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Preface

 

Retailingȱ isȱ becomingȱ consistentlyȱ moreȱ importantȱ inȱ economicȱ terms.ȱ Thisȱ becomes ȱ evidentȱ whenȱ lookingȱ atȱ theȱ developmentȱ ofȱ manyȱ individualȱ countries,ȱ inȱ Europe,ȱAmericaȱ andȱ Asia.ȱ Inȱhighlyȱ developedȱ countries,ȱ reȬ tailingȱ isȱ assumingȱ moreȱ andȱ moreȱ ofȱ aȱ leadershipȱ roleȱ inȱ theȱ distributionȱ channel.ȱ Theȱ expansionȱ strategies,ȱ retailȱ brandingȱ strategies,ȱ innovativeȱ solutionsȱ forȱ supplyȱ chainȱ managementȱ etc.,ȱ allȱ reflectȱ thisȱ trend.ȱ Inȱ transȬ formation ȱ countries,ȱ suchȱ asȱ inȱ Centralȱ andȱ Easternȱ Europe,ȱ asȱ wellȱ asȱ inȱ emergingȱcountries,ȱsuchȱasȱChinaȱandȱIndia,ȱfundamentalȱchangesȱinȱretailȬ ingȱstructuresȱbecomeȱapparentȱandȱmayȱleadȱtoȱcomparableȱdevelopments.ȱ Inȱ viewȱ ofȱ internationalisation,ȱ aȱ furtherȱ profoundȱ changeȱ canȱ beȱ noticed.ȱ Retailingȱ companiesȱ thatȱ wereȱformerlyȱcharacterisedȱbyȱ aȱlocalȱ orȱ nationalȱ orientationȱ areȱ increasinglyȱ developingȱ intoȱ globalȱ playersȱ withȱ worldwideȱ operations.ȱ

 

Book Concept and Overview 

Theȱ presentȱ bookȱ isȱ devotedȱ toȱ theȱ dynamicȱ developmentȱ ofȱ retailing.ȱ Theȱ variousȱ strategyȱ conceptsȱ adoptedȱ byȱ retailingȱ companiesȱ andȱ theirȱ impleȬ mentationȱ inȱ practiceȱ areȱ atȱ theȱ coreȱ ofȱ theȱ book.ȱ Thisȱ isȱ notȱ aȱ traditionalȱ textbookȱ orȱ collectionȱ ofȱ caseȱ studies,ȱ butȱ isȱ intendedȱ toȱ demonstrateȱ theȱ complexȱ andȱ manifoldȱ questionsȱ ofȱ retailȱ managementȱ inȱ theȱ formȱ ofȱ 15ȱ lessonsȱthatȱprovideȱaȱthematicȱoverviewȱofȱkeyȱissuesȱandȱtoȱillustrateȱthemȱ with ȱ theȱ helpȱ ofȱ comprehensiveȱ caseȱ studies.ȱ Internationallyȱ knownȱ retailȱ companies ȱ areȱ usedȱ asȱ examplesȱ toȱ facilitateȱ anȱ understandingȱ ofȱ whatȱ isȱ involvedȱinȱstrategicȱretailȱmanagementȱandȱtoȱpresentȱsomeȱbestȱpractices.ȱȱ

Theȱ bookȱ isȱ dividedȱ intoȱ fourȱ mainȱ parts.ȱ Partȱ Iȱ introducesȱ “Formatsȱ andȱ PlayersȱinȱRetailing”ȱandȱcomprisesȱChaptersȱ1ȱtoȱ3.ȱInȱPartȱII,ȱgrowth,ȱinterȬ nationalisationȱ andȱ positioningȱ strategies,ȱ asȱ fundamentalȱ aspectsȱ ofȱ “StraȬ tegicȱMarketingȱinȱRetailing”ȱareȱdealtȱwithȱ(Chapterȱ4ȱtoȱChapterȱ6).ȱPartȱIIIȱ focusesȱ onȱ theȱ “Marketingȱ Mixȱ inȱ Retailing”.ȱ Storeȱ location,ȱ merchandiseȱ andȱ categoryȱ management,ȱ pricing,ȱ instoreȱ marketingȱ andȱ customerȱ relaȬ tionship ȱ managementȱ areȱ discussedȱ inȱ Chaptersȱ 7ȱ toȱ 11.ȱ Theȱ finalȱ Partȱ IVȱ “Buying, ȱ Logisticsȱ andȱ Performanceȱ Measurement”ȱ dealsȱ withȱ retailȱ purȬ chasingȱ strategiesȱ andȱ concepts,ȱ modernȱ conceptsȱ ofȱ physicalȱ distributionȱ andȱITȬbasedȱsupplyȱchainȱmanagement,ȱasȱwellȱasȱmethodsȱofȱperformanceȱ andȱfinancialȱcontrollingȱ(Chaptersȱ12ȱtoȱ15).ȱ

 

V
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Teaching and Learning 

Theȱbookȱisȱtargetedȱprimarilyȱatȱstudentsȱinȱtheirȱthirdȱandȱfourthȱacademicȱ yearȱ(undergraduateȱandȱgraduateȱlevel)ȱinȱtheȱfieldȱofȱBusinessȱAdministraȬ tion/Marketing/Managementȱ atȱ differentȱ institutions,ȱ suchȱ asȱ universities,ȱ academiesȱ andȱ businessȱ schools.ȱ Inȱ addition,ȱ practitionersȱ inȱ theȱ consumerȱ goodsȱindustryȱandȱinȱretailingȱcompanies,ȱwhoȱwishȱtoȱobtainȱcompactȱandȱ practiceȬorientedȱ informationȱ onȱ currentȱ retailȱ concepts,ȱ willȱ alsoȱ benefitȱ fromȱreadingȱthisȱbook.ȱ

Furthermore,ȱtheȱbookȱcanȱbeȱusedȱinȱeducationȱ asȱaȱbasisȱforȱworkingȱwithȱ caseȱstudies.ȱForȱthisȱpurpose,ȱtheȱcaseȱstudiesȱareȱintegratedȱintoȱtheȱlessonsȱ inȱsuchȱaȱwayȱthatȱtheyȱprovideȱadditionalȱcontentȱandȱaȱspecificȱapplicationȱ ofȱ theȱindividualȱlessons.ȱ Thatȱis,ȱ theyȱformȱ partȱ ofȱtheȱmainȱtopic,ȱ butȱalsoȱ leadȱ toȱ suggestedȱ discussionȱ subjectsȱ andȱ questionsȱ inȱorderȱ toȱ deepenȱ theȱ understandingȱ ofȱ theȱ topic.ȱ Instructorsȱ areȱ providedȱ withȱ additionalȱ reȬ sources.ȱForȱeachȱcaseȱstudy,ȱaȱsuggestedȱsolutionȱcanȱbeȱrequestedȱfromȱtheȱ H.I.MA.ȱ (Instituteȱ forȱ Commerceȱ &ȱ Internationalȱ Marketing,ȱ Saarlandȱ UniȬ versity,ȱGermany,ȱeȬmail:ȱhima@mx.uniȬsaarland.de).ȱ
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Introduction

 

Retailingȱisȱoneȱofȱtheȱworld’sȱlargestȱindustries.ȱItȱisȱinȱaȱpermanentȱstateȱofȱ Evolutionȱofȱ

change, ȱ andȱtheȱpaceȱofȱthisȱ changeȱhasȱbeenȱ acceleratingȱoverȱtheȱ lastȱ decȬ    Retailȱȱ ade.ȱFromȱtheȱmarketingȱperspective,ȱretailersȱare,ȱbyȱdefinition,ȱcloserȱtoȱtheȱ Managementȱ

consumerȱ thanȱ manufacturingȱ companiesȱ (Reynoldsȱ 2004b,ȱ p.ȱ 3).ȱ Retailersȱ representȱ theȱ culminationȱ ofȱ theȱ marketingȱ processȱ andȱ theȱ contactȱ pointȱ between ȱconsumersȱandȱmanufacturedȱproducts.ȱWhileȱretailingȱhasȱlongȱsetȱ buying ȱdecisionsȱasȱ itsȱhighestȱpriorityȱ andȱwasȱ veryȱ focussedȱ onȱtheȱprodȬ uctȱassortment,ȱitȱnowȱfollowsȱaȱmoreȱholisticȱapproachȱtoȱmanagementȱandȱ marketingȱandȱisȱseizingȱtheȱopportunityȱtoȱbeȱconsumerȬoriented,ȱengageȱinȱ theȱ personalȱ contactȱ withȱ customers,ȱ gatherȱ informationȱ onȱ consumerȱ beȬ haviourȱandȱexploitȱinsightsȱintoȱconsumerȱbehaviourȱandȱpreferences.ȱWhatȱ wasȱ onceȱ aȱ simpleȱ wayȱ ofȱ doingȱ businessȱ isȱ transformingȱ intoȱ aȱ highlyȱ soȬ phisticatedȱ formȱ ofȱ managementȱ andȱ marketing.ȱ Retailȱ marketingȱ consisȬ tentlyȱ featuresȱ moreȱ efficient,ȱ moreȱ meaningfulȱ andȱ moreȱ profitableȱ marȬ ketingȱpracticesȱ(Mulhernȱ1997,ȱp.ȱ103).ȱ

Retailingȱinvolvesȱthoseȱcompaniesȱthatȱareȱengagedȱprimarilyȱinȱtheȱactivityȱ Definitionȱ

ofȱ purchasingȱ productsȱ fromȱ otherȱ organisationsȱ withȱ theȱ intentȱ toȱ resellȱ    ofȱRetailingȱ thoseȱ goodsȱ toȱ theȱ finalȱ customer,ȱ generallyȱ withoutȱ transformation,ȱ andȱ renderingȱ servicesȱ incidentalȱtoȱ theȱ saleȱofȱmerchandise.ȱ Theȱ retailingȱprocȬ essȱisȱtheȱfinalȱstepȱinȱtheȱdistributionȱofȱmerchandise;ȱretailersȱareȱthereforeȱ organised ȱtoȱ sellȱmerchandiseȱinȱ smallȱquantitiesȱtoȱ theȱ generalȱ public.ȱTheȱ servicesȱaddedȱtoȱtheȱproductsȱ commonlyȱ includeȱ transportationȱandȱstockȬ keepingȱ toȱensureȱ thatȱtheȱ productsȱ areȱ availableȱ atȱtheȱpointȬofȬsale.ȱ HowȬ ever,ȱ theȱ processȱ alsoȱencompassesȱtheȱ selectionȱ ofȱproductsȱ forȱ aȱ retailȱ asȬ sortment,ȱ theȱ provisionȱ ofȱ salesȱ advice,ȱ afterȬsalesȬserviceȱ andȱ manyȱ otherȱ functions. ȱ

AȱnumberȱofȱdevelopmentsȱareȱresponsibleȱforȱtheȱdynamicȱchangeȱinȱmodȬ Emergenceȱofȱȱ

ernȱ retailȱ management.ȱ Inȱ mostȱ developedȱ countries,ȱ retailingȱ hasȱ experiȬ    LargeȬScaleȱȱ enced ȱaȱdramaticȱincreaseȱinȱtheȱscaleȱofȱoperationsȱandȱinȱmarketȱconcentraȬ    RetailȱChainsȱ tion.ȱ Thisȱ isȱ dueȱ partlyȱtoȱtheȱappearanceȱofȱlargeȬscaleȱretailȱ chainsȱthatȱhaveȱ takenȱ overȱ marketȱ shareȱ fromȱ independentlyȱ ownedȱ smallȱ shops.ȱ Theseȱ retailȱ chainsȱ firstȱ developedȱ intoȱ regionalȱ groupsȱ andȱ thenȱ intoȱ nationallyȱ andȱevenȱinternationallyȱactiveȱretailȱoperations.ȱInȱ theȱlastȱdecade,ȱmergersȱ and ȱ acquisitionsȱ betweenȱ alreadyȱ largeȱ playersȱ haveȱ intensifiedȱ thisȱ develȬ opment. ȱ Manyȱretailersȱnowȱ haveȱ massiveȱturnover,ȱ veryȱ largeȱnumbersȱ ofȱ employeesȱ andȱ extensiveȱ storeȱ networks.ȱ Theȱ world’sȱ largestȱ retailer,ȱ WalȬ
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Mart,ȱachievesȱaȱturnoverȱofȱ312ȱbillionȱUSDȱwhichȱexceedsȱtheȱgrossȱdomesȬ ticȱproductȱofȱmanyȱsmallerȱcountriesȱandȱemploysȱ1.8ȱmillionȱpeople.ȱCarreȬ four,ȱtheȱlargestȱEuropeanȱretailerȱandȱtheȱno.ȱ2ȱinȱtheȱworld,ȱ operatesȱmoreȱ thanȱ12,000ȱstoresȱworldwide.ȱ

Internationalȱ    Atȱ theȱ sameȱ time,ȱ manyȱ retailersȱ haveȱ developedȱ intoȱ internationalȱ multiȬ

MultiȬChannelȱ   channelȱ retailers,ȱ thatȱ is,ȱtheyȱ operateȱinȱ manyȱcountriesȱ andȱofferȱ differentȱ

Retailersȱ    retailȱformatsȱforȱtheirȱcustomers.ȱForȱexample,ȱtheȱFrenchȱCarrefourȱisȱnowȱaȱ

multi Ȭformatȱ groupȱ thatȱ usesȱ hypermarkets,ȱ supermarkets,ȱ convenienceȱ stores, ȱhardȱdiscountersȱandȱotherȱformatsȱtoȱsellȱitsȱassortmentȱtoȱcustomersȱ inȱ overȱ 30ȱ countries.ȱ Moreȱ thanȱ halfȱ ofȱ itsȱ turnoverȱ isȱ earnedȱ outsideȱ theȱ homeȱ market.ȱ Theȱ Germanȱ Metroȱ Groupȱ employsȱ foodȱ superstoresȱ (Real),ȱ foodȱ supermarketsȱ (extra),ȱ consumerȱ electronicsȱ categoryȱ killersȱ (Mediaȱ Marktȱ andȱ Saturn ),ȱ cashȱ &ȱ carryȱ wholesaleȱ storesȱ (Metroȱ C&C),ȱ andȱ otherȱ formatsȱ andȱ earnsȱ moreȱ thanȱ 50ȱ %ȱ ofȱ itsȱ turnoverȱ inȱ 29ȱ marketsȱ outsideȱ Germany.ȱ Tescoȱisȱexpandingȱrapidlyȱintoȱ Easternȱ EuropeanȱandȱAsianȱmarȬ ketsȱ and,ȱ inȱ additionȱtoȱseveralȱ storeȬbasedȱ formats,ȱveryȱ successfullyȱ operȬ ates ȱanȱ eȬcommerceȱ channel,ȱ Tesco.com.ȱWhileȱ theȱriseȱ ofȱeȬcommerceȱ inȱ reȬ tailingȱ wasȱinitiallyȱoverȬestimatedȱinȱtheȱdaysȱofȱInternetȱhype,ȱitȱhasȱnoneȬ thelessȱ developedȱ slowlyȱ butȱ surelyȱ andȱ Tescoȱ nowȱ achievesȱ salesȱ ofȱ overȱ 1ȱbillionȱEURȱwithȱitsȱonlineȬchannel.ȱ

HighȱLevelsȱ    Inȱmostȱ countryȱ markets,ȱ retailingȱ isȱalsoȱ aȱveryȱ concentratedȱ industry.ȱAcȬ

of ȱConcentrationȱ    cordingȱtoȱtheȱmarketȱresearchȱcompanyȱPlanetȱRetail,ȱtheȱtopȱ5ȱfoodȱretailersȱ

accountȱ forȱ moreȱ thanȱ 55ȱ %ȱ ofȱ theȱ marketȱ inȱ theȱ UKȱ Inȱ Germanyȱ andȱ inȱ

ȱ

France,ȱitȱisȱevenȱaboveȱ70ȱ%.ȱConsequently,ȱaȱshiftȱinȱpowerȱwithinȱtheȱdistriȬ

PowerȱShiftȱ    butionȱ channelȱ isȱ oneȱ ofȱ theȱ mostȱ influentialȱ developmentsȱ overȱ theȱ lastȱ

towardsȱȱ   decades.ȱ Theȱ powerȱ ofȱ individualȱ retailȱ organisationsȱ isȱ growing;ȱ theyȱ areȱ

Retailersȱ    nowȱcomparableȱtoȱand,ȱ inȱ manyȱcases,ȱevenȱlargerȱthanȱmanyȱmanufacturȬ

ers,ȱ evenȱ forȱ globalȱ brandȱ manufacturersȱ suchȱ asȱ Procterȱ&ȱ Gamble,ȱ Sonyȱ orȱ Nestlé.ȱ Thus,ȱ manufacturersȱ nowȱ dependȱ onȱ aȱfewȱlargeȱ retailersȱforȱ aȱ subȬ stantialȱshareȱofȱtheirȱturnover.ȱHandȱinȱhandȱwithȱtheȱincreasingȱsize,ȱretailȱ marketingȱ budgets,ȱ ITȱ budgets,ȱ andȱ budgetsȱ forȱ topȱ managers,ȱ haveȱ beenȱ increasing.ȱ Notȱ onlyȱ theȱ growingȱ sizeȱ andȱ concentration,ȱ butȱ alsoȱ theȱ inȬ creasedȱsophisticationȱofȱretailȱmanagement,ȱcombinedȱwithȱtheȱbetterȱavailȬ abilityȱofȱcustomerȱdata,ȱcontributedȱtoȱtheȱpowerȱshift.ȱRetailingȱisȱcurrentlyȱ oneȱofȱtheȱleadingȱindustriesȱinȱtheȱapplicationȱofȱnewȱtechnologies.ȱRetailerȱ PoSȱdataȱ hasȱbecameȱmoreȱ valuableȱasȱITȱsystemsȱhaveȱfacilitatedȱtheȱcollecȬ tionȱ ofȱdataȱatȱtheȱ checkout.ȱ Furthermore,ȱ asȱ retailersȱhaveȱgrownȱfromȱreȬ gionalȱ toȱ nationalȱ chains,ȱ theyȱ haveȱ beenȱ ableȱ toȱ accumulateȱ knowledgeȱ aboutȱ consumerȱ trends,ȱ theȱ developmentȱ ofȱ productȱ sales,ȱ etc.,ȱ thatȱ hasȱ enhanced ȱ theirȱ relevanceȱ asȱ gatekeepersȱ forȱ productsȱ onȱ theirȱ routeȱ toȱ theȱ customer.ȱCustomerȬspecificȱdataȱthatȱisȱnowȱincreasinglyȱbeingȱgatheredȱviaȱ loyaltyȱcards,ȱaddsȱtoȱthisȱknowledge.ȱWhereȱmanufacturerȱbrandsȱonceȱusedȱ
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toȱ beȱ allȱ important,ȱ theȱ lastȱ fewȱ yearsȱ haveȱ witnessedȱ theȱ powerȱ ofȱ retailȱ brandsȱ challengingȱ theȱ positionȱ ofȱ suppliersȱ (Gilbertȱ 2003,ȱ p.ȱ1).ȱ Retailersȱ have ȱstartedȱtoȱembraceȱ theȱ conceptȱofȱ strategicȱ marketing,ȱtheyȱuseȱstrategicȱ planningȱ andȱ positionȱ themselvesȱ relativeȱ toȱ theirȱ competitors.ȱ Thus,ȱ theȱ enormousȱ buyingȱ volumeȱ ofȱ retailersȱ isȱ onlyȱ oneȱ sourceȱ ofȱ itsȱ powerȱ base,ȱ certainlyȱtheȱmostȱimportant,ȱbutȱotherȱdevelopmentsȱaddȱtoȱtheirȱpower.ȱ

Retailers ȱareȱintermediariesȱinȱtheȱdistributionȱchannel.ȱHowever,ȱwhileȱretailȬ    Marketingȱandȱ ing ȱ hasȱ longȱ beenȱ consideredȱ aȱ somewhatȱ passiveȱ linkȱ inȱ theȱ valueȱ chainȱ    LogisticsȱLeaderȬ between ȱ manufacturerȱ andȱ consumer,ȱ retailersȱ nowȱ useȱ theirȱ positionȱ toȱ   shipȱ becomeȱtheȱdominantȱplayerȱinȱtheȱdistributionȱchannel.ȱTheyȱdevelopȱtheirȱownȱ marketingȱ conceptsȱ andȱ assumeȱ marketingȱ leadershipȱinȱ theȱverticalȱrelationȬ shipȱ withȱ manufacturers.ȱ Retailersȱ haveȱ alsoȱ developedȱ theirȱ ownȱ logisticsȱ concepts. ȱ Accordingly,ȱ whileȱ itȱ wasȱ theȱ manufacturersȱ whoȱ traditionallyȱ fulfilledȱ largeȱ partsȱ ofȱ theȱ logisticsȱ function,ȱ retailersȱ todayȱ alsoȱ striveȱ toȬ wardsȱlogisticsȱleadershipȱinȱtheȱdistributionȱchannel.ȱ

Withȱthisȱbook,ȱourȱobjectiveȱisȱtoȱ coverȱtheȱmostȱ importantȱaspectsȱofȱretailȱ management ȱ withȱ aȱ comprehensive,ȱyetȱ brief,ȱandȱinnovativeȱapproach.ȱWeȱ discuss ȱ 15ȱ differentȱ topicsȱ inȱ retailȱ managementȱ byȱ firstȱ givingȱ aȱ thematicȱ overviewȱ ofȱ theȱ topicȱ whichȱ coversȱ theȱ keyȱ issuesȱ andȱ explainsȱ theȱ mostȱ importantȱ conceptsȱ andȱ thenȱ illustratingȱ themȱ withȱ theȱ helpȱ ofȱ extendedȱ caseȱ studies.ȱ Forȱ theȱ caseȱ studies,ȱ internationallyȱ knownȱ companiesȱ wereȱ chosen ȱ thatȱ canȱ beȱ consideredȱ bestȱ practiceȱ casesȱ inȱ theȱ respectiveȱ strategyȱ fields.ȱ

InȱPartȱI,ȱformatsȱandȱplayersȱinȱretailingȱareȱdiscussed.ȱAȱretailȱformatȱrepreȬ    Formatsȱandȱ sentsȱ aȱ specificȱ configurationȱ ofȱ theȱ retailȱ marketingȱ mixȱ (e.g.ȱ storeȱ size,ȱ    Playersȱinȱ typicalȱ location,ȱ merchandise,ȱ priceȱ andȱ serviceȱ offered)ȱ andȱ itȱ oftenȱ formsȱ    Retailingȱ the ȱ coreȱofȱ theȱ retailȱstrategy.ȱ Differentȱ formatsȱareȱdescribedȱ andȱ thereȱ isȱ aȱ discussionȱ ofȱ thoseȱ thatȱ areȱ currentlyȱ gainingȱ marketȱ shareȱ andȱ thoseȱ forȬ matsȱ thatȱ areȱ onȱ theȱ decline.ȱ Forȱ example,ȱ categoryȱ killersȱ suchȱ asȱ IKEA,ȱ MediaȱMarktȱandȱLeroyȱMerlinȱhaveȱbeenȱgrowingȱtremendouslyȱoverȱtheȱlastȱ few ȱ decades.ȱ Hardȱ discounters,ȱ suchȱ asȱ Aldi,ȱ areȱ certainlyȱ oneȱ ofȱ theȱ mostȱ aggressively ȱgrowingȱretailȱformatsȱinȱfoodȱretailingȱworldwide,ȱandȱeȬcomȬ merceȱisȱgrowingȱ constantlyȱfromȱaȱstillȱratherȱ smallȱbase.ȱSomeȱpureȱ InterȬ netȱplayers,ȱsuchȱasȱAmazonȱandȱDell,ȱhaveȱreachedȱaȱveryȱconsiderableȱscale,ȱ butȱ Internetȱ shoppingȱ isȱ offeredȱ moreȱ andȱ moreȱ oftenȱ asȱ partȱ ofȱ aȱ multiȬ channelȱ approachȱ (Chaptersȱ 1ȱ andȱ 2).ȱAtȱ theȱ sameȱ time,ȱ notȱ onlyȱ newȱ forȬ mats,ȱ butȱ alsoȱ newȱ playersȱ areȱ competingȱ withȱ existingȱ retailers.ȱ Theȱ mostȱ importantȱtrendȱexplainedȱinȱthisȱbookȱisȱtheȱemergenceȱofȱmanufacturersȱasȱ competitors.ȱToȱanȱ increasingȱextent,ȱmanufacturersȱoperateȱinȱverticalȱmarȬ ketingȱ systems,ȱ tryingȱ toȱ controlȱ theȱ distributionȱ ofȱ theirȱ productsȱ toȱ theȱ consumer,ȱ eitherȱ throughȱ contractualȱ orȱ evenȱ byȱ meansȱ ofȱ equityȬbasedȱ verticalȱstrategiesȱ(Chapterȱ3).ȱȱ
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StrategicȱMarketȬ    Inȱ Partȱ II,ȱ theȱ mostȱ importantȱ aspectsȱ ofȱ strategicȱ retailȱ marketingȱ areȱ disȬ

ingȱinȱRetailingȱ    cussed.ȱVeryȱdynamicȱgrowthȱisȱoneȱofȱtheȱmostȱimportantȱdevelopmentsȱinȱ

retailingȱ overȱ theȱ pastȱ decades,ȱ andȱ formsȱ theȱ foundationȱ forȱ manyȱ otherȱ subsequentȱ changes.ȱ Thisȱ growthȱ isȱ beingȱachievedȱthroughȱ variousȱ differȬ entȱgrowthȱstrategies,ȱsuchȱasȱoutletȱmultiplication,ȱacquisitions,ȱandȱfranchisȬ ingȱ (Chapterȱ 4).ȱ Inȱ addition,ȱ sinceȱ manyȱ industrialȱ countriesȱ areȱ characterȬ ised ȱ byȱ stagnatingȱ retailȱ markets,ȱ thisȱ growthȱ isȱ moreȱ andȱ moreȱ oftenȱ achieved ȱ byȱ enteringȱ foreignȱ markets.ȱ Theȱ processȱ ofȱ internationalisationȱ poses ȱ aȱ complexȱ task,ȱ sinceȱ theȱ localȱ environmentsȱ inȱ hostȱ countriesȱ oftenȱ differȱ considerablyȱ fromȱ theȱ homeȱ marketȱ (Chapterȱ 5).ȱ Growth,ȱ whetherȱ nationallyȱ orȱ internationally,ȱ canȱ onlyȱ beȱ achievedȱ withȱ aȱ sustainableȱ comȬ petitive ȱ advantageȱ andȱ retailersȱ areȱ nowȱ increasinglyȱ tryingȱ toȱ developȱ aȱ clearȱpositioningȱforȱtheirȱcompaniesȱrelativeȱtoȱthatȱofȱtheirȱcompetitors.ȱOneȱ importantȱ componentȱ ofȱ thisȱ marketingȱ strategyȱ isȱ toȱ createȱ aȱ strongȱ retailȱ brand,ȱ withȱ clearȱ andȱ distinctȱ associationsȱ inȱ theȱ consumers’ȱ mindȱ whichȱ supportȱtheȱdevelopmentȱofȱcustomerȱloyaltyȱtoȱtheȱcompanyȱ(Chapterȱ6).ȱ

MarketingȱMixȱȱ   Withinȱ theȱ frameworkȱofȱ strategicȱretailȱ marketing,ȱ retailersȱ haveȱ moreȱ opȬ

in ȱRetailingȱ    tionsȱavailableȱinȱtheirȱmarketingȱmixȱthanȱmanufacturers,ȱbecauseȱtheyȱareȱinȱ

directȱ contactȱ withȱ theȱ finalȱ consumers,ȱ whoȱ visitȱ theirȱ storesȱ andȱ interactȱ directlyȱ withȱ them.ȱ Partȱ IIIȱ ofȱ theȱ bookȱ examinesȱ theȱ marketingȱ mixȱ andȱ takesȱanȱinȬdepthȱlookȱatȱaȱnumberȱofȱretailȱmarketingȱmixȱinstruments.ȱTheȱ locationȱofȱtheȱstoreȱisȱconsideredȱaȱdominantȱdeterminantȱofȱretailingȱsuccess,ȱ becauseȱ inȱstoreȬbasedȱretailing,ȱgoodȱlocationsȱareȱ keyȱelementsȱforȱattractȬ ingȱ customersȱ toȱ theȱ outlets.ȱ Also,ȱ becauseȱ ofȱ itsȱ intrinsicallyȱ fixedȱ nature,ȱ locationȱ cannotȱ beȱchangedȱ inȱ theȱ shortȬtermȱ (Chapterȱ 7).ȱWithinȱ theȱ store,ȱ theȱ retailerȱ offersȱ aȱ merchandiseȱ assortmentȱ toȱ itsȱ customersȱ andȱ oneȱ ofȱ theȱ primaryȱ functionsȱ ofȱ theȱ retailerȱ isȱ toȱ selectȱ theȱ appropriateȱ breadthȱ andȱ depthȱ ofȱ theȱassortmentȱandȱtheȱspecificȱproducts,ȱe.g.ȱ manufacturerȱbrandsȱ orȱstoreȱbrands,ȱandȱtoȱtailorȱtheȱofferȱtoȱtheȱtargetȱcustomers.ȱAȱnewȱconceptȱ isȱcategoryȱmanagementȱthatȱaimsȱatȱimplementingȱaȱmoreȱstrategicȱandȱholisȬ tic ȱapproachȱtoȱmerchandisingȱ(Chapterȱ8).ȱCloselyȱrelatedȱtoȱtheȱassortmentȱ itselfȱ isȱ theȱ pricingȱ policy.ȱ Sinceȱ consumersȱ spendȱ aȱ largeȱ shareȱ ofȱ theirȱ inȬ comeȱ inȱ retailing,ȱ pricingȱ isȱ consideredȱhighlyȱ relevantȱ forȱ retailȱ patronageȱ decisionsȱ and,ȱ withinȱ pricingȱ processes,ȱ retailersȱ haveȱ manyȱ strategicȱ andȱ tacticalȱoptionsȱavailableȱtoȱinfluenceȱ purchasingȱ behaviourȱ(Chapterȱ 9).ȱAsȱ alreadyȱ mentioned,ȱ theȱ customerȱ isȱ alsoȱ influencedȱ byȱ theȱ storeȱ environȬ ment.ȱ Manyȱ buyingȱ decisionsȱareȱ madeȱ atȱ theȱ pointȬofȬsale,ȱ soȱ thatȱ profesȬ sionalȱinstoreȱmarketingȱcanȱincreaseȱsalesȱveryȱsubstantially.ȱStoreȱlayoutȱandȱ storeȱdesignȱ canȱ supportȱ theȱ customerȱ orientationȱ inȱ theȱ storeȱ andȱ createȱ aȱ positive ȱ storeȱ atmosphereȱ (Chapterȱ 10).ȱ Customerȱ relationshipȱ managementȱ (CRM) ȱisȱaȱ relativelyȱnewȱelementȱinȱtheȱ retailȱ marketingȱmix.ȱAȱ keyȱ objecȬ tiveȱ ofȱ CRMȱ isȱ toȱ establishȱenduringȱrelationshipsȱ withȱ customersȱ andȱ loyȬ altyȱ programmesȱ areȱ manifestationsȱ ofȱ CRMȱ inȱ retailing.ȱ However,ȱ behindȱ
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theȱloyaltyȱcardsȱthatȱmostȱconsumersȱnowȱcarry,ȱareȱveryȱdifferentȱmethodsȱ andȱconceptsȱwithȱwhichȱtheȱretailersȱintendȱtoȱcollectȱdataȱandȱtoȱtailorȱtheirȱ marketingȱtoȱtheȱindividualȱcustomerȱ(Chapterȱ11).ȱ

WhileȱPartsȱIȱthroughȱIIIȱ focusȱ onȱaspectsȱofȱretailingȱ thatȱareȱatȱleastȱpartlyȱ    Buying,ȱLogisticsȱ visibleȱtoȱ theȱ customer,ȱ Partȱ IVȱ dealsȱ withȱ backȬendȱ andȱinternalȱ processesȱ    andȱPerformanceȱ thatȱareȱnecessaryȱtoȱ createȱtheȱ offerȱtoȱtheȱ consumer.ȱ Retailersȱneedȱ toȱ buyȱ Measurementȱ

theȱ merchandiseȱ theyȱ offerȱ toȱ theirȱ customers,ȱ andȱ theyȱ useȱ various,ȱ veryȱ heterogeneous ȱ supplyȱ sources,ȱ rangingȱ fromȱ globalȱ manufacturersȱ ofȱ branded ȱgoodsȱtoȱexternalȱbuyingȱorganisationsȱinȱforeignȱmarketsȱandȱstoreȱ brandȱ manufacturers.ȱ Relationshipsȱ withȱ suppliersȱ andȱ newȱ conceptsȱ suchȱ asȱefficientȱconsumerȱresponseȱhaveȱemerged,ȱbutȱtheȱbuyingȱconceptsȱemployedȱ must ȱ beȱ closelyȱ adaptedȱ toȱ theȱ specificȱ supplyȱ situationȱ (Chapterȱ 12).ȱ Theȱ products ȱ mustȱbeȱ transportedȱ alongȱ theȱ supplyȱ chainȱ –ȱ fromȱ theȱ factoryȱ toȱ theȱ storeȱ shelf.ȱ Moreȱ andȱ moreȱ frequently,ȱ physicalȱ logisticsȱ isȱ consideredȱ aȱ coreȱcompetencyȱofȱ retailersȱwhoȱneedȱtoȱestablishȱtheȱnecessaryȱinfrastrucȬ tureȱ andȱ coordinateȱ theȱ productȱ flowsȱ (Chapterȱ 13).ȱ Thoseȱ productȱ flowsȱ within ȱtheȱsupplyȱchainȱareȱdependentȱ onȱinformationȱflows.ȱItȱ isȱnecessaryȱtoȱ establishȱwhenȱaȱproductȱisȱsoldȱinȱaȱcertainȱstore,ȱsoȱasȱtoȱtriggerȱanȱorderȱtoȱ aȱwarehouse,ȱandȱsubsequentlyȱtoȱaȱsupplier.ȱTheȱexactȱprocessȱdependsȱ onȱ informationȱ onȱ theȱ availableȱ productsȱ inȱ stockȱ atȱ theȱ variousȱ stagesȱ inȱ theȱ supplyȱchain,ȱforecastedȱconsumerȱdemand,ȱetc.ȱToȱenhanceȱtheȱefficiencyȱofȱ theȱsupplyȱchain,ȱdifferentȱcollaborativeȱconceptsȱforȱachievingȱefficientȱreplenȬ ishmentȱ haveȱ beenȱ developed,ȱ andȱ theseȱ areȱ basedȱ onȱ newȱ enablingȱ techȬ nologiesȱ (Chapterȱ 14).ȱ Finally,ȱ theȱ intensiveȱ competitionȱ inȱ retailing,ȱ comȬ binedȱ withȱ theȱ priceȱ pressureȱ toȱ whichȱ mostȱ retailersȱ areȱ exposed,ȱ makeȱ itȱ necessaryȱbothȱtoȱperformȱwellȱandȱconstantlyȱimproveȱtheȱeffectivenessȱandȱ efficiencyȱ ofȱ allȱ appliedȱ strategiesȱ andȱ processes.ȱ Adequateȱ controllingȱ isȱ thusȱ necessaryȱ andȱ retailersȱ haveȱ developedȱ sophisticatedȱ systemsȱ forȱ evaluatingȱ theȱ profitabilityȱ ofȱ theirȱ storeȱ network,ȱ supplyȱ chainȱ efficiencyȱ andȱfinancialȱperformance.ȱNewȱconcepts,ȱsuchȱasȱvalueȬbasedȱmanagement,ȱ have ȱalsoȱbeenȱquicklyȱembracedȱbyȱretailersȱ(Chapterȱ15).ȱ

Thisȱ shortȱ overviewȱofȱ differentȱ fieldsȱ ofȱ strategicȱ managementȱ inȱ retailingȱ showsȱthatȱtheȱworldȱofȱretailingȱhasȱbecomeȱveryȱcomplexȱandȱchallenging.ȱ Inȱtheȱfollowingȱ 15ȱchapters,ȱweȱ coverȱ theȱmostȱimportantȱ aspectsȱandȱ giveȱ theȱreaderȱanȱinsightȱintoȱtheȱmainȱdevelopmentsȱandȱconcepts.ȱBasedȱonȱtheȱ caseȱstudies,ȱtheȱreaderȱwillȱalsoȱgainȱanȱunderstandingȱofȱhowȱtheȱconceptsȱ areȱimplementedȱbyȱsuccessfulȱretailȱcompaniesȱaroundȱtheȱworld.ȱȱ

ȱ

ȱ

 

5

Formats and Players in Retailing  Part I

 

PartȱIȱ

 

Formats ȱandȱPlayersȱ

 

inȱRetailingȱ

 

7

Formats and Players in Retailing  Part I

 




Chapter 1 

 

Retail Formats – Food

 

Retailers have various ways of meeting customer needs through organising and de-signing their retail outlets. The objective of this Chapter is to describe the different types of food-oriented retail institutions which represent different types of retailer strategies in selling their goods and services. 

 

Types of Retail Institutions 

Fromȱaȱmanagerialȱpointȱofȱ view,ȱunderstandingȱ theȱdifferentȱtypesȱofȱ retailȱ institutionsȱisȱimportantȱbecauseȱtheyȱhaveȱaȱcompetitiveȱimpactȱonȱtheȱretailȱ business.ȱ Thereȱ areȱseveralȱtypesȱofȱ retailȱ institutionsȱwhichȱ mirrorȱ retailerȱ business ȱoperations.ȱThus,ȱeachȱtypeȱrepresentsȱaȱspecificȱretailingȱstrategy.ȱȱ

 

NACEȱCodesȱȬȱExamplesȱ                                                      Figureȱ1.1ȱ

Section G : Wholesale and retail trade; repair of motor vehicles,

motorcycles and personal and household goods

52 : Retail trade, except of motor vehicles and motorcycles; repair of personal and household goods

52.1 : Retail sale in non-specialized stores                       52.4 : Other retail sale of new goods in specialized stores 52.11 : Retail sale in non-specialized stores with food,                52.41 : Retail sale of textiles beverages or tobacco predominating                              52.42 : Retail sale of clothing 52.12 : Other retail sale in non-specialized stores                     52.43 : Retail sale of footwear and leather goods 52.2 : Retail sale of food, beverages and tobacco in             52.44 : Retail sale of furniture, lighting equipment and household specialized stores                                             articles n.e.c. 52.21 : Retail sale of fruit and vegetables                             52.45 : Retail sale of electrical household appliances and radio 52.22 : Retail sale of meat and meat products                       and television goods 52.23 : Retail sale of fish, crustaceans and molluscs                 52.46 : Retail sale of hardware, paints and glass 52.24 : Retail sale of bread, cakes, flour confectionery and sugar    52.47 : Retail sale of books, newspapers and stationery confectionery                                                     52.48 : Other retail sale in specialized stores 52.25 : Retail sale of alcoholic and other beverages                 52.5 : Retail sale of second-hand goods in stores 52.26 : Retail sale of tobacco products                              52.50 : Retail sale of second-hand goods in stores 52.27 : Other retail sale of food, beverages and tobacco in           52.6 : Retail sale not in stores specialized stores                                                   52.61 : Retail sale via mail order houses 52.3 : Retail sale of pharmaceutical and medical goods,         52.62 : Retail sale via stalls and markets cosmetic and toilet articles                                      52.63 : Other non-store retail sale 52.31 : Dispensing chemists                                       52.7 : Repair of personal and household goods 52.32 : Retail sale of medical and orthopaedic goods

52.33 : Retail sale of cosmetic and toilet articles                                                                                              ȱ

Source:ȱ EuropeanȱUnion.ȱ

 

Severalȱsystemsȱofȱretailȱclassificationȱhaveȱbeenȱdevelopedȱbyȱgovernmentalȱ Classificationȱ

institutionsȱ inȱ orderȱ toȱ collectȱ andȱ analyseȱ businessȱ dataȱ moreȱ effectively.ȱ    Schemesȱ Oneȱ ofȱ theȱ firstȱ classificationȱ systemsȱ isȱ theȱStandardȱIndustrialȱ Classificationȱ (SIC)ȱ code,ȱ aȱ classificationȱ systemȱ thatȱ wasȱ developedȱ forȱ theȱ USȱ Censusȱ
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Bureau ȱ inȱ 1930ȱ andȱ usesȱ specialȱ codesȱ (specialȱ setsȱ ofȱ numbers)ȱ toȱ identifyȱ typesȱ ofȱ retailersȱ (Ogden/Ogdenȱ 2005,ȱ pp.ȱ88Ȭ89).ȱ Itȱ servedȱ asȱ theȱ basisȱ forȱ furtherȱ developmentȱ ofȱ classificationȱ systemsȱ thatȱ areȱ alsoȱ appliedȱ onȱ anȱ internationalȱbasisȱsuchȱasȱtheȱInternationalȱStandardȱIndustrialȱClassificationȱofȱ allȱEconomicȱActivitiesȱ(ISIC)ȱofȱtheȱUnitedȱNations,ȱtheȱNAICSȱ(NorthȱAmeriȬ canȱ IndustrialȱClassificationȱ System)ȱorȱ theȱ NACEȱ (Nomenclatureȱstatistiqueȱdesȱ ActivitésȱéconomiquesȱdansȱlaȱCommunautéȱEuropéenne)ȱofȱtheȱEuropeanȱUnionȱ (see ȱFigureȱ1.1).ȱ

ȱ      However,ȱtheseȱclassificationȱschemesȱareȱusedȱforȱdataȱcollectionȱandȱstatisȬ ȱ      ticalȱ analysisȱ toȱ provideȱ insightȱ intoȱ theȱ developmentȱ ofȱ theȱ variousȱ retailȱ ȱ      institutionsȱ atȱ aȱ nationalȱ orȱ internationalȱ level.ȱ Forȱ retailȱ managers,ȱ onȱ theȱ ȱ      otherȱhand,ȱtheȱmoreȱ strategicȱaspectsȱ ofȱ theȱ differentȱtypesȱofȱretailȱinstituȬ ȱ      tionsȱ areȱ ofȱ primaryȱ importance.ȱ Therefore,ȱ forȱ strategyȱ developmentȱ andȱ ȱ      competitiveȱ analysis,ȱ theȱ classificationȱ ofȱ retailȱ institutionsȱ inȱ termsȱ ofȱ theȱ ȱ      characteristicsȱ ofȱ theȱ strategiesȱ thatȱ retailersȱ employȱ inȱ sellingȱ goodsȱ andȱ

RetailȱFormatsȱ    services,ȱisȱimportant.ȱSuchȱtypesȱofȱretailȱinstitutionsȱareȱreferredȱtoȱasȱretailȱ

formats .ȱAȱretailȱ formatȱ representsȱ aȱspecificȱconfigurationȱ ofȱtheȱ retailȱmarȬ ketingȱ mixȱ (e.g.ȱ natureȱ ofȱ merchandiseȱ andȱ serviceȱ offered,ȱ pricingȱ policy,ȱ advertisingȱandȱpromotionȱprogramme,ȱapproachȱtoȱstoreȱdesignȱandȱvisualȱ merchandising,ȱ typicalȱ location,ȱ etc.)ȱwhichȱ isȱmaintainedȱconsistentlyȱ overȱ timeȱ(Fox/Sethuramanȱ2006,ȱp.ȱ193).ȱȱ

 

Theories of Retail Evolution 

A ȱnumberȱofȱtheoriesȱexplainȱtheȱpresentȱstructureȱofȱtheȱretailȱindustryȱandȱ predictȱtheȱfutureȱdevelopmentȱofȱcurrentȱandȱnewȱretailȱformats.ȱTheȱwheelȱ ofȱretailingȱandȱtheȱretailȱlifeȱcycleȱareȱtwoȱparticularlyȱimportantȱtheories.ȱ

 

The Wheel of Retailing 

Cyclicalȱ    Theȱ wheelȱ ofȱ retailingȱ (McNairȱ1931)ȱ isȱaȱ wellȬestablishedȱ frameworkȱ forȱ exȬ Theoriesȱ    plainingȱ developmentsȱ inȱ retailȱ institutions.ȱ Theȱ theoryȱ suggestsȱ thatȱ retailȱ

institutionsȱ goȱthroughȱcyclesȱ (seeȱFigureȱ1.2).ȱ Theȱrationaleȱ isȱ that,ȱ asȱ lowȬ endȱ retailersȱ upgradeȱ theirȱ strategiesȱ toȱ increaseȱ salesȱ andȱ profitȱ margins,ȱ newȱformsȱofȱlowȬpriceȱ(discount)ȱretailersȱtakeȱtheirȱplaceȱinȱtheȱmarket.ȱ

Theȱ wheelȱ ofȱ retailingȱ consistsȱ ofȱ threeȱ stagesȱ (McNair/Mayȱ 1978;ȱ BerȬ man/Evansȱ2007,ȱpp.ȱ129Ȭ131):ȱ

� Accordingȱ toȱ theȱ wheelȱ theory,ȱ retailȱ innovatorsȱ oftenȱ appearȱ asȱ lowȬ

priceȱoperators.ȱThus,ȱtheȱcycleȱbeginsȱwithȱretailȱinstitutionsȱstartingȱoffȱ withȱlowȱpricesȱandȱlowȱserviceȱlevels.ȱȱ
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�   ȱ     ȱ    ȱ ȱ     ȱ      ȱ   ȱ       ȱ      ȱ ȱ      ȱ    ȱ � The second phase is called “trading up” . Retailers wishing to expand their

businessȱandȱattractȱmoreȱcustomers,ȱenhanceȱtheȱquantityȱandȱqualityȱofȱ merchandiseȱ handled,ȱ provideȱ moreȱ services,ȱ andȱ openȱ outletsȱ inȱ moreȱ convenient ȱ locations.ȱ Thisȱ leadsȱ toȱ anȱ increaseȱ inȱ operatingȱ costsȱ andȱ prices ȱ andȱ thusȱ offersȱ opportunitiesȱ forȱ newȱ competitorsȱ toȱ enterȱ theȱ marketȱwithȱlowȬpriceȱstrategies.ȱ

� Theȱthirdȱphaseȱisȱcharacterisedȱbyȱanȱincreaseȱinȱcompetitionȱinȱservicesȱofȱ

allȱkindsȱandȱbyȱaȱconvergenceȱinȱtermsȱofȱtheȱmarketingȱmixȱofȱretailersȱ asȱ theyȱ mature.ȱ Theyȱ becomeȱ vulnerableȱ toȱ newȱ competitorsȱ thatȱ enterȱ theȱmarketȱwithȱlowȱprices.ȱ

 

The ȱWheelȱofȱRetailingȱ                                                                Figureȱ1.2ȱ

 

Mature Retailer                                          Innovation Retailer � top heaviness                                                 � low status � conservatism                                                 � low price � declining ROI                                                   � minimal service Vulnerability Entry

Phase       Phase       � � poor facilities limited product offering

 

Trading-Up

Phase

 

Traditional Retailer

� elaborate facilities     � fashion-orientation � expectation of both    � higher prices

essential and          � extended product exotic services          offerings

� higher-rent locations                                                          ȱ

Source:ȱ AdaptedȱfromȱBrownȱ1988.ȱ

 

The Retail Life Cycle 

Theȱ conceptȱ ofȱ theȱ retailȱ lifeȱ cycleȱ refersȱ toȱ theȱ successionȱ ofȱ identifiableȱ stagesȱ aȱretailȱ formatȱgoesȱthroughȱoverȱ timeȱ (Berman/Evansȱ 2007,ȱ pp.ȱ132Ȭ 134;ȱMcGoldrickȱ2002,ȱpp.ȱ21Ȭ23):ȱ

� Inȱ theȱ developmentȱ stage,ȱ theȱ newȱ formatȱ isȱ introducedȱ toȱ theȱ market.ȱ    StagesȱinȱFormatȱ

Thereȱisȱdepartureȱfromȱtheȱstrategyȱmixȱofȱexistingȱretailȱinstitutions,ȱasȱ Developmentȱ

atȱleastȱoneȱelementȱofȱtheȱmarketingȱmixȱisȱalteredȱinȱtheȱnewȱformat.ȱ

� Inȱtheȱintroductionȱphase,ȱsalesȱandȱprofitsȱareȱlow,ȱbutȱgrowing.ȱCostsȱandȱ

risksȱareȱhighȱbecauseȱlongȬrunȱsuccessȱisȱnotȱassuredȱatȱthisȱstage.ȱ
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�   ȱ    ȱ    ȱ ȱ          ȱ ȱ     ȱ      ȱ ȱ    ȱ    ȱ    ȱ    Ȭ � The growth phase is characterised by rapid growth of both sales and prof

its.ȱ Existingȱ companiesȱexpandȱtheirȱ marketsȱandȱ newȱ competitorsȱwithȱ theȱ sameȱ retailȱ formatȱ enterȱ theȱ market.ȱ Towardsȱ theȱ endȱ ofȱ thisȱ stage,ȱ growth ȱaccelerationȱbeginsȱtoȱdeclineȱandȱcostȱpressureȱmayȱemerge.ȱ

� Theȱ nextȱ stageȱ isȱ characterisedȱ byȱ maturityȱ ofȱ theȱ retailȱ formatȱ whichȱ isȱ

broughtȱ onȱ byȱ marketȱ saturation,ȱ inȱ turnȱ causedȱ byȱ aȱ highȱ numberȱ ofȱ firmsȱ inȱ thisȱ retailȱ formatȱ andȱ competitionȱ fromȱ newȱ formats.ȱ Salesȱ growthȱ declinesȱandȱ profitȱ marginsȱmayȱ haveȱ toȱbeȱ reducedȱinȱorderȱ toȱ stimulateȱ purchases.ȱ Onceȱ maturityȱ isȱ reached,ȱ theȱ mainȱ goalȱ isȱtoȱ preȬ ventȱtheȱbusinessȱfromȱdecliningȱandȱtoȱsustainȱprofitȱasȱlongȱasȱpossible.ȱ

� Inȱ theȱ finalȱ stageȱ (decline),ȱ salesȱ volumeȱ declinesȱ andȱ pricesȱ andȱ profitȬ

abilityȱdiminish.ȱCompaniesȱcanȱtryȱtoȱavoidȱdecline,ȱ forȱexample,ȱbyȱreȬ positioning ȱ theȱretailȱformat,ȱbutȱmanyȱcompaniesȱabandonȱtheȱformatȱalȬ togetherȱandȱstartȱintroducingȱnewȱformatsȱtoȱkeepȱtheirȱcustomersȱorȱatȬ tractȱnewȱones.ȱ

Figureȱ1.3ȱ illustratesȱtheȱcharacteristicsȱofȱtheseȱfiveȱstagesȱandȱindicatesȱtheȱ stagesȱinȱwhichȱpresentȱretailȱformatsȱoperate.ȱ

 

Figureȱ1.3ȱ    TheȱRetailȱLifeȱCycleȱ

Superstores/

Hypermarkets

Category                      Specialty

Killers                                Stores Traditional Traditional

Food            Catalogue Retailing     Supermarkets

Discounters

Department

Shopping

Stores

Centre

Convenience

Stores

Sales

Internet

Shops

Mobile

Commerce Profits

Time

Development Development      Introduction Introduction         Growth Growth           Maturity Maturity             Decline Decline

Sales Sales                      low/growing low/growing                 rapid acceleration rapid acceleration     high, levelling off high, levelling off            dropping dropping Profitability Profitability                negative to break even negative to break even                   high yield high yield            high/declining high/declining          low to break even low to break even Positioning Positioning                 concept innovation concept innovation                 special needs special needs         broad market broad market               niche niche Competition Competition                    none none                         limited limited             extensive/ extensive/              intensive/ intensive/

saturation saturation              consolidated consolidated         ȱ

Source:ȱ AdaptedȱfromȱBerman/Evansȱ2007,ȱp.ȱ132;ȱZentes/SchrammȬKlein/ȱ

Neidhartȱ2005,ȱp.ȱ34.ȱ
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Inȱtheȱcontextȱofȱtheȱretailȱlifeȱcycle,ȱtheȱphenomenonȱofȱstoreȱerosionȱ(Bergerȱ    StoreȱErosionȱ 1977)ȱisȱimportant.ȱItȱisȱdefinedȱasȱaȱdiminutionȱinȱtheȱappealȱandȱabilityȱofȱaȱ retailingȱ companyȱ toȱ attractȱ customersȱ overȱ time,ȱ dueȱ toȱ changesȱ inȱ theȱ company’s ȱ internalȱ andȱ externalȱ conditions.ȱ Asȱ aȱ selectionȱ processȱ inȱ aȱ dyȬ namic ȱ environment,ȱ newȱ retailingȱ formatsȱ whichȱ meetȱ newȱ customerȱ needs,ȱ renderȱexistingȱretailȱformatsȱobsolete.ȱInȱorderȱtoȱavoidȱdeclineȱandȱsurvive,ȱ retailȱ companiesȱ mustȱ adaptȱ toȱtheȱ changingȱ conditionsȱ inȱ theȱ marketplaceȱ andȱrepositionȱtheirȱretailingȱconcept.ȱȱ

 

Formats in Food Retailing 

Overȱtheȱlastȱfewȱdecades,ȱfoodȱretailingȱhasȱundergoneȱsubstantialȱchanges.ȱ    Formatȱ NewȱnonȬfoodȱcompetitorsȱ haveȱenteredȱ theȱmarketȱbyȱexpandingȱtheirȱassortȬ (R)Evolutionȱ

mentȱandȱsellingȱfood.ȱButȱtraditionalȱfoodȱretailersȱ(inȱmostȱcases)ȱalsoȱcarryȱ merchandiseȱ outsideȱ theirȱ traditionalȱ lines,ȱ i.e.ȱ nonȬfoodȱ items,ȱ andȱ offerȱ other ȱ kindsȱ ofȱ services.ȱ Theseȱ developmentsȱ indicateȱ thatȱ itȱ isȱ difficultȱ toȱ clearlyȱ allocateȱ retailȱ institutionsȱ preciselyȱ toȱ eitherȱ foodȱ orȱ nonȬfoodȱ forȬ mats.ȱ Inȱ thisȱ sectionȱ ofȱ theȱ book,ȱ conventionalȱ supermarkets,ȱ superstores,ȱ combinationȱ stores,ȱ hypermarketsȱ andȱ supercentres,ȱ convenienceȱ stores,ȱ foodȱ discounters,ȱ warehouseȱ clubsȱ andȱ severalȱ nonȬstoreȱ formatsȱ areȱ preȬ sented.ȱ Tableȱ1.1ȱ providesȱ anȱ overviewȱ ofȱ theȱ characteristicsȱ ofȱ theȱ mostȱ importantȱretailȱformats.ȱ

 

Conventional Supermarkets 

ConventionalȱsupermarketsȱareȱselfȬserviceȱstoresȱthatȱcarryȱaȱwideȱrangeȱofȱ Supermarketȱ

foodȱitemsȱ(mainlyȱgroceries,ȱmeatȱandȱproduce)ȱandȱrelatedȱitems.ȱTheȱshareȱ    StrategyȱMixȱ ofȱnonȬfoodȱitemsȱofferedȱinȱthisȱretailȱformatȱisȱlimitedȱtoȱbetweenȱ10ȱ%ȱandȱ 25ȱ%.ȱ Theȱ formatȱ covers,ȱ forȱ example,ȱhealthȱ andȱ beautyȱ aidsȱandȱproductsȱ (Berman/Evansȱ2007,ȱp.ȱ139;ȱOgden/Ogdenȱ2005,ȱp.ȱ102).ȱ

Supermarketsȱ areȱ usuallyȱ locatedȱ inȱ cityȱ orȱ neighbourhoodȱ locationsȱ withȱ sizesȱbetweenȱapproximatelyȱ400ȱm²ȱtoȱ800ȱm²ȱandȱ1,000ȱm².ȱImportantȱplayȬ ersȱ thatȱ utiliseȱ supermarketsȱ inȱ Europeȱ are,ȱforȱexample,ȱ Sainsbury’s,ȱ Edeka,ȱ Rewe ,ȱ Ahold’sȱ supermarketȱ “ah”ȱ orȱ Intermarchéȱ asȱ wellȱ asȱ Krogerȱ andȱ AlbertȬ son’sȱinȱtheȱUSA.ȱȱ

Thisȱ retailȱ formatȱ hasȱ beenȱ theȱ mainȱ formatȱ forȱ groceryȱ shoppingȱ andȱ acȬ countedȱforȱtheȱmajorityȱofȱsalesȱinȱ foodȱretailingȱforȱseveralȱdecades.ȱYet,ȱ itȱ currently ȱ facesȱintenseȱcompetitionȱfromȱ newȱformatsȱ thatȱoffer,ȱforȱexample,ȱ moreȱconvenientȱshoppingȱfacilities,ȱmoreȱproductȱlines,ȱandȱmoreȱvarietyȱinȱ theȱ assortment,ȱ orȱ lowerȱ pricesȱ asȱ aȱ resultȱ ofȱ lowerȱ operatingȱ costsȱ (Weitz/Whitfieldȱ2006).ȱȱ
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Companiesȱ likeȱEdeka,ȱ forȱ example,ȱtryȱtoȱ repositionȱtheirȱ supermarketsȱ andȱ thusȱ toȱimproveȱ theirȱcompetitiveȱ positionȱ emphasisingȱfreshnessȱ andȱhighȱ qualityȱ inȱ theȱ assortment,ȱintroducingȱmediumȬȱtoȱhigherȬlevelȱstoreȱbrandsȱ andȱimprovingȱstoreȱatmosphereȱandȱthusȱprovidingȱaȱbetterȱinstoreȱshoppingȱ experience .ȱȱ

 

Tableȱ1.1ȱ    SelectedȱCharacteristicsȱofȱStoreȬBasedȱRetailȱFormatsȱinȱFoodȱRetailingȱ

Conventional Conventional                                            Convenience Convenience 

Superstore Superstore       Hypermarket Hypermarket                      Hard Discounter Hard Discounter

Supermarket Supermarket                                           Store Store

Size (m²) Size (m²)           400-1,000 400-1,000        1,000-5,000 1,000-5,000       5,000-30,000 5,000-30,000         200-400 200-400          500-1,500 500-1,500 SKUs SKUs         20,000-30,000 20,000-30,000     30,000-40,000 30,000-40,000    40,000-150,000 40,000-150,000     1,000-3,000 1,000-3,000        700-1,500 700-1,500 Merchandise Merchandise    extensive width extensive width    full assortment of full assortment of    full selection of full selection of      medium width medium width      medium width medium width 

and depth of and depth of        supermarket supermarket      supermarket and supermarket and    and low depth of and low depth of     and low depth, and low depth, assortment; assortment;         items, plus items, plus       drugstore items, drugstore items,       assortment, assortment,        heavy use of heavy use of 

average quality; average quality;       health and health and         and general and general       average quality average quality      store brands store brands

manufacturer manufacturer      beauty aids and beauty aids and      merchandise; merchandise;                          (up to 90 %) (up to 90 %)

and store brands and store brands       general general        extensive width, extensive width, 

merchandise merchandise       and depth and depth

Percentage Percentage          75-90 % 75-90 %          60-80 % 60-80 %          60-70 % 60-70 %            90 % 90 %           80-90 % 80-90 % Food Food

Prices Prices               average/ average/         competitive competitive         competitive competitive         average to average to           very low very low

competitive competitive                                                 above above 

average/high average/high

Atmosphere Atmosphere      average/good average/good        average average           average average           average average            low low and Services and Services

Location Location             city or city or            community community         community community       neighbourhood, neighbourhood,     neighbourhood, neighbourhood, 

neighbourhood neighbourhood    shopping centre shopping centre    shopping centre shopping centre      city or highly city or highly       traffic-oriented traffic-oriented

or isolated sites or isolated sites     or isolated sites or isolated sites     frequented sites frequented sites

Promotion Promotion           use of use of          heavy use of heavy use of       heavy use of heavy use of      little to moderate little to moderate     heavy use of heavy use of 

newspapers, newspapers,       newspapers,  newspapers,       newspapers,  newspapers,                        newspapers and newspapers and 

flyers, coupons flyers, coupons     flyers, coupons flyers, coupons     flyers, coupons flyers, coupons                             flyers flyers        ȱ

Source:ȱ AdaptedȱfromȱBerman/Evansȱ2007,ȱp.ȱ137;ȱLevy/Weitzȱ2007,ȱp.ȱ40.ȱ

 

Superstores

Food Ȭbasedȱ superstoresȱ areȱ largerȱ andȱ moreȱ diversifiedȱ thanȱ conventionalȱ supermarkets.ȱ Theirȱ sizeȱ variesȱ betweenȱ 1,000ȱm²ȱ orȱ 1,500ȱm²ȱ andȱ 5,000ȱm²ȱ withȱ expandedȱ serviceȱ deli,ȱ bakery,ȱ seafoodȱ andȱ nonȬfoodȱ sectionsȱ (BerȬ man/Evansȱ2007,ȱpp.ȱ139Ȭ140).ȱTheyȱareȱ“true”ȱfoodȱstoresȱwithȱaȱshareȱofȱnonȬ foodȱ itemsȱ rangingȱ fromȱ approximatelyȱ 20ȱ%ȱ toȱ 40ȱ%,ȱ butȱ offerȱ expandedȱ oneȬstopȬshoppingȱpossibilitiesȱtoȱconsumers.ȱȱ

Combinationȱ   Aȱ similarȱ storeȱ conceptȱ thatȱ tendsȱ toȱ beȱ largerȱ thanȱ superstoresȱ (upȱ toȱ

Storesȱ    9,500ȱm²)ȱandȱoffersȱ aȱhigherȱshareȱ ofȱnonȬfoodȱ itemsȱ(fromȱ25ȱ%ȱtoȱ50ȱ%ȱ ofȱ

sales)ȱisȱ sometimesȱreferredȱtoȱasȱcombinationȱstores.ȱTheyȱ combineȱfoodȱandȱ nonȬfoodȱ items,ȱ thusȱ offeringȱ aȱ higherȱ levelȱ ofȱ oneȬstopȬshoppingȱ forȱ conȬ sumers ȱthanȱsuperstoresȱ(Berman/Evansȱ2007,ȱpp.ȱ140Ȭ141).ȱ
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Thisȱ combinationȱ ofȱ foodȱ andȱ nonȬfoodȱ itemsȱ inȱ superstoresȱ andȱ combinaȬ tionȱ storesȱ yieldsȱ operatingȱ efficienciesȱ andȱ costȱ savings.ȱ Theȱ mainȱ reasonȱ for ȱthisȱisȱthatȱnonȬfoodȱitemsȱtendȱtoȱhaveȱhigherȱmargins.ȱSuperstoresȱandȱ combinationȱ storesȱ usuallyȱ followȱ eitherȱ aȱ highȬlowȱ pricingȱ strategyȱ (HiLo),ȱ whichȱ meansȱ thatȱtheyȱareȱ veryȱ promotionȬorientedȱ(e.g.ȱintensiveȱadvertisȬ ingȱorȱdistributionȱofȱflyers),ȱorȱ anȱ everyȬdayȬlowȬpriceȱstrategyȱ (EDLP),ȱ usingȱ veryȱfewȱpromotionsȱandȱsellingȱtheirȱmerchandiseȱpermanentlyȱatȱtheȱsameȱ –ȱ lowȱ –ȱ priceȱ (seeȱ Chapterȱ9).ȱ Superstoresȱ andȱ combinationȱ storesȱ canȱ beȱ located ȱ inȱ cityȱ orȱ neighbourhoodȱ locations,ȱ butȱ alsoȱ onȱ isolatedȱ sitesȱ orȱ inȱ shoppingȱcentresȱ orientedȱtowardsȱcustomersȱ whoȱdriveȱtoȱtheȱstoreȱ byȱcar.ȱ Importantȱ playersȱ thatȱ operateȱ superstoresȱ orȱ combinationȱ storesȱ are,ȱ forȱ example,ȱMetroȱwithȱitsȱextraȱformat,ȱIntermarché,ȱRewe,ȱTescoȱorȱAlbertson’s.ȱȱ

 

Large Retail Formats 

Overȱtheȱpastȱfewȱdecades,ȱlargeȱretailȱformatsȱhaveȱgainedȱmarketȱshareȱinȱ    “BigȱBoxȱ groceryȱretailing.ȱTheseȱlargerȬscaleȱretailȱformatsȱareȱalsoȱreferredȱtoȱasȱ“bigȱ Retailing”ȱ

boxȱretailers”ȱ(Levy/Weitzȱ2007,ȱp.ȱ43).ȱȱ

Whereasȱ theȱ trendȱ towardsȱ suchȱ largeȱ retailȱ formatsȱ hasȱ developedȱ moreȱ orȱ    ȱ less ȱ similarlyȱ inȱ theȱ internationalȱ context,ȱ specificȱ typesȱ ofȱ formatsȱ haveȱ Internationalȱ

nonetheless ȱ beenȱ developedȱ inȱ theȱ variousȱ differentȱ countries.ȱ Ofȱ these,ȱ Differencesȱ

hypermarkets ,ȱ whichȱ originatedȱ inȱ France,ȱ areȱ theȱ largest.ȱ Theirȱ sizeȱ rangesȱ fromȱ 9,000ȱm²ȱ toȱ 30,000ȱm²ȱ (e.g.ȱ Carrefourȱ andȱ Auchan).ȱ Theȱ Germanȱ “SBȬ Warenhäuser ” ȱ (e.g.ȱ Metro’sȱ formatȱ real,ȱ orȱ Kaufland)ȱ tendȱ toȱ beȱ smallerȱ withȱ sizesȱfromȱ 5,000ȱm².ȱWhereasȱtheseȱ Europeanȱformatsȱhaveȱaȱlargerȱshareȱofȱ foodȱitemsȱrangingȱfromȱ 60ȱ%ȱtoȱ70ȱ%,ȱ inȱtheȱUSA,ȱtheȱ“supercenters”ȱformatȱ (e.g.ȱ WalȬMart,ȱ Kmart,ȱ Target)ȱ rangingȱ fromȱ 14,000ȱm²ȱ toȱ 21,000ȱm²ȱ carriesȱ aȱ broaderȱ assortmentȱ ofȱ generalȱ merchandise.ȱ Thus,ȱ theȱ shareȱ ofȱ nonȬfoodȱ itemsȱ isȱ higher,ȱ rangingȱ betweenȱ 60ȱ%ȱ andȱ 70ȱ%ȱ (Levy/Weitzȱ 2007,ȱ pp.ȱ43Ȭ44).ȱȱ

Theseȱ largeȱretailȱ formatsȱusuallyȱ followȱ anȱ aggressive,ȱpromotionȬorientedȱ    “BigȱBox”ȱ lowȬpriceȱ strategy.ȱ Theȱ storesȱ areȱ generallyȱ locatedȱ atȱ isolatedȱ sitesȱ orȱ inteȬ     StrategyȱMixȱ gratedȱ inȱ orȱ closeȱ toȱ shoppingȱ centres.ȱ Theȱ architectureȱ isȱ usuallyȱ costȬ oriented ȱ withȱ aȱ veryȱ simpleȱ storeȱ designȱ andȱ aȱ functionalȬorientedȱ storeȱ atȬ mosphere. ȱAsȱtheseȱlargeȱretailȱformatsȱofferȱaȱbroadȱassortmentȱofȱfoodȱandȱ generalȱ merchandiseȱ andȱ thusȱ provideȱ oneȬstopȬshoppingȱ opportunities,ȱcusȬ tomersȱ usuallyȱ shopȱ biggerȱ shoppingȱ baskets.ȱ Theseȱ storeȱ formatsȱ haveȱ aȱ greaterȱ marketȱ areaȱ thanȱ theȱ smallerȱ storeȱ formatsȱ (e.g.ȱ supermarkets),ȱ i.e.ȱ customersȱareȱ willingȱ toȱdriveȱ longerȱ distancesȱ toȱvisitȱ theseȱtypesȱofȱ retailȱ outlets. ȱ Theseȱ storesȱthereforeȱ offerȱsubstantialȱparkingȱ facilities.ȱBecauseȱofȱ theirȱ lowȱ operatingȱ costsȱ andȱ theȱ combinationȱ ofȱ foodȱ withȱ higherȱ marginȱ nonȬfoodȱ merchandiseȱ whichȱ allowȱ forȱ anȱ oftenȱ aggressiveȱ pricingȱ strategyȱ
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andȱshoppingȱconvenienceȱ(e.g.ȱinȱtermsȱofȱtheȱbroadȱandȱdeepȱassortment),ȱ duringȱ theȱpastȱ fewȱ decades,ȱ largeȱretailȱ formatsȱhaveȱgainedȱ marketȱshareȱ mainlyȱatȱtheȱexpenseȱofȱconventionalȱsupermarkets.ȱ

 

Convenience Stores 

Convenienceȱ   Convenience ȱstoresȱ(“cȬstores”)ȱareȱusuallyȱsituatedȱinȱlocationsȱthatȱareȱeasyȱ

Shoppingȱ   toȱ access,ȱ suchȱ asȱ inȱ heavilyȬfrequentedȱ areasȱ orȱ inȱ urbanȱ neighbourhoodȱ

locations.ȱ Theyȱopenȱlongȱ hoursȱ(upȱ toȱ 24ȱ hours,ȱdependingȱonȱ localȱorȱ naȬ tionalȱ legislation).ȱ Theȱ storesȱ areȱ smallȱ andȱ facilitiesȱ areȱ limited,ȱ withȱ anȱ averageȱ atmosphereȱ andȱ averageȱ serviceȱ level.ȱ Convenienceȱ storesȱ canȱ beȱ operatedȱ asȱstandȬaloneȱ unitsȱ (e.g.ȱ TescoȱExpress,ȱ SevenȬEleven,ȱ Auchan,ȱ Coopȱ Pronto ),ȱ butȱ areȱ oftenȱ associatedȱ withȱ petrolȱ stationsȱ (e.g.ȱ Shellȱ Shops,ȱ BPȱ orȱ AralȱStores,ȱEssoȱShops).ȱ

TheȱveryȱlimitedȱassortmentȱofȱtheseȱstoresȱisȱfoodȬoriented.ȱAȱhighȱproportionȱ ofȱsalesȱconsistȱofȱimpulseȱpurchases,ȱwithȱmostȱinȱareasȱsuchȱasȱsnackȱfoods,ȱ softȱdrinks,ȱbeerȱandȱwine,ȱtobaccoȱproductsȱorȱnewspapersȱandȱ magazines.ȱ Theȱ averageȱ transactionȱ inȱ convenienceȱ storesȱ isȱ smallȱ andȱ theȱ pricesȱ areȱ usuallyȱaboveȱaverage.ȱȱ

Ease ȱofȱȱ   Convenienceȱstoresȱfocusȱonȱeaseȱofȱshopping.ȱTheyȱofferȱfastȱshopping,ȱthusȱ

Shoppingȱ   enablingȱ customersȱtoȱ purchaseȱ quickly,ȱ pickingȱmerchandiseȱ inȱ aȱshortȱ timeȱ

withoutȱ havingȱ toȱ searchȱ throughȱ aȱ largeȱ storeȱ orȱ waitȱ inȱ longȱ checkȬoutȱ lines.ȱ Theyȱ alsoȱ offerȱ “mentalȱ convenience”,ȱ asȱ theȱ assortmentȱ isȱ limited,ȱ whichȱ enablesȱ customersȱ toȱ makeȱ theirȱ choiceȱ fastȱ (Berry/Seiders/Grewalȱ 2002).ȱȱ

 

Hard Discounters 

Foodȱ hardȱ discountersȱ usuallyȱ followȱ aȱ veryȱ aggressiveȱ everyȬdayȬlowȬpriceȱ strategyȱ withȱ pricesȱ upȱ toȱ 20ȱ%ȱ toȱ 30ȱ%ȱ belowȱ thoseȱ ofȱ conventionalȱ superȬ markets.ȱTheyȱofferȱaȱsmallȱselectionȱofȱitemsȱandȱthereforeȱareȱalsoȱreferredȱ toȱ asȱ “limitedȬlineȱ stores”ȱ orȱ “limitedȬassortmentȱ stores”ȱ (e.g.ȱ Ogden/Ogdenȱ 2005, ȱp.ȱ106).ȱTheȱbasicȱassortmentȱconsistsȱofȱfoodȱitemsȱwithȱaȱhighȱ rateȱofȱ turnoverȱandȱfewȱsizesȱandȱbrandsȱareȱofferedȱperȱproductȱcategory.ȱPromiȬ nentȱexamplesȱofȱinternationallyȱsuccessfulȱhardȱdiscountersȱareȱtheȱGermanȱ AldiȱorȱLidlȱchainsȱ(seeȱcaseȱstudyȱAldiȱinȱChapterȱ5)ȱandȱCarrefour’sȱDia.ȱ

“NoȬFrills”ȱ    Theȱ storesȱ areȱ characterisedȱ byȱ aȱ “noȬfrills”ȱ setting,ȱ whichȱ meansȱ that,ȱ forȱ

example,ȱthereȱareȱalmostȱnoȱservicesȱavailableȱ(noȱhelpdesk,ȱnoȱsalesȱstaffȱinȱ attendance,ȱ etc.)ȱandȱ storeȱ designȱ andȱ atmosphereȱ areȱ veryȱ simpleȱ andȱ costȬ oriented.ȱOften,ȱproductsȱareȱ soldȱoutȱofȱboxesȱ(“boxȱstores”)ȱorȱcutȱcasesȱandȱ areȱ presentedȱ onȱ pallets.ȱ Foodȱ hardȱ discountersȱ oftenȱ carryȱ onlyȱ aȱ limitedȱ
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rangeȱ ofȱ manufacturerȱ brandsȱ andȱ relyȱ heavilyȱ onȱ lowȬpriceȱ storeȱ brands.ȱ Thus,ȱpricesȱareȱlessȱcomparableȱbetweenȱdifferentȱretailers.ȱ

Food Ȭbasedȱ hardȱ discountersȱ oftenȱ complementȱ theirȱ assortmentȱ byȱ aȱ   NonȬFoodȱ weeklyȱorȱsemiȬweeklyȱchangingȱselectionȱofȱnonȬfoodȱitemsȱwhichȱareȱsoldȱatȱ Promotionsȱ

veryȱ lowȱ pricesȱ andȱ heavilyȱ promotedȱ byȱ newspaperȱ advertisingȱ orȱ theȱ distributionȱ ofȱ flyersȱ toȱ households.ȱ Theseȱ itemsȱ comeȱ fromȱ aȱ varietyȱ ofȱ product ȱcategoriesȱ(rangingȱfromȱpersonalȱcomputersȱandȱfurnitureȱtoȱhomeȱ accessories)ȱ andȱ oftenȱ doȱ notȱ haveȱ anyȱ associationȱ withȱ theȱ regularȱ merȬ chandise ȱ carriedȱ byȱ theȱretailer.ȱSuchȱ itemsȱ areȱ offeredȱ inȱ orderȱ toȱ increaseȱ storeȱ traffic,ȱ andȱ theseȱnonȬfoodȱ itemsȱthat,ȱ inȱ someȱ cases,ȱ areȱ producedȱ exȬ clusivelyȱforȱthisȱpurpose,ȱusuallyȱhaveȱaȱhigherȱmarginȱthanȱfoodȱitems.ȱ

Hardȱ discountersȱ areȱ usuallyȱ locatedȱ inȱ easilyȱ accessibleȱ trafficȬorientedȱ andȱ cost Ȭorientedȱ locationsȱ withȱ aȱ focusȱ onȱ lowȱ occupancyȱ costs,ȱ e.g.ȱ neighbourȬ hoodȱlocationsȱorȱperipheryȱsitesȱwithȱadequateȱparkingȱfacilities.ȱBecauseȱofȱ theirȱ aggressiveȱ pricingȱ strategy,ȱ theȱ convenienceȱ dimensionsȱ (e.g.ȱ “mentalȱ convenience”ȱbecauseȱ ofȱtheȱ limitedȱ assortmentȱandȱ quickȱ shoppingȱ dueȱ toȱ theȱ smallȱ storeȱ size)ȱ andȱ locationȱ strategy,ȱ hardȱ discountersȱ haveȱ grownȱ consistently ȱ overȱ theȱ pastȱ decades.ȱ Theyȱ oftenȱ playȱ anȱ importantȱ roleȱ inȱ proximityȱretailing.ȱ

 

Warehouse Clubs 

Warehouseȱ clubsȱ areȱ aȱ foodȱ retailȱ formatȱ whichȱ isȱ specificȱ toȱ theȱ USAȱ andȱ    ȱ notȱ prevalentȱ worldwide.ȱ Warehouseȱ clubsȱ sellȱ theirȱ productsȱ bothȱ toȱ endȱ   ȱ users ȱandȱtoȱsmallȱtoȱmediumȬsizedȱcompanies.ȱBusinessȱmembersȱtypicallyȱ   ȱ representȱlessȱthanȱ30ȱ%ȱofȱtheȱcustomerȱbase,ȱbutȱaccountȱforȱapproximatelyȱ    ȱ 70ȱ%ȱ ofȱ salesȱ (Weitz/Whitfieldȱ 2006,ȱ p.ȱ66).ȱMembershipȱ isȱrequiredȱ andȱ cusȬ Membershipȱ

tomersȱ areȱ chargedȱ anȱ annualȱfee.ȱ Theȱlargestȱwarehouseȱ clubsȱ inȱ theȱUSAȱ areȱCostcoȱandȱSAM’SȱCLUBȱ(WalȬMart).ȱȱ

Thisȱ typeȱ ofȱstoreȱ isȱcharacterisedȱ byȱlowȱpricesȱ forȱaȱlimitedȱassortmentȱ comȬ prisingȱ halfȱ foodȱ andȱ halfȱ generalȱ merchandise.ȱ Theȱ storesȱ areȱ veryȱ largeȱ (9,000ȱm²ȱ orȱ larger)ȱ andȱ areȱ locatedȱ inȱ secondaryȱ sites,ȱ i.e.ȱ inȱ lowȬrentȱ disȬ tricts.ȱStoreȱarchitectureȱandȱdesignȱareȱveryȱ simpleȱandȱcostȬoriented,ȱ charȬ acterisedȱbyȱaȱsimpleȱinterior,ȱconcreteȱfloors,ȱandȱwideȱaislesȱ(Ogden/Ogdenȱ 2005, ȱp.ȱ104).ȱ

Itemsȱ areȱ usuallyȱ presentedȱ onȱ pallets.ȱ Inȱ thisȱ typeȱ ofȱ store,ȱ fastȱ moving,ȱ highȬturnoverȱ merchandiseȱ isȱ offered,ȱ thus,ȱ minimisingȱ holdingȱ costs.ȱ Warehouseȱ clubsȱ concentrateȱ onȱ specialȱ purchasesȱ fromȱ popularȱ brands.ȱ Products ȱ areȱ oftenȱ soldȱ thatȱ areȱ availableȱ onȱ specialȱ promotionȱ fromȱ theȱ manufacturers ȱ(e.g.ȱoverruns,ȱreturns,ȱetc.)ȱ(Berman/Evansȱ2007,ȱp.ȱ141).ȱ

 

17

1    Retail Formats - Food 

Theȱ conceptȱ ofȱ warehouseȱ clubsȱ resemblesȱ cashȱ &ȱ carryȱ wholesalersȱ (e.g.ȱ Metro )ȱ thatȱalsoȱrequireȱ membership.ȱEvenȱ thoughȱmembershipȱisȱrestrictedȱ toȱ companiesȱ andȱ theseȱ outletsȱ focusȱ onȱ businessȬtoȬbusinessȱ trade,ȱ endȱ users ȱalsoȱfrequentlyȱpurchaseȱatȱtheseȱstores.ȱ

 

Non-Store Formats in Food Retailing 

ȱ      Theȱdominantȱshareȱofȱfoodȱretailingȱisȱgeneratedȱbyȱstoreȱformats.ȱNonetheȬ ȱ      less,ȱthereȱareȱseveralȱ nonȬstoreȱ formatsȱ atȱwhichȱ groceriesȱandȱ relatedȱ prodȬ

RemoteȱOrderingȱ   uctsȱcanȱ beȱ purchasedȱ byȱconsumers.ȱForȱexample,ȱremoteȱorderingȱ channels,ȱ

suchȱ asȱ traditionalȱ cataloguesȱ orȱ Internetȱ shopsȱ canȱ beȱ usedȱ toȱ distributeȱ merchandise.ȱ Whileȱ theseȱ formatsȱ areȱ generallyȱ gainingȱ importance,ȱ theȱ shareȱ ofȱ groceriesȱ offeredȱ throughȱ mailȬorderȱ channelsȱ remainsȱ ratherȱ limȬ itedȱ(seeȱChapterȱ2).ȱ

Traditional ȱNonȬ    Forȱfreshȱmerchandise,ȱe.g.ȱfarmȱproduce,ȱbakeryȱproducts,ȱmeatȱorȱfish,ȱtheȱ

StoreȱFormatsȱ    useȱofȱmarketȱstandsȱorȱtruckȱandȱvanȱsalesȱisȱaȱtraditionalȱmodeȱofȱdistributionȱ

that,ȱforȱexample,ȱsmallȱ producersȱ useȱtoȱreachȱ theirȱcustomersȱasȱaȱspecificȱ formȱ ofȱ directȱ selling.ȱ Becauseȱ ofȱ theȱ closeȱ andȱ personalȱ contactȱ withȱ theirȱ customers,ȱ theseȱ vendorsȱ oftenȱ haveȱ highȱ retentionȱ ratesȱ amongȱ theirȱ cusȬ tomer ȱ base,ȱ butȱ theȱ costsȱ associatedȱ withȱ directȱ sellingȱ areȱ veryȱ highȱ andȱ therefore,ȱsoȱareȱtheȱprices.ȱ

Vendingȱ   Vendingȱ machineȱ retailingȱ constitutesȱ yetȱ anotherȱ alternative.ȱ Merchandiseȱ

Machinesȱ   suchȱ asȱ snacksȱ andȱ softȱ drinksȱ areȱ storedȱ inȱ aȱ machineȱ andȱ dispensedȱ toȱ

customersȱ whenȱ theyȱ depositȱ cashȱ orȱ useȱ aȱ creditȱ card.ȱ Vendingȱ machinesȱ areȱusuallyȱplacedȱatȱconvenientȱlocationsȱwithȱhighȱtrafficȱ(Levy/Weitzȱ2007,ȱ pp.ȱ56Ȭ57).ȱDevelopmentsȱinȱtheȱfieldȱofȱvendingȱmachinesȱareȱquiteȱinnovaȬ tive.ȱForȱexample,ȱnewȱtypesȱ ofȱkioskȱ vendingȱmachinesȱprovideȱ customersȱ withȱ productȱ displaysȱ andȱ informationȱ onȱ theȱ merchandiseȱ orȱ electronicȱ systems ȱ trackȱ inventoryȱ andȱ cash,ȱ thusȱ reducingȱ outȬofȬstocksȱ orȱ malfuncȬ tions.ȱ

 

Conclusion and Outlook 

Theȱ foodȱ retailingȱ landscapeȱ hasȱ changedȱ dramaticallyȱ overȱ theȱ pastȱ fewȱ decades.ȱ Competitionȱ hasȱ increasedȱ becauseȱ of,ȱ variousȱ factorsȱ including,ȱ mergersȱ &ȱ acquisitionsȱ andȱ theȱ internationalisationȱ ofȱ retailȱ companiesȱ (Fox/Sethuraman ȱ2006;ȱDawsonȱ2006).ȱInȱadditionȱtheȱmainȱretailȱformatsȱinȱ thisȱsectorȱhaveȱalsoȱchangedȱasȱaȱresultȱofȱtheseȱdevelopments,ȱtechnologicalȱ progress ȱ andȱ responsesȱ toȱ changesȱ inȱ customerȱ behaviourȱ (Weitz/Whitfieldȱ 2006).ȱ
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Relevance ȱofȱFoodȱRetailȱFormatsȱinȱ2010ȱ                                              Figureȱ1.4ȱ

 

“Please rate the importance of the following food retail formats in the year 2010.”

Mean Value

Food Hard Discounters                  53,6 53,6                           40,0 40,0           4,0   1,6         4,4

0,8

Convenience Stores    9,6 9,6                  51,2 51,2                       28,8         7,2     3,2         3,6

Electronic Retailing         22,6 22,6               29,0 29,0              21,0          17,7      9,7                 3,4

Conventional Supermarkets    14,4 14,4            31,2 31,2                   37,6               16,0      0,8         3,4

Superstores    9,7 9,7               41,9 41,9                      32,3 32,3            13,7      2,4         3,4

Specialty Stores   8,0 8,0                43,2 43,2                       30,4 30,4            16,0       2,4          3,4

Hypermarkets    13,8 13,8          26,8 26,8                 36,6 36,6              18,7         4,1         3,3

0%        20%       40%       60%       80%       100%

5 = very important

very important    important    neither…nor    of less importance    not important at all     1 = not important at all

Results of a top management survey, n = 134.                                          ȱ

Source:ȱ AdaptedȱfromȱZentes/SchrammȬKlein/Neidhartȱ2005,ȱp.ȱ42.ȱ

 

Evenȱ thoughȱ newȱ nonȬstoreȱ retailȱ channelsȱ haveȱ beenȱ developed,ȱ because,ȱ Interformatȱ

forȱexample,ȱofȱnewȱdevelopmentsȱinȱ informationȱandȱcommunicationȱ techȬ Competitionȱ

nology, ȱ bricksȬandȬmortarȱ storeȱ formatsȱ remainȱ theȱ mostȱ importantȱ channelsȱ forȱsellingȱgroceries.ȱImportantȱdevelopmentsȱresultȱfromȱnewȱstoreȱformatsȱ thatȱhaveȱbeenȱdevelopedȱ andȱgainedȱ marketȱ share.ȱ Mostȱ importantȱinȱ thisȱ contextȱisȱtheȱincreaseȱofȱdiscountȬorientedȱretailȱformatsȱ suchȱ asȱ largeȱ retailȱ formatsȱ(e.g.ȱhypermarkets)ȱandȱsmallȱfoodȬbasedȱhardȱdiscounters.ȱConvenȬ ienceȱ storesȱ areȱ alsoȱ becomingȱ progressivelyȱ moreȱ important.ȱ Theȱ futureȱ trendsȱ withȱ respectȱ toȱ theȱ relevanceȱ ofȱ theȱ differentȱ retailȱ formatsȱ inȱ foodȱ retailingȱareȱillustratedȱinȱFigureȱ1.4.ȱȱ

Inȱorderȱtoȱremainȱcompetitiveȱinȱtheȱmatureȱbusinessȱofȱfoodȱretailing,ȱmoreȱ andȱmoreȱretailersȱcarryȱmerchandiseȱoutsideȱtheirȱtraditionalȱbusiness.ȱThisȱ phenomenon ȱ isȱ referredȱ toȱ asȱ “categoryȱ migration”ȱ (Zentes/SchrammȬ Klein/Neidhartȱ 2005,ȱ pp.ȱ52Ȭ55)ȱ orȱ asȱ theȱ “blurring”ȱ ofȱ retailȱ formatsȱ (Fox/Sethuramanȱ2006,ȱp.ȱ200;ȱseeȱChapterȱ8).ȱForȱexample,ȱfoodȱdiscountersȱ offerȱnonȬfoodȱitemsȱasȱspecialȱoffersȱinȱweeklyȱorȱsemiȬweeklyȱpromotions,ȱ soȱasȱtoȱgenerateȱstoreȱtrafficȱandȱimproveȱprofitȱmargins.ȱAnotherȱimportantȱ trendȱisȱthatȱfoodȱretailersȱareȱextendingȱtheirȱregularȱassortmentȱtoȱincreaseȱ salesȱ andȱmargins.ȱ Forȱinstance,ȱhardȱ discountersȱhaveȱextendedȱ theirȱbasicȱ assortmentȱ inȱ recentȱ yearsȱ byȱ addingȱ freshȱ meatȱ orȱ frozenȱ foodȱ (Zentes/SchrammȬKlein/Neidhartȱ2005,ȱpp.ȱ54Ȭ55).ȱ
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Case Study: Carrefour 1

 

Profile, History, and Status Quo 

Theȱ originsȱ ofȱ Carrefourȱ dateȱ backȱ toȱ 1959ȱ whenȱ theȱ companyȱ wasȱ estabȬ lishedȱinȱ Franceȱ byȱ theȱ Fournierȱ andȱ Defforeyȱ families.ȱ Theȱ shopsȱ wereȱ allȱ located ȱ onȱ thoroughfares;ȱ henceȱ theȱ nameȱ “Carrefour”.ȱ Inȱ otherȱ words,ȱ theȱ nameȱsignifiesȱthatȱitȱisȱconvenientȱtoȱshopȱthereȱ(Lhermieȱ2001).ȱ

Openingsȱofȱtheȱ    Carrefourȱ openedȱ itsȱ firstȱ supermarketȱ inȱ Annecy,ȱ HauteȬSavoie,ȱ andȱ atȱ theȱ

FirstȱStoresȱ    sameȱ time,ȱ theȱ LLCȱ Promodis,ȱ theȱ forerunnerȱ ofȱ Promodès,ȱ wasȱ created.ȱ Theȱ

companyȱ wasȱ formedȱ throughȱ aȱ mergerȱ ofȱ twoȱ wholesalerȱ familiesȱ fromȱ Normandy,ȱmanagedȱbyȱPaulȬAugusteȱHalleyȱandȱLeonorȱDuvalȬLemonnier.ȱ In ȱ 1962,ȱ Promodèsȱopenedȱ itsȱ firstȱsupermarketȱ inȱ MantesȬlaȬVilleȱ (Yvelines)ȱ andȱ inȱ 1963,ȱ Carrefourȱ inventedȱ aȱ newȱ storeȱ concept:ȱ theȱ hypermarket.ȱ Theȱ firstȱ Carrefourȱ hypermarketȱ openedȱ inȱ SainteȬGenevièveȬdesȬBois,ȱ withȱ aȱ salesȱareaȱofȱ2,500ȱm2,ȱtwelveȱcheckȬoutsȱandȱ400ȱparkingȱspaces.ȱ

RetailȱBrandsȱ    Fournierȱ Badinȱ andȱDefforeyȱ attendedȱBernardoȱ Trujillo’sȱseminarsȱ inȱDayȬ

tonȱ(Ohio)ȱatȱ theȱendȱ ofȱtheȱ1950s,ȱ andȱ wereȱmuchȱinfluencedȱbyȱ whatȱtheyȱ heard.ȱ Justȱaȱfewȱyearsȱ later,ȱtheȱPromodèsȱsupermarketsȱadoptedȱtheȱ ChamȬ pionȱ retailȱ brandȱ name.ȱ Carrefourȱ openedȱ itsȱ firstȱ hypermarketȱ outsideȱ France,ȱinȱBelgium,ȱ andȱ theȱ firstȱoutsideȱ Europe,ȱinȱBrazilȱ(Sternquistȱ1998).ȱ In ȱ1972,ȱPromodèsȱhypermarketsȱadoptedȱtheȱ ContinentȱretailȱbrandȱandȱconȬ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱforȱthisȱcaseȱstudyȱincludeȱtheȱwebȱsitesȱhttp://www.carrefour.frȱandȱ

http://www.carrefour.com,ȱ andȱ variousȱ annualȱ andȱ interimȱ reports,ȱ investorȬ relationsȱpresentationsȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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venienceȱ storesȱ operatedȱ underȱ theȱ Shopiȱ brand.ȱ Inȱ theȱ 1970s,ȱ Carrefourȱ inȬ troducedȱ“produitsȱ libres”ȱ (genericsȱasȱ anȱ earlyȱtypeȱofȱstoreȱbrand),ȱwhichȱ are ȱ unbrandedȱ productsȱ butȱ “justȱ asȱ goodȱ andȱ cheaper”ȱ andȱ startedȱ theȱ development ȱ ofȱ hardȱ discounting.ȱ Theȱ companyȱ createdȱ theȱ Edȱ chainȱ inȱ France,ȱandȱPromodèsȱinȱSpain.ȱMeanwhile,ȱPromodèsȱbranchedȱoutȱintoȱfranȬ chisingȱ withȱ Championȱ supermarkets.ȱ Inȱ theȱ 1980s,ȱ Carrefourȱ storeȱ brandȱ products ȱwereȱ introduced.ȱ Inȱ theȱ 1990s,ȱtheȱinternationalisationȱ ofȱ theȱcomȬ panyȱstartedȱtoȱincreaseȱandȱnewȱstoresȱwereȱopenedȱallȱoverȱtheȱwordȱ(ReyȬ nolds/Cuthbertson/Bellȱ2004).ȱ

 

Carrefour ȱandȱtheȱMultiȬFormatȱApproachȱ–ȱStatusȱQuoȱandȱForecastȱ                 Tableȱ1.2ȱ

 

Number of Stores Number of Stores       % of Sales % of Sales      Number of Stores Number of Stores       % of Sales % of Sales

Store Format Store Format

(2005) (2005)             (2005) (2005)             (2010) (2010)             (2010) (2010)

Hypermarkets & Superstores Hypermarkets & Superstores

935 9350 0           0 058.10 58.1000 00           1,401 1,401          00 0060.96 60.96

Supermarkets & Supermarkets & 

Neighbourhood Stores Neighbourhood Stores                 2,780 2,7800 0            0 025.33 25.330 0            3,485 3,485           00 0022.30 22.30

Convenience & Forecourt Convenience & Forecourt 

Stores Stores                                2,764 2,7640 0            00 005.55 5.5500 00            3,243 3,243           000 0005.24 5.24 Discount Stores Discount Stores

5,502 5,5020 0            00 008.63 8.6300 00           7,302 7,302           000 0009.30 9.30

Other Non-Food Formats Other Non-Food Formats

N/A N/A0 0          00 000.47 0.4700 00            N/A N/A          000 0000.59 0.59

Internet Shops Internet Shops

N/A N/A0 0          00 000.08 0.0800 00            N/A N/A          000 0000.10 0.10

Cash & Carries & Wholesale Cash & Carries & Wholesale 

Clubs Clubs                                179 179 0 0           00 001.84 1.8400 00             166 166          000 0001.51 1.51 Total Total

12,160 12,1600 0           100.00 100.0000 00          15,597 15,597          0 0100.00 100.00

ȱ

Source:ȱȱ PlanetȱRetailȱ2006b.ȱȱ

 

Carrefourȱ isȱtheȱcurrentlyȱleadingȱretailerȱinȱEuropeȱandȱsecondȱinȱtheȱworld.ȱ Internationalȱ

With ȱaȱpresenceȱinȱaboutȱ 30ȱcountries,ȱmoreȱ thanȱhalfȱofȱitsȱsalesȱareȱ generȬ    GrowthȱStrategyȱ atedȱ outsideȱ France.ȱ Thisȱ makesȱitȱ oneȱ ofȱtheȱ mostȱ internationalȱofȱ allȱfoodȱ retailersȱ(McGoldrickȱ1995).ȱTheȱgroupȱisȱconcentratedȱmainlyȱonȱthreeȱconȬ tinents:ȱEurope,ȱ LatinȱAmericaȱandȱAsia.ȱTheȱgroupȱstartedȱthisȱ worldwideȱ expansion ȱ moreȱ thanȱ 40ȱ yearsȱ ago,ȱ fromȱ whichȱ itȱ hasȱ gainedȱ considerableȱ experience.ȱ Withȱ theȱ strengthȱ ofȱ thisȱ expertise,ȱ Carrefourȱ pursuesȱ aȱ growthȱ strategyȱthatȱisȱbasedȱincreasinglyȱonȱitsȱinternationalȱbusinessȱ(McGoldrickȱ 1995).ȱ Thus,ȱ overȱ theȱ lastȱ fewȱ years,ȱ aboutȱ 80ȱ%ȱ ofȱ theȱ newȱ pointsȬofȬsaleȱ
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wereȱcreatedȱoutsideȱ France.ȱGrowthȱhasȱbeenȱ achievedȱwithȱanȱincreaseȱ ofȱ salesȱoutsideȱFranceȱofȱ8.3ȱ%ȱatȱconstantȱexchangeȱrates.ȱ

Thisȱinternationalȱgrowthȱstrategyȱisȱbasedȱonȱthreeȱaxesȱ(Cliquetȱ2006):ȱ

� theȱmultiȬformatȱapproachȱforȱflexibilityȱandȱresponsivenessȱ

� theȱadoptionȱofȱaȱcommonȱglobalȱstrategyȱ

� theȱachievementȱofȱstrictȱprofitabilityȱtargets.ȱ

 

Development of Carrefour Through the Multi-Format Approach

 

Overview 

ȱ      TheȱworldwideȱexpansionȱofȱCarrefourȱisȱtheȱresultȱofȱaȱstructuredȱapproach.ȱ ȱ      Sinceȱ1999,ȱtheȱgroupȱhasȱdrawnȱonȱitsȱdevelopmentsȱandȱacquisitionsȱinȱ itsȱ ȱ      variousȱ businessesȱ toȱ implementȱ aȱ specificȱ strategy,ȱ theȱ soȬcalledȱ “multiȬ

VarietyȱofȱRetailȱ    formatȱ approach”.ȱ Overȱ andȱ aboveȱ theȱ synergiesȱ betweenȱ theȱ formats,ȱ thisȱ

Formatsȱ   processȱ createsȱ anȱ impetusȱ forȱ internationalȱ expansionȱ (Boseȱ 2005).ȱ Theȱ

establishmentȱ ofȱ hypermarketsȱ inȱ aȱ particularȱ countryȱ makesȱ itȱ possibleȱ toȱ putȱinȱplaceȱtheȱtoolsȱandȱprocessesȱnecessaryȱforȱfurtherȱdevelopmentȱ(relaȬ tionshipsȱ withȱ suppliers,ȱ logistics,ȱ marketing,ȱ etc.).ȱ Theȱ offerȱ canȱ thenȱ beȱ extendedȱprogressivelyȱbyȱsettingȱupȱsupermarketsȱandȱhardȱdiscountȱstoresȱ and,ȱwhenȱtheȱcountryȱisȱsufficientlyȱmature,ȱconvenienceȱstores.ȱTheȱmultiȬ formatȱ strategyȱ thusȱ leadsȱ toȱ growthȱ inȱ globalȱ sales,ȱ improvedȱ purchasingȱ conditionsȱ and,ȱ ofȱ course,ȱ anȱ increasedȱ marketȱ shareȱ inȱ theȱ countriesȱ conȬ cernedȱ(Datamonitorȱ2005b).ȱȱ

 

Complementarity of Store Formats 

TheȱmultiȬformatȱapproachȱisȱanȱessentialȱmeansȱofȱsecuringȱmarketȱshareȱinȱ theȱ variousȱ countries.ȱ Carrefourȱ triesȱ toȱ respondȱ toȱ theȱ specificȱ needsȱ andȱ shopping ȱ habitsȱ ofȱ localȱ customers.ȱ TheȱmultiȬformatȱapproachȱ contributesȱ toȱtheȱrapidȱexpansionȱofȱtheȱgroupȱ(Shiue/Horng/Yehȱ 2006).ȱItȱenablesȱCarȬ refourȱtoȱtransferȱretailȱbrands,ȱwhileȱrespectingȱtheȱdevelopmentȱofȱtheȱtradȬ ingȱstructureȱofȱaȱtown,ȱ regionȱorȱ–ȱevenȱ moreȱcommonȱ –ȱ anȱentireȱcountry.ȱ Thisȱwasȱtheȱcaseȱinȱ 2004ȱinȱGreece,ȱ atȱIoannina,ȱ forȱexample.ȱ Inȱ2004,ȱaȱsuȬ permarketȱwasȱopenedȱsouthȱofȱthisȱtownȱofȱ90,000ȱinhabitants,ȱandȱaȱhyperȬ marketȱtoȱtheȱnorthȱwasȱenlargedȱunderȱtheȱCarrefourȱretailȱbrand.ȱTheȱresultȱ –ȱ withȱ twoȱstores,ȱ totalȱ salesȱinȱ theȱ Ioanninaȱ regionȱ almostȱ tripled.ȱTheȱdeȬ velopmentȱ potentialȱofȱthisȱ approachȱisȱconsiderableȱandȱthreeȱotherȱoperaȬ tions ȱofȱthisȱtypeȱareȱplannedȱinȱtheȱcountryȱoverȱtheȱnextȱfewȱyears.ȱ
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The Formats 

 

Hypermarkets 

Carrefourȱhypermarketsȱofferȱaȱlargeȱchoiceȱunderȱ oneȱroofȱ–ȱbetweenȱ40,000ȱ andȱ 60,000ȱ itemsȱ –ȱ ofȱ foodȱ (60Ȭ70ȱ%)ȱ andȱ nonȬfoodȱ (30Ȭ40ȱ%)ȱ products,ȱ mostlyȱ atȱ lowȱ pricesȱ (Levy/Weitzȱ 2007).ȱ Beingȱ partȱ ofȱ aȱ shoppingȱ mallȱ orȱ retailȱpark,ȱhypermarketsȱattractȱgoodȱtraffic.ȱInȱtheȱlastȱ fewȱyears,ȱCarrefourȱ decidedȱtoȱcapitaliseȱonȱtheȱattractionȱofȱitsȱhypermarketsȱby:ȱ

� strengtheningȱitsȱpositionȱandȱpriceȱimageȱ

� adjustingȱtheȱbusinessȱmodelȱtoȱmeetȱcustomerȱexpectationsȱ

� makingȱ shoppingȱ easierȱ soȱ thatȱ itȱ canȱ beȱ aȱ pleasure:ȱ simplificationȱ ofȱ

messages,ȱ introductionȱ ofȱ shorterȱ pathsȱ aroundȱ theȱ store,ȱ adaptationȱ ofȱ theȱproductȱmixȱtoȱchangingȱcustomerȱrequirementsȱ

� “connecting”ȱwithȱcustomersȱtoȱserveȱthemȱbetter.ȱ

Theȱ essenceȱ ofȱ aȱ hypermarketȱ isȱ offeringȱ aȱ veryȱ largeȱ rangeȱ ofȱ productsȱatȱ    Priceȱȱ lowȱ pricesȱ (Datamonitorȱ 2005d).ȱInȱphasesȱ ofȱtheȱ businessȱcycleȱ markedȱ byȱ Leadershipȱ

lowȱ consumerȱ confidence,ȱ theȱ hypermarketsȱ haveȱ seizedȱ theȱ occasionȱ toȱ strengthenȱ theirȱ priceȱ image.ȱ Thisȱ isȱparticularlyȱ theȱcaseȱ inȱFrance.ȱ Forȱ exȬ ample,ȱ theȱ massȱ consumerȱ productȱ panelȱ ofȱ Novemberȱ 2004ȱ rankedȱ 125ȱ Frenchȱ Carrefourȱ hypermarketsȱ amongstȱ theȱ 179ȱ priceȱ leadersȱ inȱ theirȱ cusȬ tomerȱcatchmentȱareas.ȱThisȱnumberȱhasȱmoreȱthanȱdoubledȱcomparedȱwithȱ the ȱ beginningȱ ofȱ theȱ yearȱ whenȱ onlyȱ 30ȱ%ȱ ofȱ storesȱ wereȱ firstȱ orȱ secondȱ inȱ theirȱ catchmentȱareas.ȱThisȱalsoȱappliesȱtoȱtheȱhypermarketsȱinȱBelgium,ȱtheȱ priceȱpositionȱandȱimageȱofȱwhichȱhaveȱconsiderablyȱimproved.ȱ

Theȱpriceȱ strategyȱisȱaccompaniedȱbyȱ aȱ newȱ systemȱofȱassistedȱ pricing.ȱTheȱ    Electronicȱ electronicȱtaggingȱsystemȱenablesȱtheȱcompanyȱtoȱchangeȱ pricesȱremotely.ȱItȱ    TaggingȱSystemȱ also ȱ easesȱ stockȱ managementȱ throughȱ aȱ rapidȱ indication,ȱ atȱ theȱ shelves,ȱ ofȱ theȱexactȱstockȱlevel.ȱAccordingly,ȱitȱisȱeasierȱtoȱrespondȱtoȱlocalȱcompetitionȱ quicklyȱandȱ flexibly.ȱ Thisȱisȱcarriedȱ outȱ siteȱbyȱsite,ȱ byȱmonitoringȱ theȱcomȬ petitionȱinȱtheȱsurroundingȱregionȱandȱwithinȱtheȱcustomerȱcatchmentȱarea.ȱ

The ȱ Carrefourȱhypermarketsȱstandȱ outȱ notȱ onlyȱforȱtheirȱ lowȱ pricesȱ andȱ theȱ high ȱqualityȱ ofȱtheirȱ productȱ mix,ȱbutȱ alsoȱforȱ theirȱvariety,ȱwhichȱ hasȱ beenȱ strengthenedȱbyȱtheȱcompanyȱoverȱtheȱlastȱfewȱyearsȱthroughȱseveralȱdifferȬ entȱmeasures.ȱ

Forȱ example,ȱ severalȱ areasȱ dedicatedȱ toȱ nonȬfoodȱ productsȱ wereȱ created.ȱ “Departments”ȱ

Theseȱ includeȱtheȱ“Techno”ȱconceptȱforȱnewȱ technologies,ȱsoundȱandȱvision.ȱ Theȱareasȱsetȱasideȱforȱthisȱpurposeȱinȱtheȱhypermarketsȱhaveȱbeenȱredefinedȱ andȱareȱnowȱrunȱbyȱspecialisedȱsalesȱstaff.ȱInformationȱpanelsȱhaveȱalsoȱbeenȱ
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installedȱatȱtheȱ entriesȱ toȱ theseȱ areasȱ inȱ orderȱ toȱimproveȱ theȱvisibilityȱ andȱ offerȱ customersȱ aȱ moreȱpersonalisedȱ andȱfriendlyȱreception.ȱAnotherȱexamȬ pleȱ ofȱ developmentȱ canȱ beȱ seenȱ inȱ theȱ textilesȱ area:ȱ modernisationȱ ofȱ theȱ relevant ȱ areasȱ andȱ aȱ restructuringȱ ofȱ theȱ collections,ȱ theȱ Texȱ storeȱ brandȱ inȱ particular.ȱHouseholdȱequipmentȱ(crockery,ȱfurniture,ȱdecorativeȱitems,ȱetc.)ȱ andȱ generalȱ equipmentȱ (binȱ bags,ȱ bulbs,ȱ batteries,ȱ inkȱ cartridges,ȱ etc.)ȱ alsoȱ representȱsolidȱproductȱlines.ȱ

Toȱpersuadeȱcustomersȱtoȱvisitȱtheȱ hypermarketsȱmoreȱ often,ȱitȱ isȱ necessaryȱ that ȱtheyȱdifferentiateȱthemselvesȱ fromȱtheirȱ competitors,ȱ notȱ onlyȱ inȱ price,ȱ qualityȱ andȱadaptationȱtoȱlocalȱ context,ȱbutȱalsoȱ inȱ theirȱproductȱmix.ȱ Toȱ beȱ visibleȱ andȱ useful,ȱ thisȱ differentiationȱ requiresȱ aȱ richerȱ andȱ moreȱ clearlyȱ visibleȱproductȱmix.ȱ

Theȱ hypermarketsȱ tryȱtoȱ offerȱtheȱ bestȱpriceȱ onȱ theȱ 20ȱ%ȱ ofȱmassȱ consumpȬ tionȱproductsȱthatȱaccountȱforȱ80ȱ%ȱofȱsales.ȱFurthermore,ȱtheyȱgiveȱaccessȱtoȱ anȱ additionalȱ productȱ mix.ȱ Thisȱ richnessȱ wasȱ recentlyȱ enhancedȱ withȱ aȱ reȬ balancingȱofȱfoodȱagainstȱnonȬfoodȱwhichȱwillȱcontinueȱonȱanȱongoingȱbasis.ȱ Theȱhypermarketsȱareȱpayingȱparticularȱ attentionȱ toȱ freshȱproduce,ȱ aȱmajorȱ factor ȱinȱdifferentiationȱandȱcustomerȱloyalty.ȱToȱkeepȱtheȱteamsȱaheadȱofȱtheȱ gameȱ andȱ maintainȱ theirȱ professionalism,ȱ aȱ majorȱ trainingȱ programmeȱ isȱ dueȱ toȱbeȱ rolledȱ outȱ inȱ theȱnearȱ future.ȱ Thisȱwillȱ affectȱallȱ employees,ȱfromȱ membersȱofȱtheȱexecutiveȱcommitteesȱtoȱsalesȱdepartmentȱmanagers.ȱ

Non ȬFoodȱ   InȱtheȱnonȬfoodȱarea,ȱtheȱproductȱmixȱisȱadjustedȱaccordingȱ toȱ severalȱcriteȬ

Productsȱ   riaȱ includingȱ theȱ customerȱ requirementsȱ andȱmacroȬeconomicȱ conditionsȱ inȱ

theȱ variousȱ countries,ȱ asȱ wellȱ asȱ localȱ competitionȱ fromȱ specialistȱ retailers.ȱ Theȱhypermarketsȱadaptȱ theȱaggressivenessȱofȱtheirȱ pricingȱ toȱtheȱrealityȱ ofȱ localȱ specialistȱ competition.ȱ Thus,ȱ inȱ France,ȱ Carrefourȱ offersȱ aȱ greaterȱ perȬ manent ȱrangeȱofȱtextileȱproductsȱthanȱseasonalȱones.ȱTheȱSpanishȱmodel,ȱonȱ theȱotherȱhand,ȱoffersȱaȱmoreȱseasonalȱtextileȱrange.ȱ

Spaceȱ    InȱFrance,ȱ Carrefourȱ hasȱchosenȱtoȱemphasiseȱcertainȱnonȬfoodȱ productȱ cateȬ

(ReȬ)Allocationȱ    gories:ȱ Forȱ example,ȱ culturalȱ mediaȱ isȱgoingȱ throughȱmajorȱ changesȱ withȱ aȱ

structurallyȱ regressiveȱ compactȱ discȱ market.ȱ Carrefourȱ hasȱ anticipatedȱ thisȱ fallȱ andȱ reducedȱ theȱ spaceȱ inȱ itsȱ hypermarketsȱ givenȱ toȱ CDsȱ butȱ increasedȱ theȱspaceȱallocatedȱtoȱbooks.ȱTechnologyȱsalesȱthatȱwereȱdividedȱintoȱtelephȬ ony,ȱcomputers,ȱ audioȱ andȱphotographyȱ sectionsȱ haveȱ nowȱbeenȱintegratedȱ intoȱ theȱ “Techno”ȱ concept.ȱ Thisȱ greatlyȱ simplifiesȱ theȱ accessȱ toȱ technology,ȱ andȱ theȱ resultȱ isȱ clearerȱ andȱ moreȱ preciseȱ advice.ȱ Textilesȱ combineȱ theȱ strengthȱ ofȱ theȱ permanentȱ Texȱ collectionȱ withȱ theȱ progressiveȱ implementaȬ tionȱofȱtheȱSpanishȱcollections.ȱ

PriceȱImageȱ    Afterȱanȱappropriateȱadjustmentȱofȱtheȱpriceȱposition,ȱattentionȱmustȱalsoȱbeȱ

focusedȱonȱtheȱpriceȱimageȱinȱorderȱtoȱgainȱmarketȱshare.ȱTheȱmodernisationȱ ofȱ theȱ storesȱ isȱ supportedȱ byȱ anȱ expansionȱ ofȱ theȱ freshȱ produceȱ range.ȱ

 

24

Formats and Players in Retailing  Part I

Thanksȱ toȱtheȱlaunchȱofȱtheȱNo.ȱ1ȱbrandȱandȱdespiteȱtheȱhardȱdiscountȱcomȬ petition,ȱ Carrefourȱ remainsȱ oneȱ ofȱ theȱ leadersȱ inȱ termsȱ ofȱ priceȱ image.ȱ Inȱ aȱ very ȱ competitiveȱ environment,ȱ theȱ Spanishȱ hypermarketsȱ haveȱ beenȱ enȬ gagedȱinȱanȱintenseȱpriceȱbattleȱforȱtwoȱyears.ȱThisȱinvestmentȱisȱnowȱpayingȱ off.ȱ Inȱ theȱ recentȱ past,ȱ Carrefourȱ hypermarketsȱ againȱ improvedȱ theirȱ priceȱ imageȱandȱincreasedȱ theirȱ marketȱshare.ȱMoreȱgenerally,ȱtheȱgroupȱhasȱconȬ solidated ȱ itsȱ leadingȱ positionȱ asȱ anȱ internationalȱ retailer.ȱAȱ similarȱ upwardȱ spiral ȱhasȱbeenȱsetȱinȱmotionȱwithȱtheȱsuppliers.ȱThisȱcanȱbeȱseenȱinȱtheȱsucȬ cessȱ ofȱ largeȬscale,ȱ innovativeȱ operations,ȱ asȱ exemplifiedȱ byȱ theȱ “Codicoȱ Magico ”ȱ interactiveȱ gameȱ whichȱ isȱ broadcastȱ onȱ television.ȱ Theȱ groupȱ and,ȱ moreȱ particularly,ȱ itsȱ hypermarketsȱ areȱ thusȱ wellȬplacedȱ toȱ continueȱ theirȱ growthȱinȱtheȱSpanishȱmarket,ȱoneȱofȱtheȱmostȱdynamicȱinȱEurope.ȱ

In ȱ Latinȱ America,ȱ theȱ riseȱ ofȱ customisedȱ hypermarketsȱ isȱ particularlyȱ conȬ spicuous.ȱCarrefourȱadaptsȱitsȱhypermarketsȱtoȱfitȱtheȱcountry.ȱThus,ȱinȱorderȱ toȱ respondȱ toȱ theȱ requirementsȱ ofȱ theȱ LatinȱAmericanȱ population,ȱ theyȱ areȱ dividedȱ intoȱ threeȱ livingȬstandardȱ categories.ȱ Theȱ storesȱareȱthusȱ differentiȬ atedȱaccordingȱto:ȱ

� theȱnumberȱofȱemployeesȱonȱdutyȱinȱtheȱstoreȱ

� theȱnumberȱofȱdifferentȱmassȬconsumptionȱproductsȱofferedȱforȱsaleȱandȱȱ

� theȱnatureȱofȱtheȱnonȬfoodȱproductȱmix.ȱȱ

Associatedȱwithȱtheȱveryȱaggressiveȱoffensiveȱofȱlowestȱpricesȱandȱtheȱuseȱofȱ store ȱ brands,ȱ thisȱ approachȱ hasȱ ledȱ toȱ aȱ steadyȱ improvementȱ inȱ theȱ priceȱ imageȱamongstȱtheȱvariousȱpopulationȱgroups.ȱThisȱisȱtheȱcaseȱinȱColombia,ȱ whereȱ Carrefourȱ hasȱ theȱ bestȱ priceȱ imageȱ inȱ theȱ market.ȱ Inȱ Argentina,ȱ theȱ hypermarketsȱ holdȱ secondȱ position.ȱ Inȱ 2004,ȱ aȱ franchisedȱ hypermarketȱ ofȱ 7,700 ȱm2ȱ wasȱ takenȱ onȱ andȱ elevenȱ existingȱ storesȱ wereȱ enlarged,ȱ makingȱ aȱ total ȱ additionalȱsalesȱareaȱofȱ 41,000ȱm2.ȱTheseȱ enlargementsȱ areȱveryȱ profitȬ ableȱandȱmakeȱitȱpossibleȱto:ȱ

� markedlyȱincreaseȱshoppingȱconvenienceȱforȱtheȱcustomers,ȱgivingȱthemȱ

moreȱspaceȱandȱmoreȱaccessibleȱdisplayȱshelvesȱ

�    ȱ     ȱ               ȱ � offer a ȱ wider product ȱ range ȱ and ȱ thusofferȱallȱofȱCarrefourȇsȱregularȱfoodȱ

andȱnonȬfoodȱproductȱmix.ȱ

Thisȱ organisationalȱ renewalȱ isȱ accompaniedȱbyȱ aȱmodernisationȱ planȱ forȱallȱ theȱ stores,ȱ includingȱ thoseȱ thatȱ areȱ notȱ enlarged.ȱ Inȱ theȱ forthcomingȱ years,ȱ Carrefourȱ plansȱtoȱreturnȱtoȱaȱhypermarketȱexpansionȱinȱLatinȱAmerica.ȱ
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Supermarkets 

Withȱitsȱadaptabilityȱandȱintegrationȱintoȱtheȱdailyȱlifeȱ ofȱtheȱcustomers,ȱtheȱ supermarketȱ formatȱ isȱ aȱ successȱ inȱ allȱ thoseȱ countriesȱ inȱ whichȱ itȱ isȱ estabȬ lished.ȱTheȱformatȱoffersȱseveralȱadvantages:ȱconvenientȱservicesȱandȱaȱqualȬ ityȱ andȱ freshnessȱ ofȱ productsȱ whichȱenableȱ itȱ toȱ establishȱ strongȱlinksȱ withȱ itsȱ customers.ȱ Operatingȱ underȱ variousȱ retailȱ brands,ȱ bothȱ inȱ Franceȱ andȱ internationallyȱ (Champion,ȱ Norte,ȱ GS,ȱ GBȱ andȱ Globi),ȱ theȱ supermarketsȱ playȱ oneȱ mainȱ roleȱ inȱ allȱ theȱ geographicalȱ areasȱ inȱ whichȱ theȱ groupȱ hasȱ aȱ presȬ ence: ȱ complementingȱ theȱ hypermarketȱ format.ȱ Theȱ adaptabilityȱ ofȱ theȱ group’s ȱ supermarketsȱ isȱ wellȱ illustratedȱ byȱ theȱ Championȱ supermarketȱ inȱ Paris.ȱItsȱorganisationȱrespondsȱtoȱtheȱrequirementsȱofȱtheȱParisianȱcustomer,ȱ whoȱhasȱlittleȱinterestȱinȱpromotions,ȱconstantlyȱseeksȱlowȱprices,ȱisȱasȱmuchȱ attractedȱ byȱ theȱ manufacturerȱ asȱ byȱ theȱ storeȱ brandsȱ andȱ isȱ alwaysȱ inȱ aȱ hurry.ȱAȱ“fastȱlane”ȱhasȱbeenȱsetȱ upȱwithȱsuitableȱopeningȱ hoursȱ(theȱsuperȬ marketȱ isȱ openȱ untilȱ 22:00),ȱ theȱ produceȱ isȱ selfȬserviceȱ toȱ avoidȱ waitingȱ atȱ peakȱ hoursȱ andȱ certainȱ checkȬoutsȱ areȱ reservedȱ forȱ basketsȱ andȱ small,ȱtwoȬ basketȱtrolleys.ȱ

Adaptationȱtoȱ   Generally,ȱtheȱ supermarketsȱadaptȱtoȱtheȱ localȱcontextȱ byȱ takingȱ accountȱ ofȱ Local ȱContextȱ   customerȱtypes,ȱtheirȱconsumptionȱhabits,ȱtheȱnatureȱofȱtheȱcompetition,ȱetc.ȱ

Theirȱmodelȱgivesȱ theȱbenefitȱofȱflexibilityȱandȱleadsȱtoȱthreeȱ differentȱtypesȱ ofȱstore:ȱ

� inȬtownȱstores,ȱwhichȱofferȱessentiallyȱfoodȱproductsȱ

� townȬfringeȱ stores,ȱ whichȱ oftenȱ haveȱ aȱ roleȱ thatȱ complementsȱ orȱ evenȱ

competesȱwithȱtheȱhypermarketsȱ(withinȱtheȱgroup)ȱ

� ruralȱ stores,ȱ characterisedȱbyȱ aȱgreaterȱ developmentȱofȱ theȱ offerȱ ofȱnonȬ

foodȱproductsȱ(textiles,ȱgeneral,ȱetc.).ȱ

ȱ      Theȱ veryȱ constructionȱ ofȱtheȱ storesȱ incorporatesȱ thisȱ flexibility.ȱ Highlyȱ moȬ ȱ      dular,ȱ theirȱ architectureȱ facilitatesȱ rapidȱ modification.ȱ Theȱ group’sȱ superȬ ȱ      marketsȱ areȱ alsoȱcharacterisedȱ byȱtheȱpresentationȱ ofȱ aȱwideȱrangeȱ ofȱprodȬ ȱ      ucts.ȱ Overȱ theȱ lastȱ fewȱ years,ȱ theȱ growthȱ ofȱ theȱ supermarketsȱ hasȱ beenȱ

Franchisingȱ    backedȱ byȱ franchisingȱ whichȱ favoursȱ rapidȱ expansionȱ andȱ offersȱ goodȱ deȬ

velopmentȱ opportunities.ȱ Franchisingȱ meetsȱ theȱ increasinglyȱ evidentȱ reȬ quirementsȱofȱtheȱindependentsȱandȱsmallȱchainsȱ(Bronsonȱetȱal.ȱ1999).ȱTheseȱ haveȱ aȱ greatȱ dealȱ toȱ gainȱ fromȱ theȱ supportȱ ofȱ aȱ groupȱ likeȱ Carrefour.ȱ Thisȱ givesȱ themȱ theȱ benefitȱ notȱonlyȱ ofȱpowerfulȱ centralȱ purchasing,ȱ strongȱ andȱ effectiveȱ communicationȱ andȱ highȬperformanceȱ logistics,ȱ butȱ alsoȱ ofȱ theȱ group’s ȱ commercialȱ knowȬhow.ȱ Withȱ aȱ presenceȱ inȱ France,ȱ Belgium,ȱ Italyȱ andȱ Norway,ȱfranchisingȱ nowȱrepresentsȱ aȱsignificantȱ growthȱ vectorȱforȱ theȱ format.ȱ

 

26

Formats and Players in Retailing  Part I

Inȱorderȱtoȱgainȱmarketȱshareȱandȱstrengthenȱlinksȱwithȱtheirȱcustomers,ȱtheȱ    ȱ supermarketsȱhaveȱinvestedȱstronglyȱinȱpricesȱandȱtheȱdevelopmentȱ ofȱstoreȱ   StoreȱBrandsȱ brands.ȱStartingȱinȱAutumnȱ2003,ȱmanyȱstoreȱbrandȱproductsȱhaveȱbenefitedȱ   ȱ fromȱ successiveȱ priceȱ reductions.ȱ Thereȱ wereȱ alsoȱ severalȱ occasionsȱ onȱ    ȱ whichȱtheȱpricesȱofȱoneȱthousandȱChampionȱproductsȱwereȱfrozenȱforȱseveralȱ   ȱ months.ȱAlso,ȱtheȱ storesȱwereȱ substantiallyȱ modernised.ȱHelpingȱ customersȱ   ȱ makeȱ theirȱ choicesȱ andȱ identifyȱ lowȱ prices,ȱ theȱ newȱ signage,ȱ distinctiveȱ inȱ    ȱ each ȱdepartmentȱ(butchery,ȱbreadȱ andȱpastries,ȱperfumery,ȱetc.),ȱ contributesȱ    ȱ toȱ strengtheningȱ theirȱ linksȱ withȱ theȱ formatȱ andȱ itsȱ brands.ȱThisȱ liesȱ atȱ theȱ    ȱ heartȱ ofȱ severalȱ projectsȱ nowȱ beingȱ devisedȱ orȱ rolledȱ out,ȱ whichȱ aimȱ atȱ aȱ    ȱ greaterȱdifferentiationȱofȱtheȱCarrefourȱgroupȱsupermarketsȱfromȱotherȱretailȬ    ȱ ers.ȱ Thisȱ detailedȱ programmeȱ coversȱ theȱ launchȱ ofȱ nicheȱ brandsȱ andȱ newȱ   ȱ items ȱ(bio,ȱbabyȱ andȱ cosmeticȱproducts,ȱetc.),ȱandȱ theȱ moreȱeffectiveȱ exploiȬ    ȱ tationȱofȱexistingȱproductȱranges,ȱespeciallyȱtheȱQualityȱLines,ȱspecialȱrecipesȱ    ȱ andȱ freshȱ produce.ȱ Thisȱ strategyȱ isȱ implementedȱ throughȱ customerȱ loyaltyȱ   CustomerȱLoyȬ programmes,ȱ whichȱ facilitateȱ communicationȱ andȱ directȱ marketingȱ actions.ȱ   altyȱProgrammesȱ Eachȱ supermarketȱ regularlyȱ measuresȱ customerȱ satisfactionȱ throughȱcheckȬ outȱ surveysȱ andȱ analysesȱ changesȱ inȱ consumptionȱ attitudesȱ andȱ expectaȬ tions.ȱ

 

Hard Discount

Combiningȱ simplicity,ȱ modernityȱ andȱ functionality,ȱ theȱ Carrefourȱ hardȱ disȬ    ȱ count ȱ storesȱtryȱ toȱmeetȱ theȱ needsȱofȱcustomersȱ whoȱ wantȱfoodȱproductsȱ atȱ   ȱ the ȱ lowestȱ priceȱ (Bruce/Moore/Birtwistleȱ 2005).ȱ Theȱ thirdȱ largestȱ hardȱ disȬ    ȱ counter ȱ inȱ theȱworld,ȱ Dia,ȱisȱoneȱofȱ theȱ drivingȱ forcesȱ ofȱtheȱgroup’sȱexpanȬ    ȱ sion.ȱBackedȱ byȱCarrefour’sȱpurchasingȱ powerȱandȱ capabilities,ȱ Diaȱoffersȱ itsȱ    ȱ customersȱaȱhardȱ discount.ȱDiaȱhasȱ aȱpresenceȱinȱeightȱcountriesȱinȱ Europe,ȱ    ȱ Latin ȱAmericaȱandȱAsia.ȱTheȱstoreȱnetworkȱcomprisesȱnearlyȱ5,500ȱpointsȬofȬ    ȱ saleȱunderȱtheȱDia,ȱEdȱandȱMinipreçoȱretailȱbrands.ȱTheȱhardȱdiscountȱformatȱ    ȱ isȱaȱmodelȱthatȱcomplementsȱtheȱhypermarketsȱandȱsupermarketsȱveryȱeffecȬ    ȱ tivelyȱ asȱ itȱ canȱ beȱ adaptedȱ toȱ manyȱ localȱ conditionsȱ andȱ constraints.ȱ Inȱ allȱ    ȱ countries,ȱtheȱhardȱdiscountȱretailȱbrandsȱbenefitȱfromȱtheȱpowerȱandȱexperȬ    ȱ tiseȱofȱtheȱCarrefourȱgroupȱinȱtermsȱofȱprices,ȱbrands,ȱquality,ȱlogisticsȱandȱITȱ Internationalȱ

systems.ȱLikeȱtheȱotherȱformats,ȱtheȱhardȱdiscountȱstoresȱcommencedȱinȱ2003ȱ   StoreȱBrandȱ andȱ continuedȱ inȱ theȱ followingȱ yearsȱ toȱ incorporateȱ internationalȱ productsȱ    Conceptȱ thatȱ wereȱ developedȱ atȱ theȱ groupȱ levelȱ (Produitsȱ Carrefourȱ Internationauxȱ (PCI)),ȱ inȱ theirȱ productȱ range.ȱ Atȱ theȱ endȱ ofȱ 2004,ȱ Diaȱ storesȱ wereȱ alreadyȱ offering ȱ theirȱ customersȱ overȱ 200ȱ PCIȱ items.ȱ Thisȱ notȱ onlyȱ helpsȱ theȱ hardȱ discountȱ storesȱ toȱ establishȱ theirȱ particularlyȱ aggressiveȱ positionȱ inȱ theirȱ markets,ȱbutȱalsoȱcontributesȱtoȱmaintainingȱtheȱhighȱlevelȱofȱqualityȱofferedȱ toȱ theirȱ customers.ȱ Theȱ companyȱ itselfȱ considersȱ theȱhardȱdiscountȱ conceptȱ asȱ aȱ veryȱ flexibleȱ model.ȱ Theȱ smallȱ floorȱ areaȱ makesȱ hardȱ discountȱ storesȱ
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easierȱ toȱ expandȱ worldwideȱthanȱotherȱformats.ȱMoreȱ thanȱ halfȱofȱ theȱsalesȱ comeȱfromȱstoreȱbrands.ȱTheȱkeyȱreasonsȱforȱsuccessȱareȱspeedȱofȱadaptation,ȱ flexibilityȱ andȱ decentralisation.ȱ Theȱ storesȱ areȱ regularlyȱ reȬfittedȱ andȱ enlargements,ȱchangesȱofȱlocation,ȱmodernisationȱorȱreorganisationȱareȱveryȱ frequentlyȱcarriedȱout.ȱThus,ȱtheȱbusinessȱmodelȱchangesȱwithȱitsȱmarket.ȱ

TypesȱofȱHardȱ    Theȱ hardȱ discountȱ storeȱ adaptsȱ toȱitsȱ environmentȱ andȱ canȱ beȱ dividedȱ intoȱ

DiscountȱStoresȱ    threeȱtypes:ȱ

� Theȱ townȬcentreȱ Diaȱ withȱ aȱ salesȱ areaȱ ofȱ lessȱ thanȱ 300ȱ m2.ȱ Thisȱ formatȱ

offersȱ aȱ rangeȱ ofȱ foodȱ productsȱ atȱ minimumȱ price.ȱ Theseȱ rentedȱ storesȱ are ȱextremelyȱflexibleȱandȱfirmlyȱanchoredȱinȱtheȱurbanȱenvironment.ȱ

� Theȱ townȬfringeȱ Dia,ȱ withȱ aȱ salesȱ floorȱ areaȱ ofȱ aboutȱ 600ȱ m2ȱ andȱ aȱ carȱ

park.ȱLargerȱ thanȱtheȱ previousȱ type,ȱitsȱproductȱrangeȱisȱgreaterȱinȱmostȱ ofȱ theȱ cases.ȱ Itȱ offersȱ productsȱ inȱ wholesaleȱ packagingȱ andȱ hasȱ aȱ freshȱ produceȱsection.ȱ

� Theȱ MaxiDiaȱ concept,ȱ closeȱ toȱ aȱ hardȱdiscountȱ supermarket,ȱ triedȱ outȱ inȱ

Spainȱsinceȱ2004.ȱ

Dia ȱ hasȱdevelopedȱanȱ originalȱ concept,ȱ quiteȱ differentȱfromȱ itsȱcompetitors,ȱ providingȱaȱdecisiveȱcompetitiveȱadvantage.ȱForȱexample,ȱDiaȱexcelsȱwithȱitsȱ fruitȱ andȱ vegetableȱ knowȬhowȱ andȱ choice.ȱ Itȱ offersȱ aȱ smallȱ rangeȱ ofȱ goodȬ qualityȱ produceȱ atȱ theȱ lowestȱ possibleȱ price.ȱ Theȱ overallȱ productȱ rangeȱ isȱ definedȱ preciselyȱ toȱ maintainȱ aȱ balanceȱ ofȱ storeȱ brandsȱ andȱ manufacturerȱ brands ȱ atȱ lowȱ prices.ȱ Itȱ isȱ alsoȱ adjustedȱ accordingȱ toȱ countryȱ andȱ conceptȱ maturity.ȱ Theȱ proportionȱ ofȱ manufacturerȱ brandsȱ canȱ thusȱ varyȱ betweenȱ 40ȱ%ȱandȱ80ȱ%.ȱTheȱstrengthȱofȱDiaȱisȱalsoȱbasedȱonȱcontinuingȱcommunicaȬ tionȱ aboutȱ qualityȱ andȱ foodȱ safety.ȱ Theȱ accentȱ isȱ onȱ theȱ strengtheningȱ ofȱ quality ȱ controlsȱ andȱ increasingȱ frequencyȱ ofȱ supplierȱ auditsȱ carriedȱ outȱ byȱ independentȱlaboratories.ȱSpecialȱattentionȱisȱpaidȱtoȱtheȱperformanceȱofȱtheȱ onlineȱtraceabilityȱsystem.ȱ Theȱ loyaltyȱcardsȱareȱdeployedȱ inȱ allȱ thoseȱcounȬ triesȱinȱwhichȱtheȱretailȱbrandȱhasȱaȱpresenceȱandȱisȱsufficientlyȱsuccessful.ȱ

 

Convenience and Other Business  

Theȱrealȱstrengthȱofȱtheȱconvenienceȱretailȱbrandsȱisȱthatȱtheyȱmeetȱtheȱdailyȱ needsȱ ofȱcustomersȱ withȱ aȱpracticalȱproductȱmixȱ andȱspeedyȱshoppingȱinȱ aȱ friendlyȱ atmosphereȱ (Swoboda/Schwarzȱ 2006).ȱ Theȱ Carrefourȱ groupȱ impleȬ mentsȱ storeȱ concepts,ȱ qualityȱ productȱ mixesȱ andȱ innovativeȱ servicesȱ whichȱ correspondȱtoȱcustomerȱlivingȱhabits.ȱAȱlargeȱpartȱofȱtheȱ convenienceȱstoresȱ isȱ managedȱ inȱ theȱ formȱ ofȱ franchiseȱ stores.ȱ Thus,ȱ itȱ alsoȱ benefitsȱ fromȱ theȱ usualȱ commitmentȱ ofȱ franchiseesȱ toȱ increasingȱ theȱ profitsȱ ofȱ theirȱ stores.ȱ Carrefourȱ intendsȱtheseȱstoresȱtoȱbecomeȱaȱpartȱofȱtheȱdailyȱlifeȱofȱcustomers.ȱ Friendlyȱandȱaccessible,ȱtheȱconvenienceȱstoresȱtryȱtoȱofferȱmanyȱservicesȱtoȱ
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theirȱ customersȱ (Liebmann/Zentesȱ 2001).ȱ Inȱ additionȱ toȱ theȱ qualityȱ ofȱ theȱ welcomeȱ andȱ products,ȱ customersȱ appreciateȱ theȱ adaptationȱ toȱ theirȱ shopȬ ping ȱhabitsȱandȱ dailyȱlives.ȱ Inȱ aȱ continuallyȱchangingȱ world,ȱ markedȱ byȱanȱ increaseȱinȱsingleȱhouseholdsȱinȱsearchȱofȱfastȱandȱpracticalȱservices,ȱthereȱisȱ aȱ “revival”ȱofȱ interestȱ inȱconvenienceȱstores,ȱespeciallyȱ inȱ highlyȱ developedȱ regions.ȱ Establishedȱ inȱ fourȱ Europeanȱ countries,ȱ Carrefour’sȱ convenienceȱ stores ȱbenefitȱ fromȱ thisȱ trend.ȱ Inȱ orderȱ toȱ makeȱ themȱ evenȱ moreȱ attractive,ȱ they ȱextendȱ theȱ veryȱ conceptȱ ofȱ convenience,ȱ fromȱ theirȱ geographicalȱ locaȬ tionȱ toȱtheirȱ friendlinessȱ andȱadvice.ȱTheȱ group’sȱ strategyȱ inȱ thisȱ areaȱ comȬ binesȱvariousȱelements,ȱaboveȱall,ȱ pricing.ȱTheȱstrategyȱconsistsȱ ofȱaȱpricingȱ policyȱinȱlineȱwithȱcustomerȱexpectations.ȱTheȱotherȱmainȱdirectionsȱare:ȱ

� innovationȱinȱstoreȱbrands:ȱcontinuingȱrefinementȱofȱtheȱretailerȱbrandedȱ

productȱmix,ȱwhichȱisȱaȱfundamentalȱvehicleȱofȱbrandȱloyalty;ȱ

� theȱ qualityȱ ofȱ servicesȱ isȱ aȱ keyȱ elementȱ inȱ convenienceȱ shoppingȱ withȱ

longȱopeningȱhoursȱandȱhomeȱdeliveries;ȱ

� theȱ qualityȱ ofȱ theȱ productȱ rangeȱ andȱ continuityȱ ofȱ availability:ȱ allȱ thisȱ

reliesȱ onȱ theȱ integrationȱ ofȱ logisticsȱ andȱ masteryȱ ofȱ purchasing,ȱ whichȱ benefits,ȱinȱparticular,ȱfromȱtheȱgroup’sȱconditions.ȱ

Inȱ 2004,ȱ twoȱ newȱ concepts,ȱ Shopiȱ andȱ 8ȱ àȱ Huit,ȱ launchedȱ inȱ theȱ previousȱ years,ȱ continuedȱtoȱbeȱ deployedȱinȱFrance.ȱTogetherȱwithȱMarchéȱPlus,ȱProxiȱ Services ȱandȱ Sherpa,ȱ theseȱretailȱbrandsȱformȱ aȱ completeȱsystem.ȱThisȱ makesȱ it ȱ possibleȱ toȱ establishȱ aȱ networkȱ throughoutȱ theȱ countryȱ and,ȱ atȱ theȱ sameȱ time,ȱtoȱadaptȱtoȱtheȱvaryingȱneedsȱofȱtheȱcustomersȱinȱtermsȱofȱpracticality,ȱ lastȬminuteȱshopping,ȱfriendlinessȱandȱevenȱseasonality.ȱȱ

Shopiȱisȱthusȱ positionedȱasȱaȱsmallȱconvenienceȱsupermarket,ȱMarchéȱPlusȱasȱ    ȱ aȱ townȱ shopȱ offeringȱ multipleȱ servicesȱ andȱ 8ȱ àȱ Huitȱ asȱ aȱ retailȱ brandȱ thatȱ    ȱ playsȱ aȱroleȱinȱtown,ȱbutȱalsoȱ asȱ aȱ smallȱsupermarketȱ inȱ ruralȱ areas.ȱDuringȱ    ȱ theȱ lastȱ fewȱ years,ȱ aȱ reconsiderationȱ ofȱ theseȱ conceptsȱ wasȱ launched.ȱ Oneȱ    ȱ exampleȱamongȱmanyȱisȱtheȱnewȱConvenanceȱ conceptȱofȱMarchéȱPlusȱandȱ8ȱàȱ   ȱ Huit.ȱInȱtheseȱurbanȱlastȬminuteȱstores,ȱfreshȱproduceȱandȱreadyȬtoȬeatȱitemsȱ    ȱ are ȱoffered.ȱBecauseȱconvenienceȱtradingȱdemandsȱcontinuousȱadaptationȱtoȱ   CȬStoreȱȱ customerȱ requirements,ȱ almostȱ allȱ theȱ storesȱ areȱ managedȱ byȱ franchisees.ȱ Franchiseȱ

Eachȱ month,ȱ theȱ franchiseesȱ presentȱ theirȱ resultsȱ toȱ theȱ groupȱ forȱ detailed,ȱ    Conceptȱ realȬtimeȱ monitoringȱ ofȱ theȱ business.ȱ Therefore,ȱ variousȱ controlȱ toolsȱ haveȱ beenȱ established,ȱ includingȱ aȱ regionalȱ barometerȱ andȱ anȱ assessmentȱ ofȱ theȱ franchiseesȱ withȱ regardȱ toȱ Carrefourȱ services.ȱ Theȱ convenienceȱ storeȱ adȬ dressesȱ variousȱ typesȱ ofȱ customers.ȱ Carrefourȱ knowsȱ theseȱ customerȱ typesȱ andȱcanȱshareȱthisȱknowledgeȱwithȱmanufacturers.ȱȱ

Inȱ convenienceȱ stores,ȱcustomerȱloyaltyȱ dependsȱ onȱ friendliness,ȱtheȱ develȬ    Productȱandȱ opment ȱ ofȱ servicesȱ andȱ enlargementȱ ofȱ theȱ rangeȱ ofȱ freshȱ produce.ȱ Theirȱ   ServiceȱRangeȱ
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locationȱ inȱ theȱ heartȱ ofȱ theȱ districtsȱ orȱ villagesȱ whereȱ theirȱ customersȱ liveȱ makesȱ convenienceȱ storesȱ visible,ȱ andȱ theyȱ canȱ makeȱ themselvesȱ moreȱ atȬ tractiveȱbyȱdevelopingȱtheirȱcommunication.ȱThisȱattractivenessȱisȱincreasedȱ byȱ theȱ offerȱ ofȱ aȱ widerȱ rangeȱ ofȱ additionalȱ services.ȱ Thus,ȱ theȱ Marchéȱ Plusȱ storesȱ offerȱ homeȱ delivery,ȱ dryȬcleaning,ȱ photoȱ development,ȱ theȱ saleȱ ofȱ stampsȱ andȱ telephoneȱ cards,ȱ photocopying,ȱ aȱ faxȱ service,ȱ automaticȱ ticketȱ machines,ȱetc.ȱLocatedȱmainlyȱinȱtheȱmountains,ȱSherpa’sȱrangeȱofȱservicesȱisȱ particularlyȱ wellȱ adaptedȱ toȱ itsȱ customers,ȱ especiallyȱ theȱ seasonalȱ trade:ȱ return ȱ ofȱ unusedȱ products,ȱ hireȱ ofȱ racletteȱ andȱ fondueȱ appliances,ȱ etc.ȱ Inȱ addition,ȱtheȱallocationȱofȱappropriateȱdisplayȱshelvesȱandȱtheȱqualityȱofȱtheȱ productȱrangeȱ andȱsupplyȱnowȱrepresentȱ aȱmajorȱinvestmentȱinȱ storeȱmodȬ ernisationȱandȱtheȱdevelopmentȱofȱnewȱconcepts.ȱ

Cashȱ&ȱCarryȱ   Theȱ cashȱ &ȱ carryȱ businessȱ continuesȱ toȱ developȱ asȱ well.ȱ Toȱ serveȱ restauraȬ

ȱ      teursȱ andȱfoodȱtradeȱ professionals,ȱCarrefourȱ isȱdevelopingȱ theȱ cashȱ &ȱ carryȱ ȱ      businessȱinȱFranceȱ(Promocash),ȱinȱSpainȱ(Puntocash)ȱandȱinȱItalyȱ(DocksȱMarȬ

InternetȱShopȱ    ket).ȱ Theȱ eȬcommerceȱ webȱ siteȱ Ooshopȱ continuesȱ toȱ satisfyȱmanyȱ customers,ȱ

offering ȱhomeȱdeliveriesȱofȱproductsȱatȱtheȱsameȱpricesȱasȱtheȱhypermarkets.ȱ TheȱconceptȱisȱavailableȱinȱFranceȱandȱSpain.ȱ

 

Questions

 

1.ȱ   Isȱ itȱ possibleȱforȱ Carrefourȱ toȱextendȱ theȱ successȱ ofȱitsȱ multiȬformatȱ conȬ

ceptȱworldwide?ȱDiscussȱcriticallyȱandȱgiveȱexamples.ȱ

2.ȱ   Sinceȱ 2004,ȱ Carrefourȱ hasȱ beenȱ inȱ aȱ relaunchingȱ process,ȱ becauseȱ ofȱ aȱ

growing ȱ competitionȱ bothȱ onȱ aȱ worldȬwideȱ levelȱ andȱ inȱ manyȱ specificȱ countryȱ markets.ȱ Conductȱ aȱ SWOTȱ analysisȱ forȱ theȱ groupȱ andȱ discussȱ criticallyȱtheȱmultiȬformatȱapproachȱinȱthisȱcontext.ȱ

3.ȱ   Inȱ someȱ countryȱ markets,ȱ Carrefourȱ isȱ pushingȱ itsȱ expansionȱ throughȱ

convenience ȱ stores.ȱ Discussȱ theȱ generalȱ characteristicsȱ ofȱ convenienceȱ stores,ȱ analyseȱ theȱ developmentȱ ofȱ convenienceȱ storesȱ ofȱ otherȱ retailȱ companiesȱandȱexplainȱtheȱ advantagesȱofȱaddingȱaȱconvenienceȱstoreȱreȬ tailȱformatȱtoȱtheȱexistingȱportfolio.ȱ

 

Hints

1.ȱ   Seeȱannualȱ reportsȱasȱwellȱ asȱ theȱ currentȱ pressȱ forȱanȱanalysisȱ ofȱdivestȬ

mentsȱ andȱ problemsȱ encounteredȱ inȱ theȱ internationalisationȱ processȱ ofȱ Carrefour.ȱ

2.ȱ See,ȱforȱexample,ȱKotler/Bliemelȱ2001ȱforȱaȱSWOTȱanalysis.ȱ

3.ȱ Consider,ȱamongȱothers,ȱtheȱvariousȱtheoriesȱofȱretailȱevolution.ȱ
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Chapter 2 

 

Retail Formats – Non-Food

 

In this Chapter, the main characteristics and empirical relevance of a variety of store and non-store retail formats applied in non-food retailing are discussed. Many retailers sell to their consumers through multiple retail formats. This phenomenon, which is referred to as multi-channel retailing, is also discussed in this Chapter. 

 

Diversity of Retail Formats in Non-Food Retailing 

InȱnonȬfoodȱretailing,ȱaȱvarietyȱofȱretailȱformatsȱareȱusedȱtoȱsellȱmerchandiseȱ    Generalȱ toȱconsumers.ȱThisȱdiversityȱresultsȱfromȱ theȱpluralityȱ ofȱproductȱgroupsȱthatȱ Merchandiseȱ

areȱ characterisedȱasȱnonȬfoodȱ items.ȱEvenȱthoughȱ productȱgroupsȱ alsoȱvaryȱ Retailingȱ

within ȱtheȱ foodȱ sector,ȱ withȱ regardȱtoȱ consumerȱshoppingȱ behaviour,ȱthereȱ areȱ majorȱ differences,ȱparticularlyȱ betweenȱ nonȬfoodȱandȱ foodȱ items.ȱTheseȱ differencesȱ relateȱ toȱ productȱ characteristicsȱ suchȱ asȱ perishability,ȱ specificȱ demandȱpatterns,ȱproductȱ valueȱ(e.g.ȱinȱrelationȱtoȱproductȱsizeȱorȱvolume),ȱ orȱturnoverȱrate.ȱForȱ example,ȱwhileȱfoodȱisȱ usuallyȱpurchasedȱ dailyȱorȱsevȬ eralȱ timesȱ perȱ week,ȱ nonȬfoodȱ itemsȱ usuallyȱ areȱ purchasedȱ infrequently.ȱ Someȱ categoriesȱ suchȱ asȱ cosmeticsȱ orȱ householdȱ articlesȱ areȱ boughtȱ moreȱ frequentlyȱ thanȱ others,ȱ forȱ instance,ȱ TVȬsetsȱ orȱ computersȱ thatȱ usuallyȱ areȱ purchasedȱonlyȱeveryȱfewȱyears.ȱ

Whileȱ inȱ nonȬfoodȱ retailing,ȱ substantialȱ salesȱ areȱ generatedȱ byȱ traditionalȱ    Retailȱ store Ȭbasedȱ retailȱ formats,ȱ nonȬstoreȱ formatsȱ suchȱ asȱ catalogueȱ retailingȱ orȱ Innovationsȱ

electronicȱchannelsȱareȱalsoȱvitallyȱimportant.ȱNewȱdevelopmentsȱinȱtechnolȬ ogyȱandȱcustomerȱ behaviourȱinȱtheȱpastȱdecadesȱhaveȱ ledȱtoȱaȱchangeȱinȱtheȱ relevanceȱofȱdifferentȱretailȱchannelsȱandȱtoȱtheȱevolutionȱofȱnewȱretailȱformatsȱ mainlyȱinȱtheȱfieldȱ ofȱnonȬstoreȱretailingȱ(seeȱ Chapterȱ1).ȱAnotherȱ importantȱ trend ȱisȱthatȱmanyȱtraditionalȱstoreȬbasedȱorȱcatalogueȱretailersȱhaveȱstartedȱ toȱ sellȱ theirȱ merchandiseȱ throughȱ severalȱ retailȱ formats.ȱ Byȱ addingȱ addiȬ tionalȱretailȱchannels,ȱtheyȱareȱevolvingȱintoȱmultiȬchannelȱretailers.ȱ

 

Store-Based Retail Formats 

Theȱ majorȱ typesȱofȱ storeȬbasedȱ retailȱ formatsȱinȱ nonȬfoodȱretailingȱ thatȱ willȱ beȱdiscussedȱinȱthisȱChapterȱareȱspecialtyȱstores,ȱdrugstores,ȱcategoryȱkillers,ȱ departmentȱstores,ȱfullȬlineȱdiscountȱstores,ȱvarietyȱstoresȱandȱoffȱpriceȱretailȱ formats.ȱȱ

 

31

2    Retail Formats – Non-Food

Specialty Stores 

SpecialtyȱStoreȱ    Specialtyȱ storesȱ specialiseȱ inȱ oneȱ orȱ veryȱ fewȱ productȱ typesȱ andȱ conseȬ

StrategyȱMixȱ    quentlyȱcarryȱaȱlimitedȱnumberȱofȱproductsȱwithinȱoneȱorȱfewȱlinesȱofȱprodȬ

ucts ȱ (andȱ services).ȱ Usually,ȱ theȱ merchandiseȱ isȱ ofȱ averageȱ toȱ goodȱ orȱ highȱ quality.ȱ Whileȱ theȱ widthȱ inȱ theȱ assortmentȱ isȱ narrow,ȱ theȱ depthȱ isȱ usuallyȱ extensiveȱ andȱ specialtyȱ storesȱ thusȱ provideȱ aȱ betterȱ selectionȱ inȱ termsȱ ofȱ aȱ higherȱ choiceȱ varietyȱ thanȱ competitorsȱ fromȱ otherȱ retailȱ formatsȱ suchȱ asȱ departmentȱ storesȱ (Ogden/Ogdenȱ 2005,ȱ p.ȱ99).ȱ Specialtyȱ storesȱ additionallyȱ offerȱ aȱ highȱ levelȱ ofȱ servicesȱ andȱ knowledgeableȱ salesȱ personnel.ȱ Typically,ȱ theȱstoresȱ areȱ locatedȱinȱcityȱ locationsȱorȱinȱshoppingȱcentres,ȱareȱsmallȱ andȱ theȱinstoreȱatmosphereȱisȱveryȱpronouncedȱsoȱasȱtoȱcreateȱaȱpleasantȱshoppingȱ experience.ȱ LimitedȬlineȱ specialtyȱ storesȱ areȱ aȱ specificȱ typeȱ ofȱ specialtyȱ storeȱ that ȱcarryȱonlyȱaȱveryȱnarrowȱassortment,ȱbutȱofferȱpronouncedȱdepthȱinȱthisȱ limitedȱsector.ȱOften,ȱtheseȱstoresȱ offerȱ(very)ȱhighȱqualityȱmerchandiseȱandȱ aȱ highȬlevelȱ ofȱcustomerȱ serviceȱ andȱ instoreȱ design,ȱ whileȱ pricesȱ areȱ aboveȱ average.ȱ

Thisȱstoreȱformat,ȱtraditionallyȱchosenȱbyȱretailersȱthatȱsellȱmerchandiseȱsuchȱ as ȱ clothesȱ (e.g.ȱ Gapȱ orȱ Benetton),ȱ footwearȱ (e.g.ȱ Footlocker),ȱ cosmeticsȱ (e.g.ȱ Douglas, ȱTheȱBodyȱShopȱ orȱ Sephora),ȱbooksȱ(e.g.ȱBarnesȱ&ȱNobles,ȱWHȱSmithȱorȱ Thalia)ȱorȱjewelleryȱ(e.g.ȱChrist).ȱInȱmanyȱcases,ȱ however,ȱspecialtyȱstoresȱareȱ runȱbyȱindependentȱlocalȱretailers.ȱȱ

Marketȱ   Theȱmainȱelementȱofȱspecialtyȱstores’ȱstrategyȱisȱthatȱtheyȱfocusȱonȱaȱspecificȱ

SegmentȱFocusȱ   marketȱsegment.ȱ Whileȱthisȱ offersȱ manyȱ opportunitiesȱ inȱ termsȱ ofȱtailoringȱ

theirȱ storesȱ toȱ theirȱ targetȱ groups,ȱ theȱ strategyȱ makesȱ themȱ vulnerableȱ toȱ changesȱinȱconsumerȱtastesȱandȱ preferences.ȱTheyȱ alsoȱ sufferȱ fromȱtheȱhighȱ costsȱ thatȱ resultȱ fromȱ theȱ qualityȬorientedȱ strategyȱ inȱ termsȱ ofȱ storeȱ environȬ ment,ȱ merchandiseȱ andȱ serviceȱofferedȱ toȱ theȱ consumersȱ(Levy/Weitzȱ 2007,ȱ pp.ȱ48Ȭ49).ȱThisȱoftenȱresultsȱinȱhigherȱthanȱaverageȱprices.ȱ

Whileȱ specialtyȱ storesȱ haveȱ beenȱ theȱ traditionalȱ formatȱ forȱ nonȬfoodȱ shopȬ ping,ȱ inȱ recentȱ years,ȱ theyȱ haveȱ beenȱ oneȱ ofȱ theȱ weakest,ȱ slowestȬgrowingȱ areasȱ inȱ retailingȱ andȱ haveȱ lostȱ marketȱ shareȱ toȱ otherȱ storeȬbasedȱ orȱ nonȬ store ȱformats.ȱȱ

 

Drugstores

ȱ      Drugstoresȱ areȱ specificȱ typesȱ ofȱ specialtyȱ storesȱ thatȱ focusȱ onȱ beautyȱ andȱ ȱ      healthȱ andȱ personalȱ groomingȱ merchandiseȱ (Levy/Weitzȱ 2007,ȱ p.ȱ49).ȱ Inȱ ȱ      addition,ȱ theseȱstoresȱ oftenȱ sellȱcategoriesȱ suchȱ asȱ foodȱ items,ȱ magazinesȱ orȱ ȱ      newspapers,ȱ stationery,ȱ toysȱ orȱ gifts.ȱ Dependingȱ onȱ governmentalȱ healthȱ

Pharmaceuticalsȱ   careȱ policies,ȱ inȱ someȱ cases,ȱ pharmaciesȱ areȱ associatedȱ withȱ drugstoresȱ andȱ

sellȱ prescriptionȱ pharmaceuticalsȱ inȱ additionȱ toȱ ethicalȱ orȱ overȬtheȬcounterȱ
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(OTC)ȱmedicine.ȱTheȱproductȱcategoriesȱsoldȱinȱthisȱstoreȱformatȱareȱsimilarȱ inȱ someȱ respectsȱtoȱ foodȱ items,ȱmainlyȱinȱ termsȱofȱshoppingȱfrequencyȱ andȱ purchasing ȱ patternsȱ (“nearȬfoodȱ items”).ȱ Inȱ someȱ statistics,ȱ drugstoresȱ areȱ therefore ȱclassifiedȱasȱfoodȱstoreȱformats.ȱ

Comparedȱtoȱtraditionalȱspecialtyȱstores,ȱdrugstoresȱtendȱtoȱbeȱmoreȱaggresȬ    Shoppingȱ siveȱ onȱ priceȱ andȱ applyȱ pricingȱ strategiesȱ suchȱ asȱ everyȬdayȬlowȬpriceȱ Convenienceȱ

(EDLP) ȱ strategiesȱ orȱ promotionȱ pricing.ȱ Importantȱ playersȱ includeȱ Boots,ȱ Walgreens ,ȱSchleckerȱorȱdmȬdrogerieȱmarkt.ȱ

Drugstores ȱareȱoftenȱ locatedȱinȱcityȱorȱshoppingȱcentres,ȱbutȱareȱnowȱ foundȱ moreȱ andȱ moreȱ atȱ locationsȱ suchȱ asȱ neighbourhoodȱ locationsȱ orȱ isolatedȱ sites.ȱ Thus,ȱ theyȱ playȱ anȱ importantȱ roleȱ inȱ proximityȱ retailingȱ andȱ usuallyȱ –ȱ becauseȱ ofȱ theirȱ locationalȱ strategyȱandȱ ratherȱ smallȱ storeȱ sizeȱ withȱ speedyȱ checkȬoutȱfacilitiesȱ–ȱofferȱaȱhighȱdegreeȱofȱshoppingȱconvenience.ȱ

 

Category Killers 

Categoryȱ killers,ȱ alsoȱ referredȱ toȱ asȱ categoryȱ specialistsȱ orȱ powerȱ retailers,ȱ areȱ    CategoryȱKillerȱ discountȱstoresȱ thatȱofferȱ aȱbroadȱdepthȱofȱmerchandiseȱinȱaȱparticularȱcateȬ    StrategyȱMixȱ gory,ȱ usuallyȱ inȱ largeȱ stores.ȱ Theyȱ offerȱ anȱ almostȱ completeȱ assortmentȱ inȱ aȱ particularȱ categoryȱatȱlowȱpricesȱandȱ thus,ȱ canȱ “kill”ȱaȱ categoryȱofȱ merchanȬ dise ȱ forȱ otherȱ retailersȱ (Levy/Weitzȱ 2007,ȱ p.ȱ50),ȱ mainlyȱ forȱ specialtyȱstores.ȱ Theȱ serviceȱ levelȱ offeredȱ byȱ categoryȱ killersȱ isȱ usuallyȱ keptȱ atȱ aȱ lowȱ level.ȱ SelfȬserviceȱapproachesȱ areȱgenerallyȱ appliedȱtoȱsellȱmerchandise,ȱbutȱassisȬ tance ȱisȱoffered,ȱifȱrequestedȱbyȱtheȱcustomers.ȱ

TheȱoutletsȱusuallyȱareȱlocatedȱinȱoutȬofȬtownȱlocationsȱ(exceptions,ȱsuchȱasȱ Saturn ,ȱaȱ GermanȬoriginȱcategoryȱ killerȱinȱ theȱ fieldȱofȱ consumerȱ electronics,ȱ focusȱmainlyȱonȱcityȱlocations).ȱTheyȱofferȱextensiveȱparkingȱfacilitiesȱtoȱtheirȱ consumersȱandȱthusȱdrawȱthemȱfromȱaȱlargeȱcatchmentȱarea.ȱStoreȱarchitectureȱ andȱinstoreȱdesignȱareȱkeptȱveryȱsimpleȱandȱofferȱaȱshoppingȱexperienceȱthatȱ isȱdominatedȱmainlyȱbyȱsizeȱandȱpricingȱ(Wileman/Jaryȱ1997,ȱp.ȱ78).ȱ

Theȱstrategyȱofȱlowȱoperatingȱcostsȱinȱtermsȱofȱrents,ȱpersonnelȱcosts,ȱlowȱcostȱ design,ȱetc.,ȱcombinedȱ withȱ hugeȱbuyingȱpower,ȱ usuallyȱleadsȱ toȱhighȱ assetȱ productivityȱ(e.g.ȱ space,ȱ stockȱturnover).ȱThisȱ makesȱcategoryȱkillersȱ oneȱ ofȱ theȱretailȱformatsȱwithȱtheȱhighestȱgrowthȱratesȱoverȱrecentȱyears.ȱTheyȱhaveȱ gainedȱ marketȱ shareȱ mainlyȱ atȱ theȱ expenseȱ ofȱ specialtyȱ stores,ȱ becauseȱ ofȱ advantagesȱ inȱ termsȱ ofȱ priceȱ andȱ productȱ range.ȱ Categoryȱ killersȱ areȱ nowȱ establishedȱinȱ manyȱ nonȬfoodȱ categoriesȱ suchȱ asȱ consumerȱ electronicsȱ (e.g.ȱ Curry’s,ȱDarty,ȱMediaȱMarktȱorȱBestȱBuy),ȱDIYȱ(e.g.ȱLeroyȱMerlin,ȱB&QȱorȱHomeȱ Depot ), ȱ sportsȱ (e.g.ȱ Decathlon),ȱ furnitureȱ (e.g.ȱ IKEAȱ orȱ Conforama),ȱ officeȱ products ȱ(e.g.ȱStaplesȱorȱOfficeȱDepot),ȱpetsȱ(e.g.ȱPetsMart,ȱMilleȱAmisȱorȱFressȬ
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napf/Maxi ȱZoo)ȱorȱtoysȱ andȱbabyȱ productsȱ (e.g.ȱ Toysȱ ‘R’ȱUsȱorȱ Babiesȱ ‘R’ȱ Us),ȱ andȱtheȱformatȱisȱstillȱexpandingȱintoȱnewȱcategories.ȱ

 

Department Stores 

“AllȱUnderȱȱ   Departmentȱ storesȱ areȱ largeȱ retailȱ unitsȱ thatȱ carryȱ aȱ broadȱ varietyȱ ofȱ merȬ OneȱRoof”ȱ   chandiseȱ andȱ offerȱaȱ deepȱ assortmentȱ “underȱ oneȱ roof”.ȱ Theȱ termȱ “departȬ

mentȱ store”ȱ resultsȱ fromȱ theȱ structuringȱ intoȱ separateȱ departmentsȱ forȱ disȬ playingȱ merchandiseȱ inȱ aȱ mannerȱ thatȱ resemblesȱ aȱ collectionȱ ofȱ specialtyȱ stores.ȱEachȱ departmentȱ notȱonlyȱhasȱaȱspecificȱ sellingȱ spaceȱallocatedȱ toȱ it,ȱ butȱ alsoȱ usuallyȱ hasȱ itsȱ ownȱ pointȬofȬsalesȱ terminalsȱ andȱ salespersonsȱ toȱ assistȱ theȱ customersȱ (Levy/Weitzȱ 2007,ȱ p.ȱ46).ȱ Theȱ merchandiseȱ soldȱ byȱdeȬ partmentȱ storesȱ traditionallyȱ comprisesȱ aȱ wideȱ rangeȱ ofȱ categoriesȱ suchȱ asȱ clothes,ȱaccessories,ȱ appliances,ȱ homeȱ furnishing,ȱ jewellery,ȱ cosmetics,ȱtoys,ȱ furniture, ȱ sportingȱ goodsȱ orȱ consumerȱ electronics.ȱ Recently,ȱ however,ȱ mostȱ departmentȱ storesȱ haveȱ beenȱ reducingȱ productȱ varietyȱandȱ focusȱ moreȱ andȱ moreȱonȱsoftȱgoodsȱ(e.g.ȱclothesȱandȱfootwear).ȱ

Shoppingȱ   Theȱmainȱlocationsȱofȱ departmentȱstoresȱ areȱ cityȱ centres,ȱorȱtheyȱoftenȱserveȱ

Experienceȱ    asȱ anchorȱ storesȱ inȱ shoppingȱ centres.ȱ Departmentȱ storesȱ aȱ pleasantȱ atmosȬ

phere ȱ whichȱ createsȱ anȱ enjoyableȱ shoppingȱ experience.ȱ Instoreȱ designȱ andȱ visualȱ merchandisingȱ areȱ thusȱveryȱimportant.ȱAlso,ȱtheȱservicesȱofferedȱbyȱ departmentȱ storesȱareȱdiversifiedȱandȱ mayȱinclude,ȱ forȱ example,ȱaȱ tailoringȱ serviceȱforȱclothesȱorȱhomeȱdeliveries.ȱ

In ȱ termsȱ ofȱ theȱ merchandiseȱ carriedȱ andȱ theȱ servicesȱ offered,ȱ departmentȱ storesȱcanȱbeȱcategorisedȱintoȱthreeȱtiersȱ(Weitz/Whitfieldȱ2006,ȱp.ȱ67):ȱ

� upscale,ȱ highȬfashionȱ storesȱ withȱ exclusiveȱ designerȱ merchandiseȱ andȱ

excellent ȱ customerȱ service;ȱ theseȱareȱ oftenȱ theȱflagshipȱstoresȱ ofȱ departȬ mentȱ storeȱ chainsȱ (e.g.ȱ Harrods,ȱ Selfridges,ȱ Jelmoli,ȱ Saksȱ Fifthȱ Avenue,ȱ KaDeWe,ȱGaleriesȱLafayetteȱParisȱHaussmann)ȱ

� modestlyȱ priced,ȱ midȬlevelȱ merchandiseȱ withȱ lessȱ customerȱ serviceȱ (e.g.ȱ

Macy’s,ȱHoopers,ȱDebenhams,ȱJohnȱLewis)ȱ

� storesȱwithȱlowerȱlevelȱmerchandiseȱandȱpricesȱ(e.g.ȱSears,ȱJCPenny).ȱ

Mostȱ departmentȱ storeȱ chainsȱ suchȱ asȱ Galeriesȱ Lafayette,ȱ Karstadt,ȱ Elȱ Corteȱ Inglés, ȱ Houseȱ ofȱ Fraserȱ orȱ Saksȱ operateȱ departmentȱ storesȱ inȱ severalȱ ofȱ theseȱ tiers. ȱ

Interformatȱ    Inȱrecentȱyears,ȱtheȱoverallȱsalesȱandȱmarketȱshareȱ ofȱtraditionalȱdepartmentȱ

Competitionȱ   storesȱ haveȱ declinedȱ andȱ –ȱ internationallyȱ –ȱ theyȱ faceȱ substantialȱ competiȬ

tionȱfromȱotherȱretailȱformatsȱsuchȱasȱcategoryȱkillersȱandȱdiscountȱstoresȱorȱ nonȬstoreȱformatsȱ(e.g.ȱInternetȱretailers).ȱTheȱdifficultiesȱ mainlyȱresultȱfromȱ
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theȱ problemsȱ inȱ retailȱ positioningȱ asȱ anȱ outcomeȱ ofȱ theȱ “allȱ underȱ oneȱ roof”ȱ approach.ȱWhereasȱfirstȬtierȱdepartmentȱstoresȱseemȱtoȱhaveȱaȱclearlyȱdifferȬ entiatedȱpositionȱandȱusuallyȱproduceȱstrongȱfinancialȱresults,ȱtheseȱdifficulȬ tiesȱrelateȱmainlyȱtoȱoutletsȱinȱtheȱsecondȱandȱtheȱthirdȱtiers,ȱwhichȱlackȱsuchȱ aȱ clearȱ positioningȱ andȱ areȱ thereforeȱ struggling.ȱ Also,ȱ theȱ overheadȱ andȱ operatingȱ costsȱ associatedȱ withȱ suchȱ largeȱ retailȱ outletsȱ thatȱ areȱ orientedȱ toȬ wardsȱambience,ȱattentiveȱservicesȱandȱaȱbroadȱvarietyȱofȱproducts,ȱareȱveryȱ high ȱ inȱ comparisonȱ toȱ theȱ moreȱ costȬfocusedȱ andȱ priceȬaggressiveȱ retailȱ formats. ȱ Additionally,ȱ theseȱ retailȱ formatsȱ oftenȱ haveȱ betterȱ assortmentsȱ inȱ theȱ limitedȱ linesȱ theyȱ carry.ȱ Theȱ departmentsȱ simplyȱ cannotȱ offerȱ theȱ sameȱ depthȱ(Berman/Evansȱ2007,ȱp.ȱ144).ȱȱ

Even ȱ thoughȱ departmentȱ storesȱ areȱ tryingȱ toȱ respondȱ toȱ theirȱ deterioratingȱ Repositioningȱ

positionȱinȱtermsȱofȱgivingȱaȱclearȱprofileȱtoȱtheȱstoresȱby,ȱforȱexample,ȱtightenȬ ingȱupȱ theirȱassortment,ȱincreasingȱ theȱ amountȱ ofȱ exclusiveȱmerchandiseȱorȱ brandsȱ offered,ȱ introducingȱ storeȱ brandȱ programmes,ȱ improvingȱ customerȱ relationshipȱ managementȱ andȱ customerȱ serviceȱ systemsȱ orȱ marketingȱ camȬ paignsȱ toȱ improveȱ theirȱ image,ȱ thisȱ erosionȱ ofȱ marketȱ shareȱ stillȱ seemsȱ toȱ continue. ȱ

 

Full-Line Discount Stores 

FullȬlineȱ discountȱ storesȱ areȱ aȱ specificȱ typeȱ ofȱ departmentȱ storeȱ thatȱ offerȱ aȱ    DiscountȱDeȬ broadȱvarietyȱofȱmerchandiseȱatȱlowȱprices,ȱfromȱsuchȱcategoriesȱasȱelectronȬ    partmentȱStoreȱ ics,ȱ   furnitureȱ andȱ appliances,ȱ householdȱ wareȱ orȱ gardeningȱ toolsȱ (Levy/Weitzȱ 2007,ȱ p.ȱ48).ȱ Thisȱstoreȱ formatȱ hasȱ itsȱ originsȱ inȱ theȱ USA,ȱ withȱ WalȬMart,ȱKmartȱandȱTargetȱasȱtheȱmostȱimportantȱplayers.ȱ

Storeȱarchitectureȱandȱinstoreȱdesignȱareȱveryȱsimple,ȱsoȱasȱtoȱkeepȱcostsȱlow.ȱ Also,ȱ theȱ merchandiseȱ isȱ usuallyȱ lessȱ fashionȬorientedȱ thanȱ inȱ departmentȱ stores. ȱ FullȬlineȱ discountȱ storesȱ offerȱ bothȱ storeȱ brands,ȱ forȱ example,ȱ nonȬ durable ȱ goods,ȱ andȱ manufacturerȱ brands,ȱ suchȱ asȱ hardȱ goodsȱ (e.g.ȱ TVsȱ orȱ householdȱ appliances).ȱ Usually,ȱ customerȱ serviceȱ isȱ veryȱ limited.ȱ Productsȱ areȱ soldȱ viaȱselfȬservice.ȱCustomersȱuseȱshoppingȱcartsȱtoȱ doȱ theirȱ purchasesȱ andȱ payȱ atȱ centralisedȱ checkȬoutȱ areasȱ (Berman/Evansȱ 2007,ȱ p.ȱ145).ȱ Thus,ȱ operatingȱ costsȱ areȱ keptȱlow.ȱ Thisȱstoreȱ formatȱstrugglesȱ fromȱ theȱlackȱofȱ aȱ pleasant ȱshoppingȱ experienceȱ andȱ itsȱ similarityȱtoȱ hypermarketsȱ(orȱsuperȬ centres)ȱ withȱ respectȱ toȱ nonȬfoodȱ items.ȱ FullȬlineȱ discountȱ storesȱ areȱ thereȬ foreȱ facedȱ withȱ strongȱ generalȱ competitionȱ fromȱ hypermarketsȱ andȱ fromȱ categoryȱkillersȱinȱ eachȱspecificȱcategory.ȱOverȱtheȱlastȱ fewȱyears,ȱ theyȱhaveȱ lostȱmarketȱshare,ȱ which,ȱforȱ example,ȱhasȱ ledȱ WalȬMartȱtoȱcloseȱsomeȱ ofȱ itsȱ fullȬlineȱdiscountȱstoresȱorȱconvertȱthemȱintoȱsupercentres.ȱ
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Variety Stores and Value Retailers 

VarietyȱStoresȱ    Varietyȱ stores,ȱsuchȱ asȱ Woolworthsȱ orȱBenȱ Franklin,ȱ offerȱaȱ broadȱ assortmentȱ

ofȱ inexpensiveȱ andȱ popularlyȬpricedȱ merchandise.ȱ Categoriesȱ suchȱ asȱ clothes, ȱaccessories,ȱjewellery,ȱ candy,ȱtoys,ȱetc.,ȱareȱcovered.ȱTheȱstoresȱofferȱ limitedȱ servicesȱ andȱ doȱ notȱ carryȱ fullȱ productȱ linesȱ (Berman/Evansȱ 2007,ȱ p.ȱ146).ȱThisȱ storeȱ formatȱ facesȱ strongȱ competitionȱ fromȱretailȱ formatsȱ suchȱ asȱcategoryȱspecialists,ȱdiscountȱstoresȱandȱ(large)ȱfoodȱretailingȱformatsȱthatȱ carryȱaȱrangeȱofȱnonȬfoodȱitemsȱofȱsimilarȱproductȱlines.ȱ

ValueȱRetailersȱ    Whileȱ thisȱ conventionalȱ formȱ ofȱ varietyȱ storeȱ isȱ struggling,ȱ(extreme)ȱ valueȱ

retailers ȱhaveȱevolvedȱasȱ aȱnewȱformȱofȱvarietyȱstore.ȱTheyȱareȱgeneralȱmerȬ chandiseȱ discountȱ storesȱ thatȱ targetȱ mainlyȱ lowȬincomeȱ customersȱ andȱ areȱ thusȱ locatedȱ mainlyȱ inȱ lowȱ rent,ȱ lowerȬincomeȱ urbanȱ orȱ ruralȱ areasȱ (Levy/Weitzȱ2007,ȱp.ȱ52).ȱTheȱmerchandiseȱsoldȱcoversȱsimilarȱitemsȱtoȱthoseȱ inȱconventionalȱvarietyȱstores,ȱbutȱtheȱpricesȱareȱmuchȱlower.ȱ

 

Off-Price Stores 

BuyingȱStrategyȱ    OffȬpriceȱstoresȱsellȱanȱinconsistentȱassortmentȱofȱmerchandise,ȱe.g.ȱsoftȱgoodsȱ

suchȱ asȱ clothes,ȱ accessories,ȱ cosmeticsȱ orȱ footwearȱ atȱ lowȱ prices.ȱ Someȱ offȱ priceȱ retailersȱ focusȱ onȱ fashionȬoriented,ȱ brandȬnameȱ orȱ designerȬlabelledȱ items.ȱ OffȬpriceȱ storesȱ useȱ aȱ veryȱ aggressiveȱ buyingȱ strategyȱ withoutȱ askingȱ theȱmanufacturersȱforȱadditionalȱservicesȱsuchȱasȱreturnȱprivileges,ȱadvertisȬ ingȱ allowances,ȱ markdownȱ adjustmentsȱ orȱ delayedȱ payments.ȱ Theyȱ oftenȱ negotiateȱwithȱmanufacturersȱtoȱdiscountȱorders,ȱe.g.ȱforȱmerchandiseȱthatȱisȱ outȱ ofȱ seasonȱ orȱ forȱ irregularȱ itemsȱ thatȱ haveȱ minorȱ flawsȱ (Ogden/Ogdenȱ 2005, ȱpp.ȱ99Ȭ100;ȱBerman/Evansȱ2007,ȱp.ȱ147).ȱ

SpecificȱTypesȱofȱ    Specificȱ typesȱofȱ offȬpriceȱ storesȱare,ȱforȱexample,ȱcloseoutȱretailersȱ thatȱsellȱ aȱ

OffȬPriceȱStoresȱ    broadȱ assortmentȱ ofȱ merchandiseȱ thatȱ isȱ purchasedȱ atȱ closeoutȱ prices,ȱ oneȬ

priceȱ storesȱ thatȱ offerȱ everyȱ productȱ atȱ theȱ sameȱ priceȱ (e.g.ȱ dollarȱ stores)ȱ orȱ outlet ȱstoresȱ thatȱareȱownedȱbyȱ departmentȱ stores,ȱspecialtyȱstoresȱorȱmanuȬ facturersȱ (“factoryȱoutletȱstores”,ȱ seeȱ Chapterȱ3).ȱ Inȱ theseȱ stores,ȱ forȱ example,ȱ excessȱmerchandise,ȱoverrunsȱorȱirregularsȱareȱsoldȱandȱmarkdownȱpricesȱinȱ theȱprimaryȱstoresȱcanȱbeȱavoidedȱ(Levy/Weitzȱ2007,ȱp.ȱ53).ȱ

 

Non-Store Retail Formats 

NonȬstoreȱ retailingȱ comprisesȱ allȱ retailȱ formatsȱ thatȱ doȱ notȱ useȱ bricksȬandȬ mortarȱstores.ȱTheȱmainȱprincipleȱisȱdistanceȱretailing,ȱwhichȱmeansȱ thatȱcusȬ tomers ȱandȱretailersȱdoȱnotȱ haveȱ directȱcontact.ȱTheȱ mostȱimportantȱtypeȱ ofȱ nonȬstoreȱretailingȱisȱhomeȱdelivery,ȱbutȱthereȱalsoȱareȱotherȱforms.ȱTraditionalȱ cataloguesȱ andȱ theȱ Internetȱ areȱ nonȬstoreȱ formatsȱ ofȱ majorȱ importanceȱ inȱ
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nonȬfoodȱ retailing.ȱ Otherȱ channelsȱ ofȱ lessȱ importanceȱ inȱ termsȱ ofȱ marketȱ shareȱ are,ȱ forȱ example,ȱ directȱ selling,ȱ TVȱ shopping,ȱ vendingȱ machinesȱ orȱ new ȱformsȱofȱmobileȱretailingȱ(mobileȱcommerce).ȱ

 

Catalogue Retailing 

Catalogueȱ retailingȱ isȱ theȱ traditionalȱ typeȱ ofȱ nonȬstoreȱ retailing.ȱ Theȱ merȬ chandiseȱ offeredȱ isȱ communicatedȱ toȱ consumersȱ throughȱ aȱ catalogueȱ andȱ customersȱcanȱgenerallyȱorderȱbyȱmail,ȱphoneȱorȱfax.ȱ

Theȱ twoȱ mainȱ typesȱ ofȱ catalogueȱ retailersȱ areȱ generalȱ merchandiseȱ catalogueȱ    TypesȱofȱCataȬ retailersȱ andȱ specialtyȱ catalogueȱ retailersȱ (Levy/Weitzȱ 2007,ȱ p.ȱ55).ȱ Whileȱ theȱ    logueȱRetailingȱ firstȱ typeȱ relatesȱ toȱretailersȱthatȱ offerȱ aȱbroadȱ varietyȱofȱ productȱ categoriesȱ (e.g.ȱOtto,ȱJCPenny,ȱ LaȱRedoute,ȱorȱFreemans),ȱtheȱlatterȱ focusȱonȱspecificȱcateȬ goriesȱofȱmerchandiseȱsuchȱasȱclothesȱ(e.g.ȱMadeleine,ȱLands’ȱEnd)ȱorȱsportingȱ goodsȱ(e.g.ȱSportScheck)ȱwithȱanȱextensiveȱassortmentȱdepth.ȱTheȱassortmentȱ policyȱ ofȱ generalȱmerchandiseȱcatalogueȱretailersȱisȱcomparableȱ toȱ theȱ stratȬ egyȱ ofȱ departmentȱ stores,ȱ whileȱ specialtyȱ catalogueȱ retailersȱ correspondȱ toȱ specialtyȱ storesȱ inȱ termsȱ ofȱ merchandiseȱ strategy.ȱ Often,ȱ generalȱ merchanȬ diseȱcatalogueȱretailersȱalsoȱlaunchȱseveralȱ cataloguesȱthatȱfocusȱonȱspecificȱ productȱgroups.ȱ

 

Electronic Retailing 

In ȱ electronicȱ retailingȱ (orȱ eȬretailing,ȱ electronicȱ commerce,ȱ eȬcommerce,ȱ    EȬCommerceȱ Internetȱ retailing),ȱ retailersȱ offerȱ theirȱ productsȱ andȱ servicesȱ overȱ theȱ InterȬ net.ȱ Merchandiseȱ isȱ thusȱ presentedȱ inȱ Internetȱ shops.ȱ Customersȱ usuallyȱ placeȱ theirȱ ordersȱ viaȱ electronicȱ checkȬoutsȱorȱ theyȱ canȱuseȱ eȬmailȱ orȱ tradiȬ tionalȱ modesȱ ofȱ communicationȱ (e.g.ȱ mail,ȱ phone,ȱ andȱ fax).ȱ While,ȱ inȱ mostȱ cases,ȱcustomersȱ payȱ throughȱ traditionalȱsystemsȱ(e.g.ȱcreditȱ card,ȱpurchasȬ ingȱ onȱ account),ȱ someȱ Internetȱ shopsȱ alsoȱ offerȱ electronicȱ paymentȱ systems.ȱ Alsoȱinȱelectronicȱretailing,ȱaccordingȱtoȱtheirȱmerchandiseȱstrategy,ȱretailersȱ can ȱ beȱ dividedȱ intoȱ generalȱ merchandiseȱ andȱ specialtyȱ retailers.ȱ Generally,ȱ all ȱkindsȱofȱproductsȱcanȱbeȱsoldȱoverȱtheȱInternet,ȱbutȱmajorȱsalesȱareȱgenerȬ atedȱ inȱ suchȱ categoriesȱ asȱ books,ȱ CDs,ȱ DVDs,ȱ clothes,ȱ computerȱ software,ȱ toysȱ orȱ homeȱ electronicsȱ (EIUȱ 2005).ȱ Theȱ Internetȱ isȱ ofȱ specificȱ importanceȱ forȱdigitalȱproducts,ȱe.g.ȱsoftware,ȱmusic,ȱeȬbooks,ȱthatȱ–ȱunlikeȱphysicalȱgoodsȱ    DigitalȱProducts –ȱ canȱ literallyȱ beȱtransferredȱthroughȱelectronicȱ channels.ȱInȱsuchȱ cases,ȱtheȱ Internet ȱ offersȱ additionalȱ shoppingȱ convenienceȱ inȱ termsȱ ofȱ theȱ directȱ andȱ immediateȱavailabilityȱofȱtheȱproductsȱpurchasedȱ(“transactionȱconvenience”).ȱ

Theȱ mostȱ prominentȱ exampleȱ ofȱ aȱ successfulȱ Internetȱ retailerȱ isȱ Amazon,ȱ whichȱ startedȱ offȱ asȱ aȱ specialtyȱ retailerȱ focussingȱ onȱ books,ȱ butȱ hasȱ addedȱ
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moreȱandȱmoreȱproductȱcategoriesȱtoȱitsȱportfolioȱsince,ȱsuchȱasȱmusic,ȱtoys,ȱ consumerȱelectronics,ȱpetȱsuppliesȱandȱevenȱgroceries.ȱ

Theȱ “hype”ȱ thatȱ wasȱ associatedȱ withȱ Internetȱ shoppingȱ asȱ aȱ revolutionaryȱ retailȱ formatȱ inȱ itsȱ beginningȱ hasȱ recededȱ andȱ aȱ marketȱ consolidationȱ processȱ hasȱdrivenȱmanyȱInternetȱretailerȱinnovatorsȱoutȱofȱtheȱmarket.ȱNonetheless,ȱ forȱ severalȱ years,ȱ electronicȱ retailingȱ –ȱ internationallyȱ –ȱ hasȱ beenȱ theȱ retailȱ format ȱwithȱ theȱ fastestȱgrowthȱ (EIUȱ2005).ȱTheȱemergenceȱ ofȱ InternetȱretailȬ

Innovativeȱȱ   ing ȱhasȱledȱ toȱnewȱ businessȱmodelsȱ andȱnewȱ formsȱ ofȱ retailȱtransactionsȱthatȱ

BusinessȱModelsȱ   areȱmediatedȱbyȱtheȱcomputer.ȱInȱ thisȱcontext,ȱforȱ example,ȱInternetȱauctionsȱ

(e.g.ȱ eBay),ȱ Internetȱ priceȱ comparisonȱ (e.g.ȱ froogle)ȱ orȱ “nameȬyourȬownȬprice”ȱ systemsȱ(e.g.ȱ Priceline.com)ȱhaveȱ beenȱdeveloped,ȱ thoughȱnotȱallȱofȱthemȱareȱ successful.ȱ

 

Direct Selling 

PersonalȱSellingȱ    Directȱ sellingȱ isȱ aȱ retailȱ formatȱ whichȱ involvesȱ interactiveȱ personalȱ contactȱ

betweenȱsalespersonsȱandȱcustomersȱatȱnonȬstoreȱlocations.ȱSalespersonsȱcanȱ contactȱcustomersȱ directlyȱatȱaȱconvenientȱlocationȱ(e.g.ȱ customer’sȱhomeȱorȱ atȱwork)ȱorȱtheyȱcanȱcontactȱthem,ȱforȱexample,ȱviaȱtelephone.ȱTheyȱdemonȬ strateȱ merchandise,ȱ takeȱ orders,ȱ deliverȱ theȱ productsȱ toȱ theȱ consumersȱ orȱ provideȱ themȱ withȱ furtherȱ informationȱ orȱ servicesȱ (Ogden/Ogdenȱ 2005,ȱ p.ȱ107).ȱDirectȱsellingȱchannelsȱcanȱbeȱoperatedȱbyȱretailersȱorȱmanufacturersȱ (seeȱChapterȱ3).ȱȱ

ȱ      Theȱ strategyȱ behindȱ directȱ sellingȱ systemsȱ thatȱ operateȱ withȱ ownȱ salesperȬ ȱ      sonsȱwhoȱsellȱindividuallyȱtoȱconsumersȱandȱprovideȱthemȱwithȱaȱhighȱlevelȱ ȱ      ofȱ informationȱ and,ȱinȱ someȱ cases,ȱextensiveȱdemonstrationsȱofȱ products,ȱ isȱ ȱ      associatedȱwithȱhighȱ operatingȱcosts.ȱTherefore,ȱspecificȱformsȱ ofȱ directȱsellȬ ȱ      ingȱ haveȱ evolved.ȱ Theȱ mainȱ formsȱ ofȱ theseȱ areȱ partyȱ salesȱ andȱ multilevelȱ

PartyȱSellingȱ    marketingȱsystems.ȱPartyȱsalesȱareȱcharacterisedȱbyȱsalespersonsȱencouragingȱ

customersȱ toȱactȱ asȱ hostsȱandȱinviteȱfriendsȱtoȱ aȱ “party”ȱ atȱ whichȱ theȱprodȬ

Multilevelȱ    uctsȱareȱpresented.ȱInȱmultilevelȱsellingȱ systems,ȱmasterȱdistributorsȱ recruitȱ Marketingȱ   otherȱ peopleȱ toȱ becomeȱ distributorsȱ inȱ theirȱ networkȱ (Levy/Weitzȱ 2007,ȱ

p.ȱ55).ȱ Directȱ sellingȱ isȱ appliedȱ inȱ productȱ categoriesȱ suchȱ as,ȱ e.g.,ȱ houseȬ waresȱ(e.g.ȱTupperware),ȱcosmeticsȱ(e.g.ȱAvon)ȱorȱjewelleryȱ(e.g.ȱPierreȱLang).ȱ

 

Other Non-Store Shopping Formats 

In ȱ additionȱ toȱ theseȱ mainȱ nonȬstoreȱ shoppingȱ formats,ȱ thereȱ areȱ alsoȱ otherȱ nonȬstoreȱchannels,ȱbutȱtheyȱareȱofȱlessȱimportanceȱinȱtermsȱofȱmarketȱshare.ȱ Forȱ example,ȱ alsoȱ inȱ nonȬfoodȱ retailing,ȱ vendingȱ machinesȱ canȱ beȱ usedȱ forȱ sellingȱbooks,ȱnewspapers,ȱphoneȱcards,ȱCDsȱorȱDVDsȱetc.ȱWhileȱtheȱoperatȬ ing ȱ costsȱ areȱ relativelyȱ low,ȱ theȱ mainȱ drawbacksȱ ofȱ vendingȱ machinesȱ areȱ
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logistical,ȱ suchȱ asȱ fillingȱprocesses,ȱ outȬofȬstocksȱ orȱ reverseȱ logistics,ȱe.g.ȱ inȱ theȱcaseȱofȱdamagedȱproducts.ȱ

Additionally,ȱ severalȱ nonȬstoreȱ retailȱ channelsȱ haveȱ evolvedȱ thatȱ areȱ basedȱ    TVȱShoppingȱ on ȱspecificȱtechnologies.ȱForȱexample,ȱinȱTVȱshoppingȱ(televisionȱhomeȱshopȬ ping)ȱ productsȱ areȱ demonstratedȱ inȱ infomercialsȱ andȱ inȱ TVȱ channelsȱ dediȬ catedȱtoȱtelevisionȱshoppingȱorȱinȱdirectȱresponseȱadvertisingȱonȱTVȱorȱradio.ȱ Customersȱ usuallyȱ placeȱ theirȱ ordersȱ viaȱ telephone,ȱ butȱ thereȱ areȱalsoȱ newȱ interactiveȱ formsȱ ofȱ TVȱ shoppingȱ whereȱ ordersȱ can,ȱ forȱ example,ȱ beȱ transȬ ferred ȱonlineȱ(Gilbertȱ 2003,ȱ p.ȱ 355).ȱTVȱ shoppingȱ channelsȱ are,ȱ forȱ example,ȱ operatedȱbyȱQVCȱorȱHomeȱShoppingȱEuropeȱ(HSE24).ȱ

Newȱ developmentsȱinȱ informationȱ andȱcommunicationȱ technologyȱ seemȱ toȱ   MȬCommerceȱ lead ȱ constantlyȱ toȱ newȱ retailȱ formats.ȱ Forȱ example,ȱ mobileȱ commerceȱ whichȱ comprisesȱ retailȱ transactionsȱ (e.g.ȱ downloadingȱ ofȱ ringȱ tones,ȱ musicȱ orȱ games)ȱviaȱmobileȱphonesȱisȱsuchȱaȱnewȱformat.ȱȱ

 

Multi-Channel Retailing 

TheȱtermȱmultiȬchannelȱretailingȱ(MCR)ȱrefersȱtoȱretailersȱusingȱseveralȱretailȱ channelsȱ inȱ parallelȱ toȱ sellȱ theirȱ merchandiseȱ (SchrammȬKleinȱ 2003).ȱ Thisȱ strategy ȱ hasȱ beenȱ commonȱ forȱ aȱ longȱ time,ȱ butȱ hasȱ recentlyȱ becomeȱ moreȱ relevant ȱ andȱ topical,ȱ becauseȱ ofȱ newȱ channelsȱ ofȱ distribution,ȱ inȱ particularȱ theȱInternet.ȱManyȱretailersȱactȱasȱmultiȬchannelȱretailersȱandȱcombineȱseveralȱ retailȱformats,ȱsuchȱasȱbricksȬandȬmortarȱstoresȱand/orȱtraditionalȱcataloguesȱ withȱInternetȱretailing.ȱByȱdoingȱ so,ȱcompaniesȱcanȱexploitȱtheȱuniqueȱbeneȬ fitsȱofȱtheȱdifferentȱretailȱformatsȱandȱthusȱincreaseȱcustomerȱbenefits.ȱHowȬ ever,ȱtheyȱalsoȱhaveȱtoȱdealȱwithȱtheȱspecificȱdrawbacksȱassociatedȱwithȱeachȱ retailȱformatȱ(seeȱTableȱ2.1).ȱ

Theȱ mainȱ reasonsȱ forȱ evolvingȱ intoȱ multiȬchannelȱ retailersȱ areȱ (SchrammȬ    Reasonsȱforȱ Kleinȱ2003,ȱpp.ȱ2Ȭ3;ȱLevy/Weitzȱ2007,ȱpp.ȱ81Ȭ83;ȱAlbaȱetȱal.ȱ1997):ȱ                  MultiȬChannelȱ

Retailingȱ

� expansionȱ ofȱ marketȱ presence,ȱ reachingȱ newȱ marketsȱ (e.g.ȱ newȱ targetȱ

groups,ȱgeographicallyȱnewȱmarkets,ȱetc.)ȱ

� leveragingȱ skillsȱ andȱ assetsȱ toȱ increaseȱ revenuesȱ andȱ profitsȱ (e.g.ȱ wellȬ

knownȱretailȱbrands,ȱsupplierȱrelationships,ȱbuyingȱpower,ȱ customerȱinȬ formation,ȱsupplyȱchainȱsystems,ȱetc.)ȱ

� overcomingȱ limitationsȱ ofȱ existingȱ formatsȱ (e.g.ȱ storeȱ size,ȱ flexibilityȱ inȱ

pricingȱandȱmerchandiseȱprovision,ȱinformationȬprovisionȱmodes,ȱetc.)ȱ

� increaseȱ inȱ customerȱ share/shareȱ ofȱ walletȱ (customers’ȱ percentageȱ ofȱ totalȱ

purchasesȱwithȱtheȱretailer).ȱ
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Tableȱ2.1ȱ    RelativeȱAttractivenessȱofȱAlternativeȱRetailȱFormatsȱtoȱConsumersȱȱ

Department Department     Category Category                    Internet Internet

Dimension Dimension          Supermarket Supermarket                              Catalogue Catalogue

Store Store        Specialist Specialist                      Retailer Retailer

Providing Alternatives for Consideration Providing Alternatives for Consideration Number of Categories Number of Categories           medium medium       medium medium         low low           low low           low low Alternatives per Category Alternatives per Category         medium medium          low low         medium medium       medium medium         low low Screening Alternatives to Form Consideration Set Screening Alternatives to Form Consideration Set Selecting Consideration Set Selecting Consideration Set      medium medium         high high         medium medium          low low           low low Providing Information for Selecting from Consideration Set Providing Information for Selecting from Consideration Set Quantity Quantity                         medium medium       medium medium       medium medium       medium medium       medium medium Quality Quality                              high high           high high           high high         medium medium          low low Comparing Alternatives Comparing Alternatives          medium medium       medium medium         high high           low low           low low Ordering and Fulfilment: Transaction Costs Ordering and Fulfilment: Transaction Costs Delivery Time Delivery Time                   immediate immediate     immediate immediate     immediate immediate       days days          days days Supplier Delivery Cost Supplier Delivery Cost              low low             low low            low low            high high           high high Customer Transaction Cost Customer Transaction Cost        high high           high high           high high           low low           high high Supplier Facility Costs Supplier Facility Costs               high high            high high            high high            low low            low low Locations for Placing Orders Locations for Placing Orders        few few            few few            few few        everywhere everywhere       many many Other Benefits Other Benefits

Entertainment Entertainment                     low low           high high         medium medium         low low           low low Social Interaction Social Interaction                  medium medium          high high         medium medium          low low            low low

Personal Security Personal Security                  low low            low low            low low           high high           high high      ȱ

Source:ȱ AdaptedȱfromȱAlbaȱetȱal.ȱ1997,ȱp.ȱ38.ȱ

 

Channelȱ   MultiȬchannelȱretailersȱapplyingȱanȱumbrellaȱbrandȱstrategy,ȱwhichȱmeansȱthatȱ

Integrationȱ    allȱretailȱformatsȱofȱtheȱcompanyȱcarryȱtheȱsameȱretailȱbrandȱ(seeȱChapterȱ6),ȱ

mustȱprovideȱaȱconsistentȱimageȱtoȱconsumersȱacrossȱallȱchannels.ȱThus,ȱtheȱ integrationȱ ofȱ retailȱ channelsȱ isȱ oneȱ ofȱ theȱ majorȱ issuesȱ withȱ whichȱ mostȱ retailers ȱ areȱ stillȱ strugglingȱ (SchrammȬKleinȱ 2003,ȱ pp.ȱ336Ȭ339).ȱ Theȱ proviȬ sionȱofȱintegratedȱretailȱchannelsȱisȱimportantȱinȱMCR,ȱasȱcustomersȱinȱmanyȱ casesȱ useȱ severalȱ retailȱ channelsȱ inȱ combinationȱ inȱ theirȱ buyingȱ process.ȱ Forȱ example,ȱ consumersȱ canȱ (1)ȱgainȱ initialȱinformationȱ onȱ brandsȱ andȱ productȱ typesȱfromȱtheȱcatalogue,ȱ(2)ȱinspectȱtheȱphysicalȱaspectsȱ(e.g.ȱcolours,ȱmateȬ rials,ȱcontent)ȱatȱtheȱ store,ȱ (3)ȱcheckȱ pricesȱ andȱ(4)ȱ availabilityȱ andȱ(5)ȱ comȬ pleteȱtheȱtransactionȱinȱtheȱInternetȱshopȱandȱ(6)ȱreturnȱproductsȱtoȱtheȱstore.ȱȱ

Successfulȱ multiȬchannelȱ retailersȱ includeȱ Ottoȱ (catalogues,ȱ stores,ȱ Internetȱ shop, ȱandȱ TVȱshopping),ȱLands’ȱ Endȱ (catalogues,ȱstores,ȱandȱ Internetȱ shop),ȱ Tescoȱ orȱ Carrefourȱ (multipleȱ storeȱ formatsȱ andȱ Internetȱ shop),ȱ orȱ Douglasȱ (storesȱandȱInternetȱshop).ȱ
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Conclusion and Outlook 

Inȱ nonȬfoodȱ retailing,ȱ traditionalȱ retailȱ formatsȱ suchȱ asȱ departmentȱ stores,ȱ    NewȱRetailȱ specialtyȱ storesȱ orȱ pureȱ catalogueȱ retailersȱ areȱ strugglingȱ withȱ competitionȱ    Formatsȱ fromȱ newȱ formatsȱsuchȱ asȱ priceȬaggressiveȱ storeȱformatsȱ(e.g.ȱcategoryȱkillers,ȱ off Ȭpriceȱstores),ȱ retailersȱthatȱsellȱfastȬmovingȱ nonȬfoodȱitemsȱasȱ specialȱproȬ motionsȱonȱaȱweeklyȱ orȱ semiȬweeklyȱbasisȱ(e.g.ȱTchibo)ȱorȱinnovativeȱnonȬstoreȱ formats ȱ suchȱ asȱInternetȱ shops.ȱ Thisȱ trendȱtowardsȱ moreȱ priceȬorientedȱ forȬ matsȱisȱpredictedȱtoȱcontinueȱinȱtheȱnextȱfewȱyearsȱ(seeȱFigureȱ2.1).ȱ

 

AnticipatedȱRelevanceȱofȱNonȬFoodȱRetailȱFormatsȱinȱ2010ȱ                            Figureȱ2.1ȱ

 

“Please rate the importance of the following retail formats in the year 2010.”

Hard Goods           Mean                        Fashion             Mean

Value                                                                 Value

Electronic                                                                Off-Price Stores/ Retailing       30,6             43,0          19,0 5,8       4,0                           26,2          34,4          27,0      9,8   2,5 3,7 1,7 Factory Outlets

Textile

Category Killers                                                                                      18,9            46,7             22,1    9,8   2,4 3,7 29,8 45,5 19,0 5,0 0,8 4,0 Discounters

Hard

Specialty Store Limited-Line                                                                                    24,6         31,1         23,8                   3,6 Discounters 9,1 43,0 35,5 9,1 3,3 3,5 16,4 4,1

Electronic

Off-Price Stores/                                                                          Retailing    17,2          39,3           21,3      18,9     3,3 3,5

16,7        32,5          26,7       21,7     2,5   3,4

Factory Outlet                                                                     Limited-Line

Specialty                                                              Specialty Stores 10,7        36,9             32,8        16,4    3,3 3,4

Stores 7,4         47,1             28,9      12,4   4,1   3,4

Specialty                                                      3,3 8,1 41,5 31,7 13,0 5,7

Hard                                                           Stores

Discounter   14,0      27,3          33,9         22,3     2,5   3,3

Boutique 7,4       34,4              41,8         13,9   2,4 3,3

Hypermarkets 2,5   25,8            44,2           22,5   5,0     3,0            Catalogue

Retailing   9,8    21,3           39,3            26,2       3,3 3,1

Catalogue

Retailing 5,0   21,5          38,8            29,8     5,0      2,9           Department 5,7    23,0           38,5            26,2     6,6      3,0

Stores

Department

Stores 2,5 16,7          45,0             28,3     7,5      2,7        Hypermarkets 4,1 17,4           47,1             24,8    6,6      2,9

0%    20%    40%    60%    80%    100%                   0%    20%    40%    60%    80%   100% very important                                                                            1 = very important important neither…nor of less importance not important at all

5 = not important at all

Results of a top management survey, n = 134.                                            ȱ

Source:ȱ AdaptedȱfromȱZentes/SchrammȬKlein/Neidhartȱ2005,ȱp.ȱ42.ȱ

 

Apartȱfromȱthisȱ trendȱtowardsȱ discountȬorientedȱ channels,ȱ theȱmainȱ develȬ Technologicalȱ

opmentsȱ inȱ nonȬfoodȱ retailȱ formatsȱ resultȱ fromȱ newȱ developmentsȱinȱ inforȬ Innovationȱ

mation ȱandȱ communicationȱ technologiesȱ thatȱnotȱonlyȱleadȱ toȱtheȱemergenceȱ ofȱ newȱ retailȱ formatsȱ suchȱ asȱ mobileȱ commerce,ȱ butȱ alsoȱ offerȱ potentialȱ newȱ businessȱmodelsȱandȱnewȱmodesȱofȱcommunicationȱtoȱcustomersȱwithinȱtheȱ frameworkȱ ofȱ existingȱ retailȱ formats.ȱ Theȱ newȱ retailȱ channelsȱ areȱ notȱ onlyȱ importantȱ asȱ newȱ competitors,ȱbutȱ manyȱretailersȱexpandȱtheirȱ existingȱ retailȱ formatsȱ byȱ addingȱ suchȱ newȱ channelsȱ andȱ evolvingȱ intoȱ multiȬchannelȱ reȬ tailers.ȱ Theseȱ developmentsȱ inȱ retailingȱ areȱ accompaniedȱ byȱ changesȱ inȱ consumers’ȱshoppingȱmotivesȱandȱbehaviour,ȱsuchȱasȱpriceȱorȱ“moreȬforȬless”ȱ orientation,ȱconvenienceȱorientation,ȱmoreȱsophisticatedȱcustomers,ȱetc.,ȱandȱ canȱbeȱinterpretedȱasȱaȱresponseȱtoȱcustomerȱneedsȱ(Unclesȱ2006).ȱ
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Case Study: Media Markt and Saturn1

 

Media Markt and Saturn as Category Killers in the Metro Group 

Withȱaȱturnoverȱofȱ55.7ȱbillionȱEURȱinȱ2005ȱandȱaboutȱ250,000ȱemployees,ȱtheȱ Metro ȱGroupȱisȱtheȱthirdȱlargestȱtradingȱgroupȱworldwide.ȱWithȱ30ȱcountriesȱ andȱ foreignȱ salesȱ comprisingȱaboutȱ 50ȱ%ȱ ofȱ totalȱgroupȱ turnover,ȱ theȱ Metroȱ Groupȱ isȱtheȱmostȱinternationalisedȱofȱtheȱtopȱ30ȱretailers.ȱOperativeȱbusinessȱ isȱ dividedȱ intoȱ theȱ followingȱ fourȱ lines:ȱ wholesaleȱ (Metroȱ andȱMakro),ȱ foodȱ retailingȱ(RealȱandȱExtra),ȱnonȬfoodȱspecialisedȱdiscountersȱ(MediaȱMarktȱandȱ Saturn)ȱ asȱ wellȱ asȱ departmentȱ storesȱ (Galeriaȱ Kaufhof).ȱ Furtherȱ detailedȱ inȬ formation ȱisȱprovidedȱinȱtheȱMetroȱGroupȱcaseȱstudyȱinȱChapterȱ12.ȱ

Consumerȱ   WithinȱtheȱMetroȱGroup,ȱtheȱsalesȱdivisionȱofȱ“nonȬfoodȱspecialisedȱdiscountȬ

Electronicsȱ    ers”ȱ isȱ representedȱ byȱ theȱ MediaȬSaturnȬHoldingȱ GmbH,ȱ whichȱ isȱ basedȱ inȱ

Ingolstadtȱ andȱ dividedȱ inȱ theȱ twoȱ companiesȱ “Mediaȱ Markt”ȱ andȱ “Saturn”.ȱ Theȱ MediaȬSaturnȬHoldingȱ GmbHȱ isȱ theȱ leadingȱ Europeanȱ companyȱ inȱ theȱ consumerȱ electronicsȱ tradeȱ withȱ aȱturnoverȱofȱ 13.3ȱbillionȱEURȱ inȱ 2005ȱ andȱ 37,000 ȱemployeesȱworldwide.ȱ

Withȱ aȱ growthȱ inȱ turnoverȱ ofȱ 9ȱ%ȱ toȱ 13.3ȱ billionȱ EURȱ inȱ 2005ȱ afterȱ havingȱ reachedȱ12.2ȱ billionȱ EURȱ inȱ 2004,ȱ theȱ groupȱ hasȱ consequentlyȱ consolidatedȱ andȱ enlargedȱ itsȱoperativeȱ efficiencyȱduringȱ theȱ lastȱfewȱ years.ȱ Inȱ Germany,ȱ ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   SourcesȱusedȱforȱthisȱcaseȱstudyȱincludeȱmiscellaneousȱvolumesȱofȱtheȱLebensmitȬ

telȱZeitung,ȱLZNet,ȱ Lebensmittelpraxisȱ International,ȱ severalȱ Germanȱ andȱ EuroȬ peanȱdailyȱnewspapersȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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theȱlevelȱofȱturnoverȱassociatedȱwithȱnumerousȱmarketingȱmeasuresȱwithȱtheȱ 25ȱyearsȱanniversaryȱofȱMediaȱMarkt,ȱasȱwellȱasȱtheȱopeningȱofȱtheȱhundredthȱ Saturn ȱ market,ȱcouldȱbeȱincreasedȱbyȱ100ȱmillionȱEURȱdespiteȱ unfavourableȱ conditionsȱ withinȱ theȱ industry.ȱ Inȱ termsȱ ofȱ foreignȱ business,ȱ theȱ salesȱ diviȬ sionȱ wasȱ ableȱ toȱ increaseȱ itsȱ turnoverȱ byȱ 17.8ȱ%ȱ toȱ 6.1ȱ billionȱ EURȱ inȱ 2005,ȱ comparedȱwithȱ5.1ȱbillionȱEURȱinȱ2004.ȱAllȱinȱall,ȱtheȱsalesȱdivisionȱdisposedȱ over ȱaȱEuropeȬwideȱbranchȱnetworkȱcomprisingȱ558ȱstoresȱwithȱaȱsalesȱ areaȱ of ȱ1.7ȱmillionȱm2.ȱInȱtheȱfinancialȱyearȱ2005,ȱtheȱMediaȬSaturnȬGroupȱincreasedȱ theȱEBITAȱbyȱ57.9ȱmillionȱEURȱfromȱ451.9ȱmillionȱEURȱtoȱ509.8ȱmillionȱEUR.ȱ Withȱgrowthȱ ofȱ12.8ȱ%,ȱ theȱ MediaȬSaturnȬGroupȱ againȱprovedȱ itsȱ strengthȱ inȱ earningsȱpowerȱ forȱtheȱMetroȱGroup,ȱ despiteȱaȱdifficultȱcompetitiveȱ environȬ mentȱandȱsubstantiallyȱincreasedȱexpenditureȱonȱ advertisingȱandȱmarketingȱ atȱaȱcontinuouslyȱhighȱrateȱbothȱatȱhomeȱandȱabroad.ȱ

 

Formation and Development of Media Markt and Saturn

Theȱ formingȱ ofȱ Saturnȱ datesȱ backȱ toȱ 1961ȱ whenȱ Anniȱ andȱ Fritzȱ WaffenȬ    Saturnȱ schmidtȱ establishedȱ theȱ consumerȱelectronicsȱ centreȱ Saturnȱ inȱ Cologneȱ andȱ expandedȱitȱtoȱtheȱlargestȱoutletȱforȱ hiȬfiȱstereoȱsystemsȱandȱrecordsȱworldȬ wideȱatȱthatȱtime.ȱInȱ1984,ȱKaufhofȱtookȱoverȱtheȱcompanyȱandȱinȱ1990,ȱMediaȱ Marktȱ boughtȱtheȱSaturnȬKaufhofȬGroup.ȱByȱ1996,ȱMetroȱassuredȱitsȱleadershipȱ withinȱ theȱ youngȱ MediaȬSaturnȬHoldingȱwithȱ70ȱ%.ȱ Today,ȱ theȱ MediaȬSaturnȬ Holding ȱusesȱtheȱredȱ(“Ichȱbinȱdochȱnichtȱblöd”)ȱandȱtheȱblueȱlabelȱ(“Geizȱistȱ geil”)ȱslogansȱforȱaȱcleverlyȱdevisedȱtwoȬlabelȱstrategy.ȱTheȱoutwardȱappearȬ ance ȱ ofȱ Mediaȱ Marktȱ andȱ Saturnȱ isȱ thatȱ ofȱ twoȱ aggressiveȱ competitors.ȱ NoȬ body ȱisȱtoȱrealiseȱthatȱtheȱturnoverȱgoesȱ intoȱ oneȱ“till”.ȱTheȱ headquartersȱinȱ Ingolstadtȱensureȱthatȱtheȱmarketȱleadersȱdoȱnotȱcannibaliseȱorȱchallengeȱoneȱ anotherȱinȱtermsȱofȱmarketȱshareȱorȱturnoverȱ(Lau/Kunertȱ2005).ȱ

Thisȱ strategyȱ alreadyȱ beginsȱ atȱ theȱ purchasingȱ stage.ȱ Theȱ ownersȱ ofȱ Mediaȱ Purchasingȱȱ

Markt ȱ andȱ Saturnȱ outletsȱ stillȱ orderȱ theirȱ respectiveȱ computers,ȱ TVs,ȱ hiȬfiȱ stereoȱ systemsȱ orȱ soundȱ storageȱ mediaȱ themselves,ȱ butȱ outlineȱ agreementsȱ areȱ negotiatedȱ inȱ Ingolstadt.ȱ Keyȱ productsȱ areȱ orderedȱ jointlyȱ fromȱ theȱ manufacturersȱ forȱ Mediaȱ Marktȱ andȱ Saturn.ȱ Theȱ purchasingȱ volumesȱ areȱ bundled ȱ–ȱandȱthisȱisȱreflectedȱinȱtheȱpricesȱofferedȱtoȱconsumers.ȱ

In ȱaddition,ȱtheȱheadquartersȱarrangesȱforȱnationalȱandȱinternationalȱexpanȬ Nationalȱandȱ

sionȱ andȱterritoryȱprotection.ȱInȱtheȱpast,ȱSaturnȱ preferredȱ toȱ locateȱinȱinnerȱ Internationalȱ

cities,ȱ whereasȱMediaȱMarktȱtypicallyȱchoseȱ outȬofȬtownȱlocations.ȱThisȱstrictȱ Expansionȱ

differentiationȱ noȱ longerȱapplies.ȱ Ifȱ aȱ newȱoutletȱ isȱplanned,ȱ theȱsiteȱ isȱ firstȱ analysed ȱaccordingȱtoȱ theȱ regioȱ cashȱ analysisȱthatȱhasȱ beenȱ developedȱ withinȱ the ȱ company.ȱ Amongȱ others,ȱ theȱ followingȱ keyȱ questionsȱ areȱ considered:ȱ
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“Whereȱ doȱ peopleȱ goȱ shoppingȱ inȱ theȱregion?”,ȱ “Wouldȱ aȱ newȱ outletȱ haveȱ negativeȱ effectsȱ onȱ anotherȱ outletȱofȱ theȱ groupȱ (cannibalisation)?”ȱCashiersȱ inȱexistingȱstoresȱprovideȱanȱimportantȱdataȱbasisȱforȱtheȱregioȱcashȱanalysis,ȱ becauseȱ theyȱalwaysȱaskȱforȱcustomers’ȱ postȱcodes.ȱTheȱ customerȱroutesȱareȱ thenȱ depictedȱ inȱ colourȱ onȱ aȱ mapȱ byȱtheȱ headquarters.ȱ Thus,ȱ anȱ expansionȱ planȱisȱgenerated.ȱTheȱcolourȱ“red”ȱcharacterisesȱaȱhighȱsaturationȱdegreeȱbyȱ Mediaȱ Markt,ȱ “blue”ȱ byȱ Saturn.ȱ Theȱ coloursȱ continuouslyȱ andȱ graduallyȱ change ȱ toȱ “lightȱ red”,ȱ “lightȱ blue”ȱ orȱ inȱ theȱ idealȱ caseȱ “white”.ȱ However,ȱ there ȱshouldȱbeȱnoȱ“purple”ȱspotsȱonȱtheȱmapȱ(Steinȱ2005).ȱ

Sometimes,ȱ bothȱ companiesȱ areȱ deliberatelyȱ placedȱ inȱ theȱ sameȱ regionȱ orȱ cityȱ inȱ orderȱ toȱ keepȱ awayȱ potentialȱ competitors,ȱ e.g.ȱ inȱ Cologne,ȱ whereȱ aboutȱ sixȱmillionȱ touristsȱ visitȱ theȱcathedralȱ everyȱ year.ȱ Nearȱtheȱ cathedral,ȱ bothȱ aȱ Saturnȱ storeȱ andȱ aȱ Mediaȱ Marktȱ canvassȱ localȱ andȱ otherȱ customersȱ (Petersȱ2005).ȱ

Characteristicsȱofȱ    Saturnȱ offersȱ aȱ comprehensiveȱ assortmentȱ ofȱ domesticȱ appliances,ȱ enterȬ

Saturnȱ    tainmentȱelectronics,ȱphoto,ȱcomputer,ȱnewȱmediaȱandȱsoundȱstorageȱmediaȱ

inȱ largeȱ stores,ȱ theȱ surfaceȱ ofȱ whichȱ canȱ varyȱ considerablyȱ fromȱ 1,200ȱ toȱ 16,000ȱm2ȱdependingȱonȱtheȱalreadyȬdescribedȱstrategicȱsiteȱselection.ȱSaturnȱ actsȱasȱaȱspecialisedȱdiscounterȱwithȱaggressiveȱpricesȱandȱaȱfullȱrangeȱofȱupȱ toȱ 100,000ȱ articlesȱ andȱ hasȱ thusȱ developedȱ –ȱ justȱ likeȱ Mediaȱ Marktȱ –ȱ intoȱ aȱ strongȱretailȱbrand.ȱOverȱtheȱlastȱfewȱyears,ȱitȱhasȱbeenȱableȱtoȱincreaseȱturnȬ overȱcontinuouslyȱ–ȱinȱcontrastȱtoȱtheȱsectorȱtrend.ȱȱ

Theȱ brandȬrelatedȱ positioningȱ ofȱ Saturnȱ isȱ basedȱ largelyȱ onȱ twoȱ pillarsȱ orȱ dimensions:ȱassortmentȱvarietyȱandȱtheȱpriceȬperformanceȱratio.ȱStillȱmostlyȱ inȱinnerȱcities,ȱtheȱcompanyȱoffersȱcustomersȱaȱcomprehensiveȱassortmentȱatȱ lowȱprices.ȱAssortmentȱefficiencyȱorȱcompetenceȱisȱpassedȱonȱtoȱtheȱpointȬofȬ saleȱ(PoS)ȱwithȱ theȱhelpȱofȱanȱextremelyȱ broadȱandȱdeepȱproductȱ rangeȱ andȱ highȱbrandȱavailability.ȱTheȱexcellentȱselectionȱȬȱespeciallyȱofȱCDsȱandȱDVDsȱ –ȱisȱatȱtheȱcoreȱofȱSaturn’sȱdifferentiationȱfromȱcompetitors.ȱWithȱupȱtoȱ60,000ȱ articlesȱinȱthisȱrange,ȱSaturnȱpresentsȱitselfȱtoȱtheȱcostumerȱasȱaȱlarge,ȱcompeȬ tentȱ provider.ȱ Theȱ priceȬperformanceȱ ratioȱ servesȱ asȱ anȱ importantȱ imageȬ relatedȱcomponentȱandȱconsequentlyȱ comesȱtoȱtheȱforeȱ atȱSaturn.ȱTheȱaimȱisȱ toȱconductȱbulkȱbusinessȱbyȱcateringȱspecificallyȱforȱtheȱmassesȱ(lowestȱpriceȱ asȱtheȱactivatingȱuniqueȱsellingȱproposition).ȱȱ

Aggressivenessȱ inȱ particular,ȱ toȱ suggestȱ anȱ extremelyȱ lowȱ priceȱ level,ȱ isȱ aȱ dominatingȱandȱdynamicȱfactorȱinȱSaturn’sȱmarketȱimage.ȱThisȱpriceȱaggresȬ sivenessȱ isȱ achievedȱ particularlyȱ throughȱ instoreȱ communicationȱ andȱ disȬ tanceȱ massȱ communication,ȱ i.e.ȱ mediaȱ advertising,ȱ andȱ thusȱ hasȱ anȱ imporȬ tantȱ influenceȱ onȱ Saturn’sȱ brandȱ imageȱ (Zentes/Neidhart/SchrammȬKleinȱ 2005).ȱ

ȱ
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Theȱ followingȱ caseȱ studyȱ focusesȱ onȱ Mediaȱ Markt.ȱ Inȱ 1979,ȱ Walterȱ Gunz,ȱ    HistoryȱofȱMediaȱ ErichȱandȱHelgaȱKellerhalsȱasȱwellȱasȱLeopoldȱStiefel,ȱtheȱmanagementȱCEOȱ   Marktȱ until ȱtheȱendȱofȱ2006,ȱopenedȱtheȱfirstȱMediaȱMarktȱinȱtheȱEuroȬIndustrieparkȱ (commercial ȱzone)ȱinȱMunich.ȱWithȱtheȱdiscountȬorientedȱcategoryȬspecialistȱ conceptȱ“Everythingȱunderȱoneȱumbrella”ȱtheyȱwereȱaheadȱofȱtheirȱtime.ȱAtȱ theȱ endȱ ofȱ theȱ1970sȱ andȱ beginningȱ ofȱ theȱ 1980s,ȱ consumersȱ boughtȱ televiȬ sionsȱ fromȱ theȱ localȱ consumerȱ electronicsȱ retailer,ȱ soundȱ storageȱ mediaȱ atȱ theȱ musicȱ shopȱ andȱ washingȱ machinesȱ fromȱ mailȬorderȱ companies.ȱ Theȱ selectionȱ withinȱ eachȱ respectiveȱ categoryȱ wasȱ limitedȱ –ȱ andȱ pricesȱ correȬ spondinglyȱhigh.ȱ “Aȱlimitedȱ salesȱ areaȱ combinedȱ withȱaȱ limitedȱ numberȱ ofȱ articlesȱ withinȱ theȱ assortmentȱ asȱ wellȱ asȱ goodȱ margins”ȱ –ȱ isȱ howȱ Leopoldȱ Stiefelȱ describedȱ theȱ company’sȱ philosophyȱ whichȱ paralleledȱ thatȱ ofȱ manyȱ consumerȱ electronicsȱ retailersȱ atȱthatȱtimeȱ–ȱuntilȱtheȱestablishmentȱ andȱtheȱ greatȱ successȱ ofȱ theȱ Mediaȱ Marktȱ concept:ȱ impressiveȱ outletsȱ withȱ aȱ largeȱ salesȱ area,ȱ largeȱ lineȱ extensionsȱ inȱ allȱ categoriesȱ –ȱ andȱ highȱ salesȱ figuresȱ combinedȱ withȱ aȱ narrowlyȱ calculatedȱ contributionȱ margin.ȱ Additionally,ȱ current ȱ brandsȱ underȱ oneȱ umbrellaȱ wereȱ alreadyȱ consistentlyȱ inȱ theȱ focusȱ during ȱtheȱstartȬupȱphase.ȱ

Inȱ1988,ȱtheȱ MetroȱAGȱacquiredȱaȱ54ȱ%ȱinterestȱinȱMediaȱMarktȱwithȱtheȱhelpȱ    ȱ ofȱ theȱ Kaufhofȱ AG.ȱ Today,ȱ Stiefelȱ stillȱ holdsȱ 5ȱ%ȱ ofȱ theȱ company,ȱ Kellerhalsȱ    ȱ aboutȱ20ȱ%ȱ andȱMetroȱaboutȱ 75ȱ%.ȱ Mediaȱ Marktȱ isȱEurope’sȱno.ȱ1ȱ inȱ theȱconȬ    No.ȱ1ȱ sumerȱ electronicsȱ specialisedȱdiscounterȱ sector.ȱ Withȱ theȱ helpȱ ofȱ constantlyȱ    inȱEuropeȱ lowȱ prices,ȱ aȱ uniqueȱ productȱ rangeȱ ofȱ theȱ latestȱ brandsȱ throughoutȱ theȱ inȬ dustryȱandȱanȱenlargedȱnetȱofȱ specialisedȱdiscounters,ȱMediaȱMarktȱhasȱ sucȬ ceededȱ inȱachievingȱmarketȱleadershipȱwithȱaȱhealthyȱmarginȱ overȱtheȱcomȬ petition. ȱ

Inȱrecentȱyears,ȱMediaȱMarktȱhasȱbeenȱcharacterisedȱbyȱanȱincreasingȱinternaȬ InternationalisaȬ

tionalisationȱwithȱtheȱaimȱofȱconcentratingȱitsȱmarketȱpresenceȱwithinȱaȱshortȱ    tionȱ periodȱofȱtime.ȱInȱ additionȱ toȱ theȱ domesticȱGermanȱmarket,ȱtheȱcompanyȱisȱ currentlyȱalsoȱactiveȱinȱFranceȱ(sinceȱ1989),ȱAustriaȱ(sinceȱ1990),ȱSwitzerlandȱ (sinceȱ 1994),ȱ Hungaryȱ (sinceȱ 1997),ȱ Polandȱ (sinceȱ 1998),ȱ Italyȱ (throughȱ theȱ take ȱoverȱofȱ MediaWorldȱ inȱ1999),ȱ Spainȱ (sinceȱ 1999),ȱtheȱNetherlandsȱ(sinceȱ 2000),ȱ Belgiumȱ(sinceȱ2002),ȱ Portugalȱ(sinceȱ2004)ȱandȱGreeceȱ(sinceȱ2005).ȱItȱ isȱ thusȱ furtherȱ extendingȱ itsȱ leadingȱ marketȱ positionȱ inȱ Europe.ȱ Furtherȱ marketȱ entriesȱ inȱ Russiaȱ andȱ Swedenȱ areȱ plannedȱ forȱ theȱ nearȱ future.ȱ ForȬ eignȱ businessȱ currentlyȱ hasȱ aȱ 50ȱ%ȱ shareȱ ofȱ totalȱ turnoverȱ –ȱ andȱ thisȱ shareȱ continuesȱtoȱriseȱ(MediaȱMarktȱ2006b).ȱ
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Positioning of Media Markt as Modern Category Specialist

Mediaȱ Marktȱ positionsȱ itselfȱ asȱ aȱ highȬperformanceȱ andȱ priceȬaggressiveȱ specialisedȱdiscounterȱthroughȱaȱcomprehensiveȱassortmentȱofȱanȱaverageȱofȱ aboutȱ 45,000ȱ articlesȱ fromȱ theȱ followingȱ departments:ȱ telecommunication,ȱ computer,ȱ photo,ȱ hiȬfiȱ andȱ consumerȱ electronics.ȱ A ȱ broadȱ serviceȱ portfolioȱ andȱcompetentȱ andȱindividualȱconsultingȱareȱpartȱofȱtheȱ(international)ȱ serȬ viceȱstandardȱ(MediaȱMarktȱ2006a).ȱ

Advertisingȱ    Theȱ outwardȱ presentationȱ ofȱ Mediaȱ Marktȱ inȱ theȱ internationalȱmarketȱ (withȱ Campaignsȱ   slightȱ countryȬspecificȱ modifications)ȱ isȱ characterisedȱ byȱ theȱ powerfulȱ andȱ

catchyȱ advertisingȱ campaignȱ “Ichȱ binȱ dochȱ nichtȱ blöd!”ȱ (I’mȱ notȱ stupid!)ȱ whichȱ deliberatelyȱ polarisesȱ consumers.ȱ Thisȱ campaignȱ contributesȱ toȱ theȱ highȱ levelȱ ofȱ nameȱrecognitionȱ forȱ theȱ company.ȱ Forȱ example,ȱ98ȱ%ȱofȱ GerȬ mansȱareȱacquaintedȱwithȱbothȱbrandsȱofȱtheȱMediaȬSaturnȬHoldingȱandȱ70ȱ%ȱ alsoȱbuyȱthere.ȱTheseȱadvertisingȱmessagesȱwereȱflankedȱinȱ2006ȱbyȱtheȱseaȬ sonalȱ campaignsȱ “Besterȱ Mediaȱ Marktȱ allerȱ Zeitenȱ –ȱ Wirȱ holenȱ denȱ Titel!”ȱ (Theȱ bestȱMediaȱ Marktȱ ofȱ allȱ timeȱ–ȱweȱ earnȱtheȱ title!)ȱandȱwithinȱtheȱscopeȱ ofȱSaturn’sȱinternationalisationȱ“SaturnȱwächstȱnachȱEuropaȱ–ȱmehrȱLeistungȱ fürȱ Sie!”ȱ(Saturnȱ expandsȱ throughoutȱEuropeȱ –ȱ moreȱ performanceȱforȱ you).ȱ Since ȱtheȱformationȱofȱtheȱcompany,ȱtheȱattributesȱ“humour”ȱandȱ“honesty”ȱ areȱusedȱtoȱcommunicateȱtheȱgreatȱselectionȱofȱbrandȱproductsȱatȱlowȱprices.ȱ Withȱ theȱ helpȱ ofȱ theseȱ attentionȬgrabbingȱ andȱ emotiveȱ advertisingȱ camȬ paigns, ȱMediaȱMarktȱhasȱsucceededȱinȱstabilisingȱitsȱbrandȱ imageȱinȱtermsȱofȱ consumerȱ awarenessȱ andȱ inȱ furtherȱ developingȱ itsȱ positionȱ asȱ aȱ distinctiveȱ retailȱbrand.ȱ

Organisationalȱ   Theȱ decentralisedȱ organisationalȱ structureȱ withinȱ theȱ distributionȱ outletsȱ

Structureȱ    makesȱaȱ considerableȱ contributionȱ toȱtheȱ continuousȱandȱ profitableȱ growthȱ

ofȱ theȱ MediaȬSaturnȬGroup.ȱAsȱ fellowȱ partners,ȱ Mediaȱ Markt’sȱ managersȱ areȱ directlyȱ integratedȱ intoȱ andȱ responsibleȱ forȱ corporateȱ success.ȱ Accordingly,ȱ theȱmanagersȱholdȱaȱshareȱofȱ10ȱ%ȱinȱtheȱ(local)ȱcompanyȱandȱthusȱfulfilȱtheȱ roleȱofȱaȱ“localȱentrepreneur”ȱ–ȱasȱtheȱpastȱhasȱshown.ȱTheyȱhaveȱessentiallyȱ soleȱ responsibilityȱ withȱ regardȱtoȱ theȱassortment,ȱpricingȱ andȱscopeȱ ofȱperȬ sonnel ȱ andȱ marketingȱ andȱ thusȱ considerablyȱ influenceȱ theȱ turnoverȱ andȱ profitabilityȱofȱtheirȱownȱoutlet.ȱ

Flexibilityȱatȱtheȱ    Aboveȱall,ȱtheȱdecentralisedȱmanagementȱstructureȱallowsȱaȱquickȱandȱflexiȬ

LocalȱLevelȱ    bleȱadaptationȱofȱtheȱrangeȱofȱgoodsȱtoȱspecificȱcustomerȱexpectationsȱwhichȱ

differȱaccordingȱtoȱtheȱlocation.ȱAȱreactionȱtoȱtheȱpriceȱandȱassortmentȱactiviȬ tiesȱofȱcompetitorsȱinȱtheȱdirectȱlocalȱenvironmentȱisȱpossibleȱbothȱpromptlyȱ andȱ flexibly.ȱ Thus,ȱ theȱ salesȱ divisionȱ asȱ aȱ wholeȱ benefitsȱ fromȱ managerialȱ scopeȱ andȱ autonomyȱ inȱ theȱ singleȱ outletsȱ onȱ site.ȱ Theȱ respectiveȱ pricesȱ areȱ theȱ “localȱ bestȱ prices”ȱ offeredȱ byȱ theȱ respectiveȱ outletȱ comparedȱ toȱ directȱ
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localȱcompetitors.ȱ Thus,ȱ standardȱ pricesȱ atȱaȱ nationalȱ levelȱ areȱ avoidedȱ deȬ liberatelyȱ inȱ orderȱ toȱ benefitȱ fromȱ localȱ priceȱ fluctuationsȱ andȱ aȱ varyingȱ willingness ȱ toȱ pay.ȱ Individualȱ storesȱ benefitȱ fromȱ theȱ storeȱ network’sȱ highȱ performance ȱandȱtheȱcompanyȱreliesȱ onȱmotivatedȱemployeesȱsatisfyingȱtheȱ customersȱ andȱ theirȱ needs.ȱ Individualȱ adviceȱ fromȱ trainedȱ employeesȱ asȱ wellȱasȱfullȱservices,ȱcorrespondȱtoȱtheȱvolumeȱandȱqualityȱofȱtheȱassortment.ȱ Thisȱ includesȱ aȱ professionalȱ repairȱ serviceȱ asȱ wellȱ asȱ deliveryȱ andȱ installaȬ tionȱofȱlargeȱitemsȱatȱpeople’sȱhomes.ȱ

 

Online-Shopping/E-Commerce at Media Markt 

WhereasȱMediaȱMarktȱisȱpresentȱinȱtwelveȱEuropeanȱcountriesȱwithȱitsȱstores,ȱ thereȱareȱonlyȱtwoȱInternetȱ shopsȱ–ȱinȱItalyȱandȱGermany.ȱ InȱallȱotherȱcounȬ tryȱ markets,ȱ theȱ company’sȱ homepageȱ inȱ theȱ respectiveȱ countryȱ onlyȱ givesȱ productȱ informationȱ andȱ refersȱ consumersȱ toȱ theȱ localȱ outlet.ȱ (Reference)ȱ pricesȱ areȱ notȱ indicated,ȱ because,ȱ asȱ alreadyȱ indicated,ȱ theyȱ areȱ calculatedȱ locallyȱ andȱ thusȱ areȱ notȱ validȱ nationallyȱ withinȱ theȱ contextȱ ofȱ retailȱ storeȱ business.ȱ

Theȱ entryȱ intoȱeȬcommerceȱwasȱcombinedȱ withȱtheȱ marketȱ entryȱ inȱItalyȱ inȱ “MediaWorld”ȱ

1999.ȱ Inȱ theȱ courseȱ ofȱ theȱ takeȬoverȱ ofȱ MediaWorld,ȱ theȱ onlineȱ shopȱ MediaȬ    OnlineȱShopȱ World.itȱ startedȱ atȱ theȱbeginningȱofȱ 2000ȱ withȱ 500ȱ articles.ȱLogoȱ andȱdesignȱ wereȱadaptedȱtoȱMediaȱMarkt,ȱbutȱwithȱorange,ȱ greenȱandȱyellow,ȱtheyȱ wereȱ flashier.ȱLaterȱon,ȱitȱwasȱadaptedȱgraduallyȱandȱsinceȱJanuaryȱ2000,ȱtheȱcomȬ panyȱbelongsȱtoȱtheȱMediaȬSaturnȬHolding.ȱUnderȱcompanyȱlaw,ȱitȱhadȱbeenȱaȱ direct ȱ affiliateȱ ofȱ Metroȱ Italiaȱ upȱ toȱ thatȱ time.ȱ Onȱ theȱ homepageȱ ofȱ MediaȬ World .it,ȱ theȱ buttonȱ “Comproȱ online”ȱ (onlineȱ shop)ȱ usedȱ toȱ beȱ somewhatȱ hiddenȱ betweenȱ jobȱadvertisementsȱ andȱ theȱ repairȱ service.ȱ However,ȱdirectȱ accessȱ isȱ nowȱpossibleȱ onȱ theȱ homepage,ȱenablingȱ theȱ customerȱ toȱ visitȱ theȱ online ȱshopȱindependentlyȱofȱvisitingȱtheȱhomepageȱitself.ȱ

On ȱ theȱ shop’sȱ mainȱ page,ȱ itȱ wasȱ notȱ veryȱ clearȱ atȱtheȱ beginningȱ howȱ largeȱ theȱ productȱ assortmentȱ reallyȱ was:ȱ apparently,ȱ aboutȱ 500ȱ electricalȬ equipmentȱarticlesȱinȱtwelveȱgroups,ȱfromȱcarȱradioȱtoȱwashingȱmachine.ȱByȱ theȱ endȱ ofȱ 2000,ȱ theȱ productȱ rangeȱ hadȱ beenȱ increasedȱ toȱ 1,500ȱ products,ȱ withȱ theȱ aimȱ ofȱ ultimatelyȱ havingȱ aȱ shopȱ withȱ anȱ assortmentȱ ofȱ 5,000ȱ artiȬ cles. ȱAtȱtheȱbeginning,ȱtheȱpricesȱofȱtheȱInternetȱshopȱrepresentedȱanȱaverageȱ ofȱtheȱ pricesȱ offeredȱ atȱ allȱ 23ȱ Italianȱ outletsȱ atȱ thatȱ time.ȱ MediaWorldȱ storesȱ wereȱnotȱ yetȱrepresentedȱinȱtheȱSouthȱofȱItalyȱorȱinȱSicily.ȱHowever,ȱ deliverȬ iesȱfromȱ theȱonlineȱ shopȱwereȱpossibleȱtoȱ allȱ ofȱItalyȱ fromȱtheȱcentralȱ wareȬ houseȱ inȱ Monza.ȱ Today,ȱ pricesȱ areȱ calculatedȱ onȱ theȱ basisȱ ofȱ comparisonsȱ with ȱ thoseȱ ofȱ domesticȱ onlineȱ competitorsȱ (seeȱ alsoȱ theȱ detailsȱ withinȱ theȱ contextȱ ofȱ onlineȱ shopsȱinȱ Germany),ȱareȱ indicatedȱonȱ theȱhomepageȱatȱ theȱ
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respectiveȱ productȱ descriptionȱ andȱ areȱ communicatedȱ aggressivelyȱ (HeȬ dewigȬMohrȱ2000).ȱ

Fromȱ theȱbeginning,ȱ MediaWorldȱ hasȱ guaranteedȱdeliveryȱwithinȱ fiveȱ workȬ ing ȱdays,ȱbutȱ freightȱ costsȱ dependedȱonȱtheȱweightȱofȱ theȱ goods.ȱUpȱ toȱ theȱ present,ȱpaymentȱisȱmostlyȱmadeȱwithȱcreditȱcards.ȱ

 

Online-Shopping at Media Markt in Germany 

ȱ      Atȱ theȱ endȱ ofȱ theȱ 1990s,ȱ Mediaȱ Marktȱ wasȱ aȱ pioneerȱ inȱ electronicȱ retailing.ȱ

Assortmentȱ   Theȱonlineȱshopȱstartedȱwithȱaȱlimitedȱassortment,ȱwhich,ȱsinceȱtheȱplatformȱ

Strategyȱ    launch,ȱ hasȱ graduallyȱ beenȱ extendedȱ withȱ washingȱ machines,ȱ digitalȱ camȬ

eras,ȱ printers,ȱ laptopsȱ andȱ homeȬcinemaȱ products.ȱ Sinceȱ Decemberȱ 2001,ȱ thereȱ hasȱ beenȱ aȱ cooperationȱ withȱ theȱ Bundesverbandȱ derȱ Phonographischenȱ Wirtschaftȱ (Germanȱ Federalȱ Associationȱ ofȱ theȱ Phonographicȱ Industry)ȱ toȱ offerȱdigitalȱmusicȱdownloads.ȱAtȱfirst,ȱanȱattemptȱwasȱmadeȱtoȱsellȱtheȱmuȬ sicȱthroughȱtheȱplatformȱHotvision.deȱwhichȱwasȱtoȱbeȱestablishedȱasȱanȱindiȬ vidualȱ brandȱ (Kapellȱ 2002).ȱAfterȱ itsȱ failure,ȱ theȱ musicȱ downloadȱ wasȱinteȬ gratedȱ intoȱ theȱ Mediamarkt.deȱ platform.ȱ Thus,ȱ Mediaȱ Marktȱ becameȱ theȱ firstȱ retailerȱinȱGermanyȱ toȱfocusȱonȱ thisȱfutureȱmarket.ȱ Theȱ downloadȱshopȱhasȱ increasedȱ theȱ numberȱ ofȱ musicȱ titlesȱ fromȱ onlyȱ 4,000ȱ titlesȱ toȱ overȱ 40,000ȱ titlesȱ inȱ 2003,ȱ andȱ currentlyȱ offersȱ 700,000ȱ titles.ȱ Duringȱ theȱ sameȱ period,ȱ pricesȱ hadȱ beenȱ adjustedȱ toȱ conditionsȱcausedȱ byȱ increasingȱcompetitionȱ inȱ theȱ marketȱ forȱ musicȱdownloads.ȱInȱorderȱ toȱdevelopȱtheȱ imageȱ ofȱ aȱ priceȬ aggressiveȱ onlineȱsupplier,ȱ theȱ companyȱ successfullyȱ reducedȱtheȱpricesȱforȱ musicȱtitlesȱfromȱ1.79ȱEURȱtoȱaȱcompetitiveȱ0.99ȱEUR.ȱAboutȱ2ȱ%ȱofȱallȱInterȬ netȱusersȱinȱGermanyȱdownloadȱtheirȱmusicȱonlineȱfromȱMediaȱMarkt.ȱ

ȱ      Theȱ onlineȱ shopȱ conceptȱ hasȱ beenȱ relaunchedȱ severalȱ timesȱ (Kapellȱ 2005a;ȱ ȱ      Kapellȱ 2005b).ȱ Inȱ 2004,ȱ forȱ example,ȱ Mediaȱ Marktȱ competedȱ withȱ aȱ newȱ ȱ      homepageȱandȱaȱseparateȱonlineȱ shopȱaccessibleȱthroughȱ theȱnormalȱhomeȬ

Onlineȱvs.ȱȱ   page.ȱ Theȱ ideaȱ wasȱ toȱ separateȱ theȱ coreȱ storeȱ retailingȱ businessȱ fromȱ theȱ

OfflineȱPricingȱ    definedȱ nonȬstoreȱ retailing.ȱ Thisȱ wasȱ toȱ beȱ doneȱ moreȱ strictlyȱ thanȱ inȱ theȱ

past,ȱbecauseȱmanyȱonlineȱsuppliersȱperformedȱbetterȱinȱpriceȱcomparisons.ȱȱ

Thisȱagainȱresultedȱinȱoppositionȱwithinȱtheȱcompany,ȱbecause,ȱ beforeȱvisitȬ ing ȱtheȱoutlet,ȱconsumersȱoftenȱcheckȱonlineȱshopȱpricesȱwhichȱareȱinȱgeneralȱ lowerȱthanȱstoreȱprices.ȱTheȱcompanyȱfoundȱitselfȱinȱaȱdilemma.ȱWhenȱpricesȱ inȱ theȱ Internetȱ shopȱ wereȱ high,ȱ potentialȱ customersȱ decidedȱ toȱ buyȱ fromȱ otherȱ onlineȱ suppliers,ȱ butȱ lowȱ Internetȱ pricesȱ hadȱ negativeȱ effectsȱ onȱ theȱ storeȬbasedȱretailȱimageȱ(Ottmannȱ2004a,ȱOttmannȱ2004b,ȱWirtschaftswocheȱ 2004).ȱ Thus,ȱ theȱ companyȱ feltȱ impelledȱ toȱ separateȱ onlineȱ andȱ storeȱ salesȱ moreȱclearlyȱinȱorderȱtoȱmaintainȱitsȱimageȱasȱaȱpriceȱleaderȱ(Hankeȱ2004).ȱ
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SinceȱOctoberȱ2005,ȱthisȱclearerȱseparationȱbetweenȱstoreȱandȱonlineȱbusinessȱ    Separationȱofȱ canȱ beȱseenȱinȱtheȱ onlineȱ shopȱMediaonline.de,ȱ whichȱnowȱcarriesȱaȱ separateȱ    Onlineȱandȱȱ retailȱ brandȱ andȱ offersȱ aboutȱ 25ȱ categoriesȱ withȱ 6,000ȱ differentȱ articles.ȱ    OfflineȱBusinessȱ Therefore, ȱtheȱoutwardȱpresentationȱofȱMediaȱMarktȱandȱMediaOnlineȱisȱcomȬ pletelyȱseparate,ȱwithȱnoȱcombinedȱreferences.ȱȱ

Theȱ companyȱ registersȱ aboutȱ 1.5ȱ millionȱ onlineȱ shopȱ visitorsȱ everyȱ monthȱ andȱ thusȱ ranksȱ amongȱ theȱ topȱ tenȱ mostȱ frequentlyȱ visitedȱ onlineȱ shopsȱ inȱ Germany.ȱ Accordingȱ toȱ estimates,ȱ aȱ turnoverȱ ofȱ aboutȱ 50ȱ millionȱ EURȱ isȱ generated.ȱ Inȱ thisȱ context,ȱ MediaOnlineȱ isȱ anȱ electronicȱ shoppingȱ platformȱ withȱaȱ comprehensiveȱproductȱrangeȱ whichȱcanȱbeȱ deliveredȱ promptlyȱ andȱ isȱ extendedȱ continuouslyȱ onȱ theȱ basisȱ ofȱ consumersȱ needs.ȱ MediaOnlineȱ comprisesȱ fourȱmainȱ fields:ȱproductȱshop,ȱmusicȱ download,ȱ mobilesȱwithȱ aȱ contract ȱandȱDSL/webȱservices.ȱAȱsearchȱfunctionȱimplementedȱinȱtheȱcourseȱ ofȱ theȱ relaunch,ȱ newȱ solutionsȱ forȱ advisingȱ customersȱ andȱ anȱ activeȱ andȱ constantlyȱ updatedȱ topȬsellerȱ displayȱ inȱ allȱcategories,ȱhelpȱ consumersȱfindȱ theȱrightȱproduct.ȱ

An ȱ expandedȱ productȱ comparison,ȱ forȱ whichȱ MediaOnlineȱ reliesȱ onȱ manuȬ facturers’ȱ information,ȱ helpsȱ customersȱ selectȱsimilarȱ productsȱ byȱmeansȱ ofȱ checkingȱspecificȱfeatures.ȱThus,ȱsimilarȱarticlesȱwithinȱoneȱproductȱcategoryȱ canȱbeȱcomparedȱ onȱtheȱbasisȱ ofȱ detailedȱproductȱinformationȱ–ȱamongȱ othȬ ers,ȱalsoȱinȱtermsȱofȱpricesȱ(MediaOnlineȱ2006).ȱ

Through ȱ theȱ strictȱ separationȱ ofȱ onlineȱ andȱ offlineȱ business,ȱ theȱ onlineȱ branchȱhasȱautonomyȱinȱchoosingȱitsȱproductȱassortment.ȱThatȱis,ȱtheȱonlineȱ shopȱisȱnotȱregardedȱasȱyetȱ“anotherȱoutlet”,ȱsoȱthatȱtheȱonlineȱassortmentȱisȱ notȱtheȱsameȱasȱtheȱstoreȱassortment.ȱInȱaddition,ȱ pricesȱcanȱvaryȱconsideraȬ blyȱcomparedȱwithȱthoseȱofȱtheȱstores.ȱ

Basedȱ onȱ consistentȱ priceȱ surveillanceȱ ofȱ allȱ relevantȱ priceȬcomparisonȱ “BestPrice”Ȭ

homepagesȱ andȱ searchȱ engines,ȱ theȱ companyȱ triesȱ toȱ guaranteeȱ theȱ “MeȬ    Strategyȱ diaOnlineȱ BestPrice”ȱ (productȱprice,ȱ abilityȱ toȱ supplyȱandȱtransportȱcosts).ȱInȱ thisȱcontext,ȱtheȱpricingȱpolicyȱisȱorientedȱlocallyȱtowardsȱtheȱrelevantȱonlineȱ competitorsȱ andȱ isȱ validȱ throughoutȱ Germany.ȱ Withinȱ theȱ pricingȱ frameȬ work,ȱ MediaOnlineȱ focusesȱ lessȱ onȱ pureȱ onlineȱ retailersȱ suchȱ asȱ Amazonȱ forȱ example.ȱ Instead,ȱ theȱ companyȱ categorisesȱ competitorsȱ outsideȱ theȱ coreȱ industry,ȱbutȱwhichȱsellȱsomeȱsimilarȱproducts,ȱasȱdirectȱcompetitors,ȱsuchȱasȱ Tchibo ,ȱLidl,ȱ Plusȱ orȱAldi.ȱItȱtriesȱtoȱperformȱ betterȱandȱmoreȱ favourablyȱthanȱ theȱ aboveȱ competitorsȱ byȱmeansȱ ofȱpriceȱ comparisonsȱ andȱ testȱ evaluations,ȱ inȱ orderȱ toȱ createȱ anȱ imageȱ asȱ theȱ “motherȱ ofȱ allȱ bargains”ȱ (Trenzȱ 2004).ȱ Here,ȱ theȱInternetȱ shopȱworksȱ onȱ “termsȱ whichȱareȱusualȱinȱ theȱ market”.ȱ Ifȱ anȱ onlineȱproductȱneedsȱ repair,ȱ theȱcustomerȱ cannotȱ useȱtheȱserviceȱcentresȱ at ȱtheȱretailȱoutlets,ȱbutȱhasȱtoȱprocessȱtheȱreturnȱconsignmentȱviaȱtheȱbuttonȱ “returnsȱprocessing”ȱonȱtheȱhomepageȱ(Trenz/Vogelȱ2004;ȱTrenzȱ2005).ȱ
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Withinȱ theȱ scopeȱ ofȱ positioning,ȱ onȱ theȱ oneȱ hand,ȱ MediaOnlineȱ placesȱ highȱ valueȱ onȱ quickȱ andȱ smoothȱ pageȱ switchingȱ inȱ orderȱ toȱ avoidȱ longȱ waitingȱ periods ȱandȱcomplicatedȱclicking.ȱ Theȱ objectiveȱ isȱ toȱachieveȱaȱsimple,ȱclearȱ andȱ conciseȱ presentationȱ basedȱ onȱ theȱ latestȱ serverȱ technologyȱ andȱ onlineȱ shopȱsoftware.ȱ

Logisticsȱ    Onȱtheȱotherȱhand,ȱshortȱleadȱtimesȱaccordingȱtoȱtheȱmottoȱ“Whatȱyouȱseeȱisȱ

what ȱyouȱget”ȱareȱguaranteed.ȱInȱprinciple,ȱallȱproductsȱareȱinȱstockȱandȱcanȱ beȱdeliveredȱafterȱpayment.ȱByȱmeansȱofȱtrackingȱandȱtracing,ȱcustomersȱcanȱ constantlyȱ followȱ theȱ deliveryȱ process.ȱ Inȱ thisȱ context,ȱ logisticsȱ andȱ backȬ officeȱ businessȱ haveȱ beenȱ assignedȱ toȱ Dohmenȱ Solutions,ȱ aȱ logisticsȱ servicesȱ providerȱinȱMunich,ȱ whichȱ hasȱaȱ storageȱ andȱ fulfilmentȱ centreȱ inȱ Garching.ȱ Thus, ȱ MediaOnlineȱ canȱ concentrateȱ onȱ theȱ coreȱ competencesȱ ofȱ purchasing,ȱ efficientȱ productȬrangeȱ planningȱ andȱ businessȱ coordination.ȱ Theȱ companyȱ doesȱ notȱ haveȱ aggressiveȱ advertising,ȱ comparedȱ toȱ theȱ specialisedȱ disȬ counterȱ concept,ȱ becauseȱ itȱ hopesȱ forȱ aȱ degreeȱ ofȱ spilloverȱ effectȱ throughȱ MediaOnline,ȱdespiteȱtheȱstrictȱseparationȱofȱbothȱchannels.ȱ

Customersȱhaveȱtheȱ choiceȱbetweenȱadvanceȱpaymentȱandȱcashȱonȱdelivery.ȱ Thusȱ aȱpickȱupȱ atȱ theȱ postȱofficeȱasȱwellȱasȱfinancingȱ theȱpurchaseȱpriceȱbyȱ MediaOnlineȱ areȱ possible.ȱ Forȱ securityȱ reasons,ȱ creditȱ cardȱ paymentȱ isȱ notȱ (yet)ȱpossible.ȱ

 

Summary and Outlook 

Inȱ conformityȱ withȱ theȱ conceptȱ ofȱ categoryȱ killers,ȱ Mediaȱ Marktȱ positionsȱ itselfȱ asȱaȱ priceȬaggressiveȱspecialisedȱdiscounterȱ–ȱ andȱ presentsȱthisȱ imageȱ toȱ theȱ customerȱ withȱ emotiveȱ andȱ polarisingȱ advertisingȱ whichȱ costsȱ theȱ companyȱ tensȱ ofȱ millionsȱ eachȱ year.ȱ Togetherȱ withȱ Saturn,ȱ Mediaȱ Marktȱ isȱ “theȱmeasureȱofȱallȱthings”ȱforȱconsumerȱelectronicsȱinȱtheȱEuropeanȱmarket,ȱ inȱdefianceȱofȱspecialtyȱstoresȱcompetitors.ȱ

MultiȬChannelȱ   Recently,ȱ Mediaȱ Marktȱ hasȱ beenȱ confrontedȱ withȱ aȱ newȱ opponent;ȱ aȱ virtualȱ

Strategyȱ    oneȱ belongingȱ toȱ itsȱ ownȱ group:ȱMediaOnline.ȱ Overȱ theȱ years,ȱ theȱ companyȱ

inȱ Ingolstadtȱ completelyȱ refusedȱ toȱ offerȱ onlineȱ trading.ȱ Theȱ reasonȱ isȱ theȱ decentralisedȱ businessȱ modelȱ thatȱ grantsȱtheȱ localȱ outletȱ managersȱ aȱmaxiȬ mumȱofȱ autonomy,ȱrangingȱfromȱassortmentȱdecisionsȱtoȱpricing,ȱ accordingȱ toȱtheȱrule:ȱoneȱMediaȱMarktȱ–ȱoneȱprice,ȱaȱsystemȱthatȱhasȱprovenȱtoȱbeȱveryȱ lucrativeȱforȱ theȱcompany.ȱHowever,ȱMediaOnlineȱ competesȱagainstȱ regionalȱ pricingȱandȱthusȱstoreȬbasedȱbusiness.ȱInȱtheȱonlineȱshop,ȱnationalȱpricesȱareȱ offered,ȱ gearedȱ toȱ onlineȱ competitorsȱ andȱ thusȱ oftenȱ lowerȱ thanȱ thoseȱ ofȱ MediaȱMarktȱstores.ȱItȱisȱnotȱtheȱlocalȱMediaȱMarktȱwhichȱrepresentsȱtheȱpriceȬ valueȱ ofȱ theȱ company,ȱ butȱ moreȱ andȱ moreȱ MediaOnline.ȱ Thisȱ hasȱ conseȬ quencesȱforȱtheȱ companyȱandȱforȱMetro.ȱTheȱsuccessȱstoryȱofȱMediaȱMarktȱ is,ȱ
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amongȱ otherȱ factors,ȱ basedȱ onȱtheȱ modelȱ ofȱreducingȱ pricesȱ onlyȱupȱtoȱ theȱ pointȱ requiredȱ byȱregionalȱcompetition.ȱ Priceȱ comparisonsȱmadeȱfromȱ timeȱ toȱtimeȱbyȱdifferentȱinstitutionsȱandȱinȱwhichȱMediaȱMarktȱseemsȱtoȱbeȱmoreȱ expensive ȱ thanȱ competitorsȱ didȱ notȱ causeȱ muchȱ damageȱ (Vogelȱ 2004).ȱ Byȱ establishingȱ MediaOnline,ȱ theȱcompanyȱ providesȱ forȱ anȱ ongoingȱ priceȱ comȬ parisonȱ –ȱ ifȱ theȱ consumerȱ isȱ acquaintedȱ withȱ theȱ affiliationȱ ofȱ theȱ onlineȱ retailerȱtoȱMediaȱMarkt.ȱThisȱisȱallȱtheȱmoreȱso,ȱasȱtheȱonlineȱshopȱoffersȱmanyȱ products ȱ–ȱfromȱplasmaȱTVsȱtoȱwashingȱmachinesȱandȱrefrigeratorsȱ–,ȱwhichȱ areȱalsoȱavailableȱinȱtheȱMediaȱMarktȱoutlets.ȱInȱdoingȱso,ȱtheȱintrinsicȱrestricȬ tionsȱ ofȱ storeȱ businessȱ areȱ deliberatelyȱ acceptedȱ –ȱ toȱ theȱ regretȱ ofȱ theȱ localȱ storeȱ managersȱ whoȱ haveȱ aȱ directȱ holdingȱ inȱ theȱ company.ȱ Whetherȱ thisȱ decision ȱ hasȱ aȱ finalȱ characterȱ orȱ whetherȱ changesȱ willȱ beȱ madeȱ withinȱ theȱ context ȱ ofȱ aȱ furtherȱ relaunchȱ isȱ notȱyetȱclear.ȱ“Ifȱ weȱwantȱ everythingȱ toȱreȬ mainȱ asȱ itȱ is“,ȱ saysȱ Mediaȱ Marktȱ corporateȱ philosophy,ȱ “weȱ haveȱ toȱbeȱperȬ manentlyȱpreparedȱtoȱchangeȱeverything”.ȱ

 

Questions

1.ȱ MediaȱMarktȱoperatesȱinȱtheȱmarketȱwithȱbothȱcategoryȱkillersȱandȱonlineȱ

shops.ȱWhatȱareȱtheȱtypicalȱcharacteristicsȱ andȱadvantagesȱofȱtheseȱretailȱ formats?ȱToȱwhatȱextentȱdoȱtheseȱcharacteristicsȱandȱadvantagesȱapplyȱtoȱ theȱretailȱformatsȱusedȱbyȱtheȱMediaȬSaturnȬGroup?ȱ

2.ȱ Theȱparallelȱuseȱofȱdifferentȱretailȱformatsȱand/orȱsalesȱformatsȱisȱreferredȱ

toȱasȱmultiȬchannelȱ retailing.ȱWhatȱ areȱ theȱopportunitiesȱ andȱrisksȱ assoȬ ciatedȱwithȱthisȱconceptȱinȱgeneralȱandȱforȱMediaȱMarktȱinȱparticular?ȱȱ

3.ȱ   Mediaȱ Marktȱ hasȱ onlineȱ shopsȱ onlyȱ inȱ Italyȱ andȱ Germany.ȱ Assessȱ theȱ

relevanceȱofȱthisȱretailȱformatȱwithinȱtheȱframeworkȱofȱtheȱcompany’sȱfuȬ tureȱinternationalisation.ȱ

 

Hints

1. ȱ Forȱ aȱ discussionȱ ofȱ theȱ advantagesȱ andȱ disadvantages,ȱ seeȱ Chaptersȱ 1ȱ

andȱ2ȱasȱwellȱasȱLevy/Weitzȱ2007.ȱ

2.ȱ Seeȱ Berman/Evansȱ 2007ȱ andȱ Krafft/Mantralaȱ 2006ȱ onȱ theȱ conceptȱ ofȱ

multiȬchannelȱ retailing.ȱ Takeȱ intoȱ accountȱ theȱ webȱ sitesȱ www.mediaȬ markt.comȱandȱwww.mediaonline.de.ȱ

3.ȱ   CheckȱtheȱcountryȬspecificȱwebȱsitesȱofȱMediaȱMarktȱandȱlookȱforȱexistingȱ

onlineȱshops.ȱ

 

51

Formats and Players in Retailing Part I

 




Chapter 3 

 

New Competitors – Vertical Strategies 

 

The objectives of this Chapter are to describe the role of controlled and secured distri-bution systems within the channel strategy of manufacturers as well as the develop-ment of the so-called verticals and to examine the impact on retail competition. Spe-cifically, some suppliers are becoming competitors for their customers. 

 

Channel Innovations as Driving Forces of Competition in Retailing 

Theȱretailȱindustryȱisȱchangingȱrapidly.ȱSomeȱofȱtheȱmostȱimportantȱchangesȱ involveȱ theȱ growingȱ diversityȱ ofȱ retailȱ formats,ȱ includingȱ nonȬstoreȱ retailȱ formats, ȱasȱdiscussedȱ inȱChapterȱ1ȱandȱChapterȱ2,ȱ andȱnewȱverticalȱ marketȬ ing ȱsystemsȱorȱnewȱdistributionȱarrangements.ȱ

 

Motives/ObjectivesȱofȱVerticalisationȱ                                                     Figureȱ3.1ȱ

 

Long-Term Protection of the Distribution Channel                                                        4,47

Sales Upturn                                                 4,19

Faster Supplementary Production                                         3,47

Faster Product Launch                                        3,43

Development of Direct Customer Relationships                                        3,38

Implementation of Marketing and Distribution Strategy                                         3,33

Better Supply Chain Control                                        3,32

Increased Brand Product Awareness                                     3,32

Better Consultancy and After-Sales Service                                        3,31

Reduction of Sales Costs                                      3,24

Influence on Assortment Layout                                       3,18

Increased Individualisation of Products                                       3,09

Acquisition of Information on End Users                                  2,79

Development of Retailing Know-How                             2,65

Sales of Distressed Merchandise                     1,95

nonrelevant very important ȱ

Source:ȱZentes/Neidhart/Scheerȱ2005,ȱp.ȱ12.ȱȱ

 

Newȱ playersȱ inȱtheȱworldȱofȱ retailingȱare,ȱtoȱanȱincreasingȱextent,ȱ manufacȬ turersȱ operatingȱ inȱ securedȱ distributionȱ systemsȱ (fullyȱ integratedȱ systems)ȱ orȱ controlledȱ distributionȱsystemsȱ (contractuallyȬbasedȱ systems).ȱInȱbothȱ typesȱ ofȱ
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verticalȱ marketingȱ systems,ȱ theȱ manufacturerȱ canȱ exerciseȱ powerȱ inȱ theȱ distributionȱchannelȱ(Zentes/Neidhart/Scheerȱ2005).ȱFigureȱ3.1ȱillustratesȱtheȱ motives ȱorȱgoalsȱofȱmanufacturersȱimplementingȱverticalȱmarketingȱsystems.ȱ Theȱ variousȱ distributionȱ arrangementsȱ withȱ differingȱ degreesȱ ofȱ channelȱ control ȱareȱdescribedȱinȱthisȱChapter.ȱ

Inȱadditionȱ toȱ thisȱverticalisationȱtendencyȱ ofȱmanufacturersȱwhichȱ haveȱ opȬ eratedȱ traditionallyȱ withȱ independentȱ wholesalersȱ and/orȱ retailersȱ inȱ indeȬ pendent ȱ systemsȱ (Berman/Evansȱ 2007),ȱ anotherȱ approachȱ canȱ beȱ identified.ȱ Verticalsȱ areȱ firmsȱ thatȱ performȱ allȱ productionȱ andȱ distributionȱ functionsȱ rightȱfromȱtheirȱfoundingȱ(“bornȱverticals”).ȱ

 

Secured Distribution Systems 

Inȱ securedȱ distributionȱ systemsȱ (fullyȱ integratedȱ systems),ȱ aȱ manufacturerȱ performsȱ allȱ distributionȱ functions.ȱ Inȱ additionȱ toȱ traditionalȱ directȱ selling,ȱ newȱ kindsȱ ofȱ securedȱ distributionȱ systemsȱ areȱ emerging,ȱ includingȱ elecȬ tronicȱsellingȱandȱequityȱstores.ȱ

 

ȱ      Direct Selling 

FullyȱIntegratedȱ    Directȱ sellingȱ isȱ aȱ verticalȱ marketingȱ systemȱ “inȱ whichȱ salespeople,ȱ freȬ

Systemȱ   quentlyȱindependentȱbusinesspeople,ȱcontactȱcustomersȱdirectlyȱinȱaȱconvenȬ

ientȱ location,ȱ eitherȱ atȱ theȱ customer’sȱ homeȱ orȱ atȱ work;ȱ demonstrateȱ merȬ chandiseȱ benefitsȱ and/orȱ explainȱ aȱ service;ȱ takeȱ anȱ order;ȱ andȱ deliverȱ theȱ merchandiseȱofȱperformȱtheȱservice”ȱ(Levy/Weitzȱ2007,ȱp.ȱ55).ȱȱ

 

Tableȱ3.1ȱ    ImportanceȱofȱDirectȱSellingȱinȱGermanyȱ

Direct Selling Turnover by Industries in million EUR Direct Selling Turnover by Industries in million EUR                                1994 1994                            2004 2004 Food Food

4.419 4.419 5.430  5.430

(sales cars, frozen food, wine, dietary supplements) (sales cars, frozen food, wine, dietary supplements) Personal Care and Effects Personal Care and Effects

426 426 559  559

(cosmetics and body care, including watches and jewellery) (cosmetics and body care, including watches and jewellery) Textiles Textiles

15 15 17  17

(without collective buyers) (without collective buyers)

Home and House Home and House

735 735 291  291

(windows, doors, built-in kitchens etc.) (windows, doors, built-in kitchens etc.) Household Articles Household Articles

675 675 820  820

(cooking pots, plastic containers etc., including cleaning materials) (cooking pots, plastic containers etc., including cleaning materials) White Goods White Goods

438 438 440  440

(small electronic domestic appliances) (small electronic domestic appliances)

Books, including Encyclopaedias Books, including Encyclopaedias                                                204 204                           200 200 ȱ

Source:ȱPrognosȱ2005.ȱ
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Inȱ suchȱ aȱ fullyȱintegratedȱ systemȱ aȱ firmȱ “hasȱ totalȱ controlȱ overȱ itsȱ strategy,ȱ directȱ customerȱ contact,ȱ andȱ exclusivityȱ overȱ itsȱ offering;ȱ andȱ itȱ keepsȱ allȱ profits” ȱ(Berman/Evansȱ2007,ȱp.ȱ116).ȱDirectȱsellingȱisȱemployedȱbyȱmanufacȬ turers ȱsuchȱasȱAvon,ȱTupperwareȱandȱAmway.ȱ

Tableȱ 3.1ȱillustratesȱ theȱ developmentȱ ofȱdirectȱsellingȱinȱ differentȱ industriesȱ inȱGermanyȱbetweenȱ1994ȱandȱ2004.ȱOverall,ȱtheȱtotalȱturnoverȱgeneratedȱbyȱ direct ȱsellingȱhasȱgrownȱbyȱ12ȱpercent.ȱ

 

Electronic Selling 

Electronicȱsellingȱ(byȱ Internetȱorȱtelevision)ȱisȱaȱtechnologicalȱ formȱofȱdirectȱ    ȱ selling.ȱTheȱmanufacturersȱcommunicateȱwithȱcustomersȱandȱofferȱproductsȱ   ȱ andȱ servicesȱ forȱ saleȱ overȱ theȱ Internet,ȱ forȱ example.ȱ Theȱ rapidȱ diffusionȱ ofȱ    ȱ Internetȱ accessȱ andȱ usageȱ hasȱ stimulatedȱ notȱonlyȱ bricksȬandȬmortarȱ retailersȱ    MultiȬChannelȱ toȱ createȱInternetȱshops,ȱ butȱalsoȱpureȱelectronicȱretailersȱ(pureȱplayers)ȱhaveȱ Distributionȱ

evolved,ȱ suchȱ asȱ Amazon.ȱManufacturersȱ haveȱ alsoȱdiscoveredȱ thisȱdistribuȬ tionȱchannel,ȱtoo,ȱwithinȱtheȱframeworkȱofȱaȱmultiȬchannelȱapproachȱsuchȱasȱ Nikeȱ (seeȱ Figureȱ3.2)ȱ orȱ asȱ pureȱ players,ȱ whichȱ areȱ discussedȱ laterȱ inȱ thisȱ Chapter.ȱ

 

Multi ȬChannelȱDistributionȱȬȱNikeȱ                                                  Figureȱ3.2ȱ

[image: ]

 

Equity Stores 

Equityȱ storesȱareȱaȱbricksȬandȬmortarȱapproachȱ ofȱsecuredȱ distribution.ȱTheȱ manufacturers ȱ operateȱ storeȱ retailȱ formats.ȱ Theȱ majorȱ typesȱ areȱ specialtyȱ stores,ȱflagshipȱstoresȱandȱfactoryȱoutletsȱ(seeȱFigureȱ3.3).ȱ

Manufacturers,ȱ especiallyȱ inȱ theȱ apparelȱ industry,ȱ shoeȱ industry,ȱ jewelleryȱ industry, ȱ sportsȱ equipmentȱ industry,ȱ andȱ homeȱ equipmentȱ industryȱ oftenȱȱ
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Monobrandȱ   operateȱmonobrandȱspecialtyȱstores.ȱ Underȱtheȱownershipȱofȱtheȱmanufacturerȱ

Storesȱ    multipleȱ storeȱ unitsȱ areȱ managedȱ asȱ aȱ retailȱ chain.ȱ Theȱ manufacturersȱ exertȱ

strongȱcontrol,ȱdecisionȬmakingȱisȱcentralised.ȱ

Inȱflagshipȱ storesȱ manufacturersȱ offerȱ theirȱtotalȱ productionȱ programmeȱinȱ aȱ highȬqualityȱ presentationȱ (lifestyleȱ presentation)ȱ inȱ topȱ locationsȱ ofȱ largeȱ metropolitanȱmarkets.ȱ

 

Figureȱ3.3ȱ    EquityȱStoresȱofȱGucciȱ

[image: ]

 

ȱ

 

Factory ȱOutletsȱȱ   Factoryȱ outlets,ȱ operatedȱ asȱ isolatedȱ storesȱ (freeȱ standingȱ retailȱ outlet)ȱ orȱ

integratedȱinȱfactoryȱoutletȱcentresȱ(FOC),ȱareȱviewedȱbyȱ manufacturersȱ“asȱ anȱopportunityȱtoȱimproveȱtheirȱ revenuesȱ fromȱirregulars,ȱproductionȱ overȬ runs, ȱandȱmerchandiseȱreturnedȱbyȱretailers.ȱOutletȱstoresȱalsoȱallowȱ manuȬ facturersȱ someȱ controlȱ overȱ whereȱ theirȱ brandedȱ merchandiseȱ isȱ soldȱ atȱ discountȱprices”ȱ(Levy/Weitzȱ2007,ȱp.ȱ53).ȱ

AsȱanȱexampleȱofȱaȱmultiȬchannelȱdistributionȱ system,ȱFigureȱ3.3ȱ showsȱtheȱ differentȱtypesȱ ofȱchannelsȱthroughȱwhichȱNikeȱsellsȱitsȱproducts:ȱindependȬ entȱ retailersȱ orȱ retailȱ chains,ȱ likeȱ SportScheckȱ inȱ Germanyȱ orȱ Sportȱ 2000ȱ inȱ France, ȱ flagshipȱ stores,ȱ asȱ inȱ Newȱ York,ȱ Miami,ȱ Sanȱ Francisco,ȱ Londonȱ orȱ Berlin,ȱ factoryȱ outlets,ȱ forȱ exampleȱ inȱ FOCsȱ inȱ Zweibrücken,ȱ HerzogenauȬ rach,ȱ Metzingenȱ (Germany)ȱ orȱ Oregonȱ (USA),ȱ Queenslandȱ (Australia),ȱ AliȬ canteȱ(Spain)ȱandȱanȱInternetȱstore.ȱȱ

 

56

Formats and Players in Retailing Part I

 

Controlled Distribution Systems 

Theȱ structureȱ ofȱ controlledȱ distributionȱ systemsȱ isȱ extremelyȱ diverseȱ andȱ variesȱfromȱ industryȱtoȱindustry.ȱInȱgeneral,ȱ theseȱsoȬcalledȱcontractualȱconȬ ceptsȱ canȱ beȱ brokenȱ downȱ intoȱ dealerȱ partnershipȱ programmesȱ andȱ franchiseȱ systems. ȱ

Dealerȱ partnershipȱ programmesȱ areȱ (longȬterm)ȱ partnershipȱ contractsȱ inȱ Contractualȱ

whichȱ theȱ manufacturerȱ offersȱ aȱ limitedȱ supportȱ package,ȱ including,ȱ forȱ Arrangementsȱ

example,ȱmarketing,ȱadvertising,ȱtrainingȱandȱITȱtoȱtheȱparticipatingȱdealers.ȱ “InȱmostȱofȱtheȱprogrammesȱtheȱdealerȱalsoȱbenefitsȱfromȱaȱcommonȱbrandȬ ing.ȱInȱreturn,ȱtheȱdealerȱpredominantlyȱmarketsȱtheȱbrandsȱofȱtheȱmanufacȬ turer.ȱ Theȱ conceptsȱ areȱ oftenȱ viewedȱ asȱ customerȱ loyaltyȱ programmesȱ forȱ independentȱ dealersȱ throughȱ whichȱ theȱ companyȱ canȱ rapidlyȱ increaseȱ itsȱ retail ȱ presence”ȱ(Uellendahlȱ2002,ȱp.ȱ208).ȱ ThereȱareȱdealerȱpartnershipȱproȬ grammes, ȱ forȱ example,ȱ inȱ theȱ apparelȱ industryȱ asȱ shopȬinȬshopȱ concepts,ȱ cornerȱ conceptsȱ andȱ concessionȱ shopsȱ (Zentes/Neidhart/Scheerȱ 2005),ȱ orȱ inȱ theȱ tyreȱ businessȱ (replacementȱ business)ȱ asȱ dealerȱ partnerȱ concepts.ȱ Asȱ anȱ example,ȱtheȱGoodyearȱDunlopȱCompanyȱrunsȱoutletsȱinȱGermanyȱthroughȱtheȱ retailȱ conceptsȱ HMIȱ andȱ HMIȱ plus,ȱ inȱ theȱ Unitedȱ Kingdomȱ byȱ HiȬQ,ȱ inȱ FranceȱbyȱVulco.ȱ

Franchisingȱ(seeȱalsoȱChapterȱ4)ȱinvolvesȱaȱcontractualȱarrangementȱbetweenȱ aȱfranchisorȱ(e.g.ȱaȱmanufacturer)ȱandȱaȱ(retail)ȱfranchisee,ȱ“whichȱallowsȱtheȱ franchiseeȱ toȱconductȱbusinessȱunderȱ anȱ establishedȱnameȱandȱ accordingȱtoȱ aȱ givenȱpatternȱ ofȱbusiness”ȱ(Berman/Evansȱ 2007,ȱ p.ȱ110).ȱ Linkedȱ byȱ aȱcomȬ monȱ businessȱ interest,ȱ eachȱ partnerȱ makesȱ hisȱ contributionȱtoȱ theȱ cooperaȬ tion.ȱ Thus,ȱ bothȱ partnersȱ (franchisorȱ andȱ franchisees)ȱ benefitȱ fromȱ theȱ strengthȱofȱtheȱother.ȱ Uellendahlȱ (2002,ȱp.ȱ208)ȱ describesȱtheȱstructureȱofȱtheȱ Goodyearȱ Dunlopȱ franchiseȱ systemsȱ (“Premio”,ȱ “Quick”),ȱ operatingȱ inȱ theȱ Germanȱreplacementȱmarket:ȱ

� TheȱfranchisorȱcontributesȱtheȱcompleteȱbusinessȱknowȬhowȱandȱ organiȬ

sationȱ (e.g.ȱ fullȱ supportȱ packageȱ includingȱ marketing,ȱ salesȱ promotion,ȱ training,ȱ IT,ȱ autoȱ service,ȱ CRM,ȱ nationalȱ advertising,ȱ businessȱ counselȬ ling,ȱbusinessȱplanning,ȱcommonȱbranding,ȱfinancialȱsupport,ȱetc.).ȱ

� Theȱ franchiseeȱ contributesȱhisȱ individualȱ effortȱ asȱanȱ independentȱ busiȬ

nessmanȱinȱtheȱlocalȱmarket.ȱ

As ȱcontrolledȱ distributionȱsystems,ȱ franchiseȱ systemsȱ areȱ operatedȱinȱ manyȱ industries, ȱ forȱ exampleȱ byȱ carȱ manufacturersȱ (auto/truckȱ dealers),ȱ byȱ autoȱ accessoryȱ manufacturersȱ (autoȱ accessoriesȱ stores),ȱ byȱ consumerȱ electronicsȱ manufacturersȱ (consumerȱ electronicȱ stores),ȱ hardwareȱ manufacturersȱ (hardwareȱstores)ȱandȱbyȱapparelȱmanufacturersȱ(specialtyȱstores).ȱExamplesȱ in ȱtheȱapparelȱindustryȱareȱPalmers,ȱRodier,ȱBenetton,ȱBoss,ȱMarc’OȱPolo.ȱ
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Figureȱ3.4ȱillustratesȱtheȱdifferencesȱconcerningȱtheȱinfluenceȱofȱmanufacturȬ ersȱ onȱ distributionȱ channelsȱ inȱ “hard”ȱ contractualȱ arrangementsȱ (e.g.ȱ franȬ chising) ȱ vs.ȱ “soft”ȱ contractualȱ arrangementsȱ (e.g.ȱ dealerȱ partnershipȱ proȬ grammes). ȱ

 

Figureȱ3.4ȱ    InfluencesȱofȱManufacturersȱonȱDistributionȱChannelsȱinȱHardȱandȱSoftȱContracȬ

ȱ      tualȱArrangementsȱ

Control of Distribution in the Distribution Channel

Product Innovations/Introduction of New Products

Product Branding

Assortment Layout

After Sales Service

Pricing Policy with Respect to Next-Tier Customer

Terms Policy with Respect to Next-Tier Customer         "hard" contractual arrangements

Inventory Management

"soft"contractual arrangements

Order Processing

Warehousing

Classic Advertising

Sponsoring/Event Marketing

Promotions

Customer Loyalty Programmes

Personal Support Service of Consumers

Internet Presence/E-Commerce Activities

very low              low               mean              strong          very strong influence           influence           influence           influence          influence    ȱ

Source:ȱZentes/Swoboda/Morschettȱ2005,ȱp.ȱ683.ȱ

 

Secured, ȱ controlledȱ andȱ independentȱ distributionȱ systemsȱ areȱ presentedȱ inȱ Figureȱ3.5,ȱ whichȱ characterisesȱ theseȱ systemsȱ inȱ theȱ contextȱ ofȱ theȱ marketȬ hierarchyȱparadigmȱofȱtransactionȱcostȱeconomics.ȱ

 

Figureȱ3.5ȱ    VerticalȱMarketingȱSystemsȱandȱTransactionȱCostȱEconomicsȱ

 

Market                Cooperation               Hierarchy

 

Independent

Controlled Distribution       Secured Distribution

Distribution System

ȱ

 

58

Formats and Players in Retailing Part I

Tableȱ3.2ȱprovidesȱanȱoverviewȱofȱtheȱmainȱadvantagesȱandȱdisadvantagesȱofȱ theȱ differentȱ conceptsȱ ofȱ controlledȱ distributionȱ andȱ securedȱ distribution.ȱ The ȱ“highȱ degreeȱofȱ control”ȱinȱsecuredȱ distributionȱ systemsȱ(equityȱstores)ȱ includes ȱretailȱpricing.ȱȱ

Verticalȱ priceȱ fixingȱ inȱ controlledȱ distributionȱ systemsȱ isȱ notȱ allowedȱ inȱ theȱ Europeanȱ Union.ȱ Whenȱ manufacturersȱ seekȱ toȱ controlȱ theȱ retailȱ pricesȱ ofȱ their ȱgoodsȱandȱservices,ȱequityȱstoresȱareȱtheȱbestȱ     1 way.ȱ

 

Advantages ȱandȱDisadvantagesȱofȱSecuredȱandȱControlledȱDistributionȱConceptsȱ       Tableȱ3.2ȱ

 

Strengths Strengths                   Weaknesses Weaknesses

Equities Equities                � � high degree of control high degree of control        � � high capital costs high capital costs

� � organisational control organisational control        � � huge operational costs huge operational costs � � brand/promotional control brand/promotional control � � guaranteed distribution guaranteed distribution

Franchising Franchising            � � limited capital costs limited capital costs           � � limited control limited control

� � less ownership risk less ownership risk

� � guaranteed distribution guaranteed distribution � � low fluctuation low fluctuation

Dealer Partnerships Dealer Partnerships    � � low-cost solution low-cost solution             � � little control little control

� � rapid expansion rapid expansion             � � high risk of losing partners high risk of losing partners

� � less stability less stability                   ȱ

Source:ȱAdaptedȱfromȱUellendahlȱ2002,ȱp.ȱ209.ȱ

 

Figureȱ3.6ȱ illustratesȱ theȱ distributionȱ systemȱ ofȱ theȱ Germanȱ manufacturerȱ MUSTANG,ȱ whichȱ operatesȱ retailȱ partnershipȱ concepts,ȱ franchisingȱ andȱ equityȱstores.ȱ

Tableȱ3.3ȱ showsȱ theȱ developmentȱ ofȱ theȱ outletȱ networkȱ ofȱ Villeroyȱ &ȱ Boch,ȱ tableware ȱ division,ȱ includingȱ equityȱ stores,ȱ consignmentȱ sellingȱ andȱ franȬ chiseȱstoresȱinȱGermanyȱandȱabroad.ȱ

ȱ

 

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱAnotherȱ possibilityȱ isȱ consignmentȱ selling,ȱ wherebyȱ theȱmanufacturerȱ ownsȱ itemsȱ

untilȱ theyȱ areȱsoldȱ byȱ theȱ retailer.ȱ Thisȱ contractualȱ arrangementȱ canȱ beȱ combinedȱ withȱcontrolledȱdistributionȱsystems.ȱEmpirically,ȱthisȱcombinationȱisȱrareȱbecauseȱofȱ legalȱboundariesȱ(inȱtheȱEU).ȱ
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Figureȱ3.6ȱ    ControlledȱandȱSecuredȱDistributionȱ–ȱMUSTANGȱ

[image: ]

 

ȱ

 

Tableȱ3.3ȱ    DevelopmentȱofȱtheȱOutletȱNetworkȱofȱVilleroyȱ&ȱBochȱ(TablewareȱDivision)ȱ

[image: ]

 

Source:ȱVilleroyȱ&ȱBoch.ȱȱ

 

Verticals 

Theȱ soȬcalledȱ verticalsȱ performȱ allȱ productionȱ andȱ distributionȱ functionsȱ themselves ȱrightȱfromȱtheirȱfounding.ȱExamplesȱofȱthisȱtypeȱcanȱbeȱfoundȱinȱ theȱeȬbusinessȱ(electronicȱretailing),ȱbutȱalsoȱinȱstoreȱformats.ȱ

Dell ȱ (www.dell.com),ȱ forȱ example,ȱ appealsȱ toȱ multipleȱ marketȱ segmentsȱ –ȱ fromȱ noviceȱ toȱ advancedȱ computerȱ userȱ –ȱ byȱ sellingȱ customisedȱ productsȱ exclusivelyȱoverȱtheȱ Internet.ȱ Hennesȱ&ȱMauritzȱ(H&M),ȱMangoȱandȱZaraȱareȱ successful ȱexamplesȱfromȱtheȱapparelȱindustry,ȱinȱwhichȱverticalsȱareȱgainingȱ marketȱshare.ȱTableȱ3.4ȱprovidesȱanȱoverviewȱofȱtheȱglobalȱoutletȱnetworkȱofȱ H&M.ȱ
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GlobalȱOutletȱNetworkȱofȱH&Mȱ                                                  Tableȱ3.4ȱ

 

Markets Markets            Number of Outlets Number of Outlets            Markets Markets            Number of Outlets Number of Outlets

Belgium Belgium                        0 048 48           Norway Norway                        0 078 78 Denmark Denmark                     0 056 56          Austria Austria                        0 052 52 Germany Germany                    288 288          Poland Poland                       0 027 27 Finland Finland                            0 027 27            Portugal Portugal                          00 007 7 France France                         0 071 71           Sweden Sweden                       124 124 Great Britain Great Britain                        102 102             Switzerland Switzerland                        0 052 52 Ireland Ireland                              00 004 4             Slovenia Slovenia                           00 002 2 Italy Italy                                      0 010 10               Spain Spain                                 0 050 50 Canada Canada                      0 011 11          Czech Republic Czech Republic                0 012 12 Luxemburg Luxemburg                    00 007 7           Hungary Hungary                      00 001 1

Netherlands Netherlands                      0 073 73            USA USA                           0 091 91          ȱ

Source:ȱH&Mȱ2006.ȱ

 

Theȱ basicȱcompetitiveȱ advantageȱ ofȱ verticalsȱhasȱ itsȱrootsȱinȱ controllingȱ theȱ totalȱ valueȱ chain,ȱ especiallyȱ withȱ regardȱ toȱ supplyȱ chainȱ managementȱ andȱ quick ȱreactionsȱ (quickȱ response)ȱ toȱ changesȱ inȱ consumerȱ behaviour.ȱVerticalsȱ canȱ launchȱ newȱ productsȱ fasterȱ andȱ quicklyȱ produceȱ supplementaryȱ volȬ umesȱwithinȱaȱseason.ȱCompaniesȱsuchȱasȱH&M,ȱMangoȱandȱZaraȱcontrolȱtheȱ valueȱchainȱ“fromȱsheepȱtoȱshelf”.ȱ

 

Conclusion and Outlook 

Theȱdevelopmentȱofȱcontrolledȱandȱsecuredȱdistributionȱchannelsȱ–ȱasȱpossiȬ ble ȱ salesȱ channelsȱ forȱ aȱ manufacturerȱ –ȱ isȱ aȱ coreȱ elementȱ inȱ theȱ marketingȱ strategyȱofȱmanyȱmanufacturers.ȱWhileȱ securedȱdistributionȱusedȱ toȱ involveȱ theȱdevelopmentȱofȱequityȱchainsȱ(ownedȱbyȱtheȱmanufacturer),ȱtheȱsituationȱ hasȱchangedȱconsiderably.ȱOverȱtheȱInternet,ȱaȱmanufacturerȱcanȱsellȱdirectlyȱ to ȱ consumersȱwithoutȱbricksȬandȬmortarȱstoresȱ andȱ throughȱ dealerȱpartnerȬ ship ȱprogrammesȱandȱfranchising,ȱmanufacturersȱcanȱbeȱengagedȱinȱcontracȬ tualȱdistributionȱsystems,ȱwhichȱmeansȱcooperatingȱwithȱ independentȱdealȬ ers.ȱ Technologicalȱ developmentsȱ andȱ contractualȱ arrangementsȱ enlargeȱ theȱ potentialȱforȱcontrollingȱdistributionȱchannels.ȱ

Theȱmainȱchallengeȱisȱtoȱmanageȱ theȱ potentialȱconflictȱinȱ multiȬchannelȱdisȬ tributionȱ systems,ȱ betweenȱ independentȱ retailers,ȱ sellingȱ productsȱ fromȱ aȱ particularȱ manufacturer,ȱ andȱ retailers,ȱ cooperatingȱ inȱ aȱ contractualȱ systemȱ withȱthisȱ manufacturerȱonȱtheȱoneȱhand,ȱ andȱequityȱstoresȱ fromȱthisȱ manuȬ
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facturerȱasȱcompetitorsȱonȱtheȱotherȱhand.ȱAsȱ“pureȱplayers”,ȱverticalsȱareȱinȱ aȱmuchȱbetterȱpositionȱ–ȱtheyȱdoȱnotȱcompeteȱwithȱtheirȱcustomers.ȱ

 

Further Reading 

COUGHLAN,ȱA.T.ȱetȱal.ȱ(2001):ȱMarketingȱChannels,ȱ6thȱed.,ȱNewȱJersey.ȱ

KPMGȱ (Ed.)ȱ (2001):ȱ Verticalizationȱ inȱ theȱ Trade:ȱ Effectsȱ inȱ theȱ Futureȱ Salesȱ ChannelȱStructure,ȱCologne.ȱ

ROSENBLOOM,ȱ B.ȱ (2004):ȱ Marketingȱ Channels:ȱ A ȱ Managementȱ View,ȱ 7thȱ ed.,ȱMason.ȱ

 

Case Study: Esprit 1ȱ

 

Profile, History, and Status Quo 

Espritȱ isȱ anȱ international,ȱ youthfulȱ lifestyleȱ apparelȱ brandȱ “offeringȱ smart,ȱ affordable ȱluxuryȱandȱ bringingȱnewnessȱandȱstyleȱtoȱlife”ȱ(Espritȱ2005,ȱp.ȱ2).ȱ Theȱ companyȱ wasȱ foundedȱ inȱ Sanȱ Franciscoȱ inȱ 1968ȱ byȱ Susieȱ andȱ Dougȱ Tompkinsȱ asȱ Plainȱ Janeȱ Dressȱ Co.ȱ andȱ hasȱ sinceȱ beenȱ transformedȱ intoȱ theȱ Hongȱ KongȬbasedȱ Espritȱ Holdingsȱ Limitedȱ inȱ 1993,ȱ withȱ aȱ secondȱ listingȱ onȱ theȱLondonȱStockȱExchangeȱsinceȱDecemberȱ1998.ȱTheȱgroup’sȱcurrentȱ basicȱ organisational ȱchartȱisȱrepresentedȱinȱFigureȱ3.7.ȱ

 

Figureȱ3.7ȱ    Esprit’sȱBasicȱOrganisationalȱChartȱ

 

Esprit International

New York

 

Esprit Holdings Limited         Esprit Europe GmbH

Hong Kong                Düsseldorf                     ȱ

 

Espritȱ Holdingsȱ Limitedȱ (EHL)ȱ andȱ Espritȱ Europeȱ GmbHȱ areȱ bothȱ affiliatesȱ ofȱ EspritȱInternational,ȱaȱprivateȱlimitedȱpartnershipȱwhoseȱfinancialȱinformationȱ ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱforȱthisȱcaseȱstudyȱincludeȱtheȱwebȱsitesȱhttp://www.esprit.comȱandȱ

http://www.espritȬintl.com,ȱvariousȱannualȱ reports,ȱtheȱ interimȱreportȱ 2005/2006,ȱ investorȱrelationsȱpresentationsȱandȱservicesȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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isȱ notȱ availableȱ toȱ theȱ public.ȱ Whileȱ theȱ financialȱ officeȱ asȱ wellȱ asȱ sourcingȱ activitiesȱ areȱ situatedȱ inȱ Hongȱ Kong,ȱ theȱ groupȱ isȱ strategicallyȱ andȱ operaȬ tionally ȱ ledȱfromȱ itsȱ headquartersȱinȱ Düsseldorf,ȱ Germany,ȱ whereȱ itȱ startedȱ asȱaȱdistributionȱfacilityȱinȱ1975ȱandȱdevelopedȱintoȱtheȱheadquarters,ȱdueȱtoȱ theȱenormousȱsuccessȱinȱEuropeȱandȱespeciallyȱGermany.ȱȱ

Aroundȱ 100ȱ designersȱ inȱ Düsseldorfȱ areȱ alsoȱ responsibleȱ forȱ theȱ approxiȬ matelyȱ 16,000ȱannualȱapparelȱdesigns.ȱEspritȱInternational,ȱNewȱYork,ȱcanȱbeȱ regarded ȱ asȱ theȱ “image”ȱ headquartersȱ ofȱ theȱ companyȱ (Gallagherȱ 2003,ȱ p. ȱ24).ȱȱ

Theȱ group,ȱ withȱitsȱ approximatelyȱ8,000ȱemployees,ȱ currentlyȱ offersȱ twelveȱ    12ȱProductȱȱ productȱ segmentsȱ encompassingȱ women’sȱ wear,ȱ men’sȱ wear,ȱ kids’ȱ &ȱ youthȱ Segmentsȱinȱ3ȱ

wear ȱ asȱ wellȱ asȱ shoesȱ andȱ accessoriesȱ inȱ threeȱ businessȱ segments:ȱ indirectȱ    BusinessȱSegȬ distribution ȱtoȱdepartmentȱstoresȱandȱmajorȱindependentȱretailersȱ(currentlyȱ    mentsȱ thereȱ areȱ aroundȱ 10,000ȱ variousȱ pointȬofȬsalesȱ worldwide,ȱ termedȱ “wholeȬ sale”ȱ fromȱ Esprit’sȱ perspective)ȱ andȱ directlyȬmanagedȱ ownȱ equityȱ storesȱ (currentlyȱ670).ȱȱ

Theȱ Espritȱ logoȱ isȱ alsoȱ licensedȱ toȱ thirdȬpartyȱ licenseesȱ whoȱ offerȱ nonȬ apparel ȱproducts,ȱsuchȱasȱ jewellery,ȱwatchesȱorȱumbrellas,ȱbearingȱtheȱsameȱ Espritȱqualityȱandȱimageȱtoȱconsumers.ȱȱ

Figureȱ3.8ȱ givesȱ anȱ overviewȱ ofȱ theȱ extentȱ ofȱ indirectȱ distributionȱ (“wholeȬ sale”),ȱ ownȱ equityȱstoresȱ andȱ licensingȱ inȱ theȱgroup’sȱ totalȱturnoverȱ forȱ theȱ year ȱ2005/2006.ȱ

 

Group ȱTurnoverȱbyȱBusinessȱSegmentȱ(inȱ%)ȱ                                        Figureȱ3.8ȱ

1%

 

41%                    indirect distribution

1%             own equity stores

58%          licensing & others

41%

ȱ

Source:ȱEspritȱHoldingsȱLimitedȱ2006,ȱp.ȱ6.ȱ

 

Theȱ mostȱ importantȱ milestonesȱ inȱ Esprit’sȱ historyȱ areȱ summarisedȱ inȱ TaȬ bleȱ3.5.ȱTheȱgroupȱoperatesȱinȱnearlyȱ60ȱcountriesȱonȱfourȱcontinentsȱtoday.ȱ
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Tableȱ3.5ȱ     MilestonesȱinȱEsprit’sȱHistoryȱ

Year Year                                   Activities Activities

1968 1968      Douglas and Susie Tompkins found Plain Jane Dress Co. in San Francisco Douglas and Susie Tompkins found Plain Jane Dress Co. in San Francisco 1971 1971      The company is renamed Esprit de Corp. The company is renamed Esprit de Corp. 1974 1974      The Tompkins form a partnership with Michael Ying to set up a company as the The Tompkins form a partnership with Michael Ying to set up a company as the 

principal sourcing agent for Esprit de Corp. in Hong Kong principal sourcing agent for Esprit de Corp. in Hong Kong 

1978 1978      Start of international expansion in Europe Start of international expansion in Europe 1979 1979      The stencil effect logo is created The stencil effect logo is created 1986 1986      European design office established in Düsseldorf European design office established in Düsseldorf 1988 1988 Esprit International is created to manage and develop the Esprit brand worldwide  Esprit International is created to manage and develop the Esprit brand worldwide

1997 1997      Esprit Asia Holdings Ltd acquires Esprit Europe and Esprit Sourcing and is Esprit Asia Holdings Ltd acquires Esprit Europe and Esprit Sourcing and is 

renamed Esprit Holdings Ltd to reflect the company’s global vision renamed Esprit Holdings Ltd to reflect the company’s global vision

1998 1998      Red Earth, a cosmetic business, is acquired Red Earth, a cosmetic business, is acquired 2002 2002      Esprit Holdings Ltd purchases the U.S. trademark rights and unifies the global Esprit Holdings Ltd purchases the U.S. trademark rights and unifies the global 

Esprit brand Esprit brand ȱ

 

Esprit’s Business Strategy 

 

Global Brand – Global Organisation 

Difficultiesȱinȱtheȱ    AfterȱEsprit’sȱsuccessȱduringȱtheȱ1970sȱandȱ1980s,ȱsalesȱandȱmarginsȱbeganȱtoȱ

Lateȱ1980sȱ    erodeȱ dueȱ toȱ newȱ competitorsȱ offeringȱ youngȱ fashion,ȱ suchȱ asȱ Hennesȱ &ȱ

Mauritzȱ orȱ Theȱ Gap.ȱ Furthermore,ȱ internalȱ managementȱ difficultiesȱ arose.ȱ Afterȱtheȱfounders’ȱdivorce,ȱaȱdownwardȱsalesȱspiralȱendedȱwhenȱtheirȱshareȱ inȱEspritȱdeȱCorp.ȱ wasȱsoldȱtoȱtheȱinvestmentȱcompaniesȱ OaktreeȱCapitalȱManȬ agementȱ andȱ Cerberusȱ Partnersȱ inȱ 1996.ȱ Theseȱ developmentsȱ resultedȱ inȱ theȱ regionsȱAmerica,ȱAsia,ȱandȱEuropeȱbeingȱcontrolledȱandȱoperatedȱseparatelyȱ byȱ differentȱ shareholdersȱ (Cooneyȱ 2002,ȱ p.ȱ128),ȱ connectedȱ onlyȱ byȱ someȱ shareholderȱ interest.ȱ Theȱ planȱ toȱ unifyȱ theȱ brandȱ startedȱ inȱ theȱ midȬ1990s,ȱ whenȱEspritȱEuropeȱandȱEspritȱSourcingȱwereȱ acquiredȱbyȱ Espritȱ Asiaȱ Holdingȱ Ltd,ȱasȱwellȱasȱ63ȱ%ȱofȱEspritȱInternational.ȱInȱaddition,ȱEspritȱAsiaȱHoldingȱLtd.ȱ was ȱrenamedȱinȱEspritȱHoldingsȱLtd.ȱinȱorderȱtoȱmakeȱallowanceȱforȱtheȱcomȬ pany’sȱglobalȱ vision.ȱ Inȱ Februaryȱ 2002,ȱ Espritȱ Holdingsȱ Ltd.ȱacquiredȱ theȱ USȱ andȱ Caribbeanȱ trademarkȱ rightsȱ forȱ theȱ Espritȱ brand,ȱ totallingȱ 150ȱ millionȱ USD,ȱ fromȱ itsȱ franchisees,ȱ completingȱ theȱ soȬcalledȱ “globalȱ jigsaw”ȱ (Yeungȱ 2002).ȱ Forȱ theȱ firstȱ timeȱ sinceȱ itsȱ beginningsȱ inȱ theȱ 1960s,ȱ theȱ Espritȱ brandȱ was ȱ underȱ oneȱ centralȱ control.ȱ Thisȱ stepȱ wasȱ completedȱ byȱ acquiringȱ theȱ remainingȱ 37ȱ%ȱ stakeȱ inȱ Espritȱ International,ȱ whichȱ hadȱ controlledȱ Esprit’sȱ trademarkȱ rightsȱ outsideȱ theȱ USA.ȱ Subsequentȱ toȱ theȱ USȱ acquisition,ȱ theȱ groupȱ alsoȱ implementedȱ aȱ newȱ globalȱ managementȱ structureȱ (seeȱ FigȬ ureȱ3.9).ȱ
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GlobalȱManagementȱStructureȱ                                                    Figureȱ3.9ȱ

 

Group CEO

Whole-                Non-               Opera-    Finance&              Red 

Retail*                  Apparel                Licensing                             Image

sale*                  Apparel                  tions       Legal                   Earth         ȱ

Source:              1 ȱ Ho ȱ 2003, ȱ p. ȱ 8.ȱ

 

Theȱ restructuringȱ encompassedȱ aȱ changedȱ focusȱ fromȱ aȱ countryȬbasedȱ reȬ    Brandȱȱ portingȱ structureȱ toȱ aȱ mixedȱ functionalȱ andȱ divisionalȱ reportingȱ structure.ȱ Unificationȱ

Theȱ centralisationȱ ofȱ eachȱ functionȱ forȱ allȱ geographicalȱ marketsȱ wasȱ inȬ tendedȱtoȱprovideȱbrandȱunification.ȱAdditionally,ȱinȱtheȱcaseȱofȱaȱfunction’sȱ orȱaȱdivision’sȱpoorȱ results,ȱmanagementȱhopesȱthatȱ itȱcanȱdetectȱtheȱunderȬ lyingȱreasonsȱmoreȱquicklyȱ(Bergmannȱ2004,ȱp.ȱ24).ȱ

Fromȱ aȱ strategicȱ pointȱ ofȱ view,ȱ Espritȱ implementedȱ aȱ globalȱ strategyȱ thatȱ combinesȱ internationalȱ presenceȱ andȱ economiesȱ ofȱ scaleȱ withȱ localȱ execuȬ tion,ȱensuringȱtimelyȱresponsesȱtoȱmarketȱandȱcustomerȱneeds.ȱAsȱaȱresultȱofȱ theȱ unificationȱ inȱ2002,ȱtheȱbrandȱequityȱ ofȱEspritȱisȱ estimatedȱtoȱ haveȱrisenȱ greatly,ȱthusȱenhancingȱtheȱcoreȱassetȱofȱtheȱcompanyȱasȱtheȱfoundationȱofȱitsȱ globalȱgrowthȱstrategy.ȱ

 

Balanced Growth 

TheȱgroupȱpursuesȱaȱsoȬcalledȱbalancedȱgrowthȱstrategyȱofȱfurtherȱextendingȱ its ȱglobalȱreach,ȱwhichȱisȱbasedȱonȱtheȱfollowingȱfoundations:ȱ

� furtherȱpenetrationȱofȱexistingȱmarketsȱ Foundationsȱofȱ

� enteringȱnewȱmarkets.ȱ                                                 Strategy theȱGlobalȱȱ ȱ

Thisȱ simpleȱ businessȱ strategyȱ buildsȱ onȱ theȱ followingȱ complexȱ infrastrucȬ tures:ȱ

� twelveȱproductȱdivisionsȱ

� twelveȱproductionȱcyclesȱforȱeachȱproductȱlineȱeachȱyearȱ

� operatingȱandȱdistributionȱnetworkȱonȱfourȱcontinentsȱ

� sourcingȱactivitiesȱinȱEuropeȱandȱparticularlyȱinȱAsia.ȱ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

* ȱȱ    Theȱ termsȱ “retail”ȱ andȱ “wholesale”ȱ areȱ usedȱ byȱ Espritȱ andȱ correspondȱ toȱ diȬ

rect/securedȱdistribution,ȱi.e.ȱownȱequityȱstores,ȱandȱindirectȱdistribution,ȱrespecȬ tively.ȱ
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Withȱrespectȱtoȱdistribution,ȱEsprit’sȱbusinessȱstrategyȱisȱbasedȱonȱtwoȱchanȬ nels,ȱ whichȱ theȱ companyȱ callsȱ “wholesale”ȱ andȱ “retail”ȱ andȱ whichȱ canȱ beȱ categorised ȱintoȱindirectȱ(controlledȱandȱ nonȬcontrolled)ȱandȱ direct/securedȱ distribution.ȱ Thisȱ isȱ analogousȱ toȱ theȱ systematisationȱ presentedȱ inȱ theȱ secȬ tionsȱ“SecuredȱDistributionȱSystems”ȱandȱ“ControlledȱDistributionȱSystems”ȱ (seeȱFigureȱ3.10).ȱ

 

Figure ȱ3.10ȱ    IndirectȱandȱDirect/SecuredȱDistributionȱatȱEspritȱ

[image: ]

 

ȱ      Licensingȱ isȱ Esprit’sȱ otherȱ importantȱ businessȱ segment;ȱ productsȱ manufacȬ ȱ      turedȱ byȱ licensingȱ partnersȱareȱ againȱ distributedȱ viaȱ theȱ controlledȱ andȱ seȬ ȱ      curedȱdistributionȱchannels.ȱAccordingȱtoȱtheȱrespectiveȱcountryȱconditions,ȱ ȱ      forȱ instance,ȱ inȱ termsȱ ofȱ intensityȱ ofȱ competitionȱ andȱ brandȱ recognition,ȱ ȱ      partsȱofȱtheȱinfrastructureȱareȱcombinedȱindividuallyȱandȱappropriatelyȱandȱ ȱ      areȱalso,ȱifȱnecessary,ȱrevised.ȱOperatingȱonȱfourȱdifferentȱcontinentsȱimpliesȱ ȱ      theȱ necessityȱ toȱ meetȱ customerȱ demandsȱ inȱ specificȱ markets.ȱ Thisȱ includesȱ ȱ      accommodatingȱ trendsȱ andȱ sizeȱ requirementsȱ inȱ theȱ USAȱ (Wilsonȱ 2002,ȱ ȱ      p.ȱ52),ȱ forȱ example,ȱ orȱ theȱ tropicalȱ climateȱ ofȱ theȱ Caribbeanȱ islandsȱ (Rosaȱ

MinorȱLocalȱ   2004,ȱ p.ȱ30).ȱ However,ȱ theseȱ localȱ adaptationsȱ mustȱ notȱ undermineȱ theȱ Adaptationsȱ   globalȱ brandȱ image.ȱ Espritȱ triesȱ toȱ achieveȱ anȱ optimumȱ mixtureȱ ofȱ globalȱ

standardisationȱandȱ economiesȱofȱ scaleȱonȱ theȱoneȱ handȱ andȱlocalȱ differenȬ tiationȱonȱtheȱother.ȱ

 

Indirect Distribution 

Indirectȱ distribution,ȱ i.e.ȱ distributionȱ withȱ theȱ helpȱ ofȱ aȱ retailer,ȱ usedȱ toȱ beȱ Esprit’sȱ soleȱ channelȱ ofȱ distribution.ȱ Withȱ aȱ turnoverȱ underpinningȱ aboutȱ 58ȱ%ȱ ofȱ Esprit’sȱ totalȱ turnoverȱ ofȱ 2,075ȱ millionȱ EURȱ inȱ 2004/2005,ȱ indirectȱ distributionȱ stillȱ representsȱ theȱ mostȱ importantȱ businessȱ segmentȱ (seeȱ FigȬ

 

66

Formats and Players in Retailing Part I

ureȱ3.8).ȱConventionalȱmultiȬbrandȱareasȱ inȱdepartmentȱstoresȱ orȱindependȬ entȱretailers,ȱwhereȱtheȱEspritȱbrandȱisȱdisplayedȱalongȱwithȱnumerousȱotherȱ brands,ȱ representȱ theȱ nonȬcontrolledȱ distributionȱ channel.ȱ Theȱ retailerȱ canȱ disposeȱofȱtheȱpurchasedȱmerchandiseȱasȱheȱwishes.ȱControlledȱdistribution,ȱ onȱtheȱotherȱhand,ȱallowsȱtheȱmanufacturerȱtoȱexertȱcontrolȱoverȱtheȱretailerȱ basedȱ onȱ theȱ underlyingȱ contractualȱ arrangement.ȱ Theȱ levelȱ ofȱ controlȱ inȬ creasesȱ fromȱ identityȱ corners,ȱ shopȬinȬshopsȱ toȱ partnershipȱ storesȱ (seeȱ FigȬ ureȱ3.10).ȱInȱtheȱcaseȱofȱidentityȱcorners,ȱtheȱbrand’sȱproductsȱareȱstillȱsoldȱonȱ theȱrespectiveȱfloor,ȱbutȱdisplayedȱasȱanȱentityȱvisȬàȬvisȱtheȱrestȱofȱtheȱofferedȱ merchandise.ȱShopȬinȬshopsȱareȱselfȬcontainedȱspacesȱwithinȱtheȱdepartmentȱ storeȱorȱ independentȱretailer,ȱ completeȱ withȱ Esprit’sȱ ownȱ fixturesȱ andȱstaff.ȱ Partnership ȱstoresȱareȱstandȬaloneȱstoresȱmanagedȱbyȱaȱfranchiseeȱthatȱpaysȱ a ȱfeeȱandȱaȱmonthlyȱpercentageȱofȱsalesȱinȱexchangeȱforȱtheȱrightsȱtoȱsellȱtheȱ products.ȱFurthermore,ȱtheȱfranchisingȱcontractȱdefinesȱtheȱpursuedȱmarketȬ ingȱstrategyȱwhichȱtheȱfranchiseeȱisȱobligedȱtoȱfollow.ȱ

 

DevelopmentȱofȱIndirectȱDistributionȱTurnoverȱ(inȱmillionȱHKD)ȱ                      Figureȱ3.11ȱ
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Source:ȱEspritȱHoldingsȱLimitedȱ2005,ȱp.ȱ26.ȱ

 

SinceȱEspritȱseeksȱtoȱinvestȱinȱcontrolledȱdistributionȱatȱtheȱexpenseȱofȱmultiȬ brandȱ areas,ȱ noȱ officialȱ distinctionȱ isȱ madeȱ betweenȱ controlledȱ distributionȱ andȱ multiȬbrandȱ areas.ȱ Therefore,ȱ figuresȱ onȱ directȱ distributionȱ alwaysȱ inȬ cludeȱ nonȬcontrolledȱ distribution.ȱFigureȱ3.11ȱillustratesȱ theȱ segment’sȱ overȬ allȱdevelopmentȱoverȱtheȱlastȱfiveȱyears.ȱ

Salesȱareaȱ accountedȱ forȱ443,321ȱ m2ȱinȱ2004/2005.ȱ Forȱ theȱ secondȱhalfȱ ofȱtheȱ financialȱ yearȱ2005/2006,ȱ Espritȱ continuedȱ toȱ expandȱitsȱcontrolledȱ distribuȬ tionȱreachȱthroughȱopeningȱ overȱ 500ȱshopȬinȬshops,ȱ partnershipȱstores,ȱ andȱ identityȱ cornersȱ inȱ coreȱ markets.ȱ Breakingȱ downȱ controlledȱ distributionȱ turnoverȱintoȱ regions,ȱ Europeȱisȱrevealedȱ asȱtheȱcoreȱ market,ȱ accountingȱforȱ 94ȱ%ȱofȱgroupȱturnover;ȱGermanyȱaloneȱtotalsȱaboutȱ47ȱ%.ȱȱ
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ShiftȱofȱPriorityȱ    Asȱofȱ31ȱDecemberȱ2005,ȱtheȱgroupȱhasȱbeenȱoperatingȱ6,591ȱidentityȱcorners,ȱ

toȱControlledȱ    3,227ȱ shopȬinȬshopsȱ andȱ 585ȱ partnershipȱ stores.ȱ Sinceȱ Espritȱ hasȱ shiftedȱ itsȱ

Distributionȱ    priorityȱ toȱ controlledȱ distribution,ȱ thusȱ strengtheningȱ itsȱ controlȱ overȱ theȱ

ȱ      retailȱ partners,ȱ notȱ onlyȱanȱ increasedȱnumberȱofȱ openingsȱofȱ shopȬinȬshopsȱ ȱ      andȱ partnershipȱ storesȱ isȱ implied,ȱ butȱ alsoȱ theȱ conversionȱ ofȱ multiȬbrandȱ ȱ      areasȱ intoȱ moreȱ controlledȱ formatsȱ asȱ partȱ ofȱ theȱ effortsȱ toȱ enhanceȱ brandȱ ȱ      positioning.ȱ Thisȱ effortȱ involvesȱ aȱ carefulȱ selectionȱ ofȱ retailȱ customersȱ inȱ ȱ      orderȱtoȱincreaseȱtheȱqualityȱofȱdistribution,ȱasȱwellȱasȱtightenedȱcontrolȱoverȱ ȱ      visualȱqualityȱwithinȱtheȱdepartmentȱstores,ȱachievedȱbyȱcreatingȱaȱ“definedȱ ȱ      Espritȱ ambiance”ȱ (Espritȱ 2005,ȱ p.ȱ24)ȱ andȱ byȱ exclusivelyȱ offeringȱ aȱ certainȱ ȱ      numberȱ ofȱ Espritȱ products.ȱ Withȱ regardȱ toȱ theȱ group’sȱ balancedȱ growthȱ ȱ      strategy,ȱ theȱ conversionȱ toȱ moreȱ tightlyȱ controlledȱ distributionȱ channelsȱ isȱ

Penetration ȱofȱ    pursuedȱ inȱ theȱ caseȱ ofȱ furtherȱ penetrationȱ ofȱ existingȱ markets.ȱ Whenȱ exȬ

ExistingȱMarketsȱ    pandingȱintoȱnewȱones,ȱshopȬinȬshopsȱandȱidentityȱcornersȱareȱusedȱinȱorderȱ

toȱminimiseȱcapitalȱexpenditure.ȱȱ

Furthermore,ȱ aȱ roughȱ distinctionȱ isȱ madeȱ inȱ termsȱ ofȱ theȱ population.ȱ PartȬ nership ȱstoresȱareȱpreferredȱinȱcitiesȱwithȱaȱpopulationȱbelowȱ200,000.ȱIfȱthisȱ numberȱ isȱ exceeded,ȱ Espritȱ triesȱ toȱ establishȱ itsȱ ownȱ equityȱ storesȱ (seeȱ theȱ followingȱ section),ȱ mostlyȱ inȱ additionȱ toȱ alreadyȱ existingȱ indirectȱ distribuȬ tion.ȱȱ

Relaunchȱinȱtheȱ    ForȱitsȱUSAȱrelaunchȱinȱ2002,ȱtheȱgroupȱfirstȱsoldȱitsȱ20ȱexistingȱequityȱstoresȱ

USAȱ   asȱwellȱ asȱ itsȱ20ȱoffȬpriceȱstores.ȱ (Theȱcontrolledȱdistributionȱbusinessȱ inȱtheȱ

USAȱ hadȱ alreadyȱ disappeared.)ȱ Thisȱ stepȱ wasȱ undertakenȱ withȱ theȱ aimȱ ofȱ startingȱ fresh,ȱ “withȱ aȱ cleanȱ slate”ȱ (Wilsonȱ 2002,ȱ p.ȱ52).ȱ Inȱ accordanceȱ withȱ itsȱbalancedȱgrowthȱstrategy,ȱtheȱgroupȱfocusedȱonȱindirectȱdistributionȱasȱitsȱ firstȱ priorityȱinȱtheȱnewȱmarketȱinȱorderȱ toȱ achieveȱsynergies.ȱEconomiesȱ ofȱ scaleȱ couldȱ beȱ generatedȱ byȱ assimilatingȱ allȱ USȱ resourcesȱ intoȱ theȱ currentȱ operationsȱinȱotherȱ regions.ȱ Minimisingȱcapitalȱ investedȱalsoȱ minimisedȱ theȱ businessȱ risksȱ (Hoȱ 2003,ȱ p.ȱ6).ȱ Onȱ theȱ oneȱ hand,ȱ Espritȱ triedȱ toȱ regainȱ itsȱ formerȱpositionȱasȱaȱleadingȱapparelȱvendorȱtoȱdepartmentȱstoresȱinȱtheȱUSAȱ (Scardino ȱ2004,ȱp.ȱ60)ȱ andȱonȱ theȱotherȱ hand,ȱtheȱ indirectȱ distributionȱ busiȬ nessȱ wasȱ aȱ steppingȬstoneȱ forȱ testingȱ theȱ brandȱ imageȱ withȱ USȱ customersȱ afterȱ itsȱ longȱ absenceȱ fromȱ theȱ market.ȱ However,ȱ Espritȱ triedȱ toȱ presentȱ itsȱ productsȱ throughȱ shopȬinȬshopsȱ insteadȱ ofȱ mixingȱ itȱ withȱ otherȱ brandsȱ onȱ multiȬbrandȱ floorsȱ (Greenbergȱ 2004,ȱ p.ȱ58).ȱ Espritȱ thusȱ aimedȱ atȱ aȱ higherȱ degree ȱofȱ controlȱinȱ theȱ USȱindirectȱ distributionȱ business,ȱ becauseȱtheȱ comȬ panyȱ itselfȱ knowsȱ bestȱ howȱ toȱ flowȱ merchandiseȱ properlyȱ andȱ whatȱ sellsȱ (Scardinoȱ 2004,ȱ p.ȱ60).ȱ Duringȱ theȱ 1980s,ȱ Espritȱhadȱ introducedȱtheȱ shopȬinȬ shopȱconceptȱinȱtheȱUSA.ȱInȱ2003,ȱitȱbeganȱsellingȱtheȱproductȱlinesȱwomen’sȱ wearȱandȱmen’sȱwearȱasȱwellȱasȱtheȱjuniorȱbrandȱedcȱtoȱtheȱdepartmentȱstoresȱ Macy’s, ȱ Dillard’s,ȱ Marshallȱ Field’sȱ andȱ Nordstromȱ asȱ aȱ firstȱ stepȱ inȱ reȬ conqueringȱitsȱformerȱhomeȱmarket.ȱ
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Direct/Secured Distribution 

Espritȱ pursuesȱ securedȱ distributionȱ throughȱ itsȱ own,ȱ directlyȱ managedȱ eqȬ uityȱstoresȱ(flagshipȱstores,ȱfullȱpriceȱstoresȱasȱwellȱasȱoffȬpriceȱstores)ȱandȱitsȱ eȬcommerceȱsiteȱe*shop.ȱDuringȱtheȱearlyȱ1980s,ȱtheȱcompanyȱalsoȱoperatedȱaȱ popular ȱdirectȱmailȬorderȱcatalogueȱwhichȱwasȱdiscontinuedȱinȱ1984.ȱ

Inȱ1983,ȱEspritȇsȱ firstȱfreeȬstanding,ȱdirectlyȱoperatedȱequityȱstoreȱopenedȱinȱ    FirstȱEquityȱStoreȱ Hongȱ Kong.ȱ Inȱ theȱ midȬ1980s,ȱ newȱ Espritȱ storesȱ wereȱ establishedȱ inȱ manyȱ   inȱ1983ȱ majorȱcitiesȱaroundȱtheȱ world.ȱInnovativeȱdesignsȱprovidedȱfreeȱadvertisingȱ    ȱ throughȱpressȱcoverageȱandȱtheȱcompanyȱdevelopedȱitsȱuniqueȱdisplayȱstyle.ȱ   ȱ In ȱ 1985,ȱ securedȱ distributionȱ operationsȱ beganȱ inȱ Singapore.ȱ Theȱ followingȱ    ȱ year,ȱ aȱ Europeanȱ designȱ centreȱ inȱ Düsseldorfȱ wasȱ established,ȱ andȱ Espritȱ    ȱ openedȱ itsȱ firstȱownȱ equityȱstoreȱinȱ Germany.ȱ Duringȱ theȱ1990s,ȱtheȱ Pacificȱ    ȱ Rimȱ becameȱtheȱmostȱactiveȱretailȱ zone,ȱ withȱ Espritȱ storesȱopeningȱ inȱ Hongȱ    ȱ Kong,ȱ Korea,ȱTaiwan,ȱSingapore,ȱThailand,ȱ Malaysia,ȱ Indonesia,ȱChina,ȱandȱ   ȱ Japan.ȱ Inȱ 2005,ȱ EspritȱAustraliaȱ openedȱ itsȱ fiftiethȱ store,ȱ andȱ inȱ theȱ Unitedȱ    50thȱEquityȱStoreȱ Kingdom,ȱBelgiumȱandȱHolland,ȱstoreȱnumbersȱdoubledȱ inȱlessȱ thanȱaȱyear.ȱ   inȱ2005ȱ Esprit ȱisȱpresentȱinȱmostȱofȱitsȱmarketsȱwithȱbothȱindirectȱandȱdirect/securedȱ distributionȱ channels,ȱtypicallyȱ startingȱ withȱ retailȱpartnersȱ toȱbuildȱmarketȱ share ȱwithȱcomparativelyȱ littleȱ capitalȱinvestmentȱandȱ addingȱ equityȱ storesȱ laterȱon.ȱȱ

Currently,ȱ securedȱ distributionȱ accountsȱ forȱ aboutȱ 41ȱ%ȱ ofȱ groupȱ turnoverȱ (seeȱFigureȱ3.8).ȱ Figureȱ3.12ȱ providesȱanȱoverviewȱ ofȱ theȱbusinessȱ segment’sȱ development ȱoverȱtheȱpastȱfiveȱyears.ȱ

 

DevelopmentȱofȱSecuredȱDistributionȱTurnoverȱ(inȱmillionȱHKD)ȱ                     Figureȱ3.12ȱ
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Atȱ Esprit’sȱ ownȱ equityȱ stores,ȱ theȱ merchandiseȱ isȱ displayedȱ inȱ aȱ distinctȱ brandȱ ambianceȱ andȱ theȱ productȱ assortmentȱ isȱ deeperȱ andȱ widerȱ thanȱ atȱ identityȱ cornersȱ orȱ shopȬinȬshops.ȱ Inȱ theȱ financialȱ yearȱ 2004/2005ȱ whichȱ
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endedȱ30ȱ Juneȱ2005,ȱ retailȱ salesȱ areaȱ comprisedȱ 194,000ȱm2.ȱDuringȱ theȱ firstȱ halfȱ ofȱtheȱfinancialȱ yearȱ 2005/2006,ȱ 70ȱ directlyȱmanagedȱequityȱ storesȱwereȱ openedȱandȱ 30ȱwereȱclosed,ȱ resultingȱ inȱ anȱ increaseȱ inȱsalesȱareaȱ ofȱ13ȱ%ȱ toȱ overȱ210,000ȱm2ȱinȱ670ȱ directlyȱ managedȱstoresȱworldwide.ȱTheȱ groupȱplansȱ toȱ expandȱ itsȱ retailȱ networkȱ furtherȱ byȱ addingȱ newȱ storesȱ primarilyȱ inȱ Europe.ȱAroundȱ 40ȱ storesȱareȱscheduledȱtoȱbeȱ openedȱ inȱtheȱ secondȱhalfȱ ofȱ theȱfinancialȱyearȱ2005/2006,ȱrepresentingȱanȱincreaseȱofȱsellingȱspaceȱofȱoverȱ 12,000ȱm2.ȱWithȱanȱincreasedȱfocusȱonȱanȱenhancedȱlocalȱassortmentȱofȱprodȬ ucts ȱ thatȱ encompassesȱ qualityȱ andȱ newness,ȱ Espritȱ expectsȱ toȱ driveȱ trafficȱ intoȱitsȱstoresȱworldwide.ȱȱ

CustomerȱLoyȬ    Espritȱ offersȱ itsȱ customerȱ loyaltyȱ programmeȱ e*clubȱ onlyȱ atȱ itsȱ ownȱ equityȱ

altyȱProgrammeȱ   stores.ȱ Customersȱ canȱ signȱ upȱ freeȱ ofȱ charge,ȱ receiveȱ theirȱ e*clubȱ cardȱ andȱ

e*clubȱ    automaticallyȱ becomeȱ e*clubȱ members.ȱ Forȱeachȱ purchase,ȱcustomersȱ collectȱ

e*points ȱaccordingȱtoȱtheȱvalueȱofȱtheirȱpurchase.ȱIfȱaȱcertainȱlevelȱofȱpointsȱisȱ achieved,ȱEspritȱsendsȱ vouchersȱwhichȱ canȱ beȱ redeemedȱ againstȱfutureȱpurȬ chase.ȱ Additionally,ȱ specialȱ promotionsȱ areȱ heldȱ regularly,ȱ suchȱ asȱ doubleȱ e*pointsȱ weeksȱorȱspecialȱpromotionsȱincludingȱaȱbreakfastȱwithȱ theȱtopȱcusȬ tomers.ȱ Theȱe*clubȱ isȱ availableȱ inȱ Esprit’sȱ ownȱ equityȱ storesȱ inȱ Austria,ȱ BelȬ gium,ȱ Canada,ȱ Denmark,ȱ Finland,ȱ France,ȱ Germany,ȱ Liechtenstein,ȱ LuxemȬ bourg,ȱtheȱNetherlands,ȱNorway,ȱSweden,ȱSwitzerland,ȱtheȱUnitedȱKingdomȱ andȱtheȱUSA.ȱ

After ȱhavingȱclosedȱitsȱpreviousȱownȱequityȱstoresȱinȱtheȱUSA,ȱEspritȱopenedȱ aȱ1,000ȱm2ȱflagshipȱstoreȱinȱManhattan,ȱNewȱYork,ȱinȱSeptemberȱ2004.ȱAsȱofȱ 31ȱDecemberȱ2005,ȱtheȱgroupȱoperatesȱ14ȱownȱequityȱstoresȱinȱtheȱUSA,ȱwithȱ elevenȱinȱtheȱNewȱYork/NewȱJerseyȱarea.ȱDespiteȱtheȱinitialȱplanȱtoȱfocusȱonȱ controlledȱ distribution,ȱ theȱ groupȱ nowȱ emphasisesȱ theȱ developmentȱ ofȱ itsȱ own ȱequityȱstoresȱ(Moinȱ2004,ȱ p.ȱ3).ȱInȱadaptingȱ toȱ USȱconsumerȱhabitsȱandȱ circumstances,ȱ Esprit’sȱ ownȱ equityȱ storesȱinȱ theȱUSAȱareȱnotȱ standȬaloneȱasȱ inȱ Europe,ȱ butȱ mallȬbased,ȱ lifestyleȱ storesȱ withȱ onlyȱ aboutȱ 800ȱm2ȱ sellingȱ space,ȱ asȱ opposedȱ toȱ 2,000ȱ toȱ 2,500ȱm2ȱ ofȱsalesȱ areaȱ inȱ Europeȱ (Chainȱ Storeȱ Age ȱ2004,ȱp.ȱ7).ȱ

InternetȱShopȱ    Theȱonlineȱe*shopȱisȱanȱimportantȱpartȱofȱtheȱgroup’sȱretailingȱstrategy,ȱofferȬ

ingȱaȱ fullȱ rangeȱ ofȱapparelȱproductsȱandȱisȱcurrentlyȱavailableȱtoȱconsumersȱ inȱ theȱ followingȱ countries:ȱ Austria,ȱ Belgium,ȱ Denmark,ȱ France,ȱ Germanyȱ Netherlands,ȱ Switzerland,ȱ Unitedȱ Kingdom,ȱ andȱ USA.ȱ Inȱ 2003,ȱ theȱ onlineȱ shopȱ attractedȱ approximatelyȱ 200,000ȱ visitorsȱ aȱ month.ȱ Theȱ companyȱ reȬ gardsȱtheȱe*shopȱasȱcomplementaryȱtoȱitsȱequityȱstoresȱandȱasȱanȱopportunityȱ toȱcollectȱcustomerȱdataȱdirectly,ȱwhichȱcanȱthenȱusedȱtoȱimplementȱbusinessȱ improvementsȱandȱattractȱnewȱcustomers.ȱ
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Licensing

Licensedȱ productsȱ soldȱ underȱ theȱ Espritȱ brandȱ nameȱ helpȱ enhanceȱ theȱ   Functionȱofȱtheȱ brand’sȱ penetrationȱ inȱ variousȱ marketsȱ andȱ contributedȱ thirdȱ partyȱ royaltyȱ    Licensingȱȱ incomeȱofȱ58.1ȱmillionȱHKDȱinȱtheȱlastȱfinancialȱyear,ȱrepresentingȱaboutȱ1ȱ%ȱ    Segmentȱ of ȱgroupȱturnoverȱ(seeȱFigureȱ3.8)ȱasȱwellȱasȱaȱyearȬonȬyearȱincreaseȱofȱ2.8ȱ%.ȱ Thisȱ growthȱisȱtheȱ resultȱofȱ Esprit’sȱstrategyȱ ofȱfocussingȱ onȱstrongȱproductȱ categoriesȱandȱ keyȱ licenseesȱ soȱ asȱ toȱ maximiseȱ synergies.ȱ However,ȱ theȱ inȬ crease ȱ wasȱ partlyȱ offsetȱ byȱ aȱ 36.5ȱ%ȱ declineȱinȱ licensingȱincomeȱ fromȱ thirdȱ partyȱlicenseesȱinȱtheȱrecentlyȬenteredȱUSȱmarket.ȱ

Asȱofȱ31ȱ Decemberȱ2005,ȱproductȱ licenseesȱcollectivelyȱofferȱ26ȱcategoriesȱofȱ licensedȱproductsȱtoȱconsumersȱworldwide.ȱCoreȱlicensedȱproductȱcategoriesȱ areȱ watchesȱ andȱ glasses/sunglassesȱ whichȱ continueȱ toȱ developȱ rapidly.ȱ Newer ȱcategoriesȱwhichȱareȱgatheringȱmomentumȱincludeȱ bedȱ&ȱbath,ȱtowȬ els, ȱcosmeticsȱ&ȱfragrance,ȱandȱumbrellas.ȱNewȱlicensingȱcontractsȱincludingȱ furnitureȱ&ȱcarpetsȱandȱsoftȱtoysȱforȱEuropeȱwereȱrecentlyȱaddedȱinȱorderȱtoȱ furtherȱstrengthenȱtheȱbrandȱimage.ȱ

Despiteȱ theȱ limitedȱ contributionȱ ofȱ licensedȱ productsȱ toȱ theȱ group’sȱ totalȱ turnover, ȱtheȱbusinessȱsegmentȱisȱestimatedȱasȱvitalȱandȱessentialȱthroughȱitsȱ potential ȱtoȱenhanceȱbrandȱimage.ȱAsȱaȱmeansȱ ofȱ strengtheningȱ itsȱownȱeqȬ uityȱ stores,ȱ Espritȱ distributesȱ licensedȱ productsȱ mainlyȱ throughȱ itsȱ securedȱ distributionȱ channelȱandȱ limitedȱproductȱcategories,ȱsuchȱasȱ jewellery,ȱwithȱ controlledȱdistribution,ȱespeciallyȱinȱdepartmentȱstores.ȱ

 

Summary and Outlook 

Accordingȱ toȱ experts,ȱ Espritȱ isȱ “inȱ anȱ excellentȱ positionȱ toȱ becomeȱ theȱ firstȱ    SoonȱEquallyȱ brandȱ equallyȱ strongȱ onȱ threeȱ continents:ȱ America,ȱ Europeȱ andȱ Asia”ȱ   StrongȱonȱThreeȱ (Kuchment/Theilȱ 2004,ȱ p.ȱE24).ȱ Itsȱ verticallyȱ completelyȱ integratedȱ supplyȱ Continents?ȱ

chainȱallowsȱitȱtoȱreactȱveryȱfastȱtoȱchangingȱconsumerȱtrends.ȱHowever,ȱtheȱ group ȱhasȱencounteredȱmoreȱdifficultiesȱthanȱanticipatedȱinȱtheȱcontextȱofȱitsȱ re Ȭentryȱ intoȱ itsȱformerȱhomeȱmarket,ȱ theȱ USA.ȱApartȱfromȱtheȱresignationsȱ ofȱthreeȱtopȱUSȱexecutives,ȱsomeȱkeyȱdepartmentȱstoresȱhaveȱstoppedȱcarryȬ ingȱtheȱ brandȱ andȱaȱnumberȱ ofȱlicensingȱagreementsȱhaveȱalsoȱ beenȱputȱ onȱ holdȱ (DeCarloȱ 2005,ȱ p.ȱ5).ȱ Theȱ companyȱ announcedȱ itsȱ planȱ toȱ stopȱ sellingȱ theȱ women’sȱ careerȱ collectionȱ asȱ wellȱ asȱ theȱ entireȱ men’sȱ wearȱ lineȱ andȱ toȱ concentrateȱ onȱ casualȱ andȱ juniorȱwomenȇsȱ wearȱandȱ accessoriesȱ inȱtheȱUSAȱ afterȱreportingȱ aȱ lossȱofȱapproximatelyȱ15ȱmillionȱUSDȱ inȱ theȱ yearȱendedȱ30ȱ Juneȱ 2005.ȱ Contractsȱ withȱ itsȱ retailȱ partnersȱ areȱ beingȱ renegotiatedȱ –ȱ curȬ rently,ȱNordstromȱisȱtheȱonlyȱmajorȱdepartmentȱstoreȱtoȱcarryȱtheȱbrandȱ–ȱandȱ Espritȱ plansȱ toȱ onlyȱ ownȱ equityȱ storesȱ inȱ prime,ȱ “tripleȱA”ȱ locationsȱ onȱ theȱ “North ȬWestȱ corridor”ȱ betweenȱ Bostonȱ andȱ Washington,ȱ D.C.,ȱ whereȱ theȱ
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climateȱ isȱ veryȱ similarȱ toȱ thatȱ inȱ Europe.ȱ Thisȱ revisionȱ ofȱ itsȱ USȱ strategyȱ isȱ necessary,ȱdueȱtoȱsalesȱwhichȱareȱbetweenȱ35ȱtoȱ70ȱ%ȱlowerȱthanȱanticipated.ȱ Furthermore, ȱ aȱ numberȱ ofȱ licenseȱ agreementsȱ wereȱ putȱ onȱ hold;ȱ e.g.ȱ Nineȱ West ȱ prematurelyȱterminatedȱitsȱcontractȱtoȱmanufactureȱwomenȇsȱ footwear,ȱ luggage,ȱ handbagsȱ andȱ smallȱ leatherȱ goods,ȱ dueȱ toȱ disappointingȱ salesȱ (Women’sȱWearȱDailyȱ2004,ȱp.ȱ12).ȱ

Retail ȱStoreȱofȱ    Inȱ 2005,ȱ Esprit’sȱ flagshipȱ storeȱ inȱ Manhattanȱ wasȱ honouredȱ withȱ theȱ Retailȱ

theȱYearȱAwardȱ   Storeȱ ofȱ theȱ Yearȱ award,ȱ aȱ retailȱ competitionȱ organisedȱ byȱ theȱ leadingȱ retailȱ

ȱ      magazineȱ Chainȱ Storeȱ Age.ȱ Theȱ Manhattanȱ store,ȱ withȱ itsȱ modernȱ andȱsleekȱ ȱ      look,ȱ isȱ saidȱ toȱ representȱ theȱ brand’sȱ returnȱ toȱ theȱ USȱ marketȱ (Chainȱ Storeȱ ȱ      Ageȱ2005,ȱp.ȱ70).ȱ Givenȱ theȱ successȱofȱ Esprit’sȱ ownȱ equityȱ storeȱinȱ theȱUSA,ȱ ȱ      asȱwellȱasȱitsȱ difficultiesȱ withȱ itsȱcontrolledȱdistributionȱ channelȱ viaȱ departȬ ȱ      mentȱstores,ȱ aȱ trendȱ forȱ futureȱdevelopmentȱ andȱ futureȱ proportionȱinȱ retailȱ

Focusȱonȱȱ   channelsȱmayȱbeȱemerging.ȱGroupȱCEOȱHeinzȱKrognerȱreportedlyȱsaidȱthatȱ

Securedȱ    theȱfocusȱofȱtheȱUSȱbusinessȱisȱnowȱonȱsecuredȱdistribution:ȱ“Iȱwantȱtoȱmakeȱ

Distributionȱ    myȱ ownȱ storesȱ strong”ȱ (cf.ȱ Moinȱ 2004,ȱ p.ȱ3).ȱ Officially,ȱ theȱ groupȱ plansȱ toȱ

openȱoverȱ500ȱnewȱshopȬinȬshops,ȱpartnershipȱstoresȱandȱidentityȱcornersȱasȱ well ȱasȱaboutȱ40ȱnewȱequityȱstoresȱworldwideȱtotallingȱoverȱ12,000m2ȱforȱtheȱ secondȱhalfȱofȱtheȱfinancialȱyearȱ2005/2006.ȱȱ

EspritȱAcademyȱ   TheȱEspritȱAcademy,ȱaȱdesignȱcompetitionȱheldȱinȱcooperationȱ withȱtheȱ LonȬ

donȱ Collegeȱ ofȱ Fashionȱ inȱ 2005,ȱ representsȱ aȱ furtherȱ attemptȱ toȱ strengthenȱ theȱ brandȱ imageȱ viaȱ theȱ ownȱ equityȱ stores.ȱ Theȱ collectionȱ underȱ theȱ Espritȱ Academy ȱlabelȱisȱsoldȱexclusivelyȱinȱtheȱcompany’sȱflagshipȱstoresȱinȱEurope’sȱ leadingȱ fashionȱ citiesȱ Düsseldorf,ȱ Munich,ȱ Frankfurt,ȱ Hamburg,ȱ Berlin,ȱ Antwerp,ȱCopenhagen,ȱAmsterdam,ȱLondonȱandȱParis.ȱTheȱcompetitionȱwillȱ beȱ developedȱ furtherȱ inȱ theȱ comingȱ years,ȱ withȱ variousȱ differentȱ internaȬ tional ȱfashionȱcollegesȱandȱvariousȱdisciplines.ȱȱ

 

Questions

1. Whyȱ isȱitȱ attractiveȱforȱ apparelȱ manufacturersȱsuchȱ asȱ Espritȱ alsoȱtoȱdisȬ

tributeȱ theirȱ productsȱ viaȱ securedȱ channels?ȱ Whatȱ elementsȱ ofȱ Esprit’sȱ globalȱbrandȱ strategyȱreflectȱandȱenhanceȱthisȱsecuredȱ distributionȱstratȬ egy?ȱȱ

2. From ȱaȱretailer’sȱpointȱ ofȱview,ȱsuchȱasȱaȱdepartmentȱstore,ȱwhatȱareȱ theȱ

potentialȱ advantagesȱ andȱ disadvantagesȱ ifȱ aȱmanufacturerȱ usesȱforwardȱ integration,ȱi.e.ȱopensȱitsȱownȱequityȱstoresȱinȱadditionȱtoȱsellingȱitsȱprodȬ uctsȱthroughȱtheȱretailer?ȱ

3. Discussȱ theȱprospectsȱofȱ aȱ(future)ȱ reinforcedȱ securedȱdistributionȱ stratȬ

egy,ȱgivenȱEsprit’sȱplannedȱfurtherȱglobalȱexpansion.ȱȱ
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Hints

1. SeeȱHoȱ2003ȱforȱaȱdetailedȱdescriptionȱofȱtheȱvariousȱelementsȱofȱEsprit’sȱ

globalȱstrategy.ȱ

2. Seeȱ Bell/Wang/Padmanabhanȱ 2003ȱ forȱaȱ discussionȱ ofȱ retailerȱ behaviourȱ

inȱtheȱfaceȱofȱaȱmanufacturer’sȱownȱsecuredȱdistributionȱstrategy.ȱ

3. Seeȱ e.g.ȱ Hauptkorn/Manget/Raschȱ2005ȱ onȱ successȱfactorsȱofȱ verticalisaȬ

tionȱstrategies.ȱ

ȱ
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PartȱIIȱ

 

StrategicȱMarketingȱȱ

 

inȱRetailingȱ
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Chapter 4 

 

Growth Strategies 

 

The aim of this Chapter is to introduce the alternative routes to company growth for retailers. Ansoff’s matrix, as a strategy tool, branch multiplication, cooperation and mergers & acquisitions are considered as basic alternatives for expanding the retail store network. 

 

Growth Options 

Almostȱ allȱ retailingȱactivitiesȱstartȱ asȱ independent,ȱ singleȬoutletȱ operations.ȱ Comparedȱ toȱ otherȱ businessȱ sectors,ȱ suchȱ asȱ manufacturing,ȱ enteringȱ intoȱ retailingȱbyȱopeningȱaȱretailȱstoreȱisȱrelativelyȱeasyȱandȱdoesȱnotȱrequireȱhighȱ capitalȱresources.ȱTheȱdesireȱtoȱgrowȱbusinessȱ andȱincreaseȱitsȱvalueȱisȱoftenȱ aȱfundamentalȱobjectiveȱfromȱtheȱveryȱbeginning.ȱForȱretailers,ȱamongȱotherȱ benefits,ȱsalesȱgrowthȱ providesȱbenefitsȱ throughȱ purchasingȱfromȱsuppliersȱ inȱ largeȱquantitiesȱ andȱfromȱ economiesȱ ofȱ scaleȱinȱ operationsȱ(e.g.ȱIT,ȱ logisȬ tics, ȱandȱadministration)ȱ(Ogden/Ogdenȱ2005,ȱp.ȱ92).ȱȱ

For ȱ decades,ȱ strategicȱ managementȱ hasȱ analysedȱ theȱ alternativeȱ routesȱ toȱ    ProductȬMarketȬȱ companyȱ growth.ȱ Ansoff’sȱ matrixȱ (orȱ productȬmarketȬmatrix)ȱ isȱ aȱ wellȬknownȱ    Matrixȱ categorisationȱ ofȱ growthȱstrategiesȱ (seeȱ Figureȱ4.1).ȱ Itȱ consistsȱ ofȱ fourȱ sepaȬ rateȱstrategiesȱ(Ansoffȱ1988):ȱ

� Withȱ presentȱ productsȱ andȱ inȱ presentȱ markets,ȱ growthȱ canȱ beȱ achievedȱ

byȱ marketȱ penetration.ȱ Higherȱ salesȱ fromȱ existingȱ marketsȱ canȱ eitherȱ beȱ obtained ȱ byȱ attractingȱ currentȱ nonȬcustomers,ȱ whoȱ eitherȱ doȱ notȱ buyȱ productsȱinȱtheȱofferedȱ categoriesȱ atȱallȱorȱwhoȱ buyȱthemȱfromȱcompetiȬ tors.ȱAlternatively,ȱtheȱloyaltyȱofȱexistingȱcustomersȱofȱtheȱretailerȱcanȱbeȱ improvedȱandȱtheȱvalueȱofȱtheirȱshoppingȱbasketsȱincreased.ȱ

� Productȱdevelopmentȱisȱcharacterisedȱbyȱofferingȱnewȱ productsȱtoȱexistingȱ

markets.ȱ Thisȱ canȱbeȱ doneȱ byȱprovidingȱtheȱexistingȱcustomerȱ baseȱwithȱ new ȱ productȱ categoriesȱ inȱ theȱ existingȱ storesȱ (seeȱ Chapterȱ8).ȱ Apparelȱ storesȱexpandingȱintoȱsellingȱshoesȱwouldȱbeȱ aȱgoodȱexample.ȱConsiderȬ ingȱ theȱ factȱ thatȱ theȱ retailer’sȱ “products”ȱ areȱ hisȱ storesȱ (seeȱ Chapterȱ6),ȱ productȱ developmentȱ inȱ retailingȱ oftenȱ meansȱ introducingȱ newȱ retailȱ formatsȱinȱexistingȱmarketsȱ(seeȱChaptersȱ1ȱandȱ2).ȱStoreȱretailersȱstartingȱ toȱ offerȱ theirȱ productsȱ inȱ theȱ Internet,ȱ orȱ supermarketȱ retailersȱ openingȱ convenienceȱstoresȱareȱexamplesȱofȱproductȱdevelopment.ȱ
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� ȱ     ȱ      ȱ    ȱ   ȱ ȱ       ȱ ȱ ȱ    ȱ        ȱ        ȱ     ȱ � A current product offer can be targeted to a new customer segment, often

inȱaȱnewȱgeographicȱareaȱ(marketȱdevelopment).ȱRegionalȱretailersȱexpandȬ ingȱ theirȱ traditionalȱ storeȱ formatsȱ toȱ otherȱ regionsȱ orȱ nationalȱ retailersȱ expanding ȱtoȱnewȱcountriesȱattemptȱtoȱincreaseȱrevenueȱforȱtheȱcompanyȱ withȱthisȱstrategy.ȱ

� Diversificationȱ entailsȱofferingȱnewȱ productsȱ toȱnewȱmarkets.ȱ Tesco’sȱPerȬ

sonalȱFinance,ȱtheȱReweȱGroup’sȱactivitiesȱ inȱ theȱtravelȱmarket,ȱandȱVirginȱ Airlinesȱareȱexamplesȱofȱthisȱ strategy.ȱBecauseȱdiversificationȱoftenȱleadsȱ retailersȱ beyondȱ traditionalȱ retailȱmarkets,ȱthisȱ strategyȱ isȱ notȱdiscussedȱ inȱ moreȱdetailȱ inȱ thisȱ book.ȱ Itȱ shouldȱ beȱ noted,ȱ however,ȱ thatȱ theȱ manȬ agementȱliteratureȱwarnsȱofȱtheȱdangersȱofȱdiversification,ȱwhenȱtheȱcoreȱ competenceȱofȱretailersȱliesȱinȱotherȱfields.ȱȱ

 

Figureȱ4.1ȱ    AlternativeȱRoutesȱtoȱCompanyȱGrowthȱ–ȱAnsoff’sȱMatrixȱ
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Source:ȱAnsoffȱ1988,ȱp.ȱ109.ȱ

 

Withdrawalȱ   Whileȱ mostȱ companiesȱ focusȱ onȱ growth,ȱ someȱ authorsȱ pointȱ outȱ thatȱ AnȬ

fromȱMarketsȱ   soff’sȱmatrixȱshouldȱbeȱexpandedȱtoȱincludeȱtheȱstrategicȱwithdrawalȱoptionsȱ

fromȱ certainȱ productȱ orȱ geographicalȱ marketsȱ (Zentes/Swoboda/SchrammȬ Kleinȱ 2006,ȱ pp.ȱ118Ȭ126).ȱ Sometimesȱ closingȱ downȱ orȱ divestingȱ (sellingȬoff)ȱ theȱunprofitableȱpartsȱofȱaȱbusinessȱorȱthoseȱwhichȱdoȱnotȱmatchȱtheȱcurrentȱ strategy,ȱcanȱhelpȱtheȱretailȱcompanyȱasȱaȱwhole.ȱForȱexample,ȱinȱ2005,ȱMetroȱ divestedȱ fromȱtheȱDIYȱmarketȱbyȱlistingȱitsȱ DIYȱ retailȱchainȱ Praktikerȱonȱ theȱ stockȱ market,ȱ inȱ orderȱ toȱ focusȱ onȱ other,ȱ moreȱ profitableȱ activities.ȱ Inȱ theȱ sameȱyear,ȱOBIȱsoldȱitsȱDIYȱstoresȱinȱChinaȱtoȱtheȱcompetitorȱKingfisher.ȱEvenȱ thoughȱ OBIȱ operatesȱ aboutȱ 500ȱ DIYȱ storesȱ internationallyȱ andȱ hasȱ salesȱ ofȱ
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moreȱthanȱsixȱbillionȱEUR,ȱitȱdecidedȱstrategicallyȱthatȱtheȱfutureȱinvestmentȱ neededȱtoȱensureȱsuccessȱinȱthisȱhugeȱmarketȱwouldȱbeȱtooȱhigh.ȱAtȱtheȱsameȱ time, ȱtheȱcompanyȱannouncedȱtheȱopeningȱofȱ100ȱnewȱstoresȱinȱEuropeȱoverȱ theȱnextȱfiveȱyears.ȱ

Theseȱ examplesȱ demonstrateȱ thatȱ inȱ retailing,ȱ growthȱ strategiesȱ areȱ closelyȱ connectedȱ toȱ withdrawalȱ strategies.ȱRetailerȱ portfolios,ȱ withȱ respectȱ toȱ theirȱ stores,ȱstoreȱformats,ȱandȱcountryȱmarkets,ȱareȱoftenȱreassessedȱandȱaȱstrateȬ gicȱ withdrawalȱ fromȱ oneȱ marketȱ oftenȱ providesȱ theȱ startingȱ pointȱ forȱ exȬ pandingȱintoȱotherȱmarketsȱorȱforȱopeningȱadditionalȱstoresȱinȱtheȱremainingȱ markets.ȱȱ

Growthȱstrategiesȱforȱretailersȱcanȱtakeȱtwoȱbasicȱforms:ȱ

� enhancingȱsalesȱinȱexistingȱretailȱoutletsȱȱ

� enhancingȱsalesȱbyȱenlargingȱtheȱoutletȱnetwork.ȱȱ

Mostȱ retailers’ȱ statisticsȱ thereforeȱ differentiateȱ betweenȱ revenueȱ changesȱ inȱ existingȱ storesȱ (alsoȱ calledȱ comparableȱ storeȱ salesȱ growth),ȱ andȱchangesȱinȱ theȱ scaleȱ ofȱoperationsȱdueȱ toȱ openingȱorȱacquiringȱnewȱstores.ȱ Theȱ latterȱisȱtheȱ focusȱ ofȱ thisȱ Chapter,ȱ becauseȱ theȱ establishmentȱ ofȱ newȱ storesȱ isȱ theȱ mostȱ importantȱ growthȱ routeȱ forȱ retailers.ȱ Forȱ example,ȱ Tescoȱ openedȱ moreȱ thanȱ 100ȱnewȱhypermarketsȱinȱEasternȱEuropeȱbetweenȱ2002ȱandȱ2006,ȱKingfisherȱ added ȱ27ȱnewȱB&QȱDIYȱstoresȱinȱChinaȱinȱ2005,ȱandȱFressnapf,ȱaȱGermanȱpetȱ store ȱ retailer,ȱ wasȱ foundedȱ inȱ 1989ȱ andȱ nowȱ controlsȱ aȱ storeȱ networkȱ ofȱ aboutȱ 800ȱ storesȱ inȱ 11ȱ Europeanȱ countriesȱ (seeȱ caseȱ studyȱ Fressnapfȱ inȱ thisȱ Chapter).ȱTheseȱexamplesȱalsoȱindicateȱtheȱmostȱimportantȱoptionsȱforȱoutletȱ growth:ȱ

� Organicȱ growth:ȱ Mostȱ ofȱ Tesco’sȱ hypermarketsȱ inȱ Easternȱ Europeȱ wereȱ

establishedȱthroughȱorganicȱgrowth.ȱ

� Franchising:ȱ Mostȱ ofȱFressnapf’sȱ growthȱ comesȱfromȱ attractingȱnewȱ franȬ

chiseȱpartners,ȱwhoȱopenȱoutletsȱunderȱtheȱFressnapfȱbrand.ȱ

� Acquisition:ȱ B&Q’sȱ suddenȱ growthȱ inȱ Chinaȱ originatedȱ largelyȱ fromȱ theȱ

acquisition ȱofȱoutletsȱfromȱtheȱGermanȱDIYȱretailȱchainȱOBI.ȱȱ

 

Organic Growth through Outlet Multiplication

Theȱdirectȱestablishmentȱofȱownȱnewȱoutletsȱisȱusuallyȱtheȱprimaryȱmethodȱ   ChainȱStoresȱ forȱretailersȱtoȱexpandȱtheirȱ businessesȱ (Zentes/Morschettȱ2002,ȱp.ȱ173).ȱ Itȱ isȱ alsoȱcalledȱorganicȱorȱinternalȱgrowth.ȱTheȱresultingȱchainȱstoresȱoperateȱmultiȬ pleȱretailȱstoresȱunderȱcommonȱownership,ȱandȱusuallyȱengageȱinȱsomeȱlevelȱ
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ofȱ centralisedȱ decisionȬmakingȱ (Berman/Evansȱ 2007,ȱ p.ȱ108).ȱ Largeȱ retailȱ chainȱstoresȱcompriseȱupȱtoȱseveralȱthousandȱstores.ȱ

Advantages ȱ   Openingȱnewȱbranchesȱoffersȱtheȱadvantageȱthatȱtheȱretailer‘sȱconceptȱcanȱbeȱ

ofȱOutletȱ    transferredȱ toȱ theȱ newȱ storeȱ rightȱ fromȱ theȱ beginning.ȱ Locationȱ decisions,ȱ

Multiplicationȱ    storeȱlayoutȱandȱallȱattributesȱofȱtheȱnewȱstoreȱcanȱbeȱtailoredȱtoȱtheȱexistingȱ

strategy.ȱ Theȱ storeȱmanagersȱareȱcompanyȱ employees,ȱwhichȱenablesȱ activiȬ tiesȱtoȱ beȱ monitoredȱcloselyȱ andȱ decisionsȱ toȱ beȱmadeȱcentrally.ȱ RiskȱisȱlimȬ itedȱasȱexpansionȱisȱgradual.ȱ

Constraintsȱȱ   Atȱ theȱ sameȱtime,ȱconsiderableȱfinancialȱresourcesȱbecomeȱsuccessivelyȱ tiedȱ

ofȱOutletȱȱ   upȱinȱtheȱstoreȱnetwork.ȱTheȱopeningȱofȱbranchesȱrequiresȱsubstantialȱcapitalȱ

Multiplicationȱ    investment,ȱwhichȱisȱaȱmajorȱconstraintȱtoȱgrowth.ȱInȱmanyȱmarkets,ȱorganicȱ

growthȱ isȱ slowȱ dueȱ toȱ zoningȱ restrictions,ȱ planningȱ permission,ȱ theȱ searchȱ forȱ sites,ȱ includingȱ theȱ acquisitionȱ andȱ developmentȱ ofȱ theȱ premises,ȱ etc.ȱ Thisȱ entailsȱ theȱ riskȱ thatȱ theȱ criticalȱ massȱ isȱ notȱ reachedȱ fastȱ enoughȱ andȱ otherȱ retailersȱ withȱ similarȱ concepts,ȱ butȱ notȱ similarȱ constraints,ȱ expandȱ faster.ȱ Thisȱ problemȱ particularlyȱ affectsȱ retailersȱ thatȱ requireȱ largeȱ sitesȱ forȱ theirȱ outletsȱ (Zentes/Morschettȱ 2002,ȱ pp.ȱ173),ȱ e.g.ȱ categoryȱ killersȱ andȱ hypermarkets ȱ (seeȱ Chapterȱ7),ȱ becauseȱ approvalȱ forȱ theseȱ sitesȱisȱ restrictedȱ inȱmanyȱcountries.ȱ

Anotherȱdrawbackȱ canȱ beȱseenȱ inȱ aȱ lossȱ ofȱflexibilityȱoverȱ time.ȱManyȱchainȱ storeȱoperationsȱareȱslowerȱtoȱrespondȱtoȱchangesȱinȱconsumerȱdemandȱandȱ other ȱsituationalȱfactors,ȱdueȱtoȱbureaucracyȱandȱaȱdecreasingȱmotivationȱofȱ employeesȱwhichȱ isȱ typicalȱofȱlargerȱ businesses.ȱTailoringȱtheȱassortmentȱ toȱ theȱspecificȱlocalȱneedsȱisȱoftenȱeasierȱforȱindependentȱretailersȱthanȱforȱlargeȱ chainȱstoresȱ(Ogden/Ogdenȱ2005,ȱp.ȱ93).ȱHowever,ȱmodernȱretailȱinformationȱ systems ȱ increasinglyȱ allowȱ combiningȱ centralisedȱ decisionȬmakingȱ withȱ aȱ locally ȱadaptedȱ marketing,ȱincludingȱaȱ locallyȱ adaptedȱmerchandiseȱmixȱ orȱ prices.ȱ

 

Cooperative Arrangements 

Joint Ventures 

Whileȱ theȱ varietyȱ ofȱ cooperativeȱ arrangementsȱ isȱ wide,ȱ jointȱ venturesȱ areȱ clearlyȱ amongȱ theȱ mostȱ popularȱ formsȱ ofȱ alliances.ȱ Sinceȱ jointȱventuresȱ areȱ notȱ retailȬspecific,ȱ theyȱ areȱ onlyȱ outlinedȱ brieflyȱ here.ȱ Aȱ jointȱ ventureȱ isȱ formedȱ whenȱ twoȱ orȱ moreȱ partiesȱ decideȱ toȱ undertakeȱ economicȱ activityȱ togetherȱandȱcreateȱaȱnewȱenterpriseȱasȱaȱlegalȱentityȱinȱorderȱtoȱpursueȱaȱsetȱ ofȱ agreedȬuponȱ goals.ȱ Theȱ partiesȱ agreeȱ toȱ contributeȱ equityȱ andȱ shareȱ theȱ revenue,ȱexpenses,ȱandȱcontrolȱofȱtheȱenterpriseȱ(Zentes/Swoboda/SchrammȬ Kleinȱ 2006,ȱ pp.ȱ275Ȭ278;ȱ Sternquistȱ 1998,ȱ pp.ȱ133Ȭ139).ȱ Forȱ example,ȱ theȱ
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Frenchȱ retailerȱ Leclercȱ andȱ theȱ Italianȱ Conadȱ establishedȱ theȱ jointȱ ventureȱ Conalec ȱwhichȱoperatesȱaȱnetȱofȱhypermarketsȱinȱItaly.ȱ

A ȱ majorȱ advantageȱ ofȱ formingȱ aȱ jointȱ ventureȱ isȱ theȱ combinationȱ ofȱ theȱ reȬ Combinationȱ

sourcesȱ ofȱtwoȱ companies.ȱ Bothȱ companiesȱ bringȱfinancialȱandȱ managementȱ   ofȱResourcesȱȱ resources,ȱ knowȬhow,ȱ storeȱ outletsȱ orȱ otherȱ assetsȱ toȱ theȱ deal.ȱ Especiallyȱ whenȱ aȱ retailerȱ entersȱ aȱ newȱ retailȱ orȱ serviceȱ sectorȱ orȱ aȱ culturallyȱ distantȱ foreignȱ market,ȱ theȱ marketȱknowledgeȱofȱaȱjointȱventureȱ partnerȱisȱvaluableȱ andȱcanȱfacilitateȱexpansion.ȱ

Anotherȱbenefitȱofȱjointȱventuresȱisȱtheȱreductionȱofȱriskȱforȱeachȱcompanyȱbyȱ    RiskȱReductionȱ splittingȱ theȱ riskȱ betweenȱ theȱ participatingȱ companies.ȱ Theȱ largerȱ theȱ retailȱ company,ȱ onȱ theȱ otherȱ side,ȱ theȱ moreȱ likelyȱitȱ isȱtoȱ expandȱ onȱ itsȱ own,ȱ beȬ causeȱitȱcanȱmoreȱeasilyȱaffordȱtheȱexpensesȱandȱabsorbȱtheȱriskȱinȱthisȱcase.ȱ

Theȱ majorȱ drawbackȱ ofȱ jointȱ venturesȱ areȱ theȱ highȱ coordinationȱ costs,ȱ beȬ Coordinationȱ

causeȱtwoȱindependentȱpartnersȱwithȱpotentiallyȱconflictingȱobjectivesȱworkȱ    Costsȱ together.ȱThus,ȱmanagingȱ aȱ jointȱventureȱisȱ moreȱcomplexȱthanȱ managingȱaȱ whollyȬownedȱcompany.ȱFullȱcontrolȱoverȱtheȱstrategyȱofȱtheȱjointȱventureȱisȱ not ȱpresent,ȱbecauseȱallȱdecisionsȱhaveȱtoȱconsiderȱtheȱinterestsȱofȱallȱparticiȬ pating ȱ companies.ȱAsȱ aȱ consequence,ȱ theȱ stabilityȱ ofȱ jointȱ venturesȱ isȱ oftenȱ consideredȱtoȱbeȱratherȱlow.ȱȱ

 

Franchising 

Whileȱ theȱ fastȱ foodȱ chainȱ McDonald’sȱ isȱ theȱ mostȬoftenȱ citedȱ exampleȱ ofȱ aȱ franchise ȱsystem,ȱ manyȱotherȱ wellȬknownȱ retailersȱalsoȱoperateȱ asȱfranchiseȱ systems.ȱ Benetton,ȱ Theȱ Bodyȱ Shop,ȱ Fressnapf/MaxiȱZoo,ȱ OBI,ȱ andȱ 7ȬElevenȱ areȱ examples.ȱ

Franchisingȱ isȱ definedȱ asȱ aȱ contractualȱagreementȱ betweenȱ twoȱ legallyȱ andȱ    Franchiseȱ financiallyȱ separateȱ companies,ȱ theȱfranchisorȱ andȱtheȱ franchisee.ȱ Theȱ franȬ Definitionȱ

chisor,ȱ whoȱ hasȱ establishedȱ aȱ marketȬtestedȱ businessȱ concept,ȱ entersȱ intoȱ aȱ relationshipȱ withȱ aȱnumberȱ ofȱfranchisees,ȱtypicallyȱ smallȱ businessȱowners,ȱ whoȱ areȱ allowedȱ toȱuseȱtheȱ franchisor’sȱ brandȱ andȱmustȱ operateȱtheirȱ busiȬ nessȱ accordingȱtoȱ theȱfranchisor’sȱspecifiedȱformatȱandȱ processes.ȱ Theȱ franȬ chisorȱprovidesȱongoingȱcommercialȱandȱ technicalȱassistance.ȱ Inȱ return,ȱ theȱ franchiseesȱtypicallyȱpayȱanȱinitialȱfeeȱasȱwellȱasȱfeesȱ(royalties),ȱwhichȱaverȬ ageȱaboutȱ5ȱ%ȱofȱgrossȱsales,ȱplusȱsomeȱadvertisingȱfeesȱ(Inmaȱ2005,ȱp.ȱ29).ȱ

Accordingȱtoȱdifferentȱnationalȱfranchiseȱassociations,ȱtheȱfranchisingȱsectorsȱ inȱ theȱ differentȱ countryȱ marketsȱhaveȱreachedȱ considerableȱsizes.ȱ InȱFrance,ȱ thereȱ areȱ aboutȱ 930ȱ franchiseȱ systems,ȱ inȱ Germanyȱ aboutȱ 950,ȱ andȱ inȱ theȱ United ȱKingdomȱaboutȱ700.ȱOnȱaverage,ȱ eachȱfranchiseȱsystemȱhasȱbetweenȱ 40 ȱ andȱ 50ȱ franchiseȱ outlets,ȱ butȱ theȱlargestȱ oftenȱ exceedȱ1,000.ȱ Allȱ statisticsȱ
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showȱ thatȱ franchisingȱ isȱ growingȱ continuouslyȱ (see,ȱ forȱ anȱ example,ȱ FigȬ ureȱ4.2).ȱȱ

Division ȱ   Aȱ fundamentalȱ characteristicȱ ofȱ franchisingȱ isȱ thatȱ itȱ alwaysȱ involvesȱ twoȱ

of ȱTasksȱ    separateȱ andȱ independentȱ companiesȱ whichȱ assumeȱ distinctȱ rolesȱ andȱ aȱ

strictȱdivisionȱofȱtasksȱinȱorderȱtoȱachieveȱaȱjointȱobjective.ȱSinceȱtheȱfranchiȬ seeȱ ownsȱ hisȱ ownȱ business,ȱ heȱ isȱ entitledȱ toȱ allȱ profitsȱ thatȱ areȱ generated.ȱ Franchisingȱ thusȱ combinesȱ theȱ benefitsȱ ofȱ aȱ large,ȱ efficientȱ retailȱ system,ȱ including ȱeconomiesȱofȱscaleȱinȱprocurement,ȱlogistics,ȱ nationalȱ advertising,ȱ ITȱ systems,ȱandȱadministrativeȱ activities,ȱ withȱ theȱstrengthȱofȱ anȱ independȬ entȱ entrepreneurȱ whoȱ managesȱ theȱ outlet,ȱ includingȱ customerȱ contactȱ andȱ supervisingȱ storeȱ employeesȱ (Zentes/Morschett/Neidhartȱ 2003).ȱ Theȱ comȬ monȱbrandȱenablesȱallȱparticipantsȱinȱtheȱ franchisingȱsystemȱ toȱbenefitȱ fromȱ theȱ advertisingȱ andȱ goodwillȱ generatedȱ byȱ eachȱ outlet.ȱ Fromȱtheȱ consumerȱ perspective,ȱ itȱ isȱ oftenȱ impossibleȱ toȱdetectȱ theȱdifferenceȱbetweenȱfranchisȬ ingȱandȱownȱbranches.ȱ

 

Figureȱ4.2ȱ    FranchisingȱinȱFranceȱ
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Source:ȱFédérationȱFrançaiseȱdeȱFranchiseȱ2006.ȱ

 

Formsȱ   Thereȱareȱtwoȱmainȱformsȱofȱfranchisingȱ(Sternquistȱ1998,ȱp.ȱ123):ȱ

ofȱFranchisingȱ

� Directȱ unitȱ franchisingȱ isȱ theȱ mostȱ basicȱ formȱ ofȱ franchising.ȱ Inȱ aȱ unitȱ

franchise, ȱ theȱ franchisorȱ grantsȱ theȱ franchiseeȱ theȱ rightȱ toȱ engageȱ inȱ aȱ singleȱfranchisedȱbusinessȱoperatedȱatȱaȱspecifiedȱlocation.ȱȱ

� Inȱ aȱ masterȱ franchisingȱ agreement,ȱ theȱ franchisorȱgrantsȱ theȱ masterȱ franȬ

chiseeȱaȱsetȱterritory,ȱandȱwithinȱthisȱterritory,ȱtheȱmasterȱfranchiseeȱisȱalȬ lowedȱtoȱestablishȱunitȱfranchises.ȱ
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Sourcesȱofȱprospectiveȱfranchiseesȱcanȱvary:ȱ

� Often,ȱ startȬupȱ entrepreneursȱ areȱ targeted.ȱ Theirȱ inexperienceȱ makesȱ theȱ

franchisor’sȱbusinessȱpackageȱrelativelyȱmoreȱattractive.ȱ

� Inȱ multiȬunitȱfranchising,ȱsuccessfulȱfranchiseesȱ areȱ allowedȱtoȱ openȱnewȱ

branches.ȱ Thisȱ strategyȱ isȱ aȱ typeȱ ofȱ organicȱ growthȱ withinȱ aȱ franchiseȱ system.ȱ Theȱ numberȱ ofȱ outletsȱ perȱ franchisee,ȱ however,ȱ isȱ oftenȱ strictlyȱ limited,ȱ becauseȱmultipleȱ franchiseȱ outletsȱdiminishȱ someȱofȱ theȱadvanȬ tagesȱofȱfranchising.ȱ

� Conversionȱ franchising,ȱ aȱ currentȱ trendȱ whichȱ occursȱ whenȱ aȱ franchisorȱ

addsȱ newȱ franchiseesȱ toȱ theȱ systemȱ byȱ recruitingȱ existingȱ independentȱ retailȱ businessesȱ (Hoffman/Prebleȱ 2003).ȱ Theȱ storeȱ ownersȱ mayȱ affiliateȱ withȱtheȱfranchiseȱsystemȱtoȱtakeȱadvantageȱofȱtheȱbrandȱandȱotherȱcomȬ ponentsȱofȱtheȱoperatingȱsystem.ȱ

Forȱ theȱ franchisee,ȱ thereȱ areȱ aȱ numberȱ ofȱ benefitsȱ comparedȱ toȱ aȱ nonȬ Advantagesȱ

franchisedȱ independentȱbusiness.ȱ Heȱenjoysȱinstantȱ goodwillȱ inȱtheȱmarket,ȱ   forȱtheȱ becauseȱ heȱ canȱ useȱ anȱ establishedȱ brandȱ name,ȱ exploitȱ aȱ triedȬandȬtestedȱ Franchiseeȱ

businessȱconceptȱandȱ standardȱoperatingȱprocedures.ȱHeȱalsoȱreceivesȱcomȬ prehensive ȱ informationȱ onȱ theȱ businessȱ conceptȱ beforeȱ starting,ȱ includingȱ informationȱonȱ necessaryȱinvestmentȱandȱ likelyȱ profits.ȱ Heȱobtainsȱtrainingȱ andȱsupport,ȱandȱfinancingȱisȱusuallyȱeasier,ȱsinceȱbelongingȱtoȱtheȱfranchiseȱ systemȱ providesȱ theȱ franchiseeȱ withȱ accessȱ toȱ financingȱ thatȱ wouldȱ otherȬ wise ȱnotȱbeȱavailableȱasȱeasilyȱ(Brodersenȱ2006).ȱ

Forȱ theȱ franchisor,ȱ asȱ aȱ growthȱ strategy,ȱ franchisingȱ alsoȱ hasȱ considerableȱ Advantagesȱ

benefitsȱ(Berman/Evansȱ2007,ȱpp.ȱ110Ȭ114;ȱZentes/Morschett/Neidhartȱ2003):ȱ    forȱtheȱ

Franchisorȱ

� Franchisingȱ allowsȱ forȱ rapidȱ growthȱ ofȱ aȱ retailingȱ company.ȱ Especiallyȱ

whenȱ theȱ successȱ ofȱ aȱ conceptȱ dependsȱ uponȱ rapidȱ marketȱ coverage,ȱ franchisingȱisȱaȱwayȱofȱmultiplyingȱaȱconceptȱwithoutȱtheȱusualȱfinancialȱ constraints.ȱ Franchiseesȱ alsoȱ financeȱ theȱ investmentȱ forȱ establishingȱ stores.ȱȱ

� Motivationȱofȱfranchiseesȱisȱhigh,ȱbecauseȱtheyȱmanageȱtheirȱownȱstores.ȱ

� Franchiseesȱ haveȱknowledgeȱofȱtheȱlocalȱmarkets;ȱcustomerȱandȱemployeeȱ

contactȱofȱfranchiseesȱisȱdirectȱandȱpersonal.ȱ

� Writtenȱ franchiseȱ agreementsȱ requireȱ theȱ storeȱ ownersȱ toȱ keepȱ toȱ strinȬ

gentȱoperatingȱrulesȱ setȱbyȱtheȱfranchisor.ȱȱ

Oneȱmajorȱdisadvantageȱforȱaȱfranchisorȱisȱthatȱheȱhasȱnoȱdirect,ȱhierarchicalȱ Disadvantagesȱ

controlȱoverȱtheȱfranchisee.ȱ Theȱfranchiseeȱisȱanȱindependentȱcontractor,ȱnotȱ    forȱtheȱ anȱemployee.ȱ Franchiseesȱcanȱharmȱtheȱoverallȱreputationȱofȱtheȱfranchiseȱifȱ Franchisorȱ

theyȱdoȱnotȱmaintainȱcompanyȱ standards.ȱ Changesȱ inȱtheȱfranchisors’ȱ stratȬ
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egyȱmayȱbeȱ slowȱ toȱimplement,ȱbecauseȱfranchiseȱcontractsȱ usuallyȱ runȱforȱ threeȱtoȱfiveȱyears,ȱandȱsubstantialȱchangesȱareȱonlyȱpossibleȱthroughȱchangȬ ing ȱtheȱcontracts.ȱAnotherȱdrawbackȱisȱthatȱunderȱEuropeanȱlaw,ȱtheȱfranchiȬ sor ȱisȱnotȱallowedȱtoȱfixȱtheȱfinalȱconsumerȱpricesȱforȱproducts.ȱAccordingly,ȱ theȱmarketingȱandȱmanagementȱofȱaȱfranchiseȱsystemȱisȱmoreȱcomplexȱthanȱ forȱ aȱ trulyȱ uniformȱandȱ hierarchicallyȱmanagedȱsystemȱ ofȱcompanyȬownedȱ stores. ȱȱ

From ȱȱ   Often,ȱ theȱ dynamicȱ ofȱ theȱ balanceȱ betweenȱ theȱ benefitsȱ andȱ drawbacksȱ ofȱ

Franchisingȱ    franchising ȱ leadsȱ toȱ aȱ changeȱ inȱ theȱ useȱ ofȱ thisȱgrowthȱ strategyȱ duringȱ theȱ

toȱCompanyȬȱ   lifeȱ cycleȱ ofȱ aȱ retailer.ȱ Theȱ resourceȱ scarcityȱ thatȱ motivatesȱ retailersȱ toȱ emȬ

OwnedȱStoresȱ   braceȱ franchisingȱ asȱ aȱ growthȱ strategyȱ inȱ theȱ expandingȱ stagesȱ ofȱ theirȱ lifeȱ

andȱ   cycle,ȱ lessensȱ asȱ theȱ systemȱ becomesȱ moreȱ establishedȱ andȱ growthȱ ratesȱ

Vice ȱVersaȱ    decline.ȱ Theȱ costsȱ associatedȱ withȱ managingȱ aȱ complexȱ franchiseȱ systemȱ

graduallyȱ outweighȱ theȱ benefitsȱ associatedȱ withȱ theȱ resourcesȱ providedȱ byȱ theȱfranchisees.ȱ Consequently,ȱoverȱtime,ȱ franchisorsȱtendȱ toȱbuyȱbackȱ franȬ chisesȱ andȱ increaseȱ theȱnumberȱofȱ companyȬownedȱ storesȱ (Oxenfeldt/Kellyȱ 1969).ȱ However,ȱoverȱtheȱ lastȱ fewȱyears,ȱtheȱoppositeȱdevelopmentȱhasȱ alsoȱ been ȱoccurring.ȱSince,ȱforȱmanyȱchainȱstores,ȱoperatingȱsmallȱstoresȱwithȱlowȱ turnoverȱ inȱ certainȱ marketȱ areasȱ isȱ notȱ profitableȱ inȱ theȱ formȱ ofȱ companyȬ ownedȱstores,ȱandȱtheȱhigherȱmotivationȱinȱmanagerȬownedȱstoresȱhasȱoftenȱ provenȱcapableȱofȱmakingȱ aȱ storeȱprofitable,ȱsomeȱlargeȱchainsȱhaveȱstartedȱ toȱ spinȬoffȱ certainȱ retailȱ outletsȱ andȱ transformȱ themȱ intoȱ franchisedȱ stores.ȱ Smallerȱ supermarketsȱ andȱ convenienceȱ storesȱ areȱ typicalȱ objectsȱ ofȱ suchȱ transformationsȱ(Zentes/Morschett/Neidhartȱ2003,ȱp.ȱ227).ȱ

PluralȬFormȱ   Often,ȱfranchisingȱisȱnotȱusedȱasȱanȱexclusiveȱcompanyȱstrategy,ȱbutȱfranchiȬ

Networksȱ   sorsȱ alsoȱ ownȱ aȱ substantialȱ numberȱ ofȱ retailȱ outletsȱ themselves.ȱ Theȱ comȬ

plexity ȱofȱ managingȱsuchȱpluralȬformȱ networksȱ isȱhigherȱthanȱ thatȱ ofȱmanagȬ ingȱmonolithicȱ systemsȱofȱownȱstoresȱorȱfranchises.ȱSynergiesȱcanȱbeȱdrawnȱ fromȱ applyingȱ twoȱ differentȱ growthȱ strategiesȱ simultaneouslyȱ inȱ theȱ comȬ pany,ȱsuchȱasȱhigherȱfranchisorȱflexibilityȱwhenȱdecidingȱonȱnewȱstoreȱopenȬ ings. ȱAtȱ theȱ sameȱ time,ȱ theȱ riskȱ ofȱ conflictȱ throughoutȱ theȱ networkȱ isȱ subȬ stantiallyȱ higher,ȱ andȱ often,ȱ theȱ managementȱ cultureȱ requiredȱ toȱ manageȱ aȱ franchiseȱ systemȱ ofȱ independentȱ storeȱ ownersȱ isȱ differentȱ fromȱ theȱ cultureȱ neededȱtoȱmanageȱaȱchainȱstoreȱ(Cliquetȱ2000).ȱȱ

 

Mergers & Acquisitions 

Companiesȱ alsoȱhaveȱtheȱ optionȱ ofȱ externalȱ growth,ȱ thatȱ is,ȱ toȱexpandingȱ byȱ acquiringȱ resourcesȱ fromȱ otherȱ companies.ȱ Expansionȱ throughȱ mergersȱ &ȱ acquisitions ȱ (M&A)ȱ involvesȱ theȱ consolidationȱ orȱ purchasingȱ ofȱ existingȱ retailȱ companiesȱ orȱ retailȱ outletsȱ (Zentes/Morschettȱ 2002,ȱ pp.ȱ173Ȭ174).ȱ Inȱ aȱ merger,ȱtwoȱcompaniesȱareȱcombinedȱandȱatȱleastȱoneȱofȱthemȱlosesȱitsȱlegalȱ
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independence.ȱInȱanȱacquisition,ȱoneȱcompanyȱacquiresȱaȱmajorityȱinterestȱinȱ anotherȱ orȱ takesȱ overȱ certainȱ assetsȱ (stores)ȱ ofȱ anotherȱ company.ȱ Theȱ termȱ acquisition ȱisȱoftenȱusedȱrestrictedȱtoȱaȱfullȱtakeover.ȱTheȱlegalȱindependenceȱ ofȱ theȱ acquiredȱ companyȱ canȱ remainȱ intactȱ (Zentes/Swoboda/SchrammȬ Kleinȱ2006,ȱpp.ȱ278Ȭ281).ȱȱ

M&Aȱhaveȱ playedȱaȱ majorȱroleȱ inȱ structuralȱ changesȱ inȱ theȱretailingȱsectorȱ overȱ theȱ lastȱ decadesȱ andȱ constituteȱ aȱ wellȬestablishedȱ growthȱ mechanismȱ (Burt/Limmack ȱ2001).ȱForȱexample,ȱinȱ1999,ȱCarrefourȱmergedȱwithȱPromodès,ȱ toȱ formȱ theȱ largestȱ Europeanȱ retailȱcompanyȱandȱ theȱsecondȱ largestȱworldȬ wide.ȱ Inȱ 2004,ȱ Wmȱ Morrison,ȱ whichȱ formerlyȱ hadȱ aboutȱ 120ȱ stores,ȱ comȬ pletedȱtheȱtakeoverȱofȱmoreȱthanȱ200ȱSafewayȱstores.ȱMajorȱBritishȱfoodȱretailȱ groups ȱhadȱmadeȱoffers,ȱbutȱtheȱ CompetitionȱCommissionȱ hadȱ opposedȱtheȱ takeoverȱ byȱTesco,ȱASDA,ȱ orȱ Sainsbury’s.ȱ Inȱ 2006,ȱ theȱMetroȱGroupȱ tookȱoverȱ 85ȱWalȬMartȱstoresȱinȱGermany,ȱexpandingȱitsȱownȱRealȱoutletȱnetworkȱofȱ330ȱ storesȱ byȱ aȱ quarter.ȱ Theȱ Austrianȱ XXXLutz,ȱ theȱ secondȱ largestȱ furnitureȱ retailerȱ inȱ theȱ worldȱ afterȱ IKEA,ȱ boughtȱ fiveȱ furnitureȱ chainsȱ inȱ Germany.ȱ Theȱ largestȱ acquisition,ȱMannȱ Mobilia,ȱ addedȱ sevenȱ storesȱtoȱ theȱcompany’sȱ networkȱ withȱ aȱ totalȱ salesȱ spaceȱ ofȱ 480.000ȱm2.ȱ A ȱ listȱ ofȱ similarȱ examplesȱ wouldȱbeȱlong.ȱ

M&Aȱ allowȱ rapidȱ expansionȱ byȱ overcomingȱ theȱ bottleneckȱ createdȱ byȱ theȱ Advantagesȱ

difficultyȱofȱestablishingȱandȱdevelopingȱadequateȱretailȱlocations,ȱwhichȱcanȱ    ofȱM&Aȱ takeȱ yearsȱ fromȱ theȱ siteȱ selectionȱ toȱ finallyȱ openingȱ aȱ storeȱ (Burt/Limmackȱ 2001,ȱ p.ȱ4).ȱ Withinȱ aȱ shortȱ periodȱ ofȱ time,ȱ anȱ acquisitionȱ makesȱ anȱ entireȱ bundleȱ ofȱ resourcesȱ availableȱ toȱ aȱ company.ȱ Especiallyȱ whenȱ firstȬmoverȱ advantagesȱ areȱ pursuedȱinȱ aȱ newȱmarket,ȱthisȱ canȱ beȱaȱ crucialȱsuccessȱfactorȱ (Meyerȱ2001,ȱp.ȱ359).ȱSinceȱtheȱcustomerȱbaseȱofȱtheȱacquiredȱretailȱcompanyȱ canȱoftenȱbeȱpreserved,ȱmarketȱshareȱisȱgainedȱquickly.ȱȱ

Afterȱanȱacquisition,ȱ eitherȱtheȱintegrationȱ processȱincludesȱaȱchangeȱinȱ theȱ brandȱ nameȱofȱtheȱ outlets,ȱ orȱ theȱoriginalȱretailȱ brandȱ ofȱ theȱacquiredȱretailȱ outletsȱisȱretained.ȱTheȱlatterȱisȱoftenȱtheȱcase,ȱwhenȱtheȱacquisitionȱisȱusedȱtoȱ expand ȱintoȱotherȱretailȱ sectorsȱorȱformats.ȱAȱfoodȱretailerȱenteringȱ theȱ DIYȱ market,ȱorȱaȱsupermarketȱcompanyȱacquiringȱaȱdiscountȱchain,ȱforȱexample,ȱ couldȱ beȱwellȱadvisedȱ toȱkeepȱtheȱ acquiredȱ chain’sȱ establishedȱretailȱ brand.ȱ TheȱacquiredȱcompanyȇsȱexistingȱresourcesȱȬȱmanagementȱexpertise,ȱpersonȬ nel,ȱsites,ȱetc.ȱȬȱfocusȱonȱtheirȱestablishedȱfieldȱofȱbusinessesȱandȱanȱobjectiveȱ alsoȱ oftenȱ pursuedȱ withȱ anȱ acquisitionȱ isȱ thatȱ ofȱ exploitingȱ theȱ knowȬhowȱ andȱdedicatedȱassetsȱofȱtheȱacquiredȱcompany.ȱȱ

However,ȱintegrationȱcostsȱ followingȱ anȱ acquisitionȱ canȱ beȱhigh.ȱAnȱincomȬ Disadvantagesȱ

patibilityȱ ofȱ companyȱ strategies,ȱ capabilities,ȱ resources,ȱ andȱ culturesȱ oftenȱ    ofȱM&Aȱ resultsȱ inȱ anȱinsufficientȱexploitationȱofȱexistingȱpotentialȱ forȱsynergies.ȱTheȱ takeoverȱ andȱassociatedȱculturalȱchangeȱinȱ theȱ acquiredȱ companyȱ mayȱ alsoȱ
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resultȱ inȱ aȱbrainȱ drainȱandȱ theȱ lossȱ ofȱsignificantȱmanagementȱ skills.ȱAlso,ȱinȱ manyȱ markets,ȱ itȱisȱdifficultȱtoȱ findȱ suitableȱ takeoverȱ candidates.ȱSuccessfulȱ retailers ȱ are,ȱinȱ mostȱ cases,ȱ notȱ availableȱ forȱ acquisitionȱ andȱ lessȱsuccessfulȱ retailers ȱ oftenȱ haveȱ retailȱ locations,ȱstoresȱ andȱ premisesȱ thatȱ areȱ notȱ attracȬ tiveȱenoughȱforȱacquisition.ȱAdequatelyȱevaluatingȱtheȱvalueȱofȱaȱretailȱcomȬ panyȱbeforeȱ anȱ acquisitionȱ is,ȱ however,ȱ notȱanȱ easyȱ taskȱ andȱoften,ȱ theȱrealȱ valueȱ andȱ qualityȱ ofȱ theȱ acquiredȱ companyȱ canȱ onlyȱ beȱ assessedȱ correctlyȱ after ȱ theȱ acquisitionȱ (Burt/Limmackȱ 2001,ȱ p.ȱ4).ȱ Forȱ example,ȱ inȱ Germany,ȱ Wal ȬMartȱfacedȱtheȱproblemȱthatȱtheȱstoreȱnetworkȱacquiredȱforȱmarketȱentryȱ wasȱunfavourable,ȱandȱ overȱ time,ȱotherȱtargetsȱ forȱtakeoverȱwereȱnotȱ availȬ ableȱonȱtheȱmarket.ȱTheȱoptionȱofȱfurtherȱexpansionȱthroughȱacquisitionȱmayȱ alsoȱ beȱ limitedȱ byȱ antiȱ trustȱ laws,ȱ asȱ theȱ exampleȱ ofȱ Safewayȱ inȱ theȱ Unitedȱ Kingdomȱillustrates.ȱInȱalreadyȱhighlyȱconcentratedȱmarkets,ȱtheȱacquisitionȱ ofȱ otherȱoutletȱnetworksȱbyȱ theȱ largestȱplayersȱisȱoftenȱnotȱapprovedȱbyȱ theȱ authorities.ȱ

Inȱsummary,ȱ acquisitionȱ isȱ aȱ veryȱ fastȱgrowthȱ strategyȱwhenȱ adequateȱtakeȬ overȱobjectsȱareȱavailable,ȱbutȱtheȱassociatedȱriskȱisȱsubstantiallyȱhigherȱthanȱ with ȱorganicȱgrowth.ȱ

 

Minority Investment in Retail Companies

Dueȱ toȱ theȱ difficultiesȱ associatedȱ withȱ fullȬscaleȱ acquisitions,ȱ acquiringȱ aȱ minorityȱstakeȱinȱanotherȱ retailȱcompanyȱisȱalsoȱaȱfrequentlyȱpursuedȱ stratȬ egy.ȱForȱexample,ȱ Kingfisherȱboughtȱaȱ21ȱ%ȱstakeȱinȱtheȱGermanȱDIYȱretailerȱ Hornbachȱ andȱsupportsȱ Hornbach’sȱ nationalȱ andȱ internationalȱexpansion,ȱforȱ exampleȱ byȱ providingȱ funds.ȱ Inȱ 2004,ȱ Hongȱ KongȬbasedȱ ASȱ Watsonȱ purȬ chasedȱaȱ40ȱ%ȱstakeȱinȱGermanȱdrugstoreȱchainȱRossmann.ȱ

Acquiringȱ partialȱ ownershipȱ ofȱ anotherȱ retailȱ companyȱ involvesȱ similarȱ advantagesȱ andȱ disadvantagesȱ toȱ theȱ acquisitionȱ strategyȱ inȱ general.ȱ HowȬ ever, ȱsuccessfulȱretailȱcompaniesȱgenerallyȱpreferȱtoȱacceptȱanotherȱcompanyȱ buyingȱanȱequityȱstakeȱinȱtheirȱcompanyȱthanȱtoȱbeȱacquired.ȱEquityȱparticiȬ pationȱ byȱ aȱ largerȱ companyȱ canȱ addȱ resourcesȱ thatȱ supportȱ itsȱ furtherȱ exȬ pansion.ȱ Furthermore,ȱ theȱ strategyȱ canȱ beȱ usefulȱ inȱ situationsȱ whereȱ fullȬ scaleȱacquisitionsȱareȱdifficult,ȱbecauseȱofȱtheȱparticularȱmarketȱconditionsȱorȱ government ȱ control.ȱ Atȱ theȱ sameȱ time,ȱ theȱ remainingȱ equityȱ stakeȱ ofȱ theȱ initialȱ companyȱ reducesȱ theȱ riskȱ ofȱ aȱ brainȱ drainȱ (Zentes/Morschettȱ 2002,ȱ p.ȱ174),ȱ sinceȱ theȱ establishedȱ managementȱ teamȱ ofȱ theȱ acquiredȱ companyȱ oftenȱ retainsȱ control,ȱ frequentlyȱ onlyȱ supplementedȱ byȱ additionalȱ manageȬ mentȱ capacityȱ fromȱ theȱacquiringȱ company.ȱ Theȱ riskȱ ofȱoverȬestimatingȱ theȱ valueȱ ofȱtheȱ acquiredȱ companyȱ isȱ reduced,ȱ becauseȱ theȱ acquiringȱ companyȱ achievesȱfullȱtransparencyȱoverȱbusinessȱ processesȱandȱresults,ȱ facilitatingȱ aȱ potentialȱfullȱacquisitionȱafterȱaȱcertainȱtimeȱperiod.ȱ
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ȱ

Conclusion and Outlook  

Growthȱ continuesȱ toȱ beȱ highlyȱrelevantȱforȱtheȱ successȱofȱ aȱ retailȱcompany,ȱ butȱatȱ theȱsameȱ timeȱ isȱ moreȱ difficultȱ toȱachieve,ȱ becauseȱofȱ severalȱfactors.ȱ These ȱ includeȱ theȱ powerȱ ofȱ largeȱ retailersȱ andȱ theȱ crowdingȱ outȱ ofȱ indeȬ pendent ȱretailersȱandȱsmallȱchainsȱasȱwellȱasȱtheȱalreadyȱhighȱandȱincreasingȱ levelȱofȱconcentrationȱinȱmanyȱretailȱmarketsȱcombinedȱwithȱ marketȱsaturaȬ tionȱinȱmanyȱproductȱcategories.ȱȱ

Flexibleȱ growthȱstrategiesȱ thereforeȱ becomeȱ moreȱ important.ȱ Retailȱ compaȬ niesȱusuallyȱdoȱnotȱuseȱtheȱaboveȱoutlinedȱstrategiesȱinȱisolation,ȱbutȱinȱcomȬ bination,ȱ asȱ theȱ phenomenonȱ ofȱ pluralȬformȱ networksȱ hasȱ alreadyȱ illusȬ trated.ȱ

Especiallyȱ larger,ȱ divisionalisedȱ retailȱ storeȱ groupsȱ withȱ differentȱ storeȱ forȬ Combinationȱȱ

matsȱ oftenȱ implementȱ differentȱ growthȱ strategiesȱ forȱ differentȱ formatsȱ    ofȱGrowthȱȱ and/or ȱ markets.ȱ Forȱ example,ȱ Carrefourȱ operatesȱ itsȱ hypermarketsȱ inȱ mostȱ Strategiesȱ

partsȱofȱtheȱworldȱasȱownȱoutlets,ȱwhileȱitȱfranchisesȱitsȱsystemȱinȱtheȱMiddleȱ Eastȱ (UnitedȱArabȱ Emirates,ȱ Egypt,ȱ Saudiȱ Arabia,ȱ etc.)ȱ toȱ theȱ Majidȱ Alȱ FutȬ taimȱ Groupȱ thatȱ operatesȱ aȱ numberȱ ofȱ largeȱ Carrefourȱ hypermarketsȱ inȱ theȱ region.ȱ Theȱ difficultȱ marketȱ conditionsȱ inȱ thisȱ regionȱ andȱ theȱ localȱ knowlȬ edgeȱofȱitsȱfranchiseȱ partnerȱareȱtheȱprobableȱreasonsȱ forȱthisȱstrategy.ȱ Mostȱ ofȱ Carrefour’sȱ convenienceȱ storesȱ allȱ overȱ theȱ worldȱ areȱ franchised,ȱ andȱ theȱ expansionȱ withȱ supermarketsȱ stemsȱ atȱ leastȱ partlyȱ fromȱ franchisedȱ outlets,ȱ while ȱthereȱisȱ alsoȱ aȱsubstantialȱ numberȱofȱownȱ outlets.ȱ Thisȱ isȱaȱfairlyȱtypiȬ cal ȱpictureȱofȱretailȱcompaniesȱthatȱuseȱdifferentȱgrowthȱstrategiesȱoverȱtimeȱ andȱ whichȱtailorȱ theȱ growthȱstrategyȱ toȱtheȱretailȱ formatȱ andȱspecificȱsituaȬ tion.ȱ

 

Further Reading 

HOFFMAN,ȱR.;ȱPREBLE,ȱJ.ȱ(2003):ȱConvertȱtoȱCompete:ȱCompetitiveȱAdvanȬ tage ȱ throughȱ Conversionȱ Franchising,ȱ in:ȱ Journalȱ ofȱ Smallȱ Businessȱ ManȬ agement,ȱVol.ȱ41,ȱNo.ȱ2,ȱpp.ȱ187Ȭ204.ȱȱ
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Case Study :                   1 Fressnapf/Maxi Zoo

 

Profile, History, and Status Quo 

Inȱ 1990,ȱ Torstenȱ Toellerȱ foundedȱ Fressnapfȱ byȱ openingȱ hisȱ firstȱ storeȱ inȱ aȱ smallȱ cityȱ inȱ Germany.ȱ Theȱ thenȱ 24ȬyearȬoldȱ entrepreneurȱ wasȱ inspiredȱ byȱ petȱsupplyȱcategoryȱkillersȱinȱtheȱUSA.ȱThisȱstoreȱformatȱ–ȱspecialisingȱinȱpetȱ products ȱwithȱaȱveryȱlargeȱselectionȱandȱlowȱpricesȱ–ȱhadȱnotȱyetȱreachedȱtheȱ Germanȱ petȱ supplyȱ marketȱ (orȱotherȱ Europeanȱ countries)ȱ atȱ thatȱ time.ȱ Theȱ marketȱ wasȱ dominatedȱ byȱ small,ȱ independentȱ specialistȱ storesȱ onȱ theȱ oneȱ hand,ȱandȱbyȱfoodȱsupermarketsȱandȱhypermarketsȱonȱtheȱother.ȱ

Toellerȱrecognisedȱthereȱwasȱaȱlatentȱcustomerȱneedȱforȱsuchȱaȱconcept.ȱSoonȱ after ȱtheȱopening,ȱthough,ȱitȱbecameȱevidentȱthatȱofferingȱpetȱsuppliesȱatȱlowȱ pricesȱisȱonlyȱpossibleȱwithȱaȱsystemȱthatȱenjoysȱscaleȱadvantagesȱinȱbuyingȱ andȱ inȱ otherȱ processes.ȱ Therefore,ȱ rapidȱ growthȱ wasȱ necessaryȱ toȱ becomeȱ competitiveȱinȱtheȱmarket.ȱUnderstandingȱ thatȱ aȱ rapidȱ multiplicationȱ ofȱ theȱ systemȱ couldȱ notȱ beȱ achievedȱ fromȱ hisȱ ownȱ resources,ȱ butȱ onlyȱ throughȱ cooperationȱ withȱ aȱ steadilyȱ growingȱ groupȱ ofȱ partners,ȱ Toellerȱ createdȱ theȱ Fressnapf ȱ franchiseȱ system.ȱ Theȱ Fressnapfȱ Tiernahrungsȱ GmbHȱ hasȱbeenȱ issuȬ ingȱ franchiseȱ licensesȱ sinceȱ 1992,ȱ andȱ afterȱ anȱ impressiveȱ growthȱ record,ȱ nowȱ operatesȱ aboutȱ 800ȱ storesȱ throughoutȱ Europeȱ viaȱ aȱ networkȱ ofȱ aboutȱ 300 ȱ franchiseȱ partnersȱ (seeȱ Figureȱ4.3).ȱ Inȱ 2005,ȱ Fressnapfȱ (i.e.ȱ theȱ companyȱ andȱ allȱ itsȱ franchisees)ȱ achievedȱ grossȱ externalȱ salesȱ ofȱ 733.3ȱ millionȱ EURȱ (553ȱmillionȱ EURȱ inȱ Germany).ȱ Theȱ companyȱ isȱ presentlyȱ byȱ farȱ Europe’sȱ leadingȱ retailerȱ ofȱ petȱ foodȱ andȱ accessories.ȱ Whileȱ theȱ companyȱ usesȱ theȱ retailȱ brandȱ Fressnapfȱ (“feedingȱ bowl”)ȱ inȱ GermanȬspeakingȱ countries,ȱ inȱ most ȱotherȱcountriesȱtheȱstoresȱareȱbrandedȱasȱMaxiȱZoo.ȱȱ

Differentiation ȱ    Inȱadditionȱtoȱaȱclearȱ differentiationȱfromȱtheȱcompetitionȱ(mentionedȱasȱsucȬ

andȱSpeedȱasȱ    cessȱfactorȱno.ȱ 1),ȱspeedȱisȱ consideredȱasȱsuccessȱfactorȱno.ȱ2ȱbyȱtheȱcompanyȱ

SuccessȱFactorsȱ    (Toellerȱ2005).ȱ Theȱpetȱ supplyȱ categoryȱ killerȱ conceptȱ isȱ usuallyȱ newȱtoȱ theȱ

marketsȱ thatȱFressnapfȱenters,ȱ andȱaȱ quickȱ expansionȱ strategyȱisȱ pursuedȱ inȱ orderȱ toȱ gainȱ firstȬmoverȱ advantages.ȱ Theȱ fastȱ growthȱ rateȱ ofȱ Fressnapfȱ hasȱ developedȱaȱmomentumȱthatȱisȱnowȱpartlyȱselfȱsustaining.ȱ

 

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱ forȱ thisȱ caseȱ studyȱ includeȱ theȱ webȱ siteȱ http://www.fressnapf.com,ȱ

variousȱ presentationsȱ byȱ Fressnapf’sȱ CEOȱ Torstenȱ Toellerȱ asȱ wellȱ asȱ otherȱ comȬ panyȱ informationȱsources,ȱtradeȱpressȱ coverageȱandȱ pressȱreleasesȱandȱ explicitlyȱ citedȱsources.ȱ
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DevelopmentȱofȱtheȱNumberȱofȱOutletsȱofȱtheȱFressnapfȱGroupȱ                         Figureȱ4.3ȱ
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In ȱ2003,ȱTorstenȱToellerȱwasȱnamedȱ“EntrepreneurȱofȱtheȱYearȱ2003”ȱinȱGerȬ    Awardsȱ manyȱ forȱ hisȱ entrepreneurialȱ commitment,ȱ theȱ companyȇsȱ innovativeȱ capaȬ bilities,ȱenduringȱgrowthȱandȱfutureȱ potential.ȱInȱ2004,ȱtheȱFressnapfȱTiernahȬ rungs ȱGmbHȱwasȱselectedȱasȱ “Franchisorȱofȱ theȱ Year”ȱbyȱtheȱGermanȱmagaȬ zineȱImpulseȱinȱcooperationȱwithȱtheȱGermanȱFranchiseȱAssociation.ȱTheȱjudgesȱ commentedȱthatȱFressnapfȱ hadȱachievedȱ phenomenalȱgrowth,ȱwhileȱ sustainȬ ingȱhighȱlevelsȱofȱsatisfactionȱamongstȱitsȱpartnersȱandȱprovidingȱexemplaryȱ franchiseeȱsupport.ȱ

 

Franchising as Growth Strategy 

In ȱGermany,ȱFressnapfȱfocusesȱsolelyȱonȱgrowthȱbyȱfranchising.ȱOnlyȱaȱsmallȱ number ȱ ofȱ storesȱ (18ȱ inȱ Germany)ȱ areȱ companyȬowned.ȱ Fromȱ theȱ perspecȬ tiveȱofȱtheȱcustomer,ȱallȱFressnapfȱfranchiseȱstoresȱappearȱtoȱbeȱbranchesȱofȱaȱ largeȱ multiple,ȱ whileȱ inȱ reality,ȱ theȱ storesȱ areȱ ownedȱ byȱ highlyȱ motivated,ȱ legallyȱindependentȱstoreȱowners,ȱwhoȱoperateȱtheȱstores.ȱTheȱactualȱworkȱisȱ dividedȱbetweenȱtheȱFressnapfȱTiernahrungsȱGmbHȱandȱtheȱfranchisees.ȱȱ

Toȱ ensureȱ speedȱ inȱ developingȱ theȱ system,ȱ Fressnapfȱ offersȱ itsȱ prospectiveȱ    AchievingȱSpeedȱ franchiseesȱaȱlowȱbudgetȱbusinessȱmodel.ȱAnȱinvestmentȱofȱonlyȱ200,000ȱEURȱisȱ neededȱonȱtheȱpartȱofȱtheȱfranchisee,ȱsoȱthatȱexpansionȱisȱnotȱusuallyȱlimitedȱ byȱ theȱ capitalȱrequired.ȱ Speedȱ isȱ alsoȱ maintainedȱ byȱ usingȱstandardisedȱ conȬ cepts .ȱ Fressnapfȱ hasȱ developedȱ threeȱ mainȱ storeȱ formatsȱ forȱ itsȱ franchiseȱ stores ȱ–ȱ aȱ smallȱ formatȱ (400Ȭ599ȱ m2),ȱ aȱ standardȱ formatȱ (600Ȭ799ȱ m2)ȱ andȱ aȱ largeȱ formatȱ (800Ȭ1,200ȱ m2).ȱ Forȱ theseȱ concepts,ȱ Fressnapfȱ providesȱ detailedȱ knowledgeȱ onȱ howȱ toȱ developȱ andȱ designȱ aȱ store,ȱ includingȱ theȱ optimalȱ merchandise ȱ mixȱ andȱ spaceȱ allocation.ȱ Byȱ offeringȱ threeȱ differentȱ formats,ȱ
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Fressnapf ȱalsoȱensuresȱthatȱitȱcanȱadaptȱflexiblyȱtoȱdifferentȱlocations.ȱTheȱfastȱ growthȱofȱtheȱsystemȱprovesȱthatȱitȱsatisfiesȱbothȱfranchisorȱandȱfranchisees.ȱ Ifȱ theȱ existingȱ franchiseesȱ wereȱ notȱ satisfiedȱ withȱ theȱ cooperationȱ withȱ theȱ franchise ȱ headquarters,ȱ thisȱ informationȱ wouldȱ spreadȱ amongȱ prospectiveȱ newȱfranchisees,ȱandȱaȱgrowthȱrateȱlikeȱFressnapf’sȱwouldȱnotȱbeȱpossible.ȱInȱ thisȱ way,ȱ aȱsuccessfulȱ franchiseȱ systemȱlikeȱ Fressnapfȱ canȱ experienceȱanȱ upȬ wardȱspiralȱ(seeȱFigureȱ4.4).ȱ

 

Figureȱ4.4ȱ    TheȱSelfȬEnforcingȱSuccessȱSystemȱforȱFressnapfȱ
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Functions of the Franchisor 

Fressnapf ȱ Tiernahrungsȱ GmbHȱ offersȱ manyȱ servicesȱ toȱ itsȱ franchisees.ȱ Thoseȱ functionsȱthatȱguaranteeȱaȱcoherentȱmarketȱ appearanceȱofȱtheȱfranchiseȱsysȬ temȱareȱmainlyȱcarriedȱoutȱbyȱtheȱfranchisor,ȱwhichȱhelpsȱ standardiseȱprocȬ essesȱandȱexploitsȱtheȱadvantagesȱofȱaȱlargeȬscaleȱretailingȱsystemȱwithȱmanyȱ outlets.ȱ

 

Franchisee Support in the Pre-Opening Stage  

Forȱnewȱfranchisees,ȱwhoȱareȱoftenȱstartȬupȱentrepreneurs,ȱcooperationȱwithȱ theȱ franchisorȱ startsȱ longȱ beforeȱ theȱ storeȱ opening.ȱ Fressnapfȱ thoroughlyȱ analysesȱ theȱ storeȱ locationȱ (inȱ termsȱ ofȱ customerȱ potential,ȱ buyingȱ power,ȱ
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competition,ȱ etc.)ȱ andȱ forecastsȱ theȱ profitabilityȱ ofȱ theȱ storeȱ asȱ wellȱ asȱ theȱ likelyȱdevelopmentȱofȱliquidityȱinȱtheȱfirstȱyearsȱafterȱtheȱopening.ȱ

Fromȱ theȱ experienceȱ ofȱ openingȱ betweenȱ 50ȱ andȱ 100ȱ newȱ storesȱ eachȱ year,ȱ Financialȱ

theȱ franchiseȱ headquartersȱ hasȱ accumulatedȱ detailedȱ knowledgeȱ aboutȱ theȱ   Planningȱ storeȱopeningȱandȱfinancialȱresultsȱthatȱcanȱgenerallyȱbeȱachievedȱinȱtheȱfirstȱ fewȱyears.ȱWhileȱanȱindependentȱstoreȱownerȱwouldȱhaveȱtoȱdevelopȱaȱbusiȬ ness ȱplanȱonȱ itsȱownȱinȱorderȱtoȱreceiveȱfinancing,ȱaȱbusinessȱplanȱ providedȱ by ȱ Fressnapfȱ headquartersȱ enjoysȱ credibilityȱ atȱ aȱ bank,ȱ becauseȱ itȱ hasȱ beenȱ tested ȱandȱprovenȱhundredsȱofȱtimes.ȱȱ

Inȱ orderȱ toȱ accelerateȱ expansion,ȱ Fressnapfȱ headquartersȱ oftenȱ searchesȱ forȱ Acquisitionȱ

newȱ potentialȱ sitesȱ parallelȱ toȱ theȱ searchȱ forȱ newȱ franchisees.ȱ Itȱ regularlyȱ    ofȱPremisesȱ advertises ȱthatȱpremisesȱforȱ rentȱareȱ required.ȱInȱ thisȱcontext,ȱtheȱminimumȱ requirementsȱforȱpremisesȱareȱ400Ȭ1,200ȱm2ȱonȱtheȱgroundȱfloor.ȱForȱexistingȱ buildings,ȱ Fressnapfȱ hasȱ developedȱ aȱ detailedȱ listȱ ofȱ requirements,ȱ withȱ reȬ gardȱ toȱ parkingȱ spaces,ȱ deliveryȱ area,ȱ storageȱ facilities,ȱ includingȱ suchȱ physicalȱ requirementsȱasȱminimumȱweightȱcapacityȱofȱtheȱfloors.ȱIndependȬ ent ȱ startȬupȱ retailersȱ wouldȱ notȱ usuallyȱ haveȱ completeȱ knowledgeȱ ofȱ whatȱ aspectsȱofȱ theȱ storeȱ willȱbecomeȱimportantȱforȱ subsequentȱoperation.ȱ Givenȱ Fressnapf’s ȱ experienceȱ withȱ rentalȱ agreements,ȱ itȱ usuallyȱ leadsȱ theȱ negotiaȬ tionsȱ forȱ storeȱ premisesȱ andȱ helpsȱ withȱ officialȱ authorisationsȱ asȱ wellȱ asȱ constructionȱprojects.ȱ

 

Services Regarding the Store Operation 

In ȱ theȱ openingȱ phase,ȱ Fressnapfȱ supportsȱnewȱ franchiseesȱ intensivelyȱ inȱorȬ der ȱtoȱprepareȱforȱtheȱstoreȱopening.ȱ Decisionsȱconcerningȱtheȱ(exteriorȱandȱ interior)ȱstoreȱ designȱ areȱ determinedȱlargelyȱbyȱ theȱ headquarters,ȱ sinceȱthisȱ playsȱaȱcrucialȱroleȱforȱtheȱuniformȱmarketȱappearanceȱofȱtheȱentireȱfranchiseȱ system ȱ andȱforȱ theȱ productivityȱofȱtheȱstoreȱitself.ȱTheȱfixtures,ȱstoreȱlayoutȱ and ȱspaceȱallocationȱareȱplannedȱbyȱtheȱsystemȱheadquarters.ȱ

Inȱtheȱ openingȱphaseȱ andȱ duringȱtheȱ entireȱrelationshipȱ betweenȱfranchisorȱ Continuingȱȱ

andȱ franchisee,ȱ personalȱ onȬsiteȱ supportȱ isȱ providedȱ byȱ representativesȱ ofȱ Assistanceȱ

theȱ Fressnapfȱ Tiernahrungsȱ GmbH.ȱ Thisȱ includesȱ supportȱ duringȱ dailyȱ busiȬ ness, ȱ theȱ ongoingȱ improvementȱ ofȱ storeȱ operationsȱ byȱ benchmarkingȱ beȬ tweenȱ allȱ storesȱ inȱ theȱ franchiseȱ system,ȱ thatȱ is,ȱ comparingȱ theirȱ performȬ ance,ȱ trackingȱ target/performanceȱ deviations,ȱ assessingȱ theȱ strengthsȱ andȱ weaknessesȱ ofȱ eachȱstoreȱandȱidentifyingȱ bestȬpracticeȱ processesȱ inȱorderȱtoȱ employȱthemȱasȱquicklyȱasȱpossibleȱinȱallȱstores.ȱ

Employeeȱ knowledgeȱ ofȱ merchandise,ȱ petsȱ inȱ general,ȱ andȱ salesȱ expertiseȱ Fressnapfȱȱ

are ȱ consideredȱ fundamentalȱ competitiveȱ differentiators.ȱ Inȱ 2006,ȱ Fressnapfȱ    Academyȱ TiernahrungsȱGmbHȱ setȱupȱ theȱFressnapfȱ Academyȱ toȱprovideȱ furtherȱtrainingȱ
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forȱitsȱstaff.ȱFressnapfȱoffersȱtheȱstoreȱmanagersȱandȱemployeesȱaȱlargeȱvarietyȱ ofȱ basic,ȱ advancedȱ orȱ professionalȱ seminars,ȱ dependingȱ onȱ theirȱ personalȱ qualifications. ȱ Thisȱ dealsȱ withȱ specialistȱ knowledge,ȱ salesȱ skills,ȱ processȱ management/ITȱandȱbusinessȱexpertise.ȱ

 

Marketing-Related Services  

Fressnapf ȱprovidesȱfranchiseesȱwithȱtheȱmarketingȱpowerȱofȱaȱlargeȱorganisaȬ tion,ȱ withȱ professionalȱ advertisingȱ inȱ regionalȱ andȱ nationalȱ printȱ mediaȱ asȱ wellȱasȱ onȱTV,ȱintensiveȱ publicȱ relationsȱ (donationsȱtoȱpetȱsanctuaries,ȱzoos,ȱ sponsoringȱ ofȱ petȱ events,ȱ etc.)ȱ andȱ aȱ rangeȱ ofȱ storeȱ brands.ȱ Fressnapfȱ hasȱ achievedȱaȱveryȱhighȱlevelȱofȱbrandȱawarenessȱoverȱtheȱyears.ȱAboutȱ80ȱ%ȱofȱ allȱGermanȱpetȱownersȱknowȱtheȱretailȱbrandȱFressnapf.ȱȱ

Advertisingȱ    TheȱFressnapfȱgroupȱspendsȱaboutȱ30ȱmillionȱEURȱaȱyearȱonȱadvertising.ȱThisȱ

andȱ   advertisingȱmoneyȱ isȱspentȱpartlyȱ byȱtheȱheadquartersȱdirectlyȱ(financedȱ byȱ

Communicationȱ   anȱadvertisingȱfeeȱfromȱtheȱfranchiseesȱandȱmarketingȱallowancesȱfromȱsupȬ

pliers).ȱInȱaddition,ȱeachȱfranchiseeȱisȱexpectedȱtoȱspendȱaȱcertainȱamountȱofȱ moneyȱ (atȱleastȱ 2.5ȱ%ȱofȱgrossȱsalesȱ areȱ recommendedȱbyȱ theȱheadquarters)ȱ onȱ localȱ andȱregionalȱ advertising.ȱInȱbothȱ cases,ȱ advertisingȱ designȱ andȱdeȬ velopmentȱ isȱ managedȱ centrally.ȱ Thereȱ isȱ weeklyȱ advertisingȱ inȱ regionalȱ newspapers, ȱ withȱ aȱ circulationȱ ofȱ aboutȱ 25ȱ millionȱ copies,ȱ andȱ inȱ specialȱ interestȱmagazines.ȱFressnapf’sȱownȱcustomerȱmagazineȱ (“Fressnapfȱ Journal”)ȱ thatȱisȱdistributedȱforȱfreeȱinȱtheȱoutletsȱhasȱaȱreadershipȱofȱaboutȱ3.6ȱmillionȱ eachȱ month.ȱ Fressnapfȱheadquartersȱ providesȱtheȱstoresȱweeklyȱwithȱleafletsȱ andȱ postersȱ advertisingȱ ongoingȱ promotions.ȱ Fressnapfȱ alsoȱ designsȱ andȱ organisesȱ nationalȱ radioȱ andȱ TVȱ advertisingȱ campaignsȱ andȱ maintainsȱ theȱ Fressnapf ȱhomepage.ȱ Here,ȱ besidesȱpromotions,ȱextensiveȱcustomerȱinformaȬ tionȱ isȱprovidedȱ andȱ customersȱ canȱ registerȱ forȱ aȱ largeȱ onlineȱ communityȱ inȱ theȱ petȱ sector.ȱAnȱ onlineȱ forumȱ withȱ aboutȱ 130,000ȱ membersȱ hasȱ beenȱ creȬ ated, ȱandȱ Fressnapfȱheadquartersȱ additionallyȱpromotesȱ thisȱcustomerȱinterȬ actionȱbyȱ providingȱexpertȱadviceȱ (fromȱ veterinarians)ȱinȱtheȱ forumȱandȱ byȱ rewardingȱcustomerȱ activityȱwithȱ pointsȱ thatȱ areȱ collectedȱandȱtransformedȱ intoȱdonationsȱtoȱpetȱsanctuaries.ȱ

StoreȱBrandsȱ    Fressnapfȱ offersȱ itsȱ customersȱ aȱ choiceȱ ofȱ storeȱ brandsȱ thatȱ coverȱ differentȱ

price/quality ȱsegmentsȱ(Toellerȱ2005):ȱ

� Premiereȱ andȱ Selectȱ Goldȱ areȱ twoȱ premiumȱ storeȱ brands.ȱ Theȱ formerȱ foȬ

cusesȱonȱspecialitiesȱandȱ specialȱwetȱ dogȱfoodȱ andȱ SelectȱGoldȱcoversȱanȱ arrayȱofȱsuperȱpremiumȱcatȱandȱdogȱdryȱnutritionȱproducts.ȱ

� MultiFitȱisȱtheȱstandardȱstoreȱbrand.ȱ

� fitȱ+ȱfunȱcoversȱtheȱbudgetȱsegment.ȱȱ
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Allȱstoreȱbrandsȱ areȱheavilyȱadvertisedȱ andȱhelpȱtheȱfranchiseesȱbuildȱstoreȱ loyaltyȱ andȱ strengthenȱ differentiationȱ fromȱ competitors,ȱ especiallyȱ foodȱ retailers,ȱ whichȱ offerȱ petȱfood,ȱ butȱusuallyȱ cannotȱinvestȱ theȱ effortȱ toȱestabȬ lishȱ specificȱ storeȱ brandsȱ forȱ petȱ food.ȱ Inȱ 2004,ȱ Fressnapf’sȱstoreȱ brandȱ salesȱ reachedȱ 80ȱ millionȱ EUR,ȱ andȱ theirȱ shareȱ inȱ turnoverȱ isȱ steadilyȱ rising.ȱ Shrinkingȱ marginsȱ forȱ manufacturerȱ brandsȱ areȱ aȱ furtherȱ reasonȱ forȱ introȬ ducingȱstoreȱbrands.ȱGrossȱprofitȱforȱtheȱFressnapfȱstoreȱbrandsȱisȱ increasingȱ constantly ȱandȱhasȱnowȱreachedȱaboutȱ33ȱ%.ȱ

Fressnapfȱ headquartersȱ managesȱ theȱ fourȱ storeȱ brandȱ ranges,ȱ fromȱ productȱ selectionȱ andȱ development,ȱ contractingȱ withȱ productionȱ partners,ȱ qualityȱ assurance,ȱdesigningȱtheȱpackagingȱtoȱadvertising.ȱ

 

Services Regarding Buying and Logistics 

Economiesȱofȱscaleȱinȱbuyingȱandȱlogisticsȱconstituteȱaȱmajorȱadvantageȱofȱaȱ largeȱ retailȱ systemȱ overȱ smallerȱ competitors.ȱ Theȱ systemȱ headquartersȱ ofȱ Fressnapf ȱ predominantlyȱ plansȱ theȱ merchandiseȱ mixȱ inȱ theȱ stores.ȱ Usually,ȱ wellȱ overȱ 90ȱ%ȱ ofȱ aȱ store’sȱassortmentȱ areȱstandardisedȱ withȱ theȱrestȱ ofȱ theȱ group.ȱOnlyȱaȱsmallȱpercentageȱisȱadaptedȱlocallyȱbyȱtheȱstoreȱowner.ȱWhileȱ thisȱ deprivesȱ theȱ storeȱ ownerȱ ofȱ someȱ decisionȱ authority,ȱ itȱ substantiallyȱ benefitsȱ theȱsystemȱ asȱ aȱ whole.ȱ Theȱ salesȱvolumeȱofȱ theȱgroupȱ canȱ beȱ bunȬ dledȱ inȱ aȱ wayȱ thatȱ isȱ veryȱ similarȱ toȱ aȱ largeȱ chainȱ storeȱ andȱ headquarters’ȱ buyersȱ haveȱ aȱ strongȱ negotiationȱ positionȱ withȱ suppliers,ȱ whichȱ ensuresȱ favourable ȱpurchasingȱ conditionsȱcomparedȱ toȱcompetitors.ȱThisȱ isȱ particuȬ larly ȱimportantȱisȱthisȱindustry,ȱbecauseȱtheȱsupplyȱisȱdominatedȱbyȱaȱhandȬ fulȱ ofȱ internationalȱ marketȱ leaders.ȱ Theseȱ includeȱ Masterfoodsȱ (withȱ brandsȱ suchȱasȱPedigree,ȱWhiskas,ȱSheba),ȱ Nestléȱ Purinaȱ(felix,ȱ Gourmet,ȱFriskies),ȱRoyalȱ CaninȱandȱProcterȱ&ȱGambleȱ (Iams/Eukanuba).ȱThoseȱcompaniesȱ wouldȱnotȱbeȱ willingȱ toȱnegotiateȱ withȱ aȱ smallȱ zooȱ storeȱ orȱ petȱ specialtyȱ store,ȱ butȱ FressȬ napf,ȱ withȱ itsȱ combinedȱ salesȱ volume,ȱ hasȱ developedȱ intoȱ aȱ strongȱ andȱimȬ portantȱcustomer.ȱ

Inȱtermsȱofȱwholesaling,ȱaȱstageȱinȱtheȱvalueȱchainȱthatȱisȱusuallyȱneededȱbyȱ smallerȱ stores,ȱ sinceȱ manufacturersȱ doȱ notȱ deliverȱ directlyȱ toȱ them,ȱ isȱ byȬ passedȱ byȱFressnapf,ȱ becauseȱ Fressnapfȱ TiernahrungsȱGmbHȱ servesȱpartlyȱ asȱ aȱ wholesaler ȱitself,ȱ includingȱ anȱ ownȱ centralȱ warehouseȱ forȱ theȱ group.ȱ Thus,ȱ Fressnapf ȱalsoȱ supportsȱ theȱfranchiseesȱwithȱlogistics.ȱ Itȱmaintainsȱ anȱ invenȬ toryȱcontrolȱsystemȱandȱmonitorsȱinventoryȱinȱtheȱcentralȱwarehouse.ȱȱ

 

IT-Related Services 

Efficientȱ andȱ sophisticatedȱ ITȱ systemsȱ haveȱ developedȱ intoȱ veryȱ importantȱ bases ȱ ofȱ successfulȱ retailingȱ overȱ theȱ lastȱ years,ȱ asȱ mentionedȱ inȱ variousȱ
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Chaptersȱ ofȱ thisȱ book.ȱ Theȱ franchiseȱ headquartersȱ canȱ alsoȱprovideȱaȱ valuȬ ableȱserviceȱtoȱitsȱfranchiseȱ partners.ȱFressnapfȱcentrallyȱpurchasesȱhardwareȱ andȱsoftwareȱproductsȱandȱsupportsȱitsȱfranchiseesȱinȱtheȱeventȱofȱanyȱhardȬ ware ȱandȱsoftwareȱqueries.ȱSoftwareȱsystemsȱareȱmaintainedȱandȱdevelopedȱ furtherȱ byȱ theȱ headquarters.ȱ ITȬbasedȱ performanceȱ controllingȱ systemsȱ areȱ developedȱandȱanȱongoingȱperformanceȱcontrollingȱcarriedȱout.ȱȱ

 

The Role of the Franchisee 

WhileȱallȱcentralȱfunctionsȱareȱmanagedȱbyȱFressnapfȱTiernahrungsȱGmbH,ȱtheȱ franchiseeȱmanagesȱtheȱdailyȱstoreȱoperations.ȱTheȱlocalȱentrepreneurȱhasȱtoȱ useȱhisȱ skillsȱ andȱ motivationȱ toȱexploitȱtheȱ localȱ marketȱ opportunities.ȱItȱ isȱ theȱ Fressnapfȱ franchiseeȱ whoȱ isȱ responsibleȱ forȱ localȱ publicȱ relationsȱ (suchȱ asȱ theȱ communicationȱ atȱ localȱ petȱ eventsȱ orȱ participationȱ inȱ theȱ localȱ animalȱ protection ȱ organisationȱ andȱ supportingȱ petȱ shelters).ȱ Itȱ isȱ alsoȱ theȱ storeȱ owner ȱwhoȱpresentsȱandȱrepresentsȱhisȱstoreȱtoȱcustomers.ȱEspeciallyȱinȱthisȱ sector,ȱ inȱ whichȱ theȱ relationshipȱ betweenȱ aȱ customerȱ andȱ hisȱ petȱ isȱ veryȱ close,ȱ customersȱ wantȱ expertsȱ inȱ theȱ storeȱ andȱ salespersonsȱ andȱ aȱ storeȱ ownerȱwhoȱunderstandȱtheirȱneedsȱandȱfeelings.ȱItȱisȱalsoȱtheȱfranchiseeȱwhoȱ isȱ inȱ directȱ contactȱ withȱ theȱ storeȱ employees,ȱ selectsȱ them,ȱ andȱ supervisesȱ theirȱdailyȱwork.ȱThus,ȱcustomerȱrelationsȱandȱhumanȱresourceȱmanagementȱ areȱtwoȱmainȱresponsibilitiesȱofȱaȱFressnapfȱfranchisee.ȱ

Anotherȱ franchiseeȱ responsibilityȱ isȱ theȱ operationalȱ merchandiseȱ manageȬ ment.ȱ Heȱ hasȱ toȱ ensureȱ thatȱ noȱ outȬofȬstocksȱ occurȱ atȱ theȱ pointȬofȬsale,ȱ andȱ that ȱ merchandiseȱ isȱ orderedȱ earlyȱ enough.ȱ Yet,ȱ overstockingȱ mustȱ alsoȱ beȱ avoided,ȱbecauseȱthisȱtiesȱupȱcapitalȱandȱreducesȱreturnȬonȬassets.ȱWhileȱthisȱ logisticsȱ processȱ isȱ supportedȱ byȱ theȱ centralȱ merchandiseȱ managementȱ ITȱ system,ȱ itȱisȱtheȱjobȱofȱtheȱstoreȱownerȱtoȱ forecastȱsales,ȱ inȱ theȱcontextȱofȱtheȱ specificȱ localȱcircumstances.ȱTheȱfranchiseeȱ isȱ obligedȱtoȱadhereȱ toȱtheȱmerȬ chandiseȱmixȱplannedȱbyȱtheȱfranchisor,ȱbutȱhas,ȱatȱtheȱsameȱtime,ȱ theȱ rightȱ andȱtheȱresponsibilityȱtoȱsupplementȱthisȱstandardisedȱassortmentȱoptimallyȱ withȱadditionalȱproductsȱ thatȱmightȱbeȱimportantȱ forȱlocalȱ customers.ȱSinceȱ theȱfranchiseeȱ ownsȱ theȱ storeȱ andȱitsȱ profitsȱareȱhisȱ mainȱsourceȱofȱincome,ȱ heȱ isȱ invariablyȱ highlyȱ motivatedȱ toȱ ensureȱ thatȱ allȱ profitȱ potentialȱ isȱ exȬ ploited.ȱ Veryȱ often,ȱ thisȱ refersȱ toȱ smallȱ andȱ operationalȱ detailsȱ inȱ theȱ storeȱ operations.ȱ

Costsȱforȱtheȱ    Toȱsetȱupȱaȱstore,ȱaȱnewȱfranchiseeȱmustȱinvestȱaboutȱ200,000ȱEUR,ȱofȱwhichȱ

Franchiseeȱ    heȱcanȱ borrowȱ aȱ partȱ fromȱ aȱ bank.ȱ Mostȱ ofȱ thisȱ moneyȱ isȱ investedȱ inȱ merȬ

chandiseȱstockȱinȱtheȱstore.ȱTheȱFressnapfȱTiernahrungsȱGmbHȱdoesȱnotȱinvestȱ itsȱ ownȱ moneyȱ inȱ theȱ outlets,ȱ butȱ supportsȱ franchiseesȱ inȱ obtainingȱ bankȱ financing.ȱTheȱequityȱcapitalȱrequiredȱbyȱfranchiseesȱisȱ40,000ȱEUR.ȱInȱorderȱ toȱenterȱtheȱfranchiseȱsystem,ȱnewȱfranchiseesȱmustȱmakeȱaȱoneȬoffȱpaymentȱ
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ofȱ5,000ȱEURȱasȱanȱinitialȱfee.ȱOngoingȱroyaltiesȱareȱ1ȱ%ȱofȱgrossȱturnoverȱperȱ monthȱ andȱ inȱ addition,ȱ theȱ franchiseeȱ paysȱ 0.33ȱ%ȱ ofȱ grossȱ turnoverȱ perȱ month ȱasȱanȱadvertisingȱfee,ȱhisȱshareȱofȱtheȱcentralȱadvertisingȱexpenditure.ȱ A ȱ franchiseȱ storeȱ usuallyȱ achievesȱ aȱ turnoverȱ ofȱ aboutȱ 1ȱ millionȱ EURȱ perȱ year.ȱWithȱtheȱstrongȱsystemȱsupport,ȱitȱoftenȱbreaksȱevenȱinȱtheȱfirstȱyearȱofȱ operation.ȱȱ

The ȱassuranceȱofȱserviceȱqualityȱinȱeveryȱoutletȱisȱcrucialȱforȱtheȱsuccessȱofȱaȱ franchiseȱ system,ȱ sinceȱ everyȱ outletȱ influencesȱ theȱ retailȱ brandȱ image,ȱ andȱ independentȱstoreȱ ownersȱ operateȱ storesȱunderȱ aȱcommonȱ retailȱ brand.ȱAnȱ importantȱaspectȱ ofȱ partnerȱmanagement,ȱ therefore,ȱisȱtoȱprovideȱ incentivesȱ forȱstoreȱownersȱ toȱ adhereȱtoȱqualityȱandȱconceptȱ standards.ȱFressnapfȱ reguȬ larly ȱ carriesȱ outȱ qualityȱ checksȱ ofȱ theȱ storesȱ andȱ alsoȱ employsȱ “mysteryȱ shopping”,ȱi.e.ȱhiresȱaȱmarketȱresearchȱinstituteȱtoȱtestȬshopȱfranchiseȱoutletsȱ andȱ reportȱ onȱ theȱ storeȱ performance.ȱ Theȱ resultsȱ ofȱ theȱ qualityȱ controlȱ areȱ thenȱ discussedȱ withȱ theȱ franchiseeȱ andȱ measuresȱ forȱ improvementȱ areȱ planned.ȱ Dependingȱ onȱ theȱ serviceȱ qualityȱ ofȱ theȱ franchiseȱ store,ȱ aȱ storeȬ specificȱ incentiveȱ bonusȱ isȱ paidȱ atȱ theȱ endȱ ofȱ theȱ year.ȱ Inȱ extremeȱ casesȱ ofȱ ongoing ȱ nonconformityȱ toȱ standards,ȱ theȱ franchiseȱ contractȱ willȱ beȱ termiȬ natedȱatȱtheȱendȱofȱtheȱinitialȱperiod.ȱ

Theȱheadquartersȱcanȱrewardȱadherenceȱtoȱqualityȱstandardsȱandȱsuccessȱbyȱ   MultiȬUnitȱ offeringȱaȱfranchiseeȱaȱsecondȱfranchiseȱasȱanȱ opportunityȱtoȱgrowȱhisȱbusiȬ Franchisingȱ

ness. ȱToday,ȱmanyȱFressnapfȱfranchiseesȱhaveȱtwoȱorȱthreeȱstoresȱinȱaȱregion,ȱ soȱ thatȱ multiȬunitȱ franchisingȱ isȱ common.ȱ Thisȱ showsȱ thatȱ franchiseesȱ areȱ satisfiedȱ withȱ theirȱ profitsȱ andȱ doȱ notȱ regretȱ theirȱ decisionȱ toȱ becomeȱ aȱ Fressnapf ȱ partner.ȱ Thisȱ incentiveȱ alsoȱ enhancesȱ partnerȱ satisfaction,ȱ becauseȱ successful ȱstoreȱownersȱcanȱgrowȱbyȱ“openingȱbranches”.ȱȱ

 

Influence of the Franchisees on the Company Decisions  

As ȱanȱalmostȱpureȱfranchiseȱsystemȱ(inȱGermany),ȱtheȱrapidȱgrowthȱofȱFressȬ napfȱ hasȱ onlyȱ beenȱ possibleȱ throughȱ aȱ combinedȱ effortȱ ofȱ franchisorȱ andȱ franchisees.ȱ Franchiseeȱ satisfactionȱ isȱ importantȱ andȱ Fressnapfȱ triesȱ systemȬ aticallyȱ toȱ ensureȱ thatȱ thisȱ prevails.ȱ Emotionalȱ aspectsȱ areȱ alsoȱ targetedȱ inȱ additionȱ toȱ theȱ rationalȱ factorsȱ (suchȱ asȱ economicȱ success).ȱ A ȱ strongȱ corpoȬ rateȱ visionȱisȱ oneȱ pillarȱ ofȱaȱ strongȱorganisationȱ culture.ȱSuccessesȱareȱ celeȬ bratedȱandȱpartiesȱandȱeventsȱareȱanȱimportantȱelementȱofȱtheȱcultureȱofȱtheȱ system.ȱThisȱleadsȱtoȱaȱstrongȱidentificationȱofȱtheȱindependentȱstoreȱowners,ȱ theirȱemployeesȱandȱheadquartersȱemployeesȱwithȱtheȱfranchiseȱsystem.ȱ

Motivation ȱandȱaȱfeelingȱofȱcommitmentȱtoȱtheȱsystemȱareȱalsoȱachievedȱ byȱ enablingȱ theȱfranchiseeȱ toȱparticipateȱinȱ companyȱ decisions.ȱThisȱ participaȬ tionȱ isȱ beneficialȱ forȱ bothȱ theȱ franchisorȱ andȱ theȱ franchisee.ȱ Theȱ franchiseeȱ
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canȱinfluenceȱcompanyȱdecisions,ȱwhichȱheȱwillȱeventuallyȱhaveȱtoȱcarryȱoutȱ inȱ hisȱ ownȱ store.ȱ Furthermore,ȱ itȱ isȱ theȱ franchiseeȱ whoȱ operatesȱ theȱ store,ȱ worksȱwithȱtheȱcentrallyȱprovidedȱsystemsȱ(suchȱasȱITȱsystems)ȱandȱtalksȱtoȱ customers.ȱ Therefore,ȱ franchiseesȱ frequentlyȱ detectȱ potentialȱ improvementsȱ inȱcompanyȱprocessesȱandȱperceiveȱchangesȱinȱconsumerȱdemand.ȱȱ

 

Figureȱ4.5ȱ    ParticipationȱofȱFranchiseesȱinȱCompanyȱDecisionsȱ
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Fressnapf ȱusesȱ anȱ intenseȱ systemȱ ofȱ franchiseȱpartnerȱparticipationȱ (seeȱ FigȬ ureȱ4.5).ȱAllȱfranchiseesȱmeetȱbiannuallyȱinȱaȱgeneralȱassembly.ȱTheyȱappointȱ anȱadvisoryȱ boardȱandȱ councilsȱforȱmerchandiseȱandȱ advertisingȱ asȱ wellȱ asȱ forȱITȱandȱorganisation.ȱThoseȱcouncilsȱhaveȱregularȱmeetingsȱandȱadviseȱtheȱ headquartersȱ onȱ allȱ importantȱ decisions.ȱ Withȱ theseȱ mechanisms,ȱ Fressnapfȱ franchiseesȱexertȱaȱstrongȱinfluenceȱonȱcorporateȱ policy.ȱThisȱtypeȱofȱparticiȬ pation ȱenhancesȱidentificationȱwithȱ theȱ decisionsȱandȱfacilitatesȱaȱquickȱ andȱ coherentȱimplementationȱofȱdecisions.ȱ

 

International Market Entry Strategies 

Afterȱitsȱearlyȱ successȱ inȱGermany,ȱ Fressnapfȱ recognisedȱ thatȱtheȱ needȱ forȱ aȱ petȱ supplyȱ categoryȱ killerȱ alsoȱ existsȱ inȱ otherȱ Europeanȱ marketsȱ andȱ thatȱ quickȱ expansionȱ wouldȱ beȱ anȱ importantȱ successȱ factorȱ inȱ otherȱ marketsȱ asȱ well ȱ (seeȱ Morschett/Neidhartȱ2006).ȱ Currentlyȱ (asȱ ofȱ midȬ2006),ȱ Fressnapfȱ isȱ present ȱ inȱ nineȱ foreignȱ markets:ȱ Austriaȱ (62ȱ stores),ȱ theȱ Netherlandsȱ (37ȱ stores),ȱ Switzerlandȱ (24ȱ stores),ȱ Franceȱ (11ȱ stores),ȱ Hungaryȱ (10ȱ stores),ȱ Denmarkȱ (7ȱ stores),ȱ Luxembourgȱ (4ȱ stores),ȱ Italyȱ (2ȱ stores)ȱ andȱ Irelandȱ (1ȱ store).ȱ Theȱ storesȱinȱ Germany,ȱ Switzerlandȱandȱ Austriaȱ areȱ operatedȱ underȱ theȱretailȱbrandȱFressnapf;ȱmostȱotherȱcountriesȱuseȱtheȱretailȱbrandȱMaxiȱZoo.ȱȱ
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Theȱ firstȱ expansionȱ abroadȱ wasȱ toȱAustriaȱ inȱ 1997.ȱFressnapfȱ formedȱaȱ jointȱ ventureȱ withȱaȱlocalȱ partner,ȱbutȱdueȱtoȱconflicts,ȱFressnapfȱnowȱownsȱ100ȱ%ȱ ofȱtheȱFressnapfȱHandelsȱGmbHȱAustria.ȱMostȱofȱtheȱstoresȱinȱAustriaȱareȱoperȬ atedȱandȱownedȱbyȱthisȱcompanyȱandȱonlyȱaȱminorityȱisȱfranchised.ȱInȱSwitȬ zerland,ȱ whichȱ Fressnapfȱ enteredȱ inȱ 1998,ȱ theȱ companyȱ Petȱ Visionȱ AGȱ ownsȱ andȱoperatesȱallȱFressnapfȱstores.ȱFressnapfȱheadquartersȱholdȱonlyȱaȱminorityȱ stake ȱinȱPetȱVision.ȱȱ

In ȱ theȱ Netherlands,ȱ Fressnapfȱ startedȱ byȱ openingȱ companyȬownedȱ outletsȱ underȱtheȱretailȱbrandȱFressnapf.ȱHowever,ȱsomeȱtimeȱlater,ȱitȱbecameȱevidentȱ thatȱanotherȱexpansionȱstrategyȱwouldȱpromiseȱmoreȱsuccess.ȱInȱ2001,ȱFressȬ napfȱheadquartersȱacquiredȱaȱminorityȱstakeȱinȱtheȱDutchȱpetȱsupplyȱspecialȬ ist ȱ retailerȱ Jumperȱ B.V.ȱ Theȱ localȱ company’sȱ marketȱ knowledgeȱ isȱ usedȱ andȱ theȱestablishedȱretailȱbrandȱJumperȱisȱmaintained,ȱwhileȱtheȱcorporateȱdesignȱ ofȱtheȱstoresȱ(e.g.ȱtheȱcorporateȱcolourȱandȱtheȱlogo)ȱhasȱbeenȱchangedȱtoȱtheȱ Fressnapf ȱ design.ȱ Jumperȱ isȱ aȱ pluralȬformȱ network.ȱ Theȱ 37ȱ storesȱareȱ mainlyȱ franchised,ȱbutȱJumperȱB.V.ȱalsoȱownsȱaȱnumberȱofȱstores.ȱȱ

Fressnapf ’sȱfirstȱstoreȱinȱHungaryȱwasȱopenedȱinȱ2002ȱinȱBudapest.ȱItȱisȱFressȬ napf ’sȱmediumȬtermȱ targetȱ toȱopenȱaboutȱ 25ȱ companyȬownedȱMaxiȱZooȱoutȬ letsȱ inȱtheȱ largerȱ agglomerationsȱ inȱ Hungary.ȱ Allȱ existingȱstoresȱ areȱ ownedȱ byȱ Fressnapfȱ HungariaȱKft.,ȱ aȱjointȱventureȱofȱ Fressnapfȱ(holdingȱ85ȱ%)ȱwithȱaȱ localȱindustryȱexpertȱwithȱexperienceȱinȱtheȱHungarianȱmarket.ȱȱ

In ȱ 2003,ȱ Fressnapfȱ acquiredȱ 51ȱ%ȱ ofȱ theȱ Danishȱ companyȱ PetGo.ȱ Itsȱ threeȱ storesȱ wereȱ subsequentlyȱ transformedȱ intoȱ MaxiȱZooȱ outletsȱ andȱ additionalȱ newȱ outletsȱ openedȱ asȱ well.ȱ Theȱ aimȱ isȱ toȱ establishȱ aboutȱ 25ȱ companyȬ ownedȱoutlets.ȱȱ

InȱFrance,ȱFressnapfȱtookȱoverȱtheȱmajorityȱofȱtheȱFrenchȱcompanyȱCityȬZooȱinȱ 2004. ȱ Theȱ companyȱ hadȱ previouslyȱ operatedȱ tenȱ storesȱ inȱ theȱ Southȱ ofȱ France.ȱ Afterȱ Fressnapf’sȱ expansionȱ intoȱ differentȱ markets,ȱ theȱ entryȱ intoȱ France,ȱ aȱ marketȱ withȱ aȱ totalȱ salesȱ volumeȱ inȱ theȱ petȱ foodȱ andȱ petȱ supplyȱ sectorȱthatȱalmostȱ equalsȱthatȱofȱGermany,ȱitȱbecameȱnecessaryȱtoȱsecureȱtheȱ market ȱleadershipȱinȱEurope.ȱTheȱformerȱownerȱofȱCityȬZooȱisȱnowȱtheȱmanȬ aging ȱ directorȱ ofȱ Maxiȱ Zooȱ Franceȱ S.A.S.ȱ Atȱ theȱ moment,ȱ onlyȱ companyȬ ownedȱstoresȱ areȱ operatedȱ inȱFrance,ȱbecauseȱ Fressnapfȱ considersȱ thisȱaȱ testȱ phaseȱ inȱwhichȱ itȱ canȱ getȱ toȱknowȱ theȱ Frenchȱ market.ȱ Inȱ theȱmediumȬterm,ȱ theȱplanȱisȱtoȱestablishȱ anȱextensiveȱfranchiseȱnetworkȱinȱFrance,ȱ whichȱwillȱ beȱtiedȱdirectlyȱtoȱfranchiseȱcontractsȱwithȱFressnapf’sȱFrenchȱsubsidiary.ȱ

Recently,ȱ MaxiȱZooȱ storesȱ wereȱ openedȱ inȱ Italyȱ (inȱ Decemberȱ 2005)ȱ andȱ inȱ Irelandȱ(inȱJulyȱ2006).ȱItȱisȱevidentȱthatȱFressnapfȱappliesȱaȱveryȱflexibleȱinterȬ nationalisationȱ entryȱ strategy,ȱ adaptingȱ itsȱ growthȱ strategyȱ toȱ theȱ specificȱ marketȱneedsȱandȱpotentialȱpartners.ȱȱ
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Summary and Outlook 

Overȱtheȱlastȱ16ȱyears,ȱFressnapfȱhasȱ grownȱfromȱoneȱoutletȱintoȱaȱEuropeanȱ storeȱnetworkȱofȱaboutȱ800ȱoutlets.ȱItsȱgrowthȱstemsȱmainlyȱfromȱfranchisedȱ outlets.ȱThisȱ enduringȱsuccessȱisȱ onlyȱ possibleȱ withȱaȱ veryȱ efficientȱdivisionȱ ofȱ tasksȱ betweenȱ theȱ franchisor,ȱ whoȱtakesȱ overȱ allȱ functionsȱ thatȱ haveȱ poȬ tentialȱ advantagesȱ ofȱlargeȱ scaleȱandȱthroughȱstandardisationȱ acrossȱaȱ largeȱ storeȱnetwork,ȱ andȱ theȱ franchisee,ȱwhoȱoperatesȱtheȱspecificȱfranchiseȱstore.ȱ Inȱ aȱ largeȱ systemȱ ofȱ thisȱ kind,ȱ withȱ aboutȱ 300ȱ separateȱ andȱ independentȱ store ȱowners,ȱ managingȱtheȱcoherenceȱ ofȱ theȱ systemȱandȱassuringȱ theȱ qualȬ ityȱofȱeachȱstoreȱisȱcrucialȱandȱFressnapfȱhasȱmanagedȱthisȱveryȱwellȱsoȱfar.ȱ

Theȱ mainȱ strategyȱ elementsȱ forȱ theȱ nextȱ yearsȱ areȱ establishingȱ sustainableȱ cost ȱleadershipȱ(e.g.ȱbyȱoptimisingȱinternalȱprocessesȱandȱfurtherȱstandardisaȬ tionȱofȱassortments)ȱandȱcontinuedȱgrowthȱ(byȱopeningȱnewȱstoresȱwithȱcomȬ parableȱ storeȱ salesȱgrowth)ȱ(Toellerȱ2005).ȱ Itȱ seemsȱ likelyȱ thatȱ theȱ growthȱ ofȱ Fressnapf ȱ willȱ continueȱ forȱ yearsȱ toȱ come.ȱ Whileȱ theȱ Germanȱ homeȱ marketȱ mightȱ beȱ closeȱ toȱ saturationȱ forȱ thisȱ storeȱ format,ȱ theȱ internationalȱ marketȱ potentialȱisȱstillȱenormous.ȱFressnapfȱhasȱalreadyȱannouncedȱthatȱitȱintendsȱtoȱ enterȱoneȱorȱtwoȱnewȱcountriesȱeachȱyearȱoverȱtheȱnextȱfewȱyears.ȱAtȱtheȱendȱ ofȱtheȱdecade,ȱFressnapfȱplansȱtoȱhaveȱaȱstoreȱnetworkȱofȱaboutȱ1,200ȱstoresȱinȱ Europeȱandȱreachȱaȱturnoverȱofȱaboutȱ1.2ȱbillionȱEURȱ(LebensmittelȱZeitung,ȱ 04.08.2006).ȱ

 

Questions

1.ȱ   Fressnapfȱhasȱfocussedȱ itsȱgrowthȱstrategyȱ onȱ franchising.ȱAnȱ alternativeȱ

optionȱ wouldȱ haveȱ beenȱ toȱ multiplyȱ theȱ conceptȱ byȱ openingȱ companyȬ ownedȱ branchȱ stores.ȱ Discussȱ theȱ advantagesȱ ofȱ franchisingȱ fromȱ theȱ perspectiveȱofȱtheȱfranchisor.ȱȱ

2.ȱ   Theȱ franchisingȱ literatureȱ sometimesȱ refersȱ toȱ “twoȱ markets”ȱ fromȱ theȱ

perspectiveȱofȱaȱfranchisor:ȱtheȱconsumerȱandȱtheȱmarketȱfor/ofȱfranchiseȱ partnersȱ themselves.ȱ Explainȱ whyȱ prospectiveȱ andȱ existingȱ franchiseesȱ canȱ alsoȱ beȱ consideredȱ asȱ (potential)ȱ customersȱ ofȱ aȱ franchisorȱandȱ disȬ cussȱhowȱaȱfranchisorȱcanȱemployȱtheȱmarketingȱinstrumentsȱofȱproduct,ȱ price,ȱandȱpromotionȱinȱhisȱmarketingȱapproachȱtowardsȱfranchisees.ȱ

3.ȱ   WhileȱfranchisingȱisȱtheȱgrowthȱstrategyȱusedȱinȱGermany,ȱFressnapfȱalsoȱ

chooses ȱ otherȱ growthȱ strategiesȱ inȱ otherȱ countryȱ markets.ȱ Whyȱ doesȱ Fressnapfȱselectȱdifferentȱstrategiesȱinȱdifferentȱmarketsȱinsteadȱofȱusingȱaȱ standardisedȱapproach?ȱ
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Hints

1.ȱ Seeȱtheȱsectionȱonȱ“Franchising”ȱinȱthisȱChapterȱandȱanalyseȱtheȱinnovaȬ

tivenessȱofȱtheȱstoreȱconcept.ȱ

2. ȱ Referȱtoȱ Kotlerȱetȱ al.ȱ2002,ȱorȱanyȱ otherȱ marketingȱtextbookȱ forȱ anȱ overȬ

viewȱofȱmarketingȱinstruments.ȱ

3.ȱ ReadȱtheȱdiscussionȱofȱdifferentȱgrowthȱoptionsȱinȱthisȱChapterȱandȱreferȱ

alsoȱtoȱChapterȱ5.ȱȱ

ȱ
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Chapter 5 

 

The Internationalisation of Retailing 

 

The purpose of this Chapter is to discuss the key themes relating to the internationali-sation of retailing. The Chapter describes the various facets of international retailing and the scope of retailer internationalisation, considers the basic strategic options, the methods and ways of market selection and market entry/market operations and re-views the international retail marketing opportunities. 

 

The International Activities                               ȱ

Theȱ internationalisationȱ ofȱ retailingȱ hasȱ twoȱ mainȱ elements:ȱ sourcingȱ andȱ    ȱ selling.ȱInternationalȱretailȱsourcingȱhasȱaȱlongȱtraditionȱandȱisȱbyȱnoȱmeansȱ Internationalȱ

a ȱnewȱphenomenon.ȱ“Evenȱifȱtheirȱstoresȱareȱentirelyȱdomestic,ȱmanyȱretailȬ    Sourcingȱ ers ȱhaveȱbeenȱbuyingȱgoodsȱfromȱforeignȱcountriesȱforȱaȱlongȱperiod”ȱ(HowȬ ardȱ2004a,ȱp.ȱ96).ȱ

Theȱinternationalisationȱofȱstoreȱoperationsȱ(crossȬborderȱretailing)ȱisȱtheȱformȱ    CrossȬBorderȱ ofȱ internationalisationȱ onȱ whichȱ thisȱ Chapterȱ concentrates:ȱ “CrossȬborderȱ    Retailingȱ retailingȱhasȱacceleratedȱ dramaticallyȱ throughȱtheȱ lastȱtwoȱ decades,ȱ thoughȱ of ȱcourseȱitȱbeganȱmuchȱearlier”ȱ(Howardȱ2004a,ȱp.ȱ97).ȱHowever,ȱitȱremainsȱ aȱlimitedȱactivityȱforȱmostȱretailers.ȱ

Tableȱ5.1ȱ comparesȱ theȱ relativeȱ importanceȱ ofȱ internationalȱ activitiesȱ conȬ ductedȱbyȱtheȱlargestȱretailers.ȱInȱonlyȱthreeȱcasesȱdoesȱturnoverȱoutsideȱtheȱ domesticȱmarketȱexceedȱ50ȱ%ȱofȱtotalȱturnover.ȱ

 

Basic Strategic Options                                    ȱ

Theȱmajorȱdilemmaȱforȱinternationalȱretailingȱ–ȱandȱforȱinternationalȱmarketȬ Standardisationȱ

ingȱ–ȱisȱthatȱofȱstandardisationȱvs.ȱadaptation:ȱ“SomeȱproductsȱareȱglobalȱprodȬ    vs.ȱAdaptationȱ ucts,ȱmeaningȱtheyȱcanȱbeȱsoldȱinȱforeignȱmarketsȱwithȱvirtuallyȱ noȱadaptaȬ tion.ȱThisȱisȱwhatȱisȱmeantȱbyȱstandardisation.ȱȱ

Most ȱ products,ȱ however,ȱ needȱ someȱ changesȱ inȱ theȱ productȱ orȱ promotionȱ strategyȱtoȱfitȱnewȱmarkets.ȱThisȱisȱwhatȱisȱmeantȱbyȱadaptation.ȱInȱretailing,ȱ theȱproductȱisȱtheȱretailȱbusiness”ȱ(Sternquistȱ1998,ȱp.ȱ7).ȱ

ȱ
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Tableȱ5.1ȱ    InternationalȱSalesȱofȱtheȱLargestȱFoodȱRetailȱCompaniesȱinȱ2005ȱ

Total Turnover Total Turnover

International Turnover International Turnover 

Rank Rank               Company Company                    Country Country             (Net Sales) (Net Sales)

as % of Sales as % of Sales

(in million USD) (in million USD)

0 01 1                  Wal-Mart Wal-Mart                        USA USA                312,427 312,427                  22.4 22.4 0 02 2                  Carrefour Carrefour                       France France                0 092,597 92,597                   52.4 52.4 0 03 3                   Tesco Tesco                    United Kingdom United Kingdom            0 069,631 69,631                  23.1 23.1 0 0 4 4                Metro Group Metro Group                    Germany Germany               0 069,260 69,260                  51.7 51.7 0 05 5                   Kroger Kroger                         USA USA                0 060,553 60,553                  0 00.0 0.0 0 06 6                   Ahold Ahold                      Netherlands Netherlands              0 055,307 55,307                  82.0 82.0

7 7                   Costco Costco                        USA USA                0 052,935 52,935                  20.5 20.5 8 8                   Target Target                         USA USA                 0 052,620 52,620                  0 00.0 0.0

0 09 9                   Rewe Rewe                     Germany Germany              0 051,832 51,832                 30.5 30.5 10 10                   Sears Sears                         USA USA                0 049,124 49,124                  11.9 11.9 11 11               Schwarz Group Schwarz Group                   Germany Germany               0 045,802 45,802                  43.3 43.3 12 12                    Aldi Aldi                         Germany Germany               0 045,008 45,008                  44.7 44.7 13 13                 Walgreens Walgreens                       USA USA                0 042,202 42,202                  0 01.3 1.3 14 14                   Edeka Edeka                      Germany Germany              0 041,266 41,266                 0 06.7 6.7 15 15                 Albertson’s Albertson’s                        USA USA                 0 040,358 40,358                   0 00.0 0.0 16 16                   AEON AEON                      Japan Japan               0 040,230 40,230                 0 08.2 8.2 17 17                  Safeway Safeway                       USA USA                0 038,416 38,416                 16.1 16.1 18 18                Auchan Group Auchan Group                    France France               0 038,216 38,216                  47.0 47.0 19 19               CVS Corporation CVS Corporation                     USA USA                 0 037,006 37,006                  0 00.0 0.0 20 20                  E. Leclerc E. Leclerc                       France France                0 035,424 35,424                   0 05.6 5.6          ȱ

Source:ȱAdaptedȱfromȱM+MȱPlanetȱRetailȱLtd.ȱ

 

There ȱ areȱ fourȱ basicȱ optionsȱ withȱ regardȱ toȱ standardisationȱ vs.ȱ adaptationȱ (Helfferich/Hinfelaar/Kasper ȱ1997;ȱZentes/Swoboda/SchrammȬKleinȱ2006):ȱ

� domesticȱmarketȱorientationȱ

� globalȱorientationȱ

� multinationalȱorientationȱ

� glocalȱorientation.ȱ

Figureȱ5.1ȱ showsȱ theseȱ basicȱ optionsȱ inȱ theȱ “localȱ responsiveness/benefitsȱ fromȱintegration”ȱmatrix.ȱ

Domestic ȱmarketȱorientationȱmeansȱthatȱtheȱretailȱconceptȱfromȱtheȱhomeȱmarȬ ketȱ isȱ transferredȱ toȱ otherȱ countries.ȱ Thisȱ approachȱ leadsȱ toȱ aȱ unifiedȱ proȬ grammeȱ ofȱ anȱ ethnocentricȱ kindȱ (“transference”).ȱ Theȱ globalȱ orientationȱ inȱ internationalȱ retailingȱ thereforeȱ doesȱ notȱ adaptȱ toȱ differencesȱ inȱ localȱ marȬ kets.ȱThisȱkindȱofȱstandardisationȱisȱcharacterisedȱbyȱfocussingȱonȱexploitingȱ similarȱmarketsȱacrossȱtheȱworldȱ andȱ benefitingȱfromȱeconomiesȱ ofȱscale.ȱInȱ contrastȱtoȱtheȱdomesticȱmarketȱapproach,ȱtheȱcompanyȱseeksȱhomogeneousȱ marketsȱ worldwide,ȱ whichȱ areȱ theȱ basisȱ forȱ developingȱ aȱ retailȱ strategyȱ orȱ concept.ȱ
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FourȱBasicȱTypesȱofȱInternationalȱRetailingȱ                                              Figureȱ5.1ȱ
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This ȱapproachȱcanȱbeȱdescribedȱasȱdiametricallyȱopposedȱtoȱtheȱmultinationalȱ orientation,ȱ whichȱisȱcharacterisedȱbyȱ substantialȱ adaptationsȱorȱ diverseȱ forȬ mats/conceptsȱ operatingȱ inȱ heterogeneousȱ markets.ȱ Theȱ glocalȱ orientationȱ (“thinkȱ global,ȱ actȱ local”)ȱ seeksȱ theȱ advantagesȱ ofȱ both:ȱ moderateȱ adaptaȬ tionsȱ toȱheterogeneousȱmarkets.ȱ Theȱ retailȱ companyȱ bringsȱ togetherȱ econoȬ miesȱofȱ scaleȱ(“efficiency”)ȱandȱ aȱconcentrationȱonȱcountryȱmarketsȱ(“effecȬ tiveness”).ȱ

Theseȱ fourȱ basicȱ kindsȱ ofȱ internationalȱ retailingȱlargelyȱdetermineȱ theȱ deciȬ sionsȱasȱtoȱmarketȱselectionȱandȱtiming,ȱtheȱmodeȱofȱentryȱorȱmodeȱofȱoperaȬ tionsȱ inȱ foreignȱ countriesȱ and,ȱ ofȱ course,ȱ theȱ marketingȱ conceptȱ itselfȱ (siteȱ selection, ȱassortment,ȱpricing,ȱcommunicationȱmix,ȱetc.).ȱ

 

Market Selection and Timing                             ȱ

 

Assessment of Potential Markets                                    ȱ

The ȱ issuesȱ ofȱmarketȱselectionȱ andȱtheȱ assessmentȱ ofȱpotentialȱmarketsȱ andȱ Internationalȱ

timing ȱ areȱ closelyȱ connected.ȱ “Timingȱ isȱ crucialȱ –ȱ takingȱ opportunitiesȱ asȱ    Retailingȱandȱ theyȱ arise,ȱ particularlyȱ asȱ marketsȱ openȱ toȱ foreignȱ investment,ȱ andȱ asȱ conȬ    MarketȱEvaluaȬ sumerȱ spendingȱ reachesȱ absoluteȱlevelsȱ andȱ levelsȱofȱ growthȱ thatȱ areȱsuffiȬ    tionȱ cient ȱ toȱsupportȱaȱ newȱ entrant”ȱ(Howardȱ2004a,ȱ p.ȱ108).ȱ Theseȱ questionsȱ ofȱ    ȱ international ȱ marketȱappraisalȱ andȱ timingȱareȱ alsoȱcloselyȱ connectedȱ toȱ theȱ basicȱ optionsȱ ofȱ domesticȱ marketȱ orientation,ȱ globalȱ orientation,ȱ multinaȬ tionalȱorientationȱandȱglocalȱorientation.ȱ
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Retailȱcompaniesȱfollowingȱaȱglobalȱapproach,ȱforȱexample,ȱconsiderȱtoȱwhatȱ extentȱ thereȱ areȱ sharedȱ customerȱ aspirationsȱ andȱ similarȱ infrastructuresȱ (logistics, ȱmedia,ȱnorms,ȱ regulations)ȱinȱdifferentȱnations,ȱinȱorderȱtoȱimpleȬ mentȱ aȱ relativelyȱ standardisedȱ strategyȱ thatȱ conformsȱ toȱ theseȱ needs.ȱ Theȱ multinationalȱapproachȱconcentratesȱlargelyȱonȱcountryȱmarkets,ȱdevelopingȱ aȱ specificȱstrategyȱ forȱ eachȱ market.ȱ Forȱthisȱ strategy,ȱ theȱmarketȱ sizeȱ orȱ theȱ spendingȱpowerȱandȱcompetitiveȱ environmentȱareȱprimaryȱconsiderationȱ inȱ market ȱevaluation.ȱ

Tableȱ5.2ȱ containsȱ aȱ generalȱ checklistȱ forȱ evaluatingȱ internationalȱ markets.ȱ Thisȱtableȱ“isȱdesignedȱtoȱhelpȱappraiseȱnationalȱopportunities;ȱspecificȱlocaȬ tionsȱmustȱthenȱbeȱevaluated”ȱ(McGoldrick/Blairȱ1995,ȱp.ȱ170).ȱ

 

Tableȱ5.2ȱ    InternationalȱMarketȱAppraisalȱChecklistȱ

Spending Power Spending Power                                        Barriers and Risks Barriers and Risks � � Total GDP Total GDP                                                    � � Entry barriers: Entry barriers: � � Disposable incomes: Disposable incomes: tariffs, quotas, development restrictions, competition laws, barriers to  tariffs, quotas, development restrictions, competition laws, barriers to 

spending patterns, spending improvements, seasonal fluctuations, spending patterns, spending improvements, seasonal fluctuations,           foreign entry, religious/cultural barriers foreign entry, religious/cultural barriers taxes on income, taxes on spending, saving ratios taxes on income, taxes on spending, saving ratios                       � � Political risks: Political risks:

� � Population size: Population size:                                                           change of government, nationalisation or controls, war or riot, change of government, nationalisation or controls, war or riot, 

age profile, cultural/ethnic groupings, expatriates and tourists, age profile, cultural/ethnic groupings, expatriates and tourists,                 international embargoes international embargoes lifestyles, religion lifestyles, religion                                                                 � �   Civil risks: Civil risks:

� � Residential structure: Residential structure: effectiveness of policing, rate of theft, rate of murder/violence, level of  effectiveness of policing, rate of theft, rate of murder/violence, level of 

urban vs. rural, housing density, ownership levels urban vs. rural, housing density, ownership levels                            organised crime organised crime

� � Adjacent markets: Adjacent markets:                                                   � � Economic risks: Economic risks:

cornerstone status, market proximities, market similarities, market cornerstone status, market proximities, market similarities, market            inflation, exchange rate fluctuations, employment structure and inflation, exchange rate fluctuations, employment structure and accessibilities accessibilities                                                                   stability, taxes on business stability, taxes on business

� � Other risks: Other risks:

geological, climatic geological, climatic

Costs and Communications Costs and Communications                                Competition Competition � � Factor costs: Factor costs:                                                         � � Existing retailers: competition Existing retailers: competition

land availability and costs, costs of acquisition targets, taxes on land availability and costs, costs of acquisition targets, taxes on  same or similar formats, indirect competition, specialist retailers, other  same or similar formats, indirect competition, specialist retailers, other 

business, energy costs, labour availability and costs, training costs, business, energy costs, labour availability and costs, training costs,           marketing channels, price competitiveness, extent of differentiation marketing channels, price competitiveness, extent of differentiation development costs development costs                                                  � � Existing retailers: co-operation Existing retailers: co-operation

� � Logistics and costs: Logistics and costs:                                                       synergies from partnerships, international alliances, franchising synergies from partnerships, international alliances, franchising 

road networks, rail transport, air freight, sea freight, available carriers, road networks, rail transport, air freight, sea freight, available carriers,         activities, cumulative attraction, acceptance of format activities, cumulative attraction, acceptance of format distances between markets, transport safety, transport reliability distances between markets, transport safety, transport reliability          � � Saturation levels: Saturation levels:

� � Communications and costs: Communications and costs: structure of outlets by sector, concentration levels, primary/secondary  structure of outlets by sector, concentration levels, primary/secondary 

telephone/fax lines, automatic international dialling, available telephone/fax lines, automatic international dialling, available                  markets markets international lines, costs of calls international lines, costs of calls                                              � � Gap analysis: Gap analysis:

� � Marketing communications: Marketing communications:                                            positioning of competitors, viability/size of gaps, reasons for gaps, positioning of competitors, viability/size of gaps, reasons for gaps, 

TV/Radio advertising, direct mail agencies, outdoor advertising, TV/Radio advertising, direct mail agencies, outdoor advertising,              age of existing stores age of existing stores print/magazine advertising, cable TV penetration print/magazine advertising, cable TV penetration                         � � Competitive potential: Competitive potential:

site availability, financial strength of home retailers, attractions to site availability, financial strength of home retailers, attractions to international retailers, opportunities to reposition international retailers, opportunities to reposition ȱ

Source:ȱMcGoldrick/Blairȱ1995,ȱpp.ȱ169Ȭ170.ȱȱ

 

Expansion Patterns 

Three ȱ approachesȱ toȱ theȱ strategicȱ sequencingȱ ofȱ foreignȬmarketȱ entryȱ areȱ discussedȱ inȱ theȱ literatureȱ (Zentes/Swoboda/SchrammȬKleinȱ 2006)ȱ (seeȱ FigȬ ureȱ5.2).ȱ Ayal/Zifȱ (1979)ȱ proposeȱ aȱ hierarchicalȱ approachȱ “thatȱ producesȱ aȱ slowȱsequenceȱ ofȱentriesȱtoȱ differentȱmarketsȱdependingȱ onȱ theȱreceptivity.ȱ Thisȱ approachȱ hasȱ beenȱ dubbedȱ theȱwaterfallȱ modelȱ toȱ depictȱ theȱ situationȱ where ȱ innovationsȱ trickleȱ downȱ inȱ aȱ slowȬmovingȱ cascade“ȱ (Bradleyȱ 2002,ȱ p.ȱ258).ȱ
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StrategicȱSequencingȱofȱMarketȱEntryȱ                                                Figureȱ5.2ȱ
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Suchȱ aȱ procedureȱ helpsȱ theȱ companyȱ toȱ exploitȱ experienceȱ gainedȱ inȱ theȱ variousȱ markets.ȱ Withȱeveryȱadditionalȱ step,ȱ thereȱ isȱanȱ increaseȱ inȱ theȱdeȬ greeȱofȱheterogeneityȱofȱforeignȱmarkets,ȱwhichȱmustȱalsoȱbeȱaccepted.ȱ

Ohmaeȱ (1995)ȱ recommendsȱ anȱ alternativeȱ approach.ȱ Heȱ arguesȱ thatȱ theȱ sprinklerȱ diffusionȱ strategyȱ meansȱ simultaneouslyȱ enteringȱ allȱ relevantȱ marȬ ketsȱinȱ theȱ triadȱcountriesȱ (Europe,ȱ NorthȱAmericaȱ andȱ Japan).ȱTheȱ reasonsȱ forȱ theseȱ internationalisationȱ stepsȱ relateȱ toȱ competitiveȱ strategiesȱ suchȱ asȱ reachingȱaȱcriticalȱmassȱasȱfastȱasȱpossibleȱforȱproductsȱwithȱaȱshortȱlifetime.ȱ

The ȱ thirdȱapproachȱ entailsȱselectiveȱ action,ȱwhichȱ canȱ oftenȱ beȱ observedȱ inȱ realityȱ (selectiveȱ model).ȱ Theȱ selectiveȱ modelȱ orȱ adȱ hocȱ internationalisationȱ representsȱaȱcombinedȱprocedure.ȱ Withinȱtheȱcontextȱofȱthisȱstrategyȱtype,ȱaȱ company’sȱresourcesȱareȱconcentratedȱonȱtheȱdevelopmentȱofȱandȱadaptationȱ to ȱ individualȱ foreignȱ markets.ȱ Conversely,ȱ otherȱ marketsȱ areȱ developedȱ simultaneously ȱ orȱsuccessively,ȱ dependingȱonȱ theȱ situation,ȱ andȱ areȱ treatedȱ lessȱintensively.ȱTheȱcompaniesȱ concentrateȱ theirȱresourcesȱonȱselectedȱmarȬ ketsȱwhichȱtheyȱworkȱintensivelyȱ(Zentes/Swoboda/SchrammȬKleinȱ2006).ȱȱ

 

Entry and Operating Strategy 

Theȱchoiceȱofȱmarketȱentryȱmodeȱorȱoperatingȱstrategyȱdependsȱonȱtheȱbasicȱ strategic ȱ option,ȱ theȱ marketȱ positionȱ ofȱ theȱ firm,ȱ marketȱ conditionsȱ inȱ forȬ eign ȱcountriesȱasȱwellȱasȱonȱtheȱ amountȱofȱresourcesȱtheȱretailȱcompanyȱcanȱ
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allocateȱ toȱ expansionȱ inȱ foreignȱ markets.ȱ “Inȱ particular,ȱ theȱ selectedȱ entryȱ method ȱindicatesȱtheȱlevelȱofȱcontrolȱthatȱtheȱretailerȱseeksȱtoȱexertȱoverȱtheirȱ foreignȱ operations,ȱ theȱ degreeȱ ofȱ flexibilityȱ requiredȱ inȱ orderȱ toȱ effectivelyȱ respond ȱ toȱ marketȱ conditionsȱ thatȱ theirȱ foreignȱ enterpriseȱ mayȱ face”ȱ (Moore/Fernieȱ2005,ȱp.ȱ16).ȱ

Exportȱ    Fiveȱmodesȱofȱ marketȱentryȱorȱmodesȱofȱoperationsȱcanȱbeȱidentifiedȱwithinȱ

theȱ internationalȱ retailingȱ literatureȱ (seeȱ Figureȱ5.3).ȱ Theȱ lowestȱ levelȱ ofȱ inȬ volvement/commitmentȱ andȱ riskȱ isȱ associatedȱ withȱ export.ȱ Thisȱ alternativeȱ requiresȱ fewerȱ resources,ȱ butȱ isȱ generallyȱ associatedȱ withȱ aȱ lowȱ degreeȱ ofȱ control.ȱInȱretailing,ȱ exportingȱ isȱ fairlyȱrare.ȱ“Whereȱretailersȱhaveȱaȱdistinctȱ productȱ profile,ȱ suchȱ asȱ anȱ ownȱ brandȱ whichȱ isȱ attractiveȱ toȱ consumersȱ inȱ others ȱmarkets,ȱitȱisȱpossibleȱforȱretailersȱtoȱbeginȱtoȱinternationaliseȱthroughȱ theȱ exportȱ ofȱ theirȱ merchandise.ȱ Marksȱ &ȱ Spencerȱ withȱ itsȱ Stȱ Michaelȱ ownȱ brandȱ labelȱ exportedȱ merchandiseȱ beforeȱ itȱ beganȱ toȱ establishȱ itsȱ internaȬ tionalȱchainȱofȱstores”ȱ(Alexanderȱ1997,ȱp.ȱ279).ȱExportsȱbyȱ(traditional)ȱmailȬ order ȱ companiesȱ orȱ Internetȱ retailersȱ suchȱ asȱ Amazonȱ areȱ moreȱ importantȱ (seeȱ Chapter ȱ3).ȱȱ

Licensing ȱ    Theȱnextȱlevelȱofȱinvolvementȱforȱaȱretailerȱisȱthroughȱaȱlicensingȱarrangement.ȱ

Suchȱcontractsȱallowȱaȱforeignȱcompanyȱtoȱuseȱtheȱlicensingȱcompany’sȱnameȱ orȱconceptȱ(Sternquistȱ1998,ȱp.ȱ8).ȱForȱexample,ȱMigros,ȱtheȱlargestȱSwissȱfoodȱ retailer, ȱ licensesȱ itsȱ nameȱ inȱ Turkey.ȱ Anotherȱ exampleȱ isȱ Garantȱ Möbel,ȱ aȱ Germanȱcooperationȱofȱfurnitureȱ retailers,ȱ whichȱ licensesȱitsȱmarketingȱconȬ ceptȱ (formats)ȱ andȱ nameȱ toȱ roughlyȱ 20ȱ countriesȱ inȱ Europe,ȱ Asiaȱ andȱ theȱ Middleȱ East.ȱ Likeȱ exporting,ȱ licensingȱ arrangementsȱ areȱ relativelyȱ rareȱ inȬ ternationalȱexpansionȱchoicesȱforȱretailers.ȱȱ

Franchisingȱ    Franchisingȱisȱaȱmarketȱentryȱmodeȱwhichȱhasȱledȱtoȱtheȱrapidȱexpansionȱofȱaȱ

largeȱ numberȱ ofȱ wellȬknownȱ globalȱ retailersȱ (seeȱ Chapterȱ4).ȱ Throughȱ theȱ franchisingȱarrangement,ȱtheȱfranchisorȱgivesȱ otherȱcompaniesȱ(franchisees)ȱ theȱ rightȱtoȱuseȱtheȱ franchisor’sȱ (retailer’s)ȱ nameȱ andȱconceptȱ(format,ȱ retailȱ marketing).ȱInȱ turn,ȱtheȱfranchisorȱsupportsȱtheȱfranchiseesȱ inȱ runningȱtheirȱ businessȱ(marketing,ȱtraining,ȱcontrolling,ȱandȱlogistics).ȱȱ

JointȱVenturesȱ    Aȱ jointȱ ventureȱ isȱ theȱ nextȱ levelȱ ofȱ internationalȱ involvementȱ forȱ aȱ retailer.ȱ

Thisȱ entryȱ andȱoperationȱ strategyȱhasȱbecomeȱ anȱ importantȱaspectȱ ofȱ interȬ nationalȱ activity.ȱInȱ mostȱ cases,ȱ jointȱ venturesȱ involveȱ aȱ localȱandȱ aȱ foreignȱ (incoming) ȱcompany.ȱHowever,ȱthereȱisȱnoȱreasonȱwhyȱtwoȱorȱmoreȱretailersȱ should ȱnotȱestablishȱ aȱjointȱcompanyȱ inȱorderȱtoȱ enterȱaȱ newȱ market.ȱ “Jointȱ venturesȱ provideȱ theȱ incomingȱ retailerȱ withȱ anȱ opportunityȱ toȱ learnȱ aboutȱ operationsȱinȱaȱnewȱmarket,ȱwhileȱatȱtheȱsameȱtimeȱgivingȱindigenousȱretailȬ ersȱtheȱopportunityȱtoȱlearnȱfromȱtheȱinternationalȱplayer”ȱ(Alexanderȱ1997,ȱ p. ȱ287).ȱTheȱFrenchȱcompanyȱCarrefour,ȱno.ȱ2ȱworldwideȱ(seeȱTableȱ5.1),ȱoftenȱ enters ȱforeignȱmarketsȱwithȱthisȱmode.ȱ
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EntryȱandȱOperationȱModesȱinȱForeignȱMarketsȱ                                     Figureȱ5.3ȱ
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Source:ȱAdaptedȱfromȱBradleyȱ2002,ȱp.ȱ254.ȱ

 

A ȱgoodȱexampleȱisȱtheȱrelationshipȱbetweenȱCarrefourȱandȱtheȱArabianȱMajidȱ al ȱ Futtaimȱ Group,ȱwhichȱ operatesȱ moreȱ thanȱ 25ȱ hypermarketsȱ inȱSaudiȱ AraȬ bia,ȱUnitedȱArabȱEmirates,ȱEgypt,ȱOman,ȱandȱQatar.ȱ

Acquisitions ȱ (andȱ mergers)ȱareȱ oftenȱ theȱ onlyȱ wayȱ toȱinternationalise.ȱ“WithȬ Acquisitionsȱ

outȱ aȱ suitableȱ conceptȱ toȱ internationalise,ȱ manyȱ retailersȱ areȱ forcedȱ toȱ conȬ sider ȱ acquisitionsȱ ratherȱ thanȱ theȱ internationalisationȱ ofȱ theirȱ domesticȱ forȬ mat”ȱ(Alexanderȱ1997,ȱp.ȱ285).ȱTheȱreplicationȱofȱdomesticȱoperationsȱabroadȱ throughȱ newȱ storeȱ developmentȱ isȱ aȱ growthȱ strategyȱ basedȱ onȱ experienceȱ (andȱsuccess)ȱ inȱ theȱ domesticȱmarket.ȱThisȱstrategyȱmeansȱinternalȱexpansionȱ (Dawson ȱ 1994)ȱ orȱ organicȱ growth.ȱ Acquiringȱ aȱ foreignȱ retailȱ operationȱ canȱ also ȱ beȱ theȱ startingȱ pointȱ forȱ transformingȱ existingȱstoresȱintoȱtheȱ domesticȱ marketȱ conceptȱ orȱ intoȱ theȱ globalȱ concept.ȱ Thisȱ isȱtheȱ caseȱwhenȱ legalȱ conȬ straintsȱinȱforeignȱcountriesȱareȱbarriersȱtoȱdevelopingȱnewȱstores,ȱforȱexamȬ pleȱ inȱ largeȬscaleȱ retailingȱ (likeȱ superstoresȱ orȱ hypermarkets).ȱ Acquisitionsȱ can ȱ alsoȱ beȱ theȱ appropriateȱ entryȱ andȱ operationȱ modeȱ forȱ implementingȱ aȱ specific ȱcountryȱmarketȱapproachȱ(multinationalȱorientation).ȱ

 

International Retail Marketing 

Retailersȱ thatȱ internationaliseȱ theirȱ operationsȱ mustȱ defineȱ theirȱ marketingȱ mixȱ inȱdomesticȱ andȱforeignȱ marketsȱ withȱ regardȱ toȱtheȱ fourȱbasicȱ typesȱ ofȱ internationalȱ retailingȱ (asȱ illustratedȱ inȱ Figureȱ5.1).ȱ Figureȱ5.4ȱ displaysȱ theȱ
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retailȱ marketingȱ conceptsȱ inȱ termsȱ ofȱ theȱ mainȱ elementsȱ ofȱ formatȱ andȱ asȬ sortment ȱinȱtheȱcasesȱofȱaȱdomesticȱmarket,ȱglobal,ȱmultinationalȱandȱglocalȱ orientation. ȱ

 

Figureȱ5.4ȱ    Standardisationȱvs.ȱAdaptationȱofȱRetailȱFormatsȱandȱAssortmentȱ
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Theȱdomesticȱ marketȱandȱglobalȱ approachesȱareȱcharacterisedȱ byȱbothȱstanȬ dardisedȱ formatsȱ andȱ assortments.ȱ Theȱ standardisedȱ formatȱ includesȱ theȱ locations ȱofȱtheȱstoresȱandȱtheȱmodeȱofȱinstoreȱmarketingȱ(seeȱChapterȱ7ȱandȱ Chapter ȱ10).ȱTheȱstandardisationȱofȱ assortmentȱrefersȱtoȱmerchandisingȱ andȱ theȱ principlesȱ ofȱ categoryȱ managementȱ (seeȱ Chapterȱ8).ȱ Inȱ general,ȱ inȱ thisȱ case,ȱ theȱ priceȱ positioningȱofȱ theȱ formatȱ isȱ theȱ sameȱinȱ eachȱ country.ȱ Thereȱ mayȱstillȱbeȱdifferencesȱinȱtheȱdisposableȱincomeȱofȱconsumers.ȱ

With ȱ glocalȱ orientation,ȱ theȱ assortmentȱ andȱ price/promotionȱ activitiesȱ areȱ adaptedȱ toȱlocalȱconditions,ȱ e.g.ȱ inȱ foodȱ retailing,ȱtoȱ theȱ local/regionalȱtaste.ȱ Multinationalȱ operationsȱ meanȱ differentȱ formatsȱ (i.e.ȱ positioning,ȱ retailȱ brands)ȱwithȱdifferentȱassortmentsȱandȱdifferentȱprice/promotionȱpoliciesȱinȱ differentȱcountries.ȱ

 

Concluding Remarks and Future Challenges 

Theȱ successfulȱ operationsȱ ofȱ retailȱ companiesȱ inȱ nonȬdomesticȱ marketsȱ reȬ volveȱaroundȱoneȱmainȱprinciple.ȱOnlyȱcompaniesȱwhichȱhaveȱprovenȱthemȬ selvesȱ inȱ aȱ highlyȱ competitiveȱ domesticȱ marketȱ haveȱ aȱ chanceȱ ofȱ earningȱ
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moneyȱ abroad.ȱ Anȱ attemptȱ toȱ “escape”ȱ intoȱ foreignȱ markets,ȱ becauseȱ ofȱ weaknessȱinȱtheȱdomesticȱmarket,ȱwillȱfailȱ(Liebmann/Zentesȱ2001).ȱ

One ȱofȱtheȱgreatestȱchallengesȱfacingȱ“crossȬborder”ȱretailersȱisȱpresentlyȱtheȱ marketȱappraisalȱofȱ newȱ emergingȱmarketsȱ inȱ EasternȱEurope,ȱ especiallyȱ inȱ countriesȱ whichȱ areȱ notȱ membersȱ ofȱ theȱ Europeanȱ Union,ȱ andȱ inȱ Asiaȱ (China,ȱ India).ȱ Theȱ rightȱstrategicȱ choiceȱ inȱ termsȱ ofȱ timingȱ andȱ theȱapproȬ priateȱmodeȱofȱentryȱinȱtheseȱmarketsȱconstitutesȱaȱsubstantialȱchallenge.ȱ

 

Further Reading 

AKEHURST,ȱG.;ȱALEXANDER,ȱ N.ȱ (Eds.)ȱ (1997):ȱ Theȱ Internationalisationȱ ofȱ Retailing,ȱLondonȱetȱal.ȱ

LAMEY,ȱ I.ȱ (1997):ȱ Retailȱ Internationalisation:ȱ Crossȱ Borderȱ Strategies,ȱ LonȬ don.ȱ

 

Case Study: Aldi1

ȱ

 

Profile, History, and Status Quo                           ȱ The ȱretailȱcompanyȱAldiȱisȱcurrentlyȱaȱsynonymȱforȱsuccessfulȱhardȱdiscountȬ    ȱ ing,ȱ inȱ itsȱ domesticȱ marketȱ ofȱ Germanyȱ asȱ wellȱasȱ internationally.ȱ Theȱ sucȬ    ȱ cessȱstoryȱbeganȱinȱ1946ȱwhenȱtheȱbrothersȱTheoȱandȱKarlȱAlbrechtȱtookȱoverȱ   ȱ theirȱparents’ȱ groceryȱstore.ȱ Byȱ 1960,ȱtheyȱ hadȱbuiltȱupȱ aȱchainȱ ofȱaboutȱ300ȱ    ȱ stores.ȱInȱ1962,ȱtheȱfirstȱAldiȱ(shortȱforȱAlbrechtȱDiscount)ȱinȱtheȱformȱofȱaȱhardȱ    ȱ discounterȱopenedȱinȱDortmundȱ(Cliquetȱ2006,ȱp.ȱ130).ȱInȱtheȱsameȱyear,ȱtheȱ Separationȱintoȱ

brothersȱ decideȱ toȱsplitȱtheirȱ businessȱintoȱtwoȱ legallyȱindependentȱ compaȬ    AldiȱNordȱandȱ nies:ȱ Aldiȱ Nordȱ locatedȱ inȱ Essenȱ (Theoȱ Albrecht)ȱ andȱ Aldiȱ Südȱ locatedȱ inȱ    AldiȱSüdȱ Mühlheim/Ruhrȱ(KarlȱAlbrecht).ȱTheȱreasonȱ forȱthisȱseparation,ȱleadingȱtoȱaȱ (stillȱ prevailing)ȱ regionalȱ segmentationȱ ofȱ theȱ marketȱ atȱ bothȱ nationalȱ andȱ international ȱ levelsȱwasȱaȱquarrelȱ aboutȱintegratingȱcigarettesȱintoȱ theȱreguȬ larȱ assortment.ȱ Karlȱ Albrechtȱ wasȱ againstȱ thisȱ integration,ȱ notȱ becauseȱ ofȱ healthȱconsiderations,ȱbutȱinȱorderȱtoȱminimiseȱshoplifting.ȱSinceȱthen,ȱ bothȱ companiesȱ haveȱ beenȱ operatingȱ independentlyȱ asȱ farȱ asȱ theirȱ organisationȱ and ȱtheirȱfinancesȱareȱconcerned,ȱbutȱtheyȱcooperateȱonȱbasicȱdecisionsȱsuchȱ as ȱ theȱ selectionȱ ofȱ importantȱ suppliersȱ orȱ pricingȱ policy.ȱ Inȱ theȱ followingȱ case,ȱtheȱnameȱ„Aldi”ȱrefersȱtoȱbothȱcompanies,ȱunlessȱexplicitlyȱindicatedȱtoȱ theȱcontrary.ȱ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1ȱȱ   Sourcesȱ usedȱ forȱ thisȱ caseȱ studyȱ includeȱ variousȱ volumesȱ ofȱ theȱ Lebensmittelȱ

Zeitung,ȱLZȱNet,ȱLebensmittelpraxisȱInternational,ȱseveralȱGermanȱandȱEuropeanȱ dailyȱnewspapersȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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SuccessȱStoryȱ    InȱGermany,ȱAldiȱhasȱgrownȱrapidlyȱsinceȱtheȱ1960sȱandȱwasȱpresentȱinȱ2005ȱ

inȱGermanyȱ   withȱ aboutȱ 4,100ȱ storesȱ allȱ overȱ theȱ countryȱ (aboutȱ1,600ȱAldiȱ Südȱ sitesȱ andȱ

about ȱ2,500ȱ AldiȱNordȱstores).ȱThisȱ expansionȱisȱreflectedȱinȱtheȱwideȱ accepȬ tance ȱbyȱGermanȱcustomers,ȱsuchȱthatȱanȱAldiȱstoreȱisȱcurrentlyȱwithinȱwalkȬ ingȱ distanceȱ ofȱ aboutȱ 80ȱ%ȱ ofȱ allȱ Germansȱ andȱ 85ȱ%ȱ ofȱ Germanȱ customersȱ shopȱ thereȱ atȱ leastȱ sometimesȱ (ACȱ Nielsenȱ 2003,ȱ p.ȱ48).ȱ Figureȱ5.5ȱ depictsȱ thisȱ expansionȱbyȱ showingȱtheȱ developmentȱ ofȱtheȱkeyȱfiguresȱ–ȱnumberȱ ofȱ stores ȱandȱannualȱturnover.ȱ

 

Figureȱ5.5ȱ    Aldi’sȱDevelopmentȱinȱGermany:ȱ1994Ȭ2004ȱ
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Source:ȱTwardawaȱ2006,ȱp.ȱ382.ȱ

 

Byȱ 2004,ȱAldiȱwasȱ Germany’sȱ fourthȱ largestȱ playerȱ inȱ theȱ foodȱ retailȱ sector.ȱ Theȱ companyȱ wasȱ alsoȱ ableȱ toȱ transferȱ itsȱ strategyȱ abroadȱ successfully,ȱ soȱ thatȱ theȱ discounterȱ isȱ nowȱ placedȱ eighthȱ inȱ theȱ Europeanȱ rankingȱ ofȱ foodȱ retailersȱandȱtwelfthȱinȱtheȱworldwideȱrankingȱlistȱ(seeȱTableȱ5.1).ȱ

Secrecyȱ    Thisȱ familyȱ businessȱ isȱ notȱ onlyȱcharacterisedȱ byȱ itsȱsuccess,ȱ butȱ alsoȱ byȱitsȱ

secrecy, ȱwhichȱ isȱreflectedȱinȱ aȱcomplexȱ ownershipȱ structureȱ withȱ currentlyȱ aboutȱ 60ȱindependentȱregionalȱcompaniesȱthroughoutȱGermanyȱasȱwellȱasȱaȱ serviceȱ headȱ officeȱ withȱ aȱ differentȱ legalȱ form.ȱ Thisȱstructureȱ allowsȱ forȱ anȱ extensiveȱ evasionȱ ofȱ disclosureȱ regulations.ȱ Additionally,ȱ thereȱ isȱ noȱ PRȱ department, ȱneitherȱonȱaȱnationalȱnorȱanȱinternationalȱlevel.ȱAtȱtheȱmoment,ȱ anȱendȱtoȱtheȱpresentȱexpansionȱisȱbecomingȱapparent.ȱȱ

Thus, ȱfurtherȱexpansionȱwithȱtheȱsameȱhighȱpaceȱisȱ hardlyȱpossibleȱwithoutȱ cannibalisingȱ existingȱ outletsȱ (Freitag/Hirn/Rickensȱ 2006,ȱ p.ȱ30),ȱ soȱ thatȱ theȱ companyȱ isȱ nowȱ concentratingȱ lessȱ onȱ theȱ expansionȱofȱ theȱ marketingȱ netȬ work,ȱandȱmoreȱonȱenhancingȱ theȱexistingȱnetwork.ȱ AldiȱNord,ȱforȱ example,ȱ refurbishesȱaboutȱ60ȱoldȱsitesȱeveryȱyear.ȱFurthermore,ȱasȱobservedȱinȱrecentȱ years,ȱ theȱ hardȱ discounterȱ willȱ haveȱ toȱ reactȱ toȱ aȱ greaterȱ extentȱ toȱ currentȱ trendsȱ suchȱ asȱ theȱ customerȱ preferencesȱ forȱ moreȱ organicȱ foodȱ orȱ freshȱ products.ȱ
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The Hard Discount Grocery Store Concept

Theȱdenotationȱhardȱdiscounterȱorȱhardȱdiscountȱstoreȱisȱusedȱasȱaȱsynonymȱforȱ limitedȬlineȱ storeȱ (seeȱ alsoȱ sectionȱ “Hardȱ Discounters”ȱ inȱ Chapterȱ1).ȱ Thisȱ retail ȱ formatȱ whichȱ wasȱ inventedȱbyȱ Aldi,ȱ isȱdefinedȱ asȱ aȱ storeȱ thatȱ focusesȱ onȱ highȱ volumeȱ salesȱ ofȱ aȱ limitedȱ andȱ flatȱ productȱ range,ȱ itemsȱ whichȱ areȱ displayedȱ inȱ cutȱ cases,ȱ limitedȱ hoursȱ ofȱ operation,ȱ fewȱ servicesȱ andȱ lowȬ pricedȱownȱbrandsȱ(Berman/Evansȱ2007,ȱp.ȱ141).ȱȱ

The ȱfollowingȱtypicalȱfeaturesȱ characteriseȱtheȱhardȱdiscounterȱandȱdefineȱitȱ comparedȱtoȱotherȱretailȱformatsȱofȱfoodȱretailingȱ(Haasȱ2000,ȱp.ȱ57):ȱ

� � simplificationȱandȱefficiencyȱ(concentrationȱonȱessentials,ȱnoȬfrills)ȱ

� � costȱ leadership,ȱ whichȱ canȱ beȱ passedȱ onȱ toȱ customers,ȱ inȱ theȱ formȱ ofȱ

priceȱleadership.ȱ

Theȱ hardȱ discountȱ concept,ȱ whichȱ hasȱ aȱ marketȱ shareȱ ofȱ 40ȱ%ȱ ofȱ theȱ entireȱ    TypicalȱElementsȱ foodȱ retailȱ sectorȱ inȱ Germany,ȱ becomesȱ manifestȱ inȱ theȱ followingȱ keyȱ dataȱ    ofȱanȱAldiȱStoreȱ forȱaȱtypicalȱAldiȱstore:ȱ

� � veryȱ limitedȱ assortmentȱ withȱ aboutȱ 700ȱ articles;ȱ additionallyȱ 15Ȭ20ȱ proȬ

motionȱarticlesȱ(“specialȱbuys”)ȱtwiceȱaȱweekȱ

� � floorȱspaceȱatȱanȱaverageȱofȱ800Ȭ1,200ȱm²ȱwithȱaboutȱ100ȱparkingȱplacesȱ

� � storeȱbrandȱshareȱofȱoverȱ90ȱ%ȱ

� � plainȱandȱfunctionalȱ shopȱdesignȱconcentratingȱ onȱeasyȱandȱquickȱshopȬ

ping,ȱminimumȱservice,ȱplainȱpresentationȱofȱgoods.ȱ

Figureȱ5.6ȱ showsȱ Aldi’sȱ efficiency,ȱ whichȱ hasȱ beenȱ achievedȱ onȱ theȱ basisȱ ofȱ the ȱconsistentlyȱimplementedȱdiscountȱstrategy.ȱȱ

 

AnnualȱTurnoverȱPerȱOutletȱandȱArticleȱandȱTurnoverȱPerȱ 2ȱ m(inȱ1,000ȱEUR)ȱ         Figureȱ5.6ȱ
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Source: ȱAdaptedȱfromȱMcKinseyȱ2004,ȱp.ȱ7.ȱ
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Internationalisation of Aldi 

 

Aldi’s International Activities at a Glance 

Atȱpresent,ȱwithȱaȱturnoverȱofȱaboutȱ15ȱbillionȱEUR,ȱtheȱinternationalȱoperaȬ tions ȱ ofȱ Aldiȱ representȱ aȱ shareȱ ofȱ wellȱ 45ȱ%ȱ ofȱ theȱ totalȱ turnoverȱ (seeȱ TaȬ bleȱ5.1).ȱByȱ1967,ȱtheȱinternationalisationȱofȱtheȱcompanyȱwasȱinitiatedȱbyȱtheȱ takeoverȱ ofȱ theȱ Austrianȱ foodȱ retailerȱ Hofer,ȱ otherȱ marketȱ entriesȱ inȱ EuroȬ peanȱcountriesȱandȱoverseasȱmarketsȱfollowedȱlater.ȱTableȱ5.3ȱgivesȱaȱreviewȱ ofȱcurrentȱforeignȱcommitmentsȱ–ȱbrokenȱdownȱintoȱAldiȱSüdȱandȱAldiȱNordȱ–ȱ whichȱcurrentlyȱcomprisesȱ14ȱcountries.ȱ

 

Tableȱ5.3ȱ    SequenceȱofȱAldi’sȱMarketȱEntriesȱ

Number of Stores Number of Stores         Market Position Market Position 

Country Country            Aldi Nord or Süd Aldi Nord or Süd           Market Entry Market Entry

(2005) (2005)                  (2005) (2005)

Austria Austria                         Hofer (Süd) Hofer (Süd)                 1967 1967                     370 370                      0 03 3 Netherlands Netherlands                     Nord Nord                   1973 1973                   410 410                    0 03 3 Belgium Belgium                       Nord Nord                  1976 1976                  395 395                   0 04 4 USA USA                     Süd Süd               1976 1976               700 700                24 24 Denmark Denmark                    Nord Nord                 1977 1977                 240 240                  0 03 3 France France                        Nord Nord                  1988 1988                  800 800                   10 10 Great Britain Great Britain                       Süd Süd                     1990 1990                     320 320                      10 10 Luxembourg Luxembourg                   Nord Nord                 1990 1990                  0 011 11                   0 04 4 Ireland Ireland                             Süd Süd                     1999 1999                     0 030 30                      0 07 7 Australia Australia                            Süd Süd                     2001 2001                     100 100                      0 05 5 Spain Spain                          Nord Nord                  2002 2002                   120 120                   12 12 Switzerland Switzerland                  Suisse (Süd) Suisse (Süd)                2005 2005                    0 010 10                     N/A N/A Slovenia Slovenia                     Hofer (Süd) Hofer (Süd)                2005 2005                    0 011 11                    N/A N/A Portugal Portugal                         Nord Nord                   2006 2006                    0 015 15                    N/A N/A Poland Poland                        Nord Nord             planned for 2006 planned for 2006               / /                      N/A N/A Greece Greece                   Hofer (Süd) Hofer (Süd)              planned planned                  / /                     N/A N/A Hungary Hungary                    Hofer (Süd) Hofer (Süd)          planned for 2008 planned for 2008               / /                      N/A N/A          ȱ

Source:ȱAdaptedȱfromȱM+MȱPlanetȱRetailȱLtd.ȱ

 

Expansion in Europe 

Theȱ internationalȱ operationsȱ canȱ beȱ groupedȱ roughlyȱ intoȱ theȱ entryȱ inȱ theȱ neighbouring ȱ countryȱ Austria,ȱ aȱ firstȱ waveȱ ofȱ internationalisationȱ intoȱ smallerȱadjacentȱmarketsȱinȱtheȱ1970s,ȱaȱsecondȱwaveȱintoȱWesternȱEuropeȱatȱ theȱ beginningȱ ofȱ theȱ 1990s,ȱ theȱ entryȱ intoȱ Southernȱ andȱ SouthȬEasternȱ Europeȱ andȱSwitzerlandȱ afterȱ2000ȱ asȱwellȱasȱ theȱ overseasȱ commitmentsȱ inȱ theȱ USAȱ andȱ Australia.ȱ Withinȱ theȱ scopeȱ ofȱ itsȱ foreignȱ commitment,ȱ Aldiȱ oftenȱestablishedȱ theȱ hardȱdiscountȱsegmentȱinȱvariousȱforeignȱmarketsȱ andȱ
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thereforeȱ theȱ individualȱ stepsȱ haveȱ toȱ beȱ evaluatedȱ inȱ connectionȱ withȱ theȱ shareȱofȱtheȱhardȱdiscountȱsegmentȱinȱtheȱrespectiveȱmarket.ȱ

Inȱ 1967,ȱ theȱ firstȱ stepȱ towardsȱ theȱ internationalisationȱ ofȱ theȱ Germanȱ hardȱ    MarketȱEntryȱinȱ discounterȱ wasȱ madeȱ withȱ theȱ takeoverȱ ofȱ theȱ Austrianȱ foodȱ retailerȱ Hoferȱ    theȱNeighbouringȱ KG .ȱ Byȱ doingȱ so,ȱ Aldiȱ Südȱ promptlyȱ acquiredȱ anȱ establishedȱ networkȱ ofȱ   Countryȱofȱȱ stores.ȱBecauseȱofȱtheȱlevelȱofȱawarenessȱofȱHoferȱinȱtheȱAustrianȱpopulationȱ    Austriaȱ AldiȱSüdȱ stillȱusesȱtheȱretailȱbrandȱHofer.ȱAldiȱ–ȱhavingȱbeenȱactiveȱforȱnearlyȱ 40 ȱyearsȱ–ȱhasȱsuccessfullyȱestablishedȱtheȱhardȱdiscountȱconceptȱinȱAustria.ȱ Theȱ currentȱ marketȱ shareȱ ofȱ allȱ hardȱ discounters,ȱ apartȱ fromȱ Hofer,ȱ butȱ inȬ cludingȱLidl,ȱMono!ȱandȱPennyȱ(bothȱRewe)ȱasȱwellȱasȱZielpunktȱ(Tengelmann),ȱ amountsȱ toȱ aboutȱ 20ȱ%,ȱ soȱ thatȱ hardȱ discountersȱ rankȱ secondȱ inȱ Austrianȱ foodȱ retailing,ȱ afterȱ theȱ supermarkets.ȱ Theȱ marketȱ shareȱ ofȱ Hoferȱ aloneȱ amounts ȱ toȱ aȱ turnoverȱ ofȱ aboutȱ 2.5ȱ billionȱ EURȱ inȱ 2004,ȱ thusȱ 16ȱ%.ȱ Byȱ theȱ endȱ ofȱ 2006,ȱ theȱ branchȱ networkȱ shouldȱ riseȱ toȱ 400ȱ outletsȱ (Schuhmayerȱ 2006,ȱp.ȱ31).ȱȱ

The ȱmainȱreasonȱforȱthisȱsuccessfulȱdevelopmentȱliesȱinȱtheȱextensiveȱmarketȱ experienceȱofȱtheȱhardȱdiscounterȱ which,ȱcombinedȱwithȱtheȱhighȱpriceȱsenȬ sitivityȱofȱAustrianȱcustomers,ȱconformsȱ stronglyȱ toȱ theȱpreferencesȱofȱAusȬ trianȱconsumers.ȱTheȱmarketȱhasȱbeenȱdevelopingȱveryȱmuchȱanalogouslyȱtoȱ theȱ Germanȱ one,ȱ withȱ itsȱ standardisedȱ assortmentȱ ofȱ aboutȱ 700ȱ products,ȱ floor ȱ spaceȱ ofȱ aboutȱ 900ȱm²ȱ andȱ almostȱ exclusivelyȱ storeȱ brandsȱ (RuȬ dolph/Schröder ȱ 2006c,ȱ pp.ȱ240Ȭ246).ȱ Theȱ archȬcompetitorȱLidlȱ hasȱ onlyȱbeenȱ operatingȱ inȱ theȱ Austrianȱ marketȱ sinceȱ 1998.ȱ Traditionally,ȱ Austriaȱ isȱ reȬ gardedȱasȱanȱimportantȱgatewayȱtoȱEasternȱandȱSouthȬEasternȱEurope.ȱThusȱ inȱ Decemberȱ 2005,ȱ theȱ marketȱ entryȱ intoȱ Sloveniaȱ wasȱ organisedȱ viaȱ Hofer.ȱ Furthermore,ȱ Hoferȱ managementȱ isȱ currentlyȱ beingȱ expandedȱ inȱ orderȱ toȱ handleȱtheȱplannedȱexpansionȱtoȱHungaryȱandȱGreece.ȱ

Betweenȱ 1975ȱandȱ1977,ȱAldiȱNordȱbeganȱ toȱ internationaliseȱwithȱtheȱexpanȬ    MarketȱEntryȱinȱ sionȱintoȱtheȱborderingȱcountriesȱofȱtheȱNetherlands,ȱBelgiumȱandȱDenmark.ȱInȱ    NorthȱWestȱ theȱ Netherlands,ȱ theȱ marketȱ shareȱ ofȱ Aldiȱ nowȱ amountsȱ toȱ almostȱ 9ȱ%,ȱ   EuropeanȱBorderȬ whereas ȱ Lidl,ȱ whichȱ enteredȱ thisȱ marketȱ inȱ 1998,ȱ coversȱ onlyȱ aboutȱ 3ȱ%ȱ ofȱ    ingȱStatesȱ Dutchȱ foodȱretailing.ȱAtȱ present,ȱ theȱfastȱorganicȱgrowthȱwithinȱtheȱcountryȱ whichȱ wasȱ necessaryȱ forȱ theȱ profitableȱ operationȱ ofȱ theȱ establishedȱ centralȱ warehouses,ȱhasȱslowedȱdownȱsomewhat.ȱȱ

Until ȱ theȱ marketȱ entryȱ ofȱ Lidl,ȱ Aldiȱ heldȱ anȱ unchallengedȱ monopolyȱ inȱ theȱ hardȱ discountȱ segment,ȱ whichȱ alsoȱ appliedȱ toȱ domesticȱ competitors.ȱ Theȱ strategyȱofȱpriceȱ leadershipȱisȱalsoȱimportantȱ here.ȱ Theȱ assortmentȱsizeȱ corȬ respondsȱ toȱ thatȱ ofȱ theȱ domesticȱ market,ȱ butȱ thereȱ isȱ aȱ greaterȱ supplyȱ ofȱ freshȱ productsȱ (Rudolph/Schröderȱ 2006a,ȱ p.ȱ228).ȱ Shopȱ designȱ isȱ ofȱ onlyȱ limited ȱimportanceȱforȱAldiȱNord.ȱ

 

113

5    The Internationalisation of Retailing

Theȱ commitmentȱ inȱ theȱ Netherlandsȱ wasȱ anȱ importantȱ steppingȬstoneȱ forȱ theȱ company’sȱ marketȱ entryȱ intoȱ Belgiumȱ whichȱ wasȱ madeȱ inȱ1976.ȱAtȱpreȬ sent,ȱ theȱmarketȱ shareȱofȱ Aldiȱ amountsȱtoȱ aboutȱ 6ȱ%ȱ andȱ theȱ hardȱ discountȱ concept ȱwhichȱhadȱbeenȱestablishedȱbyȱAldi,ȱdevelopedȱintoȱtheȱsecondȱmostȱ importantȱ retailȱ format.ȱ Atȱ first,ȱ Aldiȱ concentratedȱ onȱ theȱ borderȱ regionȱ toȱ GermanyȱtoȱmaximiseȱspillȱoverȱeffectsȱandȱbecauseȱofȱaȱhighȱlevelȱofȱawareȬ ness.ȱTheȱexpansionȱwasȱsubsequentlyȱacceleratedȱthroughoutȱtheȱcountryȱinȱ order ȱ toȱ achieveȱ anȱ efficientȱ multiplicationȱ ofȱ theȱ standardisedȱ operationsȱ concept.ȱ Packagingȱ andȱ assortmentȱ sizeȱ areȱ gearedȱ toȱ theȱ domesticȱ marketȱ (Rudolph/Schröderȱ2006b,ȱpp.ȱ226Ȭ227).ȱ

InȱDenmarkȱAldiȱNordȱwasȱapparentlyȱableȱtoȱbreakȱevenȱonlyȱtenȱyearsȱafterȱ its ȱmarketȱentryȱinȱ1977.ȱ Here,ȱtoo,ȱ theȱ hardȱdiscounterȱ grewȱorganicallyȱ byȱ graduallyȱdevelopingȱaȱbranchȱnetworkȱthroughoutȱtheȱcountry.ȱMeanwhile,ȱ theȱ marketȱ shareȱ isȱ nowȱ aboutȱ 4ȱ%,ȱ rankingȱ thirdȱ inȱ retailingȱ behindȱ Coopȱ DanmarkȱandȱDanskȱSupermarkedȱ(Rudolph/Schröderȱ2006a,ȱp.ȱ252).ȱTheȱDanȬ ishȱfoodȱretailȱhasȱchangedȱstructurallyȱafterȱAldi’sȱmarketȱentry;ȱlocalȱchainsȱ openedȱhardȱdiscountersȱ themselvesȱ andȱtheȱmarketȱshareȱ forȱ thisȱsegmentȱ inȱ theȱ entireȱ foodȱ retailȱsectorȱ currentlyȱamountsȱ toȱaboutȱ 10ȱ%.ȱAtȱ present,ȱ inȱDenmark,ȱAldiȱisȱconcentratingȱincreasinglyȱonȱlocalȱneedsȱwithȱregardȱtoȱ assortmentȱ(e.g.ȱfreshȱmilk,ȱfreshȱmeatȱandȱorganicȱfood)ȱandȱstoreȱdesign.ȱ

Market ȱEntryȱinȱ   Traditionally,ȱFrance,ȱwhereȱhypermarketsȱhaveȱaȱmarketȱshareȱofȱaboutȱ35ȱ%ȱ WesternȱEuropeȱ   andȱ representȱ theȱ strongestȱ segmentȱ ofȱ foodȱ retail,ȱ isȱ knownȱ asȱ aȱ difficultȱ

terrainȱ forȱ foreignȱ retailers,ȱ partlyȱ becauseȱ ofȱ aȱ veryȱ distinctȱ foodȱ culture.ȱ Altogether,ȱ theȱ hardȱ discountȱ segmentȱ establishedȱ byȱ anȱ almostȱ simultaneȬ ousȱmarketȱentryȱofȱAldiȱNordȱandȱLidlȱatȱtheȱendȱ ofȱ theȱ1980s,ȱhasȱaȱmarketȱ share ȱofȱaboutȱ10ȱ%ȱandȱthusȱshowsȱpotentialȱforȱfurtherȱgrowth.ȱInȱ2005,ȱtheȱ growthȱ ofȱ thisȱ retailȱ formatȱ wasȱ stagnantȱ forȱ theȱ firstȱ timeȱ (apartȱ fromȱ theȱ Germanȱ discountersȱ thisȱ alsoȱ appliedȱ toȱ theȱ Frenchȱ hardȱ discountersȱ EDȱ (Carrefour)ȱ andȱ Leaderȱ Priceȱ (Casino)),ȱ theȱ reasonȱ forȱ whichȱ isȱ seenȱ inȱ theȱ priceȬpushingȱ reactionsȱofȱ theȱ localȱ fullȬrangeȱ providers.ȱ Yet,ȱ Aldiȱ wasȱ ableȱ toȱ increaseȱ itsȱ marketȱ shareȱ marginallyȱ toȱ 2.1ȱ%ȱ inȱ 2005ȱ andȱ ranksȱ thirdȱ inȱ theȱhardȱdiscounterȱlistȱbehindȱLidlȱandȱED.ȱHowever,ȱLidlȱisȱrepresentedȱbyȱ 1,200ȱ outletsȱ whichȱ meansȱ twiceȱ asȱ manyȱ storesȱ comparedȱ toȱ Aldiȱ Nord,ȱ althoughȱtheȱdurationȱofȱmarketȱpresenceȱisȱalmostȱtheȱsame.ȱȱ

Becauseȱofȱ aȱ relativelyȱbadȱ acceptanceȱonȱtheȱpartȱofȱtheȱFrenchȱ consumers,ȱ Aldiȱ hasȱadaptedȱitsȱmarketȱoperationȱmoreȱandȱmoreȱtoȱlocalȱcompetitorsȱinȱ recentȱyears.ȱThus,ȱinȱ2005,ȱtheȱassortmentȱhasȱbeenȱenlargedȱbyȱaboutȱ25ȱ%,ȱ althoughȱAldiȱ isȱ usuallyȱcarefulȱ withȱlineȱ extensions,ȱbecauseȱ theyȱnormallyȱ putȱaȱstrainȱonȱtheȱcostȱstructure.ȱAdditionally,ȱAldiȱNordȱenteredȱtheȱLuxemȬ bourg ȱ marketȱ inȱ 1990,ȱ theȱ marketȱ withȱ theȱ highestȱ perȱ capitaȱ incomeȱ inȱ Europe, ȱandȱwhereȱtheȱhardȱdiscounterȱcurrentlyȱrunsȱaboutȱtenȱstores.ȱ
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Inȱ1990,ȱAldiȱenteredȱtheȱUnitedȱKingdomȱmarket,ȱbutȱhasȱnotȱyetȱbeenȱableȱtoȱ gainȱground.ȱTheȱ companyȱonlyȱhasȱaȱmarginalȱshareȱ ofȱ 1ȱ%ȱinȱBritishȱfoodȱ retailing. ȱTheȱentireȱhardȱdiscountȱsegmentȱisȱalsoȱstagnantȱ atȱ4ȱ%,ȱcontraryȱ to ȱ prognosesȱ inȱ 1992ȱwhichȱ estimatedȱ thatȱ theȱ marketȱ shareȱofȱ allȱ hardȱdisȬ countersȱwouldȱbeȱ 20ȱ%ȱbyȱ 2000ȱ(IHAȬGfKȱAGȱ2005,ȱp.ȱ77).ȱ Theȱ reasonsȱforȱ thisȱpoorȱperformanceȱareȱtheȱfollowing:ȱtheȱreactionȱofȱsupermarketsȱ(priceȱ reductions,ȱintroductionȱofȱstoreȱbrands),ȱtheȱpronouncedȱBritishȱ supermarȬ ketȱ culture,ȱ theȱ poorȱ imageȱ ofȱ hardȱ discounters,ȱ andȱ highȱ rents.ȱ Allȱ theseȱ reasonsȱrenderȱaȱlowȱpriceȱconceptȱatȱattractiveȱsitesȱdifficult.ȱGivenȱthisȱlackȱ ofȱacceptance,ȱAldiȱrecentlyȱundertookȱaȱseriesȱofȱmeasures:ȱ

� � improvedȱfreshȱranges:ȱfocusȱonȱmeatȱandȱproduceȱ

� � improvedȱ consumerȱ marketingȱ campaigns:ȱ usedȱ toȱ emphasiseȱ theȱ newȱ

qualityȱstoreȱbrandȱEspeciallyȱSelectedȱandȱoverallȱvalueȱforȱmoneyȱ

� � newȱstoreȱdesignsȱandȱmerchandisingȱconceptsȱ

� � reȬlocatingȱandȱopeningȱnewȱstoresȱinȱaverageȱincomeȱareasȱ

� � saleȱofȱnonȬfoodȱitemsȱ

� � newȱproductȱpackagingȱtoȱportrayȱaȱpremiumȱimageȱ

� � greaterȱuseȱofȱbrands:ȱAldiȱisȱofferingȱaȱlimitedȱnumberȱofȱleadingȱmanuȬ

facturerȱbrandsȱforȱtheȱfirstȱtimeȱ(IGDȱ2005,ȱpp.ȱ15Ȭ20).ȱ

Firstȱ imageȱ successesȱ haveȱ alreadyȱ beenȱ achieved.ȱ Furthermore,ȱ theȱ hardȱ discounterȱisȱ changingȱitsȱ growthȱ strategyȱfromȱaȱslow,ȱsuccessiveȱdevelopȬ mentȱtoȱaȱmoreȱexpansiveȱstrategyȱstrivingȱforȱ1,500ȱoutletsȱinȱtheȱlongȱrun.ȱ

Based ȱ onȱ theȱ tenȬyearȱ experienceȱ inȱtheȱ Unitedȱ Kingdom,ȱ theȱ marketȱ entryȱ in ȱ Irelandȱ wasȱ undertakenȱ inȱ 1999,ȱ butȱ here,ȱ Aldiȱ Südȱ wasȱ confrontedȱ withȱ strongȱ oppositionȱ fromȱ theȱ governmentȱ andȱ lobbyistsȱ representingȱ localȱ foodȱretailers.ȱNonetheless,ȱtheȱmarketȱshareȱisȱalreadyȱaboutȱ4ȱ%.ȱFollowingȱ theȱ innovationsȱ inȱ theȱUnitedȱ Kingdom,ȱAldiȱ nowȱ strivesȱforȱ aȱ higherȬvalueȱ positioningȱ withȱ aȱ largeȱ numberȱ ofȱ convenienceȱ productsȱ andȱ appealingȱ packaging ȱinȱIreland.ȱTheȱnewlyȱdesignedȱandȱattractiveȱshoppingȱbagsȱbearȱ theȱ sloganȱ “We’veȱ neverȱ lookedȱ soȱ good”.ȱ Aldiȱ pursuesȱ aȱ “siteȱ byȱ site”ȱ growthȱroute,ȱprobablyȱbecauseȱofȱtheȱabsenceȱofȱanyȱsuitableȱretailȱchainȱtoȱ acquire. ȱ

InȱMarchȱ2002,ȱAldiȱbecameȱactiveȱinȱSpain,ȱwhichȱisȱknownȱasȱaȱclassicȱ“toeȬ    MarketȱEntryȱinȱ hold”ȱ forȱ Portugal.ȱ Here,ȱ theȱ firstȱ fifteenȱ outletsȱ wereȱ openedȱ inȱ lateȱ Juneȱ    SouthȱandȱSouthȬȱ 2006.ȱInȱbothȱSpainȱandȱPortugal,ȱ Aldiȱisȱ activeȱasȱaȱsecondȱmover.ȱTheȱGerȬ    EastȱEuropeȱȱ manȱ competitorȱ Lidlȱ hasȱ alreadyȱ beenȱ presentȱ inȱ theseȱ twoȱ countriesȱ sinceȱ 1993ȱandȱ1996ȱrespectivelyȱandȱranksȱsecondȱandȱfirstȱofȱallȱhardȱdiscountersȱ there.ȱ
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InȱDecemberȱ2005,ȱtheȱmarketȱentryȱinȱSloveniaȱwasȱmadeȱviaȱHofer,ȱtheȱAusȬ trian ȱsubsidiaryȱofȱAldiȱSüd,ȱandȱrepresentsȱtheȱfirstȱcontactȱwithȱtheȱEasternȱ European ȱ region.ȱ Sloveniaȱ hasȱ theȱ highestȱ perȱ capitaȱ incomeȱ ofȱ allȱ Easternȱ Europeanȱcountriesȱ andȱ isȱ thereforeȱclassifiedȱasȱaȱmatureȱmarket.ȱInȱSloveȬ nia,ȱ anȱ assortmentȱ ofȱ aboutȱ 700ȱ productsȱ isȱ offeredȱ underȱ theȱ retailȱ brandȱ Hofer.ȱNationalȱpreferencesȱhaveȱtoȱbeȱtakenȱintoȱconsiderationȱadequatelyȱinȱ thisȱ assortment.ȱ Almostȱsimultaneously,ȱ tenȱsitesȱ wereȱ establishedȱcountryȬ wideȱandȱthisȱnetȱcanȱbeȱexpandedȱfurtherȱinȱtheȱfuture.ȱȱ

Thereȱareȱ alsoȱ plansȱforȱmarketȱentriesȱ inȱ Hungary,ȱPolandȱandȱGreece.ȱHowȬ ever,ȱtheȱmarketȱentryȱinȱHungaryȱwillȱonlyȱtakeȱplaceȱinȱ2008ȱandȱthusȱlaterȱ thanȱ initiallyȱ scheduled,ȱ because,ȱ atȱ present,ȱ onlyȱ aboutȱ 40ȱ sitesȱ haveȱ beenȱ found. ȱ Thisȱ isȱ notȱ sufficientȱ forȱ aȱ rapidȱ achievementȱ ofȱ criticalȱ mass.ȱ ConȬ trary ȱ toȱ Lidlȱ whichȱ hasȱ beenȱ planningȱ orȱ implementingȱ marketȱ entriesȱ inȱ Poland,ȱSolvenia,ȱHungary,ȱCroatia,ȱSlovakiaȱandȱtheȱCzechȱRepublicȱasȱwellȱ asȱ inȱ theȱ Balticȱ Statesȱ sinceȱ 1996,ȱ Aldiȱ heldȱ offȱ operationsȱ inȱ theȱ (SouthȬ)ȱ Easternȱ Europeanȱ market.ȱ Amongstȱ otherȱ reasons,ȱ thisȱ wasȱ theȱ resultȱ ofȱ lowerȱpurchasingȱ power,ȱ asȱ wellȱ asȱ ofȱtheȱbeliefȱ thatȱ Aldiȱcanȱ neverȱ enterȱ aȱ newȱmarketȱ“tooȱlate”ȱ(Freitag/Hirn/Rickensȱ2006,ȱp.ȱ32).ȱ

MarketȱEntryȱinȱ   Retailingȱ inȱ Switzerlandȱ isȱ dominatedȱ byȱ theȱ threeȱ confederateȱ companiesȱ

theȱ“HighȱPriceȱ    Migros,ȱ Coopȱ andȱ Denner,ȱ whichȱ haveȱ aȱ combinedȱ marketȱ shareȱ (inȱ foodȱ

Island”ȱofȱȱ   retailing)ȱ ofȱ 80ȱ%.ȱ Theȱ announcementȱ ofȱ Aldiȱ Süd’sȱ intentionȱ toȱ becomeȱ acȬ

Switzerland ȱ   tiveȱinȱtheȱhighȬpriceȱSwissȱmarketȱwasȱaccompaniedȱbyȱconsiderableȱmediaȱ

attentionȱ andȱ“defensiveȱ activism”ȱ fromȱ theȱ unions,ȱ forȱ example.ȱAsȱinȱ theȱ otherȱ countryȱ markets,ȱ theȱ operatingȱ strategyȱ forȱ thisȱ nonȬEUȱ countryȱ isȱ nonȬcooperative.ȱ Aldiȱ willȱ initiallyȱ operateȱ inȱ theȱ GermanȬspeakingȱ partȱ ofȱ Switzerland ȱ andȱ onlyȱ laterȱ inȱ theȱ FrenchȬȱ andȱ ItalianȬspeakingȱ regions.ȱ Inȱ formulatingȱ theȱ assortment,ȱ Aldiȱ Suisseȱ concentratesȱ notȱ onlyȱ onȱ theȱ 700ȱ productsȱforȱdailyȱuse,ȱbutȱalsoȱonȱtheȱadaptationȱtoȱeatingȱandȱconsumptionȱ habitsȱwhichȱareȱtypicalȱofȱtheȱcountryȱ(IHAȬGfKȱAGȱ2005,ȱp.ȱ90).ȱ Thus,ȱforȱ exampleȱfondueȱcheeseȱisȱoffered.ȱȱ

Comparedȱ toȱ Germany,ȱ theȱ pricesȱ ofȱ Aldiȱ Suisseȱ areȱ significantlyȱ higher,ȱ caused,ȱ interȱ alia,ȱ byȱ theȱ customsȱ surchargeȱ andȱ requiredȱ packagingȱ withȱ labellingȱinȱallȱthreeȱnationalȱlanguagesȱofȱSwitzerland.ȱTheȱretailerȱalsoȱhasȱ toȱconsiderȱ restrictionsȱonȱsiteȱ development,ȱbecause,ȱ forȱexample,ȱtheȱ rightȱ ofȱcomplaintȱofȱsocietiesȱasȱwellȱasȱstrictȱplanningȱrestrictionsȱ (Schäferȱ2006,ȱ p. ȱ113).ȱAccordingȱtoȱ theȱ literature,ȱtheȱfollowingȱincentivesȱ haveȱ promptedȱ Aldi ȱ toȱ undertakeȱ theȱ marketȱ entry,ȱ despiteȱ theȱ mentionedȱ adversities:ȱ theȱ highȱSwissȱpurchasingȱpower,ȱhigherȱmarginsȱthanȱinȱalmostȱallȱotherȱEuroȬ peanȱ countriesȱ dueȱ toȱ theȱ elevatedȱ priceȱ level,ȱ asȱ wellȱ asȱ Switzerlandȱ asȱ provingȱgroundsȱinȱgeneral.ȱ
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Activities Overseas 

Inȱ1976,ȱtheȱ firstȱ overseasȱ activitiesȱbyȱ AldiȱSüdȱentailedȱ takingȱoverȱ50ȱoutȬ lets ȱ ofȱ Bennerȱ Teaȱ ofȱ Iowa.ȱ Theȱ numberȱ ofȱ Aldiȱ outletsȱ inȱ theȱ USAȱ currentlyȱ numbers ȱ aboutȱ 700ȱ soȬcalledȱ “boxȱ stores”.ȱ Atȱ present,ȱ Aldiȱ isȱ veryȱ denselyȱ represented ȱinȱtheȱsoȬcalledȱMidwestȱStatesȱsuchȱasȱIllinois,ȱasȱwellȱasȱonȱtheȱ EastȱCoast.ȱApparently,ȱAldiȱplansȱtoȱopenȱaboutȱ40ȱnewȱoutletsȱaȱyearȱinȱtheȱ USAȱ inȱ orderȱ toȱ haveȱ aboutȱ 1,000ȱ sitesȱ byȱ 2010ȱ andȱ toȱ increaseȱ theȱ marketȱ share ȱinȱUSȱfoodȱretailingȱfromȱ0.65ȱ%ȱinȱ2004ȱtoȱaboutȱ2ȱ%.ȱ

Inȱ 1979,ȱ Aldiȱ Südȱ purchasedȱ Traderȱ Joe’sȱ andȱ thusȱ becameȱaȱ 100ȱ%ȱ ownerȱ ofȱ theȱ supermarketȱ whichȱ wasȱ establishedȱ inȱ 1967,ȱ andȱ nowȱ hasȱ aboutȱ 200ȱ outletsȱinȱ20ȱAmericanȱstates.ȱTheȱassortmentȱconsistsȱofȱhighȱqualityȱfoodȱinȱ theȱ organic,ȱ gourmetȱandȱ ethnoȱsegmentsȱ andȱmoreȱ thanȱ80ȱ%ȱofȱ theȱprodȬ uctsȱareȱstoreȱbrandsȱ(TraderȱJosé’s,ȱTraderȱGiotto’s,ȱetc.).ȱWithȱaȱrangeȱofȱaboutȱ 2,500ȱ toȱ 3,000ȱ articlesȱ asȱ wellȱ asȱ anȱ averageȱ floorȱ spaceȱ ofȱ underȱ 1,500ȱm²,ȱ Traderȱ Joe’sȱ dimensionsȱ areȱ ratherȱ modestȱ byȱ Americanȱ standards.ȱ Aldi’sȱ engagementȱisȱaȱpurelyȱfinancialȱinvestment.ȱThereȱisȱevidentlyȱnoȱintervenȬ tionȱ inȱ theȱ operativeȱ business.ȱ Theȱ company,ȱ whichȱ isȱ characterisedȱ byȱ aȱ Hawaiianȱ shopȱ atmosphere,ȱ hasȱ gainedȱ cultȱ statusȱ amongȱ aboveȱ averageȱ wageȬearnersȱwhoȱhaveȱanȱecologicalȱorientationȱandȱwasȱableȱtoȱincreaseȱitsȱ profitȱ tenfoldȱ betweenȱ 1990ȱ andȱ 2001.ȱ Justȱ likeȱ theȱ parentȱ company,ȱ Traderȱ Joe’s ȱfinancesȱitsȱgrowthȱ throughȱcashȱ flow,ȱandȱthusȱgrowsȱfreeȱofȱdebtȱandȱ consistently,ȱbutȱnotȱaggressively.ȱ

Furthermore,ȱ theȱ retailerȱisȱ activeȱ onȱ theȱ Northȱ Americanȱ continentȱ withȱ aȱ 6.2ȱ%ȱ participationȱ ofȱ Aldiȱ Nordȱ inȱ theȱ USȱ chainȱ Albertson’sȱ Inc.ȱ inȱ Boiseȱ (Idaho).ȱ Thisȱ isȱ alsoȱ aȱ purelyȱ financialȱ engagement.ȱ Becauseȱ ofȱ theȱ saleȱ ofȱ Albertson’sȱ toȱ theȱ USȱ competitorȱ Supervaluȱ atȱ theȱ beginningȱ ofȱ 2006,ȱ futureȱ developmentsȱremainȱunclear.ȱ

Inȱ 2001,ȱ Aldiȱ Südȱ becameȱ activeȱ onȱ aȱ thirdȱ continentȱ byȱ openingȱ theȱ firstȱ outletȱ inȱ Australia.ȱ Thisȱcausedȱaȱ pressȱ sensation,ȱparticularlyȱ asȱAldiȱintroȬ ducedȱtheȱhardȱdiscountȱconceptȱinȱaȱhighlyȱcompetitiveȱandȱsaturatedȱenviȬ ronment.ȱ Asȱ inȱ theȱ USA,ȱ theȱ discounterȱ alsoȱ maintainsȱ someȱ aspectsȱ ofȱ itsȱ standardised ȱ conceptȱ inȱ Australia,ȱ andȱ theseȱ areȱ unusualȱ forȱ theȱ localȱ cusȬ tomers,ȱ suchȱ asȱ theȱ coinȱ systemȱ forȱ theȱ shoppingȱ trolleys.ȱ Althoughȱ theseȱ measuresȱ areȱ newȱ toȱ theȱ localȱ clientele,ȱ theirȱ responseȱ hasȱ beenȱ positiveȱ nonethelessȱ andȱ therefore,ȱ inȱ 2005,ȱ Aldiȱ wasȱ ableȱ toȱ openȱ theȱ hundredthȱ outlet ȱ inȱAustralia,ȱaȱfigureȱreachedȱagainȱ byȱ organicȱgrowth.ȱ Thereȱ isȱ aȱ lotȱ of ȱconjectureȱasȱtoȱAldiȱSüd’sȱplansȱtoȱenterȱNewȱZealandȱandȱCanada.ȱTheseȱ countriesȱ couldȱ beȱ enteredȱ viaȱ theȱ neighbouringȱ countriesȱ Australiaȱ andȱ USA.ȱThisȱdevelopmentȱagainȱrevealsȱtheȱseparationȱbetweenȱAldiȱNordȱandȱ AldiȱSüd,ȱwithȱtheȱlatterȱbeingȱresponsibleȱforȱEnglishȬspeakingȱmarkets.ȱ
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Conclusion and Outlook 

Upȱtoȱtheȱpresentȱandȱoverȱanȱextendedȱperiodȱofȱtime,ȱsuccessfulȱgrowthȱofȱ Aldiȱ inȱ theȱdomesticȱ marketȱhasȱbeenȱcharacterisedȱbyȱaȱhighȱdegreeȱofȱconȬ tinuityȱ whichȱ isȱ oftenȱ comparedȱ withȱ theȱ annualȱ ringsȱ ofȱ growingȱ trees:ȱ “Everyȱ yearȱ aȱ bitȱ more”ȱ (Wolfskeilȱ 2005).ȱ Overȱ theȱ years,ȱ theȱ outstandingȱ positionȱinȱGermanyȱcouldȱthusȱbeȱattained.ȱHowever,ȱtheȱenormousȱgrowthȱ overȱtheȱlastȱfewȱdecadesȱcannotȱbeȱmaintained.ȱȱ

Theȱ companyȱ isȱ facedȱ withȱ theȱ dilemmaȱ thatȱ theȱ potentialȱ forȱ quantitativeȱ growthȱwillȱonlyȱbeȱmarginal,ȱbecauseȱofȱtheȱalmostȱ100ȱ%ȱmarketȱcoverage.ȱ Also,ȱ aȱ switchȱ toȱ qualitativeȱ growth,ȱ through,ȱ forȱ example,ȱ lineȱ extension,ȱ betterȱserviceȱorȱmodernisationȱofȱtheȱbranchȱnetworkȱseemsȱtoȱbeȱnecessary.ȱ However,ȱthisȱstrategyȱimpliesȱaȱmovementȱawayȱfromȱ theȱ keyȱcompetencyȱ ofȱgreatestȱpossibleȱreduction,ȱfromȱtheȱ“plainness”ȱandȱthusȱfromȱtheȱorigiȬ nalȱ andȱ successfulȱ hardȱ discountȱ businessȱ model.ȱ Thisȱ inevitablyȱ involvesȱ considerableȱrisk,ȱsuchȱasȱtheȱpossibleȱlossȱofȱitsȱdistinctȱimage.ȱ

Forȱalmostȱ fourȱ decades,ȱtheȱ companyȱ hasȱ alsoȱ beenȱ activeȱabroad.ȱDuringȱ thisȱ period,ȱ itȱ hasȱ beenȱ possibleȱ toȱ gainȱ considerableȱ internationalisationȱ experienceȱ andȱ toȱ transferȱ importantȱ elementsȱ ofȱ theȱ hardȱ discountȱ toȱ forȬ eignȱ markets.ȱ Theȱincreaseȱ inȱ activitiesȱ abroadȱ sinceȱtheȱ turnȱ ofȱ theȱ millenȬ niumȱisȱstriking,ȱincludingȱtheȱplansȱforȱmarketȱentryȱintoȱHungary,ȱ Polandȱ andȱ Greeceȱ asȱ wellȱ asȱ rumoursȱ aboutȱ Turkeyȱ andȱ Russia.ȱ Asȱ describedȱ above,ȱ aȱ mereȱ “escape”ȱ toȱ foreignȱ countriesȱ isȱ noȱ solutionȱ toȱ stagnationȱ inȱ theȱdomesticȱmarket.ȱȱ

Yet,ȱalreadyȱinȱ 1976,ȱ inȱ theȱfaceȱofȱ aȱ shortȬtermȱdecliningȱ marketȱshare,ȱlineȱ extensionȱ andȱ internationalȱ engagementsȱ inȱ theȱNetherlands,ȱ USAȱ andȱBelȬ gium,ȱ theȱ followingȱ questionȱ arose:ȱ “Isȱ Aldiȱ theȱ endȱ ofȱ theȱ line?”ȱ (absatzȬ wirtschaft ȱ1976,ȱp.ȱ23).ȱAtȱ thatȱ time,ȱtheȱ retailerȱ wasȱableȱ toȱ reviseȱthisȱ preȬ dictionȱ byȱ itsȱ impressiveȱ subsequentȱ development.ȱ Thus,ȱ itȱ remainsȱ toȱ beȱ seenȱwhetherȱthisȱtimeȱ“theȱdiscountȱwunderkind”ȱ(PrivateȱLabelȱMagazineȱ 2005)ȱwillȱagainȱdispelȱcurrentȱfearsȱthroughȱsuccessfulȱinternationalisation.ȱ

 

Questions

1.ȱ   Withinȱ theȱ contextȱ ofȱ itsȱ internationalisation,ȱ Aldiȱ entersȱ newȱ marketsȱ

throughȱ organicȱ growthȱ andȱitsȱownȱbranches.ȱWhatȱareȱtheȱadvantagesȱ andȱ disadvantagesȱ ofȱ thisȱ marketȱ entryȱ strategyȱ inȱ general,ȱ asȱ wellȱ asȱ speciallyȱfromȱtheȱpointȱofȱviewȱofȱaȱhardȱdiscounter?ȱ

2.ȱ Theȱ basicȱdecision,ȱwithinȱtheȱframeworkȱ ofȱ theȱ internationalisationȱ ofȱaȱ

company,ȱentailsȱtheȱchoiceȱbetweenȱstandardisationȱandȱadaptation.ȱTheȱ standardised ȱ marketingȱ(theȱstrategicȱattributesȱofȱtheȱretailȱformatȱhardȱ
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discount)ȱ hasȱ beenȱ anȱ importantȱ keyȱ characteristicȱ ofȱAldi’sȱ internationȬ alisationȱinȱtheȱpast.ȱDiscussȱinȱwhichȱcountriesȱthereȱhasȱrecentlyȱbeenȱaȱ deviation ȱfromȱthisȱprocessȱandȱindicateȱpossibleȱreasons.ȱCanȱyouȱdetectȱ longȬtermȱtrends?ȱ

3.ȱ Marketȱselection:ȱDoesȱtheȱsequenceȱofȱforeignȱmarketsȱentriesȱconformsȱ

toȱtheȱtheoreticalȱconceptsȱofȱpsychicȱ distance?ȱCanȱ patternsȱbeȱdetectedȱ regardingȱanȱexplicitȱevaluationȱofȱforeignȱmarketsȱbeforeȱtheȱactualȱmarȬ ketȱentry?ȱ

4.ȱ Ideally,ȱitȱisȱpossibleȱ toȱ differentiateȱbetweenȱaȱfirstȬmoverȱ(pioneer)ȱandȱ

aȱ secondȬmoverȱ (successor)ȱ strategyȱ inȱ theȱ courseȱ ofȱ enteringȱ foreignȱ markets.ȱ Whatȱ areȱ theȱ prevailingȱ advantagesȱ andȱ disadvantages?ȱ Canȱ Aldiȱbeȱassignedȱclearlyȱtoȱoneȱofȱtheseȱstrategies?ȱ

 

Hints

1.ȱ Seeȱ sectionȱ “Entryȱ andȱ Operatingȱ Strategy”ȱ inȱ thisȱ Chapterȱforȱ theȱ fiveȱ

modesȱ ofȱ marketȱ entryȱ orȱ modesȱ ofȱ operation,ȱ asȱ wellȱ asȱ AkeȬ hurst/Alexanderȱ 1997ȱ orȱ Lameyȱ 1997ȱforȱgeneralȱadvantagesȱ andȱdisadȬ vantages.ȱ

2.ȱ TakeȱintoȱaccountȱtheȱcurrentȱpressȱcoverageȱinȱtheȱUnitedȱKingdomȱandȱ

Switzerland,ȱforȱexample.ȱ

3.ȱ SeeȱSousa/Bradleyȱ2005ȱonȱtheȱconceptȱofȱpsychicȱdistance.ȱ

4.ȱ SeeȱLamey/Alexanderȱ1997.ȱ
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Chapter 6 

 

Retail Branding and Positioning 

 

The purpose of this Chapter is to explain the concept of retail branding and the advan-tages of establishing and strengthening the retail brand. The brand architecture of retailers, approaches to measuring brand equity, the concept of brand positioning and principles of successful retail brand management are discussed.  

 

Emergence of Strategic Retail Marketing 

Evenȱ thoughȱ retailingȱ hasȱ longȱ hadȱ theȱ opportunityȱ toȱ beȱ marketingȬ orientedȱbecauseȱretailersȱareȱinȱcloserȱcontactȱwithȱcustomersȱthanȱmanufacȬ turers,ȱmassȱretailingȱhasȱbeenȱslowȱtoȱtakeȱadvantageȱofȱthisȱaspect.ȱHigherȱ priorityȱ hasȱ beenȱ placedȱ onȱ buyingȱ decisions,ȱ operationalȱ concernsȱ andȱ shortȬtermȱ objectivesȱ thanȱ onȱ strategicȱ marketingȱ conceptsȱ (Mulhernȱ 1997,ȱ p.ȱ104).ȱAȱlackȱofȱaȱwellȬdefinedȱdifferentiationȱfromȱ competitorsȱhasȱ beenȱaȱ frequentlyȱcriticisedȱconsequenceȱinȱmanyȱretailȱsectors.ȱ

However,ȱthisȱ hasȱchanged.ȱ Mainlyȱ asȱ aȱ resultȱofȱ changingȱ industryȱ condiȬ tionsȱandȱincreasingȱmanagementȱcapabilityȱinȱretailȱcompanies,ȱaȱchangeȱofȱ attitudeȱ towardsȱ strategicȱ marketingȱ canȱ beȱobserved.ȱWithinȱ theȱcontextȱofȱ strategicȱ marketing,ȱ theȱ relevanceȱ ofȱ establishingȱ aȱ clearȬcutȱ andȱ differentiȬ atedȱprofileȱ isȱ clearlyȱ recognisedȱ byȱretailers,ȱ andȱretailȱ brandsȱ areȱsystemȬ aticallyȱbeingȱestablishedȱandȱmanagedȱ(Morschettȱ2006).ȱȱ

 

Retailers as Brands 

Whileȱ inȱtheȱ past,ȱ theȱtermȱbrandȱ hasȱ beenȱ appliedȱ mainlyȱ toȱ manufacturerȱ brandsȱ (suchȱ asȱ CocaȬCola,ȱ Nokiaȱ orȱ Gillette),ȱ theȱ brandȱ conceptȱ canȱ beȱ apȬ pliedȱ toȱ allȱ kindȱ ofȱ productsȱ andȱ services,ȱ includingȱ retailersȱ (Kellerȱ 2003,ȱ pp. ȱ13Ȭ22).ȱȱ

Someȱ authorsȱ defineȱ aȱ brandȱ asȱ aȱ nameȱ orȱ formalȱ sign.ȱ Accordingȱ toȱ theȱ   Brandȱ American ȱMarketingȱAssociation,ȱaȱbrandȱisȱaȱ“name,ȱterm,ȱ design,ȱsymbol,ȱorȱ Definitionsȱ

anyȱotherȱ featureȱthatȱ identifiesȱ oneȱ seller’sȱ goodȱorȱserviceȱasȱdistinctȱ fromȱ thoseȱofȱotherȱsellers”ȱ(www.ama.org).ȱHowever,ȱseparatingȱtheȱbrandȱnameȱ fromȱtheȱproductȱorȱserviceȱaltersȱtheȱnatureȱofȱtheȱbrand.ȱIfȱoneȱwereȱtoȱtakeȱ the ȱ IKEAȱ logoȱ andȱlinkȱitȱtoȱ aȱgroceryȱ supermarket,ȱ itȱ mayȱ keepȱpartȱ ofȱitsȱ brandȱstrength,ȱbutȱtheȱcharacterȱofȱtheȱbrandȱwouldȱchangeȱwithȱtheȱunderȬ
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lyingȱ product.ȱ Otherȱ definitionsȱ thereforeȱ encompassȱ theȱ brandȱ nameȱ (orȱ brandȱlogo,ȱbrandȱsign)ȱandȱtheȱbrandedȱproductȱtoȱdefineȱaȱbrand:ȱ“Aȱbrandȱ isȱthereforeȱ aȱ product,ȱbutȱoneȱthatȱ addsȱ otherȱdimensionsȱ thatȱdifferentiateȱ it ȱinȱsomeȱwayȱfromȱotherȱproductsȱdesignedȱtoȱsatisfyȱtheȱsameȱneed”ȱ(KelȬ lerȱ2003,ȱp.ȱ4).ȱ

Storesȱ    Retailȱbrandingȱisȱ aȱ strategyȱbasedȱonȱtheȱbrandȱconceptȱandȱwhichȱtransfersȱ

asȱBrandedȱ   itȱtoȱaȱretailȱcompany.ȱAȱretailer’sȱ “products”ȱ areȱhisȱstoresȱthatȱcanȱbeȱmarȬ

Productsȱ   ketedȱinȱaȱsimilarȱwayȱtoȱaȱbrandedȱgood.ȱAȱretailȱbrandȱisȱthenȱaȱgroupȱofȱtheȱ

retailer’sȱ outletsȱ whichȱ carryȱ aȱ uniqueȱ name,ȱ symbol,ȱ logoȱ orȱ combinationȱ thereof.ȱ Whileȱ allȱ retailersȱ constituteȱ brandsȱ toȱ someȱ extent,ȱ someȱ retailȱ brandsȱ areȱ strong,ȱ whileȱ manyȱ areȱ not.ȱ Recognitionȱ andȱ appreciationȱ byȱ consumersȱ areȱ theȱ essentialȱ elementsȱ ofȱ aȱ strongȱ retailȱ brandȱ (Morschettȱ 2002, ȱ p.ȱ108).ȱ Retailȱ brandingȱ canȱ beȱ understoodȱ asȱ aȱ comprehensiveȱ andȱ integratedȱmarketingȱmanagementȱconcept,ȱfocussingȱonȱbuildingȱlongȬtermȱ customerȱloyaltyȱandȱcustomerȱpreference.ȱ

RetailȱBrandȱ    Theȱ termȱ retailȱ brandȱ hasȱ toȱbeȱdistinguishedȱ fromȱ theȱ termȱ storeȱ brandȱ (seeȱ

andȱStoreȱBrandȱ    Chapterȱ8).ȱWhileȱretailȱbrandȱrefersȱtoȱstoresȱ(e.g.ȱB&Q,ȱLidl,ȱFNAC),ȱtheȱtermȱ

storeȱbrandȱrefersȱtoȱtheȱproductȱlevelȱandȱisȱusedȱsynonymouslyȱwithȱprivateȱ label.ȱ Often,ȱ theȱ retailȱ brandȱ isȱ alsoȱ usedȱ toȱ labelȱ theȱ storeȱ brands,ȱ thoughȱ thisȱisȱnotȱaȱuniversalȱcharacteristicȱ(Wileman/Jaryȱ1997,ȱp.ȱ17,ȱ134).ȱ

RetailȱBrandȱ    Retailȱbrandsȱareȱcharacterisedȱbyȱenormousȱcomplexity,ȱwhichȱresultsȱfromȱ

Complexityȱ   theȱ serviceȱ attributesȱ ofȱ retailersȱ asȱ wellȱ asȱ fromȱ theȱ multiplicityȱ ofȱ brandȱ

attributesȱ andȱ consumerȬretailerȱ interactions.ȱ Whileȱ manufacturersȱ freȬ quentlyȱ offerȱ onlyȱaȱ fewȱ productsȱ underȱ oneȱbrandȱ andȱ theȱ industrialȱ proȬ ductionȱ processȱ isȱ completedȱ throughȱ qualityȱ control,ȱ customerȱ experienceȱ with ȱtheȱretailȱbrandȱisȱoftenȱshapedȱbyȱseveralȱhundredȱoutlets,ȱwithȱdifferȬ entȱ locationsȱ andȱ storeȱ designs,ȱ thousandsȱ ofȱ products,ȱ andȱ dozensȱ ofȱ emȬ ployeesȱinȱeachȱstore,ȱwhoȱareȱalsoȱinfluencedȱbyȱtheirȱmoodsȱandȱemotions.ȱ Aȱ uniform,ȱconsistent,ȱ andȱ standardisedȱ performanceȱandȱbrandȱmessageȱisȱ thereforeȱdifficultȱtoȱconveyȱ(Wileman/Jaryȱ1997,ȱpp.ȱ40Ȭ42).ȱ

 

Advantages of a Retail Brand 

Establishing ȱaȱstrongȱbrandȱcanȱbeȱtheȱkeyȱtoȱlongȬtermȱperformanceȱ(Aakerȱ 1996, ȱ p.ȱvii)ȱ byȱ providingȱ theȱ retailerȱ withȱ considerableȱ advantagesȱ (Kellerȱ 2003,ȱpp.ȱ8Ȭ12,ȱ59Ȭ61;ȱMorschettȱ2002,ȱpp.ȱ31Ȭ41;ȱBruhnȱ2005,ȱpp.ȱ27Ȭ49):ȱȱ

� Anȱexistingȱretailȱbrandȱstrengthensȱbrandȱawarenessȱandȱdifferentiationȱ

fromȱtheȱ competition,ȱ becauseȱitȱ canȱserveȱasȱanȱanchorȱforȱ associationsȱ withȱ theȱ brand.ȱ Anȱ establishedȱ brandȱ enhancesȱ theȱ effectȱ ofȱ marketingȱ measures.ȱ Inȱ anȱageȱ ofȱ increasingȱ consumerȱ informationȱoverload,ȱestabȬ lishedȱ andȱ wellȬknownȱ brandsȱ receiveȱ moreȱ attentionȱ thanȱ unknownȱ
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brands.ȱForȱexample,ȱadvertisingȱforȱstrongȱretailȱbrandsȱisȱmoreȱlikelyȱtoȱ beȱperceivedȱandȱrecognisedȱbyȱ theȱ consumer,ȱ resultingȱinȱaȱhigherȱ effiȬ ciencyȱofȱmarketingȱbudgets.ȱȱ

� � Fromȱtheȱconsumerȱperspective,ȱstrongȱ retailȱ brandsȱsimplifyȱ theȱpurchasȬ

ingȱ processȱ becauseȱ thereȱ isȱ alreadyȱ someȱ knowledgeȱ aboutȱ theȱ retailerȱ andȱ buyersȱ doȱ notȱ haveȱ toȱ searchȱ forȱ additionalȱ informationȱ aboutȱ asȬ sortments,ȱprices,ȱservice,ȱetc.ȱStrongȱretailȱbrandsȱalsoȱreduceȱperceivedȱ purchasingȱ risk.ȱ Buyingȱ wellȬknownȱ productȱ brandsȱ asȱ wellȱ asȱ fromȱ wellȬknownȱ andȱ trustedȱ retailȱ brandsȱ areȱ purchasingȱ strategiesȱ whichȱ aim ȱ atȱ riskȱ reduction.ȱ Consequently,ȱstrongȱ retailȱbrandsȱmayȱlowerȱ theȱ priceȱsensitivityȱofȱconsumers.ȱA ȱwellȬdefinedȱbrandȱprofileȱcanȱestablishȱ aȱpreferenceȱpositionȱthatȱallowsȱaȱretailerȱtoȱminimiseȱpriceȱcompetition.ȱȱ

� � Strongȱ brandsȱ exertȱ haloȬeffects.ȱ Aȱ positiveȱ generalȱ attitudeȱ towardsȱ theȱ

brandȱinȱtotalȱpositivelyȱinfluencesȱtheȱperceptionȱofȱallȱspecificȱbrandȱatȬ tributes.ȱConsideringȱtheȱimpactȱofȱtheseȱ evaluationsȱonȱtheȱgeneralȱattiȬ tude,ȱaȱvirtuousȱcycleȱcanȱdevelop.ȱ

� � Strongȱ brandsȱnotȱonlyȱrepresentȱfunctionalȱbenefits,ȱtheyȱcanȱalsoȱserveȱ

asȱ symbolicȱdevices.ȱTheyȱrepresentȱ differentȱ values,ȱtraits,ȱandȱcharacterȬ istics.ȱShoppingȱatȱaȱcertainȱretailerȱmight,ȱtherefore,ȱallowȱconsumersȱtoȱ projectȱaȱcertainȱselfȬimageȱtoȱthemselvesȱandȱothers.ȱ

� � Ifȱ aȱ retailȱ companyȱ operatesȱ inȱ differentȱ marketȱ segments,ȱ differentiatedȱ

marketing ȱwithȱdifferentȱretailȱbrandsȱfacilitatesȱapproachingȱeachȱmarketȱ segmentȱwithȱaȱtargetedȱapproach.ȱCannibalisationȱisȱeasierȱtoȱavoidȱandȱ eachȱretailȱbrandȱcanȱdevelopȱitsȱownȱimageȱ–ȱwithoutȱcontradictoryȱimȬ ageȱ transfers.ȱ Conversely,ȱ aȱ strongȱ brandȱ canȱ beȱ usedȱ asȱaȱ platformȱ forȱ expansion.ȱ Thisȱ alreadyȱoccursȱ whenȱ retailersȱ openȱnewȱ outlets,ȱwhich,ȱ fromȱ theȱ veryȱ start,ȱ areȱ loadedȱ withȱ aȱ certainȱ image.ȱ Franchisingȱ conȬ cepts,ȱinȱwhichȱtheȱretailȱbrandȱisȱtransferredȱ toȱindependentȱ shopȱownȬ ers,ȱclearlyȱillustrateȱthisȱadvantage.ȱAȱstrongȱretailȱbrandȱcanȱalsoȱfaciliȬ tateȱ diversificationȱ intoȱ newȱ productȱ ranges.ȱ Thisȱ typeȱ ofȱ brandȱ extenȬ sionȱ occursȱ whenȱ retailersȱ useȱ theirȱimageȱ inȱ oneȱmerchandiseȱ categoryȱ toȱexpandȱintoȱadditionalȱcategories.ȱ

These ȱ advantagesȱ areȱ enjoyedȱ especiallyȱ byȱ strongȱ retailȱ brands.ȱ However,ȱ Measurementȱofȱ

theȱmeasurementȱofȱbrandȱequityȱisȱnotȱeasyȱandȱthereȱisȱnoȱgenerallyȱagreȬ    Brand ȱEquityȱ edȬuponȱ concept.ȱ Nonetheless,ȱ measurementȱ approachesȱ canȱ generallyȱ beȱ classifiedȱ intoȱ twoȱ streams,ȱ whichȱ alsoȱ differȱ inȱ theirȱ definitionȱ ofȱ brandȱ equityȱ(Lassar/Mittal/Sharmaȱ1995,ȱp.ȱ12):ȱ

� � financiallyȬoriented,ȱmonetaryȱapproachesȱ

� � consumerȬorientedȱapproaches.ȱ
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Monetaryȱ   Theȱfollowingȱdefinitionȱ isȱtypicalȱofȱtheȱmonetaryȱapproach:ȱ“Brandȱ equityȱ

BrandȱEquityȱ   canȱ beȱ thoughtȱ ofȱ asȱ theȱ additionalȱ cashȱ flowȱ achievedȱ byȱ associatingȱ aȱ

brand ȱ withȱ theȱ underlyingȱ productȱ orȱ service”ȱ (Bielȱ 1992,ȱ p.ȱRC7).ȱ Forȱ exȬ ample,ȱ usingȱ aȱ complexȱ formulaȱ toȱ forecastȱ futureȱ revenuesȱ forȱ theȱ brandȱ andȱ capitalisingȱ themȱ intoȱ aȱ presentȱ value,ȱ theȱ consultingȱ companyȱ InterȬ brandȱ estimatesȱ thatȱ theȱ world’sȱ mostȱ valuableȱ brandȱ isȱ CocaȬColaȱ withȱ aȱ brandȱequityȱofȱaboutȱ67ȱbillionȱUSD.ȱTheȱmostȱvaluableȱglobalȱretailȱbrandsȱ inȱ theȱ Interbrandȱ rankingȱ areȱ Dellȱ (13.2ȱ billionȱ USD),ȱ Theȱ Gapȱ (8.2ȱ billionȱ USD),ȱ IKEAȱ (7.8ȱ billionȱ USD)ȱ andȱ Zaraȱ (3.7ȱ billionȱ USD)ȱ (Businessȱ Week,ȱ 1.8.2005,ȱpp.ȱ90Ȭ94;ȱwww.interbrand.com).ȱ

ConsumerȬȱ   Whileȱinȱsomeȱsituations,ȱderivingȱaȱmonetaryȱbrandȱvalueȱisȱimportantȱ(e.g.ȱ

Orientedȱ    forȱtheȱpurposeȱofȱsellingȱorȱlicensingȱtheȱbrand),ȱtheȱequityȱisȱtheȱresultȱofȱaȱ

Brand ȱEquityȱ   longȬtermȱ investmentȱ inȱ theȱ brand.ȱ Forȱ brandȱ management,ȱ consumerȬ

orientedȱbrandȱequityȱ conceptsȱmightȱbeȱ moreȱ appropriateȱ andȱsensitiveȱ toȱ changes.ȱ Here,ȱ Kellerȱ (1993,ȱ p.ȱ1)ȱ providesȱ aȱ typicalȱ definition:ȱ Aȱ brandȱ isȱ saidȱ toȱ haveȱ positiveȱ customerȬbasedȱ brandȱ equityȱ whenȱ consumersȱ reactȱ moreȱfavourablyȱtoȱanȱelementȱofȱtheȱmarketingȱmixȱforȱtheȱbrandȱthanȱtheyȱ doȱtoȱ theȱ sameȱmarketingȱ mixȱelementȱwhenȱ itȱ isȱ attributedȱ toȱ aȱ fictitiouslyȱ namedȱ orȱ unnamedȱ versionȱ ofȱ theȱ productȱ orȱ service.ȱ Thisȱ typeȱ ofȱ brandȱ equityȱ orȱbrandȱstrengthȱisȱdevelopedȱinȱ theȱ mindȱofȱtheȱconsumerȱ andȱ theȱ consumer’s ȱ attitudeȱ towardsȱ theȱ brand,ȱ hisȱ associationsȱ andȱ experiencesȱ with ȱ theȱ brand,ȱ hisȱ evaluationȱ ofȱ theȱ brandȱ qualityȱ areȱ theȱ mostȱimportantȱ aspectsȱofȱmeasuringȱbrandȱequity.ȱ

Indicatorsȱ    Differentȱ researchersȱ proposeȱ differentȱ indicatorsȱ forȱ measuringȱconsumerȬ

forȱRetailȱ    orientedȱ brandȱ strength,ȱ whichȱ can,ȱ aggregatedȱ orȱ individually,ȱ beȱ considȬ

BrandȱEquityȱ   eredȱ whenȱ managingȱ theȱbrandȱ andȱwhenȱevaluatingȱ theȱ successȱofȱ certainȱ

marketingȱmeasuresȱ(e.g.ȱAakerȱ1996,ȱp.ȱ7Ȭ25,ȱ318Ȭ333;ȱLassar/Mittal/Sharmaȱ 1995;ȱ Zentes/Morschettȱ 2002,ȱ p.ȱ165).ȱ Indicatorsȱ ofȱ consumerȬorientedȱ retailȱ brandȱequityȱare,ȱforȱinstance:ȱ

� brandȱawarenessȱ

� trustworthinessȱofȱtheȱbrandȱ

� customerȱsatisfactionȱwithȱtheȱbrand/customerȱloyaltyȱtoȱtheȱbrandȱ

� brandȱlikingȱ

� brandȱdifferentiation.ȱ

SomeȱotherȱindicatorsȱsuggestedȱinȱliteratureȱforȱbrandȱequityȱareȱnotȱgenerȬ allyȱappropriateȱforȱretailȱbrands.ȱPriceȱpremiums,ȱforȱinstance,ȱareȱsometimesȱ usedȱ forȱ evaluatingȱ brandȱ value.ȱ Manyȱ successfulȱ retailers,ȱ however,ȱ emȬ phasiseȱ theirȱ lowȱ prices,ȱ andȱ tradeȱ offȱ potentialȱ priceȬpremiumsȱ forȱ higherȱ salesȱvolumesȱorȱhigherȱsalesȱproductivity.ȱ
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Brand Architecture 

Asȱdefinedȱabove,ȱaȱretailȱbrandȱrefersȱtoȱtheȱlevelȱofȱtheȱstore.ȱHowever,ȱtheȱ    ȱȱ brandȱ systemȱ ofȱ aȱ retailerȱ isȱ moreȱ complex.ȱ Brandȱ architectureȱ refersȱ toȱ theȱ    ȱ internal ȱ structuringȱ ofȱtheȱ retailer’sȱ brandsȱandȱ revolvesȱaroundȱ howȱ manyȱ    ȱ andȱ whatȱ kindsȱ ofȱ offersȱ areȱ providedȱ underȱ aȱ certainȱ brandȱ (AilaȬ    ȱ wadi/Kellerȱ 2004,ȱ p.ȱ338).ȱ Withinȱ theȱ brandȱ hierarchy,ȱ aȱ retailer’sȱ brandsȱ canȱ    Brandȱ beȱ dividedȱ intoȱ differentȱ levelsȱ (Kellerȱ 2003,ȱ pp.ȱ534Ȭ565).ȱ Retailersȱ haveȱ Hierarchyȱ

brand ȱ namesȱ atȱ theȱ levelȱ ofȱ theȱ retailȱ companyȱ asȱ aȱ wholeȱ (“corporateȱ brand”),ȱ theȱ retailȱ stores,ȱ theȱ merchandiseȱ (e.g.ȱ theȱ storeȱ brands),ȱ andȱ speȬ cificȱretailȱservicesȱ(i.e.ȱbankingȱservicesȱorȱloyaltyȱprogrammes).ȱBesidesȱtheȱ individualȱ brandingȱdecisionȱatȱeachȱ level,ȱtheȱ interconnectionȱbetweenȱ theȱ levelsȱhasȱtoȱbeȱconsidered.ȱMerchandiseȱbrandingȱisȱdiscussedȱinȱChapterȱ8.ȱȱ

AsȱinȱindustrialȱmultiȬproductȱcompanies,ȱretailersȱwithȱmoreȱthanȱoneȱstoreȱ    Brandingȱȱ haveȱtoȱdecideȱwhetherȱtheȱstoresȱshouldȱcarryȱtheȱsameȱorȱdifferentȱbrands.ȱȱ Strategiesȱ

 

Branding ȱStrategiesȱatȱDifferentȱRetailȱCompaniesȱ                                     Tableȱ6.1ȱ

Brand Brand 

Retail Company Retail Company               (Selected) Retail Brands of the Retail Company (Selected) Retail Brands of the Retail Company

Strategy Strategy 

Umbrella Umbrella    Tesco Tesco             Tesco Extra, Tesco (Superstores), Tesco Express, Tesco Extra Tesco Extra, Tesco (Superstores), Tesco Express, Tesco Extra Brand Brand

Edeka Edeka            Edeka aktiv markt,  Edeka neukauf, Edeka center Edeka aktiv markt,  Edeka neukauf, Edeka center Système U Système U         Marché U, Super U, Hyper U Marché U, Super U, Hyper U

Mixed Mixed       Coop (CH) Coop (CH)         Coop, Coop Pronto, Coop bau + hobby, Coop City, Coop@home Coop, Coop Pronto, Coop bau + hobby, Coop City, Coop@home Strategy Strategy                         Interdiscount, TopTip, Impo, Christ Interdiscount, TopTip, Impo, Christ 

Migros (CH) Migros (CH)         M, MM, MMM, Migros Restaurant, m-electronics M, MM, MMM, Migros Restaurant, m-electronics

Globus (department stores), OBI (as franchisee), Office World, interio Globus (department stores), OBI (as franchisee), Office World, interio

Family Family      Metro Metro              Metro Cash&Carry, Real, Media-Markt, Saturn, Kaufhof Metro Cash&Carry, Real, Media-Markt, Saturn, Kaufhof Brand Brand

Kingfisher Kingfisher            B&Q, Castorama, Brico Dépôt, Screwfix, Koçtas B&Q, Castorama, Brico Dépôt, Screwfix, Koçtas Casino Casino             Géant, Casino, Leader Price, Monoprix Géant, Casino, Leader Price, Monoprix Carrefour Carrefour           Carrefour, Dia, Champion, Ed, Minipreço, Ooshop.com Carrefour, Dia, Champion, Ed, Minipreço, Ooshop.com

DSG international DSG international    Currys, Dixon, Dixon.co.uk, PC City, Electro World, Elkjøp Currys, Dixon, Dixon.co.uk, PC City, Electro World, Elkjøp                ȱ

 

Threeȱ generalȱ brandingȱ strategiesȱ canȱ beȱ distinguishedȱ atȱ theȱ levelȱ ofȱ theȱ retailȱbrandȱ(seeȱTableȱ6.1ȱforȱexamples):ȱ

� � anȱ umbrellaȱ brandȱ strategy,ȱ whereȱ allȱtheȱstoresȱ ofȱtheȱcompanyȱcarryȱ theȱ

sameȱbrand,ȱinȱmostȱcasesȱdifferentiatedȱbyȱaȱsubȬbrandȱ

� � aȱ familyȱ brandȱ strategy,ȱ inȱ whichȱ groupsȱ ofȱ storesȱ ofȱ theȱ retailȱ companyȱ

(usuallyȱ differentȱ retailȱ formats)ȱ carryȱ differentȱ brands,ȱ i.e.ȱ theȱ brandsȱ areȱstrictlyȱseparatedȱ

� � aȱmixedȱstrategy,ȱwhichȱappliesȱanȱumbrellaȱbrandȱforȱsomeȱstoreȱformatsȱ

andȱseparatesȱothersȱbyȱusingȱdifferentȱbrandȱnames.ȱ
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Theȱ mainȱ decisionȱ inȱ thisȱ contextȱ isȱ brandȱ imageȱ transferȱ vs.ȱ brandȱ imageȱ separation. ȱ Usingȱ anȱ umbrellaȱ brandȱ strategy,ȱ theȱ commonȱ brandȱ nameȱ leads ȱ toȱ aȱ substantialȱ imageȱ transfer.ȱ Consumersȱ transferȱ theȱ associationsȱ theyȱ carryȱ forȱ Tescoȱ Superstoresȱ atȱ leastȱ partlyȱ toȱ Tescoȱ Expressȱ stores.ȱ Allȱ storesȱareȱpartȱofȱ oneȱ largeȱ brandȱ andȱhaveȱtoȱ conveyȱ theȱsameȱ messageȱ toȱ theȱ consumer,ȱ ifȱ theȱbrandȱ imageȱ isȱ toȱremainȱstrong.ȱAȱfamilyȱbrandȱstratȬ egy, ȱonȱ theȱotherȱ hand,ȱisȱ usuallyȱtheȱresultȱ ofȱ marketȱ segmentationȱ andȱanȱ unambiguous ȱ brandȱ focusȱ withȱ differentȱ brandȱ attributesȱ forȱ eachȱ storeȱ format.ȱ Carrefourȱ hypermarkets,ȱ forȱ example,ȱ targetȱ aȱ differentȱ marketȱ segȬ mentȱ thanȱ Carrefour’sȱ discountȱ chainȱ Dia.ȱ Anȱ imageȱ transferȱ would,ȱ thereȬ fore,ȱprobablyȱnotȱbenefitȱeitherȱofȱtheȱstores.ȱ

 

Retail Brand Positioning 

Strategicȱ brandȱ managementȱ startsȱ withȱ aȱ clearȱ understandingȱ ofȱ whatȱ theȱ brandȱisȱtoȱrepresentȱandȱhowȱitȱshouldȱbeȱpositionedȱrelativeȱtoȱcompetitorsȱ (Kellerȱ2003,ȱp.ȱ44;ȱWortzelȱ1987,ȱp.ȱ47).ȱPositioningȱ isȱtheȱdeliberateȱandȱproȬ activeȱ processȱ ofȱ definingȱ andȱ influencingȱ consumerȱ perceptionsȱ ofȱ aȱ marȬ ketableȱ object,ȱwithȱaȱstrongȱfocusȱonȱ theȱ competitiveȱposition.ȱAȱproductȱisȱ thusȱpositionedȱinȱtheȱmindsȱofȱtheȱconsumersȱ(Arnottȱ1993,ȱp.ȱ24).ȱȱ

Positioningȱ usuallyȱ appliesȱ certainȱ fixedȱ dimensionsȱ alongȱ whichȱ theȱ retailȱ brandȱ definesȱ itsȱ positionȱ relativeȱ toȱ itsȱ competitors.ȱ Positioningȱ diagramsȱ representȱ theȱ locationȱ ofȱ differentȱ brandsȱ asȱ wellȱ asȱ theȱ differentȱ targetȱ groups’ ȱidealȱpointsȱinȱaȱtwoȬdimensionalȱspaceȱ(seeȱFigureȱ6.1).ȱ

 

Figureȱ6.1ȱ    DifferentlyȱPositionedȱRetailersȱinȱtheȱPriceȬQualityȬSpaceȱ(FictitiousȱExample)ȱ
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Marketȱ segmentationȱ isȱ oftenȱ consideredȱ necessaryȱ forȱ successfulȱ brandȱ   Marketȱȱ positioning.ȱMarketȱsegmentationȱrefersȱtoȱtheȱprocessȱofȱdividingȱaȱ(heteroȬ Segmentationȱ

geneous)ȱtotalȱmarketȱbyȱcertainȱattributesȱintoȱ(moreȱhomogeneous)ȱpartialȱ markets.ȱSegmentationȱcriteriaȱcanȱbeȱdemographic,ȱsocioeconomic,ȱlifestyle,ȱ geographicȱ locationȱ andȱ manyȱ others.ȱ Segmentationȱ thereforeȱ includesȱ theȱ selectionȱ ofȱ oneȱ orȱ severalȱ marketȱ segmentsȱ andȱ targetingȱ theȱ marketingȱ towards ȱ theȱ purchasingȱbehaviour,ȱmotives,ȱorȱ expectationsȱofȱ theseȱ groupsȱ (Kotler ȱ etȱ al.ȱ pp.ȱ316Ȭ346).ȱ However,ȱ segmentationȱ isȱ oftenȱ consideredȱdiffiȬ cultȱforȱretailersȱwithȱgivenȱcatchmentȱareasȱandȱtheȱneedȱforȱhighȱcustomerȱ trafficȱ inȱ theirȱ storesȱ whichȱ requireȱ appealingȱ toȱ broadȱ customerȱ groupsȱ (Wileman/Jaryȱ1997).ȱ

Positioning ȱisȱoftenȱbasedȱonȱtheȱtwoȱgenericȱcompetitiveȱstrategiesȱofȱPorterȱ (1980):ȱcost/priceȱ leadershipȱ vs.ȱdifferentiationȱ (similarȱtoȱ Figureȱ6.1).ȱWhileȱ thisȱ broadȱclassificationȱcanȱalsoȱbeȱappliedȱtoȱretailing,ȱresearchersȱproposeȱ otherȱ frameworks,ȱ becauseȱ retailingȱ realityȱ showsȱ thatȱ thereȱ areȱ manyȱ opȬ tionsȱ forȱ differentiation.ȱ Theȱ followingȱ areȱ amongȱ theȱ positioningȱ dimenȬ sions ȱ mostȱ frequentlyȱ proposedȱ (seeȱ e.g.ȱ Wortzelȱ 1987,ȱ p.ȱ50;ȱ Davisȱ 1992,ȱ p.ȱ14;ȱMorschett/Swoboda/SchrammȬKleinȱ2006):ȱ

� � qualityȱofȱmerchandiseȱ

� � varietyȱofȱmerchandiseȱ

� � convenienceȱ

� � priceȱ

� � customerȱserviceȱ

� � locationȱ

� � storeȱatmosphere.ȱ

Successfulȱ positioningȱ canȱ beȱ basedȱ onȱ anyȱ retailȱ activitiesȱ andȱ aȱ uniqueȱ profileȱ alongȱ theȱ variousȱ dimensionsȱ yieldsȱ aȱ clearȱ positionȱ thatȱ isȱ theȱ preȬ requisite ȱ ofȱ aȱ strongȱ brand.ȱ Atȱ theȱ sameȱ time,ȱ theȱ advertisingȱ spendingȱ ofȱ retailers ȱhasȱincreasedȱstronglyȱoverȱtheȱlastȱfewȱdecadesȱandȱ–ȱasȱanȱindicaȬ torȱofȱ theȱ increasingȱ relevanceȱ ofȱretailȱbrandingȱ –ȱ inȱmanyȱ countries,ȱ retailȱ storesȱareȱamongȱtheȱmostȱheavilyȱ advertisedȱ“products”ȱinȱtermsȱofȱmediaȱ spending.ȱ

 

Retail Brand Image 

Retail ȱbrandȱpositioningȱisȱbasedȱonȱaȱsetȱofȱfixedȱdimensionsȱalongȱwhichȱaȱ retailerȱisȱperceivedȱtoȱ beȱlocated.ȱHowever,ȱ theȱretailȱbrandȱisȱbroaderȱthanȱ theȱactualȱpositioning.ȱTheȱtotalȱbrandȱknowledgeȱwhichȱaȱconsumerȱassociȬ
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atesȱ withȱ aȱ brandȱ isȱ relevantȱ toȱ theȱ brandȱ strength.ȱ Theȱ associativeȱ networkȱ modelȱ viewsȱ memoryȱ asȱ consistingȱ ofȱ aȱ networkȱ ofȱ nodes,ȱ representingȱ storedȱinformation,ȱandȱconnectingȱlinks.ȱAnyȱtypeȱofȱinformationȱconnectedȱ toȱ theȱ brandȱisȱstoredȱ inȱ theȱmemoryȱnetwork,ȱincludingȱverbal,ȱ visual,ȱ abȬ stract,ȱandȱacousticȱinformation.ȱRetailȱbrandȱimageȱcanȱbeȱdefinedȱasȱpercepȬ tionsȱ aboutȱ aȱ retailerȱ asȱ reflectedȱ byȱ theȱ brandȱ associationsȱ storedȱ inȱ conȬ sumerȱmemory.ȱTheȱstrengthȱofȱtheȱbrandȱcanȱbeȱevaluatedȱbyȱanalysingȱtheȱ various ȱ relevantȱ associations.ȱ Theirȱ uniqueness,ȱ favourability,ȱ strength,ȱ andȱ theȱcertaintyȱwithȱwhichȱconsumersȱlinkȱtheȱinformationȱwithȱtheȱbrand,ȱareȱ theȱ dimensionsȱ toȱ considerȱ (Krishnanȱ 1996;ȱ Kellerȱ 1993).ȱ Theȱ retailȱ brandȱ imageȱ isȱ complexȱ andȱ itȱisȱ connectedȱ toȱanȱarrayȱ ofȱ otherȱ images,ȱbothȱatȱ aȱ higherȱ levelȱ asȱ wellȱ asȱ inȱ theȱ formȱ ofȱ subȬimages.ȱ Theȱ retailȱ storeȱ formatȱ imageȱ (i.e.ȱ categoryȱ killerȱ image),ȱ shoppingȱ centreȱ image,ȱ locationȱ image,ȱ priceȱ image,ȱ merchandiseȱ imageȱ andȱ otherȱ componentsȱ ofȱ theȱ storeȱ orȱ itsȱ contextȱareȱ allȱconnectedȱtoȱtheȱ retailȱbrandȱimageȱandȱareȱpartȱofȱtheȱmemȬ oryȱnetworkȱofȱtheȱconsumer.ȱ

 

Principles of Successful Retail Branding 

All ȱretailȱmarketingȱinstrumentsȱaffectȱtheȱretailȱ brand,ȱasȱillustratedȱ byȱtheȱ notionȱofȱtheȱcomprehensiveȱretailȱbrandȱimage,ȱwhichȱisȱmadeȱupȱofȱaȱuniȬ verseȱ ofȱ interconnectedȱ associations.ȱ Toȱ developȱ aȱ strongȱ andȱ successfulȱ brand,ȱ threeȱ basicȱ principlesȱ areȱ mentionedȱ inȱ literatureȱ (Morschettȱ 2002,ȱ pp.ȱ43Ȭ47):ȱ

� differentiationȱfromȱcompetitorsȱ

� longȬtermȱmarketingȱcontinuityȱ

� coherenceȱofȱdifferentȱmarketingȱcomponents.ȱ

Differentiationȱ    Achievingȱdifferentiationȱ(inȱconsumers’ȱminds)ȱisȱaȱcentralȱcharacteristicȱofȱaȱ

brandȱ(Aakerȱ1996,ȱp.ȱ329),ȱasȱhasȱalreadyȱbeenȱpointedȱoutȱinȱtheȱdiscussionȱ on ȱ positioning.ȱ Higherȱ levelsȱ ofȱ differentiationȱ fromȱ theȱ competitorȱ areȱ exȬ pectedȱtoȱleadȱtoȱhigherȱprofitability.ȱOnlyȱbrandsȱthatȱareȱwellȱdistinguishedȱ fromȱ theirȱ competitorsȱ canȱ buildȱ upȱ longȬtermȱ customerȱ loyaltyȱ andȱ avoidȱ storeȱswitchingȱbyȱtheȱconsumers.ȱȱ

Continuityȱ   Establishingȱ aȱ clearȱ brandȱ imageȱ isȱ aȱ longȬtermȱ process.ȱ Brandsȱ areȱ estabȬ

lishedȱ throughȱ consumerȱ learningȱ processes.ȱ Consumersȱ storeȱ associationsȱ inȱtheirȱmemory.ȱBrandȱassociationsȱbecomeȱstrongerȱoverȱtimeȱandȱmustȱbeȱ reinforcedȱ byȱrepeatedȱ exposureȱ toȱtheȱ sameȱbrandȱmessages,ȱ becauseȱtheyȱ mightȱotherwiseȱ fadeȱaway.ȱTheȱpastȱ investmentȱinȱ theȱ brandȬbuildingȱisȱatȱ least ȱpartlyȱlostȱifȱtheȱbrandȱmarketingȱisȱchanged.ȱThus,ȱcontinuityȱisȱimporȬ tant.ȱAlso,ȱriskȱreductionȱisȱoneȱofȱaȱbrand’sȱmainȱfunctions.ȱConsumersȱtrustȱ

 

128

Strategic Marketing in Retailing Part II

aȱ brand,ȱbecauseȱitȱentailsȱaȱstandardisedȱandȱuniformȱofferȱ underȱaȱcertainȱ brand ȱ name.ȱ Someȱ ofȱ theȱ world’sȱ mostȱ successfulȱ brandsȱ demonstrateȱ thatȱ retainingȱ theȱ sameȱ brandȱ messageȱ andȱ communicationȱ (withȱ slightȱ variaȬ tions)ȱforȱyearsȱandȱevenȱdecadesȱisȱoneȱofȱtheȱkeyȱprerequisitesȱofȱsuccessfulȱ branding.ȱ

Theȱretailȱmarketingȱmixȱincludesȱallȱmarketingȱinstrumentsȱthatȱaȱretailerȱcanȱ    ȱ deploy. ȱTheȱtermȱmixȱindicatesȱthatȱtheȱinstrumentsȱareȱnotȱusedȱinȱisolation,ȱ    ȱ butȱ thatȱ theyȱ jointlyȱ influenceȱ theȱ consumer.ȱ Inȱ orderȱ toȱ beȱ successful,ȱ allȱ    ȱ marketingȱ measuresȱ mustȱ beȱ coordinatedȱtoȱ ensureȱaȱ closeȱfitȱ withȱ oneȱanȬ    ȱ otherȱandȱthatȱallȱmeasuresȱconveyȱtheȱsameȱbrandȱmessage.ȱBecauseȱinconȬ    ȱ sistencyȱmakesȱaȱbrandȱimageȱfragileȱ andȱ consumersȱstriveȱforȱinternalȱharȬ    ȱ mony ȱorȱcongruityȱinȱtheirȱknowledgeȱandȱinformationȱ(“theoryȱofȱcognitiveȱ   ȱ dissonance”), ȱ creatingȱ coherenceȱ betweenȱ allȱ theȱ differentȱ facetsȱ ofȱtheȱ retailȱ Coherenceȱ

brandȱ isȱ crucialȱ forȱ success.ȱ Consideringȱ theȱ complexityȱ ofȱ theȱ retailȱ enviȬ ronment,ȱ ensuringȱ aȱ fitȱ amongȱ theȱ marketingȱ instrumentsȱ andȱ allȱ brandȱ contactȱ pointsȱ isȱ challenging.ȱ IKEAȱ (seeȱ caseȱ studyȱ IKEAȱ inȱ thisȱ Chapter),ȱ Sephora,ȱdmȬdrogerieȱmarkt,ȱTheȱBodyȱShop,ȱBoots,ȱZaraȱandȱothersȱareȱexamplesȱ ofȱ successfulȱ brandsȱ thatȱ succeedȱ inȱ projectingȱ aȱ uniformȱ imageȱ withȱ theirȱ storeȱatmosphere,ȱmerchandise,ȱpricing,ȱcommunication,ȱandȱservice.ȱ

 

Conclusion and Outlook 

Someȱ ofȱ theȱ mostȱ successfulȱ retailersȱ inȱ theȱ worldȱ haveȱ developedȱ intoȱ strongȱ brandsȱ withoutȱ havingȱ consciouslyȱ managedȱ theirȱ brandsȱ (WileȬ man/Jary ȱ 1997,ȱ p.ȱ20).ȱ Whileȱ thisȱ isȱ true,ȱ itȱ isȱ importantȱ toȱ noteȱ thatȱ manyȱ successfulȱretailersȱhaveȱdevelopedȱstrongȱbrandsȱbyȱ–ȱevenȱifȱunconsciously,ȱ adoptingȱtheȱ aboveȱmentionedȱprinciplesȱ ofȱ branding.ȱFromȱtheȱveryȱbeginȬ ning,ȱ Aldi,ȱ IKEA,ȱTesco,ȱWalȬMart,ȱ Lidl,ȱandȱothersȱhaveȱhadȱ aȱ clearȱ andȱdisȬ tinct ȱ profile.ȱTheyȱpursuedȱ theirȱownȱ marketingȱ approachȱoverȱseveralȱ decȬ adesȱand,ȱsupportedȱbyȱ aȱstrongȱcorporateȱculture,ȱhaveȱ beenȱveryȱcoherentȱ inȱallȱtheirȱactivities.ȱDifferentiation,ȱcontinuityȱandȱcoherenceȱinȱtheseȱcasesȱ wereȱoftenȱensuredȱbyȱtheȱfounder(s),ȱwho,ȱoverȱtheȱyears,ȱdevelopedȱaȱclearȱ understandingȱofȱwhatȱtheirȱcompanyȱshouldȱstandȱforȱ–ȱandȱfollowedȱthatȱ throughȱrigorously.ȱ

Brandȱmanagementȱ gainsȱ additionalȱ relevanceȱthroughȱtheȱinternationalisaȬ tionȱ ofȱ retailersȱ (e.g.,ȱ shouldȱ retailersȱ useȱ theȱ sameȱnameȱinȱ allȱ countries?),ȱ withȱtheȱongoingȱwaveȱofȱmergersȱ&ȱacquisitionsȱinȱretailingȱ(e.g.,ȱshouldȱanȱ acquiredȱretailerȱkeepȱhisȱretailȱbrandȱorȱbeȱadaptedȱtoȱtheȱacquirer’sȱbrand?)ȱ and ȱ withȱ multiȬchannelȱ retailing.ȱ Especiallyȱ inȱ theȱ caseȱ ofȱ storeȱ retailersȱ expandingȱ theirȱbusinessȱ toȱtheȱInternet,ȱtheȱ strategicȱ decisionȱ onȱusingȱtheȱ sameȱ retailȱ brandȱ acrossȱchannelsȱ orȱseparatingȱ theȱ Internetȱ shopȱ fromȱ theȱ
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storeȱoutlets,ȱisȱcrucialȱandȱfarȬreachingȱ(seeȱcaseȱstudyȱMediaȱMarktȱinȱChapȬ ter ȱ2).ȱ

In ȱ recentȱ years,ȱ competitionȱ andȱ changingȱ consumerȱ behaviourȱ haveȱ inȬ creasedȱ theȱ relevanceȱ ofȱ retailȱ brandingȱ tremendously.ȱSuchȱ brandingȱ aimsȱ atȱenhancingȱdifferentiationȱandȱcustomerȱloyalty.ȱRetailȱbrandȱmanagementȱ includesȱallȱcomponentsȱofȱtheȱretailȱmarketingȱmixȱandȱdevelopsȱaȱstrategicȱ understanding ȱofȱtheȱintendedȱpositioningȱofȱtheȱretailȱcompany.ȱDevelopingȱ aȱ retailȱ brandingȱ strategyȱ helpsȱ toȱ ensureȱ theȱ coherenceȱ ofȱ allȱ marketingȱ messagesȱ andȱ marketȱ appearancesȱ ofȱ theȱ company.ȱ Successfulȱ companiesȱ changeȱ overȱ time,ȱ butȱ consideringȱtheȱ prerequisitesȱ ofȱ successfulȱ branding,ȱ theȱbrandȱcoreȱshouldȱremainȱstable.ȱ
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Case Study: IKEA 1

 

Profile, History, and Status Quo 

Since ȱ itsȱ foundationȱ byȱ Ingvarȱ Kampradȱ inȱ 1943,ȱ IKEAȱ hasȱ becomeȱ theȱ world’sȱ largestȱ furnitureȱ retailer,ȱ specialisingȱ inȱ stylish,ȱ butȱ inexpensiveȱ ScandinavianȬdesignedȱhomeȱfurnishingȱandȱfurniture.ȱTheȱfollowingȱnumȬ bersȱconveyȱthisȱprivatelyȬheldȱretailer’sȱextraordinaryȱdimensions:ȱ

Dimensionsȱofȱ   � moreȱthanȱ270ȱoutletsȱinȱ35ȱcountriesȱonȱfourȱcontinentsȱ

Largest             � 14.8ȱmillionȱEURȱturnoverȱinȱtheȱfinancialȱyearȱ2005ȱ ȱ theȱWorld’sȱȱ

Furnitureȱ

Retailerȱ    � 410ȱmillionȱcustomersȱinȱtheȱfinancialȱyearȱ2005ȱ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱforȱthisȱ caseȱ studyȱ includeȱ theȱ webȱ sitesȱ http://www.ikea.comȱandȱ

http://www.ikeaȬgroup.ikea.com,ȱtheȱsocialȱ&ȱenvironmentalȱresponsibilityȱreportȱ 2005ȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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� � 160ȱmillionȱprintedȱcatalogues,ȱpublishedȱinȱ25ȱdifferentȱlanguagesȱ(2005)ȱ

� � aroundȱ90,000ȱemployees,ȱsoȬcalledȱcoȬworkers.ȱ

Evenȱ today,ȱ afterȱ moreȱ thanȱ 50ȱyearsȱ ofȱ businessȱ activity,ȱ IKEAȱ isȱ stillȱ    ȱ stronglyȱ associatedȱ withȱ itsȱfounder,ȱ Ingvarȱ Kamprad.ȱ Inȱ1943,ȱ heȱ foundedȱ    ȱ IKEA,ȱsellingȱsuchȱitemsȱasȱpens,ȱwallets,ȱjewelleryȱandȱpictureȱframes.ȱ Theȱ    ȱ nameȱ IKEAȱ isȱ anȱ acronym.ȱ Iȱ andȱ Kȱ areȱ theȱ founder’sȱ initials;ȱ Eȱ standsȱ forȱ    ȱ Elmtaryd, ȱ theȱ nameȱ ofȱ hisȱ parents’ȱ farm,ȱ andȱ Aȱ representsȱAgunnaryd,ȱ hisȱ   ȱ hometownȱ inȱ theȱ Southernȱ Swedishȱ provinceȱ ofȱ Småland.ȱ A ȱ smallȱ mailȬ    ȱ orderȱ catalogueȱ wasȱ establishedȱ andȱ furnitureȱ wasȱ introducedȱ intoȱ theȱ    ȱ product ȱ rangeȱ inȱ 1947ȱ andȱ hasȱ beenȱ theȱ focusȱ sinceȱ 1951.ȱ Dueȱ toȱ customerȱ   ȱ scepticismȱtowardsȱbuyingȱfurnitureȱ unseen,ȱKampradȱopenedȱ aȱshowroomȱ   ȱ inȱtheȱvillageȱ ofȱÄlmhultȱinȱ1953,ȱwhereȱcustomersȱcouldȱexamineȱtheȱprodȬ    ȱ uctsȱbeforeȱordering.ȱInȱ1955,ȱdueȱtoȱaȱsuppliers’ȱboycottȱcausedȱbyȱpressureȱ    ȱ fromȱ competitors,ȱ IKEAȱ startedȱ designingȱ itsȱ ownȱ furniture.ȱ Oneȱ ofȱ IKEA’sȱ    ȱ central ȱ characteristics,ȱ knockedȱ downȱ furnitureȱ soldȱ inȱ flatȱ packs,ȱ wasȱ inȬ    KnockedȱDownȱ vented ȱ inȱ 1956.ȱ Inȱ 1958,ȱ theȱ firstȱ IKEAȱ storeȱ wasȱ openedȱ inȱ Älmhult.ȱ Sinceȱ    FurnitureȱinȱFlatȱ then,ȱ theȱ companyȱ hasȱ expandedȱsteadilyȱ andȱitsȱfirstȱ ventureȱintoȱ internaȬ    Packsȱsinceȱ1956ȱ tionalisationȱwasȱinȱ1963,ȱwhenȱtheȱfirstȱstoreȱoutsideȱSwedenȱwasȱopenedȱinȱ Oslo,ȱNorway.ȱ

Traditionally,ȱ theȱ homeȱ furnishingsȱ marketȱ wasȱ veryȱ localȱ inȱ orientation,ȱ becauseȱ consumers’ȱ tastesȱ varyȱ substantiallyȱ betweenȱ regionsȱ andȱ becauseȱ theȱtransportationȱcostsȱoverȱlongȱdistancesȱoftenȱrenderȱinternationalȱactiviȬ tiesȱuneconomic.ȱHowever,ȱtheȱIKEAȱconceptȱhasȱprovenȱitselfȱtoȱbeȱefficientȱ andȱ internationallyȱviable.ȱThatȱisȱwhyȱthisȱretailerȱcurrentlyȱfacesȱnoȱdirectȱ competitorsȱwithȱanȱequivalentȱglobalȱscope.ȱ

Despiteȱ theȱ retailer’sȱ retailȱ brandȱ positioningȱ beingȱ thoroughlyȱ Swedish,ȱ Complicatedȱ

IKEA ȱ has,ȱ ironically,ȱnotȱ beenȱ Swedishȱ inȱ aȱ “strictȱlegalȱ sense”ȱ(TheȱEconoȬ    Ownershipȱ mistȱ2006,ȱp.ȱ69)ȱsinceȱtheȱ earlyȱ1980s.ȱThisȱisȱtheȱresultȱofȱitsȱ complexȱ ownȬ    Structureȱ ershipȱstructureȱwhichȱisȱdesignedȱtoȱminimiseȱtaxȱandȱdisclosure.ȱAlso,ȱtheȱ structure ȱ rendersȱ IKEAȱ almostȱ immuneȱ toȱ aȱ possibleȱ takeoverȱ (Theȱ EconoȬ mistȱ2006,ȱp.ȱ69).ȱȱ

Theȱ wholeȱ IKEAȱ groupȱ isȱ ownedȱ byȱ theȱ Stichtingȱ INGKAȱ Foundation,ȱ regisȬ teredȱinȱtheȱNetherlands.ȱINGKAȱHoldingȱB.V.,ȱtheȱparentȱcompanyȱforȱallȱtheȱ companies ȱcomprisingȱtheȱIKEAȱGroupȱisȱownedȱbyȱtheȱfoundation.ȱSupportȱ forȱtheȱworkȱwithinȱ theȱcompaniesȱofȱtheȱIKEAȱgroupȱ isȱdeliveredȱbyȱaȱtotalȱ ofȱnineȱstaffȱunitsȱinȱtheȱNetherlandsȱ(IKEAȱServicesȱB.V.)ȱandȱSwedenȱ(IKEAȱ Servicesȱ AB).ȱ InterȱIKEAȱ SystemsȱB.V.ȱ ownsȱtheȱIKEAȱconceptȱ andȱ trademark.ȱ Itȱ alsoȱ hasȱ franchisingȱ agreementsȱ withȱ theȱ IKEAȱ storesȱ worldwide.ȱ (Seeȱ Figure ȱ6.2ȱforȱIKEA’sȱownershipȱstructure.)ȱ
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Figureȱ6.2ȱ    OwnershipȱandȱOrganisationȱStructureȱ
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IKEA’s Profile 

Theȱcompany’sȱofficiallyȱpublishedȱvisionȱisȱ“toȱcreateȱaȱbetterȱeverydayȱlifeȱ forȱ theȱ manyȱ people”ȱ whichȱ isȱ achievedȱ byȱ combiningȱ aestheticȱ andȱ pragȬ maticȱ furnitureȱdesignȱandȱsolidȱqualityȱwithȱtheȱconstantȱdriveȱ toȱ cutȱcostsȱ andȱ passȱtheȱsavingsȱ onȱtoȱcustomers.ȱThisȱvisionȱisȱmanifestedȱ inȱ theȱbusiȬ nessȱideaȱ“Toȱ offerȱaȱwideȱrangeȱofȱwellȱdesigned,ȱfunctionalȱhomeȱ furnishȬ ingȱproductsȱatȱpricesȱsoȱlowȱthatȱasȱmanyȱpeopleȱasȱpossibleȱwillȱbeȱableȱtoȱ affordȱthem”.ȱȱ

Theȱcornerstonesȱ ofȱtheȱ IKEAȱ concept,ȱ whichȱareȱtheȱ basisȱ ofȱachievingȱ thisȱ vision ȱ andȱ businessȱconcept,ȱ are,ȱ inȱ manyȱcases,ȱtheȱ exactȱ oppositeȱ ofȱ conȬ ventionalȱ furnitureȱ retailingȱ andȱ haveȱ turnedȱ theȱ traditionalȱ basisȱ ofȱ theȱ furnitureȱbusinessȱupsideȱdown:ȱ

� Whereasȱ traditionalȱ homeȱ furnitureȱ storesȱ areȱ locatedȱ asȱ boutiquesȱ inȱ

cityȱcentres,ȱIKEAȱhasȱdevelopedȱlarge,ȱevenȱhugeȱstoresȱonȱtheȱoutskirtsȱ (categoryȱkiller).ȱ

� Insteadȱofȱshopȱassistance,ȱcustomersȱserveȱthemselves.ȱ

� Asȱopposedȱtoȱtraditionalȱsourcing,ȱ theȱscopeȱofȱwhichȱwasȱalwaysȱveryȱ

local,ȱIKEAȱhasȱsourcedȱonȱaȱglobalȱscaleȱfromȱtheȱveryȱbeginning.ȱ
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� � Theȱ traditionalȱ focusȱ onȱ middleȱ toȱ upperȬmiddleȬagedȱ customersȱ hasȱ

beenȱshiftedȱtoȱyoungerȱpeople.ȱ

� � Insteadȱ ofȱ theȱ assembledȱ furnitureȱ beingȱ deliveredȱ atȱ aȱ relativelyȱ highȱ

price,ȱ customersȱ bothȱ transportȱ andȱ assembleȱ theȱ flatȱ packȱ furnitureȱ themselves.ȱThisȱselfȬserviceȱonȱtheȱpartȱofȱtheȱcustomersȱallowsȱIKEAȱtoȱ lowerȱ theirȱ pricesȱ tremendously,ȱ inȱ comparisonȱ withȱ traditionalȱ homeȱ furnishing ȱretailers.ȱ

� � Whenȱ IKEAȱ startedȱ inȱ Sweden,ȱ darkȱ andȱ heavyȱ furnitureȱ wasȱ popular,ȱ

butȱ IKEAȱ introducedȱ itsȱ trademarkȱ lightȱ Scandinavianȱ style,ȱ characterȬ isedȱ byȱ blondeȱ wood,ȱ naturalȱ materialȱ andȱ modernȱ designȱ (cf.ȱ Kling/Gotemanȱ2003,ȱpp.ȱ31Ȭ32).ȱ

Hence,ȱ theȱ mainȱ dimensionsȱofȱretailingȱwhichȱestablishȱIKEA’sȱ positioningȱ Positioningȱ

(seeȱ sectionȱ “Retailȱ Brandȱ Positioning”)ȱ areȱ clearlyȱ price,ȱ varietyȱ ofȱ merȬ Dimensionsȱ

chandise,ȱandȱ storeȱ atmosphere.ȱ IKEAȱ offersȱ theȱ sameȱ productȱ rangeȱ onȱ anȱ internationalȱ scale,ȱ andȱ adaptsȱ theȱ storeȱ layouts,ȱ presentationȱ ofȱ theȱ prodȬ ucts,ȱ homeȱ servicesȱ offered,ȱ andȱ pricesȱonlyȱwhereȱnecessaryȱ inȱ accordanceȱ withȱ nationalȱ economicȱ andȱ culturalȱ conditionsȱ andȱ circumstances.ȱ Thisȱ enablesȱ IKEAȱ toȱ transferȱ itsȱ profileȱ appropriatelyȱ worldwideȱ (Millerȱ 2004,ȱ p.ȱ37).ȱTheȱretailerȱstandardisesȱasȱmuchȱasȱpossibleȱandȱadaptsȱonlyȱwhatȱisȱ necessary.ȱThereȱis,ȱforȱexample,ȱonlyȱoneȱsetȱofȱinstructionsȱforȱtheȱassemblyȱ of ȱ aȱpieceȱ ofȱfurniture,ȱregardlessȱofȱ country,ȱ becauseȱitȱ containsȱnoȱwrittenȱ language,ȱbutȱonlyȱvisualȱinstructionsȱ(Levy/Weitzȱ2007,ȱp.ȱ141).ȱ

 

Brand Image                                                     ȱ

Theȱ rootsȱ ofȱ IKEA’sȱ profileȱ andȱ brandȱ imageȱ areȱ locatedȱ withinȱ theȱ comȬ Swedishnessȱ

pany’sȱ Swedishȱ originsȱ andȱ heritage.ȱ Inȱ orderȱ toȱ emphasiseȱ thisȱ Swedishȱ image,ȱ allȱ itemsȱ soldȱ byȱ IKEAȱ carryȱ Swedishȱ orȱ Scandinavianȱ names.ȱ Bedsȱ are ȱ namedȱ afterȱ Norwegianȱ citiesȱ andȱ beddingȱ afterȱ flowersȱ andȱ plantsȱ byȱ IKEAȱofȱSweden.ȱTheȱbookcaseȱBilly,ȱ fourȱmillionȱofȱwhichȱwereȱsoldȱinȱ2005,ȱ andȱtheȱsofaȱKipplanȱareȱexamplesȱofȱtheȱworldwideȱbestsellers.ȱSwedenȱandȱ Swedishȱ characteristicsȱ areȱ oftenȱ associatedȱ with,ȱ forȱ instance,ȱ anȱ openȬ mindedȱandȱhealthyȱsociety,ȱnatureȱandȱfreshness.ȱȱ

TheȱcompanyȱalsoȱexplicitlyȱcommunicatesȱitsȱSwedishȱmanagementȱstyleȱofȱ a ȱ “consensusȱ culture”ȱ (Campaignȱ 2005,ȱ p.ȱ34)ȱ inȱ whichȱ employeesȱ areȱ enȬ couragedȱ toȱ takeȱresponsibilityȱandȱ learnȱ throughȱtheirȱ mistakes.ȱDueȱtoȱ itsȱ specificȱ profileȱ whichȱ isȱ dramaticallyȱ differentȱ fromȱ traditionalȱ furnitureȱ retailers, ȱ theȱ brandȱ imageȱ isȱ veryȱ clearȱ andȱ distinct.ȱ Figureȱ6.3ȱgivesȱ anȱ exȬ ample ȱ ofȱ aȱ possibleȱ associativeȱnetworkȱ whichȱ customersȱ typicallyȱ haveȱ ofȱ IKEA .ȱ

 

133

6    Retail Branding and Positioning

 

Figureȱ6.3ȱ    Consumer’sȱAssociativeȱNetworkȱofȱIKEAȱ(FictitiousȱExample)ȱ
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Thisȱ associativeȱ networkȱ isȱ aȱ reflectionȱ ofȱ whatȱ isȱ beingȱ referredȱ toȱ asȱ theȱ “IKEAȱ world”ȱ (Capellȱ 2005,ȱ p.ȱ46),ȱ anȱ entireȱ stateȱ ofȱ mind.ȱ IKEAȱ isȱ notȱ aȱ mereȱ furnitureȱ merchant,ȱ butȱ sellsȱ anȱ entireȱ lifestyle,ȱ aȱ modern,ȱ wellȬ educatedȱ andȱliberalȱ wayȱ ofȱlife.ȱTypicalȱ characteristicsȱ ofȱ thisȱlifestyleȱ alsoȱ includeȱaȱbalancedȱmixȱbetweenȱselfȬrealisationȱatȱworkȱandȱleisureȱtime,ȱjoyȱ ofȱlifeȱandȱaȱsenseȱofȱjusticeȱandȱforȱpoliticalȱandȱecologicalȱcorrectness.ȱ

DistinctȱRetailȱ    Atȱ itsȱ outlets,ȱ whichȱ areȱ usuallyȱ atȱ theȱ outskirtsȱ ofȱ urbanȱ agglomerations,ȱ

Experienceȱ    IKEAȱ offersȱ itsȱ customersȱ aȱ unique,ȱ “360Ȭdegreeȱ retailȱ experience”ȱ (Cookȱ

2003) ȱ whichȱspeaksȱtoȱ theȱsensesȱ andȱ isȱ largelyȱ theȱ sameȱinȱ allȱ partsȱofȱ theȱ world.ȱTheȱbrandȱlogoȱandȱtheȱoutsideȱpaintingȱofȱtheȱstoresȱ themselvesȱareȱ yellowȱandȱ blue,ȱtheȱSwedishȱnationalȱcolours.ȱInsideȱ theȱstore,ȱstrategicallyȱ placedȱbinsȱcontainingȱvariousȱ accessories,ȱpaperȱmeasuringȱ tapesȱandȱpenȬ cilsȱ provideȱ theȱ shopperȱ withȱ hapticȱ sensations.ȱ Customersȱ insideȱ aȱ storeȱ follow ȱaȱmarkedȱpathȱalongȱtheȱdifferentȱshowrooms,ȱthusȱensuringȱthatȱallȱ theȱmerchandiseȱisȱvisible.ȱAsȱaȱresultȱofȱthisȱfullyȬguidedȱcustomerȱflow,ȱtheȱ outcomeȱ ofȱ aȱ typicalȱ shoppingȱ tripȱ isȱ thatȱ theȱ customerȱ purchasesȱ variousȱ itemsȱheȱdidȱnotȱinitiallyȱintendȱtoȱbuyȱorȱevenȱknewȱheȱneeded.ȱ

A ȱ cafeteriaȱwhereȱshoppersȱ canȱrestȱ andȱ refreshȱ isȱ locatedȱatȱtheȱ middleȱ ofȱ eachȱ vastȱ building.ȱ Thisȱ strategicallyȱ placedȱ cafeteriaȱ preventsȱ customersȱ
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fromȱleavingȱ theȱstoreȱtoȱ getȱ somethingȱtoȱ eat,ȱwhichȱ wouldȱoftenȱresultȱ inȱ customersȱnotȱcomingȱbackȱtoȱtheȱstoreȱatȱall.ȱ

A ȱ veryȱ strongȱ associationȱwithȱ IKEAȱ areȱ itsȱ inexpensiveȱ prices.ȱ Itȱ isȱwidelyȱ Commitmentȱtoȱ

accepted ȱ thatȱ ifȱ itȱ wasȱ notȱ forȱ IKEA,ȱ mostȱ peopleȱ wouldȱ haveȱ noȱ accessȱ toȱ    CuttingȱCostsȱ affordableȱ contemporaryȱ designȱ(Capellȱ2005,ȱ p.ȱ47).ȱ Inȱ orderȱtoȱ achieveȱ itsȱ visionȱ ofȱ providingȱ “theȱ many”ȱ withȱ excellentȱ valueȱ forȱ moneyȱ furniture,ȱ IKEA ȱ isȱ committedȱ toȱ cuttingȱ costsȱ whereverȱ possible.ȱ Apartȱ fromȱ theȱ flatȬ packedȱfurnitureȱ thatȱcustomersȱ assembleȱthemselves,ȱ thusȱ activelyȱ particiȬ patingȱinȱmakingȱIKEA’sȱbusinessȱmodelȱwork,ȱtheȱfollowingȱotherȱelementsȱ alongȱtheȱvalueȱchainȱalsoȱreduceȱcosts:ȱ

� � Productȱ rangeȱ development:ȱ Aboutȱ 9,500ȱ productsȱ areȱ inȱ IKEA’sȱ rangeȱ

whichȱareȱsoldȱglobally.ȱTheyȱareȱdevelopedȱbyȱIKEAȱofȱSwedenȱaccordingȱ toȱ theȱ principleȱ ofȱ targetȱ costȱ pricing,ȱ whereȱ definingȱ theȱ finalȱ sellingȱ priceȱ ofȱ aȱ newȱ productȱ isȱ theȱ firstȱ stepȱ inȱ theȱ product’sȱ manufacturingȱ process.ȱAllȱsubsequentȱstepsȱinȱtheȱvalueȱchainȱareȱdesignedȱtoȱmeetȱthisȱ preȬdefinedȱsellingȱprice.ȱ

� � Production:ȱ IKEA’sȱindustrialȱgroupȱSwedwood,ȱestablishedȱ inȱ1991,ȱproȬ

ducesȱ woodȬbasedȱ furnitureȱ andȱ woodenȱ components.ȱ Itȱ hasȱ nineȱ proȬ ductionȱ unitsȱ mostlyȱ locatedȱ inȱ Easternȱ andȱ Centralȱ Europeȱ inȱorderȱ toȱ benefitȱfromȱlowȱlabourȱcosts.ȱ

� � Sourcing:ȱ 46ȱ tradingȱ officesȱ areȱ operatedȱ inȱ 32ȱ countries,ȱ managingȱ theȱ

mostlyȱlongȬtermȱrelationshipsȱwithȱ1,300ȱsuppliers.ȱ

� � Distribution:ȱ 28ȱ distributionȱ centresȱ inȱ 16ȱ countriesȱ provideȱ forȱ costȬ

efficientȱandȱenvironmentallyȱfriendlyȱdistribution.ȱ

� � IKEAȱ outlets:ȱ Productsȱ areȱ boughtȱ andȱ transportedȱ inȱ bulk;ȱ storesȱ areȱ

locatedȱinȱinexpensiveȱareas.ȱ

Itȱ isȱ alsoȱ widelyȱ knownȱ thatȱ allȱ IKEAȱ employees,ȱ evenȱ topȱ management,ȱ alwaysȱtravelȱasȱcheaplyȱasȱpossible,ȱproofȱofȱhowȱdeeplyȱtheȱmaximȱofȱcutȬ ting ȱ costsȱ isȱ rootedȱ inȱ theȱ company’sȱ values.ȱ Theȱ strictȱ costȬorientationȱ reȬ sultsȱ inȱ operatingȱ profitȱ marginsȱ ofȱ 16ȱ%ȱ toȱ 17ȱ%ȱ whichȱ isȱ “phenomenal”ȱ (TheȱGuardianȱ2004)ȱinȱretailing.ȱ

AnotherȱmajorȱkeyȱtoȱIKEA’sȱbrandȱimageȱ isȱitsȱveryȱclearȱandȱcoherentȱcorȬ    DistinctȱCorpoȬ porateȱculture.ȱEmployeesȱareȱcalledȱcoȬworkersȱandȱareȱ“investedȱin”ȱbyȱtheȱ    rateȱCultureȱ company. ȱ Forȱ example,ȱ thereȱ areȱ internalȱ educationȱ andȱ trainingȱ proȬ    ȱ grammes ȱ whichȱ ensureȱ thatȱ everyoneȱ understandsȱ IKEA’sȱ philosophyȱ ofȱ   ȱ simplicityȱ andȱ humilityȱ asȱ wellȱ asȱ theȱ company’sȱ origins.ȱ Theȱ goalȱ isȱ toȱ    ȱ achieveȱ aȱ feelingȱ ofȱ beingȱ partȱ ofȱ theȱ IKEAȱ family.ȱ Sinceȱ theȱ organisationalȱ    FeelingȱofȱUnityȱ structures ȱ areȱ veryȱ horizontal,ȱtheȱ distanceȱbetweenȱmanagersȱ andȱemployȬ ees ȱ isȱ small,ȱwhichȱ fostersȱ aȱfeelingȱofȱ unity.ȱ Inȱ orderȱtoȱ avoidȱ bureaucracy,ȱ
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beingȱallowedȱtoȱmakeȱmistakesȱandȱ toȱ acceptȱresponsibilityȱisȱaȱ coreȱvalueȱ at ȱIKEAȱandȱhasȱalwaysȱ beenȱsupportedȱproactivelyȱ byȱ theȱ company’sȱfounȬ derȱ(Martensonȱ2001,ȱp.ȱ33).ȱ

 

Marketing Activities 

Theȱcompany’sȱ“Swedishness”ȱisȱatȱtheȱcoreȱofȱeveryȱmarketingȱmessage.ȱAllȱ marketingȱ activitiesȱ areȱ carefullyȱ harmonisedȱ withȱeachȱ otherȱ andȱ promoteȱ theȱretailȱbrandȱinȱorderȱtoȱstrengthenȱitsȱpositioning.ȱTheȱmarketingȱprocessȱ includes ȱtheȱfollowingȱimportantȱactivities:ȱ

� Catalogue:ȱTheȱcatalogueȱisȱtheȱmainȱmarketingȱtool,ȱaccountingȱforȱ70ȱ%ȱ

ofȱ theȱ marketingȱ budget.ȱ Sinceȱ IKEA’sȱ beginnings,ȱ theȱ catalogue,ȱ comȬ binedȱwithȱ showroomsȱatȱtheȱ outlets,ȱ hasȱ beenȱ theȱ primaryȱ channelȱ forȱ reachingȱ theȱ customers.ȱ Itȱ demonstratesȱ theȱ breadthȱ ofȱ IKEA’sȱ productȱ rangeȱ andȱ isȱ intendedȱ toȱ beȱ aȱ sourceȱ ofȱ inspirationȱ toȱ itsȱ readers.ȱ Withȱ 160ȱmillionȱcopiesȱprintedȱinȱ2005,ȱitȱisȱalsoȱtheȱworld’sȱlargestȱfreeȱcomȬ mercialȱpublication.ȱ

� TVȱadvertisingȱraisesȱ awarenessȱ ofȱ theȱbrandȱandȱ drivesȱcustomersȱ intoȱ

the ȱ stores.ȱ Theȱ advertisementsȱ alwaysȱprovokeȱ controversyȱ andȱ debate,ȱ leadingȱ toȱ increasedȱ consumerȱ involvement,ȱ whetherȱ orȱ notȱ emotionalȱ reactionsȱareȱpositiveȱorȱnegative.ȱTheȱoftenȱcontroversialȱandȱ“attentionȬ getting”ȱ(Martensonȱ1987,ȱp.ȱ13)ȱadvertisingȱsupportsȱIKEA’sȱuniquenessȱ andȱ thusȱ strengthensȱ theȱ brand.ȱ Itȱ isȱ preciselyȱ theȱ selfȬdeprecatingȱ witȱ andȱ selfȬironyȱ typicalȱ ofȱ IKEA’sȱ commercialsȱ thatȱ contributeȱ toȱ theȱ conȬ genialȱandȱ“cuddlyȱpublicȱimage”ȱ(TheȱGuardianȱ2004).ȱExamplesȱareȱtheȱ controversialȱ “Don’tȱ beȱ soȱ English”ȱ TVȱ commercialsȱ whichȱ airedȱ inȱ theȱ UK, ȱ whichȱ encouragedȱ UKȱ customersȱ toȱ beȱ moreȱ adventurousȱ inȱ theirȱ choice ȱ ofȱ furnitureȱ orȱ theȱ yearlyȱ “IKEAȱ celebratesȱ Knut”ȱ campaignȱ inȱ GermanyȱandȱAustriaȱwhichȱairsȱshortlyȱafterȱChristmas,ȱpromptingȱcusȬ tomersȱtoȱrenewȱtheirȱoldȱfurnitureȱ whileȱgettingȱridȱ ofȱtheirȱoldȱChristȬ masȱtrees.ȱ

� Customerȱ relationshipȱ management:ȱ IKEAȱ offersȱ aȱ freeȱ customerȱ cardȱ

(IKEAȱ FAMILY)ȱ whichȱ providesȱ cardȱ holdersȱ andȱ automaticȱ clubȱ memȬ bersȱ with,ȱ forȱ example,ȱ specialȱ promotionsȱ andȱ aȱ quarterlyȱ magazineȱ withȱ currentȱ homeȱ furnishingȱ trendsȱ andȱ inspirations.ȱ Anȱ electronicȱ newsletterȱ isȱ alsoȱ availableȱ forȱ free.ȱ Eventsȱ andȱ workshopsȱ areȱ offeredȱ regularlyȱandȱenhanceȱtheȱretailer’sȱSwedishȱimage,ȱe.g.ȱcrayfishȱmeals.ȱȱ

In ȱapplyingȱallȱtheȱvariousȱmarketingȱinstruments,ȱIKEAȱhasȱremainedȱ“conȬ sistentȱ overȱ time”ȱ (Davis/Greenȱ 2000,ȱ p.ȱ30)ȱ whichȱ hasȱ strengthenedȱ theȱ uniquenessȱofȱtheȱretailȱbrand.ȱ
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Inȱ 2006,ȱ IKEAȱ launchedȱ itsȱownȱ storeȱ brandȱ forȱ groceries.ȱ Theȱproductsȱ areȱ    NewȱStoreȱBrandȱ soldȱ atȱ itsȱ Swedenȱ Shopsȱ forȱ groceriesȱ insideȱ theȱ outletsȱ andȱ furtherȱ    forȱGroceriesȱ strengthen ȱ theȱ brandȱ image.ȱ Sinceȱ theȱ storeȱ brandȱ rangeȱ concentratesȱ onȱ Swedishȱ specialtiesȱ suchȱ asȱ smokedȱ elkȱ sausage,ȱ itȱ willȱ furtherȱ intensifyȱ IKEA’sȱSwedishȱbrandȱimage.ȱTheȱretailerȱexpectsȱtheȱstoreȱbrandȱtoȱaccountȱ forȱ30ȱ%ȱofȱallȱspecialtyȱsalesȱbyȱ2007ȱ(Wellmanȱ2005,ȱp.ȱ7).ȱ

 

Target Group 

IKEA’s ȱ keyȱtargetȱmarketȱ comprisesȱallȱcustomersȱ“justȱ startingȱ outȱ whoȱareȱ in ȱ needȱ ofȱ relativelyȱ cheap,ȱ sturdyȱ furniture”ȱ (Cookȱ 2003).ȱ Thisȱ includesȱ young,ȱlowȱtoȱmiddleȱincomeȱfamilies,ȱcollegeȱstudents,ȱsingleȱhouseholdsȱasȱ wellȱ asȱ youngȱ urbanȱ professionals.ȱ Thisȱ “eclecticȱ mixȱ ofȱcustomers”ȱ (Moonȱ 2005,ȱ p.ȱ89)ȱ constitutesȱ aȱ wholeȱ newȱ customerȱ segment,ȱ asȱ opposedȱ toȱ theȱ traditionalȱ targetȱ marketȱ ofȱ furniture.ȱ IKEAȱ itselfȱ hasȱ describedȱ itsȱ targetȱ marketȱ asȱ “youngȱ peopleȱ inȱ allȱ ages”ȱ (Martensonȱ 1987,ȱ p.ȱ15).ȱ Theȱ globalȱ middleȱ classȱ whichȱ IKEAȱ targetsȱ sharesȱ manyȱ buyingȱ habitsȱ (Capellȱ 2005,ȱ p.ȱ48),ȱ allowingȱ theȱ retailerȱ toȱ transferȱ itsȱ successfulȱ businessȱ modelȱ inȱ anȱ almostȱstandardisedȱmannerȱtoȱitsȱforeignȱmarkets.ȱThisȱinternationalȱexpanȬ sion ȱ hasȱ workedȱ almostȱ flawlessly,ȱ withȱ theȱ exceptionȱ ofȱ theȱ USȱ market,ȱ whereȱtheȱretailerȱstruggledȱafterȱitsȱmarketȱentryȱinȱ1985.ȱ IKEA’sȱreluctanceȱ toȱ makeȱsomeȱ necessaryȱadaptationsȱtoȱ USȱhabitsȱ andȱ preferences,ȱ becauseȱ ofȱ theȱ dropȱ inȱ economiesȱ ofȱ scale,ȱ isȱ normallyȱ regardedȱ asȱ theȱ reasonȱ forȱ theseȱinitialȱproblemsȱ(Lewisȱ2005).ȱ

The ȱ entireȱ retailȱ conceptȱ isȱ designedȱ toȱ fitȱ theȱ targetȱ group’sȱ needs:ȱ affordȬ    BrandȱImageȱ able,ȱyetȱ stylishȱ furniture,ȱ inȱmanyȱ casesȱforȱaȱ couple’sȱfirstȱ commonȱ apartȬ    Tailoredȱtoȱtheȱ ment,ȱ oneȬstopȬshoppingȱ underȱ oneȱ roof,ȱ aȱ kid’sȱ cornerȱ calledȱ Smålandȱ    TargetȱGroupȱ whereȱchildrenȱareȱtakenȱ careȱ ofȱwhileȱ theȱparentsȱareȱshopping,ȱandȱ aȱ resȬ taurant ȱ insideȱ theȱ store.ȱ IKEA’sȱ brandȱ imageȱ catersȱ perfectlyȱ toȱ itsȱ targetȱ group. ȱ IKEA’sȱretailȱbrandingȱhasȱledȱtoȱaȱdegreeȱofȱcommitmentȱamongȱ itsȱ customersȱ whichȱ evenȱ leadsȱ toȱintimacyȱandȱ advocacy.ȱ Inȱ manyȱcases,ȱcusȬ tomerȱattitudesȱtowardsȱ theȱ furnitureȱretailerȱcanȱbeȱ comparedȱwithȱaȱloveȬ hateȱrelationship:ȱTheȱclienteleȱhasȱbeenȱbroughtȱupȱwithȱIKEAȱandȱisȱdrawnȱ to ȱitȱbecauseȱofȱitsȱpowerfulȱretailȱbrandingȱandȱunbeatableȱvalueȱforȱmoneyȱ ratio.ȱ Yet,ȱ theȱ nuisanceȱ ofȱ transportationȱ andȱ selfȬassemblyȱ isȱ almostȱ unȬ avoidable.ȱ Therefore,ȱ customersȱ usuallyȱ haveȱ toȱ beȱ “educated”ȱ (Martensonȱ 2001,ȱ p.ȱ32)ȱ toȱ understandȱ theȱ IKEAȱ conceptȱ thatȱ requiresȱ theȱ customerȱ toȱ takeȱ anȱ activeȱ partȱ inȱ theȱ businessȱ modelȱ inȱ orderȱ toȱ haveȱ bothȱ lowȱ pricesȱ and ȱmodernȱdesign.ȱȱ

Onceȱ theseȱobjectivesȱhaveȱbeenȱ achieved,ȱ customerȱemotionalȱ involvementȱ   StrongȱLoyalȱ isȱalmostȱunparalleled.ȱTheȱcustomerȱbaseȱisȱveryȱloyalȱandȱcanȱbeȱdescribedȱ    CustomerȱBaseȱ asȱ aȱ “solidȱbrandȱcommunity”ȱ(Cookȱ 2003).ȱItȱhasȱbecomeȱcommonȱ forȱcusȬ
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tomersȱtoȱqueueȱupȱinȱfrontȱofȱaȱnewȱIKEAȱoutletȱevenȱdaysȱbeforeȱtheȱopenȬ ing.ȱThisȱisȱusuallyȱaccompaniedȱbyȱlocalȱpressȱcoverage,ȱtherebyȱ providingȱ theȱcompanyȱwithȱfreeȱadvertising.ȱDueȱtoȱ theȱdistinctȱbrandȱimage,ȱthereȱisȱ alwaysȱ aȱ certainȱ levelȱ ofȱ brandȱ awarenessȱ evenȱ beforeȱ theȱ retailerȱ entersȱ aȱ newȱ market.ȱ Theȱ fascinationȱ withȱ IKEAȱ hasȱ evenȱ beenȱ calledȱ “fanaticism”ȱ (Capellȱ2005,ȱp.ȱ49).ȱȱ

 

Summary and Outlook 

Since ȱitsȱmodestȱbeginnings,ȱIKEAȱisȱnowȱreferredȱtoȱasȱaȱ“globalȱcultȱbrand”ȱ (Capell ȱ 2005,ȱ p.ȱ47),ȱ completeȱ withȱ genuineȱ IKEAȱ fansȱ andȱ theirȱ obsessionȱ thatȱ“hasȱnoȱbounds”ȱ(Boothȱ2005,ȱp.ȱ22).ȱThisȱhasȱevenȱsparedȱtheȱcompanyȱ theȱ globalisationȬrelatedȱaccusationsȱwithȱwhichȱ almostȱallȱlargeȱ companiesȱ haveȱtoȱdeal.ȱTheȱcompany’sȱpositiveȱimageȱhasȱnotȱevenȱbeenȱtaintedȱbyȱtheȱ publicȱ relationsȱ disasterȱ followingȱ theȱ rumoursȱ aboutȱ theȱ company’sȱ founȬ der’sȱ earlyȱ involvementȱ inȱ Nazismȱ (Theȱ Guardianȱ 2004).ȱ Also,ȱ pressȱ coverȬ ageȱaccusingȱIKEAȱofȱusingȱchildȱlabourȱ inȱtheȱearlyȱ1990sȱdidȱnotȱharmȱtheȱ retailer’sȱimageȱasȱaȱchildȱandȱfamilyȬfriendlyȱcompany.ȱȱ

HighȱCustomerȱ   Theȱhighȱcustomerȱinvolvementȱandȱparticipationȱatȱtheȱcoreȱ ofȱthisȱfascinaȬ

Involvement ȱ   tionȱwithȱtheȱbrandȱisȱsecuredȱalongȱallȱtheȱstepsȱofȱtheȱbuyingȱprocess.ȱPreȬ

PreȬSaleȱ    sale,ȱtheȱretailerȱactivelyȱworksȱtoȱ createȱtheȱ needȱtoȱreplaceȱ furnitureȱmoreȱ

oftenȱonȱtheȱpartȱofȱtheȱconsumer.ȱAsȱtheȱretailer’sȱmostȱimportantȱmarketingȱ activity,ȱ theȱ catalogueȱ alsoȱ directlyȱ involvesȱ theȱ customerȱ whoȱ canȱ browseȱ through ȱitȱ andȱ tryȱtoȱpictureȱtheȱ proposedȱ designsȱinȱhisȱownȱ home.ȱIKEA’sȱ controversialȱTVȱadvertisementsȱwhichȱoftenȱprovokeȱlivelyȱdiscussionsȱalsoȱ involveȱtheȱcustomerȱandȱbuildȱanȱemotionalȱbond.ȱ

DuringȱtheȱSalesȱ    Duringȱtheȱsalesȱprocess,ȱtheȱcustomerȱisȱguidedȱthroughȱtheȱdifferentȱshowȬ

Processȱ    roomsȱ whichȱ visualiseȱ theȱ productsȱ inȱ realȬlifeȱ situations.ȱ Sinceȱ theȱ pathȱ

through ȱtheȱstoreȱisȱguided,ȱtheȱcustomerȱseesȱtheȱstoreȱinȱitsȱentiretyȱandȱisȱ thusȱ probablyȱsurroundedȱbyȱallȱtheȱdifferentȱsituationsȱheȱ alsoȱfindsȱ atȱhisȱ ownȱ home.ȱ Theȱ kid’sȱ cornerȱ allowsȱ parentsȱ toȱ fullyȱ experienceȱ theȱ IKEAȱ worldȱ withoutȱ disturbance.ȱ Furthermore,ȱ theȱhighȬtouchȱexperienceȱduringȱ theȱshoppingȱtripȱalsoȱhelpsȱ toȱ drawȱ theȱ customerȱinȱonȱ anȱ emotionalȱlevel,ȱ enhancingȱhisȱinvolvement.ȱ

PostȬSaleȱ    PostȬsale,ȱtheȱdirectȱinvolvementȱonȱtheȱpartȱofȱtheȱcustomerȱbecomesȱapparȬ

entȱ whenȱ heȱ hasȱ toȱ transportȱ andȱ assembleȱ hisȱ furnitureȱ himself.ȱ Asȱ IKEAȱ pushesȱ theȱnotionȱofȱ frequentȱ furnitureȱreplacement,ȱ thisȱ threeȬstepȱ processȱ starts ȱonceȱagainȱandȱisȱaȱcrucialȱcornerstoneȱofȱtheȱIKEAȱ philosophyȱ whichȱ canȱbeȱsummarisedȱasȱ“Youȱdoȱyourȱpart.ȱWeȱdoȱourȱpart.ȱTogether,ȱweȱsaveȱ money”ȱ(Levy/Weitzȱ2007,ȱp.ȱ141).ȱ
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IKEA ȱ isȱ oneȱ ofȱ theȱ mostȱ impressiveȱ examplesȱofȱ successfulȱ retailȱbranding.ȱ Interbrand,ȱ aȱ brandȱ consultancyȱ whichȱ publishesȱ anȱ annualȱ rankingȱ ofȱ theȱ 100ȱ topȱglobalȱ brandsȱbyȱ dollarȱvalue,ȱ rankedȱ IKEAȱ numberȱ41ȱ inȱ2005,ȱ upȱ 12 ȱ%ȱinȱ brandȱ valueȱcomparedȱ toȱtheȱ previousȱ yearȱ (www.interbrand.com).ȱ IKEA ȱwasȱtheȱonlyȱhomeȱfurnishingsȱandȱfurnitureȱretailerȱtoȱbeȱlisted,ȱaȱsignȱ ofȱ itsȱ globalȱ uniquenessȱ andȱ successȱ inȱ retailȱ branding.ȱ Despiteȱ theȱ enorȬ mousȱ dimensionsȱ ofȱ IKEA’sȱ globalȱ business,ȱ itȱ isȱ estimatedȱ thatȱ theȱ brandȱ awarenessȱ“hasȱalwaysȱbeenȱhigherȱthanȱtheȱcompany’sȱactualȱsizeȱandȱsalesȱ volume”ȱ(cf.ȱKling/Gotemanȱ2003,ȱp.ȱ33).ȱThisȱdiscrepancyȱimpliesȱIKEAȱstillȱ hasȱconsiderableȱgrowthȱpotential.ȱ

 

Questions

1.ȱ Asȱ demonstrated,ȱ IKEA’sȱ mainȱ targetȱ groupȱ comprisesȱ youngȱ couplesȱ

andȱ families.ȱ Howȱ couldȱ theȱ retailerȱ tryȱ toȱ retainȱ thisȱ clienteleȱ forȱ theirȱ secondȱorȱthirdȱfurnishing,ȱwhichȱ isȱ oftenȱnotȱboughtȱatȱ IKEAȱ anymore?ȱ Discussȱcritically.ȱ

2.ȱ Whereȱ canȱ youȱ identifyȱ discrepanciesȱ andȱ potentialȱ conflictsȱ betweenȱ

IKEA’sȱbrandȱimageȱandȱitsȱeverydayȱoperativeȱpractices?ȱȱ

3.ȱ WhichȱprinciplesȱofȱsuccessfulȱretailȱbrandingȱcanȱbeȱidentifiedȱinȱIKEA‘sȱ

businessȱmodel?ȱȱ

4.ȱ WhatȱareȱIKEA’sȱchancesȱofȱachievingȱsustainedȱsuccessȱoverȱtime?ȱ

 

Hints

1.ȱ Takeȱintoȱaccountȱtheȱcohortȱeffect.ȱ

2.ȱ Alsoȱconsiderȱtheȱownershipȱstructureȱofȱtheȱretailer.ȱ

3.ȱ ReferȱtoȱtheȱprinciplesȱdescribedȱinȱChapterȱ6.ȱ

4.ȱ Consider,ȱforȱexample,ȱtheȱgeographicalȱ repartitionȱofȱsales.ȱVisitȱIKEA’sȱ

homepageȱ(http://www.ikeaȬgroup.ikea.com)ȱforȱadditionalȱinformation.ȱ

ȱ
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Chapter 7 

 

Store Location – Trading Area Analysis and Site 

Selection

 

Retail location is considered to be one of the most important elements in retail market-ing strategy, because it is a long-term decision, associated with long-term capital commitment. Site selection is therefore associated with distinct planning processes to solve the complex location decisions. In this Chapter, the focus is on bricks-and-mortar retail outlets. The different types of retail locations, the main elements of loca-tion decisions and techniques for retail site assessment will be discussed. 

 

The Importance of Location to Retail Companies 

The ȱselectionȱofȱretailȱstoreȱlocationsȱisȱoneȱofȱ theȱmostȱsignificantȱ decisionsȱ    “Theȱthreeȱmostȱ in ȱ retailȱ marketing,ȱbecauseȱinȱ storeȬbasedȱ retailing,ȱ goodȱ locationsȱareȱkeyȱ    importantȱthingsȱ elementsȱ forȱ attractingȱ customersȱ toȱ theȱ outletsȱ andȱ sometimesȱ canȱ evenȱ    inȱretailingȱare:ȱ compensateȱforȱaȱmediocreȱretailȱstrategyȱmix.ȱAȱgoodȱlocationȱthereforeȱcanȱ    location,ȱlocationȱ leadȱtoȱstrongȱcompetitiveȱadvantages,ȱbecauseȱlocationȱisȱconsideredȱoneȱofȱ    andȱlocation.”ȱ the ȱelementsȱofȱtheȱretailȱmarketingȱmixȱthatȱisȱ“unique”ȱandȱthusȱcannotȱbeȱ imitatedȱbyȱcompetitors.ȱȱ

Locationȱdecisionsȱareȱveryȱcomplex,ȱdueȱtoȱtheȱlargeȱnumberȱofȱfactorsȱthatȱ haveȱtoȱbeȱconsidered,ȱandȱcostsȱassociatedȱwith,ȱforȱexample,ȱtheȱopeningȱofȱ newȱ stores,ȱ canȱ beȱ veryȱ high.ȱ Siteȱ selectionȱ isȱ thereforeȱ aȱ longȬtermȱ decisionȱ thatȱimpliesȱlongȬtermȱ capitalȱcommitment.ȱOnceȱ aȱ retailȱsiteȱhasȱbeenȱchoȬ sen,ȱ thereȱ isȱ onlyȱ littleȱ flexibility,ȱ becauseȱ thisȱ decisionȱ usuallyȱ cannotȱ beȱ changedȱeasilyȱwithoutȱhighȱlosses.ȱȱ

Becauseȱ ofȱ itsȱ fixedȱ nature,ȱ locationȱ cannotȱ beȱ changedȱ inȱ theȱ shortȱ term,ȱ contrary ȱ toȱ otherȱ elementsȱ ofȱ theȱ retailȱ marketingȱ mixȱ suchȱ asȱ prices,ȱ cusȬ tomerȱservice,ȱtheȱproductȱassortmentȱorȱadvertising.ȱTheseȱlatterȱfactorsȱcanȱ beȱ alteredȱ ifȱ theȱ environmentȱ (e.g.ȱ consumerȱ behaviour,ȱ competition)ȱ changesȱ(Wrigleyȱ1988).ȱ

Theȱmainȱattentionȱinȱtheȱcontextȱofȱretailȱlocationȱstrategiesȱusuallyȱfocusesȱ    TypesȱofȱLocationȱ onȱtheȱopeningȱofȱnewȱstores.ȱHowever,ȱlocationȱdecisionsȱrelateȱtoȱtheȱentireȱ    Decisionsȱ physical ȱ structureȱ ofȱ retailȱ outletsȱ andȱ areȱ thusȱ moreȱ comprehensive.ȱ Theȱ mainȱtypesȱ ofȱdecisionsȱareȱ(1)ȱtheȱopeningȱofȱ newȱstores,ȱ(2)ȱtheȱextensionȱ ofȱ floorȱ spaceȱofȱ existingȱ stores,ȱ (3)ȱtheȱ relocationȱorȱ movementȱ ofȱ aȱ storeȱ fromȱ oneȱ placeȱ toȱanotherȱ withinȱ aȱ particularȱ townȱorȱ areaȱ whereȱ aȱbetterȱ siteȱ isȱ
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available,ȱ(4)ȱrationalisationȱdecisions,ȱe.g.ȱtheȱclosureȱofȱindividualȱstores,ȱ(5)ȱ repositioningȱ ofȱ locations,ȱ e.g.ȱalteringȱofȱ storeȱ imageȱbyȱ changingȱ theȱnameȱ orȱappearance,ȱ (6)ȱ refurbishmentȱsuchȱasȱimprovingȱ orȱ updatingȱtheȱ physicalȱ environmentȱ ofȱ anȱ existingȱoutletȱ orȱ (7)ȱ alteringȱ theȱ productȱ rangeȱ andȱ asȬ sortmentȱ(“remerchandising”)ȱtoȱtailorȱtheȱofferȱ moreȱcloselyȱtoȱlocalȱcustomȬ ersȱ(Hernández/Bennisonȱ2000).ȱ

Theȱ openingȱ ofȱ newȱ storesȱ comprisesȱ theȱ mostȱ complexȱ typeȱ ofȱ decision,ȱ becauseȱ itȱisȱ usuallyȱ theȱ startingȱpointȱ ofȱ activitiesȱ inȱ aȱ specificȱ geographicȱ area.ȱThisȱsectionȱthereforeȱfocusesȱmainlyȱonȱretailȱlocationȱdecisionsȱofȱthisȱ type.ȱȱ

 

Types of Retail Locations 

Advantagesȱandȱ   Thereȱareȱthreeȱbasicȱtypesȱofȱlocationsȱavailableȱforȱretailȱstores:ȱsolitaryȱsites,ȱ

Weaknessesȱ   unplannedȱshoppingȱareasȱandȱplannedȱshoppingȱdistricts.ȱEachȱofȱtheȱbasicȱ

locationȱtypesȱ isȱassociatedȱwithȱspecificȱadvantagesȱandȱdisadvantagesȱ (seeȱ Tableȱ7.1)ȱ accordingȱ to,ȱ forȱ example,ȱ theȱ sizeȱ ofȱ theȱ catchmentȱ area,ȱ occuȬ pancyȱ costs,ȱ pedestrianȱ orȱ vehicleȱ customerȱ traffic,ȱ restrictionsȱ placedȱ onȱ storeȱoperationsȱorȱconvenienceȱofȱtheȱlocation.ȱ

 

Tableȱ7.1ȱ    TypesȱofȱLocationsȱ

Pedes-Pedes-              Restrictions Restrictions 

Size Size       Trading Trading       Shopping Shopping                Vehicular Vehicular 

trian trian                           on on           Typical Tenants Typical Tenants

(1,000 m²) (1,000 m²)   Area (km) Area (km)    Convenience Convenience               Traffic Traffic

Travel Travel                 Operations Operations

Unplanned Areas Unplanned Areas

convenience, convenience, 

Free Standing Free Standing                  varies varies        5-15 5-15           high high          low low       high high         limited limited        drug stores, drug stores, 

category killers category killers

Urban Locations/ Urban Locations/                                                                               limited to limited to 

varies varies       varies varies            low low           high high        low low                       specialty stores specialty stores

Central Business Districts Central Business Districts                                                                             medium medium Planned Areas Planned Areas

Neighbourhood/Community Neighbourhood/Community  supermarkets,  supermarkets, 

2.5-30 2.5-30        5-20 5-20           high high           low low        high high        medium medium

Shopping Centres Shopping Centres discount stores  discount stores

Power Centres Power Centres                 25-55 25-55        5-25 5-25         medium medium      medium medium    medium medium      limited limited       category killers category killers

department and department and 

Enclosed Malls Enclosed Malls                 35-100 35-100       5-40 5-40           low low          high high        low low          high high

specialty stores specialty stores

medium to medium to  specialty stores  specialty stores 

Lifestyle Centres Lifestyle Centres                 15-45 15-45         5-25 5-25          medium medium      medium medium    medium medium

high high and restaurants  and restaurants

high-end high-end 

Fashion/Specialty Centres Fashion/Specialty Centres       7.5-25 7.5-25        5-25 5-25         medium medium        high high        low low          high high        fashion-oriented fashion-oriented 

specialty stores specialty stores off-price stores/ off-price stores/ 

Outlet Centres Outlet Centres                  4.5-40 4.5-40       40-125 40-125          low low          high high        high high         limited limited

factory outlets factory outlets specialty stores specialty stores 

Theme/Festival Centres Theme/Festival Centres         7.5-25 7.5-25        N/A N/A           low low          high high       high high        highest highest                       ȱ and restaurants and restaurants

Source:ȱ AdaptedȱfromȱLevy/Weitzȱ2007,ȱp.ȱ186.ȱ
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Solitary Sites (Free-Standing Sites, Isolated Sites) 

Thisȱ typeȱ ofȱ locationȱ relatesȱ toȱ single,ȱ freeȬstandingȱ outletsȱ thatȱ areȱ isolatedȱ fromȱ otherȱ retailersȱ (Gilbertȱ 2003,ȱ p.ȱ288).ȱ Theyȱ can,ȱ forȱ example,ȱ beȱ posiȬ tionedȱ onȱ roadsȱ orȱ nearȱ otherȱ retailersȱ orȱ shoppingȱ centres.ȱ Suchȱ sitesȱ areȱ used,ȱforȱinstance,ȱbyȱ largeȱ storeȱ formatsȱ inȱfoodȱ andȱ nonȬfoodȱ retailingȱ orȱ forȱconvenienceȱshops.ȱ

 

Unplanned Shopping Areas                                        ȱ

Unplannedȱ shoppingȱ areasȱ areȱ retailȱ locationsȱ withȱ severalȱ outletsȱ inȱ closeȱ    Unplannedȱ proximityȱtoȱeachȱotherȱthatȱhaveȱevolvedȱoverȱtime.ȱTheȱretailȱmixȱisȱnotȱtheȱ    ShoppingȱAreaȱ resultȱofȱlongȬrangeȱ planningȱandȱ forȱsuchȱlocations,ȱ thereȱ isȱ noȱcentralisedȱ    Typesȱ managementȱ (Levy/Weitzȱ 2007,ȱp.ȱ188).ȱTheȱmainȱkindsȱofȱunplannedȱshopȬ pingȱ areasȱ areȱ (1)ȱ centralȱbusinessȱ districtsȱ (traditionalȱ “downtown”ȱ areasȱ inȱ cities/towns),ȱ(2)ȱsecondaryȱbusinessȱdistrictsȱinȱlargerȱcitiesȱandȱmainȱstreetȱorȱ highȱstreetȱlocationsȱinȱsmallerȱ cities,ȱ(3)ȱneighbourhoodȱ districts,ȱ andȱ(4)ȱstripȱ or ȱ stringȱ locationsȱ (locationsȱ alongȱ aȱ streetȱ orȱ motorway)ȱ (Berman/Evansȱ 2007,ȱpp.ȱ293Ȭ294).ȱ

 

Planned Shopping Districts/Shopping Centres 

Plannedȱ shoppingȱ areasȱ areȱ retailȱ locationsȱ thatȱ haveȱ beenȱ architecturallyȱ plannedȱ toȱ provideȱ aȱ unifiedȱ themeȱ forȱ aȱ numberȱ ofȱ outletsȱ (Gilbertȱ 2003,ȱ p. ȱ288).ȱTheseȱsitesȱareȱdevelopedȱdeliberatelyȱandȱusuallyȱ haveȱsomeȱlarge,ȱ keyȱretailȱbrandȱstoresȱ(“anchorȱstores”)ȱandȱaȱnumberȱofȱsmallerȱretailersȱtoȱ addȱdiversityȱandȱspecialȱinterestȱ(Reynoldsȱ1992).ȱ

TheȱbasicȱtypesȱofȱshoppingȱcentresȱareȱretailȱparksȱthatȱconsistȱofȱaȱpurposeȬ    RetailȱParksȱandȱ built ȱclusterȱofȱfreeȬstandingȱretailȱoutlets.ȱThereȱareȱ(large)ȱparkingȱfacilitiesȱ    ShoppingȱCentresȱ andȱshoppingȱcentresȱthatȱconsistȱofȱsingleȱbuildingsȱwhichȱareȱmarketedȱasȱaȱ unifiedȱ shoppingȱ destination,ȱ usuallyȱ withȱ oneȱ nameȱ andȱ logo.ȱ Theȱ retailȱ mixȱ isȱ differentȱ fromȱ retailȱ parks,ȱ asȱ theȱ rangeȱ ofȱ storesȱ isȱwiderȱ andȱ oftenȱ includesȱ luxuryȱ andȱ leisureȱ itemsȱ asȱ wellȱ asȱ clothing,ȱ footwearȱ andȱ otherȱ typical ȱcentralȱlocationȱmerchandiseȱ(Gilbertȱ2003,ȱpp.ȱ289Ȭ290).ȱ

Severalȱspecificȱtypesȱofȱretailȱparksȱandȱshoppingȱcentresȱhaveȱbeenȱ develȬ    TypesȱofȱShopȬ opedȱ (Levy/Weitzȱ 2007,ȱ pp.ȱ190Ȭ191):ȱ (1)ȱ neighbourhoodȱ orȱ strip/communityȱ    pingȱCentresȱ centresȱ thatȱ areȱ typicallyȱ anchoredȱ byȱ aȱ supermarket,ȱ (2)ȱ powerȱ centresȱ thatȱ consistȱ primarilyȱ ofȱ largeȱ formatȱ retailers,ȱ (3)ȱ shoppingȱ mallsȱ thatȱ areȱ enȬ closed,ȱ climateȱ controlledȱ andȱ lightedȱ shoppingȱ centresȱ (regionalȱ orȱ superȱ regionalȱ shoppingȱ malls),ȱ (4)ȱ lifestyleȱ centresȱ thatȱ encompassȱ anȱ openȬairȱ configurationȱ ofȱ upscaleȱspecialtyȱ stores,ȱ entertainmentȱ andȱrestaurants,ȱ (5)ȱ fashion/specialtyȱ centresȱ thatȱ compriseȱ mainlyȱ upmarketȱ clothingȱ shopsȱ andȱ
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boutiquesȱ carryingȱ highȱ qualityȱ andȱ priceȱ fashionȱ merchandise,ȱ (6)ȱ outletȱ centres ȱ thatȱ containȱ manufacturers’ȱ andȱ retailers’ȱ outletȱ storesȱ orȱ offȬpriceȱ retailers ȱ(seeȱChapterȱ2),ȱandȱ(7)ȱthemeȱorȱfestivalȱparksȱthatȱtypicallyȱemployȱaȱ unified ȱ themeȱ carriedȱ byȱ theȱ retailȱ outlets,ȱ theirȱ architecturalȱ designȱ andȱ theirȱ merchandiseȱ andȱ canȱ beȱ anchoredȱ byȱ restaurantsȱ orȱ entertainmentȱ facilities.ȱ Theȱ mainȱ typesȱ ofȱ plannedȱ shoppingȱ areasȱ areȱ presentedȱ inȱ TaȬ bleȱ7.2.ȱ

 

Tableȱ7.2ȱ    PlannedȱShoppingȱAreaȱTypesȱȱ

Types Types                               Examples Examples

Intermediate Centres (10,000 – 20,000 m²) Intermediate Centres (10,000 – 20,000 m²) (Centres intercommuneaux, centros intermedios, regionale Shopping-Center) (Centres intercommuneaux, centros intermedios, regionale Shopping-Center) (at least one anchor, integrated) (at least one anchor, integrated) Locational Variants Locational Variants         � � non-central suburban community non-central suburban community             � �Auchan, Torino, Italy Auchan, Torino, Italy

� � greenfield site, transport node greenfield site, transport node                 � �Cameron Toll, Edinburgh, UK Cameron Toll, Edinburgh, UK

Compositional Variants Compositional Variants     � � hypermarket-anchored hypermarket-anchored                      � �Euromarché Euromarché

� � specialty non-food anchored specialty non-food anchored                 � �BHV, Cergy, France BHV, Cergy, France

Regional Shopping Centres (30,000 m²+) Regional Shopping Centres (30,000 m²+) (Centres commerciaux régionaux, grandes centors periféricos, überregionale Shopping-Center) (Centres commerciaux régionaux, grandes centors periféricos, überregionale Shopping-Center) (two or more anchors) (two or more anchors)

Locational Variants Locational Variants         � � central area in traditional core central area in traditional core                 � �Eldon Square, Newcastle, UK Eldon Square, Newcastle, UK

� � central area adjacent traditional core central area adjacent traditional core          � �La Part-Dieu, Lyon, France La Part-Dieu, Lyon, France � � non-central suburban growth zone non-central suburban growth zone           � �CentrO, Oberhausen, Germany CentrO, Oberhausen, Germany � � greenfield site, transport node greenfield site, transport node                 � �Curno, Bergamo, Italy Curno, Bergamo, Italy

Compositional Variants Compositional Variants     � � hypermarket-dominated hypermarket-dominated                     � �A6, Jönköping, Sweden A6, Jönköping, Sweden

� � department and variety-store dominated department and variety-store dominated      � �Lakeside, Thurrock, UK Lakeside, Thurrock, UK � � food, non-food and leisure anchors food, non-food and leisure anchors           � �Parquesur, Madrid, Spain Parquesur, Madrid, Spain

Retail Parks (5,000 – 20,000 m²) Retail Parks (5,000 – 20,000 m²) (parques des entrepôts, parques commerciales, retail warehouse parks, Fachmarktzentren) (parques des entrepôts, parques commerciales, retail warehouse parks, Fachmarktzentren) (not obviously anchored, not wholly integrated centres) (not obviously anchored, not wholly integrated centres) Locational Variants Locational Variants         � � non-central suburban community non-central suburban community             � �various various

� � greenfield site, transport node greenfield site, transport node                 � �Lakeside Retail Park, UK Lakeside Retail Park, UK

Compositional Variants Compositional Variants     � � large retail format tenant mix large retail format tenant mix                  � �Fairacres Retail Park, Abingdon, UK Fairacres Retail Park, Abingdon, UK

� � factory outlet tenant mix factory outlet tenant mix                       � �Marques Avenue, Troyes, France Marques Avenue, Troyes, France � � hybrid tenant mix hybrid tenant mix                            � �Fosse Park, Leicaster, UK Fosse Park, Leicaster, UK

Specialty Centres (1,000 m²+) Specialty Centres (1,000 m²+)

(Arcades, galeries marchandes, galerias comerciales, Galerien/Passagen) (Arcades, galeries marchandes, galerias comerciales, Galerien/Passagen) (fashion-oriented, specialty stores) (fashion-oriented, specialty stores) Locational Variants Locational Variants         � � central area in traditional core central area in traditional core                 � �Galleria, Hamburg, Germany Galleria, Hamburg, Germany

� � adjacent to traditional core adjacent to traditional core                    � �Albert Dock, Liverpool, UK Albert Dock, Liverpool, UK

Compositional Variants Compositional Variants     � � non-food specialty stores non-food specialty stores                     � �Powerscourt Centre, Dublin, Eire Powerscourt Centre, Dublin, Eire

� � department store conversions department store conversions                � �Karstadt Arkaden, Mühlheim, Germany Karstadt Arkaden, Mühlheim, Germany ȱ

Source:ȱ AdaptedȱfromȱReynoldsȱ1992,ȱp.ȱ57.ȱ

 

Theȱ decisionȱ asȱ toȱ whichȱ kindȱ ofȱ retailȱ locationȱ toȱ selectȱ dependsȱ onȱ theȱ company’s ȱstrategy.ȱ Itȱisȱanȱintegralȱpartȱofȱtheȱretailȱ locationȱ decisionȱprocȬ ess.ȱ

ȱ
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Retail Location Decision Process 

Retailȱlocationȱdecisionsȱtypicallyȱfollowȱaȱsystematicȱprocessȱthatȱstartsȱwithȱ    SiteȱSelectionȱ aȱgeneralȱassessmentȱofȱgeographicȱareasȱandȱleadsȱtoȱaȱdetailedȱassessmentȱofȱ    Processȱ specific ȱsiteȱcharacteristics.ȱThisȱprocessȱcanȱbroadlyȱbeȱdescribedȱasȱaȱthreeȬ stepȱselectionȱprocessȱ(Brownȱ1992,ȱp.ȱ16):ȱ

1.   Marketȱ selection:ȱ Theȱ firstȱ stepȱ isȱ theȱ considerationȱ ofȱ aȱ regionȱ thatȱ hasȱ

potentialȱforȱaȱnewȱretailȱoutlet.ȱ

2.   Areaȱanalysis:ȱWithinȱtheȱchosenȱregion,ȱaȱpotentiallyȱoptimalȱareaȱforȱtheȱ

storeȱisȱselected.ȱ

3.   Siteȱ evaluation:ȱ Inȱ theȱchosenȱgeographicalȱarea,ȱ theȱ bestȱ availableȱ site(s)ȱ

areȱexaminedȱ inȱ termsȱ ofȱ allȱfeaturesȱ thatȱ areȱ relevantȱ toȱ potentialȱ storeȱ performance.ȱ Thisȱstepȱconcludesȱ withȱ aȱ finalȱdecisionȱasȱtoȱ theȱ specificȱ site.ȱ

 

Catchment Area 

The ȱ analysisȱ ofȱ theȱ catchmentȱ areaȱ (tradingȱ area,ȱ marketȱ area)ȱ ofȱ aȱ specificȱ regionȱ orȱ aȱ specificȱ siteȱ isȱ ofȱ highȱ importanceȱ inȱ eachȱ phaseȱ ofȱ thisȱ retailȱ locationȬdecisionȱ process.ȱ Theȱ catchmentȱ areaȱ isȱ theȱ geographicȱ areaȱ thatȱ containsȱ theȱ customersȱ ofȱ aȱ particularȱ siteȱ orȱ regionȱ forȱ aȱ companyȱ orȱ aȱ groupȱ ofȱ companiesȱ forȱ specificȱ goodsȱ orȱ services.ȱ Thus,ȱ itȱ determinesȱ theȱ potentialȱ demandȱ atȱ aȱ particularȱ siteȱ and,ȱ amongȱ otherȱ factors,ȱ influencesȱ potentialȱsalesȱandȱprofitability.ȱ

Usually,ȱ theȱcatchmentȱ areaȱ isȱ dividedȱ intoȱ threeȱ parts.ȱ Theȱ primaryȱ tradingȱ    TradingȱAreaȱ areaȱisȱtheȱzoneȱinȱwhichȱtheȱmajorityȱofȱcustomersȱareȱbased.ȱItȱencompassesȱ    Segmentsȱ 50 ȱ%ȱtoȱ80ȱ%ȱofȱtheȱcustomers.ȱTheȱsecondaryȱtradingȱareaȱcontainsȱaboutȱ15ȱ%ȱ toȱ25ȱ%ȱandȱtheȱfringeȱorȱtertiaryȱtradingȱareaȱ includesȱtheȱremainingȱ customȬ ersȱ thatȱ shopȱ occasionallyȱ atȱ aȱ locationȱ asȱ anȱ alternativeȱ toȱ localȱ shoppingȱ (Berman/Evansȱ2007,ȱpp.ȱ270Ȭ272;ȱGilbertȱ2003,ȱp.ȱ280).ȱ

These ȱ catchmentȱ areaȱ segmentsȱ areȱ oftenȱ describedȱinȱ termsȱ ofȱ theȱ distanceȱ    ȱ betweenȱ customers’ ȱ homesȱorȱ workȱ placesȱ andȱ theȱ areaȱ orȱ site.ȱ Usually,ȱ eiȬ    ȱ therȱ theȱ linearȱ distanceȱ (e.g.ȱ concentricȱ circlesȱ drawnȱ aroundȱ aȱ site),ȱ theȱ    ȱ travelȱdistanceȱ(byȱcarȱorȱpublicȱtransport)ȱorȱtimeȱdistanceȱmeasuresȱ(byȱcarȱ    ȱ orȱ publicȱ transport)ȱ areȱ usedȱ toȱ delineateȱ tradingȱ areaȱ segments.ȱ Mappingȱ    MappingȱandȱGISȱ techniquesȱ areȱ usedȱ toȱ forecastȱ orȱ surveyȱ andȱ mapȱ suchȱ storeȱ tradingȱ areasȱ (McGoldrickȱ 2002,ȱ p.ȱ247).ȱ Geographicalȱ informationȱ systemsȱ (GIS)ȱ areȱ imporȬ tantȱ supportȱ systemsȱ forȱ locationȱ researchȱ andȱ tradingȱareaȱanalysis.ȱ Theseȱ areȱ softwareȱ systemsȱthatȱcombineȱ digitalisedȱ mappingȱ withȱ keyȱlocationalȱ dataȱinȱorderȱtoȱdepictȱtradingȱareaȱcharacteristicsȱsuchȱasȱpopulationȱdemoȬ graphics,ȱcustomerȱpurchaseȱdata,ȱcompetitorȱlocations.ȱ
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Location Assessment Techniques 

LocationȱFactorsȱ    Theȱappropriatenessȱofȱaȱ specificȱ siteȱisȱ basedȱ uponȱtheȱretailer’sȱstrategyȱ(reȬ

tailȱformats,ȱ merchandise,ȱpricingȱ strategy,ȱetc.)ȱandȱ isȱ influencedȱ byȱaȱ subȬ stantialȱnumberȱofȱfactorsȱthatȱneedȱtoȱbeȱinvestigated.ȱAȱselectionȱofȱlocationȱ factorsȱisȱpresentedȱinȱTableȱ7.3.ȱ

 

Tableȱ7.3ȱ    SelectedȱLocationȱFactorsȱ

Customers Customers

Accessibility Accessibility                  Competition Competition                     Costs Costs

(potential/actual) (potential/actual)

� � numbers by demographics numbers by demographics     � � site visibility site visibility                   � � existing retail activity (direct existing retail activity (direct    � � purchase price purchase price

(e.g. population size, age (e.g. population size, age       � � pedestrian flows pedestrian flows                  competitors, indirect com-competitors, indirect com-      � � building costs building costs profile, household size) profile, household size)                                              petitors, anchor stores, petitors, anchor stores, � � pedestrian entry routes pedestrian entry routes        � � rent costs rent costs

 

� � income level income level                                                    cumulative attraction, cumulative attraction, � � barriers such as railway barriers such as railway           � � leasing terms leasing terms compatibility) compatibility) � � disposable income per disposable income per tracks, rivers tracks, rivers � � site preparation site preparation � capita capita � existing retail specification existing retail specification � � type of location zone type of location zone (selling area, turnover (selling area, turnover � � building restrictions building restrictions � � employment by occupation, employment by occupation, � � car ownership level car ownership level estimates, department/ estimates, department/ � � development concessions development concessions industry, trends industry, trends

�                          � � road network (conditions, road network (conditions,         product analysis, trade product analysis, trade          � � rates payable rates payable � housing density housing density driving speeds, congestion, driving speeds, congestion, areas, age of outlets, areas, age of outlets, � � refurbishment needs refurbishment needs � � housing age/type housing age/type restrictions, plans) restrictions, plans) standard of design, car standard of design, car � � neighbourhood neighbourhood               � � parking (capacity, con-                                       � � maintenance costs maintenance costs parking (capacity, con-            parking) parking)

classification classification                                                                                               � � security needs security needs venience, cost, potential) venience, cost, potential) � � saturation index saturation index

� � home-ownership levels home-ownership levels                                                                     � � staff availability staff availability � � public transport (types, cost, public transport (types, cost, � � competitive potential (outlet competitive potential (outlet � � building/demolition plans building/demolition plans          ease of use, potential) ease of use, potential)            expansion, refurbishment, expansion, refurbishment,      � � labour rates labour rates � � main employers main employers              � � visibility visibility                         vacant sites, interception, vacant sites, interception,       � � delivery costs delivery costs �                                                      repositioning, competitor repositioning, competitor � spending patterns spending patterns � � access for staff access for staff      � � insurance costs insurance costs �                                                      policy) policy)                            � � shopping patterns shopping patterns � � access for transport and access for transport and � promotional media/costs promotional media/costs �                                                    � � proximity of key competi-proximity of key competi-       � � population growth, density population growth, density delivery delivery � turnover loss/other turnover loss/other tors, traders, brand leaders tors, traders, brand leaders branches and trends and trends branches � � lifestyle measures lifestyle measures

� � cultural/ethnic grouping cultural/ethnic grouping ȱ

Source:ȱ AdaptedȱfromȱMcGoldrickȱ2002,ȱp.ȱ240;ȱGilbertȱ2003,ȱp.ȱ293.ȱ

 

In ȱorderȱtoȱguideȱretailȱlocationȱdecisionsȱandȱtoȱassessȱorȱforecastȱtheȱpotenȬ tialȱsalesȱ orȱ profitabilityȱofȱretailȱ storesȱinȱaȱspecificȱ region,ȱ areaȱorȱatȱaȱ speȬ cificȱsite,ȱaȱnumberȱofȱtechniquesȱhaveȱbeenȱdevelopedȱtoȱassessȱtheȱsites.ȱȱ

 

Tableȱ7.4ȱ    LocationȱPlanningȱTechniquesȱ

Technical Technical 

Computing and Computing and 

Technique/s Technique/s              Subjectivity Subjectivity          Cost Cost           Expertise Expertise                             GIS GIS

Data Needs Data Needs

Required Required

Experience Experience                         very high very high          low low              low low              low low           limited role limited role Checklists/Analogues/Ratios Checklists/Analogues/Ratios           medium medium           low low              low low              low low           limited role limited role Multiple Regression/ Multiple Regression/ 

low low           medium medium           high high           medium medium        information information

Discriminant/Analysis Discriminant/Analysis

information, information, 

modelling, modelling, 

Gravity Modelling Gravity Modelling                         low low              high high            very high very high            high high

analysis and analysis and 

modelling modelling

Expert Systems/Neural Networks Expert Systems/Neural Networks         low low           very high very high         very high very high         very high very high        information information    ȱ

Source:ȱ AdaptedȱfromȱHernández/Bennisonȱ2000,ȱp.ȱ360.ȱȱ
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Theȱtechniquesȱrangeȱfromȱveryȱsimpleȱ toȱveryȱsophisticatedȱ(seeȱTableȱ7.4).ȱ Eitherȱ way,ȱ mostȱ areȱ usedȱ toȱ identifyȱ andȱ evaluateȱ potentialȱ newȱ sites,ȱ butȱ theyȱcanȱalsoȱguideȱdecisionsȱonȱexistingȱlocationsȱwithȱrespectȱtoȱextensions,ȱ rationalisation, ȱrepositioning,ȱetc.ȱ

 

Managers’ Experience 

Locationȱ isȱ aȱ retailȱ functionȱ whichȱ requiresȱ knowledgeȱ andȱ expertise.ȱ Inȱ practice,ȱ managerialȱ experienceȱ (“retailȱ nose”)ȱ playsȱ anȱ importantȱ roleȱ inȱ assessing ȱ retailȱ locations.ȱForȱ example,ȱrulesȱ ofȱ thumbȱ areȱ oftenȱ usedȱasȱ subȬ jective ȱandȱintuitiveȱguidelinesȱforȱsiteȱassessment.ȱSuchȱrulesȱareȱdevelopedȱ fromȱknowledgeȱofȱtheȱcompanyȱ(Hernández/Bennisonȱ2000).ȱȱ

 

Location Evaluation Checklists 

Checklistsȱconsistȱofȱaȱnumberȱofȱchosenȱvariablesȱ(e.g.ȱlocationȱfactors)ȱtoȱbeȱ consideredȱ whenȱevaluatingȱ retailȱlocations.ȱOneȱofȱtheȱfirstȱ detailedȱcheckȬ listȱevaluationȱformatsȱwasȱdevelopedȱbyȱNelsonȱ(1958).ȱ

Companiesȱ selectȱ factorsȱ thatȱ theyȱ believeȱ toȱ influenceȱ storeȱ performance.ȱ    Checklistȱ Whileȱsomeȱelementsȱofȱsuchȱchecklistsȱareȱcommonȱtoȱallȱtypesȱofȱretailers,ȱ    Elementsȱ eachȱ companyȱ isȱ likelyȱ toȱ haveȱ itsȱ ownȱ listȱ withȱ factorsȱ thatȱ reflectȱ itsȱ parȬ ticularȱstrategyȱandȱsituationȱ(McGoldrickȱ2002,ȱp.ȱ239).ȱȱ

 

LocationalȱPositioningȱ                                                                  Figureȱ7.1ȱ

 

Primary                                                                                 Primary

Drive time population                              Bulky Purchase                             Drive time population Number of competitors                                                                       Traffic flows Distance to other parks                                                                               Visibility

Number of multiples                Price                              Convenience       Distance to competitors

Secondary                                                                       Secondary

Geodemographics                       Retail                                   Competitor floor space Conforming values                          Park       Solus                           Geodemographics Leisure Time

Comparison                                              Convenience

Primary                                                                                 Primary

High

Number of multiples                          Street       Parade                       Walking distance population

Mix of multiples                                                                                Geodemographics

Variety                                 Proximity

Population of trade area                                                                               Secondary

Pedestrian flow                                                                            Competitor floor space

Secondary                                                                   Geodemographics

Geodemographics                        Portable Purchase Neighbour outlets

Access from transport links                                                                                                      ȱ

Source: ȱ Davies/Clarkeȱ1994,ȱp.ȱ7;ȱCCNȱMarketingȱ1993.ȱ
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Figureȱ7.1ȱillustratesȱlinkagesȱbetweenȱretailers’ȱstrategicȱpositioning,ȱtypicalȱ locations ȱ andȱ majorȱ factorsȱ thatȱ areȱ consideredȱ toȱ beȱ importantȱ influencesȱ andȱwhichȱshouldȱbeȱanalysedȱinȱtheȱcontextȱofȱsiteȱassessment.ȱ

 

Analogue Method 

Theȱprincipleȱbehindȱtheȱanalogueȱmethodȱ(Applebaumȱ1966)ȱisȱthatȱnewȱstoreȱ sitesȱareȱcomparedȱtoȱexistingȱonesȱthatȱhaveȱmanyȱfeaturesȱinȱcommonȱwithȱ theȱ newȱ storeȱ (e.g.ȱ storeȱ size,ȱ merchandiseȱ orȱ locationȱ characteristics).ȱ Theȱ likely ȱ turnoverȱ andȱ profitabilityȱ ofȱ theȱ newȱ storeȱ siteȱ areȱ estimatedȱ onȱ theȱ basisȱofȱsalesȱachievedȱandȱ profitsȱearnedȱbyȱsimilarȱ storesȱinȱexistingȱareas.ȱ SuchȱcomparisonsȱcanȱbeȱdoneȱbyȱextrapolatingȱownȱstoreȱdataȱorȱbyȱcomparȬ ingȱtheȱnewȱsiteȱwithȱexistingȱcompetingȱstoresȱ(e.g.ȱstoresȱatȱtheȱprospectiveȱ location).ȱ

 

Multivariate Statistical Techniques 

Givenȱtheȱincreasinglyȱcomplexȱarrayȱofȱdataȱavailableȱforȱlocationȱanalysis,ȱ multivariate ȱstatisticalȱ techniquesȱcanȱbeȱ usedȱ toȱ constructȱmodelsȱthatȱharȬ nessȱtheȱpredictiveȱpowerȱofȱtheȱavailableȱpredictorȱvariablesȱforȱ(new)ȱstoreȱ performanceȱ(McGoldrickȱ2002,ȱp.ȱ257).ȱ

Regressionȱ    Mostȱ ofȱ theȱ importantȱ techniquesȱ areȱ formsȱ ofȱ multipleȱ regressionȱ analysisȱ

Analysisȱ    whichȱ predictȱ storeȱ salesȱ andȱ estimateȱ marketȱ potentialȱ orȱ potentialȱ profit.ȱ

Discriminantȱ analysisȱ canȱ beȱ usedȱ toȱ predictȱ categoryȱ membership.ȱ Suchȱ moreȱsophisticatedȱproceduresȱcanȱidentifyȱrelationshipsȱbetweenȱstoreȱsalesȱ andȱ predictorȱ variablesȱ suchȱ asȱ populationȱ inȱ theȱ surroundingȱ area,ȱ theȱ spendingȱ powerȱ ofȱ theȱ population,ȱ storeȱ accessibility,ȱ qualityȱ ofȱ transportȱ linksȱ toȱ sites,ȱ averageȱ distanceȱ toȱ populationȱ orȱ nearbyȱ competitionȱ (Moutinho/Curry/Daviesȱ1993).ȱȱ

Theseȱ techniquesȱ provideȱ moreȱ objectiveȱ andȱ systematicȱ insightȱ intoȱ theȱ impactȱ andȱ importanceȱ ofȱ locationȱ attributesȱ andȱ areȱ usefulȱ inȱ screeningȱ largeȱ numbersȱ ofȱlocations.ȱOnȱ theȱ otherȱhand,ȱtheyȱrequireȱmoreȱdataȱ thanȱ theȱsimplerȱmethodsȱandȱaȱhigherȱdegreeȱofȱtechnicalȱexpertise.ȱ

Clusterȱandȱ    Clusterȱandȱfactorȱanalysisȱareȱtechniquesȱaimedȱatȱgroupingȱ dataȱcasesȱ orȱvariȬ

FactorȱAnalysisȱ    ablesȱtogetherȱforȱsegmentingȱaȱportfolioȱofȱstoresȱintoȱsimilarȱgroupsȱ(clusterȱ

analysis )ȱorȱgroupingȱtogetherȱaȱrangeȱofȱvariablesȱthatȱcanȱbeȱusedȱtoȱpredictȱ siteȱprofitabilityȱ(factorȱanalysis).ȱTheȱapplicationȱofȱtheseȱ proceduresȱ isȱ parȬ ticularlyȱ suitedȱ toȱ newȱ storeȬformatȱ developmentȱ orȱ theȱ segmentationȱ ofȱ retailȱnetworks.ȱ Theseȱtechniquesȱalsoȱrequireȱaȱlargeȱamountȱ ofȱgoodȱ qualȬ ityȱdataȱasȱwellȱasȱaȱhighȱdegreeȱofȱstatisticalȱexpertiseȱandȱbusinessȱacumenȱ (Hernandéz/Bennisonȱ2000).ȱ
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Spatial Interaction Models 

Spatialȱ interactionȱ modelsȱ areȱ alsoȱ referredȱ toȱ asȱ “gravityȱ models”,ȱ becauseȱ    GravityȱModelsȱ theyȱareȱbasedȱonȱanȱanalogyȱwithȱtheȱphysicalȱlawȱofȱgravitation.ȱTheyȱhaveȱ evolvedȱasȱaȱmajorȱstreamȱofȱdevelopmentȱinȱretailȱlocationȱtheory.ȱTheȱbasicȱ principle ȱ ofȱ spatialȱ interactionȱ isȱ thatȱ theȱ aggregateȱ movementsȱ ofȱ shoppersȱ areȱpositivelyȱrelatedȱtoȱtheȱattractivenessȱofȱaȱstoreȱandȱnegativelyȱrelatedȱtoȱ theȱ distanceȱ fromȱ theȱ storeȱ orȱ otherȱ deterrenceȱ factorsȱ (Craig/Ghosh/ȱ McLafferty ȱ1984).ȱȱ

Gravity ȱ modelsȱ canȱ beȱ usedȱ toȱ forecastȱ storeȱ performanceȱ basedȱ onȱ theȱ siȬ    Reilly’sȱLawȱ multaneousȱconsiderationȱofȱsuchȱfactorsȱasȱstoreȱsize,ȱstoreȱimage,ȱdistance,ȱ populationȱandȱdistribution.ȱOneȱofȱtheȱearliestȱmodelsȱofȱthisȱtypeȱisȱReilly’sȱ law ȱ ofȱretailȱ gravitationȱ(Reillyȱ1929).ȱ Thisȱ lawȱestablishesȱ aȱ pointȱofȱ indifferȬ ence ȱ betweenȱ twoȱ townsȱ inȱ orderȱ toȱ determineȱ theȱ catchmentȱ areaȱ ofȱ eachȱ town.ȱThisȱpointȱofȱindifferenceȱisȱ theȱbreakingȱpoint,ȱdefinedȱasȱtheȱpointȱupȱ toȱ whichȱ oneȱ townȱdominatesȱ andȱ beyondȱ whichȱ theȱ otherȱ townȱ dominatesȱ (seeȱFigureȱ7.2).ȱThus,ȱitȱisȱtheȱpointȱatȱwhichȱconsumersȱareȱindifferentȱasȱtoȱ whichȱlocationȱtheyȱuseȱ(Rogersȱ1992).ȱ

 

Reilly’sȱLawȱofȱRetailȱGravitationȱ                                                        Figureȱ7.2ȱ

 

d        d12

01    1   A / A

2     1

d      = distance or journey time of the breaking point 0 from town 1 01

d12     = distance or journey time between town 1 and town 2 A , A   = population of town 1 and town 2 1 2

15 km 15 km                        5 km 5 km

 

Town 1 Town 1                           Point of Point of               Town 2 Town 2

(population: 90,000) (population: 90,000)                        indifference indifference        (population: 10,000) (population: 10,000)   ȱ

Source:ȱ AdaptedȱfromȱMcGoldrickȱ2002,ȱp.ȱ261;ȱBerman/Evansȱ2007,ȱp.ȱ275.ȱ

 

This ȱ modelȱ aidsȱ inȱ theȱ delineationȱ ofȱ theȱ tradingȱ areaȱfromȱwhichȱ retailersȱ drawȱ customers.ȱ However,ȱ theȱ modelȱ hasȱ manyȱ limitationsȱ (see,ȱ forȱ examȬ ple,ȱRogersȱ1992;ȱCraig/Ghosh/McLaffertyȱ1984).ȱ Forȱ example,ȱ theȱ breakingȱ pointȱ formulaȱ doesȱ notȱ provideȱ estimatesȱ aboveȱ orȱ belowȱ theȱ breakȬevenȱ point ȱ betweenȱtheȱtwoȱtowns.ȱAlso,ȱtheȱmodelȱ cannotȱpredictȱtradeȱ areasȱofȱ moreȱ thanȱ twoȱ townsȱ andȱ theȱ formȱ ofȱ theȱ functionȱ isȱ notȱ constantȱ forȱ allȱ
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typesȱ ofȱ shoppingȱ trips.ȱ Retailersȱ canȱ offerȱ additionalȱ competitiveȱ advanȬ tagesȱ andȱ thusȱ–ȱcontraryȱtoȱtheȱmodelȱassumptionsȱ–ȱcanȱdifferȱ inȱ termsȱ ofȱ locationȱattractivenessȱ(McGoldrickȱ2002,ȱp.ȱ261;ȱGilbertȱ2003,ȱp.ȱ295).ȱȱ

ȱ      In ȱ orderȱ toȱ overcomeȱ theseȱ limitations,ȱ severalȱ refinementsȱ andȱ extensionsȱ ofȱ

Huff’sȱLawȱ   theȱ modelȱ haveȱ beenȱ developed,ȱ includingȱ Huff’sȱ lawȱ ofȱ shopperȱ attractionȱ

(Huffȱ 1964),ȱ whichȱ isȱ basedȱonȱtheȱutilityȱthatȱaȱshopperȱderivesȱfromȱshopȬ ping ȱ atȱ aȱ particularȱ store.ȱ Itȱ describesȱ catchmentȱ areasȱ onȱ theȱ basisȱ ofȱ theȱ product ȱ assortmentȱ carriedȱ atȱ variousȱ shoppingȱ locations,ȱ travelȱ timesȱ andȱ theȱsensitivityȱofȱtheȱkindȱofȱshoppingȱtoȱtravelȱtimeȱ(trip’sȱpurposeȱandȱtypeȱ ofȱproductȱsought).ȱ

 

Knowledge-Based Techniques 

SimulationȱToolsȱ   KnowledgeȬbasedȱ techniquesȱ areȱ theȱ mostȱ recentȱ modelsȱ thatȱ haveȱ beenȱ

developedȱtoȱassessȱretailȱstoreȱlocations.ȱTheȱmostȱimportantȱtechniquesȱareȱ expertȱ systemsȱ orȱ modelsȱ developedȱ basedȱ onȱ artificialȱ intelligence,ȱ suchȱ asȱ neuralȱnetworksȱ orȱcomputerȱsystemsȱmodellingȱtheȱretailȱenvironmentȱ andȱ shopperȱ behaviourȱ asȱ “softwareȱ agents”ȱ thatȱ simulateȱ storeȱ performanceȱatȱ prospective ȱ locations.ȱ Suchȱ systemsȱ dependȱ heavilyȱ onȱ powerfulȱ computerȱ capacities ȱandȱ immenseȱdataȱrequirementsȱandȱ areȱ stillȱinȱ theȱ developmentȱ phase. ȱ

 

Conclusion and Outlook 

Locationȱ decisionsȱ haveȱaȱ majorȱ impactȱ onȱ aȱ retailȱoutlet’sȱ success,ȱ asȱ locaȬ tionȱisȱanȱimportantȱ factorȱinȱconsumers’ȱstoreȱ choice.ȱTheȱlocationȱdecisionȱ alsoȱ hasȱaȱ longȬtermȱ impactȱasȱitȱisȱnotȱveryȱflexible.ȱ Thus,ȱlocationȱdecisionsȱ areȱofȱcriticalȱimportanceȱforȱretailers’ȱcompetitiveȱadvantages.ȱToȱguideȱandȱ supportȱ retailȱ siteȱ assessment,ȱ theȱ variousȱ locationȱ assessmentȱ techniquesȱ haveȱ becomeȱ moreȱ andȱ moreȱ sophisticated.ȱ Suchȱ improvementsȱ haveȱ beenȱ triggeredȱ largelyȱ byȱ advancesȱ inȱ computerȱ andȱ softwareȱ technologiesȱ (e.g.ȱ artificial ȱintelligence).ȱȱ

Itȱ shouldȱ beȱnotedȱthatȱretailȱ locationȱ decisionsȱ consistȱnotȱ onlyȱ ofȱopeningȱ newȱ stores,ȱ butȱ thatȱ monitoringȱ existingȱ storesȱ isȱ ofȱ equalȱ importance.ȱ Thisȱ entails,ȱ forȱ example,ȱ decisionsȱ concerningȱ repositioning,ȱ relocationȱ orȱ closȬ ingȱ outlets.ȱ Thisȱ isȱ important,ȱ asȱ retailȱ environmentsȱ changeȱ rapidlyȱ (e.g.ȱ customer ȱ behaviourȱ orȱ competitiveȱ structure)ȱ andȱ companiesȱ mustȱ alsoȱ respondȱinȱtermsȱofȱlocationȱdecisions.ȱ

Cityȱ    However,ȱ retailȱ locationȱ decisionsȱ cannotȱ beȱ madeȱ withoutȱ takingȱ intoȱ acȬ

Managementȱ   countȱtheȱretailȱenvironmentȱinȱtermsȱofȱtheȱinterestsȱofȱtowns/citiesȱorȱresidents.ȱ

Establishing ȱ aȱ retailȱ storeȱ can,ȱ forȱ example,ȱ influenceȱ shoppingȱ patterns,ȱ
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trafficȱandȱpedestrianȱflowsȱorȱtheȱretailȱstructureȱofȱaȱtown.ȱA ȱmajorȱconcernȱ of ȱ localȱcommunitiesȱ isȱoutȬofȬtownȱvs.ȱinnerȬcityȱ retailȱcentres.ȱAlsoȱimporȬ tantȱ inȱ thisȱ contextȱ areȱ businessȱ improvementȱ districtsȱ (BID).ȱ BIDsȱ areȱ publicȱ privateȱpartnershipsȱ(PPP)ȱthatȱ compriseȱpropertyȱandȱbusinessȱownersȱofȱaȱ definedȱ area,ȱwhoȱ tryȱ toȱimproveȱitȱ byȱcollectiveȱ contributionsȱtoȱtheȱ mainȬ tenance,ȱdevelopmentȱandȱmarketingȱofȱtheirȱcommercialȱdistrict.ȱ

To ȱ ensureȱthatȱ theȱspecificȱobjectivesȱareȱmet,ȱretailȱ locationsȱareȱinfluencedȱ Restrictionsȱandȱ

or ȱconstrainedȱbyȱlocalȱorȱcentralȱgovernmentȱplanningȱpolicies.ȱThus,ȱtheȱopenȬ Interventionsȱ

ingȱofȱnewȱstoresȱorȱevenȱchangingȱorȱextendingȱexistingȱstoresȱmayȱrequireȱ planningȱ permission.ȱ Forȱ example,ȱ mostȱ Europeanȱ countriesȱ haveȱ restricȬ tionsȱ onȱ settingȱ upȱ largeȱ retailȱ formatsȱ andȱ outȬofȬtownȱ shoppingȱ centres.ȱ Theȱ reason ȱ forȱ theseȱ interventionsȱ isȱ theȱ potentiallyȱ adverseȱ impactȱ ofȱ largeȱ storesȱ onȱ smallȱ businessesȱ andȱ ofȱ newȱ shoppingȱ centresȱ onȱ oldȱ onesȱ (seeȱ Daviesȱ1995ȱforȱaȱbroadȱoverview).ȱȱ

However,ȱ localȱauthoritiesȱ notȱ onlyȱ restrictȱ retailȱ storeȱ settlement.ȱInȱ manyȱ    CityȱMarketingȱ city ȱ marketingȱ initiatives,ȱ anȱ attractiveȱ retailȱ mixȱ isȱ knownȱ toȱ beȱ oneȱ ofȱ theȱ keyȱ elementsȱ ofȱ attractingȱ customersȱ toȱaȱ particularȱtownȱ orȱ city.ȱ LocalȱauȬ thorities,ȱtherefore,ȱtryȱtoȱattractȱretailersȱwithȱaȱgoodȱimageȱsoȱthatȱretailersȱ openȱstoresȱinȱtheirȱtownsȱorȱcities.ȱȱ

 

Further Reading 
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ȱ

 

Case Study: ECE Projektmanagement 1ȱ

 

Profile, History, and Status Quo 

Foundedȱ inȱ 1965ȱ byȱ Dr.ȱ h.c.ȱ Wernerȱ Otto,ȱ ECEȱ Projektmanagementȱ GmbHȱ &ȱ Co. ȱKG,ȱaȱGermanȱrealȱestateȱdevelopmentȱcompanyȱheadquarteredȱinȱHamȬ burg,ȱisȱpresentlyȱtheȱEuropeanȱmarketȱleaderȱinȱinnerȬcityȱshoppingȱcentres.ȱ In ȱitsȱhomeȱcountryȱofȱGermany,ȱECE’sȱmarketȱshareȱofȱallȱshoppingȱcentres’ȱ rentableȱareaȱisȱapproximatelyȱ20.5ȱ%ȱ(Benderȱ2006,ȱp.ȱ20).ȱȱ

Additionally,ȱtheȱcompanyȱalsoȱoperatesȱinȱtheȱfollowingȱbusinessȱsectors:ȱ

� officeȱbuildingsȱ

� industrialȱconstructionȱ

� transportȬrelatedȱrealȱestateȱ

� buildingsȱinȱtheȱhealthcareȱsector.ȱ

With ȱ respectȱ toȱ theseȱ businessȱ sectors,ȱ theȱ companyȱ isȱ organisedȱ intoȱ fiveȱ operatingȱ unitsȱ employingȱ approximatelyȱ 2,200ȱ retailȱ specialists.ȱ Tableȱ7.5ȱ providesȱanȱoverviewȱofȱtheȱbasicȱfiguresȱforȱECE’sȱotherȱbusinessȱactivities.ȱ

 

Tableȱ7.5ȱ    KeyȱFiguresȱofȱECE’sȱBusinessȱAreasȱ

 

Area/ Area/                              Investment/ Investment/ 

Business Sector Business Sector                Premises Premises           Tenants Tenants         Construction Construction

in m in m2 2                                 Volume Volume

Office Buildings Office Buildings                            600,000 600,000               500 500                N/A N/A

e.g. Airbus, e.g. Airbus, 

Industrial Properties Industrial Properties                         375,000 375,000                             750 million EUR 750 million EUR

Beiersdorf Beiersdorf e.g. railway e.g. railway 

400 million EUR 400 million EUR 

Transport Projects Transport Projects                           N/A N/A          stations Cologne, stations Cologne, 

(railway stations) (railway stations)

Leipzig, Hanover Leipzig, Hanover ȱ

 

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱforȱthisȱcaseȱstudyȱincludeȱtheȱwebȱsiteȱhttp://www.ece.deȱandȱmisȬ

cellaneousȱECEȱ publications,ȱdownloadableȱdocumentsȱasȱwellȱasȱexplicitlyȱcitedȱ sources.ȱ
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ECE’s ȱ businessȱ activitiesȱ compriseȱ developing,ȱ building,ȱ leasing,ȱ andȱ manȬ aging ȱ innovativeȱ shoppingȱ centresȱ asȱ wellȱ asȱ propertyȱ inȱ theȱ otherȱ menȬ tionedȱsectors.ȱAdditionally,ȱitȱalsoȱrevitalisesȱolderȱshoppingȱcentresȱsoȱasȱtoȱ adaptȱthemȱtoȱchangingȱtrendsȱandȱconsumerȱdemand.ȱAnnualȱrevitalisationȱ projectsȱamountȱtoȱapproximatelyȱ50ȱmillionȱEUR.ȱȱ

ECE ȱ Projektmanagementȱ isȱ aȱ companyȱ ownedȱ byȱ Otto,ȱ theȱ world’sȱ largestȱ mail Ȭorderȱ operator.ȱ Itȱ wasȱ alsoȱ foundedȱ byȱ Wernerȱ Ottoȱ andȱ generatedȱ aȱ turnoverȱ ofȱ moreȱ thanȱ 14.5ȱ billionȱ EURȱ inȱ theȱ financialȱ yearȱ 2005ȱ withȱ itsȱ businessȱ activitiesȱ inȱ 19ȱ countries.ȱ ECEȱ itselfȱ alsoȱ hasȱ twoȱ sisterȱ companiesȱ whichȱareȱactiveȱinȱtheȱUSAȱandȱCanada.ȱ

ItȱwasȱWernerȱOtto’sȱvisionȱtoȱadaptȱtheȱUSȱmodelȱofȱshoppingȱcentresȱtoȱfitȱ theȱ specificȱ needsȱ ofȱ theȱ largelyȱ decentralisedȱ Europeanȱ retailȱ market.ȱ Theȱ first ȱ ECEȱ shoppingȱ centre,ȱ theȱ FrankenȬCenterȱ inȱ Nuremberg,ȱ Germany,ȱ whichȱwasȱbuiltȱaccordingȱtoȱtheȱUSȱmodelȱofȱseparateȱshopsȱinȱanȱinterconȬ nected,ȱ coveredȱmall,ȱ wasȱopenedȱ inȱ1969ȱ andȱ isȱ stillȱrunȱandȱ managedȱ byȱ ECE ȱProjektmanagement.ȱȱ

Today,ȱtheȱcompanyȱisȱtheȱclearȱEuropeanȱmarketȱleaderȱinȱshoppingȱcentresȱ withȱ 84ȱ centresȱ (comprisingȱ moreȱ thanȱ 2.4ȱ millionȱ m2ȱ inȱ salesȱ area)ȱ beingȱ managedȱ asȱ wellȱ asȱ anotherȱ 14ȱ beingȱ currentlyȱ builtȱ orȱ planned.ȱ Inȱ 2005,ȱ moreȱthanȱ 10ȱbillionȱEURȱinȱsalesȱwereȱgeneratedȱbyȱtheȱECEȱshoppingȱcenȬ tresȱandȱtheirȱ 8,100ȱtenants.ȱSomeȱofȱtheȱmostȱprestigiousȱcentresȱareȱshownȱ in ȱFigureȱ7.3.ȱȱ

 

PrestigiousȱECEȱShoppingȱCentresȱ Figureȱ7.3ȱ

[image: ]

 

ȱ

 

Figureȱ7.4ȱshowsȱtheȱ currentȱ geographicȱ allocationȱ ofȱ ECE’sȱbusinessȱ activiȬ ties,ȱbothȱonȱaȱnationalȱandȱinternationalȱscale.ȱ
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Figureȱ7.4ȱ    ECE’sȱCentresȱandȱProjectsȱ

[image: ]

 

Theȱ initialsȱ “ECE”ȱ initiallyȱ stoodȱforȱtheȱ nameȱofȱ theȱ companyȱ –ȱ “EinkaufsȬ CenterȬEntwicklung”ȱ (whichȱ translatesȱ asȱ “shoppingȱ centreȱ development”).ȱ However,ȱ theȱ company,ȱ whichȱ wasȱ foundedȱ inȱ 1965,ȱ hasȱ beenȱ activeȱ inȱ aȱ broaderȱrangeȱofȱareasȱfromȱtheȱoutset.ȱȱ

Since ȱ theȱ businessȱ activityȱ inȱ areasȱ otherȱ thanȱ shoppingȱ centresȱ hasȱ inȬ creasedȱ steadilyȱ andȱ sinceȱ theȱ planningȱ andȱ constructionȱ ofȱ aȱ hospital,ȱ forȱ example,ȱ hasȱ littleȱ inȱ commonȱ withȱ thatȱ ofȱ shoppingȱ centresȱ (andȱ asȱ theȱ referenceȱtoȱshoppingȱcentresȱonȱtheȱ siteȱboardȱforȱaȱhospitalȱprojectȱcausedȱ some ȱ irritationȱtoȱ passersȬby),ȱtheȱ companyȱ wasȱ renamedȱ“ECEȱProjektmanȬ agement”ȱ–ȱorȱECEȱforȱshort.ȱ

 

Success Factors 

 

Careful Site Selection 

Apartȱ fromȱ aȱ focusȱ onȱ creatingȱ anȱ appealingȱ andȱ convenientȱ customerȱ exȬ perience,ȱ theȱ selectionȱ ofȱ onlyȱ primeȱ locationsȱ forȱ shoppingȱ centresȱ wasȱ centralȱtoȱOtto’sȱphilosophyȱforȱECEȱfromȱtheȱstart.ȱForȱthisȱreason,ȱtheȱcomȬ pany ȱconductsȱ“extensiveȱresearchȱ onȱaȱ targetȱ city”ȱ (Knuttȱ2003,ȱp.ȱ20).ȱTheȱ followingȱ basicȱ locationȱ factorsȱ ofȱ aȱ potentialȱ shoppingȱ centreȱ siteȱ areȱ asȬ sessedȱcritically:ȱ
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� � locationȱ                                                      LocationȱFactors

� � catchmentȱareaȱ

� � purchasingȱpowerȱ

� � accessibilityȱbyȱfoot,ȱcarȱandȱpublicȱtransportȱ(Schliebeȱ1998ȱp.ȱ114).ȱ

The ȱ assessmentȱ ofȱ potentialȱ sitesȱ forȱ aȱ shoppingȱ centreȱ isȱ theȱ firstȱ stageȱ inȱ projectȱ management,ȱcomprisingȱ ultimately,ȱ theȱ developmentȱ andȱ manageȬ mentȱ ofȱ aȱ shoppingȱ centre.ȱ ECEȱ Projektmanagementȱ alwaysȱ makesȱ extensiveȱ useȱ ofȱ primaryȱ statisticsȱ onȱ theȱ numberȱ andȱ structureȱ ofȱ inhabitants,ȱ otherȱ demographics, ȱ purchasingȱ powerȱ andȱ theȱ centralityȱ ofȱ theȱ respectiveȱ city.ȱ These ȱdataȱareȱeasilyȱaccessibleȱthroughȱcensusȱoffices,ȱforȱexampleȱ(SchnerȬ mannȱ 1998,ȱ p.ȱ145).ȱ ECEȱ alwaysȱ includesȱ localȱ civicȱ councilsȱ andȱ financialȱ investorsȱinȱtheȱassessmentȱprocessȱasȱsoonȱasȱpossible,ȱbecauseȱtheȱ latterȱinȱ particular,ȱ ultimatelyȱ decideȱ whetherȱ orȱ notȱ aȱ locationȱ isȱ appropriateȱ forȱ constructing ȱ aȱ shoppingȱ centre.ȱ Onȱ theȱ otherȱ hand,ȱ localȱ civicȱ authoritiesȱ andȱ citizens’ȱinitiativesȱorȱ actionȱgroupsȱwhichȱ opposeȱaȱpotentialȱshoppingȱ centre,ȱcanȱ makeȱ itȱ veryȱ difficultȱ forȱ theȱ projectȱ managementȱ processȱ toȱ beȱ pursued.ȱ

Inȱ termsȱ ofȱ catchmentȱ area,ȱ ECEȱ distinguishesȱ betweenȱ differentȱ zonesȱ inȱ terms ȱ ofȱ theirȱ distanceȱ fromȱ theȱ shoppingȱ centre,ȱ asȱ measuredȱ inȱ drivingȱ timeȱbyȱcar.ȱTheȱdistinctionȱisȱmadeȱasȱfollows:ȱ

� � zoneȱI/primaryȱcatchmentȱarea:ȱ0Ȭ5ȱminutesȱdrivingȱdistanceȱbyȱcarȱ

� � zoneȱII/secondaryȱcatchmentȱarea:ȱ5Ȭ15ȱminutesȱdrivingȱdistanceȱbyȱcarȱ

� � zoneȱIII/fringe/tertiaryȱcatchmentȱarea:ȱ15Ȭ30ȱminutesȱdrivingȱdistanceȱbyȱ

carȱ

� � zoneȱIV:ȱ30Ȭ45ȱminutesȱdrivingȱdistanceȱbyȱcar.ȱ

Inȱorderȱtoȱdepictȱtheȱcatchmentȱareaȱofȱaȱpotentialȱshoppingȱcentreȱsite,ȱtheȱ    ȱ differentȱzonesȱareȱrepresentedȱinȱconcentricȱcirclesȱonȱaȱmap,ȱindicatingȱtheȱ    ȱ respectiveȱ numberȱ ofȱ inhabitants.ȱ Inȱ thisȱ respect,ȱ ECEȱ Projektmanagementȱ    ȱ usesȱvariousȱgeographicalȱinformationȱsystemsȱ(GIS).ȱAnotherȱ keyȱ prerequisiteȱ    UseȱofȱGISȱ forȱ buildingȱ aȱ shoppingȱ centreȱ isȱ accessibility,ȱ whichȱ includesȱ sufficientȱ parkingȱ andȱ landscapedȱ entrancesȱ forȱ pedestrians.ȱ Forȱ example,ȱ Limbeckerȱ Platz ȱ inȱEssenȱ willȱ beȱGermany’sȱ largestȱ innerȬcityȱ shoppingȱcentreȱ afterȱ itsȱ completionȱ inȱ 2009,ȱ withȱ 70,000ȱ m2ȱ floorȱ spaceȱ onȱ 3.5ȱstoreysȱ andȱ approxiȬ matelyȱ200ȱ shops.ȱ Theȱ estimatedȱ catchmentȱ areaȱ forȱ zonesȱ Iȱ –ȱ IIIȱ willȱ comȬ prise ȱmoreȱthanȱ1.7ȱmillionȱinhabitantsȱandȱmoreȱthanȱ2,000ȱparkingȱlotsȱwillȱ beȱprovided.ȱ
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ShoppingȱCentreȱ   ECEȱ onlyȱ choosesȱ locationsȱ whereȱ itȱ canȱ integrateȱ itsȱ hallmarkȱ highȬgradeȱ

Architectureȱ    andȱhighȬqualityȱarchitectureȱintoȱtheȱcity.ȱAnȱexampleȱofȱthisȱlocationȱfactorȱ

isȱtheȱPotsdamerȱPlatzȱArkadenȱinȱBerlin,ȱwithȱitsȱ40,000ȱm2ȱofȱretailȱareaȱwhichȱ includes ȱanȱIMAXȱ cinema.ȱTheȱArkadenȱhaveȱ becomeȱ aȱfocalȱpointȱofȱattracȬ tionȱandȱ offerȱeverythingȱECEȱexpectsȱ“forȱaȱ goodȱ locationȱ –ȱ theȱinfrastrucȬ tureȱisȱexcellent,ȱfamousȱarchitectsȱhaveȱdesignedȱtheȱarchitectureȱsoȱthatȱtheȱ Potsdamerȱ Platzȱhasȱ becomeȱ aȱ brand,ȱandȱ theȱArkadenȱhasȱtheȱrightȱ sizeȱ toȱ offer ȱaȱbroadȱvarietyȱofȱshopsȱandȱrestaurantsȱ forȱtheȱcustomers.ȱ Potsdamerȱ Platzȱ Arkadenȱ isȱ aȱ realȱ urbanȱ entertainmentȱ center,ȱ whichȱ attractsȱ aȱ lotȱ ofȱ touristsȱasȱwell”ȱ(cf.ȱKnightȱ2005).ȱȱ

InȱitsȱsiteȬselectionȱprocess,ȱtheȱcompanyȱisȱalsoȱfacedȱwithȱaȱnumberȱofȱlegalȱ restrictions.ȱ Sinceȱ ECEȱ shoppingȱ centresȱ areȱ atȱ presentȱ onlyȱ builtȱ inȱ innerȬ cityȱlocationsȱandȱ becauseȱtheȱcompanyȱhasȱveryȱhighȱexpectationsȱasȱtoȱtheȱ architectureȱ ofȱ itsȱ centres,ȱ preferredȱ locationsȱ areȱ historicalȱ buildingsȱ andȱ sometimesȱevenȱformerȱcastles.ȱHowever,ȱthereȱareȱoftenȱlegalȱrestrictionsȱinȱ termsȱ ofȱmonumentȱpreservation.ȱA ȱ currentȱ exampleȱ isȱ theȱshoppingȱ centreȱ at ȱ theȱ Schlossparkȱ Brunswick,ȱ dueȱ toȱ openȱ inȱ 2006,ȱ whichȱ causedȱ muchȱ controversyȱ amongȱ residents,ȱ consumers,ȱ localȱ civicȱ authorities,ȱ etc.ȱ (seeȱ www.schlossparkȬbraunschweig.de).ȱ Furthermore,ȱ theȱLandȱ Useȱ Ordinanceȱ andȱ environmentalȬrelatedȱ issuesȱ haveȱ toȱ beȱ takenȱ intoȱ accountȱ inȱ theȱ siteȱ selection ȱ process.ȱ Forȱ thisȱ purpose,ȱ ECEȱ alwaysȱ usesȱ externalȱ expertiseȱ toȱ support ȱtheȱselectionȱprocess.ȱ

Asȱ ECEȱ hasȱ fourȱ differentȱ kindsȱ ofȱ shoppingȱ centresȱ inȱ itsȱ portfolioȱ (seeȱ Figureȱ7.5),ȱ theȱ siteȱselectionȱprocessȱisȱ alwaysȱtailoredȱtoȱtheȱshoppingȱ cenȬ treȱinȱquestion.ȱ

 

Figureȱ7.5ȱ    ECE’sȱPortfolioȱofȱShoppingȱCentresȱ
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Sinceȱ innerȬcityȱ locationsȱ whichȱ meetȱ ECE’sȱ highȱ standardsȱ andȱ prerequiȬ    AssessingȱInterȬ sitesȱareȱlimited,ȱtheȱcompanyȱbeganȱexpandingȱintoȱforeignȱmarketsȱoutsideȱ   nationalȱMarketsȱ Germanyȱ inȱ 1996/1997,ȱ assessingȱ potentialȱ markets,ȱ areas,ȱ andȱ shoppingȱ centre ȱ sites.ȱ TheȱGaleriaȱ Dominikanskaȱinȱ theȱ Polishȱcityȱ ofȱWroclawȱ wasȱtheȱ firstȱECEȱ shoppingȱ centreȱ outsideȱGermany.ȱ Beforeȱ enteringȱ aȱ foreignȱ marȬ ket,ȱ theȱ companyȱ analysesȱnationalȱ economicȱ dataȱ andȱ keyȱfiguresȱ inȱ greatȱ detail ȱ inȱorderȱ toȱobtainȱ aȱ realisticȱassessmentȱ ofȱ theȱ potentialȱmarket.ȱ Thisȱ dataȱincludes:ȱ

� � GDPȱrealȱgrowthȱandȱGDPȱperȱcapitaȱ

� � domesticȱdemand,ȱpurchasingȱpowerȱindexȱ

� � unemploymentȱrateȱandȱavailableȱlabour,ȱqualityȱofȱavailableȱlabourȱ

� � demographics,ȱ e.g.ȱ ageȱ andȱgenderȱstructure,ȱ levelȱofȱeducation,ȱorȱfamȬ

ilyȱsizeȱ

� � trafficȱconnectionsȱandȱinfrastructureȱ

� � politicalȱandȱlegalȱconditions.ȱ

Anotherȱ mainȱ criterionȱ forȱ ECEȱ Projektmanagementȱ inȱ decidingȱ whetherȱ orȱ not ȱtoȱenterȱaȱcountryȱisȱtheȱpotentialȱtoȱbecomeȱmarketȱleader.ȱOnlyȱifȱthereȱ areȱreasonableȱ prospectsȱofȱdoingȱso,ȱwillȱtheȱcompanyȱenterȱaȱforeignȱmarȬ ket.ȱThisȱisȱtheȱcaseȱinȱPolandȱorȱTurkey,ȱforȱexampleȱ(Knuttȱ2003,ȱpp.ȱ19Ȭ20).ȱ

 

Staggered Rent System 

Theȱ staggeredȱ rentȱ strategyȱ isȱ aȱ cornerstoneȱ ofȱ theȱ ECEȱ shoppingȱ centreȱ concept.ȱItȱisȱobviousȱthatȱaȱhairȱsalonȱcannotȱaffordȱtheȱsameȱrentȱasȱaȱjewelȬ ler’sȱ shop,ȱ forȱ exampleȱ Ȭȱ butȱ aȱ shoppingȱ centreȱ needsȱ both.ȱ Thisȱ isȱ whereȱ    TailoredȱLeasingȱ tenantsȱprofitȱfromȱECE’sȱtailoredȱleasingȱpolicy.ȱTheyȱpayȱsectorȬdependentȱ    Policyȱ rentsȱ basedȱ onȱ theȱfinancialȱ potentialȱ ofȱ theȱ outletȱ inȱ question.ȱ Theȱsystemȱ facilitatesȱ aȱ complementaryȱ tenantȱ mix.ȱ Byȱ contrast,ȱ individualȱ ownersȱ alȬ ways ȱ tryȱtoȱdemandȱ theȱ highestȱ possibleȱ rentȱforȱtheirȱshopȱ premisesȱȬȱwithȱ the ȱresultȱthatȱentireȱtypesȱofȱbusinessȱdisappearȱfromȱinnerȱcities.ȱItȱisȱECE’sȱ officialȱ policyȱ andȱ strategyȱ toȱ counteractȱ thisȱ tendencyȱ byȱ applyingȱ rentȱ discriminationȱtoȱitsȱtenants.ȱ

 

Close and Long-Term Relationship With Tenants 

Withȱtheȱhelpȱofȱtheȱstaggeredȱrentȱsystem,ȱECEȱpursuesȱaȱstrategyȱofȱhavingȱ an ȱattractiveȱandȱvariedȱmixȱofȱitsȱtenants,ȱencompassingȱlargeȱanchorȱstoresȱ such ȱasȱdepartmentȱstoresȱasȱwellȱasȱbranchȱstores,ȱoftenȱinȱtheȱtextileȱsector,ȱ andȱ regionalȱ retailersȱ whichȱ allȱ giveȱ theȱ respectiveȱ shoppingȱ centreȱ itsȱ
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uniqueȱ identity,ȱ thusȱ increasingȱ theȱ feelingȱ ofȱ identityȱ amongȱ tenantsȱ andȱ customer ȱacceptance.ȱECEȱrefersȱtoȱthisȱapproach,ȱcombinedȱwithȱtheȱcharacȬ teristic ȱ highȬqualityȱ architecture,ȱ asȱ theȱ “vibrantȱ marketplaces”ȱ concept,ȱ whichȱgeneratesȱ beneficialȱstimuliȱforȱtheȱinnerȱcity,ȱthusȱwinningȱbackȱ purȬ chasingȱpowerȱfrom,ȱforȱexample,ȱcategoryȱkillersȱonȱgreenfieldȱsitesȱoutsideȱ theȱcityȱcentres.ȱȱ

TenantȱStructureȱ    Onȱaverage,ȱ largeȱnationalȱchainsȱ accountȱ forȱ49ȱ%ȱ ofȱshopȱtypesȱinȱanȱECEȱ

shopping ȱ centre;ȱ regionalȱ retailersȱ compriseȱ 22ȱ%ȱ andȱ singleȱ outletsȱ 29ȱ%.ȱ Figureȱ7.6ȱ showsȱ theȱ tenancyȱ byȱ sectorȱ forȱ theȱ Potsdamerȱ Platzȱ Arkadenȱ inȱ Berlinȱasȱanȱexampleȱforȱtheȱbranchȱmix.ȱ

 

Figureȱ7.6ȱ    TenancyȱbyȱSectorȱ–ȱPotsdamerȱPlatzȱArkaden,ȱBerlinȱ
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Source:ȱECEȱ2003,ȱp.ȱ8.ȱ

 

Becauseȱtheȱcompanyȱdoesȱnotȱengageȱinȱoutsourcing,ȱ butȱitselfȱhandlesȱtheȱ entire ȱ centreȱ planning,ȱ development,ȱ management,ȱ andȱ leasing,ȱ itȱ canȱ deȬ velopȱ closerȬthanȬaverageȱ relationshipsȱ withȱ itsȱ tenants,ȱ therebyȱ gainingȱ considerableȱ retailȱ knowȬhow.ȱECEȱProjektmanagementȱattachesȱgreatȱimporȬ tanceȱ toȱ directȱ andȱ closeȱ communicationȱ withȱ itsȱ retailers,ȱ resultingȱ inȱ anȱ excellentȱ reputationȱandȱ aȱ loyaltyȱ “bonus”ȱ onȱ theȱpartȱ ofȱ theȱretailers.ȱ Itȱ isȱ notȱunusualȱforȱtheȱtakeȬupȱrateȱtoȱbeȱasȱhighȱasȱ120ȱ%ȱwhenȱaȱnewȱshoppingȱ centreȱisȱopenedȱ(Knuttȱ2003,ȱp.ȱ19).ȱ

 

Retail Know-How “All-In-One”

Itȱ isȱconsideredȱ “unusualȱ inȱanȱ ageȱ ofȱoutsourcing”ȱ (Knuttȱ2003,ȱ p.ȱ19)ȱthatȱ ECEȱ handlesȱ allȱ managementȱ activitiesȱ itself.ȱ Theȱcompany,ȱ whichȱ seesȱ theȱ
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centreȱ managerȱ asȱ theȱ “mayor”ȱ ofȱ theȱ “townȱ withinȱ aȱ town”,ȱ regardsȱ theȱ following ȱcharacteristicsȱasȱcentralȱtoȱitsȱsuccess:ȱ

� � ECEȱdevelopedȱtheȱjobȱprofileȱofȱ“centreȱmanager”ȱinȱGermanyȱandȱnowȱ Characteristicsȱofȱ

runsȱ itsȱownȱCenterȱ Managerȱ Academy,ȱ anȱ inȬhouseȱuniversity,ȱ whereȱ fuȬ    ECE’sȱStrategyȱ tureȱshoppingȱcentreȱmanagersȱareȱtrainedȱandȱeducatedȱ

� � firstȬrateȱ specialists,ȱ includingȱ aroundȱ100ȱcentreȱ managersȱ andȱ50ȱleasȬ

ingȱexpertsȱ

� � trademarkȱofȱbright,ȱfriendly,ȱsafeȱandȱcleanȱcentresȱ

� � professionalȱ managementȱ underpinnedȱ byȱ aȱ networkȱ ofȱ local,ȱ regionalȱ

andȱnationalȱspecialistsȱ

� � highȬimpactȱmarketingȱconceptsȱ

� � synergisticȱbenefitsȱfromȱ84ȱcentresȱunderȱmanagementȱȬȱinȱareasȱsuchȱasȱ

“bulkȱbooking”ȱofȱevents,ȱforȱexampleȱ

� � managementȱofȱaȱtenants’ȱassociationȱ

� � mediaȱplanningȱforȱaȱtotalȱadvertisingȱbudgetȱofȱaroundȱ100ȱmillionȱEURȱ

� � responsibilityȱforȱtechnicalȱservicesȱandȱfacilitiesȱ

� � operationȱofȱmultiȬstoreyȱcarȱparksȱ(46ȱcarȱparksȱunderȱmanagement)ȱ

� � liaisonȱ withȱ regionalȱ andȱ civicȱ authorities,ȱ associations,ȱ clubsȱ andȱ theȱ

media.ȱ

 

ECE ȱTenants’ȱTurnoverȱGrowthȱvs.ȱSectorȱTrendȱ(inȱ%)ȱ                              Figureȱ7.7ȱ
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Overȱ theȱlastȱ decade,ȱECEȱ tenantsȱ haveȱ enjoyedȱaȱ favourableȱ salesȱ increaseȱ compared ȱtoȱtheȱgeneralȱsectorȱtrendȱ(seeȱFigureȱ7.7).ȱ

 

Summary and Outlook 

ECE’sȱ strategyȱ ofȱ buildingȱ andȱ managingȱ innovativeȱ innerȬcityȱ shoppingȱ centresȱ has,ȱ toȱ date,ȱ provenȱ veryȱ successful.ȱ Itsȱ combinationȱ ofȱ exȬanteȱ exȬ tensiveȱresearchȱonȱ potentialȱlocationsȱforȱestablishingȱaȱnewȱshoppingȱ cenȬ treȱandȱofȱactivelyȱmanagingȱitȱisȱtheȱcornerstoneȱofȱitsȱstrategy.ȱȱ

In ȱ Germany,ȱ whereȱ theȱ currentȱ perȱ capitaȱ shoppingȬcentreȱ ratioȱ isȱ lowȱ inȱ comparison ȱ withȱ theȱ Europeanȱ averageȱ (namelyȱ 114.5ȱ m2ȱ perȱ 1,000ȱ inhabiȬ tants),ȱ considerableȱ growthȱ potentialȱ forȱ shoppingȱ centresȱ isȱ projectedȱ forȱ theȱ nextȱ coupleȱ ofȱ years.ȱ However,ȱ aȱ largeȱ discrepancyȱ canȱ beȱ observedȱ betweenȱWesternȱandȱEasternȱ Germany,ȱwhereȱtheȱperȱcapitaȱshoppingȱcenȬ tre ȱareaȱisȱsometimesȱsixȱtimesȱasȱhighȱasȱinȱsomeȱpartsȱofȱWesternȱGermany.ȱ Since ȱ thereȱ areȱ currentlyȱ 372ȱ centresȱ withȱ moreȱ thanȱ 10,000ȱ m2ȱ ofȱ rentableȱ area,ȱ itȱ isȱ estimatedȱ thatȱ futureȱ growthȱ ratesȱ willȱ equalȱ approximatelyȱ 4ȱ%ȱ (LZNetȱ2006).ȱ

 

Questions

1.ȱ   Whyȱ isȱ itȱ notȱ uncommonȱ forȱ citizenȱ activistȱ groupsȱ toȱ protestȱ againstȱ

largeȱ shoppingȱ centresȱ asȱ builtȱ byȱ ECE?ȱ Whatȱ areȱ theȱ mostȱ frequentlyȱ expressedȱfearsȱandȱanxietiesȱassociatedȱwithȱsuchȱinnerȬcityȱcentres?ȱ

2.ȱ   Whatȱ areȱ theȱ advantagesȱ andȱ disadvantagesȱ ofȱ greenfieldȱ vs.ȱ innerȬcityȱ

locationsȱforȱdifferentȱretailers?ȱ

3.ȱ   Whyȱ wasȱ itȱ attractiveȱ forȱ ECEȱ toȱ enterȱ Centralȱ andȱ Easternȱ Europeanȱ

countries?ȱ Whatȱ areȱtheȱ futureȱ growthȱ prospectsȱinȱ theseȱ countriesȱ andȱ inȱgeneral?ȱ

 

Hints

1.ȱ   SeeȱlocalȱpressȱcoverageȱofȱtheȱrunȬupȱtoȱtheȱinstallationȱofȱaȱlargeȱinnerȬ

cityȱshoppingȱcomplex.ȱ

2.ȱ   Considerȱaspectsȱsuchȱasȱnationalȱplanningȱpolicies.ȱ

3.ȱ   Takeȱintoȱaccount,ȱforȱexample,ȱnationalȱstatisticsȱaboutȱtheseȱcountries.ȱ

ȱ
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Chapter 8 

 

Merchandise and Category Management 

 

The purpose of this Chapter is to explain the different attributes of a retailer’s mer-chandise mix and the aspects to be considered in merchandise planning. The Chapter deals with the merchandise mix, the development and importance of store brands and the integration of merchandise planning into the broader process of category man-agement.

 

Merchandise Mix 

Theȱ productȱ assortmentȱ isȱtheȱ coreȱ ofȱ theȱretailingȱservice.ȱAȱ retailer’sȱ totalȱ productȱofferingȱisȱcalledȱaȱmerchandiseȱmixȱorȱproductȱrange.ȱAtȱaȱstrategicȱ level, ȱ merchandiseȱ managementȱ includesȱ theȱ processȱ ofȱ selectingȱ theȱ rightȱ itemsȱforȱaȱstoreȱand,ȱatȱanȱoperationalȱlevel,ȱensuringȱthatȱtheyȱareȱavailableȱ whenȱ customersȱwantȱ toȱpurchaseȱthem.ȱ Theȱlatterȱfunctionȱ isȱ discussedȱ inȱ moreȱdetailȱinȱChaptersȱ13ȱandȱ14.ȱȱ

Itemsȱ inȱ theȱ assortmentȱ areȱ organisedȱ intoȱ groups,ȱ theȱ soȬcalledȱ categories.ȱ Merchandiseȱ planningȱ encompassesȱ selectingȱ theȱ rightȱ categoriesȱ andȱ theȱ itemsȱwithinȱthem.ȱTheȱselectionȱofȱtheȱappropriateȱitemsȱforȱaȱstoreȱrefersȱtoȱ theȱbreadthȱandȱdepthȱofȱtheȱassortment,ȱqualityȱlevelsȱandȱtheȱbrandȱportfoȬ lio.ȱ

Theȱlowestȱlevelȱofȱdetailȱidentifyingȱaȱproductȱinȱtheȱretailer’sȱassortmentȱisȱ    SKUȱ the ȱ stockȬkeepingȱ unitȱ(SKU),ȱwhichȱidentifiesȱaȱparticularȱitem.ȱForȱ example,ȱ aȱpairȱofȱpantsȱofȱaȱcertainȱbrand,ȱinȱaȱparticularȱstyle,ȱcolour,ȱandȱsize,ȱisȱoneȱ SKU.ȱ Theȱ numberȱ ofȱ SKUsȱ atȱ variousȱ retailersȱ variesȱ tremendously.ȱ Whileȱ hardȱ discountersȱ oftenȱ carryȱ lessȱ thanȱ 1,000ȱ SKUs,ȱ aȱ typicalȱ hypermarketȱ assortmentȱ accumulatesȱ toȱ aroundȱ 100,000ȱ SKUs.ȱ Itemsȱ inȱ theȱ assortmentȱ can ȱbeȱ groupedȱinȱtermsȱofȱ manyȱdifferentȱcriteria.ȱTheȱproductȱ lifeȱcycleȱisȱ oneȱimportantȱclassificationȱcriterionȱ(Berman/Evansȱ2007,ȱpp.ȱ416Ȭ417):ȱ

� � Stapleȱmerchandiseȱconsistsȱofȱthoseȱproductsȱthatȱareȱcarriedȱpermanentlyȱ

byȱtheȱretailerȱandȱthatȱ haveȱ relativelyȱstableȱsalesȱoverȱ time.ȱAȱ hammerȱ orȱaȱ paintȬbrushȱatȱaȱDIYȱretailerȱorȱ jeansȱ andȱ whiteȱTȬshirtsȱatȱaȱdepartȬ mentȱstoreȱwouldȱbeȱexamplesȱofȱstapleȱgoods.ȱ

� � Fashionȱ merchandiseȱ refersȱ toȱ productsȱ thatȱ haveȱ cyclicalȱ salesȱ dueȱ toȱ

changingȱ tastesȱ andȱ lifestyles.ȱ Coloursȱ andȱ cutsȱ ofȱ clothingȱ changeȱ andȱ merchandiseȱofferedȱthisȱyearȱisȱusuallyȱoutȱofȱdateȱnextȱyear.ȱ
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�     ȱ       ȱ     ȱ ȱ      ȱ   ȱ   ȱ   ȱ   ȱ      ȱ    ȱ � Seasonal merchandise consists of products that do not sell equally well

overȱ consecutiveȱ timeȱ periods.ȱ Barbecueȱ grills,ȱ skiingȱ equipment,ȱ shortȱ pantsȱandȱsimilarȱproductsȱhaveȱveryȱhighȱsalesȱduringȱoneȱseasonȱofȱtheȱ year, ȱbutȱareȱnotȱsoldȱatȱallȱinȱotherȱseasons.ȱ

� Fadȱmerchandiseȱgeneratesȱ veryȱ highȱ salesȱ forȱaȱ shortȱ timeȱperiod.ȱOften,ȱ

toysȱ andȱ games,ȱ certainȱ clothingȱ accessories,ȱ orȱ certainȱ musicȱ CDsȱ areȱ fads. ȱ Tamagochisȱ andȱ Pokémons,ȱ forȱ instance,ȱ wereȱ classicȱ fads.ȱ Movieȱ merchandiseȱ (e.g.ȱ Batmanȱ accessories)ȱalsoȱ constitutesȱtypicalȱ fads.ȱ Priceȱ sensitivityȱisȱoftenȱveryȱlowȱandȱensuringȱsupply,ȱwhileȱdemandȱisȱhigh,ȱ isȱcrucialȱforȱsuccess.ȱ

Theȱ productȱlifeȱ cycleȱ ofȱ merchandiseȱ isȱ alsoȱ important,ȱ becauseȱ itȱ emphaȬ sisesȱthatȱallȱproductsȱinȱtheȱassortmentȱneedȱtoȱbeȱreplacedȱafterȱaȱ(varying)ȱ periodȱofȱtime.ȱ

Qualityȱȱ   Anotherȱ merchandiseȱ categorisationȱ isȱ theȱ qualityȱ level,ȱ whichȱ isȱ closelyȱ

Levelȱ    relatedȱ toȱ theȱ priceȱpositioningȱ(seeȱChapterȱ9).ȱShouldȱtheȱretailerȱfocusȱonȱ

premiumȱ productsȱ andȱ targetȱ highȬincomeȱ customers,ȱ offerȱ standardȱ prodȬ uctsȱorȱfocusȱonȱlowerȱquality,ȱlessȱexpensiveȱitemsȱtoȱtargetȱmainlyȱ(butȱnotȱ only)ȱ lowȬincomeȱ customers?ȱAnotherȱ strategicȱ optionȱ isȱ toȱ coverȱ differentȱ qualityȱ segmentsȱ andȱ therebyȱ approachȱ aȱ broaderȱ targetȱ group.ȱ Forȱ examȬ ple,ȱ whileȱ discountȱ apparelȱ storesȱ (e.g.ȱ KIKȱ inȱ Germanyȱ orȱ theȱ Dutchȱ ZeeȬ man) ȱ focusȱ onȱ theȱ lowȬqualityȱ segment,ȱ clothingȱ boutiquesȱ focusȱ onȱ theȱ highȬqualityȱ segmentȱ andȱdepartmentȱ storesȱusuallyȱ coverȱdifferentȱqualityȱ levels.ȱ

Breadthȱandȱ   Theȱbreadthȱ(orȱwidth)ȱandȱdepthȱofȱtheȱassortmentȱareȱtheȱmostȱcommonlyȱ Depthȱofȱtheȱȱ   usedȱ criteriaȱ forȱ structuringȱ theȱ merchandiseȱ mixȱ (Ogden/Ogdenȱ 2005,ȱ

Assortmentȱ   pp.ȱ263Ȭ264):ȱ

� Theȱ numberȱofȱproductȱlinesȱ(orȱcategories)ȱtheȱ retailerȱoffersȱ isȱreferredȱ

toȱasȱtheȱbreadthȱ(width)ȱofȱtheȱ assortment.ȱ Breadthȱisȱgenerallyȱ depictedȱ onȱaȱ scaleȱ betweenȱnarrowȱ andȱwide;ȱ andȱretailersȱ asȱ specialistsȱorȱgenȬ eralists.ȱ A ȱ wideȱ assortmentȱ usuallyȱ hasȱ theȱ advantageȱ ofȱ appealingȱ toȱ manyȱcustomers,ȱ andȱ itȱ makesȱ oneȬstopȬshoppingȱ possible,ȱ i.e.ȱ theȱ cusȬ tomerȱ findsȱ mostȱ ofȱ theȱ merchandiseȱ heȱ wantsȱ “underȱ oneȱ roof”.ȱ Aȱ drawbackȱisȱ thatȱveryȱwideȱ assortmentsȱ oftenȱ resultȱinȱaȱ diffuse,ȱunspeȬ cificȱstoreȱimage.ȱȱ

� TheȱnumberȱofȱSKUsȱinȱaȱparticularȱcategoryȱ(e.g.ȱbrands,ȱcolours,ȱtastes,ȱ

sizes)ȱisȱcalledȱtheȱdepthȱofȱtheȱassortment.ȱDepthȱisȱmostlyȱmeasuredȱonȱ a ȱ scaleȱ rangingȱ betweenȱ shallowȱ andȱ deep.ȱ Deepȱ assortmentsȱ haveȱ theȱ advantageȱ ofȱ givingȱ theȱ consumerȱ aȱ goodȱ choiceȱ withinȱ theȱ categories,ȱ butȱoften,ȱaȱshallowȱassortmentȱcanȱfocusȱbetterȱonȱtheȱfastȬsellingȱitemsȱ inȱaȱcategory.ȱDeepȱassortmentsȱoftenȱleadȱtoȱmanyȱitemsȱwithȱlowȱinvenȬ
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toryȱ turns.ȱWhenȱaȱcategoryȱassortmentȱisȱdeep,ȱitȱusuallyȱ coversȱdifferȬ entȱqualityȱ andȱpriceȱlevels,ȱwhileȱ shallowȱassortmentsȱusuallyȱfocusȱ onȱ specificȱqualityȱlevels.ȱ

Using ȱ theseȱ twoȱ dimensions,ȱ mostȱ storesȱ canȱ beȱ classifiedȱ intoȱ oneȱ ofȱ fourȱ groupsȱ(seeȱFigureȱ8.1).ȱȱ

 

TheȱMerchandiseȱMix:ȱDepthȱandȱBreadthȱofȱAssortmentȱ                             Figureȱ8.1ȱ

 

Depth of

Assortment

e.g. Specialty Stores     e.g. Department Stores

Advantages:                    Advantages:

deep   � � specialist image                 � one-stop-shopping very good choice in categories   � broad target group

Disadvantages:                  Disadvantages: � no one-stop-shopping           � diffuse image � more dependent on trends       � low inventory turns e.g. Convenience Stores      e.g. Discounters Advantages:                    Advantages:

shallow                                 � � � high inventory turns              � high inventory turns aimed at specific target group      broad target group

Disadvantages:                  Disadvantages: � no one-stop-shopping           � weak merchandise image � often low customer loyalty        � some disappointed customers

Breadth of

narrow                    wide            Assortment

ȱ

Source:ȱAdaptedȱfromȱBerman/Evansȱ2007,ȱp.ȱ423;ȱOgden/Ogdenȱ2004,ȱ p.ȱ264.ȱȱ

 

Forȱ theȱ assortmentȱ decision,ȱ demandȱ interrelationshipsȱ haveȱ toȱ beȱ considȬ Complementaryȱ

eredȱ inȱ merchandiseȱ planning.ȱ Theȱ consumerȱ usuallyȱ buysȱ aȱshoppingȱbasȬ    Demandȱ ket.ȱTheȱdemandȱforȱcertainȱitemsȱisȱinterrelated.ȱThisȱcanȱbeȱtheȱcaseȱsimplyȱ becauseȱitȱisȱmoreȱconvenientȱtoȱdoȱallȱtheȱfoodȱshoppingȱforȱtheȱweekȱinȱoneȱ store. ȱHowever,ȱcomplementaryȱeffectsȱwithinȱtheȱassortmentȱcanȱalsoȱarise,ȱ becauseȱproductsȱ areȱ consumedȱ togetherȱ andȱitȱ hasȱadvantagesȱtoȱpurchaseȱ themȱtogetherȱbecauseȱtheyȱcanȱbeȱmatched.ȱShirtȱandȱtie,ȱorȱpaintȬbrushȱandȱ paint,ȱareȱtypicalȱexamplesȱofȱcomplementaryȱgoods.ȱ

One ȱ majorȱchallengeȱ forȱ retailersȱ isȱthatȱmanyȱ storesȱ haveȱ toȱaccommodateȱ the ȱpreferencesȱofȱdifferentȱconsumerȱsegmentsȱ(Mulhernȱ1997,ȱp.ȱ109).ȱSinceȱ theȱ storesȱ usuallyȱ haveȱ onlyȱ aȱ limitedȱ geographicȱ catchmentȱ areaȱ andȱ theȱ populationȱ inȱ thisȱ catchmentȱ areaȱ isȱ usuallyȱ heterogeneous,ȱ manyȱ retailersȱ cannotȱaffordȱnotȱtoȱappealȱtoȱcertainȱcustomerȱgroups.ȱThisȱisȱespeciallyȱtheȱ case ȱ forȱ foodȱ retailers.ȱ Generalȱ merchandiseȱ retailers,ȱ whereȱ consumersȱ often ȱtravelȱfurtherȱtoȱtheȱstoreȱofȱtheirȱchoiceȱ(dueȱtoȱlessȱfrequentȱshoppingȱ
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trips)ȱ andȱ storesȱinȱlargeȱcityȱcentresȱwhereȱ customerȱfrequencyȱisȱgenerallyȱ high, ȱcanȱfocusȱmoreȱeasilyȱonȱcertainȱspecificȱcustomerȱgroups.ȱȱ

 

Category Migration as Trend 

Merchandiseȱ   AnȱincreasingȱnumberȱofȱretailersȱuseȱaȱcombinationȱofȱspecialistȱandȱgenerȬ

Diversificationȱ    alistȱ approachesȱ withinȱ theirȱ productȱ offer.ȱ Theyȱ areȱ specialistȱ inȱ oneȱ orȱ aȱ

fewȱcategories,ȱ butȱaddȱ otherȱcategories,ȱinȱwhichȱtheyȱonlyȱofferȱ aȱ shallowȱ assortmentȱ (Varleyȱ2006,ȱ p.ȱ10).ȱTemporarilyȱorȱpermanently,ȱretailersȱdiverȬ sifyȱ byȱ addingȱ newȱ productsȱ toȱ theirȱ assortment,ȱ whichȱ doȱ notȱ belongȱ toȱ theirȱ traditionalȱ merchandiseȱ (Zentes/Morschettȱ 2004b).ȱ Supermarketsȱ sellȱ nonȬfoodȱproducts,ȱDIYȱstoresȱofferȱfurniture,ȱsportsȱstoresȱofferȱtravelȱpackȬ agesȱ andȱ food,ȱ toȱ listȱ justȱ aȱ fewȱ examples.ȱ Thisȱ developmentȱ resultsȱ inȱ aȱ blurringȱofȱretailȱsectorȱboundariesȱ(Zentes/Swobodaȱ1998,ȱp.ȱ125).ȱThereȱareȱ aȱ numberȱ ofȱ reasonsȱ forȱ thisȱ trend.ȱ Theȱ averageȱ storeȱ sizeȱ hasȱ increasedȱ continuously ȱoverȱtheȱlastȱdecades,ȱ givingȱretailersȱmoreȱspaceȱ toȱenterȱnewȱ categories.ȱ Manyȱ productȱ categoriesȱ haveȱ stagnated,ȱ makingȱ aȱ moveȱ intoȱ newȱfieldsȱattractive.ȱAndȱsomeȱretailersȱwishȱtoȱexploitȱtheirȱhighȱcustomerȱ frequencyȱ byȱ sellingȱ newȱ productȱ rangesȱ (Zentes/SchrammȬKlein/Neidhartȱ 2005, ȱpp.ȱ52Ȭ57).ȱ

Successfulȱ    Thisȱstrategyȱisȱsometimesȱcalledȱproductȱscrambling,ȱbecauseȱitȱbearsȱtheȱriskȱ

BrandȱExtensionȱ   ofȱ dilutingȱtheȱ retailer’sȱ imageȱ (Varleyȱ 2006,ȱ p.ȱ10).ȱ Theȱ conceptȱ ofȱcategoryȱ

migrationȱ canȱbeȱcomparedȱtoȱ brandȱextensionȱbyȱaȱbrandedȱgoodsȱmanufacȬ turer. ȱ Newȱ categoriesȱ thatȱ areȱ relatedȱ toȱ existingȱ onesȱ thereforeȱ offerȱ moreȱ potential ȱ withȱ lessȱ imageȱ risk.ȱ Accordingly,ȱ successfulȱ categoryȱ migrationȱ usuallyȱ followsȱ oneȱ ofȱ twoȱ diversificationȱ routesȱ (Zentes/Morschettȱ 2004b,ȱ p.ȱ163):ȱ

� Eitherȱnewȱcategoriesȱ andȱservicesȱ areȱ offeredȱ thatȱ areȱ closelyȱrelatedȱtoȱ

theȱcoreȱassortment.ȱExamplesȱwouldȱbeȱfurnitureȱstoresȱthatȱofferȱaccesȬ sories,ȱDIYȱstoresȱ offeringȱ gardenȱfurnitureȱ asȱ wellȱasȱsportȱ storesȱofferȬ ingȱskiingȱtripsȱorȱsportsȱnutrition.ȱ

� Anotherȱstrategyȱ isȱ toȱdiversifyȱ theȱ assortmentȱ intoȱ newȱcategoriesȱ thatȱ

appealȱ toȱ theȱ coreȱ targetȱ groupȱ ofȱ theȱ retailer.ȱ Clothingȱ retailersȱ forȱ youngȱ fashionȱ thatȱ addȱ cosmeticsȱ orȱ musicȱ CDsȱ toȱtheirȱ assortmentȱ areȱ goodȱexamples.ȱȱ

 

Reduction of Variety as Trend 

Addingȱ newȱ itemsȱ toȱ theȱ assortmentȱ orȱ eliminatingȱ itemsȱ fromȱ theȱ assortȬ mentȱ isȱ aȱ fundamentalȱ andȱ ongoingȱ processȱ forȱ retailers.ȱ Studiesȱ ofȱ retailȱ patronage ȱhaveȱfoundȱrepeatedlyȱthatȱtheȱvarietyȱofȱassortmentȱisȱanȱimporȬ
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tantȱdeterminantȱofȱattitudeȱtowardsȱtheȱstoreȱandȱstoreȱchoice,ȱrankingȱonlyȱ behind ȱlocationȱandȱprice.ȱShoppersȱareȱoftenȱlookingȱforȱveryȱspecificȱitems.ȱ A ȱ greaterȱ varietyȱandȱ largerȱ assortmentȱincreasesȱtheȱ probabilityȱ ofȱ findingȱ whatȱtheyȱreallyȱwant.ȱConsumersȱmayȱalsoȱlikeȱvariety,ȱbecauseȱofȱaȱsimpleȱ desireȱtoȱpurchaseȱdifferentȱalternativesȱratherȱthanȱtheȱsameȱthingȱeachȱtimeȱ (Zentes/Morschettȱ2004b).ȱ

This ȱ hasȱledȱtoȱcontinuouslyȱincreasingȱ productȱ assortmentsȱ atȱmanyȱretailȬ Disadvantagesȱ

ers.ȱOnȱtheȱ otherȱ hand,ȱ oneȱ ofȱtheȱ mostȱ valuableȱ assetsȱofȱ aȱretailer,ȱ whichȱ    ofȱVarietyȱ posesȱ aȱ severeȱ resourceȱ limitation,ȱ isȱ sellingȱ space.ȱ Thus,ȱtheȱ retailerȱ hasȱ toȱ makeȱ choices.ȱ Furthermore,ȱ tooȱ muchȱ varietyȱ inȱ theȱ assortmentȱ alsoȱ hasȱ someȱdisadvantagesȱ(Hoch/Bradlow/Wansinkȱ1999,ȱp.ȱ528):ȱ

� � Fromȱtheȱperspectiveȱ ofȱ retailȱoperations,ȱanȱincreasingȱnumberȱofȱSKUsȱ

usuallyȱ increasesȱ retailingȱ costs.ȱ Assortmentȱ complexityȱ raisesȱ variousȱ costs,ȱincludingȱ thoseȱofȱ sales,ȱ shelfȱ space,ȱ planning,ȱadvertising,ȱ invenȬ toryȱ andȱ logistics.ȱ Discounters,ȱ forȱ example,ȱ areȱ veryȱ successfulȱ withȱ aȱ strictlyȱlimitedȱassortment.ȱȱ

� � Fromȱtheȱ consumerȱperspective,ȱaȱ largeȱnumberȱ ofȱalternativesȱwithinȱ aȱ

categoryȱ canȱ leadȱ toȱ confusionȱ andȱ makeȱ theȱ shoppingȱ processȱ moreȱ complicated.ȱOften,ȱconsumersȱpreferȱ“mentalȱconvenience”.ȱ

Recent ȱstudiesȱhaveȱshownȱthatȱevenȱradicalȱreductionsȱofȱtheȱassortmentȱdoȱ not ȱ necessarilyȱ reduceȱ customerȱ visitsȱ toȱ theȱ storeȱ andȱ salesȱ mayȱ remainȱ stableȱ (seeȱ theȱ overviewȱ byȱ Boatwright/Nunesȱ 2001).ȱ Itȱ isȱ notȱ theȱ actualȱ numberȱofȱdifferentȱproductsȱinȱaȱcategoryȱ thatȱmatters,ȱbutȱtheȱconsumers’ȱ perceptionȱofȱvarietyȱthatȱisȱrelevantȱforȱstoreȱchoiceȱbehaviour.ȱTheȱeliminaȬ tion ȱofȱ different,ȱbutȱsimilarȱversionsȱofȱ theȱ sameȱ productȱ inȱ theȱ assortmentȱ isȱ oftenȱ notȱ perceivedȱ orȱ evaluatedȱ negativelyȱ byȱ theȱ consumer.ȱ Therefore,ȱ manyȱretailersȱareȱcurrentlyȱanalysingȱtheirȱassortmentȱandȱpursueȱtheȱgenȬ eralȱ strategyȱofȱ rationalisingȱ eachȱ categoryȱbyȱ consequentlyȱ eliminatingȱ theȱ under Ȭperformingȱitemsȱandȱbrandsȱ(Zentes/Morschettȱ2004a,ȱp.ȱ2739).ȱȱ

 

Manufacturer Brands and Store Brands 

Inȱdefiningȱtheirȱmerchandiseȱmix,ȱretailersȱalsoȱhaveȱtoȱdecideȱonȱtheȱmixȱofȱ manufacturerȱbrandsȱ(e.g.ȱAriel,ȱNestlé,ȱPhilips,ȱFerrero)ȱandȱtheirȱownȱbrands,ȱ theȱsoȬcalledȱstoreȱbrands.ȱ

Whileȱ manufacturerȱ brandsȱ (inȱ theȱ olderȱ literatureȱ oftenȱ referredȱ toȱ asȱ naȬ tionalȱbrands)ȱareȱowned,ȱproduced,ȱmanagedȱandȱmarketedȱbyȱmanufacturȬ ers,ȱ storeȱ brandsȱ (alsoȱ calledȱ privateȱ labelsȱ orȱ ownȱ brands)ȱ encompassȱ allȱ productȱ brandsȱ thatȱ areȱ owned,ȱ managedȱ andȱ marketedȱ byȱ retailers.ȱ Theȱ propertyȱrightsȱforȱtheȱbrandȱinȱthisȱcase,ȱareȱheldȱbyȱtheȱretailer.ȱ
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Functions of Manufacturer Brands in the Assortment 

Forȱ manyȱ retailers,ȱ manufacturerȱ brandsȱ compriseȱ theȱ mainȱ partȱ ofȱ theirȱ merchandise.ȱDanoneȱinȱfoodȱretailing,ȱBoschȱandȱBlackȱ&ȱDeckerȱinȱDIYȱretailȬ ing,ȱAdidasȱinȱshoesȱretailingȱandȱSonyȱinȱconsumerȱelectronicsȱareȱjustȱaȱfewȱ examples.ȱ Retailersȱ includeȱ manufacturerȱ brandsȱ inȱ theirȱ assortmentȱ forȱ severalȱreasons.ȱTheȱtwoȱmostȱimportantȱonesȱareȱtheȱpullȱeffectsȱandȱimageȱ effectsȱ exertedȱ byȱ theȱ manufacturerȱ brandsȱ (Zentes/Morschettȱ 2004a,ȱ pp.ȱ2725Ȭ2731):ȱ

Pull ȱ    � Strongȱmanufacturerȱbrandsȱoftenȱenhanceȱcustomerȱfrequencyȱinȱstores,ȱ

Effectȱ        becauseȱstrongȱ brandsȱ haveȱloyalȱcustomersȱ andȱtheirȱstoreȱchoiceȱisȱinȬ

fluenced ȱ byȱ theȱ availabilityȱ ofȱ brands.ȱ Manufacturerȱ brandsȱ areȱ oftenȱ heavilyȱadvertisedȱ inȱ theȱ media,ȱ soȱthatȱ consumersȱ haveȱclearȱimagesȱ ofȱ theseȱ brands.ȱ Brandȱ equityȱ hasȱ beenȱ builtȱ upȱ fromȱ whichȱ retailersȱ canȱ benefit.ȱ Strongȱmanufacturerȱ brandsȱ areȱ saidȱ toȱ pullȱ customersȱintoȱ theȱ store, ȱsoȱthatȱotherȱsellingȱeffortsȱbyȱtheȱretailerȱcanȱbeȱreduced.ȱȱ

Imageȱ   � Theȱ imageȱ ofȱ manufacturerȱ brandsȱ inȱ theȱ assortmentȱ influencesȱ theȱ reȬ

Transferȱ        tailer’sȱimage.ȱAȱretailer’sȱstoreȱimageȱcanȱbeȱimprovedȱwhenȱitȱisȱassociȬ

atedȱwithȱmanufacturerȱbrandsȱthatȱareȱevaluatedȱpositively.ȱTheȱnumberȱ ofȱavailableȱmanufacturerȱbrandsȱasȱwellȱasȱaȱstrongȱanchorȱbrandȱinȱtheȱ assortmentȱ canȱ affectȱ theȱ retailȱ brandȱ positivelyȱ(Mulhernȱ 1997,ȱ p.ȱ110).ȱ Positiveȱ effectsȱ canȱ beȱ expectedȱ toȱ raiseȱ theȱ perceivedȱqualityȱ levelȱ andȱ enhanceȱ certainȱ intangibleȱ brandȱ featuresȱ suchȱ asȱ brandȱ character.ȱ Aȱ storeȱ carryingȱ aȱ goodȱ rangeȱ ofȱ Camelȱ Activeȱ clothing,ȱ Levi’sȱ andȱ TimberȬ landȱ willȱ beȱ associatedȱ withȱ otherȱ characteristicsȱ thanȱ aȱ storeȱ carryingȱ mainlyȱPradaȱandȱGucci.ȱȱ

However, ȱtheȱsuppliersȱofȱstrongȱbrandsȱareȱwellȱawareȱofȱtheseȱbenefitsȱandȱ theirȱ heavyȱadvertisingȱinvestmentȱhasȱ toȱ payȱoff.ȱTheyȱhaveȱaȱstrongȱnegoȬ tiationȱ positionȱwithȱretailers,ȱ whichȱoftenȱ resultsȱinȱ unfavourableȱprocureȬ mentȱpricesȱforȱ theȱ latter.ȱ Therefore,ȱmanufacturerȱbrandsȱusuallyȱ yieldȱlowȱ profitȱmarginsȱforȱtheȱretailerȱ(Ogden/Ogdenȱ2005,ȱp.ȱ265).ȱȱ

 

Functions of Store Brands in the Assortment 

Theȱ proliferationȱ ofȱ storeȱ brandsȱ inȱ manyȱ productȱ categoriesȱ isȱ oneȱ ofȱ theȱ majorȱdevelopmentsȱinȱretailȱmerchandisingȱstrategyȱ(Burt/Davisȱ1999;ȱMulȬ hernȱ1997,ȱpp.ȱ109Ȭ110).ȱOnceȱviewedȱwithȱscepticismȱbyȱconsumersȱinȱtermsȱ ofȱ quality,ȱ inȱ mostȱ countriesȱ storeȱ brandsȱ areȱ nowȱ widelyȱ acceptedȱ substiȬ tutes ȱforȱmanufacturerȱbrandsȱandȱregardedȱ asȱbeingȱofȱcomparableȱqualityȱ (Varley ȱ2006,ȱp.ȱ82).ȱAccordingȱ toȱ theȱ Privateȱ Labelȱ Manufacturersȱ Associationȱ (PLMA),ȱ inȱ2005,ȱtheȱ storeȱ brandȱ marketȱ shareȱ(byȱvolume)ȱ reachedȱalmostȱ
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50ȱ%ȱ inȱ Switzerland,ȱ aboutȱ 42ȱ%ȱ inȱ theȱ Unitedȱ Kingdomȱ andȱ inȱ Germany,ȱ and ȱaboutȱ33ȱ%ȱinȱSpainȱandȱFranceȱ(www.plmainternational.com).ȱȱ

Inȱadditionȱtoȱprofitȱmargins,ȱoneȱofȱtheȱ mostȱimportantȱ disadvantagesȱ ofȱaȱ manufacturerȱ brandȱ forȱ aȱ retailerȱ isȱ ubiquity,ȱ meaning,ȱ thatȱ manyȱ retailersȱ offerȱtheseȱbrands.ȱ

Storeȱ brands,ȱ onȱ theȱ otherȱ side,ȱ provideȱ anȱ opportunityȱ forȱ differentiation.ȱ Differentiationȱ

Theyȱareȱavailableȱatȱoneȱretailerȱonly,ȱ andȱcan,ȱtherefore,ȱbeȱusedȱtoȱdistinȬ guishȱ theȱ retailerȱ fromȱ itsȱ competitors.ȱ Theȱ brandȱ imageȱ ofȱ aȱ storeȱ brandȱ mustȱ beȱ establishedȱ byȱ theȱ retailerȱ himselfȱ andȱ communicationȱ expensesȱ paidȱ byȱ theȱ retailer,ȱbutȱ theȱ brandȱ canȱ matchȱ theȱ retailȱ brandȱ imageȱ ofȱ theȱ retailȱcompanyȱperfectly.ȱTheȱpositiveȱeffectsȱofȱstoreȱ brandsȱonȱretailȱimageȱ andȱ retailȱ profitsȱ haveȱ beenȱ provenȱ inȱ manyȱ studiesȱ (see,ȱ forȱ example,ȱ Corstjens/Lalȱ2000;ȱDhar/Hochȱ1997).ȱ

CustomerȱloyaltyȱcanȱmoreȱeasilyȱbeȱbuiltȱonȱstoreȱbrandsȱthanȱonȱmanufacȬ    Customerȱȱ turerȱ brands.ȱ Ifȱ aȱ customerȱ isȱ satisfiedȱ withȱ aȱ storeȱ brandȱ andȱ intendsȱ toȱ    Loyaltyȱ repurchaseȱ it,ȱ heȱ needsȱ toȱ revisitȱ theȱ retailer.ȱ Conversely,ȱ ifȱ heȱ isȱ satisfiedȱ withȱ aȱ manufacturerȱ brand,ȱ heȱ canȱ stillȱ switchȱ storesȱ andȱ buyȱ theȱ productȱ elsewhere.ȱAtȱ theȱ sameȱ time,ȱstoreȱbrandsȱ areȱ notȱ easilyȱ comparableȱ acrossȱ retailers.ȱ Therefore,ȱ priceȱ competitionȱ mayȱ beȱ lessȱ severe.ȱThisȱ factor,ȱ comȬ binedȱ withȱ lowerȱ procurementȱ orȱ productionȱ andȱ marketingȱ costs,ȱ oftenȱ results ȱinȱbetterȱprofitȱmarginsȱforȱstoreȱbrandsȱ(Corstjens/Lalȱ2000,ȱp.ȱ281).ȱ

 

Examples ȱofȱDifferentlyȱPositionedȱStoreȱBrandsȱ                                       Tableȱ8.1ȱ

Positioning Positioning                                  Examples for Store Brands Examples for Store Brands

Value/Budget Value/Budget            M-Budget (Migros), ASDA Smart Price, Tesco Value, ja! (Rewe), Coop Prix M-Budget (Migros), ASDA Smart Price, Tesco Value, ja! (Rewe), Coop Prix 

Garantie, Gut & Günstig (Edeka), Euroshopper (e.g. Albert Heijn), Tandil Garantie, Gut & Günstig (Edeka), Euroshopper (e.g. Albert Heijn), Tandil (Aldi), clever! (Billa) (Aldi), clever! (Billa)

Standard Standard                Carrefour, OBI Classic, Sephora Piiink, B&Q, The Body Shop, Tesco, Carrefour, OBI Classic, Sephora Piiink, B&Q, The Body Shop, Tesco, 

Casino, Mibell (Edeka), Erlenhof (Rewe), BALEA (dm-Drogeriemarkt), Casino, Mibell (Edeka), Erlenhof (Rewe), BALEA (dm-Drogeriemarkt), Anna’s Best (Migros), Castorama Anna’s Best (Migros), Castorama

Premium Store Brands Premium Store Brands    Tesco Finest, Sainsbury’s Taste the Difference, Carrefour Selection, Coop Tesco Finest, Sainsbury’s Taste the Difference, Carrefour Selection, Coop 

Fine Food, Casino Saveur Gourmande, Lafayette Gourmet, ah excellent Fine Food, Casino Saveur Gourmande, Lafayette Gourmet, ah excellent (Albert Heijn) (Albert Heijn)

Organic/Health Oriented Organic/Health Oriented   Coop Naturaplan, Carrefour Agir, Tesco Organic, Coop FreeFrom, Coop Naturaplan, Carrefour Agir, Tesco Organic, Coop FreeFrom, Store Brands Store Brands             Safeway Healthy Choice, Rewe Füllhorn, Casino Terre et Savour, Casino Safeway Healthy Choice, Rewe Füllhorn, Casino Terre et Savour, Casino (mostly premium) (mostly premium)         Bio, ah biologisch (Albert Heijn) Bio, ah biologisch (Albert Heijn)                                             ȱ

 

Theȱ firstȱstoreȱ brandsȱwereȱgenerics,ȱthatȱis,ȱ veryȱlowȱcostȱcommodityȱprodȬ Positioningȱ

ucts,ȱ withȱ noȱ brandȬlikeȱ labelling,ȱ butȱ plainȱ whiteȱ packagesȱ thatȱ containedȱ    ofȱStoreȱBrandsȱ only ȱtheȱnameȱofȱ theȱproductȱ(“sugar”ȱorȱ“milk”).ȱCurrently,ȱthereȱareȱstoreȱ brandsȱ inȱ allȱ priceȱ andȱ qualityȱ segmentsȱ (seeȱ Tableȱ8.1ȱ forȱ examples).ȱ Storeȱ brandsȱ alsoȱcoverȱ differentȱ segmentsȱ withȱ differentȱ attributes,ȱ forȱ example,ȱ
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organicȱ foodȱ orȱhealthyȱeating.ȱForȱbudgetȱ storeȱ brandsȱ andȱstandardȱstoreȱ brands,ȱpriceȱstillȱplaysȱaȱdominantȱrole.ȱTheȱstandardȱstoreȱbrandsȱareȱusuȬ allyȱ positionedȱasȱ beingȱofȱasȱgoodȱaȱqualityȱasȱtheȱmanufacturerȱbrand,ȱ butȱ for ȱaȱlesserȱprice,ȱandȱ areȱ targetedȱ atȱtheȱpriceȬconsciousȱcustomerȱsegmentȱ (Dhar/Hochȱ 1997,ȱ p.ȱ211).ȱ Premiumȱ storeȱ brands,ȱ onȱ theȱ otherȱ hand,ȱ areȱ oftenȱpositionedȱevenȱaboveȱtheȱmanufacturerȱbrand.ȱCurrently,ȱmanyȱretailȬ ersȱ areȱ establishingȱaȱ premiumȱstoreȱ brandȱ segment.ȱWhileȱallȱstoreȱbrandsȱ have ȱanȱimpactȱ onȱtheȱ retailȱ brand,ȱtheȱpremiumȱstoreȱbrandsȱ inȱparticular,ȱ areȱ introducedȱ toȱ improveȱ theȱ profileȱ ofȱ theȱ retailerȱ andȱ shapeȱ theȱ retailȱ brandȱimage.ȱ

Asȱ partȱ ofȱ theȱ brandingȱ strategy,ȱ itȱ alsoȱ hasȱ toȱ beȱ decidedȱ howȱ closelyȱ theȱ store ȱbrandȱ shouldȱ beȱ associatedȱ withȱ theȱretailȱ brand.ȱ Inȱ Tableȱ8.1,ȱ theȱ exȬ amplesȱ showȱthatȱsometimes,ȱ theȱretailȱbrandȱisȱ usedȱ asȱ anȱumbrellaȱ brandȱ forȱ theȱ storeȱ brandȱ productsȱ (forȱ example,ȱ Tescoȱ usesȱ Tescoȱ Finest,ȱ TescoȱOrȬ ganic,ȱ Tescoȱ Value,ȱ amongȱ others,ȱ asȱ storeȱ brands),ȱ whileȱ inȱ otherȱ cases,ȱ theȱ storeȱ brandȱ isȱ notȱ directlyȱ connectedȱ toȱ theȱ retailȱ brand.ȱ Anna’sȱ Best,ȱ theȱ store ȱbrandȱ forȱ pastaȱ atȱ theȱSwissȱ retailerȱ Migros,ȱ orȱ Mibell,ȱ theȱ storeȱ brandȱ forȱGermanȱEdeka’sȱdairyȱproductsȱareȱexamples.ȱAldi’sȱstoreȱbrandsȱareȱallȱofȱ thisȱ type.ȱ Forȱ thoseȱ retailersȱ whichȱ carryȱ manufacturerȱ brandsȱ andȱ storeȱ brands,ȱ aȱgeneralȱtrendȱcanȱ beȱ observedȱ towardsȱreducingȱtheȱ brandȱselecȬ tionȱinȱ orderȱ toȱ avoidȱconsumerȱconfusionȱandȱ enhanceȱefficiency.ȱ Onlyȱtheȱ best ȱ manufacturerȱ brandsȱ areȱ keptȱ inȱ theȱ assortment,ȱ whileȱ theȱ othersȱ areȱ systematicallyȱeliminatedȱorȱreplacedȱbyȱstoreȱbrands.ȱ

 

Category Management 

Inȱ recentȱ years,ȱ theȱ merchandisingȱ processȱ isȱ oftenȱ integratedȱ intoȱ aȱ moreȱ holisticȱ managementȱ approachȱ toȱ retailing,ȱ soȬcalledȱ categoryȱ managementȱ (see ȱ e.g.ȱ A.C.ȱ Nielsenȱ 2006;ȱ ECRȱ Europeȱ 1997).ȱ ECRȱ Europeȱ (1997)ȱ definesȱ category ȱmanagementȱ asȱaȱ retailer/supplierȱ processȱofȱ managingȱ categoriesȱ asȱ strategicȱ businessȱ units,ȱ producingȱ enhancedȱ businessȱ resultsȱ byȱ focusȬ singȱ onȱdeliveringȱconsumerȱvalueȱ(www.ecrnet.org).ȱEachȱcategoryȱfollowsȱ aȱ specificȱstrategy,ȱ whichȱ isȱ embeddedȱinȱ theȱ retailer’sȱoverallȱstrategy.ȱ Theȱ importance ȱofȱ workingȱ togetherȱ withȱ theȱsuppliersȱofȱ aȱcategoryȱisȱ emphaȬ sised.ȱOneȱreasonȱisȱthatȱmanufacturersȱusuallyȱhaveȱaȱdeeperȱknowledgeȱofȱ theȱ peculiaritiesȱ ofȱ theirȱ category,ȱ becauseȱ theyȱ frequentlyȱ offerȱ onlyȱ prodȬ uctsȱinȱ oneȱ category.ȱ Byȱcontrast,ȱtheȱretailerȱ hasȱ knowledgeȱ ofȱhisȱcustomȬ ers’ȱbehaviourȱacrossȱcategories,ȱsoȱthatȱtheȱtwoȱcanȱ mergeȱ theirȱknowledgeȱ inȱtheȱpursuitȱofȱmutualȱgoals.ȱ

Categoryȱ managementȱ hasȱ developedȱ asȱ aȱ stepwiseȱ planningȱ processȱ forȱ categories,ȱandȱwasȱfirstȱproposedȱbyȱtheȱconsultingȱcompanyȱTheȱPartneringȱ Groupȱ inȱ theȱmidȬ1990s.ȱ Overȱ theȱ lastȱ decade,ȱ itȱ hasȱ developedȱ intoȱ aȱ stanȬ
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dardȱ industryȱ process,ȱ whichȱ hasȱ beenȱ promotedȱ byȱ nationalȱ andȱ internaȬ tionalȱECRȱinitiatives.ȱStandardȱprocessesȱsupportȱanȱeasyȱknowledgeȱtransȬ ferȱ acrossȱ differentȱ retailersȱ and/orȱ suppliers.ȱ However,ȱ overȱ time,ȱ otherȱ simplified ȱ processesȱ haveȱ alsoȱ beenȱ developed.ȱ Theȱ basicȱ processȱ isȱ shownȱ inȱFigureȱ8.2.ȱ

 

The ȱCategoryȱManagementȱProcessȱ                                                Figureȱ8.2ȱ

 

To determine the products that make up the category 

Step 1: Category Definition        and its segmentation from the consumer‘s perspective.

ew                                                                                                                                                                                                                                                Step 2: Category Role                                                                                                                   To assign a role for the category, based on consumer, vi                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      competitor, and retailer information. e

y R                                                                                                                                                                                                                                                Step 3: Category Assessment                                 segments, etc. by reviewing detailed information. To conduct an analysis of the category, sub-categories, 

e                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                To establish the category‘s performance measures Step 4: Performance Measures gor

 Cat                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                and targets. 8:                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                          To develop the marketing and product supply strategies Step 5: Category Strategies ep that realise the category role and performance objectives. St

Step 6: Category Tactics         presentation and promotion tactics from the strategy. To determine the optimal assortment pricing, shelf 

To implement the category business plan through a

Step 7: Plan Implementation

specific schedule and list of responsibilities.                 ȱ

Source: ȱECRȱEurope.ȱ

 

Theȱfirstȱstepsȱinȱtheȱcategoryȱ managementȱprocessȱareȱtheȱmostȱinnovative,ȱ becauseȱtheyȱincludeȱformulatingȱaȱclearȱstrategicȱobjectiveȱforȱeachȱcategory.ȱ Theseȱ firstȱstepsȱ distinguishȱtheȱnewȱprocessȱofȱ categoryȱmanagementȱfromȱ the ȱ traditional,ȱ moreȱ operationalȱ wayȱofȱ merchandising,ȱ becauseȱtheyȱ posiȬ tion ȱtheȱretailerȱbyȱprovidingȱaȱclearȱprofileȱinȱhisȱmerchandiseȱmix.ȱ

CategoryȱdefinitionȱinvolvesȱdeterminingȱtheȱspecificȱSKUsȱthatȱconstituteȱtheȱ    Categoryȱ category,ȱ basedȱ onȱ whichȱ productsȱ consumersȱ perceiveȱ toȱ beȱ interrelatedȱ Definitionȱ

and/orȱ substitutable.ȱ Theȱ primaryȱ aimȱ isȱ toȱ developȱ aȱ categoryȱ definitionȱ that ȱisȱbasedȱlessȱonȱtheȱprocurementȱperspectiveȱofȱtheȱretailerȱandȱmoreȱonȱ theȱ consumerȱ perspective.ȱ Withinȱ theȱ categoryȱ definition,ȱ theȱ categoryȱ isȱ alsoȱ segmentedȱ intoȱ subcategories.ȱ Thisȱ segmentationȱ shouldȱ beȱ basedȱ onȱ theȱ consumers’ȱ decisionȱ tree,ȱ whenȱ purchasingȱ inȱ theȱ category,ȱ thatȱ is,ȱ theȱ sequentialȱconsumerȱchoiceȱprocess.ȱForȱexample,ȱtheȱcategoryȱ“wine”ȱcouldȱ beȱsegmentedȱatȱtheȱfirstȱlevelȱbyȱpriceȱcategoriesȱ(premiumȱwines,ȱstandardȱ wines,ȱ budgetȱ wines),ȱ countriesȱ (Frenchȱ wines,ȱ Italianȱ wines,ȱ Germanȱ wines),ȱcoloursȱ(redȱwine,ȱwhiteȱwine,ȱrosé)ȱorȱbrands.ȱ
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Categoryȱȱ   Inȱtheȱnextȱstep,ȱaȱroleȱisȱassignedȱtoȱeachȱcategory,ȱthatȱis,ȱtheȱpurposeȱofȱthisȱ

Roleȱ    categoryȱ forȱ theȱ retailerȱ isȱ identified.ȱ Thenȱ itȱ isȱ analysedȱ howȱ theȱ categoryȱ

fitsȱ inȱ theȱ retailer’sȱ companyȱ strategy.ȱ Thisȱ facilitatesȱ managingȱ categoriesȱ accordingȱ toȱ theirȱ importanceȱ andȱ allocatingȱ resourcesȱ (suchȱ asȱ marketingȱ budgets,ȱshelfȱspaceȱandȱmanagementȱ capacity)ȱoptimally.ȱTheȱfourȱrolesȱ inȱ theȱ categoryȱ managementȱ approachȱ areȱ shownȱ inȱTableȱ8.2,ȱalthoughȱmanyȱ retailers ȱcreateȱtheirȱownȱsystemȱofȱcategoryȱroles.ȱBeforeȱassigningȱaȱroleȱtoȱ aȱcategory,ȱtheȱcategory’sȱimportanceȱtoȱtheȱconsumer,ȱretailer,ȱandȱcompetiȬ tion,ȱshouldȱbeȱanalysedȱ(A.C.ȱNielsenȱ2006,ȱpp.ȱ79Ȭ93).ȱ

 

Tableȱ8.2ȱ    CategoryȱRolesȱȱ

Role Role        Share of Categories Share of Categories                         Role Description Role Description

Destination Destination       about 5 % about 5 %              To be To be the primary the primary category provider and help define the retailer category provider and help define the retailer 

of categories of categories           as the store of choice by delivering consistent, superior con-as the store of choice by delivering consistent, superior con-

sumer value. sumer value.

Routine Routine          55-60 % 55-60 %               To be To be one of the preferred one of the preferred category providers and help develop category providers and help develop 

of categories of categories           the retailer as the store of choice by delivering consistent, the retailer as the store of choice by delivering consistent, 

competitive consumer value. competitive consumer value.

Convenience Convenience     15-20 % 15-20 %             To be To be a a category provider and help reinforce the retailer as the category provider and help reinforce the retailer as the 

of categories of categories           full-service store of choice by delivering good consumer value full-service store of choice by delivering good consumer value 

(i.e. to support the customers wish for one-stop-shopping). (i.e. to support the customers wish for one-stop-shopping).

Occasional/ Occasional/      15-20 % 15-20 %              To be To be a major a major category provider, help reinforce the retailer as the category provider, help reinforce the retailer as the Seasonal Seasonal        of categories of categories           store of choice by delivering frequent, competitive value. store of choice by delivering frequent, competitive value.

ȱ

Source:ȱTheȱPartneringȱGroup.ȱ

 

Afterȱ aȱ moreȱ thoroughȱ analysisȱ ofȱ theȱ categoryȱ andȱ subcategoriesȱ (categoryȱ assessment),ȱ theȱ categoryȱtargetsȱareȱsetȱandȱrelevantȱ performanceȱindicatorsȱ selectedȱ(categoryȱperformanceȱmeasures),ȱbecauseȱdifferentȱrolesȱleadȱtoȱdifferȬ entȱtargetȱindicators.ȱTheȱsoȬcalledȱfairȱshareȱisȱanȱimportantȱindicator.ȱThisȱisȱ theȱmarketȱshareȱofȱaȱretailerȱinȱtheȱcategory,ȱcomparedȱtoȱhisȱoverallȱmarketȱ share.ȱ Itȱ isȱ anȱ indicatorȱ ofȱ retailerȱ performanceȱ inȱ thisȱ categoryȱ relativeȱ toȱ overall ȱperformance.ȱ

Categoryȱ   Theȱ nextȱ stepȱ isȱ toȱ decideȱ onȱ aȱ marketingȱ strategyȱ forȱ theȱ category.ȱ Manyȱ

Strategiesȱ    differentȱstrategiesȱareȱpossible,ȱincluding:ȱ

� Trafficȱbuilding,ȱattractingȱmanyȱconsumersȱintoȱtheȱstore,ȱforȱexample,ȱbyȱ

offeringȱpriceȱpromotionsȱforȱfrequentlyȱpurchasedȱproducts.ȱ

� Transactionȱ building,ȱ enhancingȱ theȱ averageȱ sizeȱ ofȱ theȱ shoppingȱ basket,ȱ

forȱexample,ȱbyȱexploitingȱdemandȱinterrelationshipsȱinȱtheȱspaceȱallocaȬ tion ȱinȱstoresȱorȱencouragingȱimpulseȱpurchases.ȱ
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� � Profitȱ generating,ȱenhancingȱ theȱ profitabilityȱ ofȱcustomers’ȱshoppingȱbasȬ

kets,ȱ byȱ offeringȱ productsȱ withȱ highȱ marginsȱ and/orȱ higherȱ inventoryȱ turns.ȱ

� � Imageȱ creating,ȱ improvingȱ theȱ retailer’sȱ image,ȱ e.g.ȱ byȱ offeringȱ productsȱ

thatȱareȱsoldȱuniquelyȱatȱtheȱretailerȱorȱofferingȱanȱoutstandingȱchoiceȱinȱ theȱcategory.ȱ

Atȱ theȱ levelȱ ofȱ theȱ categoryȱ tactics,ȱ operationalȱ decisionsȱ onȱ theȱ assortment,ȱ pricing,ȱspaceȱallocation,ȱandȱotherȱretailȱmarketingȱinstrumentsȱareȱderivedȱ fromȱ theȱ strategyȱ andȱ theȱ otherȱ stepsȱ inȱ theȱ process.ȱ Theȱ finalȱ stepsȱ ofȱ theȱ processȱ areȱimplementingȱtheȱplanȱandȱ aȱ regularȱreviewȱofȱ theȱ category’sȱperȬ formance, ȱincludingȱplanȱadaptation.ȱȱ

 

Conclusion and Outlook 

Asȱwithȱmanyȱotherȱfacetsȱofȱretailȱmanagement,ȱmerchandisingȱisȱbecomingȱ moreȱstrategicȱ andȱ moreȱfactȬbased,ȱbecauseȱretailȱinformationȱsystemsȱ proȬ videȱ theȱ necessaryȱ dataȱ forȱ analysingȱ theȱ effectsȱ ofȱ merchandiseȱ changes.ȱ Some ȱtrendsȱhaveȱemergedȱinȱtheȱlastȱfewȱyears:ȱ

� � Retailersȱ areȱ increasinglyȱ addingȱ newȱ categoriesȱ toȱ theirȱ merchandiseȱ

(categoryȱmigration).ȱ

� � Retailersȱ areȱ reducingȱ theȱ depthȱ ofȱ theirȱ assortmentsȱ inȱ eachȱ category,ȱ

focussingȱonȱleadingȱbrands,ȱandȱeliminatingȱunderperformingȱmanufacȬ turerȱbrands.ȱ

� � Retailersȱareȱincreasinglyȱaddingȱstoreȱbrandsȱtoȱtheirȱassortmentȱandȱtheȱ

storeȱ brandȱ portfoliosȱ coverȱ allȱ segments,ȱ includingȱ theȱ premiumȱ segȬ ment.ȱ

� � Inȱ manyȱ cases,ȱ merchandisingȱ planningȱ isȱ integratedȱ intoȱ aȱ categoryȱ

managementȱ process,ȱ whichȱ supportsȱ theȱ strategicȱ retailȱ positioningȱ byȱ assigningȱ definedȱ rolesȱ toȱ aȱ categoryȱ andȱ systematicallyȱ derivingȱ theȱ subsequentȱmarketingȱdecisionsȱfromȱtheȱrole.ȱ

Theȱmerchandisingȱprocessȱisȱdeterminedȱbyȱtheȱretailer’sȱmostȱvaluableȱandȱ limitedȱ resource:ȱ shelfȬspace.ȱ Forȱ Internetȱ shops,ȱ however,ȱ thisȱ constraintȱ doesȱ notȱ apply.ȱ Therefore,ȱ merchandiseȱ planningȱ forȱ eȬcommerceȱ isȱ differȬ ent.ȱ Assortmentsȱ canȱ beȱ largerȱ andȱ structuredȱ differently:ȱ productsȱ canȱ beȱ placed ȱinȱmoreȱthanȱoneȱcategory,ȱbecauseȱthisȱdoesȱnotȱuseȱshelfȬspace,ȱandȱ constitutesȱ anȱ alternativeȱ wayȱ ofȱ findingȱ theȱ rightȱ product.ȱ Moreȱ thanȱ oneȱ consumerȱdecisionȱtreeȱcanȱbeȱmodelled.ȱ

 

173

8    Merchandise and Category Management

Increasingly,ȱ Internetȱ shopsȱ customiseȱ theirȱ productȱ offerȱ toȱ theȱ specificȱ customer ȱ(e.g.ȱAmazon).ȱEvenȱthoughȱInternetȱshoppingȱstillȱhasȱnotȱreachedȱ considerableȱ marketȱ shareȱ inȱ mostȱ retailingȱ sectorsȱ upȱ toȱ now,ȱ theseȱ merȬ chandisingȱprocessesȱcouldȱalsoȱhaveȱanȱimpactȱonȱstoreȱretailing.ȱConsumerȱ expectationsȱ areȱ changedȱ byȱ theȱ newȱ technology.ȱAtȱ theȱ sameȱ time,ȱ multiȬ channelȱ retailersȱ canȱ useȱ theirȱ Internetȱ merchandisingȱ toȱ gatherȱ knowledgeȱ about ȱ consumerȱ behaviourȱ (forȱ exampleȱ demandȱ interrelationships)ȱ andȱ subsequently ȱuseȱthatȱknowledgeȱtoȱimproveȱtheȱmerchandiseȱmanagementȱ inȱtheirȱstores.ȱ

 

Further Reading 
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Case Study: Coop (Switzerland)1

 

Profile, History, and Status Quo  

Theȱfollowingȱ caseȱstudyȱ dealsȱwithȱtheȱcompanyȱCoopȱ inȱSwitzerland.ȱTheȱ nameȱCoopȱisȱusedȱbyȱdifferentȱretailȱcompaniesȱthroughoutȱtheȱworld,ȱespeȬ ciallyȱ inȱ Europe.ȱThoseȱconsumerȱcooperativesȱareȱ retailȱcompaniesȱthatȱareȱ ownedȱbyȱtheirȱcustomerȱmembers.ȱExamplesȱofȱconsumerȱcooperativesȱareȱ theȱ Coopȱ Nordenȱ ABȱ (inȱ Scandinavia),ȱ theȱ CoȬopȱ storesȱ inȱ theȱ Unitedȱ KingȬ dom,ȱandȱCoopȱinȱSwitzerland.ȱEvenȱthoughȱtheseȱcompaniesȱcarryȱtheȱsameȱ name, ȱ theyȱ areȱ independentȱ retailȱ companies.ȱ Thisȱ caseȱ studyȱ focusesȱ onȱ merchandiseȱmanagementȱatȱtheȱSwissȱCoop.ȱ

Coopȱ isȱ theȱ secondȱ largestȱ retailȱ groupȱ inȱ Switzerland.ȱ Itsȱ turnoverȱ ofȱ 14.1ȱ billion ȱSFRȱinȱ2005ȱ(1ȱSFRȱisȱaboutȱ0.63ȱEUR)ȱisȱaboutȱ10ȱ%ȱlowerȱthanȱthatȱofȱ theȱmarketȱleaderȱMigros,ȱbutȱaboutȱfiveȱtimesȱhigherȱthanȱthatȱofȱtheȱno.ȱ3ȱinȱ theȱmarket,ȱManor.ȱThisȱindicatesȱtheȱ veryȱhighȱlevelȱofȱconcentrationȱinȱtheȱ Swissȱ retailȱ market,ȱwithȱCoopȱandȱ Migrosȱachievingȱ aȱjointȱmarketȱshareȱ ofȱ overȱ34ȱ%ȱ ofȱ theȱtotalȱ retailȱ marketȱandȱanȱevenȱhigherȱfigureȱinȱfoodȱretailȬ ing.ȱ Theȱ consumerȱ cooperativeȱ Coopȱ hasȱ moreȱ thanȱ 2.3ȱ millionȱ members.ȱ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱforȱthisȱcaseȱstudyȱincludeȱtheȱwebȱsiteȱhttp://www.coop.ch,ȱvariousȱ

annualȱreports,ȱpressȱreleasesȱandȱpresentationsȱfromȱcompanyȱmanagers.ȱDataȱonȱ theȱSwissȱmarketȱinȱgeneralȱareȱfromȱIHAȬGfKȱ2005.ȱ
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Whileȱthisȱisȱaȱveryȱspecificȱsituation,ȱitȱisȱnotȱuniqueȱinȱSwitzerland,ȱbecauseȱ Migros ȱisȱalsoȱaȱconsumerȱcooperative.ȱ

Coopȱ hasȱ aȱ storeȱ networkȱ ofȱ moreȱ thanȱ 1,400ȱ outletsȱ inȱ Switzerland.ȱ Whileȱ theȱmajorityȱofȱCoop’sȱsalesȱ(aboutȱthreeȱquarters)ȱcomeȱfromȱ itsȱfoodȱstores,ȱ Coop ȱalsoȱhasȱstoresȱfocussingȱonȱspecificȱnonȬfoodȱproductȱgroups.ȱAnȱoverȬ viewȱisȱgivenȱinȱFigureȱ8.3.ȱTheȱcaseȱstudyȱfocusesȱonȱtheȱfoodȱstoresȱofȱCoop.ȱ Here,ȱ Coopȱhasȱaȱ marketȱshareȱofȱ 20.6ȱ%ȱofȱ theȱSwissȱmarketȱandȱ isȱ theȱunȬ disputed ȱ marketȱ leaderȱ forȱ environmental,ȱ sociallyȱ responsibleȱ products,ȱ includingȱorganicȱfood.ȱȱ

 

RetailȱFormatȱandȱRetailȱBrandȱPortfolioȱofȱCoopȱ(2006)ȱ Figureȱ8.3ȱ

[image: ]

 

ȱ

 

Category Management at Coop 

Coop ȱfollowsȱtheȱ8ȬstepȱcategoryȱmanagementȱprocessȱproposedȱbyȱTheȱPartȬ neringȱGroupȱ(seeȱFigureȱ8.2).ȱShortlyȱafterȱtheȱconceptsȱofȱECRȱandȱcategoryȱ managementȱ(CM)ȱwereȱintroduced,ȱCoopȱwasȱamongȱtheȱfirstȱcompaniesȱinȱ Europe ȱ toȱ adaptȱ thisȱ approachȱ toȱ itsȱ ownȱ business.ȱ Inȱ 1997,ȱ preparationsȱ startedȱ withȱ theȱ establishmentȱ ofȱ aȱ competenceȱ teamȱ andȱ organisationalȱ changes.ȱInȱ1998,ȱtrainingȱwasȱcarriedȱout,ȱincludingȱanȱextensiveȱseminarȱofȱ allȱ involvedȱ Coopȱ managersȱ withȱ theȱ consultingȱ companyȱ Theȱ Partneringȱ Group.ȱ Inȱ 1999,ȱ theȱ firstȱ CMȱ businessȱ plansȱ forȱ sevenȱ pilotȱ categoriesȱ wereȱ completed,ȱ and,ȱ basedȱ onȱ thatȱ experience,ȱ theȱ CMȱ processȱ wasȱ rolledȱ outȱ sequentiallyȱtoȱallȱcategories.ȱToday,ȱtheȱcategoriesȱ(i.e.ȱtheȱstrategicȱbusinessȱ
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units)ȱareȱdefinedȱ andȱspecificȱbusinessȱ plansȱ forȱtheȱ approximatelyȱ130ȱ cateȬ gories ȱareȱdevelopedȱandȱoperational.ȱ

 

Coop Mission as Superordinate Marketing Objective 

Since ȱtheȱcategoryȱbusinessȱplansȱmustȱbeȱembeddedȱinȱtheȱretailer’sȱoverallȱ strategy,ȱ theȱ pursuedȱ positioningȱ ofȱ theȱ retailerȱ isȱ theȱ startingȱ pointȱ ofȱ theȱ CMȱprocess.ȱAtȱCoop,ȱaȱsoȬcalledȱ“mission”ȱwasȱdefinedȱ(seeȱFigureȱ8.4),ȱasȱaȱ setȱofȱvaluesȱandȱbenefitsȱthatȱrepresentȱtheȱlongȬtermȱstrategicȱobjectiveȱforȱ theȱ imageȱ ofȱtheȱretailȱ brandȱ Coop.ȱ Theȱ fiveȱcomponentsȱofȱ thisȱ missionȱareȱ theȱ mainȱ brandȱ messagesȱ ofȱ theȱ companyȱ whichȱ representȱ theȱ coreȱ ofȱ theȱ brand.ȱThisȱmissionȱ(orȱpositioning)ȱservesȱasȱaȱguidelineȱforȱallȱ activitiesȱofȱ Coop,ȱatȱallȱlevelsȱofȱtheȱcompany.ȱȱ

 

Figureȱ8.4ȱ    TheȱCoopȱMissionȱasȱtheȱCoreȱofȱPositioningȱ
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Category Definitions

TheȱassortmentȱofȱCoopȱinȱtheȱfoodȱchannelȱisȱdividedȱintoȱ17ȱsoȬcalledȱ“masȬ ter ȱcategories”,ȱeachȱmanagedȱbyȱaȱspecificȱCMȱteam.ȱMasterȱ categoriesȱare,ȱ forȱ     example,ȱ     fruit/vegetables,ȱ     bread/bakedȱ     goods,ȱ     breakȬ fast/garnishes/bakingȱingredients,ȱ detergentsȱ andȱ cleaningȱ agents/hygiene,ȱ wine/sparklingȱwine,ȱconfectionary,ȱorȱfreshȱconvenience.ȱ

Eachȱmasterȱcategoryȱencompassesȱaȱnumberȱofȱcategories.ȱForȱexample,ȱtheȱ masterȱ categoryȱ „freshȱ convenience“ȱ comprisesȱ theȱ threeȱ categoriesȱ freshȱ convenienceȱ “traiteur”ȱ (deliȱ foodȱ itemsȱ suchȱ asȱ sandwiches,ȱ freshȱ pasta,ȱ freshȱ pizzas),ȱ fruitsȱ andȱ vegetablesȱ convenienceȱ (e.g.ȱ preparedȱ saladsȱ orȱ freshȱfruitȱcocktails),ȱandȱchilledȱjuices.ȱȱ

Theȱ masterȱ categoryȱ “confectionary”ȱ consistsȱofȱ theȱ threeȱ categoriesȱ chocoȬ late,ȱ sweetȱ biscuits,ȱ andȱ candy/chewingȱ gum.ȱ Withinȱ eachȱ category,ȱ Coopȱ
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attemptsȱtoȱidentifyȱtheȱconsumerȱdecisionȱ tree,ȱi.e.ȱwhatȱ theȱconsumerȱseesȱ asȱtheȱmainȱclassificationȱcriteriaȱwithinȱtheȱcategoryȱandȱalongȱwhichȱprodȬ uct ȱ characteristicsȱ hisȱ decisionȱ isȱ taken.ȱ Forȱ example,ȱ theȱ categoryȱ “chocoȬ late”ȱisȱsegmentedȱintoȱsubȬcategoriesȱsuchȱas:ȱ

� � chocolateȱtabletsȱ

� � chocolateȱbarsȱinȱsnackȱsizeȱ(likeȱTwix,ȱSnickers,ȱMars)ȱ

� � pralinésȱ(boxedȱchocolateȱcandy)ȱ

� � touristicȱ(chocolateȱproductsȱtailoredȱtoȱtheȱtouristȱmarket)ȱandȱ

� � seasonalȱproductsȱ(e.g.ȱEasterȱeggs).ȱ

 

Category Roles 

The ȱassignmentȱofȱrolesȱtoȱcategoriesȱisȱaȱcrucialȱprocess,ȱbecauseȱitȱidentifiesȱ the ȱ purposeȱ ofȱ theȱ categoryȱ forȱ Coop.ȱ Theȱ retailer’sȱ targetedȱ positioningȱ isȱ translatedȱ intoȱspecificȱobjectivesȱforȱeachȱcategory.ȱTheȱroleȱisȱanȱimportantȱ indicatorȱofȱresourceȱallocation,ȱsuchȱasȱtoȱshelfȱorȱadvertisingȱspace.ȱȱ

Whileȱ Coopȱ appliesȱ theȱ fourȱ rolesȱ suggestedȱ byȱ Theȱ Partneringȱ Group,ȱ theyȱ changed ȱ theȱlabelsȱforȱ theȱroles,ȱsinceȱ theȱ standardȱ labelsȱ (destination,ȱrouȬ tine,ȱconvenience,ȱseasonal)ȱwereȱconsideredȱmisleading.ȱInstead,ȱCoopȱlabelsȱ theȱfourȱrolesȱas:ȱ“profileȱrole”ȱ(becauseȱtheȱmainȱpurposeȱofȱthoseȱcategoriesȱ isȱ toȱ distinguishȱ theȱ retailerȱ fromȱ itsȱ competitors),ȱ “leadingȱ role”ȱ (becauseȱ thoseȱ productsȱ formȱ moreȱ thanȱ halfȱ ofȱ theȱ merchandiseȱ mix,ȱ andȱ theȱ termȱ “routine” ȱ mightȱ soundȱ inadequate,ȱ consideringȱ theirȱ highȱ importance),ȱ “supplementaryȱrole”ȱ(theȱtermȱusuallyȱusedȱinȱGermanȬspeakingȱcountriesȱ forȱ thisȱ role,ȱ possiblyȱ becauseȱ theȱ termȱ “convenience”ȱ inȱ aȱ retailȱ settingȱ isȱ alreadyȱ usedȱ forȱstoreȱformatsȱ andȱ forȱcertainȱproductsȱsuchȱasȱreadyȬtoȬeatȱ foodȱproducts).ȱȱ

 

Examples ȱofȱCategoryȱRolesȱatȱCoopȱ                                                  Tableȱ8.3ȱ

Role Role                              Selected Categories with Role Selected Categories with Role

Destination Destination                fruits & vegetables convenience, fresh convenience “traiteur” (i.e. deli), fruit fruits & vegetables convenience, fresh convenience “traiteur” (i.e. deli), fruit (“profile role”) (“profile role”)                 & vegetables, fresh bread, wine, baby, body care & vegetables, fresh bread, wine, baby, body care Routine Routine                  milk, cheese, yogurts, prepared meals (frozen), soups and sauces, coffee, milk, cheese, yogurts, prepared meals (frozen), soups and sauces, coffee, (“leading role”) (“leading role”)              tea, chocolate, pet food, beverages tea, chocolate, pet food, beverages Convenience Convenience            tableware/cookware, kitchen appliances, electrical accessories, cut flowers tableware/cookware, kitchen appliances, electrical accessories, cut flowers (“supplementary role”) (“supplementary role”)

Seasonal Seasonal                barbecue, camping, skiing barbecue, camping, skiing                                               ȱ
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Onȱaverage,ȱaboutȱ 60ȱ%ȱofȱCoop’sȱcategoriesȱhaveȱ aȱleadingȱrole,ȱ10ȱ%ȱaȱproȬ fileȱrole,ȱ25ȱ%ȱaȱsupplementaryȱroleȱandȱ5ȱ%ȱaȱseasonalȱrole.ȱExamplesȱofȱroleȱ assignment ȱareȱgivenȱinȱ Tableȱ8.3.ȱ Here,ȱitȱ becomesȱ clearȱ thatȱtheȱ categoriesȱ selectedȱ forȱ“profileȱrole”ȱ supportȱtheȱ Coopȱ mission,ȱforȱexampleȱtheȱsimulȬ taneousȱ pursuitȱ ofȱ convenience,ȱ health,ȱ andȱ freshness.ȱ Otherȱ aspectsȱ thatȱ wereȱconsideredȱwhenȱassigningȱrolesȱtoȱcategoriesȱwereȱtheȱmarketȱ(e.g.ȱtheȱ salesȱvolumeȱ ofȱ theȱcategories,ȱtheȱhouseholdȱpenetration,ȱconsumerȱtrends,ȱ relevanceȱ ofȱ categoryȱ forȱ theȱ consumer)ȱ andȱtheȱ competition.ȱTheȱstrengthsȱ andȱ weaknessesȱofȱ aȱ retailerȱrelativeȱ toȱ hisȱmainȱcompetitorsȱ areȱ anȱimporȬ tantȱaspectȱofȱtheȱdecisionȱasȱtoȱwhetherȱtheȱcompanyȱcanȱsuccessfullyȱstriveȱ forȱmarketȱleadershipȱandȱaȱsuperiorȱofferȱinȱaȱcategory.ȱ

 

Category Management at a Multi-Channel Retailer 

CM ȱisȱmoreȱcomplexȱforȱaȱmultiȬchannelȱretailer.ȱCoop,ȱforȱexample,ȱoffersȱitsȱ foodȱ customersȱ convenienceȱ stores,ȱ smallȱ andȱ largeȱ supermarkets,ȱ hyperȬ markets,ȱ andȱ anȱ Internetȱ shop.ȱ Thoseȱ storesȱ allȱ useȱ theȱ retailȱ brandȱ Coopȱ (partlyȱ withȱ anȱ additionalȱ subȬbrand),ȱ soȱ thatȱ theirȱ generalȱ positioningȱ isȱ similar, ȱbutȱtheȱspecificȱcharacteristicsȱofȱtheȱretailȱformatsȱdifferȱand,ȱthereȬ fore, ȱsoȱ doesȱtheirȱ respectiveȱ contributionȱtoȱ Coop’sȱmission.ȱForȱexample,ȱ aȱ Coopȱ Prontoȱ focusesȱ moreȱ onȱ fillȬinȬneedȱ shoppingȱ byȱ consumersȱ andȱ theȱ convenienceȱofȱtheȱcustomerȱcomesȱtoȱtheȱfore,ȱwhileȱ aȱ Coopȱhypermarketȱisȱ usuallyȱvisitedȱonlyȱ forȱweeklyȱ orȱevenȱ monthlyȱ shopping,ȱ forȱ theȱpurposeȱ ofȱaȱlargeȱstockȬup.ȱCoopȱhypermarketsȱhaveȱaȱveryȱsubstantialȱproductȱoffer,ȱ enablingȱ aȱ strongȱ contributionȱ toȱ manyȱ componentsȱ ofȱ theȱ Coopȱ mission.ȱ However,ȱ theȱ mereȱ sizeȱ ofȱ theȱ storeȱ mayȱ makeȱ theȱ shoppingȱ processȱ lessȱ convenient.ȱ

Atȱ Coop,ȱ eachȱ category–ȱ regardlessȱ ofȱ theȱ retailȱ formatȱ –ȱ isȱ definedȱ identiȬ cally,ȱ butȱ obviously,ȱ theȱ specificȱ productsȱ inȱ theȱ categoryȱ differ,ȱ dependingȱ on ȱ theȱ storeȱ format.ȱ Forȱ example,ȱ theȱ numberȱ ofȱ SKUsȱ inȱ theȱ categoryȱ atȱ aȱ hypermarketȱ isȱ muchȱlargerȱ thanȱatȱaȱsmallȱsupermarket.ȱTheȱspecificȱ chalȬ lengeȱfacedȱbyȱaȱmultiȬchannelȱretailerȱ isȱsolvedȱbyȱassigningȱdifferentȱrolesȱ toȱ categories,ȱ dependingȱ onȱ theȱ retailȱ format,ȱ inȱ theȱ formȱ ofȱ aȱ retailȱ forȬ mat/categoryȱ matrix.ȱ Therefore,ȱ whileȱ aȱ fewȱ categoriesȱ haveȱ aȱ profileȱ roleȱ acrossȱ allȱ Coopȱ retailȱ formats,ȱ mostȱ categoriesȱ areȱ assignedȱ formatȬspecificȱ roles.ȱForȱexample,ȱnewspapersȱandȱmagazinesȱplayȱaȱleadingȱroleȱinȱaȱCoopȱ Pronto,ȱwhileȱtheyȱhaveȱonlyȱaȱsupplementaryȱroleȱinȱaȱCoopȱsupermarket.ȱInȱ general,ȱ theȱ shareȱ ofȱ categoriesȱ withȱ profileȱ rolesȱ increasesȱ withȱ storeȱ size,ȱ becauseȱ aȱhypermarketȱ hasȱ theȱ spaceȱtoȱ displayȱmanyȱcategoriesȱeffectivelyȱ andȱ prominently,ȱ whileȱ aȱ smallȱ supermarketȱ hasȱ toȱ selectȱ moreȱ carefullyȱ whichȱcategoriesȱtheyȱuseȱasȱprofileȱcategories.ȱȱ

ȱ
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Branding Strategies on the Level of the Assortment 

Theȱportfolioȱofȱbrands,ȱincludingȱtheȱstoreȱbrands,ȱconstitutesȱanȱimportantȱ componentȱ ofȱ theȱ merchandiseȱ mixȱ ofȱ aȱ retailer.ȱ Sinceȱ theȱ storeȱ brandsȱ areȱ often ȱ usedȱ inȱ manyȱ categoriesȱ ofȱ aȱ retailer,ȱ theyȱ areȱ usuallyȱ managedȱ atȱ aȱ crossȬcategoryȱ levelȱ forȱ marketingȱ inȱ general,ȱ whileȱ theȱ merchandiseȱ mixȱ withinȱeachȱcategoryȱisȱpartȱofȱtheȱCMȱprocess,ȱusuallyȱasȱpartȱofȱtheȱcategoryȱ tacticsȱprocessȱstep.ȱȱ

Coop ’sȱ mainȱ competitor,ȱ Migros,ȱ focusesȱ veryȱ stronglyȱ onȱ storeȱ brands.ȱ Itsȱ Manufacturerȱ

assortmentȱconsistsȱalmostȱexclusivelyȱofȱstoreȱbrandsȱandȱonlyȱaȱfewȱmanuȬ    Brandsȱ facturerȱ brands,ȱ whichȱ areȱ theȱ exception.ȱ Thus,ȱ Coopȱ isȱ inȱ theȱ comfortableȱ positionȱ ofȱbeingȱableȱtoȱdifferentiateȱitselfȱclearlyȱ fromȱitsȱ mainȱcompetitorȱ byȱ offeringȱ aȱ goodȱ selectionȱ ofȱ manufacturerȱ brands.ȱ Coopȱ isȱ theȱ primaryȱ retailer ȱ forȱmanufacturerȱbrandsȱinȱ Switzerland.ȱTheyȱ currentlyȱaccountȱforȱ 47ȱ%ȱ ofȱ Coop’sȱ sales.ȱ Oneȱ importantȱ advantageȱ ofȱ manufacturerȱ brandsȱ isȱ seenȱ inȱ theirȱ highȱlevelȱofȱ innovativenessȱandȱ theȱfactȱthatȱstrongȱmanufacȬ turerȱ brandsȱ areȱ perpetuallyȱ popularȱ withȱ customers.ȱ Coopȱ systematicallyȱ analysesȱ andȱ reviewsȱ allȱ rangesȱ fromȱ theȱ viewpointȱ ofȱ brandȱ potentialȱ andȱ provides ȱ brandȱ manufacturersȱ withȱ aȱ uniqueȱ platformȱ forȱ positioningȱ andȱ marketingȱ theirȱ brandsȱ andȱ products.ȱ Inȱ Switzerland,ȱ Coopȱ isȱ thereforeȱ theȱ mainȱ cooperationȱ partnerȱ forȱ brandȱ suppliers.ȱ Inȱ additionȱ toȱ theȱ manufacȬ turerȱ brands,ȱ Coopȱ offersȱ aȱgreatȱ varietyȱ ofȱ storeȱ brands,ȱwhichȱ accountȱforȱ moreȱ thanȱ halfȱ ofȱ itsȱ sales.ȱ Eachȱ storeȱ brandȱ meetsȱ aȱ specificȱ needȱ andȱ isȱ positioned ȱinȱoneȱofȱthreeȱstoreȱbrandȱpriceȱsegmentsȱ(seeȱTableȱ8.4).ȱ

 

StoreȱBrandsȱPortfolioȱofȱCoopȱ                                                          Tableȱ8.4ȱ

Positioning Positioning                                     Coop Store Brands Coop Store Brands

Value/Budget Value/Budget 

Coop Prix Garantie Coop Prix Garantie

Store Brand Store Brand

Standard Store Brand Standard Store Brand     Coop Coop

Segmented Standard Segmented Standard 

Coop Betty Bossi, Coop Weight Watchers, Coop Delicorn, Coop Free From Coop Betty Bossi, Coop Weight Watchers, Coop Delicorn, Coop Free From

Store Brands Store Brands

Premium Store Brand Premium Store Brand     Coop Fine Food Coop Fine Food

Segmented Premium Segmented Premium

Coop Naturaplan, Coop Naturaline, Coop Oecoplan Coop Naturaplan, Coop Naturaline, Coop Oecoplan

Store Brands Store Brands                                                                                    ȱ

 

Together ȱwithȱtheȱstoreȱbrandsȱandȱtheȱmanufacturerȱ brands,ȱCoopȱ attemptsȱ to ȱ offerȱ itsȱcustomersȱ theȱbroadestȱ possibleȱchoice.ȱAȱ highȱlevelȱofȱ productȬ rangeȱcompetenceȱandȱrangeȱdiversityȱgivesȱCoopȱaȱhighlyȱdistinctiveȱprofileȱ inȱtheȱcompetitiveȱarena.ȱ
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Standard Price Level Store Brands 

Theȱ storeȱ brandȱ Coopȱ offersȱ highȬqualityȱ productsȱ withȱ goodȱ valueȱ forȱ money.ȱ Roughlyȱ oneȱ thirdȱ ofȱ Coop’sȱ salesȱ areȱ achievedȱ withȱ thisȱ rangeȱ thatȱ comprisesȱaȱvarietyȱofȱproductsȱofȱaȱsimilarȱqualityȱtoȱthatȱofȱaȱmanufacturerȱ brand.ȱ Itȱ coversȱ theȱ lowȬendȱ priceȱ segmentȱ andȱ isȱ positionedȱ asȱ aȱ lowerȬ pricedȱalternativeȱtoȱtheȱ manufacturerȱ brand.ȱItsȱdesignȱisȱ similarȱ toȱ thatȱ ofȱ manufacturerȱbrandsȱinȱitsȱappealȱandȱtheȱqualityȱlevelȱimpliedȱbyȱtheȱpackȬ aging.ȱ Itȱ carriesȱ aȱ uniformȱ labellingȱ withȱ theȱ Coopȱ logoȱ onȱ aȱ black,ȱ squareȱ background. ȱInȱthisȱway,ȱtheȱstandardȱstoreȱbrand,ȱ asȱanȱimportantȱpillarȱ ofȱ theȱstrategy,ȱisȱassignedȱclearlyȱtoȱCoop.ȱ

BettyȱBossiȱ    Atȱ theȱ beginningȱ ofȱ 2002,ȱ Coopȱboughtȱaȱ50ȱ%ȱinterestȱinȱtheȱBettyȱBossiȱVerȬ

lagsȱAG.ȱThisȱpublishingȱhouseȱownedȱtheȱnowȱ50ȬyearȬoldȱbrandȱBettyȱBossiȱ andȱusedȱitȱforȱcookingȱmagazinesȱandȱcookbooksȱasȱwellȱasȱaȱfewȱcookwareȱ articles.ȱ Itsȱ competenceȱ inȱ developingȱ cookingȱ recipesȱ wasȱ high.ȱ Asȱ aȱ veryȱ strongȱ brand,ȱ Bettyȱ Bossiȱ standsȱ forȱ successfulȱ cookingȱ inȱ Switzerlandȱ andȱ hasȱaȱ brandȱawarenessȱ ofȱ almostȱ 100ȱ%.ȱ Byȱ formingȱ aȱ partnershipȱwithȱ theȱ mostȱcompetentȱpartnerȱ inȱ Switzerland,ȱCoopȱaimedȱ atȱmarketȱ leadershipȱ inȱ theȱ fieldȱ ofȱ freshȱ convenienceȱ goods.ȱ Inȱ midȬ2002,ȱ Coopȱ launchedȱ itsȱ firstȱ Betty ȱBossiȱproductsȱ–ȱconvenienceȱproductsȱthatȱdoȱ notȱimplyȱ aȱlossȱofȱculiȬ naryȱ standards.ȱ Thanksȱ toȱ theȱ launchȱ ofȱ Bettyȱ Bossi,ȱ Coopȱ hasȱ becomeȱ theȱ marketȱleaderȱinȱfreshȱconvenienceȱfoodȱinȱjustȱoverȱaȱyear.ȱȱ

Since ȱthen,ȱ theȱstoreȱbrandȱhasȱgrownȱ steadilyȱ withȱ doubleȬdigitȱratesȱ eachȱ year. ȱItȱnowȱcomprisesȱaboutȱ700ȱitems,ȱwhichȱareȱeitherȱforȱimmediateȱconȬ sumptionȱ (readyȬtoȬeat)ȱ orȱ canȱ beȱ preparedȱ quicklyȱ (readyȬtoȬcook).ȱ Theyȱ rangeȱ fromȱ fruitȱ juiceȱ andȱ sandwichesȱ toȱ saladsȱ andȱ completeȱ readyȬmadeȱ meals.ȱInȱ2005,ȱsalesȱamountedȱtoȱ aboutȱ400ȱ millionȱ SFR.ȱWorkingȱ inȱ coopȬ eration ȱwithȱtheȱCoopȱcategoryȱmanagementȱteam,ȱaȱcompetenceȱteamȱatȱtheȱ Betty ȱBossiȱ company,ȱwhichȱ isȱ stillȱactiveȱinȱitsȱformerȱcoreȱ businessȱasȱwell,ȱ continuesȱtoȱdevelopȱaȱwideȱrangeȱofȱinnovativeȱproductsȱeachȱyear.ȱȱ

Inȱ theȱ lastȱ twoȱ years,ȱCoopȱ startedȱ aȱ rapidȱ furtherȱ segmentationȱ ofȱitsȱ storeȱ brand,ȱ offeringȱ aȱ numberȱ ofȱ storeȱ brandsȱ inȱ theȱ mediumȱ priceȱ segment.ȱ TheseȱareȱtargetedȱatȱspecificȱcustomerȱgroupsȱbyȱofferingȱaȱparticularȱbeneȬ fit.ȱȱ

Coopȱȱ   InȱJuneȱ2005,ȱCoopȱlaunchedȱtheȱCoopȱWeightȱWatchersȱ storeȱbrandȱwithȱlowȬ

WeightȱWatchersȱ   fat,ȱ lowȬsugarȱandȱlowȬcalorieȱproducts.ȱThisȱwasȱtheȱfirstȱtimeȱthatȱ theȱdieȬ

taryȱ organisationȱ Weightȱ Watchersȱ hadȱ enteredȱ intoȱ aȱ cooperativeȱ ventureȱ with ȱ aȱ retailȱ company.ȱ Coopȱ andȱ Weightȱ Watchersȱ joinedȱ forcesȱ toȱ meetȱ theȱ rapidlyȱ growingȱ demandȱforȱlowȬcalorieȱproducts.ȱProductsȱ underȱtheȱCoopȱ Weightȱ Watchersȱstoreȱbrandȱ includeȱ dairyȱ products,ȱ saladsȱ andȱ meatȱ prodȬ ucts,ȱ readyȬtoȬeatȱ meals,ȱ drinks,ȱ desserts,ȱ etc.ȱ Theȱ packagingȱ indicatesȱ theȱ respective ȱ fatȱ andȱ calorieȱ contentȱ perȱ portionȱ andȱ theȱ numberȱ ofȱ Weightȱ
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Watchersȱpointsȱeachȱportionȱrepresents.ȱInȱtermsȱofȱprice,ȱtheseȱproductsȱareȱ comparableȱwithȱtheȱotherȱCoopȱstoreȱbrandȱitemsȱandȱareȱpositionedȱtoȱcostȱ lessȱthanȱ theirȱmanufacturerȬbrandȱcounterparts.ȱ Inȱ theȱmediumȱterm,ȱwithȱ thisȱstoreȱbrand,ȱCoopȱwillȱtargetȱsalesȱofȱ300ȱmillionȱSFRȱfromȱaȱrangeȱofȱ300ȱ productsȱ andȱ theȱ leadingȱ positionȱ inȱ theȱ Swissȱ “lowȬcalorie”ȱ market.ȱ Coopȱ alsoȱ emphasisesȱ thatȱ thisȱ storeȱ brandȱ hasȱ pioneerȱ statusȱ inȱ Switzerland,ȱ contributingȱtoȱCoop’sȱretailȱimageȱasȱaȱdynamic,ȱhealthȬorientedȱretailer.ȱ

InȱmidȬ2006,ȱCoopȱlaunchedȱtheȱstoreȱbrandȱCoopȱDelicorn,ȱaȱrangeȱofȱvegetarȬ    Coopȱ ianȱ products.ȱ Itȱ isȱ positionedȱ asȱ aȱ healthyȱ meatȱ alternative.ȱ Coopȱ Delicornȱ    Delicorn ȱ productsȱ includeȱ vegetarianȱ sausages,ȱ ground,ȱ escalopes,ȱ veggieȱ burgers,ȱ etc.,ȱ thatȱ areȱ madeȱofȱ soy,ȱ tofu,ȱ spelt,ȱmilletȱ orȱ otherȱ meatȬfreeȱ ingredients,ȱ andȱ noȱ supplementaryȱ vitaminsȱ orȱ otherȱ additives.ȱ Justȱ asȱ Coopȱ Weightȱ Watchersȱ targetsȱ theȱ growingȱ trendȱ towardsȱ lowȬcalorieȱ consumption,ȱ Coopȱ Delicorn ȱtargetsȱtheȱgrowingȱtrendȱtowardsȱvegetarianism.ȱ

Moreȱandȱmoreȱpeopleȱsufferȱfromȱfoodȱintolerancesȱorȱallergies.ȱInȱSwitzerȬ    Coopȱȱ land,ȱ thisȱ appliesȱ toȱ moreȱ thanȱ 10ȱ%ȱ ofȱ theȱ population,ȱ withȱ lactosisȬ    FreeȱFromȱ intoleranceȱ andȱ glutenȬintoleranceȱ asȱ theȱ mostȱ commonȱ forms.ȱ Withȱ theȱ storeȱ brandȱ rangeȱ Coopȱ Freeȱ From,ȱ introducedȱ inȱ midȬ2006,ȱ Coopȱ isȱ theȱ firstȱ Swissȱ retailerȱ toȱ offerȱ anȱ assortmentȱ ofȱ glutenȬȱ andȱ lactosisȬfreeȱ products.ȱ Theȱ rangeȱ currentlyȱ comprisesȱ productsȱ likeȱ lactosisȬfreeȱ milk,ȱ yoghurts,ȱ cheeses,ȱandȱglutenȬfreeȱbread,ȱbakedȱproducts,ȱpizzas,ȱ etc.ȱAnȱ extensionȱ ofȱ the ȱ productȱ rangeȱ toȱ addressȱ certainȱ foodȱ allergiesȱ (e.g.ȱ eggs,ȱ peanuts)ȱ isȱ planned.ȱ

 

Premium Store Brands 

TheȱmostȱimportantȱofȱCoop’sȱstoreȱbrandsȱisȱprobablyȱCoopȱNaturaplan.ȱThisȱ    Coopȱ storeȬbrandȱ rangeȱ ofȱ foodȱ products,ȱ sourcedȱ fromȱ organicȱ farmsȱ andȱ conȬ Naturaplanȱ

formingȱ toȱ theȱ rulesȱ ofȱ humaneȱ animalȱ husbandry,ȱ wasȱ introducedȱ inȱ theȱ marketȱinȱ1993.ȱThus,ȱ Coopȱwasȱ veryȱ earlyȱ toȱrecogniseȱaȱgrowingȱcustomerȱ need:ȱ theȱ needȱ forȱ wellȬbeing,ȱ basedȱ onȱ healthyȱ productsȱ producedȱ withȱ respectȱforȱtheȱenvironmentȱandȱanimals.ȱ

Withȱ Coopȱ Naturaplan,ȱ Coopȱisȱ theȱ clearȱ marketȱ leaderȱ inȱtheȱ Swissȱorganicsȱ market, ȱ withȱaȱ marketȱ shareȱ ofȱaboutȱ50ȱ%.ȱ Theȱ steadyȱ growthȱ ofȱ theȱstoreȱ brand’s ȱsalesȱisȱillustratedȱinȱFigureȱ8.5.ȱȱ

Presently,ȱ Coopȱ Naturaplanȱaloneȱ accountsȱforȱ aȱturnoverȱ ofȱmoreȱ thanȱ 1ȱbilȬ lionȱSFR,ȱmoreȱthanȱ10ȱ%ȱ ofȱCoop’sȱfoodȱsales.ȱNaturaplanȱhasȱmadeȱaȱstrongȱ contributionȱtoȱtheȱincreasingȱmarketȱshareȱofȱCoopȱinȱtheȱlastȱdecadeȱandȱitȱ exertsȱaȱstrongȱinfluenceȱonȱCoop’sȱimageȱinȱtheȱmarket.ȱCoopȱNaturaplanȱwasȱ atȱ theȱ centreȱ ofȱ aȱ numberȱ ofȱ largeȱ marketingȱ campaigns,ȱ includingȱ heavyȱ advertisingȱonȱTV.ȱ
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Figureȱ8.5ȱ    DevelopmentȱofȱCoopȱNaturaplanȱSalesȱ

[image: ]

 

ȱ

 

TheȱearlyȱintroductionȱofȱtheȱbrandȱmadeȱitȱpossibleȱforȱCoopȱtoȱbecomeȱtheȱ primaryȱ providerȱ ofȱ organicȱ foodȱ inȱ Switzerland.ȱ Theȱ claimsȱ inȱ theȱ Coopȱ missionȱ areȱ clearlyȱ connectedȱ toȱ Coopȱ Naturaplan.ȱCoopȱ itselfȱ thereforeȱ callsȱ Naturaplanȱoneȱofȱitsȱ“flagshipȱlabels”.ȱ

Coopȱ   Coopȱ usesȱ aȱ numberȱ ofȱ otherȱ environmental,ȱ sociallyȱ responsibleȱ storeȱ

Naturalineȱ    brandsȱinȱotherȱproductȱcategories.ȱCoopȱNaturalineȱisȱaȱstoreȱbrandȱfocussingȱ

onȱ textilesȱ sourcedȱ fromȱ organicȱ cultivationȱ andȱ fairȱ trade,ȱ andȱ cosmeticȱ productsȱmadeȱ fromȱnaturalȱrawȱ materials.ȱ Throughȱ thisȱbrand,ȱ Coopȱ isȱ theȱ world’sȱ largestȱ supplierȱ ofȱ organicallyȱ grownȱ andȱ fairȬtradedȱ cottonȬbasedȱ textiles ȱwithȱsalesȱofȱmoreȱthanȱ50ȱmillionȱSFR.ȱTheȱCoopȱNaturalineȱrangeȱofȱ textilesȱ wasȱ recentlyȱ expandedȱ substantially,ȱ andȱ aȱ shopȬinȬshopȱ conceptȱ wasȱ implementedȱ inȱ theȱ Coopȱ Cityȱ departmentȱ stores,ȱ groupingȱ allȱ NatuȬ ralineȬbrandedȱproductsȱtogetherȱ(seeȱalsoȱChapterȱ10).ȱȱ

Coopȱ   TheȱstoreȱbrandȱCoopȱOecoplanȱcomprisesȱoverȱ1,300ȱnonȬfoodȱandȱnearȬfoodȱ

Oecoplan ȱ   itemsȱandȱhasȱaȱsalesȱlevelȱofȱalmostȱ 100ȱmillionȱSFR.ȱAllȱOecoplanȱproductsȱ

areȱ manufacturedȱ inȱ accordanceȱ withȱ strictȱ ecologicalȱ criteria,ȱ areȱ biodeȬ gradableȱandȱdoȱnotȱcontainȱunhealthyȱingredientsȱsuchȱasȱformaldehydeȱorȱ toxicȱheavyȱmetals.ȱ

MaxȱHavelaarȱ   Inȱaddition,ȱmanyȱCoopȱproductsȱareȱlabelledȱwithȱMaxȱHavelaar.ȱHere,ȱCoopȱ

usesȱaȱqualityȱ labelȱ fromȱanȱindependentȱfoundationȱwhichȱguaranteesȱthatȱ theȱ productsȱ areȱ sourcedȱaccordingȱ toȱprinciplesȱofȱ fairȱ trade.ȱ Withȱ salesȱ ofȱ moreȱ thanȱ 100ȱ millionȱ SFR,ȱ Coopȱ isȱ theȱ worldwideȱ no.ȱ 1ȱ forȱ productsȱ fromȱ fairȱ tradeȱ andȱ forȱ specificȱ productsȱ likeȱ bananas,ȱ almostȱ 100ȱ%ȱ ofȱ allȱ prodȬ ucts ȱsoldȱatȱCoopȱareȱMaxȱHavelaarȱproducts.ȱ
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Inȱ2004,ȱCoopȱlaunchedȱanotherȱpremiumȱstoreȱ brand.ȱInȱsomeȱrespects,ȱthisȱ    Coopȱȱ storeȱ brandȱ isȱ unlikeȱ allȱ otherȱ Coopȱ storeȱ brands.ȱ Thoseȱ othersȱ focusȱ onȱ    FineȱFoodȱ nichesȱwhichȱCoopȱdetectedȱearly,ȱbeforeȱtheȱrealȱmarketȱtrendȱhadȱemerged.ȱ This ȱfacilitatedȱtheȱintroductionȱofȱaȱstoreȱbrand,ȱbutȱCoopȱFineȱFoodȱisȱdifferȬ ent.ȱHere,ȱtheȱvalueȱaddedȱinȱtheȱproductȱrangeȱisȱpurelyȱtheȱpremiumȱqualȬ ityȱofȱtheȱproducts,ȱformerlyȱaȱuniqueȱcharacteristicȱofȱmanufacturerȱbrands.ȱ The ȱ developmentȱ ofȱ Coopȱ asȱ aȱ strongȱ andȱ trustedȱ retailȱ brandȱ withȱ aȱ posiȬ tioningȱasȱpicturedȱinȱFigureȱ8.4,ȱisȱprobablyȱaȱprerequisiteȱforȱtheȱsuccessfulȱ introductionȱofȱsuchȱaȱstoreȱbrand.ȱ

Withȱ itsȱ Fineȱ Foodȱ line,ȱ Coopȱ marketsȱ anȱ attractiveȱ selectionȱ ofȱ excellentȬ qualityȱ specialitiesȱ whichȱ areȱ notȱ onlyȱ delicious,ȱ butȱ alsoȱ haveȱ somethingȱ specialȱ aboutȱ them,ȱ suchȱ asȱ theȱ ingredients,ȱ theirȱ origin,ȱ theȱ wayȱ theyȱ areȱ prepared,ȱ orȱ theirȱ producers.ȱ Productsȱ inȱ theȱ Coopȱ Fineȱ Foodȱ rangeȱ includeȱ tunaȱ carpaccio,ȱ buffaloȱ mozzarella,ȱ quailȱ eggs,ȱ gooseȱ liverȱ pate,ȱ andȱ alsoȱ certainȱ hams,ȱhoneyȱ andȱ pastaȱitems.ȱ FineȱFoodȱproductsȱareȱnotȱpositionedȱ asȱtrueȱluxuryȱitems.ȱTheyȱareȱdelicaciesȱthatȱcustomersȱcanȱtreatȱthemselvesȱ to ȱforȱspecialȱoccasions.ȱTheȱsilverȱandȱblackȱdesignȱofȱtheirȱpackagingȱcomȬ municatesȱtheirȱhighȱculinaryȱaspirations.ȱEachȱitemȱisȱprovidedȱwithȱaȱsmallȱ leafletȱ describingȱ theȱ product’sȱ historyȱ orȱ whatȱ makesȱ itȱ special.ȱ Theȱ meȬ diumȬtermȱtargetȱisȱaboutȱ200ȱitemsȱandȱsalesȱofȱaboutȱ50ȱmillionȱSFR.ȱ

 

Budget Store Brand “Coop Prix Garantie”  

While ȱ Swissȱ consumersȱareȱgenerallyȱlessȱpriceȱsensitiveȱthanȱtheirȱcounterȬ partsȱ inȱ otherȱ Europeanȱ countries,ȱ whichȱ helpedȱ theȱ earlyȱ introductionȱ ofȱ valueȬaddedȱ storeȱ brandsȱ byȱ Coop,ȱ aȱ generalȱ consumerȱ trendȱ towardsȱ aȱ priceȬorientationȱ hasȱ alsoȱemergedȱinȱ Switzerland.ȱ Coopȱ hadȱtoȱ reactȱtoȱ thisȱ trendȱ notȱ onlyȱ byȱ improvingȱ itsȱ generalȱ priceȱ performance,ȱ butȱ alsoȱ withȱ clear ȱ communicationȱ measures.ȱ Theȱ storeȱ brandȱ Coopȱ Prixȱ Garantieȱ wasȱ inȬ troducedȱ inȱ Januaryȱ 2005,ȱ inȱorderȱ toȱ communicateȱ clearlyȱ underȱ oneȱ labelȱ theȱ priceȬvalueȱofȱ theȱ productsȱ inȱCoop’sȱbargainȬpriceȱ segment.ȱPrixȱ GaranȬ tie’sȱ productȱ rangeȱ comprisesȱ productsȱ thatȱ wereȱ previouslyȱ offeredȱ underȱ theȱCoopȱstandardȱstoreȱbrandȱandȱareȱnowȱofferedȱatȱguaranteedȱpricesȱthatȱ wereȱcutȱbyȱ25ȱ%ȱonȱaverageȱandȱwithȱnoȱ lossȱofȱquality.ȱAccordingȱtoȱCoop,ȱ the ȱ factȱ thatȱ theȱ Coopȱ Prixȱ Garantieȱ productsȱ haveȱ theȱ correspondingȱ Coopȱ storeȱ brand’sȱ accustomedȱ quality,ȱ makesȱ theȱ productsȱ standȱ outȱ clearlyȱ againstȱtheȱbudgetȬpriceȱproductsȱofȱotherȱretailers.ȱȱ

The ȱ productȱrangeȱ nowȱincludesȱ almostȱ 400ȱ products.ȱParticularlyȱ popularȱ articles ȱ forȱ everydayȱuseȱ thatȱ sellȱ inȱ largeȱ amountsȱ areȱ soldȱ underȱ theȱ Prixȱ Garantieȱbrand.ȱ Theirȱ attractiveȱpricesȱ areȱ recognisedȱ byȱconsumersȱ asȱ subȬ stantiallyȱ loweringȱ theȱ priceȱ ofȱ aȱ totalȱ shoppingȱ basket,ȱ andȱ includeȱ suchȱ itemsȱ asȱ milk,ȱham,ȱ flour,ȱ pasta,ȱ detergents,ȱ shampoo,ȱ etc.ȱ Theȱ productȱ deȬ
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signȱ clearlyȱ signalsȱ itsȱ budgetȱ character,ȱ withȱ mainlyȱ plainȱ whiteȱ packagesȱ with ȱaȱflashyȱpinkȱlabel.ȱAllȱinȱall,ȱinȱlateȱ2004ȱandȱearlyȱ2005,ȱCoopȱinvestedȱ 280 ȱ millionȱ SFRȱ inȱ improvingȱ itsȱ priceȱ performance.ȱ Aȱ largeȱ partȱ ofȱ thisȱ amount ȱwasȱspentȱonȱtheȱnewȱbudgetȱstoreȱbrand.ȱȱ

InȱmarketingȱCoopȱPrixȱGarantie,ȱCoopȱmakesȱaȱthreefoldȱpromise:ȱguaranteedȱ lowȱprice,ȱ guaranteedȱpermanentȱbargainȱpricesȱratherȱthanȱtemporaryȱ speȬ cialȱ offers,ȱ andȱ guaranteedȱ quality.ȱ Theȱ latterȱ meansȱ thatȱ Coopȱ consciouslyȱ excludesȱlowȬqualityȱproductsȱfromȱtheȱPrixȱGarantieȱline.ȱForȱinstance,ȱCoopȱ makesȱaȱpointȱofȱnotȱincludingȱcheapȱeggsȱfromȱbatteryȱhens.ȱ

 

Summary and Outlook 

Coopȱ successfullyȱ usedȱ aȱ topȬdownȱ approachȱ toȱ positionȱ itselfȱ inȱ theȱ Swissȱ retailȱ marketȱandȱtoȱ growȱsteadilyȱ overȱ theȱ lastȱ fewȱyears.ȱAȱclearȱcompanyȱ positioningȱwasȱdevelopedȱandȱsubsequentȱdecisionsȱwereȱderivedȱfromȱthatȱ positioning. ȱ Inȱ addition,ȱ internalȱ companyȱ processesȱ andȱ structures,ȱ anȱ aspectȱ thatȱ hasȱ notȱ beenȱ mentionedȱ inȱ thisȱ caseȱ study,ȱ haveȱ beenȱ radicallyȱ changedȱandȱreȬengineeringȱprojectsȱwereȱcarriedȱout.ȱ

Coopȱ categoryȱ managementȱ playsȱ anȱ importantȱ roleȱ inȱ thisȱ development,ȱ because ȱitȱ providesȱ clearȱ guidelinesȱforȱtheȱmanagementȱofȱ productȱ categoȬ ries,ȱ inȱmarketingȱ communicationȱ andȱinȱ storeȱ operations,ȱwhichȱ areȱ basedȱ onȱ aȱ clearȱ businessȱ planȱ forȱ eachȱ category.ȱ Aȱ stringentȱ CMȱ processȱ isȱ folȬ lowedȱ andȱ CMȱ wasȱ implementedȱ veryȱ successfullyȱ intoȱ Coop’sȱ businessȱ procedures ȱwithinȱonlyȱaȱfewȱ years.ȱ Categoryȱmanagersȱnowȱrunȱ theirȱownȱ categoriesȱasȱstrategicȱbusinessȱunits,ȱandȱrolesȱareȱassignedȱtoȱeachȱcategoryȱ andȱforȱeachȱretailȱformat.ȱȱ

Storeȱ brandsȱ areȱ anȱ importantȱ partȱ ofȱtheȱ retailȱmarketingȱatȱCoop.ȱ CoopȱinȬ troducedȱitsȱ flagshipȱlabelsȱCoopȱ Naturaplan,ȱ Coopȱ Naturaline,ȱ Coopȱ Oecoplanȱ (and ȱ inȱ addition,ȱ itȱ startedȱ toȱ useȱ theȱ fairȬtradeȱ labelȱ Maxȱ Havelaar)ȱ inȱ theȱ earlyȱ 1990s,ȱ whenȱ theȱ trendȱ towardsȱ suchȱ valuesȱ wasȱ justȱ emerging.ȱ Thisȱ demonstratedȱ aȱ remarkableȱ senseȱ ofȱ corporateȱ socialȱ responsibility,ȱ aȱ conceptȱ thatȱ becameȱ enȱ vogueȱ inȱ theȱ managementȱ literatureȱ aboutȱ aȱ decadeȱ later.ȱ Withȱ theseȱ brands,ȱ Coopȱ hasȱ takenȱ organicȱ foodȱ andȱ environmentallyȱ andȱ socially ȱresponsibleȱproductsȱoutȱofȱtheirȱnichesȱandȱmadeȱthemȱattractiveȱtoȱ aȱbroadȱpublic.ȱTheyȱhaveȱbeenȱanȱimportantȱcornerstoneȱofȱCoop’sȱsuccessȱinȱ theȱlastȱdecade.ȱȱ

Butȱ Coopȱ alsoȱ usedȱ aȱ mixȱ ofȱ manufacturerȱ brandsȱ andȱ –ȱ asȱ aȱ lowerȬpricedȱ alternativeȱ –ȱ theȱ Coopȱ storeȱ brandȱ inȱ orderȱ toȱ offerȱ diversityȱ andȱ choiceȱ toȱ consumers.ȱNewȱtrendsȱwereȱidentifiedȱearly,ȱandȱstoreȱbrandsȱwereȱusedȱtoȱ satisfyȱ consumerȱneedsȱ inȱemergingȱ marketȱ segments,ȱ suchȱasȱ theȱ culinaryȱ convenienceȱsegmentȱwithȱtheȱbrandȱBettyȱBossi.ȱȱ
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Coop ȱ itselfȱ clearlyȱ isȱ aȱ strongȱ brandȱ now,ȱ standingȱ forȱ theȱ valuesȱ andȱ conȬ sumer ȱbenefitsȱthatȱtheȱCoopȱmissionȱconveys.ȱThisȱisȱ aȱstrongȱfoundationȱtoȱ differentiateȱ theȱ retailerȱ furtherȱ fromȱ itsȱ competitors.ȱ Strongȱ storeȱ brandsȱ thatȱhelpȱtoȱenhanceȱ Coop’sȱimageȱbyȱconnectingȱitȱwithȱpositiveȱbrandȱmesȬ sages,ȱ suchȱ asȱ Coopȱ Fineȱ Food,ȱ areȱ amongȱ theȱ measuresȱ thatȱ willȱ certainlyȱ supportȱthisȱprocessȱinȱtheȱcomingȱyears.ȱȱ

 

Questions

1.ȱ Coopȱ introducedȱ theȱ budgetȱ storeȱ brandȱ Coopȱ Prixȱ Garantieȱ andȱ therebyȱ

clearlyȱconnectedȱthoseȱ productsȱwithȱtheȱretailȱbrandȱ Coop.ȱDiscussȱtheȱ advantagesȱandȱdisadvantagesȱofȱthisȱstrategy.ȱȱ

2.ȱ Evenȱ thoughȱ Coopȱ hasȱ veryȱ strongȱ storeȱ brands,ȱ aboutȱ halfȱ ofȱ itsȱ salesȱ

comeȱfromȱ manufacturerȱ brands.ȱ Discussȱtheȱbenefitsȱandȱdrawbacksȱofȱ an ȱextensiveȱrangeȱofȱmanufacturerȱbrandsȱinȱthisȱspecificȱcase.ȱȱ

3.ȱ Asȱmentioned,ȱCoopȱalsoȱhasȱaȱchainȱofȱDIYȱstores.ȱDevelopȱtwoȱdifferentȱ

positioningȱ strategiesȱ forȱ aȱ DIYȱ retailerȱ andȱ suggestȱ whatȱ productsȱ theȱ retailersȱshouldȱcarryȱinȱtheirȱassortmentȱandȱhowȱtheȱrolesȱshouldȱbeȱasȬ signedȱtoȱdifferentȱcategoriesȱwhichȱsupportȱtheȱrespectiveȱpositioning.ȱ

 

Hints

2.ȱ Rememberȱ thatȱ Coop’sȱ mainȱ competitorȱ inȱ theȱ Swissȱ marketȱ focusesȱ itsȱ

strategyȱonȱstoreȱbrands.ȱ

3.ȱ Consider,ȱ forȱexample,ȱ thatȱ “doȬitȬyourself”ȱcoversȱveryȱdifferentȱactiviȬ

ties,ȱfromȱsoftȱfurnishingȱandȱdecorationȱinȱ aȱhouse,ȱorȱartsȱandȱcraftsȱasȱ aȱhobby,ȱ upȱ toȱ aȱ completeȱ houseȱ constructionȱ project.ȱ Toȱ getȱ anȱ ideaȱ ofȱ potentiallyȱ relevantȱ categoriesȱ forȱ aȱ DIYȱ retailer,ȱ visitȱ theȱ webȱ sitesȱ ofȱ B&Qȱ(www.diy.com)ȱorȱHomeȱDepotȱ(www.homedepot.com).ȱȱ

ȱ

ȱ
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Chapter 9 

 

Pricing

 

The purpose of this Chapter is to discuss the main aspects of pricing in retailing. The Chapter describes the basic methods of calculating a retail price, the structure of a retailer’s prices, and the dynamics and psychology of pricing. The Chapter concludes with some Internet-related aspects of pricing. 

 

The Importance of Retail Pricing 

Pricingȱ inȱ generalȱ andȱ priceȱ promotionsȱ inȱ particularȱ haveȱ alwaysȱ beenȱ anȱ importantȱmarketingȱinstrumentȱinȱretailingȱand,ȱupȱtoȱtheȱpresent,ȱpriceȱhasȱ played ȱaȱveryȱimportantȱroleȱinȱretailȱmarketing.ȱHowever,ȱitȱisȱpreciselyȱthisȱ focus ȱ onȱ priceȱ reductions,ȱ oftenȱ basedȱ moreȱ onȱ beliefȱ andȱ intuitionȱ onȱ theȱ partȱofȱtheȱretailer,ȱthanȱonȱfactsȱandȱknowledgeȱaboutȱitsȱeffects,ȱthatȱmakesȱ pricingȱaȱfieldȱofȱconsiderableȱstrategicȱimportanceȱtoday.ȱInȱmanyȱcountries,ȱ retailerȱ profitȱ marginsȱ areȱ veryȱ low.ȱInȱ foodȱ retailing,ȱitȱisȱaboutȱ 1ȱ%ȱ ofȱ sales,ȱ soȱthatȱaȱproductȱthatȱisȱsoldȱforȱ1.00ȱEURȱleavesȱtheȱretailerȱwithȱanȱaverageȱ profit ȱofȱ1ȱcent.ȱThisȱmeansȱthatȱbyȱincreasingȱthisȱpriceȱbyȱonlyȱ1ȱ%,ȱprofitsȱ couldȱdoubleȱ–ȱifȱconsumersȱcontinueȱtoȱpurchaseȱroughlyȱtheȱsameȱamountȱ ofȱthisȱproduct.ȱConsequently,ȱtheȱprofitabilityȱpotentialȱofȱpricingȱisȱconsidȬ eredȱtoȱbeȱsubstantialȱ(Bolton/Shankar/Montoyaȱ2006,ȱp.ȱ255).ȱ

 

Methods of Price Setting 

Thereȱ areȱ threeȱ majorȱ methodsȱ forȱ settingȱ productȱ pricesȱ inȱ retailing:ȱ costȬ oriented,ȱcompetitionȬoriented,ȱandȱdemandȬoriented.ȱ

 

Cost-Oriented Pricing 

Theȱ mostȱcommonlyȱ usedȱ methodȱ forȱ determiningȱ retailȱ pricesȱ isȱ theȱ costȬ    Markupsȱ orientedȱ method,ȱ alsoȱ calledȱ costȬplusȱ pricing.ȱ Here,ȱ aȱ fixedȱ percentageȱ (theȱ markup)ȱisȱaddedȱtoȱtheȱcostȱofȱproductsȱinȱorderȱtoȱdetermineȱtheȱfinalȱretailȱ price: ȱ

(1)                         retail price-merchandise costs ȱ markup in % (at cost)

merchandise costs
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Theȱ percentageȱ markupȱ isȱ similarȱ toȱ theȱ percentageȱ grossȱ marginȱ ofȱ theȱ retailerȱ (seeȱ Chapterȱ15).ȱ Generally,ȱ theȱ costsȱ usedȱ inȱ theȱ formulaȱ areȱ theȱ variableȱ costsȱ perȱ unitȱ (purchasingȱ priceȱ forȱ theȱ retailer),ȱ whileȱ fixedȱ costsȱ areȱestimatedȱinȱorderȱtoȱcalculateȱtheȱmarkupȱpercentageȱnecessaryȱtoȱcoverȱ them.ȱ Theȱ markupȱ percentageȱ alsoȱ includesȱ theȱ plannedȱ profitȱ perȱ unit.ȱ Sinceȱdifferentȱ productȱ categoriesȱ leadȱ toȱ differentȱexpenses,ȱtheȱ markupȱ isȱ usually ȱdifferentȱbetweenȱcategories.ȱ

DirectȱProductȱ    Directȱproductȱprofitabilityȱ(DPP)ȱisȱaȱsophisticatedȱmethodȱforȱplanningȱ variȬ

Profitabilityȱ    ableȱ markups.ȱ Thisȱ techniqueȱ enablesȱ aȱ retailerȱ toȱ findȱ theȱ profitabilityȱ ofȱ

eachȱ productȱ byȱ computingȱ adjustedȱ perȬunitȱ grossȱ marginsȱ andȱ assigningȱ directȱproductȱcostsȱforȱsuchȱexpenseȱcategoriesȱasȱwarehousing,ȱtransportaȬ tion,ȱ handling,ȱ andȱ selling.ȱ Basedȱ onȱ exactȱ costsȱ perȱ product,ȱ appropriateȱ markupsȱ canȱ beȱ setȱ(Berman/Evansȱ2007,ȱ p.ȱ514).ȱTheȱ majorȱ problem,ȱ howȬ ever,ȱisȱtheȱcomplexityȱofȱassigningȱcostsȱtoȱspecificȱproducts,ȱsinceȱitȱisȱveryȱ difficultȱ forȱ retailersȱ toȱ allocateȱ overheadȱ expensesȱ withȱ aȱ highȱ degreeȱ ofȱ accuracy.ȱ

WhileȱcostȬorientedȱpricingȱusuallyȱdoesȱ notȱdetermineȱtheȱoptimalȱ price,ȱitȱ isȱtheȱmostȱsimplisticȱmethodȱofȱcalculatingȱaȱprice.ȱAȱretailerȱhasȱtheȱtaskȱofȱ settingȱ pricesȱ forȱ merchandiseȱ assortmentsȱ ofȱ 10,000ȱ productsȱ inȱ aȱ superȬ marketȱorȱmoreȱthanȱ100,000ȱproductsȱinȱaȱdepartmentȱstore.ȱForȱsomeȱitemsȱ inȱaȱsupermarket,ȱpricesȱareȱchangedȱweekly.ȱObviously,ȱthisȱmakesȱitȱalmostȱ impossibleȱ toȱ calculateȱ optimalȱ prices,ȱ basedȱ onȱestimatedȱ priceȱ sensitivity,ȱ forȱ allȱ productsȱ (Simon/Gathen/Dausȱ 2006,ȱ p.ȱ274).ȱ Therefore,ȱ theȱ costȬ orientedȱmethodȱforȱsettingȱpricesȱisȱaȱveryȱcostȬefficientȱmethodȱconcerningȱ theȱretailer’sȱplanningȱcosts.ȱȱ

 

Competition-Oriented Pricing 

In ȱ competitionȬorientedȱ pricing,ȱ theȱ retailerȱ identifiesȱ hisȱ mainȱcompetitorsȱ andȱsetsȱhisȱpricesȱaccordingly.ȱManyȱretailersȱsystematicallyȱmonitorȱpricesȱ inȱ theirȱ competitors’ȱ outlets.ȱ Dependingȱ onȱ theȱ pricingȱ strategy,ȱ pricesȱ forȱ certainȱproductsȱareȱthenȱestablishedȱatȱorȱbelowȱtheȱcompetitors’ȱprice.ȱȱ

Competitionȱmustȱbeȱconsideredȱinȱmanyȱretailingȱindustries,ȱbecauseȱretailȬ ing ȱisȱoftenȱcharacterisedȱbyȱ oligopolisticȱ competition.ȱInȱmanyȱ countries,ȱ aȱ few ȱ largeȱ retailersȱ combineȱ aȱ veryȱ highȱ marketȱ share.ȱ Inȱ thisȱ situation,ȱ aȱ companyȱ hasȱ toȱ anticipateȱ theȱ potentialȱ reactionȱ ofȱaȱ competitorȱ toȱitsȱ ownȱ moves,ȱ beforeȱ settingȱ orȱ changingȱ prices.ȱ Gameȱ theoryȱ hasȱ developedȱ aȱ frameworkȱforȱ thisȱ kindȱ ofȱanalysis,ȱwhichȱ retailersȱ haveȱ appliedȱimplicitlyȱ for ȱ aȱ longȱ time.ȱ Inȱ Germany,ȱ forȱ example,ȱ foodȱ retailersȱ knowȱ thatȱ theyȱ shouldȱ notȱ setȱ pricesȱ belowȱ Aldi’sȱ priceȱ levelȱ forȱ aȱ particularȱ productȱ –ȱ orȱ Aldiȱ willȱ reactȱ stronglyȱ inȱ orderȱ toȱ defendȱ itsȱ imageȱ asȱ theȱ absoluteȱ priceȱ
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leaderȱ inȱ theȱ market.ȱ Suchȱ priceȱ warsȱ canȱ resultȱ inȱ aȱ generallyȱ lowerȱ priceȱ levelȱinȱaȱcountry,ȱwhichȱreducesȱprofitsȱforȱallȱretailers.ȱ

 

Demand-Oriented Pricing                                         ȱ

Withȱ demandȬorientedȱ pricing,ȱ theȱ retailerȱ basesȱ hisȱ pricesȱ onȱ consumerȱ    ȱ demand.ȱTheȱsensitivityȱofȱconsumersȱtoȱpriceȱchangesȱisȱanȱimportantȱcoefȬ    ȱ ficientȱ forȱ settingȱ aȱ demandȬorientedȱ price.ȱ Theȱ priceȱ elasticityȱ (moreȱ preȬ    PriceȱElasticityȱ cisely:ȱownȬpriceȱelasticity)ȱofȱdemandȱ isȱaȱmeasureȱofȱconsumerȱsensitivityȱ to ȱ priceȱ (seeȱ forȱ exampleȱ Ogden/Ogdenȱ 2005,ȱ pp.ȱ328Ȭ331).ȱ Itȱ measuresȱ theȱ responsivenessȱofȱquantityȱdemandedȱtoȱaȱchangeȱinȱprice:ȱ

 

(2)                     relative change in quantity demanded    'q /q ȱ price elasticity H ' relative change in price p / p

Withȱ aȱ priceȱ elasticityȱ ofȱ |Ή|ȱ >ȱ 1,ȱ ifȱ theȱ retailerȱ raisesȱ prices,ȱ totalȱ revenueȱ decreases.ȱThisȱisȱlikely,ȱwhenȱthereȱareȱmanyȱsubstituteȱproductsȱavailable.ȱ Ifȱpriceȱelasticityȱ|Ή|ȱ <ȱ 1,ȱthatȱ is,ȱdemandȱ isȱ relativelyȱpriceȱinelastic,ȱ aȱ priceȱ increaseȱ resultsȱ inȱ aȱ smallerȱ relativeȱ reductionȱ inȱ purchasingȱ volumeȱ andȱ totalȱ revenueȱincreases.ȱForȱexample,ȱ atȱ11ȱp.m.,ȱaȱconvenienceȱstoreȱusuallyȱ experiencesȱaȱrelativelyȱpriceȱinelasticȱconsumerȱdemand.ȱ

 

ExampleȱofȱtheȱEstimationȱofȱaȱPriceȬDemandȱFunctionȱfromȱScannerȱDataȱ(FictiȬ       Figureȱ9.1ȱ tiousȱExample)ȱ                                                                      ȱ

Units 

Sold

price inelastic

segment of

price-demand curve

observed price/sales combinations

estimated price-demand function

 

Price

ȱ

 

Information ȱonȱpriceȱelasticityȱcanȱbeȱobtainedȱinȱdifferentȱways.ȱCustomersȱ Estimatingȱtheȱ

canȱbeȱsurveyedȱtoȱdetermineȱwhetherȱtheyȱwouldȱbuyȱaȱcertainȱproductȱatȱaȱ   PriceȬDemandȱ certainȱ price.ȱ Expertsȱ canȱ estimateȱ salesȱ levelsȱ atȱ aȱ certainȱ price,ȱ basedȱ onȱ    Functionȱ
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theirȱ knowledgeȱ ofȱ similarȱ products.ȱ Forȱ productsȱ thatȱ haveȱ beenȱ inȱ theȱ assortmentȱ forȱ aȱ longerȱ periodȱ ofȱ time,ȱ historicalȱ dataȱ fromȱ theȱ retailer’sȱ information ȱsystemȱ(priceȬvolumeȱcombinations)ȱcanȱbeȱusedȱandȱbothȱpriceȱ elasticityȱ andȱ priceȬdemandȱ functionsȱ estimatedȱ fromȱ thisȱ dataȱ (seeȱ FigȬ ureȱ9.1ȱ forȱ aȱ fictitiousȱ example).ȱ Anotherȱ methodȱ wouldȱ beȱ toȱ undertakeȱ experimentsȱ byȱ usingȱ aȱ sampleȱ ofȱ stores,ȱ varyingȱ theȱ priceȱ systematicallyȱ while ȱ leavingȱ itȱ unchangedȱ forȱ aȱ controlȱ groupȱ ofȱ stores,ȱ andȱ observeȱ theȱ changesȱinȱdemandȱresultingȱfromȱtheȱpriceȱchanges.ȱ

Theȱ twoȱotherȱ methodsȱcanȱ beȱ includedȱ inȱ demandȬorientedȱ pricing.ȱComȬ petitors’ȱ pricesȱ canȱ beȱ integratedȱ asȱ anȱ influenceȱ factorȱ onȱ consumerȱ deȬ mand.ȱSinceȱtheȱobjectiveȱisȱgenerallyȱnotȱtoȱmaximiseȱsales,ȱbutȱtoȱmaximiseȱ profit, ȱcostȱinformationȱcanȱbeȱaddedȱinȱorderȱtoȱdetermineȱtheȱoptimalȱlevelȱ ofȱdemandȱand,ȱsubsequently,ȱprice.ȱȱ

 

Interdependence of Price-Demand Functions within Assortment 

ȱ      Retailersȱ simultaneouslyȱ offerȱ aȱ largeȱ varietyȱ ofȱ productsȱ toȱ consumers,ȱ soȱ ȱ      thatȱ retailȱ pricingȱ isȱ reallyȱ aȱ multipleȬproductȱ pricingȱactivity.ȱ Theȱ demandȱ ȱ      functionsȱ ofȱ differentȱ productsȱ areȱ interrelatedȱ andȱ notȱ onlyȱ theȱ ownȬpriceȱ

Cross ȬProductȱ   elasticityȱofȱdemandȱisȱrelevant,ȱbutȱalsoȱtheȱvariousȱcrossȬproductȱpriceȱelasticȬ

Price ȱElasticityȱ    ities.ȱDemandȱinterrelationshipsȱcanȱhaveȱcomplementaryȱ effects.ȱForȱ example,ȱ

customersȱareȱ drawnȱintoȱaȱstoreȱbyȱsomeȱproductȱoffersȱandȱthenȱalsoȱbuyȱ additionalȱ productsȱ whileȱ inȱ theȱ store.ȱ Onȱ theȱ otherȱ hand,ȱ crossȬproductȱ relations ȱmayȱalsoȱcompriseȱsubstitutionȱeffectsȱ(cannibalisation),ȱwhenȱreducȬ ingȱ theȱ priceȱ ofȱ oneȱ productȱ leadsȱ toȱ purchasesȱ onȱ theȱ expenseȱ ofȱ anotherȱ product.ȱ Retailȱpricingȱmustȱincorporateȱsuchȱdemandȱinterdependenciesȱinȱ orderȱtoȱmaximiseȱstoreȱprofitabilityȱ(Simon/Gathen/Dausȱ2006,ȱp.ȱ283).ȱ

MixedȱCalculaȬ    Aȱ mixedȱ calculation,ȱ inȱ whichȱ certainȱ productsȱ areȱ usedȱ toȱ drawȱ customersȱ

tion ȱandȱȱ   intoȱ theȱstoreȱ andȱ toȱ establishȱ aȱ positiveȱ priceȱ image,ȱ whileȱ otherȱ productsȱ

LossȱLeadersȱ    areȱusedȱ toȱ makeȱtheȱcustomers’ȱ totalȱpurchaseȱprofitableȱ forȱtheȱ retailer,ȱ isȱ

thereforeȱ aȱ commonȱ strategy.ȱ Withinȱ suchȱ aȱ strategy,ȱ lossȱ leadersȱ areȱ veryȱ oftenȱusedȱbyȱretailers.ȱHere,ȱaȱretailerȱ sellsȱselectedȱitemsȱinȱhisȱ assortmentȱ atȱlessȱ thanȱ theȱusualȱ profitȱ marginsȱorȱ evenȱbelowȱmarginalȱ costs.ȱUsuallyȱ theseȱitemsȱareȱheavilyȱadvertised.ȱTheȱgoalȱisȱtoȱincreaseȱcustomerȱtrafficȱsoȱ as ȱ toȱ sellȱ regularlyȬpricedȱ goodsȱ inȱ additionȱ toȱ theȱ speciallyȱ pricedȱ items.ȱ Lossȱ leadersȱ areȱ oftenȱ frequentlyȱ purchasedȱ productsȱ fromȱ knownȱ brandȱ manufacturers,ȱ soȱthatȱcustomersȱ areȱ awareȱofȱ theȱlowȱpricesȱandȱ canȱ comȬ pareȱthemȱwithȱ otherȱstoresȱ(Levy/Weitzȱ2007,ȱp.ȱ420).ȱSellingȱbelowȱ costsȱisȱ regulated ȱinȱ manyȱcountriesȱbyȱ minimumȱpriceȱ laws.ȱ However,ȱcalculatingȱ theȱtrueȱpurchasingȱcostsȱisȱdifficult,ȱevenȱforȱtheȱretailerȱhimself.ȱ
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Technology and Retail Pricing 

Dueȱtoȱitsȱcomplexity,ȱwhileȱretailȱpricingȱhasȱoftenȱbeenȱbasedȱonȱintuitionȱ and ȱ simpleȱ rulesȱ (suchȱ asȱ fixedȱ markups),ȱ newȱ technologyȱ isȱ beingȱ develȬ opedȱ constantlyȱ (seeȱ forȱ exampleȱ Bolton/Shandar/Montoyaȱ 2006,ȱ p.ȱ259;ȱ Russ/Stahmer/Schwaigerȱ 2004).ȱ Priceȱ optimisationȱ softwareȱ canȱ predictȱ demandȱ forȱ individualȱ productsȱ atȱ aȱ certainȱpriceȱ level,ȱbasedȱ onȱ historicalȱ priceȱ andȱsalesȱ data,ȱcompetitors’ȱprices,ȱ localȱ demographics,ȱ inventoryȱandȱ otherȱdata.ȱȱ

The ȱcomplexityȱofȱtheȱdecisionȱandȱtheȱintenseȱinterdependenceȱofȱinfluenceȱ factors,ȱ asȱ wellȱ asȱtheȱ factȱ thatȱtheȱ pricesȱ ofȱ manyȱ otherȱproductsȱ influenceȱ theȱ saleȱ ofȱ oneȱ specificȱ product,ȱ makesȱ newȱ technologyȱ necessary.ȱ Priceȱ optimisationȱsoftwareȱcanȱbeȱusedȱbyȱretailȱmanagersȱtoȱtestȱandȱforecastȱtheȱ expectedȱreactionsȱ ofȱconsumersȱ toȱchangingȱpricingȱ andȱ promotionȱtacticsȱ in ȱ“whatȬif”ȱscenarios.ȱ

 

Price Positioning and Price Structure 

Theȱ priceȱ imageȱ ofȱ aȱ retailerȱ isȱ theȱ resultȱ ofȱ aȱ generalisationȱ process,ȱ inȱ whichȱ separateȱ priceȬvalueȱ impressionsȱ createdȱ byȱ differentȱ products,ȱ deȬ partments,ȱandȱ storesȱ ofȱ aȱretailerȱareȱ aggregatedȱ intoȱaȱ totalȱ impressionȱ ofȱ the ȱpriceȱ levelȱofȱthatȱ retailerȱ inȱ theȱ mindȱ ofȱtheȱconsumer.ȱPriceȱ imagesȱareȱ theȱresultȱofȱtheȱfactȱthatȱconsumersȱareȱunableȱandȱoftenȱunwillingȱtoȱcarryȱ outȱaȱfullȱandȱcurrentȱpriceȱcomparisonȱforȱallȱproductsȱofferedȱbyȱaȱparticuȬ larȱretailerȱ(Diller/Anselstetterȱ2006,ȱpp.ȱ599Ȭ600).ȱȱ

Theȱ priceȱ positioningȱ ofȱ aȱ retailer,ȱ thatȱ isȱ hisȱ priceȱ imageȱ inȱ relationȱ toȱ hisȱ competitors, ȱ isȱ determinedȱ largelyȱ byȱ theȱ generalȱ positioningȱ ofȱ theȱ comȬ panyȱ(seeȱChapterȱ6).ȱ This,ȱinȱ turn,ȱ isȱ closelyȱ connectedȱ toȱtheȱ retailȱformatȱ selectedȱbyȱtheȱcompanyȱ(seeȱChaptersȱ1ȱandȱ2).ȱȱ

Theȱretailȱformatȱinfluencesȱtheȱgeneralȱpriceȱimageȱofȱtheȱretailȱoutlet,ȱsinceȱ customersȱexpectȱcertainȱpriceȱlevelsȱatȱ certainȱ retailȱformats.ȱ FromȱtheȱperȬ spective ȱofȱtheȱretailer,ȱtheȱretailȱformatȱplaysȱanȱimportantȱroleȱinȱdeterminȬ ingȱ theȱ costȱ structureȱ ofȱ aȱ retailerȱ andȱ therebyȱ limitsȱ theȱ potentialȱ pricingȱ strategies.ȱ

Withȱ respectȱ toȱ theȱ priceȱ structureȱ ofȱ aȱ retailer,ȱ aȱ differentiationȱ isȱ oftenȱ    PriceȱStructureȱ madeȱbetween:ȱ

� � aȱvalueȱ(orȱbudget)ȱpriceȱsegment,ȱȱ

� � aȱmediumȱ(orȱstandard)ȱpriceȱsegmentȱandȱȱ

� � aȱpremiumȱpriceȱsegment.ȱȱ
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Inȱtheȱpremiumȱ priceȱ segment,ȱretailersȱ attractȱcustomersȱ whoȱ areȱ lessȱ conȬ cerned ȱwithȱpriceȱthanȱwithȱservice,ȱmerchandiseȱquality,ȱprestige,ȱandȱotherȱ store ȱ attributes.ȱ Itȱ doesȱ notȱ usuallyȱ maximiseȱ sales,ȱ butȱ doesȱ achieveȱ highȱ profits ȱ perȱ unit.ȱ Withȱ anȱ aggressiveȱ pricingȱ strategyȱ inȱ theȱ budgetȱ priceȱ segment,ȱ aȱ retailerȱ seeksȱ toȱ earnȱ highȱ revenuesȱ byȱ settingȱ lowȱ pricesȱ andȱ sellingȱmanyȱunits.ȱProfitȱperȱunitȱisȱlow,ȱbutȱtotalȱprofitȱmayȱstillȱbeȱhigh.ȱ

Manyȱ successfulȱ retailersȱ focusȱ onȱ theȱbudgetȱpriceȱ segment.ȱ Theȱhardȱ disȬ counters,ȱ WalȬMart,ȱ manyȱ ofȱ theȱ categoryȱ killers,ȱ theȱ dollarȱ storesȱ inȱ theȱ USA,ȱ Hennesȱ &ȱ Mauritzȱ orȱ IKEAȱ andȱ manyȱ more,ȱ haveȱ gainedȱ tremendousȱ marketȱsharesȱwithȱaȱlowȱorȱevenȱaggressiveȱpricingȱstrategy.ȱ

ȱ      However,ȱ offeringȱ differentȱ priceȱ levelsȱ (withinȱ aȱ merchandiseȱ category)ȱ ȱ      allowsȱaȱretailerȱtoȱtargetȱconsumersȱwithȱaȱdifferingȱwillingnessȱtoȱpayȱforȱaȱ ȱ      product.ȱInȱeconomicȱterms,ȱwithȱdifferentȱpriceȱlevels,ȱtheȱretailerȱisȱableȱtoȱ ȱ      obtainȱ aȱlargerȱshareȱ ofȱ totalȱconsumerȱ rent.ȱ Ratherȱthanȱ offeringȱ merchanȬ ȱ      diseȱ inȱ aȱ categoryȱ evenlyȱ distributedȱ overȱ aȱ continuousȱ priceȱ range,ȱ manyȱ

PriceȱLiningȱ    retailersȱemployȱpriceȱlining.ȱ Thisȱ meansȱthatȱtheyȱsellȱ merchandiseȱatȱ aȱlimȬ

itedȱ numberȱ ofȱ priceȱ points.ȱ Priceȱ liningȱ helpsȱ consumersȱ avoidȱ confusionȱ aboutȱ productȱ differences.ȱ Distinctȱ priceȱ levelsȱ withinȱ aȱ categoryȱ simplifyȱ theȱ buyingȱ processȱ forȱcustomers.ȱ Figureȱ9.2ȱshowsȱ anȱexampleȱ ofȱtheȱ veryȱ clearȱpricingȱstructureȱofȱTescoȱcomparedȱtoȱsomeȱcompetitors.ȱ

 

Figureȱ9.2ȱ    ExamplesȱofȱPriceȱLiningȱofȱDifferentȱEuropeanȱFoodȱRetailersȱ–ȱȱ

ȱ      Percentage ȱofȱSKUsȱinȱ5ȱPriceȱSegmentsȱ(Example:ȱToothpaste)ȱ

 

Kaiser’s                                                                      40 9 (Germany) 19 19 13

 

Edeka (Germany)                             30           7 19 22          22

 

ASDA (UK)            40                                  8 28 12           12

 

29                      38 8 8                       2

Tesco (UK)                                                          23

<65 %      65-84 %     85-115 %    116-134 %    >134 %

(budget)                    (regular)                    (premium)

Price Segment Relative to Average Market Price ȱ

Source:ȱMcKinsey.ȱ
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Price Differentiation 

Priceȱdifferentiationȱmeansȱchargingȱdifferentȱcustomersȱ differentȱ pricesȱ forȱ theȱ sameȱ product.ȱ Theȱ extremeȱ caseȱ isȱ negotiatingȱ theȱ priceȱ withȱ eachȱcusȬ tomerȱ individually.ȱ Inȱ someȱ retailingȱ industries,ȱ suchȱ asȱ automobiles,ȱ suchȱ flexibleȱ pricingȱ basedȱ onȱ negotiationsȱ isȱ standardȱ andȱ theȱ pricesȱ actuallyȱ paidȱvaryȱgreatly.ȱȱ

Whileȱ inȱ theȱ serviceȱ industryȱ (forȱ example,ȱ movieȱ theatres),ȱ pricesȱ forȱ stuȬ dents ȱ orȱseniorȱ citizensȱareȱ oftenȱ lower,ȱthisȱ isȱnotȱ usuallyȱimplementedȱ byȱ retailers. ȱ Here,ȱ geographicȱ priceȱ differentiationȱ isȱ theȱ mostȱ commonlyȱ apȬ pliedȱ approach.ȱ Loyaltyȱ programmes,ȱ anotherȱ wayȱ ofȱ priceȱ differentiation,ȱ areȱdiscussedȱinȱChapterȱ11.ȱ

 

Geographic Price Differentiation 

Theȱpriceȱsensitivityȱofȱaȱstore’sȱcustomersȱisȱ–ȱamongȱotherȱfactorsȱ–ȱaȱfuncȬ tion ȱ ofȱtheȱ spendingȱ powerȱ ofȱtheȱclienteleȱandȱ theȱdensityȱ andȱaggressiveȬ ness ȱofȱtheȱcompetitionȱinȱtheȱstore’sȱcatchmentȱarea.ȱAȱstoreȱinȱaȱpoorȱregionȱ nextȱdoorȱtoȱaȱhardȱdiscounterȱmightȱthereforeȱuseȱlowerȱpricesȱthanȱanotherȱ storeȱofȱtheȱsameȱchainȱthatȱisȱlocatedȱinȱaȱrichȱcityȱwithȱnoȱnearbyȱcompetiȬ tors.ȱ

Retailersȱ oftenȱ useȱ priceȱ zonesȱ asȱ areasȱ (orȱ groupsȱ ofȱ stores)ȱ inȱ whichȱ conȬ    PriceȱZonesȱ sumersȱpayȱuniformȱ prices,ȱwhileȱ theȱ pricesȱ betweenȱ theȱ zonesȱ differ.ȱ Suchȱ priceȱzonesȱhelpȱretailersȱtoȱadaptȱpricingȱmoreȱeffectivelyȱtoȱtheȱdistinctiveȬ nessȱ andȱ competitiveȱ environmentȱ ofȱ aȱ localȱ marketȱ area.ȱ Inȱ largeȱ cities,ȱ sometimesȱ retailersȱ evenȱ haveȱ differentȱ pricingȱ zonesȱ withinȱ theȱ sameȱ cityȱ (Levy/Weitzȱ2007,ȱp.ȱ417).ȱȱ

Whileȱgeographicȱpriceȱdifferentiationȱusuallyȱenhancesȱprofits,ȱsomeȱ retailȬ    ȱ ersȱ followȱaȱoneȬpriceȱpolicy,ȱ chargingȱ allȱ customersȱtheȱsameȱ priceȱ forȱaȱcerȬ    OneȬPriceȱ tainȱitem,ȱirrespectiveȱofȱtheȱstoreȱlocationȱ(Berman/Evansȱ2007,ȱp.ȱ519).ȱȱ         Policyȱ

This ȱ policy,ȱ implemented,ȱ forȱ example,ȱ byȱ Coopȱ inȱ Switzerland,ȱ isȱ directedȱ towards ȱ consumerȱ trustȱ inȱ theȱ retailerȱ andȱ isȱ oftenȱ basedȱ onȱ aȱ companyȱ missionȱwithȱaȱstrongȱcorporateȱsocialȱresponsibilityȱelement.ȱ

 

Dynamics of Pricing: HiLo vs. EDLP  

Twoȱdifferentȱdynamicȱpricingȱstrategiesȱcanȱbeȱobservedȱforȱretailers:ȱEDLPȱ andȱ HiLoȱ (e.g.ȱ Hoch/Drèze/Purkȱ 1994;ȱ Levy/Weitzȱ 2007,ȱ pp.ȱ417Ȭ418;ȱ BolȬ ton/Shankar/Montoyaȱ2006,ȱpp.ȱ261Ȭ264).ȱȱ
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HiLo (High-Low) Policy 

WithȱaȱHiLoȱpricingȱstrategy,ȱretailersȱhaveȱrelativelyȱhighȱregularȱprices,ȱbutȱ use ȱ substantialȱ temporaryȱ priceȱ reductionsȱ toȱ advertiseȱ theirȱ productsȱ andȱ drawȱ customersȱintoȱ theȱ stores.ȱManyȱ supermarketsȱuseȱthisȱ strategy.ȱ Priceȱ promotions ȱ canȱ beȱ regardedȱ asȱ aȱ methodȱ ofȱ priceȱ differentiationȱ throughȱ customerȱ selfȬselectionȱ (Gedenk/Neslin/Ailawadiȱ 2006,ȱ pp.ȱ356Ȭ357).ȱ Theȱ promotionȱisȱofferedȱtoȱallȱcustomers,ȱwhoȱthenȱdecideȱwhetherȱorȱnotȱtoȱuseȱ it.ȱ Lessȱ priceȬsensitiveȱ customersȱ buyȱ atȱ regularȱ prices,ȱ whileȱ moreȱ priceȬ sensitiveȱcustomersȱwaitȱforȱaȱsaleȱandȱbuyȱthen.ȱPriceȱpromotionsȱcanȱinfluȬ enceȱtheȱretailer’sȱpriceȱimage.ȱProponentsȱofȱaȱHiLoȱstrategyȱalsoȱargueȱthatȱ priceȱpromotionsȱcreateȱexcitementȱinȱtheȱstore.ȱ

However,ȱpriceȱreductionsȱposeȱtheȱdangerȱthatȱ theyȱ changeȱtheȱ customers’ȱ referenceȱ price.ȱ Whileȱ aȱ short,ȱ oneȬtimeȱ reductionȱ isȱ consideredȱ aȱ bargain,ȱ frequentȱ orȱ longerȬtimeȱ reductionsȱ ofȱ aȱ productȱ priceȱ reduceȱ theȱ referenceȱ price,ȱ makingȱ itȱ difficultȱ toȱ sellȱ theȱ productȱ atȱ normalȱ priceȱ inȱ theȱ futureȱ (Diller/Anselstetterȱ 2006,ȱ p.ȱ618).ȱ Heavyȱpriceȱ promotionȱ activityȱ canȱ erodeȱ consumerȱ confidenceȱ inȱ regularȱ pricesȱ (Hoch/Drèze/Purkȱ 1994,ȱ p.ȱ16).ȱ Overȱ time, ȱtheȱcustomerȱcanȱbuyȱlargerȱ quantitiesȱ ofȱaȱ productȱ atȱ reducedȱpricesȱ andȱstockȱthem,ȱthusȱreducingȱtheȱamountȱpurchasedȱatȱnormalȱprices.ȱȱ

HiLoȱ pricingȱ isȱ oftenȱ criticisedȱ forȱ encouragingȱ customerȱ disloyaltyȱ andȱ appealȱ toȱ smartȱ shoppersȱ whoȱ onlyȱ buyȱ itemsȱ onȱ specialȱ prices.ȱ Especiallyȱ for ȱintensiveȱHiLoȱstrategies,ȱthisȱcanȱleadȱtoȱreducedȱprofitsȱofȱtheȱretailer.ȱ

 

EDLP (Every-Day-Low-Price) Policy 

Theȱ alternativeȱ isȱ anȱ EDLPȱ strategy,ȱ forȱ whichȱ pricesȱ remainȱ stableȱ overȱ aȱ longȱperiodȱofȱtime.ȱ Itȱinvolvesȱofferingȱconsistentlyȱlowȱprices.ȱWalȬMartȱisȱ anȱ importantȱ exampleȱ ofȱ suchȱ aȱ strategyȱ (seeȱ caseȱ studyȱ WalȬMartȱ inȱ thisȱ Chapter).ȱȱ

EDLPȱ makesȱ theȱ shoppingȱ processȱ easierȱ forȱ theȱ customer,ȱ andȱ theȱ priceȱ continuity ȱenhancesȱhisȱtrustȱinȱtheȱretailer.ȱDisappointmentȱthatȱconsumersȱ ofȱ aȱ HiLoȱ storeȱ canȱ experienceȱ ifȱ theyȱ seeȱ certainȱ productsȱ beingȱ soldȱ thisȱ weekȱatȱaȱmuchȱlowerȱpriceȱthanȱtheyȱpaidȱlastȱweek,ȱcanȱbeȱavoided.ȱSimpleȱ andȱconsistentȱpricingȱisȱexpectedȱtoȱleadȱtoȱpriceȱcredibility.ȱ

TheȱrealȱadvantagesȱofȱEDLPȱforȱtheȱretailer,ȱhowever,ȱoftenȱlieȱinȱimprovingȱ theȱ efficiencyȱ ofȱ internalȱ processes,ȱ inȱ operatingȱ costs.ȱ Whileȱ priceȱ promoȬ tionsȱresultȱinȱshortȬtimeȱvolumeȱvolatility,ȱwhichȱleadsȱtoȱincreasedȱlogisticsȱ costs,ȱEDLPȱresultsȱinȱstableȱsales.ȱTherefore,ȱsalesȱforecastingȱbecomesȱmoreȱ reliable.ȱ OutȬofȬstocksȱ canȱ beȱavoidedȱandȱwarehousingȱandȱ transportȱcostsȱ reduced. ȱȱ
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Onȱtheȱotherȱ hand,ȱEDLPȱhasȱhighȱpriceȱtransparency,ȱandȱthusȱcanȱonlyȱbeȱ implemented ȱ successfullyȱifȱtheȱretailerȱhasȱaȱveryȱlowȱcostȱ structure.ȱEDLPȱ makesȱpriceȱcomparisonsȱmuchȱeasierȱforȱconsumersȱ(andȱcompetitors)ȱthanȱ a ȱHiLoȱpolicy.ȱAnȱEDLPȱretailerȱmust,ȱtherefore,ȱhaveȱaȱveryȱlowȱretailȱpriceȱ forȱmostȱofȱhisȱproductsȱandȱonlyȱ theȱ mostȱ efficientȱretailersȱ willȱbeȱ ableȱ toȱ sustainȱthisȱinȱtheȱlongȱrunȱ(Morschettȱ2002,ȱp.ȱ249).ȱ

EDLP ȱ andȱ HiLoȱ bothȱ haveȱ theirȱ advantages.ȱ Inȱ aȱ surveyȱ conductedȱ inȱ theȱ USA, ȱ78ȱ%ȱofȱtheȱcustomersȱclaimedȱtoȱpreferȱEDLP.ȱAtȱtheȱsameȱtime,ȱmoreȱ thanȱ oneȬthirdȱ statedȱ theyȱ wouldȱ holdȱ outȱ forȱ aȱ priceȱ promotionȱ orȱ shopȱ aroundȱtoȱgetȱtheȱ bestȱdeals.ȱThisȱshowsȱwhyȱHiLoȱpricingȱremainsȱaȱviableȱ pricingȱpolicy,ȱdespiteȱtheȱsupplyȱchainȱandȱtrustȱdrawbacksȱ(LeHongȱ2004).ȱȱ

 

Price Reduction Options 

Adjustments ȱ ofȱproductȱpricesȱareȱ veryȱ commonȱ inȱ retailing,ȱ usuallyȱ inȱtheȱ formȱofȱpriceȱreductions.ȱȱ

Markdownsȱ areȱ aȱpermanentȱ reductionȱ ofȱtheȱinitialȱ retailȱ price.ȱTheyȱ areȱ aȱ Markdownsȱ

veryȱ commonȱ pricingȱ tool,ȱforȱ example,ȱinȱclothingȱ andȱtextiles,ȱinȱ orderȱ toȱ sellȱoffȱmerchandise.ȱInȱtheȱUSA,ȱitȱisȱestimatedȱthatȱmoreȱthanȱ30ȱ%ȱofȱsalesȱ in ȱdepartmentȱandȱspecialtyȱstoresȱareȱofȱmarkedȱdownȱgoods,ȱ upȱfromȱlessȱ thanȱ 10ȱ%ȱ inȱ theȱ1970s.ȱ Theȱ mainȱ reasonȱ isȱ theȱseasonalȱcharacterȱofȱ certainȱ merchandise,ȱ whichȱ oftenȱ leadsȱ toȱ overstockingȱ atȱ theȱ endȱ ofȱ theȱ season,ȱ oftenȱwithȱproductsȱthatȱcannotȱbeȱsoldȱsuccessfullyȱinȱfutureȱseasons.ȱMarkȬ downsȱareȱplannedȱaheadȱ andȱ calculatedȱintoȱtheȱinitialȱmarkupȱinȱorderȱtoȱ beȱ ableȱ toȱ reduceȱ pricesȱ asȱ partȱ ofȱ aȱ temporalȱ priceȱ differentiationȱ strategy.ȱ Thoseȱ customersȱ withȱ aȱ higherȱ willingnessȱ toȱ payȱ forȱ newȱ fashionȱ earlyȱ inȱ theȱ season,ȱ payȱ higherȱ pricesȱ thanȱ customersȱ whoȱ buyȱ laterȱ inȱ theȱ season.ȱ However,ȱmarkdownsȱareȱexpensiveȱandȱoftenȱafterȱtheȱfirst,ȱplannedȱmarkȬ down,ȱothersȱ haveȱtoȱfollowȱtoȱclearȱoffȱ theȱmerchandise.ȱSubstantialȱ markȬ downsȱareȱoftenȱaȱsignalȱofȱpoorȱdemandȱplanningȱorȱpricingȱduringȱnormalȱ sellingȱphases.ȱ

Theȱ optionsȱ forȱ temporaryȱ priceȱ reductionsȱ areȱ manifoldȱ (seeȱ DilȬ    TemporaryȱPriceȱ ler/Anselstetterȱ2006,ȱp.ȱ615;ȱLevy/Weitzȱ2007,ȱpp.ȱ416Ȭ417),ȱforȱexample:ȱ         Reductionsȱ

� � Promotionȱ packsȱ haveȱ someȱ extraȱ contentȱ andȱ theȱ priceȱ perȱ volumeȱ isȱ

lowerȱ(e.g.ȱ“10ȱ%ȱextraȱforȱtheȱsameȱprice”).ȱ

� � WithȱBOGOFsȱ(“buyȱone,ȱgetȱoneȱfree”),ȱaȱcustomerȱreceivesȱoneȱunitȱofȱaȱ

productȱfreeȱofȱcharge,ȱifȱheȱbuysȱanotherȱoneȱforȱfullȱprice.ȱȱ
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� ȱ        ȱ      ȱ    ȱ ȱ   ȱ     ȱ        ȱ   ȱ    ȱ        ȱ   ȱ ȱ � In multipacks , several units of the same products are tied together (to a

simpleȱ priceȱ bundle),ȱ usuallyȱ atȱ aȱ lowerȱ priceȱ thanȱ theȱ sumȱ ofȱ theȱ indiȬ vidualȱunits.ȱȱ

� Withȱ coupons,ȱ consumersȱ haveȱ toȱ showȱ theȱ couponsȱ atȱ theȱ storeȱ checkȬ

outȱinȱorderȱ toȱgetȱaȱdiscount.ȱCouponsȱcanȱbeȱdistributedȱtogetherȱwithȱ theȱretailer’sȱadvertisingȱorȱthroughȱdirectȱmailings.ȱTheyȱcanȱalsoȱbeȱdisȬ tributedȱ byȱ manufacturers’ȱ advertisingȱ(andȱ beȱacceptedȱ byȱ theȱ retailer,ȱ butȱ refundedȱ byȱ theȱ manufacturer),ȱ orȱ theyȱ canȱ beȱ distributedȱ atȱ theȱ shelf.ȱȱ

� StoreȬwideȱ reductionsȱ areȱ anotherȱ optionȱ whichȱ appliesȱ toȱ theȱ wholeȱ asȬ

sortment.ȱTheȱGermanȱDIYȱchainȱPraktikerȱregularlyȱoffersȱ“20ȱ%ȱonȱeveȬ rythingȱinȱtheȱstore”ȱforȱaȱfewȱdays.ȱAsȱtheseȱeventsȱshow,ȱcustomerȱtrafȬ ficȱinȱtheȱstoresȱincreasesȱdramaticallyȱduringȱtheȱpriceȱpromotion.ȱȱ

Theȱ shortȬtermȱ effectsȱ ofȱpriceȱ promotionsȱ areȱ oftenȱ veryȱ strong.ȱSuchȱ proȬ motionsȱcanȱliftȱsalesȱbyȱ severalȱhundredȱperȱ centȱ forȱaȱshortȱtime,ȱ dependȬ ingȱ onȱ theȱ categoryȱ andȱ promotionȱ instrumentȱ used.ȱ Onȱ theȱ otherȱ hand,ȱ aȱ certainȱ shareȱ ofȱ suchȱ increasedȱ salesȱ derivesȱ onlyȱ fromȱ purchaseȱ acceleraȬ tion.ȱ Thisȱcanȱleadȱ toȱaȱbelowȬnormalȱ salesȱvolumeȱ ofȱ theȱsameȱproductȱforȱ someȱtimeȱafterȱtheȱpriceȱpromotionȱ(Gedenk/Neslin/Ailawadiȱ2006,ȱpp.ȱ350Ȭ 352).ȱThisȱis,ȱinȱfact,ȱaȱtypicalȱreactionȱtoȱretailȱpromotions.ȱȱ

 

Psychological Pricing 

In ȱsettingȱprices,ȱitȱisȱnotȱjustȱpurelyȱrationalȱeconomics,ȱbutȱalsoȱtheȱpsychoȬ logical ȱaspectsȱofȱpricesȱthatȱhaveȱtoȱbeȱconsidered.ȱ

PriceȬQualityȱ    Especiallyȱ whenȱitȱisȱdifficultȱforȱconsumersȱtoȱevaluateȱaȱproduct’sȱquality,ȱ

Relationshipȱ    priceȱ mayȱ beȱ usedȱ asȱ anȱ indicatorȱ ofȱ quality.ȱ Studiesȱ regularlyȱ showȱ thisȱ

influenceȱofȱ priceȱonȱqualityȱ perceptionȱ andȱforȱmanyȱ retailȱ products,ȱ suchȱ as ȱclothing,ȱ certainȱ foodȱitems,ȱorȱtechnology,ȱconsumersȱ oftenȱlackȱtheȱ necȬ essaryȱinformationȱandȱabilityȱtoȱjudgeȱtheȱmerchandiseȱqualityȱaccurately.ȱȱ

Evenȱthoughȱtheȱpriceȱseemsȱtoȱbeȱobjective,ȱpriceȱperceptionȱisȱoftenȱlargelyȱ subjectiveȱ(Hurthȱ2006,ȱpp.ȱ63Ȭ94).ȱDependingȱonȱtheȱwayȱaȱpriceȱisȱcommuȬ

Price ȱȱ   nicatedȱtoȱ consumers,ȱ theyȱevaluateȱ priceȬvalueȱdifferently.ȱAȱredȱorȱyellowȱ

Communicationȱȱ   colourȱofȱpriceȱstickers,ȱlargeȱpriceȱsigns,ȱcrossedȬoutȱ“old”ȱprices,ȱcompariȬ

sonsȱwithȱrecommendedȱ retailȱpriceȱbyȱtheȱmanufacturers,ȱandȱ manyȱotherȱ communicativeȱmeasuresȱcanȱleadȱtoȱperceptionsȱofȱlowerȱprices.ȱPresentingȱ theȱpriceȱasȱaȱmajorȱfeatureȱinȱretailȱcommunicationȱ(i.e.ȱtheȱGermanȱretailerȱ Mediaȱ Markt),ȱ combinedȱ withȱ aȱ heavyȱ advertisingȱ budget,ȱ oftenȱ influencesȱ theȱpriceȱimage.ȱPriceȱcommunicationȱcanȱthereforeȱbeȱanȱimportantȱfacetȱofȱ aȱretailer’sȱpricingȱstrategy.ȱ
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Anotherȱ frequentlyȱusedȱapproachȱisȱthatȱofȱoddȱ prices,ȱi.e.ȱ pricesȱ onȱprodȬ    OddȱPricesȱ uctsȱthatȱendȱonȱanȱoddȱ number,ȱ mostlyȱ9.ȱ ConsumersȱareȱexpectedȱtoȱperȬ ceiveȱ pricesȱ slightlyȱ belowȱ certainȱ thresholdsȱ asȱ substantiallyȱ lowerȱ thanȱ prices ȱatȱtheȱthreshold.ȱSoȱaȱproductȱthatȱisȱpricedȱatȱ1.99ȱEURȱisȱperceivedȱtoȱ beȱmuchȱlessȱexpensiveȱthanȱaȱ productȱ forȱ2.00ȱEUR.ȱ Researchȱ onȱtheȱeffectȱ ofȱoddȱpricesȱshowsȱambiguousȱresults;ȱaȱpositiveȱeffectȱisȱnotȱreallyȱproven.ȱ Evenȱso,ȱinȱmostȱretailȱsectors,ȱitȱisȱaȱcommonȱpractice.ȱȱ

 

Pricing and the Internet 

AllȱtheȱtraditionalȱpricingȱinstrumentsȱareȱalsoȱusedȱinȱeȬcommerce.ȱInȱaddiȬ tion,ȱpriceȱ differentiationȱ isȱ heavilyȱusedȱ inȱ theȱ Internet.ȱ Whileȱ storeȬbasedȱ retailersȱusuallyȱsetȱfixedȱpricesȱwithinȱoneȱstore,ȱauctions,ȱaȱveryȱtraditionalȱ formȱofȱfindingȱ theȱ optimalȱ sellingȱ priceȱ basedȱonȱ customers’ȱexactȱwillingȬ ness ȱ toȱpay,ȱhaveȱregainedȱpopularityȱthroughȱtheȱInternet,ȱespeciallyȱinȱtheȱ formȱofȱeBay.ȱȱ

Anotherȱimportantȱdevelopmentȱisȱincreasedȱpriceȱtransparency.ȱComparingȱ pricesȱ throughȱ theȱ Internetȱ isȱ farȱ simplerȱ andȱ fasterȱ thanȱ throughȱ visitingȱ differentȱstoreȱoutlets.ȱItȱisȱthereforeȱdoneȱmoreȱintensively.ȱCertainȱwebȱsitesȱ specialiseȱinȱpriceȱ comparison,ȱsuchȱasȱwww.kelkoo.com,ȱwww.pricerunner.com,ȱ www.guenstiger.de.ȱȱ

SinceȱInternetȱshopsȱoftenȱpriceȱtheirȱproductsȱaggressively,ȱtheseȱpricesȱareȱ usedȱ byȱ consumersȱ asȱ referenceȱ prices,ȱ evenȱ whenȱ shoppingȱ atȱ bricksȬandȬ mortarȱstores.ȱSinceȱstoreȱretailersȱhaveȱtoȱinvestȱinȱfacilities,ȱemployeesȱandȱ stock,ȱ theyȱ haveȱ aȱ differentȱ costȱ structureȱ toȱ thatȱ ofȱ Internetȱ playersȱ andȱ matchingȱ theirȱ pricesȱ isȱ notȱ alwaysȱ easy.ȱ Thisȱ isȱ aȱ realȱ problemȱ forȱ multiȬ channelȱretailersȱ(seeȱcaseȱstudyȱMediaȱMarktȱinȱChapterȱ2),ȱbutȱalsoȱforȱtradiȬ tionalȱstoreȱretailers.ȱ

 

Conclusion and Outlook 

Pricing ȱ isȱaȱmajorȱmarketingȱinstrumentȱ forȱ retailers.ȱItȱ isȱ anȱ importantȱeleȬ ment ȱofȱ consumerȱ buyingȱdecisionsȱandȱtheȱrightȱ pricingȱ mayȱbeȱaȱdecisiveȱ determinantȱofȱprofitȱorȱlossȱforȱaȱretailer.ȱCertainȱtrendsȱcanȱbeȱobservedȱinȱ retailȱpricing:ȱ

� � Increasingly,ȱretailersȱareȱsettingȱtheirȱpricesȱbasedȱonȱconsumerȱdemandȱ

andȱonȱwhatȱtheȱmarketȱisȱwillingȱtoȱpay.ȱȱ

� � ManyȱcompaniesȱnowȱintroduceȱeveryȬdayȬlowȬpricesȱ(EDLP).ȱTheȱmainȱ

reasonȱ isȱ toȱ improveȱ efficiencyȱ inȱ theȱ supplyȱ chain,ȱ forecastȱ demandȱ moreȱreliablyȱandȱachieveȱmoreȱconsistentȱsalesȱpatterns.ȱ

 

197

9    Pricing

 

�    ȱ ȱ    ȱ      ȱ     ȱ ȱ      ȱ    ȱ     ȱ ȱ    ȱ ȱ ȱ     ȱ � Even so, many retailers prefer to reduce their prices as part of a price

promotion,ȱ withȱ promotionalȱ strategiesȱ becomingȱ moreȱ variedȱ andȱ inȬ creasinglyȱcomplex.ȱ

� Priceȱdifferentiationȱbetweenȱregionsȱorȱbasedȱonȱotherȱfactorsȱisȱlikelyȱtoȱ

becomeȱ evenȱmoreȱ widespreadȱ inȱ theȱ future.ȱPricesȱnotȱonlyȱdifferȱ fromȱ regionȱtoȱregion,ȱbutȱalsoȱonȱtheȱbasisȱofȱdifferentȱcustomerȱprofiles.ȱWithȱ loyaltyȱ programmes,ȱ coupons,ȱ priceȱ promotions,ȱ temporalȱ andȱ regionalȱ priceȱ differentiation,ȱ twoȱ customersȱ areȱ becomingȱ increasinglyȱ unlikelyȱ toȱpayȱtheȱsameȱpriceȱforȱtheȱidenticalȱshoppingȱbasket.ȱ

Onȱtheȱwhole,ȱpricingȱisȱbecomingȱmoreȱanalytical.ȱInȱtheȱpast,ȱpricingȱdeciȬ sionsȱwereȱoftenȱbasedȱonȱintuitionȱandȱroughȱrulesȱofȱthumb.ȱToday,ȱretailȬ ersȱ haveȱ farȱ moreȱ sophisticatedȱ toolsȱatȱtheirȱ disposalȱ andȱcanȱ increasinglyȱ analyseȱ howȱ priceȱ changesȱ affectȱ theȱ buyingȱ behaviourȱ ofȱ individualȱ cusȬ tomers,ȱincludingȱcrossȬproductȱpriceȱsensitivityȱandȱtheȱcompetitors’ȱpricesȱ inȱ theȱ calculation.ȱ Pricingȱ softwareȱ alsoȱ enablesȱ retailersȱ toȱ considerȱ moreȱ andȱ moreȱ theȱ influenceȱ factorsȱ thatȱ determineȱ anȱ optimalȱ price.ȱ Revenueȱ benefitsȱ fromȱ moreȱ flexibleȱ pricingȱ canȱ beȱ expected,ȱ butȱ priceȱ pressureȱ isȱ likelyȱtoȱremainȱstrongȱoverȱtheȱensuingȱyears.ȱ
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Case Study: Wal-Mart 1

 

Introduction

Wal ȬMart,ȱ Inc.ȱ isȱ theȱ world’sȱ largestȱ retailerȱ and,ȱ sinceȱ 2002,ȱ hasȱ beenȱ theȱ largestȱcompanyȱinȱ theȱ Unitedȱ States,ȱ asȱ evidencedȱ byȱtheȱ no.ȱ 1ȱpositionȱ inȱ theȱFortuneȱ500ȱlistȱ forȱfourȱconsecutiveȱyears.ȱThisȱglobalȱcompany,ȱwithȱitsȱ headquartersȱ inȱ Bentonvilleȱ (inȱ theȱ NorthȬWesternȱ partȱ ofȱArkansans)ȱ wasȱ namedȱAmerica’sȱ “mostȱ admiredȱ company”ȱ byȱ Fortuneȱ Magazineȱ inȱ Marchȱ ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱ usedȱ forȱ thisȱ caseȱ studyȱ includeȱ theȱ webȱ siteȱ http://www.walmartȱ

stores.comȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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2003.ȱ Withȱ itsȱ currentȱ numberȱ ofȱ aboutȱ 1.8ȱ millionȱ employeesȱ worldwide,ȱ WalȬMartȱ constitutesȱ theȱ largestȱ privateȬsectorȱ employerȱ inȱ theȱ worldȱ(WalȬ Mart ȱ2006).ȱ Itȱoperatesȱaboutȱ 6,150ȱ storesȱandȱwholesaleȱ clubsȱinȱ numerousȱ countries.ȱ Theȱ companyȱ isȱ theȱ mostȱ prominentȱ exampleȱ ofȱ aȱ “bigȱ boxȱ disȬ countȱretailer”ȱapplyingȱtheȱprincipleȱofȱeveryȬdayȬlowȬpricesȱ(EDLP),ȱholdingȱ leadingȱ positionsȱ inȱ virtuallyȱ allȱ consumerȱ goodsȱ categories,ȱ i.e.ȱ clothes,ȱ shoes, ȱtoys,ȱhomeȱappliances,ȱconsumerȱelectronics,ȱsportingȱgoods,ȱbicycles,ȱ groceries, ȱandȱfoodȱinȱtheȱUSAȱ(Smithȱ2004).ȱȱ

WalȬMartȱ isȱ likewiseȱ knownȱ forȱ itsȱ “cuttingȬedgeȱ technology,ȱ distributionȱ proficiency,ȱ andȱ dataȱ miningȱ capabilities”ȱ (Discountȱ Storeȱ Newsȱ 1999,ȱ p.ȱ 107).ȱWalȬMart’sȱworldwideȱcompetitorsȱinȱtheȱfoodȱretailȱindustryȱareȱCarreȬ four ȱ fromȱ France,ȱ Tescoȱ fromȱ theȱ Unitedȱ Kingdomȱ andȱ theȱ Germanȱ Metroȱ Group . ȱ WalȬMart’sȱ unchallengedȱ positionȱ asȱ theȱ world’sȱ leadingȱ retailȱ comȬ pany,ȱwhichȱisȱillustratedȱbyȱFigureȱ9.3,ȱisȱalsoȱconfirmedȱbyȱtheȱfactȱthatȱtheȱ jointȱ netȱ salesȱ ofȱ theȱ world’sȱ secondȱ throughȱ fifthȱ largestȱ foodȱ retailersȱ toȬ getherȱareȱstillȱlessȱthanȱthoseȱofȱWalȬMart.ȱ

 

Top ȱ10ȱRetailersȱWorldwideȱ                                                         Figureȱ9.3ȱ

2005 Net Sales (in million USD)

Wal-Mart Stores, Inc. (USA)                                                            312,427

Carrefour Group (FRA)              92,597

Tesco PLC (GB)        69,631

Metro Group (GER)         69,26

The Kroger Co. (USA)       60,553

Royal Ahold (NL)      55,307

Costco Companies, Inc. (USA)     52,935

Target Corp. (USA)       52,62

Rewe Zentral AG (GER)     51,832

Sears Holdings Corp. (USA)     49,124

ȱ

Source:ȱAdaptedȱfromȱM+MȱPlanetȱRetailȱLtd.ȱ

 

Sinceȱ Samȱ Waltonȱ openedȱ theȱ firstȱ WalȬMartȱ storeȱ (shortȱ forȱ Walton’sȱ Mart)ȱ inȱ Rogersȱ (Arkansas)ȱ inȱ 1962,ȱ theȱ companyȱ hasȱ beenȱ characterisedȱ byȱ unȬ precedentedȱ growthȱ ratesȱ withȱ respectȱ toȱ sales,ȱ theȱ numberȱ ofȱ stores,ȱ theȱ numberȱofȱemployeesȱasȱwellȱ asȱ theȱ numbersȱofȱUSȱstatesȱandȱinternationalȱ
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marketsȱ entered.ȱ WalȬMart’sȱ paceȱ ofȱ growthȱ wasȱ acceleratedȱ byȱ theȱ initialȱ publicȱ offeringȱ (IPO)ȱ inȱ 1970,ȱ whichȱ providedȱ theȱ capitalȱ neededȱ toȱ makeȱ several ȱacquisitions.ȱTableȱ9.1ȱsummarisesȱtheȱkeyȱgrowthȱfigures.ȱ

 

Tableȱ9.1ȱ    HistoryȱofȱGrowthȱ

Sales Sales                            Number of U.S. Number of U.S.        Number of Number of          Number of Number of 

Year* Year*                      Number of Stores Number of Stores

(in million USD) (in million USD)                               States States          Foreign Markets Foreign Markets       Employees Employees

1970 1970       000,0 000,044 44             0,0 0,038 38                0 03 3              0 00 0            0,00 0,001,500 1,500 1979 1979       00 001,248 1,248             0, 0,276 276                11 11              0 00 0            0,0 0,021,000 21,000 1987 1987       0 011,909 11,909            1,198 1,198                23 23              0 00 0           0, 0,200,000 200,000 1995 1995       0 082,494 82,494            2,784 2,784                50 50              0 04 4           0, 0,675,000 675,000 2005 2005       312,427 312,427             6,141 6,141                50 50              15 15            1,800,000 1,800,000 * Fiscal year starts on 01 February and ends on 31 January of the following year. * Fiscal year starts on 01 February and ends on 31 January of the following year. ȱ

Source:ȱwww.walmartstores.com.ȱ

 

Currentlyȱ (inȱ 2006),ȱ theȱ companyȱ isȱ dividedȱ intoȱ threeȱ businessȱ segments,ȱ theȱWalȬMartȱStoresȱsegmentȱwithȱaȱthreefoldȱportfolioȱofȱretailȱformatsȱinȱtheȱ USAȱ (Discountȱ Stores,ȱ Supercenters,ȱ andȱ Neighborhoodȱ Markets),ȱ whichȱ acȬ countedȱforȱaboutȱtwoȬthirdsȱofȱoverallȱsalesȱinȱ 2005ȱ(209.9ȱbillionȱUSD),ȱtheȱ SAM’S ȱ CLUBȱ segment,ȱ containingȱ theȱ USȬbasedȱ warehouseȱ clubsȱ (12.7ȱ%ȱ salesȱ contribution,ȱ 39.8ȱbillionȱUSDȱ inȱ absoluteȱ terms),ȱ andȱ theȱ WalȬMartȱ internationalȱ segmentȱ (20.1ȱ%,ȱ 62.7ȱbillionȱUSD),ȱ whichȱ consistsȱ ofȱ allȱ retailȱ formatsȱoutsideȱtheȱUSA.ȱNextȱtoȱglobalȱ sales,ȱwhichȱamountedȱtoȱ312.4ȱbilȬ lionȱ USDȱinȱ2005ȱandȱhenceȱexceededȱtheȱ estimatedȱGDPȱofȱnationsȱsuchȱasȱ Switzerlandȱ orȱ Austriaȱ (Worldȱ Bankȱ 2005),ȱ theȱ companyȱ toppedȱ 11ȱbillionȱ USDȱ inȱ netȱ incomeȱforȱtheȱfirstȱtimeȱinȱitsȱhistoryȱ andȱ grewȱ itsȱearningsȱ perȱ shareȱbyȱmoreȱthanȱ11ȱ%.ȱ

 

Discount Retailing & Diversification of Retail Formats 

Big ȱBoxȱDiscountȱ   DiscountȱStores,ȱwhichȱemergedȱinȱtheȱUSAȱinȱtheȱmidȬ1950s,ȱgaveȱriseȱtoȱtheȱ

StoresȱasȱInitialȱ    generalȱ retailȱ formatȱ ofȱ discounters,ȱ whichȱ isȱ growingȱ rapidlyȱ inȱ theȱ USAȱ

RetailȱFormatȱ   todayȱ(seeȱHilt/Scheerȱ2006)ȱ(USȬbasedȱdiscountȱstores,ȱwhichȱtodayȱ usuallyȱ

takeȱtheȱ formȱofȱbigȱboxȱdiscountȱstores,ȱareȱ notȱtoȱbeȱconfusedȱwithȱGermanȬ basedȱ hardȱ discountersȱ suchȱ asȱ Aldiȱ orȱ Lidl).ȱ Basedȱ onȱ theȱ exampleȱ ofȱ suȬ permarkets, ȱ whichȱ sellȱ foodȱ atȱ veryȱ lowȱ margins,ȱ thisȱ approachȱ wasȱ exȬ tendedȱ toȱ nonȬfoodȱ andȱ generalȱ merchandiseȱ byȱ chargingȱ lowerȱ marginsȱ thanȱconventionalȱdepartmentȱstores.ȱDeepȱcostȱcutsȱwereȱnecessaryȱtoȱcomȬ pensateȱ forȱ lowerȱ margins:ȱ “Fixturesȱ wereȱ distinctlyȱ unluxurious,ȱ instoreȱ
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sellingȱwasȱlimited,ȱandȱancilliaryȱservices,ȱsuchȱasȱdeliveryȱandȱcredit,ȱwereȱ scarce”ȱ(Bradley/Ghemawat/Foleyȱ1994,ȱp.ȱ138).ȱWalȬMart’sȱdiscountȱstrategyȱ involved ȱ locatingȱ itsȱ storesȱ inȱ ruralȱ areasȱ andȱ smallȱ towns,ȱ whichȱ wereȱ largelyȱignoredȱbyȱ competitors,ȱandȱchargingȱtheȱsameȱ orȱ lowerȱpricesȱthanȱ competitors,ȱ whichȱ wereȱ locatedȱ inȱ theȱ closestȱ biggerȱ citiesȱ (Waltonȱ 1992).ȱ Althoughȱ oneȱ thirdȱ ofȱ WalȬMart’sȱ Discountȱ Storesȱ wereȱ operatedȱ inȱ regionsȱ not ȱ servedȱbyȱ competitorsȱ inȱtheȱ midȬ1980s,ȱtheȱ company’sȱ growthȱwasȱ acȬ companied ȱ byȱ increasedȱ competitionȱ fromȱ otherȱ retailersȱ (BradȬ ley/Ghemawat/Foleyȱ1994).ȱ Therefore,ȱ WalȬMartȱ diversifiedȱ itsȱ retailȱ activiȬ tiesȱ throughoutȱ theȱ 1980s,ȱ byȱ establishingȱ warehouseȱ clubsȱ namedȱ SAMȇSȱ CLUBȱ whichȱ startedȱ inȱ 1983ȱ andȱ byȱ openingȱ soȬcalledȱ Supercentersȱ inȱ 1988.ȱ Ten ȱ yearsȱ later,ȱ another,ȱ smallerȬsizedȱ retailȱ formatȱ wasȱ introduced:ȱ theȱ Neighborhood ȱ Market.ȱ Inȱ additionȱ toȱ theȱ traditionalȱ retailȱ formats,ȱ theȱ comȬ panyȱ operatesȱ twoȱ onlineȱ retailȱ   formatsȱ (www.walmart.comȱ andȱ www.samsclub.com).ȱAȱbreakȬdownȱ ofȱ WalȬMart’sȱ traditionalȱ retailȱ formatsȱ looksȱasȱfollows:ȱ

� � DiscountȱStoresȱrepresentȱtheȱcompany’sȱclassicȱformat.ȱItȱisȱcharacterisedȱ

byȱ anȱ assortmentȱwhichȱ isȱnonȬfoodȱ dominatedȱ andȱresemblesȱ thatȱ ofȱ aȱ departmentȱ storeȱ includingȱ toys,ȱ clothing,ȱ leisureȱ andȱ sportingȱ goods,ȱ carȱ componentsȱ andȱ furniture.ȱ Foodȱitemsȱareȱ reducedȱtoȱ aȱ smallȱ rangeȱ ofȱ sweetsȱ andȱbeveragesȱ (Gotterbarmȱ 2004).ȱ Discountȱ Storesȱ averageȱ apȬ proximatelyȱ9,500ȱm2ȱinȱsizeȱ(WalȬMartȱ2006).ȱ

� � Aȱ Supercenterȱ canȱ beȱ describedȱ asȱ aȱ combinationȱ ofȱ supermarketȱ andȱ

discountȱstoreȱ withȱ anȱ averageȱ sizeȱofȱ17,400ȱ m2ȱ(WalȬMartȱ2006).ȱItȱ feaȬ turesȱ aȱ completeȱ groceryȱ departmentȱ alongȱ withȱ 36ȱ departmentsȱ withȱ generalȱmerchandise.ȱTheȱnumberȱofȱbrandsȱandȱpackageȱsizes,ȱhowever,ȱ isȱmoreȱlimitedȱ–ȱinȱcomparisonȱtoȱaȱsupermarketȱ–ȱinȱorderȱtoȱachieveȱaȱ costȱ advantage.ȱAdditionally,ȱSupercenters,ȱ whoseȱ storesȱ openȱ 24/7,ȱ usuȬ allyȱcontainȱ“bakeries,ȱdelis,ȱandȱconvenienceȱshopsȱsuchȱasȱportraitȱstuȬ dios,ȱ photoȱ labs,ȱ dryȱ cleaners,ȱ opticalȱ shops,ȱ andȱ hairȱ salons”ȱ (BradȬ ley/Ghemawat/Foleyȱ1994,ȱp.ȱ148).ȱ

� � NeighborhoodȱMarketsȱrangeȱfromȱ 4,000ȱ toȱ 5,000ȱm2ȱ inȱ size,ȱhaveȱ aboutȱ80ȱ

toȱ 100ȱ employeesȱ andȱ offerȱ anȱ assortmentȱ ofȱ goodsȱ consistingȱ ofȱ apȬ proximatelyȱ 28,000ȱ items,ȱ withȱ aȱ twoȬthirdsȱ nonȬfoodȱ andȱ aȱ oneȬthirdȱ food ȱassortment.ȱTheȱformerȱfocusesȱonȱfreshnessȱandȱtheȱlatterȱincludesȱ dairyȱproducts,ȱpharmaceuticalsȱandȱaȱselectionȱofȱgeneralȱmerchandise.ȱ Neighborhoodȱ Marketsȱ areȱ generallyȱ locatedȱ withinȱ aȱ radiusȱ ofȱ threeȱ toȱ sevenȱmilesȱofȱSupercenters,ȱinȱorderȱtoȱsupplementȱtheȱexistingȱfoodȱdisȬ tributionȱnetworkȱandȱprovideȱaddedȱconvenienceȱ(Gotterbarmȱ2004).ȱ

� � SAMȇSȱCLUBȱisȱaȱmembersȬonlyȱwarehouseȱclub.ȱTheȱfirstȱSAMȇSȱCLUBȱ

openedȱ itsȱ doorsȱ inȱ Midwestȱ City,ȱ Oklahoma,ȱ inȱ 1983.ȱ Theȱ warehouseȱ
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clubȱ representsȱtheȱfastestȱ growingȱsectorȱ ofȱtheȱ retailingȱindustryȱ –ȱapȬ proximately ȱ 30ȱ%ȱ ofȱ theȱ USȱ adultȱ populationȱ hasȱ aȱ warehouseȱ clubȱ membership. ȱ SAMȇSȱ CLUBȱ hasȱ overȱ 46ȱ millionȱ membersȱ (WalȬMartȱ 2005).ȱ

Tableȱ9.2ȱ givesȱ anȱ overviewȱ ofȱ theȱ relevanceȱ ofȱ theȱ differentȱ retailȱ formatsȱ withȱ respectȱ toȱ storeȱ numbersȱ (onȱ aȱ nationalȱasȱ wellȱ asȱ onȱanȱ internationalȱ scale) ȱandȱsalesȱcontributions.ȱ

 

Tableȱ9.2ȱ    ConfigurationȱofȱWalȬMart’sȱRetailȱFormatsȱ

Neighborhood Neighborhood

Country Country          Discount Stores Discount Stores     Supercenters Supercenters     SAM‘S CLUBS SAM‘S CLUBS

Markets Markets

US Totals (50 states) US Totals (50 states)         1,209 1,209              1,980 1,980              567 567                100 100 Argentina Argentina                   0,00 0,000 0             0,0 0,011 11             00 000 0               00 000 0 Brazil Brazil                           0, 0,255 255               0,0 0,023 23               0 015 15                 00 002 2 Canada Canada                  0, 0,272 272            0,00 0,000 0            00 006 6              00 000 0 China China                     0,00 0,000 0            0,0 0,051 51             00 003 3              00 002 2 Germany Germany                0,00 0,000 0           0,0 0,088** 88**          00 000 0              00 000 0 Japan Japan                    0,00 0,002 2            0,0 0,096 96            00 000 0              300 300 South Korea South Korea                0,00 0,000 0             0,0 0,016* 16*            00 000 0               00 000 0 Mexico Mexico                    0, 0,599 599             0, 0,105 105            0 070 70              00 000 0 Puerto Rico Puerto Rico                  0,00 0,009 9             0,00 0,005 5              00 009 9               0 031 31 United Kingdom United Kingdom             0, 0,294 294             0,0 0,021 21             00 000 0               00 000 0 International Totals International Totals            1,431 1,431               0, 0,416 416              103 103                335 335 Grand Totals Grand Totals                 2,640 2,640             2,396 2,396             670 670               435 435 * Sale of Supercenters to market leader Shinsegae was announced on 22 May 2006. * Sale of Supercenters to market leader Shinsegae was announced on 22 May 2006. ** Sale of Supercenters to Metro was announced on 26 July 2006. ** Sale of Supercenters to Metro was announced on 26 July 2006. ȱ

 

Company Philosophy 

Wal ȬMart’sȱcorporateȱphilosophyȱcontinuesȱtoȱbeȱbasedȱonȱtheȱthinkingȱofȱitsȱ founder,ȱ Samȱ Walton,ȱ whoȱ formulatedȱ theȱ followingȱ threeȱ basicȱ guidelinesȱ (www.walmartstores.com):ȱ

� respectȱforȱtheȱindividualȱ

� serviceȱtoȱtheȱcustomerȱ

� strivingȱforȱexcellence.ȱ

Respectȱ    Theȱfirstȱguidelineȱrefersȱessentiallyȱtoȱtheȱcompany’sȱdesiredȱwayȱofȱtreatingȱ

forȱtheȱIndividualȱ    humanȱbeingsȱ andȱ itȱshowsȱ thatȱ employeesȱ areȱ highlyȱ valued.ȱTheȱfactȱthatȱ

employeesȱ areȱ calledȱ “associates”ȱ atȱ WalȬMartȱ alsoȱ suggestsȱ respectfulȱ andȱ
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motivatingȱtreatment.ȱEmployees’ȱcontributionȱtoȱsuccessfulȱcompanyȱoperaȬ tionsȱ isȱ inherentȱ inȱ theȱ sloganȱ “Ourȱpeopleȱ makeȱ theȱ difference”.ȱ WalȬMartȱ also ȱ aimsȱ atȱ providingȱ aȱ senseȱ ofȱ belongingȱ byȱ singingȱ theȱ WalȬMartȬCheerȱ everyȱmorning.ȱ

Theȱ secondȱ guidelineȱ reflectsȱ WalȬMart’sȱ customerȱ orientation,ȱ whichȱ isȱ    Serviceȱȱ manifestedȱ inȱseveralȱ ways.ȱCustomersȱ are,ȱ forȱ example,ȱ greetedȱ atȱtheȱ enȬ    toȱtheȱCustomerȱ trance ȱ ofȱ theȱ storeȱ byȱ anȱ employee,ȱ whoȱ offersȱ themȱ aȱ shoppingȱ cart,ȱ andȱ whose ȱclothes,ȱlikeȱthoseȱofȱallȱotherȱemployees,ȱcarryȱtheȱsloganȱ“HowȱcanȱIȱ helpȱ YOU?”ȱ Asȱ aȱ generalȱ rule,ȱ whichȱ isȱ partȱ ofȱ theȱ company’sȱ proclaimedȱ “aggressiveȱhospitality”,ȱWalȬMartȱemployeesȱhaveȱtoȱaddressȱandȱofferȱhelpȱ toȱ everyȱcustomerȱwithinȱ anȱ areaȱofȱ tenȱ feet,ȱknownȱasȱtheȱtenȬfootȬrule.ȱAnȬ otherȱ rule,ȱ whichȱ aimsȱ atȱ achievingȱ customerȱ satisfaction,ȱ isȱ theȱ sundownȱ rule , ȱwhichȱstatesȱthatȱallȱemployeesȱshouldȱrespondȱtoȱcallsȱfromȱcustomers,ȱ suppliersȱorȱotherȱemployeesȱbyȱsundownȱofȱtheȱdayȱtheyȱareȱreceived.ȱThisȱ isȱ intendedȱtoȱdemonstrateȱ thatȱtheyȱtakeȱcareȱofȱtheȱrespectiveȱissues,ȱ evenȱ ifȱtheyȱareȱunableȱtoȱsolveȱeveryȱproblemȱorȱcompleteȱeveryȱtaskȱbeforeȱsunȬ down.ȱ

Strivingȱ forȱ excellence,ȱ theȱ thirdȱ guideline,ȱ hasȱ consequencesȱ forȱ manyȱ    Strivingȱ valueȬaddingȱ activitiesȱ atȱ WalȬMart.ȱ Itȱ refersȱ toȱ excellenceȱ inȱ supplyȱ chainȱ    forȱExcellenceȱ management,ȱ logistics,ȱITȱ processesȱand,ȱmostȱ importantly,ȱ itȱ refersȱtoȱ conȬ stantlyȱloweringȱcostsȱandȱpricesȱinȱaccordanceȱwithȱtheȱcompany’sȱcredoȱofȱ everyȬdayȬlowȬprices,ȱwhichȱisȱanalysedȱbelowȱinȱgreaterȱdepth.ȱ

 

Every-Day-Low-Prices (EDLP) & Every-Day-Low-Costs (EDLC)

 

Pricing Philosophy 

WalȬMart’sȱsuccessfulȱretailingȱactivitiesȱ areȱ deeplyȱ rootedȱinȱtheȱcompany’sȱ discountȱpricingȱphilosophy,ȱwhichȱwasȱdevelopedȱbyȱSamȱWalton,ȱtheȱcomȬ Discountingȱ

pany’sȱfounder.ȱItȱstatesȱthatȱbyȱcuttingȱprices,ȱsalesȱcanȱbeȱboostedȱtoȱaȱpointȱ whereȱ farȱ moreȱ canȱ beȱ earnedȱ thanȱ fromȱ sellingȱ itemsȱ atȱ higherȱprices,ȱi.e.ȱ earningsȱ canȱ beȱ maximisedȱ byȱ loweringȱ theȱ markup,ȱ becauseȱ ofȱ theȱ inȬ creasedȱvolumeȱofȱmerchandiseȱsoldȱ(Waltonȱ1992).ȱInȱitsȱexternalȱcommuniȬ cations,ȱ WalȬMartȱ emphasisesȱ that,ȱ thanksȱ toȱ thisȱ pricingȱ philosophy,ȱ lowȱ pricesȱcanȱbeȱpassedȱonȱtoȱcustomers,ȱwhoȱreceiveȱtheȱbestȱpossibleȱvalueȱforȱ money.ȱȱ

The ȱoverallȱpricingȱphilosophyȱcontainsȱtheȱsubȬelementsȱEDLP,ȱrollbackȱandȱ specialȱ buyȱ (www.walmartstores.com).ȱ Rollbackȱ refersȱ toȱ theȱ ongoingȱ comȬ
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mitmentȱ toȱ passȱ onȱevenȱ moreȱsavingsȱtoȱcustomersȱ byȱloweringȱ theȱ everyȬ dayȬlowȬpricesȱwheneverȱ possible,ȱi.e.ȱ ifȱWalȬMart’sȱ costsȱgetȱrolledȱbackȱonȱ aȱpermanentȱbasis.ȱLoweredȱprices,ȱdueȱtoȱsuchȱaȱcostȱrollback,ȱcanȱbeȱtracedȱ byȱ customersȱ withȱ theȱ helpȱ ofȱ rollbackȱ smileyȱ faces,ȱ whichȱ areȱ usedȱ inȱ theȱ stores.ȱAȱspecialȱbuyȱitemȱmayȱbeȱoneȱcarriedȱeveryȱdayȱthatȱincludesȱanȱaddiȬ tionalȱamountȱofȱtheȱsameȱproductȱorȱanotherȱproductȱforȱaȱ limitedȱ time,ȱorȱ it ȱcouldȱbeȱanȱ itemȱcarriedȱatȱaȱspecialȱpriceȱwhileȱsuppliesȱlast.ȱ Suchȱitems,ȱ whichȱ canȱ beȱ recognisedȱ byȱ aȱ “specialȱ buyȱ logo”,ȱ representȱ elementsȱ ofȱ aȱ highȬlowȱ(HiLo)ȱpricingȱpolicy.ȱ

OpeningȱPriceȱ    Asȱ additionalȱ featuresȱ ofȱ WalȬMart’sȱ exceptionalȱ pricingȱ concept,ȱ theȱ comȬ

PointȱItemsȱ    panyȱ introducedȱ openingȱ priceȱ pointȱ items,ȱ i.e.ȱ oneȱ superȬlowȱ pricedȱ itemȱ inȱ

eachȱ categoryȱ (Hornblowerȱ2004a)ȱandȱ itȱintroducedȱ theȱvolumeȱ producingȱ itemȱ(VPI)ȱcontest,ȱwhichȱisȱaȱpowerfulȱtoolȱinȱcombinationȱwithȱEDLP.ȱManȬ agementȱ selectsȱ specificȱ items,ȱ usuallyȱ thoseȱ thatȱ “canȱ beȱ stackedȱ out,ȱ caseȱ cut,ȱ singleȬpriceȱpointȱ featuresȱ thatȱ areȱ pricedȱ toȱgenerateȱ largeȱ sales”ȱ (DisȬ countȱStoreȱNewsȱ1999,ȱp.ȱ1)ȱandȱencouragesȱemployeesȱ toȱ developȱcreativeȱ waysȱtoȱmerchandiseȱandȱsellȱtheseȱitems.ȱȱ

Moreover,ȱ customersȱ areȱ givenȱ aȱ priceȱ guaranteeȱ thatȱ theyȱ canȱ purchaseȱ productsȱofferedȱatȱaȱlowerȱpriceȱbyȱcompetitorsȱwithinȱaȱcertainȱradiusȱfromȱ theȱ WalȬMartȱ store,ȱ atȱ theȱ sameȱ (lower)ȱ price.ȱ However,ȱ itȱ hasȱ becomeȱ eviȬ dentȱ thatȱ customersȱ mostlyȱ didȱ notȱ makeȱ useȱ ofȱ thisȱ option,ȱ becauseȱ theȱ effortȱinvolvedȱwasȱperceivedȱasȱtooȱhighȱ(Gotterbarmȱ2004).ȱȱ

EDLPȱ   Untilȱnow,ȱtheȱgreatȱstrengthȱofȱWalȬMartȱhasȱbeenȱtheȱstrongȱcommitmentȱtoȱ

EDLP,ȱwhichȱisȱtheȱbasisȱforȱallȱmarketingȱandȱadvertisingȱcampaigns.ȱSinceȱ Wal ȬMartȱ largelyȱ avoidsȱ oneȬoffȱ sales,ȱ itȱ alsoȱ largelyȱ avoidsȱ outȬofȬstockȱ situations ȱthatȱretailersȱ applyingȱHiLoȱpricingȱfrequentlyȱhaveȱtoȱface.ȱStudȬ ies ȱ inȱ theȱ USAȱ (e.g.ȱ byȱ Goldmanȱ Sachs,ȱ seeȱ Discountȱ Storeȱ Newsȱ 1999,ȱ p.ȱ2)ȱ haveȱrevealedȱthatȱWalȬMartȱindeedȱbeatsȱtheirȱsupermarketȱcompetitionȱonȱ pricesȱ inȱ nearlyȱ allȱ groceryȱ productȱ categories,ȱ supportingȱ theȱ company’sȱ claimȱofȱ“AlwaysȱLowȱPrices.ȱAlways.”ȱȱ

Apart ȱ fromȱ substantialȱ investmentsȱ inȱ advertisingȱ whenȱ enteringȱ aȱ newȱ location,ȱ theȱoverallȱadvertisingȱactivities,ȱandȱhenceȱcosts,ȱareȱ keptȱatȱ fairlyȱ lowȱ levels.ȱAlthoughȱtheȱcompanyȱ usesȱTVȱ advertisingȱinȱ orderȱ toȱenhanceȱ itsȱimage,ȱitȱlaunchesȱonlyȱtwelveȱpromotionalȱcircularsȱperȱyear,ȱwhichȱisȱfarȱ belowȱ theȱ figuresȱforȱ competitorsȱ suchȱ asȱ Kmartȱ andȱ Targetȱ (Kalishȱ 1999;ȱ ArȬ nold/Fernieȱ2000).ȱ

Inȱ orderȱ toȱ ensureȱ EDLP,ȱ WalȬMartȱ aimsȱ atȱ constantlyȱ loweringȱ itsȱ costs,ȱ anotherȱ basicȱ rule,ȱ whichȱ (inȱ analogyȱ toȱ EDLP)ȱ isȱ expressedȱ asȱ achievingȱ Every ȬDayȬLowȬCostsȱ (EDLC).ȱ Itȱ basicallyȱ involvesȱ allȱ functionsȱ ofȱ theȱ valueȱ chain,ȱmeaningȱthatȱcostȱefficienciesȱareȱexpectedȱofȱtheȱcompany’sȱsuppliers,ȱ its ȱemployeesȱandȱexecutives.ȱȱ
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Low Wages and Thriftiness 

Anȱ importantȱ partȱ ofȱ theȱ EDLCȱ policyȱ isȱ ensuringȱ lowȱ labourȱ costs.ȱ Withȱ hourlyȱwagesȱasȱlowȱasȱeightȱUSDȱperȱhour,ȱWalȬMartȱemployeesȱmightȱearnȱ aboutȱ20Ȭ30ȱ%ȱlessȱthanȱworkersȱatȱrivalȱsupermarkets,ȱwhichȱareȱunionised.ȱ Besidesȱ theȱ potentiallyȱ steepȱ cutsȱ inȱ pay,ȱ WalȬMartȱ employeesȱ mightȱ alsoȱ lackȱunionȱmembers’ȱfurtherȱbenefitsȱinȱtermsȱofȱpensions,ȱhealthȬcareȱinsurȬ ance,ȱ andȱ jobȱ securityȱ (Publicȱ Broadcastingȱ Servicesȱ 2006;ȱ Theȱ Economistȱ 2004). ȱ

At ȱWalȬMart,ȱthriftinessȱisȱvaluedȱhighlyȱandȱcarriedȱtoȱextremes.ȱEmployeesȱ    ExtremeȱCostȬȱ andȱ executivesȱ haveȱ toȱ controlȱ theirȱ expensesȱ andȱ beȱ extremelyȱ costȬ Consciousnessȱ

consciousȱ inȱ theirȱ dayȬtoȬdayȱ business.ȱ Thisȱ impliesȱ thatȱ theyȱ flyȱ economyȱ class,ȱ shareȱofficesȱandȱ hotelȱrooms,ȱdriveȱaffordableȱ cars,ȱ emptyȱ theirȱownȱ trash,ȱ andȱ payȱ forȱ theirȱ coffeeȱ atȱ work.ȱTheyȱareȱ evenȱ encouragedȱ toȱ bringȱ free ȱpensȱfromȱconferences.ȱ

WalȬMart’sȱ strictȱ oppositionȱ towardsȱ workerȱ rightsȱ andȱ unionisation,ȱ howȬ ever,ȱhasȱstartedȱtoȱbackfire,ȱwhichȱisȱreflectedȱ inȱ theȱcompany’sȱratherȱ highȱ employeeȱ turnoverȱ rateȱ andȱ theȱ growingȱ numberȱ ofȱ lawsuitsȱ onȱ labourȱ isȬ sues. ȱTheȱlegalȱallegationsȱraisedȱbyȱexistingȱandȱformerȱemployeesȱrelateȱtoȱ workingȱ conditions,ȱ payȱ andȱ discrimination,ȱ toȱ nameȱ butȱ aȱ fewȱ areasȱ ofȱ conflict.ȱ

 

Supply Chain Management and Global Sourcing 

Withȱ respectȱ toȱ suppliers,ȱ WalȬMart’sȱ buyersȱ haveȱ toȱ negotiateȱ continuallyȱ lowerȱprices.ȱDueȱtoȱitsȱvolumeȱpower,ȱWalȬMartȱcanȱoftenȱforceȱtheȱintegraȬ tion ȱ ofȱ suppliers’ȱ operationsȱ intoȱ itsȱ supplyȱ chain.ȱ Thisȱ mightȱ implyȱ theȱ implementationȱ ofȱ aȱ jointȱ businessȱ planȱ withȱ contractsȱ specifyingȱ price,ȱ volume,ȱ deliveryȱ schedule,ȱ packagingȱ andȱ quality.ȱ Itȱ mightȱ alsoȱ involveȱ aȱ subsequentȱ closeȱ monitoringȱ ofȱ theirȱ suppliers’ȱ productionȱ andȱ gainingȱ access ȱtoȱtheirȱ booksȱandȱaccountsȱ (Smithȱ2004).ȱ WalȬMartȱgradesȱitsȱsuppliȬ ers ȱonȱweekly,ȱquarterlyȱandȱannualȱreportȱcards,ȱsetsȱpriceȱpointsȱandȱmoniȬ torsȱ whetherȱtheyȱmeetȱtheirȱ targets.ȱ WalȬMartȱhasȱestablishedȱ aȱ closeȱ partȬ nershipȱ withȱ itsȱkeyȱ suppliersȱ suchȱasȱGeneralȱ Electricȱandȱ Procterȱ &ȱGambleȱ (Bradley/Ghemawat/Foleyȱ 1994).ȱ Theȱ companyȱ canȱ alsoȱ beȱ regardedȱ asȱ aȱ pioneer ȱ withȱ respectȱ toȱ theȱ earlyȱ adoptionȱ andȱ subsequentȱdevelopmentȱ ofȱ trendsetting ȱ methodsȱ involvingȱ retailerȬmanufacturerȱ interactionȱ suchȱ asȱ ECR,ȱVMIȱorȱCPFRȱ(seeȱChapterȱ14).ȱ

Anotherȱ keyȱ measureȱ forȱ achievingȱ EDLCȱ involvesȱ importingȱ goodsȱ atȱ theȱ   LowȬCostȱ lowestȱ possibleȱ prices.ȱ Theȱ desireȱ toȱ buyȱ cheapȱ importȱ goodsȱ wasȱ stressedȱ    Importsȱ byȱOrtegaȱ(1998):ȱ“Fromȱtheȱbeginning,ȱWaltonȱhadȱboughtȱgoodsȱwhereverȱ heȱcouldȱgetȱthemȱcheapest,ȱwithȱanyȱotherȱconsiderationsȱsecondary.”ȱFromȱ
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1989ȱtoȱ2002,ȱWalȬMartȱperformedȱitsȱglobalȱsourcingȱactivitiesȱviaȱanȱAsianȬ basedȱ exclusiveȱ globalȱ buyingȱ agencyȱ calledȱ Pacificȱ Resourcesȱ Exports,ȱ Ltd.ȱ (PREL).ȱ Whileȱ competingȱ retailersȱ hadȱ enteredȱAsianȱprocurementȱ marketsȱ longȱbeforeȱWalȬMart,ȱitȱdeliberatelyȱfavouredȱaȱsecondȬmoverȱstrategy.ȱWalȬ Martȱwantedȱitsȱcompetitorsȱtoȱlayȱtheȱgroundwork,ȱbeforeȱitȱsteppedȱinȱandȱ achievedȱ aȱ rapidȱ expansion,ȱ choosingȱ thoseȱAsianȱ countriesȱ withoutȱ majorȱ tariffs ȱ (Hornblowerȱ 2004b).ȱ Inȱ 2002,ȱ WalȬMartȱ setȱ upȱ itsȱ ownȱ globalȱ proȬ curementȱ centreȱ inȱ Shenzhenȱ (China)ȱ byȱ acquiringȱ PRELȱ andȱ mergingȱ itȱ withȱitsȱlocalȱ buyingȱ offices.ȱTheȱ newȱ globalȱ sourcingȱ headquartersȱ coordiȬ natesȱ aȱ networkȱ ofȱ moreȱ thanȱ 6,000ȱ globalȱ manufacturers/suppliersȱ (aȱ listȱ whichȱwillȱbeȱsubjectȱtoȱaȱfurtherȱconsolidationȱprocessȱinȱdueȱcourse),ȱ80ȱ%ȱ ofȱwhichȱareȱlocatedȱinȱChinaȱ(Hornblowerȱ2004b).ȱWalȬMartȱsendsȱUSȱmanȬ agersȱ toȱShenzhenȱ toȱ trainȱ suppliers,ȱwhoȱhaveȱ toȱuseȱWalȬMart’sȱ computerȱ softwareȱ (Smithȱ 2004).ȱ Dueȱ toȱ theȱ hugeȱ annualȱ importȱ volumeȱ ofȱ Chineseȱ goods,ȱ whichȱ isȱ estimatedȱ toȱ beȱ worthȱ aboutȱ 15ȱbillionȱ USDȱ andȱ isȱ equallyȱ splitȱbetweenȱdirectȱimportsȱandȱindirectȱimportsȱviaȱsuppliersȱlocatedȱinȱtheȱ USA,ȱ WalȬMartȱ andȱ Chinaȱ haveȱ beenȱlabelledȱ aȱ jointȱ ventureȱ withȱ massiveȱ economiesȱ ofȱ scaleȱ inȱ purchasingȱ (Hornblowerȱ 2004b).ȱ Someȱ economistsȱ evenȱ creditȱ WalȬMartȱ withȱ loweringȱ theȱ USȱ rateȱ ofȱ inflationȱ becauseȱ ofȱ theȱ highȱ amountȱ ofȱ importedȱ goodsȱ atȱ lowestȱ possibleȱ pricesȱ (Globalȱ Insightȱ 2005).ȱ

 

IT and Logistics 

ȱ      WalȬMart’sȱ abilityȱ toȱ keepȱ pricesȱ downȱ isȱ furtherȱ enhancedȱ byȱ innovativeȱ ȱ      usesȱofȱinformationȱ&ȱcommunicationȱtechnologies.ȱTheȱcompanyȱstartedȱtoȱ ȱ      takeȱadvantageȱofȱ theseȱtechnologiesȱ byȱtransmittingȱ realȱ timeȱpointȬofȬsaleȱ ȱ      informationȱfromȱbarȱcodesȱtoȱmanufacturers.ȱAccordingȱtoȱaȱWalȬMartȱmanȬ ȱ      ager,ȱ thisȱ enabledȱ theȱ companyȱ toȱ “trackȱ salesȱ onȱ specificȱ itemsȱ specificȱ ȱ      weeks,ȱspecificȱdays,ȱspecificȱhoursȱofȱtheȱday,ȱwhenȱ[they]ȱsellȱmerchandiseȱ ȱ      theȱmost”ȱ(Lewallenȱ2004).ȱOnȱtheȱbasisȱofȱthisȱconsumerȱtrackingȱ software,ȱ ȱ      anȱextranetȱcalledȱRetailȱLinkȱwasȱdevelopedȱandȱsharedȱwithȱsuppliersȱatȱnoȱ

DataȱCollectionȱ    costȱ (Hornblowerȱ 2004a).ȱ Aȱ dataȱ warehouseȱ storageȱ capacityȱ ofȱ overȱ 570ȱ

andȱAnalysisȱ   terabytesȱ givesȱ WalȬMartȱ realȬtimeȱ visibilityȱ intoȱ merchandiseȱ planningȱ

(WalȬMartȱ 2005).ȱ Inȱ 2003,ȱ WalȬMartȱ announcedȱ that,ȱ asȱ ofȱ Januaryȱ 2005,ȱ itȱ requiresȱ itsȱtopȱ 100ȱsuppliersȱ toȱ putȱ RFIDȱ tagsȱ onȱ allȱ palletsȱ andȱ casesȱtheyȱ deliverȱ toȱ WalȬMart’sȱ distributionȱ centresȱ andȱ stores,ȱ andȱ consequently,ȱ toȱ installȱ RFIDȱ readersȱ inȱ theirȱownȱ manufacturingȱ facilities,ȱ warehousesȱ andȱ distributionȱcentresȱ(Robertiȱ2003).ȱȱ

Accordingȱtoȱresearchȱestimates,ȱaȱfullȱdeploymentȱofȱRFIDȱthroughoutȱWalȬ Mart’sȱsupplyȱchainȱandȱitsȱstoresȱcouldȱleadȱtoȱannualȱsavingsȱofȱ8.4ȱbillionȱ USDȱ(Robertiȱ2003).ȱ
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Likewise,ȱ theȱ improvementȱ ofȱ logisticalȱ processesȱ hasȱ enabledȱ WalȬMartȱ toȱ    Logisticsȱ maintainȱitsȱEDLPȱpolicy.ȱThisȱinvolvesȱaȱrestructuringȱofȱtheȱsupplyȱchainȱinȱ Optimisationȱ

such ȱ aȱ wayȱ asȱ toȱ eliminateȱ theȱ traditionalȱ dependenceȱ onȱ wholesalers,ȱ byȱ building ȱitsȱ ownȱ infrastructureȱ andȱ distributionȱ networkȱ instead.ȱ WalȬMartȱ hasȱ fineȬtunedȱ itsȱ supplyȱ chainȱ fromȱ factoryȱ floorȱ toȱ storeȱ shelf,ȱ loweringȱ inventoryȱcostsȱ andȱinsistingȱ onȱ justȬinȬtimeȱdeliveriesȱ fromȱitsȱ suppliersȱ inȱ order ȱ toȱ cutȱ wasteȱ andȱ downȬtimeȱ inȱ warehousesȱ (Smithȱ 2004).ȱ Inventoryȱ turnoverȱatȱWalȬMartȱisȱapproximatelyȱtwiceȱasȱhighȱasȱtheȱindustryȱaverageȱ (Theȱ Economistȱ 2001).ȱ Theȱ efficienciesȱ thatȱ WalȬMartȱ hasȱ achievedȱ inȱ itsȱ supplyȱ chainȱ areȱ evenȱ estimatedȱ toȱ contributeȱ overallȱ USȱ productivityȱ (GlobalȱInsightȱ2005;ȱFishmanȱ2003).ȱ

The ȱ positiveȱ relationshipȱ betweenȱ EDLPȱ andȱ efficientȱ supplyȱ chainȱ manȬ agementȱ alsoȱ worksȱ theȱ otherȱ wayȱ around.ȱ Constantlyȱ lowȱ pricesȱ implyȱ steadyȱ andȱ predictableȱ demandȱ patternsȱ withȱ minimalȱ fluctuation.ȱ Thisȱ rendersȱsupplyȱmoreȱstableȱandȱ contributesȱsubstantiallyȱtoȱeasierȱlogisticalȱ planning.ȱ

 

Questions

1.ȱ     Howȱ didȱ WalȬMartȱ facilitateȱtheȱ adoptionȱofȱ anȱ EDLPȱ policy,ȱ i.e.ȱ whatȱ

areȱtheȱprerequisitesȱforȱadoptingȱsuchȱaȱpolicy?ȱ

2.ȱ     Whatȱ areȱ theȱ drawbacksȱ ofȱ WalȬMart’sȱ EDLPȱ andȱ EDLCȱ policiesȱ thatȱ

mightȱultimatelyȱerodeȱitsȱcostȱadvantage?ȱ

3.ȱ     Howȱ couldȱ competitorsȱpotentiallyȱ gainȱaȱcompetitiveȱ advantageȱ overȱ

Wal ȬMart?ȱ

 

Hints

1.ȱ     Areasȱ toȱbeȱ analysedȱ couldȱ includeȱlabourȱ costs,ȱ corporateȱ overheads,ȱ

andȱsupplyȱchainȱefficiencies,ȱetc.ȱ

2.ȱ     Youȱ couldȱ considerȱ aspectsȱ relatingȱ to,ȱ forȱexample,ȱ labourȱ costs,ȱ emȬ

ployeeȱturnover,ȱandȱlawsuitȱinvolvements.ȱ

3.ȱ     Dimensionsȱsuchȱ asȱ quality,ȱ service,ȱproductȱ selection,ȱ storeȱ locations,ȱ

convenience,ȱcustomerȱsegmentation,ȱandȱpossiblyȱevenȱpriceȱcompetiȬ tionȱcouldȱbeȱinvolvedȱinȱtheȱanalysis.ȱ
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Chapter 10 

 

Instore Marketing 

 

The purpose of this Chapter is to highlight the importance of the store environment as part of the retail marketing mix. Options for store layout, the determinants and influ-ence of store atmosphere and the allocation of space to merchandise are described. 

 

Relevance of Instore Marketing                          ȱ

Forȱallȱformsȱofȱretailingȱ–ȱstoreȱ retailingȱasȱwellȱ asȱnonȬstoreȱretailingȱsuchȱ    ȱ asȱ Internetȱshopsȱ –ȱtheȱstoreȱenvironmentȱ isȱ amongȱ theȱ mostȱ importantȱdeȬ    ȱ terminants ȱofȱstoreȱchoiceȱbyȱbuyers.ȱItȱalsoȱexertsȱaȱveryȱstrongȱinfluenceȱonȱ    ȱ shoppingȱ behaviourȱ inȱ theȱ store.ȱ Manyȱ buyingȱ decisionsȱ areȱ madeȱ atȱ theȱ   ȱ pointȬofȬsale,ȱ soȱ thatȱ professionalȱ marketingȱ inȱ theȱ storeȱ canȱ increaseȱ salesȱ    ȱ tremendously,ȱforȱexample,ȱbyȱpushingȱimpulseȱpurchases.ȱInstoreȱmarketingȱ   ȱ refersȱtoȱtheȱuseȱofȱinformationȱandȱcommunicationȬrelatedȱretailȱmarketingȱ    ȱ instruments ȱ withinȱ theȱ outletsȱ ofȱ aȱ retailer.ȱ Itȱ includesȱ theȱ structureȱ ofȱ theȱ    ȱ storeȱandȱ itsȱbasicȱ layout,ȱtheȱ presentationȱ ofȱgoodsȱandȱallocationȱofȱ spaceȱ    ȱ toȱ theȱ merchandise,ȱ andȱ allȱmeasuresȱ forȱinfluencingȱ theȱ storeȱ atmosphere,ȱ    ȱ includingȱinstoreȱ eventsȱ(GröppelȬKleinȱ2006,ȱp.ȱ673).ȱVisualȱ merchandisingȱisȱ    Visualȱ aȱ termȱ frequentlyȱ usedȱ inȱ theȱ contextȱ ofȱ instoreȱ marketing.ȱ Itȱ refersȱ toȱ theȱ Merchandisingȱ

wayȱproductsȱareȱpresentedȱinȱaȱretailȱoutlet.ȱWhileȱthisȱexpressionȱhasȱbeenȱ usedȱ withȱ aȱ focusȱ onȱ merchandiseȱ displayȱ (e.g.ȱ theȱchoiceȱ ofȱ fixturesȱ toȱ beȱ usedȱ andȱ theȱ methodȱ ofȱ productȱ presentation),ȱ itȱ relatesȱ toȱ overallȱ storeȱ design,ȱstoreȱlayoutȱ andȱ otherȱ facetsȱ ofȱ theȱstoreȱenvironmentȱ (Varleyȱ2006,ȱ pp. ȱ182Ȭ183).ȱTherefore,ȱitȱisȱoftenȱusedȱsynonymouslyȱwithȱtheȱdesignȱcomȬ ponentȱofȱinstoreȱmarketing.ȱȱ

Twoȱbasicȱobjectivesȱofȱinstoreȱmarketingȱareȱ Objectivesȱ

� � toȱ facilitateȱtheȱ searchȱ processȱforȱ customers,ȱ i.e.ȱ toȱ designȱ theȱ storeȱ forȱ Marketing  ofȱInstoreȱȱ

ȱ

easyȱinternalȱorientation,ȱandȱ

� � toȱ createȱ aȱ positiveȱ storeȱ atmosphere,ȱ i.e.ȱ toȱ evokeȱ aȱ positiveȱ emotionalȱ

stateȱofȱmindȱinȱconsumersȱwhileȱvisitingȱtheȱstore.ȱ

Bothȱ aspectsȱ areȱ importantȱ toȱ differentȱ degreesȱ inȱ differentȱ storesȱ andȱ forȱ differentȱ consumerȱ segments.ȱ Basically,ȱ aȱ distinctionȱ canȱ beȱ madeȱ betweenȱ twoȱ differentȱ typesȱ ofȱ shoppingȱ processesȱ andȱ motivesȱ (Levy/Weitzȱ 2007,ȱ p.ȱ512):ȱ
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�   ȱ       ȱ ȱ   ȱ     ȱ ȱ    ȱ     ȱ    ȱ   ȱ      ȱ         ȱ � task completion , i.e. the motive to buy items that are needed (utilitarian

motives)ȱ

� recreationalȱ shopping,ȱ i.e.ȱ spendingȱ leisureȱ timeȱ shoppingȱ andȱ browsingȱ

throughȱstoresȱ(hedonicȱmotives).ȱ

Whenȱtargetingȱtaskȱcompletion,ȱtheȱretailer’sȱfocusȱisȱmainlyȱonȱeasyȱorienȬ tationȱ andȱ supportingȱ theȱ consumerȱ searchȱ process.ȱ Whenȱ approachingȱ recreationalȱshoppers,ȱhowever,ȱtheȱeffortsȱareȱshiftedȱ towardsȱstoreȱ atmosȬ phere.ȱ Instoreȱmarketingȱ alwaysȱ hasȱtoȱ considerȱ bothȱ aspects.ȱ Evenȱ inȱ eveȬ rydayȱroutineȱ shoppingȱ forȱtaskȱcompletion,ȱstoreȱ atmosphereȱisȱimportant,ȱ becauseȱitȱcanȱpositivelyȱinfluenceȱtheȱcustomer’sȱmood.ȱAlso,ȱinȱrecreationalȱ shopping,ȱ easyȱ orientationȱ playsȱ aȱ role,ȱ becauseȱ consumersȱ shouldȱ notȱ beȱ confused,ȱbutȱfeelȱsecureȱandȱselfȬconfidentȱinȱtheȱshoppingȱsituation.ȱ

 

Instore Marketing and Consumer Behaviour  

ȱ      Theȱ modelȱ mostȱ frequentlyȱ usedȱ toȱ explainȱ theȱ influenceȱ ofȱ storeȱ environȬ ȱ      mentȱ onȱ customerȱ behaviourȱ wasȱ developedȱ byȱ Donovanȱ andȱ Rossiterȱ

Environmentalȱ   (1982),ȱbasedȱonȱearlierȱcontributionsȱonȱenvironmentalȱ psychology.ȱ TheyȱconȬ

Psychologyȱ   cludeȱthatȱtheȱ stimuliȱpresentedȱinȱtheȱstoreȱandȱtheȱpersonalityȱvariablesȱofȱ

theȱ customersȱactȱtogetherȱtoȱ influenceȱ theȱ affectiveȱ andȱcognitiveȱ responseȱ ofȱ customersȱ toȱ theȱ storeȱ environment.ȱ Theyȱ foundȱ thatȱ twoȱ mainȱ dimenȬ sionsȱhaveȱtoȱbeȱconsideredȱasȱintermediatingȱvariablesȱwhenȱevaluatingȱtheȱ effectsȱofȱstoreȱenvironment:ȱ

� pleasureȱ(whichȱrefersȱtoȱtheȱlevelȱofȱpositiveȱemotions)ȱ

� arousalȱ(whichȱrefersȱtoȱtheȱfeelingsȱofȱexcitementȱandȱstimulation).ȱ

Together, ȱ theseȱ twoȱ dimensionsȱ affectȱ theȱ responseȱ behaviourȱ ofȱ theȱ cusȬ tomer, ȱthatȱis,ȱtheȱdegreeȱofȱapproachȱbehaviourȱorȱavoidanceȱbehaviour.ȱStudiesȱ haveȱfrequentlyȱ shownȱthatȱwithȱincreasingȱpleasure,ȱ theȱdurationȱ ofȱ aȱstoreȱ visit,ȱ amountȱofȱunplannedȱpurchasing,ȱwillingnessȱtoȱtalkȱtoȱstoreȱemployȬ eesȱasȱwellȱasȱ theȱ reȬvisitȱintentionsȱrise.ȱArousalȱ isȱ aȱconstructȱwithȱoptimalȱ levels. ȱVeryȱlowȱlevelsȱofȱarousalȱresultȱinȱ aȱlackȱofȱ interest,ȱveryȱhighȱlevelsȱ ofȱ arousalȱ canȱ leadȱ toȱ “panic”ȱ andȱ leadȱ aȱ consumerȱ toȱ avoidȱ aȱ storeȱ orȱ toȱ leaveȱ aȱ storeȱ asȱ fastȱ asȱ possible.ȱ Whileȱ thisȱ seldomȱ occursȱ inȱ marketing,ȱ crowdedȱ situationsȱ asȱ inȱ summerȬendȱ salesȱ orȱonȱopeningȱ daysȱ mayȱ createȱ thisȱ levelȱ ofȱ arousal.ȱ Thus,ȱ theȱ interiorȱ designȱ ofȱ theȱ storeȱ environmentȱ should ȱevokeȱ anȱ optimumȱlevelȱ ofȱcustomerȱarousal.ȱItȱ hasȱfrequentlyȱbeenȱ shownȱthatȱmoderateȱlevelsȱofȱarousalȱ(ifȱtheȱstoreȱenvironmentȱisȱperceivedȱ asȱ pleasant)ȱ correspondȱ positivelyȱ withȱ approachingȱ behaviour,ȱ i.e.ȱ aȱ positiveȱ responseȱ ofȱ theȱ customerȱ toȱ theȱ environmentȱ (GröppelȬKlein/Baunȱ 2001,ȱ pp.ȱ412Ȭ413).ȱȱ
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Theȱlevelȱofȱarousalȱisȱdeterminedȱlargelyȱbyȱtheȱinformationȱrateȱofȱtheȱstore,ȱ thatȱ is,ȱ theȱ noveltyȱ (theȱ unexpected,ȱ surprising,ȱ unfamiliarȱ inȱ anȱ environȬ ment)ȱandȱcomplexityȱ(theȱnumberȱ ofȱelements,ȱchangesȱ inȱ theȱ setting,ȱetc.)ȱ (Mehrabian/Russelȱ 1974)ȱ ofȱ theȱ totalȱ storeȱ environment.ȱ Arousalȱ theoryȱ impliesȱthatȱoptimalȱinformationȱratesȱcontainȱsomeȱnoveltyȱandȱsomeȱcomȬ plexityȱ whichȱ activateȱ theȱ consumer,ȱ butȱ alsoȱ includeȱ calmingȱ elements.ȱ Inȱ otherȱwords,ȱcomplexityȱandȱnoveltyȱareȱattenuatedȱbyȱgivingȱtheȱconsumerȱ familiarȱcuesȱandȱsigns.ȱ

 

Store Design and Store Layout 

A ȱstoreȱshouldȱbeȱplannedȱsoȱasȱtoȱ(consciouslyȱorȱunconsciously)ȱdirectȱtheȱ customerȱ flowȱ inȱ specificȱ patternsȱ whichȱ willȱ ensureȱ thatȱ theyȱ visitȱ certainȱ importantȱ merchandiseȱ areas.ȱ Thisȱ shouldȱ achieveȱ optimumȱ salesȬspaceȱ productivity,ȱandȱstimulateȱimpulseȱpurchases.ȱWithȱrespectȱtoȱtheȱconsumerȱ orientationȱ process,ȱ theȱretailȱ layoutȱ mustȱ beȱ easilyȱ comprehensibleȱsoȱ thatȱ customersȱ quicklyȱ understandȱ andȱ assimilateȱ theȱ routeȱ throughȱ theȱ merȬ chandiseȱ(Gilbertȱ2003,ȱp.ȱ129).ȱȱ

Oneȱ coreȱcomponentȱofȱtheȱstoreȬenvironmentȱdesignȱisȱtheȱmacroȱstructureȱ   Mentalȱ of ȱ elementsȱinȱtheȱstore,ȱi.e.ȱtheȱstoreȱlayout.ȱThisȱlayoutȱisȱrepresentedȱinterȬ     Mapsȱ nallyȱinȱconsumers’ȱmindsȱinȱsoȬcalledȱmentalȱmapsȱofȱaȱstore.ȱClearȱandȱwellȬ arrangedȱmentalȱmapsȱ ofȱ aȱstore,ȱ andȱknowledgeȱ ofȱ theȱlocationȱ ofȱ specificȱ products,ȱ categories,ȱ checkȬouts,ȱ etc.,ȱ haveȱ beenȱ foundȱ toȱ positivelyȱ influȬ ence ȱ theȱ customer’sȱ perceivedȱ shoppingȱ convenienceȱ (GröppelȬKleinȱ 2006,ȱ pp. ȱ680Ȭ681;ȱ Foxall/Hackettȱ 1992,ȱ pp.ȱ313Ȭ314).ȱ Forȱ theȱ creationȱ ofȱ strongȱ mentalȱmaps,ȱ i.e.ȱ theȱextentȱtoȱ whichȱaȱ storeȱisȱ easilyȱ cognitivelyȱ organisedȱ byȱaȱ consumer,ȱuseȱisȱmadeȱofȱorientationȱpointsȱandȱareasȱ inȱtheȱstore.ȱTheȱ designȱ ofȱ pathsȱ andȱ crossingsȱ ofȱ paths,ȱ appropriateȱ signage,ȱ differentȱ colȬ ours ȱ forȱdifferentȱsections,ȱescalators,ȱfloorȱmaterial,ȱetc.ȱ canȱ actȱasȱcluesȱforȱ customers. ȱSomeȱretailersȱ(e.g.ȱToysȱ‘R’ȱUsȱorȱXXXLutz)ȱsupportȱtheȱdevelop– mentȱ ofȱ cognitiveȱ mapsȱ byȱ theȱ provisionȱ ofȱ realȱ storeȱ mapsȱ inȱ whichȱ deȬ partmentsȱandȱpathsȱareȱrepresentedȱvisually.ȱȱ

Inȱ designingȱ theȱstoreȱ layout,ȱ theȱ retailerȱ hasȱ twoȱ basicȱ options,ȱwhichȱ canȱ    BasicȱTypesȱȱ also ȱ beȱ mixedȱ (seeȱ Figureȱ10.1;ȱ Gilbertȱ 2003,ȱ pp.ȱ124Ȭ125;ȱ Varleyȱ 2006,ȱ    ofȱStoreȱLayoutȱ pp. ȱ189Ȭ190;ȱLevy/Weitzȱ2007,ȱpp.ȱ495Ȭ497):ȱ

� � Aȱgridȱstoreȱ layoutȱ isȱ characterisedȱ byȱlongȱparallelȱ aisles,ȱwithȱmerchanȬ

diseȱonȱshelvesȱonȱbothȱsides.ȱ Thisȱlayoutȱchannelsȱcustomerȱflowȱ andȱ itȱ isȱ oftenȱ notȱ veryȱ stimulating,ȱ butȱ itȱ isȱ wellȱ suitedȱ forȱ shoppingȱ tripsȱ inȱ whichȱ customersȱ needȱ toȱ easilyȱ locateȱ certainȱ productsȱ andȱ basicallyȱ moveȱ throughȱ theȱ entireȱ store.ȱ SelfȬserviceȱisȱ ratherȱ easy,ȱ andȱ theȱ shopȬ pingȱ processȱforȱ customersȱoftenȱfastȱandȱ efficient.ȱSpaceȱisȱutilisedȱ toȱ aȱ
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largeȱextent.ȱSupermarkets,ȱdrugstoresȱandȱotherȱretailersȱofȱfastȬmovingȱ consumerȱgoodsȱnormallyȱadoptȱthisȱlayout.ȱ

� AȱfreeȬformȱlayoutȱ(alsoȱ calledȱfreeȬflowȱlayout)ȱfollowsȱanȱirregularȱpatternȱ

whichȱallowsȱcustomersȱaȱfreeȱchoiceȱofȱmovementȱinȱcertainȱareasȱofȱtheȱ storeȱ andȱ alongȱ certainȱ paths.ȱ Itȱ allowsȱ forȱ moreȱ relaxedȱ andȱ unregiȬ mentedȱ shopping.ȱHowever,ȱitȱmayȱrequireȱsalespersonsȱtoȱ aidȱ theȱ cusȬ tomerȱ toȱ findȱ certainȱ products.ȱ Thisȱ styleȱ isȱ foundȱ inȱ manyȱ clothingȱ stores.ȱ

There ȱ areȱ aȱ numberȱ ofȱ variationsȱ ofȱ theseȱ basicȱ types.ȱ Forȱ example,ȱ aȱ loopȱ layoutȱ (alsoȱ calledȱ racetrackȱ layout)ȱprovidesȱ aȱmajorȱ aisleȱthatȱloopsȱ aroundȱ theȱstoreȱtoȱguideȱcustomerȱtrafficȱaroundȱdifferentȱdepartmentsȱ(Levy/Weitzȱ 2007,ȱp.ȱ496).ȱWithinȱtheȱdepartments,ȱthereȱisȱusuallyȱaȱfreeȬformȱpattern.ȱInȱ anȱextremeȱcase,ȱaȱracetrackȱlayoutȱcanȱforceȱaȱfullyȱguidedȱcustomerȱflow.ȱThisȱ principleȱ isȱ oftenȱ appliedȱ byȱ IKEA,ȱ whereȱ customersȱ haveȱ toȱ followȱ oneȱ majorȱpathȱthroughȱtheȱentireȱstore,ȱwithȱfewȱpossibilitiesȱforȱshortȬcuts.ȱ

 

Figureȱ10.1ȱ    TwoȱBasicȱTypesȱofȱStoreȱLayoutsȱ
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Source:ȱAdaptedȱfromȱGilbertȱ2003,ȱpp.ȱ125Ȭ127.ȱ

 

Fixtureȱ    Inȱ combinationȱ withȱ certainȱ storeȱ layouts,ȱ theȱ fixturesȱ usedȱ alsoȱ vary.ȱ Theȱ

Typesȱ    mostȱimportantȱ fixtureȱ typesȱareȱgondolasȱ(shelves),ȱ roundȱfixturesȱ (e.g.ȱforȱ

hanging ȱclothes),ȱ tablesȱ (forȱstackedȱ clothes),ȱdumpȱbins,ȱbasketsȱ (forȱvegeȬ tables) ȱ andȱ closedȱ countersȱ (e.g.ȱ forȱ jewellery).ȱ Whileȱ theȱ gridȱ layoutȱ emȬ ploysȱmainlyȱgondolas,ȱfreeȬformȱlayoutsȱusuallyȱhaveȱaȱmixȱofȱmanyȱdifferȬ entȱtypesȱofȱfixtures.ȱ
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Grouping of Store Offerings 

Withinȱ theȱ storeȱ layout,ȱ merchandiseȱ isȱ groupedȱ togetherȱ inȱ sections,ȱ deȬ partments ȱ orȱaisles.ȱ Threeȱ principleȱ typesȱofȱ groupingsȱ areȱ commonlyȱ usedȱ by ȱretailers:ȱ

� � Withȱ aȱ itemȬorientedȱ presentation,ȱ theȱ mostȱ traditionalȱ wayȱ ofȱ displayingȱ

merchandise,ȱ productsȱ areȱ organisedȱ byȱ typesȱ ofȱ items,ȱ suchȱ as,ȱ forȱ aȱ fashionȱretailer,ȱoneȱareaȱforȱshoes,ȱoneȱareaȱforȱtrousersȱandȱoneȱareaȱforȱ shirts.ȱAȱDIYȱretailerȱmightȱ haveȱaȱshelfȱforȱpaintȬbrushes,ȱoneȱforȱpaint,ȱ oneȱforȱwallpapersȱandȱsoȱon.ȱWhileȱproductsȱareȱeasilyȱfoundȱwithȱsuchȱ aȱ concept,ȱ demandȱ interrelationshipsȱ areȱ notȱ consideredȱ andȱ thereforeȱ notȱexploitedȱfully.ȱ

� � Withȱ aȱ themeȬorientedȱ presentation,ȱ merchandiseȱ isȱ displayedȱ togetherȱ   ȱ

accordingȱtoȱ aȱ specificȱtheme,ȱ suchȱasȱ“livingȱinȱyourȱ home”ȱ (e.g.ȱ furniȬ    ȱ ture,ȱ lamps,ȱ rugs,ȱ andȱ accessories),ȱ “outdoor”ȱ (e.g.ȱ backpacks,ȱ outdoorȱ    ȱ clothes,ȱ tents,ȱ barbecueȱ grillsȱ andȱ specialȱ foodȱ products),ȱ “office”ȱ (e.g.ȱ    ȱ suits,ȱ shirts,ȱ andȱ executiveȱ briefcases).ȱ Sometimes,ȱ aȱ themeȬorientationȱ    ȱ canȱfollowȱaȱcertainȱlifestyleȱandȱdisplayȱallȱtheȱfashionȱinȱoneȱareaȱthatȱisȱ    ȱ associatedȱwithȱaȱcommonȱlifestyleȱsuchȱasȱhipȱhop,ȱ sophisticatedȱ careerȱ    ȱ women,ȱcasualȱandȱdenimȱstyle.ȱShortȬtermȱorȱseasonalȱ themesȱlikeȱHalȬ    ȱ loween,ȱ Christmas,ȱOlympicȱ Gamesȱ orȱtheȱ Soccerȱ Worldȱ Cupȱcanȱ influȬ    ȱ enceȱtheȱdecorationȱinȱallȱpartsȱofȱtheȱstoreȱbutȱalsoȱbeȱusedȱtoȱgroupȱcerȬ    ȱ tainȱ merchandiseȱ togetherȱ temporarily,ȱ oftenȱ inȱ aȱ specialȱ featureȱ area.ȱ    ȱ ThemeȬbasedȱpresentationsȱpromoteȱcrossȬsellingȱandȱcanȱsupportȱtheȱsoȬ    Solutionȱ lutionȱ sellingȱ ofȱ retailersȱ inȱ whichȱ productsȱ andȱ servicesȱ areȱ bundledȱ toȱ    Sellingȱ provideȱaȱfullȱproblemȱsolutionȱforȱcustomers.ȱExamplesȱareȱtools,ȱmateȬ rials,ȱ deliveryȱserviceȱandȱ evenȱ craftsmen’sȱservicesȱ inȱaȱ DIYȱ store.ȱ Skis,ȱ skiȱ shoes,ȱservicesȱlikeȱ waxingȱ andȱedgeȱsharpening,ȱskiingȱlessons,ȱskiȬ ingȱ clothesȱ andȱ travelȱ arrangementsȱ inȱ aȱ sportsȱ store,ȱ areȱ anotherȱ goodȱ example.ȱ

� � Withȱ aȱ brandȬorientedȱ presentation,ȱ productsȱ fromȱ aȱ certainȱ (manufacȬ

turer)ȱ brandȱ areȱ merchandisedȱ togetherȱ inȱ monoȬbrandȱ storeȱ areas.ȱ Inȱ aȱ fashionȱstore,ȱdifferentȱproductsȱsuchȱasȱshoes,ȱsuits,ȱshirts,ȱnecktiesȱfromȱ Bossȱ couldȱ beȱ groupedȱ togetherȱ inȱ oneȱ areaȱ andȱ theȱ equivalentȱ itemsȱ fromȱ Armaniȱ inȱ another.ȱ Often,ȱ aȱ brandȬorientedȱ presentationȱ takesȱ theȱ formȱofȱ aȱ shopȬinȬshopȱ(orȱ storeȬinȬtheȬstore),ȱaȱconceptȱ inȱwhichȱmerchanȬ diseȱofȱoneȱbrandȱisȱclearlyȱseparatedȱfromȱtheȱrestȱofȱ theȱstoreȱinȱaȱbouȬ tiqueȬlikeȱmanner.ȱThisȱtypeȱofȱboutiqueȱlayoutȱisȱsometimesȱconsideredȱaȱ variationȱ ofȱ theȱ freeȬformȱ storeȱ layoutȱ (McGoldrickȱ 2002,ȱ p.ȱ468).ȱ FreȬ quently,ȱthisȱtakesȱtheȱformȱofȱleasedȱspaceȱorȱaȱsoȬcalledȱconcessionȱstore,ȱinȱ whichȱanȱexternalȱcompanyȱ(oftenȱtheȱbrandȱmanufacturer)ȱoperatesȱthisȱ dedicatedȱ sellingȱ space,ȱ includingȱ theȱ coordinationȱ ofȱ merchandiseȱ mixȱ
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andȱ inventory,ȱ withȱ separateȱ checkȬoutȱ andȱ specialistȱ staffȱ (seeȱ alsoȱ Chapterȱ3).ȱBrandȱmanufacturersȱ oftenȱdesignȱtheirȱentireȱproductȱrangeȱ toȱ match.ȱ Brandȱ loyalȱ customersȱ buyȱ differentȱ productsȱ fromȱ theȱ sameȱ brand ȱ toȱ wearȱ orȱ consumeȱ together.ȱ A ȱ brandȬorientedȱ groupingȱ faciliȬ tatesȱsuchȱbuyingȱbehaviour.ȱLargeȱ departmentȱstores,ȱ suchȱasȱSaksȱFifthȱ Avenueȱ orȱ Selfridges,ȱ haveȱ traditionallyȱ employedȱ concessionȱ storesȱ forȱ such ȱ productsȱasȱcosmetics,ȱfashion,ȱ andȱ otherȱbrandȬdominatedȱ categoȬ ries.ȱInȱ thisȱ way,ȱ theyȱ actȱ asȱ aȱhouseȱ ofȱbrands.ȱTheȱ conceptȱ ofȱ aȱ shopȬinȬ shopȱhasȱrecentlyȱexpandedȱintoȱotherȱretailȱsectors,ȱsuchȱasȱTchiboȱstoresȱ inȱ supermarkets,ȱ TȬMobileȱ concessionȱ storesȱ inȱ electronicsȱ stores,ȱ StarȬ bucksȱinȱbookstoresȱorȱBoschȱstoresȱwithinȱDIYȱstores.ȱȱ

 

Store Design and Store Atmosphere 

Theȱ storeȱ atmosphereȱ refersȱ toȱ theȱ emotionalȱ responseȱ ofȱ customersȱ toȱ theȱ store ȱ interior.ȱ Itȱ isȱ thisȱ emotionalȱ stateȱ ofȱ mindȱ whichȱ influencesȱ shoppingȱ enjoymentȱandȱsubsequentȱshoppingȱbehaviourȱ(Berman/Evansȱ2007,ȱp.ȱ544;ȱ Varleyȱ2006,ȱp.ȱ166).ȱȱ

ȱ      Whileȱtheȱlayoutȱofȱtheȱstoreȱandȱtheȱarrangementȱtypeȱforȱtheȱgoodsȱareȱtheȱ ȱ      coreȱcomponents,ȱstoreȱ atmosphereȱ isȱcreatedȱbyȱ manyȱmoreȱ elements.ȱ Theȱ ȱ      atmosphereȱcreatedȱbyȱtheȱstoreȱenvironmentȱisȱinfluencedȱbyȱallȱmodalities;ȱ ȱ      theȱ consumerȱ perceivesȱtheȱstoreȱ environmentȱthroughȱallȱhisȱsenses.ȱTheseȱ

TheȱFiveȱSensesȱ    includeȱ(Gilbertȱ2003,ȱp.ȱ128;ȱMcGoldrickȱ2002,ȱpp.ȱ460Ȭ467):ȱ

� visualȱ elementsȱ (suchȱ asȱ colour,ȱ brightness,ȱ sizesȱ andȱ shapesȱ ofȱ fixturesȱ

andȱgoods,ȱfloors,ȱlookȱofȱsalespeople,ȱetc.)ȱ

� auralȱ elementsȱ (suchȱ asȱ backgroundȱ music,ȱ audioȱ advertisingȱ inȱ instoreȱ

radioȱorȱnoisesȱfromȱotherȱpeople)ȱ

� olfactoryȱ elementsȱ(i.e.ȱtheȱscentȱ inȱ theȱstore,ȱ e.g.ȱ perfumesȱ usedȱ inȱ clothȬ

ingȱstoresȱorȱtheȱsmellȱofȱaȱbakeryȱdepartmentȱinȱaȱsupermarket)ȱ

� tactileȱ elementsȱ (suchȱ asȱ theȱ materialȱ usedȱ forȱ floorsȱ orȱ theȱ sensationȱ ofȱ

touchingȱproducts)ȱ

� gustatoryȱelementsȱ(suchȱasȱfoodȱsamplesȱinȱaȱsupermarket,ȱcoffeeȱservedȱ

inȱaȱbookstoreȱorȱchampagneȱservedȱinȱanȱeliteȱboutique).ȱȱ

Coloursȱ   Visualȱelements,ȱinȱparticular,ȱhaveȱbeenȱusedȱsystematicallyȱforȱinfluencingȱ

consumers,ȱandȱespeciallyȱcolours.ȱȱ

Colourȱ psychologyȱ isȱ appliedȱ toȱ theȱ storeȱ design.ȱ Examplesȱ ofȱ differentȱ psyȬ chologicalȱ effectsȱ ofȱ colourȱ includeȱ (Varleyȱ 2006,ȱ pp.ȱ166Ȭ167;ȱ Hurthȱ 2006,ȱ pp.ȱ140Ȭ141):ȱ
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� � Whiteȱandȱblueȱappearȱcalm,ȱcoolȱandȱclean.ȱ

� � Redȱ(similarȱ orangeȱandȱ yellow)ȱhasȱ beenȱ shownȱtoȱbeȱ veryȱstimulatingȱ

andȱarousingȱandȱtoȱevokeȱsensationsȱofȱwarmth,ȱaction,ȱsometimesȱevenȱ aggression.ȱ

� � Greenȱ isȱ regardedȱ asȱ restfulȱ andȱ stimulatesȱ associationsȱ withȱ lifeȱ andȱ

nature.ȱ

Some ȱ retailersȱ useȱaȱ specificȱ colourȱ inȱ theirȱbrandingȱ thatȱ theyȱ alsoȱ useȱ exȬ tensively ȱinȱtheȱstore.ȱ Forȱinstance,ȱTheȱBodyȱShopȱusesȱgreenȱ(whichȱemphaȬ sisesȱ itsȱ environmentalȱ claim),ȱ Saturnȱ usesȱ aȱ blueȱ andȱ orangeȱ combinationȱ (toȱ stressȱ itsȱ priceȬaggressiveȱ positioning),ȱBootsȱ hasȱ blueȱ andȱ whiteȱ (whichȱ strengthensȱitsȱimageȱ asȱ aȱ chemist),ȱandȱDouglasȱusesȱturquoiseȱ(toȱcommuȬ nicateȱaȱ luxuryȱimage).ȱ Onȱ theȱ otherȱ hand,ȱmanyȱ retailersȱpreferȱtoȱuseȱcolȬ ours ȱonlyȱsparselyȱinȱtheȱstore,ȱbecauseȱtheyȱcouldȱconflictȱwithȱtheȱcolourȱofȱ theȱgoodsȱsold,ȱwhichȱoftenȱchangeȱwithȱseasonsȱandȱfashions,ȱasȱinȱtheȱcaseȱ ofȱaȱclothingȱretailer.ȱ

Otherȱ sensualȱmodalitiesȱ areȱ plannedȱ toȱ someȱ extent,ȱ butȱtheirȱ effectȱ isȱselȬ dom ȱ consideredȱ systematically.ȱ However,ȱ soundȱ andȱ aromasȱ haveȱ beenȱ shownȱ toȱ influenceȱ customerȱ behaviourȱ andȱ mood,ȱ therebyȱ exertingȱ anȱ inȬ fluenceȱonȱpurchasingȱbehaviour.ȱ Slowȱmusic,ȱforȱinstance,ȱ encouragesȱpeoȬ pleȱ toȱmoveȱslowlyȱ andȱ spendȱ moreȱ timeȱ inȱ theȱ storeȱ (Berman/Evansȱ 2007,ȱ p.ȱ550),ȱ whileȱ fastȱ musicȱ causesȱ moreȱ arousalȱ andȱ feelingsȱ ofȱ excitement,ȱ which ȱ mightȱ leadȱ toȱ moreȱ vividȱ memoriesȱ ofȱ theȱ storeȱ andȱ aȱ moreȱ activeȱ shoppingȱbehaviour.ȱ

Storeȱ atmosphereȱ becomesȱ evenȱ moreȱ importantȱ withȱ theȱ trendȱ towardsȱ Experientialȱȱ

experiential ȱretailing.ȱThisȱrefersȱtoȱcreatingȱaȱretailȱenvironmentȱwhichȱoffersȱ    Retailingȱ a ȱ uniqueȱ andȱ memorableȱ sensoryȱ experience,ȱ inȱ orderȱ toȱconvertȱ shoppingȱ into ȱ anȱ interactive,ȱ enjoyableȱ andȱ excitingȱ experienceȱ forȱ theȱ customerȱ (Schmittȱ 1999),ȱ andȱ providesȱ aȱ coherentȱ overallȱ emotionalȱ profileȱ ofȱ theȱ store.ȱTheȱatmosphereȱisȱintendedȱtoȱ appealȱtoȱtheȱconsumerȱtrendsȱofȱseekȬ ingȱexcitingȱevents,ȱpursuingȱ stimulationȱ inȱ shoppingȱ andȱspendingȱ leisureȱ time ȱ goingȱ shopping.ȱ Whileȱ Disneyȱ Storeȱ orȱ Warnerȱ Brothers’ȱ Store,ȱ departȬ mentȱ storesȱ suchȱ asȱ Galeriesȱ Lafayetteȱ (seeȱ caseȱ studyȱ inȱ thisȱ Chapter),ȱ andȱ urbanȱentertainmentȱ centresȱ mightȱbeȱ consideredȱ prototypesȱofȱexperientialȱ retailing,ȱelementsȱofȱthisȱtrendȱareȱimportantȱforȱeveryȱretailer.ȱȱ

These ȱ trendsȱshowȱthatȱtheȱretailȱstore’sȱpotentialȱtoȱ provideȱpleasureȱisȱnotȱ    Retailȱ only ȱ achievedȱ throughȱ theȱ staticȱ physicalȱ facilitiesȱ ofȱ theȱ store,ȱ butȱ alsoȱ    Theatreȱ throughȱ eventsȱ inȱ theȱ storeȱ thatȱ canȱ beȱ usedȱ asȱ anȱ “experienceȱ stage”.ȱ Theȱ storeȱ isȱ thusȱ transformedȱ intoȱ anȱ interactiveȱ “retailȱ theatre”(McGoldrickȱ 2002,ȱ p.ȱ453).ȱ Possibleȱ eventsȱ thatȱ contributeȱ toȱ pleasantȱ andȱ entertainingȱ instoreȱ marketingȱ includeȱ cookingȱ lessonsȱ inȱ supermarkets,ȱ beautyȱ treatȬ
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mentsȱinȱ departmentȱ stores,ȱ fashionȱshowsȱ atȱapparelȱretailers,ȱliveȱappearȬ ancesȱ ofȱ artistsȱ inȱ musicȱ stores,ȱ orȱ soccerȱ tournamentsȱ inȱ frontȱ ofȱ aȱ sportsȱ store.ȱ

 

Store Design and Retail Branding 

ȱ      Storeȱdesignȱcanȱbeȱanȱimportantȱelementȱofȱaȱretailȱbrandingȱstrategy,ȱsinceȱ ȱ      itȱ exertsȱ anȱ allȬembracingȱ influenceȱ onȱ theȱ customer.ȱ Theȱ memoryȱ associaȬ ȱ      tionsȱ ofȱ consumersȱ thatȱ compriseȱ theȱ storeȱ image,ȱ canȱ beȱ influencedȱ byȱ aȱ

DirectȱBrandȱ    directȱbrandȱexperienceȱ(duringȱaȱstoreȱvisit),ȱinȱadditionȱtoȱindirectȱ experiȬ

Experienceȱ    ences,ȱ suchȱ asȱadvertisingȱ(Krishnanȱ1996,ȱp.ȱ394).ȱBecauseȱheȱcanȱ offerȱcusȬ

tomersȱ aȱ moreȱ extensiveȱ andȱ directȱ physicalȱ experienceȱ thanȱ theȱ manufacȬ turerȱ ofȱ aȱ product,ȱ aȱ retailerȱ isȱ betterȱ ableȱ toȱ relateȱ directlyȱ toȱ consumers,ȱ triggerȱoffȱintensiveȱemotionsȱandȱbuildȱvividȱmemories.ȱ

Thisȱeffectȱonȱtheȱretailȱbrandȱisȱespeciallyȱstrongȱwhenȱstoreȱdesignȱisȱaimedȱ at ȱ notȱ onlyȱ evokingȱ unspecificȱ positiveȱ emotionsȱ andȱ anȱ appealingȱ storeȱ atmosphere,ȱ leadingȱtoȱ aȱ pleasantȱ shoppingȱ experience,ȱ butȱ whenȱ theȱ storeȱ designȱrepresentsȱtheȱcoreȱofȱtheȱretailȱbrandȱandȱisȱusedȱtoȱdifferentiateȱtheȱ retailerȱ fromȱ itsȱ competitorsȱ (Morschettȱ 2006,ȱ pp.ȱ537Ȭ538).ȱ Theȱ applicationȱ ofȱ colourȱ hasȱ alreadyȱ beenȱ discussed,ȱ andȱ theȱ conceptȱ canȱ beȱ developedȱ further.ȱTheȱuniqueȱstoreȱdesignsȱofȱREIȱinȱtheȱUSA,ȱTheȱBodyȱShop,ȱSephora,ȱ Old ȱNavy,ȱ Boots,ȱ andȱLushȱ canȱ serveȱ asȱ conventionalȱexamples,ȱ butȱtheȱflagȬ shipȱstoresȱofȱmanufacturersȱ(seeȱChapterȱ3),ȱsuchȱasȱNikeTown,ȱNokiaȱstores,ȱ Apple ȱstores,ȱ Theȱ Houseȱ ofȱ Villeroyȱ &ȱ Boch,ȱ theȱ primeȱobjectiveȱ ofȱ whichȱisȱ toȱ strengthenȱ theȱ brand,ȱ illustrateȱ theȱ effectiveȱuseȱ ofȱ thisȱstrategyȱ evenȱ moreȱ cogently.ȱȱ

However,ȱnotȱonlyȱstoresȱfollowingȱtheȱapproachȱofȱexperientialȱretailingȱcanȱ useȱ theirȱstoreȱ designȱ toȱ conveyȱaȱ brandȱ messageȱ toȱ theirȱ customers.ȱ Hardȱ discounters ȱ suchȱ asȱ Aldiȱ andȱ Lidlȱ orȱ wholesaleȱ clubsȱ suchȱ asȱ Costco,ȱ followȱ theȱsameȱprinciple.ȱSimple,ȱbasicȱstores,ȱreducedȱtoȱtheȱbareȱessentials,ȱfloorsȱ andȱ shelvesȱ withȱ anȱ inexpensiveȱ appeal,ȱ presentingȱ theȱ goodsȱ inȱ cutȱ cardȬ boardȱboxesȱ andȱ onȱ pallets,ȱnoȱunnecessaryȱ decorationȱelementsȱ asȱ wellȱ asȱ theȱmodestȱandȱpragmaticȱexteriorȱdesignȱcommunicateȱtheseȱretailers’ȱmainȱ competitive ȱadvantageȱveryȱclearlyȱtoȱtheȱcustomer.ȱ

 

Space Allocation 

Spaceȱwithinȱstoresȱandȱonȱtheȱshelvesȱandȱ fixturesȱisȱaȱscarceȱresource.ȱTheȱ allocationȱ ofȱ storeȱ spaceȱ toȱ merchandiseȱ categoriesȱ asȱ wellȱ asȱ allocatingȱ shelfȬspaceȱ toȱ differentȱ productsȱ isȱ thereforeȱ aȱ crucialȱ processȱ forȱ retailers.ȱ Storeȱspaceȱrequiresȱheavyȱinvestment.ȱAppropriatelyȱallocatedȱmerchandiseȱ

 

216

Marketing Mix in Retailing Part III

isȱ anȱ importantȱdeterminantȱ ofȱtheȱproductivityȱofȱ theȱ relevantȱassets.ȱSpaceȱ    Spaceȱȱ productivityȱ isȱaȱcoefficientȱ thatȱisȱthusȱmeasuredȱbyȱmostȱretailersȱasȱpartȱofȱ Productivityȱ

theirȱoperationalȱcontrollingȱ(seeȱChapterȱ15).ȱItȱisȱtypicallyȱmeasuredȱinȱsalesȱ perȱ squareȱ metreȱ orȱ salesȱ perȱ linearȱ metre.ȱ Retailersȱ thatȱ displayȱ mostȱ ofȱ theirȱ merchandiseȱ onȱ freeȬstandingȱ fixturesȱ usuallyȱ useȱ squareȱ metres,ȱ whileȱ retailersȱ thatȱ displayȱ mostȱ ofȱ theirȱ merchandiseȱ onȱ shelvesȱ preferȱ toȱ useȱ length,ȱ i.e.ȱ salesȱ perȱ linearȱ metre,ȱ toȱ assessȱ spaceȱ productivityȱ (Levy/Weitzȱ 2007,ȱp.ȱ503).ȱȱ

Theȱdecisionȱonȱhowȱmuchȱspaceȱtoȱallocateȱtoȱaȱcertainȱproductȱorȱcategoryȱ isȱ influencedȱ byȱaȱ numberȱofȱ variables.ȱAȱveryȱsimpleȱ ruleȱofȱ thumbȱisȱthatȱ shareȱ ofȱ spaceȱ isȱ allocatedȱ accordingȱ toȱ shareȱ ofȱ sales.ȱ However,ȱ otherȱ deȬ terminants,ȱ suchȱ asȱ productȱ profitability,ȱ potentialȱ toȱ enhanceȱ storeȱ traffic,ȱ demandȱ interrelationships,ȱ retailȱ brandȱ positioning,ȱ categoryȱ roleȱ (e.g.ȱ desȬ tinationȱ categoriesȱvs.ȱroutineȱcategories),ȱdisplayȱneedsȱ(e.g.ȱphysicalȱcharȬ acteristicsȱofȱtheȱproducts,ȱsuchȱasȱwatchesȱvs.ȱbicycles),ȱandȱinventoryȱturnȬ overȱ(dueȱtoȱrestockingȱconsiderations),ȱareȱalsoȱconsideredȱfrequently.ȱ

Anȱimportantȱcoefficientȱforȱdeterminingȱspaceȱallocationȱisȱspaceȱelasticityȱofȱ    SpaceȱElasticityȱ demand ȱ (similarȱtoȱ theȱfrequentlyȱ usedȱcoefficientȱpriceȱ elasticity;ȱ seeȱ ChapȬ    of ȱDemandȱ terȱ9).ȱ Spaceȱ elasticityȱ ofȱ demandȱ measuresȱ theȱ responsivenessȱ ofȱ quantityȱ demandedȱ toȱ aȱ changeȱ inȱsalesȱ spaceȱ andȱisȱ definedȱ asȱtheȱ ratioȱofȱ relativeȱ changeȱ inȱ unitȱ salesȱ (orȱ changeȱ inȱ theȱ turnover)ȱ toȱ relativeȱ changeȱ inȱ shelfȱ space. ȱAverageȱ spaceȱelasticityȱ hasȱ beenȱfoundȱ toȱbeȱ aboutȱ0.2,ȱsoȱ thatȱ douȬ blingȱ theȱ spaceȱ allocatedȱ toȱ aȱ productȱ wouldȱ increaseȱ salesȱ byȱ 20ȱ%.ȱ HowȬ ever,ȱ theȱ rateȱ ofȱ changeȱ isȱ veryȱ differentȱ forȱ differentȱproducts.ȱ Figuresȱ beȬ tweenȱ0.6ȱatȱtheȱhighȱ endȱ (e.g.ȱ forȱfruitȱ andȱvegetables)ȱ andȱcloseȱtoȱzeroȱatȱ the ȱlowȱendȱ(forȱmanyȱfashionȱproducts,ȱmaybeȱdueȱtoȱaȱnegativeȱimpactȱonȱ the ȱ exclusivenessȱwithȱ increasingȱsalesȱspace)ȱareȱreportedȱfromȱ studies.ȱAsȱ withȱ manyȱ output/inputȱ ratios,ȱ aȱ decliningȱ marginalȱ returnȱ onȱ additionalȱ spaceȱisȱlikelyȱ(McGoldrickȱ2002,ȱpp.ȱ478Ȭ479).ȱȱ

However,ȱ notȱ salesȱ butȱ profitȱ isȱ toȱ beȱ maximised,ȱ hence,ȱ spaceȱ elasticityȱ ofȱ    SpaceȱElasticityȱȱ profit,ȱdefinedȱasȱtheȱrelativeȱchangeȱinȱprofitȱinȱrelationȱtoȱaȱrelativeȱchangeȱ    ofȱProfitȱ inȱ spaceȱ allocated,ȱ couldȱ serveȱ asȱ anȱ efficiencyȬenhancingȱ coefficient.ȱ Inȱ orderȱtoȱobtainȱanȱoptimum,ȱtheȱspaceȱallocatedȱtoȱallȱproductsȱorȱcategoriesȱ mustȱleadȱtoȱtheȱsameȱmarginalȱspaceȱelasticityȱofȱprofits.ȱOtherwise,ȱallocatȬ ingȱmoreȱ spaceȱtoȱaȱproductȱwithȱhigherȱmarginalȱspaceȱ elasticityȱofȱprofitsȱ atȱ theȱ expenseȱ ofȱ aȱ productȱ withȱ aȱ lowerȱ coefficientȱ wouldȱ increaseȱ totalȱ storeȱprofits.ȱOnȱtheȱotherȱhand,ȱwithȱcategoryȱmanagementȱ(seeȱChapterȱ8),ȱ theȱ consumerȱ perspectiveȱ isȱ emphasisedȱ moreȱ andȱ allocatingȱ spaceȱ onlyȱ withȱ shortȬtermȱ profitȱ maximisationȱ inȱ mindȱmightȱ notȱ influenceȱcustomerȱ satisfactionȱ andȱ customerȱ loyaltyȱ positively,ȱ i.e.ȱ theȱ needsȱ ofȱ theȱ customerȱ also ȱhaveȱtoȱbeȱconsideredȱ(Varleyȱ2006,ȱp.ȱ152).ȱȱ
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HighlyȱValuableȱ   Spaceȱ allocationȱ alsoȱ needsȱ toȱ beȱ basedȱ onȱ theȱ qualityȱ ofȱ space.ȱAreasȱ inȱ aȱ

StoreȱAreasȱ    storeȱareȱnotȱtraffickedȱequallyȱbyȱcustomers,ȱtheȱspeedȱwithȱwhichȱ customȬ

ersȱpassȱthroughȱdifferentȱareasȱvaries,ȱandȱcertainȱareasȱofȱtheȱstoreȱ(orȱonȱaȱ shelf)ȱ drawȱ moreȱ attentionȱ thanȱ others.ȱAccordingly,ȱ placementȱ hasȱ aȱ proȬ foundȱ impactȱ onȱ salesȱ success.ȱ Someȱ examplesȱ ofȱ valuableȱ storeȱ andȱ shelfȱ areasȱ areȱ(Varleyȱ 2006,ȱ p.ȱ185,ȱ p.ȱ191,ȱ pp.ȱ147Ȭ148;ȱ Levy/Weitzȱ 2007,ȱ pp.ȱ501Ȭ 504;ȱBerman/Evansȱ2007,ȱp.ȱ555;ȱHurthȱ2006,ȱpp.ȱ122Ȭ129):ȱ

� areasȱ atȱ theȱ entranceȱ ofȱ theȱ store,ȱ especiallyȱ theȱ firstȱ shelfȱ orȱ otherȱ fixȬ

turesȱthatȱcustomersȱfaceȱimmediatelyȱafterȱenteringȱtheȱstoreȱȱ

� groundȬlevelȱ spaceȱ asȱ comparedȱ toȱ otherȱ floors,ȱ whichȱ evenȱ resultsȱ inȱ

very ȱdifferentȱlevelsȱofȱrentȱforȱdifferentȱfloorsȱ

� endȱcapsȱofȱgondolas,ȱwhichȱareȱusuallyȱhighlyȱ visibleȱ–ȱevenȱforȱpeopleȱ

whoȱdoȱnotȱenterȱintoȱanȱaisleȱ

� featureȱdisplays/specialȱ displaysȱ(e.g.ȱoffȬshelfȱdisplaysȱinȱaȱ supermarket),ȱ

whichȱexertȱanȱ additionalȱ impactȱandȱ areȱ employedȱ toȱhighlightȱ certainȱ products,ȱandȱnewȱproductȱintroductionsȱ

� theȱ checkȬoutȱ area,ȱ sinceȱallȱcustomersȱhaveȱ toȱpassȱthroughȱ itȱ andȱmayȱ

haveȱtoȱqueueȱatȱtheȱtillȱ(whichȱmakesȱthisȱaȱpreferredȱspaceȱforȱimpulseȱ items)ȱ

� eyeȬlevelȱonȱshelves,ȱtheȱcentreȱofȱtheȱshelfȱandȱȬȱsinceȱcustomersȱinȱWestȬ

ern ȱculturesȱusuallyȱlookȱatȱitemsȱfromȱtheȱleftȱtoȱtheȱrightȱȬȱshelfȬspaceȱatȱ the ȱrightȱsideȱofȱtheȱshelfȱcomparedȱtoȱthatȱonȱtheȱleft.ȱ

 

Space Allocation Software 

Theȱ taskȱ ofȱ spaceȱ allocationȱ isȱ oftenȱ basedȱ onȱ simpleȱ rulesȱ ofȱ thumbȱ andȱ experience.ȱ Yet,ȱ theȱ complexityȱ ofȱ influenceȱ factorsȱ hasȱ madeȱ itȱ aȱ fieldȱ inȱ whichȱ optimisationȱ softwareȱ wasȱ alreadyȱ developedȱdecadesȱ ago.ȱ Withȱ theȱ riseȱ ofȱ retailȱinformationȱsystems,ȱ scannerȱdataȱ atȱ checkȬoutsȱ andȱevenȱperȬ sonalisedȱ loyaltyȱ cardȱ data,ȱ theseȱ systemsȱ canȱ nowȱ storeȱ anȱ immenseȱ amountȱofȱdata.ȱȱ

Spaceȱ optimisationȱ softwareȱusesȱ informationȱ onȱ theȱ specificȱ productsȱ(e.g.ȱ productȱ costs,ȱ sizeȱ ofȱ product,ȱ variations),ȱ generalȱ informationȱ onȱ spaceȱ productivityȱ inȱ differentȱ areasȱ ofȱ theȱ storeȱ andȱ onȱ theȱ shelf,ȱ orȱ theȱ specificȱ market ȱ(e.g.ȱdemographicsȱinȱtheȱcatchmentȱarea).ȱItȱcalculatesȱeffectȱmetricsȱ (suchȱ asȱ spaceȱ elasticity)ȱ andȱ demandȱ interdependenciesȱ fromȱ pastȱ salesȱ dataȱ orȱ theȱ toolsȱ integrateȱ estimationsȱ (e.g.ȱ fromȱ experiments).ȱ Companyȱ strategy ȱ (suchȱ asȱ categoryȱ roleȱ orȱ inventoryȱ targets)ȱ isȱ alsoȱ consideredȱ andȱ all ȱvariablesȱareȱappliedȱinȱaȱmultivariateȱmodelȱtoȱgenerateȱsuggestionsȱforȱ
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anȱ optimalȱ storeȬspaceȱ andȱ shelfȬspaceȱ allocation.ȱ Twoȱ ofȱ theȱ mostȱ comȬ monly ȱ usedȱ softwareȱ toolsȱ forȱ theȱ optimisationȱ ofȱ spaceȱ allocationȱ areȱ Spacemanȱ fromȱ A.C.ȱ Nielsenȱ andȱ Apolloȱ fromȱ Informationȱ Resourcesȱ Inc.ȱ (IRI).ȱ Typically,ȱ theȱ optimisationȱ resultsȱ areȱ displayedȱ inȱ aȱ planogram,ȱ whichȱ isȱ aȱ Planogramsȱ

visualȱrepresentationȱ ofȱ aȱ storeȱorȱaȱshelfȱwhichȱillustratesȱhowȱmanyȱprodȬ uctsȱofȱaȱspecificȱSKUȱshouldȱbeȱ putȱ onȱtheȱshelfȱandȱwhereȱ theyȱshouldȱbeȱ placed. ȱ Planogramsȱ areȱ alsoȱ usefulȱ forȱ storeȱ employeesȱ settingȱ upȱ andȱ reȬ stockingȱtheȱshelves,ȱ becauseȱtheyȱhelpȱstoreȱ employeesȱ toȱ complyȱwithȱ theȱ plannedȱspaceȱallocation.ȱ

 

Conclusion and Outlook 

Mostȱofȱtheȱvariousȱaspectsȱofȱstoreȱdesign,ȱstoreȱlayoutȱandȱspaceȱallocationȱ discussedȱ inȱ thisȱ Chapterȱ applyȱ notȱonlyȱ toȱstoreȱretailing,ȱ butȱ–ȱ atȱ leastȱ toȱ some ȱ degreeȱ –ȱ toȱ allȱ typesȱ ofȱ retailers,ȱ includingȱ mailȬorderȱ retailersȱ andȱ Internetȱ stores.ȱ Spaceȱ isȱ alsoȱ preciousȱ inȱ theȱ mailȬorderȱ business,ȱ becauseȱ squareȱ metresȱ inȱ storesȱ areȱ analogousȱ toȱ spaceȱ onȱ theȱ pagesȱ ofȱ catalogues.ȱ Whileȱ cataloguesȱ cannotȱ offerȱ allȱ thatȱ “instore”ȱ marketingȱ canȱ achieve,ȱ beȬ causeȱtheyȱonlyȱdisplayȱtwoȬdimensional,ȱstaticȱ pictures,ȱInternetȱshopsȱcanȱ now ȱemployȱ methodsȱandȱapproachesȱthatȱareȱveryȱsimilarȱtoȱstoreȱmarketȬ ing.ȱEvenȱthoughȱproductsȱcannotȱbeȱtouchedȱinȱInternetȱshops,ȱtheȱmediumȱ hasȱotherȱbenefits.ȱInternetȱstoresȱcanȱbeȱcustomisedȱforȱspecificȱusers,ȱspaceȱ isȱ onlyȱ limitedȱ byȱ theȱ durationȱ ofȱ theȱ customer’sȱ visitȱ andȱ virtualȱ realityȱ means ȱthatȱconsumersȱcanȱbeȱprovidedȱwithȱdifferentȱpathsȱtoȱfindȱtheȱsameȱ product ȱ andȱ theȱ groupingȱ ofȱ storeȱ offeringsȱ canȱ followȱ severalȱ typesȱ ofȱ groupingsȱ simultaneouslyȱ (e.g.ȱ brandȬorientedȱ andȱ themeȬoriented).ȱ Withȱ digitalȱ salespersonsȱ (potentiallyȱ customised),ȱ threeȬdimensionalȱ viewsȱ onȱ products,ȱvirtualȱtryȬons,ȱsoundȱeffectsȱandȱmodernȱmonitors,ȱInternetȱshopsȱ haveȱmanyȱ instrumentsȱ availableȱforȱ creatingȱanȱ excitingȱandȱpleasantȱstoreȱ atmosphere. ȱȱ

Onȱtheȱotherȱhand,ȱoneȱmainȱmotiveȱforȱshoppingȱinȱtheȱInternetȱisȱeaseȱandȱ convenience.ȱTherefore,ȱInternetȱshopsȱshouldȱnotȱbeȱdesignedȱpurelyȱfromȱaȱ technicalȱ perspective,ȱ butȱ fromȱ theȱ consumerȱ perspective.ȱ Theȱ aimȱ shouldȱ not ȱbeȱ toȱ employȱallȱtechnicalȱ possibilitiesȱtoȱexciteȱtheȱcustomer,ȱbutȱ ratherȱ toȱ reduceȱ theȱ effortȱ ofȱ buyingȱ productsȱ (e.g.ȱ byȱ providingȱ shoppingȱ listsȱ fromȱpriorȱpurchases),ȱandȱsupportȱtheȱcustomer.ȱInȱotherȱwords,ȱtechnologyȱ shouldȱbeȱusedȱtoȱfacilitateȱshopping.ȱ

If ȱ aȱ retailerȱ employsȱ differentȱ retailȱ channels,ȱ coherenceȱ betweenȱ theȱ storeȱ atmospheres ȱinȱallȱchannelsȱisȱimportant.ȱSimilarityȱwithinȱtheȱappearanceȱofȱ aȱ multiȬchannelȱ retailerȱ hasȱ beenȱ foundȱ toȱ haveȱ aȱ positiveȱ influenceȱ onȱ conȬ sumerȱ attitudesȱ towardsȱ theȱ retailerȱ (SchrammȬKleinȱ 2003,ȱ pp.ȱ227Ȭ245).ȱ Consideringȱ theȱinfluenceȱ ofȱstoreȱatmosphereȱonȱtheȱretailȱ brand,ȱ similariȬ
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tiesȱbetweenȱdifferentȱretailȱformatsȱ ofȱ oneȱretailerȱseemȱtoȱbeȱ anȱ importantȱ factor.ȱ

 

Further Reading 

SCHMITT, ȱ B.ȱ (1999):ȱ Experientialȱ Marketing:ȱ Howȱ toȱ Getȱ Customersȱ toȱ Sense,ȱFeel,ȱThink,ȱAct,ȱNewȱYork.ȱ

 

Case Study: Galeries Lafayette 1

 

Profile, History, and Status Quo 

In ȱ1893,ȱThéophileȱ BaderȱfoundedȱGaleriesȱLafayetteȱ andȱinȱ1912,ȱtheȱfamousȱ flagshipȱ departmentȱ storeȱ (“grandȱ magasin”)ȱ onȱ Boulevardȱ Haussmannȱ inȱ Parisȱ wasȱopened.ȱ Itȱisȱ theȱ largestȱ ofȱtheȱtwelveȱ majorȱ departmentȱstoresȱ inȱ Paris.ȱ Theȱ Galeriesȱ Lafayetteȱ groupȱ presentlyȱ operatesȱ inȱ fourȱ businessȱ segȬ ments ȱ(seeȱFigureȱ10.2).ȱ

 

Figureȱ10.2ȱ    GaleriesȱLafayetteȱGroupȱ

 

Groupe Galeries

Lafayette

100 %              100 %               50 %                50 %

Galeries Lafayette         Bazar de l’Hôtel Department Stores/         de Ville (BHV)             Monoprix                 LaSer Nouvelles Galeries       Department Stores

LaSer Loyalty           COFINOGA

ȱ

 

In ȱ2005,ȱgroupȱturnoverȱtotalledȱ4,493ȱmillionȱEUR,ȱupȱ0.7ȱ%ȱfromȱtheȱpreviȬ ous ȱ year.ȱ Aroundȱ 35,000ȱ employeesȱ workȱ inȱ theȱ group’sȱ 422ȱ storesȱ andȱ 56ȱ affiliates.ȱGaleriesȱLafayetteȇsȱtotalȱsurfaceȱareaȱofȱnearlyȱ500,000ȱm2ȱincludesȱaȱ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱ    usedȱ    forȱ    thisȱ    caseȱ    studyȱ    includeȱ    theȱ    webȱ    sitesȱ

http://www.galerieslafayette.fr,ȱ http//www.groupgalerieslafayette.fr,ȱ http://www.ȱ laser.fr,ȱhttp://www.galeriesȬlafayette.de,ȱvariousȱpressȱreleases,ȱpresentationsȱandȱ annualȱreportsȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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numberȱ ofȱ outstandingȱ features,ȱ suchȱ asȱ theȱ famousȱ neoȬByzantineȱ domeȱ built ȱinȱtheȱ19thȱcenturyȱatopȱtheȱbuildingȱonȱBoulevardȱHaussmann.ȱȱ

The ȱstoresȱoutsideȱParisȱareȱcentrallyȱlocatedȱinȱmajorȱcitiesȱacrossȱtheȱcounȬ try.ȱAȱbreakdownȱ ofȱ theȱgroup’sȱturnoverȱbyȱbusinessȱ segmentȱisȱasȱfollows:ȱ Galeriesȱ Lafayette:ȱ 31.8ȱ%,ȱ Bazarȱ deȱ l’Hôtelȱ deȱ Ville:ȱ 10.2ȱ %,ȱ Monoprix:ȱ 31.4ȱ%,ȱ LaSer: ȱ22.6ȱ%,ȱandȱothers:ȱ4ȱ%.ȱ

Inȱ accordanceȱ withȱ itsȱ formerȱ advertisingȱsloganȱ “Ilȱ seȱ passeȱ toujoursȱquelȬ queȱ choseȱ auxȱ Galeriesȱ Lafayette!”ȱ (“Somethingȱ isȱ alwaysȱ happeningȱ atȱ Galeriesȱ Lafayette!”),ȱ aȱ numberȱ ofȱ Galeriesȱ Lafayetteȱ subȬbrandsȱ haveȱ beenȱ createdȱinȱParis,ȱwhichȱharnessȱtheȱstrengthȱofȱtheȱoriginalȱbrand:ȱ

� � LafayetteȱHommeȱ(2001)ȱ–ȱmen’sȱapparelȱ

� � LafayetteȱGourmetȱ(2002)ȱ–ȱfoodȱȱ

� � LafayetteȱMaisonȱ(2004)ȱ–ȱdecorationȱandȱhomeȱimprovementȱ

� � LafayetteȱV.O.ȱ(2004)ȱ–ȱkidsȱandȱteenagers.ȱ

InȱParis,ȱtheȱ soȬcalledȱ Haussmann,ȱHomme,ȱ Gourmet,ȱandȱMaisonȱ storesȱcoverȱ aȱ combinedȱtotalȱofȱ68,000ȱm2—theȱWesternȱworldȇsȱlargestȱ retailȱoutletȱandȱ Europeȇsȱbiggestȱstoreȱinȱtermsȱofȱsales.ȱ

Afterȱ theȱ withdrawalȱ fromȱ operationsȱ inȱ Tokyo,ȱ Moscow,ȱ Singapore,ȱ BangȬ kokȱ andȱ Newȱ York,ȱ currentlyȱ theȱ onlyȱ internationalȱ activityȱ isȱ theȱ Galeriesȱ Lafayette ȱdepartmentȱ storeȱinȱBerlin,ȱwithȱ itsȱfamousȱ glassȬfrontȱ architectureȱ onȱBerlinȱ Friedrichstraße.ȱ Theȱ storeȱ wasȱopenedȱinȱ 1996ȱandȱ tenȱyearsȱafterȱ itsȱ foundation,ȱ aboutȱ 250ȱ employeesȱ workȱ atȱ Galeriesȱ Lafayetteȱ Berlin,ȱ theȱ “secretȱ embassyȱ ofȱ France”,ȱ asȱ itȱ isȱ sometimesȱ called.ȱ Theȱ salesȱ areaȱ comȬ prisesȱ8,000ȱm2ȱonȱfiveȱfloors.ȱHowever,ȱsinceȱtheȱlaunchȱinȱ1996,ȱtheȱGaleriesȱ Lafayette ȱBerlinȱhasȱonlyȱrecentlyȱbeenȱableȱtoȱoperateȱprofitably.ȱ

Afterȱ quarrelsȱ betweenȱ theȱ formerȱ majorȱ shareholderȱ familiesȱ Meyerȱ andȱ Moulin,ȱ theȱ latterȱ andȱ theȱ Frenchȱ bankȱ BNPȱ Paribasȱ boughtȱ allȱ remainingȱ public ȱ sharesȱ ofȱ theȱ group.ȱ Asȱ aȱ result,ȱ Galeriesȱ Lafayetteȱ sharesȱ haveȱ noȱ longerȱbeenȱtradedȱonȱtheȱParisȱstockȱexchangeȱsinceȱJulyȱ2005.ȱȱ

Despiteȱthisȱnewȱownershipȱstructure,ȱtheȱgroup’sȱstrategyȱremainsȱbasedȱonȱ theȱfollowingȱfoundations:ȱ

� � departmentȱstoresȱ(GaleriesȱLafayette,ȱBHV)ȱ

� � cityȱcentreȱsupermarketsȱ(Monoprix)ȱ

� � consumerȱcreditsȱandȱcustomerȱloyaltyȱprogrammesȱ(LaSer).ȱ
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Instore Marketing Strategy at Galeries Lafayette – “Theme Worlds” 

Distinctȱȱ   WhenȱMarksȱ&ȱSpencerȱclosedȱitsȱParisȱstoreȱinȱ2001,ȱGaleriesȱLafayetteȱboughtȱ

ShoppingȱWorldsȱ   theȱ siteȱ andȱ builtȱ itsȱ homeȱ furnishingsȱ departmentȱ storeȱ Lafayetteȱ Maisonȱ

Sinceȱ2001ȱ    there.ȱ Thisȱ leftȱ theȱ basement,ȱ theȱ formerȱ homeȱ furnishingsȱ floorȱ atȱ theȱ

Haussmannȱempty,ȱwhereȱLafayetteȱ V.O.ȱ(forȱ“versionȱoriginale”),ȱaȱshoppingȱ worldȱ forȱ 12Ȭ25ȱ yearȬolds,ȱwasȱ established.ȱ Lafayetteȱ V.O.ȱ hasȱ ledȱtoȱ aȱ majorȱ rethinkȱinȱtheȱwayȱtheȱrestȱofȱtheȱstoreȱisȱmerchandised.ȱGaleriesȱLafayetteȱhasȱ alwaysȱ beenȱ aȱ “houseȱ ofȱ brands”ȱ andȱ aȱ “templeȱ ofȱ fashion”,ȱ butȱ hasȱ alsoȱ alwaysȱbeenȱperceivedȱasȱaȱplaceȱforȱtheȱhighȬendȱshopper.ȱToȱanȱextent,ȱthisȱ isȱ reinforcedȱ byȱ theȱ flagshipȱ store’sȱ belleȱ époqueȱ architectureȱ withȱ itsȱ stainedȬglassȱ dome,ȱ whichȱ hasȱ ledȱ toȱ theȱ impressionȱ ofȱ Galeriesȱ Lafayetteȱ beingȱtheȱ“grandeȱdameȱofȱParisȱretailing”ȱ(Ryanȱ2005).ȱSinceȱ2001,ȱhowever,ȱ theȱ “retailȱ renaissance”ȱ (Costelloȱ 2005,ȱ p.ȱ21)ȱ ofȱ Galeriesȱ Lafayetteȱ hasȱ beenȱ implemented, ȱ aimingȱ toȱ createȱ differentȱ shoppingȱ worldsȱ inȱ aȱ realȬlifeȱ exȬ perienceȱ insteadȱ ofȱ traditionalȱ departments.ȱ Galeriesȱ Lafayetteȱ isȱ tryingȱ toȱ evolveȱ fromȱ aȱ departmentȱ storeȱ intoȱ aȱ multiȬconceptȱ store,ȱ withȱ differentȱ specialised ȱconceptsȱunderȱoneȱsingleȱroofȱ(Roulleauȱ2006,ȱp.ȱ9).ȱThisȱholisticȱ instore ȱmarketingȱconceptȱisȱbasedȱonȱtheȱfollowingȱpillars:ȱ

� offeringȱ comprehensiveȱ “shoppingȱ worlds”ȱ revolvingȱ aroundȱ aȱ centralȱ

themeȱ includingȱ aȱ largeȱ numberȱ ofȱ brands,ȱ insteadȱ ofȱ conventionalȱ deȬ partmentsȱ

� eventsȱtoȱenhanceȱtheȱshoppingȱexperienceȱ

� highȱlevelȱofȱdynamicsȱinȱtermsȱofȱnewȱproductsȱandȱshortȬtermȱoffers.ȱ

 

Figureȱ10.3ȱ    „ShoppingȱWorlds“ȱatȱtheȱHaussmannȱ

 

7                       Terrace 6       Lafayette Mariage/Souvenirs de Paris/TV&Hi-fi 5                    Lafayette Enfant 4                    Luggage/Coats 3              Women’s – “mode séduction” 2              Women’s – “mode tendance” 1               Women’s – “mode créative” 0                       Beauty

-1                         Lafayette V.O.

ȱ
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Sinceȱthisȱmetamorphosis,ȱcustomersȱnoȱ longerȱ reallyȱ enterȱ aȱ shop,ȱbutȱ sevȬ eralȱdistinctȱworldsȱthatȱallowȱthemȱtoȱexperienceȱrealȬlifeȱsensations.ȱThisȱisȱ whatȱ theȱ companyȱ callsȱ itsȱ “newȱ spaces”.ȱ Itȱ isȱ aȱ worldȱ customersȱ visitȱ notȱ only ȱtoȱ buyȱgoods,ȱbutȱoneȱinȱwhichȱ theyȱcanȱtakeȱ partȱ inȱ aȱ realȬlifeȱexperiȬ ence.ȱȱ

Onȱitsȱsevenȱfloorsȱ(includingȱtheȱpatioȱonȱtheȱseventhȱfloor),ȱtheȱHaussmannȱ storeȱpresentsȱ itsȱsoȬcalledȱ“universes”ȱofȱfashion,ȱbeauty,ȱfood,ȱandȱleisure.ȱ Inȱ2005,ȱafterȱfourȱ yearsȱ ofȱ work,ȱ theȱflagshipȱ store’sȱfaceliftȱworthȱ 96.5ȱ milȬ lionȱUSDȱwasȱcompleted.ȱFigureȱ10.3ȱshowsȱtheȱstore’sȱcurrentȱdivisions.ȱ

Apartȱfromȱtheȱthreeȱfloorsȱcoveringȱanȱentireȱworldȱofȱwomen’sȱapparelȱforȱ differentȱ incomeȱ levelsȱ andȱ forȱ differentȱ shoppingȱ occasions,ȱ examplesȱ ofȱ otherȱthemeȱworldsȱincludeȱLafayetteȱEnfant,ȱtheȱstore’sȱbabyȱandȱkidsȱworld,ȱ the ȱ Beautyȱ worldȱandȱ theȱ fourthȱfloor,ȱwhichȱ isȱ homeȱ toȱraincoats,ȱ luggage,ȱ fursȱ andȱleathersȱ andȱ thusȱprovidesȱ “everythingȱ youȱneedȱ forȱyourȱ holidayȱ inȱEngland”ȱ (Ryanȱ2005).ȱTheseȱ worldsȱareȱcharacterisedȱbyȱtheȱgroupingȱofȱ aȱlargeȱvarietyȱofȱcomplementaryȱproducts,ȱoftenȱcontradictingȱconventionalȱ department ȱ storeȱ divisions.ȱ Inȱ theȱ courseȱ ofȱ theȱ store’sȱ remodelling,ȱ theȱ walkwaysȱ haveȱ beenȱ widened,ȱ somethingȱ thatȱ characterisesȱ eachȱ ofȱ theȱ floorsȱ andȱ createsȱ theȱimpressionȱ ofȱ moreȱspace,ȱwhichȱ improvesȱ theȱshopȬ pingȱ atmosphere.ȱInstoreȱ navigationalȱ signage,ȱ otherȱ thanȱ atȱ theȱ escalators,ȱ is ȱ largelyȱ redundant,ȱ owingȱ toȱ theȱ clarityȱ ofȱ theȱ shoppingȱ worlds’ȱ layoutȱ whichȱgroupsȱlogicallyȱcomplementaryȱproductsȱtogetherȱ(Ryanȱ2005).ȱ

Inȱ theȱ 1970s,ȱ Galeriesȱ Lafayetteȱ evolvedȱ fromȱ aȱ generalȱ merchandiseȱ departȬ    FashionȬOriented mentȱstoreȱintoȱaȱ departmentȱstoreȱ specialisingȱ inȱ fashion.ȱThisȱvocationȱ forȱ fashionȱhasȱbeenȱdemonstratedȱregularlyȱsinceȱ1980,ȱwhenȱtheȱfirstȱ“Festivalȱ deȱlaȱMode”,ȱ aȱrunwayȱfashionȱshowȱfreeȱofȱchargeȱandȱaȱrenownedȱtouristȱ attraction,ȱ wasȱ held.ȱ Thisȱ successfulȱ eventȱ hasȱ alsoȱ beenȱ replicatedȱ atȱ theȱ Berlinȱstoreȱ(Gebauerȱ2003,ȱpp.ȱ43Ȭ44).ȱ

 

Long-Term Instore Marketing: Basic Layout               ȱ

TheȱbasesȱofȱGaleriesȱLafayette’sȱholisticȱapproachȱofȱinstoreȱmarketingȱareȱtheȱ    Holisticȱȱ differentȱshoppingȱworlds,ȱwhetherȱintegratedȱinȱtheȱdifferentȱfloors,ȱsuchȱasȱ    Approachȱ Lafayette ȱ Enfantȱ orȱ Lafayetteȱ V.O.,ȱ orȱ inȱ theȱ caseȱ ofȱ freeȬstandingȱ buildings,ȱ such ȱ asȱ Lafayetteȱ Maisonȱ orȱ Lafayetteȱ Homme.ȱ Designedȱ forȱ aȱ longerȱ timeȱ frameȱ toȱ indulgeȱ customersȱ in,ȱ theyȱ areȱ nonethelessȱ subjectȱ toȱ changeȱ inȱ orderȱtoȱrespondȱtoȱcurrentȱtrends.ȱTheȱbasisȱforȱthisȱspecialisedȱapproachȱisȱ a ȱ detailedȱ analysisȱ ofȱ customerȱ lifestyles.ȱ Theȱ focalȱ pointȱ isȱ noȱ longerȱ theȱ product,ȱ butȱ theȱ customerȱ andȱ theȱ fullȱ varietyȱ ofȱ hisȱ potentialȱ needsȱ withȱ respectȱ toȱaȱparticularȱ aspectȱ ofȱhisȱlife.ȱExamplesȱ ofȱtheȱ currentȱ statusȱ quoȱ areȱdescribedȱbelow.ȱ
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Lafayette V.O. 

Lafayetteȱ V.O.,ȱ situatedȱ inȱ theȱ basementȱ atȱ theȱ Haussmannȱ store,ȱ offersȱ aȱ completeȱshoppingȱuniverseȱforȱ12Ȭ25ȱyearȬolds.ȱItȱmixesȱfashion,ȱmusicȱandȱ interiorȱdecorationȱintoȱaȱpermanentȱhappeningȱaccordingȱtoȱtheȱmotto:ȱ“Allȱ theȱ store’sȱ aȱ stage“ȱ (Faithfullȱ 2005).ȱ Beforeȱ theȱ officialȱ openingȱ inȱ 2004,ȱ theȱ groupȱ createdȱ aȱ fauxȱ webȱ siteȱ (www.streetȬchallenge.com)ȱ seeminglyȱ dealȬ ingȱ withȱ urbanȱ fashionȱ battles,ȱ withoutȱ revealingȱ itsȱ identityȱ inȱ orderȱ toȱ communicateȱwithȱtheȱclientele.ȱThisȱviralȱmarketingȱstrategyȱwasȱnecessary,ȱ becauseȱ theȱ youngȱ customerȱ segmentȱ hadȱ notȱ soȱ farȱ beenȱ attractedȱ toȱ theȱ departmentȱ storeȱ ofȱ theirȱ parent’sȱ generationȱ (Levequeȱ 2004).ȱ Theȱ conceptȱ hasȱprovenȱaȱgreatȱsuccessȱwithȱitsȱclientele.ȱFilledȱwithȱmusicȱandȱmarketedȱ forȱ theȱ tastesȱ ofȱ theȱ teenageȱ generation,ȱ Lafayetteȱ V.O.ȱ andȱ itsȱ salespeople,ȱ who ȱareȱofȱtheȱsameȱageȱandȱdressedȱlikeȱtheirȱcustomers,ȱ“couldȱmakeȱyouȱ almost ȱforgetȱyou’reȱinȱaȱdepartmentȱstore”ȱ(Faithfullȱ2005).ȱ

Ultraȱȱ   Throughoutȱitsȱ4,000ȱm2ȱspace,ȱtheȱassortmentȱisȱultraȱcustomisedȱtoȱmeetȱtheȱ

Customisedȱ   tasteȱ ofȱ 12Ȭ25ȱ yearȱ olds.ȱ ColourȬcodedȱ wallsȱ divideȱ upȱ theȱ floorȱ spaceȱ intoȱ

fourȱsectionsȱthemedȱaroundȱyouthȱlifestyle.ȱBesidesȱfashion,ȱwhichȱaccountsȱ forȱ 80ȱ%ȱ ofȱ theȱ assortment,ȱ V.O.ȱ sellsȱ cosmetics,ȱ cellȱ phones,ȱ videoȱ games,ȱ CDs,ȱvinyl,ȱbooks,ȱMangaȱart,ȱandȱstationery.ȱAboutȱ150ȱinternationalȱbrandsȱ areȱsold,ȱ appealingȱtoȱteenagersȱ fromȱallȱculturalȱbackgrounds.ȱ Theȱ realȬlifeȱ experienceȱisȱalsoȱconveyedȱviaȱaȱmultiȬfunctionalȱareaȱdevotedȱtoȱemergingȱ productȱ linesȱ suchȱ asȱ thoseȱ usingȱ sustainableȱ materials,ȱ andȱalsoȱ includingȱ small ȱexhibitions,ȱ installationsȱ byȱ localȱassociationsȱandȱaȱnearbyȱD.J.ȱboothȱ whereȱ rotatingȱ musiciansȱ performȱ liveȱ andȱ contributeȱ toȱ theȱ clubȬlikeȱ atȬ mosphereȱ (Faithfullȱ 2005).ȱ Otherȱ attractionsȱ includeȱ XXLȱ fittingȱ roomsȱ equippedȱ withȱ softȬdrinkȱ vendingȱ machines,ȱ displaysȱ thatȱ whirlȱ clothingȱ aroundȱonȱconveyorȱbelts,ȱimpromptuȱshowsȱforȱupȬandȬcomingȱartistsȱandȱ graphic ȱ designers,ȱ asȱ wellȱ asȱ aȱ restaurantȱ andȱ recreationȱ areaȱ(Marshȱ 2004,ȱ p.ȱ29).ȱ Theȱ conceptȱ isȱ everȱ changingȱ inȱ orderȱ toȱ adaptȱ toȱ theȱ fastȬmovingȱ lifestyleȱofȱitsȱclienteleȱandȱaimsȱtoȱprovideȱconstantȱnovelty,ȱlivelyȱemotions,ȱ andȱsurprise.ȱ

 

ȱ                                        Lafayette Enfant 

FirstȱConceptȱ    OnȱtheȱfifthȱfloorȱofȱGaleriesȱ Lafayette’sȱflagshipȱstore,ȱanȱentireȱconceptȱstoreȱ

Storeȱforȱȱ   dedicatedȱ toȱ childrenȱ fromȱ agesȱ 0Ȭ12ȱ wasȱ createdȱ inȱ 2005,ȱ shortlyȱ afterȱ theȱ Childrenȱ    realisationȱ ofȱ Lafayetteȱ V.O.ȱ Thus,ȱ Lafayetteȱ Enfant,ȱ whichȱ celebratedȱ itsȱ firstȱ

anniversaryȱ inȱ Marchȱ2006,ȱ fillsȱ whatȱ hadȱbeenȱanȱ ageȱgap.ȱ Itȱ wasȱ alsoȱ theȱ firstȱconceptȱstoreȱofȱitsȱkindȱdedicatedȱentirelyȱtoȱchildren.ȱ

Theȱ5,000ȱm2ȱspaceȱoffersȱanȱassortmentȱcoveringȱallȱcustomerȱneeds,ȱappealȬ ingȱandȱ appropriateȱ visualȱmerchandisingȱ asȱ wellȱ asȱdifferentȱ activities,ȱ allȱ
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aimingȱ atȱcreatingȱ aȱstrongȱrealȬlifeȱexperience.ȱ Theȱassortmentȱincludesȱtheȱ following ȱproductȱcategories:ȱapparelȱforȱnewborns,ȱtrendyȱfashionȱforȱboysȱ and ȱ girls,ȱ apparelȱ forȱ pregnantȱ women,ȱ decorativeȱ itemsȱ forȱ theȱ children’sȱ room, ȱ“boutiqueȱnaissance”ȱ(equipmentȱforȱnewborns)ȱandȱtoys.ȱ

SinceȱLafayetteȱEnfantȱstronglyȱemphasisesȱtheȱvarietyȱofȱitsȱassortment,ȱmoreȱ thanȱ85ȱbrandsȱcanȱbeȱpurchased,ȱrangingȱfromȱclassicȱbabyȱandȱkidsȱbrandsȱ (e.g.ȱ PetitȱBateau)ȱ toȱtrendyȱ fashionȱ labels,ȱ toȱ luxuryȱ brandsȱsuchȱ asȱ Diorȱ orȱ Lacroix. ȱAtȱtheȱ “boutiqueȱnaissance”,ȱshoppersȱcanȱalsoȱ createȱ aȱ giftȱ list,ȱ forȱ example,ȱforȱaȱbaptism.ȱTheȱlistȱisȱcomparableȱtoȱaȱweddingȱlistȱandȱcanȱalsoȱ beȱaccessedȱandȱmanagedȱonline.ȱ

Inȱ orderȱ toȱkeepȱtheȱ customers’ȱshoppingȱexperienceȱ upȬtoȬdate,ȱ theȱ assortȬ ment ȱ isȱ revisedȱ constantlyȱ andȱ newȱ brandsȱ areȱ added.ȱ Furthermore,ȱ atȱ “leȱ labo” ȱ(shortȱforȱlaboratory),ȱchildren’sȱapparelȱcreatedȱbyȱyoungȱdesignersȱisȱ soldȱexclusivelyȱatȱLafayetteȱEnfant.ȱ

Theȱ shoppingȱ ambianceȱ isȱdesignedȱtoȱ beȱ funȱ andȱ lively,ȱ inȱorderȱ toȱpleaseȱ theȱ specificȱ targetȱ group.ȱ Theȱ threeȱ metresȱ highȱ giantȱ rocketȱ rightȱ atȱ theȱ entranceȱ isȱ especiallyȱ appealingȱ toȱ youngȱ children.ȱ Sinceȱ Lafayetteȱ Enfantȱ seeksȱtoȱ pleaseȱnotȱonlyȱtheȱoffspring,ȱ butȱ theirȱparentsȱasȱwell,ȱfacilitiesȱareȱ providedȱ toȱoccupyȱ theȱ childrenȱ forȱ aȱ limitedȱ periodȱ ofȱtimeȱ underȱ theȱsuȬ pervisionȱofȱqualifiedȱemployees,ȱe.g.ȱaȱLegoȱatelierȱ(Mottezȱ2005).ȱ

Onȱtheȱ occasionȱofȱ LafayetteȱEnfant’sȱfirstȱ anniversary,ȱwhichȱwasȱcelebratedȱ throughȱFebruaryȱandȱ Marchȱ 2006,ȱ newȱ apparelȱ brandsȱ wereȱintroducedȱ toȱ stressȱtheȱnewnessȱofȱtheȱconceptȱstoreȱandȱaȱnumberȱofȱspecialȱeventsȱwereȱ heldȱ toȱ completeȱ theȱ shoppingȱ experience.ȱ Examplesȱofȱtheȱspecialȱ anniverȬ saryȱ eventsȱ included:ȱ treasureȱ huntsȱ organisedȱ atȱ Lafayetteȱ Enfant,ȱ makeupȱ and ȱcustomisedȱTȬshirtȱworkshopsȱandȱaȱchildren’sȱmenuȱformulatedȱsoȱthatȱ kidsȱ canȱ createȱ theirȱ ownȱ sandwiches.ȱ Additionally,ȱ itemsȱ forȱ children’sȱ birthdayȱ parties,ȱ suchȱ asȱ garlands,ȱ partyȱ favours,ȱ andȱ balloonsȱ haveȱ beenȱ addedȱtoȱtheȱbasicȱassortment.ȱ

 

Souvenirs Boutique 

Inȱ2006,ȱGaleriesȱ Lafayetteȱlaunchedȱaȱnewȱ400ȱ m2ȱspace,ȱ locatedȱonȱ theȱ sixthȱ floor ȱ andȱ dedicatedȱ entirelyȱ toȱ souvenirs.ȱ Eachȱ year,ȱ theȱ Haussmannȱ storeȱ sells ȱ moreȱ thanȱ 320,000ȱ souvenirȱ productsȱ (includingȱ 10,000ȱ Eiffelȱ Towerȱ models,ȱ 8,000ȱ fridgeȱ magnets,ȱ 5,000ȱ snowstormȱ globes,ȱ etc.)ȱ Inȱ reactionȱ toȱ thisȱ enormousȱ demandȱ forȱ souvenirȱ items,ȱ Galeriesȱ Lafayetteȱ hasȱ createdȱ aȱ whole ȱ worldȱ ofȱ souvenirsȱ forȱ theȱ touristȱ toȱ indulgeȱ in,ȱ includingȱ detailedȱ visualȱmerchandisingȱtoȱcreateȱtheȱdesiredȱatmosphere.ȱAllȱtheȱwindowsȱareȱ wideȱopenȱtoȱtheȱ dome.ȱAȱpanoramicȱcloth,ȱshowingȱtheȱroofsȱofȱParis,ȱcovȬ ersȱaȱwallȱonȱwhichȱshelvesȱareȱsuspended.ȱTheȱroofsȬofȬParisȱsceneryȱisȱalsoȱ
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usedȱasȱaȱthemeȱthroughoutȱtheȱboutique.ȱAfterȱclimbingȱtheȱstairs,ȱcustomȬ ersȱdiscoverȱtheȱamazingȱpanoramicȱviewȱfromȱtheȱterraceȱandȱhaveȱlunchȱatȱ theȱ restaurant,ȱ enjoyingȱ theȱ outstandingȱ 360°ȱ view.ȱ Inȱ orderȱ toȱ satisfyȱ theȱ manyȱ customerȱ demandsȱ andȱ requirements,ȱ andȱ toȱ offerȱ theȱ bestȱ visibilityȱ possible,ȱ theȱ followingȱ eightȱ largeȱ productȱ categoriesȱ shareȱ theȱ boutique:ȱ Galeries ȱ Lafayetteȱ Parisȱ (e.g.ȱ aȱ Galeriesȱ Lafayetteȱ collectionȱ ofȱ classicalȱ touristȱ souvenirsȱ suchȱ asȱ TȬshirtsȱ orȱ caps),ȱ Parisȱ Mode,ȱ (e.g.ȱ textileȱ productsȱ branded ȱ withȱ variousȱ Parisȱ themes),ȱ Parisȱ Patrimoineȱ (productsȱ reflectingȱ theȱ Frenchȱ wayȱ ofȱ lifeȱ (“savoirȱ vivre”),ȱ e.g.ȱ soapȱ fromȱ Marseilleȱ orȱ Perrierȱ andȱ Oranginaȱ bottles),ȱ Parisȱ Collectorȱ (e.g.ȱ mugs,ȱ flagȱ shapedȱ keyȱ rings,ȱ orȱ pens),ȱ Parisȱ Metroȱ (e.g.ȱ platesȱ printedȱ withȱ Metroȱ stationsȱorȱstreetȱ names),ȱ Paris ȱ Luxeȱ (e.g.ȱ Limogesȱ porcelain),ȱ Parisȱ Culturelȱ (e.g.ȱ typicallyȱ Frenchȱ books,ȱmusic,ȱcards),ȱandȱParisȱGourmandȱ(e.g.ȱwineȱorȱfoieȱgras).ȱ

 

Lafayette Maison 

Worldȱforȱȱ   Justȱ asȱ teenagersȱ haveȱ theirȱ ownȱ shoppingȱ worldȱ atȱ Lafayetteȱ V.O.,ȱ theȱ

HomeȱFashionsȱ   equivalentȱ forȱ theirȱparentsȱisȱ Lafayetteȱ Maison,ȱ whichȱusedȱtoȱ beȱintegratedȱ

inȱ theȱ Haussmannȱstore’sȱbasement.ȱAsȱtrendsȱ likeȱcocooningȱ haveȱ emerged,ȱ it ȱ grewȱ inȱ importanceȱ andȱ itȱ wasȱ outsourcedȱ intoȱ itsȱ ownȱ building.ȱ Theȱ 10,000ȱm2, ȱfiveȬlevelȱannexȱdedicatedȱtoȱhomeȱfashionsȱwasȱopenedȱinȱMarchȱ 2004ȱ andȱ isȱ alsoȱ situatedȱ onȱ Boulevardȱ Haussmann,ȱ acrossȱ fromȱ theȱ mainȱ store.ȱItȱ wasȱtheȱfirstȱdepartmentȱstoreȱtoȱopenȱonȱBoulevardȱHaussmannȱinȱ moreȱ thanȱ 30ȱ years.ȱ Theȱ conceptȱ underlyingȱ Lafayetteȱ Maisonȱ isȱ thatȱ whenȱ entering,ȱcustomersȱdoȱnotȱ feelȱlikeȱgoingȱintoȱaȱretailȱstore,ȱbutȱintoȱaȱ hugeȱ houseȱ instead.ȱ Accordingly,ȱ theȱ sellingȱ floorsȱ areȱ arrangedȱ accordingȱ toȱ residentialȱ activity,ȱ byȱ “livingȱ space”ȱ (Sloanȱ 2004,ȱ p.ȱ6).ȱ Cookingȱ isȱ onȱ theȱ lowerȱlevel,ȱpersonalȱ expressionȱitemsȱ andȱgiftsȱonȱ theȱgroundȱ floor,ȱdiningȱ products ȱonȱtheȱ firstȱfloor,ȱrelaxationȱ productsȱ inȱtheȱ loungeȱ onȱtheȱ secondȱ floor, ȱ andȱ theȱ sleepȱ shopȱ andȱ bathȱ shopȱ areȱ onȱ theȱ thirdȱ floorȱ (seeȱ Figureȱ 10.4).ȱTheȱofferȱrangesȱfromȱupscaleȱlinesȱtoȱaffordableȱgiftsȱandȱaccessories.ȱ

 

Figureȱ10.4ȱ    DepartmentsȱatȱLafayetteȱMaisonȱ

 

3                     Bed and Bath 2                     Living Room 1                     Dining Room 0               Presents/Decoration Articles-1                             Kitchen

ȱ
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Lafayette ȱMaisonȱ offersȱtheȱcompleteȱ rangeȱ ofȱ interiorȱ decorationȱandȱ “artȱdeȱ vivre” ȱ underȱ oneȱ roofȱ inȱ anȱexclusiveȱ atmosphere.ȱ Creatingȱ thisȱ requiredȱ aȱ 20ȱ monthȬconstructionȱ period.ȱ Onlyȱ theȱ façadeȱ ofȱ theȱ formerȱ Marksȱ &ȱ Spencerȱ siteȱ remainedȱ unchanged.ȱ Theȱ buildingȱ nowȱ hasȱ aȱ centralȱ atriumȱ containingȱeightȱ escalatorsȱ aboveȱwhichȱ aȱ glassȱ ceilingȱwasȱinstalled,ȱallowȬ ingȱnaturalȱlightȱtoȱilluminateȱtheȱinterior.ȱ

The ȱ conceptȱ ofȱmerchandisingȱthroughȱlivingȱ spaceȱ alsoȱ impliesȱ aȱ differentȱ Merchandisingȱ

arrangement ȱ ofȱ productsȱ thanȱ atȱ conventionalȱ departmentȱ stores.ȱ Forȱ inȬ    ThroughȱLivingȱ stance,ȱ unlikeȱ traditionalȱ departmentȱ stores,ȱ mattressesȱ areȱ offeredȱ onȱ theȱ    Spaceȱ bedȱandȱbathȱfloor,ȱwhichȱisȱaȱ logicalȱ moveȱinȱtermsȱofȱ theȱ underlyingȱconȬ ceptȱ(Sloanȱ 2004,ȱp.ȱ6).ȱThisȱrearrangementȱofȱ departments,ȱalongȱwithȱclearȱ signage,ȱwhichȱisȱaȱkeyȱelementȱinȱensuringȱeffectiveness,ȱhelpsȱtheȱcustomerȱ to ȱ findȱ theȱ rightȱ products.ȱ However,ȱ itȱ alsoȱ ensuresȱ thatȱ customersȱ lingerȱ andȱtakeȱtheirȱtime,ȱwhichȱencouragesȱimpulseȱpurchasesȱ(Baumȱ2006,ȱp.ȱ67).ȱ Furthermore,ȱsoȬcalledȱsurpriseȱelementsȱareȱdesignedȱtoȱstopȱandȱamuseȱtheȱ browsingȱcustomer.ȱAȱhugeȱcandleȬwaxȱbathtubȱsituatedȱonȱtheȱbedȱandȱbathȱ floor ȱisȱaȱgoodȱexampleȱ(Sloanȱ2004,ȱp.ȱ6).ȱ

Brandsȱandȱdesignerȱ boutiquesȱareȱconsideredȱessentialȱforȱcreatingȱaȱholisȬ tic,ȱ upmarketȱ shoppingȱ experience.ȱ Therefore,ȱ brandsȱ areȱ highlightedȱ throughoutȱ theȱ storeȱ andȱ inȱ theȱ sameȱ wayȱ inȱ orderȱ toȱ achieveȱ aȱ consistentȱ layout.ȱȱ

Inȱ orderȱ toȱ enhanceȱ theȱ shoppingȱ experienceȱ andȱ eventȬlikeȱ characterȱ ofȱ shoppingȱatȱLafayetteȱMaison,ȱaȱnumberȱofȱinstoreȱexhibitionsȱhaveȱbeenȱheld,ȱ suchȱ asȱ cookingȱ courses,ȱ launchesȱ forȱ severalȱ productȱ collections,ȱ aȱ deȬ signer’sȱ day,ȱ raisingȱ awarenessȱ forȱ fairȱ tradeȱ inȱ cooperationȱ withȱ UMAEȱ which ȱ worksȱwithȱcraftsmenȱfromȱAfricanȱcountries.ȱThereȱareȱalsoȱcountryȱ themes,ȱ whereȱ aȱ particularȱ culture,ȱ Brazil,ȱ India,ȱ orȱ Japan,ȱ forȱ example,ȱ isȱ representedȱacrossȱvariousȱareasȱincludingȱfoodȱ(Baumȱ2006,ȱp.ȱ67).ȱ

Furthermore,ȱ atȱ theȱ kitchenȱ department,ȱ chefsȱ regularlyȱ demonstrateȱ theirȱ    Constantȱȱ cookingȱ skillsȱ inȱ frontȱ ofȱ theȱ clientele.ȱ Cocktailȱ tastingȱ isȱ alsoȱ offeredȱ onȱ aȱ    Newnessȱ regularȱbasis.ȱTheȱaimȱofȱtheseȱinitiativesȱisȱtoȱprovideȱanȱauthentic,ȱrealȬlifeȱ experienceȱforȱcustomers.ȱInȱorderȱtoȱkeepȱcustomersȱcomingȱback,ȱtheȱstoreȱ isȱkeenȱtoȱgiveȱshoppersȱsomethingȱnewȱeveryȱtimeȱtheyȱvisit.ȱNewȱproductsȱ areȱhighlightedȱthroughoutȱtheȱstoreȱwithȱ“nouveau”ȱsigns.ȱFurthermore,ȱinȱ the ȱ middleȱ ofȱ eachȱ floorȱ area,ȱ thereȱ isȱ aȱ presentationȱ ofȱ currentȱ trendsȱ inȱ home ȱ furnishing,ȱintendedȱ toȱ inspireȱtheȱcustomersȱ (StoresȱandȱShopsȱ 2004,ȱ p.ȱ8).ȱSinceȱtheȱoneȱandȱaȱhalfȱyearȱexistenceȱofȱLafayetteȱMaison,ȱtwelveȱmajorȱ adaptationsȱ andȱ changesȱ haveȱ beenȱ implementedȱ inȱorderȱtoȱ achieveȱongoȬ ingȱinnovationȱandȱnewnessȱ(Roulleauȱ2006,ȱp.ȱ10).ȱ

Lafayette ȱMaisonȱ representsȱaȱ24.6ȱmillionȱUSDȱinvestmentȱforȱ GaleriesȱLafayȬ ette,ȱ whichȱallowedȱ theȱ retailerȱtoȱreinventȱitselfȱ asȱanȱeventȱshoppingȱdestiȬ
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nationȱ andȱ hasȱ alsoȱ madeȱ aȱ considerableȱ contributionȱ toȱ theȱ group’sȱ perȬ formance.ȱ Inȱ 2004,ȱ salesȱ roseȱ 7.4ȱ%,ȱ thanksȱ toȱ Lafayetteȱ Maisonȱ (Baumȱ 2006,ȱ p. ȱ68).ȱTwoȱyearsȱafterȱitsȱlaunch,ȱtheȱconceptȱhasȱprovenȱaȱsuccessȱandȱbeenȱ introducedȱinȱtenȱotherȱFrenchȱcitiesȱsoȱfar,ȱasȱsingleȱfloorsȱ inȱexistingȱGalerȬ ies ȱLafayetteȱstoresȱ(Baumȱ2006,ȱp.ȱ67).ȱThisȱsuccessȱhasȱbeenȱachievedȱmainlyȱ throughȱ theȱ realȬlifeȱ experienceȱ conceptȱ whichȱ “dramaticallyȱ breaksȱ awayȱ fromȱconventionalȱretailing”ȱ(Sloanȱ2004,ȱp.ȱ1).ȱ

 

Lighting

As ȱ aȱ majorȱ elementȱ ofȱ visualȱ merchandising,ȱ lightingȱ isȱ crucialȱ toȱ creatingȱ theȱappropriateȱatmosphereȱforȱtheȱrespectiveȱclienteleȱandȱisȱthereforeȱusedȱ inȱ allȱ Galeriesȱ Lafayetteȱ stores.ȱ Theȱ flagshipȱ storeȱ onȱ Boulevardȱ Haussmannȱ standsȱoutȱasȱtheȱprimeȱexample.ȱWhenȱtheȱlingerieȱdepartmentȱonȱtheȱthirdȱ floor ȱwasȱredesigned,ȱtheȱaimȱwasȱtoȱreinforceȱtheȱParisȱtheme,ȱasȱaȱcourtesyȱ toȱ theȱ foreignersȱ shoppingȱ atȱ Galeriesȱ Lafayetteȱ whoȱ stronglyȱ associateȱ theȱ storeȱwithȱ theȱFrenchȱ capital.ȱToȱaccomplishȱthis,ȱaȱ20ȱmetreȱstylisedȱreplicaȱ ofȱ theȱEiffelȱ Towerȱ wasȱ suspendedȱ underȱtheȱ buildingȇsȱ cupola.ȱInȱorderȱ toȱ achieveȱ aȱ dramaticȱeffect,ȱcanvasȱwasȱ stretchedȱbetweenȱdoubleȱrowsȱofȱ theȱ openȱbalconiesȱatȱtheȱtopȱtwoȱlevels,ȱilluminatedȱwithȱprojectedȱimages.ȱTheȱ floorsȱbeneathȱGaleriesȱ Lafayetteȇsȱdomeȱareȱequippedȱwithȱ colouredȱlightingȱ thatȱcontinuallyȱshiftsȱinȱtoneȱandȱaddȱtoȱtheȱvisualȱeffect.ȱ

AtȱLafayetteȱMaison,ȱlightȱplaysȱaȱcriticalȱroleȱinȱcreatingȱtheȱdesiredȱmodernȱ andȱsophisticatedȱatmosphereȱ(Sloanȱ2004,ȱp.ȱ1),ȱincludingȱbothȱnaturalȱlightȱ pouring ȱ throughȱ theȱ glassȱ ceilingȱ asȱ wellȱ asȱ artificialȱ lighting.ȱ Transparentȱ panelsȱ whichȱ haveȱ beenȱ turnedȱ intoȱaȱ lightingȱdesignȱ featureȱ wrapȱ aroundȱ theȱstaircaseȱatȱeachȱfloor.ȱCustomersȱridingȱonȱtheȱescalatorsȱandȱshoppingȱ inȱ theȱ departmentsȱ facingȱ theȱ atriumȱ canȱ seeȱ vistasȱ enhancedȱ byȱ colourfulȱ LEDȬilluminatedȱ visualȱ creations.ȱ Theȱ daylightȱ pouringȱ intoȱ allȱ theȱ sellingȱ floors ȱthroughȱ150ȱwindowsȱallowsȱcustomersȱtoȱexamineȱtheirȱselectionsȱinȱ bothȱ naturalȱ andȱ artificialȱ light.ȱFeatureȱ lightingȱforȱ displaysȱisȱsuppliedȱ byȱ adjustableȬheadȱ trackȱ andȱ individualȱ surfaceȬmountedȱ luminaries.ȱ MultiȬ headȱ flushȬmountedȱ fixturesȱ provideȱ additionalȱ ambientȱ illuminationȱ inȱ suchȱareasȱasȱstoreȱdirectoriesȱ(DisplayȱandȱDesignȱIdeasȱ2004).ȱ

 

Short-Term Instore Marketing: Regularly Varying Mottos

In ȱorderȱtoȱcontinuouslyȱrefreshȱtheȱcustomerȱshoppingȱexperienceȱatȱGalerȬ ies ȱ Lafayette,ȱ differentȱ shoppingȱ areasȱ focussingȱ onȱ oneȱ centralȱ mottoȱ areȱ introducedȱforȱaȱlimitedȱperiodȱofȱtime.ȱThisȱapproachȱstressesȱtheȱeventȬlikeȱ characterȱ ofȱ shoppingȱ atȱ theȱ departmentȱ storeȱ andȱ isȱ expectedȱtoȱ keepȱ cusȬ

 

228

Marketing Mix in Retailing Part III

tomersȱ comingȱ back,ȱ becauseȱ ofȱ theirȱ desireȱ toȱ indulgeȱ constantlyȱ inȱ newȱ shoppingȱ experiences.ȱ Theȱ installationȱ ofȱ aȱ newȱ shoppingȱ themeȱ isȱ alwaysȱ accompaniedȱbyȱpressȱreleasesȱandȱadvertisingȱinȱvariousȱmedia.ȱ

AnȱexampleȱofȱaȱshortȬtermȱ mottoȱwereȱtheȱthreeȱweeksȱinȱAprilȱ2006ȱdediȬ    LosȱAngelesȱ catedȱtoȱtheȱthemeȱofȱLosȱAngelesȱFashion.ȱTheȱentireȱstoreȱwasȱdedicatedȱandȱ    Fashionȱ redecoratedȱtoȱfitȱtheȱ LosȱAngelesȱtheme.ȱThisȱrangedȱfromȱfakeȱnailsȱinȱtheȱ beauty ȱ departmentȱ andȱ typicallyȱ Americanȱ brandsȱ suchȱ asȱ Tupperwareȱ orȱ KitchenȱAidȱshowcasingȱtheȱ“AmericanȱWayȱofȱLife”ȱatȱLafayetteȱMaisonȱtoȱtheȱ women’sȱ floorsȱandȱLafayetteȱHommeȱofferingȱ aȱ largeȱvarietyȱofȱL.A.ȱlifestyleȱ brandsȱlikeȱGuess,ȱAmericanȱApparelȱorȱRockȱ&ȱRepublic.ȱFurthermore,ȱnumerȬ ousȱactivitiesȱsupportedȱtheȱretailer’sȱattemptȱtoȱcreateȱaȱrealȬlifeȱLosȱAngelesȱ atmosphere, ȱsuchȱas:ȱ

� � anȱexhibitionȱofȱFenderȱguitarsȱaccompaniedȱbyȱfreeȱmasterȱclassȱsessionsȱ

� � aȱ“LittleȱWhiteȱWeddingȱChapel”ȱatȱtheȱweddingȱboutiqueȱ

� � beautyȱmakeoversȱandȱaȱtanningȱcentreȱ

� � aȱmotorcycleȱtourȱonȱaȱHarleyȱDavidson.ȱ

Theȱ eventȱ wasȱroundedȱ offȱbyȱ cheerleadersȱandȱ marchingȱbandsȱ inȱfrontȱ ofȱ GaleriesȱLafayetteȱ announcingȱtheȱLosȱAngelesȱFashionȱweeksȱ(Foremanȱ2006,ȱ p.ȱ10).ȱ

Anotherȱ exampleȱ ofȱ shortȬtermȱ instoreȱ marketingȱ isȱ Valentine’sȱ Day,ȱ onȱ Valentine’s  ȱDayȱ

whichȱ Galeriesȱ Lafayetteȱ regularlyȱ offersȱ aȱ numberȱ ofȱ relatedȱ productsȱ andȱ servicesȱ inȱorderȱ toȱ attractȱ customers.ȱAdditionally,ȱ activitiesȱ includeȱ creatȬ ingȱValentine’sȱDayȱcards,ȱbeautyȱtreatments,ȱorȱaȱthemeȱdinnerȱ“Casanova”ȱ atȱLafayetteȱGourmet,ȱaccompaniedȱbyȱaȱtheatreȱperformance.ȱȱ

 

Summary and Outlook 

Inȱ 2004,ȱ Galeriesȱ Lafayetteȱ definedȱ itsȱ challengesȱ forȱ achievingȱ theȱ performȬ anceȱneededȱtoȱplayȱaȱdominantȱroleȱinȱtheȱexpectedȱconsolidationȱprocessȱofȱ Europe’s ȱ departmentȱ stores:ȱ clearȱ positioningȱ ofȱ retailȱ brandsȱ andȱ formats,ȱ proactiveȱsellingȱstrategy,ȱplannedȱclosureȱofȱstructurallyȱlossȬmakingȱstores,ȱ strategiesȱ forȱ improvingȱ costȱ structures,ȱ optimisationȱ ofȱ capitalȱ employedȱ andȱ cohesiveȱ management.ȱ Accordingȱ toȱ Philippeȱ Houzé,ȱ theȱ Chairmanȱ ofȱ theȱ Executiveȱ Managementȱ Boardȱ ofȱ Galeriesȱ Lafayette,ȱ twoȱ conditionsȱ areȱ necessaryȱinȱorderȱtoȱguaranteeȱaȱpositiveȱfutureȱdevelopmentȱofȱdepartmentȱ stores.ȱ Inȱ general,ȱ theȱ storesȱhaveȱ sufferedȱ severelyȱasȱ aȱ resultȱ ofȱ customerȱ priceȱ sensitivityȱ andȱ newȱ formatsȱ suchȱ asȱ categoryȱ killers.ȱ Theseȱ factorsȱ createȱ theȱ needȱ forȱ aȱ criticalȱmassȱ andȱ toȱ reinventȱ andȱ innovateȱ constantly.ȱ Thatȱ isȱ whyȱ theȱ groupȱ makesȱ everyȱ effortȱ toȱ reactȱ constantlyȱ toȱ theȱ latestȱ
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marketȱtrendsȱ andȱ adaptȱitsȱconceptsȱ accordinglyȱ (Houzéȱ 2006).ȱToȱ achieveȱ growthȱinȱtheȱfuture,ȱGaleriesȱLafayetteȱwillȱcontinueȱitsȱstrategyȱofȱtransformȬ ing ȱitselfȱintoȱaȱspecialised,ȱmultiȬconceptȱstoreȱunderȱoneȱroof.ȱPossibleȱnewȱ worldsȱincludeȱsports,ȱleisureȱandȱaccessories/jewellery.ȱ

TheȱsuccessȱofȱLafayetteȱMaisonȱisȱgenerallyȱregardedȱlikelyȱtoȱbeȱexportedȱtoȱ otherȱ Europeanȱ countriesȱ andȱ possiblyȱ alsoȱ toȱ theȱ Farȱ Eastȱ (Baumȱ 2006,ȱ p. ȱ67).ȱSoȱfar,ȱtheȱgroupȱhasȱalreadyȱbegunȱand/orȱ plansȱtoȱtransferȱitsȱLafayȬ ette ȱMaison,ȱLafayetteȱGourmetȱasȱwellȱasȱLafayetteȱV.O.ȱconceptsȱtoȱotherȱmajorȱ Frenchȱ cities.ȱ Furtherȱ expansionȱ plansȱ includeȱ theȱ openingȱ ofȱ additionalȱ storesȱ inȱ theȱ Parisȱ region,ȱ withȱ theȱ longȬtermȱ aimȱ ofȱ establishingȱ aȱ totalȱ ofȱ tenȱstoresȱinȱParis.ȱOtherȱrumoursȱincludeȱplansȱtoȱopenȱaȱstoreȱcomparableȱ toȱtheȱGaleriesȱLafayetteȱBerlinȱinȱAsiaȱ(TextilWirtschaftȱ2006,ȱp.ȱ54).ȱ

 

Questions

1.ȱ   Inȱtheȱcaseȱstudy,ȱnumerousȱexamplesȱofȱholisticȱinstoreȱ marketingȱwereȱ

discussed.ȱ Whatȱelementsȱ exactlyȱ constituteȱ aȱholisticȱinstoreȱ marketingȱ approach?ȱ

2.ȱ Forȱaȱdepartmentȱstore,ȱthereȱareȱthreeȱbasicȱwaysȱtoȱorganiseȱitsȱfloors.ȱItȱ

can ȱ beȱ structuredȱ eitherȱ asȱ aȱ classicȱ itemȬorientedȱ areaȱ withȱ traditionalȱ categoriesȱ(suchȱ asȱtrousers,ȱ books,ȱorȱkitchenware),ȱ asȱaȱbrandȬorientedȱ shopȬinȬshopȱconceptȱorȱ byȱ meansȱ ofȱ differentȱthemeȱ worldsȱ suchȱ asȱatȱ Galeriesȱ Lafayette.ȱDescribeȱ theȱvariousȱadvantagesȱ andȱdisadvantagesȱ ofȱ theseȱconcepts.ȱ

3. ȱ Whyȱmayȱitȱbeȱattractiveȱ forȱaȱretailerȱsuchȱasȱaȱdepartmentȱstoreȱtoȱapȬ

plyȱ anȱ upmarketȱ andȱ expensiveȱ holisticȱ instoreȱ marketingȱ approach,ȱ whereasȱ discountersȱ andȱ categoryȱ killersȱ keepȱ onȱ gainingȱ marketȱshareȱ withȱanȱextremelyȱsimpleȱandȱreducedȱstoreȱlayout?ȱ

 

Hints

1.ȱ   SeeȱLevy/Weitzȱ2007ȱforȱaȱdetailedȱdescriptionȱofȱtheȱvariousȱelementsȱofȱ

storeȱdesign.ȱ

2.ȱ Seeȱ caseȱstudyȱ Espritȱ inȱ Chapterȱ3ȱ forȱ shopȬinȬshopȱ concepts,ȱ asȱ wellȱ asȱ

theȱsectionȱ“GroupingȱofȱStoreȱOfferings”ȱinȱthisȱChapter.ȱ

3.ȱ   Seeȱ Chaptersȱ 1ȱ andȱ2ȱ asȱ wellȱ asȱ Berman/Evansȱ 2007ȱ forȱ aȱ discussionȱ ofȱ

retailȱformats.ȱȱ

ȱ
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Chapter 11 

 

Customer Relationship Management 

 

Building enduring relationships with customers has become a prime strategic objective of retail marketing. The purpose of this Chapter is to explain the new paradigm of relationship marketing and to introduce the underlying principles of customer value, the relationship lifecycle and the constructs of customer loyalty and customer satisfac-tion. In retailing, loyalty programmes are manifestations of customer relationship management.

 

Relationship Marketing as New Paradigm                 ȱ

Traditionally,ȱ marketingȱ hasȱ focussedȱ onȱ attractingȱ newȱ customersȱ forȱ aȱ    ȱ company.ȱToday,ȱ however,ȱ companiesȱrecogniseȱtheȱimportanceȱ ofȱ retainingȱ   ȱ currentȱ customersȱ byȱ formingȱ relationshipsȱ withȱ themȱ (Kotlerȱ etȱ al.ȱ 2002,ȱ    ȱ p.ȱ405).ȱ Thisȱ focusȱ onȱ relationshipsȱ buildsȱ onȱ theȱ premiseȱ thatȱ itȱ isȱ lessȱ exȬ    ȱ pensiveȱ toȱ marketȱ toȱ existingȱ customersȱ thanȱ toȱ acquireȱ newȱ onesȱ (ReichȬ    ȱ held/Sasserȱ1990).ȱRelationshipȱmarketing,ȱaȱtermȱusuallyȱ usedȱsynonymouslyȱ Relationshipȱ

withȱ customerȱ relationshipȱ managementȱ (CRM),ȱ involvesȱ establishing,ȱ mainȬ Marketingȱ

tainingȱ andȱ enhancingȱ longȬtermȱ relationshipsȱ withȱ customersȱ (MorȬ gan/Huntȱ1994).ȱȱ

Withȱ thisȱ perspective,ȱ theȱ manager’sȱ primaryȱ taskȱ isȱ toȱ identifyȱ profitableȱ andȱ nonȬprofitableȱ customers,ȱ focusȱ effortsȱ onȱ theȱ formerȱ andȱ balanceȱ theȱ cost ȱ ofȱ acquiringȱ andȱ retainingȱ customersȱ withȱ currentȱ andȱ potentialȱ reveȬ nueȱfromȱthoseȱcustomersȱ(Bechwati/Eshghiȱ2005,ȱp.ȱ88).ȱȱ

Inȱretailing,ȱadvancesȱinȱ ITȱ andȱ theȱspreadȱofȱloyaltyȱcardsȱ haveȱprovidedȱaȱ meansȱforȱretailersȱtoȱidentifyȱaȱparticularȱcustomerȱandȱtoȱcollectȱcustomerȬ specificȱdata,ȱthusȱenablingȱindividualisedȱmarketing.ȱȱ

Compared ȱtoȱotherȱindustries,ȱretailingȱhasȱtremendousȱadvantagesȱinȱCRM,ȱ sinceȱ itȱ isȱ inȱ directȱ contactȱ withȱ theȱ consumerȱ (Hansiota/Rukstalesȱ 2002,ȱ p.ȱ260).ȱ

Evenȱthoughȱtheȱmethodsȱproposedȱ forȱCRMȱareȱveryȱheterogeneous,ȱsomeȱ Principlesȱȱ

commonȱ andȱ underlyingȱ principlesȱ haveȱ emergedȱ (Homburg/Siebenȱ 2005,ȱ   ofȱCRMȱ p.ȱ437Ȭ438):ȱ
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�      ȱ       ȱ       ȱ    ȱ     ȱ     ȱ   ȱ      ȱ Ȭ � Customer information : Companies must gather reliable and detailed in

formationȱonȱtheirȱexistingȱandȱpotentialȱcustomers,ȱusuallyȱstoredȱinȱanȱ ITȬbasedȱcustomerȱdataȱbase.ȱ

� Individualisation/segmentation:ȱ A ȱ strongȱ customerȱ orientationȱ leadsȱ toȱ aȱ

targetedȱ approachȱ toȱ individualȱ customersȱ orȱ customerȱ segments,ȱ inȬ stead ȱofȱaȱstandardisedȱmassȱmarketȱapproachȱtoȱretailȱmarketing.ȱ

� Profitȱ orientation:ȱ Notȱ allȱ customersȱ areȱ treatedȱ equally.ȱ Rather,ȱ theyȱ areȱ

classifiedȱ andȱ prioritisedȱ inȱ termsȱ ofȱ theirȱ profitȱ potentialȱ forȱ theȱ comȬ pany.ȱInvestmentȱinȱcustomersȱisȱundertakenȱonȱ theȱbasisȱofȱtheirȱprofitȬ ability.ȱ

� Customerȱ interactionȱ andȱ integration:ȱ Insteadȱofȱ oneȬdirectionalȱ communiȬ

cationȱ (suchȱ asȱ traditionalȱ advertising),ȱ theȱ aimȱ isȱ toȱ achieveȱ aȱ twoȬ directionalȱ interactionȱ withȱ theȱ customer,ȱ includingȱ aȱ strongerȱ integraȬ tion ȱinȱtheȱvalueȬaddedȱprocess.ȱ

 

Customer Lifetime Value and Relationship Lifecycle 

ȱ      Inȱ theȱ contextȱ ofȱ longȬtermȱ customerȱ relationships,ȱ loyalȱ customersȱ canȱ beȱ

Customersȱ   seenȱ asȱ anȱ enduringȱ assetȱ forȱ theȱ retailerȱ (Shuganȱ 2005,ȱ p.ȱ191).ȱ Customersȱ

asȱAssetsȱ    spendȱmoneyȱonȱcertainȱproductȱcategoriesȱnotȱjustȱonce,ȱbutȱgenerallyȱreguȬ

larly ȱ(weekly,ȱmonthly,ȱyearly)ȱforȱtheȱrestȱofȱtheirȱlives.ȱSinceȱtheȱpurchasingȱ relationshipȱ mightȱ extendȱ overȱ manyȱ years,ȱ theȱ futureȱ revenueȱ streamȱ shouldȱbeȱdiscountedȱtoȱarriveȱatȱtheȱnetȱpresentȱvalueȱofȱfutureȱcashȱflow.ȱIfȱ aȱ singleȱ customerȱspendsȱ400ȱ EURȱ onȱ clothingȱ eachȱ 6ȱ months,ȱ theȱnetȱ preȬ sentȱvalueȱaccruesȱtoȱ aboutȱ15,000ȱ EURȱ betweenȱ theȱ agesȱ ofȱ15ȱandȱ 75ȱ (atȱ aȱ discountȱrateȱofȱ5ȱ%).ȱȱ

Customerȱ   Customerȱlifetimeȱvalueȱ(CLV),ȱtheȱquantifiedȱvalueȱofȱaȱcustomer,ȱhasȱbecomeȱ

LifetimeȱValueȱ    aȱ prominentȱ conceptȱ withȱ theȱ riseȱ ofȱ CRM.ȱ CLVȱ isȱ theȱ differenceȱ betweenȱ

whatȱitȱcostsȱtoȱacquire,ȱservice,ȱandȱretainȱaȱcustomerȱandȱtheȱrevenueȱgenȬ eratedȱbyȱthatȱ customerȱoverȱtheȱtotalȱdurationȱofȱtheȱrelationshipȱwithȱhimȱ (Bechwati/Eshghi ȱ2005,ȱp.ȱ88).ȱTheȱformulaȱforȱCLVȱinȱitsȱsimplestȱformȱis:ȱ

 

(1)                 t            t CLV ( 1

¦ n   (R C ) ,ȱ

t    1                t i)

with ȱRtȱ=ȱ revenueȱearnedȱ fromȱaȱparticularȱ customerȱinȱ theȱ yearȱt,ȱCtȱ =ȱcusȬ tomer Ȭspecificȱ costȱ inȱ theȱyearȱ t,ȱ iȱ =ȱ discountȱ rateȱ andȱ nȱ =ȱ durationȱ ofȱrelaȬ tionship.ȱȱ

However,ȱ theȱ mostȱ challengingȱ aspectȱ ofȱ estimatingȱ CLVȱ isȱ notȱ applyingȱ aȱ formula,ȱbutȱprojectingȱfutureȱrevenueȱandȱcost.ȱWhileȱthisȱwasȱveryȱcompliȬ catedȱ inȱtheȱpast,ȱitȱ hasȱsinceȱ becomeȱ aȱmoreȱ manageableȱ task,ȱbecauseȱ hisȬ
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toricalȱpurchasingȱdataȱforȱaȱspecificȱcustomer,ȱbasedȱonȱloyaltyȱcardȱdata,ȱisȱ availableȱandȱcanȱformȱaȱbetterȱbaseȱforȱprojection.ȱȱ

CLVȱcanȱbeȱ usedȱtoȱdevelopȱaȱprofileȱofȱhighȬvalueȱ customers,ȱ whichȱ canȱthenȱ    Applicationȱofȱ be ȱ appliedȱtoȱ focusȱ customerȱ acquisitionȱ effortsȱ onȱ similarȱ consumers.ȱCLVȱ    CustomerȱLifeȬ canȱ alsoȱ beȱ employedȱ toȱ categoriseȱ theȱ existingȱ customerȱ baseȱ intoȱ highȬ,ȱ meȬ    timeȱValueȱ diumȬ,ȱ andȱlowȬvalueȱ customers,ȱ whichȱ allowsȱ aȱ differentiationȱ ofȱ productȱ offersȱandȱservicesȱ accordingȱtoȱexpectedȱcustomerȱ valueȱ andȱ alsoȱprovidesȱ an ȱ objectiveȱ basisȱ forȱ directingȱ retentionȱ effortsȱ towardȱ higherȬvalueȱ cusȬ tomers.ȱ If,ȱ forȱ example,ȱ handlingȱ aȱ customerȱ complaintȱ costsȱ 500ȱ EURȱ andȱ theȱ lifetimeȱ revenueȱ valueȱ ofȱ thisȱ customerȱ isȱ 5,000ȱ EUR,ȱ itȱ mayȱ beȱ worthȱ investingȱtheȱmoney,ȱwhileȱforȱaȱcustomerȱwithȱaȱvalueȱofȱ300ȱEUR,ȱitȱmightȱ notȱbeȱ(Bechwati/Eshghiȱ2005,ȱp.ȱ89).ȱȱ

Theȱ monetaryȱ valueȱ ofȱ customerȱ loyaltyȱ originatesȱ fromȱ differentȱ compoȬ    Monetaryȱ nents.ȱHigherȱcommitmentȱtoȱaȱcompanyȱoftenȱleadsȱtoȱenhancedȱpurchasingȱ   Effectsȱofȱ frequency ȱ (i.e.ȱ moreȱ frequentȱ storeȱ visits),ȱ largerȱ shoppingȱ baskets,ȱ lowerȱ cusȬ     Loyaltyȱ tomer ȱpriceȱsensitivity,ȱandȱaȱstrongerȱresistanceȱtoȱcounterȱoffersȱfromȱcompetiȬ     ȱ tors.ȱ Loyalȱ customersȱ searchȱ lessȱforȱcompetingȱ productȱ andȱ serviceȱoffers.ȱ    ȱ Lowerȱmarketingȱ costsȱareȱ alsoȱ assumed,ȱ sinceȱtargetedȱmarketingȱisȱpossiȬ    ȱ bleȱ andȱ theȱ companyȱ acquiresȱ substantialȱ knowledgeȱ aboutȱ theȱ consumer,ȱ   ȱ makingȱ marketingȱ moreȱ efficient.ȱ CrossȬselling,ȱ whereȱ theȱ customerȱ buysȱ   ȱ additionalȱ productsȱ fromȱ theȱ company,ȱ andȱ upȬselling,ȱ whereȱ theȱ companyȱ   ȱ manages ȱ toȱ sellȱ higherȬvalueȱ productsȱ toȱ theȱ customer,ȱ areȱ usuallyȱ alsoȱ    ȱ achieved.ȱ Accordingly,ȱtheȱ marketingȱfocusȱ isȱ shiftedȱ fromȱ marketȱ shareȱ inȱ    ȱ specificȱ productȱ categoriesȱ toȱ increasedȱ shareȬofȬwalletȱ forȱ aȱ particularȱ cusȬ    ȱ tomerȱ (Uncles/Dowling/Hammondȱ 2003).ȱ Inȱ addition,ȱ nonȬmonetaryȱ benefitsȱ   NonȬMonetaryȱ also ȱaccrue.ȱMoreȱloyalȱcustomersȱareȱexpectedȱtoȱrecommendȱtheȱretailerȱtoȱ    EffectsȱofȱLoyaltyȱ friendsȱandȱrelativesȱandȱthisȱwordȬofȬmouthȱconstitutesȱeffectiveȱandȱefficientȱ marketingȱ communication.ȱ Loyalȱ customersȱ alsoȱ haveȱ anȱ informationȱ valueȱ forȱtheȱcompany,ȱsinceȱtheyȱmoreȱoftenȱcomplainȱwhenȱtheȱperformanceȱofȱaȱ companyȱdeteriorates.ȱTheyȱcommunicateȱwithȱtheȱretailer,ȱtherebyȱcontribȬ uting ȱ toȱ maintainingȱ andȱ enhancingȱ theȱ overallȱ qualityȱ ofȱ theȱ companyȱ (Reichheld/Sasserȱ1990,ȱp.ȱ108).ȱ

Pursuingȱtheȱnotionȱthatȱcustomersȱareȱpotentialȱsourcesȱofȱprofitȱoverȱtheirȱ    Customerȱ entireȱ lifetime,ȱ theȱ relationshipȱ betweenȱ customerȱ andȱ retailerȱ canȱ alsoȱ beȱ Relationshipȱ

regardedȱ asȱ aȱ lifecycle.ȱ Theȱ relationshipȱ thereforeȱ hasȱ aȱ clearȱ beginning,ȱ aȱ    Lifecycleȱ growth ȱ stageȱ andȱ aȱ maturityȱ stage,ȱ afterȱ whichȱ aȱ declineȱ andȱ aȱ potentialȱ terminationȱcouldȱoccurȱ(seeȱFigureȱ11.1).ȱTheȱcustomerȱrelationshipȱlifecycleȱ describesȱ regularlyȱ observedȱ patternsȱ inȱ theȱ longitudinalȱ developmentȱ ofȱ customerȱ relationshipsȱ withȱ aȱ company.ȱHowever,ȱ theȱmodelȱ isȱnotȱ determiȬ nistic,ȱi.e.ȱnotȱallȱstagesȱhaveȱtoȱoccurȱinȱaȱrelationship,ȱtheȱdurationȱofȱstagesȱ differȱ andȱ aȱ retailerȱ canȱ influenceȱ theȱ shapeȱ ofȱ theȱ curve,ȱ by,ȱ forȱ example,ȱ effectiveȱcounterȬmeasuresȱinȱtheȱendangermentȱstage.ȱ
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Figureȱ11.1ȱ    StagesȱinȱtheȱCustomerȱRelationshipȱLifecycleȱ
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Source:ȱAdaptedȱfromȱBruhnȱ2001,ȱpp.ȱ46Ȭ52.ȱ

 

Marketingȱinȱtheȱ    Differentȱ stagesȱ inȱ theȱ relationshipȱ requireȱ differentȱ marketingȱ approachesȱ

Relationship ȱ   (Bruhnȱ 2001,ȱ pp.ȱ47Ȭ51).ȱInȱ theȱ earlyȱ stages,ȱ theȱ emphasisȱisȱ onȱ customerȱacȬ

Lifecycleȱ    quisition.ȱ Inȱ theȱ growthȱ stageȱ andȱ throughȱ maturity,ȱ theȱ companyȱ needsȱ toȱ

strengthenȱ theȱ relationshipȱ andȱ exploitȱ theȱ fullȱ salesȱ potentialȱ (customerȱ retention).ȱInȱtheȱlaterȱstagesȱofȱtheȱrelationshipȱcycle,ȱitȱisȱimportantȱtoȱknowȱ whichȱ customersȱ areȱ atȱ riskȱ ofȱ defectingȱ andȱ toȱ employȱ customerȱ recoveryȱ measures.ȱȱ

After ȱ customersȱ areȱ lost,ȱ itȱ mayȱ beȱ possibleȱ toȱ reactivateȱ them.ȱ Identifyingȱ theȱ causesȱ ofȱsuchȱdefectionȱcanȱhelpȱtoȱwinȱparticularȱcustomersȱ back,ȱbutȱ alsoȱtoȱavoidȱtheȱsameȱmistakesȱwithȱothers.ȱSendingȱlostȱcustomersȱaȱspecialȱ offerȱ orȱ callingȱ themȱ inȱ orderȱ toȱ allowȱ themȱ toȱ complainȱ aboutȱ mistakes,ȱ mightȱ bringȱ themȱ backȱ intoȱ theȱ relationship.ȱ Throughȱ dataȱ analysis,ȱdefecȬ tionȱ behaviourȱ mightȱ beȱ predictedȱ andȱ thoseȱ customersȱ withȱ theȱ highestȱ propensityȱ toȱdiscontinueȱ theȱ relationshipȱ withȱtheȱ retailer,ȱ targetedȱproacȬ tivelyȱ(Brown/Gulyczȱ2002,ȱp.ȱ124).ȱȱ

 

Customer Loyalty and Customer Satisfaction 

Whileȱ loyaltyȱ hasȱ becomeȱ moreȱ importantȱ asȱ aȱ marketingȱ objectiveȱ withȱ CRM,ȱ thereȱ isȱ noȱ universallyȱ agreedȱ definitionȱ ofȱ loyalty.ȱ Twoȱ basicȱ apȬ proachesȱtoȱconceptionaliseȱloyaltyȱcanȱbeȱidentifiedȱ(Dick/Basuȱ1994,ȱpp.ȱ99Ȭ 100;ȱUncles/Dowling/Hammondsȱ2003):ȱ
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� � Often,ȱloyaltyȱisȱ definedȱ withȱreferenceȱ toȱ aȱ patternȱofȱ purchases.ȱBehavȬ Behaviouralȱ

iouralȱ loyaltyȱ isȱ measuredȱ inȱ termsȱ ofȱ repeatȱ patronage,ȱ percentageȱ ofȱ    Loyaltyȱ budgetȱ allocationȱ inȱ aȱ categoryȱ toȱ aȱ store,ȱ amountȱ ofȱswitching,ȱ orȱ purȬ chaseȱlikelihood.ȱ

� � Manyȱ researchersȱ argueȱ thatȱ thereȱ mustȱ beȱ strongȱ commitmentȱ toȱ aȱ   Attitudinalȱ

companyȱforȱtrueȱloyaltyȱtoȱexist.ȱCommitmentȱrefersȱtoȱanȱemotionalȱorȱ    Loyaltyȱ psychologicalȱ attachmentȱ toȱ aȱ company.ȱ Trust,ȱ whichȱ entailsȱ theȱ confiȬ denceȱ inȱ theȱ retailer’sȱ reliabilityȱ andȱ integrity,ȱ isȱ oftenȱ seenȱ asȱ closelyȱ connectedȱtoȱitȱ(Morgan/Huntȱ 1994).ȱThisȱattitudinalȱ loyaltyȱcanȱbeȱmeasȬ uredȱ byȱaskingȱconsumersȱ ifȱ theyȱ likeȱ andȱ trustȱtheȱ store,ȱwhetherȱ theyȱ feelȱcommittedȱtoȱit,ȱandȱwhetherȱtheyȱwouldȱrecommendȱitȱtoȱothers.ȱ

 

TypesȱofȱLoyaltyȱ                                                                         Figureȱ11.2ȱ
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Source:ȱDick/Basuȱ1994,ȱp.ȱ101.ȱ

 

Both ȱ dimensionsȱ areȱ importantȱ forȱ trueȱ loyaltyȱ (seeȱ Figureȱ11.2).ȱ Spuriousȱ    SpuriousȱLoyalty loyalty ȱ refersȱ toȱ aȱ situation,ȱ whereȱ repeatȱ patronageȱ isȱ observed,ȱ butȱ isȱ notȱ basedȱ onȱaȱstrongȱpositiveȱ attitudeȱ towardsȱtheȱretailer.ȱ Forȱexample,ȱ aȱ lackȱ ofȱalternativesȱinȱtheȱareaȱcanȱ resultȱinȱ storeȱpatronageȱwithoutȱhavingȱanyȬ thingȱ toȱ doȱ withȱ positiveȱ attitudes.ȱ Habitualȱ purchasingȱ behaviourȱ mightȱ haveȱtheȱsameȱeffect.ȱȱ

Therefore,ȱbehaviouralȱloyaltyȱmayȱmerelyȱreflectȱsituationalȱinfluences,ȱbutȱ itȱ isȱ permanentlyȱ atȱ risk,ȱifȱsituationalȱconditionsȱ change,ȱ suchȱasȱrivalsȱ enȬ teringȱtheȱmarketȱ(McGoldrickȱ2002,ȱp.ȱ114).ȱȱ
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LatentȱLoyaltyȱ    Whileȱ aȱpositiveȱattitudeȱ isȱ anȱ importantȱ objective,ȱ attitudeȱ doesȱnotȱ necesȬ

sarily ȱ correspondȱ withȱ behaviourȱ andȱ latentȱ loyaltyȱ canȱ occur.ȱ Situationalȱ influencesȱ canȱ formȱaȱbarrierȱbetweenȱ attitudeȱandȱbehaviour.ȱForȱ example,ȱ peopleȱcanȱhaveȱaȱveryȱpositiveȱattitudeȱtowardsȱTiffany’s,ȱbutȱnotȱbeȱableȱtoȱ buyȱ there.ȱ Alternatively,ȱ theyȱ mayȱ feelȱ veryȱ positivelyȱ towardsȱ Harrodsȱ inȱ London,ȱ butȱ liveȱ hundredsȱofȱ milesȱ away.ȱ Ultimately,ȱ however,ȱ retailersȱ doȱ notȱ wishȱ toȱ fosterȱ aȱ positiveȱ attitudeȱ ofȱ consumers,ȱ butȱ aimȱ atȱ increasingȱ theirȱsales.ȱȱ

TrueȱLoyaltyȱ    Trueȱ loyalty,ȱ theȱ mostȱ favourableȱ position,ȱ isȱ signifiedȱ byȱ repeatȱ patronageȱ

basedȱ onȱ aȱ strongȱ relativeȱ attitudeȱ towardsȱ theȱ retailerȱ (Dick/Basuȱ 1994,ȱ p.ȱ102).ȱMostȱdefinitionsȱofȱloyaltyȱnowȱincludeȱbothȱdimensions,ȱi.e.ȱbehavȬ ioural ȱloyaltyȱcorrespondingȱwithȱattitudinalȱloyalty.ȱ

Customerȱȱ   Satisfactionȱisȱconsideredȱtoȱbeȱaȱprimaryȱprerequisiteȱforȱloyalty,ȱandȱloyaltyȱ

Satisfactionȱ    isȱ expectedȱtoȱ riseȱ withȱincreasingȱlevelsȱ ofȱsatisfaction.ȱSatisfactionȱ(orȱdisȬ

satisfaction)ȱ isȱ aȱ consumer’sȱ postȬpurchaseȱ responseȱ toȱ aȱ productȱ whichȱ resultsȱ fromȱ aȱ comparisonȱ ofȱ (preȬpurchase)ȱ expectationsȱ andȱ perceivedȱ performanceȱ (Dick/Basuȱ 1994,ȱ p.ȱ104).ȱ Itȱ shouldȱ beȱ noted,ȱ though,ȱ thatȱ theȱ associationȱbetweenȱsatisfactionȱandȱloyaltyȱisȱmoderatedȱbyȱaȱlargeȱnumberȱ ofȱ variables.ȱIf,ȱ forȱexample,ȱ theȱcustomerȱ isȱ aȱvarietyȱseeker,ȱorȱsocialȱ presȬ sureȱactsȱ againstȱpurchasingȱatȱaȱparticularȱstore,ȱsatisfactionȱ mightȱ onlyȱ beȱ weakly ȱlinkedȱtoȱloyalty.ȱHowever,ȱdissatisfactionȱusuallyȱleadsȱtoȱaȱsubstanȬ tial ȱdeclineȱinȱloyalty.ȱ

Satisfactionȱ    Aȱ customer’sȱ satisfactionȱ withȱaȱ retailerȱ derivesȱfromȱ theȱoverallȱ evaluationȱ

inȱtheȱ    ofȱ allȱ priorȱexperienceȱ withȱ thisȱ retailer,ȱ andȱnotȱ onlyȱ withȱ respectȱ toȱ aȱ speȬ

BuyingȱCycleȱ   cificȱ transaction.ȱ Increasingȱ customerȱ satisfactionȱ isȱ thereforeȱ importantȱ inȱ

allȱstagesȱofȱtheȱcustomerȱpurchasingȱprocess,ȱwhileȱtraditionally,ȱmarketingȱ has ȱemphasisedȱpreȬsaleȱandȱsaleȱactivitiesȱ(Kotlerȱetȱal.ȱ2002,ȱp.ȱ405).ȱWithȱtheȱ perspectiveȱ ofȱ CRM,ȱ theȱ postȬsaleȱ stageȱ isȱ simultaneouslyȱ aȱ preȬsaleȱ stage,ȱ sinceȱtheȱcustomerȱisȱregardedȱasȱbeingȱinȱaȱcontinuousȱbuyingȱcycle.ȱRetailȬ ersȱprovidingȱtheirȱ customersȱwithȱfriendlyȱandȱcourteousȱcustomerȱserviceȱ departments,ȱ fairȱ andȱ aboveȱ regulationȱ reactionsȱ toȱ complaints,ȱ etc.,ȱ tryȱ toȱ enhanceȱcustomerȱsatisfactionȱafterȱaȱpurchase,ȱwithȱtheȱintentionȱofȱincreasȬ ingȱtheȱrepurchaseȱlikelihood.ȱ

Increasingȱ    Oneȱ challengeȱ associatedȱ withȱ customerȱ satisfaction,ȱ isȱ thatȱ resultsȱ deriveȱ

Expectationsȱ    fromȱ aȱ comparisonȱ ofȱ performanceȱ withȱ expectationsȱ –ȱ andȱ expectationsȱ

change ȱoverȱtime.ȱ Consequently,ȱconstantlyȱmeetingȱorȱevenȱexceedingȱcusȬ tomerȱexpectationsȱleadsȱtoȱincreasingȱexpectationsȱoverȱ time.ȱServiceȱlevelsȱ thatȱ enthusedȱ theȱ customerȱ whenȱ heȱ firstȱ experiencedȱ themȱ canȱ becomeȱ standardȱ andȱ formȱ aȱ newȱ minimumȱ expectationȱ level.ȱ Thus,ȱ maintainingȱ stableȱlevelsȱofȱcustomerȱsatisfactionȱisȱonlyȱpossibleȱwithȱsteadilyȱincreasingȱ levelsȱofȱserviceȱquality.ȱ
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Loyalty Marketing of Retailers 

Inȱretailing,ȱCRMȱisȱcloselyȱconnectedȱ toȱ theȱ loyaltyȱ schemesȱ thatȱ areȱ usuallyȱ basedȱonȱloyaltyȱcards.ȱPioneersȱinȱEuropeȱwereȱTescoȱinȱtheȱUnitedȱKingdomȱ (seeȱ caseȱ studyȱ Tescoȱ inȱ thisȱ Chapter)ȱ andȱ Albertȱ Heijnȱ inȱ Hollandȱ (ZilȬ iani/Belliniȱ 2004,ȱ p.ȱ9).ȱ Manyȱ retailersȱ nowȱ employȱ someȱ formȱ ofȱ loyaltyȱ scheme.ȱTypically,ȱloyaltyȱprogrammesȱofferȱdelayed,ȱaccumulatedȱeconomicȱ benefitsȱ toȱ consumersȱ onȱ theȱ basisȱ ofȱ repeatȱ purchases.ȱ Usually,ȱ thisȱ takesȱ the ȱformȱofȱpointsȱthatȱcanȱbeȱexchangedȱforȱgifts,ȱorȱvouchers.ȱTheȱdiscountȱ value ȱ ofȱ pointsȱ generallyȱrangesȱ betweenȱ 1ȱ andȱ4ȱ%ȱ ofȱ sales.ȱTheȱ optionȱ ofȱ givingȱ discountsȱ inȱ differentȱ “currencies”ȱ (e.g.ȱ cash,ȱ stamps,ȱ miles,ȱ rewardȱ points)ȱ canȱalsoȱ offerȱ perceptualȱ advantages,ȱ e.g.ȱ forȱtheȱ retailer’sȱ priceȱ imȬ ageȱ (Shuganȱ 2005,ȱ p.ȱ190;ȱ Cuthbertson/Laineȱ2004,ȱp.ȱ296).ȱInȱsoȬcalledȱ affinȬ ityȱprogrammes ,ȱ theȱ focusȱ isȱ moreȱ onȱ theȱ emotionalȱ bondȱ betweenȱcustomerȱ andȱretailer.ȱWithȱclubȱmemberships,ȱpreferredȱservice,ȱnewsletters,ȱInternetȱ chatȱgroups,ȱtelephoneȱhelpȱlinesȱandȱotherȱmeasures,ȱtwoȬwayȱcommunicaȬ tionȱ isȱ establishedȱsoȱthatȱcustomersȱ canȱ interactȱwithȱtheȱcompanyȱandȱgetȱ toȱknowȱitȱbetterȱ(Rowleyȱ2004,ȱpp.ȱ126Ȭ127).ȱȱ

Mostȱ frequently,ȱ theȱ abilityȱ toȱ accrueȱ benefitsȱ inȱ theȱ formȱ ofȱ discountsȱ onȱ purchases,ȱ asȱ wellȱ asȱ theȱ promotionalȱ offersȱ connectedȱ toȱ theȱ loyaltyȱ proȬ gramme,ȱ areȱ theȱ principalȱ motivationȱ forȱ consumersȱ forȱ joiningȱ aȱ loyaltyȱ scheme.ȱ However,ȱ emotionalȱ bondingȱ andȱ psychologicalȱ relationshipȱ awards ȱ mightȱ alsoȱ beȱ important.ȱ SelfȬactualisationȱ isȱ consideredȱ aȱ basicȱ huȬ manȱneedȱ andȱloyaltyȱ programmesȱcanȱprovideȱ recognitionȱtoȱselectedȱcusȬ tomersȱbyȱ givingȱ themȱ anȱ evaluatedȱ statusȱ andȱ theȱfeelingȱofȱ beingȱspecial.ȱ Inȱsomeȱloyaltyȱprogrammes,ȱtheȱsenseȱofȱbeingȱaȱmemberȱofȱaȱcommunityȱisȱ consideredȱ moreȱ importantȱ thanȱ financialȱ rewardsȱ (Shuganȱ 2005,ȱ p.ȱ190;ȱ Reinartz ȱ2006,ȱpp.ȱ363Ȭ364).ȱȱ

 

Basic ȱTypesȱofȱRewardȱAccumulationȱFunctionsȱȱ                                     Figureȱ11.3ȱ

 

nt                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      nt

rd                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      rd spe aa                                                                                                               spe

Rew                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      Rew r EUR                                                                                                              r EUR

pe                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      pe

Cumulative Spending                    Cumulative Spending               ȱ

Source:ȱReinartzȱ2006,ȱp.ȱ365.ȱ

 

237

11    Customer Relationship Management

Rewardȱ   Loyaltyȱ programmeȱ rewardsȱ dependȱ onȱ theȱ cumulativeȱ spendingȱ byȱ cusȬ

Accumulation ȱ   tomersȱ atȱ theȱ retailer.ȱ Thereȱ areȱ twoȱ basicȱ rewardȬaccumulationȱ functionsȱ

Functionsȱ    (seeȱ Figureȱ11.3).ȱ Ifȱ theȱ sameȱ shareȱ ofȱ spendingȱ isȱ givenȱ asȱ rewardȱ (e.g.ȱ 1ȱ

pointȱperȱ EURȱspent),ȱregardlessȱofȱaccumulatedȱspending,ȱ thisȱlinearȱfuncȬ tionȱ mightȱ leadȱ aȱ consumerȱ toȱ distributeȱ hisȱ spendingȱ betweenȱ differentȱ retailersȱ(withoutȱaȱ lossȱ forȱtheȱ customer).ȱIfȱ onlyȱ theȱ relativeȱ rewardsȱ countȱ as ȱcumulativeȱspendingȱlevelȱincreasesȱ(e.g.ȱ1ȱpointȱperȱEURȱwhenȱspendingȱ isȱ belowȱ 100ȱ EUR,ȱ 3ȱ pointsȱ whenȱ spendingȱ isȱ aboveȱ 100ȱ EUR),ȱ theȱ proȬ grammeȱ becomesȱ relativelyȱ moreȱ attractiveȱforȱcustomersȱ whoȱspendȱmoreȱ withȱ oneȱ retailerȱ andȱ whenȱ concentratedȱ spendingȱ atȱ oneȱ retailerȱ isȱ reȬ warded.ȱ Thisȱ supportsȱ aȱ companyȱ strategyȱ thatȱ aimsȱ toȱ focusȱ retentionȱ efȬ forts ȱonȱaȱsmallȱgroupȱofȱhighȬvalueȱcustomersȱ(Reinartzȱ2006,ȱp.ȱ365).ȱSomeȬ times ȱthisȱisȱimplementedȱwithȱdifferentȱtypesȱofȱloyaltyȱcards,ȱe.g.ȱ“normal”ȱ cards,ȱ goldȱ cards,ȱ platinumȱ cards.ȱ Switchingȱ costsȱ forȱ customersȱ areȱ inȬ creased,ȱsinceȱaccumulatedȱassetsȱcanȱbeȱseenȱasȱcustomerȱinvestmentȱinȱtheȱ relationshipȱwithȱtheȱretailer,ȱwhichȱshouldȱinȱturnȱenhanceȱloyalty.ȱ

In ȱtermsȱofȱsponsorship,ȱtwoȱtypesȱofȱloyaltyȱprogrammeȱexist:ȱ

� singleȬcompanyȱloyaltyȱprogrammesȱȱ

� multiȬpartnerȱprogrammesȱ(orȱcoalitionȱschemes).ȱ

SingleȬCompanyȱ   SingleȬcompanyȱ loyaltyȱ programmesȱ areȱ runȱ byȱ anȱ individualȱ retailer.ȱ ExȬ

Loyaltyȱ   amplesȱareȱtheȱprogrammesȱofȱBoots,ȱAuchan,ȱCoopȱ(Switzerland),ȱPeekȱ&ȱClopȬ

Programmesȱ   penburg.ȱUsually,ȱtheȱloyaltyȱ cardȱcarriesȱtheȱ retailȱ brand,ȱandȱ pointsȱcanȱ beȱ

accumulatedȱatȱthisȱretailerȱonly.ȱ

MultiȬPartnerȱ   Aȱ benefitȱofȱ multiȬpartnerȱprogrammesȱisȱthatȱcustomersȱcanȱuseȱtheirȱ loyaltyȱ

Loyaltyȱ   cardȱ moreȱ often,ȱ collectȱ pointsȱ faster,ȱ andȱ qualifyȱ forȱ certainȱ premiumsȱ orȱ

Programmesȱ   prizesȱ fasterȱ (Zentes/Morschett/SchrammȬKleinȱ 2006,ȱ pp.ȱ615Ȭ616).ȱ PenetraȬ

tionȱ ofȱ theȱ programmeȱ inȱ theȱ populationȱ isȱ oftenȱ higherȱ thanȱ forȱ singleȬ companyȱ programmes.ȱ Especiallyȱ forȱ retailersȱ withȱ aȱ lowȱ purchasingȱ freȬ quencyȱ(e.g.ȱ DIYȱ storesȱorȱconsumerȱ electronicsȱ retailers),ȱforȱwhomȱattractȬ ing ȱcustomersȱ inȱ aȱproprietaryȱprogrammeȱwouldȱ beȱdifficult,ȱ participatingȱ inȱ aȱ coalitionȱ programmeȱ canȱ beȱ beneficial.ȱ Whileȱ singleȬcompanyȱ proȬ grammesȱ onlyȱ haveȱ dataȱ onȱ theȱ currentȱ customersȱ ofȱ aȱ particularȱ retailer,ȱ multiȬpartnerȱ programmesȱ haveȱ accessȱ toȱ farȱ moreȱ dataȱ aboutȱ shoppingȱ habits,ȱ soȱthatȱtheȱ retailerȱ canȱ alsoȱtargetȱ profitableȱ consumersȱ whoȱ areȱ notȱ yetȱ partȱ ofȱ hisȱ ownȱ customerȱ basisȱ (Cuthbertson/Laineȱ 2004,ȱ p.ȱ302).ȱ Thisȱ facilitatesȱanalysingȱcustomerȱbehaviourȱonȱaȱmuchȱbroaderȱbaseȱ(withinȱtheȱ limitsȱofȱprivacyȱregulationsȱandȱcustomerȱacceptance).ȱAtȱtheȱsameȱtime,ȱtheȱ highȱcostȱofȱaȱloyaltyȱprogrammeȱcanȱbeȱdistributedȱamongȱtheȱparticipatingȱ retailers.ȱTheȱdisadvantagesȱofȱaȱmultiȬpartnerȱprogrammeȱareȱthatȱloyaltyȱisȱ oftenȱ focussedȱ onȱ theȱ coalitionȱ programme,ȱ ratherȱ thanȱ anyȱ particularȱ reȬ tailerȱ (Cuthbertson/Laineȱ 2004,ȱ p.ȱ298).ȱ Also,ȱ theȱ loyaltyȱ schemeȱ (e.g.ȱ reȬ
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wards,ȱ accumulationȱ function)ȱ isȱ notȱ designedȱ toȱ meetȱ aȱ specificȱ retailer’sȱ strategy,ȱbutȱhasȱtoȱappealȱtoȱaȱgroupȱofȱretailersȱasȱaȱwhole.ȱOneȱofȱtheȱmostȱ successfulȱmultiȬpartnerȱ programmesȱ inȱEuropeȱisȱ theȱ Germanȱ PaybackȱsysȬ tem ȱ withȱ moreȱ thanȱ 30ȱ millionȱ customerȱ members,ȱ inȱ whichȱ manyȱ largeȱ retailȱ companies,ȱ suchȱ asȱ Real,ȱ OBI,ȱ dmȬdrogerieȱ markt,ȱ Aral,ȱ Apolloȱ Optik,ȱ participate.ȱTheȱBritishȱmultiȬpartnerȱprogrammeȱNectarȱhasȱcompaniesȱsuchȱ asȱSainsbury’s,ȱDebenhams,ȱBPȱandȱHertzȱasȱpartners.ȱInȱFrance,ȱS’Milesȱoffersȱ bonus ȱ pointsȱ forȱ purchasesȱ withȱ Géant,ȱ Monoprix,ȱ Galeriesȱ Lafayette,ȱ Shell,ȱ BHV ,ȱandȱothers.ȱȱ

 

Analysing Customer Data 

InȱCRM,ȱ dataȱminingȱ techniquesȱ areȱ usedȱ toȱ analyseȱcustomerȱinformation.ȱ Sinceȱtheȱresultsȱofȱtheȱanalysisȱandȱtheȱforecastingȱofȱcustomerȱresponseȱcanȱ be ȱ usedȱ toȱ developȱ marketingȱ measuresȱ andȱ theȱ subsequentȱ behaviourȱ ofȱ specific ȱ customersȱ canȱ beȱ trackedȱ andȱ evaluated,ȱ aȱ learningȱ systemȱ canȱ beȱ createdȱ thatȱ studiesȱ theȱ specificȱ behaviourȱ ofȱ eachȱ customerȱ andȱ canȱ alsoȱ detectȱ changesȱ inȱ behaviourȱ overȱ timeȱ (Zentes/Morschett/SchrammȬKleinȱ 2006,ȱ p.ȱ600).ȱAnȱimportantȱ potentialȱ advantageȱ ofȱ CRMȱ isȱ thatȱ theȱ successȱ and ȱ theȱ profitabilityȱ ofȱ marketingȱ measuresȱ canȱ beȱ evaluatedȱ inȱ anȱ experiȬ mentalȱ approach,ȱ byȱ comparingȱ theȱ purchasingȱ behaviourȱ ofȱ theȱ targetedȱ customerȱgroupȱwithȱaȱ controlȱgroup,ȱ basedȱ onȱ incrementalȱ salesȱorȱcontriȬ butionȱ marginȱ (Hansiota/Rukstalesȱ 2002,ȱ pp.ȱ262Ȭ263).ȱ However,ȱ upȱ toȱ theȱ present, ȱ theȱ hugeȱ amountȱ ofȱ dataȱ collectedȱ throughȱ loyaltyȱ cardsȱ (oftenȱ millions ȱ ofȱ dataȱ setsȱ daily)ȱ resultsȱ inȱ anȱ inadequateȱ usageȱ ofȱ theȱ data,ȱ beȬ causeȱ ITȱ capacityȱ andȱ methodsȱ ofȱ dataȱ analysisȱ developȱ atȱ aȱ slowerȱ paceȱ thanȱdataȱavailability.ȱȱ

Customerȱ segmentationȱ isȱ aȱ coreȱ taskȱ ofȱ dataȱ analysis.ȱ Inȱ theory,ȱ retailersȱ    Customerȱ employing ȱloyaltyȱprogrammesȱcouldȱsegmentȱtheirȱcustomerȱbaseȱdownȱtoȱ Segmentationȱ

individual ȱcustomers,ȱbutȱinȱpractice,ȱtheȱnumberȱofȱsegmentsȱusedȱisȱgenerȬ allyȱlimitedȱtoȱbetweenȱ 10ȱandȱ 30.ȱSegmentationȱcriteriaȱ includeȱpurchasingȱ volumes,ȱ demographicȱ characteristics,ȱ geographicalȱ aspects,ȱ shoppingȱ moȬ tives,ȱattitudesȱandȱlifestyles.ȱȱ

The ȱ optionsȱ startȱ withȱ veryȱ simpleȱ segmentationȱ criteria.ȱ ABCȱ analysisȱ isȱ    ValueȬBasedȱ used ȱ toȱ categoriseȱcustomersȱ byȱtheirȱ annualȱ purchases.ȱ Veryȱoften,ȱ aȱ20Ȭ80ȱ Segmentationȱ

ruleȱ isȱ usedȱ thatȱ 20ȱ%ȱ ofȱ theȱ customersȱ (“A”ȱ customers)ȱ accountȱ forȱ aboutȱ 80ȱ%ȱofȱretailȱsalesȱvolume.ȱ Evenȱifȱtheȱratioȱisȱoftenȱnotȱ thatȱextreme,ȱitȱhasȱ frequentlyȱbeenȱshownȱthatȱtheȱrelevanceȱofȱdifferentȱcustomersȱforȱaȱretailerȱ varies ȱ considerablyȱ (Cuthbertson/Laineȱ 2004,ȱ p.ȱ295).ȱ Whileȱ customerȱ purȬ chaseȱ behaviourȱ isȱ aȱ backwardsȬorientedȱ criterion,ȱ totalȱ customerȱ lifetimeȱ valueȱ canȱ serveȱ asȱ aȱ veryȱ sophisticatedȱ basisȱ forȱ segmentation.ȱ Suchȱ cusȬ
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tomerȬvalueȬorientedȱ segmentationȱ showsȱ whatȱ customerȱ groupsȱ aȱ retailerȱ should ȱfocusȱon,ȱbutȱitȱdoesȱnotȱshowȱhowȱtoȱapproachȱtheȱcustomers.ȱ

Consumerȱȱ   Segmentationsȱ basedȱ onȱ suchȱ consumerȱ behaviourȱ asȱ shoppingȱ motivesȱ orȱ

BehaviourȬBasedȱ   attitudesȱ areȱ betterȱ suitedȱ toȱ developȱ tailoredȱ marketing.ȱ Manyȱ differentȱ

Segmentationȱ   customerȱ clustersȱ haveȱ beenȱ proposedȱ inȱ theȱ literature.ȱ Forȱ instance,ȱ cusȬ

tomersȱcanȱ beȱ clusteredȱ intoȱ “priceȬoriented”,ȱ “qualityȬoriented”,ȱ andȱ “serȬ vice Ȭoriented”,ȱ orȱ fashionȱ customersȱ intoȱ “fashionȱ enthusiast”,ȱ “styleȱ seekȬ ers”,ȱ“classics”ȱandȱ“timidsȱandȱuninvolved”ȱ (McGoldrickȱ2002,ȱp.ȱ112).ȱTheȱ customers’ȱstageȱinȱtheȱfamilyȱcycleȱ(e.g.ȱ youngȱsingles,ȱyoungȱcouples,ȱcouȬ plesȱwithȱyoungȱ children,ȱolder,ȱretiredȱ couples)ȱisȱusuallyȱaȱgoodȱpredictorȱ ofȱ purchasingȱ behaviour.ȱ Basedȱ onȱ theirȱ ownȱ customerȱ data,ȱ retailersȱ can,ȱ however,ȱuseȱaȱcombinationȱofȱmethodsȱtoȱestablishȱcustomerȱsegmentsȱthatȱ areȱtailoredȱtoȱtheȱretailer’sȱspecificȱneeds.ȱ

 

Using Customer Data  

MicroȬMacroȱ   Individualȱcustomerȱinformationȱprovidesȱinsightsȱintoȱconsumerȱbehaviourȱ

Approachȱ   thatȱcanȱbeȱusedȱtoȱbringȱaboutȱaȱgeneralȱchangeȱinȱaȱretailer’sȱmarketing.ȱInȱ

suchȱ aȱ case,ȱ theȱ customerȱ dataȱ isȱ usedȱ toȱ changeȱ macroȱ variablesȱ ofȱ retailȱ marketing,ȱ suchȱ asȱ theȱ merchandiseȱ mix,ȱ pricing,ȱ promotion,ȱ orȱ locationȱ decisionsȱ(microȬmacroȱapproach;ȱZilliani/Belliniȱ2004,ȱpp.ȱ12Ȭ13).ȱForȱexample,ȱ beforeȱaȱproductȱisȱdeȬlistedȱ dueȱ toȱlowȱsales,ȱanȱanalysisȱ canȱbeȱ conductedȱ toȱ determineȱwhoȱ stillȱbuysȱ it.ȱ If,ȱ forȱ example,ȱonlyȱ 20ȱ%ȱofȱ customersȱpurȬ chaseȱtheȱproduct,ȱbutȱthoseȱareȱmostȱvaluableȱcustomersȱinȱtheȱstore,ȱkeepȬ ing ȱthisȱ productȱ inȱstockȱisȱ importantȱforȱ retainingȱtheseȱ profitableȱcustomȬ ersȱ(Cuthbertson/Laineȱ2004,ȱp.ȱ301).ȱȱ

CRM,ȱ onȱ theȱ otherȱ hand,ȱ focusesȱ onȱ microȬmarketingȱ (orȱ oneȬtoȬoneȬ marketing)ȱ whichȱ targetsȱ specificȱ consumersȱ orȱ consumerȱ segmentsȱ basedȱ on ȱknowledgeȱofȱtheirȱbehaviour.ȱTheȱretailȱserviceȱ(suchȱasȱtheȱmerchandiseȱ offeredȱ inȱ advertising,ȱ promotions,ȱ servicesȱ offered)ȱ isȱ tailoredȱ toȱ certainȱ segmentsȱorȱ(seldom)ȱindividualȱcustomers.ȱSinceȱtheȱstoreȱitselfȱisȱstillȱstanȬ dardisedȱforȱallȱvisitors,ȱCRMȱoftenȱdoesȱnotȱtakeȱplaceȱinȱtheȱstoreȱoffer,ȱbutȱ throughȱ marketingȱ communicationȱ withȱ specificȱ customers.ȱ Measuresȱ inȬ cludeȱtheȱfollowingȱ(Zentes/Morschett/SchrammȬKleinȱ2006,ȱpp.ȱ604Ȭ609):ȱ

� Addressedȱdirectȱmailings:ȱCustomisedȱdirectȱmailingsȱtoȱcustomers’ȱhomesȱ

are ȱusedȱinȱalmostȱallȱretailerȱloyaltyȱprogrammes.ȱTheȱprimeȱcommuniȬ cationȱ channelȱ inȱ loyaltyȱ programmesȱ isȱ someȱ kindȱ ofȱ (tailoredȱ orȱ segȬ mented)ȱproductȱcatalogue,ȱoftenȱwithȱtargetedȱpromotions.ȱ

� EȬmailȱmarketing:ȱDirectȱcustomerȱmailingsȱhaveȱincreasedȱtremendouslyȱ

withȱtheȱadventȱ ofȱeȬmail,ȱwhichȱisȱusedȱ toȱdistributeȱcustomisedȱadverȬ
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tisingȱ andȱ newslettersȱ toȱ customers.ȱ Distributionȱ costsȱ areȱ muchȱ lowerȱ andȱcustomisingȱmoreȱflexibleȱandȱcheaper.ȱ

� � Instoreȱ multimediaȱ kiosks:ȱ Similarȱ toȱ theȱ Internet,ȱ multimediaȱ kiosksȱ inȱ

retailȱ storesȱ canȱ beȱ usedȱ toȱ communicateȱ withȱ eachȱ customerȱ individuȬ allyȱ (Swobodaȱ 1996).ȱ Atȱ electronicȱ pointȬofȬsaleȱ terminals,ȱ loyaltyȱ cardȱ holdersȱcanȱ(amongȱotherȱ functions)ȱcheckȱtheirȱpointȱaccount,ȱorderȱreȬ wardsȱorȱprintȱoutȱvalueȱchecksȱwithȱwhichȱtheyȱ canȱpayȱtheirȱnextȱ purȬ chase.ȱ

� � Mobileȱ marketing:ȱ Someȱ retailersȱ alreadyȱ useȱ theȱ customers’ȱ mobileȱ

phonesȱ asȱ communicationȱ devices,ȱ forȱ exampleȱ forȱ providingȱ couponsȱ byȱSMSȱorȱMMS.ȱ

� � Personalȱ shoppingȱ assistants:ȱ Digitalȱ shoppingȱ assistantsȱ thatȱ aȱ customerȱ

can ȱ carryȱ orȱ attachȱ toȱ theȱ shoppingȱ cartȱ areȱ stillȱ inȱ theȱ testingȱ stage.ȱ Basedȱ onȱhisȱloyaltyȱcard,ȱsuchȱaȱdeviceȱcanȱguideȱ theȱ customerȱinteracȬ tivelyȱ throughȱ theȱ shoppingȱ processȱ inȱ realȱ time.ȱ Shoppingȱ listsȱ canȱ beȱ displayed,ȱ theȱ customerȱ ledȱ toȱ certainȱ products,ȱ orȱ recipesȱ recomȬ mended,ȱ includingȱ theȱ necessaryȱ ingredientsȱ andȱ theirȱ locationȱ inȱ theȱ store.ȱ

 

Loyalty Marketing on the Internet 

A ȱ higherȱ levelȱofȱCRMȱandȱoneȬtoȬoneȱmarketingȱcanȱbeȱemployedȱinȱInterȬ netȱ shopping.ȱ Inȱ additionȱtoȱ theȱpurchases,ȱ totalȱpurchasingȱ behaviourȱ canȱ beȱ observedȱ withȱ webȱ usageȱ mining.ȱ Overȱ andȱ aboveȱ theȱ dataȱ thatȱ canȱ beȱ collectedȱ withȱloyaltyȱcardsȱ inȱstoreȱretailing,ȱanȱelectronicȱretailerȱcanȱtrackȱ theȱ dateȱ andȱ durationȱ ofȱ eachȱ visitȱ toȱ hisȱ webȱ site,ȱ theȱ timeȱ aȱ customerȱ spendsȱ lookingȱ atȱ aȱ specificȱ product,ȱ productsȱ viewedȱ butȱ notȱ purchased,ȱ theȱ sequenceȱ inȱ whichȱ productsȱ wereȱ viewedȱ orȱ webȱ sitesȱ browsedȱ (HanȬ siota/Rukstalesȱ 2002,ȱ p.ȱ261;ȱ Hertel/Zentes/SchrammȬKleinȱ 2005,ȱ pp.ȱ401Ȭ 403).ȱInȱ contrastȱtoȱstores,ȱtheȱindividualȱdataȱcanȱbeȱ employedȱ toȱtailorȱtheȱ entireȱ retailȱ marketingȱ processȱ toȱ aȱ specificȱ customer,ȱ fromȱ theȱ basicȱ merȬ chandiseȱoffer,ȱpricesȱandȱpromotions,ȱtoȱtheȱstoreȱdesign.ȱȱ

Theȱ mostȱ successfulȱ example,ȱ Amazon,ȱ showsȱ howȱ individualisedȱ productȱ recommendations ȱ areȱ derivedȱ fromȱ connectingȱ theȱ profileȱ ofȱ anȱ individualȱ customerȱ (establishedȱ fromȱ hisȱ purchaseȱ history)ȱ toȱ theȱ profilesȱ ofȱ otherȱ customers.ȱ Demandȱ interrelationshipsȱareȱdetectedȱ systematically.ȱEvenȱ theȱ recencyȱ ofȱ purchasesȱ isȱ considered,ȱ becauseȱ purchasingȱ behaviourȱ canȱ changeȱ overȱ time.ȱ Cookiesȱ areȱ placedȱ orȱ theȱ customersȱ logȱ inȱ withȱ aȱ passȬ wordȱandȱtheȱcustomerȱisȱaddressedȱwithȱaȱpersonalȱstore.ȱȱ
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Conclusion and Outlook 

Overȱ theȱ lastȱ decade,ȱ manyȱ retailersȱ haveȱ shiftedȱ theirȱ focusȱ toȱ CRMȱ andȱ introducedȱ loyaltyȱ cardȱ programmesȱ asȱ aȱ tool.ȱ Theȱ costsȱ ofȱ suchȱ aȱ proȬ grammeȱ areȱ oftenȱ substantial,ȱincludingȱthoseȱofȱ incentives,ȱ ITȱ systemsȱ andȱ administrationȱofȱtheȱprogrammeȱ(McGoldrickȱ2002,ȱp.ȱ120).ȱSomeȱresearchȬ ersȱ areȱ criticalȱ ofȱ theȱ successȱ ofȱ suchȱ programmes,ȱ claimingȱ thatȱ “loyaltyȱ programsȱ doȱ notȱ createȱ loyalty”ȱ (Reinartzȱ 2006,ȱ p.ȱ362).ȱ Thisȱ pointsȱ toȱ theȱ factȱ thatȱ loyaltyȱ programmesȱ haveȱ toȱbeȱ monitoredȱcloselyȱ andȱthatȱ loyaltyȱ cards ȱalone,ȱareȱnotȱenoughȱ toȱ establishȱloyalty,ȱbutȱ haveȱtoȱbeȱemployedȱasȱ partȱ ofȱ theȱ overallȱ retailȱ marketingȱ approach.ȱ Whileȱ someȱ researchersȱ alsoȱ stateȱ thatȱ itȱ isȱ difficultȱ toȱ judgeȱ theȱ ultimateȱ profitabilityȱ ofȱ aȱ loyaltyȱ proȬ gramme,ȱ thisȱ isȱ trueȱ forȱ marketingȱ inȱ general.ȱ Furthermore,ȱ theȱ successȱ ofȱ loyalty ȱmarketingȱcampaignsȱcanȱusuallyȱbeȱmeasuredȱmoreȱaccuratelyȱthanȱ thatȱofȱtraditionalȱmarketingȱcampaignsȱ(Cuthbertson/Laineȱ2004,ȱp.ȱ299).ȱ

CRMȱmustȱbeȱcompatibleȱwithȱtheȱcompany’sȱbroaderȱstrategy.ȱ Ifȱaȱprimaryȱ goalȱ is,ȱ toȱ achieveȱ marketȱ leadershipȱ byȱ gainingȱ customersȱ fromȱ itsȱ mainȱ competitorsȱ andȱ growȱ rapidly,ȱ theȱ maximumȱ numberȱ ofȱ customersȱ shouldȱ be ȱ attracted.ȱ Aȱfocusȱ onȱ onlyȱtheȱ mostȱ profitableȱcustomersȱ willȱ notȱ beȱapȬ propriateȱ forȱ theȱ company’sȱ strategicȱ objectivesȱ (Bechwati/Eshghiȱ 2005,ȱ p.ȱ96).ȱ Thisȱ exampleȱ illustratesȱ thatȱ customerȱ relationshipȱ marketingȱ isȱ anȱ increasinglyȱ relevantȱ marketingȱapproachȱinȱ retailing.ȱ However,ȱ asȱ withȱ allȱ functionalȱstrategies,ȱalignmentȱwithȱtheȱoverallȱcompanyȱstrategyȱisȱcrucial.ȱ Someȱretailers,ȱsuchȱasȱASDA,ȱAldiȱorȱLidl,ȱbelieveȱthatȱadheringȱtoȱtheirȱcoreȱ strategyȱisȱmoreȱimportantȱtoȱestablishȱandȱbuildȱloyalȱcustomers,ȱthanȱcreatȬ ingȱaȱloyaltyȱ programme.ȱWhileȱthisȱ isȱ certainlyȱtrue,ȱforȱ manyȱotherȱretailȬ ers,ȱ CRMȱ offersȱ aȱ universeȱ ofȱ optionsȱ forȱ interactingȱ withȱ theirȱ customers.ȱ All ȱinȱall,ȱtheȱpotentialȱgainsȱofȱanalysingȱdetailedȱcustomerȱdataȱandȱtargetȬ ing ȱconsumers,ȱespeciallyȱ withȱnewȱmediaȱwhichȱ lowerȱtheȱcommunicationȱ costsȱofȱtailoredȱmarketingȱcommunication,ȱstillȱseemsȱenormous.ȱȱ
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Case Study: Tesco1

 

Profile, History, and Status Quo 

TheȱoriginsȱofȱTescoȱPlcȱdateȱbackȱtoȱ1919,ȱwhenȱSirȱJackȱCohenȱstartedȱtoȱsellȱ groceriesȱinȱaȱmarketȱ stallȱ inȱ theȱ EastȱEndȱ ofȱ London.ȱTheȱnameȱTescoȱisȱdeȬ rivedȱ fromȱ TESȱ (fromȱ TEȱ Stockell,ȱ aȱ teaȱ supplierȱ Jackȱ Cohenȱ used)ȱ andȱ COȱ (Cohen).ȱ Byȱ theȱ 1960s,ȱ theȱ companyȱ hadȱ establishedȱ itsȱ selfȬserviceȱ modelȱ and ȱ developedȱ aȱ reputationȱ asȱ aȱ valueȬforȬmoneyȱ retailer,ȱ accordingȱ toȱ itsȱ founder’sȱ “pileȱitȱhighȱandȱsellȱitȱ cheap”ȱ motto.ȱHowever,ȱduringȱ theȱ 1970s,ȱ theȱ companyȱ constantlyȱ lostȱ marketȱ shareȱ toȱ theȱ competitors,ȱ especiallyȱ Sainsbury’s .ȱButȱ byȱ1995,ȱ Tescoȱ tookȱ overȱ Sainsbury’sȱandȱbecameȱtheȱUnitedȱ Kingdom’s ȱ marketȱ leaderȱ inȱfoodȱ retailing,ȱ thanksȱtoȱ constantlyȱpursuingȱ aȱ moreȱ upȬmarketȱ strategyȱ sinceȱ 1977ȱ (Cooper/Browne/Petersȱ 1992,ȱ p.ȱ97).ȱ Inȱ 2005,ȱ withȱ aȱ marketȱ shareȱ ofȱ aboutȱ 28ȱ%ȱ inȱ theȱ Unitedȱ Kingdom,ȱ theȱ comȬ panyȱemploysȱapproximatelyȱ250,000ȱpeopleȱinȱoverȱ1,800ȱstoresȱthroughoutȱ the ȱ Unitedȱ Kingdom,ȱ whereȱ itȱ operatesȱ fourȱ differentȱ storeȱ formats.ȱ TaȬ bleȱ11.1ȱgivesȱanȱoverviewȱofȱtheseȱformats.ȱ

 

StoreȱFormatsȱofȱTescoȱinȱtheȱUKȱ                                                       Tableȱ11.1ȱ

 

Store Store        Square Square      Number of Number of 

Location Location           Purpose Purpose

Format Format      Feet Feet         SKUs SKUs

Express Express       <3,000 <3,000       0 02,500 2,500         busy city busy city           impulse impulse

centres/petrol centres/petrol 

stations stations

Metro Metro         7,000-7,000-        10,000 10,000        high streets/ high streets/           top-up top-up

15,000                   large city centre large city centre 15,000

shopping areas shopping areas

Superstore Superstore    20,000-20,000-       30,000 30,000        city suburbs city suburbs      one-stop weekly one-stop weekly 

50,000                                         shop shop 50,000

Extra Extra          >60,000 >60,000       50,000 50,000        city suburbs city suburbs        destination destination 

shopping shopping      ȱ

Source: ȱAdaptedȱfromȱCoriolisȱ2004,ȱp.ȱ37.ȱ

 

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1ȱȱ   Sourcesȱusedȱ forȱthisȱcaseȱstudyȱincludeȱtheȱ webȱsitesȱ http://www.tesco.comȱandȱ

http://www.tescocorporate.comȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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Theȱcompanyȱcurrentlyȱoperatesȱinȱ12ȱmarketsȱoutsideȱtheȱUnitedȱKingdom,ȱ inȱ Europeȱ andȱAsia.ȱ Overȱ 100,000ȱ employeesȱ workȱ inȱ theȱ internationalȱopȬ erations, ȱ servingȱ overȱ 15ȱ millionȱ customersȱ andȱ generatingȱ 7,600ȱ millionȱ GBPȱsalesȱandȱ370ȱ millionȱGBPȱ profit.ȱOverȱhalfȱofȱ groupȱspaceȱ isȱ nowȱoutȬ sideȱ theȱ Unitedȱ Kingdom.ȱ Currentlyȱ itȱ isȱ theȱ world’sȱ thirdȱ largestȱ foodȱ reȬ tailerȱ (seeȱ Figureȱ5.1ȱ inȱ Chapterȱ5).ȱ Tableȱ11.2ȱ showsȱ theȱ pathȱ ofȱ theȱ comȬ pany’s ȱinternationalisation.ȱȱ

 

Tableȱ11.2ȱ    InternationalisationȱofȱTescoȱ

 

Country Country        Year of Entry Year of Entry        Country Country           Year of Entry Year of Entry

Hungary Hungary               1994 1994       Taiwan Taiwan             2000-2005 (exit) 2000-2005 (exit) Poland Poland                1995 1995       Malaysia Malaysia                 2001 2001 Czech Republic Czech Republic         1996 1996       Turkey Turkey                   2003 2003 Slovakia Slovakia                1996 1996        Japan Japan                    2003 2003 Rep. of Ireland Rep. of Ireland           1997 1997        China China                     2004 2004 Thailand Thailand                1998 1998        USA USA               planned for 2007 planned for 2007

South Korea South Korea            1999 1999                                             ȱ

 

Theȱ companyȱ pursuesȱ aȱ longȬtermȱ growthȱ strategyȱ basedȱ onȱ fourȱ keyȱ feaȬ turesȱ(seeȱFigureȱ11.4).ȱ

 

Figureȱ11.4ȱ    KeyȱFeaturesȱofȱTesco’sȱGrowthȱStrategyȱ

 

&RUH8QLWHG.LQJGRP               ,QWHUQDWLRQDO

� PDUNHWOHDGHU                 � PDUNHWV � PXOWLIRUPDW                    � OHDGHULQFRXQWULHV � FRPSHWLWLYHPDUNHW              � PXOWLIRUPDW � &OXEFDUG                      � ORFDORIIHU

1RQ)RRG               5HWDLOLQJ6HUYLFHV

� RIQHZVSDFHLQ8.     � ZZZWHVFRFRP � OLNHIRUOLNHVDOHVJURZLQJ        � 7HVFR3HUVRQDO)LQDQFH

WZLFHDVIDVWDVIRRG

� 7HVFR7HOHFRPV

� H[WHQGLQJUDQJH

ȱ

Source:ȱAdaptedȱfromȱTescoȱ2006,ȱpp.ȱ5Ȭ6.ȱ
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Tesco Clubcard 

 

Market Conditions before the Introduction of Tesco Clubcard        ȱ

Atȱtheȱbeginningȱofȱtheȱ1990s,ȱTescoȱfacedȱaȱnumberȱofȱdifficultȱmarketȱcondiȬ Challengingȱ

tions. ȱ Populationȱgrowthȱ wasȱ lowȱ andȱ soȱ wasȱfoodȱ marketȱ growth;ȱ theȱ suȬ    Marketȱ permarketȱsegmentȱinȱtheȱUnitedȱKingdomȱwasȱalreadyȱwellȱdevelopedȱandȱ Conditionsȱ

relativelyȱ saturated;ȱ gettingȱ planningȱ permissionȱ forȱ largeȱ greenfieldȱ sitesȱ wasȱ becomingȱ increasinglyȱ difficult;ȱ thereȱ wereȱ threeȱ strongȱ competitorsȱ (Sainsbury’s,ȱAsdaȱandȱSafeway)ȱinȱtheȱnationalȱmarket;ȱTescoȱwasȱ theȱno.ȱ2ȱinȱ the ȱmarketȱwithȱaȱshareȱofȱ16.7ȱ%;ȱtraditionalȱsupermarketsȱwereȱchallengedȱ byȱ theȱ arrivalȱ ofȱ newȱ formatsȱ suchȱ asȱ hardȱ discountersȱ likeȱ Aldiȱ (seeȱ caseȱ studyȱAldiȱinȱChapterȱ5)ȱ(Coriolisȱ2004,ȱp.ȱ3).ȱInȱorderȱtoȱtackleȱtheseȱdifficulȬ ties,ȱTescoȱdecidedȱtoȱimplementȱanȱentirelyȱcustomerȬfocusedȱCRMȱinitiativeȱ basedȱonȱtheȱcustomerȱloyaltyȱcardȱTescoȱClubcard.ȱInȱaȱsaturatedȱmarketȱlikeȱ theȱ Unitedȱ Kingdom,ȱ theȱ goalȱ ofȱ theȱ initiativeȱ wasȱ notȱ onlyȱ toȱ gainȱ newȱ customersȱ inȱ orderȱ toȱ increaseȱ marketȱ share,ȱ butȱ alsoȱ toȱ enhanceȱ existingȱ customers’ȱloyaltyȱ inȱorderȱtoȱ secureȱ aȱ greaterȱ shareȱ ofȱtheirȱ totalȱshoppingȱ basket.ȱ

 

Implementation 

This ȱ programmeȱ wasȱ developedȱ andȱ implementedȱ withȱ theȱ helpȱ ofȱ theȱ agencyȱdunnhumbyȱwhichȱjoinedȱTescoȱinȱtheirȱmarketingȱefforts.ȱInȱaȱtestȱandȱ learnȱapproach,ȱtheȱloyaltyȱschemeȱwasȱtriedȱoutȱinȱtwelveȱselectedȱstoresȱinȱ 1994.ȱ

Inȱ Februaryȱ 1995,ȱ theȱ Tescoȱ Clubcardȱ wasȱ launchedȱ nationwide.ȱ Theȱ coreȱ    ȱ purpose ȱofȱtheȱCRMȱstrategyȱwasȱ“toȱcreateȱvalueȱforȱcustomersȱtoȱearnȱtheirȱ    ȱ lifetime ȱ loyalty”ȱ whichȱisȱexpressedȱinȱtwoȱkeyȱvaluesȱ “Noȱ oneȱ triesȱ harderȱ    ȱ forȱcustomers”ȱandȱ“Treatingȱpeopleȱhowȱweȱlikeȱtoȱbeȱtreated”ȱ(Tescoȱ2006,ȱ    ȱ p.ȱ1).ȱ Thus,ȱtheȱClubcardȱisȱmoreȱ thanȱanȱ“average”ȱloyaltyȱ card,ȱandȱconstiȬ    ȱ tutesȱaȱcentralȱ partȱ ofȱ theȱcompany’sȱphilosophy.ȱTheȱexplicitȱ goalȱofȱ Tesco’sȱ    ȱ CRMȱ strategyȱ isȱ toȱ rewardȱ individualȱ customersȱ forȱ theirȱ loyaltyȱ    ȱ (Beckett/Nayak ȱ 2005,ȱ p.ȱ8).ȱ Consequently,ȱ theȱ focusȱ wasȱ shiftedȱ awayȱ fromȱ    Focusȱonȱtheȱ theȱ averageȱ orȱ typicalȱ toȱ theȱ individualȱ customer.ȱ Byȱ usingȱ theȱ individualȱ Individualȱȱ

customerȱasȱtheȱfocus,ȱtheȱaimȱwasȱtoȱcreateȱaȱmodernȱ“cornerȱstore”ȱ(Wylieȱ    Customerȱ 2005).ȱ Thisȱ customerȬcentricȱ strategyȱ isȱ alsoȱ reflectedȱ inȱ theȱ pivotalȱ roleȱ ofȱ Tesco ȱ employeesȱ whoȱ deliverȱ theȱ brandȱ promiseȱ andȱ customerȱ experienceȱ andȱ thusȱbecomeȱ“brandȱ ambassadors”ȱ (Seilerȱ 2005,ȱ p.ȱ21)ȱ forȱtheȱcompany.ȱ Toȱ ensureȱ theȱ initiative’sȱ success,ȱ staffȱ training,ȱ whichȱ includedȱ anȱ educaȬ tionalȱ videoȱ informingȱ theȱ employee’sȱ ofȱ theȱ functioningȱ andȱ goalȱ ofȱ theȱ programme,ȱwasȱcrucial.ȱ
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ȱ      Evenȱ thoughȱTescoȱ hadȱ beenȱ testingȱtheȱloyaltyȱ schemeȱ inȱaȱlimitedȱnumberȱ ȱ      ofȱ storesȱ sinceȱ 1994,ȱ theȱ Unitedȱ Kingdom’sȱ firstȱ supermarketȱ loyaltyȱ proȬ ȱ      grammeȱ tookȱ theȱ groceryȱ industryȱ byȱ surpriseȱ (Rafiqȱ 1997,ȱ p.ȱ43).ȱ FurtherȬ ȱ      more, ȱ itȱ wasȱ notȱ takenȱ seriouslyȱ byȱ manyȱ competitors.ȱ Betweenȱ 1963ȱ andȱ ȱ      1977,ȱ Tesco,ȱ amongȱ otherȱ UKȱ retailers,ȱ hadȱ usedȱ aȱ tradingȱ stampsȱ scheme,ȱ

Greenshieldȱ    theȱ Greenshieldȱ tradingȱ stamps.ȱ Theseȱ stampsȱ wereȱ givenȱ toȱ customersȱ

Stampsȱ   whenȱ purchasingȱ groceriesȱ orȱ otherȱ itemsȱ (inȱ proportionȱ toȱ expenditure),ȱ

collectedȱinȱbooksȱandȱcouldȱbeȱredeemedȱforȱcashȱorȱgiftsȱ(Rafiqȱ1997,ȱp.ȱ44).ȱ Thus,ȱ whenȱ Tescoȱ launchedȱ theȱ Clubcardȱ inȱ 1995,ȱ Lordȱ Sainsburyȱ famouslyȱ dismissedȱ theȱ ideaȱ asȱ nothingȱ moreȱ thanȱ “electronicȱ Greenshieldȱ Stamps”ȱ (Humby/Hunt/Phillipsȱ 2003,ȱ p.ȱ65).ȱ However,ȱ Tescoȱ Clubcardȱ hasȱ provenȱ aȱ roaringȱ successȱ sinceȱ itsȱ introduction,ȱ despiteȱ theȱ costȱ ofȱaboutȱ300ȱ millionȱ GBPȱ overȱ theȱ firstȱ threeȱ years,ȱ whichȱ wasȱ theȱ equivalentȱ ofȱ 4.5ȱ%ȱ ofȱ Tesco’sȱ sales.ȱ Theseȱ costsȱ includedȱ anȱ updateȱ inȱ pointȬofȬsaleȱ technology,ȱ theȱ supȬ portingȱcomputerȱsystemȱ neededȱtoȱhandleȱtheȱClubcardȱdataȱandȱaȱcallȱcenȬ treȱwhichȱestablishedȱaȱhotline.ȱHowever,ȱdueȱtoȱClubcard’sȱsuccess,ȱTescoȱhasȱ covered ȱtheȱ costsȱ ofȱ runningȱ itsȱ loyaltyȱ programmeȱ byȱaȱ salesȱ increaseȱ“diȬ rectlyȱ attributableȱ toȱ theȱ promotionsȱ thatȱ haveȱ beenȱ createdȱ byȱ Clubcard”ȱ (Humby/Hunt/Phillipsȱ 2003,ȱ p.ȱ5).ȱ Accordingȱ toȱ manyȱ experts,ȱ theȱ keyȱ inȬ gredientȱwhichȱhelpedȱTescoȱovertakeȱSainsbury’sȱtoȱbecomeȱtheȱUnitedȱKingȬ dom’sȱ leadingȱ retailer,ȱ wasȱ theȱ implementationȱ ofȱ theȱ CRMȱ strategyȱ basedȱ on ȱTescoȱClubcardȱ(Beckett/Nayakȱ2005,ȱp.ȱ8).ȱ

 

Mode of Function 

ȱ      TheȱClubcardȱschemeȱstartsȱlikeȱotherȱloyaltyȱcardȱschemes:ȱcustomersȱpayȱaȱ ȱ      joiningȱfeeȱandȱreceiveȱtheirȱ ownȱcardȱinȱexchangeȱforȱpersonalȱdetailsȱsuchȱ ȱ      asȱ name,ȱ address,ȱ dateȱ ofȱ birth,ȱ familyȱ composition,ȱ dietaryȱ requirementsȱ ȱ      andȱproductȱpreferences.ȱ Clubcardȱ holdersȱcanȱthenȱpresentȱtheirȱcardȱatȱtheȱ ȱ      checkȬoutȱeachȱtimeȱtheyȱgoȱshoppingȱandȱearnȱoneȱClubcardȱpointȱ(whichȱisȱ ȱ      worthȱ aȱ penny)ȱforȱ everyȱ1ȱGBPȱspent.ȱ Pointsȱcanȱ beȱearnedȱeitherȱbyȱshopȬ ȱ      pingȱinstore,ȱatȱTescoȱpetrolȱorȱatȱTesco.com.ȱFurthermore,ȱTescoȱhasȱacquiredȱaȱ ȱ      numberȱ ofȱ soȬcalledȱpointsȱpartnersȱ sinceȱ theȱ launchȱofȱ theȱ loyaltyȱ scheme,ȱ ȱ      soȱClubcardȱholdersȱcanȱalsoȱearnȱpointsȱforȱtheirȱClubcardȱwhileȱshoppingȱatȱ ȱ      (or ȱusingȱtheȱ servicesȱ of)ȱ theȱ followingȱpartners:ȱAvisȱ carȱ rentals,ȱ Powergen,ȱ ȱ      MarriottȱHotels,ȱJohnsonsȱdryȱcleaner,ȱNationwideȱAutocentre,ȱNationalȱTyresȱandȱ

SingleȱOperatorȱ    Autocareȱ andȱ Theȱ Nutriȱ Centre.ȱ Loyaltyȱ schemesȱ likeȱ Tescoȱ Clubcardȱ areȱ desȬ

Multi ȬPartnerȱ   cribedȱasȱ“singleȱoperatorȱmultiȱpartnerȱprogrammes”ȱ(Rowleyȱ2004,ȱp.ȱ129).ȱ

Programmeȱ   Onceȱ customersȱ haveȱ purchasedȱ itemsȱ worthȱ atȱ leastȱ 150ȱGBP,ȱ theyȱ canȱ eiȬ

ȱ      therȱ cashȱ themȱ inȱ atȱ theȱ nextȱ shoppingȱ tripȱ orȱ redeemȱ themȱ forȱ numerousȱ ȱ      offers.ȱ Eachȱ quarter,ȱ theȱ accumulatedȱ pointsȱ areȱ transferredȱ intoȱ vouchersȱ

Vouchersȱ   andȱ mailedȱ toȱ theȱ customers,ȱ asȱ wellȱ asȱ additionalȱ couponsȱ whichȱ canȱ beȱ

redeemedȱforȱspecificȱproductsȱ (Reynoldsȱ2004a,ȱp.ȱ312).ȱApartȱfromȱspendȬ
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ingȱ theȱ vouchersȱ atȱ aȱ Tescoȱ storeȱ orȱ forȱ onlineȱ purchases,ȱ theȱ customerȱ canȱ also ȱ transferȱ themȱ intoȱ Britishȱ Airwaysȱ AirMiles.ȱ Forȱ example,ȱ aȱ 2.50ȱGBPȱ Clubcard ȱ voucherȱ isȱ worthȱ 60ȱ AirMiles.ȱ Also,ȱ vouchersȱ canȱ beȱ spentȱ onȱ soȬ called ȱ Clubcardȱ Dealsȱ suchȱ asȱ funȱ parks,ȱ museums,ȱ orȱ restaurants.ȱ Whenȱ usedȱtoȱorderȱoneȱofȱtheseȱDeals,ȱtheȱvalueȱofȱtheȱvoucherȱquadruples.ȱAlongȱ withȱtheȱcustomer’sȱstatement,ȱtheȱClubcardȱMagazineȱisȱsentȱoutȱfourȱtimesȱaȱ year.ȱ Evenȱ thoughȱ deliveringȱ theȱ vouchersȱ andȱ magazinesȱ byȱ mailȱ isȱ moreȱ expensiveȱforȱtheȱcompanyȱthanȱeȬmail,ȱTescoȱstillȱusesȱpostalȱserviceȱbecauseȱ ofȱtheȱ“biggerȱuplift”ȱ(Spethliftȱ2004,ȱp.ȱ34)ȱitȱentailsȱforȱtheȱcompany.ȱȱ

Theȱvouchersȱareȱvalidȱthroughȱtwoȱyears,ȱwhichȱisȱconsideredȱlongȱenoughȱ forȱ customersȱ notȱ toȱ feelȱ coercedȱ intoȱ spendingȱ theȱ vouchersȱ beforeȱ theyȱ want ȱ to,ȱ butȱ alsoȱ shortȱ enoughȱ soȱ thatȱ Tescoȱ doesȱ notȱ buildȱ upȱ excessiveȱ financial ȱ exposure,ȱ asȱ itȱ isȱ theȱ caseȱ withȱ manyȱ airlines,ȱ whereȱ millionsȱ ofȱ unredeemedȱflyerȱmilesȱaccumulateȱasȱaȱgrowingȱliability.ȱSinceȱTescoȱtriesȱtoȱ stressȱ theȱ characteristicsȱ ofȱaȱ club,ȱ vouchersȱ representȱtheȱ clubȱ membershipȱ dividendȱ(Humby/Hunt/Phillipsȱ2003,ȱp.ȱ76).ȱ

Currently,ȱ aboutȱ 14ȱ millionȱ Britishȱshoppersȱ receiveȱ aȱstatementȱ fromȱ Tescoȱ    AboveȬAverageȱ everyȱthreeȱmonthsȱ (thisȱ equalsȱ aboutȱ35ȱ%ȱ ofȱUKȱ homesȱinȱ everyȱmailing).ȱ    RedemptionȱRateȱ Theȱ annualȱ nominalȱ amountȱ ofȱ vouchersȱ redeemedȱ byȱ customersȱ isȱ aboutȱ 200ȱmillionȱGBPȱwhichȱcorrespondsȱtoȱaȱredemptionȱrateȱofȱaboutȱ20ȱ%.ȱThisȱ is ȱ anȱ extraordinarilyȱ highȱ number,ȱ comparedȱ toȱ theȱ industryȱ averageȱ ofȱ aboutȱ0.5ȱ%.ȱ Thisȱsuccessȱ wasȱachievedȱtoȱ aȱ greatȱ extentȱ throughȱ aȱdetailedȱ analysisȱofȱtheȱdataȱacquiredȱviaȱtheȱClubcardȱ(Spethliftȱ2004,ȱpp.ȱ33Ȭ34).ȱ

 

Use of Data                                                         ȱ

Theȱ Clubcardȱ programmeȱ isȱ notȱ onlyȱ aȱ loyaltyȱ card,ȱ butȱ aȱ comprehensiveȱ   ȱ corporateȱphilosophyȱandȱaȱcompleteȱbusinessȱsystem.ȱTheȱdataȱtheȱClubcardȱ   Customerȱ schemeȱ providesȱ toȱ Tescoȱ isȱ usedȱ toȱ driveȱ crucialȱ businessȱ decisions.ȱ FurȬ    Segmentsȱ thermore,ȱ itȱ isȱ estimatedȱ toȱ haveȱ madeȱ Tescoȱ intoȱ theȱ “mostȱ sophisticatedȱ marketerȱinȱtheȱworld”ȱ(Spethliftȱ2004,ȱp.ȱ34).ȱInȱ1995,ȱhowever,ȱtheȱcompanyȱ wasȱ facedȱ withȱ theȱ limitationsȱ ofȱ theȱ ITȱ technologyȱ atȱ thatȱ time.ȱ Merelyȱ transmittingȱ theȱ dataȱ betweenȱ Tesco’sȱ ITȱ department,ȱ whereȱ itȱ wasȱ usedȱ toȱ runȱtheȱpointsȱaccountingȱdatabase,ȱtoȱdunnhumby,ȱwhereȱitȱwasȱanalysedȱforȱ marketing ȱ andȱ businessȱ informationȱ use,ȱ tookȱ 30ȱ hours,ȱ usingȱ theȱ highestȱ bandwidthȱ connectionȱ thenȱ availableȱ (Stoneȱ 2003,ȱ p.ȱ186).ȱ Inȱ theȱ firstȱ threeȱ months,ȱ theȱ dataȱ fromȱ moreȱ thanȱ 50ȱ millionȱ shoppingȱ trips,ȱ comprisingȱ moreȱthanȱ2,000ȱmillionȱpurchasedȱitemsȱbyȱmoreȱthanȱfiveȱmillionȱClubcardȱ members, ȱwasȱcollected.ȱȱ

Whereasȱ today,ȱ theȱ capacityȱ forȱ takingȱ theȱ informationȱ fromȱ everyȱ singleȱ shoppingȱbasketȱprocessedȱthroughȱ theȱ checkȬoutsȱandȱ analysingȱ itȱ isȱ readȬ
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ilyȱ available,ȱ inȱ 1995,ȱ onlyȱ 10ȱ%ȱ ofȱ theȱ weeklyȱ dataȱ wasȱ analysedȱ andȱ theȱ findingsȱ wereȱ extrapolatedȱ toȱ theȱ otherȱ 90ȱ%ȱ (Humby/Hunt/Phillipsȱ 2003,ȱ p. ȱ97).ȱ Stateȱ ofȱ theȱ artȱ dataȱ miningȱ techniquesȱ wereȱ usedȱ toȱ manageȱ andȱ analyseȱ theȱ createdȱ database.ȱ Thisȱ analysisȱ enabledȱ Tescoȱtoȱ accuratelyȱ pinȬ pointȱ theȱ timeȱwhenȱpurchasesȱ wereȱ made,ȱtheȱ amountȱthatȱ wasȱ spentȱ andȱ theȱkindȱofȱproductsȱpurchased.ȱ

RollingȱBallȱ    Tescoȱ usedȱ theȱ dataȱ toȱ segmentȱ itsȱ customersȱ viaȱ theȱ soȬcalledȱ rollingȱ ballȱ

Methodȱ   method,ȱ whichȱ isȱ basedȱ onȱ theȱ notionȱ thatȱ aȱ person’sȱ shoppingȱ basketȱ reȬ

ȱ      vealsȱmuchȱaboutȱ theȱ person’sȱcharacteristics:ȱ“Youȱareȱwhatȱyouȱeat”ȱ (ReyȬ ȱ      noldsȱ2004a,ȱp.ȱ317).ȱInȱorderȱtoȱunderstandȱwhyȱcustomersȱpurchaseȱcertainȱ ȱ      products,ȱ interpretatingȱ theseȱ goodsȱthroughȱ aȱ “psychologicalȱ lens”ȱisȱ necȬ ȱ      essaryȱ toȱ revealȱ “hidden”ȱ desires,ȱ aspirationsȱ andȱ fearsȱ expressedȱ inȱ theȱ ȱ      purchase ȱofȱ productsȱ (Beckett/Nayakȱ 2005,ȱ p.ȱ9).ȱ Forȱ thisȱpurpose,ȱaboutȱ 50ȱ ȱ      productsȱ wereȱ classifiedȱ byȱ ratingȱ aboutȱ 20ȱ characteristicsȱ onȱ aȱ twoȬtailedȱ ȱ      Likertȱ scale.ȱTheseȱ productȱ attributesȱincludedȱ “lowȱfat”ȱagainstȱ“highȱ fat”,ȱ ȱ      “needsȱ preparation”ȱ vs.ȱ “readyȱ toȱ eat”ȱ orȱ“lowȱprice”ȱ againstȱ“highȱ price”,ȱ ȱ      butȱalsoȱ“adventurous”,ȱ“exotic”ȱorȱ“fresh”ȱ(Humby/Hunt/Phillipsȱ2003,ȱpp.ȱ

Mapȱofȱȱ   153Ȭ154).ȱ Thisȱprofilingȱ methodȱgeneratesȱ aȱ mapȱ ofȱtheȱconnotationsȱforȱ theȱ

Connotationsȱ   goods.ȱSinceȱratingȱeveryȱproductȱinȱtheȱstoreȱbyȱhandȱisȱanȱalmostȱimpossiȬ

bleȱ task,ȱ 50ȱ “obvious”ȱ productsȱ whichȱ clearlyȱ possessedȱ theȱ attributeȱ orȱ quality ȱ Tescoȱ wantedȱ toȱ measure,ȱ suchȱ asȱ pineappleȱ forȱ “exotic”ȱ orȱ extraȱ virgin ȱ oliveȱ oilȱ forȱ “adventurous”,ȱ wereȱ chosenȱ asȱ aȱ basisȱ andȱ aȱ computerȱ algorithmȱprogrammeȱthenȱtookȱover.ȱȱ

Theȱ nextȱ stepȱ wasȱ lookingȱ atȱ whatȱ otherȱ itemsȱ customersȱ whoȱ purchasedȱ theseȱ productsȱ bought,ȱ discardingȱ commonȱ itemsȱ suchȱ asȱ eggsȱ orȱ milk.ȱ Basedȱ onȱ theȱ customer’sȱ behaviour,ȱ differentȱ consumerȱ clustersȱ couldȱ beȱ identified. ȱTheȱcombinationȱofȱtheȱratedȱproductȱprovidesȱinformationȱaboutȱ theȱcustomer’sȱlifestyleȱandȱthusȱ helpsȱsegmentȱallȱcustomers.ȱ Theseȱ groupȬ ingsȱ mustȱ beȱ largeȱenoughȱtoȱbeȱ costȬefficient,ȱ butȱ“withȱ aȱ richnessȱofȱ comȬ monȱinterestȱtoȱbeȱtrulyȱmeaningful”ȱ(Spethmanȱ2004,ȱp.ȱ34).ȱȱ

StoreȱBrandsȱ    Accordingly,ȱ Tescoȱ wasȱ ableȱ toȱ segmentȱ itsȱ customersȱ intoȱ theȱ categoriesȱ ofȱ Accordingȱtoȱ    Finerȱ Foods,ȱ Healthy,ȱ Traditional,ȱ Mainstream,ȱ Convenience,ȱ andȱ Priceȱ Sensitiveȱ

Segmentationȱ   (seeȱTableȱ11.3).ȱTheȱcompanyȱthenȱlaunchedȱstoreȱbrandsȱtargetingȱtheȱidenȬ

tifiedȱsegments.ȱCurrently,ȱtheseȱ storeȱ brandsȱaccountȱforȱaboutȱ 45ȱ%ȱofȱ theȱ company’s ȱtotalȱassortment.ȱ

TheȱpotentialȱtoȱuseȱandȱexploitȱdataȱfromȱtheȱClubcardȱprogrammeȱareȱsubȬ stantial.ȱ Byȱ comparingȱ anȱ individual’sȱ shoppingȱ behaviourȱ withȱ theȱ normȱ forȱthatȱspecificȱcustomerȱsegment,ȱvariancesȱcanȱbeȱidentified.ȱThisȱanalysisȱ highlightsȱnotȱonlyȱundershoppedȱdepartments,ȱbutȱalsoȱshowsȱwhichȱprodȬ ucts ȱ theȱ individualȱ isȱ likelyȱ toȱ wantȱ inȱ theȱ future,ȱ inȱ orderȱ toȱ exploitȱ canȬ sellingȱ opportunitiesȱ(Beckett/Nayakȱ2005,ȱp.ȱ10).ȱ
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CustomerȱSegmentationȱ                                                         Tableȱ11.3ȱ

 

Category Category   Classification Classification           Characteristics Characteristics               Store Brands Store Brands

Up-Market Up-Market   Finer Foods Finer Foods       time poor, money rich, time poor, money rich,        Tesco Finest, Tesco Tesco Finest, Tesco 

everyday luxury items everyday luxury items            Fair Trade Fair Trade

Healthy Healthy      fruits and vegetables, weight fruits and vegetables, weight       Tesco Organic, Tesco Organic, 

watchers, diabetic etc. watchers, diabetic etc.       Tesco Healthy Living, Tesco Healthy Living, 

Tesco Free From Tesco Free From

Mid-Mid-     Convenience Convenience    people on the go, no time or people on the go, no time or           Tesco Tesco

Market Market                      inclination for cooking inclination for cooking

Traditional Traditional     time to buy and prepare meals time to buy and prepare meals          Tesco Tesco

Cost Cost       Mainstream Mainstream       family type meals, kids family type meals, kids        Tesco Kids, Tesco Tesco Kids, Tesco

Conscious                   products, popular brands products, popular brands Conscious

Price Price           less affluent, tend to buy less affluent, tend to buy           Tesco Value Tesco Value

Sensitive Sensitive          cheapest or display cheapest or display                               ȱ

Source: ȱAdaptedȱfromȱCoriolisȱ2004,ȱpp.ȱ13Ȭ14.ȱ

 

Marketing ȱactivities,ȱandȱmostȱimportantlyȱvouchersȱandȱcoupons,ȱareȱthereȬ foreȱ aȱ mixtureȱ ofȱ giftsȱ andȱ rewardsȱ forȱ pastȱ andȱ continuedȱ behaviourȱ andȱ alsoȱenticementsȱforȱfutureȱbehaviourȱ(Reynoldsȱ2004a,ȱp.ȱ315).ȱȱ

Tesco ’sȱdataȱwarehouseȱallowsȱforȱconsiderableȱmassȱcustomisation.ȱWhereasȱ   Massȱȱ thereȱareȱ150,000ȱvariationsȱofȱtheȱClubcardȱmagazineȱalone,ȱbasedȱonȱlifeȱstagesȱ Customisationȱ

such ȱasȱyoungȱfamilies,ȱemptyȱnesters,ȱetc.ȱ(Spethmannȱ2004,ȱp.ȱ39)ȱtheȱcomȬ pleteȱquarterlyȱstatement,ȱwithȱpersonalisedȱletter,ȱvouchersȱandȱcoupons,ȱisȱ soȱcarefullyȱtailoredȱ forȱeachȱ recipient,ȱthatȱTescoȱ sendsȱoutȱaroundȱfourȱmilȬ lionȱ variationsȱ (Spethmannȱ 2004,ȱ p.ȱ33).ȱ Forȱ example,ȱ aȱ significantlyȱ deȬ creasedȱamountȱ ofȱ groceryȱshoppingȱ isȱ aȱ strongȱ indicatorȱofȱ aȱ forthcomingȱ holiday;ȱTescoȱcanȱnowȱsendȱtheȱcustomerȱcouponsȱforȱsunscreenȱlotions.ȱTheȱ identifiedȱ 5,000ȱ “customerȱ needs”ȱ subgroupsȱ allowȱ theȱ personalisedȱ “rifleȱ shot”ȱapproach.ȱTescoȱstrivesȱtoȱmakeȱitsȱpersonalisedȱcustomerȱcommunicaȬ tionȱ asȱ relevantȱ forȱ theȱ individualȱ asȱ possible.ȱ Anotherȱ findingȱ fromȱ theȱ analysisȱwasȱthatȱinȱeveryȱsingleȱstore,ȱtheȱtopȬspendingȱ100ȱcustomersȱwereȱ asȱvaluableȱasȱtheȱbottomȱ4,000.ȱThisȱledȱtoȱtheȱdecisionȱtoȱrunȱinvitationȬonlyȱ Clubcard ȱeventsȱinȱmajorȱstoresȱasȱaȱwayȱofȱthankingȱtheȱmostȱloyalȱcustomersȱ (Stoneȱ 2003,ȱ p.ȱ186).ȱ Aȱ numberȱ ofȱ clubsȱ haveȱ alsoȱ beenȱ createdȱ basedȱ onȱ Tesco ’s ȱuniqueȱinsightȱintoȱtheȱshoppingȱhabitsȱofȱitsȱcustomers:ȱ

� � FoodȱClubȱ                                                     Clubcardȱ

Clubsȱ

� � Babyȱ&ȱToddlerȱClubȱ

ȱ
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�    ȱ   ȱ ȱ   ȱ ȱȱ � Wine Club as well as

� HealthyȱLivingȱClub.ȱ

TheseȱclubsȱareȱfreeȱtoȱallȱClubcardȱholdersȱandȱprovideȱbenefitsȱsuchȱasȱfreeȱ magazines,ȱ advice,ȱ couponsȱ andȱ specialȱ offers.ȱ Currently,ȱ aboutȱ 800,000ȱ peopleȱhaveȱbecomeȱmembersȱandȱvoluntarilyȱofferȱmoreȱpersonalȱdataȱandȱ preferences. ȱ

Retailingȱ    Theȱ Clubcardȱ dataȱ hasȱ alsoȱ helpedȱ Tescoȱ toȱ identifyȱ areasȱ whereȱ customersȱ

Servicesȱ    areȱ positivelyȱ inclinedȱ towardsȱ onlineȱ shoppingȱ andȱ launchedȱ Tesco.comȱ inȱ

1997.ȱToday,ȱitȱisȱtheȱworld’sȱleadingȱgroceryȱinternetȱretailerȱwithȱanȱaverageȱ ofȱ150,000ȱordersȱperȱweekȱandȱaȱleapȱinȱprofitȱofȱmoreȱthanȱ50ȱ%ȱfromȱ2004ȱ toȱ2005ȱ(Tescoȱ2006,ȱp.ȱ28).ȱSinceȱ2006,ȱClubcardȱvouchersȱcanȱalsoȱbeȱusedȱforȱ onlineȱshoppingȱatȱTesco.com.ȱ

Furthermore,ȱ theȱ companyȱ hasȱ leveragedȱ customerȱ dataȱ obtainedȱ fromȱ itsȱ loyaltyȱprogrammeȱtoȱdiversifyȱintoȱnonȬfoodȱserviceȱoffersȱ(inȱaȱmicroȬmacroȱ approach):ȱ

� financialȱandȱbankingȱservicesȱTescoȱPersonalȱFinanceȱ(TPF)ȱ

� TescoȱTelecoms.ȱ

TPFȱ isȱ aȱ 50/50ȱ jointȱ ventureȱ betweenȱ Tescoȱ andȱ theȱ Royalȱ Bankȱ ofȱ Scotlandȱ createdȱinȱ1997ȱ(Coriolisȱ2004,ȱp.ȱ28).ȱUsingȱinformationȱderivedȱfromȱTescoȇsȱ loyaltyȱ cardȱ programmeȱ andȱ blendingȱ itȱ withȱ externallyȬgeneratedȱ demoȬ graphicȱ data,ȱ theȱ companyȱ conductedȱ targetedȱ researchȱ andȱ developedȱ profilesȱ ofȱ customersȱ whoȱ wouldȱ beȱ mostȱ interestedȱ inȱ basicȱ bankingȱ serȬ vicesȱ orȱ otherȱ options.ȱ Tescoȱ foundȱ thatȱ itȱ canȱ acquireȱ aȱ financialȬservicesȱ customer ȱforȱlessȱthanȱ halfȱ ofȱwhatȱitȱcostsȱaȱbank.ȱCurrently,ȱTescoȱoffersȱ17ȱ financialȱ productsȱandȱ services,ȱsuchȱasȱaȱ creditȱ card,ȱ loans,ȱ mortgages,ȱ carȱ breakdownȱcover,ȱsavings,ȱtravelȱmoney,ȱcarȱinsurance,ȱtravelȱinsurance,ȱlifeȱ insuranceȱorȱpetȱinsuranceȱ(Tescoȱ2006,ȱp.ȱ30).ȱSinceȱ2001,ȱTPFȱisȱhighlyȱprofȬ itableȱ andȱ currentlyȱ generatesȱoverȱ200ȱmillionȱGBPȱ inȱprofitsȱwithȱ almostȱ5ȱ millionȱ customersȱ (Tescoȱ 2006,ȱ p.ȱ6).ȱ Itȱ isȱ alsoȱtheȱ biggestȱonlineȱcarȱ insurerȱ inȱ theȱ Unitedȱ Kingdom.ȱ Sinceȱ 2003,ȱ theȱ retailerȱ alsoȱ offersȱ aȱ wideȱ rangeȱ ofȱ telecommunicationȱ services,ȱ suchȱ asȱ mobileȱ (inȱ aȱ 50/50ȱ jointȱ ventureȱ withȱ O2),ȱ homeȱ phone,ȱ broadband,ȱ dialȬupȱ internetȱ accessȱ andȱ internetȱ phone.ȱ Aroundȱ oneȱ millionȱ customersȱ useȱ theseȱ servicesȱ (Tescoȱ 2006,ȱ p.ȱ6).ȱ Theseȱ retailingȱservicesȱareȱaȱkeyȱfeatureȱofȱTesco’sȱgrowthȱstrategyȱ(seeȱFigureȱ11.4)ȱ andȱ theirȱ successfulȱ implementationȱ wasȱ achievedȱ throughȱ Clubcardȱ data.ȱ CustomersȱcanȱalsoȱcollectȱClubcardȱpointsȱ fromȱselectedȱservices,ȱe.g.ȱwhenȱ payingȱwithȱTPFȱCreditȱCard,ȱonȱmobile,ȱhomeȱphone,ȱandȱbroadband.ȱ
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Outcome 

Forȱmanyȱexperts,ȱTescoȱClubcardȱhasȱbeenȱtheȱdrivingȱforceȱbehindȱtheȱcomȬ pany’sȱtransformationȱfromȱitsȱ “pileȱitȱhighȱandȱ sellȱitȱ cheap”ȱtoȱaȱcustomerȱ value ȱstrategyȱwhichȱhelpedȱtheȱcompanyȱtoȱbecomeȱtheȱworld’sȱfifthȱlargestȱ retailerȱ (McKelveyȱ 2005,ȱ p.ȱ13).ȱ Onlyȱ twoȱ monthsȱ afterȱ theȱ introductionȱ ofȱ theȱ loyaltyȱ scheme,ȱ Tescoȱ becameȱ theȱ UKȱ marketȱ leader.ȱ Oneȱ yearȱ afterȱ theȱ launchȱ ofȱ theȱloyaltyȱ scheme,ȱ Clubcardȱholdersȱ wereȱspendingȱ 28ȱ%ȱmoreȱ atȱ Tescoȱ andȱ 16ȱ%ȱ lessȱ atȱ Tesco’sȱ archȱ rivalȱ Sainsbury’s.ȱ Inȱ 1998,ȱ Tescoȱ andȱ itsȱ agencyȱdunnhumbyȱreceivedȱtheȱsilverȱIDMȱBusinessȱPerformanceȱAwardȱforȱ theȱTescoȱClubcardȱcampaignȱ(MarketingȱWeekȱ1998,ȱp.ȱ77).ȱCurrently,ȱhalfȱofȱ allȱBritishȱhouseholdsȱareȱClubcardȱholders.ȱ

However,ȱaȱmainȱcharacteristicȱofȱtheȱClubcardȱloyaltyȱschemeȱisȱitsȱdynamicȱ nature.ȱ Asȱ customerȱ habitsȱ change,ȱ soȱ doȱ Tesco’sȱ businessȱ decisionsȱ whichȱ are ȱbasedȱonȱongoingȱClubcardȱdata.ȱThisȱimpliesȱtheȱneedȱforȱconstantȱinnoȬ vationsȱ suchȱ asȱtheȱ Christmasȱ Saversȱ Club,ȱwhichȱ wasȱlaunchedȱinȱ 2005ȱ andȱ allowsȱcustomersȱ toȱ saveȱ theirȱ Clubcardȱ vouchersȱ toȱ helpȱ withȱtheirȱ ChristȬ masȱshopping.ȱDueȱtoȱaȱdeclineȱinȱClubcardȱuseȱofȱtwoȱperȱcentȱatȱtheȱendȱofȱ 2003, ȱ Tescoȱ decidedȱ toȱ relaunchȱ itsȱ loyaltyȱ schemeȱ inȱ Mayȱ 2004ȱ (Marketingȱ Weekȱ2005,ȱp.ȱ89).ȱTheȱ companyȱ introducedȱsmaller,ȱ personalisedȱClubcardsȱ whichȱcanȱbeȱattachedȱtoȱaȱkeying,ȱmakingȱitȱeasierȱforȱcustomersȱtoȱrememȬ berȱtheirȱcards.ȱFurthermore,ȱtheȱnewȱcardsȱhaveȱaȱbarȬcodeȱinȱorderȱtoȱproȬ vide ȱcustomersȱwithȱaȱ quickerȱandȱ moreȱconvenientȱwayȱofȱ collectingȱ theirȱ pointsȱ (Tescoȱ 2006,ȱ p.ȱ8).ȱ Reportedly,ȱ theȱbarȬcodedȱ cardsȱallowȱ forȱ quickerȱ scanningȱ byȱ theȱ checkȬoutȱ staff;ȱ theȱ resultingȱ increaseȱ inȱ productivityȱ isȱ supposedȱtoȱbeȱworthȱnineȱmillionȱGBPȱaȱyearȱ(MarketingȱWeekȱ2005,ȱp.ȱ89).ȱ

 

Summary and Outlook 

Evenȱ thoughȱ manyȱ competitorsȱ haveȱ triedȱ toȱ copyȱ orȱ introducedȱ similarȱ customerȱ loyaltyȱ schemes,ȱ suchȱ asȱ Sainsbury’sȱ NectarȬCardȱ (introducedȱ inȱ 2002ȱ asȱ theȱ Rewardȱ Cardȱ successor),ȱ Safewayȱ Addedȱ Bonusȱ Cardȱ (whichȱ wasȱ abandonedȱ byȱ theȱ companyȱ inȱ 2000),ȱ Asdaȱ Styleȱ Cardȱ and,ȱ mostȱ recently,ȱ BootsȱAdvantageȱCard,ȱTescoȱClubcardȱ remainsȱtheȱoneȱwhichȱhasȱsetȱtheȱpaceȱ forȱ followersȱ (McKelveyȱ 2005,ȱ p.ȱ13).ȱ Numerousȱ indicatorsȱ illustrateȱ ClubȬ card’sȱsuccess.ȱOneȱofȱtheȱmostȱimpressiveȱisȱthat,ȱwhileȱTesco’sȱfloorȱspaceȱinȱ the ȱ Unitedȱ Kingdomȱ hasȱ onlyȱ beenȱ risingȱbyȱ 15ȱ%ȱ sinceȱtheȱintroductionȱ ofȱ theȱ loyaltyȱ schemeȱ inȱ 1995,ȱ marketȱ shareȱ isȱ upȱ byȱ 52ȱ%ȱ (Reinartzȱ 2006,ȱ p.ȱ372).ȱ Theȱ strongȱ customerȱ focusȱ hasȱ provenȱaȱ veryȱ successfulȱ conceptȱ inȱ creatingȱvalueȱforȱtheȱcustomerȱ andȱprofitȱ forȱTesco.ȱ Currently,ȱtheȱcompanyȱ is ȱ estimatedȱ toȱ retainȱ “aȱ seeminglyȱ unbeatableȱ positionȱ atȱ theȱ topȱ ofȱ theȱ market”ȱ(Datamonitorȱ 2005c,ȱ p.ȱ12).ȱHowever,ȱ Tescoȱlostȱitsȱ positionȱonceȱasȱ UKȱmarketȱleaderȱtoȱSainsbury’sȱinȱtheȱ1970s.ȱByȱwithstandingȱtheȱchallengeȱ
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ofȱ theȱnumerousȱfollowersȱinȱ loyaltyȱschemes,ȱTescoȱ mustȱnowȱproveȱthatȱitȱ indeed ȱoffersȱmoreȱvalueȱtoȱitsȱclienteleȱandȱinȱaȱsustainableȱmanner.ȱ

In ȱFebruaryȱ 2006,ȱTescoȱannouncedȱitsȱplansȱforȱanȱentryȱ intoȱtheȱUSȱmarketȱ inȱ 2007.ȱ Theȱ retailerȱ willȱ operateȱ onȱ theȱ Westȱ Coast,ȱ notȱ usingȱ theȱ brandȱ nameȱ Tesco,ȱ however,ȱ andȱ expectsȱ toȱ breakȱ evenȱ withinȱ threeȱ years.ȱ Itȱ reȬ mainsȱ toȱ beȱ seenȱ whetherȱ Tescoȱ willȱ beȱ ableȱ toȱ replicateȱ itsȱ homeȱ marketȱ successȱ inȱ theȱ veryȱ competitiveȱ USȱ marketȱ andȱ whetherȱ itȱ willȱ alsoȱ useȱ itsȱ loyaltyȱscheme.ȱ

 

Questions

1.ȱ   Howȱ couldȱ dataȱ beȱ gatheredȱ viaȱ theȱ Clubcardȱ andȱ thenȱ beȱ used?ȱ Giveȱ

someȱdetailedȱexamples.ȱ

2.ȱ   Doȱ youȱ thinkȱ itȱ isȱ possibleȱ forȱ Tescoȱ toȱ replicateȱ theȱ successȱ ofȱ itsȱ cusȬ

tomerȱloyaltyȱprogrammeȱinȱtheȱhomeȱmarketȱtoȱotherȱcountries?ȱDiscussȱ critically. ȱ

3.ȱ Compareȱ Tesco’sȱClubcardȱ programmeȱ withȱ anotherȱ CRMȱ toolȱ suchȱ asȱ aȱ

stampsȱscheme,ȱe.g.ȱtheȱoneȱTescoȱusedȱinȱtheȱ1960sȱandȱ1970s.ȱ

 

Hints

1.ȱ   SeeȱHumby/Hunt/Phillipsȱ2003,ȱpp.ȱ95Ȭ112,ȱforȱdetailsȱofȱtheȱexploitationȱ

ofȱClubcardȱdataȱforȱmarketingȱpurposes.ȱ

2.ȱ   See,ȱforȱexample,ȱAlexanderȱ 1997,ȱpp.ȱ29Ȭ37,ȱonȱtheȱlimitsȱofȱtheȱinternaȬ

tionalisationȱofȱretailing.ȱ

3.ȱ   SeeȱHumby/Hunt/Phillipsȱ2003,ȱpp.ȱ40Ȭ42.ȱȱ

ȱ
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Chapter 12  

 

Buying – Strategy and Concepts 

 

The objectives of this Chapter are to look at the characteristics and instruments of retail buying, to discuss traditional and non-traditional forms of buying and to contrast different buying situations. The last part of this Chapter describes a multi-channel sourcing approach. 

 

Merchandising Philosophy, Changing Buyer-Seller         ȱ Relationships, and Buying Strategy 

TheȱbuyingȱstrategyȱofȱretailersȱisȱinfluencedȱbyȱtheȱmerchandisingȱphilosoȬ    ȱ phyȱ andȱ targetȱrelationshipȱ betweenȱtheȱ retailȱ companyȱ andȱmanufacturersȱ   ȱ (suppliers). ȱ “Aȱmerchandisingȱ philosophyȱsetsȱ theȱguidingȱ principlesȱ forȱallȱ    ȱ the ȱmerchandiseȱdecisionsȱthatȱaȱretailerȱmakes.ȱItȱmustȱreflectȱtargetȱmarketȱ    ȱ desires,ȱ theȱ retailer’sȱ institutionalȱ type,ȱ theȱ marketplaceȱ positioning,ȱ theȱ    Drivingȱ definedȱvalueȱchain,ȱsupplierȱcapabilities,ȱcosts,ȱcompetitors,ȱproductȱtrends,ȱ    Forcesȱ andȱotherȱfactors.ȱTheȱretailȱmerchandisingȱphilosophyȱdrivesȱeveryȱproductȱ decision, ȱ fromȱ whatȱproductȱlinesȱ toȱcarryȱtoȱ theȱ shelfȱ spaceȱallottedȱtoȱ difȬ ferentȱproductsȱtoȱinventoryȱturnoverȱtoȱpricingȱ–ȱandȱmore”ȱ(Berman/Evansȱ 2007,ȱ p.ȱ408).ȱ Theȱ merchandisingȱ philosophyȱ determinesȱtheȱ breadthȱofȱ theȱ assortmentȱ(narrowȱorȱwide)ȱ andȱ theȱdepthȱofȱ theȱassortmentȱ(deepȱorȱshalȬ low)ȱ withinȱ eachȱ category.ȱ Inȱ addition,ȱ retailersȱ “mustȱ selectȱ theȱ qualityȱ ofȱ the ȱ itemsȱ withinȱ theȱ assortmentȱ –ȱ highȱ orȱ low,ȱ nationalȱ brandsȱ orȱ storeȱ brands.ȱ Theyȱ needȱtoȱdecideȱonȱtheirȱpricingȱ policies,ȱacrossȱcategoriesȱ andȱ within.ȱ Finally,ȱ retailersȱ mustȱ decideȱ ifȱ assortmentsȱ shouldȱ generallyȱ beȱ stableȱ overȱtimeȱorȱ whetherȱ thereȱ shouldȱ beȱsurprises,ȱ specials,ȱ orȱ customiȬ zationȱinȱassortments”ȱ(Kahnȱ1999,ȱp.ȱ289).ȱTheseȱissuesȱ areȱallȱdiscussedȱinȱ Chapterȱ8.ȱ

Theȱ natureȱ ofȱ relationshipsȱ inȱ theȱ supplyȱ chainȱ isȱanotherȱimportantȱ factorȱ    Supplierȱȱ forȱ buyingȱ orȱ sourcingȱ decisions.ȱ Theȱ relationshipsȱ betweenȱ retailersȱ andȱ Relationshipȱ

manufacturersȱ areȱ changing:ȱ fromȱ adversarialȱ toȱ collaborativeȱ relationshipsȱ Managementȱ

(Bartsch ȱ 2004).ȱ Thisȱ leadsȱ toȱ aȱ shiftȱ fromȱ shortȬtermȱ buyingȱ toȱ longȬtermȱ buying,ȱfromȱaȱpriceȱfocusȱtoȱaȱtotalȬcostȱfocus,ȱincludingȱallȱcostsȱwithinȱtheȱ buyingȱ process.ȱ Thisȱ representsȱ aȱ majorȱ paradigmȱ shiftȱ inȱ buying,ȱ awayȱ fromȱ theȱ traditionalȱ transactionalȱ viewȱ ofȱ exchangeȱ (Fernieȱ 2004b,ȱ p.ȱ26).ȱ Thisȱ collaborativeȱ relationshipȱ approachȱ isȱ discussedȱ inȱChaptersȱ13ȱ andȱ14ȱ in ȱtheȱcontextȱofȱefficientȱconsumerȱresponseȱ(ECR)ȱinitiatives.ȱ
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Theȱ changingȱ relationshipsȱ inȱ theȱ supplyȱ chainȱ haveȱ alsoȱ transformedȱ theȱ interfaceȱ   betweenȱ   manufacturersȱ   andȱ   retailersȱ   (seeȱ   Figureȱ12.1;ȱ Hertel/Zentes/Schramm ȬKleinȱ 2005).ȱ Traditionally,ȱthereȱhasȱ beenȱ aȱ bilateralȱ interaction ȱbetweenȱtheȱbuyerȱfromȱtheȱretailȱsideȱandȱtheȱkeyȱaccountȱmanȬ agerȱ fromȱ theȱ manufacturerȱ side.ȱ Currently,ȱ multiȬfunctionalȱ teamsȱ fromȱ bothȱ sidesȱ interactȱ withȱ oneȱ another.ȱ Keyȱ accountȱ managersȱ andȱ categoryȱ managers,ȱresponsibleȱforȱsupplierȱdevelopment,ȱalsoȱcoordinateȱorȱorchestrateȱ theseȱactivities.ȱ

 

Figureȱ12.1ȱ    TransformationȱofȱtheȱInterfaceȱBetweenȱManufacturerȱandȱRetailerȱ
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ȱ

Source:ȱFernieȱ2004b,ȱp.ȱ39.ȱ

 

Electronicȱȱ   Inȱadditionȱtoȱthisȱtendency,ȱtheȱtraditionalȱtransactionȱfocusȱstillȱexists.ȱInterȬ

Marketplacesȱ   estingly,ȱ theȱ processȱ ofȱ closelyȱ connectingȱ withȱ vendorsȱ andȱ cooperationȱ

runsȱ parallelȱ withȱ transactionalȱ exchanges,ȱ forȱ exampleȱ throughȱ Internetȱ exchanges ȱ(Zentes/Bartschȱ2002).ȱ“Oneȱofȱtheȱmostȱinnovativeȱandȱpotentiallyȱ useful ȱ developmentsȱ stemmingȱ fromȱ retailers’ȱ growingȱ levelȱ ofȱ sophisticaȬ tionȱwithȱ theȱInternetȱisȱretailȱexchanges.ȱRetailȱexchangesȱareȱelectronicȱmarȬ ketplacesȱoperatedȱbyȱ organisationsȱ thatȱ facilitateȱtheȱ buyingȱandȱ sellingȱ ofȱ merchandiseȱ usingȱ theȱ Internet.ȱ Theyȱ provideȱ anȱ opportunityȱ forȱ vendorsȱ andȱ retailersȱ toȱ interactȱ electronicallyȱ ratherȱ thanȱ meetȱ faceȱ toȱ faceȱ inȱ aȱ physicalȱmarket”ȱ(Levy/Weitzȱ2004,ȱp.ȱ448).ȱ
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Sourcing Toolbox 

Theȱ buyingȱdecisionsȱcanȱbeȱsystematisedȱbyȱtheȱsoȬcalledȱ sourcingȱtoolboxȱ (seeȱ Tableȱ12.1).ȱ Thisȱ boxȱ describesȱ theȱ strategicȱ optionsȱ andȱ conceptsȱ byȱ eightȱdimensions.ȱ

 

SourcingȱToolboxȱ                                                                    Tableȱ12.1ȱ

 

Source Source                              company-owned company-owned       outside supplier outside supplier Interacting with Merchandising Source Interacting with Merchandising Source     active active                  passive passive Supplier Relationships Supplier Relationships                    transactional transactional            collaborative collaborative Stocking Merchandise Stocking Merchandise                   stock stock          stock reduced stock reduced stockless stockless Geographical Market Geographical Market                    local/national local/national           international/global international/global Mode of Buying Mode of Buying                        individual individual              cooperative cooperative Organisational Form Organisational Form                     internal internal                 external external

electronic (web-electronic (web-

Technological Form Technological Form                     traditional traditional

based) based)               ȱ

Source: ȱAdaptedȱfromȱArnoldȱ1998.ȱ

 

Merchandise Sources 

Withȱregardȱtoȱmerchandiseȱsources,ȱthereȱareȱtwoȱmajorȱoptions:ȱ

� � companyȬownedȱsuppliersȱ

� � outsideȱsuppliers.ȱ

Company Ȭownedȱ meansȱ thatȱ aȱ retailerȱ ownsȱ aȱ manufacturingȱ and/orȱ wholeȬ    CompanyȬ salingȱ facility.ȱ Outsideȱ suppliersȱ areȱ notȱ ownedȱ byȱ theȱ retailer.ȱ Twoȱ basicȱ    OwnedȱandȱOutȬ kindsȱ ofȱ outsideȱ suppliersȱ canȱ beȱ identified:ȱ regularlyȬusedȱ suppliersȱ andȱ    sideȱSuppliersȱ new ȱ suppliersȱ (Berman/Evansȱ 2007,ȱ p.ȱ442).ȱ Inȱ theȱ caseȱ ofȱaȱ regularȱ supplier,ȱ the ȱ retailerȱ knowsȱ theȱqualityȱofȱ merchandiseȱ andȱtheȱreliabilityȱofȱtheȱsupȬ plier.ȱInȱtheȱcaseȱ ofȱaȱnewȱsupplier,ȱtheȱretailerȱisȱunfamiliarȱ withȱ theȱ qualityȱ andȱreliability.ȱTheȱtypesȱofȱoutsideȱsuppliersȱareȱdescribedȱinȱTableȱ12.2.ȱ

 

Interacting with Merchandising Sources and Supplier Relationships 

Throughȱ activeȱ sourcing,ȱ theȱ retailerȱ exertsȱ anȱ influenceȱ onȱ outsideȱ sourcesȱ withȱ regardȱ toȱ productȱ developmentȱ andȱ productȱ improvement,ȱ includingȱ packaging,ȱetc.ȱȱ
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Passiveȱ sourcingȱ meansȱ thatȱ theȱ retailerȱ buysȱ goodsȱ fromȱ manufacturersȱ and/orȱ wholesalersȱthatȱ haveȱ beenȱdevelopedȱ andȱproducedȱindependently.ȱ Thisȱ situationȱ isȱ typicalȱ ofȱtheȱbuyingȱprocessȱ forȱmanufacturerȱbrandsȱ (naȬ tional ȱbrandsȱorȱglobalȱbrands).ȱ

 

Tableȱ12.2ȱ    OutsideȱSourcesȱofȱSupplyȱ

Source Source                                     Characteristics Characteristics

1. 1.    Manufacturer Manufacturer                Physically produces goods, may provide shipping and credit. Physically produces goods, may provide shipping and credit.

2. 2.    Full-Service Merchant Full-Service Merchant        Buys goods from manufacturers, performs many services for retailer Buys goods from manufacturers, performs many services for retailer 

Wholesaler Wholesaler                (shipping, storing, credit, information etc.). (shipping, storing, credit, information etc.).

a. General Merchandise a. General Merchandise      Carries a very wide assortment. Carries a very wide assortment. b. Specialty Merchandise b. Specialty Merchandise     Carries a very deep assortment. Carries a very deep assortment. c. Rack Jobber c. Rack Jobber Brings and sets up own displays, usually deals with nonfood items in  Brings and sets up own displays, usually deals with nonfood items in 

supermarkets and other stores, may be paid after merchandise is supermarkets and other stores, may be paid after merchandise is sold, convenient for store. sold, convenient for store.

3. 3.    Limited-Service Merchant Limited-Service Merchant    Same as full service, except that fewer retailer services are provided Same as full service, except that fewer retailer services are provided 

Wholesaler Wholesaler                and costs are lower. and costs are lower.

a. Drop Shipper a. Drop Shipper              Buys and sells via the telephone (never physically handles the Buys and sells via the telephone (never physically handles the 

merchandise), major task is connecting buyer and seller. merchandise), major task is connecting buyer and seller.

b. Mail Order b. Mail Order                 Catalog sales to small retailers. Catalog sales to small retailers. c. Cash-and-Carry c. Cash-and-Carry           Store where small retailers buy and take merchandise. Store where small retailers buy and take merchandise.

4. 4.    Agents and Brokers Agents and Brokers          Do not take title to goods (ownership remains with manufacturer), Do not take title to goods (ownership remains with manufacturer), 

provide a variety of functions for a fee or commission, includes auction provide a variety of functions for a fee or commission, includes auction companies, salespeople, and selling agents. companies, salespeople, and selling agents. ȱ

Source:ȱAdaptedȱfromȱBerman/Evansȱ2007,ȱp.ȱ443.ȱ

 

Store ȱbrandsȱ areȱproductsȱdevelopedȱbyȱaȱretailerȱandȱ availableȱforȱ saleȱonlyȱ fromȱ theȱ retailer.ȱ Theȱ retailerȱ exertsȱ theȱ greatestȱ influenceȱ withȱ respectȱ toȱ theseȱ products.ȱ Theȱ storeȱ brandsȱ areȱ producedȱ byȱ companyȬownedȱ manuȬ facturingȱ facilitiesȱ orȱ byȱ outsideȱ manufacturersȱ (storeȱ brandȱ manufacturersȱ orȱprivateȱlabelȱmanufacturers).ȱ

Transactionalȱ    Transactionalȱ relationsȱ areȱ typicalȱ inȱ shortȬtermȱ buying,ȱ forȱ example,ȱinȱ buyȬ Relationshipsȱ    ingȱcommodities,ȱsuchȱasȱstationeryȱ(seeȱsectionȱ“SourcingȱClusterȱ2”ȱinȱthisȱ

Chapter).ȱȱ

Collaborativeȱ    Inȱ suchȱ aȱ situation,ȱ theȱ priceȱ (givenȱ aȱ stipulatedȱ quality)ȱ isȱ theȱ dominantȱ Relationshipsȱ    factorȱinȱselectingȱsuppliers.ȱCollaborativeȱrelationshipsȱexistȱwithȱ storeȱ brandȱ

manufacturersȱ inȱ termsȱofȱ marketingȱ andȱlogisticsȱ andȱtoȱ aȱgrowingȱ extentȱ withȱ brandȱ manufacturers,ȱ andȱ useȱ isȱ madeȱ ofȱ ECRȱ conceptsȱ ofȱ categoryȱ managementȱandȱsupplyȱchainȱmanagement.ȱ

ȱ
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Stocking Merchandise                                             ȱ

Withȱregardȱtoȱlogisticsȱandȱsupplyȱchainȱmanagement,ȱthreeȱtypesȱofȱsourcȬ    Stockȱandȱȱ ingȱoptionsȱcanȱbeȱdescribed.ȱ Stocklessȱ meansȱthatȱtheȱmanufacturerȱdeliversȱ    Stocklessȱ to ȱtheȱoutletsȱofȱaȱretailerȱand/orȱaȱtransitȱterminal/crossȬdockingȱterminalȱofȱ a ȱ retailerȱ accordingȱ toȱtheȱjustȬinȬtimeȱphilosophy.ȱThisȱimpliesȱ collaborativeȱ relationshipsȱ using,ȱ forȱ example,ȱ electronicȱ dataȱ interchangeȱ (EDI)ȱ forȱ reȬ plenishmentȱ(seeȱ Chaptersȱ13ȱandȱ14).ȱ Stockȱcharacterisesȱaȱkindȱofȱsourcingȱ forȱwhichȱtheȱ productsȱareȱstoredȱinȱoneȱcentralȱorȱinȱseveralȱ regionalȱwareȬ houses. ȱThisȱsituationȱisȱtypicalȱforȱcommoditiesȱboughtȱinȱforeignȱcountries,ȱ forȱexampleȱ(hugeȱquantitiesȱwithȱlowȱprices).ȱȱ

Stockȱ reducedȱliesȱinȱ betweenȱ theȱ twoȱextremes.ȱThroughȱtheȱ useȱ ofȱmodernȱ conceptsȱ ofȱ supplyȱ chainȱ management,ȱ suchȱ asȱ vendorȬmanagedȱ inventoryȱ (VMI),ȱ stockȱ volumeȱ decreases,ȱ butȱ theȱ serviceȱ levelȱ remainsȱ constantȱ orȱ evenȱincreasesȱ(“neverȱoutȱofȱstock”).ȱ

 

Geographical Market 

Anȱ importantȱ decisionȱ isȱ toȱ determineȱ whereȱ theȱ merchandiseȱisȱ producedȱ and/orȱbought:ȱlocal/nationalȱvs.ȱinternational/globalȱsourcing.ȱ

Internationalȱorȱglobalȱsourcingȱcanȱcurrentlyȱbeȱcharacterisedȱasȱaȱmegatrendȱ    Nationalȱandȱ in ȱ retailing.ȱ “Aȱ demonstrableȱ reasonȱ forȱ sourcingȱ globallyȱ ratherȱ thanȱ doȬ Internationalȱ

mesticallyȱ isȱ toȱ saveȱ money”ȱ (Levy/Weitzȱ 2004,ȱ p.ȱ442).ȱ Driversȱ ofȱ thisȱ tenȬ    Sourcingȱ dencyȱ areȱ tariffȱ reductionsȱ onȱ manufacturedȱ goodsȱ pushedȱ byȱ theȱ Worldȱ Tradeȱ Organisationȱ (WTO)ȱ inȱ theȱ contextȱ ofȱ liberalisationȱ ofȱ tradeȱ andȱ theȱ establishment ȱ ofȱ freeȱ tradeȱ zonesȱ likeȱ theȱ Northȱ Americanȱ Freeȱ Tradeȱ AgreeȬ ment ȱ (NAFTA)ȱ orȱ commonȱ marketsȱ likeȱ theȱ Europeanȱ Unionȱ (EU).ȱ Retailersȱ involvedȱ inȱ foreignȱ sourcingȱ ofȱ merchandiseȱ canȱ benefitȱ fromȱ theȱcessationȱ ofȱtariffsȱinȱsuchȱzones.ȱHowever,ȱinternationalȱsourcingȱcostsȱmustȱbeȱcalcuȬ latedȱthoroughly:ȱ“Superficially,ȱitȱoftenȱlooksȱlikeȱretailersȱcanȱgetȱmerchanȬ diseȱ fromȱ foreignȱ suppliersȱ cheaperȱ thanȱ fromȱ domesticȱ sources.ȱ UnfortuȬ nately,ȱ thereȱ areȱ aȱ lotȱ ofȱ hiddenȱ costs,ȱ includingȱ managerialȱ issues,ȱ associȬ atedȱ withȱ sourcingȱ globallyȱ thatȱ makeȱ thisȱ decisionȱ moreȱ complicated”ȱ (Levy/Weitzȱ2004,ȱpp.ȱ441Ȭ442).ȱ

Costsȱ associatedȱ withȱ globalȱsourcingȱdecisionsȱareȱtariffs,ȱforeignȱ currencyȱ fluctuations,ȱ inventoryȱ costs,ȱ andȱ transportationȱ costsȱ (seeȱ Figureȱ12.2).ȱ Aȱ more ȱ seriousȱ problemȱ canȱ occurȱ ifȱ theȱ vendorȱ violatesȱ humanȱ rights.ȱ Toȱ avoidȱ suchȱ problems,ȱ retailersȱ requireȱ itsȱ suppliersȱ toȱ signȱ codesȱ ofȱ basicȱ laȬ bour ȱstandardsȱandȱimplementȱauditingȱsystems.ȱȱ
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Figureȱ12.2ȱ    CostsȱandȱBenefitsȱofȱGlobalȱSourcingȱ

 

Driving Forces

Push                    Pull                  Facilitators

� domestic prices              � competitive prices         � international retailing � pressure on margins and      � improving quality          � buying alliances

costs                        � greater diversity           � single market

� few suppliers                 � consistency of supply     � better transport/ � lack of product innovation                                   communications

Global Sourcing Global Sourcing               Possible Strategic Impacts

� � policy policy                           � competitive product mix � � strategy strategy                         � differentiation strategy � � organisation organisation                    � profit and performance � � logistics logistics

� pressure on domestic suppliers � presence in foreign markets � impact on suppliers‘ strategies

Constraints                      Costs

transit time, exchange         export taxes, exchange rate fluctuation, quality          costs, international control, language,              transport, inland freight, paperwork, inspection,         insurances, tariffs, contracts, culture, politics,      obsolescence, brokerage, trade barriers,                   rejects, letters of credit, nationalism                   damage in transit                                                       ȱ

Source:ȱLiu/McGoldrickȱ1995,ȱp.ȱ102.ȱ

 

Abusesȱofȱ humanȱrightsȱ andȱ childȱ labourȱ areȱ leadingȱ toȱ theȱ increasingȱ imȬ portanceȱ ofȱ corporateȱ socialȱ responsibilityȱ (CSR)ȱ inȱ retailȱ companiesȱ (Zentesȱ 2006).ȱ Policingȱ potentialȱviolationsȱ ofȱhumanȱrightsȱisȱ easierȱ whenȱ sourcingȱ isȱcloserȱtoȱhomeȱ(Levy/Weitzȱ2007).ȱ

 

Mode of Buying and Organisational Form 

Individualȱandȱ    A ȱ retailȱ companyȱ choosesȱ eitherȱ anȱ individualȱ orȱ aȱ cooperativeȱ buyingȱ

Cooperativeȱ   mode.ȱ Inȱ cooperativeȱ buying,ȱ aȱ groupȱ ofȱ retailersȱ (independentȱ retailers,ȱ

Buyingȱ   smallȱ chainsȱ asȱ wellȱ asȱ largeȱ chains)ȱ bundleȱ theirȱ purchasingȱ volumesȱ toȱ

obtainȱ volumeȱdiscountsȱfromȱ suppliers.ȱForȱ example,ȱtheȱallianceȱEuropeanȱ Marketingȱ Distributionȱ (EMD)ȱcomprisesȱ 16ȱ buyingȱ groupsȱ andȱ largeȱchainsȱ acrossȱ Europeȱ (seeȱ Tableȱ12.3).ȱ Theȱ mainȱ tasksȱ ofȱ EMDȱ areȱ bulkȱ buying,ȱ EuropeanȬwideȱ labelȱ offering,ȱsalesȱpromotionȱ campaigns,ȱ launchesȱofȱ newȱ productsȱandȱproductȱranges.ȱȱ

InsideȱandȱOutȬ    Retailersȱmustȱalsoȱchooseȱwhetherȱtoȱhaveȱanȱinsideȱbuyingȱorganisationȱorȱanȱ

sideȱBuyingȱȱ   outsideȱ buyingȱ organisation.ȱThisȱdecisionȱisȱcloselyȱconnectedȱtoȱtheȱmodeȱ ofȱ

Organisation ȱ   buying.ȱInȱcooperativeȱbuying,ȱtheȱofficeȱofȱtheȱbuyingȱgroupȱisȱinvolvedȱinȱ

trendȱ identification,ȱ productȱ designȱ andȱ development,ȱ productȱ sourcing,ȱ qualityȱassurance,ȱorderȱtrackingȱandȱdeliveryȱ(Berman/Evansȱ2007).ȱ
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MembersȱofȱEMDȱ                                                         Tableȱ12.3ȱ

Market Share Market Share

Country Country                  Member Member               Turnover in million EUR Turnover in million EUR

in % in %

A A                    ZEV Markant ZEV Markant                  00 002,661 2,661                  13.6 13.6 B B                  Delhaize Le Lion Delhaize Le Lion                  00 003,900 3,900                   17.0 17.0 CZ CZ                 EMD Markant EMD Markant                 00 001,326 1,326                 13.6 13.6 D D                  Markant Markant                  0 038,700 38,700                18.4 18.4 DK DK                  SuperGros SuperGros                  00 005,663 5,663                 31.0 31.0 E E                     Euromadi Euromadi                   0 010,637 10,637                 15.2 15.2 FIN FIN                    Tuko Logistics* Tuko Logistics*                    00 001,631 1,631                    14.3 14.3 GB GB               Nisa Today‘s* Nisa Today‘s*                 00 007,200 7,200                 0 08.8 8.8 GB GB               Musgrave/MBL Musgrave/MBL                00 002,100 2,100                0 01.1 1.1 GR GR              Delhaize/Alfa Beta Delhaize/Alfa Beta                000, 000,935 935                  10.4 10.4 I I                                                     ESD Italia ESD Italia                                    0 013,738 13,738                              15.9 15.9 IRL IRL                      Musgrave Musgrave                     00 003,200 3,200                   21.4 21.4 NL NL                    Superunie Superunie                    00 006,900 6,900                  25.7 25.7 RO RO                Mega Image Mega Image                000,0 000,098 98                15.9 15.9 S S                      Axfood Axfood                    00 004,001 4,001                 18.2 18.2 SK SK              EMD Markant Slovakia EMD Markant Slovakia              000, 000,450 450                  0 08.5 8.5

Total EMD members Total EMD members                103,140 103,140                   14.2 14.2

* Figures from 2003.

ȱ

Source:ȱEMDȱ2006.ȱ

 

However,ȱ anȱ outsideȱ buyingȱ organisationȱ canȱ alsoȱ beȱ hiredȱ inȱ theȱ caseȱ ofȱ individualȱ buying.ȱForȱexample,ȱ withinȱ aȱcategory,ȱallȱ merchandisingȱ funcȬ tionsȱ areȱ transferredȱ toȱ aȱ specialistȱ whoȱ operatesȱ asȱ aȱ fullȬserviceȱ supplierȱ (e.g.ȱ aȱ rackȱ jobber,ȱ seeȱ Tableȱ12.2).ȱ Anotherȱ exampleȱ relatesȱ toȱ outsideȱ orȬ ganisationsȱ specialisedȱ inȱ globalȱsourcing.ȱ Theyȱ haveȱ buyingȱ officesȱworldȬ wideȱandȱthusȱaȱbetterȱsenseȱofȱforeignȱmarketsȱandȱmerchandiseȱsources.ȱ

 

Technological Form                                                ȱ

Closely ȱ connectedȱ toȱ theȱ organisationalȱ formȱ ofȱ buyingȱ isȱ theȱ questionȱ ofȱ Traditionalȱandȱ

whether ȱ toȱchooseȱ theȱ webȱ (Internet)ȱasȱ theȱ basicȱ platformȱforȱtransactions,ȱ    WebȬBasedȱȱ orȱ ratherȱ traditionalȱmodes.ȱ WebȬbasedȱbuyingȱmeansȱ thatȱ anȱ electronicȱplatȬ    Buyingȱ formȱ isȱ usedȱ toȱ negotiateȱ theȱ purchaseȱ andȱ termsȱ (deliveryȱ date,ȱ quantityȱ purchased,ȱ priceȱ andȱ paymentȱ agreements,ȱ discounts,ȱ formȱ ofȱ delivery),ȱ toȱ runȱ(reverse)ȱauctionsȱandȱtoȱplaceȱorders.ȱ

Regularȱconnectionsȱwithȱsuppliersȱthroughȱelectronicȱdataȱinterchangeȱ(viaȱ theȱ Internetȱ orȱ directȱ PCȱ connectionsȱ andȱ otherȱ means)ȱ toȱ transmitȱ orderȱ dataȱorȱtoȱ receiveȱinvoiceȱ dataȱinȱ theȱ contextȱ ofȱorderȱprocessingȱ andȱfulfilȬ mentȱisȱalsoȱusedȱinȱtraditionalȱbuying.ȱȱ
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Inȱ thisȱ case,ȱ theȱ Internetȱ (orȱ anotherȱ technology)ȱ isȱ theȱ basisȱ forȱ operationalȱ data ȱinterchange,ȱ butȱ notȱ forȱ theȱselectionȱ ofȱ suppliersȱ andȱbusinessȱ negotiaȬ tions.ȱThisȱremainsȱaȱfaceȬtoȬfaceȱprocess.ȱ

 

Multi-Channel Sourcing 

Theȱ manifoldȱ instrumentsȱ ofȱ retailȱ sourcingȱ areȱ notȱ appliedȱ inȱ aȱ standardȬ isedȱwayȱforȱtheȱcompleteȱ productȱ assortment,ȱbut,ȱ dependingȱ onȱtheȱsituaȬ tion,ȱ inȱ termsȱ ofȱ aȱmultiȬchannelȱ system,ȱ subjectȱ toȱ theȱ requirementsȱ ofȱ theȱ supplyȱandȱsalesȱmarkets.ȱForȱtheȱsourcingȱofȱsomeȱproductȱranges,ȱitȱmakesȱ sense ȱtoȱ useȱ electronicȱ media,ȱ butȱ forȱothers,ȱ thereȱ isȱ noȱ virtueȱinȱ doingȱ so,ȱ because,ȱforȱexample,ȱthereȱareȱnoȱproductȱstandards.ȱ Inȱaddition,ȱtheȱquesȬ tionȱ arisesȱ ofȱ whetherȱ aȱ productȱ shouldȱ beȱ purchasedȱ nationallyȱ orȱ ratherȱ internationallyȱ whenȱ usingȱ electronicȱ marketplaces.ȱ Requirementsȱ suchȱ asȱ productȱqualityȱandȱsupplierȱreliabilityȱareȱveryȱimportantȱforȱthisȱdecision.ȱ

Theȱ decisionȱ aboutȱcooperativeȱsourcingȱ alsoȱcannotȱ beȱ madeȱunanimouslyȱ overȱ theȱ entireȱ productȱ rangeȱ ofȱ aȱ company.ȱ Whereasȱ thisȱ seemsȱ toȱ makeȱ senseȱinȱmanyȱcases,ȱe.g.ȱforȱbundlingȱdemandȱorȱforȱusingȱlogisticsȱservices,ȱ cooperativeȱ sourcingȱ mayȱ inȱ factȱ beȱ counterproductiveȱ andȱ leadȱ toȱ priceȱ increases,ȱ forȱ exampleȱ inȱ marketsȱ withȱ anȱ extremelyȱ lowȱ supplyȱ theȱ emerȬ genceȱofȱsurplusȱdemand.ȱ

Competitiveȱ   TheȱsourcingȱconditionsȱinȱretailingȱareȱcharacterisedȱbyȱanȱenormousȱnumȬ

Advantagesȱ   berȱ ofȱ articlesȱ andȱ aȱ highȱ assortmentȱ dynamic.ȱ Nevertheless,ȱ theȱ manifoldȱ

situations ȱ canȱ beȱ simplifiedȱ intoȱ threeȱ sourcingȱ situationȱ clustersȱ resultingȱ fromȱtheȱcombinationȱofȱtheȱtwoȱdimensionsȱ“RelevanceȱforȱDifferentiation“ȱ andȱ “Complexityȱ ofȱ Sourcingȱ Situation”.ȱ Thoseȱ twoȱ dimensionsȱ takeȱ intoȱ accountȱ theȱ supplierȱ marketȱ onȱ theȱ oneȱ hand,ȱ andȱ theȱ salesȱ marketȱ onȱ theȱ other.ȱFromȱ theȱ categoryȱmanagementȱ perspective,ȱtheȱ relevanceȱ forȱ differenȬ tiation, ȱ i.e.ȱ theȱ importanceȱ ofȱ aȱ certainȱ productȱ forȱ creatingȱ aȱ distinctiveȱ imageȱwhichȱdifferentiatesȱtheȱretailerȱfromȱitsȱcompetitors,ȱaimsȱatȱtheȱreleȬ vanceȱ(“role”)ȱofȱaȱcategoryȱorȱproductȱgroupȱ(seeȱChapterȱ8).ȱȱ

Inȱ simplifiedȱ terms,ȱ theȱ relevanceȱ forȱ differentiationȱ canȱ beȱ classifiedȱ asȱ “high”ȱ (e.g.ȱ categoriesȱ inȱ theȱ “destinationȱ role”ȱ orȱ inȱ theȱ “routineȱrole”)ȱ orȱ “low” ȱ(e.g.ȱcategoriesȱinȱtheȱ“convenienceȱrole”).ȱTheȱrelevanceȱ forȱdifferenȬ tiationȱ isȱ likewiseȱ influencedȱ byȱ theȱ complexityȱ ofȱ consumerȱ needsȱ whichȱ becomeȱmanifestȱinȱsensitivityȱwithȱregardȱtoȱqualityȱrequirementsȱ(e.g.ȱfoodȱ safety),ȱtoȱproductȱinvolvementsȱ(“highȱinterest”ȱvs.ȱ“lowȱ interest”)ȱ andȱtheȱ continuity ȱofȱneedsȱ(e.g.ȱeffectsȱofȱfashionȱtrendsȱandȱseasonalȱfluctuations).ȱ
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Theȱcomplexityȱofȱtheȱsourcingȱsituation,ȱwhichȱcanȱbeȱclassifiedȱasȱ“high”ȱasȱ    Buyingȱȱ wellȱasȱ“low”,ȱisȱalsoȱcharacterisedȱbyȱdifferentȱinfluenceȱ factors.ȱ Questionsȱ Complexityȱ

withinȱ theȱ frameȱ ofȱcomplexityȱofȱ theȱsourcingȱ situation,ȱ referȱtoȱ theȱtransȬ parencyȱofȱpossibleȱsupplyȱsourcesȱandȱtheȱnumberȱofȱ (potential)ȱsuppliers.ȱ However,ȱ theȱ importanceȱ ofȱ theȱ geographicalȱ displacementȱ ofȱ suppliersȱ (nationalȱsourcingȱvs.ȱdirectȱimport)ȱasȱwellȱasȱtheȱlevelȱofȱconcentrationȱandȱ the ȱ productiveȱcapacityȱofȱsuppliersȱ(manufacturers),ȱhaveȱ toȱbeȱconsideredȱ in ȱ thisȱ contextȱ asȱ well.ȱ Thisȱ pointȱ ofȱ viewȱ createsȱ threeȱ typicalȱ andȱ empiriȬ callyȱrelevantȱ sourcingȱ situationsȱ whichȱareȱdescribedȱ inȱmoreȱ detailȱbelowȱ (seeȱFigureȱ12.3).ȱ

 

SourcingȱClustersȱ                                                                    Figureȱ12.3ȱ

 

Complexity of

Sourcing Situation

 

Cluster 2:

high                                     Cluster 3:

Commodities/

Store Brands

Indirect Goods

 

low                                    Cluster 1:

Brand Products

 

Relevance for

low                      high

Differentiation

ȱ

Source:ȱZentes/Bartschȱ2002,ȱp.ȱ44.ȱ

 

Sourcing Cluster 1: Brand Products 

Sourcingȱ clusterȱ 1ȱ isȱ characterisedȱ byȱ highȱ significanceȱ ofȱ theȱ productsȱ forȱ differentiatingȱtheȱretailerȱfromȱitsȱcompetitors,ȱandȱatȱtheȱsameȱtimeȱbyȱlowȱ complexityȱasȱfarȱasȱtheȱsupplyȱmarketȱisȱconcerned.ȱThisȱsituationȱisȱtypicalȱ forȱmanyȱbrandȱproductsȱwhichȱareȱoftenȱindispensableȱforȱtheȱdevelopmentȱ ofȱ theȱ merchandisingȱ competenceȱ ofȱ theȱ retailer.ȱ Here,ȱ however,ȱ inȱ mostȱ cases,ȱonlyȱaȱ fewȱ nationalȱ orȱinternationalȱ providersȱ (brandȱproductȱmanuȬ facturers)ȱwithȱstrongȱbrandsȱ–ȱoftenȱglobalȱbrandsȱ–ȱareȱavailableȱasȱsuppliȬ ers.ȱ Furthermore,ȱ theseȱ areȱ mostlyȱ categoriesȱ withȱ aȱ highȱ sourcingȱ volumeȱ and ȱaȱhighȱturnoverȱspeed.ȱ
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ECRȱApproachȱ   Itȱ mustȱ beȱ assumedȱ thatȱsourcingȱ clusterȱ 1ȱ yieldsȱ highȱpotentialȱforȱ supplyȱ

chain ȱ managementȱpartnerships,ȱbecauseȱ theȱ basicȱ patternsȱofȱ theȱ ECRȱ apȬ proach ȱ inȱ theȱ 1990sȱ wereȱ basedȱ onȱ thisȱ cluster.ȱ Accordingly,ȱ thisȱ sourcingȱ cluster ȱshouldȱcurrentlyȱdescribeȱstartingȱpointsȱforȱcontinuingȱ(“advanced”)ȱ collaborativeȱ formsȱ ofȱ supplyȱ chainȱ managementȱ –ȱ suchȱ asȱ VMI,ȱ CRPȱ orȱ CPFRȱ –ȱ inȱ orderȱ toȱ obtainȱ winȬwinȱ situationsȱ (seeȱ Chapterȱ14).ȱ Traditionalȱ formsȱ ofȱ electronicȱ dataȱ exchangeȱ andȱ newerȱ webȬbasedȱ formsȱ ofȱ coȬ operationȱare,ȱinȱthisȱcase,ȱanȱindispensableȱrequirement.ȱ

Whereas,ȱ inȱ thisȱ cluster,ȱ theȱ supplyȱ marketȱ showsȱ onlyȱ lowȱ complexity,ȱ sourcingȱisȱgenerallyȱveryȱimportant,ȱwithȱ regardȱtoȱsourcingȱandȱsalesȱvolȬ umeȱ(AȱandȱBȱ products),ȱ grossȱ margin,ȱ etc.ȱNegotiationsȱ betweenȱmanufacȬ turerȱ andȱ retailerȱ onȱ priceȱ andȱ otherȱ terms,ȱ whetherȱ traditionallyȱ orȱ elecȬ tronically,ȱ willȱ notȱ loseȱ significanceȱ inȱ theȱ future.ȱ However,ȱ newȱ fieldsȱ ofȱ negotiationȱwillȱemerge,ȱsuchȱasȱlogisticsȱandȱinventoryȱmanagement.ȱThereȱ willȱalsoȱbeȱaȱtrendȱtowardsȱassumingȱthatȱpersonalȱinteractionȱwillȱcontinueȱ toȱprevailȱinȱthisȱfield,ȱevenȱifȱtheȱtechnologicalȱdevelopmentȱofȱcommunicaȬ tionȱpossibilitiesȱcontinues.ȱYet,ȱobtainingȱwinȬwinȱsituationsȱthroughȱcollaboȬ rativeȱsupplyȱchainȱ andȱcategoryȱ managementȱrequiresȱ interactionȱbetweenȱ differentȱfunctionalȱactorsȱonȱbothȱsides,ȱ whichȱ goesȱwayȱbeyondȱtheȱclassiȬ calȱdyadȱofȱsellerȱandȱpurchaserȱ(seeȱFigureȱ12.1).ȱ

 

Sourcing Cluster 2: Commodities/Indirect Goods 

In ȱ contrastȱ toȱ sourcingȱ clusterȱ 1,ȱ sourcingȱ clusterȱ 2ȱ isȱ characterisedȱ byȱ lowȱ relevanceȱ forȱ differentiation,ȱ butȱ highȱ sourcingȱ complexity.ȱ Inȱ mostȱ cases,ȱ thisȱisȱvalidȱforȱaȱlargeȱnumberȱofȱarticles,ȱusuallyȱwithȱlowȱsalesȱimportanceȱ (Cȱ products),ȱforȱwhichȱ thereȱisȱaȱmultitudeȱofȱsuppliersȱgenerallyȱ scatteredȱ worldwide.ȱThereȱisȱnormallyȱnoȱtransparencyȱwithȱregardȱtoȱpotentialȱproȬ curementȱsources.ȱFurthermore,ȱtheȱimportanceȱofȱbrandsȱisȱeitherȱnotȱgivenȱ at ȱallȱorȱisȱlowȱ(anonymousȱproductsȱorȱlabels,ȱnoȱrealȱ brands)ȱandȱ sensitivȬ ityȱtoȱqualityȱisȱalsoȱlow.ȱThisȱsituationȱprevailsȱforȱ commodities,ȱbutȱ generȬ allyȱalsoȱforȱindirectȱgoods,ȱ i.e.ȱgoodsȱ whichȱareȱ notȱsold,ȱbutȱusedȱinȱ retailȱ operations.ȱExamplesȱareȱphotocopyȱpaperȱorȱlaptopsȱforȱtheȱpersonalȱuseȱofȱ foodȱretailersȱ(likeȱmaintenance,ȱrepair,ȱoperatingȱ(MRO)ȱgoodsȱofȱmanufacȬ turers). ȱ

Outsourcingȱ   Becauseȱ ofȱ theȱ lowȱ relevanceȱ forȱ differentiation,ȱ theȱ questionȱ ofȱ aȱ potentialȱ

outsourcingȱofȱprocurementȱarisesȱinȱthisȱcluster,ȱforȱexampleȱbyȱbringingȱinȱ systemȱ suppliers.ȱ Inȱ general,ȱ theseȱ suppliersȱ areȱ responsibleȱ forȱ theȱ operaȬ tive ȱsourcingȱofȱ aȱ completeȱcategoryȱ inȱtheȱsenseȱ ofȱaȱ classicȱ rackȱjobberȱ(seeȱ Tableȱ12.1).ȱManufacturersȱwhoȱcompleteȱtheirȱownȱproductȱassortmentȱwithȱ additionalȱ merchandise,ȱ andȱ wholesaleȱ companiesȱ canȱ beȱ consideredȱ asȱ system ȱ suppliers.ȱ Inȱ thisȱ connection,ȱ theȱ reductionȱ ofȱ generalȱ procurementȱ
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costs,ȱthatȱisȱtheȱreductionȱofȱpurchasesȱ(atȱcost)ȱandȱprocessȱcosts,ȱisȱaȱdomiȬ nant ȱtarget.ȱȱ

 

Sourcing Cluster 3: Store Brands 

Sourcingȱclusterȱ3ȱyieldsȱhighȱrelevanceȱwithȱregardȱtoȱbothȱdimensionsȱȬȱtheȱ complexityȱofȱtheȱsourcingȱsituationȱonȱtheȱoneȱhandȱandȱcustomerȬorientedȱ relevanceȱ forȱ differentiationȱ onȱ theȱ otherȱ hand.ȱ Forȱ example,ȱ thisȱ situationȱ appliesȱ toȱ storeȱ brandsȱ forȱ whichȱ retailingȱ isȱ largelyȱ integratedȱ intoȱ theȱ value Ȭaddedȱ chain,ȱ forȱ exampleȱ withȱ regardȱ toȱ productȱ developmentȱ andȱ supply ȱchainȱmanagement.ȱ

Thisȱ sourcingȱ clusterȱ offersȱ importantȱ potentialȱ forȱ increasingȱ effectivenessȱ    ValueȬAddedȱ andȱefficiencyȱbyȱextensivelyȱcombiningȱvalueȬaddedȱchains,ȱforȱexample,ȱinȱ    Chainȱ theȱformȱofȱcollaborativeȱproductȱdevelopmentȱorȱcollaborativeȱsupplyȱchainȱ management.ȱ Theȱ potentialȱ offeredȱ byȱ theseȱ characteristicȱ formsȱ shouldȱ exceed ȱtheȱpotentialsȱofȱECRȱpartnershipsȱinȱsourcingȱclusterȱ1,ȱbecauseȱtheirȱ levelȱ ofȱ integrationȱ isȱ higher.ȱ Atȱ theȱ sameȱ time,ȱ theȱ followingȱ dimensionsȱ playȱanȱimportantȱrole:ȱquality,ȱspeedȱofȱturnover,ȱreliabilityȱandȱ innovativeȱ strengthȱofȱsuppliers,ȱtogetherȱwithȱhighȱsupplierȱcomplexity.ȱ

 

Conclusion and Outlook 

Startingȱ fromȱ multiȬchannelȱ sourcingȱ andȱtheȱ currentȱstrategicȱ basicȱ trendsȱ inȱ retailȱ sourcing,ȱ newȱ responsibilitiesȱ areȱ increasinglyȱ emergingȱ forȱ tradiȬ tionalȱ buying.ȱ Thereȱ areȱ alsoȱ shiftsȱ withȱ regardȱ toȱ theȱ organisationalȱ releȬ vanceȱ ofȱ variousȱ sectors.ȱ Thisȱ resultsȱ inȱ changingȱ requirementsȱ asȱ farȱ asȱ future ȱbuyersȱareȱconcerned.ȱ

Inȱ general,ȱ aȱ consistentȱ customerȱ orientationȱ isȱ reflectedȱ inȱ theȱ company’sȱ organisationȱinȱsuchȱaȱwayȱthatȱmarketingȱandȱsalesȱgainȱinfluence,ȱwhereasȱ theȱ importanceȱ ofȱ buyingȱ tendsȱtoȱ decline.ȱ Onȱ theȱ otherȱ hand,ȱ theȱ growingȱ processȱ orientationȱ isȱ reflectedȱ inȱ theȱ changingȱ natureȱ ofȱ annualȱ retailerȬ supplier ȱ negotiations.ȱWhereasȱpriceȱnegotiationsȱhaveȱsoȱfarȱbeenȱofȱprimeȱ importanceȱwithinȱtheȱ frameȱ ofȱ traditionalȱ buying,ȱtheȱ importanceȱ ofȱotherȱ termsȱ–ȱparticularlyȱ conditionsȱwithȱregardȱtoȱlogisticsȱandȱmarketing,ȱcomȬ binedȱwithȱ aȱcustomerȬorientedȱmanagementȱofȱ theȱ supplyȱ chainȱ accordingȱ toȱtheȱsupplyȱchainȱmanagementȱphilosophyȱ–ȱisȱrisingȱwithȱtheȱtransitionȱofȱ manyȱmanufacturersȱtoȱpurelyȱnetȱprices.ȱ

Withinȱtheȱcontextȱofȱoptimisingȱtheȱsynergyȱpotentialȱofȱretailȱbusinessesȱbyȱ bundlingȱtheȱvolumeȱofȱpurchaseȱacrossȱcountriesȱandȱsalesȱformats,ȱinternaȬ tionalȱpurchasingȱorganisationsȱareȱincreasinglyȱemergingȱwhichȱcoordinateȱ
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sourcingȱ acrossȱ theȱ groupȱ orȱ theȱ company.ȱ Inȱ theȱ courseȱ ofȱ internationalȱ sourcing, ȱ theȱ relevanceȱ ofȱ specialisedȱ knowledgeȱ inȱ theȱ fieldȱ ofȱ qualityȱ asȬ surance ȱisȱalsoȱgrowing.ȱ

Theȱ introductionȱ ofȱ eȬprocurementȱ isȱ alsoȱ leadingȱ toȱ anȱ extensiveȱ changeȱ withȱ regardȱ toȱ bothȱ organisationalȱ andȱ personalȱ aspects,ȱ andȱ asȱ farȱ asȱ theȱ corporateȱ cultureȱ isȱ concerned.ȱ Inȱ thisȱ regard,ȱ theȱ learningȱ aptitudeȱ ofȱ theȱ company ȱasȱaȱwholeȱisȱalsoȱrelevant.ȱThus,ȱitȱisȱgenerallyȱnecessaryȱtoȱorganȬ ise ȱ orȱ reorganiseȱ purchasingȱ andȱ sourcingȱ processesȱ inȱ theȱ contextȱ ofȱ elecȬ tronicȱ sourcingȱandȱtoȱensureȱ compatibilityȱwithȱ previousȱsystemsȱ withȱ theȱ helpȱofȱstandards.ȱ

 

Further Reading 

FERNIE,ȱ J.;ȱ SPARKS,ȱ L.ȱ (Eds.):ȱ Logisticsȱ andȱ Retailȱ Management,ȱ 2ndȱ ed.,ȱ Londonȱetȱal.ȱ

MOORE,ȱ C.M.ȱ (2005):ȱ Theȱ Anatomyȱ ofȱ Retailȱ Buying,ȱ in:ȱ BRUCE,ȱ M.;ȱ MOORE,ȱ C.M.;ȱ BIRTWISTLE,ȱ G.ȱ (Eds.):ȱ Internationalȱ Retailȱ Management,ȱ Amsterdamȱetȱal.,ȱpp.ȱ64Ȭ77.ȱ

 

Case Study: Kingfisher 1

 

Profile, History, and Status Quo 

Sinceȱ theȱ demergersȱ ofȱ Woolworth’sȱ inȱ2001ȱ andȱ Kesaȱ Electricsȱinȱ 2003,ȱ KingȬ fisherȱ Plcȱ hasȱ undergoneȱ aȱ transformationȱ fromȱ aȱ highlyȱ diversifiedȱ retailȱ companyȱwithȱgeneralȱmerchandise,ȱelectricalȱandȱDIYȱbusinessȱtoȱaȱ“singleȬ sectorȱstrategy”ȱ(Hirschkornȱ2004,ȱp.ȱ45)ȱwithȱaȱstrongȱfocusȱonȱitsȱcoreȱbusiȬ nessȱofȱhomeȱimprovement.ȱȱ

TheȱLondonȬbasedȱKingfisherȱisȱcurrentlyȱgeneratingȱ8ȱbillionȱGBPȱinȱannualȱ sales,ȱ whichȱ makesȱ theȱ companyȱ Europe’sȱ leadingȱ homeȱ improvementȱ reȬ tailerȱ andȱ theȱ thirdȱ largestȱ inȱ theȱ worldȱ afterȱ Homeȱ Depotȱ andȱ Lowe’s.ȱ Theȱ group’s ȱmainȱretailȱbrands/storeȱformatsȱare:ȱ

ȱ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1ȱ ȱȱ   Sourcesȱ usedȱ inȱ thisȱ caseȱ studyȱ includeȱ theȱ webȱ sitesȱ www.kingfisher.comȱ andȱ

www.kingfisherasia.com.hk,ȱinformationȱfromȱB&Q’sȱDirectȱSourcingȱOffice,ȱmisȬ cellaneousȱannualȱreportsȱandȱinvestorȱrelationsȱpresentationsȱasȱwellȱasȱexplicitlyȱ citedȱsources.ȱ
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� � B&Qȱ

� � Castoramaȱ

� � BricoȱDépôtȱandȱ

� � ScrewfixȱDirect.ȱ

Furthermore,ȱ Kingfisherȱ ownsȱ aȱ 21ȱ%ȱ stakeȱ inȱ Hornbach,ȱ Germany’sȱ leadingȱ DIYȱwarehouseȱretailerȱwithȱaboutȱ120ȱstoresȱacrossȱEurope.ȱTheȱformatsȱareȱ distinctiveȱandȱofferȱdifferentȱcustomerȱpropositions.ȱForȱinstance,ȱCastoramaȱ isȱ aȱ broadlyȬbased,ȱ massȬmarketȱ retailerȱ withȱ largeȱ storesȱ stockingȱ wideȱ rangesȱofȱproducts,ȱwhereasȱBricoȱDépôtȱisȱaimedȱatȱtheȱseriousȱDIYȱenthusiȬ ast,ȱwithȱsmallerȱstoresȱemphasisingȱtheȱbuildingȱtradeȱandȱrenovationȱmarȬ kets. ȱBricoȱDépôtȱconcentratesȱonȱstockingȱ largeȱvolumesȱandȱessentialȱprodȬ uctsȱ andȱ tools,ȱ but,ȱ unlikeȱ Castorama,ȱ offersȱ onlyȱ fewȱ decorativeȱ itemsȱ andȱ hasȱnoȱgardenȱcentresȱ(Murphyȱ2006,ȱp.ȱ16).ȱ

Inȱ2005,ȱaboutȱ48ȱ%ȱofȱallȱsalesȱwereȱgeneratedȱoutsideȱtheȱhomeȱmarket,ȱtheȱ UnitedȱKingdom,ȱandȱtheȱgroupȱoperatesȱnearlyȱ650ȱstoresȱinȱ11ȱcountriesȱinȱ Europe ȱandȱAsiaȱ(seeȱTableȱ12.4ȱforȱanȱoverviewȱofȱtheȱgroup’sȱportfolio).ȱ

 

Overview ȱofȱKingfisherȱPlcȱ(2005)ȱ                                                     Tableȱ12.4ȱ

Market Market       Number of Number of       Number of Number of 

Country Country               Retail Brand Retail Brand

Position Position        Stores Stores         Employees Employees

United Kingdom United Kingdom        B&Q/Screwfix Direct B&Q/Screwfix Direct             1/1 1/1          322 322          28,700/1,450 28,700/1,450 France France               castorama/Brico Dépôt castorama/Brico Dépôt             1 1          102/67 102/67       13,150/4,800 13,150/4,800 Italy Italy                               castorama castorama                       2 2             0 026 26               1,700 1,700 Poland Poland                    castorama castorama                  1 1          0 027 27             4,900 4,900 Spain Spain                     Brico Depôt Brico Depôt                N/A N/A          00 007 7             0, 0,250 250 Ireland Ireland                          B&Q B&Q                     N/A N/A          00 003 3             0, 0,360 360 Germany Germany           21 % stake in Hornbach 21 % stake in Hornbach            1 1          120 120            9,400 9,400 China China              B&Q (controlling majority B&Q (controlling majority             1 1           0 048 48              5,300 5,300

interest) interest)

Taiwan Taiwan             B&Q (50 % joint venture) B&Q (50 % joint venture)            1 1           0 019 19             1,800 1,800 Turkey Turkey            KOÇTA KOÇTA ù ù (50 % joint venture) (50 % joint venture)          3 3           00 005 5             0, 0,430 430 South Korea South Korea                  B&Q B&Q               entry in 2005 entry in 2005     00 001 1               N/A N/A

Russia Russia                       B&Q B&Q               entry in 2006 entry in 2006     00 001 1               N/A N/A       ȱ

 

InȱJuneȱ 2005,ȱtheȱgroupȱacquiredȱ allȱ 13ȱOBIȱstoresȱinȱChinaȱ andȱ isȱ currentlyȱ inȱ theȱ processȱ ofȱ integratingȱ theȱ reȬbrandedȱ B&Qȱ stores.ȱ Thisȱ actionȱ isȱ strengtheningȱtheȱstrategicallyȱimportantȱChineseȱmarket.ȱȱ

 

267

12    Buying – Strategy and Concepts

Withinȱ theȱ scopeȱ ofȱ theȱ group’sȱ internationalȱ growthȱ strategy,ȱ potentialȱ countryȱ marketsȱ mustȱ fulfilȱ aȱ numberȱ ofȱ requirementsȱ suchȱ asȱ aȱ largeȱ andȱ growingȱ market,ȱ organicȱ growthȱ capabilityȱ andȱ theȱ realisticȱ abilityȱ toȱ beȬ comeȱtheȱmarketȱleaderȱorȱnumberȱ twoȱ ofȱtheȱcountry’sȱ homeȱimprovementȱ industryȱ(Kingfisherȱ2004b,ȱpp.ȱ36Ȭ37).ȱ

 

Kingfisher’s Buying Power Strategy 

Inȱ orderȱ toȱ beȱableȱ toȱconstantlyȱ offerȱ theȱbestȱvalueȱ atȱ theȱ bestȱ priceȱ toȱitsȱ customers,ȱ Kingfisherȱ hasȱ adoptedȱ aȱ strategyȱ whichȱ consistsȱ ofȱ harnessingȱ theȱ group’sȱ scaleȱandȱ internationalȱ reachȱ onȱ theȱ oneȱhandȱandȱ emphasisingȱ theȱ internationalȱ diversityȱ onȱ theȱ otherȱ hand,ȱ especiallyȱ inȱ termsȱ ofȱ storeȱ formats,ȱbrands,ȱpeopleȱandȱrangeȱdevelopment.ȱTheȱelementȱofȱthisȱstrategyȱ thatȱstrivesȱ forȱgroupȬwideȱscalesȱ inȱ termsȱofȱbuyingȱpowerȱisȱbasedȱonȱ theȱ followingȱfundamentals:ȱ

� directȱsourcingȱfromȱlocalȱfactoriesȱ

� strategicȱsupplierȱmanagementȱ(SSM)ȱ

� groupȱbuyingȱinȱkeyȱproductȱcategoriesȱ

� developmentȱofȱKingfisher’sȱstoreȱbrands.ȱ

 

Direct Sourcing 

Goalsȱofȱ    Theȱgroup’sȱaimsȱinȱincreasingȱdirectȱsourcingȱareȱȱ

DirectȱSourcingȱ

� toȱdevelopȱdirectȱrelationshipsȱwithȱmanufacturersȱ

� toȱexertȱ greaterȱcontrolȱ overȱtheȱentireȱsupplyȱ chainȱbyȱremovingȱagentsȱ

andȱimportersȱandȱȱ

� ultimatelyȱ toȱ reduceȱ costs,ȱ theȱ benefitsȱ ofȱ whichȱ canȱ beȱ passedȱ onȱ toȱ

customersȱinȱtheȱformȱofȱlowerȱprices.ȱ

DirectȱSourcingȱ    Inȱ 1994,ȱ theȱ firstȱ directȱ sourcingȱ officeȱ calledȱ Kingfisherȱ Asiaȱ Limitedȱ (KAL)ȱ

OfficesȱinȱDifferȬ    wasȱopenedȱinȱHongȱKong,ȱcomplementedȱbyȱaȱsatelliteȱofficeȱinȱShanghaiȱinȱ

entȱCountriesȱ    2000.ȱ Theȱ groupȱ currentlyȱ ownsȱ directȱsourcingȱ officesȱinȱ Milan/Italy,ȱ WarȬ

saw/Poland,ȱ Pietermaritzburg/Southȱ Africaȱ asȱ wellȱ asȱ anȱ agencyȱ arrangeȬ mentȱinȱIndia.ȱTheȱtotalȱamountȱofȱdirectȱshipmentsȱtotalledȱoverȱ575ȱmillionȱ USD ȱ inȱ theȱ fiscalȱ yearȱ 2005,ȱ upȱ 40ȱ%ȱ comparedȱ toȱ theȱ previousȱ yearȱ andȱ boosted ȱbyȱaȱ44ȱ%ȱ increaseȱ inȱ Kingfisher’sȱbusinessesȱ outsideȱtheȱhomeȱmarȬ ketȱ (Kingfisherȱ 2006,ȱ p.ȱ3).ȱDirectȱ shipmentsȱ areȱ expectedȱ toȱ amountȱ toȱ800ȱ millionȱ GBPȱ inȱ 2007.ȱ Inȱ theȱ fiscalȱ yearȱ 2005,ȱ whichȱ endedȱ inȱ Januaryȱ 2006,ȱ
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someȱ countriesȱachievedȱ anȱ enormousȱ increaseȱ inȱ directȱ sourcing,ȱe.g.ȱ Italy,ȱ whereȱdirectȱsourcingȱwasȱupȱaboutȱ200ȱ%ȱcomparedȱtoȱtheȱpreviousȱyear.ȱInȱ Poland,ȱ theȱ yearȬonȬyearȱincreaseȱ inȱ directȱsourcingȱ amountedȱ toȱ 300ȱ%.ȱAtȱ Castorama ȱ France,ȱ theȱ participationȱ inȱ directȱ sourcingȱ wasȱ upȱ toȱ 7ȱ%ȱ inȱ theȱ fiscalȱyearȱ2005,ȱwhichȱequalsȱaȱthreeȬfoldȱincreaseȱoverȱtheȱlastȱtwoȱyears.ȱ

Withȱaȱshareȱofȱ85ȱ%ȱofȱtheȱgroup’sȱdirectȱsourcingȱvolume,ȱKALȱisȱbyȱfarȱtheȱ largestȱoverseasȱ sourcingȱofficeȱandȱalsoȱ Kingfisher’sȱ largestȱ“supplier”.ȱFigȬ ure ȱ12.4ȱ illustratesȱ theȱ modeȱ ofȱ functionȱ ofȱ KAL,ȱ withȱ „Opcos“ȱ signifyingȱ “operatingȱcompanies”.ȱ

 

Mode ȱofȱFunctionȱofȱKALȱ                                                         Figureȱ12.4ȱ

 

Europe            Asia

Manufacturer

Opcos           KAL

Manufacturer

ȱ

Source: ȱKingfisherȱPlcȱ2004a,ȱp.ȱ9.ȱ

 

The ȱresponsibilitiesȱofȱtheȱdirectȱsourcingȱofficesȱcompriseȱtrackingȱsupplierȱ    TasksȱofȱDirectȱ performance,ȱ negotiatingȱ pricesȱ withȱ suppliersȱ andȱ ensuringȱ theȱ highestȱ    SourcingȱOfficesȱ qualityȱ products.ȱ KAL’sȱ primeȱ taskȱ isȱ toȱ sourceȱ anȱ increasingȱ volumeȱ ofȱ productsȱdirectlyȱfromȱmanufacturersȱinȱtheȱAsiaȱPacificȱregion,ȱwhileȱguarȬ anteeingȱ theȱ reliabilityȱofȱ suppliersȱandȱ ensuringȱthatȱ suppliersȱ conformȱ toȱ theȱ group’sȱ qualityȱ asȱ wellȱ asȱ ecological,ȱ ethicalȱ andȱ socialȱ requirements.ȱ Sinceȱ itsȱsetȬupȱ inȱ1994,ȱKALȱhasȱgrownȱ rapidlyȱasȱ theȱ Kingfisherȱgroupȱhasȱ expandedȱacrossȱEurope.ȱItȱnowȱexportsȱtoȱsubsidiaryȱcompaniesȱandȱstrateȬ gicȱpartnersȱinȱFrance,ȱtheȱUnitedȱKingdom,ȱGermany,ȱItaly,ȱPoland,ȱTurkey,ȱ Taiwanȱ andȱ China.ȱ Theȱ mainȱ productȱ categoriesȱ thatȱ KALȱ suppliesȱ includeȱ heatingȱ&ȱcooling,ȱpowerȱtools,ȱandȱgardenȱleisure.ȱȱ

AtȱB&Q,ȱforȱexample,ȱdirectȱsourcingȱisȱusedȱinȱtheȱcaseȱofȱhighȱvolumeȱlinesȱ whichȱ areȱ offeredȱ regularly,ȱ asȱ wellȱ asȱ oneȬoffȱ buysȱ forȱ promotionsȱ andȱ events ȱ suchȱ asȱ Christmasȱ andȱ Easter.ȱ However,ȱ certainȱ kindsȱ ofȱ productsȱ (e.g.ȱpaint)ȱareȱnotȱsourcedȱdirectlyȱatȱall,ȱforȱtechnicalȱandȱlogisticalȱreasons.ȱ Forȱproductsȱwhichȱ areȱ notȱ sourcedȱ directly,ȱ B&Qȱ employsȱaȱ varietyȱ ofȱimȬ porters,ȱmanufacturers,ȱagents,ȱandȱsourcingȱcompanies.ȱImportersȱareȱusedȱ especially ȱifȱtheȱriskȱofȱaȱveryȱnewȱandȱinnovativeȱproductȱisȱtooȱhighȱforȱtheȱ companyȱtoȱbear.ȱ
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WebȬBasedȱȱ   Inȱ2002,ȱaȱcomplexȱwebȬbasedȱreportingȱtoolȱwasȱimplementedȱbyȱSASȱSoluȬ

ReportingȱToolȱ    tionsȱforȱtheȱRetailȱIndustryȱ inȱorderȱtoȱtrackȱsupplierȱperformance.ȱItȱwasȱalsoȱ

intendedȱ toȱ monitorȱ theȱ reliabilityȱ ofȱ vendors,ȱ theirȱ onȬtimeȱ performanceȱ andȱabilityȱtoȱshipȱtheȱfullȱ orderedȱquantitiesȱandȱdeliverȱtheȱagreedȱserviceȱ andȱ qualityȱ levelsȱ ofȱ goods.ȱ Theȱ technologyȱ providesȱ accessȱ toȱinformationȱ andȱdataȱwithinȱsecondsȱviaȱtheȱintranetȱinȱorderȱtoȱconductȱcomparisonsȱorȱ analysis.ȱȱ

Usersȱ canȱ alsoȱ drillȬdownȱ andȱ analyseȱ dataȱ inȱ variousȱ dimensionsȱ whichȱ facilitatesȱ fastȱ feedbackȱ forȱ forecastingȱ andȱ purchasingȱ decisions.ȱ FurtherȬ more,ȱ theȱ technologyȱ isȱ usedȱ atȱ variousȱ levelsȱ throughoutȱ theȱ company,ȱ includingȱseniorȱmanagersȱandȱmerchandisers,ȱi.e.ȱtheȱfrontȬlineȱpeople.ȱTheȱ technology ȱisȱstrategicallyȱimportantȱbecauseȱ itȱcanȱimproveȱgroupȱ marginsȱ even ȱwhenȱsalesȱareȱunderȱpressureȱ(SASȱ2004).ȱ

Asȱaȱ meansȱ ofȱ strengtheningȱ itsȱdirectȱ sourcingȱ ambitions,ȱKingfisherȱ estabȬ lishedȱaȱ qualityȱ controlȱ officeȱ inȱIndonesiaȱ inȱ2005ȱ andȱ plansȱ toȱopenȱ aȱ fullȱ sourcingȱofficeȱinȱThailandȱinȱlateȱ2006.ȱ

 

Strategic Supplier Management Programme (SSM) 

In ȱ 2003,ȱ Kingfisherȱ establishedȱ itsȱ soȬcalledȱ Strategicȱ Supplierȱ Managementȱ Programmeȱ(SSM).ȱTheȱcoreȱofȱthisȱinitiativeȱrelatesȱtoȱtheȱscaleȱofȱtheȱgroupȱ asȱ Europe’sȱ largestȱ homeȱ improvementȱ retailer.ȱ Thisȱ scaleȱ canȱ beȱ usedȱ toȱ gainȱ theȱbestȱ valueȱ andȱinnovativeȱ productsȱ forȱtheȱ company.ȱSSMȱ isȱbasedȱ on ȱ theȱ groupȬwideȱ Costȱ Priceȱ Reductionȱ Programmeȱ (CPR)ȱ andȱ aimsȱ toȱ makeȱ Kingfisher’sȱ relationshipsȱ withȱ itsȱ suppliersȱ closerȱ andȱ longerȬtermȱ inȱ orderȱ toȱ ensureȱ moreȱ innovativeȱ productsȱ andȱ moreȱ exclusiveȱ ranges.ȱ Theȱ programmeȱ especiallyȱ seeksȱ toȱ establishȱ mediumȬtermȱ agreementsȱ andȱ relationshipsȱ withȱ aȱlimitedȱ numberȱ ofȱkeyȱ suppliers,ȱespeciallyȱ localȱ ones.ȱ Someȱ successfulȱ examplesȱ areȱ alreadyȱ evident:ȱ Soudal,ȱ aȱ Frenchȱ businessȱ whichȱ hasȱ beenȱ supplyingȱ Castoramaȱ Franceȱ withȱ sealants,ȱ willȱ nowȱ supplyȱ theȱwholeȱgroup;ȱHozelock,ȱaȱsupplierȱtoȱB&QȱinȱtheȱUnitedȱKingdom,ȱisȱnowȱ supplyingȱKoçtaóȱinȱTurkey.ȱȱ

Whenȱtheȱprogrammeȱwasȱ implementedȱ inȱ 2003,ȱtheȱgroupȱhadȱaboutȱ9,000ȱ differentȱ suppliers,ȱtheȱtopȱ 200ȱofȱ whomȱ accountedȱ forȱapproximatelyȱ60ȱ%ȱ ofȱ allȱ purchases.ȱ Theȱ SSMȱ programmeȱ wasȱ expectedȱ toȱ decreaseȱ theȱ totalȱ numberȱ ofȱ suppliersȱ toȱ 5,000ȱ withȱ theȱ topȱ 200ȱ supplyingȱ 70ȱ%ȱ ofȱ allȱ purȬ chases.ȱ Twoȱ yearsȱ afterȱ theȱ implementation,ȱ theȱ topȱ 100ȱ suppliersȱ alreadyȱ accounted ȱforȱ50ȱ%ȱofȱgroupȱcostsȱofȱallȱgoodsȱsold.ȱ

Theȱcumulativeȱ cashȱ benefitsȱ fromȱSSMȱ areȱ expectedȱtoȱreachȱ1ȱbillionȱGBPȱ withinȱ5ȱyearsȱofȱtheȱprogramme’sȱlaunchȱ(seeȱFigureȱ12.5).ȱ

 

270

Buying, Logistics and Performance Measurement Part IV

 

Estimated ȱCashȱSavingsȱfromȱSSMȱ                                                Figureȱ12.5ȱ
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Theȱbenefitsȱareȱtrackedȱmonthlyȱinȱorderȱtoȱensureȱefficientȱcontrolling.ȱUpȱ toȱ75ȱ%ȱofȱtheȱcashȱsavedȱisȱreȬinvestedȱinȱtheȱfollowingȱareas:ȱ

� � competitiveȱpricingȱ

� � instoreȱserviceȱ

� � storeȱmodernisationȱ

� � newȱinfrastructureȱandȱ

� � newȱstores.ȱ

Inȱorderȱtoȱperformȱsuchȱcontrolling,ȱeachȱoperatingȱcompanyȱcurrentlyȱhasȱ orȱ isȱ developingȱ itsȱ SSMȱ teamȱ consistingȱ ofȱ expertȱ staffȱ whoȱ supportȱ theȱ buyers.ȱ Amongȱ otherȱ responsibilitiesȱ likeȱ operatingȱ commonȱ processes,ȱ theseȱ teamsȱ encourageȱ andȱ ensureȱ theȱ sharingȱ ofȱ bestȱ practiceȱ withinȱ theȱ group. ȱ Workingȱ closelyȱ withȱ strategicȱ suppliers,ȱ SSMȱ teamsȱ haveȱ aȱ longȬ termȱfocusȱandȱlookȱ notȱ justȱatȱtheȱcurrentȱ year’sȱproductȱ needs,ȱbutȱ alsoȱ atȱ thoseȱ ofȱ theȱ nextȱfiveȱyears.ȱ Theyȱ alsoȱ helpȱ secureȱ moreȱinnovativeȱandȱ exȬ clusiveȱproductȱrangesȱforȱKingfisherȱcustomers.ȱ

Asȱ aȱ resultȱ ofȱ theȱ SSMȱ introduction,ȱ longȬtermȱ agreementsȱ withȱ suppliersȱ nowȱ accountȱ forȱ 32ȱ%ȱ ofȱ B&Q’sȱ productȱ buyingȱ byȱ valueȱ andȱ 7ȱ%ȱ inȱ CasȬ toramaȱ France.ȱ Theseȱ valuesȱ demonstrateȱ theȱ futureȱ potentialȱ forȱ improveȬ ments,ȱresultingȱinȱtheȱexpectedȱcashȱsavingsȱ(seeȱFigureȱ12.5).ȱ

Onlineȱ auctionsȱ forȱ supplyȱ contractsȱ areȱ nowȱ beingȱ usedȱ inȱ theȱ Unitedȱ    OnlineȱAuctionsȱ Kingdom,ȱFranceȱandȱChina,ȱwithȱtwoȱeȬauctionsȱ inȱChinaȱresultingȱinȱ20ȱ%ȱ costȱ savings.ȱ Newȱ supplierȱ systemsȱ areȱ beingȱ introduced;ȱ includingȱ anȱ internetȱ portalȱ whichȱ enablesȱ manufacturersȱ toȱ shareȱ realȬtimeȱinformationȱ withȱKingfisher’sȱoperatingȱcompanies.ȱSinceȱtheȱgroupȱdiscoveredȱthatȱmanyȱ suppliersȱ dislikeȱ onlineȱ auctions,ȱ theyȱ needȱ toȱ beȱ fullyȱ integratedȱ inȱ theȱ group’sȱSSMȱprogrammeȱinȱorderȱtoȱtapȱtheȱnegotiatingȱtool’sȱfullȱpotential.ȱ
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KingfisherȱestimatesȱthatȱonlineȱauctionsȱcanȱandȱwillȱbeȱusedȱnotȱonlyȱforȱsoȬ called ȱ commodityȱ itemsȱ inȱ theȱ future,ȱ butȱ thatȱ theȱ toolȱ providesȱ aȱ muchȱ greater ȱscopeȱforȱexploitation.ȱ

 

Group Buying in Key Product Categories 

Kingfisherȱtriesȱtoȱtakeȱadvantageȱofȱareasȱinȱwhichȱconsumerȱpreferencesȱareȱ veryȱsimilarȱandȱhaveȱ convergedȱacrossȱ countriesȱandȱcultures.ȱWhereȱstanȬ dardisedȱ productsȱ canȱ beȱ offered,ȱ combinedȱ sourcingȱ canȱ reduceȱ costsȱ treȬ mendously.ȱTheseȱstandardisedȱproductsȱinclude:ȱ

� paintȱ

� hardȱflooringsȱ

� powerȱtoolsȱ

� adhesivesȱ

� sealantsȱ(Murphyȱ2006,ȱp.ȱ19).ȱ

Withȱ groupȬwideȱ buyingȱ activitiesȱ inȱ theseȱ categories,ȱ aȱ groupȱ marginȱ ofȱ aboutȱ 40ȱ%ȱcanȱ beȱearned.ȱAllȱEuropeanȱcompaniesȱincludingȱHornbachȱ areȱ involvedȱinȱgroupȱbuyingȱforȱtheseȱkeyȱproducts.ȱTheȱcommonȱbuyingȱprocȬ essesȱ buildȱ onȱ theȱ followingȱ policies,ȱ whichȱ wereȱ developedȱ byȱ B&Qȱ andȱ CastoramaȱandȱhaveȱbeenȱadoptedȱgroupȬwide:ȱ

� buyȱfromȱbestȬinȬclassȱsupplierȱ

� commitȱ businessȱ toȱ theseȱ suppliersȱ withȱ extendedȱ timeframes,ȱ agreedȱ

plansȱandȱtargetsȱ

� continuouslyȱbenchmarkȱtoȱmonitorȱperformanceȱ

� holdȱregularȱfaceȬtoȬfaceȱreviewsȱ(Kingfisherȱ2005a).ȱ

SinceȱKingfisherȱstoresȱsellȱaȱsignificantȱamountȱofȱtimberȱasȱwellȱasȱproductsȱ manufacturedȱ fromȱ wood,ȱ theȱ companyȱ implementedȱ groupȬwideȱ buyingȱ standardsȱ inȱ 2005ȱ inȱ orderȱ toȱ ensureȱ thatȱ timberȱ isȱ sourcedȱ fromȱ wellȬ managed ȱforestsȱ certifiedȱ byȱtheȱ Forestȱ Stewardshipȱ Councilȱ (FSC)ȱ orȱ equivaȬ lentȱ schemesȱ (Kingfisherȱ 2005b,ȱ p.ȱ11)ȱ andȱ theseȱ areȱ codifiedȱ inȱ itsȱ socialȱ responsibilityȱreport.ȱ

 

Store Brands 

ȱ

Functionsȱofȱ    Whereasȱdirectȱsourcing,ȱtheȱSSMȱprogrammeȱandȱgroupȱsourcingȱareȱaimedȱ

StoreȱBrandsȱ    atȱ costȱ reductionȱ inȱ orderȱ toȱ offerȱ competitiveȱ prices,ȱ theȱ developmentȱ ofȱ

exclusive ȱstoreȱbrandsȱisȱanȱopportunityȱtoȱcontributeȱtoȱvalueȱadded.ȱThereȬ
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fore,ȱanȱavowedȱtargetȱofȱKingfisherȱisȱtoȱincreaseȱtheȱshareȱofȱitsȱownȱbrandsȱ in ȱ totalȱ sales,ȱinȱorderȱtoȱreinforceȱtrustȱ andȱ confidenceȱ inȱ theȱbrand,ȱandȱtoȱ differentiateȱ theȱ groupȱ fromȱ competitorsȱ inȱ theȱ homeȱ improvementȱ industryȱ (Howard ȱ2004b,ȱp.ȱ214).ȱFurthermore,ȱwhatȱmakesȱstoreȱbrandsȱattractiveȱtoȱ Kingfisherȱ isȱ theȱ factȱ thatȱ theȱ wholeȱ supplyȱ chainȱ isȱ controlledȱ byȱ theȱ comȬ pany,ȱ includingȱ productȱ specificationsȱ andȱ productionȱ costs.ȱ Therefore,ȱ Kingfisherȱ canȱ setȱ aȱ priceȱ whichȱ isȱ inȱtuneȱ withȱtheȱ respectiveȱ localȱ market.ȱ According ȱtoȱtheȱdifferingȱlocalȱmarketȱconditions,ȱtheȱownȱbrandȱstrategyȱisȱ appliedȱ differentlyȱ inȱ variousȱ countriesȱ (Bellȱ 1999,ȱ p.ȱ17).ȱ Inȱ China,ȱ forȱ exȬ ample,ȱ whereȱ manyȱ bigȱ manufacturerȱ brandsȱ areȱ alreadyȱ availableȱ inȱ theȱ marketplace,ȱbutȱ stillȱ accountȱ forȱ onlyȱ aȱ smallȱ proportionȱofȱ totalȱ turnover,ȱ emphasising ȱstoreȱbrandsȱisȱveryȱimportantȱ(Howardȱ2004b,ȱpp.ȱ213Ȭ214).ȱ

Aroundȱ theȱ yearȱ 2000,ȱ theȱ storeȱ brandȱ paintȱ rangeȱ Coloursȱ wasȱ introducedȱ   StoreȱBrandȱ throughoutȱtheȱUnitedȱKingdom,ȱatȱCastoramaȱFranceȱandȱBricoȱDépôt.ȱWithinȱ   Productȱȱ threeȱyears,ȱaȱ7.4ȱ%ȱsavingȱofȱcostsȱofȱ goodsȱsoldȱcouldȱbeȱ achievedȱandȱtheȱ Categoriesȱ

numberȱofȱsuppliersȱreducedȱbyȱ50ȱ%.ȱCategoriesȱinȱtheȱpaintȱtenderȱincludeȱ anȱentryȱpriceȱlevel,ȱcolouredȱemulsions,ȱmasonryȱandȱglossȱpaintȱasȱwellȱasȱ decorativeȱ products.ȱ Currently,ȱColoursȱ isȱ alsoȱ beingȱ soldȱ inȱ Chinaȱ andȱTaiȬ wanȱandȱ launchesȱ areȱ plannedȱforȱ2006ȱinȱ mostȱofȱ Kingfisher’sȱotherȱ operatȬ ingȱ companies.ȱ Furthermore,ȱ newȱ powerȱ toolȱ ranges,ȱ underȱ theȱ brandȱ names ȱ Performanceȱ Powerȱ andȱ MacAllister,ȱ haveȱ beenȱ rolledȱ outȱ acrossȱ theȱ group. ȱ Theseȱ storeȱ brandsȱ areȱ sourcedȱ directly,ȱ mostlyȱ viaȱ Kingfisherȱ Asiaȱ Limited.ȱ Kingfisherȱ hasȱ beenȱ ableȱ toȱ harnessȱ itsȱ supplyȱ chainȱ knowledgeȱ inȱ ChinaȱandȱitsȱexperienceȱwithȱairȱconditioningȱsalesȱinȱTaiwanȱandȱTurkeyȱtoȱ developȱnew,ȱ lowȬcostȱ storeȱ brandȱ airȱconditioningȱsystemsȱ whichȱ areȱsoldȱ underȱtheȱbrandȱnameȱAirForceȱatȱB&QȱstoresȱinȱtheȱUnitedȱKingdomȱandȱatȱ Castorama ȱFranceȱ underȱtheȱnameȱBodnerȱ&ȱMann.ȱ

Inȱ 2005,ȱ Kingfisher’sȱgroupȬwideȱ cumulatedȱ ownȬbrandȱ penetrationȱ reachedȱ aboutȱ22ȱ%ȱofȱgroupȱsalesȱ(Kingfisherȱ2006,ȱp.ȱ3),ȱupȱfromȱ21ȱ%ȱinȱtheȱpreviȬ ousȱyear.ȱTheȱ strongestȱ growthȱofȱ storeȱ brandȱ salesȱwasȱachievedȱ inȱChina,ȱ whereȱtheȱpenetrationȱrateȱincreasedȱfromȱ0.8ȱ%ȱtoȱ3.4ȱ%ȱinȱ2005.ȱ

Theȱ storeȱ brandȱ penetrationȱ rateȱ differsȱ largelyȱ acrossȱ countriesȱ andȱ storeȱ formats.ȱInȱItaly,ȱforȱexample,ȱstoreȱbrandsȱcurrentlyȱaccountȱforȱ5ȱ%ȱofȱsalesȱ andȱ inȱ Poland,ȱ itȱ isȱ 3ȱ%.ȱ Atȱ Castorama,ȱ storeȱ brandsȱ areȱ aboutȱ 15ȱ%ȱ ofȱ totalȱ sales.ȱ Theseȱ figuresȱ againȱ showȱ thatȱ theȱ strategyȱ allowsȱ forȱ furtherȱ imȬ provementsȱinȱtheȱfuture.ȱ

Inȱ orderȱ toȱ furtherȱ accelerateȱ storeȱ brandȱ extensionȱ atȱ Kingfisher’sȱ variousȱ formats,ȱ aȱ groupȬwideȱ transferȱ andȱ sharingȱ ofȱ peopleȱ andȱ skillsȱ isȱ ofȱ greatȱ importance.ȱ

ȱ
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Summary and Outlook 

Forȱtheȱfinancialȱyearȱ2005,ȱKingfisherȱhadȱtoȱendureȱaȱ64.2ȱ%ȱdropȱinȱpreȬtaxȱ profitsȱfromȱ647.7ȱmillionȱGBPȱinȱ2004ȱtoȱ231.8ȱmillionȱGBPȱinȱ2005,ȱalthoughȱ group ȱ salesȱ wereȱ upȱ byȱ 4.7ȱ%ȱ (Kingfisherȱ 2006,ȱ p.ȱ1)ȱ Thisȱdeclineȱ isȱ mainlyȱ attributedȱtoȱfallingȱsalesȱandȱprofitsȱ inȱtheȱ Unitedȱ KingdomȱandȱFrance,ȱasȱ theȱ DIYȱ marketȱ experiencedȱ aȱ downturnȱ(Brandȱ2005,ȱ p.ȱ10).ȱ Inȱ theȱ Unitedȱ Kingdom,ȱ thisȱ downturnȱ hasȱ itsȱ sourcesȱ inȱ higherȱ interestȱ rates,ȱ aȱ weakȱ housing ȱmarketȱandȱisȱalsoȱaffectedȱbyȱoverallȱhigherȱtaxesȱandȱenergyȱcosts.ȱ Asȱaȱresponse,ȱB&QȱUKȱhasȱlaunchedȱanȱactionȱprogrammeȱwithȱtheȱfollowȬ ingȱobjectives:ȱȱ

� reinforceȱpriceȱcompetitivenessȱ

� reduceȱcostsȱ

� enhanceȱcustomerȱserviceȱ

� developȱnewȱproductȱrangesȱandȱ

� manageȱandȱdevelopȱstoreȱcapacityȱ(Kingfisherȱ2006,ȱp.ȱ2).ȱ

TheȱSSMȱprogrammeȱandȱanȱincreaseȱinȱdirectȱsourcingȱareȱcentralȱandȱvitalȱ sourcesȱ inȱ achievingȱ theseȱ aims,ȱ especiallyȱ priceȱ cutsȱ andȱ costȱ reductions.ȱ Despiteȱ theȱ downturnȱ inȱ theȱ homeȱ marketȱ andȱ inȱ France,ȱ strongȱ growthȱ couldȱ beȱ achievedȱ withȱ theȱ group’sȱ internationalȱ activities.ȱ Consequently,ȱ Kingfisherȱ continuesȱtoȱpursueȱ itsȱ growthȱ strategyȱofȱ expandingȱ inȱdevelopȬ ing ȱmarketsȱsuchȱasȱPoland,ȱChinaȱandȱTaiwanȱandȱestablishingȱitsȱpresenceȱ inȱ highȱ growthȱ markets,ȱ suchȱ asȱ Southȱ Korea,ȱ whereȱ theȱ firstȱ storeȱ wasȱ openedȱ inȱ 2005.ȱ Inȱ Februaryȱ 2006,ȱtheȱ firstȱCastoramaȱoutletȱ openedȱ inȱRusȬ sia,ȱwhereȱtheȱgroupȱseesȱmuchȱpotentialȱforȱtheȱhomeȱimprovementȱmarket,ȱ dueȱtoȱaȱgrowingȱconstructionȱmarketȱandȱtheȱcountryȬwideȱneedȱforȱextenȬ siveȱ refurbishmentȱ ofȱ existingȱ property;ȱ theȱ groupȱ plansȱ toȱ openȱ aȱ furtherȱ threeȱ storesȱ duringȱ 2006.ȱ Polandȱ isȱ expectedȱ toȱ offerȱ someȱ leverageȱ forȱ theȱ Russianȱ market,ȱ asȱ itȱ sharesȱ similarȱ marketȱ characteristicsȱ andȱ canȱ transferȱ itsȱexpertiseȱtoȱtheȱRussianȱKingfisherȱemployees.ȱ

ȱ      Furthermore,ȱ aȱ newȱ formatȱ willȱ beȱ introducedȱ inȱ theȱ Unitedȱ Kingdomȱ inȱ ȱ      2006:ȱTradeȱDepotȱisȱsolelyȱaimedȱatȱtheȱtradeȱbuyer;ȱitsȱmainȱtargetsȱareȱthusȱ ȱ       smallȱbuildersȱandȱtradeȱprofessionals,ȱe.g.ȱplumbersȱorȱelectricians.ȱItȱstocksȱ ȱ      onlyȱ 8,000ȱ productȱ linesȱ comparedȱ toȱ 15,000ȱ inȱ aȱ Bricoȱ Dépôtȱ andȱ targetsȱ ȱ      mainlyȱ industrialȱ locations.ȱ Despiteȱ theȱ differencesȱ inȱ format,ȱ Tradeȱ Depotȱ ȱ      willȱ alsoȱ shareȱ aȱ numberȱ ofȱ suppliersȱ withȱ otherȱ formatsȱ inȱ theȱ Kingfisherȱ

LocalȱMarketingȱ   groupȱinȱorderȱtoȱprofitȱfromȱtheȱcompany’sȱscaleȱ(Murphyȱ2006,ȱp.ȱ19).ȱThisȱ

andȱGlobalȱȱ   aspectȱ isȱ consistentȱ withȱ Kingfisher’sȱ generalȱ keyȱ toȱ pursueȱ aȱ successfulȱ inȬ

Supplyȱ   ternationalȱ retailingȱstrategy,ȱ consistingȱofȱ“localȱ marketingȱandȱ globalȱsupȬ

ply”ȱ(Bellȱ2004a,ȱp.ȱ279).ȱ
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Questions

1.ȱ Withinȱ theȱ scopeȱ ofȱ theȱ proceedingȱ globalisation,ȱ globalȱ sourcingȱ isȱ beȬ

comingȱanȱincreasinglyȱimportantȱtopicȱforȱretailersȱbecauseȱitȱisȱaȱsourceȱ ofȱcostȱreductions.ȱHowever,ȱtheȱ limitationsȱandȱrisksȱ ofȱ globalȱsourcingȱ mustȱ alsoȱ beȱtakenȱ intoȱ considerationȱ whenȱ determiningȱtheȱgeographiȬ calȱscopeȱofȱbuyingȱactivities.ȱDiscussȱtheȱvariousȱadvantagesȱandȱdisadȬ vantages.ȱ

2.ȱ Whenȱitȱcomesȱtoȱglobalȱsourcing,ȱAsiaȱisȱbecomingȱincreasinglyȱpopular,ȱ

andȱChinaȱinȱparticular.ȱWhatȱareȱtheȱspecificȱrisksȱandȱchallengesȱfacingȱ retailersȱbuyingȱfromȱChina?ȱ

3.ȱ Compareȱ theȱ optionȱofȱ directȱ sourcingȱ (especiallyȱ inȱgeographicallyȱdisȬ

tantȱ markets)ȱ withȱ theȱ use,ȱ forȱ example,ȱ ofȱ wholesalersȱ orȱ importersȱ toȱ fulfilȱtheȱbuyingȱtask.ȱȱ

 

Hints

1.ȱ Seeȱ sectionȱ “Sourcingȱ Toolbox”ȱ inȱ thisȱ Chapterȱasȱ wellȱ as,ȱ forȱ example,ȱ

Liu/McGoldrickȱ1995ȱforȱaȱdiscussionȱofȱtheȱcostsȱandȱbenefitsȱassociatedȱ withȱglobalȱsourcing.ȱ

2.ȱ Seeȱe.g.ȱCarter/Pearson/Pengȱ 1997ȱonȱtheȱrisksȱ associatedȱwithȱoperatingȱ

inȱChina.ȱ

3.ȱ Seeȱe.g.ȱHoffmannȱ2006ȱforȱaȱbriefȱ discussionȱofȱtheȱ advantagesȱandȱdisȬ

advantagesȱofȱdirectȱsourcing.ȱ

ȱ
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Chapter 13  

 

Logistics – Physical Distribution 

 

This Chapter considers the strategic role of logistics in retail management. It is con-cerned with those issues which form the context for restructuring logistical systems. There is also a discussion of distribution models for online purchases. 

 

Logistics as a Core Competency 

Traditionally,ȱ warehousingȱ andȱ distributionȱ systemsȱ usedȱ byȱ retailȱ compaȬ niesȱhaveȱbeenȱviewedȱasȱanȱoperationalȱinstrument,ȱdeliveringȱtheȱgoodsȱatȱ minimalȱ costs.ȱ “Modernȱ retailers,ȱ however,ȱ realizeȱ theȱ advantagesȱ thatȱ canȱ beȱ derivedȱ fromȱ investmentȱ inȱ suchȱ systemsȱ andȱ viewȱ themȱ asȱ aȱ tradeȬoffȱ betweenȱ costsȱ toȱ theȱ companyȱ andȱ providingȱ optimalȱ serviceȱ toȱ theȱ cusȬ tomer.ȱAsȱsuch,ȱdistributionȱandȱwarehousingȱsystemsȱareȱanȱintegralȱpartȱofȱ theȱ companies’ȱ strategyȱ andȱ aȱ majorȱ toolȱ ofȱ competitiveȱ differentiation”ȱ (Bell/Davisonȱ1997,ȱp.ȱ88).ȱ

Competitiveȱ advantageȱ throughȱ theȱ warehousingȱ andȱ distributionȱ systemsȱ   Logisticsȱȱ meansȱ managementȱ controlȱ ofȱ theȱ supplyȱ chain,ȱ i.e.ȱ logisticsȱ leadershipȱ Leadershipȱ

(Zentes/Liebmannȱ 2001,ȱ p.ȱ201).ȱ Forȱ example,ȱ asȱ oneȱ topȱ managerȱ ofȱ Swissȱ retailerȱ Migrosȱ states:ȱ “Itȱ isȱ ourȱ beliefȱ thatȱ weȱ shouldȱ controlȱ theȱ logistics,ȱ and ȱ thatȱ logisticsȱ andȱ theȱsupplyȱ chainȱ isȱ aȱ coreȱcompetencyȱ ofȱMigrosȱasȱaȱ retailer”ȱ(cf.ȱCuthbertsonȱ2004,ȱp.ȱ175).ȱ

Theȱ logisticsȱ managementȱ responsibilityȱ ofȱ retailersȱ isȱ concernedȱ withȱ managȬ ingȱtheȱ componentsȱofȱ theȱ “logisticsȱ mix”ȱ (Fernie/Sparksȱ2004).ȱ Theȱ followȬ ingȱbasicȱcomponentsȱcanȱbeȱidentifiedȱ(seeȱFigureȱ13.1):ȱ

� � Storageȱ facilities:ȱ Theseȱ mightȱ beȱ theȱ stockȱ roomsȱ ofȱ theȱ retailȱ stores,ȱ

warehousesȱorȱdistributionȱcentres.ȱ

� � Inventory:ȱ Theȱ keyȱ questionȱ isȱ theȱ amountȱ ofȱ stockȱ toȱ beȱ heldȱ forȱ eachȱ

product.ȱ

� � Transportation:ȱ Productsȱ haveȱ toȱ beȱ transportedȱ –ȱ byȱ ship,ȱ truck,ȱ railȱ orȱ

planeȱ –ȱ fromȱ theȱ factoryȱ toȱ warehousesȱ orȱ distributionȱ centresȱ (primaryȱ distribution)ȱandȱfromȱtheseȱplacesȱ toȱtheȱretailȱoutletsȱ (secondaryȱdistribuȬ tion).ȱ
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�         ȱ   ȱ ȱ   ȱ   ȱ    ȱ      ȱ    ȱ      ȱ    ȱ    ȱ � Recycling/reuse : Over the last few years, retailers have become much more

involvedȱ inȱreverseȱlogisticsȱoperations.ȱ Thisȱ meansȱanȱ increasedȱ returnȱ ofȱpackagingȱmaterialȱandȱhandlingȱ productsȱforȱrecyclingȱand/orȱreuse.ȱ Thisȱtrendȱtowardsȱ circulationȱhasȱ beenȱ reinforcedȱ byȱ theȱ EUȱ packagingȱ directiveȱ(Fernie/Sparksȱ2004,ȱp.ȱ8).ȱ

ȱ      Communicationsȱ canȱ beȱ regardedȱ asȱ aȱ furtherȱ basicȱ component.ȱ “Toȱ getȱ ȱ      productsȱ toȱ whereȱ retailersȱ needȱ them,ȱ itȱ isȱ necessaryȱ toȱ haveȱ information,ȱ ȱ      notȱ onlyȱ aboutȱ demandȱ andȱ supply,ȱ butȱ alsoȱ aboutȱ volumes,ȱ stock,ȱ pricesȱ ȱ       andȱmovements.ȱȱ

ȱ

Retailersȱ haveȱ thusȱ becomeȱ increasinglyȱ concernedȱ withȱ beingȱ ableȱ toȱ capȬ

ȱ

tureȱdataȱ atȱappropriateȱpointsȱ inȱ theȱ systemȱ andȱtoȱuseȱ thatȱinformationȱ toȱ

ȱ

haveȱ aȱ moreȱ efficientȱandȱ effectiveȱ logisticsȱ operation”ȱ (Fernie/Sparksȱ 2004,ȱ

ȱ

p.ȱ8).ȱTheȱenhancedȱroleȱofȱcommunicationsȱcanȱbeȱdemonstratedȱbyȱreengiȬ

PushȱandȱPullȱ

neering ȱ theȱ supplyȱ chain:ȱ fromȱ aȱ pushȱ supplyȱ chainȱ toȱ aȱ pullȱ supplyȱ chainȱ

Supply ȱChainȱ

(Bell/Cuthbertsonȱ2004)ȱ(seeȱChapterȱ14).ȱ

Managingȱ retailȱ logisticsȱ meansȱ balancingȱ costsȱ andȱ serviceȱ requirementsȱ (seeȱFigureȱ13.1).ȱ Inȱ orderȱtoȱ doȱ this,ȱ retailersȱ mayȱ outsourceȱ certainȱ operaȬ tional ȱ functionsȱ toȱ specialistȱ logisticsȱ servicesȱ providers,ȱ whileȱ strategicȱ functionsȱ areȱ inȱ mostȱ casesȱ performedȱ byȱtheȱretailer:ȱ “Therefore,ȱitȱisȱquiteȱ naturalȱ thatȱ weȱ outsourceȱ veryȱ littleȱ ofȱ managementȱ controlȱ ofȱ theȱ supplyȱ chain”ȱ(cf.ȱCuthbertsonȱ2004,ȱp.ȱ175).ȱ

 

Figureȱ13.1ȱ    ManagementȱTasksȱinȱLogisticsȱȱ

 

Costs Costs                                               Service Level Service Level

 

Communications Communications

Recycling Recycling 

Storage Storage

Inventory Inventory         Transportation Transportation            and and

Facilities Facilities

Reuse Reuse

Outsourcing Outsourcing

ȱ

Source:ȱAdaptedȱfromȱFernie/Sparksȱ2004,ȱp.ȱ6.ȱ
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Restructuring Logistical Systems 

 

Increased Control over Primary Distribution 

Asȱaȱresultȱofȱintensifiedȱcompetition,ȱretailersȱhaveȱextendedȱtheirȱcontrolȱofȱ the ȱ supplyȱ chain,ȱ bothȱ upstreamȱ andȱ downstream.ȱ Upstream,ȱ thatȱ isȱ fromȱ theȱ warehouseȱ orȱ distributionȱcentreȱtoȱ theȱmanufacturerȱandȱ downstream,ȱ thatȱisȱfromȱtheȱwarehousesȱtoȱtheȱretailȱstores.ȱ

Manyȱ retailersȱ haveȱ integratedȱ primaryȱ andȱ secondaryȱ distributionȱ operaȬ    ȱ tionsȱ (Zentesȱ 2006).ȱ Theyȱ manageȱ allȱ transportȱ operationsȱ (primaryȱ andȱ    ȱ secondaryȱ transport)ȱ andȱ runȱ themȱ asȱ aȱ singleȱ “networkȱ system”ȱ   ȱ (Fernie/Sparks ȱ 2004).ȱ Thisȱ verticallyȱ integratedȱ supplyȱ chainȱ leadsȱ toȱ aȱnewȱ    Verticalȱȱ pricingȱ structureȱ inȱ theȱ supplierȬretailerȱ relations:ȱ factoryȱ gateȱ pricingȱ (Exȱ Integrationȱ

Works,ȱEXW).ȱ

Logisticsȱnotȱonlyȱconstitutesȱaȱhugeȱportionȱofȱtheȱtotalȱcosts,ȱbutȱmakesȱanȱ essentialȱ contributionȱ toȱ theȱ commercialȱ value.ȱ Ifȱ theȱ handlingȱ ofȱ goodsȱ byȱ the ȱretailersȱisȱmoreȱefficient,ȱthenȱretailersȱ areȱcreatingȱ addedȱvalueȱ(PrümȬ per/Pohl/Thomsȱ2006)ȱ(seeȱFigureȱ13.2).ȱ

 

ValueȱAddedȱThroughȱLogisticsȱ                                                      Figureȱ13.2ȱ

Without Control of                                              With Control of

Logistics by                                                      Logistics by
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Costs of Goods Costs of Goods                                            Costs of Goods Costs of Goods

 

ȱ

Source:ȱAdaptedȱfromȱPrümper/Pohl/Thomsȱ2006,ȱp.ȱ819.ȱ
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Rationalisation of Warehousing 

Retailersȱhaveȱalsoȱincreasedȱtheirȱcontrolȱoverȱsecondaryȱdistribution.ȱTheyȱ have ȱ restructuredȱ traditionalȱ (centralȱ orȱ regional)ȱ warehousesȱ inȱ orderȱ toȱ reduceȱ inventoryȱ levelsȱ andȱ improveȱ theȱ speedȱ ofȱ productȱ flow:ȱ “Thisȱ hasȱ involvedȱreducingȱorderȱ leadȬtimeȱ andȱmovingȱ toȱaȱmoreȱ frequentȱdeliveryȱ ofȱ smallerȱ consignmentsȱ bothȱ internallyȱ (betweenȱ DCȱ (distributionȱ centre)ȱ andȱ shop)ȱ andȱ externallyȱ (betweenȱ supplierȱ andȱ DC).ȱ Thisȱ hasȱ greatlyȱ inȬ creased ȱbothȱtheȱrateȱ ofȱstockȬturnȱ andȱtheȱamountȱofȱproductȱ beingȱ‘crossȬ docked’, ȱratherȱthanȱstoredȱatȱDCs”ȱ(Fernie/Sparksȱ2004,ȱp.ȱ7).ȱ

Traditionalȱ    Inȱaȱtraditionalȱwarehouse,ȱgoodsȱareȱstocked,ȱwhichȱisȱaȱveryȱcostlyȱactivity.ȱ

Warehouseȱ   Inventoryȱ isȱ expensiveȱ andȱ canȱ becomeȱ obsolete.ȱ Furthermore,ȱ thereȱ areȱ

manyȱoperationsȱassociatedȱwithȱtheȱphysicalȱflowȱofȱproducts:ȱgoodsȬin,ȱletȱ down, ȱpicking,ȱgoodsȬoutȱ(Bell/Davisonȱ1997)ȱ(seeȱFigureȱ13.3).ȱ

 

Figureȱ13.3ȱ    StructureȱofȱaȱWarehouseȱ
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Distributionȱ    Aȱ distributionȱcentreȱ (DC)ȱ orȱtransitȱterminalȱ isȱ intendedȱtoȱ runȱ stockless,ȱ inȱ

Centreȱ    contrastȱ toȱ silos.ȱ Theȱ retailerȱ canȱ moveȱ fromȱ keepingȱ stockȱ toȱ aȱ justȬinȬtimeȱ

approach.ȱ Theȱ productsȱ neededȱinȱ theȱ retailȱstoresȱ areȱdeliveredȱtoȱ theȱ “loȬ gistics ȱplatform”ȱ (byȱ theȱmanufacturersȱorȱ collected/hauledȱ byȱ theȱ retailer),ȱ bundledȱ forȱ theȱ retailȱ storesȱ andȱ transportedȱ toȱ them.ȱ Ideally,ȱ noȱ stockȱ reȬ mainsȱandȱ theȱ quantityȱ deliveredȱtoȱtheȱ distributionȱ centreȱ isȱpreciselyȱthatȱ neededȱ byȱ theȱ outlets.ȱ Theȱ jobȱ ofȱ theȱ distributionȱ centreȱ isȱ toȱ partitionȱ theȱ quantityȱdeliveredȱtoȱtheȱplatformȱ(usuallyȱonȱpallets)ȱtoȱtheȱretailȱstoresȱandȱ toȱ bundleȱ theȱ differentȱ productsȱ forȱ eachȱ storeȱ (usuallyȱ onȱ palletsȱ orȱ rollȱ cages).ȱȱ
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Inȱ aȱ pureȱ crossȬdockingȱ system,ȱ thereȱ isȱ noȱ partitioning.ȱ Theȱ productsȱ areȱ    CrossȬDockingȱ delivered ȱ toȱ theȱ platformȱ onȱ separateȱ palletsȱ orȱ inȱ parcelsȱ forȱ eachȱ retailȱ store.ȱ Theȱ crossȬdockingȱ processȱ isȱ reducedȱ toȱ theȱ bundlingȱ ofȱ palletsȱ orȱ parcels ȱforȱtheȱvariousȱ retailȱ stores:ȱ “CrossȬdockingȱ isȱ aȱtechniqueȱinȱ whichȱ goodsȱ arrivingȱ atȱ anȱ RDCȱ (regionalȱ distributionȱ centre)ȱ areȱ unloadedȱ fromȱ theȱ inboundȱ vehicleȱ andȱ movedȱ fromȱ theȱ goodsȱ receivingȱ areaȱ ‘acrossȱ theȱ dock’ ȱ forȱ marshallingȱ withȱ theȱ otherȱ goodsȱ forȱ onwardȱ despatchȱ withoutȱ beingȱputȱawayȱintoȱstock”ȱ(Whiteoakȱ2004,ȱp.ȱ143).ȱ

Theȱlogisticalȱfacilitiesȱofȱwarehousesȱandȱdistributionȱcentres/crossȬdockingȱ terminalsȱareȱquiteȱdifferent.ȱWarehousingȱisȱrelatedȱtoȱsilos,ȱwhereasȱdistriȬ butionȱcentres/crossȬdockingȱterminalsȱareȱrelatedȱtoȱ“marshallingȱyards”.ȱ

 

Integrating Reverse Logistics 

The ȱincreasedȱreturnȱflowȱofȱpackagingȱmaterialȱandȱhandlingȱtheȱrecyclingȱ and/or ȱ reuseȱ ofȱ goodsȱ haveȱ becomeȱ aȱ majorȱ challengeȱ inȱ retailȱ logisticsȱ    ȱ (Cuthbertsonȱ2004,ȱ p.ȱ179).ȱTheȱintegrationȱofȱreverseȱlogisticsȱ hasȱ extendedȱ    ȱ theȱ traditionalȱ linearȱ flowȱ ofȱ goodsȱ (seeȱ Figureȱ13.4).ȱ Recyclingȱ andȱ reuseȱ Circulationȱȱ

leadȱ toȱ aȱ circulationȱ system,ȱ inȱ whichȱ retailersȱ playȱ anȱ importantȱ roleȱ    Systemȱ (Hertel/Zentes/Schramm ȬKleinȱ2005).ȱ

 

FromȱLinearȱtoȱCircularȱLogisticsȱSystemsȱ                                             Figureȱ13.4ȱ
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Outsourcing and Joint Physical Distribution 

Consolidationȱ   Asȱdiscussedȱearlier,ȱ retailersȱcanȱoutsourceȱcertainȱlogisticalȱfunctionsȱsuchȱ Opportunitiesȱ   asȱtransportingȱorȱwarehousingȱtoȱlogisticsȱoperators.ȱForȱexample,ȱbyȱtransȬ

port ȱpoolingȱtheȱlogisticsȱservices,ȱprovidersȱderiveȱbenefitȱalongȱandȱacrossȱ manyȱsupplyȱchainsȱ(seeȱFigureȱ13.5).ȱ

 

Figureȱ13.5ȱ    ConsolidationȱOpportunitiesȱAlongȱandȱAcrossȱManyȱSupplyȱChainsȱ

[image: ]

 

Theseȱ consolidationȱ opportunitiesȱ canȱ alsoȱ beȱ achievedȱ byȱ jointȱ physicalȱ distributionȱ systemsȱ (seeȱ Figureȱ13.6):ȱ “Theȱ broadȱ principleȱ hereȱ isȱ thatȱ theȱ greater ȱ theȱ numberȱ ofȱ participants,ȱ theȱ greaterȱ theȱ synergyȱ opportunitiesȱ andȱ theȱ greaterȱ theȱ chanceȱ ofȱ leveringȱ actionȱ withinȱ theȱ logisticsȱ andȱ netȬ workȱ servicesȱ providerȱ community.ȱ […]ȱ A ȱ collaborativeȱ approachȱ betweenȱ manufacturers,ȱ theirȱ suppliersȱ andȱ customersȱ isȱ envisaged,ȱ aimedȱ atȱ optiȬ misingȱphysicalȱflows,ȱexecutedȱviaȱaȱcommunityȱofȱserviceȱproviders,ȱworkȬ ing ȱtoȱcommonȱcommercialȱprinciples”ȱ(Whiteoakȱ2004,ȱp.ȱ159).ȱ

ȱ

ȱ

ȱ
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Opportunity ȱforȱCollaborationȱ                                                        Figureȱ13.6ȱ
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Source:ȱWhiteoakȱ2004,ȱp.ȱ160.ȱ

 

Distribution of Online Purchases 

Online ȱ retailersȱprovidingȱ aȱ deliveryȱ serviceȱ toȱ theȱ customer’sȱ home,ȱespeȬ ciallyȱ groceryȱ retailers,ȱ areȱ facedȱ withȱ theȱ greatestȱ logisticalȱ challenges:ȱ “Overȱtheȱpastȱdecadeȱmanyȱ eȬtailȱbusinessesȱ haveȱfailedȱ primarilyȱ becauseȱ ofȱ anȱ inabilityȱ toȱ provideȱ costȬeffectiveȱ orderȱ fulfilment.ȱ Severalȱ marketȱ researchȱ studiesȱhaveȱidentifiedȱ deliveryȱ problemsȱ asȱ aȱmajorȱconstraintȱ onȱ the ȱ growthȱ ofȱ homeȱ shopping”ȱ (Fernie/McKinnonȱ 2004,ȱ p.ȱ175).ȱ Inȱ storeȱ retailingȱ (bricksȬandȬmortarȱ stores),ȱ theseȱ “fulfilmentȱ activities”ȱ (picking,ȱ transportȱtoȱhome)ȱareȱdoneȱbyȱtheȱconsumersȱ(i.e.ȱtheyȱareȱexternalised).ȱ

Traditionalȱ catalogueȱ mailȬorderȱ companiesȱ haveȱ longȬtermȱ experienceȱ ofȱ Fulfilmentȱ

deliveringȱ toȱ homes.ȱ Theyȱ canȱ extendȱ thisȱ experienceȱ toȱ onlineȱ purchases.ȱ    Problemsȱ Forȱ newȱ playersȱ (pureȱ playersȱ andȱ multiȬchannelȱ retailers)ȱ inȱ webȬbasedȱ retailingȱ (eȬcommerce),ȱ onlineȱ shoppingȱ imposesȱ newȱ logisticalȱ requireȬ ments,ȱsuchȱasȱnewȱdistributionȱcentresȱandȱvehicleȱfleets.ȱTheȱgreatestȱchalȬ lengeȱ ofȱ eȬcommerceȱ isȱ toȱ solveȱ theȱ “lastȱ mileȱ problem”ȱ (Fernie/McKinnonȱ 2004). ȱ

Thereȱareȱdifferentȱlogisticsȱmodelsȱforȱtheȱdistributionȱ ofȱ onlineȱpurchases.ȱ Figureȱ13.7ȱ describesȱ aȱdeliveryȱ modelȱofȱ onlineȱpurchasesȱwhichȱisȱcharacȬ terisedȱ byȱ theȱ integrationȱ ofȱ anȱ eȬfulfilmentȱ centreȱ andȱ aȱ collectionȱ point,ȱ aȱ possibleȱsolutionȱforȱtheȱlastȱmileȱproblem.ȱAȱlogisticsȱmodelȱforȱstoreȬbasedȱ picking ȱofȱonlineȱpurchasesȱisȱdepictedȱinȱFigureȱ13.8.ȱ
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Figureȱ13.7ȱ    DeliveryȱofȱOnlineȱOrdersȱViaȱEȬFulfilmentȱCentreȱ
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Source:ȱAdaptedȱfromȱFernie/McKinnonȱ2004,ȱp.ȱ177.ȱ

 

Figureȱ13.8ȱ    LogisticsȱModelȱforȱStoreȬBasedȱPickingȱofȱOnlineȱOrdersȱ(GroceryȱDistribution)ȱ
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Source:ȱAdaptedȱfromȱFernie/Sparksȱ2004,ȱp.ȱ20.ȱ

 

Theȱ deliveryȱ ofȱ onlineȱ purchasesȱ ofȱ nonȬfoodȱ itemsȱ isȱ oftenȱ conductedȱ viaȱ parcelȱnetworks.ȱ
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Conclusion and Outlook 

Theȱ lastȱ fewȱ yearsȱ haveȱ producedȱ manyȱ claimsȱ aboutȱ retailȱ exchangesȱ (B2Bȱ exchanges):ȱ “WebȬenabledȱ marketȱ spacesȱ thatȱ bringȱ togetherȱ buyersȱ andȱ sellers”ȱ (Sparks/Wagnerȱ 2004,ȱ p.ȱ189)ȱ (seeȱ Chapterȱ12).ȱ Recently,ȱ radioȱ freȬ quencyȱ identificationȱ (RFID)ȱ hasȱ becomeȱ theȱ “hotȱ topic”:ȱ “RFIDȱ isȱ aȱ newȱ technologyȱthatȱ hasȱtheȱpotentialȱtoȱrevolutioniseȱtheȱretailȱindustry”ȱ(KalyȬ anam/Lal/Wolframȱ2006,ȱp.ȱ104).ȱ

Anȱ RFIDȱ systemȱ consistsȱ ofȱ aȱ reader,ȱ aȱ transponderȱ andȱ aȱ computerȱ netȬ    RFIDȱ work. ȱ“RFIDȱreadersȱareȱdevicesȱthatȱsendȱoutȱradioȱsignalsȱonȱaȱcontinuousȱ basisȱ andȱ lookȱ forȱ aȱ responseȱ fromȱ oneȱ orȱ moreȱ transponders.ȱAȱ computerȱ networkȱtransmitsȱtheȱinformationȱfromȱtheȱtransponder.ȱReadersȱcanȱacceptȱ responsesȱ fromȱ manyȱ transpondersȱ atȱ anyȱ givenȱ pointȱ inȱ time.ȱ However,ȱ givenȱtheȱ currentȱstateȱ ofȱ technology,ȱtheȱ transpondersȱ needȱ toȱbeȱ withinȱ aȱ particular ȱ rangeȱ ofȱ theȱ readerȱ toȱ makeȱ aȱ connection.ȱ Asȱ ofȱtoday,ȱ thereȱ areȱ twoȱ typesȱ ofȱtransponders;ȱactiveȱ andȱ passive.ȱ Passiveȱtranspondersȱ consistȱ ofȱ aȱmicrochipȱthatȱ storesȱaȱdigitalȱcode,ȱandȱanȱantenna.ȱWhenȱtheȱantennaȱ receivesȱ aȱradioȱ signalȱ fromȱtheȱ reader,ȱ theȱtransponderȱ convertsȱthatȱradioȱ signal ȱ intoȱenergyȱ andȱthenȱ sendsȱ aȱ digitalȱcodeȱ backȱtoȱ theȱreader”ȱ(KalyȬ anam/Lal/Wolframȱ2006,ȱ pp.ȱ104Ȭ105).ȱActiveȱ transponders,ȱ whichȱareȱ moreȱ expensive,ȱ useȱ theirȱ ownȱ sourceȱ ofȱ energyȱ (e.g.ȱ aȱ battery)ȱ andȱ thereforeȱ transmitȱ moreȱ information.ȱ A ȱ numberȱ ofȱ differentȱ benefitsȱ canȱ beȱ derivedȱ from ȱRFIDȱtechnologyȱ(seeȱTableȱ13.1).ȱ

 

RFID ȱ–ȱFunctionsȱandȱBenefitsȱ                                                     Tableȱ13.1ȱ

Function Function                             Activity Activity                                       Benefits Benefits Superior Superior       � � allows information to be read by radio waves from a allows information to be read by radio waves from a       � � boost of productivity due to boost of productivity due to 

Alternative to Alternative to       tag without requiring line-of-sight scanning tag without requiring line-of-sight scanning                   faster scanning faster scanning

Bar Code Bar Code     � � allows virtually simultaneous and instantaneous allows virtually simultaneous and instantaneous          � � accurate tracking (reduction of accurate tracking (reduction of

reading of multiple tags in the vicinity of the  reader reading of multiple tags in the vicinity of the  reader          shrinkage, theft, out-of-stocks) shrinkage, theft, out-of-stocks)

� � each tag can have a unique code that ultimately each tag can have a unique code that ultimately          � � real-time stock location real-time stock location 

allows every tagged item to be individually accounted allows every tagged item to be individually accounted       (increased availability, lower (increased availability, lower for for                                                                stocking costs, higher sales) stocking costs, higher sales)

Bear Additional Bear Additional    � � can handle a variety of data attributes (e.g. sell-by can handle a variety of data attributes (e.g. sell-by         � � provides product authentication provides product authentication

Information Information        date) date)                                                       due to difficulty of counterfeiting due to difficulty of counterfeiting

(passive read/ (passive read/    � � however, security issues relating to the interception of however, security issues relating to the interception of     � � decentralization of information decentralization of information write tags only) write tags only)      added data may occur added data may occur

Allow New Allow New      � � conduct target/actual comparisons (e.g. temperature) conduct target/actual comparisons (e.g. temperature)     � � generate cargo seals when generate cargo seals when 

Applications Applications        maintain records of data (e.g. date of manufacture,          filling containers � � maintain records of data (e.g. date of manufacture, filling containers (active tags (active tags        time spent in transit, location of distribution centre time spent in transit, location of distribution centre         � � can automatically produce can automatically produce (“beacons”) (“beacons”)        holding the item, name of the last person to handle the holding the item, name of the last person to handle the      shipping manifest for customs shipping manifest for customs

only) only)           item, amount for which the item was sold, payment item, amount for which the item was sold, payment        � � benefits from telematics benefits from telematics

method used in buying the item, last date of service, method used in buying the item, last date of service, warranty period) warranty period)

� � localise goods via active tags localise goods via active tags                                                                 ȱ

Source:ȱNCRȱ2003;ȱIntermecȱ2004.ȱ
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However,ȱthereȱ areȱ aȱ numberȱofȱproblemsȱinȱRFIDȱimplementation,ȱsuchȱasȱ technology ȱ(e.g.ȱ scanningȱ accuracy,ȱ sizeȱandȱdataȱ storage),ȱ costsȱ (infrastrucȬ ture ȱcosts),ȱstandardisation,ȱandȱconsumerȱprivacyȱ(Sparks/Wagnerȱ2004).ȱ
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Case Study: Sainsbury’s 1

 

Profile, History, and Status Quo 

TheȱrootsȱofȱSainsburyȇsȱSupermarketsȱ goȱbackȱtoȱ 1869ȱwhenȱJohnȱJamesȱ andȱ Mary ȱAnnȱSainsburyȱopenedȱtheirȱfirstȱsmallȱdairyȱshopȱinȱLondon.ȱToday,ȱitȱ isȱ theȱ Unitedȱ Kingdom’sȱ longestȬstandingȱ majorȱ foodȬretailingȱ chain.ȱ Theȱ companyȱ isȱ aȱ leadingȱ UKȱ foodȱ retailerȱ withȱ interestsȱ inȱ financialȱ services.ȱ Theȱ parentȱ companyȱ Jȱ Sainsburyȱ plcȱ consistsȱ ofȱ Sainsburyȇsȱ Supermarkets,ȱ Sainsburyȇsȱ Local,ȱ Bellsȱ Stores,ȱ Jacksonsȱ Storesȱ andȱ JBȱ Beaumont,ȱ Sainsburyȇsȱ online ȱ serviceȱ andȱ Sainsburyȇsȱ Bank,ȱ thusȱ encompassingȱ theȱ businessȱ segȬ ments ȱ ofȱ supermarketsȱ andȱ convenienceȱ stores,ȱ bankingȱ servicesȱ (estabȬ lishedȱinȱ 1997)ȱ andȱonlineȱshoppingȱ(sinceȱ1999).ȱ Jȱ Sainsburyȱplcȱ isȱ listedȱonȱ theȱLondonȱStockȱExchange.ȱ ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱ usedȱ forȱ thisȱ caseȱ studyȱ includeȱ variousȱ annualȱ reports,ȱ preliminaryȱ

resultsȱ 2005/2006,ȱ pressȱreleases,ȱ theȱ annualȱgeneralȱmeetingȱ 2003,ȱtheȱwebȱsitesȱ http//www.jȬsainsbury.co.uk,ȱ http//www.jȬsainsbury.co.uk/sidȱasȱwellȱasȱexplicitlyȱ citedȱsources.ȱ
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SinceȱtheȱdisposalȱofȱitsȱUSȱengagementȱinȱMarchȱ2004,ȱwhenȱtheȱ37ȱ%ȱshareȱ in ȱ Shaw’sȱ Supermarketsȱwasȱsoldȱ toȱ Albertson’sȱInc.,ȱ theȱcompanyȱhasȱfocusedȱ onȱitsȱcoreȱUKȱbusinessȱinȱorderȱtoȱincreaseȱ growthȱ andȱ strengthenȱitsȱmarȬ ketȱposition.ȱSainsburyȇsȱ 153,000ȱemployeesȱ serveȱoverȱ16ȱmillionȱ customersȱ aȱ weekȱinȱ752ȱ stores,ȱofȱwhichȱ455ȱareȱ mainȱSainsburyȇsȱsupermarketȱoutletsȱ andȱ297ȱareȱconvenienceȱstores.ȱForȱtheȱfinancialȱyearȱ2005/2006,ȱgroupȱsalesȱ totalled ȱ17.3ȱbillionȱGBP,ȱupȱ5.8ȱ%ȱfromȱtheȱpreviousȱyear.ȱ

Sainsbury ȇsȱ Supermarketsȱ isȱ currentlyȱ theȱ no.ȱ 3ȱ UKȱ supermarketȱ behindȱ itsȱ    No.ȱ3ȱinȱUKȱ competitorsȱ Tescoȱ (seeȱ caseȱ studyȱ Tescoȱ inȱ Chapterȱ11)ȱ andȱ Asdaȱ (ownedȱ byȱ    RetailȱIndustryȱ WalȬMart).ȱWhereasȱTescoȱisȱtheȱclearȱleaderȱwithȱnearlyȱ30ȱ%ȱ ofȱtheȱmarket,ȱ theȱ followersȱ areȱ veryȱ closeȱ toȱ eachȱ otherȱ withȱ roughlyȱ 15ȱ%ȱ marketȱ shareȱ each. ȱ

 

Reform of the Distribution System: “7-in-3” Supply       ȱ Chain Management Programme 

When ȱ Sainsbury’sȱ embarkedȱ onȱ itsȱ radicalȱ supplyȱ chainȱ overhaulȱ inȱ 2001,ȱ   RadicalȱSupplyȱ rivalsȱ “watchedȱ inȱ utterȱ disbelief”ȱ (cf.ȱ Watsonȱ 2005,ȱ p.ȱ29).ȱ Sinceȱ Tescoȱ hadȱ    ChainȱReformȱȱ firstȱovertakenȱ Sainsbury’sȱ asȱtheȱ country’sȱlargestȱ supermarketȱ inȱ 1995,ȱ theȱ    inȱ2001ȱ former ȱ marketȱ leaderȱ hadȱconstantlyȱ lostȱmarketȱ share.ȱ Theȱ reasonsȱ generȬ allyȱ givenȱ include,ȱ apartȱ fromȱ theȱ increasinglyȱ competitiveȱ environment,ȱ Sainsbury’s ȱ ownȱcomplacentȱattitudeȱandȱrelyingȱonȱitsȱreputationȱasȱmarketȱ leaderȱ insteadȱ ofȱensuringȱ continuousȱ improvement.ȱAccordingly,ȱtheȱ comȬ panyȱwasȱstillȱoperatingȱwithȱtheȱsameȱ supplyȱchainȱasȱitȱ hadȱ40ȱyearsȱ ago.ȱ This ȱ outdatedȱ supplyȱ chainȱ infrastructureȱ wasȱ noȱ longerȱ capableȱ ofȱ effiȬ cientlyȱ handlingȱ moreȱ thanȱ 2,000ȱ suppliers,ȱ 35,000ȱ productȱ stockȬkeepingȱ unitsȱ (SKUs),ȱ 24ȱ millionȱ casesȱ weeklyȱ andȱ moreȱ thanȱ 500ȱ storesȱ (Campbellȱ 2003,ȱ p.ȱ20).ȱ Notȱ surprisingly,ȱ aȱ benchmarkingȱ studyȱ conductedȱ inȱ 2000ȱ reȬ vealedȱoutdatedȱsystemsȱandȱwarehousingȱinfrastructureȱasȱwellȱasȱaȱsupplyȱ chainȬrelatedȱ costȱ gapȱ ofȱ 60ȱ millionȱ GBPȱ betweenȱ Sainsbury’sȱ andȱ itsȱ bestȬ practiceȱ competitorsȱ (Corstenȱ 2005,ȱ p.ȱ70).ȱ Thisȱ isȱ why,ȱ inȱ 2001,ȱ underȱ theȱ newȱ leadershipȱ ofȱ CEOȱ Peterȱ Davis,ȱ Sainsbury’sȱ startedȱ oneȱ ofȱ theȱ “mostȱ talkedȱ aboutȱ reȬengineeringȱ projectsȱ everȱ undertakenȱ byȱ aȱ supermarketȱ retailer”ȱ (Campbellȱ 2003,ȱ p.ȱ20),ȱ aȱ newȱ “allȬorȬnothing”ȱ supplyȱ chainȱ stratȬ egy.ȱ Fourȱ keyȱ areasȱ wereȱ tackledȱ throughȱ theȱnewȱ strategyȱ whichȱ emergedȱ fromȱthisȱexhaustiveȱoverhaul:ȱ

� � networkȱrenewalȱ

� � systemsȱandȱtechnologyȱ

� � processesȱandȱpartnershipsȱ

� � peopleȱandȱcultureȱ(Sainsbury’sȱSupermarketsȱ2001,ȱp.ȱ1).ȱ
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ȱ      Whenȱ theȱ proposalsȱ forȱ theȱ overhaulȱ wereȱ firstȱ presented,ȱ theȱ company’sȱ ȱ      formerȱ supplyȱ chainȱ managerȱ estimatedȱ itȱ wouldȱ takeȱ sevenȱ yearsȱ toȱ comȬ ȱ      plete.ȱ However,ȱ Sainsbury’sȱ managementȱboard,ȱ pointedȱ outȱ thatȱ thereȱ wasȱ ȱ      no ȱtimeȱ toȱ experimentȱandȱ requestedȱcompletionȱwithinȱ threeȱyears.ȱ Henceȱ ȱ      theȱ stretchȬtargetȱ “7ȬinȬ3”ȱ whichȱ gaveȱ theȱ programmeȱ itsȱ nameȱ (Mitchellȱ ȱ      2004,ȱ p.ȱ32).ȱ Givenȱ theȱ urgency,ȱ thisȱ radicalȱ “allȬorȬnothing”ȱ approachȱ toȱ ȱ      rejuvenateȱtheȱsupplyȱchainȱwasȱchosenȱ(Corstenȱ2005,ȱp.ȱ70).ȱAȱreductionȱofȱ

Key ȱMeasuresȱ   theȱ overallȱ costȱ baseȱ byȱ 700ȱ millionȱ GBPȱ withinȱ threeȱ yearsȱ wasȱ targeted.ȱ

Keyȱmeasuresȱforȱachievingȱthisȱgoalȱincluded:ȱ

� replacingȱtheȱcurrentȱdepotsȱwithȱautomatedȱfulfilmentȱfactoriesȱ(FF)ȱandȱ

primaryȱconsolidationȱcentresȱ(PCC)ȱ

� anȱintegratedȱmanagementȱofȱtransportationȱfromȱtheȱfactoryȱgateȱtoȱtheȱ

storeȱbackȱdoorȱ

� replacingȱofȱcoreȱsupplyȱchainȱsystemsȱwhichȱwereȱoldȱandȱinflexibleȱ

� ensuringȱ clearȱ performanceȱ measurementȱ byȱ reorganisingȱ theȱ supplyȱ

chainȱstructureȱandȱprocesses.ȱ

KeyȱPrinciplesȱ    Furthermore,ȱ theȱ followingȱ keyȱ principlesȱ wereȱ consideredȱ asȱ theȱ basisȱ ofȱ

theȱ futureȱ distributionȱ system:ȱ paperless,ȱ stockless,ȱ accurate,ȱ simpleȱ andȱ automated ȱ whereȱ appropriate.ȱ Traditionally,ȱ soȬcalledȱ logisticsȱ teamsȱ hadȱ beenȱ responsibleȱ forȱ managingȱ theȱ flowȱ ofȱ informationȱ alongȱ theȱ supplyȱ chain,ȱ whereasȱ distributionȱ teamsȱ hadȱ caredȱ forȱ theȱ physicalȱ storageȱ andȱ deliveryȱ ofȱ goods.ȱ Asȱ partȱ ofȱ theȱ reform,ȱ theseȱ twoȱ areasȱ nowȱ workȱ asȱ aȱ single ȱ organisationalȱ divisionȱ toȱ achieveȱ sharedȱ objectivesȱ andȱ makeȱ theȱ supplyȱchainȱaȱtrulyȱseamlessȱflowȱofȱproductsȱandȱinformation.ȱ

 

Reorganisation of the Distribution Network 

Duringȱtheȱ1960s,ȱ Sainsbury’sȱ hadȱ beenȱoneȱofȱ theȱ firstȱretailersȱ toȱ centraliseȱ itsȱ distributionȱ andȱ toȱ implementȱ RDCs;ȱ aboutȱ 1Ȭ2ȱ%ȱ ofȱ theȱ company’sȱ netȱ profitȱ marginȱ couldȱ thenȱ beȱ attributedȱ toȱ theȱ resultingȱ efficiencyȱ inȱ retailȱ distribution. ȱHowever,ȱasȱtheȱdistributionȱnetworkȱhadȱnotȱbeenȱchangedȱforȱ 40ȱyears,ȱitȱwasȱagingȱbadly.ȱAsȱaȱresult,ȱaȱsingleȱstoreȱwasȱsometimesȱreceivȬ ingȱ goodsȱ fromȱ asȱ manyȱ asȱ elevenȱ differentȱ depotsȱ withinȱ aȱ singleȱ dayȱ (Campbellȱ2003,ȱp.ȱ20).ȱWithȱtheȱintroductionȱofȱhomeȱshopping,ȱtheȱincreasȬ ing ȱ varietyȱ ofȱ commoditiesȱ sold,ȱ moreȱ changingȱ consumerȱ tastesȱ andȱ lessȱ predictable ȱ shoppingȱ behaviour,ȱ theȱ needȱ toȱ manageȱ thisȱ complexityȱ effiȬ cientlyȱ hadȱ risenȱ considerably.ȱ Theȱ “7ȬinȬ3”ȱ programmeȱ aimedȱ atȱ establishȬ ingȱ aȱ simplifiedȱ andȱ efficientȱ supplyȱ chain/distributionȱ network,ȱ providingȱ forȱtheȱ substitutionȱ andȱ supplementationȱ ofȱ theseȱ RDCsȱ withȱfourȱ typesȱ ofȱ distributionȱfacilities,ȱdesignedȱtoȱincreaseȱtheȱproductȱflowȱ(seeȱTableȱ13.2).ȱ
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Distribution ȱFacilitiesȱ                                                                     Tableȱ13.2ȱ

 

Distribution Facility Distribution Facility                                 Characteristics Characteristics

Primary Consolidation Primary Consolidation        � � handling shipments from local suppliers handling shipments from local suppliers Centres (PCCs) Centres (PCCs)             � � holding stock and replenishing fulfilment factories holding stock and replenishing fulfilment factories

� � link between local suppliers and RDCs link between local suppliers and RDCs

Fulfilment Factories (FFs) Fulfilment Factories (FFs)     � � handling around 10,000 lines of high-volume commodities handling around 10,000 lines of high-volume commodities

� � handling waived deliveries to store on a round-the-clock-handling waived deliveries to store on a round-the-clock-

basis basis

K Line Depots K Line Depots               � � specialist distribution centres specialist distribution centres

� � using highly-automated sorting systems enabling them to using highly-automated sorting systems enabling them to 

efficiently pick low volumes of a wide range of up to efficiently pick low volumes of a wide range of up to 

16,000 slow moving and bulky products 16,000 slow moving and bulky products

Frozen Food Depots Frozen Food Depots         � � delivering products directly to stores delivering products directly to stores

ȱ

Source: ȱAdaptedȱfromȱSainsbury’sȱSupermarketȱLtdȱ2001,ȱp.ȱ3.ȱ

 

Additionally,ȱ60ȱ%ȱofȱtheȱpriorȱexistingȱfacilitiesȱhadȱtoȱbeȱclosedȱ(Tulipȱ2003,ȱ    FromȱRDCsȱ p.ȱ52).ȱ Theȱ transformationȱ ofȱ theȱ entireȱ supplyȱ chainȱ wasȱ largelyȱ basedȱ    toȱFFsȱ aroundȱ theȱ newȱ hugeȱ fulfilmentȱ factoriesȱ whichȱ bothȱ receiveȱ goodsȱ andȱ despatch ȱ themȱ toȱstores.ȱ Sainsbury’sȱchangeȱ fromȱ predominantlyȱ stockholdȬ ingȱRDCsȱtoȱ flowȬthroughȱFFsȱ hasȱ“involvedȱmovingȱfromȱanȱinfrastructureȱ chieflyȱ comprisingȱ conventionalȱ wideȱ aisleȱ rackingȱtoȱ oneȱ combiningȱautoȬ matedȱ storageȱ andȱ retrievalȱ systemsȱ (AS/RS),ȱ pickȱ conveyorsȱ andȱ sophistiȬ cated ȱsortationȱsystems”ȱ(Bakerȱ2004,ȱp.ȱ119).ȱȱ

 

Possible ȱFlowsȱThroughȱtheȱSupplyȱChainȱ                                            Figureȱ13.9ȱ
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Figureȱ13.9ȱ givesȱanȱoverviewȱ ofȱtheȱpossibleȱ goodsȱ flowsȱ throughȱ theȱ supȬ plyȱ chain,ȱ whichȱ isȱ characterisedȱ asȱ aȱ supplierȬfacingȱ networkȱ linkedȱ toȱ store Ȭfacingȱfacilities.ȱ

Moreȱ thanȱ 95ȱ%ȱofȱ Sainsbury’sȱgroceryȱgoodsȱareȱ deliveredȱ fromȱ aȱ distribuȬ tionȱfacilityȱ intoȱ theȱ storeȱ andȱ onlyȱ 5ȱ%ȱ areȱdeliveredȱdirectlyȱfromȱtheȱsupȬ plier.ȱ Thisȱ highȱ degreeȱ ofȱ centralisedȱ distributionȱ (seeȱ sectionȱ “RationalisaȬ tionȱofȱWarehousing”)ȱensuresȱmaximumȱcontrolȱandȱhenceȱefficiency.ȱAtȱtheȱ PCCs, ȱstockȱ fromȱ severalȱsuppliersȱisȱ consolidatedȱ intoȱ fullȱ loadsȱatȱaȱfixedȱ costȱperȱpallet,ȱsoȱthatȱthereȱisȱnoȱminimumȱquantityȱforȱtheȱindividualȱsupȬ pliers.ȱ Theȱproductsȱatȱ theȱ PCC,ȱ typicallyȱ locatedȱ withinȱ30ȱ milesȱofȱ aȱsupȬ plier’sȱproductionȱfacility,ȱremainȱtheȱmanufacturer’sȱpropertyȱuntilȱtheyȱareȱ transportedȱ toȱ theirȱ nextȱ destination.ȱ Theȱ conceptȱ isȱ intendedȱ toȱ increaseȱ theirȱavailabilityȱonȱtheȱstoreȱshelves,ȱdevelopȱcloserȱrelationshipsȱwithȱsupȬ pliersȱandȱ optimise,ȱi.e.ȱreduce,ȱtheȱnumberȱ ofȱvehiclesȱ usedȱforȱtransportaȬ tion.ȱ

Automationȱ   Theȱautomatedȱdistributionȱfacilities,ȱcalledȱtheȱ“fulfilmentȱfactory”,ȱtheȱkeyȱ

partȱ inȱ theȱ newȱ distributionȱstrategy,ȱ areȱeachȱ 65,000ȱ m2ȱinȱ sizeȱandȱ costȱ70ȱ millionȱ GBPȱtoȱbuildȱandȱ establish,ȱ withȱ27ȱmillionȱGBPȱaccountingȱforȱ meȬ chanicalȱhandlingȱequipment.ȱȱ

Theȱ rationaleȱ behindȱ anȱ automatedȱ facilityȱ isȱ thatȱ economiesȱ ofȱ scaleȱ areȱ increased, ȱ becauseȱ fewerȱ suppliersȱ areȱ ableȱ toȱ deliverȱ moreȱ volumeȱ andȱ automated ȱ sortationȱ andȱ caseȱ pickingȱ entailȱ greaterȱ accuracyȱ andȱ reducedȱ costs.ȱAutomationȱmeansȱfewerȱtouchpoints,ȱsoȱthatȱgoodsȱareȱhandledȱless.ȱ “Thisȱmeansȱweȱcanȱgetȱthemȱtoȱstoresȱ moreȱquicklyȱandȱfulfilȱordersȱaccuȬ rately.ȱ Theȱ systemȱisȱ lessȱproneȱ toȱ humanȱ error”ȱ (cf.ȱCampbellȱ2003,ȱp.ȱ22).ȱ InsideȱeachȱFFȱisȱaȱrangeȱincludingȱambient,ȱchilledȱandȱproduceȱlinesȱwhichȱ serve ȱ overȱ 70ȱ supermarkets.ȱ Theȱ followingȱ wereȱ theȱ objectivesȱ ofȱ theirȱ imȬ plementation:ȱ

� handleȱ aȱ varietyȱ ofȱ merchandisingȱ unitsȱ asȱ wellȱ asȱ singleȱ items,ȱ cases,ȱ

boardȱandȱrollȱpalletsȱ

� receiveȱ goodsȱ throughoutȱ theȱ day,ȱ withȱ chilledȱ productsȱ receivedȱ inȱ

“waves”ȱandȱsortedȱonȱreceiptȱontoȱanȱautomatedȱsortationȱsystemȱ

� typicallyȱserveȱoverȱ70ȱstoresȱandȱupȱtoȱ150ȱlocalȱstoresȱ

� handleȱupȱtoȱ2.4ȱmillionȱcasesȱaȱweekȱandȱ1.3ȱmillionȱsingleȱitemsȱ

� haveȱaȱsorterȱinȱoperationȱforȱ20ȱhoursȱaȱdayȱ

� haveȱaȱvehicleȱleavingȱtheȱsiteȱeveryȱtwoȱminutesȱ(Corstenȱ2005,ȱp.ȱ71).ȱ
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Sinceȱ theȱweeklyȱ peakȱ loadȱ isȱ 2.4ȱmillionȱ cases,ȱ eachȱ FFȱ operatesȱonȱaȱ 24/7ȱ    ȱ basis.ȱTheȱ soȬcalledȱ“motherȱdepotȱconcept”ȱwasȱalsoȱintroducedȱatȱeachȱFFȱ    ȱ which ȱentailsȱslowȱmovingȱgoodsȱbeingȱcrossȬdocked,ȱsoȱstoresȱreceiveȱmerȬ    ȱ chandise ȱ fromȱonlyȱ oneȱ depot.ȱ Priorȱ toȱ extendingȱ andȱ automatingȱ theȱ FFs,ȱ   ȱ Sainsbury’s ȱ usedȱ modellingȱ technologyȱ toȱ testȱ projections.ȱ Theȱ resultingȱ    TechnologyȱUsedȱ simulationsȱ revealedȱ theȱ advantagesȱ ofȱ certainȱ warehouseȱ designȱ changes,ȱ   forȱSimulationsȱ identifiedȱ potentialȱ siteȱ bottlenecks,ȱ helpedȱ toȱ establishȱ humanȱ resourceȱ requirements ȱ andȱ setȱ vehicleȱ fillȱ levelsȱ (Vegaȱ 2004,ȱ p.ȱ20).ȱAdditionally,ȱ theȱ retailerȱ alsoȱ usedȱ strategicȱ distributionȱ planningȱ softwareȱ toȱ determineȱ theȱ optimumȱ numberȱ andȱ locationȱ ofȱ itsȱ distributionȱ facilities.ȱ However,ȱgivenȱ theȱtimeȱpressure,ȱtheȱretailerȱrefrainedȱfromȱtestingȱtheȱautomationȱinȱdetailȱ in ȱrealȬlifeȱcircumstances.ȱInȱorderȱtoȱcomplyȱwithȱtheȱautomatedȱandȱhenceȱ sensitive ȱ fulfilmentȱ factories,ȱSainsbury’sȱsetȱupȱ aȱcatalogueȱ ofȱtheȱfollowingȱ criteriaȱwhichȱtheȱsuppliersȱhadȱtoȱfulfilȱsinceȱSeptemberȱ2002,ȱwhenȱtheȱfirstȱ fulfilmentȱfactoryȱwasȱopenedȱatȱHamsȱHallȱnearȱBirmingham:ȱ

� � achieveȱaccurateȱtradedȱunitȱbarȱcodeȱ(TUC)ȱcomplianceȱ Prerequisitesȱforȱ

Suppliersȱ

� � useȱ correctȱ palletȱ labelsȱ withȱ aȱ serialȱ shipmentȱ containerȱ codeȱ withȱ allȱ

productsȱ

� � sendȱadvanceȱshipmentȱmessagesȱwithȱallȱproductsȱ

� � achieveȱtheȱcorrectȱpalletȱstandardsȱ

� � achieveȱtimelyȱdeliveryȱandȱorderȱaccuracyȱ

� � achieveȱdataȱ integrityȱbyȱ registeringȱ withȱtheȱ respectiveȱdescriptorȱ stanȬ

dards,ȱestablishedȱtoȱmanageȱaȱmasterȱfileȱofȱallȱproductȱdescriptions.ȱ

Furthermore,ȱ suppliersȱ wereȱ warnedȱ ofȱ possibleȱ renegotiationsȱ ifȱ theyȱ didȱ    Problemsȱ notȱ complyȱ withȱ theseȱ rules.ȱ However,ȱ sinceȱ automatedȱ warehousesȱ needȱ   Resultingȱfromȱȱ nearȬperfectȱ conditionsȱ inȱ orderȱ toȱ workȱ properlyȱ andȱ sinceȱ theȱ strictȱ cataȬ Automationȱ

logueȱofȱrulesȱledȱtoȱconfusionȱandȱannoyanceȱonȱtheȱpartȱofȱmanyȱmanufacȬ turers,ȱ theȱ actualȱ performanceȱ ofȱ theȱ FFsȱ wasȱ lowerȱthanȱ expectedȱ andȱ enȬ tailedȱ outȬofȬstocksȱ andȱ availabilityȱ problemsȱ inȱ theȱ storesȱ (Watsonȱ 2005,ȱ p.ȱ29).ȱ Whereasȱ theȱ automationȱ wasȱ expectedȱ toȱ raiseȱ labourȱ productivityȱ and ȱ deliverȱ storeȬfriendlyȱ productȱ sequencingȱ toȱ reduceȱ replenishmentȱ laȬ bourȱatȱtheȱstore,ȱtheȱFF’sȱsensitivityȱsometimesȱledȱtoȱtheȱoppositeȱeffectȱandȱ manualȱassistanceȱandȱinterventionȱwasȱrequired.ȱ

Inȱ itsȱ attemptsȱ toȱ optimiseȱ theȱ supplyȱ chain,ȱ Sainsbury’sȱ doesȱ notȱ operateȱ Outsourcingȱtoȱ

everyȱ distributionȱ facilityȱ byȱ itself.ȱ Instead,ȱ onlyȱ halfȱ ofȱ theȱ distributionȱ    Logisticsȱȱ network ȱ areȱ inȬhouseȱ operations;ȱ theȱ majorȱ partȱ ofȱ theȱ remainingȱ distribuȬ    Providersȱ tionȱ facilitiesȱ isȱ managedȱ byȱ Exelȱ Logistics,ȱ aȱ thirdȱ partyȱ logisticsȱ providerȱ (3PL)ȱspecialisingȱinȱdistributionȱmanagement.ȱ Byȱ havingȱExelȱ manageȱstraȬ tegicallyȬlocatedȱ distributionȱ facilities,ȱ Sainsbury’sȱ triesȱ toȱ increaseȱ supplyȱ
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chainȱefficiencyȱandȱimproveȱtheȱdeliveryȱ serviceȱ toȱ theȱstores,ȱevenȱthoughȱ theȱ outsourcingȱ ofȱ managingȱ certainȱ distributionȱ centresȱ wasȱ theȱ causeȱ ofȱ concernȱonȱtheȱpartȱofȱworkersȱandȱtheȱtradeȱunionȱ(Sheppardȱ2005,ȱp.ȱ15).ȱȱ

Currently, ȱSainsbury’sȱdistributionȱnetworkȱcomprisesȱ14ȱprimaryȱconsolidaȬ tionȱcentres,ȱfourȱfulfilmentȱfactoriesȱ(atȱWaltham,ȱHaydock,ȱHamsȱHall,ȱandȱ Emeraldȱ Park),ȱ twoȱ Kȱ Lineȱ depotsȱ (atȱ Stokeȱ andȱ Ryeȱ Park)ȱ andȱ twoȱ frozenȱ foodȱdepotsȱ(atȱStoneȱandȱElstree)ȱ(seeȱFigureȱ13.10).ȱAdditionally,ȱaȱnumberȱ ofȱ ambient,ȱ chilled,ȱ andȱ produceȱ RDCsȱ areȱ locatedȱ throughoutȱ theȱ Unitedȱ Kingdom.ȱ

 

Figureȱ13.10ȱ    LocationȱofȱDistributionȱFacilitiesȱ
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IT Systems 

Apart ȱ fromȱ theȱ distributionȱ network,ȱ theȱ restructuringȱ ofȱ ITȱ systemsȱ andȱ technologyȱwasȱ aȱkeyȱ issueȱofȱtheȱ“7ȬinȬ3”ȱprogramme.ȱSainsbury’sȱinvestedȱ heavilyȱinȱ orderȱ toȱ createȱ aȱnew,ȱ integratedȱ solutionȱreplacingȱ theȱ old,ȱ outȬ datedȱ andȱ fragmentedȱ informationȱ systems.ȱ Forȱ instance,ȱ theȱ paperȬbasedȱ information ȱexchangeȱ wasȱ replacedȱ withȱ aȱwebȬbasedȱ realȬtimeȱtechnology.ȱ Before ȱtheȱrestructuring,ȱtheȱstockȱatȱdistributionȱcentresȱwasȱonlyȱmeasuredȱ theȱ dayȱ after.ȱ Withȱ theȱ newȱ ITȱ system,ȱ currentȱ dataȱ isȱ availableȱ instantly,ȱ providingȱ theȱ responsibleȱ peopleȱ withȱ minuteȬbyȬminuteȱ controlȱ ofȱ theȱ natureȱandȱlocationȱofȱgoodsȱpassingȱthroughȱtheȱfacility.ȱTheȱrealȬtimeȱdataȱ isȱtheȱ“backbone”ȱ(Campbellȱ2003,ȱp.ȱ23)ȱofȱtheȱnewȱinformationȱsystem.ȱTheȱ aimȱinȱcreatingȱtheȱnewȱendȬtoȬendȱITȱinfrastructureȱwasȱtoȱensureȱimprovedȱ performanceȱ withinȱtheȱsupplyȱchain,ȱ dueȱ toȱ aȱ superiorȱflowȱofȱinformationȱ
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andȱinȱorderȱtoȱcontrolȱtheȱuseȱofȱresourcesȱ(Corstenȱ2005,ȱp.ȱ74),ȱtoȱbackȱupȱ the ȱ automatedȱ depots.ȱ Inȱ orderȱ toȱ implementȱ thisȱ newȱ technology,ȱ almostȱ the ȱ entireȱ ITȱ functionȱwasȱoutsourcedȱ toȱ Accentureȱ inȱlateȱ2000,ȱ retainingȱanȱ internal ȱteamȱofȱonlyȱaboutȱ25ȱemployeesȱ(Clarkȱ2004,ȱp.ȱ6).ȱ

 

Factory Gate Pricing                                                  ȱ

Factoryȱ gateȱ pricingȱ (FGP)ȱ hasȱ beenȱ oneȱ ofȱ theȱ majorȱ developmentsȱ inȱ UKȱ   ȱ retailingȱinȱrecentȱyears,ȱdrivenȱprimarilyȱbyȱTesco,ȱbutȱalsoȱSainsbury’s.ȱSupȬ    ȱ pliers ȱareȱaskedȱtoȱstateȱtheȱpriceȱofȱtheirȱproductsȱwithȱandȱwithoutȱdeliveryȱ    ȱ costsȱ toȱ theȱ retailer’sȱ distributionȱ facility.ȱ Hence,ȱ FGPȱ “involvesȱ aȱ retailerȱ    ȱ separatingȱtheȱtransportȱcostsȱthatȱtheȱsupplierȱhasȱimposedȱonȱproductsȱandȱ    ȱ lookingȱforȱaȱcheaperȱwayȱtoȱtransportȱtheȱgoods.ȱThisȱmayȱmeanȱtheȱretailerȱ    ȱ usingȱ itsȱ ownȱ vehicles,ȱ orȱ usingȱ aȱ thirdȱpartyȱ logisticsȱ providerȱ toȱ pickȱ theȱ    ȱ goodsȱ upȱ directlyȱ fromȱ theȱ supplierȱ —ȱ atȱ theȱ factoryȱ gate”ȱ (Daviesȱ 2004,ȱ    ȱ p.ȱ15).ȱByȱtakingȱresponsibilityȱforȱtheȱprimaryȱdistribution,ȱi.e.ȱcollectingȱtheȱ    ȱ suppliesȱ fromȱ theȱ manufacturerȱ (seeȱ sectionȱ “Logisticsȱ asȱ aȱ Coreȱ CompeȬ    ȱ tency”),ȱ theȱretailerȱ canȱ optimiseȱtheȱuseȱ ofȱhisȱ existingȱfleet,ȱtherebyȱrealisȬ Advantagesȱofȱ

ingȱ competitiveȱ advantageȱ asȱ wellȱ asȱ environmentalȱ benefitsȱ throughȱ theȱ    FGPȱ reduction ȱofȱfuelȱusage.ȱ

Additionally, ȱ Sainsbury’sȱ establishedȱ aȱ nationalȱ transportȱ serviceȱ centreȱ (NTSC)ȱtoȱoptimiseȱtheȱeffectivenessȱofȱitsȱtransportȱoperations.ȱThisȱleadsȱtoȱ greaterȱ efficiencyȱ andȱ effectiveness,ȱ enablingȱ Sainsbury’sȱ toȱ saveȱ costsȱ andȱ reduce ȱvehicleȱusageȱandȱkilometresȱ travelled.ȱTheȱNTSCȱpresentsȱopportuȬ nitiesȱ forȱ reducingȱ totalȱ truckȱ distanceȱ throughȱ betterȱ planningȱ ofȱ vehicleȱ movements,ȱ whilstȱ optimisingȱ truckȱ fill.ȱ Allȱ trucksȱ areȱ equippedȱ withȱ aȱ globalȱpositioningȱsystemȱ(GPS)ȱwhichȱhelpsȱtoȱachieveȱ this.ȱInȱthisȱrespect,ȱ whenȱ itȱ isȱ beneficialȱ toȱ doȱ so,ȱ collectionsȱ ofȱ productsȱ fromȱ suppliersȱ usingȱ Sainsbury’s ȱ ownȱfleetȱareȱorganised,ȱthusȱreducingȱtheȱnumberȱofȱvehiclesȱonȱ the ȱroads.ȱInȱaȱtypicalȱweek,ȱsomeȱ800Ȭ900ȱofȱsuchȱcollectionsȱtakeȱplaceȱ(seeȱ alsoȱFigureȱ13.10ȱforȱaȱvisualisationȱofȱthisȱintegratedȱtransportȱsystem).ȱ

 

Making Sainsbury’s Great Again                           ȱ

InȱOctoberȱ2004,ȱJustinȱKingȱreplacedȱPeterȱDavisȱ asȱ CEOȱandȱ introducedȱaȱ   NewȱReformȱinȱ threeȬyearȱ recoveryȱplanȱ worthȱ550ȱmillionȱGBPȱcalledȱ“MakingȱSainsbury’sȱ   2004ȱ Greatȱ Again”.ȱ Thisȱ wasȱ basedȱ onȱ theȱ outcomeȱ ofȱ theȱ “7ȬinȬ3”ȱ programme.ȱ Despite ȱ theȱ enormousȱ 700ȱ millionȱ GBPȱ investmentȱ inȱ theȱ programmeȱ andȱ beingȱhonouredȱ withȱ theȱ GlobalȱRetailȱAchievementȱAwardȱ inȱ theȱcategoryȱ BestȱinȱInternationalȱLogisticsȱandȱDistributionȱ inȱ 2004,ȱandȱdespiteȱconsenȬ sus ȱ thatȱ aȱ reformȱ ofȱ theȱ distributionȱ systemȱ wasȱ necessary,ȱ theȱ actualȱ perȬ
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formanceȱwasȱnotȱasȱgoodȱasȱprojected.ȱEspeciallyȱtheȱautomatedȱFFsȱdidȱnotȱ deliverȱtheirȱperformanceȱpotential,ȱpartlyȱbecauseȱtheyȱareȱeasilyȱdisturbedȱ byȱ imperfectȱpallets.ȱFurthermore,ȱtheȱambitiousȱprogrammeȱhasȱ beenȱcritiȬ cised ȱasȱwantingȱ“tooȱmuch,ȱtooȱsoon”ȱ(Pendrousȱ2004,ȱp.ȱ8).ȱȱ

Theȱ newȱ recoveryȱ planȱ isȱ supportedȱ byȱ theȱ newȱ advertisingȱ claimȱ “Tryȱ Somethingȱ Newȱ Today”,ȱ stressingȱ Sainsbury’sȱ heritageȱ asȱ aȱ qualityȱ foodȱ specialistȱ andȱ seekingȱ toȱ exploitȱ theȱ growingȱ customerȱ interestȱ inȱ safeȱ andȱ healthyȱ food.ȱ Whereasȱ theȱ “Makingȱ Sainsbury’sȱ Greatȱ Again”ȱ programmeȱ focusesȱ primarilyȱ onȱ creatingȱanȱincreaseȱinȱ sales,ȱphysicalȱdistributionȱ andȱ theȱ improvementȱ ofȱ theȱ supplyȱ chainȱ playȱ anȱ importantȱ roleȱ inȱ achievingȱ thisȱaim,ȱfocussingȱprimarilyȱonȱreducingȱoutȬofȬstocksȱandȱimprovingȱavailȬ ability.ȱAȱ newȱ supplyȱ chainȱ director,ȱLawrenceȱChristensen,ȱwasȱalsoȱhired,ȱ indicating ȱ theȱ effortȱ beingȱ madeȱ andȱ theȱ responsibilityȱ beingȱ takenȱ forȱ theȱ optimisationȱ ofȱ theȱ existingȱdistributionȱ network.ȱAfterȱ problemȱ identificaȬ tion,ȱheȱsortedȱoutȱtheȱautomatedȱwarehouses,ȱdrawingȱupȱanȱactionȱplanȱtoȱ getȱtheȱbestȱoutȱofȱwhatȱalreadyȱexisted,ȱimprovingȱcommunicationȱbetweenȱ theȱ distributionȱ facilitiesȱ andȱ WitronȱandȱSiemens,ȱtheȱcompaniesȱ behindȱtheȱ automationȱequipment.ȱFurthermore,ȱaboutȱ3,000ȱnewȱemployeesȱwereȱhiredȱ toȱ manuallyȱ sortȱ productsȱ whereȱ needed,ȱ andȱ distributionȱ facilitiesȱ wereȱ reorganisedȱ resultingȱ inȱ theȱclosureȱ ofȱsomeȱandȱopeningȱofȱ otherȱfacilities.ȱ Currently, ȱaȱ“stepȱchange”ȱprogrammeȱacrossȱallȱofȱSainsburyȱstoresȱisȱbeingȱ implementedȱtoȱimproveȱproductȱavailabilityȱonȱtheȱshelves.ȱSystemsȱareȱputȱ inȱ placeȱ forȱ deliveries,ȱ stockȱ auditingȱ andȱ toȱ makeȱ sureȱ thatȱ theȱ inventoryȱ managementȱisȱefficient.ȱSinceȱtheȱprogrammeȱlaunch,ȱtheȱretailerȱhasȱdelivȬ eredȱ fiveȱ consecutiveȱ quartersȱ ofȱ likeȬforȬlikeȱ salesȱ growth.ȱ Sainsbury’sȱ alsoȱ claims ȱ toȱ haveȱ reducedȱ itsȱ outȬofȬstockȱ productsȱ byȱ 75ȱ%ȱ withȱ availabilityȱ now ȱmatchingȱindustryȱ levelsȱ andȱtoȱ haveȱ cutȱ theȱtimeȱ itȱ takesȱforȱstockȱ toȱ arriveȱatȱtheȱstore.ȱ

InȱanȱattemptȱtoȱgainȱmoreȱcontrolȱoverȱitsȱITȱsystems,ȱtheȱoutsourcingȱconȬ tractȱ withȱ Accentureȱ wasȱ terminatedȱ inȱ Octoberȱ 2005ȱ andȱ theȱ ITȱ functionȱ madeȱinȬhouseȱagain.ȱTheȱtransferȱofȱ470ȱemployeesȱwasȱcompletedȱinȱAprilȱ 2006ȱ andȱ costȱ approximatelyȱ 63ȱ millionȱ GBP.ȱ Theȱ companyȱ expectsȱ thatȱ futureȱ costȱ savingsȱ throughȱ regainedȱ controlȱ ofȱ ITȱ processesȱ andȱ systemsȱ willȱamortiseȱtheȱinvestmentȱinȱlessȱthanȱtwoȱyears.ȱ

 

Summary and Outlook 

Around ȱ 18ȱ monthsȱ afterȱ theȱintroductionȱ ofȱ theȱ “Makingȱ Sainsbury’sȱGreatȱ Again” ȱprogramme,ȱtheȱcompany’sȱcontroversialȱautomatedȱwarehousesȱareȱ nowȱoperatingȱasȱoriginallyȱintended.ȱHowever,ȱtheȱretailerȱhadȱtoȱspendȱanȱ exceptionalȱ120ȱmillionȱGBPȱinȱwritingȱoffȱtheȱinitialȱ automationȱ equipmentȱ inȱ2004.ȱAȱnewȱtransportȱmanagementȱsystemȱisȱalsoȱbeingȱplannedȱtoȱcreateȱ

 

294

Buying, Logistics and Performance Measurement Part IV

aȱ “centralȱ brain”ȱ forȱ theȱ entireȱ transportȱ fleetȱ andȱ forȱ suppliers,ȱ toȱ beȱ conȬ trolled ȱ byȱ Sainsbury’s.ȱ Plansȱ toȱ alterȱ theȱ currentȱ warehouseȱ managementȱ systemsȱ areȱ alsoȱbeingȱmooted.ȱAtȱtheirȱ lowestȱ point,ȱHamsȱ Hall,ȱ Walthamȱ Point, ȱandȱRyeȱParkȱwereȱturningȱawayȱ50ȱ%ȱofȱsupplierȱdeliveries.ȱInȱOctoȬ berȱ 2004,ȱ theȱ fulfilmentȱ factoriesȱ wereȱ eachȱ operatingȱ atȱ aȱ capacityȱ ofȱ onlyȱ 800,000ȱcasesȱaȱweekȱbeingȱpickedȱandȱdeliveredȱandȱsystemsȱwereȱbreakingȱ down ȱ regularly.ȱ However,ȱ FFsȱ areȱnowȱ exceedingȱ theȱ targetsȱofȱ 2.2ȱ millionȱ casesȱ each.ȱ Withȱ theȱ distributionȱ networkȱ nowȱ workingȱ efficientlyȱ andȱ aȱ 5.7ȱ%ȱ increaseȱ inȱ turnoverȱ forȱ theȱ commercialȱ yearȱ endedȱ 31ȱ Marchȱ 2006ȱ provingȱ theȱ successȱ ofȱ theȱ newȱ initiative,ȱ theȱ retailerȱ isȱ nowȱ planningȱ toȱ openȱ newȱstoresȱ forȱ theȱ firstȱ timeȱ inȱmanyȱ years.ȱ Thisȱ isȱaȱ signȱofȱ itsȱ confiȬ denceȱinȱtheȱrecoveryȱandȱtheȱnowȱsmoothlyȱfunctioningȱsupplyȱchain.ȱȱ

 

Questions

1.ȱ Asȱ described,ȱ Sainsbury’sȱsupplyȱ chainȱ comprisesȱdifferentȱ typesȱ ofȱdisȬ

tributionȱfacilities.ȱWhyȱisȱthisȱdistinctionȱnormallyȱused?ȱ

2.ȱ Factoryȱ gateȱ pricingȱ (FGP)ȱ isȱ becomingȱ increasinglyȱ popular.ȱ Whatȱ areȱ

theȱ reasonsȱ andȱmotivationsȱforȱthisȱdevelopment?ȱWhichȱpossibleȱlimiȬ tationsȱandȱrisksȱcanȱbeȱidentified?ȱ

3.ȱ   Whatȱadvantagesȱandȱdisadvantagesȱareȱassociatedȱwithȱtheȱoutsourcingȱ

ofȱphysicalȱdistributionȱprocesses,ȱalsoȱappliedȱbyȱSainsbury’s?ȱ

 

Hints

1.ȱ Seeȱ Bell/Cuthbertsonȱ 2004ȱ forȱ aȱ descriptionȱ ofȱ differentȱ supplyȱ chainsȱ

whichȱoperateȱinȱtermsȱofȱtypeȱofȱproduct.ȱ

2.ȱ Seeȱe.g.ȱFernieȱ2004a.ȱ

3.ȱ Seeȱe.g.ȱLevy/Weitzȱ2007ȱforȱaȱdiscussionȱofȱlogisticsȱoutsourcing.ȱ

ȱ

ȱ
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Chapter 14 

 

Logistics – Supply Chain Management and 

Information Management

 

In this Chapter, supply chain management is presented as a strategic approach for retail companies. With a focus on logistics activities, efficient consumer response is discussed as a collaborative approach to supply chain management. Information technology is a major enabler for supply chain activities. Therefore, the general princi-ples of information management in retail companies, in the logistics context, are out-lined.

 

The Supply Chain in the Consumer Goods Industry 

Traditionally,ȱmanufacturersȱwereȱtheȱdominantȱforcesȱinȱtheȱsupplyȱchainȱinȱ the ȱ consumerȱgoodsȱindustry.ȱ Withȱ theȱ trendȱ towardȱretailȱconsolidationȱ andȱ theȱemergenceȱofȱlargeȱretailers,ȱpowerȱinȱtheȱsupplyȱchainȱhasȱbeenȱshiftingȱ towardȱtheȱretailȱlevelȱ(Fernie/Fernie/Mooreȱ2004,ȱp.ȱ198).ȱWhereasȱmanufacȬ turersȱ previouslyȱdesigned,ȱ produced,ȱ promotedȱ andȱdistributedȱtheirȱ prodȬ uctsȱ orȱ brandsȱ andȱ retailersȱ dependedȱ onȱ theirȱ leadership,ȱ withȱ thisȱ powerȱ shift,ȱ retailersȱ haveȱ beenȱ ableȱ toȱ exertȱ pressureȱ backȱ intoȱ theȱ supplyȱ chain.ȱ Theyȱhaveȱforcedȱmanufacturersȱtoȱchangeȱtheirȱsupplyȱchainȱstrategiesȱand,ȱ forȱexample,ȱ includeȱtailoredȱpalletȱpacks,ȱscheduledȱdeliveries,ȱ continuousȱ replenishmentȱsystems,ȱetc.ȱ(Coyle/Bardi/Langleyȱ2003,ȱp.ȱ6).ȱ

The ȱsupplyȱchainȱinȱtheȱconsumerȱgoodsȱindustryȱincludesȱallȱpartiesȱdirectlyȱ    RetailȱSupplyȱ or ȱ indirectlyȱ involvedȱ inȱ receivingȱ andȱ fulfillingȱ customerȱ requests,ȱ e.g.ȱ    Chainȱ manufacturers,ȱ suppliers,ȱ wholesalers,ȱ retailers,ȱ thirdȱ partyȱ serviceȱ providȬ ersȱ (transporters,ȱ warehouses),ȱ andȱ customersȱ (Chopra/Meindlȱ 2004,ȱ p.ȱ4).ȱ Supply ȱ chainsȱ areȱ dynamicȱ andȱ involveȱ theȱ constantȱ flowȱ ofȱ products,ȱ inȬ formationȱandȱfinanceȱbetweenȱtheȱdifferentȱstagesȱ(seeȱFigureȱ14.1).ȱ

Theȱ firstȱ flowȱ (productsȱ andȱ relatedȱ services)ȱ isȱ oneȱ ofȱ theȱ mainȱ elementsȱ inȱ    Flowsȱinȱtheȱ supplyȱ chainȱ management.ȱ Traditionally,ȱ itȱ isȱ theȱ majorȱ topicȱ inȱ logistics,ȱ    SupplyȱChainȱ becauseȱcustomersȱ expectȱ theirȱordersȱ toȱ beȱdeliveredȱonȱtime,ȱ reliablyȱ andȱ damage Ȭfree.ȱ Informationȱ flowsȱ comprise,ȱ forȱ example,ȱ orders,ȱ inventory,ȱ demandȱ orȱ salesȱ data.ȱ Theseȱ flowsȱ areȱ importantȱ forȱ replenishmentȱ andȱ (demand)ȱforecastingȱatȱallȱstagesȱofȱtheȱsupplyȱchain.ȱFinancialȱflowsȱincludeȱ theȱ transferȱ ofȱ fundsȱ orȱ cashȱ betweenȱ theȱ supplyȱ chainȱ partnersȱ (Coyle/Bardi/Langleyȱ2003,ȱpp.ȱ18Ȭ19).ȱ
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Figureȱ14.1ȱ    FlowsȱinȱtheȱSupplyȱChainȱofȱtheȱConsumerȱGoodsȱIndustryȱ

 

Financial                    Financial Institution                    Institution

 

Supplier                Manufacturer                 Retailer                 Customer

 

Logistics                      Logistics                      Logistics

Service                       Service                       Service

Provider                       Provider                       Provider

 

Product and services flow

Financial flow

Information flow ȱ

Source:ȱ AdaptedȱfromȱHertel/Zentes/SchrammȬKleinȱ2005,ȱp.ȱ51.ȱ

 

Supply Chain Management 

Supplyȱchainȱmanagementȱisȱdefinedȱasȱtheȱplanningȱandȱmanagementȱofȱallȱ business ȱactivitiesȱinvolvedȱinȱfulfillingȱcustomerȱrequests,ȱsuchȱasȱsourcing,ȱ procurement,ȱ operations,ȱ marketingȱ andȱ logisticsȱ management.ȱ Itȱ notȱ onlyȱ focusesȱ onȱ processesȱ orȱ functionsȱ withinȱ oneȱ particularȱ company,ȱ butȱ alsoȱ includesȱcoordinationȱandȱcollaborationȱ withȱ otherȱ partiesȱinȱ theȱ supplyȱchainȱ (Stank/Davis/Fugateȱ2005).ȱ

TotalȱSystemȱ   Theȱmainȱgoalȱofȱ supplyȱchainȱmanagementȱ isȱ toȱfacilitateȱtheȱ integrationȱ ofȱ

Efficiencyȱ    supplyȱ andȱ demandȱ managementȱ forȱ theȱ purposesȱ ofȱ improvingȱ theȱ perȬ

formanceȱ ofȱ individualȱ companiesȱ andȱ theȱ supplyȱ chainȱ asȱ aȱ whole.ȱ Theȱ objectiveȱ ofȱ supplyȱ chainȱ managementȱ isȱ thusȱ toȱ maximiseȱ overallȱ valueȱ generated ȱandȱ itȱ focusesȱstronglyȱonȱ supplyȱ chainȱprofitabilityȱ (Mentzerȱetȱal.ȱ 2001).ȱ

 

The Bullwhip Effect 

Theȱ fundamentalȱ ideaȱ ofȱ supplyȱ chainȱ managementȱ isȱ thatȱ allȱ partiesȱ inȬ volvedȱshouldȱcoordinateȱtheirȱactivitiesȱandȱcollaborate,ȱthusȱimprovingȱtheȱ profitabilityȱ ofȱ allȱ supplyȱ chainȱ partners.ȱ Ifȱ eachȱ valueȬaddedȱ partnerȱ isȱ
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consideredȱ inȱ isolation,ȱ inefficienciesȱ inȱ theȱ supplyȱ chainȱ canȱ occur.ȱ Theyȱ resultȱmainlyȱfromȱtheȱisolatedȱplanningȱofȱmaterialsȱorȱorderȱquantitiesȱalongȱ the ȱ valueȱ chainȱ andȱ areȱ describedȱ asȱ theȱ bullwhipȱ effect.ȱ Thisȱ occursȱ whenȱ sales ȱ orȱ orderȱ quantityȱ fluctuationsȱ swingȱ upwardsȱ throughȱ theȱ variousȱ valueȬaddedȱstages,ȱ withȱ theȱamplitudesȱincreasingȱatȱ eachȱ stage.ȱ Theȱ bullȬ whipȱ effectȱ resultsȱ fromȱ theȱ factȱ thatȱ customerȱ demandȱ isȱ oftenȱ unstable.ȱ Thus,ȱeachȱ companyȱ inȱtheȱsupplyȱchainȱmustȱforecastȱdemand.ȱBecauseȱ ofȱ incomplete ȱ informationȱ andȱ uncertainties,ȱ forecastingȱ errorsȱ areȱ commonȱ andȱcompaniesȱthereforeȱusuallyȱcarryȱsafetyȱstockȱinȱtheirȱinventory.ȱȱ

Movingȱupȱ theȱsupplyȱchainȱ fromȱtheȱ consumerȱ toȱtheȱ suppliers,ȱeachȱ parȬ ticipantȱ inȱ theȱ supplyȱ chainȱ observesȱ higherȱ fluctuationsȱ inȱ demandȱ andȱ thereforeȱ hasȱ aȱ greaterȱ needȱ forȱ inventoryȱ buffers.ȱ Ifȱ demandȱ rises,ȱ supplyȱ chainȱ participantsȱ tendȱ toȱ increaseȱ stockȱ andȱ orders.ȱ Onȱ theȱ otherȱ hand,ȱ ifȱ demandȱdeclines,ȱ companiesȱtendȱtoȱreduceȱinventoryȱ stocks.ȱTheȱbullwhipȱ effectȱisȱcharacterisedȱbyȱvariationsȱamplifyingȱtheȱfurtherȱ oneȱmovesȱupȱ inȱ theȱ supplyȱ chainȱ fromȱ theȱ consumerȱ toȱ theȱ suppliersȱ (Lee/PadmanabȬ han/Whangȱ1997b;ȱseeȱFigureȱ14.2).ȱȱ

 

TheȱBullwhipȱEffectȱ                                                                    Figureȱ14.2ȱ

Consumer Sales                                 Retailer‘s Orders to Wholesaler

20                                         20

15                                         15 y it

antity                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      ant u                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      u

10                                         10

er Q

d

rder Q

Or                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      O

5                                          5

0                                          0

Time                                             Time

Wholesaler‘s Orders to Manufacturer                           Manufacturer‘s Orders to Supplier

20                                         20

15                                         15

ity                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                            tytin nta

u

r Qua                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                            r Qe 10                                         10

d

Orde                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                            Or

5                                          5

0                                          0

Time                                             Time                  ȱ

Source:ȱ Lee/Padmanabhan/Whangȱ1997b,ȱp.ȱ94.ȱ
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Uncoordinatedȱ   Theȱ effectȱ demonstratesȱ howȱ pervasiveȱ inefficienciesȱ canȱ ariseȱ mainlyȱ fromȱ

Planningȱ   delaysȱ causedȱ byȱ uncoordinatedȱ planningȱ cyclesȱ (e.g.ȱ becauseȱ ofȱ orderȱ batchȬ

ing,ȱ priceȱ fluctuationsȱ orȱ theȱ rationingȱ ofȱ quantitiesȱ byȱ manufacturers),ȱ inȬ consistentȱ andȱ possiblyȱ outȬofȬdateȱ customerȱ informationȱ orȱ salesȱ dataȱ (Lee/Padmanabhan/Whangȱ 1997a,ȱ 1997b;ȱ Disney/Towillȱ 2003).ȱ Thisȱ thenȱ impactsȱ planningȱ andȱ reducesȱ theȱ transparencyȱ ofȱ supplyȱ andȱ materialȱ quantities ȱbeyondȱtheȱspecificȱvalueȬaddedȱstageȱ(Lee/Padmanabhan/Whangȱ 1997b). ȱȱ

Informationȱ   Theȱ mainȱ approachȱ toȱ solvingȱ theseȱ difficultiesȱ isȱ theȱ implementationȱ ofȱ

Sharingȱ    comprehensiveȱ interȬorganisationalȱ informationȱ andȱplanningȱsystems,ȱ developȬ

ingȱ anȱ informationȱ flowȱ inȱ theȱ supplyȱ chainȱ whichȱ reducesȱ inefficiencyȱ (Schramm ȬKlein/Morschettȱ2006).ȱ

Apart ȱ fromȱ informationȱ sharing,ȱ otherȱ salesȱ andȱ marketingȱ practicesȱ inȱ theȱ supplyȱ chain,ȱ suchȱ asȱ theȱpriceȱ scheduleȱ offeredȱ byȱ theȱmanufacturers,ȱ freȬ quencyȱandȱdepthȱ ofȱpriceȱpromotion,ȱ demandȱforecastingȱ methods,ȱallocaȬ tionȱrulesȱinȱcaseȱofȱshortage,ȱetc.,ȱareȱimportantȱ(Lee/Padmanabhan/Whangȱ 2004).ȱȱ

 

Efficient Consumer Response 

Cooperationȱandȱ   Theȱconsequenceȱofȱtheȱproblemsȱencounteredȱwithȱisolatedȱplanningȱisȱthatȱ

Collaborationȱ   cooperationȱ andȱ collaborationȱ amongȱ theȱ supplyȱ chainȱ participantsȱ areȱ atȱ

theȱ coreȱ ofȱ industryȱ effortsȱ toȱ attenuateȱ theȱ bullwhipȱ phenomenon.ȱ Theȱ conceptȱofȱefficientȱ consumerȱresponseȱ(ECR)ȱisȱsignificantȱinȱthisȱcontext.ȱECRȱ comprises ȱ aȱ numberȱ ofȱ collaborativeȱ strategiesȱ andȱ operatingȱ practicesȱ beȬ tweenȱretailersȱ andȱ suppliersȱthatȱfocusȱonȱ fulfillingȱconsumerȱneedsȱbetter,ȱ fasterȱandȱatȱlessȱcostȱ(ECRȱEuropeȱ1998).ȱ

Pushȱvs.ȱPullȱ    TheȱECRȱconceptȱimpliesȱaȱshiftȱfromȱtheȱtraditionalȱpushȬorientedȱviewȱofȱtheȱ

supplyȱ chainȱ thatȱ reliedȱ onȱ “pushing”ȱ merchandiseȱ throughȱ theȱ supplyȱ chain,ȱ initiatedȱandȱperformedȱ inȱanticipationȱ ofȱcustomerȱorders,ȱ toȱ aȱpullȬ oriented ȱsupplyȱchain.ȱȱ

Pullȱ processes,ȱ inȱ thisȱ view,ȱ areȱ triggeredȱ byȱ consumerȱ demandȱ andȱ areȱ executedȱinȱresponseȱtoȱconsumerȱneeds.ȱECRȱisȱ thusȱaȱdemandȬdrivenȱpullȱ systemȱ thatȱ hasȱ anȱ affinityȱ toȱ theȱ conceptȱ ofȱ justȬinȬtimeȱ (Kracklauerȱ etȱ al.ȱ 2004, ȱp.ȱ59).ȱ

Efficientȱ consumerȱ responseȱ isȱ centralȱ toȱ theȱ developmentȱ ofȱ conceptsȱ forȱ exploitingȱinterȬorganisationalȱpotentialȱthroughȱ theȱstructuringȱandȱcontrolȱ ofȱvalueȱchainsȱandȱoffersȱaȱrangeȱofȱsupplyȬsideȱandȱdemandȬsideȬorientedȱ conceptsȱbasedȱonȱretailerȬsupplierȱcollaborationȱ(seeȱFigureȱ14.3).ȱ

ȱ
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EfficientȱConsumerȱResponseȱ                                                        Figureȱ14.3ȱ
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Source:ȱ AdaptedȱfromȱHertel/Zentes/SchrammȬKleinȱ2005,ȱp.ȱ173.ȱ

 

Supply-Side Concepts in ECR 

WhereasȱdemandȬsideȬorientedȱconceptsȱfocusȱonȱcooperationȱinȱmarketing,ȱ supplyȬsideȬorientedȱconceptsȱstronglyȱemphasiseȱlogisticalȱissues.ȱFollowingȱ the ȱ pullȬorientedȱ view,ȱ theyȱ relateȱ mainlyȱ toȱ theȱ satisfactionȱ ofȱ demandȱ inȱ terms ȱ ofȱ deliveringȱ theȱ rightȱ productsȱ toȱ theȱ rightȱ destinationsȱ atȱ theȱ rightȱ timeȱ andȱ inȱ theȱ rightȱ quantitiesȱ (“4r”)ȱ (Mollenkopf/Gibson/Ozanneȱ 2000)ȱ   “4r”ȱ throughoutȱ theȱ supplyȱ chainȱ atȱ lowestȱ possibleȱ costs.ȱ Theȱ emphasisȱ isȱ onȱ minimisingȱ logisticsȱ costs,ȱ suchȱ asȱ transportȱ costs,ȱ inȱ particularȱ inventoryȱ costs, ȱandȱcostsȱrelatedȱtoȱassetȱcommitment.ȱ

The ȱ mainȱ areasȱ ofȱ collaborationȱ onȱ theȱ supplyȬsideȱ areȱ (Hertel/ZenȬ    SupplyȬSideȱ tes/SchrammȬKleinȱ2005,ȱpp.ȱ185Ȭ186):ȱ                                          Topicsȱ

� � Efficientȱ administrationȱ(EA):ȱ EAȱfocusesȱ onȱ efficientȱ administrativeȱprocȬ

essesȱ betweenȱ theȱ supplyȬchainȱ parties.ȱ Veryȱ importantȱ inȱ thisȱ contextȱ areȱ electronicȱ dataȱinterchangeȱ (EDI)ȱandȱotherȱ technologiesȱthatȱenable,ȱ forȱexample,ȱprocessȱautomation.ȱȱ

� � Efficientȱ operatingȱ standardsȱ (EOS):ȱ Theȱ objectiveȱ ofȱ theseȱ conceptsȱ isȱ toȱ

enhanceȱefficiencyȱbyȱestablishingȱindustryȬwideȱstandards.ȱ

� � Efficientȱreplenishmentȱ(ER):ȱTheȱmainȱgoalȱofȱERȱisȱtoȱsynchroniseȱ manuȬ

facturerȱandȱsupplierȱoperationsȱwithȱretailȱsalesȱinȱtermsȱofȱaȱjustȬinȬtimeȱ pullȬorientedȱsupplyȱchainȱdrivenȱbyȱretailȱsales.ȱ
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Inȱthisȱcontext,ȱvariousȱconceptsȱhaveȱbeenȱestablishedȱtoȱincreaseȱ efficiencyȱ andȱeffectivenessȱinȱtheȱsupplyȱchainȱ(seeȱFigureȱ14.4).ȱ

 

Figureȱ14.4ȱ    ConceptsȱinȱEfficientȱReplenishmentȱȱ
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Source:ȱ AdaptedȱfromȱGleißnerȱ2000,ȱp.ȱ169.ȱ

 

Order and Delivery 

Continuousȱ   Theȱ superordinateȱ conceptȱ inȱ inventoryȱ managementȱ forȱECRȱ isȱcontinuousȱ

Replenishment ȱ   replenishmentȱ (CRP)ȱ whichȱ impliesȱ theȱ continuousȱ flowȱ ofȱ merchandiseȱ

basedȱ onȱ consumerȱ demandȱ (i.e.ȱ retailȱ sales).ȱ Theȱ fundamentalȱ ideaȱ isȱ toȱ transferȱ theȱ justȬinȬtimeȱ conceptȱ toȱ retailȱ outletsȱ andȱ thusȱ reduceȱ overallȱ inventory ȱ atȱ allȱ stagesȱ ofȱ theȱ supplyȱ chainȱ (seeȱ Figureȱ14.5).ȱ Continuousȱ replenishment ȱ systemsȱ requireȱ integratedȱ informationȱ systemsȱ (e.g.ȱ EDI)ȱ thatȱ enableȱ closeȱ toȱ realȬtimeȱ transferȱ ofȱ salesȱ andȱ inventoryȱ dataȱ betweenȱ retailerȱ andȱ supplier.ȱThisȱ informationȱtransferȱenablesȱsuppliersȱandȱretailȬ ersȱtoȱreduceȱleadȱtimesȱinȱproductionȱandȱdelivery.ȱ

QuickȱResponseȱ   Quickȱresponseȱ (QR)ȱ isȱaȱspecificȱtypeȱofȱCRP,ȱandȱaȱ conceptȱwhichȱ hasȱbeenȱ

developedȱtoȱaccelerateȱproductȱflowsȱinȱtheȱ supplyȱchain.ȱTheȱconceptȱwasȱ developedȱ inȱ theȱ textileȱ industryȱ toȱ reduceȱ replenishmentȱ leadȱ timesȱ andȱ isȱ especiallyȱwellȱsuitedȱtoȱmarketsȱwithȱhighȱvolatilityȱinȱdemandȱandȱaȱrapidlyȱ changing ȱassortment.ȱTheȱmainȱobjectiveȱ isȱ toȱdecreaseȱtheȱnumberȱofȱ overȬ stocksȱ andȱofȱoutȬofȬstocksȱinȱtheȱfashionȱindustry,ȱwhichȱisȱcharacterisedȱbyȱaȱ highȱnumberȱofȱproductȱvariantsȱandȱshortȱfashionȱcyclesȱwithȱlowȱdemandȱ predictabilityȱ andȱ aȱ highȱ shareȱ ofȱ impulseȱ purchasesȱ (Christopfer/LowȬ son/Peckȱ 2004,ȱp.ȱ82).ȱ ByȱallowingȱforȱmultipleȱordersȱtoȱbeȱplacedȱinȱtheȱsellȬ
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ingȱ season,ȱ quickȱ responseȱ enablesȱ aȱ betterȱ matchȱ betweenȱ demandȱ andȱ supply.ȱȱ

A ȱ manufacturers’ȱpostponementȱ strategyȱisȱcloselyȱlinkedȱ toȱthisȱconceptȱandȱ Postponementȱ

refers ȱ toȱ theȱ delayȱ ofȱproductȱ differentiationȱuntilȱtemporarilyȱ closerȱ toȱtheȱ saleȱofȱtheȱproductȱ(Birtwistle/Moore/Fioritoȱ2006;ȱseeȱcaseȱstudyȱBenettonȱinȱ thisȱChapter).ȱ

 

ContinuousȱReplenishmentȱ                                                       Figureȱ14.5ȱ

 

small safety stock

because of                               small safety stock as

transparency                             preliminary lead times of sales and                                  and risk of delivery

inventory                                      constraints

continuous              are reduced

replenishment

Retailer‘s Retailer‘s

Manufacturer‘s Manufacturer‘s

Distribution Distribution

delivery delivery              Central Warehouse Central Warehouse                                              delivery delivery

Centre Centre

 

Manufacturer‘s Manufacturer‘s

Operations Operations                                       transfer                                  Retail Outlet Retail Outlet

access                               transmission

Information Information                   of sales

production according production according                                         Platform Platform

to effective to effective

Manufacturer‘s Manufacturer‘s                           Retailer‘s Retailer‘s

sales and inventory sales and inventory

Head Office Head Office                           Head Office Head Office

ȱ

Source: ȱAdaptedȱfromȱSwoboda/Janzȱ2002,ȱp.ȱ207.ȱ

 

Inventory Management Concepts 

Inventoryȱmanagementȱstrategiesȱinȱefficientȱreplenishmentȱcanȱbeȱclassifiedȱ accordingȱ toȱ theȱ partyȱ responsibleȱ forȱ maintainingȱ inventoryȱ levelsȱ inȱvenȬ dorȬmanagedȱ inventoryȱ (VMI),ȱ buyerȬmanagedȱ inventoryȱ (BMI)ȱ orȱ coȬ managedȱorȱjointlyȬmanagedȱinventoryȱ(CMI).ȱ

The ȱfocusȱofȱattentionȱisȱonȱvendorȬmanagedȱinventory,ȱwhichȱisȱ characterisedȱ    VendorȬManagedȱ byȱ theȱ vendorȱ beingȱ responsibleȱ forȱ maintainingȱ theȱ retailer’sȱ inventoryȱ inȱ    Inventoryȱ theȱ retailer’sȱ distributionȱ centreȱ orȱ inȱ eachȱ ofȱ theȱ outletsȱ (Lee/PadmanabȬ han/Whangȱ 1997b).ȱ Theȱ mainȱ objectiveȱ isȱ toȱ reduceȱ outȬofȬstocksȱ inȱ theȱ stores,ȱ andȱinventoryȱ inȱtheȱ supplyȱ chain,ȱ byȱcentralisingȱ forecastingȱatȱ theȱ supplierȱandȱshorteningȱofȱsupplyȱchain.ȱForȱtheȱretailers,ȱVMIȱisȱsometimesȱ associatedȱwithȱaȱlossȱofȱcontrolȱinȱtheȱsupplyȱchain.ȱ

VMIȱrequiresȱaȱ continuousȱinformationȱtransferȱbetweenȱ bothȱ partiesȱ inȱtermsȱ of ȱsalesȱandȱinventoryȱdata,ȱandȱtheȱvendorȱgeneratesȱtheȱordersȱ(i.e.ȱreverseȱ
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purchaseȱ orders).ȱ Underȱ idealȱ conditions,ȱ inventoriesȱ areȱ replenishedȱ inȱ quantities ȱthatȱmeetȱtheȱ retailer’sȱ immediateȱ demand,ȱreducingȱoutȬofȬstocksȱ with ȱminimalȱinventoryȱ(Levy/Weitzȱ2007,ȱp.ȱ285).ȱȱ

BuyerȬmanagedȱ inventoriesȱ implyȱ retailersȱ maintainingȱ theȱ suppliers’ȱ invenȬ tory.ȱTheyȱareȱthusȱinverselyȱrelatedȱtoȱVMI.ȱJointlyȬmanagedȱinventoriesȱentailȱ cooperationȱbetweenȱvendorȱandȱretailerȱinȱinventoryȱmanagement.ȱ

 

Transport and Distribution 

Several ȱ transportȱ andȱdistributionȱ strategiesȱ areȱ appliedȱ inȱ efficientȱ replenȬ ishment.ȱ Theyȱ serveȱ mainlyȱ toȱ guaranteeȱ continuousȱ productȱ flowsȱ inȱ theȱ supplyȱchainȱ(seeȱChapterȱ13).ȱForȱexample,ȱcrossȬdockingȱallowsȱforȱstocklessȱ distributionȱprocessesȱandȱtransportȱoptimisation.ȱDirectȱstoreȱdeliveryȱ (DSD)ȱ meansȱthatȱmerchandiseȱisȱshippedȱdirectlyȱtoȱtheȱoutletsȱandȱtransportȱpoolȬ ingȱ helpsȱ toȱ useȱ transportȱ capacitiesȱtoȱ theȱfullȱ extentȱ (Coyle/Bardi/Langleyȱ 2003, ȱp.ȱ109).ȱ

 

Collaborative Planning, Forecasting, and Replenishment (CPFR) 

Optimisationȱofȱ   Collaborativeȱ planning,ȱ forecasting,ȱ andȱ replenishmentȱ isȱ aȱ conceptȱ whichȱ

Promotionsȱ   integratesȱ theȱ ideaȱ ofȱ supplyȬsideȱ andȱ demandȬsideȱ conceptsȱ inȱ ECR.ȱ Theȱ

conceptȱ focusesȱ mainlyȱ onȱ promotionȱ processesȱ andȱ thusȱ relatesȱ primarilyȱ toȱ HiLoȱ pricingȱ strategiesȱ that,ȱinȱcontrastȱtoȱEDLPȱ pricingȱ strategies,ȱareȱusuȬ allyȱ characterisedȱ byȱ aȱ highȱ riskȱ ofȱ runningȱ outȱ ofȱ stock,ȱ becauseȱ ofȱ highȱ demandȱ uncertaintyȱ (seeȱ Chapterȱ9).ȱ Theȱ mainȱ goalȱ ofȱ CPFRȱ isȱ toȱ increaseȱ sales ȱ forecastȱ accuracyȱ byȱ jointȱ salesȱ planningȱ byȱ manufacturerȱ andȱ retailer,ȱ using ȱallȱavailableȱdataȱfromȱbothȱparties.ȱBasedȱonȱthisȱforecast,ȱproduction,ȱ delivery, ȱ warehousingȱ andȱ advertisingȱ areȱ coordinatedȱ toȱ achieveȱ higherȱ productȱavailabilityȱandȱreduceȱinventoryȱcosts.ȱAdditionally,ȱasȱinformationȱ onȱcustomerȱ behaviourȱ isȱ availableȱ simultaneouslyȱ toȱ allȱ participants,ȱ reacȬ tionȱtoȱsudden,ȱunanticipated,ȱchangesȱinȱdemandȱisȱpossibleȱ(Kracklauerȱetȱ al. ȱ2004,ȱp.ȱ59).ȱȱ

 

Enabling Technologies 

ȱ      Supplyȱ chainȱ managementȱ requiresȱ efficientȱ informationȬsharingȱ processesȱ

betweenȱ theȱ partiesȱ atȱ eachȱ stageȱ ofȱ theȱ valueȱ chain.ȱ Manyȱ availableȱ techȬ nologiesȱenableȱsuchȱinformationȱflowsȱ(Sanders/Premusȱ2005).ȱ

EDIȱ   Inȱ orderȱ toȱ facilitateȱ anȱ interȬorganisationalȱ dataȱ exchange,ȱ electronicȱ dataȱ

interchangeȱ (EDI)ȱ andȱ communicationȱ networksȱ thatȱ enableȱ instantaneous,ȱ
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realȬtimeȱ informationȱ transfersȱ suchȱ asȱ Internet,ȱ intranetȱ orȱ extranetȱ areȱ necessary ȱ (Chopra/Meindlȱ 2004,ȱ p.ȱ63).ȱ Standardisationȱ andȱ automationȱareȱ importantȱ toȱ increaseȱ efficiencyȱ ofȱ suchȱ informationȱ processes.ȱ Otherȱ parȬ ticularlyȱ importantȱ enablersȱ ofȱ interȬorganisationalȱ informationȱ exchangeȱ are,ȱthereforeȱ(Hertel/Zentes/SchrammȬKleinȱ2005,ȱpp.ȱ202Ȭ205):ȱ

� � Automatedȱidentificationȱsystems:ȱImportantȱautoȬidȱsystemsȱareȱbarȱcodes,ȱ

opticalȱcharacterȱrecognitionȱorȱRFIDȱ(seeȱChapterȱ13).ȱTheyȱareȱbasedȱonȱ codingȱ systemsȱ suchȱ asȱ globalȱtradeȱitemȱ numbersȱ(GTIN)ȱthatȱ identifyȱ eachȱSKUȱ(item)ȱinȱtheȱsupplyȱchain,ȱtheȱglobalȱlocationȱnumbersȱ(GLN)ȱ forȱidentifyingȱeachȱparticipantȱinȱtheȱsupplyȱchainȱorȱtheȱserialȱshippingȱ containerȱcodeȱ(SSCC)ȱforȱidentifyingȱshippingȱunits.ȱ

� � Communicationȱstandards:ȱStandardisedȱmessageȱformatsȱthatȱcanȱbeȱprocȬ

essedȱ byȱ theȱ ITȱ systemsȱ ofȱ allȱ involvedȱ partiesȱ areȱ importantȱ forȱ interȬ organisationalȱ dataȱ transfer.ȱ Examplesȱ areȱ UN/EDIFACTȱ (Unitedȱ NaȬ tionsȱ Electronicȱ Dataȱ Interchangeȱ forȱ Administration,ȱ Commerceȱ andȱ Transport),ȱEANCOMȱ(aȱsubsetȱofȱUN/EDIFACTȱ inȱ theȱconsumerȱgoodsȱ industry)ȱorȱGS1ȱXML,ȱwhichȱisȱaȱmoreȱflexibleȱmessageȱformat.ȱ

� � Masterȱ data:ȱ Masterȱ dataȱ areȱ theȱ basicȱ dataȱ inȱ informationȱ processing.ȱ

Theyȱcharacteriseȱeachȱobjectȱinȱtheȱsupplyȱchain,ȱforȱexample,ȱeachȱcusȬ tomerȱ orȱsupplier.ȱCustomerȱ andȱ supplierȱ masterȱ dataȱ areȱusuallyȱ comȬ panyȬspecificȱwhereasȱarticleȱmasterȱdataȱareȱusuallyȱexchangedȱbetweenȱ theȱparties.ȱThus,ȱstandardisationȱinȱthisȱfieldȱisȱveryȱimportant.ȱ

 

Information Management                              ȱ

Asȱ theȱ bullwhipȱ effectȱ demonstrates,ȱ informationȱ availabilityȱ isȱ extremelyȱ Informationȱ

importantȱ atȱ allȱ stagesȱ ofȱ theȱ supplyȱ chain.ȱ Forȱ example,ȱ suppliersȱ needȱ inȬ Transparencyȱ

formationȱ fromȱ theȱ retailerȱ onȱ sales,ȱ inventoryȱ turnover,ȱ andȱ feedbackȱ onȱ competitorsȱorȱ onȱtheȱ levelȱ ofȱ customerȱ returns.ȱ Informationȱisȱ alsoȱneededȱ fromȱconsumersȱonȱattitudesȱtowardȱtheȱproducts,ȱbrandȱloyalty,ȱwillingnessȱ toȱ pay,ȱetc.ȱ Retailersȱneed,ȱ forȱexample,ȱsalesȱforecasts,ȱinformationȱ onȱprodȬ uctȱ specifications,ȱ advanceȱ noticeȱ ofȱ newȱ models,ȱ trainingȱ materialsȱ forȱ complexȱ products,ȱ andȱ informationȱ fromȱ consumersȱ onȱ theirȱ shoppingȱ needs,ȱwhereȱelseȱtheyȱshopȱandȱtheirȱsatisfactionȱlevelȱwithȱtheȱretailerȱandȱ theȱ merchandiseȱ (Berman/Evansȱ 2007,ȱ pp.ȱ226Ȭ227).ȱ Retailersȱ playȱ aȱ crucialȱ roleȱ inȱ collectingȱ informationȱ onȱ consumers,ȱ becauseȱ theyȱ haveȱ directȱ conȬ tactȱwithȱtheȱcustomersȱatȱtheȱpointȬofȬsaleȱandȱcanȱcollectȱinformationȱwhichȱ goesȱ beyondȱ salesȱ orȱ scanningȱ dataȱ andȱ isȱ importantȱ forȱ marketingȱ andȱ logistics. ȱTheyȱthusȱcanȱactȱasȱgatekeepersȱinȱtheȱsupplyȱchainȱwhoȱareȱableȱtoȱ controlȱinformationȱflows.ȱȱ
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Informationȱ   Theȱaboveȱexamplesȱ demonstrateȱtheȱneedȱforȱ informationȱ flowsȱbetweenȱtheȱ

Exchangeȱ   differentȱ departmentsȱ ofȱtheȱ retailerȱ (e.g.ȱ marketingȱ andȱlogistics),ȱandȱ alsoȱ

at ȱ anȱ interȬorganisationalȱ levelȱ (SchrammȬKlein/Morschettȱ 2006).ȱ Theȱ mainȱ information ȱflowsȱthatȱareȱimportantȱinȱlogisticsȱareȱshownȱinȱFigureȱ14.6.ȱInȱ orderȱ toȱ guaranteeȱ efficientȱ andȱ timelyȱ informationȱ flowsȱ andȱ toȱ reduceȱ errorsȱ inȱ informationȱ transmission,ȱ informationȱ technologyȱ (IT)ȱ playsȱ aȱ vitalȱ role.ȱȱ

 

Figureȱ14.6ȱ    InformationȱFlowsȱinȱtheȱSupplyȱChainȱ
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Source:ȱ AdaptedȱfromȱDawsonȱ1995.ȱ

 

StoreȬBasedȱITȱ    Inȱ aȱ pullȬorientedȱ supplyȱ chain,ȱ theȱ startingȱ pointȱ forȱ informationȱ flowsȱ isȱ

theȱ retailȱ outlet.ȱ Thus,ȱ storeȬbasedȱ IT,ȱ especiallyȱ pointȬofȬsaleȱ systemsȱ thatȱ enableȱ theȱ scanningȱ ofȱ barȱ codes,ȱ isȱ ofȱ particularȱ importance.ȱ Suchȱ pointȬofȬ saleȱ systemsȱ doȱ notȱ onlyȱ increaseȱ efficiencyȱ andȱ productivityȱ inȱ theȱ storesȱ (e.g. ȱfasterȱ checkȬouts),ȱ but,ȱ inȱ termsȱofȱlogisticalȱbenefits,ȱ enableȱ theȱimmeȬ diateȱrecordingȱofȱsalesȱandȱaȱrapidȱflowȱofȱsalesȱandȱinventoryȱinformation.ȱ Also,ȱ ordersȱ canȱ beȱ automaticallyȱ recommendedȱ orȱ triggeredȱ (salesȬbasedȱ ordering ȱ(SBO))ȱ(McGoldrickȱ2002,ȱp.ȱ15).ȱȱ

ERPȱandȱMISȱ   Alsoȱ importantȱ areȱ enterpriseȱ softwareȱ systemsȱ suchȱ asȱ enterpriseȱ resourceȱ

planning ȱsystemsȱ(ERP)ȱorȱmerchandiseȱinformationȱsystemsȱ(MIS).ȱERPȱsystemsȱ suchȱasȱSAP,ȱOracleȱorȱMicrosoftȱDynamicsȱintegrateȱallȱdataȱandȱprocessesȱofȱ theȱretailȱcompanyȱintoȱaȱsingleȱunifiedȱsystem.ȱTheyȱusuallyȱconsistȱofȱvariȬ
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ousȱcomponentsȱsuchȱasȱhumanȱresources,ȱfinanceȱorȱlogistics.ȱInȱretailȱcomȬ panies,ȱparticularlyȱMIS,ȱasȱintegralȱpartȱofȱERPȱsystems,ȱplayȱaȱcentralȱrole.ȱ MISȱsuchȱasȱSAPȱ forȱRetailȱorȱOracleȱ Retailȱsupportȱallȱinformationȱ processesȱ relatedȱ toȱ productȱ flowsȱ inȱ theȱ retailȱ channel,ȱ forȱ example,ȱ merchandiseȱ planning,ȱorderingȱorȱinventoryȱprocesses.ȱ

Asȱillustrated,ȱatȱallȱstagesȱofȱtheȱsupplyȱchain,ȱdataȱisȱimportantȱforȱdecisionȱ    DataȱWarehouse support . ȱ Theȱ informationȱ (e.g.ȱ merchandiseȱ information,ȱ sales,ȱ customerȱ data, ȱorȱsupplierȱinformation)ȱisȱ“stored”ȱinȱhugeȱdatabasesȱthatȱareȱreferredȱ toȱ asȱdataȱwarehouses.ȱThisȱ informationȱ canȱ beȱaccessedȱ byȱ differentȱ departȬ mentsȱ withinȱ aȱ retailȱ companyȱ (e.g.ȱ marketing,ȱ buying,ȱ orȱ logistics)ȱ andȱ servesȱ asȱ inputȱ forȱ theȱ variousȱ softwareȱ systemsȱ suchȱ asȱ ERP,ȱ MISȱ orȱ dataȱ mining ȱ systems.ȱ

 

Conclusion and Outlook 

Inȱ theȱ past,ȱ suppliersȱ andȱ retailersȱ wereȱ intentȱ onȱ minimisingȱ theirȱ ownȱ logisticsȱcosts.ȱThisȱoptimisationȱatȱoneȱstageȱofȱtheȱsupplyȱchainȱoftenȱleadsȱ toȱ additionalȱ costsȱ atȱ otherȱ stages,ȱ eitherȱ forȱ retailersȱ orȱ forȱ suppliers.ȱ ReȬ cently,ȱmoreȱintegrativeȱviewsȱonȱ theȱ supplyȱchainȱhaveȱ evolved,ȱ whichȱ hasȱ led ȱtoȱsupplyȱchainȱmanagementȱandȱtheȱvariousȱconceptsȱofȱECR.ȱȱ

Apartȱfromȱthisȱchangeȱtoȱaȱmoreȱstrategicȱviewȱofȱtheȱsupplyȱchainȱinȱtermsȱ Technologicalȱ

ofȱ focussingȱ onȱ totalȱ systemȱ efficiency,ȱ efficientȱ informationȱ processingȱ isȱ ofȱ Improvementȱ

centralȱ importanceȱ inȱ collaborativeȱ supplyȱ chainȱ management.ȱ Inȱ thisȱ conȬ text, ȱ newȱ technologicalȱ developmentsȱ suchȱ asȱ dataȱ warehousing,ȱ webȱ EDI,ȱ RFID ȱ orȱInternetȱ applicationsȱ haveȱ addedȱnewȱ dimensionsȱ toȱ collaborationȱ inȱ theȱ valueȱ chainȱ andȱ haveȱ enabledȱ theȱ variousȱ newȱ conceptsȱ inȱ supplyȱ chainȱmanagement.ȱȱ
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Case Study: Benetton 1ȱ

 

Profile, History, and Status Quo 

TheȱBenettonȱgroupȱwasȱfoundedȱinȱ1965ȱinȱTreviso,ȱItaly,ȱbyȱLucianoȱ BenetȬ tonȱ andȱhisȱ youngerȱ sisterȱ Giuliana.ȱAtȱtheȱ time,ȱ Giulianaȱ wasȱ workingȱforȱ oneȱofȱ theȱ region’sȱmanyȱ textileȱ artisansȱwhoȱproducedȱwoollenȱ sweatersȱ inȱ traditionalȱ sombreȱ coloursȱ andȱ ratherȱ scratchyȱ wool.ȱ Lucianoȱ workedȱ asȱ aȱ wholesaler ȱ sellingȱ artisans’ȱ outputȱ toȱ departmentȱ stores.ȱ Whenȱ hisȱ sisterȱ started ȱsewingȱsweatersȱwithȱmoreȱcolourfulȱandȱfashionableȱdesignsȱonȱherȱ own,ȱ heȱ wasȱ sureȱ heȱ couldȱ sellȱ theseȱ designs.ȱ Theirȱ smallȬscaleȱ operationȱ grewȱ slowlyȱatȱ first,ȱ but,ȱ byȱ 1965,ȱ theyȱ wereȱableȱ toȱ openȱ theȱ firstȱ Benettonȱ factoryȱ inȱtheȱ nearbyȱ townȱofȱ Ponzano.ȱ Soon,ȱ theirȱ twoȱ otherȱ brothers,ȱ GilȬ berto ȱandȱCarlo,ȱjoinedȱtheȱcompanyȱandȱthreeȱyearsȱlater,ȱinȱ1968,ȱtheȱBenetȬ tonȱ familyȱ openedȱ itsȱ firstȱ clothingȱ storeȱ inȱ Belluno,ȱ followedȱ byȱ aȱ secondȱ storeȱinȱParisȱaȱyearȱlaterȱ(Datamonitorȱ2005a,ȱp.ȱ6).ȱȱ

 

Figureȱ14.7ȱ    SalesȱbyȱRegionȱandȱbyȱBrandȱ(2005)ȱ
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Theȱ Benettonȱgroupȱ isȱ nowȱ presentȱ inȱ 120ȱ countriesȱ aroundȱ theȱworldȱ withȱ Easternȱ Europe,ȱ theȱ Mediterraneanȱ (Spain,ȱ Greeceȱ andȱ Turkey)ȱ andȱ Koreaȱ beingȱtheȱareasȱofȱgreatestȱgrowth.ȱWhileȱmoreȱthanȱ80ȱ%ȱofȱturnoverȱisȱstillȱ

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱforȱthisȱcaseȱstudyȱincludeȱvariousȱannualȱreports,ȱpressȱreleases,ȱtheȱ

webȱsiteȱhttp//www.benetton.comȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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generatedȱinȱEurope,ȱtheȱcompanyȱisȱcontinuouslyȱstrengtheningȱitsȱinternaȬ tionalȱexpansion,ȱparticularlyȱinȱAsia.ȱ Theȱgroupȱproducesȱaroundȱ115ȱmilȬ lionȱgarmentsȱeveryȱyearȱandȱgeneratesȱaȱtotalȱturnoverȱofȱaroundȱ1.8ȱbillionȱ EUR.ȱAlmostȱthreeȱquartersȱofȱsalesȱcomeȱfromȱtheȱcasualȱbrandȱUnitedȱColȬ ours ȱ ofȱ Benettonȱ (UCB).ȱ Onȱ topȱ ofȱ that,ȱ Benettonȱ alsoȱ holdsȱ theȱ fashionȬ orientedȱ Sisley,ȱ Playlifeȱ leisurewearȱ andȱ Killerȱ Loopȱ streetwearȱ (seeȱ FigȬ ure ȱ14.7).ȱInȱ2003,ȱtheȱsaleȱofȱtheȱsportsȱequipmentȱbusinessȱandȱtheȱstrategicȱ focus ȱonȱapparelȱledȱtoȱtheȱgroupȱoperationsȱbeingȱdividedȱintoȱtwoȱbusinessȱ activities,ȱwhichȱareȱmanagedȱseparately:ȱ

� � apparelȱ whichȱ includesȱ casualȱ andȱ sportsȱ clothingȱ andȱ complementaryȱ

productsȱsuchȱasȱaccessoriesȱandȱshoesȱ

� � otherȱ activitiesȱ whichȱ areȱ composedȱ mainlyȱ ofȱ theȱ saleȱ ofȱ rawȱ materials,ȱ

semifinishedȱ products,ȱ industrialȱ andȱ advertisingȱ servicesȱ andȱ incomeȱ andȱexpensesȱrelatingȱtoȱrealȱestateȱactivity.ȱ

67 ȱ%ȱ ofȱ theȱ groupȱ isȱ heldȱ byȱ Edizioneȱ Holdingȱ S.p.A.,ȱ theȱ holdingȱ companyȱ wholly ȱ ownedȱ byȱ theȱ Benettonȱ family.ȱ Aboutȱ 10ȱ%ȱ isȱ heldȱ byȱ institutionalȱ investorsȱ andȱ banksȱ andȱtheȱ remainingȱ 23ȱ%ȱ belongȱtoȱ otherȱ investors.ȱ Theȱ foundersȱareȱstillȱactiveȱinȱtheȱcompanyȱmanagement,ȱwithȱLucianoȱBenettonȱ beingȱ theȱ Chairmanȱ ofȱ theȱ Benettonȱ groupȱ andȱ Carloȱ Benettonȱ theȱ Deputyȱ Chairman.ȱȱ

 

Retail Network 

Benetton ȱcontinuedȱtoȱopenȱnewȱstoresȱinȱ Italyȱasȱ wellȱasȱallȱoverȱEurope.ȱInȱ 1979,ȱBenettonȱopenedȱtheȱ firstȱ storeȱinȱtheȱUSA,ȱ whereȱtheyȱalsoȱbuiltȱaȱfacȬ toryȱ inȱ 1986,ȱ theȱ sameȱ yearȱ ofȱ theȱ company’sȱ initialȱ publicȱ offeringȱ onȱ theȱ stockȱ exchangeȱ inȱ Milan.ȱ Today,ȱ thereȱ areȱ aboutȱ 5,000ȱ storesȱ allȱ overȱ theȱ world ȱ(seeȱFigureȱ14.8).ȱȱ

Ofȱspecialȱ significanceȱ inȱ theȱdevelopmentȱandȱ maintenanceȱofȱ theȱ Benettonȱ    RoleȱofȱSalesȱ retailȱ network,ȱ isȱ theȱ roleȱ ofȱ agentsȱ whoȱ actȱ asȱ intermediariesȱ betweenȱ theȱ    Agentsȱ companyȱ andȱ theȱ shops.ȱ Eachȱ ofȱ theȱ roughlyȱ 70ȱ toȱ 80ȱ agentsȱ isȱ assignedȱ aȱ largeȱ territoryȱ inȱ whichȱ theyȱ areȱ toȱ superviseȱ andȱ encourageȱ theȱ developȬ ment ȱ ofȱ Benettonȱ retailȱ outlets.ȱ Theyȱ controlȱ andȱ assignȱ theȱ contractsȱ withȱ storeȱ operatorsȱ andȱ minorȱ investorsȱ inȱ theirȱ respectiveȱ territoryȱ andȱ mayȱ alsoȱhaveȱanȱinterestȱinȱaȱnumberȱofȱstoresȱthemselves.ȱItȱisȱtheirȱresponsibilȬ ityȱ toȱrecruitȱandȱ helpȱ trainȱtheȱ individualȱ storeȱ operators;ȱtheyȱdisplayȱ theȱ Benetton ȱ collectionȱ toȱshopȱ ownersȱ inȱtheirȱ regionsȱ andȱassembleȱordersȱ forȱ the ȱinitialȱstockȱandȱstockȱreorderedȱduringȱeachȱseason.ȱInȱadditionȱtoȱtheirȱ shareȱofȱprofitsȱfromȱtheȱstoresȱinȱwhichȱtheyȱholdȱownership,ȱagentsȱreceiveȱ aȱcommissionȱonȱtheȱsalesȱofȱgoodsȱbyȱtheȱretailȱoutletsȱinȱtheirȱregion.ȱȱ
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Figureȱ14.8ȱ    GeographicȱBreakdownȱofȱBenettonȱStoresȱ
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Source:ȱBenettonȱ2006a.ȱ

 

FranchiseȱRetailȱ    Whileȱ Benettonȱ soldȱ throughȱleadingȱ Italianȱdepartmentȱ storesȱinȱ theȱ beginȬ

Outletsȱ    ning,ȱtheyȱsoonȱbeganȱoperatingȱmainlyȱwithȱstoresȱsellingȱBenettonȱproductsȱ

exclusively. ȱ However,ȱ theȱ companyȱ originallyȱ ownedȱ onlyȱ veryȱ fewȱ ofȱ theȱ storesȱ itself.ȱ Theȱ retailȱ functionȱ wasȱ traditionallyȱ carriedȱ outȱ byȱ anȱ indeȬ pendentȱ shopȱ owner,ȱ whoȱ isȱ closelyȱ linkedȱ toȱ theȱ companyȱ byȱ aȱ contractȱ relationship,ȱaȱlicensingȱagreementȱsimilarȱtoȱaȱfranchise.ȱBenettonȱthenȱsupȬ portsȱ   theȱ   retailersȱ   withȱ   servicesȱ   suchȱ   asȱ   merchandisingȱ   (CaȬ muffo/Romano/Vinelli ȱ 2001,ȱp.ȱ 46).ȱ Althoughȱ theyȱ areȱ fairlyȱ closelyȱ coordiȬ natedȱ byȱBenetton,ȱ storeȱ ownersȱareȱnotȱrequiredȱtoȱ payȱtheȱ manufacturerȱ aȱ feeȱforȱ useȱ ofȱitsȱ nameȱorȱaȱroyaltyȱbasedȱonȱaȱpercentageȱofȱsalesȱorȱ profit.ȱ Instead,ȱ theyȱ areȱ expectedȱ toȱ carryȱ onlyȱ Benettonȱ merchandise,ȱ maintainȱ aȱ minimumȱ salesȱ level,ȱ adhereȱ toȱ suggestedȱ markups,ȱ payȱ forȱ theirȱ ordersȱ accordingȱ toȱ aȱ preȬsetȱ schedule,ȱ andȱ developȱ aȱ goodȱ understandingȱ ofȱ theȱ “Benettonȱ wayȱ ofȱ doingȱ things”.ȱ Inȱ termsȱ ofȱ storeȱ layout,ȱ theȱ ownersȱ areȱ supposedȱ toȱ maintainȱ theȱdistinctiveȱBenettonȱ featuresȱ ofȱ smallȱsize,ȱsimpleȱ design,ȱopenȱlayoutȱandȱcolourfulȱdisplaysȱ(Davis/Devinneyȱ1997,ȱp.ȱ221).ȱ

ReȬDefinitionȱofȱ    Forȱ manyȱyears,ȱ Benetton’sȱtraditionalȱapproachȱ ofȱdirectȱretailingȱentrustedȱ

Retail ȱStrategyȱ    toȱ thirdȱ partiesȱ wasȱ oneȱ ofȱ theȱ company’sȱ mostȱ successfulȱstrategies.ȱ HowȬ

ever,ȱ theȱ aggressiveȱ marketȱ penetrationȱ ofȱ internationalȱ competitorsȱ withȱ retailȱ outletsȱ ofȱ aȱ muchȱ largerȱ averageȱ sizeȱ requiredȱ aȱ redefinitionȱ ofȱ theȱ retailȱ strategy.ȱ Inȱ 2000,ȱ Benettonȱ thereforeȱ beganȱ toȱ enlargeȱ itsȱ retailȱ outletsȱ whereverȱpossibleȱtoȱenableȱtheȱdisplayȱofȱtheȱwholeȱrangeȱofȱBenettonȱprodȬ ucts,ȱincludingȱgarments,ȱshoesȱandȱaccessories.ȱWhereȱsuchȱanȱexpansionȱisȱ notȱpossibleȱdueȱtoȱspaceȱlimitations,ȱretailȱoutletsȱfocusȱonȱaȱspecificȱmarketȱ
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segment,ȱ suchȱ asȱ men’sȱ productsȱ orȱ knitwear.ȱ Theȱ thirdȱ elementȱ ofȱ theȱ reȬ visedȱstrategyȱrequiredȱtheȱopeningȱofȱlargeȱretailȱoutletsȱonȱtheȱmainȱshopȬ pingȱstreetsȱandȱinȱtheȱcentralȱshoppingȱdistrictsȱofȱbigȱcities.ȱTheseȱflagshipȱ storesȱ areȱ directlyȱ ownedȱ andȱ managedȱ byȱ Benettonȱ itselfȱ toȱ allowȱ anȱ evenȱ moreȱ directȱ controlȱ ofȱ distributionȱ channels,ȱ asȱ wellȱ asȱ rapidȱ reactionȱ toȱ marketȱ changes.ȱ Throughȱ theseȱ ownȱ stores,ȱ theȱ companyȱ canȱ getȱ closerȱ toȱ finalȱconsumers,ȱ obtainȱ moreȱ informationȱ aboutȱ themȱandȱ reinforceȱitsȱimȬ age ȱ(Camuffo/Romao/Vinelliȱ2001,ȱp.ȱ48).ȱȱ

 

Production Network 

Benetton’s ȱ manufacturingȱ operationsȱ areȱ basedȱ onȱ itsȱ ownȱ factoriesȱ inȱcomȬ binationȱwithȱaȱnetworkȱofȱsubcontractors.ȱWhileȱmostȱofȱitsȱcompetitorsȱareȱ    NetworkȱofȱSubȬȱ internationalȱ retailersȱ withȱ basicallyȱ noȱ inȬhouseȱ operations,ȱ Benettonȱ hasȱ    Contractorsȱ always ȱ continuedȱ carryingȱ outȱ vitalȱ partsȱ ofȱ theȱ productionȱ processȱ itself.ȱ The ȱ companyȱ generallyȱ outsourcesȱ theȱ labourȬintensiveȱ phasesȱ ofȱ theȱ proȬ ductionȱprocess,ȱsuchȱasȱtailoring,ȱfinishingȱandȱironing,ȱbutȱhasȱalwaysȱkeptȱ allȱstrategicȱactivitiesȱinȬhouse,ȱasȱwellȱasȱoperationsȱrequiringȱmajorȱinvestȬ ment.ȱ Activitiesȱ thatȱ areȱ thereforeȱ carriedȱ outȱ byȱ Benettonȱ itselfȱ includeȱ weaving,ȱcutting,ȱdyeing,ȱqualityȱcontrolȱonȱfinishedȱgoodsȱasȱwellȱasȱqualityȱ controlȱofȱ intermediateȱ phasesȱ andȱpacking.ȱ Withȱ respectȱ toȱtheȱnetworkȱ ofȱ subcontractors,ȱ Benettonȱ hasȱ alwaysȱ beenȱ knownȱ forȱ itsȱ goodȱ relationshipsȱ withȱ almostȱ 900ȱ smallȱ andȱ mediumȱ enterprisesȱ (SMEs)ȱ locatedȱ mainlyȱ inȱ NorthȬEasternȱItalyȱ(Camuffo/Romano/Vinelliȱ2001,ȱp.ȱ47).ȱȱ

Alongȱwithȱ theȱ changesȱ inȱtheȱ retailȱ network,ȱ Benettonȱisȱ nowȱ beginningȱ toȱ    ProductionȱPoles transformȱ itsȱ productionȱ systemȱ byȱ retainingȱ itsȱ networkȱ structure,ȱ butȱ changingȱ theȱ natureȱ ofȱ theȱ network.ȱAgain,ȱ unlikeȱ mostȱ ofȱ itsȱ competitors,ȱ theȱ companyȱ isȱ increasingȱ itsȱ verticalȱ integrationȱ upstreamȱ alongȱ theȱ valueȱ chain. ȱ Benettonȱ ownsȱ 22ȱfactoriesȱoperatingȱtheȱcasualȱbusiness,ȱ 15ȱ ofȱwhichȱ are ȱ locatedȱinȱ Italyȱandȱ oneȱ eachȱinȱ Spain,ȱCroatia,ȱIndia,ȱ Portugal,ȱ Tunisia,ȱ Slovakiaȱ andȱHungaryȱ (Datamonitorȱ2005a,ȱp.ȱ5).ȱ Theȱ productionȱsystemȱ isȱ coordinatedȱbyȱ aȱ highȬtechȱ productionȱ poleȱinȱ Castrette,ȱ Italy,ȱ notȱ farȱ fromȱ theȱ headquartersȱ atȱ Ponzano,ȱ nearȱ Treviso.ȱ Theȱ facilityȱ wasȱ setȱ upȱ inȱ theȱ mid Ȭ1990sȱasȱaȱreactionȱtoȱtheȱincreaseȱinȱvolumesȱwhichȱcouldȱnoȱlongerȱbeȱ handledȱbyȱtheȱexistingȱproductionȱsites.ȱTheȱproductionȱpoleȱatȱCastretteȱisȱ amongȱtheȱmostȱadvancedȱinȱtheȱapparelȱindustry,ȱespeciallyȱsinceȱitȱisȱBenetȬ ton’sȱ policyȱ toȱ completelyȱ renewȱ allȱ productionȱ systemsȱ andȱ equipmentȱ inȱ production ȱ everyȱ fiveȱyears.ȱ Itȱ isȱ responsibleȱ forȱ producingȱaroundȱ 20ȱmilȬ lionȱitemsȱperȱyear.ȱTheȱCastretteȱmodelȱ–ȱaȱlargeȱproductionȱpoleȱcoordinatȬ ingȱ numerousȱ subcontractorsȱ –ȱ hasȱ beenȱ adoptedȱ onȱ aȱ smallerȱ scaleȱ inȱ theȱ countriesȱ whereȱ theȱ companyȱ hasȱ relocatedȱ toȱ takeȱ advantageȱ ofȱ lowerȱ laȬ bourȱ costsȱ (seeȱ Tableȱ14.1).ȱ Foreignȱ polesȱ areȱ composedȱ ofȱ aȱ subsidiary,ȱ which ȱ isȱ totallyȱ orȱ partiallyȱ ownedȱ andȱ directlyȱ managedȱ byȱ Castrette,ȱ
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whichȱcoordinatesȱtheȱproductionȱactivitiesȱofȱaȱgroupȱofȱSMEs.ȱTheseȱsmallȱ subcontractorsȱ areȱoftenȱsetȱupȱ andȱ managedȱbyȱ formerȱBenettonȱemployeesȱ orȱ Italianȱ contractors.ȱ Inȱ orderȱ toȱ ensureȱ highȱ quality,ȱ Benettonȱ obligesȱ itsȱ foreignȱproductionȱpolesȱtoȱfocusȱonȱoneȱtypeȱofȱproductȱandȱtoȱuseȱexistingȱ skills,ȱ e.g.ȱ TȬshirtsȱ areȱ madeȱ inȱ Spain,ȱ andȱ jacketsȱ inȱ Easternȱ Europeȱ (CaȬ muffo/Romano/Vinelliȱ2001,ȱp.ȱ47).ȱȱ

 

Tableȱ14.1ȱ    Benetton’sȱForeignȱProductionȱPolesȱ

Benetton‘s Equity Benetton‘s Equity 

Production Pole Production Pole          Headquarters Headquarters       Workshop Locations Workshop Locations

Share Share

Benetton Spain Benetton Spain       Castellbisbal, Spain Castellbisbal, Spain            Spain Spain                  100 % 100 %

Benetton Benetton             Maia, Portugal Maia, Portugal             Portugal Portugal                 100% 100%

Benetton Tunisia Benetton Tunisia        Sahline, Tunisia Sahline, Tunisia        Tunisia, Morocco Tunisia, Morocco             100 % 100 %

Benetton Hungary Benetton Hungary     Nagykallo, Hungary Nagykallo, Hungary     Hungary, Ukraine, Hungary, Ukraine,            100 % 100 %

Czech Republic, Czech Republic, Poland, Modavia, Poland, Modavia, 

Bulgaria, Romania Bulgaria, Romania

Benetton Croatia Benetton Croatia         Osijek, Croatia Osijek, Croatia         Croatia, Slovenia Croatia, Slovenia             100% 100%

Benetton Korea Benetton Korea          Seoul, Korea Seoul, Korea              Korea Korea           50 % (joint venture) 50 % (joint venture)

Egyptian European Egyptian European       Alexandria, Egypt Alexandria, Egypt             Egypt Egypt           50 % (joint venture) 50 % (joint venture)

Clothing Clothing 

Manufacturers Manufacturers

DCM Benetton DCM Benetton        New Delhi, India New Delhi, India             India India            50 % (joint venture) 50 % (joint venture)

ȱ

Source:ȱCamuffo/Romano/Vinelliȱ2001,ȱp.ȱ48.ȱ

 

Inȱ orderȱ toȱ accelerateȱ processesȱ throughoutȱ theȱ supplyȱ chain,ȱ Benettonȱ hasȱ increasedȱ upstreamȱ verticalȱ integrationȱ byȱ consolidatingȱ itsȱ textileȱ andȱ threadȱ supplies.ȱ 85ȱ%ȱ isȱ currentlyȱ controlledȱ byȱ theȱ company.ȱ Thisȱ meansȱ thatȱBenettonȱhasȱtheȱabilityȱtoȱspeedȱ upȱtheȱflowȱofȱmaterialsȱ fromȱrawȱmaȬ terialȱ suppliersȱ throughȱ itsȱ productionȱ polesȱ toȱ ultimateȱ distributionȱ fromȱ Italyȱtoȱitsȱglobalȱretailȱnetworkȱ(Fernie/Fernie/Mooreȱ2004,ȱpp.ȱ187Ȭ188).ȱȱ

Products ȱforȱaȱ    Benetton’sȱphilosophyȱhasȱalwaysȱbeenȱtoȱofferȱproductȱlinesȱonȱaȱworldwideȱ

GlobalȱMarketȱ   basisȱ thatȱ haveȱ sufficientȱ breadthȱ toȱ accommodateȱ theȱ needsȱ ofȱ marketsȱ inȱ

manyȱcountries.ȱInȱadditionȱtoȱofferingȱcasualȱclothing,ȱBenettonȱalsoȱlicencesȱ itsȱ trademarksȱ forȱ productsȱ thatȱ areȱ manufacturedȱ andȱ soldȱ byȱ others.ȱ Forȱ thisȱ reason,ȱ thereȱ areȱ alsoȱ fragrancesȱ andȱ cosmetics,ȱ watches,ȱ sunglasses,ȱ housewaresȱ andȱ otherȱ fashionȱ accessoriesȱ onȱ offer,ȱ whichȱ complementȱ theȱ Benettonȱ productȱ linesȱ (Datamonitorȱ 2005a,ȱ p.ȱ 5).ȱ Theȱ productsȱ haveȱ alsoȱ experiencedȱchangesȱrecently,ȱ whichȱ actuallyȱ enforcedȱ theȱ existingȱ Benettonȱ
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productȱstrategy.ȱWhileȱBenettonȱusedȱtoȱofferȱaȱstandardȱrangeȱinȱmostȱmarȬ kets, ȱallowingȱforȱ20ȱ%ȱofȱitsȱrangeȱtoȱbeȱcustomisedȱforȱcountryȱmarkets,ȱtheȱ companyȱ nowȱ allowsȱ aȱ differentiationȱ ofȱ onlyȱ 5Ȭ10ȱ %ȱ inȱ eachȱ collectionȱ (Fernie/Fernie/Moore ȱ2004,ȱp.ȱ188).ȱ

 

Supply Cycle                                            ȱ

Inȱtheȱfashionȱindustry,ȱitȱisȱextremelyȱimportantȱthatȱnewȱproductsȱbeȱavailȬ    TextileȱIndustryȱ ableȱinȱtheȱretailȱoutletsȱrightȱatȱtheȱbeginningȱofȱaȱnewȱseason.ȱHowever,ȱtheȱ Characteristicsȱ

textile ȱindustryȱalsoȱhasȱtoȱcopeȱwithȱlongȱproductionȱandȱdistributionȱleadȬ times. ȱ Benettonȱ thereforeȱ hasȱ toȱ planȱ andȱ produceȱ aȱ longȱ timeȱ inȱ advance,ȱ althoughȱitȱisȱneverȱclearȱuntilȱwellȱintoȱeachȱseasonȱwhichȱcoloursȱsellȱbest.ȱȱ

Facedȱ withȱ thisȱ continuingȱ problem,ȱ theȱ companyȱ decidedȱ toȱ partiallyȱ reȬ verseȱ theȱ productionȱ processȱ inȱ orderȱ toȱ beȱ ableȱ toȱ receiveȱ rapidȱ feedbackȱ fromȱtheirȱ retailȱoutletsȱonȱ theȱcoloursȱ thatȱ sellȱfast.ȱ Theȱ traditionalȱprocessȱ of ȱ manufacturingȱknitwearȱconsistsȱofȱspinningȱorȱpurchasingȱtheȱyarnȱfirst,ȱ thenȱ dyingȱandȱ finishingȱit.ȱAfterȱ that,ȱtheȱgarmentȱpartsȱareȱmanufacturedȱ fromȱtheȱdyedȱyarnȱandȱfinallyȱjoinedȱtoȱformȱtheȱfinishedȱgarment.ȱ

 

Resequencing:ȱPostponementȱ                                                      Figureȱ14.9ȱ

 

Old Manufacturing Process               New Manufacturing Process

 

Spin or Purchase Yarn Spin or Purchase Yarn                    Spin or Purchase Yarn Spin or Purchase Yarn

Dye Yarn Dye Yarn                      Manufacture Garment Parts Manufacture Garment Parts

Finish Yarn Finish Yarn                                Join Parts Join Parts

Manufacture Garment Parts Manufacture Garment Parts                     Dye Garment Dye Garment

Join Parts Join Parts                               Finish Garment Finish Garment

ȱ

 

Insteadȱ ofȱ dyingȱ theȱ yarnȱ first,ȱ Benettonȱ knitsȱ theȱ plainȱ woolȱ intoȱ sweatersȱ Postponementȱ

andȱ postponedȱ colouringȱ theȱ entireȱ inventory.ȱ Afterȱ anȱ initialȱ shipmentȱ ofȱ dyedȱ sweatersȱ wentȱ toȱ stores,ȱ theȱ companyȱ obtainedȱ reliableȱ informationȱ aboutȱwhichȱonesȱwereȱselling.ȱTheyȱthenȱdyedȱtheȱremainderȱofȱtheirȱsweatȬ ers ȱ toȱ moreȱaccuratelyȱ meetȱ demandȱforȱcertainȱ colours.ȱ Thisȱ way,ȱ Benettonȱ employed ȱ theȱ conceptȱ ofȱ postponement,ȱ delayingȱ theȱ pointȱ ofȱ productionȱ differentiationȱ untilȱ betterȱ demandȱ signalsȱ couldȱ beȱ obtainedȱ (seeȱ FigȬ ureȱ14.9).ȱ
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Flexibleȱ    Withȱtheȱbaseȱcollectionȱforȱtheȱspring/summerȱseasonȱarrivingȱinȱtheȱ storesȱ

Assortmentȱ   inȱJanuary,ȱBenettonȱrequiresȱitsȱfranchiseesȱ toȱcommitȱthemselvesȱtoȱspecificȱ

orders ȱ throughȱ July,ȱ soȱ aboutȱ eightȱ monthsȱ beforeȱ theȱ startȱ ofȱ theȱ sellingȱ season. ȱ However,ȱ itȱ alsoȱ providesȱ severalȱ opportunitiesȱ forȱ themȱ toȱ adjustȱ theȱ itemsȱ actuallyȱ presentedȱ toȱ theirȱ customers.ȱ Whileȱ productionȱ startsȱ inȱ July,ȱ fromȱAugustȱ toȱearlyȱ Decemberȱ clientsȱ andȱagentsȱcanȱstillȱ specifyȱ theȱ coloursȱ forȱ upȱtoȱ 30ȱ %ȱ ofȱtheȱ wovenȱitems.ȱ Theseȱareȱheldȱfirstȱ inȱgreyȱ andȱ theȱ dyingȱ isȱ postponedȱ untilȱ theȱ garmentȱ isȱ finished.ȱ Throughoutȱ January,ȱ theyȱareȱableȱtoȱaddȱaȱnumberȱofȱitemsȱtoȱtheirȱspring/summerȱcollection,ȱtheȱ soȬcalledȱflashȱcollection,ȱwhichȱisȱbasedȱonȱearlyȱcustomerȱrequestsȱforȱfabricȬ styleȬcolourȱcombinationsȱnotȱfoundȱinȱtheȱstore.ȱTheȱthirdȱpartȱofȱtheȱcollecȬ tionȱ isȱ theȱ soȬcalledȱ reassortmentȱ whichȱisȱ manufacturedȱ andȱ deliveredȱ laterȱ inȱ theȱ sellingȱ season,ȱ generallyȱ inȱ Marchȱ forȱ theȱ spring/summerȱ collection.ȱ Theseȱordersȱareȱmeantȱtoȱfillȱinȱforȱitemsȱthatȱhaveȱrapidlyȱsoldȱout.ȱBenettonȱ promisesȱ deliveryȱ inȱ lessȱ thanȱ fiveȱ weeksȱ fromȱ theȱ orderȱ dateȱ (Cazenoveȱ 2005,ȱpp.ȱ 13Ȭ15).ȱStartingȱinȱ 2006,ȱBenettonȱ plansȱ toȱfurtherȱ refineȱ itsȱjustȬinȬ timeȱ production,ȱ byȱ movingȱ awayȱ fromȱ twoȱ collectionsȱ perȱ yearȱ (spring/summerȱandȱautumn/winter)ȱtowardsȱaȱ2+2+1ȱconcept.ȱTheȱcompanyȱ isȱ planningȱ toȱ breakȱ upȱ theȱ spring/summerȱ collectionȱ intoȱ twoȱ parts,ȱ theȱ autumn/winterȱcollectionȱintoȱtwoȱpartsȱandȱcreateȱaȱfifthȱcollectionȱcomprisȬ ing ȱtheȱbaseȱprioritiesȱorȱtopȱsellersȱ(seeȱFigureȱ14.10).ȱ

Before ȱ theȱ postponementȱ strategyȱ wasȱ introduced,ȱ thereȱ wereȱ alwaysȱ tooȱ manyȱgarmentsȱwithȱcoloursȱcustomersȱdidȱnotȱwant,ȱwhereasȱtheȱcoloursȱinȱ demandȱ wereȱ alwaysȱ soldȱ out.ȱ Theȱ newȱ strategyȱ allowsȱ Benettonȱ toȱ beȱ exȬ tremelyȱ responsiveȱ toȱrapidȱ changesȱ inȱ customerȱ demandȱ forȱ differentȱ colȬ oursȱ inȱ clothingȱ andȱ soȱ alsoȱ permitsȱ higherȱ customerȱ serviceȱ levelsȱ (Waller/Dabholkar/Gentry ȱ2000,ȱp.ȱ136).ȱȱ

 

Information Management 

Inȱorderȱtoȱensureȱrapidȱreactionȱtoȱconsumerȱdemandȱandȱfashionȱchanges,ȱ aȱ goodȱ andȱ directȱ understandingȱ ofȱ whatȱ isȱ soldȱinȱ theȱshopsȱ isȱcrucialȱforȱ theȱ successȱ ofȱ theȱ Benettonȱ model.ȱ Whileȱ muchȱ informationȱ isȱ obtainedȱ through ȱ theȱ closeȱ relationshipȱ withȱ theȱ company’sȱ salesȱ agents,ȱ oneȱ ofȱ theȱ benefitsȱ ofȱ settingȱ upȱ theȱ ownedȱ andȱ directlyȬmanagedȱ retailȱ networkȱ isȱ toȱ obtainȱthisȱdirectȱunderstandingȱofȱmarketȱdevelopments.ȱInȱtheȱpast,ȱbasedȱ onȱtheȱtraditionalȱ ITȱsystem,ȱ Benettonȱ usedȱtoȱreceiveȱonlyȱdirectȱreportsȱonȱ sell Ȭoutȱdataȱfromȱselectedȱstores.ȱ
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CollectionȱDevelopmentȱ                                                             Figureȱ14.10ȱ
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Source: ȱBenettonȱ2006b.ȱ

 

Sales ȱDataȱIntelligenceȱ                                                                   Figureȱ14.11ȱ
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Currently,ȱ however,ȱ furtherȱ effortsȱ atȱ informationȱ gatheringȱ includeȱ theȱ company’s ȱpilotȱproject,ȱinȱwhichȱaȱnumberȱofȱindependentȱshopsȱareȱlinkedȱ toȱ Benettonȱ throughȱ itsȱ ITȱ platform.ȱ Theȱ longȬrunȱ objectiveȱ isȱ toȱ obtainȱ aȱ good ȱ sampleȱ ofȱ allȱ theȱ differentȱ sizeȱ shopsȱ thatȱ representȱ Benetton’sȱ retailȱ network.ȱAsȱaȱfirstȱstep,ȱtheȱITȱnetworkȱwasȱinstalledȱinȱtheȱshopsȱthatȱBenetȬ tonȱ ownsȱ andȱmanages,ȱandȱ asȱ aȱ secondȱstep,ȱ theȱsystemȱ isȱ currentlyȱbeingȱ broadened ȱtoȱincludeȱthirdȱpartyȱstoresȱasȱwell.ȱTheȱcompanyȱestimatesȱthatȱ havingȱ10ȱ%ȱofȱtheȱapproximatelyȱ5,000ȱindependentȱshopsȱfeedingȱdataȱintoȱ theȱITȱplatformȱwillȱ beȱsufficientȱtoȱacquireȱaȱcorrectȱandȱaccurateȱpictureȱofȱ theȱmarketȱ andȱthereforeȱtoȱmonitorȱconsumerȱdemandȱpreciselyȱ(Cazenoveȱ 2005).ȱ Figureȱ14.11ȱ givesȱ anȱ overviewȱ ofȱ howȱ salesȱ dataȱ intelligenceȱ isȱ colȬ lectedȱandȱ processedȱatȱBenettonȱinȱorderȱtoȱ optimallyȱ adaptȱtheȱ assortmentȱ inȱretailȱstores.ȱ

Theȱ highȱ levelȱ ofȱ verticalȱ integrationȱ thatȱ Benettonȱ hasȱ alwaysȱ maintainedȱ allowsȱtheȱcompanyȱtoȱreactȱquicklyȱtoȱmarketȱchangesȱandȱdemandȱfluctuaȬ tion,ȱ whichȱ areȱ commonȱ inȱ theȱ fashionȱ industry.ȱ Forȱ theȱ future,ȱ Benettonȱ isȱ planning ȱ toȱ furtherȱ optimiseȱ itsȱ demandȬdrivenȱ supplyȱ chainȱ nationallyȱ asȱ wellȱ asȱ internationally,ȱ inȱ orderȱ toȱ remainȱ successfulȱ inȱ theȱ increasinglyȱ competitiveȱbusinessȱenvironment.ȱȱ

 

Questions

1.ȱ   Explainȱtheȱdifferenceȱbetweenȱproducerȱpushȱandȱconsumerȱpullȱsupplyȱ

chainsȱasȱappliedȱbyȱBenetton.ȱExplainȱandȱevaluateȱtheȱroleȱandȱvalueȱofȱ informationȱinȱmanagingȱtheȱsupplyȱchain.ȱ

2.ȱ Whatȱ areȱ theȱ particularȱ challengesȱ ofȱ supplyȱ chainȱ managementȱ inȱ theȱ

fashionȱ industry?ȱ Describeȱ andȱ evaluateȱ theȱ roleȱ ofȱquickȱ responseȱ sysȬ temsȱasȱappliedȱbyȱBenettonȱwithȱregardȱtoȱtheȱtextileȱapparelȱindustry.ȱ

3.ȱ   Criticallyȱ discussȱ theȱ roleȱ ofȱ powerȱ inȱ theȱ supplyȱ chain.ȱ Whatȱ impactȱ

doesȱ theȱ existenceȱ ofȱ aȱ networkȱ ofȱ manufacturingȱ subcontractorsȱ andȱ aȱ franchisedȱ retailȱ networkȱ haveȱonȱtheȱ quickȱresponseȱsystem?ȱ Takeȱ intoȱ accountȱrecentȱchangesȱinȱtheȱBenettonȱstrategy.ȱ

 

Hints

1.ȱ   Seeȱ Bell/Cuthbertsonȱ 2004ȱ forȱ theȱ differentȱ supplyȱ chainȱ strategiesȱ inȱ

retailingȱandȱtheirȱrespectiveȱprerequisites.ȱ

2. ȱ Seeȱ Christopher/Lowson/Peckȱ 2004ȱ onȱ characteristicsȱ ofȱ theȱ fashionȱ inȬ

dustryȱasȱwellȱasȱonȱquickȱresponseȱstrategies.ȱ

3.ȱ SeeȱFernieȱ2004bȱonȱrelationshipsȱwithinȱtheȱsupplyȱchain.ȱ
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Chapter 15 

 

Controlling and Financial Management 

 

The aims of this Chapter are to consider the relationships between retail strategy and performance, to review the ratios and tools of inventory/supply chain evaluation, profit/turnover evaluation and financial performance evaluation and to consider new conceptual frameworks. 

 

Retail Strategy and Performance 

Retailersȱdevelopȱ theirȱ strategyȱ forȱ sustainingȱ aȱ competitiveȱ advantageȱ (seeȱ Partȱ II)ȱ inȱ aȱ marketȱ situationȱ characterisedȱ byȱ intensifiedȱ competition.ȱ Inȱ suchȱ aȱ situation,ȱ thereȱ isȱ growingȱ pressureȱ onȱ retailersȱ toȱ performȱ soȱ thatȱ theyȱ mustȱ measureȱ orȱ evaluateȱ theirȱ performanceȱ (Zentesȱ 2004).ȱ Threeȱ difȬ ferentȱkindsȱofȱperformanceȱmeasuresȱcanȱbeȱidentified:ȱ

� inventory/supplyȱchainȱevaluationȱ

� profit/turnoverȱevaluationȱ

� financialȱperformanceȱevaluation.ȱ

Theȱ inventoryȱ (stock)ȱ ofȱ retailȱ companiesȱ hasȱ anȱ importantȱ influenceȱ onȱ profitsȱandȱfinancialȱperformance.ȱAȱlargeȱvarietyȱofȱratiosȱandȱperformanceȱ indicatorsȱ hasȱ beenȱ developedȱ toȱ evaluateȱ howȱ effectivelyȱ retailersȱ utiliseȱ theirȱ investment,ȱforȱ example,ȱstockȱ turnoverȱorȱinventoryȱ turnover.ȱToȱbalȬ anceȱ inventoryȱ levelȱ andȱ outȬofȬstockȱ conditionsȱ withȱ regardȱ toȱ customerȱ satisfaction ȱ andȱ customerȱ loyalty,ȱ newȱ toolsȱhaveȱbeenȱcreatedȱ suchȱasȱperȬ formanceȱmeasurementȱofȱtheȱsupplyȱchainȱ(Zentesȱ2004).ȱ

Profitȱ andȱ turnoverȱ evaluationȱ areȱ moreȱ specificȱ inȱ retailingȱ comparedȱ toȱ otherȱ industries,ȱ becauseȱ ofȱ aȱ hugeȱ numberȱ ofȱ articlesȱ (stockȬkeepingȱ units,ȱ SKUs)ȱandȱaȱlargeȱnumberȱ ofȱorganisationalȱunits,ȱsuchȱasȱ outletsȱinȱaȱretailȱ chain. ȱThisȱcomplexityȱleadsȱtoȱveryȱspecificȱturnoverȱpathsȱandȱprofitȱpathsȱ inȱanalysingȱretailȱperformance.ȱ

Theȱ financialȱ performanceȱ ofȱ retailersȱ canȱ beȱ examinedȱ onȱ theȱ basisȱ ofȱ theȱ balanceȱsheet,ȱprofitȱandȱlossȱaccountȱ(P&Lȱstatement),ȱandȱstatementȱofȱcashȱ flow. ȱThereȱisȱnoȱdifferenceȱinȱprinciple,ȱinȱmeasuringȱtheȱfinancialȱperformȬ anceȱofȱtheȱretailȱindustryȱandȱotherȱindustries:ȱliquidityȱratios,ȱreturnȱratios,ȱ earningsȱcoverageȱratios,ȱvalueȱmetrics.ȱ
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Inȱ additionȱ toȱ theseȱ tools,ȱ variousȱ otherȱ instrumentsȱ haveȱ beenȱ developedȱ forȱ modernȱ controlling,ȱ suchȱ asȱ activityȬbasedȱ costing,ȱ benchmarking,ȱ BalȬ anced ȱScorecard,ȱetc.ȱ(Liebmann/Zentesȱ2001;ȱMorschettȱ2004).ȱ

 

Inventory/Supply Chain Evaluation 

With ȱregardȱtoȱfinancialȱinventoryȱcontrol,ȱthereȱareȱtwoȱmainȱmetrics:ȱ

� stockȱturnoverȱ

� grossȱmarginȱreturnȱonȱinvestment.ȱ

StockȱTurnoverȱ   “Stock ȱ turnoverȱ representsȱ theȱ numberȱ ofȱ timesȱ duringȱ aȱ specificȱ period,ȱ

Ratiosȱ    usuallyȱoneȱyear,ȱthatȱtheȱaverageȱinventoryȱonȱhandȱisȱsold”ȱ(Berman/Evansȱ

2007,ȱ p.ȱ488).ȱThisȱ ratioȱcanȱ beȱcalculatedȱ inȱunitsȱ orȱ inȱ currencyȱ(e.g.ȱEUR,ȱ USDȱorȱGBP).ȱInȱcomputingȱstockȱturnoverȱinȱcurrency,ȱtwoȱdimensionsȱcanȱ beȱdistinguished:ȱretailȱpricesȱ(“atȱretail”)ȱorȱpurchasingȱpricesȱ(“atȱcost”).ȱ

Differentȱformulasȱcanȱbeȱappliedȱ(Berman/Evansȱ2007,ȱp.ȱ488):ȱ

number of units sold during year ȱ

(1) annual rate of stock turnover (in units)

averageinventory on hand (in units)

(2) net year sales ȱ  annual  rate  of  stock  turnover  (in  retail  prices)

averageinventory on hand (at retail)

 

(3) annual rate of stock turnover (at cost)                                       ȱ cost of goods sold during the year

averageinventory on hand (at cost)

In ȱorderȱ toȱ increaseȱ stockȱ turnover,ȱretailersȱcanȱreduceȱ inventoryȱforȱ slowȬ selling ȱ itemsȱ (“stockȱ reduced”,ȱ seeȱ Chapterȱ12),ȱ buyȱ inȱ aȱ timelyȱ mannerȱ (“stockless”,ȱseeȱChapterȱ12),ȱapplyȱcollaborativeȱ planningȱ toolsȱandȱsupplyȱ chainȱ techniques,ȱ suchȱ asȱ continuousȱ replenishmentȱ (CRP)ȱ orȱ vendorȬ managedȱinventoryȱ(VMI),ȱandȱuseȱreliableȱsuppliersȱ(Berman/Evansȱ2007).ȱ

Gross ȱMarginȱ   Onȱ theȱ otherȱ hand,ȱ highȱ stockȱ turnoverȱ mayȱ resultȱ inȱ theȱ lossȱ ofȱ volumeȱ

ReturnȱRatioȱ   discountsȱ andȱ inȱ higherȱ transportationȱ charges.ȱ Oneȱ wayȱ ofȱ controllingȱ inȬ

ventoryȱinvestmentȱandȱ profitȱ perȱ unitȱ isȱ toȱcomputeȱgrossȱmarginȱreturnȱ onȱ investmentȱ (GMROI).ȱ Thisȱ metricȱ representsȱ theȱ relationshipȱ betweenȱ grossȱ margin ȱandȱaverageȱinvestmentȱatȱcost,ȱbyȱcombiningȱprofitabilityȱandȱsalesȬ toȬstockȱmeasuresȱ(Berman/Evansȱ2007,ȱp.ȱ489):ȱ

(4) GMROI             u                                         ȱ gross margin          net sales                gross margin

net sales      averageinventory at cost    averageinventory at cost
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Profit/Turnover Evaluation 

 

Profitability Ratios 

Metricsȱfromȱthisȱgroupȱ areȱ designedȱtoȱmeasureȱtheȱabilityȱ ofȱaȱretailȱcomȬ panyȱ toȱ achieve,ȱ sustainȱ andȱ increaseȱ profitsȱ (Dragunȱ 2004a).ȱ Profitabilityȱ canȱ beȱ measuredȱ byȱ differentȱ indicators.ȱ Oneȱ importantȱ relationshipȱ isȱ beȬ tweenȱ profitsȱ andȱ salesȱ (marginȱ ratios);ȱ anotherȱ dimensionȱ ofȱ profitabilityȱ relatesȱ profitsȱ toȱ capital.ȱ Theseȱ soȬcalledȱ returnȱ ratiosȱ areȱ discussedȱ belowȱ withinȱtheȱcontextȱofȱfinancialȱperformanceȱevaluation.ȱ

“TopȬlevel”ȱindicatorsȱofȱprofitabilityȱareȱ(Dragunȱ2004a):ȱ                        MarginȱRatiosȱ

� grossȱmarginȱinȱ%ȱ

� netȱprofitȱmarginȱinȱ%.ȱ

Theȱgrossȱmargin,ȱalsoȱcalledȱgrossȱprofit,ȱisȱdefinedȱas:ȱ

(5) gross margin   net sales-costs of goods sold ȱ

“Itȱisȱanȱimportantȱmeasureȱinȱretailingȱbecauseȱitȱindicatesȱhowȱmuchȱprofitȱ theȱ retailerȱ isȱ makingȱ onȱ merchandiseȱ salesȱ withoutȱ consideringȱ theȱ exȬ pensesȱ associatedȱ withȱ operatingȱ theȱ store”ȱ (Levy/Weitzȱ 2007,ȱ p.ȱ166).ȱ Likeȱ otherȱperformanceȱmeasures,ȱthisȱindicatorȱcanȱbeȱexpressedȱasȱaȱpercentageȱ ofȱnetȱsales:ȱ

(6) gross marginin %               u100 ȱ gross margin

net sales

Theȱ termȱ netȱ salesȱ expressesȱ theȱ totalȱ volumeȱ ofȱ moneyȱ (e.g.ȱ EUR,ȱ USDȱ orȱ GBP)ȱafterȱallȱrefundsȱhaveȱbeenȱpaidȱ(Levy/Weitzȱ2007)ȱ(andȱafterȱsalesȱtax):ȱ

(7)net sales   gross amount of sales-costumer returns-customer allowances ȱ

Theȱnetȱprofitȱmarginȱinȱ%ȱrelatesȱnetȱprofitsȱtoȱsales:ȱ

(8)net profit margin in %             u100 ȱ net profit

net sales

Thisȱ“bottomȬline”ȱprofitabilityȱisȱusefulȱforȱcomparisonsȱacrossȱcompanies.ȱ

 

Profit Path 

Theȱdifferentȱprofitȱmarginȱmodelsȱorȱformulasȱcanȱbeȱillustratedȱbyȱaȱfirm’sȱ profit ȱpathȱ(seeȱFigureȱ15.1).ȱ

 

319

15    Controlling and Financial Management

 

Figureȱ15.1ȱ    ProfitȱPathȱ
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Source:ȱAdaptedȱfromȱLevy/Weitzȱ2007,ȱp.ȱ165.ȱ

 

Expensesȱareȱtheȱ costsȱincurredȱbyȱaȱretailȱcompanyȱ inȱ theȱnormalȱ courseȱofȱ business.ȱ Thereȱ areȱ threeȱ typesȱ ofȱ retailȱoperatingȱ expensesȱ (Levy/Weitzȱ2004,ȱ p. ȱ192):ȱ

� sellingȱexpensesȱ

� generalȱexpensesȱ

� administrativeȱexpenses.ȱ

Selling ȱ expensesȱ compriseȱ salesȱ staffȱ salaries,ȱ commissionȱ andȱbenefits.ȱ GenȬ eral ȱ expensesȱ includeȱ rentȱ andȱ utilities.ȱ Administrativeȱ expensesȱ comprehendȱ salariesȱ ofȱ allȱ employeesȱ otherȱ thanȱ salesȱ personnel,ȱ operationalȱ costsȱ inȬ curredȱbyȱbuyingȱofficesȱandȱotherȱadministrativeȱexpenses.ȱ

 

Operating Profit Analysis in Retail Chains 

Asȱaȱ simplifiedȱ exampleȱofȱ anȱoperatingȱ profitȱ analysisȱ inȱretailȱ chains,ȱTaȬ bleȱ15.1ȱ providesȱ aȱ calculationȱ ofȱ grossȱ marginȱ andȱ operatingȱ profitȱ forȱ aȱ retailȱstoreȱandȱtheȱaggregationȱfromȱtheȱstoreȱlevelȱtoȱtheȱcompanyȱlevel.ȱ
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Operating ȱProfit:ȱDepartment,ȱStoreȱandȱCompanyȱLevelȱ                              Tableȱ15.1ȱ

Store A Store A                     Store B Store B

Step Step      Position Position                                                              Company Company

Dep. 1 Dep. 1   Dep. 2 Dep. 2    Total Total    Dep. 1 Dep. 1   Dep. 2 Dep. 2    Total Total

net sales net sales            X X         X X         ¦        X X        X X        ¦

0 0    ./. costs of ./. costs of             X      X      ¦        X        X        ¦

goods sold goods sold

gross margin       X X      X X      ¦      X X      X X gross margin       ¦

1                      X X      X X      ¦     X X     X X 1 ./. salaries ./. salaries       ¦

./. rent                  X X      X X      ¦     X X     X X ./. rent       ¦

(department         X      X      ¦     X      X     ¦ (department operating profit operating profit

2 2    level) level)

./. other store ./. other store 

X                  X

level costs level costs

(store level)                                ¦                ¦      ¦ (store level) operating profit operating profit

3 3

./. costs of ./. costs of 

X

headquarter headquarter

operating profit operating profit 

4 4    (company (company                                                               ¦

level) level)                                                                                               ȱ

 

Financial Performance Evaluation 

Toȱ evaluateȱ theȱfinancialȱ performanceȱofȱ retailers,ȱ financialȱ ratiosȱcanȱ beȱapȬ    FinancialȱRatios plied. ȱ Inȱ retailȱ companies,ȱ fourȱ groupsȱ ofȱ financialȱ ratiosȱ areȱ utilisedȱ (DraȬ gunȱ2004a):ȱ

� internalȱliquidityȱratiosȱ

� returnȱratiosȱ

� financialȱleverageȱratiosȱ

� earningsȱcoverageȱratios.ȱ

In ȱthisȱChapter,ȱinternalȱliquidityȱratiosȱandȱreturnȱratiosȱareȱdiscussed.ȱ

Theȱlimitationsȱofȱratioȱanalysisȱ haveȱledȱ toȱ theȱdevelopmentȱofȱ aȱ newȱ classȱ    ValueȱMetricsȱ ofȱ measuresȱ calledȱ valueȱ metrics.ȱ “Theȱ ideaȱ behindȱ aȱ valueȱ metricȱ isȱ simpleȱ andȱpowerful:ȱvalueȱisȱonlyȱcreatedȱifȱtheȱcompanyȱgeneratesȱreturnȱonȱcapiȬ talȱexceedingȱtheȱcostȱofȱthatȱcapital”ȱ(Dragunȱ 2004a,ȱp.ȱ161).ȱ Thisȱ relativelyȱ newȱapproachȱ willȱbeȱdiscussedȱbrieflyȱandȱillustratedȱinȱtheȱfollowingȱcaseȱ study.ȱ
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Return Ratios and Return Path 

Theseȱmetricsȱrelateȱprofitsȱtoȱcapital,ȱinȱcontrastȱtoȱprofitabilityȱratiosȱwhichȱ relateȱ profitsȱ toȱ sales.ȱ Aȱ “topȬlevel”ȱ indicatorȱ measuresȱ theȱ efficiencyȱ ofȱ aȱ company ȱinȱutilisingȱassetsȱforȱprofitȱgeneration:ȱreturnȱonȱassetsȱ(ROA).ȱThisȱ indicatorȱ isȱ usuallyȱcalculatedȱonȱanȱEBITȱbasisȱ(earningsȱbeforeȱ(b)ȱinterestȱ andȱtaxes):ȱ

(9)      (b)                   EBIT            ȱ ROA

average total assets

Onȱ anȱ afterȬtaxȱandȱ afterȬinterestedȱ basisȱ(a),ȱ aȱ secondȱmetricȱ returnȱonȱasȬ setsȱcanȱbeȱcomputed:ȱ

(10) ROA                     ȱ (a)          net profit

average total assets

Otherȱreturnȱmetricsȱareȱreturnȱonȱinvestedȱcapitalȱ(ROIC)ȱandȱreturnȱonȱequityȱ (ROE)ȱ(Dragunȱ2004a;ȱDragunȱ2004b).ȱ

Theȱ netȱ profitȱ marginȱ modelȱ (Figureȱ15.1)ȱ canȱ beȱ combinedȱ withȱ theȱ assetȱ turnoverȱmodel ,ȱwhichȱyieldsȱ assetȱturnoverȱthroughȱdividingȱnetȱsalesȱ byȱ totalȱ assets .ȱAsȱaȱresult,ȱtheȱROAȱpathȱcanȱbeȱderivedȱ(seeȱFigureȱ15.2).ȱ

 

Figureȱ15.2ȱ    ROAȱPathȱ
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Source:ȱLevy/Weitzȱ2004,ȱp.ȱ201.ȱ
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Liquidity Ratios 

Metricsȱ fromȱ thisȱ groupȱ “measureȱ theȱ abilityȱ ofȱ theȱ firmȱ toȱ sustainȱ currentȱ andȱ meetȱ futureȱ obligations.ȱ Internalȱ liquidityȱ ratiosȱ usuallyȱ compareȱ theȱ short Ȭtermȱ assetȱ suchȱasȱ cashȱ andȱ marketableȱ securitiesȱ withȱ theȱ nearȬtermȱ financial ȱobligationsȱsuchȱasȱaccountsȱpayable”ȱ(Dragunȱ2004a,ȱp.ȱ149).ȱ

TheȱcurrentȱratioȱisȱoneȱofȱtheȱbestȬknownȱliquidityȱmetrics:ȱ

(11)current ratio                     ȱ current assets

current liabilities

Otherȱmetricsȱfromȱthisȱgroupȱareȱ(Dragunȱ2004a):ȱ

(12)quick ratio                                              ȱ cash and equivalents accounts receivable

current liabilities

(13)cash ratio                        ȱ cash and equivalents

current liabilities

(14)cash flow from operations ratio                             ȱ cash flow from operations

current liabilities

Quickȱratioȱandȱcashȱratioȱareȱmoreȱconservativeȱ ratios,ȱbecauseȱinventoriesȱ andȱsomeȱotherȱassetsȱincludedȱinȱcurrentȱassetsȱareȱnotȱliquidȱenoughȱ(DraȬ gunȱ2004a).ȱFormulaȱ14ȱintegratesȱaȱcashȱflowȱperspective.ȱ

 

Value Metrics 

Theseȱ metricsȱ measureȱ theȱ financialȱ performanceȱ ofȱ firmsȱ byȱ theȱ abilityȱ toȱ    EconomicȱValueȱ generateȱorȱtoȱaddȱeconomicȱvalue.ȱMeasuresȱofȱeconomicȱvalueȱ includeȱmarȬ ketȱvalueȱaddedȱ(MVA),ȱwhichȱisȱaȱpurelyȱstockȬmarketȬbasedȱmeasure,ȱandȱ economicȱvalueȱaddedȱ(EVA).ȱEconomicȱvalueȱaddedȱisȱcomputedȱaccordingȱ toȱformulaȱ(15)ȱ(Dragunȱ2004a,ȱp.ȱ162):ȱ

(15)                                                            ȱ EVA net operating profit ( after taxes ) WACC u capital

 

Theȱ weightedȱ averageȱ costȱ ofȱ capitalȱ (WACC)ȱ isȱ calculatedȱ asȱ aȱ weightedȱ averageȱofȱtheȱcostsȱofȱdebtȱandȱtheȱcostsȱofȱequityȱcapital.ȱTheȱcostsȱofȱdebtȱ areȱ theȱ interestȱ expensesȱ requiredȱtoȱ serveȱ theȱdebt.ȱ “Forȱ equity,ȱtheȱ costȱ isȱ theȱ rateȱofȱreturnȱonȱ commonȱ stockȱexpectedȱ byȱtheȱshareholders”ȱ(Dragunȱ 2004a,ȱ p.ȱ161).ȱ Theseȱ costsȱ areȱ moreȱ difficultȱ toȱ calculate,ȱ becauseȱ theyȱ deȬ pendȱ “onȱtheȱ uncertainȱ factorsȱ suchȱ asȱ overallȱ stockȱmarketȱrisk,ȱ returnȱ exȬ pectationsȱ andȱ theȱ riskȬfreeȱ rateȱ ofȱ returnȱ availableȱ toȱ investors”ȱ (Dragunȱ 2004a, ȱp.ȱ161).ȱ

Tableȱ15.2ȱshowsȱaȱcalculationȱschemeȱforȱEVA.ȱ
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Tableȱ15.2ȱ    CalculationȱofȱEVAȱ

 

Component Component                          Calculation Calculation

0 01. 1.   Operating profit before taxes Operating profit before taxes

0 02. 2.   Income tax expense Income tax expense

0 03. 3.   NOPAT (Net operating profit after taxes) NOPAT (Net operating profit after taxes)        Item 1 – Item 2 Item 1 – Item 2

a = interest-bearing debt a = interest-bearing debt

0 04. 4.   Capital Capital                                        b = equity capital b = equity capital

C = a + b C = a + b

a

0 05. 5.   Debt-to-equity ratio Debt-to-equity ratio

b

0 06. 6.   Cost of debt Cost of debt                                  Į Į (%) (%)

0 07. 7.   Cost of equity Cost of equity                                  ȕ ȕ (%) (%)

a           b

0 08. 8.   WACC WACC                                  u D (%)    u E (%)

C         C

0 09. 9.   Capital charge Capital charge                                Item 4 x Item 8 Item 4 x Item 8

10. 10.   EVA EVA                                    Item 3 – Item 9 Item 3 – Item 9

ȱ

Source:ȱAdaptedȱfromȱDragunȱ2004a,ȱp.ȱ163.ȱ

 

EVA and Supply Chain Performance 

Supplyȱ chainȱ performanceȱ evaluationȱ canȱ beȱ combinedȱ withȱ financialȱ perȬ formanceȱ evaluation.ȱ Figureȱ15.3ȱ illustratesȱ theȱ meansȱ byȱ whichȱ supplyȱ chainȱmanagementȱcanȱimproveȱvalueȱmetricsȱsuchȱasȱEVAȱ(Morschettȱ2004).ȱ

 

Conclusion and Outlook 

Apartȱ fromȱ theȱ modernȱ controllingȱ conceptsȱ discussedȱ here,ȱ approachesȱ haveȱ beenȱ developedȱ overȱ theȱ lastȱ fewȱ yearsȱ inȱ whichȱ theȱ measurementȱ ofȱ consumerȱ satisfactionȱ comesȱ toȱ theȱ foreȱ (forȱ detailsȱ seeȱ Zentesȱ 2005).ȱ Theyȱ enlargeȱtheȱscopeȱofȱfunctionsȱofȱtraditionalȱcontrolling.ȱ

A ȱnewȱchallengeȱforȱcontrollingȱisȱemergingȱfromȱtheȱincreasingȱimportanceȱ ofȱ corporateȱ socialȱ responsibilityȱ (CSR)ȱ (Zentesȱ 2006).ȱ Theȱ extensionȱ ofȱ theȱ corporateȱ goalȱ systemȱ intoȱ ecologicalȱ andȱ socialȱ dimensionsȱ alsoȱ requiresȱ advancedȱcontrollingȱconcepts.ȱ
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EVAȱandȱOrderȱFulfilmentȱ                                                         Figureȱ15.3ȱ

Net

Sales        Obtain repeat business

Gross                   Increase sales volume Margin

-             Increase share of market and/or customer

Net                                Cost of       Increase orders shipped complete; […]

Profit                                       Goods Sold

-

Reduce handling costs

Total

Expenses                 Optimise physical network/facilities; […]

Reduce errors, claims and customer returns

EVA

Reduce order cycle time

Reduce HR costs/improve effectiveness

Inventory

Total Current                   Increase inventory turns

Assets

+      Reduce finished goods inventory

Total                    Other Current    Reduce obsolete inventory

Assets                    Assets

+

Cost of                       Fixed                       Reduce acc. receivable through faster payment Capital                      Assets

x                           Improve asset utilisation and rationalisation

WACC

ȱ

Source:ȱAdaptedȱfromȱLambert/Pohlenȱ2001,ȱp.ȱ13;ȱNeherȱ2003,ȱp.ȱ38.ȱ

 

Case Study: Metro 1

 

History, Profile, and Status Quo 

With ȱ netȱ salesȱ amountingȱ toȱ 55,722ȱ millionȱ EURȱ inȱ 2005ȱ (Metroȱ AGȱ 2006,ȱ   ȱ p. ȱ34),ȱ theȱ Metroȱ groupȱ isȱ currentlyȱ fourthȱ inȱ theȱ worldwideȱ rankingȱ listȱ ofȱ    ȱ foodȱretailȱcompanies,ȱdirectlyȱbehindȱtheȱUSȱWalȬMartȱgroup,ȱFrenchȱCarreȬ    ȱ four ȱ andȱ Britishȱ Tescoȱ(seeȱ Tableȱ5.1ȱinȱ Chapterȱ5).ȱ Theȱ Metroȱ groupȱwasȱcreȬ    ȱ atedȱinȱ1964ȱwhenȱtheȱfirstȱGermanȱMetroȱcashȱ&ȱcarryȱmarketȱforȱcommercialȱ   ȱ customers ȱwasȱopened.ȱTheȱMetroȱgroupȱemergedȱinȱitsȱcurrentȱformȱinȱ1996ȱ   ȱ after ȱ mergersȱ withȱ otherȱ companiesȱ andȱ severalȱ portfolioȱ adjustments.ȱ Atȱ    ȱ theȱmoment,ȱ theȱ publiclyȱlistedȱ DAXȱcompanyȱconcentratesȱonȱtheȱ fourȱkeyȱ   ȱ businessȱsegmentsȱwholesale,ȱfoodȱ retailȱ (hypermarkets/superstores),ȱ nonȬfoodȱ    FourȱBusinessȱ specialistȱmarketsȱ asȱwellȱasȱdepartmentȱstores.ȱTheseȱareȱorganisedȱinȱfourȱsalesȱ    Segmentsȱ divisions ȱ(seeȱFigureȱ15.4).ȱSinceȱtheȱIPOȱofȱtheȱpreviousȱsalesȱdivisionȱPrakȬ ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ

1 ȱȱ   Sourcesȱusedȱforȱthisȱcaseȱstudyȱincludeȱtheȱwebȱsiteȱhttp://www.metrogroup.de,ȱ

theȱannualȱreportȱ2005,ȱinformationȱofȱtheȱdepartmentȱinvestmentȱcontrolling/EVAȱ analysisȱasȱwellȱasȱexplicitlyȱcitedȱsources.ȱ
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tikerȱ inȱ Novemberȱ 2005,ȱ itȱ noȱ longerȱ belongsȱ toȱ theȱ groupȱ portfolio.ȱ Theȱ groupȱwillȱprobablyȱsellȱoffȱitsȱremainingȱminorityȱstakeȱinȱPraktikerȱafterȱtheȱ holdingȱperiodȱhasȱrunȱout.ȱ

 

Figureȱ15.4ȱ    MetroȱGroup’sȱStructureȱ

 

Metro AG

Metro/            Real/         Media Markt/        Galeria

Makro C&C        Extra          Saturn          Kaufhof

Cross-Divisional Service Companies

ȱ

Source:ȱAdaptedȱfromȱMetroȱAGȱ2005b,ȱp.ȱ372.ȱ

 

Metro ȱ AGȱ leadsȱ theȱ groupȱ asȱ aȱ strategicȱ managementȱ holdingȱ whichȱ isȱ reȬ sponsible,ȱ forȱ instance,ȱ forȱdeterminingȱ corporateȱpolicyȱ guidelinesȱ andȱ theȱ allocation ȱofȱresources.ȱTheȱsalesȱdivisionsȱareȱindependentlyȱresponsibleȱforȱ theirȱ respectiveȱ operativeȱ businesses.ȱ Theyȱ areȱ supportedȱ byȱ theȱ soȬcalledȱ crossȬdivisionalȱ serviceȱ companiesȱ whichȱ serviceȱ theȱ wholeȱ groupȱ withȱ sourcing, ȱlogistics,ȱIT,ȱadvertisement,ȱfinancing,ȱ insurance,ȱandȱcateringȱ(seeȱ alsoȱtheȱcaseȱstudyȱinȱChapterȱ2,ȱwhichȱdealsȱwithȱoneȱofȱtheȱsalesȱdivisions,ȱ namelyȱMediaȱMarkt/Saturn).ȱ

Theȱ companyȱ currentlyȱ employsȱ aboutȱ 250,000ȱ employeesȱ inȱ 30ȱ countries.ȱ Moreȱ thanȱ halfȱ ofȱ theȱ turnoverȱ ofȱ 55,722ȱ millionȱ EURȱ inȱ 2005ȱ wasȱ madeȱ abroad. ȱ Theȱ internationalisationȱ ofȱ theȱ cashȱ &ȱ carryȱ conceptȱ contributesȱ considerablyȱ toȱ thisȱ successȱ andȱ generatesȱ moreȱ thanȱ 75ȱ%ȱ ofȱ itsȱ turnoverȱ outsideȱtheȱdomesticȱmarketȱ(Bellȱ2004b,ȱp.ȱ222).ȱ

 

Shareholder Value Concept  

Withinȱtheȱframeworkȱofȱtheȱinternationalisationȱandȱliberalisationȱofȱcapitalȱ markets,ȱ shareholderȱ valueȱ forȱ publiclyȱ listedȱ corporationsȱ isȱ becomingȱ moreȱ andȱ moreȱ important.ȱ Rationalȱ investorsȱ selectȱ theȱ oneȱ investmentȱ ofȱ theȱ multitudeȱ ofȱ possibilitiesȱ withȱ theȱ sameȱ riskȱ levelȱ fromȱ whichȱ theyȱ exȬ pectȱ theȱ highestȱ returnsȱ onȱ theirȱ investmentȱ (Stern/Shiely/Rossȱ 2001,ȱ p.ȱ3).ȱ Generally,ȱthereȱ isȱ aȱdifferentiationȱ betweenȱ investmentsȱ inȱ aȱ companyȱ andȱ capitalȱ marketȱ investments.ȱ Asȱ ownersȱofȱ aȱ stockȱ corporation,ȱ shareholdersȱ expect ȱreturnsȱonȱtheirȱinvestedȱcapital,ȱinȱtheȱformȱofȱdistributedȱdividendsȱ

 

326

Buying, Logistics and Performance Measurement Part IV

orȱrisingȱstockȱprices.ȱFurthermore,ȱespeciallyȱsinceȱtheȱ1990s,ȱtheȱproblemȱofȱ measuringȱ companyȱ valueȱ adequatelyȱ becameȱ apparentȱ throughȱ theȱ highȱ number ȱ ofȱ mergersȱ &ȱ acquisitions.ȱ Theȱ basicȱ principleȱ behindȱ theȱ shareȬ holderȱ valueȱ approachȱ isȱ thatȱ theȱ company’sȱ strategyȱ isȱ alignedȱ withȱ itsȱ owners’ ȱ interestsȱ andȱ thatȱ decisionsȱ areȱ madeȱ inȱ theȱcontextȱofȱ theirȱ effectsȱ onȱtheȱcompany’sȱvalue.ȱThisȱapproachȱis,ȱamongstȱotherȱfactors,ȱdesignedȱtoȱ counteractȱopportunisticȱactionsȱonȱtheȱpartȱofȱmanagers.ȱ

Generally, ȱ theȱ shareholderȱ valueȱ conceptȱ resultsȱ inȱ theȱ implementationȱ ofȱ valueȬbasedȱmanagementȱinȱtheȱcompany.ȱTheȱvalueȱmetricsȱareȱintendedȱtoȱ counteractȱtheȱdeficienciesȱofȱtheȱconventionalȱperformanceȱbenchmarksȱstillȱ oftenȱ favoured,ȱ suchȱ asȱ ROIȱ (seeȱ Chapterȱ15)ȱ (Freemanȱ 2004,ȱ p.ȱ60)ȱ andȱ toȱ measureȱ theȱ actualȱ valueȱ orȱ valueȱ creationȱ ofȱ aȱ companyȱ accordingȱ toȱ theȱ thesis ȱ„youȱcan’tȱmanageȱandȱimproveȱwhatȱyouȱcan’tȱmeasure“.ȱFigureȱ15.5ȱ givesȱ aȱ surveyȱ ofȱ shareholderȱ valueȱ keyȱ dataȱ whichȱ wasȱ mostȱ commonlyȱ usedȱbyȱ theȱ Germanȱ DAX,ȱMDAXȱandȱTecDAXȱcompaniesȱinȱ2003.ȱ CompaȬ niesȱmostȱfrequentlyȱrevertȱtoȱeconomicȱvalueȱaddedȱ(EVA)ȱorȱdeltaȱEVA.ȱ

 

Shareholder ȱValueȱMetricsȱinȱGermanȱCorporationsȱ(inȱ%ȱ/ȱ2003)ȱ                      Figureȱ15.5ȱ
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Source:ȱHomburg/Töksal/Göddeȱ2004,ȱp.ȱ9.ȱ

 

Application of EVA at Metro Group

 

Computing EVA 

Economicȱ valueȱaddedȱ(EVA)ȱ isȱ aȱ measurementȱ toolȱ aimedȱ atȱ creatingȱ andȱ increasing ȱ corporateȱvalue.ȱ Theȱtoolȱ wasȱ developedȱ byȱtheȱ consultingȱ comȬ panyȱ Stern,ȱ Stewartȱ &ȱ Co.ȱinȱ 1989ȱ andȱ EVA®ȱ isȱ aȱ registeredȱ trademark.ȱ Theȱ simpleȱideaȱ behindȱ EVAȱisȱ theȱfactȱthatȱaȱcompanyȱonlyȱcreatesȱ valueȱwhenȱ theȱ (longȬterm)ȱ earningsȱ exceedȱtheȱ costsȱ ofȱallȱ capitalȱinvested.ȱ Oneȱ ofȱ theȱ mainȱreasonsȱtoȱuseȱEVAȱasȱtheȱcompany’sȱprincipleȱfinancialȱgoalȱisȱthatȱitȱisȱ
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“theȱ onlyȱ performanceȱ measureȱ toȱ tieȱ directlyȱ toȱ intrinsicȱ marketȱ value”ȱ (Bennetȱ1999,ȱp.ȱ3).ȱ

After ȱtheȱreorganisationsȱofȱtheȱMetroȱgroupȱinȱ1996,ȱthereȱwereȱmanyȱdifferȬ entȱ reporting,ȱ planning,ȱ steeringȱ andȱ incentiveȱ systemsȱ withinȱ theȱ group.ȱ Forȱthisȱreason,ȱtheȱ introductionȱofȱaȱstandardȱsteeringȱconceptȱbecameȱnecȬ essary.ȱ Inȱ 2000,ȱ EVAȱ wasȱ implementedȱ acrossȱ theȱ entireȱ groupȱ asȱ theȱ stanȬ dardisedȱ steeringȱ instrumentȱ andȱ isȱ activelyȱ andȱ externallyȱ communicated,ȱ especiallyȱtoȱtheȱcapitalȱmarketsȱandȱshareholders.ȱTheȱfollowingȱtargetsȱareȱ pursuedȱwithȱthisȱmeasurementȱtool:ȱ

EVAȱTargetsȱ   � evaluationȱofȱallȱstrategicȱandȱoperativeȱactivitiesȱbyȱtheirȱcontributionȱtoȱ

Metro’s ȱvalueȱaddedȱ

� assistanceȱinȱgainingȱcompetitiveȱadvantageȱandȱinȱstrengtheningȱMetro’sȱ

marketȱpositionȱinȱEuropeȱandȱworldwideȱ

� reconciliationȱofȱ shareholderȱ andȱstakeholderȱ interests,ȱ e.g.ȱsecuringȱ theȱ

employee’sȱ jobsȱ andȱ simultaneouslyȱ enhancingȱ Metro’sȱ attractivenessȱ toȱ investorsȱ(MetroȱAGȱ2004,ȱp.ȱ3).ȱ

EVA ȱEmployedȱ   Theȱ group’sȱ steeringȱ systemȱ isȱ anȱoperationalȱ keyȱfigureȱ measuringȱ theȱanȬ onȱallȱLevelsȱofȱ    nualȱsuccessȱatȱdifferentȱlevels,ȱsuchȱ asȱtheȱgroupȱ asȱaȱwhole,ȱtheȱsalesȱdiviȬ

theȱCompanyȱ   sions,ȱ crossȬdivisionalȱ serviceȱ companiesȱ andȱ individualȱ stores.ȱ Thus,ȱ theȱ

valueȱ ofȱ individualȱ investmentȱ decisionsȱ asȱ wellȱ asȱ strategicȱ andȱ operativeȱ planningȱandȱdecisionȱprocessesȱcanȱbeȱdetermined.ȱȱ

Furthermore, ȱ EVAȱ isȱ importantȱ forȱ performanceȱ measurementȱ andȱ forȱ theȱ personnelȱincentiveȱsystem.ȱInȱthisȱway,ȱaȱstandardȱlanguageȱforȱallȱlevelsȱofȱ theȱhierarchyȱandȱacrossȱallȱprojectsȱisȱcreatedȱ(MetroȱAGȱ2004,ȱp.ȱ7).ȱ

Theȱbasicȱeconomicȱprincipleȱthatȱinvestmentȱonlyȱcreatesȱvalueȱifȱatȱleastȱtheȱ costsȱincurredȱareȱearnedȱisȱreflectedȱinȱtheȱformulaȱforȱcalculatingȱEVAȱ(seeȱ alsoȱTableȱ15.2ȱforȱaȱdetailedȱcalculationȱofȱEVA).ȱ

 

Figureȱ15.6ȱ    BasicȱEVAȱFormulaȱ
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Theȱformulaȱcomponentsȱareȱtheȱfollowing:ȱ

� netȱoperatingȱprofitȱafterȱtaxesȱ(NOPAT)ȱ–ȱoperatingȱprofitȱbeforeȱfinancȬ

ingȱcosts,ȱbutȱafterȱhavingȱdeductedȱtheȱtaxesȱonȱincomeȱ

� capitalȱemployedȱ–ȱfixedȱassetsȱandȱnetȱworkingȱcapitalȱtiedȱupȱduringȱaȱ

particularȱperiodȱ

� weightedȱaverageȱcostȱofȱcapitalȱ(WACC)ȱ–ȱcalculatedȱonȱtheȱbasisȱofȱtheȱ

averageȱcostȱofȱequityȱandȱborrowedȱcapital,ȱweightedȱbyȱtheȱcompany’sȱ capitalȱ structure.ȱ Itȱ reflectsȱ theȱ riskȱ inherentȱ inȱ anȱ investmentȱ (seeȱ FigȬ ureȱ15.7ȱforȱ theȱcalculationȱofȱMetroȱ ‘sȱ WACCȱ inȱ 2006,ȱwhichȱ wasȱidentiȬ calȱtoȱtheȱvalueȱinȱ2005)ȱ

� capitalȱ costȱ –ȱ calculatedȱ byȱ multiplyingȱ theȱ WACCȱ byȱ theȱ capitalȱ emȬ

ployed.ȱItȱrepresentsȱtheȱexpectedȱcompensationȱofȱinvestorsȱforȱtheȱcapiȬ talȱtheyȱprovideȱandȱforȱtheirȱinvestmentȱriskȱ(MetroȱAGȱ2004).ȱ

In ȱtheȱcaseȱofȱaȱpositiveȱspreadȱbetweenȱoperativeȱprofitȱafterȱtaxȱandȱfinancȬ ing ȱcosts,ȱaȱcompanyȱgeneratesȱvalue.ȱ

 

Calculation ȱofȱWeightedȱAverageȱCostȱofȱCapitalȱ(WACC)ȱforȱMetroȱGroupȱinȱ2006ȱ     Figureȱ15.7ȱ
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Source:ȱMetroȱAGȱ2006,ȱp.ȱ30.ȱ

 

Equityȱ costȱ ofȱcapitalȱ isȱdeterminedȱ onȱ theȱbasisȱofȱ theȱcapitalȱ assetȱpricingȱ    CountryȬSpecificȱ modelȱ (CAPM),ȱwhichȱstatesȱthatȱinvestorsȱonlyȱinvestȱinȱaȱcompanyȱifȱtheyȱ    WACCȱ receive ȱatȱ leastȱtheȱreturnȱofȱaȱriskȬfreeȱ alternativeȱ plusȱaȱpremiumȱforȱ theirȱ marketȱ riskȱ whichȱ isȱ weightedȱ withȱ aȱ companyȬspecificȱ riskȱ factorȱ (BühȬ ner/Tuschkeȱ 1999,ȱ p.ȱ17).ȱ Inȱ theȱ caseȱ ofȱ Metro,ȱ thisȱ BETAȱ factorȱ equalsȱ 1.ȱ WACCȱ isȱ normallyȱ computedȱ onceȱ aȱ yearȱ forȱ eachȱ countryȱ inȱ whichȱ theȱ

 

329

15    Controlling and Financial Management

groupȱ operates.ȱ Inȱ theȱcaseȱ ofȱ highȱ inflation,ȱ forȱ example,ȱitȱ isȱ recalculatedȱ quarterly.ȱ Inȱ 2005,ȱ theȱ WACCȱ valuesȱ rangedȱ betweenȱ 6.5ȱ%ȱ andȱ 9ȱ%.ȱHowȬ ever, ȱnoȱsalesȱdivisionȬspecificȱWACCȱisȱcomputed.ȱȱ

Sourcesȱforȱȱ   Theȱ sourcesȱ forȱ theȱ otherȱ dataȱ usedȱ toȱ computeȱ EVAȱ areȱ theȱ incomeȱ stateȬ

CalculatingȱEVAȱ   mentȱ(forȱNOPAT)ȱandȱtheȱbalanceȱsheetȱ(forȱcapitalȱemployed).ȱHowever,ȱaȱ

ȱ      numberȱofȱadjustmentsȱhaveȱtoȱbeȱmadeȱinȱtermsȱofȱtheȱprinciplesȱofȱmateriȬ ȱ      ality,ȱ continuity,ȱ practicabilityȱ andȱ comprehensibility,ȱ inȱ orderȱ toȱ eliminateȱ ȱ      distortionsȱandȱ toȱallowȱaȱ reasonableȱcalculationȱ ofȱ EVA.ȱ Suchȱ adjustmentsȱ ȱ      (which ȱ canȱ beȱ groupedȱ intoȱ theȱ fourȱ categoriesȱ ofȱ fundamental,ȱ basic,ȱ andȱ ȱ      retailȬspecificȱadjustmentsȱasȱ wellȱasȱthoseȱsubjectȱtoȱapproval)ȱdoȱnotȱ alterȱtheȱ ȱ      externalȱ balanceȱ sheetȱ andȱ incomeȱ statement.ȱ Theyȱ areȱ implementedȱ inȱ inȬ ȱ      ternalȱaccountingȱinȱorderȱtoȱmapȱtheȱeconomicȱperformanceȱaccuratelyȱandȱ ȱ      provideȱ anȱ incentiveȱ forȱ valueȬcreatingȱ behaviourȱ viaȱ theȱincentiveȱsystem.ȱȱ ȱ      Theȱ appropriateȱ definitionȱ ofȱ adjustmentsȱ isȱ oneȱ ofȱ theȱ mainȱ functionsȱ ofȱ

EVAȱTeamȱ   Metro’sȱEVAȱteam,ȱwhichȱisȱcomposedȱ ofȱ staffȱfromȱPlanningȱ&ȱControlling,ȱ

CorporateȱAccountingȱandȱCorporateȱHumanȱResources.ȱOtherȱtasksȱincludeȱ theȱ calculationȱofȱ EVA,ȱ clarificationȱofȱ specificȱ questionsȱ relatingȱ toȱ theȱdifȬ ferentȱsalesȱdivisions,ȱcommunicationȱofȱEVAȬrelatedȱmatters,ȱcalculationȱ ofȱ bonusȱfactors,ȱdocumentation,ȱandȱtrainingȱ(MetroȱAGȱ2004).ȱ

ConceptȱofȱMVAȱ   EVAȱ isȱ closelyȱ connectedȱ toȱ theȱ conceptȱ ofȱ marketȱ valueȱ addedȱ (MVA).ȱ Aȱ

company’sȱ MVAȱ representsȱ theȱ differenceȱ betweenȱ itsȱ marketȱ valueȱ (stockȱ market ȱ priceȱ multipliedȱ byȱ theȱ numberȱ ofȱ sharesȱ issued)ȱ andȱ capitalȱ emȬ ployed.ȱ Today’sȱMVAȱ expressesȱtheȱinvestors’ȱexpectationȱofȱtheȱ futureȱsucȬ cessȱ ofȱ theȱ company,ȱ “inȱ concreteȱ termsȱ theirȱ expectationsȱ ofȱ futureȱ EVAȱ improvements”ȱ(MetroȱAGȱ2004,ȱ p.ȱ9).ȱThus,ȱMVAȱisȱtheȱsumȱofȱ anticipatedȱ futureȱEVAsȱwhichȱareȱmadeȱcomparableȱbyȱdiscountingȱthemȱtoȱtheȱpresentȱ dayȱforȱallȱsalesȱdivisions,ȱinvestmentsȱandȱprojectsȱ(seeȱFigureȱ15.8).ȱ

 

Figureȱ15.8ȱ    RelationshipȱBetweenȱMVAȱandȱEVAȱ
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Source:ȱMetroȱAGȱ2004,ȱp.ȱ9.ȱ
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Sinceȱ MVAȱ isȱ theȱ presentȱ valueȱ ofȱ futureȱ expectedȱ EVAȱ (Stern/Shiely/Rossȱ   DeltaȱEVAȱ 2001,ȱp.ȱ17),ȱtheȱstockȱpriceȱandȱconsequentlyȱMVA,ȱwillȱonlyȱriseȱifȱexpectaȬ tionsȱareȱexceeded.ȱ Thus,ȱtheȱ dynamicsȱofȱ EVAȱareȱ important.ȱTheȱ absoluteȱ present ȱEVAȱreflectsȱpastȱperformance.ȱȱ

However,ȱdeltaȱEVAȱmeasuresȱtheȱchangeȱinȱEVAȱcomparedȱtoȱtheȱpreviousȱ yearȱ andȱ onlyȱ ifȱ theȱ actualȱ EVAȱ improvementȱ correspondsȱ toȱ theȱ expectedȱ EVA ȱ improvement,ȱ marketȱ expectationsȱ reflectedȱ inȱ theȱ currentȱ MVAȱ areȱ justified ȱ andȱ investorsȱ receiveȱ theirȱ fullȱ returnȱ (Metroȱ AGȱ 2004,ȱ p.ȱ10).ȱ Aȱ positive ȱ deltaȱ EVAȱ impliesȱ anȱ improvedȱ ratioȱ betweenȱ NOPATȱ andȱ capitalȱ employed.ȱȱ

Figureȱ15.9ȱillustratesȱtheȱdynamicsȱofȱEVAȱdevelopmentȱforȱtheȱMetroȱgroupȱ as ȱaȱwhole,ȱwhereasȱFigureȱ15.10ȱrepresentsȱtheȱEVAȱforȱ2005ȱasȱwellȱasȱdeltaȱ EVAȱ (theȱ changeȱ inȱ 2005ȱ comparedȱ toȱ 2004)ȱ forȱ theȱ fourȱ individualȱ salesȱ divisions.ȱ

 

DevelopmentȱofȱEVAȱatȱMetroȱGroup:ȱ2001Ȭ2005.ȱ                                    Figureȱ15.9ȱ
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EVAȱatȱMetroȱGroup’sȱSalesȱDivisionsȱinȱ2005ȱ                                        Figureȱ15.10ȱ

 

Sales Division Sales Division          EVA (in million EUR) EVA (in million EUR)        Delta EVA (in million EUR) Delta EVA (in million EUR)

Metro Cash & Carry Metro Cash & Carry              --389 389                        -0-012 12 Real (incl. Extra) Real (incl. Extra)                     -289-289                            -124-124 Media Markt/Saturn Media Markt/Saturn               --265 265                         -0-017 17

Galeria Kaufhof Galeria Kaufhof                   0 0-27-27                          -0-011 11             ȱ
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EVA as a Tool for Daily Corporate Management 

Assessmentȱofȱ   TheȱMetroȱgroupȱisȱdedicatedȱtoȱvalueȬorientedȱbusinessȱmanagementȱbasedȱ

EveryȱDecisionȱinȱ    onȱ economicȱ valueȱ addedȱ (EVA).ȱ Allȱ operative,ȱ strategicȱ andȱ investmentȱ

Termsȱofȱtheȱ    activitiesȱandȱ decisionsȱ areȱ assessedȱ andȱevaluatedȱ inȱ termsȱ ofȱtheirȱ contriȬ

Contribution ȱtoȱ    butionȱ toȱ overallȱ companyȱ value.ȱ Forȱ thisȱ reason,ȱ allȱ decisionsȱ areȱ madeȱ

EVAȱ   againstȱ theȱ backgroundȱ ofȱ theirȱ contributionȱ toȱ theȱ group’sȱ EVAȱ andȱ theȱ

increaseȱ inȱ EVAȱ fromȱ eachȱ individualȱ decisionȱ contributesȱ toȱ theȱ improveȬ mentȱofȱtheȱcompleteȱEVA:ȱ“…everyȱ EVAȱimprovementȱcounts!”ȱ(MetroȱAGȱ 2004, ȱ p.ȱ10).ȱ Thusȱ EVAȱ hasȱ toȱ fulfilȱ theȱ functionȱ ofȱ controllingȱ resourcesȱ soȱ that ȱcapitalȱ flowsȱ intoȱ thoseȱfieldsȱ inȱwhichȱ theȱ highestȱ valueȱ enhancementȱ canȱbeȱexpected.ȱ

Thus,ȱ theȱ discountedȱ EVAȱ (seeȱ Figureȱ15.8)ȱ isȱ forecastedȱ forȱ eachȱ potentialȱ projectȱandȱeveryȱdecisionȱ(Mengeleȱ1999,ȱp.ȱ138).ȱAccordingȱtoȱtheȱruleȱthatȱ aȱ positiveȱ EVAȱcashȱvalueȱ increases,ȱandȱ aȱ negativeȱ cashȱvalueȱ reducesȱ theȱ valueȱofȱ theȱ group’sȱ EVAȱ overȱ theȱ longȱ term,ȱ theȱ calculatedȱandȱdiscountedȱ EVAȱvaluesȱserveȱasȱdecisionȱfactorsȱforȱacceptingȱorȱrejectingȱanȱinvestment.ȱ Forȱ thisȱcalculation,ȱtheȱWACCȱisȱ alsoȱ usedȱ asȱ theȱ „minimumȱreturnȱonȱtheȱ capitalȱ employed“ȱ (Metroȱ AGȱ 2004,ȱ p.ȱ20).ȱ Forȱ eachȱ countryȱ inȱ whichȱ theȱ Metro ȱgroupȱisȱactive,ȱanȱappropriateȱWACCȱisȱcalculatedȱ(seeȱFigureȱ15.7)ȱinȱ orderȱtoȱtakeȱaccountȱofȱdifferentȱpoliticalȱandȱeconomicalȱconditionsȱsuchȱasȱ inflationȱrisk.ȱHowever,ȱtheȱsameȱWACCȱ isȱ usedȱ throughoutȱ theȱ sameȱsalesȱ divisionsȱ inȱ differentȱ countries,ȱ forȱ reasonsȱ ofȱ similarityȱ ofȱ businessȱ areasȱ andȱriskȱstructures,ȱasȱwellȱasȱtoȱfacilitateȱcalculationȱ(MetroȱAGȱ2004,ȱp.ȱ14).ȱ Inȱ theȱ financialȱ yearȱ 2005,ȱ Metroȱ groupȱ hasȱ investedȱ aȱ totalȱ amountȱ ofȱ 2.1ȱ billionȱ EUR,ȱ equallingȱ anȱ increaseȱ ofȱ 394ȱ millionȱ EURȱ comparedȱ withȱ theȱ sameȱperiodȱtheȱyearȱbefore.ȱ

Investingȱ inȱprojectsȱ withȱ aȱpositiveȱEVAȱ cashȱ valueȱ isȱoneȱ ofȱ theȱ mostȱimȬ portantȱ waysȱtoȱincreaseȱaȱcompany’sȱeconomicȱvalueȱadded.ȱByȱmeansȱofȱaȱ simpleȱ modificationȱofȱtheȱformulaȱforȱ EVAȱcalculationȱ(seeȱFigureȱ15.6),ȱtheȱ threeȱ basicȱ optionsȱ forȱ aȱ companyȱ toȱ improveȱ EVAȱ canȱ beȱ seenȱ directlyȱ throughȱtheȱindividualȱformulaȱcomponentsȱ(seeȱFigureȱ15.11).ȱ

 

Figureȱ15.11ȱ    ModifiedȱEVAȱFormulaȱ

 

(9$         123$7   :$&&   [ FDSLWDO HPSOR\HG FDSLWDO HPSOR\HG

ȱ

Source:ȱMetroȱAGȱ2004,ȱp.ȱ15.ȱ
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InȱorderȱtoȱincreaseȱtheȱEVAȱvalue,ȱtheȱcompanyȱcanȱeitherȱ increaseȱ NOPAT,ȱ    ThreeȱPossibiliȬ whichȱ meansȱ raisingȱ theȱ profitȱ ofȱ previouslyȱ existingȱ businessesȱ withoutȱ    tiesȱofȱIncreasingȱ additionalȱ capitalȱ expenditure,ȱ orȱ investȱ capitalȱ inȱ projectsȱ theȱ returnȱ rateȱ ofȱ    EVAȱ which ȱexceedsȱtheȱWACC.ȱAlternatively,ȱitȱcanȱreduceȱtheȱsoȬcalledȱdeadȱassets,ȱ    ȱ whichȱ meansȱreducingȱ theȱ capitalȱ employed.ȱ Measuresȱ toȱ increaseȱ NOPATȱareȱ alsoȱreferredȱtoȱasȱprofitȱmanagementȱandȱthoseȱforȱtheȱoptimisationȱofȱalreadyȱ investedȱ capitalȱ asȱ assetȱ management.ȱ Improvingȱ oneȱ ofȱ theȱ threeȱ possibleȱ factors ȱleads,ȱceterisȱparibus,ȱtoȱanȱincreaseȱinȱEVA.ȱȱ

Specificȱ measuresȱforȱ aȱ NOPATȱ increaseȱforȱ existingȱ businessȱareasȱ achieveȱ    SpecificȱMeasures higherȱturnoverȱonȱtheȱsameȱfloorȱspaceȱ(likeȬforȬlike)ȱby,ȱforȱinstanceȱspecialȱ offers,ȱ improvedȱ customerȱ serviceȱ orȱ aȱ moreȱ efficientȱ costȱ managementȱ throughȱ processȱ optimisationȱorȱtheȱ costȬeffectiveȱ employmentȱ ofȱpartȬȱandȱ full Ȭtimeȱworkers.ȱProjectsȱwithȱaȱpositiveȱdiscountedȱEVAȱvalueȱcanȱincludeȱ theȱ openingȱ ofȱ newȱ stores,ȱ implementationȱ ofȱ productȱ rangesȱ orȱ theȱ develȬ opmentȱofȱsustainableȱcompetitiveȱadvantageȱthroughȱinnovations.ȱAȱreducȬ tionȱ inȱ deadȱ capitalȱ employedȱ canȱ beȱ achievedȱ byȱ optimisingȱ warehouseȱ inventoriesȱwithȱtheȱhelpȱ ofȱ specialȱsales,ȱincreasingȱ stockȱ turnoverȱthroughȱ anȱimprovedȱ productȱ range,ȱ theȱ saleȱofȱ lessȱrelevantȱtangibleȱ assetsȱorȱclosȬ ingȱdownȱunproductiveȱsitesȱ(MetroȱAGȱ2004).ȱ

Theȱcompany’sȱriskȱ managementȱ isȱalsoȱbasedȱonȱtheȱsteeringȱinstrumentȱofȱ   Riskȱ economicȱ valueȱadded.ȱWhenȱ decidingȱ whetherȱ toȱacceptȱ specificȱ risks,ȱtheȱ Managementȱ

Metroȱ group’sȱ guidingȱ principleȱ isȱ theȱ sustainableȱ increaseȱ inȱ enterpriseȱ value.ȱEVAȱrepresentsȱtheȱcrucialȱbenchmarkȱforȱcorporateȱsuccessȱandȱis,ȱinȱ particular,ȱ anȱ importantȱ criterionȱ forȱ investmentȱ decisions.ȱ Entrepreneurialȱ risksȱareȱtakenȱ onlyȱ ifȱ theȱconcomitantȱ risksȱareȱmanageableȱ andȱwhereȱ theȱ opportunities ȱinvolvedȱpromiseȱreasonableȱvalueȱadded.ȱȱ

 

Performance-Related Remuneration and Incentive System 

A ȱ carefullyȱ designedȱ EVAȱ incentiveȱ programmeȱ isȱ seenȱ asȱ oneȱ ofȱ theȱ mostȱ   Employee’sȱParȬ importantȱ stepsȱ inȱ successfullyȱimplementingȱ EVAȱ asȱ aȱ groupȱ steeringȱ sysȬ    ticipationȱinȱEVAȱ temȱ (Stern/Shiely/Rossȱ2001,ȱp.ȱ147).ȱAtȱ Metro,ȱEVAȱisȱtheȱ basisȱ forȱ theȱ variȬ ableȱ componentȱ ofȱ salary.ȱ Thus,ȱ employeesȱ participateȱ directlyȱ inȱ theȱ comȬ pany’s ȱ businessȱ success,ȱ whichȱ increasesȱ theirȱ identificationȱ withȱ Metroȱ groupȱ andȱ enhancesȱ theirȱ awarenessȱ ofȱ opportunitiesȱ andȱ risksȱ associatedȱ withȱ allȱ entrepreneurialȱ decisions.ȱ Accordingly,ȱ employeesȱ ideallyȱ becomeȱ “coȬentrepreneurs”ȱandȱ“actȱasȱportfolioȱmanagers”ȱ(Bellȱ2004b,ȱp.ȱ223).ȱȱ

Thisȱ measureȱtriesȱ toȱ solveȱ theȱintrinsicȱconflictȱ “betweenȱtheȱ realizationȱ ofȱ an ȱattractiveȱreturnȱonȱinvestmentȱandȱanȱattractiveȱvariableȱincentiveȱforȱtheȱ employees” ȱ(MetroȱAGȱ2004,ȱp.ȱ21).ȱ
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ModeȱofȱFunctionȱ   TheȱEVAȱincentiveȱ systemȱ isȱ implementedȱ individuallyȱforȱeachȱ ofȱtheȱsalesȱ

ofȱEVAȱIncentiveȱ    divisionsȱ withȱ theȱ helpȱofȱ theȱ internalȱ bonusȱ bankȱ system,ȱwhichȱ worksȱ asȱ

Systemȱ   follows.ȱ Theȱ startingȱ pointȱ forȱ theȱ calculationȱ isȱ theȱ objectiveȱ ofȱ expectedȱ

EVAȱimprovementȱ(deltaȱEVA).ȱAnȱemployee’sȱ bonusȱchangesȱwithȱtheȱrealȬ isedȱdeltaȱEVAsȱeachȱfinancialȱyear.ȱWhereȱtheȱanticipatedȱandȱtheȱrealȱvalueȱ ofȱ deltaȱ EVAȱ correspondȱ withȱ oneȱ another,ȱ theȱ individuallyȱ agreedȱ targetȱ bonusȱisȱgranted.ȱHowever,ȱtheȱbonusȱforȱtheȱcurrentȱfiscalȱyearȱisȱonlyȱpaidȱ up ȱtoȱ thisȱvalue.ȱ Ifȱ theȱ targetȱvalueȱ isȱ exceeded,ȱtheȱremainingȱ differenceȱ isȱ credited ȱ toȱ theȱ personalȱ bonusȱ bank.ȱ Eachȱ year,ȱ aȱ fixedȱ percentageȱ isȱ disȬ bursedȱ outȱ ofȱthisȱ bonusȱ bankȱ creditȱ andȱ theȱ residueȱ isȱ carriedȱ forward.ȱ A ȱ negativeȱbonusȱreducesȱtheȱcredit,ȱbutȱ theȱ negativeȱcreditȱ hasȱaȱ lowerȱlimit.ȱ Theȱ bonusȱ bankȱsystemȱ isȱintendedȱ toȱ smoothȱ outȱ annualȱexpenditureȱ andȱ thusȱtoȱcreateȱincentivesȱalsoȱinȱtheȱmediumȱtermȱ(MetroȱAGȱ2004).ȱ

Managementȱ   Thereȱisȱalsoȱaȱlinkȱbetweenȱ remunerationȱ andȱEVAȱ conceptȱatȱ theȱmanageȬ

Levelȱ    mentȱ boardȱ level,ȱ whichȱ inȱ thisȱ caseȱisȱ intendedȱ toȱreduceȱ conflictȱ betweenȱ

managersȱandȱshareholdersȱ (i.e.ȱtheȱcompany’sȱowners)ȱbyȱ rewardingȱ manȬ agersȱforȱ performanceȱthatȱincreasesȱshareholderȱvalueȱandȱpenalisingȱthemȱ inȱtheȱconverseȱcaseȱ(Stern/Shiely/Rossȱ 2001,ȱp.ȱ24).ȱWithinȱtheȱMetroȱgroup,ȱ managementȱboardȱremunerationȱisȱlinkedȱbyȱtwoȬthirdsȱtoȱtheȱperformanceȱ evaluationȱ viaȱ EVA,ȱwhereasȱ onlyȱ oneȱthirdȱ ofȱtheȱ boardroomȱ payȱ isȱ fixed.ȱ Theȱ sizeȱ ofȱ theȱ variable,ȱ performanceȬbasedȱ compensationȱ resultsȱ largelyȱ fromȱ EVAȬbasedȱremunerationȱentitlements.ȱ Dueȱtoȱtheȱbonusȱ bankȱsystem,ȱ theȱ fullȱ payoutȱ ofȱ EVAȬbasedȱ compensationȱ entitlementsȱ dependsȱ onȱ EVAȱ factorsȱinȱsubsequentȱyears.ȱTheȱdevelopmentȱofȱdeltaȱEVAȱisȱtheȱbasisȱofȱtheȱ EVAȬbasedȱ remunerationȱ systemȱ forȱ membersȱ ofȱ theȱ managementȱ board,ȱ just ȱasȱforȱtheȱstaff.ȱTheȱEVAȬbasedȱremunerationȱsystemȱisȱitselfȱbasedȱonȱaȱ comparison ȱ ofȱ deltaȱ EVAȱ withȱ aȱ targetȱ setȱ byȱ theȱ Supervisoryȱ Board’sȱ PerȬ sonnelȱ andȱ Nominationsȱ Committee,ȱ takingȱ intoȱ accountȱ capitalȱ marketȱ expectationsȱ ofȱ valueȱ creation.ȱ Ifȱ theȱ targetȱ isȱ reached,ȱ anȱ agreedȱ bonusȱ isȱ paidȱ inȱ fullȱ (bonusȱ factorȱ 1.0).ȱ Aȱ thirdȱ componentȱ ofȱ theȱ remunerationȱ ofȱ Metro ’sȱ managementȱ boardȱ consistsȱ ofȱ aȱ variableȱstockȱ optionsȱ planȱ (Metroȱ AGȱ2005a,ȱp.ȱ15).ȱ

 

Summary and Outlook 

Becauseȱofȱ economicȱ stagnationȱ andȱ theȱ associatedȱconsumerȱpriceȱ sensitivȬ ityȱ especiallyȱ inȱGermany,ȱtheȱ retailȱ industryȱisȱcurrentlyȱ characterisedȱ byȱ aȱ highȱ competitiveȱ intensityȱ andȱ difficultȱ startupȱ conditions.ȱ Thisȱ trendȱ canȱ clearlyȱbeȱseenȱinȱtheȱrapidȱgrowthȱofȱhardȱdiscountersȱinȱfoodȱretailingȱ(seeȱ caseȱstudyȱAldiȱinȱChapterȱ5)ȱandȱasȱfarȱasȱtheȱMetroȱgroupȱisȱconcerned,ȱthisȱ trendȱisȱ confirmedȱ byȱ theȱ weaknessȱ ofȱ theȱhypermarketȱ operatorsȱ Real,ȱ theȱ
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onlyȱsalesȱdivisionȱ(togetherȱwithȱExtra)ȱwhichȱwasȱconfrontedȱwithȱnegativeȱ developmentsȱinȱtheȱfinancialȱyearȱ2005ȱasȱfarȱasȱturnover,ȱEBITȱandȱEVAȱareȱ concerned. ȱThisȱ revealsȱ theȱ relevanceȱ ofȱanȱ effectiveȱ performanceȱmeasureȬ mentȱtool,ȱalsoȱinȱtheȱfutureȱinȱorderȱtoȱbeȱableȱtoȱevaluateȱdecisionsȱagainstȱ theȱ backgroundȱ ofȱ theirȱ contributionȱ toȱ theȱ company’sȱ growthȱ inȱ crisisȬ riddenȱ salesȱ divisions.ȱ Accordingȱ toȱ variousȱ reports,ȱ theȱ Metroȱ groupȱ willȱ notȱ sellȱ theȱ salesȱ divisionȱ Real/Extraȱ andȱ willȱ counteractȱ currentȱ difficultiesȱ withȱaȱqualityȱassuranceȱoffensiveȱasȱwellȱasȱreducedȱpersonnelȱcostsȱ(Planetȱ Retailȱ 2006a).ȱ Metro’sȱ heavilyȱpushedȱinternationalisation,ȱespeciallyȱinȱ Eastȱ EuropeanȱorȱAsianȱmarkets,ȱrequiresȱaȱrelevantȱforecastȱofȱ(expected)ȱEVAȱinȱ orderȱ toȱ implementȱ valueȬaddingȱ investments.ȱ Theseȱ valueȱ enhancementsȱ are ȱ necessaryȱ forȱ publiclyȱ listedȱ companies,ȱ inȱ orderȱ toȱ satisfyȱ shareholderȱ desiresȱforȱanȱincreasingȱMVA,ȱmarketȱpriceȱandȱdividends.ȱ

 

Questions

1.ȱ Apartȱ fromȱ theȱ Metroȱ group,ȱ severalȱ otherȱ companiesȱ suchȱ asȱ Aholdȱ orȱ

JCPenneyȱuseȱEVAȱasȱaȱgroupȱsteeringȱsystem.ȱDiscussȱtheȱpossibleȱlimitsȱ andȱrisksȱofȱEVAȱasȱaȱgroupȱsteeringȱsystem.ȱ

2. ȱ Whatȱpossibleȱdriversȱorȱdeterminantsȱcanȱ influenceȱtheȱeconomicȱvalueȱ

addedȱinȱaȱcompanyȱorȱcontributeȱtoȱitsȱimprovement?ȱ

3.ȱ Compareȱ theȱ EVAȱ conceptȱ withȱ anotherȱ steeringȱ toolȱ forȱ valueȬbasedȱ

companyȱ managementȱ withinȱ theȱ frameworkȱ ofȱ theȱ shareholderȱ valueȱ approachȱandȱmakeȱaȱcomparativeȱanalysis.ȱ

 

Hints

1. ȱ SeeȱMetroȱAGȱ2004ȱforȱdetailsȱofȱtheȱcomputationȱofȱEVA.ȱ

2.ȱ Seeȱsectionȱ“EVAȱasȱaȱToolȱforȱDailyȱCorporateȱManagement”ȱandȱMetroȱ

AGȱ 2004ȱ forȱ examplesȱ ofȱ valueȱ drivers.ȱ Alsoȱ takeȱ intoȱ considerationȱ Metro’sȱ annualȱ reportsȱ andȱ pressȱcoverageȱforȱcurrentȱ examplesȱ ofȱproȬ jects ȱwithȱexpectedȱpositiveȱdiscountedȱEVAȱnetȱvalue.ȱ

3.ȱ SeeȱStewartȱ 1990ȱforȱaȱdetailedȱanalysisȱofȱtheȱrelationshipȱbetweenȱEVAȱ

andȱMVA.ȱ

ȱ
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