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The cover for this textbook illustrates that retailing 

is a dynamic industry utilizing technologic innovation like this electronic shelf tag to 

provide a more rewarding shopping experience. Some examples of the technolo-

gies highlighted in this textbook are the use of the Internet for providing informa-

tion and selling products and services to customers; use of social media and digital 

signage to communicate with customers; application of geographic information sys-

tem (GIS) technology to determine store locations; integrated supply chain manage-

ment systems, RFID, and CPFR (collaboration, planning, forecasting and replenishment) 

systems; analysis of customer databases to identify and tailor offerings to custom-

ers; and the use of profi t optimization decision support systems for setting prices in 

different markets, taking markdowns, and allocating merchandise. 

Through the use of these technologies, the United States remains the world’s most 

sophisticated retail market.  However, retail sales in the BRIC countries (Brazil, Rus-

sia, India, and China) are attractive markets with high potential growth. This edition 

highlights the growth of global retailers and the issues that they face when entering 

emerging markets.

Finally, this edition also highlights retailers’ heightened concern for societal issues, the 

environment, and the people involved in making and transporting merchandise to mar-

kets.  Retailers are buying merchandise with an eye toward its carbon footprint and 

other ecological factors.  They have taken an active role in making sure that workers 

are treated humanely and can earn a living wage. 

p.3
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v

 Retailing is a high-tech, global, growth industry that plays a vital economic role in 
society. Our objective in preparing the eighth edition is to stimulate student inter-
est in retailing courses and careers by capturing the exciting, challenging, and re-
warding opportunities facing both retailers and firms that sell their products and 
services to retailers, such as IBM and Procter & Gamble. The textbook focuses on 
the strategic issues facing the retail industry and provides a current, informative, 
“good read” for students. 
 As retailing continues to evolve and change, so do the ways in which we com-
municate to our students. We are very excited to introduce Connect Marketing for 
Retailing Management, 8e. While you may have seen Connect Marketing with other 
McGraw-Hill products, this is the first time it is offered for Retailing Manage-
ment. Students will find lectures, practice materials, and eBook links for each 
chapter. A grade management system makes its use easy for the instructor. Lauren 
Skinner Beitelspacher, Ph.D., University of Alabama at Birmingham, is our digital 
coauthor, overseeing and leading the development of this exciting new addition to 
our package.

 PREFACE 

  NEW FEATURES  
 In preparing the eight edition of  Retailing Management , we have revised the text-
book to address five important developments in retailing: (1) the increasing role of 
the Internet in retailing, (2) new ways to communicate with customers, (3) the 
greater emphasis on social responsibility by retailers, (4) the use of technology and 
analytical methods for decision making, and (5) globalization.  

 Evolving Role of the Internet   Fifteen years ago, many experts thought that 
consumers would abandon the mall and shop for most products and services using 
the Internet. Traditional retailers would be replaced by a new breed of techno-
savvy entrepreneurs. Now it is clear that the Internet is not replacing the tradi-
tional retail industry but rather enhancing the activities undertaken by traditional 
retailers—retailers that use multiple channels (Internet, catalog, stores, and mo-
bile) to interact with their customers. 
  In the eighth edition, we go beyond Chapter 3, which is dedicated to multi-
channel retailing, to discuss Internet retailing applications throughout the text-
book. For example,  
  •   Use of the Internet for selection and training of employees (Chapters 9 and 16).  
  •   Use of the Internet for communicating with vendors (Chapters 11, 12, and 13).  
  •   Internet-based digital signage in stores (Chapter 17).  
  •   Providing information and customer service through Web-enabled kiosks and 

POS terminals (Chapter 18).     

 New Ways to Communicate with Customers   Retailers communicate 
with customers using a mix of methods, such as advertising, sales promotion, 
 publicity, e-mail, blogs, and social media using Twitter, Facebook, YouTube, and 
blogs. Although many of these traditional methods, such as advertising, have been 
used for decades, Internet enabling technology has changed the way retailers 
 utilize their promotional budgets and communicate with customers. For example,  
  •   The impact of social networks on buying behavior (Chapter 4).  
  •   The increased use of cell phones to allow customers to make price 

comparisons, locate merchandise, receive coupons, and buy merchandise 
(Chapter 15).  
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  •   The use of blogs, Twitter, Facebook, and YouTube to promote retailers and 
specific merchandise, as well as to collect customer attitudes about retailers 
and reviews of their product (Chapter 15).  

  •   The use of the technology to customize and deliver coupons and other 
targeted promotions to customers. Customers also utilize Internet sites to find 
coupons to redeem at their favorite retailers (Chapter 15).     

 Social Responsibility of Retailers   Retail institutions are pervasive in our so-
ciety and thus have a major impact on the welfare of their customers, suppliers, 
and employees. Given the importance of their societal role, both consumers and 
retailers are becoming more concerned about social issues facing the world, such 
as global warming, immigration, health care, and working conditions in less devel-
oped economies. Some of these social responsibility issues, identified with legal/
ethical icons in the margins and discussed in the eighth edition, are:  
  •   Consumer interest in green products (Chapter 4).  
  •   Ethical issues in sourcing merchandise globally (Chapter 13).  
  •   Considering sustainability issues in store operations (Chapter 16) and design 

(Chapter 17).     

 Use of Technology in Retailing   Retailing is a high-tech industry with retail-
ers increasingly using communications and information systems technologies and 
analytical models to increase operating efficiencies and improve customer service. 
Some of these new technology applications, identified with technology icons in 
the margins and discussed in the eighth edition, are:  
  •   Use of Web sites to sell products and services to customers (Chapter 3).  
  •   Providing a seamless multichannel (stores, Web sites, and catalogs) interface 

so that customers can interact with retailers anytime, anywhere (Chapter 3).  
  •   Stores of the future that use technology to provide a more rewarding shopping 

experience (Chapter 3).  
  •   Application of geographic information system (GIS) technology for store 

location decisions (Chapter 8).  
  •   Internet applications for effective human resource management (Chapter 9).  
  •   Integrated supply chain management systems (Chapter 10).  
  •   RFID (radio frequency identification) technology to improve supply chain 

efficiency (Chapter 10).  
  •   CPFR (collaboration, planning, forecasting, and replenishment) systems for 

coordinating vendors and retailer activities (Chapter 10).  
  •   Analysis of customer databases to determine customer lifetime value, target 

promotions toward a retailer’s best customers, and undertake market basket 
analyses (Chapter 11).  

  •   Implementation of marketing programs to increase customer share of wallet 
(Chapter 11).  

  •   Sophisticated inventory management and assortment planning systems 
(Chapter 12).  

  •   Reverse auctions for buying merchandise (Chapter 13).  
  •   Use of profit-optimization decision support systems for setting prices in 

different markets and taking markdowns (Chapter 14).  
  •   Developing targeted promotions using customer databases (Chapter 15).  
  •   Internet-based training for store employees (Chapter 16).  
  •   Decision support systems for scheduling sales associates (Chapter 16).  
  •   EAS technology designed to reduce shoplifting (Chapter 16).  
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  •   Creating planograms to optimize sales and profits from merchandise 
categories (Chapter 17).  

  •   Digital signage to reduce cost and increase message flexibility (Chapter 17 and 
a new case on Harrods Department Store).  

  •   In-store kiosks, mobile devices, and the Internet to improve customer service 
(Chapter 18).  

  •   Instant chat for servicing online customers (Chapter 18).     

 Globalization of the Retail Industry   Retailing is a global industry. With a 
greater emphasis being placed on private-label merchandise, retailers are working 
with manufacturers located throughout the world to acquire merchandise. In ad-
dition, retailers are increasingly looking to international markets for growth op-
portunities. For instance, Sweden-based furniture retailer IKEA is successful 
because it is able to manufacture and sell relatively low priced stylish furniture to 
like-minded customers around the globe. Some of the global retailing issues, iden-
tified with icons in the margins, examined in this edition are:  
  •   Retail efficiencies in different economies (Chapter 1).  
  •   Illustrations of global expansion by retailers (Chapter 2).  
  •   Cultural impacts on customer buying behavior (Chapter 4).  
  •   Keys to successful entry into international markets (Chapter 5).  
  •   Evaluation of international growth opportunities (Chapter 5).  
  •   Differences in location opportunities in global markets (Chapter 7).  
  •   Employee management issues in international markets (Chapters 9 and 16).  
  •   Global sourcing of private-label merchandise (Chapter 13).  
  •   Cultural differences in customer service needs (Chapter 18).      

  BASIC PHILOSOPHY  
 The eighth edition of  Retailing Management  maintains the basic philosophy of the 
previous seven editions. We continue to focus on key strategic issues with an em-
phasis on financial considerations and implementation through merchandise and 
store management. These strategic and tactical issues are examined for a broad 
spectrum of retailers, both large and small, domestic and international, selling 
merchandise and services.  

 Strategic Focus   The entire textbook is organized around a model of strategic 
decision making outlined in Exhibit 1–4 in Chapter 1. Each section and chapter 
relates back to this overarching strategic framework. In addition, the second sec-
tion of the book focuses exclusively on critical strategic decisions, such as selecting 
target markets, developing a sustainable competitive advantage, building an orga-
nizational structure and information and distribution systems to support the stra-
tegic direction, building customer loyalty, and managing customer relationships. 
The text explores in depth the resources that retailers use to develop sustainable 
competitive advantage, such as  
  •   Selecting store location (Chapters 7, 8).  
  •   Developing and maintaining human resources (Chapter 9).  
  •   Managing information systems and supply chains (Chapter 10).  
  •   Managing customer relationship management and loyalty programs (Chapter 11).     

 Financial Analysis   The success of any retailer, like any other business, depends on 
its ability to make a profit, provide an adequate return to its owners, and be  financially 
stable. The  financial problems experienced by some well-known retail firms, like 
Circuit City, Sharper Image, and K-B Toys, highlight the need for a thorough 
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understanding of the financial implications of strategic retail decisions. Financial 
analysis is emphasized in selected chapters, such as Chapter 6 on the overall strategy 
of the firm  using the strategic profit model and the financial strength of retailers us-
ing cash flow and ratio analysis, Chapter 11 on the evaluation of customer lifetime 
value, and Chapter 12 on retail buying systems. Financial issues are also raised in 
the sections on negotiating leases, bargaining with suppliers, pricing merchandise, 
developing a communication budget, and compensating salespeople.   

 Implementing a Retail Strategy   Although developing a retail strategy is 
critical to long-term financial performance, the execution of strategies is as impor-
tant as the development of the strategy. Traditionally, retailers have exalted the 
merchant prince—the buyer who knew what the hot trends were going to be. 
While we provide a thorough review of merchandise management issues, the em-
phasis in retailing is shifting from merchandise management to the block and 
tackling of getting merchandise to the stores and customers and providing excel-
lent customer service and an exciting shopping experience. Due to this shift to-
ward store management, most students embarking on retail careers go into 
distribution and store management rather than merchandise buying. Thus, this 
text devotes an entire chapter to information systems and supply chain manage-
ment and an entire section to store management.   

 Up-to-Date Information   Retailing is a very dynamic industry, with new ideas 
and formats developing and traditional retailers constantly adapting to the chang-
ing environment or suffering financially. Most of the examples provided in the text 
have taken place in the last two years.   

 Balanced Approach   The eighth edition continues to offer a balanced ap-
proach for teaching an introductory retailing course by including descriptive, 
how-to, and conceptual information in a highly readable format.   

 Descriptive Information   Students can learn about the vocabulary and prac-
tice of retailing from the descriptive information throughout the text. Examples of 
this material are:  
  •   Leading U.S. and international retailers (Chapter 1).  
  •   Management decisions made by retailers (Chapter 1).  
  •   Types of store-based and nonstore retailers (Chapter 2 and 3).  
  •   Approaches for entering international markets (Chapter 5).  
  •   Location options (Chapter 7).  
  •   Lease terms (Chapter 8).  
  •   Organization structure of typical retailers (Chapter 9).  
  •   Flow of information and merchandise (Chapter 10).  
  •   Branding strategies (Chapter 13).  
  •   Methods for communicating with customers (Chapter 15).  
  •   Store layout options and merchandise display techniques (Chapter 17).  
  •   Career opportunities (Appendix 1A to Chapter 1).     

 How-to Information    Retailing Management  goes beyond this descriptive in-
formation to illustrate how and why retailers, large and small, make decisions. 
Procedures with examples are provided for making the following decisions:  
  •   Managing a multichannel operation (Chapter 3).  
  •   Scanning the environment and developing a retail strategy (Chapter 5).  
  •   Analyzing the financial implications of retail strategy (Chapter 6).  
  •   Evaluating location decisions (Chapter 8).  
  •   Developing a merchandise assortment and budget plan (Chapters 12).  
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  •   Negotiating with vendors (Chapter 13).  
  •   Pricing merchandise (Chapter 14).  
  •   Recruiting, selecting, training, evaluating, and compensating sales associates 

(Chapter 16).  
  •   Designing the layout for a store (Chapter 17).  
  •   Providing superior customer service (Chapter 18).     

 Conceptual Information    Retailing Management  also includes conceptual in-
formation that enables students to understand why decisions are made, as outlined 
in the text. As Mark Twain said, “There is nothing as practical as a good theory.” 
Students need to know these basic concepts so they can make effective decisions in 
new situations. Examples of this conceptual information in the eighth edition are:  
  •   Customers’ decision-making process (Chapter 4).  
  •   The strategic profit model and approach for evaluating financial performance 

(Chapter 6).  
  •   Price theory and marginal analysis (Chapters 14 and 15).  
  •   Motivation of employees (Chapter 16).  
  •   In-store shopping behaviors (Chapter 17).  
  •   The Service Gaps model for service quality management (Chapter 18).     

 Student-Friendly Textbook   This eighth edition creates interest and involves 
students in the course and the industry by making the textbook a “good read” for 
students. We use Refacts (retailing factoids), Retailing Views, and retail manager 
profiles at the beginning of each chapter to engage students.   

 Refacts   We have updated and added more interesting facts about retailing, 
called Refacts, in the margins of each chapter. Did you know that on average, 
Americans, with mobile phone Internet access, spend 2.7 hours a day connected 
to the Internet through their mobile phones? The primary usage of the mobile 
Internet connection is for socializing with others. Or that the teabag was devel-
oped by a Macy’s buyer and pantyhose was developed by a JCPenney buyer?   

 Retailing Views   Each chapter contains either new or updated vignettes called 
Retailing Views to relate concepts to activities and decisions made by retailers. 
The vignettes look at major retailers, like Walmart, Walgreens, JCPenney, 
 Target, Kohl’s, Neiman Marcus, and Macy’s, that interview students on campus 
for management training positions. They also discuss innovative retailers like REI, 
Starbucks, Zara, Mango, Top Shop, The Container Store, Sephora, Curves, 
 Chico’s, and Bass Pro Shops. Finally, a number of Retailing Views focus on entre-
preneurial retailers competing effectively against national chains.   

 Profiles of Retail Managers   To illustrate the challenges and opportunities in 
retailing, each chapter in the eighth edition begins with a brief profile, in their 
own words, of a manager or industry expert whose job or expertise is related to the 
material in the chapter. These profiles range from Debbie Harvey, President of 
Ron Jon Surf Shop and Mike Odell, CEO of Pep Boys to Heather Graham, a 
Walgreen’s store manager and Darius Jackson, a JCPenney buyer. They include 
people who have extensive experience in a specific aspect of retailing, like Krista 
Gibson, VP Marketing, at Chili’s and Ramesh Murthy, VP Inventory Replenish-
ment at CVS/Caremark. 
  The profiles illustrate how senior executives view the industry and suggest 
 career opportunities for college students. They also provide students with firsthand 
information about what people in retailing do and the rewards and challenges of 
their jobs and careers.    
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  SUPPLEMENTAL MATERIALS  

  ACKNOWLEDGMENTS  

 To enhance the student learning experience, the eighth edition includes new cases 
and videos illustrating state-of-the-art retail practices, a Web-based computer ex-
ercise package for students, and a comprehensive online instructor’s manual with 
additional cases and teaching suggestions. 
   Get Out and Do It!  exercises are found at the end of each chapter. These ex-
ercises suggest projects that students can undertake by visiting local retail stores, 
surfing the Internet, or using the student Web site. A continuing assignment exer-
cise is included so that students can engage in an exercise involving the same re-
tailer throughout the course. The exercises are designed to provide a hands-on 
learning experience for students. 
   Monthly Newsletter with Short Cases  based on recent retailing articles ap-
pearing in the business and trade press. Instructors can use these short cases to 
stimulate class discussions about current issues confronting retailers. The newslet-
ter is e-mailed to instructors and archived on the text’s Web page. 
   Ten New Cases  including Walmart, Target Marketing with Google Adwords, 
Netflix Personalizes the Customer’s Experience, Tiffany’s and Blue Nile: Compar-
ing Financial Performance, Attracting Gen-Y to a Retail Career, American Furni-
ture Warehouse Sources Globally, Merchandise Exclusively for JCPenney, Active 
Endeavors Analyzes Its Customer Database, Generating Advertising Revenue 
From a Digital Screen Network and B-G Merchandise Budget Plan. All 38 cases in 
the textbook are either new or  updated with current information. A number of the 
cases, such as Starbucks, Build-A-Bear, and Walmart, have videos that complement 
the written case. 
 Eight New Videos among the 35 video segments available to illustrate issues 
addressed in the text. The topics addressed by the new videos include using 
technology to enhance the shopping experience, Zappos’ customer service, HR 
management at Hot Topics, Tesco’s entry into the U.S., customer centricity at 
Best Buy, and Whole Foods’ retail strategy.  
   Web Site for Students and Instructors (www.mhhe.com/levy8e)  Just as 
 retailers are using the Internet to help their customers, we have developed a Web 
site to help students and instructors use the eight edition of this textbook effec-
tively. Some of the features on the Web site are:  
  •   Multiple-choice questions on the student site.  
  •   Experiential exercises for students.  
  •   Chapter-by-chapter Instructor Manual coverage.  
  •   Case and video notes.  
  •   Retailing trade publications and professional associations.  
  •   News articles about current events in retailing.  
  •   PowerPoint slides summarizing key issues in each chapter.  
  •   Hot links to retailing news sites and sites associated with the Internet exercises 

in the textbook.  
  •   Additional cases about retailers.     

 Throughout the development of this text, several outstanding individuals were inte-
grally involved and made substantial contributions. First, Britt Hackmann (Babson 
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  ABOUT  RETAILING MANAGEMENT,  8e 

 G U I D E D  T O U R  

  For seven editions, Levy & Weitz’s Retailing Management has been known for its 

strategic focus, decision-making emphasis, applications orientation, and readability. The 

authors and McGraw-Hill/Irwin are proud to introduce the eighth edition and invite you to 

see how this edition captures the exciting, dynamic nature of retailing.    

  STUDENT FEATURES  

  This edition continues the emphasis placed on creating interest and involving students in the course and the 
industry. Refacts, retailing views, and executive briefings at the beginning of each chapter make the textbook 
a “good read” for students.  

  Through real-world examples, students are given the 
opportunity to think about concepts in the text   

 Executive Briefings 
 To illustrate the opportunities and rewards from a ca-
reer in retailing, each chapter begins with a profile of a 
retail manager, either a senior executive or recent col-
lege graduate, discussing their area of decision-making 
and their career path. This specific executive briefing 
from Chapter 3 portrays Al Callier, Vice President, Inter-
active Design & Web Production, of Universal Orlando 
Resort. In his profile, he states, “Today online electronic 
commerce is among our leading retail sales channels 
and a strategic pillar of our marketing efforts.” Retailers 
are using the Internet and other technologies to pro-
vide more value to their customers, increase customer 
service, and improve operating efficiencies.   

I am responsible for Universal Orlando Resort’s digital 

content production including content strategy and Web site 

development, online advertising, and mobile content devel-

opment for the United States and the United Kingdom. In 

2002, when I joined Universal Orlando, the company was 

beginning to explore online e-commerce. Its Web site had 

online ticket purchase capability, but was more of an inter-

active print brochure describing the resort. Today online 

electronic commerce is among our leading retail sales 

channels and a strategic pillar of our marketing efforts.

 Promoting the resort and selling tickets to the theme 

parks before people arrive in Orlando is critical. Visitors 

to Orlando may plan to visit a number of the attractions 

in the area during their vacation, but change plans once 

the vacation is underway. By making it more attractive to 

buy tickets online before visitors arrive in Florida, we 

achieve more advance purchases and commitment to 

 visiting Universal Orlando.

 At this point in the evolution of the Internet, most vaca-

tioners use online resources to research their trip as well 

as book and purchase specific products. We have designed 

our online channel to assist families as they plan their vaca-

tions. The process might begin with determining the type 

and location of a vacation, and conclude with choosing spe-

cific activities and then purchasing tickets for these activi-

ties. It is a highly involving process that typically engages the 

participation of multiple family members in different ways. 

We have designed our Web site and navigation to provide 

the information and assistance our guests will find useful at 

each phase of the process, and encourage them to include 

Universal Orlando in their vacation plans, buy tickets to 

our theme parks, and make reservations at our hotels. 

 Our Web site also plays an important role in building a 

compelling image of Universal Orlando Resort. Thus we 

consider the strategic brand communication objectives, as 

well as the different types of visitors and guest needs in 

the design of our Web site. Some visitors come to the re-

sort more frequently and are more interested in specific 

offers and packages, while others are in the early phase of 

the vacation planning process and are seeking to get a 

basic understanding of the resort and theme parks. Our 

EXECUTIVE BRIEFING
Al Callier, Vice President, Interactive Design & 
Web Production, Universal Orlando® Resort 

Lev30026_ch03_056-077.indd Page 56  10/11/10  10:19 AM user-f494

 Interesting and Readable   
 Refacts 
 Refacts (retailing factoids) are interesting facts 
about retailing, related to the textual material, 
that are placed in the margins.   

 Catalog Channel 
  The     catalog channel    is a nonstore retail channel in which the retail offering is 
communicated to customers through a catalog mailed to customers. About half of 
U.S. consumers shop through catalogs each year. The merchandise categories with 
the greatest catalog sales are drugs and beauty aids, computers and software, cloth-
ing and accessories, furniture and housewares, and books, music, and magazines.  5   

  REFACT 
 More than 17 billion catalogs 
are mailed in the United 
States every year—about 
56 for every American.  6    

Lev30026_ch03_056-077.indd Page 58  10/11/10  10:19 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles

 Chapter Questions 
 These critical thinking questions  appear at 
the beginning of each chapter to give students 
the opportunity to prepare for what they will 
be required to understand in their reading.   

   QUESTIONS 

 What are the unique customer benefits offered by the 
three major retail channels: stores, catalogs, and the 
Internet? 

 Why are retailers moving toward using all three 
channels to interact with customers? 

 What are the key benefits and challenges in providing 
multichannel offerings? 

 How might technology affect the future multichannel 
shopping experience?    
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 Retailing Views 
 These vignettes reside in 
each chapter and relate 
 concepts  developed in the 
text to issues and problems 
confronting retailers.   

 RETAILING VIEW    Direct Selling in China    3.1 
 While sales growth through the direct 
selling channel is limited in the United 
States, companies like Avon and Mary Kay 
have effectively used this channel to sell 
products in less  developed countries. Us-
ing the direct selling channel is particularly 
effective in less developed countries 
 because an  extensive infrastructure to 

supply stores is 
not required.
Products are 
sent to hun-
dreds of thou-
sands of sales 
representatives 
in small villages. 
They pay for 

the products when they sell them. 
 The direct selling channel also is 

part of a movement around the world 
for women to have more economic in-
dependence. For example, Zhang Xiaoying, a 19-year-old 
woman from Guizhou, one of China’s poorest regions, says, “I 
love the corporate culture of Mary Kay. This company teaches 
you to aspire to a higher level.” 

 Before joining the company, many Mary 
Kay sales agents in China held low-paying 
jobs as secretaries, cashiers, and rural 
schoolteachers. Many were looking for a 
new focus in their lives. “Because my hus-
band is a businessman, and he is busy, we 
talked less and less,” says Lu Laidi, a Mary 
Kay sales director. “I felt my life was boring. 
I stayed home and barely dressed up.” 

 The use of a direct selling channel has 
been controversial in China. Many direct 
sellers have been accused of operating 
sophisticated pyramid schemes and other 
sales swindles. In response to these con-
cerns, China banned direct selling in 1998, 
saying that it was often a cover for “evil 
cults, secret societies and lawless and su-
perstitious activities.” In 2006, after heavy 
lobbying from American companies, China 
lifted its ban, and since then direct selling 
has grown into an $8 billion industry. 

 Sources: David Barboza, “Direct Selling Flourishes in China,”  New York 
Times,  December 26, 2009; J. Alex Tarquinio, “Selling Beauty on a 
Global Scale,”  New York Times , November 1, 2008, p. B2  

  The direct selling channel is particularly 
effective in less developed areas that lack 
the infrastructure to support retail stores.  

  REFACT 
 About 5.5 million sales repre-
sentatives now sell Avon 
products around the world, be 
it lip gloss in Shanghai or face 
powder in Rio de Janeiro.  11    
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 Online Learning Center 
 The Online Learning Center provides students with exercises to evaluate international expansion opportu-
nities, examine financial performance of retailers, analyze potential store locations, develop a merchandise 
budget plan, edit the assortment for a category, make pricing and markdown decisions, and determine 
break-even sales levels. Sample test questions and flash cards are provided for each chapter. 

  The student site provides:   
  •   Chapter Quizzes  
  •   Tutorials and Modules  
  •   Flashcards      

 GET OUT AND DO IT! 
EXERCISES 
 Found at the end of each chapter, 
these exercises suggest projects that 
students can undertake by either vis-
iting local retail stores, surfing the In-
ternet, or using the student Web site. 
The exercises are designed to pro-
vide a hands-on learning experience 
for students. A continuing exercise is 
included in each chapter so that stu-
dents can be involved in an experien-
tial exercise involving the same 
retailer throughout the course.    

   1.    CONTINUING CASE ASSIGNMENT: GO 
SHOPPING  Assume that you are shopping on the 
Internet for an item in the same merchandise category 
you analyzed for the Comparison Shopping exercise 
in Chapter 2. Go to the retailer’s Web site, and com-
pare the merchandise assortment offered, the prices, 
and the shopping experience in the store and on the 
store’s Web site. How easy was it to locate what you 
were looking for? What were the assortment and pric-
ing like? What was the checkout like? What features 
of the sites do you like and dislike, such as the look 
and feel of the site, navigation, and special features?  

   2.    INTERNET EXERCISE  Go to the Web sites of 
J. Crew (www.jcrew.com), JCPenney (www.jcpenney.
com), and Lands’ End (www.landsend.com), and shop 
for a pair of khaki pants. Evaluate your shopping ex-
perience at each site. Compare and contrast the sites 
and your experiences on the basis of characteristics 
you think are important to consumers.  

   3.    INTERNET EXERCISE  Assume that you are get-
ting married and planning your wedding. Compare 

and contrast the usefulness of www.theknot.com and 
www.weddingchannel.com for planning your wed-
ding. What features of the sites do you like and dis-
like? Indicate the specific services offered by these 
sites that you would use.  

   4.    INTERNET EXERCISE  Go to the Center for 
Democracy and Technology’s home page at http://
www.cdt.org/, and click on “Consumer Privacy” and 
then “Privacy Guide” (http://www.cdt.org/privacy/
guide/basic/topten.html). Why is privacy a concern 
for Internet shoppers? What are the top-10 recom-
mended ways for consumers to protect their privacy 
online? How many of these recommendations have 
you employed when using the Internet?  

   5.    INTERNET AND SHOPPING EXERCISE  Pick 
a merchandise category like microwave ovens, power 
drills, digital cameras, blenders, or coffee makers.
Compare a retailer’s offering in its local store and on 
its Internet site. What are the differences in the as-
sortments offered through its store and Internet 
channel? Are the prices the same or different? What 

  GET OUT AND DO IT!   
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  INSTRUCTOR RESOURCES   

 Online Learning Center 
  Through our convenient Online Learning Center, you can access everything you 
need in preparation for your course. A secured resource site provides your es-
sential course materials to save you prep time before class.  
   The instructor site provides:   
  •   Instructor’s Manual  
  •   PowerPoint Presentations  
  •   Testbank/EZ Test  
  •   Newsletters  
  •   Tutorials and Modules for students  
  •   Chapter Quizzes  
  •   Flashcards for students     

 IRCD 
 The Instructor’s Resource CD-ROM provides the resources an instructor needs 
to prepare for their course: includes the Instructor’s Manual, PowerPoint slides, 
Test Bank, and Computerized Test Bank.   ISBN: 0077325028   

 Video DVD 
 Over 30 video segments are available to illustrate issues addressed in the text. 
A number of the videos complement the cases located at the end of the text. 
These video segments are available on the Video DVD. ISBN: 007732501X   

 Retailing Newsletter 
 Each month, the authors prepare and dis-
tribute through email a Retailing Newsletter. 
The newsletters contain several videos and 
twelve abstracts of articles appearing in the 
business or trade press about current issues 
facing retailers specifically and the industry 
in general. These newsletters are also acces-
sible on the Online Learning Center. 
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Newsletter for Instructors                                               

• COMMENTS? 

   CONTACT US 
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   Cases 
 To stimulate class discussion about issues confronting retail managers, the authors 
provide current and thought-provoking cases. For this edition, included at the end 
of the text are a total of 38 cases with 10 brand new cases to use for your course.   

 Assurance of Learning Ready 
 Many educational institutions today are focused on the notion of  assurance of 
learning , an important element of some accreditation standards.  Retailing Manage-
ment  is designed specifically to support instructors’ assurance of learning initia-
tives with a simple, yet powerful solution. 
  Each test bank question for  Retailing Management  maps to a specific chapter 
learning outcome/objective listed in the text. Instructors can use our test bank 
software, EZ Test and EZ Test Online, or Connect Marketing to easily query for 
learning outcomes/objectives that directly relate to the learning objectives for 
their course. Instructors can then use the reporting features of EZ Test to aggre-
gate student results in similar fashion, making the collection and presentation of 
assurance of learning data simple and easy.   

 AACSB Statement 
 The McGraw-Hill Companies is a proud corporate member of AACSB Interna-
tional. Understanding the importance and value of AACSB accreditation,  Retailing 
Management , Eighth Edition, recognizes the curricula guidelines detailed in the 
AACSB standards for business accreditation by connecting selected questions in 
the text and the test bank to the six general knowledge and skill guidelines in 
the AACSB standards. 
  The statements contained in  Retailing Management , Eighth Edition, are pro-
vided only as a guide for the users of this textbook. The AACSB leaves content 
coverage and assessment within the purview of individual schools, the mission 
of the school, and the faculty. While  Retailing Management , Eighth Edition, and 
the teaching package make no claim of any specific AACSB qualification or 
 evaluation, we have within  Retailing Management , Eighth Edition, labeled selected 
questions according to the six general knowledge and skills areas.   

 McGraw-Hill Customer Care Contact Information 
 At McGraw-Hill, we understand that getting the most from new technology can 
be challenging. That’s why our services don’t stop after you purchase our products. 
You can e-mail our Product Specialists 24 hours a day to get product-training 
online. Or you can search our knowledge bank of Frequently Asked Questions 
on our support website.  For Customer Support, call 800-331-5094, e-mail 
hmsupport@mcgraw-hill.com, or visit www.mhhe.com/support. One 
of our Technical Support Analysts will be able to assist you in a timely 
fashion.     
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    SECTION I 

 The World of 
Retailing 

         CHAPTER ONE     

 Introduction to the 
World of Retailing  

  CHAPTER TWO    

 Types of Retailers  

  CHAPTER THREE    

 Multichannel 
Retailing  

  CHAPTER FOUR    

 Customer Buying 
Behavior   

 The chapters in Section I provide background information 
about retail customers and competitors that is used to 
effectively develop and implement a retail strategy.     

      Chapter 1 describes the functions retailers 
perform and the variety of decisions they make 
to satisfy customers’ needs.   

   Chapter 2 describes the different types of food, 
merchandise, and services retailers; the channels through 
which they offer products to their customers; and their 
ownership structures.   

   Chapter 3 examines how retailers use and coordinate 
multiple selling channels—stores, the Internet, catalogs—to 
interact with their customers.   

   Chapter 4 discusses the process that consumers go through when 
choosing retail outlets and buying merchandise and how retailers can 
affect this buying process.    

 The chapters in Section II focus on the strategic decisions retailers make. 

 The chapters in Sections III and IV explore tactical decisions involving merchan-
dise and store management.           

mation 
 to

th h

Introduction
to the World
of Retailing

Retailing
Strategy

Store
Management

Merchandise
Management

Lev30026_ch01_002-027.indd Page 3  10/15/10  3:02 PM user-f494Lev30026_ch01_002-027.indd Page 3  10/15/10  3:02 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



 Introduction to the 
World of Retailing   

 I am proud to be the president of Ron Jon Surf Shop, one 

of the most recognized names in surfing. Ron Jon started 

on the New Jersey Shore 50 years ago when the founder 

Ron DiMenna sold his first surfboard. A much larger “origi-

nal store” is still located in Ship Bottom, New Jersey. Our 

flagship store located in Cocoa Beach, Florida, was started 

in 1963 and has grown over the years to be known as the 

world largest surf shop. The 52,000-square-foot store is 

open 24 hours a day 365 days a year and welcomes about 

2 million visitors annually.  Ron Jon has expanded over the 

last couple of years and now owns and operates nine 

stores. We also have licensees that operate airport loca-

tions, Caribbean locations, and a Ron Jon resort.

 I graduated from the University of Florida with a BSBA 

in Marketing on a Friday, and started working for Maas 

Brothers (now part of Macy’s) on the following Monday. I 

have been working in the retail industry ever since. My first 

position was as a manager of the women’s department. Af-

ter about a year of working in the stores I was promoted 

to a position in the buying office and eventually held senior 

merchandising leadership positions at Maas Brothers, Bealls 

Florida, HSN, and Goody’s before joining Ron Jon.

 I was attracted to retail because of family friends who 

were in the retail business. They both had worked for sev-

eral large retailers, working their way up the ladder before 

starting their own business. After years in the business 

they still looked forward to the diversity and challenges 

that each new day presented. This has also been my expe-

rience. I truly look forward to coming to work each day. 

While each company I have worked for had a different 

culture and customer profile, the basics of retailing are the 

same: you have to serve your customer’s needs. 

 Ron Jon’s targets customers with active lifestyles who 

are looking for entertaining and fun experiences. Our cus-

tomers typically visit us while on vacation or during a visit 

to the beach. We spend more than the average retailer in 

marketing dollars. Our marketing goal is to promote the 

Ron Jon brand and experience rather than a particular 

product or price.  Our extensive billboard program has 

made us familiar to millions of visitors to our market ar-

eas.  Every customer to our store receives a free sticker 

for his or her car. We promote the surfing lifestyle by 

sponsoring surf teams and contests. In addition we use the 

EXECUTIVE BRIEFING
Debbie Harvey, President and Chief Operating 
Officer, Ron Jon Surf Shop
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 QUESTIONS 

   What is retailing? 

   What do retailers do? 

   Why is retailing important in our society? 

   What career and entrepreneurial opportunities does 
retailing offer? 

   What types of decisions do retail managers make?    

   C H A P T E R  1 

 Most consumers shopping in their local stores don’t realize that retailing is 
a high-tech, global industry. For an example of the sophisticated tech-
nologies used by retailers, consider the following: If you are interested in 

buying an e-book reader, a number of retailers have Web sites at which you can 
learn about the features of the different models. You can buy the e-reader at one of 
these Web sites and have it delivered to your home or to a nearby store. 
  The retail buyer responsible for the e-reader product category has analyzed the 
marketplace and made decisions on which models and brands to stock in the re-
tailer’s stores. In addition to considering national brands such as Sony, the buyer 
might decide to work with e-reader manufacturers in China to develop a unique 
model that will be available only at the retailer’s stores and its Web site. 
  When you decide to buy an e-reader in a store, the point-of-sale (POS) termi-
nal used to make the transaction transmits data about the transaction to the re-
tailer’s distribution center and then on to the manufacturer. Data about your 
purchase are incorporated into a sophisticated inventory management system. 
When the in-store inventory level drops below a prespecified level, an electronic 
notice is automatically transmitted authorizing the shipment of more units to the 
retailer’s distribution center and then to the store. The retail buyer analyzes the 
sales data to determine how many and which reader models will be stocked in the 
retailer’s stores and what price will be charged. Finally, the retailer will store infor-
mation about your e-reader purchase in its data warehouse and use this informa-
tion to offer special promotions to you. 
  Historically, the retail landscape was dominated by local retailers that bought 
and resold merchandise from local suppliers. Forty years ago, some of the largest 

Internet not only for a shopping site but also to promote 

our brand through social media.

 Retailing is an industry that offers many daily chal-

lenges. Our business is not static and is constantly 

evolving and changing. For me that is what makes it fun 

and rewarding. We have to figure out what merchandise 

the customers want, manage the logistics of the mer-

chandise flow, have efficient operations, provide out-

standing customer service and provide an exciting 

shopping environment. I really feel a sense of accom-

plishment when we get all aspects of the business doing 

well at the same time.
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6 SECTION 1 The World of Retailing

retailers in the United States—Walmart, Home 
Depot, and Best Buy—either were small start-ups 
or did not even exist. Yet today most retail sales are 
made by large national and international chains that 
buy merchandise all over the world. For example, 
Target Corporation has 27 full-service buying of-
fices and 48 quality-control offices located through-
out the world, employing over 1,200 people. Its 
engineers are responsible for evaluating the facto-
ries that do business with Target for quality, as well 
as labor rights and transshipment issues.  1   

 Retailing is such a common part of our everyday 
lives that we often just take it for granted. Retail 
managers make complex decisions in selecting their 
target markets and retail locations; determining 
what merchandise and services to offer; negotiating 
with suppliers; distributing merchandise to stores; 
training and motivating sales associates; and decid-
ing how to price, promote, and present merchan-
dise. Considerable skill and knowledge are required 
to make these decisions effectively. Working in this 
highly competitive, rapidly changing environment 
is both challenging and exciting, and it offers sig-
nificant financial rewards. 

 This book describes the world of retailing and of-
fers key principles for effectively managing retail 
businesses. Knowledge of retailing principles and 
practices will help you develop management skills 
for many business contexts. For example, retailers 
are the customers for most business-to-consumer 
(B-to-C) companies such as Procter & Gamble and 
Hewlett-Packard. Thus brand managers in 
B-to-C companies need to have a thorough under-

standing of how retailers operate and make money so that they can get retailers to 
offer and promote their products. Financial and health care institutions use retail 
principles to develop their offerings, improve customer service, and provide conve-
nient, easy access to their customers. Thus any students interested in professional 
B-to-C selling, marketing management, or finance will find this book useful.  

    Retailers use sophisticated 
technologies and 
information systems so that 
they can sell these e-readers 
to customers at low prices.  

 WHAT IS RETAILING?  
    Retailing    is the set of business activities that adds value to the products and ser-
vices sold to consumers for their personal or family use. Often people think of 
retailing only as the sale of products in stores, but retailing also involves the sale of 
services such as overnight lodging in a motel, a doctor’s exam, a haircut, a DVD 
rental, or a home-delivered pizza. Not all retailing is done in stores. Examples of 
nonstore retailing include Internet sales of hot sauces (www.firehotsauces.com), 
the direct sales of cosmetics by Avon, catalog sales by L.L. Bean and Patagonia, 
and DVD rentals through Redbox’s kiosks.  

 The Retailer’s Role in a Supply Chain 
 A    retailer    is a business that sells products and/or services to consumers for their 
personal or family use. Retailers are a key component in a supply chain that links 
manufacturers to consumers. A    supply chain    is a set of firms that make and deliver 
goods and services to consumers. Exhibit  1–1  shows the retailer’s position within 
a supply chain. 
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7Introduction to the World of Retailing CHAPTER 1

    Manufacturers typically design and make products and sell them to retailers or 
wholesalers. When manufacturers like Nike and Apple sell directly to consumers, 
they are performing both production and retail business activities.    Wholesalers    
engage in buying, taking title to, often storing, and physically handling goods in 
large quantities and then reselling the goods (usually in smaller quantities) to re-
tailers or other businesses. Wholesalers and retailers may perform many of the 
same functions described in the next section, but wholesalers focus on satisfying 
retailers’ needs, while retailers direct their efforts to satisfying the needs of con-
sumers. Some retailers, like Costco and Home Depot, function as both retailers 
and wholesalers: They perform retailing activities when they sell to  consumers, 
but they engage in wholesaling activities when they sell to other  businesses, such 
as restaurants or building contractors. 
    In some supply chains, the manufacturing, wholesaling, and retailing activities 
are performed by independent firms, but most supply chains feature some vertical 
integration.    Vertical integration    means that a firm performs more than one set of 
activities in the channel, as occurs when a retailer 
engages in wholesaling activities by operating its 
own distribution centers to supply its stores.    Back-
ward integration    arises when a retailer performs 
some wholesaling and manufacturing activities, 
such as operating warehouses or designing private-
label merchandise.    Forward integration    occurs 
when a manufacturer undertakes retailing and 
wholesaling activities, such as Ralph Lauren operat-
ing its own retail stores. 
    Most large retailers such as Safeway, Walmart, 
and Lowe’s manage their own distribution centers 
and perform activities undertaken by wholesalers. 
They buy directly from manufacturers, have mer-
chandise shipped to their warehouses, and then dis-
tribute the merchandise to their stores. Other 
retailers, such as J. Crew and Victoria’s Secret, are 
even more vertically integrated. They design the 
merchandise they sell and then contract with manu-
facturers to produce it  exclusively for them.   

 Retailers Create Value 
 Why are retailers needed? Wouldn’t it be easier 
and cheaper to buy directly from manufacturers? 
The answer, generally, is no because retailers are 
more efficient at performing the activities de-
scribed below that increase the value of products 
and services for consumers. These value-creating activities include (1) providing 
an assortment of products and services, (2) breaking bulk, (3) holding inventory, 
and (4) providing services.  

Manufacturing Wholesaler Retailer Consumer

QWK SUE'S
DISCOUNT STORE

  EXHIBIT 1–1    
 Example of a Supply Chain  

    Retailers add value by 
providing an assortment of 
products that consumers 
can buy at one place.  
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8 SECTION 1 The World of Retailing

 Providing Assortments   Supermarkets typically carry 20,000 to 30,000 differ-
ent items made by more than 500 companies. Offering an assortment enables their 
customers to choose from a wide selection of products, brands, sizes, and prices at 
one location. Manufacturers specialize in producing specific types of products. For 
example, Frito-Lay makes snacks, Dannon makes dairy products, Skippy makes 
peanut butter, and Heinz makes ketchup. If each of these manufacturers had its 
own stores that sold only its own products, consumers would have to go to many 
different stores to buy the groceries needed to prepare a single meal.  

  Breaking Bulk   To reduce transportation costs, manufacturers and wholesalers 
typically ship cases of frozen dinners or cartons of blouses to retailers. Retailers 
then offer the products in smaller quantities tailored to individual consumers’ and 
households’ consumption patterns—an activity called    breaking bulk   . Breaking 
bulk is important to both manufacturers and consumers. It enables manufacturers 
to efficiently make and ship merchandise in larger quantities and enables consum-
ers to purchase merchandise in smaller, more useful quantities.  

  Holding Inventory   A major value-providing activity performed by retailers is 
   holding inventory    so that the products will be available when consumers want 
them. Thus, consumers can keep a smaller inventory of products at home because 
they know local retailers will have the products available when they need more. 
This activity is particularly important to consumers with limited storage space.   

 Providing Services   Retailers provide services that make it easier for customers 
to buy and use products. For example, retailers offer credit so that consumers can 
have a product now and pay for it later. They display products so that consumers 
can see and test them before buying. Some retailers employ salespeople in stores 
or maintain Web sites to answer questions and provide additional information 
about products.   

 Increasing the Value of Products and Services   By providing assortments, 
breaking bulk, holding inventory, and providing services, retailers increase the 
value that consumers receive from their products and services. Consider a door in 
a shipping crate in an Iowa manufacturer’s warehouse. The door cannot satisfy the 
needs of a do-it-yourselfer (DIYer) who wants to replace a closet door today. The 
DIYer finds this door more valuable and will pay more if it is available from a 
nearby home improvement center that also sells the brackets and tools needed to 
hang the door and provides sales associates who can explain which door is best for 
closets and how the door should be hung. In addition, many retailers are involved 
in designing  innovative products and services. For example, a Macy’s buyer de-
signed the first tea bag, and a JCPenney buyer invented panty hose.      

  REFACT 
 The word  retail  is derived 
from the French word  retail-
lier,  meaning to cut a piece 
off or break bulk.  

 SOCIAL AND ECONOMIC SIGNIFICANCE OF RETAILING   
 Social Responsibility 
 Most retailers try to be socially responsible.    Corporate social responsibility 
(CSR)    involves an organization voluntarily taking responsibility for the impact of 
its activities on its employees, its customers, the community, and the environment. 
Firms typically go through several stages before they fully integrate corporate so-
cial responsibility into their strategy. Companies in the first stage engage only in 
CSR activities required by law. In this stage, companies are not actually convinced 
of the importance of CSR actions. In the second stage, companies go beyond ac-
tivities required by law to engage in CSR activities that provide a short-term finan-
cial benefit to the company. For example, a retailer might reduce the energy 
consumption of its stores just because doing so costs less. In the third stage, 
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9Introduction to the World of Retailing CHAPTER 1

companies operate responsibly because they believe this is the “right thing” to do. 
Companies in the fourth and final stage engage in socially and environmentally 
responsible actions because they believe these activities must be done for the “well-
being” of everyone. These companies have truly incorporated the concept of CSR 
into their business strategy.  2   Retailing View 1.1 illustrates how retailers provide 
value to their communities and society, as well as to their customers. 

   Retail Sales 
 U.S. retail sales in 2007 were $4.5 trillion, but this sales level underestimates the 
impact of retailing on the U.S. economy because it does not include the sales of 

 RETAILING VIEW   Socially Responsible Retailers   1.1 
 CSR activities are 
associated with 
retailers’ internal 
operations and 
the design and 
manufacturing of 
the products they 
sell. For example, 
many retailers are 
building LEED-
certified stores. 
The Leadership in 
Energy and Envi-
ronmental Design 
(LEED) certifica-
tion is based on 
an assessment of 
the store’s impact 
on human and en-
vironmental health, 
sustainable site de-
velopment, water savings, energy efficiency, materials selection, 
and indoor environmental quality. Some features in a prototype 
LEED-certified McDonald’s restaurant are its permeable pave-
ment that cleans rainwater; a cistern buried behind the restau-
rant that collects rainwater, which is used to water the 
landscaping; a roof garden that insulates the restaurant; the use 
of less-toxic cleaners and of paints and resins that do not emit 
chemical odors; and the installation of low-flow toilets and uri-
nals that use less water than standard low-flow toilets. 
  Other firms take a more hands-on approach to helping the 
communities in which they reside. For example, Home Depot’s 
300,000 associates contribute thousands of hours of service a 

year through Team Depot, the retail-
er’s volunteer corps. In addition, the 
Home Depot Foundation, the com-
pany’s philanthropic arm, has donated 
$190 million (cash and in-kind) to 
nonprofit organizations, supported 

the development of more than 95,000 homes, planted more 
than 1.2 million trees, and built or refurbished more than 1,875 
playgrounds, parks and greenspaces. 
  Tiffany was the first big jewelry retailer to respond to the 
Dirty Metals report by Earthworks. The report revealed that 

in countries as di-
verse as Ghana, 
Indonesia, the 
United States, and 
Peru, gold mining 
harmed people 
and the environ-
ment. The report 
detailed problems 
such as arsenic 
emissions,  cyanide 
and mercury poi-
soning, excessive 
water and energy 
c o n s u m p t i o n , 
child labor, the 
spread of HIV, and 
the displacement 
of people from 
their homes. Tif-
fany decided to 

take a stance and purchase gold only from suppliers that abide 
by “the golden rules” set forth by the No Dirty Gold cam-
paign. The rules outline appropriate practices related to human 
rights, safe working conditions, and the protection of local 
communities and ecosystems. 
  Walmart is working with its suppliers, retailers, nongovern-
ment organizations (NGOs), and the government to develop a 
global product sustainability rating index 
that measures the carbon footprint—the 
aggregate of all carbon dioxide and other 
greenhouse gases (GHGs) emitted during 
manufacture and distribution—of every 
product sold in its stores. Walmart feels 
that when its customers can assess a product’s carbon footprint 
as easily as they can its price, they will be more sensitive to 
protecting the environment. 

    Sources: Susan Reda, “Retailers Make Small Advances into the World 
of  Carbon Footprinting,”  Stores,  October 2009; Alan Wolf, “Chains 
 Embrace Eco Strategies,”  TWICE,  March 30, 2009; Andrew Martin, 
“Green Plans in Blueprints of Retailers,”  New York Times,  November 8, 
2008; Claire Adler, “Clean Campaign Gathers Traction,”  Financial Times,  
November 8, 2008, p. 14.     

  REFACT 
 The average 18-carat gold 
wedding ring leaves in its 
wake 20 tons of mine waste.  3    

 REFACT 
 One plastic bag can take up 
to 500 years to decay in a 
landfill.  4   

    Retailers were among the first responders to help the victims of Hurricane Katrina.  
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10 SECTION 1 The World of Retailing

many consumer services such as entertainment, home repairs, and health care. 
 Approximately 8.1 percent of the total gross domestic product comes from retailing. 
Although large retail chains account for the majority of retail sales, most retailers 
are small businesses. Of the 1.9 million retail firms in the United States, 95 per-
cent of them operate only one store; less than 1 percent of U.S. retail firms have 
more than 100 stores; and only 10 percent of U.S. retailers have sales greater than 
$2.5 million.  5     

 Employment 
 Retailing is one of the nation’s largest industries in terms of employment. More than 
29 million people were employed in retailing in 2007—approximately 21 percent 
of the nonagricultural U.S. workforce. From 1997 to 2007, retailing added over 
1.1 million jobs to the U.S. economy, significantly contributing to U.S. job growth. 
Even though the period included a recession, retailing still accounted for 6 percent 
of all new jobs created from 1997 to 2007. Finally, retailing is expected to add an-
other 687,000 jobs by 2016, making it an important source of future job growth.  6      

  STRUCTURE OF RETAILING AND DISTRIBUTION CHANNELS 
AROUND THE WORLD   

 Global Retailers 
 Retailing is a global industry. Many retailers are pursuing growth by expanding their 
operations to other countries. Exhibit  1–2  lists the 20 largest retailers in the world. 
Walmart remains the undisputed leader in the retail industry, with sales that are 
more than three times greater than those of Carrefour, the second-largest retailer. 

  EXHIBIT 1–2     World’s Largest Retailers                 

   2007 Retail Countries 2002–2007 Retail

     Name of Company   Country of Origin   Sales ($ billions)   of Operation   Sales CAGR (%)*   

    1   Walmart Stores, Inc.   U.S.   374,526   15   10.3  

   2   Carrefour S.A.   France   112,604   34   3.6  

   3   Tesco plc   U.K.    94,740   13   12.4  

   4   Metro AG   Germany    87,586   32   4.6  

   5   The Home Depot, Inc.   U.S.    77,349    6   5.8  

   6   The Kroger Co.   U.S.    70,235    1   6.3  

   7   Schwarz Unternehmens Treuhand KG   Germany    69,346   24   12.6  

   8   Target Corp.   U.S.    63,367    1   7.6  

   9   Costco Wholesale Corp.   U.S.    63,088    8   10.7  

  10   Aldi GmbH & Co. oHG   Germany    58,487   15   4.3  

  11   Walgreen Co.   U.S.    53,762    2   13.4  

  12   Rewe-Zentral AG   Germany    51,929   14   2.8  

  13   Sears Holdings Corp.   U.S.    50,703    5   10.5  

  14   Groupe Auchan SA   France    49,295   10   5.5  

  15   Lowe’s Companies, Inc.   U.S.    48,283    2   12.8  

  16   Seven & I Holdings   Japan    47,891    4   n/a  

  17   CVS Caremark Corp.   U.S.    45,087    1   14.4  

  18   E. Leclerc   France    44,686    6   4.5  

  19   Edeka Zentrale AG & Co. KG   Germany    44,609    3   n/a  

  20   Safeway, Inc.   U.S.    42,286    2   5.6  

2007 Retail Countries 2002–2007 Retail   2007 Retail Countries 2002–2007 Retail

     Name of Company   Country of Origin   Sales ($ billions)   of Operation   Sales CAGR (%)* 

    1   Walmart Stores, Inc.   U.S.   374,526   15   10.3  

   2   Carrefour S.A.   France   112,604   34   3.6  

   3   Tesco plc   U.K.    94,740   13   12.4  

   4   Metro AG   Germany    87,586   32   4.6

   5   The Home Depot, Inc.   U.S.    77,349    6   5.8

   6   The Kroger Co.   U.S.    70,235    1   6.3

   7   Schwarz Unternehmens Treuhand KG   Germany    69,346   24   12.6  

   8   Target Corp.   U.S.    63,367    1   7.6  

   9   Costco Wholesale Corp.   U.S.    63,088    8   10.7

  10   Aldi GmbH & Co. oHG   Germany    58,487   15   4.3  

  11   Walgreen Co.   U.S.    53,762    2   13.4  

  12   Rewe-Zentral AG   Germany    51,929   14   2.8  

  13   Sears Holdings Corp.   U.S.    50,703    5   10.5  

  14   Groupe Auchan SA   France    49,295   10   5.5  

  15   Lowe’s Companies, Inc.   U.S.    48,283    2   12.8

  16   Seven & I Holdings   Japan    47,891    4   n/a  

  17   CVS Caremark Corp.   U.S.    45,087    1   14.4  

  18   E. Leclerc   France    44,686    6   4.5  

  19   Edeka Zentrale AG & Co. KG   Germany    44,609    3   n/a

  20   Safeway, Inc.   U.S.    42,286    2   5.6  

    Source:  2009 Global Powers in Retailing  (New York: Deloitte Touche Tohmatsu, January 2010).   

 *Compound annual growth in sales over the last five years.   

Lev30026_ch01_002-027.indd Page 10  10/15/10  6:54 PM user-f494Lev30026_ch01_002-027.indd Page 10  10/15/10  6:54 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles
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  EXHIBIT 1–3    

    

     United States   European Union   India   China   

   Concentration   

(% of retail sales made 

by large retailers)  High   High   Low   Low 

  Retail density   High   Medium   Low   Low  

  Average store size   High   Medium   Low   Low  

  Role of wholesalers   Limited   Moderate   Extensive   Extensive  

  Infrastructure supporting   Extensive   Extensive   Limited   Limited  

efficient supply chains

  Restriction on retail  

locations, store size, and 

ownership  Few   Considerable   Considerable   Few 

     United States   European Union   India   China   

   Concentration   

(% of retail sales made 

by large retailers)  High   High   Low   Low 

  Retail density   High   Medium   Low   Low  

  Average store size   High   Medium   Low   Low  

  Role of wholesalers   Limited   Moderate   Extensive   Extensive  

  Infrastructure supporting   Extensive   Extensive   Limited   Limited  

efficient supply chains

  Restriction on retail  

locations, store size, and 

ownership  Few   Considerable   Considerable   Few 

    Sources: Based on data from World Bank Indicators, http://web.worldbank.org/WBSITE/EXTERNAL/DATASTATISTICS/0,,menuPK:232599~pagePK:64133170~piPK:6413
3498~theSitePK:239419,00.html (August 23, 2007);  CIA World Fact Book,  https://www.cia.gov/library/publications/the-world-factbook/ (January 13, 2010); University of 
 Missouri Archive, http://www.umsl.edu/services/govdocs/wofact92/index.html (January 13, 2010); Retail Analysis, www.igd.com/analysis/ (January 12, 2010).   

 Comparison of Retailing and Distribution across the World               

    The largest 250 retailers operated in 6.8 countries on average, with 21.3 percent 
of their sales coming from outside the retailers’ home countries. Retailers head-
quartered in Europe are more international than U.S.-based retailers. The average 
European retailer in the top 250 had a presence in 11.1 countries, with over 
one-third of their total retail sales coming from foreign countries. In contrast, the 
87 U.S.-based companies among the top 250 had 88.3 percent of their sales from 
domestic operations.  7   
    Retailers offering food and other fast-moving consumer goods (FMCG) dominate 
the top-250 list; however, retailers in this sector tend to be the least international. On 
average, FMCG retailers operated in 4.9 countries, generating 23.4 percent of sales 
from foreign operations.  8   
    Retailers that focus on hard lines such as consumer electronics, appliances, and 
furniture experience better financial performance than FMCG and apparel retail-
ers. However, the large retailers with the best financial performance are well 
known for their strong brands, such as Hennes & Mauritz (H&M), Fast Retailing 
(better known for the Uniqlo chain in Japan), and Inditex (best known for Zara), 
as well as Apple and Amazon.  9     

 Differences in Distribution Channels 
 The nature of retailing and distribution channels around the world differs. Some 
critical differences among the retailing and distribution systems in the United 
States, European Union, China, and India are summarized in Exhibit  1–3 . For 
example, the U.S. retail industry has the greatest retail density and concentration 
of large retail firms. Many U.S. retailers operate stores with over 20,00 square feet 
and operate their own warehouses, eliminating the need for wholesalers. This 
combination of large stores and large firms in the United States results in a very 
efficient distribution system. 
    The Chinese and Indian distribution systems are characterized by small stores 
operated by relatively small firms and a large independent wholesale industry. To 
make the daily deliveries to these small retailers efficient, the merchandise often 
passes through several levels of distributors. In addition, the infrastructure to sup-
port retailing, especially the transportation and communication systems, is not as 
well developed as it is in Western countries. These efficiency differences mean 
that a much larger percentage of the Indian and Chinese labor force is employed 
in distribution and retailing than is the case in the United States. 
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12 SECTION 1 The World of Retailing

   The European distribution system falls between the 
American and the Chinese and Indian systems on this 
continuum of efficiency and scale. In northern Europe, 
retailing is similar to that in the United States, with high 
concentration levels in some national markets. For ex-
ample, 80 percent or more of sales in sectors such as food 
and home improvements are made by five or fewer firms. 
Southern European retailing is more fragmented across 
all sectors. For example, traditional farmers’ market re-
tailing remains important in some sectors, operating 
alongside large “big-box” formats. 

 Social and political objectives are important factors 
that have created these differences in distribution systems 
in the major markets. An important priority of the Indian 
and European economic policies is to reduce unemploy-
ment by protecting small businesses such as neighbor-
hood retailers.  10   Some countries have passed laws 
protecting small retailers, as well as strict zoning laws to 
preserve green spaces, protect town centers, and inhibit 
the development of large-scale retailing in the suburbs. 
The population density in the United States is much 
lower than that in India, China, or Europe. Thus, there is 
less low-cost real estate available for building large stores 
in these countries compared with the United States. Fi-
nally, retail productivity is reduced when countries re-
strict the hours that stores can operate. For example, in 
France, many stores close at 7 p.m. on weeknights. Labor 

unions in France and elsewhere in Europe are opposed to U.S.-style 24/7 shop-
ping because of the strains it could put on store employees.  11   

    Government policies in India 
and Europe restrict the 
growth of large retail chains 
and large stores.  

     OPPORTUNITIES IN RETAILING   
 Management Opportunities 
 To cope with a highly competitive and challenging environment, retailers hire and 
promote people with a wide range of skills and interests. Students often view re-
tailing as part of marketing, because managing distribution (place) is one of the 
4P’s of marketing. But retailers are businesses and, like manufacturers, undertake 
all the traditional business activities. Retailers raise capital from financial institu-
tions; purchase goods and services; use accounting and management information 
systems to control their operations; manage warehouses and distribution systems; 
design and develop new products; and undertake marketing activities such as ad-
vertising, promotion, sales force management, and market research. Thus, retail-
ers employ people with expertise and interests in finance, accounting, human 
resource management, supply chain management, and computer systems, as well 
as marketing. 
    Retail managers are often given considerable responsibility early in their ca-
reers. Retail management is also financially rewarding. Starting salaries are typi-
cally between $35,000 and $55,000 for college graduates entering management 
trainee positions. After completing a management trainee program, retail man-
agers can double their starting salary in three to five years if they perform well. 
 Senior buyers and others in higher managerial positions and store managers 
make between $120,000 and $160,000.  12   (See Appendix 1A at the end of this 
chapter.)   
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 Entrepreneurial Opportunities 
 Retailing also provides opportunities for people who wish to start their own busi-
ness. Some of the world’s richest people are retailing entrepreneurs. Many are well 
known because their names appear over stores’ doors; others you may not recog-
nize. Retailing View 1.2 examines the life of one of the world’s greatest entrepre-
neurs, Sam Walton. Some other innovative retail entrepreneurs include Jeff Bezos, 
Anita Roddick, and Ingvar Kamprad. 

  Jeff Bezos (Amazon.com)   After his research uncovered that Internet usage 
was growing at a 2,300 percent annual rate in 1994, Jeffrey Bezos, the 30-year-old 
son of a Cuban refugee, quit his job on Wall Street and left behind a hefty bonus 
to start an Internet business. While his wife MacKenzie was driving their car 
across country, Jeff pecked out his business plan on a laptop computer. By the time 
they reached Seattle, he had rounded up the investment capital to launch the first 
Internet book retailer. The company, Amazon.com, is named after the river that 
carries the greatest amount of water, symbolizing Bezos’s objective of achieving 

 RETAILING VIEW   Sam Walton, Founder of Walmart (1918–1992)   1.2 
 Like Henry Ford with his Model T, Sam Walton revolutionized 
the retail industry. After graduating from the  University of Mis-
souri in 1940, Walton began working at a JCPenney store in 
Des Moines, Iowa. He served in the army during World War II 
and then purchased a Ben Franklin variety store franchise in 
Newport, Arkansas. He boosted sales by finding suppliers that 
would sell him merchandise at lower prices than his cost to 
buy from Ben Franklin. 
  Walton lost his store, however, in 1950 when the landlord 
refused to renew his lease. He then moved to Bentonville, 
 Arkansas, where he and a younger brother franchised another 
Ben Franklin store. Walton employed a new self-service system 
that he had discovered at two Ben Franklin stores in Minne-
sota. He placed the checkout registers and clerks at the front 
of the store rather than scattering them throughout. By 1960, 
Walton had 15 stores in Arkansas and Missouri that laid the 
foundation for Walmart. 
  By the early 1960s, some retailers in large, urban, eastern 
cities had developed the discount store concept incorporating 
self-service, shallow but broad assortments, low overhead costs, 
and large parking lots. In 1962, Walton brought this format to 
small southern towns, opening his first Walmart Discount City 
in Rogers, Arkansas. 
  Walton often visited his stores, dropping in unannounced to 
check the merchandise presentation or financial performance 
and talk to his “associates.” He prided himself on a profit-sharing 
program and a friendly, open, supportive atmosphere—business 
practices he had learned when working for JCPenney. He often 
led his workers in the Walmart cheer: “Give me a W! Give me 
an A! Give me an L! Give me a Squiggly! (Here, everybody sort of 
does the twist.) Give me an M! Give me an A! Give me an R! 
Give me a T! What’s that spell? Walmart! What’s that spell? 
Walmart! Who’s number one? THE CUSTOMER!” 
  He offered his own formula for how a large company should 
operate: “Think one store at a time. That sounds easy enough, 

but it’s something we’ve constantly had to stay on top of. Com-
municate, communicate, communicate: What good is figuring 
out a better way to sell beach towels if you aren’t going to tell 
everybody in your company about it? Keep your ear to the 
ground: A computer is not—and will never be—a substitute 
for getting out in your stores and learning what’s going on.” 
  In 1991, due to the success of his concept and management 
practices, Walton became America’s wealthiest person; how-
ever, he maintained his simple, unassuming lifestyle. Whenever 
he traveled on business, he rented the same compact economy 
cars and stayed in the same inexpensive hotels as his employ-
ees did. He died of leukemia in 1992. Walmart is now the 
world’s largest corporation. 

 Sources: Michael Bergdahl,  The Retail Revolution: How Wal-Mart Created 
a Brave New World of Business   (New York: Metropolitan Books, 2009); 
Michael Bergdahl,   The 10 Rules of Sam Walton: Success Secrets for Remarkable 
Results   (Hoboken, NJ: Wiley, 2006).   

  Sam Walton believed in “Management by Walking Around.”  
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the greatest volume of Internet sales. He was one of the few dot-com leaders to 
recognize that sweating the details was critical to success. Under his leadership, 
Amazon developed technologies to make shopping on the Internet faster, easier, 
and more personal than shopping in stores by offering personalized recommenda-
tions and home pages. Amazon.com has become more than a bookstore. It is now 
the largest online retailer, with annual sales over $20 billion—three times more 
sales than the second-largest online retailer. Amazon also provides virtual stores 
and fulfillment services for many other retailers.  13     

 Anita Roddick (The Body Shop)   Anita Roddick, who passed away in 2007, 
opened the first Body Shop in Brighton, England, to make some extra income for 
her family. She did not have any business background but had traveled widely and 
understood the body rituals of women. She expanded the small store that initially 
sold 15 products into a 2,000-store chain offering more than 300 products 

throughout the world. From the start, Roddick recy-
cled bottles to save money, but such actions also be-
came the foundation for The Body Shop’s core values. 
It endorses only environmentally friendly products and 
stands against animal testing. Roddick used her busi-
ness as a means to communicate about human rights 
and environmental issues. Many of the products in The 
Body Shop contain materials from farming communi-
ties in South America and thereby help those communi-
ties maintain their way of life. Today the L’Oreal-owned 
chain operates in 55 countries. Deeply involved in char-
itable causes, Roddick was an early proponent of AIDS 
research and campaigned for the environment and 
human rights and against animal testing and violence 
toward women.  15     

 Ingvar Kamprad (IKEA)   Ingvar Kamprad, the 
founder of the Swedish-based home furnishing retailer 
chain IKEA, was always an entrepreneur. His first busi-
ness was selling matches to neighbors from his bicycle. 
He discovered he could make a good profit by buying 
matches in bulk and selling them individually at a low 
price. He then expanded to selling fish, Christmas tree 

decorations, seeds, ballpoint pens, and pencils. By the time he was 17 years of age, 
he had earned a reward for succeeding in school. His father gave him the money to 
establish what is now IKEA. Like Sam Walton, the founder of Walmart, Kamprad 
is known for his frugality. He drives an old Volvo, flies economy class, and encour-
ages IKEA employees to write on both sides of a sheet of paper. This thriftiness has 
translated into a corporate philosophy of cost cutting throughout IKEA so that the 
chain can offer quality furniture with innovative designs at low prices. According to 
 Forbes  magazine, Kamprad is the richest person in Europe and the fourth-richest 
person in the world, with an estimated net worth of around $33 billion.  16        

  REFACT 
 The acronym IKEA is made 
up of the initials of the 
founder’s name ( I ngvar 
 K amprad) plus those of 
 E lmtaryd, his family farm, 
and the nearby village 
 A gunnaryd.  17    

  Ingvar Kamprad, IKEA’s founder, started in business as a child 
by selling matches to neighbors from his bicycle.  

 THE RETAIL MANAGEMENT DECISION PROCESS  
 This book is organized around the management decisions that retailers must make to 
provide value to their customers and develop an advantage over their competitors. 
Exhibit  1–4  identifies the chapters in this book associated with each type of decision. 

  Understanding the World of Retailing—Section I 
 The first step in the retail management decision process, as Exhibit  1–4  shows, is 
understanding the world of retailing. Retail managers need to know the environment 
in which they operate before they can develop and implement effective strategies. 

  REFACT 
 Jeff Bezos chose the domain 
name “Amazon.com” be-
cause at the time, Yahoo.com 
listed its search results in al-
phabetical order; therefore, 
Amazon would be at or near 
the top of the search results.  14    
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The first section of this book therefore provides a general overview of the retailing 
industry and its customers. 
    The critical environmental factors in the world of retailing are (1) the macroen-
vironment and (2) the microenvironment. The impacts of the macroenviron-
ment—including technological, social, and ethical/legal/political factors—on 
retailing are discussed throughout this book. For example, the  influence of tech-
nology on the rise of multichannel retailing is reviewed in Chapter 3; the use of 
new information and supply chain technologies is examined in Chapters 10 and 
11; and new communication technologies are discussed in Chapter 15. 
    The retailer’s microenvironment focuses specifically on its competitors and 
customers.  

 Competitors   At first glance, identifying competitors appears easy: A retailer’s 
primary competitors are other retailers that use the same type of store. Thus, de-
partment stores compete against other department stores, and supermarkets com-
pete with other supermarkets. This competition between the same type of retailers 
is called    intratype competition   . 
  Yet to appeal to a broader group of consumers, many retailers are increasing the 
variety of merchandise they offer. By offering greater variety in a store, retailers 
satisfy the needs of customers seeking a one-stop shopping experience. For ex-
ample, clothing and food are now available in grocery, department, and discount 
stores and even drugstores. Walgreens has added jewelry, accessories, and apparel 
to its already extensive health and beauty categories to meet the lifestyle needs of 
its customers. When retailers offer merchandise not typically associated with their 
type of store, such as clothing in a drugstore, the result is    scrambled merchan-
dising   . Scrambled merchandising increases    intertype competition   , or competi-
tion between retailers that sell similar merchandise using different types of stores, 
such as discount and department stores. 

 Increasing intertype competition has made it harder for retailers to identify and 
monitor their competition. In one sense, all retailers compete against one another 

THE WORLD OF RETAILING

1. Introduction to the World of Retailing

2. Types of Retailers

3. Multichannel Retailing

4. Customer Buying Behavior

RETAILING STRATEGY

5. Retail Marketing Strategy

6. Financial Strategy

7. Retail Locations

8. Site Location

9. Organization Structure and Human Resource Management

10. Information Systems and Supply Chain Management

11. Customer Relationship Management

MERCHANDISE MANAGEMENT

12. Managing Merchandise

Inventories

13. Buying Merchandise

14. Pricing

15. Retail Communication Mix

STORE MANAGEMENT

16. Managing the Store

17. Store Layout, Design, and

Visual Merchandising

18. Customer Service

  EXHIBIT 1–4 
 Retail Management 
Decision Process  

  REFACT 
 Fred Lazarus Jr., founder of 
Lazarus Department Stores, 
which is now part of Macy’s, 
promoted the idea of fixing 
Thanksgiving Day during the 
fourth week of November to 
expand the Christmas shop-
ping season. Congress ad-
opted his proposal in 1941.  18    
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for the dollars that consumers spend on goods and ser-
vices. But the intensity of competition is greatest 
among retailers located near one another whose offer-
ings are viewed as very similar. 

 Because the convenience of a location is the most 
important consideration in store choice, a store’s prox-
imity to competitors is a critical factor in identifying 
competition. Consider two DVD rental stores, Block-
buster and Harry’s Video, in two suburbs 10  miles 
apart. The stores are the only specialty DVD rental re-
tailers within 50 miles, but a grocery store also rents a 
limited selection of DVDs in the same strip center as 
Blockbuster. Due to the distance between Blockbuster 
and Harry’s Video, they probably don’t compete 
against each other intensely. Customers who live near 
Harry’s Video will rent DVDs there, whereas custom-

ers close to Blockbuster will rent DVDs at Blockbuster or the grocery store. In 
this case, Harry’s major competition may be movie  theaters, cable television, 
 Netflix, or a Redbox kiosk inside a nearby drugstore. It is too inconvenient for 
customers who live close to Harry’s to rent DVDs elsewhere. In contrast, Block-
buster might compete most intensely with the  grocery store. 
  Management’s view of competition also may differ depending on the manager’s 
position within the retail firm. For example, the manager of the Saks Fifth Avenue 
women’s sportswear department in Bergen County, New Jersey, views the other 
women’s sportswear specialty stores in the Riverside Square mall as her major com-
petitors. But the Saks store manager views the Bloomingdale’s store in a nearby mall 
as her strongest competitor. These differences in perspective arise because the de-
partment sales manager is primarily concerned with customers for a specific category 
of merchandise, whereas the store manager is concerned with customers seeking the 
entire selection of all merchandise and services offered by a department store. 
  The CEO of a retail chain, in contrast, views competition from a much 
broader geographic perspective. For example, Nordstrom might identify its 
strongest competitor as Macy’s in the Northwest, Saks in northern California, 
and Bloomingdale’s in northern Virginia. The CEO may also take a broader 
strategic perspective and recognize that other activities compete for consumers’ 
disposable income. For example, Safeway’s CEO adopts the consumer’s perspec-
tive and recognizes that grocery stores are competing with drugstores, conve-
nience stores, and restaurants for customers’ food dollars. 
  Retailing is an intensely competitive industry. Thus understanding the different 
types of retailers and how they compete with one another is critical to developing 
and implementing a retail strategy. Chapter 2 discusses various types of retailers 
and their competitive strategies, and Chapter 3 concentrates on how retailers 
adopt multichannel strategies to give themselves a competitive edge.   

 Customers   The second factor in the microenvironment is customers. Retailers 
must respond to broad demographic and lifestyle trends in our society, such as the 
growth in the senior and minority segments of the U.S. population or the impor-
tance of shopping convenience to the increasing number of two-income families. 
To develop and implement an effective strategy, retailers must understand why 
customers shop, how they select a store, and how they select among that store’s 
merchandise—the information found in Chapter 4.    

 Developing a Retail Strategy—Section II 
 The next stages in the retail management decision-making process, formulating 
and implementing a retail strategy, are based on an understanding of the macro- 
and microenvironments developed in the first section of this book. Section II 

  When a drugstore offers the same merchandise as a discount 
store, it is engaging in intertype competition.  
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focuses on decisions related to developing a retail strategy, whereas Sections III 
and IV pertain to decisions surrounding the implementation of the strategy. 
    The    retail strategy    indicates how the retailer plans to focus its resources to 
accomplish its objectives. It identifies (1) the target market, or markets, toward 
which the retailer will direct its efforts; (2) the nature of the merchandise and ser-
vices the retailer will offer to satisfy the needs of the target market; and (3) how 
the retailer will build a long-term advantage over its competitors. 
    The nature of a retail strategy can be illustrated by comparing the strategies of 
Walmart and Best Buy. Initially, Walmart identified its target market as small 
towns (fewer than 35,000 in population) in Arkansas, Texas, and Oklahoma. It of-
fered name-brand merchandise at low prices in a broad array of categories, rang-
ing from laundry detergent to girls’ dresses, but offerings in each category were 
limited. Today, even as Walmart stores have expanded across the world, the selec-
tion in each category remains limited. A Walmart store might have only three 
models of high-definition television sets, while an electronic category specialist 
like Best Buy might carry 30 models. 
    In contrast to Walmart, Best Buy defines its primary target as consumers living 
in suburban areas of large cities. Rather than carrying many merchandise catego-
ries, Best Buy stores specialize in consumer electronics and carry most types and 
brands currently available in the market. Walmart emphasizes self-service: Custom-
ers select their merchandise, bring it to the checkout line, and then carry it to their 
cars. But Best Buy provides more customer service. It has knowledgeable, trained 
salespeople to assist customers with certain types of merchandise, such as home 
entertainment centers, and provides delivery and installation of these systems. 
    Because Walmart and Best Buy both emphasize competitive prices, they have 
made strategic decisions to sustain their low prices by developing a cost advantage 
over their competitors. Both firms have sophisticated distribution and manage-
ment information systems to manage inventory. Their strong relationships with 
their suppliers enable them to buy merchandise at low prices.  

 Strategic Decision Areas   The key strategic decision areas for a firm involve 
the definition of its market, financial status, location, organizational and human 
resource structure, information systems, supply chain organization, and customer 
relationships. 
  Chapter 5 discusses how the selection of a retail market strategy requires 
analyzing the environment and the firm’s strengths and weaknesses. When ma-
jor environmental changes occur, the current strategy and the reasoning behind 
it must be reexamined. The retailer then decides what, if any, strategy changes 
are needed to take advantage of new opportunities or avoid new threats in the 
environment. 
  The retailer’s market strategy must be consistent with the firm’s financial objec-
tives. Chapter 6 reviews how financial variables, such as return on investment, in-
ventory turnover, and profit margin, can be used to evaluate the market strategy 
and its implementation. 
  Decisions regarding location (reviewed in Chapters 7 and 8) are important for 
both consumer and competitive reasons. First, location is typically consumers’ top 
consideration when selecting a store. Generally consumers buy gas at the closest 
service station and patronize the shopping mall that’s most convenient to their 
home or office. Second, location offers an opportunity to gain a long-term advan-
tage over the competition. When a retailer has the best location, a competing re-
tailer must settle for the second-best location. 
  A retailer’s organization design and human resource management strategies 
are intimately related to its market strategy. For example, retailers that attempt 
to serve national or regional markets must make trade-offs between the effi-
ciency of centralized buying and their need to tailor merchandise and services to 
local demands. Retailers that focus on customer segments seeking high-quality 
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customer service need to motivate and enable sales associates to provide the ex-
pected levels of service. The organization structure and human resource policies 
discussed in Chapter 9 coordinate the activities of buyers, store managers, and 
sales associates in the implementation of the retailing strategy. 
  Retail information and supply chain management systems also offer a signifi-
cant opportunity for retailers to gain strategic advantage. Chapter 10 reviews 
how retailers are developing sophisticated computer and distribution technolo-
gies to monitor flows of information and merchandise from vendors to retail 
distribution centers to retail stores. These technologies are part of an overall in-
ventory management system that enables retailers to (1) make sure desired mer-
chandise is available when customers want it and (2) minimize the retailer’s 
inventory investment. 
  Retailers, like most businesses, want to develop repeat purchases and loyalty 
in their best customers. Chapter 11 examines customer relationship manage-
ment—the process that retailers use to identify, design programs for, increase 
the share of wallet of, provide more value to, and build loyalty among their best 
customers. The role of these strategic retail decisions, covered in Section III, is 
illustrated below by the strategic changes JCPenney has undertaken to cope 
with changes in its environment.    

 JCPenney Moves from Main Street to 
Multichannel Retailing 
 Sixty years ago, JCPenney’s target market was middle-income consumers living in 
small towns. In its Main Street locations, Penney sold high-quality, staple soft 
goods—underwear, socks, basic clothing, sheets, tablecloths, and so forth—at low 
prices with friendly service. To reduce costs, all sales were cash; the company 
didn’t offer credit to its customers. Penney had considerable expertise in the de-
sign and purchase of private-label soft goods—brands developed by Penney and 
sold exclusively at its stores. 
    To tailor its offerings to local communities, its organization structure was de-
centralized. Each store manager determined the type of merchandise sold, the 
pricing of merchandise, and the management of store employees. Merchandise 
was shipped directly to each store from the suppliers. Promotional efforts were 
limited and also controlled by store managers. Penney’s store managers were 
 active participants in their community’s social and political activities. 
    Penney’s long-term financial performance was threatened because of changes 
in its macro- and microenvironment. First, rising education and disposable in-
come created a growing interest in fashionable merchandise rather than the more 
staple goods Penney was offering. Second, the development of the interstate high-
way system stimulated the decline of inner cities, the growth of suburbs, and the 
development of regional malls. Small-town residents were attracted to these con-
veniently located, large, regional shopping malls. Third, Sears (the nation’s largest 
retailer at the time) and regional department store chains were abandoning their 
inner-city locations and opening stores in regional malls. 
    In the early 1960s, Penney changed its strategy in response to these changes in 
its environment. It shifted its strategy to target suburban families; open larger 
stores in regional malls; and add new merchandise lines: appliances, auto supplies, 
paint, hardware, sporting goods, consumer electronics, and moderately priced 
fashionable clothing. The firm began to offer credit, sales through direct mail 
catalogs, and other services to this more discerning, time-pressured, middle-in-
come, suburban market segment. (It is interesting to note that as JCPenney was 
moving from small towns to suburban malls, Walmart began opening discount 
stores in small towns.) 
    To effectively control its mall-based department stores, Penney installed a na-
tional communication network. Store managers could monitor daily sales of each 

  REFACT 
 James Cash Penney opened 
the first JCPenney store, called 
Golden Rule, in Kemmerer, 
Wyoming, in 1902.  19    
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type of merchandise in their store and every other store in the chain. Buyers at 
corporate headquarters in New York and then Dallas communicated daily with 
merchandise managers in each store over a satellite TV link, but store managers 
continued to make merchandise decisions for their stores and merchandise con-
tinued to be shipped directly to each store. 
    Penney’s strategy targeting middle-income suburban families was successful 
until another major change in its microenvironment in the 90s forced Penney to 
alter its strategy again. The success of discount stores posed a growing threat for 
JCPenney. Department stores targeting middle-income families, such as JCPen-
ney and Sears, were caught in the middle between higher-priced, fashion-ori-
ented department store chains like Macy’s and discount stores offering more 
fashionable apparel, such as Target. In addition, Kohl’s launched a department 
store concept that was appealing to Penney’s target market. Kohl’s off-the-mall 
locations were more convenient for customers, and its centralized buying and 
more sophisticated supply management systems enabled Kohl’s to get a cost ad-
vantage over Penney. 
    To compete effectively in this new environment, Penney made some strategic 
changes that affect how it operates, its organizational structure, where it locates its 
stores, its store atmosphere, and its merchandise/service offerings. Some specific 
changes are:  
  •   Penney reorganized its store, catalog, and Internet channels to provide a 

seamless, multichannel offering for its customers so that they can shop at 
Penney anywhere, anytime. Now JCPenney is one of the largest retailers 
selling merchandise through its catalog and Internet channels.  

  •   It reduced its distribution costs by shipping merchandise through distribution 
centers rather than using direct delivery from suppliers to stores.  

  •   It centralized merchandise management. Buyers at corporate headquarters, 
rather than store managers, make the merchandise decisions. This centralization 
of merchandise decisions enables JCPenney to use its size to buy merchandise at 
a lower cost and respond more quickly to changing fashions.  

  •   To increase customer convenience, JCPenney is building new stores away 
from malls in stand-alone locations and designing the stores with centralized 
checkout counters rather than checkout counters in each area of the store.  

  •   It offers more fashionable merchandise with exclusive designer brands 
including MNG by Mango, American Living by Ralph Lauren, C7P by Chip 
and Pepper Foster, Liz Claiborne, Nicole by Nicole Miller, and Allen B. by 
Allen B. Schwartz. It has also added France’s Sephora cosmetics as a “store-
in-stores” concept.   

  JCPenney has evolved its strategy to changes in the retail environment. It now offers more 
fashion-forward merchandise in mall and off-mall stores plus its catalog and Internet channels.  
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   Implementing the Retail Strategy—Sections III and IV 
 To implement a retail strategy, retailers develop a retail mix that satisfies the needs of 
its target market better than that of its competitors. The    retail mix    is a set of deci-
sions retailers make to satisfy customer needs and influence their purchase decisions. 
Elements in the retail mix (Exhibit  1–5 ) include the types of merchandise and ser-
vices offered, merchandise pricing, advertising and promotional programs, store de-
sign, merchandise display, assistance to customers provided by salespeople, and 
convenience of the store’s location. Section III reviews the implementation decisions 
made by buyers, and Section IV focuses on decisions made by store managers. 
    Managers in the buying organization must decide how much and what types of 
merchandise to buy (Chapter 12), what vendors to use and how to interact with 
them (Chapter 13), the retail prices to set (Chapter 14), and how to advertise and 
promote merchandise (Chapter 15). Store managers must determine how to recruit, 
select, and motivate sales associates (Chapter 16), where and how merchandise will 
be displayed (Chapter 17), and the nature of services to provide for customers 
(Chapter 18). In the next section, we use Whole Foods Market, one of the fastest-
growing supermarket chains, to illustrate the merchandise and store management 
decisions supporting a retailer’s strategy.   

 Whole Foods Market: An Organic and Natural Food 
Supermarket Chain 
 In the 1960s, natural, organic foods were available only in farmers’ markets or 
small specialty stores catering to counterculture consumers. Consumers who pa-
tronized these health food stores felt that eating organic food would liberate them 
from the grasp of big agribusiness and food processors that were destroying the 
land with chemical pesticides, mistreating migrant farmworkers, and hooking peo-
ple on unhealthy processed foods. 
    Whole Foods’ strategy is to target a broader market of health-conscious and 
environmentally conscious consumers by using a more traditional supermarket 
format, rather than small, specialty health food stores.  

 Merchandise Management   In terms of merchandise, Whole Foods stores of-
fer the array of food categories typically found in a supermarket. However, the 
assortment emphasizes organic and natural products that are fresh, nutritious, and 
safe to eat. Products are free of artificial preservatives, colors, flavors, and sweeten-
ers, as well as hydrogenated fats and other unacceptable ingredients. In addition, 
Whole Foods seeks out and supports local producers whose fruits and vegetables 
meet its standards, particularly those who farm organically and are dedicated to 
environmentally friendly, sustainable agriculture. 
  Whole Foods offers seven lines of private-label products. Buyers work with arti-
san food producers and organic farmers to attain products sold under the superpre-
mium Authentic Food Artisan brand. Its core private brands are called Whole 
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  EXHIBIT 1–5 
 Elements in the Retail Mix  
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Brands (department-specific products), Whole Foods (premium products), and 
Whole Kids Organic (organic products for children). The 365 Day Everyday Value 
and 365 Day Organic Everyday Value lines provide natural products at value prices.   

 Store Management   All Whole Foods employees are organized into self-
managed teams that meet regularly to discuss issues and solve problems. Almost 
all team members have stock options in the firm. Other company benefits include 
a 20 percent team member store discount, health care coverage for domestic 
partners, and a personal wellness account to help cover health care expenses. Every 
three years team members select their benefits package through a companywide 
vote. To ensure that employees are compensated equitably, the company has a cap 
on salaries so that no employee’s total compensation can be greater than 19 times 
the compensation of the lowest-level employee. Whole Foods has been on  Fortune  
magazine’s “100 Best Companies to Work For” list for 13 consecutive years. 
  Whole Foods’ decisions on visual merchandising and store design reinforce its 
strategy.  20   Its stores are designed to make grocery shopping fun—to transform a 
supermarket into an interactive theater with corporate staff serving as the pro-
ducer and store management as the director. Sections of its newer stores are de-
signed with self-contained architecture that curves inward, creating a feeling of 
intimacy that encourages shoppers to linger. The warm feeling of the store is en-
hanced by signs made of an eco-friendly woodlike material rather than plastic. Art 
gallery–type lighting focuses attention on produce. 
  Finally, Whole Foods’ store management provides excellent customer service. 
Curious about the life of a chicken in the display case? It comes with a 16-page 
booklet and an invitation to visit the live chickens at the company’s Pennsylvania 
farm. Ask about a farmer, and you get a name and personal details. Inquire about a 
cut of fish while at the free seafood filleting station, and you get the name of the 
captain on one of Whole Foods’ own fishing boats. 
  Whole Foods’ Web site has extensive information about natural and organic 
foods. Looking for the nearest Whole Foods store? Want a recipe for a creative 
chicken dish? Whole Foods Market has an iPhone application that allows customers 
to search for stores by zip code (with hours, address, maps, and specials on each store 
page) and access the more than 2,000 recipes Whole Foods has online. The recipes 
can be searched by ingredient, special diets, and other elements such as “budget” 

  Whole Foods has a retail 
mix that implements its 
strategy targeting health-
conscious consumers.  

Lev30026_ch01_002-027.indd Page 21  10/15/10  3:03 PM user-f494Lev30026_ch01_002-027.indd Page 21  10/15/10  3:03 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



22 SECTION 1 The World of Retailing

and “family friendly.” Each recipe contains detailed preparation instructions and nu-
tritional information. The application also includes an “On Hand” feature by which 
customers can enter ingredients and get back meal recommendations.    

 Ethical and Legal Considerations 
 When making the decisions discussed previously, managers need to consider the 
ethical and legal implications of their decisions, in addition to the effects that 
those decisions have on the profitability of their firms and the satisfaction of their 
customers.    Ethics    are the principles governing individuals and companies that 
establish appropriate behavior and indicate what is right and wrong. Defining the 
term is easy, but determining what the principles are is difficult. What one person 
thinks is ethical, another may consider unethical. 
    What is ethical can vary from country to country and from industry to industry. 
For example, offering bribes to overcome bureaucratic roadblocks is an accepted 
practice in Middle Eastern countries but is considered unethical, and even illegal, 
in the United States. Ethical principles also can change over time. For example, 
some years ago, doctors and lawyers who advertised their services were considered 
unethical. Today such advertising is accepted as common practice. 
    Examples of difficult situations that retail managers face include the following:  
  •   Should a retailer sell merchandise that it suspects was made using child labor?  
  •   Should a retailer advertise that its prices are the lowest available in the market, 

even though some are not?  
  •   Should a retail buyer accept an expensive gift from a vendor?  
  •   Should a retailer charge a supplier a fee for getting a new item in its store?  
  •   Should retail salespeople use a high-pressure sales approach when they know 

the product is not the best for the customer’s needs?  
  •   Should a retailer disclose product information that may affect whether or not 

it is purchased?  
  •   Should a retailer promote a product as being “on sale” if it never sold at a 

higher, nonsale price?  
  •   Should a retailer offer credit at a higher interest rate or sell products at higher 

prices in stores patronized mostly by low-income customers?   
    Laws   dictate which activities society has deemed to be clearly wrong, those ac-
tivities for which retailers and their employees will be punished through the fed-
eral or state legal systems. However, most business decisions are not regulated by 
laws. Often retail managers have to rely on their firms’ and industries’ codes of 
ethics and/or their own codes of ethics to determine the right thing to do. 
    Many companies have codes of ethics to provide guidelines for their employees 
in making their ethical decisions. These ethical policies provide a clear sense of 
right and wrong so that companies and their customers can depend on their em-
ployees when questionable situations arise. However, in many situations, retail 
managers need to rely on their personal code of ethics—their personal sense of 
what is right or wrong. 
    Exhibit  1–6  lists some questions you can ask yourself to determine whether a 
behavior or activity is unethical. The questions emphasize that ethical behavior is 
determined by widely accepted views of what is right and wrong. Thus, you should 
engage only in activities about which you would be proud to tell your family, 
friends, employer, and customers. If the answer to any of these questions is yes, the 
behavior or activity is probably unethical, and you should not do it. 
    Your firm can strongly affect the ethical choices you will have to make. When 
you view your firm’s policies or requests as improper, you have three choices:  
  1.    Ignore your personal values, and do what your company asks you to do.  Self-respect 

suffers when you have to compromise your principles to please an employer. If 

  REFACT 
 British consumers are the 
most ethical in Europe, 
 according to a new report. 
  According to IGD, the 
market research company, 
shoppers in the United King-
dom are more likely to buy 
goods on the basis of envi-
ronmental, animal welfare, 
or fair trade claims than 
their counterparts in Europe. 
About 41 percent of British 
consumers have bought 
 ethically produced products, 
compared with 34 percent 
in Germany, 31 percent in 
France, and 12 percent in 
Spain.  21    
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you take this path, you will probably feel guilty and be dissatisfied with your 
job in the long run.  

  2. Take a stand, and tell your employer what you think.  Try to influence the decisions 
and policies of your company and supervisors.  

  3. Refuse to compromise your principles.  Taking this path may mean you will get 
fired or be forced to quit.   

    You should not take a job with a company whose products, policies, and con-
duct conflict with your standards. Before taking a job, investigate the company’s 
procedures and selling approach to see whether they conflict with your personal 
ethical standards. Throughout this text, we will highlight the legal and ethical is-
sues associated with the retail decisions made by managers.     

 EXHIBIT 1–6 
 Checklist for Making 
Ethical Decisions 

 1. Would I be embarrassed if a customer found out about this behavior?

2. Would my supervisor disapprove of this behavior?

3. Would most coworkers feel that this behavior is unusual?

4. Am I about to do this because I think I can get away with it?

5. Would I be upset if a company did this to me?

6. Would my family or friends think less of me if I told them about engaging in this activity?

7. Am I concerned about the possible consequences of this behavior?

8. Would I be upset if this behavior or activity was publicized in a newspaper article?

9. Would society be worse off if everyone engaged in this behavior or activity? 

1. Would I be embarrassed if a customer found out about this behavior?

2. Would my supervisor disapprove of this behavior?

3. Would most coworkers feel that this behavior is unusual?

4. Am I about to do this because I think I can get away with it?

5. Would I be upset if a company did this to me?

6. Would my family or friends think less of me if I told them about engaging in this activity?

7. Am I concerned about the possible consequences of this behavior?

8. Would I be upset if this behavior or activity was publicized in a newspaper article?

9. Would society be worse off if everyone engaged in this behavior or activity?

 Retailing is a global, high-tech industry that plays a major 
role in the global economy. About one in five U.S. workers 
is employed by retailers. Increasingly, retailers are selling 
their products and services through more than one chan-
nel—such as stores, Internet, and catalogs. Firms selling 
services to consumers, such as dry cleaning and automo-
bile repairs, are also retailers. 
  Retailing is defined as a set of business activities that 
add value to the products and services sold to consumers 
for their personal or family use. These value-added activi-
ties include providing assortments, breaking bulk, holding 
inventory, and providing services. 
  Retailing offers opportunities for exciting, challenging 
careers, either by working for a retail firm or starting your 
own business. Aspects of retail careers are discussed in Ap-
pendix 1A. Suggestions about starting your own business 
and franchising appear in Appendix 1 and Appendix 2 at 
the end of the book.

 The retail management decision process involves devel-
oping a strategy for creating a competitive advantage in the 
marketplace and then developing a retail mix to implement 
that strategy. The strategic decisions, discussed in the first 
section of this textbook, involve selecting a target market, 
defining the nature of the retailer’s offering, and building a 
competitive advantage through locations, human resource 
management, information and supply chain management 
systems, and customer relationship management programs. 
 The merchandise and store management decisions for 
implementing the strategy, discussed in the second half of 
this textbook, involve selecting a merchandise assortment, 
buying merchandise, setting prices, communicating with 
customers, managing the store, presenting merchandise in 
stores, and providing customer service. Large retail chains 
use sophisticated information systems to analyze business 
opportunities and make these decisions about how to oper-
ate their businesses in multiple countries.     

 SUMMARY 
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   corporate social responsibility 
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   1.    CONTINUING CASE ASSIGNMENT  In most 
chapters of this textbook, there will be a GET OUT 
AND DO IT! assignment that will give you an op-
portunity to examine the strategy and tactics of one 
retailer. Your first assignment is to select a retailer 
and prepare a report on the retailer’s history, includ-
ing when it was founded and how it has evolved over 
time. To ensure that you can get information about 
the retailer for subsequent Continuing Case Assign-
ments, the retailer you select should:  

   •     Be a publicly held company so that you can access its fi-
nancial statements and annual reports.  Do not select 
a retailer that is owned by another company. For 
example, since Bath & Body Works is owned by 
Limited Brands, you can get financial information 
about only the holding company and not the indi-
vidual companies it owns, such as Victoria’s Secret 
and White Barn Candle.  

   •     Focus on one type of retailing.  For example, Abercrombie 
& Fitch operates just one type of specialty stores and 
thus would be a good choice. However, Walmart op-
erates discount stores, warehouse club stores, and 
supercenters and thus would not be a good choice.  

   •     Be easy to visit and collect information about.  Some 
retailers and store managers may not allow you to 
interview them about the store, take pictures of 
the store, talk with sales associates, or analyze the 
merchandise assortment in the store. Try to pick a 
retailer with a local store manager who can help 
you complete the assignments.   

     Some examples of retailers that meet the first two cri-
teria are Whole Foods Market, Dress Barn, Burlington 
Coat Factory, Ross Stores, Ann Taylor, Cato, Finish 
Line, Foot Locker, Brookstone, Claire’s, Walgreens, 
Staples, Office Depot, Borders, American Eagle Out-
fitter, Pacific Sunwear, Abercrombie & Fitch, Tiffany 
& Co., Zales, Autozone, Pep Boys, Hot Topic, Wet 

Seal, Best Buy, Family Dollar, Dollar  General, 
Michaels, PetSmart, Dillard’s, Pier 1 Imports, Home 
Depot, Lowe’s, Bed Bath & Beyond, Men’s Warehouse, 
Kroger, Kohl’s, Radio Shack, Safeway, and Target.  

   2.    GO SHOPPING  Visit a local retail store, and de-
scribe each of the elements in its retail mix.  

   3.    INTERNET EXERCISE  Data on U.S. retail sales 
are available at the U.S. Bureau of the Census Inter-
net site at http://www.census.gov/retail/#ecommerce. 
Look at “Estimates of Monthly Retail and Food Ser-
vices Sales by Kind of Business” for the most recent 
year. In which months are sales the highest? Which 
kinds of businesses experience the greatest fluctua-
tions in monthly sales? List reasons that help explain 
your findings. 

 4.     INTERNET EXERCISE  Go to the home pages of 
Macy’s Careers After College (http://www.macysjobs.
com/college/), Sears Holdings Corporation College 
Programs (http://www.searsholdings.com/careers/
college), and National Retail Federation Retail Ca-
reers Center (http://www.nrf.com/RetailCareers/) to 
find information about retail careers with these orga-
nizations. Review the information about the different 
positions described. In which positions would you be 
interested? Which positions are not of interest to 
you? Which employer would interest you? Why?  

   5.    INTERNET EXERCISE  Choose one of the top-
20 retailers (Exhibit  1–2 ). Go to the company’s Web 
site, and find out how the company started and how it 
has changed over time.  

   6.    INTERNET EXERCISE  Go online and find an 
example of a retailer involved in corporate social re-
sponsibility. In a brief paragraph describe how this 
retailer is taking steps to contribute to a social or 
ethical cause.     

 GET OUT AND DO IT!  

   1.   What is your favorite retailer? Why do you like this 
retailer? What would a competitive retailer have to 
do to get your patronage?  

   2.   From your perspective, what are the benefits and lim-
itations of purchasing a home entertainment system 
directly from a number of component manufacturers 
rather than from a retailer?  

   3.   What retailers would be considered intratype competi-
tors for a convenience store chain such as 7-Eleven? 
What firms would be intertype competitors?  

   4.   How does Walmart contribute and detract from the 
communities in which it operates stores?  

   5.   Choose a U.S.-based retailer that wants to open a 
new store outside the United States for the first time. 
Which country should it pursue? Why?  

   6.   Think of your top-five favorite retailers. Are they re-
gional, national, or global companies? Could any of the 
regional or national companies have success in the fu-
ture in a global market? Explain your response. What 
countries were the original homes for the global retail-
ers? What contributed to the success of the expansion 
from the home country to an international market?  

   7.   Why do retail managers need to consider ethical is-
sues when making decisions?  

 DISCUSSION QUESTIONS AND PROBLEMS  
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   10.   Retailing View 1.1 describes how some retailers are 
acting socially responsibly. Take the perspective of a 
stockholder in one of these companies. What effect 
will these activities have on the value of its stock? 
Why might they have a positive or negative effect?     

   8.   From a personal perspective, how does retailing rate 
as a potential career compared with others you are 
considering?  

   9.   How might managers at different levels of a retail or-
ganization define their competition?  
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 SUGGESTED READINGS 

  Retailing offers exciting and challenging career oppor-
tunities. Few other industries grant as many responsi-
bilities to young managers. When students asked Dave 
Fuente, former CEO of Office Depot, what they needed 
to become a CEO someday, he responded, “You need to 
have profit and loss responsibility and the experience of 
managing people early in your career.” Entry-level retail 
jobs for college graduates offer both these opportuni-
ties. Most college graduates begin their retail careers as 
assistant buyers, merchandise planners, or department 
managers in stores. In these positions, they are respon-
sible for the profitability of a line of merchandise or 
an area of the store, and they manage people who work 
for them. 
  Even if you work for a large company, retailing pro-
vides an opportunity for you to do your own thing and be 
rewarded. You can come with an idea, execute it almost 
immediately, and see how well it is doing by reviewing the 
sales data at the end of the day. 
  Retailing offers a variety of career paths, such as buy-
ing, store management, sales promotion and advertising, 
personnel, operations/distribution, loss prevention, and 
finance. In addition, retailing offers almost immediate ac-
countability for talented people, so they can reach key 
management positions fairly quickly. Starting salaries are 
competitive, and the compensation of top management 
ranks among the highest in any industry.   

  CAREER OPPORTUNITIES  

 In retail firms, career opportunities are in merchandising/
buying, store management, and corporate staff functions. 
Corporate positions are in accounting, finance, real estate, 
promotions and advertising, computer and distribution 
systems, and human resources. 
  The primary entry-level opportunities for a retailing 
career are in the areas of buying and store management. 
Buying positions are more numbers-oriented, whereas 
store management positions are more people-oriented. 
Entry-level positions on the corporate staff are limited. 
Retailers typically want all of their employees to under-
stand their customers and their merchandise. Therefore, 
most executives and corporate staff managers begin their 
careers in merchandise or store management.  

 Store Management 
 Successful store managers must have the ability to lead 
and motivate employees. They also need to be sensitive to 
customers’ needs by making sure that merchandise is 
available and neatly displayed. 
  Store management involves all the discipline necessary 
to run a successful business: sales planning and goal set-
ting, overall store image and merchandise presentation, 
budgets and expense control, customer service and sales 
supervision, personnel administration and development, 
and community relations. 

   APPENDIX 1A   Careers in Retailing 
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be promoted to buyer and then divisional merchandise 
manager, responsible for a number of merchandise cate-
gories. Most retailers believe that merchandise manage-
ment skills are not category-specific. Thus, as you are 
promoted in the buying organization, you will probably 
work in various merchandise categories.   

 Corporate Staff 
 The corporate staff positions in retail firms involve ac-
tivities and require knowledge, skills, and abilities similar 
to those in comparable positions in nonretail firms. Thus 
many managers in these positions identify with their 
profession rather than the retail industry. For example, 
accountants in retail firms view themselves as accoun-
tant, not retailers.  

 Management Information Systems (MISs)   Employ-
ees in this area are involved with applications for captur-
ing data and developing and maintaining inventory, as 
well as the design of store systems such as POS terminals, 
self-checkout systems, and in-store kiosks.   

 Operations/Distribution   Operations employees are 
responsible for operating and maintaining the store’s 
physical plant; providing various customer services; over-
seeing the receipt, ticketing, warehousing, and distribu-
tion of a store’s inventory; and buying and maintaining 
store supplies and operating equipment. Students in op-
erations and MIS typically major in production, opera-
tions, or computer information systems.   

 Promotions/Advertising   Promotion’s many aspects 
include public relations, advertising, visual merchandising, 
and special events. This department attempts to build the 
retail firm’s brand image and encourage customers to visit 
the retailer’s stores and/or Web site. Managers in this area 
typically major in marketing or mass communications.   

 Loss Prevention   Loss prevention employees are re-
sponsible for protecting the retailer’s assets. They develop 
systems and procedures to minimize employee theft and 
shoplifting. Managers in this area often major in sociology 
or criminology, although, as we discuss in Chapters 9 and 
16, loss prevention is beginning to be viewed as a human 
resource management issue.   

 Finance/Accounting   Many retailers are large busi-
nesses involved in complicated corporate structures. Most 
retailers also operate with a tight net profit margin. With 
such a fine line between success and failure, retailers con-
tinue to require financial experts. The finance/accounting 
division is responsible for the financial health of the com-
pany. Employees in this division prepare financial reports 
for all aspects of the business, including long-range fore-
casting and planning, economic trend analysis and bud-
geting, shortage control and internal audits, gross and net 
profit, accounts payable to vendors, and accounts receiv-
able from charge customers. In addition, they manage the 
retailer’s relationship with the financial community. Stu-
dents interested in this area often major in finance or 
accounting.   

  Since store managers work in stores, they are often at 
quite a distance from the home office, which means they 
have limited direct supervision. Their hours generally mirror 
those of their store and can therefore include some week-
ends and evenings. In addition, they spend time during non-
operating hours tending to administrative responsibilities. 
  The typical entry-level store management position is a 
department manager with responsibility for merchandise 
presentation, customer service, and inventory control for 
an area of the store. The next level is an area or group 
manager with responsibility for executing merchandising 
plans and achieving sales goals for several areas, as well as 
supervising, training, and developing department manag-
ers. Beyond these positions, you might be promoted to 
store manager, then to district manager responsible for a 
group of stores, and then to regional manager responsible 
for a group of districts.   

 Merchandise Management 
 Merchandise management attracts people with strong 
analytical capabilities, an ability to predict what merchan-
dise will appeal to their target markets, and a skill for ne-
gotiating with vendors as well as store management to get 
things done. Many retailers have broken the merchandis-
ing management activities into two different yet parallel 
career paths: buying and merchandise planning. 
  Retail merchandise buyers are similar to financial port-
folio managers. They invest in a portfolio of merchandise, 
monitor the performance (sales) of the merchandise, and 
on the basis of the sales, either decide to buy more mer-
chandise that is selling well or get rid of (discount) mer-
chandise that is selling poorly. Buyers are responsible for 
selecting the type and amount of merchandise to buy, ne-
gotiating the wholesale price and payment terms with 
suppliers, setting the initial retail price for the merchan-
dise, monitoring merchandise sales, and making appropri-
ate retail price adjustments. Thus buyers need to have 
good financial planning skills, knowledge of their custom-
ers’ needs and wants and competitive activities, and the 
ability to develop good working relationships with ven-
dors. To develop a better understanding of their custom-
ers, buyers typically stay in contact with their stores by 
visiting them, talking to sales associates and managers, and 
monitoring the sales data available through their mer-
chandise management systems. 
  Planners have an even more analytical role than buyers. 
Their primary responsibility is to determine the assort-
ment of merchandise sent to each store—how many styles, 
colors, sizes, and individual items. Once the merchandise 
is in the stores, planners closely monitor sales and work 
with buyers on decisions such as how much additional 
merchandise to purchase if the merchandise is doing well 
or when to mark down the merchandise if sales are below 
expectations. 
  The typical entry-level position of college graduates 
interested in merchandise management is either assistant 
buyer or assistant planner in a merchandise category such 
as men’s athletic shoes or consumer electronics. In these 
positions, you will do the sales analysis needed to support 
the decisions eventually made by the planner or buyer for 
whom you work. From this entry-level position, you could 
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more. A big box store manager can earn from $50,000 to 
$150,000; a discount store manager makes from $70,000 
to $100,000 or more; and a specialty store manager earns 
from $35,000 to $60,000 or more. 
  Compensation varies according to the amount of re-
sponsibility. Specialty store managers are generally paid 
less than department store managers because their annual 
sales volume is lower. But advancements in this area can be 
faster. Aggressive specialty store managers often are pro-
moted to district managers and run 8 to 15 units after a few 
years, so they quickly move into higher pay brackets. 
  Because information systems enable retailers to assess 
the sales and profit performance of each manager, and 
even each sales associate, the compensation of retail man-
agers is closely linked to objective measures of their per-
formance. As a result, in addition to their salaries, retail 
managers are generally given strong monetary incentives 
based on the sales they create. 
  A compensation package consists of more than salary 
alone. In retailing, the benefits package is often substantial 
and may include a profit-sharing plan, savings plan, stock 
options, medical and dental insurance, life insurance, long-
term disability protection and income protection plans, 
and paid vacations and holidays. Two additional benefits of 
retailing careers are that most retailers offer employees 
valuable discounts on the merchandise they sell, and some 
buying positions include extensive foreign travel.   

 Retailing Is a Low-Growth Industry with 
Little Opportunity for Advancement 
 While the growth rate of retail parallels the growth rate of 
the overall economy, many opportunities for rapid ad-
vancement exist simply because of the sheer size of the 
retail industry. With so many retail firms, there is always a 
large number of firms that are experiencing a high growth 
rate, opening many new stores, and needing store manag-
ers and support staff positions.   

 Working in Retailing Requires Long Hours 
and Frequent Relocation 
 Retailing has an often exaggerated reputation of demand-
ing long and unusual hours. Superficially, this reputation is 
true. Store managers do work some evenings and weekends. 
But progressive retailers realize that if the unusual hours 
aren’t offset by time off at other periods during the week, 
many managers become inefficient, angry, and resentful—
in other words, burned out. It’s also important to put the 
concept of long hours into perspective. Most professional 
careers require more than 40 hours a week for the person to 
succeed. In a new job with new tasks and responsibilities, 
the time commitment is even greater. 
  Depending on the type of retailer and the specific firm, 
retailing enables executives to change locations often or 
not at all. In general, a career path in store management 
has more opportunity for relocation than paths in buying/
merchandising or corporate. Because buying and corpo-
rate offices are usually centrally located, these positions 
generally are not subject to frequent moves. In addition, 
employees in corporate positions and merchandise man-
agement tend to work during normal business hours.                                         

 Real Estate   Employees in the real estate division are 
responsible for selecting locations for stores, negotiating 
leases and land purchases, and managing the leasehold 
costs. Students entering this area typically major in real 
estate or finance.   

 Store Design   Employees working in this area are re-
sponsible for designing the store and presenting merchan-
dise and fixtures in the store. Talented, creative students in 
business, architecture, art, and other related fields will 
have innumerable opportunities for growth in the area of 
retail store design.   

 Human Resource Management   Human resource 
management is responsible for the effective selection, 
training, placement, advancement, and welfare of employ-
ees. Because there are seasonal peaks in retailing (such as 
Christmas, when many extra people must be hired), human 
resource personnel must be flexible and highly efficient.     

  MYTHS ABOUT RETAILING   

 Sales Clerk Is the Entry-Level Job 
in Retailing 
 Many students and their parents think that people work-
ing in retailing have jobs as sales clerks and cashiers. They 
hold this view because, as customers in retail stores, they 
typically interact only with sales associates, not their man-
agers. But as we have discussed in this chapter, retail firms 
are large, sophisticated corporations that employ manag-
ers with a wide variety of knowledge, skills, and abilities. 
Entry-level positions for college are typically manage-
ment trainees in the buying or store organization, not 
sales associates. 
  Management trainees in retailing are given more re-
sponsibility more quickly than their counterparts in other 
industries. Buyers are responsible for choosing, promot-
ing, pricing, distributing, and selling millions of dollars’ 
worth of merchandise each season. The department man-
ager, generally the first position after a training program, 
is often responsible for merchandising one or more de-
partments, as well as managing 20 or more full- and part-
time sales associates.   

 College and University Degrees Are Not 
Needed to Succeed in Retailing 
 While some employees are promoted on the basis of their 
retail experience, a college degree is needed for most retail 
management positions, ranging from store manager to 
CEO. More than 150 colleges and universities in the 
United States offer programs of study and degrees or ma-
jors in retailing.   

 Retail Jobs Are Low-Paying 
 Starting salaries for management trainees with a college 
degree range from $30,000 to $65,000 a year, and the 
compensation of top management ranks with the highest 
in industry. For example, store managers with only a few 
years of experience can earn up to $100,000 or more, de-
pending on their performance bonuses. A senior buyer for 
a department store earns from $50,000 to $90,000 or 
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 EXECUTIVE BRIEFING 
 Michael MacDonald, President and CEO, 
DSW Shoe Warehouse 

 After receiving a BBA, I started my career as a CPA in 

public accounting. Three years later, I took a financial po-

sition with a Detroit-based retail department store chain, 

J.L. Hudson Company. While working full-time at Hudson, 

I earned an MBA by attending evening classes over a 

three-year period. 

  A synopsis of my career illustrates the range of skills 

needed by a CEO and also demonstrates the ever-changing 

nature of retail: Many of the department store chains I have 

worked for have merged or been acquired, with name 

changes along the way. Today these companies are known 

as Target Corporation, Macy’s, and Saks Incorporated. 

  By the time I was 29 years old, I had risen to CFO; and 

then, after nine years with what was then known as the 

Dayton-Hudson Corporation, I accepted a position at 

Marshall Field’s. There I added IT responsibilities to my 

portfolio. From Marshall Field’s, I went to Carson Pirie 

Scott (CPS) as chief administrative officer, adding legal, 

real estate, and supply chain responsibilities. In 1997, I was 

appointed CEO of CPS. My responsibilities broadened 

again to include merchandising, marketing, and stores. 

Two other chains were merged into CPS, and the result-

ing company was subsequently sold. In 2006, I joined 

Shopko Stores as CEO; and, three years later, I became 

CEO of DSW Shoe Warehouse. 

  DSW is a $1.6 billion footwear retailer—the number-two 

branded adult footwear retailer in the United States. We 

 operate 306 stores in 39 states and 350 leased shoe depart-

ments as well as an e-commerce site, DSW.com. Our retail 

strategy combines a breathtaking assortment of wanted 

brands; 20,000 to 30,000 pairs of shoes per store; an every-

day discount pricing model; a convenient, assisted self-select 

service model; and a no-frills shopping environment. 
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 QUESTIONS 

 What are the different types of retailers? 

 How do retailers differ in terms of how they meet the 
needs of their customers? 

 What trends are shaping today’s retailers? 

 How do services retailers differ from merchandise 
retailers? 

 What are the types of ownership for retail firms?    

   C H A P T E R  2 

 You want to have a good cup of coffee in the morning, not instant, but you 
don’t want to bother with grinding coffee beans, boiling water, pouring it 
through ground coffee in a filter, and waiting. Think of all the different 

retailers that could help you satisfy this need. You could get your cup of brewed 
coffee from the drive-through window at the local Starbucks, or you could decide 
to buy an automatic coffeemaker with a timer so that your coffee will be ready 
when you wake up. You could purchase the coffeemaker at a discount store like 
Walmart or Target, a department store like Macy’s, a drugstore like CVS, or a 
category specialist like Best Buy. If you want to buy the coffeemaker without tak-
ing the time to visit a store, you could order it from the JCPenney catalog or go to 
www.thefind.com, search for “coffee and espresso maker,” and review the informa-
tion on 167,124 products sold by 13,794 retailers from Kohl’s to Cooking.com. 
  All these retailers are competing against one another to satisfy your need for a 
hassle-free, good cup of coffee. Many are selling the same brands, but they offer 
different services, prices, environments, and convenience. For example, if you want 
to buy a low-price, basic coffeemaker, you can go to a discount store. But if you are 
interested in a coffeemaker with more features and want to have someone explain 
the different features, you can visit a department store or a category specialist. 

  It’s my responsibility to lead strategy development, cre-

ate operational alignment within the company, oversee tal-

ent selection and development, and serve as the primary 

communicator within the company. My days are spent 

communicating with functional heads to assess progress 

on initiatives, discuss opportunities and risks, and solve 

problems. I also track business trends, visit stores, monitor 

progress on strategic initiatives, meet with investors and 

suppliers, and communicate regularly with the board of 

directors. In short, I attend or oversee a lot of meetings.  

  I derive great satisfaction from leading a team of 

 motivated individuals who are working together for a 

common purpose and getting results. I love dealing with 

a product with which customers have an emotional 

 attachment, and I enjoy the immediate customer 

 feedback I get via daily sales reports. I also enjoy devel-

oping people’s talents, leading, communicating, creating 

an environment where people have fun, and creating an 

alignment of teams, and I enjoy competing . . . and 

winning!   
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  To develop and implement a retail strategy, retailers need to understand the 
nature of competition in the retail marketplace. This chapter describes the differ-
ent types of retailers and how they compete against one another by offering differ-
ent benefits to consumers. These benefits are reflected in the nature of the retail 
mixes used by the retailers to satisfy customer needs: the types of merchandise and 
services offered, the degree to which their offerings emphasize services versus 
merchandise, and the prices charged.  

 RETAILER CHARACTERISTICS  
 The 1.9 million  1   U.S. retailers range from street vendors selling hot dogs to mul-
tichannel retailers such as Staples that offer products in their stores and through 
catalog and Internet channels. The different types of retailers offer unique bene-
fits. The type of retailer a consumer chooses to patronize depends on the benefits 
the consumer is seeking. For example, you might value the convenience of buying 
a gift shirt from a catalog retailer that will ship it to a friend in another city. Alter-
natively, you might prefer to buy a shirt from a local store when making a pur-
chase for yourself so that you can try it on. You might go to a discount store to buy 
an inexpensive shirt for a camping trip or a sporting goods specialty store to buy a 
shirt with the insignia of your favorite football team. 
    These retailers survive and prosper because they satisfy a group of consumers’ 
needs more effectively than their competitors, and thus consumers patronize dif-
ferent retail types when they have different needs. As consumer needs and compe-
tition change, new retail formats are created and existing formats evolve. The 
initial category specialists in toys, consumer electronics, and home improvement 
supplies have been joined by a host of new specialists, including Zappos.com 
(shoes), Ulta (cosmetics), and Crate & Barrel (housewares). Rental companies rep-
resent an interesting retail format that has evolved from simple car or equipment 
rental companies to Netflix and Redbox movie rental firms. Bag Borrow or Steal, 
described in Retailing View 2.1, rents luxury. 
    At eBay Motors consumers can buy cars and motorcycles from thousands of 
individuals as well as established dealers. This Internet retailer competes with tra-
ditional automobile dealers that sell new and used cars using more conventional 
retailing methods. Many retailers are broadening their assortment so that their 
offerings overlap and competition increases. For example, office supply stores 
compete with warehouse clubs, supercenters, supermarkets, and convenience 
stores because they sell many of the same products. 
    The Internet channel has fundamentally changed the way many people shop. 
OpenTable, for instance, lets you make online restaurant reservations in many 
U.S. cities. Consumers are able to order food, locate retail stores, or find product 
information on their mobile phones. The Internet has also provided shoppers 
with multiple shopping channels. (See Chapter 3.) For instance, you may browse 
and buy products on walmart.com but pick up your purchases at the store. While 
in the store, you may see a giant trampoline that you would rather order online 
and have it delivered to your door. 
    The most basic characteristic used to describe the different types of retailers is 
their retail mix, or the elements retailers use to satisfy their customers’ needs. 
Four elements of the retail mix are particularly useful for classifying retailers: the 
type of merchandise and/or services offered, the variety and assortment of mer-
chandise offered, the level of customer service, and the price of the merchandise.  

 Type of Merchandise 
 The United States, Canada, and Mexico have developed a classification scheme, 
called the   North American Industry Classification System (NAICS),   to collect 
data on business activity in each country. Every business is assigned a hierarchical, 

  REFACT 
 The NAICS replaces the 
Standard Industrial Classifica-
tion (SIC) system that had 
been used by the U.S. Census 
Bureau since the 1930s.  
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 RETAILING VIEW   Rent Some Luxury   2.1 

 Bag Borrow or Steal, founded in 2004 (www.BagBorrowOr-
Steal.com) rents luxury products such as handbags, jewelry, 
watches, and sunglasses to more than 1 million members. Cus-
tomers have the option of becoming members by paying a 
monthly subscription fee that allows them to rent items for 20 
percent off the listed prices and provides additional perks such 
as priority access to certain merchandise and reward points. 
For example, a BCBG clutch is available for about $9 a week or 
$25 a month for nonmembers, but members get 20 percent off. 
On the higher end, a Chloe Small Paddington Satchel bag that 
retails for about $1,300 rents for about $100 a week or $250 a 
month for nonmembers and about $65 a week and $200 a 
month for members. If a customer “falls in love” with an item, 
she has the option of paying a reduced price for it, based on its 
condition and age. The Web site also offers an outlet store that 
sells items at 40 to 85 percent off the suggested retail price, 
depending on their condition. 
  When it was just getting started, 70 percent of Bag Borrow 
or Steal’s sales were from its opening price point bags, those 
under $500, and included many well-known brands such as 
Kate Spade and Coach. Now about 80 percent of its sales are 

from the bags that retail for $1,500 and up from well-known 
designers like Gucci and Prada. The business has grown consid-
erably; a typical wholesale buy from a vendor is from $500,000 
to $750,000, an amount even rare for the biggest luxury retail-
ers like Bergdorf Goodman. 
  Many of their customers already have designer bags or 
other high-end accessories but cannot afford to buy the selec-
tion that is available to them through Bag Borrow or Steal. A 
bag, for instance, is an accessory item for which many consum-
ers are willing to spend up to their limit, or above, because of 
its “noticeability” compared with other articles of clothing. 
“Fashionistas” especially value the ability to carry many de-
signer bags throughout the year rather than just one or two. 

 Sources: http://fora.tv/2009/02/13/Weathering_the_Storm_Retail_
Solutions_for_All_Seasons#Bag_Borrow_or_Steal_Fashion_Meets_
Online_Innovation (accessed October 6, 2009); Paul Demery, “New 
Capital Wave,” InternetRetailer.com, September 2008; Sarah Lacy, “The 
Tech Beat,” BusinessWeek, March 7, 2006; Kate M. Jackson, “Renting a 
Handful of Luxury,” Boston Globe, October 13, 2005; www.bagborrow-
orsteal.com (accessed October 6, 2009).  

  Can’t afford this purse? Just rent it from Bag Borrow or Steal.  

six-digit code based on the type of products and services it sells. The first two dig-
its identify the firm’s business sector, and the remaining four digits identify various 
subsectors. 
    The classifications for retailers selling merchandise, based largely on the type 
of merchandise sold, are illustrated in Exhibit 2–1. Merchandise retailers are in 
sectors 44 and 45. The next three digits provide a finer classification of merchan-
dise retailers. For example, retailers selling clothing and clothing accessories are 
classified as 448, clothing stores as 4481, and men’s clothing stores as 44811. The 
sixth digit, not illustrated in Exhibit 2–1, captures differences between the North 
American countries using the classification scheme. 
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    Most services retailers are classified in sectors 71 (arts, entertainment, and rec-
reation) and 72 (accommodation and food services). For example, food services 
and drinking places are in category 722, which is subdivided into full-service res-
taurants (7221) and limited-service eating places like fast-food restaurants (7222). 

   Variety and Assortment 
 Retailers can offer the same merchandise but differ in the variety and assortment 
of merchandise offered.   Variety   is the number of merchandise categories a retailer 
offers.   Assortment   is the number of different items offered in a merchandise cat-
egory. Variety is often referred to as the   breadth of merchandise,   and assortment 
is referred to as the   depth of merchandise.   Each different item of merchandise is 
called a   stock-keeping unit (SKU).   Some examples of SKUs include an original 
scent, 33-ounce box of Tide laundry detergent with bleach or a blue, long-sleeve, 
button-down-collar Ralph Lauren shirt, size medium. 
    Warehouse clubs, discount stores, and toy stores all sell toys, but warehouse 
clubs and full-line discount stores sell many other categories of merchandise in 
addition to toys (i.e., they have greater variety). Stores specializing in toys stock 

  REFACT 
 Seventeen percent of all U.S. 
retail sales are for motor 
 vehicles and parts (441); 
 department stores (4521) 
account for just 7 percent.  2    

  EXHIBIT 2–1 
 NAICS Codes for 
Retailers  

44812    Women's clothing

              stores

4481    Clothing stores

4482    Shoe stores

4483    Jewelry, luggage and

            leather goods stores 

44811    Men's clothing

              stores

44813    Children's  and infants'

              clothing stores

44815    Clothing accessories

              stores

44814    Family  clothing 

              stores

44819    Other clothing stores

44831    Jewelry stores

44821    Shoe stores

44832    Luggage and leather 

              goods stores

441    Motor vehicle and 

          parts dealers

442    Furniture and home 

          furnishings stores

443    Electronics and 

          appliance stores

444    Building material and 

          garden equipment and

          supplies dealers

445    Food and beverage

          stores

446    Health and personal

          care stores

447    Gasoline stations

453    Miscellaneous store

          retailers

454    Nonstore retailers

452    General merchandise

          stores

451   Sporting goods, hobby,

         book, and music stores

448    Clothing and clothing

          accessories stores

 SOURCE: “North American Industry Classification System (NAICS),” U.S. Census Bureau, http://www.census.gov/epcd/
www/naics.html. 
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 EXHIBIT 2–2  Variety and Assortment of Kayaks in Different Retail Outlets 

 Retailer Brand White-Water Recreational Sea Touring Fishing

EMS (Eastern  Necky  X X

Mountain Sports) Wilderness Systems  X X X

 Hurricane   X 

 Perception  X  

 Old Town  X  

 Airis    X

   7 SKUs 14 SKUs 3 SKUs

   $489–$1,209 $1,259–$1,695 $975–$1,365

Outdoorplay.com Axiom X   

 Axis X   

 WaveSport X   

 Dagger X X X 

 Airis X X  

 NRS X   

 Wilderness Systems  X X X

 Perception  X X 

 Necky  X X 

 Advanced Elements  X  

 Ocean Kayak    X

 Freedom Hawk    X

  27 SKUs 23 SKUs 20 SKUs 12 SKUs

  $649–$1,538 $449–$1,299 $794–$1,699 $849–$1,999

Walmart K2   X

 Waterquest  X  

 Airhead  X  

 Coleman  X  

   4 SKUs 1 SKU 

   $299.98–$377.99 $349.99  

 Retailer Brand White-Water Recreational Sea Touring Fishing

EMS (Eastern  Necky  X X

Mountain Sports) Wilderness Systems  X X X

 Hurricane   X

 Perception  X  

 Old Town  X 

 Airis    X

   7 SKUs 14 SKUs 3 SKUs

   $489–$1,209 $1,259–$1,695 $975–$1,365

Outdoorplay.com Axiom X  

 Axis X   

 WaveSport X  

 Dagger X X X 

 Airis X X 

 NRS X  

 Wilderness Systems  X X X

 Perception  X X 

 Necky  X X

 Advanced Elements  X 

 Ocean Kayak    X

 Freedom Hawk    X

  27 SKUs 23 SKUs 20 SKUs 12 SKUs

  $649–$1,538 $449–$1,299 $794–$1,699 $849–$1,999

Walmart K2   X

 Waterquest  X  

 Airhead  X  

 Coleman  X  

   4 SKUs 1 SKU 

   $299.98–$377.99 $349.99  

more types of toys (more SKUs) and thus offer a greater assortment 
(i.e., greater depth in the form of more models, sizes, and brands) than 
the full-line discount stores or warehouse clubs. 
    Variety and assortment can also be applied to a specific merchandise cat-
egory rather than an entire store. Exhibit 2–2 shows the breadth and depth 
of kayaks carried by EMS  (Eastern Mountain Sports), an outdoor gear and 
equipment category specialist; Outdoorplay.com, an Internet kayak spe-
cialty retailer; and Walmart, a full-line discount store.  Although EMS car-
ries many of the same brands as Outdoorplay.com, EMS offers a narrower 
assortment—only four of the five categories—than Outdoorplay.com. 
 Outdoorplay.com carries a deeper assortment of kayaks. Walmart has the 
least variety (only two categories) and the shallowest assortment, offering 
only 5 SKUs compared with 24 at EMS and 82 at Outdoorplay.com. 

   Services Offered 
 Retailers also differ in the services they offer customers. Customers expect 
almost all retailers to provide certain services: displaying merchandise, ac-
cepting credit cards, providing parking, and being open at convenient hours. 
Some retailers charge customers for other services, such as home delivery 
and gift wrapping. However, retailers may differ on other services. For ex-
ample, EMS offers assistance in selecting the appropriate kayak, as well as 
repairs. Outdoorplay.com and Walmart do not provide these services.   

 Prices and the Cost of Offering Breadth and Depth 
of Merchandise and Services 
 Stocking a deep and broad assortment, like the one EMS offers in kayaks, is ap-
pealing to customers but costly for retailers. When a retailer offers many SKUs, 

  Rate EMS’s variety and 
assortment of kayaks 
compared to Outdoorplay.
com and Walmart.  
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its inventory investment increases, because the retailer must have backup stock for 
each and every SKU. 
    Similarly, services attract customers to the retailer, but they also are costly. 
More staff must be paid to provide information and assist customers, alter prod-
ucts to meet customers’ needs, and demonstrate merchandise. Child care facilities, 
restrooms, dressing rooms, and check rooms take up valuable store space that 
could be used to stock and display merchandise. Offering delayed billing, credit, 
or installment payments requires a financial investment that could be used to buy 
more merchandise. 
    To make a profit, retailers that offer broader variety, deeper assortments, and/or 
additional services need to charge higher prices. For example, department stores 
have higher prices than discount stores because of their higher costs. Department 
stores stock more fashionable merchandise and have to reduce prices when they 
make a mistake in guessing what the popular styles will be. They also provide 
more personal sales service and have more expensive mall locations. In contrast, 
discount stores appeal to customers who are looking for lower prices. These con-
sumers are less interested in the costly services provided by department stores. 
Thus, a critical retail decision involves the trade-off between the costs and bene-
fits of maintaining additional inventory or providing additional services. Chapters 
6 and 12 address the considerations required in making this trade-off. 
    In the next sections, we discuss the different types of food retailers and then 
general merchandise and services retailers. Exhibit 2–3 contains information about 
the size and growth rates for each of these retail sectors.     

 EXHIBIT 2–3 
 Sales and Growth Rate 
for Retail Sectors 

 Sources: Economic Forecast: Outlook to 2013 Food, Drug, Mass (Columbus, OH: Retail Forward, November 2008); Economic Forecast: 
Outlook to 2013 Homegoods (Columbus, OH.: Retail Forward, November 2008); Economic Forecast: Outlook to 2013 Softgoods 
(Columbus, OH: Retail Forward, November 2008). 

   Estimated Estimated

 Sales, 2013 Sales Growth

 ($ millions) 2008–2013 (%)

Food Retailers

Conventional supermarkets $622,896 3.3

Supercenters 354,905 7.1

Warehouse clubs 159,075 6.7

Convenience stores 748,186 3.0

General Merchandise Retailers

Department stores 73,291 20.9

Apparel and accessory specialty stores 210,236 4.5

Jewelry stores 36,848 3.4

Shoe stores 29,606 1.8

Furniture stores 66,262 2.2

Home furnishing stores 59,465 2.8

Office supply stores 26,404 2.2

Sporting goods stores 49,717 5.3

Bookstores 19,101 2.1

Building material, hardware, and garden supply stores 393,254 3.6

Consumer electronics and appliance stores 141,800 4.4

Drugstores 250,172 4.2

Full-line discount stores 126,385 0.0

Extreme-value stores 52,454 3.1

Nonstore Retailers

Nonstore retailing 340,421 9.0

E-commerce 282,055 15.0 

 Estimated Estimated

Sales, 2013 Sales Growth

 ($ millions) 2008–2013 (%)

Food Retailers

Conventional supermarkets $622,896 3.3

Supercenters 354,905 7.1

Warehouse clubs 159,075 6.7

Convenience stores 748,186 3.0

General Merchandise Retailers

Department stores 73,291 20.9

Apparel and accessory specialty stores 210,236 4.5

Jewelry stores 36,848 3.4

Shoe stores 29,606 1.8

Furniture stores 66,262 2.2

Home furnishing stores 59,465 2.8

Office supply stores 26,404 2.2

Sporting goods stores 49,717 5.3

Bookstores 19,101 2.1

Building material, hardware, and garden supply stores 393,254 3.6

Consumer electronics and appliance stores 141,800 4.4

Drugstores 250,172 4.2

Full-line discount stores 126,385 0.0

Extreme-value stores 52,454 3.1

Nonstore Retailers

Nonstore retailing 340,421 9.0

E-commerce 282,055 15.0 
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 EXHIBIT 2–4 
 Characteristics of Food 
Retailers 

  Limited-

  Conventional Assortment  Warehouse Convenience

 Supermarket Supermarket Supercenter Club Store

Percentage food 70–80 80–90 30–40 60 90

Size (000 sq. ft.) 35–40 7–10 160–200 100–150 3–5

SKUs (000) 30–40 1–1.5 100–150 20 2–3

Variety Average Narrow Broad Broad Narrow

Assortment Average Shallow Deep Shallow Shallow

Ambience Pleasant Minimal Average Minimal Average

Service Modest Limited Limited Limited Limited

Prices Average Lowest Low Low High

Gross margin (%) 20–22 10–12 15–18 12–15 25–30 

  Limited-

  Conventional Assortment  Warehouse Convenience

 Supermarket Supermarket Supercenter Club Store

Percentage food 70–80 80–90 30–40 60 90

Size (000 sq. ft.) 35–40 7–10 160–200 100–150 3–5

SKUs (000) 30–40 1–1.5 100–150 20 2–3

Variety Average Narrow Broad Broad Narrow

Assortment Average Shallow Deep Shallow Shallow

Ambience Pleasant Minimal Average Minimal Average

Service Modest Limited Limited Limited Limited

Prices Average Lowest Low Low High

Gross margin (%) 20–22 10–12 15–18 12–15 25–30 

  REFACT 
 The first self-service grocery 
store was opened in 1930 
by King Kullen in Jamaica, 
New York.  9    

 FOOD RETAILERS  
 The food retailing landscape is changing dramatically. Twenty years ago, consum-
ers purchased food primarily at conventional supermarkets. Now conventional 
supermarkets account for slightly more than half of food sales (not including res-
taurants). The fastest-growing sectors of the food retail market are supercenters, 
warehouse clubs, convenience stores, and extreme-value food retailers.  3   While 
full-line discount stores like Walmart and warehouse clubs like Costco are offer-
ing more food items, traditional supermarkets are carrying more nonfood items. 
Many supermarkets offer pharmacies, health care clinics, photo processing  centers, 
banks, and cafés. 
    The world’s largest food retailer, Walmart, has more than $165 billion in sales 
of supermarket-type merchandise, followed by Carrefour (France), Tesco (United 
Kingdom), Metro Group (Germany), Schwartz Group (Germany), and Kroger 
(United States).  4   The largest supermarket chains in the United States are Kroger, 
Safeway, Supervalu, Publix, and Ahold US.  5   
    Most of Walmart’s food sales are generated from its supercenter format, 
whereas Carrefour garners most of its sales using the hypermarket format that it 
developed. The remaining larger food retailers primarily sell through conven-
tional supermarkets. Exhibit 2–4 shows the retail mixes for different types of food 
retailers.  

 Supermarkets 
 A   conventional supermarket   is a large, self-service retail food store offering gro-
ceries, meat, and produce, as well as some nonfood items, such as health and 
beauty aids and general merchandise.  6   Perishables including meat, produce, baked 
goods, and dairy products account for 44 percent of supermarket sales and typi-
cally have higher margins than packaged goods.  7   
    Whereas conventional supermarkets carry about 30,000 SKUs,   limited- 
assortment supermarkets,   or   extreme-value food retailers,   only stock about 
2,000 SKUs.  8   The two largest limited-assortment supermarket chains in the 
United States are Save-A-Lot and ALDI. Retailing View 2.2 describes ALDI, a 
firm that makes Walmart seem luxurious. 
    Rather than carrying twenty brands of laundry detergent, limited-assortment 
supermarkets offer one or two brands and sizes, one of which is a store brand. 
Stores are designed to maximize efficiency and reduce costs. For example, mer-
chandise is shipped in cartons on crates that can serve as displays so that no un-
loading is needed. Some costly services that consumers take for granted, such as 
free bags and paying with credit cards, are not provided. Stores are typically 
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l ocated in second- or third-tier shopping centers with low rents. By trimming 
costs, limited-assortment supermarkets can offer merchandise at prices 40 percent 
lower than those at conventional supermarkets.  10    

 Trends in Supermarket Retailing   Although conventional supermarkets still 
sell a majority of food merchandise, they are under substantial competitive pres-
sure. Everyone wants a piece of the food retail pie. Supercenters are rapidly at-
tracting conventional supermarket customers with their broader assortments of 
food and general merchandise at attractive prices. General merchandise discount 
chains like Target and Walmart and extreme-value retailers like Dollar General 
and Family Dollar are increasing the amount of space they devote to consumables. 
Convenience stores are also selling more fresh merchandise. 
  Supercenters and warehouse clubs are particularly troublesome for supermar-
kets because their superior operating efficiencies enable them to have low costs 
and prices. These stores have tremendous bargaining power in the market because 
they can buy such large quantities. They also have invested heavily in state-of-the-
art supply chains, assortment planning, and pricing systems that reduce their in-
ventories while increasing their sales and margins. These activities are discussed in 
more detail in Chapters 10 and 12. Warehouse club stores concentrate on buying 

 At ALDI in Germany and 
in the United States, cus-
tomers bag their own gro-
ceries and rent grocery 
carts for a refundable fee 
of 25 cents. As a result, the 
company does not have to 
hire staff to bag groceries 
or recover carts from 
parking lots. Products are 
displayed in the same 
boxes in which they ar-
rived, again minimizing the 
amount of needed labor. 
ALDI takes only cash, thus 
avoiding processing fees or 
bad checks. Stores are 
open only during peak 
shopping hours to mini-
mize energy costs. ALDI 
limits its labor cost to 6 percent of sales, compared to 12 to 16 
percent for the typical supermarket, by keeping limited store staff. 
  ALDI, short for “Albrecht Discount,” after its founder Karl 
Albrecht, operates 8,500 stores worldwide and 1,000 in the 
United States. In Germany, 90 percent of the population shops 
at ALDI. With a saturated market, ALDI is looking for more 
growth in the United States. 
  ALDI achieves huge cost savings by offering around 1,300 
SKUs compared to 45,000 at an average grocery store; this 
means higher inventory turnover and less spoilage. Ninety-five 
percent of sales are from its private-label brands, which provide 

a higher profit margin 
than national brands. 
 ALDI’s products are 
priced 16 to 24 percent 
below retail prices at dis-
count stores and 40 per-
cent below retail prices at 
traditional supermarkets. 

 When ALDI first en-
tered the United States 
in  1976, and the United 
Kingdom in 1990, it 
opened in low-income ar-
eas. But these sites were 
generally unsuccessful be-
cause poorer consumers 
could not afford fresh 
products, so much of the 
store’s perishable mer-
chandise went to waste. 

Now ALDI puts its stores in locations that attract middle-class 
shoppers who have higher disposable income and education 
but still want to save money. 
  ALDI also owns Trader Joe’s. In keeping with its low-cost 
model, Trader Joe’s features mainly private-label products and a 
limited selection, but its environment is more upscale and it 
specializes in fresh and gourmet products. 

 Source: Cecilie Rohwedder and David Kesmodel, “ALDI Looks to U.S. 
for Growth,” Wall Street Journal, January 13, 2009; Andrew Martin, “The 
Allure of Plain Vanilla,” New York Times, September 7, 2008.  

  ALDI provides quality merchandise at low prices by reducing its 
assortment to control store operating expenses.  

 RETAILING VIEW    ALDI: Provides Excellent Value in the 
United States 

  2.2 
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special deals because they do not carry the consistent and deep assortment found 
in supermarkets. 
  To compete successfully against intrusions by other food retailing formats, con-
ventional supermarkets are differentiating their offerings by (1) emphasizing fresh 
perishables, (2) targeting health-conscious and ethnic consumers, (3) providing 
better value with private-label merchandise, and (4) providing a better shopping 
experience.  

 Fresh Merchandise   Fresh-merchandise categories are the areas around the outer 
walls of a supermarket, known as the   “power perimeter,”   that include the dairy, 
bakery, meat, florist, produce, deli, and coffee bar. These departments attract con-
sumers and are very profitable. Conventional supermarkets are building on their 
strength in these categories and devoting more space and attention to them. They 
are promoting fresh merchandise with cooking exhibitions and “action” stations, 
such as store-made sushi and freshly grilled meat. 
  Another example of the emphasis on “fresh” is the meal solutions offered to 
time-pressured consumers. Supervalu Inc., for instance, has introduced a line of 
more than 150 items that aim to rival restaurant-quality food, including items such 
as pork carnitas enchilada casserole and pineapple upside-down cake. Cincinnati-
based Kroger Co. recently expanded its options to include items such as lobster 
bisque, baked ziti, and dinner packages that feed a family of four for $10.  11   
  In response to this consumer desire for more and better fresh merchandise, 
food retailers such as Tesco (Fresh and Easy), Fresh Faire (Kroger), and Fresh 
Market are opening food stores focusing on the power perimeter merchandise. 
These   fresh supermarkets   are smaller (30,000 versus 40,000 square feet) and 
more convenient than traditional supermarkets and have less space devoted to 
packaged goods.   

 Health/Organic Merchandise  
 Conventional supermarkets are of-
fering more natural, organic, and 
fair-trade foods for the growing 
segment of consumers who are 
health-conscious and environmen-
tally conscious.   Fair trade   is the 
practice of purchasing from facto-
ries that pay workers a living wage, 
considerably more than the pre-
vailing minimum wage, and offer 
other benefits such as onsite medi-
cal treatment. In addition, tradi-
tional supermarket chains are 
opening smaller-format stores such 
as GreenWise Market (Publix) tar-
geting health-conscious consumers 
who patronize Whole Foods. 
  A related food retailing trend is 
offering locally grown products, a 
trend brought about in response to 
environmental concerns and the increasing financial costs (e.g., fuel) of transport-
ing food long distances. The   locavore movement   focuses on reducing the carbon 
footprint caused by the transportation of food throughout the world. Food miles 
are calculated using the distance that foods travel from the farm to the plate. Many 
Americans appreciate the idea of supporting local businesses, but they also want 
the variety of products they can find everyday in their grocery store. It is difficult 
to maintain a balance between buying locally and maintaining such variety.   

  REFACT 
 Almost 70 percent of U.S. 
shoppers bought something 
organic over a recent 
three-month period.  12    

Health-conscious and environmentally conscious consumers are demanding natural, 
organic, and fair-trade foods from food retailers.
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 Ethnic Merchandise   Hispanics, who now constitute 15 percent of the U.S. popula-
tion, have significantly different shopping and eating patterns from those of the 
general population.  13   They are more likely to prepare meals from scratch, spend 
more on groceries, prefer stores with bilingual staff and signage, and place impor-
tance on fresh food. In addition to adding more ethnic merchandise in conventional 
supermarkets, retailers are opening supermarkets targeting Hispanic consumers. 
  For example, Northgate markets are a 30-store chain in California that caters 
to just Hispanic consumers. The stores are about 50,000 square feet in size, allow-
ing them to offer shoppers a large service meat department, bakery, tortillería, and 
prepared foods, in addition to a sizable selection of domestic and imported Latin 
American grocery goods.  14   
  Walmart has initiated its Supermercado concept, using the Sam’s Club warehouse 
business model. The first Supermarcado de Walmart is in a 40,000-square-foot con-
verted Neighborhood Market. Its opening day featured food and beverage samples 
overseen by a mariachi band belting out Spanish-language ballads. The Supermar-
cados will include no ethnic aisles, a smaller frozen-food section, and fewer brands 
of peanut butter, a generally unpopular product among Hispanic consumers. But the 
bakery will be larger, and an additional kitchen will serve an assortment of tradi-
tional Hispanic foods. All the signage is in both English and Spanish.  15     

 Private-Label Merchandise   Conventional supermarket chains are leveraging their 
quality reputation to offer more private-label merchandise. Private-label brands 
(discussed in Chapter 13) benefit both customers and retailers. The benefits to 
customers include having more choices and finding the same ingredients and qual-
ity as in national brands at a lower price. The benefits of private-label brands to 
retailers include increased store loyalty, the ability to differentiate themselves from 
the competition, lower promotional costs, and higher gross margins compared with 
national brands.   

 Improving the Shopping Experience   Creating an enjoyable shopping experience 
through better store ambience and customer service is another approach that super-
market chains use to differentiate themselves from low-cost, low-price competitors. 
Supermarkets are increasingly incorporating “food as theater” concepts, such as 
open-air market designs, cooking and nutrition classes, demonstrations, baby-sitting 
services, and food tasting.     

 Supercenters 
   Supercenters   are large stores (185,000 square feet) that combine a supermarket with 
a full-line discount store. Walmart operates 2,700 supercenters in the United States, 
accounting for 81 percent of total supercenter sales and leading its competitors 
 Meijer, SuperTarget (Target), Fred Meyer (Kroger), and Super Kmart Center (Sears 
Holding).  17   By offering broad assortments of grocery and general merchandise prod-
ucts under one roof, supercenters provide a one-stop shopping experience. 
    General merchandise (nonfood) items are often purchased on impulse when 
customers’ primary reason for coming to the supercenter is to buy groceries. Gen-
eral merchandise has higher margins, enabling the supercenters to price food 
items more aggressively. However, supercenters are very large, so some customers 
find them inconvenient because it can take a long time to find the items they want. 
      Hypermarkets   are also large (100,000 to 300,000 square feet), combination 
food (60 to 70 percent) and general merchandise (30 to 40 percent) stores. The 
world’s second-largest retailer, Carrefour, operates hypermarkets. Hypermarkets 
typically stock fewer SKUs than do supercenters—between 40,000 and 60,000 
items, ranging from groceries, hardware, and sports equipment to furniture and 
appliances to computers and electronics. 
    Hypermarkets were created in France after World War II. By building large stores 
on the outskirts of metropolitan areas, French retailers could attract customers and 

  REFACT 
 Private-label brands account 
for approximately 22 percent 
of U.S. food sales, compared 
with 30 percent in Europe.  16    
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not violate strict land-use laws. They have spread throughout Europe and become 
popular in some South American countries such as Argentina and Brazil. 
    Hypermarkets are not common in the United States, although hypermarkets 
and supercenters are similar. Both hypermarkets and supercenters are large, carry 
grocery and general merchandise categories, offer self-service, and are located in 
warehouse-type structures with large parking facilities. However, hypermarkets 
carry a larger proportion of food items than do supercenters and have a greater 
emphasis on perishables—produce, meat, fish, and bakery items. Supercenters, in 
contrast, have a larger percentage of nonfood items and focus more on dry grocer-
ies, such as breakfast cereal and canned goods, instead of fresh items. 
    Supercenters and hypermarkets face challenges in finding locations for new   big-
box   (large, limited-service) stores. In Europe and Japan, land for building large stores 
is limited and expensive. New supercenters and hypermarkets in these areas often 
have to be multistory, which increases operating costs and reduces shopper conve-
nience. Furthermore, some countries place restrictions on the size of new retail out-
lets. In the United States, there has been a backlash against large retail stores, 
particularly Walmart outlets. These opposing sentiments are based on local views 
that big-box stores drive local retailers out of business, offer low wages, provide non-
union jobs, have unfair labor practices, threaten U.S. workers through their purchase 
of imported merchandise, and cause excessive automobile and delivery truck traffic.   

 Warehouse Clubs 
   Warehouse clubs   are retailers that offer a limited and irregular assortment of food 
and general merchandise with little service at low prices for ultimate consumers 
and small businesses. The largest warehouse club chains are Costco, Sam’s Club 
(Walmart), and BJ’s Wholesale Club (operating only on the East Coast of the 
United States). Customers are attracted to these stores because they can stock up 
on large packs of basics like paper towels, large-size packaged groceries like a quart 
of ketchup, best-selling books and CDs, fresh meat and produce, and an unpredict-
able assortment of upscale merchandise and services at low prices. For example, at 
Costco you can buy a 5-carat diamond ring for $99,999.99 with an appraised value 
of $153,450. Sam’s Club focuses more on small businesses, providing services such 
as group health insurance as well as products. BJ’s has beefed up its assortment of 
fresh meat and produce in recent years. Although package sizes are large compared 
to those in conventional grocery 
stores, BJ’s provides convenient in-
dividual packaging—an attribute 
that is particularly appealing to its 
more upscale customers. 
    Warehouse clubs are large 
(100,000 to 150,000 square feet) 
and typically located in low-rent 
districts. They have simple interiors 
and concrete floors. Aisles are wide 
so that forklifts can pick up pallets 
of merchandise and arrange them 
on the selling floor. Little service is 
offered. Warehouse clubs can offer 
low prices because they use low-cost 
locations, have inexpensive store de-
signs, and offer little customer ser-
vice; they further keep inventory 
holding costs low by carrying a lim-
ited assortment of fast-selling items. 
In addition, they buy merchandise 

  People go to warehouse clubs such as Costco to search for treasures like computers 
at prices lower than those of competitors.  
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opportunistically. For example, if Hewlett-Packard is introducing new models of its 
printers, warehouse clubs will buy the inventory of the older models at a significant 
discount and then offer them for sale until the inventory is depleted. 
    Most warehouse clubs have two types of members: wholesale members who 
own small businesses and individual members who purchase for their own use. For 
example, many small restaurants are wholesale customers that buy their supplies, 
food ingredients, and desserts from a warehouse club rather than from food dis-
tributors. To cater to their business customers, warehouse clubs sell food items in 
very large containers and packages—sizes that also appeal to larger families. Typi-
cally, members pay an annual fee of around $50, which amounts to significant ad-
ditional income for the chains.   

 Convenience Stores 
   Convenience stores   provide a limited variety and assortment of merchandise at a 
convenient location in 3,000- to 5,000-square-foot stores with speedy checkout. 
Convenience stores enable consumers to make purchases quickly, without having 
to search through a large store and wait in a long checkout line. Over half the 
items bought are consumed within 30 minutes of purchase. 
    Convenience stores offer only limited assortments and variety, and they charge 
higher prices than supermarkets. Milk, eggs, and bread once represented the major-
ity of their sales, but now the majority of sales come from gasoline and cigarettes. 
    Convenience stores face increased competition from other formats. Super-
center and supermarket chains are attempting to increase customer store visits by 
offering gasoline and tying gasoline sales to their frequent-shopper programs. For 
example, at Giant Eagle’s GetGo locations shoppers get a 1 percent discount on 
groceries for every 10 gallons of gasoline purchased using their fuelperks card.  19   
Drugstores and full-line discount stores also have easily accessible areas of their 
stores filled with convenience store merchandise. 
    In response to these competitive pressures, convenience stores are taking steps 
to decrease their dependency on gasoline sales, tailor assortments to local markets, 
and make their stores even more convenient to shop in. To get gasoline customers 
to spend more on other merchandise and services, convenience stores are offering 
more fresh food and healthy fast food that appeal to today’s on-the-go consumers, 
especially women and young adults. Some convenience stores are adding fast ca-
sual restaurants, like BP’s Wild Bean Café; 7-Eleven offers hot food cooked in its 
stores, including chicken wings and pizza. Wawa, a mid-Atlantic chain, is offering 
hot to-go meals such as soups, hoagies, and ciabatta melts. The chain is also intro-
ducing a drive-in store.  20   Finally, convenience stores are adding new services, such 
as financial service kiosks that give customers the opportunity to cash checks, pay 
bills, and buy prepaid telephone minutes, theater tickets, and gift cards. 
    To increase convenience, convenience stores are opening smaller stores close 
to where consumers shop and work. For example, 7-Eleven has stores in airports, 
office buildings, and schools. Easy access, storefront parking, and quick in-and-
out access are key benefits offered by convenience stores. They also are exploring 
the use of technology to increase shopping convenience. For example, Sheetz, a 
Pennsylvania-based convenience store chain, has touch-screen “Made-to-Order” 
kiosks at which customers can order customized deli sandwiches, wraps, salads, 
subs, and nachos while pumping gasoline.  21       

  REFACT 
 Gasoline sales at convenience 
stores are high, contributing 
to 70 percent of the store’s 
sales, but profit margins are 
very low. Contributing to a 
strain on profit margins, low-
margin cigarette and tobacco 
products contribute 36 per-
cent of in-store merchandise 
sales.  18    

  REFACT 
 Convenience store operator 
7-Eleven has replaced 
 McDonald’s as the world’s 
largest chain in terms of 
number of outlets. As of 
 September 2009, 7-Eleven 
had a total of 36,370 stores 
in 17 countries, compared 
with 32,000 McDonald’s 
outlets.  22    

 GENERAL MERCHANDISE RETAILERS  
 The major types of general merchandise retailers are department stores, full-line 
discount stores, specialty stores, category specialists, home improvement centers, 
off-price retailers, and extreme-value stores. Exhibit 2–5 summarizes the charac-
teristics of general merchandise retailers that sell through stores.    
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 Department Stores  
Department stores   are retailers that carry a broad variety and deep assortment, 
offer customer services, and organize their stores into distinct departments for 
displaying merchandise. The largest department store chains in the United States 
are Macy’s, JCPenney, Sears, Kohl’s, Nordstrom, Dillards, and Neiman Marcus.  23   
    Traditionally, department stores attracted customers by offering a pleasing am-
bience, attentive service, and a wide variety of merchandise under one roof. They 
sold both soft goods (apparel and bedding) and hard goods (appliances, furniture, 
and consumer electronics). But now most department stores focus almost exclu-
sively on soft goods. The major departments are women’s, men’s, and children’s 
apparel, home furnishings, cosmetics, kitchenware, and small appliances. Each de-
partment within the store has a specific selling space allocated to it, as well as 
salespeople to assist customers. The department store often resembles a collection 
of specialty shops. 
    Department store chains can be categorized into three tiers. The first tier in-
cludes upscale, high-fashion chains with exclusive designer merchandise and ex-
cellent customer service, such as Neiman Marcus, Bloomingdale’s (part of Macy’s 
Inc.), Nordstrom, and Saks Fifth Avenue (part of Saks Inc.). Macy’s and Dillards 
are in the second tier of traditional department stores, in which retailers sell more 
modestly priced merchandise with less customer service. The value-oriented third 
tier—Sears, JCPenney, and Kohl’s—caters to more price-conscious consumers. 
    Department stores still account for some of retailing’s traditions—special events 
and parades (Macy’s Thanksgiving parade in New York City), Santa Claus lands, and 
holiday decorations. But many consumers are questioning the benefits and costs of 
shopping at department stores. Department stores are not as convenient as discount 
stores, such as Target, because they are located in large regional malls rather than 
local neighborhoods. However, JCPenney and Sears are following Kohl’s by open-
ing stores in nonmall locations. Customer service has diminished in the second- and 
third-tier stores because of the retailers’ desire to increase profits by reducing labor 
costs. In addition, department stores, because of the large number of fashionable 
SKUs, have not been as successful as discount stores and food retailers in reducing 
costs by working with their vendors to establish just-in-time inventory systems.  26   
    To deal with their eroding market share, department stores are (1) attempting to 
increase the amount of exclusive merchandise they sell, (2) undertaking marketing 
campaigns to develop strong images for their stores and brands, and (3) expanding 
their online presence. 

  REFACT 
 T. Stewart was the first U.S. 
department store, opening 
in 1847 in New York.  24    

  REFACT 
 There are only 10 depart-
ment store chains with sales 
of at least $3 billion: upscale 
Neiman Marcus, Saks Fifth 
Avenue, and Nordstrom; 
midtier Macy’s and Dillard’s; 
value chains JCPenney, Kohl’s, 
and Sears; and regional 
chains Bon-Ton and Belk.  
  Department stores’ 
share of total retail sales has 
been shrinking since the 
1980s. Together, the top-
10 chains have sales of about 
$110 billion, about one-
fourth of Walmart’s.  25   

 EXHIBIT 2–5   Characteristics of General Merchandise Retailers  

     Size SKUs

 Type Variety Assortment Service Prices (000 sq. ft.) (000) Location

Department stores Broad Deep to average Average Average 100–200 100 Regional malls

   to high to high

Discount stores Broad Average Low Low 60–8O 30 Stand alone, 

  to shallow     power strip centers

Specialty stores Narrow Deep High High 4–12 5 Regional malls

Category specialists Narrow Very deep Low to high Low 50–100 20–40 Stand alone,

       power strip centers

Home improvement Narrow Very deep Low to high Low 80–120 20–40 Stand alone,

centers       power strip centers

Drugstores Narrow Very deep Average Average 3–15 10–20 Stand alone,

    to high   strip centers

Off-price stores Average Deep but varying Low Low 20–30 50 Outlet malls

Extreme-value retailers Average Average and varying Low Low 7–15 3–4 Urban, strip 

    Size SKUs

Type Variety Assortment Service Prices (000 sq. ft.) (000) Location

Department stores Broad Deep to average Average Average 100–200 100 Regional malls

  to high to high
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Category specialists Narrow Very deep Low to high Low 50–100 20–40 Stand alone,

      power strip centers

Home improvement Narrow Very deep Low to high Low 80–120 20–40 Stand alone,

centers       power strip centers

Drugstores Narrow Very deep Average Average 3–15 10–20 Stand alone,

   to high   strip centers

Off-price stores Average Deep but varying Low Low 20–30 50 Outlet malls

Extreme-value retailers Average Average and varying Low Low 7–15 3–4 Urban, strip 
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    To differentiate their merchandise offerings and strengthen their image, depart-
ment stores are aggressively seeking exclusive arrangements with nationally recog-
nized brands. For example, Macy’s has introduced exclusive apparel and home lines 
from celebrities Donald Trump, Jessica Simpson, and Martha Stewart.  27   It is also 
the exclusive department store retailer for the Tommy Hilfiger and Ellen Tracy 
brands; Kohl’s is now the exclusive licensee for the designer brand Dana Buchman 
(formerly a high-end brand) and the lifestyle brand Mudd, and it is also exclusively 
selling the celebrity’s lifestyle apparel line LC Lauren Conrad.  28   Ralph Lauren de-
signed a line of casual apparel exclusively for JCPenney called American Living. 
    In addition, department stores are placing more emphasis on developing their 
own private-label brands. Macy’s has been very successful in developing a strong 
image for its brands, such as I.N.C. (young women’s fashion) and Tools of the 
Trade (housewares). At the same time, however, some lines that have been hereto-
fore available exclusively at department stores are now competing with them. For 
example, watch and accessories maker Fossil Inc. has its own stores, and cosmetics 
manufacturer Estée Lauder is available directly to consumers online.  29   
    In recent years, discount sales events at some department stores have increased 
dramatically. These sales have trained some consumers to wait for items to be 
placed on sale rather than buy them at full price. In response, department stores 
are shifting their marketing activities from promotional sales to brand-building 
activities involving television advertising and specialty fashion publications. 
    Finally, most department stores are becoming active participants in multichan-
nel retailing. At Macy’s and Nordstrom, for instance, customers can buy or reserve 
products online and then pick them up at the store. Customers can also return 
online purchases to stores. At Macy’s and JCPenney, sales associates can order out-
of-stock merchandise online via their point-of-sale (POS) terminals. JCPenney 
has online sales of over $1.5 billion and is one of the largest catalog retailers in the 
United States.  

 Full-Line Discount Stores 
   Full-line discount stores   are retailers that offer a broad variety of merchandise, 
limited service, and low prices. Discount stores offer both private labels and na-
tional brands. The largest full-line discount store chains are Walmart, Target, and 
Kmart (Sears Holding). Walmart alone accounts for 67 percent of discount store 
retail sales. Full-line discount stores confront intense competition from category 
specialists that focus on a single category of merchandise, such as Staples, Best 
Buy, Bed Bath & Beyond, Sports Authority, and Lowe’s. In response to this com-
petitive threat, Walmart is converting its discount stores into supercenters. 
Walmart is expected to reach 3,000 supercenters by 2013, while its discount stores 
should decrease to around two-thirds of their current level.  31   Supercenters are 
more efficient because of the economies of scale that result from the high traffic 
generated by the food offering. 
    Target has experienced considerable growth in the last decade because its stores 
offer fashionable merchandise at low prices in a pleasant shopping environment. It 
has developed an image of “cheap chic,” continuously offering limited-edition ex-
clusive apparel and cosmetic lines through its GO International campaign by 
teaming with new designers such as Alexander McQueen, Anna Sui, Jemma Kidd, 
and Petra Strand.  32     

 Specialty Stores 
    Specialty stores    concentrate on a limited number of complementary merchan-
dise categories and provide a high level of service. Exhibit 2–6 lists some of the 
largest specialty store chains. 
    Specialty stores tailor their retail strategy toward very specific market segments 
by offering deep but narrow assortments and sales associate expertise. For example, 

  REFACT 
 JCPenney now sells about 
52 percent of its merchan-
dise under private labels. 
Kohl’s sells about 44 percent, 
and Macy’s comes in at 
about 19 percent.  30    

  REFACT 
 Hudson’s Bay Company, the 
oldest retailer in North 
America, conquered the 
 Canadian wilderness by trad-
ing furs more than 300 years 
ago. Today, it is one of the 
largest retailers in Canada, 
operating chains of discount, 
department, and home 
stores.  33    
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Victoria’s Secret is the leading specialty 
retailer of lingerie and beauty products 
in the United States. Using a multi-
pronged location strategy that includes 
malls, lifestyle centers, and central busi-
ness districts, Victoria’s Secret offers 
fashion-oriented lingerie collections, 
fragrances, and cosmetics. Its message is 
conveyed using supermodels and world-
famous runway shows.  34   
    Sephora, France’s leading perfume and 
cosmetic chain—a division of luxury-
goods conglomerate LVMH (Louis 
 Vuitton-Moet Hennessy)—is another 
 example of an innovative specialty store 
concept. In the United States, prestige 
cosmetics are typically sold in depart-
ment stores. Each brand has a separate 
counter with salespeople available to help 
customers. Sephora is a cosmetic and 
perfume specialty store offering a deep 
assortment in a self-service, 6,000- to 
9,000-square-foot format. Its stores offer 
over 15,000 SKUs and more than 200 brands, including its own private-label 
brand. Merchandise is grouped by product category, with the brands displayed al-
phabetically so that customers can locate them easily. Customers are free to shop 
and experiment on their own. Sampling is encouraged. Knowledgeable salespeople 
are available to assist customers. The low-key, open-sell environment results in 
customers’ spending more time shopping. 
    Some of the fastest-growing specialty store concepts were developed by Euro-
pean retailers. The Spain-based Zara chain and Sweden’s H&M have introduced 
cheap and chic “fast fashion” to the United States.  35   Fast-fashion companies intro-
duce new products two to three times a week, compared with 10 to 12 times a year 
at traditional specialty stores, to ensure that they offer the most trendy and up-to-
date fashions. Because of the constantly fresh atmosphere, customers develop a 
“buy it now” shopping behavior; next week, the store will have different merchan-
dise. As a result, fast-fashion retailers actually sell 85 percent of their merchandise 
at full price compared with only 60 percent at traditional stores. 

  Sephora is an innovative 
specialty store selling 
perfume and cosmetics.  

 EXHIBIT 2–6 
 Specialty Store Retailers Accessories/Cosmetics

Claire’s

Coach

Hot Topic

Apparel

Abercrombie & Fitch

Ann Taylor

Brooks Brothers

The Buckle

Forever 21

The Gap

H&M

J.Crew

Victoria’s Secret

Zara

Electronics/Software

Apple

Blockbuster

Brookstone

GameStop

Radio Shack

Housewares

Crate & Barrel

Pottery Barn

Restoration Hardware

Williams Sonoma

Jewelry

Tiffany & Co.

Zale

Optical

LensCrafters

Sunglass Hut

Health/Beauty

The Body Shop

GNC

Sephora

Teavana

Shoes

ALDO

FootLocker

Nine West

Steve Madden

The Walking Company
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    Many manufacturers have opened their own specialty stores in recent years. 
Consider, for instance, Levi’s (jeans and casual apparel), Godiva (chocolate), Apple 
(computers, phones), Cole Haan (shoes and accessories), Lacoste (apparel), Coach 
(purses and leather accessories), Tumi (luggage), Wolford (intimate apparel), 
Lucky brand (jeans and casual apparel), Samsonite (luggage), Polo/Ralph Lauren 
(apparel and home), and Sur La Table (housewares). Tired of being at the mercy of 
retailers to purchase and merchandise their products, these manufacturers and 
specialty retailers can control their own destiny by operating their own stores. 
Retailing View 2.3 describes an interesting retailer that specializes in video games. 

   Drugstores 
   Drugstores   are specialty stores that concentrate on health and personal groom-
ing merchandise. Prescription pharmaceuticals often represent almost 70 percent 
of drugstore sales. The largest drugstore chains in the United States are Walgreens, 
CVS, and Rite Aid—three chains that account for about 66 percent of U.S. drug-
store sales, up from 45 percent in 2002.  36   Much of this increased concentration 
has occurred through mergers and acquisitions. For instance, CVS acquired 
Longs, Sav-On, and Osco; Rite Aid acquired Brooks and Eckerd. 

 Through online interac-
tions, which enhance 
the GameStop Web site 
presence, as well as in-
store experiences, 
GameStop has become 
a one-stop shop for 
products and knowl-
edge related to video 
gaming. Gaming enthu-
siasts hang out at the 
stores and online, chat 
with other gamers, dis-
cover the codes and 
tricks of a game, and 
find passwords that 
help them achieve 
higher levels of play. 
  Video gaming is the fastest-growing entertainment category. 
GameStop, with over 6,200 stores in 17 countries, enjoyed a 
24 percent sales increase in 2008, including a 12 percent in-
crease in same-store sales, through its GameStop, EB Games, 
Electronics Boutique, EBgames.com, and GameStop.com 
brands. Although the typical video gamer is a 35-year-old man, 
65 percent of U.S. households actively participate in gaming. 
  A typical video game is used for approximately 80 hours, 
making it a great value on a cost-per-hour basis, especially com-
pared with other forms of entertainment. The introduction of 
Guitar Hero and RockBand, games that encourage groups of 
people to participate in musical renditions, has extended 
GameStop’s customer base to a new and different market. 
The success of Nintendo Wii has also helped GameStop. For 

instance, the game Gold’s 
Gym Cardio Workout is 
used with Nintendo, so 
workout enthusiasts and 
even senior citizens are 
taking up gaming. 

 Despite their value, 
new video games are 
relatively expensive, 
costing about $60. So 
GameStop sells used 
games and equipment 
and grants customers 
credit for used games 
they trade in to the 
store. Since it sells used 
games for about twice 
the trade-in price, it 

achieves gross margins on used-game sales that contribute 
48 percent more to its bottom line than the new games do. 
  GameStop also engages customers through in-store events 
such as the “Halo 3: ODST Melee in Manhattan” competition, 
which is designed to find the best gamer in the United States. 
Gamers go to their nearest GameStop store on a specific day 
to compete in the first round of the tournament. This is fol-
lowed by several elimination rounds culminating with the top 
16 playing off in New York City for a $5,000 cash prize. 

 Sources: Dylan Duarte, “GameStop Holding $5000 ODST Tourna-
ment,” Gamepro.com, October 1, 2009; Craig Guillot, “Masters of the 
Game,” Stores, July 2009; http://www.gamestop.com/gs/tournaments/
h3o/default.aspx (accessed October 5, 2009).  

 RETAILING VIEW    Specializing in Everything Video Games . . . 
Buy, Play, Sell 

  2.3 
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    Drugstores face competition from pharmacies in discount stores and from pres-
sure to reduce health care costs. The major drugstore chains are offering a wider 
assortment of merchandise, including more frequently purchased food items, the 
convenience of drive-through windows for picking up prescriptions, and in-store 
medical clinics. To build customer loyalty, the chains are changing the role of their 
pharmacists from simply dispensing pills (referred to as “count, pour, lick, and 
stick”) to providing health care assistance, such as explaining how to use a nebu-
lizer. Drugstores are expanding their role as a fill-in trip destination by carrying 
products typically found in convenience stores, such as beverages, and making 
them easily accessible at the front of the store.   

 Category Specialists 
Category specialists   are big-box stores that offer a narrow but deep assortment 
of merchandise. Exhibit 2–7 lists some of the largest category specialists in the 
United States. 
    Most category specialists predominantly use a self-service approach, but they of-
fer assistance to customers in some areas of the stores. For example, Staples stores 
have a warehouse atmosphere, with cartons of copy paper stacked on pallets, plus 
equipment in boxes on shelves. But in some departments, such as computers and 
other high-tech products, it provides sales-
people in the display area to answer ques-
tions and make suggestions. Bass Pro Shops 
Outdoor World is a category specialist offer-
ing merchandise for outdoor recreational ac-
tivities. The stores offer everything a person 
needs for hunting and fishing—from 27-cent 
plastic bait to boats and recreational vehicles 
costing $45,000. Sales associates are knowl-
edgeable outdoors people. Each is hired for a 
particular department that matches that per-
son’s expertise. All private-branded products 
are field-tested by Bass Pro Shops’ profes-
sional teams: the Redhead Pro Hunting 
Team and Tracker Pro Fishing Team. 
    By offering a complete assortment in a 
category, category specialists can “kill” a cat-
egory of merchandise for other retailers and 

  REFACT 
 Due to increased competi-
tion, the drugstore industry’s 
share of retail pharmacy sales 
was 45 percent in 2008, down 
from 59.2 percent in 2005 
and 64.1 percent in 2000.  37    

  Category specialists, like Staples, offer a deep assortment of merchandise 
at low prices.  

 EXHIBIT 2–7 
 Category Specialists Apparel/Shoe/Accessories

Mens Warehouse

DSW

Books

Barnes & Noble

Borders

Consumer Electronics

Best Buy

Crafts

Michaels

Entertainment

Chuck E. Cheese

Dave & Busters

Furniture

IKEA

Pier 1

Sofa Express

Home

Bed Bath & Beyond

The Great Indoors

World Market

The Container Store

Home Improvement

Home Depot

Lowe’s

Menards

Sporting Goods

Bass Pro Shops 

Outdoor World

Cabela’s

Dick’s Sporting Goods

L.L. Bean

Golfsmith

REI

Sports Authority

Toys

Toys “R” Us

Office Supply

Office Depot

Staples

Office Max

Pet Supplies

PetSmart

PETCO

Musical 
Instruments

Guitar Center

Apparel/Shoe/Accessories

Mens Warehouse

DSW

Books

Barnes & Noble

Borders

Consumer Electronics

Best Buy

Crafts

Michaels

Entertainment

Chuck E. Cheese

Dave & Busters
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Sofa Express
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Toys
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Office Supply

Office Depot

Staples
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Instruments
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thus are frequently called   category killers.   Using their category dominance and 
buying power, they buy products at low prices and are ensured of supply when items 
are scarce. Department stores and full-line discount stores located near category 
specialists often have to reduce their offerings in the category because consumers 
are drawn to the deep assortment and relatively low prices at the category killer. 
    Although category specialists compete with other types of retailers, competi-
tion between them is intense. Competing category specialists such as Lowe’s and 
Home Depot, or Staples and Office Depot, have difficulty differentiating them-
selves on most of the elements of their retail mixes. They all provide similar as-
sortments, because they have similar access to national brands, and they all provide 
the same level of service. Primarily then, they compete on price and location. 
Some category specialists are also experiencing intense competition from ware-
house clubs like Sam’s Club and Costco.  38   
    Some category specialists are attempting to differentiate themselves with cus-
tomer service. For example, Home Depot and Lowe’s hire licensed contractors as 
sales associates to help customers with electrical and plumbing repairs. They also 
provide classes to train home owners in tiling, painting, and other tasks to give 
shoppers the confidence to tackle their do-it-yourself (DIY) projects on their own. 
Besides beefing up its sales associates’ training to help customers purchase high-
tech products like computers and printers, Staples has implemented “Easy Tech” 
in its stores to help people with computer and related problems and has installed 
Staples Copy and Print shops to compete with Fedex Kinkos.   

 Extreme-Value Retailers 
   Extreme-value retailers   are small discount stores that offer a limited merchandise 
assortment at very low prices. They offer a broad variety but shallow assortment of 
household goods, health and beauty aids, and groceries. Some extreme-value retail-
ers, such as Dollar General, are adding refrigerated coolers and expanding their 
food offerings so that they can be known as the best destination store for a greater 
variety of household necessities.  40   The extreme-value retailers are Dollar General 
and Family Dollar.  41   
    Extreme-value retailers primarily target low-income consumers. These cus-
tomers want well-known brands but cannot afford to buy the large-size packages 
offered by full-line discount stores or warehouse clubs. Vendors such as Procter & 
Gamble often create special, smaller packages for extreme-value retailers. Higher-
income consumers are increasingly patronizing these stores for the thrill of the 
hunt. Some shoppers see extreme-value retailers as an opportunity to find some 
hidden treasure among the household staples. 
    Despite some of these chains’ names, few just sell merchandise for a dollar. The 
two largest—Dollar General and Family Dollar—do not employ a strict dollar 
limit and sell merchandise for up to $20. The names imply a good value but do not 
limit customers to the arbitrary dollar price point. Dollar Tree experimented with 
selling merchandise for more than a dollar, but it is back to being a dollar purist.  43     

 Off-Price Retailers 
   Off-price retailers,   also known as   closeout retailers,   offer an inconsistent as-
sortment of brand-name merchandise at a significant discount off the manufactur-
ers’ suggested retail price (MSRP). America’s largest off-price retail chains are TJX 
Companies (which operates T.J.Maxx and Marshalls, Winners, HomeGoods, TK-
Maxx, AJWright, and HomeSense), Ross Stores, Burlington Coat Factory, and Big 
Lots. Overstock.com and Bluefly.com are the largest Internet off-price retailers. 
    Off-price retailers are able to sell brand-name and even designer-label mer-
chandise at 20 to 60 percent lower than the MSRP because of their unique buying 
and merchandising practices.45 Most merchandise is bought opportunistically 
from manufacturers that have overruns, canceled orders, forecasting mistakes 

  REFACT 
 The three office superstore 
chains—Staples, Office Depot, 
and Office Max—dominate 
the business with a combined 
$41.6 billion in annual sales, 
out of an estimated $100 bil-
lion market. They generally 
have margins of 25 to 28 per-
cent of sales, higher than their 
warehouse club competition, 
Sam’s Club and Costco.  39    

  REFACT 
 Dollar General is number 
259 and Family Dollar is 
number 359 on the list of 
the 500 biggest American 
companies. Walmart is 
 number two, behind Exxon 
Mobil, but some extreme-
value retailers are growing 
faster than Walmart.  42    

  REFACT 
 Selling close-outs out of 
her Brooklyn home in 1920, 
Frieda Loehmann started 
the first off-price retail 
business.  44    
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causing excess inventory, close-outs, and irregulars. They also buy excess inven-
tory from other retailers.   Closeouts   are end-of-season merchandise that will not 
be used in following seasons.   Irregulars   are merchandise that has minor mistakes 
in construction. Typically, merchandise is purchased at one-fifth to one-fourth of 
the original wholesale price. Off-price retailers can buy at low prices because they 
do not ask suppliers for advertising allowances, return privileges, markdown ad-
justments, or delayed payments. (Terms and conditions associated with buying 
merchandise are detailed in Chapter 13.) 
    Due to this opportunistic buying, customers cannot be confident that the same 
type of merchandise will be in stock each time they visit the store. Different bar-
gains will be available on each visit. For many off-price shoppers, however, incon-
sistency is exactly why they like to go there. They enjoy hunting for hidden 
treasures. To improve their offerings’ consistency, some off-price retailers comple-
ment their opportunistically bought merchandise with merchandise purchased at 
regular wholesale prices. 
    A special type of off-price retailer is the outlet store.   Outlet stores   are off-
price retailers owned by manufacturers or retailers. Those owned by manufactur-
ers are also referred to as   factory outlets.   Manufacturers view outlet stores as an 
opportunity to improve their revenues from irregulars, production overruns, and 
merchandise returned by retailers. Others view it as simply another channel in 
which to sell their merchandise. For instance, Coach and Brooks Brothers manu-
facture lines exclusively for their outlet stores. North Face, on the other hand, sells 
the same merchandise that it creates for its regular retail stores and wholesale 
business. Outlet stores also allow manufacturers some control over where their 
branded merchandise may be sold at discount prices.  46   
    Retailers with strong brand names such as Saks Fifth Avenue (Saks Fifth Ave-
nue’s Off 5th) and Williams-Sonoma operate outlet stores too. By selling excess 
merchandise in outlet stores rather than at markdown prices in their primary 
stores, these department and specialty store chains can maintain an image of offer-
ing desirable merchandise at full price.  47   
    Outlet stores can have an adverse effect on profits, however, because they shift 
sales from full-price retailers to the lower-priced outlets. Additionally, outlet stores 
are becoming more promotional to compete with increased activity at other outlet 
stores within the same mall and with traditional off-price stores.  48       

  Off-price retailers like 
T.J.Maxx sell designer 
handbags for much less than 
department and specialty 
stores do.  
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 SERVICES RETAILING  
 The retail firms discussed in the previous sections sell products to consumers. How-
ever,   services retailers,   or firms that primarily sell services rather than merchandise, 
are a large and growing part of the retail industry. Consider a typical Saturday: After 
a bagel and cup of coffee at a nearby Einstein Bros. Bagels, you go to the laundromat 
to wash and dry your clothes, drop a suit off at a dry cleaner, leave film to be devel-
oped at a Walgreens drugstore, and make your way to Jiffy Lube to have your car’s oil 
changed. In a hurry, you drive through a Taco Bell so that you can eat lunch quickly 
and not be late for your haircut at 1 p.m. By midafternoon, you’re ready for a work-

out at your health club. After stopping at home for 
a change of clothes, you’re off to dinner, a movie, 
and dancing with a friend. Finally, you end your 
day with a café latte at Starbucks, having interacted 
with 10 different services retailers during the day. 

   Several trends suggest considerable future 
growth in services retailing. For example, the aging 
population will increase demand for health care 
services. Younger people are also spending more 
time and money on health and fitness. Busy par-
ents in two-income families are willing to pay to 
have their homes cleaned, lawns maintained, 
clothes washed and pressed, and meals prepared so 
that they can spend more time with their families. 

   Exhibit 2–8 shows the wide variety of services, 
along with some national companies that provide 
these services. These companies are retailers 

Service providers, like this automobile oil change service, are 
retailers too.

 EXHIBIT 2–8 
 Services Retailers 

 Type of Service Service Retail Firms

Airlines American, Southwest, British Airways, JetBlue

Automobile maintenance and repair Jiffy Lube, Midas, AAMCO

Automobile rental Hertz, Avis, Budget, Enterprise

Banks Citi, Wachovia, Bank of America

Child care centers Kindercare, Gymboree

Dry cleaners Zoots

Education Babson College, University of Florida, Princeton Review

Entertainment Disney World, Six Flags, Chuck E. Cheese, Dave & Busters

Express package delivery FedEx, UPS, U.S. Postal Service

Fast food Wendy’s, McDonald’s, Starbucks

Financial services Merrill Lynch, Morgan Stanley, American Express, VISA

Fitness Jazzercise, Bally’s, Gold’s Gym

Health care Humana, HCA, Kaiser

Home maintenance Chemlawn, Mini Maid, Roto-Rooter

Hotels and motels Hyatt, Sheraton, Marriott, Days Inn

Income tax preparation H&R Block

Insurance Allstate, State Farm, Geico

Internet access/electronic information Google, Internet Explorer, Mozilla Firefox, Safari

Movie theaters AMC, Odeon/Cineplex

QSR Panera Bread, Red Mango, Pinkberry

Real estate Century 21, Coldwell Banker

Restaurants Applebees’s, Cheesecake Factory

Truck rentals U-Haul, Ryder

Weight loss Weight Watchers, Jenny Craig, Curves

Video rental Blockbuster

Vision centers LensCrafters, Pearle 

 Type of Service Service Retail Firms

Airlines American, Southwest, British Airways, JetBlue

Automobile maintenance and repair Jiffy Lube, Midas, AAMCO

Automobile rental Hertz, Avis, Budget, Enterprise

Banks Citi, Wachovia, Bank of America

Child care centers Kindercare, Gymboree

Dry cleaners Zoots

Education Babson College, University of Florida, Princeton Review

Entertainment Disney World, Six Flags, Chuck E. Cheese, Dave & Busters

Express package delivery FedEx, UPS, U.S. Postal Service

Fast food Wendy’s, McDonald’s, Starbucks

Financial services Merrill Lynch, Morgan Stanley, American Express, VISA

Fitness Jazzercise, Bally’s, Gold’s Gym

Health care Humana, HCA, Kaiser

Home maintenance Chemlawn, Mini Maid, Roto-Rooter

Hotels and motels Hyatt, Sheraton, Marriott, Days Inn

Income tax preparation H&R Block

Insurance Allstate, State Farm, Geico

Internet access/electronic information Google, Internet Explorer, Mozilla Firefox, Safari

Movie theaters AMC, Odeon/Cineplex

QSR Panera Bread, Red Mango, Pinkberry

Real estate Century 21, Coldwell Banker

Restaurants Applebees’s, Cheesecake Factory

Truck rentals U-Haul, Ryder

Weight loss Weight Watchers, Jenny Craig, Curves

Video rental Blockbuster

Vision centers LensCrafters, Pearle 
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 because they sell goods and services to consumers. How-
ever, some are not just retailers. For example, airlines, 
banks, hotels, and insurance and express mail companies 
sell their services to businesses as well as consumers. Also, 
many services retailers, such as lawyers and doctors, 
do not appear in the exhibit because they focus on local 
markets and do not have a national presence. 
    Organizations such as banks, hospitals, health spas, legal 
clinics, entertainment firms, and universities that offer ser-
vices to consumers traditionally have not considered them-
selves retailers. Yet due to increased competition, these 
organizations are adopting retailing principles to attract 
customers and satisfy their needs. For example, Zoots is a 
dry-cleaning chain in the Boston area.  49   Founded by a for-
mer Staples executive, Zoots has adopted many retailing 
best practices: It has convenient locations, and it offers 
pickup and delivery service. Zoots stores also provide ex-
tended hours, are open on weekends, and offer a drop-off 
option for those who cannot get to the store during operat-
ing hours. The stores are bright and clean. Customers can 
check their order status, schedule a pickup, and  provide 
special instructions using the online MY ZOOTS service. 
Clerks are taught to welcome customers and acknowledge 
their presence, especially if there is a line. 
    All retailers provide goods and services for their cus-
tomers. However, the emphasis placed on the merchan-
dise versus the service differs across retail formats, as 
Exhibit 2–9 shows. On the left side of the exhibit are supermarkets and warehouse 
clubs. These retail formats consist of self-service stores that offer very few ser-
vices, except perhaps displaying merchandise, cashing checks, and assisting cus-
tomers at checkout. Moving along the continuum from left to right, department 
and specialty stores provide higher levels of service. In addition to providing as-
sistance from sales associates, they offer services such as gift wrapping, bridal reg-
istries, and alterations. Optical centers and restaurants lie somewhere in the 
middle of the merchandise-service continuum. In addition to selling frames, eye-
glasses, and contact lenses, optical centers provide important services like eye ex-
aminations and eyeglass fittings. Similarly, restaurants offer food plus a place to 
eat, music in the background, a pleasant ambience, and table service. As we move 
to the right end of the continuum, we encounter retailers whose offerings are 

  Going to Zoots to pick up laundry and dry cleaning is as 
easy as going to an ATM machine.  

ALL GOODS/NO SERVICES

ALL SERVICES/NO GOODS

Restaurant

Specialty/

department

store

Wholesale

club

Optical

center

Bank/

University

Airline

Category

specialist

Supermarket

  EXHIBIT 2–9  Continuum of Merchandise and Services Retailers  
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50 SECTION 1 The World of Retailing

 primarily services. However, even these retailers have some products associated 
with the services offered, such as a meal on an airplane or a checkbook at a bank.  

 Differences between Services and Merchandise Retailers 
 Four important differences in the nature of the offerings provided by services and 
merchandise retailers are (1) intangibility, (2) simultaneous production and con-
sumption, (3) perishability, and (4) inconsistency of the offering to customers.  

 Intangibility   Services are less tangible than products—customers cannot see or 
touch them. They are performances or actions rather than objects. For example, 
health care services cannot be seen or touched by a patient. Intangibility intro-
duces several challenges for services retailers. Because customers cannot touch 
and feel services, it is difficult for them to evaluate services before they buy them, 
or even after they buy and consume them. Due to the intangibility of their offer-
ings, services retailers often use tangible symbols to inform customers about the 
quality of their services. For example, lawyers frequently have elegant, carpeted 
offices with expensive antique furniture. Services retailers also have difficulty eval-
uating the quality of services they are providing.  50   For example, it can be hard for 
a law firm to evaluate how well its lawyers are performing their jobs. To determine 
the quality of their offerings, services retailers often solicit customer evaluations 
and scrutinize complaints.   

 Simultaneous Production and Consumption   Products are typically made 
in a factory, stored and sold by a retailer, and then used by consumers in their 
homes. Service providers, however, create and deliver the service as the customer 
is consuming it. For example, when you eat at a restaurant, the meal is prepared 
and consumed almost at the same time. The simultaneity of production and con-
sumption also creates some special problems for services retailers. First, the cus-
tomers are present when the service is produced, may even have an opportunity to 
see it produced, and in some cases may be part of the production process. For ex-
ample, customers at Build-A-Bear Workshop make their own teddy bears. Second, 
other customers consuming the service at the same time can affect the quality of 
the service provided. For example, an obnoxious passenger next to you on an air-
plane can make the flight very unpleasant. Third, services retailers often do not 
get a second chance to satisfy the needs of their customers. Whereas customers 
can return damaged merchandise to a store, customers who are dissatisfied with 
services have limited recourse. Thus, it is critical for services retailers to get it 
right the first time. 
  Because services are produced and consumed at the same time, it is difficult to 
reduce costs through mass production. For this reason, most services retailers are 
small, local firms. Some national services retailers are able to reduce costs by “in-
dustrializing” the services they offer. They make substantial investments in equip-
ment and training to provide a uniform service. For example, McDonald’s uses an 
automated beverage system that is linked to the cash register.  51   It drops the cup, 
fills it with ice and soda, and conveys it to the drive-through worker. Wendy’s uses 
technology that can cook a burger on both sides simultaneously, eliminating the 
need for flipping and reducing the cooking time from over five minutes to a min-
ute or less.   

 Perishability   Services are perishable. They cannot be saved, stored, or resold. 
Once an airplane takes off with an empty seat, the sale is lost forever. In contrast, 
merchandise can be held in inventory until a customer is ready to buy it. Due to 
the perishability of services, services retailing must match supply and demand. 
Most services retailers have a capacity constraint, and their capacity cannot be 
changed easily. There are a fixed number of tables in a restaurant, seats in a class-
room, beds in a hospital, and electricity that can be generated by a power plant. To 
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increase capacity, services retailers need to make major investments, such as buying 
more airplanes or building an addition to increase the size of the hospital or restau-
rant. In addition, demand for service varies considerably over time. Consumers are 
most likely to fly on airplanes during holidays and the summer, eat in restaurants at 
lunch- and dinnertime, and use electricity in the evening rather than earlier in the day. 
  Services retailers use a variety of programs to match demand and supply. For 
example, airlines and hotels set lower prices on weekends, when they have excess 
capacity because businesspeople are not traveling. To achieve more capacity flexi-
bility, health clinics stay open longer during flu season and tax preparation services 
are open on weekends during March and April. Restaurants increase staffing on 
weekends, may not open until dinnertime, and use a reservation system to guaran-
tee service delivery at a specific time. Finally, services retailers attempt to make 
customers’ waiting time more enjoyable. For example, videos and park employees 
entertain customers while they wait in line at Disney theme parks.   

 Inconsistency   Products can be produced by machines with very tight quality 
control, so customers are reasonably assured that all boxes of Cheerios will be 
identical. But because services are performances produced by people (employees 
and customers), no two services will be identical. For example, tax accountants can 
have different knowledge and skills for preparing tax returns. The waiter at the 
Olive Garden can be in a bad mood and make your dining experience a disaster. 
Thus, an important challenge for services retailers is to provide consistent high-
quality services. Many factors that determine service quality are beyond the con-
trol of retailers; however, services retailers expend considerable time and effort 
selecting, training, managing, and motivating their service providers.      

 TYPES OF OWNERSHIP  
 Previous sections of this chapter discussed how retailers may be classified in 
terms of their retail mix and the merchandise and services they sell. Another way 
to classify retailers is by their ownership. The major classifications of retail own-
ership are (1) independent, single-store establishments, (2) corporate chains, and 
(3) franchises.  

 Independent, Single-Store Establishments 
 Retailing is one of the few sectors in our economy in which entrepreneurial activity is 
extensive. Many retail start-ups are owner-managed, which means management has 
direct contact with customers and can respond quickly to their needs. Small retailers 
are also very flexible and can react quickly to market changes and customer needs. 
They are not bound by the bureaucracies inherent in large retail organizations. 
    Whereas single-store retailers can tailor their offerings to their customers’ needs, 
corporate chains can more effectively negotiate lower prices for merchandise and 
advertising because of their larger size. Corporate chains can and do invest in so-
phisticated analytical systems to help them buy and price merchandise. In addition, 
corporate chains have a broader management base, with people who specialize in 
specific retail activities. Single-store retailers typically must rely on their owner-
managers’ capabilities to make the broad range of necessary retail decisions. 
    To compete against corporate chains, some independent retailers join a   wholesale-
sponsored voluntary cooperative group,   which is an organization operated by a 
wholesaler offering a merchandising program to small, independent retailers on a vol-
untary basis. The Independent Grocers Alliance (IGA), Tru Serv (supplier to True 
Value Hardware), and Ace Hardware are wholesale-sponsored voluntary cooperative 
groups. In addition to engaging in buying, warehousing, and distribution, these groups 
offer members services such as advice on store design and layout, site selection, book-
keeping and inventory management systems, and employee training programs.   
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 Corporate Retail Chains 
 A   retail chain   is a company that operates multiple retail units under common 
ownership and usually has centralized decision making for defining and imple-
menting its strategy. Retail chains can range in size from a drugstore with two 
stores to retailers with thousands of stores, such as Safeway, Walmart, Target, and 
JCPenney. Some retail chains are divisions of larger corporations or holding com-
panies. For example, The Gap has four divisions, The Gap, Banana Republic, Old 
Navy, and Piperlime. It has many more brands within these divisions, including 
Baby Gap, GapKids, GapBody, GapMaternity, Athleta, and Editions. Royal Ahold 
owns 14 retail chains, including Stop and Shop, Giant, and Peapod in the United 
States and ICA and Albert Heijh in Europe.   

 Franchising 
   Franchising   is a contractual agreement between a franchisor and a franchisee that 
allows the franchisee to operate a retail outlet using a name and format developed 
and supported by the franchisor. More than 40 percent of all U.S. retail sales are 
made by franchisees.52 Exhibit 2–10 lists some retailers governed by franchise 
agreements. 
    In a franchise contract, the franchisee pays a lump sum plus a royalty on all sales 
for the right to operate a store in a specific location. The franchisee also agrees to 
operate the outlet in accordance with procedures prescribed by the franchisor. 
The franchisor provides assistance in locating and building the store, developing 

 RETAILING VIEW   Tart Frozen Yogurt—the Sweet Franchise   2.4 
 Pinkberry opened in 2005 in West Hollywood. Its popularity 
has spurred competition by Red Mango, another franchise, 
which is growing faster than Pinkberry, old standby TCBY, and 
some smaller regional chains. Pinkberry offers two tart fla-
vors, vanilla and green tea, while Red Mango features Pome-
granate by POM Wonderful and Tangomonium flavor (the 
company’s invention). These 70-calorie-a-serving treats can 
run $5 to $8 with toppings like almonds, coconuts, mangos, 
and raspberries. 
  The appeal of these franchises to customers is not just the 
low fat of frozen yogurt but also its ability to boost people’s 
immune system and improve calcium absorption. The tart fro-
zen yogurt is dense with active cultures and probiotics. These 
health benefits, along with the great taste, has changed the way 
consumers think about frozen yogurt. Consumers are making 
multiple yogurt purchases each week, instead of buying it as an 
occasional nonroutine indulgence. 
  Howard Schultz, the chair of Starbucks, invested $27.5 mil-
lion in Pinkberry through his venture capital firm and appears 
to be trying to make it the Starbucks of frozen-yogurt chains. 
Expectations are high, including a growth plan to have one Pink-
berry for every 10 Starbucks in the country. Red Mango would 
like to have 500 units in the United States but is controlling its 
growth by carefully selecting its franchisees and monitoring 
their performance. Many franchises become very popular and 
ultimately fail within five years as a result of growing too large, 
too fast. An interesting incentive to attract franchisees by re-
ducing their risk is Red Mango’s Store Buy Back program, in 
which the corporate franchise will buy back a store in the first 
six months if the franchisee is not satisfied. 

  If the frozen-yogurt market becomes as competitive as the 
premium coffee market, then TCBY may become the Dunkin’ 
Donuts of yogurt franchises, while Red Mango and Pinkberry 
will be the Starbucks. 

 Sources: Blair Chancey, “Red Mango Revolution,” QSR Magazine, Octo-
ber 1, 2009; Kelly Bayliss, “Free Fro-Yo Today,” NBC Philadelphia, Sep-
tember 23, 2009; Molly Knight, “Cold Competition,” Shopping Centers 
Today, February 2008.  

New franchises like Red Mango appeal to customers because 
its frozen yogurt is low-fat, boosts people’s immune systems, 
and improves calcium absorption.
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the products or services sold, training managers, and advertising. To maintain each 
franchisee’s reputation, the franchisor also makes sure that all outlets provide the 
same quality of services and products. 
    The franchise ownership format attempts to combine the advantages of owner-
managed businesses with the efficiencies of centralized decision making in chain 
store operations. Franchisees are motivated to make their stores successful because 
they receive the profits (after the royalty is paid). The franchisor is motivated to de-
velop new products and systems and to promote the franchise because it receives a 
royalty on all sales. Advertising, product development, and system development are 
efficiently performed by the franchisor, with costs shared by all franchisees. Retailing 
View 2.4 describes the sweet and tart world of frozen-yogurt franchises. Appendix B 
at the end of the book provides a more detailed description of franchising.     

 EXHIBIT 2–10 
 Retailers Using Franchise 
Business Model 

Food Retailers

7-Eleven

Arby’s

Ben & Jerry’s

Cold Stone Creamery

Denny’s

Domino’s Pizza

Dunkin’ Donuts

Johnny Rockets

McDonald’s

Olive Garden

Panera Bread

Subway

KFC

Taco Bell

Services Retailers

1-800-GOT-JUNK?

AAMCO

Cash Now

Century 21 Real Estate

Coldwell Banker

Curves

Hampton Inn

UPS stores

InterContinental hotels

Jackson Hewitt Tax Service

Jani-King

Jazzercise

Jiffy Lube

LA Weight Loss

Lawn Doctor

Liberty Tax Service

Mail Boxes

Midas

Payless Car Rental

RE/MAX

Rent-a-Wreck

Merchandise Retailers

Ace Hardware

Culligan

GNC

Matco Tools

Merle Norman

Pearle Vision

Sign-A-Rama

 This chapter has explained the different types of retailers 
and how they compete with different retail mixes to sell 
merchandise and services to customers. To collect statis-
tics about retailing, the federal government classifies re-
tailers by the type of merchandise and services they sell. 
But this classification method may not be useful to deter-
mine a retailer’s major competitors. A more useful ap-
proach for understanding the retail marketplace is to 
classify retailers on the basis of the retail mix, merchandise 
variety and assortment, services, location, pricing, and 
promotion decisions they make to attract customers. 
  During the past 30 years, U.S. retail markets have 
been characterized by the emergence of many new retail 
institutions. Traditional institutions (supermarkets, con-

venience stores, drugstores, and department, discount, 
and specialty stores) have been joined by category spe-
cialists, supercenters, hypermarkets, extreme-value 
 retailers, warehouse clubs, and off-price retailers. In ad-
dition, there has been substantial growth in services 
retailing. 
  The inherent differences between services and mer-
chandise result in services retailers’ emphasizing training 
of employees, whereas merchandise retailers emphasize 
inventory management issues. Traditional retail institu-
tions have changed in response to the new types of retail-
ers. For example, drugstores carry merchandise associated 
with convenience stores. Supermarkets are focusing more 
attention on meal solutions and perishables.     

 SUMMARY 
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  assortment,  32   
  big box,  39   
  breadth of merchandise,  32   
  category killer,  46   
  category specialist,  45   
  closeout retailer,  46   
  closeouts,  47   
  convenience store,  40   
  conventional supermarket,  35   
  department store,  41   
  depth of merchandise,  32   
  drugstore,  44   
  extreme-value food retailer,  35   

  extreme-value retailer,  46   
  factory outlet,  47   
  fair trade,  37   
  franchising,  52   
  fresh supermarket,  37   
  full-line discount store,  42   
  hypermarket,  38   
  irregulars,  47   
  limited-assortment supermarket,  35   
  locavore movement,  37   
  North American Industry 

Classification System 
(NAICS),  30   

  off-price retailer,  46   
  outlet store,  47   
  power perimeter,  37   
  retail chain,  52   
  services retailer,  48   
  specialty store,  42   
  stock-keeping unit (SKU),  32   
  supercenter,  38   
  variety,  32   
  warehouse club,  39   
  wholesale-sponsored voluntary 

cooperative group,  51      

 KEY TERMS  

   1.   CONTINUING CASE ASSIGNMENT: GO 
SHOPPING The objective of this assignment is to 
have you take the retailer’s, rather than the consum-
er’s, perspective and think about the different strate-
gies that the retailer you selected and another retailer 
might have, as well as how these strategies result in 
different retail mixes. The assignment is to conduct a 
comparison of the retail offerings for a specific mer-
chandise category, such as PDAs, men’s suits, coun-
try/western CDs, women’s athletic shoes, or house 
paint, for two different retailers. The other retailer 
selected might be a direct competitor using the same 
format or a retailer selling similar merchandise to a 
different target market with a different format. 

     Your comparison should include the following:  
   •   The strategy pursued by the two retailers—each 

retailer’s target market and general approach to 
satisfying the needs of that target market.  

   •   The retail mixes (store location, merchandise, 
pricing, advertising and promotion, location of 
merchandise category in store, store design, cus-
tomer service) used by each of the retailers.  

   •   With respect to the merchandise category, a de-
tailed comparison of the variety and depth of as-
sortment. In comparing the merchandise offerings, 
use a table similar to that in Exhibit 2–2.   

     To prepare this comparison, you need to visit the 
stores, observe the retail mixes in the stores, and play 
the role of a customer to observe the service.  

   2.   GO SHOPPING Go to an athletic footwear spe-
cialty store such as Foot Locker, a department store, 
and a discount store. Analyze their variety and assort-
ment of athletic footwear by creating a table similar 
to that in Exhibit 2–2.  

   3.   GO SHOPPING Keep a diary for two weeks of 
where you shop, what you buy, and how much you 
spend. Get your parents to do the same thing. Tabu-

late your results by type of retailer. Are your shopping 
habits significantly different from or are they similar 
to those of your parents? Do your and your parents’ 
shopping habits coincide with the trends discussed in 
this chapter? Why or why not?  

   4.   GO SHOPPING Describe how the supermarket 
where you shop is implementing organic, locally 
grown, ethnic, and private-label merchandise. If any 
of these categories of merchandise are missing, ex-
plain whether you believe it could be a potential op-
portunity for growth for this supermarket.  

   5.   INTERNET EXERCISE Data on U.S. retail sales 
are available from the U.S. Bureau of the Census Inter-
net site at www.census.gov/mrts/www/mrts.html. 
Look at the unadjusted monthly sales by NAICS. 
Which categories of retailers have the largest percent-
age of sales in the fourth quarter (the holiday season)? 
Do your findings make sense to you? Why or why not?  

   6.   INTERNET EXERCISE Four large associations 
of retailers are the National Retail Federation 
(www.nrf.com), the Food Marketing Institute 
(www.fmi.org), the National Association of Chain 
Drug Stores (www.nacds.org), and the National As-
sociation of Convenience and Petroleum Stores 
(www.nacsonline.com). Visit these sites, and report 
on the latest retail developments and issues con-
fronting the industry.  

   7.   INTERNET EXERCISE Go to Entrepreneur 
 Magazine’s Franchise Zone Web page at http://www.
entrepreneur.com/franchises/rankings/fran-
chise500-115608/2009,.html, and view the top-500 
franchises for the past year. How many of the retailers 
in the top 10 have you patronized as a customer? Did 
you know that they were operated as a franchise? 
Look at the lists from previous years to see changes in 
the rankings. Click on the link “About the Franchise 
500,” and describe which factors were used to develop 

 GET OUT AND DO IT!  
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cutlery, small household appliances, picture frames, 
and organizing supplies). What are the SIC and NAICS 
codes used by this retailer? What other retailers com-
pete against Bed Bath & Beyond, and which store 
 format is implemented by each competitor?     

the list. Finally, what is the nature of the businesses 
that seem to lend themselves to franchising?  

   8.   Bed Bath & Beyond is a category specialist with about 
930 stores throughout the United States and Ontario, 
Canada. It sells domestics (bed linens, bathroom and 
kitchen items) and home furnishings (cookware and 

   1.   Distinguish between variety and assortment. Why 
are  these important elements of the retail market 
structure?  

   2.   Choose a small, independent retailer, and explain how 
it can compete against a large national chain.  

   3.   What do off-price retailers need to do to compete 
against other formats in the future?  

   4.   Compare and contrast the retail mixes of convenience 
stores, traditional supermarkets, supercenters, and 
warehouse stores. Can all of these food retail institu-
tions be successful over the long run? How? Why?  

   5.   Could a full-line discount store, such as Target or 
Walmart, be successful opening stores using another 
retail format, such as convenience stores or depart-
ment stores? Explain why or why not.  

   6.   Why are retailers in the limited-assortment super-
market and extreme-value discount store sectors 
growing so rapidly?  

   7.   The same brand and model of personal computer is 
sold by specialty computer stores, discount stores, cat-
egory specialists, online retailers, and warehouse stores. 

Why would a customer choose one retail format over 
the others?  

   8.   Choose a product category that both you and your 
parents purchase (e.g., business clothing, casual cloth-
ing, music, electronic equipment, shampoo). In which 
type of store do you typically purchase this merchan-
dise? What about your parents? Explain why there is, 
or is not, a difference in your store choices.  

   9.   At many optical stores, you can get your eyes checked 
and purchase glasses or contact lenses. How is the 
shopping experience different for the service as com-
pared to the product? Design a strategy to get cus-
tomers to purchase both the service and the product. 
In so doing, delineate specific actions that should be 
taken to acquire and retain optical customers.  

   10.   Many experts believe that customer service is one of 
retailing’s most important issues. How can retailers 
that emphasize price (e.g., discount stores, category 
specialists, off-price retailers) improve customer ser-
vice without increasing costs and, thus, prices?     
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 Multichannel Retailing 

I am responsible for Universal Orlando Resort’s digital 

content production including content strategy and Web site 

development, online advertising, and mobile content devel-

opment for the United States and the United Kingdom. In 

2002, when I joined Universal Orlando, the company was 

beginning to explore online e-commerce. Its Web site had 

online ticket purchase capability, but was more of an inter-

active print brochure describing the resort. Today online 

electronic commerce is among our leading retail sales 

channels and a strategic pillar of our marketing efforts.

 Promoting the resort and selling tickets to the theme 

parks before people arrive in Orlando is critical. Visitors 

to Orlando may plan to visit a number of the attractions 

in the area during their vacation, but change plans once 

the vacation is underway. By making it more attractive to 

buy tickets online before visitors arrive in Florida, we 

achieve more advance purchases and commitment to 

 visiting Universal Orlando.

 At this point in the evolution of the Internet, most vaca-

tioners use online resources to research their trip as well 

as book and purchase specific products. We have designed 

our online channel to assist families as they plan their vaca-

tions. The process might begin with determining the type 

and location of a vacation, and conclude with choosing spe-

cific activities and then purchasing tickets for these activi-

ties. It is a highly involving process that typically engages the 

participation of multiple family members in different ways. 

We have designed our Web site and navigation to provide 

the information and assistance our guests will find useful at 

each phase of the process, and encourage them to include 

Universal Orlando in their vacation plans, buy tickets to 

our theme parks, and make reservations at our hotels. 

 Our Web site also plays an important role in building a 

compelling image of Universal Orlando Resort. Thus we 

consider the strategic brand communication objectives, as 

well as the different types of visitors and guest needs in 

the design of our Web site. Some visitors come to the re-

sort more frequently and are more interested in specific 

offers and packages, while others are in the early phase of 

the vacation planning process and are seeking to get a 

basic understanding of the resort and theme parks. Our 

EXECUTIVE BRIEFING
Al Callier, Vice President, Interactive Design & 
Web Production, Universal Orlando® Resort 
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   C H A P T E R  3 

 Widespread access to and use of the Internet has significantly changed 
shopping behaviors and the retailing industry. More than 80 percent of 
a broad cross section of U.S. retailers sell merchandise through multi-

ple channels. All the large retailers and 94 percent of the U.S. retailers with the 
best financial performance are multichannel operators.  1      Multichannel    retailers 
are retailers that sell merchandise or services through more than one channel. 
  Many small, store-based retailers also use an Internet channel as well as a store 
channel. For example, New Yorkers can visit one of Little Pie’s two Manhattan loca-
tions and enjoy an assortment of flavors, from Old-Fashioned Apple Pie to the com-
pany’s most famous taste, Sour Cream Apple Walnut. With annual sales of less than 
$5 million, Little Pie still receives orders for over 100 pies a week from its Web site 
(www.littlepiecompany.com). Mary Jo Slatter, an independent casting director who 
lives in California and describes herself as a “Little Pie groupie,” says, “I order early in 
the morning, and I get it the next day. It tasted like you got it right out of the oven.”  2   
  In this chapter, we take a strategic perspective to examine the three primary 
channels through which retailers can communicate with and sell merchandise and 
services to their customers. We first briefly describe all retail channels and then 
review the unique benefits that each of the three major channels offers to consum-
ers. Then we outline the reasons for retailers to provide a multichannel offering—
the benefits to retailers of providing a multichannel offering. Next we describe the 
challenges multichannel retailers face in using these channels synergistically and 
providing a seamless multichannel offering for their customers. At the end of the 

   QUESTIONS 

 What are the unique customer benefits offered by the 
three major retail channels: stores, catalogs, and the 
Internet? 

 Why are retailers moving toward using all three 
channels to interact with customers? 

 What are the key benefits and challenges in providing 
multichannel offerings? 

 How might technology affect the future multichannel 
shopping experience?    

goal is to smoothly facilitate the online process—to 

 inform, persuade, and ultimately achieve conversion to 

 online sales transaction.

 After I graduated with a BSBA majoring in Marketing 

from the University of Florida and earned an MBA at 

Clark Atlanta University, I started my business career in 

product brand management at Oscar Mayer Foods Corp., 

a division of Kraft Foods. Subsequently, I worked in senior 

product management positions at The Pillsbury Company 

and The Coca-Cola Company, and later was responsible 

for marketing at GoTo.com/Overture Services Inc., a pio-

neer of the Web search marketing industry—acquired by 

Yahoo.com. Universal Orando gives me the opportunity 

to leverage my knowledge and experience to create an 

effective online multichannel offering that enhances the 

overall experience for our guests.
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 RETAIL CHANNELS  
 A    retail channel    is the way a retailer sells and delivers merchandise and services 
to its customers. The most common channel used by retailers is a store. Retailers 
also use a variety of nonstore channels including the Internet, catalogs and direct 
mail, direct selling, television home shopping, and automated retailing. The esti-
mated percentage of annual retail sales (excluding motor vehicles and food ser-
vices annual sales) made through each channel is shown in Exhibit 3–1. The vast 
majority of sales are made through the store channel, but the catalog and Internet 
channels also account for significant sales. 

  Internet Channel 
    Internet retailing   , also called    online retailing,       electronic retailing   , and    e-tailing   , 
is a retail channel in which the offering of products and services for sale is commu-
nicated to customers over the Internet. A decade ago retail experts predicted that a 
new breed of high-tech, Web-savvy entrepreneurs would dominate the retail indus-
try. Everyone would be doing their shopping over the Internet. Stores would close 
due to lack of traffic, and paper catalogs would become obsolete. 
    Even though sales through the Internet channel are forecasted to grow at about 
10 percent annually, more than three times faster than sales through the store or 
catalog channel, Internet sales are expected to represent less than 10 percent of 
retail sales (excluding automotive and food services) by 2013.  3   More than one-
quarter of apparel shoppers look up basic information about stores—such as loca-
tion, hours, or special events—on retailer sites; 22 percent research merchandise; 
21 percent compare prices; and 21 percent download coupons for use in stores.  4   
Thus the Internet facilitates rather then revolutionizes retailing.   

 Catalog Channel 
  The     catalog channel    is a nonstore retail channel in which the retail offering is 
communicated to customers through a catalog mailed to customers. About half of 
U.S. consumers shop through catalogs each year. The merchandise categories with 
the greatest catalog sales are drugs and beauty aids, computers and software, cloth-
ing and accessories, furniture and housewares, and books, music, and magazines.  5   

  REFACT 
 More than 17 billion catalogs 
are mailed in the United 
States every year—about 
56 for every American.  6    

  EXHIBIT 3–1 
 Estimated Annual U.S. 
Retail Sales by Channel, 
2009  *    

Total  

1 Store 89.8%

2 Internet 4.7%

3 Catalog 3.1%

4 Direct selling 0.9%

5 TV home shopping 0.5%

6 Automatic 0.9%
1

2
3

4 5
6

  SOURCES: U.S. Census Bureau, “Estimates of Monthly Retail and Food Services Sales by Kind of Business: 2009” 
(http://www.census.gov/retail/mrts/www/data/excel/mrtssales92-09.xls); personal communication with the  Direct 
Selling Association, Direct Marketing Association, and National Automatic Merchandising Association.  

   * Excluding sales of motor vehicles, food services, and travel.  

chapter, we illustrate how integrating these channels and using new technologies 
will create a compelling shopping experience in the future. 
  The role of the Internet in retailing is discussed throughout the rest of the text-
book. Some specific applications are managing employees, buying merchandise, 
managing customer relationships, advertising and promoting merchandise, and 
providing customer service.  
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  Although firms spend millions of dollars mailing catalogs, only about 1.3 per-
cent of the catalogs mailed generate a direct sale.  7   The use of catalogs is coming 
under attack from consumer groups that believe that catalogs are an unnecessary 
waste of natural resources. In the United States, catalogs account for 3 percent of 
the roughly 80 million tons of paper products used annually. That is more than 
either magazines or books.  8   Further, catalogs’ share of sales is declining relative to 
the Internet. But catalogs are not going away. Their role is shifting from primarily 
generating sales to driving traffic to the Internet and physical stores.   

 Direct Selling 
    Direct selling    is a retail channel in which salespeople interact with customers 
face-to-face in a convenient location, either at the customer’s home or at work.
Direct salespeople demonstrate merchandise benefits and/or explain a service; 
take an order; and deliver the merchandise. Direct selling is a highly interactive 
retail channel in which considerable information is conveyed to customers 
through face-to-face discussions. However, providing this high level of informa-
tion, including extensive demonstrations, is costly. 
    Annual U.S. sales through direct selling are over $30 billion; worldwide, they 
are more than $100 billion.  9   The largest categories of merchandise sold through 
direct selling are personal care (e.g., cosmetics, fragrances), home and family care 
(e.g., cooking and kitchenware), wellness (e.g., weight loss products, vitamins), and 
leisure and educational items (e.g., books, videos, toys). 
    Almost all the 14 million salespeople who work in direct sales are independent 
agents.  10   They are not employed by the direct sales firm but, rather, act as inde-
pendent distributors, buying merchandise from the firms and then reselling it to 
consumers. In most cases, direct salespeople may sell their merchandise to anyone, 
but some companies, such as Avon, assign territories to salespeople who regularly 
contact households in their territory. Retailing View 3.1 describes how the direct 
selling channel is particularly effective in less developed countries. 

 RETAILING VIEW    Direct Selling in China    3.1 
 While sales growth through the direct 
selling channel is limited in the United 
States, companies like Avon and Mary Kay 
have effectively used this channel to sell 
products in less  developed countries. Us-
ing the direct selling channel is particularly 
effective in less developed countries 
 because an  extensive infrastructure to 

supply stores is 
not required.
Products are 
sent to hun-
dreds of thou-
sands of sales 
representatives 
in small villages. 
They pay for 

the products when they sell them. 
 The direct selling channel also is 

part of a movement around the world 
for women to have more economic in-
dependence. For example, Zhang Xiaoying, a 19-year-old 
woman from Guizhou, one of China’s poorest regions, says, “I 
love the corporate culture of Mary Kay. This company teaches 
you to aspire to a higher level.” 

 Before joining the company, many Mary 
Kay sales agents in China held low-paying 
jobs as secretaries, cashiers, and rural 
schoolteachers. Many were looking for a 
new focus in their lives. “Because my hus-
band is a businessman, and he is busy, we 
talked less and less,” says Lu Laidi, a Mary 
Kay sales director. “I felt my life was boring. 
I stayed home and barely dressed up.” 

 The use of a direct selling channel has 
been controversial in China. Many direct 
sellers have been accused of operating 
sophisticated pyramid schemes and other 
sales swindles. In response to these con-
cerns, China banned direct selling in 1998, 
saying that it was often a cover for “evil 
cults, secret societies and lawless and su-
perstitious activities.” In 2006, after heavy 
lobbying from American companies, China 
lifted its ban, and since then direct selling 
has grown into an $8 billion industry. 

 Sources: David Barboza, “Direct Selling Flourishes in China,”  New York 
Times,  December 26, 2009; J. Alex Tarquinio, “Selling Beauty on a 
Global Scale,”  New York Times , November 1, 2008, p. B2  

  The direct selling channel is particularly 
effective in less developed areas that lack 
the infrastructure to support retail stores.  

  REFACT 
 About 5.5 million sales repre-
sentatives now sell Avon 
products around the world, be 
it lip gloss in Shanghai or face 
powder in Rio de Janeiro.  11    
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    Two special types of direct selling are the party plan and multilevel systems. 
About one-quarter of all direct sales are made using a    party plan system.    
Salespeople encourage customers to act as hosts and invite friends or coworkers 
to a “party.” The host or hostess receives a gift or commission for arranging the 
party. At the party the merchandise is demonstrated and attendees place orders. 
A party plan system can be, but does not have to be, used in a multilevel 
network. 
    In a    multilevel system,    independent businesspeople serve as master distribu-
tors, recruiting other people to become distributors in their network. The master 
distributors either buy merchandise from the firm and resell it to their distributors 
or receive a commission on all merchandise purchased by the distributors in their 
network. In addition to selling merchandise themselves, the master distributors 
are involved in recruiting and training other distributors. 
    Some multilevel direct selling firms are illegal pyramid schemes. A    pyramid 
scheme    develops when the firm and its program are designed to sell merchandise 
and services to other distributors rather than to end users. The founders and ini-
tial distributors in pyramid schemes profit from the inventory bought by later 
participants, but little merchandise is sold to consumers who use it.   

 Television Home Shopping 
    Television home shopping    is a retail channel in which customers watch a 
television program that demonstrates merchandise and then place orders for 
that merchandise, usually by telephone, via the Internet, or via the TV  remote.  14   
The three forms of TV home shopping retailing are (1) cable channels dedi-
cated to television shopping, (2) infomercials, and (3) direct-response advertis-
ing.    Infomercials    are programs, typically 30 to 60 minutes long, that mix 
entertainment with product demonstrations and then solicit orders placed by 
telephone.    Direct-response advertising    consists of one- to two-minute adver-

tisements on television and radio that describe products and provide 
an opportunity for consumers to order them. 

   The two largest retailers using this channel are HSN and QVC, 
followed by ShopNBC and Jewelry Television. Although most con-
sumers with cable or satellite television access can patronize a televi-
sion shopping channel, relatively few watch on a regular basis. 
Furthermore, most of the purchases are made by a relatively small 
proportion of viewers. Like catalogs, TV home shopping networks are 
embracing the Internet; the major home shopping networks all have 
online operations. 

   The major advantage of TV home shopping is that customers can 
see the merchandise demonstrated either on their television screens or 
through streaming videos on the Internet. In response to the increase in 
cooking, decorating, do-it-yourself, and other lifestyle programming, 
home shopping retailers have incorporated more demonstrations into 
their programming in an attempt to educate their potential customers 
and create more drama.   

 Automated Retailing 
    Automated retailing    is a retail channel in which merchandise or ser-
vices are stored in a machine and dispensed to customers when they 

deposit cash or use a credit card. Automated retailing machines, also known as 
   vending machines   , are typically placed at convenient, high-traffic locations, such 
as in workplaces or on university campuses. The vast majority of automated retail-
ing sales are from cold beverages, candy, and snacks. 

  Redbox, with its automated 
distribution channel, 
competes against Netflix’s 
Internet channel and 
Blockbuster’s multichannel 
offering.  

  REFACT 
 At HSN, all programming is 
placed on the HSN Internet 
site and on YouTube within 
two hours of the original 
broadcast to help facilitate 
the multichannel shopping 
experience. HSN is the larg-
est video provider of video 
content on YouTube.  12    

  REFACT 
 QVC’s U.S. distribution 
centers can pack up to 
300,000 packages daily. 
QVC’s worldwide ware-
house space is the size of 
approximately 109 U.S. 
football fields.  13    
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 BENEFITS OFFERED BY THE RETAIL CHANNELS  
 In this section, we discuss the benefits offered to customers by the three major 
channels. By using a combination of channels, multichannel retailers can leverage 
these benefits and overcome the limitations of each channel to attract and satisfy 
more customers.     Exhibit 3–2 lists the unique benefits of the three channels. In the 
following section, we discuss the benefits to retailers that integrate the use of these 
channels. 

  Store Channel 
 Stores offer several benefits to customers that they cannot get when they shop 
through nonstore channels such as catalogs or the Internet.   

  Touching and Feeling Products    Perhaps the greatest benefit offered by stores 
is the opportunity for customers to use all five senses—touching, smelling, tasting, 
seeing, and hearing—when examining and evaluating products. Although new 
technologies such as 3-D can enhance representations of products on a computer 
screen, these visual improvements do not provide the same level of information cus-
tomers get when they actually try on a swimsuit or smell the fragrance of a candle.   

   Automated retailing isn’t just for soda and candy bars anymore. ZoomShops, 
for instance, are automated, self-service stores that offer customers the conve-
nience of purchasing merchandise using touch-screen technology. At the stores, 
located in over 800 airports, malls, and retail stores, customers can purchase iPods, 
Sony products, Proactiv acne products, Rosetta Stone language learning software, 
Mark cosmetics, and even a select line of merchandise from Macy’s. 
    Another interesting automated retailing application is taking the DVD rental 
business by storm. Redbox rents DVDs for $1 a day in over 22,000 locations, in-
cluding McDonald’s, Walmart, Walgreens, Albertsons, and 7-Eleven Circle-K.
The retailer rents over 7.5 million movies weekly, close to the sales reported by its 
mail-order rival Netflix. Redbox’s success, as well as its challenge, is keeping its 
inventory of DVDs fresh and available when customers want to rent them. It at-
tempts to have 40 percent of its titles be movies released on DVD within the pre-
vious two weeks. Customers can check the inventory of a particular machine and 
reserve a copy of any title at Redbox’s Internet site.     

  REFACT 
 Redbox has great locations; 
150 million people every 
week walk within 10 feet of 
one of its vending machines.  16    

  EXHIBIT 3–2 
 Benefits Provided by 
Different Channels  

Stores

 Touching and feeling merchandise 

 Personal service 

 Risk reduction 

Immediate gratification

Entertainment and social interaction

 Browsing 

 Cash payment 

Internet

 Safety 

Convenience

Broad and deep assortments

Extensive and timely information

Personalization

Stores

Touching and feeling merchandise 

 Personal service 

Risk reduction 

Immediate gratification

Entertainment and social interaction

Browsing 

Cash payment 

Internet

 Safety 

Convenience

Broad and deep assortments

Extensive and timely information

Personalization

Catalogs

 Safety 

 Convenience 

Ease of use

  REFACT 
 The Greek mathematician 
Hero invented the first 
vending machine in 215 BC 
to vend holy water in 
 Egyptian temples. The first 
commercial coin-operated 
vending machines were 
 introduced in London, 
 England, in the early 1880s 
to dispense postcards.  15    
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  Personal Service    Although consumers are often critical of the personal ser-
vice they get in stores, sales associates still have the unique ability to provide 
meaningful, personalized information. They can tell customers if a suit looks good 
on them, suggest a tie to go with a dress shirt, or answer questions customers 
might have about what is appropriate to wear at a business-casual event.   

  Risk Reduction    The opportunity to use all five senses when evaluating prod-
ucts and to get personalized information increases the likelihood that consumers 
will be satisfied with their purchases. In addition, the physical presence of the 
store reduces perceived risk and increases customers’ confidence that any prob-
lems with a purchase will be corrected. Customers can easily access people in the 
store to resolve issues concerning defective or unsuitable merchandise or to get 
additional information on how to use a product.   

  Immediate Gratification    Customers can get the merchandise immediately 
after they buy it from stores. Thus, when customers have a fever or need a last-
minute gift, for example, they do not have to wait a day or two for the delivery of 
a prescription from Drugstore.com or of a gift from Amazon.com.   

  Entertainment and Social Experience    In-store shopping can be a stimulating 
experience for some people, providing a break in their daily routine and enabling 
them to interact with friends. All nonstore retail formats are limited in the degree to 
which they can satisfy these entertainment and social needs. Retailing View 3.2 
 describes how Bass Pro Shops stores offer an exciting and rewarding shopping 
experience for their customers. 

 RETAILING VIEW   Bass Pro Shops Makes Shopping Fun   3.2 
 People drive for hours and even stay overnight to 
visit one of Bass Pro Shops’ 56 stores. In addition 
to providing a deep assortment of outdoors mer-
chandise, the stores offer a wide range of free ac-
tivities ranging from laser arcades to rock climbing. 
Most of the stores offer pistol and archery ranges 
inside sound-isolated rooms sealed by protective 
glass. Golfers can practice at an indoor driving 
range. These ranges are staffed by experts who can 
talk about sighting a gun or explain the fine points 
of a shoulder turn. All stores have fly-tying demon-
strations, and some even have an outdoor pond for 
testing fly-fishing equipment. 

 The typical customer at Bass Pro is male and 
averse to crowds and shopping. “I’ll do just about 
anything to avoid shopping,” says John Brown, a 
small-business owner in Cheyenne, Wyoming. His 
wife says that in 35 years of marriage she’s per-
suaded him to go shopping only twice. Yet one day 
last month he invited her to drive 100 miles with 

him for a day of shopping. “I’m like a kid 
in a candy store here,” he said, dropping 
a new tackle box into his cart. 

 The stores are typically designed to be 
compatible with the local environment. 
For example, the store in Leeds (north 
central Alabama) is built on 120 acres, with 
a mile-long entrance that winds through a 

nature park over three bridges and around a 4-acre lake. The store 
has an 18,500-gallon aquarium filled with fish native to Alabama, 
a 3,500-gallon trout pond, an archery range, and a NASCAR ride 
simulator emulating the nearby Talladega Speedway. 

 Sources: Jayne O’Donnell, “Bass Pro CEO Hooked Dream Job,”  USA 
Today , September 30, 2009; Roy Williams, “Bass Pro Shops Offers Sneak 
Peek before Opening,”  Birmingham News , October 5, 2008.  

  The excitement generated in a Bass Pro Shops store cannot be equaled 
by other channels.  

  REFACT 
 Over 100 million people 
 annually visit Bass Pro Shops, 
compared with 60 million 
visitors to Disney World in 
Orlando.  

Lev30026_ch03_056-077.indd Page 62  10/11/10  10:20 AM user-f494Lev30026_ch03_056-077.indd Page 62  10/11/10  10:20 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



63Multichannel Retailing CHAPTER 3

    Browsing    Shoppers often have only a general sense of what they want (e.g., a 
sweater, something for dinner, a gift) but don’t know the specific item they want. So 
they go to a store to see what is available before they decide what to buy. Although 
some consumers surf the Web and look through catalogs for ideas, most consumers 
still find it easier to browse in stores.   

  Cash Payment    Stores are the only channel through which consumers can 
make cash payments. Some customers prefer to pay with cash because it is quicker, 
resolves the transaction immediately, and does not result in potential interest pay-
ments or excessive debt. Other customers are concerned about security and iden-
tity theft and thus prefer to use their credit card or debit card in person rather 
than electronically sending the payment information via the Internet.   

  Catalog Channel  
 The catalog channel provides some benefits to customers like safety and conve-
nience that are associated with all nonstore channels. However, catalogs also have 
some unique convenience advantage over other nonstore formats.   

  Safety    Security in malls and shopping areas is becoming an important concern 
for many shoppers, particularly the elderly. Nonstore retail channels enable custom-
ers to review merchandise and place orders from a safe environment—their home.  18     

  Convenience     Catalogs offer the convenience of looking at merchandise and 
placing an order from almost anywhere 24/7. However, catalogs are easier to 
browse through than Web sites. Consumers can refer to the information in a cata-
log anytime by simply picking it up from the coffee table. They can take a catalog 
to the beach and browse through it without an Internet connection. Finally the 
information in a catalog is easily accessible for a long period of time.    

 Internet Channel 
 Shopping over the Internet provides the safety and convenience of catalogs and 
other nonstore formats. However, the Internet, compared with store and catalog 
channels, also has the potential to offer a greater selection of products and more 
personalized information about products and services.   

  Broader and Deeper Assortments    One benefit of the Internet channel, 
compared with the other two channels, is the vast number of alternatives that con-
sumers can consider. The number of SKUs available in a store is limited by the 
store’s size. The number of pages in a catalog limits the number of SKUs that can 
be viewed in a catalog channel.   

  More Timely Information for Evaluating Merchandise    An important ser-
vice offered to customers is providing information that helps them make better 
buying decisions. The retail channels differ in terms of how much information 
customers can access. The amount of information available through the store 
channel is limited by the number of sales associates and the space for signage.
Similarly, the information available through a catalog channel is limited by the 
number of pages in the catalog. In contrast, the information provided through the 
Internet channel is unlimited. The vast amount of information available through 
the Internet channel enables customers using this channel to solve problems 
rather than just get information about specific products. 
    In addition to providing more information, the Internet channel offers custom-
ers more current information whenever they want it. Retailing View 3.3 describes 
an Internet site that offers products plus information, some of which is generated 
by customers, which can help couples solve the problems associated with planning 
their wedding. 

  REFACT 
 E-commerce was born on 
August 11, 1994, when a CD 
by Sting was sold by Net-
Market over the Internet.  19    

  REFACT 
 Sear’s entry into retailing 
was as a catalog retailer in 
1893 offering watches and 
jewelry. Sears became a mul-
tichannel retailer when it 
opened its first store in its 
Chicago mail order fulfill-
ment warehouse in 1923.  17    
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    Finally, consumers can access information from other consumers through the 
Internet channel—information that may be viewed as less biased than information 
provided by a retailer or manufacturer. Many retailers provide an opportunity for 
customers to post reviews of products or services they have bought. 

    Personalization    Due to the Web’s interactive nature, the most significant po-
tential benefit of the Internet channel is its ability to personalize merchandise of-
ferings and information for each customer economically. Customers control some 
of this personalization. Customers shopping on an Internet channel can drill down 
through Web pages until they have enough information to make a purchase deci-
sion. In addition, when using the Internet channel, customers can format the in-
formation so that it can be effectively used when they are comparing alternatives. 
For example, Office Depot provides information about alternatives selected by the 
customer in a side-by-side comparison format. In contrast, customers in stores 
usually have to inspect each brand, one item at a time, and then remember the dif-
ferent attributes to make a comparison. 
    The retailer can play a more proactive role in personalizing merchandise and 
information through the Internet channel. For example, many retailers offer 

 RETAILING VIEW   Helping Couples Get Ready for the Big Day   3.3 
 The typical engagement and wedding 
planning process lasts 14 months, costs 
almost $25,000, and involves many emo-
tionally charged decisions, such as how 
many and which people to invite, what 
print style to use on the invitations, 
where to hold the reception, what music 
to play during the ceremony, and what 
gifts to list in the bridal registry. Tradi-
tionally, the bride’s family managed the 
wedding planning process. With more 
couples getting married when they are 
older, both working, and living farther 
from their parents, planning a wedding 
has become much more challenging. 
  Internet wedding sites, such as The 
Knot (www.theknot.com) and the Wed-
dingChannel (www.weddingchannel.com), 
offer couples and their families planning 
guides and advice. A budgeting tool al-
lows the couple to enter a dollar 
amount (say, $9,000) and the number of 
guests (30), and it calculates, on the 
 basis of national averages, how much 
they can spend on elements such as the bride’s dress ($540) 
and bouquet ($68). With the tool, couples can also enter what 
they have actually spent, and it recalculates the sums that can 
be spent elsewhere. A planning tool is available to make sure 
arrangements are made, and reminders are e-mailed to the 
couple when key dates loom. 
  Couples can chat with experts and other couples on issues 
such as dealing with a micromanaging mother-in-law or divorced 
parents. Gift registries can be created at different retailers and 
broadcast to guests through e-mail. Couples can collect infor-
mation from home rather than having to make visits to different 

suppliers. They can narrow the list of potential places for the 
reception by looking at photos on the Web, and they can down-
load bands’ audio clips from the Web instead of going to hear 
different bands play. Hotel reservations for out-of-town guests 
can be made over the Internet, and maps can be created to 
show those guests how to get to the hotel and reception. Finally, 
couples can have their own personal site on which they post 
their wedding pictures. 

 Sources: www.weddingchannel.com; www.theknot.com (accessed 
January 10, 2010).  

  TheKnot.com offers information and merchandise to help couples prepare for their 
weddings.  
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   live chats:    Customers can click a button at any time and have an instant mes-
saging e-mail or voice conversation with a customer service representative. 
This technology also enables retailers to send a proactive chat invitation auto-
matically to customers on the site. The timing of these invitations can be based 
on the time the visitor has spent on the site, the specific page the customer is 
viewing, or a product on which the customer has clicked. At Bluefly.com, for 
example, if a visitor searches for more than three items in five minutes, thereby 
demonstrating more than a passing interest, Bluefly will display a pop-up win-
dow with a friendly face offering help. 
    The interactive nature of the Internet also provides an opportunity for retailers 
to personalize their offerings for each of their customers. For example, Amazon.
com serves customers a personalized landing page with information about books 
and other products of interest based on the customer’s past purchases and search 
behavior on the Web site. Amazon also sends interested customers customized 
e-mail messages that notify them that their favorite author or recording artist has 
published a new book or released a new CD. Another personalization opportunity 
is presenting customers with recommendations of complementary merchandise. 
Just as a well-trained salesperson would make recommendations to customers be-
fore checkout, an interactive Web page can make suggestions to shoppers about 
additional items that they might like to consider. 
    For example, a shopper at the retail site FigLeaves.com takes a close look at a 
silky pair of women’s slippers. Next, a recommendation appears for a man’s bath-
robe. This type of surprising connection is the result of sophisticated software, run 
on powerful computers, that analyzes extensive behavioral data, from mouse 
clicks to search queries. Why the bathrobe? ATG, the company that crunches data 
for FigLeaves, found that certain types of female shoppers at certain times of the 
week are likely to be shopping for men.  20   

  Office Depot offers a 
personalized shopping 
experience on its Web site 
by providing information 
about alternatives selected 
by the customer in a side-by-
side comparison format.  
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   Sears Holdings has gone one step fur-
ther by developing a “personal shopper” 
application for the iPhone mobile digital 
device. With this application, customers 
can photograph the desired product any-
where and have the picture sent immedi-
ately to a team of “expert shoppers.” The 
expert shoppers then work to find the 
item and contact the customer via phone 
or e-mail. But retailers also risk losing 
sales through the latest generation of 
comparison-shopping applications, some 
of which will search for the lowest-priced 
product in a given area on the basis of a 
bar code photo taken in a store by a con-
sumer with his mobile phone.  21     

  Perceived Risks in Electronic Shop-
ping    Some consumers are concerned 
about buying products through an elec-
tronic channel. The two critical perceived 

risks are (1) the security of credit card transactions on the Internet and (2) poten-
tial privacy violations. Although many consumers remain concerned about credit 
card security, extensive security problems have been rare. Almost all retailers use 
sophisticated technologies to encrypt communications. 
    All major credit card companies provide the same consumer protection for 
transactions through store and Internet channels. Typically, a consumer is liable 
for no more than $50 as long as she reports the unauthorized use in a timely man-
ner. The consequences of security breaches can be far worse for the retailer from 
which the number was stolen. Security breaches can ruin a retailer’s reputation 
and possibly expose it to legal liability.  22   
    Consumers also are concerned about the ability of retailers to collect informa-
tion about their purchase history, personal information, and search behavior on 
the Internet.  23   Consumers may be worried about how this information will be 
used in the future. Will it be sold to other retailers, or will the consumer receive 
unwanted promotional materials online or in the mail? Issues related to privacy, 
and the steps that retailers are taking to allay these concerns, are discussed in more 
detail in Chapter 11.     

  The Internet channel is 
particularly effective at 
making personalized 
recommendations to 
customers.  

  REFACT 
 More than 90 percent of re-
spondents called online pri-
vacy a “really” or “somewhat” 
important issue, according to 
a survey of more than 1,000 
Americans.  24    

 BENEFITS OF MULTICHANNEL RETAILING  
 In the previous section, we outlined the benefits offered by the different retail 
channels. In this section, we describe how retailers, typically store-based retailers, 
are using multiple channels to improve their offerings to their customers and 
build a competitive advantage. 
    Traditional store-based and catalog retailers are using multiple channels, typi-
cally adding and placing more emphasis on their electronic channels, for five rea-
sons. First, the electronic channel gives retailers an opportunity to overcome the 
limitations of their primary existing channel. Second, providing a multichannel 
offering increases customer satisfaction and loyalty. Third, an electronic channel 
enables retailers to gain valuable insights into their customers’ shopping behavior. 
Fourth, by using an electronic or catalog channel, retailers can economically enter 
new markets. Fifth, a multichannel offering provides the bases for building a stra-
tegic advantage. The benefits to retailers of operating multiple channels are dis-
cussed below.  
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 Overcoming the Limitations of an Existing Format  
 Increased Assortments   By using a combination of channels, retailers can 
better satisfy their consumers’ needs by exploiting the benefits and overcoming 
the deficiencies of each channel. For example, one of the greatest constraints fac-
ing store-based retailers is the size of their stores. However, due to the low cost of 
computer memory, the number of SKUs presented through an Internet channel is 
virtually unlimited. In addition, the inventory needed to support each SKU of-
fered is lower in an Internet channel compared to a store channel because the in-
ventory supporting an Internet channel is consolidated in a small number of 
distribution centers rather than a large number of stores. 
  By complementing their store channel with an Internet channel accessed from 
Internet-enabled kiosks, POS terminals, or mobile devices, retailers can dramati-
cally expand the assortment offered to their customers. For example, Home Depot 
and Sears have a limited number of major appliance models in their stores, but 
customers can use a Web-enabled kiosk to look at an expanded selection of appli-
ances, get more detailed information, and place orders. Thus an Internet channel 
enables retailers to keep their overall inventory costs low and still satisfy the 
 demand for less popular styles, colors, or sizes.   

 Low-Cost, Consistent Execution   Another limitation of the store channel is its 
costly but inconsistent execution. Customers can get personalized information from 
sales associates in stores. Over time, sales associates can learn what customers like 
and want. They can select a few outfits and make an appointment to show these 
outfits to customers or even take the outfits to the customer’s office or home. How-
ever, customers can get this benefit only when 
the sales associates are present. Also, provid-
ing it consistently is costly. Training and re-
taining knowledgeable sales associates are 
expensive, and even the best sales associates 
have bad days.  
  This inconsistency is most problematic 
for retailers selling new, complex merchan-
dise. For example, consumer electronic re-
tailers such as Best Buy find it difficult to 
communicate the features and benefits of the 
newest products to all of their sales associ-
ates. To address this problem, Best Buy in-
stalled kiosks designed to be used by sales 
associates and customers to obtain product 
information.  Thus, adding an Internet chan-
nel offers an opportunity to provide “personal” 
service at a low cost.

   Current Information   Catalog retailers also use electronic channels to over-
come the limitations of their catalogs. Once a catalog is printed, it cannot be up-
dated economically with the latest price changes and new merchandise. Therefore, 
Lands’ End uses its Internet site to provide customers with real-time information 
about stock availability and price reductions on clearance merchandise.    

 Increasing Customer Satisfaction and Loyalty 
 Introducing an electronic channel may lead to some cannibalization. The cus-
tomers who formerly made purchases in a retailer’s store now make the same 
purchases through the retailer’s Internet channel.  25   However, there is a growing 
segment of multichannel shoppers—consumers for whom a multichannel offer-
ing is particularly appealing. 

  Multichannel retailers use 
Internet-enabled kiosks in 
their stores to offer 
customers a greater 
merchandise assortment.  
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   For example, by focusing on the purpose 
for which a set of products will be used, store-
based retailers can offer solution Web sites 
that stimulate customers to view more prod-
ucts than they otherwise would have consid-
ered. Customers can go to Williams-Sonoma’s 
Web site to get information for planning a 
margarita party or a picnic. Its Web site de-
scribes everything they need for the occasion.
Home Depot’s Web site walks customers 
through the steps of installation and repair 
projects, thereby giving do-it-yourselfers 
confidence to tackle home improvement 
tasks. The directions include the level of dif-
ficulty and a list of the tools and materials 
needed to complete the project successfully. 

   By providing a greater array of benefits 
through multichannel offerings, retailers can 

increase their    share of customers’ wallets   —the percentage of purchases made 
from the specific retailer. For example, Neiman Marcus’ multichannel customers 
spend 3.6 times more than their single-channel customers do.  26     

 Gaining Insights into Consumer Shopping Behavior 
 An electronic channel provides valuable insights into how and why customers 
shop and are dissatisfied or satisfied with their experiences.  27   This information on 
how customers shop a store or merchandise category is useful for designing stores 
or Web sites. For example, after a customer purchases a book, Amazon.com rec-
ommends additional books that might be of interest to the customer based on 
purchases made by other customers who have bought that book. 
    Collecting data on how customers navigate through a Web site is quite easy. By 
placing a    cookie    (a small computer program that collects information about com-
puter usage) on a customer’s hard drive, the retailer can monitor each mouse click.
The click-stream data can provide insights into what characteristics of products 
customers considered and what products customers looked at but did not buy.  28   
To collect this information from store or catalog shoppers would be quite difficult; 
someone would have to follow them around the store or observe them going 
through catalog pages. The search data are useful for determining whether a store 
or Web site should be laid out by brands, size, color, or price point.   

 Expanding Market Presence 
 The market for store-based retailers is typically limited to consumers living in 
close proximity to the retailer’s stores. By adding the Internet channel, retailers 
can expand their market without having to build new stores. Adding an electronic 
channel is particularly attractive to retailers with strong brand names but limited 
locations and distribution. For example, retailers such as Harrod’s, REI, IKEA, 
and Neiman Marcus are widely known for offering unique, high-quality merchan-
dise. If these retailers had only a store channel, customers would have to travel to 
England or major U.S. cities to buy merchandise they carry.   

 Building a Strategic Advantage 
 Multichannel retailers have the opportunity to develop a strategic advantage over 
single-channel competitors. Two strategic resources that multichannel retailers 
have and that are not easily detected or duplicated by store-based, single-channel 
competitors are (1) propriety information about customer purchase history and 

  By providing information to 
help customers complete 
do-it-yourself projects, 
Home Depot continues to 
increase customer 
satisfaction.  
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shopping behavior and (2) unique “how-to” knowledge about coordinating opera-
tional activities across channels. 
    It is difficult for most store-based retailers to develop extensive purchase histo-
ries of their customers because the retailers are unable to link transactions to cus-
tomers who pay cash or use third-party credit cards. In contrast, all transactions 
through the Internet and catalog channels have the customer identification infor-
mation needed to send the product to the customer. In addition, the Internet 
channel offers the opportunity to collect search-behavior as well as transaction 
data. Therefore, multichannel retailers have a greater opportunity to develop ex-
tensive, proprietary information about their customers and can use this informa-
tion to more effectively target their offerings and marketing activities. 
    Another strategic resource possessed by effective multichannel retailers is the 
knowledge associated with integrating multiple channels. Customers want the re-
tailers they patronize to recognize them no matter which channel they use. Know-
ing how to synergistically coordinate these different channels provides retailers 
with a strategic advantage.     

  OTHER MULTICHANNEL RETAILING ISSUES   
 This section discusses two important issues that need to be considered when pro-
viding a multichannel offering—the cost of selling products through the different 
channels and the potential for disintermediation.  

 Which Channel Has the Lowest Costs? 
 Many people think that retailers incur less cost when selling merchandise through 
an electronic channel compared to a store channel. When selling merchandise 
through the Internet channel, retailers do not incur the costs of building and op-
erating stores and compensating employees working in those stores. Since cus-
tomers think the costs associated with the Internet channel are lower, they expect 
the prices to be lower for merchandise sold through that channel. However, Inter-
net retailers incur significant costs to design, maintain, and refresh a Web site; at-
tract customers to the site; maintain distribution systems and warehouses 
dedicated to fulfilling orders from individual customers; and deal with a high level 
of returns. These overhead costs associated with operating an electronic channel 
may even be greater than the costs of operating physical stores.   

 Will Manufacturers Bypass Retailers and Sell Directly 
to Consumers? 
    Disintermediation    occurs when a manufacturer sells directly to consumers, bypass-
ing retailers. Retailers are concerned about disintermediation because manufacturers 
can get direct access to their consumers by establishing a retail site on the Internet.  29   
Hewlett-Packard printers and accessories are sold both directly to consumers 
through its Web site (www.hewlettpackard.com) and, at the same time, indirectly 
through retailers such as Office Depot’s stores and its Web site (www.officedepot.
com). However most manufacturers lack the skills to sell directly to consumers. They 
are not as efficient as retailers at performing the retailing functions. 
    Retailers have considerably more expertise than manufacturers in distributing 
merchandise directly to customers, providing complementary assortments, and col-
lecting and using information about customers. Retailers also have an advantage over 
manufacturers because they can provide a broader array of products and services, 
such as various brands or special offerings, to solve customer problems. For example, 
if consumers want to buy the components for a home entertainment center from a 
variety of manufacturers, they must go to several different Internet sites and still can-
not be sure that the components will work together or arrive at the same time. 
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    Manufacturers that sell directly to consumers risk losing the support of the retail-
ers they bypass. Therefore, many manufacturers, such as Energizer (www.energizer.
com), the world’s largest producer of batteries and flashlights, use their Web sites 
only as a marketing tool to show customers which products are available and then 
direct them to nearby stores at which they can purchase the products.     

  REFACT 
 A study of large national 
 retailers found that 96 per-
cent could not access online 
customer profiles in-store 
or at call centers.  31    

 CHALLENGES OF EFFECTIVE MULTICHANNEL RETAILING  
 Consumers desire a seamless experience when interacting with multichannel 
 retailers. They want to be recognized by a retailer whether they interact with a 
sales associate or kiosk in a store, log on to the retailer’s Web site, or contact the 
retailer’s call center by telephone. Customers may want to buy a product through 

the retailer’s Internet or catalog channel and pick it up or return it to a 
 local store; find out if a product offered on the Internet channel is 
available at a local store; and, when unable to find a product in a store, 
determine whether it is available for home delivery through the retailer’s 
Internet channel. 

   Retailers also benefit by using multiple channels synergistically. 
Multichannel retailers can use one channel to promote the services of-
fered by other channels. For example, the URL of a store’s Web site 
can be advertised on in-store signs, shopping bags, credit card billing 
statements, POS receipts, and the print or broadcast advertising used 
to promote the store. The physical stores and catalogs are also adver-
tisements for a retailer’s other channels. The retailer’s electronic chan-
nel can be used to stimulate store visits by announcing special store 
events and promotions. Multichannel retailers can leverage their stores 
to lower the cost of fulfilling orders and processing returned merchan-
dise. They can use their stores as “warehouses” for gathering merchan-
dise for delivery to customers. Customers also can be offered the 
opportunity to pick up and return merchandise at the retailer’s stores 
rather than pay shipping charges. Many retailers will waive shipping 
charges when orders are placed online or through the catalog if the 
customer physically comes into the store. 

   However, providing this seamless experience for customers and ex-
ploiting the synergies between channels is challenging. These challenges, and 
trade-off decisions confronting multichannel retailers, are discussed in the follow-
ing sections.  

 Providing an Integrated Shopping Experience 
 Multichannel retailers are still struggling to provide an integrated shopping 
experience across all their channels because unique skills and resources are 
needed to manage each channel.  30   For example, retail distribution centers 
(DCs) supporting a store channel are designed to move merchandise in cartons 
from suppliers’ inbound trucks to outbound trucks going to the retailer’s stores. 
Retailers are so efficient at moving these cartons that they often remain in the 
DC for less than a day. In contrast, the DCs supporting a catalog and Internet 
channel are designed to receive merchandise in cartons and then break the car-
tons down to individual items for picking, repacking, and shipment to individ-
ual customers. The differences in handling and shipping individual items versus 
cartons means that unique packaging is needed for the same items sold through 
the different channels. 
    Even the marketing activities may be different because the objective of store or 
Internet channel marketing is to attract consumers to the store or Web site, while 
a catalog channel involves pushing the offering to targeted consumers. 

  Saks promotes its Internet 
channel by displaying the 
URL on its shopping bags.  
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    The information systems for managing store and nonstore channels also differ.
Store channel information systems are typically product-centric, while nonstore 
channels are customer-centric. Information systems for stores are designed to  record 
product transactions and manage product inventory. The information system keeps 
track of how much merchandise was shipped into a store and how much was sold, 
and then it determines how much needs to be reordered. 
    On the other hand, information systems for nonstore channels are more cus-
tomer-centric because, in addition to managing inventory, these systems pro-
vide a record of each customer’s purchase history and even search behavior. 
This additional information can be used to target promotions to specific cus-
tomers. Integrating store-based systems to be more customer-centric is 
difficult. 
    Because of these operational differences, many multichannel retailers have sep-
arate organizations for each channel. However, the trend is for multichannel re-
tailers to integrate their operations across channels rather than have separate 
organizations. For example, when Walmart launched its electronic channel, www.
walmart.com, it created an autonomous subsidiary located near Silicon Valley and 
staffed with managers who had no previous connection with Walmart or even re-
tailing but had considerable expertise in network design. JCPenney had separate 
divisions for its store and nonstore channels, with separate merchandise manage-
ment, distribution, advertising, and promotion management. Both Walmart and 
JCPenney have subsequently integrated the management of their store and non-
store channels at their corporate headquarters. 
    Other retailers outsource the management of their electronic channels, an ap-
proach that further increases the challenges in providing a seamless customer in-
terface and building a competitive advantage. For example, GSI Commerce 
manages the Internet channel, the Web site and fulfillment, for several competing 
sporting goods retailers—Dick’s, Sports Authority, and Modell’s. It’s hard to dif-
ferentiate a retail offering and build a competitive advantage when the same sup-
plier is managing a business activity for competing retailers.   

 Supporting M-Commerce 
 Customers can access a retailer’s Internet channel using a variety of 
devices ranging from a desktop computer to a mobile phone. Due to 
the rapid growth of domestic and international broadband access 
through mobile devices, retailers are very interested in developing 
  m- commerce   —the purchase of products and services through mo-
bile devices. However, the typical retailer’s Web site is not currently 
designed to accommodate the mobile device’s small screen and slower 
download speeds. A number of firms such as ESPN have developed 
special Web sites for access through mobile devices. In addition, 
 retailers have developed apps, small computer programs, that enable 
mobile device users to engage in an activity such as shopping. 
    However, many retailer mobile apps are simply minor updates of the 
retailer’s existing Web site to accommodate the mobile device’s smaller 
screen. Macy’s iShop, on the other hand, is an example of a mobile de-
vice app that is designed to take advantage of the unique navigational 
tools in the iPhone’s user interface. On the home page, customers can 
choose to browse from a menu of 12 departments. After selecting the 
department, customers are given the “slot machine interface” that is 
familiar to iPhone users—three scrolling wheels let the user fine-tune 
the search by category, brand, and price, and a click of the “Go” button 
retrieves all products that are a match (second image). From there, it’s 
just two more clicks to either purchase the product online or have it 
sent to a nearby store. 

  REFACT 
 More than three-quarters 
of multichannel retailers do 
not fully coordinate brand 
marketing, and 74 percent of 
them do not fully coordinate 
promotions planning across 
channels.  32    

  REFACT 
 On average, Americans 
with mobile phone Internet 
 access spend 2.7 hours a day 
connected to the Internet 
through their mobile phones.
The primary use of the 
 mobile Internet connection is 
for socializing with others.  33    

  This Macy’s iPhone app facilitates 
m-commerce by effectively using the 
mobile device’s navigation.  
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    Users can browse for products in several ways. Men’s shirts, for example, can 
be found through the men’s department, and they can also be found by clicking 
“Top Rated” and then navigating to the men’s department. Sale and clearance 
departments are also broken down for browsing. Hitting the “Offers” button 
generates a page of current promotional offers. Promotional offers can also be 
accessed on the basis of store location—hitting the “More” button and then se-
lecting “Store information” employs the iPhone’s location awareness to find the 
nearest store and then shows promotional offers valid at that store. Once in the 
store, customers simply show the on-screen bar-coded coupon at checkout to 
have the discount applied. While this application offers are a great service for 
mobile shopping customers, it works only with the iPhone device.  34     

 Organizing for Multichannel Retailing 
 Since each of the channels offers a unique set of benefits, the profiles of a retailer’s 
customers who use the different channels are not the same. Thus a critical deci-
sion facing multichannel retailers is the degree to which they should integrate the 
operations of the channels or have different organizations for each channel. At one 
extreme of this continuum is complete integration—selling the same products at 
the same prices through the same distribution system for all channels. At the other 
extreme is having different organizations manage each channel so that the chan-
nels are tailored to different target markets. There are very few retailers that pur-
sue a strategy at either end of this continuum. To determine where they should fall 
on the continuum, retailers have to address several issues, such as the use of a cen-
tralized, common customer database and consistency in brand image, pricing, and 
assortments across channels.  36    

 Centralized Customer Database   While there are differences of opinion about 
whether to integrate or separately manage many key multichannel activities, there is 
a general consensus on the need to establish a centralized customer data warehouse 
with a complete history of each customer’s interaction with the retailer.  37   The cen-
tralized customer data warehouse is crucial for exploiting the ability to collect de-
tailed customer data through the Internet channel and provide a seamless experience 
for customers when they interact with the retailer through multiple channels.   

 Brand Image   Retailers need to provide a consistent brand image of themselves 
and their private-label merchandise across all channels. For example,  Patagonia 
reinforces its image of selling high-quality, environmentally friendly sports equip-
ment in its stores, catalogs, and Web site. Each of these channels  emphasizes func-
tion, not fashion, in the descriptions of Patagonia’s products. Patagonia’s concerns 
about the environment are communicated by carefully lighting its stores and using 
recycled polyester in many of its clothes, as well as only organic, rather than pesti-
cide-intensive, cotton. Its Web blog, www.thecleanestline.com, is dedicated to es-
says and other features on environmental activism, innovative design, and sports.
Retailing View 3.4 describes how Build-A-Bear Workshop uses multiple channels 
to build and reinforce its brand image. 

    Merchandise Assortment    Typically, different assortments are appropriate for 
each of the channels. For example, multichannel retailers offer a broader and deeper 
merchandise assortment through their Internet channel than through their store 
channel. The Internet channel is more efficient for selling merchandise that does 
not have broad appeal. 
  The channels also differ in terms of their effectiveness in generating sales for 
types of merchandise. For example, the store channel is better suited for selling 
products with important “touch-and-feel” attributes such as the fit of a shirt, the 
taste of an ice cream flavor, or the smell of a perfume. On the other hand, an 
 Internet channel might be just as effective as a store channel for selling products 

  REFACT 
 Consumers worldwide 
are forecasted to purchase 
$120 million worth of goods 
and services from their 
 mobile phones (accounting 
for about 8 percent of the 
e-commerce market) 
by 2015.  35    
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 RETAILING VIEW    The Build-A-Bear Workshop Uses Multiple 
Channels to Enhance Its Image 

  3.4 

 The Build-A-Bear Workshop creates a memorable experience 
for children that contributes to its strong brand image. Chil-
dren enter the store, choose the type of animal, stuff and dress 
the animal, and then bring the stuffed animal to life by inserting 
a heart, giving it a name, and registering it. The child leaves the 
store with a new furry friend and its birth certificate. “Kids to-
day move seamlessly between online and real-world play,” says 
Dave Finnegan, Build-A-Bear Workshop’s chief information and 
logistics bear. “We’re already an interactive brand and a place 
where kids use their imagination, creativity and self-expression 
to have fun. All of this interactive customization makes things 
come to life in a new way.” 
  The Build-A-Bear Internet channel (www.buildabearville.com) 
reinforces and extends its brand image. At the Web site, children 
can create an avatar for themselves and choose a gender, hairstyle, 
eye color, skin tone, and clothing style. When the code on the 
birth certificate of the animal bought in the store is entered, the 
animal springs to life on the Web site, appearing in a backpack 
 carried by the avatar. Together, the child and the animal can play 
games, learn, and interact with other avatars and their furry friends. 

  Each Build-A-Bear animal has a unique virtual item that 
comes with it. Children can trade or collect the items in Bear-
ville. Bearville residents receive a Cub Condo, which they can 
paint, decorate, and to which they can invite guests. They also 
can purchase virtual items for their Cub Condo or outfits for 
themselves or their animal. The virtual avatar earns points 
when a “real” child makes a purchase in a Build-A-Bear store.
The receipt from the purchase has a code that the child re-
deems online for Bear Bucks. 
  Build-A-Bear also tries to make sure the site is safe. When a 
child signs up, parents receive an e-mail inviting them to select 
and control communication options based on age and comfort 
level. Build-A-Bear also monitors the site for safe socialization. 
Thus Build-A-Bear uses its Internet channel to enhance its im-
age and encourage children to continue their interaction with 
the retailer and visit its stores multiple times. 

 Sources: Sandy Smith, “Beary Interactive: Build-A-Bear Is Hands-On in 
Kids’ Real and Virtual Worlds,”  Stores , June 2009; Samantha Murphy, 
“New to the Neighborhood,”  Chain Store Age , February 2008, p. 51.  

  The Build-A-Bearville Web site (left) reinforces its brand image generated by its stores (right).  

with important “look-and-see” attributes such as price, color, and grams of fat. 
Evaluating these products does not require senses beyond sight. Because of the 
problems of providing touch-and-feel information, apparel retailers experience 
return rates of more than 20 percent on purchases made through an electronic 
channel but only 10 percent on purchases made in stores.   

  Pricing    Pricing represents another difficult decision for a multichannel retailer. 
Customers expect pricing consistency across channels (excluding shipping charges 
and sales tax). However, in some cases, retailers need to adjust their pricing strat-
egy because of the competition they face in different channels. For example, 
BarnesandNoble.com offers lower prices through its electronic channel than 
through its stores to compete effectively against Amazon.com. 
  Retailers with stores in multiple markets often set different prices for the 
same merchandise to deal with differences in local competition. Typical custom-
ers do not realize these price differences because they are exposed only to the 
prices in their local markets. However, multichannel retailers may have difficul-
ties sustaining regional price differences when customers can easily check prices 
on the Internet.   
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 Reduction of Channel Migration   The availability of an Internet channel en-
ables customers to easily search for information about products and their prices 
during a shopping episode. Browsing on the Internet channel and purchasing the 
merchandise at a store is the most common use of multiple channels during a 
shopping episode. This pattern was used by over 78 percent of U.S. consumers 
surveyed, while only 8 percent used the second most widely used pattern, brows-
ing in a store and making the purchase over the Internet.  38    
 However, multichannel retailers want to prevent    channel migration   —con-
sumers’ collecting information about products on their channels and then buying 
the product from a competitor.  40   Retailers want customers to both search for in-
formation and complete the transaction through their channels, but the low cost 
of searching on the Internet increases the opportunity for channel migration. 
Thus customer retention during shopping episodes is a challenge for multichan-
nel retailers. Note that before the Internet, customers typically researched and 
purchased products during a trip to one store because it was too “costly” to visit 
multiple stores. Two approaches that multichannel retailers can use to reduce 
channel migration are (1) to offer uniquely relevant information based on propri-
etary data the retailer has collected about the customers and (2) promote private-
label merchandise that can be purchased only from the retailer.      

  REFACT 
 About 50 percent of shoppers 
switch retailers when they 
move between channels.  39    

 MULTICHANNEL SHOPPING IN THE FUTURE  
 The following hypothetical scenario illustrates the seamless interface across chan-
nels that customers in the future may experience.  

 Shopping Experience Scenario 
 It’s Tuesday morning, and Judy Jamison is eating breakfast thinking about buying 
a new dress for the party she’ll be attending this Friday night at the new club 
downtown. She sends a tweet to her friends about her plans to go shopping after 
work today and asks for suggestions of retailers she might visit. She gets some sug-
gestions from friends and then decides to do some research on the Internet. She 
logs on to her laptop, accesses her personal shopper program called FRED, and 
has the following interactive dialog:  

  Fred:    Do you wish to browse, go to a specific store, or buy a specific item? 
  Judy:     Specific item.  
  Fred:     Occasion? [Menu appears and Judy selects.]  
  Judy:      Dress.  
  Fred:     Type of dress? [Menu appears.]  
  Judy:     Cocktail dress.  
  Fred:     Price range? [Menu appears.]  
  Judy:     $175–$200.  
 [Now FRED goes out and literally shops the world electronically, visiting the servers 
for companies selling cocktail dresses in Europe, Asia, Africa, Australia, and North and 
South America.] 

  Fred:     1,231 items have been identified. How many do you want to review?  
[Menu appears.]

  Judy:     Just 5.  
 [FRED selects the five best alternatives on the basis of information it has about  Judy’s 
style preferences. The five cocktail dresses appear on the screen with the price, brand 
name, and retailer listed beneath each one. Judy clicks on each dress to get more infor-
mation about it. With another click, she sees a full-motion video of a woman who looks 
similar to Judy modeling the dress. She selects the dress she finds most appealing.]  
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    However, Judy decides not to buy the dress because she is not sure the dress 
will fit right when it arrives and she will not have time to return it and get another 
size. She likes the Robert Rodriguez styles FRED found, so she goes to Brand-
Habit.com, types in the designer’s name and her zip code, and finds the closest 
store that carries his designs. The site directs her to the store’s Web site to look at 
more dresses. She decides to visit the store after work. 
    Shortly after Judy walks into the store, a chip in her credit card signals her 
presence and status as a frequent shopper to a mobile device held by the store 
sales associate responsible for preferred clients. Information about items in 
which Judy might be interested, including the items she viewed on the Web site 
through FRED, is downloaded from the store server to Judy’s and the sales as-
sociate’s devices. 
    A sales associate approaches Judy and says, “Hello, Ms. Jamison. My name is 
Joan Bradford. How can I help you?” Judy tells the associate she needs to buy a 
dress for a party. She has seen some dresses on the store’s Web site and would 
like to look at them in the store. The sales associate takes Judy to a virtual dress-
ing room. 
    In the dressing room, Judy sits in a comfortable chair and views the dresses 
displayed on her image, which has been drawn from a body scan stored in Judy’s 
customer file. Information about Judy’s recent visit to the retailer’s Web site and 
her past purchases is used to select the dresses displayed. 
    Using her mobile phone, Judy shares this personalized viewing with her friend, 
who is still at work in California. They discuss which dress looks best on Judy. 
Then, using her mobile phone again, Judy drills down to find more information 
about the dress—the fabric, cleaning instructions, and so forth. Finally, she selects 
a dress and purchases it with one click. 
    Using information displayed on her mobile device, the sales associate Joan sug-
gests a handbag and scarf that would complement the dress. These accessories are 
added to the image of Judy in the dress. Judy decides to buy the scarf but not the 
handbag. Finally, Judy is told about the minor alterations needed to make the 
dress a perfect fit. She can check the retailer’s Web site to find out when the altera-
tions are completed and then indicate whether she wants the dress delivered to 
her home or she will pick it up at the store. 
    As Judy passes through the cosmetics department on her way to her car, she 
sees an appealing new lipstick shade. She decides to purchase the lipstick and a 
3-ounce bottle of her favorite perfume and walks out of the store. The store sys-
tems sense her departure, and the merchandise she has selected is automatically 
charged to her account through signals from radio frequency identification 
(RFID) chips.   

 Supporting the Shopping Experience 
 This scenario illustrates the advantages of having a customer database shared by 
all channels and integrated across all systems. The sales associate and the store 
systems are able to offer superior customer service based on this database, which 
contains information about Judy’s body scan image, her interaction with the re-
tailer’s Web site, and her past purchases and preferences. The technology also 
supports the retailer’s business model, which determines to offer customers the 
products and services that will provide the best shopping experience. 
    Before Judy went into the store, she interacted with a search engine to find 
where the particular brand and product she was looking for could be found. She 
then interacted with the retailer’s Web site to review the available merchandise 
before she went to the store, check the status of her alterations, and decide about 
having the merchandise delivered to her home. The scenario also includes some 
new technologies that will exist in the store of the future, such as RFID, self-
checkout, and personalized virtual reality displays.     
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  By offering multiple channels, retailers overcome the 
limitations of each channel. Thus, Web sites can be used 
to extend the geographic presence and assortment offered 
by the store channel, market promotions, educate con-
sumers, and provide an intimate link between the retailer 
and the customer. Stores can be used to provide a multiple 
sensory experience and an economical method of getting 
merchandise to both stores and Internet customers. 
  Providing a seamless interface across channels is chal-
lenging for multichannel retailers. Meeting the shopper’s 
expectations requires the development and use of com-
mon customer databases and integrated systems. In addi-
tion, multichannel retailers will have to make decisions 
about how to use the different channels to support the re-
tailer’s brand image, as well as how to present consistent 
merchandise assortments and pricing across channels.     

 Traditional store-based and catalog retailers are adding 
electronic channels and evolving into integrated, customer-
centric, multichannel retailers. This evolution toward 
multichannel retailing has been driven by the increasing 
desire of customers to communicate with retailers any-
time, anywhere, anyplace. 
  Each of the major channels (stores, catalogs, and Web 
sites) offers unique benefits to customers. The store channel 
enables customers to touch and feel merchandise and use 
the products immediately after they are purchased. Cata-
logs enable customers to browse through a retailer’s offer-
ings anytime and anyplace without an Internet connection. 
A unique benefit offered by the electronic channel is the 
opportunity for consumers to search across a broad range 
of alternatives, develop a smaller set of alternatives based 
on their needs, get specific information about the alterna-
tives they want, and make an order with a few clicks. 

 SUMMARY 
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 KEY TERMS  

   1.    CONTINUING CASE ASSIGNMENT: GO 
SHOPPING  Assume that you are shopping on the 
Internet for an item in the same merchandise category 
you analyzed for the Comparison Shopping exercise 
in Chapter 2. Go to the retailer’s Web site, and com-
pare the merchandise assortment offered, the prices, 
and the shopping experience in the store and on the 
store’s Web site. How easy was it to locate what you 
were looking for? What were the assortment and pric-
ing like? What was the checkout like? What features 
of the sites do you like and dislike, such as the look 
and feel of the site, navigation, and special features?  

   2.    INTERNET EXERCISE  Go to the Web sites of 
J. Crew (www.jcrew.com), JCPenney (www.jcpenney.
com), and Lands’ End (www.landsend.com), and shop 
for a pair of khaki pants. Evaluate your shopping ex-
perience at each site. Compare and contrast the sites 
and your experiences on the basis of characteristics 
you think are important to consumers.  

   3.    INTERNET EXERCISE  Assume that you are get-
ting married and planning your wedding. Compare 

and contrast the usefulness of www.theknot.com and 
www.weddingchannel.com for planning your wed-
ding. What features of the sites do you like and dis-
like? Indicate the specific services offered by these 
sites that you would use.  

   4.    INTERNET EXERCISE  Go to the Center for 
Democracy and Technology’s home page at http://
www.cdt.org/, and click on “Consumer Privacy” and 
then “Privacy Guide” (http://www.cdt.org/privacy/
guide/basic/topten.html). Why is privacy a concern 
for Internet shoppers? What are the top-10 recom-
mended ways for consumers to protect their privacy 
online? How many of these recommendations have 
you employed when using the Internet?  

   5.    INTERNET AND SHOPPING EXERCISE  Pick 
a merchandise category like microwave ovens, power 
drills, digital cameras, blenders, or coffee makers.
Compare a retailer’s offering in its local store and on 
its Internet site. What are the differences in the as-
sortments offered through its store and Internet 
channel? Are the prices the same or different? What 

  GET OUT AND DO IT!   
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 describe the growth trend? Project the  e-commerce 
retail sales for the second quarter of next year. How 
did you make this forecast? Second, again using 
 Excel, create a bar graph of the e-commerce retail 
sales as a percentage of total retail sales for the past 
five years. How would you describe the growth trend? 
Project the e-commerce retail sales as a percentage of 
total retail sales for the second quarter of next year. 
How did you make this forecast?     

has the retailer done to exploit the synergies between 
the channels?  

   6.    INTERNET EXERCISE:  Look up “ Estimated 
Quarterly U.S. Retail Sales: Total and E-Commerce,”  
tabulated by the Retail Indicators Branch of the U.S. 
Census Bureau, at http://www.census.gov/mrts/www/
data/html/07Q1table3.html. First, using Excel, create 
a bar graph of the e-commerce retail sales in millions 
of dollars for the past five years. How would you 

   1.   Why are store-based retailers aggressively pursuing 
sales through electronic channels?  

   2.   What capabilities are needed to be an effective multi-
channel retailer?  

   3.   From a customer’s perspective, what are the benefits 
and limitations of stores? Catalogs? Retail Web sites?  

   4.   Would you buy clothes on the basis of the way they 
look on a customized virtual model? Why or why not?  

   5.   Why are the electronic and catalog channels so popu-
lar for gift giving?  

   6.   Should a multichannel retailer offer the same assort-
ment of merchandise for sale, at the same price, on its 
Web site and in its stores? Why or why not?  

   7.   Which of the following categories of merchandise do 
you think could be sold effectively through an elec-
tronic channel: jewelry, TV sets, computer software, 
high-fashion apparel, pharmaceuticals, and health 
care products such as toothpaste, shampoo, and cold 
remedies? Why?  

   8.   Assume you are interested in investing in a Web site 
targeting people who enjoy active outdoor recreation, 
such as hiking, rock climbing, and kayaking. What 
merchandise and information would you offer on the 
site? What type of entity do you think would be most 
effective in running the site: a well-known outdoors 
person, a magazine targeting outdoor activity, or a re-
tailer selling outdoor merchandise, such as Patagonia 
or REI? Why?  

   9.   Outline a strategy for a local, independent store-
based retailer to add an Internet channel. How would 
you design its Web site? What information and mer-
chandise would you have on the Web site?  

   10.   When you shop online for merchandise, how much 
time do you spend browsing versus buying? When 
you shop in a store for merchandise, how much time 
do you spend browsing versus buying? Explain your 
responses.     
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 Customer Buying Behavior   

The NPD Group provides information about consumer 

buying behavior that helps our clients, both retailers and 

vendors, make better, fact-based decisions. The reports 

provided by our system are derived from two databases—

POS sales data and consumer panel data. 

 The point of sale (POS) data are supplied by over 800 

retail clients around the world, detailing sales in over 

125,000 stores. The database provides sales for discreet 

products and their prices across four general merchandise 

categories offered by a broad cross-section of retailers 

including department, discount, and specialty stores. 

Retailers share this sales data in exchange for the knowl-

edge we provide from our analyses. 

 The online consumer panel consists of 2.5 million peo-

ple who have agreed to participate in surveys and provide 

information on their purchase behavior. In addition to 

sales by product and retailer, the database includes demo-

graphic and other information about the panel members 

including customer satisfaction evaluations following 

specific purchase occasions. This database allows sales 

tracking across all industry segments, by demographic 

segments. We use statistical techniques to ensure that 

the consumer sample is representative of the population. 

 Our systems are designed to make it easy for retailers 

to get the data that help them analyze market perfor-

mance and make fact-based decisions. A variety of reports 

are available drawing on both databases. For example, an 

automotive parts retailer reviewed a fair share report that 

compared their market share in each merchandise cate-

gory to their overall market share and discovered some 

areas in which they were not getting their fair share—they 

had a market share of 8 percent in the category compared 

to their overall market share of 11 percent. By drilling 

down into the data, the buyer for the category adjusted its 

assortment plan, changing the emphasis placed on specific 

brands and SKUs. The result was an increase in annual 

sales of $3 million and a promotion.

 Due to the breadth and depth of data we collect and 

analyze, we are able to track broad changes in shopping 

behaviors. The choice of food and meals by consumers 

in their 20s, referred to as Gen Y or Millennials, defers 

EXECUTIVE BRIEFING
Don Unser, Group President, Retail Business 
Group, The NPD Group, Inc.
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   QUESTIONS 

 How do customers make decisions about what retailer 
to patronize, what channel to use, and what merchandise 
to buy? 

 What social and personal factors affect customer 
purchase decisions? 

 How can retailers get customers to visit their stores 
more frequently and buy more merchandise during 
each visit? 

 Why and how do retailers group customers into 
market segments?    

   C H A P T E R  4 

 As discussed in Chapter 1, an effective retail strategy satisfies customer needs 
better than do competitors’ strategies. Thus, understanding customer 
needs and buying behavior is critical to formulating and implementing an 

effective retail strategy. Successful retailers are customer-centric—their strategic 
and tactical decisions revolve around their present and potential customers. 
  This chapter focuses on how customers process information and make decisions 
about what stores to patronize, what channels to use, and what products and ser-
vices to buy.  1   It describes the stages customers go through when making purchase 
decisions and the factors that influence their buying process. Since it typically is 
not cost-efficient for retailers to develop unique offerings for individual customers, 
retailers target their offerings to groups of customers (market segments) with simi-
lar needs and buying processes. The chapter concludes with a discussion of how 
these market segments are formed. We then use information about the buying pro-
cess to discuss how retailers can identify the market segments that will be the target 
of their retail strategy. The appendix to this chapter examines special aspects of 
consumer behavior that concern retailers selling fashion merchandise.  

 THE BUYING PROCESS  
 The following scenario illustrates the steps consumers go through when purchas-
ing merchandise. Eva Mendoza, a student at the University of Washington, is be-
ginning to interview for jobs. Eva planned to wear the blue suit her parents gave 
her several years ago to the interviews. But looking at her suit, she realizes that it’s 

from other generations. We find that they have a high 

degree of confidence in their judgments and heed crav-

ings at the moment and place high value on minimal 

preparation time. They are more likely than consumers in 

other age groups to use frozen entrées and other quick-

prep items. These young adults have been among the 

hardest-hit by the recession and are heavy patrons of 

low-priced retailers. One-third of Millennials shop at 

Walmart and other mass merchants. Food retailers and 

restaurants have a major opportunity—and challenge—

in learning how to communicate effectively with this 

“connected” generation, as well as offering products 

and meal/snack solutions that fit their spontaneous, 

budget-conscious lifestyles.
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not very stylish and that the jacket is beginning to show signs of wear. Wanting to 
make a good first impression during her interviews, she decides to buy a new suit. 
    Eva surfs the Internet for tips on dressing for interviews and looks through some 
catalogs to see the styles and prices being offered. She then decides to go to a store 
so that she can try on a suit and have it altered if necessary. She likes to shop at 
American Eagle Outfitters and Banana Republic, but neither sells business suits. 
Before going to the Northgate Mall in Seattle, she makes a status post on her Face-
book page announcing her intentions to go to the mall and inviting friends to join 
her. Britt responds to her Facebook posting, and they decide to meet at the mall 
entrance. Betsy also responds, but she has a cold and wants to rest. 
    Eva also goes to www.BrandHabit.com, a site that allows her to examine and 
compare all the suits currently available at the mall. Armed with a list of possibili-
ties, she plans to go directly to the stores in the mall that she already reviewed on 
BrandHabit.com. 
    They first go to Macy’s and are approached by a salesperson in the career 
women’s department. After asking Eva what type of suit she wants and her size, 
the salesperson shows her three suits .  Eva talks with Britt about the suits, and 
they decide to get Betsy’s opinion. So Eva takes photos of the suits with her mo-
bile phone and sends them to Betsy at her apartment. Betsy likes all three, so Eva 
tries them on. 
    When Eva comes out of the dressing room, she is unsure which suit to select, 
but after sending Betsy some more photos, she, Britt, and the salesperson decide 
the second suit is the most attractive and appropriate for interviewing. Eva is 
happy with the color, fit, fabric, and length of the suit, but she is concerned that it 
will require dry cleaning. It also costs more than she had planned to spend. Eva 
decides to buy the suit after another customer in the store seeing her wearing the 
suit tells her she looks very professional. 
    As Britt and Eva are walking toward the door, they pass the shoe department. 
Britt tells Eva, “You need to buy shoes that go with your suit.” Eva finds a pair of 
Steve Madden pumps that are perfect. She tries on a few pairs to get the right size. 
Then Britt tells her that she thinks the shoes are overpriced. Eva scans the UPC 
code for the shoes using her mobile phone’s shopping app and finds that Zappos is 
selling the shoes for $20 less. So she orders the shoes from Zappos for delivery to 
her apartment. 
    Consider Eva’s shopping trip as we describe the customer buying process. The 
   buying process    ,  the steps consumers go through when buying a product or ser-
vice, begins when customers recognize an unsatisfied need. Then they seek infor-
mation about how to satisfy the need—what retailers, channels, and products or 
services might satisfy the need. Customers evaluate the alternatives and choose a 
store or Internet site to visit or a catalog to review. Their encounter with a retailer 
provides more information and may alert customers to additional needs. After eval-
uating the retailer’s offering, customers may make a purchase or go to another re-
tailer to collect more information. Eventually, customers purchase a product, use 
the product, and then decide whether the retailer, channel, and product satisfy their 
needs during the postpurchase evaluation stage of the customer buying process. 
    Exhibit 4–1 outlines the buying process—the stages consumers go through to 
select a retailer and channel and to buy a specific item. The exhibit suggests that the 
buying process is linear, as shown by the solid lines. First the channel is selected, 
then the retailer, and finally the specific items. For each of these decisions, custom-
ers go through five stages, beginning with need recognition and ending with loyalty. 
As we discuss the stages in the buying process, you should recognize that customers 
might not go through all the stages and/or might not go through the stages in the 
order shown in Exhibit 4–1. For example, Eva might have decided on the brand of 
suit she wanted before selecting a store, or she might have collected information 
about suits sold at Macy’s and, on the basis of this information, decided to go to an-
other store or to use another channel, such as the Internet, to buy the suit. 
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    Retailers attempt to influence consumers as they go through the buying process 
to encourage consumers to buy merchandise and services from them. Each stage 
in the buying process is examined in the following sections. 

  Need Recognition 
 The buying process is triggered when consumers recognize they have an unsat-
isfied need. An unsatisfied need arises when customers’ desired level of satisfac-
tion differs from their present level of satisfaction. For example, Eva recognized 
that she had a need when she was faced with the prospect of interviewing for 
jobs in her blue suit. She needed a suit that would make a good impression and 
realized her worn, outdated blue suit would not satisfy this need. Need recogni-
tion can be as straightforward as realizing you need a haircut, feeling the need 
for an uplifting experience after a final exam, or receiving a message about some-
thing a friend bought.  

 Types of Needs   The needs that motivate customers to go shopping can be 
classified as utilitarian or hedonic. When consumers go shopping to accomplish 
a specific task, such as Eva buying a suit for job interviews, they are seeking to 
satisfy    utilitarian needs    .  When consumers go shopping for pleasure, they are 
seeking to satisfy their    hedonic needs   —their needs for entertaining, emo-
tional, and recreational experiences. Thus, from the consumer’s perspective, 
utilitarian needs are associated with work, whereas hedonic needs are associated 
with fun.  2   
  Successful retailers attempt to satisfy both the utilitarian and the hedonic needs 
of their customers. Consumers motivated by utilitarian needs typically shop in a 
more deliberate and efficient manner. Thus, retailers need to provide adequate 
information and an effortless shopping experience for utilitarian shoppers. On the 

  EXHIBIT 4–1 
 Stages in the Buying 
Process  

SELECTING MERCHANDISESELECTING A RETAILER AND CHANNEL

Choice

Visit

Loyalty

Evaluation

Information

search

STAGES

Need recognition

Postpurchase evaluation

Purchase merchandise

Select merchandise

Evaluate merchandise

Search for information

about merchandise

Recognize needs

Visit store or Internet

site or catalog

Repeat patronage

of retailer

Select a retailer

and channel

Evaluate retailers

and channels

Search for information

about retailers

Recognize needs

  REFACT 
 Some people view shopping 
as a leisure-time activity, just 
like any other sport. Frequent 
leisure-time shoppers spend 
an average of $113.33 per 
shopping trip, making this 
segment of consumers one 
of the most profitable.  3    
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other hand, shoppers with hedonic needs desire 
excitement, stimulation, status and power, and 
adventure.  4   Examples of how retailers satisfy he-
donic needs are listed below:  
  1.    Stimulation.  Retailers and mall managers use 

background music, visual displays, scents, and 
demonstrations in stores and malls to create a 
carnival-like, stimulating experience for their 
customers. Such environments encourage 
consumers to take a break from their every-
day lives and visit stores. Retailers also at-
tempt to stimulate customers with exciting 
graphics and photography in their catalogs 
and on their Web sites.  

  2.    Status and power.  For some people, a store or 
a service provider facility is one of the few 
places where they get attention and respect. 
For example, Canyon Ranch offers upscale

 health resorts in Tucson, Arizona, and Lenox, Massachusetts, as well as spa 
clubs in Las Vegas, Nevada, and Kissimmee, Florida. All Canyon Ranch re-
sorts and spas make the customer the center of attention,  offering spa services, 
medical and nutritional consultations and workshops, spiritual pursuits, and 
healthy gourmet cuisine.  

  3.    Adventure . Often, consumers go shopping because they enjoy finding bargains, 
looking for sales, and finding discounts or low prices. They treat shopping as a 
game to be “won.” Off-price retailers like Marshalls and Trader Joe’s, warehouse 
clubs like Costco, and fast-fashion specialty retailers like Zara cater to this need 
by constantly changing their assortment so that customers never know what 
kind of treasure they will find.   

   Conflicting Needs   Most customers have multiple needs. Moreover, these 
needs often conflict. For example, Eva Mendoza would like to wear a DKNY suit, 
which would enhance her self-image and earn her the admiration of her college 
friends. But satisfying these hedonic needs might conflict with her utilitarian 
needs—the need to stay within her budget and the need to get a job. Employers 
might feel that she’s not responsible if she wears a suit that is too expensive for an 
interview for an entry-level position. Later in this chapter, we discuss a model of 
how customers make trade-offs between conflicting needs. 

 Because needs often cannot be satisfied by one store, one channel, or one 
product, consumers may appear to be inconsistent in their shopping behavior. 
For example, a skier may purchase expensive Spyder goggles but wear an in-
expensive snowsuit from Target. A grocery shopper might buy an inexpensive 
store brand of paper towels and a premium national brand of orange juice. The 
pattern of buying both premium and low-priced merchandise or patronizing 
both expensive,  status-oriented retailers and price-oriented retailers is called 
   cross-shopping    .   5   

 Although all cross-shoppers seek value, their perception of value varies across 
product categories. Thus, a cross-shopper might feel it is worth the money to dine 
at an expensive restaurant but believe there is little quality difference between 
kitchen utensils at Target and designer brands at a specialty store. Similarly, con-
sumers may cut back on their vacations at costly resorts but still want to treat them-
selves to expensive, high-quality jams, mustards, and olive oils from the supermarket. 
These cross-shopping patterns make it challenging for retailers to select appropri-
ate assortments for their customers.   

  Spas make guests the center 
of attention and satisfy 
hedonic needs.  
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 Stimulating Need Recognition  
 Customers must first recognize un-
satisfied needs before they are mo-
tivated to visit a store or go online 
to buy merchandise. Sometimes 
these needs are stimulated by an 
event in a person’s life, like Eva’s 
impending interviews. But retailers 
use a variety of approaches to stim-
ulate unmet needs. Advertising, 
e-mails, direct mail, publicity, and 
special events communicate the 
availability of new merchandise or 
special prices. Visits to SeenOn 
(www.SeenOn.com) can stimulate 
need recognition by showing prod-
ucts that celebrities or television 
 actors have worn. Within a store, 
visual merchandising and salespeople can stimulate need recognition. For example, 
the display of shoes stimulated Eva’s need for shoes to complement her new suit.    

 Information Search 
 Once customers identify a need, they typically seek information about retailers, 
channels, or products to help them satisfy that need. Eva’s search started on the 
Internet and then narrowed to the three suits shown to her by the salesperson at 
Macy’s and the opinions of her friends. In other situations, Eva might have col-
lected a lot more information by visiting several retailers and/or spending more 
time on the Internet.  6    

 Sources of Information   Customers have two sources of information: internal 
and external.    Internal sources    are information in a customer’s memory, such as 
names, images, and past experiences with different stores. The major source of 
internal information is the customer’s past shopping experience. Even if they re-
member only a small fraction of the information to which they are exposed, cus-
tomers have an extensive internal information bank to draw on when deciding 
where to shop and what to buy. 
     External sources    consist of information provided by ads and other people. 
When customers feel that their internal information is inadequate, they turn to ex-
ternal information sources. For example, Eva asked her friends, Betsy and Britt, to 
help her make the purchase decision. External sources of information play a major 
role in the acceptance of fashions, as discussed in the appendix to this chapter.   

 Amount of Information Searched   In general, the amount of    information 
search    undertaken depends on the value customers feel they can gain from search-
ing versus the cost of searching. The value of the search stems from the degree to 
which the additional information improves the customer’s purchase decision. Will 
the search help the customer find a lower-priced product or one that will give su-
perior performance? The costs of the search include the customer’s time and 
money. Traveling from store to store can cost money for gas and parking, but the 
major cost incurred is the customer’s time. 
  Technology has dramatically reduced the cost of information search. For example, 
vast information about merchandise sold across the world is just a mouse click away. 
Retailing View 4.1 describes how readily available information on the Web affects the 
automobile buying process. 

  REFACT 
 The Saks Fifth Avenue store 
in Manhattan uses its 310 
feet of window displays to 
showcase new merchandise. 
Each day at lunchtime, about 
3,000 people walk by the 31 
window displays. Saks pro-
duces 1,200 different win-
dow displays each year, with 
the Fifth Avenue windows 
changing each week.  7    

  REFACT 
 Almost three-quarters of 
consumers agree that “people 
like me” are the most trusted 
sources when making a shop-
ping purchase. Product rec-
ommendations from friends 
are almost twice as valuable 
as product recommendations 
from merchants (46 percent 
versus 24 percent) for their 
ability to influence purchases.  8    

  Saks Fifth Avenue uses its 
exciting window displays to 
stimulate need recognition.  
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 Ten years ago, if consumers wanted to buy a car, they would 
visit several dealers, look at different models, test drive the cars 
sold by each dealer, and then negotiate price and financing with 
a dealer. Many consumers viewed this traditional process of 
buying a car as about as pleasurable as a visit to the dentist. But 
now the Internet is changing this experience, as well as the 
 nature of automobile retailing. 

 The Internet is giving consumers more control over the 
car-buying process. Consumers can go to Web sites such as 
www.autobytel.com, www.cars.com, or www.edmunds.com; 
access a wealth of information, including the dealer’s costs for 
cars and options; compare vehicles in a side-by-side chart that 
lists their price, features, horsepower, mileage, legroom, and 
options; read multiple reviews for most models; and even take 
a 360-degree photo tour of car interiors that gives them an 
idea of what the view looks like from the driver’s seat. 
  Through the sites’ relationships with car dealers, consumers 
can request prices from dealers in their area. A handy calcula-
tor tells customers how much the monthly payment would be 
if they were to buy a car on credit. The sites also have calcula-
tors to help car buyers figure out how much they can afford to 
spend on a car, whether they should buy a new or used car, and 
whether they should lease or buy. This information enables 
consumers to walk into a dealership knowing as much as or 
more than the dealer’s salespeople. 

  The Build Your Own Honda site 
offers a simple four-step process that 
customers can use to select a model, 
a trim level (including exterior color), 
and an accessory package. Then a 
summary of selections with front and 
back views of the customer-designed vehicle is generated. 
Another tool lets users compare Honda products to vehicles 
from other manufacturers. 
  CarFax (www.carfax.com) enables customers to access a 
vehicle’s history report by typing in its vehicle identification 
number (VIN). This history describes any accidents the vehicle 
was in, its past ownership, odometer fraud, and any other 
events that might be related to the vehicle. Services such as 
CarFax make it much easier for customers to purchase used 
cars with confidence. 

 Sources: Geoffrey A. Fowler, John D. Stoll, Scott Morrison, “GM, eBay 
Will Let Car Buyers Dicker Online,”  Wall Street Journal,  August 11, 
2009, p. B1; Thomas Pack, “Kicking the Virtual Tires: Car Research on 
the Web,”  Information Today,  January 2009, pp. 44–45; www.cars.com 
 (accessed January 21, 2010); www.carfax.com (accessed January 21, 2010).  

 RETAILING VIEW    The Internet Has Changed the 
Car-Buying Process 

  4.1 

  REFACT 
 Thee-quarters of new-vehicle 
buyers use the Internet dur-
ing the shopping process.  9    

  The Internet has dramatically reduced the time and effort 
needed to collect information and increased the quality of 
information acquired to make a decision when buying an 
automobile.  
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  The amount of information search is affected by (1) characteristics of the indi-
vidual customer and (2) aspects of the market and buying situation in which the 
purchase is made. Some people search more than others. For example, shoppers 
seeking hedonic benefits typically spend more time collecting information and 
shopping because they enjoy the process. Customers who are self-confident or have 
prior experience purchasing and using the product or service tend to search less. 
  Two marketplace and situational factors affecting information search are (1) the 
number of competing brands and retail outlets and (2) the time pressure under 
which the purchase must be made.  10   When competition is greater and there are 
more alternatives to consider, the amount of information search increases. How-
ever, the amount decreases as time pressure increases.   

 Reducing Information Search   The retailer’s objective for customers in the 
information search stage is to limit the customer’s search to its store or Web site. 
One measure of a retailer’s performance on this objective is the    conversion rate   —
the percentage of customers who enter a store or access a Web site and then buy a 
product at the store or Web site. 
  Each element of the retailing mix can be used to increase a retailer’s conversion 
rate. Category specialists such as Best Buy and Lowe’s provide a very deep assort-
ment of merchandise, everything a customer might want to consider, so that the 
customer can collect all the information and make the necessary comparisons 
 between products in their stores or on their Web sites. 
  Services provided by retailers can also limit the search to the retailer’s location. 
By offering credit and having informed salespeople, a retailer can convince con-
sumers that they don’t need to collect additional information from other retailers. 
  The everyday-low-pricing policy at Walmart helps assure 
customers that they won’t find an item at a lower price at a dif-
ferent store the next time they shop for it. In addition, many 
stores with everyday low prices offer money-back guarantees if 
a competitor offers the same merchandise at a lower price. 
These pricing policies tend to limit the customer information 
search to the retailer’s offering. 
  While retailers hope to confine their customers’ information 
search to their stores and Web sites, they also want to encour-
age customers to spend as much time shopping in their chan-
nels as possible. The more time customers spend in a store or at 
a Web site, the more they will buy. Retailers engage in a variety 
of practices to increase the time customers spend in their stores, 
including using music and lighting to create a more pleasant experience and pro-
viding a play area so that children will be occupied while their parents shop.   

 Internet, Information Search, and Price Competition   The Internet has 
had a profound impact on consumers’ ability to gather external information. In 
addition to placing their own information on their Web sites, retailers encourage 
their customers to post information such as product reviews, ratings, and, in some 
cases, photos and videos. Consumer reviews are emerging as a prime information 
source for shoppers as they collect information during the buying process.  12   
  However, retailers are concerned that the ease of collecting price information 
through the Internet will increase price competition. Traditionally, price competi-
tion between store-based retailers offering the same merchandise was reduced by 
geographic constraints. Through the Internet, however, the number of stores that 
consumers can visit to compare prices is no longer limited by physical distance. In 
addition, the ease of searching for price information is facilitated by shopping sites 
such as mysimon.com and bargainhunter.com. Consumers also can use a number 
of mobile phone apps to learn about prices and availability of products at stores 
near where they are located.  14   

  REFACT 
 Almost one-third of all 
 visitors to ProFlowers.com 
make a purchase—the high-
est conversion percentage 
among all retail Web sites.  11    

  REFACT 
 Customers who spend 
40 minutes in a store are 
more than twice as likely 
to buy as someone who 
spends 10 minutes, and they 
typically buy twice as many 
items.  13    

  IKEA has a “ball pit” in 
which children can play to 
enable their parents to 
spend more time in the 
store shopping  
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  While the Internet enables consumers shopping online to collect price informa-
tion with little effort, they can also get information about the quality and perfor-
mance of products at a low search cost. The additional information about product 
quality might lead customers to pay more for high-quality products, thus decreasing 
the importance of price.  15   In addition, retailers using an Internet channel can dif-
ferentiate their offerings by providing better services and information. Even with 
the low search cost, research shows significant price dispersions for retailers offering 
the same branded products through an Internet channel. The price differences for 
branded products persist even though economic theory suggests that prices should 
be the same for all retailers as search costs for branded products diminish.  16      

 Evaluation of Alternatives: The Multiattribute Model 
 The multiattribute attitude model provides a useful way to summarize how cus-
tomers use the information they have collected to evaluate and select retailers, 
channels, and products. We discuss this model in detail because it offers a frame-
work for developing a retailing strategy.  17   
    The    multiattribute attitude model    is based on the notion that customers see 
a retailer, a product, or a channel as a collection of attributes or characteristics. 
The model is designed to predict a customer’s evaluation of a product, retailer, 
or channel on the basis of (1) its performance on relevant attributes and (2) the 
importance of those attributes to the customer.  

 Beliefs about Performance   To illustrate this model, consider the store choice 
decision confronting a young, single, professional Milwaukee woman who needs 
groceries. She considers three alternatives: (1) a supercenter store in the next sub-
urb, (2) her local supermarket store, or (3) a grocer that operates only an Internet 
channel, such as Peapod. Her perception of the offerings provided by these retail-
ers is shown in Exhibit 4–2. 
  The customer mentally processes the “objective” information about each gro-
cery retailer in part A of Exhibit 4–2 and forms an impression of the benefits each 
one provides. Part B of Exhibit 4–2 shows her beliefs about these benefits. Notice 

  EXHIBIT 4–2 
  Characteristics of Food 
Retailers   

*10 5 excellent, 1 5 poor.  

 A. INFORMATION ABOUT STORES SELLING GROCERIES

Store Characteristics Supercenter Supermarket Internet Grocer

Grocery prices 20% below average Average 10% above average

Delivery cost ($)  0  0 10

Total travel time (minutes) 30 15  0

Typical checkout time (minutes) 10  5  2

Number of products, brands, 

and sizes 40,000 30,000 40,000

Fresh produce Yes Yes Yes

Fresh fish Yes Yes No

Ease of finding products Difficult Easy Easy

Ease of collecting nutritional 

information about products Difficult Difficult Easy

B. BELIEFS ABOUT STORES’ PERFORMANCE BENEFITS*

Performance Benefits Supercenter Supermarket Internet Grocer

Economy 10 8  6

Convenience  3 5 10

Assortment  9 7  5

Availability of product Information  4 4  8

*10 5 excellent 1 5 poor

 A. INFORMATION ABOUT STORES SELLING GROCERIES

Store Characteristics Supercenter Supermarket Internet Grocer

Grocery prices 20% below average Average 20% below average 10% above average

Delivery cost ($)  0  0  0 10

Total travel time (minutes) 30 15 30  0

Typical checkout time (minutes) 10  5 10  2

Number of products, brands, 

and sizes 40,000 30,000 40,000 40,000

Fresh produce Yes Yes Yes Yes

Fresh fish Yes Yes Yes No

Ease of finding products Difficult Easy Difficult Easy

Ease of collecting nutritional 

information about products Difficult Difficult Difficult Easy

B. BELIEFS ABOUT STORES’ PERFORMANCE BENEFITS*

Performance Benefits Supercenter Supermarket Internet Grocer

Economy 0 8 10  6

Convenience  3 5  3 10

Assortment  9 7  9  5

Availability of product Information  4 4  4  8
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  EXHIBIT 4–3 
  Evaluation of Retailers   

*10 5 very important, 1 5 very unimportant.  *

  IMPORTANCE WEIGHTS* PERFORMANCE BELIEFS

 Young Single  Parent with    Internet

Characteristic Woman Four Children Supercenter Supermarket Grocer

Economy  4 10  10  8  6

Convenience 10  4  3  5  10

Assortment  5  8  9  7  5

Availability of 

product information  9  2  4  4  8

OVERALL EVALUATION

Young single woman   151 153 221

Parent with four children   192 164 156

  IMPORTANCE WEIGHTS* PERFORMANCE BELIEFS

 Young Single  Parent with    Internet

Characteristic Woman Four Children Supercenter Supermarket Grocer

Economy  4 10  10  8  6

Convenience 10  4  3  5  10

Assortment  5  8 9  7  5

Availability of 

product information  9  2  4  4  8

OVERALL EVALUATION

Young single woman   151 153 221

Parent with four children   192 164 156

 4 

10 

 9 

that some benefits combine several objective characteristics. For example, the 
convenience benefit combines travel time, checkout time, and ease of finding 
products. Grocery prices and delivery cost affect her beliefs about the economy of 
shopping at the various retail outlets. 
  The degree to which each retailer provides each benefit is represented on a 
10-point scale: 10 means the retailer performs very well in providing the benefit; 
1 means it performs very poorly. In this example, no retailer has superior perfor-
mance on all benefits. The supercenter performs well on economy and assortment 
but is low on convenience. The Internet grocer offers the best convenience but is 
weak on economy and assortment.   

 Importance Weights   The young woman in the preceding example forms an 
overall evaluation of each alternative on the basis of the importance she places on 
each benefit the retailers provide. The importance she places on a benefit can also 
be represented using a 10-point rating scale, with 10 indicating the benefit is very 
important to her and 1 indicating it’s very unimportant. Using this rating scale, 
the importance of the retailers’ benefits for the young woman and for a parent 
with four children is shown in Exhibit 4–3, along with the performance beliefs 
previously discussed. Notice that the single woman values convenience and the 
availability of product information much more than economy and assortment. But 
to the parent, economy is very importance and assortment is moderately impor-
tant, whereas convenience and product information aren’t very important. 
  The importance of a retailer’s benefits differs for each customer and also may 
differ for each shopping trip. For example, the parent with four children may 
stress economy for major shopping trips but place more importance on conve-
nience for a fill-in trip. 
  In Exhibit 4–3, the single woman and parent have the same beliefs about each 
retailer’s performance, but they differ in the importance they place on the benefits 
the retailers offer. In general, customers can differ in their beliefs about retailers’ 
performances as well as in their importance weights.   

 Evaluating Retailers   Research has shown that a customer’s overall evaluation 
of an alternative (in this situation, three retailers) is related to the sum of the per-
formance beliefs multiplied by the importance weights. Thus, we calculate the 
young, single woman’s overall evaluation or score for the supercenter as follows: 

 4 3 10 5  40
10 3  3 5  30
 5 3  9 5  45
 9 3  4 5  36
 151
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  Exhibit 4–3 shows the overall evaluations of the three retailers using the impor-
tance weights of the single woman and the parent. For the single woman, the 
 Internet grocer has the highest score, 221, and thus has the most favorable evalu-
ation. She would probably select this retailer for most of her grocery shopping. 
On the other hand, the supercenter has the highest score, 192, for the parent, 
who’d probably buy the family’s weekly groceries there. 
  When customers are about to select a retailer, they don’t actually go through the 
process of listing store characteristics, evaluating retailers’ performances on these 
characteristics, determining each characteristic’s importance, calculating each 
store’s overall score, and then patronizing the retailer with the highest score. The 
multiattribute attitude model does not reflect customers’ actual decision process, 
but it does predict their evaluation of alternatives and their choice. In addition, the 
model provides useful information for designing a retail offering. For example, if 
the supermarket could increase its performance rating on assortment from 7 to 10 
(perhaps by adding a bakery and a wide selection of prepared meals), customers like 
the parent might shop at the supermarket more often than at the supercenter. 
  The application of the multiattribute attitude model in Exhibit 4–3 deals with a 
customer who is evaluating and selecting a retailer. The same model can also be used 
to describe how a customer evaluates and selects which channel to use (store, Internet, 
or catalog) or what merchandise to buy from a retailer. For example, the model could 
be used to describe Eva Mendoza’s choice of the three suits she was considering.   

 Implications for Retailers   In this section, we describe how a retailer can use the 
multiattribute attitude model to encourage customers to shop at the retailer more 
frequently. First, the model indicates what information customers use to decide which 
retailer to patronize or which channel to use. Second, it suggests tactics that retailers 
can undertake to influence customers’ store, channel, and merchandise choices. 
  To develop a program for attracting customers, retailers need to do market 
 research to collect the following information:  
  1.   Alternative retailers that customers consider.  
  2.   Characteristics or benefits that customers consider when evaluating and 

choosing a retailer.  
  3.   Customers’ ratings of each retailer’s performance on the characteristics.  
  4.   The importance weights that customers attach to the characteristics.   
  Armed with this information, the retailer can use several approaches to influ-
ence customers to patronize its store or Internet site.   

 Getting into the Consideration Set   Retailers need to be included in the 
customer’s    consideration set    ,  or the set of alternatives the customer evaluates 
when making a choice of a retailer to patronize. To be included in the consider-
ation set, retailers develop programs to increase the likelihood that customers will 
remember them when they’re about to go shopping. Retailers can increase cus-
tomer awareness through communication and location decisions. For example, 
retailers can get placement at the top of the screen when consumers are using a 
search engine term for products they sell. They can develop communication pro-
grams that link categories they sell with their name. Starbucks locates several 
stores in the same area so that customers are exposed more frequently to the store 
name as they drive through the area. 
  After ensuring that it is in consumers’ consideration set, a retailer can use four 
methods to increase the chances that customers will select it for a visit:  
  1.   Increase beliefs about the store’s performance.  
  2.   Decrease the performance beliefs for competing stores in the consideration set.  
  3.   Increase customers’ importance weights.  
  4.   Add a new benefit.    
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 Changing Performance Beliefs   The first approach involves altering customers’ 
beliefs about the retailer’s performance by increasing the retailer’s performance 
rating on a characteristic. For example, the supermarket in Exhibit 4–3 would 
want to increase its overall rating by improving its rating on all four benefits. The 
supermarket could improve its rating on economy by lowering prices and its as-
sortment rating by stocking more gourmet and ethnic foods. Retailing View 4.2 
illustrates how Lowe’s altered the performance beliefs of women about its stores. 
  Because it can get costly for a retailer to improve its performance on all benefits, 
retailers must focus on improving their performance on those benefits that are 
important to customers in their target market. For example, Best Buy knows that 
an important benefit for its customers is not to be without their computers for 
lengthy amounts of time when repairs are needed. So it has a 165,000-square-foot 
“Geek Squad City” warehouse designed to cut the time it takes to repair and return 
a PC to one to three days. Geek Squad “agents” fix more than 2,000 laptops a day.  18   
  A change in a performance belief about an important benefit results in a large 
change in customers’ overall evaluations. In Exhibit 4–3, the supermarket should 
attempt to improve its convenience ratings if it wants to attract more young, single 
women who presently prefer shopping on the Internet. If its convenience rating 

 RETAILING VIEW   Do It Herself at Lowe’s   4.2 
 You might think that home improvement 
centers are a retail recreation destina-
tion mostly for men. Men visit the stores 
on the weekends to check out the new 
tools and buy material for do-it-yourself 
(DIY) projects. But more than 50 per-
cent of the sales at home improvement 
centers actually are made to women. 
Women not only make the decisions 
about what materials to use for home 
improvement projects but also end up 
doing much of the work themselves. 
  Lowe’s was early to recognize the 
importance of female customers. It re-
designed its stores to be brighter, lose 
the warehouse look, and feature depart-
ments more appealing to women. Aisles 
were widened to help eliminate “butt 
brush,” the uncomfortable contact that 
can occur as customers navigate narrow, 
crowded aisles. 
  To make the store feel less intimi-
dating, Lowe’s made the shelves shorter 
and used lower aisle markers like 

those  in gro-
cery stores, with maps to help custom-
ers find products. However, Lowe’s 
needed to balance the performance 
beliefs and importance weights that 
women have about their stores with 
those of men. Its male customers 
might shun stores if they find them too 
feminine. However Lowe’s also found 
that women held the same negative 
view of overly feminine home im-
provement stores, so it decided to 

teach women about tools rather than carrying tools specifically 
designed for women. One section of its Web site, www.lowes.
com/howto, provides online clinics and videos to help customers 
successfully implement their own DIY projects at home. 

 Sources: Tony Bingham and Pat Galagan,  “ Training at Lowe’s: Let’s Learn 
Something Together,”  T 1 D,  November 2009, pp. 35–41; Amanda Junk, 
“Women Wield the Tools: Lowe’s, Habitat for Humanity Teaches Them 
How,”  McClatchy-Tribune Business News,  July 18, 2009; and Cecile B. 
 Corral, “Lowe’s Outlines Expansion Plans,”  Home Textiles Today , Octo-
ber 5, 2009, p. 6.  

  REFACT 
 Women make more than 
85 percent of all consumer 
purchases and purchase 
50 percent or more in cate-
gories typically considered 
male—banking and financial 
services, electronics, automo-
biles, PCs, and many other 
big-ticket items.  19    

  Lowe’s changed its store design to change women’s beliefs about the pleasantness 
of its store environment.  
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rose from 5 to 8, its overall evaluation among young, single women would increase 
from 153 to 183 and thus be much higher than their evaluation of supercenters. 
Note that an increase in the rating from 8 to 10 for a less important benefit, such as 
economy, would have less effect on the store’s overall evaluation. The supermarket 
might try to improve its rating on convenience by increasing the number of check-
out stations, using customer scanning to reduce checkout time, or providing more 
in-store information so that customers could locate merchandise more easily. 
  Research further suggests that consumers in Germany, France, and the United 
Kingdom place different weights on three important attributes—price/value, ser-
vice/quality, and relationships—when selecting a retailer to patronize. German 
consumers tend to place more weight on price/value, whereas customer service and 
product quality are more important for French consumers, and affinity benefits 
such as loyalty cards and preferred customer programs are more important for 
English consumers. Thus, in general, retailers that emphasize price and good value 
will be more successful in Germany than in France or the United Kingdom.  20   
  Another approach for altering evaluations is to decrease customers’ performance 
ratings of a competing store. This approach may be illegal and usually isn’t very 
effective, because bad-mouthing competitors generally backfires and customers 
typically don’t believe a firm’s negative comments about its competitors anyway.   

 Changing Importance Weights   Altering customers’ importance weights is an-
other approach to influencing store choice. A retailer wants to increase the impor-
tance customers place on benefits for which its performance is superior and 
decrease the importance of benefits for which it has inferior performance. 
  For example, if the supermarket in Exhibit 4–3 tried to attract families who 
shop at supercenters, it could increase the importance of convenience for them. 
Typically, changing importance weights is harder than changing performance 
 beliefs, because importance weights reflect customers’ personal values.   

 Adding a New Benefit   Finally, retailers might try to add a new benefit to the set 
of benefits customers consider when selecting a retailer. For example, Baksheesh 
(www.baksheeshfairtrade.com) sells handcrafted gifts from around the world at its 
two northern California stores. It attempts to add new benefit by emphasizing that 
its merchandise is    fair trade   —its merchandise is made by workers who are paid a 
fair wage, not just a minimum wage.  21   A fair wage means that workers are able to 
live relatively comfortably within the context of their local area. The workers 
make enough money for housing, food, health care, education for their children, 
and some disposable income. Offering fair-trade merchandise is a benefit that is 
important to consumers who are concerned about the welfare of people in less 
developed countries. To get a high evaluation on this new benefit, Baksheesh 
sells only certified gifts. The approach of adding a new benefit is often effective, 
because it’s easier to change customer evaluations of new than of old benefits.     

 Purchasing the Merchandise or Service 
 Customers don’t always patronize a store or purchase a brand or item of merchan-
dise with the highest overall evaluation. The product or service offering the great-
est benefits (having the highest evaluation) may not be available from the retailer, 
or the customer may feel that its risks outweigh the potential benefits. One mea-
sure of retailers’ success at converting positive evaluations to purchases is the 
number of real or virtual abandoned carts in the retailer’s store or Web site. 
    Retailers use various tactics to increase the chances that customers will convert 
their positive evaluations into purchases. Retailers can reduce the number of aban-
doned carts by making it easier to purchase merchandise. They can reduce the 
actual wait time for buying merchandise by having more checkout lanes open and 
placing them conveniently in the store. To reduce perceived wait times, they can 
install digital displays to entertain customers waiting in line.  22   
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    Customers’ perceived risk in making 
a purchase decision can be reduced by 
providing sufficient information that re-
inforces the customer’s positive evalua-
tion. For example, Eva’s friend Britt, the 
salesperson, and another potential cus-
tomer provided Eva with positive feed-
back to support her purchase decision. 
Finally, risks are reduced when retailers 
offer liberal return policies, money-back 
guarantees, and refunds if customers 
find the same merchandise available at 
lower prices from another retailer. 
    Conversion rates are particularly low 
for consumers using an Internet channel 
because consumers are able to easily keep 
track of things they like. They can look at 
products, throw them in their cart, and de-
lay a purchase decision. Retailers do a few 
things to encourage customers to make a 
purchase decision. For example, Zappos.
com and Overstock.com create urgency 
by alerting customers when an item they 
have put in their shopping cart is almost 
sold out. Other sites, such as Gilt Groupe, 
offer items for a specified 36-hour period, 
and Neiman Marcus runs two-hour, online-only sales. While the Internet channel 
makes it easier for shoppers to delay purchase decisions, it also makes it easier to 
identify potential customers and encourage them to buy. Many retailers send re-
minder e-mails to visitors about items in carts they have abandoned.  23     

 Postpurchase Evaluation 
 The buying process doesn’t end when a customer purchases a product. After mak-
ing a purchase, the customer uses the product and then evaluates the experience to 
determine whether it was satisfactory or unsatisfactory.    Satisfaction    is a postcon-
sumption evaluation of how well a store or product meets or exceeds customer 
expectations. This    postpurchase evaluation    then becomes part of the customer’s 
internal information and affects store and product evaluations and purchase deci-
sions. Unsatisfactory experiences can motivate customers to complain to the re-
tailer, patronize other stores, and select different brands in the future. Consistently 
high levels of satisfaction build store and brand loyalty, important sources of com-
petitive advantage for retailers.  24       

  Gilt.com encourages 
customers to buy now by 
offering a limited number of 
items for a short time period.  
Once items are placed in a 
shopping cart members have 
10 minutes to check out 
without losing the items.

  REFACT 
 Negative word of mouth is 
expensive. Only 6 percent of 
shoppers who experienced 
a problem with a retailer 
contacted the company, but 
31 percent told someone 
what happened, and many 
of those they told went on 
to tell others.  25    

 TYPES OF BUYING DECISIONS  
 In some situations, customers like Eva Mendoza spend considerable time and 
 effort selecting a retailer and evaluating alternative products—going through all the 
steps in the buying process described in the preceding section. In other situations, 
buying decisions are made automatically with little thought. Three types of cus-
tomer decision-making processes are extended problem solving, limited problem 
solving, and habitual decision making.  

 Extended Problem Solving 
    Extended problem solving    is a purchase decision process in which customers 
devote considerable time and effort to analyzing their alternatives. Customers 
typically engage in extended problem solving when the purchase decision involves 
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a lot of risk and uncertainty. Financial risks arise when customers purchase an ex-
pensive product or service. Physical risks are important when customers feel that 
a product or service may affect their health or safety. Social risks arise when cus-
tomers believe a product will affect how others view them. Lasik eye surgery, for 
instance, involves all three types of risks: It can be expensive, potentially damage 
the eyes, and change a person’s appearance. 
    Consumers engage in extended problem solving when they are making a buy-
ing decision to satisfy an important need or when they have little knowledge about 
the product or service. Due to the high risk in such situations, customers go be-
yond their internal knowledge to consult with friends, family members, or experts. 
They may visit several retailers before making a purchase decision. 
    Retailers stimulate sales from customers engaged in extended problem solving 
by providing the necessary information in a readily available and easily understood 
manner and by offering money-back guarantees. For example, retailers that sell 
merchandise involving extended problem solving provide information on their 
Web sites describing the merchandise and its specifications, have informational 
displays in their stores (such as a sofa cut in half to show its construction), and use 
salespeople to demonstrate features and answer questions.   

 Limited Problem Solving 
    Limited problem solving    is a purchase decision process involving a moderate 
amount of effort and time. Customers engage in this type of buying process when 
they have had some prior experience with the product or service and their risk is 
moderate. In such situations, customers tend to rely more on personal knowledge 
than on external information. They usually choose a retailer they have shopped 
at before and select merchandise they have bought in the past. The majority of 
customer purchase decisions involve limited problem solving. 
    Retailers attempt to reinforce this buying pattern and make it habitual when 
customers are buying merchandise from them. If customers are shopping else-
where, however, retailers need to break this buying pattern by introducing new 
information or offering  different merchandise or services. 
    Eva Mendoza’s buying process illustrates both limited and extended problem 
solving. Her store choice decision was based on her knowledge of the merchandise 
in various stores she had shopped in and her search on Brandhabit.com .  Consider-
ing this information, she felt the store choice decision was not very risky; thus, she 
engaged in limited problem solving when deciding to visit Macy’s. But her buying 
process for the suit was extended. This decision was important to her; thus, she 
spent time acquiring information from a friend, the salesperson, and another 
shopper to evaluate and select a suit. 
    One common type of limited problem solving is    impulse buying    ,  or    unplanned 
purchasing,    which is a buying decision made by customers on the spot after seeing 
the merchandise.  26   Retailers encourage impulse-buying behavior by using promi-
nent point-of-purchase (POP) or point-of-sale (POS) displays to attract customers’ 
attention. Retailers have long recognized that the most valuable real estate in the 
store is at the point of purchase. An increasing number of nonfood retailers are 
looking to increase impulse buys from customers by offering candy, gum, and mints 
at their cash registers. Electronic shoppers are also stimulated to purchase impul-
sively when Internet retailers put special merchandise on their home pages and 
suggest complementary merchandise just before checkout.   

 Habitual Decision Making 
    Habitual decision making    is a purchase decision process involving little or no 
conscious effort. Today’s customers have many demands on their time. One way 
they cope with these time pressures is by simplifying their decision-making pro-
cess. When a need arises, customers may automatically respond with, “I’ll buy the 
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same thing I bought last time from the same store.” Typically, this habitual deci-
sion-making process occurs when decisions aren’t very important to customers 
and involve familiar merchandise they have bought in the past. When customers 
are loyal to a brand or a store, they engage in habitual decision making. 
       Brand loyalty    means that customers like and consistently buy a specific brand 
in a product category. They are reluctant to switch to other brands if their favorite 
brand isn’t available. For example, loyal Coca-Cola drinkers won’t buy Pepsi, no 
matter what. Thus, retailers can satisfy these customers’ needs only if they offer 
the specific brands desired. 
    Brand loyalty creates both opportunities and problems for retailers. Customers are 
attracted to stores that carry popular brands, but because retailers must carry these 
high-loyalty brands, they may not be able to negotiate favorable terms with the 
 suppliers of the popular national brands. If, however, the high-loyalty brands are 
private-label brands (i.e., brands owned by the retailer), retailer loyalty is heightened. 
Chapter 13 covers buying and stocking branded and private-label merchandise. 
       Retailer loyalty    means that customers like and habitually visit the same retailer 
to purchase a type of merchandise. Retailing View 4.3 describes the habitual deci-
sion making engaged in by some of Aroma Espresso’s customers and how the cafés 
use digital signage at the point of purchase to stimulate impulse purchases. 
    All retailers would like to increase their customers’ loyalty, and they can do so 
by selecting a convenient location (see Chapters 7 and 8), offering complete as-
sortments of national and private-label brands (Chapter 13), reducing the number of 
stockouts (Chapter 13), rewarding customers for frequent purchases (Chapter 11), 
or providing good customer service (Chapter 18).     

 RETAILING VIEW    Using Digital Displays to Stimulate 
Unplanned Purchases 

  4.3 

 The store choice decision for many of Aroma 
Espresso’s customers is habitual. Every morn-
ing they stop by the café for an espresso be-
fore work. They make this decision with little 
thought. When customers order their morn-
ing coffee at Aroma Espresso Bars, an image 
of a croissant or muffin appears on a digital 
display next to the cash register. The point-of-
purchase displays show a beverage or cookie 
when customers order a sandwich or salad 
for lunch. These displays are very effective at 
stimulating unplanned purchases. Sales of 
displayed items have increased by as much as 
68 percent in outlets where the systems are 
installed. 
  The system determines the specific item 
displayed on the basis of typical buying behav-
iors of customers and the inventory levels in 
the café. For example, a croissant is pro-
grammed to appear on the display when a cus-
tomer orders an espresso since it is the most 
common pastry purchased with an espresso at an outlet. In addi-
tion, the inventories in the store are used to determine the 
 appropriate item to display. Customers are encouraged to buy 
Danish sweet rolls when muffins are running low. 
  Retailers are starting to use even more advanced technolo-
gies to stimulate impulse purchases. They are installing tiny 
cameras that scan shoppers’ faces to determine their sex, race, 

and approximate age, and then display particularly appropriate 
merchandise. 

 Sources: www.aroma.us (accessed March 13, 2010); Jennifer L. Schen-
ker, “Point-of-Sale Advertising Goes High Tech,”  BusinessWeek , Septem-
ber 22, 2008.  

  Aroma Espresso Bar uses digital displays at the point of sale to stimulate 
impulse purchases.  
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 SOCIAL FACTORS INFLUENCING THE BUYING PROCESS  
 Exhibit 4–4 illustrates how customer buying decisions are influenced by the cus-
tomer’s social environment: family, reference groups, and culture. 

  Family 
 Many purchase decisions involve products that the entire family will consume 
or use. The previous discussion of the buying process focused on how one per-
son makes a decision. When families make purchase decisions, they often con-
sider the needs of all family members.  27   When choosing a vacation site, for 
example, all family members may participate in the decision making. In other 
situations, one member of the family may assume the decision-making role. For 
example, the husband might buy the groceries, which the wife then uses to pre-
pare their child’s lunch, which the child consumes in school. In this situation, 
the store choice decision might be made by the husband, but the brand choice 
decision might be made by the mother, although it likely is greatly influenced 
by the child. 
    Children play an important role in family buying decisions. Resort hotels now 
realize they must satisfy children’s needs as well as those of adults. For example, 
Hyatt hotels greet families by offering books and games tailored to the children’s 
ages. Parents checking in with infants receive a first-day supply of baby food or 
formula and diapers at no charge. Baby-sitting and escort services to attractions 
for children also are offered. 
    Retailers can attract consumers who shop with other family members by satis-
fying the needs of all those family members. For example, Nordstrom provides 
sitting areas in its store where men may watch a football game while their wives 
shop. By accommodating the needs of men and children who might not be inter-
ested in shopping, the retailer keeps the family in the stores longer and thereby 
encourages them to buy more merchandise.   

 Reference Groups 
 A    reference group    includes one or more people whom a person uses as a basis of 
comparison for beliefs, feelings, and behaviors. A consumer might have a number 
of different reference groups, although the most important is the family, as we 
discussed in the previous section. These reference groups affect buying decisions 
by (1) offering information, (2) providing rewards for specific purchasing behav-
iors, and (3) enhancing a consumer’s self-image. Retailing View 4.4 describes the 
role of reference groups for tween shoppers 

Family Culture

Reference Group

Customer 
Buying Decision

  EXHIBIT 4–4 
  Social Factors Affecting 
Buying Decisions   
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    Reference groups provide information to consumers directly through conversa-
tion or indirectly through observation. For example, Eva received valuable infor-
mation from her friend about the suits she was considering. On other occasions, 
Eva might look to women like skier Lindsey Vonn and tennis player Maria 
Sharapova to guide her selection of athletic apparel or Taylor Swift or Beyoncé for 
casual fashion advice. The role of reference groups in creating fashion is discussed 
in the appendix to this chapter. 
    By identifying and affiliating with reference groups, consumers create, enhance, 
and maintain their self-image. Customers who want to be seen as members of an 
elite social class may shop at prestige retailers, whereas others who want to create 
the image of an outdoor enthusiast might buy merchandise from the L.L. Bean 
Web site. 
    Retailers are particularly interested in identifying and reaching out to those in 
a reference group who act as store advocates and actively influence others in the 
group.    Store advocates    are customers who like a store so much that they actively 
share their positive experiences with friends and family. Consumers see so much 
advertising that they have become suspicious of the claims being made. Thus, they 
are relying more on their own social networks for information about stores to 
patronize and merchandise to buy.   

 RETAILING VIEW   Retailing to Tweens   4.4 

  REFACT 
 In a recent survey of tweens, 
responses showed that, dur-
ing the last week, 42 percent 
of the girls surveyed shopped 
at a mall, 39 percent played a 
video game, and 29 percent 
gave product advice to par-
ents. Only 24 percent of the 
boys shopped at a mall, but 
83 percent played a video 
game, and 31 percent gave 
product advice to parents.  29    

 Tween shoppers, between the ages of 5 and 12, 
are a large and growing market for retailers. 
The U.S. census estimates that by 2020 there 
will be 23 million tweens in the United States. 
With President Obama’s daughters, Malia and 
 Sasha, in the White House, attention will focus 
even more on this emerging group and the “first 
tweens” will likely be representatives of their 
generation. 
  Tweens are a hot market for clothes, music, 
and entertainment, but retailing to tweens is 
complicated. They are still forming their person-
alities and are torn between family and BFFs 
(best friends forever) and between fitting in and 
learning how to be an individual. Friends and 
status are important to tweens. For boys, friend-
ships revolve around technology and sports. 
Girls like to talk, either about other girls or 

about boys, but the 
boys are not really into 
girls yet. 

 Tween girls may want 
to emulate their older 
sister, but they are still little girls at 
heart. They like fun, frilly, glittery, sen-
sory environments that tap into the 
kid in them. They want to be treated 
as young, but not babyish. Tween girls 
might want to look like their 16-year-
old sister but the apparel assort-
ments need to be fine-tuned to their 
younger body type and be more 
modest and sensible.  Retailers need 

to create a mood of power and excitement for tween girls—
colorful storefront windows and Web sites, light displays, photo-
graphic sticker booths, ear-piercing stations, and gumball 
machines. Special  fixtures should be placed at eye level for 
younger girls, even though the girls will be visiting the store with 
mom, because the tweens choose and the parents pay. 

 Sources: Sharon Jayson, “It’s Cooler than Ever to Be a Tween,”  USA Today , 
September 2, 2009; Jane O’Donnell, “Marketers Keep Pace with ‘Tweens,’ ” 
 USA Today , April 11, 2007.  

  The purchase decisions of tweens are influenced by family members 
and friends.  

  REFACT 
 Victoria’s Secret has the 
highest percentage of advo-
cates among its customers. 
Twenty-three percent of its 
customers are store advo-
cates, compared with an 
 average of 13 percent for 
other retailers.  28    
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 Culture 
    Culture    is the meaning, beliefs, morals, and values shared by most members of a 
society. For example, an important value in most Western cultures is individual-
ism—people should look out only for themselves. Thus, consumers in individualistic 
cultures rely on their own inner standards and beliefs when making decisions. How-
ever, Eastern cultures value collectivism, emphasizing that consideration of others, 
particularly family, should guide behavior. Thus, social relationships are more im-
portant and material goods are less important to consumers in collectivist cultures. 
    Research has found that collectivists are more price-sensitive than individualis-
tic consumers about private goods—products and services consumed privately 
such as personal hygiene products—but less price-sensitive about goods consumed 
in public, such as apparel. In addition, consumers in collectivist cultures are more 
prone to shop in groups than are individualistic consumers.  30   
    Chinese shoppers have even started shopping in teams to bargain for bigger 
discounts. The practice, called  tuangou,  or team purchase, begins on Internet chat 
rooms, where like-minded consumers develop plans to buy appliances, furnish-
ings, food, and even cars in bulk. Then they go together to stores and demand 
discounts. In an increasingly competitive marketplace, retailers in China are bend-
ing to the demands of these groups.  31   
       Subcultures    are distinctive groups of people within a culture. Members of a 
subculture share some customs and norms with the overall society but also have 
some unique perspectives. Subcultures can be based on geography (southerners), 

age (Gen Y), ethnicity (Asian-Americans), lifestyle (prep-
pies), or a college. For instance, the culture at your college 
may evoke an “intellectual,” “athletic,” or “party” reputa-
tion among potential students. This subcultural environ-
ment influences, to some extent, the way students spend 
their leisure time and select the stores, brands, and mer-
chandise they purchase. 

   Many retailers and shopping center managers have rec-
ognized the importance of appealing to different cultures 
and subcultures.  33   For instance, the U.S. Hispanic popula-
tion is growing faster than any other market segment, and 
Hispanics’ purchasing power is rising faster than that of 
the general population. Many retailers, particularly super-
markets in areas with large Hispanic populations, have 
dedicated significant space to products that are indige-
nous to particular Spanish-speaking countries. The prod-
uct mix will, however, differ depending on the region of 
the country. Merchandise should reflect that, for instance, 
Miami has a large Cuban and Latin American population, 
whereas Los Angeles and Texas have more people from 

Mexico. Bilingual employees are a critical success factor for stores catering to the 
Hispanic population. Recent research found that Hispanic families tend to shop 
together, particularly on Sunday. To appeal to this group, shopping centers are 
adding Mexican restaurants to their food courts and Hispanic entertainment.     

  REFACT 
 In 1994, the Swedish furni-
ture retailer IKEA aired the 
first mainstream television 
ad targeted toward the gay 
subculture by featuring a gay 
relationship.  32    

  Many retailers and shopping 
center managers have 
adjusted their strategies 
to appeal to different 
cultures and subcultures.  

 MARKET SEGMENTATION  
 The preceding discussion focused on (1) how individual customers evaluate and 
select stores, channels, and merchandise and (2) the factors affecting their decision 
making. To be cost-effective, retailers identify groups of these customers (market 
segments) and target their offerings to meet the needs of typical customers in a 
segment rather than the needs of a specific customer. At one time, Walmart used a 
“one-size-fits-all” strategy. The merchandise selection was very similar across the 
United States, without much regard to geographic or demographic variations. 
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This approach worked well when most of its stores were located in rural areas in 
the Southeast. But as it opened stores in more diverse locations, it realized it had 
to develop different retail mixes for different market segments. It now targets and 
provides different offerings in stores that serve African-Americans, Hispanics, 
 affluent customers, empty nesters, suburbanites, and rural residents.  34   
    A    retail market segment    is a group of customers whose needs are satisfied by 
the same retail mix because they have similar needs. For example, families travel-
ing on a vacation have different needs than executives on business trips. Thus, 
Marriott offers hotel chains with different retail mixes for each of these seg-
ments—Marriott Hotels and Resort for vacationers and business conferences and 
Marriott Residence Inns for families traveling by car. 
    The Internet enables retailers to target individual customers efficiently and mar-
ket products to them on a one-to-one basis. This one-to-one marketing concept is 
discussed in Chapter 11, as it pertains to customer relationship management.  

 Criteria for Evaluating Market Segments 
 Customers can be grouped into segments in many different ways. Exhibit 4–5 
shows some different methods for segmenting retail markets. There’s no simple 
way to determine which method is best, although four criteria useful for evaluat-
ing whether a retail segment is a viable target market are as follows: actionable, 
identifiable, substantial, and reachable. 

  EXHIBIT 4–5 
  Methods for Segmenting 
Retail Markets   

 Segmentation Descriptor Example of Categories

GEOGRAPHIC

Region Pacific, Mountain, Central, South, Mid-Atlantic, Northeast

Population density Rural, suburban, urban

Climate Cold, warm

DEMOGRAPHIC

Age Under 6, 6–12, 13–19, 20–29, 30–49, 50–65, over 65

Gender Male, female

Family life cycle  Single, married with no children, married with youngest child under 6, 

married with youngest child over 6, married with children no longer living 

at home, widowed

Family income  Under $19,999, $20,000–29,999, $30,000–49,999, $50,000–$74,999, 

over $75,000

Occupation Professional, clerical, sales, craftsperson, retired, student, homemaker

Education  Some high school, high school graduate, some college, college graduate, 

graduate degree

Religion Catholic, Protestant, Jewish, Muslim

Race Caucasian, African-American, Hispanic, Asian

Nationality American, Japanese, British, French, German, Italian, Chinese

PSYCHOSOCIAL

Social class Lower, middle, upper

Lifestyle Striver, driver, devoted, intimate, altruist, fun seeker, creative

Personality Aggressive, shy, emotional

FEELINGS AND BEHAVIORS

Attitudes Positive, neutral, negative

Benefit sought Convenience, economy, prestige

Stage in decision process Unaware, aware, informed, interested, intend to buy, bought previously

Perceived risk High, medium, low

Innovativeness Innovator, early adopter, early majority, late majority, laggard

Loyalty None, some, completely

Usage rate None, light, medium, heavy

Usage situation Home, work, vacation, leisure

User status Nonuser, ex-user, potential user, current user

 Segmentation Descriptor Example of Categories

GEOGRAPHIC

Region Pacific, Mountain, Central, South, Mid-Atlantic, Northeast

Population density Rural, suburban, urban

Climate Cold, warm

DEMOGRAPHIC

Age Under 6, 6–12, 13–19, 20–29, 30–49, 50–65, over 65

Gender Male, female

Family life cycle  Single, married with no children, married with youngest child under 6, 

married with youngest child over 6, married with children no longer living 

at home, widowed

Family income  Under $19,999, $20,000–29,999, $30,000–49,999, $50,000–$74,999, 

over $75,000

Occupation Professional, clerical, sales, craftsperson, retired, student, homemaker

Education  Some high school, high school graduate, some college, college graduate, 

graduate degree

Religion Catholic, Protestant, Jewish, Muslim

Race Caucasian, African-American, Hispanic, Asian

Nationality American, Japanese, British, French, German, Italian, Chinese

PSYCHOSOCIAL

Social class Lower, middle, upper

Lifestyle Striver, driver, devoted, intimate, altruist, fun seeker, creative

Personality Aggressive, shy, emotional

FEELINGS AND BEHAVIORS

Attitudes Positive, neutral, negative

Benefit sought Convenience, economy, prestige

Stage in decision process Unaware, aware, informed, interested, intend to buy, bought previously

Perceived risk High, medium, low

Innovativeness Innovator, early adopter, early majority, late majority, laggard

Loyalty None, some, completely

Usage rate None, light, medium, heavy

Usage situation Home, work, vacation, leisure

User status Nonuser, ex-user, potential user, current user
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  Actionable   The fundamental criteria for evaluating a retail market segment 
are that (1) customers in the segment must have similar needs, seek similar bene-
fits, and be satisfied by a similar retail offering and (2) those customers’ needs 
must differ from the needs of customers in other segments.    Actionable    means 
that the retailer should know what to do to satisfy needs for the consumers in the 
segment. According to this criterion, it makes sense for Lane Bryant to segment 
the apparel market on the basis of the demographic characteristic of physical size. 
Customers who wear large sizes have different needs than those who wear small 
sizes, so they are attracted to a store offering a unique merchandise mix. In the 
context of the multiattribute attitude model discussed earlier, women who wear 
large sizes place more importance on fit and fashion because it’s relatively hard for 
them to satisfy these needs. 
  In contrast, it wouldn’t make sense for a supermarket to segment its market on 
the basis of customer size. Large and small men and women probably have the 
same needs, seek the same benefits, and go through the same buying process for 
groceries. This segmentation approach wouldn’t be actionable for a supermarket 
retailer because the retailer couldn’t develop unique mixes for large and small 
customers. However, a segmentation scheme based on demographics such as 
household income and ethnicity would be actionable.   

 Identifiable      Identifiable    means that the retailer is able to determine which 
customers are in the market segment. When customers are identifiable, the re-
tailer can determine (1) the segment’s size and (2) the consumers to whom the 
retailer needs to target its communications and promotions. For example, super-
market retailers use customer demographics to identify where they should put 
their stores and the merchandise that they should carry. More prepared foods, 
gourmet foods, fancy produce, and expensive cuts of meat would go into stores in 
neighborhoods with higher average incomes. It is equally important to ensure 
that the segments are distinct from one another, because too much overlap be-
tween segments means that distinct marketing strategies aren’t needed. If, for 
example, a regional grocery store chain had stores located in neighborhoods con-
taining people with similar demographics, there would be no need to vary its 
merchandise selection.   

 Substantial   If a market is too small or its buying power insignificant (i.e., not 
   substantial   ), it cannot generate sufficient profits to support the retailing mix ac-
tivities. For example, the market for pet pharmaceuticals is probably not large 
enough in one local area to serve as a target market segment, but a national mar-
ket could be served through the Internet channel.   

 Reachable      Reachable    means that the retailer can target promotions and other 
elements of the retail mix to consumers in the segment. For example, AutoZone 
targets men who repair their own automobiles themselves. Potential customers in 
this segment are reachable because they read car magazines, watch NASCAR on 
TV, and have distinct television viewing habits.    

 Approaches for Segmenting Markets 
 Exhibit 4–5 illustrates the wide variety of approaches for segmenting retail mar-
kets. No one approach is best for all retailers. Instead, they must explore various 
factors that affect customer buying behavior and determine which factors are most 
important for them.  

 Geographic Segmentation      Geographic segmentation    groups customers 
 according to where they live. A retail market can be segmented by countries ( Japan, 
Mexico) or by areas within a country, such as states, cities, and neighborhoods. 
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 Because customers typically shop at stores convenient to where they live and work, 
individual retail outlets usually focus on the customer segment reasonably close to 
the outlet. 
  Segments based on geography can be identifiable, substantial, and reachable. 
It’s easy to determine who lives in a geographic segment, such as the Paris metro-
politan area, and then determine how many potential customers are in that area. It 
is also relatively simple to target communications and locate retail outlets for cus-
tomers in Paris and then determine if customers are being responsive to those 
communications. However, when customers in different geographic segments 
have similar needs, it is inefficient to develop unique retail offerings by geographic 
markets. For example, a fast-food customer in Detroit probably seeks the same 
benefits as a fast-food customer in Los Angeles. Thus, it wouldn’t be useful to 
 segment the U.S. fast-food market geographically.   

 Demographic Segmentation      Demographic segmentation    groups con-
sumers on the basis of easily measured, objective characteristics such as age, gen-
der, income, and education. Demographic variables are the most common means 
of defining segments, because consumers in these segments can be easily identi-
fied, their size can be determined, and the degree to which they can be reached by 
and are responsive to media can be easily assessed. 
  However, demographics may not be useful for defining segments for some re-
tailers because the motivations for purchasing transcend simple demographics. 
For example, demographics are poor predictors of users of activewear, such as jog-
ging suits and running shoes. At one time, retailers assumed that activewear would 
be purchased exclusively by young people, but the health and fitness trend has led 
people of all ages to buy this merchandise. Relatively inactive consumers also find 
activewear to be comfortable.   

 Geodemographic Segmentation      Geodemographic segmentation    uses 
both geographic and demographic characteristics to classify consumers. This seg-
mentation scheme is based on the principle that “birds of a feather flock together.” 
Consumers in the same neighborhoods tend to buy the same types of cars, appli-
ances, and apparel and shop at the same types of retailers.  35   
  One widely used tool for geodemographic market segmentation is the Tapestry™ 
Segmentation system developed and marketed by Esri.  36   Tapestry Segmentation 
classifies all U.S. residential neighborhoods into 65 distinctive segments based on 
socioeconomic and demographic characteristics. The information in Exhibit 4–6 
describes three Tapestry segments.   These neighborhoods, with their similar de-
mographics and buying behaviors, can be any place in the United States. 
  Geodemographic segmentation is particularly appealing to store-based retail-
ers, because customers typically patronize stores close to their neighborhood. 
Thus, retailers can use geodemographic segmentation to select locations for their 
stores and tailor the assortment in the stores to the preferences of the local com-
munity. In Chapter 8, we illustrate how geodemographic segmentation is used to 
make store location decisions.   

 Lifestyle Segmentation   Of the various methods of segmenting, lifestyle is 
the one that delves the most into how consumers describe themselves.    Lifestyle    ,  
or    psychographics    ,  refers to how people live, how they spend their time 
and money, what activities they pursue, and their attitudes and opinions about 
the world in which they live. For example, a person may have a strong need for 
adventure. This need then motivates the person to buy products compatible with 
that lifestyle. For instance, Harley-Davidson motorcycle owners share a slice of 
the American Dream—the freedom to conquer the open road. 
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  Lifestyle segments can be identified through consumer surveys that ask respon-
dents to indicate whether they agree or disagree with statements such as, “My idea 
of fun in a national park would be to stay in an expensive lodge and dress up for 
dinner,” “I often crave excitement,” or “I could not stand to skin a dead animal.” 
Retailers today are placing more emphasis on lifestyles than on demographics to 
define a target segment. 
  One of the most widely used tools for    lifestyle segmentation    is    VALS™    ,  devel-
oped by Strategic Business Insights. On the basis of responses to the VALS survey, 
consumers are classified into the eight segments shown in Exhibit 4–7. On the 
horizontal dimension, the segments are described by their resources, including 
their income, education, health, and energy level, as well as their degree of inno-
vativeness. The segments on top have more resources and are more innovative; 
those on the bottom have fewer resources and are less innovative. The segments 
are also grouped vertically on the basis of their primary psychological motivation. 
The demographics of each group are provided. GeoVALS™ estimates the percent 
of each VALS type by zip code. 
  Firms are finding that lifestyles are often more useful for predicting consumer 
behavior than are demographics. For instance, some college students and some 
day laborers may have similar demographics such as age and income, but they 
spend that income quite differently because of their very different values and 
lifestyles. There are limitations to using lifestyle segmentation, however. Lifestyles 

 SOURCE: Esri, “Tapestry Segmentation: The Fabric of America’s Neighborhoods,” www.esri.com/library/fliers/pdfs/
tapestry_segmentation.pdf. 

  EXHIBIT 4–6 
 Examples of Tapestry  

L1 High Society

U3 Metro Cities I

Married-Couple Families

44.2

High

Prof/Mgmt

Bach/Grad Degree

Single Family

White

Participate in public/civic 
activities

Own stock worth $75,000+

Vacation overseas

Listen to classical, all-news 
radio

Own/Lease luxury car

L2 Upscale Avenues

U8 Suburban Periphery II

Married-Couple Families

42.3

Upper Middle

Prof/Mgmt

Some College

Single Family

White

Dine out often at family 
restaurants

Have personal line of credit

Shop at Kohl’s

Listen to sporting events 
on radio

Own/Lease minivan

Household Type

Urbanization Summary Group

LifeMode Summary Group

Income

Median Age

Employment

Education

Residential

Race/Ethnicity

Activity

Financial

Activity

Vehicle

Media

L8 Global Roots

U4 Metro Cities II

Mixed

27.8

Lower Middle

Srvc/Prof/Mgmt/Skilled

No HS Diploma; HS; Some Coll

Multiunit Rentals

White; Black; Hispanic

Play football, basketball

Have personal education loan

Go dancing

Read music, baby, fashion 
magazines

Own/Lease Honda

Segment 01 - Segment 18 - Segment 52 -
Top Rung

Cozy
and Comfortable Inner City Tenants
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are not as objective as demographics, and it is harder to identify potential cus-
tomers. With demographics, a firm like Nike can easily identify its customers 
as men or women and direct its marketing strategies to each group differently. 
For these reasons, lifestyle segmentation is often used in conjunction with other 
segmentation methods.   

 Buying-Situation Segmentation   The buying behavior of customers with the 
same demographics or lifestyle can differ depending on their buying situation. 
Thus, retailers may use    buying situations    ,  such as fill-in versus weekly shopping, 
to segment a market. For example, in Exhibit 4–3, the parent with four children 
evaluated the supercenter more positively than the Internet grocer or supermarket 
for weekly grocery purchases. But if the parent ran out of milk during the week, he 
or she would probably go to the convenience store rather than the wholesale club 
for this fill-in shopping. In terms of Exhibit 4–3’s multiattribute attitude model, 
convenience would be more important than assortment in the fill-in shopping 

 SOURCE: Strategic Business Insights (SBI) (www.strategicbusinessinsights.com/). 

  EXHIBIT 4–7 
  VALS American Lifestyle   
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situation. Similarly, an executive might stay at a convention hotel on a business 
trip and a resort during a family vacation. 
  Buying-situation segmentation rates high among the criteria for evaluating 
market segments. The segments are actionable, because it is relatively easy to de-
termine what a marketer should do to satisfy the needs of a particular segment. 
They are identifiable and accessible, because retailers or service providers can de-
termine who the customers are on the basis of who has purchased the product or 
service and under what circumstances. Once they have identified the customer 
segment, they can assess its size.   

 Benefit Segmentation   Another approach for defining a target segment is to 
group customers seeking similar benefits; this method is called    benefit segmentation    .  
In the multiattribute attitude model, customers in the same benefit segment would 
have a similar set of importance weights for the attributes of a store or product. For 
example, customers who place high importance on fashion and style and low impor-
tance on price might form a fashion segment, whereas customers who place more im-
portance on price would form a price segment. 
  Benefit segments are very actionable. The benefits sought by customers in the 
target segment clearly indicate how retailers should design their offerings to ap-
peal to those customers. But customers in benefit segments aren’t easily identified 
or accessed; it’s hard to look at a person and determine what benefits he or she is 
seeking. Typically, the audience for the media used by retailers is described by 
demographics rather than by the benefits they seek.    

 Composite Segmentation Approaches 
 No segmentation approach meets all the criteria. For example, segmenting by 
demographics and geography is ideal for identifying and accessing customers, but 
these characteristics often are unrelated to customers’ needs. Thus these ap-
proaches may not indicate the actions necessary to attract customers in these seg-
ments. In contrast, knowing what benefits customers are seeking is useful for 
designing an effective retail offering; the problem is identifying which customers 
are seeking these benefits. For these reasons,    composite segmentation    uses mul-
tiple variables to identify customers in the target segment according to their ben-
efits sought, lifestyles, and demographics. 
    Best Buy has introduced its “Customer Centricity” program to target five com-
posite segments.  37   Each of these segments, referred to by a first name, has a man-
ager responsible for developing a retail strategy for the market segment. “Barrys” 
are the best customers. They are affluent professional men, 30 to 60 years of age, 
who make a minimum of $150,000 a year and drive luxury cars. Barry is the kind 
of guy who walks in to Best Buy, sees a $30,000 home theater system, and says, “I’ll 
take it.” In contrast, “Jills” are the busy suburban moms, “Buzzes” are focused, ac-
tive younger men, and “Rays” are family men who like their technology practical. 
The fifth segment consists of small businesses buying their consumer electronics 
at Best Buy. 
    A group of stores has been redesigned to focus on a specific segment or two 
with significant representation in the local area. For example, Jill stores have per-
sonal shoppers and areas for children to play while mom shops. The soundtrack 
playing in the background is often children’s music. Stores catering to Barrys have 
special areas for displaying high-end entertainment systems and also have experts 
in mobile technology. Stores for Jills dedicate more inventory to items like learn-
ing software and feature softer colors and a children’s technology department. The 
Buzz-oriented stores, by contrast, feature the very latest technologies and video 
games. They have comfortable places in which customers can sample technolo-
gies, complete with sofas and flat-screen televisions for testing video games and 
consoles. Ray stores focus more on low price.  
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 To satisfy customer needs, retailers must thoroughly under-
stand how customers choose retailers to patronize, channels 
to use, and merchandise to buy. This chapter describes the 
stages in the decision-making process (need recognition, in-
formation search, evaluation of alternatives, choice of alter-
natives, purchase, and postpurchase evaluations) and how 
retailers can influence their customers at each stage. 
  The importance of the stages depends on the nature of 
the customer’s decision. When decisions are important 
and risky, the buying process is longer because customers 
spend more time and effort on the information search and 
evaluation of alternatives. When buying decisions are less 
important to customers, they spend little time in the buy-

ing process and their buying behavior may become 
habitual. 
  The buying process of consumers is influenced by their 
personal beliefs, attitudes, and values and by their social 
environment. The primary social influences are provided 
by the consumers’ families, reference groups, and culture. 
  To develop cost-effective retail programs, retailers 
group customers into segments. Some approaches for seg-
menting markets are based on geography, demographics, 
geodemographics, lifestyles, usage situations, and benefits 
sought. Because each approach has its advantages and dis-
advantages, retailers typically define their target segment 
by several characteristics.        
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 KEY TERMS  

   1.    CONTINUING CASE ASSIGNMENT: GO 
SHOPPING  Visit the retail store operated by the tar-
get firm for your continuing assignment, and pose as a 
shopper. Write down all the things that the store does 
to try to stimulate customers to buy merchandise.  

   2.    GO SHOPPING  Go to a supermarket, and watch 
people selecting products to put in their shopping 
carts. How much time do they spend selecting prod-
ucts? Do some people spend more time than others? 
Why is this the case? Does consumer behavior vary in 
the store perimeter versus in the aisles? Explain your 
observations.  

   3.      WEB OLC EXERCISE  Go to the stu-
dent side of the book’s Web site to develop 
a multiattribute attitude model describing

  your evaluation of and decision about some relatively 
expensive product you bought recently, such as a car or 
a consumer electronics product. Open the multiattrib-
ute model exercise. List the attributes you considered in 
the left-hand column. List the alternatives you consid-
ered in the top row. Fill in the importance weights for 
each attribute in the second column (10 5 very impor-
tant, 1 5 very unimportant); then fill in your evaluation 
of each product on each attribute (10 5 excellent 
 performance, 1 5 poor performance). Based on your 

 GET OUT AND DO IT!  
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 classification of customers to select the best sites 
for their businesses. Go to the ESRI Business Infor-
mation Solutions home page at www.esri.com/data/
community_data/community-tapestry/index.html, 
type in the zip code for your hometown or your cam-
pus, and read the results. How would a retailer, such 
as a local restaurant, use the information in this re-
port when making a decision about whether to open a 
location in this zip code?  

   6.    INTERNET EXERCISE  Go to the following Inter-
net sites offering information about the latest fashions: 
www.style.com  (Vogue, W ),  www.fashioninformation.
com (U.K.), and www.telegraph.co.uk/fashion/index.
jhtml (U.K.). Write a brief report describing the latest 
apparel fashions that are being shown by designers. 
Which of these fashion trends do you think will be 
popular with college students? Why?     

importance weights and performance beliefs, the 
 evaluation of each product appears in the bottom row. 
Did you buy the product with the highest evaluation?  

   4.    INTERNET EXERCISE  To better understand the 
segmentation classification of consumers, Strategic 
Business Insights has developed the VALS tool, which 
uses psychology to segment people according to their 
distinct personality traits. Go to the firm’s home page 
at www.strategicbusinessinsights.com/vals/presurvey.
shtml, and take the survey to identify your VALS pro-
file according to your values, attitudes, and lifestyle. 
According to the results, what is your VALS profile 
type? Do you agree with your consumer profile? Why 
or why not? How can retailers effectively use the re-
sults of this survey when planning and implementing 
their business strategies?  

   5.    INTERNET EXERCISE  Retailers want to seg-
ment the market on the basis of the geographic 

   1.   Does the customer buying process end when a cus-
tomer buys some merchandise? Explain your answer.  

   2.   Describe how service retailers, such as hotels, provide 
information to potential customers to answer ques-
tions about rates, services offered, and other ameni-
ties. How is this similar to and different from the 
information provided by product manufacturers?  

   3.   Considering the steps in the consumer buying pro-
cess (Exhibit 4–1), describe how you (and your fam-
ily) used this process to select your college or 
university. How many schools did you consider? How 
much time did you invest in this purchase decision? 
When you were deciding on which college to attend, 
what objective and subjective criteria did you use in 
the alternative evaluation portion of the consumer 
buying process?  

   4.   In Exhibit 4–6, The Inner City Tenant is described. 
How should banks, restaurants, drugstores, and car 
dealers alter their retail mixes to meet the needs of 
this segment compared to the Top Rung segment?  

   5.   Any retailer’s goal is to get customers in its store so 
that they can find the merchandise that they are looking 
for and make a purchase at this location. How could a 

sporting goods retailer ensure that the customer buys 
athletic equipment at its outlet?  

   6.   A family-owned used-book store across the street 
from a major university campus wants to identify the 
various segments in its market. What approaches 
might the store owner use to segment its market? List 
two potential target market segments based on this 
segmentation approach. Then contrast the retail mix 
that would be most appropriate for the two potential 
target segments.  

   7.   How does the buying decision process differ when 
consumers are shopping on the Internet compared 
with shopping in a store in terms of locations or sites 
visited, time spent, and brands?  

   8.   Using the multiattribute attitude model, identify the 
probable choice of a local car dealer for a young, sin-
gle woman and for a retired couple with limited 
 income (see the table below). What can the national 
retail chain do to increase the chances of the re-
tired  couple patronizing its dealership? You can 
use the multiattribute model template on the stu-
dent side of the book’s Web site to analyze this 
information.

 DISCUSSION QUESTIONS AND PROBLEMS  

 IMPORTANCE WEIGHTS PERFORMANCE BELIEFS

 Young,   National

 Single Retired Local Gas Service Local Car

Performance Attributres Woman Couple Station Chain Dealer

Price 2 10 9 10  3

Time to complete repair 8  5 5  9  7

Reliability 2  9 2  7 10

Convenience 8  3 3  6  5

 IMPORTANCE WEIGHTS PERFORMANCE BELIEFS

 Young,   National

 Single Retired Local Gas Service Local Car

Performance Attributres Woman Couple Station Chain Dealer

Price 2 10 9 10  3

Time to complete repair 8  5 5  9  7

Reliability 2  9 2  7 10

Convenience 8  3 3  6  5
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 SUGGESTED READINGS 

       9.   Think of a recent purchase that you made, and de-
scribe how social environmental factors, including 
reference group, family, and culture, influenced your 
buying decision. How are retailers using social media 
to impact your buying decisions?

     10.   Think about the merchandise sold at Office Depot, 
Staples, and Office Max, and list three to four types of 

merchandise that fall into extended problem solving, 
limited problem solving and habitual decision making 
for college students. Explain how the categories of 
merchandise would change for each type of buying 
decision if the customer was the owner of a medium-
size business.     

 Many retailers sell fashionable merchandise. To sell this 
type of merchandise profitably, retailers need to (1) under-
stand how fashions develop and diffuse throughout the 
marketplace and (2) use operating systems that enable 
them to match supply and demand for this seasonal mer-
chandise. This appendix reviews the consumer behavior 
aspects of fashion; the operating systems for matching 
supply of and demand for fashion merchandise are dis-
cussed in Chapter 12. 
     Fashion    is a type of product or a way of behaving that 
is temporarily adopted by a large number of consumers 
because the product, service, or behavior is considered so-
cially appropriate for the time and place.  38   For example, in 
some social groups, it is or has been fashionable to have 
brightly colored hair or tattoos, wear a coat made from 
animal fur, or have a beard. Even though a wide range of 
activities and products go in and out of fashion, in many 
retail environments the term  fashion  is associated with 
 apparel and accessories. 

    CUSTOMER NEEDS SATISFIED 
BY FASHION  

 Fashion gives people an opportunity to satisfy many emo-
tional and practical needs. Through fashions, people de-
velop their own identity. They also can use fashions to 
manage their appearance, express their self-image and 
feelings, enhance their egos, and make an impression on 
others. Through the years, fashions have become associated 

with specific lifestyles or the roles people play. You wear 
different clothing styles when you are attending class, 
 going out on a date, or interviewing for a job. 
  People use fashions to both develop their own identity 
and gain acceptance from others. These two benefits of 
fashion can be opposing forces. If you choose to wear 
something radically different, you will achieve recognition 
for your individuality but might not be accepted by your 
peers. To satisfy these conflicting needs, manufacturers 
and retailers offer customers designs that are fashionable 
and still enable consumers to express their individuality. 
  Consumers also adopt fashions to overcome boredom. 
People get tired of wearing the same clothing and seeing 
the same furniture in their living rooms. They seek 
changes in their lifestyles by buying new clothes or re-
decorating their houses to meet their changing tastes, 
preferences, and income.    

 HOW DO FASHIONS DEVELOP 
AND SPREAD?  

 Fashions are not universal. A fashion might be accepted in 
one geographic region, country, or age group and not in an-
other. Consider how your idea of “fashionable” differs from 
that of your parents. Many of you might have a hard time 
imagining them dressed in distressed, hip-hugging jeans and 
a tight t-shirt. Well, they might have just as much trouble 
picturing you in a double-breasted business suit. One inter-
esting sports fashion trend has been the uniforms for college 

   APPENDIX 4A   Customer Buying Behavior and Fashion  
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After they adopt a fashion, the fashion trickles down to 
consumers in lower social classes. When the fashion is ac-
cepted in the lowest social class, it is no longer acceptable 
to the fashion leaders in the highest social class. 
  Manufacturers and retailers stimulate this trickle-down 
process by copying the latest styles displayed at designer 
fashion shows and sold in exclusive specialty stores. These 
copies, referred to as    knockoffs    ,  are sold at lower prices 
through retailers targeting a broader market. For example, 
designers at JCPenney view fashion shows on their com-
puters in Plano, Texas, and interpret the designs for their 
market.  40   If the designers in Paris and Milan are showing 
turtlenecks, the JCPenney designers determine what as-
pects of that fashion will appeal to their broader market 
and then have their designs manufactured in Asia. It is 
likely that the knockoff turtlenecks will be on the shelves 
at JCPenney well before the higher-priced originals get to 
the high-end specialty and department stores. 
  The second theory, the    mass-market theory    ,  suggests 
that fashions spread across different peer groups. Each 
group has its own fashion leaders who play key roles in 
their own social networks. Fashion information trickles 
across groups rather than down from the upper classes to 
the lower classes. For instance, motorcycle jackets and 
other gear have become fashion for many who have never 
been on a motorcycle, thanks to designers’ interpretations 
of traditional garments and fashion leaders’ desire to try 
something different. 
  The third theory, the    subculture theory    ,  is based on 
the development of recent fashions. Subcultures of mostly 
young and less affluent consumers, such as urban youth, 
started fashions for such things as colorful fabrics, t-shirts, 
sneakers, jeans, black leather jackets, and surplus military 
clothing. Many times, fashions are started unintentionally 
by people in lower-income consumer groups and trickle 
up to mainstream consumer classes. For example, workers 
wear blue jeans that have holes in them and are distressed 
from manual labor, their t-shirts are faded from working 
in the sun, and people who paint houses are covered in 
splashes of paint. These looks have been adapted by man-
ufacturers and sold to many different consumer groups. 
The more distress, the more people are willing to pay. 
  These theories of fashion development indicate that 
fashion leaders can come from many different places and 

and NBA basketball players. Thirty years ago, they sported 
long hair and wore tight, short shorts and Converse shoes. 
Now they have short hair and wear baggy shorts and Nike 
shoes (see www.nba.com/photostore/). 
  The stages in the fashion life cycle are shown in 
Exhibit 4–8. The cycle begins with the creation of a new 
design or style. Then some consumers recognized as fash-
ion leaders or innovators adopt the fashion and start a 
trend in their social group. The fashion spreads from the 
leaders to others and is accepted widely as a fashion. Even-
tually, the fashion is accepted by most people in the social 
group and can become overused. Saturation and overuse 
set the stage for that fashion’s decline in popularity and 
the creation of new fashions. The time span of a fashion 
life cycle varies depending on the type of product and the 
market. The cycle for apparel fashions for young teenag-
ers is measured in months or even weeks, whereas the 
fashion cycle for home furnishings may last several years. 

  Creation 
 New fashions arise from a number of sources. Fashion de-
signers are one source of creative inspirations, but fash-

ions are also developed by 
creative consumers, celebri-
ties, and even retailers. When 
high-profile actors, perform-
ers, and athletes wear the lat-
est styles in television shows 

and movies, on stage, or on the red carpet, consumers in-
terested in fashion often adopt and follow these trends.   

 Adoption by Fashion Leaders 
 The fashion life cycle really starts when the fashion is ad-
opted by leading consumers. These initial adopters of a 
new fashion are called  fashion leaders ,  innovators , or  trend-
setters , and they are the first people to display the new 
fashion in their social group. If the fashion is too innova-
tive or very different from currently accepted fashion, it 
might not be accepted by the social group, thereby prema-
turely ending its life cycle. 
  Three theories have been proposed to explain how 
fashion spreads within a society. The    trickle-down the-
ory    suggests that fashion leaders are consumers with the 
highest social status—wealthy, well-educated consumers. 

  REFACT 
 The bikini was designed by 
a former civil engineer, Louis 
Reard, in 1947.  39    
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hope that the garment will have a good fit and style. Con-
sumers have to spend a lot of money buying a new type of 
expensive apparel to be in fashion, so the rate of adoption 
is faster if consumers can see how the clothing looks on 
them without having to buy it. 
     Observability    is the degree to which the new fashion is 
visible and easily communicated to others in the social 
group. Clothing fashions are very observable compared 
with fashions for the home, such as sheets and towels. It is 
therefore likely that a fashion in clothing will spread more 
quickly than a new color scheme or style for the bedroom. 
  Fashion retailers engage in many activities to increase 
the adoption and spread of a new fashion throughout their 
target market. Compatibility is increased and complexity 
is decreased by showing consumers how to coordinate a 
new article of fashion clothing with other items the con-
sumer already owns. Trialability is increased by providing 
dressing rooms so that customers can try on clothing and 
see how it looks on them. Providing opportunities for cus-
tomers to return merchandise also increases trialability. 
Retailers increase observability by displaying fashion mer-
chandise in their stores and advertising it in the media.   

 Saturation 
 In this stage, the fashion achieves its highest level of social 
acceptance. Almost all consumers in the target market are 
aware of the fashion and have decided to either accept or 
reject it. At this point, the fashion has become old and 
boring to many people.   

 Decline in Acceptance and Obsolescence 
 When fashions reach saturation, they have become less 
appealing to consumers. Because most people have al-
ready adopted the fashion, it no longer provides an op-
portunity for people to express their individuality. Fashion 
creators and leaders thus are beginning to experiment 
with new fashions. The introduction of a new fashion 
speeds the decline of the preceding fashion.                                            

social groups. In our diverse society, many types of con-
sumers have the opportunity to be the leaders in setting 
fashion trends.   

 Spread to Large Consumer Groups 
 During this stage, the fashion is accepted by a wider group 
of consumers referred to as  early adopters . The fashion be-
comes increasingly visible, receives greater publicity and 
media attention, and is readily available in retail stores. 
The relative advantage, compatibility, complexity, trial-
ability, and observability of a fashion affect the time it 
takes for that fashion to spread through a social group. 
New fashions that provide more benefits have a higher 
relative advantage compared with existing fashions, and 
these new fashions spread faster. Fashions are often ad-
opted by consumers because they make people feel spe-
cial. Thus, more exclusive fashions like expensive clothing 
are adopted more quickly in an affluent target market. On 
a more utilitarian level, clothing that is easy to maintain, 
such as wrinkle-free pants, will diffuse quickly in the gen-
eral population. 
     Compatibility    is the degree to which the fashion is 
consistent with existing norms, values, and behaviors. 
When new fashions aren’t consistent with existing norms, 
the number of adopters and the speed of adoption are 
lower. Skinny jeans are only compatible with a relatively 
small percentage of the public that wears jeans. Although 
they may be moderately successful for a few seasons, they 
will never achieve widespread acceptance. 
     Complexity    refers to how easy it is to understand and 
use the new fashion. Consumers have to learn how to in-
corporate a new fashion into their lifestyles. For example, a 
platform, 6-inch, stiletto-heeled pump is difficult to walk in 
unless you are only taking a quick strut down the runway. 
     Trialability    refers to the costs and commitment re-
quired to adopt the fashion initially. For example, design-
ers that have trunk shows to preview and presell the new 
season’s fashions often bring only a sample of each piece. 
The consumer has to make a guess as to her or his size and 
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  SECTION II 

   CHAPTER FIVE   

 Retail Market 
Strategy  

  CHAPTER SIX    

 Financial Strategy  

  CHAPTER SEVEN   

 Retail Locations  

  CHAPTER EIGHT   

 Retail Site 
Location  

  CHAPTER NINE   

 Human Resource 
Management  

  CHAPTER TEN   

 Information 
Systems and 
Supply Chain 
Management  

  CHAPTER ELEVEN 

 Customer 
Relationship 
Management  

  Section I described the decisions retail managers make in formulating and 
implementing their strategy; the different types of retailers; the multiple 
channels—stores, the Internet, and catalogs—that retailers use to interact 
with and sell merchandise to their customers; and factors that affect con-
sumers’ choices of retailers, channels, and merchandise. This broad overview 
of retailing provides the background information needed to develop and 
implement an effective retail strategy. 

 The chapters in Section II discuss specific strategic decisions made by retailers:

     Chapter 5 describes the development of a retail market strategy.   

   Chapter 6 examines the financial strategy associated with the market 
strategy.   

   Chapters 7 and 8 discuss the location strategy for 
retail outlets.   

   Chapter 9 looks at the firm’s organization and 
human resource strategies.   

   Chapter 10 examines systems used to control the 
flow of information and merchandise.   

   Chapter 11 details approaches that retailers take to 
manage relationships with their customers.    

 As outlined in Chapter 1, the decisions discussed in Section II 
are more strategic than tactical because they involve committing 
significant resources to developing long-term advantages over the 
competition in a target market segment. 

 Sections III and IV review the more tactical decisions regarding merchandise 
and store management that are involved in  implementing the retail strategy. 
These implementation decisions affect a retailer’s efficiency, but their impact is 
shorter-term than that of the strategic decisions reviewed in Section II.   
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 Retail Market Strategy   

 EXECUTIVE BRIEFING 
Michael R. Odell, Chief Executive Officer
Pep Boys

After 4 years in the red, Pep Boys turned a profit in 2009, 

and in fact we made more money than during the previ-

ous 12 years combined. We are also on track to continue 

to improve that performance over the coming years. 

 So how did we start? We started by looking at the 

landscape—the industry and the macro-environment, 

customers, competition, and internal factors. We then de-

veloped our SWOT—strengths, weaknesses, opportuni-

ties, threats. From that we developed our vision, strategies, 

and tactics; including turning weaknesses, like larger than 

necessary stores spread across a wider than necessary 

geography, into competitive advantages. Our vision is to 

be the automotive solutions provider of choice for the 

value-oriented customer. 

 Pep Boys has a unique business model, in that it serves 

both the DIFM (Do It for Me) and the DIY (Do It Yourself) 

markets. The DIFM market is four times larger than the DIY 

market. It is also growing a little faster due to the increasing 

complexity of vehicle designs. And, 6 players account for 

over 40 percent of the DIY market, while 10 players ac-

count for only 10 percent of the DIFM market. For these 

reasons, Pep Boys’ strategy leads with its service business, 

with the objective of becoming the market leader. 

 Pep Boys has several competitive advantages over other 

automotive service providers. Pep Boys “does everything.” 

We are a full service provider for maintenance, tires, and 

repairs. “When the light comes on, just come in,” is not just 

our advertising slogan. It’s what we do. Our repair capabili-

ties are more extensive than other shops because of our 

advanced technicians, equipment and training. Pep Boys also 

does everything “for less” because of our DIY business. It 

allows us to buy quality parts directly from the manufactur-

ers and to pass those savings onto our customers. Pep Boys 

also provides national warranty coverage. 

 Pep Boys has a competitive advantage over other au-

tomotive retailers too. Pep Boys’ larger stores are a 

weakness for a pure DIY player—they cost more. But we 

are using that asset for a competitive advantage to pro-

vide a wider assortment of appearance and performance 
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   QUESTIONS 
 What is a retail strategy? 

 How can a retailer build a sustainable competitive 
advantage? 

 What different strategic growth opportunities can 
retailers pursue? 

 What issues arise as domestic retailers become global 
retailers? 

 What steps do retailers go through to develop a 
strategic plan?   

   C H A P T E R  5 

  Retailers need to devote more attention to long-term strategic planning to 
cope effectively with the growing intensity of retail competition as well as 
shifts in customer needs. These changes in the retail environment are the 

result of the emergence of new competitors, formats, technologies, and globaliza-
tion. The retail strategy indicates how retailers will deal effectively with their envi-
ronment, customers, and competitors.  1   As the retail management decision-making 
process (discussed in Chapter 1) indicates, retailing strategy (Section II) is the 
bridge between understanding the world of retailing (Section I) and the more tacti-
cal merchandise management and store operation activities (Sections III and IV) 
undertaken to implement the retail strategy. 
  The first part of this chapter defines the term  retail strategy  and discusses three 
important elements of retail strategy: (1) the target market segment, (2) the retail 
format, and (3) the retailer’s bases of sustainable competitive advantage. Then we 
outline approaches retailers use to build a sustainable competitive advantage. After 
reviewing the various growth opportunities, specifically international expansion, 
that retailers can pursue, the chapter concludes with a discussion of the strategic 
retail planning process.  

products and accessories. We think of ourselves as the 

candy store for the automotive enthusiast, which makes 

our shopping experience more fun. And that assortment 

serves both DIFM and DIY customers. 

 Our turnaround started by focusing on our customers—

what they want as compared to what we were providing. 

But our turnaround is grounded in our people, and making 

it easier for them to provide our customers with what 

they want. The key to any business model is making sure 

that all of the pieces to the puzzle fit together. They have 

to be pointed in the same direction and mutually 

reinforcing. 
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112 SECTION 1I Retailing Strategy

 WHAT IS A RETAIL STRATEGY?  
 The term  strategy  is frequently used in retailing. For example, retailers talk about 
their merchandise strategy, promotion strategy, location strategy, or branding 
strategy. The term is used so commonly that it might appear that all retailing 
decisions are strategic decisions, but  retail strategy  isn’t just another expression for 
 retail management.   

 Definition of Retail Market Strategy 
 A    retail strategy    is a statement identifying (1) the retailer’s target market, (2) the 
format the retailer plans to use to satisfy the target market’s needs, and (3) the 
bases on which the retailer plans to build a sustainable competitive advantage.  3   
The    target market    is the market segment(s) toward which the retailer plans to 
focus its resources and retail mix. A    retail format    describes the nature of the 
 retailer’s operations—its retail mix (type of merchandise and services offered, 
 pricing policy, advertising and promotion programs, store design and visual mer-
chandising, typical locations, and customer services)—that it will use to satisfy the 
needs of its target market. A    sustainable competitive advantage    is an advantage 
the retailer has over its competition that is not easily copied by competitors and 
thus can be maintained over a long period of time. The following are a few ex-
amples of retail strategies:  

   •    Lululemon Athletica. Lululemon is a Canadian specialty store chain selling ap-
parel and accessories supporting the practice of yoga. The products it sells include 
headbands, bamboo blocks, and yoga mats printed with encouraging healthy- 
living slogans like “Drink fresh water.” The signature Lulu item is the Groove Pant, 
cut with special gussets and flat seams to create a feeling of a drop of water free 
from gravity. Lululemon’s apparel is made with special materials, Silverescent and 
Luon, enabling customers to engage in vigorous yoga exercises and still look at-
tractive. Lululemon stores are a community hub where people can learn about and 
discuss the physical aspects of healthy living, from yoga and diet to running and 
cycling, as well as the spiritual aspects of life. To create this community, the com-
pany recruits local ambassadors before opening a store. These ambassadors, usu-
ally popular yoga teachers but also triathletes or runners, are given Lulus and 
featured on bulletin boards in the stores.   4    
   •    Magazine Luiza.  One of Brazil’s largest nonfood retailers, Magazine Luiza tar-
gets low-income consumers by selling consumer electronics and appliances on in-
stallment payment plans and offering affordable credit in a country with a significant 
number of people living in poverty. Customers buying merchandise on credit return 
to the store each month to make payments in person. Frequently they are enticed to 
purchase more merchandise during these visits. In a country where almost half the 
population does not have a checking account, the retailer also provides services—in-
cluding personal loans and insurance policies—that would otherwise be out of reach 
to most customers. Even though 80 percent of its sales are paid for in installments, 
its default rate is 50 percent lower than that of other Brazilian retailers.  5    
   •    Curves.  With over 10,000 locations, Curves is the largest fitness franchise in 
the world. Curves Clubs can be found in more than 70 countries. While most fit-
ness centers target an 18- to 34-year-old demographic segment, Curves’ custom-
ers are female baby boomers, typically living in small towns. Curves’ fitness centers 
don’t have treadmills, saunas, locker rooms, mirrors, aerobics classes, or free 
weights. Members work out on 8 to 12 hydraulic resistance machines, stopping 
between stations to walk or jog in place. The clubs’ standard routine is finished in 
30 minutes and is designed to burn 500 calories. Club members usually pay a 
monthly fee that is considerably less than what they would pay in conventional 
fitness centers. Rather than attracting customers from other clubs, Curves draws 
consumers who haven’t considered joining a fitness club before.  6    

  REFACT 
 The word  strategy  comes 
from the Greek word mean-
ing the “art of the general.”  2    
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113Retail Market Strategy CHAPTER 5

   •    Save-A-Lot.  From a single store in 
1977, Save-A-Lot, a wholly owned sub-
sidiary of SuperValu, has grown to more 
than 1,000 stores, making it the nation’s 
13th-largest U.S. supermarket chain. 
Save-A-Lot stores offer an edited assort-
ment of only 1,250 SKUs compared to 
20,000 to 30,000 SKUs in a conventional 
supermarket. By offering only the most 
popular items, most of which are private-
label merchandise, Save-A-Lot reduces 
its costs and is able to price its merchan-
dise 40 percent lower than prices at con-
ventional supermarkets. Due to its 
buying power, Save-A-Lot is able to de-
velop customized product specifications 
that provide high-quality, private-label 
merchandise at low prices. Finally, most 
stores lack grocery store–style shelving 
and, instead, have the items in specially printed cut-out cardboard shipping cases 
on industrial-style shelving. Customers typically bring their own bags and bag 
their own groceries, and stores typically charge customers for bags.  7     

    Each of these retail strategies involves (1) the selection of target market 
segment(s), (2) the selection of a retail format (the elements in the retail mix), and 
(3) the development of a sustainable competitive advantage that enables the re-
tailer to reduce the level of competition it faces. Now let’s examine these central 
concepts of a retail strategy.     

  Lululemon’s strategy focuses on selling products that appeal to consumers 
seeking spiritual enrichment through yoga. The chain builds a competitive 
advantage through its network of local yoga teachers who promote its offering.  

 TARGET MARKET AND RETAIL FORMAT  
 The    retailing concept    is a retail management orientation that focuses on deter-
mining the needs of the retailer’s target market and satisfying those needs more 
effectively and efficiently than competitors do. Successful retailers are customer-
centric. They focus on the needs of their customers and satisfy those needs better 
than their competitors do. 
    A    retail market    is a group of consumers with similar needs (a market segment) 
and a group of retailers that satisfy those needs using a similar retail format.  8   Ex-
hibit 5–1 illustrates a set of retail markets for women’s clothing. It lists various 
retail formats in the left-hand column. Each format offers a different retail mix to 
its customers. Market segments are listed in the exhibit’s top row. As mentioned in 
Chapter 4, these segments could be defined in terms of the customers’ geographic 
location, demographics, lifestyle, buying situation, or benefits sought. In this ex-
hibit, we divide the market into three fashion-related segments: (1) conservative—
consumers who place little importance on fashion; (2) traditional—those who 
want classic styles; and (3) fashion-forward—those who want the latest fashions. 
    Each square of the matrix in Exhibit 5–1 describes a potential retail market in 
which retailers compete for consumers with similar needs. For example, Walmart 
and Kmart stores in the same geographic area compete with each other using a 
discount store format to target conservative customers. Bloomingdale’s and Nei-
man Marcus compete against each other using a department store format target-
ing the fashion-forward segment. 
    The women’s clothing market in Exhibit 5–1 is just one of several representa-
tions that we could have used. Retail formats might be expanded to include off-
price stores and category specialists. Rather than being segmented by fashion 
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114 SECTION 1I Retailing Strategy

orientation, the market could be segmented using the other approaches described 
in Chapter 4. Although Exhibit 5–1 isn’t the only way to describe the women’s 
retail clothing market, it does illustrate how retail markets can be defined in terms 
of retail format and customer market segments. 
    Exhibit 5–1’s matrix describes the battlefields on which women’s apparel retail-
ers compete. The position in each battlefield (cell in the matrix) indicates the first 
two elements of a retailer’s strategy: the fashion segment (the  x  axis) and the retail 
format (the  y  axis). 
    Consider the situation confronting Target as it refines its retail strategy for 
the women’s clothing market. Should Target compete in all 15 retail markets 
shown in Exhibit 5–1, or should it focus on a limited set of markets? If Target 
decides to focus on a limited set of markets, which should it pursue? Target’s 
answers to these questions define its retail strategy and indicate how it will focus 
its resources.  9      
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  EXHIBIT 5–1  Retail Markets for Women’s Apparel  

 BUILDING A SUSTAINABLE COMPETITIVE ADVANTAGE  
 The final element in a retail strategy is the retailer’s approach to building a sus-
tainable competitive advantage. Establishing a competitive advantage means that 
the retailer, in effect, builds a wall around its position in a retail market, that is, 
around its present and potential customers and its competitors. When the wall is 
high, it will be hard for competitors outside the wall (i.e., retailers operating in 
other markets or entrepreneurs) to enter the market and compete for the retailer’s 
target customers. 
    Any business activity that a retailer engages in can be the basis for a competitive 
advantage. But some advantages are sustainable over a long period of time, while 
others can be duplicated by competitors almost immediately. For example, it would 
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115Retail Market Strategy CHAPTER 5

be hard for Peets Coffee & Tea to establish a long-term advantage over Starbucks 
by simply offering the same coffee specialties at lower prices. If Peets’ lower prices 
were successful in attracting customers, Starbucks would soon realize that Peets 
had lowered its prices and would quickly match the price reduction. This might 
lead to a price war that Starbucks is likely to win because it has lower costs due to 
its larger size. Similarly, it’s hard for retailers to develop a long-term advantage by 
offering broader or deeper assortments of national brands. If the broader and 
deeper assortment attracts a lot of customers, competitors will simply go out and 
buy the same branded merchandise for their stores. Exhibit 5–2 indicates which 
aspects of these potential sources of advantage are more and less sustainable. 
    Over time, all advantages erode due to competitive forces, but by building high 
walls, retailers can sustain their advantage for a longer time. Thus, establishing a 
sustainable competitive advantage is the key to positive long-term financial 
performance. 
    Three approaches for developing a sustainable competitive advantage are 
(1) building strong relationships with customers, (2) building strong relationships 
with suppliers, and (3) achieving efficient internal operations. Each of these ap-
proaches involves developing an asset—loyal customers, strong vendor relation-
ships, committed effective human resources and efficient systems, and attractive 
locations—that is not easily duplicated by competitors.  10   Let’s look at each of 
these approaches. 

  Relationships with Customers—Customer Loyalty 
    Customer loyalty    means that customers are committed to buying merchandise and 
services from a particular retailer. Loyalty is more than simply liking one retailer over 
another. Loyalty means that customers will be reluctant to patronize competitive re-
tailers. For example, loyal customers will continue to have their car serviced at Jiffy 
Lube, even if a competitor opens a store nearby and charges slightly lower prices. 
    Some activities that retailers engage in to build loyalty are (1) developing a 
strong brand image, (2) having a clear and consistent positioning, (3) providing 
outstanding customer service, and (4) undertaking customer relationship manage-
ment (CRM) programs. In addition, other activities discussed in this section also 
contribute to developing customer loyalty. For example, providing convenient 
 locations encourages patronage, which can develop into loyalty. Engaging in 

 SUSTAINABILITY OF ADVANTAGE

Sources of Advantage Less Sustainable More Sustainable

Customer loyalty Habitual repeat purchasing Building a brand image with an

(Chapters 11 and 16) because of limited competition emotional connection with

 in the local area customers; using databases to

  develop and utilize a deeper

  understanding of customers

Location (Chapters 7 and 8)  Convenient locations

Human resource management More employees Committed, knowledgeable

(Chapter 9)  employees

Distribution and information Bigger warehouses; automated Shared systems with vendors

systems (Chapter 10) warehouses

Unique merchandise More merchandise; greater Exclusive merchandise

(Chapters 12 and 13) assortment; lower price; higher

 advertising budgets; more sales

 promotions

Vendor relations (Chapter 13) Repeat purchases from vendor Coordination of procurement

 due to limited alternatives efforts; ability to get scarce

  merchandise

Customer service (Chapter 18) Hours of operation Knowledgeable and helpful

  salespeople

  EXHIBIT 5–2 
 Methods of Developing 
Sustainable Competitive 
Advantage  

  REFACT 
 A survey of 3,500 consumers 
indicates that, among food 
retailers in the United States, 
Walmart has the highest loy-
alty in the Northeast and 
Northwest but Publix has the 
highest loyalty in the South-
east, Kroger in the Midwest, 
and HEB in the Southwest.  11
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116 SECTION 1I Retailing Strategy

 human resource management practices develops competent, committed sales as-
sociates, leading to better customer service and subsequent customer loyalty.  

 Brand Image   Retailers build customer loyalty by developing a well-known, 
attractive image of their brand, their name. For example, when most consumers 
think about fast food or hamburgers or french fries, they immediately think of 
McDonald’s. Their image of McDonald’s includes many favorable beliefs such as 
fast service, consistent quality, and clean restrooms. 
  Strong brand images facilitate customer loyalty because they reduce the risks 
associated with purchases. They assure customers that they will receive a consistent 
level of quality and satisfaction from the retailer. The retailer’s image can also cre-
ate an emotional tie with a customer that leads the customer to trust the retailer. 
Consumers know, for instance, that when they purchase products from L.L.Bean, 
the retailer guarantees that its customers will be pleased with their purchases. 
L.L.Bean “guarantees to give 100% satisfaction in every way. Return anything pur-
chased from us at any time if it proves otherwise. We do not want you to have 
anything from L.L.Bean that is not completely satisfactory. [We] do not consider a 
sale complete until goods are worn out and [the] customer [is] still satisfied.”  13   The 
steps retailers take to develop a strong brand image are discussed in Chapter 15.   

 Positioning   A retailer’s brand image reflects its positioning strategy.    Positioning    
is the design and implementation of a retail mix to create an image of the retailer in 
the customer’s mind relative to its competitors. A perceptual map is frequently used 
to represent the customer’s image and preferences for retailers. 
  Exhibit 5–3 offers a hypothetical perceptual map of retailers selling women’s 
clothing in the Washington, D.C., area. The two dimensions in this map, fashion 
and service, represent the two primary characteristics that consumers in this ex-
ample use in forming their images of retailers. 
  Perceptual maps are developed so that the distance between two retailers’ posi-
tions on the map indicates how similar the stores appear to consumers. For example, 
Neiman Marcus and Saks Fifth Avenue are very close to each other on the map be-
cause consumers in this illustration see them as offering similar services and fashion. 
In contrast, Nordstrom and Marshalls are far apart, indicating consumers think 
they’re quite different. Note that stores close to each other compete vigorously 
 because consumers feel they provide similar benefits and have similar images. 
  In this example, Macy’s has an image of offering moderately priced, fashionable 
women’s clothing with good service. T.J.Maxx offers slightly less fashionable 
clothing with considerably less service. Sears is viewed as a retailer offering wom-
en’s clothing that is not very fashionable with moderate customer service. 
  The ideal points (marked by red dots on the map) indicate the characteristics of 
an ideal retailer for consumers in different market segments. For example, con-
sumers in segment 3 prefer a retailer that offers high-fashion merchandise with 
low service, while consumers in segment 1 want more traditional apparel and 
aren’t concerned about service. The ideal points are located so that the distance 
between a retailer’s position, or image (marked with a blue “x”), and the ideal point 
indicates how consumers in the segment evaluate that retailer. 
  Retailers that are closer to an ideal point are evaluated more favorably by the 
consumers in the segment than are retailers located farther away. Thus, consumers 
in segment 6 prefer Forever 21 and Bebe to Neiman Marcus because these retail-
ers are more fashion-forward and their target customers do not require such high 
service levels. Retailers strive to develop an image desired by customers in their 
target segment and thus develop loyalty with those customers.   

 Unique Merchandise   It is difficult for a retailer to develop customer loyalty 
through its merchandise offerings because most competitors can purchase and 
sell the same popular national brands. But many retailers build customer loyalty 

  REFACT 
 Nearly half of all food and 
beverage shoppers and 
nearly 60 percent of all 
health/beauty and household 
goods shoppers purchase 
their preferred brands 
even when a less expensive 
alternative is available.  14    

  REFACT 
 Brooks Brothers, a men’s 
specialty store chain, sold 
the rights to the Polo brand 
name to Ralph Lauren.  12    
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   Costco has developed a strong private label, Kirkland, which 
creates customer loyalty toward the products and Costco. If 
you want to buy Kirkland products, you have to purchase 
them from Costco.   
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  EXHIBIT 5–3  Hypothetical Perceptual Map of Women’s Apparel Market in Washington, D.C.  

by developing    private-label brands    (also called 
 store brands  or  own brands )—products developed 
and marketed by a retailer and available only from 
that retailer.  15   For example, Costco’s powerful pri-
vate-label brand, Kirkland Signature, engenders 
strong brand loyalty among a significant group of 
consumers and consequently generates considerable 
loyalty toward Costco. The quality image of its pri-
vate-label products makes a significant contribution 
to the image of Costco. Retailing View 5.1 describes 
how IKEA builds customer loyalty through its 
unique merchandise. Issues pertaining to the devel-
opment of store-brand merchandise are discussed in 
Chapter 13.   

 Customer Service   Retailers also can develop 
customer loyalty by offering excellent customer ser-
vice.  16   Consistently offering good service is difficult 
because customer service is provided by retail em-
ployees who are less consistent than machines. Ma-
chines can be programmed to make every box of 
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 RETAILING VIEW   The IKEA Way   5.1 
 IKEA, a global retailer headquartered in Sweden, offers a wide 
range of well-designed, functional home furnishing products at 
low prices. It’s easy to make high-quality products and sell them 
at a high price or make low-quality products to sell at a low 
price. But IKEA has to be cost-effective and innovative to sell 
quality products at low prices. 
  Creating IKEA’s unique merchandise starts on the factory 
floor. IKEA product developers and designers work closely 
with suppliers to efficiently use production equipment and raw 
materials and keep waste to a minimum. For example, an IKEA 
product developer learned about board-on-frame construction 
touring a door factory. This technique is cost-effective and en-
vironmentally friendly because sheets of wood are layered over 
a honeycomb core to provide a strong, lightweight structure 
with a minimal wood content. This type of construction is used 
in many IKEA products, such as its LACK tables. 

 IKEA’s designers go beyond the factory floor to consider 
transportation costs. Many items IKEA sells are shipped and 
sold disassembled in flat packs to reduce transportation costs 
and make it easier for customers to take them home. How-
ever, some products like lamps take up a lot of space even 
when disassembled. The LAMPAN illustrates the IKEA way of 
offering extremely low price with beautiful design and high 
quality. This was achieved by developing a new packing method 
in which the lamp shade could be used as a bucket for the 
lamp base. 

 IKEA reduces labor costs in its stores by providing signage 
with extensive information about its products and their quality, 
presenting its products in room settings, and prominently dis-
playing price tags. These features enable customers to serve 
themselves and reduce IKEA’s labor costs. 

 Sources: www.IKEA.com (accessed March 30, 2010); “The Man Who 
Named the Furniture,”  Financial Times , January 16, 2010, p. 30; Yongquan 
Hu and Huifang Jiang, “Innovation Strategy of Retailers: From the View 
of Global Value Chains,”  6th International Conference on Service Systems 
and Service Management , 2009, pp. 340–345.  

  IKEA considers all costs when designing its unique, low-cost, 
fashionable merchandise. The LACK table and LAMPAN 
lamp are classic IKEA designs.  

Cheerios identical. But employees do not provide a consistent level of service 
 because they vary in their training, motivation, and mood. 
  It takes considerable time and effort to build a tradition and reputation for cus-
tomer service. But once a retailer has earned a service reputation, it can sustain this 
advantage for a long time because it’s hard for a competitor to develop a compara-
ble reputation. For example, Ritz-Carlton hotels are world-renowned for providing 
outstanding customer service. Every day, its employees gather for a 15-minute staff 
meeting and share “WOW stories”—true stories of employees who have gone 
above and beyond conventional customer service expectations. In one story, a hotel 
chef in Bali found special eggs and milk for a guest with food allergies in a small 
grocery store in another country and had them flown to the hotel. In another 
WOW story, a hotel’s laundry service failed to remove a stain on a guest’s suit be-
fore the guest left, and the manager flew to the guest’s house to personally deliver a 
reimbursement of the cost of the suit. Telling these WOW stories focuses employ-
ees on customer service and gives them recognitions for the efforts they make.  17   
Chapter 18 discusses how retailers develop a customer service advantage.   

 Customer Relationship Management Programs   Customer relationship 
management (CRM) programs, also called  loyalty  or  frequent shopper programs,  
are activities that focus on identifying and building loyalty with a retailer’s most 
valued customers.19 These programs typically involve offering customers rewards 

  REFACT 
 The Ritz-Carlton is the 
only hotel chain and the 
first service company to win 
the annual Malcolm Baldrige 
 National Quality Award. It 
has won the award twice.  18    
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based on the amount of services or mer-
chandise they purchase. For example, air-
lines offer free tickets to travelers who 
have flown a prescribed number of miles, 
and Subway gives customers a free sand-
wich for each 10 they purchase. 
  The discounts offered by these pro-
grams may not create loyalty. Customers 
may join loyalty progams of competing 
retailers and continue to patronize mul-
tiple retailers. However, the data col-
lected about customer shopping behavior 
by these programs can provide insights 
that enable retailers to build and main-
tain loyalty. For instance, Harry Rosen, a 
Canadian specialty retailer selling de-
signer menswear, has a system for col-
lecting and saving customer data. Every 
Harry Rosen salesperson can access the 
firm’s customer database from any POS terminal in any store. The database indi-
cates what the customer has bought in the past and also provides personal infor-
mation. All sales associates are urged to contribute to the database. If a wife buys a 
birthday gift for her husband, salespeople are encouraged to find out when his 
birthday is and how old he is and include this information in the system rather 
than in their personal notebooks. 
  The information system improves Harry Rosen’s customer service and the tar-
geting of retail promotions. For example, when garments are left in the store for 
alterations, the system tracks their progress and electronically notifies the sales-
person of any delay so that the salesperson can relay this information to the cus-
tomer. Heavy spenders are identified and invited to special promotional events. 
When new merchandise arrives, the salesperson can identify customers who have 
bought that type of merchandise in the past and inform them of the new merchan-
dise.  20   Thus the data developed through the loyalty program enables a retailer to 
develop a personal relationship with customers that builds loyalty. CRM programs 
are discussed in detail in Chapter 11.    

 Relationships with Suppliers 
 A second approach for developing competitive advantage is developing strong rela-
tionships with companies that provide merchandise and services to the retailer, such 
as real estate developers, advertising agencies, and transportation companies. Of these 
relationships with suppliers, the most important are relationships with vendors.  

 Vendor Relations   By strengthening relationships with each other, both retail-
ers and vendors can develop mutually beneficial assets and programs that will give 
the retailer-vendor pair an advantage over competing pairs. For example, Ralph 
Lauren and JCPenney collaborated to develop the American Living apparel mer-
chandise sold exclusively at JCPenney. Similarly, Estée Lauder and Kohl’s worked 
together to develop the American Beauty cosmetics sold exclusively at Kohl’s. 
These collaborations are win-win situations. By working together, both parties 
develop a sustainable competitive advantage and increase their sales and profits. 
  The relationship between Procter & Gamble and Walmart initially focused on 
improving supply chain efficiencies. Today, the partners in this relationship share 
sensitive information with each other so that Walmart is better able to plan for the 
introduction of new P&G products and even develop some unique packaging for 
P&G’s national brands exclusively available at Walmart. Walmart shares its sales 
data with P&G so that P&G can better plan its production and use a just-in-time 

  Salespeople use the information in Harry Rosen’s customer database to 
improve the customer service they offer, target promotions to specific 
customers, and build customer loyalty.  
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inventory management system to reduce the level of inventory in the system. 
From their initial focus on improving supply chain efficiency, P&G and Walmart 
now work together on other initiatives such as Family Moments to produce 
 family-friendly TV programming. 
  Relationships with vendors, like relationships with customers, are developed 
over a long time and may not be easily offset by a competitor.  21   Chapter 13 exam-
ines how retailers work with their vendors to build mutually beneficial, long-term 
relationships.    

 Efficiency of Internal Operations 
 In addition to strong relationships with external parties, customers and suppliers, 
retailers can develop competitive advantages by having more efficient internal op-
erations. Efficient internal operations enable retailers to have a cost advantage over 
competitors or offer customers more benefits than do competitors at the same cost. 
    Larger company size typically produces more efficient internal operations. 
Larger retailers have more bargaining power with vendors and thus can buy mer-
chandise at lower costs. Larger retailers can also invest in developing sophisticated 
systems and spread the fixed cost of these systems over more sales. In addition to 
size, other approaches for improving internal operating efficiencies are human 
resource management and information and supply chain management systems.  

 Human Resource Management   Retailing is a labor-intensive business, in 
which employees play a major role providing services for customers and building 
customer loyalty.  22   Knowledgeable and skilled employees committed to the re-
tailer’s objectives are critical assets that support the success of many retailers. 
  JCPenney chairman and CEO Mike Ullman emphasizes the power of employ-
ees to build a sustainable competitive advantage.  23   He notes, “The associates are 
the first customers we sell. If it doesn’t ring true to them, it’s impossible to com-
municate and inspire the customer.” To build involvement and commitment 
among its employees, Penney has dropped many of the traditional pretenses that 
define an old-style hierarchical organization. For instance, at the Plano, Texas, 
corporate headquarters, all employees are on a first-name basis, workweeks are 
flexible, and leadership workshops help build the executive team for the future. 
  Recruiting, training, and retaining great employees are challenging. Chapter 9 
examines how retailers build their human resource assets by developing programs 
to motivate and coordinate employee efforts, providing appropriate incentives, 
fostering a strong and positive organizational culture and environment, and man-
aging diversity. Programs for developing a human resource competitive advantage 
are discussed in Chapter 9.   

 Distribution and Information Systems   All retailers strive to reduce operating 
costs—the costs associated with running the business—and make sure that the right 
merchandise is available at the right time and place. The use of sophisticated distribu-
tion and information systems offers an opportunity for retailers to achieve these ef-
ficiencies.  24   Through its data sharing about merchandise sales, information flows 
seamlessly from Walmart to its vendors to facilitate quick and efficient merchandise 
replenishment that avoids costly stockouts. Walmart’s distribution and information 
systems have enabled it to have a cost advantage that its competitors cannot over-
come. This component of competitive advantage is discussed in Chapter 10. 
  In addition to using information systems to improve supply chain efficiency, the 
customer purchase data collected by information systems provide an opportunity 
for retailers to tailor store merchandise assortments to the market served by each 
of its stores and to tailor promotion to the specific needs of individual customers. 
These data about its customer buying behavior are a valuable asset offering an 
advantage that is not easily duplicated by competitors. These applications of infor-
mation systems are discussed in more detail in Chapter 11.    
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 Location 
 While committed relationships with external parties and 
efficient internal operations are important sources of ad-
vantage, location is a pervasive source of advantage in re-
tailing. The classic response to the question, “What are 
the three most important things in retailing?” is “Loca-
tion, location, location.” Location is a critical opportunity 
for developing competitive advantage for two reasons. 
First, location is the most important factor determining 
which store a consumer patronizes. For example, most 
people shop at the supermarket closest to where they live. 
Second, location is a sustainable competitive advantage 
because it is not easily duplicated. Once Walgreens has 
put a store at the best location at an intersection, CVS is 
relegated to the second-best location. 
    Starbucks has developed a strong competitive advan-
tage with its locations. As it expanded across the United 
States, it saturated each market before entering a new 
market. For example, there were more than 100 Starbucks 
outlets in the Seattle area before the company expanded 
to a new region. Starbucks frequently opens several stores 
close to one another. It has two stores on two corners of 
the intersection of Robson and Thurlow in Vancouver. By 
having such a high density of stores, Starbucks makes it 
very difficult for a competitor to enter a market and find 
good locations. Approaches for evaluating and selecting 
locations are discussed in Chapters 7 and 8.   

 Multiple Sources of Advantage 
 To build an advantage that is sustainable for a long period of time, retailers typi-
cally cannot rely on a single approach, such as good locations or excellent customer 
service. Instead, they use multiple approaches to build as high a wall around their 
position as possible.  25   For example, McDonald’s long-term success is based on 
providing customers with a good value that meets their expectations, having good 
customer service, possessing a strong brand name, and offering convenient loca-
tions. By pursuing all these strategies effectively, McDonald’s has developed a 
strong competitive position in the quick-service restaurant market. 
    In addition to its unique products and associated customer loyalty, IKEA has a 
large group of loyal customers due to its strong brand image and the pleasant shop-
ping experience it provides its customers. Walmart complements its size advantage 
with strong vendor relationships and clear positioning of a retailer that offers supe-
rior value. Starbucks combines its location advantage with unique products, com-
mitted employees, a strong brand name, and strong relationships with coffee 
growers to build an overall advantage that is very difficult for competitors to erode. 
Retailing View 5.2 describes The Container Store, a retailer that has also built mul-
tiple bases of sustainable competitive advantages through unique merchandise, 
 excellent customer service, and strong customer and vendor relationships. 
    In the preceding sections, we have discussed the focus of a retailer’s strategy, its 
target market and retail format, and the approaches that retailers take to build a 
sustainable competitive advantage and defend their position from competitive at-
tacks. When retailers develop these competitive advantages, they have valuable 
assets such as strong relationships with customers and/or vendors, great locations, 
and effective and efficient systems. In the next section, we discuss how retailers 
leverage these assets to expand their businesses. By expanding their businesses, 
they create a cost advantage from the larger size.     

  Starbucks creates a competitive advantage by picking 
multiple good locations that saturate an area.  
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 The Container Store sells products to help customers solve 
problems, or challenges, as the company likes to call them, in or-
ganizing their lives. It offers more than 10,000 innovative prod-
ucts including multipurpose shelving and garment bags to 
organize closets; portable file cabinets and magazine holders to 
create order in home offices; backpacks, modular shelving, and 
CD holders to make dorm rooms less cluttered; and recipe hold-
ers, bottles, jars, and recycling bins to bring harmony to kitchens. 
Over 1,500 new products are added to its assortment every year. 
  Over the years, the company has developed strong vendor 
relationships. Most of its vendors’ primary focus was to manu-
facture products for industrial use. Yet, over time, the company 
has worked closely with its vendors to develop products that 
are appropriate for the home. 
  The Container Store’s sales associates provide outstanding 
customer service. The company actively recruits customers 
who are intrigued with helping people organize. It spends con-
siderable time educating sales associates about the merchan-
dise (240 hours versus the typical 12 hours for new retail 
employees) and then empowering them to use their own intu-
ition and creativity to solve customer challenges. 
  Employees are very committed to the company; as a result, 
its turnover rate is among the lowest in the retail industry. The 
Container Store also has appeared on  Fortune ’s list of the “100 
Best Companies to Work For” in each of the last 11 years. 

 Sources: Bianna Golodryga and Angela Ellis, “Inside the Container 
Store: Secrets of America’s Favorite Stores,”  ABC News , March 30, 2010, 

and “Three Good Hires? He’ll Pay More for One Who’s Great,”  New 
York Times , March 14, 2010; Paul Keegan, “CEO Maxine Clark, of Build-
A-Bear, Traded in Her Kid-Filled Existence for a Day in the Orderly 
Aisles of the Container Store, Doing the “Closet Dance” . . .  While Kip 
Tindell, CEO of the Container Store, Stuffed Monkeys, Lions, and 
Bears,”  Fortune , February 8, 2010, pp. 68–72.  

 RETAILING VIEW   The Container Store—Building a 
Competitive Advantage by Selling Products That Make Life Simpler 

  5.2 

  One of several bases of competitive advantage The 
Container Store has is the quality and commitment of 
its employees—a human resource asset.  

 GROWTH STRATEGIES  
 Four types of growth opportunities that retailers may pursue—market penetra-
tion, market expansion, retail format development, and diversification—are shown 
in Exhibit 5–4.  26   The vertical axis indicates the synergies between the retailer’s 
present markets and the growth opportunity—whether the opportunity involves 
markets the retailer is presently pursuing or new markets. The horizontal axis in-
dicates the synergies between the retailer’s present retail mix and the retail mix of 
the growth opportunity—whether the opportunity exploits the retailer’s skills and 
knowledge in operating its present format or requires new capabilities to operate 
a new format. 

  Market Penetration 
 A    market penetration growth opportunity    is a growth opportunity directed 
toward existing customers using the retailer’s present retailing format. Such op-
portunities involve either attracting new consumers from the retailer’s current tar-
get market who don’t patronize the retailer currently or devising approaches that 
get current customers to visit the retailer more often or buy more merchandise on 
each visit. 
    Market penetration approaches include opening more stores in the target mar-
ket and/or keeping existing stores open for longer hours. Other approaches in-
volve displaying merchandise to increase impulse purchases and training 
salespeople to cross-sell.    Cross-selling    means that sales associates in one department 
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attempt to sell complementary merchandise from other departments to their cus-
tomers. For example, a sales associate who has just sold a Blu-Ray player to a 
 customer will take the customer to the accessories department to sell special  cables 
to improve the performance of the player.   

 Market Expansion 
 A    market expansion growth opportunity    involves using the retailer’s existing 
retail format in new market segments. For example, Dunkin’ Donuts has been 
opening new stores outside its traditional target market in the northeastern 
United States.  27   
    When Chico’s acquired White House Black Market, it engaged in a market 
penetration growth opportunity. Chico’s and White House Black Market have 
similar retail formats. They are both mall-based specialty apparel stores. But 
 Chico’s targets women between the ages of 35 and 55, while White House Black 
Market targets a younger age segment. In contrast, Chico’s acquisition of Soma, a 
mall-based specialty store chain offering lingerie for women between 35 and 55, 
was a market penetration opportunity—same market and similar operations; how-
ever, Chico’s and Soma offered different products.   

 Retail Format Development 
 A    retail format development growth opportunity    is an opportunity in which a 
retailer develops a new retail format—a format with a different retail mix—for the 
same target market. The U.K.-based retailer Tesco has employed a retail format 
development growth strategy by operating several different food store formats 
that all cater to essentially the same target market. The smallest is Tesco Express, 
up to 3,000 square feet. These stores are located close to where customers live and 
work. Tesco Metro stores are 7,000 to 15,000 square feet, bring convenience to 
city center locations, and specialize in offering a wide range of ready-to-eat-meals. 
Tesco Superstores, up to 50,000 square feet, are the oldest format. In recent years, 
the company has added nonfood products, such as DVDs and books, to improve 
customer satisfaction. Finally, Tesco Extra stores, more than 60,000 square feet, 
are designed to be a one-stop destination, with the widest range of food and non-
food products, from housewares and clothing to garden furniture.  28     

Market Penetration
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 Diversification 
 A    diversification growth opportunity    is one in which a retailer introduces a new 
retail format directed toward a market segment that’s not currently served by the 
retailer. Diversification opportunities are either related or unrelated.  

 Related versus Unrelated Diversification   In a    related diversification growth 
opportunity    ,  the retailer’s present target market or retail format shares something in 
common with the new opportunity. This commonality might entail purchasing from 
the same vendors, operating in similar locations, using the same distribution or man-
agement information system, or advertising in the same newspapers to similar target 
markets. In contrast, an    unrelated diversification growth opportunity    has little 
commonality between the retailer’s present business and the new growth opportunity. 
  Through acquisition, Home Depot built a wholesale building supply business, 
called HD Supply, which generated over $3 billion annual sales. Management felt 
that this growth opportunity would be synergistic with the firm’s retail business, be-
cause its stores were already selling similar merchandise to contractors. Thus, Home 
Depot viewed this growth opportunity as a related diversification, because the tar-
geted customers (i.e., contractors) would be similar, and the new large contractor 
market could be served using warehouses similar to Home Depot’s present retail 
stores. In addition, Home Depot would realize cost savings by placing larger orders 
with vendors because it would be selling to both retail and wholesale customers. 
  In hindsight, though, the HD Supply actually was an unrelated diversification. 
The large contractor market served by HD Supply sold primarily pipes, lumber, and 
concrete—products with limited sales in Home Depot’s retail stores. Selling these 
supplies to large contractors involved competitive bidding and transporting large, 
bulky orders to job sites—skills that Home Depot lacked.  So Home Depot sold this 
unrelated diversification to concentrate on its core retail small-contractor business.  29     

 Vertical Integration      Vertical integration    describes diversification by retailers 
into wholesaling or manufacturing. For example, some retailers go beyond designing 
their private-label merchandise to owning factories that manufacture the merchan-
dise. When retailers integrate backward and manufacture products, they are making 
risky investments because the requisite skills to make products are different from 
those associated with retailing them. In addition, retailers and manufacturers have 
different customers. The immediate customers for a manufacturer’s products are re-
tailers, while a retailer’s customers are consumers. Thus, a manufacturer’s marketing 
activities are very different from those of a retailer. Note that designing private-label 
merchandise is a related diversification because it builds on the retailer’s knowledge 
of its customers, but actually making the merchandise is an unrelated diversification.    

 Growth Opportunities and Competitive Advantage 
 Typically, retailers have the greatest competitive advantage and most success when 
they engage in opportunities that are similar to their present retail operations and 
markets. Thus, market penetration growth opportunities have the greatest chances of 
succeeding because they build on the retailer’s present bases of advantage and don’t 
involve entering new, unfamiliar markets or operating new, unfamiliar retail formats. 
    When retailers pursue market expansion opportunities, they build on their ad-
vantages in operating a retail format and apply this competitive advantage in a 
new market. A retail format development opportunity builds on the retailer’s rela-
tionships and loyalty of present customers. Even if a retailer doesn’t have experi-
ence and skills in operating the new format, it hopes to attract its loyal customers 
to it. Retailers have the least opportunity to exploit a competitive advantage when 
they pursue diversification opportunities. 
    In the next section, we provide a more detailed discussion of one growth 
 opportunity—expanding operations to international markets. This growth oppor-
tunity is particularly attractive to large retailers that have saturated their domestic 
market.     
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 GLOBAL GROWTH OPPORTUNITIES  
 As retailers saturate their domestic markets, many find international expansion to 
be an attractive growth opportunity. Of the 50 largest retailers in the world, only 
12 operate in one country.  30   By expanding internationally, retailers can increase 
their sales, leverage their knowledge and systems across a greater sales base, and 
gain more bargaining power with vendors. But international expansion is risky, 
because retailers must deal with different government regulations, cultural tradi-
tions, consumer preferences, supply chains, and languages. Retailing View 5.3 de-
scribes the substantial differences in apparel preferences for men and women in 
India compared to those in Western countries. 
    We first discuss the attractiveness of different opportunities for global expan-
sion and then the keys to success for expanding globally. Finally we review the 
approaches that retailers can take to enter international markets.  

 Attractiveness of International Markets 
 Two factors that are often used to determine the attractiveness of different interna-
tional opportunities are (1) the potential size of the retail market in the country and 
(2) the degree to which the country does and can support the entry of foreign re-
tailers.31 Some indicators of these factors are shown in Exhibit 5–5. The (1) or (2) 
indicates whether the indicator is positively or negatively related to the factor. 

 RETAILING VIEW   The Fashion Mavens Are Men in India   5.3 
 The steady growth of the Indian econ-
omy has provided an increased propen-
sity to spend among a growing middle 
class of 25- to 35-year-olds. This has 
stimulated growth of the Indian retail 
industry. For a number of years, India 
has been among the two or three most 
attractive nations for international retail 
market expansion. However, there are 
significant cultural challenges for West-
ern apparel retailers contemplating en-
try into the Indian market. 
  In India, men’s ready-made apparel 
generates about two to three times 
more sales than women’s apparel—just 
the opposites of the sales pattern in 
Western countries. For the affluent 
male consumer, clothing is reflective of 
lifestyle and social status. Awareness of 
preference for luxury brands is very 
high. International luxury brands carry 
symbolic meanings and enhance emo-
tional rewards for male consumers. 
  While brands play an important role in Indian male consum-
ers’ apparel selection, international brands are not important 
to Indian females in general. Indian ethnic garments and gar-
ments mixing ethnic and Western styling are desired by Indian 
women. International retail firms in this sector face competi-
tion from numerous local designers because most Indian 
women patronize designer boutiques. They have confidence in 
their personal assessments of product quality and are willing to 
buy from small and less well known brands. In addition, body 

shapes differ significantly between Western and Indian women. 
To be successful, retailers entering the women’s apparel market 
need to offer culturally relevant products that are connected 
with Indian tradition. 

  Sources:  V. Chattaraman, “The Indian Consumer,”  Journal of the Interna-
tional Fashion and Apparel Industry  4 ( July 2009); Dale Anne Reiss and 
Ranjan Biswas, “The Evolving Retail Market in India,”  ICSC Research 
 Review  14, no. 1 (2007), pp. 26–37.  

  Most Indian women prefer to wear traditional garments at work and in social contexts.  
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    The most attractive countries are those with large and growing potential sales 
as indicated by the level and growth rate of present retail sales and the amount of 
money people have in the country to spend on services and merchandise as indi-
cated by GDP, GDP growth rate, and GDP per capita. Income and age distribu-
tion can be either positively or negatively related to market attractiveness, 
depending on the type of retailer evaluating the country for entry.  For example, a 
retailer of video games, such as Gamestop, would find a country with a large per-
centage of people under 19 to be more attractive than a country with a large per-
centage of people over 65. High-fashion retailers that sell expensive merchandise, 
such as Neiman Marcus and Cartier, would find a country that has a significant 
percentage of the population with high incomes to be more attractive than a coun-
try that has a large percentage of people in poverty. 
    With respect to company support, most retailers considering entry into foreign 
markets are successful retailers that use sophisticated management practices. Thus 
they would find countries that support modern retailing, have more advanced in-
frastructures, and have significant urban populations to be more attractive. In ad-
dition, countries lacking strong domestic retailers but having a stable economy 
and political environment would be more attractive. 
    The factors outlined in Exhibit 5–5 are weighted to develop an attractiveness 
index. One index ranking the 20 most attractive international retail markets, along 
with some demographic information about the countries, is shown in Exhibit 5–6. 
Of the top 20 counties in this ranking, 10 are emerging economies. The emerging 
international markets that receive the most attention from global retailers are 
 India, China, Russia, and Brazil, collectively referred to as “the BRIC” (Brazil, 
Russia, India, China) countries. 
    China and India are by far the largest retail markets in emerging economies. 
However, these two countries offer different opportunities and challenges for re-
tailers contemplating entry.  

 India   In India, the retail industry is divided into organized and unorganized sec-
tors. The unorganized retailing includes the small independent retailers—the 
 local  kirana  shops, owner-operated general stores,  paan/beedi  shops, convenience 
stores, and handcart and street vendors. Most Indians shop in open markets and 
millions of independent grocery shops called  kirana.  However, India’s growing, 
well-educated, aspirational middle class wants a more sophisticated retail environ-
ment and global brands. 
  While the demand for modern (organized) retailing exists in India, entering the 
Indian market is challenging. As the world’s largest pluralistic democracy, with 
myriad cultures and 22 official languages, India actually is a conglomeration of 
discrete markets. In addition, government regulations impede foreign investment 
in retailing. Non-Indian firms cannot have a controlling interest in retail firms 
and thus must partner with an Indian firm. Retailers must comply with a myriad of 
regulations before opening stores and shipping merchandise. For example, there 

  EXHIBIT 5–5 
 Indicators of the 
Attractiveness of 
International Markets  

Country Potential Country Support

• Population (1) • Market share of modern retailing (1)

• Population growth rate (1) • Quality of infrastructure, transportation, and communications (1)

• Gross domestic product (GDP) (1) • Urban population (1)

• GDP per capita (1) • Market share of leading domestic retailers (2)

• Retail sales (1) • Ease of doing business (1)

• Growth rate in retail sales (1) • Business-friendly laws and regulations (1)

• Retail sales per capita (1) • Political stability (1)

• Income distribution (1) or (2) 

• Age distribution (1) or (2) 

  REFACT 
 Organized retailing such as 
multiunit, self-service super-
markets accounts for just 
4 percent of retail sales 
in India.  32    
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are taxes for moving goods to different states and 
even within states. Walmart’s entry into India is a 
partnership with Bharti Enterprises to open 
wholesale outlets called Best Price Modern 
Wholesale. The outlets are allowed to sell only 
to firms that register by showing tax documents 
that prove they own retail outlets. The develop-
ment of organized retailing is being undertaken 
by industrial conglomerates that have limited ex-
pertise in running retail chains.  33     

 China   Government regulations of retailing are 
much less onerous in China than in India and di-
rect foreign investment in encouraged. Since the 
lifting of most operational restrictions on inter-
national retailers, six global food retailers 
(Auchan, Carrefour, Ito-Yokado, Metro, Tesco, 
and Walmart) have entered China. Although much of this retail development has 
been in the large eastern cities of Shanghai, Beijing, Guangzhou, and Shenzhen, 
these Tier 1 markets are approaching saturation for hypermarkets; the interior 
Tier 2 and Tier 3 markets are very attractive. 
  China is rapidly developing the infrastructure to support modern retailing. 
Highway density in China is already approaching that in the United States. China 
has a number of high-quality airports and a rapidly developing sophisticated rail-
road network.  34   

  In India, as in most emerging markets, most people shop at small, 
independent retailers.  

  EXHIBIT 5–6  Global Retail Opportunity Rankings  

  * Billions of U.S. dollars.   
 ** Estimated compound annual growth rate.  

SOURCE: Frank Badillo, “Global Retail Outlook,”  Retail Forward,  May 2009. 

    Retail Sales  % of  % of Income 

   Retail Growth GDP per Population Made by

   Sales* Rate** Capita under 20 Highest

     Rank   Country   Index       (2008)       (2008–2013)   (2008)   (2008)   Quintile  

   1   China   83   $1,004   7.0%   3,315   28.7   51.9  

   2   Russia   71   478   6.6   11,807   21.5   46.6  

   3   United States   69   3,686   2.8   45,859   27.5   45.6  

   4   India   62   435   5.7   1,016   40.9   45.3  

   5   Malaysia   58   59   4.6   8,141   41.5   54.3  

   6   South Africa   54   95   5.0   5,693   40.5   62.2  

   7   United Kingdom   52   851   1.6   43,785   23.5   44.0  

   8   Australia   51   229   2.9   47,400   25.5   41.3  

   9   Canada   50   384   2.1   45,426   23.1   39.9  

  10   Brazil   50   467   4.2   8,197   35.4   61.1  

  11   France   49   828   1.0   46,016   24.8   40.2  

  12   Vietnam   49   43   5.5   1,040   36.0   44.3  

  13   Philippines   48   79   5.2   1,866   45.7   50.6  

  14   Sweden   47   109   2.0   52,790   23.1   36.6  

  15   Argentina   46   102   5.0   8,214   34.2   55.4  

  16   Japan   45   1,278   0.0   38,559   18.5   35.7  

  17   Spain   45   484   2.0   35,331   19.4   42.0  

  18   Nigeria   44   94   4.0   1,451   52.4   49.2  

  19   Turkey   43   341   3.3   10,472   36.6   49.7  

  20   Thailand   42   120   3.0   4,115   28.9   49.0     

    Retail Sales  % of  % of Income 

   Retail Growth GDP per Population Made by

   Sales* Rate** Capita under 20 Highest

     Rank   Country   Index       (2008)       (2008–2013)   (2008)   (2008)   Quintile  

   1   China   83   $1,004   7.0%   3,315   28.7   51.9

   2   Russia   71   478   6.6   11,807   21.5   46.6  

   3   United States   69   3,686   2.8   45,859   27.5   45.6  

   4   India   62   435   5.7   1,016   40.9   45.3  

   5   Malaysia   58   59   4.6   8,141   41.5   54.3  

   6   South Africa   54   95   5.0   5,693   40.5   62.2  

   7   United Kingdom   52   851   1.6   43,785   23.5   44.0

   8   Australia   51   229   2.9   47,400   25.5   41.3  

   9   Canada   50   384   2.1   45,426   23.1   39.9  

  10   Brazil   50   467   4.2   8,197   35.4   61.1

  11   France   49   828   1.0   46,016   24.8   40.2  

  12   Vietnam   49   43   5.5   1,040   36.0   44.3

  13   Philippines   48   79   5.2   1,866   45.7   50.6  

  14   Sweden   47   109   2.0   52,790   23.1   36.6  

  15   Argentina   46   102   5.0   8,214   34.2   55.4

  16   Japan   45   1,278   0.0   38,559   18.5   35.7  

  17   Spain   45   484   2.0   35,331   19.4   42.0

  18   Nigeria   44   94   4.0   1,451   52.4   49.2

  19   Turkey   43   341   3.3   10,472   36.6   49.7  

  20   Thailand   42   120   3.0   4,115   28.9   49.0     
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  However, doing business in China is still challenging. Operating costs are in-
creasing, managerial talent is becoming more difficult to find and retain, and an 
underdeveloped and inefficient supply chain predominates.   

 Russia   In Russia, the impediments to market entry are less visible but more 
problematic. Corruption is rampant, with various administrative authorities ca-
pable of impeding operations if payments are not made. Retailers encounter se-
vere logistical challenges in supporting operations in Russia. There are long delays 
at borders and ports and a scarcity of containers. Over 70 percent of international 
container shipments come through the Saint Petersburg port, which is very con-
gested. Retailers often cannot rely on domestic products because the quality of 
products made in Russia is poor. Finally, much of the purchasing power is concen-
trated in Moscow, where salaries are about double those in other regions. But 
Moscow is already saturated with shopping centers.   

 Brazil   Brazil has the largest population and strongest economy in Latin America. 
It is a country of many poor people and a few very wealthy families. Brazilian retailers 
have developed some very innovative practices for retailing to low-income families, 
including offering credit and installment purchases. Many low-income customers go 
from week to week paying their credit card commitments. Most major retailers offer 
their own credit card facility, with “signing up” booths at the entrances to their stores. 
  The very wealthy Brazilians provide a significant market for luxury goods and 
retailers. Even though they are approximately 1 percent of the population, this 
equates to approximately 19 million people, a market just a little smaller than all 
of Australia.    

 Keys to Success 
 Four characteristics of retailers that have successfully exploited international growth 
opportunities are (1) a globally sustainable competitive advantage, (2) adaptability, 
(3) a global culture, and (4) financial resources.  

 Globally Sustainable Competitive Advantage   Entry into nondomestic 
markets is most successful when the expansion opportunity builds on the retailer’s 
core bases of competitive advantage. For example, Walmart and ALDI have a sig-
nificant cost advantage and thus are most successful in international markets in 
which price plays an important role in consumer decision making and a distribu-
tion infrastructure is available to enable these firms to exploit their logistical capa-
bilities. In contrast, H&M and Zara are more successful in international markets 
that value lower-priced, fashionable merchandise. 
  Some U.S. retailers have a competitive advantage in global markets because 
American culture is emulated in many countries, particularly by young people. Due 
to rising prosperity and the rapidly increasing access to networks such as MTV that 
feature American programming, fashion trends in the United States are spreading to 
young people in emerging countries. The global MTV generation prefers Coke to 
tea, athletic shoes to sandals, Chicken McNuggets to rice, and credit cards to cash. 
In the last few years, China’s major cities have sprouted American stores and restau-
rants, including KFC, Pizza Hut, and McDonald’s. Shanghai and Beijing have over 
100 Starbucks stores even though coffee had never been the drink of choice before 
Starbucks came to town. But Chinese urban dwellers go to Starbucks to impress a 
friend or because it’s a symbol of a new kind of lifestyle. Although Western products 
and stores have gained a reputation for high quality and good service in China, in 
some ways it is the American culture that many Chinese consumers want.   

 Adaptability   Although successful global retailers build on their core competen-
cies, they also recognize cultural differences and adapt their core strategy to the needs 
of local markets.  37   Color preferences, the preferred cut of apparel, and sizes differ 

  REFACT 
 The anticorruption group 
Transparency International 
ranks Russia 147th out of 
180 countries on its most 
recent corruption index.  35    

  REFACT 
 Brazil’s Pão de Açúcar, 
France’s Carrefour, and the 
U.S.’s Walmart account for 
over 35 percent of retail 
food sales in Brazil.  36    
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across cultures. For example, in China, white is the color of mourning, and brides 
wear red dresses. Food probably has the greatest diversity of tastes around the world. 
  Carrefour is an expert at understanding and integrating itself into local regions. 
For example, it realized early on that the merchandising of fish differs for each 
local market. In San Francisco, fish is sold dead and filleted; in France, fish is sold 
dead but whole on ice with the head still intact; and in China, fish is sold live. 
However, consumers in the middle and western parts of China have more confi-
dence in frozen fish, because they are so far from the ocean.  38   Carrefour and Tesco 
make sure that more than 90 percent of the merchandise they sell is produced in 
the country in which it is sold.  39   
  Peak selling seasons also vary across countries. In the United States, many stores 
experience a sales increase in August, when families stock up on back-to-school sup-
plies and apparel. However, this month is one of the slowest sales periods in Europe, 
because most people are on vacation. Back-to-school season in Japan occurs in April. 
  Store designs and layouts often need to be adjusted in different parts of the 
world. In the United States, for instance, discount stores are usually quite large 
and on one level. In other parts of the world, such as Europe and parts of Asia, 
where space is at a premium, stores must be designed to fit smaller footprints and 
are often housed in multiple levels. In some cultures, social norms dictate that 
men’s and women’s clothing cannot be displayed next to each other. 
  Government regulations and cultural values can also affect store operations. 
Some differences, such as holidays, hours of operation, and regulations governing 
part-time employees and terminations, are easy to identify. Other factors require 
a  deeper understanding. For example, Latin American culture is very family 
 oriented, so traditional U.S. work schedules would need to be adjusted so that 
Latin American employees could have more time with their families. Boots, a U.K. 
drugstore chain, has the checkout clerks in its Japanese stores standing up because 
it discovered that Japanese shoppers found it offensive to pay money to a seated 
clerk, but retailers have to provide seating for checkout clerks in Germany. Retail-
ers in Germany also must recycle packaging materials sold in their stores. Also in 
Germany, seasonal sales can be held only during specific weeks and apply only to 
specific product categories, and the amount of the discounts are limited. Spanish 
and French retailers work under government-controlled operating hours and 
must mind policies prohibiting midseason sales.   

 Global Culture   To be global, retailers must think globally. It is not sufficient 
to transplant a home-country culture and infrastructure to another country. In 
this regard, Carrefour is truly global. In the early years of its international expan-
sion, it started in each country slowly, an approach that reduced the company’s 
ethnocentrism. Further enriching its global perspective, Carrefour has always en-
couraged the rapid development of local management and retains few expatriates 
in its overseas operations. Carrefour’s management ranks are truly international. 
One is just as likely to run across a Portuguese regional manager in Hong Kong as 
a French or Chinese one. Finally, Carrefour discourages the classic overseas “tour 
of duty” mentality often found in U.S. firms. International assignments are impor-
tant in themselves, not just as stepping stones to ultimate career advancement 
back in France. The globalization of Carrefour’s culture is perhaps most evident in 
the speed with which ideas flow throughout the organization. A global manage-
ment structure of regional committees, which meet regularly, advances the aware-
ness and implementation of global best practices. The proof of Carrefour’s global 
commitment lies in the numbers: It has had more than 30 years of international 
experience in 30 countries, both developed and developing.40   

 Financial Resources   Expansion into international markets requires a long-term 
commitment and considerable up-front planning. Retailers find it very difficult 
to generate short-term profits when they make the transition to global retailing. 
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Although firms such as Walmart, Carrefour, Office Depot, and Costco often initially 
have difficulty achieving success in new global markets, these large firms generally 
are in a strong financial position and therefore have the ability to keep investing in 
projects long enough to become successful.    

 Entry Strategies 
 Four approaches that retailers can take when entering nondomestic markets are 
direct investment, joint venture, strategic alliance, and franchising.  41    

 Direct Investment      Direct investment    occurs when a retail firm invests in 
and owns a retail operation in a foreign country. This entry strategy requires the 
highest level of investment and exposes the retailer to the greatest risks, but it also 
has the highest potential returns. A key advantage of direct investment is that the 
retailer has complete control of the operations. For example, McDonald’s chose 
this entry strategy for the U.K. market, building a plant to produce buns when lo-
cal suppliers could not meet its specifications.   

 Joint Venture   A    joint venture    is formed when the entering retailer pools its 
resources with a local retailer to form a new company in which ownership, control, 
and profits are shared. A joint-venture entry strategy reduces the entrant’s risks. In 
addition to sharing the financial burden, the local partner provides an understand-
ing of the market and has access to local resources, such as vendors and real estate. 
Many foreign countries, such as India, require that foreign entrants partner with 
domestic firms. Problems with this entry approach can arise if the partners disagree 
or the government places restrictions on the repatriation of profits.   

 Strategic Alliance   A    strategic alliance    is a collaborative relationship between 
independent firms. For example, a retailer might enter an international market 
through direct investment but use independent firms to facilitate its local logisti-
cal and warehousing activities.   

 Franchising      Franchising    offers the lowest risk and requires the least investment. 
However, the retailer has limited control over the retail operations in the foreign 
country, its potential profit is reduced, and the risk of assisting in the creation of a 
local domestic competitor increases. The U.K.-based Marks & Spencer, for exam-
ple, has franchised stores in 30 countries.  42   The franchising appendix at the end of 
the text provides a thorough discussion of this method of entering global markets.      

 In the previous sections, we reviewed the elements in a strategy statement, the 
potential approaches for building a sustainable competitive advantage, and the 
potential growth opportunities that retailers can consider. In this section, we out-
line the process retailers use to review their present situation and decide on a 
strategy to pursue. 
    The    strategic retail planning process    is the set of steps a retailer goes through 
to develop a strategy and plan  43   (see Exhibit 5–7). It describes how retailers select 
target market segments, determine the appropriate retail format, and build sus-
tainable competitive advantages. As indicated in Exhibit 5–7, it is not always nec-
essary to go through the entire process each time a strategy and plan are developed 
(step 7). For instance, a retailer could evaluate its performance and go directly to 
step 2 to conduct a situation audit. 
    The planning process can be used to formulate strategic plans at different levels 
within a retail corporation. For example, the corporate strategic plan of Tesco in-
dicates how to allocate resources across the corporation’s various divisions, such as 

 THE STRATEGIC RETAIL PLANNING PROCESS  
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7. Evaluate performance and make adjustments

6. Develop a retail mix to implement strategy

5. Establish specific objectives and allocate resources

4. Evaluate strategic alternatives

3. Identify strategic opportunities

2. Conduct a situation audit:
Market attractiveness analysis
Competitor analysis
Self-analysis

1. Define the business mission
  EXHIBIT 5–7 
 Stages in the Strategic 
Retail Planning Process  

Tesco, Tesco Extra, Tesco Express, Tesco Metro, Tesco Homeplus, and One Stop. 
Each division, in turn, develops its own strategic plan. 
    As we discuss the steps in the retail planning process, we will apply each step to 
the planning process Kelly Bradford is undertaking. Kelly owns Gifts To Go, a 
small, two-store chain in the Chicago area. One of her 1,000-square-foot stores is 
located in the downtown area; the other is in an upscale suburban mall. The target 
market for Gifts To Go is upper-income men and women looking for gifts in the 
$50 to $500 price range. The stores have an eclectic selection of merchandise, in-
cluding handmade jewelry and crafts, fine china and glassware, perfume, watches, 
writing instruments, and a variety of one-of-a-kind items. Gifts To Go also has 
developed a number of loyal customers who are contacted by sales associates when 
family anniversaries and birthdays come up. In many cases, customers have a close 
relationship with a sales associate and enough confidence in the associate’s judg-
ment that they tell the associate to pick out an appropriate gift. The turnover of 
Gifts To Go sales associates is low for the industry, because Kelly treats associates 
as part of the family. The company pays for medical insurance for all associates, 
and they share in the profits of the firm.  

 Step 1: Define the Business Mission 
 The first step in the strategic retail planning process is to define the business mis-
sion. The    mission statement    is a broad description of a retailer’s objectives and 
the scope of activities it plans to undertake.  44   While the principle objective of a 
publicly held firm is to maximize its stockholders’ wealth, firms are concerned 
about their impact on society. 
    For example, Maxine Clark, founder and chief executive bear at Build-A-Bear 
Workshop, in discussing her goals for the company, says, “We also believe strongly 
that we need to give back to the communities in which we have stores. For example, 
as part of our on-going commitment to children’s health and wellness, we  introduced 
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a series of Nicki Bears to honor Nicki Giampolo, a young girl who lost her life to 
cancer. A portion of the sales of each Nicki is donated to support programs that help 
children maintain normal lives while they struggle with difficult health issues.”  45   
Owners of small, privately held firms frequently have other objectives, such as achiev-
ing a specific level of income and avoiding risks rather than maximizing income. 
    The mission statement defines the general nature of the target segments and 
retail formats on which the firm will focus. For example, the mission statement of an 
office supply category specialist, “Serve the customer, build value for shareholders, 
and create opportunities for associates,” is too broad. It fails to provide a sense of 
strategic direction. 
    In developing the mission statement, managers need to answer five questions: 
(1) What business are we in? (2) What should our business be in the future? (3) 
Who are our customers? (4) What are our capabilities? (5) What do we want to 
accomplish? Gifts To Go’s mission statement is “The mission of Gifts To Go is to 
be the leading retailer of higher-priced gifts in Chicago and provide a stable in-
come of $100,000 per year for the owner.” 
    Because the mission statement defines the retailer’s objectives and the scope of 
activities it plans to undertake, Gifts To Go’s mission statement clarifies that its 
management won’t consider retail opportunities outside the Chicago area, selling 
low-priced gifts, or activities that might jeopardize its ability to generate $100,000 
in annual income.   

 Step 2: Conduct a Situation Audit 
 After developing a mission statement and setting objectives, the next step in the 
strategic planning process is to conduct a    situation audit    ,  an analysis of the 
 opportunities and threats in the retail environment and the strengths and weak-
nesses of the retail business relative to its competitors. The elements in the situa-
tion analysis are shown in Exhibit 5–8. 

  Market Factors   Some critical factors related to consumers and their buying 
patterns are the target market size and growth, sales cyclicality, and seasonality. 
Market size, typically measured in retail sales dollars, is important because it indi-
cates a retailer’s opportunity to generate revenues to cover its investment. 
  Growing markets are typically more attractive than mature or declining mar-
kets. For example, retail markets for limited-assortment, extreme-value retailers 
are growing faster than are those for department stores. Typically, the return on 
investment may be higher in growing markets because competition is less intense 
than in mature markets. Because new customers are just beginning to patronize 
stores in growing markets, they may not have developed strong store loyalties and 
thus might be easier to attract to new retail offerings. 
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1ST  EXHIBIT 5–8 
 Elements in a Situation 
Audit  

Lev30026_ch05_108-139.indd Page 132  10/15/10  3:10 PM user-f494Lev30026_ch05_108-139.indd Page 132  10/15/10  3:10 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



133Retail Market Strategy CHAPTER 5

  Firms are often interested in minimizing the business cycle’s impact on their 
sales. Thus, retail markets for merchandise that is affected by economic conditions 
(such as cars and major appliances) are less attractive than retail markets that are 
less affected by economic conditions (such as food). 
  In general, markets with highly seasonal sales are unattractive because a lot of 
resources are needed to accommodate the peak season and then the resources go 
underutilized the rest of the year. Retailers can take steps to reduce seasonality; for 
instance, ski resorts can promote summer vacations. 
  To conduct an analysis of the market factors for Gifts To Go, Kelly Bradford 
went on the Internet to get information about the size, growth, and cyclical and 
seasonal nature of the gift market in general and, more specifically, in Chicago. On 
the basis of her analysis, she concluded that the market factors were attractive. 
The market for more expensive gifts was large, growing, and not vulnerable to 
business cycles. The only negative aspect was the high seasonality of gifts, with 
peaks at Valentine’s Day, June (due to weddings), Christmas, and other holidays.   

 Competitive Factors   The nature of the competition in retail markets is 
 affected by barriers to entry, the bargaining power of vendors, and competitive 
rivalry.  46   Retail markets are more attractive when competitive entry is costly.    
Barriers to entry    are conditions in a retail market that make it difficult for other 
firms to enter the market. Some of these conditions are (1) scale economies, 
(2) customer loyalty, and (3) the availability of great locations. 
     Scale economies    are cost advantages due to a retailer’s size. Markets domi-
nated by large competitors with scale economies are typically unattractive because 
the dominant firms have sustainable cost advantages. For example, an entrepre-
neur would view the drugstore market as unattractive because it is dominated by 
three large firms, Walgreens, CVS, and Rite Aid. These firms have considerable 
cost advantages over an entrepreneur because they have significant bargaining 
power over suppliers and can buy merchandise at lower prices. They have the re-
sources to invest in the latest technology and can spread the fixed costs of such 
investments across more outlets. 
  Retail markets dominated by a well-established retailer that has developed a 
loyal group of customers also are unattractive. For example, Home Depot’s high 
customer loyalty in Atlanta, where it has its corporate offices, makes it hard for a 
competing home improvement center to enter the Atlanta market. 
  Finally, the availability of locations may impede competitive entry. Staples, for 
instance, attributes part of its success over its rivals in the northeastern United 
States to its first-mover advantage. The Northeast has a preponderance of mature 
but stable retail markets, so finding new locations is more difficult there than it is 
in most of the rest of the United States. Because Staples started in the Northeast, 
it was able to open stores in the best available locations. 
  Entry barriers are a double-edged sword. A retail market with high entry barri-
ers is very attractive for retailers presently competing in that market, because 
those barriers limit competition. However, markets with high entry barriers are 
unattractive for retailers not already in the market. 
  Another competitive factor is the    bargaining power of vendors    .  Markets are 
less attractive when only a few vendors control the merchandise sold in the mar-
ket. In such situations, vendors have the opportunity to dictate prices and other 
terms (like delivery dates), reducing the retailer’s profits. For example, the market 
for retailing fashionable cosmetics is less attractive because two suppliers, Estée 
Lauder (Estée Lauder, Clinique, Prescriptives, Aveda, Jo Malone, Bumble and 
Bumble, Tommy Hilfiger, MAC, and Origins) and L’Oréal (Maybelline, Giorgio 
Armani, RedKen, Lancôme, Garnier, and Ralph Lauren) provide most of the de-
sirable premium brands. Because department stores need these brands to support 
a fashion image, the suppliers have the power to sell their products to retailers at 
high prices. 
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  The final competitive factor is the level of competitive rivalry in the retail 
 market.    Competitive rivalry    is the frequency and intensity of reactions to actions 
undertaken by competitors. When rivalry is high, price wars erupt, employee raids 
occur, advertising and promotion expenses increase, and profit potential falls. Con-
ditions that may lead to intense rivalry include (1) a large number of competitors 
that are all about the same size, (2) slow growth, (3) high fixed costs, and (4) a lack 
of perceived differences between competing retailers. For example, Home Depot 
and Lowe’s have an intense rivalry in many markets. 
  When Kelly Bradford started to analyze the competitive factors for Gifts To 
Go, she realized that identifying her competitors wasn’t easy. Although there were 
no gift stores carrying similar merchandise at the same price points in the Chicago 
area, there were various other retailers from which a customer could buy gifts. She 
identified her primary competitors as department stores, craft galleries, catalogs, 
and Internet retailers. Kelly felt there were some scale economies in developing 
customer databases to support gift retailing. The lack of large suppliers meant that 
vendors’ bargaining power wasn’t a problem, and competitive rivalry was minimal 
because the gift business was not a critical part of a department store’s overall 
business. In addition, merchandise carried by the various retailers offered consid-
erable differentiation opportunities.   

 Environmental Factors   Environmental factors that can affect market attrac-
tiveness include technological, economic, regulatory, and social changes. When a 
retail market is going through significant changes in technology, existing competi-
tors are vulnerable to new entrants that are skilled at using the new technology. 
Many traditional store-based retailers were slow to develop their multichannel 
Internet strategies fully. For instance, in the 1990s, few retailers offered the ability 
for customers to purchase over the Internet and return merchandise to a store. 
Today, however, the larger multichannel retailers set the standards for services 
provided through technology. 
  Some retailers may be more affected by economic conditions than others. Dur-
ing tough economic times, retailers that offer a perceived high-value offering, 
such as discount, off-price, warehouse clubs, and extreme-value retailers, are in a 
much better position than retailers specializing in luxury goods, such as jewelry 
stores, designer apparel specialty stores, and gourmet and organic grocers. 
  Government regulations can reduce the attractiveness of a retail market. For 
example, until recently, government regulations made it difficult for foreign-
owned retailers to open stores in India.  47   Also, many local governments within 
the United States have tried to stop Walmart from entering their markets in an 
attempt to protect locally owned retailers. 
  Finally, trends in demographics, lifestyles, attitudes, and personal values affect 
retail markets’ attractiveness. Apple specializes in developing aesthetically de-
signed products in areas of popular technology. Its stores also mimic the high-tech 
design of its products and are known to have “Apple Style.” The products are ap-
pealing to aficionados of technology, as well as to nontechnological consumers. 
Apple Stores are simple to navigate and friendly, and the architecture is similar to 
that of a fashion or luxury store.  48   
  Retailers need to answer three questions about each environmental factor:  
  1.   What new developments or changes might occur, such as new technologies 

and regulations or different social factors and economic conditions?  
  2.   What is the likelihood that these environmental changes will occur? What key 

factors affect whether these changes will occur?  
  3.   How will these changes affect each retail market, the firm, and its competitors?   
  Kelly Bradford’s primary concern when she did an environmental analysis was 
the potential growth of Internet gift retailers such as RedEnvelope. Gifts seem 
ideal for an electronic channel, because customers can order the item over the 
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Internet and have it shipped directly to the gift recipient. Kelly also recognized 
that the electronic channel could effectively collect information about customers 
and then target promotions and suggestions to them when future gift-giving occa-
sions arose.   

 Strengths and Weaknesses Analysis   The most critical aspect of the situa-
tion audit is for a retailer to determine its unique capabilities in terms of its 
strengths and weaknesses relative to the competition. A    strengths and weak-
nesses analysis    indicates how well the business can seize opportunities and avoid 
harm from threats in the environment. Exhibit 5–9 outlines some issues to con-
sider in performing a strengths and weaknesses analysis. 
  Here is Kelly Bradford’s analysis of Gifts To Go’s strengths and weaknesses:    

MANAGEMENT CAPABILITY

In performing a self-analysis, the retailer considers the potential areas for developing a competitive advantage
listed below and answers the following questions:

At what is our company good?
In which of these areas is our company better than our competitors?
In which of these areas does our company’s unique capabilities provide a sustainable competitive advantage

or a basis for developing one?

Capabilities and experience of top
management

Depth of management—capabilities of
middle management

Management’s commitment to firm

MERCHANDISING CAPABILITIES
Knowledge and skills of buyers
Relationships with vendors
Capabilities in developing private brands
Advertising and promotion capabilities

FINANCIAL RESOURCES
Cash flow from existing business
Ability to raise debt or equity financing

STORE MANAGEMENT CAPABILITIES
Management capabilities
Quality of sales associates
Commitment of sales associates to firm

OPERATIONS
Overhead cost structure
Quality of operating systems
Distribution capabilities
Management information systems
Loss prevention systems
Inventory control systems

LOCATIONS

CUSTOMERS
Loyalty of customers

  EXHIBIT 5–9 
 Elements in a Strengths 
and Weaknesses Analysis  

Management capability  Limited—Two excellent store managers and a relatively inexperienced person helped Kelly buy 

 merchandise. An accounting firm kept the financial records for the business but had no skills in 

 developing and utilizing customer databases.

Financial resources  Good—Gifts To Go had no debt and a good relationship with a bank. Kelly had saved $255,000 that she had 

in liquid securities.

Operations  Poor—While Kelly felt Gifts To Go had relatively low overhead, the company did not have a computer- 

based inventory control system or management and customer information systems. Her competitors 

 (local department stores, catalog, and Internet retailers) certainly had superior systems.

Merchandising capabilities  Good—Kelly had a flair for selecting unique gifts, and she had excellent relationships with vendors 

 providing one-of-a-kind merchandise.

Store management capabilities  Excellent—The store managers and sales associates were excellent. They were very attentive to customers 

and loyal to the firm. Employee and customer theft were kept to a minimum.

Locations  Excellent—Both of Gifts To Go’s locations were excellent. The downtown location was convenient for office 

workers. The suburban mall location was at a heavily trafficked juncture.

Customers  Good—While Gifts To Go did not achieve the sales volume in gifts done in department stores, the company 

had a loyal base of customers.

Lev30026_ch05_108-139.indd Page 135  10/15/10  3:10 PM user-f494Lev30026_ch05_108-139.indd Page 135  10/15/10  3:10 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



136 SECTION 1I Retailing Strategy

 Market Competitive

Growth Opportunity Attractiveness Position

Increase size of present stores and amount of merchandise in stores Low High

Open additional gift stores in Chicago area Medium Medium

Open gift stores outside the Chicago area (new geographic Medium Low

segment)

Sell lower-priced gifts in present stores or open new stores selling Medium Low

low-priced gifts (new benefit segment)

Sell apparel and other nongift merchandise to same customers in same High Medium

or new stores

Sell similar gift merchandise to same market segment using High Low

the Internet

Open apparel stores targeted at teenagers High Low

Open a category specialist selling low-priced gifts High Low

 Step 3: Identify Strategic Opportunities 
 After completing the situation audit, the next step is to identify opportunities for 
increasing retail sales. Kelly Bradford presently competes in gift retailing using a 
specialty store format. The strategic alternatives she is considering are defined in 
terms of the growth opportunities in Exhibit 5–4. Note that some of these growth 
strategies involve a redefinition of her mission.   

 Step 4: Evaluate Strategic Opportunities 
 The fourth step in the strategic planning process is to evaluate opportunities that 
have been identified in the situation audit. The evaluation determines the retailer’s 
potential to establish a sustainable competitive advantage and reap long-term 
profits from the opportunities being evaluated. Thus, a retailer must focus on 
 opportunities that utilize its strengths and its competitive advantage. 
    Both the market attractiveness and the strengths and weaknesses of the retailer 
need to be considered in evaluating strategic opportunities. The greatest invest-
ments should be made in market opportunities for which the retailer has a strong 
competitive position. Here’s Kelly’s informal analysis:   

 Step 5: Establish Specific Objectives and 
Allocate Resources 
 After evaluating the strategic investment opportunities, the next step in the stra-
tegic planning process is to establish a specific objective for each opportunity. 
The retailer’s overall objective is included in the mission statement; the specific 
objectives are goals against which progress toward the overall objective can be 
measured. Thus, these specific objectives have three components: (1) the perfor-
mance sought, including a numerical index against which progress may be mea-
sured; (2) a time frame within which the goal is to be achieved; and (3) the level 
of investment needed to achieve the objective. Typically, the performance levels 
are financial criteria such as return on investment, sales, or profits. Kelly’s objec-
tive is to increase profits by 20 percent in each of the next five years. She expects 
she will need to invest an additional $25,000 in her apparel and other nongift 
merchandise inventory.   

 Step 6: Develop a Retail Mix to Implement the Strategy 
 The sixth step in the planning process is to develop a retail mix for each opportu-
nity in which an investment will be made and control and evaluate performance. 
Decisions related to the elements in the retail mix are discussed in Sections III 
and IV.   
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 Step 7: Evaluate Performance and Make Adjustments 
 The final step in the planning process is to evaluate the results of the strategy and 
implementation program. If the retailer is meeting or exceeding its objectives, 
changes aren’t needed. But if the retailer fails to meet its objectives, reanalysis 
is required. Typically, this reanalysis starts with reviewing the implementation 
programs, but it may indicate that the strategy (or even the mission statement) 
needs to be reconsidered. This conclusion would result in starting a new plan-
ning process, including a new situation audit. Retailing View 5.4 illustrates how 
changes in the competitive environment forced Hot Topic to reevaluate its entire 
retail format.   

 Strategic Planning in the Real World 
 The planning process in Exhibit 5–7 suggests that strategic decisions are made in 
a sequential manner. After the business mission is defined, the situation audit is 
performed, strategic opportunities are identified, alternatives are evaluated, objec-
tives are set, resources are allocated, the implementation plan is developed, and, 
finally, performance is evaluated and adjustments are made. But actual planning 
processes have interactions among the steps. For example, the situation audit may 
uncover a logical alternative for the firm to consider, even though this alternative 
isn’t included in the mission statement. Thus, the mission statement may need to 
be reformulated. The development of the implementation plan might reveal that 
the resources allocated to a particular opportunity are insufficient to achieve the 
objective. In that case, the objective would need to be changed, the resources 
would need to be increased, or the retailer might consider not investing in the 
 opportunity at all.   

 RETAILING VIEW   Hot Topic Emphasizes Its Strength in Indie Music   5.4 
 Hot Topic, which started in the late 1980s, differentiated itself 
from other mall-based retailers targeting the Generation Y seg-
ment by offering an edgier alternative. It offered goth merchan-
dise in its stores, which were frequented by customers and sales 
associates with tattoos, multiple piercings, spiked hair, and all-
black clothing. Over time, Hot Topic looked like an also-ran in 
the crowded teen-retailer market. The taste of fickle teens had 
changed. Its sales were stagnant. Mall foot traffic was down. 
  Hot Topic analyzed its situation and discovered that its basis of 
advantage among teens wasn’t its goth image but its connection to 
the indie music scene—the small avant-garde bands it promoted 
with its private-label t-shirts. So it repositioned itself, reducing its 
emphasis on goth-look apparel and placing more emphasis on 
merchandise linked to cutting-edge music and entertainment. 
  Today, its stores feel more like campus student centers 
with loud music, dark walls, and bulletin boards crammed with 
concert flyers and staff music picks. Hot Topic began hosting 
free acoustic shows, called Local Static, featuring bands cho-
sen by salespeople in its local stores. The company stresses 
its connection with music through its music download site, 
ShockHound. 
  It also licensed exclusively Twilight’s four-book-and-film fran-
chise about teen vampire love. The movie’s stars did a national 
tour of Hot Topic stores, and the retailer supplied hot choco-
late and pizza to thousands of fans. 

 Sources: Kate Rockwood, “How Hot Topic’s Culture-Heavy Strategy 
Helped It Sizzle during the Downturn,”  Fast Company , September 1, 
2009; Jayne O’Donnell, “Hot Topic CEO Betsy McLaughin Lives in 
Two Worlds,”  USA Today , March 23, 2010.  

Hot Topic’s store design reflects alterations in its retail 
strategy in response to changes in its environment.
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 Strategic planning is an ongoing process. Every day, re-
tailers audit their situations, examine consumer trends, 
study new technologies, and monitor competitive activi-
ties. But the retail strategy statement does not change ev-
ery year or every six months; the strategy statement is 
reviewed and altered only when major changes in the re-
tailer’s environment or capabilities occur. 
  When a retailer undertakes a major reexamination of its 
strategy, the process for developing a new strategy state-
ment may take a year or two. Potential strategic directions 
are generated by people at all levels of the organization 
and then evaluated by senior executives and operating per-
sonnel to ensure that the eventual strategic direction is 
profitable in the long run and can be implemented. 
  A retailer’s long-term performance is largely deter-
mined by its strategy. A strategy coordinates employees’ 
activities and communicates the direction the retailer 
plans to take. Thus, the retail market strategy describes 

both the strategic direction and the process by which the 
strategy is to be developed. 
  The retail strategy statement includes the identifica-
tion of a target market and the retail format (its offering) 
to be directed toward that target market. The statement 
also needs to indicate the retailer’s approaches for build-
ing a sustainable competitive advantage. Five important 
opportunities for retailers to develop sustainable competi-
tive advantages are (1) customer loyalty, (2) location, (3) 
human resource management, (4) distribution and infor-
mation systems, and (5) vendor relations, 
  The strategic planning process consists of a sequence 
of steps: (1) defining the business mission, (2) conducting 
a situation audit, (3) identifying strategic opportunities, 
(4) evaluating the alternatives, (5) establishing specific ob-
jectives and allocating resources, (6) developing a retail 
mix to implement the strategy, and (7) evaluating perfor-
mance and making adjustments.       
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 KEY TERMS  

   1.    CONTINUING CASE ASSIGNMENT  Prepare 
an analysis of the company you selected for the con-
tinuing assignment. Identify its direct competitors, its 
target market and positioning, its strategy with respect 
to its competitors, its retail format (the elements in its 
retail mix—merchandise variety and assortment, pric-
ing, locations), and its bases for developing a competi-
tive advantage relative to its competitors. Outline the 
retailer’s strengths, weaknesses, opportunities, and 
threats relative to its competitors. Pick a specific 
country in which the firm does not operate, and make 
a recommendation about whether the retailer should 
enter the country and, if so, how it should do so.  

   2.    INTERNET EXERCISE  Visit the Web sites for 
IKEA (www.ikea.com) and Starbucks (www.starbucks.

com). Are the look and feel of these Internet sites con-
sistent with the in-store experience of these retailers?  

   3.    INTERNET EXERCISE  Go to the Web sites for 
Walmart (www.walmartstores.com), Carrefour (www.
carrefour.fr), Royal Ahold (www.ahold.com), and 
Metro AG (www.metro.de). Which chain has the 
most global strategy? Justify your answer.  

   4.    GO SHOPPING  Visit two stores that sell similar 
merchandise categories and cater to the same target 
segment(s). How are their retail formats (the elements 
in their retail mixes) similar? Dissimilar? On what bases 
do they have a sustainable competitive advantage? Ex-
plain which you believe has a stronger position.  

   5.    WEB OLC EXERCISE  Go to the student side of the 
book’s Web site, and click on “Market Position 

 GET OUT AND DO IT!  
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Matrix.” Exercise 1:  This spreadsheet describes an analy-
sis of international growth opportunities. What num-
bers in the matrices would have to change to make 
China and France more attractive opportunities? To 
make Brazil and Mexico less attractive opportunities? 
Change the numbers in the matrices, and see what effect 
this has on the overall position of the opportunity in the 
grid.  Exercise 2:  The market attractiveness/competitive 
position matrix can also be used by a department store 
to evaluate its merchandise categories and determine 
how much it should invest in each category. Fill in the 

importance weights (10 5 very important, 1 5 not very 
important) and the evaluations of the merchandise cat-
egories (10 5 excellent, 1 5 poor), and then see what is 
recommended by the plot on the opportunity matrix. 
 Exercise 3:  Think of another investment decision that a 
retailer might make, and analyze it using the strategic 
analysis matrix. List the alternatives and the characteris-
tics of the alternatives, and then put in the importance 
weights for the characteristics (10 5 very important, 1 = 
not very important) and the evaluation of each alterna-
tive on each characteristic (10 5 excellent, 1 5 poor).     

   1.   For each of the four retailers discussed at the begin-
ning of the chapter (Lululemon, Curves, Magazine 
Luiza, Save-A-Lot), describe its strategy and the basis 
of its competitive advantage.  

   2.   Choose a retailer, and describe how it has developed a 
competitive strategic advantage.  

   3.   Give an example of a market penetration, a retail for-
mat development, a market expansion, and a diversifi-
cation growth strategy that Best Buy might use.  

   4.   Choose your favorite retailer. Draw and explain a po-
sitioning map, like that shown in Exhibit 5–3, that 
includes your retailer, retailers that sell the same types 
of merchandise, and the target customer segments 
(ideal points).  

   5.   Do a situation analysis for McDonald’s. What is its 
mission? What are its strengths and weaknesses? 
What environmental threats might it face over the 
next 10 years? How could it prepare for these threats?  

   6.   What are Neiman Marcus’s and PetSmart’s bases for 
sustainable competitive advantage? Are they really 
sustainable, or are they easily copied?  

   7.   Assume you are interested in opening a restaurant in 
your town. Go through the steps in the strategic plan-

ning process shown in Exhibit 5–7. Focus on conduct-
ing a situation audit of the local restaurant market, 
identifying and evaluating alternatives, and selecting a 
target market and a retail mix for the restaurant.  

   8.   The Gap owns several chains, Old Navy and Banana Re-
public. What type of growth opportunity was The Gap 
pursuing when it opened each of these retail concepts? 
Which is most synergistic with the original Gap chain?  

   9.   Identify a store or service provider that you believe has 
an effective loyalty program. Explain why it is effective.  

   10.   Choose a retailer that you believe could be, but is not 
yet, successful in other countries. Explain why you 
think it could be successful.  

   11.   Amazon.com started as an Internet retailer selling 
books. Then it pursued a variety of growth opportuni-
ties including expanding to groceries, DVDs, apparel, 
software, and travel services; introducing e-readers 
(Kindle); operating the Internet channel for other re-
tailers; and hosting virtual stores for small, independent 
retailers.  Evaluate these growth opportunities in terms 
of the probability that they will be profitable businesses 
for Amazon.com. What competitive advantages does 
Amazon.com bring to each of these businesses?     
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 Financial Strategy   

BrandsMart is the No. 1 retailer in South Florida and 

 Atlanta of consumer appliances, electronics, and house-

wares. Our mission is to deliver the best name-brand 

products to our customers at the lowest prices possible. 

Each of our stores has thousands of products in stock 

including televisions, all types of appliances, audio, video, 

home theater, large flat screen TVs, car stereos, small appli-

ances, computers, cellular and satellite phones, entertain-

ment furniture, and thousands of accessories. This means 

our customers can take most products with them or 

choose to let our professional delivery and installation 

department deliver the products to their homes. 

 We can offer the lowest prices in our markets because 

of our buying power with vendors; our scale with over 

$125 million sales in each location; and our low margins. 

But to provide a good return for our investors, we need 

to couple the low margins with high inventory turnover. 

Our goal is to have 10 to 12 inventory turns a year. Most 

people think that the key to financial performance is 

profit margin, but with us it’s inventory turnover. 

 We don’t want any merchandise in our stores for over 

60 days. So when our buyers have dated merchandise—

merchandise that has been in the stores over 60 days—

they need to explore ways of getting rid of the merchandise 

without impacting profits. They often negotiate to get the 

vendor to take back the slow selling merchandise in 

 exchange for  merchandise that is more appealing to our 

customers. Vendors may also elect to have us reduce the 

price of the slow moving inventory and then compensate 

us for the loss margin. 

 In addition to exploring approaches for increasing inven-

tory turnover, we are very aggressive at keeping our over-

head costs lost. Several times a year we take a close look at 

our SG&A expenses to see if there are ways we can re-

duce labor, energy, and advertising costs and still attract 

customers to our stores and provide a rewarding shopping 

experience for them. Our salespeople are commissioned 

so that labor costs only increase if sales go up. We leverage 

our advertising budget with contributions from our ven-

dors through their co-op advertising programs. However, 

some vendors require us to advertise their products at the 

manufacturer suggested retail price even though we might 

EXECUTIVE BRIEFING
Lary Sinewitz, Executive Vice-President, 
BrandsMart USA
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   QUESTIONS 

 How is a retail strategy reflected in a retailer’s financial 
objectives? 

 What are the two paths to improving financial 
performance? 

 What is the strategic profit model, and how is it used 
to evaluate performance and investment decisions? 

 What measures do retailers use to assess their 
performance?    

   C H A P T E R  6 

 Financial objectives and goals are an integral part of a retailer’s market strat-
egy. In Chapter 5, we examined how retailers develop their strategy and 
build a sustainable competitive advantage to generate a continuing stream 

of profits. In this chapter, we look at how financial analysis is used to assess the 
retailer’s market strategy—to monitor the retailer’s performance, assess the rea-
sons its performance is above or below expectations, and provide insights into 
appropriate actions that can be taken if performance falls short of expectations. 
  For example, Kelly Bradford, the owner of Gifts To Go, whom we described in 
Chapter 5, needs to know how well she is doing because she wants to stay in busi-
ness, be successful, increase the profitability of her company, and realize her goal of 
generating an annual income over $100,000. To assess her performance, she can add 
up the receipts at the end of each day. But this simple measure, sales, doesn’t provide 
a complete assessment of how she is doing financially, and it may even be mislead-
ing. For instance, she might find that sales meet expectations and her accountant 
tells her business is profitable, but she doesn’t have the cash to buy new merchandise 
or pay her employees. When this happens, Kelly needs to analyze her business to 
determine the cause of the problem and what can be done to overcome it. 
  In this chapter, we first review the types of objectives that retailers have. Then 
we introduce the strategic profit model and use it to analyze the factors affecting 
the financial performance of a firm and approaches for improving performance. 
To illustrate the use of this model, we examine and compare the factors affecting 
the performance of Family Dollar Stores and Nordstrom, two successful retailers 
targeting customers at the opposite ends of the income distribution. Then we 
demonstrate how the model can be used to evaluate one of the growth opportuni-
ties Kelly Bradford is considering. In the last part of this chapter, we examine 
productivity measures that assess the performance of retailing activities, merchan-
dise management, and store operations.  

be selling it at a lower price in our stores. So we tell our 

customers in our advertising and on our Web site that they 

may find even lower prices when they visit our stores. 

 The two keys to the success of our business are 

keeping a close watch on the financial drivers of our 

business model and developing a deep understanding of 

the financial implications of decisions we make from 

buying office supplies to choosing the merchandise we 

sell to customers.
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 OBJECTIVES AND GOALS  
 As we discussed in Chapter 5, the first step in the strategic planning process in-
volves articulating the retailer’s objectives and the scope of activities it plans to 
undertake. These objectives guide the development of the retailer’s strategy and 
the specific performance goals that determine whether the retailer’s objectives are 
being achieved.  1   When the goals are not being achieved, the retailer knows that it 
must take corrective actions. Three types of objectives that a retailer might have 
are (1) financial, (2) societal, and (3) personal.  

 Financial Objectives 
 When assessing the financial performance of a firm, most people focus on profits: 
What were the retailer’s profits or profit as a percentage of sales last year, and 
what will they be this year and into the future? But the appropriate financial per-
formance measure is not profits but return on assets.    Return on assets (ROA)    is 
the profit generated by the assets possessed by the firm. Kelly Bradford set a fi-
nancial objective of making a profit of at least $100,000 a year, but she really needs 
to consider the assets she needs to employ to make the desired $100,000. Kelly 
Bradford would be delighted if she made $100,000 and only needed $500,000 in 
assets (a 20 percent ROA) but would be disappointed if she had to use $4,000,000 
in assets to make $100,000 profit (a 2.5 percent ROA).   

 Societal Objectives 
 Societal objectives are related to broader issues that provide benefits to society—
that is, making the world a better place to live. For example, retailers might be 
concerned about providing employment opportunities for people in a particular 
area or for minorities or people with disabilities. Other societal objectives might 

 RETAILING VIEW   Teeing Up Kids   6.1 
 Meri Zeiff ,  a first grade teacher in California ,  launched an entre-
preneurial retail venture because she was upset that her stu-
dents were coming to school in T-shirts with negative messages 
on them. She saw kids wearing T-shirts with slogans like “Spoiled 
Brat” or “I’m with Stupid” and thought they were not “how 
happy kids think. That’s how a jaded adult tells a kid to think.” 
Her research supported her contention. Kids preferred T-shirts 
with “First grade rocks!” “Go green!” and “I love Mommy!” She 
created a business, Verymeri. In her retail business, children un-
der 18 submit designs for T-shirts, and customers vote on their 
favorites. The winners are added to her product line and receive 
3 percent of the profits from their designs. 
  But Zeiff wanted to do more than just create a happy 
T-shirt retail outlet. From the beginning, her company has had 
a charitable component. It donates part of its profits to a pro-
gram called Free Arts for Abused Children. As the company 
grew, she decided to let the children support the charities of 
their choice. Winning designers choose their favorite charity, 
and another 3 percent of the profits from the sales of the 
$24 shirts are donated to that organization. Zeiff estimates 
that about $50,000 has been donated to various charities. She 
says this component of her business allows children to voice 
their concerns and act on the issues that matter to them in 
the world. As a first-grade teacher, she says, “I always stressed 
to my kids the idea of giving, the idea of sharing, the idea of 

always being kind. . . . That’s how I ran my classroom. It’s how 
I run my business.” 

 Sources: www.verymeri.com; Gwen Moran, “Teed Up,”  Entrepreneur 
Magazine,  April 2010.  

  One of Meri Zeiff ’s objectives when she started her retail 
business was to make kids happy.  
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Return

on assets

Net profit

margin

percent

Net sales

Asset

turnover

Net sales

Total assets

Profit 

management

path

Asset 

management

path

Net profit

margin

after taxes

  EXHIBIT 6–1 
 Components in the 
Strategic Profit Model  

 STRATEGIC PROFIT MODEL  
 The    strategic profit model   , illustrated in Exhibit 6–1, is a method for summariz-
ing the factors that affect a firm’s financial performance, as measured by return on 
assets. Return on assets is an important performance measure for a firm and its 
stockholders because it measures the profits that a firm makes relative to the assets 
it possesses. Two retailers that each generate profits of $1 million, at first glance, 
might look like they have comparable performance. But the performance of the 
retailers looks quite different if one has $10 million in assets and the other has $25 
million. The performance of the first would be higher because it needs fewer as-
sets to earn its profit than does the other. Thus, a retailer cannot only concern it-
self with making a profit. It must make a profit efficiently by balancing both profit 
and assets needed to make the profit. 
    The    operating profit margin    ,  also called    earnings before interest and taxes 
(EBIT),    is a measure of the profitability from continuing operations of a retailer 
and is a useful predictor of the retailer’s profitability in the future.    Asset turnover    
is the retailer’s net sales divided by its assets. This financial measure assesses the 

include offering people unique merchandise, such as environmentally friendly 
products; providing an innovative service to improve personal health, such as 
weight reduction programs; or sponsoring community events. Retailing View 6.1 
describes a retail entrepreneur offering a happy message for children. 
    Compared to financial objectives, societal performance objectives are more dif-
ficult to measure. But explicit societal goals can be set, such as specific reductions in 
energy usage and excess packaging, increased use of renewable resources, and sup-
port for nonprofit organizations such as United Way and Habitat for Humanity.   

 Personal Objectives 
 Many retailers, particularly owners of small, independent businesses, have impor-
tant personal objectives, including self-gratification, status, and respect. For ex-
ample, the owner/operator of a bookstore may find it rewarding to interact with 
others who like reading and authors who visit the store for book-signing promo-
tions. By operating a popular store, a retailer might become recognized as a well-
respected business leader in the community. 
    While societal and personal objectives are important to some retailers, all re-
tailers need to be concerned about financial objectives or they will fail. Therefore, 
the remaining sections of this chapter focus on financial objectives and the factors 
affecting a retailer’s ability to achieve financial goals.     

  REFACT 
 In 1946, George Nelson Day-
ton, the son of Target Corpo-
ration’s founder, established 
a standard of contributing 
5 percent of the corpora-
tion’s income to programs 
that serve the communities 
in which it has stores.  2    
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productivity of a firm’s investment in its assets and indicates how many dollars are 
generated for each dollar of assets—the firm’s sales with regard to the assets 
needed to generate the sales. Thus, if a retailer’s asset turnover is 3.0, it generates 
$3 in sales for each dollar invested in the firm’s assets. 
    The retailer’s ROA is determined by multiplying the two components together: 

  Net profit margin 3 Asset turnover 5 Return on assets (ROA)
Net profit
Net sales

 3 
Net sales

Total assets
 5 

Net profit
Total assets

      The strategic profit model decomposes ROA into two components: (1) operat-
ing profit margin percentage and (2) asset turnover. These two components illus-
trate that ROA is determined by two sets of activities—profit margin management 
and asset turnover management—and that a high ROA can be achieved by various 
combinations of operating profit margins and asset turnover levels. 
    To illustrate the different approaches for achieving a high ROA, consider the 
financial performance of two very different hypothetical retailers, as shown in 
 Exhibit 6–2. La Chatelaine Bakery has a net operating profit margin of only 1 
percent and an asset turnover of 10, resulting in an ROA of 10 percent. Its oper-
ating profit margin percentage is low because it is in a highly competitive mar-
ket with little opportunity to differentiate its offering. Consumers can buy 
basically the same baked goods from a wide variety of retailers, as well as from 
the other bakeries in the area. However, its asset turnover is relatively high be-
cause the firm has a very low level of inventory assets—it sells everything the 
same day it is baked. 
    On the other hand, Lehring Jewelry Store has a net operating profit margin of 
10 percent—10 times higher than that of the bakery. Even though it has a much 
higher operating profit margin percentage, the jewelry store has the same ROA 
because it has a very low asset turnover of 1. Lehring’s asset turnover is low com-
pared with the bakery’s because Lehring has a high level of inventory and stocks a 
lot of items that take many months to sell. 
    In the next sections, we take a closer look at these two components of ROA. 
We examine the relationship between these ratios and a firm’s retail strategy and 
describe how these financial measures can be used to assess performance with 
traditional accounting information. To illustrate the financial implications of 
different retail strategies, we compare the financial performance of Family Dol-
lar and Nordstrom. The retail strategies of these two retailers is reviewed in 
Retailing View 6.2 

  Profit Margin Management Path 
 The information used to examine the profit margin management path comes from 
the retailer’s income statement, also called the  statement of operations.  The income 
statement summarizes a firm’s financial performance over a period of time, typi-
cally a quarter or year. To capture all the sales, gift card purchases, and returns 
from the holiday season, many retailers set their fiscal year as beginning on Febru-
ary 1 and ending on January 31 of the following year. 
    Exhibit 6–3 shows income statements adapted from the annual reports of Fam-
ily Dollar Stores and Nordstrom. The components in the profit margin manage-
ment path portion of the strategic profit model are summarized for both retailers 
in Exhibit 6–4. 

 Net Profit Margin 3 Asset Turnover 5 Return on Assets

La Chatelaine Bakery  1% 10 times 10%

Lehring Jewelry 10%  1 time 10%

  EXHIBIT 6–2 
 Different Approaches for 
Achieving an Acceptable 
ROA (Bakery and Jewelry 
Store)  

Lev30026_ch06_140-165.indd Page 144  10/15/10  3:12 PM user-f494Lev30026_ch06_140-165.indd Page 144  10/15/10  3:12 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



145Financial Strategy CHAPTER 6

 RETAILING VIEW   Family Dollar and Nordstrom—Retailers Targeting 
Customers at the Opposite Ends of the Income Distribution 

  6.2 

 Family Dollar Stores and Nordstrom both have a high ROA 
but they achieve this high level of financial performance with 
significantly different retail strategies. Family Dollar is an 
 extreme-value, general merchandise retail chain with over 
6,700 stores in 44 states. It is one of the fastest-growing retail 
chains in the United States. The firm continues to pursue its 
original vision of operating relatively small (7,500- to 
9,000-square-foot), self-service stores located in neighbor-
hoods convenient to low- and middle-income consumers. Its 

merchandise assortment features 
basic goods for family and home 
needs. Its no-frills, low-overhead, 
limited-assortment, and cash-and-
carry offering provides its custom-
ers with good value at very low 
prices. Its merchandise is sold at ev-
eryday low prices, with most items 
priced under $10. 

 In 2005, Family Dollar started to add more refrigerated 
and frozen-food options and other perishables to its food 
assortment of snacks and beverages. It now offers meal solu-
tion alternatives for its busy, cost-conscious shoppers. While 
initially its stores accepted only cash, it now accepts credit 
cards, as well as benefits from federal and state food-stamp 
programs. 
  The three pillars of Family Dollar’s efforts to maintain its 
high sales growth rate are (1) open more stores in urban 
markets; (2) expand its assortment in food categories, includ-
ing more fresh products and meal solutions; and (3) put more 
emphasis on the apparel category. Expansion into urban mar-
kets is attractive because of the limited competition. Perish-
ables and apparel are attractive because of their higher 
margins. 
  Nordstrom, Inc., is an upscale department store chain in the 
United States. It operates over 115 department stores and 

70 Nordstrom Rack clearance stores in 28 states. John W. Nord-
strom opened the first Nordstrom store in 1887 in Seattle, 
which continues to be Nordstrom’s headquarters and the site 
of its flagship store. While the initial store was a shoe retailer, 
today the stores also sell clothing, accessories, handbags, jew-
elry, cosmetics, fragrances, and, in some locations, home fur-
nishings. However, Nordstrom continues to carry an 
extraordinarily deep and broad assortment of shoes, about 
15,000 SKUs in a typical department store. 
  Nordstrom is known for its outstanding customer ser-
vice. Its customer-centric organizational culture is epito-
mized by its “handbook” that is given to new employees. The 
original handbook was a single 5- by 8-inch gray card con-
taining 75 words:  

 Welcome to Nordstrom 

 We’re glad to have you with our Company. Our number one 
goal is to provide outstanding customer service. Set both your 
personal and professional goals high. We have great confidence 
in your ability to achieve them. 

  Nordstrom Rules: Rule #1: Use good judgment in all 

situations. There will be no additional rules.  

 Please feel free to ask your department manager, store manager, 
or division general manager any question at any time.  

  Now, in addition to this card, a full handbook of other more 
specific rules and legal regulations is given to new employees. 

 Sources: www.familydollar.com (accessed April 15, 2010); www. 
neimanmarcus.com (accessed April 15, 2010); Susan Reda, “Quick-Trip 
Strategy, Long-Term Plan,”  Stores , July 2008, p. 26; Deena M. Amato-
McCoy, “A Dollar for Their Innovative Thoughts,”  Chain Store Age,  
 January 2008, p. 29; www.nordstrom.com (accessed April 1, 2010); 
Robert Spector and Patrick McCarthy,  The Nordstrom Way to Customer 
Service Excellence  (Hoboken, NJ: Wiley, 2005).  

  REFACT 
 The first Family Dollar store 
was opened in Charlotte, 
North Carolina, in 1959 by 
a 21-year-old entrepreneur, 
Leonard Levine.  3    

  Family Dollar (left) and Nordstrom (right) have radically different retail strategies and financial performance ratios. Family 
Dollar emphasizes the asset management performance path, while Nordstrom emphasizes the margin management path.  
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  EXHIBIT 6–4 
 Profit Management Path 
for Family Dollar Stores 
and Nordstrom  

Operating
expenses
$2,121
$2,109

Net operating profit
before tax
 $458    
 $839    

Gross margin
 $2,579  
 $2,948  

Cost of goods sold
$4,822
$5,328

Net sales
$7,401
$8,206

–

–

Family dollar
Nordstrom

  SOURCES: Family Dollar Stores 10-K report submitted to SEC October 27, 2009; Nordstrom 10-K 
report submitted to SEC March 20, 2010.  

  Components in the Profit Management Path   The four components in the 
profit margin management path are net sales, cost of goods sold (COGS), gross 
margin, and operating profit margin.    Net sales    are the total revenues received by 
a retailer that are related to selling merchandise during a given time period. The 
sources of revenue are sales to customers minus the credit and cash refunds cus-
tomers received for returned merchandise. 
  Sources of revenue that are not considered part of net sales are special charges 
to customers and credit card interest. For example, warehouse clubs generate rev-
enue from annual membership fees, and retailers with frequent shopper programs 
may charge customers for enrolling in the program. Nordstrom has its own credit 
card on which it receives revenues from late payments. We do not consider these 

  EXHIBIT 6–3 
 Fiscal Annual Income 
Statement for Family 
Dollar and Nordstrom 
($ millions)  

  *Includes buying and occupancy costs.  

 SOURCES: Family Dollar Stores 10-K report submitted to SEC October 27, 2009; 
Nordstrom 10-K report submitted to SEC March 20, 2010. 

        Family Dollar   Nordstrom  

     8/29/2009   1/30/2010  

  Net sales   $7,401   $8,276  

  COGS   4,822   5,328  

  Gross margin   2,579   2,948  

  SG&A   2,121   2,109 *   

  Operating profit margin   458   839  

  Interest   63   138  

  Taxes   160   255  

  Net profit   235   446  

  Gross margin (%)   34.8   35.6  

  SG&A as % of sales   28.7   25.5  

  Operating profit margin (%)   6.2   10.1  

  Profit margin (%)   3.2   5.4     
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other sources of revenue as part of net sales because they reflect business activities 
unrelated to the merchandise sold. 
  Some retailers have additional revenue sources related to merchandise sales, 
such as payments from vendors. For example, supermarket retailers often charge 
consumer packaged goods manufacturers a fee to stock a new product. Retailers 
may also require that vendors pay a penalty when the merchandise bought from 
the vendor does not meet all the terms of the purchase agreement, such as those 
regarding delivery. Such payments from vendors are typically incorporated into 
the income statement as a reduction in the COGS. 
     Cost of goods sold (COGS)    is the amount a retailer pays to vendors for the 
merchandise the retailer sells.    Gross margin    ,  also called    gross profit    ,  is the net 
sales minus the cost of the goods sold. It is an important measure in retailing be-
cause it indicates how much profit the retailer is making on merchandise sold, 
without considering the expenses associated with operating the store and corpo-
rate overhead expenses. 

  Gross margin 5 Net sales 2 Cost of goods sold  

     Operating expenses    include    selling, general, and administrative (SG&A) 
expenses    plus the depreciation of the retailer’s assets. The SG&A includes over-
head costs associated with normal business operations, such as salaries for sales 
associates and managers, advertising, utilities, office supplies, transportation from 
the retailer’s warehouses to its stores, and rent. 
  Some retailers will include other expenses, such as the cost of opening or clos-
ing stores and/or the cost of integrating an acquisition in their operations, in ad-
dition to depreciation and SG&A as operating expenses. When estimating a 
retailer’s operating expenses, one needs to decide whether these other expenses are 
related to the normal operations of the retailer or are    extraordinary nonrecur-
ring expenses    that arise only during the year in which they are incurred. For ex-
ample, the expenses for store openings might occur each year as a growing retailer 
opens new stores, while expenses related to an acquisition probably occur only in 
the specific year of the acquisition and may not reflect the operating income the 
 retailer will realize in the future. 
   Operating profit margin,  also called  earnings before interest and taxes (EBIT),  is the 
gross margin minus operating and extraordinary recurring expenses. Finally,    net 
profit margin    is the operating profit minus interest and taxes. We focus on the 
operating profit margin because it reflects the performance of retailers’ funda-
mental operations, not the financial decisions retailers make concerning taxes and 
capital structure (borrowing money versus selling stock). 

  Operating profit margin 5  Gross margin 2 Operating expenses 2 Extraordinary 
(recurring) operating expenses

 Net profit margin 5  Operating profit margin 2 Taxes 2 Interest 2 
Extraordinary nonrecurring expenses    

 Analyzing Performance on the Profit Margin Management Path   The 
level of sales, gross margin, and operating profit in Exhibit 6–4 provide some useful 
information about the financial performance of the two retailers. However, it is dif-
ficult to compare the performance of the retailers when they differ in size. If Family 
Dollar was interested in comparing its performance with Walmart, it would expect 
that Walmart would have a much greater gross margin and operating profit because 
it has 50 times greater sales than Family Dollar. Thus, some of the differences in the 
income statement numbers will be due to differences in size, not in the performance 
of the retailers. It is useful to consider ratios with net sales in the denominator when 
evaluating a retailer’s performance and comparing it to other retailers. Three useful 
ratios in the profit management path are gross margin percentage, operating profit 
margin percentage, and SG&A as a percentage of sales. 
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     Gross margin percentage    is gross margin divided by net sales. Retailers use this 
ratio to compare (1) the performance of various types of merchandise and (2) their 
own performance with that of other retailers with higher or lower levels of sales. 

 
Gross margin

Net sales  5 Gross margin %

Family Dollar:  
$2,579
$7,401 5 34.8%

Nordstrom: 
$3,317
$8,276 5 35.6%

  Family Dollar and Nordstrom have about the same gross margin percentage, 
which is surprising. One would expect the difference in their gross margin percent-
ages to be greater because of their different retail strategies. Extreme-value retail-
ers like Family Dollar generally have lower gross margin percentages than upscale 
department stores because they sell primarily staples with predictable sales and 
thus have lower clearance discounts and offer limited customer service. They offer 
low prices because they target price-conscious customers. Upscale department 
stores, in contrast, sell fashionable merchandise, which often involves providing 
greater customer service and thus adds to expenses. They can also charge higher 
prices because their customers are less price-conscious and their salespeople are 
trained to point out the benefits of higher-quality merchandise. It is important for 
department stores to achieve a relatively high gross margin because their operating 
expenses are typically higher than those of some other retail formats. 
  Like the gross margin, SG&A or operating expenses can be expressed as a per-
centage of net sales to facilitate comparisons across items, stores, and merchandise 
categories within and between firms. Family Dollar has slightly higher SG&A 
expenses, as a percentage of its net sales, compared to Nordstrom. 

 
Operating expenses

Net sales  5 Operating expenses %

Family Dollar:  
$2,121
$4,701 5 28.7%

Nordstrom: 
$2,109
$8,275 5 25.5%

  Family Dollar’s SG&A percentage is higher, in part, because it needs to manage 
over 6,600 relatively small stores compared to Nordstrom’s 122 department stores 
(and 70 outlet stores). However, extreme-value retailers usually have lower ex-
penses because their rent is cheaper and they provide limited sales assistance and 
few services. They also have fewer buyers, and their buying process is less expensive 
because they do less traveling and are primarily involved in buying and rebuying 
staples, which is less time-consuming than buying fashion merchandise. Like the 
gross margin and operating expenses, net operating profit is often expressed as a 
percentage of net sales to facilitate comparisons across items, merchandise catego-
ries, and departments within and between firms. Retailing View 6.3 reviews the 
creative ways that Costco reduces its SG&A costs. 
  Finally, net operating profit percentage is gross margin minus operating ex-
penses divided by net sales. 

 
Gross margin 2 Operating expenses

Net sales  5 Net operating profit %

Family Dollar:  $2,579 2 $2,121
$7,401

 5 6.2%

Nordstrom: $2,948 2 $2,109
$8,276

 5 10.1%
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  Nordstrom’s operating profit margin percentage is more than 50 percent 
greater than that of Family Dollar. Thus, this component of the strategic profit 
model suggests that Nordstrom is outperforming Family Dollar, but the discus-
sion below of the asset management path tells a different story.  4      

 Asset Management Path 
 The information used to analyze a retailer’s asset management path primarily 
comes from the retailer’s balance sheet. While the income statement summarizes 
financial performance over a period of time (usually a year or quarter), the balance 
sheet summarizes a retailer’s financial position at a given point in time, typically 
the end of its fiscal year. Family Dollar Stores’ and Nordstrom’s balance sheets are 
shown in Exhibit 6–5, and the asset management path components in the strategic 
profit model are shown in Exhibit 6–6. 

  Components in the Asset Management Path      Assets    are economic re-
sources (e.g., inventory, buildings, computers, store fixtures) owned or con-
trolled by a firm. There are two types of assets, current and fixed.    Current 
assets    are assets that can normally be converted to cash within one year. For 
retailers, current assets are primarily cash, accounts receivable, and merchandise 
inventory. 

  Current assets 5  Cash 1 Accounts receivable 1 Merchandise inventory 1 
Other current assets  

 RETAILING VIEW   Cutting Costs at Costco Wholesale   6.3 
 Costco Wholesale Corporation is the largest warehouse club 
chain in the world, with more than $74 billion in sales from its 
567 stores. It positions itself as having low prices on a wide as-
sortment ranging from wheels of Parmesan cheese to 55-inch 
flat-screen TVs. Keeping prices low is challenging in light of in-
creasing commodity prices, so Costco works with its vendors 
to control costs. 
  For example, Costco typically buys 70 percent of the large, 
premium macadamia nuts produced by Mauna Loa, a division of 
Hershey, leaving Mauna Loa with an inventory of small nuts. 
Costco buyers have worked with Mauna Loa to use smaller 
nuts in a new chocolate-nut cluster that will be sold exclusively 
at Costco. Because Mauna Loa won’t have to face the uncer-
tainty of selling those smaller nuts at a steep discount, it can 
afford to offer Costco better prices for its premium nuts. 
  Simple packaging changes can have impressive results. For 
example, packaging cashews into square containers instead of 
traditional round ones enables Costco to increase the number 
of units it can stack on a pallet from 280 to 426. This relatively 
minor change to a product selling $100 million a year decreases 
the number of pallets shipped annually by 24,000, decreases the 
number of truck trips by 600, and reduces the number of pallets 
Costco needs by 200,000. 
  However, Costco does not scrimp on its employees. Eighty-
six percent of its employees get health care and other benefits, 
even though half of its employees are part-timers. The average 
compensation of store employees is $20 an hour, more than 50 
percent higher than the industry average. No Costco employees 

were laid off during the recession. Costco believes that treating 
its employees well actually reduces labor costs in the long run. 
Its employee turnover is only 13 percent, among the lowest in 
the retail industry. 

 Sources: Amanda Ruggeri, “Building an Empire from the Employees 
Up,”  U.S. News & World Report , November 2009, p. 51; Jena McGregor, 
“Costco’s Artful Discounts,”  BusinessWeek , October 20, 2008, p. 58.  

  Changing this jar of nuts from a round shape to 
a square shape made a significant reduction in 
Costco’s SG&A.  
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  EXHIBIT 6–5 
 Asset Information from 
Family Dollar Stores’ and 
Nordstrom’s Balance 
Sheets ($ millions)  

 SOURCES: Family Dollar Stores 10-K report submitted to SEC October 27, 2009; 
Nordstrom 10-K report submitted to SEC March 20, 2010. 

        Family Dollar   Nordstrom  

     8/29/2009   1/30/2010  

        Cash   $439   $795  

  Accounts receivable      2,035  

  Inventory   994   898  

  Other current assets   166   326  

  Total current assets   1,599   4,054  

  Net property and equipment   1,056   2,242  

  Other assets   186   283  

  Total assets   2,841   6,579  

  Current liabilities   1,060   2,014  

  Long-term debt   250   2,257  

  Other liabilities   93   736  

  Equity   1,345   836  

  Asset turnover   2.6   1.3  

  Operating profit margin (%)   6.2   10.1  

  ROA (%)   16.1   12.8     

Accounts

receivable

$0

$2,035

Merchandise

inventory

$994

$898

Other current

assets

$166

$326

Total current

assets

$1,599

$4,054

Cash

 $439    

$795 

Net sales

$7,401 

 $8,276   

Total assets

 $2,841   

 $6,579   

Fixed assets

$1,242

$2,552

Asset turnover

2.6%

1.3%

+

+

+

+

÷

Family dollar

Nordstrom

  EXHIBIT 6–6 
 Asset Management Path 
for Family Dollar and 
Nordstrom  

     Accounts receivable    are primarily the monies owed to the retailer by custom-
ers that have bought merchandise on credit. These receivables typically come 
from a retailer’s    proprietary store credit cards,    or    in-house credit cards    .  The 
store’s name is on the cards, and the billing is administered by the retailer, not a 
credit card company such as Visa or MasterCard.  5   These credit cards provide 
an important service to customers. They make it possible for customers to buy 
merchandise and pay it off over time rather than all at once. But offering this 
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 service is costly because it increases accounts receivable and thus the total amount 
of assets needed by the retailer. To ease the financial burden of carrying accounts 
receivable, retailers often use third-party credit cards, such as Visa or MasterCard, 
and collect from delinquent accounts quickly. 
  Merchandise inventory is a critical asset providing a benefit to customers. It 
enables customers to get the right merchandise at the right time and place. 
Stocking more merchandise increases sales because it increases the chances that 
customers will find something they want. As with accounts receivable, increas-
ing the level of inventory increases the amount that retailers need to invest in 
this asset. 
     Fixed assets    are assets that require more than a year to convert to cash. In re-
tailing, the principal fixed assets are buildings (if store property is owned by the 
retailer rather than leased), distribution centers, fixtures (e.g., display racks), and 
equipment (e.g., computers, delivery trucks). 
   Asset turnover  is net sales divided by total assets. It is a measure assessing the 
performance of the asset management component in the strategic profit model. 

 
Net sales

Total assets 5 Asset turnover

Family Dollar:  
$7,401
$2,841 5 2.6

Nordstrom: 
 8,276
$6,579 5 1.3

  Inventory turnover, which measures how effectively retailers utilize their in-
vestment in inventory, is another important ratio for assessing retail performance. 
   Inventory turnover    is COGS during a time period, typically a year, divided by 
the average level of inventory at cost during the time period. To measure the aver-
age inventory level, retailers determine the inventory value on each day of the year 
and divide by 365. (See Chapter 12.) A surrogate measure for average inventory is 
the inventory value reported on the balance sheet. 

 
Cost of goods sold

Average inventory at cost 5 Inventory turnover

Family Dollar:  
$4,822
$994  5 4.85

Nordstrom: 
$5,328
$898  5 5.93

   Intangible Assets   Notice that the balance sheet does not include most of the 
critical assets used by retailers to develop a sustainable competitive advantage (dis-
cussed in Chapter 5) such as brand image, customer loyalty, customer service, in-
formation and supply chain systems, human resources (committed, knowledgeable 
employees), and a database of customer buying behavior and preferences. Due to 
accounting rules, the balance sheet includes only tangible assets for which there is 
an objective measure of value. For example, the value of inventory or a building is 
based on the amount the firm paid for the asset, not what it is worth at the end of 
the fiscal year. 
  The assets discussed in Chapter 5 are largely intangible. They cannot be objec-
tively measured and thus are not included in the balance sheet assets. However, 
these assets are important in generating long-term financial performance. The 
exclusion of these intangible assets in accounting statements is the reason why the 
value of the company based on its stock price is often substantially greater than 
the assets minus the liabilities reported on its balance sheet.    Liabilities    are money 
that the firm owes others, such as invoices that it has not paid vendors for mer-
chandise and the interest and principal from money borrowed.   
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 Analyzing Performance of the Asset Management Path   Family Dollar’s 
asset turnover is about two times greater than that of Nordstrom. The difference 
in their asset turnovers is largely due to Nordstrom’s sizable accounts receivable 
from its proprietary credit cards. Family Dollar’s accounts receivable are negligi-
ble because most sales are paid for with cash. 
  Nordstrom’s inventory turnover is slightly higher than Family Dollar’s. Typi-
cally, retailers like Family Dollar that sell a limited assortment of commodity-
type products have a higher inventory turnover than retailers like Nordstrom 
selling fashion merchandise. The sales of commodity-type products are easy to 
forecast accurately and thus are more likely to benefit from just-in-time inven-
tory systems. The relatively low inventory turnover for Family Dollar is due to its 
large number of stores, the turmoil arising from opening many new stores, the 
broadening of its offering to include more perishables, and the introduction of 
new POS systems.  6   
  In terms of the profit margin management path, Nordstrom has a higher oper-
ating profit margin and thus performs better than Family Dollar. But Family Dol-
lar has a higher asset turnover than Nordstrom and thus performs better on the 
asset management path. Their overall performance, as measured by ROA, is deter-
mined by considering the effects of both paths, that is, by multiplying the net 
profit margin by asset turnover: 

  Net profit margin   3   Asset turnover   5   Return on assets
Family Dollar: 6.2% 3 2.6 5 16.1%
Nordstrom: 10.1% 3 1.3 5 12.8%  

  Exhibit 6–7 shows the strategic profit model ratios for a variety of retailers. The 
exhibit illustrates that supermarket and discount chains typically have higher asset 
turnovers and lower net profit margin percentages. The apparel specialty stores 
have lower asset turnovers and higher net profit margin percentage. 

  EXHIBIT 6–7 
 Strategic Profit Model 
Ratios for Selected 
Retailers  

SOURCE: 10-K reports filed with the SEC for fiscal year 2010. 

       Operating Profit Margin (%)     Asset Turnover     Return on Assets (%)     

   Category specialists:   

   Best Buy   2.2   2.8   6.3  

   Home Depot   7.3   1.6   11.7  

   Lowe’s   6.6   1.4   9.4  

   PetSmart   6.9   2.2   15.0  

   Apparel specialty stores:   

   The Gap   12.8   1.8   22.7  

   Abercrombie & Fitch   4.0   1.0   4.2  

   Urban Outfitters   20.0   1.2   23.7  

   Discount stores:   

   Walmart   5.9   2.4   14.0  

   Target   7.1   1.5   10.5  

   Costco   2.5   3.2   8.1  

   Supermarkets:   

   Safeway   1.8   2.7   4.8  

   Kroger   1.4   3.5   4.9  

   Whole Foods   3.5   2.1   7.5  

   Department stores:   

   JCPenney   3.8   1.4   5.3  

   Kohl’s   10.0   1.3   13.0  

   Macy’s   4.5   0.7   3.4     
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    Implications for Improving Financial Performance 
 The profit management and asset management paths in the strategic profit model 
suggest approaches for improving financial performance. Focusing on the profit 
management path, the operating profit margin could be increased by increasing 
sales or reducing COGS or operating expenses. For example, Family Dollar could 
increase its sales by increasing advertising to attract more customers. The increase 
in sales will have a positive effect on Family Dollar’s operating profit margin per-
centage and its ROA as long as the increase in advertising expense generates more 
gross margin dollars than the advertising costs. In addition, the increase in sales 
will increase Family Dollar’s asset turnover because sales will increase but assets 
will remain the same. The net effect will have a positive impact on ROA. Looking 
at the asset management path, Nordstrom could increase its asset turnover by 
discontinuing its proprietary card, which would reduce its accounts receivable. 
Eliminating its proprietary credit card might also reduce its operating expenses 
and increase its operating profit margin percentage because Nordstrom would no 
longer have to pay the salaries of the employees managing the credit card. How-
ever, eliminating its proprietary credit card could actually decrease sales because 
customers would miss this service and either buy less or go elsewhere to shop, 
which would have a negative effect on both operating profit margin percentage 
and asset turnover. 
    The strategic profit model illustrates two important issues. First, retailers and 
investors should consider both net profit margin and asset turnover when evaluat-
ing their financial performance. Firms can achieve high performance (high ROA) 
by effectively managing both net profit margin and asset turnover. Second, retail-
ers need to consider the implications of their strategic decisions on both compo-
nents of the strategic profit model. For example, increasing prices might increase 
the gross margin and operating profit margin (profit margin management path). 
However, increasing prices could also result in fewer sales, thereby having a nega-
tive impact on both gross margin and net operating profit margin. At the same 
time, assuming the level of assets stays the same, asset turnover will decrease. 
Thus, a simple change in one strategic variable, such as pricing, has multiple re-
percussions on the strategic profit model, all of which need to be considered when 
determining the impact on ROA.   

 Illustration: Kelly Bradford’s Evaluation of the 
Gifts-To-Go.com Growth Opportunity 
 To illustrate the use of the strategic profit model for evaluating a growth oppor-
tunity, let’s look at the opportunity that Kelly Bradford, from Chapter 5, is con-
sidering. Recall that Kelly Bradford owns Gifts To Go, a two-store chain in the 
Chicago area. She’s considering several growth options, one of which is to open 
an Internet channel called www.Gifts-To-Go.com. She has determined that the 
market size for this channel is high but very competitive. Now she needs to con-
duct a financial analysis for the proposed online channel, compare the projections 
with Gifts To Go stores, and determine the financial performance of the com-
bined businesses. We’ll first look at the profit margin management path, followed 
by the asset turnover management path. Exhibit 6–8 shows income statement 
information for Kelly’s Gifts To Go stores, her estimates for Gifts-To-Go.com, 
and the combined businesses. 

  Profit Margin Management Path   Kelly thinks she can develop Gifts-To-Go.
com into a business that will generate annual sales of $440,000. She anticipates 
some cannibalization of her store sales by the Internet channel; some customers 
who would have bought merchandise at Gifts-To-Go.com will no longer go into 
her stores to make their purchases. She also thinks the Internet channel will 
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 stimulate some store sales; customers who see gift items on her Web site will visit 
the stores and make their purchases there. Thus, she decides to perform the analy-
sis with the assumption that her store sales will remain the same after the intro-
duction of the Internet channel.  

 Gross Margin Percentage   Kelly plans to charge the same prices and sell basically 
the same merchandise, with an extended assortment, on Gifts-To-Go.com as in 
her stores. Thus, she expects the gross margin percentage for store sales will be 
the same as the gross margin percentage for Gifts-To-Go.com sales. 

Gross margin
Net sales  5 Gross margin %

Stores: 
350,000

$700,000 5 50%

Gifts-To-Go.com: 
220,000

$440,000 5 50%

   Operating Expenses   Initially, Kelly thought that her operating expenses as a 
percentage of sales would be lower for Gifts-To-Go.com because she would 
not need to pay rent or have highly trained salespeople. But she discovered 
that her operating expenses as a percentage of sales will be only slightly lower 
for Gifts-To-Go.com, because she needs to hire a firm to maintain the Web 
site, process orders, and get orders ready for shipment. Also, Gifts To Go 
stores have an established clientele and highly trafficked locations with good 
visibility. Although some of her current customers will learn about the Web 
site from her in-store promotions, Kelly will have to invest in advertising and 
promotions to create awareness for her new channel and inform people who 
are unfamiliar with her stores. 

Operating expenses
Net sales  5 Operating expenses %

Stores: 
 250,000
$700,000 5 35.7%

Gifts-To-Go.com: 
 150,000
$440,000 5 34.1%

  EXHIBIT 6–8 
 Income Statement 
Information for Gifts 
To Go Stores and 
Proposed Gifts-To-
Go.com Internet Channel  

 Gifts To Gifts-To-Go.com Businesses

 Go Stores (Projected) Combined

Net sales $700,000 $440,000 $1,140,000

 Less: Cost of goods sold 350,000 220,000 570,000

Gross margin 350,000 220,000 570,000

 Less: Operating expenses 250,000 150,000 400,000

 Less: Depreciation 8,000 0 8,000

Total operating expenses 258,000 150,000 408,000

Net operating profit 92,000 70,000 162,000

 Less: Taxes 32,200 24,500 56,700

Net profit after taxes 59,800 45,500 105,300

Gross margin (%) 50.00 50.00 50.00

Operating expenses (%) 35.70 34.10 35.10

Net profit % after taxes 8.54 10.34 9.20

Net operating profit (%) 14.30 15.90 14.90
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   Net Profit Margin   Because the gross margin and operating expenses as a percent-
age of sales for the two operations are projected to be about the same, Gifts-To-Go.
com is expected to generate a slightly higher net profit margin percentage: 

 
Net profit
Net sales  5 Net profit %

Stores: 
 59,800

$700,000 5 8.5%

Gifts-To-Go.com: 
 45,500

$440,000 5 10.3%

    Asset Turnover Management Path   Now let’s compare the two operations 
using the asset turnover management path with the balance sheet information in 
Exhibit 6–9. 
  Like Gifts To Go, Gifts-To-Go.com will have accounts receivable because many 
customers use credit cards to buy gifts. Because the percentage of credit card sales 
is higher over the Internet channel than in stores, Kelly expects that the accounts 
receivable will be higher for the Internet channel than for the store channel. 
   Kelly estimates that Gifts-To-Go.com will have a higher inventory turnover 
than Gifts To Go stores, because it will consolidate the inventory at one central-
ized distribution center that serves a large sales volume, as opposed to Gifts to 
Go, which has inventory sitting in several stores with relatively lower sales vol-
umes. Additionally, Gifts-To-Go.com will have relationships with several of its 
vendors in which they “drop ship,” or send merchandise directly from the ven-
dor to the customer. In these situations, Gifts-to-Go.com has no inventory 
investment.  

Cost of goods
Average inventory 5 Inventory turnover

Stores: 
 350,000
$175,000 5 2.0

Gifts-To-Go.com: 
220,000
$70,000 5 3.1

  Gifts To Go’s store space is rented. Thus, Kelly’s fixed assets consist of the fix-
tures, lighting, and other leasehold improvements for her stores, as well as equip-
ment such as point-of-sale terminals. Kelly also has invested in assets that make 
her stores aesthetically pleasing. Gifts-To-Go.com is outsourcing the fulfillment 
of orders placed on its Web site, so it has no warehouse assets. Thus, its fixed assets 
are its Web site and order processing computer system. 

  EXHIBIT 6–9 
 Balance Sheet Information 
for Gifts To Go Stores and 
Proposed Internet Channel  

 Gifts To Gifts-To-Go.com Businesses

 Go Stores (Projected) Combined

Accounts receivable $140,000 $120,000 $260,000

Merchandise inventory 175,000 70,000 245,000

Cash 35,000 11,000 46,000

Total current assets 350,000 201,000 551,000

Fixed assets 30,000 10,000 40,000

Total assets 380,000 211,000 591,000

Ratios:

Inventory turnover 2.00 3.10 2.30

Asset turnover 1.84 2.09 1.93

ROA (%) 15.70 21.60 17.80
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  As she expects, Gifts-To-Go.com’s projected asset turnover is higher than that 
of Gifts To Go’s stores, because Kelly estimates that Gifts-To-Go.com will have a 
higher inventory turnover, and its other assets are lower. 

 
Net sales

Total assets
 5 Asset turnover

Stores: 
 700,000
$380,000

 5 1.84

Gifts-To-Go.com: 
 440,000
$211,000

 5 2.09

  Because Kelly’s estimates for the net profit margin and asset turnover for Gifts-
To-Go.com are higher than those for her stores, Gifts-To-Go.com achieves a 
higher ROA. Thus, this strategic profit model analysis indicates that Gifts-To-Go.
com is a financially viable growth opportunity for Kelly. 

 Net profit margin 3 Asset turnover 5 Return on assets
Stores: 8.54% 3 1.84 5 15.7%
Gifts-To-Go.com: 10.3% 3 2.09 5 21.5%

   Using the Strategic Profit Model to Analyze Other Decisions   Kelly might 
consider an investment in a computerized inventory control system that would help 
her make better decisions about which merchandise to order, when to reorder mer-
chandise, and when to lower prices on merchandise that is not being bought. 
  If she buys the system, her sales will increase because she will have a greater 
percentage of merchandise that is selling well and fewer stockouts. Her gross mar-
gin percentage will also increase because she won’t have to mark down as much 
slow-selling merchandise. 
  Looking at the asset turnover management path, the purchase of the computer sys-
tem will increase her fixed assets by the amount of the system, but her inventory turn-
over will increase and the level of inventory assets will decrease, because she is able to 
buy more efficiently. Thus, her asset turnover will probably increase, because sales will 
increase at a greater percentage than will total assets. Total assets may actually decrease 
if the additional cost of the inventory system is less than the reduction in inventory.      

 ANALYSIS OF FINANCIAL STRENGTH  
 The previous sections have illustrated how the strategic profit model can be used 
to analyze the factors affecting some key retail performance ratios—operating 
profit margin percentage and asset turnover. The model provides insights into 
how retailers can improve their performance. However, retailing is a highly com-
petitive industry, and thus major bankruptcies are common. Exhibit 6–10 lists 
some retailers of significant size that have filed for bankruptcy protection since 
2008. Retailers, vendors, and investors need to assess the financial strength of a 
firm. Specifically, what are the chances that the retailer will continue to operate or 
will go bankrupt? In this section we discuss measures used to assess the financial 
strength of retailers—the probability that they will go bankrupt. These measures 
include cash flow, debt-to-equity ratio, quick ratio, and current ratio. 

  Cash-Flow Analysis 
 You might think that a retailer’s profits determine its financial strength. If a re-
tailer is profitable, there is little chance it will go bankrupt; but if it incurs losses 
for an extended period of time, the chances of its going bankrupt are significant. 
However, retailers can be forced to declare bankruptcy even when they show a 
profit on their income statements. Retailers become insolvent and declare bank-
ruptcy when they do not have the cash needed to meet their obligations—when 
they cannot pay their employees, their landlords (rent), and/or their vendors. 
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    Profits are not the same as cash flow. For example, a retailer might borrow 
money from a bank. The loan appears as a liability on its balance sheet. The inter-
est on the loan, a relatively small percentage of the loan value, appears as an inter-
est expense on the retailer’s income statement and reduces the retailer’s profits 
slightly. However, when the retailer is required to pay back the loan to the bank, 
the retailer must have a significant amount of cash available to pay for the entire 
amount of the loan. 
    Retailers have cash coming in from the sales of merchandise, and they use this 
cash to pay vendors, employees, developers, utilities, and the like. The amount of cash 
coming into the business, and when it comes into the business, is crucial because the 
availability of cash allows retailers to continue operating in the longer term. 
    The cash receipts and expenditures tend to be fairly stable. Employee salaries, 
vendor invoices, and rent, for example, are paid monthly or weekly. Sometimes, 
however, retailers face radical changes in the flow of cash. During the holiday sea-
son, for instance, retailers have to buy and pay for more merchandise to support 
the higher-than-normal level of sales. 
    One measure of financial strength is cash flow. In addition to providing a bal-
ance sheet and income statement, firms also provide a cash-flow statement as an-
other indicator of the financial strength of the firm. Cash flow is calculated by 
making certain adjustments to net profit. These adjustments involve adding or 
subtracting differences in revenue and expenses that occur from one period to the 
next. For example, if inventories increase from one time period to another, cash 
flow decreases because cash was spent to buy more inventory. If SG&A decreases, 
cash flow decreases—less cash was required to pay for the overhead expenses. In 
addition, some income statement entries that affect net profits, such as deprecia-
tion, do not involve cash. Depreciation is not really a cash expense; it is an amount 
that is deducted from the total value of an asset that was previously paid for.   

 Debt-Equity Ratio 
 The    debt-to-equity ratio    is the retailer’s short- and long-term debt divided by 
the value of the owners’ or stockholders’ equity in the firm. Owners’ equity is the 
difference after subtracting all liabilities from assets. It is the owners’ (or stock-
holders’) investment in the business. The debt-to-equity ratio measures how much 
money a company can safely borrow over long periods of time. A high ratio means 
the retailer faces greater risk and more potential for bankruptcy. Generally, when 
retailers that have a debt-to-equity ratio of over 40 to 50 percent, they face signifi-
cant risk of financial problems.   

 Current Ratio 
 The    current ratio    is probably the best-known and most often used measure of 
financial strength. The current ratio is short-term assets divided by short-term li-
abilities. It evaluates the retailer’s ability to pay its short-term debt obligations, 
such as accounts payable (payments to suppliers) and short-term loans payable to 
a bank, with short-term assets such as cash, accounts receivable, and inventory.   

  EXHIBIT 6–10 
 Major Retail Bankruptcies 
since 2008  

Basha’s Goody’s

Bi-Lo K-B Toys

Boscov’s Linens ‘n Things

Bruno’s Mervyns

Circuit City Mrs. Fields Famous Brands

Crabtree & Evelyn Ritz Camera

Eddie Bauer Sharper Image

Filene’s Basement S&K Warehouse

Golfer’s Warehouse Steve & Berry’s

Gottschalks
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 Quick Ratio 
 The    quick ratio,    sometimes called the    acid-test ratio,    is a more stringent test of 
financial strength than the current ratio because it removes inventory from the 
short-term assets. Inventory is the short-term asset that takes the longest to con-
vert into cash. Thus, if a retailer needs cash to pay its short-term liabilities, it can-
not rely on inventory to provide an immediate source for cash. 
    The financial strength measures for Family Dollar and Nordstrom are shown 
in Exhibit 6–11.     These measures of financial strength indicate that Family Dollar 
and Nordstrom are in relatively strong financial positions. Both have a significant 
positive cash flow. Nordstrom has a high debt-to-equity ratio but strong current and 
quick ratios. 
    While ROA and its components and assessments of cash flow are important indi-
cators of a retailer’s performance, Retailing View 6.4 discusses some other consider-
ations that private equity firms consider when making investments in retailers. 

  EXHIBIT 6–11 
 Financial Strength 
Measures for Family 
Dollar and Nordstrom  

SOURCE: Calculations from financial statements in 10-K reports filed with SEC. 

      Family Dollar   Nordstrom   Average for General

 8/29/2009 1/30/2010 Merchandise Retailers*  

    Net profit margin (%)   16.1   12.8   5.4  

  Cash flow ($ millions)   530   1,251  —   

  Debt to equity   1.04   5.99   1.39  

  Current ratio   1.51   2.01   1.06  

  Quick ratio   0.25   0.60   0.24     

 RETAILING VIEW   Private Equity Firms Invest in Retailers   6.4 
 Private equity firms have been making significant investments in 
retail firms. For example, Blackstone Group and Bain Capital 
teamed up to buy the craft store chain Michaels for $6 billion, and 
KKR and several other firms bought Toys “R” Us for $6.6 billion; 
Texas Pacific, with its partners, bought Neiman Marcus for $5.1 bil-
lion, and Leonard Green & Partner bought The Container Store. 
  Private equity firms are firms that invest their money and the 
money of others, such as union pension funds and university 
endowments. Rather than buying stock in companies, private 
equity investors buy the entire company from its stockholders, 
improve the efficiency of the firm (often by hiring new senior 
managers), and then sell the acquired company several years 
later. Because shares for the acquired company after the acquisi-
tion are not traded on the stock exchange, the company can 
take a long-term perspective toward improving the firm’s opera-
tions since it does not have to issue the quarterly reports re-
quired by the Securities and Exchange Commission (SEC). The 
managers of the acquired firms thus can reengineer a business 
to move away from Wall Street’s ceaseless scrutiny of monthly 
comparable store sales and quarterly growth in earnings. 
  Private equity firms find retailers attractive investments be-
cause many of them have strong cash flows and undervalued 
assets and respond quickly to efficiency improvements and 
changes in strategic direction. Whereas the typical small inves-
tor focuses on profits and return on assets, private equity firms 
are interested in cash flow—the money that the retailer gener-
ates from its operations. A company with a higher cash flow 

reduces the risk of bankruptcy and provides money to invest in 
improving efficiencies, such as installing information systems or 
remodeling stores. 
  Retailers frequently have undervalued assets, such as well-
known private-label brands, leases for space in attractive locations, 
or the land on which their stores are located. A private equity 
company can sell these assets after it acquires a retailer or use the 
assets as collateral to get loans. For example, a private equity firm 
might sell the rights to use a well-known private-label brand to a 
company that would license the brand to other firms. Thus, the 
whole of the retailer is often less than the sum of its parts. 
  The recession and the accompanying credit crisis have damp-
ened private equity firms’ interest in retail acquisitions. The de-
cline in consumer spending has made it difficult to make money 
on core operating businesses. In the past, many of these acquisi-
tions were financed with short-term acquisition loans, which 
were meant to be eventually replaced with permanent financing. 
But private equity firms have had trouble getting permanent 
loans since late 2007. Finally, the dramatic drop in real estate 
values and increasing vacancies in the retail sector have taken 
away the safety net created by the undervalued real estate. 

 Sources: Elaine Misonzhnik, “Private Equity Racks Up Checkered Record 
in Retail Buyouts,”  Retail Traffic , June 29, 2009; Marcus Leroux, “Private 
Equity Shrugs Off Its Image as a Big Bad Wolf Stalking the High Street,” 
The Times , November 2, 2009; Dan Freed, “Stocking Up: Why Buyout 
Firms Love Retail,”  Investment Dealers’ Digest , July 23, 2007, pp. 16–20.  
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     SETTING AND MEASURING PERFORMANCE OBJECTIVES  
 In the previous sections, we have discussed the measures used to evaluate the over-
all financial performance of a retailer—ROA and its components. In this section 
we review some measures used to assess the performance of specific assets pos-
sessed by a retailer—its employees, real estate, and merchandise inventory. Retail-
ers use these measures to evaluate the firm’s performance and set objectives. 
    Setting performance objectives is a necessary component of any firm’s strategic 
management process. Performance objectives should include (1) a numerical index 
of the performance desired against which progress may be measured, (2) a time 
frame within which the objective is to be achieved, and (3) the resources needed to 
achieve the objective. For example, “earning reasonable profits” isn’t a good objec-
tive. It doesn’t provide specific goals that can be used to evaluate performance. 
What’s reasonable? When do you want to realize the profits? A better objective 
would be “earning $100,000 in profit during calendar year 2010 on a $500,000 
investment in inventory and building.”  

 Top-Down versus Bottom-Up Process 
 Setting objectives in large retail organizations entails a combination of the top-
down and bottom-up approaches to planning. 
       Top-down planning    means that goals get set at the top of the organization and 
passed down to the lower operating levels. In a retailing organization, top-down 
planning involves corporate officers developing an overall retail strategy and as-
sessing broad economic, competitive, and consumer trends. With this informa-
tion, they develop performance objectives for the corporation. These overall 
objectives are then broken down into specific objectives for each buyer and mer-
chandise category and for each region, store, and even department within stores 
and the sales associates working in those departments. 
    The overall strategy determines the merchandise variety, assortment, and prod-
uct availability, plus the store size, location, and level of customer service. Then 
the merchandise vice presidents decide which types of merchandise are expected 
to grow, stay the same, or shrink. Next, performance goals are established for each 
buyer and merchandise manager. This process is reviewed in Chapter 12. 
    Similarly, regional store vice presidents translate the company’s performance 
objectives into objectives for each district manager, who then develops objectives 
with the store managers. The process then trickles down to department managers 
in the stores and individual sales associates. The process of setting objectives for 
sales associates in stores is discussed in Chapter 16. 
    This top-down planning is complemented by a bottom-up planning approach. 
   Bottom-up planning    involves lower levels in the company developing perfor-
mance objectives that are aggregated up to develop overall company objectives. 
Buyers and store managers estimate what they can achieve, and their estimates are 
transmitted up the organization to the corporate executives. 
    Frequently there are disagreements between the goals that have trickled down 
from the top and those set by lower-level employees of the organization. For exam-
ple, a store manager may not be able to achieve the 10 percent sales growth set for his 
or her region because a major employer in the area has announced plans to lay off 
2,000 employees. The differences between bottom-up and top-down plans are re-
solved through a negotiation process involving corporate executives and operating 
managers. If the operating managers aren’t involved in the objective-setting process, 
they won’t accept the objectives and thus will be less motivated to achieve them.   

 Who Is Accountable for Performance? 
 At each level of the retail organization, the business unit and its manager should 
be held accountable only for the revenues, expenses, cash flow, and contribution 
to ROA that they can control. Thus, expenses that affect several levels of the 
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 organization (e.g., labor and capital expenses associated with operating a corpo-
rate headquarters) shouldn’t be arbitrarily assigned to lower levels. In the case of a 
store, for example, it may be appropriate to set performance objectives based on 
sales, sales associate productivity, store inventory shrinkage due to employee theft 
and shoplifting, and energy costs. If the buyer lowers prices to get rid of merchan-
dise and therefore profits suffer, it is not fair to assess a store manager’s perfor-
mance on the basis of the resulting decline in store profit. 
    Performance objectives and measures can be used to pinpoint problem areas. 
The reasons that performance may be above or below planned levels must be ex-
amined. Perhaps the managers involved in setting the objectives aren’t very good 
at making estimates. If so, they may need to be trained in forecasting. Also, buyers 
may misrepresent their business unit’s ability to contribute to the firm’s financial 
goals to get a larger inventory budget than is warranted and consequently earn a 
higher bonus. In either case, investment funds would be misallocated. 
    Actual performance may differ from what the plan predicts due to circum-
stances beyond the manager’s control. For example, there may have been a reces-
sion. Assuming the recession wasn’t predicted, or was more severe or lasted longer 
than anticipated, there are several relevant questions: How quickly were plans ad-
justed? How rapidly and appropriately were pricing and promotional policies 
modified? In short, did the manager react to salvage an adverse situation, or did 
the reaction worsen the situation?   

 Performance Objectives and Measures 
 Many factors contribute to a retailer’s overall performance, and this makes it hard 
to find a single measure to evaluate performance. For instance, sales are a global 
measure of a retail store’s activity level. However, a store manager could easily in-
crease sales by lowering prices, but the profit realized on that merchandise (gross 
margin) would suffer as a result. Clearly, an attempt to maximize one measure may 
lower another. Managers must therefore understand how their actions affect mul-
tiple performance measures. It’s usually unwise to use only one measure, because 
it rarely tells the whole story. 
    The measures used to evaluate retail operations vary depending on (1) the level 
of the organization at which the decision is made and (2) the resources the man-
ager controls. For example, the principal resources controlled by store managers 
are space and money for operating expenses (such as wages for sales associates and 
utility payments to light and heat the store). Thus, store managers focus on per-
formance measures like sales per square foot and employee costs. 

   Types of Measures 
 Exhibit 6–12 breaks down a variety of retailers’ performance measures into three 
types: input measures, output measures, and productivity measures.    Input mea-
sures    are the resources or money allocated by a retailer to achieve outputs, or re-
sults. For example, the amount and selection of merchandise inventory, the number 
of stores, the size of the stores, the employees, advertising, markdowns, store hours, 
and promotions all require managerial decisions to allocate resources. 
       Output measures    assess the results of a retailer’s investment decisions. For 
example, sales revenue, gross margin, and net profit margin are all output mea-
sures and ways to evaluate a retailer’s input or resource allocation decisions. A 
   productivity measure    (the ratio of an output to an input) determines how effec-
tively retailers use their resources—what return they get on their investments. 
    In general, because productivity measures are ratios of outputs to inputs, they 
are very useful for comparing the performance of different business units. Suppose 
Kelly Bradford’s two stores are different sizes: One has 5,000 square feet, and the 
other has 10,000 square feet. It’s hard to compare the stores’ performances using 
just output or input measures, because the larger store will probably generate 
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more sales and have higher expenses. But if the larger store has lower space pro-
ductivity because it generates $210 net sales per square foot and the smaller store 
generates $350 per square foot, Kelly knows that the smaller store is operating 
more efficiently, even though it’s generating lower sales.  

 Corporate Performance   At a corporate level, retail executives have three 
critical resources (inputs)—merchandise inventory, store space, and employees—
that they can manage to generate sales and profits (outputs). Thus, effective pro-
ductivity measures of the utilization of these assets include asset and inventory 
turnover, sales per square foot of selling space, and sales per employee. 
  As we have discussed, ROA is an overall productivity measure combining the 
profit margin percentage and asset turnover management. Another commonly 
used measure of overall performance is    comparable store sales growth    (also 
called    same-store sales growth   ), which considers growth in stores that have been 
open for at least one year. Growth in sales can result from increasing the sales 
generated per store or the number of stores. Growth in same-store sales assesses 
the first component in sales growth and thus indicates how well the retailer is do-
ing with its core business concept. New stores do not represent growth from last 
year’s sales but, rather, new sales created where no other sales existed the year be-
fore. Thus, a decrease in same-store sales indicates that the retailer’s fundamental 
business approach is not being well received by its customers, even if overall sales 
are growing because the retailer is opening more new stores.   

 Merchandise Management Measures   The critical resource (input) con-
trolled by merchandise managers is merchandise inventory. Merchandise manag-
ers also have the authority to set initial prices and lower prices when merchandise 
is not selling (i.e., take a markdown). Finally, they negotiate with vendors over the 
price paid for merchandise. 
  Inventory turnover is a productivity measure of the management of inventory; 
higher turnover means greater inventory management productivity. Gross margin 
percentage indicates the performance of merchandise managers in negotiating 
with vendors and buying merchandise that can generate a profit. Discounts (mark-
downs) as a percentage of sales are also a measure of the quality of the merchan-
dise buying decisions. If merchandise managers have a high percentage of 
markdowns, they may not be buying the right merchandise or the right quantities, 
because they weren’t able to sell some of it at its original retail price. Note that 
gross margin and discount percentages are productivity measures, but they are 

 *These productivity measures are commonly expressed as an input-output ratio. 

 Performance Objectives and Measures Used by Retailers    EXHIBIT 6–12 

     Level of Organization   Output   Input   Productivity (output/input)  

    Corporate (measures for   Net sales   Square feet of store space   Return on assets  

   entire corporation)  Net profits   Number of employees   Asset turnover  

     Growth in sales, profits,   Inventory   Sales per employee  

      comparable store sales  Advertising expenditures   Sales per square foot  

  Merchandise management   Net sales   Inventory level   Gross margin return on investment  

(measures for a merchandise   Gross margin   Markdowns     (GMROI)

     category)  Growth in sales   Advertising expenses   Inventory turnover  

        Cost of merchandise   Advertising as a percentage of sales*  

           Markdown as a percentage of sales*  

  Store operations (measures   Net sales   Square feet of selling areas   Net sales per square foot  

   for a store or department  Gross margin   Expenses for utilities   Net sales per sales associate or per  

   within a store)  Growth in sales   Number of sales associates  selling hour

    Utility expenses as a percentage 

   of sales*  

           Inventory shrinkage*     
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typically expressed as an input divided by an output as opposed to the typical pro-
ductivity measures that are outputs divided by inputs.   

 Store Operations Measures   The critical assets controlled by store managers 
are the use of the store space and the management of the store’s employees. Thus, 
measures of store operations productivity include sales per square foot of selling 
space and sales per employee (or sales per employee per working hour, to take into 
account that some employees work part-time). Store management is also respon-
sible for controlling theft by employees and customers (referred to as inventory 
shrinkage), store maintenance, and energy costs (lighting, heating, and air condi-
tioning). Thus, some other productivity measures used to assess the performance of 
store managers are inventory shrinkage and energy costs as a percentage of sales.    

 Assessing Performance: The Role of Benchmarks 
 As we have discussed, the financial measures used to assess performance reflect the 
retailer’s market strategy. For example, because Family Dollar has a different busi-
ness strategy than Nordstrom, it has a lower profit margin. But it earns an accept-
able ROA because it increases its inventory and asset turnovers by stocking a more 
limited merchandise assortment of less fashionable, staple items. In contrast, Nord-
strom specializes in apparel and accessories, and this requires a broad and deep 
merchandise assortment. Thus, it has lower inventory and asset turnover but 
achieves an acceptable ROA through its higher profit margins. In other words, the 
performance of a retailer cannot be assessed accurately simply by looking at iso-
lated measures, because they are affected by the retailer’s strategy. To get a better 
assessment of a retailer’s performance, we need to compare it to a benchmark. Two 
commonly used benchmarks are (1) the performance of the retailer over time and 
(2) the performance of the retailer compared with that of its competitors.   

 Performance over Time   One useful approach for assessing a retailer’s perfor-
mance compares its recent performance with its performance in the preceding 
months, quarters, or years. Exhibit 6–13 shows the performance measures for 
Family Dollar and Nordstrom over a three-year period. 
    Over the three years from 2007 to 2009, Family Dollar’s sales have been 
 increasing while Nordstrom’s sales have decreased. Its gross margin has im-
proved while Nordstrom’s percentage has decreased. Almost all of Family Dollar’s 

SOURCE: Calculations from financial statements in 10-K reports filed with the SEC. 

  EXHIBIT 6–13   Performance Measures for Family Dollar and Nordstrom   

      FAMILY DOLLAR     NORDSTROM      

    Fiscal Year:   2009   2008   2007   2009   2008   2007  

  Net sales ($ millions)   7,401   6,984   6,834   8,276   8,272   8,828  

  Gross margin (%)   34.8   33.6   34.0   35.6   34.5   37.4  

  SG&A as % of sales   28.7   28.4   28.3   25.5   25.4   24.0  

  Operating profit margin (%)   6.1   5.3   5.7   10.1   9.1   13.4  

  Asset turnover   2.60   2.62   2.6   1.26   2.62   2.6  

  Inventory turnover   4.85   4.49   4.23   5.93   6.02   5.78  

  ROA (%)   16.1   13.8   14.8   12.8   23.8   34.9  

  Sales per employee   200   202   198   172   162   161  

  Sales per square foot   157   152   152   368   388   435  

  Comparable store sales (%)   4.0   1.0   2.0   27.2   212.4   3.9  

  Sales per store ($ thousands)   1,120   1,063   1,061   45,000   48,950   56,980     
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 productivity measures are either staying the same or improving. Specifically, com-
parable store sales, inventory turnover, and ROA are all improving. On the other 
hand, Nordstrom’s productivity is degenerating. Gross margin percentage, ROA, 
and sales per square foot are all decreasing, while its SG&A percentage is increas-
ing and comparable store sales are negative. Sales per employee is improving, but 
this might be because the number of employees is down, which could lead to a 
decrease in customer service and a long-term decrease in sales. 
    Note that Nordstrom’s decline in performance relative to Family Dollar during 
this time period might be due primarily to the bad economy. Upscale department 
stores have been adversely affected by the economic recession, while extreme-
value retailers have picked up new customers looking for good deals.   

 Performance Compared to Competitors   A second approach for assessing 
a retailer’s performance involves comparing its performance with that of its com-
petitors. Exhibit 6–14 compares the performance of Nordstrom with two other 
national department store chains, Macy’s and Kohl’s. Kohl’s has considerably bet-
ter comparable store sales. Macy’s has a higher gross margin percentage than the 
other two department store chains, but this benefit is offset by Macy’s higher 
SG&A expenses as a percentage of sales. Nordstrom, on the other hand, has 
greater labor and space productivity.  

  EXHIBIT 6–14 
 Financial Performance 
of Nordstrom and Other 
National Department 
Store Chains (fiscal 
year 2009)  

  SOURCE: Calculations from financial statements in 10-K reports filed with the SEC.  

        Nordstrom   Macy’s   Kohl’s  

    Net sales ($ millions)   8,276   23,489   17,178  

  Gross margin (%)   35.6   40.5   37.8  

  SG&A as % of sales   25.5   34.3   24.1  

  Operating profit margin (%)   10.1   6.2   13.7  

  Asset turnover   1.26   1.10   1.31  

  Inventory turnover   5.93   3.03   3.66  

  ROA (%)   12.80   6.80   17.90  

  Sales per employee   172   146   129  

  Sales per square foot   368   152   217  

  Comparable store sales (%)   27.2   25.3   0.4  

  Sales per store ($ thousands)   44,978   27,732   16,236     

 This chapter explains some basic elements of the retail-
ing financial strategy and examines how retailing strat-
egy affects the financial performance of a firm. We use 
the strategic profit model as a vehicle for understanding 
the complex interrelations between financial ratios and 
retailing strategy. We also note that different types of 
retailers have different financial operating characteris-
tics. Specifically, department store chains like Nord-
strom generally have higher profit margins and lower 
turnover ratios than extreme-value retailers like Family 
Dollar. Yet when margin and turnover are combined 
into return on assets, it is possible to achieve similar fi-
nancial performance. 
  In addition to assessing the performance of a retail op-
eration, the chapter also examines measures used to assess 

the financial strength of a retailer—the probability of the 
business declaring bankruptcy. Four measures of financial 
strength are cash flow, debt-to-equity ratio, current ratio, 
and quick ratio. 
  We also describe some financial performance measures 
used to evaluate different aspects of a retailing organiza-
tion. Although the return-on-assets ratio in the strategic 
profit model is appropriate for evaluating the performance 
of the retail executives responsible for managing the firm, 
other measures are more appropriate for more specific ac-
tivities. For instance, inventory turnover and gross margin 
are appropriate for buyers, whereas store managers should 
be concerned with sales or gross margin per square foot or 
per employee.        

 SUMMARY 
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  accounts receivable,  150   
  assets,  149   
  asset turnover,  143   
  bottom-up planning,  159   
  comparable store sales 

growth,  161   
  cost of goods sold (COGS),  147   
  current assets,  149   
  current ratio,  157   
  debt-to-equity ratio,  157   
  earnings before interest and taxes 

(EBIT),  143   

  extraordinary nonrecurring 
expenses,  147   

  fixed assets,  151   
  gross margin,  147   
  gross margin percentage,  148   
  gross profit,  147   
  in-house credit card,  150   
  input measures,  160   
  inventory turnover,  151   
  liabilities,  150   
  net profit margin,  147   
  net sales,  146   

  operating expenses,  147   
  operating profit margin,  143   
  output measures,  160   
  productivity measures,  160   
  proprietary store credit card,  150   
quick ratio, 129

  return on assets (ROA),  142   
  same-store sales growth,  161   
  selling, general, and administrative 

(SG&A) expenses,  147   
  strategic profit model,  143   
  top-down planning,  159      

 KEY TERMS  

   1.    CONTINUING CASE ASSIGNMENT  Evaluate 
the financial performance of the retailer you have se-
lected for the Continuing Case Assignment and of 
another store that sells similar merchandise catego-
ries but to a very different target market. If yours is a 
high-margin–low-turnover store, compare it with a 
low-margin–high-turnover store. You can get this in-
formation from your chosen store’s latest annual re-
port, available in the “investor relations” area of its 
Web site, at Hoovers Online, or in the Edgar files at 
www.sec.gov. Explain, from a marketing perspective, 
why you would expect the return on assets, gross 
margin percentage, net profit margin percentage, in-
ventory turnover, asset turnover, cash flow, debt-to-
equity ratio, quick ratio, and current ratio to differ 
between the two stores. Which retailer achieves bet-
ter overall financial performance?  

   2.    INTERNET EXERCISE  Go to the latest annual re-
ports, and use the financial information to update the 
numbers in the net profit margin management model 
and the asset turnover management model for Family 
Dollar and Nordstrom. Have there been any significant 

changes in their financial performance? Why are the 
key financial ratios for these two retailers so different?  

   3.    GO SHOPPING  Go to your favorite store, and in-
terview the manager. Determine how the retailer sets 
its performance objectives. Evaluate its procedures 
relative to the procedures presented in the text.  

   4.    WEB OLC EXERCISE  Go to the strategic profit 
model (SPM) on the student side of the book’s Web 
site. The SPM tutorial was designed to provide a re-
fresher course on the basic financial ratios leading to 
return on assets and walks you through the process 
step-by-step. A calculation page is also included that 
will calculate all the ratios. You can type in the num-
bers from a firm’s balance sheet and income state-
ment to see the financial results produced with the 
current financial figures. You can also access an Excel 
spreadsheet for SPM calculations. The calculation 
page or the Excel spreadsheet can be used for Case 
12, “Tiffany’s and Blue Nile: Comparing Financial 
Performance,” page 552.     

 GET OUT AND DO IT!  

   1.   Why does a retailer need to use multiple performance 
measures to thoroughly evaluate its performance?  

   2.   Describe how a multiple-store retailer might set its 
annual performance objectives.  

   3.   Buyers’ performance is often measured by the gross 
margin percentage. Why is this measure more appro-
priate than net profit percentage?  

   4.   How does the strategic profit model assist retailers in 
planning and evaluating the performance of their 
marketing and financial strategies?  

   5.   Neiman Marcus (a chain of high-service department 
stores) and Walmart target different customer seg-
ments. Which retailer would you expect to have a 
higher gross margin? Higher expense-to-sales ratio? 

 DISCUSSION QUESTIONS AND PROBLEMS  

Lev30026_ch06_140-165.indd Page 164  14/12/10  10:25 AM user-f494Lev30026_ch06_140-165.indd Page 164  14/12/10  10:25 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles

www.sec.gov


165Financial Strategy CHAPTER 6

 Anderson, Torben Juul, and Peter Winther Schrøder.  Strategic Risk 
Management Practice: How to Deal Effectively with Major Corporate 
Exposures . Cambridge: Cambridge University Press, 2010. 

 Berlin, Brett, Robert LeHane, Richard NeJame, and Todd 
Meyers. “Symposium: Business Bankruptcy Panel: Hot Topics 
in Retail Bankruptcy.”  Emory Bankruptcy Developments Journal  
25 (2009). 

 Brealey, Richard, Stewart C. Myers, and Franklin Allen.  Principles 
of Corporate Finance , 9th ed. New York: McGraw-Hill, 2008. 

 Ehrhardt, Michael C., and Eugene F. Brigham.  Corporate 
Finance,  4th ed .  Florence, KY: South-Western, 2010. 

 Garrison, Ray H., Eric Noreen, and Peter C. Brewer.  Managerial 
Accounting,  13th ed.   New York: McGraw-Hill, 2009. 

 Lehmann, Donald R., and David J. Reibstein.  Marketing Metrics 
and Financial Performance . Cambridge, MA: Marketing 
Science Institute, 2006. 

 O’Sullivan, Don, and Andrew V. Abela. “Marketing Performance 
Measurement Ability and Firm Performance.”  Journal  of 
 Marketing  71, no. 2 (2007), pp. 79–93. 

 Wild, John.  Financial and Managerial Accounting,  4th ed. New 
York: McGraw-Hill, 2010. 

 Wood, Steve, and Neil Wrigley. “Last Great US Department 
Store Consolidation?”  International Journal of Retail & 
Distribution Management  35, no. 1 (2007), pp. 20–37.                                             

   SUGGESTED READINGS 

Higher inventory turnover? Higher asset turnover? 
Higher net profit margin percentage? Why?  

   6.   What elements in the strategic model are affected if a 
retailer decides to build and open 10 new stores?  

   7.   What differences would you expect to see when com-
paring Gifts To Go’s specialty store strategic profit 
model with that of two dry-cleaning service businesses?  

   8.   Using the following information from Lowe’s 2010 
income statement and balance sheet, taken from 
Hoovers, determine its asset turnover, net profit mar-
gin percentage, and ROA. (Figures are in millions of 
dollars.)

  Net sales $47,220
  Total assets $33,005
  Net profit $ 1,783
     9.   Using the following information taken from the 2010 

balance sheet and income statement for Urban Out-
fitters, develop a strategic profit model. (Figures are 
in millions of dollars.) You can access an Excel spread-

sheet for SPM calculations on the student side of the 
book’s Web site.

  Net sales $1,937.8
  Cost of goods sold $1,151.7
  Operating expenses $  447.2
  Inventory $  186.1
  Accounts receivable $  78.0
  Other current assets $  422.7
  Fixed assets $  540.0
     10.   Examine Walgreens’, CVS Caremark’s, and Rite Aid’s 

2009 financial performance in the table below. Evalu-
ate Walgreens’ performance against direct external 
competition using the financial data and ratios. Is Wal-
greens’ performance the same as, better than, or worse 
than that of CVS and Rite Aid? Why is this the case? If 
your university library has access to hoovers.com (or a 
similar database), look up these financial ratios for the 
current year. Has the financial performance improved 
or worsened for these three retailers?   

 Source: http://premium.hoovers.com > Walgreen Co. > Competitive Landscape. 

     Key Numbers   Walgreen   CVS Caremark   Rite Aid   

   Annual sales ($ millions)   63,335.0   98,729.0   25,669.1  

  Employees   238,000   295,000   97,500  

  Gross profit margin (%)   27.95   20.64   26.58  

  Pretax profit margin (%)   5.12   5.99   (1.87)  

  Net profit margin (%)   3.24   3.74   (2.01)  

  Return on assets (%)   8.30   6.00   (6.30)  

  Inventory turnover   6.4   8.0   5.6  

  Asset turnover   2.6   1.6   3.1     
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 Retail Locations 

EXECUTIVE BRIEFING
Michael Kercheval, President and CEO, 
International Council of Shopping Centers

While I was going to college, I became very concerned 

about the poor quality of life in much of the world and 

volunteered to work on several economic development 

projects in Latin America sponsored by the Peace Corps 

and the Pan American Health Organization. From these 

experiences, I decided to go to medical school, become a 

doctor, and then return to Latin America. But pre-med 

chemistry did not agree with me. I discovered economics 

and majored in developmental economics.

 After graduate school, I went to work for Equitable 

Life Insurance and eventually became involved in manag-

ing real estate investment activities in Latin America. I ob-

served keenly how retail developments are a catalyst for 

economic development. They create a virtuous cycle: re-

tail developments S more goods, more choices, lower 

prices, and greater income S more retail development. 

The shopping centers provided goods to people with 

higher quality at lower prices and greater convenience. By 

saving people money on necessities, they can have a 

higher standard of living and greater disposable income. In 

addition, the retail developments provided jobs that 

 increased the incomes. Then the increased incomes 

spurred more retail developments.

 I am President of the International Council for Shopping 

Centers (ICSC), which offers me a chance to serve an industry 

that is very  involved in economic development around the 

world, as well as in U.S. urban and rural communities.

 The retail development industry is at interesting 

crossroads now. Demand for retail space across the 

globe is far greater than supply, and there is considerable 

capital available to invest in new retail developments. The 

 primary restraint to growth is from government policy-

makers who are tempering new development out of 
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   QUESTIONS 

 What types of locations are available to retailers? 

 What are the relative advantages of each location type? 

 Why are some locations particularly well suited to 
specific retail strategies? 

 Which types of locations are growing in popularity 
with retailers?    

   C H A P T E R  7 

 The oft-referenced response to the question “What are the three most im-
portant things in retailing?” is “Location, location, location.” Why is store 
location such an important decision for a retailer? First, location is typi-

cally one of the most influential considerations in a customer’s store-choice deci-
sion. For instance, when choosing where you’re going to have your car washed, 
you usually pick the location closest to your home or work. Most consumers 
 similarly shop at the supermarket closest to them. 
  Second, location decisions have strategic importance because they can be used 
to develop a sustainable competitive advantage. If a retailer has the best location, 
that is, the location that is most attractive to its customers, competitors can’t eas-
ily copy this advantage. Competitors are relegated to occupying the second-best 
location. 
  Third, location decisions are risky. Typically, when retailers select a location, 
they either must make a substantial investment to buy and develop the real estate 
or must commit to a long-term lease with developers. Retailers often commit to 
leases for 5 to 15 years. 
  In the United States, there are many different types of locations and rela-
tively few restrictions on where stores can be located. However, location deci-
sions are more restricted in other areas of the world. For example, Western 
Europe and Asia have higher population densities and more people living and 
shopping in urban environments. Thus, less space is available for retailing, and 
the space that is available is costly. In addition, many Western European countries 
restrict retailing to specific areas and then restrict the sizes of the stores that 
can be built. 
  In the first part of this chapter, we discuss the types and relative advantages of 
locations available to retailers. We then examine how the location decision fits 

  REFACT 
 Developers have built 1 billion 
square feet of retail space in 
the 54 largest U.S. markets 
since the start of 2000, 
25 percent more than what 
they built during the same 
 period of the 1990s. U.S. 
retail space now amounts 
to 38 square feet for every 
person in those 54 markets, up 
from 29 square feet in 1983.  1    

 concern for small retail businesses, the environment, and 

what they see as suburban sprawl. ICSC and its members 

are working on ways to meet the retail needs of 

 consumers, stimulate economic growth, and address 

the concerns of policymakers.

Lev30026_ch07_166-187.indd Page 167  28/08/10  9:16 PM user-f501Lev30026_ch07_166-187.indd Page 167  28/08/10  9:16 PM user-f501 /Users/user-f501/Desktop/3157t_R1:Volhart:208/Users/user-f501/Desktop/3157t_R1:Volhart:208



168 SECTION 1I Retailing Strategy

 TYPES OF LOCATIONS  
 Many types of locations are available for retail stores, each type with its own 
strengths and weaknesses. Retailers have three basic types of locations to choose 
from: freestanding, city or town business district, or shopping center. Retailers 
can also locate in a nontraditional location such as in an airport or within 
 another store. 
    Choosing a particular location type requires evaluating a series of trade-offs. 
These trade-offs generally involve the size of the trade area, the occupancy cost of 
the location, the pedestrian and vehicle customer traffic generated in association 
with the location, the restrictions placed on store operations by the property man-
agers, and the convenience of the location for customers. The    trade area    is the 
geographic area that encompasses most of the customers who would patronize a 
specific retail site. 
    The following sections describe the characteristics of each type of location, as 
summarized in Exhibit 7–1. The first two types of locations are unplanned areas 
occupied by retail stores, whereas the remaining locations are planned and man-
aged shopping center developments. 

  EXHIBIT 7–1  Types of Locations  

  Trading Annual

 Size Area Occupancy Cost Shopping Pedestrian Vehicular Restrictions Typical

 (000 sq. ft.) (Miles) ($ per sq. ft.) Convenience Traffic Traffic on Operations Tenants

UNPLANNED AREAS

Freestanding Varies 3–7 15–30 High Low High Limited Convenience, drug
        stores, category
        specialists
Urban locations/ Varies Varies 8–20 Low High Low Limited to Specialty stores
central business       medium
district

SHOPPING CENTERS

Neighborhood and 30–350 3–6 8–20 High Low High Medium Supermarkets,
community        discount stores
shopping centers

Power centers 250–600 5–10 10–20 Medium Medium Medium Limited Category specialists
Enclosed malls 400–1,000 5–25 10–70 Low High Low High Department and
        specialty apparel 
        stores
Lifestyle centers 150–800 5–15 15–35 Medium Medium Medium Medium to Specialty apparel
       high and home stores, 
        restaurants
Outlet centers 50–400 25–75 8–15 Low High High Limited Off-price retailers and
        factory outlets
Theme/festival 80–250 N/A 20–70 Low High Low Highest Specialty stores
centers        and restaurants

 SOURCES: Personal communications with industry executives; “North American Retail Highlights 2009,” http://www.colliers.com/Content/Repositories/Base/Corporate/
English/Market_Report_Corporate/PDFs/RetailNaHighlightsSpring2009.pdf; http://www.icsc.org/srch/lib/2009_S-C_CLASSIFICATION_May09.pdf. 

into the retailer’s strategy. For example, the best locations for a 7-Eleven conve-
nience store are not the best locations for a category specialist such as a Best 
Buy. In the next chapter, we discuss the issues involved in selecting areas of the 
country in which to locate stores and how to evaluate specific locations and 
 negotiate leases.  
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    UNPLANNED RETAIL LOCATIONS  
 Some retailers put their stores in unplanned locations for which there is no cen-
tralized management to determine where the specific stores are and how they will 
be operated. Two types of unplanned retail locations are freestanding sites and city 
or town locations.  

 Freestanding Sites 
    Freestanding sites    are retail locations for an individual, isolated store uncon-
nected to other retailers; however, they might be near other freestanding retailers 
or a shopping center. The advantages of freestanding locations are their conve-
nience for customers (easy access and parking); high vehicular traffic and visibil-
ity to attract customers driving by; modest occupancy costs; and fewer restrictions 
on signs, hours, or merchandise, as are typically imposed in shopping centers. 
   Outparcels    are stores that are not connected to other stores in a shopping center 
but are located on the premises, typically in a parking area. These locations are 
popular for fast-food restaurants, such as McDonald’s or Dunkin’ Donuts, or 
banks. Outparcels enable retailers to have a drive-through window, dedicated 
parking, and clear visibility from the street. 
    However, freestanding locations have a limited trade area. Typically there are no 
other nearby retailers to attract customers interested in shopping at multiple outlets 
on one trip. In addition, freestanding locations have higher occupancy costs than 
strip centers because they do not have other retailers to share the cost of outside 
lighting, parking lot maintenance, or trash collection. Finally, freestanding locations 
generally have little pedestrian traffic, limiting 
the number of customers who might drop in 
because they are walking by. 
    Although most U.S. retailers locate in shop-
ping centers, freestanding locations, due to the 
convenience they offer customers, are becom-
ing more popular. For example, based on 
Kohl’s success with its freestanding locations, 
JCPenney and Sears are opening stores in free-
standing locations instead of shopping malls.  2   
The three major drugstore chains (CVS, 
 Walgreens, and Rite Aid) also have shifted 
their emphasis to freestanding locations 
 because they want accessible drive-through 
windows for pharmacies, more floor space, or 
better access for receiving merchandise. 

   City or Town Locations 
 Most retailers have followed U.S. families as they have moved from the downtown 
areas to the surrounding suburbs. However, in the twenty-first century, some retail-
ers are finding urban locations attractive, particularly in cities that are redeveloping 
their downtowns and surrounding urban areas. Big-box retailers like Target, 
Walmart, Home Depot, and Costco, which usually locate in the suburbs, are now 
opening new outlets in cities, sometimes with smaller stores and on multiple floors.  3   
    In general, urban locations have lower occupancy costs than enclosed malls, and 
locations in central business districts often have high pedestrian traffic during the 
day, but not at night. However, vehicular traffic is limited due to congestion in 
urban areas, and parking problems reduce consumer convenience. Unlike free-
standing locations, store signage can be restricted in these locations. 
    Many urban areas are going through a process of    gentrification   —the renewal 
and rebuilding of offices, housing, and retailers in deteriorating areas—coupled 
with an influx of more affluent people that displaces the former, poorer residents. 

Outparcels enable retailers, like this Wendy’s restaurant, to have a drive-
through window, dedicated parking, and clear visibility from the street. 
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Young professionals and retired empty-nesters are moving into these areas to enjoy 
the convenience of shopping, restaurants, and entertainment near where they live.  

 Central Business District   The    central business district (CBD)    is the tradi-
tional downtown business area in a city or town. Due to its daily activity, it draws 
many people and employees into the area during business hours. The CBD is also 
the hub for public transportation, and there is a high level of pedestrian traffic. 
Finally, many CBDs have a large number of residents living in the area. 
  Although CBD locations in the United States declined in popularity among re-
tailers and their customers for years, many are experiencing a revival as they become 
gentrified, drawing in new retailers and residents that crave an urban experience and 
want to be able to walk to do errands and shopping. Retailing View 7.1 examines the 
gentrification of an old neighborhood in Cleveland’s CBD. 
  However, limited parking and longer driving times can discourage suburban 
shoppers from patronizing stores in a CBD. Shopping flow in the evening and on 
weekends is also slow in many CBDs. Shoplifting is also a concern, requiring in-
creased security costs and/or inventory losses. Finally, unlike shopping centers, 
CBDs tend to suffer from a lack of planning. One block may contain upscale bou-
tiques, and the next may be populated with low-income housing, and this means 
consumers may not have access to enough interesting retailers that they can visit 
in one shopping trip.   

  REFACT 
 The most expensive retail 
locations are Fifth Avenue in 
New York City, which costs 
$1,500 to $2,000 per square 
foot annually; Causeway Bay 
in Hong Kong, which costs 
about $1,200; Avenue des 
Champs-Elysées in Paris, 
renting for $922; New Bond 
Street in London, at $814; 
and Ginza in Tokyo, at $683 
per square foot annually.  4    

 RETAILING VIEW   Gentrified Cleveland   7.1 
 Parts of Cleveland’s central business district, as 
with so many CBDs in the United States, are 
struggling to retain their business, social, cul-
tural, and retail vitality. Business parks and 
malls in the suburbs have all but suffocated 
these once vital urban centers. But dedicated, 
persevering, and risk-taking entrepreneurial 
developers working with forward-thinking ur-
ban planners and city leaders are slowly turn-
ing some of these areas around. 
  Take, for instance, Cleveland’s East Fourth 
Street, the site of a 600,000-square-foot, $110 
million, historic redevelopment project. About 
one-third is retail space, and the rest is housing. 
It has 14 restaurants, 8 bars, a 16-lane bowling 
alley, a coffee shop, a theater, a nightclub, and a 
concert stage that attracts national talent. 
Above the restaurants are 322 rental apart-
ments. The area is spectacularly appointed with 
art, flowers, decorative paving, planters, out-
door seating, and special overhead lighting. East 
Fourth Street represents about 14 percent of 
the $800 million in new housing, hotels, and retail stores in 
Cleveland’s CBD. 
  Since coal and steel were no longer going to be the back-
bone of Cleveland’s economy, city leaders and local developers 
reinvented the CBD using an entertainment-focused strategy. 
In the mid-1990s they built two new stadiums for the city’s 
football and baseball teams, a new arena for its basketball team, 
and the Rock and Roll Hall of Fame. To provide incentives for 
the East Fourth Street project, the city provided $10 million in 
tax breaks and other incentives for street improvements to 

lure Pickwick & Frolic, a restaurant and nightclub, and the 
House of Blues, a concert producer, to the area. Today residents 
and suburbanites flock to East Fourth Street before and after 
sports and entertainment events, as well as for an interesting 
afternoon or evening “on the town.” 

 Sources: Keith Schneider, “An Enclave of Entertainment in Cleveland,” 
 New York Times , July 8, 2009; Wendy McManamon, “Tastemakers: Pick-
wick & Frolic’s Nick Kostis: the ‘Mayor of East 4th,’”  Cleveland.com   
March 14, 2009.  

  Cleveland’s East Fourth Street is a gentrification project that includes retail 
stores, restaurants, bars, a bowling alley, a theater, and more. Two-thirds of 
the space is for apartments.  
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 Main Street      Main Street    refers to the traditional shopping area in smaller 
towns or to a secondary business district in a suburb or within a larger city. Streets 
in some of these areas have been converted into pedestrian walkways. 
  Main Streets share most of the characteristics of a primary CBD, but their oc-
cupancy costs are generally lower. Main Street locations do not draw as many peo-
ple as the primary CBD because fewer people work in the area and the fewer stores 
generally mean a smaller overall selection. In addition, Main Streets typically don’t 
offer the range of entertainment and recreational activities available in the more 
successful primary CBDs. Finally, the planning organization for the town or rede-
velopment often imposes some restrictions on Main Street store operations. 
  In the European Union, Main Street locations (called High Streets in the 
United Kingdom) are threatened by large big-box retailers located outside the city 
limits. The EU is trying to restrain superstores’ growth by limiting their size and 
subsidizing the redevelopment of Main Street areas to help local retailers com-
pete. Europe has greater population density and less space, and strict planning and 
greenbelt laws provide a sharp division between town and country. Suburbs are 
few, thus minimizing urban sprawl. But preserving the environment comes at a 
cost for Europe. The limits on out-of-town, big-box retailing reduce competition 
and retailing efficiency, causing higher prices.  5   

   Inner City   The term    inner city    in the United States refers to a high density 
urban area that has higher unemployment and lower median income than the sur-
rounding metropolitan area. Some retailers have avoided opening stores in the 
inner city because they believe it is riskier and achieves lower returns than other 
areas. As a result, inner-city consumers often have to travel to the suburbs to shop, 
even for food items. Conservatively, inner-city consumers constitute $120 billion 
in annual retail spending power.  7   Although income levels are lower in inner cities 
than in other neighborhoods, inner-city retailers often achieve a higher sales vol-
ume and higher margins, resulting in higher profits. 
  Retailing can play an important role in inner-city redevelopment activities by 
providing needed services and jobs for inner-city residents, as well as property 
taxes to support the redevelopment. Because of the potential of this untapped 
market and incentives from local governments, developers are increasing their 
focus on opportunities in the inner city. Often local governments will use the right 

  REFACT 
 Baby boomers and echo 
boomers are moving to 
downtown areas to have easy 
access to everything and to 
save on transportation costs.  6    

  In the United Kingdom, 
small retailers with inner-
city, High Street locations 
remain popular but face 
competition from larger 
retailers such as 
supermarkets and 
hypermarkets.  
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of eminent domain to buy buildings and land and then sell it to developers at an 
attractive price. However, inner-city redevelopments can be controversial. For in-
stance, people are concerned about the residents displaced by the development, 
increased traffic, and parking difficulties. 
  The offerings at inner-city grocery stores have traditionally been particularly 
unattractive. Instead of offering fresh meat and produce, they tend to feature 
lower-priced packaged foods that have longer shelf lives. The limited number of 
supermarkets in the inner city means that residents have to take buses to do their 
shopping. But government programs, in partnership with nonprofit organizations, 
are working to change the inner-city supermarket landscape. For instance, in an 
inner-city Philadelphia neighborhood, a new supermarket, stocked with fresh pro-
duce, a pharmacy, and various ethnic products, has opened within walking distance 
of most of the neighborhood. Nonprofit organizations such as Philadelphia’s Food 
Trust lobby for loans and government subsidies that will support supermarkets in 
lower-income areas.  8   Retailing View 7.2 describes how Magic Johnson has brought 
retailing to the inner city. Although we have discussed these urban developments 
in terms of unplanned locations, they also may be managed shopping centers, as 
discussed in the following section.      

 In 13 unparalleled years in the National Basketball Association, 
Earvin “Magic” Johnson rewrote the record books and dazzled 
fans with his no-look passes and clutch jump shots. He led the 
Los Angeles Lakers to five championships. After he announced 
to the world in 1991 that he had contracted HIV, many thought 
he would retire from public life. Instead, for Johnson, basketball 
was just the beginning. He makes over 100 public appearances 
every year, exceeding those he made in his basketball career. 
  After basketball, he took his game to a different arena, one in 
which the obstacles are higher and the challenges greater. His 
new career began with a relatively modest partnership with 
Loews Cineplex Entertainment, formerly Sony Retail Entertain-
ment. After doing some research, Magic and his partners realized 
that minorities make up approximately 32 to 35 percent of the 
nationwide movie audience but there were few theaters in mi-
nority neighborhoods. Minorities living in the inner city were driv-
ing 30 to 40 minutes to get to a theater. So it seemed natural to 
build movie theaters in urban neighborhoods across the country. 
  With the theaters in place, the next step was finding other 
businesses that would complement these theaters. What they 
found was most casual sit-down restaurants targeted similar de-
mographics and market conditions. Because of either the fran-
chise holders or the companies in charge, eateries weren’t willing 
to commit to urban locations. Magic and his partners had cus-
tomers coming in saying they loved the theaters, but they had to 
go all the way across town if they wanted to get something to eat. 
So, next, Magic collaborated with Starbucks, to be its only joint-
venture partner in the United States, and with T.G.I. Fridays. 
  Magic Johnson Enterprises is dedicated to urban business 
development; it partners with Burger King, 24 Hour Fitness, 
Starbucks, and many more businesses to facilitate their opera-
tions in inner-city locations. His Burger King locations outper-
form others in the same market by 10 percent. 

  The Magic Johnson Foundation is a nonprofit organization 
that educates and creates innovative programs for the ad-
vancement of minority groups. Magic Johnson actively pro-
motes HIV/AIDS awareness education to prevent the spread 
of the disease. 
  Not all of his projects are successful, however. In October 
2009, a 13-year-old underperforming 12-screen complex at 
Greenbriar Mall in Atlanta closed. In 1996, Johnson had invested 
$8 million to build the complex. 

 Sources: Rachel Tobin Ramos, “Magic Johnson Cinema at Greenbriar Mall 
to Close,”  Atlanta Business News,  October 5, 2009; www.magicjohnson.
com (accessed October 8, 2009); Jill Lerner, “999 Peachtree Aims for 
Slot in ‘Midtown Mile,’ ”  Atlanta Business Chronicle,  February 9, 2007; 
Claire Heininger, “Magic Johnson Tells Newark to Get Smart on HIV/
AIDS,”  www.nj.com,  July 17, 2007.  

 RETAILING VIEW    Magic Johnson Brings Retailing to 
the Inner City 

  7.2 

  No longer a presence on the basketball court, Magic Johnson 
has become a leader in urban retail developments.  
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 A    shopping center    is a group of retail and other commercial establishments that 
are planned, developed, owned, and managed as a single property. By combining 
many stores at one location, the development attracts more consumers to the 
shopping center than would be the case if the stores were at separate locations. 
The developer and shopping center management carefully select a set of retailers 
that are complementary to provide consumers with a comprehensive shopping 
experience, including a well-thought-out assortment of retailers. However, sur-
prisingly, it’s not uncommon, for instance, for a store’s sales to increase when a 
competing store enters the shopping center. 
    The shopping center management maintains the common facilities such as the 
parking area—an arrangement referred to as  common area maintenance 
(CAM )—and is responsible for providing security, parking lot lighting, outdoor 
signage for the center, advertising and special events to attract consumers, and so 
on. Lease agreements typically require that retailers in the center pay a portion of 
the CAM costs for the center according to the size of their store’s space and/or 
sales volume. The shopping center management can also place restrictions on the 
operating hours, signage, and even the type of merchandise sold in the stores. 
    Most shopping centers have at least one or two major retailers, referred to as 
anchors   , such as Macy’s, Walmart, or Kroger. These retailers are courted by the 
center’s developer because they attract a significant number of consumers and 
consequently make the center more appealing for other retailers. To get these 
anchor retailers to locate in a center, developers frequently give them special deals, 
such as reduced lease costs. 
    In strip shopping centers, supermarkets are typically anchors, whereas depart-
ment stores traditionally anchor enclosed shopping malls. However, a lifestyle 
center may not have anchors, whereas power centers consist primarily of multiple 
“anchor” stores. 
    The number and gross leasable area (GLA) for the different types of shopping 
centers are shown in Exhibit 7–2. Each of these location types is discussed next. 

  Neighborhood and Community Shopping Centers 
Neighborhood    and    community strip shopping centers    (also called simply    strip 
shopping centers   ) are attached rows of nonenclosed stores, with on-site parking 
usually located in front of the stores. The most common layouts are linear, 

 SHOPPING CENTERS  

  REFACT 
 The largest U.S. shopping 
center owner is Simon 
Property Group, headquar-
tered in Indianapolis, which 
has interest in 387 proper-
ties, comprising 263 million 
square feet of gross lease-
able space.  9    

  EXHIBIT 7–2 
 U.S. Shopping Centers  

 SOURCE: International Council of Shopping Centers data resources, Table 11, http://edata.icsc.
org/tables/ (accessed February 25, 2010). 

       Share of Total 

  Shopping Center 

  Gross Leasable

 Type   Number  Area (%)  

  Enclosed Malls (total)   1,385   16.1  

  Regional   773   5.9  

  Super-regional   612   10.1  

  Open-Air Centers (total)   102,066   83.7  

  Strip/convenience   63,254   16.8  

  Neighborhood   26,447   28.5  

  Community   9,040   23.5  

  Lifestyle   410   1.9  

  Power center   2,049   11.4  

  Theme/festival   457   0.6  

  Outlet   373   1.2     
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L-shaped, and inverted U-shaped. Historically, the term “strip center” has applied 
to the linear configuration. 
    Smaller centers (neighborhood centers) are typically anchored by a supermar-
ket or a drugstore and designed for day-to-day convenience shopping. The larger 
centers (community centers) are typically anchored by at least one big-box store 
such as a discount department store, an off-price retailer, or a category specialist. 
The anchors are supported by smaller specialty stores offering hardware, flowers, 
and a variety of personal services, such as barber shops and dry cleaners. 
    The primary advantages of these centers are that they offer customers conve-
nient locations and easy parking and they have relatively low occupancy costs. The 
primary disadvantage is that smaller centers have a limited trade area due to their 
size, and they lack entertainment and restaurants. In addition, there is no protec-
tion from the weather. As a result, neighborhood and community centers do not 
attract as many customers as larger, enclosed malls do. 
    Current neighborhood and community centers have fewer local, independent 
stores than they did in the past. National chains such as The Children’s Place, 
Borders, Kohl’s, Radio Shack, and Marshalls compete effectively against their rival 
mall-based stores by offering the convenience of a neighborhood or community 
center. In these locations, they can offer lower prices, partly because of the lower 
occupancy cost, and their customers can drive right up to the door. 

   Power Centers 
    Power centers    are shopping centers that consist primarily of collections of 
 big-box retail stores, such as full-line discount stores (Target), off-price stores 
(Marshalls), warehouse clubs (Costco), and category specialists (Lowe’s, Staples, 
Michaels, Barnes & Noble, Best Buy, Sports Authority, Toys “R” Us). Although 
these centers are “open-air,” unlike traditional strip centers, power centers often 
include several freestanding (unconnected) anchors and only a minimum number 
of small  specialty store tenants. Many power centers are located near an enclosed 
shopping mall. 
    Exhibit 7–3 illustrates that power centers have experienced the greatest growth 
over the last 10 years. This growth in power centers reflects the growth of category 
specialists. Many power centers are now larger than some regional malls and have 

   Neighborhood shopping 
centers are attached rows of 
nonenclosed stores, with on-
site parking usually located 
in front of the stores.   

  REFACT 
 One of the first strip 
 shopping centers, Silver 
Springs Shopping Center 
in Maryland, opened in 1938 
with a 1,000-seat movie 
 theater, 19 stores, and a 
 grocery store as an anchor.  10    

  REFACT 
 The first power center, 
 featuring a general merchan-
dise discount store, category 
specialists, off-price retailers, 
and warehouse clubs, opened 
in Coloma, California, in 1986.  
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trade areas as large as regional malls. Power centers offer low occupancy costs and 
modest levels of consumer convenience and vehicular and pedestrian traffic. 

   Shopping Malls 
    Shopping malls    are enclosed, climate-controlled, lighted shopping centers with 
retail stores on one or both sides of an enclosed walkway. Parking is usually pro-
vided around the perimeter of the mall. Shopping malls are classified as either 
   regional malls    (less than 800,000 square feet) or    superregional malls    (more 
than 800,000 square feet). Super-regional centers are similar to regional centers, 
but because of their larger size, they have more anchors, specialty stores, and 
recreational opportunities and draw from a larger geographic area. They often 
are considered tourist attractions. Retailing View 7.3 describes some of Asia’s 
mega malls. 
    Shopping malls have several advantages over alternative locations. First, shop-
ping malls attract many shoppers and have a large trade area because of the num-
ber of stores and the opportunity to combine shopping with entertainment. They 
provide an inexpensive form of entertainment. Older citizens get their exercise 
by walking the malls, and teenagers hang out and meet their friends, though 
some malls are restricting their admittance in the evenings. Thus malls generate 
significant pedestrian traffic inside the mall. Second, customers don’t have to 
worry about the weather, and thus malls are appealing places to shop during cold 
winters and hot summers. Third, mall management ensures a level of consistency 
that benefits all the tenants. For instance, most major malls enforce uniform 
hours of operation. 
    However, malls also have some disadvantages. First, mall occupancy costs are 
higher than those of strip centers, freestanding sites, and most central business 
districts. For example, the occupancy cost (rent, common area maintenance, and 
taxes) for an enclosed mall is almost 140 percent greater than that for an open-air 
shopping center ($35.42 compared to $14.55 per square foot).  12   Second, some 
retailers may not like mall management’s control of their operations, such as strict 
rules governing window displays and signage. Third, competition within shopping 
centers can be intense. Several specialty and department stores might sell very 
similar merchandise and be located in close proximity. Fourth, freestanding 

  SOURCE: Data based on International Council of Shopping Centers, data resources, Table 11, http://edata.icsc.org/tables/ 
(accessed February 25, 2010).  
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  EXHIBIT 7–3 
 Growth of Different Types 
of Planned Shopping 
Centers  

  REFACT 
 The largest enclosed mall 
in America is the King of 
Prussia Mall in Pennsylvania. 
It has 3 million square feet 
of retail space, 400 specialty 
shops, 7 department 
stores, and more than 
40 restaurants.  11    

  REFACT 
 While 80 percent of all 
shoppers experience a 
 problem at a mall, that figure 
rises to 97 percent for those 
aged 18 to 24, probably be-
cause they spend more time 
in the mall than other age 
groups. The biggest com-
plaints among mall shoppers 
are a lack of restaurants and 
the inability to find direc-
tional signs.  13    
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 RETAILING VIEW   Mega Malls in Asia   7.3 
 Eight of the ten largest malls in the world 
are located in Asia, and of these, seven 
were built since 2004. (See Exhibit 7–4.) 
The West Edmonton Mall is the largest 
mega mall in North America; the King of 
Prussia Mall is the largest mega mall in 
the United States but the 11th-largest in 
the world. The largest mall in the world, 
the New South China Mall in Dongguan, 
China, was built in 2005 and has 7.1 mil-
lion gross leasable square feet. Unfortu-
nately, its poor location was unable to 
attract retail tenants, and it is currently 
99 percent vacant.  14   The Dubai Mall is 
currently the seventh-largest mega mall 
in the world, but when completed, it will 
be the largest in the world. 
  Mall development is rapidly growing 
to keep up with the lifestyle and income 
changes in Asia. Mega malls are mixed-use centers with retail, 
dining, entertainment, and residential living. They house many 
familiar, global, luxury brands, including Gucci, Hermes, Versace, 
and Cartier. The malls, located in places like Singapore, Hong 

Kong, and Kuala Lumpur, are impressive because of their large 
size and the entertainment choices they offer (cinemas, bowling 
alleys, windmills, children’s theme parks, skating rinks, and an 
abundance of restaurants).  

When customers get tired of shopping at the Dubai Mall in the United Arab 
Emirates, they can go skiing inside!

   *  Gross leasable area—the total usable, rental space in a building.  

 Sources: Stan Sesser, “The New Spot for Giant Malls: Asia,”  Wall Street Journal,  September, 16, 2006; Tom Van Riper, “World’s Largest Malls,” 
Forbes,  January 9, 2007; http://www.easternct.edu/depts/amerst/MallsWorld.htm (accessed July 25, 2007). 

* G l bl h l bl l i b ildi

 Year GLA* Total Area

Shopping Mall Opened (million sq. ft.) (million sq. ft.) Stores Comments

 1 Jin Yuan (Golden Resources 2004 6.0 7.3 1,0001 Also known as the “Great Mall of China,”

      Shopping Mall) Beijing, China      this mega mall has six floors and is located 

near the Fourth Ring Road, west of Beijing.

 2 SM City North EDSA Philippines 1985 5.0  1,1001

 3 Central World Plaza Bangkok, 2006 4.6 11 5001  21-screen cinemas, bowling lanes, and 

      Thailand       restaurants; also a convention center (not 

included in the GLA).

 4 SM Mall of Asia Philippines 2006 4.2 4.4 600

 5 West Edmonton Mall Edmonton, 1981 3.8 6.0 800 Largest shopping mall in North America;

      Alberta, Canada      includes indoor wave pool, amusement areas, 

hotel, restaurants, and 20,000 parking spaces.

 6 Cevahir Istanbul Istanbul, Turkey 2005 3.8 4.5 280  The largest shopping mall in Europe; has six

floors, cinemas, a roller coaster, and a theater.

 7 The Dubai Mall Dubai, United 2008 3.77 5.9 600

      Arab Emirates

 8 Berjaya Times Square  2003 3.5 7.5 1,0001 Includes 45 restaurants, a theme park, and

      Kuala Lumpur, Malaysia     a 3D Digi-IMAX theater.

 9 Beijing Mall Beijing, China 2005 3.4 4.7 600  Four levels of shopping with interior residences; 

located near Fifth Ring Road, southeast of Beijing.

10 Zhengjia Plaza (Grandview Mall) 2005 3.0 4.5   Enclosed in a complex that includes a 48-story

      Guangzhou, China      hotel and 30-story office building.

11 King of Prussia Mall Philadelphia, 1962 2.8  327 Created by connecting together three adjacent

      Pennsylvania, USA       malls, managed by a single company.

12 South Coast Plaza Costa Mesa, 1967 2.7  280 The highest revenue volume mall in the United

      California, USA       States. It also is home to the Orange Lounge, a 

branch of the Orange County Museum of Art.

 The Largest Mega Malls    EXHIBIT 7–4 
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 locations, strip centers, lifestyle centers, and power centers are more convenient 
because customers can park in front of a store, go in and buy what they want, and 
go about their other errands. Fifth, some malls were built more than 40 years ago 
and have not been subject to any significant remodeling, so they appear run-down 
and unappealing to shoppers. Furthermore, these older malls are often located in 
areas with unfavorable demographics, because the population has shifted from the 
near suburbs to outer suburbs. Finally, the consolidation in the department store 
sector has decreased the number of potential anchor tenants and diminished the 
drawing power of enclosed malls. 
    For these reasons, mall traffic and sales have been declining, and limited re-
sources are being spent on new mall development. Very few new malls have been 
developed over the last five years. To address this decline, mall managers and 
developers are trying to enhance the mall shopping experience and redevelop 
failing malls. 
    One approach shopping mall developers are employing to deal with the aging 
malls and the changing demographics in their mall’s trade area is to more closely 
tailor their offerings to cater to their markets. For instance, older shopping centers 
are being repositioned to appeal to Hispanic and Asian markets. These centers 
typically have both national and Hispanic- or Asian-focused retailers. Because 
these centers are often situated in dense urban areas where parks are scarce, the 
malls substitute for the town square. These malls tend to be more recession-proof 
than other malls because they sell more necessities and are anchored by supermar-
kets and low-cost eateries. 
    Another approach for enhancing the mall experience is to renovate or rede-
velop existing malls. Some redevelopment projects convert enclosed regional 
malls to include open-air components, becoming a lifestyle center. For example, 
Santa Monica Place in Thousand Oaks, California, has a new open-air walkway, 
outdoor public plaza, and rooftop dining deck.  16     

 Lifestyle Centers 
    Lifestyle centers    are shopping centers that have an 
open-air configuration of specialty stores, entertainment, 
and restaurants, with design ambience and amenities such 
as fountains and street furniture. Lifestyle centers resem-
ble the main streets in small towns, where people stroll 
from store to store, have lunch, and sit for a while on a 
park bench talking to friends. Thus, they cater to the 
“lifestyles” of consumers in their trade areas. Lifestyle 
centers are particularly attractive to specialty retailers. 
Some lifestyle centers are anchored by department stores, 
such as Macy’s and Dillard’s, and category specialists. 
    People are attracted to lifestyle centers not only be-
cause of their shops and restaurants but also because of 
their outdoor attractions such as a pop-up fountain, ice 
cream carts, stilt walkers, balloon artists, magicians, face 
painters, concerts, and other events. Since lifestyle cen-
ters have some limited auto access, customers can be 
dropped off right in front of a store. 
    Since lifestyle centers are not enclosed, bad weather 
can be an impediment to traffic. But some centers, like 
the Easton Town Center in Columbus, Ohio, thrive de-
spite the climate.  17   When the weather is bad, tough 
Ohioans simply bundle up and take a stroll. 
    Due to the ease of parking, lifestyle centers are very 
convenient for shoppers, and the occupancy costs, like 

  REFACT 
 Hispanics are forecasted to 
spend $1.4 trillion annually in 
the United States by 2013. 
The combined buying power 
of African-Americans, Asians, 
and Native Americans is over 
$1.5 trillion, almost 14 per-
cent of the nation’s total 
buying power.  15    

Lifestyle centers are even popular in colder climates, like 
the Easton Town Center in Columbus, Ohio.
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those of all open-air developments, are considerably lower than those for enclosed 
malls. But they typically have less retail space than enclosed malls and thus may 
attract fewer customers than enclosed malls. Many lifestyle centers are located 
near higher-income areas, so the higher purchases per visit compensate for the 
fewer number of shoppers. Finally, many lifestyle centers are part of larger, mixed-
use developments, which are described in the next section.   

 Mixed-Use Developments 
    Mixed-use developments (MXDs)    combine several different uses into one 
complex including retail, office, residential, hotel, recreation, or other func-
tions. They are pedestrian- oriented and therefore facilitate a live, work, play 
environment.  18   They appeal to people who have had enough of long commutes 
to work and the social fragmentation of their neighborhoods and are looking 
for a lifestyle that gives them more time for the things they enjoy and an op-
portunity to live in a genuine community. In addition, MXDs are popular with 
retailers because they bring additional shoppers to their stores. They are also 
popular with governments, urban planners, and environmentalists because they 
provide a pleasant, pedestrian environment and are an efficient use of space. 
Developers also like MXDs because they use space productively. For instance, 
land costs the same whether a developer builds a shopping mall by itself or an 
office tower on top of the mall or parking structure. 

   The Boca Mall, a 430,000-square-foot regional shopping mall in Boca  Raton, 
Florida, opened in 1974. Decades later, the mall was plagued by two trends: 
population growth occurring elsewhere and competing malls that were attract-
ing most of its patrons. The original anchors and many of the specialty stores 

departed. The Boca Mall was demolished and replaced 
with a mixed-use development called Mizner Park. 
Mizner Park has commercial office space located above 
the ground-floor retail space on one side of the street, 
and residential units sit above the retail space on the 
opposite side of the street.  19   

   Outlet Centers 
    Outlet centers    are shopping centers that contain 
mostly manufacturers’ and retailers’ outlet stores. On 
average, outlet center rent rates are lower than those at 
shopping malls, and their sales per square foot are 
comparable.20 

   Chelsea Premium Outlet (owned by Simon Prop-
erty), Tanger Outlets, and Prime Outlets are the largest 
outlet center operators in the United States. VF Corp. 
(which includes 7 for All Mankind, Vans, Wrangler, 
Lee, Nautica, North Face, and others) and Phillips 
Van-Heusen (including Calvin Klein, Van Heusen, 
Izod, Bass, and Arros) are the largest retailers in the 
outlet sector.  21   

   Some outlet centers have a strong entertainment com-
ponent, including movie theaters and restaurants to keep 
customers on the premises longer. For example, Tanger 
outlets at the Arches on Long Island, New York, holds a 
multiplex theater, with an IMAX movie theater; a health 
club; a courtyard with outdoor seating; and a fountain 
area that is converted into an ice skating rink in the 
winter.  22   

  Minzer Park in Boca Raton combines retail, residential, 
and entertainment offerings in one location with unique 
boutiques, eateries, music, movies, and art galleries 
conveniently located close to ocean-front apartments 
and condos.  

  REFACT 
 The Country Club Plaza 
in Kansas City, Kansas, was 
the first lifestyle center, built 
in 1928.  
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    Outlet center tenant mix has changed significantly, with many new leases signed by 
retailers that have never had outlet stores before, such as Victoria’s Secret, QVC, Bally, 
and Dooney and Bourke. Luxury retailers, such as Chanel, Gucci, Prada, Salvatore 
Ferragamo, Burberry, and Coach, have opened stores in outlet shopping centers.  23   
    Tourism represents 50 percent of the traffic generated for many outlet centers. 
Thus, many are located with convenient interstate access and close to popular 
tourist attractions. Some center developers actually organize bus tours to bring 
people hundreds of miles to their malls. As a result, the primary trade area for 
some outlet centers is 50 miles or more. 
    Outlet centers are also very popular outside the United States, with about 
150 centers in Europe, Turkey, and Dubai. The largest outlet center in Europe is 
the Freeport Lisbon Designer Outlet in Portugal.  24   Outlet malls are also particu-
larly attractive in Japan, given its large population, interest in American brands, 
and growing consumer enthusiasm for value retailing concepts.   

 Theme/Festival Centers 
    Theme/festival centers    are shopping centers that typically employ a unifying 
theme carried by the individual shops in their architectural design and, to an 
 extent, in their merchandise. The biggest appeal of these centers is to tourists. The 
centers typically contain tenants similar to those in specialty centers, except that 
there are usually no large specialty stores or department stores. Theme/festival 
centers can be anchored by restaurants and entertainment facilities. 
    A theme/festival center might be located in a place of historical interest, such as 
Quincy Market and Faneuil Hall in Boston or Ghirardelli Square in San  Francisco. 
Alternatively, it may attempt to replicate a historical place, like the Grand Canal 
Shops at the Venetian in Las Vegas, or create a unique shopping environment, like 
Universal CityWalk in Los Angeles. 

   Larger, Multiformat Developments—Omnicenters 
 New shopping center developments are combining enclosed malls, lifestyle cen-
ters, and power centers.  Although centers of this type do not have an official name, 
they may be referred to as    omnicenters   . 
    Omnicenters represent a response to several trends in retailing, including the 
desire of tenants to lower common area maintenance charges by spreading the 

  Ghirardelli Square in San 
Francisco is a theme center 
because of its historical 
architectural interest.  
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costs among more tenants and to function inside larger developments that gener-
ate more pedestrian traffic and longer shopping trips. In addition, they reflect the 
growing tendency of consumers to cross-shop, as occurs when a Walmart cus-
tomer also patronizes the Cheesecake Factory and Nordstrom’s, as well as the 
desire of time-scarce consumers to go to one place that offers everything. For ex-
ample, the 1.3 million-square-foot St. John’s Town Center in Jacksonville, Florida, 
is divided into three components: a lifestyle center with a Dillard’s department 
store anchor, a community center anchored by Dick’s Sporting Goods and a 
Barnes & Noble bookstore, and a Main Street with Cheesecake Factory and P.F. 
Chang’s restaurants as anchors.  25       

 OTHER LOCATION OPPORTUNITIES  
 Pop-up stores, stores within a store, kiosks, and airports are other location alterna-
tives for many retailers. Retailing View 7.4 describes some of Subway’s nontraditional 
locations and the accommodations it needed to make to secure those locations. 

 RETAILING VIEW   Subway Goes to Church   7.4 
 Subway Restaurants, with 32,000 outlets 
in 87 countries, is finding it increasingly 
difficult to maintain its growth by open-
ing new stores in traditional locations. It 
is in competition with other fast-food 
restaurants for spots in strip malls and 
alongside highways, so it is now more 
creative about locating new stores. The 
chain has over 4,000 nontraditional 
 locations including convenience stores, 
college campuses, athletic clubs, hospi-
tals, airports, department stores, car 
dealerships, laundromats, and churches. 
In the past several years, Subway has 
opened restaurants inside a church in 
upstate New York, a laundromat in 
 California, a Goodwill Industries store 
in  South Carolina, a car dealership in 
 Germany, and 110 hospitals throughout 
the United States. 
  With its menu of sandwiches, Subway 
has an easier time opening in unusual 
venues because it has a simpler kitchen than traditional fast-food 
restaurants, which require frying and grilling equipment. Hospi-
tals and religious facilities have a favorable attitude toward Sub-
way because it promotes its sandwiches as a fresher, healthier 
alternative to traditional fast food. 
  Subway often has to make special accommodations when 
opening stores in nontraditional locations though. For example, 
the first of many kosher Subway stores opened in the Jewish 
Community Center of Cleveland in 2006, and Subway is now 
the largest kosher chain in the United States. The kosher stores 
still have Steak and Cheese subs, except the cheese is a soy-
based product. In observance of the Jewish Sabbath, these res-
taurants are closed on Friday afternoon and all day Saturday. 
  When a Subway opened in the True Bethel Baptist Church 
of Buffalo, New York, in a low-income area of town, the franchi-
see worked closely with church leaders. To support the congre-

gation and create jobs, church leaders had approached several 
fast-food franchisors about opening a franchise in a corner of 
the church. Subway was the only chain that was flexible enough 
toward the space available and the operating hours to accom-
modate the church. The chain agreed to waive its requirement 
of a Subway sign on the outside of the building and created a 
parking pattern to keep restaurant traffic from displacing 
churchgoers during services. 

 Sources: Stewart Ain, “The Chain-ing of Kosher Food,”  Thejewishweek.
com,  September, 22, 2009; “The Subway Restaurant Chain Again Named 
Number One Franchise,” Subway press release, February 2, 2005; Howard 
Riell, “When Only a QSR Will Do,”  Food Service Director , February 15, 
2007, pp. 46–47; Janet Adamy, “For Subway, Every Nook and Cranny on 
the Planet Is Possible Site for a Franchise,”  Wall Street Journal , 
  September 1, 2006, p. A1.   

   To maintain growth, Subway has opened outlets in nontraditional locations like this 
one in a Goodwill Industries store.   
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  Pop-Up Stores and Other 
Temporary Locations 
 Retailers and manufacturers sometimes 
open    pop-up     stores,  which are stores in 
temporary locations that focus on new 
products or a limited group of products. 
A few years ago pop-up stores were a 
major investment for retailers because of 
the high start-up costs amortized over a 
very short lease and relatively high lease 
costs.  26   Now, with retail space more 
plentiful and less expensive, these stores 
have become more popular. Retailers 
and manufacturers are using these 
spaces to create buzz, test new concepts, 
or even evaluate a new neighborhood or 
city. Pop-up stores are even popping-up 
on college campuses. For instance, 
 Victoria’s Secret’s Pink (a young  women’s 
clothing brand of Limited Brands Inc.), 
sustainable-clothing brand RVL7, and Kiehl’s Since 1851 (a skin and hair-care 
company owned by L’Oréal SA), have opened pop-up stores on college 
campuses.  27   
    Other retailers, often one-person operations, open temporary stores to take 
advantage of the holiday season in December or to get visibility and additional 
sales at festivals or concerts, such as the Newport Jazz Festival, weekend crafts 
fairs, or farmers’ markets. For instance, in New York’s Columbus Circle, 100 ven-
dors sell a variety of gifts from Yogawear to handmade glass jewelry.  28   Cities 
around the United States generally welcome these temporary retailers because 
they bring in people, and therefore excitement and money, to the area. Local re-
tailers, who pay high rents, aren’t necessarily so enthusiastic, because some of the 
temporary retailers use the same suppliers. 

   Store within a Store 
 Another nontraditional location for retailers is within other, larger stores. Retail-
ers, particularly department stores, have traditionally leased space to other retail-
ers, such as sellers of fine jewelry, furs, or high-end designer brands. Grocery 
stores have been experimenting with the store-within-a-store concept for years 
with service providers like coffee bars, banks, film processors, and medical clinics. 
JCPenney has over 150 Sephora cosmetics shops within its new stores.   

 Merchandise Kiosks 
    Merchandise kiosks    are small selling spaces, typically located in the walkways of 
enclosed malls, airports, college campuses, or office building lobbies. Some are 
staffed and resemble a miniature store or cart that could be easily moved. Others 
are 21st century versions of vending machines, such as the Apple kiosks that sell 
iPods and other high-volume Apple products. 
    For mall operators, kiosks are an opportunity to generate rental income in oth-
erwise vacant space and offer a broad assortment of merchandise for visitors. They 
also can generate excitement from retailers like national cell phone provider 
Sprint to smaller niche products like Israeli Dead Sea cosmetics, leading to addi-
tional sales for the entire mall. Moreover, mall kiosks can be changed quickly to 
match seasonal demand. 
    When planning the location of kiosks in a mall, operators are sensitive to their 
regular mall tenants’ needs. They are careful to avoid kiosks that block any storefronts, 

  Temporary stores, like this Kiehl’s pop-up store at the University of Colorado, 
are fashion brands’ latest attempt at developing brand loyalty among college 
students.  
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create an incompatible image, or actually compete directly with permanent  tenants 
by selling similar merchandise.   

 Airports 
 A high-pedestrian area that has become popular with national retail chains is air-
ports. Passengers arrive earlier for their flights than they did in the past, leaving 
them more time to shop. In addition, a cutback in airline food service has more 
people seeking sustenance in the airport.  29   As a result, sales per square foot at air-
port malls are often much higher than at regular mall stores. However, rents are 
higher too. Also, costs can be higher—hours are longer, and because the location is 
often inconvenient for workers, the businesses have to pay higher wages. The best 
airport locations tend to be ones where there are many connecting flights (Atlanta 
and Frankfurt) and international flights (New York’s Kennedy and London’s 
Heathrow), because customers have downtime to browse through stores. The best-
selling products are those that make good gifts, necessities, and easy-to-pack items.     

  REFACT 
 Passengers spend an average 
of 136 minutes at Kennedy 
International Airport in 
New York from arrival 
to boarding.  30    

 LOCATION AND RETAIL STRATEGY  
 The selection of a location type must reinforce the retailer’s strategy. Thus, the 
location-type decision needs to be consistent with the shopping behavior and size 
of the target market and the retailer’s positioning in its target market. Each of 
these factors is discussed next. Retailing View 7.5 summarizes how Bealls, a value-
oriented, off-price retailer, selects locations based on its overall retail strategy. 

  Shopping Behavior of Consumers in 
Retailer’s Target Market 
 A critical factor affecting the type of location that consumers select to visit is the 
shopping situation in which they are involved. Three types of shopping situations 
are convenience shopping, comparison shopping, and specialty shopping.  

 RETAILING VIEW   Bealls’s Locations Support Its Strategy   7.5 
 In addition to its Florida-based department stores, Bealls oper-
ates more than 500 Bealls department stores and Bealls Outlet 
and Burke’s Outlet stores in Sunbelt states from South and 
North Carolina to California. Its strategy is to sell, to price-
sensitive customers, value-priced apparel in 15,000- to 
25,000-square-foot stores. To serve these customers, Bealls 
needs to keep its prices and costs down. Its no-advertising strat-
egy makes it very important to locate stores in heavily trafficked 
intersections or strip shopping centers to attract customers 
  Bealls uses a geodemographic service to identify and evaluate 
potential markets. It knows the geodemographic profiles of its 
customers and tries to locate its stores where a lot of those cus-
tomers live. Once it identifies a community that meets its criteria, 
the next step is to find a specific location in the area. Its best loca-
tions are in strip shopping centers with an anchor like Walmart, 
Target, or a grocery store that attracts a lot of shoppers. 
  Sometimes it finds an appealing site that is 30,000 to 40,000 
square feet, bigger than it would prefer. To take advantage of such 
opportunities, it sometimes will partner with a complementary 
retailer, like Big Lots, an off-price retailer focusing on hard goods, 
and both retailers approach the property owner together.  

  Bealls Outlet attracts customers by locating stores in heavily 
trafficked strip shopping centers with trade areas that match 
the profile of its target market.  
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 Convenience Shopping   When consumers are engaged in    convenience 
shopping situations,    they are primarily concerned with minimizing their effort 
to get the product or service they want. They are relatively insensitive to price and 
indifferent about which brands to buy. Thus, they don’t spend much time evaluat-
ing different brands or retailers; they simply want to make the purchase as quickly 
and easily as possible. Examples of convenience shopping situations are getting a 
cup of coffee during a work break, buying gas for a car, or buying milk for break-
fast in the morning. 
  Retailers targeting customers involved in convenience shopping, such as conve-
nience stores and gas stations, usually locate their stores close to where their cus-
tomers are and make it easy for them to access the location, park, and find what 
they want. Thus, convenience stores are generally located in neighborhood strip 
centers and freestanding locations. Drugstores and fast-food restaurants also cater 
to convenience shoppers and thus select locations with easy access, parking, and 
the added convenience of a drive-through window. Convenience also plays an im-
portant role for supermarkets and full-line discount stores. Generally, shoppers at 
these stores are not particularly brand- or store-loyal and do not find shopping in 
these stores enjoyable. Thus, these stores typically are also located in neighbor-
hood strip centers and freestanding locations.   

 Comparison Shopping   Consumers involved in    comparison shopping situ-
ations    have a general idea about the type of product or service they want but they 
do not have a well-developed preference for a brand or model. However, the pur-
chase decisions are more important to them, so they seek information and are 
willing to expend effort to compare alternatives. Consumers typically engage in 
this type of shopping behavior when buying furniture, appliances, apparel, con-
sumer electronics, hand tools, and cameras. 
  Furniture retailers, for instance, often locate next to one another to create a 
“furniture row.” In New York City, a number of retailers selling houseplants and 
flowers are all located in Chelsea between 27th and 30th Streets on 6th Avenue, 
and diamond dealers are located on West 47th Street between 5th and 6th Ave-
nues. These competing retailers locate near one another because doing so facili-
tates comparison shopping and thus attracts customers to the locations. 
  Enclosed malls offer the same benefits to consumers interested in comparison 
shopping for fashionable apparel. Thus, department stores and specialty apparel 
retailers locate in enclosed malls for the same reason that houseplant retailers lo-
cate together on 6th Avenue in New York City. By colocating in the same mall, 
they attract more potential customers interested in comparison shopping for fash-
ionable apparel. Even though the enclosed mall might be inconvenient compared 
with a freestanding location, comparison shopping is easier after the customers 
have arrived. 
  Category specialists offer the same benefit of comparison shopping as a collec-
tion of colocated specialty stores like those described previously. Rather than go-
ing to a set of small hardware stores when comparison shopping for an electric 
drill, consumers know they can get almost anything they need to fix or build a 
house in either Home Depot or Lowe’s. Thus, category specialists are    destination 
stores,    places where consumers will go even if it is inconvenient, just like enclosed 
malls are destination locations for fashionable-apparel comparison shopping. Cat-
egory specialists locate in power centers, primarily to reduce their costs and create 
awareness of their location and secondarily to benefit from multiple retailers that 
attract more consumers and the resulting potential for cross-shopping. Basically, 
power centers are a collection of destination stores.   

 Specialty Shopping   When consumers go    specialty shopping   , they know 
what they want and will not accept a substitute. They are brand and/or retailer 
loyal and will pay a premium or expend extra effort, if necessary, to get exactly 

Lev30026_ch07_166-187.indd Page 183  8/28/10  4:27 PM F-497Lev30026_ch07_166-187.indd Page 183  8/28/10  4:27 PM F-497 /Users/F-497/Desktop/Tempwork/AUGUST 2010/18:08:10/FREE036:Volhart:VYN/Users/F-497/Desktop/Tempwork/AUGUST 2010/18:08:10/FREE036:Volhart:VY



184 SECTION 1I Retailing Strategy

what they want. Examples of these shopping occasions include buying organic 
vegetables, adopting a dog from the animal shelter, or buying a new, high-quality 
stovetop and oven. The retailers they patronize when specialty shopping also are 
destination stores. Thus, consumers engaged in specialty shopping are willing to 
travel to an inconvenient location. Having a convenient location is not as impor-
tant for retailers selling unique merchandise or services.    

 Density of Target Market 
 A second, but closely related, factor that affects the choice of location type is the 
density of the retailer’s target market in relation to the location. A good location 
has many people in the target market who are drawn to it. So a convenience store 
located in a CBD can be sustained by customers living or working in fairly close 
proximity to the store. Similarly, a comparison shopping store located next to a 
Walmart is a potentially good location because Walmart draws lots of customers 
from a very large area. It is not as important to have high customer density near a 
store that sells specialty merchandise, because people are willing to search out this 
type of merchandise. A Porsche dealer, for instance, need not be near other car 
dealers or in close proximity to its target market, because those seeking this luxury 
car will drive to wherever the dealer may be.   

 Uniqueness of Retail Offering 
 Finally, the convenience of their locations is less important for retailers with 
unique, differentiated offerings than for retailers with an offering similar to other 
retailers. For example, Bass Pro Shops provides a unique merchandise assortment 
and store atmosphere. Customers will travel to wherever the store is located, and 
its location will become a destination.     

 LEGAL CONSIDERATIONS  
 Legal considerations need to be examined when evaluating different location 
types. Laws regarding how land may be used have become so important that they 
often are a retailer’s first consideration in a site search. Legal issues that affect the 
location decision include environmental and sustainability issues, zoning, building 
codes, signs, and licensing requirements.  

 Environmental and Sustainability Issues 
 The Environmental Protection Agency, as well as state and local agencies, has 
become increasingly involved with issues that could affect retail stores. Two envi-
ronmental issues have received particular attention in recent years. The first is 
above-ground risks, such as asbestos-containing materials or lead pipes used in 
construction. These materials can be removed relatively easily. 
    The second issue is hazardous materials that have been stored in the ground. 
This consideration can be particularly important for a dry cleaner because of the 
chemicals it uses or for an auto repair shop because of its need to dispose of used 
motor oil and battery fluid. The costs of cleaning up hazardous materials can 
range from several thousand to many millions of dollars per site. 
    Real estate transactions almost always require an environmental impact state-
ment on the property. Relying on past public filings of buried tanks and other 
potential hazards can be unreliable and does not provide protection in court. Re-
tailers have two remedies to protect themselves from these environmental haz-
ards. The best option at their disposal is to stipulate in the lease that the lessor is 
responsible for the removal and disposal of any such material if it is found. Alter-
natively, the retailer can buy insurance that specifically protects it from these risks. 
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    Although laws related to the environment restrict the nature of retail develop-
ments, many new developments go beyond these legal requirements to address 
sustainability and energy-efficiency issues. New retail developments are using 
energy-efficient building materials, heating and cooling systems, water-efficient 
landscaping, and natural lighting. Santa Monica Place in California, for instance, 
added a solar roof, increased natural air ventilation, and changed the lighting to 
fluorescent.  31   
    Walmart is taking a lead in the sustainability arena. It has experienced energy 
savings of 15 percent in its buildings and trucks since 2005. It also uses solar 
energy at 22 of its sites and conserves an acre of wildlife habitat for every acre 
that it occupies.32 Also, Walmart is opening energy-efficient stores called HE 
(high  efficiency) that are 25 to 30 percent more efficient than stores opened in 
2005. These stores include LED lighting in refrigerator and freezer cases that 
are 50 percent more efficient than fluorescent lighting, a reflective white roof, 
sensor-activated low-flow bathroom faucets, recycled construction materials, 
and daylight harvesting technology that dims indoor lights when it is bright 
outside.  33     

 Zoning and Building Codes 
    Zoning    determines how a particu-
lar site can be used. For instance, 
some parts of a city are zoned for 
residential use only; others are 
zoned for light industrial and retail 
uses.    Building codes    are similar le-
gal restrictions that specify the type 
of building, signs, size and type of 
parking lot, and so forth, that can 
be used at a particular location. 
Some building codes require a cer-
tain-size parking lot or a particular 
architectural design. In Santa Fe, 
New Mexico, for instance, building 
codes require that buildings keep a 
traditional mud stucco (adobe) 
style. 

  Signs   Restrictions on the use of signs can affect a particular site’s desirability. 
Sign sizes and styles may be restricted by building codes, zoning ordinances, or 
even the shopping center management. At the Bal Harbour Shops in North 
Miami Beach, for example, all signs (even sale signs) must be approved by the 
shopping center management before implementation by each individual 
retailer.   

 Licensing Requirements   Licensing requirements may vary in different parts 
of a region. For instance, some Dallas neighborhoods are dry, meaning no alco-
holic beverages can be sold; in other areas, only wine and beer can be sold. Such 
restrictions can affect retailers other than restaurants and bars. For instance, a 
theme/festival shopping center that restricts the use of alcoholic beverages may 
find its clientele limited at night. 
  Legal issues such as those mentioned here can discourage a retailer from pursu-
ing a particular site. These restrictions aren’t always permanent, however. Al-
though difficult, time consuming, and possibly expensive, lobbying efforts and 
court battles can change these legal restrictions.        

  The building code in Santa 
Fe, New Mexico, requires 
that buildings keep a 
traditional mud stucco 
(adobe) style.  
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 Decisions about where to locate a store are critical to any 
retailer’s success. Location decisions are particularly im-
portant because of the high-cost, long-term commitment 
and the impact on customer patronage. Choosing a par-
ticular location type involves evaluating a series of trade-
offs. These trade-offs generally include the occupancy 
cost of the location, the pedestrian and vehicle customer 
traffic associated with the location, the restrictions 
placed on store operations by the property managers, 
and the convenience of the location for customers. In ad-
dition, legal issues need to be considered when selecting 
a site. 

  Retailers have a plethora of types of sites from which to 
choose. Each type of location has advantages and disad-
vantages. Many central business districts, inner-city, and 
Main Street locations have become more viable options 
than they were in the past because of gentrification of the 
areas, tax incentives, and lack of competition. There also 
are a wide variety of shopping center types for retailers. 
They can locate in a strip or power center, or they can go 
into an enclosed mall or a lifestyle, theme/festival, or out-
let center. Other nontraditional sites are mixed-use devel-
opments, pop-up stores and other temporary locations, 
stores within a store, and airports.   

 SUMMARY 

  anchor,  173   
  building codes,  185   
  central business district (CBD),  170   
  common area maintenance 

(CAM),  173   
  community strip shopping 

center,  173   
  comparison shopping situation,  183   
  convenience shopping situation,  183   
  destination store,  183   
  freestanding site,  169   

  gentrification,  169   
  inner city,  171   
  lifestyle center,  177   
  Main Street,  171   
  merchandise kiosk,  181   
  mixed-use development (MXD),  178   
  neighborhood strip shopping 

center,  173   
  omnicenter,  179   
  outlet center,  178   
  outparcel,  169   

  pop-up store,  181   
  power center,  174   
  regional mall,  175   
  shopping center,  173   
  shopping mall,  175   
  specialty shopping,  183   
  strip shopping center,  173   
  superregional mall,  175   
  theme/festival center,  179   
  trade area,  168   
  zoning,  185      

 KEY TERMS  

   1.    CONTINUING CASE ASSIGNMENT  Inter-
view the manager of the shopping center that con-
tains the retailer you selected for the Continuing 
Assignment. Write a report summarizing which re-
tailers the shopping center manager thinks are his or 
her best tenants and why they are valued. How does 
the manager rate the retailer you have selected? What 
criteria does he or she use?  

   2.    INTERNET EXERCISE  Go to the Web page for 
Faneuil Hall Marketplace at www.faneuilhallmarket-
place.com and the online site for CocoWalk at http://
www.cocowalk.net. What kinds of centers are these? 
List their similarities and differences. Who is the tar-
get market for each of these retail locations?  

   3.    GO SHOPPING  Go to your favorite shopping 
center, and analyze the tenant mix. Do the tenants ap-
pear to complement one another? What changes 
would you make in the tenant mix to increase the 
overall health of the center?  

   4.    GO SHOPPING  Visit a lifestyle center. What ten-
ants are found in this location? Describe the popula-
tion characteristics around this center. How far would 

people drive to shop at this lifestyle center? What 
other types of retail locations does this lifestyle center 
compete with?  

   5.    INTERNET EXERCISE  Go to the home page for 
Simon Property Group, http://www.simon.com/
about_simon/our_business/default.aspx, and read 
about the types of shopping centers that this devel-
oper manages. What is the difference between their 
businesses?  

   6.    INTERNET EXERCISE  Go to the home page of 
your favorite enclosed mall, and describe the mall in 
terms of the following characteristics: number of an-
chor stores, number and categories of specialty stores, 
number of sit-down and quick-service restaurants, and 
types of entertainment offered. What are the strengths 
and weaknesses of this assortment of retailers? What 
are the unique features of this particular mall?  

   7.    GO SHOPPING  Visit a power center that contains 
a Target, Staples, Sports Authority, Home Depot, or 
other category specialists. What other retailers are in 
the same location? How is this mix of stores benefi-
cial to both shoppers and retailers?     

 GET OUT AND DO IT!  
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   1.   Why is store location such an important decision for 
retailers?  

   2.   Pick your favorite store. Describe the advantages and 
disadvantages of its current location, given its target 
market.  

   3.   Home Depot typically locates in either a power cen-
ter or a freestanding site. What are the strengths of 
each location for this home improvement retailer?  

   4.   As a consultant to 7-Eleven convenience stores, 
American Eagle Outfitters, and Porsche of America, 
what would you say is the single most important fac-
tor in choosing a site for these three very different 
types of stores?  

   5.   Retailers are developing shopping centers and free-
standing locations in central business districts that 
have suffered decay. Some people have questioned the 
ethical and social ramifications of this process, which 
is known as gentrification. What are the benefits and 
problems associated with gentrification?  

   6.   Staples, Office Max, and Office Depot all have strong 
multichannel strategies. How do competition and the 
Internet affect their strategies for locating stores?  

   7.   In many malls, quick-service food retailers are located 
together in an area known as a food court. What are 
the advantages and disadvantages of this location for 
the food retailers? What is the new trend for food re-
tailers in the shopping environment?  

   8.   Why would a Payless ShoeSource store locate in a 
neighborhood shopping center instead of a regional 
shopping mall?  

   9.   How does the mall near your home or university 
combine the shopping and entertainment 
experiences?  

   10.   Consider a big city that has invested in an urban re-
naissance. What components of the gentrification 
project attract both local residents and visiting tour-
ists to spend time shopping, eating, and sightseeing in 
this location?     
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 Retail Site Location  

  EXECUTIVE BRIEFING  
Rick Lawlor, Vice President Retail Marketing
Hess Corporation

When I was in high school, my goal was to become a Ma-

jor League Baseball player. I attended La Salle University in 

Philadelphia where I played baseball. Unfortunately, inju-

ries and a couple of knee surgeries ended my baseball 

career ambitions. After a stint at Allstate, I entered the 

management training program at Mobil. I rose through 

the ranks to eventually be in charge of Mobil’s North 

American retail franchise operations. My group at Mobil 

developed the “On the Run” convenience store concept 

and the speedpass, a keychain RFID device enabling cus-

tomers to pay for gasoline purchases electronically.

 In 1996, I joined the management team at Hess Corpo-

ration. Hess is a vertically integrated energy company in-

volved in oil exploration, refining, and retail sales. While 

Hess is the 55th largest U.S. corporation, it is considered a 

small company by oil industry standards. When I first joined 

Hess, the company had only 100 retail outlets. Shortly 

thereafter, the company decided to put more emphasis on 

its retail business, and through a combination of acquisitions 

and new build projects, we are now the leading independent 

gasoline/convenience store retailer on the U.S. East Coast. 

We own and operate over 1,400 stores, serving customers 

in 16 states from Rhode Island to Florida, generating over 

$6 billion in annual sales. Every day, more than 1.3 million 

customers are served at a Hess branded location. 

 Leon Hess started the company in 1933 driving a truck 

door-to-door delivering heating oil. Over the years we 

have continued his emphasis on providing value to our 

customers, saving them time and money. Our Hess 

 Express stores are designed to offer customers an answer 

to today’s fast-paced lifestyle by providing the convenience 

of ‘one-stop shopping.’ Our gasoline is priced two to four 

cents under the price of the major oil companies. In five 

minutes, we’ll fill up both your car and your stomach so 

you can get in and out of our locations quickly.

 The location of our stores is critical to providing 

value to our customers and is paramount to our success. 

We have a staff that evaluates the location of stores we 

are considering to build or acquire. When evaluating 
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  QUESTIONS 

 What factors do retailers consider when determining 
where to locate their stores? 

 What is a trade area for a store, and how do retailers 
determine the trade area? 

 What factors do retailers consider when deciding on a 
particular site? 

 How do retailers forecast sales for new store 
locations? 

 Where can retailers get information to evaluate 
potential store locations? 

 What issues are involved in negotiating leases?    

   C H A P T E R  8 

 Chapter 5 emphasized the strategic importance of location decisions. 
 Although location decisions can create strategic advantage, like all strategic 
decisions, they are also risky because they involve a significant commit-

ment of resources. Opening a store at a site often involves committing to a lease 
of five years or more or purchasing land and building a store. If the store’s perfor-
mance is below expectations, the retailer may not be able to recover its invest-
ment easily by having another party move in and assume the lease or buy the 
building. 
  Chapter 7 reviewed the different types of locations available to retailers and 
why certain types of retailers gravitate toward particular locations. This chapter 
takes a closer look at how retailers choose specific sites to locate their stores. 
  Selecting retail locations involves the analysis of a lot of data and the use of 
sophisticated statistical models. Because most retailers make these decisions infre-
quently, it is not economical for them to employ full-time real estate analysts with 
state-of-the-art skills. Thus, small retailers often use firms that provide the geo-
graphic and demographic data and consulting services needed to evaluate specific 
sites. However, there continues to be an element of art in making these location 
decisions. 
  This chapter reviews the steps retailers go through in selecting their store loca-
tions and negotiating leases. The first part of the chapter examines the factors re-
tailers consider in selecting a general area for locating stores and determining the 
number of stores to operate in an area. Then this chapter reviews different ap-
proaches used to evaluate specific sites and estimate the expected sales if and when 
a store is located at that site. Finally, the chapter looks at the various terms that are 
negotiated when a retailer commits to leasing space for its store.  

 locations, we look at all the numbers—the size and char-

acteristics of the store’s trading area, the demographics 

and geodemographics of the customers that drive by the 

location and live in the area. However, the most impor-

tant factors for us are visibility and access—that is, can 

customers see the signage for our stores and easily 

make a right turn into the location on their way home? 

While the data on a location are useful, we never open a 

location without looking at it in person to assess its 

 visibility and access.
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 EVALUATING SPECIFIC AREAS FOR LOCATIONS  
 Areas that retailers consider for locating stores might be countries, areas within a 
country such as a province in France or a state in the United States, particular cit-
ies, or areas within cities. In the United States, retailers often focus their analysis 
on a    metropolitan statistical area (MSA)    because consumers tend to shop within 
an MSA and media coverage and demographic data for analyzing location oppor-
tunities often are organized by MSA. 
    An MSA is a core urban area containing a population of more than 50,000 in-
habitants, together with adjacent communities that have a high degree of eco-
nomic and social integration with the core community. For example, many people 
in an MSA commute to work in the urban core but live in the surrounding areas. 
An MSA can consist of one or several counties and usually is named after the ma-
jor urban area in the MSA. For example, the Cincinnati-Middleton MSA consists 
of 15 counties (3 in Indiana, 7 in Kentucky, and 5 in Ohio) with a population of 
2,155,137; the Missoula, Montana, MSA consists of one county with a population 
of 107,320. A    micropolitan statistical area (MiSA)    is a smaller unit of analysis, 
with only about 10,000 inhabitants in its core urban area.  2   
    The best areas for locating stores are those that generate the highest long-term 
profits for a retailer. Some factors affecting the long-term profit generated by 
stores that should be considered when evaluating an area include (1) the economic 
conditions, (2) competition, (3) the strategic fit of the area’s population with the 
retailer’s target market, and (4) the costs of operating stores (see Exhibit 8–1). 
Note that these factors are similar to those that retailers consider when evaluating 
an investment in a new business growth opportunity or entry into a foreign mar-
ket, as discussed in Chapter 5. 

  Economic Conditions 
 Because locations involve a commitment of resources over a long time horizon, it is 
important to examine an area’s level and growth of population and employment. A 
large, fully employed population means high purchasing power and high levels of 
retail sales. Exhibit 8–2 shows the population growth for MSAs in the United States. 
    But population and employment growth alone aren’t enough to ensure a strong 
retail environment in the future. Retail location analysts must determine how long 
such growth will continue and how it will affect demand for merchandise sold in 

  REFACT 
 There are 374 MSAs and 
579 micropolitan statistical 
areas in the United States.  1    

  EXHIBIT 8–1 
 Factors Affecting the 
Demand for a Retail or 
Trade Area  
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the stores. For instance, the economies of some Rust Belt cities like Flint, Michigan, 
experience greater peaks and valleys because of their dependence on specific 
 industries such as automobiles. If growth is not diversified in various industries, 
the area may be unattractive because of extreme cyclical trends. However, many 
areas that have been traditionally dependent on agriculture, a declining industry, 
have attempted to bring in new industries, such as manufacturing and high tech, 
to help diversify their economies. 
    Also, it is useful to determine which areas are growing quickly and why. For 
instance, the east side of Seattle, Washington, has become a desirable retail loca-
tion because of its proximity to Microsoft’s corporate headquarters. But the per-
formance of these retail locations is inextricably linked to the financial performance 
of Microsoft. 
    In most cases, areas where the population is large and growing are preferable to 
those with declining populations. However, some retailers, such as Subway, often 
go into new strip shopping centers with few nearby households with the anticipa-
tion that the surrounding suburban area will eventually be built up enough to 
support the stores. 

   Competition 
 The level of competition in an area clearly affects the demand for a retailer’s mer-
chandise. Walmart’s early success was based on a location strategy of opening 
stores in small towns with little competition. It offered consumers in small towns 
quality merchandise at low prices. Previously, rural consumers either shopped in 
small stores with limited assortments or drove to larger towns. 
    Although they once were viewed as undesirable areas, inner-city neighborhoods 
today host many full-service restaurant chains. Restaurants like IHOP, T.G.I. 
 Friday’s, Chili’s, and Denny’s are moving into urban areas from Oakland, California, 
to New York. They are discovering that these previously underserved markets are 
attractive because of the lack of competition, the relatively high level of disposable 
income of the residents, and the large, untapped labor force. Retailing View 8.1 
describes how Whole Foods and Trader Joe’s cater to an urban market segment, 
another area that tends to experience little competition in certain retail segments. 

   Strategic Fit 
 Population level, growth, and competition alone don’t tell the whole story. 
The area needs to have consumers who are in the retailer’s target market—who 
are attracted to the retailer’s offerings and interested in patronizing its stores. 
Thus, the area must have the right demographic and lifestyle profile. The size and 
composition of households in an area can be an important determinant of success. 

  EXHIBIT 8–2 
 Population Growth of 
Metropolitan Statistical 
Areas  

 SOURCE: http://www.proximityone.com/msa0007.htm#maps, (accessed  August 1, 2010). 

  REFACT 
 The first Walmart Discount 
City opened in Rogers, 
 Arkansas, in 1962.  3    
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 If you have ever lived in an urban location, you’d know that go-
ing grocery shopping is not a trivial experience. You have to get 
to your car, drive to the store and back, and then negotiate a 
temporary space while you unload and take the goods upstairs. 
Grocery stores in urban locations are often cramped for space 
and therefore lack an adequate assortment. Given the lack of 
competition, they are also often overpriced. 
  Whole Foods and its more moderately priced competitor 
Trader Joe’s are slowly seizing the opportunity to enter tradi-
tionally low-competition areas to cater to their well-heeled 
customers. Whole Foods has six stores in New York’s 
 Manhattan. Five stores—Chelsea, Union Square, Tribeca,  Upper 
West Side, and Columbus Circle—are located on major tran-
sit hubs. But its Bowery location has a different advantage: Its 
customers live on top of it! This two-story, 71,000-square-
food store is the largest Whole Foods in the northeastern 
United States and is located at the bottom of a 361-unit lux-
ury apartment  building, in an up-and-coming commercial and 
residential neighborhood. 
  On the west side of the United States, Trader Joe’s is open-
ing a grocery store and café on the ground floor of an afford-
able housing development in Berkeley, California. Back in New 
York, it is opening a store in an old bank building in Brooklyn. 
  These very urban locations give a competitive advantage to 
the apartment buildings in which the stores reside as well as 

much needed high-quality groceries in markets that are typi-
cally underserved. 

 Source: Kelly McCabe, “Trader Joe’s Opening First Brooklyn Store Next 
Week,”  Real Deal,  September 16, 2008; Michael Stoler, “Luxury Seems 
to Be Set for the Lower East Side,”  New York Sun,  May 17, 2007; Mark 
Hamstra, “Slow Start for Newest Whole Foods,”  Supermarket News,  
April 9, 2007; www.avalonchrystieplace.com (accessed November 31, 
2009); www.wholefoods.com (accessed November 31, 2009).  

 RETAILING VIEW    Who Needs a Kitchen When You Have 
Whole Foods or Trader Joe’s Downstairs? 

  8.1 

  Urban locations are attractive locations for Whole Foods 
Market (left) and Trader Joe’s (right).  

For instance, electronics, appliance, and home goods store La Curacao has 10 lo-
cations in Southern California and Arizona, all located in areas with at least 
250,000 Hispanics. It is so focused on its target market that its customers refer to 
it as the Hispanic Best Buy.  4   Ethnic composition of the trade area, however, is not 
a particularly critical issue for Toys “R” Us, which is interested in locations with 
heavy concentrations of families with young children. 
    Finally, lifestyle characteristics of the population may be relevant, depending on 
the target market(s) that a particular retailer is pursuing. For example, areas with 
consumers interested in outdoor activities are attractive for REI and Bass Pro Shops.   
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 Operating Costs 
 The cost of operating stores can vary across areas. For example, store rental and 
advertising costs in the Missoula, Montana, MSA are significantly lower than 
those in the Cincinnati-Middletown MSA. But, of course, the potential sales and 
profits from stores located in the Cincinnati-Middletown MSA are substantially 
greater due to its larger and denser population. 
    Operating costs are also affected by the proximity of the area being considered 
to other areas in which the retailer operates stores. For example, if a store is lo-
cated near other stores and the retailer’s distribution centers, the cost of shipping 
merchandise to the store is lower, as is the cost and travel time spent by the district 
manager supervising the stores’ operations. 
    The local and state legal and regulatory environment can have a significant ef-
fect on operating costs. Some retailers are reluctant to locate stores in California 
because they feel that the state and local governments, the political process of 
voter-initiated referendums, and a legal environment that fosters class-action law-
suits result in higher operating costs.  5       

 NUMBER OF STORES IN AN AREA  
 Having selected an area in which to locate its stores, a retailer’s next decision is 
how many stores to operate in the area. At first glance, you might think that a re-
tailer should choose the one best location in each MSA, but clearly, larger MSAs 
can support more stores than smaller MSAs. It may therefore be more advanta-
geous to locate several stores in one MSA and none in others. But there is a limit 
to how many stores can be operated in even the largest MSAs. When making the 
decision about how many stores to open in an area, retailers must consider the 
trade-offs between lower operating costs and potential sales cannibalization from 
having multiple stores in an area.  

 Economies of Scale from Multiple Stores 
 Most retail chains open multiple stores in an area because promotion and distribu-
tion economies of scale can be achieved. A retailer’s total promotional costs are the 
same for newspaper advertising that promotes 20 stores in an area or only one 
store. Multiple stores in an area are needed to justify the cost of building a new 
distribution center. Thus, chains like Walmart expand into areas only where they 
have a distribution center in place to support the stores. When Kohl’s entered the 
Florida market, it opened 14 stores in Jacksonville and Orlando on the same day. 
    Opening multiple stores in an area can increase sales per store as well as reduce 
costs. For instance, although there are 6,100 Dunkin’ Donuts in the United States, 
2,100 are concentrated in the Northeast. Of those, less than 40 make their own 
donuts. The rest get deliveries twice a day from centralized bakeries. The stores 
then frost and fill the donuts on site.  6   Having so many stores concentrated in one 
area also facilitates promotion activities. It costs, for instance, the same to place an 
ad in the  Boston Globe  for one store or 2,000. In the Northeast,  Dunkin’  means 
donuts! Its loyal customers recognize its purple and orange stores and expect to 
see them everywhere. Finally, the management team can have a greater span of 
control over a regional market; managers can easily visit the stores and assess 
competitive situations.   

 Cannibalization 
 Although retailers gain scale economies from opening multiple locations in an 
area, they also suffer diminishing returns associated with locating too many addi-
tional stores in an area. For example, suppose the first four stores opened in an 
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MSA by a specialty store retailer generate sales of $2 million each. Because they 
are located far apart from one another, customers consider patronizing only the 
store nearest to them, and there is no cannibalization. When the retailer opens a 
fifth store close to one of the existing stores, it anticipates a net sales increase for 
the area of $2 million; the new store should generate the same sales level as the 
four existing stores. Instead, the increase in sales is only $1.5 million because the 
sales in the nearest existing store drop to $1.7 million and sales from the new store 
are only $1.8 million because its location is only the fifth best in the area. Thus, 
because the new store cannibalizes sales from the closest store, it only contributes 
sales of $1.5 million. 
    Because a primary retailing objective is to maximize profits for the entire chain, 
retailers should continue to open stores only as long as profits continue to increase 
or, in economic terms, as long as the marginal revenues achieved by opening a new 

store are greater than the marginal costs. Publix, the 
supermarket chain, is converting its acquired Flor-
ida Albertson’s stores to Publix stores.  7   Some are 
opening very close to other, thriving Publix stores. 
The company believes that there are enough shop-
pers to ensure increased profitability even in such 
close proximity. 

   For franchise retail operations, the objectives of 
the franchisor and franchisee differ, and thus, dis-
putes can arise over the number of locations in an 
area. The franchisor is interested in maximizing the 
sales of all stores because it earns a royalty based on 
total store sales. The franchisee is interested in just 
the sales and profits from its store(s). Thus, the 
franchisor is not as concerned about cannibalization 
as the franchisee is. To reduce the level of conflict, 

most franchise agreements grant franchisees an exclusive territory to protect them 
from another franchisee cannibalizing their sales.     

 EVALUATING A SITE FOR LOCATING A RETAIL STORE  
 Having decided to locate stores in an area, the retailer’s next step is to evaluate and 
select a specific site. In making this decision, retailers consider three factors: 
(1) the characteristics of the site, (2) the characteristics of the trading area for a 
store at the site, and (3) the estimated potential sales that can be generated by a 
store at the site. The first two sets of factors are typically considered in an initial 
screening of potential sites. The methods used to forecast store sales, the third 
 factor, can involve a more complex analytical approach. Each of these factors is 
discussed in the following sections.  

 Site Characteristics 
 Some characteristics of a site that affect store sales and thus are considered in se-
lecting a site are (1) the traffic flow past the site and accessibility to the site, (2) the 
characteristics of the location, and (3) the costs associated with locating at the site 
(see Exhibit 8–3). The section at the end of the chapter on negotiating a lease re-
views the cost factors associated with sites.   

 Traffic Flow and Accessibility 
 One of the most important factors affecting store sales is the number of vehicles 
and pedestrians that pass by the site, or the    traffic flow   . When the traffic is 
greater, more consumers are likely to stop in and shop at the store. Thus, retailers 

  The location objectives of 
franchisees and a franchisor 
often differ.  
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often use traffic count measures to assess a site’s attractiveness. Traffic counts are 
particularly important for retailers offering merchandise and services bought on 
impulse or on frequent trips. For example, good traffic flow and accessibility are 
more important for car washes and grocery stores than for destination retailers 
like The Container Store. 
    Cato is a women’s specialty store chain with more than 1,000 stores in 31 U.S. 
states. When it evaluates new sites, it looks for neighborhood shopping centers 
that contain a discount store like Walmart or Target because these stores attract 
Cato’s target market. Cato has found that apparel shoppers stop by their store 
before or after visiting the anchor discount store. 
    More traffic flow is not always better; rather, traffic flow is a question of bal-
ance. The site should have a substantial number of cars per day but not so many 
cars that traffic congestion impedes access to the store. 
    To assess the level of vehicular traffic, the retailer can either perform site vis-
its or commission a specialized firm to do the study. The number of vehicles 
going by the site may not tell the whole story, however. For instance, the data 
may need to be adjusted for the time of day. Areas congested during rush hours 
may have a good traffic flow during the rest of the day when most shopping 
takes place. 
    The    accessibility    of the site, which can be as important as traffic flow, is the 
ease with which customers can get into and out of the site. Accessibility is greater 
for sites located near major highways, on uncongested highways, and at streets 
with traffic lights and lanes that enable turns into the site. Retailing View 8.2 de-
scribes the importance of accessibility to a retailer’s business. 
       Natural barriers,    such as rivers or mountains, and    artificial barriers,    such as 
railroad tracks, divided or limited-access highways, or parks, may also affect ac-
cessibility. These barriers’ impact on a particular site primarily depends on 
whether the merchandise or services will appeal to customers so strongly that 
they cross the barrier. For example, a supermarket on one side of a divided high-
way with no convenient crossover point will appeal only to consumers going in 
one direction. 
    In the United States, most consumers drive to shopping centers, and thus ve-
hicular traffic is an important consideration when evaluating a site. However, pe-
destrian traffic flow and access by public transportation are more important for 
analyzing sites in a country where consumers do not drive to shop or for evaluat-
ing urban sites and sites within an enclosed mall.   

  EXHIBIT 8–3 
 Site Characteristics  

 Traffic Flow and Accessibility Restrictions 

Vehicular traffic Zoning

Ease of vehicular access Signage

Access to major highways Restrictions on tenant mix

Street congestion Safety code restrictions

Pedestrian traffic

Availability of mass transit

Location Characteristics  Costs

Parking spaces Rental fee

Access to store entrance and exit Common area maintenance cost

Visibility of store from street Local taxes

Access for deliveries Advertising and promotion fees

Size and shape of store Length of lease

Condition of building

Adjacent retailers 
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 RETAILING VIEW   The Importance of a Right Turn   8.2 
 One retailer’s demise can be another retailer’s opportunity. 
Jones Hardware & Building Supply in Wake Forest, North Caro-
lina, survived the Great Depression and the relocation of the 
town’s largest employer, so it believed it could survive Home 
Depot coming to town. However, the traffic pattern near the 
store was changed to accommodate new Home Depot and 
Target stores. The hardware store’s once-accessible, prized 
corner-lot location was crippled by a new intersection that 
prevented a left turn into the store’s parking lot. Customers 
needing to turn left to the store were forced to make a U-turn 
and access Jones Hardware through an adjoining Winn-Dixie 
parking lot. Whether it was this inconvenience or the arrival of 
Lowe’s Home Improvement across from Home Depot, the fate 
of the smaller retailer was sealed and within two years Jones 
Hardware closed. 
  That same corner lot soon became the site of the town’s 
or area’s first Walgreens, because the location satisfies Wal-
greens’ fundamental real estate strategy: to be easily accessible 
for residents as they return home from work. Walgreens posi-
tions its stores so that evening commuter traffic can make an 
easy right turn into the store’s parking lot. The former Jones 
Hardware store fronts a key artery for afternoon commuter 
traffic, and the CVS store in the shopping center across from 
the  Walgreens has to rely on customer loyalty to motivate 
those same commuters to make the less convenient left-hand 
turn into its parking area. 

  Sources: http://www.northbrook.il.us/Government/BoardsCommis-
sions/Passouts/2008/072208RBM/documents/5.Walgreens-Traffic-
Reviews.pdf (accessed December 2, 2009); Jim Frederick, “The 
Hedgehog vs. the Elephant: Winning the Walgreen Way,”   Drug Store 
News,   March 19, 2007; Connie Gentry, “Science Validates Art,”  reprinted 
by permission from Chain Store Age,  April 2005, pp. 83–84. Copyright 
Lebhar-Friedman, Inc., 425 Park Avenue, New York, NY 10022.   

  Walgreens selects locations that enable it to offer drive-
through prescription pickup—a value-added customer 
service.  

 Location Characteristics 
 Some factors associated with specific locations that retailers consider when evalu-
ating a site are (1) parking, (2) store visibility, and (3) adjacent retailers.  

 Parking   The amount and quality of parking facilities are critical for evaluating 
a shopping center and specific site within the center. On the one hand, if there 
aren’t enough spaces or the spaces are too far from the store, customers will be 
discouraged from patronizing the site and the store. On the other hand, if there 
are too many open spaces, the shopping center may be perceived as having 
 unpopular stores. A standard rule of thumb is 5.5:1,000 (five and one-half spaces 
per thousand square feet of retail store space) for a shopping center and 10 to 
15 spaces per 1,000 square feet for a supermarket. 
  Retailers need to observe the shopping center at various times of the day, week, 
and season. They also must consider the availability of employee parking, the pro-
portion of shoppers using cars, parking by nonshoppers, and the typical length of 
a shopping trip. 
  An issue closely related to the amount of available parking facilities but extended 
into the shopping center itself is the relative congestion of the area.    Congestion    is 
an excess level of traffic that results in customer delays. There is an optimal level of 
congestion for customers. Too much congestion can make shopping slow, irritate 
customers, and generally discourage sales. However, a relatively high level of activ-
ity in a shopping center creates excitement and can stimulate sales.   

 Visibility      Visibility    refers to customers’ ability to see the store from the street. 
Good visibility is less important for stores with a well-established and loyal cus-
tomer base, but most retailers still want a direct, unimpeded view of their store. In 
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an area with a highly transient population, such as a 
tourist center or large city, good visibility from the 
road is particularly important.   

 Adjacent Tenants   Locations with complementary, 
as well as competing, adjacent retailers have the po-
tential to build traffic. Complementary retailers target 
the same market segment but have a different, non-
competing merchandise offering. For example, Save-
A-Lot, a limited-assortment supermarket targeting 
price-sensitive consumers, prefers to be colocated with 
other retailers targeting price-sensitive consumers, 
such as Big Lots, Family Dollar, or even Walmart. 
  Have you ever noticed that competing fast-food 
restaurants, automobile dealerships, antique dealers, 
or even shoe and apparel stores in a mall are located next to one another? Con-
sumers looking for these types of merchandise are involved in convenience or 
comparison shopping situations, as we described in Chapter 7. They want to be 
able to make their choice easily in the case of convenience shopping, or they want 
to have a good assortment so that they can “shop around.” This grouped location 
approach is based on the principle of    cumulative attraction   , which states that a 
cluster of similar and complementary retailing activities will generally have greater 
drawing power than isolated stores that engage in the same retailing activities.    

 Restrictions and Costs 
 As we will learn later in this chapter, retailers may place restrictions on the type of 
tenants that are allowed in a shopping center in their lease agreement. Some of 
these restrictions can make the shopping center more attractive for a retailer. For 
example, a specialty men’s apparel retailer may prefer a lease agreement that pre-
cludes other men’s specialty apparel retailers from locating in the same center. A 
florist in a strip center may specify that if the grocery anchor tenant vacates the 
center, it can be released from its lease. Retailers would look unfavorably on a 
shopping center with a sign size restriction that prevented easy visibility of the 
store’s name from the street. At the end of the chapter, we discuss some other re-
strictions and cost issues involved in negotiating a lease.   

 Locations within a Shopping Center 
 Locating within a shopping center affects both sales and occupancy costs, in that 
the better locations have higher occupancy costs. In a strip shopping center, the 
locations closest to the supermarket are more expensive because they attract 

  REFACT 
 Microsoft is opening its 
stores in close proximity to 
its rival Apple so that it can 
attract potential customers 
interested in technology.  8    

   Store visibility is an 
important consideration 
when evaluating a site. The 
Banana Republic store (left) 
is clearly visible, whereas 
the stores going up the 
stairs (right) are not.   
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greater foot traffic. So a flower shop or sandwich shop that may attract impulse 
buyers should be close to the supermarket. But a shoe repair store, which does not 
cater to customers shopping on impulse, could be in a lower-traffic location far-
ther away from the supermarket because customers in need of this service will 
seek out the store. In other words, it is a destination store. 
    The same issues apply to evaluating locations within a multilevel, enclosed 
shopping mall. Stores that cater to consumers engaging in comparison shopping, 
such as shoppers buying fashionable apparel, benefit from being in more expen-
sive locations near the department store anchors, which are destinations for com-
parison apparel shoppers. As apparel shoppers enter and leave the department 
store, they walk by and may be attracted to neighboring specialty store retailers. In 
contrast, a retailer such as Foot Locker, another destination store, need not be in 
the most expensive location, because many of its customers know they’re in the 
market for its type of product before they even go shopping. 
    Another consideration is how to locate stores that appeal to similar target mar-
kets. In essence, customers want to shop where they’ll find a good assortment of 
merchandise. The principle of cumulative attraction applies to both stores that sell 
complementary merchandise and those that compete directly with one another. 
Consider Exhibit 8–4, a map of the Columbia Mall, the centerpiece of the planned 
community of Columbia, Maryland. The mall’s trade area includes about three-
quarters of a million people, located in wealthy Howard County, which is posi-
tioned halfway between Baltimore, Maryland, and Washington, D.C. Some of the 
mall’s tenants are restaurants P.F. Chang’s, Uno Chicago Grill, and Champs; a 
14-screen, state-of-the-art, stadium-seating cinema; and L.L.Bean, Domain, Res-
toration Hardware, Banana Republic, bebe, Build-A-Bear Workshop, Abercrom-
bie & Fitch, Starbucks, J.Crew, and GUESS stores. 
    Many of the tenants are positioned within the mall into category zones to bet-
ter match their target audience. A good example of this positioning is the location 
of retailers selling children’s apparel and related merchandise. Looking at the map 

  EXHIBIT 8–4  Grouping Retailers in an Enclosed Mall  

 SOURCE: http://www.themallincolumbia.com/directory. Used by permission of The Mall of Columbia. All rights reserved. 
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in Exhibit 8–4, note that Gymboree and Abercrombie Kids are located side by side 
in Section B on the lower level. A short escalator ride to the upper level takes busy 
parents and their children to the Build-A-Bear Workshop and the Disney Store, 
all located in Section B. Directly across the walkway in Section A, shoppers can 
visit GapKids and Justice for more children’s clothing and accessories. 

These three shoe stores 
are positioned next to each 
other because they appeal 
to the same target markets 
and therefore draw more 
customers.

     TRADE AREA CHARACTERISTICS  
 After identifying several sites that have acceptable traffic flow, accessibility, and 
other location characteristics, the next step is to collect information about the 
trade area that can be used to forecast sales for a store located at the site. The re-
tailer first needs to define the trade area for the site. Once the trade area is de-
fined, the retailer can use several different information sources to develop a 
detailed understanding of the nature of consumers in the site’s trade area.  

 Trade Area Definition 
 A    trade area    is a contiguous geographic area that accounts for the majority of a 
store’s sales and customers. Trade areas can be divided into three zones, as shown 
in Exhibit 8–5. The exhibit shows the trade area zones for a shopping center lo-
cated at the red square: the 5-minute drive-time zone (light brown), the 10-minute 
zone (blue), and the 15-minute zone (green). 
    The trade area zones shown in Exhibit 8–5 are not concentric circles based on 
distance from the store but, rather, are irregular polygons based on the location of 
roads, highways, and natural barriers, like rivers and valleys, that affect the driving 
time to the store. The location of competitive stores can also affect the actual 
trade area configuration. 
    The    primary trading area    is the geographic area from which the shopping 
center or store site derives 50 to 70 percent of its customers. The    secondary trading 
area    is the geographic area of secondary importance in terms of customer sales, 
generating about 20 to 30 percent of the site’s customers. The    tertiary trading 
area    or    fringe    (the outermost area) includes the remaining customers who shop at 
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the site but come from widely dispersed areas. These customers might travel an 
unusually long distance because they do not have comparable retail  facilities 
closer to home, or they may drive near the store or center on their way to or 
from work. 
    The best way to define the three zones is based on driving time rather than 
distance. Thus, the primary trading area might be defined as customers within 
5 minutes’ driving time of the site; the secondary trading area, as customers with a 
10-minute drive; and the tertiary zone, as customers more than 15 minutes away 
from the site by car. In bigger cities where driving times are lengthy, such as Los 
Angeles, the primary trading area may be 15 minutes; the secondary trading area, 
40 minutes; and the tertiary trading area, more than 1 hour. However, it is much 
easier to collect information about the number of people and their characteristics 
in the different zones by geographic distance than by driving time. Thus, retailers 
often define the zones by distance—such as 3, 5, and 10 miles from the site—
rather than driving time.   

 Factors Affecting the Size of the Trade Area 
 The actual boundaries of a trade area are determined by the store’s accessibility, 
natural and physical barriers, and level of competition, which we discussed previ-
ously in this chapter. The boundaries are also affected by the type of shopping area 
and type of store. 
    Trade area size is influenced by the type of store or shopping area. A Star-
bucks in a central business district, for example, may have a trade area of only 
two or three blocks; a category specialist like Best Buy may draw customers from 
10 miles away; and The Container Store, which is the only store of its kind in a 
city, might draw customers from 30 miles away. The size of the trading area is 
determined by the nature of the merchandise sold, the assortment offered, and 
the location of alternative sources for the merchandise. People go to conve-
nience stores because they can buy products like milk and bread quickly and 
easily; thus, their trade areas are relatively small. Category specialists, in con-
trast, offer a large choice of brands and products for which customers are en-
gaged in comparison shopping. Thus, customers generally drive some distance 
to shop at these stores. 

  EXHIBIT 8–5 
 Zones in a Trade Area  
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    Recall from Chapter 7 that a destination store is a place where consumers will 
go even if it is inconvenient. In general, destination stores have a large trade 
area—people are willing to drive farther to shop there. Examples of destination 
stores are shopping mall anchor stores such as department stores, certain spe-
cialty stores such as IKEA, category specialists such as Staples and Office Depot, 
and some service providers such as IMAX theaters. 
    A    parasite store    is one that does not create its own traffic and whose trade 
area is determined by the dominant retailer in the shopping center or retail area. 
A colocated dry cleaner would be a parasite store to a Walmart store because 
people tend to stop at the dry cleaner on the way to or from Walmart and other 
stores. Its business is thus derived from Walmart and other businesses in the 
area. Some retail experts have noted that Walmart can be a destructive force to 
competition in a trade area because it is so dominant. Yet some parasite stores 
and stores that have learned to provide product or service offerings that comple-
ment, rather than compete with, those of Walmart actually benefit from its 
presence. 
    For example, Party City, the world’s largest party supply retailer, has over 600 
company-owned franchised stores. They offer a wide selection of merchandise for 
celebratory occasions, such as birthdays and anniversaries, as well as for seasonal 
events, such as Halloween and Thanksgiving. Party City looks for regional power 
centers with nationally recognized cotenants such as Walmart, Target, or Kohl’s 
because of the traffic these stores bring to the center. It chooses locations that 
have a high density of solid middle-income shoppers, a growing population, and a 
high percentage of children. Party City carries a broader assortment and deeper 
variety of party supplies than Walmart or Target.  9   Other examples of parasite 
stores are food court restaurants and kiosks in a mall.   

 Measuring the Trade Area for a Retail Site 
 Retailers can determine the trade area for their existing stores by customer spot-
ting.    Customer spotting    is the process of locating the residences of customers for 
a store on a map and displaying their positions relative to the store location. The 
addresses for locating the customers’ residences usually are obtained by asking the 
customers, recording the information from a check or Internet channel purchase, 
or collecting the information from customer loyalty programs. The data collected 

This Party City store picks up customers from Kohl’s. It is therefore a parasite store.
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from customer spotting can be processed in two ways: manually plotting the loca-
tion of each customer on a map or using a geographic information system like 
those described later in this chapter. Retailing View 8.3 describes how multi-
channel retailers use their catalog and Internet sales data to spot customers and 
use that information to identify potential store locations. 
    It is more challenging to estimate the trade area for a new store location than 
for existing locations. However, retailers typically use information about the trade 
areas for existing stores to estimate the trade areas for new stores. For example, a 
sporting goods retail chain with 7,000-square-foot stores located in neighborhood 
shopping centers might find that the primary trading area for its stores is a drive 
of less than 10 minutes, the secondary trading area is a drive of 10 to 20 minutes, 
and the tertiary trading zone is more than a 20-minute drive. Assuming the site 
under consideration is located in an area that has similar demographic and life-
style characteristics, the retailer assumes the trade areas for the new site will be 
defined by the same 10- and 20-minute drive times.   

 Sources of Information about the Trade Area 
 To further analyze the attractiveness of a potential store site, a retailer needs in-
formation about both the consumers and the competitors in the site’s trade area. 
Two widely used sources of information about the nature of consumers in a trade 
area are (1) data published by the U.S. Census Bureau, based on the  Decennial 

 RETAILING VIEW   Customer Spotting for Multichannel Retailers   8.3 
 Multichannel retailers that sell mer-
chandise using catalogs and the 
 Internet have an advantage over 
store-based retailers in locating and 
evaluating potential store sites be-
cause they can apply their customer 
data to help them determine which 
locations are more likely to be prof-
itable. For example, Talbots, a spe-
cialty apparel multichannel retailer, 
relies primarily on catalog and Inter-
net sales data when determining 
whether and where to open a store. 
It has developed and validated a for-
mula for analyzing its catalog and 
 Internet sales data to tell where its 
customers are and what they’re buy-
ing. Hypothetically, if Talbots did 
$150,000 in catalog sales in a partic-
ular area last year, it knows it can put 
a store there and do $1 million to 
$1.5 million in retail sales. 
  Using these nonstore sales data, 
Talbots opens successful stores in lo-
cales that other retailers overlook. 
At one time, Talbots thought its classic styles appealed only to 
women in the Northeast and Midwest, but strong catalog 
sales in the Sun Belt states encouraged the company to open 
stores in warmer climates. Nonstore sales data also identified 
some locations it would not normally consider. For instance, 
although Fishkill, New York—some 75 miles north of New 

York City—has a population of fewer 
than 20,000 people, it is the site of a 
profitable Talbots store. Some of the 
company’s best-performing stores 
are in similar, overlooked areas. 
 Talbots is often a destination loca-
tion, and it knows it has established 
customer bases in these towns and 
surrounding areas. 

 Although outdoor and apparel In-
ternet and catalog retailers L.L.Bean 
and Orvis have a much smaller physi-
cal store presence, they both utilize 
similar customer-spotting proce-
dures for locating new stores. In par-
ticular, Bean noticed a high number 
of catalog and online purchases com-
ing from southeastern Massachusetts. 
So it opened a store in Dedham, just 
south of Boston.  Orvis examines its 
customer database by zip code, look-
ing for areas with high concentra-
tions of customers. After narrowing 
the potential markets, Orvis matches 
the geodemographics in the areas 

with those of its target customers to isolate the best poten-
tial locations. 

 Sources: Tziperman Lotan, “Legacy Place L.L. Bean Opens in Dedham,” 
 Wicked Local Easton , July 27, 2009; Bruce Soderholm, Senior Vice 
 President, Operations, Talbots, personal communication, April 2006.  

  Talbots, L.L.Bean, and Orvis use the addresses 
of their catalog and Internet customers to 
determine promising locations for their 
future stores.  
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Census of the United States,  and (2) data from geographic information systems, 
provided by several commercial firms.  

 Demographic Data from U.S. Census Bureau   A    census    is a count of the 
population of a country as of a specified date. The first U.S. decennial census was 
undertaken in 1790 as part of a constitutional mandate to periodically reapportion 
state representation in the House of Representatives on the basis of states’ 
population. 
  Every 10 years, census takers attempt to gather demographic information (sex, 
age, ethnicity, education, marital status, etc.) from every household in the United 
States. The census questionnaire also asks about such things as foster children and 
stepchildren, the presence of solar heat in the home, and grandparents as primary 
caregivers of children. The decennial census is more than just a head count; it 
provides a snapshot of the country’s demographic, social, and economic 
characteristics. 
  The U.S. Census Bureau prepares periodic reports summarizing the data 
from two sources: the census demographics for each person and additional data 
collected from a sample of the population. The smallest geographic entity for 
which census data are available is the    census block   , an area bounded on all 
sides by visible (roads, rivers, etc.) and/or invisible (county or state boundaries) 
features. There are 8 million census blocks in the United States, each contain-
ing the residences of about 40 people. The smallest unit for the sample data is 
the    block group   , a collection of adjacent blocks that contain between 300 and 
4,000 people. Data are also available at higher levels of aggregation, including 
zip code, census tract (collections of adjacent block groups), county, state, and 
region.  12   
  Although the data from the U.S. Census Bureau can be used to develop a bet-
ter understanding of the nature of consumers in a region or trade area, these 
data have several limitations. First, because they are based on information col-
lected every 10 years, they are not very current, although the projections are 
reasonably accurate. Second, the data are not particularly user-friendly. It is dif-
ficult to utilize census data to examine the trade areas for various locations for 
specific products or services. Thus, most retailers rely on the geographic infor-
mation system data offered by a number of companies to examine trade areas for 
potential stores.   

 Geographic Information System Suppliers   A    geographic information 
system (GIS)    is a system of hardware and software used to store, retrieve, map, 
and analyze geographic data; a GIS also includes the operating personnel and the 
data that go into the system. The key feature of GIS data is that they are identified 
with a coordinate system (latitude and longitude) that references a particular place 
on Earth. The data in the systems include spatial features such as rivers and roads, 
as well as descriptive information associated with the spatial features, such as the 
street address and the characteristics of the household at the address. 
  Firms such as Esri (www.esri.com), Claritas (www.claritas.com), and Map-
Info (www.mapinfo.com) that construct and offer services involving GIS com-
bine updated demographic census data with data from other sources that 
describe consumer spending patterns and lifestyles in a geographic area. In addi-
tion, they provide a user-friendly interface so that the data can be accessed and 
analyzed easily. Frequently, the outputs from the system are maps that enable 
retailers to visualize the implications of the data quickly. For example, the map 
in Exhibit 8–6 shows the trading areas for three branch banks that a retailer has 
in an MSA and a fourth branch it is considering, as well as the residences of its 
customers relative to the branch at which they bank. This map suggests that 
people bank near their work and, thus, that the new location might cannibalize 
from the other branches. 

 REFACT 
 The United States was the 
first country to institute a 
periodic census.  10   

    REFACT 
 California, Florida, and New 
York account for one-quarter 
of the U.S. population.  11    
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  For example, a retailer interested in developing a deeper understanding of the 
trade areas for several sites can provide Esri with the street addresses for the sites 
under consideration. The system then provides the projected data shown in the 
table below current year estimates and five-year projections pertaining to people 
living within a 3-, 5-, and 10-mile radius of the sites. 

  EXHIBIT 8–6 
 GIS Map for Bank Trade 
Areas in an MSA  

  An example of a report on the retail goods and services purchased by residents 
in a trade area is shown in Exhibit 8–7. In addition to presenting the demographic 
data, this sample report contains some special data—the lifestyle segments 
 represented in the trade area and the spending power index for various retail 
 categories—that are discussed next. But first consider how the hamburger chain 
Wendy’s utilizes GIS information. 
  Not too long ago, Wendy’s used demographic data like household income to 
make site selection decisions. Now it uses a model based on GIS data that help it 
decide on which markets to focus, such as whether to concentrate on Miami or 
Salt Lake City. On a micro level, the GIS tools help Wendy’s select a site within 
the market. Working with a Web-based tool from Nielsen Claritas, which we de-
scribed in Chapter 4, the GIS team accesses data about Wendy’s existing stores to 
create projected sales forecasts for new sites. The analysis takes less than a minute 
and provides maps with great detail, such as traffic counts, shopping center loca-
tions, competitors, and surrounding neighborhoods. Also, the information is up-
dated whenever the market changes.   

Gender Occupation

Income Travel time to work

Disposible income Transportation mode to work

Net worth Household composition

Education Household expenditures by NAICS categories

Age Geodemographic market segment

Race/ethnicity Market potential index

Employment status Spending potential index
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 GIS Data for Retail Expenditures in Trade Area    EXHIBIT 8–7 

 SOURCE: Retail Goods and Services Expenditures Sample, reprinted courtesy of Esri. Copyright © Esri 2010. All rights reserved. 

 Tapestry™ Segmentation   Esri and other GIS suppliers have developed 
schemes for classifying geographic areas in the United States by combining census 
and survey data about people’s lifestyles and purchasing behavior with the map-
ping capabilities of GIS. The analysis is based on the premise that “birds of a 
feather flock together.” Specifically, people who live in the same neighborhoods 
tend to have similar lifestyles and consumer behavior patterns. 
  The Esri Tapestry Segmentation system classifies all U.S. residential neighbor-
hoods into 65 distinctive segments, based on demographic and socioeconomic 
characteristics. Exhibit 8–7 is a hypothetical report for the area within a 1.5-mile 
radius of 100 S. Wacker Drive in Chicago. Each segment provides a description of 
the typical person in that segment. The largest segment in the trade area report in 
Exhibit 8–7 is Metro Renters.  13      A   ccording to Esri, residents of Metro Renters 
neighborhoods are young (approximately 30 percent are in their 20s) well-educated 
singles beginning their professional careers in some of the largest U.S. cities such 
as New York City, Los Angeles, and Chicago. The median age is 33.6 years; the 
median household income is $56,311. Most rent apartments in high-rise buildings, 
living alone or with a roommate. They travel, read two or more daily newspapers, 
listen to classical music and public radio, and go online. To stay fit, they work out 
regularly at clubs, play tennis and volleyball, practice yoga, ski, and jog. They go 
dancing and to the movies, attend rock concerts, visit museums, and throw frisbees. 
Painting and drawing are favorite hobbies. They are politically liberal. 
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  Several similar, competing segmentation systems are currently commercially 
available, including PRIZM (Potential Rating Index for Zip Markets), which was 
developed by Nielsen Claritas and is described in Chapter 4. 
  Exhibit 8–8 shows the location of customers who have the desired geodemo-
graphic profile on a trade area map for a shopping center. Note that most of the 
retailer’s desirable customers are not even in the tertiary trade area; thus, this 
shopping center would not be a desirable location. (The shopping center is desig-
nated by the red star. The primary trade area is green; the secondary trade area is 
lavender; and the tertiary trade area is turquoise.) 

  EXHIBIT 8–8 
 Location of Target 
Customers in Shopping 
Center Trade Area  

Nonmarried, young adults 
with college educations tend 
to live in large metropolitan 
areas.
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   Spending Potential Index   Data in Esri’s Consumer Spending database is re-
ported by product or service; variables include total expenditures, average amount 
spent per household, and a Spending Potential Index (SPI). The SPI compares 
the local average expenditure by product to the national average amount spent. An 
index of 100 is average. For example, an SPI of 120 shows that average spending by 
local consumers is 20 percent above the national average; an SPI of 80 means that 
average local spending is 20 percent below the national average. (See Exhibit 8–7.)     

 Competition in the Trade Area 
 In addition to needing information about the residents in a trade area, retailers 
need to know about the amount and type of competition in the trade area. Al-
though GIS vendors provide data on the location of competitive retailers, there 
are also other sources for this information. For example, most retailer Web sites 
list not only all current store locations but future sites as well. A more traditional 
method of accessing competitive information is to look through the Yellow Pages 
of the telephone book. Other sources of competitive information include directo-
ries published by trade associations, chambers of commerce,  Chain Store Guide  
(published by CSG Information Services, www.csgis.com), and municipal and 
county governments.     

 ESTIMATING POTENTIAL SALES FOR A STORE SITE  
 Three approaches for using information about the trade area to estimate the po-
tential sales for a store at the location are (1) the Huff gravity model, (2) regres-
sion analysis, and (3) the analog method.  

 Huff Gravity Model 
 The    Huff gravity model     14   for estimating the sales of a retail store is based on the 
concept of gravity: Consumers are attracted to a store location, just like Newton’s 
falling apple was attracted to the Earth. In this model, the force of the attraction is 
based on two factors: the size of the store (larger stores have more pulling power) 
and the time it takes to travel to the store (stores that take more time to get to 
have less pulling power). The mathematical formula for predicting the probability 
of a customer’s going to a specific store location is

  Pij
 5 

S
j
 yT
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j
 yT
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where
 P

ij 
5 probability that customer i shops at location j

 S
j
 5 size of the store at location j

 T
ij
 5 travel time for customer i to get to location j

     The formula indicates that the larger the size ( S 
j
  ) of the store compared with 

competing stores’ sizes, the greater the probability that a customer will shop at 
the location. A larger size is generally more attractive in consumers’ eyes because 
it means more merchandise assortment and variety. Travel time or distance ( T 

ij
  ) 

has the opposite effect on the probability that a consumer will shop at a location. 
The greater the travel time or distance from the consumer, compared with that 
of competing locations, the lower the probability that the consumer will shop at 
the location. Generally, customers would rather shop at a close store than a dis-
tant one. 
    The exponent l reflects the relative effect of travel time versus store size. When 
l is equal to 1, store size and travel time have an equal but opposite effect on the 
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probability of a consumer’s shopping at a store location. When l is greater than 1, 
travel time has a greater effect, and when l is less than 1, store size has a greater 
effect. The value of l is affected by the nature of the shopping trips consumers 
generally take when visiting the specific type of store. For instance, travel time or 
distance is generally more important for convenience goods than for shopping 
goods because people are less willing to travel a great distance for a quart of milk 
than they are for a new pair of shoes. Thus, a larger value for l is assigned if the 
store being studied specializes in convenience shopping trips rather than compari-
son shopping trips. The value of l is usually estimated statistically using data that 
describe shopping patterns at existing stores. 
   To illustrate the use of the Huff model, consider the situations shown in 
 Exhibit 8–9. A small town has two communities, Rock Creek and Oak Hammock. 
The town currently has one 5,000-square-foot drugstore with annual sales of 
$8 million, $3 million of which come from Oak Hammock residents and $5 mil-
lion from Rock Creek residents. A competitive chain is considering opening a 
10,000-square-foot store. As the exhibit illustrates, the driving time for the aver-
age Rock Creek resident to the existing store is 10 minutes, but it would be only 
five minutes to the new store. In contrast, the driving time for the typical Oak 
Hammock resident to the existing drugstore is 5 minutes and would be 15 min-
utes to the new store. Based on its past experience, the drugstore chain has found 
that l equals 2 for its store locations. Using the Huff formula, the probability of 
a Rock Creek resident’s shopping at the new location,  P RC

 ,  is

P
RC

 5 
10,000y52

10,000y52 1 5,000y102 5 .889

    The probability of Oak Hammock residents’ shopping at the new location, 
 P 

OH
 ,  is

P
OH

 5 
10,000y152

10,000y152 1 5,000y52 5 .182

     The expected sales (probability of patronage times market size) for the new 
location thus would be

.889 3 $3 million 1 .182 3 $5 million 5 $4,910,000

     This simple application assumes that the market size for drugstores in the com-
munity will remain the same at $8 million with the addition of the new store. We 
also could have considered that two drugstores would increase the total size of the 
market. In addition, rather than do the calculations for the average customer lo-
cated in the middle of each community, we could have calculated the probabilities 
that each customer in the two communities would go to the new location. 
    Even though the Huff gravity model considers only two factors affecting store 
sales—travel time and store size—its predictions are quite accurate because these 
two factors typically have the greatest effect on store choice.  15   The regression 
 approach discussed in the next section provides a way to incorporate additional 
factors into the sales forecast for a store under consideration.   

  EXHIBIT 8–9 
 Application of Huff 
Gravity Model for 
Estimating Store Sales  

Rock Creek
Market size = $5 million annual sales

Oak Hammock
Market size = $3 million annual sales

10 minutes

minutes

5 minutes

5 minutesminu

xisting Sto
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 Regression Analysis 
 The    regression analysis    approach is based on the assumption that factors that 
affect the sales of existing stores in a chain will have the same impact on stores 
located at new sites being considered. When using this approach, the retailer em-
ploys a technique called  multiple regression  to estimate a statistical model that pre-
dicts sales at existing store locations. The technique can consider the effects of the 
wide range of factors discussed in this chapter, including site characteristics, such 
as visibility and access, and characteristics of the trade area, such as demographics 
and lifestyle segments represented. 
    Consider the following example: A chain of sporting goods stores has analyzed 
the factors affecting sales in its existing stores and found that the following model 
is the best predictor of store sales (the weights for the factors, such as 275 for the 
number of households, are estimated using multiple regression):

Stores sales 5  275 3 number of households in trade area (15-minute drive time) 
1  1,800,000 3 percentage of households in trade area with 

children under 15 years of age
 1  2,000,000 3 percentage of households in trade area in 

Aspiring young segment
 1 8 3 shopping center square feet
 1 250,000 if visible from street
 1 300,000 if Walmart in center

     The sporting goods chain is considering the following two locations: 

 Variable Location A Location B

Households within 15 minute drive time  11,000 15,000

% of households with children under 15 years old 70% 20%

% of households in Aspiring young segment 60% 10%

Sq ft of shopping center 200,000 250,000

Visible from street yes no

Walmart in shopping center yes no

    Using the statistical model, the forecasted sales for location A are

Stores sales at location A  5 $7,635,000 5 275 3 11,000
1 1,800,000 3 0.7
1 2,000,000 3 0.6
1 8 3 200,000
1 250,000
1 300,000

and forecasted sales for location B are:

Store sales at location B 5 $6,685,000  5 275 3 15,000
1 1,800,000 3 0.2
1 2,000,000 3 0.1
1 8 3 250,000

     Note that location A has greater forecasted sales, even though it has a smaller 
trading area population and shopping center size, because the profile of its target 
market fits the profile of the trade area better.   

 Analog Approach 
 To develop a regression model, a retailer needs data about the trade area and site 
characteristics from a large number of stores. Because small chains cannot use the 
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regression approach, they use the similar but more subjective analog approach. When 
using the    analog approach   , the retailer simply describes the site and trade area char-
acteristics for its most successful stores and attempts to find a site with similar char-
acteristics. The use of this approach is described in the following illustration.     

 ILLUSTRATION OF SITE SELECTION: EDWARD BEINER 
PURVEYOR OF FINE EYEWEAR  

 Edward Beiner Purveyor of Fine Eyewear is a nine-store Florida retailer special-
izing in upper-end, high-fashion eyewear. Its store in South Miami is in a Main 
Street location. Although a Main Street location does not draw from a trade area 
as large as a central business district or a shopping center, it serves the people 
working and living in the area. 
    The retailers in this Main Street location recognize that their location lacks the 
entertainment and recreation found in shopping centers, so they sponsor art and 
music festivals to bring people to the area. On Halloween, each store provides 
candy to its future customers and their parents. 
    Edward Beiner Purveyor of Fine Eyewear recognizes other issues that make its 
South Miami Main Street location less than perfect. There’s no protection against the 
heavy rains that characterize the area’s subtropical climate. Security also could be an 
issue,  although most stores are closed at night. Finally, parking is often a problem. 
    In general, though, Edward Beiner finds its Main Street location attractive. The 
rent is much less than it would be in a shopping mall. There is usually good pedes-
trian traffic. Because the properties in the Main Street location are owned by several 
individuals, the landlords have less control over the tenants than they would in a 
planned shopping center. Finally, there are other optical stores in the area, although 
the competition is not intense due to the exclusive lines Edward Beiner carries. 
    Edward Beiner Purveyor of Fine Eyewear wants to open a new location. Be-
cause the South Miami site is its best store, it would like to find a location whose 
trade area has similar characteristics. It has identified several potential locations 
that it is evaluating. 
    Using the analog approach, Edward Beiner undertakes the following steps:  
  1.   Do a competitive analysis.  
  2.   Define present trade area.  
  3.   Analyze trade area characteristics.  
  4.   Match characteristics of present trade area with potential sites.    

  Edward Beiner Purveyor of 
Fine Eyewear specializes in 
high-fashion eyewear and 
targets affluent consumers.  
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 Conduct Competitive Analysis 
 The competitive analysis of the four potential sites being considered by Edward 
Beiner is shown in Exhibit 8–10. To perform the analysis, Edward Beiner first es-
timated the number of eyeglasses sold per year per person (column 2), obtained 
from industry sources. Then the area population was taken from U.S. Census data 
(column 3). Column 4 is an estimate of the trade area potential reached by multi-
plying column 2 by column 3. 
    The estimates of the number of eyeglasses sold in the trade areas, column 5, are 
based on visits to competitive stores. Column 6 represents the unit sales potential 
for eyeglasses in the trade areas, or column 4 minus column 5. Then the trade area 
potential penetration is calculated by dividing column 6 by column 4. For in-
stance, because the total eyeglass potential for the South Miami store trade area is 
17,196 pairs and an additional 9,646 pairs could be sold in that trade area, 56.09 
percent of the eyeglass market in this area remains untapped. The bigger the 
number, the lower the competition. 
    Column 8, the relative level of competition, is subjectively estimated on the 
basis of column 7. Unlike other optical stores in the trade area, Edward Beiner 
Optical carries a very exclusive merchandise selection. In general, however, the 
higher the trade area potential, the lower the relative competition will be. 
    On the basis of the information in Exhibit 8–10, Edward Beiner Optical should 
locate its new store at site B. The trade area potential is high, and competition is 
relatively low. Of course, relative competition is only one issue to consider. Later 
in this section, we’ll consider competition along with other issues to determine 
which is the best new location for Edward Beiner Optical.   

 Define Present Trade Area 
 On the basis of customer spotting data gathered from Beiner’s data warehouse of 
current customers, the trade area map in Exhibit 8–11 was generated using Esri’s 
GIS software. The zones are based on drive times: 5 minutes for the primary trade 
area (red), 10 minutes for the secondary trade area (purple), and 20 minutes for 
the tertiary trade area (green). Note that the trade area boundaries are oblong 
because the major highways, especially U.S. 1, run north and south. Not only do 
the north-south highways bring traffic to the area, but heavy traffic often makes 
them difficult to cross. Biscayne Bay also limits the trade area on the east. 
    Because Edward Beiner Optical has a Main Street location, its trade area is 
smaller than it would be if the store were located in a regional shopping mall. 
However, Edward Beiner Optical is one of several optical shops in this business 
district. Having similar shopping goods stores in the same vicinity expands its 
trade area boundaries; more people are drawn to the area to shop because of its 
expanded selection. In addition, Edward Beiner Optical’s trade area is limited on 
the south by a large regional shopping center that has several stores carrying simi-
lar merchandise.   

 (1) (2) (3) (4) (5) (6) (7) (8)

  Eyeglasses/ Trade Total Estimated Trade Area Trade Area Relative

 Trade Year/ Area Eyeglasses Eyeglasses Potential Potential Level of

Area Person Population Potential Sold Units Percentage Competition

South Miami 0.2   85,979 17,196   7,550 9,646 56.09% Low

Site A 0.2   91,683 18,337 15,800 2,537 13.83 Medium

Site B 0.2 101,972 20,394 12,580 7,814 38.32 Low

Site C 0.2   60,200 12,040 11,300    740 6.15 High

Site D 0.2   81,390 16,278 13,300 2,978 18.29 Medium

 Competitive Analysis of Potential Locations    EXHIBIT 8–10 
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  EXHIBIT 8–11  Trade Area for Edward Beiner Optical  

 Identify Trade Area Characteristics 
 Having defined its trade area, Edward Beiner Optical reviewed a number of re-
ports describing the characteristics of its trade area. Some of interesting findings 
from these reports were:  
  •   The average household income is $92,653. In addition, 27.6 percent of the 

households have incomes between $75,000 and $149,000, and 13.7 percent 
have incomes over $150,000. The 3-mile ring surrounding Edward Beiner 
Optical is very affluent.  

  •   The area surrounding Edward Beiner Optical has a population that is 53.1 
percent Hispanic.  

    Match Characteristics of Present Trade Area 
with Potential Sites 
 Edward Beiner Optical believes that the profile of its current trade area is high 
income, predominantly white-collar occupations, a relatively large percentage of 
older residents, upscale geodemographic segments, and relatively low competition 
for expensive, high-fashion eyewear. Exhibit 8–12 compares Edward Beiner’s cur-
rent location with four potential locations on these five factors. 
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    Although the potential customers of site A typically have white-collar occupa-
tions, they also have relatively low incomes and are comparatively young. Young 
Immigrant Families also tend to have young families, so expensive eyewear may not 
be a priority purchase. Finally, there’s a medium level of competition in the area. 
    The Gray Power residents surrounding site B have moderate incomes and are 
mostly retired. Even though competition would be low and most residents need 
glasses, these customers are more interested in value than in fashion. 
    Site C has strong potential because the Young Literati residents in the area are 
young and have a strong interest in fashion. Although working, they are busy furnish-
ing their first homes and apartments and paying off college loans. They probably 
would appreciate Edward Beiner’s fashionable assortment, but they won’t appreciate 
the high prices. Also, other high-end optical stores are entrenched in the area. 
    Site D is the best location for Edward Beiner. The residents are older profes-
sionals or early retirees with high incomes. Upper-Income Empty-Nesters are 
sophisticated consumers of adult luxuries like high-fashion eyewear. Importantly, 
this geodemographic segment is similar to a large segment in Edward Beiner’s 
current location. 
    Unfortunately, finding analogous situations isn’t always as easy as in this exam-
ple. The weaker the analogy, the more difficult the location decision will be. When 
a retailer has a relatively small number of outlets (say, 20 or fewer), the analog ap-
proach is often best. As the number of stores increases, it becomes more difficult 
for the analyst to organize the data in a meaningful way. More analytical ap-
proaches, such as regression analysis, then are necessary.     

  Average White- Percentage Predominant

Store Household Collar Residents Age Geodemographic Level of

Location Income Occupations 45 and Over Segments Competition

Edward Beiner

 Optical $100,000 High 37% Top One Percent Low

Site A 60,000 High 25 Young Immigrant Families Medium

Site B 70,000 Low 80 Gray Power Low

Site C 100,000 High 30 Young Literati High

Site D 120,000 High 50 Upper-Income Empty-Nesters Medium

 Four Potential Locations for a New Edward Beiner Optical Store    EXHIBIT 8–12 

 NEGOTIATING A LEASE  
 Once a particular site is chosen, retailers still face a multitude of decisions, includ-
ing the types and terms of the lease.  

 Types of Leases 
 Most retailers lease store sites. Although there are advantages to owning a store 
site (such as stable mortgage payments and freedom from lease covenants), most 
retailers don’t wish to tie up their capital by owning real estate. Also, most of the 
best locations—such as in shopping malls—are available only by leasing. There 
are two basic types of leases: percentage and fixed-rate.  

 Percentage Leases   Although there are many combinations within each type 
of lease, the most common form is a    percentage lease   , in which the rent is based 
on a percentage of sales. In addition to the percentage of sales, retailers typically 
pay a maintenance fee based on a percentage of their square footage of leased space. 
Most malls use some form of percentage lease. Because retail leases typically run 
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for 5 to 10 years, they appear equitable to both parties if rents go up (or down) 
with sales and inflation. 
  A    percentage lease with a specified maximum    is a lease that pays the lessor, 
or landlord, a percentage of sales up to a maximum amount. This type of lease 
rewards good retailer performance by allowing the retailer to hold rent constant 
above a certain level of sales. A similar variation, the    percentage lease with a 
specified minimum   , specifies that the retailer must pay a minimum rent, no mat-
ter how low sales are. 
  Another type of percentage lease is a    sliding scale lease,    in which the percent-
age of sales paid as rent decreases as the sales go up. For instance, a retailer may 
pay 4 percent on the first $200,000 in sales and then 3 percent on sales greater 
than $200,000. Similar to the percentage lease with a specified maximum, the slid-
ing scale rewards high-performing retailers.   

 Fixed-Rate Leases   The second basic type of lease is a    fixed-rate lease,    most 
commonly used by community and neighborhood centers. A retailer pays a fixed 
amount per month over the life of the lease. With a fixed-rate lease, the retailer and 
landlord know exactly how much will be paid in rent, but as noted previously, this 
type of lease does not appear as popular as the various forms of percentage leases. 
  A variation of the fixed-rate lease is the    graduated lease   , in which rent in-
creases by a fixed amount over a specified period of time. For instance, rent may 
be $1,000 per month for the first three years and $1,250 for the next five years. 
  A    maintenance-increase-recoupment lease    can be used with either a per-
centage or fixed-rate lease. This type of lease allows the landlord to increase the 
rent if insurance, property taxes, or utility bills increase beyond a certain point.    

 Terms of the Lease 
 Although leases are formal contracts, they can be changed to reflect the relative 
power and specific needs of the retailer. Because the basic format of most leases is 
developed by the lessor (the property owner), the lease’s terms may be slanted in 
favor of the lessor. It is therefore up to the lessee (the party signing the lease, in 
this case, the retailer) to be certain that the lease reflects the lessee’s needs. Let’s 
look at some clauses retailers may wish to include in a lease.  

 Cotenancy Clause   Some retail leases contain a    cotenancy clause    .  Taking 
many forms, some cotenancy clauses require that a certain percentage of a shop-
ping center be leased, while others name specific retailers or types of retailers that 
are to remain open. If these terms are not met, the retailers with the cotenancy 
clauses may demand rent reductions or leave altogether. If a retailer has not yet 
moved in, it can back out of the center if the tenants specified in the cotenancy 
clause either leave the center or fail to move in. Cotenancy clauses have become 
particularly important in the last few years as many retailers, including several 
large chains like Circuit City and Linens ‘N Things, have created vacancies as a 
result of their bankruptcies.   

 Prohibited-Use Clause   A    prohibited-use clause    limits the landlord from 
leasing to certain kinds of tenants. Many retailers don’t want the landlord to lease 
space to establishments that take up parking spaces but do not bring in shoppers, 
such as a bowling alley, skating rink, meeting hall, dentist, or real estate office. 
Retailers may also wish to restrict the use of space from those establishments that 
could harm the shopping center’s wholesome image. Prohibited-use clauses often 
specify that bars, pool halls, game parlors, off-track betting establishments, mas-
sage parlors, and pornography retailers are unacceptable. 
  Tiffany & Co., the famous high-end jeweler, is employing its lease’s prohibited-
use clause in a lawsuit against the Westfield Century City shopping center in Los 
Angeles. It alleges that a new H&M store in this mall would tarnish its high-end 
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image. Although H&M is a fashion-forward retailer, it also carries relatively low-
priced merchandise. Tiffany’s lease with Westfield forbids retailers “whose mer-
chandise and/or price points are not considered to be luxury, upscale or better by 
conventional retail industry standards” to use or lease certain spaces within, front-
ing, or adjacent to the Tiffany store.  16     

 Exclusive-Use Clause   An    exclusive-use clause    prohibits the landlord from 
leasing to retailers that sell competing products. For example, a discount store’s 
lease may specify that the landlord cannot lease to other discount stores, variety 
stores, or limited-assortment value retailers. 
  Some retailers also are particular about how the storefront appears. For in-
stance, a women’s specialty store may specify that the storefront must have floor-
to-ceiling glass to maximize window displays and improve customers’ ability to see 
into the store. Other retailers believe it is important that nothing blocks the view 
of the store from the street, so they specify that the landlord cannot place any 
outparcels in the parking lot. An    outparcel    is a building (such as a bank or 
 McDonald’s) or kiosk (such as an automatic teller machine) that sits in the parking 
lot of a shopping center but is not physically attached to the center.        

 Location decisions have great strategic importance be-
cause they have significant effects on store choice and are 
difficult advantages for competitors to duplicate. Picking 
good sites for locating stores is part science and part art. 
  Some factors retailers consider when evaluating an area 
to locate stores are (1) the economic conditions, (2) com-
petition, (3) the strategic fit of the area’s population with 
the retailer’s target market, and (4) the costs of operating 
stores. Having selected an area to locate stores, the next 
decision is how many stores to operate in that area. 
  When making the decision about how many stores to 
open in an area, retailers have to consider the trade-offs 
between lower operating costs and potential cannibaliza-
tion from multiple stores in an area. Most retail chains 
open multiple stores in an area because promotion and 
distribution economies of scale can be achieved. However, 
locating too many additional stores in an area can result in 
diminishing returns due to cannibalization. 
  The next step for a retailer is to evaluate and select a 
specific site. In making this decision, retailers consider 
three factors: (1) the characteristics of the site, (2) the 
characteristics of the trading area for a store at the site, 
and (3) the estimated potential sales that can be generated 
by a store at the site. 

  Trade areas are typically divided into primary, second-
ary, and tertiary zones. The boundaries of a trade area are 
determined by how accessible it is to customers, the natu-
ral and physical barriers that exist in the area, the type of 
shopping area in which the store is located, the type of 
store, and the level of competition. 
  Once retailers have the data that describe their trade 
areas, they use several analytical techniques to estimate 
demand. The Huff gravity model predicts the probability 
that a customer will choose a particular store in a trade 
area; the model is based on the premise that customers are 
more likely to shop at a given store or shopping center if it 
is conveniently located and offers a large selection. Re-
gression analysis is a statistically based model that esti-
mates the effects of a variety of factors on existing store 
sales and uses that information to predict sales for a new 
site. The analog approach—one of the easiest to use—can 
be particularly useful for smaller retailers. Using the same 
logic as regression analysis, the retailer can make predic-
tions about sales by a new store on the basis of sales in 
stores in similar areas. 
  Finally, retailers need to negotiate the terms of a lease. 
These lease terms affect the cost of the location and may 
restrict retailing activities.   

 SUMMARY 

  accessibility,  195   
  analog approach,  210   
  artificial barrier,  195   
  block group,  203   
  census,  203   

  census block,  203   
  congestion,  196   
  cotenancy clause,  214   
  cumulative attraction,  197   
  customer spotting,  201   

  exclusive-use clause,  215   
  fixed-rate lease,  214   
  fringe,  199   
  geographic information system 

(GIS),  203   

 KEY TERMS  
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  graduated lease,  214   
  Huff gravity model,  207   
  maintenance-increase-recoupment 

lease,  214   
  metropolitan statistical 

area (MSA),  190   
  Metro Renters,  205   
  micropolitan statistical 

area (MiSA),  190   
  natural barrier,  195   

  outparcel,  215   
  parasite store,  201   
  percentage lease,  213   
  percentage lease with a specified 

maximum,  214   
  percentage lease with a specified 

minimum,  214   
  primary trading area,  199   
  prohibited-use clause,  214   

  regression analysis,  209   
  secondary trading area,  199   
  sliding scale lease,  214   
  Esri’s Spending Potential Index 

(SPI),  207   
  tertiary trading area,  199   
  trade area,  199   
  traffic flow,  194   
  visibility,  196      

   1.    CONTINUING CASE ASSIGNMENT  Evaluate 
the location of a store operated by the retailer you 
have selected for the Continuing Case Assignment. 
What is the size and shape of the retailer’s trade area? 
Describe the positive and negative aspects of its loca-
tion. Compare the store’s location with the locations 
of its competitors.  

   2.    INTERNET EXERCISE  Go to http://www.esri.
com/library/fliers/pdfs/tapestry_segmentation.pdf, 
and identify five segments that you would expect to 
find in your zip code. Then go to www.gis.com/index.
html, and type in your zip code. Compare the seg-
ments that are found in your zip code with your ini-
tial prediction. Are they similar or different?  

   3.    INTERNET EXERCISE  Go to www.gis.com/ 
index.html, the home page for Esri Geographical 
 Information Systems, and click on “Demo: What is 
GIS?” After watching the three-minute video, explain 
how retailers can make better decisions with GIS.  

   4.    INTERNET EXERCISE  The U.S. Census Bureau 
tracks key population characteristics, such as age, 
gender, disability, employment, income, language, 
poverty, and race. Go to the U.S. Census Bureau 
home page at factfinder.census.gov/home/saff/main.
html?_lang=en, and, using the Population Finder, 
look up key demographic data for your state. Explain 

which factors would be most important for retailers 
considering this location to evaluate.  

   5.    GO SHOPPING  Go to a shopping mall. Get or 
draw a map of the stores. Analyze whether the stores 
are clustered in some logical manner. For instance, 
are all the high-end stores together? Is there a good 
mix of retailers catering to comparison shoppers near 
one another?  

   6.    GO SHOPPING  Visit a jewelry store in an enclosed 
mall and one in a neighborhood strip shopping center. 
List the pros and cons for each location. Which loca-
tion is the most desirable? Why is this the case?  

   7.    WEB OLC EXERCISE  Go to the student side of 
the book’s Web site, and click on “Location.” You will 
see an Excel spreadsheet that contains the sales for 45 
retail locations of a sporting goods retail chain, plus 
the characteristics of each location: number of house-
holds in trading area, percentage of households with 
children under 15 years old, percentage of house-
holds in appropriate Tapestry segments that the re-
tailer is targeting, distance from a Walmart store, and 
distance from a Sports Authority store. Estimate a 
multiple regression model that predicts sales as a 
function of the site characteristics, and use the esti-
mate weights to evaluate the two sites at the bottom 
of the spreadsheet.     

 GET OUT AND DO IT!  

   1.   Which factors do retailers consider when evaluating 
an area of the country to locate stores? How do re-
tailers determine the trade area for a store?  

   2.   True Value Hardware plans to open a new store. Two 
sites are available, both in middle-income neighbor-
hood centers. One neighborhood is 20 years old and 
has been well maintained. The other was recently 
built in a newly planned community. Which site is 
preferable for True Value? Why?  

   3.   Trade areas are often described as concentric circles 
emanating from the store or shopping center. Why is 

this practice used? Suggest an alternative method. 
Which would you use if you owned a store in need of 
a trade area analysis?  

   4.   Under what circumstances might a retailer use the 
analog approach for estimating demand for a new 
store? What about regression analysis?  

   5.   Retailers have a choice of locating on a mall’s main 
floor or second or third level. Typically, the main 
floor offers the best, but most expensive, locations. 
Why would specialty stores such as Radio Shack and 
Foot Locker choose the second or third floor?  

 DISCUSSION QUESTIONS AND PROBLEMS  
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   6.   What retail locations are best for department stores, 
consumer electronics category killers, specialty apparel 
stores, and warehouse stores? Discuss your rationale.  

   7.   If you were considering the ownership of a Taco Bell 
franchise, what would you want to know about the 
location in terms of traffic, population, income, em-
ployment, and competition? What else would you 
need to research about a potential location?  

   8.   A drugstore is considering opening a new location at 
shopping center A, with hopes of capturing sales 
from a new neighborhood under construction. Two 
nearby shopping centers, B and C, will provide com-
petition. Using the following information and the 
Huff gravity model, determine the probability that 
residents of the new neighborhood will shop at 
shopping center A:     

 Assume that l 5 2.

   Distance from new

Shopping center Size (000’s sq. ft.) neighborhood (miles)

A 3,500 4

B 1,500 5

C    300 3
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 Human Resource 
Management   

 EXECUTIVE BRIEFING 
Teresa Orth, Vice President, Human Resources 
Toys“R”Us, Inc.

After graduating from Fairfield University with a degree 

in  sociology, I began the executive training program at 

Abraham & Strauss (A&S), a regional department store 

chain, which later became part of the Macy’s organization. 

My primary interest has always been in human resources 

management, but I started my retail career as a depart-

ment manager in an A&S store. This invaluable experience 

provided me a great foundation for my career and a keen 

sensitivity that the decisions made in the corporate office 

impact thousands of employees working in stores every 

day. Later, I worked in corporate training and college 

 recruiting for A&S.

 Today, I serve as Vice President, Human Resources at 

Toys“R”Us, Inc., where I am responsible for employee re-

lations at the company’s Corporate Headquarters in 

Wayne, NJ, and for its Distribution Centers.  In this role, 

I  lead the organization’s talent acquisition and learning 

teams, and direct many of the company’s strategic human 

resources initiatives, including college recruitment, talent 

assessment, and succession planning.

 Toys“R”Us was one of the first big box category kill-

ers, but later struggled due to intense competition from 

the discount stores. In 2005, the company was acquired 

by an investment group consisting of affiliates of Bain 

Capital Partners LLC, Kohlberg Kravis Roberts & Co., and 

Vornado Realty Trust, and became a private company. 

In  February 2006, Jerry Storch was named the new 

 Chairman and CEO of Toys“R”Us, Inc.

 Jerry has significantly changed the culture at Toys“R”Us, 

Inc. Under his leadership, the company has embraced a 

“Playing to Win” philosophy and a commitment to solidify-

ing its position as the toy and baby products authority.  We 

have again become a growth company by creating a unique 

and rewarding shopping experience for our  customers, 

and have begun to integrate the company’s toy and baby 

businesses to provide one-stop shopping convenience. 

 Over the past several years, the company has also 

worked to develop an integrated company structure, 
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       QUESTIONS 
   What are the objectives of human resource management? 

   What major issues face human resource managers? 

   What activities do retail employees undertake, and how 
are they typically organized? 

   How does a retailer coordinate employees’ activities and 
motivate employees to work toward the retailer’s goals? 

   What human resource management programs are used 
for building a committed workforce? 

   With what legal issues are human resource managers 
concerned?    

   C H A P T E R  9 

 Retailers achieve their financial objectives by effectively managing their five 
critical assets: locations, merchandise inventory, stores, employees, and cus-
tomers. This chapter focuses on the organization and management of 

 employees—the retailer’s human resources. As Howard Schultz, chairman and 
chief global strategist of Starbucks, emphasizes, “The relationship that we have 
with our people and the culture of our company is our most sustainable competi-
tive advantage.” 1  
    Sherry Hollock, vice president of talent and organization development at 
 Macy’s, emphasizes the importance of human resources in retailing: 

  One of the biggest challenges facing Macy’s, and most other retail chains, is hiring 
and retaining managers to lead our company in the coming years. The changing de-
mographics are working against our hiring and retention objectives. Over the next 
ten years, a lot of our senior managers, members of the Baby Boomer generation, 
will be retiring. So we are going to be competing with other retailers and firms in 
other industries for a smaller pool of available managers in the generations behind 
the Boomers. In addition, retailing is becoming a much more sophisticated business. 
Our managers need to be comfortable with new technologies, information and sup-
ply chain management systems, and international business as well as managing a 
 diverse workforce and buying merchandise. 2 

   Human resource management is particularly important in retailing because employ-
ees play a major role in performing its critical business functions. In manufacturing 
firms, capital equipment (machinery, computer systems, robotics) often is used to per-
form the jobs employees once did. But retailing and other service businesses remain 
labor-intensive. Retailers still rely on people to perform the basic retailing activities, 
such as buying, displaying merchandise, and providing service to customers. 

 creating cross-functional learning opportunities for em-

ployees, and operating as “One Company”—with two 

great brands—on a global basis. This structure allows us to 

further align the synergies of the toy and baby businesses.

 The most rewarding aspect of my job is helping our 

employees reach their full potential. Sometimes employees 

are not able to perform well because we have not placed 

the right person in the right job. In other situations, an 

employee just may not be a good fit for our company. It 

is  really gratifying to me when we are able to provide 

 solutions that enable both the employee and the company 

to grow.
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220 SECTION 1I Retailing Strategy

  Two chapters in this text are devoted to human resource management because it is 
such an important issue for the performance of retail firms. This chapter focuses on 
the broad strategic issues involving organization structure; the general approaches 
used for motivating and coordinating employee activities; and the management prac-
tices for building an effective, committed workforce and reducing turnover. 
  The activities undertaken to implement the retailer’s human resource strategy, 
including recruiting, selecting, training, supervising, evaluating, and compensating 
sales associates, are typically undertaken by store management. Such operational 
issues will be discussed in more detail in Chapter 16, in the Store Management 
section of this textbook.  

 OBJECTIVES OF HUMAN RESOURCE MANAGEMENT  
 A primary objective of human resource (HR) management is to build a basis for a 
sustainable competitive advantage. This advantage is attainable since labor costs ac-
count for a significant percentage of a retailer’s total expenses. Therefore, the effec-
tive management of employees can produce a cost advantage. Also, the experience 
that most customers have with a retailer is determined by the activities of employees 
who select merchandise, provide information and assistance, and stock displays and 
shelves. Thus, employees can play a major role in differentiating a retailer’s offering 
from its competitor’s. Finally, these potential advantages are difficult for competitors 
to duplicate. For example, Nordstrom employees are known to provide outstanding 
customer service. However, most retailers are not able to develop the same customer-
oriented culture in their firms. Retailing View 9.1 describes how Men’s Wearhouse 
built a competitive advantage through effective human resource management. 
    Another strategic objective of human resource management is to align the capa-
bilities and behaviors of employees with the short- and long-term goals of the retail 
firm. Retailers use several standard metrics to measure how they are doing. One hu-
man resource metric is    employee productivity   —the retailer’s sales or profit divided 
by the number of employees. Employee productivity can be improved by increasing 
the sales generated by employees, reducing the number of employees, or both.  
     Whereas employee productivity is directly related to the retailer’s short-term 
profits, other measures of employee attitudes, such as job satisfaction and com-
mitment, have important effects on the long-term performance of the retailer. 
Committed employees are more motivated to assist the retailer in achieving its 
goals, such as improving the satisfaction of customers and building customer loy-
alty. They also are less likely to leave the company. In addition to using surveys to 

 REFACT 
 Retail employee turnover is 
almost 60 percent for full-
time associates and almost 
115 percent for part-time 
employees. 3    

FINANCIAL PERFORMANCE PROBLEMS
   Low profits
   High costs

EMPLOYEE RESPONSE
  Decreased motivation and effort
  Poor customer service
  Lower job satisfaction
  Greater turnover

  EXHIBIT 9–1   
 Downward Performance 
Spiral  
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221Human Resource Management CHAPTER 9

 While the sale of men’s tailored clothing has declined during the 
past 30 years, Men’s Wearhouse, founded by George Zimmer 
when he was only 24 years of age, has continued to gain market 
share, becoming one of the largest specialty retailers of men’s 
apparel in North America. Men’s Wearhouse sales have grown 
to over $1.9 billion through more than 805 retail store loca-
tions in the United States and Canada. 
  The core of the company’s strategy is to offer superior cus-
tomer service delivered by knowledgeable, caring salespeople, 
called  wardrobe consultants.  The term  wardrobe consultant  was 
chosen intentionally to emphasize that sales associates are pro-
fessionals, like physicians or attorneys. 
  George Zimmer believes in a win-win-win philosophy, in 
which the customer, the wardrobe consultant, and the company 
all do well. Because the company believes that its job is to de-
velop the untapped human potential in its employees, it devotes 
considerable attention to training. Some of Men’s Wearhouse’s 
core philosophies include the following:  
      Fulfillment at work.  Job satisfaction—everyone wants 
to have it. So how does Men’s Wearhouse help its employees 
find it? It all starts with trust and respect.  
      Don’t be afraid of mistakes.  You can tell a lot about a 
company by observing the way it handles mistakes. Men’s Wear-
house focuses on the learning opportunities that mistakes pro-
vide. It likes to say that it celebrates its successes and its failures.  
      Balancing work and family life.  Men’s Wearhouse en-
courages employees to balance the worlds inside and outside 
the workplace.  
      Having fun at work with friends.  A workplace filled 
with fun among friends is  good  for business.  
      Celebrate individual and team success.  Men’s Wear-
house recognizes that individual excellence and team excel-
lence are interrelated—they support each other. That’s why it 
celebrates both individual and team achievements.  

      Promote from within.  Skills and experience at a job are 
only part of the picture. When picking its leaders, Men’s Wear-
house looks for people who care about others, take the time 
to listen, and show enthusiasm when working toward team and 
individual goals. That’s why it promotes people it already knows.   

 Source: Eric Hagen, “Men’s Warehouse CEO Offers Advice for Good 
and Bad Economic Times,”  ABCnewspapers.com,  November 12, 2009; 
 Sharon Edelson, “ The Training Advantage,”  WWD,  April 2, 2007, p. 14; 
“Give People a Second Chance,”  Business 2.0  ,  May 2007, p. 67; Men’s 
Wearhouse 2008 Annual Report, www.menswearhouse.com (accessed 
November 16, 2009).  

 RETAILING VIEW    Men’s Wearhouse: Using Human Resources 
to Build a Competitive Advantage 

  9.1 

 Extensive training and teamwork enable Men’s Wearhouse 
sales personnel to provide excellent customer service and 
build a competitive advantage for the firm. 

measure these employee attitudes, retailers also consider employee turnover as a 
behavioral measure of employee commitment.    Employee turnover    equals

Number of employees leaving their job during the year
Number of positions

If a store owner had five sales associate positions but three employees left and 
were replaced during the year, the turnover would be 3 4 5 5 60 percent. Note 
that turnover can be greater than 100 percent if a substantial number of people 
are replaced more than once during the year. In our example, if the replacements 
for the three employees that left also left during the year, the turnover would 
be 6 4 5 5 120 percent. 
    A failure to consider both long- and short-term objectives can result in the 
mismanagement of human resources and a downward performance spiral, as 
shown in Exhibit 9–1. Sometimes, when retailers’ sales and profits decline due to 
increased competition, retailers respond by decreasing labor costs. They reduce 
the number of sales associates in stores, hire more part-timers, and spend less on 
training. Although these actions may increase short-term productivity and profits, 
they have an adverse effect on long-term performance because employee morale 
and customer service decline. 4  
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222 SECTION 1I Retailing Strategy

      ISSUES IN RETAIL HUMAN RESOURCE MANAGEMENT  
  Human resource management in retailing is very challenging for several reasons. 
First, it is difficult to achieve a delicate balance between the ability to satisfy the 
needs of employees, the ability of HR professionals at the corporate offices to set 
policies, and the capabilities of store managers to implement those policies. Sec-
ond, retailers have increased their proportion of part-time employees in an effort 
to  reduce expenses. Third, as the U.S. population has become more diverse, so 
has retailers’ labor pool, making managing diversity an important objective for 
HR professionals in retailing. Finally, retailers that have expanded beyond their 
home country’s borders modify and adjust their HR perspectives, policies, and 
procedures.   

 Balancing the Human Resource Triad 
 Retailers such as Home Depot, Wegmans, Men’s Wearhouse, and The Container 
Store believe that human resources are too important to be left to the human re-
source department. The full potential of a retailer’s human resources is realized 
when three elements of the HR triad work together—HR professionals, store 
managers, and employees (see Exhibit 9–2). 
    Human resource professionals, who typically work out of the corporate office, 
have specialized knowledge of HR practices and labor laws. They are responsible 
for establishing HR policies that enforce the retailer’s strategy and provide the 
tools and training used by store managers and employees to implement those poli-
cies. Store managers are responsible for bringing the policies to life through their 
daily management of the employees who work for them. The issues confronting 
HR professionals are discussed in this chapter. Chapter 16, in the Store Manage-
ment section of this book, reviews the responsibilities of store managers. Finally, 
the employees also share in the management of human resources. They can play 
an active role by providing feedback on the policies, managing their own careers, 
defining their job functions, and evaluating the performance of their managers 
and coworkers.   

 Expense Control 
 Retailers must control their expenses if they are to be profitable. Thus, they are 
cautious about paying high wages to hourly employees who perform low-skill 
jobs. To control costs, retailers often hire people with little or no experience to 
work as sales associates, bank tellers, and waiters. High turnover, absenteeism, 
and poor performance often result from this use of inexperienced, low-wage 
employees. 
    The lack of experience and motivation among many retail employees is par-
ticularly troublesome because these employees are often in direct contact with 
customers. Poor appearance, manners, and attitudes can have a negative effect 
on sales and customer loyalty. Research has shown that in some types of retail 

  EXHIBIT 9–2   
 Human Resource Triad  
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operations, a modest investment in hiring more staff will result in a significant 
increase in sales. 5  If customers can’t find a particular product on their own, or if 
they can’t get an explanation of how it works or how it is used, the product prob-
ably won’t sell. One method of controlling expenses is to utilize part-time employ-
ees, an issue discussed in the next section.  

  Part-Time Employees 
 Retailers’ needs for store employees vary depending on the time of day, day of 
week, time of year, and promotion schedule. Retailers use computerized schedul-
ing systems that are designed to boost service and trim costs by matching staff size 
to customer traffic, hour by hour. These systems can factor the effects of store 
promotions, sporting events, graduations, and even the weather to determine the 
right staffing for different hours and days. To minimize costs, the systems suggest 
that retailers complement their full-time (40-hours-per-week) store employees 
with part-time workers. Part-time employees are less expensive than comparable 
full-time employees. Further, they are usually offered no health or retirement 
benefits and little job security. The growth of part-time staff in retailing has been 
slightly outpacing that of full-time staff since 2000. 6  

   Utilizing Diverse Employee Groups 
 The changing demographic pattern will result in a chronic shortage of qualified 
sales associates. So, besides utilizing less expensive part-time labor, retailers are 
increasing their efforts to recruit, train, manage, and retain mature, minority, and 
handicapped workers 
    Although young employees have traditionally made up the majority of the retail 
labor force, retailers have realized that what these employees want out of their 
jobs and work environments is quite different from what their older supervisors 
want and, therefore, that different approaches need to be used to manage them. 
They want more flexibility, meaningful jobs, professional freedom, and a better 
work-life balance than older employees do. Younger employees readily switch jobs 
if their expectations aren’t met, making employee turnover high. 8  
      To help ease the overall labor shortage and the perceived deficiencies of 
younger workers, retailers are increasingly turning to older employees because 
they are more reliable, have lower turnover rates, and often have better work per-
formance. 11  Training costs are also lower for older people since they generally 
have had strong work experience. These advantages of hiring older employees 
counterbalance any increased costs in missed days for medical problems. Home 
Depot even offers winter work in Florida and summer work in Maine. By building 
relationships with groups such as the American Association of Retired Persons 
(AARP), Home Depot helps people like military retirees find jobs.   

 International Human Resource Issues 
 The management of employees working for international retailers is especially chal-
lenging. Differences in work values, economic systems, and labor laws mean that HR 
practices that are effective in one country might not be effective in another. For ex-
ample, U.S. retailers rely heavily on individual performance appraisals and rewards 
tied to individual performance—a practice consistent with the individualistic U.S. 
culture. However, in countries with a collectivist culture, such as China and Japan, 
employees downplay individual desires and focus on the needs of the group. Thus, 
group-based evaluations and incentives are more effective in those countries. 12 
     The legal/political system in countries often dictates the human resource man-
agement practices that retailers can use. For example, in Spain, a company must 
pay 45 days’ salary for every year worked if it fires someone. 13    In the Netherlands, 
employers must get approval from the government to lay off employees. Govern-
ments in Colombia, Venezuela, Japan, Korea, and China can also block layoffs. 14 

  REFACT 
 The average supermarket 
worker has lost three hours 
of employment a week since 
2003, from 32.3 hours to 
29.5 in 2007, reversing a 
 previous upward trend. 
 Retail workers overall have 
lost 0.7 hour a week over 
the same period. 7   

 REFACT 
Approximately one-third 
of retail employees are 
24 years old or younger. 9 

       REFACT 
Women account for nearly 
two-thirds of the retail indus-
try’s part-time workforce. 10 
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224 SECTION 1I Retailing Strategy

 The staffing of management positions in foreign countries raises a wide set of 
issues. Should management be local, or should expatriates be used? How should 
the local managers or expatriates be selected, trained, and compensated? For ex-
ample, at the France-based hypermarket chain Carrefour, it is likely for a Brazilian 
to be managing a store in China. In fact, Carrefour prides itself on grooming man-
agers for global experiences. 
    The following sections of this chapter examine three important strategic issues 
facing retail HR professionals:  
  1.   The design of the organization structure for assigning responsibility and au-

thority for tasks to people and business units.  
  2.   The approaches used to coordinate the activities of the firm’s departments and 

employees and motivate employees to work toward achieving company goals.  
  3.   The programs used to build employee commitment and retain valuable 

 human resources.       

 DESIGNING THE ORGANIZATION STRUCTURE 
FOR A RETAIL FIRM  

 The    organization structure    identifies the activities to be performed by specific 
employees and determines the lines of authority and responsibility in the firm. The 
first step in developing an organization structure is to determine the tasks that must 
be performed. Exhibit 9–3 shows tasks that are typically performed in a retail firm. 
    These tasks are divided into four major categories in retail firms: strategic man-
agement, administrative management (operations), merchandise management, 
and store management. The organization of this textbook is based on these tasks 
and the managers who perform them. 
    Section II of this text focuses on strategic and administrative tasks. Strategic 
marketing and finance decisions (discussed in Chapters 5 and 6) are undertaken 
primarily by senior management: the CEO, chief operating officer, vice presi-
dents, and the board of directors that represents shareholders in publicly held 
firms. Administrative tasks (discussed in Chapters 7–11) are performed by corpo-
rate employees who have specialized skills in human resource management, 
 finance, accounting, real estate, distribution, management information systems, 
marketing, operations, visual merchandising, and general counsel (legal). 
    In retail firms, category managers, buyers, and merchandise planners are involved 
in merchandise management (Section III), and store managers and the regional 
managers above them are involved in the management of the stores (Section IV). 
These managers are responsible for implementing the strategic plans and making 
the day-to-day decisions that directly affect the retailer’s performance. 
    To illustrate the connection between the tasks performed in Exhibit 9–3 and 
the organization structure presented in the following sections, the tasks are color-
coded. Red  is used for the strategic tasks, green  for the administrative tasks, 
blue  for the merchandising tasks, and yellow  for the store management tasks.  

 Organization of a Single-Store Retailer 
 Initially, the owner-manager of a single store may be the entire organization. 
When he or she goes to lunch or heads home, the store closes. As sales grow, 
the owner-manager hires employees. Coordinating and controlling employee 
activities is easier in a small store than in a large chain of stores; the owner-
manager simply assigns tasks to each employee and watches to see that these 
tasks are performed properly. Because the number of employees is limited, single-
store retailers have little    specialization    .  Each employee must perform a wide range 
of activities, and the owner-manager is responsible for all management tasks.  

 REFACT 
 More than 95 percent of all 
U.S. retailers own and oper-
ate a single store, but single-
store retailers account for 
less than 50 percent of all 
retail store sales. 15  

Lev30026_ch09_218-245.indd Page 224  10/28/10  1:05 AM user-f494Lev30026_ch09_218-245.indd Page 224  10/28/10  1:05 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



225Human Resource Management CHAPTER 9

  EXHIBIT 9–3

    REFACT 
 Mellerio dits Meller, the 
French jeweler founded in 
1613, is one of the oldest 
family-owned retail chains 
still operating. 16     

     As sales continue to increase, specialization in management may occur when 
the owner-manager hires additional management employees. Exhibit 9–4 illus-
trates the common division of management responsibilities into merchandise and 
store management. The owner-manager continues to perform strategic manage-
ment tasks. The store manager may be responsible for administrative tasks asso-
ciated with  receiving and shipping merchandise and managing the employees. 

MERCHANDISE MANAGEMENT STORE MANAGEMENT

ADMINISTRATIVE MANAGEMENT

Develop overall retail strategy 
Identify the target market
Determine the retail format
Design organizational structure
Develop private-label merchandise
Develop Internet/catalog strategy
Develop global strategy

Buy merchandise Recruit, hire, and train store personnel
STRATEGIC MANAGEMENT

Control merchandise inventory
Develop merchandise budget plans
Allocate merchandise to stores
Review open-to-buy and stock 
positions

Price merchandise
Set initial prices 
Adjust prices

Plan labor schedules
Evaluate store and personnel  
performance
Maintain store facilities
Locate and display merchandise
Sell merchandise to customers
Repair and alter merchandise
Provide services such as gift wrapping 
and delivery
Handle customer complaints
Take physical inventory
Prevent inventory shrinkage

Select, negotiate with, and 
evaluate vendors 
Select merchandise

  
• Promote the firm, its merchandise, and its services  
• Plan communication programs including advertising  
• Plan special promotions and events  
• Manage public relations  

  
• Develop policies for managing store personnel
• Recruit, hire, and train managers  
• Keep employee records  

  
• Receive merchandise  
• Store merchandise  
• Ship merchandise to stores 
• Return merchandise to vendors  

  
• Provide timely information on financial performance
• Forecast sales, cash flow, and profits  
• Raise capital from investors  
• Select and manage locations (real estate)  

  
• Develop and coordinate displays in stores and windows  

  
• Work with all functional areas to develop and operate information systems 
 for merchandising, marketing, accounting, finance, etc.  

 
• Work with all functional areas to be in compliance with laws and regulations

  

  
•  Manage human resources  

•  Manage supply chain  

•  Manage financial performance  

•  Visual Merchandising  

•  Management Information Systems  

•  General counsel (legal) 

Marketing 

tegic 
agement

chandise
agement

e
agement

inistrative
agement

Place orders

  Tasks Performed by a Typical Retail Firm  

Lev30026_ch09_218-245.indd Page 225  10/28/10  6:39 PM user-f494Lev30026_ch09_218-245.indd Page 225  10/28/10  6:39 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



226 SECTION 1I Retailing Strategy

The merchandise manager or buyer may handle the advertising and promotion 
tasks, as well as  merchandise selection and inventory management tasks. Often 
the owner-manager contracts with an accounting firm to perform financial con-
trol tasks for a fee. 

   Organization of a National Retail Chain 
 In contrast to the management of a single store, the management of a retail chain 
is complex. Managers must supervise units that are geographically distant from 
one another. In the following sections, we discuss the organization structure of a 
typical retail chain. 
    Exhibit 9–5 shows the organization chart of a typical department store. Over-
seeing and responsible for the entire organization is the chief executive officer 
(CEO). Reporting directly to the CEO is the president of global operations, 
president of direct channels, and president of private-label operations. Also report-
ing to the CEO is the senior vice president of merchandising, senior vice president 
of stores, and senior vice president of operations, plus the chief marketing and 
financial officers. 

  Merchandising   Looking at the merchandising division, the    senior vice presi-
dent (SVP) of merchandising    works with buyers and planners to develop and 
coordinate the management of the retailer’s merchandise offering and ensure that 
it is consistent with the firm’s strategy. The organization and responsibilities of the 
merchandising division are detailed in Chapters 12 to 14. 
  The buyers in the merchandise division are responsible for determining the 
merchandise assortment, pricing, and managing relationships and negotiating with 
vendors. Most retail chains have a set of planning positions parallel to the buying 
positions supervised by a senior vice president of planning who is at the same level 
as the merchandise managers in the buying organization. The    merchandising 
planners    are responsible for allocating merchandise and tailoring the assortment 
of several categories for specific stores in a geographic area. 
  As shown in Exhibit 9–5, there are several levels of management in the mer-
chandise division—general merchandise managers (GMMs), divisional merchan-
dise managers (DMMs), and buyers. Most large retailers have several GMMs who 
are responsible for several merchandise classifications. Similarly, several DMMs 
report to each GMM and a number of buyers report to each DMM.   

Store manager
Store management
Human resource management
Distribution

Salespeople

Owner–rr manager
Strategic management

Accountant
Financial control

tegic management

chandise management

g

inistrative management

 Organization Structure for a Small Retailer    EXHIBIT 9–4    
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   Organization of a Typical Department Store    EXHIBIT 9–5 

 Stores   The    senior vice president (SVP) of stores    supervises all activities 
 related to stores, including working with the regional managers, who supervise 
 district managers, who supervise the individual store managers. Store managers in 
large stores have several assistant store managers who report to them (not depicted 
in Exhibit 9–5). One assistant manager is responsible for administration and man-
ages the receiving, restocking, and presentation of the merchandise in the store. 
Another is responsible for human resources, including selecting, training, and eval-
uating employees. A third is responsible for operations such as store maintenance 
and store security. 
  Each region has regional planners who work as liaisons between stores in their 
region and the corporate planners to ensure that the stores have the right mer-
chandise, at the right time, in the right quantities. The stores division also works 
closely with the real estate division (under the chief financial officer) to plan new 
stores and with those in charge of visual merchandising, layout, and store design.   

 Operations   The    chief operations officer (COO)    oversees managers in 
charge of management information systems (MISs), supply chain, human re-
sources, and visual merchandising. The COO is also in charge of shrinkage and 
loss prevention and the operation and maintenance of the physical assets of the 
firm, such as stores, offices, distribution and fulfillment centers, and trucks (these 
functions are not reflected in Exhibit 9–5).   
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228 SECTION 1I Retailing Strategy

 Marketing   The    chief marketing officer (CMO)    works with staff to develop 
advertising and promotion programs. Managers in charge of public relations, 
annual events, credit marketing, and cause-related marketing initiatives also re-
port to the CMO.   

 Finance   The    chief financial officer (CFO)    works with the CEO on financial 
issues such as equity-debt structure and credit card operations. In addition, the 
real estate division and general counsel (legal) divisions, headed by vice presidents, 
report to the CFO. 

  Retailers vary considerably on how they organize their private-label develop-
ment activities, international operations, and catalog and/or electronic channel. 
Exhibit 9–5 shows these activities as being performed by wholly owned subsidiar-
ies with the presidents of three subsidiaries reporting to the CEO.   

 Private Label   The    private-label president    is responsible for the conceptu-
alization, design, sourcing, quality control, and marketing of private-label and 
exclusive merchandise. When the private-label organization is a separate divi-
sion, as in Exhibit 9–5, buyers in the merchandising division often evaluate the 
private-label merchandise offering as they would any other vendor, and they are 
therefore free to accept or reject the merchandise offered. In some retail organi-
zations, decisions on what private-label merchandise is included in the retailer’s 
assortment are made by the merchandising divisions and its buyers, and the 
sourcing and quality control are done by a VP of private-label development. In 
either case, the managers involved with private-label merchandise work closely 
with buyers and planners to ensure that the merchandise offered in each cate-
gory is coherent.   

 Direct Channels   The    president of direct channels    is responsible for the 
selection and pricing of the merchandise assortment offered through the catalog 
and Internet channels, the maintenance and design of the retailer’s Web site, cus-
tomer call centers, and the fulfillment centers that fill orders for individual cus-
tomers. However, a number of multichannel retailers are integrating the 
operation of the Internet and catalog channels into their store channel. At these 
retailers, the  selection and management of the merchandise offered in all three 
channels for a category is made by the same buyers, rather than separate buyers 
for each channel.   

 Global   The    global operations president    oversees retailing operations outside 
the home country. The size and complexity of this operation is determined by the 
number of countries served and the number of stores within each country. Re-
gardless of size, many of the functions performed by the home-country operation 
are duplicated in the global operations. For instance, the global organization typi-
cally has merchandising, stores, and operations divisions. It would also have vice 
presidents or directors in charge of marketing and finance.      

 RETAIL ORGANIZATION DESIGN ISSUES  
 Two important issues in the design of a retail organization are (1) the degree to 
which decision making is centralized or decentralized and (2) the approaches 
used to coordinate merchandise and store management. The first issue translates 
into whether the decisions about activities such as merchandise management, in-
formation and distribution systems, and human resource management are made 
by  regional, district, or store managers or by managers in the corporate head-
quarters. The second issue arises because retailers divide merchandise and store 
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management activities into different organizations within the firm. Thus, they 
need to develop ways to coordinate these interdependent activities.  

 Centralization versus Decentralization 
    Centralization    occurs when the authority for retailing decisions is delegated to 
corporate managers rather than to geographically dispersed managers;    decen-
tralization    occurs when the authority for retail decisions is assigned to lower 
levels in the organization. Macy’s is an example of a retail corporation that has 
migrated from geographically decentralized decision making to centralized deci-
sion making. Yet, at the same time, its My Macy’s program is designed to provide 
important merchandising information to the central buying organization so that 
Macy’s can offer its geographically dispersed customers customized assortments. 
See Retailing View 9.2. 
    Retailers reduce costs when decision making is centralized in corporate man-
agement. First, overhead falls because fewer managers are required to make the 
merchandise, human resource, marketing, real estate, information system, and fi-
nancial decisions. 
    Second, by coordinating buying across geographically dispersed stores, the 
company can achieve lower prices from suppliers. The retailer can negotiate bet-
ter purchasing terms by placing one large order rather than a number of smaller 
orders. 

 Macy’s Inc. acquired May Department Stores at the end of 2005, 
expanding the department store giant from 450 stores to 808, 
overnight. After the acquisition, Macy’s focused on centralizing its 
decision making to decrease its companywide costs. The 808 
stores were divided into 7 regional offices, each controlling 60 to 
200 stores in up to 10 states, with corporate offices in Cincinnati 
and New York City. The seven regions were then reduced to 
three regions to further consolidate corporate expenses. In Sep-
tember 2006, all the regional names acquired through the acqui-
sition, including Marshall Field’s, Meier & Frank, Burdine’s, and 
Foley’s, were converted to the name  Macy’s to further consoli-
date corporate expenses and enable the retailer to roll out na-
tional ad campaigns with a consistent brand image. 
  Formerly, each of the seven regional offices operated as an 
independent business with its own buying organization. Thus, 
seven Macy’s buyers would approach one vendor. The My 
 Macy’s initiative, implemented in 2009, consolidated the regional 
buyers into one office in New York City. It also created a new 
position, district planner, which is responsible for keeping the 
pulse on what customers are looking for in about 10 stores. 
Each planner is responsible for one category, such as women’s, 
men’s, accessories, or home. The planners spend time in the 
stores, talking to customers, employees, and store managers, 
and the information they gather is consolidated at the regional 
level and then communicated to the central buying office in 
New York City. 
  Although the My Macy’s initiative streamlined its expense 
structure, Macy’s realized that it was not able to adequately 
serve the regionalized tastes of its customers. When department 

store chains had fewer stores, buyers knew what their custom-
ers’ needs were and could tailor their assortments accordingly. 
For Macy’s, this was impossible to do with so many stores. 
  The local input has changed how buying decisions are made. 
For example, in Columbus, Ohio, there is a tremendous de-
mand for golf apparel because people wear it on the golf 
course, to parties, and even to church. There is also a significant 
market for licensed products of The Ohio State University, 
based in Columbus. So Columbus stores now carry more golf 
and Ohio State apparel. In Chicago, buyers increased the num-
ber of size-11 women’s shoes because of the unusually high 
demand in that area. 
  Macy’s is having its cake and eating it too. The partial decen-
tralization of the merchandising function enables Macy’s store 
employees, store managers, and even customers to directly af-
fect the merchandise and services offered. Yet the centraliza-
tion of much of the rest of the organization enables Macy’s to 
keep better control of its expenses. 

 Sources: www.macysinc.com/Macys/mymacys.aspx (accessed Decem-
ber 7, 2009); www.macysinc.com/Macys/maps.aspx (accessed Decem-
ber 7, 2009); “CEO Terry Lundgren: A Focus on Turning ‘My Macy’s’ into 
Your Macy’s,”  Knowledge@Wharton,  November 11, 2009; Tim Feran, 
 “Macy’s Trying a Local Approach,”  Columbus Dispatch,  September 21, 
2009; Michael Barbaro, “Given Fewer Coupons, Shoppers Snub Macy’s,” 
 New York Times,  September 29, 2007; Michael Barbaro, “After Smooth Sales 
Talk, Stores Take Macy’s Name,”  New York Times,  August 26, 2006; Con-
stance L. Hays and Andrew Ross Sorkin, “Retailing Shake-Up: The New 
Chief; A Soloist Holds Forth on Retailing,”  New York Times,  March 1, 2005.  

 RETAILING VIEW    My Macy’s: Centralize Expenses and 
Decentralize Merchandising Decisions 

  9.2 
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    Third, centralization provides an opportunity to have the best people make 
decisions for the entire corporation. For example, in a centralized organization, 
people with the greatest expertise in areas such as management information sys-
tems (MISs), buying, store design, or visual merchandise can offer all stores the 
benefit of their skills. 
    Fourth, centralization increases efficiency. Standard operating policies devel-
oped at the corporate headquarters are applied to the stores, allowing store man-
agers to focus on their core responsibilities. For example, corporate merchandisers 
perform considerable research to determine the best method of presenting mer-
chandise. They provide detailed guides for displaying merchandise to each store 
manager so that all stores have a consistent brand image throughout the country. 
Because they offer the same core merchandise in all stores, centralized retailers 
can achieve economies of scale by advertising through national media rather than 
more costly local media. 
    Although centralization has advantages in reducing costs, its disadvantage is 
that it makes it more difficult for a retailer to adapt to local market conditions. For 
example, Gainesville is located in central Florida, and thus the manager in charge 
of the fishing category at the Sports Authority corporate office might think that 
the Gainesville store’s customers primarily engage in freshwater fishing. But the 
local store manager knows that most of his customers drive 90 miles to go saltwater 
fishing in either the Gulf of Mexico or the Atlantic Ocean. 
    In addition to problems with tailoring its merchandise to local needs, a central-
ized retailer may have difficulty responding to local competition and labor markets. 
Because pricing is established centrally, individual stores may not be able to re-
spond quickly to competition in their market. Finally, centralized personnel poli-
cies may make it hard for local managers to pay competitive wages in their area or 
hire appropriate types of salespeople. 
    However, centralized retailers are relying more on their information systems to 
react to local market conditions. For example, many retailers are now using mer-
chandise and pricing optimization techniques. With specialized software packages, 
buyers can determine optimal pricing, markdowns, and size and quantity alloca-
tions on a store-by-store or region-by-region basis. These techniques are dis-
cussed in detail in Chapters 12 and 14. 

   Coordinating Merchandise and Store Management 
 Small, independent retailers have little difficulty coordinating their stores’ buying 
and selling activities. Owner-managers typically buy the merchandise and work with 
their salespeople to sell it. In close contact with customers, the owner-managers 
know what their customers want. 
    In contrast, large retail firms organize the buying and selling functions into 
separate divisions. Buyers specialize in buying merchandise and have limited con-
tact with the store management responsible for selling it. While this specialization 
increases buyers’ skills and expertise, it makes it harder for them to understand 
customers’ needs. Three approaches large retailers use to coordinate buying 
and  selling are (1) improving buyers’ appreciation for the store environment, 
(2) making store visits, and (3) assigning employees to coordinating roles.  

 Improving Appreciation for the Store Environment   Some retailers have 
management trainees who work in the stores before they become buyers. Others 
utilize a mixed career path in which managers are encouraged to float between 
store and corporate assignments. This store experience helps corporate managers 
and buyers gain an appreciation for the activities performed in the stores, the 
problems salespeople and department managers encounter, and the needs of 
customers.  
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 Making Store Visits   Another approach to in-
creasing customer contact and communication is 
to have buyers and other executives visit the stores. 
Every week, Terry Lundgren, Macy’s CEO, goes into 
several stores, calls the store managers on their cell 
phones, and asks them to meet him on the selling 
floor. These unannounced visits don’t give the stores 
or their managers time to prepare to answer ques-
tions or change anything on the selling floor, so he 
sees the stores just as the customers do. 17  The visits 
provide managers and buyers with a richer view of 
store and customer needs than they could get from 
reading impersonal sales  reports or talking on the 
phone. 

 Assigning Employees to Coordinating Roles  
 Some retailers, like TJX, maintain people in both the 
merchandise division (planners and allocators who 
work with buyers) and stores who are responsible 
for coordinating buying and selling activities. Many 
national retail chains have regional and even district 
personnel to coordinate buying and selling activities. 
For example, Macy’s has district planners that are in stores everyday working with 
store personnel and customers to keep a pulse on what customers want and the 
inventory needs of the stores. It is their responsibility to translate, consolidate, and 
communicate this information to the central buying organization. Zara store man-
agers around the globe have biweekly meetings via telephone with the design team 
at the corporate headquarters in A Coruña, Galicia, Spain, to communicate new 
fashion trends and coordinate inventory issues. In addition to developing an orga-
nization structure, HR management undertakes a number of activities to improve 
employee performance, build commitment among employees, and reduce turn-
over. In the following section, we examine these human resource management 
activities.    

Macy’s CEO, Terry Lundgren, gets to know his customers 
and employees by visiting stores.

 WINNING THE EMPLOYEE TALENT WAR 
 As we indicated at the beginning of the chapter, the pool of potential employees is 
decreasing due to changing demographics. There is, however, a need for managers 
who can effectively deal with the increased complexities of retail jobs, such as the 
use of new technologies, increased global competition, and a diverse workforce. 
Thus, retailers are engaged in a “war” with their competitors for talent, that is, for 
effective employees and managers. 18  Corporate HR departments are the generals 
in the war for talent. They are responsible for developing programs that will 
 attract, develop, motivate, and keep talent. 

 Attracting Talent: Employment Marketing 
 The HR departments for retailers such as Starbucks and Marriott develop marketing 
programs to attract the “best and brightest” potential employees. These programs, 
called    employment marketing    or    employment branding    ,  involve undertaking 
marketing research to understand what potential employees are seeking, as well as 
what they think about the retailer; developing a value proposition and an employ-
ment brand image; communicating that brand image to potential employees; and 
then fulfilling the brand promise by ensuring that the employee experience matches 
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that which was advertised. Retailers often use advertis-
ing agencies that specialize in employment marketing 
to develop creative approaches to attract employees. 19 

    For example, Starbucks’ research revealed that 
prospective and existing employees like their jobs. 
The rewards they receive from working at Starbucks 
go beyond pay and promotion opportunities. So 
Starbucks developed an employment marketing pro-
gram based on the theme “Love What You Do.” 
Southwest uses a similar tagline for its employment 
marketing program: “The Flight of Your Life, Not 
Just a Career, a Cause.” 

   Starbucks uses the Love What You Do theme on 
its Internet site, in its printed material available to 
prospective employees in stores, and in videos de-
signed to describe the Starbucks employee experi-
ence. In this collateral material, real employees 
describe why they love what they do. 20  Starbucks en-
courages all of its partners (employees) to get in-
volved in recruiting potential employees. Employees 
in its stores are trained to respond to customer inqui-
ries about job opportunities and questions about 
working in the stores. 

 Developing Talent: Selection 
and Training 
 Two activities that retailers undertake to develop 
knowledge, skills, and abilities in their human re-

sources are selection and training. Retailers that build a competitive advantage 
through their human resources are very selective in hiring people and make sig-
nificant investments in training.  

 Selective Hiring   The first step in building an effective 
workforce is to recruit the right people. At U.K.-based sand-
wich shop chain Pret A Manger, candidates applying for any 
position, including in the corporate offices, must work in a 
shop for a day. The team who works there gets a say on 
whether the candidate will fit in with the team. If not, the 
candidate isn’t hired. Pret goes out of its way to hire happy 
people. Its philosophy is you can’t hire someone who can 
make sandwiches and teach them to be happy. So it hires 
happy people and teaches them to make sandwiches. 21  

 Zappos, the online shoe, apparel, and accessories re-
tailer, also takes special care in the hiring process. It wants 
people who believe in what they are doing and love doing 
it. Hiring the right people is so important to Zappos that 
it offers new hires $2,000 to quit—although that might 
not be enough since only 1 percent of new hires take 
Zappos up on the offer. 22 

  Electronics retailer Best Buy has refocused its selec-
tion process to include more women. After 20 years of 
focusing on selling to males between the ages of 18 and 
25, Best Buy recognized that female spending represents 
a huge share of its sales. It also found that women pre-
ferred to buy from other women. 23  

Pret A Manger believes it can teach people to make 
sandwiches, but not to be happy. So, they hire happy people.

Southwest Airlines attracts talent with employment 
marketing programs.
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   Training   Training is particularly important in re-
tailing because the overwhelming majority of retail 
employees have direct contact with customers, which 
means they are responsible for helping customers sat-
isfy their needs and resolve their problems. 

At the Zappos family of companies, each new hire, re-
gardless of position, begins his or her job with five weeks 
of training, including time taking phone orders. This 
 allows new employees to learn about the merchandise 
and the importance of satisfying customers. This experi-
ence also helps weed out employees who believe they are 
too important to spend time helping customers. 24 
  An interesting challenge facing retailers is how to 
train younger employees. Retailers have recognized 
that Generation Y, the first generation to grow up with 
the Internet and Internet-based games, learns differ-
ently than previous generations do. So, for example, children’s apparel retailer 
The Children’s Place developed a series of training modules about loss prevention 
and store safety that are modeled after the television series  CSI: Crime Scene Inves-
tigation  and called “Place Scene Investigation” or PSI. These modules are much 
more interactive than the typical click-next modules typically found in retailing. 25  
Retailing View 9.4 describes an approach that illustrates Peet’s Coffee and Tea’s 
commitment to training. 

 In the retail industry, annual employee turnover of more than 
100 percent is not uncommon, particularly with part-time em-
ployees. How does The Container Store, with 48 stores and 
4,000 employees, experience just 10 to 15 percent annual 
turnover? 
  It does a lot of things to help retain employees, and a 
careful selection process is integral to its success. Consider 
how it hires for a “transition team,” which is a group of as-
sociates hired for less than a week to transition a store be-
tween selling seasons, such as after the back-to-school 
season. Hiring consists of two interviews: one in a group set-
ting and one face-to-face lasting an hour and a half. Some-
times the candidate is taken for a walk around the store and 
asked “what if” questions that are largely oriented to how 
the person would interact with customers. This is a lot of 
trouble to go through to hire part-time associates who are 
going to change displays and fixtures and move merchandise 
but not sell merchandise. 
  The Container Store also wants to be sure the company 
is the right fit for the prospective employee. What better 
pool to choose from than its own customers. The company 
considers it symbolic that its first hire was one of its custom-
ers. Most current employees are former customers. Many 
were approached by sales associates or managers on the 
sales floor when they were shopping. The Container Store 
also finds a lot of employees through online applications to 
its Web site. 

 Source: Gene Detroyer, “The Container Store: The Employee as an 
 ‘Extension of the Brand,’”  Retail Wire , March 20, 2009. 

 RETAILING VIEW    Careful Employee Selection 5 Low Employee 
Turnover at The Container Store 

 9.3 

The Container Store uses a careful and extensive employee 
selection process. Its best talent pool is from its own 
customers.

At Zappos, each new hire begins his or her job with five 
weeks of training, including time taking phone orders.
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   Motivating Talent: Aligning Goals 
 The task of aligning the employees’ and the firm’s goals is often difficult, be-
cause employees’ goals usually differ from those of the firm. For example, a sales 
associate might find it more personally rewarding to arrange a display creatively 
than to help a customer. Retailers generally use three methods to motivate their 
employees’ activities: (1) written policies and supervision, (2) compensation-
based incentives, and (3) organization culture.  

 Policies and Supervision   Perhaps the most fundamental method of coordina-
tion is to prepare written policies that indicate what employees should do and then 
to have supervisors enforce these policies. For example, retailers may set policies 
about when and how merchandise can be returned by customers. If employees use 

 RETAILING VIEW   Peet’s Knows Its Tea   9.4 
 Why would someone pay $2 or more for a cup of tea 
when it costs only pennies to buy a Lipton tea bag and 
put it in a cup of hot water? Because companies like 
Peet’s Coffee and Tea have learned to create value by 
training employees to provide great customer service. 
Peet’s, known as the “grandfather of specialty coffee,” 
was started by Alfred Peet in 1966 a few blocks from 
the University of California at Berkeley. Although its 
primary business is coffee, Peet’s managers know that if 
everything they sell—including tea—isn’t as good as it 
can be, business will suffer. 
  Peet’s first priority is educating its staff. In addition 
to knowing how to brew tea, employees need to know 
about the beverage they’re serving. How are green, 
black, and oolong teas grown and processed? How do 
they differ? How do they taste? What about their caf-
feine content? 
  Once the staff members know all there is to know 
about tea, they can educate their customers, who gener-
ally fall into two categories: those few who know a lot 
about tea and everyone else. Knowledgeable tea enthusi-
asts may ask very specific questions, whereas most neo-
phyte tea buyers probably don’t understand why tea is so 
expensive compared with coffee. (The answer? A single 
serving of coffee requires much less actual coffee than 
the actual tea a serving of tea requires.) Most customers 
also grew up with tea bags, so they need to be educated 
about how to brew the loose tea that Peet’s sells. 
  At Peet’s, the employees also have a “cheat sheet” for 
every tea container with information they can pass on 
to customers. The sheet illustrates how much tea should 
be used, how long it should brew for optimal taste, and 
how hot the water should be. If the employees don’t 
know the answer to a customer’s question, they find out 
by asking their manager or the home office. 
  Selling and consuming tea can be a very personal experi-
ence, so Peet’s staff members are encouraged to interact with 
customers. For instance, they might ask drinkers to describe 
their favorite tea and how it tastes and then use those details 
to suggest new, alternative teas. But the best way to sell tea is 
to drink it. Having the employees test and taste different teas 
gives them the confidence and knowledge needed to be good 

tea emissaries. Peet’s has figured out that the key to its success 
is not just good coffee and tea but excellent service delivered 
by knowledgeable employees. 

 Sources: Tara Fitzpatrick, “Hospitali-Tea,”  Beverage Cart,  August 2008; 
www.peets.com (accessed December 2, 2009).  

 At Peet’s Coffee and Tea, the employees are provided in-depth 
product knowledge that enables them to serve their customers 
better than the competition can. 

  REFACT 
 A full-time salesperson at 
The Container Store receives 
about 241 hours of training, 
compared to the retail 
 industry average of about 
7 to 10 hours—the lowest of 
all  industries. Averaging only 
seven hours per employee 
per year, the retail industry 
spends less time on training 
than all other industries. 26   
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the written policies to make return decisions, their actions will be consistent with 
the retailer’s strategy. But strict reliance on written policies also can reduce em-
ployee motivation, because employees have little opportunity to use their own ini-
tiative to improve performance in their areas of responsibility. As a result, they 
eventually might find their jobs uninteresting. 
  Relying on rules as a method of coordination leads to a lot of red tape. Situations 
will arise that aren’t covered by a rule, in which case employees may need to talk to a 
supervisor. Alternatively, many retailers empower their employees to make decisions 
on their own. Empowerment is discussed later in this chapter and in Chapter 18.   

 Compensation-Based Incentives     The second method of motivating and 
 coordinating employees involves the use of various forms of compensation to 
 encourage them to perform activities consistent with the retailer’s objectives. 
  A common type of compensation for retail salespeople is a    commission   , which 
is a type of incentive based on a percentage of their sales or margin. Many retailers 
base at least part of salespeople’s compensation on commissions. 
  Another individual incentive is a    bonus   , which is additional compensation 
awarded periodically on the basis of an evaluation of the employee’s performance. 
For example, store managers often receive bonuses at the end of the year based on 
their store’s performance relative to its budgeted sales and profits. In addition to 
receiving compensation-based incentives based on individual performance, retail 
managers often receive income based on their firm’s performance. Known as 
   profit sharing   , this type of incentive can be offered as a cash bonus based on 
the firm’s profits or as a grant of stock options that link additional income to the 
performance of the firm’s stock. 
  Some retailers use stock incentives to motivate and reward all employees, in-
cluding sales associates. Employees are encouraged to buy shares in their compa-
nies at discounted prices through payroll deduction plans. These stock incentives 
align employees’ interests with those of the company and can be very rewarding 
when the company does well. However, if growth in the company’s stock price 
declines, employee morale declines too, corporate culture is threatened, and de-
mands for higher wages and more benefits develop. 
  An increasingly important compensation-based incentive for retail employees 
is the provision of health care benefits. As health care costs continue to rise, 
some employees find this benefit as important as the basic compensation pro-
gram, particularly if it includes other family members. For instance, Burgerville, 
a 39-restaurant chain in Vancouver, Washington, pays at least 90 percent of 
health care premiums for hourly employees who work at least 20 hours a week. 
Executives there believe this unusual benefit has saved money by cutting turn-
over, boosting sales, and improving productivity. 28 
   Incentives are very effective at motivating employees to perform the activities on 
which the incentives are based. But incentives also may cause employees to ignore 
other activities. For example, salespeople whose compensation is based entirely on 
their sales may be reluctant to spend time restocking fixtures and shelves. Excessive 
use of incentives to motivate employees also can reduce employee commitment. 
Company loyalty falls because employees feel that the firm hasn’t made a commit-
ment to them (because it is unwilling to guarantee their compensation). Thus, if a 
competitor offers to pay a higher commission rate, they’ll feel free to leave.   

 Organization Culture   The final method for motivating and coordinating 
employees is to develop a strong organization culture. An    organization culture    is 
the set of values, traditions, and customs of a firm that guides employee behavior. 
These guidelines aren’t written down as a set of policies and procedures; they are 
traditions passed along by experienced employees to new employees. 
  Many retail firms have strong organization cultures that give employees a 
sense of what they ought to do on their jobs and how they should behave to be 

 REFACT 
 The late Mary Kay Ash, 
founder of Mary Kay 
 Cosmetics, was fond of 
 saying, “There are two things 
that people want more than 
sex and money—recognition 
and praise.” 27  

 REFACT 
 Sam Walton, Walmart’s 
founder and one of the 
wealthiest people in the 
world when he passed away, 
flew first-class only once in 
his life, on a trip to Africa. 29  
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consistent with the firm’s strategy. For 
example, Nordstrom’s strong organiza-
tion culture emphasizes customer ser-
vice, whereas Walmart’s focuses on 
reducing costs so that the firm can pro-
vide low prices to its customers.  

  An organization culture often has a 
much stronger effect on employees’ ac-
tions than do rewards offered through 
compensation plans, directions provided 
by supervisors, or written company poli-
cies. Nordstrom emphasizes the strength 
of its organization culture in the policy 
manual given to new employees. 30  The 
manual has one rule: “Use your best 
judgment to do anything you can to pro-
vide service to our customers.” Lack of 
written rules doesn’t mean that Nord-
strom employees have no guidelines or 

restrictions on their behavior; rather, the organization culture guides employees’ 
behavior. New salespeople learn from other employees that they should always 
wear clothes sold at Nordstrom, that they should park their cars at the outskirts of 
the parking lot so that customers can park in more convenient locations, that they 
should approach customers who enter their department, that they should accept 
any merchandise returned by a customer even if the merchandise wasn’t purchased 
at a Nordstrom store, and that they should offer to carry packages to the custom-
er’s car. 
  Organization cultures are developed and maintained through stories and sym-
bols. 31  Values in an organization culture are often explained to new employees 
and reinforced to present employees through stories. For example, each day at 
every Ritz-Carlton around the world, employees from every department meet to 
review guest experiences, resolve issues, and discuss ways to improve service. 32  
During the meeting, a “wow story” is read. The same story is told in every Ritz-
Carlton, and it singles out a staff person who offers exemplary service. For in-
stance, a family staying at the Ritz-Carlton in Bali had carried specialized eggs 
and milk for their son who suffered from food allergies. Upon arrival, they saw 
that the eggs had broken and the milk had soured. When the staff failed to 
find the special items locally, the executive chef contacted his mother-in-law in 
Singapore and asked that she buy the products and fly to Bali to deliver them, 
which she agreed to do. 
  Whole Foods strengthens its organization culture by working in teams and us-
ing its employees during the hiring process. 33  Each store is organized into ap-
proximately 10 teams, each responsible for a different category or aspect of store 
operations, such as customer service or checkout lines. Store operations are highly 
decentralized, so many purchasing and operational decisions are made by the 
teams. When hiring, team leaders screen candidates, but a two-thirds majority of 
the team must approve each hire. 
  Using symbols is another technique for managing organization culture and 
conveying its underlying values. Symbols are an effective means of communicat-
ing with employees because the values they represent can be remembered easily. 
Walmart makes extensive use of symbols and symbolic behavior to reinforce its 
emphasis on controlling costs and keeping in contact with its customers. Photo-
copy machines at corporate headquarters have cups on them for employees to use 
to pay for any personal copying. At the traditional Saturday morning executive 
meeting, employees present information on the cost-control measures they’ve 
recently undertaken. Managers who have been traveling in the field report on 

  Nordstrom has one rule in its policy manual, “Use your best judgment to do 
anything you can to provide service to our customers.”  

Lev30026_ch09_218-245.indd Page 236  10/28/10  1:05 AM user-f494Lev30026_ch09_218-245.indd Page 236  10/28/10  1:05 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



237Human Resource Management CHAPTER 9

what they’ve seen, unique programs undertaken in the stores, and promising 
merchandise. Headquarters are spartan. Founder Sam Walton, one of the world’s 
wealthiest people before he died, lived in a modest house and drove a pickup 
truck to work.   

 Keeping Talent: Building Employee Commitment 
 Having attracted and developed effective employees, an important challenge in 
retailing is to keep them, that is, to reduce turnover. High turnover reduces sales 
and increases costs. Sales are lost because inexperienced employees lack the skills 
and knowledge about company policies and merchandise to interact effectively 
with customers; costs increase due to the need to recruit and train new employees. 
Retailing View 9.5 illustrates how Walmart builds a committed workforce by 
 investing in it. 
    Consider what happens when Bob Roberts, meat department manager in a su-
permarket chain, leaves the company. His employer promotes a meat manager 
from a smaller store to take Bob’s position, promotes an assistant department 
manager to the position in the smaller store, promotes a meat department trainee 
to the assistant manager’s position, and hires a new trainee. Now the supermarket 
chain needs to train two meat department managers and one assistant manager 
and hire and train one trainee. The estimated cost for replacing Bob Roberts is 
almost $10,000. 

 RETAILING VIEW   Walmart Cares about Its Employees  9.5 
 Is the corporation’s commitment to environmentalism, 
personal fitness, and a healthy lifestyle why people work 
at Walmart? IBM, Microsoft, and other white-collar com-
panies already sponsor fitness and lifestyle improvement 
programs for their employees. But now the world’s larg-
est retailer, which employs 1.3 million people who make 
an average of less than $20,000 per year, is launching a 
voluntary personal sustainability project. 

 Approximately 50 percent of its employees are par-
ticipating in the program. Walmart is holding workshops 
to teach employees the benefits of carpooling to work 
with three colleagues, discontinuing cigarette smoking, 
and turning off the television. Employees are learning the 
importance of environmental sustainability, reducing car-
bon emissions, and consuming healthy and environmen-
tally friendly food. 

 As a result of the seminars, 
employees have already taken 
the initiative to tailor environ-
mental practices that fit with their 
new lifestyles. Employees have 
pledged to start recycling at home 
and improve their physical health 
with healthier food and more exer-
cise. One employee created a “zero 
waste” break room, where the em-

ployees had to use mugs instead of Styrofoam cups and recy-
cling bins were set up for aluminum cans and plastic bottles. 
Employees are also lobbying for healthier Subway restaurants, 
instead of McDonald’s, in Walmart stores. 
  What was first thought to be a public relations stunt for 
Walmart is turning out to be a positive project that could 

 improve the quality of life and the productivity of its employees, 
reduce health care costs for the company, improve its image 
among its customers, and help it become a corporate leader in 
environmentalism. 

 Sources: Matt Turner, “Walmart’s Personal Sustainability Project,”  NWA-
homepage.com,  February 17, 2009; www.fastcompany.com/magazine/118/
getting-personal.html (accessed December 2, 2009); http://walmart-
stores.com/sites/sustainabilityreport/2009/s_ao_psp.html (accessed 
 December 2, 2009); http://walmartstores.com/sites/sustainabilityreport/
2007/associatesPersonal.html (accessed December 2, 2009); Michael 
Barbaro, “At Wal-Mart, Lessons in Self-Help,”  New York Times,  April 5, 
2007; www.walmart.com (accessed December 2, 2009). 

 REFACT 
 Since 2006, 20,000 Walmart 
employees have quit 
 smoking, lost a combined 
184,000 pounds, recycled 
3 million pounds of plastic, 
and swam, biked, or walked 
1.1 million miles. 

Walmart is helping its employees live better through its personal 
sustainability projects.
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    To reduce turnover, retailers need to build an atmosphere of mutual commit-
ment in their firms. When a retailer demonstrates its commitment, employees 
respond by developing loyalty to the company. Employees improve their skills and 
work hard for the company when they feel the company is committed to them 
over the long run, through thick and thin. Some approaches that retailers take to 
build mutual commitment are (1) empowering employees and (2) creating a part-
nering relationship with employees. 

  Empowering Employees     Empowerment    is a process in which managers 
share power and decision-making authority with employees. When employees 
have the authority to make decisions, they are more confident in their abilities, 
have a greater opportunity to provide service to customers, and are more commit-
ted to the firm’s success. 34 
  Convenience store chain Quik Trip not only empowers its employees to make 
decisions about routine transactions, such as remaking a sandwich or giving a cus-
tomer a refund, but also allows them to make decisions about how to help indi-
viduals in need. Quik Trip is integrally involved in National Safe Place, a youth 
outreach program that educates young people about the dangers of running away 
or trying to solve difficult situations on their own. Safe Place has a network of 
“safe locations” at schools, libraries, and Quik Trip stores. When kids seek a Quik 
Trip sanctuary because they feel threatened or are afraid to go home for whatever 
reason, Quik Trip employees are trained to do whatever it takes to make them feel 
safe until a trained counselor arrives. 35 
  The first step in empowering employees is reviewing employee activities that 
require a manager’s approval. For example, Parisian, an upscale department store 
chain owned by Belk, changed its check authorization policy, thereby empowering 
sales associates to accept personal checks of up to $1,000 without a manager’s ap-
proval. Under the old policy, a customer often had to wait more than 10 minutes 
for the sales associate to locate a manager. Then the busy manager simply signed 
the check without reviewing the customer’s identification. When the sales associ-
ates were empowered to make approvals, service improved, and the number of bad 
checks decreased, because the sales associates felt personally responsible and 
checked identification carefully. 36 
  Empowerment of retail employees transfers authority and responsibility for 
making decisions to lower levels in the organization. Since these employees are 
closer to the customers, they are in a good position to know what it takes to satisfy 
them. For empowerment to work, managers must have an attitude of respect and 
trust, not control and distrust. See Chapter 18 for a discussion of how empowering 
employees leads to better customer service.  

 Creating Partnering Relationships   Three HR management activities that 
build commitment by developing partnering relationships with employees are 
(1) reducing status differences, (2) promoting from within, and (3) enabling em-
ployees to balance their careers and families.  

 Reducing Status Differences   Many retailers attempt to reduce status differences 
among employees. With limited status differences, employees feel that they play 
important roles in the firm’s ability to achieve its goals and that their contributions 
are valued. 
  Status differences can be reduced symbolically through the use of language and 
substantively by lowering wage differences and increasing communications among 
managers at different levels in the company. To build involvement and commit-
ment among its employees, Penney’s has dropped many of the traditional pre-
tenses that defined an old-style hierarchical organization. 37  For instance, at the 
Plano, Texas, corporate headquarters, all employees are on a first-name basis, have 
a flexible workweek, and may attend leadership workshops intended to build an 
executive team for the future. 

Lev30026_ch09_218-245.indd Page 238  10/28/10  1:05 AM user-f494Lev30026_ch09_218-245.indd Page 238  10/28/10  1:05 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



239Human Resource Management CHAPTER 9

  Whole Foods has a policy of limiting executive compensation to 19 times the 
compensation of the average full-time salaried employee. CEO John Mackey re-
ceives less than $300,000 per year, much less than CEOs at other large retail 
chains. 38  Sam Walton typically appeared on lists of the most underpaid CEOs.   

 Promotion from Within   This staffing policy involves hiring new employees only 
for positions at the lowest level in the job hierarchy and then promoting experi-
enced employees to openings at higher levels in the hierarchy. Many retailers, in-
cluding Kroger, have a policy of promoting from within when possible. Marnette 
Perry, for instance, is currently Kroger’s vice president of operations and has about 
40 percent of the company reporting to her. But she has served the organization in 
many capacities, including as a produce manager, as manager of the floral and 
natural food centers, and as president of several of Kroger’s divisions. 39 
   Promotion-from-within policies establish a sense of fairness. When employees 
do an outstanding job and then outsiders are brought in over them, the employ-
ees feel that the company doesn’t care about them. Promotion-from-within poli-
cies also commit the retailer to developing its own employees. 40 

    Balancing Careers and Families   The increasing number of two-income and single-
parent families makes it difficult for employees to effectively do their jobs and 
manage their households simultaneously. Further, the difficult economy retailers 
have experienced the last few years has caused retailers to lay off some employees 
and cut some benefits to others. Some retailers recognize that although some 
perks are expensive, they aren’t nearly as expensive as losing good employees. So 
retailers are building employee commitment by offering services such as child care 
centers, backup child care, scholarships for employees’ kids, concierge services, 
adoption benefits, on-site health clubs, and even massages. 41 
     Flextime    is a job scheduling system that enables employees to choose the times 
they work. With    job sharing    ,  two employees voluntarily are responsible for a job 
that was previously held by one person. Both programs let employees accommo-
date their work schedules to other demands in their lives, such as being home 
when their children return from school. 42 
 Best Buy has gone one step further with its ROWE, or “results-only work pro-
gram environment.” In a classic flextime structure, workers arrange their sched-
ules with their supervisors in advance. In the ROWE program, the supervisor has 
no say in scheduling or in the place where the work is conducted. Employees work 
as long as it takes to get their assigned tasks completed. They are evaluated only 
on the tasks successfully completed—even if they did not complete any of them in 
the office. 43 
  The Gap Outlet, a division of Gap, is introducing a ROWE program based on 
Best Buy’s continued success. The Gap Outlet wants to make it easier for its em-
ployees to balance their work and personal life. Since 76 percent of Gap Outlet’s 
workforce is female with an average age of 34, this group experiences a high turn-
over rate because many in this group have difficulty balancing family and work. 
The ROWE program provides the flexibility that they need to continue to work 
and be a good mom. 44   

 MANAGING DIVERSITY  
 A more diverse labor force requires more and different management skills than 
was the case in the past.    Managing diversity    is a human resource management 
activity designed to realize the benefits of a diverse workforce, which includes but 
is not limited to skin color, nationality, gender, sexual orientation, and people with 
disabilities. 
    Some legal restrictions promote diversity in the workplace by preventing retail-
ers from practicing discrimination based on non-performance-related employee 
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characteristics. But retailers now recognize that promoting employee diversity 
also can improve financial performance. By encouraging diversity in their work-
force, retailers can better understand and respond to the needs of their customers 
and deal with the shrinking labor market. For example, since the majority of mer-
chandise sold in department stores and home improvement centers is bought by 
women, these retailers feel that they must have women in senior management 
positions—people who really understand their female customers’ needs. 
   In addition to gaining greater insight into customer needs, many retailers have 
found that emerging groups are more productive than traditional employees. After 
renovating its national reservation center to accommodate workers with disabili-
ties, Days Inn found that turnover among disabled workers was only 1 percent 
 annually, compared with 30 percent for its entire staff. Lowe’s, a home improvement 
center chain, changed floor employees’ responsibilities so that the employees 
wouldn’t have to lift heavy merchandise. By assigning the heavy-lifting tasks to the 
night crew, the firm was able to shift its floor personnel from male teenagers to 
older employees who provided better customer service and had personal experi-
ence with do-it-yourself projects. Effectively managing a diverse workforce isn’t 
just morally correct; it’s necessary for business success. 45 
    The fundamental principle behind managing diversity is the recognition that 
employees have different needs and require different approaches to accommodat-
ing those needs. Managing diversity goes beyond meeting equal employment op-
portunity laws. It means accepting and valuing differences. Some programs that 
retailers use to manage diversity involve offering diversity training, providing sup-
port groups and mentoring, and managing career development and promotions. 

  Diversity Training 
 Diversity training typically consists of two components: developing cultural 
awareness and building competencies. The cultural awareness component teaches 
people about how their own culture differs from the culture of other employees 
and how the stereotypes they hold influence the way they treat people, often in 
subtle ways that they might not realize. Then role playing is used to help employ-
ees develop their competencies, such as better interpersonal skills that enable 
them to show respect and treat people as equals.   

 Support Groups and Mentoring 
 Many retailers help form    support groups    of minority employees that exchange 
information and provide emotional and career support for members who tradi-
tionally haven’t been included in the majority’s networks.    Mentoring programs    
assign higher-level managers to help lower-level managers learn the firm’s values 
and meet other senior executives. At Giant Foods, a Maryland-based supermarket 
chain, the mentoring program has reduced turnover of minorities by making them 
more aware of the resources available to them and giving them practical advice for 
solving problems that might arise on their jobs.  

    Career Development and Promotions 
 Although laws provide entry-level opportunities for women and minority groups, 
these employees often encounter a glass ceiling as they move through the corpo-
ration. A    glass ceiling    is an invisible barrier that makes it difficult for minorities 
and women to be promoted beyond a certain level. To help employees break 
through this glass ceiling, JCPenney monitors high-potential minority and female 
employees and makes sure they have opportunities for store and merchandise 
management positions that are critical for their eventual promotion to senior 
management. Similarly, women in the supermarket business have traditionally 
been assigned to peripheral departments like the bakery and deli, while men were 

 REFACT 
In 1866, Macy’s employed 
the first female executive in 
retailing when Margaret 
Getchell was promoted to 
the position of store 
superintendent. 46 
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assigned to the critical departments in the store like meat and grocery. Even in 
the supermarket chain corporate office, women traditionally have been in staff-
support areas like HR management, finance, and accounting, whereas men have 
been more involved in store operations and buying. To make sure that more 
women have an opportunity to break through the glass ceiling in the supermarket 
industry, more firms are placing them in positions critical to the firm’s success.    

 LEGAL ISSUES IN HUMAN RESOURCE MANAGEMENT  
 The proliferation of laws and regulations affecting employment practices in the 
1960s was a major reason for the emergence of human resource management as an 
important organization function. Managing in this complex regulatory environ-
ment requires expertise in labor laws, as well as skills in helping other managers 
comply with those laws. The major legal and regulatory issues involving the man-
agement of retail employees are (1) equal employment opportunity, (2) compensa-
tion, (3) labor relations, (4) employee safety and health, (5) sexual harassment, and 
(6) employee privacy.  

 Equal Employment Opportunity 
 The basic goal of equal employment opportunity regulations is to protect employ-
ees from unfair discrimination in the workplace.    Illegal discrimination    refers to 
the actions of a company or its managers that result in members of a protected 
class being treated unfairly and differently from others. A    protected class    is a 
group of individuals who share a common characteristic as defined by the law. 
Companies cannot treat employees differently simply on the basis of their race, 
color, religion, sex, national origin, age, or disability status. There are a very lim-
ited set of circumstances in which employees can be treated differently. For ex-
ample, it is illegal for a restaurant to hire young, attractive servers because that is 
what its customers prefer. Such discrimination must be absolutely necessary, not 
simply preferred. 
    In addition, it is illegal to engage in a practice that disproportionately excludes 
a protected group, even though it might seem nondiscriminatory. For example, 
suppose that a retailer uses scores on a test to make hiring decisions. If a protected 
group systematically performs worse on the test, the retailer is illegally discrimi-
nating, even if there was no intention to discriminate.  

 Compensation 
 Laws relating to compensation define the 40-hour workweek, the pay rate for 
working overtime, and the minimum wage, and they protect employee invest-
ments in their pensions. In addition, they require that firms provide the same pay 
for men and women who are doing equal work. 
    A recent issue related to compensation involves the criteria used to classify em-
ployees as managers who are paid a salary and not eligible for overtime pay. A 
number of lawsuits have been filed by assistant managers claiming that they do the 
same job as hourly employees but are classified as managers so that their retail 
employer can avoid paying them overtime wages. For example, one lawsuit 
claimed that Walmart’s district managers frequently encourage store managers to 
send hourly workers home before their shift is over to avoid overtime pay and 
then cause the assistant managers to continue working to compensate for the 
 absence of hourly workers. 
   These lawsuits point out the difficulty in distinguishing the tasks of assistant 
managers and hourly workers. Federal law requires that managers be paid over-
time if more than 40 percent of their time is not spent supervising or if their 
jobs do not include decision making. However, many retailers feel that managers 

Lev30026_ch09_218-245.indd Page 241  10/28/10  1:05 AM user-f494Lev30026_ch09_218-245.indd Page 241  10/28/10  1:05 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



242 SECTION 1I Retailing Strategy

perform other activities, such as interviewing job candidates, making schedules, 
and handling other supervisory duties. Because so many lawsuits regarding over-
time pay are filed each year, the Labor Department has developed overtime 
rules and regulations, such as defining specific jobs as managerial and paying 
overtime to managers who earn less than $23,660 a year but denying overtime to 
employees who earn more than $100,000 annually. 47 

 Labor Relations 
 Labor relations laws describe the process by which unions can be formed and the 
ways in which companies must deal with the unions. They precisely indicate how 
negotiations with unions must take place and what the parties can and cannot do. 
Walmart has vigorously challenged attempts by unions to represent its employees. 
Supermarket chains, in contrast, are typically unionized, and therefore believe 
they have a labor cost disadvantage that makes it difficult for them to compete 
 effectively with Walmart.  

 Employee Safety and Health 
 The basic premise of health and safety laws is that the employer is obligated to 
provide each employee with an environment that is free of hazards that are likely 
to cause death or serious injury. Compliance officers from the Occupational Safety 
and Health Administration (OSHA) conduct inspections to ensure that employers 
are providing such an environment for their workers. 48  OSHA even gets involved 
in ensuring the safety of customers in stores. 49  For instance, it provides guidance 
to retailers on how to control crowds on Black Friday, the busy shopping day after 
Thanksgiving. The guidelines include using a bullhorn to manage crowds, setting 
up barricades or rope lines, and clearing the entrances of shopping carts and other 
potentially dangerous obstacles.  

 Sexual Harassment 
 Sexual harassment includes unwelcome sexual advances, requests for sexual favors, 
and other inappropriate verbal and physical conduct. Harassment is not confined 
to requests for sexual favors in exchange for job considerations such as a raise or 
promotion. Simply creating a hostile work environment can be considered sexual 
harassment. For example, actions considered sexual harassment include lewd com-
ments, joking, and graffiti, as well as showing obscene photographs, staring at a 
coworker in a sexual manner, alleging that an employee got rewards by engaging 
in sexual acts, and commenting on an employee’s moral reputation. 
   Customers can engage in sexual harassment as much as supervisors and co-
workers. For example, if a male customer is harassing a female server in a restau-
rant and the restaurant manager knows about it and does nothing to stop the 
harassment, the employer can be held responsible for that sexual harassment. 50 

 Employee Privacy 
 Employees’ privacy protection is very limited. For example, employers can moni-
tor e-mail and telephone communications, search an employee’s work space and 
handbag, and require drug testing. However, employers cannot discriminate 
among employees when undertaking these activities unless they have a strong sus-
picion that specific employees are acting inappropriately.  

 Developing Policies 
 The HR department is responsible for developing programs and policies to make 
sure that managers and employees are aware of the legal restrictions and know 
how to deal with potential violations. The legal and regulatory requirements are 
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basically designed to treat people fairly. Employees want to be treated fairly, and 
companies want to be perceived as treating their employees fairly. The perception 
of fairness encourages people to join a company and leads to the trust and com-
mitment of employees to a firm. When employees believe they are not being 
treated fairly, they can complain internally, stay and accept the situation, stay but 
engage in negative behavior, quit, or complain to an external authority or even sue 
the employer. 
    Perceptions of fairness are based on two perceptions: (1) distributive justice and 
(2) procedural justice.    Distributive justice    arises when the outcomes received are 
viewed as fair with respect to the outcomes received by others. However, the per-
ception of distributive justice can differ across cultures. For example, in the indi-
vidualistic culture of the United States, merit-based pay is perceived as fair, 
whereas in collectivist cultures such as China and Japan, equal pay is viewed as fair. 
   Procedural justice    is based on the fairness of the process used to determine the 
outcome. American workers consider formal processes as fair, whereas group deci-
sions are considered fairer in collectivist cultures. 51  Some illustrations of policies 
that pertain to procedural justice are presented in Chapter 16.       

 Although human resource management plays a vital role 
in supporting a retailing strategy, HR managers face many 
interesting challenges. They have to be able to balance the 
needs of various constituencies. They are constantly 
forced to control expenses, causing them to increase the 
proportion of part-time employees and undertake other 
cost-cutting initiatives. A more diverse U.S. population 
challenges HR managers to create and maintain a diverse 
labor force. As retailers go global, HR managers must 
adapt to new environments. 
  The organization structure defines supervisory relation-
ships and employees’ responsibilities. The four primary 
groups of tasks performed by retailers are strategic deci-
sions, administrative tasks by the corporate staff, merchan-
dise management by the buying organization, and store 
management. 

  In developing an organization structure, retailers 
must make trade-offs between the cost savings gained 
through centralized decision making and the benefits of 
tailoring the merchandise offering to local markets—
benefits that arise when decisions are made in a decen-
tralized manner. 
  Retailers are engaged in a war of talent. To win the war, 
retailers develop programs to attract, develop, motivate, 
and keep talent. A key factor in reducing turnover is devel-
oping an atmosphere of mutual commitment. 
  The human resource department is also responsible for 
making sure that its firm complies with the laws and regu-
lations that prevent discriminatory practices against em-
ployees and making sure that employees have a safe and 
harassment-free work environment.   

 SUMMARY 
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   1.    CONTINUING CASE ASSIGNMENT  Meet 
with the store manager of the retailer you have cho-
sen for this Continuing Case Assignment. Ask the 
store manager which company HR policies he or she 
feels are very effective and which are not effective. 
Why? Also ask the manager about the store’s policies 
concerning the legal and regulatory issues discussed 
in the chapter. Does the retailer have written policies 
that enable the manager to deal effectively with any 
situations that arise? Have situations arisen that were 
not covered by the policies? How were the situations 
addressed? To what degree does the manager feel that 
he or she is empowered to make decisions that affect 
the performance of the store? Would the manager 
like more or less decision-making authority? Why?  

   2.    INTERNET EXERCISE  Go to the Society of Hu-
man Resource Management’s home page, www.shrm.
org. An organization of human resource profession-
als, SHRM publishes  HR Magazine,  with articles 
available online at www.workforceonline.com. Find 
and summarize the conclusions of articles addressing 
the HR challenges that retailers are facing, such as 
the management of a diverse workforce, international 
expansion, and the use of technology to increase 
productivity.  

   3.    INTERNET EXERCISE  The Fair Measures Law 
Consulting Group provides training and legal services 
for employers. Go to its Web site, www.fairmeasures.
com, and choose one of the legal areas to investigate 
(sexual harassment, wrongful termination, and so 
forth). Another source of information about legal 
 issues regarding employees is www.law.cornell.edu/
topics/employment.html. Read the most recent court 
opinions and articles about employment issues, and 
summarize the implications for human resource man-
agement in retailing.  

   4.    INTERNET EXERCISE  Go to the home page of 
 Retail Human Resources PLC at  www.retailhuman-
resources.com/. How does this recruitment consul-
tancy help U.K. retailers and job seekers to find the 
best employment matches?  

   5.    INTERNET EXERCISE  Go to the home page of 
the National Retail Federation Foundation (NRFF), 
at www.nrffoundation.com/CareersCenter/default.
asp/, and click on “Experience Retail” to read about 
the different career paths in marketing/advertising, 
store operations, loss prevention, store management, 
finance, human resources, IT and e-commerce, sales 
and sales-related, distribution/logistics/supply chain 
management, merchandise buying/planning, and en-
trepreneurship. Which area appeals to you the most? 
Explain your preference for this career direction.  

   6.    LIBRARY EXERCISE  Go to one of your college’s 
or university’s library business databases, and find a 
recent newspaper or journal article that discusses hu-
man resource management in the retail industry. 
Briefly tie the concepts in the article back to the 
chapter or to your Continuing Case Assignment 
(question 1 above).  

   7.    WEB OLC EXERCISE   
   a.   Go to the  s tudent side of this book’s Web site, and 

review the student résumés. Which résumés do 
you think are effective? Ineffective? Why?  

   b.   Update your résumé, and prepare for an inter-
view for a manager training program with a large 
lumber and building supply retailer. This full-
time position promises rapid advancement upon 
completion of the training period. A college de-
gree and experience in retail, sales, and marketing 
are preferred. The base pay is between $28,000 
and $34,000 per year. This retailer promotes 
from within, and a new manager trainee can be-
come a store manager within two to three years, 
with an earning potential of $100,000 or more. The 
benefits package is generous, including medical/
hospitalization/dental/disability/life insurance, a 
401(k) plan, profit sharing, awards and incentives, 
paid vacations, and holidays. Your résumé should 
include your contact information, education and 
training, skills, experience and accomplishments, 
and honors and awards.  

   c.   Role-play a practice interview for this position. 
Pair up with another student, and read each oth-
ers’ résumés; then spend 20 to 30 minutes on 
each side of the interview. One student should be 
the human resource manager screening appli-
cants, and the other person should be the candi-
date for the manager training program. Here are 
some questions to use in the role-play scenario:    

    •   Why are you applying for this position?  
    •    What are your strengths and weaknesses for this 

position?  
    •    Why should this organization consider you for 

this position?  
    •    Why are you interested in working for this 

company?  
    •    What are your career goals for the next 5 to 

10 years?  
    •    Describe your skills when working in a team 

setting.  
    •    What questions do you have about the 

company?       

 GET OUT AND DO IT!  
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   1.   Why is human resource management more impor-
tant in retailing firms than in manufacturing firms?  

   2.   How can retailers use hiring, selecting, training, and 
motivating employees in their human resource man-
agement practices to gain competitive advantage?  

   3.   Describe the similarities and differences between the 
organizations of small and large retail companies. 
Why do these similarities and differences exist?  

   4.   Some retailers have specific employees (merchandise 
assistants) assigned to restock the shelves and main-
tain the appearance of the store. Other retailers have 
sales associates perform these tasks. What are the 
 advantages and disadvantages of each approach?  

   5.   How can national retailers like Best Buy and Victoria’s 
Secret, which both use a centralized buying system, 
make sure that their buyers are aware of the local 
 differences in consumer needs?  

   6.   Reread Retailing View 9.3 on The Container Store. 
What are the positive and negative aspects of em-
ployee turnover? How is this retailer reducing the 
turnover of its sales associates? How can other retail 
firms learn from this example?  

   7.   To motivate employees, several major department 
stores are experimenting with incentive compensa-
tion plans, although compensation plans with a lot of 
incentives often don’t promote good customer ser-
vice. How can retailers motivate employees to sell 
merchandise energetically and, at the same time, not 
jeopardize customer service?  

   8.   Assume that you’re starting a new restaurant that ca-
ters to college students and plans to use college stu-
dents as servers. What human resource management 
problems would you expect to have? How could you 
build a strong organization culture in your restaurant 
to provide outstanding customer service?  

   9.   Three approaches for motivating and coordinating 
employee activities are policies and supervision, 
 incentives, and organization culture. What are the 
 advantages and disadvantages of each?  

   10.   Why should retailers be concerned about the needs 
of their employees? What can retailers do to satisfy 
those needs?  

   11.   What HR trends are helping meet employees’ needs, 
increase job satisfaction, and lower turnover?     
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 Information Systems and 
Supply Chain Management   

 EXECUTIVE BRIEFING 
 Ramesh Murthy, Vice President for Supply Chain 
and Inventory Management, CVS     

 I’m a bioengineer by training, but my career moved into 

retail through a series of key opportunities. I took advan-

tage of these opportunities and ultimately ended up in 

retail because I found it was a great place to take on com-

plex challenges. It also gives me a chance to apply some of 

the theory I learned in engineering to large-scale issues 

where the outcome has to be achieved in a fairly short 

time. What’s been consistent in my career path is that I’ve 

always looked for positions that demand a driving intel-

lect and that combine analytical challenge with the need 

for a real-world, practical, fast-speed outcome. 

  CVS (Consumer Value Stores) was founded in 1963 

and has been growing ever since through acquisitions, 

mergers, and service launches that have led us to a mar-

ket niche that combines retail, pharmacies, and pharmacy 

benefit management services. We recently celebrated the 

opening of the 7,000th CVS/pharmacy; annual sales are in 

excess of $22 billion. The company’s success rests on the 

fact that we are constantly looking for ways to get the 

leading edge for retail and health care. For example, in 

2007 we merged with Caremark Rx, Inc., which made us 

the largest integrated provider of prescriptions and 

health-related services in the country. Our business 

model, which is a retailer with a pharmacy benefits man-

ager, is one that no one else has today. 

  I am responsible for making sure that our customers 

have every single thing they need in every single one of 

our stores every day. I can’t think of anything more im-

portant to us because if the item isn’t there, we lose the 

sale. I rely on my scientific background, with its heavy em-

phasis on analysis, to avoid those losses. Understanding 

and interpreting data can help us predict and prepare for 

changes in the marketplace. 

  My key focus every day is improving our business. I ask 

myself what I can do to make sure my team members are 

growing, developing, and moving forward in their careers. 

I challenge myself regularly with questions like how we 
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 QUESTIONS 

   How do merchandise and information flow from the 
vendor to the retailer to consumers? 

   What activities are undertaken in a distribution center? 

   What information technology (IT) developments are 
facilitating vendor-retailer communications? 

   What are the benefits to vendors and retailers for 
collaborating on supply chain management? 

   How do retailers and vendors collaborate to make 
sure the right merchandise is available when customers 
are ready to buy it? 

   What is RFID, and how will it affect retailing?    

   C H A P T E R  1 0 

can improve our customer service, what issues have 

emerged in the marketplace and how we can deal with 

them, and what initiatives are needed to add capability or 

improve our bottom line. 

  I enjoy retail because of the challenge. It has so many 

moving parts, it’s very high velocity, it’s analytically chal-

lenging, and it’s relatively intensive. Then there is the satis-

faction of seeing the results of your labor: No matter 

where you work in retail, you end up going into stores 

where you see a customer choosing and appreciating 

your merchandise. That’s very satisfying. Bottom line, what 

keeps me coming back is that, in this business, you learn 

something new every day.   

 Joe Jackson wakes up in the morning, takes a shower, dresses, and goes to his 
kitchen to make a cup of coffee and toast a bagel. He slices the bagel and puts 
it in his toaster oven, but, to his dismay, the toaster oven is not working. As he 

reads the newspaper and eats his untoasted bagel with his coffee, he notices that 
Target is having a sale on Michael Graves toaster ovens. The toaster ovens look 
great. So, on his way home from work, he stops at a Target store to buy one. He 
finds the advertised Michael Graves model on the shelf and buys it. 
  Joe expected to find the Michael Graves toaster oven, as well as other models, 
available at Target, but he probably didn’t realize that a lot of behind-the-scene 
activities were going on to get those toaster ovens to the store. Target uses sophis-
ticated information and supply chain management systems to make sure that the 
Michael Graves toaster ovens and other brands are available in its stores whenever 
Joe and other customers want them. When Joe bought the toaster oven, the informa-
tion about his transaction was automatically forwarded by the information systems 
to Target’s regional distribution center, the home appliance planner at Target’s 
corporate headquarters in Minneapolis, and the toaster oven manufacturer in 
China. A computer information system monitors all toaster oven sales and inven-
tory levels in every Target store and indicates when to have toaster ovens shipped 
from the manufacturer in China to the regional distribution centers and then 
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from the centers to the stores. Shipments to the distribution centers and stores are 
monitored using a satellite tracking system that locates the ships and trucks trans-
porting the toaster ovens. 
  Of course, Target could ensure the availability of toaster ovens and other mer-
chandise by simply keeping a large number of units in the stores at all times. But 
stocking a large number of each SKU would require much more space to store the 
items and a significant investment in additional inventory. So the challenge for 
Target is to limit its inventory and space investment but still make sure products 
are always available when customers want them. 
  This chapter begins by outlining how retailers can gain a strategic advantage 
through supply chain management and information systems. Then the chapter 
describes information and product flows in the supply chain and the activities 
undertaken in distribution centers. Next, it examines a set of decisions that re-
tailers make to determine the structure of the supply chain, such as whether to 
use distribution centers or direct store deliveries and whether to outsource 
some supply chain functions. The chapter continues with a discussion of how 
vendors and retailers work together to efficiently manage the movement of 
merchandise from the vendor through the retailer’s distribution centers to its 
stores and customers. The chapter concludes with a discussion of a new tech-
nology, radio frequency identification (RFID), being used to improve supply 
chain efficiency.  

 CREATING STRATEGIC ADVANTAGE THROUGH SUPPLY 
MANAGEMENT AND INFORMATION SYSTEMS  

 As discussed in Chapter 1, retailers are the connection between customers and 
product manufacturers. It is the retailers’ responsibility to gauge customers’ wants 
and needs and work with the other members of the supply chain—distributors, 
vendors, and transportation companies—to make sure the merchandise that cus-
tomers want is available when they want it. A simplified supply chain is illustrated 
in Exhibit 10–1. Vendors ship merchandise either to a    distribution center    (as is 
the case for vendors V 1  and V 3 ) or directly to stores (as is the case for vendor V 2 ). 
The factors considered in deciding to ship directly to stores versus to distribution 
centers are discussed later in this chapter. 
       Supply chain management    is a set of activities and techniques firms employ 
to efficiently and effectively manage the flow of merchandise from the vendors to 
the retailer’s customers. These activities ensure that the customers are able to 
purchase merchandise in the desired quantities at a preferred location and ap-
propriate time. 1  
    Retailers are increasingly taking a leadership role in managing their supply 
chains. When retailers were predominantly small businesses, larger manufactur-
ers and distributors dictated when, where, and how merchandise was delivered. 
But with the consolidation and emergence of large, international retail chains, 
retailers now play an active role in coordinating supply chain management ac-
tivities. The size of these international retailers typically makes them more 
knowledgeable and powerful than their vendors and thus better able to control 
their supply chains. Retailers are in a unique position to collect information 
about customer shopping behavior and purchases. As we will discuss later in the 
chapter, this information is being shared with suppliers to plan production, pro-
motions, deliveries, assortments, and inventory levels. Efficient supply chain 
management is important to retailers because it can provide a strategic advan-
tage that increases product availability and an inventory turnover that produces 
a higher return on assets.  
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 Strategic Advantage 
 As we discussed in Chapter 5, strategic advantage is the unique and sustainable 
advantage that enables retailers to realize a higher-than-average return on their 
assets. Of course, all retailers strive to develop a competitive advantage, but not all 
retailers can develop a competitive advantage from their information and supply 
chain systems. However, if they do develop such an advantage, the advantage is 
sustainable because it is difficult for competitors to duplicate it. 
    For example, a critical factor in Walmart’s success is its information and supply 
chain management systems. Even though competitors recognize this advantage, 
they have difficulty achieving the same level of performance as Walmart’s systems 
for four reasons. First, Walmart has made substantial initial and continuing invest-
ments in developing its systems over a long time period. Second, it has the scale 
economies to justify these investments. Third, the supply chain activities take 
place within the firm and are not easily known and copied by competitors. Its sys-
tems are not simply software packages that any firm can buy from a software sup-
plier. Through its continuous learning process, Walmart is always refining its 
systems to improve its performance. Fourth, the effective use of these systems re-
quires top management support and the coordinated effort of employees and 
functional areas throughout the company. 
    Walmart’s systems are so well regarded that retailers in emerging economies 
are anxious to partner with Walmart in hopes of acquiring some of these skills. For 
example, Bharti Enterprises in India has a joint venture with Walmart to whole-
sale food and other products to small Indian retailers. With Walmart’s supply 
chain management systems in place, farmers and small manufacturers are directly 
linked to retailers, thus streamlining the supply chain. 2  
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  EXHIBIT 10–1      Illustration of a Supply Chain  
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250 SECTION 1I Retailing Strategy

    To understand the complexity of the tasks performed by these systems and the 
need for coordinated efforts, consider the various activities that retailers under-
take to keep merchandise in stock:  
  •   Accurately forecast sales and needed inventory levels for each category 

and SKU.  
  •   Monitor sales to detect derivations from the forecast.  
  •   Transport the right amount of merchandise from the distribution centers to 

each store.  
  •   Make sure that accurate information is available that indicates where the 

merchandise is—either in the vendor’s warehouse, the distribution center, 
the store, sold to customer, or in transit.  

  •   Place accurate, timely orders with vendors and distribution centers.  
  •   Replenish merchandise from distribution centers with the right quantities 

when the stores need it.  
  •   Ensure that buyers and marketing managers coordinate merchandise delivery 

with special sales and promotional materials.  
  •   Collect and process returned merchandise.     

 Improved Product Availability 
 Efficient supply chain management provides two benefits to retailers and their 
customers: (1) fewer stockouts and (2) tailored assortments. These benefits trans-
late into greater sales, lower costs, higher inventory turnover, and lower mark-
downs for retailers.  

 Fewer Stockouts   A    stockout    occurs when an SKU that a customer wants is 
not available. What would happen if Joe went to the Target store and the store did 
not have Michael Graves toaster ovens because the distribution center did not 
ship enough to the store? The store would give Joe a rain check so that he could 
come back and still pay the sale price when the store receives a new shipment. But 
Joe would not be pleased because he would have made a wasted trip to the store. 
As a result of the stockout, Joe might decide to buy another model, or he might go 
to a nearby Walmart to buy a toaster oven. While at Walmart, he could buy other 
items in addition to the toaster oven. He also might be reluctant to shop at Target 
in the future and might tell all of his friends about the negative experience he had. 
This bad experience could have been avoided if Target had done a better job of 
managing its supply chain.   
  In general, stockouts have significant short- and long-term effects on sales and 
profits. Data show that the first time customers experience a stockout, they will 
purchase a substitute item 70 percent of the time. With a second out-of-stock oc-
currence, that rate drops to 50 percent, with customers going to a competitor the 
other 50 percent of the time. By the third instance, there is a 70 percent chance 
that the retailer has lost the sale entirely and, most likely, the customers’ loyalty as 
well. Customers may never come back. 4      

 Tailored Assortments   Another benefit provided by information systems that 
support supply chain systems is making sure that the right merchandise is avail-
able at the right store. Most national retail chains adjust assortments in their stores 
on the basis of climate—stocking more wool sweaters in northern stores and cot-
ton sweaters in southern stores during the winter. Some retailers are now using 
sophisticated statistical methods to analyze sales transaction data and adjust store 
assortments for a wide range of merchandise on the basis of the characteristics of 
customers in each store’s local market.    

 REFACT 
 One in every six consumers 
(16.6 percent) shopping in 
grocery and household 
goods retailers who experi-
ence a stockout situation 
does not purchase a substi-
tute product. 3  

 REFACT 
 The actual stockout rate ex-
perienced by consumers is 
about 17.8 percent, which is 
123 percent higher than the 
stockout rate claimed by 
retailers. 5  
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 Higher Return on Assets 
 From the retailer’s perspective, an efficient supply chain and information system 
can improve its ROA because the system increases sales and net profit margins, 
without increasing inventory. Net sales increase because customers are offered 
more attractive, tailored assortments that are in stock. Consider Joe Jackson’s 
toaster oven purchase. Target, with its information systems, could accurately esti-
mate how many Michael Graves toaster ovens each store would sell during the 
special promotion. Using its supply chain management system, it would make 
sure sufficient stock was available at Joe’s store so that all the customers who 
wanted to buy one could. 
    Net profit margin is improved by increasing the gross margin and lowering 
expenses. An information system that coordinates buyers and vendors allows re-
tailers to take advantage of special buying opportunities and obtain the merchan-
dise at a lower cost, thus improving their gross margins. Retailers also can lower 
their operating expenses by coordinating deliveries, thus reducing transportation 
expenses. With more efficient distribution centers, merchandise can be received, 
prepared for sale, and shipped to stores with minimum handling, further reduc-
ing expenses. 
    By efficiently managing their supply chains, retailers can carry less backup in-
ventory yet still avoid stockouts. Thus, inventory levels are lower, and with a lower 
inventory investment, total assets are also lower, so the asset and inventory turn-
overs are both higher. Retailing View 10.1 describes how supply chain manage-
ment is changing the way fashion comes to market.    

  THE FLOW OF INFORMATION AND PRODUCTS 
IN A SUPPLY CHAIN  

 The complexities of the merchandise and information flows in a typical multistore 
chain are illustrated in Exhibit 10–2. Although information and merchandise flows 
are intertwined, in the following sections we describe first how information about 
customer demand is captured at the store, which triggers a series of responses 
from buyers and planners, distribution centers, and vendors. This information is 
used to make sure that merchandise is available at the store when the customer 

  EXHIBIT 10–2      
 Information and 
Merchandise Flows  
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252 SECTION 1I Retailing Strategy

 RETAILING VIEW   Zara Delivers Fast Fashion   10.1 
 Fast fashion is a retail 
business strategy that 
involves using the 
supply chain manage-
ment process to in-

troduce fashionable merchandise 
rapidly and respond to customer 
demand for the merchandise 
quickly. This business strategy was 
pioneered by Zara, a global spe-
cialty apparel chain located in La 
Coruna, Spain, and adopted by 
other retailers such as H&M (head-
quartered in Sweden), TopShop 
(United Kingdom), and Forever 21 
(United States). 
  The fast-fashion process starts 
with receiving timely information 
from store managers. At Zara, store 
managers are equipped with handheld 
devices linked directly to the compa-
ny’s corporate office in Spain. They 
report daily on what customers are 
buying and not buying and what they are asking for but not find-
ing. For instance, when buyers find that customers are requesting 
a purple shirt that is similar to one they are selling in pink, they 
pass this information on to the designers in Spain, who initiate a 
process that results in making and shipping purple shirts to its 
stores in a very short period of time. 
  Zara successfully reduces lead time by communicating elec-
tronically with the factory, using automated equipment, assem-
blers who are in close proximity to the factory, and premium 
transportation. Zara buys undyed fabric from Asia, but the 
bulk of its apparel manufacturing occurs in Spain and Portugal. On 
the basis of its new design concepts and the customer  response 
in stores, fabric gets cut and dyed by robots in the company’s 
23 highly automated factories in Spain. The final construction is 
entrusted to a network of 300 or so small assemblers located 
near its factories in Galicia, Spain, and northern Portugal. To 
ensure that the apparel is delivered in a timely manner, mer-
chandise is shipped by truck to stores in Europe and by air 
express to stores in the rest of the world. 
  Instead of shipping new products a few times a season (as 
many fashion retailers do), Zara makes deliveries to each of its 
stores every few days. The purple shirts would be in stores in 
two weeks—compared with the several months it would take 
for most department stores and other specialty apparel stores 
to accomplish the same feat. For instance, if a Zara store is run-
ning low on a medium Kelly green sweater, its fast-fashion system 
will ensure a shorter lead time than that of more traditional re-
tailers. As a result, it’s less likely that the Zara store will be out of 
stock before the next sweater shipment arrives. Limiting the 
stock in stores also creates a sense of scarcity among its custom-
ers. If they don’t buy now, the item might not be available next 
time they visit the store. Finally, by producing and shipping small 
quantities, Zara can quickly recover from a fashion faux pas. 
  Due to the efficiency of its supply chain, Zara does not have to 
discount nonselling merchandise as much as do other specialty 

store apparel retailers. At Zara, the number of items that end up 
marked down is about half the industry average. Zara is able to 
achieve these results and still have 10,000 new designs and 40,000 
new SKUs each year. 
  H&M and Forever 21 use a slightly different strategy. About 
one-quarter of their assortments are made up of fast-fashion 
items that are designed in-house and produced by independent, 
local factories. As at Zara, these items move quickly through 
the stores and are replaced frequently with fresh designs. But 
H&M also keeps a significant inventory of basic, everyday items 
sourced from low-cost Asian factories. 
  The fast-fashion approach is particularly effective for spe-
cialty apparel retailers targeting customers who are very 
fashion-conscious and always want to have a new look, not the 
same things their friends are wearing. And these customers 
want to achieve this fashion ability on a 
limited budget. Because more shoppers 
are loading up on fast fashion every few 
weeks instead of purchasing a few higher-
priced basics once every few months, 
they are less sentimental about quickly 
unloading them to help finance the 
next  round. Thus, sales of fast-fashion 
merchandise in second-hand stores are 
growing dramatically.   

 Sources: Vertica Bhardwaj and Ann Fairhurst, “Fast Fashion: Response 
to Changes in the Fashion Industry,”  International Review of Retail, Distri-
bution and Consumer Research  20 (February 2010), pp.165–173; Carmen 
Lopez and Ying Fan, “Case Study: Internationalisation of the Spanish 
Fashion Brand Zara,”  Journal of Fashion Marketing and Management  13, 
no. 2 (2009), pp. 279–296; Mark Mulligan, “Spanish Professor Who Un-
covers the Detail in Retail: Constant Contact with Corporate Life Is a 
Valuable Teaching Tool,”  Financial Times,  August 18, 2008, p. 12; Brian 
Dunn, “Inside the Zara Business Model,”  DNR,  March 20, 2006, p. 11.      

 REFACT 
 Consumers in central 
London visit the average 
apparel store four times 
annually, but Zara’s custom-
ers visit its shops an average 
of 17 times a year. 6  

 Zara’s competitive advantage in specialty apparel retailing is based on its efficient 
supply chain that delivers fashionable merchandise to its stores frequently. 
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wants it. Then we discuss the physical movement of merchandise from vendors 
through distribution centers to the stores.  

 Information Flows 
 When Joe Jackson bought his toaster oven at Target, he initiated the information 
flows illustrated in Exhibit 10–3 (the numbers in parentheses refer to the path in 
the exhibit). 
    The Target cashier scans the    Universal Product Code (UPC)    tag on the 
toaster oven box (1), and a sales receipt is generated for Joe. The UPC tag is a 
black-and-white bar code containing a 13-digit code that indicates the manu-
facturer of the item, a description of the item, information about special pack-
aging, and special promotions. The codes for all products are issued by GS1 US 
(gs1us.org), formerly the Uniform Code Council. In the future, RFID tags, dis-
cussed later in this chapter, may replace UPC tags. 
    The information about the transaction is captured at the point-of-sale (POS) 
terminal and sent to Target’s information system, where it can be accessed by the 
planner for the toaster oven product category (2). The planner uses this informa-
tion to monitor and analyze sales and decide when to reorder more toaster ovens 
or reduce their prices if sales are below expectations. 
    The sales transaction data also are sent to Target’s distribution center (6). 
When the store inventory drops to a specified level, more toaster ovens are 
shipped to the store, and the shipment information is sent to the Target com-
puter system (5) so that the planner knows the inventory level that remains in the 
distribution center. 
    When the inventory drops to a specified level in the distribution center (4), the 
planner negotiates terms and shipping dates and places an order with the manu-
facturer of the toaster ovens. The planner then informs the distribution center 
about the new order and when the store can expect delivery (5). 
    When the manufacturer ships the toaster ovens to the Target distribution cen-
ter, it sends an advanced shipping notice to the distribution center (7). An    advance 
shipping notice (ASN)    is a document that tells the distribution center what spe-
cifically is being shipped and when it will be delivered. The distribution center 
then makes appointments for trucks to make the delivery at a specific time, date, 
and loading dock. When the shipment is received at the distribution center, the 
planner is notified (5) and then authorizes payment to the vendor. 
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  EXHIBIT 10–3     
 Information Flows  

 REFACT 
 Shortly after 8 a.m. on 
June 26, 1974, the first UPC 
tag was scanned in Troy, Ohio, 
when Clyde Dawson bought 
a 10-pack of Wrigley’s Juicy 
Fruit gum for 67 cents in a 
Marsh supermarket. Now, 
over 10 billion items are 
scanned each day. 7  
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254 SECTION 1I Retailing Strategy

    In some situations, discussed later in this chapter, the sales transaction data are 
sent directly from the store to the vendor (3), and the vendor decides when to 
ship more merchandise to the distribution center and stores. The fulfillment of 
sales from nonstore channels may involve the vendor shipping merchandise di-
rectly to the customer. In other situations, especially when merchandise is reor-
dered frequently, the ordering process is done automatically, bypassing the 
planners.    

 Data Warehouse   Purchase data collected at the point of sale goes into a 
database known as a  data warehouse.  The information stored in the data ware-
house is accessible on various dimensions and levels, as depicted in the data cube 
in Exhibit 10–4. 
  As shown on the horizontal axis, data can be accessed according to the level 
of merchandise aggregation—SKU (item), vendor, category (dresses), depart-
ment (women’s apparel), or all merchandise. Along the vertical axis, data can be 
accessed by level of the company—store, division, or total company. Finally, 
along the third dimension, data can be accessed by point in time—day, season, 
or year.  
   The CEO might be interested in how the corporation is generally doing and 
could look at the data aggregated by quarter for a merchandise division, a region 
of the country, or the total corporation. A buyer may be more interested in a par-
ticular vendor in a specific store on a particular day. Analysts from various levels 
of the retail operation extract information from the data warehouse to make a 
plethora of retailing decisions about developing and replenishing merchandise 
assortments. 
  Data warehouses also contain detailed information about customers, which is 
used to target promotions and group products together in stores. These applica-
tions are discussed in Chapter 11. To economically collect this information, most 

 REFACT 
 By analyzing its customer da-
tabase, Walmart knows that 
sales of strawberry Pop Tarts 
increase by 700 percent in 
areas facing the arrival of a 
hurricane. 9  

 REFACT 
 Walmart’s U.S. customer 
database is greater in volume 
than the database of the 
Internal Revenue Service. 8  
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  EXHIBIT 10–4      Retail Data Warehouse  
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of the communication between vendors and retailers and within the retailer is 
done via electronic data interchange (EDI).     

 Electronic Data Interchange   In the past, retailer-vendor information flows 
were accomplished by sending handwritten or typed documents through the mail 
or by fax. Now most communications between vendors and retailers occur via 
electronic data interchange.    Electronic data interchange (EDI)    is the computer-
to-computer exchange of business documents in a standardized format. To facili-
tate the adoption of EDI, the retail industry agreed to use specific symbols to 
delineate the purchase order number, the vendor’s name, the address the merchan-
dise is being shipped to, and so forth. 
  Retailers also have developed standards for exchanging information about pur-
chase order changes, order status, transportation routings, advance shipping no-
tices, on-hand inventory status, and vendor promotions, as well as information 
that enables vendors to put price tags on merchandise. The development and use 
of these standards is critical to the use of EDI because they enable all retailers to 
use the same format when transmitting data to their vendors. 
  EDI transmissions between retailers and vendors occur over the Internet. Be-
cause the Internet is a publicly accessible network, its use to communicate internally 
and externally with vendors and customers raises security issues. Some potential 
implications of security failures are the loss of business data essential to conducting 
business, disputes with vendors and customers, loss of public confidence and its ef-
fect on brand image, bad publicity, and loss of revenue from customers using an 
electronic channel.   
  To help secure information, retailers have incorporated security policies. A 
   security policy    is the set of rules that apply to activities involving computer and 
communication resources that belong to an organization. Retailers also train em-
ployees and add the necessary software and hardware to enforce the rules. The 
objectives of a security policy are:  
  •    Authentication.  The system ensures or verifies that the person or computer at 

the other end of the communication really is who or what it claims to be.  
  •    Authorization.  The system ensures that the person or computer at the other 

end of the comunication has permission to carry out the request.  
  •    Integrity.  The system ensures that the arriving information is the same as that 

sent, which means that the data have been protected from unauthorized 
changes or tampering through a data encryption process.      

 The Physical Flow of Merchandise—Logistics 
 Exhibit 10–5 illustrates the physical flow of merchandise within the supply chain.  
  1.   Merchandise flows from vendor to distribution center.  
  2.   Merchandise goes from distribution center to stores.  
  3.   Alternatively, merchandise can go from vendor directly to stores or even the 

customer.   
       Logistics    is the aspect of supply chain management that refers to the planning, 
implementation, and control of the efficient flow and storage of goods, services, 
and related information from the point of origin to the point of consumption to 
meet customers’ needs. 10  In addition to managing inbound and outbound trans-
portation, logistics involves the activities undertaken in the retailer’s distribution 
center. For example, sometimes merchandise is temporarily stored at the distribu-
tion center; other times it just passes through the center from an inbound to an 
outbound truck. Merchandise shipments might be prepared for stores in the cen-
ter. For example, the center might break down received shipping cartons into 
smaller quantities that can be more readily utilized by the individual stores and/or 
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 THE DISTRIBUTION CENTER  
 The distribution center performs the following activities: coordinating inbound 
transportation; receiving, checking, storing, and cross-docking; getting merchan-
dise “floor-ready”; and coordinating outbound transportation. To illustrate these 
activities, we shall follow a shipment of Sony PlayStation systems that is arriving 
at a Sears distribution center.  

 Management of Inbound Transportation 
 Traditionally, buyers focused their efforts, when working with vendors, on devel-
oping merchandise assortments, negotiating prices, and arranging joint promo-
tions. Now, buyers and planners are much more involved in coordinating the 
physical flow of merchandise to the stores. The Sears game buyer has arranged for 
a truckload of systems to be delivered to its Houston, Texas, distribution center on 
Monday between 1 and 3 p.m. The buyer has also specified the particular way that 
the merchandise should be placed on pallets for easy unloading. 
    The truck must arrive within the specified time because the distribution center 
has all of its 100 receiving docks allocated throughout the day and much of the 
merchandise on this particular truck is going to be shipped to stores that evening. 
Unfortunately, the truck was delayed in a snowstorm. The    dispatcher   —the per-
son who coordinates deliveries to the distribution center—reassigns the truck de-
livering the Sony game stations to a Wednesday morning delivery slot, notifies the 
planner, and charges the firm several hundred dollars for missing its delivery time. 
Although many manufacturers pay transportation expenses, some retailers negoti-
ate with their vendors to absorb this expense.   

 Receiving and Checking 
    Receiving    is the process of recording the receipt of merchandise as it arrives at a 
distribution center.    Checking    is the process of going through the goods on receipt 
to make sure that they arrived undamaged and that the merchandise ordered was 
the merchandise received. 

apply price tags and the retailer’s labels. The following section describes activities 
undertaken in a distribution center.     

Distribution
centerVendor

Stores

Customer

3

1

2

CREDIT CARD

  EXHIBIT 10–5     
 Merchandise Flow  
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    Checking merchandise is a very labor-intensive and time-consuming task. 
When retailers have developed good relationships with vendors, they often do 
not check the number of items received compared to the number sent as indi-
cated on the vendor’s ASN for all merchandise received. They randomly check 
a sample of shipments to monitor the accuracy of the vendor’s ASNs. In the 
future, retailers may be able to automatically check the contents of each carton 
by detecting signals sent from RFID chips placed on each item of merchandise 
in a carton.   

 Storing and Cross-Docking 
 After the PlayStations are received and checked, they are either stored or cross-
docked. When PlayStations are stored, the cartons are transported by a conveyor 
system and forklift trucks to racks that go from the distribution center’s floor to its 
ceiling. Then, when the Play Stations are needed in the stores, a forklift driver 
goes to the rack, picks up the carton, and places it on a conveyor system that 
routes the carton to the loading dock of a truck going to the stores.  

 Cross-Docking   PlayStation cartons that are    cross-docked    are prepackaged by 
Sony for a specific store. The UPC label on each carton indicates the store to 
which it is to be sent. Sony may also affix a price tag to each item in the carton. 
The PlayStation cartons are placed on a conveyor system that routes them from 
the unloading dock at which they were received to the loading dock for the truck 
going to the specific store—thus, the term  cross-docked.  The cartons are routed on 
the conveyor system automatically by sensors that read the UPC labels on the 
cartons. These cross-docked cartons are only in the distribution center for a few 
hours before they are shipped to the stores. 
  The size, sales rate, and vendor performance typically determine whether car-
tons are cross-docked or stored. Merchandise is cross-docked only if an entire 
carton can be shipped to a store. For example, it would be inefficient to cross-
dock toothbrush cartons if a received carton contained 500 units but a store only 
sold 50 units a day. In this situation, the received toothbrush carton would be 
opened and a smaller number of units along with other merchandise would be 
put in a carton going to a store. Finally, when cross-docking cartons, retailers 
are assuming that the number and type of merchandise, and the store designa-
tion are correctly encoded in the vendor’s UPC labels. Thus retailers are reluc-
tant to cross-dock merchandise from unreliable vendors because it is very costly 
to correct errors that are not discov-
ered until the cartons are first opened 
in stores.    

 Getting Merchandise 
Floor-Ready 
 For some merchandise, additional 
tasks are undertaken in the distribu-
tion center to make the merchandise 
floor-ready.    Floor-ready merchan-
dise    is merchandise that is ready to 
be placed on the selling floor. Get-
ting merchandise floor-ready entails 
ticketing, marking, and, in the case of 
some apparel, placing garments on 
hangers. 
       Ticketing and marking    refer to 
affixing price and identification la-
bels to the merchandise. It is more 

    Important activities undertaken in distribution centers are ticketing and 
marking merchandise so that it is floor-ready.  
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efficient for a retailer to perform these activities at a distribution center than in 
its stores. In a distribution center, an area can be set aside and a process imple-
mented to efficiently add labels and put apparel on hangers. Conversely, getting 
merchandise floor-ready in stores can block aisles and divert salespeople’s atten-
tion from their customers. An even better approach from the retailer’s perspec-
tive is to get vendors to ship floor-ready merchandise, thus totally eliminating 
the expensive, time-consuming ticketing and marking process.   

 Preparing to Ship Merchandise to a Store 
 At the beginning of the day, the computer system in the distribution center gener-
ates a list of items to be shipped to each store on that day. For each item, a pick 
ticket and shipping label are generated. The    pick ticket    is a document or display 
on a screen in a forklift truck that indicates how much of each item to get from 
specific storage areas. The forklift driver goes to the storage area, picks up the 
number of cartons indicated on the pick ticket, places UPC shipping labels on the 
cartons that indicate the stores to which the items are to be shipped, and puts the 
cartons on the conveyor system, where they are automatically routed to the load-
ing dock for the truck going to the stores. 

    Pick tickets and labels are also generated 
for the break pack area. In the break pack 
area, cartons with too many items to be 
shipped to a single store (like the tooth-
brushes discussed above) are packaged for 
the store. Employees, using the pick ticket, 
select items from open cartons and put 
them into a new carton. When all the items 
have been picked, a shipping label indicat-
ing the store’s destination is attached to the 
carton, which is then placed on the con-
veyor system and routed to the appropriate 
loading dock. 
    So the conveyor system feeds cartons 
from three sources to the loading dock for a 
truck going to a specific store: (1) cross-
docked cartons directly from the vendor’s 
delivery trucks, (2) cartons stored in the 
distribution center, and (3) cartons from the 
break pack area. These cartons are then 
loaded onto the trucks by employees.   

 Management of Outbound Transportation 
 The management of outbound transportation from distribution center to stores is 
quite complex. Most distribution centers run 50 to 100 outbound truck routes each 
day. To handle this complex transportation problem, the centers use sophisticated 
routing and scheduling computer systems that consider the locations of the stores, 
road conditions, and transportation operating constraints to develop the most ef-
ficient routes possible. As a result, stores are provided with an accurate estimated 
time of arrival, and vehicle utilization is maximized. 
    Retailers also need to determine the mode of transportation—planes, ships, or 
trucks. Some retailers mix modes of transportation to reduce overall costs and 
time delays. For example, many Chinese vendors send Europe-bound cargo by 
ship to the U.S. West Coast. From there, the cargo is flown to its final destination 
in Europe. By combining the two modes of transport, sea and air, the entire trip 
takes about two weeks, as opposed to four or five weeks with an all-water route, 
and the cost is about half that of an all-air route. 

    An automated conveyor system moves most cartons to outbound trucks 
for delivery to stores.  
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 SYSTEM DESIGN ISSUES  
 This section reviews the factors affecting the decisions made by retailers concern-
ing their supply chains. These decisions involve determining what activities, if any, 
should be outsourced to independent firms; what merchandise, if any, should be 
delivered directly to the store, bypassing the distribution center; and how ship-
ments directly to customers should be made.  

 Outsourcing Logistics 
 To streamline their operations and make more productive use of their assets and 
personnel, some retailers    outsource    supply chain functions.   Many independent 
companies are very efficient at performing individual activities or all the supply 
chain activities. There are a large number of companies that can transport mer-
chandise from the vendor to distribution centers or from the centers to the re-
tailer’s stores. Rather than owning warehouses to store merchandise, retailers can 
use    public warehouses    that are owned and operated by an independent company. 
Rather than outsource specific activities, retailers can use freight forwarders to 
arrange for the storage and shipping of their merchandise.    Freight forwarders    
usually provide a full range of services including tracking inland transportation, 
preparing shipping and export documents, warehousing, booking cargo space, 
negotiating freight charges, consolidating freight, insuring cargo, and filing insur-
ance claims. 12   

 Advantages and Disadvantages of Outsourcing Supply Chain Activities 
 The primary benefit of outsourcing is that the independent firms can perform 
the activity at a lower cost or more efficiently than the retailer. Independent 

    Dollar General, an extreme-value, full-line discount store, developed an inter-
esting, low-tech approach for dealing with a challenge it faced with outbound 
transportation to its stores. Controlling cost and distributing merchandise effi-
ciently to its 8,000 stores is key to maintaining its low prices and still making a 
profit. Each week, more than 2,000 cartons are delivered to a typical store, and 12 
person-hours are required to unload a delivery truck—time the employees could 
have spent helping customers. Labor scheduling is a real problem because store 
managers have to schedule additional staff on truck days and then, in some cases, 
the drivers cannot make deliveries at the preplanned time. In addition, many of 
the stores are located in urban areas that make it difficult to park delivery trucks at 
a convenient location for an extended time period. 
    To address these challenges, Dollar General invested $100 million in a deliv-
ery system called  EZ store.  The EZ store system involves packing merchandise 
for shipment to stores in easy-to-move containers called  roll-tainers.  Instead of 
having store staff unload the truck when it arrives, the truck drivers alone can 
unload the 25 roll-tainers for the typical store in about 90 minutes. Store em-
ployees no longer need to wait for the truck to arrive and then walk 3 to 8 
miles, lifting 6,000 pounds of merchandise, on truck days. Instead, they can 
unpack merchandise from the roll-tainers and stock it on shelves during slow 
times in the day. The roll-tainers are also designed to protect the merchandise. 
When drivers make their next delivery, they offload the filled roll-tainers and 
pick up the empty ones. The system has led to significant reductions in em-
ployee injuries and turnover, reduced labor hours, and greater customer 
satisfaction. 11  
    Retailing View 10.2 describes how Netflix automates many of these activities so 
that it can efficiently process and ship over 2 million DVDs a day and make sure 
the customers get the right ones.     
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 RETAILING VIEW   How Netflix Makes Sure You Enjoy Your Movie   10.2 

 Imagine the disappointment of inserting the DVD of  The Blind 
Side  and sitting back on your couch to enjoy the movie only to 
suddenly realize that the DVD is actually  Shrek 2.  Netflix, the 
California-based online movie subscription rental service, has a 
sophisticated system to ensure that customers get exactly 
what they want and don’t have to wait more than a day or two 
to receive it. 
  In order to support its disc rental services, the company 
operates 58 distribution centers in the United States. The ful-
fillment process starts at 3 a.m., when employees seated at 
rows of desks start tearing open thousands of red envelopes. 
To get the envelopes to the facility that early, Netflix sends 
trucks to postal facilities at night to pick up the DVDs that have 
been returned by customers and bring them back to the hub. 
  For the next five hours, each employee repeats the same 
few steps over and over: Rip red envelope. Remove disc from 
white sleeve. Inspect disc for scratches and cracks. Make sure 
it’s the correct disc. Clean disc. Return to sleeve. Place the disc 
in appropriate bin. An average employee can go through 650 
discs in an hour, after receiving a month-long training. 
  Next, the envelopes are fed twice through a sorting machine—
once to register the DVDs Netflix has received, a process which 

automatically e-mails the customer who sent it and asks him or 
her to rate the movie, and a second time to determine if that DVD 
has been promised to another customer. If it has, the machine au-
tomatically places it in a bin marked with its destination. 
  Continuing on its journey, the bin with the envelope is 
brought over to “The Stuffer,” a machine Netflix created to 
speed up the process of stuffing and sealing the red envelopes. 
At a rate of 3,200 an hour, the machine opens an envelope, 
stuffs the sleeve inside, removes the adhesive strip, seals the 
envelope, and places another seal on it. 
  The final stop is another trip to the mail sorter, where the 
sealed envelope gets scanned to determine its destination, has 
the address printed on it, and then gets sorted by zip code into a 
bin attached to the machine. Starting about 4 p.m., white trucks 
drive the bins to mail-processing and distribution centers. All the 
postal service has to do is load them on its trucks to send that 
little red envelope on its way to someone else’s mailbox. 

 Sources: Etan Horowitz, “Netflix Distribution Centers: A Portrait of 
Speed and Efficiency,”  Orlando Sentinel,  August 2009; Christopher 
Borrelli, “How Netflix Gets Your Movies to Your Mailbox So Fast,” 
 Chicago Tribune,  August 4, 2009.  

    Netflix’s semiautomated system for processing rented CDs gives it a competitive advantage.  

firms typically have a lower cost because they perform the activity for many re-
tailers and thus realize scale economies. For example, independent trucking 
firms have more opportunities to fill their trucks on the return trip (backhaul) 
with merchandise for other retailers after delivering merchandise to one retail-
er’s stores. In addition, when there are many independent firms available to un-
dertake the activity, retailers can have the firms bid against each other to 
undertake the activity and thus drive down the costs. 
  However, when retailers outsource a supply chain activity they can no longer 
develop a competitive advantage based on the performance of this activity. If 
the retailer’s competitor discovers that the retailer is significantly reducing its 
costs or improving its efficiency by using an independent firm, the competitor 
can match the performance improvement by contracting with the same 
provider. 13     
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 Pull and Push Supply Chains 
 Another supply chain decision retailers make is determining whether merchandise 
will be pushed from the distribution centers to the stores or pulled from the dis-
tribution centers to the stores. Information and merchandise flows such as those 
described in Exhibit 10–2 illustrate a    pull supply chain   —a supply chain in which 
requests for merchandise are generated at the store level on the basis of sales data 
captured by POS terminals. Basically, in this type of supply chain, the demand for 
an item pulls it through the supply chain. An alternative and less sophisticated ap-
proach is a    push supply chain,    in which merchandise is allocated to stores on the 
basis of forecasted demand. Once a forecast is developed, specified quantities of 
merchandise are shipped (pushed) to distribution centers and stores at predeter-
mined time intervals. 
    In a pull supply chain, there is less likelihood of being overstocked or out of 
stock because the store requests for merchandise are based on customer demand. 
A pull approach increases inventory turnover and is more responsive to changes in 
customer demand, and it becomes even more efficient than a push approach when 
demand is uncertain and difficult to forecast. 14  
    Although generally more desirable, a pull approach is not the most effective in 
all situations. First, a pull approach requires a more costly and sophisticated in-
formation system to support it. Second, for some merchandise, retailers do not 
have the flexibility to adjust inventory levels on the basis of demand. For exam-
ple, commitments must be made months in advance for fashion and private-label 
apparel. Because these commitments cannot be easily changed, the merchandise 
has to be allocated to the stores at the time the orders are formulated. Third, 
push supply chains are efficient for merchandise that has steady, predictable de-
mand, such as milk and eggs, basic men’s underwear, and bath towels. Because 
both pull and push supply chains have their advantages, most retailers use a com-
bination of these approaches.   

 Distribution Centers versus Direct Store Delivery 
 As indicated in Exhibit 10–5, retailers can have merchandise shipped directly to 
their stores—direct store delivery (path 3)—or to their distribution centers 
(paths 1 and 2).    Direct store delivery (DSD)    is a method of delivering mer-
chandise to stores in which vendors distribute merchandise directly to the 
stores. 15  
    The vendors offering DSD also undertake additional services such as merchan-
dising (arranging merchandise on racks or shelves) and information gathering 
about inventory levels. As part of the DSD process, vendor employees visit the 
retailer’s store several times a week. In those store visits, trained personnel assess 
stock levels and backroom inventory to determine the right order amount, replenish 
the order, and display products based on local preferences. 
    The decision to use DSD or distribution centers depends on the characteristics 
of the merchandise and the nature of demand. To determine which distribution 
system is more efficient, retailers balance the total cost of each alternative and the 
impact of the alternatives on customer satisfaction. 
    Distribution centers lower inventory levels because the amount of backup stock 
needed in a centralized distribution center is less than the amount of backup stock 
needed in all the stores served by the center. For example, to achieve the desired 
product availability with direct delivery, each store might need to stock 10 
 Michael Graves toasters for a total of 500 units in the 50 stores served by a dis-
tribution center. By delivering products to a distribution center and feeding the 
50 stores from the center, the retailer could achieve the same level of product avail-
ability with only 350 toasters (5 in each store and 100 in the distribution center). 
Since the stores get frequent deliveries from the distribution center, they need to 
carry relatively less extra merchandise as backup stock. Thus, distribution centers 
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enable the retailer to carry less merchandise in the individual stores, and this re-
sults in lower inventory investments systemwide.   In addition, retail store space is 
typically much more expensive than space at a distribution center. Distribution 
centers are typically located in remote areas near interstate highways, while stores 
are located in more expensive areas near customers’ homes. In addition, distribu-
tion centers are more efficient than direct store delivery when retailers need to 
prepare merchandise for sale, such as affixing price labels. When preparation is 
done in a center, several employees can be trained to perform the activity effi-
ciently rather than having 50 people (one in each store) do the preparation along 
with other duties. 
    Distribution centers, however, aren’t appropriate for all retailers. If retailers 
have only a few outlets, the expense of a distribution center is probably unwar-
ranted. Also, direct store delivery gets merchandise to the stores faster and thus is 
used for perishable goods (meat and produce), items that help create the retailer’s 
image of being the first to sell the latest product (e.g., video games), or fad items. 
DSD also is most efficient for fragile products for which freshness is important, 
such as salty snacks, bread, milk, and ice cream. For example, by developing a 
supply chain that bypasses the distribution center, ProFlowers reduced the time 
from flower cutting to store delivery from 12 to 3 days. Finally, some vendors 
provide direct store delivery for retailers to ensure that their products are on the 
store’s shelves, properly displayed, and fresh. For example, employees delivering 
Frito-Lay snacks directly to supermarkets replace products that have been on the 
shelf too long and are stale, replenish products that have been sold, and arrange 
products so that they are neatly displayed.   

 Reverse Logistics 
    Reverse logistics    is the process of capturing value from and/or properly disposing 
of merchandise returned by customers and/or stores. The reverse-logistics system 
processes merchandise that is returned because it is damaged, has been recalled, is 
no longer sold to customers because its selling season has ended or the product has 
been discontinued, or has excessive inventory. Packaging and shipping materials are 

 REFACT 
 Customer returns can re-
duce a retailer’s or manufac-
turer’s profitability by an 
average of 3.8 percent. 16  

    Having Dolly Madison’s products delivered directly to stores, bypassing the supermarkets’ 
distribution centers, enables customers to get fresher baked goods.  
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also processed through the reverse-logistics system. The returned merchandise 
might involve returns from a customer to a retail store, from a retail store to a dis-
tribution center, or from a distribution center to a vendor. 17   
     Reverse-logistics systems are challenging. The returned items may be damaged or 
lack the original shipping carton and thus require special handling. Transportation 
costs are high because items are shipped back in small quantities. Of the 48 million 
units shipped by L.L. Bean each year, 6 million are returned. About 85 percent of 
these returns are refunds and 15 percent are exchanges. For whatever reason, the 
products have disappointed the customer once. L.L. Bean is committed to getting it 
right the second time. Although the returned merchandise moves through its system 
on a conveyor belt, one person handles each returned item from the time it is picked 
up off the conveyor to be scanned, processed, and prepped to the time it is sorted and 
placed back on the conveyor for reintroduction into the inventory system. This pro-
cess has streamlined the return process and reduced errors.   

 Supply Chain for Fulfilling Catalog and Internet Orders 
 The distribution centers and supply chains for supporting catalog and Internet 
channels are very different from those supporting a store channel. The typical 
retail distribution center supporting a store channel is designed to receive car-
tons from vendors and ship cartons to a limited number of stores. In contrast, 
distribution centers supporting nonstore channels are designed to receive car-
tons and ship individual orders to a large number of customers. Since completely 
different distribution center designs are required for supporting the different 
channels, multichannel retailers either have different distribution centers for the 
channels or designate separate areas within a single center devoted to the differ-
ent channels. 
    When the dot-com boom started, a number of store-based retailers lacked the 
capability to efficiently fulfill individual orders placed through their electronic 
channels. Thus they initially outsourced the fulfillment function when they added 
an Internet channel. For example, Toys “R” Us turned to Amazon for help after a 
disastrous 1999 holiday season when many of its customers did not receive their 
orders on time, creating many unhappy customers on Christmas morning. Toys 
“R” Us entered into a 10-year agreement outsourcing the fulfillment of its orders. 
Even though Amazon’s fulfillment capability is very efficient, over time Toys “R” 
Us acquired this capability and found that outsourcing its electronic channel was 
an impediment to creating a unified, multichannel offering. So Toys “R” Us termi-
nated its outsourcing contract with Amazon. 19    

 Drop Shipping 
    Drop-shipping   , or    consumer direct fulfillment,    is a system in which retailers 
receive orders from customers and relay these orders to vendors and then the ven-
dors ship the merchandise ordered directly to the customer. Drop-shipping has 
been used for years by companies that sell bulky products such as lumber, iron, 
and petroleum, as well as catalog and mail-order companies. 20  
    From the retailer’s perspective, drop shipping reduces the retailer’s supply 
chain costs and investment because the vendor, rather than the retailer, assumes 
the costs and risks of supplying merchandise to customers. The vendor has to 
build and operate the distribution centers, hire and pay for employees to pick 
and pack individual orders, and manage inventory. Drop shipping is particularly 
attractive for retailers that do not have distribution centers capable of fulfilling 
individual orders from customers. However, drop shipping can lengthen deliv-
ery times and increase costs, particularly for customers that order multiple items 
from different vendors. In addition, retailers do not have control over an aspect 
of their offering that is of importance to their customer—how and when orders 
are delivered.     

  REFACT 
 The cost of processing a 
 return can be up to three 
times the cost of an out-
bound shipment of an item. 18   
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  EXHIBIT 10–6     
 Bullwhip Effect in 
Uncoordinated Supply 
Chain  

 REFACT 
 Subway realized savings of 
more than 1 million miles 
and reduced carbon output 
by 1,663 metric tons by per-
suading a packaging supplier 
to move 1,000 miles closer 
to its distribution center. 21  

 COLLABORATION BETWEEN RETAILERS AND 
VENDORS IN SUPPLY CHAIN MANAGEMENT  

 As we discussed previously, retailers’ and vendors’ objectives for supply chain 
management are to minimize investments in inventory and costs and still make 
sure that merchandise is available when and where customers want it. Retailing 
View 10.1 at the beginning of this chapter illustrated how fast-fashion specialty 
retailers, such as Zara and H&M, excel at coordinating their stores, designers, and 
production capability to achieve these objectives.  

 Benefits of Coordination 
 Supply chain efficiency dramatically improves when vendors and retailers share 
information and work together. By collaborating, vendors can plan their pur-
chases of raw materials and their production processes to match the retailer’s 
merchandise needs. Thus, vendors can make sure that the merchandise is avail-
able “just in time,” when the retailer needs it, without having to stock excessive 
inventory in the vendor’s warehouse or the retailer’s distribution centers or 
stores.   
    When retailers and vendors do not coordinate their supply chain management 
activities, excess inventory builds up in the system, even if the retail sales rate for 
the merchandise is relatively constant. This buildup of inventory in an uncoordi-
nated channel is called the    bullwhip effect.    The effect was first discovered by 
Procter & Gamble, which saw that its orders from retailers for Pampers dispos-
able diapers were shaped like a bullwhip, with wide swings in quantity ordered, 
even though retail sales were relatively constant (see Exhibit 10–6). Its retailers 
were ordering, on average, more inventory than they really needed. 22  
    Research has found that the bullwhip effect in an uncoordinated supply chain is 
caused by the following factors:  
  •    Delays in transmitting orders and receiving merchandise.  Even when retailers can 

forecast sales accurately, there are delays in getting orders to the vendor and 
receiving those orders from the vendor. In an uncoordinated supply chain, 
retailers might not know how fast they can get the merchandise, and thus they 
overorder to prevent stockouts.  

  •    Overreacting to shortages.  When retailers find it difficult to get the merchandise 
they want, they begin to play the shortage game. They order more than they 
need to prevent stockouts, hoping they will receive a larger partial shipment. 
So, on average, the vendor ships more than the retailer really needs.  
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  •    Ordering in batches.  Rather than generating a number of small orders, retailers 
wait and place larger orders to reduce order processing and transportation 
costs and take advantage of quantity discounts. 23    

    These factors cause the bullwhip effect even when sales are fairly constant. 
However, for many retailers, sales are not constant. They go up dramatically when 
retailers put merchandise on sale and during special gift-giving times of the year. 
These irregularities in sales heighten the bullwhip effect and the buildup of inven-
tory in the supply chain. Retailing View 10.3 describes the historical forces moti-
vating retailers and vendors to collaborate on supply chain management. 
    Vendors and retailers have found that by working together, they can reduce the 
level of inventory in the supply chain and the number of stockouts in the stores. 
Four approaches for coordinating supply chain activities, in order of the level of 
collaboration, are (1) using EDI; (2) exchanging information; (3) using vendor-
managed inventory; and (4) employing collaborative planning, forecasting, and 
replenishment. 24      

 Using EDI 
 The use of EDI to transmit purchase order information reduces the time it 
takes for retailers to place orders and for vendors to acknowledge the receipt of 

 RETAILING VIEW   Quick Response and Efficient Consumer Response   10.3 
 Retailer-vendor collaboration in supply chain management 
grew out of activities undertaken by apparel manufacturers and 
retailers, called  quick response (QR),  and by consumer packaged 
goods (CPG) manufacturers and supermarket retailers, called 
 efficient consumer response (ECR).  In the mid-1980s, Milliken, a 
U.S. textile manufacturer facing severe price competition from 
imports, developed a strategy to compete on its speed to mar-
ket rather than price. At the time, it took 66 weeks for the ap-
parel industry to go from yarn at the manufacturer to clothing 
on a retail store fixture. Because no one in the supply chain 
knew what would be selling in a month, much less a year, the 
cost of that lengthy supply cycle was devastating. The apparel 
industry as a whole lost billions of dollars each year through 
price reductions on items customers didn’t want and because 
they did not have enough of what they did want. 
  To address this supply chain inefficiency, Milliken joined with 
a children’s apparel maker and large retail department store 
chain to compete through what it called “quick response.” 
Quick response was modeled after the just-in-time ( JIT) initia-
tives undertaken by Japanese automobile makers. The depart-
ment store developed a sales forecast for a season. Milliken 
manufactured the fabric to meet the forecast but kept most of 
the fabric as “gray goods” that could be dyed different colors 
when orders for the specific colors came in. The apparel manu-
facturer cut and sewed a small initial assortment of garments 
and shipped them to the department store. The department 
store monitored the initial sales of colors and sizes and then 
transmitted this information to the manufacturer and Milliken 
so that the remaining fabric could be dyed, cut, and sewed in 
the colors and sizes that consumers were buying. 
  Walmart and other discount store chains were the motivat-
ing force for collaboration between CPG manufacturers and 

supermarket retailers. Through the Food Marketing Institute, 
supermarkets, facing price competition from discount stores, 
commissioned Kurt Salmon Associates (KSA) to find out how 
they could compete more effectively. KSA found that the su-
permarkets had a significant cost disad-
vantage due to their inefficient supply 
chains. When CPG manufacturers held 
special trade promotions (discounting 
the wholesale price), supermarket chains 
would buy a six-month supply of the 
products, leaving them with $30 billion 
of excess inventory in their distribution 
centers. In 1993, the KSA report recom-
mended a multipronged efficient con-
sumer response approach, which involved 
collaboration between manufacturers and retailers to achieve 
efficient replenishment and promotions.  *   
  Since these initiatives were launched, the grocery industry 
has made greater strides in improving its supply chain efficien-
cies than has the apparel industry because the manufacturing 
process for apparel is more complex and the number of SKUs 
is significantly larger. 

 *Kurt Salmon Associates,  Efficient Consumer Response: Enhancing Cus-
tomer Value in the Grocery Industry  (Washington, DC: The Food Market-
ing Institute, 1993). 

 Sources: Sameer Kumar, “A Study of the Supermarket Industry and Its 
Growing Logistics Capabilities,”  International Journal of Retail & Distribu-
tion Management  36, no. 3 (2008), pp. 192–211; T. C. E Cheng and T. M. 
Choi, “Innovative Quick Response Programs in Logistics and Supply 
Chain Management,” in  International Handbooks on Information Systems , 
eds. Edwin Cheng and Tsan-Ming Choi (New York: Springer, 2010).  

    REFACT 
 Top-tier ECR adopters enjoy 
6 percent better service lev-
els, 5 percent higher on-shelf 
availability, and 10 days’ 
lower finished-goods inven-
tories than do low adopters 
or nonadopters of ECR 
practices. 26   

 REFACT 
 Supply chain collaboration 
can add as much as 3 per-
centage points to profit mar-
gins for all types of supply 
chain players. 25  
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orders and communicate delivery information about those orders. In addition, 
EDI facilitates the implementation of other collaborative approaches discussed 
in the following sections. However, the use of EDI without other collaborative 
approaches only addresses one factor discussed previously—the delay in 
transmitting and receiving orders—that causes the buildup of inventory in the 
supply chain.   

 Sharing Information 
 One of the major factors causing excessive inventory in the supply chain is the in-
ability of vendors to know what the actual level of retail sales are. For instance, 
suppose a consumer packaged goods vendor offered discounts to retailers several 
times a year, hoping that the price reduction would be passed on to customers. 27  
Instead, however, the retailers purchased extra inventory and kept the extra dis-
counts to increase their margins. Just looking at the orders it received, the vendor 
might think that demand for its products had increased significantly and therefore 
increase its production, causing an inventory buildup. To reduce this effect, ven-
dors are using the retailer’s sales records and giving discounts based on sales rather 
than orders placed. 
    Sharing sales data with vendors is an important first step in improving supply 
chain efficiency. With the sales data, vendors can improve their sales forecasts, 
improve production efficiency, and reduce the need for excessive backup inven-
tory. But additional levels of collaboration are needed to use this information ef-
fectively. The sales data reflect historical data, not what the retailer’s plans are for 
the future. For example, the retailer might decide to delete a vendor’s SKU from 
its assortment—a decision that clearly affects future sales. The two approaches 
discussed in the next sections introduce a forward-looking collaborative 
perspective.   

 Vendor-Managed Inventory 
    Vendor-managed inventory (VMI)    is an approach for improving supply chain 
efficiency in which the vendor is responsible for maintaining the retailer’s inven-
tory levels. The vendor determines a reorder point—a level of inventory at 
which more merchandise is ordered. The retailer shares sales and inventory data 
with the vendor via EDI. When inventory drops to the order point, the vendor 
generates the order and delivers the merchandise. 28  
    In ideal conditions, the vendor replenishes inventories in quantities that meet 
the retailer’s immediate demand and reduce stockouts with minimal inventory. In 
addition to better matching retail demand to supply, VMI can reduce the vendor’s 
and the retailer’s costs. Vendor salespeople no longer need to spend time generat-
ing orders on items that are already in the stores, and their role shifts to selling 
new items and maintaining relationships. Retail buyers and planners no longer 
need to monitor inventory levels and place orders. 
    For example, TAL Apparel Ltd., a Hong Kong shirt maker, produces garments 
for labels such as J.Crew, Calvin Klein, Banana Republic, and JCPenney. It sup-
plies one in seven dress shirts sold in the United States and manages JCPenney’s 
men’s dress shirt inventory. TAL collects POS data for JCPenney’s shirts directly 
from stores in North America and then runs the numbers through a computer 
model it designed. Next, TAL decides how many shirts to make and in what styles, 
colors, and sizes. It sends the shirts directly to each JCPenney store, bypassing the 
retailer’s distribution centers and merchandise managers. Because TAL manages 
the entire process, from design to the ordering of yarn, it can bring a new style 
from the testing stage to full retail rollout in four months, much faster than 
Penney could on its own. The system, in effect, lets consumers, not merchandise 
managers, choose the styles. 29  

 REFACT 
 Improvements in vendor-
managed inventory can re-
sult in the elimination of 
between 20 and 30 percent 
of the previously required 
supply chain inventory. 30  

Lev30026_ch10_246-273.indd Page 266  15/09/10  2:20 PM user-f494Lev30026_ch10_246-273.indd Page 266  15/09/10  2:20 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



267Information Systems and Supply Chain Management CHAPTER 10

    The use of VMI is not a new approach. Frito-Lay and other snack food, candy, 
and beverage vendors have used direct store delivery to manage the inventory of 
their products on supermarket VMI and shelves for a long time. However, techno-
logical advances have increased the sophistication of VMI. The sharing of POS 
transaction data, for instance, allows vendors to sell merchandise on    consignment;    
the vendor owns the merchandise until it is sold by the retailer, at which time the 
retailer pays for the merchandise. Consignment selling provides an incentive for 
the vendor to pick SKUs and inventory levels that will minimize inventory and 
generate sales. Because the vendor is bearing the financial cost of owning the in-
ventory, retailers are more willing to allow the vendor to be responsible for deter-
mining the inventory plan and appropriate assortment for each store. 
    Although it is a more advanced level of collaboration than simply using EDI 
and sharing information, VMI has its limitations. While the vendor coordinates 
the supply chain for its specific products, it does not know what other actions the 
retailer is taking that might affect the sales of its products in the future. For ex-
ample, Pepsi might not know that a supermarket will be having a big promotion in 
three weeks for a new beverage introduced by Coca-Cola. Without this knowl-
edge, Pepsi would ship too much merchandise to the supermarket.     

 Collaborative Planning, Forecasting, and Replenishment 
    Collaborative planning, forecasting, and replenishment (CPFR)    is the sharing 
of forecasts and related business information and collaborative planning between 
retailers and vendors to improve supply chain efficiency and product replenish-
ment. 31  Although retailers share sales and inventory data when using a VMI ap-
proach, the vendor remains responsible for managing the inventory. In contrast, 
CPFR is a more advanced form of retailer-vendor collaboration that involves 
sharing proprietary information such as business strategies, promotion plans, new 
product developments and introductions, production schedules, and lead-time in-
formation. Retailing View 10.4 illustrates how West Marine uses CPFR to im-
prove its supply chain efficiency.  

 REFACT 
 A precursor to the Internet-
based systems used for 
CPFR occurred in 1987 
when Walmart and Procter & 
Gamble forged a partnership 
to control their inventory. 
The partnership program 
improved product availability, 
decreased inventory, and re-
duced costs, which Walmart 
passed on as savings to its 
customers in the form of 
lower prices. 

      RADIO FREQUENCY IDENTIFICATION  
    Radio frequency identification (RFID)    is a technology that allows an object or 
person to be identified at a distance by means of radio waves. The RFID devices 
or tags are attached to containers, shipping cartons, or even behind labels on in-
dividual items. They then transmit data about the object in which they are em-
bedded. The RFID technology has two advantages 
over bar codes. First, the devices can hold more 
data and update the data stored. For instance, the 
device can keep track of where an item has been in 
the supply chain and even where it is stored in a 
distribution center. Second, the data on the devices 
can be acquired in harsh environments without a 
visual line of sight—an environment in which bar-
code labels won’t work. Thus, RFID enables the 
accurate, real-time tracking of every single prod-
uct, from manufacturer to checkout in the store. It 
eliminates the manual point-and-read operations 
needed to get data from UPC bar codes. Thus, 
RFID can significantly decrease warehouse, distri-
bution, and inventory costs; increase margins; and 
provide better in-stock positions. 
    Several retailers are already taking advantage of 
this new technology. Walmart has requested that its 

    Data about an item or carton can be encoded into an RFID chip 
and then can be accessed remotely to determine the presence 
of the item and where it should be.  
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top suppliers put RFID tags on all pallets, cases, cartons, and high-margin items. 33  
Metro (Germany’s largest retailer), Target, Best Buy, and Albertson’s are also ex-
perimenting with RFID programs. 34  To meet these demands, vendors have been 
forced to make significant investments to acquire the necessary technology and 
equipment. Retailing View 10.5 describes how American Apparel innovated use 
of RFID on individual items instead of cartons or pallets, which are the typical 
current application in retailing.    

  REFACT 
 RFID has been ranked the 
10th most innovative tech-
nology of the past 25 years 
by CNN. 32   

 West Marine’s founder and chairman, 
Randy Repass, channeled his passion for 
boating into a business that revolution-
ized the way people shop for boating 
supplies. Forty years ago, when Randy 
started selling nylon rope out of his ga-
rage, boat supply stores were dark, dis-
organized places staffed by a couple of 
salty but indifferent clerks who pre-
ferred swapping sea stories with one 
another to helping customers find what 
they came in to buy. Randy’s vision was 
to provide a one-stop shopping experi-
ence with great customer service for 
boaters. Today, West Marine has more 
than 400 stores across the United 
States and Canada and sells supplies 
through catalog and Internet channels. 
The company offers more than 50,000 
products, ranging from the rope that 
started it all to the latest in marine 
electronics. 
  The boating market is highly sea-
sonal; more than 50 percent of sales oc-
cur between April and October. Whereas 
the holiday season and Christmas are the peak seasons for most 
retailers, West Marine’s peak sales occur during the week be-
fore the 4th of July. In addition, boat supply retailers are very 
promotional, and this introduces more variation and uncer-
tainty into sales forecasts. West Marine found that these wide 
variations in demand resulted in lost sales due to inefficiencies 
in its supply chain. 
  To address this issue, West Marine and its key suppliers im-
plemented collaboration, planning, forecasting, and replenish-
ment (CPFR) programs. The first step West Marine took was to 
meet with key suppliers to develop a better forecasting system. 
Now, every night, West Marine collects SKU-level sales and in-
ventory information for each of its stores, and every day it gen-
erates a 52-week forecast for demand by store at the SKU 
level. The forecast factors in all marketing and promotional 
events. The forecast is shared with the suppliers so that they 
can order parts and schedule production. 
  West Marine has made CPFR an integral part of its mer-
chandising and planning operations. Each West Marine category 

manager (CM) partners with a merchandise planner (MP). The 
CM is responsible for the vendor strategies and marketing re-
lationships; the MP is responsible for directing the supply chain 
relationship. West Marine MPs and CMs conduct quarterly 
supply chain planning meetings with each CPFR supplier. These 
meetings involve teams from both companies and include the 
key marketing, forecasting, production planning, distribution, 
and transportation players. In addition, the planners from both 
sides engage in a monthly collaborative meeting that reviews 
results, manages current initiatives, and identifies and resolves 
any supply issues on the basis of the order forecast. Team mem-
bers beyond the primary planners frequently attend and con-
tribute to these monthly meetings as well.    

 Sources: www.westmarine.com (accessed June 14, 2010); T. Schoenherr 
and V. M. R. Tummala, “Best Practices for the Implementation of Supply 
Chain Management Initiatives,”  International Journal of Logistics Systems 
and Management  4, no. 4 (2008), pp. 391–410.   

 RETAILING VIEW    West Marine Uses CPFR to Build a 
Competitive Advantage 

  10.4 

 West Marine ues CPFR to engage in collaborative planning and supply chain 
management with its vendors. 
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 Types of RFID Tags 
 There are three types of RFID tags: active, semipassive, and passive tags. Active 
and semipassive RFID tags use internal batteries to power their circuitry. An ac-
tive tag also uses its battery to broadcast radio waves to a reader, whereas a semi-
passive tag relies on the reader to supply its power for broadcasting. Because 
these tags involve more hardware than passive RFID tags, they are more 
expensive. 
    Active and semipassive tags are mostly used for costly items that require track-
ing from about 100 feet or more. When tags must be read from even farther away, 
additional batteries can increase a tag’s range to over 300 feet. 
    Passive RFID tags can be read from up to 20 feet away, and they have lower 
production costs, ranging from 7 to 20 cents each. The RFID industry is aiming to 
get the cost of a passive RFID tag down to 5 cents each once more retailers adopt 
them. These tags can be applied to less expensive merchandise such as cosmetics 
and some clothes. These tags are manufactured to be disposable, along with the 
disposable consumer goods on which they are placed.   

 Benefits of RFID 
 Some of the benefits of RFID include:  
  •    Reduced warehouse and distribution labor costs.  Warehouse and distribution costs 

typically represent 2 to 4 percent of operating expenses for retailers. Replacing 

 RETAILING VIEW   RFID at American Apparel   10.5 
 Known for its “Made in Downtown LA” 
motto, American Apparel is accustomed to 
turning heads. The Los Angeles–based compa-
ny’s RFID push began with a pilot program at 
one of the firm’s New York stores. Every one 
of the roughly 40,000 items from basic T-shirts 
to shiny gold lamé hot shorts in the store was 
RFID-tagged. 
  The objective of American Apparel’s RFID 
system is to provide improved inventory ac-
curacy and better-stocked sales floors. Ameri-
can Apparel has an unusual approach to 
merchandising. It puts only one of everything 
on the floor to give the appearance of selling 
unique merchandise—customers can buy 
something no one else will be wearing. But 
that means that once an item is sold, that par-
ticular SKU is out of stock on the sales floor. 
To restock the store, employees would peri-

odically take a list of 
items sold from the 
POS system and make trips to the 
stockroom, where they’d search for 
each item. 
  American Apparel saw quick bene-
fits from the technology. As an item 
leaves the sales floor—because it has 
been sold, accidentally returned to the 
stockroom, or stolen—its departure 
is displayed at stockroom worksta-
tions, enabling workers to quickly get 

the item restocked. Personnel can easily keep the sales floor 
fully stocked. The time required to do the weekly process of 
taking inventory of items in the store was reduced from 32 to 
4 hours. This gives employees more time to assist customers 
directly and carry out other tasks.   

 Sources: Claire Swedberg, “American Apparel Adds RFID to Two More 
Stores, Switches RFID Software,”  RFID Journal,  January 12, 2010; Mary 
Catherine O’Connor, “American Apparel Makes a Bold Fashion State-
ment with RFID,”  RFID Journal,  August 14, 2008.  

 REFACT 
 In American Apparel’s New 
York store there was a con-
stant problem of mistakes in 
pricing since a lot of clothing 
styles looked the same. 
However, with the applica-
tion of RFID technology, 
pricing accuracy rose above 
99 percent. 36  

    American Apparel is experimenting with placing RFID tags on each item to 
ensure that all items are on display on store fixtures.  

 REFACT 
 Walmart found that there 
were 21 percent fewer 
stockouts in test stores us-
ing RFID tags than in stores 
not using them. 35  
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point-and-read, labor-intensive operations with sensors that track pallets, cases, 
cartons, and individual products anywhere in the facility can significantly reduce 
labor costs by as much as 30 percent.  

  •    Reduced point-of-sale labor costs.  Using RFID at the product level can help retailers 
reduce the labor costs needed for checking shelf inventory. In addition, RFID-
enabled products will improve self-scan checkouts and increase the use of self-
scans, thus shortening checkout times and reducing employee fraud.  

  •    Inventory savings.  RFID reduces inventory errors, ensuring that the inventory 
recorded is actually available. By tracking pieces more exactly, companies have 
more accurate information about what was sold and what inventory is actually 
needed.  

  •    Elimination of counterfeit merchandise.  Using RFID on individual items can help 
eliminate counterfeit merchandise. 37  For example, California planned for 
pharmaceutical manufacturers to utilize RFID technology starting in January 
2009 for its mass serialization and e-pedigree requirements; however, the 
deal has now been delayed and is scheduled to go into effect in a phased 
manner between 2015 and 2017. A drug pedigree is a statement of origin 
that identifies each prior sale, purchase, or trade of a drug, including the date 
of the transactions and the names and addresses of all parties to them. 38  The 
primary purpose of an e-pedigree is to protect consumers from contaminated 
medicine or counterfeit drugs. As the product moves down the supply chain, 
each company is required to carry forward all previous e-pedigree information. 
In this way, the final point of sale has the complete lineage of every unit. 
Such a system would require fairly significant changes to the company’s data 
interchange. The use of RFID forms the basis of such a secured supply chain 
system. Oregon and New York, as well as France, Japan, and Spain, are all 
making moves toward similar legislation.  

  •    Reduced theft.  With RFID, products can be tracked through the supply chain to 
pinpoint where a product is at all times; this helps reduce theft in transportation, 
at distribution centers, or in stores. RFID has already been successfully deployed 
in stores, particularly on costly items prone to theft, such as Gillette Mach 3 
razor blades.  

  •    Reduced out-of-stock conditions.  Because RFID facilitates accurate product 
tracking, forecasts are more accurate and thus stockouts decrease. Using 
RFID, store managers can be automatically notified when specific SKUs 
are not on the shelves and need to be stocked, as noted in Retailing View 
10.5. 39      

 Impediments to the Adoption of RFID 
 A major obstacle to the widespread adoption of RFID has been the high costs, which 
make the present return on investment low. The cost of RFID tags is 15 cents per 
tag. 40  However, with demand increasing and tag production costs declining, the tags 
are expected to reach only 5 cents per tag, and they may be reusable in some 
applications. 
    Another reason RFID has not been adopted by more retailers is that it gen-
erates more data than can be efficiently processed and, therefore, retailers find 
it difficult to justify the implementation costs. Most retailers are not capable of 
transmitting, storing, and processing the data that would be available about the 
location of pallets, cases, cartons, totes, and individual products in the supply 
chain. 
    Vendors are pushing back as well. Some claim that instead of saving labor, 
RFID tagging actually increases it: Bar codes are printed on cases at the factory, 
but because most manufacturers have yet to adopt RFID, those tags have to be put 
on by hand at the warehouse. 
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    Finally, consumers, particularly in the United States, are wary that once the 
tags are on individual items, they could be used to track individual buyers—an 
obvious invasion of privacy. 41  The problem is less acute in the European Union, 
where retailers have educated consumers on RFID use and changed procedures 
to accommodate consumers’ fears by developing tag-removal policies. Germany’s 
Metro and England’s Marks & Spencer are both using item-level RFID on a lim-
ited basis.       

 Supply chain management and information systems 
have become important tools for achieving a sustainable 
competitive advantage. Developing more efficient me-
thods of distributing merchandise creates an opportu-
nity to reduce costs and prices and ensure that the right 
merchandise is available when and where customers 
want it. 
  The systems used to control the flow of information to 
buyers and then on to vendors have become quite sophis-
ticated. Retailers have developed data warehouses that 
provide them with intimate knowledge of who their cus-
tomers are and what they like to buy. The data warehouses 
are being used to strengthen the relationships with their 
customers and improve the productivity of their market-
ing and inventory management efforts. 
  Most large retailers own and operate their own distri-
bution centers. Some of the activities performed by the 
center are managing inbound and outbound transporta-
tion, receiving and checking merchandise shipments, stor-
ing and cross-docking, and getting merchandise 
floor-ready. 
  In designing their supply chain management systems, 
retailers make decisions about what activities to outsource, 

when to use a push and pull system for replenishing stores, 
what merchandise to cross-dock, and whether to ship 
merchandise to stores through a distribution center, use 
direct store delivery, or have products drop shipped to 
customers. 
  Retailers and vendors are collaborating to improve 
supply chain efficiency. Electronic data interchange en-
ables retailers to communicate electronically with their 
vendors. The Internet has accelerated the adoption of 
EDI. Other, more involving and effective collaborative 
approaches include information sharing, VMI, and CPFR. 
These approaches represent the nexus of information sys-
tems and logistics management. They reduce lead time, 
increase product availability, lower inventory investments, 
and reduce overall logistics expenses. 
  Finally, RFID has the potential of further streamlining 
the supply chain. The small RFID devices are affixed to 
pallets, cartons, and individual items and can be used to 
track merchandise through the supply chain and store in-
formation, such as when an item was shipped to a distri-
bution center. Although still relatively expensive to be 
placed on all items, RFID technology can reduce labor, 
theft, and inventory costs.   

 SUMMARY 
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   1.    CONTINUING ASSIGNMENT  Interview the 
store manager working for the retailer you have se-
lected for the Continuing Assignment. Write a report 
that describes and evaluates the retailer’s information 
and supply chain systems. Use this chapter as a basis 
for developing a set of questions to ask the manager. 
Some of the questions might be these: Where is the 
store’s distribution center? Does the retailer use di-
rect store delivery from vendors? How frequently are 
deliveries made to the store? Does the merchandise 
come in ready for sale? What is the store’s percentage 
of stockouts? Does the retailer use a push or pull sys-
tem? Does the store get involved in determining what 
merchandise is in the store and in what quantities? 
Does the retailer use VMI, EDI, CPFR, or RFID?  

   2.    INTERNET EXERCISE  Go to Barcoding Incor-
porated’s Web page at www.barcoding.com/, and 

search for  retail, warehouse management,  and  RFID.  
How is this company using technology to support re-
tailers with information systems and supply chain 
management?  

   3.    INTERNET EXERCISE  Go to the home page of 
 Stores Magazine  at www.stores.org/, and search for 
 supply chain  in the current issue. Summarize one of 
the recent articles, and explain how the key concept(s) 
described could make the shopping experience better 
for consumers and improve efficiency in the supply 
chain.  

   4.    INTERNET EXERCISE  Go to the home page of 
Vendor Managed Inventory at www.vendormanaged-
inventory.com/index.php, and answer the following 
questions: What is vendor-managed inventory? What 
are the benefits and limitations of a vendor-managed 
inventory approach?     

 GET OUT AND DO IT!  

   1.   Retail system acronyms include DSD, VMI, EDI, 
CPFR, and RFID. How are these terms related to 
one another?  

   2.   Explain how an efficient supply chain system can in-
crease a retailer’s level of product availability and de-
crease its inventory investment.  

   3.   This chapter presents some trends in logistics and in-
formation systems that benefit retailers. How do ven-
dors benefit from these trends?  

   4.   What type of merchandise is most likely to be cross-
docked at retailers’ distribution centers? Why is this 
often the case?  

   5.   Why haven’t more fashion retailers adopted an inte-
grated supply chain system similar to Zara’s?  

   6.   Explain the differences between pull and push supply 
chains.  

   7.   Consumers have five key reactions to stockouts: buy 
the item at another store, substitute a different brand, 

substitute the same brand, delay the purchase, or do 
not purchase the item. Consider your own purchasing 
behavior, and describe how various categories of mer-
chandise would result in different reactions to a 
stockout.  

   8.   Abandoned purchases as a result of stockouts can 
mean millions of dollars a year in lost sales. How are 
retailers and manufacturers using technology to re-
duce stockouts and improve sales?  

   9.   What is a Universal Product Code (UPC)? How 
does this code enable manufacturers, distributors, 
and retailers to track merchandise throughout the 
supply chain?  

   10.   Reread Retail View 10.2 about Netflix. How is this 
online retailer using inventory management and dis-
tribution centers to deliver the correct movies re-
quested by customers?     

 DISCUSSION QUESTIONS AND PROBLEMS  
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 Customer Relationship 
Management   

 EXECUTIVE 
BRIEFING 
 Simon Hay, Managing 
Director of U.K. and 
Ireland, dunnhumby 

 Luck and good fortune 

played part in how I got 

where I am today. I am a ge-

ographer by training, with a 

degree from the University 

of Reading in the United 

Kingdom. My interest was in 

looking at humans in rela-

tion to their environment in a spatial/geographic way, such 

as the development of towns and urban areas, transporta-

tion systems, and so on. In my senior year, some of my 

professors who were interested in the geography of retail-

ing got me interested in retailing. 

  In my first job, we used census data to determine 

where people lived, worked, and how they traveled. We 

used that data to map out car dealer and retail store net-

works. As computer power developed in the late 80s and 

early 90s, we realized that transactional data, that is, what 

people purchased, would give us a better idea of consumer 

behavior than would geographic data. That realization is 

the idea behind dunnhumby, where I was the first full-time 

employee and where I have been for the past 18 years. 

  Dunnhumby helps retailers and brands understand and 

connect with their customers by helping them to analyze 

and understand transactional data that they collect pri-

marily through their loyalty (CRM) programs. It’s just that 

simple. While computer power is generally a positive 

thing, it does lead to a superabundance of data. Under-

standing these data, communicating findings to executives 

in an easy-to-understand way, and formulating strategy 

from the data are actually pretty difficult. To further com-

plicate the situation, the sheer speed at which customer 

needs and preferences change has increased exponen-

tially in recent years. Understanding consumers’ behav-

iors, developing an overarching strategy based on those 

behaviors, and retaining flexibility to respond to changing 

circumstances is what we at dunnhumby do best. 

  My job is essentially to run dunnhumby’s home base in 

the United Kingdom and Ireland. Each day is a juggling act 

involving where we are externally with our clients and 
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      QUESTIONS 

   What is customer relationship management? 

   Why do retailers engage in customer relationship 
management? 

   What is customer lifetime value? 

   How do retailers determine who their best customers 
are? 

   What do retailers do to increase their share of wallet 
from their best customers? 

   What can retailers do to alleviate the privacy concerns 
of their customers? 

   How can retailers get rid of unprofitable customers?    

   C H A P T E R  1 1 

internally with our organization. While no two days are 

ever the same, I may visit stores to find out what people 

are thinking and feeling in response to particular promo-

tions. I might talk with manufacturers about trends in re-

tailing environments and promotions and about how our 

services are resonating with them. I might also spend time 

developing strategies for major clients like Kroger. On the 

organizational front, I also work with staff training and 

development personnel and communicate regularly with 

senior staff to help problem-solve. 

  I love the journey of learning, and my job gives me 

the opportunity to learn something new every day. I like 

challenging myself, and I enjoy challenging others. I find 

it fascinating to suggest to retail clients that they do 

something completely different than they did in the past 

so that they do things better rather than just more and 

faster. Using data to help make organizations be more 

effective has  always been a major interest of mine. Last, 

but not least, I enjoy working with bright, engaging 

people.  

 The business press and retailers are talking a lot about the importance of 
becoming more customer-centric and managing their customer relation-
ships. Retailers are spending billions of dollars on computer systems to 

collect and analyze data about their customers. With all of this buzz, you’d think 
that the customer is a popular new kid in the neighborhood. However, the cus-
tomer is more like an old friend who’s been taken for granted— until now  1   
    Consider the following example: Shari Ast is on her third business trip this 
month. She takes a cab from Boston Logan Airport to the Ritz-Carlton, her favor-
ite hotel in Boston. As the doorman opens the car door for her, he greets her with, 
“Welcome back to the Ritz-Carlton, Ms. Ast.” When she goes to the registration 
desk, the receptionist gives her a room key. Then she goes to her room and finds 
just what she prefers—a room with a view of the Boston Commons, a single 
queen-size bed, an extra pillow and blanket, a printer with a wireless connect to 
her laptop, and a basket with her favorite fruits and snacks. 
  Shari Ast’s experience is an example of Ritz-Carlton’s customer relationship man-
agement program.    Customer relationship management (CRM)    is a business phi-
losophy and set of strategies, programs, and systems that focuses on identifying and 
building loyalty with a retailer’s most valued customers. The retailer’s goal of CRM 
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is to develop a base of loyal customers and increase its    share of wallet   —the per-
centage of the customers’ purchases made from the retailer. 
  Traditionally, retailers have focused their attention on encouraging more custom-
ers to visit their stores, look through their catalogs, and visit their Web sites. To ac-
complish this objective, they have used mass-media advertising and sales promotions 
to attract visits from customers. This approach treats all existing and potential cus-
tomers the same. They all receive the same messages and the same promotions. 
  Now retailers are concentrating on developing customer loyalty and increasing 
share of wallet by providing more value to their best customers by using targeted, 
more personalized promotions and services. This change in perspective is sup-
ported by research indicating that retailers are more profitable when they focus on 
retaining and increasing sales to their best customers rather than attempting to 
generate sales from new customers or marginal existing customers.  2    In the follow-
ing sections of this chapter, we discuss in more depth the objective of CRM pro-
grams and the elements of the CRM process.

    The Ritz-Carlton provides 
personalized service for its 
preferred customers. They 
are greeted by name when 
checking in, and their 
preferences for amenities 
are known on the basis of 
past visits.  

    THE CRM PROCESS  
 Based on the CRM philosophy that retailers can increase their profitability by build-
ing relationships with their better customers, the goal of CRM is to develop a base 
of loyal customers who patronize the retailer frequently. In this section, the concept 
of customer loyalty is defined and the process of building this loyalty is outlined.  

 What Is Loyalty? 
 The objective of the customer relationship management process is to develop cus-
tomer loyalty and repeat-purchase behavior among a retailer’s best customers. 
Customer loyalty is more than customers’ simply being satisfied with a retailer 
and making repeat visits.    Customer loyalty    means that customers are committed 
to purchasing merchandise and services from the retailer and will resist the activi-
ties of competitors attempting to attract their patronage. Loyal customers have a 
bond with the retailer, and the bond is based on more than a positive feeling about 
the retailer.  3   
      The bond that loyal customers have with a retailer is a personal connection. 
They feel that the retailer is a friend. Their goodwill toward the retailer encour-
ages them to repeatedly patronize the retailer and recommend it to their friends 
and family. Programs that just encourage repeat buying by simply offering price 
discounts do not provide an enduring advantage because they can be easily copied 
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by competitors. In addition, these types of price-promotion programs encourage 
customers to always look for the best deal rather than develop a relationship with 
one retailer. However, when a retailer develops a personal connection with a cus-
tomer, it is difficult for a competitor to attract that customer.  4   
      All the elements in the retail mix contribute to the development of customer 
loyalty and repeat-purchase behavior. Customer loyalty can be enhanced by cre-
ating an appealing brand image and providing convenient locations, attractive 
merchandise at compelling prices, and an engaging shopping experience. How-
ever, personal attention is one of the most effective methods for developing loy-
alty. For example, many small, independent restaurants build loyalty by 
functioning as neighborhood cafés, where waiters and waitresses recognize cus-
tomers by name and know their preferences. Nordstrom has found that paying 
personal attention to customers by inviting them to grand-opening celebrations, 
pampering them during private shopping parties, and offering them concierge 
services, free alterations, and shipping is more important than giving them 
discounts.  5   
      The CRM programs and activities discussed in this chapter focus on using in-
formation systems and customer data to personalize the retailer’s offering and in-
crease the value its best customers receive. Personalized value is also provided by 
employees in face-to-face interactions with customers (see Chapter 18).  

   Overview of the CRM Process 
 Exhibit 11–1 illustrates that CRM is an iterative process that turns customer data 
into customer loyalty through four activities: (1) collecting customer data, (2) ana-
lyzing the customer data and identifying target customers, (3) developing CRM 
programs, and (4) implementing CRM programs. The process begins with the 
collection and analysis of data about a retailer’s customers and the identification of 
its best customers. The analysis translates the customer data into information and 
activities that offer value to these targeted customers. Then these activities are 
executed through communication programs undertaken by the marketing depart-
ment and customer service programs implemented by customer contact employ-
ees, typically sales associates. Each of the four activities in the CRM process is 
discussed in the following sections. Retailing View 11.1 describes the development 
of the CRM program at Harrah’s. 

 REFACT 
The first CRM program be-
gan in 1981 with the launch 
of the American Airlines 
 Advantage program.  6  

  EXHIBIT 11–1   
 The CRM Process Cycle  

Collecting
Customer Data LEARNING

Analyzing Customer
Data and Identifying

get Customers

Implementing CRM
Programs

Deve
Programs

CREDIT CARD
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 RETAILING VIEW   Harrah’s Hits the Jackpot with CRM   11.1 
 Andrew, a 30-something New 
Yorker, planned to visit Harrah’s 
Resort in Atlantic City for the day. 
When he arrived, he inquired 
about staying for the night and 
was told no rooms were available. 
After using his Harrah’s Total Re-
wards card while playing blackjack, 
the pit boss told him to go to the 
front desk, where he was in-
formed that a room had become 
available for a “special rate of 
$100 a night.” When Andrew 
checked out two nights later, he 
was told all the room charges 
were on the house. This is one 
 example of how Harrah’s CRM 
program has enabled Harrah’s to 
grow from its first casino in Reno, 
Nevada, opened over 70 years 
ago, into one of the largest casino entertainment retailers in 
the world. It now owns, operates, or manages over 60 facili-
ties in seven countries. 
  In the 1990s, many of Harrah’s competitors were making 
substantial investments to build the most opulent hotels and 
casinos on the Las Vegas Strip. Lacking the resources to com-
pete in this building frenzy, Harrah’s decided to bet on building 
customer value and loyalty with a CRM program. The company 

hired Gary Loveman, a Harvard Business 
School professor and now Harrah’s 
CEO, and other employees who special-
ized in CRM but had no gaming 
experience.  

      In 1997, when Harrah’s launched its 
Total Rewards program, most casinos 
provided special perks for “high rollers,” 
customers who gambled extensively. But 
Harrah’s CRM program expanded the 

breadth and depth of the customer data collected and used. 
The first step was to enroll customers in the program and give 
them encoded ID cards. Players collect points and rewards 
based on the amount they gamble. When “gamers”—casino 
lingo for  customers —gamble, they swipe a card through the slot 
machine or a pit boss estimates their bets at a table. As the 
points accumulate, card holders earn new status titles: With 
4,000 points, gamers earn Platinum status and a few privileges, 

such as shorter wait times in line. 
With 10,000 points, gamers earn 
the Diamond card, which entitles 
them to benefits such as free valet 
parking, room upgrades, and free 
weekend reservations. 
  Next Harrah’s combined the 
gambling data with data from its 
other retail offerings, such as the 
company’s hotels, restaurants, and 
entertainment reservation sys-
tems. Then Harrah’s integrated the 
customer data warehouses from 
each casino to get a complete 
view of each customer’s prefer-
ence and value to Harrah’s. 
Harrah’s now knows which of its 
40 million customers like golf, 
chardonnay, down pillows, and 
rooms close to the elevator and 

which properties they visit, what games they play, and which 
promotional offers they redeem. 
  Harrah’s marketing managers can analyze that information 
to design and tweak Harrah’s products. Customer service rep-
resentatives can access the data in real time to reward valued 
customers, like Andrew, with promotions such as complimen-
tary meals, hotel room upgrades, or tickets to events. Analysis 
of the database helped Harrah’s identify a profitable segment of 
customers that it had been ignoring, such as the “low rollers,” 
the so-called retail or small gamblers who spend less than $50 
per visit but account for 40 percent of Harrah’s business. Be-
fore Harrah’s identified this segment, bonus points, targeted at 
high rollers, expired at the end of a visit. To reward the low roll-
ers, who typically live in urban areas near a casino and visit 
frequently for short time periods, Harrah’s changed the Total 
Rewards program to let these customers take up to six months 
to accrue bonus and regular points. Data from low rollers also 
convinced Harrah’s to redesign its casino floors to include a 
higher percentage of lower-denomination slot machines and 
video poker games. 

 Sources: www.harrahs.com (accessed July 3, 2010); Christine A. Vogt, 
“Customer Relationship Management in Tourism: Management: Needs 
and Research Applications,”  Journal of Travel Research,  August 2010, 
pp.1–9; Michael Bush, “Why Harrah’s Loyalty Effort Is Industry’s Gold 
Standard,”  Advertising Age,  October 5, 2009, p. 8.  

 REFACT 
Americans spend 10 times 
more money on gaming than 
on trips to movie theaters, 
and more money is lost dur-
ing a typical casino visit than 
is spent on an average visit 
to a mall.  7  

    Harrah’s best customers earn points toward benefits 
and upgrades on the basis of how much they spend 
through the Total Rewards loyalty card program. The 
program collects the data that enables Harrah’s to 
provide more value by personalizing rewards.  

     COLLECTING CUSTOMER DATA  
 The first step in the CRM process is to construct a    customer database   . This da-
tabase is part of the data warehouse described in Chapter 10. It contains all the 
data the firm has collected about its customers and is the foundation for subse-
quent CRM activities.  
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 Customer Database 
 Ideally, the database should contain the following information:  

  •    Transactions.  A complete history of the purchases made by 
the customer, including the purchase date, the SKUs 
purchased, the price paid, the amount of profit, and whether 
the merchandise was purchased in response to a special 
promotion or marketing activity.  

  •    Customer contacts.  A record of the interactions that the 
customer has had with the retailer, including visits to the 
retailer’s Web site, inquiries made through in-store kiosks, 
and telephone calls made to the retailer’s call center, plus 
information about contacts initiated by the retailer, such as 
catalogs and direct mail sent to the customer.  

  •    Customer preferences.  What the customer likes, such as 
favorite colors, brands, fabrics, and flavors, as well as apparel 
sizes. At a Brooks Brothers store in New York, a sales 
associate looked up a customer’s recent purchases at its POS 
terminal. She saw that the customer purchased a navy 
pinstripe suit several months ago. Using this information, 
she knew exactly which dress shirts would go with the suit 
and took the opportunity to show him some coordinating 
ties, too. By the time she rang up the sale, it included three 
dress shirts, two ties, underwear, and socks.  8   

         •    Descriptive information.  Demographic and psychographic data describing the 
customer that can be used in developing market segments.  

  •    Responses to marketing activities.  Analyses of transaction and contact data 
provide information about the customer’s responsiveness to 
marketing activities.   

    Different members of the same household might also have interactions with a 
retailer. Thus, to get a complete view of the customer, retailers need to be able to 
combine individual customer data from each member of a household. For exam-
ple, Richards is a family-owned apparel chain in Westport and Greenwich, Con-
necticut. Husbands and wives buy presents for each other at Richards. The 
chain’s database keeps track of both household-level purchases and individual 
purchases so that sales associates can help one spouse buy a gift for the other. The 
database also keeps track of spending changes and habits. Anniversaries, birth-
days, and even divorces and second marriages are tracked along with style, brand, 
size, and color preferences; hobbies; and sometimes pets’ names and 
golf handicaps.  9   

     Identifying Information 
 It is relatively easy to construct a database for catalog, Internet, and warehouse 
club customers. Customers buying merchandise through nonstore channels must 
provide their contact information, name, and address so that the purchases can be 
sent to them. It is also easy to keep track of purchases made by customers patron-
izing warehouse clubs because they need to present their membership cards when 
they make a purchase. In these cases, the identification of the customer is always 
linked to the transaction. When retailers issue their own credit cards, they also can 
collect the contact information for billing when customers apply for the card. 
However, identifying most customers who are making in-store transactions is 
more difficult because they often pay for the merchandise with a check, cash, or a 
third-party credit card such as Visa or MasterCard. 

 Customer transaction data 
are collected by a POS 
terminal and stored in the 
customer database. Many 
retailers have Internet-
enabled POS terminals from 
which sales associates can 
access information in the 
customer database. 
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    Four approaches that store-based retailers use to overcome this problem are 
(1) asking customers for their identifying information, (2) using biometrics to 
identify customers, (3) offering frequent shopper programs, and (4) connecting 
Internet and store purchasing data.  

 Asking for Identifying Information   Some retailers have their sales associates 
ask customers for identifying information, such as their phone number or name 
and address, when they process a sale.  10     This information is then used to link all 
the transactions for the customer. However, some customers may be reluctant to 
provide the information because they feel that the sales associates are violating 
their privacy.   

 Using Biometrics   Rather than asking for identifying information, some retail-
ers use biometrics to identify customers and provide a cardless, cashless method of 
payment. For example, Dorothy Lane Market, based in Dayton, Ohio, uses pre-
registered fingerprints so that its customers can pay efficiently and the company 
can accumulate the customer information quickly and accurately. Customers en-
tering the store can have their finger scanned to receive a printout of their person-
alized product discounts. At checkout, customers can pay using the finger scan and 
automatically debit the amount from a checking account. This system eliminates 
all cards, completely and fully integrates customer data, and makes rewards easily 
available with the simple act of a fingerprint scan.  11   

     Offering Frequent-Shopper Programs      Frequent-shopper programs   , also 
called    loyalty programs   , are programs that identify and provide rewards to cus-
tomers who patronize a retailer. Some retailers issue customers a frequent- shopper 
card, whereas others use a    private-label credit card   —a credit card that has the 
store’s name on it. In both cases, customer transaction data are automatically cap-
tured when the card is scanned at the point-of-sale terminal. In addition, when 
customers enroll in one of these programs, they provide some descriptive infor-
mation about themselves and their household. The customers then are offered an 
incentive to use the card when they make purchases from the retailer. Research 
has shown that customers generally prefer to get something extra—a reward—for 
their purchases, rather than lower prices.  12   
          Research has shown that enrolling in frequent-shopper programs and showing 
cards when making purchases has a limited effect on increasing loyalty toward the 

retailers.  14     Most of the members of frequent-shop-
per programs patronized the retailers before they 
introduced the programs. A study of supermarket 
shoppers found that 88 percent of frequent-shopper 
card holders were clients of the store two years be-
fore joining the program.  15     In addition, the effects 
are limited because several retailers in the same geo-
graphic area typically offer similar programs and 
consumers enroll in multiple competing programs. 
The primary benefits of these programs for retailers 
are collecting the customer data and using the infor-
mation to target communications and promotions. 

   Connecting Internet Purchasing Data with 
the Stores   When customers use third-party 
credit cards such as Visa or MasterCard to make a 

purchase in a store, the retailer cannot identify the purchase by the customer. 
However, if the customer used the same credit card while shopping at the retailer’s 
Web site and provide shipping information, the retailer could connect the credit 
card purchases through its store and electronic channels.    

  Frequent shoppers have a 
limited effect in terms of 
increasing share of wallet 
because customers enroll in 
all the programs offered by 
retailers in their area.  

 REFACT 
U.S. consumers hold more 
than 1 billion loyalty mem-
berships, and the average 
consumer is a member in 
12 loyalty programs.  13  
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 Privacy and CRM Programs 
 The collection and analysis of information about customer attitudes, preferences, 
and shopping behaviors enable retailers to provide greater value to their custom-
ers. However, many customers are concerned that retailers are violating their pri-
vacy when they collect this detailed personal information. Even if customers trust 
a retailer, they are concerned that the data may not be secure and they may be 
susceptible to identity theft.  

   Privacy Concerns   There is no consensus about the definition of personal in-
formation. Some people feel that personal information is all information that is 
not publicly available; others include both public (e.g., driver’s license, mortgage 
data) and private (hobbies, income) information. The degree to which consumers 
feel their privacy concerning personal information has been violated depends on:  

  •    Their control over their personal information when engaging in marketplace transactions.  
Do they feel they can decide the amount and type of information that is collected 
by the retailer?  

  •    Their knowledge about the collection and use of personal information.  Do they know 
what information is being collected and how the retailer will be using it? Will 
the retailer be sharing the information with other parties?  17       

  These concerns are particularly acute for customers using an electronic channel 
because many of them do not realize the extensive amount of information that can be 
collected without their knowledge. This information is easily collected using cookies. 
   Cookies    are text files that identify visitors when they return to a Web site. Because of 
the data in the cookies, customers do not have to identify themselves or use pass-
words every time they visit a site. However, the cookies also can collect information 
about other sites the people have visited and what pages they have downloaded. 
  Hackers can also use cookies to collect data about a person. When a person 
visits an infected Web page or reads an infected blog, the cookies on the person’s 
computer are then sent back to the hacker unknowingly by the user. During a 
“live” session with a blog or Web site, the hacker can access the cookies without 
needing the log-in information. A user can also receive a scam e-mail that tempts 
the person to click on a link to a Web site. If the person then types in his or her 
user name and password, this information is sent directly to the hacker. 
  The data that can be collected through cookies includes e-mails that people 
send or receive, historical data on how they spend money online, their interactions 
on social networking sites, and other data used to create detailed profiles. Such 
tracking of information is particularly disturbing when people do not know who is 
tracking them. In the absence of clear privacy laws and security standards, such 
practices leave individuals vulnerable to warrantless searches, attacks from identity 
thieves, child predators, and other criminals.  19   

     Protecting Customer Privacy   In the United States, existing legislation for con-
sumer privacy is limited to the protection of information associated with government 
functions and with practices in credit reporting, video rentals, banking, and health 
care. Thus customers have to rely on retailers to take the necessary precautions to 
protect consumer privacy by incorporating privacy safety software such as firewalls 
and encrypting data every time it is transferred to prevent its being intercepted.  20   
    However, the European Union (EU), Australia, New Zealand, and Canada have 
different and more stringent consumer privacy laws. Some of the provisions of the 
EU directive on consumer privacy are the following:  

  •   Businesses can collect consumer information only if they have clearly defined 
the purpose, such as completing the transaction.  

  •   The purpose must be disclosed to the consumer from whom the information 
is being collected.  

 REFACT 
 While personalized product 
recommendations are not a 
prerequisite for shopping at a 
Web site, 43 percent of Web 
shoppers expect merchants 
to consider their past pur-
chases when making recom-
mendations and 20 percent 
expect retailers to follow 
their browsing pattern.  16   

    REFACT 
 The FTC says that data theft 
is now more profitable than 
illegal drug trafficking.  18      
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  •   The information can be used only for that specific purpose.  
  •   The business can keep the information only for the stated purpose. If the 

business wants to use the information for another purpose, it must initiate a 
new collection process.  

  •   Businesses operating in Europe can export information from the 27 EU 
countries only to importing countries with similar privacy policies. Thus, U.S. 
retailers, hotel chains, airlines, and banks cannot transfer information from 
Europe to the United States because the United States does not have similar 
privacy policies.   

  Basically, the EU perspective is that consumers own their personal information, 
so retailers must get consumers to agree explicitly to share this personal informa-
tion. This agreement is referred to as an    opt in   . In contrast, personal information 
in the United States is generally viewed as being in the public domain, and retail-
ers can use it in any way they desire. American consumers must explicitly tell re-
tailers not to use their personal information—they must    opt out   .  21     
  The EU has delayed enforcement of its directive. The United States is cur-
rently negotiating a safe-harbor program that would enable U.S. companies abid-
ing by the EU directives to export information. However, due to increasing 
concerns about consumer privacy, Congress is considering new legislation on con-
sumer privacy. The Federal Trade Commission has developed the following set of 
principles for fair information practices:  

  •    Notice and awareness.  Covers the disclosure of information practices, including 
a comprehensive statement of information use, such as information storage, 
manipulation, and dissemination.  

  •    Choice/consent.  Includes both opt-out and opt-in options and allows consumers 
to have the opportunity to trade information for benefits.  

  •    Access/participation.  Allows for the confirmation of information accuracy 
by consumers.  

  •    Integrity/security.  Controls for the theft of and tampering with personal 
information.  

  •    Enforcement/redress.  Provides a mechanism to ensure compliance by participating 
companies.  22   

      In summary, there is growing consensus that personal information must be 
fairly collected, that the collection must be purposeful, and that the data should be 
relevant, maintained as accurate, essential to the business, subject to the rights of 
the owning individual, kept reasonably secure, and transferred only with the per-
mission of the consumer. To address these concerns, many retailers that collect 
customer information have privacy policies. The Electronic Privacy Information 
Center (www.epic.org) recommends that privacy policies clearly state what infor-
mation is collected from each visitor and how it will be used, give consumers a 
choice as to whether they provide information, and allow them to view and cor-
rect any personal information held by an online retail site. Retailers need to assure 
their customers that information about them is held securely and not passed on to 
other companies without the customer’s permission.      

 ANALYZING CUSTOMER DATA AND 
IDENTIFYING TARGET CUSTOMERS  

 The next step in the CRM process (see Exhibit 11–1) is to analyze the customer 
database and convert the data into information that will help retailers develop 
programs for increasing the value they offer to their best customers. Two objec-
tives for analyzing the customer database are (1) identifying patterns in the data 
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that can improve the effectiveness of retailing decisions such as forecasting sales 
and allocating merchandise to stores and (2) deciding where to place merchandise 
categories in a store.  

 Retail Analytics 
 Retail analytics are the application of statistical techniques and models to find pat-
terns in customer purchase data and make recommendations for improving the 
effectiveness of retailers.  23   
         Market basket analysis    is a specific type of retail analytics that focuses on ex-
amining the composition of the basket, or bundle, of products purchased by a 
household during a single shopping occasion. This analysis is often useful for sug-
gesting where to place merchandise in a store. An often-used example of market 
basket analysis is the discovery by a supermarket chain that on Friday evenings 
between 6 and 7 p.m. many market baskets, particularly those bought by men, 
contained both beer and baby diapers. This relationship between beer and baby 
diapers arises because diapers come in large packages, so wives, who do most of 
the household shopping, leave the diaper purchase to their husbands. When hus-
bands bought diapers at the end of the workweek, they also wanted to get some 
beer for the weekend. When the supermarket discovered this shopping pattern, it 
put the premium beer display next to the diapers. Because the premium beer was 
so conveniently placed next to the diapers, men tended to be up-sold and bought 
the premium brands rather than spend time going to the beer aisle for lower-
priced brands. Some other examples of market basket analysis used in determining 
product locations are:  

  •   Because bananas are the most common item in Americans’ grocery carts, 
supermarkets often place bananas in the cereal aisle, as well as in the 
produce section.  

  •   Tissues are in the paper goods aisle and also mixed in with cold medicine.  
  •   Measuring spoons appear in the housewares section and also hang next to 

baking supplies such as flour and shortening.  
  •   Flashlights are placed in the hardware aisle and with a seasonal display of 

Halloween costumes.  
  •   Snack cakes are found in the bread aisle and also next to the coffee.  
  •   Bug spray is merchandised with hunting gear and household cleaning supplies.   

    Retailing View 11.2 examines how U.K.-based Tesco uses the information col-
lected through its Clubcard program to target promotions and tailor assortments 
in its stores to preferences of customers in the store’s trading area. 

   Identifying the Best Customers 
 One of the objectives of CRM is to identify and cater to the best, most profit-
able customers. For instance, Home Depot realized that 70 to 80 percent of its 
kitchen renovation sales were coming from 20 to 30 percent of the depart-
ment’s customers.  24     It speculated that these heavy spenders might spend even 
more if it organized the department around meeting their needs. It knew that 
heavy spenders want lots of choices and information. So it added more assort-
ment, better-trained associates, a computer-aided design system, and suites 
of  innovative kitchen layouts arranged so that customers could readily sense 
what their kitchens would look like after a renovation. The results: higher 
sales and profit per square foot than traditional departments designed to satisfy 
all customers.  
     Using information in the customer database, retailers can develop a score or num-
ber indicating how valuable customers are to the firm. A commonly used measure to 

 REFACT 
 Although 50 percent of retail 
executives say their compa-
nies collect data about indi-
vidual customers, only 
41 percent of them can iden-
tify their best customers. 
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 Tesco, the largest supermarket chain in 
the United Kingdom and the third larg-
est in the world, has been very effective 
at analyzing and exploiting the data it 
collects through its Clubcard frequent-
shopper program. To encourage cus-
tomers to enroll in the program, Tesco 
gives them points for every pound they 
spend in its stores, on its Web site, and 
at its gas stations. Customers who 
spend 25 pounds a week for 10 weeks 
get double points. The points are re-
deemed by reducing the shopping bill 
when customers check out. 
  In addition, customers can get more 
benefits by joining one of Tesco’s clubs. 
For example, members of the Baby and 
Toddler Club get expert advice and ex-
clusive offers to help them through the 
stages of parenting from pregnancy to 
childhood (tesco.com/babyclub). Mem-
bers get discount coupons on baby es-
sentials, a permit allowing them to park nearer to the store, 
and a free Pampers Hamper filled with baby items and special 
treats for the mother. 
  Analysis of the sales transactions identified six customer 
segments such as the “Finer Foods” segment, which includes 
affluent, time-strapped shoppers who buy upscale products, and 
the “Traditional” segment, shoppers who are homemakers and 
have time to cook meals. Unique marketing programs are de-
veloped for each of the segments. 

 Tesco frequently sends personalized 
coupon packages to Clubcard mem-
bers. Some coupons are for products 
the customer normally buys, and oth-
ers are for products that the retailer 
believes the customer would like to try. 
More than 1 million unique sets of cou-
pons are distributed for each promo-

tion. Between 15 and 20 percent of the coupons are 
redeemed, compared with the industry average redemption 
rate of 1 to 2 percent.  

       Based on an analysis of the data, Tesco introduced “World 
Foods,” which features Asian herbs and other ethnic food, into 
stores located in Indian and Pakistani neighborhoods. However, 
when Tesco looked at the locations from which the customers 
traveled to buy the unique merchandise in these stores, it 
found that more than 25 percent of customers were coming 
from other neighborhoods. This discovery led Tesco to add an 
assortment of World Foods to other stores. 
  Tesco also introduced a premium private-label brand, Tesco 
Finest, that includes duck pâté and premium wines and cheeses 
because it discovered, through retail analytics, that its affluent 
customers were not buying wine, cheese, fruit, and other 
higher-priced–higher-margin items from Tesco. 

 Sources: Yan Ma, Jianxun Ding, and Wenxia Hong, “Delivering Customer 
Value Based on Service Process: The Example of Tesco.Com,”  Interna-
tional Business Research  3, no. 2 (2010), pp. 131–135; Andrew Smith and 
Leigh Sparks, “Reward Redemption Behaviour in Retail Loyalty 
Schemes,”  British Journal of Management  20, no. 2 (2008), pp. 204–218; 
www.Tesco.com (accessed July 1, 2010).  

 RETAILING VIEW    Tesco Uses Data Collected from Its 
Frequent-Shopper Program 

  11.2 

    Tesco uses retail analytics to alter its merchandise selection in stores, develop new 
products, and target specific customer groups.  

 REFACT 
Over 90 percent of Tesco’s 
Clubcard holders feel that 
enrolling in the program has 
increased the value they 
receive.  25  

score each customer is called customer lifetime value. Customer lifetime value 
(CLV) is the expected contribution from customers to the retailer’s profits over their 
entire relationship with the retailer.      
    To estimate CLV, retailers use past behaviors to forecast future purchases, the 
gross margin from these purchases, and the costs including the cost of advertising, 
promotions used to acquire the customers, and processing merchandise that the 
customers have returned. Thus, customers who purchases $200 of groceries from a 
supermarket every month would probably have a lower CLV for that supermarket 
than a customer who buys $20 on each visit and shops at the store three times a 
week. Similarly, customers who buy apparel only when it is on sale in a department 
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store would have a lower CLV than customers who typically pay full price and buy 
the same amount of merchandise. 
    These measures of CLV are based on the assumption that the customer’s future 
purchase behaviors will be the same as they have been in the past. Sophisticated 
statistical methods are typically used to estimate the future contributions from 
past purchases.  26     For example, these methods might consider how recent pur-
chases have occurred. The expected CLV of a customer who purchased $600 of 
merchandise on one visit six months ago is probably less than the CLV of a cus-
tomer who has been purchasing $100 of merchandise every month for the last six 
months, because the $600 purchase might have been a one-time purchase by a 
person visiting from out of town.  

 Customer Pyramid   For most retailers, a relatively small number of custom-
ers account for the majority of their profits. This condition is often called the 
   80-20 rule   —80 percent of the sales or profits come from 20 percent of the cus-
tomers. Thus, retailers could group their customers into two categories on the 
basis of their CLV scores. One group would be the 20 percent of the customers 
with the highest CLV scores, and the other group would be the rest. However, 
this two-segment scheme, “best” and “rest,” does not consider important differ-
ences among the 80 percent of customers in the “rest” segment.  27     A commonly 
used segmentation scheme divides customers into four segments, as illustrated in 
Exhibit 11–2, or even 10 deciles. This scheme allows retailers to develop more 
effective strategies for each of the segments. Each of the four segments is de-
scribed next.  

  •    Platinum segment.  This segment is composed of the customers with the top 
25 percent CLVs. Typically, these are the most profitable and loyal 
customers who, because of their loyalty, are typically not overly concerned 
about merchandise prices. Customers in this quartile buy a lot of the 
merchandise sold by the retailer and often place more value on customer 
service.  

Most Profitable
Customers

Least Profitable
Customers

Platinum

Gold

Iron

Lead

  EXHIBIT 11–2   
 The Customer Pyramid  

 SOURCE: Valarie Zeithaml, Roland Rust, and Katherine Lemon, “The Customer Pyramid: Creating 
and Serving Profitable Customers,”  California Management Review  43 (Summer 2001), p. 125. 
 Reprinted by permission. 
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  • Gold segment.  The next quartile of 
customers, in terms of their CLVs, 
make up the gold segment. Even 
though they buy a significant amount 
of merchandise from the retailer, they 
are not as loyal as platinum customers 
and probably patronize some of the 
retailer’s competitors. The profitability 
levels of the gold-tier customers are 
less than those of the platinum-tier 
customers because price plays a 
greater role in their decision making.  

  • Iron segment.  The customers in this 
quartile purchase a modest amount 
of merchandise, but their spending 
levels, loyalty, and profitability are 
not substantial enough for special 
treatment.  

  • Lead segment.  Customers with the lowest CLVs can make a negative contribution 
to the firm’s income. They often demand a lot of attention but do not buy much 
from the retailer, or they buy a lot of merchandise on sale and abuse return 
privileges. They may even cause additional problems by complaining about the 
firm to others.   

  The use of customer lifetime values to classify customers into these segments is 
based on the profitability of the customers, not sales. The use of sales for identifying 
a retailer’s better customers can be misleading. For example, airlines assign rewards in 
their frequent-flier programs on the basis of miles flown. These programs provide 
the same rewards to customers who take low-cost, less profitable flights as to those 
who make a larger contribution to the airline’s profit by flying first class and paying 
nondiscounted prices. Some airlines, such as Lufthansa, have adopted a CLV measure 
based on the profitability of the miles flown instead of the number of miles.  28       

 RFM Analysis   An    RFM analysis    (recency, frequency, monetary analysis), often 
used by catalog retailers and direct marketers, is a scheme for identifying the re-
tailer’s best prospects on the basis of how recently they have made a purchase, how 
frequently they make purchases, and how much they have bought. Exhibit 11–3 is 
an example of an RFM analysis done by a catalog apparel retailer that mails a cata-
log each month to its customers. 

  Simply looking at how many miles these customers have flown may be a poor 
indicator of their lifetime values.  

 EXHIBIT 11–3 
 RFM Analysis for a 
Catalog Retailer 

  * Percentage of customers in the cell who made a purchase from the last catalog mailed to them.  

SOURCE: Reprinted by permission of Harvard Business School Press. Adapted from Robert Blattberg, Gary Getz, and Jacquelyn 
Thomas,  Customer Equity: Building and Managing Relationships as Valuable Assets  (Boston: Harvard Business School Press, 2001), 
p. 18. Copyright © 2001 by the Harvard Business School Publishing Corporation; all rights reserved. 

     RECENCY

   Frequency     Monetary          0–2 months   3–4 months   5–6 months   Over 6 months    

  1–2   ,$50   5.0%  *     3.5%   1.0%   0.1%  

  1–2   Over $50   5.0   3.6   1.1   0.1  

  3–4   ,$150   8.0   5.0   1.5   0.6  

  3–4   Over $150   8.8   5.0   1.7   0.8  

  5–6   ,$300   10.0   6.0   2.5   1.0  

  5–6   Over $300   12.0   8.0   2.7   1.2  

  Over 6   ,$450   15.0   10.0   3.5   1.8  

  Over 6   Over $450   16.0   11.0   4.0   2.0      
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  The catalog retailer divides its customers into 32 groups or segments on the 
basis of how many orders each customer has placed during the last year, how much 
merchandise the customer has purchased, and the last time the customer placed an 
order. Each segment is represented by one cell in Exhibit 11–3. For example, the 
customers in the upper-left cell have made one or two purchases in the last year, 
made a purchase within the last two months, and purchased less than $50 of 
merchandise. 
  Catalog retailers often use this type of analysis to determine which customer 
groups should receive catalogs. For each of the RFM groups, they will determine 
the percentage of customers in the group who made a purchase from the last cata-
log sent to them. For example, 5 percent of the customers in the upper-left cell of 
Exhibit 11–3 placed an order from the last catalog sent to them. With information 
about the response rate and the average gross margin from orders placed by cus-
tomers in each cell, the catalog retailer can calculate the expected profit from 
sending catalogs to different customers. For example, if the average gross margin 
from orders placed by customers in the upper-left cell is $20 and the cost of send-
ing a catalog to customers in the cell is $0.75, the catalog would make $0.25 per 
customer from each catalog mailed to those customers. 

$20 contribution 3 .05 response
5 $1.00 expected contribution 2 $0.75 cost
5 $0.25 per customer.

  Thus, RFM analysis is basically a method of estimating the CLV using the re-
cency, frequency, and monetary value of past purchases. Exhibit 11–4 illustrates 
how RFM can be used to develop customer target strategies. Retailing View 11.3 
describes how CVS Caremark uses the data it collects and analyzes to target 
promotions. 

 RETAILING VIEW   CRM at CVS Caremark, Inc.   11.3 
 The market intelligence group at CVS Caremark is responsible 
for analyzing the purchasing data the retailer has on its custom-
ers and developing programs and promotions that increase CVS 
pharmacy’s share of wallet. Customers in its ExtraCare 
 frequent-shopper program earn ExtraBucks—2 percent on most 
in-store and online purchases and $1 for every two prescriptions 
purchased—that can be used when shopping in its stores or on-
line. ExtraCare customers also receive e-mails and direct mailings 
with helpful health and beauty insights, new product information, 
and valuable coupons, in addition to free merchandise when CVS 
Caremark has special vendor promotions. 
  By analyzing the buying behavior of its ExtraCare custom-
ers, CVS discovered some interesting opportunities for cross-
promotions. For example, about two-thirds of the customers 
buying toothpaste did not buy toothbrushes from CVS Care-
mark. To encourage its ExtraCare customers to buy tooth-
brushes as well as toothpaste, the retailer targets these 
customers for a special toothbrush promotion. 
  It also uses special promotions to increase the average size of 
its customers’ market basket. For example, it offers a $4 coupon 
to customers with an average market basket of $15 who buy 
$25 of merchandise. Customers who normally purchase $25 of 
merchandise get a $10 coupon if they make a $50 purchase. 

  Each quarter CVS Caremark distributes over 5 million 
messages to its customers. These messages contain informa-
tion and offers tailored to the customers’ buying behaviors. 
Like most drugstore chains, over 20 percent of its sales involve 
some form of promotion. The promotions increase sales but 
can lower its gross margin. CVS Caremark experiments with 
different messages and offerings and then analyzes customer 
buying behavior to determine which promotions are more 
profitable. 
  CVS Caremark is very concerned about its customers’ pri-
vacy. Its programs are opt-in, and therefore it sends mailings 
only to customers who give it permission to do so. At times, it 
uses outside processing companies as its agents to help print 
and send mailings, but these agents never receive any personal 
customer information beyond name and address. CVS Care-
mark values its customers’ privacy and never gives or sells any 
specific information about them to any manufacturer or direct 
marketer. 

 Sources: Personal communication, February 6, 2010; Antoinette Alexander, 
“Consumers Put Extracare in Saving,”  Drug Store News , February 9, 
2009, pp.1–2; Mike Troy, “Consumer Insights Drive Success,”  Retailing 
Today,  March 17, 2008, pp. 3–4.  
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  EXHIBIT 11–4 
 RFM Target Strategies  

 RECENCY

   Frequency     Monetary          0–2 months   3–4 months   5–6 months   Over 6 months  

  1–2   ,$50   First-time customers   Low-value customers  

  1–2   Over $50     

  3–4   ,$150   Early repeat customers   Defectors  

  3–4   Over $150     

  5–6   ,$300   High-value customers   Core defectors  

  5–6   Over $300     

  Over 6   ,$450     

  Over 6   Over $450  

  SOURCE: Reprinted by permission of Harvard Business School Press. Adapted from Robert Blattberg, Gary Getz, and Jacquelyn 
Thomas,  Customer Equity: Building and Managing Relationships as Valuable Assets  (Boston: Harvard Business School Press, 2001), 
p. 18. Copyright © 2001 by the Harvard Business School Publishing Corporation; all rights reserved.  

      DEVELOPING CRM PROGRAMS  
 Having classified customers on the basis of a statistical model estimating CLV or an 
RFM set of rules, the next step in the CRM process is to develop CRM programs 
for the different customer segments (see Exhibit 11–1). For example, the CRM pro-
grams directed toward customers in the high-CLV segment (high-RFM value) at-
tempt to maintain loyalty, increase retention, and gain a greater share of wallet by 
providing more value to them. Some customers that have a low-CLV and have made 
infrequent, small purchases might be first-time customers. The objective of CRM 
programs directed toward this segment of customers is to convert them into repeat 
customers and eventually high-value customers. However, customers who have a 
low lifetime value, have not purchased, or are committed to another retailer and 
may be difficult to capture are not worth pursuing. In the following sections, we 
discuss programs retailers use to (1) retain their best customers, (2) convert good 
customers into high-LTV customers, and (3) get rid of unprofitable customers.  

 Customer Retention 
 Four approaches that retailers use to retain and increase share of wallet from their 
best customers are (1) frequent-shopper programs, (2) special customer services, 
(3) personalization, and (4) community.  

 Frequent-Shopper Programs   As mentioned previously, frequent-shopper 
programs are used to both build a customer database by identifying customers by 
their transactions and encourage repeat purchase behavior and retailer loyalty. 
However, the effects of these programs on building loyalty are limited. Some sug-
gestions for designing programs that build repeat purchases and loyalty are:  

  •    Use tiers.  Rewards should be tiered according to the volume of purchase to 
motivate customers to increase the level of their purchases. The tiers can be 
based on individual or cumulative transactions. Some programs combine both 
discounts and points for rewards. For example, a $5 discount on purchases 
between $100 and $149.99, $10 dollars off purchases from $150 to $249.99, and 
$15 off purchases of $250 or more. Beyond $250, customers accumulate points 
that can be redeemed for rewards, such as free merchandise. Customers generally 
accept the idea that people who spend more should receive greater rewards.  

  •    Offer choices.  Not all customers value the same rewards. Thus, the most effective 
frequent-shopper programs offer customers choices. For example, Coles Myer, a 
leading Australian retailer, originally offered customers air miles but shifted to a 
menu of rewards when it discovered that many customers did not value air 
miles. Sainsbury, a U.K. supermarket chain, allows customers to use their Nectar 
points for vouchers at a variety of retail partners, such as Blockbuster.  
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  •    Incorporate charitable contributions.  Link the frequent-shopper program to 
charitable causes. For example, Target donates 1 percent of all purchases 
charged to Target’s REDcard to a program that benefits local schools. 
Although these altruistic rewards can be an effective part of a frequent-
shopper program, such incentives probably should not be the focal point of 
the program. Research indicates that the most effective incentives benefit the 
recipient directly, not indirectly, as is the case with charitable contributions.  

  •    Reward all transactions.  To ensure they collect all customer transaction data and 
encourage repeat purchases, programs need to reward all purchases, not just 
purchases of selected merchandise.  

  •    Feature transparency and simplicity.  Customers need to be able to understand 
quickly and easily when they will receive rewards, what the rewards are, how 
much they have earned, and how they can redeem the points they have 
accumulated. The ground rules need to be clearly stated. There should be no 
surprises or confusion. Some companies mail a separate catalog to customers 
that describes the reward levels and available prizes. Knowing exactly what the 
rewards are pushes customers to move to the next spending level to receive 
the desired prizes.    

 Limitations   Three factors limiting the effectiveness of frequent-shopper pro-
grams are cost, negative reactions to changes, and inability to develop strategic 
advantage. First, frequent-shopper programs can be expensive. For example, a 1 
percent price discount can cost large retailers over $100 million a year. In addi-
tion, for a large retailer, the initial launch and maintenance investments (store 
training, marketing, fulfillment support, and information technology and systems 
costs) can be as high as $30 million. Annual maintenance costs can reach $5 million 
to $10 million when marketing, program support, offer fulfillment, customer 
 service, and IT infrastructure costs are included. Then there are the marketing 
support costs needed to maintain awareness of the program. 
  Second, it is difficult to make corrections in programs when problems arise. Pro-
grams become part of the customer’s shopping experience, so customers must be in-
formed about even the smallest changes in programs. They react negatively to any 
perceived “take away” once a program is in place, even if they are not actively involved 
in it. Negative reactions can reduce customer trust in and loyalty toward the retailer. 
  Third, and perhaps most important, it is difficult to gain a competitive advan-
tage based on a frequent-shopper program. Because the programs are visible, they 
can be easily duplicated by competitors. Between 50 and 70 percent of all grocery 
retailers offer a loyalty card to their customers, and 80 percent of households have 
at least one of these grocery stores’ cards in their wallets. Yet the perceived 
value of the cards is low. Supermarkets’ loyalty cards allow customers access to 
price discounts, which encourages the price-conscious shoppers but not necessarily 
the loyal customer who would shop at the store regardless of whether it offered 
discounts or points for prizes. In general, consumers see little difference between 
the programs when they all provide a minor discount on detergent.  29   
    To avoid these problems, retailers are offering special customer services and more 
personalized benefits and are engaging customers in communities to build loyalty 
from their best customers rather than focusing on price discounts. These benefits are 
based on the retailer’s unique knowledge of the customer and are more “invisible” to 
competitors. Retailing View 11.4 describes how the Neiman Marcus InCircle pro-
gram goes beyond offering price discounts to build loyalty with its best customers.    

 Special Customer Services   Some retailers provide unusually high-quality 
customer service to build and maintain the loyalty of their best customers. Nord-
strom holds complementary private parties for invitees to view new clothing lines. 
Saks Fifth Avenue offers free fur storage, complimentary tailoring, and dinner at 
the captain’s table on a luxury cruise line. Neiman Marcus InCircle members 
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 receive exclusive offers and shopping events and earn Perk Cards good for  in-store 
dining, alterations, parking, delivery, and more.   

 Personalization   An important limitation of CRM strategies developed for mar-
ket segments, such as a platinum segment in the customer pyramid (Exhibit 11–2), 
is that each segment is composed of a large number of customers who are not iden-
tical. Thus, any offering will be most appealing for only the typical customer and 
not as appealing to the majority of customers in the segment. For example, custom-
ers in the platinum segment with the highest CLVs might include a 25-year-old 
single woman whose needs are quite different from those of a 49-year-old working 
mother with two children. 
  With the availability of customer-level data and analysis tools, retailers can now 
economically offer unique benefits and target messages to individual customers. 
They have the ability to develop programs for small groups of customers and even 
specific individuals. For example, at Harry Rosen, a Canadian men’s apparel specialty 
retailer, customers are occasionally contacted by the salesperson with whom they 

 RETAILING VIEW   CRM at Neiman Marcus   11.4 
 All Neiman Marcus credit card customers are 
enrolled in the Neiman Marcus InCircle pro-
gram and receive rewards, services, and special 
gifts. Customers whose higher spending levels 
place them in the President’s or “Chairman’s” 
category receive additional rewards and ser-
vices. The median household income of the 
over 500,000 InCircle members is $877,000, 
and they spend an average of over $10,000 
per year at Neiman Marcus. 
  Like other frequent-shopper programs, 
customers earn points for each dollar charged 
on their Neiman Marcus credit cards. How-
ever, these points are redeemed for truly 
unique rewards such as a limited-edition 
Emilio Pucci silk scarf, an eight-night excursion 
through  India, or a complete Sony home 
movie theater. Reward options are refined and 
expanded annually, but the options are always 
designed to enhance Neiman’s exclusive image 
and reputation for uniqueness. 
  InCircle members receive frequent com-
munications from Neiman Marcus throughout 
the year, including emails and the quarterly 
 InCircle  Entrée  magazine, a quality publication 
produced by Time, Inc. publishers .  
  Customer relationships are also nurtured at the store level. 
Neiman’s sales associates can tap into information about 
 customers’ past purchases and shopping behaviors and are 

 encouraged to contact these customers 
personally. Sales associates have the 
freedom to be creative in helping InCir-
cle customers shop in multiple depart-
ments and use the various services from 
in-store gift wrapping to travel services 
through InCircle Access. 

  Neiman Marcus’s InCircle program provides special benefits to build the 
retailer’s share of wallet with its best customers.  

  Recognizing the value of these preferred customers,  Neiman 
invites InCircle members to participate in various surveys and 
provide feedback and suggestions on how Neiman can improve 
its customers’ shopping experience.   

 Sources: Vanessa O’Connell, “Posh Retailers Pile on Perks for Top 
Customers,”  Wall Street Journal,  April 26, 2007; www.incircle.com 
 (accessed August 29, 2007); www.neimanmarcus.com (accessed 
 August 29, 2007).  

 REFACT 
 In 1984, Neiman Marcus 
launched the first frequent-
shopper program sponsored 
by a retailer.  30     
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have developed a personal relationship. If Harry Rosen receives a new shipment of 
Armani suits, the salesclerk will contact customers who have purchased Armani in the 
past. If a customer has been relatively inactive, the retailer might send him a $100 
certificate on something he has not bought in a while.  31   
    Developing retail programs for small groups or individual customers is referred 
to as    1-to-1 retailing   . Many small, local retailers have always practiced 1-to-1 
retailing. They know each of their customers, greet them by name when they walk 
into the store, and then recommend merchandise they know the customers will 
like. These local store owners do not need customer databases and data-mining 
tools; they have the information in their heads. But most large retail chains and 
their employees do not have this intimate knowledge of their customers. Thus, the 
CRM process enables larger retailers to efficiently develop relationships similar to 
those that many small local retailers have with customers. 
  The Internet channel provides an opportunity for retailers to automate the 
practice of 1-to-1 retailing. Some use site registration to customize what shoppers 
see according to their demographic data and expressed interests.  32     Others have 
shoppers rate specific products they like the most so that they receive “similar 
item” recommendations. 
  Nearly every retailer using an electronic channel allows shoppers to search selec-
tively for the items in which they are most interested. Some retailers attempt to 
match specialized promotions to the customer’s search. If someone is searching for 
cell phones, for instance, the Web site can offer a “10 percent off” sale on cell phones. 
The retailer can also customize its home page so that the next time the customer logs 
on, he or she will see special promotions on items similar to those previously searched. 
Amazon.com, for instance, greets customers by name on its home page, and the 
products displayed are based on the company’s analysis of past purchasing behavior. 
  The personalized rewards or benefits that customers receive are based on unique 
information possessed by the retailer and its sales associates. This information, in 
the retailer’s customer database, cannot be accessed or used by competitors. Thus, 
it provides an opportunity to develop a sustainable competitive advantage. 
  The effective use of this information creates the positive-feedback cycle in the 
CRM process (see Exhibit 11–1). Increasing repeat purchases from a retailer in-
creases the amount of data collected from the customer, which enables the retailer 
to provide more personalized benefits, which in turn increases the customer’s pur-
chases from the retailer.   

  Amazon customizes the 
landing page for each visitor 
on the basis of his or her 
past search behavior and 
purchases  .
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 Community   A fourth approach for building customer retention and loyalty is to 
develop a sense of community among customers. A    retail brand community    is a 
group of customers who are bound together by their loyalty to a retailer and the 
activities in which the retailer engages. Community members identify themselves 
with other members and share a common interest and participation in activities re-
lated to the retailer. They also feel an obligation to attract new members of the com-
munity and help other members of the community by sharing their experiences and 

 REI is a category specialist tar-
geting people who engage in 
active, outdoor activities. It op-
erates more than 80 stores in 
27 states that offer apparel, 
equipment, and services and 
also provide a variety of in-
store facilities for testing equip-
ment, including bike test trails, 
climbing pinnacles, and camp 
stove demonstration tables. 
  REI has developed a sense 
of community among its cus-
tomers by providing a vast ar-
ray of services that encourage 
outdoor enthusiasts to interact 
with one another and share 
their experiences. Frequent in-
store clinics and REI-sponsored 
events provide opportunities 
for customers to learn about the 
outdoors and rugged sports. 
REI is committed to helping 
people enjoy outdoor activities 
ranging from weekend family 
camping trips to Mt. Everest 
expeditions. 
  REI annually arranges for 
more than 90 domestic and in-
ternational small-group tours. 
These tours avoid the typical tourist destinations, focusing on 
bicycling, trekking, kayaking, hiking, camping, and mountaineer-
ing adventures. Get-away weekends that it sponsors include 
rock climbing in northern Virginia and New Hampshire; kayak-
ing in the San Juan Islands, Charleston harbor, and Yellowstone 
lakes; and backpacking in the Shenandoah and Smokey Moun-
tains. Each store organizes local volunteer stewardship projects 
dedicated to restoring and improving areas in which people can 
better enjoy outdoor recreation. The stores recruit local mem-
bers and volunteers to perform hands-on, community-based 
conservation work. 
  REI emphasizes that one of the best parts of participating 
in the volunteer activities, adventure trips, and weekend activi-
ties is being with other REI members who share common val-
ues and a passion to explore the world around them. 

Participants will make connec-
tions with new friends whom 
they will want to keep for life. 

 REI uses its Web site to 
foster the sense of community 
among its members. On the 
Web site, the members can 
find information about volun-
teer activities near where 
they live and special events in 
their local stores, as well as 
more detailed product infor-
mation. The company commu-
nicates with its members 
through its blogs, Facebook, 
and Twitter. Members can 
share pictures of their experi-
ences on the Web site. 

 REI’s employees are in-
volved in and contribute to 
building this sense of commu-
nity among its customers. In 
2005, REI was inducted into 
 Fortune  magazine’s “Hall of 
Fame” and included in  Fortune ’s 
“100 Greatest Places to Work.” 
This recognition is based on 
REI’s outdoor-focused culture 
that encourages outdoor activity 
as an extension of its business, 

its community involvement and support for outdoor-focused 
clubs and nonprofit organizations, and its Brand Challenge 
Grant program that provides equipment and clothing to em-
ployees for outdoor adventures. 
  REI’s ownership structure also contributes to the sense of 
community members have toward the retailer. REI is the largest 
consumer cooperative (co-op) in the United States. Anyone can 
shop at REI, but co-op members, who pay $20 for a lifetime 
membership, own the company. The 3.5 million active members 
vote for REI’s board of directors and receive the majority of the 
co-op’s profits through annual refunds based on their purchases. 

 Sources: www.rei.com (accessed July 14, 2010); Christopher Tkaczyk, 
“100 Best Companies to Work For—REI,”  Fortune,  June 14, 2010, p. 52; 
Kate Pickert, “Camping for the Hotel Set,”  Time,  May 4, 2009, p. 48.  

 RETAILING VIEW    REI’s Retail Community Provides Value and 
Builds Customer Loyalty 

  11.5 

    REI develops a sense of community associated with the 
retailer by offering outdoor adventures and volunteer 
activities.  
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product knowledge. By participating in such a community, customers become more 
reluctant to leave the “family” of other people patronizing the retailer.  33   
    The Nike stores create a sense of community by hosting running groups that 
meet two times a week, after which the runners meet at the store for refreshments. 
Members who have logged more than 100 miles earn special recognition, and the 
Nike Plus Web site communicates with runners’ Apple iPods to track their run-
ning metrics. More than half of the runners involved in Nike’s program use this 
system, visiting the Web site more than four times a week. In comparison, even 
Starbucks’ core customers frequent its stores only about 15 times a month.  34     Re-
tailing View 11.5 describes REI’s community of outdoor enthusiasts.    

 Converting Good Customers into Best Customers 
 In the context of the customer pyramid (Exhibit 11–2), increasing the sales made to 
good customers is referred to as  customer alchemy —converting iron and gold custom-
ers into platinum customers.  35     A way to achieve customer alchemy is through    add-on 
selling   , which involves offering and selling more products and services to existing 
customers to increase the retailer’s share of wallet with these customers. 
    A retailer’s customer database also reveals opportunities for add-on selling. 
Many retailers use their data on customers’ shopping histories to suggest products 
to them. For example, if a supermarket discovers that customers are buying cat 
food and not kitty litter, it might distribute coupons for kitty litter to the custom-
ers. These coupons could be provided to the customers when they enter the store 
and swipe their frequent-shopper cards, when they log on to the retailer’s 
Web site, or through messages sent to the customers’ mobile phones. 

   Amazon.com is a master of generating add-on sales through its recommenda-
tions. Personalized recommendations, based on past purchases, are made when con-
sumers first visit the Web site. If they scroll down to get more information about a 
book, the site recommends other books that have been bought by customers who 
purchased the book being examined. Then a bundle of two books, the one being 
examined and a complementary book, is offered at a discounted price.  36  

    American Girl provides many add-on sales opportunities for its customers. In its 
seven retail stores, Web site, and catalog, American Girl offers a line of historical 
18-inch dolls and accessories. The initial 
line of dolls, introduced in 1986, were 
9-year-old fictional heroines that lived in 
important times in America’s past These 
historical dolls and associated apparel and 
accessories provide “girl-sized” views of 
significant events that shaped the United 
States. The company added a contempo-
rary line of dolls and accessories, called 
Just Like You, that represent the individu-
ality and diversity of today’s American 
girls. American Girl has earned the loy-
alty of millions of girls and the trust of 
their parents. For younger girls, ages 3 to 
6, American Girl also introduced the Bitty 
Baby line of soft, huggable baby dolls and 
related toys. Since 1986, 18 million Amer-
ican Girl dolls have been sold through the 
company’s retail stores, Web site, and 
catalogs. 
    Before bringing home a Kit Kittredge doll for Christmas, Pam Stolte wanted 
to make sure it was what her daughter Avery really wanted. This member of the 
American Girl doll collection was not cheap. Stolte made sure Avery would not 

    American Girl offers its 
customers many 
opportunities for making 
more and continued 
purchases of products and 
services it offers.  
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let the $89 doll sit alone in a corner in her room. Three years later, Kit accompa-
nies Avery to ballet and soccer (in appropriate athletic and dance outfits that her 
parents have bought) and goes on family trips. Avery took the doll to see herself 
in the movie  Kit Kittredge: An American Girl,  and her parents bought the DVD of 
the movie for Avery. 
    American Girl also offers Avery the opportunity to buy accessories for her doll 
and a six-book series about each of the dolls and to subscribe to an American Girl 
magazine. But the major opportunity for add-on sales comes when Avery takes a 
trip with her mother to an American Girl store. The store trip is likely to include 
a photo shoot of Avery with her doll, a salon visit to shape and style her doll’s hair, 
a three-course lunch at the café with a seat provided for her doll, and the purchase 
of an outfit to match her doll’s outfit. If repairs are needed, the store has a hospital. 
This outing can cost more than $300, but parents, after getting over the sticker 
shock, feel the experience is worth it. 
    Community activities have been developed around American Girl dolls. For 
example, local libraries host American Girl parties. The events attract 40 girls and 
their dolls and focus on the time period of specific dolls. Service organizations 
have developed American Girl fashion shows to support local charities.  37     

 Dealing with Unprofitable Customers 
 In many cases, the bottom tier of customers actually has a negative CLV. Retail-
ers lose money on every sale they make to these customers. For example, catalog 
retailers have customers who repeatedly buy three or four items and return all 
but one of them. The cost of processing two or three returned items is much 
greater than the profits coming from the one item that the customer kept. Cus-
tomers in the bottom tier may also be there because they stopped buying from 
the store and then started again. For example, customers may vanish because a 
competitor is offering a more attractive offer or they are dissatisfied and then 
return months or years later as a new customer. The costs of their (re)acquisition 
make them unprofitable. The process of no longer selling to these unprofitable 
customers can be referred to as “getting the lead out,” in terms of the customer 
pyramid.  38   
    Approaches for getting the lead out are (1) offering less costly services to satisfy 
the needs of lead customers and (2) charging customers for the services they are 
abusing. For example, a retailer might get 50,000 Web site visits a day and 70,000 
daily calls, about three-quarters of which go to automated systems that cost the 
company less than $1 each. The remaining calls are handled by call center agents, 
who cost $13 per call. The retailer could contact 25,000 lower-tier customers who 
placed a lot of calls to agents and tell them they must use the Web site or auto-
mated calls for simple account and price information. Each name could be flagged 
and routed to a special representative who would direct callers back to automated 
services and tell them how to use it. 
    Customers who make an excessive number of returns typically are unprofitable. 
Some examples of these costly returners include people who buy a large-screen 
television for their Super Bowl party and then return it after the game or who buy 
an expensive dress for a special occasion and return it after they wear it once. Pro-
fessional thieves steal merchandise from stores and return it for cash refunds or 
credits that they can turn into cash by selling them at a discount on the Internet. 
Best Buy is undertaking a strategy to focus on gold and platinum customers and 
get rid of lead customers. To lure high spenders, it is providing more effective 
customer service. To discourage undesirable customers, it is reducing promotions 
that tend to draw them into the store and removing them from direct marketing 
lists. The challenge is to deter bad customers without turning off good ones. Best 
Buy cannot bar undesirable customers from its stores, but it is taking steps to put 
a stop to their most damaging practices. It’s enforcing a restocking fee of 15 per-
cent of the purchase price on returned merchandise. 
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    Rejecting customers is a delicate business. Filene’s Basement was criticized ex-
tensively by the press for asking two Massachusetts customers not to shop at 
its stores because of their frequent returns and complaints. Best Buy’s CEO 
 apologized in writing to students at a Washington, D.C., school after employees at 
one store barred a group of African-American students while admitting a group of 
white students.     

 IMPLEMENTING CRM PROGRAMS  
 As discussed throughout this chapter, increasing sales and profits through CRM 
programs is a challenge. Effective CRM strategies require more than appointing a 
CRM manager, installing a computer system to manage and analyze a customer 
database, and making speeches about the importance of customers. The effective 
implementation of CRM programs requires the close coordination of activities by 
different functions in a retailer’s organization. The IT department needs to collect 
and analyze the relevant information and make it readily accessible to the employ-
ees implementing the programs—the frontline service providers and sales associ-
ates and the marketers responsible for communicating with customers through 
impersonal channels (mass advertising, direct mail, e-mail). Store operations and 
human resource management needs to hire, train, and motivate the employees 
who will be using the information to deliver personalized services. 
    Most retailers are product-centric, not customer-centric; as shown in Chapter 9, 
buyers in a retail firm are organized by type of product. Typically, there is no area 
of a retail firm organized by customer type and responsible for delivering products 
and services to different types of customers. Perhaps in the future, retailers will 
have market managers to perform this coordinating function.      

 To develop a strategic advantage, retailers must effectively 
manage their critical resources—their finances (Chapter 6), 
human resources (Chapter 9), real estate and locations 
(Chapters 7 and 8), inventory and information (Chapter 
10), and customers (Chapter 11). This chapter focuses on 
activities that retailers undertake to increase their sales and 
profits by providing more value to their better customers. 
Customer relationship management is a business philoso-
phy and set of strategies, programs, and systems that fo-
cuses on identifying and building loyalty with a retailer’s 
most valued customers. Loyal customers are committed to 
patronizing a retailer and are not prone to switch to a com-
petitor. In addition to building loyalty through increasing 
customer value, CRM programs are designed to increase 
the share of wallet from the retailer’s best customers. 
  Customer relationship management is an iterative pro-
cess that turns customer data into customer loyalty 
through four activities: (1) collecting customer data, (2) 
analyzing the customer data and identifying target cus-
tomers, (3) developing CRM programs, and (4) imple-
menting CRM programs. The first step of the process is 
to collect and store data about customers. One of the chal-
lenges in collecting customer data is identifying the cus-
tomer in connection with each transaction. Retailers use a 
variety of approaches to overcome this challenge. 

  The second step is to analyze the data to develop in-
sights into shopping behaviors and identify the most 
profitable customers. An example of retail analytics is a 
market basket analysis that provides information for the 
location of merchandise categories. Two approaches 
used to rank customers according to their profitability 
are calculating the customer’s lifetime value and catego-
rizing customers on the basis of characteristics of their 
buying behavior—their recency, frequency, and mone-
tary value. 
  Using this information about customers, retailers can 
develop programs to build loyalty in their best custom-
ers, increase their share of wallet with better customers 
(e.g., converting gold customers into platinum custom-
ers), and deal with unprofitable customers (getting the 
lead out). Four approaches that retailers use to build loy-
alty and retain their best customers are (1) launching 
frequent-shopper programs, (2) offering special cus-
tomer services, (3) personalizing the services they pro-
vide, and (4) building a sense of community. Unprofitable 
customers are dealt with by developing lower-cost ap-
proaches for serving them. Effectively implementing 
CRM programs is difficult because doing so requires co-
ordinating a number of different areas in a retailer’s 
organization.   

 SUMMARY 
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  add-on selling,  293     
  cookies, 281      
  customer database,  278     
  customer lifetime value (CLV),  284     
  customer loyalty,  276     
  customer relationship management 

(CRM),  275     

  80-20 rule,  285     
  frequent-shopper program,  280     
  loyalty program,  280     
  market basket analysis,  283     
  1-to-1 retailing,  291     
  opt in,  282     

  opt out,  282     
  private-label credit card,  280     
  retail brand community,  292     
  RFM analysis,  286     
  share of wallet,  276        

 KEY TERMS  

   1.    CONTINUING ASSIGNMENT  Interview the 
store manager working for the retailer you have se-
lected for the Continuing Assignment. Ask the man-
ager if the store offers a frequent-shopper/loyalty 
program and how effective it is in terms of increasing 
the store’s sales and profits. Find out why the man-
ager has these views and what could be done to in-
crease the effectiveness of the program. Then talk to 
some customers in the store. Ask them why they are 
members or not. Find out how membership in the 
program affects their shopping behavior and relation-
ship with the retailer.  

   2.    INTERNET EXERCISE  Go to the home page of a 
retailer that you frequent and review its privacy policy. 
How is this retailer protecting its customers’ informa-
tion? Which policies, or lack of policies, raise your 
concern? Why? Which policies give you comfort that 
your private information is being protected? Why?  

   3.    INTERNET EXERCISE  Go to the Web site of 
the Electronic Privacy Information Center (www.

epic.org), and review the issues raised by the organi-
zation. What does this watchdog organization feel are 
the most important retailers’ consumer privacy is-
sues? How will these issues evolve in the future?  

   4.    INTERNET EXERCISE  Go to Macy’s credit 
card home page at www1.macys.com/service/credit/
overview.ognc. Read about the different levels of 
membership for this customer rewards program. 
Describe how Macy’s is using the customer pyramid 
(Exhibit 11–2) in its CRM program to target and 
classify customers. Does this loyalty program en-
courage good customers to become best customers? 
Explain why or why not.  

   5.    INTERNET EXERCISE  Go to the home page of 
1-800-Flowers at www.1800flowers.com, and read 
about the Fresh Rewards program. How does this 
company’s CRM program help it to track its best 
customers, grow its business, and increase customer 
loyalty?     

 GET OUT AND DO IT!  

   1.   What is a customer relationship management (CRM) 
program? Describe one CRM program that you have 
participated in as a customer.  

   2.   Why do retailers want to determine the lifetime value 
of their customers? How does past customer behavior 
help retailers anticipate future customer retention?  

   3.   Why do some customers have a low or negative CLV 
value? What approach can retailers take with these cus-
tomers to minimize their impact on the bottom line?  

   4.   Why do customers have privacy concerns about the 
frequent-shopper programs that supermarkets offer, 
and what can supermarkets do to minimize these 
concerns?  

   5.   What are some examples of opportunities for add-on 
selling that might be pursued by (a) travel agents, (b) 
jewelry stores, and (c) dry cleaners?  

   6.   Which of the following types of retailers do you think 
would benefit most from instituting a CRM program: 
(a) supermarkets, (b) banks, (c) automobile dealers, or 
(d) consumer electronics retailers? Why?  

   7.   Develop a CRM program for a local store that sells 
apparel and gifts with your college’s or university’s 
logo. What type of information would you collect 
about your customers, and how would you use this in-
formation to increase the sales and profits of the store?  

   8.   What are the different approaches retailers can use to 
identify customers by their transactions? What are 
the advantages and disadvantages of each approach?  

   9.   A CRM program focuses on building relationships 
with a retailer’s better customers. Some customers 
who do not receive the same benefits as the retailer’s 
best customers may be upset because they are treated 

 DISCUSSION QUESTIONS AND PROBLEMS  
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differently. What can retailers do to minimize this 
negative reaction?  

   10.   Think of one of your favorite places to shop. How 
does this retailer create customer loyalty and satisfac-
tion, encourage repeat visits, establish an emotional 
bond between the customer and the retailer, know the 

customer’s preferences, and provide personal attention 
and memorable experiences to its best customers?  

   11.   How would a retailer use transactions, customer con-
tacts, customer preferences, descriptive information, 
and responses to marketing activities in its customer 
database?     

 Bell, Chip R., and John R. Patterson.  Customer Loyalty 
Guaranteed: Create, Lead, and Sustain Remarkable Customer 
Service.  Cincinnati, OH: Adams Media, 2007. 

 Blattberg, Robert C., Edward C. Malthouse, and Scott A. 
Neslin. “Customer Lifetime Value: Empirical Generalizations 
and Some Conceptual Questions.”  Journal of Interactive 
Marketing  23 (May 2009), pp. 157–168. 

 Buttle, Francis.  Customer Relationship Management,  2nd ed. 
Newark, NJ: Butterworth-Heinemann, 2008. 

 Hochman, Larry.  The Relationship Revolution: Closing the 
Customer Promise Gap . Hoboken, NJ: Wiley, 2010. 

 Newell, Frederick.  Why CRM Doesn’t Work: How to Win by Letting 
Customers Manage the Relationship . New York: Bloomberg 
Press, 2010. 
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Section II reviewed the strategic decisions made by retailers—
the development of their retail market strategy, their finan-
cial strategy associated with the market strategy, their 
store location opportunities and factors affecting the se-
lection of a specific site, their development of human 
resources, the systems they use to control the flow of 
information and merchandise, and the approaches they 
take to manage relationships with their customers. These 
decisions are more strategic than tactical because they involve 
committing significant resources to develop long-term advantages 
over the competition in a target retail market segment.

This section, Section III, examines the more tactical merchandise 
management decisions undertaken to implement the retail strategy.

Chapter 12 provides an overview of how retailers manage their 
merchandise inventory—how they organize the merchandise planning pro-
cess, evaluate their performance, forecast sales, establish an assortment 
plan, determine the appropriate service levels, allocate merchandise to 
stores, and monitor the performance of the merchandise inventory control 
activities.

Chapter 13 explores how retailers buy merchandise from vendors—their 
branding options, negotiating processes, and vendor relationship-building 
activities.

Chapter 14 addresses the question of how retailers set and adjust prices 
for the merchandise and services they offer.

Chapter 15 looks at the approaches that retailers take to build their brand 
image and communicate with their customers.

The following section, Section IV, focuses on store management decisions.
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   Managing the Merchandise 
Planning Process  

 EXECUTIVE BRIEFING 
Darius Jackson, Buyer, Men’s Outerwear 
and Swim JCPenney

After graduating from the University of Nebraska, I went 

to work for JCPenney as an assistant buyer in the young 

men’s collections. During the preceding summer, I was an 

intern with the same team. Over the last seven years, 

I have received a number of promotions that exposed 

me to different merchandise categories and also different 

functions in the buying organization. Each promotion 

I have received at Penney’s has involved more responsi-

bility and provided the opportunity to further develop 

my merchandising and management skills. For example, 

one of my promotions to a planner position improved 

my financial analyst skills. I enjoy my job and continue 

to develop my career at JCPenney. I am given all the re-

sponsibility I can handle and the support I need to be 

successful. 

 I am currently the buyer and leader of the team that 

manages the men’s outerwear and swim merchandise cat-

egories. Our team consists of a Planner who does the 

 financial analyses, an Allocator who determines the as-

sortments that stores will have, a Direct Inventory Ana-

lyst who creates the purchase orders and monitors our 

direct (Internet and catalog) business, an Assistant Buyer, 

and a Merchandise Assistant. 

 My team is responsible for identifying opportunities 

and developing a set of brands that our customers will 

find appealing. When I was on the boy’s team, for example, 

we offered a traditional brand, US Polo, and a hip-hop, 

streetwear brand, Southpole, but didn’t have a brand tar-

geting the “stakeboarder” segment. We tested several 

brands targeting this segment and decided on Vans. Our 

customers in this segment felt Vans was more authentic 

and captured the spirit of skateboarding. 

 To be a successful you need to develop a good under-

standing of your customer and your competition. Retail-

ing is a very dynamic industry. You need to quickly read 

and respond to what your competitors are doing. I con-

tinually monitor the merchandise, prices, and promotions 

at my principal competitors, Macy’s and Kohl’s, and check 

out the latest men’s apparel fashions shown in trade pub-

lications and Web sites. I also go to five or six trade shows 

and markets each year to see the new merchandise. 

 One great thing about retailing is that you get immedi-

ate feedback on the quality of your decisions. I really look 

forward to reviewing my daily financial results, which is 

basically a report card that tracks the sales and gross 

margin generated in my merchandise categories. It’s a 

great feeling to see strategies we implemented succeed. 
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  QUESTIONS 

   What is the merchandise management process? 

   How are merchandise management processes different 
for staple and fashion merchandise? 

   How do retailers forecast sales for merchandise 
categories? 

   What trade-offs do buyers consider in developing 
merchandise assortments? 

   How do retailers plan their assortments and determine 
the appropriate inventory levels? 

   How do multistore retailers allocate merchandise 
to stores? 

   How do retailers evaluate the performance of their 
merchandise management process?    

C H A P T E R  1 2

 Merchandise management activities are undertaken primarily by buyers 
and their superiors, divisional merchandise managers (DMMs) and gen-
eral merchandise managers (GMMs). Many people view these jobs as 

very exciting and glamorous. They think that buyers spend most of their time try-
ing to identify the latest fashions and trends, attending designer shows replete 
with celebrities in Paris and Milan, and going to rock concerts and other glamor-
ous events to see what the trendsetters are wearing. But, in reality, the lives of 
 retail buyers are more like those of Wall Street investment analysts than globe-
trotting trend spotters. 
  Investment analysts manage a portfolio of stocks. They buy stocks in companies 
they think will increase in value and sell stocks in companies they believe do not 
have a promising future. They continuously monitor the performance of the 
stocks they own to see which are increasing in value and which are decreasing. 
Sometimes they make mistakes and invest in companies that do not perform well. 
So they sell their stock in these companies and lose money, but they use the money 
from the sold stocks to buy more attractive stocks. Other times, the stocks they 
buy increase dramatically in price, and they wish they had bought more shares. 
  Rather than managing a portfolio of stocks, retail buyers manage a portfolio of 
merchandise inventory. They buy merchandise they think will be popular with 
their customers. Like investment analysts, they use an information system to mon-
itor the performance of their merchandise portfolio—to see what is selling and 
what is not. Retail buyers also make mistakes. When the merchandise they bought 
is not selling well, they get rid of it by putting it on sale so that they can use the 
money to buy better-selling merchandise. However, they also might take a chance 

Even when sales are below expectations, I am excited 

about the challenge of turning things around.  

 Everyday I am doing something interesting and exciting 

in my retailing career. On any day, I might be with a na-

tional label vendor, working with our designers to develop 

private label merchandise, reviewing our financial projec-

tions with the planner, or analyzing our direct sales to see 

how we need to change the assortment to make it more 

appealing to direct customers. My job is challenging and 

rewarding, both personally and financially.
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and buy a lot of a new product and be 
rewarded when it sells well, while com-
petitors, who were more conservative, 
don’t have enough of the product. 

 Chris Manning, a former swimwear 
buyer at Macy’s, draws an analogy be-
tween surfing and buying merchandise:    

My job is like surfing. Sometimes you 
catch a big wave (trend) and it’s exhila-
rating, and sometimes you think you’ve 
caught a good wave and brown turns 
out not to be the color this season. But 
the real fun is getting the most out of 
the wave you can. Let me give you an 
example of how I worked a big wave. 
Vendors started to show tankinis—
women’s bathing suits with bikini bot-
toms and tank tops. My customers 
were women in their 40s that had a 

couple of kids. I thought they would really go for this new style because it had the 
advantages of a two-piece bathing suit, but wasn’t much more revealing than a one-
piece suit. I bought a wide color assortment—bright reds, yellows, pink, and black—
and put them in our fashion-forward stores in January for a test. The initial sales 
were good, but our customers thought they were a little too skimpy. Then I started 
to work the wave. I went back to the vendor and got them to recut the top so that the 
suit was less revealing, and I placed a big order for the colors that were selling best. 
Sales were so good that the other Macy’s divisions picked up on it, but we rode the 
wave the longest and had the best swimwear sales of all of the divisions.  1    

     Merchandise management    is the process by which a retailer attempts to 
 offer the right quantity of the right merchandise in the right place at the right 
time and meet the company’s financial goals. Buyers need to be in touch with and 
 anticipate what customers will want to buy, but this ability to sense market trends 
is just one skill needed to manage merchandise inventory effectively. Perhaps an 
even more important skill is the ability to analyze sales data continually and make 
appropriate adjustments in prices and inventory levels. 
  The first part of this chapter provides the background needed to understand 
the merchandise management process. In this introduction, we discuss how the 
process is organized, who makes the merchandise decisions, and how merchandise 
management performance is evaluated. The last part of the chapter examines the 
steps in the merchandise management process—forecasting sales, formulating an 
assortment plan, determining the appropriate inventory level, developing a mer-
chandise management plan, allocating merchandise to stores, and monitoring per-
formance. The two appendixes to this chapter provide more detailed discussions 
of the steps in developing a merchandise budget plan and the retail method of 
calculating inventory value. Other activities involved in merchandise management 
reviewed in subsequent chapters are buying merchandise (Chapter 13) and pricing 
(Chapter 14).  

 MERCHANDISE MANAGEMENT OVERVIEW  
 This section provides an overview of the merchandise management process, includ-
ing the organization of a retailer’s merchandise management activities, the objectives 
and measures used to evaluate merchandise management performance, the differ-
ences in the process for managing fashion and seasonal merchandise versus basic 
merchandise, and the steps in the merchandise management process. In the following 
section, we review each of the steps in the merchandise management process  .

  Retail merchandise management is very similar to managing an investment 
portfolio. Retail buyers make and manage investments in inventory rather 
than stocks.  
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303Managing the Merchandise Planning Process CHAPTER 12

 The Buying Organization 
 Every retailer has its own system for grouping categories of merchandise, but the 
basic structure of the buying organization is similar for most retailers. Exhibit 12–1 
illustrates this basic structure by depicting the organization of the merchandise di-
vision for a department store chain such as Macy’s, Belk, or Dillard’s. Exhibit 12–1 
shows the organization of buyers in the merchandise division. A similar structure 
for planners parallels the structure for buyers. 
    The highest classification level is the    merchandise group    .  The organization 
chart shown in Exhibit 12–1 has four merchandise groups: (1) women’s apparel; 
(2) men’s, children’s, and intimate apparel; (3) cosmetics, shoes, jewelry, and ac-
cessories; and (4) home and kitchen. Each of the four merchandise groups is 
managed by a general merchandise manager (GMM), who is often a senior vice 
president in the firm. Each of the GMMs is responsible for several departments. 
For example, the GMM for men’s, children’s, and intimate apparel makes deci-
sions about how the merchandise inventory is managed in five departments: 
men’s dress apparel, men’s sportswear, young men’s apparel, children’s apparel, 
and intimate apparel. 
    The second level in the merchandise classification scheme is the    department    .  
Departments are managed by divisional merchandise managers (DMMs). For 

MERCHANDISE GROUP PLANNING GROUP

DEPARTMENT

Div. merch.

mgr.:

men’s 

sportswear

Div. merch.

mgr.:

young men’s

apparel

Div. merch.

mgr.:

children’s 

apparel

Sr. VP,

general merch.

mgr.: 

home, kitchen

Sr. VP,

general merch.

mgr.: 

men’s, children’s,

intimate apparel

Sr. VP,

general merch.

mgr.: 

cosmetics, shoes,

jewelry, 

accessories

Sr. VP,

general merch.

mgr.: 

women’s

apparel

Buyer

Girls’

size 7–14

Sportswear Dresses Swimwear Outerwear

Girls’ Levi jeans,

size 5,

stonewashed

blue, straight leg

Chairperson

Merchandise-oriented

partner

Div. merch.

mgr.:

men’s dress

apparel

Div. merch.

mgr.:

intimate 

apparel

Buyer

Preteen

accessories

Buyer

Girls’

size 4–6

Buyer

Toddlers 

Buyer

Infants 

Buyer

Little boys 

VP

planning

Div. dir.

planning

Mgr. planning

  EXHIBIT 12–1    Illustration of Merchandise Classifications and Organization  
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 example, the DMM highlighted in Exhibit 12–1 is in charge of children’s apparel 
and manages the buyers responsible for six merchandise departments. 
    The classification is the third level for categorizing merchandise and organiz-
ing merchandise management activities. A    classification    is a group of items tar-
geting the same customer type, such as girls’ sizes 4 to 6. Categories are the next 
lower level in the classification scheme. Each buyer manages several merchandise 
categories. For example, the girls’ sizes 4 to 6 buyer manages the sportswear, 
dresses, swimwear, and outerwear categories for girls who wear sizes 4 to 6. 
    A    stock-keeping unit (SKU)    is the smallest unit available for inventory con-
trol. In soft-goods merchandise, for instance, an SKU usually means a particular 
size, color, and style. For example, a pair of size 5, stonewashed, blue, straight-
legged Levi jeans is an SKU.   

 Merchandise Category—The Planning Unit 
 The merchandise category is the basic unit of analysis for making merchandising 
management decisions. A    merchandise category    is an assortment of items that 
customers see as substitutes for one another. For example, a department store 
might offer a wide variety of girls’ dresses sizes 4 to 6 in different colors, styles, 
and brand names. A mother buying a dress for her daughter might consider the 
entire set of dresses when making her purchase decision. Lowering the price on 
one dress may increase the sales of that dress but also decrease the sales of other 
dresses. Thus, the buyers’ decisions about pricing and promoting specific SKUs in 
the category will affect the sales of other SKUs in the same category. 
    Some retailers may define categories in terms of brands. For example, Tommy 
Hilfiger might be one category and Polo/Ralph Lauren another category because 
the retailer feels that the brands are not substitutes for each other. A “Tommy” 
customer buys Tommy and not Ralph. Also, it is easier for one buyer to purchase 
merchandise and coordinate distribution and promotions for the merchandise of-
fered by a national-brand vendor. Typically, a buyer manages several categories of 
merchandise. 

  Category Management   While retailers, in general, manage merchandise at 
the category level, many supermarkets organize their merchandise management 
around brands or vendors. For instance, a supermarket chain might have three 
different buyers for breakfast cereals—one for Kellogg’s, General Mills, and Gen-
eral Foods.  2   
    Managing merchandise within a category by brand can lead to inefficiencies 
because it fails to consider the interdependencies between SKUs in the category. 

For example, the three breakfast cereal buyers for a 
supermarket chain, one for each major brand, might 
each decide to stock a new product line of gluten-
free breakfast cereals offered by Kellogg, General 
Mills, and General Foods. However, if the brand-
organized buyers had taken a category-level per-
spective, they would have realized that the market 
for wheat-free cereals was limited and the super-
market would generate more sales by stocking one 
brand of gluten-free cereals and using the space set 
aside for the other wheat-free cereal brands to stock 
a locally produced cereal that has a strong following 
among some customers. 

 The    category management    approach to man-
aging merchandise assigns one buyer or category 
manager to oversee all merchandising activities for 
the entire category. Managing by category can help 

  The chilled-drinks department consists of a number of different 
categories each managed by a buyer.  
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ensure that the store’s assortment includes the “best” combination of sizes and 
vendors—the one that will get the most profit from the allocated space.  3   

     Category Captain   Some retailers select a vendor to help them manage a par-
ticular category. The vendor, known as the    category captain    ,  works with the re-
tailer to develop a better understanding of shopping behavior, create assortments 
that satisfy consumer needs, and improve the profitability of the merchandise 
category.  4  
   Selecting vendors as category captains has its advantages for retailers. It makes 
merchandise management tasks easier and can increase profits. Vendors are often 
in a better position to manage a category than are retailers because they have su-
perior information because of their focus on a specific category. In addition, they 
have acquired insights from managing the category for other retailers. 
  A potential problem with establishing a vendor as a category captain is that the 
vendor could take advantage of its position. It is somewhat like “letting the fox into 
the henhouse.” Suppose, for example, that Frito-Lay chose to maximize its own 
sales, rather than the retailer’s sales, in managing the salty snack category. It could 
suggest an assortment plan that included most of its SKUs and exclude SKUs that 
are more profitable to the retailer, such as high-margin, private-label SKUs. Thus 
retailers are becoming increasingly reluctant to turn over these important decisions 
to their vendors. They have found that working with their vendors and carefully 
evaluating their suggestions is a much more prudent approach.  6     There are also 
antitrust considerations. The vendor category captain could collude with the re-
tailer to fix prices. It could also block other brands, particularly smaller ones, from 
access to shelf space.  7   

      Evaluating Merchandise Management Performance 
 As we discussed in Chapter 6, a good performance measure for evaluating a retail 
firm is ROA. Return on assets is composed of two components, asset turnover and 
net profit margin percentage. But ROA is not a good measure for evaluating the 
performance of merchandise managers because they do not have control over all 
of the retailer’s assets or all the expenses that the retailer incurs. Merchandise 
managers have control only over the merchandise they buy (the retailer’s mer-
chandise inventory assets), the price at which the merchandise is sold, and the cost 
of the merchandise. Thus, buyers generally have control over the gross margin but 
not operating expenses, such as store operations, human resources, real estate, and 
logistics and information systems.  

 GMROI   A financial ratio that assesses a buyer’s contribution to ROA is gross 
margin return on inventory investment (GMROI, typically pronounced “jim-roy”). 
It measures how many gross margin dollars are earned on every dollar of inventory 
investment made by the buyer. GMROI combines gross margin percentage and the 
sales-to-stock ratio, which is related to inventory turnover. 

   GMROI 5 Gross margin percentage 3 Sales-to-stock ratio  

 5
Gross margin

Net sales
 3

Net sales
Average inventory at cost

 5
Gross margin

Average inventory at cost

  The difference between the stock-to-sales ratio and inventory turnover is the 
numerator of the equation. When you are calculating the sales-to-stock ratio, the 
numerator is net sales. When you are calculating inventory turnover, the numera-
tor is the cost of goods sold. To convert the sales-to-stock ratio to inventory turn-
over, simply multiply the sales-to-stock ratio by (1 – gross margin percentage). 

 REFACT 
Red Bull (energy drinks), 
Hershey (confectionary), 
Frito-Lay (salty snacks/cook-
ies/crackers), and Pepsi-Cola 
(soft drinks) are considered 
the best category captains in 
convenience stores.  5  
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Thus, if the sales-to-stock ratio is 9.0 and the gross margin percentage is .40, the 
inventory turnover for the category is 5.4: 

Inventory turnover 5 (1 2 Gross margin percentage) 3 Sales-to-stock ratio
 5.4 5 (1 2 .4) 3 9.0

  Buyers have control over both components of GMROI. The gross margin 
component is affected by the prices they set and the prices they negotiate with 
vendors when buying merchandise. The sales-to-stock ratio is affected by the pop-
ularity of the merchandise they buy. If they buy merchandise that customers want, 
it sells quickly and the sales-to-stock ratio is high. 
  Like the profit and asset management paths to assess ROA paths, there are two 
paths to achieving high GMROI, margin and turnover. For instance, within a 
supermarket, some categories (e.g., wine) are high-margin–low-turnover, while 
other categories (e.g., milk) are low-margin–high-turnover. If the wine category’s 
performance were compared with that of milk using inventory turnover alone, 
the contribution of wine to the supermarket’s performance would be underval-
ued. In contrast, if only gross margin were used, wine’s contribution would be 
overvalued. 
  Consider the situation in Exhibit 12–2, in which a supermarket wants to evalu-
ate the performance of two categories: fresh bakery bread and gourmet canned 
food. If evaluated on gross margin percentage or sales alone, gourmet canned 
food is certainly the winner, with a 50 percent gross margin and sales of $300,000, 

compared with fresh bakery bread’s gross margin of 
1.33 percent and sales of $150,000. Yet gourmet 
canned food’s sales-to-stock ratio is only 4, whereas 
fresh bakery bread has a sales-to-stock ratio of 150. 
Using GMROI, both categories achieve a GMROI of 
200 percent and so are equal performers from an 
ROA perspective. 

 Exhibit 12–3 shows the GMROI percentages 
for selected departments in discount stores. Jewelry, 
apparel, and housewares have the highest gross mar-
gin percentages. Their sales-to-stock ratios range 
from 8.75 (food) to 3.24 (jewelry). We might expect 
food to have the highest sales-to-stock ratio because 
it is perishable. It is either sold quickly or spoils. 
However, jewelry has a relatively low sales-to-stock 

  The bakery in a supermarket typically has a low sales-to-stock 
ratio but high gross margin.  

  EXHIBIT 12–2   
 Illustration of GMROI  

  Fresh Bakery Gourmet

  Bread Canned Food

 sales $1,000,000 200,000

 gross margin 200,000 100,000

 average inventory 100,000 50,000

 GMROI 5 
Gross Margin

Net Sales
 3 

Net Sales

Average Inventory
 5 

Gross Margin

Average Inventory

Fresh

Bakery

Bread

 GMROI 5 
200,000

1,000,000
 3 

1,000,000

100,000
 5 

200,000

100,000

  5 20% 3 10 5 200%

Gourmet 

Canned 

Food

 GMROI 5 
100,000

200,000
 3 

200,000

50,000
 5 

50,000

100,000

  5 50% 3 4 5  200%
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ratio because the jewelry department needs to be stocked with many different 
items to satisfy customers who want to consider many different items before 
making a purchase decision. Furniture also has a low sales-to-stock ratio because 
a relatively large assortment of costly items is needed to support the sales level. 
  In this case, GMROI ranges from 235 (apparel) to 90 (furniture). Thus, it’s not 
surprising that department stores currently are emphasizing apparel and have de-
emphasized furniture. Full-line discount stores continue to carry consumer elec-
tronics and health and beauty products—both with low GMROIs—because these 
categories have traditionally attracted customers into the store. These retailers 
hope that while customers buying products from these categories are in the store, 
they will also purchase higher-GMROI items.   

 Measuring Sales-to-Stock Ratio   Retailers normally express sales-to-stock 
ratios (and inventory turnover) on an annual basis rather than for part of a year. If 
the sales-to-stock ratio for a three-month season equals 2.3, the annual sales-to-
stock ratio will be four times that number (9.2). Thus, to convert a sales-to-stock 
ratio based on part of a year to an annual figure, multiply it by the number of such 
time periods in the year. 
  The most accurate way to measure average inventory is to measure the inven-
tory level at the end of each day and divide the sum by 365. Most retailers can use 
their information systems to get accurate average inventory estimates by averag-
ing the inventory in stores and distribution centers at the end of each day. Another 
method is to take the end-of-month (EOM) inventories for several months and 
divide by the number of months. For example,        

 EXHIBIT 12–3 
 GMROI for Selected 
Departments in Discount 
Stores         

Department Gross Margin % Sales-to-Stock Ratio GMROI

   Apparel   37   6.35   235  

  Housewares   35   4.63   162  

  Food   20   8.75   175  

  Jewelry   38   3.24   123  

  Furniture   31   4.09   90  

  Health and beauty supplies   22   5.14   113  

  Consumer electronics   21   5.05   106   

  Month   End-of-Month Inventory at Retail Prices  

  January   $22,000  

  February   33,000  

  March   38,000  

  Total inventory   93,000  

  Average inventory   31,000  

 Managing Inventory Turnover 
     Increasing inventory turnover can increase sales volume, improve sales associates’ 
morale, and provide more resources to take advantage of new buying opportuni-
ties. Higher inventory turnover increases sales because new merchandise is con-
tinually available to customers. New merchandise attracts customers to visit the 
store more frequently because they know they will be seeing different merchan-
dise each time they visit the store. When inventory turnover is low, the merchan-
dise begins to look shopworn—slightly damaged from being displayed and 
handled by customers for a long time. Increasing the amount of new merchandise 
also improves sales associates’ morale. Salespeople are excited about and more 
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motivated to sell the new merchandise, and thus sales increase, 
increasing inventory turnover even further. Finally, when inven-
tory turnover increases, more money is available to buy new mer-
chandise. Having money available to buy merchandise late in a 
fashion season can open up profit opportunities. For instance, 
buyers can take advantage of special prices offered by vendors 
that have too much inventory left over at the end of the season. 

 One approach for increasing turnover is to reduce the num-
ber of SKUs within a category. However, if customers can’t 
find the size or color they seek—or even worse, if they can’t 
find the brand or product line at all—due to the reduced as-
sortment, patronage and sales can decrease. Customers who are 
disappointed on a regular basis will shop elsewhere and possi-
bly urge their friends to do the same. 

 Another approach for increasing inventory turnover is to 
buy merchandise more often and in smaller quantities, as this 
reduces average inventory without reducing sales. But buying 
smaller quantities decreases the gross margin because buyers 
can’t take advantage of quantity discounts and transportation 
economies of scale. Buying merchandise frequently in small 
quantities can also increase operating expenses, since buyers 
spend more time placing orders and monitoring deliveries. 

 Thus, buyers need to strike a balance while determining the 
level of inventory turnover. Some approaches for improving in-

ventory turnover can lower GMROI by lowering sales volume, increasing the cost 
of goods sold, and increasing operating expenses.    

 Merchandise Management Process  
   Buyers forecast category sales, develop an assortment plan for merchandise in the 
category, and determine the amount of inventory needed to support the forecasted 
sales and assortment plan. Then buyers develop a plan outlining the sales expected 
for each month, the inventory needed to support the sales, and the money that can 
be spent on replenishing sold merchandise and buying new merchandise. Along 
with developing the plan, the buyer or planners decide what type and how much 
merchandise should be allocated to each store. Having developed the plan, the 
buyer negotiates with vendors and buys the merchandise. Merchandise buying 
activities are reviewed in Chapter 13. 
  Finally, buyers continually monitor the sales of merchandise in the category 
and make adjustments. For example, if category sales are less than the forecast in 
the plan and the projected GMROI for the category falls below the buyer’s goal, 
the buyer may decide to dispose of some merchandise by putting it on sale and 
then use the money generated to buy merchandise with greater sales potential or 
to reduce the number of SKUs in the assortment to increase inventory turnover. 
  Although Exhibit 12–4 suggests that these decisions follow each other sequen-
tially, in practice, some decisions may be made at the same time or in a different 
order. For example, a buyer might first decide on the amount of inventory to in-
vest in the category, and this decision might determine the number of SKUs that 
can be offered in the category. 

   Types of Merchandise Management Planning Processes   Retailers use 
two different types of merchandise management planning systems for managing 
(1) staple and (2) fashion merchandise categories.    Staple merchandise catego-
ries    ,  also called    basic merchandise categories    ,  are categories that are in con-
tinuous demand over an extended time period. While consumer packaged goods 
companies introduce many line extensions each year, the number of really new 

    Excessively high inventory 
turnover causes frequent 
stockouts.  
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product introductions each year in these categories is limited. Some examples of 
staple merchandise categories include most categories sold in supermarkets 
and  white paint, copy paper, basic casual apparel such as t-shirts, and men’s 
underwear. 
  Because sales of staple merchandise are relatively steady from week to week, it 
is relatively easy to forecast demand, and the consequences of making mistakes in 
forecasting are not great. For example, if a buyer overestimates the demand for 
canned soup and buys too much, the retailer will have excess inventory for a short 
period of time. Eventually the canned soup will be sold without having to resort to 
discounts or special marketing efforts. Because the demand for staple merchandise 
is predictable, merchandise planning systems for staple categories often involve 
   continuous replenishment.    These systems involve continuously monitoring 
merchandise sales and generating replacement orders, often automatically, when 
inventory levels drop below predetermined levels. 
     Fashion merchandise categories    are in demand only for a relatively short 
period of time. New products are continually introduced into these categories, 
making the existing products obsolete. In some cases, the basic product does not 
change, but the colors and styles change to reflect what is “hot” that season. Some 
examples of fashion merchandise categories are athletic shoes, mobile phones, and 
women’s apparel. Retailing View 12.1 describes how Mango creates and manages 
its fashion merchandise assortments. 
  Forecasting the sales for fashion merchandise categories is much more chal-
lenging than doing so for staple categories. Buyers for fashion merchandise cate-
gories have much less flexibility in correcting forecasting errors. For example, if 
the notebook computer buyer for Best Buy buys too many units of a particular 

  EXHIBIT 12–4   
 Merchandise Planning 
Process  

Develop an Assortment Plan

(Chapter 12)

Forecast Category Sales

(Chapter 12)

Determine Appropriate

Inventory Level and Product

Availability (Chapter 12)

Allocate Merchandise for Stores

(Chapter 12)

Develop a Plan for Managing

Inventory (Chapter 12)

Buy Merchandise (Chapter 13)

Monitor and Evaluate Performance

and Make Adjustments

(Chapters 12, 14)
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model, the excess inventory cannot be easily sold when a new upgraded model is 
introduced. Due to the short selling season for fashion merchandise, buyers often 
do not have a chance to reorder additional merchandise after an initial order is 
placed. So if buyers initially order too little fashion merchandise, the retailer may 
not be able to satisfy the demand for the merchandise and will develop a reputa-
tion for not having the most popular merchandise in stock. Thus, an important 
objective of merchandise planning systems for fashion merchandise categories is 
to be as close to out of stock as possible at the same time that the SKUs become 
out of fashion. 
     Seasonal merchandise    categories consist of items whose sales fluctuate dra-
matically depending on the time of year. Some examples of seasonal merchandise 
are Halloween candy, Christmas ornaments, swimwear, and snow shovels. Both 
staple and fashion merchandise can be seasonal categories. For example, swimwear 

 RETAILING VIEW   Fast Fashion at Mango   12.1 
 “We know how to improvise,” says David Egea, Man-
go’s merchandising director and a top executive. “To 
react and have what people want, we have to break 
some rules.” Mango/MNG Holding SL, with over 1,200 
stores in 91 countries, typifies the new retail trend of 

“fast fashion,” pioneered by Spain’s Zara, Sweden’s H&M, and the 
United States’ Forever 21. These chains fill their racks with a 
steady stream of new, “gotta-have-it” merchandise. Their retail 
strategy combines stylistic and technological resources built on 
flexibility and speed, from design sketch to the store shelf. 
  Mango is famous for an eclectic mix of body-hugging styles; 
a black pinstriped jacket sells for $60 and a tight black mini-
dress for $40. It maintains tight controls over the design and 
manufacturing of its private-label merchandise. Last-minute 
changes, like substituting a fabric or dropping a hemline, are a 
built-in part of the creative process. As long as the company 
has fabric in stock, it can move a design from sketchpad to 
store in four weeks. 
  Mango’s merchandise planning cycle begins every three 
months when designers meet to discuss important new trends 
for each of its main collections, which contain five or six mini-
collections. So shops receive a near-constant stream of mer-
chandise, ranging from clingy short dresses to work wear and 
sparkly evening gowns. New items are sent to its stores once a 
week, roughly six times as often as the case at the typical ap-
parel clothing chain. 
  To get ideas for each collection, designers attend the tradi-
tional fashion shows and trade fairs. But they also stay close to 
the customer. They take photos of stylish young women and 
note what people are wearing on the streets and in nightclubs. 
“To see what everyone’s going to do for next season is very 
easy,” says Egea. “But that doesn’t mean this is the thing that is 
going to catch on.” Hoping to stay  au courant,  design teams 
meet each week to adjust to ever-changing trends. Mango com-
missioned Penelope Cruz and her sister Monica to design a 

25-piece collection to compete with the other 
fast-fashion companies that have used celebrities 
as designers. 

 Each of Mango’s stores is also described by a 
set of traits such as trendy, dressy, or suitable for 

hot weather. When collection designs are set, Mango’s product 
management and distribution team assigns them traits and then 
a proprietary computer program matches the new product’s 
traits with compatible stores. 
  Mango stores display only a limited merchandise assort-
ment. On each rack, only one size per item is hung. This policy 
encourages a sense of urgency by playing on customers’ worst 
fear: Maybe your size is going to run out. 

 Sources: www.mangoshop.com (accessed April 15, 2010); Vertica Bhard-
waj and Ann Fairhurst, “Fast Fashion: Response to Changes in the Fash-
ion Industry,”  International Review of Retail, Distribution and Consumer 
Research  20 (February 2010), pp. 165–173;  Joao Pedro Almeida Couto 
and Maria Teresa Borges Tiago , “The Internationalization Process of 
Fashion Retailers,”  Business Review   13  (Summer 2009), pp. 278–287.  

    Mango carefully plans and manages its 
inventory to provide new fashion apparel 
to stores frequently and consistently.  
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is a fashion merchandise category; whereas snow shovels are a staple merchandise 
category. Thus seasonal merchandise has characteristics of both fashion and staple 
merchandise. 
  However, from a merchandise planning perspective, retailers buy seasonal mer-
chandise in much the same way that they buy fashion merchandise. Retailers could 
store unsold snow shovels at the end of the winter season and sell them the next 
winter, but it is typically more profitable to sell the shovels at a steep discount near 
the end of the season rather than incur the cost of carrying this excess inventory 
until the beginning of the next season. Thus, plans for seasonal merchandise, like 
fashion merchandise, zero out merchandise at the end of the season. 
  These two different merchandise planning systems affect the nature of the ap-
proaches used to forecast and manage inventory. In the following section, each of 
the steps in the merchandise management process described in Exhibit 12–4 is 
examined.       

 FORECASTING SALES  
 As indicated in Exhibit 12–4, the first step in merchandise management planning 
is to develop a forecast for category sales. The methods and information used for 
forecasting staple and fashion merchandise categories are discussed in this 
section.  

 Forecasting Staple Merchandise  
 Use of Historical Sales   The sales of staple merchandise are relatively con-
stant from year to year. Thus, forecasts are typically based on extrapolating his-
torical sales. Because there are substantial sales data available, sophisticated 
statistical techniques can be used to forecast future sales for each SKU. However, 
these statistical forecasts are based on the assumption that the factors affecting 
item sales in the past will be the same and have the same effect in the future. Thus, 
even though sales for staple merchandise categories are relatively predictable, 
controllable and uncontrollable factors can have a significant impact on them.  

        Adjustments for Controllable Factors   Controllable factors include open-
ings and closings of stores, the price set for the merchandise in the category, spe-
cial promotions for the category, the pricing and promotion of complementary 
categories, and the placement of the merchandise categories in the stores. Some 
factors beyond the retailer’s control are the weather, general economic conditions, 
special promotions or new product introductions by vendors, the availability of 
products, pricing, and promotional activities by competitors. Thus, buyers need to 
adjust the forecast on the basis of statistical projections to reflect the effects of 
these controllable and uncontrollable factors. Retailing View 12.2 illustrates how 
retailers use long-range weather forecasts to improve their forecasts.    

 Forecasting Fashion Merchandise Categories 
 Forecasting sales for fashion merchandise is challenging because buyers typically 
need to place orders and commit to buying specific quantities between three and 
six months before the merchandise will be delivered and made available for sales. 
In addition, for fashion items, there often is no opportunity to increase or decrease 
the quantity ordered before the selling season has ended. Suppliers of popular 
merchandise usually have orders for more merchandise than they can produce and 
excess inventory of unpopular items. Finally, forecasting fashion merchandise sales 
is particularly difficult because some or all of the items in the category are new 
and different from units offered in previous seasons or years. Some sources of in-
formation that retailers use to develop forecasts for fashion merchandise categories 

 REFACT 
The “Lipstick Index,” a term 
coined after an observation 
made by Estée Lauder chair-
man Leonard Lauder, sug-
gests that lipstick sales 
increase as perceptions of 
economic conditions 
decline.  8  
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are (1) previous sales data, (2) market research, (3) fashion and trend services, and 
(4) vendors.  

 Previous Sales Data   Although items in fashion merchandise categories might 
be new each season, many items in a fashion category are often similar to items 
sold in previous years. Thus, accurate forecasts might be generated by simply pro-
jecting past sales data. For example, football video games might change from sea-
son to season with new games and editions, but while the SKUs are different each 
season, the total number of football video games sold each year might be relatively 
constant and predictable.   

 Market Research   Buyers for fashion merchandise categories undertake a vari-
ety of market research activities to help them forecast sales. These activities range 
from informal, qualitative research about trends affecting the category to more 
formal experiments and surveys. 
  To find out what customers are going to want in the future, buyers immerse 
themselves in their customers’ world. For example, buyers look for information 
about trends by going to Internet chat rooms and blogs, attending soccer games 
and rock concerts, and visiting hot spots around town like restaurants and night-
clubs to see what people are talking about and wearing. Buyers are information 
junkies and read voraciously. What movies are hits at the box office, and what are 
the stars wearing? Who is going to see them? What books and albums are on the 
top-10 lists? What magazines are consumers purchasing? Are there themes that 
keep popping up? 

  RETAILING VIEW    Weather’s Effect on Retail Sales   12.2 
 Retailers know that when hurricane season comes, they need 
to be ready with bottled water, batteries, flashlights, plywood, 
and generators. However, more subtle weather conditions, like 
a warmer-than-normal holiday season, can have a significant im-
pact on retail sales. 
  To incorporate these weather effects in their forecasts, 
many retailers subscribe to long-range weather forecasting ser-
vices. Merchandise managers use the information provided by 
these services to make decisions about the timing of merchan-

dise deliveries, promotions, and price 
discounts. For example, if warmer 
weather is forecast this year than last 
for the preholiday season, full-line gen-
eral merchandise retailers will plan to 
sell more electronics than winter ap-
parel. Supermarkets that stock meat and 
other barbecue items in anticipation of 

sunshine are often left with unsold food if the weather is rainy 
and cold instead.  

  Sources: Julia Werdiger, “Tesco, British Grocer, Uses Weather to Predict 
Sales,”  New York Times , September 2, 2009; “Forecasting Retail Successes: 
Walmart Turns to Weather Info to Plan Inventory,”  DSN Retailing Today , 
October 2006, pp. 13–14; Pia Sarkar, “Retailers Use Weather to Fore-
cast Their Sales,”  San Francisco Chronicle , December 4, 2006.  

    The first cold snap in the fall stimulates the sale of 
winter apparel.  

 REFACT 
 A temperature increase of 
18 degrees generally triples 
sales of barbecue meat and 
increases demand for lettuce 
by 50 percent.  9     
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  Social media sites are important 
sources of information for buyers. 
Buyers learn a lot about their cus-
tomers’ likes, dislikes, and prefer-
ences by monitoring their past 
purchases and by monitoring their 
interactions with social network 
sites such as Facebook. Customers 
appear keen to submit their opin-
ions about their friends’ purchases, 
interests, polls, and blogs. 
  Retailers also use traditional 
forms of marketing research such as 
depth interviews and focus groups. 
The    depth interview    is an unstruc-
tured personal interview in which 
the interviewer uses extensive prob-
ing to get individual respondents to 
talk in detail about a subject. For ex-
ample, one grocery store chain goes through the personal checks received each 
day to identify customers to interview. Representatives from the supermarket 
chain call these customers and interview them to find out what they like and don’t 
like about the merchandise in the store. 
  A more informal method of interviewing customers is to require that buyers 
spend some time on the selling floor waiting on customers. Buying offices for 
Target and The Gap are in Minnesota and northern California, respectively, yet 
their stores are located throughout the United States. It has become increasingly 
hard for buyers in large chains to be attuned to local customer demand. Frequent 
store visits help resolve the situation. Some retailers require that their buyers 
spend a specified period of time, like one day a week, in a store. 
  A    focus group    is a small group of respondents interviewed by a moderator us-
ing a loosely structured format. Participants are encouraged to express their views 
and comment on the views of others in the group. To keep abreast of the teen 
market, for instance, some stores have teen boards consisting of opinion leaders 
who meet to discuss merchandising and other store issues. Abercrombie & Fitch 
brings in groups of teenagers and has them rate and trade off their preferences for 
different items. 
  Asda, a full-line U.K. supercenter owned by Walmart, regularly surveys its cus-
tomers to forecast the sales of new products. It e-mails a group of 18,000 custom-
ers, which it has termed its “Pulse of the Nation” group, images and descriptions 
of new products. The Pulse group is asked to respond, positively or negatively, and 
indicate whether or not they think the new products should be carried in the 
stores.  10   
    Finally, many retailers have a program for conducting merchandise experi-
ments. For example, Claire’s, an international specialty accessory retail chain tar-
geting teens, continually runs experiments to determine whether new merchandise 
concepts will produce adequate sales. It introduces the new merchandise into a 
representative sample of stores and sees what sales are generated for the items. 
Multichannel retailers often run similar experiments by offering new items on 
their Web sites before making a decision to stock them in their stores   

 Fashion and Trend Services   There are many services that buyers, particu-
larly buyers of apparel categories, can subscribe to that forecast the latest fashions, 
colors, and styles. For example, Doneger Creative Services offers a range of ser-
vices related to trend and color forecasting and analysis for apparel, accessories, 
and lifestyle markets in the women’s, men’s, and youth merchandise categories 

  Youths in Japan have become 
the world’s trendsetters for 
new fashions.  
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through its print publications, online content, and live presentations. Its color fore-
cast service provides color direction for each season using dyed-to-specification 
color standards plus suggested color combinations and applications for specific 
 categories. Its online clipboard reports present actionable information and style 
news from the runways to the streets.   

 Vendors   Vendors have proprietary information about their marketing plans, 
such as new product launches and special promotions that can have a significant 
impact on retail sales for their products and the entire merchandise category. In 
addition, vendors tend to be very knowledgeable about market trends for mer-
chandise categories because they typically specialize in fewer merchandise catego-
ries than do retailers. Thus, information from vendors about their plans and 
market research about merchandise categories is very useful to buyers as they 
 develop category sales forecasts.    

 Sales Forecasting for Service Retailers 
 Due to the perishable nature of services, service retailers face an even more ex-
treme problem than fashion retailers. Their offering perishes at the end of the day, 
not at the end of the season. If there are empty seats when a plane takes off or a 
rock concert ends, the revenue that might have been generated from these seats is 
lost forever. However, if more people are interested in dining at a restaurant than 
there are tables available, a revenue opportunity also is lost. So service retailers 
have devised approaches for managing demand for their offering so that it meets 
but does not exceed capacity. 
    Some service retailers attempt to match supply and demand by taking reserva-
tions or making appointments. Physicians often overbook their appointments, so 
many patients have to wait. They do this so that they will always fill their capacity 
and not have unproductive, non-revenue-generating time. Restaurants take reser-
vations so that customers will not have to wait for a table. In addition, the reserva-
tions indicate the staffing levels needed for the meal. Another approach is selling 
advance tickets for a service.  11   

       DEVELOPING AN ASSORTMENT PLAN  
 After forecasting sales for the category, the next step in the merchandise man-
agement planning process is to develop an assortment plan (see Exhibit 12-4). 
An    assortment plan    is the set of SKUs that a retailer will offer in a merchan-
dise category in each of its stores. The assortment plan thus reflects the breadth 
and depth of merchandise that the retailer plans to offer in a merchandise 
category.  

       Category Variety and Assortment 
 In Section II, we discussed variety and assortment as an aspect of a retailer’s strat-
egy.    Variety    ,  or breadth, of a retailer’s merchandise is the number of different 
merchandising categories offered, and the    assortment    ,  or depth, of merchandise 
is the number of SKUs within a category. In the context of merchandise plan-
ning, the concepts of variety and assortment are applied to a merchandise cate-
gory rather than a retail firm or store. At the category level, variety reflects the 
number of different types of merchandise, and assortment is the number of SKUs 
per type. For example, the assortment plan for girls’ jeans in Exhibit 12–5 in-
cludes 10 types or varieties (traditional or boot cut, regular denim or stone-
washed, and three price points reflecting different brands). For each type, there 
are 81 SKUs (3 colors 3 9 sizes 3 3 lengths). Thus, this retailer plans to offer 810 
SKUs in girls’ jeans. 

 REFACT 
A typical Target store has 88 
kinds of Pantene shampoo, 
conditioner, and styling 
products.  12  
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  Determining Variety and Assortment 
 The process of determining the variety and assortment for a category is called 
editing the assortment.    When editing the assortment for a category like jeans, 
the buyer considers the following factors: the firm’s retail strategy, the effect of 
assortments on GMROI, the complementarities between categories, the effects of 
assortments on buying behavior, and the physical characteristics of the store.  

       Retail Strategy   The number of SKUs offered in a merchandise category is a 
strategic decision. For example, Costco focuses on customers who are looking for 
a few SKUs in a category. In contrast, Best Buy focuses on consumers interested in 
comparing many alternatives in specific consumer electronic categories and thus 
offers more SKUs in each category. 
  The breadth and depth of the assortment in a merchandise category can affect 
the retailer’s brand image.  14     Retailers might increase the assortment in categories 
that are closely associated with their image. For example, Costco typically has few 
SKUs per category, but it has a broad and deep assortment of wines because its 
offering in this category reinforces its image of offering quality products with 
good value.   

 Assortments and GMROI   In developing the assortment plan, buyers need to 
be sensitive to the trade-off of increasing sales by offering greater breadth and 
depth but, at the same time potentially reducing inventory turnover and GMROI 
because of the increased inventory investment. Increasing assortment breadth and 
depth also can decrease gross margin. For example, the more SKUs offered, the 
greater the chance of    breaking sizes   —that is, stocking out of a specific size or 
color SKU. If a stockout occurs for a popular SKU in a fashion merchandise cat-
egory and the buyer cannot reorder during the season, the buyer will typically 
discount the entire merchandise type, thus reducing gross margin. The buyer’s 
objective is to remove the merchandise type from the assortment altogether so 
that customers will not be disappointed when they don’t find the size and color 
they want.   

 Complementary Merchandise   When buyers develop assortment plans, they 
need to consider the degree to which categories in a department complement each 
other.  15     For instance, DVD players may have a low GMROI, suggesting that the 
buyer carry a limited assortment. But customers who buy a DVD player might 
also buy complementary products and services such as accessories, cables, and 

 Styles Traditional Traditional Traditional Traditional Traditional Traditional

Price levels $20 $20 $35 $35 $45 $45

Fabric composition Regular denim Stonewashed Regular denim Stonewashed Regular denim Stonewashed

Colors Light blue Light blue Light blue Light blue Light blue Light blue

 Indigo Indigo Indigo Indigo Indigo Indigo

 Black Black Black Black Black Black

Styles Boot-Cut Boot-Cut Boot-Cut Boot-Cut

Price levels $25 $25 $45 $45

Fabric composition Regular denim Stonewashed Regular denim Stonewashed

Colors Light blue Light blue Light blue Light blue

 Indigo Indigo Indigo Indigo

 Black Black Black Black

EXHIBIT 12–5Assortment Plan for Girls’ Jeans

 REFACT 
Supermarkets typically stock 
30,000 to 40,000 SKUs in a 
store, with less than 5 per-
cent accounting for more 
than half the store’s sales. 
However, the typical house-
hold buys only about 400 
SKUs in an entire year. 
Month after month, custom-
ers buy the same items.  13  

Lev30026_ch12_298-339.indd Page 315  10/2/10  12:58 PM user-f494Lev30026_ch12_298-339.indd Page 315  10/2/10  12:58 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



316 SECTION 11I Merchandise Management

warranties that have a high GMROI. Thus, the buyer may decide to carry more 
DVD-player SKUs to increase the more profitable accessory sales.   

 Effects of Assortment Size on Buying Behavior   Offering large assort-
ments provides a number of benefits to customer. First, increasing the number of 
SKUs that customers can consider increases the chance they will find the product 
that best satisfies their needs. Second, large assortments are valued by customers 
because they provide a more informative and stimulating shopping experience due 
to the complexity associated with numerous products and the novelty associated 
with unique items. Third, large assortments are particularly appealing to custom-
ers who seek variety—those who want to try new things. 
  However, offering a large assortment can make the purchase decision more 
complex and time-consuming.  16   Research has shown that customers actually buy 
more if there are modest reductions of redundant items in assortments, such as 
reductions in the number of different ketchup bottle sizes or low-share brands 
carried by a supermarket.  17     
  Walmart, like many retailers, has initiated an SKU rationalization program—a 
program that increases inventory turnover by reducing the number of SKUs. The 
initiative was spurred by an industry study showing that shoppers thought Target 
had a larger assortment than Walmart. However, Walmart found just the opposite 
during its comparative shopping studies. Walmart thinks that the shoppers’ per-
ceptions of Target’s assortment were influenced by Target’s merchandise presenta-
tion rather than the number of SKUs it carries. So Walmart clarified its offering 
so that categories weren’t diluted and fuzzy. Even with SKUs cut by 10 to 50 per-
cent, Walmart has been able to achieve higher sales.  18     Other factors affecting how 
customers perceive assortments are discussed in Chapter 17.   

 Physical Characteristics of the Store   Buyers need to consider how much 
space to devote to a category. More space is needed to display categories with 
large assortments. In addition, a lot of space is needed to display individual items 
in some categories, and this limits the number of SKUs that can be offered in 
stores. For example, furniture takes up a lot of space, and thus furniture retailers 
typically display one model of a chair or sofa and then have photographs and cloth 
swatches or a virtual room on a computer to show how the furniture would look 
with different upholstery. 
  Multichannel retailers address the space limitations in stores by offering a 
greater assortment through their Internet and catalog channels than they do in 
stores. For example, Staples offers more types of laptop computers and printers 
on its Internet site than it stocks in its stores. If customers do not find the com-
puter or printer they want in the store, sales associates direct them to the com-
pany’s Internet site and can even order the merchandise for them from a POS 
terminal.       

 SETTING INVENTORY AND PRODUCT AVAILABILITY LEVELS  
 After developing the assortment plan, the third step in the merchandise planning 
process is to determine the model stock plan for the category.  

 Model Stock Plan 
 The    model stock plan,    illustrated in Exhibit 12–6, is the number of each SKU 
in the assortment plan that the buyer wants to have available for purchase in 
each store. For example, the model stock plan in Exhibit 12–6 includes nine 
units of size 1, short, which represent 2 percent of the 429 total units for girls’ 
traditional $20 denim jeans in light blue. Note that there are more units for 
more popular sizes. 
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    Retailers typically have model stock plans for the different store sizes in a chain. 
For example, retailers typically classify their stores as A, B, and C stores on the basis 
of their sales volume. The basic assortment in a category is stocked in C stores. For 
the larger stores, because more space is available, the number of SKUs increases. 
The larger A and B stores may have more brands, colors, styles, and sizes.   

 Product Availability 
 The number of units of    backup stock,    also called    buffer    or    safety stock,    in the 
model stock plan determines product availability.    Product availability    is defined 
as the percentage of the demand for a particular SKU that is satisfied. For in-
stance, if 100 people go into a PetSmart store to purchase a small, Great Choice, 
portable kennel but only 90 people can make the purchase before the kennel stock 
is depleted, the product availability for that SKU is 90 percent. Product availabil-
ity is also referred to as the    level of support    or    service level    .  
    The model stock plan needs more backup stock if the retailer wants to increase 
product availability, that is, increase the probability that customers will find the 
product they want when they visit the retailer’s store. Choosing an appropriate 
amount of backup stock is critical to successful assortment planning. If the backup 
stock is too low, the retailer will lose sales and possibly customers too when they 
find that the products they want are not available from the retailer. If the level is 
too high, scarce financial resources will be wasted on needless inventory rather 
than being more profitably invested in increasing variety or assortment. 
    Exhibit 12–7 shows the trade-off between inventory investment and product 
availability. Although the actual inventory investment varies in different situations, 
the general relationship shows that extremely high level of product availability 
results in a prohibitively high inventory investment. 

EXHIBIT 12–6
Model Stock Plans

  SIZE

LENGTH  1 2 4 5 6 8 10 12 14

Short
 % 2  4  7  6  8  5  7  4 2

 units  9 17 30 26 34 21 30 17 9

Medium
 % 2  4  7  6  8  5  7  4 2

 units  9 17 30 26 34 21 30 17 9

Long
 % 0  2  2  2  3  2  2  1 0

 units 0  9  9  9 12  9  9  4 0

 Total 100%

 429 units
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  EXHIBIT 12–7   
 Inventory Investment and 
Product Availability  
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    Several factors need to be considered to determine the appropriate level of 
backup stock and thus the product availability for each SKU. Retailers often clas-
sify merchandise categories or individual SKUs as A, B, or C items, reflecting the 
product availability the retailer wants to offer. The A items are best-sellers bought 
by many customers. For example, white paint is an A item for Sherwin Williams, 
and copy paper is an A item for Office Depot. A retailer rarely wants to risk A-item 
stockouts because running out of these very popular SKUs would diminish the 
retailer’s image and customer loyalty. On the other hand, lower product availabil-
ity is acceptable for C items, which are purchased by a small number of customers 
and are not readily available from other retailers. Some other factors considered in 
determining backup stock levels and product availability are the fluctuations in 
demand, the lead time for delivery from the vendor, the fluctuations in vendor 
lead time, and the frequency of store deliveries. These factors are discussed in the 
next section. 
    The trade-off among variety, assortment, and product availability is a crucial 
issue in determining a retailer’s merchandising strategy. Buyers have a limited 
budget for the inventory investments they can make in a category. Thus, they are 
forced to sacrifice breadth of merchandise if they opt to increase depth, or they 
must reduce both depth and breadth to increase product availability.     

 ESTABLISHING A CONTROL SYSTEM FOR 
MANAGING INVENTORY  

  The first three steps in the merchandise planning process—forecasting SKU 
and category sales, determining the assortment plan, and establishing the model 
stock plan (see Exhibit 12–4)—quantify the buyer’s sales expectations and ser-
vice level. The fourth step in the merchandise management process is to estab-
lish a control system for how the orders, deliveries, inventory levels, and 
merchandise sales will evolve over time. The objective of this control system is 
to manage the flow of merchandise into the stores so that the amount of inven-
tory in a category is minimized but the merchandise will still be available when 
customers want to buy it. The differences between the control systems for staple 
and fashion merchandise are discussed in the following sections.   

 Control System for Managing 
Inventory of Staple 
Merchandise 
  SKUs in a staple merchandise category are sold 
month after month, year after year. Lowe’s sales of 
purple paint this month will be about the same as 
they were during the same month a year ago. If the 
sales of purple paint are below forecast this month, 
the excess inventory of purple paint can be sold dur-
ing the following month. Thus an automated con-
tinuous replenishment control system is used to 
manage the flow of staple merchandise SKUs and 
categories. The continuous replenishment system 
monitors the inventory level of each SKU in a store 
and automatically triggers a reorder of an SKU when 
the inventory falls below a predetermined level.   

 Flow of Staple Merchandise   Exhibit 12–8 illustrates the merchandise flow in 
a staple merchandise management system. At the beginning of week 1, the retailer 

  Staple merchandise 
management systems are 
used for items like this 
rubber bath mat.  
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had 150 units of the SKU in inventory and the buyer or merchandise planner 
placed an order for 96 additional units. During the next two weeks, customers 
purchased 130 units, and the inventory level decreased to 20 units. At the end of 
week 2, the 96-unit order from the vendor arrived, and the inventory level jumped 
up to 116 units. The continuous replenishment system placed another order with 
the vendor that will arrive in two weeks, before customer sales decrease the inven-
tory level to zero and the retailer stocks out. 
  Inventory for which the level goes up and down due to the replenishment process 
is called    cycle stock    or    base stock    .  The retailer hopes to reduce the cycle-stock 
inventory to keep its inventory investment low. One approach for reducing the cycle 
stock is to reorder smaller quantities more frequently. But more frequent, smaller 
orders and shipments increase administrative and transportation costs. 
  Because sales of the SKU and receipts of orders from the vendor cannot be 
predicted with perfect accuracy, the retailer has to carry backup stock, as a cush-
ion, so that it doesn’t stock out before the next order arrives. Backup stock is 
shown in yellow in Exhibit 12–8. Backup stock is the level of inventory needed to 
ensure merchandise is available in light of these uncertainties.   

 Determining the Level of Backup Stock   Several factors determine the 
level of backup stock needed for a SKU. First, the level depends on the product 
availability the retailer wants to provide. As discussed previously, more backup 
stock is needed when the retailer wants to reduce the chances of a stockout and 
increase the availability of the SKU. Thus, if Lowe’s views white paint as an A item 
and rarely wants to stock out of it, a higher level of backup stock is needed. How-
ever, if melon paint is a C item and 75 percent product availability is acceptable, 
the level of backup stock can be lowered. 
  Second, the greater the fluctuation in demand, the more backup stock is needed. 
Suppose a Lowe’s store sells an average of 30 gallons of purple paint in two weeks. 
Yet in some weeks sales are 50 gallons, and in other weeks they are only 10 gallons. 
When sales are less than average, the store ends up carrying a little more mer-
chandise than it needs. But when sales are much more than average, there must be 
more backup stock to ensure that the store does not stock out. Note in Exhibit 12–8 
that during week 4, sales were greater than average, so the retailer had to dip into its 
backup stock to avoid a stockout. 
  Third, the amount of backup stock needed is affected by the lead time from 
the vendor.    Lead time    is the amount of time between the recognition that an order 
needs to be placed and the point at which the merchandise arrives in the store 
and is ready for sale. If it took two months to receive a shipment of purple paint, 
the possibility of running out of stock is greater than it would be if the lead 
time was only two weeks. The shorter lead times inherent in collaborative 
 supply chain management systems like CPFR (described in Chapter 10) result in 
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  EXHIBIT 12–8   
 Merchandise Flow of a 
Staple SKU  
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a lower level of backup stock required to main-
tain the same level of product availability. 

 Fourth, fluctuations in lead time also affect the 
amount of backup stock needed. If Lowe’s knows 
that the lead time for purple paint is always two 
weeks, plus or minus one day, it can more accu-
rately plan its inventory levels. But if the lead 
time is one day on one shipment and then ten 
days on the next shipment, the stores must carry 
additional backup stock to cover this uncertainty 
in lead time. Many retailers using collaborative 
supply chain management systems require that 
their vendors deliver  merchandise within a very 
narrow window—sometimes two or three hours—
to reduce the fluctuations in lead time and thus the 
amount of required backup stock. 

 Fifth, the vendor’s fill rate also affects the retailer’s backup stock requirements. 
For example, Lowe’s can more easily plan its inventory requirements if the vendor 
normally ships every item that is ordered. If, however, the vendor ships only 
75 percent of the ordered items, Lowe’s must maintain more backup stock to be 
certain that the paint availability for its customers isn’t adversely affected. The 
percentage of complete orders received from a vendor is called the    fill rate.      

 Automated Continuous Replenishment   Once the buyer sets the desired 
product availability and determines the variation in demand and the vendor’s 
lead time and fill rate, the continuous replenishment systems for staple SKUs 
can operate automatically. The retailer’s information system determines the in-
ventory level at each point in time, the    perpetual inventory,    by comparing the 
sales made through the POS terminals with the shipments received by the store. 
When the perpetual inventory level falls below the predetermined level, the sys-
tem sends an EDI reorder to the retailer’s distribution center and the vendor. 
When the reordered merchandise arrives at the store, the level of inventory is 
adjusted up. 
  However, it is difficult to achieve fully automated continuous replenishment 
of staple merchandise because of errors in determining the actual inventory. For 
example, the retailer’s information system might indicate that 10 Gillette Fusion 
razors are in the store when, in fact, 10 razors were stolen by a shoplifter and 
there are actually zero razors in the store. Since there are no razors in the store, 
there are no sales and the automated continuous replenishment system will 
never reorder razors for the store. Such inaccuracies also can arise when an in-
correct number of units is inputted into the information system about a ship-
ment from the distribution center to the store. To address these problems, store 
employees need to periodically check the inventory recorded in the system with 
the actual inventory in the store.   

 Inventory Management Report   The inventory management report pro-
vides information about the inventory management for a staple category. The re-
port indicates the decision variables set by the buyer, such as product availability, 
the backup stock needed to provide the product availability, the order points and 
quantities plus performance measures such as planned and actual inventory turn-
over, the current sales rate or velocity, sales forecasts, inventory availability, and 
the amount on order. Exhibit 12–9 is an inventory management report for 
Rubbermaid bath mats. 

 The first five columns of Exhibit 12–9 contain the descriptions of each item, 
how many items are on hand and on order, and sales for the past 4 and 12 weeks. 
The first-row SKU is a Rubbermaid bath mat in avocado green. There are 30 units 

  When planning the amount 
of inventory to order for a 
staple merchandise category, 
such as paint, Lowe’s buyers 
must consider current 
inventory, customer demand, 
lead time for replenishment, 
and backup stock needed to 
avoid stockouts in the 
department.  
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on hand and 60 on order. Thus, the quantity available of this SKU is 90. Sales for 
the past 4 and 12 weeks were 72 and 215 units, respectively. 
  Sales forecasts for the next 4 and 8 weeks are determined by the system using a 
statistical model that considers the trends in past sales and the seasonal pattern for 
the SKU. However, in this case, the buyer made an adjustment in the forecast for 
the next 4 weeks to reflect an upcoming special promotion on avocado, blue, and 
gold bath mats. 
  The product availability is a decision variable input by the buyer. For the avo-
cado bath mat SKU, the buyer wants 99 out of every 100 customers to find it in 
stock. But the buyer is less concerned about stocking out of pink bath mats and 
thus sets its product availability at 90 percent. The system then calculates the 
necessary backup stock for the avocado bath mat based on a predetermined 
formula—18 units. This number is determined by the system on the basis of the 
specified product availability, the variability in demand, the vendor delivery lead 
time, and the variability in the lead time. 
  The planned inventory turnover for the SKU, 12 times, is a decision variable 
also set by the buyer on the basis of the retailer’s overall financial goals; it drives 
the inventory management system. For this SKU, the system determined that the 
actual turnover, based on the cost of goods sold and average inventory, is 11.  

 Order Point   The    order point    is the amount of inventory below which the 
quantity available shouldn’t go or the item will be out of stock before the next 
order arrives. This number tells the buyer that when the inventory level drops to 
this point, additional merchandise should be ordered. For this SKU, the buyer 
needs to place an order if the quantity in inventory falls to 132 or fewer units to 
produce the desired product availability.   

 Order Quantity   When inventory reaches the order point, the buyer, or system, 
needs to order enough units to ensure product availability before the next order 
arrives. Using the avocado bath mats in Exhibit 12–9 as an example, the order 
quantity is 42 units.     

 Control System for Managing Inventory of 
Fashion Merchandise 
 The control system for a fashion merchandise category is called a merchandise 
budget plan. The    merchandise budget plan    specifies the planned inventory in-
vestment in dollars in a fashion merchandise category on the basis of how much 
merchandise will be ordered, delivered, and sold each month during the selling 
season. It is a financial plan that specifies how many dollars will be spent each 
month to support sales and achieve the desired GMROI objectives. The merchan-
dise budget plan also considers the effects on GMROI from the active interven-
tion of the buyer to make adjustments if the actual sales differ from planned sales.  

  EXHIBIT 12–9    Inventory Management Report for Rubbermaid SKUs  
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 Merchandise Budget Plan   Exhibit 12–10 shows a six-month merchandise 
budget plan for men’s casual slacks at a national specialty store chain. The mer-
chandise budget plan determines how much merchandise in dollars should be de-
livered in each month to achieve the GMROI goal for the period. The amount of 
merchandise that needs to be delivered during each month is based on the sales 
forecast, the planned discounts to employees and customers, and the level of 
 inventory needed to support the sales. Appendix 12A describes in detail how the 
plan is developed. Most retailers use commercially available software packages to 
develop merchandise budget plans. 

   Evaluating the Merchandise Budget Plan   Inventory turnover, GMROI, 
and the sales forecast are used for both planning and control. Buyers negotiate 
GMROI, inventory turnover, and sales forecast goals with their superiors, the 
GMMs and DMMs. Then merchandise budgets are developed to meet these 
goals. Well before the season, buyers purchase the amount of merchandise speci-
fied in the last line of the merchandise budget plan to be delivered in those spe-
cific months—the monthly additions to stock. 
  After the selling season, the buyer must determine how the category actually 
performed compared with the plan. If the actual GMROI, turnover, and forecast 
are greater than those in the plan, performance is better than expected. However, 
performance evaluations should not be based solely on any one of these measures. 
Several additional questions should be answered to evaluate the buyer’s perfor-
mance: Why did the performance exceed or fall short of the plan? Was the devia-
tion from the plan due to something under the buyer’s control? (For instance, was 
too much merchandise purchased?) Did the buyer react quickly to changes in de-
mand by  either purchasing more or having a sale? Was the deviation instead due 
to some  external factor, such as a change in competitive level or economic activity? 
Every  attempt should be made to discover answers to these questions. Later in this 
chapter, several additional tools used to evaluate merchandise performance will be 
examined.    

 Open-to-Buy System 
 After the merchandise is purchased on the basis of the merchandise budget plan, 
the    open-to-buy    system is used to keep track of the actual merchandise flows—
what the present inventory level is, when purchased merchandise is scheduled for 
delivery, and how much has been sold to customers. In the same way that you must 
keep track of the checks you write, buyers need to keep track of the merchandise 
they purchase and when it is to be delivered. Without the open-to-buy system 
keeping track of merchandise flows, merchandise could be delivered when it isn’t 
needed and be unavailable when it is needed. 

  EXHIBIT 12–10    Six-Month Merchandise Budget Plan for Men’s Casual Slacks  
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    The open-to-buy system compares the planned end-of-month inventory to the 
actual end-of-month inventory. Differences between actual and plan may arise be-
cause an order was shipped late or sales deviated from the forecast. When sales are 
greater than planned, the system determines how much merchandise to buy, in 
terms of dollars the buyer has available, to satisfy the increased customer demand.     

 ALLOCATING MERCHANDISE TO STORES  
 After developing a plan for managing merchandise inventory in a category, the 
next step in the merchandise management process is to allocate the merchandise 
purchased and received to the retailer’s stores (see Exhibit 12–4). Research indi-
cates that these allocation decisions have a much bigger impact on profitability 
than does the decision about the quantity of merchandise to purchase.  19     In other 
words, buying too little or too much merchandise has less impact on a category’s 
profitability than does making mistakes in allocating the right amount and type of 
merchandise to stores. Allocating merchandise to stores involves three decisions: 
(1) how much merchandise to allocate to each store, (2) what type of merchandise 
to allocate, and (3) when to allocate the merchandise to different stores.  

 Amount of Merchandise Allocated 
 Retail chains typically classify each of their stores on the basis of annual sales. 
Thus A stores would have the largest sales volume and typically receive the most 
inventory, while C stores would have the lowest sales volume and receive the least 
inventory for a category. In addition to the store’s sales level, when making alloca-
tion decisions for a category, allocators consider the physical characteristics of the 
merchandise and the depth of assortment and level of product availability that the 
firm wants to portray for the specific store.   

 Type of Merchandise Allocated 
 The geodemographics of a store’s trading area (discussed in Chapter 8) are consid-
ered in making allocation decisions. Consider the allocation decision of a national 
supermarket for its ready-to-eat cereal assortment. Some stores are located in areas 
dominated by segments called “Rustbelt Retirees,” and other areas are dominated 
by the “Laptops and Lattes” segment, as described in Exhibit 12–11. 
    The ready-to-eat breakfast cereal planner would offer different assortments for 
stores in these two areas. Stores with a high proportion of Rustbelt Retirees in 

 EXHIBIT 12–11   
 Example of Different 
Geodemographic 
Segments     

  Laptops and Lattes: The most eligible and 

unencumbered marketplace   Rustbelt Retirees    

  Laptops and Lattes are affluent, single, and still 

renting. They are educated, professional, and 

partial to city life, favoring major metropolitan 

areas such as New York, Boston, Chicago, Los 

Angeles, and San Francisco. Median household 

income is more than $87,000; median age is 38 

years. Technologically savvy, the Laptops and 

Lattes segment is the top market for notebook 

PCs and PDAs. They use the Internet on a daily 

basis to trade stocks and make purchases and 

travel plans. They are health conscious and 

physically fit; they take vitamins, use organic 

products, and exercise in the gym. They 

embrace liberal philosophies and work for 

environmental causes. 

 Rostbelt Retirees can be found in older, industrial 

cities in the Northeast and Midwest, especially in 

Pennsylvania and other states surrounding the 

Great Lakes. Households are mainly occupied by 

married couples with no children and singles 

who live alone. The median age is 43.8 years. 

Although many residents are still working, labor 

force participation is below average. More than 40 

percent of the households receive Social Security 

benefits. Most residents live in owned, single- 

family homes, with a median value of $118,500. 

Unlike many retirees, these residents are not in-

clined to move. They are proud of their homes and 

gardens and participate in community activities. 

Some are members of veterans’ clubs. Leisure 

activities include playing bingo, gambling in 

Atlantic City, going to the horse races, working 

crossword puzzles, and playing golf.      
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their trading areas would get an assortment of lower-price, well-known brands 
and more private-label cereals. Stores in areas dominated by the Laptops and 
Lattes geodemographic segment would get an assortment with higher-price 
brands that feature low sugar, organic ingredients, and whole wheat. Private-label 
cereals would be de-emphasized. 
    Even the sales of different apparel sizes can vary dramatically from store to 
store in the same chain. Exhibit 12–12 illustrates this point. Notice that store X 
sells significantly more large sizes and fewer small sizes than is average for the 
chain. If the planner allocated the same size distribution of merchandise to all 
stores in the chain, store X would stock out of large sizes, have an oversupply of 
small sizes, and be out of some sizes sooner than other stores in the chain. Retail-
ing View 12.3 provides a glimpse of how Saks Fifth Avenue allocates merchandise 
to stores on the basis of customer characteristics. 

  EXHIBIT 12–12   
 Apparel Size Differences 
for Store X and the Chain 
Average  
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 Having the right merchandise in the right stores is the key to 
merchandising success for fashion retailers like Saks Fifth Ave-
nue. For instance, Saks considers its core shopper at its New 
York flagship store in Manhattan to be a woman, between 46 
and 57 years of age, with a largely “classic” style, especially 
when it comes to work clothes, and a taste for slightly more 
modern looks when she goes out with friends on weekends. 
But it also recognizes that the merchandise selections for 
stores located elsewhere need to be less New York–centric. 
Even stores close to New York City attract different types of 
shoppers. A Greenwich, Connecticut, Saks caters to a slightly 
older shopper than does the Saks in Stamford, Connecticut, 
about 5 miles away. Stamford shoppers tend to be women who 
work in town, whereas Greenwich attracts a higher proportion 
of women who are at home full-time. Shoppers on the Saks 
Web site, now the chain’s second-biggest revenue generator 
after its New York flagship store, are on average approximately 
seven years younger than the typical Saks customer and spend 
more per transaction. 
  To better match its assortments with its stores, Saks has 
developed a nine-box grid. On one side of the matrix are style 
categories: “Park Avenue” classic; “Uptown,” or modern; and 
“Soho,” meaning trendy or contemporary. On the other axis 

are pricing levels, from “good” (brands such as Dana Buchman, 
Ellen Tracy, Real Clothes [Saks’s private label], Eileen Fisher, 
Spanx, and Lafayette 148) to “better” (Piazza Sempione, Armani 
Collezioni, Carmen Marc Valvo, Diane von Furstenberg, Max-
Mara, Moschino, and some Ralph Lauren) to “best” (Chanel, 
Gucci, Louis Vuitton, Oscar de la Renta, Valentino, Yves Saint 
Laurent, Zac Posen, Helmut Lang, Herve Lege, and Bill Blass). By 
cross-referencing the preferred styles and spending levels at 
each location, the grid charts the best mix of clothes, brands, 
and accessories to stock at the store. 
  Saks must take care, however, to balance its assortment 
planning by store with its goal to project a consistent personal-
ity through national marketing. In its “Want It” ad campaign, 
Saks promoted velour sweaters for men in the fall. But many 
men, especially older ones and those who live in the South, 
didn’t especially go for this fabric. Saks therefore tweaked the 
campaign to include more classic items with broader appeal, 
such as navy blazers. At the same time, it is increasing its efforts 
to tailor its marketing to local markets. 

 Sources:  Vanessa O’Connell, “Park Avenue Classic or Soho Trendy?”  
Wall Street Journal , April 20, 2007, p. B1; www.saks.com (accessed May 
25, 2010).   

 RETAILING VIEW    Customer-Centric Merchandise Allocation 
at Saks Fifth Avenue 

  12.3 
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   Timing of Merchandise Allocation 
 In addition to the need to allocate different inventory levels and types of merchan-
dise across stores, differences in the timing of category purchases across stores 
need to be considered. Exhibit 12–13 illustrates these differences by plotting sales 
data over time for capri pants in different regions of the United States. Compar-
ing regions shows that capri sales peak in late July in the Midwest and at the be-
ginning of September in the West, due to seasonality differences and differences 
in consumer demand. To increase inventory turnover in the category, buyers need 
to recognize these regional differences and arrange for merchandise to be shipped 
to the appropriate regions when customers are ready to buy. 
    Retailers are considering the “paycheck cycle” when making merchandise allo-
cation and promotion decisions, particularly in difficult economic times. Cash-
strapped consumers are showing a tendency to make their largest purchases when 
they get their paychecks at the beginning of the month and to cut back on pur-
chases as that money runs out toward the end of the month. So some supermarket 
chains devote more shelf space and promote larger-package sizes at the beginning 
of the month and small sizes at the end of the month.  20   
      The issues involved in allocating merchandise inventory to stores, as just de-
scribed, are particularly important for both fashion merchandise and new staple 
items. If merchandise sells and evolves into staple merchandise, it gets replen-
ished over time, either by the vendor or through distribution centers. As we dis-
cussed in Chapter 10, retailers use either a pull or a push distribution strategy to 
replenish merchandise. With a pull distribution strategy, orders for merchandise 
are generated at the store level on the basis of sales data captured by point-of-sale 
terminals. With a push distribution strategy, merchandise is allocated to the 
stores on the basis of historical demand, the inventory position at the distribution 
center, and the needs of the stores. As Chapter 10 noted, a pull strategy is more 
sophisticated and more responsive to customer demand and can correct initial 
misallocations.     

  EXHIBIT 12–13   
 Sales of Capri Pants by 
Region  
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 The next step in the merchandise planning process (see Exhibit 12–4) is to ana-
lyze the performance of the process and make adjustments, such as ordering 
more or less merchandise, lowering prices to increase sales, allocating different 
assortments to specific stores, or changing the assortment and model stock 

 ANALYZING MERCHANDISE MANAGEMENT PERFORMANCE  

Lev30026_ch12_298-339.indd Page 325  10/2/10  12:58 PM user-f494Lev30026_ch12_298-339.indd Page 325  10/2/10  12:58 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



326 SECTION 11I Merchandise Management

plans. Three types of analyses related to the monitoring and adjustment step are 
(1) sell-through analysis, (2) ABC analysis of assortments, and (3) multiattribute 
analysis of vendors. The first analysis provides an ongoing evaluation of the 
merchandise management plan compared with actual sales. The remaining two 
analyses offer approaches for evaluating and altering the assortment plan using 
the specific SKUs in the plan and the vendors that provide the merchandise to 
support the plan.  

 Sell-Through Analysis Evaluating Merchandise Plan 
 A    sell-through analysis    compares actual and planned sales to determine whether 
more merchandise is needed to satisfy demand or whether price reductions (mark-
downs) are required. Exhibit 12–14 shows a sell-through analysis for blouses for 
the first two weeks of the season. 
    These blouses are high-fashion items that experience significant uncertainty in 
sales. Thus, after two weeks in the stores, the buyer reviews sales and determines 
if adjustments are needed. The need to make adjustments depends on a variety of 
factors, including experience with the merchandise in the past, plans for featuring 
the merchandise in advertising, and the availability of    markdown money    from 
vendors (funds that a vendor gives a retailer to cover lost gross margin dollars that 
result from markdowns). 
    In this case, the white blouses are selling significantly less well than planned. 
Therefore, the buyer makes an early price reduction to ensure that the merchan-
dise isn’t left unsold at the end of the season. The decision regarding the blue 
blouses isn’t as clear. The small blue blouses are selling slightly ahead of the plan, 
and the medium blue blouses are also selling well, but the large blue blouses start 
selling ahead of plan only in the second week. In this case, the buyer decides to 
wait another week or two before taking any action. If actual sales stay significantly 
ahead of planned sales, a reorder might be appropriate.   

 Evaluating the Assortment Plan and Vendors  
 ABC Analysis   An    ABC analysis    identifies the performance of individual SKUs 
in the assortment plan. It is used to determine which SKUs should be in the plan 
and how much backup stock and resulting product availability are provided for 
each SKU in the plan. In an ABC analysis, the SKUs in a merchandise category 
are rank-ordered by several performance measures, such as sales, gross margin, 
inventory turnover, and GMROI. Typically, this rank order reveals the general 80-
20 principle; namely, approximately 80 percent of a retailer’s sales or profits come 
from 20 percent of the products. This principle suggests that retailers should con-
centrate on the products that provide the biggest returns. 
  After rank-ordering the SKUs, the next step is to classify the items. On the ba-
sis of the classification, the buyer determines whether to maintain the items in the 
assortment plan and, if so, what level of product availability to offer. For example, 

 EXHIBIT 12–14   
 Example of a Sell-Through 
Analysis                   

       WEEK 1   WEEK 2  

  Stock Actual-to-Plan Actual-to-Plan

Number   Description   Plan   Actual Percentage   Plan   Actual Percentage  

    1011   Small   White silk V-neck   20   15   225%   20   10   250%  

  1011   Medium   White silk V-neck   30   25   216.6   30   20   233  

  1011   Large   White silk V-neck   20   16   220   20   16   220  

  1012   Small   Blue silk V-neck   25   26   4   25   27   8  

  1012   Medium   Blue silk V-neck   35   45   29   35   40   14      

1012 Large Blue silk V-neck 25 25 0 25 30 20
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a men’s dress shirt buyer might identify the A, B, C, and D SKUs by rank-ordering 
them by sales volume. The A items account for only 5 percent of the SKUs in the 
category but represent 70 percent of sales. The buyer decides that these SKUs 
should never be out of stock and thus plans to maintain more backup stock for A 
items, such as keeping more sizes of long- and short-sleeved white and blue dress 
shirts than of the B and C items. 
  The B items represent 10 percent of the SKUs and 20 percent of sales. These 
items include some of the other better-selling colors and patterned shirts and con-
tribute to the retailer’s image of having fashionable merchandise. Occasionally, the 
retailer will run out of some SKUs in the B category because it does not carry the 
same amount of backup stock for B items as it does for A items. 
  The C items account for 65 percent of SKUs but contribute to only 10 percent 
of sales. The planner may plan to carry some C items only in very small or very 
large sizes of the most basic shirts, with special orders used to satisfy customer 
demand. 
  Finally, the buyer discovers that the remaining 20 percent of the SKUs, D 
items, have virtually no sales until they are marked down. Not only are these items 
excess merchandise and an unproductive investment, but they also distract from 
the rest of the inventory and clutter the store shelves. The buyer decides to elimi-
nate most of these items from the assortment plan.   

 Multiattribute Method for Evaluating Vendors   The    multiattribute analysis    
method for evaluating vendors uses a weighted-average score for each vendor. 
The score is based on the importance of various issues and the vendor’s perfor-
mance on those issues. This method is similar to the multiattribute approach that 
can be used to understand how customers evaluate stores and merchandise, as we 
discussed in Chapter 4. Retailing View 12.4 describes Home Depot’s system for 
vendor evaluation. 
  To better understand the multiattribute method of evaluating vendors, either 
current or proposed, consider the example in Exhibit 12–15 for vendors of men’s 
casual slacks. 

 EXHIBIT 12–15   
 Multiattribute Model for 
Evaluating Vendors             

       PERFORMANCE EVALUATIONS OF INDIVIDUAL 

 BRANDS ACROSS ISSUES  

     Importance 

 Evaluation   Brand A    Brand B   Brand C    Brand D

Issues of Issues (I ) (P a ) (P b ) (P c ) (P d )

 (1) (2) (3) (4) (5) (6)  

    Vendor reputation   9   5   9   4   8  

  Service   8   6   6   4   6  

  Meets delivery dates   6   5   7   4   4  

  Merchandise quality   5   5   4   6   5  

  Markup opportunity   5   5   4   4   5  

  Country of origin   6   5   3   3   8  

  Product fashionability   7   6   6   3   8  

  Selling history   3   5   5   5   5  

  Promotional assistance   4   5   3   4   7  

      Overall evaluation a a
n

i51

I
j 
3 P 

ij
    280   298   212   341  

a
n

i51

 5 Sum of the expression.

          I i  5 Importance weight assigned to the ith dimension.   

P i j  5 Performance evaluation for jth brand alternative on the ith issue.   

 I 5 Not important.   

 10 5 Very important.    
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 Home Depot’s vendor evaluation program focuses on three cat-
egories of excellence. The first, behavioral, helps it protect the 
reputation of its brand while instilling social and environmental 
responsibility into its vendor relationships. The second, manufac-
turing, is designed to improve product quality, cost, and innova-
tion. The third, the supply chain category, is intended to reduce 
overall costs through process integration and standardization. 
  Home Depot has high expectations in terms of product 
quality, innovation, availability, on-time delivery, safety in produc-
tion and shipping, compliance with laws and codes of conduct, 
and sensitivity to brand reputation. Its system measures service 
and ensures compliance specifically through the Vendor Center 
Web site. It features continuously updated information about 
how to do business with Home Depot, including the corporate 
performance policy, updates, news, information on events and 
training, and scorecards. Included in the laundry list of expecta-
tions is Home Depot’s Social and Environmental Responsibility 
(SER) program, which addresses a wide range of issues related 
to vendors’ proper treatment of their workers and the envi-
ronment, including age requirements, wages, working condi-
tions, emergency planning, health and safety, and prohibitions 

against forced labor, fraud, and discrimination. The program 
combines regular audits of vendor factories with extensive ed-
ucation to help vendors understand the retailer’s expectations. 
  Home Depot posts online vendor scorecards, providing 
graphical representations of their performance levels. Each par-
ticipating vendor is rated on criteria such as compliance with 
shipping-platform standards and import on-time delivery. The 
vendors and Home Depot can observe trends over 13-month 
periods. Green, yellow, and red “lights” for each category let 
vendors know how they have been rated at a glance. 
  Although Home Depot’s compliance program focuses on 
education instead of punishment, vendors pay a price if they fail 
to meet the company’s strict requirements. Fines for noncom-
pliance with its shipping standards amount to $10,000 for the 
first violation and $25,000 each time thereafter.    

  Sources: “Retail Supply Chains: ‘Back End’ or Business Value?”  www.
Cognos.com,  November 29, 2006; Robert J. Bowman, “Home Depot 
Turns Its  Attention to Vendor Performance Management,” 
  SupplyChainBrain.com,  June 2006.  

 RETAILING VIEW    Home Depot Takes Vendor 
Evaluations Seriously 

  12.4 

 Home Depot’s vendor analysis scorecard gives everyone a quick view of how the vendor is doing. Green is good, but red isn’t. 
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 A buyer can evaluate vendors using the following five steps:  
  1.   Develop a list of issues to consider in the evaluation (column 1).  
  2.   In conjunction with the GMM, determine the importance weights for each is-

sue in column 1 on a 1-to-10 scale (column 2), where 1 equals not important 
and 10 equals very important. For instance, the buyer and the merchandise 
manager believe that vendor reputation should receive a 9 because it’s very im-
portant to the retailer’s image. Merchandise quality receives a 5 because it’s 
moderately important. Finally, a vendor’s selling history is less important, so it 
could be rated 3.  

  3.   Make judgments about each individual brand’s performance on each issue (re-
maining columns). Note that some brands have high ratings on some issues 
but not on others.  

  4.   Develop an overall score by multiplying the importance of each issue by the 
performance of each brand or its vendor. For instance, vendor reputation im-
portance (9) multiplied by the performance rating for brand A (5) is 45. Pro-
motional assistance importance (4) multiplied by the performance rating (7) 
for vendor D is 28. This type of analysis illustrates an important point: It 
doesn’t pay to perform well on issues that retailers don’t believe are very im-
portant. Although vendor D performed well on promotional assistance, the 
buyer didn’t rate this issue highly in importance, so the resulting score was 
still low.  

  5.   To determine a vendor’s overall rating, add the products for each brand for all 
issues. In Exhibit 12–15, brand D has the highest overall rating (341), so D is 
the preferred vendor.          

 This chapter provides an overview of the merchandise 
management planning process. Merchandise is broken 
down into categories for planning purposes. Buyers and 
planners manage these categories, often with the help of 
their major vendors. 
  The key performance measures used to assess mer-
chandise management are GMROI and its components, 
sales-to-stock ratio, inventory turnover, and gross margin. 
High inventory turnover is important for a retailer’s fi-
nancial success. But if the retailer attempts to push inven-
tory turnover to its limit, stockouts and increased costs 
may result. 
  The steps in the merchandise management process are 
(1) forecasting category sales, (2) developing an assortment 
plan, (3) determining appropriate inventory levels and prod-
uct availability, (4) developing a plan for managing inven-
tory, (5) allocating merchandise to stores, and (6) monitoring 
and evaluating performance and making adjustments. 
  Buying systems for staple merchandise are very differ-
ent from those for fashion merchandise. Because staple 
merchandise is sold month after month and the sales lev-

els are predictable, an automated continuous replenish-
ment system is often used to manage staple merchandise 
categories. 
  The performance of buyers, vendors, and individual 
SKUs must be determined. Three different approaches 
can evaluate merchandise performance. The sell-through 
analysis is more useful for examining the performance of 
individual SKUs in the merchandise plan. The buyer 
compares actual with planned sales to determine whether 
more merchandise needs to be ordered or whether the 
merchandise should be put on sale. In an ABC analysis, 
merchandise is rank-ordered from highest to lowest. The 
merchandising team uses this information to set inventory 
management policies. For example, the most productive 
SKUs should carry sufficient backup stock to never be out 
of stock. Finally, the multiattribute method is most useful 
for evaluating vendors’ performance. 
  Appendix 12A to this chapter presents a more detailed 
description of the development of a merchandise budget 
plan for fashion merchandise. Appendix 12B discusses the 
retail inventory method.   

 SUMMARY 

  ABC analysis,  326     
  assortment,  314     
  assortment plan,  314     

  backup stock,  317     
  base stock,  319     
  basic merchandise category,  308     

  breaking sizes,  315     
  buffer stock,  317     
  category captain,  305     

 KEY TERMS  
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  category management,  304     
  classification,  304     
  continuous replenishment,  309     
  cycle stock,  319     
  department,  303     
  depth interview,  313     
  editing the assortment,  315     
  fashion merchandise category,  309     
  fill rate,  320     
  focus group,  313     
  lead time,  319     

  level of support,  317     
  markdown money,  326     
  merchandise budget plan,  321     
  merchandise category,  304   
  merchandise group,  303     
  merchandise management,  302     
  model stock plan,  316     
  multiattribute analysis,  327     
  open-to-buy,  322     
  order point,  321     
  perpetual inventory,  320     

  product availability,  317     
  safety stock,  317     
  seasonal merchandise,  310     
  sell-through analysis,  326     
  service level,  317     
  shrinkage,  333     
  staple merchandise category,  308     
  stock-keeping unit (SKU),  304     
  stock-to-sales ratio,  333     
  variety,  314        

   1.    CONTINUING EXERCISE  Go to a retailer’s 
store, and audit the variety and assortment for a spe-
cific merchandise category. Record the breadth and 
depth of the assortment and the level of support (av-
erage number of items for the SKUs in each cate-
gory). Compare the variety, assortment, and support 
for the same category in a competing retail store.  

   2.    INTERNET EXERCISE  Go to the home page of 
Merchandise Management Company (MMC), the ex-
clusive merchandising service partner for Kohl’s, at 
www.merchmanco.com/Default.aspx. Watch the 
three-minute video, and read the posted information 
and press releases at this Web site. How does this ser-
vice provider support vendors to manage merchan-
dise sold at this discount department store? What is 
the “Store Vision” system? How is it used to measure 
merchandise performance?  

   3.    IN-STORE OR INTERNET EXERCISE  Go to 
the store location or home page of a craft store such 
as Michaels Stores, Jo-Ann Fabric and Craft Stores, 
or A.C. Moore Arts & Crafts (www.michaels.com, 
www.joann.com, or www.acmoore.com). How does 
this retailer organize its merchandise in terms of mer-
chandise group, department, category, and stock-
keeping unit? Select two categories of merchandise: 
one that you would expect to have a high inventory 
turnover; the other, a low inventory turnover. Explain 
your reasoning for each selection.  

   4.    GO SHOPPING  Visit a big-box office supply store 
and then a discount store to shop for school supplies. 
Contrast the variety and assortment offered at each. 
What are the advantages and disadvantages of 
breadth versus depth for each retailer? What are the 
advantages and disadvantages from the consumer’s 
perspective?  

   5.    INTERNET EXERCISE  Go to the home page of 
the following three retail trade publications:  WWD  at 
www.wwd.com/,  Chain Store Age  at www.chainstoreage.
com/, and  Retailing Today  at www.retailingtoday.com/. 
Find an article in each that focuses on managing 
 merchandise. How can these articles assist retailers 
with merchandise planning decisions?  

   6.    INTERNET EXERCISE  Go to www.sas.com/ 
industry/retail/merchandise/index.html, the SAS 
Merchandise Intelligence Web site. How does the 
SAS Merchandise Intelligence product provide retailers 
with information to support merchandising planning, 
forecasting, and measurement?  

   7.    WEB OLC EXERCISE  The merchandise budget 
plan determines how much merchandise should be 
purchased in each month of a fashion buying season 
(in dollars), given the sales and reduction forecast, in-
ventory turnover goals, and seasonal monthly fluctua-
tions in sales. Go to the student side of the Online 
Learning Center, and click “Merchandise Budget 
Plan.” The merchandise budget plan generally covers 
one fashion season for one merchandise category. 
This application presents both one-month and six-
month examples. In addition, practice calculations are 
presented for the one-month example. Have your cal-
culator ready! In the calculation section, you have ac-
cess to an Excel-based six-month merchandise budget 
plan that can be used to complete Case 11 in the text.  

   8.    WEB OLC EXERCISE  The vendor evaluation 
model utilizes the multiattribute method to evaluate 
vendors. Go to the student side of the Online Learn-
ing Center, and click “Vendor Evaluation Model.” 
There are two spreadsheets. Open the first spread-
sheet, vendor evaluation 1.xls. This spreadsheet is the 
same as Exhibit 12–15. If you were selling brand A to 
the retailer, which numbers would change? Change 
the numbers in the matrix, and see the effect of that 
change on the overall evaluation. Go to the second 
spreadsheet, evaluation 2.xls. This spreadsheet can be 
used to evaluate brands or merchandise you might 
stock in your store. Assume you own a bicycle shop. 
List the brands you might consider stocking and the 
issues you would consider in selecting the brands to 
stock. Fill in the importance of the issues (10 5 very 
important, 1 5 not very important) and the evalua-
tion of each brand on each characteristic (10 5 excel-
lent, 1 5 poor). Determine which is the best brand 
for your store.     

 GET OUT AND DO IT!  
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   1.   How and why would you expect variety and assort-
ment to differ between a traditional bricks-and-mor-
tar store and its Internet counterpart?  

   2.   Simply speaking, increasing inventory turnover is an 
important goal for a retail manager. What are the con-
sequences of turnover that’s too slow? Too fast?  

   3.   Assume you are the grocery buyer for canned fruits 
and vegetables at a five-store supermarket chain. Del 
Monte has told you and your boss that it would be 
responsible for making all inventory decisions for 
those merchandise categories. Del Monte will now 
determine how much to order and when shipments 
should be made. It promises a 10 percent increase in 
gross margin dollars in the coming year. Would you 
take Del Monte up on its offer? Justify your answer.  

   4.   A buyer at Old Navy has received a number of cus-
tomer complaints that he has been out of stock on 
some sizes of men’s t-shirts. The buyer subsequently 
decides to increase this category’s product availability 
from 80 percent to 90 percent. What will be the im-
pact on backup stock and inventory turnover? Would 
your answer be the same if the product category were 
men’s fleece sweatshirts?  

   5.   Variety, assortment, and product availability are the 
cornerstones of the merchandise planning process. 
Provide examples of retailers that have done an out-

standing job of positioning their stores on the basis of 
one or more of these issues.  

   6.   The fine jewelry department in a department store 
has the same GMROI as the small appliances depart-
ment, even though characteristics of the merchandise 
are quite different. Explain this situation.  

   7.   Calculate the GMROI and inventory turnover given 
annual sales of $20,000, average inventory (at cost) of 
$4,000, and a gross margin of 45 percent.  

   8.   As the athletic shoe buyer for Sports Authority, how 
would you go about forecasting sales for a new Nike 
running shoe?  

   9.   Using the 80-20 principle, how can a retailer make 
certain that it has enough inventory of fast-selling 
merchandise and a minimal amount of slow-selling 
merchandise?  

   10.   A buyer at a sporting goods store in Denver receives 
a shipment of 400 ski parkas on October 1 and ex-
pects to sell out by January 31. On November 1, the 
buyer still has 350 parkas left. What issues should the 
buyer consider in evaluating the selling season’s 
progress?  

   11.   A buyer is trying to decide from which vendor to buy 
a certain item. Using the information in the table be-
low, determine from which vendor the buyer should 
buy.              

 DISCUSSION QUESTIONS AND PROBLEMS  

   VENDOR PERFORMANCE  

   Importance Weight   Vendor A   Vendor B  

  Reputation for collaboration   8   9   8  

  Service   7   8   7  

  Meets delivery dates   9   7   8  

  Merchandise quality   7   8   4  

  Gross margin   6   4   8  

  Brand name recognition   5   7   5  

  Promotional assistance   3   8   8  

  Boyd, D. Eric, and Kenneth D Bahn.  “When Do Large Product 
Assortments Benefit Consumers? An Information-Processing 
Perspective.”  Journal of Retailing   85  (September 2009), 
pp. 288–301. 

 Clodfelter, Richard.  Retail Buying: From Basics to Fashion, 3rd ed. 
New York: Fairchild Publications, 2008. 

 Field, Clifton Coutard.  Retail Buying; Modern Principles and 
Practice . General Books, 2010. 

 Jacbobsen, Maire Louise.  The Art of Retail Buying . Hoboken, NJ: 
Wiley, 2008. 

 Kok, A. Gorhan, Marshall L. Fisher, and Ramnath 
Vaidyanathan. “Assortment Planning: Review of Literature 
and Industry Practice,” in  Retail Supply Chain Management: 
Quantitative Models and Empirical Studies,  eds. Narendra 
Agrawal and Stephen A. Smith. New York: Springer, 2009, 
pp. 99–150. 

 Kurtulus, Mumin, and L. Berl Toktay. “Category Captaincy in the 
Retail Industry,” in  Retail Supply Chain Management: Quantitative 
Models and Empirical Studies,  eds. Narendra Agrawal and 
Stephen A. Smith. New York: Springer, 2008, pp. 79–99. 
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 Rabolt, Nancy, and Judy Miller.  Concepts and Cases in Retail and 
Merchandise Management , 2nd ed. New York: Fairchild, 2008. 
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 Tepper, Bette.  Mathematics for Retail Buying.  New York: 
Fairchild, 2008. 

  MERCHANDISE BUDGET PLAN  

 In this appendix, we describe the steps in developing the 
merchandise budget plan for a fashion merchandise cate-
gory. These steps are taken to develop the bottom line—
line 8, “Monthly Additions to Stock”—in Exhibit 12–16. 

The figures on this line tell the buyer how much mer-
chandise in retail dollars he or she needs to have, on aver-
age, at the beginning of each month for the retailer’s 
financial goals to be met. Note that Exhibit 12–16 is the 
same as Exhibit 12–10 in the chapter.   

   APPENDIX 12A    Merchandise Budget Report and Open-to-Buy System for a Fashion 
Merchandise Category  

   SPRING   SUMMER  

   Six-Month Data   April   May   June   July   August   September   

   Sales % Distribution to  

 1 Month   100.00%   21.00%   12.00%   12.00%   19.00%   21.00%   15.00%  

   SPRING   SUMMER  

   Six-Month Data   April   May   June   July   August   September  

   Sales % Distribution to  

 1 Month   100.00%   21.00%   12.00%   12.00%   19.00%   21.00%   15.00%  

  Monthly Sales Percentage Distribution to 
Season (Line 1)  
 Line 1 of the plan projects what percentage of the total 
sales is expected to be sold in each month. In Exhibit 12–16, 

21 percent of the six-month sales are expected to occur 
in April.                         

  EXHIBIT 12–16   Six-Month Merchandise Budget Plan for Men’s Casual Slacks    

  Historical sales data provide the starting point for 
determining the percentage distribution of sales by 
month. The percentage of total category sales that oc-
curs in a particular month doesn’t vary much from year 
to year. However, the buyer might adjust the historical 
percentages to reflect changes in buying patterns and 
special promotions. For instance, the buyer might feel 
that the autumn selling season for men’s casual slacks 
continues to be pushed further back into summer and 
thus increase the percentages for July and decrease the 

percentages for August and September. The buyer might 
also decide to hold a special Easter sale promotion, in-
creasing the April percentage and decreasing the other 
percentages. 

    Monthly Sales (Line 2)  
 Monthly sales are the forecasted total sales for the six-month 
period in the first column ($130,000) multiplied by each 
monthly sales percentage (line 1). In Exhibit 12–16, monthly 
sales for April 5 $130,000 3 21 percent 5 $27,300.                    
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         Monthly Reductions Percentage 
Distribution to Season (Line 3)  
 To have enough merchandise every month to support the 
monthly sales forecast, the buyer needs to consider other 
factors that reduce the inventory level in addition to sales 
made to customers. Although sales are the primary reduc-
tion, the value of the inventory is also reduced by mark-
downs (sales discounts), shrinkage, and discounts to 
employees. The merchandise budget planning process 
builds these additional reductions into the planned 
 purchases. If these reductions were not considered, the 
 category would always be understocked. Note that in 
Exhi bit 12–16, 40 percent of the season’s total reductions 
occur in April as a result of price discounts (markdowns) 
during end-of-season sales.                         
  Markdowns also can be forecasted from historical re-
cords. However, changes in markdown strategies—or 
changes in the environment, such as competition or gen-

eral economic activity—must be taken into consideration 
when forecasting markdowns. 
  Discounts to employees are like markdowns, except 
that they are given to employees rather than to customers. 
The level of the employee discount is tied fairly closely to 
the sales level and number of employees. Thus, employee 
discounts also can be forecasted from historical records. 
   Shrinkage  refers to inventory losses caused by shop-
lifting, employee theft, merchandise being misplaced or 
damaged, and poor bookkeeping. Retailers measure 
shrinkage by taking the difference between (1) the inven-
tory’s recorded value based on merchandise bought and 
received and (2) the physical inventory actually in stores 
and distribution centers. Shrinkage varies by department 
and season, but typically it varies directly with sales as 
well. So if sales of men’s casual pants increase by 10 per-
cent, then the buyer can expect a 10 percent increase in 
shrinkage.   

    SPRING     SUMMER   

    Six-Month Data     April     May     June     July     August     September    

   Sales % Distribution to  

  1 Month    100.00%   21.00%   12.00%   12.00%   19.00%   21.00%   15.00%   

   2 Monthly sales    $130,000   $27,300   $15,600   $15,600   $24,700   $27,300   $19,500   

    SPRING     SUMMER  

     Six-Month Data     April     May     June     July     August     September    

   3 Reduction % Distribution to Season    100.00%   40.00%   14.00%   16.00%   12.00%   10.00%   8.00%   

    SPRING     SUMMER   

    Six-Month Data     April     May     June     July     August     September   

   5 BOM stock-to-sales ratio    4.0   3.6   4.4   4.4   4.0   3.6   4.0  

  Monthly Reductions (Line 4)  
 Monthly reductions are calculated by multiplying the to-
tal reductions by each percentage in line 3. The total re-

ductions for this example are based on historical data. In 
Exhibit 12–16, April reductions 5 $16,500 3 40 percent 
5 $6,600.                    

    SPRING     SUMMER   

    Six-Month Data     April     May     June     July     August     September    

   3 Reduction % Distribution to Season    100.00%   40.00%   14.00%   16.00%   12.00%   10.00%   8.00%   

   4 Monthly reductions    $16,500   $6,600   $2,310   $2,640   $1,980   $1,650   $1,320  

         BOM (Beginning-of-Month) Stock-to-Sales 
Ratio (Line 5)  
 The  stock-to-sales ratio,  listed in line 5, specifies the 
amount of inventory that should be on hand at the begin-
ning of the month to support the sales forecast and main-
tain the inventory turnover objective for the category. 

Thus, a stock-to-sales ratio of 2 means that the retailer 
plans to have twice as much inventory on hand at the be-
ginning of the month as there are forecasted sales for the 
month. Both the BOM stock and forecasted sales for the 
month are expressed in retail sales dollars.                    
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      Rather than specifying the stock-to-sales ratio, many re-
tailers specify a related measure, weeks of inventory. A 
stock-to-sales ratio of 4 means there are 16 weeks of inven-
tory, or approximately 112 days, on hand at the beginning 
of the month. A stock-to-sales ratio of 1/2 indicates a two-
week supply of merchandise, or enough for approximately 
14 days. The stock-to-sales ratio is determined so the mer-
chandise category achieves its targeted performance—its 
planned GMROI and inventory turnover. The steps in de-
termining the stock-to-sales ratio for the category are 
shown next.  

 Step 1: Calculate Sales-to-Stock Ratio   The 
GMROI is equal to the gross margin percentage times 
the sales-to-stock ratio. The sales-to-stock ratio is con-
ceptually similar to inventory turnover except the de-
nominator in the stock-to-sales ratio is expressed in 
retail sales dollars, whereas the denominator in inventory 
turnover is the cost of goods sold (sales at cost). The 
buyer’s target GMROI for the category is 123 percent, 
and the buyer feels the category will produce a gross 
margin of 45 percent. Thus,  

   GMROI 5  Gross margin percent 3 Sales-to-stock ratio 
Sales-to-stock ratio  5 GMROI/Gross margin percent 

5 123/45 5 2.73  

  Because this illustration of a merchandise budget plan 
is for a six-month period rather than a year, the sales-to-
stock ratio is based on six months rather than annual sales. 
So for this six-month period, sales must be 2.73 times the 
inventory cost to meet the targeted GMROI.   

 Step 2: Convert the Sales-to-Stock Ratio to Inven-
tory Turnover   Inventory turnover is

  Inventory 5 Sales-to-stock 3 (1.00 2 Gross margin %/100)
turnover ratio 
 5 2.73 3  (1.00 2 45/100)
 1.50 5 2.73 3 .55   

  This adjustment is necessary because the sales-to-stock 
ratio defines sales at retail and inventory at cost, whereas 
inventory turnover defines both sales and inventory at 
cost. Like the sales-to-stock ratio, this inventory turnover 
is based on a six-month period.   

 Step 3: Calculate Average Stock-to-Sales Ratio   The 
average stock-to-sales ratio is

  Average stock-to-sales ratio 5 6 months/Inventory turnover
 4 5 6/1.5   

  If preparing a 12-month plan, the buyer divides 12 by 
the annual inventory turnover. Because the merchandise 
budget plan in Exhibit 12–16 is based on retail dollars, 
it’s easiest to think of the numerator as BOM retail in-
ventory and the denominator as sales for that month. 
Thus, to achieve a six-month inventory turnover of 1.5, 
on average, the buyer must plan to have a BOM inven-
tory that equals four times the amount of sales for a 

given month, which is equivalent to four months, or 16 
weeks of supply. 
  One needs to be careful when thinking about the aver-
age  stock-to-sales ratio,  which can be easily confused with 
the  sales-to-stock ratio.  These ratios are not the inverse of 
each other. Sales are the same in both ratios, but stock in 
the sales-to-stock ratio is the average inventory at cost 
over all days in the period, whereas stock in the stock-to-
sales ratio is the average BOM inventory at retail. Also, 
the BOM stock-to-sales ratio is an average for all months. 
Adjustments are made to this average in line 5 to account 
for seasonal variation in sales.   

 Step 4: Calculate Monthly Stock-to-Sales Ratios   The 
monthly stock-to-sales ratios in line 5 must average the 
stock-to-sales ratio calculated previously to achieve the 
planned inventory turnover. Generally, monthly stock-to-
sales ratios vary in the opposite direction of sales. That is, 
in months when sales are larger, stock-to-sales ratios are 
smaller, and vice versa. 
  To make this adjustment, the buyer needs to con-
sider the seasonal pattern for men’s casual slacks in de-
termining the monthly stock-to-sales ratios. In the 
ideal situation, men’s casual slacks would arrive in the 
store the same day and in the same quantity that cus-
tomers demand them. Unfortunately, the real-life re-
tailing world isn’t this simple. Note in Exhibit 12–16 
(line 8) that men’s casual slacks for the spring season 
start arriving slowly in April ($4,260 for the month), yet 
demand lags behind these arrivals until the weather 
starts getting warmer. Monthly sales then jump from 
12 per cent of annual sales in May and June to 19 per-
cent in July (line 1). But the stock-to-sales ratio (line 5) 
decreased from 4.4 in May and June to 4.0 in July. 
Thus, in months when sales increase (e.g., July), the 
BOM inventory also increases (line 6) but at a slower 
rate, which causes the stock-to-sales ratios to decrease. 
Likewise, in months when sales decrease dramatically, 
like in May (line 2), inventory also decreases (line 6), 
again at a slower rate, causing the stock-to-sales ratios 
to increase (line 5). 
  When creating a merchandise budget plan for a cate-
gory such as men’s casual slacks with a sales history, the 
buyer also examines previous years’ stock-to-sales ratios. 
To judge how adequate these past ratios were, the buyer 
determines if inventory levels were exceedingly high or 
low in any months. Then the buyer makes minor correc-
tions to adjust for a previous imbalance in inventory lev-
els, as well as for changes in the current environment. For 
instance, assume the buyer is planning a promotion for 
Memorial Day. This promotion has never been done be-
fore, so the stock-to-sales ratio for the month of May 
should be adjusted downward to allow for the expected 
increase in sales. Note that monthly stock-to-sales ratios 
don’t change by the same percentage that the percentage 
distribution of sales by month is changing. In months 
when sales increase, stock-to-sales ratios decrease but at a 
slower rate. Because there is no exact method of making 
these adjustments, the buyer must make some subjective 
judgments.   
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  BOM inventory 5 Monthly sales 3 BOM stock-to-sales 
 (line 2) ratio (line 5)
$98,280  5 $27,300 3 3.6                     

 BOM Stock (Line 6) 
 The amount of inventory planned for the beginning-of-
the-month (BOM) inventory for April equals

    SPRING     SUMMER   

    Six-Month Data     April     May     June     July     August     September   

   6 BOM inventory    $98,280   $98,280   $68,640   $68,640   $98,800   $98,280   $78,000  

    SPRING     SUMMER   

    Six-Month Data     April     May     June     July     August     September   

   7 EOM inventory    $65,600   $68,640   $68,640   $98,800   $98,280   $78,000   $65,600  

    SPRING     SUMMER    

    Six-Month Data     April     May     June     July     August     September    

    8 Monthly additions to stock    $113,820   $4,260   $17,920   $48,400   $26,160   $8,670   $8,420   

         EOM (End-of-Month) Stock (Line 7) 
 The BOM stock for the current month is the same as the 
EOM (end-of-month) stock in the previous month. That 
is, BOM stock in line 6 is simply EOM inventory in line 7 
from the previous month. Thus, in Exhibit 12–16, the EOM 

stock for April is the same as the BOM stock for May, 
$68,640. Forecasting the ending inventory for the last 
month in the plan is the next step in the merchandise bud-
get plan. Note that EOM inventory for June is high, which 
indicates planning for a substantial sales increase in July.                    

        Monthly Additions to Stock (Line 8) 
 The monthly additions to stock needed is the amount to 
be ordered for delivery in each month to meet the inven-
tory turnover and sales objectives. 

  Additions to stock 5  Sales (line 2) 1 Reductions (line 4)
1 EOM inventory (line 7) 
2 BOM inventory (line 6)

Additions to stock (April) 5  $27,300 1 6,600 
1 68,640 2 98,280 

  5 $4,260  

  At the beginning of the month, the inventory level 
equals BOM stock. During the month, merchandise is 
sold, and various inventory reductions affecting the retail 
sales level occur, such as markdowns and theft. So the 
BOM stock minus monthly sales minus reductions equals 
the EOM stock if nothing is purchased. But something 
must be purchased to get back up to the forecast EOM 
stock. The difference between EOM stock if nothing is 
purchased (BOM stock 2 sales 2 reductions) and the 
forecast EOM stock is the additions to stock.                    

  OPEN-TO-BUY SYSTEM  
 The open-to-buy system is used after the merchandise is 
purchased and is based on the merchandise budget plan or 
staple merchandise management system. The merchan-
dise management systems discussed previously provide 
buyers with a plan for purchasing merchandise. The 
open-to-buy  system keeps track of merchandise flows 
while they are occurring. It keeps a record of how much is 
actually spent purchasing merchandise each month and 
how much is left to spend. 
  In the same way that you must keep track of the checks 
you write, buyers need to keep track of the merchandise 
they purchase and when it is to be delivered. Without the 
open-to-buy system keeping track of merchandise flows, 
buyers might buy too much or too little. Merchandise could 

be delivered when it isn’t needed and be unavailable when it 
is needed. Thus, sales and inventory turnover would suffer. 
For consistency, we will continue with our example of an 
open-to-buy system using the merchandise budget plan 
previously discussed. The open-to-buy system is also ap-
plicable to staple goods merchandise management systems. 
  To make the merchandise budget plan successful (i.e., 
meet the sales, inventory turnover, and GMROI goals for 
a category), the buyer attempts to buy merchandise in 
quantities with delivery dates such that the actual EOM 
stock for a month will be the same as the forecasted EOM 
stock. For example, at the end of September, which is the 
end of the spring/summer season, the buyer would like to 
be completely sold out of spring/summer men’s casual 
slacks so there will be room for the fall styles. Thus, the 
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336 SECTION 11I Merchandise Management

  Exhibit 12–17 presents the six-month open-to-buy 
for the same category of men’s casual slacks discussed in 
the fashion merchandise planning section of this chapter. 
Consider May as the current month. The BOM stock 
 (inventory) actual level is $59,500, but there is no EOM 
actual inventory yet because the month hasn’t finished. 
When calculating the open-to-buy for the current 
month, the projected EOM stock plan comes into play. 
Think of the projected EOM stock plan as a new and 
improved estimate of the planned EOM stock from 
the merchandise budget plan. This new and  improved 
version takes information into account that wasn’t 
available when the merchandise budget plan was made. 
The formula for projected EOM inventory for the 
category is 

  Projected 
EOM inventory 5 Actual BOM inventory $59,500
 1 Monthly additions actual 7,000
 1 On order 18,000
 2 Sales plan 15,600
 2 Monthly reductions plan 2,310
 5 $66,590  

 The open-to-buy for the current month is: 

  Open-to-buy 5 EOM inventory 2 Projected EOM
 plan planned inventory
 $2,050 5 $68,640 2 $66,590  

  Therefore, the buyer has $2,050 left to spend in May 
to reach the planned EOM stock of $68,640. This is a 
relatively small amount, so we can conclude that the buy-
er’s plan is right on target. But if the open-to-buy for May 
were $20,000, the buyer could then go back into the mar-
ket and look for some great buys. If one of the vendors 

buyer would want the projected EOM stock and the ac-
tual EOM stock for this fashion and/or seasonal merchan-
dise to both equal zero.  

 Calculating Open-to-Buy for 
the Current Period 
 Buyers develop plans indicating how much inventory for 
the merchandise category will be available at the end of 
the month. However, these plans might be inaccurate. 
Shipments might not arrive on time, sales might be 
greater than expected, and/or reductions (price discounts 
due to sales) might be less than expected. 
  The open-to-buy is the difference between the planned 
EOM inventory and the projected EOM. Thus, open-to-
buy for a month is: 

  Open-to-buy 5  Planned EOM inventory 
2 Projected EOM inventory  

  If open-to-buy is positive, then the buyer still has 
money in the budget to purchase merchandise for that 
month. If the open-to-buy is negative, then the buyer has 
overbought, meaning he or she has spent more than was 
in the budget. 
  The planned EOM inventory is taken from the mer-
chandise budget plan, and the projected EOM inventory 
is calculated as follows: 

  Projected 
EOM inventory 5  Actual BOM inventory
 1  Monthly additions actual

(received new merchandise)
 1  On order (merchandise to be 

delivered)
 2  Sales plan (merchandise sold)
 2Monthly reductions plan  

Open-to-buy is like the 
buyer’s checkbook. It keeps 
track of how much money 
has been spent and how 
much money is left to spend.
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cut back on spending in future months so the total pur-
chases would be within the merchandise budget. Alterna-
tively, if the buyer believed that the overspending was 
justified because of changes in the marketplace, a negotia-
tion could take place between the buyer and the divisional 
merchandise manager to get more open-to-buy.    

had too much stock of men’s casual slacks, the buyer might 
be able to use the $20,000 to pick up some bargains that 
could be passed on to customers. 
  If, however, the open-to-buy was a negative $20,000, 
the buyer would have overspent the budget. Similar to 
overspending your checkbook, the buyer would have to 

  EXHIBIT 12-17  Six-Month Open-to-Buy System Report    

APPENDIX 12B     Retail Inventory Method  

     Similar to firms in most industries, retailers can value 
their inventory at cost—and some retailers do just that. 
Yet many retailers find it advantageous to value their in-
ventory at retail and use the retail inventory method 
(RIM), which has two objectives:  

  1.   To maintain a perpetual or book inventory in terms of 
retail dollar amounts.  

  2.   To maintain records that make it possible to deter-
mine the cost value of the inventory at any time with-
out taking a physical inventory.     

  THE PROBLEM  

 Retailers generally think of their inventory at retail price 
levels rather than at cost. They take their initial markups, 
markdowns, and so forth as percentages of retail. (These 
terms are thoroughly defined in Chapter 14.) When re-
tailers compare their prices with competitors’, they com-
pare retail prices. The problem is that when retailers 
design their financial plans, evaluate performance, and 
prepare financial statements, they also need to know the 
cost value of their inventory. 

  One way to keep abreast of their inventory cost is to 
take physical inventories. Anyone who has worked in re-
tailing knows that this process is time-consuming, costly, 
and not much fun. So retailers usually only take physical 
inventories once or twice a year. By the time management 
receives the results of these physical inventories, it’s often 
too late to make any changes. 
  Many retailers use POS terminals that easily keep track 
of every item sold, its original cost, and its final selling 
price. The rest of the retail world faces the problem of not 
knowing the cost value of its inventory at any one time. 
Therefore, RIM can be used by retailers with either com-
puterized or manual systems.   

  ADVANTAGES OF RIM  

 The RIM has five advantages over a system of evaluating 
inventory at cost.  

  •   The retailer doesn’t have to “cost” each time. For 
retailers with many SKUs, keeping track of each 
item at cost is expensive and time-consuming, and it 
increases the cost of errors. It’s easier to determine 
the value of inventory with the retail prices marked 
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338 SECTION 11I Merchandise Management

on the merchandise than with unmarked or coded 
cost prices.  

  •   It follows the accepted accounting practice of valuing 
assets at cost or market, whichever is lower. The 
system lowers the value of inventory when markdowns 
are taken but doesn’t allow the inventory’s value to 
increase with additional markups.  

  •   As a by-product of RIM, the amounts and percentages 
of initial markups, additional markups, markdowns, and 
shrinkage can be identified. This information can then 
be compared with historical records or industry norms.  

  •   It is useful for determining shrinkage. The difference 
between the book inventory and the physical 
inventory can be attributed to shrinkage.  

  •   The book inventory determined by RIM can be used 
in an insurance claim in case of a loss (e.g., due to fire).     

  DISADVANTAGES OF RIM  

 However, RIM is a system that uses an average markup. 
When markup percentages change substantially during a 
period or when the inventory on hand at a particular time 
isn’t representative of the total goods handled in terms of 
markups, the resulting cost figure may be distorted. As 
with inventory turnover, merchandise budget planning, 
and open-to-buy, RIM should be applied on a category 
basis to avoid this problem. 

  The record-keeping process involved in RIM is bur-
densome. Buyers must take care so that changes made to 
the cost and retail inventories are properly recorded.   

  STEPS IN RIM  

 Exhibit 12–18 is an example of RIM in action. The fol-
lowing discussion, which outlines the steps in RIM, is 
based on this exhibit.  

 Calculate Total Goods Handled at 
Cost and Retail 
 To determine the total goods handled at cost and retail, 
retailers take the following steps:  

  1. Record beginning inventory at cost  ($60,000)  and at retail  
($84,000). The initial markup is reflected in the retail 
inventory.  

  2.    Calculate net purchases  ($39,000 at cost and $54,600 at 
retail) by recording gross purchases ($50,000 at cost 
and $70,000 at retail) and adjusting for merchandise 
returned to vendor ($11,000 at cost and $15,400 at 
retail).  

  3.    Calculate net additional markups  ($2,000) by adjusting 
gross additional markups ($4,000) by any additional 
markup cancellations ($2,000). (An additional markup 
is a markup that occurs in addition to the normal 
markup for an item. A markup cancellation occurs if 

EXHIBIT 12–18
RIM Example

 Total Goods Handled Cost Retail

Beginning Inventory  $60,000  $84,000

Purchases $50,000  $70,000

– Return to vendor (11,000)  (15,400)

Net purchases  39,000  54,600

Additional markups   4,000

– Markup cancellations   (2,000)

Net markups    2,000

Additional transportation  1,000

Transfers in 1,428  2,000

– Transfers out (714)  (1,000)

Net transfers  714  1,000

Total goods handled  $100,714  $141,600

Reductions Retail

Gross sales   $82,000

– Customer returns and allowances   (4,000)

Net sales    $78,000

Markdowns   6,000

– Markdown cancellations   (3,000)

Net markdowns    3,000

Employee discounts    3,000

Discounts to customers    500

Estimated shrinkage    1,500

Total reductions    $86,000
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an item has an additional markup, and then the price 
is reduced. The price reduction is a markup cancella-
tion until it reaches the initial markup price. Any 
 reduction below the initial markup price is a mark-
down.) Note: These figures are recorded only at retail 
because markups affect only the retail value of 
inventory.  

  4.    Record transportation expenses  ($1,000). Transportation 
is recorded at cost because it affects only the cost of 
the inventory.  

  5.    Calculate net transfers  ($714 at cost and $1,000 at retail) 
by recording the amount of transfers in and out. A 
transfer can be from one department to another or 
from store to store. Transfers are generally made to 
help adjust inventory to fit demand. For instance, a 
sweater may be selling well at one store but not at 
 another. A transfer is, in effect, just like a purchase 
(transfer in) or a return (transfer out). Thus, it’s 
 recorded at both cost and retail.  

  6.    Calculate the sum as the total goods handled  ($100,714 at 
cost and $141,600 at retail).     

 Calculate Retail Reductions 
 Reductions are the transactions that reduce the value of 
inventory at retail (except additional markup cancella-
tions, which were included as part of the total goods han-
dled). Reductions are calculated as follows:  

  1.    Record net sales.  The largest reduction in inventory is 
sales. Gross sales ($82,000) are reduced to net sales 
($78,000) by deducting customer returns and allow-
ances ($4,000).  

  2.    Calculate markdowns.  Net markdowns ($3,000) are 
 derived by subtracting any markdown cancellations 
($3,000) from gross markdowns ($6,000). (A mark-
down cancellation is the amount by which the price of 
an item increases after a markdown is applied, such as 
when a weekend sale occurs and the price goes back 
up after the weekend.)  

  3.    Record discounts to employees  ($3,000)  and customers  
($500).  

  4.    Record estimated shrinkage  ($1,500). Estimated shrinkage 
is used to determine the ending book inventory if the 
buyer is preparing an interim financial statement. The 
estimate is based on historical records and presented as 
a percentage of sales. Estimated shrinkage wouldn’t be 
included, however, if a physical inventory was taken at 

the time the statement was being prepared. In this case, 
the difference between the physical inventory and the 
book inventory would be the amount of shrinkage due 
to loss, shoplifting, and so forth.  

  5.    Calculate the sum as the total reductions  ($86,000).     

 Calculate the Cumulative Markup and 
Cost Multiplier 
 The cumulative markup is the average percentage markup 
for the period. It’s calculated the same way the markup for 
an item is calculated: 

 Cumulative markup 5
Total retail 2 Total cost

Total retail

 28.87% 5
$141,600 2 $100,714

$141,600

  The cumulative markup can be used as a comparison 
against the planned initial markup. If the cumulative 
markup is higher than planned, the category is doing bet-
ter than planned. 
  The cost multiplier is similar to the cost of goods sold 
percentage, also called the cost complement. 

   Cost multiplier 5 (100% 2 Cumulative markup %)

 71.13% 5 100% 2 28.7%

 
Total cost

Total retail
5

$100,714

$141,600
5 71.13%   

  The cost multiplier is used in the next step to deter-
mine the ending book inventory at retail. 

   Determine Ending Book Inventory at 
Cost and Retail 

  Ending book 5  Total goods handled at retail inventory 
at retail 2 Total reductions

 $55,600 5 $141,600 2 $86,000  

  The ending book inventory at cost is determined in the 
same way that retail has been changed to cost in other 
situations—by multiplying the retail times (100% − gross 
margin). 

  Ending book inventory 5  Ending book inventory 
at cost at retail 3 Cost 
multiplier

 $39,548 5 $55,600 3 71.13%          
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 Buying Merchandise   

 EXECUTIVE BRIEFING 
 Tim Adams, Chief Private Brands Officer 
at Macy’s 

 After graduating from the University of Georgia, I went to 

work for the Merchandising Division at Macy’s in Atlanta. 

I moved to San Francisco in 1980 and for the next 6 years 

held various merchandising positions from buyer to mer-

chandise administrator to general merchandise manager, in 

the areas of home furnishings, women’s apparel, and acces-

sories and cosmetics. In 1997 I was named president of The 

Bon Marché in Seattle, which was a division of Federated 

Department Stores, which also owned Macy’s. Three years 

later, I took on the position of chairman at the Macy’s 

Florida division and, in 2005, relocated to New York to run 

the national Home Store, which had been founded the year 

before to extend Macy’s leadership in home fashions. In 

February 2009, I assumed my current role of Chief Private 

Brands Officer at our corporate headquarters in New York. 

  Private brands are of strategic importance to Macy’s. 

We design and source products that compete with all the 

famous and prestigious national brands. The process in-

volves looking for areas within our assortment where we 

can either do better than our national-brand vendors or 

fill a void in the assortment that they aren’t serving. We 

strive to be market leaders in every category in which we 

compete. Our customers have the same expectation of 

us as they would of any other vendor, and if our private-

label products don’t offer competitive value, we won’t 

outperform the market. 

  It’s my responsibility to make sure our private brands 

are market leaders, including recruiting and retaining the 

best talent. I work with the designers to find and develop 

the most current fashion ideas. These ideas are then 

transformed into products that are sourced from vendors 

around the world. Our sourcing team finds vendors who 

can transform our design ideas into high-quality products 

with the correct fit, and they must do it at a cost that al-

lows us to provide our customers with an excellent value. 

Once the products are made, we work with our logistics 

team to make sure the merchandise is delivered at the 

right time to meet customer needs. We work side by side 

with our stores’ organization to train our sales associates 
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  QUESTIONS 

   What branding options are available to retailers? 

   How do retailers buy national brands? 

   What issues do retailers consider when buying and 
sourcing private-label merchandise internationally? 

   How do retailers prepare for and conduct negotiations 
with their vendors? 

   Why are retailers building strategic relationships with 
their vendors? 

   What legal and ethical issues are involved in buying 
merchandise?    

   C H A P T E R  1 3 

 The preceding chapter outlined the merchandise management process 
and the steps in the process that buyers go through to determine what 
and how much merchandise to buy. After creating an assortment plan for 

the category, forecasting sales, and developing a plan outlining the flow of mer-
chandise (how much merchandise needs to be ordered and when it needs to be 
delivered), the next step in the merchandise management process is to acquire 
the merchandise. The process for acquiring merchandise differs for well-known 
national brands and private-label brands that are available exclusively from the 
retailer. Thus, the first strategic decision that needs to be made is to determine 
the type of brands to buy for the category. 
  When buying merchandise, buyers meet with vendors at wholesale markets 
or in their offices and negotiate many issues such as prices, delivery dates, pay-
ment terms, and financial support for advertising and markdowns. The buying 
process for private-label merchandise is often more complex. Some retailers 
have their own design and sourcing departments that work with buyers to spec-
ify the merchandise designs and then negotiate with manufacturers to produce 
the merchandise. Because merchandise is often manufactured outside the United 
States, these retailers need to deal with the complexities of international busi-
ness transactions. In other cases, buyers might negotiate with national-brand 
vendors or manufacturers to buy merchandise designed by the supplier exclu-
sively for the retailer. 
  Although buyers meet and negotiate with national-brand vendors and private-
label manufacturers each season concerning new merchandise, there is a trend 
toward developing long-term strategic relationships with key suppliers. These 
partnerships enable the collaboration needed to develop the efficient supply chains 
discussed in Chapter 10, as well as joint merchandise and marketing programs. 

on the features and benefits of the product and with our 

buyers and allocators to ensure that we get our custom-

ers exactly what they want. 

  I really love this job! As with so many parts of retailing, 

it is exciting to come up with a product concept, watch 

its design develop, oversee its production, and ultimately 

watch our customers love it and buy it. Since the private-

label component is such an important part of Macy’s 

overall strategy, I feel that my team and I are really getting 

something important accomplished—every day.  
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  This chapter begins with a description of the different merchandise branding 
alternatives. Then the issues involved in buying national brands and private-label 
merchandise, including negotiating with vendors, are reviewed. Next, the develop-
ment of strategic partnering relationships between retailers and their suppliers is 
discussed. The chapter concludes with an examination of the legal, ethical, and 
social responsibility issues surrounding the buying of merchandise.  

   BRAND ALTERNATIVES  
 Retailers and their buyers face a strategic decision about the mix of national 
brands and private-label brands sold exclusively by the retailer. The advantages 
and disadvantages of these branding alternatives are discussed in this section.  

 National Brands 
    National brands,    also known as    manufacturer’s brands,    are products designed, 
produced, and marketed by a vendor and sold to many different retailers. The 
vendor is responsible for developing the merchandise, producing it with consis-
tent quality, and undertaking a marketing program to establish an appealing brand 
image. In some cases, vendors use an    umbrella    or    family brand    associated with 
their company and a    subbrand    associated with the product, such as Kellogg’s 
(family brand) Frosted Flakes (subbrand) or Ford (family brand) F150 truck (sub-
brand). In other cases, vendors use individual brand names for different product 
categories and don’t associate the brands with their companies. For example, most 
consumers probably don’t know that Procter & Gamble makes Iams pet food, 
Crest toothpaste, Ivory soap, Vick’s NyQuil, Folgers coffee, Hugo by Hugo Boss 
cologne, and Pringles potato chips. 

 REFACT 
 Private-label sales in grocery 
stores, drugstores, and dis-
count department stores in 
the United States have been 
growing at over 7 percent 
and amount to $86 billion 
annually, including sales by 
Walmart. In contrast, sales 
of branded merchandise 
have been declining by 
over 3 percent. 1  

By offering these national 
brands, retailers attract 
customers to their stores 
and Web sites and therefore 
do not have to incur the cost 
of developing and promoting 
the brand’s image and 
associated merchandise.
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    Some retailers organize their buying activities around national-brand vendors 
that cut across merchandise categories. For instance, buyers in department stores 
may be responsible for all cosmetic brands offered by Estée Lauder (Estée Lauder, 
Origins, Clinique, and Prescriptives) rather than for a product category such as 
skin care or eye makeup. Managing merchandise by vendor, rather than by cate-
gory, gives retailers more clout when dealing with vendors. However, as indicated 
in Chapter 12, there are inefficiencies associated with managing merchandise at 
the brand or vendor level rather than the category level.   

 Private-Label Brands 
    Private-label brands,    also called    store brands,       house brands,    or    own brands,    
are products developed by retailers. In many cases, retailers develop the design and 
specifications for their private-label products and then contract with manufacturers 
to produce those products. In other cases, national-brand vendors work with a re-
tailer to develop a special version of its standard merchandise offering to be sold 
exclusively by the retailer. In these cases, the national-brand vendor or manufac-
turer is responsible for the design and specification as well as the production of the 
merchandise. Retailing View 13.1 describes Asda’s private-label strategy. 

  REFACT 
 Macy’s was among the first 
department stores to pioneer 
the concept of private-label 
brands for fashion goods. In 
the 1890s, its “Macy’s” and 
“Red Star” brands were the 
rage in New York. 2   

  REFACT 
 The world’s 10 most valu-
able brands are Coca-Cola, 
IBM, Microsoft, GE, Nokia, 
McDonald’s, Google, Toyota, 
Intel, and Disney. 3   

 RETAILING VIEW   U.K.’s Asda Loves Private-Label Brands   13.1 
 The British supermarket retailer Asda, owned by 
Walmart, has a private-label portfolio that ac-
counts for 45 percent of its grocery and 50 per-
cent of its nonfood sales. Asda has extended its 
own label into such categories as healthy eating, 
organics, and food for kids and now is placing 
more emphasis on developing premium-price 
private labels. 
  Asda offers six private-label brands in the food, 
health and beauty, and household categories. In 
addition, it has its successful George private-label 
clothing brand and a selection of Asda-branded 
financial services, including home, motor, and life 
insurance. Some of its brands include:  

  •    Smart Price—economy-value, no-frills food 
and general merchandise essentials.  

  •    Best-in-market everyday food and general 
merchandise items at low prices.  

  •    Good for you!—foods with lower fat content 
than standard Asda brand alternatives.  

  •    Organic—best-value organic “everyday” 
products.  

  •   Onn—midlevel eclectic brand with stylized designs.  
  •   Extra Special—Asda’s premium private-label food brand.  
  •    More for Kids—healthier, fun products for kids across the 

food and health and beauty categories.   

 The Extra Special premium private-label brand has grown 
from 40 SKUs in 2000 to more than 750 across categories that 
include confectionery, soft drinks, snacks, trifles, specialty breads, 
prepared meat and fish meals, and a wide range of cheeses and 
sliced meats. The criteria for an Extra Special branded product 
include better taste and the finest ingredients, compared with 
standard alternatives or national premium equivalents, but afford-
able at a 10 to 15 percent lower price than competitors’ pre-
mium private-label equivalents. 

  Asda’s private-label clothing and footwear brand, George, is 
the fourth-largest apparel brand in the United Kingdom. Cre-
ated by George Davies, the former owner of a successful chain 
of British apparel stores, George merchandise comprises sleek 
but inexpensive clothing, accessories, and undergarments for 
women and men. Walmart is importing George merchandise 
and selling it in its U.S. stores as part of its effort to upgrade its 
apparel offering. But George merchandise has not been as suc-
cessful in the United States. 

 Sources: www.asda.co.uk (accessed April 26, 2010); “Odin Drives ASDA 
‘Extra Special’ Range onto Shelves,”  Retail Bulletin,  August 30, 2007; Bill 
Condie, “Asda Plans to Spruce Up Tired George Label as Growth 
Slows Down,”  Knight Ridder Tribune Business News,  September 14, 2007.  

    Asda, a U.K. chain owned by Walmart, developed George, a private-label 
apparel and footwear brand. Although very successful in the United 
Kingdom, the brand has not been as successful in Walmart stores in the 
United States.  
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    In the past, sales of private label brands were limited. National brands had the 
resources to develop loyalty toward their brands through aggressive marketing. It 
was difficult for smaller local and regional retailers to gain the economies of scale in 
design, production, and promotion that were needed to develop well-known brands. 
    In recent years, as the size of retail firms has increased, more retailers have the 
scale economies to develop private-label merchandise and use this merchandise to 
establish a distinctive identity. Buyers at these retailers look for holes in their 
assortment—individual SKUs or whole categories that they believe their suppliers 
aren’t fulfilling or that they believe they can make and market better. In addition, 
manufacturers and national-brand suppliers are more willing to accommodate the 
needs of retailers and develop exclusive private labels for them. 
    Four categories of private brands—premium, copycat, exclusive, and generic— 
are discussed next.  

 Premium Private-Label Brands      Premium private-label brands    offer the 
consumer a private label that is comparable to a manufacturer’s brand quality, 
sometimes with modest price savings. Examples of premium private labels in-
clude Kroger’s Private Selection, Tesco Finest (U.K.), “The Men’s Collection” at 
Saks Fifth Avenue, and Bloomingdale’s Aqua. 6  President’s Choice is Canadian 
retailer Loblaw’s premium private label. It competes on quality, not price. Kel-
logg has two scoops of raisins in its cereal, but President’s Choice cereal has four 
and is cheaper. The Decadent chocolate-chip cookie under the President’s Choice 
label has 39 percent chocolate chips by weight, compared with 19 percent in 
Chips Ahoy. In addition, it uses real butter instead of hydrogenated coconut oil 
and quality chocolate instead of artificial chips. The resulting product is Canada’s 
market leader in chocolate-chip cookies, despite being sold in only 20 percent of 
the market held by Loblaw. 7  

 A subcategory of premium private-label brands is environmentally sensitive or 
organic. Although Whole Foods Market has been the pioneer and leader in these 
products, Supervalu Inc., which owns Shaw’s and Albertsons and is the fourth- 
largest U.S. food retailer by sales, doubled the number of SKUs in its Wild Harvest 

organic brand to over 300 in just a few months. At Safe-
way Inc., the third-largest U.S. food retailer, its organic 
brand (called O Organics) has proved so successful that 
it sells the products to other retailers. 9    

 Copycat Brands      Copycat brands    imitate the man-
ufacturer’s brand in appearance and packaging, gener-
ally are perceived as lower-quality, and are offered at 
lower prices. Copycat brands abound in drugstores and 
grocery stores. Many retailers monitor the introduc-
tion of new national brands and then modify them to 
meet the needs of their target customers. For instance, 
CVS or Walgreens brands are placed next to the manu-
facturer’s brands and often look like them.   

 Exclusive Brands   An    exclusive brand    is a brand 
that is developed by a national-brand vendor, often in 
conjunction with a retailer, and is sold exclusively by 
the retailer. The simplest form of an exclusive brand 
occurs when a national-brand manufacturer assigns 
different model numbers and has different exterior 
features for the same basic product sold by different 
retailers but it is still marketed under the manufac-
turer’s brand. For example, a Canon digital camera 
sold at Best Buy might have a different model number 

  REFACT 
 Private labels are big busi-
ness in Europe: At Aldi and 
Lidl’s, private brands account 
for 94 percent of their mer-
chandise; at Tesco, 50 per-
cent; at Walmart, 39 percent; 
and at Carrefour, 34 
percent. 4   

  REFACT 
 Over the past few years, 
private-label brands have 
consistently made up about 
16 percent of supermarket 
sales, and 41 percent of 
shoppers say they frequently 
buy private-label brands, 
up from 26 percent five 
years ago. 5   

  REFACT 
 In one year, private-label or-
ganic food sales rose 34 per-
cent, to $1.1 billion. In 2005, 
organic private-label sales 
totaled just $166 million. 8   

Consumers’ increased interest in organic products has 
caused grocery retailers like Shaw’s and Albertsons to 
increase their organic food offerings.
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than a Canon digital camera with similar features available at Walmart. These 
exclusive models make it difficult for consumers to compare prices for virtually 
the same camera sold by different retailers. 
  A more sophisticated form of exclusive branding occurs when a manufacturer 
develops an exclusive product or product category for a retailer and it is marketed 
under a brand name that is exclusive to the retailer. For example, cosmetics pow-
erhouse Estée Lauder sells three brands of cosmetics and skin care products—
American Beauty, Flirt, and Good Skin—exclusively at Kohl’s. The products are 
priced between mass-market brands such as Cover Girl or Maybelline (sold mainly 
in drugstores, discount stores, and supermarkets) and Lauder’s higher-end brands 
(sold primarily in more fashion-forward department stores such as Macy’s and 
Dillard’s). Levi Strauss has also developed the Signature brand jeans for sale at 
Walmart. Examples of these and several other exclusive brands you might recog-
nize are found in Exhibit 13–1. 

   Generic Brands      Generic brands    target a price-sensitive segment by offering a 
no-frills product at a discount price. These products are used typically for com-
modities like milk or eggs in grocery stores and underwear in discount stores. Once 
the mainstay of private-label brands, the sales of generics have been declining. 
These products are labeled with the name of the commodity and thus actually have 
no brand name distinguishing them.   

 National Brands or Private Labels?   Exhibit 13–2 outlines the advantages 
and disadvantages of national versus private-label brands. Buying from vendors 
of national brands can help retailers build their image and traffic flow and re-
duce their selling/promotional expenses. Many customers have developed loy-
alty to specific national brands. They patronize retailers selling the 
national-brand merchandise and ask for it by name. This loyalty toward the 
brand develops because customers know what to expect from the products, like 
them, and trust them. If a retailer does not offer the national brands, customers 
might decide to patronize a retailer that does. 
  National-brand vendors devote considerable resources to creating images of 
their brands that build customer loyalty. As a result, retailers need to spend rela-
tively less money selling and promoting national brands. For instance, Sony at-
tempts to communicate a constant and focused message about the quality and 

  REFACT 
 Exclusive brands from 
Martha Stewart, Donald 
Trump, and Tommy Hilfiger 
account for more than 
16 percent of Macy’s sales. 
Its total private-label sales 
account for 35 percent of 
sales—about $25 billion 
annually. 10   

  EXHIBIT 13–1   
 Exclusive Brands          

           Manufacturer/ Product Product

Retailer Designer     Category     Name   

    Kohl’s   Estée Lauder   Cosmetics   American Beauty, Flirt, 

   and Good Skin  

  Walmart   Mary Kate and   Apparel and accessories   Mary Kate and Ashley  

 Ashley Olsen

  Walmart, Best Buy *    Hewlett-Packard   Computers     

  Macy’s †    Martha Stewart   Soft home (sheets, towels)    Martha Stewart 

Collection  

  Macy’s   Jones Apparel    Apparel and accessories   Rachel by Rachel Roy  

 Group (Rachel Roy)

  McDonald’s   Newman’s Own   Coffee   Newman’s Own Organic  

 Organic

  JCPenney  ‡     Ralph Lauren   Home goods, apparel,   American Living  

  and accessories

  JCPenney   Nicole Miller   Apparel and accessories   Nicole by Nicole Miller     

     * Christopher Lawton, “Tweaking the Standard-Issue PC,”  Wall Street Journal , June 14, 2007, p. D1.   
†   Lisa Biank Fasig, “Celebrities, Designers Court Macy’s for Exclusive Lines,”  Business Courier of Cincinnati,  August 31, 2009; Teresa 
F. Lindeman, “Brands Expand: Retailers Work to Create Exclusive Products to Set Themselves Apart,”  Pittsburgh Post-Gazette , 
 August 24, 2007.   
   ‡  Ibid; Stuart Elliott, “No Polo Pony, but Penney’s New Label Is Pure Ralph Lauren Americana,”  New York Times,  February 19, 2009.    
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performance of its products to its customers by coordinating advertising with in-
store promotions and displays. Thus, Best Buy and Walmart do not need to en-
gage in image advertising for Sony products. 
  But because vendors of national brands assume the expenses of designing, manu-
facturing, distributing, and promoting the brand, retailers typically realize a lower 
gross margin percentage for them compared with the percentages for their private-
label brands. Also, because national brands are sold by other retailers, competition 
can be intense. Customers compare prices for these brands across stores, which 
means retailers often have to offer significant discounts on some national brands to 
attract customers to their stores, further reducing their gross margins. Large retailers, 
however, can push some of the financial risk of buying the merchandise back onto the 
national-brand vendor. If, for instance, a product doesn’t sell, the retailer can negoti-
ate to either send the merchandise back to the vendor or have the vendor pay for the 
difference in lost gross margin if the merchandise has to be marked down. 
  Stocking national brands can increase or decrease store loyalty. If the national 
brand is available through a limited number of retail outlets (e.g., Kiehl’s skin care 
products, Eureka vacuum cleaners), customers loyal to the brand will also become 
loyal to the limited number of stores selling the brand. If, however, manufacturer 
brands are readily available from many retailers in a market, store loyalty may 
decrease because the retailer can’t differentiate itself from its competition. 
  Another problem with manufacturer’s brands is that they can limit a retailer’s 
flexibility. Vendors of strong brands can dictate how their products are displayed, 
advertised, and priced. Jockey, for instance, tells retailers exactly when and how its 
underwear products should be advertised. 

  EXHIBIT 13–2    

1 advantage to the retailer, 2 disadvantage to the retailer, ? depends on circumstances.

 TYPE OF VENDOR

Impact on Store National Brands Private-Label Brands

Store loyalty ? 1

Store image 1 1

Traffic flow 1 1

Selling and promotional expenses 1 2

Restrictions 2 1

Differential advantages 2 1

Margins ? ?

Estee Lauder sells three 
exclusive co-brands at 
Kohl’s—American Beauty, 
Flirt, and Good Skin.
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  Exclusive models and brands make it difficult for consumers to compare 
prices for virtually the same item sold by different retailers. Since the retailers 
are less likely to compete on price when selling exclusive brands, their margin 
percentage for the products is higher, and they are motivated to devote more 
resources toward selling the exclusive brands than they would for similar na-
tional brands. 11  
  The exclusivity of strong private labels boosts store loyalty. Well-known and 
highly desirable private labels and exclusive brands can enhance the retailer’s im-
age and draw customers to the store. For instance, Kohl’s exclusive brands, as dis-
cussed in Retailing View 13.2, are not available from its competitors. 
  But there are drawbacks to private labels. 12  Although gross margin percentage 
may be higher for private-label brands than for national brands, the gross margin 
dollars might be lower if the unit price is lower. In addition, the retailer incurs 
other expenses. Retailers must make significant investments to design merchan-
dise, manage global manufacturers, create customer awareness, and develop a fa-
vorable image for their private-label and exclusive brands. If the private-label or 
exclusive merchandise doesn’t sell, retailers may not be able to negotiate to either 
return the merchandise or receive compensation from the manufacturer. 
  In the next two sections, we discuss the buying process for national-brand and 
private-label merchandise.      

 RETAILING VIEW   Only at Kohl’s   13.2 
 Kohl’s is a department store chain that offers fashionable mer-
chandise in convenient, off-the-mall locations. Previously known 
as a discount apparel store, Kohl’s is changing its image by offer-
ing trendy exclusive brands, such as Daisy Fuentes’ intimate ap-
parel, featuring the former MTV host; Candies, which uses 
several celebrity spokespeople; Ralph Lauren’s Chaps; and an 
 ELLE Magazine  apparel line. Its exclusive brands currently make 
up 45 percent of its sales. 
  It is also building an entire marketing campaign around an 
exclusive arrangement with a single private-label vendor. Vera 
Wang, a famous designer best known for her luxury bridal 
gowns, has codesigned and is selling women’s clothing, acces-
sories, shoes, jewelry, and even bath and bedding under the 
brand Simply Vera exclusively at Kohl’s. 
  The Wang collection is attracting slightly more hip, upscale 
customers to Kohl’s. Wang is able to sell dresses and accesso-
ries at a fraction of the price of her regular collection. Wang is 
following in the footsteps of her former employer, Ralph Lau-
ren. Lauren has brilliantly translated the fashion market from 
the upper echelons to the middle masses. Like Lauren, Wang’s 
high-end line is made with the finest materials and workman-
ship; whereas the Kohl’s line, although still fashionably de-
signed, is made with less expensive materials and less 
labor-intensive details. Yet Simply Vera excites consumers! Cus-
tomers recognize the Vera Wang brand name and are attracted 
to Kohl’s as a result. 

 Sources: Suzanne S. Brown, “Fashion’s Look-Back Decade,”  Manila Bul-
letin Publishing,  December 31, 2009; “Kohl’s Expands Its New York Pri-
vate Brand Design Office,”  MyPrivateBrand,  January 5, 2010; Vanessa 
O’Connell, “Is Discount a Good Fit for Vera Wang?”  Wall Street Journal,  
September 5, 2007; Kelly Nolan, “Striking a Balance between Mass & 

Fashion,”  Retailing Today,  August 13, 2007; Kelly Nolan, “Kohl’s Plans to 
Keep Shoppers Shopping—Across the Store,”  Retailing Today,  June 18, 
2007; www.kohls.com/VeraWang (accessed November 28, 2007).  

    Simply Vera by Vera Wang is one of Kohl’s exclusive 
brands. The Simply Vera brand sells at a fraction of 
Vera Wang’s regular line.  
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 BUYING NATIONAL-BRAND MERCHANDISE  
 In this section, we review how retail buyers of national brands meet with vendors, 
review the merchandise they have to offer at wholesale markets, and place orders.  

 Meeting National-Brand Vendors 
 A    wholesale market    for retail buyers is a concentration of vendors within a spe-
cific geographic location, perhaps even under one roof or over the Internet. Whole-
sale markets may be permanent wholesale market centers or annual trade shows or 
trade fairs. Retailers also interact with vendors at their corporate headquarters. A 
listing of more than 350,000 trade shows, designer showrooms, retailers, and global 
manufacturers for the fashion industry can be viewed at www.infomat.com.  

 Wholesale Market Centers   For many types of merchandise, particularly 
fashion apparel and accessories, buyers regularly visit with vendors in established 
market centers. Wholesale market centers have permanent vendor showrooms 
that retailers can visit throughout the year. At specific times during the year, these 
wholesale centers host    market weeks    during which buyers make appointments to 
visit the various vendor showrooms. Vendors that do not have permanent show-
rooms at the market center lease temporary space to participate in market weeks. 
  Probably the world’s most well-known wholesale market center for many mer-
chandise categories is in New York City. The Fashion Center, also known as the 
Garment District, is located from Fifth to Ninth avenues and from 34th to 41st 
streets. Thousands of apparel buyers visit every year for 5 market weeks and 65 an-
nual trade shows. The Garment District hosts more than 5,000 showrooms and 
4,500 factories. 13  There are also major wholesale market centers in London, Milan, 
Paris, and Tokyo. The United States also has various regional wholesale market 
centers, like the Dallas Market Center (the world’s largest) or the Atlanta Merchan-
dise Mart, that are used by smaller retailers to view and purchase merchandise.  

    Trade Shows      Trade shows    provide another opportunity for buyers to see the 
latest products and styles and interact with vendors. Vendors display their mer-
chandise in designated areas and have sales representatives, company executives, 
and sometime even celebrities available to talk with buyers as they walk through 
the exhibit area. For example, consumer electronics buyers attend the annual In-
ternational Consumer Electronics Show (CES) in Las Vegas, the world’s largest 
trade show for consumer technology. 15  The trade show, like most, is closed to the 
public, but vendors, developers, and suppliers of consumer technology hardware, 
content, delivery systems, and related products and services are among the more 
than 140,000 attendees from over 110 countries. Trade shows are typically staged 
at convention centers not associated with wholesale market centers. McCormick 
Place in Chicago (the nation’s largest convention complex, with more than 2.7 
million square feet) hosts over 65 meetings and trade shows a year, including the 
National Hardware Show and National Housewares Manufacturers Association 
International Exposition. 16  Other trade shows are The Super Show,   sponsored by 
the Sporting Goods Manufacturers Association, 17  and the Frankfurt Book Fair. 18  
  Vendors from outside the United States and private-brand manufacturers at-
tend trade shows to learn about the market and pick up trend information. Some 
private-label manufacturers attend and display at trade shows, but most partici-
pants are national-brand vendors.    

 National-Brand Buying Process 
 When attending market weeks or trade shows, buyers and their supervisors typi-
cally make a series of appointments with key vendors. During these meetings, the 
buyers discuss the performance of the vendor’s merchandise during the previous 

 REFACT 
 Wholesale transactions 
amounting to an estimated 
$8.5 billion are conducted 
within the Dallas Market 
Center complex annually. 14  
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season, review the vendor’s offering for the coming season, and possibly place 
orders for the coming season. These meetings take place in conference rooms in 
the vendors’ showrooms at wholesale market centers. During trade shows, these 
meetings typically are less formal. The meetings during market weeks offer an 
opportunity for an in-depth discussion, whereas trade shows provide the oppor-
tunity for buyers to see a broader array of merchandise in one location and gauge 
reactions to the merchandise by observing the level of activity in the vendor’s 
display area. 
    Often buyers do not negotiate with vendors and place orders during the market 
week or trade show. They typically want to see what merchandise and prices are 
available from all the potential vendors before deciding what items to buy. So, af-
ter attending a market week or trade show, buyers return to their offices, review 
requested samples of merchandise sent to them by vendors, meet with their super-
visors to review the available merchandise, make decisions about which items are 
most attractive, and then negotiate with the vendors before placing an order. The 
issues involved in negotiating the purchase of national-brand merchandise are dis-
cussed later in this chapter.     

The International Consumer 
Electronics Show (CES) in 
Las Vegas is the world’s 
largest trade show for 
consumer technology.

 DEVELOPING AND SOURCING PRIVATE-LABEL 
MERCHANDISE  

 Retailers use a variety of different processes to develop and buy private-label 
merchandise.  

 Developing Private-Label Merchandise 
 Larger retailers that offer a significant amount of private-label merchandise, such 
as JCPenney, Macy’s, The Gap, and American Eagle Outfitters, have large divi-
sions with people devoted to the development of their private-label merchandise. 
Employees in these divisions specialize in identifying trends, designing and speci-
fying products, selecting manufacturers to make the products, maintaining a 
worldwide staff to monitor the conditions under which the products are made, 
and managing facilities to test the quality of the manufactured products. For ex-
ample, MAST Industries, a subsidiary of Limited Brands, is one of the world’s 
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biggest contract manufacturers, importers, and distributors of apparel, with manu-
facturing operations and joint ventures in more than a dozen countries including 
China, Israel, Mexico, and Sri Lanka. In addition to being the major private-label 
supplier of Limited Brands (Victoria’s Secret and Bath & Body Works), it provides 
private-label merchandise for Abercrombie & Fitch, Lane Bryant, New York & 
Company, White House Black Market, and Chico’s. However, most retailers do 
not own and operate manufacturing facilities. 
    Smaller retail chains can offer private-label merchandise without making a sig-
nificant investment in the supporting infrastructure. Smaller retailers often ask 
national-brand or private-label suppliers to make minor changes to products they 
offer and then provide the merchandise with the store’s brand name or a special 
label copyrighted by the national brand. Alternatively, private-label manufacturers 
will sell to them from a predetermined stock selection. Hollander, for instance, 
makes 150,000 private-label pillows a day for companies like Laura Ashley and 
Simmons Beautyrest. 19  Retailing View 13.3 describes how Chinese manufacturers 
achieve low costs by developing economies of scale without exploiting workers. 

 RETAILING VIEW   Datang, China, Is Sock City   13.3 

   As a result of government and private investment, China has become the 
leading manufacturer of private-label and national-brand merchandise.   

 Datang, China, is 
called Sock City be-
cause 9 billion pairs of 
socks, more than one 
set for every person 
in the world, and 2.6 
pairs for each Ameri-
can, are produced 
there each year. Its an-
nual trade fair attracts 
100,000 buyers from 
around the world. 
Southeast of Datang is 
Shenzhou, which is 
the world’s necktie 
capital; to the west is 
Sweater City and Kids’ 
Clothing City; and to 
the south is Under-
wear City. 
  This specialization creates the economies of scale that have 
made Chinese businesses the world’s leading garment manu-
facturers. Buyers from New York to Tokyo can place orders for 
500,000 pairs of socks all at once—or 300,000 neckties, 
100,000 children’s jackets, or 50,000 size 36B bras—in China’s 
giant new specialty textile cities. 
  Textile production is a prime example of how the Chinese 
government guides development indirectly through local plan-
ning instead of state ownership. In the late 1970s, Datang was a 
rice-farming village with 1,000 people, who gathered in small 
groups and stitched socks together at home and then sold them 
in baskets along the highway. But the government designated 
Datang’s sock makers as producers and ordered them to stop 
retailing socks. Now, they produce over one-third of the world’s 
output. Due to the policy, there are many rags-to-riches tales in 
Datang, such as that of Dong Ying Hong, who in the 1970s gave 
up a $9-a-month job as an elementary school teacher to make 

socks at home. Now, 
she is the owner of 
Zhejiang Socks and a 
sock millionaire. 

 The Chinese gov-
ernment has also des-
ignated large areas for 
development, formed 
giant industrial parks, 
given tax benefits, and 
developed the infra-
structure and trans-
portation networks 
needed to move prod-
ucts quickly to market. 
It has created net-
works of support busi-
nesses located near 
one another, such as 
the button capital that 

furnishes most of the buttons on the world’s shirts, pants, and 
jackets. Private companies, with the support of the government, 
have built huge textile factory complexes, complete with dormi-
tories and hospitals, that provide food, shelter, and health care, 
along with close supervision. 
  Huafang Group, one of China’s largest textile companies, has 
over 100 factory buildings, 30,000 employees, and round-the-
clock operations. More than 20,000 workers live free of charge in 
Huafang’s dormitories. Conditions aren’t great, but they are often 
better than the conditions in the inland provinces from which the 
workers come. Many women go there after high school, stay for a 
few years, and then return home to be married. As they return 
home, another 10,000 are bused in from the countryside. 

 Sources: Geoffrey Colvin, “Saving America’s Socks—but Killing Free 
Trade,”  Fortune,  August 22, 2005, p. 38; Evan Clark, “China’s Foothold on 
Socks,”  Women’s Wear Daily,  December 5, 2005.  
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    Retailers with private-label departments or divisions use different processes to 
develop merchandise. For some retailers, designers in the private-label division 
use their insight about market trends to develop a product line. They then present 
the designs to buyers. The buyers then make decisions about which items to buy 
from the merchandise developed by the division. In some firms, the buyers are 
instructed to buy specific items or a specific amount of private-label merchandise 
from the firm’s division. In other retail firms, the private-label division operates 
somewhat independently, like a national-brand vendor, and the buyers are free to 
buy the private-label merchandise offered by the division or buy national brands. 
In retailing firms that only sell private-label merchandise, the buyers and design-
ers typically work together closely to develop the merchandise.   

 Sourcing Merchandise 
 Once the decision has been made about which and how much private-label mer-
chandise will be acquired, the designers develop a complete specification and work 
with the sourcing department to find a manufacturer for the merchandise. For 
example, JCPenney has sourcing and quality assurance offices in 18 countries. 
These offices take the specification developed by the designer, negotiate a con-
tract to produce the item with manufacturers, and monitor the production pro-
cess. 20  Since barriers to international trade are diminishing, retailers can consider 
sources for merchandise anywhere in the world. In this section, we examine fac-
tors affecting global sourcing costs; human rights, child-labor, and sustainability 
issues; resident buying offices; and reverse auctions.  

 Costs Associated with Global Sourcing Decisions   Retailers use produc-
tion facilities located in developing economies for much of their private-label 
merchandise because of the very low labor costs in these countries. To counterbal-
ance the lower acquisition costs, however, there are other expenses that can in-
crease the costs of sourcing private-label merchandise from other countries. These 
costs include the relative value of foreign currencies, tariffs, longer lead times, and 
increased transportation costs. 21  
  Retailers can hedge against short-term foreign currency fluctuations by buying 
contracts that lock the retailer into a set price regardless of how the currency fluc-
tuates. But in the longer term, the relative value of foreign currencies can have a 
strong influence on the cost of imported merchandise. For example, if the Indian 
rupee has a sustained and significant increase relative to the U.S. dollar, the cost of 
private-label merchandise produced in India and imported for sale 
into the United States will increase.    Tariffs,    also known as    duties,    
are taxes collected by a government on imports. Import tariffs have 
been used to shield domestic manufacturers from foreign competi-
tion. Inventory turnover also is likely to be lower when purchasing 
from foreign suppliers. Because lead times are longer and more un-
certain, retailers using foreign sources must maintain larger inven-
tories to ensure that the merchandise is available when the customer 
wants it. Larger inventories mean larger inventory carrying costs. 
Finally, transportation costs are higher when merchandise is pro-
duced in foreign countries. 

   Managerial Issues Associated with Global Sourcing  Decisions   Whereas 
the cost factors associated with global sourcing are easy to quantify, some more sub-
jective issues include quality control, time to market, and social/political risks. When 
sourcing globally, it’s harder to maintain consistent quality standards than it is when 
sourcing domestically. Quality control problems can cause delays in shipment and 
adversely affect a retailer’s image. 
  The collaborative supply chain management approaches described in Chapter 10 
are more difficult to implement when sourcing globally. Collaborative systems are 

The decline of the value of 
the U.S. dollar against the 
Euro and other important 
world currencies has made 
imports to the United States 
more expensive and exports 
from the United States less 
expensive.
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based on short and consistent lead times. Vendors provide frequent deliveries of 
smaller quantities. For a collaborative system to work properly there must be a strong 
alliance between the vendor and the retailer that is based on trust and sharing of in-
formation. These activities are more difficult to perform globally than domestically. 
  Another issue related to global sourcing is the problem of policing potential 
violations of human rights and child-labor laws. Many retailers have had to pub-
licly defend themselves against allegations of human rights, child-labor, or other 
abuses involving the factories and countries in which their goods are made. 22  Due 
to the efforts of U.S. retailers and nonprofit organizations, fewer imported goods 
are produced in sweatshop conditions today. Some retailers are quite proactive in 
enforcing the labor practices of their suppliers. Limited Brands, for instance, was 
one of the first U.S. apparel manufacturers to develop and implement policies re-
quiring that vendors and their subcontractors and suppliers observe core labor 
standards as a condition of doing business. Among other things, this requirement 
ensures that each supplier pays minimum wages and benefits; limits overtime to 
local industry standards; does not use prisoners, forced labor, or child labor; and 
provides a healthy and safe environment. 23  Many other companies that produce or 
sell goods made in low-wage countries conduct similar self-policing. Self-policing 
allows companies to avoid painful public revelations. Retailing View 13.4 exam-
ines how Walmart is pushing its vendors to be environmentally responsible. 

   Resident Buying Offices   Many retailers purchasing private-label merchan-
dise use    resident buying offices,    which are organizations located in major mar-
ket centers that provide services to help retailers buy merchandise. As retailers 
have become larger and more sophisticated, these third-party independent resi-
dent buying offices have become less important. Now many retailers have their 
own buying offices in other countries. 
  To illustrate how buying offices operate, consider how David Smith of Pockets 
Men’s Store in Dallas utilizes his resident buying offices when he goes to market 

 RETAILING VIEW   It Isn’t Easy to Sell to Walmart   13.4 
 Walmart is known for its low prices—and for 
driving its vendors to tears to get them. Now it is 
pressuring its vendors to also supply it with envi-
ronmentally friendly merchandise with labels to 
prove it. In the future, merchandise sold at Walmart 
will have the environmental equivalent of nutritional 
labels, providing information on the product’s car-
bon footprint, the amount of water and air pollution 
used to produce it, and other environmental issues. 
To measure how a vendor’s products are doing, 
Walmart has developed a sustainability index that simultane-
ously takes several issues into consideration. 
  Walmart is also requiring that its top 200 factories become 
20 percent more energy-efficient by 2012; a feat that many ex-
perts believe may be impossible, even with Walmart’s help. Initial 
results are promising, however. For example, Jiangsu Redbud Dye-
ing Technology in China has cut coal consumption by one-tenth 
and is attempting to cut its toxic emissions to zero. 

 Walmart hasn’t always been touted as a good corporate citi-
zen. In the 1990s, it came to light that workers at some factories 
producing clothing for Walmart were subjected to inhumane 
conditions. More recently, two government organizations ac-
cused Walmart of buying from 15 factories that engage in abuse 

and labor violations, including child labor, 19-hour 
shifts, and below-subsistence wages. Walmart and 
other companies have also been accused of dumping 
hazardous waste in Oklahoma City. 

 Some wonder why Walmart is attempting to po-
sition itself as the retail industry’s sustainability 
leader. Certainly, initiatives that show that it is a 
good corporate citizen enhance its image. But 
Walmart expects that these initiatives will be good 
for business as well. Its cus-

tomers, especially those born between 
1980 and 2000, are increasingly con-
cerned about how the products they 
use impact the environment and the 
people that produce them. Also, Walmart 
believes that many of these initiatives 
will help streamline supply chain processes and therefore pro-
vide additional financial benefits to its suppliers and customers.   

 Sources: Stephanie Rosenbloom, “At Wal-Mart, Labeling to Reflect Green 
Intent,”  New York Times , July 16, 2009; Stephanie Rosenbloom, “Wal-Mart to 
Toughen Standards,”  New York Times,  October 22, 2008; Adam Aston, 
“Wal-Mart: Making Its Suppliers Go Green,”  BusinessWeek,  May 18, 2009.      

 REFACT 
 Walmart buys some $9 bil-
lion worth of merchandise 
annually from about 20,000 
vendors. 
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in Milan. Smith meets with market representative Alain Bordat of the Doneger 
Group. Bordat, an English-speaking Italian, knows Smith’s store and his upscale 
customers, so before Smith’s visit, he set up appointments with Italian vendors 
that he believes will fit Pockets’ image. 
  When Smith is in Italy, Bordat accompanies him to the appointments and acts 
as a translator, negotiator, and accountant. Bordat informs Smith of the cost of 
importing the merchandise into the United States, taking into account duty, 
freight, insurance, processing costs, and so forth. 
  Once the orders are placed, Bordat writes the contracts and follows up on de-
livery and quality control. The Doneger Group also acts as a home base for buyers 
like Smith, providing office space and services, travel advisers, and emergency aid. 
Bordat and his association continue to keep Smith abreast of what’s happening on 
the Italian fashion scene through reports and constant communication. Without 
the help of a resident buying office, it would be difficult, if not impossible, for 
Smith to access the Italian wholesale market.   

 Reverse Auctions   Rather than negotiating with a specific manufacturer to 
produce the merchandise, some retailers use reverse auctions to get quality pri-
vate-label merchandise at low prices. 24  In traditional auctions like those conducted 
on eBay, there is one seller and many buyers. Auctions conducted by retailer buy-
ers of private-label merchandise are called    reverse auctions    because there is one 
buyer, the retailer, and many potential sellers, the manufacturing firms. In a re-
verse auction, the retail buyer provides a specification for what it wants to a group 
of potential vendors. The competing vendors then bid on the price at which they 
are willing to sell until the auction is over. However, the retailer is not required to 
place an order with the lowest bidder. The retailer can choose to place an order at 
the offered price from whichever vendor the retailer feels will provide the mer-
chandise in a timely manner and with the specified quality. 
  The most common use of reverse auctions is to buy the products and services 
used in retail operations rather than merchandise for resale. Some operating ma-
terials that are frequently bought through reverse auctions are store carpeting, 
fixtures, and supplies. However, reverse auctions also are being used by several 
retailers to procure private-label merchandise, such as commodities and seasonal 
merchandise like lawn furniture.   
  Reverse auctions are not popular with vendors. Few vendors want to be anony-
mous contestants in bidding wars where price alone, not service or quality, seems 
to be the sole basis for winning the business. Strategic relationships are also diffi-
cult to nurture when the primary interactions with vendors are through electronic 
auctions.      

 NEGOTIATING WITH VENDORS  
 When buying national brands or sourcing private-label merchandise, buyers and 
firm employees responsible for sourcing typically enter into negotiations with sup-
pliers. To understand how buyers negotiate with vendors, consider a hypothetical 
situation in which Carolyn Swigler, women’s jeans buyer at Bloomingdale’s, is pre-
paring to meet with Dario Carvel, the salesperson from Juicy Couture, in his office 
in New York City. Swigler, after reviewing the merchandise during the women’s 
wear market week in New York, is ready to buy Juicy Couture’s spring line, but she 
has some merchandising problems that have yet to be resolved from last season.  

 Knowledge Is Power 
 The more Carolyn Swigler knows about her situation and Juicy Couture’s, as well 
as the trends in the marketplace, the more effective she will be during the negotia-
tions. First, Swigler assesses the relationship she has with the vendor. Although 

Lev30026_ch13_340-369.indd Page 353  10/2/10  12:47 PM user-f494Lev30026_ch13_340-369.indd Page 353  10/2/10  12:47 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



354 SECTION 11I Merchandise Management

Swigler and Carvel have met only a few times in the past, their 
companies have had a long, profitable relationship. A sense of 
trust and mutual respect has been established, which Swigler 
feels will lead to a productive meeting. 

   Although Juicy Couture jeans have been profitable for 
Bloomingdale’s in the past, three styles sold poorly last season. 
Swigler plans to ask Carvel to let her return some merchandise. 
Swigler knows from past experience that Juicy Couture nor-
mally doesn’t allow merchandise to be returned but does pro-
vide    markdown money   —funds vendors give retailers to cover 
lost gross margin dollars due to the markdowns needed to sell 
unpopular merchandise. 

 Vendors and their representatives are excellent sources of 
market information. They generally know what is and isn’t 
selling. Providing good, timely information about the market 
is an indispensable and inexpensive marketing research tool. 
So Swigler plans to spend at least part of the meeting talking 
to Carvel about market trends. 

   Just as Carvel can provide market information to Swigler, 
she can provide information to him. For example, on one of her 
buying trips to Japan, she found jeans in a great new wash made 
by a small Japanese firm on old selvage looms. She bought a 
pair and gave them to Carvel, who passed it along to Juicy Cou-
ture’s designers. They used the jeans to develop a new wash that 
was a big success. 

   Swigler also knows that Carvel will want her to buy some of 
the newest and most avant-garde designs in Juicy Couture’s 

spring product line. Carvel knows that many U.S. buyers go to market in New 
York and that most stop at Bloomingdale’s to see what’s new, what’s selling, and 
how it’s displayed. Thus, Carvel wants to make sure that Juicy Couture is well 
represented at Bloomingdale’s. 

   Negotiation Issues 
 In addition to taking care of last season’s leftover merchandise, Swigler is prepared 
to discuss six issues during the upcoming meeting: (1) prices and gross margin, 
(2) additional markup opportunities, (3) terms of purchase, (4) exclusivity, (5) adver-
tising allowances, and (6) transportation.  

 Price and Gross Margin   Of course, Swigler wants to buy the merchandise at 
a low price so that she will have a high gross margin. In contrast, Carvel wants to 
sell the jeans at a higher price because he is concerned about Juicy Couture’s prof-
its. Two factors that affect the price and gross margin are margin guarantees and 
slotting allowances.  

 Margin Guarantees   Swigler, like most buyers, has a gross margin goal for each 
merchandise category that is quantified in her merchandise budget plans 
(Chapter 12). The wholesale price Swigler negotiates for the Juicy Couture 
merchandise might enable her to achieve her gross margin goal. However, if 
the merchandise does not sell as expected, Swigler might have to put the items 
on sale and she will not make her margin goal. Faced with this uncertainty, 
Swigler, and other buyers, may seek a commitment from Juicy Couture to 
“guarantee” that she will realize her gross margin goal on the merchandise. If 
she has to mark down the merchandise, she wants Juicy Couture to provide her 
with markdown money. 

When negotiating with a vendor, the more 
knowledge that is available about the vendor, the 
market, and the products, the more successful the 
negotiation will be.
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  Carvel, like many vendors, might be willing to provide this gross margin guar-
antee. However, Carvel is concerned that Swigler might not aggressively promote 
Juicy Couture’s merchandise if she knows that her gross margin is guaranteed. 
Thus, Carvel will offer the guarantee only in exchange for a commitment from 
Swigler that she will feature Juicy Couture merchandise in the store and advertise 
the product line.   

 Slotting Fees   In addition to negotiating the wholesale price, supermarket buyers 
often negotiate slotting fees.    Slotting fees,    or    slotting allowances,    are charges 
imposed by a retailer to stock a new item. When a vendor agrees to pay that fee, 
the retailer will stock the product for a period of time, assess its sales and margin, 
and, if it is successful, continue to offer the product after the trial period. For ex-
ample, when Kraft wants to introduce a new product, supermarket chains might 
charge between $1 million and $2 million for a national rollout to stock the prod-
uct. The fee varies depending on the nature of the product and the relative power 
of the retailer. Products with low brand loyalty pay the highest slotting allow-
ances. Likewise, large supermarket chains can demand higher slotting allowances 
than can small, independent retailers. 
  Vendors may view slotting allowances as extortion, and small vendors believe 
these fees preclude their access to retail stores. However, retailers, and most 
economists, argue that slotting allowances are a useful method for retailers to 
determine which new products merit inclusion in their assortment. The vendor 
has more information than the retailer about the quality of its new product. Thus, 
the slotting fee is a method for getting the vendor to reveal this private informa-
tion. If the new product is good, the vendor will be willing to pay the fee, because 
the vendor knows that the product will sell and generate adequate margins dur-
ing the trial period. However, a vendor promoting a poor product will be reluc-
tant to pay the fee. 25     

 Additional Markup Opportunities   At times in the past, Juicy Couture has 
offered Swigler discounted prices to take excess merchandise. The excessive mer-
chandise arises from order cancellations, returned merchandise from other retail-
ers, or simply an overly optimistic sales forecast. Although Swigler can realize 
higher-than-normal gross margins on this merchandise or put the merchandise on 
sale and pass the savings on to customers, Bloomingdale’s has to preserve its image 
as a fashion leader and thus Swigler is not very interested in any excess inventory 
that Juicy Couture has to offer.   

 Terms of Purchase   Swigler would like to negotiate for a long period in which 
to pay for merchandise. A long payment period improves Bloomingdale’s cash 
flow, lowers its liabilities (accounts payable), and can reduce its interest expense if 
it’s borrowing money from financial institutions to pay for its inventory. But Juicy 
Couture also has its own financial objectives it wants to accomplish and thus 
would like to be paid soon after it delivers the merchandise.   

 Exclusivity   Retailers often negotiate with vendors for an exclusive arrange-
ment so that no other retailer can sell the same item or brand. Through an exclu-
sive arrangement, the retailer can differentiate itself from competitors and realize 
higher margins due to reduced price competition. In some cases, vendors also 
benefit by making sure that the image of retailers selling their merchandise is con-
sistent with their brand image. For example, Prada might want to give exclusive 
rights for its apparel to only one store in a major market, such as Neiman Marcus. 
In addition, an exclusive arrangement offers a monopoly to the retailer and thus a 
strong incentive to promote the item. 

Lev30026_ch13_340-369.indd Page 355  10/2/10  12:47 PM user-f494Lev30026_ch13_340-369.indd Page 355  10/2/10  12:47 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



356 SECTION 11I Merchandise Management

  In fashion merchandise categories, being the first retailer in a market to 
carry certain products helps that retailer hold a fashion-leader image and 
achieve a differential advantage. Swigler wants her shipment of the new spring 
line to arrive as early in the season as possible and would like to have some 
jeans styles and washes that won’t be sold to competing retailers. In contrast, 
Juicy Couture wants to have its products sold by many different retailers to 
maximize its sales.   

 Advertising Allowances   Retailers often share the cost of advertising through a 
cooperative arrangement with vendors known as    co-op (cooperative) advertising   —
a program undertaken by a vendor in which the vendor agrees to pay for all or part 
of a pricing promotion. As a fashion leader, Bloomingdale’s advertises heavily. 
 Swigler would like Juicy Couture to support an advertising program with a generous 
advertising allowance.   

 Transportation   Transportation costs can be substantial, although this point 
isn’t a big issue for the Juicy Couture jeans because the merchandise has a high 
unit price and low weight. Nonetheless, the question of who pays for shipping 
merchandise from the vendor to the retailer will be a significant negotiating point. 

  Now that some of the issues involved in the negotiation between Juicy Couture 
and Bloomingdale’s are on the table, the next section presents some tips for effec-
tive negotiations.    

 Tips for Effective Negotiating 26   
 Have at Least as Many Negotiators as the Vendor   Retailers have a psy-
chological advantage at the negotiating table if the vendor is outnumbered. At the 
very least, retailers want the negotiating teams to be the same size. Swigler plans 
to invite her divisional merchandise manager (DMM) to the discussion if Carvel 
comes with his sales manager. 

   Choose a Good Place to Negotiate   Swigler may have an advantage in the 
upcoming meeting because it will be in her office. She’ll have ready access to in-
formation, plus secretarial and supervisory assistance. From a psychological per-
spective, people generally feel more comfortable and confident in familiar 
surroundings. However, Swigler also might get more out of the negotiation if 

In a negotiation, have at 
least as many negotiators as 
the vendor.
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Carvel feels comfortable. In the end, selecting the location for a negotiation is an 
important decision.   

 Be Aware of Real Deadlines   Swigler recognizes that Carvel must go back to 
his office with an order in hand, because he has a quota to meet by the end of the 
month. She also knows that she must get markdown money or permission to re-
turn the unsold jeans by the end of the week or she won’t have sufficient open-to-
buy funds to cover the orders she wishes to place. Recognizing these deadlines will 
help Swigler come to closure quickly in the upcoming negotiation.   

 Separate the People from the Problem   Suppose Swigler starts the 
meeting with, “Dario, you know we’ve been friends for a long time. I have a 
personal favor to ask. Would you mind taking back $10,000 in shirts?” This 
personal plea puts Carvel in an uncomfortable situation. Swigler’s personal re-
lationship with Carvel isn’t the issue here and shouldn’t become part of the 
negotiation. An equally detrimental scenario would be for Swigler to say, 
“Dario, your line is terrible. I can hardly give the stuff away. I want you to take 
back $10,000 in jeans. After all, you’re dealing with Bloomingdale’s. If you don’t 
take this junk back, you can forget about ever doing business with us again.” 
Threats usually don’t work in negotiations. They put the other party on the 
defensive. Threats may actually cause negotiations to break down, in which case 
no one wins.   

 Insist on Objective Information   The best way to separate the people from 
the business issues is to rely on objective information. Swigler must know exactly 
how many jeans need to be returned to Juicy Couture or how much markdown 
money is necessary to maintain her gross margin. If Carvel argues from an emo-
tional perspective, Swigler will stick to the numbers. For instance, suppose that 
after Swigler presents her position, Carvel says that he’ll get into trouble if he 
takes back the merchandise or provides markdown money. With the knowledge 
that Juicy Couture has provided relief in similar situations in the past, Swigler 
should ask what Juicy Couture’s policy is regarding customer overstock problems. 
She should also show Carvel a summary of Bloomingdale’s buying activity with 
Juicy Couture over the past few seasons. Using this approach, Swigler forces Carvel 
to acknowledge that providing assistance in this overstock situation—especially if 
it has been done in the past—is a small price to pay for a long-term profitable 
relationship.   

 Invent Options for Mutual Gain   Inventing multiple options is part of the 
planning process, but knowing when and how much to give, or give up, requires 
quick thinking at the bargaining table. Consider Swigler’s overstock problem. 
Her objective is to get the merchandise out of her inventory without significantly 
hurting her gross margin. Carvel’s objective is to maintain a healthy yet profitable 
relationship with Bloomingdale’s. Thus, Swigler must invent options that could 
satisfy both parties, such as offering to buy some of Juicy Couture’s most avant-
garde jeans in return for markdown money for her excess inventory.   

 Let Them Do the Talking   There’s a natural tendency for one person to con-
tinue to talk if the other person involved in the conversation doesn’t respond. If 
used properly, this phenomenon can work to the negotiator’s advantage. Suppose 
Swigler asks Carvel for special financial support for Bloomingdale’s Christmas 
catalog. Carvel begins with a qualified no and cites all the reasons he can’t cooper-
ate. But Swigler doesn’t say a word. Although Carvel appears nervous, he contin-
ues to talk. Eventually, he comes around to a yes. In negotiations, those who break 
the silence first lose.   
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 Know How Far to Go   There’s a fine line between negotiating too hard and 
walking away from the table without an agreement. If Swigler negotiates too ag-
gressively for the markdown money, better terms of purchase, and a strong ad-
vertising allowance, the management of Juicy Couture may decide that other 
retailers are more worthy of early deliveries and the best styles. Carvel may not 
be afraid to say no if Swigler pushes him beyond a legal, ethical, profitable 
relationship.   

 Don’t Burn Bridges   Even if Swigler gets few additional concessions from 
Carvel, she shouldn’t be abusive or resort to threats. Bloomingdale’s may not 
want to stop doing business with Juicy Couture on the basis of this one encoun-
ter. From a personal perspective, the world of retailing is relatively small. Swigler 
and Carvel may meet at the negotiating table again, possibly both working for 
different companies. Neither can afford to be known in the trade as unfair, rude, 
or worse.   

 Don’t Assume   Many issues are raised and resolved in any negotiating session. 
To be certain there are no misunderstandings, participants should orally review 
the outcomes at the end of the session. Swigler and Carvel should both summarize 
the session in writing as soon as possible after the meeting.      

 STRATEGIC RELATIONSHIPS  
 Chapter 5 emphasized that maintaining strong vendor relationships is an impor-
tant way to develop a sustainable competitive advantage. Chapters 10 and 12 dis-
cussed some of the ways partnering relations can improve information exchange, 
planning, and the management of supply chains. For example, a vendor-managed 
inventory system cannot operate effectively without the vendor and retailer mak-
ing a commitment to work together and invest in the relationship. 27  In this sec-
tion, we examine how retailers develop strategic relationships and the 
characteristics of successful long-term relationships.  

 Defining Strategic Relationships 
 Traditionally, relationships between retailers and vendors have focused on hag-
gling over how to split up a profit pie. 28  The relationships were basically win-lose 
encounters because when one party got a larger portion of the pie, the other party 
got a smaller portion. Both parties were interested exclusively in their own profits 
and unconcerned about the other party’s welfare. These relationships continue to 
be common, especially when the products being bought are commodities and have 
limited impact on the retailers’ performance. In these situations there is no benefit 
to the retailer from entering into a strategic relationship. 
    A    strategic relationship,    also called a    partnering relationship,    emerges 
when a retailer and vendor are committed to maintaining the relationship over 
the long term and investing in opportunities that are mutually beneficial to both 
parties. In this relationship, it’s important for the partners to take risks to expand 
the profit pie to give the relationship a strategic advantage over other companies. 
In addition, the parties have a long-term perspective. They are willing to make 
short-term sacrifices because they know that they will get their fair share in the 
long run. 29  
    Strategic relationships are win-win relationships. Both parties benefit because 
the size of the profit pie increases. Both the retailer and the vendor increase their 
sales and profits because the parties in strategic relationships work together to 
develop and exploit joint opportunities. They depend on and trust each other 
heavily. They share goals and agree on how to accomplish those goals, and they 
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thus reduce the risks of investing in the relationship and sharing confidential in-
formation. For example, when Kohl’s and Vera Wang embarked on their exclusive 
branding strategy, they worked together to determine their customers’ needs, 
likes, and dislikes. (See Retailing View 13.2.) Then they jointly developed an as-
sortment and pricing strategy that has proved to be much more successful than 
would have been possible if they had worked separately and just negotiated a 
quantity and price. To sustain their successful momentum, they share trends in the 
market and agree to respond quickly when a change occurs or when a product 
should be produced in a short time. 
    A strategic relationship is like a marriage. When businesses enter strategic rela-
tionships, they’re wedded to their partners for better or worse. For example, 
Spain-based fast-fashion retailer Zara manufactures about 40 percent of its fin-
ished garments. 30  Once the fabric is cut, it is sent to about 450 independently 
owned workshops located near the corporate headquarters for the labor-intensive 
activity of sewing the pieces into finished garments. Most of these relatively small 
workshops have had long-term relationships with Zara. Zara provides them with 
technology, logistics and financial support, and other types of assistance. In return, 
the workshops support Zara’s mission of being able to quickly provide women and 
men in 73 countries with relatively inexpensive fashion apparel. Like any supplier, 
these small workshops sometimes miss a deadline or make a mistake on a garment. 
But as in a marriage, Zara doesn’t dump them and move on to someone else. It 
works with them to make things work.  

    Maintaining Strategic Relationships 
 The four foundations of successful strategic relationships are mutual trust, open 
communication, common goals, and credible commitments.  

 Mutual Trust   The glue in a strategic relationship is trust.    Trust    is a belief that 
a partner is honest (reliable and stands by its word) and benevolent (concerned 
about the other party’s welfare). 32  When vendors and buyers trust each other, 
they’re more willing to share relevant ideas, clarify goals and problems, and com-
municate efficiently. Information shared between the parties becomes increasingly 
comprehensive, accurate, and timely. There’s less need for the vendor and buyer to 
constantly monitor and check up on each other’s actions, because each believes the 
other will not take advantage, even given the opportunity. 33  If Walmart’s sustain-
ability initiatives described in Retailing View 13.4 are to be achieved, it is impor-
tant for Walmart to trust its vendors and vice versa.   

 Common Goals   Vendors and buyers must have common goals for a successful 
relationship to develop. 34  Shared goals give both members of the relationship an 
incentive to pool their strengths and abilities and exploit potential opportunities 
between them. They also create an assurance that the other partner will not do 
anything to hinder goal achievement within the relationship. 
  For example, Walmart and its vendors have recognized that it was in their com-
mon interest to develop and sell products that have a positive impact on the envi-
ronment. Walmart can’t demand that its vendors take on sustainability programs 
that are so expensive that they won’t make money, and its vendors must try to ac-
commodate the demands of its biggest customer. With a common goal, Walmart 
and its suppliers have an incentive to cooperate, because they know that by doing 
so, both can achieve their common sustainability goals and still make profits. 
  Common goals also help sustain the relationship when goals aren’t realized ac-
cording to plan. If, for instance, a vendor fails to reach an acceptable score on 
Walmart’s sustainability index but has made significant progress, Walmart won’t 
suddenly call off the whole arrangement. Instead, Walmart is likely to work harder 
to help the vendor raise its score and remain in the relationship, because Walmart 
knows that it and the vendor are committed to the same goals in the long run.   

 REFACT 
 Bentonville, Arkansas, the 
corporate headquarters for 
Walmart, has a population of 
34,000. More than 450 com-
panies that are suppliers to 
Walmart have opened of-
fices in Bentonville, other-
wise known as Vendorville, 
including Microsoft, Oracle, 
Rubbermaid, Disney, Dream-
works, and Procter & 
Gamble. 31  
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 Open Communication   To share information, develop sales forecasts to-
gether, coordinate deliveries, and achieve their sustainability common goals, 
Walmart and its vendors must have open and honest communication. This re-
quirement may sound easy in principle, but most businesses don’t like to share 
information with their business partners. They believe it is none of the other’s 
business. But open, honest communication is a key to developing successful rela-
tionships. Buyers and vendors in a relationship need to understand what is driving 
each other’s business, their roles in the relationship, each firm’s strategies, and any 
problems that arise over the course of the relationship.   

 Credible Commitments   Successful relationships develop because both par-
ties make credible commitments. Credible commitments are tangible investments 
in the relationship. They go beyond just making the hollow statement, “I want to 
be your partner.” Credible commitments involve spending money to improve 
products or services and, in the case of Walmart and its vendors, taking mutual 
steps to improve the sustainability index. For example, the goal of reducing Jiangsu 
Redbud Dyeing Technology’s toxic emissions in China is a joint effort and invest-
ment by Walmart and Jiangsu.    

 Building Partnering Relationships 
 Although not all retailer-vendor relationships should or do become strategic part-
nerships, the development of strategic partnerships tends to go through a series of 
phases characterized by increasing levels of involvement: (1) awareness, (2) explo-
ration, (3) expansion, and (4) commitment.  

Walmart builds strategic 
relationships with its vendors 
by fostering mutual trust; 
having open communications 
and common goals; and 
making credible 
commitments.
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 Awareness   In the awareness stage, no transactions have taken place. This 
phase might begin with the buyer seeing some interesting merchandise at a retail 
market or an ad in a trade magazine. The reputation and image of the vendor can 
play an important role in determining if the buyer moves to the next stage.   

 Exploration   During the exploration phase, the buyer and vendor begin to explore 
the potential benefits and costs of a partnership. At this point, the buyer may make a 
small purchase and try to test the demand for the merchandise in several stores. In ad-
dition, the buyer will get information about how easy it is to work with the vendor.   

 Expansion   Eventually, the buyer has collected enough information about the ven-
dor to consider developing a longer-term relationship. The buyer and the vendor 
determine if there is the potential for a win-win relationship. They begin to work on 
joint promotional programs, and the amount of merchandise sold increases.   

 Commitment   If both parties continue to find the relationship mutually ben-
eficial, it moves to the commitment stage and becomes a strategic relationship. 
The buyer and vendor then make significant investments in the relationship and 
develop a long-term perspective toward it. 
  It is difficult for retailer-vendor relationships to be as committed as some sup-
plier-manufacturer relationships. Manufacturers can enter into monogamous 
(sole-source) relationships with other manufacturers. However, an important 
function of retailers is to provide an assortment of merchandise for their custom-
ers. Thus, they must always deal with multiple, sometimes competing suppliers. 
  Regardless of which partner-building phase a retailer is in with a supplier, the 
retailer is constantly involved in the give-and-take process of negotiations. The 
next section looks at some of the legal and ethical issues that arise when buying 
merchandise.      

 LEGAL, ETHICAL, AND SOCIAL RESPONSIBILITY 
ISSUES FOR BUYING MERCHANDISE   

 Legal and Ethical Issues 
 Given the many negotiations and interactions between retail buyers and vendors, 
ethical and legal issues are bound to arise. This section reviews some practices that 
arise in buyer-vendor negotiations that may have legal and/or ethical implications, 
and it looks at some ways that retailers are becoming more socially responsible in 
their buying practices.  

 Terms and Conditions of Purchase   The Robinson-Patman Act, passed by 
the U.S. Congress in 1936, potentially restricts the prices and terms that vendors 
can offer to retailers. The act makes it illegal for vendors to offer different terms 
and conditions to different retailers for the same merchandise and quantity. Some-
times called the “Anti-Chain-Store Act,” it was passed to protect independent re-
tailers from chain-store competition. Thus, if a vendor negotiates a good deal on 
the issues discussed in the previous section (price, advertising allowance, mark-
down money, transportation), the Robinson-Patman Act requires that the vendor 
offer the same terms and conditions to other retailers. 
  However, vendors can offer different terms to retailers for the same merchan-
dise and quantities if the costs of manufacturing, selling, or delivery are different. 
The cost of manufacturing is usually the same, but selling and delivery could be 
more expensive for some retailers. For example, vendors may incur larger trans-
portation expenses due to smaller shipments to independent retailers. 
  Different prices can also be offered if the retailers are providing different func-
tions. For example, a large retailer can get a lower price if its distribution centers 
store the merchandise or its stores provide different services valued by customers. 
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In addition, lower prices can be offered to meet competition and dispose of per-
ishable merchandise. 35    

 Commercial Bribery      Commercial bribery    occurs when a vendor or its 
agent offers or a buyer asks for “something of value” to influence purchase deci-
sions. Say a salesperson for a ski manufacturer takes a sporting goods retail buyer 
to lunch at a fancy private club and then proposes a ski weekend in Vail. These 
gifts could be construed as bribes or kickbacks, which are illegal unless the buyer’s 
manager is informed of them. To avoid such problems, many retailers forbid em-
ployees to accept any gifts from vendors. Because some Home Depot buyers al-
legedly accepted large cash kickbacks from suppliers, the retailer has tightened its 
ethics code to ban buyers from accepting any gifts or entertainment from ven-
dors—a zero tolerance policy. 36  Other retailers have a policy that it is fine to ac-
cept limited entertainment or token gifts, such as flowers or wine for the holidays. 
In either case, they want their buyers to decide on purchases solely on the basis of 
what is best for the retailer.   

 Chargebacks   A    chargeback    is a practice used by retailers in which they de-
duct money from the amount they owe a vendor. Retailers often use a chargeback 
when a vendor did not meet the agreed-on terms, for example, when a vendor 
improperly applied labels to shipping containers or merchandise or sent ship-
ments that had missing items or were late. Chargebacks are especially difficult for 
vendors because once the money is deducted from an invoice and the invoice is 
marked “paid,” it is difficult to dispute the claim and get the amount back. Ven-
dors sometimes feel that the chargebacks retailers take are not justifiable and thus 
are unethical.   

 Buybacks   Similar to slotting allowances,    buybacks,    also known as    stocklifts    
or    lift-outs,    are activities engaged in by vendors and retailers to get products 
into retail stores. Specifically, in a buyback situation, either a retailer allows a 
vendor to create space for its merchandise by “buying back” a competitor’s in-
ventory and removing it from the retailer’s system or the retailer forces a ven-
dor to buy back slow-moving merchandise. A vendor with significant market 
power can violate federal antitrust laws if it stock lifts from a competitor so 
often that it shuts the competitor out of a market, but such cases are difficult to 
prove.   

 Counterfeit Merchandise   Selling counterfeit merchandise can negatively 
affect a retailer’s image and its relationship with the vendor of the legitimate 
brand.    Counterfeit merchandise    includes goods made and sold without the per-
mission of the owner of a trademark or copyright. Trademarks and copyrights are 
   intellectual property,    that is, intangible and created by intellectual (mental) ef-
fort as opposed to physical effort. A    trademark    is any mark, word, picture, device, 
or nonfunctional design associated with certain merchandise (e.g., the crown on 
a Rolex watch, the red Levi’s tag on the back pocket of a pair of jeans). A    copy-
right    protects the original work of authors, painters, sculptors, musicians, and 
others who produce works of artistic or intellectual merit. This book is copy-
righted, so these sentences cannot be used by anyone without the consent of the 
copyright owners. 
  The nature of counterfeiting has changed during the past decade. Counterfeit 
name-brand merchandise, such as women’s handbags, have improved in quality, 
making them more expensive and difficult to distinguish from the real merchan-
dise. Also, there is a thriving business in counterfeit information products such as 
software, CDs, and CD-ROMs. This type of merchandise is attractive to counter-
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feiters because it has a high unit value, is relatively easy to duplicate and transport, 
and prompts high consumer demand. The ease of illegally downloading and dis-
tributing music means that neither the record label nor the artist receives any 
money for their investment, work, or talent, and thus both may be less motivated 
to develop and produce music. 

 Do Internet markets like eBay have the responsibility to police counterfeiting 
on their sites? It depends on where they are. In the United States, jeweler Tiffany & 
Company lost a case against eBay in which it was established that the online com-
pany does not have the legal responsibility to prevent its users from selling coun-
terfeit items. It is up to the trademark holders, like Tiffany, to monitor the Web 
sites as long as eBay and others promptly remove material when complaints are 
filed. 37  In a similar case in France, however, luxury manufacturer and retailer 
Hermes won against eBay. The court found that eBay had “committed acts of 
counterfeit” and “prejudice” against Hermes by failing to monitor the authenticity 
of goods being sold on its Web site. 38  

   Gray-Market, Diverted, and Black-Market Merchandise      Gray-market 
goods,    also known as    parallel imports,    involve the flow of merchandise 
through distribution channels, usually across international borders, other than 
those authorized or intended by the manufacturer or producer. For example, to 
increase its profits, McGraw-Hill, the publisher of this textbook, charges a 
higher wholesale price for this textbook in the United States than in other 
countries. An importer could buy textbooks at a low price in other countries, 
import them into the United States, and sell them at a price lower than that in 
U.S. bookstores. 
     Diverted merchandise    is similar to gray-market merchandise except there 
need not be distribution across international borders. Suppose, for instance, 
that the fragrance manufacturer Givenchy grants an exclusive scent to Saks 
Fifth Avenue. The Saks buyer has excess inventory and sells it at a low price to 
a discount retailer in the United States, such as an off-price retailer. In this 
case, the merchandise has been diverted from its legitimate channel of distribu-
tion, and Saks would be referred to as the  diverter.  While Saks may benefit from 
this transaction, the vendor is concerned about gray markets and diversions. 
Making the product available at discount stores at low prices may reduce the 
vendor’s brand image and the service normally provided with the brand. So, 
while such practices are usually legal, vendors generally oppose gray market 
and diverted merchandise. A    black market,    on the other hand, occurs when 

It is illegal for this “street 
retailer” to sell counterfeit 
watches because it violates 
the watch manufacturers’ 
rights to control the use of 
their trademarks.
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consumer goods are scarce, such as water or gasoline after a natural disaster; 
heavily taxed, such as cigarettes or alcohol; or illegal, such as drugs or arms. We 
rarely see black-market merchandise sold through legitimate channels in the 
United States. 
  Vendors engage in a number of activities to avoid gray-market/diversion prob-
lems. They require that all of their retail and wholesale customers sign a contract 
stipulating that they will not engage in gray marketing. If a retailer is found in vio-
lation of the agreement, the vendor will refuse to deal with it in the future. An-
other strategy is to produce different versions of products for different markets. 
For instance, McGraw-Hill sells a different version of this textbook in India than 
it sells in the United States. Retailing View 13.5 examines why it is hard to tell 
whether merchandise is gray-market or counterfeit. 

harmless for gray-market luxury-branded 
products to end up in an off-price store, 
it is quite harmful to the luxury brands if a 
counterfeit bag is sold at a retail store. As 
a result, some luxury-brand vendors have 
taken steps to ensure that counterfeit 
products under their name are not sold, 
as we discussed in the cases of Tiffany & 
Company and Hermes suing eBay.  

  Sources: “TJX Takes Off-Price Retail to the Maxx,”  Dow Theory Forecasts,  
October 26, 2009, pp. 1, 8; Jena McGregor, “TJX: Dressed to Kill for the 
Downturn,”  BusinessWeek,  October 27, 2008, p. 60.  

 RETAILING VIEW    Where Did T.J.Maxx Get Its Coach 
Handbags? 

  13.5 

 The national brands that off-price retail-
ers like T.J.Maxx, Marshalls, Ross, and 
Loehmann’s sell at lower prices than 
those at their department and specialty 
store competitors come from a variety 
of sources. Sometimes the merchandise 
comes directly from manufacturers like 
Coach, the luxury leather goods maker, 
because the item was last year’s model, 
it didn’t sell well at the retail store 
where it was originally offered and was 
returned by the luxury retail customer, 
or Coach overestimated demand and 
therefore had excess inventory left over. 
Coach sells a very small percentage of 
its bags to off-price stores. Although 
luxury manufacturers prefer not to have 
their merchandise sold in off-price 
stores, these stores provide an excellent 
opportunity for luxury manufacturers to 
rid themselves of excess inventory. 
  Another source of Coach bags for 
off-price retailers may be luxury retail-
ers. These retailers may have bought too 
many bags or specific styles that did not 
sell and may need to dispose of them at 
the end of a season. One alternative is for the retailers to mark 
down the price and put the handbags on sale. But sales on lux-
ury products like Coach bags might damage the retailer’s image. 
Also, Coach may not want its bags sold at a discount at luxury 
stores. So the retailer might sell the excess inventory to off-
price retailers like T.J.Maxx. This diverting of merchandise to an 
unauthorized retailer is creating a gray market for Coach bags. 
If Coach discovers that one of its luxury retailers is diverting its 
newer merchandise to off-price retailers, it might refuse to sell 
to that retailer in the future. 
  Luxury-brand vendors hope that their products don’t end 
up in off-price outlets, but they definitely fight to make sure that 
counterfeit products are not sold anywhere. While it is relatively 

 Off-price stores like T.J.Maxx regularly sell gray-market goods but not counterfeit 
merchandise. 

 REFACT 
 TJX, owner of T.J.Maxx and 
Marshalls, employs 600 buy-
ers who purchase from 
more than 10,000 vendors in 
over 60 countries. 39  
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   Exclusive Dealing Agreements      Exclusive dealing agreements    occur 
when a vendor restricts a retailer to carrying only its products and nothing from 
competing vendors. For example, Ford may require that its dealers sell only 
Ford cars and no cars made by General Motors. The effect of such arrangements 
on competition is determined by the market power of the vendor. For example, 
it may be illegal for a market leader like Coca-Cola to sell its products to a small 
supermarket chain only if the chain agrees not to sell a less popular cola product 
like RC Cola.   

 Tying Contract   A    tying contract    exists when a vendor requires that a retailer 
take a product it doesn’t necessarily desire (the tied product) to ensure that it can 
buy a product it does desire (the tying product). Tying contracts are illegal if they 
substantially lessen competition or tend to create a monopoly. But the complain-
ing party has the burden of proof. Thus, it is typically legal for a vendor to require 
that a buyer buy all items in its product line. For example, if a gift store sued a 
postcard manufacturer for requiring that it purchase as many “local view” post-
cards (the tied product) as it did licensed Disney character postcards (the tying 
product), the court would probably dismiss the case because the retailer would be 
unable to prove a substantial lessening of competition.   

 Refusal to Deal   The practice of refusing to deal (buy or sell to) can be viewed 
from both vendors’ and retailers’ perspectives. Generally, both vendors and retail-
ers have the right to deal or refuse to deal with anyone they choose. But there are 
exceptions to this general rule when there’s evidence of anticompetitive conduct 
by one or more firms that wield market power. A vendor may refuse to sell to a 
particular retailer, but it can’t do so for the sole purpose of benefiting a competing 
retailer. For example, Mattel decided not to offer certain popular Barbie packages 
to wholesale clubs. This action in itself would have been legal. However, it was 
determined that Mattel agreed to do so as part of a conspiracy among 10 toy 
manufacturers orchestrated by Toys “R” Us to prevent wholesale clubs from un-
derselling the same toy packages that Toys “R” Us sold. The refusal to deal then 
became an illegal group boycott. 40     

 Corporate Social Responsibility 
    Corporate social responsibility    describes the voluntary actions taken by a 
company to address the ethical, social, and environmental impacts of its business 
operations. Retailers act socially responsible in many ways, from giving to char-
ity to donating time to philanthropic community activities. Recently, however, 
retailers have been increasing their efforts to buy merchandise in a socially re-
sponsible way. 
    Whole Foods considers local to be anything produced within seven hours of one 
of its stores. The retailer says that most local producers are within 200 miles of 
a store. It requires that all its stores buy from at least four local farmers. It gives 
$10 million a year in low-interest loans to help small, local farmers and producers 
of grass-fed and humanely raised meat, poultry, and dairy animals.  
         Some retailers are getting involved in    fair trade,    a socially responsible move-
ment that ensures that producers receive fair prices for their products. The cof-
fee retailers Starbucks and Peet’s offer some, but not all, blends that use fair 
trade coffee. 42  Walmart is investing heavily in fair trade coffee, partially in re-
sponse to a new corporate philosophy that goes beyond “everyday low prices” to 
“doing well by doing good.” Bono, the U2 lead singer and an activist, is selling 
his high-priced fair trade apparel line, Edun, to stores such as Saks Fifth Avenue 
and Nordstrom. 
    Home Depot is encouraging its suppliers to include their products in its Eco 
Options marketing campaign. Some products are obviously attractive to green 

 REFACT 
 A  locavore  is a person whose 
primary source of food is his 
or her local foodshed or ar-
eas within a relatively mod-
est radius. 41  
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customers, such as organic gardening products and high-efficiency lightbulbs. But 
a number of less obvious products are also good for the environment. Electric 
chain saws are green because they are not gas-powered, and bug zappers reduce 
the use of poisonous sprays. Home Depot also has introduced some new environ-
mentally sensitive products into its assortment, including solar-powered landscape 
lighting, biodegradable peat pots, and paints that discharge fewer pollutants. 
Home Depot encourages its vendors to use recyclable plastic or cardboard pack-
aging. It estimates that a 5 percent reduction in packaging will prevent 667,000 
metric tons of carbon dioxide from entering the atmosphere while also resulting 
in $3.4 billion in cost savings. 44  
    Other retailers are demanding smaller, eco-friendly packages from their sup-
pliers. Smaller packages save not only materials but also energy. Because more 
packages can be transported on a truck, the transportation cost per unit goes 
down. Walmart plans to reduce packaging by 5 percent by 2013, a move that 
could save $3.4 billion. 
    McDonald’s Europe has helped persuade agribusiness giants to stop buying 
soybeans from newly deforested tracts in protected regions of the Amazon. 
Walmart is urging its suppliers to combat global warming by using less energy 
and incorporating alternative sources. Tiffany & Co. has been calling on gold 
miners to end waste dumping in pristine lakes and adhere to international labor 
standards. 
    These initiatives and many others suggest a complicated business model. Are 
socially responsible activities good for business? Some are more expensive than 
traditional products and initiatives. Are consumers interested in or willing to pay 
the higher prices? Are firms really interested in improving the environment, or are 
they    greenwashing    (doing a green whitewash) or practicing    green sheen,    which 
is the disingenuous practice of marketing products or services as being environ-
mentally friendly with the purpose of gaining public approval and sales rather 
than actually improving the environment. Consumers should question whether a 
firm is spending significantly more money or time advertising that it’s  green  or 
that it operates with consideration for the environment rather than spending re-
sources on environmentally sound practices. 45        

Whole Foods is increasing 
its efforts to provide locally 
grown produce to support 
the local economy and save 
the carbon emissions 
involved in transporting 
produce from distant 
producers. 43 
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367CHAPTER 13Buying Merchandise

 This chapter examines issues surrounding purchasing 
merchandise and vendor relations. Retailers can purchase 
either national brands or private-label brands. Each type 
has its own relative advantages. Choosing appropriate 
brands and a branding strategy is an integral component 
of a firm’s merchandise and assortment planning process. 
  Buyers of manufacturer’s brands attend trade shows 
and wholesale market centers to meet with vendors, view 
new merchandise, and place orders. Virtually every mer-
chandise category has at least one annual trade show at 
which retailers and vendors meet. 
  The process for buying private-label merchandise can 
be more complicated than that for buying national brands 
because the retailer takes on some of the responsibilities 
that a national-brand manufacturer normally would have, 
such as designing and specifying products and selecting 
manufacturers to make the products. A large percentage of 
private-label merchandise is manufactured outside the 
United States. The cost, managerial, and ethical issues sur-
rounding global sourcing decisions must be considered. 
  Buying merchandise sometimes is facilitated by resi-
dent buying offices. Market representatives of the resident 

buying offices facilitate merchandising purchases in for-
eign markets. 
  Buyers of both national brands and private labels en-
gage in negotiating a series of issues with their vendors, 
including markdown money, slotting fees, advertising al-
lowances, terms of purchase, exclusivity, and transporta-
tion costs. Successful vendor relationships depend on 
planning for and being adept at negotiations. 
  Retailers that can successfully team up with their vendors 
can achieve a sustainable competitive advantage. There 
needs to be more than just a promise to buy and sell on a 
regular basis. Strategic relationships require trust, shared 
goals, strong communications, and a financial commitment. 
  Buyers need to be aware of ethical and legal issues that 
can guide them in their negotiations and purchase decisions. 
There are also problems associated with counterfeit and 
gray-market merchandise and issues that vendors face when 
selling to retailers, such as exclusive territories and tying 
contracts. Care should be taken by vendors when placing 
restrictions on which retailers they will sell to, what mer-
chandise, how much, and at what price. Some retailers are 
taking giant steps toward being more socially responsible.   
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 KEY TERMS  

   1.    CONTINUING ASSIGNMENT  Go visit the re-
tailer you have selected for the continuing assignment 
and perform an audit of its manufacturer’s and private 
brands. Interview a manager to determine whether the 
percentage of private brands has increased or decreased 
during the past five years. Ask the manager to comment 

on the store’s philosophy toward manufacturer’s versus 
private brands. On the basis of what you see and hear, 
assess its branding strategy.  

   2.   Read the article “NBA Warns Fans about Counterfeit 
Products” posted at http://cbs11tv.com/local/NBA.
Counterfeit.Merchandise.2.1481903.html. Follow 

 GET OUT AND DO IT!  
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368 SECTION 11I Merchandise Management

   1.   Assume you have been hired to consult with The Gap 
on sourcing decisions for sportswear. What issues 
would you consider when deciding whether you 
should buy from Mexico or China or find a source 
within the United States?  

   2.   What is the difference between counterfeit, gray-
market, and black-market merchandise? Is the selling 
of this type of merchandise legal? Do you believe that 
selling these types of merchandise should be allowed? 
Provide a rationale for your position. Would you pur-
chase a counterfeit wallet? What about a counterfeit 
car part or prescription medication?  

   3.   What are the advantages and disadvantages of manu-
facturer’s brands versus private-label brands? Con-
sider both the retailer’s and customer’s perspectives.  

   4.   Does your favorite clothing store have a private-label 
brand strategy? If yes, how does it build store loyalty? 
If no, how could a private-label brand create loyalty?  

   5.   Explain why a grocery store, such as Kroger, offers 
more than one tier of private-label brands within a 
particular product category.  

   6.   Why have retailers found exclusive private labels to 
be an appealing branding option? Choose a depart-
ment store, a discount store, and a grocery store. 
What exclusive private-label brands do they offer? 
How are they positioned in relation to their national 
brand counterparts?  

   7.   When you go shopping, in which product categories 
do you prefer private labels or national brands? Ex-
plain your preference.  

   8.   What are retailers doing to be more socially respon-
sible in buying merchandise? Why are they becoming 
more socially responsible? Do you buy products that 
you believe were produced in a socially responsible 
manner, even if they cost more?  

   9.   You have decided that you don’t want to take the final 
in this class. Explain how you would negotiate this 
request with the instructor. Consider place, deadlines, 
past relationship, possible objections, options for mu-
tual gain, and how to maintain a professional 
relationship.     

      DISCUSSION QUESTIONS AND PROBLEMS  

the story’s link to the home page for the Coalition to 
Advance the Protection of Sports Logos (CAPS) at 
www.capsinfo.com, and read “About CAPS.” What 
are college and professional sports teams doing to 
prevent the sale of counterfeit merchandise? Will 
these measures be effective? Explain why or why not.  

   3.   Go to the home page for the Private Label Manufac-
turers Assciation (PLMA), and read the “Market 
Profile,” which can be found at www.plma.com/
storeBrands/sbt05.html. What are store-brand prod-
ucts? Who purchases store brands? Who makes store 
brands? What store brands are you purchasing on a 
regular basis?  

   4.   Read the “Recession, Recovery & Store Brands” re-
port based on an exclusive survey of shopping atti-
tudes by GfK Custom Research North America for 
the Private Label Manufacturers Association (www.
plma.com/share/press/FOR_IMMEDIATE_ 
RELEASE/PLMA_Recession_Recovery_and_Store_
Brands.pdf). The findings in this report are based on 
a poll of nearly 800 main household grocery shop-
pers. How does a recession impact the demand for 

private-label merchandise? How would shoppers per-
ceive store brands in an economic upturn? What can 
retailers do to maintain store-brand loyalty regardless 
of the external economic environment?  

   5.   Go to your favorite food store, and look up the prices 
for the items in the following table. Be sure to select 
the same-size packages for this price comparison of 
manufacturer’s brands and store brands. How much 
can consumers save by purchasing private-label brands 
of these products? How would you compare the per-
centage of savings on different categories of merchan-
dise? How did the various grocery stores selected by 
the class compare in terms of price savings on their 
private-label brands versus the national brands?                

 Raspberry  Macaroni &

 Cereal Bars Coffee Cheese Mix Tissues Cola

National

brand

Private-label

brand
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 Retail Pricing   

 EXECUTIVE BRIEFING 
 Donna Rosenberg, Senior Vice President, 
Pricing—Staples, Inc. 

 After graduating from the University of Massachusetts–

Amherst, I went to work at Grant Thornton as a certified 

public accountant (CPA). In 1991, I started with Staples as 

staff assistant to the CEO. The company had opened five 

years earlier and had under $1 billion in sales and 120 

stores. During the time I’ve been with Staples, it’s grown 

to become the world’s largest office products company, 

with over 2,000 stores in 27 countries. We sell office sup-

plies, technology, furniture, and business services in stores, 

on the Internet, through catalogs, and through our B2B 

contract sales force. 

  As the company has grown, I’ve moved up through the 

organization, holding positions including director of stra-

tegic planning, vice president of marketing strategy, and 

vice president of pricing. I’ve been in my current position 

as senior vice president of pricing for 12 years. 

  I am responsible for a key driver of sales and profitabil-

ity: pricing. We sell between 7,000 and 8,000 products in 

our stores and over 30,000 items on our Web site. Having 

low prices is the “cost of entry” to compete in the office 

products space. Knowing what items matter most to our 

customers in forming positive price and value perception 

is critical. We do this by understanding price and promo-

tional elasticity—this gives us the information we need to 

attract and retain customers in a dynamic market. Testing a 

variety of price points on the same item in a diverse group 

of stores allows us to build demand curves and better un-

derstand overall profitability. 

  Comparing prices has never been easier, with consum-

ers able to access this information directly from their 

mobile devices. However, since price is the easiest strate-

gic lever for the competition to copy, efforts to gain mar-

ket share solely by lowering price can backfire. My team’s 

role is to find the proper balance between delighting our 

customers and ensuring we meet our short-term and 

long-term sales and profit goals. It’s a constant juggling act 

that involves developing an appropriate merchandise as-

sortment strategy (e.g., good, better, best), developing a 

compelling everyday pricing strategy, developing compel-

ling offers and promotions, and monitoring competitive 

activities. 
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 QUESTIONS 

   Why do some retailers have frequent sales while 
others attempt to maintain an everyday low-price 
strategy? 

   What factors do retailers consider when pricing 
merchandise? 

 How do retailers set retail prices? 

 Why do retailers reduce their prices by taking 
markdowns? 

 What pricing techniques do retailers use for increasing 
sales and profits? 

   What legal and ethical issues should be considered 
when setting retail prices?    

 The decisions examined in this textbook are directed toward facilitating ex-
changes between retailers and their customers. As discussed in Chapter 1, 
retailers offer a number of benefits to their customers, including making 

merchandise available to customers when they want it, at a convenient location, 
and in the quantities they want. In addition, retailers provide services such as the 
opportunity for customers to see and try out merchandise before buying it. In ex-
change for these benefits, customers pay money for the merchandise and services 
provided by retailers. 
  The importance of pricing decisions is growing because today’s customers have 
more alternatives to choose from and are better informed about the alternatives 
available in the marketplace. Thus, they are in a better position to seek a good 
value when they buy merchandise and services.    Value    is the ratio of what custom-
ers receive (the perceived benefit of the products and services offered by the re-
tailer) to what they have to pay for it: 

  Value 5
Perceived benefits

Price
  

  Thus, retailers can increase value and stimulate more sales (exchanges) by ei-
ther increasing the perceived benefits offered or reducing the price. To some cus-
tomers, a good value means simply paying the lowest price because other benefits 
offered by retailers are not important to them. Others are willing to pay extra for 
additional benefits as long as they believe they’re getting their money’s worth in 
terms of product quality or service. 
  If retailers set prices higher than the benefits they provide, sales and profits will 
decrease. In contrast, if retailers set prices too low, their sales might increase but 
profits might decrease because of the lower profit margin. In addition to offering 
an attractive value to customers, retailers need to consider the value proposition 

   C H A P T E R  1 4 

  I enjoy working with the talented, smart and commit-

ted people who make up the Staples Leadership Team, 

and I derive a great deal of satisfaction from the work we 

do. I know my team and I are making a difference in 

 driving performance for Staples. I also feel a great deal of 

pride in working for Staples, a Fortune 500 company that 

has experienced tremendous growth and success during 

the 18 years I have been with the organization.       
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372 SECTION 11I Merchandise Management

offered by their competitors and legal restrictions related to pricing. Thus, setting 
the right price can be challenging. 
  The first section of this chapter examines two very different pricing strategies 
used by retailers. The factors retailers consider in setting retail prices are then 
reviewed. Then the actual process that retailers use to determine prices is de-
scribed. The next section examines the reasons retailers reduce their prices when 
taking markdowns. The pricing techniques retailers use for increasing sales and 
profits are then examined. The chapter concludes with a discussion of the legal 
and ethical issues retailers should consider when making pricing decisions.  

 PRICING STRATEGIES  
 Retailers use two basic retail pricing strategies: high/low pricing and everyday low 
pricing. Each of these strategies and its advantages and disadvantages is discussed 
in this section. 

  High/Low Pricing 
 Retailers using a    high/low pricing    strategy frequently—often weekly—discount 
the initial prices for merchandise through sales promotions. However, some cus-
tomers learn to expect frequent sales and simply wait until the merchandise they 
want goes on sale and then stock up at the low prices.   

 Everyday Low Pricing 
 Many retailers, particularly supermarkets, home improvement centers, and dis-
count stores, have adopted an    everyday low-pricing (EDLP)    strategy. This strat-
egy emphasizes the continuity of retail prices at a level somewhere between the 
regular nonsale price and the deep-discount sale price of high/low retailers. 
 Although EDLP retailers embrace their consistent pricing strategy, they occasion-
ally have sales, just not as frequently as their high/low competitors. 
    The term  everyday low pricing  is somewhat misleading, because  low  doesn’t mean 
“lowest.” Although retailers using EDLP strive for low prices, they aren’t always 
the lowest prices in the market. At any given time, a sale price at a high/low re-
tailer may be the lowest price available in a market. 
    To reinforce their EDLP strategy, many retailers have adopted a    low-price 
guarantee policy    that guarantees customers the retailer will have the lowest price 
in a market for products it sells. The guarantee usually promises to match or bet-
ter any lower price found in the market and might include a provision to refund 
the difference between the seller’s offer price and the lower price.   

The retailer on the left is using a high/low pricing strategy; whereas the one on the right is using everyday low pricing.
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373Retail Pricing CHAPTER 14

 Advantages of the Pricing Strategies 
 The high/low pricing strategy has the following advantages:  
  •    Increases profits.  High/low pricing allows retailers to charge higher prices to 

customers who are not price-sensitive and will pay the “high” price and to 
charge lower prices to price-sensitive customers who will wait for the “low” 
sale price.  

  •    Creates excitement.  A “get them while they last” atmosphere often occurs 
during a sale. Sales draw a lot of customers, and a lot of customers create 
excitement. Some retailers augment low prices and advertising with special in-
store activities, such as product demonstrations, giveaways, and celebrity 
appearances.  

  •    Sells merchandise.  Sales allow retailers to get rid of slow-selling merchandise.   
    The EDLP approach has its own advantages, as follows:  
  •    Assures customers of low prices.  Many customers are skeptical about initial retail 

prices. They have become conditioned to buying only on sale—the main 
characteristic of a high/low pricing strategy. The EDLP strategy lets 
customers know that they will get the same low prices every time they 
patronize the EDLP retailer. Customers do not have to read the ads and wait 
for items they want to go on sale.  

  •    Reduces advertising and operating expenses.  The stable prices caused by EDLP 
limit the need for the weekly-sale advertising used in the high/low strategy. In 
addition, EDLP retailers do not have to incur the labor costs of changing 
price tags and signs and putting up sale signs.  

  •    Reduces stockouts and improves inventory management.  The EDLP approach 
reduces the large variations in demand caused by frequent sales with large 
markdowns. As a result, retailers can manage their inventories with more 
certainty. Fewer stockouts mean more satisfied customers, resulting in higher 
sales. In addition, a more predictable customer demand pattern enables the 
retailer to improve inventory turnover by reducing the average inventory 
needed for special promotions and backup stock.       

 CONSIDERATIONS IN SETTING RETAIL PRICES  
 Four factors retailers consider in setting retail prices are the price sensitivity of 
consumers, the cost of the merchandise, competition, and legal constraints. Legal 
constraints are discussed at the end of the chapter. Additional considerations occur 
when setting prices for services and are discussed in this section.  

 Customer Price Sensitivity and Cost 
 Generally, as the price of a product increases, the sales for the 
product will decrease because fewer and fewer customers feel the 
product is a good value. The price sensitivity of customers deter-
mines how many units will be sold at different price levels. If cus-
tomers in the target market are very price-sensitive, sales will 
decrease significantly when prices increase. If customers are not 
very price-sensitive, sales will not decrease significantly if the 
prices are increased. 
    One approach that can be used to measure the price sensitivity 
of customers is a price experiment. Consider the following situa-
tion: A restaurant chain wants to determine the best price for a 
new item, a riblet basket. It selects restaurants in the chain with 
very similar trading areas and sets prices at different levels in each 

To determine the most profitable price for a 
riblet basket, a restaurant chain sets different 
prices at different locations.
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of the restaurants for a week. Assume that the variable of the riblets is $5 per plate 
and the fixed cost of operating the restaurant for a week, the cost for rent, labor 
and energy, is $8,000. 

   The results of this experiment are shown in Exhibit 14–1. Notice in  Exhibit 14–1a 
that as prices increase, the fixed costs remain the same, sales and variable costs both 
decrease, but sales decrease at a faster rate than variable costs (Exhibit 14–1b). So the 
highest profit level occurs at a $7 price (Exhibit 14–1c). If the restaurant considers 
only customers’ price sensitivity and cost in setting prices, it would set the price for 
the riblet basket with these demand characteristics at $7 to maximize profits. 

  Price Elasticity   A commonly used measure of price sensitivity is    price elasticity,    
or the percentage change in quantity sold  divided by the percentage change in price: 

Elasticity 5
Percentage change in quantity sold

Percentage change in price
  

EXHIBIT 14–1c
(c) Profit at Different Prices
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EXHIBIT 14–1b
(b) Quantity Sold at Different Prices

EXHIBIT 14–1 Data from Price Experiment

EXHIBIT 14–1a (a) Data from Price Experiment

 (1) (2) (3) (4) (5) (6) (7)

      Column (4) 2
    Column (3) 3   Column (5) 2
   Column (2) 3  $5 Variable  Column (6)

   Column (3) Cost per Ticket  Contribution to

Theater Price Quantity Sold Revenue Variable Cost Fixed Cost Profit

1 $6.00 9,502 $57,012 $47,510 $8,000 $1,502

2 6.50 6,429 41,789 32,145 8,000 1,644

3 7.00 5,350 37,450 26,750 8,000 2,700

4 7.50 4,051 30,383 20,255 8,000 2,128

5 8.00 2,873 22,984 14,365 8,000 619

6 8.50 2,121 18,029 10,605 8,000 2577
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  Assume that a retailer originally priced a private-label DVD player at $90 and 
then raised the price to $100. Before raising the price, the retailer was selling 
1,500 units a week. When the price increased, sales dropped to 1,100 units per 
week. The calculation of the price elasticity is as follows: 

Elasticity 5
Percentage change in quantity sold

Percentage change in price

 5
1New quantity sold 2 Old quantity sold2 4 1Old quantity sold2

1New price 2 Old price2 4 1Old price2

5
11100 2 15002y1500

110 2 92y9
5

20.2667
.1111

5 22.4005  

  Because the quantity sold usually decreases when prices increase, price elasticity 
is a negative number. 
  The target market for a product is generally viewed to be price-insensitive 
 (referred to as inelastic) when its price elasticity is greater than 21—that is, when 
a 1 percent decrease in price results in less than a 1 percent increase in quantity 
sold. The target market for a product is price-sensitive (referred to as elastic) when 
the price elasticity is less than 21—that is, when a 1 percent decrease in price pro-
duces more than a 1 percent increase in quantity sold. The price elasticity for a 
product can be estimated by conducting an experiment as described previously or 
by using statistical techniques to analyze how sales have changed in the past when 
prices changed. 
  Various factors affect the price sensitivity for a product. First, the more substi-
tutes a product or service has, the more likely it is to be price-elastic (sensitive). 
For example, there are many alternatives for a riblet basket at Applebee’s, and thus 
fast-food prices are typically price-elastic, but branded luxury goods have almost 
no substitutes and are price-inelastic (insensitive). Second, products and services 
that are necessities are price-inelastic. Thus, medical care is price-inelastic, 
whereas airline tickets for a vacation are price-elastic. Third, products that are 
expensive relative to a consumer’s income are price-elastic. Thus, cars are price-
elastic, and books and movie tickets tend to be price-inelastic. The estimated elas-
ticities for some commonly purchased items are shown below.  1  

   On the basis of these estimates, a 1 percent decrease in the price of clothing 
would result in only a 0.9 percent increase in the quantity sold in the short run but 
a 2.9 percent increase in the long run. So, if you must have that new sweater today, 
you are much less responsive to a low price than you would be if you could wait 
for the sweater to be on sale three months from now. In contrast, Americans aren’t 
going to change their gasoline purchases much in the short or long run, regardless 
of slight price decreases or increases. However, these elasticity estimates are based 
on relatively small changes in prices and might be different for large price changes. 
  For products with price elasticities less than 21, the price that maximizes profits 
can be determined by the following formula: 

  Profit-maximizing price 5
Price elasticity 3 Cost

Price elasticity 1 1
  

        PRICE ELASTICITY  

  Product Class   Short Run   Long Run  

    Clothing   20.90   22.90  

  Wine   20.88   21.17  

  Jewelry and watches   20.44   20.67  

  Gasoline   20.20   20.60     
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  So, if the private-label DVD player described in the preceding example costs 
$50, the profit-maximizing price would be: 

   Profit-maximizing price 5
Price elasticity 3 Cost

Price elasticity 1 1

 5
22.4005 3 $50

22.4005 1 1
5 $85.70     

 Competition 
 Consumers have lots of choices for goods and services, and they typically search 
for the best value. Retailers therefore need to consider competitors’ prices when 
setting their own. The previous discussion about setting price on the basis of cus-
tomer price sensitivity (elasticity) ignores the effects of competitors’ prices. For 
example, assume the restaurant chain that conducted the experiment had a $7.50 
price for the riblet basket and, following the results of its experiment, dropped its 
price to $7 to increase sales and profits. If the increased sales occurred, other res-
taurant chains would see a decline in their sales and react by dropping their prices 
to $7, and the experimenting restaurant chain might not realize the sales and 
profit increases it anticipated. Retailing View 14.1 examines the impact of intense 
price competition in the United Kingdom. 
    Retailers can price above, below, or at parity with the competition. The chosen 
pricing policy must be consistent with the retailer’s overall strategy and its relative 
market position. Consider, for instance, Walmart and Tiffany and Co. Walmart’s 
overall strategy is to be the low-cost retailer for the merchandise it sells. It tries to 
price the products it sells below its competition. Tiffany, in contrast, offers significant 
benefits to its customers beyond just the merchandise. Its brand name and customer 

 RETAILING VIEW    U.K. Grocery Chains Battle It Out    14.1 
 In the United Kingdom, major 
grocery retailers Sainsbury, 
Tesco, Morrisons, and Asda are 
waging a price war. Walking 
into any of these stores, cus-

tomers are confronted by a plethora of 
clearance signs, along with blaring adver-
tising that compares prices against those 
offered by competitors. Grocers that 
have built their images and reputations 
on their high quality are functioning out 
of the fear that their customers will start 
flocking to their competitors. 
  Furthermore, comparison shopping is 
much easier in Britain, compared with in 
the United States, because U.K. grocers 
have sophisticated online businesses and 
uniform national prices. At 9 a.m., Asda 
receives an e-mail listing the prices of 
 every item sold on different grocers’ 
Web sites. If Asda finds it is more expen-
sive on any product, it immediately alerts 
its stores to adjust their prices. 
  Sainsbury’s slogan has long been 
“Taste the Difference,” in reference to its 

high-quality products. But during the 
course of the price wars, it has changed 
its slogan to “Spot the Difference,” refer-
ring to its prices. Not to be outdone, 
Tesco proclaimed itself “Britain’s Biggest 
Discounter”—although the company 
quickly pulled that slogan after the Ad-
vertising and Standards Authority ruled 
it was likely to mislead customers. 

 The corporate winner of this price 
war is far from certain. Clearly, however, 
consumers benefit from the lower prices. 

 Sources: Andrea Felsted and Elizabeth Rigby, 
“Battle for Supermarket Customers,”  Financial 
Times,  April 3, 2010; Andrea Felsted, “Price War 
Gets Intense as Asda Takes on Tesco,”  Financial 
Times,  January 6, 2010; Owen McAteer, “Now 
Its Price War in the Aisles as Tesco Makes the 
Finest Cuts of All,”  Northern Echo,  December 8, 
2009; Rupert Steiner, “Asda Declares Festive 
Price War on Tesco,”  McClatchy-Tribune Business 
News,  November 13, 2009; Cecile Rohwedder, 
“U.K. in Price Fight, and It’s Drawing Custom-
ers,”  Wall Street Journal,  August 10, 2009.      

In the United Kingdom, Asda is in a price 
war with other major grocery retailers 
Sainsbury, Tesco, and Morrisons.
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service assure customers that they will be satisfied with the jewelry they purchase. 
Due to the unique nature of its offering, Tiffany is able to set its prices higher than 
those of competitors.  

 Collecting and Using Competitive Price Data   Most retailers routinely 
collect price data about their competitors to see if they need to adjust their prices 
to remain competitive. Competitive price data are typically collected using store 
personnel, but pricing data also are available from business service providers such 
as ACNielsen and IRI. 
  A hypothetical example of price comparison data appears in Exhibit 14–2. In 
this example, CVS, the national drugstore chain, sets its prices generally above 
Winn-Dixie and Walmart; however, pricing for shampoo, toothpaste, and shaving 
gel is very competitive. Similarly, Winn-Dixie, a grocery chain, is moderately 
priced with low prices on select items, like baby food. Walmart is generally priced 
below its competitors. 

    Pricing Services 
 Additional issues that need to be considered when pricing services are (1) the need 
to match supply and demand and (2) the difficulties customers have in determin-
ing service quality.  2  

   Matching Supply and Demand   Services are intangible and thus cannot be 
inventoried. When retailers are selling products, if the products don’t sell one day, 
they can be stored and sold the next day. However, when a plane departs with 
empty seats or a play is performed without a full house, the potential revenue from 
the unused capacity is lost forever. In addition, most services have limited capacity. 
For example, restaurants are limited in the number of customers that can be 
seated. Due to capacity constraints, services retailers might encounter situations in 
which they cannot realize as many sales as they could make. 
  To maximize sales and profits, many services retailers engage in yield man-
agement.  3      Yield management    is the practice of adjusting prices up or down in 
response to demand to control the sales generated. Airlines are masters at yield 
management. Using sophisticated computer programs, they monitor the reser-
vations and ticket sales for each flight and adjust prices according to capacity 
utilization. Prices are lowered on flights when sales are below forecasts and 
there is significant excess capacity. As ticket sales approach capacity, prices are 
increased. 

EXHIBIT 14–2
Competitive Price Data

*Only common items are indexed.

SKU CVS Winn-Dixie Walmart

Centrum Vitamins (130 tablets) $9.49 $9.99 $8.26

Tylenol Liquid 6.49 4.69 5.47

Emfamil Liquid Baby Food 3.29 2.99 3.13

VO5 Shampoo 0.99 1.19 0.97

Pedialyte (1 liter) 5.79 5.29

Colgate Toothpaste (6 oz.) 2.99 2.99 2.84

Duracell AA Batteries (4 pack)  4.79 3.49 3.24

9 Lives Canned Cat Food 1.49 1.29 0.98

Advil (50 caps) 5.99 5.59

Edge Shaving Gel (7 oz.) 2.39 2.39 2.14

Competitive Price Index* 100% 91% 85%
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Airlines use yield management to adjust prices in response to demand.

 SETTING RETAIL PRICES  
 As described in the previous section, theoretically, retailers maximize their profits 
by setting prices on the basis of the price sensitivity of customers and the cost of 
merchandise. One limitation of just using price sensitivity and cost for setting 
prices is that doing so fails to consider the prices being charged by competitors. 
Another problem is that implementing this approach requires knowledge of the 
price sensitivity (price elasticity) of each item. Many retailers have to set prices for 
more than 50,000 SKUs and make thousands of pricing decisions each month. 
From a practical perspective, they cannot conduct experiments or do statistical 
analyses to determine the price sensitivity for each item.  

 Other services retailers use less so-
phisticated approaches to match supply 
and demand. For example, more people 
want to go to a restaurant for dinner or 
see a movie at 7 p.m. than at 5 p.m. Res-
taurants and movie theaters thus might 
not be able to satisfy the demand for 
their services at 7 p.m. but have excess 
capacity at 5 p.m. Therefore, restaurants 
and movie theaters often price their ser-
vices lower for customers who use them 
at 5 p.m. rather than 7 p.m. in an effort to 
shift demand from 7 p.m. to 5 p.m. 

 Theaters use a variety of strategies to 
try to ensure that the seats are sold and 
that they are sold at prices equivalent to 
what customers are willing to pay. Tar-
geted direct mail coupons are often used 

when a play opens, and two-for-one tickets are introduced about halfway 
through the run. In some cities, like New York and Boston, theaters partner with 
half-price ticket brokers, which sell unsold tickets for 50 percent off the ticket 
price but only for performances that same day.   

 Determining Service Quality   Due to the intangibility of services, it is often 
difficult for customers to assess service quality, especially when other information 
is not available.  4     Thus, if consumers are unfamiliar with a service or service pro-
vider, they may use price to make quality judgments. For example, most consum-
ers have limited information about lawyers and the quality of legal advice they 
offer. They may, therefore, base their assessment of the quality of legal services 
offered on the fees they charge. They may also use other nondiagnostic cues to 
assess quality, such as the size and décor of the lawyer’s office. 
  Another factor that increases the dependence on price as a quality indicator is 
the risk associated with a service purchase. In high-risk situations, many of which 
involve credence services such as medical treatment or legal consulting, the cus-
tomer will look to price as a surrogate for quality. 
  Because customers depend on price as a cue of quality and because price creates 
expectations of quality, service prices must be determined carefully. In addition to 
being chosen to manage capacity, prices must be set to convey the appropriate 
quality signal. Pricing too low can lead to inaccurate inferences about the quality 
of the service. Pricing too high can set expectations that may be difficult to match 
in service delivery.      
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 Setting Prices Based on Costs 
 Most retailers set price by marking up the item’s cost to yield a profitable gross 
margin. Then this initial price is adjusted on the basis of insights about customer 
price sensitivity and competitive pricing. The following section describes how re-
tailers typically set prices solely on the basis of merchandise cost.  

 Retail Price and Markup   When setting prices on the basis of merchandise 
cost, retailers start with the following equation: 

  Retail price 5 Cost of merchandise 1 Markup  

  The    markup    is the difference between the retail price and the cost of an item. 
Thus, if a sporting goods retailer buys a tennis racket for $75 and sets the retail 
price at $125, the markup is $50. The appropriate markup is the amount that cov-
ers all of the retailer’s operating expenses (labor costs, rent, utilities, advertising, 
etc.) incurred to sell the merchandise and produces a profit for the retailer. 
  The    markup percentage    is the markup as a percentage of the retail price: 

  Markup percentage 5
Retail price 2 Cost of merchandise

Retail price
  

  Thus, the markup percentage for the tennis racket is: 

  Markup percentage 5
$125 2 $75

$125
5 40  %

  The retail price based on the cost and markup percentage is: 

   Retail price 5 Cost of merchandise 1 Markup

 Retail price 5 Cost of merchandise 1 Retail price 3 Markup percentage

 Retail price 5
Cost of merchandise

1 2 Markup percentage 1as a fraction2
  

  Thus, if a buyer for an office supply category specialist purchases calculators at 
$14 and needs a 30 percent markup to meet the financial goals for the category, 
the retail price needs to be: 

  Retail price 5
Cost

1 2 Markup percentage
5

$14.00
1 2 0.30

5 $20  

  Traditionally, apparel retailers used a 50 percent markup, an approach referred 
to as    keystoning,    that sets the retail price by simply doubling the cost.   

 Initial Markup and Maintained Markup   The previous discussion is based 
on the assumption that the retailer sells all items at an initially set price. However, 
retailers rarely sell all items at the initial price. They frequently reduce the price of 
items for special promotions or to get rid of excess inventory at the end of a sea-
son. In addition, discounts are given to employees, and some merchandise is lost 
to theft and accounting errors (inventory shrinkage). These factors that reduce the 
actual selling price from the initial sales price are called    reductions.    Thus, there 
is a difference between the initial markup and the maintained markup. The    initial 
markup    is the retail selling price initially set for the merchandise minus the cost 
of the merchandise. The    maintained markup    is the actual sales realized for the 
merchandise minus its costs. Thus, the maintained markup is equivalent to the 
gross margin for the product. 
  The difference between the initial and maintained markups is illustrated in 
Exhibit 14–3. The item illustrated costs $0.60, and the initial price for the item is 
$1.00, so the initial markup is $0.40 and the initial markup percentage is 40 percent. 
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However, the average actual sale price for the item is $0.90. The reductions are 
$0.10, so the maintained markup is $0.30 and the maintained markup percentage 
is 33 percent (0.30/0.90). 
  The relationship between the initial and maintained markup percentages is: 

  

Initial markup
 5 percentage

 Maintained markup percentage   Percent reductions
 (as a percentage of planned 1 (as a percentage of planned
 actual sales)  actual sales)
 100% 1 Percent reductions
   (as a percentage of planned
   actual sales)   

  Thus, if the buyer setting the price for the item shown in Exhibit 14–3 planned 
on reductions of 10 percent of actual sales and wanted a maintained markup of 33 
percent, the initial markup should be: 

  Initial markup percentage 5
33% 1 1$0.10y$0.90 5 11.111% 2

100% 1 11.111%
5 40%  

 and the initial retail price should be: 

  Initial retail price 5
Cost

1 2 Initial markup percentage
5

$0.60
1 2 0.40

5 $1.00     

 Pricing Optimization Software 
 Setting prices by simply marking up the merchandise cost neglects a number of 
other factors that retailers need to consider, such as price sensitivities, competi-
tion, and the sales of complementary products. A relatively new approach to set-
ting retail prices takes a more comprehensive approach that uses    pricing 
optimization software.    The software programs use a set of algorithms that ana-
lyze past and current merchandise sales and prices, estimate the relationship be-
tween prices and sales generated, and then determine the optimal (most profitable) 
initial price for the merchandise and the appropriate size and timing of mark-
downs. To set initial prices, the software uses historical sales data from its own and 
competitors’ stores. It determines the price-sales relationship of complementary 
items—those that have a similar sales pattern, such as Pepsi and Lays Potato 
Chips. So not only can the software tell buyers the best price for Pepsi, but it also 
suggests a price for the chips. Buyers can also determine how much Pepsi they will 
sell at a given price if they lower the price of Coke or their private-label brand. 

Reductions
$.10

Maintained Markup as a 
Percentage of Actual Sales
33 percent = $.30/$.90

Maintained
Markup $.30

nitial Retail Price $1.00
Initial Markup = 40 percent

Cost of
Merchandise
$.60

  EXHIBIT 14–3   
 Difference between Initial 
Markup and Maintained 
Markup  
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The software can incorporate other factors, such as whether a store has a cheap or 
premium price image, the proximity of the nearest rival, seasonal factors (e.g., soft 
drinks sell better in the summer than in the winter), or whether an item is featured 
in coupons.  5   
    Merchandising optimization software can be expensive, but its use can have an 
impressive impact on bottom-line profitability. For instance, the Walgreens-
owned and New York City–based Duane Reade pharmacy chain used merchandis-
ing optimization software to boost its sales of diapers.  6   The chain had tried 
discounts and coupons, but the category was losing ground to the competition. 
The software indicated that the markup should be a function of the child’s age. 
Therefore, Duane Reade made newborn sizes more expensive and big-kid pull-
ups cheaper. After a year, the increased diaper sales helped boost baby care reve-
nues by 27 percent, and the category’s gross margin rose 2 percent. A traditional 
analysis could not provide the insight that parents of newborns are far less price-
sensitive than parents of toddlers.   

 Profit Impact of Setting a Retail Price: 
The Use of Break-Even Analysis 
 Retailers often want to know the number of units they need sell to begin making 
a profit. For example, a retailer might want to know:  
  •   Break-even sales to generate a target profit.  
  •   Break-even volume and dollars to justify introducing a new product, product 

line, or department.  
  •   Break-even sales change needed to cover a price change.   
    A useful analytical tool for making these assessments is    break-even analysis,    
which determines, on the basis of a consideration of fixed and variable costs, how 
much merchandise needs to be sold to achieve a break-even (zero) profit. 
    The    break-even point quantity    is the quantity at which total revenue equals 
total cost, and then profit occurs for additional sales. 
    The formula for calculating the sales quantity needed to break even is: 

  Break-even quantity 5
Total fixed costs

Actual unit sales price 2 Unit variable cost
  

    The following examples illustrate the use of this formula in determining the 
break-even volume of a new private-label product and the break-even change in 
volume needed to cover a price change.  

 Calculating Breakeven for a New Product   Hypothetically, PetSmart is 
considering an introduction of a new private-label, dry dog food targeting owners 
of older dogs. The cost of developing this dog food is $700,000, including salaries 
for the design team and costs of testing the product. Because these costs do not 
change with the quantity of product produced and sold, they’re known as    fixed 
costs.    PetSmart plans to sell the dog food for $12 a bag—the unit price. The    vari-
able cost    is the retailer’s expenses that vary directly with the quantity of product 
produced and sold. Variable costs often include direct labor and materials used in 
producing the product. PetSmart will be purchasing the product from a private-
label manufacturer. Thus, the only variable cost is the dog food’s cost, $5, from the 
private-label manufacturer. 

   Break-even quantity 5
Fixed costs

Actual unit sales price 2 Unit variable cost

 5
$700,000
$12 2 $5

5 100,000 bags  
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  Thus, PetSmart needs to sell 100,000 bags of dog food to break even, or make 
zero profit, and for every additional bag sold, it will make $7 profit. 
  Now assume that PetSmart wants to make $100,000 profit from the new prod-
uct line. The break-even quantity now becomes: 

   Break-even quantity 5
Fixed cost

Actual unit sales price 2 Unit variable cost

 5
$700,000 1 $100,000

$12 2 $5
5 114,286 bags     

 Calculating Break-Even Sales   An issue closely related to the calculation of a 
break-even point is determining how much unit sales would have to increase to 
make a profit from a price cut or how much sales would have to decline to make a 
price increase unprofitable. Continuing with the PetSmart example, assume the 
break-even quantity is 114,286 units, based on the $700,000 fixed cost, the $100,000 
profit, a selling price of $12, and a cost of $5. Now PetSmart is considering lower-
ing the price of a bag of dog food to $10. How many units must it sell to break even 
if it lowers its selling price by 16.67 percent, to $10? Using the formula: 

   Break-even quantity 5
Fixed cost

Actual unit sales price 2 Unit variable cost

 5
$700,000 1 $100,000

$10 2 $5
5 160,000 bags   

 So, if PetSmart decreases its price by 16.67 percent, from $12 to $10, unit sales 
must increase by 40 percent:    (160,000 2 114,286) 4 114,286       .

 MARKDOWNS  
 The preceding section reviewed how retailers initially set prices on the basis of the 
merchandise cost and desired maintained margin. However, retailers also take 
   markdowns    by reducing the initial retail price. This section examines why retail-
ers take markdowns, how they optimize markdown decisions, how they reduce the 
amount of markdowns, and how they liquidate markdown merchandise.  

 Reasons for Taking Markdowns 
 Retailers’ reasons for taking markdowns can be classified as either clearance (to 
dispose of merchandise) or promotional (to generate sales). Clearance markdowns 
are examined in this section, while promotional markdowns are discussed later in 
this chapter as a method of increasing sales and profits.  
     When merchandise is selling at a slower rate than planned, will become obso-
lete at the end of its season, or is priced higher than competitors’ goods, buyers 
generally mark it down for clearance purposes. As discussed in Chapter 12, slow-
selling merchandise decreases inventory turnover; prevents buyers from acquiring 
new, better-selling merchandise; and can diminish the retailer’s image for selling 
the most current styles and trends.  
     Markdowns are part of the cost of doing business, and thus buyers plan for 
them. They tend to order more fashion merchandise than they forecast actually 
selling because they are more concerned about underordering and stocking out of 
a popular item before the end of the season than about overordering and having to 
discount excess merchandise at the end of the season. Stocking out of popular 
merchandise can have a detrimental effect on a fashion retailer’s image, whereas 
discounting merchandise at the end of the season just reduces maintained markup. 

 REFACT 
 When a brand lowers its 
prices during difficult eco-
nomic times, 70 percent of 
consumers believe “the 
brand is normally over-
priced” and 62 percent be-
lieve “the product is old, 
about to expire or about to 
be updated, and the com-
pany is trying to get rid of it 
to make room for the new 
stuff.” In contrast, when a 
brand does not lower its 
prices during difficult times, 
64 percent believe “the 
product is extremely popu-
lar” and 64 percent assume 
that “the product is already a 
good value.”  7   
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    Thus, a buyer’s objective isn’t to minimize markdowns. If markdowns are too 
low, the buyer is probably pricing the merchandise too low, not purchasing 
enough merchandise, or not taking enough risks with the merchandise being pur-
chased. So buyers set the initial markup price high enough that, even after mark-
downs and other reductions have been taken, the planned maintained markup is 
still achieved.  

 Optimizing Markdown Decisions   Retailers have traditionally created a set 
of arbitrary rules for taking markdowns to dispose of unwanted merchandise. One 
retailer, for instance, identifies markdown candidates when its weekly sell-through 
percentages fall below a certain level. Another retailer cuts prices on the basis 
of how long the merchandise has been in the store—marking products down by 
20 percent after 8 weeks, then by 30 percent after 12 weeks, and finally by 50 percent 
after 16 weeks. Such a rule-based approach, however, is limiting because it does 
not consider the demand for the merchandise at different price points or in differ-
ent locations and thus produces less-than-optimal profits. 
  The optimization software described previously in this chapter, used to set ini-
tial retail prices, can also indicate when to take markdowns and how much they 
should be in different locations.  9   It works by continually updating its pricing fore-
casts on the basis of actual sales throughout the season and factoring in differences 
in price sensitivities. For example, the software recognizes that in early November, 
a winter item’s sales are better than expected in Colorado, so it delays taking a 
markdown that had been planned, but takes the markdown in New England. Each 
week, as new sales data become available, it readjusts the forecasts to include the 
latest information. It computes literally thousands of scenarios for each item—a 
process that is too complicated and time-consuming for buyers to do on their 
own. It then evaluates the outcomes on the basis of expected profits and other fac-
tors and selects the action that produces the best results across all regions. 

 REFACT 
 Some vendors, such as 
 Gucci, Cartier, and Christian 
Louboutin, have become so 
concerned with protecting 
their images that they re-
quire that some of their re-
tailers exclude them from 
certain markdown sales 
events.  8   

The output from the Oracle Retail markdown model indicates that the model’s recommended markdown of $18.95 will result in 
more than $5,000 greater profit than the buyer’s planned markdown of $22.95.
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 The Gap is testing different localized promotions, 
such as offering 10 percent discounts over three days to 
military families in southern California at its Old Navy 
chain.  10   The approach has worked so well that the com-
pany has set up a military discount day on the first day 
of each month throughout the discount chain. The 
Gap’s Banana Republic division takes different mark-
downs across the country, and even within the same 
market, on the basis of localized demand and inventory 
levels. For instance, within New York City, a Banana 
Republic store in the World Financial Center may offer 
a skirt for $39.99, marked down from $69. At the SoHo 
store, just a few blocks away, the same skirt might be 
priced at $33.99.  11     

 Reducing the Amount of Markdowns   Retailers 
work closely with their vendor partners to coordinate 
deliveries and help reduce the financial burden of tak-
ing markdowns. Supply chain management systems 
(discussed in Chapter 10) reduce the lead time for re-

ceiving merchandise so that retailers can monitor changes in trends and customer 
demand more closely, thus reducing markdowns. 
  Vendors have a partnering relationship with their retailers and thus a vested inter-
est in their success. Vendors that are knowledgeable about the market and competi-
tion can help with stock selections. Of course, a retailer must also trust its own taste 
and intuition; otherwise, its store will have the same merchandise as all other stores. 
As discussed in Chapter 13, buyers can often obtain markdown money—funds a ven-
dor gives the retailer to cover lost gross margin dollars that result from markdowns 
and other merchandising issues. Another method of reducing markdowns is to buy 
smaller quantities.  12   By adopting a just-in-time inventory policy, in which small 
amounts of merchandise arrive just in time to be sold, customers perceive a scarcity 
and purchase at full price. (See Chapter 13 for more on this strategy.) 
  Creating a feeling of scarcity among customers is an excellent method of reduc-
ing markdowns. Even if there are adequate quantities of merchandise available in 
the stockroom or in a distribution center, displaying just a few items on the sales 
floor sends a signal to the customer to “buy them now, while they last!” If retailers 
simply change their displays frequently, customers will perceive that the merchan-
dise is new and available in limited quantities. 
  When customers believe that a particular retailer offers them a good value, they 
will be less likely to wait for markdowns. An everyday low-price strategy implies 
that a retailer’s products are already at low prices and therefore will not be further 
discounted. Zara and H & M don’t need to advertise their low prices. Loyal cus-
tomers return time after time to look for low-priced treasures. A few retailers, like 
Apple, focus on quality and image and therefore simply don’t have sales! It is an 
enviable position, to which most retailers can only aspire.   

 Liquidating Markdown Merchandise   Even with the best planning, some 
merchandise may remain unsold at the end of a season. Retailers use one of five 
strategies to liquidate this unsold merchandise.  

 Sell to Another Retailer   Selling the unsold merchandise to another retailer has 
been very popular among retailers. For instance, off-price retailers such as TJX 
Corporation (owners of T.J.Maxx and Marshalls) and Bluefly.com purchase end-
of-season merchandise from other retailers and sell it at deep discounts. However, 
this approach for liquidating unsold merchandise only enables retailers to recoup 
a small percentage of the merchandise’s cost—often a mere 10 percent.   

Pricing optimization 
software recognizes when 
sales for winter coats are 
slower than expected and 
suggests appropriate 
markdowns.
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 Consolidate Unsold Merchandise   Markdown merchandise can be consolidated 
in a number of ways. First, the consolidation can be made into one or a few of the 
retailer’s regular locations. Second, markdown merchandise can be consolidated 
into another retail chain or an outlet store under the same ownership. Saks Fifth 
Avenue OFF Fifth and Neiman Marcus Last Call Clearance Center use this ap-
proach. Third, unsold merchandise can be shipped to a distribution center or a 
rented space such as a convention center (Barney’s New York and J.Crew) for final 
sale. However, consolidation sales can be complex and expensive due to the extra 
transportation and record keeping involved.   

 Sell at Internet Auction   The Internet is increasingly useful for liquidating unsold 
merchandise. For example, an electronics store might utilize eBay to sell goods it 
has received from trade-ins. Many retailers have separate areas of their Web sites 
for clearance merchandise.   

 Donate to Charity   Donating clearance merchandise to charities is a common 
practice. Charitable giving is always a good corporate practice. It is a way of giving 
back to the community and has strong public relations benefits. Also, the cost 
value of the merchandise can be deducted from income.   

 Carry the Merchandise Over to the Next Season   The final liquidation approach—
to carry merchandise over to the next season—is used with relatively high-priced 
nonfashion merchandise, such as traditional men’s clothing and furniture. Generally, 
however, it is not profitable to carry over merchandise because of excessive inventory 
carrying costs.       

 PRICING TECHNIQUES FOR INCREASING 
SALES AND PROFITS  

 This section reviews several techniques used by retailers to increase sales and 
profits. The first is variable pricing, in which retailers charge different prices to 
different customers. The other techniques—dealing with perceptions of fairness, 
leader pricing, price lining, and odd pricing—take advantage of the way customers 
process information. The section concludes with a discussion of how the Internet 
has changed the way retailers and their customers make pricing decisions.  

 Variable Pricing and Price Discrimination 
 Retailers use a variety of techniques to maximize profits by charging different 
prices to different customers.  

 Individualized Variable Pricing   Ideally, retailers could maximize their profits 
if they charged each customer as much as the customer was willing to pay. For 
instance, if a wealthy, price-insensitive customer wants to buy a new car battery, 
AutoZone would like to price the battery at $200 but then price the same battery 
at $125 to make a sale to a more price-sensitive, lower-income customer. Charg-
ing each individual customer a different price based on their willingness to pay is 
called    first-degree price discrimination.     13   Retailing View 14.2 provides an ex-
ample of how the Internet has facilitated individualized variable pricing for enter-
tainment and sporting events. 
  Pricing merchandise through auction bidding is an example of first-degree price 
discrimination. A retailer offering a 1960 Porsche Speedster on eBay maximizes its 
profits because the customer with the highest willingness to pay bids and pays the 
highest price.  
   Priceline.com offers a unique pricing scheme for booking airline flights, hotel 
rooms, and rental cars that helps service providers match supply and demand and 
captures some profit through price discrimination. Customers can visit its Web 

 REFACT 
 One of the world’s oldest 
pairs of Levi’s jeans, made in 
the 1880s and originally sold 
for around $1, was reac-
quired by Levi Strauss & Co. 
for $46,532 during an online 
eBay auction.  14   
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 RETAILING VIEW    Hey, Wanna Buy a Ticket?    14.2 
 Typically, promoters of entertainment and sports 
events offer tickets for a specific seat and date at a 
fixed price. Individual brokers buy the tickets at the list 
price and then make a profit by reselling them at a 
premium to price-insensitive consumers. Software 

even allows brokers to buy tickets from Ticketmaster, the leading 
broker of sports, concerts, and theater events, in bulk and then 
resell them at three or four times the face-value price. 
  Before the Internet, these brokers or individuals, often 
called  scalpers,  would stand in front of the venue for the 
event and raise their hand with tickets for sale. However, 
StubHub, owned by eBay, and other online businesses have 
created a legitimate $2 billion-plus secondary market for 
seats at plays, concerts, and sports events. Brokers or indi-
viduals with tickets to events can list them on an Internet 
site that people around the world can access. In addition to 
providing a market by bringing buyers and sellers together, 
StubHub guarantees customers similar or better seats if any-
thing goes wrong. 

  To prevent scalpers from making money in the secondary 
market, some sports teams are threatening to revoke season-
ticket holders’ rights to put their seats up for sale without au-
thorization. However, major-league baseball teams are capturing 
the profits from this form of price discrimination by reselling 
their own tickets online and collecting a transaction fee. 
  Now sports teams are engaging in even more sophisticated 
forms of price discrimination, including increasing the prices of 
tickets for special games, such as those against important rivals 
or on special holidays. 

 Sources: Ethan Smith and Su Xuanming, “Optimal Pricing with Specula-
tors and Strategic Consumers,”  Management Science  56, no. 1 (2010), 
pp. 25–40; Clark P. Kirkman, “Who Needs Tickets? Examining Problems in 
the Growing Online Ticket Resale Industry,”  Federal Communications Law 
Journal,  June 2009; Phillip Leslie, and Alan Sorensen, “The Welfare Effects 
of Ticket Resale,”  NBER,  November 2009; “Hannah Montana Battles the 
Bots,”  Wall Street Journal,  October 5, 2007, p. B1; Amy Feldman, “Hot 
Tickets,”  Fast Company,  September 2007, pp. 44–46.  

site and specify the price they are prepared to pay and the acceptable range of 
times, days, and/or quality for a particular leisure travel service. For example, a 
customer can indicate she wants to fly from Miami to Chicago, anytime between 
6 a.m. and 10 p.m. on September 14 or stay in any four-star hotel in Maui from 
January 15 to January 20. Thus, the service for which the customer is paying is 
opaque; the customer does not know the specific nature of the service that will be 
offered. Then Priceline.com accesses databases of participating suppliers to deter-
mine whether it can fulfill the customer’s offer and whether it wants to accept the 
price designated by the consumer. Consumers agree to hold their offers open for 
a specified period of time (generally, not longer than a minute) to determine 
whether they want to accept the offer. Once fulfilled, offers generally cannot be 
canceled, making such purchases nonrefundable. The service that Priceline.com 
offers benefits both buyers and sellers. Price-sensitive buyers save money, and air-
lines generate incremental revenue by selling their services at below-retail prices 
but without disrupting their existing retail pricing structures.  15    Another example 
of retailers practicing first-degree price discrimination occurs when they allow 
customers to haggle over price, as described in Retailing View 14.3. 
  Although individualized variable pricing is legal and widely used in some retail 
sectors, such as automobile and antique dealers, it is impractical in most retail stores. 
First, it is difficult to assess each customer’s willingness to pay; second, retailers can-
not change the posted prices in stores as customers with different willingness to pay 
enter the store. In addition, customers might feel they are being treated unfairly if 
they realize that they are being charged a higher price than other customers. 
  However, individualized variable pricing is possible when selling merchandise 
on the Internet. Retailers can assess each customer’s willingness to pay by analyz-
ing past purchase behavior and then serve up Web pages with unique pricing 
based on the customer’s willingness to pay.  16  

    Self-Selected Variable Pricing   An alternative approach for variable pricing is 
to offer the same multiple-price schedule to all customers but require that cus-
tomers do something to get the lower price—something that discourages custom-
ers with a high willingness to pay from taking advantage of the lower price. This 
approach is referred to as    second-degree price discrimination.    For example, 

  REFACT 
 R. H. Macy, founder of Macy’s, 
did away with bargaining 
over price by initiating fixed 
prices when he opened his 
first dry goods store in 1858. 
He was the first to advertise 
these fixed prices in a 
newspaper.  17    
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sports teams alter ticket prices on the basis of the opponent, the day of the week, 
and the time of the year; but these prices are set before the season. The San Fran-
cisco Giants are actually varying ticket prices up until game day on the basis of 
ticket sales data, weather forecasts, and other variables.  18   Anyone can buy these 
tickets; however, price-sensitive consumers are more likely to be attracted to the 
less popular, lower-priced games.  

 Promotional Markdowns   Buyers employ promotional markdowns to promote 
merchandise and increase sales. Markdowns can increase customer traffic flow. Re-
tailers plan promotions in which they take markdowns for holidays, for special events, 
and as part of their overall promotional program. In fact, small portable appliances 
(such as toasters) are called  traffic appliances  because they’re often sold at promotional 

 RETAILING VIEW   Haggling for a Better Price   14.3 
 While out shopping a few weeks ago, 
Regina Ranonis was trying to decide 
between trendy low-heeled boots or a 
more conservative style. Then the sales 
associate spoke up: If she would spring 
for both pairs, he would knock $270 off 
the total price. 
  Does this sound like the local flea 
market? It wasn’t. A number of retailers 
are hoping to reel in sales by allowing 
haggling, or some form of it. The prac-
tice isn’t entirely new—and it remains 
officially denied by most companies—
but good consumers say they’re getting 
deals everywhere, from Home Depot 
to Best Buy. Big-name stores like Saks 
and Macy’s say savvy shoppers who can 
cite competitors’ prices may also find 
some wiggle room. 
  The Internet has given a real boost 
to haggling for bargains. Fashion sites 
such as RetailMeNot.com list promo-
tional codes that can be used online at checkout. Because many 
retailers honor a lower price on the same item found at a com-
petitor’s store or Internet site, savvy customers use search en-
gines to find the best deal. 
  Some retailers offer special prices to their best customers, 
either while in the store or through an e-mail alert. At Neiman 
Marcus, for instance, customers are regularly invited to “midday 
dash” sales that last for two hours. Customers receive an e-
mail about the sale earlier the same day. They can purchase at 
50 percent off by clicking on a link in the e-mail message. 
  Customers in most countries, except the United States, 
Canada, Australia, and parts of England, are expected to haggle. 
Chinese consumers even have taken haggling to a new level—
group haggling! The practice, called  tuangou,  or team purchase, 
begins in Internet chat rooms, where consumers devise plans 
to buy items like appliances, food, or even cars in bulk. Next, 
they show up together at the stores and demand discounts. 
  Many of the biggest U.S. retailers, from The Gap to Pottery 
Barn, say they’re sticking to firm no-haggling policies. Many retail-
ers use cash registers that won’t accept unauthorized discount 

prices without managerial approval. Some even have video cam-
eras not only to watch shoppers but also to make sure the em-
ployees aren’t cutting sweetheart deals for their friends. 
  Some of the best negotiating territory is at franchises, 
where owners have the flexibility to operate more like mom-
and-pop shops. But even at major department stores and small 
chains, a growing number of managers are now authorized to 
lower a price to meet the competition or throw in free altera-
tions or delivery. Many stores take pains to insist that haggling 
is off-limits, even as customers and sales associates say it goes 
on all the time. The policy is, “Try not to come down in price 
too much, but don’t let the business walk out.” 

 Sources: Susan Reda, “Do You Haggle?”  Stores,  June 2009, p. 6; Marianne 
Rohrlich, “Adventures in Haggling the Retailers’ View,”  New York Times,  
January 29, 2009, p. D7; Jeanine Poggi and Lily-Hayes Kaufman, “How to 
Find Secret Shopping Savings,”  Forbes,  April 7, 2009; Stephanie Rosen-
bloom, “High-End Retailers Offering More Discounts,”  New York Times , 
August 1, 2009; Matt Richtel, “Even at Megastores, Hagglers Find No 
Price Is Set in Stone,”  New York Times , March 23, 2009, p. A1.  

If you think you can’t haggle for a better price at national chain stores, think again.
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or reduced prices to generate in-store traffic. Retailers hope that customers will pur-
chase other products at regular prices while they’re in the store. Another opportunity 
created by promotional markdowns is to increase the sale of complementary prod-
ucts. For example, a supermarket’s markdown on hot-dog buns may be offset by in-
creased demand for hot dogs, mustard, and relish—all sold at regular prices.   

 Clearance Markdowns for Fashion Merchandise   While the discussion of clear-
ance markdowns earlier in the chapter focused primarily on how retailers get rid 
of unwanted merchandise, this merchandise can also be used to attract different 
market segments based on their degree of price sensitivity. Fashion-conscious cus-
tomers who have a high willingness to pay because they want to be the first to 
wear the latest fashions self-select to pay higher prices. More price-sensitive cus-
tomers wait to buy the merchandise at the end of the season when prices are lower.   

 Coupons      Coupons    offer a discount on the price of specific items when they’re 
purchased. Coupons are issued by manufacturers and retailers in newspapers, on 
products, on the shelf, at the cash register, over the Internet, and through the mail. 
Retailers use coupons because they are thought to induce customers to try prod-
ucts for the first time, convert first-time users to regular users, encourage large 
purchases, increase usage, and protect market share against the competition. Cou-
pons are considered a form of second-degree price discrimination because, in gen-
eral, price-sensitive customers will expend the extra effort to collect and redeem 
coupons whereas price-insensitive customers will not. Considered a form of sales 
promotion, coupons are discussed further in Chapter 15.   

 Price Bundling      Price bundling    is the 
practice of offering two or more different 
products or services for sale at one 
price.  19   For instance, McDonald’s offers a 
bundle of a sandwich, french fries, and a 
soft drink in a Value Meal at a discount 
compared with buying the items individ-
ually. Price bundling increases both unit 
and dollar sales by increasing the amount 
of merchandise bought during a store 
visit. The practice is an example of second-
degree price discrimination because it 
 offers more price-sensitive customers a 
lower-priced alternative. 

   Multiple-Unit Pricing     The term  multiple-unit pricing   , or    quantity discounts   , 
 refers to the practice of offering two or more similar products or services for sale 
at one lower total price. For example, a convenience store may sell 3 liters of soda 
for $2.39 when the price per unit is 99 cents—a saving of 58 cents. Like price bun-
dling, this variable-pricing approach is used to increase sales volume. Depending 
on the type of product, however, customers may stockpile the items for use at a 
later time, thus having no  impact on sales over time. Multiunit pricing is an 
 example of second-degree price discrimination because customers who buy and 
consume more of a product are presumably more price-sensitive and thus  attracted 
by the lower prices if they buy more units.    

 Variable Pricing by Market Segment   Retailers often charge different prices 
to different demographic market segments, a practice referred to as    third-degree 
price discrimination.    For example, movie theaters have lower ticket prices 
for   seniors and college students, presumably because these segments are more 
price-sensitive than other customers. This practice is generally legal, although 

McDonald’s uses price 
bundling when it combines a 
sandwich, french fries, and a 
soft drink in a Value Meal.

Lev30026_ch14_370-397.indd Page 388  11/20/10  1:18 PM user-f494Lev30026_ch14_370-397.indd Page 388  11/20/10  1:18 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



389Retail Pricing CHAPTER 14

gender-based pricing, in which men and 
women are charged different prices for 
the same service, has come into question, 
as Retailing View 14.4 describes. 
  Another example of third-degree price 
discrimination is zone pricing.    Zone 
pricing    is the practice of charging differ-
ent prices in different stores, markets, 
 regions, or zones. Retailers generally use 
zone pricing to address different compet-
itive situations in their various markets. 
For example, some multichannel retailers 
implement zone pricing by asking cus-
tomers to enter their zip code before they 
are quoted a price. Food retailers often 
have up to four or five pricing zones in a 
single city. They’ll have one zone if they’re 
next to a Walmart and another zone if they’re next to a less price-competitive 
 regional chain. Drugstores and supermarkets have been known to charge higher 

Offering two or more similar products or services for sale at one lower price is 
called multiple-unit pricing.

 RETAILING VIEW    Men Are Winning the Battle against 
Gender-Based Pricing 

  14.4 

 Sources: “Frugal Dilemmas: Women’s Drycleaning Costs More than 
Men’s, but Why?”  Baltimore Sun , June 4, 2009; Steve Friess, “Lower Rates 
for Women Are Ruled Unfair,”  New York Times , August 13, 2008; Berny 
Morson, “Ladies’ Night Foe Aims Complaint at Rockies,”  Rocky Moun-
tain News,  October 16, 2007; Brittany Bacon, “‘Ladies’ Night’ Lawsuit on 
the Rocks?”  ABC News,  July 25, 2007.  

   Should bars be allowed to have “ladies’ night” when 
women are admitted either for free or at a reduced 
rate and, once inside, are served drinks at reduced 
prices?   

 Despite the enduring popularity of Kool and the Gang’s 1979 
hit, it may not be ladies’ night anymore in several states. New 
Jersey has outlawed ladies’ nights in bars. Traditionally, bars 
have chosen one night a week and designated it “ladies’ night,” 
the night when women are admitted either for free or at a 
reduced rate and, once inside, are served drinks at reduced 
prices. 
  A New Jersey man sued under New Jersey’s Law Against 
Discrimination and won. Because the bar offered public ac-
commodation, it could not charge higher prices to men. The 
bar offered in its defense that the difference in prices had a 
legitimate business purpose and no intent of hostility toward 
men. It argued that the ladies’ night discounts attracted more 
women and subsequently men, thus increasing sales and 
profits. 
  Women lost a different battle in Las Vegas. The Nevada 
Equal Rights Commission found that an athletic club’s reduced 
rates to women were discriminatory. The club defended its po-
sition by saying that men cost the club more, in part because 
they are more likely to fail to pay their bills. 
  Women have always paid more to have their shirts laun-
dered, and that tradition continues to endure. Dry cleaners ar-
gue that women’s shirts don’t fit properly on the industrial 
presses, so they have to be done by hand. Some dry cleaners 
have taken a rational and presumably fairer approach. Shirts 
that can be pressed on the shirt-pressing machines get one 
price, while hand-pressed shirts get another, higher price. All 
dry-cleaned shirts are charged the same price. 
  If price discrimination on the basis of gender is under attack, 
then what about age discrimination? Should children be able to 
see a movie at a reduced rate? Why should seniors get a dis-
count on the ski slopes? 
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prices in poor urban areas and neighborhoods populated by elderly retirees, 
 because customers in those areas have relatively few shopping choices and there-
fore tend to be relatively insensitive to price and the cost of operating businesses 
in those areas can be more expensive than others. Third-degree price discrimina-
tion, when used in this manner to discriminate on the basis of income and age, is 
considered an unethical practice by many. 
  How and why retailers engage in price discrimination is discussed later in the 
chapter. In many cases customers are not aware that they are being charged different 
prices. For example, retailers are able to target price promotions to customers on the 
basis of their zip codes, shopping time of day, speed of Internet connection, whether 
they are in the store or online, or even their Google browsing habits.  20   So a cus-
tomer with a high-speed Internet connection in the South may get a free-shipping 
offer, while another customer in the West may be offered live customer service in-
stead. If, however, customers become aware of this practice, they may feel they are 
being treated unfairly and be reluctant to patronize the retailer in the future.   

 Dealing with Perceptions of Fairness   Setting different prices for similar 
products or services, such as a shirt sold at the manufacturer’s suggested retail 
price versus discounted at the end of the season or a seat on an airplane dis-
counted on the day of the flight, may seem unfair to customers. To lessen this 
feeling, retailers can offer additional benefits with the higher-priced products or 
services or more restrictions on the less expensive items.  21   For instance, full-
priced items may have an unlimited return policy, whereas sale items may be sold 
“as is” or as “final sale.” 
  Another way to make such transactions seem more fair to customers is through 
customization.  22   A retailer, for instance, may be able to charge significantly more 
for a similar product by emblazing the purchaser’s initials on the cuff of a shirt or 
making a pair of sneakers with the purchaser’s college colors on it. 
  Provide as much information about the product or service as possible so that 
the customer can decide whether the price is fair. To help lessen the impact of a 
perceived unfair price, retailers can draw the customer’s attention to particular at-
tributes that add perceived value, such as hand-work on apparel or friendly cancel-
lation policies at a hotel. 
  To the extent possible, make relevant cost and quality information available to 
customers. For instance, a retailer can allude to the high quality of materials and 
workmanship inherent in its products, indirectly referring to higher costs and 
therefore justifying its prices.  23  

     Leader Pricing 
    Leader pricing    is pricing certain items lower than normal to increase customers’ 
traffic flow or boost sales of complementary products. Some retailers call these 
products    loss leaders.    In a strict sense, loss leaders are sold below cost. But a 
product doesn’t have to be sold below cost for the retailer to use a leader-pricing 
strategy. 
    Walmart, Amazon, and Target are using leader pricing to sell top-selling books. 
Prices for the books are nearly 70 percent below cover prices.  24   Since publishers 
charge 50 percent of a hardcover book’s cover price, these mega-retailers are los-
ing money on these sales. The purpose of this leader-pricing structure is to attract 
customers to the company’s online site, where they may then order additional 
items. The danger is that independent booksellers or eBay merchants would pur-
chase multiple copies for resale. To prevent independent bookstores from buying 
the best-sellers for resale, Walmart, Amazon, and Target have set purchasing limits 
on these books. 
    The best items for leader pricing are frequently purchased products like white 
bread, milk, and eggs or well-known brand names like Coca-Cola and Kellogg’s 
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Corn Flakes.  25   Customers take note of ads for these products because they’re pur-
chased weekly. The retailer hopes consumers will also purchase their entire weekly 
grocery list while buying the loss leaders. 
    One problem with leader pricing is that it might attract shoppers referred to as 
   cherry pickers,    who go from one store to another, buying only items that are on 
special. These shoppers are clearly unprofitable for retailers.  26  

    Price Lining 
 Retailers frequently offer a limited number of predetermined price points within 
a merchandise category, a practice known as    price lining.    For instance, a grocery 
store like Jewel has three SKUs for strawberry preserves that reflect good, better, 
and best quality at three different price points. Both customers and retailers can 
benefit from such a strategy for several reasons: 
       •   Confusion that often arises from multiple-price choices is essentially eliminated. 

The customer can choose the tire with the low, medium, or high price.  
  •   From the retailer’s perspective, the merchandising task is simplified. That is, 

all products within a certain price line are merchandised together. 
Furthermore, when going to market, the firm’s buyers can select their 
purchases with the predetermined price lines in mind.  

  •   Price lining can also give buyers greater flexibility. If a strict formula is used to 
establish the initial retail price (initial markup), there could be numerous price 
points. But with a price-lining strategy, some merchandise may be bought a 
little below or above the expected cost for a price line. Of course, price lining 
can also limit retail buyers’ flexibility. They may be forced to pass up 
potentially profitable merchandise because it doesn’t fit into a price line.   

    Although many manufacturers and retailers are simplifying their product offer-
ings to save distribution and inventory costs and make the choice simpler for con-
sumers, price lining can be used to get customers to “trade up” to a more expensive 
model. Research indicates a tendency for people to choose the product in the mid-
dle of a price line. For example, if a camera store starts carrying a “super deluxe” 
model, customers will be more likely to purchase the model that was previously the 
most expensive. Retailers must decide whether it’s more profitable to sell more ex-
pensive merchandise or save money by paring down their stock selection.  27  

    Odd Pricing 
    Odd pricing    refers to the practice of using a price that ends in an odd number, 
typically a 9. Odd pricing has a long history in retailing. In the 19th and early 20th 
centuries, odd pricing was used to reduce losses due to employee theft. Because 

When retailers like Jewel offer 
three SKUs for strawberry 
preserves that reflect good, 
better, and best quality at 
three different price points, 
they are using a price-lining 
technique.
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merchandise had an odd price, salespeople typically had to go to the cash register 
to give the customer change and record the sale, making it more difficult for sales-
people to keep the customer’s money. Odd pricing was also used to keep track of 
how many times an item had been marked down. After an initial price of $20, the 
first markdown would be $17.99, the second markdown $15.98, and so on.      
       The results of empirical studies in this area are mixed;  29    however, many retail-
ers believe that odd pricing can increase profits. For example, the computerized 
pricing system at CVS stores begins by applying the necessary markup to an item’s 
cost. After that is completed, the program takes the pennies digit of the resulting 
price and raises it to the nearest 5 or 9. Walmart takes a different approach to this 
fine-tuning. The exact prices are determined by marking costs up by a fixed per-
cent, thus producing a variety of price endings.  30  
      The theory behind odd pricing is the assumption that shoppers don’t notice 
the last digit or digits of a price, so that a price of $2.99 is perceived as $2. An al-
ternative theory is that “9” endings signal low prices. Thus, for products that are 
believed to be sensitive to price, many retailers will round the price down to the 
nearest 9 to create a positive price image. If, for example, the price would normally 
be $3.09, many retailers will lower the price to $2.99. 
    Research results suggest the following guidelines for making price-ending 
decisions:  
  •   When the price sensitivity of the market is high, it is likely to be advantageous 

to raise or lower prices so that they end in high numbers such as 9.  
  •   When the price sensitivity of the market is not especially high, the risks to the 

retailer’s image of using “9” endings are likely to outweigh the benefits. In 
such cases, the use of even dollar prices and round-number endings would be 
more appropriate.  

  •   Many upscale retailers appeal to price-sensitive segments of the market 
through periodic discounting, which suggests the value of a combination 
strategy: Only break from a standard policy of round-number endings to use 
“9” endings when communicating discounts and special offers.  32  

The practice of offering odd prices—a price that ends in an odd number, typically a 9—is over 
100 years old. Although empirical studies have mixed results, many retailers believe that the practice 
can increase profits.

 REFACT 
Each extra syllable in the 
price reduces the chances 
of its being recalled by 
20 percent.  28   In other words, 
someone faced with a 
$77.51 camera (eight 
 syllables) and a $62.30 
 bookshelf (five syllables) is 
about 60 percent more likely 
to forget the camera’s price 
than the bookshelf ’s after 
half a minute.

 REFACT 
Apple Computer may have 
saved the music industry 
from oblivion by pricing 
iTunes at 99 cents in 2003. 
At the time, no one was sure 
that anyone would pay for 
online music when people 
could steal it from several 
peer-to-peer networks.  31  
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      Using the Internet to Make Pricing Decisions 
 The growth of the electronic channel has changed the way consumers get and use 
information to make purchasing decisions based on price. Traditionally, price 
competition between store-based retailers offering the same merchandise was re-
duced by geography because consumers typically shop at the stores and malls clos-
est to where they live and work. However, Internet sites such as Shopzilla, 
RedLaser, TheFind, ShopStyle, and PriceGrabber.com allow customers to com-
pare prices across a range of retailers.  33   
    Although consumers shopping electronically can collect price information with 
little effort, they also can get a lot of other information about the quality and per-
formance of products at a low cost. For instance, an Internet site that offers 
 custom-made Oriental rugs can clearly show real differences in the patterns and 
materials used for construction. Electronic grocery services offered by Safeway 
and Albertson’s allow customers to sort cereals by nutritional content, thus making 
it easier to use that attribute in their decision making. If a customer wants to make 
an egg dish for breakfast, the site can also recommend numerous recipes that 
include eggs, as well as providing the nutritional information. The additional 
information about product quality might lead customers to pay more for high-
quality products, thus decreasing the importance of price. 
    Retailers using an electronic channel can reduce the emphasis on price by pro-
viding better services and information. Because of these services, customers might 
be willing to pay higher prices for the merchandise. For example, Amazon.com 
provides customers with the table of contents and synopsis of a book, as well as 
reviews and comments by the author or authors and people who have read the 
book. When the customer finds an interesting book, Amazon’s system is pro-
grammed to suggest other books by the same author or of the same genre. Finally, 
customers can tell Amazon about their favorite authors and subjects and then re-
ceive e-mails about new books that might be of interest. The classic response to 
the question “What are the three most important things in retailing?” used to be 
“location, location, location.” In the world of electronic retailing, the answer will 
be “information, information, information.”     

  REFACT 
 ShopSavvy allows consumers 
to use their phone’s camera 
to scan bar codes to find the 
best prices for online and lo-
cal items. On Black Friday, 
the mega-shopping day after 
Thanksgiving, over 600,000 
users scanned at least one 
item, a seven-fold increase 
over a typical Friday. Total 
scans for the weekend 
topped 18 million, with 
Walmart, Best Buy, Target, 
Game Stop, and Macy’s being 
the five most popular retail-
ers for ShopSavvy scanning.  34    

 LEGAL AND ETHICAL PRICING ISSUES  
 Retailers need to consider legal and ethical issues when setting prices. For ex-
ample, pricing has been particularly difficult for Carrefour hypermarkets in 
France, where regulation prohibits how much it can lower its prices on branded 
merchandise. Carrefour has been hurt by competitors, such as two German 
chains, ALDI and Lidl, both of which sell private-label merchandise that is not 
subject to the French rules and thus can be priced more cheaply than Carrefour’s 
products. Both of these retailers aggressively entered the French market, winning 
over many Carrefour shoppers.  35  

    Some of the legal and ethical pricing issues are predatory pricing, resale price 
maintenance, horizontal price fixing, bait-and-switch tactics, scanned versus 
posted prices, and deceptive reference prices.  

 Predatory Pricing 
    Predatory pricing    arises when a dominant retailer sets prices below its costs to 
drive competitive retailers out of business. Eventually, the predator hopes to 
raise prices when the competition is eliminated and earn back enough profits to 
compensate for its losses. For instance, independent booksellers accuse Walmart, 
Target, and Amazon of selling best-selling books below their cost, such as 
 Stephen King’s  Under the Dome  for as low as $8.95 when the cover price is $35. The 
American Booksellers Association has complained to the Department of Justice, 
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claiming that these retailers are engaging in illegal 
predatory pricing, which is damaging to the book 
 industry and harmful to consumers.  36   Some states 
have old statutes that declare it illegal to sell goods at 
unreasonably low prices, usually below their cost. 
However, a retailer generally may sell merchandise 
at any price as long as the motive isn’t to eliminate 
competition. 

   Resale Price Maintenance 
 As discussed in Chapter 13, vendors often encourage 
retailers to sell their merchandise at a specific price, 
known as the manufacturer’s suggested retail price 
(MSRP). Vendors set MSRPs to reduce retail price 
competition among retailers, eliminate free riding, and 
stimulate retailers to provide complementary services. 
Vendors enforce MSRPs by withholding benefits such 
as cooperative advertising or even refusing to deliver 
merchandise to noncomplying retailers. The U.S. 
 Supreme Court recently ruled that the ability of a ven-
dor to require that retailers sell merchandise at MSRPs 
should be decided on a case-by-case basis, depending 
on the individual circumstances.  37  

    Horizontal Price Fixing 
    Horizontal price fixing    involves agreements between retailers that are in direct 
competition with each other to set the same prices. This practice clearly reduces 
competition and is illegal. As a general rule of thumb, retailers should refrain from 
discussing prices or terms and conditions of sale with competitors. If buyers or 
store managers want to know competitors’ prices, they can look at a competitor’s 
advertisements, its Web sites, or its stores.   

 Bait-and-Switch Tactics 
 A    bait and switch    is an unlawful, deceptive practice that lures customers into 
a store by advertising a product at a lower-than-normal price (the bait) and 
then, once they are in the store, induces them to purchase a higher-priced 
model (the switch). Bait and switch usually involves the store either having 
inadequate inventory for the advertised product or pushing salespeople to dis-
parage the quality of the advertised model and emphasize the superior perfor-
mance of a higher-priced model. To avoid disappointing customers and risking 
problems with the Federal Trade Commission (FTC), the retailer needs to 
have sufficient inventory of advertised items and offer customers rain checks if 
stockouts occur.   

 Scanned versus Posted Prices 
 Although customers and regulators are concerned about price-scanning accuracy, 
studies usually find a high level of accuracy. In general, retailers lose money from 
scanning errors because the scanned price is below the posted price.  38   However, 
consumer groups and state’s attorney generals’ offices do find and pursue price 
discrepancies in retailers’ favor. Periodic price audits are an essential component 
of good pricing practices. Price audits of a random sample of items should be done 
periodically to identify the extent and cause of scanning errors and develop proce-
dures to minimize errors.   

Independent booksellers accuse Walmart, Target, and Amazon 
of predatory pricing when they sell best-selling books below 
their cost, such as Stephen King’s Under the Dome for as low 
as $8.95 when the cover price is $35.
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 Deceptive Reference Prices 
 A    reference price    is the price against which buyers compare the actual selling 
price of the product, and thus it facilitates their evaluation process. Typically, the 
retailer labels the reference price as the “regular price” or “original price.” When 
consumers view the “sale price” and compare it with the provided reference price, 
their perceptions of the value of the product or service will likely increase.  39  
     If the reference price is bona fide, the advertisement is informative. If the refer-
ence price has been inflated or is just plain fictitious, however, the advertisement 
is deceptive and may cause harm to consumers. But it is not easy to determine 
whether a reference price is bona fide. What standard should be used? If an adver-
tisement specifies a “regular price,” just what qualifies as regular? How many units 
must the store sell at this price for it to be a bona fide regular price—half the 
stock? A few? Just one? Finally, what if the store offers the item for sale at the 
regular price but customers do not buy any? Can it still be considered a regular 
price? In general, if a seller is going to label a price as a regular price, the Better 
Business Bureau suggests that at least 50 percent of the sales should have occurred 
at that price.  40    

 Setting prices is a critical decision in implementing a re-
tail strategy because price is a critical component in cus-
tomers’ perceived value. Retailers use two basic retail 
pricing strategies: everyday low pricing (EDLP) and 
high/low pricing. Each of these strategies has its advan-
tages and disadvantages. The high/low strategy in-
creases profits through price discrimination, creates 
excitement, and provides an opportunity to sell slow-
moving merchandise. The EDLP approach assures cus-
tomers of low prices, reduces advertising and operating 
expenses, reduces stockouts, and improves supply chain 
management. 
  In setting prices, retailers consider the price sensitivity 
of customers in their target market, the cost of the mer-
chandise and services offered, competitive prices, and 
 legal and ethical restrictions. Theoretically, retailers maxi-
mize their profits by setting prices on the basis of the price 
sensitivity of customers and the cost of merchandise. 
However, this approach does not consider the prices being 
charged by competitors. Another problem with attempt-
ing to set prices on the basis of customer price sensitivity 
is the implementation challenges associated with the large 
number of pricing decisions a retailer must make. Addi-
tional challenges arise when pricing services, due to the 
need to match supply and demand and the difficulties cus-
tomers have in determining service quality. Retailers use 

yield management techniques to match supply and de-
mand for services. 
  Although some large retailers are using pricing optimi-
zation software to set prices, most retailers just mark up 
the item’s cost to yield a profitable maintained margin. 
Then the cost-based initial price might be adjusted ac-
cording to the retail buyer’s insights about customer price 
sensitivity and competitive pricing. 
  Initial prices are adjusted over time using markdowns 
and for different market segments using variable-pricing 
strategies. Retailers take markdowns to either dispose of 
merchandise or generate sales. Markdowns are part of the 
cost of doing business, and thus buyers plan for them. 
  Retailers use a variety of techniques to maximize sales 
and profits by charging different prices to different cus-
tomers. These techniques include setting different prices 
for individual customers, providing an offering that en-
ables customers to self-select the price they are willing to 
pay, and setting different prices according to customer de-
mographics. Retailers also use price lining, leader pricing, 
and odd pricing to stimulate sales. 
  Finally, there are several legal and ethical issues retail-
ers consider when setting prices. These include predatory 
pricing, resale price maintenance, horizontal price fixing, 
bait-and-switch tactics, scanned versus posted prices, and 
deceptive reference prices.        

 SUMMARY 

   bait and switch,  394    
   break-even analysis,  381    
   break-even point quantity,  381    

   cherry picker,  391    
   coupons,  388    
   everyday low pricing (EDLP),  372    

   first-degree price 
discrimination,  385    

   fixed cost,  381    

 KEY TERMS  
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   1. CONTINUING ASSIGNMENT  Go shopping at 
the retailer you have selected for the Continuing As-
signment. Does the retailer use high/low pricing or 
an EDLP strategy? Ask the store manager how mark-
down decisions are made and how the store decides 
how much a markdown should be. What rule-based 
approaches are used to make markdowns? Does the 
retailer use techniques for stimulating sales such as 
price lining, leader pricing, bundling, or multiunit 
and odd pricing? Are the prices on its Web site the 
same as those in the store? Evaluate your findings. 
Do you believe the retailer is using the best pricing 
strategies and tactics for its type of store? What, if 
anything, could it do to improve?  

   2.   Go to the Web page of Overstock.com, and look at its 
top-selling merchandise. Select a few key items, and 
compare the price of each product at other online retail 
sites, such as Target.com, Amazon.com, Sears.com, and 
Macys.com. How do the prices at this Internet outlet 
compare to those at a discount store, online retailer, and 
department store? Are the results what you expected, or 
were you surprised? Explain your reaction.  

   3. Go to the Web site of Sandals ( www.sandals.com ), 
and see what you can get for an all-inclusive price. 
Describe how bundling services and products pro-
vides vacationers with value. Find an example of 
price bundling outside the travel industry. Which do 
you believe provides the customer with the best 
value? Which makes the retailer or service provider 
more profits?  

   4.   Go to three different types of stores, and try to bar-
gain your way down from the tagged price. Explain 
your experience. Was there any difference in your 
success rate as a result of the type of store or mer-
chandise? Did you have better luck if you spoke to a 
manager rather than a salesperson?  

   5.   Go to your favorite food store and your local Walmart 
to find their prices for the market basket of goods 
listed in the table below. What was the total cost of 
the market basket at each store? How did the prices 
compare? Did Walmart live up to its slogan of 
“Always lower prices”?

 GET OUT AND DO IT!  

   high/low pricing,  372    
   horizontal price 

fixing,  394    
   initial markup,  379    
   keystoning,  374    
   leader pricing,  390    
   loss leader,  390    
   low-price guarantee policy,  372    
   maintained markup,  379    
   markdown,  382    

   markup,  379    
   markup percentage,  379    
           multiple-unit pricing,  388    
   odd pricing,  391    
   predatory pricing,  393    
   price bundling,  388    
         price elasticity,  374    
   price lining,  391    
pricing optimization software, 380

   quantity discount,  388          

   reductions,  379    
   reference price,  395    
   second-degree price 

discrimination,  386    
   third-degree price 

discrimination,  388    
   value,  371    
   variable cost,  381    
   yield management,  377    
   zone pricing,  389       

Competitive Pricing: Grocery Store vs. Walmart

Item Size Brand Grocery Walmart Price Difference Percent Savings

Grocery

 Ground coffee 11.5 oz can Folgers

 Raisin Bran 25.5 oz box Kellogg’s

Pet Supplies

 Puppy Chow 4.4 lb bag Purina

Cleaning

 Liquid laundry detergent 100 oz bottle All

 Dryer sheets 80 count Bounce

 Liquid dish detergent 25 oz bottle Palmolive

Health and Beauty

 Shampoo 12 oz bottle Dove

 Toothpaste 4.2 oz tube Colgate Total

Total Cost of the Market Basket of Goods
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     6.   Go to the student side of the Online Learning Cen-
ter. Click on “Pricing” and then on “Markdown 
model.” Oracle Retail has provided you the opportu-
nity to play buyer and test your analytical abilities 
for taking markdowns. You will be given the oppor-

tunity to make markdown decisions for several 
products over several weeks. You can play this simu-
lation game either on your own or against your 
classmates.     

   1.   What types of retailers often use a high/low pricing 
strategy? What types of retailers generally use an ev-
eryday low-pricing strategy? How would customers 
likely react if a retailer switched its pricing strategy 
from one to the other? Explain your response.  

   2.   Why would sewing pattern manufacturers such as 
Simplicity, Butterick, and McCall’s print a price of 
$12.95 (or more) on each pattern and then two times 
a year offer patterns for sale at $1.99 each? How 
could this markdown influence demand, sales, and 
profits?  

   3.   Why would retailers risk violating any of the legal 
issues discussed in this chapter, such as predatory 
pricing, price fixing, deceptive pricing, bait and 
switch, or discriminatory pricing? Explain your 
answer.  

   4.   Reread Retailing View 14.2, “Hey, Wanna Buy a 
Ticket?” Describe how supply and demand can im-
pact the price of tickets for sporting events, concerts, 
and other entertainment. How does the secondary 
online ticket market impact consumers and the origi-
nal ticket sellers?  

   5.   What is the difference between bundled pricing and 
multiunit pricing? 

Note: For questions 6 to 10, you may use the Online 
Learning Center. Click on “pricing.”

    6.   A department store’s maintained markup is 38 per-
cent, reductions are $560, and net sales are $28,000. 
What’s the initial markup percentage?  

   7.   Maintained markup is 39 percent, net sales are 
$52,000, and reductions are $2,500. What are the 
gross margin in dollars and the initial markup as a 
percentage? Explain why initial markup is greater 
than maintained markup.  

   8.   The cost of a product is $150, markup is 50 percent, and 
markdown is 30 percent. What’s the final selling price?  

   9.   Men’s Wearhouse purchased black leather belts for 
$15.99 each and priced them to sell for $29.99 each. 
What was the markup on the belts?  

   10.   Answer the following questions:  (a)  The Limited is 
planning a new line of jackets for fall. It plans to sell 
the jackets for $100. It is having the jackets produced 
in the Dominican Republic. Although The Limited 
does not own the factory, its product development 
and design costs are $400,000. The total cost of the 
jacket, including transportation to the stores, is $45. 
For this line to be successful, The Limited needs to 
make $900,000 profit. What is its break-even point in 
units and dollars?  (b)  The buyer has just found out 
that The Gap, one of The Limited’s major competi-
tors, is bringing out a similar jacket that will retail for 
$90. If The Limited wants to match The Gap’s price, 
how many units will it have to sell?     
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 Retail Communication Mix   

 EXECUTIVE BRIEFING 
Krista Gibson, Vice President, Marketing 
Chili’s Grill & Bar Restaurants

Chili’s Grill & Bar, a division of Brinker International, is 

a  leader in the casual dining segment of the restaurant 

industry. My team is responsible for building Chili’s brand 

image and customer loyalty, designing special promotions 

and events, undertaking market and customer satisfaction 

research, and providing a customer’s perspective on the 

nature of our offering from the ambience of our restau-

rants to the items on the menu. 

 Before the recession in 2008, the casual dining restau-

rants were thriving. The percent of meals eaten away from 

home was increasing each year and the industry re-

sponded by opening more restaurants anticipating this 

trend would continue. Excess capacity coupled with the 

recession has created an intensely competitive environ-

ment. When we don’t fill the seats in our restaurants, 

those sales are lost forever. One of the challenges we face 

is walking the fine line between using price promotions to 

attract guests but not have our guest feel the price pro-

motions are the only reason they are going to Chili’s.

 In addition to using the traditional media—television, 

radio, and billboards—to communicate with our custom-

ers, we are using a variety of Internet tools and social 

media. Our guests can go to our Web site, chillis.com, 

 select their closest Chili’s restaurant and place an order 

with the desired pick-up time. Chili’s To Go orders are 

made Right and Right on Time™ providing meal solutions 

for hectic family schedules and business meetings.

 We have a Facebook page with over 400,000 friends, a 

Chili’s application for iPhones, and we Twitter. We also 

connect with our guests through Foursquare, a location-

based social media platform for smartphones. Participat-

ing locations are identified on Foursquare with a “special 

offer” flag whenever a guest is within 200 yards of the 

restaurant. Guests checking in on Foursquare get an 

 instant redemption coupon for Chili’s chips and salsa free. 
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    QUESTIONS  

   How can retailers use communication programs to 
develop brand images and build customer loyalty? 

   How do retailers communicate with their customers? 

   What steps are involved in developing a 
communication program?    

 The preceding chapters in this section on merchandise management 
 described how retailers develop an assortment and merchandise budget 
plan and then buy and price merchandise. The next step in the retail 

management decision-making process is to develop and implement a communi-
cation program to build appealing brand images, attract customers to stores and 
Internet sites, and encourage those customers to buy merchandise. The com-
munication program informs customers about the retailer as well as the mer-
chandise and services it offers and plays a role in developing repeat visits and 
customer loyalty. 
  Communication programs can have both long- and short-term effects on a re-
tailer’s business. From a long-term perspective, communication programs can be 
used to create and maintain a strong, differentiated image of the retailer and its 
private-label brands. This image develops customer loyalty and creates a strategic 
advantage. Thus, brand-image-building communication programs complement 
the objectives of a retailer’s CRM program, as discussed in Chapter 11. 
  In addition, retailers frequently use communication programs to realize the 
short-term objective of increasing sales during a specified time period. For exam-
ple, retailers often have sales, during which some or all merchandise is priced at a 
discount for a short time. Supermarkets usually place weekly ads with coupons 
that can be used to save money on purchases made during the week. 
  The first part of this chapter examines the role of communication programs in 
building brand images. The second part of the chapter focuses on developing and 
implementing communication programs.   

   C H A P T E R  1 5 

for joining our e-mail club and respond to the exclusive 

offers and information we send them.

 I really like working in marketing. It gives me a chance 

to be creative, and develop and implement new marketing 

ideas ranging from new products to new communication 

approaches. Having multiple locations gives us the oppor-

tunity to test out these new ideas with a sample of stores 

and find out what works and what doesn’t.

 While we are experimenting with these social media 

tools, it is very hard to measure their effectiveness. For 

example, our experience with Facebook suggests that our 

guests like to have the opportunity to share their views 

and be treated specially through social media, but they do 

not want to be bombarded with ads and promotions. Our 

most effective Internet-based communication tool has 

been our opt-in e-mail list. Our guests get a free appetizer 
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400 SECTION 11I Merchandise Management

 USING COMMUNICATION PROGRAMS TO DEVELOP 
BRAND IMAGES AND BUILD CUSTOMER LOYALTY 

 A    brand    is a distinguishing name or symbol, such as a logo, that identifies the 
products or services offered by a seller and differentiates those products and ser-
vices from the offerings of competitors.  1   In a retailing context, the name of the 
retailer is a brand that indicates to consumers the type of merchandise and services 
offered by that retailer. As we discussed in Chapter 13, some retailers develop 
private-label brands that are exclusively sold through their channels. In some 
cases, private-label merchandise bears the retailer’s name, such as Walgreens aspi-
rin and Victoria’s Secret lingerie. In other cases, special brand names are used, 
such as Walmart’s Ol’ Roy dog food and Sears’ Die Hard batteries. 

  Value of Brand Image 
 Brands provide value to both customers and retailers. Brands convey information 
to consumers about the nature of the shopping experience—the retailer’s mix—
they will encounter when patronizing a retailer. They also affect customers’ confi-
dence in their decisions to buy merchandise from a retailer. Finally, brands can 
enhance customers’ satisfaction with the merchandise and services they buy. Con-
sumers feel different when wearing jewelry bought from Tiffany rather than from 
Zales or when staying at a Ritz-Carlton hotel rather than a Fairfield Inn. 
    The value that a brand image offers retailers is referred to as    brand equity.    
Strong brand names can affect the customer’s decision-making process, motivate 
repeat visits and purchases, and build loyalty. In addition, strong brand names en-
able retailers to charge higher prices and lower their marketing costs. 
    Customer loyalty to brands arises from heightened awareness of the brand and 
emotional ties to it. For example, Chapter 4 discussed the need for retailers to be in 
a customer’s consideration set. Some retail brands such as Walmart and Macy’s are 
so well known by consumers that they typically appear in those consumers’ consid-
eration sets. In addition, customers identify and have strong emotional relation-
ships with some brands. For example, going to Target has become a cool experience, 
because people think it is trendy to save money and buy fashionable merchandise in 
the same store. Customers affectionately use the faux French pronunciation of 

The ad on the left focuses on a short-term objective—building sales during Mother’s Day. The Abt ad on the right is directed 
toward building Abt’s brand image—a long term objective.

Pleasing People...Since 1936

For a complete line of electronics and appliances visit:

www.Abt.com  |  847.544.2293
1200 N Milwaukee Ave, Glenview, IL 60025 

COMPLETE HOME INTEGRATION
HDTVs and recessed speakers are just the beginning. Our experienced home
theater designers, sales and installation specialists, create and implement entire smart 
home networks. Our team can link multiple systems in your home, including; set-up 
of wired or wireless audio/video components, computer networks, central vacuum 
systems, lighting and climate control, motorized window shades and more.
No job is too big or too small.

Recessed Speakers
and LigthingWall Mounted 

Installation

EVERYDAY LOW PRICES  FREE DELIVERY  PROFESSIONAL INSTALLATION

Home
Automation
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“Tar-zhay” when referring to Target. High brand awareness and strong emotional 
connections reduce the incentive of customers to switch to competing retailers. 

   A strong brand image also enables retailers to increase their margins. When re-
tailers have high customer loyalty, they can engage in premium pricing and reduce 
their reliance on price promotions to attract customers. Brands with weaker images 
are forced to offer low prices and frequent sales to maintain their market share. 

   Finally, retailers with strong brand names can leverage their brands to introduce 
new retail concepts with only a limited amount of marketing effort. For example, 
The Gap has efficiently extended its brand to GapKids, gapbody, GapMaternity, 
and babyGap, and Toys “R” Us has extended its brand name to Babies “R” Us. 

   As we discussed in Chapter 5, a strong brand name creates a strategic advantage 
that is very difficult for competitors to duplicate. Just think how hard it would be 
for Kmart to change its image to that of Walmart or Target, the more successful 
discount store chains. 
    Retailing View 15.1 outlines how J.Crew has managed to develop its own brand 
identity, distinct from those of its closest competitors. 

 RETAILING VIEW    “Even If You Can’t Afford It, You Respect It”: 
J.Crew’s Reputation for Quality 

  15.1 

2010. When European customers complained about their in-
ability to have J.Crew merchandise shipped overseas, he en-
tered a partnership with an online retailer to make items 
available nearly worldwide. 
  This positioning is part of what has earned Drexler the 
nickname “the merchant prince.” Although J.Crew holds tight 
to its hard-earned preppy reputation, it has gained a position in 
customers’ minds as a source of quality at reasonable prices. It 
also reveals a willingness to shift as needed to meet customers’ 
changing and demanding expectations. 

 Sources: Tina Gaudoin, “Mickey Drexler: Retail Therapist,”  Wall Street 
Journal,  June 10, 2010; Meryl Gordon, “Mickey Drexler’s Redemption,” 
 New York Magazine,  May 21, 2005; www.jcrew.com/AST/FooterNavigation/
aboutus.jsp (accessed July 10, 2010).  

 The brand has strong name recognition: 
Lots of shoppers have heard of J.Crew. 
But in the mid-2000s, many of those 
shoppers heard the name and thought 
only “boring and preppy.” When CEO 
Millard “Mickey” Drexler took the reins 
in 2003, he decided that to change 
J. Crew’s image, he had to appeal to cus-
tomers’ hearts through their fingers—
that is, with the feel and look of quality 
clothing. By providing high-quality ver-
sions of classic clothing pieces at what it 
considers reasonable prices, J.Crew has 
been able to increase its profits, lower its 
debt, and expand the number of stores. 
  For its cashmere cardigans, for ex-
ample, J.Crew doesn’t use just any wool 
supplier. It turns to the well-known 
brand Loro Piana to ensure the quality. 
And then it makes sure the name “Loro 
Piana” is prominent in the clothing. As 
the company promises on its Web site, it 
“partners with the finest global fabric 
mills and craftsmen—as well as with iconic brands such as Jack 
Purcell, Timex, Thomas Mason and Red Wing (to name just a 
few).” Customers therefore come to associate the J.Crew name 
with high-end suppliers. But such quality comes at a price. Cus-
tomers of J.Crew pay more for the promise of higher quality. 
  Other mall-based retailers operate at much lower price 
points. No one is likely to find leather boots made by Prada at 
The Gap, as customers can at J.Crew. Even for seemingly similar 
offerings, J.Crew sets itself apart in discernible ways, such as 
adding hand-stitched sequins to a basic T-shirt. 
  Mickey Drexler also believes in allowing customers to dic-
tate the brand image. When he received feedback indicating 
that women were purchasing multiple J.Crew sundresses in dif-
ferent colors to use as bridesmaids’ gowns, he launched J. Crew 
bridal. The line opened its first dedicated bridal store in May 

J.Crew’s CEO Mickey Drexler helped change the retailer’s image by providing high-
quality versions of classic clothing at what it considers to be reasonable prices.
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   Building Brand Equity 
 The activities that a retailer needs to undertake to build brand equity for its firm 
or its private-label merchandise are (1) create a high level of brand awareness, (2) 
develop favorable associations with the brand name, and (3) consistently reinforce 
the image of the brand.  

 Brand Awareness      Brand awareness    refers to a potential customer’s ability to 
recognize or recall that the brand name is a particular type of retailer or product/
service. Thus, brand awareness is the strength of the link between the brand name 
and the type of merchandise or service in the minds of customers. 
  There is a range of awareness, from aided recall to top-of-mind awareness. 
   Aided recall    occurs when consumers indicate they know the brand when the 
name is presented to them.    Top-of-mind awareness,    the highest level of aware-
ness, occurs when consumers mention a specific brand name first when they are 
asked about the type of retailer, a merchandise category, or a type of service. For 
example, Best Buy has a high top-of-mind awareness if most consumers respond 
“Best Buy” when asked about retailers that sell consumer electronics. High top-
of-mind awareness means that a retailer probably will be in the consideration set 
when customers decide to shop for a type of product or service. 
  Retailers build top-of-mind awareness by having memorable names; repeatedly 
exposing their names to customers through advertising, locations, and sponsor-
ships; and using memorable symbols. Some brand names are easy to remember, 
such as the name Home Depot. Because “Home” is in its brand name, it probably 

is more memorable and closely associated with home 
 improvements than the name Lowe’s. 

 Zara does very little advertising but has high aware-
ness because of the large number of stores it has in great 
locations. Customers walk and drive by the stores, look 
at their artfully designed windows, and are drawn in. 
Customers know that if they don’t purchase the high-
fashioned, reasonably priced apparel when they see it in 
the store, it probably won’t be there the next time. 

 Symbols involve visual images that typically are more 
easily recalled than words or phrases and thus are useful 
for building brand awareness. For example, the image of 
an apple and the golden arches enhance the ability of cus-
tomers to recall the names Apple Store and McDonald’s. 

 Sponsorships of well-publicized events also can provide 
considerable exposure to a retailer’s name and increase 
awareness. For example, watching the Macy’s Thanksgiv-
ing Parade in New York City has become a holiday tradi-
tion for many families. The Macy’s brand name is exposed 
to tens of millions of television viewers for three hours. In 
addition, newspaper articles are devoted to previewing the 
parade and describing it afterward. 

   Associations   Building awareness is only one step in de-
veloping brand equity, but the value of the brand is largely 
based on the associations that customers make with the 
brand name.    Brand associations    are anything linked to or 
connected with the brand name in a consumer’s memory. 
For example, some of the associations that consumers might 
have with Apple are its innovative products, such as the 
iPhone, iPod, and Mac computers, as well as its easy-to-use 
computer interface and innovative stores. These strong 
associations influence consumer buying behavior. 

     Macy’s annual Thanksgiving Day Parade and the 
accompanying publicity builds top-of-mind awareness for 
the retailer.   

  REFACT 
 The first Macy’s Thanksgiving 
Day Parade, held in 1924, 
was organized by a handful 
of volunteer, immigrant 
employees.  2    
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  Some common associations that retailers develop with their brand name are as 
follows:  
  1.    Merchandise category.  The most common association is to link the retailer to a 

category of merchandise. For example, Office Depot would like to have con-
sumers associate its name with office supplies. Then when a need for office 
supplies arises, consumers immediately think of Office Depot.  

  2.    Price / quality.  Some retailers, such as Saks Fifth Avenue, want to be associated 
with offering unique, high-fashion merchandise. Other retailers, such as 
Walmart, want associations with low prices and good value.  

  3.    Specific attribute or benefit.  A retailer can link its stores to attributes, such as 
7-Eleven’s association with providing convenience or Nordstrom’s connection 
with offering a high level of customer service.  

  4.    Lifestyle or activity.  Some retailers associate their name with a specific lifestyle 
or activity. For example, Patagonia, a retailer offering outdoor sports equip-
ment, is linked to an active, environmentally friendly lifestyle. Pottery Barn is 
associated with comfortable living in the home.   

   When people think of Patagonia, they think about an active, environmentally friendly lifestyle.   

  The    brand image    consists of a set of associations that are usually organized 
around some meaningful themes. Thus, the associations that a consumer might 
have about McDonald’s might be organized into groups such as kids, service, and 
type of food. Retailing View 15.2 illustrates how L.L.Bean nurtures its brand im-
age of selling high-quality, functional products and providing helpful service for 
outdoor living. 

   Integrated Marketing Communication Program   Retailers need to de-
velop an    integrated marketing communication program   —a program that inte-
grates all the communication elements to deliver a comprehensive, consistent 
message to all customers over time, across all elements of their retail mix, and 
across all delivery channels. Without this coordination, the communication meth-
ods might work at cross-purposes. For example, the retailer’s televised advertising 
campaign might attempt to build an image of exceptional customer service, but 
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 RETAILING VIEW   L.L.Bean Celebrates the Outdoors   15.2 
 Leon Leonwood Bean, an outdoorsman living in Freeport, Maine, 
founded L.L.Bean in 1912. The first product he sold through the 
mail was boots (the Maine hunting shoe) with waterproof rub-
ber bottoms and lightweight leather tops. The boots provided 
significant benefits over heavyweight, all-leather boots in wet 
weather. However, the first pairs he sold had a stitching problem. 
Bean decided to refund each customer’s money, which led to 
L.L.Bean’s legendary “Guarantee of 100% Satisfaction.” Some of 
the associations that L.L.Bean reinforces through its advertising 
and Web site, as well as other elements in its retail mix, are:  

  •    Friendly.  L.L.Bean is comfortable and familiar, easy to 
approach.  

  •    Honest.  L.L.Bean is straightforward and honest. It would 
never mislead its customers. It provides factual information 
about its products.  

  •    Expertise.  L.L.Bean’s employees are experts about its prod-
ucts and the outdoors. They’ll do anything they can to help 
customers choose which product is best for them or even 
help them find the best place to camp.  

  •    Practical and economical.  Building on its Yankee New England 
roots, L.L.Bean offers products that are functional, with 
 no-nonsense features, at fair prices. As Bean once said, 
“I attribute our success to the fact that, to the best of my 
judgment, every article we offer for sale is practical for the 
purpose for which we recommend it.”   

  As times change, however, so must L.L.Bean. Its association 
with New England heritage may lead some to associate it with 
old-fashioned, male-oriented merchandise. To help reposition 
its image and attract a new, younger clientele without alienating 
its core customers, Bean has introduced the Signature collec-
tion to compete directly with popular, preppy retailers such as 
J.Crew and Ralph Lauren. L.L.Bean needed some way to com-
municate that it was expanding beyond the outdoorsy image it 
had cultivated for so long. So when a college student volun-
teered to promote the new Signature collection at a local cof-
fee shop, the company jumped at the chance. 
  In this case, L.L.Bean had a unique opportunity to recruit 
college students who already had expressed interest in the 
brand. These brand ambassadors now have input on design and 

Web site decisions. In exchange for free clothes (which cost the 
company virtually nothing), they talk up the new collection at 
campuses throughout the northeast United States while creat-
ing additional promotional networks on those campuses. The 
ambassadors also use Facebook and word of mouth to generate 
crowds at their gatherings, where they showcase samples from 
the collection and raffle off L.L.Bean gift cards and clothes. 

 Sources: Jenn Abelson, “With Student Help, L.L. Bean Tries Younger 
Look,"  Boston Globe,  March 15, 2010; Leon Gorman and Aaron Press-
man, “Want Some Pajamas with That Kayak?”  BusinessWeek,  November 
20, 2006, p. 76;  L.L. Bean: The Making of an American Icon  (Boston:  Harvard 
Business School Press, October 3, 2006); Edward Murphy, “Portland, 
Maine–Based L.L. Bean Ranks High in Customer Loyalty,”  Knight Ridder 
Tribune Business News,  April 8, 2005, p. 1; www.llbean.com  (accessed 
November 14, 2010).  

L.L.Bean has introduced the Signature collection to compete 
directly with popular preppy retailers such as J.Crew and 
Ralph Lauren.

the firm’s sales promotions might all emphasize low prices. If communication 
methods aren’t used consistently, customers may become confused about the 
 retailer’s image and therefore not patronize the store. 
  JCPenney is engaging its customers online as well as in the store with its inter-
active virtual runway show on JCP.com.  3   Styles from Nicole Miller, Allen B. 
Schwartz, and Charlotte Ronson are on 360-degree-view models with music to 
make it seem like a live show. About 800,000 women visit JCP.com each week. 
Customers can see a realistic view of the clothes online as well as check their avail-
ability at their local bricks-and-mortar store. This JCPenney runway campaign is 
also being communicated in other ways, including direct mail and e-mail. 
  Talbots also provides its customers with an integrated marketing communication 
program. The company strives to give all of its outlets the residential feel of the 
company’s first store, which was in a 17th-century Massachusetts home. Interiors 
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are decorated with maple floors and wainscoting, and walls are hung with traditional 
botanical and equestrian prints to simulate the atmosphere of old New England. In 
addition, each store has a bright red door and, wherever possible, matching red aw-
nings over the windows. The overall ambience and the red door in particular are 
ever present in its catalogs and Web site.  4  

 Extending the Brand Name 
 Retailers can leverage their brand names to support the growth strategies dis-
cussed in Chapter 5. For example, IKEA used its strong brand image to enter the 
U.S. home furnishing retail market successfully; Pottery Barn launched its Pottery 
Barn Kids catalog to target families with children. In other cases, retailers have 
pursued growth opportunities using a new and unrelated brand name. For exam-
ple, Abercrombie & Fitch uses the brand name Hollister for stores that target 
high school students and the name Gilly Hicks for its undergarment stores, and 
Sears named its home store concept The Great Indoors. 
    There are both pluses and minuses to extending a brand name to a new con-
cept. An important benefit of extending the brand name is that minimal commu-
nication expenses are needed to create awareness and a brand image for the new 
concept. Customers will quickly transfer their awareness and associations about 
the original concept to the new concept. However, in some cases, the retailer 
might not want to have the original brand’s associations connected with the new 
concept. For example, Abercrombie & Fitch decided to invest in building a new 
and different brand image for Gilly Hicks and Hollister & Co. rather than brand-
ing them with a similar name. 
    These issues also arise as a retailer expands internationally. Associations with 
the retailer’s brands that are valued in one country may not be valued in another. 
For example, French consumers prefer to shop at supermarkets that offer good 
service and high-quality grocery products, whereas German shoppers prefer su-
permarkets that offer low prices and good value. Thus, a French supermarket re-
tailer with a brand image of quality and service might not be able to leverage its 
image if it decides to enter the German market. 
    Retailers communicate with customers using a mix of methods, such as adver-
tising, sales promotion, publicity, e-mail, blogs, and social media like Twitter, 
Facebook, and YouTube. This chapter focuses on these and other communication 
vehicles. Chapter 17 examines how retailers communicate with customers 

Talbots utilizes an integrated communication strategy, which includes bright red doors on its 
stores, and is also featured in its catalogs and Web site.
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through their store layouts, design, and visual merchandising; and Chapter 18 
touches on how they communicate through personal selling, as it relates to cus-
tomer service. 
    In large retail firms, the communication mix elements examined in this chapter 
are managed by the firm’s marketing or advertising department and the buying 
organization. The other elements, such as store atmosphere and salespeople, are 
managed by store personnel and are thus discussed in Section IV. The following 
sections of this chapter examine the methods that retailers use to communicate 
with their customers and how they plan and implement communication programs 
to build brand equity as well as short-term sales.     

 METHODS OF COMMUNICATING WITH CUSTOMERS  5  
   For any communications campaign to succeed, the firm must deliver the right 
message to the right audience through the right media, with the ultimate goal of 
profiting from long-term customer relationships rather than just short-term 
transactions. Reaching the right audience is becoming more difficult, however, as 
the media environment grows more complicated.  6   
    No single type of media is necessarily better than another. The goal of a retail 
communication strategy is to use the media in conjunction so that the sum exceeds 
the total of the individual media types. However, advances in technology have led 
to a variety of new, along with the traditional, media options for consumers, all of 
which vie for consumers’ attention. Print media have also grown and become 
more specialized. This proliferation of media has led many retailers to shift their 
promotional dollars from advertising to direct marketing, use of Internet sites, and 
other forms of promotion in search of the best way to deliver messages to their 
target audiences. 
    We now examine the individual elements of a retail communication strategy 
and the way each contributes to a successful communication campaign (see 
 Exhibit 15–1). The elements can be viewed on two axes: passive and interactive 
(from the consumer’s perspective) and offline and online. Note that as the retail-
er’s repertoire of communication elements has expanded, so too have the ways in 
which retailers can communicate with their customers. So, for instance, direct 
marketing appears in three of the four boxes. Firms have also expanded their use 
of traditional media (e.g., advertising, public relations, and sales promotions) from 
pure offline to a combination of offline and online. 

• Direct Marketing
 (e.g., mobile marketing)

• Online Marketing
 (e.g., Web site, blogs,
 social media)

INTERACTIVE

ONLINE OFFLINE

PASSIVE

• Personal Selling

• Sales Promotions
 (e.g., contests, 
 sweepstakes, special 
 events, in-store
 demonstrations, pop-up
 stores)

• Direct Marketing
 (e.g., e-mail)

• Advertising

• Sales Promotions
 (e.g., coupons)

• Public Relations

• Direct Marketing
 (e.g., mail, catalogs)

  EXHIBIT 15–1   
 Elements of an IMC 
Strategy  

  REFACT 
 McDonald’s spends more 
than $1.2 billion annually on 
advertising and is the 16th-
largest advertiser in the 
United States. Sears Holding 
ranked 17th, and Macy’s is 
number 20. 7   

 SOURCE: Dhruv Grewal and Michael Levy,  Marketing,  3rd ed. (New York: McGraw-Hill/Irwin, 2012). 
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  Direct Marketing 
    Direct marketing    is marketing that communicates directly with target customers 
to generate a response or transaction. Direct marketing contains a variety of tradi-
tional and new forms of marketing communication initiatives and is represented 
in three of the four quadrants in Exhibit 15–1. Traditional direct marketing in-
cludes mail and catalogs sent through the mail; today it also includes Internet-
enabled methods such as e-mail and mobile marketing. 
    The increased use of customer databases has enabled retailers to identify and 
track consumers over time and across purchase situations, and this has contributed 
to the growth of direct marketing. Retailers have been able to build these data-
bases, thanks to consumers’ increased use of credit and debit cards, store-specific 
credit and loyalty cards, and online shopping, all of which require the buyer to 
give the seller personal information that becomes part of its database. Because 
firms understand customers’ purchases better when they possess such information, 
they can more easily focus their direct marketing efforts appropriately. 
    Direct marketing retailers try to carefully target their customers so that they 
will be more receptive to their messages. Omaha Steaks, for example, sends e-mail 
coupons for items that customers have purchased previously, mails slick pictures 
of gourmet steaks and meal packages to addresses that have received orders in the 
past, and calls customers personally during likely gift-giving occasions, such as the 
holidays, to offer to repeat a previous gift order. These different forms of direct 
marketing demonstrate how this communication method can vary on both the 
interactivity and online/offline dimensions of Exhibit 15–1.  

 Direct Mail      Direct mail    includes any brochure, catalog, advertisement, or 
other printed marketing material delivered directly to the consumer through the 
mail or a private delivery company.  8   Retailers have communicated with their cus-
tomers through the mail for as long as the mail has existed. The direct mail piece 
can go to all customers, to a subset of the customers according to their previous 
purchases, or even on a personalized basis to individual customers. Although rela-
tively expensive on a per-customer basis (because of printing, mail costs, and a 
relatively low response rate), direct mail is still extensively used by many retailers 
because people respond favorably to personal messages.   

 E-mail      E-mail    is a direct marketing communication vehicle that involves send-
ing messages over the Internet. E-mail, like other forms of electronic communica-
tions (e.g., Web sites, m-commerce), can be personalized to the specific consumer 
and thus is similar to communications delivered by salespeople. However, when 
the same message is delivered electronically to all recipients, electronic communi-
cations more closely resemble advertising. Retailers use e-mail to inform custom-
ers of new merchandise and special promotions, confirm the receipt of an order, 
and indicate when an order has been shipped.   

 Mobile Marketing      Mobile marketing    is marketing through wireless handheld 
devices, such as cellular telephones, and    m-commerce    or    mobile commerce    in-
volves completing a transaction via the cell phone.  9   Smartphones have become far 
more than tools for placing calls; they offer a kind of mobile computer with the 
ability to obtain sports scores, weather, music, videos, and text messages, as well as 
to purchase merchandise. Many consumers conceive of their handheld devices as a 
way to stay in touch with friends, making them largely resistant to the idea of re-
ceiving marketing messages on them.  10   Retailers’ success with mobile marketing 
rests on integrating marketing communications with fun, useful apps that are con-
sistent with these consumer attitudes toward mobile devices. In response, firms are 
steadily improving customers’ potential experience with their mobile interfaces by 
creating applications for consumers. 
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 For example, the RedLaser shop-
ping comparison application for the 
iPhone takes a picture of a product’s 
bar code and lists the prices for that 
item at various local retailers. 
Google Shopper has the same capa-
bility for the Android. NearbyNow 
and Amazon’s mobile applications 
allow users to buy products and 
complete their transactions through 
their cell phones. 

 Foursquare and WeReward tar-
get mobile phone users and send 
them marketing messages on the 
basis of GPS technology. Started by 
a video game aficionado,  11   Four-
square awards points to consumers 
who try local retailers, enabling 
them to unlock “badges” and earn 
titles, such as “Mayor” of a particu-

lar venue.  12   The badges and titles entitle the recipient to discounts or special of-
fers. For example, Starbucks Mayors can unlock their offers to get a $1 discount 
on a Frappuccino.  13   The application is based on GPS locations, so users can rec-
ommend nearby retailers to friends in the area. Furthermore, the application’s 
data analytics capabilities allow retailers to track the impact of mobile marketing 
campaigns. But despite the promise of mobile commerce, it continues to have its 
drawbacks. One recent study found that 90 percent of U.S. survey respondents 

had absolutely no interest in receiving mobile ads.  14   Combin-
ing geographic location services with social media could in-
crease crime rates;  15   for example, burglars would know how far 
away home owners are, and kidnappers could learn the exact 
location of young children. Some disreputable companies have 
hacked into the system and distributed unwanted text mes-
sages, harming public perceptions of mobile commerce. Un-
derstanding and addressing these challenges would help 
marketers access a worldwide audience, in the form of more 
than 4.6 billion cell phone users.  16  

     Online Marketing 
 We now examine in greater depth several online media vehi-
cles with which customers can interact (Exhibit 15–1): Web 
sites, blogs, and social media.  

 Web Sites   Retailers are increasing their emphasis on com-
municating with customers through their Web sites. Retailers 
use their Web sites to build their brand images; inform cus-
tomers of store locations, special events, and the availability of 
merchandise in local stores; and sell merchandise and services. 

 In addition, some retailers provide services that help garner 
customer loyalty and indirectly increase sales. Office Depot’s 
Web site, for example, has a Business Resource Center that 
provides advice and product knowledge, as well as a list of links 
to other businesses. By providing this information, Office 
 Depot reinforces its image as the essential source of products, 
services, and information for small businesses. 

The RedLaser shopping comparison application for the iPhone takes a picture of a 
product’s bar code and lists the prices for that item at various local retailers.

Foursquare encourages consumers to buy at 
participating retailers by offering discounts and 
special offers.
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  Other retailers devote areas of their Web sites to community building. These 
sites offer an opportunity for customers with similar interests to learn about prod-
ucts and services that support their hobbies and to share information with others. 
Visitors to these Web sites can also post questions seeking information and/or 
comments about issues, products, and services. For example, REI, an outdoor ap-
parel and equipment retailer, offers adventure travel planning resources for hiking 
trips, bike tours, paddling, adventure cruises, and other trips. By doing so, REI 
creates a community of customers who engage in activities using the merchandise 
that REI sells. The community thus reinforces REI’s brand image. 
  Many retailers also encourage customers to post reviews of products they have 
bought or used and even have visitors to their Web sites rate the quality of the 
reviews. Research has shown that these online product reviews increase customer 
loyalty and provide a competitive advantage for sites that offer them.  17  

    Blogs   A blog (Weblog) contains periodic posts on a common Web page. A well-
received blog can communicate trends, announce special events, and create    word-
of-mouth   , which is communication between people about a retailer.  18   Blogs 
connect customers by forming a community, allow the company to respond di-
rectly to customers’ comments, and facilitate long-term relationships between 
customers and the company. By their very nature, blogs are supposed to be trans-
parent and contain authors’ honest observations, which can help customers deter-
mine their trust and loyalty levels. Nowadays, blogs are becoming more interactive 
as the communication between bloggers and customers has increased. 
  Many retailers utilize blogs as part of the communication strategy. A top-ranked 
retailer blog is Omnivoracious, Amazon’s blog, which is, naturally, about books. 
Dell, Apple, Sears, Best Buy, and QVC also have highly rated blogs.  19  

    Social Media      Social media    is media content distributed through social inter-
actions. Three major online facilitators of social media are YouTube, Facebook, 
and Twitter. As another online vehicle for word-of-mouth communications, online 
social media enable consumers to review, communicate about, and aggregate in-
formation about products, prices, and promotions. This type of social media also 
allows users to interact among themselves (e.g., form a community). Such online 
communities enable users to provide other like-minded consumers and retailers 
with their thoughts and evaluations about a retailer’s products or services. 
  Retailers are using social media to engage their customers in a proactive dialogue. 
When a retailer provides content in a social media Web site, people often begin 
sharing and commenting on it. The retailer then must monitor the feedback and 
respond if necessary—especially if the commentary is negative. When a retailer 
finds an unhappy customer, it should recognize the event as a prime customer ser-
vice opportunity, engage the consumer, and attempt to remedy the situation. By 
proactively engaging with its customers, a retailer can build stronger relationships. 
Furthermore, retailers can help cultivate their images through social media that de-
pict them in a certain way, adding a human element that otherwise might not exist. 
  The social networking site Shopstyle.com features clothing and accessories 
from hundreds of other Internet stores. Shoppers can browse different looks that 
feature items across several retailers, put together outfits on their own, and then 
share and discuss them with friends.  
   Not all social media have positive results though.  22   Social media eliminate bound-
aries, often exposing companies to customers’ true (and sometimes mean) thoughts 
and behaviors. Consider the situation in which Kevin Smith, the popular director of 
films such as  Clerks  and  Dogma  and the actor who played Silent Bob in several of his 
movies, was removed from a Southwest flight because his large size required him to 
purchase two seats. Smith immediately tweeted about the situation to his more than 
1.6 million Twitter followers. Then when he got onto another flight, he followed up 
with a picture of himself, proclaiming “SouthwestAir! Look how fat I am on your 

  REFACT 
 Of shoppers who buy from 
Web sites with product re-
views, 40 percent said a re-
view was the main reason 
they made the purchase. 
That group of product re-
view users was also 21 per-
cent more satisfied with 
their purchases than other 
buyers and 18 percent more 
likely than other buyers to 
buy from that site the next 
time they needed similar 
products.  20    

  REFACT 
 A 2009 survey by Nielsen in-
dicated that 90 percent of 
Internet users trust recom-
mendations from their 
friends but only about 
40 percent trust online 
advertisements.  21    

 REFACT 
Today, more than half the 
people in the United States 
trust their peers for infor-
mation about a company or 
products more than they 
trust experts, such as doc-
tors and academics.  23  
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plane! Quick! Throw me off!”  24   Southwest quickly re-
sponded on its blog, citing its long-standing rules and 
concern for other passengers. But the responses have 
been about equally split in support of the airline and 
Smith.  25  

  The largest facilitators of online social media to-
day are YouTube, Facebook, and Twitter, which we 
discuss next.  

 YouTube   On this video-sharing social media plat-
form users upload, share, and view videos. This me-
dium gives retailers a chance to express themselves in 
a different way than they have before. A retailer like 
television home shopping company HSN can broad-
cast its own channel, that is, a YouTube site that con-
tains content relevant only to the company’s own 
products.  26  (See Retailing View 15.3.) 

  YouTube also provides an effective medium for 
hosting contests and posting instructional videos. 
Home Depot attracts more than 4,400 viewers per day 

with an array of videos detailing new products available in stores, as well as in-
structional do-it-yourself videos, like “How-To Tips for Mowing Your Lawn” or 

 RETAILING VIEW   YouTube and HSN   15.3 
 Begun as a local cable channel in 1982, Home Shopping Net-
work (HSN) offered consumers a central location from which 
to buy through their televisions. As competition in this field in-
creased, HSN tailored its communication strategy to reach 
more shoppers. For example, HSN.com was one of the top-10 
most visited e-commerce sites in 2009, and its Facebook and 
MySpace pages fill out HSN’s marketing mix. But perhaps the 
most powerful tool HSN has added to its communication strat-
egy is YouTube. 
  YouTube videos show up in Google searches, making it an 
appealing vehicle for retailers, and the site’s demographics indi-
cate visitors are affluent, of the age range most appealing to 
retailers, and racially reflective of the wider U.S. population.   
By reaching 40 to 50 percent of the company’s target market, 
YouTube gives HSN a way to interact differently with custom-
ers and further increase its share of wallet with its current 
customers. The video format humanizes the connection and 
provides additional information about products. 
  For example, HSN has a dedicated channel on YouTube that 
enables it to control the content and look of its page. The site’s 
tracking capabilities also facilitate a deeper understanding of 
HSN customers, including which other videos and programs 
attract their attention. 
  For consumers, YouTube offers a seamless experience. Prod-
ucts promoted on HSN, such as Tori Spelling’s jewelry line, are 
available on YouTube almost immediately after they appear 
on  television. Then HSN marketers can use the information 
gathered from YouTube to target its direct mail campaigns. For 
example, it could send jewelry promotions to households 
that viewed the YouTube video clip for a necklace from the 
Tori Spelling Collection. Consumer responses get monitored 

24/7 and measured against hourly sales goals. There’s never a 
dull moment—its like the CNN of shopping. 

 Sources: www.gstatic.com/youtube/engagement/platform/autoplay/
advertise/downloads/YouTube_InTheKnow.pdf; www.gstatic.com/
youtube/engagement/platform/autoplay/advertise/downloads/
YouTube_BrandChannels.pdf (accessed June 28, 2010); www.gstatic.com/
youtube/engagement/platform/autoplay/advertise/downloads/
YouTube_Insight.pdf (accessed June 28, 2010); http://mediacommons.
futureofthebook.org/imr/2010/03/24/re-branding-dynasty-tori-
spellings-hsn-clips-youtube (accessed March 25, 2010).  

YouTube allows customers to view Tori Spelling’s (left) 
jewelry line almost immediately after it appears on HSN.

Home Depot fosters its identity with instructional do-it-
yourself videos on YouTube.
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 “How to Repair a Toilet.”  27   These videos 
maintain the core identity of the Home Depot 
brand while also adding value for consumers, 
who learn useful ways to improve their homes.   

 Facebook   This social media platform with 
more than 400 million active users gives com-
panies a forum to interact with fans. Retailers 
have access to the same features that regular 
users do, including a “wall” where they can 
post company updates, photos, and videos or 
participate in a discussion board. 
  An excellent example of a fan page is that of 
the discount clothing retailer Forever 21.  28   
When a fan clicks to indicate that he or she 
“likes” a certain post, the message gets relayed 
into a news feed, so every friend of that user 
sees what he or she likes, creating a huge mul-
tiplier effect.  29   Accordingly, marketers must 
consistently update and maintain their fan pages to exploit them as the tremen-
dous assets they can be. 

   Twitter   This microblogging site, in which users are limited to 140-character 
messages, is also a platform to facilitate communication using social media. Twitter 
provides another option for retailers and their customers to communicate using 
social media. 
  Twitter is actively used by both small and 
large retailers. Small retailers with limited mar-
keting budgets love the response they can in-
duce by sending a promotional message 
immediately. A local bakery tweets, “Two new 
scones: Lemon Blueberry and Chorizo Ched-
dar!” and gets responses from 400 Twitter fol-
lowers—a huge captive audience for a local 
entity. Large retailers that have enough funds 
to mass-market through national campaigns 
use Twitter as a way to stay in personal touch 
with their customers. For instance, Macy’s gave 
away ¼-karat diamond rings each day for two 
weeks before Valentine’s Day to the people who 
sent the “sweetest tweet,” and a three-stone dia-
mond ring on Valentine’s Day to one grand-
prize winner.  30   Whole Foods offers many 
Twitter options to its customers, such as up-
dates on cheese and wine and news from met-
ropolitan areas and individual stores.  31  

      Sales Promotions 
    Sales promotions    are special incentives or excitement-building programs that 
encourage consumers to purchase a particular product or service; they are typi-
cally used in conjunction with other advertising or personal selling programs. 
Like personal selling and telemarketing, sales promotions are a form of offline/
interactive communication (Exhibit 15–1). Many sales promotions, like free 
samples or point-of-purchase (POP) displays, attempt to build short-term sales, 
whereas others, like loyalty programs, contests, and sweepstakes, have become 
integral components of retailers’ long-term customer relationship management 

Retailers like Forever 21 are utilizing Facebook to communicate with 
its customers and create a sense of community.

Macy’s and other retailers use Twitter to create a more personal message 
than they could using mass media.
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(CRM) programs, which they use to build customer loyalty. The tools used in 
sales promotions, along with their advantages and disadvantages, are presented 
in Exhibit 15–2 and discussed below.  

   Coupons      Coupons    offer a discount on the price of specific items when they’re 
purchased. Coupons are issued by manufacturers and retailers in newspapers, on 
products, on the shelf, at the cash register, over the Internet, and through the mail. 
Retailers use coupons because they are thought to induce customers to try prod-
ucts for the first time, convert first-time users to regular users, encourage large 
purchases, increase usage, and protect market share against competition Some re-
tailers have linked coupons directly to their loyalty programs. Drugstore giant 
CVS, for instance, tracks its customers’ purchases from its Extra Care loyalty card 
and gives them coupons that are tailored just for them.  33  
   Coupon promotions, like all temporary promotions, may be stealing sales from 
a future period without any net increase in sales. For instance, if a supermarket runs 
a coupon promotion on sugar, households may buy a large quantity of sugar and 
stockpile it for future use. Thus, unless the coupon is used mostly by new buyers, 

the net impact on sales is negligible, 
and there will be a negative impact 
on profits due to the amount of the 
redeemed coupons and cost of the 
coupon redemption procedures. 
Coupons may annoy, alienate, and 
confuse consumers and therefore do 
little to increase store loyalty. Cus-
tomers see an ad for a supermarket 
with a headline reading “Double 
Coupons” but don’t realize that 
there might be conditions, such as a 
minimum purchase required, or that 
the offer may apply only to manu-
facturers’ paper coupons. 

 Some stores, like CVS, are mak-
ing coupons more effective by cus-
tomizing coupon content to alter 
customers’ purchasing patterns. For 
instance, if a customer typically 
spends a small amount during each 

CVS tracks its customers’ purchases from its Extra Care loyalty card and gives them 
coupons that are tailored just for them.

  REFACT 
 The first coupons were 
handwritten notes given out 
by Asa Chandler, an Atlanta 
druggist, offering customers 
a free glass of his new soft 
drink, Coca-Cola, in 1895.  34    

 REFACT 
 The Christmas story about 
Rudolph the Red-Nosed 
Reindeer was developed by 
a Montgomery Ward copy-
writer in 1939 for a store 
promotion.  32   

 EXHIBIT 15–2
  Types of Sales Promotion       

Advantages Disadvantages Promotion

      Coupons    Stimulate demand   Have low redemption rates 

  Allow for direct tracing of sales     Have high cost     

  Rebates    Stimulate demand     Are easily copied by competitors 

  Increase value perception   May just advance future sales   

  Premiums    Build goodwill   Consumers buy for premium, not product 

(prize or award)  Increase perception of value     Have to be carefully managed   

  Samples    Encourage trial    Have high cost to the firm  

  Offer direct involvement   

  POP displays    Provide high visibility   Can be difficult to get a good location in the store 

  Encourage brand trial     Can be costly to the firm   

  Special events    Generate excitement and traffic  Can be costly

     Can distract customers from purchasing during 

     the event   

  Pop-up stores    Generate customer interest     Have high cost 

  Open up new markets and    Must hire store personnel 

  market segments  May take sales away from other company-

   owned stores       
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shopping trip, the customer will receive coupons that 
encourage larger purchases, such as “buy one, get one 
free.” If another customer spends a lot each time she 
shops but shops sporadically, that customer will get 
coupons that expire relatively quickly. Unique coupons 
will also encourage customers to try new brands within 
categories that they normally purchase, or products that 
complement their usual purchases, such as shampoo to 
customers that purchase hair color.  35  

  Shopping bot sites, such as MyCoupons.com, provide 
customers with a large selection of coupons by bringing 
all the coupons available throughout the Web onto one 
Web site. For instance, a customer might go to Target 
and find a KitchenAid mixer for $199.99. A cell phone 
scan of the bar code through ShopSavvy.com might find 
the same item at a Walmart a mile away for $179.99. 
Then the customer might visit MyCoupons.com and 
see that Walmart is offering a $20 coupon, thus saving 
the customer $40 in a matter of minutes. 
  A new breed of coupon, printed from the Internet or 
sent to mobile phones, is packed with information about 
the customer who uses it. While the coupons look stan-
dard, their bar codes can be loaded with a startling 
amount of data, including identification about the cus-
tomer, Internet address, Facebook page information, and even the search terms the 
customer used to find the coupon in the first place. For instance, if a customer came 
into a store with a coupon for T-shirts, the information on the coupon could reveal 
whether the customer was searching for “underwear” or “muscle shirts.”  

    Rebates      Rebates    provide another form of discounts for consumers off the final 
selling price. In this case, however, the manufacturer, instead of the retailer, issues 
the refund as a portion of the purchase price returned to the buyer in the form of 
cash. Retailers generally welcome rebates from vendors because they generate 
sales in the same way that coupons do but the retailers incur no handling costs. 
  Many products, such as consumer electronics, offer rebates that may lower the 
price of the item significantly. Some vendors enjoy the added exposure of appear-
ing on consumer Web sites like PriceGrabber.com and Nextag.com that sort 
products by price and then link the customer to the retailer’s Web site. Vendors 
offer such generous rebates because the likelihood that consumers will actually 
apply for the rebate is low. Others firms, like Staples and Apple, have simplified 
the rebate redemption process with “Easy Rebates” and Apple.com/promo.  36     

 Premiums   A    premium    offers an item for free or at a bargain price to reward 
some type of behavior, such as buying, sampling, or testing. Such rewards build 
goodwill among consumers, who often perceive high value in them. Premiums can 
be distributed in a variety of ways: They can be included in the product packaging, 
such as the toys inside cereal boxes; placed visibly on the package, such as a cou-
pon for free milk on a box of Cheerios; handed out in the store; or delivered in the 
mail, such as the free-perfume offers Victoria’s Secret mails to customers.   

 Samples      Samples    offer potential customers the opportunity to try a product or 
service before they make a buying decision. Distributing samples is one of the 
most costly sales promotion tools but also one of the most effective. Quick-service 
restaurants and grocery stores frequently utilize sampling. For instance, Whole 
Foods provides samples of products to customers. Costco uses so many samples 
that customers can have an entire meal.   

MyCoupons.com provides customers with a large selection of 
coupons by bringing all the coupons available throughout the 
Web onto one Web site.

 REFACT 
 Twenty percent of shoppers 
say they plan to use cell 
phones to shop. Of those, 
45 percent say they would 
use their phones to research 
prices, 32 percent say they 
would use them to find 
coupons or read reviews, 
and 25 percent say they 
would make purchases 
from their phones.  37   
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 Point-of-Purchase Displays   Point-of-purchase 
(POP) displays are merchandise displays located at 
the point of purchase, such as at the checkout coun-
ter in a supermarket. Retailers have long recognized 
that the most valuable real estate in the store is at 
the POP. Customers see products like a magazine or 
a candy bar while they are waiting to pay for their 
items and impulsively purchase them. In the Inter-
net version of a point-of-purchase display, shoppers 
are stimulated by special merchandise, price reduc-
tions, or complementary products that Internet re-
tailers feature on the checkout screen. 

   Special Events   A    special event    is a sales promo-
tion program comprising a number of sales promo-
tion techniques built around a seasonal, cultural, 
sporting, musical, or some other event.  38   Special 

events can generate excitement and traffic to the store. Apparel and department 
stores do trunk shows, made-to-measure events, and fashion shows. Sporting 
goods stores do demonstrations of equipment, while grocery stores might have 
cooking classes. Book stores do readings and book signings. Car dealerships can 
have rallies or shows of new or vintage models. Even if the sales registered during 
the event aren’t significant, the long-term effect can be quite beneficial.   

 Pop-Up Stores   An extreme type of sales promotion is a pop-up store.    Pop-up 
stores    are temporary storefronts that exist for only a limited time and generally 
focus on a new product or limited group of products offered by a retailer. They are 
also used by some retailers during the holiday season to increase exposure and 
convenience shopping for their customers without having to invest in a long-term 
lease. Retailing View 15.4 describes an online version of a pop-up store, the tem-
porary private Internet sale. 

Point-of-purchase displays stimulate impulse purchases while 
customers are waiting to pay for their purchases.

 RETAILING VIEW   Pop-Ups Go Virtual   15.4 
 Whereas physical pop-up stores often serve to in-
crease exposure, online pop-ups work on a different 
principle. The goal is to limit the exposure of extreme 
discounts to “members only” or best customers. 

 In a struggling economy, retailers often find them-
selves left with significantly more unsold inventory than they 
would like. They need to get rid of it somehow, and online pop-
up stores are providing an apt opportunity. There are two types 
of such stores. 
  First, retailers such as Neiman Marcus and Saks send e-mail 
notifications of limited-time events to registered customers. 
These e-mailed messages promise, for example, a two-hour 
sale of Burberry handbags at half price. If the customer misses 
the two-hour window, he or she misses the sale. By offering 
massive discounts to select customers, these retailers avoid 
gaining a reputation for low prices or clearance sales—images 
incompatible with the concepts of wealth and luxury that these 
stores have worked so hard to build. 
  Second, the Internet’s versions of off-price retailers, such as 
Hautelook.com, Ruelala.com, and Gilt.com, gather items from 
well-known brands or retailers and sell them at deep discounts. 

The sales last only a day or two and then get replaced by sales 
of other designers’ goods. They require customers to register 
to access the sales, and, again, if they miss an offer, they are out 
of luck. The sites continue to grow, attracting legions of con-
sumers who willingly offer their contact information for the 
chance to grab a deal. 
  In either case, these pop-up sale sites influence customers 
in several ways. They feel special, as if they are members of a 
select club that receives notification of such special events. In 
addition, they are driven by the promise of massive markdowns. 
That is, $2,310 may seem like a lot to spend on a Marchesa 
Couture structured silk dress—until that price appears next to 
the original price of $6,600. 

 Sources: Stephanie Rosenbloom, “High-End Retailers Offering More 
Discounts,”  New York Times , July 31, 2009; Nieman Marcus, www.neiman-
marcus.com/common/store/catalog/templates/ET1.jhtml?tv=lc& 
N=4294967291&Ns=MAX_RETAIL_PRICE%7c1&st=s (accessed July 
10, 2010); Steven Dennis, “The Private Sales Flash Sites Jump the Shark,” 
 GLG News,  July 3, 2010, www.glgroup.com/News/The-Private-Flash-
Sales-Sites-Jump-The-Shark-49302.html (accessed July 10, 2010).  

Lev30026_ch15_398-429.indd Page 414  11/20/10  2:38 PM user-f494Lev30026_ch15_398-429.indd Page 414  11/20/10  2:38 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles

www.neiman-marcus.com/common/store/catalog/templates/ET1.jhtml?tv=lc&N=4294967291&Ns=MAX_RETAIL_PRICE%7c1&st=s
www.neiman-marcus.com/common/store/catalog/templates/ET1.jhtml?tv=lc&N=4294967291&Ns=MAX_RETAIL_PRICE%7c1&st=s
www.glgroup.com/News/The-Private-Flash-Sales-Sites-Jump-The-Shark-49302.html
www.glgroup.com/News/The-Private-Flash-Sales-Sites-Jump-The-Shark-49302.html
www.neiman-marcus.com/common/store/catalog/templates/ET1.jhtml?tv=lc&N=4294967291&Ns=MAX_RETAIL_PRICE%7c1&st=s


415Retail Communication Mix CHAPTER 15

  Italian leather retailer and manufacturer, Gucci, has opened pop-up stores 
named Gucci-Icon Temporary in New York’s SoHo, Miami Beach, Tokyo, Lon-
don, Berlin, Paris, and Hong Kong. The stores feature limited-edition sneakers 
retailing for $500 to $600, with classic Gucci design elements and some special 
features like a silver or gold dog tag.  39   

 Although most sales promotions are effective at generating short-term interest 
among customers, they aren’t very useful for building long-term loyalty. Custom-
ers who participate in a promotion might learn more about a store and return to 
it, but typically customers attracted by sales promotions are interested in the pro-
moted merchandise, not the retailer. Unfortunately, when a specific promotion is 
effective for a retailer, competing retailers learn about it quickly and offer the 
same promotion, which prevents the innovating retailer from gaining any long-
term advantage.    

 Personal Selling 
    Personal selling    is a communication process in which sales associates help cus-
tomers satisfy their needs through face-to-face exchanges of information. It is a 
form of offline/interactive communication (Exhibit 15–1). The cost of communi-
cating directly with a potential customer is quite high compared with other forms 
of promotion, but it is simply the best and most efficient way to sell certain prod-
ucts and services. Customers can buy many products and services without the 
help of a salesperson, but salespeople simplify the buying process by providing 
information and services that save customers time and effort. In many cases, sales 
representatives add significant value, which makes the added expense of employ-
ing them worthwhile. The impact of personal selling on customer service is 
 examined in Chapter 18.   

 Advertising 
    Advertising    entails the placement of announcements and persuasive messages 
purchased by retailers and other organizations that seek to inform and/or 
 persuade members of a particular target market or audience about their prod-
ucts, services, organizations, or ideas.  40   After automobile manufacturers, retailers 
are the second-largest group of national advertisers, spending over $20 billion 
annually. Walt Disney, McDonald’s, Sears Holding, Macy’s, JCPenney, Target, 
and Home Depot are among the 30 largest advertisers, each spending more than 
$1 billion a year.  41   

Gucci’s pop-up stores, 
named Gucci-Icon 
Temporary, carry special 
items with classic Gucci 
design elements.
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    Mass advertising can entice consumers into a conversation with retailers, al-
though it does not necessarily require much action by consumers, which places it 
on the passive end of the spectrum. Traditionally, advertising has been passive and 
offline (e.g., ads on TV, in magazines, and in newspapers) (Exhibit 15–1). However, 
recently there has been a growth in online advertising. This section reviews adver-
tising’s traditional media and examines a method of lowering the retailer’s adver-
tising cost through cooperative advertising with vendors.  

   Newspapers   Retailing and newspaper advertising grew up together over the 
past century. But the growth in retail newspaper advertising has slowed recently 
as retailers have begun using other media. Still, 57 percent of newspapers’ adver-
tising dollars are generated by retailers.  43   In addition to displaying ads with their 
editorial content, newspapers distribute freestanding inserts. A    freestanding 
 insert (FSI),    also called a    preprint,    is an advertisement printed at the retailer’s 
expense and distributed as an insert in the newspaper. However, there are so 
many FSIs in some newspapers that readers can become overwhelmed. As a re-
sult, some retailers have reduced the number of FSIs they use because of the clut-
ter and because younger readers, who may be their primary target markets, don’t 
regularly read newspapers.  
   Because newspapers are distributed in well-defined local market areas, they’re 
effective at targeting specific retail markets. Newspapers also offer a quick re-
sponse. There’s only a short time between the deadline for receiving the advertise-
ment and the time that the advertisement will appear. Thus, newspapers are useful 
for delivering messages on short notice. 
  Newspapers, like magazines, effectively convey a lot of detailed information. 
Readers can go through an advertisement at their own pace and refer to part of 
the advertisement when they want. But newspaper ads aren’t effective for showing 
merchandise, particularly when it’s important to illustrate colors, because of the 
poor reproduction quality. 
  The life of a newspaper advertisement is short because the newspaper is usually 
discarded after it’s read. In contrast, magazine advertising has a longer life because 
consumers tend to save magazines and read them several times during a week or 
month. 
  Finally, the cost of developing newspaper ads is relatively low. However, the 
cost of delivering the message may be high if the newspaper’s circulation is broader 
than the retailer’s target market, requiring the retailer to pay for exposure that 
won’t generate sales.   

 Magazines   Advertising in national magazines is mostly done by national re-
tailers such as Target and The Gap. With the growth of local magazines, regional 
editions of national magazines, and specialized magazines, local retailers can take 
advantage of this medium. Retailers tend to use this medium for image advertis-
ing because the reproduction quality is high. Due to the lead time—the time be-
tween submitting the advertisement and publication—a major disadvantage of 
magazine advertising is that the timing is difficult to coordinate with special 
events and sales.   

 Television   Television commercials can be placed on a national network or local 
station. A local television commercial is called a    spot.    Retailers typically use TV 
for image advertising, to take advantage of the high production quality and the 
opportunity to communicate through both visual images and sound. Television 
ads can also demonstrate product usage. For example, TV is an excellent medium 
for car, furniture, and consumer electronics dealers. 
  In addition to its high production costs, broadcast time for national TV adver-
tising is expensive. Spots have relatively small audiences, but they may be eco-
nomical for local retailers. To offset the high production costs, many vendors 

 REFACT 
 In 2005, Macy’s put 
71 percent of its advertising 
budget in newspapers; by the 
end of 2008, it was down to 
59 percent. During the same 
period, Macy’s TV advertising 
budget grew from 17 percent 
of its budget to 27 percent.  44   

 REFACT 
 France recently lifted 
a ban on television advertis-
ing by supermarkets, depart-
ment stores, hypermarkets, 
and other retailers. On the 
first day after the ban was 
lifted, only minutes after 
midnight, merchants monop-
olized all 11 spots on TF1, 
the most-watched television 
channel in France.  42   
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provide modular commercials, in which the retailer can insert its name or a “tag” 
after information about the vendor’s merchandise.   

 Radio   Many retailers use radio advertising because messages can be targeted 
to a specific segment of the market.  45   Some radio stations’ audiences are highly 
loyal to their announcers. When these announcers promote a retailer, listeners 
are impressed. The cost of developing and broadcasting radio commercials is 
relatively low. 
  One disadvantage of radio advertising, however, is that listeners generally treat 
the radio broadcast as background, which limits the attention they give the mes-
sage. Consumers must get the information from a radio commercial when it’s 
broadcast, so they can’t refer to the advertisement for information they didn’t hear 
or remember.   

 Co-op Programs      Co-op (cooperative) advertising    is a promotional program 
undertaken by a vendor and a retailer working together. The vendor pays for part 
of the retailer’s advertising but dictates some conditions. For example, Best Buy 
might pay for only half of its expenses for ads including Sony digital TVs. In addi-
tion to lowering costs, co-op advertising enables a retailer to associate its name 
with well-known national brands and use attractive artwork created by the na-
tional brands. 
  Co-op advertising has some drawbacks though. First, vendors want the ads to 
feature their products, whereas retailers are more interested in featuring their 
store’s name, location, and assortment of merchandise and services offered. This 
conflict in goals can reduce the effectiveness of co-op advertising from the retail-
er’s perspective. Second, ads developed by the vendor often are used by several 
competing retailers and may list the names and locations of all retailers offering 
their brands. Thus, co-op ads tend to blur distinctions between retailers. Third, 
restrictions the vendor places on the ads may further re-
duce their effectiveness for the retailer. For example, the 
vendor may restrict advertising to a period of time when 
the vendor’s sales are depressed, but the retailer might not 
normally be advertising during that time frame.    

 Public Relations 
    Public relations (PR)    involves managing communica-
tions and relationships to achieve various objectives, such 
as building and maintaining a positive image of the re-
tailer, handling or heading off unfavorable stories or 
events, and maintaining positive relationships with the 
media. In many cases, public relations activities support 
other promotional efforts by generating “free” media at-
tention and general goodwill. 

 For years, Walmart did little to promote itself as a pos-
itive social force, believing its low prices would speak for 
themselves. But it increasingly has been subjected to pub-
lic criticism from labor unions and environmentalists, so 
Walmart hired its first public relations firm. The public 
relations firm set up a war room to respond quickly to at-
tacks or adverse news. Internet blogs and grassroots ini-
tiatives were developed to stimulate popular support for 
Walmart. The firm also looked for proactive opportuni-
ties to demonstrate Walmart’s social consciousness. For 
example, after the devastating earthquake in Haiti, 
Walmart contributed more than $1.5 million in direct 

Designers like Marchesa benefit from positive public 
relations when celebrities like Sandra Bullock appear at 
media events like the Oscars wearing their gowns.
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f inancial support as well as in-kind contributions, such as prepackaged food kits, 
blankets, and face masks. In addition, through various in-store and online fund-
raising campaigns, Walmart associates and customers globally have contributed 
more than $3 million for the relief effort.  46    Retailing View 15.5 describes how 
Neiman Marcus annually creates newsworthy events by offering unusual gifts in 
its Christmas catalog and thus further builds its image of offering unique 
merchandise.

   Retailers also benefit when celebrities wear their fashions. For instance, when 
photos were posted on the Internet of First Lady Michelle Obama wearing a 
J.Crew cream-colored cardigan and “dazzling dots” skirt on a visit to a cancer 
center in London, the retailer’s Web site sold out almost immediately.  47   The place-
ment of designer apparel at media events like the Oscars benefits the retailer, the 
designer, and the celebrity. And nothing happens by accident. Public relations 
people on both sides help orchestrate the events to get the maximum benefit for 
both parties. 

   Certainly the Chili’s restaurant chain conducts plenty of media buys in tradi-
tional advertising spaces. But it also has partnered, since 2004, with St. Jude’s 
Research Hospital in successful cause-related marketing (i.e., commercial activity 

 RETAILING VIEW   Neiman Marcus Fantasy Gifts   15.5 
 The Neiman Marcus Christmas book is 
perhaps the nation’s best-known retail 
catalog. Its reputation is largely due to 
its annual tradition of ultra-extravagant 
his-and-hers gifts. The Christmas book 
was first distributed in 1915 as a 
Christmas card inviting Neiman Mar-
cus customers to visit the store during 
the holiday season. In the late 1950s, 
customers were asking Neiman Marcus 
about unique gifts and merchandise 
not available in the store or from 
other catalogs. 
  In 1959, the gift of a black angus 
steer, delivered on the hoof or in 
steaks, generated a lot of publicity and 
elevated the catalog to national promi-
nence. The most expensive gift was an 
unfinished Boeing business jet for more 
than $35 million. Most of these gifts do 
not sell. A highly publicized chocolate 
Monopoly set was purchased by Christie Hefner, president of 
Playboy Enterprises, for her father, Hugh Hefner, founder of 
 Playboy  magazine. 
  The 2007 Christmas book featured a $1.59 million private 
holiday concert for 500 people featuring piano virtuoso Lola 
Astanova. The evening, hosted by Regis Philbin, would be 
filmed as a party favor for guests. The Steinway Concert 
Grand piano on which the artist plays, and featuring her au-
tograph, gets left for the host. One of the outstanding gifts of 
2009 was a car that looks like a cupcake, travels up to seven 
miles per hour, and costs $25,000. The Neiman Marcus 

Christmas book is mailed to 1.8 million customers and is 
also available on its Web site. 

 Sources: “Neiman Marcus 2009 Christmas Book Released,”  Dallas Busi-
ness Journal,  October 6, 2009; Jennifer Paull, “Neiman Marcus Christmas 
Book—Inside the Holiday Fantasy,”  Stylist.com,  November 15, 2009; 
 Nathalie Atkinson “Who Wants Another Lexus?”  National Post,  November 
8, 2007; Maria Halkias, “Marcus Unwraps Its Christmas Catalog,”  Dallas 
Morning News,  October 3, 2007; www.neimanmarcus.com (accessed 
June 29, 2010).  

The Neiman Marcus Christmas catalog featured a car that looks like a cupcake, 
travels up to seven miles per hour, and costs $25,000.
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in which businesses and charities form a partnership to 
market an image, product, or service for their mutual 
benefit).  48   For several years, the restaurant has offered 
customers the opportunity to purchase a paper icon, in 
the shape of a chili natch, that they may color and hang 
on restaurant walls. The cause marketing campaign runs 
in September, which is also National Childhood Cancer 
Awareness Month. On the last Monday of the month, 
the restaurant puts its money where its mouth is and 
donates all its profits on sales during the day to St. Jude. 
In addition to the retailer’s sales of relatively common 
Create-a-Chili paper icons, its restaurant  employees 
make and sell customized T-shirts and  wristbands. Chili’s 
also hosts a dedicated Web site, www.createapepper.com, 
where civic-minded consumers can purchase or do-
nate more, as well as buy St. Jude–branded Chili’s gift 
cards.  49  

    Another very popular PR tool is event sponsorship. 
   Event sponsorship    occurs when corporations support 
various activities (financially or otherwise), usually in 
the cultural or sports and entertainment sectors. Some 
retailers sponsor sporting events such as the Little Cae-
sar’s Pizza Bowl in Detroit, while others buy naming 
rights to a sporting venue, such as the Staples Center, 
which is home to the NBA’s Los Angeles Lakers, the 
Los Angeles Clippers, and the NHL’s Los Angeles 
Kings. 
    When retailers and vendors use    product placement,    
they pay to have their product included in nontradi-
tional situations, such as in a scene in a movie or televi-
sion program.  50   For instance, Elisa and Jack of  30 Rock  discuss whether 
McDonald’s McFlurry is the best dessert in the world. On CBS’s  The Big Bang 
Theory,  Sheldon says that he “needs access to the Cheesecake Factory walk-in 
freezer.” In  The Biggest Loser,  the contestants have to run from one Subway res-
taurant to the next.  51   

Little Caesar’s Pizza Bowl provides positive public relations 
for the restaurant chain.

Subway pays to have its 
products featured in 
nontraditional situations, 
like when contestants on 
The Biggest Loser run from 
one Subway restaurant to 
the next.
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     PLANNING THE RETAIL COMMUNICATION PROGRAM  
 Exhibit 15–3 illustrates the four steps involved in developing and implementing a 
retail communication program: Establish objectives, determine a budget, allocate 
the budget, and implement and evaluate the program. The following sections 
 detail each of these steps. 

  Establish Objectives 
 Retailers establish objectives for their communication programs to provide (1) 
direction for people implementing the program and (2) a basis for evaluating its 
effectiveness. As discussed at the beginning of this chapter, some communication 
programs can have a long-term objective, such as creating or altering a retailer’s 
brand image. Other communication programs focus on improving short-term 
performance, such as increasing store traffic on a specific weekend.  

 Communication Objectives   Although retailers’ overall objective is to gener-
ate long- and short-term sales and profits, they often use communication objec-
tives rather than sales objectives to plan and evaluate their communication 
programs.    Communication objectives    are specific goals related to the retail 
communication mix’s effect on the customer’s decision-making process. 
  Exhibit 15–4 shows some hypothetical information about customers in the tar-
get market for a Safeway supermarket. This information illustrates the goals re-
lated to the stages in the consumer decision-making process outlined in Chapter 
4. Note that 95 percent of the customers are aware of the store (the first stage in 
the decision-making process) and 85 percent know the type of merchandise it 
sells. But only 45 percent of the customers in the target market have a favorable 
attitude toward the store. Thirty-two percent intend to visit the store during the 
next few weeks; 25 percent actually visit the store during the next two weeks; and 
18 percent regularly shop at the store. 
  In this hypothetical example, most people know about the store and its offering. 
The major problem confronting the Safeway supermarket is the big drop between 
knowledge and favorable attitudes. Thus, the store should develop a communica-
tion program with the objective of increasing the percentage of customers with a 
favorable attitude toward it. 
  To effectively implement and evaluate a communication program, its objectives 
must be clearly stated in quantitative terms. The target audience for the commu-
nication mix needs to be defined, along with the degree of change expected and 
the time period during which the change will be realized. 
  For example, a communication objective for a Safeway program might be to in-
crease from 45 to 55 percent within three months the percentage of customers within 
a 5-mile radius of the store who have a favorable attitude toward the store. This objec-
tive is clear and measurable. It indicates the task that the program should address. The 
people who implement the program thus know what they’re supposed to accomplish. 

Establish objectives

Sales goals

Communication

objectives

Determine budget

Marginal analysis

Objective and task

Rules of thumb Allocate budget
Implement and

evaluate programs

$
$

  EXHIBIT 15–3  Steps in Developing a Retail Communication Program  
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  The communication objectives and approaches used by vendors and retailers 
differ, and the differences can lead to conflicts. Some of these points of conflict are 
as follows:  
  •    Long-term versus short-term goals.  Most communications by vendors are 

directed toward building a long-term image of their products. In contrast, 
retailer communications typically are used to announce promotions and 
special sales that generate short-term revenues.  

  •    Product versus location.  When vendors advertise their branded products, they 
aren’t concerned about where customers buy them as long as they buy their 
brands. In contrast, retailers aren’t concerned about what brands customers 
buy as long as they buy them in their stores.  

  •    Breadth of merchandise.  Typically, because vendors have a relatively small 
number of products to promote, they can devote a lot of attention to 
developing consistent communication programs for each brand they make. 
Retailers have to develop communication programs that promote a much 
wider range of products.      

 Determine the Communication Budget 
 The second step in developing a retail communication program is to determine a 
budget (see Exhibit 15–3). The economically correct method for setting the com-
munication budget is marginal analysis. Even though retailers usually don’t have 
enough information to perform a complete marginal analysis, the method shows 
managers how they should approach budget-setting programs. The marginal anal-
ysis method for setting a communication budget is the approach that retailers 
should use when making all of their resource allocation decisions, including the 
number of locations in a geographic area (Chapter 8), the allocation of merchan-
dise to stores (Chapter 13), the staffing of stores (Chapter 16), and the floor and 
shelf space devoted to merchandise categories (Chapter 17).  

 Marginal Analysis Method      Marginal analysis    is based on the economic prin-
ciple that firms should increase communication expenditures as long as each addi-
tional dollar spent generates more than a dollar of additional contribution. To 
illustrate marginal analysis, consider Diane West, the owner and manager of a spe-
cialty store selling women’s business clothing. Exhibit 15–5 shows her analysis to 
determine how much she should spend next year on her communication program. 
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  EXHIBIT 15–4   
 Communications 
Objectives and Stages in 
Consumer’s Decision-
Making Process  
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  For 21 different communication expense levels (column 1), she estimates her 
store sales (column 2), gross margin (column 3), and other expenses (columns 4 
and 5). Then she calculates the contribution, excluding expenses on communica-
tions (column 6), and the profit when the communication expenses are considered 
(column 7). To estimate the sales generated by different levels of communications, 
West can simply rely on her judgment and experience, or she might analyze past 
data to determine the relationship between communication expenses and sales. 
Historical data also provide information about the gross margin and other 
 expenses as a percentage of sales. 
  Notice that at low levels of communication expenses, an additional $5,000 in 
communication expenses generates more than a $5,000 incremental contribution. 
For example, increasing the communication expense from $15,000 to $20,000 in-
creases the contribution by $10,800 (or $48,400 2 $37,600). When the communica-
tion expense reaches $65,000, further increases of $5,000 generate less than $5,000 
in additional contributions. For example, increasing the budget from $65,000 to 
$70,000 generates only an additional $4,050 in contribution ($125,350 2 $121,300). 
  In this example, West determines that the maximum profit would be generated 
with a communication expense budget of $65,000. But she notices that expense 
levels between $55,000 and $70,000 all result in about the same level of profit. 
Thus, West makes a conservative decision and establishes a $55,000 budget for 
her communication expenses. 
  In most cases, it’s very hard to perform a marginal analysis because managers don’t 
know the relationship between communication expenses and sales. Note that the 
numbers in Exhibit 15–5 are simply West’s estimates; they may not be accurate. 
  Sometimes retailers perform experiments to get a better idea of the relationship 
between communication expenses and sales. Say, for example, a catalog retailer 

EXHIBIT 15–5 Marginal Analysis for Setting Diane West’s Communication Budget

      Contribution 

   Gross    before Profit after

 Communication   Margin Rental Personnel Communication Communication

Level Expenses  Sales Realized Expense Expense Expenses Expenses

 (1) (2)  (3) (4) (5) (6) 5 (3) 2 (4) 2 (5)  (7) 5 (6) 2 (1)

 1 $         0 $240,000 $  96,000 $44,000 $52,200 $    (200) $  (200)

 2 5,000 280,000 112,000 48,000 53,400 10,600 5,600

 3 10,000 330,000 132,000 53,000 54,900 24,100 14,100

 4 15,000 380,000 152,000 58,000 56,400 37,600 22,600

 5 20,000 420,000 168,000 62,000 57,600 48,400 28,400

 6 25,000 460,000 184,000 66,000 58,800 59,200 34,200

 7 30,000 500,000 200,000 70,000 60,000 70,000 40,000 Last year

 8 35,000 540,000 216,000 74,000 61,200 80,800 45,800

 9 40,000 570,000 228,000 77,000 62,100 88,900 48,900

10 45,000 600,000 240,000 80,000 63,000 97,000 52,000

11 50,000 625,000 250,000 82,500 63,750 103,750 53,750

12 55,000 650,000 260,000 85,000 64,500 110,500 55,500 Chosen budget

13 60,000 670,000 268,000 87,000 65,100 115,900 55,900

14 65,000 690,000 276,000 89,000 65,700 121,300 56,300 Best profit

15 70,000 705,000 282,000 90,500 66,150 125,350 55,350

16 75,000 715,000 286,000 91,500 66,450 128,050 53,050

17 80,000 725,000 290,000 92,500 66,750 130,750 50,750

18 85,000 735,000 294,000 93,500 67,050 133,450 48,450

19 90,000 745,000 298,000 94,500 67,350 136,150 46,150

20 95,000 750,000 300,000 95,000 67,500 137,500 42,500

21 100,000 750,000 300,000 95,000 67,500 137,500 37,500
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selects several geographic areas in the United States with the same sales potential. 
The retailer then distributes 100,000 catalogs in the first area, 200,000 in the sec-
ond area, and 300,000 in the third. Using the sales and costs for each distribution 
level, it could conduct an analysis like the one in Exhibit 15–5 to determine the 
most profitable distribution level. (Chapter 14 described the use of experiments to 
determine the relationship between price and sales.) 
  Some other methods that retailers use to set communication budgets are the 
objective-and-task and rules-of-thumb methods, which include the affordable, 
percentage-of-sales, and competitive parity methods. These methods are less so-
phisticated than marginal analysis but easier to use.   

 Objective-and-Task Method   The    objective-and-task method    determines 
the budget required to undertake specific tasks to accomplish communication ob-
jectives. To use this method, the retailer first establishes a set of communication 
objectives and then determines the necessary tasks and their costs. The total of all 
costs incurred to undertake the tasks is the communication budget. 
  Exhibit 15–6 illustrates how Diane West could use the objective-and-task 
method to complement her marginal analysis. West establishes three objectives: to 
increase awareness of her store, to create a greater preference for her store among 
customers in her target market, and to promote the sale of merchandise remaining 
at the end of each season. The estimated communication budget she requires to 
achieve these objectives is $55,000. 
  In addition to defining her objectives and tasks, West rechecks the financial 
implications of the communication mix by projecting the income statement for 
next year using the communication budget (see Exhibit 15–7). This income state-
ment includes an increase of $25,000 in communication expenses compared with 
last year. But West believes this increase in the communication budget will boost 
annual sales from $500,000 to $650,000. According to West’s projections, the in-
crease in communication expenses will raise store profits. The results of both the 
marginal analysis and the objective-and-task methods suggest a communication 
budget between $55,000 and $65,000. 

Objective: Increase the percentage of target market (working women) who know of our store’s location and 

who purchase business attire from 25 percent to 50 percent over the next 12 months.

 Task: 480, 30–second radio spots during peak commuting hours $12,000

 Task: Sign with store name near entrance to mall 4,500

 Task: Display ad in the Yellow Pages 500

Objective: Increase the percentage of target market who indicate that our store is their preferred store for 

buying their business wardrobe from 5 percent to 15 percent in 12 months.

 Task: Develop TV campaign to improve image and run 50, 30–second commercials $24,000

 Task: Hold four “Dress for Success” seminars followed by a wine-and-cheese party 8,000

Objective: Sell merchandise remaining at end of season.

 Task: Special event $6,000

  Total budget $55,000

  EXHIBIT 15–6   
 Illustration of Objective-
and-Task Method for 
Setting a Communication 
Budget  

  EXHIBIT 15–7 
 Financial Implications 
of Increasing the 
Communication Budget  

 Last Year Next Year

Sales $500,000 $ 650,000

Gross margin (realized) 200,000 260,000

Rental, maintenance, etc. 270,000 285,000

Personnel 260,000 264,500

Communications 230,000 255,000

Profit $ 40,000 $   55,500
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   Rule-of-Thumb Methods   The previous two methods set the communication 
budget by estimating communication activities’ effects on the firm’s future sales or 
communication objectives. The    rule-of-thumb methods    discussed in this section 
use the opposite logic. They use past sales and communication activities to deter-
mine the present communication budget.52  

 Affordable Budgeting Method   When using the    affordable budgeting method,    
retailers first forecast their sales and expenses, excluding communication expenses, 
during the budgeting period. The difference between the forecast sales and ex-
penses plus the desired profit is then budgeted for the communication mix. In 
other words, the affordable method sets the communication budget by determin-
ing what money is available after operating costs and profits are subtracted. 
  The major problem with the affordable method is that it assumes that communi-
cation expenses don’t stimulate sales and profit. Communication expenses are just a 
cost of business, like the cost of merchandise. When retailers use the affordable 
method, they typically cut “unnecessary” communication expenses if sales fall below 
the forecast rather than increasing communication expenses to increase sales.   

 Percentage-of-Sales Method   The    percentage-of-sales method    sets the com-
munication budget as a fixed percentage of forecast sales. Retailers use this method 
to determine the communication budget by forecasting sales during the budget 
period and then applying a predetermined percentage to set the budget. The per-
centage may be the retailer’s historical percentage or the average percentage used 
by similar retailers. 
  The problem with the percentage-of-sales method is that it assumes that the 
same percentage used in the past, or used by competitors, is appropriate for the 
future. Consider a retailer that hasn’t opened new stores in the past but plans to 
open many new stores in the current year. It must create customer awareness for 
these new stores, so the communication budget should be much larger in the cur-
rent year than in the past. 
  Using the same percentage as competitors also may be inappropriate. For ex-
ample, a retailer might have better locations than its competitors. Due to these 
locations, customers may already have a high awareness of the retailer’s stores. 
Thus, the retailer may not need to spend as much on communication as competi-
tors with poorer locations. 
  One advantage of both the percentage-of-sales method and the affordable 
method for determining a communication budget is that the retailer won’t spend 
beyond its means. Because the level of spending is determined by sales, the budget 
will go up only when sales go up and as the retailer generates more sales to pay for 
the additional communication expenses. When times are good, these methods 
work well because they allow the retailer to communicate more aggressively with 
customers. But when sales fall, communication expenses are cut, which may ac-
celerate the sales decline.   

 Competitive Parity Method   Under the    competitive parity method,    the com-
munication budget is set so that the retailer’s share of its communication expenses 
equals its share of the market. For example, consider a sporting goods store in a 
small town. To use the competitive parity method, the owner manager would first 
estimate the total amount spent on communication by all sporting goods retailers 
in town. Then the owner-manager would estimate his or her store’s market share 
for sporting goods and multiply that market share percentage by the sporting 
goods stores’ total advertising expenses to set the budget. Assume that the owner-
manager’s estimate of advertising for sporting goods by all stores is $5,000 and the 
estimate of his or her store’s market share is 45 percent. On the basis of these esti-
mates, the owner-manager would set the store’s communication budget at $2,250 
to maintain competitive parity. 
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  Similar to the other rule-of-thumb methods, the competitive parity method 
doesn’t allow retailers to exploit the unique opportunities or problems they con-
front in a market. If all competitors used this method to set communication bud-
gets, their market shares would stay about the same over time (assuming that the 
retailers develop equally effective campaigns and other retail mix activities).     

 Allocate the Promotional Budget 
 After determining the size of the communication budget, the third step in the com-
munication planning process is to allocate the budget (see Exhibit 15–3). In this 
step, the retailer decides how much of its budget to allocate to specific communica-
tion elements, merchandise categories, geographic regions, or long- and short-
term objectives. For example, Dillard’s must decide how much of its communication 
budget to spend in each area it has stores: Southeast, Mid-Atlantic, Southwest, 
Midwest, and West Coast. Michaels decides how much to allocate to merchandise 
associated with different crafts. The sporting goods store owner-manager must de-
cide how much of the store’s $2,250 communication budget to spend on promoting 
the store’s image versus generating sales during the year and how much to spend on 
advertising and special promotions. 
    Research indicates that allocation decisions are more important than the deci-
sion about the amount to spend on communications.  53   In other words, retailers 
often can realize the same objectives by reducing the size of the communication 
budget but allocating it more effectively. 
    An easy way to make such allocation decisions is to spend about the same in each 
geographic region or for each merchandise category. But this allocation rule prob-
ably won’t maximize profits because it ignores the possibility that communication 
programs might be more effective for some merchandise categories or for some 
regions than for others. Another approach is to use rules of thumb, such as basing 
allocations on the sales level or contributions for the merchandise category. 
    Allocation decisions, like budget-setting decisions, should use the principles of 
marginal analysis. The retailer should allocate the budget to areas that will yield 
the greatest return. This approach for allocating a budget is sometimes referred to 
as the    high-assay principle.    Consider a miner who can spend his time digging on 
two claims. The value of the gold on one claim is assayed at $20,000 per ton, 
whereas the assay value on the other claim is $10,000 per ton. Should the miner 
spend two-thirds of his time at the first mine and one-third of his time at the other 
mine? Of course not! The miner should spend all of his time mining the first 
claim until the assay value of the ore mined drops to $10,000 a ton, at which time 
he can divide his time equally between the claims. 
    Similarly, a retailer may find that its customers have a high awareness and very 
favorable attitude toward its women’s clothing but do not know much about its 
men’s clothing. In this situation, a dollar spent on advertising men’s clothing might 
generate more sales than a dollar spent on women’s clothing, even though the sales 
of women’s clothing are greater than the sales of men’s clothing.   

 Plan, Implement, and Evaluate Communication 
Programs—Two Illustrations 
 The final stage in developing a retail communication program is its implementa-
tion and evaluation (see Exhibit 15–3). This final section of the chapter illustrates 
the planning and evaluation process for two communication programs: an adver-
tising campaign by a small specialty retailer and a sales promotion opportunity 
confronting a supermarket chain.   

 Advertising Campaign   Hypothetically, imagine South Gate West is one of 
several specialty import home furnishing stores competing for upscale shoppers in 
Charleston, South Carolina. The store has the appearance of both a fine antique 
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store and a traditional home furnishing shop, but most of its merchandise is new 
Asian imports. 
    Harry Owens, the owner, realized his communication budget was consider-
ably less than the budget of the local Pier 1 store. (Pier 1 is a national chain that 
sells imported home furnishings.) He decides to concentrate his limited budget 
on a specific segment and use very creative copy and distinctive artwork in his 
advertising. His target market is knowledgeable, sophisticated consumers of 
housewares and home decorative items. His experience indicates the impor-
tance of personal selling for more seasoned shoppers because they (1) make 
large purchases and (2) seek considerable information before making a deci-
sion. Thus, Owens spends part of his communication budget on training his 
sales associates. 
    The advertising program Owens develops emphasizes his store’s distinctive im-
age. He uses the newspaper as his major vehicle. Competitive ads contain line 
drawings of furniture with prices. His ads emphasize imagery associated with 
Asian furniture by featuring off-the-beaten-path scenes of Asian countries with 
unusual art objects. This theme is also reflected in the store’s atmosphere. 
    To evaluate his communication program, Owens needs to compare the results 
of his program with the objectives he has developed during the first part of the 
planning process. To measure his campaign’s effectiveness, he conducts an inex-
pensive tracking study. Telephone interviews are performed periodically with a 
representative sample of furniture customers in his store’s trading area. Commu-
nication objectives are assessed using the following questions: 

    Here are the survey results for one year: 

    The results show a steady increase in awareness, knowledge of the store, and 
choice of the store as a primary source of East Asian furniture. This research pro-
vides evidence that the advertising is conveying the intended message to the target 
audience.   

 Sales Promotion Opportunity 
 Many sales promotion opportunities undertaken by retailers are initiated by ven-
dors. For example, Colgate-Palmolive might offer the following special promo-
tion to Kroger: During a one-week period, Kroger can order Fab laundry 
detergent in the 48-ounce size at 15 cents below the standard wholesale price. 

Communication Objectives Questions

Awareness What stores sell East Asian furniture?

Knowledge  Which stores would you rate outstanding on the following

 characteristics?

Attitude  On your next shopping trip for East Asian furniture, which store would

 you visit first?

Visit Which of the following stores have you been to?

Communication Objectives Questions

Awareness What stores sell East Asian furniture?

Knowledge  Which stores would you rate outstanding on the following

 characteristics?

Attitude  On your next shopping trip for East Asian furniture, which store would

 you visit first?

Visit Which of the following stores have you been to?

Communication Objective Before Campaign 6 Months After One Year After

Awareness (% mentioning store) 38% 46% 52%

Knowledge (% giving outstanding rating 9 17 24

 for sales assistance)

Attitude (% first choice) 13 15 19

Visit (% visited store) 8 15 19
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However, if Kroger elects to buy Fab at the discounted price, the grocery chain 
must feature the 48-ounce container of Fab in its Thursday newspaper advertise-
ment at $1.59 (20 cents off the typical retail price). In addition, Kroger must have 
an end-aisle display of Fab. 
    Before Kroger decides whether to accept such a trade promotion and then 
promote Fab to its customers, it needs to assess the promotion’s impact on its 
own profitability. Such a promotion may be effective for the vendor but not for 
the retailer. 
    To evaluate a trade promotion, the retailer considers:  
  •   The realized margin from the promotion.  
  •   The cost of the additional inventory carried due to buying more than the 

normal amount.  
  •   The potential increase in sales from the promoted merchandise.  
  •   The potential loss suffered when customers switch to the promoted merchandise 

from more profitable private-label brands.  
  •   The additional sales made to customers attracted to the store by the promotion.  54    

     When Fab’s price is reduced to $1.59, Kroger will sell more Fab than it nor-
mally does. But Kroger’s margin on Fab will be less because the required retail 
discount of 20 cents isn’t offset by the 
wholesale discount of 15 cents. In addi-
tion, Kroger might suffer losses because 
the promotion encourages customers to 
buy Fab, which has a lower margin than 
Kroger’s private-label detergent that 
those customers might have bought. 
Customers may even stockpile Fab, buy-
ing several boxes, which will reduce sales 
of Kroger’s private-label detergent for 
some time after the special promotion 
ends. In contrast, the promotion may at-
tract customers who don’t normally shop 
at Kroger but who will visit to buy Fab at 
the discounted price. These customers 
might buy additional merchandise, pro-
viding a sales gain to the store that it 
wouldn’t have realized if it hadn’t pro-
moted Fab.   

   The end-aisle display of Fab is part of a special Colgate-Palmolive promotion 
in which the supermarket bought Fab at a discount in exchange for the 
prominent display.   

 A communication program can be designed to achieve a 
variety of objectives for the retailer, such as building a 
brand image of the retailer in the customer’s mind, in-
creasing sales and store traffic, providing information 
about the retailer’s location and offering, and announcing 
special activities. 
  Retailers communicate with customers both online 
and offline and interactively and passively. Direct market-
ing has received the greatest increase in attention by re-
tailers and can occur using telemarketing (offline/
interactive), mobile marketing (online/interactive), direct 
mail and catalogs (offline/passive), and e-mail (online/
passive). These elements in the communication mix must 

be coordinated so that customers have a clear, distinct 
image of the retailer and are not confused by conflicting 
information. 
  Retailers go through four steps to develop and imple-
ment their communication program: Establish objectives, 
determine a budget, allocate the budget, and implement 
and evaluate the program. Marginal analysis is the most 
appropriate method for determining how much should be 
spent to accomplish the retailer’s objectives because it 
maximizes the profits that could be generated by the com-
munication mix. Since marginal analysis is difficult to im-
plement, however, many retailers use rule-of-thumb 
methods to determine the size of the promotion budget.   

       SUMMARY 
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   1.   CONTINUING ASSIGNMENT Evaluate the 
communication activities undertaken by the retailer 
you have selected for the Continuing Assignment. 
Describe your retailer’s brand image. Briefly explain 
how your retailer uses each of the following elements 
of its communication program: direct marketing, on-
line marketing, personal selling, sales promotions, di-
rect mail and e-mail, mobile marketing, advertising 
(media used?), social media, public relations, Web 
site, and events. Do all of these elements send a con-
sistent brand-image message to customers? Why, or 
why not?  

   2.   Go to the home page for BrandZ at www.brandz.
com/output/, and click on “Retail Report.” On the 
basis of the report, list the top-20 global retail brands. 
In two or three paragraphs, describe what makes a 
strong retail brand. How were brand equity and fi-
nancial performance used to measure brand value for 
these retailers?  

   3.   Retailers and manufacturers deliver coupons through 
the Internet in addition to delivering them by mail or 
as inserts. Go to www.coolsavings.com for coupons 
offered over the Internet. How does this coupon dis-
tribution system compare with the other two distri-
bution systems?  

   4.   Trader Joe’s is a gourmet grocery store offering items 
such as health foods, organic produce, and nutritional 
supplements. The company has about 325 stores in 
25 states at which it offers more than 2,000 private-
label products. Go to www.traderjoes.com, and see 
how the firm uses its Internet site to promote its re-
tail stores and merchandise. Why does this retailer 
include recipes and a seasonal guide on its Web site? 
Does the information provided on the Web page rein-
force the store’s upscale grocery image? Explain why 
or why not.  

   5.   Go to the social media site for a retailer that you have 
shopped at during the last few weeks. How was social 
media used as an element in the retailer’s communica-
tion program? What audience is being reached with 
social media? Is the social media message consistent or 
inconsistent with other communication elements? Is 
this a strong or weak strategy? Please explain.  

   6.   Go to the home page for Target’s Pressroom at http://
pressroom.target.com/pr/news/news.aspx. How does 
this retailer use public relations to communicate with 
investors and customers? Is this an effective commu-
nication tool for this retailer? Provide support for 
your response.     

 GET OUT AND DO IT!  
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 SUGGESTED READINGS 

   1.   How do brands benefit consumers? Retailers?  
   2.   How can brand strategy, advertising, personal selling, 

public relations, direct marketing, and sales promo-
tion complement one another in an integrated mar-
keting communication program? How can a retailer’s 
customer relationship management program support 
these activities?  

   3.   What are the positive and negative aspects of direct 
marketing from the customer’s perspective?  

   4.   Review Exhibit 15–2, “Kinds of Sales Promotion,” and 
describe which of these consumer promotions have 
been successful with you as a consumer. Which ones 
have not been successful? Explain your responses.  

   5.   What factors should be considered in dividing up the 
advertising budget among a store’s different mer-
chandise areas? Which of the following should re-
ceive the highest advertising budget: staple, fashion, 
or seasonal merchandise? Why?  

   6.   Outline some elements in a communication program 
that can be used to achieve the following objectives: 
(a) Increase store loyalty by 20 percent. (b) Build 
awareness of the store by 10 percent. (c) Develop an 
image as a low-price retailer. How would you deter-
mine whether the communication program met each 
of these objectives?  

   7.   Retailers use television advertising to build brand im-
age. Television advertisers have identified many types 
of markets on the basis of the day, time, and type of 
show during which their ads may appear. During 
which days, times, and types of shows should retailers 
advertise the following categories of merchandise: 
grocery, paint, beer, cars, and health club member-
ships? Why?  

   8.   A retailer plans to open a new store near a university. 
It will specialize in collegiate merchandise such as ap-
parel, accessories, and school supplies. Consider the 
pros and cons of each of the following media: TV, ra-
dio, city newspaper, university newspaper, local maga-
zine, Web site, blog, and event sponsorship for this 
retailer to capture the university market.  

   9.   Why do some online retailers include editorials and 
customer reviews along with product information on 
their Web sites? Explain how this may influence the 
consumer’s buying behavior.  

   10.   Where do you think pop-up stores would be most 
successful? Why? What type of merchandise would 
sell well from this format? Explain.     

 DISCUSSION QUESTIONS AND PROBLEMS  
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Store 
Management 

SECTION IV

Section IV focuses on the implementation issues associated 
with store management, including managing store employ-
ees and controlling costs (Chapter 16), presenting mer-
chandise (Chapter 17), and providing customer 
service (Chapter 18).

Traditionally, the issues pertaining to merchandise man-
agement were considered the most important retail de-
cisions, and buying merchandise was considered the best 
career path for achieving senior retail management positions. 
Now, developing a strategic advantage through merchandise 
 management is becoming more and more difficult because 
 competing stores often have similar assortments of national-brand 
merchandise.

Because customers can find the same assortments in a number of conveniently 
located retail outlets and through the Internet, store management issues have 
become a critical basis for developing strategic advantage. Retailers are increas-
ing their emphasis on differentiating their offering from competitive offerings 
on the basis of the experience that customers have in the stores, including the 
service they get from store employees and the quality of the shopping 
environment.
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 Managing the Store   

Between my junior and senior year, I took an internship 

with Walgreens in the summer. Based on this experience, 

I accepted an offer to enter the Walgreens management 

training program when I graduated. One of the challenges 

I faced was winning the respect of employees I supervised 

who were much older than I was. I found that if I re-

spected them and valued their experience and sugges-

tions, they would respect me.

 After three years, I was promoted to store manager. 

When I was a student at the University of Florida, I 

thought about starting my own business. However, I now 

realize that I am running my own business as a Walgreens 

store manager. The sign outside my store might say 

 Walgreens, but it is Heather Graham’s store. I am respon-

sible and rewarded for my store’s performance. Of 

course, Walgreens provides the tools needed to manage 

the store, but my team is involved in selecting the promo-

tional and seasonal merchandise sold in my store. I also 

hire, train, evaluate, and manage the 50 people working in 

my store.

 I really like working in a store, particularly one that is 

the size of a Walgreens store. My store is small enough 

that I know most of the customers and all of the employ-

ees. I would be bored if I had to sit behind a desk all day. 

I need to walk around and talk with people. As a store 

manager, I interact with a lot of people—customers, store 

employees, people in our district office—and I do a vari-

ety of different things. In a single day, I will handle some 

personnel issues, help customers find what they need, 

 decide on how to display some new merchandise, and 

 review reports summarizing the financial performance of 

my store.

 I am a very results-oriented person. Another thing I 

like about retailing is that you get a scorecard everyday. 

When I come to work in the morning I can see what the 

sales were the day before and how they compared to last 

year’s sales. I really feel a sense of accomplishment when 

I try something out and sales go up.

 Walgreens is a great place to work because it shares 

my values. The company cares about its customers and 

employees just like I do. As the manager of this busi-

ness, I try to create an environment in which my store 

employees feel they are all part of a team working 

EXECUTIVE BRIEFING
Heather Graham, Store Manager, 
Walgreens
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   QUESTIONS 

   What are the responsibilities of store managers? 

   How do store managers recruit, select, motivate, train, 
and evaluate their employees? 

   How do store managers compensate their salespeople? 

   What legal and ethical issues must store managers 
consider in managing their employees? 

   What can store managers do to increase productivity 
and reduce costs? 

   How can store managers reduce inventory losses due 
to employee theft and shoplifting? 

   What are retailers doing to reduce energy costs?    

   C H A P T E R  1 6 

 together to provide an attractive offering for our cus-

tomers. I want all of my team members to learn more 

about how our store and company operates,  develop 

their skills, and realize their potential. By working to-

gether and helping each other, we can all achieve our 

goals.

 Store managers play a critical role in retail companies. Due to their daily 
contact with customers, they have the best knowledge of customer needs 
and competitive activity. 1  From this unique vantage point, store managers 

play an important role in formulating and executing retail strategies. Buyers can 
develop exciting merchandise assortments and procure them at low cost, but the 
retailer realizes the benefits of the buyers’ efforts only when the merchandise is 
sold. Good merchandise doesn’t sell itself. Store managers must make sure that 
the merchandise is presented effectively and sales associates offer services that 
stimulate and facilitate customer buying decisions. Some store managers are re-
sponsible for $150 million in annual sales and manage more than 1,000 
employees. 
  Even in national chains, store managers are treated as relatively independent 
managers of a business within the corporation. For example, James Nordstrom, 
former CEO of Nordstrom, told his store managers, “This is your business. Do 
your own thing. Don’t listen to us in Seattle, listen to your customers. We give you 
permission to take care of your customers.” 
  The first portion of this chapter focuses on the management of store employees 
and complements the strategic human resource management issues discussed in 
Chapter 9. Chapter 9 examined the organization of the tasks performed by retail-
ers and the general approaches for motivating retail employees and building their 
commitment to the firm. This chapter discusses how store managers implement 
the retailer’s human resource strategy.  
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434 SECTION 1V Store Management

 STORE MANAGEMENT RESPONSIBILITIES  
 The responsibilities of store managers are shown in Exhibit 16–1. These func-
tions are divided into four major categories: managing employees, controlling 
costs, managing merchandise presentation, and providing customer service. Is-
sues pertaining to the management of store employees and controlling costs are 
discussed in this chapter. Subsequent chapters examine the store manager’s 
 responsibilities in presenting and managing merchandise and providing cus-
tomer service. 
    Store managers are responsible for increasing the productivity of two of the 
retailer’s most important assets: the firm’s investments in its employees and its real 
estate. Most of this chapter is devoted to increasing labor productivity—the sales 
generated by each store employee. Labor productivity is improved by effectively 
recruiting, selecting, training, and managing store employees so that they perform 
at high levels. 
    In addition to increasing labor productivity, store managers affect their stores’ 
profits by controlling costs. The major costs are compensation and benefits for 
employees. Store managers are responsible for controlling these costs by effi-
ciently scheduling labor. But store managers are also responsible for costs associ-
ated with operating and maintaining their buildings. Retailers are engaging in 
innovative cost-cutting initiatives that are also environmentally friendly. Another 
important retail cost-controlling activity is reducing inventory shrinkage resulting 
from shoplifting and employee theft. These cost-control issues are discussed at the 
end of the chapter. 
    Exhibit 16–2 outlines the steps in the management process that affect store em-
ployees’ productivity: (1) recruiting and selecting effective employees, (2) improving 
their skills through socialization and training, (3) motivating them to perform at 
higher levels, (4) evaluating them, and finally (5) compensating and rewarding 
them. 2  Store managers also need to develop employees who can assume more re-
sponsibility and be promoted to higher-level management positions. By developing 
subordinates, managers help both their firms and themselves. Effective subordi-
nates increase the retailer’s sales and reduce its cost. Store managers benefit be-
cause the firm is confident that there will be an effective replacement when the 
manager is considered for promotion. 

creasing labor productivity
educing maintenance and energy costs
educing inventory losses

ONTROLLING COSTS (Chapter 16)

playing merchandise and maintaining visual standards (Chapter 17)
rking with buyers
uggesting new merchandise

Buying merchandise
Planning and managing special events
Marking down merchandise

NAGING MERCHANDISE

OVIDING CUSTOMER SERVICE (Chapter 18)

JOHN ruiting and selecting
ializing and training
ivating

Evaluating and providing constructive feedback
Rewarding and compensating

NAGING STORE EMPLOYEES (Chapter 16)  EXHIBIT 16–1   
 Responsibilities of Store 
Managers  
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1. Recruit and
select employees

2. Socialize and train
 new employees

3. Motivate and
manage employees
to achieve store
performance goals

4. Evaluate employee
performance and
provide feedback

5. Compensate and
reward employees

  EXHIBIT 16–2    Steps in the Process of Managing Store Employees  

 RECRUITING AND SELECTING STORE EMPLOYEES 
     The first step in the employee management process is recruiting and selecting em-
ployees. To recruit employees effectively, store managers need to undertake a job 
analysis, prepare a job description, find potential applicants with the desired capa-
bilities, and screen the best candidates to interview. (Appendix 1A to Chapter 1 
describes the recruiting and selection process from the perspective of people inter-
ested in pursuing retail careers and applying for management trainee positions.)  

 Job Analysis 
 The    job analysis    identifies essential activities and is used to determine the quali-
fications of potential employees. For example, retail salespeople’s responsibilities 
vary from company to company and department to department within a store. 
Retail employees in self-service stores such as supermarkets and full-line discount 
stores typically help customers find merchandise, bring out and display merchan-
dise, and ring up sales. In contrast, employees who work in jewelry stores, high-
end apparel departments, or furniture stores get involved in a selling process that 
begins with finding out what customers want and then proposing solutions. The 
skill level required for employees involved in selling high-involvement merchan-
dise such as jewelry or a home entertainment system is much greater than that for 
employees who have limited interactions with customers. 
    Managers can obtain the information needed for a job analysis by observing 
employees presently doing the job and determining the characteristics of excep-
tional performers. Exhibit 16–3 lists some questions that managers use when un-
dertaking a job analysis of store employees. Information collected in the job 
analysis is then used to prepare a job description. 

  EXHIBIT 16–3   
 Questions for 
Undertaking a Job 
Analysis  

• How many salespeople will be working in the department at the same time?

• Do the salespeople have to work together in dealing with customers?

• How many customers will the salesperson have to work with at one time?

• Will the salesperson be selling on an open floor or working behind the counter?

• How much and what type of product knowledge does the salesperson need?

•  Does the salesperson need to sell the merchandise or just ring up the orders and provide information?

•  Is the salesperson required to make appointments with customers and develop a loyal customer base?

• Does the salesperson have the authority to negotiate price or terms of the sale?

• Does the salesperson need to demonstrate the merchandise?

• Will the salesperson be expected to make add-on sales?

• Is the salesperson’s appearance important? How should an effective salesperson look?

•  Will the salesperson be required to perform merchandising activities such as stocking shelves and 

 setting up displays?

• Whom will the salesperson report to?

• What compensation plan will the salesperson be working under?
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436 SECTION 1V Store Management

   Job Description 
 A    job description    includes (1) activities the employee needs to perform and (2) the 
performance expectations expressed in quantitative terms. The job description is a 
guideline for recruiting, selecting, training, and, eventually, evaluating employees.   

 Locating Prospective Employees 
 Staffing stores is becoming a critical problem because changing demographics are 
reducing the size of the labor pool. Some approaches being used by retailers to 
recruit applicants, in addition to placing ads in local newspapers and posting job 
openings on Web sites such as monster.com, are listed below.  

 Recruiting Minorities, Immigrants, and Older Workers   To increase the 
pool of potential applicants, retailers are aggressively pursuing minorities and 
older workers. Applications are being printed in Spanish as well as English. Some 
retailers are working with the American Association of Retired Persons (AARP) to 
match seniors with job openings at their companies. Retailing often is attractive to 
seniors because its flexibility in scheduling fits seniors’ lifestyle. In addition, some 
retailers pay health care benefits to part-time workers, an important consideration 
for seniors. 3   

    Partnering with Government Agencies   CVS and other retailers are 
partnering with the government to help it recruit the unemployed and former 
welfare recipients. 5  CVS also has developed partnerships around the country to 
improve recruiting, training, and retention. The company established seven 
Regional Learning Centers, colocated with local government employment of-
fices. For example, when the Washington, D.C., Department of Employment 
Services interviews people who match CVS’s qualifications, it sends them to the 
company for further talks. Selected people may be sent back to the one-stop 
center for training in a mock CVS store. After the store has completed a hire, 
the government still stays involved by helping connect new CVS employees 
with services such as transportation and child care that enable them to transi-
tion to work. The partnership among CVS and the government benefits all the 

parties: CVS staffs its stores, and the public sector moves people off the 
unemployment rolls.   

 Using Employees as Talent Scouts   Retailers often ask their own 
employees if they know someone the company could hire. For example, 
an employee might identify a particularly good sales associate when shop-
ping at another store or might know a customer who he or she believes 
would make a good employee. The women’s specialty store chain Chico’s, 
for instance, often hires its best customers because they already know and 
love the store’s merchandise and can relate to other customers like them. 

 Many retailers provide incentives for such referrals by employees. For 
example, at The Container Store, recruiting is part of everyone’s job. Em-
ployees get $500 for every full-time hire and $200 for every part-timer. 
All employees, from stockers to managers, carry recruiting cards to pull 
out when chatting with customers. The program is so successful that the 
company often goes six to eight months without placing a single classified 
advertisement. 6     

 Screening Applicants to Interview 
 The screening process matches applicants’ qualifications with the job de-
scription. Many retailers use automated prescreening programs as a low-
cost method of identifying qualified candidates. Applicants initially interact 
with a Web-enabled store kiosk or call a toll-free telephone number. 7  

  Home Depot and other retailers find 
that the productivity and commitment 
of older employees are higher than 
those of younger employees.  

 REFACT 
 B&Q, a U.K. home improve-
ment center, has opened a 
store staffed entirely by em-
ployees over 50—an experi-
ment that produced 18 
percent higher profits with 
six times less staff turnover 
than the average store in the 
chain. 4  

Lev30026_ch16_430-465.indd Page 436  11/2/10  1:23 PM user-f494Lev30026_ch16_430-465.indd Page 436  11/2/10  1:23 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles
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    For example, Finish Line, the athletic footware and apparel retailer, 
asks a series of questions of applicants in a prescreening process. The 
company has set up online applications for the initial interview through 
kiosks in its stores and on its Web site. By automating a portion of the 
application process, the retailer can select from a larger pool of applicants 
and allow managers to focus more on managing the store, not just inter-
viewing new applicants. More than 75 percent of applicants apply online, 
and 30 percent are eliminated in the automated portion of the interview. 
After implementing this automated application tool, Front Line’s average 
sales per hour for associates have increased from $112 to $135, and em-
ployee retention has increased by 9 percent. 8   

   Application Forms      Job application forms    contain information 
about the applicant’s employment history, previous compensation, rea-
sons for leaving his or her previous employment, education and training, 
personal health, and references. This information enables the manager to 
determine whether the applicant has the minimum qualifications, and it 
also provides information that is useful when the manager interviews the 
applicant.   

 References and Online Checks   A good way to verify the informa-
tion given on an application form is to contact the applicant’s references 
or do an online check. Contacting references is helpful for collecting ad-
ditional information from people who have worked with the applicant. In addi-
tion, store managers should check with former supervisors not listed as references 
and should not rely solely on references from colleagues or friends. Because peo-
ple are more likely to be frank in conversation, managers should always talk to 
the references, rather than relying on written opinions. Due to potential legal 
problems, however, many companies have a policy of not commenting on prior 
employees. 
  Store managers generally expect to hear favorable comments from an appli-
cant’s references or previous supervisors, even if they may not have thought highly 
of the applicant. One approach for reducing this positive bias is to ask the refer-
ence to rank the applicant relative to others in the same position. For example, the 
manager might ask, “How would you rate Pat’s customer service skill in relation to 
other retail sales associates you have worked with?” Another approach is to ask 
specific questions, rather than yes-or-no questions or vague “tell me about John” 
types of questions. 
  The Internet has become an excellent source of information on prospective 
employees. A quick look at someone’s Facebook entry can often reveal more 
about the person than a face-to-face interview. A Google search can also be use-
ful for finding out information that may not appear on the job application or 
emerge through contacts with references. 10  For instance, a search could reveal 
that an applicant was once involved in illegal or otherwise undesirable 
activities.  

    Testing   Intelligence, ability, personality, and interest tests can provide insights 
about potential employees. For example, intelligence tests yield data about the ap-
plicant’s innate abilities and can be used to match applicants with job openings and 
to develop training programs. However, tests must be scientifically and legally 
valid. They can be used only when the scores have been shown to be related to job 
performance. It is illegal to use tests that assess factors that are not job-related or 
that discriminate against specific groups. 
  Due to potential losses from theft, many retailers require that applicants take 
drug tests. Some retailers also use tests to assess applicants’ honesty and ethics. 
 Paper-and-pencil honesty tests include questions designed to find out if an applicant 

 Retailers are automating applicant 
screening by using kiosks in stores and 
on the Web. 

 REFACT 
 Over 44 percent of the 
résumés employers receive 
come from unqualified 
candidates. 9      

 REFACT 
 Of retailers, 71 percent 
check references as part 
of the selection process, 
54 percent do drug 
screening, and 43 percent 
use paper-and-pencil 
honesty tests. 11  
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438 SECTION 1V Store Management

has ever thought about stealing and if he or she believes other people steal (“What 
percentage of people take more than $1 from their employer?”).  

    Realistic Job Preview   Turnover declines when applicants understand both the 
attractive and unattractive aspects of the job. 13  Many retailers want their new hires 
to have previous retail experience. They have found that experience, even if the 
previous job was significantly different from the new opportunity, gives the ap-
plicant an appreciation for what a life in retailing is all about. Thus, retailing in-
ternships are mutually beneficial—the employee gains experience and gets a 
realistic view of what a more permanent job might entail, and the retailer gets ac-
cess to good talent that it may be able to hire in the future. 
  PetSmart, a pet supply category specialist, shows each applicant a 10-minute 
video that begins with the advantages of being a company employee and continues 
with scenes of employees dealing with irate customers and cleaning up animal 
droppings. This type of job preview typically screens out many applicants who 
would most likely quit within three months if they were hired.    

 Selecting Applicants 
 After screening applicants, the selection process typically involves a personal in-
terview. Because the interview is usually the critical factor in the hiring decision, 
the store manager needs to be well prepared and have complete control over the 
interview.  

 Preparation for the Interview   The objective of the interview is to gather 
relevant information, not simply to ask a lot of questions. The most widely used 
interview technique, called the  behavioral interview,  asks candidates how they have 
handled actual situations they have encountered in the past, especially situations 
requiring the skills outlined in the job description. For example, applicants apply-
ing for a job requiring that they handle customer complaints would be asked to 
describe a situation in which they were confronted by someone who was angry 
about something they had done. Candidates might be asked to describe the situa-
tion, what they did, and the outcomes of their actions. These situations also can be 
used to interview references for the applicants. 14  
  An effective approach to interviewing involves some predetermined questions 
but also allows some flexibility in question selections. Managers need to develop 
objectives for what they want to learn about the candidate. Each topic area cov-
ered in the interview starts with a broad question, such as “Tell me about your last 
job,” which is designed to elicit a lengthy response. The broad opening questions 
are followed by a sequence of more specific questions, such as “What did you 
learn from that job?” or “How many subordinates did you have?” Managers need 
to avoid asking questions that are discriminatory.   

 Managing the Interview   Exhibit 16–4 lists some questions the manager 
might ask. Here are some suggestions for questioning the applicant during the 
interview:  
  •   Encourage long responses by asking questions like “What do you know about 

our company?” rather than “How familiar are you with our company?”  
  •   Avoid asking questions that have multiple parts.  
  •   Avoid asking leading questions like “Are you prepared to provide good 

customer service?”  
  •   Be an active listener. Evaluate the information being presented and sort out 

the important comments from the unimportant ones. Some techniques for 
active listening include repeating or rephrasing information, summarizing the 
conversation, and tolerating silences.   

 REFACT 
 Drug use in the workplace 
costs U.S. companies more 
than $81 billion a year 
in turnover and lost 
productivity. 12  
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439Managing the Store CHAPTER 16

    Legal Considerations in Selecting and 
Hiring Store Employees 
 Heightened social awareness and government regulations emphasize the need to 
avoid discriminating against hiring people with disabilities, women, minorities, 
and older workers. Title VII of the Civil Rights Act prohibits discrimination on 
the basis of race, national origin, gender, or religion in company personnel prac-
tices. Discrimination is specifically prohibited in the following human resource 
decisions: recruitment, hiring, discharge, layoff, discipline, promotion, compensa-
tion, and access to training. In 1972, the act was expanded by the    Equal Employ-
ment Opportunity Commission (EEOC)    to allow employees to sue employers 
that violate the law. Several major retailers have been successfully sued because 
they discriminated in hiring and promoting minorities and women. 
       Discrimination    arises when a member of a protected class (women, minorities, 
etc.) is treated differently from nonmembers of that class (   disparate treatment   ) or 
when an apparently neutral rule has an unjustified discriminatory effect (   disparate 
impact   ). An example of disparate treatment occurs when a qualified woman does 
not receive a promotion given to a less qualified man. Disparate impact occurs, for 

What were your most and least favorite
subjects in college? Why?
What types of extracurricular activities did you
participate in? Why did you select those
activities?
If you had the opportunity to attend school all
over again, what, if anything, would you do
differently? Why?
How did you spend the summers during
college?
Did you have any part-time jobs? Which of
your part-time jobs did you find most
interesting? What did you find most difficult
about working and attending college at the
same time? What advice would you give to
someone who wanted to work and attend
college at the same time?
What accomplishments are you most
proud of?

What’s your description of the ideal manager?
Subordinate? Coworker?
What did you like most/least about your last job?
What kind of people do you find it difficult/easy
to work with? Why?
What has been your greatest accomplishment
during your career to date?
Describe a situation at your last job involving
pressure. How did you handle it?
What were some duties on your last job that
you found difficult?
Of all the jobs you’ve had, which did you find
the most/least rewarding?
What is the most frustrating situation you’ve
encountered in your career?
Why do you want to leave your present job?
What would you do if . . . ?
How would you handle . . . ?
What would you like to avoid in future jobs?
What do you consider your greatest
strength/weakness?
What are your responsibilities in your
present job?
Tell me about the people you hired on your last
job. How did they work out? What about the
people you fired?
What risks did you take in your last job, and
what were the results of those risks?
Where do you see yourself in three years?
What kind of references will your previous
employer give?
What do you do when you have trouble solving
a problem?

Do you have plans for having children/a family?
What are your marriage plans?
What does your husband/wife do?
What happens if your husband/wife gets transferred
or needs to relocate? 
Who will take care of your children while you’re at work?
(Asked of men) How would you feel about working
for a woman?
How old are you?
What is your date of birth?
How would you feel working for a person
younger than you? 
Where were you born?
Where were your parents born?
Do you have any handicaps?
As a handicapped person, what help are you going to
need to do your work?  
How severe is your handicap?
What’s your religion?  
What church do you attend? 
Do you hold religious beliefs that  would prevent you
from working on certain days of the week?
Do you feel that your race/color will be a
problem in your performing the job?
Are you of _____ heritage/race?

QUESTIONS THAT SHOULD NOT
BE ASKED PER EQUAL EMPLOYMENT

OPPORTUNITY GUIDELINES

PREVIOUS EXPERIENCE

  EXHIBIT 16–4    Interviewing Questions  
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instance, when a retailer requires high school graduation for all its employees, 
thereby excluding a larger proportion of disadvantaged minorities, when at least 
some of the jobs (e.g., custodian) could be performed just as well by people who did 
not graduate from high school. In such cases, the retailer is required to prove that 
the imposed qualification is actually needed to be able to perform the job. The    Age 
Discrimination in Employment Act    makes it illegal to discriminate in hiring and 
terminating people over the age of 40 years. 
    Finally, the    Americans with Disabilities Act (ADA)    opens up job opportunities 
for disabled individuals by requiring that employers provide accommodating work 
environments. A    disability    is any physical or mental impairment that substantially 
limits one or more of an individual’s major life activities or any condition that is re-
garded as being such an impairment. Although being HIV-positive does not limit 
any life activities, it may be perceived as doing so and is therefore protected as a dis-
ability. Similarly, extreme obesity may be either actually limiting or perceived as 
such and be protected as long as the obese person can perform the duties of the job.     

 ORIENTATION AND TRAINING PROGRAMS FOR 
NEW STORE EMPLOYEES  

 After hiring employees, the next step in developing effective employees (as Exhibit 
16–2 shows) is introducing them to the firm and its policies. Retailers want the 
people they hire to become involved, committed contributors to the firm’s suc-
cessful performance. Moreover, newly hired employees want to learn about their 
job responsibilities and the company they’ve decided to join.    

 Orientation Programs 
 Orientation programs are critical in socializing new employees and overcoming the 
differences in the employee’s previous and new roles. 16  For example, overcoming 
entry shock can be a problem for even the most knowledgeable and mature new 
employees. College students who accept management trainee positions often find 
significant differences between their student and their employee roles. Retailing 
View 16.1 describes some of these differences. 
    Orientation programs can last from a few hours to several weeks. The orientation 
and training program for new store employees might be limited to several hours 

 REFACT 
 It costs retailers more than 
$4,000 to replace a store 
employee. 15  

students might make several major decisions in a day when they 
discuss cases in class. These decisions are made and implemented 
in one class period, and then a new set of decisions is made and 
implemented in the next class. In a retail environment, strategic 
decisions evolve over a long time period. Most decisions, such as 
those regarding merchandise buying and pricing, are made with 
incomplete information. Store managers in real life often lack the 
extensive information provided in many business cases studied in 
class. Finally, there are long periods of time when store managers 
undertake mundane tasks associated with implementing deci-
sions and no major issues are being considered. Students typi-
cally don’t have these mundane tasks to perform. 

 Source: Professor Daniel Feldman, University of Georgia.  

 RETAILING VIEW    Transition from Student to 
Management Trainee 

  16.1 

 Many students have some difficulty adjusting to the demands of 
their first full-time job because student life and professional life 
are very different. Students typically “report” to three or four 
supervisors (professors), but the student selects new “supervi-
sors” every four months. In contrast, management trainees 
have limited involvement, if any, in selecting the one supervisor 
they’ll report to, often for several years. 
  Student life has fixed time cycles—one- to two-hour classes 
with a well-defined beginning and end. Retail managers, how-
ever, are involved in a variety of activities with varied time hori-
zons, ranging from having a five-minute interaction with a 
customer to implementing a plan to develop a sales associate 
into an assistant manager. 
  The decisions students encounter differ dramatically from 
the decisions retail managers encounter. For example, business 
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during which the new employee learns the retailer’s policies and procedures and 
how to use the POS terminal. Other retailers, like The Container Store, have a 
much more intensive training program. Selected by  Fortune  magazine as one of the 
best places to work, new Container Store employees go through a program called 
Foundation Week. 17  First, they receive a handbook and assignment before employ-
ment even begins. The first day of Foundation Week begins with the company phi-
losophy and a visit from the store manager. Employees immediately see this 
introduction as different from the traditional first day, which typically entails com-
pleting forms and learning where to park. Days 2 through 5 continue with hands-
on, on-the-floor training, including interaction with and instruction from various 
positions in the store. The culmination of Foundation Week is a ceremony during 
which the new employees finally receive their aprons, signifying their membership 
in this elite organization. The orientation process also continues past Foundation 
Week. Customer service is the company’s core competency, so every first-year, full-
time salesperson receives about 241 hours of training, compared with 8 hours in the 
retail industry on average. Training continues throughout an employee’s career. 
    Disney overhauled its orientation program to build emotional bonds rather 
than learn company policies and procedures. The program begins with current 
employees, referred to as  cast members,  discussing their earliest memories of Disney, 
their visions of great service, and their understanding of teamwork. Then trainers 
relate “magic moments” they have witnessed to emphasize that insignificant ac-
tions can have a big impact on a guest. For example, a four-year-old trips and falls, 
spilling his box of popcorn. The boy cries, the mother is concerned, and a cos-
tumed cast member, barely breaking stride, picks up the empty box, takes it to the 
popcorn stand for a refill, presents it to the child, and goes on his way. 
    The orientation program is just one element in the overall training program. It 
needs to be accompanied by a systematic follow-up to ensure that any problems 
and concerns arising after the initial period also are considered.   

 Training Store Employees 
 Effective training for new store employees includes both structured and on-the-
job learning experiences. 

  Structured Program   During a 
   structured training program    ,  new 
employees acquire the basic skills 
and knowledge they’ll need to do 
their job. For example, sales associ-
ates learn what the company policies 
are, how to use the point-of-sale ter-
minal, and how to perform basic 
selling skills. Stockroom employees 
learn procedures for receiving mer-
chandise. This initial training might 
be done in virtual or real classrooms 
or with manuals and correspondence 
distributed to the new employees. 
  Some larger firms are finding that 
structured programs using e-training 
over the Internet have some benefits 
over on-the-job training. For exam-
ple, there is greater consistency, be-
cause the training takes place with 
one rather than several supervisors. 
Costs are lower; once the system is 

  In this structured training program, newly hired Men’s Wearhouse salespeople learn 
about merchandise they will be selling.  

Lev30026_ch16_430-465.indd Page 441  11/2/10  1:23 PM user-f494Lev30026_ch16_430-465.indd Page 441  11/2/10  1:23 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



442 SECTION 1V Store Management

set up, there is no need for human instructors or travel, and employees can undertake 
the training whenever they want. It is efficient for organizing and launching major 
marketing and service programs nationwide and responding rapidly to market op-
portunities. In addition, virtual training has contributed to strengthening vendor re-
lationships. For example, many vendors provide briefings on new products to Best 
Buy so that store associates can learn about new product features and benefits. 
  The JCPenney e-training system uses one-way video with two-way audio and 
data exchange capability, which allows instructors to chat online with students 
during training programs. 18  Along with the presentations from the instructors, the 
training includes preclass and postclass testing to measure comprehension levels. 
Instructors also can break students into groups, in which they are given case stud-
ies and asked to make recommendations. 
  Nike’s training system for its store employees and retailers selling its merchandise 
is called Sports Knowledge Underground. 19  The layout for Sports Knowledge 
 Underground resembles a subway map, with different stations representing different 
training themes. As an example, Apparel Union Station branches off into the apparel 
technologies line, the running products line, and the Nike Pro products line. The 
Cleated Footwear Station offers paths to football, whereas the Central Station offers 
such broad lines as customer skills. Each segment is three to seven minutes long and 
gives the associate the basic knowledge he or she needs about various products. As 
new products are introduced each season, the training is updated, and Nike custom-
izes the program for each retailer if requested. When stores implement Sports 
Knowledge Underground, they see a 4 to 5 percent increase in sales. 
  However, structured training programs also need to be supplemented with on-
the-job training. New employees can learn about company policies and skills 
needed to perform their jobs, such as how to ring up orders on POS terminals, but 
they must be able to apply the information they have learned from structured 
training programs on the job.   

 On-the-Job Training   In    on-the-job training    ,  employees are assigned a job, 
given responsibilities, and coached by their supervisors. The best way to learn is to 
practice what is being taught. New employees learn by engaging in activities, mak-
ing mistakes, and then learning how not to make those mistakes again. 

 The outdoor equipment retailer Recreational Equipment Inc. (REI), for 
 instance, spends hours helping new salespeople spot the difference between trans-
actional customers, who want a specific product, and consultative customers, who 

want to chat about choices. 20  This knowl-
edge helps salespeople engage in produc-
tive selling interactions and provides a 
pleasant experience for customers. It 
would be difficult to teach this type of 
skill using a structured program.   

 Blended Approach   Because of the 
relative advantages of structured and on-
the-job training, many firms use a 
blended approach. Best Buy associates at-
tend two-and-a-half-hour, instructor-led 
training sessions as a team approximately 
once a month. 21  They meet in the stores 
before or after business hours to train on 
the latest products, services, drive times, 
and issues of concern to their depart-
ment. During this time, employees en-
gage in role-playing scenarios to practice 
interacting with customers and apply 

  This diagram outlines the product knowledge and company policies that 
store employees can acquire using Nike’s e-learning training solution, called 
Sports Knowledge Underground.  

Lev30026_ch16_430-465.indd Page 442  11/2/10  1:23 PM user-f494Lev30026_ch16_430-465.indd Page 442  11/2/10  1:23 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



443Managing the Store CHAPTER 16

what they’ve learned. Associates also complete e-learning courses available on 
their learning management system, which includes audio modules that allow as-
sociates to interact with products while listening to instruction through head-
phones and an interactive video game that allows associates to practice interacting 
with virtual customers.   

 Analyzing Successes and Failures   Every new employee makes mistakes. 
 Effective store managers provide an atmosphere in which sales associates can try 
out different approaches for providing customer service and selling merchandise. 
Store managers need to recognize that some of these new approaches are going to 
fail, and when they do, effective managers do not criticize the individual sales as-
sociate. Instead, they talk about the situation, analyze why the approach didn’t 
work, and discuss how the sales associate could avoid the problem in the future. 
Similarly, managers work with employees to help them understand and learn from 
their successes. For example, salespeople shouldn’t consider a large, multiple-item 
sale to be simply due to luck. They should be encouraged to reflect on the sale, 
identify their key behaviors that facilitated the sale, and then remember these sales 
behaviors for future use. 
  It’s important to help sales associates assign the right kinds of reasons for their 
performance. For example, some sales associates take credit for successes and 
blame the company, the buyers, or the merchandise for their failures. This ten-
dency to avoid taking responsibility for failures doesn’t encourage learning. When 
sales associates adopt this reasoning pattern, they aren’t motivated to change their 
sales behavior because they don’t take personal responsibility for losing a sale. 
  Managers can help sales associates constructively analyze their successes and fail-
ures by asking “why” questions that force them to analyze the reasons for effective 
and ineffective performance. To encourage learning, managers should get salespeo-
ple to recognize that they could have satisfied the customer if they had used a differ-
ent approach or been more persistent. When sales associates accept such 
responsibility, they’ll be motivated to search for ways to improve their sales skills.      

 MOTIVATING AND MANAGING STORE EMPLOYEES  
 After employees have received their initial training, managers need to work with 
them to help them meet their performance goals by being effective leaders and 
providing appropriate motivation (refer to Exhibit 16–2).  

 Leadership 
    Leadership    is the process by which one person attempts to influence another to 
accomplish some goal or goals. Store managers are leaders of their group of 
 employees. Managers use a variety of motivational techniques to increase produc-
tivity by helping employees achieve personal goals consistent with their firm’s 
objectives. 22   

 Leader Behaviors   Leaders engage in task performance and group mainte-
nance behaviors.    Task performance behaviors    are the store manager’s efforts to 
plan, organize, motivate, evaluate, and coordinate store employees’ activities. 
   Group maintenance behaviors    are the activities store managers undertake to 
make sure that employees are satisfied and work well together. These activities 
include considering employees’ needs, showing concern for their well-being, and 
creating a pleasant work environment.   

 Leader Decision Making   Store managers vary in how much they involve em-
ployees in making decisions.    Autocratic leaders    make all decisions on their own and 
then announce them to employees. They use the authority of their position to tell 
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employees what to do. For example, an autocratic store 
manager determines who will work in each area of the store, 
when they’ll take breaks, and what days they’ll have off. 

 In contrast, a    democratic leader    seeks information 
and opinions from employees and bases his or her deci-
sions on this information. Democratic store managers 
share their power and information with their employees. 
The democratic store manager asks employees where and 
when they want to work and makes schedules to accom-
modate those employee desires. 

   Leadership Styles   There is no one best leadership 
style. Effective store managers use all styles, selecting the 
style most appropriate for each situation. For example, a 
store manager might be autocratic and relations-oriented 
with an insecure new trainee but democratic and task- 
oriented with an effective, experienced employee. 

 The previous discussion and most of this chapter de-
scribe specific behaviors, activities, and programs that 
store managers use to influence their employees. But the 
greatest leaders and store managers go beyond influenc-
ing employee behaviors.    Transformational leaders    get 
people to transcend their personal needs for the sake of 
the group or organization. They generate excitement and 
revitalize organizations. 

 Transformational store managers create this enthusi-
asm in their employees through their personal charisma. 
They are self-confident, have a clear vision that grabs em-

ployees’ attention, and communicate this vision through words and symbols. 
 Finally, transformational leaders delegate challenging work to subordinates, have 
free and open communication with them, and provide personal mentoring to 
 develop subordinates. 
  Retailing View 16.2 examines the inherent difficulties of leading employees 
with diverse values. 

    Motivating Employees 
 Motivating employees to perform up to their potential 
may be store managers’ most important and challeng-
ing task. The following hypothetical situation illus-
trates some issues pertaining to employee motivation 
and evaluation. 

   After getting an associate’s degree at a local com-
munity college, Jim Taylor was hired for a sales posi-
tion at a department store in San Jose’s Eastridge Mall. 
The position offered firsthand knowledge of the firm’s 
customers, managers, and policies. Taylor was told that 
if he did well in this assignment, he could become a 
management trainee. 

   His performance as a sales associate was average. Af-
ter observing Taylor on the sales floor, his manager, Jen-
nifer Chen, felt that he was effective only when working 
with customers like himself: young, career-oriented 
men and women. To encourage Taylor to sell to other 
types of customers, Chen reduced his fixed salary and 
increased his commission rate. She also reviewed 
 Taylor’s performance goals with him. 

  The manager of this Sandy Hill, Utah, Shopko store is a 
democratic leader who holds meetings to keep employees 
informed about company and store activities. He 
encourages them to make suggestions about improving 
store performance.  

  The Sears manager builds morale and motivates her sales 
associates by holding “ready meetings” before the store 
opens. At this meeting, the manager is discussing approaches 
for improving customer service.  
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    Taylor now feels a lot of pressure to increase his sales level. He’s beginning to 
dread coming to work in the morning and is thinking about getting out of retail-
ing and working for a bank. 
    In this hypothetical situation, Chen focused on increasing Taylor’s motivation 
by providing more incentive compensation. In discussing this illustration, we’ll 
examine the appropriateness of this approach versus other approaches for improv-
ing Taylor’s performance. 

   Setting Goals or Quotas 
 Employee performance improves when employees feel that (1) their efforts will en-
able them to achieve the goals set for them by their managers and (2) they’ll receive 
rewards they value if they achieve their goals. Thus, managers can motivate employ-
ees by setting realistic goals and offering rewards that employees want. 23  
    For example, Jennifer Chen set specific selling goals for Jim Taylor when he 
started to work in her department. Taylor, like other store sales associates, has goals 
in five selling areas: sales per hour, average size of each sale, number of multiple-
item (add-on) sales, number of preferred clients, and number of appointments 
made with preferred clients. (   Preferred clients    are customers whom salespeople 
communicate regularly with, send notes or e-mails to about new merchandise and 
sales in the department, and make appointments with for special presentations of 

 RETAILING VIEW   Should Managers Make Them Do It?   16.2 
 In an increasingly diverse work environment, it 
is likely that conflict will arise among manage-
ment, individual managers, and employees. Both 
Walmart and Kroger recently made headlines 
because a staff pharmacist refused to dispense 
the Plan B “morning after” contraceptive pill, 
which he said ran counter to his religious be-
liefs. In another situation, Muslims who work at 
grocery checkouts in a Target supercenter said 
their strict interpretation of the Koran prohib-
ited their handling of pork products or even 
packaged pork products. So they refused to 
touch, scan, or bag products that contained any 
pork. 
  Do managers have the right or the corpo-
rate responsibility to force employees to take 
actions that are contrary to their beliefs, even if 
they are within the law? Should the pharmacist 
or the checkout clerks cast aside their per-
sonal beliefs to do the job they have otherwise 
voluntarily been hired to do? 
  These questions have no clear answer, but it is the retailers’ 
responsibility to attempt to foster the values of their employ-
ees and, at the same time, be able to conduct normal business 
and satisfy their customers. The U.S. Food and Drug Adminis-
tration (FDA) has helped solve the contraceptives conflict by 
ruling that the Plan B pill can be dispensed without a prescrip-
tion to women over the age of 18 years but requiring that it be 
kept behind the counter to prevent underage girls from gaining 
access to it without a parent’s permission. Retailers therefore 
have more flexibility in handling the situation, because an em-
ployee who is not morally opposed to the product can conduct 
the transaction. Although the practicality of the solution is not 
as clear, Target could also have other employees step in and 

help in situations in which Muslim checkout clerks cannot han-
dle pork. 
  What would you do if you were faced with these or similar 
ethically sensitive situations? 

 Sources: Lolita Mancheno-Smoak, Grace M. Endres, Rhonda Potak, and 
Yvonne Athanasaw, “The Individual Cultural Values and Job Satisfaction 
of the Transformational Leader,”  Organization Development Journal  27 
(Fall 2009), pp. 9–22; Curt Woodward, “Court: Druggists May Deny 
Emergency Pill,”  Associated Press,  November 12, 2007; Kevin Coupe, 
“We Are the World,”  Chain Store Age , May 2007; Chris Serres and Matt 
McKinney, “Customer Service and Faith Clash at Registers,”  Star Tribune,  
March 12, 2007.  

  Store managers often have to resolve conflicts between company policies and 
the cultural and ethical vales of store employees.  
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merchandise—the upper-tier customer discussed in Chapter 11.) In addition to be-
ing evaluated on their selling goals, salespeople are evaluated on the overall depart-
ment shrinkage due to stolen merchandise, the errors they make in using the POS 
terminal, and their contribution to maintaining the department’s appearance. 

   Chen also designed a program for Taylor’s development as a sales associate. 
The activities she outlined over the next six months required Taylor to attend 
classes to improve his selling skills. Chen needs to be careful in setting goals for 
Taylor though. If she sets the goals too high, he might become discouraged, feel 
the goals are unattainable, and thus not be motivated to work harder. However, if 
she sets the goals too low, Taylor can achieve them easily and won’t be motivated 
to work to his full potential. 

   Rather than setting specific goals for each salesperson, this retailer uses the aver-
age performance for all salespeople as its goal. However, goals are most effective at 
motivating employees when they’re based on the employee’s experience and confi-
dence. Experienced salespeople have confidence in their abilities and should have 
“stretch” goals (high goals that will make them work hard). New salespeople need 
lower goals that they have a good chance of achieving. The initial good experience 
of achieving and surpassing goals builds new salespeople’s confidence and moti-
vates them to improve their skills. The use of rewards to motivate employees is 
discussed later in this chapter.   

 Maintaining Morale 
 Store morale is important in motivating employees. Typically, morale goes up 
when things are going well and employees are highly motivated. But when sales 
aren’t going well, morale tends to decrease and employee motivation declines. 
Some approaches used to build morale are:  
  •   Holding storewide or department meetings before the store opens, during 

which managers pass along information about new merchandise and programs 
and solicit opinions and suggestions from employees.  

  •   Educating employees about the firm’s finances, setting achievable goals, and 
throwing a party when the goals are met.  

  •   Dividing the charity budget by the number of employees and inviting employees 
to suggest how their “share” should be used.  

  •   Creating stickers that tell customers that this sandwich was “wrapped by Roger” 
or this dress was “dry cleaned by Sarah.”  

  •   Giving every employee a business card with the company mission printed on 
its back.   

    For example, one store manager used real-time sales data collected in her firm’s 
information system (see Chapter 10) to build excitement among her employees. 
On the first day of the Christmas season, she wrote $3,159 on a blackboard in the 
store. That was the store’s sales during the first day of the Christmas season last 
year. She told her sales associates that beating that number was not enough; she 
wanted to see a 36 percent increase, the same sales increase the store achieved 
over the previous Christmas season. 
    By setting financial objectives and keeping sales associates informed of up-to-
the-minute results, managers can convert an eight-hour shift of clock watchers 
into an excited team of racers. All day, as customers come and go, sales associates 
take turns consulting the backroom computer that records sales from the store’s 
POS terminals. Retailing View 16.3 describes the distinct efforts that may be 
 required to motivate various generational cohorts. 

   Sexual Harassment 
 Sexual harassment is an important issue in terms of the productivity of the work 
environment. Managers must avoid, and make sure that store employees avoid, 
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any actions that are, or can be interpreted as, sexual harassment. Otherwise, the 
retailer and the manager may be held liable for the harassment. The EEOC guide-
lines define    sexual harassment    as a form of gender discrimination, as follows:  

 Unwelcome sexual advances, requests for sexual favors, and other verbal or physical 
conduct of a sexual nature constitutes sexual harassment when . . . submission to or 
rejection of such conduct by an individual is used as a basis for employment decisions 
affecting such individual, or . . . such conduct has the purpose or effect of unreason-
ably interfering with an individual’s work performance or creating an intimidating, 
hostile, or offensive working environment.  

 RETAILING VIEW   Motivating Different Generational Cohorts   16.3 
 The major generational cohorts working in re-
tail stores include baby boomers (born be-
tween 1946 and 1960), Generation X (born 
1961–1979), and Generation Y (1980–present). 
Because employees in each of these age co-
horts grew up in different environments, they 
need to be managed and motivated differently. 
  Baby boomers grew up during a period of 
economic growth, which has given them great 
expectations of success. Thus, they typically are 
optimistic and self-motivated. They feel that they 
will earn rewards if they work hard enough. 
Baby boomers tend to recognize the authority 
and expertise of their superiors and undertake 
tasks they are asked to do without questioning 
their superiors. 
  Generation X employees generally perceive 
corporations as less supportive, largely because 
of the experiences of their parents when eco-
nomic problems arose. They often are skeptical 
about the firms they work for, and their loyalty 
to their employer is limited. Instead, they are more concerned 
about job security and being treated fairly. In turn, they typically 
desire a more informal and flexible work environment instead 
of one that embraces a hierarchical authority. Generation Y is 
the first in history to have lived their entire lives with informa-
tion technology. It is not easy for them to even understand a 
world without it. Their childhood was comfortable and pros-
perous, making them more individualistic than earlier genera-
tions. Although they demand autonomy in their opinions and 
behavior, they also remain very interested in social relation-
ships with their managers and coworkers. 
  Employees in this age cohort generally are not motivated by 
an inherent loyalty to their employer but, rather, develop high 
expectations for themselves and want to work for managers 
who will help them grow and develop their professional skills. 
These younger workers thus are transforming the workplace 
from the “get rich quick” attitude of the 1990s to a culture of 
empowerment and contribution. At the end of the day, they 
want to feel as though they are part of something essential and 
that they have contributed to its achievement. A key to man-
aging this generation, therefore, is to create excitement about 
the company’s achievements and, even more important, to help 
them recognize their role in accomplishing that mission. 

 Generation Y employees want a role in the decision-making 
process. Meetings shouldn’t be just a method of broadcasting 

decisions that already have been made. Rather, meetings should 
be considered two-way communication opportunities, forums 
for asking other employees to contribute their ideas and letting 
them know that their contribution is not only welcome but 
valued and carefully considered. 
  Generation Y employees also want their managers to be 
mentors, not taskmasters. Unlike their parents, who may have 
found fulfillment in a steady paycheck, the new-generation em-
ployees want a relationship with someone they feel understands 
them and their goals. Young people don’t want to show up every 
day to just do the same thing. They look for meaning—in their 
work, in their lives, and in their interactions with their bosses. 
An important component of mentoring requires that managers 
know their employees and understand their goals. One person’s 
goal might be to express herself creatively in her job, whereas 
another person might aspire to a specific position in the organi-
zation or industry. 

 Sources: Brude Tugan,  Not Everyone Gets a Trophy: How to Manage Gen-
eration Y  (San Francisco: Jossey-Bass, 2009); Haejung Kim, Dee K. Knight, 
and Christy Crutsinger, “Generation Y Employees’ Retail Work Experi-
ence: The Mediating Effect of Job Characteristics,”  Journal of Business 
Research  62 (May 2009), pp. 548–556; “Dueling Age Groups in Today’s 
Workforce: From Baby Boomers to Generations X and Y,”  Knowledge@
Wharton , April 22, 2007.  

  These Generation Y store employees want to feel they are involved in making 
decisions that affect their store’s and their personal performance.  
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   An appropriate procedure for dealing with a sexual harass-
ment allegation is outlined below:   

     Step 1:  Establish and post an anti-sexual harassment policy, 
including a complaint procedure outside the normal super-
visory channels. Supervisors are often accused of sexual 
harassment.   
    Step 2:  If a complaint is made, always treat it seriously.   
     Step 3:  Get information from the alleged victim. Ask ques-
tions like these:  
  •   Tell me what happened. Who was involved?  
  •   What did the harasser do and say?  
  •   When did this happen? If this wasn’t the first time, when 

has it happened before?  
  •   Where did it happen?  
  •   Were there any witnesses?  
  •   Have you told anyone else about this or these 

instances?  
  •   Has anyone else been the object of harassment?  
  •   How did you react to the harasser’s behavior?  
  •   Would you care to speak with someone else: another 

member of management, the personnel department, or 
the company employment assistance plan person?     

    Step 4:  Document the meeting with the alleged victim.   
    Step 5:  Inform the human resource department or the next-higher level of 
company management of the complaint and of the meeting with the alleged 
victim. 24    

  Tolerating sexual harassment 
can significantly decrease 
labor productivity and 
employee morale.  

     EVALUATING STORE EMPLOYEES AND 
PROVIDING FEEDBACK  

 The fourth step in the management process (Exhibit 16–2) is evaluating and 
providing feedback to employees. The objective of the evaluation process is to 
identify the employees who are performing well and those who aren’t. On the 
basis of the evaluation, high-performing employees should be rewarded and 
considered for positions with greater responsibility. Plans need to be developed 
to increase the productivity of employees performing below expectations. 
Should poor performers be terminated? Do they need additional training? What 
kind of training do they need? 25   

 Who Should Do the Evaluation? 
 In large retail firms, the evaluation system is usually designed by the human re-
source department. But the evaluation itself is done by the employee’s immediate 
supervisor—the manager who works most closely with the employee. For exam-
ple, in a discount store, the department manager is in the best position to observe 
a sales associate in action and understand the reasons for the sales associate’s per-
formance. The department manager also oversees the recommendations that 
come out of the evaluation process. Inexperienced supervisors are often assisted by 
a senior manager in evaluating employees.   
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 How Often Should Evaluations Be Made? 
 Most retailers evaluate employees annually or semiannually. Feedback from 
evaluations is the most effective method for improving employee skills. Thus, 
evaluations should be done more frequently when managers are developing 
 inexperienced employees’ skills. However, frequent formal evaluations are time-
consuming for managers and may not give employees enough time to respond 
to suggestions before the next evaluation. Effective managers supplement formal 
evaluations with frequent informal ones. For example, Jennifer Chen should 
work with Jim Taylor informally and not wait for the formal six-month evalua-
tion. The best time for Chen to provide this informal feedback is immediately 
after she has obtained, through observations or reports, positive or negative 
 information about Taylor’s performance.   

 Format for Evaluations 
 Evaluations are only meaningful if employees know what they’re required to do, 
the expected level of performance, and how they’ll be evaluated. Exhibit 16–5 
shows a specialty retailer’s criteria for evaluating sales associates. 
    In this case, the employee’s overall evaluation is based on subjective evaluations 
made by the store manager and assistant managers. It places equal weight on indi-
vidual sales/customer relations activities and activities associated with overall store 
performance. By emphasizing overall store operations and performance, the 
 assessment criteria motivate sales associates to work together as a team. 
    The criteria used at the department store to evaluate Jim Taylor are objective sales 
measures based on point-of-sale data, not subjective measures like those used by the 
specialty store. Exhibit 16–6 summarizes Taylor’s formal six-month evaluation. The 

  EXHIBIT 16–5    Factors Used to Evaluate Sales Associates at a Specialty Store  

50%
SALES/CUSTOMER RELATIONS
1. Greeting. Approaches customers

within 1 to 2 minutes with a smile
and friendly manner. Uses open-
ended questions. 

2. Product knowledge. Demonstrates 
knowledge of product, fit, shrinkage
and price and can relay this
information to the customer.

25%
OPERATIONS
1. Store appearance. Demonstrates an eye for

detail (color and finesse) in the areas of display,
coordination of merchandise on tables, floor
fixtures, and wall faceouts. Takes initiative in
maintaining store presentation standards.

2. Loss prevention. Actively follows all loss
prevention procedures.

3. Suggests additional merchandise.
Approaches customers at fitting
room and cash/wrap areas.

4. Asks customers to buy and reinforc
decisions. Lets customers know
they’ve made a wise choice and
thanks them.

3. Merchandise control and handling.
Consistently achieves established requirements
in price change activity, shipment processing,
and inventory control.

4. Cash/wrap procedures. Accurately and efficiently
follows all register policies and cash/wrap
procedures.

25%
COMPLIANCE
1. Dress code and appearance. Complies with dress

code. Appears neat and well groomed. Projects 
current fashionable store image.

2. Flexibility. Able to switch from one assignment
to another, open to schedule adjustments. Shows
initiative, awareness of store priorities and needs.

3. Working relations. Cooperates with other
employees, willingly accepts direction and
guidance from management. Communicates
to management.
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evaluation form lists results for various factors in terms of both what’s considered 
average performance for company salespeople and Taylor’s actual performance. His 
department has done better than average on shrinkage control, and he has done well 
on system errors and merchandise presentation. However, his sales performance is 
below average, even though he made more than the average number of presentations 
to preferred customers. These results suggest that Taylor’s effort is good but his sell-
ing skills may need improvement. 

   Evaluation Errors 
 Managers can make evaluation errors when they first form an overall opinion of 
the employee’s performance and then allow this opinion to influence their ratings 
of each performance factor. For example, a store manager might feel that a sales-
person’s overall performance is below average and then rate the salesperson as 
below average on selling skills, punctuality, appearance, and stocking. When an 
overall evaluation casts such a halo on multiple aspects of a salesperson’s perfor-
mance, the evaluation is no longer useful for identifying specific areas that need 
improvement. 
    In making evaluations, managers are often unduly influenced by recent events 
and their evaluations of other salespeople. For example, a manager might re-
member a salesperson’s poor performance with a customer the day before and 
forget the salesperson’s outstanding performance over the past three months. 
Similarly, a manager might be unduly harsh in evaluating an average salesperson 
just after completing an evaluation of an outstanding salesperson. Finally, man-
agers have a natural tendency to attribute performance (particularly poor per-
formance) to the salesperson and not to the environment in which the 
salesperson is working. When making evaluations, managers tend to underem-
phasize effects of external factors on the department, such as merchandise and 
competitors’ actions. 
    The department store’s evaluation of sales associates (Exhibit 16–6) avoids 
many of these potential biases because most of its ratings are based on objective 
data. In contrast, the specialty store evaluation (Exhibit 16–5) considers a wider 
range of activities but uses more subjective measures of performance. Because 
subjective information about specific skills, attitudes about the store and custom-
ers, interactions with coworkers, enthusiasm, and appearance aren’t used in the 
department store’s evaluation, performance on these factors might not have been 
explicitly communicated to Jim Taylor. The subjective characteristics in the spe-
cialty store evaluation are more prone to bias, but they also might be more helpful 
to salespeople as they try to improve their performance. To avoid bias when mak-
ing subjective ratings, managers need to observe performance regularly, record 
their observations, avoid evaluating many salespeople at one time, and remain 
conscious of the various potential biases.     

  EXHIBIT 16–6   
 Summary of Jim Taylor’s 
Six-Month Evaluation  

 Average Performance Actual

 for Sales Associates Performance

 in Department for Jim Taylor

Sales per hour $75 $65

Average amount per transaction $45 $35

Percentage multiple transactions 55% 55%

Number of preferred customers 115 125

Number of preferred customer appointments 95 120

Departmental shrinkage 2.00% 1.80%

Systems errors 10 2

Merchandise presentation (10-point scale) 5 8
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 COMPENSATING AND REWARDING STORE EMPLOYEES  
 The fifth and final step in improving employee productivity (Exhibit 16–2) is com-
pensating and rewarding employees. Store employees receive two types of rewards 
from their work: extrinsic and intrinsic.    Extrinsic rewards    are rewards provided by 
either the employee’s manager or the firm, such as compensation, promotion, and 
recognition.    Intrinsic rewards    are rewards employees get personally from doing 
their job well. For example, salespeople often like to sell because they think it’s 
challenging and fun. Of course, they want to be paid, but they also find it rewarding 
to help customers and make sales. 26   

 Extrinsic Rewards 
 Managers can offer a variety of extrinsic rewards to motivate employees. 27  How-
ever, store employees don’t all seek the same rewards. For example, some sales-
people want more compensation; others strive for a promotion in the company or 
public recognition of their performance. Jim Taylor wants a favorable evaluation 
from his manager so that he can enter the management training program. Part-
time salespeople often take a sales job to get out of the house and meet people. 
Their primary work objective isn’t to make money. 
    Because of these different needs, managers may not be able to use the same re-
wards to motivate all employees. Large retailers, however, find it hard to develop 
unique reward programs for each individual. One response is to offer    à la carte 
plans    that give effective employees a choice of rewards for their good performance. 
For example, salespeople who achieve their goals could choose a cash bonus, extra 
days off, or a better discount on merchandise sold in the store. This type of com-
pensation plan enables employees to select the rewards they want. Recognition is 
another important nonmonetary extrinsic reward for many employees. Although 
telling employees they’ve done a job well is appreciated, it’s typically more reward-
ing for them when their good performance is recognized publicly. In addition, pub-
lic recognition can motivate all store employees, not just the star performers, 
because it demonstrates management’s interest in rewarding employees. 
    Most managers focus on extrinsic rewards to motivate employees. For example, 
a store manager might provide additional compensation if a salesperson achieves a 
sales goal. However, an emphasis on extrinsic rewards can make employees lose 
sight of their job’s intrinsic rewards. Employees can begin to feel that their only 
reason for working is to earn money and that the job isn’t fun.   

  Benefits   Benefits are often more important to employees than financial com-
pensation. For example, an employee survey conducted by Burgerville, a quick-
service restaurant chain headquartered in Vancouver, Washington, revealed that 
the number-one concern of the chain’s employees was affordable health care. So 
Burgerville made a sizable bet, approximately $1.5 million, that it could increase 
employee retention and commitment by offering affordable health care. And the 
bet paid off. Under Burgerville’s plan, employees who have been with the com-
pany for at least six months and worked 20 hours a week are eligible for health 
insurance. It costs each employee $15 per month, or $90 monthly for family cov-
erage. Before Burgerville implemented the plan, turnover rates hovered around 
125 percent. One year after the new initiative went into effect, turnover dropped 
to 54 percent and held steady at that level. Productivity and employee confidence 
are up, absenteeism is down, and, by reducing turnover, Burgerville has saved 
more than $500,000 that it would have had to invest in recruiting and training. 28   

 Intrinsic Rewards 
 Note that Jennifer Chen tried to motivate Jim Taylor by using extrinsic rewards 
when she linked his compensation to how much he sold. This increased emphasis 

Lev30026_ch16_430-465.indd Page 451  11/2/10  1:24 PM user-f494Lev30026_ch16_430-465.indd Page 451  11/2/10  1:24 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



452 SECTION 1V Store Management

on financial rewards may be one reason Taylor 
now dreads coming to work in the morning. He 
might not think his job is fun anymore. 

   When employees find their jobs intrinsically 
rewarding, they’re motivated to learn how to do 
them better. They act like a person playing a 
video game: The game itself is so interesting that 
the player gets rewards from just trying to master 
it. For example, at a high-fashion, music-inspired 
apparel store, employees are intrinsically re-
warded by getting involved. Because trends 
change so quickly, the company encourages store 
associates to call the buyers after they come back 
from a club or a concert to tell them what every-
one is wearing. The associates thus feel appreci-
ated and involved.  

 Contests   Another approach to making work 
fun is to hold contests with relatively small prizes. 
Contests are most effective when everyone has a 
chance to win. Contests in which the best sales-
people always win aren’t exciting and may even 
be demoralizing. 

 For example, consider a contest in which a 
playing card is given to salespeople for each men’s 

suit they sell during a two-week period. At the end of two weeks, the best poker 
hand wins. This contest motivates all salespeople during the entire period of the 
contest. A salesperson who sells only four suits can win with four aces. Contests 
should be used to create excitement and make selling challenging for everyone, 
not to pay the best salespeople more money.   

 Job Enrichment   Experienced employees  often lose interest in their jobs. 
 Extrinsic rewards, such as pay or promotion, may not be particularly motivating 
because the employees might be satisfied with their present income and job 
 responsibilities. But these employees can be motivated by intrinsic rewards pre-
sented as job enrichment.    Job enrichment    is the redesign of a job to include a 
greater range of tasks and responsibilities. For example, an experienced sales as-
sociate who has lost some interest in his or her job could be given responsibility 
for merchandising a particular area, training new salespeople, or planning and 
managing a special event.    

 Compensation Programs 
 The objectives of a compensation program are to attract and keep good employ-
ees, motivate them to undertake activities consistent with the retailer’s objectives, 
and reward them for their effort. In developing a compensation program, the store 
manager must strike a balance between controlling labor costs and providing 
enough compensation to keep high-quality employees. 
    A compensation plan is most effective for motivating and retaining employees 
when the employees feel that the plan is fair and that their compensation is related 
to their efforts. In general, simple plans are preferred to complex plans. Simple 
plans are easier to administer, and employees have no trouble understanding them.  

 Types of Compensation Plans   Retail firms typically use one or more of the 
following compensation plans: straight salary, straight commission, salary plus 
commission, and quota-bonus. 

    Public recognition programs 
make employees feel they 
are appreciated and 
motivate them to improve 
their performance. 
Marshalls stores that deliver 
exceptional customer service 
are recognized by the “All-
Star Award,” which includes a 
plaque to hang in the store.  
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  With    straight salary compensation    ,  salespeople or managers receive a fixed 
amount of compensation for each hour or week they work. For example, a sales-
person might be paid $12 an hour or a department manager $1,000 a week. This 
plan is easy for the employee to understand and for the store to administer. Un-
der a straight salary plan, the retailer has flexibility in assigning salespeople to 
different activities and sales areas. For example, salaried salespeople will under-
take nonselling activities, such as stocking shelves, and won’t be upset if they’re 
transferred from a high-sales-volume department to a low-sales-volume 
department. 
  The major disadvantage of the straight salary plan is employees’ lack of imme-
diate incentives to improve their productivity. They know their compensation 
won’t change in the short run, whether they work hard or slack off. Another disad-
vantage for the retailer is that a straight salary becomes a fixed cost that the firm 
incurs even if sales decline. 
     Incentive compensation plans    reward employees on the basis of their pro-
ductivity. Many retailers now use incentives to motivate greater sales productivity 
by their employees. 29  With some incentive plans, a salesperson’s income is based 
entirely on commission—called a    straight commission    .  For example, a salesper-
son might be paid a commission based on a percentage of sales made minus mer-
chandise returned. Normally, the percentage is the same for all merchandise sold 
(such as 7 percent of sales). But some retailers use different percentages for differ-
ent categories of merchandise (such as 4 percent for low-margin items and 
10 percent for high-margin items). Different percentages provide additional in-
centives for salespeople to sell specific items. Typically, the compensation of sales-
people selling high-priced items such as men’s suits, cars, furniture, and appliances 
is based largely on their commissions. 
  Incentive plans also may include a fixed salary plus a commission on total sales 
or a commission on sales over quota. For example, a salesperson might receive a 
salary of $200 per week plus a commission of 2 percent on all sales over a quota of 
$50 per hour. 
  Incentive compensation plans are a powerful motivator for salespeople to sell 
merchandise, but they have a number of disadvantages. For example, it’s hard to 
get salespeople who are compensated totally by commission to perform nonselling 
activities. Understandably, they’re reluctant to spend time stocking shelves when 
they could be making money by selling. Also, salespeople will concentrate on the 
more expensive, fast-moving merchandise and neglect other merchandise. Sales 
incentives can also discourage salespeople from providing services to customers. 
Finally, salespeople compensated primarily by incentives don’t develop loyalty to 
their employer. The employer doesn’t guarantee them an income, so they feel no 
obligation to the firm. 
  Under a straight commission plan, salespeople’s incomes can fluctuate from 
week to week, depending on their sales. Because retail sales are seasonal, sales-
people might earn most of their income during the Christmas season but much 
less during the summer months. To provide a more steady income for salespeople 
who are paid by high-incentive plans, some retailers offer a    drawing account    .  
With a drawing account, salespeople receive a weekly check based on their esti-
mated annual income, and commissions earned are credited against the weekly 
payments. Periodically, the weekly draw is compared with the commissions earned. 
If the draw exceeds the earned commissions, the salespeople return the excess 
money they’ve been paid and their weekly draw is reduced. If the earned commis-
sions exceed the draw, salespeople are paid the difference. 
  Quotas are often used with compensation plans. A    quota    is a target level used 
to motivate and evaluate performance. Examples might include sales per hour for 
salespeople or maintained margin and inventory turnover for buyers. For depart-
ment store salespeople, selling quotas vary across departments due to differences 
in sales productivity levels. 
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  A    quota-bonus plan    provides sales associates with a bonus when their perfor-
mance exceeds their quota. A quota-bonus plan’s effectiveness depends on setting 
reasonable, fair quotas, but this can be hard to do. Usually, quotas are set at the 
same level for everyone in a department, yet salespeople in the same department 
may have different abilities or face different selling environments. For example, in 
the men’s department, salespeople in the suit area have much greater sales poten-
tial than salespeople in the accessories area. Newly hired salespeople might have a 
harder time achieving a quota than more experienced salespeople. Thus, a quota 
based on average productivity may be too high to motivate the new salesperson 
and too low to motivate the experienced salesperson effectively. Quotas should be 
developed for each salesperson on the basis of his or her experience and the nature 
of the store area in which he or she works. 30  
  To encourage employees in a department or store to work together, some re-
tailers provide additional incentives based on the performance of the depart-
ment or store as a whole. For example, salespeople might be paid a commission 
based on their individual sales and then receive additional compensation accord-
ing to the amount of sales over plan, or quota, generated by all salespeople in the 
store. The group incentive encourages salespeople to work together in their 
nonselling activities and while handling customers so that the department sales 
target will be achieved. 31    

 Designing the Compensation Program   A compensation program’s two 
elements are the amount of compensation and the percentage of compensation 
based on incentives. Typically, market conditions determine the amount of 
compensation. When economic conditions are good and labor is scarce, retail-
ers pay higher wages. Retailers that hire inexperienced salespeople pay lower 
wages than those that recruit experienced salespeople with good skills and 
abilities. 
  Incentive compensation is most effective when a salesperson’s performance can 
be measured easily and precisely. It’s difficult to measure individual performance 
when salespeople work in teams or must perform a lot of nonselling activities. 
Retailers can easily measure a salesperson’s actual sales, but it’s hard to measure 
her or his customer service or merchandising performance. 
  When the salesperson’s activities have a great impact on sales, incentives can 
provide additional motivation. For example, salespeople who are simply cashiers 
have little effect on sales and thus shouldn’t be compensated with sales incentives. 
However, incentives are appropriate for salespeople who provide a lot of infor-
mation and assistance about complex products, such as designer dresses or stereo 
systems. Incentives are less effective with inexperienced salespeople, who are less 
confident in their skills, because they inhibit learning and thereby can cause 
 excessive stress. 
  Finally, compensation plans in which too much of the incentive is based on 
sales may not promote good customer service. Salespeople on commission be-
come interested in selling anything they can to customers, but they aren’t willing 
to spend time helping customers buy the merchandise they need. They tend to 
stay close to the cash register or the dressing room exits so that they can ring up a 
sale for a customer who’s ready to buy.   

 Setting the Commission Percentage   Assume that a specialty store manager 
wants to hire experienced salespeople. To get the type of person she wants, she 
feels she must pay $12 an hour, and her selling costs are budgeted at 8 percent of 
sales. With compensation of $12 an hour, salespeople need to sell $150 worth of 
merchandise every hour ($12 divided by 8 percent) for the store to keep within its 
sales cost budget. The manager believes the best compensation would be one-
third salary and two-thirds commission, so she decides to offer a compensation 
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plan consisting of a $4-an-hour salary (33 percent of $12) and a 5.33 percent com-
mission on sales. If salespeople sell $150 worth of merchandise an hour, they’ll 
earn $12 an hour ($4 an hour in salary plus $150 multiplied by 5.33 percent, which 
equals $8 an hour in commission).    

 Legal Issues in Compensation 
 The    Fair Labor Standards Act    of 1938 set minimum wages, maximum hours, 
child labor standards, and overtime-pay provisions. Enforcement of this law is 
particularly important to retailers because they hire many low-wage employees 
and teenagers and ask their employees to work long hours. 
    The    Equal Pay Act    ,  now enforced by the EEOC, prohibits unequal pay for 
men and women who perform equal work or work of comparable worth.  Equal 
work  means that the jobs require the same skills, effort, and responsibility and 
are performed in the same working environment.  Comparable worth  implies that 
men and women who perform different jobs of equal worth should be compen-
sated the same. Differences in compensation are legal when compensation is 
determined by a seniority system, an incentive compensation plan, or market 
demand.     

 CONTROLLING COSTS  
 Labor scheduling, making stores “green” and more energy-efficient, and store 
maintenance offer three opportunities to reduce store operating expenses. Retail-
ing View 16.4 describes how a convenience store chain reengineered its operations 
to reduce costs and increase customer service. 

  Labor Scheduling 
 Using store employees efficiently is an important and challenging problem. Al-
though store employees provide important customer service and merchandising 
functions that can increase sales, they also are the store’s largest operating expense. 
   Labor scheduling    (determining the number of employees assigned to each area 
of the store) is difficult because of the multiple shifts and part-time workers 
needed to staff stores up to 24 hours a day, seven days a week. In addition, cus-
tomer traffic varies greatly during the day and the week. Bad weather, holidays, 
and sales can dramatically alter normal shopping patterns and staffing needs. 
    Managers can spot obvious inefficiencies like long checkout lines and sales as-
sociates with nothing to do. But some inefficiencies are more subtle. For example, 
if 6 percent of a store’s sales volume and 9 percent of the total labor-hours occur 
between 2 and 3 p.m., the store might be overstaffed during this time period. 
Many retailers utilize computer software to deal with the complexities of labor 
scheduling. 32  The software tracks individual store sales, transactions, units sold, 
and customer traffic in 15-minute increments over seven weeks, and then com-
pares the data to the previous year’s, before scheduling workers. It also considers 
factors like how much time it takes to sell particular merchandise or unload a 
truck to predict how many workers will be needed at certain times. For example, a 
women’s apparel specialty store retailer established standards for how long it 
should take for employees to complete certain tasks: three seconds to greet a 
shopper; two minutes to help someone trying on clothing; 32 seconds to fold a 
sweater; and, most important, five minutes to clinch a sale. Its goal was to figure 
out how many employees it needed in a store at any given time, on the basis of 
customer traffic. 33  
 Although these scheduling systems benefit both retailers and customers, they 
can have an adverse impact on employees. Sales associates can be burdened with 
unpredictable schedules; they may be asked to be “on call” to meet customer 
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surges or may be sent home because of a lull. Some systems assigned the most 
productive sales associates to the key selling times. However, when retailers pro-
vide this extrinsic reward on the basis of sales, associates may engage in practices, 
such as high-pressure selling, that have positive short-term effects but decrease 
customer satisfaction and have negative long-term effects. 34  
    Retailers also consider the mix of full-time and part-time employees when 
scheduling labor. 35  Although full-time employees provide stability in the work-
force, part-time workers typically receive lower per-hour wages and no benefits. 
Retailers trying to control labor costs often shift to more part-time employees. 
Some employees prefer part-time work because it fits in with their lifestyle, 
whereas others are concerned that a shift toward more part-time work will reduce 
their incomes and benefits. 
    Labor scheduling is even more difficult in some European countries. For ex-
ample, in France, a store manager works only 35 hours a week, rarely works at 
night or on weekends, and has six weeks of annual paid vacation. A store manager 
in the United States with similar responsibilities works 44 hours a week, including 
evening and weekend shifts; frequently brings work home at night; spends some 
off-time shopping the competitors; and has two weeks of paid vacation. Workers 
in France are guaranteed five weeks’ paid vacation by law. Most stores other than 
discount stores are closed during lunch and after 7 p.m. Few stores are open on 
Sunday. Store hours are even more restricted in Germany and Italy.   

 RETAILING VIEW   Increasing Operating Efficiency   16.4 
 Sheetz, a convenience store chain with 310 
stores based in Altoona, Pennsylvania, started a 
series of detailed studies to determine how 
store-level tasks could be performed more ef-
ficiently. It looked at everything from how the 
store managers closed out the day to how 
the staff emptied the trash. Two years after the 
company implemented the recommendations 
from the study, it had saved $5.1 million in pay-
roll costs alone. 
  Sheetz found that store managers were tak-
ing three to four hours to close out their sales 
day. Each day, they had to fill out 40 computer 
screens of information and would spend an 
hour looking for a $5 error. Furthermore, the 
time spent on closing was affecting customer 
service. Managers would do the paperwork 
during the morning of the following day, the 
busiest traffic time, when they should have 
been out in the stores managing. When Sheetz 
reexamined these practices, it eliminated over 160,000 hours 
annually of time the store managers were spending on nonpro-
ductive administrative tasks. 
  Sheetz also found that a lot of the information being sent to 
store managers was of questionable value. There were too many 
redundant reports. Thus, the 204 reports that had been available 
on the store managers’ computers were reduced to 23. 
  Sheetz saved 55 employee-hours per week per store by 
reexamining its labor scheduling. Before the study, staffing for 
stores was based on sales. However, this approach did not 
consider that some stores generate a lot of sales from labor-
intensive activities such as food service, while others derive 

sales from labor-free, pay-at-the-pump transactions (called  out-
side sales  by convenience store operators). Some tasks per-
formed in the store were eliminated, and the company stopped 
tracking newspapers at the SKU level. On some newspapers, 
Sheetz makes only a two-cent margin. If store employees 
spend time receiving and tracking them by SKU, the firm loses 
money on each paper it sells. 

 Sources: “Sheetz Hits the Mark,”  Retail Merchandiser , September–October 
2007, pp. 28–31; Neil Stern, “Convenience REBORN,”  Chain Store Age , 
May 2007, pp. 34–39; Rick Romel, “Convenience Stores with a Little 
 Extra,”  Knight Ridder Tribune Business,  May 9, 2005, p. 1.  

  Sheetz, a Pennsylvania-based convenience store chain, reengineered its 
operations to reduce costs and increase customer service.  
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 Green and Energy-Efficient Stores 
 Increasing energy costs, coupled with a greater awareness of businesses’ and soci-
ety’s impact on the environment, have caused retailers to make their buildings more 
energy-efficient and    green   —made or maintained in an environmentally and eco-
logically friendly way, such as by using renewable resources. For example, the 
Maine-based grocery chain Hannaford Bros. Co. is building a new, state-of-the-art, 
green supermarket. 36  Plants growing on part of the store’s roof add insulation and 
control storm water. On another part of the roof, photovoltaic panels generate so-
lar energy. The store also relies on geothermal heating and cooling, high-efficiency 
refrigeration, energy-efficient lighting, and an advanced recycling program. 
    Going green increases profits as well as being socially responsible. For example, 
Peter DiPasqua, a Subway franchisee with 89 stores in central Florida, originally 
thought his green store in Kissimmee was largely a “feel-good thing.” The store cost 
about 20 percent more to build, but now he is impressed with the benefits of LEED-
certified construction. He saves 20 percent a month on electricity even though the 
store is selling 43 percent more than a store down the street. “I underestimated it 
all,” he said. “What’s amazing is 43 percent more bakes in the oven, and doors open-
ing and toilets flushing. And to have 20 percent less energy consumption?” 37  
    Walmart is controlling energy consumption by all its stores with a team of 100 
specialists at its corporate headquarters. 38  If a store manager wants the tempera-
ture lowered, the corporate energy team asks a series of questions, such as the ex-
act spot in the store that feels too warm, and then possibly approves the request. 
Walmart is also reducing its energy costs by buying more produce closer to its 
stores, which minimizes food-delivery trips; building “high-efficiency” stores that 
employ wind power and “waterless” urinals; and installing state-of-the-art air-
conditioning/heating, refrigeration, and lighting systems. 
    Walmart also is implementing a strategy to ensure that it has a positive impact 
on the environment by reducing packaging across its global supply chain by 5 
percent by 2013. 39  In addition to preventing millions of pounds of trash from 
reaching landfills, it is saving energy and reducing emissions. Walmart and its sup-
pliers have developed a packaging scorecard to evaluate their performance, using 
metrics known as the “7Rs of Packaging”: remove, reduce, reuse, recycle, renew, 
revenue, and read.   

 Store Maintenance 
    Store maintenance    entails the activities involved with managing the exterior 
and interior physical facilities associated with the store. The exterior facilities 
include the parking lot, entrances to the store, and signs on the outside of the 

   Hannaford supermarket is 
being socially responsible in 
protecting the environment 
and also reducing energy 
costs.   
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store. The interior facilities include the walls, flooring, ceiling, and displays and 
signs. Store maintenance affects both the sales generated in the store and the cost 
of running the store. A store’s cleanliness and neatness affect consumer percep-
tions of the quality of its merchandise, but maintenance is costly. For instance, 
floor maintenance for a 40,000-square-foot home center runs about $10,000 a 
year. Poor maintenance shortens the useful life of air-conditioning units, floors, 
and fixtures.     

 REDUCING INVENTORY SHRINKAGE  
 An important issue facing store management is reducing inventory losses due to 
employee theft, shoplifting, mistakes, inaccurate records, and vendor errors. Ex-
amples of employee mistakes are failing to ring up an item when it’s sold and mis-
counting merchandise when it’s received or during physical inventories. Inventory 
shrinkage due to vendor mistakes arises when vendor shipments contain less than 
the amount indicated on the packing slip. 
    Although shoplifting receives the most publicity, employee theft accounts for 
more inventory loss. A recent survey attributes 47 percent of inventory shrink-
age to employee theft, 32 percent to shoplifting, 14 percent to mistakes and 
inaccurate records, and 4 percent to vendor fraud, with an unaccounted for 
3 percent. 40    
    In developing a loss prevention program, retailers confront a trade-off be-
tween providing shopping convenience and a pleasant work environment, on the 
one hand, and preventing losses due to shoplifting and employee theft, on the 
other. The key to an effective loss prevention program is determining the most 
effective way to protect merchandise while preserving an open, attractive store 
atmosphere and a feeling among employees that they are trusted. Loss preven-
tion requires coordination among store management, visual merchandising, and 
store design.  

 Calculating Shrinkage 
    Shrinkage    is the difference between the recorded value of inventory (at retail 
prices) based on merchandise bought and received and the value of the actual in-
ventory (at retail prices) in stores and distribution centers, divided by retail sales 
during the period. For example, if accounting records indicate that inventory 
should be $1,500,000, the actual count of the inventory reveals $1,236,000, and 
sales were $4,225,000, the shrinkage is 6.2 percent [($1,500,000 2 $1,236,000)/
$4,225,000]. Reducing shrinkage is an important store management issue. Retail-
ers’ annual loss from shrinkage averages about 1.6 percent of sales. 42  Every dollar 
of inventory shrinkage translates into a dollar of lost profit.   

 Organized and High-Tech Retail Theft 
 Although more than 70 percent of shoplifting is performed by amateurs, profes-
sional shoplifters now account for an estimated $15 billion to $30 billion in 
losses annually, representing almost 25 percent of reported shoplifting cases. 
These gangs of professional thieves concentrate in over-the-counter medica-
tions, infant formula, health and beauty aids, electronics, and specialty clothing. 
Internet sales, especially through auctions, have provided a ready outlet for this 
merchandise. 
    One popular scam is to create counterfeit bar codes at lower prices. 43  For ex-
ample, a thief created $19 bar codes for $100 Lego sets and got away with sets 
worth approximately $600,000. Bar-code thieves are hard to catch, because when 
an alert cashier notices the mispriced item, the thief can either pay the difference 
or just walk out the door.  

 REFACT 
 Total shrinkage in the United 
States is estimated at $45.5 
billion a year. 41  

 REFACT 
 Target Corp. estimates that 
more than 50 percent of 
theft at the Target chain 
involves some high-tech 
twist—whether in how the 
goods are stolen or how 
they are unloaded. 44  
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     Another technology-based scam is tampering with gift cards by professional 
and amateur shoplifters and employees. The thieves may create duplicate gift 
cards that can be used by the thief or resold online, or they may use active gift card 
account information to create duplicate cards or make Web purchases. Thieves 
also have been known to steal merchandise and then return it to the store for 
credit in the form of gift cards. An excellent market for gift cards is eBay. It is esti-
mated that 70 percent of the gift cards sold on eBay were fraudulently 
obtained. 45  
    Some gangs are using store credits to steal. 46  In one case, a valid $500 store 
credit receipt was scanned and digitally altered to $1,200. Then gang members 
printed copies and presented them in 16 stores across 12 states within an hour of 
one another.   

 Detecting and Preventing Shoplifting 
 Losses due to shoplifting can be reduced by store design, merchandise policies, 
special security measures, personnel policies, and prosecution of shoplifters. 47     

 Store Design   The following store design issues should be used to reduce in-
ventory shrinkage:  
  •   Do not place expensive or small merchandise near an entrance.  
  •   Keep the height of fixtures low and arranged with no “blind spots” so that the 

store maintains open sight lines to store entrances and dressing rooms and 
employees can see customers in the store and watch for shoplifters while 
providing better service.  

  •   Use mirrors. Strategically placed one-way observation mirrors and hanging 
mirrors can help store employees observe customers.  

  •   Because cash wraps are always staffed, they should be near areas where theft is 
likely to occur. (   Cash wraps    are the places in a store where customers can buy 
their purchases and have them “wrapped”—placed in a bag.)  

  •   Alternate clothing hanger directions. Professional shoplifters can steal a 
tremendous amount of clothing by grabbing it off the rack. If the hangers are 
alternated, it is difficult for thieves to steal a lot at once.     

 Merchandise Policies   The following merchandise policies should be utilized 
to reduce inventory shrinkage:  
  •   Require a receipt for all returns, because many shoplifters steal with the intent 

of returning the merchandise for a cash refund.  
  •   Lock up small, expensive items. Expensive apparel items can be chained. 

Legitimate customers will understand, and shoplifters will be deterred.     

 Security Measures   The following security measures help reduce inventory 
shrinkage:  
  •   Use closed-circuit TV cameras that can be monitored from a central 

location. Because purchasing the equipment and hiring people to monitor 
the system can be expensive, some retailers install nonoperating equipment 
that looks like a TV camera to provide a psychological deterrent to 
shoplifters but save costs.  

  •   Use    electronic article surveillance (EAS) systems    .  These special tags are 
placed on merchandise. When the merchandise is purchased, the tags are 
deactivated by the point-of-sale (POS) scanner. If a shoplifter tries to steal 
the merchandise, the active tags are sensed when the shoplifter passes a 
detection device at the store exit and an alarm is triggered. If the store 
cannot afford an EAS system, it can still use the EAS tags to deter 

 REFACT 
 As many as 1 in 12 custom-
ers is a shoplifter in the 
United States. Shoplifters 
commit an average of 50 
thefts before being caught. It 
is estimated that only 10 to 
15 percent are 
apprehended. 48  

Lev30026_ch16_430-465.indd Page 459  11/2/10  1:24 PM user-f494Lev30026_ch16_430-465.indd Page 459  11/2/10  1:24 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



460 SECTION 1V Store Management

 prospective thieves. The EAS tags do not affect 
shopping behavior, because most customers do 
not realize they’re on the merchandise. Due to 
the effectiveness of tags in reducing shoplifting, 
retailers using them can increase sales by 
displaying theft-prone, expensive merchandise 
openly rather than locking or chaining it up. 
Historically, supermarkets have attached EAS 
tags to small, valuable items targeted by thieves, 
such as perfume, DVDs, and razor blades—the 
most commonly stolen items. Now they are 
tagging joints of lamb, organic chickens, and 
even pecorino cheese. 49    

   Personnel Policies   The following personnel policies 
may help deter shoplifting:  
  •   Use mystery and honesty shoppers—people posing 

as real shoppers—to watch for employee and 
customer theft.  

  •   Have store employees monitor fitting rooms. 
Fitting rooms provide a good environment for 
stealing.  

  •   Store employees should be trained to be aware, visible, and alert to potential 
shoplifting situations. Exhibit 16–7 outlines some rules for spotting 
shoplifters. Perhaps the best deterrent to shoplifting is an alert employee who 
is very visible.  

  •   Provide excellent customer service. If employees know the customers and 
offer assistance, shoplifters will be deterred.     

 Prosecution   Many retailers have a policy of prosecuting all shoplifters. They 
feel a strictly enforced prosecution policy deters shoplifters. Some retailers also 

  EXHIBIT 16–7   
 Spotting Shoplifters  avoid detection, professional shoplifters dress in the same manner as customers patronizing the

re. Over 90 percent of all amateur shoplifters arrested have the cash, checks, or credit to
chase the merchandise they stole. 

N’T ASSUME THAT ALL SHOPLIFTERS ARE POORLY DRESSED

ateur shoplifters frequently loiter in areas as they build up the nerve to steal something.
fessionals also spend time waiting for the right opportunity but less conspicuously than amateurs.

OT LOITERERS

nagers planning to shoplift often travel in groups. Some members of the group divert employees’
ntion while others take the merchandise. Professional shoplifters often work in pairs. One person

es the merchandise and passes it to a partner in the store’s restroom, phone booths, or restaurant.

K FOR GROUPS

K FOR PEOPLE WITH LOOSE CLOTHING
plifters frequently hide stolen merchandise under loose-fitting clothing or in large shopping bags.
ple wearing a winter coat in the summer or a raincoat on a sunny day may be potential shoplifters.

TCH THE EYES, HANDS, AND BODY
fessional shoplifters avoid looking at merchandise and concentrate on searching for store
ployees who might observe their activities. Shoplifters’ movements might be unusual as they try
onceal merchandise.

  Retailers use EAS tags to reduce shoplifting. The tags contain 
a device that is deactivated when the merchandise is 
purchased. If a customer has not purchased the merchandise, 
an alarm is triggered when the stolen merchandise passes 
through sensor gates at the store’s exit.  
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sue shoplifters in civil proceedings for restitution of the stolen merchandise and 
the time spent in the prosecution. 

  Although many of these measures reduce shoplifting, they can also make the 
shopping experience more unpleasant for honest customers. The atmosphere of 
an apparel store is diminished when guards, mirrors, and TV cameras are highly 
visible. Customers may find it hard to try on clothing secured with a lock and 
chain or an electronic tag. They can also be uncomfortable trying on clothing if 
they think they’re secretly being watched via a surveillance monitor. Thus, when 
evaluating security measures, retailers need to balance the benefits of reducing 
shoplifting with the potential losses in sales.      

 Reducing Employee Theft 
 The most effective approach for reducing employee theft and shoplifting is to create 
a trusting, supportive work environment. When employees feel they’re respected 
members of a team, they identify their goals with the retailer’s goals. Stealing from 
their employer thus becomes equivalent to stealing from themselves or their family, 
and they go out of their way to prevent others from stealing from the “family.” Thus, 
retailers with a highly committed workforce and low turnover typically have low 
inventory shrinkage. Additional approaches for reducing employee theft are care-
fully screening employees, creating an atmosphere that encourages honesty and in-
tegrity, and establishing security policies and control systems.  
     The increasing use of gift cards has created a new opportunity for employee 
theft. At the Saks flagship store in Manhattan, a 23-year-old sales clerk was caught 
ringing up $130,000 in false merchandise returns and siphoning the money onto a 
gift card. The sales associate entered a fake refund for merchandise and then used 
a POS terminal to electronically fill a gift card for the amount refunded and took 
the card. Walking out of the store with a card in the wallet is a lot easier than lug-
ging a big-screen TV out the back of a store. 
    Online marketplaces like eBay provide a convenient place for thieves to convert 
fraudulently acquired gifts and other merchandise into cash. It is one thing for a 
shopper to return a $300 power drill, refund it for a $300 gift card, and auction the 
card on eBay, but it is far more suspicious when someone auctions 20 gift cards. 
Many retailers have loss prevention specialists who monitor online auctions of gift 
cards to identify thieves. Bowing to retailers’ concerns, eBay now bars sellers from 
auctioning cards over $500 in value or more than one gift card a week. Other 
 approaches for reducing employee theft are discussed in the following sections. 52   

 Screening Prospective Employees   As mentioned previously, many retailers 
use paper-and-pencil honesty tests and undertake extensive reference checks to 
screen out potential employees with theft problems. A major problem related to 
employee theft is drug use. Some retailers now require that prospective employees 
submit to drug tests as a condition of employment. Employees with documented 
performance problems, an unusual number of accidents, or erratic time and atten-
dance records are also tested. Unless they’re involved in selling drugs, employees 
who test positive are often offered an opportunity to complete a company-paid 
drug program, submit to random testing in the future, and remain with the firm.     

 Establishing Security Policies and Control Systems   To control employee 
theft, retailers need to adopt policies related to certain activities that may facilitate 
theft. Some of the most prevalent policies are:  
  •   Randomly search containers, such as trash bins, where stolen merchandise can 

be stored.  
  •   Require that store employees enter and leave the store through designated 

entrances.  

 REFACT 
 A dishonest employee typi-
cally takes over $1,300 
worth of goods and cash, 
whereas the average cus-
tomer shoplifter takes $347 
in merchandise. 50  

 REFACT 
 Total inventory shrinkage at-
tributed to employee theft is 
approximately $19 billion an-
nually in the United States. 51  

 REFACT 
 The average shoplifting loss 
due to employee theft is ap-
proximately $350. 53  
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  •   Assign salespeople to specific POS terminals, and require that all transactions 
be handled through those terminals.  

  •   Restrict employee purchases to working hours.  
  •   Provide customer receipts for all transactions.  
  •   Have all refunds, returns, and discounts cosigned by a department or store 

manager.  
  •   Change locks periodically, and issue keys to authorized personnel only.  
  •   Provide a locker room where all employees’ handbags, purses, packages, and 

coats must be checked before the employees leave.  
  •   Maintain rotating employee assignments. Team different employees together.   

 In the end, it is important that employees do not feel that management is overly 
suspicious of their actions or that they are treated with disrespect, as this sense will 
erode morale.   

 Using Technology   Retailers are turning to technology to help stop shoplift-
ing. Some stores have installed systems that use computer software to analyze 
shoppers’ movements captured by TV cameras. When the system recognizes un-
usual activity, such as a customer removing 10 items from a shelf at once or open-
ing a case that’s normally kept closed and locked, the system alerts guards via 
alarms or handheld devices. If someone opens a back door at 2 a.m., the system 
records who entered and links the alert with snapshots of the previous and next 
persons to use the door. 54  
  A favorite trick of professional shoplifters is to load up carts and simply run 
out of the store. To thwart this activity, some retailers use carts equipped with 
radio frequency identification (RFID) chips on the cartwheels and antennas 
around the periphery of the store that broadcast signals to the chips. When a 
cart approaches the store boundary, its wheels lock up so that thieves cannot 
walk out with it. 
  Shoplifters also may use the rungs underneath the cart to sneak out items. In 
response, stores are mounting cameras in the cashiers’ stands to scrutinize the bot-
tom racks of carts. If an item matches an image in a database, the system computes 
the price of the product and adds it to the customer’s bill. 
  Although stores already are using RFID tags to keep track of inventory in 
the supply chain, as the price of the tags continues to decrease, they likely will 
replace EAS tags altogether, because they are a more precise and inconspicuous 
way of tracking items on a sales floor. The tags, which come in different shapes, 
many smaller than postage stamps, can communicate with a handheld device, 
telling workers when a large number of items is being moved or leaving the 
store. 
  Because almost half of inventory shrinkage is due to employee theft, new trans-
action-monitoring software also pulls information from registers into a central 
database and looks for unusual patterns. An excess of manually entered credit card 
numbers could be a signal that employees are stealing customers’ information. 
Returns of the same type of sweater 10 times in a row at one register, for instance, 
could indicate that an employee is processing fake returns for a friend or being 
conned into making fraudulent returns. 
  Data-mining programs combined with video technology permit a more com-
prehensive look at cash register activity. Managers can highlight irregular regis-
ter transactions on their computers and pull up corresponding videos. This 
function could enable managers to catch cashiers who cut deals for their friends 
or pocket cash refunds. It could also curtail fraudulent returns by tracking the 
route customers take to the customer service desk; do they head straight there, 
or do they meander through the store, picking up their “return” merchandise 
along the way? 55         
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 Effective store management can have a significant impact 
on a retail firm’s financial performance. Store managers 
increase profits by increasing labor productivity, decrease 
costs through labor deployment decisions, and reduce in-
ventory loss by developing a dedicated workforce. 
  Increasing store employees’ productivity is challenging 
because of the difficulties in recruiting, selecting, and mo-
tivating store employees. 
  Employees typically have a range of skills and seek a 
spectrum of rewards. Effective store managers need to 
motivate their employees to work hard and develop skills 
so that they improve their productivity. To motivate em-
ployees, store managers need to understand what rewards 

each employee is seeking and then provide an opportunity 
for the employee to realize those rewards. Store managers 
must establish realistic goals for employees that are con-
sistent with the store’s goals and motivate each employee 
to achieve them. 
  Store managers also must control inventory losses due 
to employee theft, shoplifting, and clerical errors. Manag-
ers use a wide variety of methods to develop loss preven-
tion programs, including security devices and employee 
screening during the selection process. However, the criti-
cal element of any loss prevention program is building 
employee loyalty to reduce employee interest in stealing 
and increase attention to shoplifting.   

 SUMMARY 

  Age Discrimination in Employment 
Act, 440    

  à la carte plan,  451   
  Americans with Disabilities Act 

(ADA),  440   
  autocratic leader,  443   
  cash wraps,  459   
  democratic leader,  444   
  disability,  440   
  discrimination,  439   
  disparate impact,  439   
  disparate treatment,  439   
  drawing account,  453   
  electronic article surveillance (EAS) 

system,  459   

  Equal Employment Opportunity 
Commission (EEOC),  439   

  Equal Pay Act,  455   
  extrinsic reward,  451   
  Fair Labor Standards Act,  455   
  green,  457   
  group maintenance behavior,  443   
  incentive compensation plan,  453   
  intrinsic reward,  451   
  job analysis,  435   
  job application form,  437   
  job description,  436   
  job enrichment,  452   
  labor scheduling,  455   
  leadership,  443   

  on-the-job training,  442   
  preferred clients,  445   
  quota,  453   
  quota-bonus plan,  454   
  sexual harassment,  447   
  shrinkage,  458   
  store maintenance,  457   
  straight commission,  453   
  straight salary compensation,  453   
  structured training program,  441   
  task performance behavior,  443   
  transformational leader,  444      

 KEY TERMS  

   1.    CONTINUING CASE ASSIGNMENT  Go to 
the store you have selected for the Continuing Case 
Assignment, and meet with the person responsible 
for personnel scheduling. Report on the following:  

   •   Who is responsible for employee scheduling?  
   •   How far in advance is the schedule made?  
   •   How are breaks and lunch periods planned?  
   •   How are overtime hours determined?  
   •   On what is the total number of budgeted em-

ployee hours for each department based?  
   •   How is flexibility introduced into the schedule?  
   •   How are special requests for days off handled?  
   •   How are peak periods (hours, days, or seasons) 

planned for?  
   •   What happens when an employee calls in sick at 

the last minute?  

   •   What are the strengths and weaknesses of the per-
sonnel scheduling system from the manager’s and 
employees’ perspectives?    

   2.  CONTINUING CASE ASSIGNMENT  Go to the 
store you have selected for the Continuing Case As-
signment, and talk to the person responsible for human 
resource management to find out how sales associates 
are compensated and evaluated for job performance.  

   •   How are sales associates trained? What are the cri-
teria for evaluation?  

   •   How often are they evaluated?  
   •   Do salespeople have quotas? If they do, how are 

they set? What are the rewards of exceeding quo-
tas? What are the consequences of not meeting 
these objectives?  

 GET OUT AND DO IT!  
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464 SECTION IV Store Management

   •   Can sales associates make a commission? If yes, 
how does the commission system work? What are 
the advantages of a commission system? What are 
the disadvantages?  

   •   If there is no commission system, are any incentive 
programs offered? Give an example of a specific 
program or project used by the store to boost em-
ployee morale and productivity.   

     Evaluate each of the answers to these questions, and 
make recommendations for improvement where 
appropriate.  

   3.  GO SHOPPING  Go to a store, observe the security 
measures in the store, and talk with a manager about 
the store’s loss prevention program.  

   •   Are there surveillance cameras? Where are they 
located? Are the cameras monitored, or are they 
just there to thwart shoplifting?  

   •   What is the store’s policy against shoplifters?  
   •   What are the procedures for approaching a 

suspected shoplifter?  
   •   What roles do sales associates and executives play 

in the security programs?  
   •   Is employee theft a problem? Elaborate.  
   •   How is employee theft prevented in the store?  
   •   How is customer service related to loss prevention 

in the store?  
   •   What is this retailer doing well in terms of security 

and loss prevention, and in which areas should it 
improve its policies and procedures?    

     4.   INTERNET EXERCISE  Go online and research 
the shoplifting laws implemented by the state where 
you live or attend school. What are the fines, jail time, 
community service, or punishments for perpetrators 
in your local jurisdiction? What factors are weighed 
and evaluated in shoplifting cases? Are the laws in 
your state a deterrent to shoplifting? Please explain.  

   5.   INTERNET EXERCISE  Read the description 
of IntelliVid video intelligence software for the retail 
industry at www.americandynamics.net/products/
IntelliVid_Video_Intelligence.aspx. How does this 
high-tech system help retailers reduce shrinkage, track 
suspicious behavior, and support loss prevention staff?  

     6.   LIBRARY EXERCISE  Go to one of your library’s 
business databases and find an article that describes a 
case of a retailer violating Title VII in either its hiring 
or promotion practices. Summarize the case and court 
decision. What should this retailer do differently in 
the future to improve its employment policies?  

   7.  INTERNET EXERCISE Go to the home page for 
Greening Retail (www.greeningretail.ca), and exam-
ine the company’s research and programs that help 
retailers implement environmental best practices. 
Select a company in the “Featured Retailer Archive” 
(www.greeningretail.ca/featured/archive.dot) as a 
case example, and briefly descibe what this retailer is 
doing to be a more sustainable company.     

   1. How do on-the-job training, Internet training, and 
classroom training differ? What are the benefits and 
limitations of each approach?  

   2. Give examples of a situation in which a manager of a 
McDonald’s fast-food restaurant should utilize differ-
ent leadership styles.  

   3. Using the interview questions in Exhibit 16–4, role-
play with another student in the class as both the in-
terviewer and the applicant for an assistant store 
manager position at a store of your choice.  

   4. Name some laws and regulations that affect the em-
ployee management process. Which do you believe 
are the easiest for retailers to adhere to? Which are 
violated the most often?  

   5. What’s the difference between extrinsic and intrinsic 
rewards? What are the effects of these rewards on the 
behavior of retail employees? Under what conditions 
would you recommend that a retailer emphasize in-
trinsic rewards over extrinsic rewards?  

   6. Many large department stores, such as JCPenney, 
Sears, and Macy’s, are changing their salespeople’s re-
ward system from a traditional salary to a commis-
sion-based system. What problems can incentive 
compensation systems cause? How can department 
managers avoid these problems?  

   7. When evaluating retail employees, some stores use a 
quantitative approach that relies on checklists and 
numerical scores similar to the form in Exhibit 16–6. 
Other stores use a more qualitative approach, 
whereby less time is spent checking and adding and 
more time is devoted to discussing strengths and 
weaknesses in written form. Which is the best evalua-
tion approach? Why?  

   8. Explain how changing demographics of the work-
force are affecting staffing and recruiting efforts for 
retail sales and management positions.  

     9. List the skills, knowledge, and abilities that can be 
successfully taught to new retail employees through 
an orientation program, a formal training program, 
and on-the-job training.  

     10. Discuss how retailers can reduce shrinkage from 
shoplifting and employee theft.  

   11. Drugstore retailers, such as CVS, place diabetic test 
strips and perfume behind locked glass cabinets and 
nearly all over-the-counter medicines behind Plexi-
glas panels. These efforts are designed to deter theft. 
Describe how these security measures influence hon-
est customers.     

 DISCUSSION QUESTIONS AND PROBLEMS  

Lev30026_ch16_430-465.indd Page 464  11/2/10  1:24 PM user-f494Lev30026_ch16_430-465.indd Page 464  11/2/10  1:24 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles

www.americandynamics.net/products/IntelliVid_Video_Intelligence.aspx
www.americandynamics.net/products/IntelliVid_Video_Intelligence.aspx
www.greeningretail.ca
www.greeningretail.ca/featured/archive.dot


465Managing the Store CHAPTER 16

 Aberson, Christopher L. “Diversity, Merit, Fairness, and 
Discrimination Beliefs as Predictors of Support for 
Affirmative-Action Policy Actions.”  Journal of Applied Social 
Psychology  37, no. 10 (2007), pp. 2451–2474. 

 Ackfeldt, Anna-Lena, and Leonard Coote. “A Study of 
Organizational Citizenship Behaviors in a Retail Setting.” 
 Journal of Business Research  58 (February 2005), pp. 151–163. 

 Beck, Adrian, and Colin Peacock.  New Loss Prevention: Redefining 
Shrinkage Management . New York: Palgrave Macmillan, 2009. 

 Bernardin, H. John.  Human Resource Management: An Experiential 
Approach,  5th ed. Burr Ridge, IL: McGraw-Hill, 2010. 

 Cascio, Wayne, and Herman Aguinis.  Applied Psychology in Human 
Resource Management,  8th ed. Upper Saddle River, NJ: 
Pearson/Prentice Hall, 2010. 

 Chadwick, Clint, and Aadina Dabu. “Human Resources, Human 
Resource Management and the Competitive Advantage of 
Firms: Toward a More Comprehensive Model of Causal 
Linkages.”  Organization Science  20 (January 2009), pp. 253–272.  

 Davis, Elizabeth, Matthew Freedman, Julia Lane, and Brian 
McCall. “Product Market Competition and Human Resource 
Practices in the Retail Food Sector.”  Industrial Relations  46 
(April 2009), pp. 350–372. 

 Esbjerg, Lars, Nuka Bucka, and Klaus G. Grunerta. “Making 
Working in Retailing Interesting: A Study of Human 
Resource Management Practices in Danish Grocery Retail 
Chains.”  Journal of Retailing and Consumer Services  17 (March 
2010), pp. 97–108.  

 Grossman, Gary, and J. Robert Parkinson.  Becoming a Successful 
Manager,  2nd ed. New York: McGraw-Hill, 2010.  

 Hollinger, Richard, and Amanda Adams.  2009 National Retail 
Security Survey Final Report.  Gainesville, FL: Security 
Research Project, University of Florida, 2010. 

 Ivancevich, John.  Human Resource Management . New York: 
McGraw-Hill, 2009. 

  Lessons Learned: Hiring and Firing . Boston: Harvard Business 
School Press, 2008. 

 Mondy, R. Wayne.  Human Resource Management,  11th ed. 
New York: McGraw - Hill, 2009. 

 Rothstein, Mark, and Lance Leibman.  Employment Law,  6th ed. 
St. Paul, MN: Thomson/West, 2007. 

 Sennewald, Charles A., and John H. Christman.  Retail Crime, 
Security, and Loss Prevention: An Encyclopedic Reference . 
Woburn, MA: Butterworth-Heinemann, 2008.                                                           

 SUGGESTED READINGS 

Lev30026_ch16_430-465.indd Page 465  11/2/10  1:24 PM user-f494Lev30026_ch16_430-465.indd Page 465  11/2/10  1:24 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



 Store Layout, Design, and 
Visual Merchandising   

 EXECUTIVE BRIEFING  
 Jens Nordfä  lt 
Dean, Nordic School of Retail Management, 
Stockholm School of Economics and CEO, 
Hakon Swenson Research Foundation  

 Prior to founding the School of Retail Management and the 

Hakon Swenson Research Foundation, I was the CFO of an 

ICA AB subsidiary. ICA is the largest retailer in Scandinavia. 

Its convenience stores, supermarkets, and  hypermarkets 

account for 50 percent of the food sales in Sweden. 

  As CFO, I analyzed the company’s sales data and I was 

struck by how relatively minor changes in the location of 

products in the stores had substantial changes in the prod-

uct sales. I became so interested in these effects of store 

design and visual merchandising that I completed a Ph.D. 

program in the Stockholm School of Economics on con-

sumer behavior and established a retail research center to 

study in-store shopping behavior. Over the last ten years, we 

have conducted hundreds of field experiments with ICA and 

other retailers like H&M and IKEA to learn more about how 

the store environment affects shopping behavior. 

  Marketers propose the consumers go through a 

 rational, multistage process when making a purchase 

 decision—a process that begins with the recognition of 

a need and then progresses through information collec-

tion and evaluation and selection stages. However, our 

research, and research by others, suggests that consum-

ers do not devote the time or effort to engage in such a 

thoughtful process when shopping in retail stores. In 

 supermarkets, they are confronted with over 10,000 dif-

ferent products to choose from. They typically look at 

only one product in a category and select products in 

seconds. They process the vast amount of information in 

the store unconsciously. 
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   QUESTIONS 

   What are the critical issues retailers consider in 
designing a store? 

   What are the advantages and disadvantages of 
alternative store layouts? 

 How is store floor space assigned to merchandise 
departments and categories? 

   What are the considerations in where to display 
products in a category? 

   What are the best techniques for merchandise 
presentation? 

   How can retailers create a more appealing shopping 
experience? 

 How exciting should a store environment be?    

   C H A P T E R  1 7 

 The environment in a store, the design of the store, and the presentation 
and location of merchandise in the store have a significant impact on 
shopping behavior. The design of a store or Web site can attract customers 

to visit the location, increase the time they spend in the store or at the site, and 
increase the amount of merchandise they purchase. Store design can also have 
long-term effects on building customer loyalty toward the retailer by enhancing 
the retailer’s brand image and providing rewarding shopping experiences that 
 encourage repeat visits. 
  This chapter is part of the Store Management section because store managers 
are responsible for implementing the design and visual merchandising developed 
by specialists at the retailer’s corporate headquarters. They adapt the prototype 
plans to the unique characteristics of their stores and then make sure the image 
and experience provided by the design are consistent over time. However, as dis-
cussed in this chapter, store design and visual merchandising are also elements of 
a retailer’s communication mix and play an important role in creating and rein-
forcing a retailer’s brand image. 
  The chapter begins with a discussion of store design objectives. Next, the ele-
ments of store design are discussed. Then the decisions about how much space to 
allocate to different merchandise categories and departments and where they 

  Simply attracting the attention of shoppers has a big 

effect on what they buy. We find that attracting the atten-

tion of shoppers using special displays has a much bigger 

impact on sales than reducing price or increasing adver-

tising. But we also find that there are a few general prin-

ciples that can be used to design stores. For example, 

some types of special displays are more effective for spe-

cific types of products and specific types of retailers. 

  We have also done a number of studies of the effec-

tiveness of digital signs. We have varied the size of signs 

from small 12-inch flat-panel screens to large 80-inch 

screens, the content displayed, and the number of screens 

in the store. We have found some interesting results con-

cerning the impact of digital signage on overall store sales. 

The use of digital signs in hypermarkets can increase 

store sales by as much as 10 percent. However, sales actu-

ally decrease when digital signs are used in smaller super-

markets. It appears that the use of digital signage in 

smaller format distracts the attention from the products 

offered and reduces sales. 
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 STORE DESIGN OBJECTIVES  
 Some store design objectives are to (1) implement the retailer’s strategy, (2) build 
loyalty by providing a rewarding shopping experience, (3) increase sales on a visit, 
(4) control costs, and (5) meet legal requirements.    

 Implement Retail Strategy 
 The primary store design objective is to implement the retailer’s strategy. The 
design must be consistent with and reinforce the retailer’s strategy by meeting 
the needs of the target market and building a sustainable competitive advantage. 
For example, to develop a more upscale brand image that appeals to its European 
target market, McDonald’s remodeled its stores with lime-green designer chairs 
and dark leather upholstery to create a more relaxed, sophisticated atmosphere.  2   
It also implemented nine different designs for different location types and target 
markets, ranging from “purely simple,” with minimalist decor in neutral colors, 
to “Qualité,” featuring large pictures of lettuces and tomatoes and gleaming 
stainless-steel kitchen utensils such as meat grinders. In developing these rede-
signs, McDonald’s had to make sure that the new designs projected a more ap-
pealing image but still enabled customers to recognize the store as a McDonald’s 
and continue to have favorable associations with the McDonald’s brand. 
    The Apple Store on Fifth Avenue in Manhattan reinforces the company’s image 
of developing products with innovative design features.  3   Its most striking feature 
is a transparent glass cube, 32 feet on each side, marking the entrance to the store. 
The cube houses a cylindrical glass elevator and a spiral glass staircase leading to a 
10,000-square-foot subterranean retail space.   

 Build Loyalty 
 When customers consistently have rewarding experiences when patronizing a 
retailer’s store and/or Web site, they are motivated to visit the store or Web site 
repeatedly and develop loyalty toward the retailer. Store design plays an important 
role in making shopping experiences rewarding. Customers seek two types of 

should be located in the store are reviewed. The chapter concludes with an exami-
nation of how retailers use store design elements, such as color, lighting, and mu-
sic, to enhance the customer’s shopping experience.  

 REFACT 
 Retailers remodel their 
stores every eight years 
on average.  1   

  McDonald’s restaurants in 
Europe feature a design that 
complements its strategy of 
targeting a more upscale 
market.  
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benefits when shopping—utilitarian and 
hedonic benefits.  4   Store design provides 
   utilitarian benefits    when it enables cus-
tomers to locate and purchase products 
in an efficient and timely manner with 
minimum hassle. 
    Utilitarian benefits are becoming in-
creasingly important with the rise in two-
income and single head-of-household 
families. Due to the limited time these 
families have, they are spending less 
time shopping. They want to get their 
shopping done as quickly as possible. To 
accommodate these utilitarian-oriented 
shoppers, some Whole Foods stores 
have redesigned their checkout areas so 
that customers form a serpentine single 
line that feeds into multiple cash regis-
ters.  5   Although banks and amusement 
parks have used a similar checkout system for decades, supermarkets and other 
retailers have generally favored the one-line-per-register system, because they 
are concerned that a long line will scare off shoppers. However when customers 
stand in one line that feeds multiple checkout stations, there are no “slow” lines, 
delayed by a coupon-counting customer or slow cashier. Using this system, the 
wait can be reduced 50 to 75 percent compared with using a traditional system.  
     Store design provides    hedonic benefits    by offering customers an entertaining 
and enjoyable shopping experience. This shopping experience encourages custom-
ers to spend more time in a store because the visit itself is rewarding. For example, 
Cabela’s, a chain of stores catering to outdoor enthusiasts, provides an educational 
and entertaining experience with a mix of museum-quality animal displays in color-
ful dioramas, huge aquariums stocked with native fish, a restaurant featuring wild-
game sandwiches, and a shooting gallery providing fun along with the opportunity 
to learn basic shooting skills in a safe environment. Its stores are known as shop-
ping and tourism destinations, drawing customers not only from the local area but 
also from hundreds of miles away.  7     

 Increase Sales on Visits 
 A third design objective is to increase sales made to customers on a visit. Store 
design has a substantial effect on which products customers buy, how long they 
stay in the store, and how much they spend during a visit. Since so little time and 
thought is spent shopping and selecting items in supermarkets, the purchase deci-
sions are greatly influenced by what products customers see during their visit and 
what they see is affected by the store layout and how the merchandise is presented. 
Thus retailers attempt to design their stores in a manner that motivates unplanned 
purchases. The substantial effects of the customer’s experience in stores also is 
causing consumer packaged goods companies such as Proctor & Gamble to shift 
their attention and marketing communications to influencing customers when 
they are in stores rather than at home watching television.  8     

 Control Cost 
 The fourth design objective is to control the cost of implementing the store de-
sign and maintaining the store’s appearance. For instance, Cabela’s stores, de-
scribed above, are very expensive to build and maintain. Certain types of lighting 
that Neiman Marcus uses to effectively highlight expensive jewelry and crystal use 

    The Apple Store in New York City reinforces the company’s image of 
developing and retailing products with innovative design features.  

 REFACT 
The average waiting time in 
supermarket checkout lines 
in Atlanta is 2 minutes 
31 seconds; however, 
customers, on average, 
overestimate the wait time 
by 23 percent.  6  
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more electricity and are less ecologically friendly than rows of bare fluorescent 
bulbs. 
    The store design can also affect labor costs and inventory shrinkage. Some 
stores are organized into departments that are isolated from one another. This 
design provides an intimate and comfortable shopping experience that can result 
in more sales. However, the design prevents sales associates from observing and 
covering adjacent departments, which makes it necessary to have at least one sales 
associate permanently stationed in each department to provide customer service 
and prevent shoplifting. 
    Retailing View 17.1 describes how Walmart is building environmentally sensi-
tive stores that reduce energy costs, help build Walmart’s image as a socially 
responsible retailer, and enable it to provide low prices to its customers. 
    Another design consideration related to controlling cost is flexibility. Retailing 
is a very dynamic business. Competitors enter a market and cause existing retailers 
to change the mix of merchandise offered. As the merchandise mix changes, so 
must the space allocated to merchandise categories and the layout of the store 
change. Thus store designers attempt to design stores with maximum flexibility. 
Flexibility affects the ability to physically modify, move, and store components and 
the costs of doing so.  9   
    Flexibility is an important design consideration for college bookstores because 
they need to expand and contract their spaces to accommodate the large seasonal 
fluctuations inherent in the college-bookstore business. At the beginning of a se-
mester, considerable space needs to be allocated to textbooks. But, after the first 
week of the semester, the demand for textbooks decreases quickly and space allo-
cated to textbooks needs to be reallocated to apparel and consumer electronics. 
The key to providing this flexibility lies in an innovative fixture and wall system 

  Cabela’s store design offers hedonic benefits to its customers. The rewarding shopping experience attracts customers and 
motivates them to spend more time in its stores.  
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that portions off the textbook area.    Fixtures    are the equipment used to display 
merchandise.   

 Legal Considerations—Americans with Disabilities Act 
 Store design or redesign decisions must comply with the 1990 Americans with 
Disabilities Act (ADA).  10   This law protects people with disabilities from dis-
crimination in employment, transportation, public accommodations, telecom-
munications, and activities of state and local governments. It affects store design 
because the act calls for “reasonable access” to merchandise and services in re-
tail stores that were built before 1993. Stores built after 1993 must be fully 
accessible. 
    The act also states that retailers should not have to incur “undue burdens” to 
comply with ADA requirements. Although retailers are concerned about the 
needs of their disabled customers, they are also worried that making merchan-
dise completely accessible to people in a wheelchair or a motorized cart will 
result in less space available to display merchandise and thus will reduce sales. 
However, providing for wider aisles and more space around fixtures can result 
in a more pleasant shopping experience for able-bodied as well as disabled 
customers. 
    ADA does not clearly define critical terms such as “reasonable access,” “fully 
accessible,” or “undue burden.” So the actual ADA requirements are being defined 
through a series of court cases in which disabled plaintiffs have filed class action 
suits against retailers.  11   On the basis of these court cases, retailers are typically 
required to (1) provide 32-inch-wide pathways in the main aisle, to bathrooms, 

 RETAILING VIEW   Walmart Goes Green and Lowers Its Energy Costs   17.1 
 Walmart is designing new stores and retrofitting older stores 
to be more energy-efficient. These stores are among the 
“greenest” in the world. The three main design objectives for 
these stores are to (1) reduce the amount of energy and natu-
ral resources required to operate and maintain a store, (2) 
reduce the amount of raw materials needed to construct a fa-
cility, and (3) use, when appropriate, renewable materials to 
construct and maintain a facility. Although many of the design 
features reduce the stores’ impact on the environment, these 
stores are expensive to build, and some of their elements make 
economic sense only if energy costs significantly increase. Initial 
projections call for the energy used at these stores to be 30 to 
50 percent less than at the older stores that have not been retro-
fitted, reducing a store’s energy costs by $500,000 annually. 
  Some of the sustainable features are as follows:  

  •   A wind turbine on top of a store produces enough 
energy to reduce a store’s electricity consumption by 
5 percent.  

  •   A rainwater harvesting and treatment system provides 
95 percent of the water needed for on-site irrigation and 
reduces demand on the local storm-water system.  

  •   Grass for landscaping should be of varieties that do not 
need irrigation or mowing.  

  •   Stores are lower in height than a typical Supercenter. The 
height reduction means fewer building materials are 
needed, plus it reduces heating and cooling needs.  

  •   Instead of fluorescent lighting, refrigerated cases use LEDs 
(GE’s Lumination Refrigerated Lighting system). Unlike 
fluorescent lights, LEDs can be switched on and off in cold 
temperatures without any loss of life expectancy. So the lights 
stay off until the customer opens the case. In addition to 
saving energy, the lights add a theatrical appeal for customers.  

  •   The main store area lighting uses high-output linear fluo-
rescent lamps that, in combination with natural daylight and 
dimming controls, are expected to generate a lighting sav-
ings of 300,000 kilowatt-hours a year.  

  •   Heat generated by the building’s refrigeration system is 
captured and redirected to heat the water used in the 
restroom sinks and help heat the water used in the radiant 
floor-heating system beneath the entries and other areas.  

  •   Cooking oil from the fryers and waste engine oil are 
burned in a biofuel boiler to generate heat that is directed 
into the heating, ventilation, and radiant floor-heating sys-
tems, conserving energy. The boiler generates heat for the 
building, reducing the demand for natural gas to operate 
mechanical equipment.   

 Sources: www.walmart.com (accessed July 23, 2010); Michelle Moran, 
“Seeing Green,”  Progressive Grocer,  March 2010, pp. 16–31; Cathy Jett, 
“New Design’s Goal: To Cut the Clutter,”  McClatchy-Tribune Business 
News,  October 14, 2009; Aaron Besecker, “Walmart Store Gets Green 
Light,”  McClatchy-Tribune Business News,  August 31, 2009.  
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dressing rooms, and elevators, and around most fixtures, (2) lower most cash wraps 
(checkout stations) and fixtures so that they can be reached by a person in a wheel-
chair, and (3) make bathrooms and dressing rooms fully accessible. These accessi-
bility requirements are somewhat relaxed for retailers in very small spaces and 
during peak sales periods such as the Christmas holidays.  12     

 Design Trade-Offs 
 Typically, a store design cannot achieve all of these objectives, so any store de-
sign involves trade-offs among the objectives. Home Depot’s traditional ware-
house design can efficiently store and display a lot of merchandise with long 
rows of floor-to-ceiling racks, but this design is not conducive for a pleasant 
shopping experience, particularly for the female customers who account for 
more than half of the sales in home improvement centers. Women preferred to 
shop in Lowe’s stores. So Home Depot lowered the ceilings, increased the light-
ing, widened the aisles, and provided better signage—design aspects that tend to 
appeal to women.  13   
    Retailers often make trade-offs between stimulating impulse purchases and 
making it easy to buy products. For example, supermarkets place milk, a com-
monly purchased item, at the back of the store to make customers walk through 
the entire store, thus stimulating more impulse purchases. Realizing that some 
customers may want to buy only milk, Walgreen’s places its milk at the front of the 
store, enabling it to compete head-to-head with convenience stores. 
    The trade-off between making it easy to find merchandise and providing an 
interesting shopping experience is determined by the customer’s shopping needs. 
For example, supermarket and drugstore shoppers typically focus on utilitarian 
benefits and want to minimize the time they spend shopping, so the design of 
 supermarkets emphasizes the ease of locating merchandise. In contrast, customers 
shopping for specialty goods like a computer, a home entertainment center, or 
furniture are more likely to spend time in the store browsing, comparing, and 
talking with the salesperson. Thus specialty store retailers that offer this type of 
merchandise place more emphasis on providing hedonic benefits and encouraging 
exploration than on making it easy to find merchandise. 
    Another trade-off is the balance between giving customers adequate space in 
which to shop and productively using this scarce resource for merchandise. For 
example, customers are attracted to stores with wide aisles and fixtures whose 
primary purpose is to display rather than hold the merchandise. However, this 
type of design reduces the amount of merchandise that can be available to buy 
and thus may also reduce impulse purchases and the customers’ chances of 
finding what they are looking for. But too many racks and displays in a store 
can cause customers to feel uncomfortable and even confused. In addition, 
shoppers do not like it when a store is so cramped that they touch one another. 
This is referred to as the “butt-brush effect.”  14   However, the preference for 
shopping in less crowded environments is not universal, as illustrated in Retail-
ing View 17.2. 

     STORE DESIGN ELEMENTS  
 Three elements in the design of stores are the (1) layout, (2) signage, and (3) fea-
ture areas. Each of these elements is discussed in this section.  

 Layouts 
 Retailers use three general types of store layout design: grid, racetrack, and free 
form. Each of these layouts has advantages and disadvantages that are discussed in 
this section.  
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 Grid Layout   The    grid layout,    illustrated in Exhibit 17–1, has parallel aisles 
with merchandise on shelves on both sides of the aisles. Cash registers are located 
at the entrances/exits of the stores. 
  The grid layout is well suited for customers who are primarily interested in the 
utilitarian benefits offered by the store. They are not interested in the hedonic 
benefits provided by a visually exciting design. They want to easily locate products 
they want to buy, and they make their purchases as quickly as possible. Most su-
permarkets and full-line discount stores use the grid layout because this design 
enables their customers to easily find the product they are looking for and mini-
mize the time spent on a shopping task that most don’t enjoy. 
  The grid layout is also cost-efficient. There’s less wasted space with the grid 
layout than with other layouts because the aisles are all the same width and de-
signed to be just wide enough to accommodate shoppers and their carts. The use 
of high shelves for merchandise enables more merchandise to be on the sales floor 
compared with other layouts. Finally, because the fixtures are generally standard-
ized, the cost of the fixtures is low. 

 RETAILING VIEW    Western Store Designs Are Not Appealing to 
Indian Shoppers 

  17.2 

and commercials playing in the background. Many of the stores 
aren’t air-conditioned, not in an effort to save money but, 
rather, because the heat adds to the ambience. There is no 
quiet, relaxed atmosphere here. 
  Biyani’s approach to store design has worked. His company, 
Panaloon Retail (India), Ltd., is now the country’s largest re-
tailer, with annual sales of approximately $900 million. 

 Sources: Eric Bellman, “In India, a Retailer Finds Key to Success Is 
 Clutter,”  Wall Street Journal,  August 8, 2007, p. A1; Curt Hazletter, 
 “Controlled Explosion,”  Shopping Centers Today  28, no. 3 (2007), 
pp. 63–67; Ritu Upadhyay, “Retailing’s Rapid Rise in India,”  WWD: 
Women’s Wear Daily,  February 20, 2007.  

 Kishore Biyani’s supermarkets in Mubai, 
India, were initially designed like most 
Western-style supermarkets. But cus-
tomers walked down the wide aisles, past 
neatly stocked shelves, and out the door 
without buying. Biyani soon recognized 
that part of his target market, lower- 
middle-income customers, did not like 
the sterile environment. His other target 
market segment, wealthier families, gener-
ally employed servants to do the grocery 
shopping. These servants were accus-
tomed to shopping in small, cramped 
stores filled with haggling customers. 
Most Indians buy fresh produce from 
street vendors or small stores, and the 
merchandise is kept under burlap sacks. 
  Biyani therefore redesigned his 
stores to make them messier, noisier, 
and more cramped, much like a public 
market. He spent about $50,000 to re-
place the long wide aisles with narrow 
crooked ones. The stores have floors of gray granite tiling, com-
mon in markets and train stations, so that his customers will 
feel at home. Instead of having long aisles and tall shelves, the 
stores feature bins on low shelves, an arrangement that allows 
customers to handle the products from all different sides. 
Indian customers are used to buying commodities like wheat, 
rice, and lentils in bulk. Although bulk displays can be messy, 
store employees are instructed not to clean up because cus-
tomers are less likely to check out the merchandise if it is in 
neat stacks. 
  Because Indian markets are noisy and full of bartering, 
Biyani’s stores employ people to walk around using mega-
phones to announce promotions, adding to the din of music 

   Consumers in India prefer to shop in stores that are more crowded.   
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  One limitation of the grid layout, from the retailer’s perspective, is that custom-
ers typically aren’t exposed to all the merchandise in the store because, due to the 
height of the shelves, they see only products displayed in the aisle they are in. 
Thus the layout does not encourage unplanned purchases. Supermarket retailers 
overcome this limitation, to some extent, by complementing the packaged goods 
in the center-store grid with a racetrack of fresh, perishable merchandise catego-
ries (meat, seafood, dairy, poultry, baked goods, and produce) around the periph-
ery of the store. Unplanned purchases are also stimulated by special displays and 
adjacencies which are discussed later in the chapter. 
  In the past, supermarket retailers and consumer packaged goods manufactur-
ers did not feel this limitation was very important. They felt that customers 
would be exposed to all the merchandise in the store because they would walk 
up and down each aisle pushing their shopping carts. However, researchers have 
equipped carts with GPS locators and found that most supermarket customers 
enter a supermarket, turn right, go along the racetrack on the periphery of the 
store looking down the aisles, and occasionally walk down an aisle with their 
carts or leave the cart at the end of the aisle and walk down the aisle to select a 
specific item and return to the cart. A path taken by a typical customer is shown 
in Exhibit 17–2.  15   
  Supermarket retailers and consumer packaged goods companies now recognize 
this problem of decreased traffic in the center core of supermarkets. The real es-
tate along the outer rim of supermarkets has been buzzing with improvement and 
excitement for several years. “Store perimeters have become warm, inviting, excit-
ing, genuine and diverse,” says David Milka, director of consumer insight for S.C. 
Johnson. But the center store, where S.C. Johnson brands reside, has remained 
“cold, obscure, boring and non-differentiated,” he adds.  16   
  To expose customers to more merchandise and increase their unplanned 
purchases in the core, supermarket retailers need to get customers to walk 
down more aisles. One approach for increasing traffic in the core that some 
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supermarket chains are considering is a layout that alters the straight aisles to 
form a zig-zag pattern. Products are merchandised more clearly in highly re-
lated categories by using pods and interactive kiosks and creating many aisle 
adjacencies to tangential products and categories. Another approach is locating 
power brands, brands with high awareness and market share such as Coca-Cola 
and Tide, and eye-attracting displays in the middle of the aisle rather than at 
the end of the aisle. The power brands are displayed from the top to the bottom 
shelves, creating a swath of color that captures the attention of customers as 
they peek down the aisle.   

 Racetrack Layout   The    racetrack layout    ,  also known as a    loop    ,  is a store lay-
out that provides a major aisle that loops around the store to guide customer traf-
fic around different departments within the store. Cash register stations are 
typically located in each department bordering the racetrack. 
  The racetrack layout facilitates the goal of getting customers to see the mer-
chandise available in multiple departments and thus encourages unplanned pur-
chasing. As customers go around the racetrack, their eyes are forced to take 
different viewing angles rather than looking down one aisle, as in the grid design. 
Low fixtures are used so that customers can see merchandise beyond the products 
displayed on the racetrack. 
  Exhibit 17–3 shows the layout of the JCPenney store in the NorthPark Center 
in Dallas, Texas. Because the store has multiple entrances, the racetrack layout 
places all departments on the main aisle by drawing customers through the store 
in a series of major and minor loops. To entice customers through the various de-
partments, the design places some of the more popular departments, like juniors, 
toward the rear of the store. The newest items are featured on the aisles to draw 
customers into departments and around the loop. 
  To lead customers along the racetrack, the racetrack is wider than other aisles 
and defined by a change in flooring surface or color. For instance, the aisle floor-
ing in the store is marblelike tile, whereas the department floors vary in material, 
texture, and color, depending on the desired ambience. 
  Since many department store customers seek hedonic benefits, they typically 
spend more time shopping at department stores, and the more time they spend, 
the more they buy.  17   Kohl’s has modified the racetrack layout to increase shopper 
convenience and provide more utilitarian benefits to time-poor customers. Kohl’s 
stores, in convenient, off-mall locations, are about half the size of most mall-based 
department stores. A middle aisle that divides the track is provided to serve as a 

  EXHIBIT 17–2   
 Example of a Traffic 
Pattern in a Grid Layout 
Supermarket  
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shortcut for shoppers who don’t want to finish the whole circuit. Cash register 
stations are located at several points along the racetrack.  18     

 Free-Form Layout   A    free-form layout    ,  also known as    boutique layout    ,  ar-
ranges fixtures and aisles in an asymmetric pattern (Exhibit 17–4). It provides an 
intimate, relaxing environment that facilitates shopping and browsing. 
  However, creating this pleasing shopping environment is costly. Because there 
is no well-defined traffic pattern, as there is in the racetrack and grid layouts, cus-
tomers aren’t naturally drawn around the store, and personal selling becomes 
more important to encourage customers to explore merchandise offered in the 
store. In addition, the layout reduces the amount of merchandise than can be 
displayed.    

 Signage and Graphics 
 Signage and graphics help customers locate specific products and departments, 
provide product information, and suggest items or special purchases. Graphics, 
such as photo panels, can reinforce a store’s image. 
    Signage is used to identify the location of merchandise categories within a 
store and the types of products offered in the category. The signs are hung typi-
cally from the ceiling to enhance their visibility. Frequently, icons rather than 
words are used to facilitate communication with customers speaking different 
languages. For example, a red and yellow circus tent icon identifies the area for 
children’s toys more effectively than a black and white, worded rectangular sign. 
Smaller signs are used to identify sale items and provide more information about 
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  EXHIBIT 17–3    JCPenney Racetrack Layout at NorthPark Center in Dallas  
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specific products. Finally, retailers may use images, such as pictures of people and 
places, to create moods that encourage customers to buy products. Some differ-
ent types of signs are:  
  •      Category signage.    Used within a particular department or sector of the store, 

category signs are usually smaller than directional signs. Their purpose is to 
identify types of products offered; they are usually located near the goods to 
which they refer.  

  •      Promotional signage.    This signage describes special offers and may be 
displayed in windows to entice the customer into the store. For instance, value 
apparel stores for young women often display large posters in their windows 
of models wearing the items on special offer.  

  •      Point-of-sale signage.    Point-of-sale signs are placed near the merchandise 
they refer to so that customers know its price and other detailed information. 
Some of this information may already be on product labels or packaging. 
However, point-of-sale signage can quickly identify for the customer those 
aspects likely to be of greater interest, such as whether the product is on 
special offer.    

 Digital Signage   Traditional print signage is typically developed and pro-
duced at corporate headquarters, distributed to stores, and installed by store 
employees or contractors.  19   Many retailers are beginning to replace traditional 

  EXHIBIT 17–4   
 Free-Form Store Layout  
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signage with digital signage systems. 
   Digital signage    includes signs 
whose visual content is delivered 
digitally through a centrally man-
aged and controlled network, dis-
tributed to servers in stores, and 
displayed on a flat-panel screen. 
The content delivered can range 
from entertaining video clips to 
simple displays of the price of 
merchandise. 
  Digital signage provides a num-
ber of benefits over traditional 
static-print signage. Due to their 
dynamic nature, digital signs are 
more effective in attracting the at-
tention of customers and helping 
them recall the messages displayed. 
Digital signage also offers the op-
portunity to enhance a store’s envi-

ronment by displaying complex graphics 
and videos to provide an atmosphere that 
customers find appealing.  20   

 Digital signage overcomes the time-
to-message hurdle associated with tradi-
tional print signage. Changing market 
developments or events can immediately 
be incorporated into the digital sign. The 
ease and speed (flexibility) of content de-
velopment and deployment of digital sig-
nage enables the content to be varied 
within and across stores at different times 
of the day or days of the week. For ex-
ample, the weather could lead to auto-
matic adjustments to digital in-store 
signage such as automatically advertising 
cold drinks like Coca-Cola when the 
temperature rises above 80 degrees Fahr-
enheit or advertising sunscreen three 
days before a weekend that’s forecast to 
be sunny and warm. 

 Because the content is delivered digi-
tally, it can easily be tailored to a store’s 
market and changed during the week or 
even the day and hour. For instance, one 
retailer experimented with changing the 
content of its storefront digital signage. 
In the morning, the signage emphasized 
merchandise with lower price points and 
sale items. The merchandise at higher 
price points and more consistent with the 
retailer’s brand image was displayed later 
in the day. 

 The ability to control digital signage 
content centrally ensures that the retailer’s 

  Digital signs are more effective at attracting the attention of shoppers than 
are traditional static signs.  

  H&M effectively uses graphic photo panels to enhance its store image.  
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strategy for communicating with its customers is properly executed systemwide. 
Digital signage thus eliminates the challenge facing retailers that send out static 
signage to stores announcing a special promotion or a new marketing initiative and 
then find the signage stacked in the storage area, never put on the selling floor, dur-
ing the promotion. Digital signage ensures that the signage is installed in the right 
place at the right time. 
  Finally, digital signage eliminates the costs associated with printing, distribut-
ing, and installing static signage. In addition, it may decrease store labor costs 
while improving labor productivity. However, the drawback to using digital sig-
nage is the initial cost of the display devices and the system that supports the de-
livery of the signage.    

 Feature Areas 
 In addition to using layout and signage, retailers can guide customers through 
stores and influence buying behavior through the placement of feature areas. 
   Feature areas    are the areas within a store that are designed to get customers’ 
attention. They include windows, entrances, freestanding displays, end caps, pro-
motional aisles or areas, walls, dressing rooms, and cash wraps.  

 Windows   Window displays draw customers into the store and provide a visual 
message about the type of merchandise offered in the store and the type of image 
the store wants to portray. Research suggests that storefront window displays are 
an effective tool for building the store image, particularly with new customers who 
are unfamiliar with the store.  21     

 Entrances   The first impression caused by the entry area affects the customer’s 
image of the store. Department stores typically have the cosmetics and fragrance 
categories at the main entrance because these categories are visually appealing 
and create a sense of excitement. While the entry area plays a prominent role 
in creating an image, the first 10 feet of the store are often referred to as the 
“decompression zone,” because customers are making an adjustment to the new 
environment: escaping from the noisy street or mall, taking off their sunglasses, 
closing their umbrellas, and developing a visual impression of the entire store. 
Customers are not prepared to evaluate merchandise or make purchase decisions 
in the decompression zone, so retailers try to keep this area free of merchandise, 
displays, and signage.  22     

 Freestanding Displays      Freestanding displays    are fixtures or mannequins 
that are located on aisles and designed primarily to attract customers’ attention 
and bring them into a department in stores using a racetrack or free-form layout. 
These fixtures often display and store the newest, most exciting merchandise in 
the particular department.   

 End Caps      End caps    are displays located at the end of an aisle in stores using a 
grid layout. Due to the high visibility of end caps, sales of a product increase dra-
matically when that merchandise is featured on an end cap. Thus retailers use end 
caps for higher-margin, impulse merchandise. In the supermarket industry, ven-
dors often negotiate for their products to be on end-cap displays when they are 
offering special promotional prices.       

 Promotional Aisle or Area   A    promotional aisle    or    promotional area    is a 
space used to display merchandise that is being promoted. Drugstores, for instance, 
use promotional aisles to sell seasonal merchandise, such as lawn and garden 

  REFACT 
 Eighty-five percent of mall 
concourse traffic approaches 
stores from the side. How-
ever, almost all store window 
signage is designed for cus-
tomers approaching the 
store head on.  

 REFACT 
An international survey of 
supermarket shoppers found 
that end caps are noticed by 
more than three-quarters of 
shoppers and could influence 
60 percent to making a 
purchase.  23  
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products in the summer and Christmas 
decorations in the fall. Shaw’s supermar-
kets contain a “10 for $10” aisle. From this 
promotional aisle, customers can purchase 
10 selected items for $10. The products 
change each week and are highlighted in 
weekly grocery ads. Products can also be 
mixed, so customers do not have to buy 10 
of the same item. Apparel stores, like The 
Gap, often place their sale merchandise at 
the back of the store so that customers 
must pass through the full-price merchan-
dise to get to the sale merchandise.   

 Walls   Because retail floor space is of-
ten limited, many retailers increase their 
ability to store extra stock, display mer-
chandise, and creatively present a mes-
sage by utilizing wall space. Merchandise 

can be stored on shelving and racks and coordinated with displays, photographs, 
or graphics featuring the merchandise. At the French clothier Lacoste, for in-
stance, merchandise is displayed in bold color swaths relatively high on the wall. 
Not only does this allow the merchandise to “tell a story,” but it also helps custom-
ers feel more comfortable because they aren’t crowded by racks or other people 
and they can get a perspective on the merchandise by viewing it from a distance.   

 Dressing Rooms   Dressing rooms are critical space in which customers decide 
whether or not to purchase an item. Large, clean, and comfortable dressing rooms 
put customers in the mood to buy merchandise. Women’s dressing rooms often 
have photographs of local communities hung on the walls, fresh flowers, and natu-
ral light. Men’s dressing rooms, in contrast, are decorated in dark wood, leather 
furniture, and linen wall coverings.     
  Retailers are using technologies in their dressing rooms to enhance the buying 
experience. Interactive mirrors, 3-D scanners, and holographic sales assistants may 

sound like they belong in a sci-fi 
movie, but they’ll likely be part of 
the shopping experience in the near 
future. Currently, customers bring 
five or six items into the dressing 
room and try to narrow down their 
selection. Often they cannot re-
member how they looked in each 
outfit as they try the items on. By 
putting an interactive mirror in a 
dressing room, customers can si-
multaneously see pictures of them-
selves in all the items they try on.  25   

 By using interactive mirrors and 
Web cams, customers can include 
friends or parents in their shopping 
experience. Through RFID tagging, 
the dressing-room registers the 
items shoppers take in to try on and 
produces video and images of the 
merchandise. A touch screen gives 
shoppers the option to invite friends 

  End caps at Whole Foods are used to merchandise seasonal, temporary, 
promotional, and/or high-margin items.  

  New technologies are making it easier for shoppers to try on merchandise and 
involve friends and family in their decision-making process.  

 REFACT 
By 2015, three-quarters of 
shoppers worldwide antici-
pate using interactive touch 
screens in dressing rooms to 
communicate with sales 
assistants. Half expect that 
3-D body scanning and inter-
active dressing-room mirrors 
will eliminate the stress of 
trying on a new outfit.  24  
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to participate in the buying process. Through their personal cell phones or key pads, 
they can then send an e-mail or text message to friends. By clicking on a URL and 
logging on to a Web site, the friends can see the items being tried on and make com-
ments. The Web site could also suggest other, complementary merchandise avail-
able from the retailer. Customers can then click on one of the recommendations, 
and it will appear in the mirror superimposed over their image, as though they were 
trying on the garment.  26   
  Although technology and decor can enhance the experience of trying on cloth-
ing, some retailers are cautious about the extent to which they will use technology. 
The personal attention provided by sales associates remains the most effective 
agent for providing customer service.   

 Cash Wraps      Cash wraps    ,  also known as    point-of-purchase (POP) counters    
or    checkout areas,    are places in the store where customers can purchase mer-
chandise. Because many customers go to these areas and may wait in line to make 
a purchase, retailers often use these areas to display impulse items. For example, in 
supermarkets, batteries, candy, razors, and magazines are often shelved at the 
checkout counter. 
  Discount and extreme-value retailers and category specialists use centralized 
checkouts at the front of their stores. But department stores have traditionally 
placed cash wraps off the main aisle within each department. Several department 
store chains are now switching to centralized cash wraps. By centralizing the 
checkout areas, these stores increase customer convenience and reduce staff.  27  

       SPACE MANAGEMENT  
 The space within stores and on the stores’ shelves and fixtures is a scarce resource. 
Space management involves two resource decisions: (1) the allocation of store 
space to merchandise categories and brands  28   and (2) the location of departments 
or merchandise categories in the store.  

 Space Allocated to Merchandise Categories 
 Some factors that retailers consider when deciding how much floor or shelf space 
to allocate to merchandise categories and brands are (1) the productivity of the 
allocated space, (2) the merchandise’s inventory turnover, (3) the impact on overall 
store sales, and (4) the display needs for the merchandise.  

 Space Productivity   A simple rule of thumb for allocating space is to allocate 
on the basis of the merchandise’s sales. For example, if artificial plants represent 
15 percent of the total expected sales for a hobby and craft retailer such as 
Michaels, then 15 percent of the store’s space is allocated to artificial plants. 
  But, as the discussion of marginal analysis for advertising allocations in Chapter 
15 indicates, retailers should allocate space to a merchandise category on the basis 
of its effect on the profitability of the entire store. In practice, this recommendation 
means that Michaels should add more space to the artificial plant section as long as 
the profitability of the additional space is greater that the profitability of the cate-
gory from which space was taken away. In this condition, the additional space for 
artificial plants will increase the profitability of the entire store. However, at some 
point, it will be more profitable to not take away space from other categories. 
  Two commonly used measures of space productivity are    sales per square foot    
and    sales per linear foot    .  Apparel retailers that display most of their merchandise 
on freestanding fixtures typically measure space productivity as sales per square 
foot. In supermarkets, most merchandise is displayed on shelves. Because the 
shelves have approximately the same width, only the length, or the linear dimen-
sion sales per linear foot, is used to assess space productivity. 
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  A more appropriate productivity measure, such as gross margin per square 
foot, would consider the contribution generated by the merchandise, not just the 
sales. Thus, if salty snacks generate $400 in gross margin per linear foot and 
canned soup generates only $300 per linear foot, more space should be allocated 
to salty snacks. However, factors other than marginal productivity need to be 
considered when making space allocation decisions. These factors are discussed 
in the next section. 
  In addition, retailers need to allocate space to maximize the profitability of the 
store, not just a particular merchandise category or department. For instance, su-
permarkets “overallocate” space to some low-profitability categories such as milk 
because an extensive assortment in these categories attracts customers to the store 
and positively affects the sales of other categories. Retailers might also overallo-
cate space to categories purchased by their platinum customers, the customers 
with the highest lifetime value.   

 Inventory Turnover   Inventory turnover affects space allocations in two ways. 
First, as discussed in Chapter 12, both inventory turnover and gross margin con-
tribute to GMROI—a measure of the retailer’s return on its merchandise inven-
tory investment. Thus, merchandise categories with higher inventory turnover 
merit more space than merchandise categories with lower inventory turnover. 
  Second, the merchandise displayed on the shelf is depleted quicker for fast-
selling items with high inventory turnover. Thus, more space needs to be allocated 
to fast-selling merchandise to minimize the need to restock the shelf frequently to 
reduce stockouts.   

 Display Considerations   The physical limitations of the store and its fixtures 
affect space allocation. For example, the store planner needs to provide enough 
merchandise to fill an entire fixture dedicated to a particular item. 
  A retailer might decide that it wants to use a merchandise display to build its 
image. For example, JCPenney has a very appealing offering of its private-label 
bath towels. To emphasize this offering, it might overallocate space for bath towels 
and present a wide range of colors.    

 Location of Merchandise Categories and Design Elements 
 As discussed previously, the store layout, signage, and feature areas can guide custom-
ers through the store. The location of merchandise categories also plays a role in how 
customers navigate through the store.  29   By strategically placing impulse and demand/
destination merchandise throughout the store, retailers increase the chances that cus-
tomers will shop the entire store and that their attention will be focused on the mer-
chandise that the retailer is most interested in selling—merchandise with a high 
GMROI.    Demand/destination merchandise    is products that customers have de-
cided to buy before entering the store. 
    As customers enter the store and pass through the decompression zone, they 
are welcomed with introductory displays, including graphics. Once through the 
decompression zone, they often turn right (in Western cultures) and observe 
the prices and quality of the first items they encounter. This area, referred to as 
the “strike zone,” is critical because it creates the customer’s first impression 
of the store’s offering. Thus, retailers display some of their most compelling 
merchandise in the strike zone. 
    After passing through the strike zone, the most heavily trafficked and viewed 
area is the right-hand side of the store. By this point in their journey through the 
store, customers have become accustomed to the environment, have developed a 
first impression, and are ready to make purchase decisions. Thus the right-hand 
side is a prime area for displaying high GMROI merchandise. For example, super-
markets typically locate the produce section in this area because produce appeals 
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to the shoppers’ senses. The smell of fresh fruits and 
vegetables gets a shopper’s mouth watering, and the 
best grocery store customer is a hungry one.  

 Impulse Merchandise   The prime store locations 
for selling merchandise are heavily trafficked areas 
such as 10 feet beyond the entrance on the right side of 
the store, the right-hand side of the store, and areas 
near escalators and cash wraps. In multilevel stores, a 
space’s value decreases the farther it is from the entry-
level floor. Thus,    impulse products    ,  or products that 
are purchased without planning, such as fragrances and 
cosmetics in department stores and magazines in su-
permarkets, are almost always located near the front of 
the store, where they’re seen by everyone and may ac-
tually draw people into the store. 

   Demand Merchandise   Demand merchandise and 
promotional merchandise are often placed in the back 
left-hand corner of the store. Placing high-demand 
merchandise in this location pulls customers through the store, increasing the 
visibility of other products along the way. So supermarkets typically put items 
almost everyone buys—milk, eggs, butter, and bread—in the back left-hand cor-
ner. In department stores, children’s merchandise and furniture, as well as cus-
tomer service areas like beauty salons, credit offices, and photography studios, 
are demand or destination areas and thus located in lightly trafficked areas of 
the store.   

 Special Merchandise   Some merchandise categories involve a buying process 
that is best accomplished in a lightly trafficked area. For example, Steuben glass 
sculptures are unique, expensive art pieces that require thought and concentration 
for their purchase decision. Thus Neiman Marcus locates this merchandise in a 
lightly trafficked area to minimize distractions to customers contemplating a pur-
chase. Similarly, women’s lingerie is typically located in a remote area to offer a 
more private shopping experience. 
  Categories that require large amounts of floor space, like furniture, are often 
located in less desirable locations. Some categories, like curtains, need significant 
wall space, whereas others, like shoes,  require easily accessible storage rooms.   

  The checkout counter at a 
supermarket is an ideal 
place to display merchandise 
typically bought on impulse.  

  The lingerie department is 
typically located in a low-
traffic area in a department 
store to give customers 
some privacy as they look 
through the merchandise.  
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 Category Adjacencies   Retailers often put complementary categories next to 
each other to encourage unplanned purchases. For example, men’s dress shirts and 
ties are located next to each other between men’s and boy’s apparel. Sporting goods 
retailers often locate exercise equipment next to sporting goods and apparel for chil-
dren so that mothers can see children while the mothers are shopping for 
treadmills.    

 Location of Merchandise within a Category 
 Retailers use a variety of rules to locate specific SKUs within a category.  30   For 
instance, supermarkets and drugstores typically place private-label brands to the 
right of national brands. Because Western consumers read from left to right, they 
will see the higher-priced national brand first and then see and possibly purchase 
the lower-priced, higher-margin private-label item on the right that looks similar 
to the national brand. Produce departments in grocery stores are arranged so that 
apples are the first item most customers see, because apples are a very popular 
produce item and thus can best initiate a buying pattern. 
    Supermarkets typically display merchandise on four shelves, with the most 
profitable merchandise on the third shelf from the floor. The third shelf attracts 
the most attention because it is at eye level for adults. Merchandise that appeals to 
a smaller group of customers is often displayed on the top shelf because reaching 
for the items requires significant effort. Heavy, bulky items are stocked on the bot-
tom shelf for safety reasons. 
    However, when purchase decisions are influenced by shorter consumers, posi-
tioning merchandise on the lower shelves might be more effective. For example, 
children may influence breakfast cereal purchases when accompanying their par-
ents to the supermarket. Thus the second shelf from the floor might be a prime 
location for the most profitable cereal brands. The most appealing and profitable 
placement for pet treats might be on the bottom shelf to appeal to pets accompa-
nying their pet parents on visits to a pet supply supercenter. 
    Some tools, discussed in the following section, which retailers use to make 
decisions on the positioning of items in a category are planograms, videotapes of 
consumers as they move through the store, and virtual-store software. Retailing 
View 17.3 outlines suggestions that a vendor, Nestlé Purina, has for merchandising 
the pet food category.  

 Planograms   A    planogram    is a diagram that shows how and where specific 
SKUs should be placed on retail shelves or displays to increase customer pur-
chases. The locations can be illustrated using photographs, computer output, or 
artists’ renderings. In developing the planogram, retailers need to make the cate-
gory visually appealing, consider the manner in which customers shop (or the 
manner in which the retailer would like customers to shop), and achieve the re-
tailer’s strategic and financial objectives. The technology for computer-generated 
planograms is quite sophisticated. 
  Planograms are also useful for merchandise that doesn’t fit nicely on shelves in 
supermarkets or discount stores. Most specialty apparel retailers provide their 
managers with photographs and diagrams of how merchandise should be dis-
played. Retailing View 17.4 describes how the SAS planogramming system auto-
mated Marks & Spencer’s food business.   

 Virtual-Store Simulation   Virtual-store simulations are another tool used to de-
termine the effects of placing merchandise in different areas of a store and evaluating 
the profit potential for new items.  31   In these simulations, customers stand in front of 
computer screens that depict a store aisle. Retina-tracking devices record the eye 
movements of the customers. When the customers push forward on a handle, similar 
to the handle on a shopping cart, they progress down the simulated aisle. Customers 
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 RETAILING VIEW   Suggestions for Merchandising a Pet Food Category   17.3 
 On the basis of an audit of 
many major retailers 
across multiple retail for-
mats, Nestlé Purina offers 
the following suggestions 
on how to best allocate 
space within the pet 
category.  

 Space Allocation 
 The typical supermarket 
dedicates about 100 feet of 
gondola run to the pet cat-
egory. The allocation var-
ies widely, however, from 
a low of about 60 feet to 
a high of nearly 150 feet. 
Supermarkets with larger 
   sets    (space devoted to the 
pet category) have roughly 
a 60-40 split between 
foods (traffic drivers) and 
nonfoods (higher margin). 
Supercenters and pet cate-
gory specialties have about 
one-third of the space for 
foods and two-thirds for higher-margin supplies. Supermarkets 
with smaller sets have about three-quarters of the space dedi-
cated to foods and one-quarter to supplies. Retailers tend to 
dedicate about 60 percent of available food space to dog items 
and about 40 percent to cat items. Space allocated across food 
types (wet, dry, treats) differs widely between species and also 
by region of the country. The typical retailer across all formats 
allocates about half or more of total dog food space to dry 
foods. The remaining space is nearly evenly split between dog 
treats and wet dog foods. On the cat side, however, the dry-
wet division is much more evenly split. Dry cat foods repre-
sent half of the cat category space, while the other half is 
occupied mostly by wet foods except for about 5 to 10 per-
cent that is filled by cat treats. In the eastern region of the 
United States, however, wet cat food has approximately 50 
to 60 percent of the cat food space dedicated to canned and 
pouch cat food items.   

 Merchandising Tips 
 To best align the category with the in-store traffic flow, the 
most popular product segments should be at the main en-
trance to the aisle. Since customers entering the store gener-
ally circle in a counterclockwise pattern, the predominant 
traffic flow in center-store aisles tends to be from the back of 
the store toward the front checkouts. In the pet aisle:  

  •   Dog products should be across the aisle from cat products.  

  •   Place the pet category as close to the back of the store as 
possible in stores with less than a full aisle for pet 
products.  

  •   Face in-aisle shippers toward the back of the store.  

  •   Establish back-of-store dedicated end caps—this is the 
gateway to the aisle.  

  •   Place shippers and clip strips on the left side of the aisle, 
since shoppers with carts buy 2-to-1 from items on their 
left in center-store aisles.  

  •   Place treats, supplies, premium products, and signature 
items in the hot zone (the first 8 feet that can be seen 
as customers circle the core) to attract the “aisle 
skippers,” those shoppers who tend to skip the pet 
aisle completely.  

  •   Put planned purchase items, dog food and cat food, closer 
to the center of the aisle to increase total aisle exposure.   

     Vertical blocking    (displaying the same merchandise ver-
tically on the shelves) is consistent with the way customers 
buy the dry and wet pet food categories. Each segment, dry 
and wet, is seen as a separate purchase decision, and shoppers 
view these product categories differently. They begin with an 
initial scan of a product category, seeing only about 50 per-
cent of the brands on the shelf. Then they return to a more 
manageable “consideration set” from which they make their 
final decision. Vertical blocking allows shoppers to easily and 
quickly make “like-product” comparisons. Shoppers need to 
be able to compare products, price, ingredients, and package 
size on similar items.  

 Source: Nestlé Purina PetCare, “Creating Your Most Effective Pet Aisle,” 
www.retailwire.com/objects/objects.ctm. 851.  

  This is a pet food category set consistent with recommendations developed by Nestlé Purina, a 
leading manufacturer of pet foods, using category and consumer research.  
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can virtually reach forward, pick an item 
off the shelf, look at the packaging, and 
then place the item in the virtual cart. 
These virtual shopping trips allow retailers 
and their suppliers to develop a better un-
derstanding of how customers will respond 
to different planograms.   

 Videotaping Consumers   Another 
research method used to assess customer 
reactions to planograms involves track-
ing customers in actual store environ-
ments. GPS tracking devices are placed 
in customer shopping carts and on shop-
pers to determine where customers and 
carts go in a store. Small video cameras 
are strapped on the shoppers’ foreheads 

 RETAILING VIEW   Marks & Spencer Automates with Planograms   17.4 
 Marks & Spencer is a large retailer of clothing, home goods, and 
high-quality food products in the United Kingdom. Its food 
business, specializing in high-quality convenience and fresh 
foods, such as sandwiches and take-home dinners, occupies a 
prominent position in the U.K. food retailing sector. 
  The retailer is continuously updating its product range with 
new products developed in conjunction with leading manufac-
turers of short-life food products. Until recently, this process 
had been labor-intensive. For example, the adjustment of 50 
displays in 50 stores requires 2,500 new individual planograms, 
unless some stores are exactly the same, which is not likely. It 
would take between 80 and 100 full-time planogrammers to 
implement weekly changes in its 310 stores. 
  The $8.6 billion retailer began looking for a planogramming 
system for its fresh-food products. Store-specific space plans 
were necessary to reflect each store’s individual needs. 

 Working with SAS, the retailer was able to develop an 
 automated planogramming system that could optimize weekly 
fresh-food assortments to individual stores, as well as improve 
product layout and customer satisfaction. 
  The Marks & Spencer SAS system calculates an optimal lay-

out by determining how many shelf facings are needed for each 
SKU in each store. At the same time, the system maintains a 
consistent look but considers specific fixtures and store layouts. 
  By implementing automated space planning, Marks & Spencer 
has greatly increased the productivity of its centralized space-
planning team and gained control over store layout and product 
presentation. It can now do weekly plans with 20 planogrammers—
and it does a much better job than before. Product placement is 
now more efficient and uniform throughout the chain, and cus-
tomers can more easily find specific products. This ease is of par-
ticular importance to Marks & Spencer, as many of its customers 
shop in more than one of its stores. 

 Source: Communication with SAS.  
  Marks & Spencer in the United Kingdom uses a planogram 
system developed by Marketmax to develop a layout that 
maximizes space productivity.  

  Kimberly-Clark is using virtual-store software that uses a retina-tracking 
device to record a customer’s glances. The information obtained from the 
software enables the retailer to get a fast read on new product designs and 
displays without having to conduct real-life tests in the early stages of 
product development.  
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to provide information on their eye movements. These videos can be used to im-
prove layouts and planograms by identifying the causes of slow-selling merchan-
dise, such as poor shelf placement. By studying customers’ movements, retailers 
can also learn where customers pause or move quickly or where there is conges-
tion. This information can help retailers decide, for instance, if the layout and 
merchandise placement is operating as expected or if new or promoted merchan-
dise is getting the attention it deserves.      

 VISUAL MERCHANDISING  
    Visual merchandising    is the presentation of a store and its merchandise in ways 
that will attract the attention of potential customers. This section examines issues 
related to the presentation of merchandise, and the following section explores 
more sensory aspects of the store’s environment. This section begins with a review 
of the fixtures used to display merchandise and then discusses some merchandise 
presentation techniques.  

 Fixtures 
 The primary purposes of fixtures are to efficiently hold and display merchandise. 
At the same time, they define areas of a store and direct traffic flow. Fixtures work 
in concert with other design elements, such as floor coverings and lighting, as well 
as the overall image of the store. For instance, in stores designed to convey a sense 
of tradition or history, customers automatically expect to see lots of wood rather 
than plastic or metal fixtures. Wood mixed with metal, acrylic, or stone changes the 
traditional orientation. Apparel retailers utilize the straight-rack, rounder, and four-
way fixtures, while the principle fixture for most other retailers is the gondola. 
    The    straight rack    consists of a long pipe balanced between supports in the 
floor or attached to a wall (Exhibit 17–5A). Although the straight rack can hold a 
lot of apparel, it cannot effectively feature specific styles or colors. All the cus-
tomer can see is a sleeve or a pant leg. As a result, straight racks are often found in 
discount and off-price apparel stores. 
      A    rounder    ,  also known as a    bulk fixture    or    capacity fixture    ,  is a round fixture 
that sits on a pedestal (Exhibit 17–5B). Although smaller than the straight rack, it’s 
designed to hold a maximum amount of merchandise. Because they are easy to 
move and efficiently store apparel, rounders are found in most types of apparel 
stores. But, as with the straight rack, customers can’t get a frontal view of the 
merchandise. 
    A    four-way fixture    ,  also known as a    feature fixture    ,  has two crossbars that sit 
perpendicular on a pedestal (Exhibit 17–5C). This fixture holds a large amount of 
merchandise and allows the customer to view the entire garment. The four-way is 
harder to maintain properly than is the rounder or straight rack, however. All mer-
chandise on an arm must be of a similar style and color, or the customer may be-
come confused. Due to their superior display properties, four-way fixtures are 
commonly utilized by fashion-oriented apparel retailers. 
       Gondolas    are extremely versatile (Exhibit 17–5D). They’re used extensively, 
but not exclusively, in grocery and discount stores to display everything from 
canned foods to baseball gloves. Gondolas are also found displaying towels, sheets, 
and housewares in department stores. Folded apparel too can be efficiently dis-
played on gondolas, but because the items are folded, it’s even harder for custom-
ers to view apparel on gondolas than it is on straight racks.   

 Presentation Techniques 
 Some presentation techniques are idea-oriented, item and size, color, price lining, 
vertical merchandising, tonnage merchandising, and frontage presentation.  
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 Idea-Oriented Presentation   Some retailers use an    idea-oriented 
presentation   —a method of presenting merchandise based on a specific idea or 
the image of the store. Individual items are grouped to show customers how the 
items could be used and combined. Women’s blouses are often displayed with 
skirts and accessories to present an overall image or idea. Also, furniture stores 
display a combination of furniture in room settings to give customers an idea of 
how it would look in their homes. At Sony Style, mini-living rooms showcase what 
a particular flat-panel TV might look like over a fireplace or a dresser. This ap-
proach encourages the customer to make multiple complementary purchases.  

    Item and Size Presentation   Probably the most common technique of or-
ganizing stock is by style or item. Discount stores, grocery stores, hardware 
stores, and drugstores employ this method for nearly every category of mer-
chandise, as do many apparel retailers. When customers look for a particular 
type of merchandise, such as breakfast cereals, they expect to find all items in the 
same location. 
  Arranging items by size is a common method of organizing many types of mer-
chandise, from nuts and bolts to apparel. Because the customer usually knows the 
desired size, it’s easy to locate items organized in this manner.   

 Color Presentation   A bold merchandising technique is organizing by color. 
For instance, in winter months, women’s apparel stores may display all white 
cruise wear together to let customers know that the store is “the place” to pur-
chase clothing for their winter vacations.   

  EXHIBIT 17–5   
  Types of Fixtures   

(B) Rounder

(A) Straight rack

(D) Gondola(C) Four-way

 REFACT 
 Fifty percent of women get 
their ideas for clothes from 
store displays or window 
shopping. 
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 Price Lining      Price lining    occurs when retailers offer a lim-
ited number of predetermined price points and/or price catego-
ries within another classification. This approach helps customers 
easily find merchandise at the price they wish to pay. For in-
stance, men’s dress shirts may be organized into three groups 
selling for $49, $69, and $99. (Also see Chapter 14.)   

 Vertical Merchandising   Another common way of organiz-
ing merchandise is    vertical merchandising    .  In this approach, 
merchandise is presented vertically using walls and high gondo-
las. Customers shop much as they read a newspaper—from left 
to right, going down each column, top to bottom. Stores can ef-
fectively organize merchandise to follow the eye’s natural move-
ment. Retailers take advantage of this tendency in several ways. 
Many grocery stores put national brands at eye level and store 
brands on lower shelves because customers scan from eye level 
down. In addition, retailers often display merchandise in bold 
vertical bands of an item. For instance, you might see vertical 
columns of towels of the same color displayed in a department 
store or a vertical band of yellow and orange boxes of Tide deter-
gent followed by a band of blue Cheer boxes in a supermarket.   

 Tonnage Merchandising   As the name implies,    tonnage 
merchandising    is a display technique in which large quantities 
of merchandise are displayed together. Customers have come to 
equate tonnage with low price, following the retail adage “Stock 
it high and let it fly.” Tonnage merchandising is therefore used 
to enhance and reinforce a store’s price image. Using this display concept, the 
merchandise itself is the display. The retailer hopes customers will notice the mer-
chandise and be drawn to it. For instance, before many holidays, grocery stores 
use an entire end of a gondola (i.e., an end cap) to display six-packs of Pepsi.   

 Frontal Presentation   Often, it’s not possible to create effective displays and 
efficiently store items at the same time. But it’s important to show as much of the 
merchandise as possible. One solution to this dilemma is the    frontal presenta-
tion    ,  a method of displaying merchandise in which the retailer exposes as much of 
the product as possible to catch the customer’s eye. Book manufacturers, for in-
stance, make great efforts to create eye-catching covers. But bookstores usually 
display books exposing only the spine. To create an effective display and break the 
monotony, book retailers often face an occasional cover out like a billboard to 
catch the customer’s attention. A similar frontal presentation can be achieved on a 
rack of apparel by simply turning one item out to show the merchandise.      

  The towel display is an example of vertical 
merchandising.  

 CREATING AN APPEALING STORE ATMOSPHERE  
 To provide a rewarding shopping experience, retailers go beyond presenting ap-
pealing merchandise. For example, Disney plans to spend about $1 million a store 
to create a highly entertaining and rewarding experience for its customers using 
interactive technology. The chain’s traditional approach of displaying row after 
row of toys and apparel geared to Disney franchises will be given a high-tech 
makeover. Children will be able to watch film clips of their own selections in a 
theater, participate in karaoke contests, or chat live with Disney Channel stars via 
satellite. Computer chips embedded in packaging will activate hidden features. 
When children walk by a “magic mirror” while holding a Princess tiara, Cinder-
ella will appear and say something to them. 
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   Disney will adopt Apple touches like 
mobile checkout (employees will carry 
miniature receipt printers in their aprons) 
and the emphasis on community (Dis-
ney’s theater idea is an extension of Ap-
ple’s lecture spaces). The focus will be on 
interactivity—parents will be able to 
book a Disney Cruise on touch-screen 
kiosks while their children play.  32   

   Employees also play a major role in cre-
ating an appealing store environment. For 
example, atmosphere at Pike Place is un-
usual. Employees, known as fishmongers, 
throw fish over the counter to coworkers 
for wrapping. The fishmongers also invite 
customers to get in on the action and try to 
catch fish. What could be a dull store is 
transformed into a place where customers 
and employees are smiling, laughing, and 
connecting with one another, while keep-
ing an eye out for flying fish.  33   

    Amy’s Ice Cream (a 13-store chain of premium ice-cream shops in Austin, San 
Antonio, and Houston, Texas) has similarly transformed what could be a boring 
transaction into a fun experience. Visit an Amy’s store, and you’ll see employees 
performing in a manner you won’t forget. They juggle with their serving spades, 
toss scoops of ice cream to one another behind the counter, and break-dance on 
the freezer top. If there’s a line out the door, they might pass out samples or offer 
free ice cream to any customer who’ll sing or dance, recite a poem, mimic a barn-
yard animal, or win a 60-second cone-eating contest.  34   
    In addition to these interactive technologies, retailers use lighting, colors, mu-
sic, and scent to stimulate customers’ perceptual and emotional responses and 
ultimately affect their purchase behavior.    Atmospherics    refers to the design of an 
environment by stimulation of the five senses.  35   Many retailers have discovered 
the subtle benefits of developing atmospherics that complement other aspects 
of the store design and the merchandise. Research has shown that it is important 
for the atmospheric elements to work together—for example, the right music 
with the right scent.  36  

   Lighting 
 Good lighting in a store involves more than simply illuminating space. Lighting 
can highlight merchandise, sculpt space, and capture a mood or feeling that en-
hances the store’s image. Retailers are exploring ways to save energy with techno-
logically advanced lighting. Having the appropriate lighting has been shown to 
positively influence customer shopping behavior.  37    

 Highlighting Merchandise   A good lighting system helps create a sense of 
excitement in the store. At the same time, lighting must provide an accurate 
color rendition of the merchandise. For instance, Walmart has been putting 
skylights into the roofs of its stores.     This addition cuts energy costs and creates 
more natural light, which is excellent for hardware and home goods. However, 
it is best to use artificial light for apparel so that customers can clearly see 
details. 
    Another key use of lighting is called    popping the merchandise   —focusing spot-
lights on special feature areas and items. Using lighting to focus on strategic pock-
ets of merchandise trains shoppers’ eyes on the merchandise and draws customers 

  Pike Place Fish Markets’ employees play a major role in creating an entertaining 
and rewarding shopping experience.  
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strategically through the store. Nike, for example, uses a lot of contrast and shad-
ows, highlighting the merchandise but not necessarily the architecture.   

 Mood Creation   Traditionally, U.S. specialty and department stores have em-
ployed incandescent lighting sources to promote a warm and cozy ambience. 
Overall lighting sources were reduced, and accent lighting was pronounced to call 
attention to merchandise and displays. It was meant to feel like someone’s home—
dim lighting overall, with artwork and other areas of interest highlighted. Ralph 
Lauren stores and boutiques in department stores use low levels of light to coor-
dinate with their overall ambience of resembling a townhouse. Department and 
mass-market retailers, in contrast, tend to be more brightly lit overall.   

 Energy-Efficient Lighting   As the price of energy soars and retailers and their 
customers become more energy-conscious, retailers are looking for ways to cut 
their energy costs and be more ecologically friendly. One obvious source of en-
ergy consumption is the lighting in a store. Stores are switching from incandes-
cent lighting to more energy-efficient fluorescent lights.    

 Color 
 The creative use of color can enhance a retailer’s image and help create a mood. 
Warm colors (red, gold, and yellow) produce emotional, vibrant, hot, and active re-
sponses, whereas cool colors (white, blue, and green) have a peaceful, gentle, calming 
effect. Colors may have a different impact depending on the culture of the customers. 
For instance, research suggests that French-Canadians respond more to warm-color 
decors, whereas Anglo-Canadians respond more positively to cool colors.  38     

 Music 
 Like color and lighting, music can either add to or detract from a retailer’s total 
atmospheric package.  39   Unlike other atmospheric elements, however, music can 
be easily changed. For example, one retailer has a system that allows certain music 
to be played at certain times of the day. It can play jazzy music in the morning and 
adult contemporary in the afternoon, although only in stores on the East Coast. 
These selections mirror the findings that most of its morning shoppers are older, 
whereas afternoon shoppers tend to be in the 35-to-40-year age range. For its 
West Coast stores, it wants modern rock in the morning and Caribbean beats in 
the afternoon. And in Texas, it’s country music all day, every day. The retailer also 
can “zone” music by demographics, playing more Latin music in stores that attract 
a higher Hispanic population. 
    Retailers also can use music to affect customers’ behavior. Music can control 
the pace of store traffic, create an image, and attract or direct consumers’ atten-
tion. For instance, one U.K. toy store switched from children’s songs like “Baa Baa 
Black Sheep” to relaxed classical music and watched sales jump by 10 percent.  40    
Managers realized that although children are the consumers of their products, 
adults are the customers. In general, though, slow is good. A mix of classical or 
otherwise soothing music encourages shoppers to slow down, relax, and take a 
good look at the merchandise.     

 Scent 
 Smell has a large impact on customer’s mood and emotions. Scent, in conjunction 
with music, has a positive impact on the customer’s level of excitement and satis-
faction with the shopping experience.  42   Scents that are neutral produce more posi-
tive feelings toward the store than no scent. Customers in scented stores think 
they spent less time in the store than do those in unscented stores. Stores using 
scents thus may improve customers’ subjective shopping experience by making 

 REFACT 
 The U.S. firm Muzak supplies 
400,000 shops, restaurants, 
and hotels around the 
world—including The Gap, 
McDonald’s, and Burger 
King—with songs tailored to 
reflect their identities.  41   
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them feel that they are spending less time examining merchandise or waiting for 
sales help or to check out. 
    Retailers use different essences in different departments: baby powder in the 
baby store; suntan lotion in the bathing suit area; lilacs in lingerie; and cinna-
mon and pine scents during the holiday season.  43   Upscale shirt retailer Thomas 
Pink pipes the smell of clean, pressed shirts into its stores. The essence of laven-
der wafts out of L’Occitane skin care stores. The scents from frequent cooking 
demonstrations at Williams-Sonoma kitchen stores help get customers in the 
cooking and buying mood. Even Sony Style stores have adopted the scent of 
cinnamon sticks simmering on a wood-burning stove during the holiday season 
and a mandarin orange and vanilla fragrance year-round. KB Toys has experi-
mented with scents of Creamsicle, cotton candy, and Play-Doh. Some custom-
ers, however, find the scents annoying, and for some, it even aggravates their 
allergies and asthma.       

 How Exciting Should a Store Be? 
 Retailers such as REI, The Sharper Image, Bass Pro Shops, and Barnes & Noble 
attempt to create an entertaining shopping environment by viewing their stores as 
theatrical scenes: The floor and walls constitute the stage and scenery; the light-
ing, fixtures, and displays are the props; and the merchandise represents the per-
formance. This creation of a theatrical experience in stores has resulted in the 
combination of retailing and entertainment. In contrast, retail chains such as 
Costco and Home Depot successfully use minimalist, warehouse-style shopping 
environments. 
    Does providing an exciting, entertaining store environment lead customers to 
patronize a store more frequently and spend more time and money during each 
visit? The answer to this question is: It depends.  45   
    The impact of the store’s environment depends on the customer’s shopping 
goals. The two basic shopping goals are task completion (utilitarian), such as buy-
ing a new suit for a job interview, and recreation (hedonic, such as spending a 
Saturday afternoon with a friend wandering through a mall). When customers 
are shopping to complete a task that they view as inherently unrewarding, they 
prefer to be in a soothing, calming environment—a simple atmosphere with slow 
music, dimmer lighting, and blue-green colors. However, when customers go 
shopping for fun, an inherently rewarding activity, they want to be in an exciting 
atmosphere—a complex environment with fast music, bright lighting, and red-
yellow colors. 
    What does this mean for retailers? They must consider the typical shopping 
goals for their customers when designing their store environments. For example, 
grocery shopping is typically viewed as an unpleasant task, and thus supermarkets 
should be designed in soothing colors and use slow background music. In contrast, 
shopping for fashion apparel is typically viewed as fun, so an arousing environ-
ment in apparel retail outlets will have a positive impact on the shopping behavior 
of their customers. 
    The level of excitement caused by the environment might vary across the store. 
For example, a consumer electronics retailer might create a low-arousal environ-
ment in the accessories area to accommodate customers who typically are task-
oriented when shopping for print cartridges and batteries, and it might create a 
high-arousal environment in the home-entertainment centers that are typically 
visited by more pleasure-seeking shopping customers. 
    Finally, retailers might vary the nature of their Web sites for customers depend-
ing on their shopping goals. For example, research suggests that Amazon should 
serve up complex, high-arousal Web sites with rich media to customers who indi-
cate they are browsing but provide simpler, low-arousal sites to customers looking 
for a specific book.  46   Some similar parallels between store and Web site designs 
are drawn in the following section.     

 REFACT 
It is estimated that the indus-
try that supplies scents to re-
tailers and other businesses 
will be worth $500 million to 
$1 billion in 2016, up from 
$40 million to $60 million 
today.  44  
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 WEB SITE DESIGN  
 In many, but not all, cases, good design principles that apply to a physical store can 
also be applied to a Web site.  47   Consider the following examples.  

 Simplicity Matters 
 A good store design allows shoppers to move freely, unencumbered by clutter. 
There is a fine line between providing customers with a good assortment and con-
fusing them with too much merchandise. 
    Similarly, at a Web site it is not necessary to mention all the merchandise avail-
able at the site on each page. It is better to present a limited selection tailored to 
the customer’s needs and then provide a few links to related merchandise and al-
ternative assortments. It is also important to include a search engine feature on 
each page in case a customer gets lost. The search feature in the virtual world is 
similar to having sales associates readily available in the physical world. Also, less 
is more. Having a small number of standard links on every page makes it more 
likely that users can learn the navigation scheme for the site.   

 Getting Around 
 When a store is properly designed, customers should be able to find what they are 
looking for easily. The products that customers frequently purchase together are 
often displayed together. For example, umbrellas are displayed with raincoats, soft 
drinks with snack foods, and tomato sauce with pasta. One way to help customers 
get around a Web site is by using local links internal to the site. When establishing 
local links, Web sites should connect:  
  •   Products that are similar in price.  
  •   Complementary products.  
  •   Products that differ from the product shown on some important dimension 

(e.g., a link to a color printer if the user is looking at a black-and-white 
printer).  

  •   Different versions of the shown product (e.g., the same blouse in yellow if the 
customer is viewing a red blouse).     

 Let Them See It 
 Stores are designed so that customers can easily view the merchandise and read 
the signs. But in a store, if the lighting isn’t good or a sign is too small to read, the 
customer can always move around to get a better view. Customers don’t have this 
flexibility on the Internet. Web designers should assume that all potential viewers 
lack perfect vision. They should strive for realistic colors and sharpness. Some 
retailers that use the Internet channel have developed interesting ways of viewing 
merchandise in multiple dimensions (see, for instance, landsend.com).   

 Blend the Web Site with the Store 
 It is important to visually reassure customers that they’re going to have the same 
satisfactory experience on the Web site that they have in stores. Even if the elec-
tronic store is designed for navigation efficiency, there should still be some design 
elements that are common to both channels. For instance, although very different 
store types, tiffany.com and officedepot.com both have looks and feels similar to 
those of their stores.   

 Prioritize 
 Stores become annoying if everything jumps out at you as if to say, “Buy me! No 
buy me!” Other stores are so bland that the merchandise appears boring. Setting 
priorities for merchandise displays and locations is just as important on a Web site 
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as it is in a physical store. A common mistake on many Internet sites is that every-
thing is too prominent, resulting from an overuse of colors, animation, blinking, 
and graphics. If everything is equally prominent, then  nothing  is prominent. Being 
too bland is equally troublesome. The site should be designed to advise customers 
and guide them to the most important or most promising choices, while also en-
suring their freedom to go anywhere they please. Like a newspaper, the most im-
portant items or categories should be given the bigger headlines and more 
prominent placement.   

 Type of Layout 
 Some stores are laid out to be functional, like supermarkets and discount stores. 
They use a grid design to make it easy to locate merchandise. Other stores, like 
department stores or bookstores, use a more relaxed layout to encourage brows-
ing. The trick is to pick the appropriate layout that matches the typical motives of 
the shopper. 
    Here is where store layout and Web site layout differ. Although many higher-
end multichannel retailers experimented with fancy and complex designs in their 
early years on the Internet, most have become much more simple and utilitarian 
than their bricks-and-mortar counterparts (see, for instance, polo.com, neiman-
marcus.com, and bloomingdales.com). When shopping on the Web, customers are 
interested in speed, convenience, and ease of navigation, not necessarily fancy 
graphics. 
    Store designers also strive to make their stores seem different, to stand out in 
the crowd. A Web site, however, must strike a balance between keeping customers’ 
interest and providing them with a basic comfort level based on convention. Users 
spend most of their time at  other  sites, so that’s where they form their expectations 
about how most sites work. 
    When trying to make a decision about Web site design, good designers look at 
the most visited sites on the Internet to see how those sites organize their infor-
mation. If 90 percent or more of the big sites do things in a single way, then that 
way is the de facto standard.   

 Checkout 
 Physical stores recognize the perils of long lines at checkout, and some have taken 
steps to alleviate the problem, as we discussed earlier in this chapter. The problem 
of abandoned carts at checkout is even more acute with Internet stores. Approxi-
mately half of all online customers abandon their purchases during the checkout 
process—one of the greatest causes of lost revenue for online retailers.48 
    Some tips for lessening the abandoned-online-cart problem are as follows:49  
  •    Make the process seem clear and simple.  Make sure the customer knows what to 

expect from the checkout process, how long it will take, and what details he or 
she must provide. Because customers hate hidden charges and delivery costs, 
make this information clear at the beginning of the process. Giving some 
visible signs of progress through the checkout stages also helps.  

  •    Close off the checkout process.  Remove links to any parts of the site other than the 
specific stages of the checkout process to focus the customer’s mind. Once in 
the checkout area, there should be only one place customers can go: purchase 
confirmation.  

  •    Make the process navigable without threatening the loss of information.  Customers 
may need to make changes at different stages, so making it possible for them 
to go back and forth through the process without losing any of the details 
they have already entered is vital to minimize frustration. Back buttons 
on the form, which save data when clicked, are a good way to achieve this 
functionality and offer an alternative to hitting the back button on a browser, 
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which causes customers to lose information. Enabling them to use the browser 
to navigate through checkout and still not lose their data would be even better.  

  •    Reinforce trust in the checkout process.  Display clear signs of server security and 
third-party verification logos. The company’s full address and phone number 
should also be provided, as well as links to information about the terms and 
conditions, delivery, and payment rules.         

 Some objectives for a store design are to (1) implement 
the retailer’s strategy, (2) influence customer buying be-
havior, (3) provide flexibility, (4) control design and main-
tenance costs, and (5) meet legal requirements. Typically, a 
store design cannot achieve all of these objectives, so man-
agers make trade-offs among objectives, such as providing 
convenience versus encouraging exploration. 
  The basic elements in a design that guides customers 
through the store are the layout, signage, and feature ar-
eas. A good store layout helps customers find and pur-
chase merchandise. Several types of layouts commonly 
used by retailers are the grid, racetrack, and free form. 
The grid design is best for stores in which customers are 
expected to explore the entire store, such as grocery stores 
and drugstores. Racetrack designs are more common in 
large upscale stores like department stores. Free-form de-
signs are usually found in small specialty stores and within 
large stores’ departments. 
  Signage and graphics help customers locate specific 
products and departments, provide product information, 
and suggest items or special purchases. In addition, graph-
ics, such as photo panels, can enhance the store environ-
ment and the store’s image. Digital signage has several 
advantages over traditional printed signage, but the initial 
fixed costs have made the adoption of this technology 
slow. Feature areas are areas within a store designed to get 
the customer’s attention. They include freestanding dis-
plays, end caps, promotional aisles or areas, windows, cash 
wraps or point-of-sale areas, and walls. 

  Space management involves two decisions: (1) the al-
location of store space to merchandise categories and 
brands and (2) the location of departments or merchan-
dise categories in the store. Some factors that retailers 
consider when deciding how much floor or shelf space to 
allocate to merchandise categories and brands are (1) the 
productivity of the allocated space, (2) the merchandise’s 
inventory turnover, (3) the impact on store sales, and (4) 
the display needs for the merchandise. When evaluating 
the productivity of retail space, retailers generally use sales 
per square foot or sales per linear foot. 
  The location of merchandise categories also plays a 
role in how customers navigate through the store. By stra-
tegically placing impulse and demand/destination mer-
chandise throughout the store, retailers can increase the 
chances that customers will shop the entire store and that 
their attention will be focused on the merchandise that 
the retailer is most interested in selling. In locating mer-
chandise categories, retailers need to consider typical con-
sumer shopping patterns. 
  Retailers utilize various forms of atmospherics—lighting, 
colors, music, and scent—to influence shopping behavior. 
The use of these atmospherics can create a calming envi-
ronment for task-oriented shoppers or an exciting envi-
ronment for recreational shoppers. 
  Although a retailer’s Web site is different from its phys-
ical store, in many but not all cases good design principles 
that apply to a physical store space can also be applied to a 
Web site.   

 SUMMARY 
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   1.    CONTINUING ASSIGNMENT  Go into the 
physical store location of the retailer you have chosen 
for the Continuing Assignment, and evaluate the 
store layout, design, and visual merchandising 
techniques employed. Explain your answers to the 
following questions:  

   (a)   In general, are the store layout, design, and visual 
merchandising techniques consistent with the 
exterior of the store and its location?  

   (b)   Is the store’s ambience consistent with the 
 merchandise presented and the customer’s 
expectations?  

   (c)   How does the store’s layout, design, and visual 
merchandising support the following objectives: 
(1) implements the retailer’s strategy, (2) builds 
loyalty, (3) increases sales, (4) controls costs, and 
(5) meets legal requirements?  

   (d)   To what extent are the store’s layout, design, and 
merchandising techniques flexible?  

   (e)   How does the store utilize atmospheric elements 
such as color, lighting, music, and scent? Are 
these uses appropriate given the store’s merchan-
dise and target market?  

   (f)   Is the store’s design environmentally friendly? If 
yes, please describe. If no, how could it become 
more “green”?  

   (g)   Are the fixtures consistent with the merchandise 
and the overall ambience of the store? Are they 
flexible?  

   (h)   Evaluate the store’s signage. Does it do an effec-
tive job of selling merchandise?  

   (i)   Has the retailer used any theatrical effects to 
help sell merchandise?  

   (j)   Does the store layout help draw people through 
the store?  

   (k)   Has the retailer taken advantage of the opportu-
nity to sell merchandise in feature areas?  

   (l)   Does the store make creative use of wall space?  
   (m)   What type of layout does the store use? Is it ap-

propriate for the type of store? Would another 
type of layout be better?  

   (n)   Ask the store manager how the profitability of 
space is evaluated (e.g., profit per square foot). Is 
there a better approach?  

   (o)   Ask the store manager how space is assigned to 
merchandise. Critically evaluate the answer.  

   (p)   Ask the store manager if planograms are used. If 
so, try to determine what factors are considered 
when putting together a planogram.  

   (q)   Are departments in the most appropriate loca-
tions? Would you move any departments?  

   (r)   What method(s) has the retailer used to organize 
merchandise? Is this the best way? Suggest any 
appropriate changes.    

   2.    INTERNET EXERCISE  Go to your favorite mul-
tichannel retailer’s Internet site. Evaluate its degree of 
simplicity, ease of navigation, readability, use of color, 
consistency with the brand image, and similarity of 
pricing and merchandise offered with those at its 
bricks-and-mortar stores.  

   3.    INTERNET EXERCISE  Go to the home page of 
ACNielsen to read about the Nielsen retail measure-
ment products Shelfbuilder and Spaceman (http://
en-us.nielsen.com/content/nielsen/en_us/product_
families/nielsen_retail_measurement/fact_sheet_ 
library.html). How can retailers use these tools to 
optimize assortment planning and improve plano-
grams to enhance visual impact, match consumers’ 
shopping patterns, and strengthen financial earnings?  

   4.    INTERNET EXERCISE   VMSD  is the leading re-
source for retail designers and store display profession-
als, serving the retail industry since 1869 (then called 
 Display World ). Go to its Web page at http://vmsd.com, 
and develop a list of three or four items that describe 
the latest trends in visual merchandising.  

   5.    INTERNET EXERCISE  Go to the home page of 
Envirosell (www.envirosell.com). How does this 
 marketing research consulting firm support retailers 
by collecting consumer information to assist with 
store layout, design, and visual merchandising?     

 GET OUT AND DO IT!  

   1.   One of the fastest-growing sectors of the population 
is the over-60 age group. Customers in this group 
may have limitations in their vision, hearing, and 
movement. How can retailers develop store designs 
with this population’s needs in mind?  

   2.   Assume you have been hired as a consultant to assess 
a local discount store’s floor plan and space produc-
tivity. Look back at Chapter 6 and decide which 
 analytical tools and ratios you would use to assess the 
situation.  

   3.   What are the different types of design that can be 
used in a store layout? How does the layout impact 

the types of fixtures used to display merchandise? De-
scribe why some stores are more suited for a particu-
lar type of layout than others.  

   4.   A department store is building an addition. The mer-
chandise manager for furniture is trying to convince 
the vice president to allot this new space to the furni-
ture department. The merchandise manager for men’s 
clothing is also trying to gain the space. What points 
should each manager use when presenting his or her 
rationale?  

   5.   As an architect for retail space, you are responsible 
for Americans with Disabilities Act compliance. How 

 DISCUSSION QUESTIONS AND PROBLEMS  
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would you make sure that a store’s retail layout both 
meets accessibility requirements and enables the 
company to reach profitability objectives?  

   6.   Describe the ways in which designing a Web site is 
similar to and different from designing a physical 
store layout.  

   7.   What are the pros and cons for both centralized cash 
wraps and departmental cash wraps for stores such as 
JCPenney and Kohl’s?  

   8.   Complete the table below by briefly describing how 
the different retail formats could use each of areas 
listed to enhance the store’s image and atmosphere.

     9.   Reread Retailing View 17.1, “Walmart Goes Green 
and Lowers Its Energy Costs.” Which of the environ-
mental practices discussed do you think will be imple-
mented by other retailers? Explain your response.  

   10.   How can signage and graphics help both customers 
and retailers? Consider the following types of retail 
formats that you likely have visited in the past: dis-
count store, department store, office superstore, and 
card and gift store. Describe which retail formats 
have implemented the best practices for coordinating 
signs and graphics with each store’s image and which 
formats should improve this aspect of their store lay-
out, design, and visual merchandising.     
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 Customer Service   

 EXECUTIVE BRIEFING       
Mike Millares, Recruiting Development & 
Retention Management, Tires Plus Total Car Care

I graduated from the University of Miami, with a degree in 

biology. I continue to be interested in the sciences, but 

fell in love with a career in retail. I worked part time at 

Tires Plus to support myself while in college and discov-

ered that I really liked interacting with customers and the 

staff in my store. I had planned to go to graduate school 

after getting my undergraduate degree, but, as gradua-

tion approached, Tires Plus made me an offer I couldn’t 

refuse. The company offered me a job as a store manager 

and I took the opportunity.

 Tires Plus is a division of Bridgestone Retail Opera-

tions, LLC. We have over 500 stores and 5,000 employ-

ees in 23 states. In addition to selling, installing, and 

maintaining tires, our technicians are qualified to provide 

a wide range of automobile maintenance and repair ser-

vices. Some people have this image of an auto repair 

shop as a gloomy, dirty place that offers unreliable ser-

vice. At Tires Plus, we provide an alternative to this ste-

reotype. When you walk into one of our stores, you 

immediately notice the brightly lit, colorfully merchan-

dised showroom. You are greeted by a clean, well-

dressed, well-trained service professional. Our 

philosophy is “We won’t sell you tires, we’ll help you buy 

them.” Our customers can be confident that we will 

provide honest and timely service and treat them and 

their vehicles as if they were one of our own.

 Cars are a very important element in a person’s life 

and people can get very upset when they have problems 

with their cars. We want our teammates to view these 

situations as opportunities to solve customer concerns. 

Simply satisfying their needs is not enough. We want our 

customers to have such a great experience and be so 

pleased, that they will come back and tell their friends 

about us. 

 In college, I was really excited about biology, but I have 

found that it is even more challenging and rewarding to 

interact with customers and employees in a retail envi-

ronment. When I was a store manager, one of my unfor-

gettable customers was a single parent with two small 

children. He owned an Acura Integra and was very de-

manding when he came in to have his car serviced. I de-

cided to treat this situation as a challenge. I wanted to 

provide the perfect service experience for him. I knew 
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 QUESTIONS 

 What services do retailers offer customers? 

   How can retailers build a competitive advantage 
through customer service? 

   How do customers evaluate a retailer’s customer 
service? 

   What activities can a retailer undertake to provide 
high-quality customer service? 

   How can retailers recover from a service failure?    

  C H A P T E R  1 8 

that to earn his business, I would have to listen to his 

needs and prove that I represented a company that would 

care for him, his car, and his well being. He became one of 

my best customers.

 After working as a store manager for a couple of years, 

I was promoted to assistant district manager and then to 

my present position in human resource management in 

the headquarters’ office. When I interview job candidates, 

I often ask them to describe a difficult customer and how 

they handled the situation. The response of candidates to 

these challenging customer service situations provides 

some insight into how they will fit into our culture.

 Suppose you are surfing the Internet for a digital camera. At www.RealCheap
Cameras.com, a hypothetical site, you are asked to type in the name of the 
specific brand and model number you want. Then you are quoted a price 

with shipping charges and asked for your credit card number and a shipping 
 address. Now suppose you go to Best Buy’s Web site, www.bestbuy.com. You can 
go through the same steps to get prices and place an order for a digital camera, but 
you can also review the specifications for different cameras or look through re-
views of different cameras by experts and other consumers. You can then go to a 
store to see the cameras, get additional information about them from a sales as-
sociate, and look at accessories, such as a carrying case and additional memory 
units. Thus, Best Buy’s multichannel offering is providing some valuable services 
to you—services that you cannot get from RealCheapCameras.com. 
     Customer service    is the set of activities and programs undertaken by retailers 
to make the shopping experience more rewarding for their customers. These ac-
tivities increase the value customers receive from the merchandise and services 
they purchase. Some of these services are provided by store and call center em-
ployees interacting directly with customers, while others are provided by the de-
sign of the retailer’s store and/or Web site.  
   The next sections discuss retailers’ opportunities to develop strategic advan-
tages through customer service, the nature and types of customer service pro-
vided, and how customers evaluate a retailer’s customer service. Then we outline 
how retailers exploit these opportunities to build a competitive advantage by pro-
viding high-quality customer service.  

 REFACT 
 The word  service  comes 
from the Latin term  servus,  
meaning “slave.”  1   
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 STRATEGIC ADVANTAGE THROUGH CUSTOMER SERVICE  
 Many stores differentiate their retail offerings, build customer loyalty, and develop 
sustainable competitive advantages by providing excellent customer service. Good 
service keeps customers returning to a retailer and generates positive word-of-
mouth communication, which attracts new customers.  2   
    Exhibit 18–1 lists some of the services provided by retailers. Most of these ser-
vices furnish information about the retailer’s offering and make it easier for cus-
tomers to locate and buy its products and services. Services such as alterations and 
assembly of merchandise actually adapt the merchandise to fit the needs of spe-
cific customers. 
    All employees of a retail firm and all elements of the retailing mix can provide 
services that increase the value of merchandise to customers. For example, em-
ployees in the distribution center contribute to customer service by making sure 
the merchandise is in stock at the retailer’s stores. The employees responsible for 
store location and design contribute by increasing the customer’s convenience in 
getting to the store and finding merchandise in the store.  

   Challenges in Providing Consistent High-Quality 
Customer Service 
 Providing high-quality service is difficult for retailers. Automated manufacturing 
makes the quality of most merchandise consistent from item to item. For example, 
all Super Twist Skil electric screwdrivers look alike and typically perform alike. 
But the quality of retail service can vary dramatically from store to store and from 
sales associate to sales associate within a store. It’s hard for retailers to control the 
performance of employees who provide service because the people providing the 
service are not machines. Sales associates have good days and bad days and thus 
may provide great service to one customer and poor service to the next. 
    In addition, most services provided by retailers are intangible. Customers can’t 
see or feel services. Apparel can be held and examined, but the assistance provided 
by a sales associate or an electronic agent can’t. Intangibility makes it hard to pro-
vide and maintain high-quality service because retailers can’t easily measure and 
check service before it’s delivered to customers. 

    REFACT 
 Nearly one out of four 
shoppers who have a bad 
service experience either 
will tell friends about the 
experience and urge them 
not to shop there or will 
stop shopping at the store.  3    

 REFACT 
 In a poll of 10,000 U.S. 
consumers, L.L. Bean was 
identified as providing the 
best customer service.  4   

 REFACT 
Shopping carts were first 
introduced in 1937 in a 
Humpty Dumpty store in 
Oklahoma City.  5  

  EXHIBIT 18–1   
 Services Offered by 
Retailers  

Acceptance of credit cards

Alterations of merchandise

Assembly of merchandise

ATM terminals 

Blogs

Bridal registry

Check cashing

Child care facilities

Coat checks

Credit 

Customer reviews

Delivery to home or work

Demonstrations of merchandise

Display of merchandise

Dressing rooms

Easy returns to bricks-and-mortar location 

or online

Extended store hours

Facilities for shoppers with special needs 

 (physically handicapped)

Free shipping

Gift wrapping and notes

Information on product availability in a 

specific store

Layaway plans

Online chat

Online customization

Parking

Personal assistance in selecting merchandise

Personal shoppers

Repair services

Restrooms

Return privileges

Shipping to store or home address

Shopping carts

Signage to locate and identify merchandise

Special orders

Valet parking

Warranties
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   The challenge of providing consistent, high-quality service offers an opportu-
nity for a retailer to develop a sustainable competitive advantage. For example, 
Nordstrom has devoted considerable time and effort to develop an organizational 
culture that stimulates and supports excellent customer service. Competing 
 department stores would like to offer the same level of service but find it hard to 
match Nordstrom’s performance—an asset that Nordstrom has built over the 
last 75 years.  6   
       Providing high-quality service, particularly  personalized  service, provides a com-
petitive advantage but can be very costly. Lands’ End, Nordstrom, and Zappos are 
renowned for their liberal return policies. For example, Zappos, an Internet shoe 
and apparel retailer owned by Amazon, has a “no questions asked” policy concern-
ing returns. It pays for the customer’s shipping cost for returns and has no restock-
ing charge. Zappos actually encourages customers who call its customer service 
center to order two or three sizes and return the ones that don’t fit. Even though 
Zappos incurs significant costs with an annual return rate of 35 percent, Sean 
Kim, Zappos’ director of business development, says, “We don’t look at returns as 
an expense; we look at it as an investment in company service and it helps with 
customer retention.”  7   
      On the other hand, many consumer electronics retailers allow customers only 
a couple of weeks to return items and may still charge a 15 percent restocking 
fee. Their strict return policies are understandable considering that it costs con-
sumer electronics retailers about $14 million annually to repackage, restock, and 
resell returned products and liquidate merchandise that the retailer no longer 
stocks. In addition, only about 5 percent of returns are made because a product 
is truly defective. Most customers return consumer electronics because they 
don’t understand how to use the products. In addition, a significant number of 
returns are fraudulent. The fraudulent returns range from “borrowed” goods (a 
consumer buys a large TV for a Super Bowl party and then returns it the next 
day) to shoplifted goods (a shoplifter steals a product and returns it for a cash 
refund).  9     Retailing View 18.1 describes how retailers are managing their return 
policy by balancing the costs versus the benefits .  

   Customer Service Approaches 
 To develop a sustainable customer service advantage, retailers offer a combina-
tion of personalized and standardized services.    Personalized service    requires 
that service providers tailor their services to meet each customer’s personal 
needs.  10     Successful implementation of the personalized service relies on sales as-
sociates or on “personalization” offered by the retailer’s electronic channel.  11    
    Standardized service    is based on establishing a set of rules and procedures for 
providing high-quality service and ensuring that they get implemented consis-
tently by service providers. The effectiveness of standardized services relies more 
on the quality of the retailer’s policy, procedures, and store and its Web site de-
sign and layout.  

 Personalized Service   Personalized customer service typically results in 
most customers receiving superior service. The delivery of personalized service 
depends on the judgment and capabilities of each service provider. Some ser-
vice providers are better than others, and even the best service providers can 
have a bad day. Thus personalized service delivery is more inconsistent than 
standardized service, and some customers might receive lower service quality 
when service is personalized, compared to standardized. In addition, providing 
consistent, high-quality personalized service is costly because well-trained ser-
vice providers or sophisticated computer software are needed to implement the 
service. 

 REFACT 
Lands’ End emphasizes its 
liberal return policy by 
pointing to the old-fashioned 
London taxi that it sold 
for $19,000 in 1984—it 
returned the entire sale 
price of $19,000 when the 
customer asked for a 
refund 20 years later.  8  
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  Some retailers are using technology to help personalize their customer service. 
Some use radio frequency identification (RFID) technology to enhance the cus-
tomer experience. Customers receive a card with an embedded RFID transmitter 
chip. From home, customers can enter the identification number on the card to 
browse the retailers Web site for information on the products in which they are in-
terested. This information is then made available to store managers so that they 
know what customers are interested in the moment the customers enter the store. 
Customers can add information about whether they want help from a personal 
shopping assistant or whether they want to shop on their own. Thus, customers can 
tailor their shopping experience exactly to their likes and dislikes. The information 
on the chip also enables the retailer to offer instant rebates and validate warranty 
information on the spot, without the customer having to fill out a lot of paperwork. 
  Fifty years ago, managers and employees in local stores knew their customers 
personally and offered recommendations of products that they thought their cus-
tomers would like. This personal touch has all but disappeared with the growth of 
national chains that emphasize self-service and lower costs. However, recommen-
dation engines coupled with a database of customer transactions are reintroducing 
this customer service. 
  The Internet and Web have made vast amounts of information on products and 
retailers available to consumers, and recommendation engines are a response to 
this information overload. At the appropriate moment—generally when you’re 
about to make a retail purchase—the engine subtly makes a product suggestion. 

 RETAILING VIEW   Managing the Costs and Benefits of Returns   18.1 
 Retailers are faced with an uncomfortable 
trade-off—adopt a liberal return policy and 
incur significant costs that might lead to 
higher prices and lost sales, or adopt a strict 
return policy and lose sales because consum-
ers don’t want to incur the risk that a prod-
uct might not be right for them after they 
buy it. To address this trade-off, retailers are 
actively managing their returns. For example, 
consumer electronics retailers and manufac-
turers are providing more information on 
how to use products. Best Buy has set up 
consumer concierge services, sometimes 
for a fee, to resolve complaints before cus-
tomers have a chance to return the product. 
It also credits its in-home technical service 
arm, called the Geek Squad, with helping to 
reduce returns of home-theater systems by 
10 percent and of PCs by 40 percent. But the 
Geek Squad charges to deliver and set up a 
computer. 
  Retailers also analyze their customer databases, identify cus-
tomers who return products frequently, and encourage them 
to patronize other retailers—getting the lead out, as described 
in Chapter 11. But, in fact, these customers may be among the 
retailer’s most valuable customers if they are properly man-
aged. For example, suppose a retailer found that returns were 
lower when customers bought discounted items and returns 
were higher when customers bought new products from a 
channel they did not normally use. With this information, the 

retailer could increase profits by offering customers discounts 
on purchases of familiar products in an unfamiliar distribution 
channel. 

 Sources: J. Andrew Petersen and V. Kumar, “Can Product Returns Make 
You Money?”  MIT Sloan Management Review  51 (Spring 2010), pp. 85–93; 
Connie Gentry, “Returns Management Gets Smart,”  Chain Store Age  
 August 2008, p. 70; Christopher Lawton, “The War on Returns,”  Wall 
Street Journal , May 8, 2008, pp. D1–D6.  

  Retailers need to actively manage their return policies to control costs and 
provide a meaningful service to customers.  
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  This Virtual Mirror kiosk in a 
Sephora store is an example 
of the use of technology to 
personalize a service.  

  The signage in the store on the left provides standardized services, while the sales associate on the right provides 
personalized services tailored to match the needs of each individual customer.  

Amazon was the pioneer of automated recommendations, but the service has 
now been adopted by other retailers such as Netflix, Apple, and TiVo. 
  The recommendation service offered by these retailers provides a competi-
tive advantage because the engines are very hard to design. They’re processing 
substantial quantities of data using sophisticated computer algorithms.  12   
    Some exciting new technologies will offer even more personalization. For 
example, the Virtual Mirror kiosk, under development by IBM and its business 
partner EZface, will let customers experiment virtually with beauty aids like 
new cosmetics or hair coloring. The kiosk has a camera to capture the shop-
per’s image and a scanner to record the product the shopper wants to try on 
virtually. A consumer can walk up to the kiosk, swipe a bar code for a founda-
tion cream, and see how it looks on the onscreen image of her face.  13     

   Standardized Service   Retailers standardize the service they offer to 
 increase the consistency of the service quality and avoid the costs of paying 
the more skilled service providers required to effectively personalize cus-
tomer services. For example, McDonald’s, and other quick-service restaurants, 
develop and strictly enforce a set of policies and procedures to provide an 
 acceptable, consistent service quality. The food may not be considered gourmet, 
but it’s consistently served in a timely manner at a relatively low cost throughout 
the world. 
  Store or Web site design and layout also play important roles in the delivery of 
standardized service. In many situations, customers don’t want to utilize the ser-
vices employees provide. They know what they want to buy, and their objective is 
to find it in the store and buy it quickly. In these situations, retailers offer good 
service by simply providing a layout and signs that enable customers to locate 
merchandise easily, having relevant information on display, and minimizing the 
time required to make a purchase.   

 Use of Service Approaches   As we discussed in Chapter 4, the buying process 
that consumers go though depends on the consumer’s past experiences and the 
risk associated with the purchase decision. Thus the level of customer service and 
personalized information desired from sales associates varies for different buying 
situations. Most consumers have significant knowledge and experience shopping 
for most products sold by supermarkets, convenience stores, and general mer-
chandise retailers. Thus, these retailers tend to emphasize standardized service 
rather than the more costly and informative personalized service. For example, 

 REFACT 
One-third of customers who 
notice recommendations on 
a Web site buy something 
on the basis of the 
recommendations.  14  
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Tesco, the largest supermarket chain in the United Kingdom, has opened its first 
self-service-only supermarket. All the checkout lanes are self-checkouts, with a 
few employees to help customers who have trouble with the self-checkout sys-
tem.  15    In contrast, the purchase decisions made by consumers shopping in depart-
ment and specialty stores tend to be riskier, and thus customers seek more 
personalized services.
    The buying process can differ even for the same customer patronizing the same 
retailer. For example, a Best Buy customer may seek personalized service when 
buying a home entertainment system and standardized service when buying CDs. 
Thus, many retailers provide different types of service for different types of mer-
chandise sold in different areas of a store. 
  Many retailers also offer a combination of personalized and standardized ser-
vices. For example, Nine West uses a combination of workbooks and DVDs to 
teach its associates how to assess shoppers’ needs and present ideas for comple-
mentary merchandise.  16     But Nine West also has some policies that standardize the 
service offered. If a customer chooses a pair of black boots, associates are in-
structed to show the customer two other pairs of shoes in a similar style or differ-
ent color, as well as a handbag or belt to match the shoes. Retailing View 18.2 
describes how IKEA uses a standardized, self-service approach with some unique 
elements to attract customers who expect the traditional personalized approach 
commonly used in furniture retailing. 

 RETAILING VIEW   Customer Service at IKEA   18.2 
 IKEA, a global furniture retailer based in Sweden, employs a 
concept of service unlike that of traditional furniture stores. 
The typical furniture store uses a showroom to display some 
of the merchandise the retailer sells. Complementing the in-
store inventory are books of fabric swatches, veneers, and al-
ternative styles from which customers can order. Salespeople 
assist customers in going through the books. When a cus-
tomer makes a selection, the order is placed with the factory, 
and the customized furniture is built and delivered to the cus-
tomer’s home in six to eight weeks. This system tailors the 
furniture to the specific customer’s preferences, but it in-
creases costs and prices. Sales associates need to spend time 
with customers, helping them “design” the furniture they want; 
retailers need to recover the cost of delivering the furniture 
to the customers’ homes; and customers must wait weeks to 
get the furniture. 
  In contrast, IKEA uses a self-service model based on exten-
sive in-store displays and information. At information desks in 
the store, shoppers can pick up a map of the store, plus a pen-
cil, order form, clipboard, and tape measure. Every product 
available is displayed in over 70 roomlike settings throughout 
the 150,000-square-foot warehouse stores. Thus, customers 
don’t need a decorator to help them picture how the furniture 
will go together. Adjacent to the display rooms is a warehouse 
with ready-to-assemble furniture in boxes that customers can 
pick up when they leave the store. After studying displays, cus-
tomers proceed to a self-service storage area and locate their 
selections using codes copied from the sales tags. 
  Although IKEA uses a “customers do it themselves” ap-
proach, it also offers some services that traditional furniture 
stores do not, such as in-store child care centers, restaurants 

serving fast food, and extensive information and displays about 
the quality of the furniture. Toddlers can be left in a supervised 
room filled with 50,000 brightly colored plastic balls. There are 
changing rooms in each store, complete with bottle warmers 
and disposable-diaper dispensers. Displays cover the quality of 
products in terms of design features and materials, with dem-
onstrations of testing procedures. 

 Sources: “At IKEA, Kids Play in Free Day Care as Parents Shop in 
Peace,”  Orlando Sentinel , July 15, 2009; Bo Edvardsson and Bo Enquist, 
 Values-Based Service for Sustainable Business: Lessons from IKEA  (Oxford, 
UK: Routledge, 2008); www.ikea.com/ms/en_US/customer_service/
splash.html (accessed June 5, 2010).  

  IKEA effectively uses standardized services through its 
signage and information in displays and on the merchandise.  
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  In the following sections, we discuss how customers evaluate the quality of cus-
tomer service and what retailers can do to alter the actual and perceived levels of 
customer service.    

 Customer Evaluations of Service Quality 
 When customers evaluate customer service, they compare their perceptions of the 
service they receive with their expectations. Customers are satisfied when the per-
ceived service meets or exceeds their expectations. They’re dissatisfied when they 
feel that the service falls below their expectations.  17     So, when retailers attempt to 
differentiate their offerings by developing a reputation for outstanding customer 
service, they need to consider both the perception of the actual service offered and 
the expectations of their customers. These two components, perceptions and ex-
pectations, are discussed in the remainder of this section.  

 Perceived Service   Customers’ perception of a retailer’s customer service is 
affected by the actual service delivered. However, since services are intangible, it 
is difficult for customers to evaluate the service offered by retailers accurately. 
Customers are often influenced by the manner in which employees provide the 
service, not just the outcome. Consider the following situation: A customer goes 
to return an electric toothbrush that isn’t working properly to a retailer that has 
a no-questions-asked, money-back return policy. In one case, the employee asks 
the customer for a receipt, checks to see if the receipt shows that the toothbrush 
was bought from the retailer, examines the toothbrush to see if it really doesn’t 
work properly, completes some paperwork while the customer is waiting, and 
finally gives the customer the amount paid for the toothbrush in cash. In a sec-
ond case, the store employee simply asks the customer how much he paid and 
gives him a cash refund. The two cases have the same outcome: The customer 
gets a cash refund. But the customer might be dissatisfied in the first case be-
cause the employee appeared not to trust the customer and took too much time 
providing the refund. In most situations, employees have an important impact 
on the process of providing services and thus on the customer’s eventual satisfac-
tion with the services. 
  Five customer service characteristics that affect perceptions of service quality 
are reliability, assurance, tangibility, empathy, and responsiveness.  18   The Broad-
moor Hotel in Colorado Springs, Colorado, one of the world’s premier resorts, 
maintains its five-star rating by focusing on these five service characteristics.  

 Reliability      Reliability    is the ability to perform the service dependably and accu-
rately, such as performing the service as promised or contracted or meeting prom-
ised delivery dates. To improve service reliability, every new Broadmoor employee, 
before ever encountering a customer, attends a two-and-a-half-day orientation 
session and receives an employee handbook. Making and keeping promises to cus-
tomers is a central part of this orientation. Employees are trained always to give an 
estimated time for service, whether it is room service, laundry service, or simply 
how long it will take to be seated at one of the resort’s restaurants. When employ-
ees make promises, they must keep those promises. Employees are trained to 
never guess if they don’t know the answer to a question. Inaccurate information 
only frustrates customers. When employees are unable to answer questions accu-
rately, they are trained to contact someone who can.   

 Assurance      Assurance    is the knowledge and courtesy of employees and their 
ability to convey trust and confidence. The Broadmoor conveys trust by empow-
ering its employees. An example of an employee empowerment policy is the ser-
vice recovery program. If a guest problem arises, employees are given discretionary 
resources to rectify the problem or present the customer with something special 
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to help mollify him or her. For ex-
ample, if a meal is delivered and 
there’s a mistake in the order or in 
how it was prepared, a waiter can of-
fer the guest a free item such as a 
dessert or, if the service was well be-
low expectations, can simply take 
care of the bill. Managers then re-
view expenses to understand the na-
ture of the problem and help prevent 
it from occurring again. 

   Tangibility      Tangibility    is associ-
ated with the appearances of physi-
cal facilities, equipment, personnel, 
and communication materials .  One 
of the greatest challenges for the 
Broadmoor in recent years has been 
updating rooms built in the early 
part of the 20th century to meet the 
needs of 21st-century visitors. To 

accomplish this, it spent $200 million on making improvements, renovating 
rooms, and adding a new outdoor pool complex.   

 Empathy      Empathy    refers to the caring, individualized attention provided to 
customers, such as personalized service, sending notes and e-mails, or recogni-
tion by name. One approach used to demonstrate empathy is personalizing com-
munications. Broadmoor employees are instructed to always address a guest by 
name, if possible. To accomplish this, employees are trained to listen and ob-
serve carefully to determine a guest’s name. Subtle sources for this information 
include convention name tags, luggage ID tags, credit cards, or checks. In addi-
tion, all phones within the Broadmoor display a guest’s room number and name 
on a screen.   

 Responsiveness      Responsiveness    is willingness to help customers and provide 
prompt service, such as returning calls and e-mails immediately. Every Broad-
moor employee is instructed to follow the HEART model of taking care of prob-
lems. First, employees must “ H ear what a guest has to say.” Second, they must 
“ E mpathize with them” and then “ A pologize for the situation.” Third, they must 
“ R espond to the guest’s needs” by “ T aking action and following up.”  19      

 Role of Expectations   In addition to the perceptions of the actual service de-
livered, expectations affect the judgment of service quality. Customer expectations 
are based on a customer’s knowledge and experiences. For example, on the basis of 
past experiences, customers have different expectations for the quality of service 
offered by different types of retailers. Customers expect a traditional supermarket 
to provide convenient parking, be open from early morning to late evening, have 
a wide variety of fresh and packaged food that can be located easily, display prod-
ucts, and offer fast checkout. They don’t expect the supermarket to have store 
employees stationed in the aisle to offer information about groceries or show 
them how to prepare meals. When these unexpected services are offered, and the 
services are important to them, then customers are delighted—the retailer has 
significantly exceeded their expectations.  22   However, when the same customers 
shop in a specialty food store like Whole Foods Market, they expect the store to 
have knowledgeable salespeople who can provide expert information and courte-
ous assistance. 

  Although the Broadmoor in Colorado Springs has first-class amenities, it is its 
customer service that gives it a five-star rating.  

  REFACT 
 More than one-quarter of 
shoppers cite unsatisfactory 
service as more likely to 
drive them away from a 
store permanently than any 
other aspect of the shopping 
experience.  20    

  REFACT 
 Organizations that effectively 
meet customers’ expecta-
tions spend only 10 percent 
of their operating budget 
fixing issues related to poor 
customer service, whereas 
ineffective organizations can 
spend up to 40 percent of 
their operating budget 
doing so.  21    
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  Some examples of unexpected positive service experiences are:  
  •   A restaurant that sends customers who have had too much to drink home in a 

taxi and then delivers their cars in the morning.  
  •   A jewelry store that cleans customers’ jewelry and replaces batteries in watches 

for free.  
  •   A men’s store that sews numbered tags on each garment so that the customer 

will know what goes together.   
  Some unexpected services and service providers are described in Retailing 
View 18.3 
  Customer service expectations also vary around the world. Although Germa-
ny’s manufacturing capability is world-renowned, its poor customer service is 
also well known. People wait years to have telephone service installed. Many 
restaurants do not accept credit cards, and customers who walk into stores near 
closing time often receive rude stares. Customers typically have to bag merchan-
dise they buy themselves. Because Germans are unaccustomed to good service, 
they don’t demand it. But as retailing becomes global and new foreign competi-
tors enter, German retailers are becoming more concerned about how they serve 
their customers. 
  In contrast, the Japanese expect excellent customer service from their higher-
end stores. In the United States, it’s said that “the customer is always right.” In 
Japan, the equivalent expression is  okyakusama wa kamisama desu , “the customer is 
God.” When customers come back to a store to return merchandise, they are dealt 
with even more cordially than when their original purchases were made. Cus-
tomer satisfaction isn’t negotiable. Customers are assumed to never be wrong. 

 RETAILING VIEW   Finding the Unexpected at Topshop   18.3 
 Topshop, an international specialty store chain based in the 
United Kingdom, is a major style authority and one of fashion 
retailing’s biggest success stories. When it opened its first store 
in New York, fashion groupies stood for hours, sometimes in 
the rain, to get a piece of Topshop. Its complimentary style ad-
viser service helps customers find anything from the perfect 
pair of jeans to the  ultimate capsule wardrobe. 
  “Helping people out is an inspiring thing to do,” said 
Gemma Caplan, a style adviser who worked in the London 
flagship store. “Basically, I am obsessed with fashion. I still 
dress like this on my days off. I get weird looks on the street. 
People point and stare, and occasionally they say nice things.” 
She was wearing a black and white striped tank dress over 
tights printed with glittery red hearts that matched her lip-
stick and her heels. She wore a fedora and had little hearts 
painted on her fingernails. 
  Style advisers are selected for their sense of personal 
style, their ability to size up customers and explain what 
styles would best fit their body types, and, above all, their 
knowledge of what is hot—what Sarah Jessica Parker wore 
when she picked up coffee at Starbucks. The style advisers 
encourage shoppers, usually during two-hour appointments, 
to try things they would never think of wearing. “Customers 
are much more adventurous with one of the girls helping 
them put the outfits together,” said Sir Philip Green, the 
owner of Topshop. “What the style adviser does is give the 
customers confidence.” 

 Sources: www.topshop.com (accessed June 15, 2010); Eric Wilson, 
“Trust Me. You’ll Look Cool in This,”  New York Times , April 9, 2009; 
 Jennifer Reingold, “The British (Retail) Invasion,”  Fortune , July 7, 2008.   

    Topshop’s style advisers provide an 
unexpected service by suggesting 
novel styles for customers.  
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Even if a customer misused the product, the retailer generally feels that it was re-
sponsible for not telling the customer how to use it properly. The first person in 
the store who hears about the problem must take full responsibility for dealing 
with the customer, even if the problem involved another department.  23   
  Technology is dramatically changing customer expectations. Customers ex-
pect to be able to interact with companies through automated voice response 
systems and place orders and check on delivery status through the Internet. Re-
tailers that do not offer these multichannel services are not favorably viewed. 
Customers still expect good services such as dependable outcomes, easy access, 
responsive systems, flexibility, apologies, and compensation when things go 
wrong. But now they expect this level of service even when people are not in-
volved.  24   The activities that retailers take to close the gap between customer 
expectations and perceptions of the actual service delivered are discussed in the 
following sections.      
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  EXHIBIT 18–2    Gaps Model for Improving Retail Service Quality  

 THE GAPS MODEL FOR IMPROVING RETAIL 
CUSTOMER SERVICE QUALITY 

  When the customer’s perception of the service delivered by a retailer fails to meet 
the customer’s expectations, a    service gap    results. Exhibit 18–2 illustrates four 
gaps that contribute to the service gap:  
  1.   The    knowledge gap    reflects the difference between customers’ expectations 

and the retailer’s perception of those customer expectations. Retailers can 
close this gap by developing a better understanding of customer expectations 
and perceptions.  
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  2.   The    standards gap    pertains to the difference between the retailer’s knowledge 
of customers’ perceptions and expectations and the service standards it sets. By 
setting appropriate service standards and measuring service performance, re-
tailers can close this gap.  

  3.   The    delivery gap    is the difference between the retailer’s service standards and 
the actual service it provides to customers. This gap can be reduced by getting 
employees to meet or exceed service standards through training and/or appro-
priate incentives.  

  4.   The    communication gap    is the difference between the actual service provided 
to customers and the service that the retailer’s promotion program promises. 
When retailers are more realistic about the services they can provide, customer 
expectations can be managed effectively to close this gap.  26  

     Knowing What Customers Want: The Knowledge Gap 
 The first step in providing good service is to know what customers want, need, 
and expect and then use this information to improve customer service.  27   When 
retailers lack this information, they can make poor decisions. For example, a 
supermarket might hire extra people to make sure the shelves are stocked and 
organized so that customers will find what they want. But the supermarket’s 
service perceptions may not improve because the supermarket did not realize 
that its customers were most concerned about waiting in the checkout line. 
From the customer’s perspective, the supermarket’s service would improve if 
the extra employees were used to open more checkout lines rather than to stock 
shelves. 
    Retailers can reduce the knowledge gap and develop a better understanding 
of customer expectations by undertaking customer research, increasing interac-
tions between retail managers and customers, and improving communication 
between managers and the employees who provide customer service. Retailers 
use a variety of approaches for assessing customer perceptions and expectations 
of customer service.  

 Gauging Satisfaction with Individual Transactions   Many retailers survey 
customers immediately after a retail transaction has occurred. For example, air-
lines, automobile dealers, hotels, and restaurants give customers surveys, encour-
age them to take an online survey, or call them on the phone to ask them questions 
about their service experience, such as how helpful, friendly, and professional the 
employees were. 
  JetBlue surveys at least six customers from every flight it operates.  28   It then 
brings together top executives to discuss what customers are saying and how the 
airline should respond. It learned, for instance, that 
when its pilots stand in the aisle in the cabin to talk to 
passengers over the plane’s public-address system, the 
response is extremely favorable—especially when the 
pilot appears at the beginning of the flight or when 
there is some kind of delay. As a result, new pilots are 
now taught how to address passengers, including prac-
ticing announcements as part of their training in flight 
simulators. And every JetBlue pilot is given a printed 
guide to making announcements. 
  Customer research on individual transactions pro-
vides up-to-date information about customers’ expec-
tations and perceptions. The research also indicates 
the retailer’s interest in providing good service. Be-
cause the responses can be linked to a specific encoun-
ter, this research provides a method for rewarding 

 REFACT 
Just 16 percent of traditional, 
retail store shoppers are 
extremely satisfied with 
their most recent customer 
service experience, whereas 
online shoppers are nearly 
three times as likely to be 
extremely satisfied with their 
online customer service 
experience (44 percent).  25  

  JetBlue pilots go out of their way to make a connection with 
their customers.  
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employees who provide good service and correcting those who exhibit poor 
performance.   

 Customer Panels and Interviews   Rather than surveying many customers, 
retailers use panels of 10 to15 customers to gain insights into expectations and 
perceptions. For example, some store managers meet once a month for an hour 
with a select group of customers who are asked to provide information about their 
experiences in the store and offer suggestions for improving service. To reduce the 
knowledge gap, some managers go through the personal checks they receive each 
day and select customers who’ve made large and small purchases. They call these 
customers and ask them what they liked and didn’t like about the store. With small 
purchasers, they probe to find out why the customers didn’t buy more. Could they 
find everything they wanted? Did they get the assistance they expected from store 
employees? 
  Some retailers have consumer advisory boards composed of a cross-section of 
their preferred customers. Members of the board complete questionnaires three 
to four times a year on subjects such as holiday shopping problems, in-store sign-
age, and service quality. In exchange for their inputs, members receive gift 
certificates.   

 Interacting with Customers   Best Buy works with a team of engineers, tech-
nologists, and product experts from Apple, Xerox, Kodak, and other leading com-
panies.  29   The team receives input from customers, primarily through sales 
associates, about how they live and use consumer electronic products. As a result 
of this research, Best Buy has increased the number of Geek Squad agents (PC 
consultants) to 5,000 and moved home theater installation services in-house to 
provide a better and more consistent customer experience. Membership in the 
Reward Zone customer loyalty program has reached 7.2 million, and, as a result, 
Best Buy has learned more about customer purchase patterns than ever before.   

 Social Media   Social sites like Facebook are great sources of information that 
assists retailers in assessing customer expectations and perceptions of service 
quality. These social media sites can provide insights into what consumers are 
saying about the retailer’s offering and the offerings of competitors. Customers 
appear keen to submit their opinions about their friends’ purchases, interests, 
polls, and blogs. 
  Owner-managers of small retail firms typically have daily contact with their 
customers and get accurate, firsthand information about them. In large retail 
firms, managers often learn about customers through reports, so they may miss 
the rich information provided by direct contact with customers.   

 Customer Complaints   Complaints allow retailers to interact with their cus-
tomers and acquire detailed information about their service and merchandise. 
Handling complaints is an inexpensive means to isolate and correct service 
problems.  30   
  Catalog and Internet retailer L.L.Bean keeps track of all complaints and rea-
sons for returned merchandise. These complaints and returns are summarized 
daily and given to customer service representatives so that they can improve their 
service. For example, a customer who returns a sweater might indicate that the 
sweater was too large or the color differed from the picture in the catalog. With 
this information, customer service representatives can inform other customers 
who place an order for the sweater that it tends to run large or has a slightly dif-
ferent color than shown in the catalog. The information can also be used by buy-
ers to improve vendor merchandise. 
  Although customer complaints can provide useful information, retailers can’t 
rely solely on this source of market information. Dissatisfied customers typically 

 REFACT 
 A survey of more than 1,000 
shoppers found that some-
one who experiences poor 
customer service tells an 
average of four people 
about the service failure.  31   
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don’t complain, although this tendency is changing as customers utilize blogs, re-
tailers’ own online review systems, and customer service messaging systems more 
frequently.  32   The online contributions to blogs and interactions with retailers are 
very useful because they tend to be very frank, compared with information gath-
ered through more traditional research methods.  33    

    Using Technology   New, affordable information technology packages are en-
abling even small retailers to acquire knowledge about their customer service by 
maintaining customer information and providing it to sales associates. The sales 
staff at Tina’s Closet, a women’s apparel specialty store based in Lisle, Illinois, uses 
a clienteling software application with its customer database to track the buying 
history of its 15,000 customers and provide customer service. For example, when 
the store puts Bali bras on sale, it sends e-mails to every customer who has bought 
one. The sales staff is provided with lists of customers who need to be contacted 
when the merchandise they have on hold is about to be put out for sale, their al-
terations are ready, or a new line of products is coming in from their favorite 
designer.  35     

 Feedback from Store Employees   Salespeople and other employees in regu-
lar contact with customers often have a good understanding of customer service 
expectations and problems. This information can improve service quality only if 
the employees are encouraged to communicate their experiences to high-level 
managers who can act on it. 
  Some retailers regularly survey their employees, asking questions like these:  
  1.   What is the biggest problem you face in delivering high-quality service to 

your customers?  
  2.   If you could make one change in the company to improve customer service, 

what would it be?     

 Using Customer Research   Collecting information about customer expecta-
tions and perceptions isn’t enough. The service gap is reduced only when retailers 
use this information to improve service. For example, store managers need to re-
view the suggestions and comments made by customers daily, summarize the in-
formation, and distribute it to service providers and managers. 
  Feedback on service performance needs to be provided to employees in a timely 
manner. Reporting the July service performance in December makes it hard for 
employees to reflect on the reason for the reported performance. Finally, feedback 
must be prominently presented so that service providers are aware of their perfor-
mance. For example, at Marriott, front-desk personnel’s performance feedback is 
displayed behind the front desk, while restaurant personnel’s performance feed-
back is displayed behind the door to the kitchen. In the next section, approaches 
for reducing the service standards gap are reviewed.    

 Setting Service Standards: The Standards Gap 
 After retailers gather information about customer service expectations and per-
ceptions, the next step is to use this information to set standards and develop sys-
tems for delivering high-quality service. Service standards should be based on 
customers’ perceptions rather than internal operations. For example, a supermar-
ket chain might set an operations standard of a warehouse delivery every day to 
each store. But frequent warehouse deliveries may not result in more merchandise 
on the shelves and therefore may not improve customers’ impressions of their 
shopping experience. To close the standards gap, retailers need to (1) commit their 
firms to providing high-quality service, (2) define the role of service providers, 
(3) set service goals, and (4) measure service performance.  

  REFACT 
 Some 70 percent of Ameri-
cans say they consult prod-
uct reviews or consumer 
ratings before making a 
purchase.  34    
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 Commitment to Service Quality   Service excellence is achieved only when 
top management provides leadership and demonstrates commitment. Top man-
agement must be willing to accept the temporary difficulties and even the in-
creased costs associated with improving service quality. This commitment needs 
to be demonstrated to the employees charged with providing the service. 
  Pulte Homes Inc., which has earned more top-three rankings than any other 
homebuilder in the annual J.D. Power and Associates New Home Builder Customer 
Satisfaction Study, has a strong commitment to customer service.  36   It surveys cus-
tomers immediately after they close on a new home and then at the one-year mark 
to make sure they are still satisfied. Several years ago, recognizing that customer 
satisfaction was critically important in the ability to differentiate Pulte in the market, 
the company developed a seven-step process to interact with the consumer through-
out the construction and ownership process—a departure from most homebuilders’ 
typical focus on corrective fixes. 
  Top management’s commitment sets service quality standards, but store man-
agers are the key to achieving those standards. Store managers must see that their 
efforts to provide service quality are noticed and rewarded. Providing incentives 
based on service quality makes service an important personal goal, so rather than 
bonuses based only on store sales and profit, part of store managers’ bonuses 
should be determined by the level of service provided. For example, some retailers 
use the results of customer satisfaction studies to help determine bonuses.   

 Defining the Role of Service Providers   Managers can tell service providers 
that they need to provide excellent service but not clearly indicate what excellent 
service means. Without a clear definition of the retailer’s expectations, service pro-
viders are directionless. 
  The Ritz-Carlton Hotel Company, winner of the Malcolm Baldrige National 
Quality Award, has its “Gold Standards” printed on a wallet-size card carried by all 
employees. The card contains the hotel’s motto (“We Are Ladies and Gentlemen 
Serving Ladies and Gentlemen”), the three steps for high-quality service (warm 
and sincere greeting, anticipation of and compliance with guests’ needs, and fond 
farewell), and 12 basic rules for Ritz-Carlton employees, including “I build strong 
relationships and create Ritz-Carlton guests for life” (No. 1) and “I am proud of 
my professional appearance, language, and behavior” (No. 10).  37   

  The Ritz-Carlton clearly 
outlines its service standards 
to its employees.  
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   Setting Service Goals   To deliver consistent, high-quality service, retailers 
need to establish goals or standards to guide employees. Retailers often develop 
service goals that are based on their beliefs about the proper operation of the busi-
ness rather than the customers’ needs and expectations. For example, a retailer 
might set a goal that all monthly bills are to be mailed five days before the end of 
the month. This goal reduces the retailer’s accounts receivable but offers no ben-
efit to customers. Research undertaken by American Express showed that cus-
tomer evaluations of its service were based on perceptions of timeliness, accuracy, 
and responsiveness. Management then established goals (e.g., responding to all 
questions about bills within 24 hours) related to these customer-based criteria. 
  Employees are motivated to achieve service goals when the goals are specific, 
measurable, and participatory in the sense that the employees participated in setting 
them. Vague goals—such as “Approach customers when they enter the selling area” 
or “Respond to e-mails as soon as possible”—don’t fully specify what employees 
should do, nor do they offer an opportunity to assess employee performance. Better 
goals would be “All customers should be approached by a salesperson within 30 sec-
onds after entering a selling area” or “All e-mails should be responded to within 
three hours.” These goals are both specific and measurable. Retailing View 18.4 
considers the problems in setting standards for the time customers wait to be served. 

 RETAILING VIEW   The Waiting Game   18.4 
 Many retailers with multiple checkout 
lanes in their stores set standards to re-
duce the time that customer have to wait 
in line. For example, a retailer might have 
a policy that a new checkout lane should 
be opened when more than three people 
are waiting at each of the open lanes. 
  While Americans spend relatively 
little time in queues, they will often 
leave a store and not patronize the re-
tailer in the future if they feel the wait 
to check out or talk to a sales associate 
is too long or unjust. The simplest way 
to reduce wait time is also the most 
costly: adding more employees. But 
many retailers question the benefit of 
adding employees to reduce wait times 
because customer perceptions of wait 
times are inaccurate and are affected by 
the waiting context. Research has found 
that customers overestimate the time 
they wait in line by as much as 50 per-
cent and that the estimates are affected by store atmospherics 

such as a pleasant aroma. 
 From an operational perspective, the 

fastest way to process customers is to 
create a single line of customers and 
have the person in front go to the next 
open cash register—the system used at 
airports and occasionally in fast-food 
restaurants and banks. In addition to re-
ducing the overall wait time, this ap-
proach increases perceived fairness and 
customer satisfaction. It ensures that 
customers are served in the order of 
their arrival. 

  However, supermarkets are one of the last major service 
industries in the United States that don’t have single, serpentine 
lines feeding multiple checkout clerks. To reduce wait time, su-
permarkets often establish express lanes for shoppers with few 
items so that they don’t have to wait behind customers check-
ing out with large baskets of items. However, this practice has 
the perverse effect of treating the best customers the worst. 

 Sources: Carl Bialik, “Justice—Wait for It—On the Checkout Line,”  Wall 
Street Journal,  August 19, 2009; H. A. Eiselt and C. L. Sandblom, “Waiting 
Line Models,” in  Operations Research  (Berlin: Springer, 2010), pp. 379–394; 
Piyush Kumar, “The Competitive Impact of Service Process Improve-
ment: Examining Customers’ Waiting Experiences in Retail Markets,” 
 Journal of Retailing  81, no. 3 (2005), pp. 171–189.  

  Customers’ satisfaction decreases if they have to wait in checkout lines too long or 
if they feel others who arrived later are checked out before them.  

  REFACT 
 The number-one place 
Americans hate to wait is 
the Department of Motor 
Vehicles; the second-, third-, 
and fourth-worst places are 
those for registering at clin-
ics or hospitals, checking in 
for flights at airports, and or-
dering at fast-food restau-
rants or delis.  38    
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 Employee participation in set-
ting service standards leads to bet-
ter understanding and greater 
acceptance of the goals. Store 
employees resent and resist goals 
arbitrarily imposed on them by 
management. Chapter 16 says more 
about goal setting.   

 Measuring Service Performance 
  Retailers need to assess service 
quality continuously to ensure that 
goals will be achieved.  39     Many re-
tailers conduct periodic customer 
surveys to assess service quality. Re-
tailers also use mystery shoppers to 
assess their service quality.    Mystery 
shoppers    are professional shoppers 
who “shop” a store to assess the ser-
vice provided by store employees 
and the presentation of merchan-

dise in the store. Some retailers use their own employees as mystery shoppers, but 
most contract with an outside firm to provide the assessment. Information typi-
cally reported by mystery shoppers includes (1) the amount of time before a sales 
associate greeted the shopper, (2) whether the sales associate acted as if he or she 
wanted the shopper’s business, and (3) whether the sales associate was knowledge-
able about the merchandise. 
  Retailers typically inform salespeople that they have “been shopped” and pro-
vide feedback from the mystery shopper’s report. Some retailers offer rewards to 
sales associates who receive high marks and schedule follow-up visits to sales 
 associates who get low evaluations.  40  
   Many restaurants analyze sales data to determine how often servers sell particu-
lar items, like wine and dessert. The analysis helps restaurants identify servers that 
have never sold a menu item such as a bottle of wine. Servers might not sell the 
wine because they do not know the proper way to open the wine at the table. Thus 
the analysis reveals opportunities for training service providers and increasing sales.    

 Meeting and Exceeding Service Standards: 
The Delivery Gap 
 To reduce the delivery gap and provide service that exceeds standards, retailers 
must give service providers the necessary knowledge and skills, provide instru-
mental and emotional support, improve internal communications, reduce con-
flicts, and empower employees to act in the customers’ and firm’s best interests.  41    

 Giving Information and Training   Service providers need to know about the 
retailer’s service standards and the merchandise it offers, as well as the customers’ 
needs. With this information, employees can answer customers’ questions and 
suggest products. This knowledge also instills confidence and a sense of compe-
tence, which is needed to overcome service problems. 

 Home Depot hires knowledgeable service providers to close the delivery gap. 
Over the last five year, it has hired more than 3,000 licensed electricians and 
plumbers to offer expert service to customers.  42   JCPenney uses interactive dis-
tance learning to train its employees to develop the knowledge needed to provide 
high-quality service.  43   The company uses satellite technology to broadcast its 
 biweekly store manager training sessions, called “News You Can Use.” 

  This mystery shopper on the left is evaluating the sales associate’s product knowledge.  
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  Service providers need training in interpersonal skills. 
Dealing with customers is hard—particularly when 
they’re upset or angry. All service providers, even those 
who work for retailers that provide excellent service, will 
encounter dissatisfied customers. Through training, em-
ployees can learn to provide better service and cope with 
the stress caused by disgruntled customers. Specific ser-
vice providers are typically designated to interact with 
and provide service to customers. However, all retail em-
ployees should be prepared to deal with customers. For 
example, Walt Disney World provides four days of train-
ing for its maintenance workers, even though people can 
learn how to pick up trash and sweep streets in much less 
time. Disney has found that its customers are more likely 
to direct questions to maintenance people than to the 
clean-cut assistants wearing “ASK ME, I’M IN GUEST 
RELATIONS” buttons. Thus, Disney trains maintenance 
people to confidently handle the myriad of questions 
they’ll be asked rather than responding, “Gee, I dunno. 
Ask her.”  44     

 Providing Instrumental and Emotional Support   
Service providers need to have    instrumental support    
(appropriate systems and equipment) to deliver the ser-
vice desired by customers. For instance, many retailers 
have connected their POS terminals to the Internet so 
that salespeople can help customers order a size or style 
not found in their store.  45   Similarly, other retailers have computer kiosks in 
stores so that customers and employees can order out-of-stock books or cloth-
ing items. 
  In addition to needing instrumental support, service providers need emotional 
support from their coworkers and supervisors.    Emotional support    involves dem-
onstrating a concern for the well-being of others. Dealing with customer problems 
and maintaining a smile in difficult and stressful situations can be psychologically 
demanding. Service providers need to maintain a supportive, understanding atmo-
sphere and attitude to deal with these demands effectively.  46   
  Although “The customer is always right” may be a common business mantra, 
employees on the receiving end of a service interaction face incredible pressure to 
simply “grin and bear it.” Retailers need to be aware of how stressful customer 
interactions affect the morale and performance of their service providers. 
  Matt Friedman, the 34-year-old CEO and cofounder of Wing Zone, under-
stands the stress that angry customers can cause his employees, who take the ma-
jority of the company’s food orders over the phone. Friedman says his entry-level 
employees, who are mostly college students, simply lack the experience to handle 
these customers. Therefore, Wing Zone trains them to hand off overly demanding 
customers to the nearest manager immediately. The manager then turns the com-
plaints back to the customers, asking how they’d like the company to handle the 
problem. When both parties can’t find some middle ground, managers refer the 
customer to the corporate office’s toll-free number or Web site to file a formal 
complaint. 
  At Wing Zone’s corporate headquarters, Robert Girau, the point person for 
complaints that escalate, thinks the company’s strategy works because the service 
providers know how to handle angry customers, managers understand what they 
can offer and are empowered to solve problems, and complaints with no easy solu-
tion can be routed up the organization. The procedures at the store level make life 
easier for everyone in the company.  47     

  Everyone at Disney parks and resorts is customer 
service-oriented.  
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 Improving Internal Communications   When providing customer service, 
service providers often must manage the conflict between the customers’ and 
the retail firm’s needs.  48   For example, while retailers expect their sales associates 
to encourage customers to make multiple purchases and buy more expensive 
items, customers are looking for the best-value choices to fit their needs. 
The sales associates therefore may be conflicted between meeting corporate and 
customers’ goals. 
  Retailers can reduce such conflicts by issuing clear guidelines and policies 
concerning service and explaining the rationale for these policies. For instance, 
employees may be taught to apologize for a service failure even if the failure was 
caused by someone else in the organization or was a result of something the 
customer did. It is difficult for many people to apologize for something that was 
not their fault. But if employees are taught that an apology for a service failure 
can help retain the customer, they should understand it as a necessity and apolo-
gize when necessary. 
  Conflicts can also arise when retailers set goals that are inconsistent with the 
other behaviors expected from store employees. For example, as discussed in 
Chapter 16, if salespeople are expected to provide customer service, they should 
be evaluated and compensated on the service they provide, not just the sales 
they make. 
  Finally, conflicts can arise between different areas of the firm. A men’s specialty 
store known for its high levels of customer service has salespeople who promise 
rapid alterations and deliveries to please their customers. Unfortunately, the 
 alterations department includes two elderly tailors who work at their own speed, 
regardless of the workload. From time to time, management must step in to tem-
per the salespeople’s promises and reallocate priorities for the tailors.   

 Empowering Store Employees      Empowerment    means allowing employees 
at the firm’s lowest levels to make important decisions regarding how service will 
be provided to customers. When the employees responsible for providing service 
are authorized to make important decisions, service quality improves.  49       
  Nordstrom provides an overall objective—satisfy customer needs—and then 
encourages employees to do whatever is necessary to achieve the objective. For 
example, a Nordstrom department manager bought 12 dozen pairs of hosiery 
from a competitor in the mall when her stock was depleted because the new ship-
ment was delayed. Even though Nordstrom lost money on this hosiery, manage-
ment applauded her actions to make sure customers found hosiery when they 
came to the store looking for it. Empowering service providers with only a rule 
like “Use your best judgment” can cause chaos. At Nordstrom, department man-
agers avoid abuses by coaching and training salespeople. They help salespeople 
understand what “Use your best judgment” means. 
  However, empowering service providers can be difficult. Some employees pre-
fer to have the appropriate behaviors clearly defined for them. They don’t want to 
spend the time learning how to make decisions or assume the risks of making mis-
takes. For example, a bank found that when it empowered its tellers, the tellers 
were afraid to make decisions about large sums of money. The bank had to  develop 
decision guideposts and rules until tellers felt more comfortable. 
  In some cases, the benefits of empowering service providers may not justify 
the costs. For example, if a retailer uses a standardized service delivery  approach 
like McDonald’s, the cost of hiring, training, and supporting empowerment 
may not lead to consistent and superior service delivery. Also, studies have 
found that empowerment is not embraced by employees in different cultures. 
For example, employees in Latin America expect their managers to possess 
all the information needed to make good business decisions. The role of em-
ployees is not to make business decisions; their job is to carry out the decisions 
of managers.  51     

 REFACT 
Ritz-Carlton personnel at 
the front desks of its hotels 
are empowered to issue 
unhappy customers up to 
$2,000 credit without asking 
a supervisor’s approval.  50  
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 Providing Incentives   As discussed in Chapter 16, many retailers use incen-
tives, like paying commissions on sales, to motivate employees. But retailers 
have found that commissions on sales can decrease customer service and job 
satisfaction and motivate high-pressure selling, which leads to customer dissatis-
faction. However, incentives can also be used effectively to improve customer 
service. 
  Home Depot launched a customer service initiative that earmarks as much as 
$25,000 per quarter to stores that provide the best customer service.  52   Individual 
employees can receive bonuses of as much as $2,000 per month or $10,000 per 
quarter. Home Depot determines which store is rewarded by looking at several 
factors: reviews by peers and managers, focus groups, and “voice of the customer” 
surveys. Between 150,000 and 250,000 customers call the company’s 800 number 
each week or visit its Internet site—the URL is printed at the bottom of receipts—
to rate their customer service experience.   

 Developing Solutions to Service Problems   The previously discussed ap-
proaches for closing the service gap rely on informing, empowering, and motivat-
ing store personnel to provide better service. Retailers also use systems and 
technology to close the delivery gap. 
  Finding ways to overcome service problems can improve customer satisfaction 
and, in some cases, reduce costs. For example, Massachusetts-based Zoots dry 
cleaners doesn’t want to be like its competitors, which are open from 8 a.m. to 
6 p.m.—when most customers are at work. So it devised an automated system for 
24/7 pickup and drop-off. When customers swipe their credit cards, the machine 
automatically identifies their garments and brings the order from the clothes rack 
to a small window or accepts a new dry-cleaning order.  53  

    Using Technology       Many retailers are installing kiosks with broadband Inter-
net access in their stores. In addition to offering customers the opportunity to 
order merchandise not available in the store, kiosks can provide routine customer 
service, freeing employees to deal with more demanding customer requests and 
problems.  55   For example, customers can use kiosks to locate merchandise in the 
store and determine whether specific products, brands, and sizes are available. 
 Kiosks can also be used to automate existing store services, such as gift registry 
management, rain checks, film drop-off, credit applications, and preordering ser-
vices for bakeries and delicatessens. 
  Customers can use kiosks to find 
more information about products and 
how they are used. For example, an hh-
gregg customer might use a kiosk to look 
at side-by-side comparisons of two 
DVRs and find more detailed informa-
tion than is available from the shelf tags 
or a sales associate. The information 
provided by the kiosk could be tailored 
to the specific customer, on the basis of 
the retailer’s customer database. For ex-
ample, a customer who is considering a 
new set of speakers might not remember 
the preamplifier he or she purchased 
previously from hhgregg. This customer 
might not know whether the speakers 
are compatible with the preamplifier or 
what cables are needed to connect the 
new speakers. These concerns could be 

    This salesperson is using an Internet-enabled terminal to locate merchandise 
for a customer.  

 REFACT 
Self-service technology for 
gas pumps originated in 
1947, when two Californians 
simultaneously hit on the 
idea. About 90 percent of 
gasoline purchases now are 
made at self-serve stations.  54  
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addressed by accessing the retailer’s 
customer database through the ki-
osk. Such applications can comple-
ment the efforts of salespeople and 
improve the service they can offer 
to customers. 
  Sephora introduced a touch-
screen system to help customers 
find a new fragrance or an old fa-
vorite. The interactive wall-
mounted screen is a tool not only 
for Sephora’s fragrance experts but 
also for customers who want to 
“play.” By tapping a finger on the 
display, customers can find detailed 
information on the latest fra-
grances, discover fragrances from 
the same fragrance family, view im-
ages, run videos, or find thousands 
of worldwide reviews on a time-
honored favorite.  56   
  At some retailers, instead of tak-
ing a shopping list to the store, a 
customer can swipe a loyalty card or 
enter a phone number at a kiosk  57   or 
use a similar device called a retail 

store assistant (RSA) attached to a shopping cart.  58   Any information the customer 
has entered online from home will show up on the associated profile. On the basis 
of the customer’s shopping habits, which are stored in the retailer’s database, the 
RSA provides special offers that match the customer’s purchase record. On the 
back of the coupons that the RSA provides is a map of the store and the location of 
each item, eliminating the need to explore every aisle. If a printed piece of paper is 
too cumbersome, this list and information also could be transferred via Bluetooth 
technology to a mobile device, such as a phone. 
  Some retailers use hand-held scanners to provide customer service. Customers 
can register a credit card number at the front counter and get a wireless hand-held 
scanner. As they walk the aisles, they scan in the bar codes of their desired items 
and then pay for the purchases when they are finished shopping. The items 
scanned are then delivered to their homes the same day. The use of hand-held 
scanners eliminates the need for customers to carry around bulky items in the 
store and transport them home. The physical and psychological limits on how 
much is purchased in a single trip are reduced, so the average customer purchase 
using this service is 10 times greater than that of customers not using the 
service.  59      

 Communicating the Service Promise: 
The Communications Gap 
 The fourth factor leading to a customer service gap is the difference between the 
service promised by the retailer and the service actually delivered. Overstating the 
service offered raises customer expectations. Then, if the retailer doesn’t follow 
through by improving actual customer service, expectations exceed perceived ser-
vice and customers are dissatisfied. For example, if an Internet site store offers free 
shipping but the free alterations are available only for purchases greater than 
$200, the customer may be disappointed. Raising expectations too high might 
bring in more customers initially, but it can also create dissatisfaction and reduce 

  This retail store assistant helps shopping and reduces the delivery gap by providing 
customers with information and services.  
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repeat business. The communications gap can be reduced by making realistic 
commitments and managing customer expectations.  

 Realistic Commitments   Promotion programs are typically developed by 
the marketing department, whereas the store operations division delivers the ser-
vice. Poor communication between these areas can result in a mismatch between 
an ad campaign’s promises and the service the store can actually offer. This prob-
lem is illustrated by Holiday Inn’s “No Surprises” ad campaign. Market research 
indicated that hotel customers wanted greater reliability in lodging, so Holiday 
Inn’s agency developed a campaign promising no unpleasant surprises. Even 
though hotel managers didn’t feel they could meet the claims promised in the 
ads, top management accepted the campaign. The campaign raised customer ex-
pectations to an unrealistic level and gave customers who did confront an un-
pleasant surprise an additional reason to be angry. The campaign was discontinued 
soon after it started.   

 Managing Customer Expectations   How can a retailer communicate realis-
tic service expectations without losing business to a competitor that makes inflated 
service claims? American Airlines’ “Why Does It Seem Every Airline Flight Is 
Late?” ad campaign is an example of a communication program that addresses this 
issue. In print ads, American recognized its customers’ frustration and explained 
some uncontrollable factors causing the problem: overcrowded airports, schedul-
ing problems, and intense price competition. Then the ads described how Ameri-
can was improving the situation. 
  Information presented at the point of sale can be used to manage expectations. 
For example, theme parks and restaurants indicate the waiting time for an attrac-
tion or a table. Electronic retailers tell their customers whether merchandise is in 
stock and when customers can expect to receive it. Providing accurate information 
can increase customer satisfaction even when customers must wait longer than 
desired. 
  Sometimes service problems are caused by customers. Customers may use an 
invalid credit card to pay for merchandise, not take time to try on a suit and have 
it altered properly, or use a product incorrectly because they fail to read the in-
structions. Communication programs can inform customers about their role and 
responsibility in getting good service and give tips on how to get better service, 
such as the best times of the day to shop and the retailer’s policies and procedures 
for handling problems.      

 SERVICE RECOVERY  
 The delivery of customer service is inherently inconsistent, so service failures are 
bound to arise. Rather than dwelling on negative aspects of customer problems, 
retailers should focus on the positive opportunities the problems generate. Service 
problems and complaints are an excellent source of information about the retail-
er’s offering (its merchandise and service). Armed with this information, retailers 
can make changes to increase their customers’ satisfaction.  60   
    Service problems also enable a retailer to demonstrate its commitment to 
providing high-quality customer service. By encouraging complaints and han-
dling problems, a retailer has an opportunity to strengthen its relationship with 
its customers. Effective service recovery efforts significantly increase customer 
satisfaction, purchase intentions, and positive word of mouth. However, postre-
covery satisfaction generally is less than the satisfaction level before the service 
failure. 
    Most retailers have standard policies for handling problems. If a correctable 
problem is identified, such as defective merchandise, many retailers will make res-
titution on the spot and apologize for inconveniencing the customer. The retailer 
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will offer replacement merchandise, a credit toward future 
purchases, or a cash refund. 

 In many cases, the cause of the problem may be hard to 
identify (did the salesperson really insult the customer?), un-
correctable (the store had to close due to bad weather), or a 
result of the customer’s unusual expectations (the customer 
didn’t like his haircut). In these cases, service recovery might 
be more difficult. The steps in effective service recovery are 
(1) listen to the customer, (2) provide a fair solution, and 
(3) resolve the problem quickly.  61    

 Listening to Customers 
 Customers can become very emotional about their real or 
imaginary problems with a retailer. Often this emotional re-
action can be reduced by simply giving customers a chance 
to get their complaints off their chests. 

 Store employees should allow customers to air their com-
plaints without interruption. Interruptions can further irri-
tate customers who may already be emotionally upset. It’s 
very hard to reason with or satisfy an angry customer. 

 Customers want a sympathetic response to their com-
plaints. Thus, store employees need to make it clear that 
they’re happy the problem has been brought to their atten-

tion. Satisfactory solutions rarely arise when store employees have an antagonistic 
attitude or assume that the customer is trying to cheat the store. 
    Employees also need to listen carefully to determine what the customer per-
ceives to be a fair solution. For example, a hotel employee might assume that a 
customer who’s irritated about a long wait to check in will be satisfied with an 
apology. But the customer might be expecting to receive a free drink as compen-
sation for the wait. A supermarket employee may brusquely offer a refund for 
spoiled fruit when the customer is also seeking an apology for the inconvenience 
of having to return to the store. Store employees shouldn’t assume they know 
what the customer is complaining about or what solution the customer is 
seeking.  62   

   Providing a Fair Solution 
 Customers like to feel that they are being treated fairly. They base their percep-
tion of fairness on how they think others were treated in similar situations and 
with other retailers. Customers’ evaluations of complaint resolutions thus are 
based on distributive fairness and procedural fairness.  63     

 Distributive Fairness      Distributive fairness    is a customer’s perception of the 
benefits received compared with his or her costs in terms of inconvenience or 
monetary loss. What seems to be fair compensation for a service failure for one 
customer may not be adequate for another. For example, one customer might be 
satisfied with a rain check for a food processor that was advertised at a discounted 
price but sold out. This customer feels the low price for the food processor offsets 
the inconvenience of returning to the store. But another customer may need the 
food processor immediately, so a rain check won’t be adequate compensation for 
him. To satisfy this customer, the salesperson must locate a store that has the food 
processor and have it delivered to the customer’s house. 
    Customers typically prefer tangible rather than intangible resolutions to their 
complaints. A low-cost reward, such as a free soft drink or a $1 discount, commu-
nicates more concern to the customer than a verbal apology.   

  When resolving customers’ problems, service 
representatives should listen to customers, provide a 
fair solution, and resolve the problems quickly.  
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 Procedural Fairness      Procedural fairness    is the perceived fairness of the pro-
cess used to resolve complaints. Customers consider three questions when evalu-
ating procedural fairness:  
  1.   Did the employee collect information about the situation?  
  2.   Was this information used to resolve the complaint?  
  3.   Did the customer have some influence over the outcome?   
    Customers typically feel they have been dealt with fairly when store employees 
follow company guidelines. Guidelines reduce variability in handling complaints 
and lead customers to believe they’re being treated like everyone else. But rigid 
adherence to guidelines can have negative effects. Store employees need some 
flexibility in resolving complaints, or customers may feel they had no influence on 
the resolution.   

 Resolving Problems Quickly   Customer satisfaction is affected by the time it 
takes to get an issue resolved. As a general rule, store employees who deal with 
customers should be made as self-sufficient as possible to handle problems. Cus-
tomers are more satisfied when the first person they contact can resolve a prob-
lem. When customers are referred to several different employees, they waste a lot 
of time repeating their story. Also, the chance of conflicting responses by store 
employees increases. Retailers can minimize the time needed to resolve com-
plaints by reducing the number of people customers must contact and providing 
clear instructions. 
    Resolving customer complaints increases satisfaction. But when complaints are 
resolved too abruptly, customers might feel dissatisfied because they haven’t re-
ceived enough personal attention. Retailers must recognize the trade-off between 
resolving the problem quickly and taking time to listen to and show concern for 
the customer.  64  

 Due to the inherent intangibility and inconsistency of 
 services, providing high-quality customer service is chal-
lenging. However, customer service also provides an op-
portunity for retailers to develop a strategic advantage. 
Retailers use two basic strategies for providing customer 
service: personalized service and standardized service. The 
personalized approach relies primarily on sales associates. 
The standardized approach places more emphasis on de-
veloping appropriate rules, consistent procedures, and op-
timum store designs. 
  Customers evaluate customer service by comparing 
their perceptions of the service delivered with their expec-

tations. Thus, to improve service, retailers need to close 
the gaps between the service delivered and the customer’s 
expectations. This gap may be reduced by knowing what 
customers expect, setting standards to provide the ex-
pected service, providing support so that store employees 
can meet the standards, and realistically communicating 
the service offered to customers. 
  Due to inherent inconsistency, service failures are 
bound to arise. These lapses in service provide an oppor-
tunity for retailers to build even stronger relationships 
with their customers.        

   SUMMARY 
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   1. CONTINUING ASSIGNMENT  Go to a local 
store outlet of the retailer you selected for the Con-
tinuing Assignment, and describe and evaluate the 
service it offers. What service is offered? Is the service 
personalized or standardized? Ask the store manager 
if you can talk to some customers and employees. 
Choose customers who have made a purchase, cus-
tomers who have not made a purchase, and customers 
with a problem (refund, exchange, or complaint). Talk 
with them about their experiences, write a report de-
scribing your conversations, and make suggestions for 
improving the store’s customer service. Ask employ-
ees what the retailer does to assist and motivate them 
to provide good service.  

   2. INTERNET EXERCISE  Bizrate (www.bizrate.com) 
is a company that collects information about consumer 
shopping experiences with electronic retailers. Go to 
Bizrate’s Web site, and review the evaluations of differ-
ent retailers that sell products electronically. How 

useful is this information to you? What could Bizrate 
do to make the information more useful?  

   3. INTERNET EXERCISE  Visit Amazon.com and 
shop for a best-selling book. How does the Web site 
help you locate best-sellers? How does the customer 
service offered by this Web site compare to the ser-
vice you would get at another book retailer’s Web site 
or in a bricks-and-mortar bookstore?  

   4. GO SHOPPING  Go to a discount store such as 
Walmart, a department store, and a specialty store to 
buy a pair of jeans. After visiting all three, compare 
and contrast the level of customer service you re-
ceived in each of the stores. Which store made it easi-
est to find the pair of jeans you would be interested in 
buying? Evaluate the perceived service experience in 
terms of reliability, assurance, tangibility, empathy, 
and responsiveness. Does the service quality match 
the store format? Explain your response.     

 GET OUT AND DO IT!  

   1.   For each of the following  s ervices, give an example of 
a retailer for which providing the service is critical to 
its success and an example of a retailer for which pro-
viding the service is not critical: (a) personal shop-
pers, (b) home delivery, (c) money-back guarantees, 
and (d) credit.  

   2.   Both Nordstrom and McDonald’s are noted for their 
high-quality customer service, but their approaches 
to providing quality service are different. Describe 
this difference. Why has each of these retailers elected 
to use its particular approach?  

   3.   Have you ever worked in a job that required you to 
provide customer service? If yes, describe the skills 
you needed and tasks you performed on this job. If 
no, what skills and abilities would you highlight to a 
potential employer that was interviewing you for a 
position that included customer service in the job 
description?  

   4.   Review Retailing View 18.2, about customer service 
at IKEA. How does this retailer utilize a self-service 
model as a competitive advantage strategy, compared 
to traditional furniture stores?  

   5.   Assume you’re the department manager for mens-
wear in a local department store that emphasizes 
empowering its managers. A customer returns a 
dress shirt that’s no longer in the package in which it 
was sold. The customer has no receipt, says that 
when he opened the package he found that the shirt 
was torn, and wants cash for the price at which the 
shirt is now being sold. The shirt was on sale last 
week when the customer claims to have bought it. 
What would you do?  

   6.   Consider a situation in which you received poor cus-
tomer service in a retail store or from a service pro-
vider. Did you make the store’s management aware of 
your experience? Whom did you relay this experience 
to? Have you returned to this retailer or provider? 
For each of these questions, explain your reasons.  

   7.   Gaps analysis provides a systematic method for exam-
ining a customer service program’s effectiveness. Top 
management has told an information systems man-
ager that customers are complaining about the long 
wait to pay for merchandise at the checkout station. 
Taking the role of the systems manager, use the gap 
analysis table below to evaluate this problem and sug-
gest possible strategies for reducing the wait time.

 DISCUSSION QUESTIONS AND PROBLEMS  

   8.   How could an effective customer service strategy 
lower a retailer’s costs?  

   9.   How can retailers provide high-quality personalized 
service? Use an ophthalmologist’s office that also sells 
eyeglass frames and fills prescriptions for contact 
lenses as your example. How does this retailer’s ser-
vice compare with the service provided by 1-800 
CONTACTS online or in-store at its bricks-and-
mortar partner, Walmart?  

 Problem Strategies to

 Encountered Close this Gap

Knowledge Gap

Standards Gap

Delivery Gap

Communication Gap
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   10.   Consider a recent retail service experience you have 
had, such as a haircut, doctor’s appointment, dinner in 
a restaurant, bank transaction, or product repair (not 
an exhaustive list), and answer the questions below:  

   a.   Describe an excellent service delivery experience.  
   b.   What made this quality experience possible?  

   c.   Describe a service delivery experience in which 
you did not receive the performance that you 
expected.  

   d.   What were the problems encountered, and how 
could they have been resolved?       
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524 APPENDIX A Starting Your Own Retail Business

524

  Starting a retail business can be an enticing and daunting prospect. On the one hand, you 
can be your own boss, enjoy complete creative control, and reap the full rewards of your 
hard work. On the other hand, retail business owners must assume large amounts of respon-
sibility, bear the consequences of poor decisions, and ultimately shoulder the blame for the 
success or failure of the business. Owning your own business involves a great deal of effort, 
sacrifice, and patience. It is inherently risky, and consequently, fewer than 20 percent of new 
retail businesses survive to the five-year mark. Yet the rewards of successfully navigating the 
unpredictable landscape of business ownership can be enormous, both personally and finan-
cially. You might grow your business and become the next Sam Walton (Walmart), Maxine 
Clark (Build-A-Bear Workshop), or John Mackey (Whole Food Markets). 
    The sense of accomplishment garnered from creating and sustaining a thriving enter-
prise of one’s own is immense. Retail owners have the uniquely satisfying opportunity to 
craft a tangible expression of their own professional visions, talents, and hard work. In ad-
dition, they can contribute value to their communities by creating jobs, strengthening the 
economy, and providing excellent service to customers. Those who join the successful 20 
percent of retail entrepreneurs often earn sufficient financial rewards to live securely and 
comfortably according to their own standards. 
    The purpose of this appendix is to demonstrate broadly how to achieve these goals by 
starting a retail business. A wealth of information discusses entrepreneurship, retailing, and 
business start-ups—and all of it could not possibly be contained within the confines of an 
appendix. Instead, this appendix provides an overview of the process and offers some fur-
ther resources that anyone with serious aspirations for starting his or her own retail busi-
ness can use to take the first step. 

  DO YOU HAVE WHAT IT TAKES TO BE 
A SUCCESSFUL ENTREPRENEUR?  

 Before starting a business, it is important to take an inventory of skills. Debate continues 
about the inherent nature of entrepreneurial success. Can someone acquire entrepreneur-
ial skills, or are successful entrepreneurs just people with an innate ability to see and seize 
an opportunity? It seems that the answer lies somewhere in between.
 The skills needed to be a successful entrepreneur can by divided into two broad skill 
categories: technical training and personal characteristics. To start a retail business, it is 
very important that the owner possess business skills. Do you understand how to read a 
financial statement and evaluate your performance and viability? Can you make an effective 
presentation to potential investors? Do you have an understanding of what customers 
want? Can you manage the people who work for you? Do you have an understanding of 
how to launch an electronic channel for your retail business? 
    For those lacking these business skills, many major universities offer online degrees in a 
wide variety of disciplines, including business, as well as the option of full-time enrollment. 
It may be difficult to balance family, work, and school, but owning a business will be just as 
time consuming. This process can be a litmus test for a person’s entrepreneurial work ethic. 
    A work ethic is a quality that cannot be taught, and for entrepreneurs it is vital. Passion for 
a chosen business is another quality that cannot be taught. No one will be looking over a re-
tail business owner’s shoulder to ensure he or she is doing everything possible to guarantee 

   A P P E N D I X  A  

 Starting Your Own 
Retail Business 

  *This appendix was prepared by Christian Tassin MSE 2008, University of Florida, under the supervision of Professor 
Barton Weitz.  

Lev30026_appa_524-531.indd Page 524  11/19/10  8:41 AM user-f494Lev30026_appa_524-531.indd Page 524  11/19/10  8:41 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



525Starting Your Own Retail Business APPENDIX A

the success of the venture. Can you maintain the level of energy required to sustain a busi-
ness? Can you handle rejection from investors and still have the confidence to keep going? 
Seeing opportunity is another skill that is difficult to acquire, but it can be learned through 
practice. A person can train his or her mind to look for ways to improve the things that need 
improvement. Visit a retail store to evaluate its practices. What works? What does not? 
Where is the opportunity to improve on the qualities that do not work? How can value be 
created from improving on the shortcomings of current business practices?   

  DEVELOPING A CONCEPT FOR THE RETAIL VENTURE  

 The genesis of any business venture starts with an idea. A retail store concept should satisfy 
three objectives. First, the pursuit should be something that the retailer is passionate about. 
With the intense effort required for successful entrepreneurship, why would a person want 
to be involved in something that he or she does not enjoy? Sustainability in a retail busi-
ness becomes virtually impossible if the owner does not have a burning desire to see it 
succeed. Second, the concept must provide sufficient value to its customers. The purpose 
of a business is to make a profit, and if people are not willing to pay for the products or 
services offered, then failure is ensured. Third, the concept must provide an offering that is 
differentiated—not available from competitors and not something that competitors can 
easily copy. 
    An important issue to consider is the application of intellectual property to the retail 
concept. Do you have a patentable concept? Do you have a trademark for your brand name 
and logo? If an entrepreneur crafts a business venture on company time at his or her day 
job, it is considered that company’s property. Working in an industry related to the retail 
concept can make this ownership even easier to prove. Will the concept compete with an 
existing employer? Many companies require that employees sign noncompete clauses. If an 
idea violates one of those agreements, the business could be over before it even gets started. 
If you believe your concept or business process is unique, or are not sure if you can legally 
execute your retail concept, an attorney who deals in intellectual property can be a great 
resource.   

  THE “QUICK SCREEN”  

 The first step in deciding whether to start a retail business is to examine the retail concept 
in detail. Essentially, the prospective retailer wants to determine whether he or she merely 
has an interesting idea or a viable opportunity. Four questions that help determine the vi-
ability of an opportunity are as follows:  

  1.   Does it create or add significant value for customers?  
  2.   Does it solve a significant problem or meet a significant demand or need in the mar-

ketplace for which someone is willing to pay a premium?  
  3.   Is there a large enough market and sufficient margins to generate profits?  
  4.   Is there a good fit between the skills of the management team and the skills required 

to operate the business?   

    If an idea does not fulfill these four requirements, the potential retailer needs to revise 
it, or else create a new one. For example, if you love the beach and want to start a retail 
store that sells bathing suits and beach accessories, but you also live in Colorado, the 
concept lacks the key elements of success. The market for beach goods will not be sig-
nificant enough, no financially realizable value is being created for the people in the 
community, and even with a competent team, the idea would be unattractive. Answers to 
these questions may not be as readily apparent for different concepts, but this simplified 
example illustrates the effectiveness that the “Quick Screen” can have in testing an idea 
for true value.   Revising an idea is much more efficient in the planning stages than it 
would be midexecution. 
    A potential revision of the beachwear retail concept in Colorado would be to open a 
sporting goods store named, say, “Mountain Sporting Goods,” that caters to people who 
participate in mountain sports such as skiing, hiking, climbing, and rafting. This concept 
passes the “Quick Screen,” in that it creates value for customers, fulfills a need, has good 
market potential, and has a suitable risk/reward balance. If a potential venture passes this 
quick test, it is time to become immersed in the details of its potential by preparing a 
business plan.   
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  PREPARING A BUSINESS PLAN  

 The preparation of a business plan is an excellent way to take a hard look at the concept in 
a structured, practical way. A well-done business plan can help mitigate or address the po-
tential risks involved in starting a business before they actually occur. By thoroughly con-
sidering both the merit and the execution strategy of a vision, a prospective retailer can 
significantly improve its chances of success. A good business plan should concisely and ef-
fectively demonstrate the value of the concept to others—especially potential investors.  
   The more prepared the retailer is to demonstrate and execute the value of the proposition, 
the less risk it poses, and the better investment opportunity the retail concept presents. 
 Business plans are dynamic and should evolve with the business. There is no set formula 
for a business plan, but there are some elements that every good business plan should in-
clude.   First and foremost, a business plan should be well written, concise, and professional.  
 No one will ever invest in a new venture if the business plan is verbose, boring, sloppy, or 
unprofessional. Nowhere is this more important than in the executive summary. Investors 
often see hundreds of business plans, and many of them read no further than the executive 
summary. If a plan does not grab their attention, or inadvertently casts a negative light, the 
venture proposal will not make it past a cursory reading at best. Structurally, a business 
plan should include at least the following content:  

  1.   Executive summary.  
  2.   Environmental analysis (trends, customers, competitors, economy).  
  3.   Description of the retail concept and strategy (target market, retail format, competitive 

advantage).  
  4.   Implementation plan, including the approach for attracting customers.  
  5.   Team, or the other people involved in business.  
  6.   Funding request.  
  7.   Financial plan.   

    The key points of writing a retail business plan are illustrated below with the creation of 
a fictitious retail business. The examples include less detail than an actual business plan 
would require, but they are designed as a starting point from which the entrepreneur can 
initiate further research. The overarching themes also can be applied to a wide variety of 
retail businesses.  

 Environmental Analysis 
 The scope of the environmental analysis depends on the long-term objective. If the re-
tailer’s objective is simply to operate one or two outlets, the environmental analysis should 
focus on the local environment, such as the trade area of the store, as discussed in Chapter 
8.   However, if the long-term objective is to open and operate multiple retail outlets, the 
retailer needs to examine all the elements in the macroenvironment, such as industry size 
and trends and the competition and profitability of the industry, as discussed in Chapter 
5.   The elements in the environmental analysis detailed next apply to supporting a venture 
that starts in Colorado Springs, with ambitions to expand regionally and potentially 
nationally.  

 Industry Size and Trends   Various databases can provide detailed information about 
industrywide figures. For example, Hoover’s Online and IBISWorld US Industry reports 
both provide detailed industry data, analyses of publicly traded companies, and customer 
demographics. Many libraries subscribe to these types of services, and a local librarian 
can be helpful in providing guidance on accessing them. Many publicly traded compa-
nies offer information on their Web sites, and they are required to publish financial data 
with the Securities and Exchange Commission. Trade organizations and publications 
such as the Sporting Goods Manufacturers Association (sgma.com), the National Sporting 
Goods Association (nsga.com), and  Sporting Goods Dealer  often provide detailed informa-
tion about specific retail sectors. Census data, available at census.gov, give great insight 
into the population of the focal community in terms of companies and people. For example, 
there are 625 specialty-line sporting goods establishments in Colorado, according to the 
Census Bureau. 
    For smaller local businesses, it can more difficult to find information. Knowledge of the 
local area therefore can be a great asset. Also, gathering information from the customers and 
suppliers of competitors in the industry can provide valuable information. Resourcefulness 
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and persistence are a key to discovering certain information, and it can be very beneficial to 
take the time to do so. Visit similar retailers and look at what they have to offer. Where is 
the unmet need? How can a new retailer rise to meet it? 
 Market size also is critical. How much money is being generated in the specific retail 
area? How is the money distributed within the industry? For example, the sporting goods 
industry in the United States generates about $55 billion in sales annually. This number is a 
significant starting point, in that it illustrates the overall monetary potential of the industry, 
but more focused data also are necessary. 
    Research shows that the sporting goods industry is highly fragmented, with many small 
retailers rather than dominant control by larger players. Therefore, opportunity appears to 
exist for the growth and expansion of a smaller retailer. Information like this is important 
to investors, because it can be used to illustrate that the industry is ready for a new retail 
business concept. For example, the implementation plan for the new store could demon-
strate the growth potential that would enable it to consolidate smaller businesses and gain 
a significant market share in the sporting goods industry. The correlation of industry data 
to real opportunity makes for a compelling narrative that entices financiers to invest in the 
company. In other words, an implementation plan should demonstrate how an interesting 
opportunity can provide a high return on investment. 
    To find where the specific opportunity lies, you must whittle industry data down to the 
niche level. In the United States, sporting goods sales derive from retailers such as Sports  
   Authority, Walmart, and a multitude of smaller retailers. These stores sell equipment, 
apparel, and shoes for every sporting need imaginable all across the country. For simplicity, 
Mountain Sporting Goods might focus only on sporting equipment, which makes up 
46 percent of the sporting goods industry. It can further narrow its focus by defining what 
mountain sports mean for Mountain Sporting Goods. What mountain sports segments 
will be targeted? 
    Examination of the sports equipment data makes it apparent that camping, fishing 
tackle, hunting, and firearms account for 6.9, 9.0, and 12.1 percent (hunting and firearms 
combined) of the sports equipment market, respectively. Should the concept therefore be 
expanded to include these segments, in addition to skiing, hiking, rafting, and climbing? A 
moral disagreement with hunting might be a factor to consider as well. Does the signifi-
cant financial opportunity outweigh the ethical uncertainty that selling hunting equipment 
might cause? What are the federal and local licenses required to sell firearms? Will the 
store sell tags for hunting certain animals? The reconciliation of these types of conflicting 
issues will help refine the concept.   

 Target Customers   Another critical element is defining the target market. What age 
demographic is the typical customer? What is his or her socioeconomic status and gender? 
Where do customers live in relation to the proposed store location? Where do they work? 
Will the store provide goods for the whole family or focus on individuals? How will the 
retail concept provide them with value? Will it compete on the basis of low prices or dif-
ferentiated, higher-quality products? Finding the right balance of these factors is key. An 
overly narrow focus can be problematic, because it implies insufficient demand for the of-
fering. A focus that is too broad also can hinder the retailer’s ability to forge its own iden-
tity. Research findings might narrow these options. For example, if Mountain Sporting 
Goods opened in Aspen, Colorado, it would be reasonable for it to deal in specialty, high-
quality, high-price goods because of the affluent customer base that resides there.   

 Competitors   The final step in analyzing the retail environment is to study potential 
competitors. How does the retail concept compare with those of others that offer similar 
merchandise? How do these competitors reach their customers? What kind of advertising 
strategy do they use? How long have they been in business? Do they have an e-commerce 
component to their business? How similar are the products they sell? How high are their 
goods priced? How well do their employees know their product? What is their store layout 
like? 
    Many larger sporting goods retailers carry a broad array of sporting products, so natu-
rally there will be some overlap in what Walmart sells and what Mountain Sporting Goods 
offers. How important is this overlap? Walmart may take a small portion of customers, but 
it offers only a general sampling of what Mountain Sporting Goods specializes in provid-
ing. Sports Authority would be a bigger threat though, because it offers only sporting 
goods, spanning the spectrum of equipment, shoes, apparel, camping equipment, and 
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more. Walmart and Sports Authority also can leverage their sizes to compete on price 
more easily than can a small retail business. Factors such as these must be considered 
when establishing the new retailer’s strategic position. Initially, Mountain Sporting Goods 
would have to compete on the basis of its ability to offer more differentiated specialty 
products than some of the bigger chains, and create an environment that draws customers 
to the store. After a good deal of growth, it might achieve economies of scale by purchas-
ing high volumes of products, as this lowers costs and increases its ability to compete on 
price. 
    The other segment of sporting goods retailers, which makes up the majority of the in-
dustry, is local businesses. Local research will be very important in determining local com-
petitors’ strengths and weaknesses. Do some reconnaissance work to see how competitors 
operate, and put yourself in the role of the customer to browse their shops. How big is the 
store? Does it feel cramped? Were you treated well by employees? How knowledgeable 
were they about the products they sell? Did they have the range of goods that you desire? 
Were the hours of operation adequate to meet local needs? How can a new store create a 
more pleasurable shopping experience? 
 Other issues to consider are the location of competitors, their proximity to the desired 
demographic, parking lot layout, building condition, and so forth. If Mountain Sporting 
Goods sells almost the same goods for the same price as a competitor but customers do not 
have to drive as far, can park more easily, and can enjoy a nicer facility, Mountain   Sporting 
Goods gains a distinct competitive advantage.    

 Retail Concept 
 After completing the industry analysis, it is time to combine the original conceptual idea 
with the data uncovered through industry research in the form of a company description. 
Who is Mountain Sporting Goods? To whom will it sell its products? How does it do so 
better than others? How can it exploit competitive advantages to make the company grow? 
 Mountain Sporting Goods has decided to include the following information in its com-
pany description: It will locate in Colorado Springs, Colorado, to exploit the rapid growth 
of the community and the prevalence of a young, ecocentric population. Colorado Springs 
has an unmet need for ecofriendly stores and a large enough population of people who are 
willing to pay a premium for that attribute. Therefore, the store will sell the best-quality, 
most environmentally friendly skiing, hiking, whitewater rafting, mountain climbing, and 
camping equipment available. Customers will range in age from 23 to 35 years, and they 
will place environmental friendliness at the top of their priority list. These young single or 
coupled professionals without children have a fair amount of disposable income. 
 In turn, the management for the company must have an extensive background in sus-
tainability and a passion for outdoor activities. As Mountain Sporting Goods gains custom-
ers and increases sales revenue, it might begin to acquire other, similarly sized firms to gain 
market share. These firms must be geographically accessible so that the company can pool 
resources and increase its purchasing power, as well as reduce costs through the consolida-
tion of tasks such as distribution, purchasing, and accounting. In this way, the firm will be 
able to achieve the benefits of size and develop economies of scale. 
    A business plan must present these facets of the business in such a way that they draw 
the reader into the concept. The company description segment therefore should illustrate 
the founder’s passion for the concept. It should also emphasize the opportunities that it 
creates and explain the competitive advantages that enable those opportunities to reach 
fruition. 
    The research and brainstorming accomplished thus far are detailed in the remainder of 
the business plan, so the following portions are the most finely detailed. The potential in-
vestor should have been able to recognize the value of the potential business already; the 
remainder of the plan provides proof of that value. The marketing, operations, manage-
ment, and financial segments of the business plan thus tell the investor how the concept 
will be executed, what the retailer intends to sell, who will execute the process, how much 
money will be required to make it happen, and the money that can be earned as a result.    

  THE IMPLEMENTATION PLAN  

 The main goal of an implementation plan is to determine how the retail business will at-
tract consumers in the target market and convert them into loyal customers. This essential 
portion of a retail business plan not only describes how the company will position itself in 
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the market but also outlines the components required to make it a reality. The plan should 
describe the following elements in detail:  

   1.    Merchandise offered.  Number and breadth of lines to be carried, styles of merchandise 
and accessories, names of suppliers, supplier credit terms, quality of merchandise, 
opening stock, inventory levels, and expected turnover rate (see Chapters 12 and 13).  

   2.    Customer services offered.  Customer service levels and contact provided, credit policies, 
exchange and return policies, alterations, and gift wrapping (Chapter 18).  

   3.    Facilities.  Store appearance, any renovation required, interior decor, storefront, layout, 
lighting, window displays, wall displays, and overall atmosphere (Chapter 17).  

   4.    Location.  Buy, lease, or rent; terms of contract; local ordinances; zoning regulations; 
parking; accessibility; local demographics; and conditions for remodeling (Chapters 7 
and 8).  

   5.    Pricing.  Price ranges to offer, competitive pricing, profitable pricing, margins, mark-
downs, and discount prices (Chapter 14).  

   6.    Promotion.  One-year promotional plan, advertising budgets, selection of media, cost 
of local media options, promotional displays, cooperative advertising efforts, and 
public relations (Chapter 15).  

   7.    Employees.  Compensational plan and wage scale to be offered, job specifications, em-
ployee training program, career and promotion schedule, employee benefits, social 
security taxes, sources and types of employees to hire (e.g., age, gender, appearance, 
education level), and policy on family employees (Chapters 9 and 16).  

   8.    Security.  Security guards, fire and theft alarms, computer security system, windows, 
locks, merchandise protection services, liability insurance, and other insurance 
(Chapter 16).  

   9.    Equipment.  Cash registers, sales desk, computer systems, display racks, office equip-
ment, office supplies, telephone systems, management information system, software, 
security, and personal computer requirements (Chapter 10).  

  10.    Controls.  Inventory control and replenishment methods and financial performance 
analysis. (Chapters 6 and 12).    

 Team 
 Who will help to execute the vision? One of the most important factors in starting a busi-
ness is finding a group of people whose skill sets complement those of the founder. It is 
virtually impossible for one person to possess all of the requisite skills for creating and 
growing a business. For example, if Mountain Sporting Goods intends to follow through 
with its plans to acquire other businesses, it would be beneficial to bring someone into the 
group with experience in the area of mergers and acquisitions. Also, the owner/manager of 
  Mountain Sporting Goods has a background in sustainability, which represents a great as-
set in setting up a business whose cornerstone is environmental awareness. 
 The team section showcases the talent of the people who will run the retail start-up. It 
is both a “who’s who” of the business venture and a way to assure investors that their 
money will be handled by people of quality. This assurance is especially effective if some-
one with experience in starting retail stores joins the team. Such a person lends significant 
credibility to the business endeavor, as well as a great deal of sage advice. Experienced 
people do not necessarily have to be paid employees or managers but instead could serve 
on a board of advisors or board of directors. Each person should be listed, with his or her 
credentials outlined and role within the company clarified.   

 Funding Request 
 One of the objectives of a business plan is to seek financing and show how the firm might 
use investors’ money, whether debt or equity financing. For a small retailer, a loan request 
(debt financing) is more common. If Mountain Sporting Goods’ aspiration is to be a local 
lifestyle business, it still needs to show where the money is going and how the lender will 
receive a return on its investment through the company’s ability to generate enough reve-
nue to repay the loan, as well as the timing of the repayments. 
    A company with higher aims might seek venture capital support for its major growth.  
 The owner/manager of this company would negotiate with venture capitalists about 
what portion of their equity should be provided for the desired financial support. Investors 
would receive shares (equity) in the company in exchange for the financing that they provide.  
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   At a certain point, probably within a few years, venture capitalists typically can monitize 
those shares after the company is bought by another company, has its initial public offering 
(IPO), or buys the investors’ share of the company back. For example, Mountain Sporting 
Goods might explain how it will execute its growth plans and generate a return on invest-
ment for its financiers. At a specified time, Mountain Sporting Goods will have enough 
revenue growth and profits to go public, represent a significant enough threat to larger 
competitors that they buy it out, or pay back the investors at the desired rate of return. 
Investors base their evaluation of the venture on how much they predict the company will 
be worth at the designated time of sale, IPO, or buyback. If they believe the company can 
generate the intended value that they seek, they will invest.   

 Financial Plan 
 The financial plan can be one of the more intimidating aspects of business plan writing, but 
it also is essential to determine the value of the retail business. The financial plan provides 
investors with information that enables them to decide whether the business concept is 
worth their risk. Taking the time to learn how to create the financial plan therefore has great 
value. Moreover, the financial plan offers the prospective retailer a detailed understanding 
of the major contributing factors that might result in success or failure. With this knowl-
edge, the retailer can safeguard the business and deal with accomplished businesspeople and 
investors with greater confidence. Financial projections vary depending on the degree of 
complexity sought for the financing, but the following discussion provides a simple over-
view of the process. The only way to learn, though, is to roll up your sleeves and do it. 
 Financial projections for a completely new business are especially difficult, in that they 
must be based solely on assumptions because there are no historical data. No one has un-
covered the secret to predicting the future, but it is possible to make educated estimates. 
The key is finding where to start. What are the initial elements that an entrepreneur re-
quires to build a financial model of a potential venture? 
    The income statement, cash flow, balance sheet, financing, and break-even analysis con-
stitute the basics that must be included. The purpose of these projections is to tell investors 
when the business will actually become profitable and how fast it will grow. The ground-
work laid by the implementation plan is a good place to start. 
 The elements required to reach target customers indicate both start-up and fixed costs, 
which represent the basis of the financial projections. For example, if Mountain Sporting 
Goods has done enough research, it will have narrowed down how much the location lease 
or mortgage will cost and, from merchandise sources, learned how much the inventory will 
cost. These and many other factors will be “known” entities, from which the fixed start-up 
and operating costs can be established. Other miscellaneous start-up elements, such as le-
gal fees, also should be included. 
    After the costs have been established, sales figures must be projected. There are two 
methods for estimating financial statements: the comparable method and the build-up 
method. The retailer should employ both methods and compare their results to come up 
with the final projection. The comparable method uses financial data from a similar com-
pany or ratios from the industry and then compares them to the projected data for the 
concept company. The build-up method examines sales and builds expected revenues and 
expenses by determining what they might be on an average day, such as the products sold 
on an average day, the types of products, the buyers and how many people buy, and the 
amount each would spend. By establishing an average day’s sales, the retailer can extrapo-
late these data to months, years, and so on. The data also can be adjusted for seasonal vari-
ances, which are important for any retail business. After reconciling any differences 
between the estimates produced by the two different methods, all that remains is to con-
struct the financial statements for inclusion in the business plan. 
    The business plan requires perpetual refining and updating as new information, such as 
opportunities and threats in the environment that prompt a change in the retail concept, 
becomes available. The business plan also should be referred to and used at all stages of 
growth. Just as in a business’s infancy, it remains important to evaluate who it is, what it 
does, and how it will do so on a continuing basis.    

  GETTING STARTED  

 Now that the business plan has been completed, there are a few other miscellaneous costs 
and issues that must be considered. With a strong retail concept, the business must address 
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certain procedural processes. One of the most important is to set up its legal structure. Will 
the company be a sole proprietorship, a partnership, or an incorporated firm? These struc-
tures all incur unique costsal though the least expensive is a sole proprietorship. A sole 
proprietorship, however, does not remove any personal assets from the responsibility owed 
to creditors for the failure or success of the business. If an entrepreneur elects to sell shares 
of the company to investors, he or she will need to have the appropriate structure in place, 
and this often requires the assistance of an attorney, who can help file for the appropriate 
business structure that shields personal assets from certain risks and that has the most ad-
vantageous tax implications. Another necessary regulatory step is to file for an employer 
identification number (EIN) or federal tax identification number, which is required by law 
to operate a business. 
    Assuming that the company finds the financing required to launch the retail concept, 
the entrepreneur is now staring at the precipice of opportunity. The groundwork laid by 
the business plan now can be put to excellent use. It is a time of mixed emotions. The plan 
that the retailer has toiled so long and hard to craft will soon be battle tested. Theory will 
be put into practice, and the owner will determine its true value according to the response 
of the market. Will you achieve the fulfilling personal and financial success to which you 
aspire? The only way to know is to take that first step off the edge.   

  ADDITIONAL SOURCES OF INFORMATION  

 Bond, Ronald L.  Retail in Detail: How to Start and Manage a Small Retail Business.  Irvine, 
CA: Entrepreneur Press, 2005. 
Davis, Charlene.  Start Your Own Clothing Store and More.  Irvine, CA: Entrepreneur Press, 
2007. 
 Dion, Jim, and Ted Topping.  Start & Run a Retail Business,  2nd ed. Bellingham, WA: Self-
Counsel Press, 2007. 
   Mikaelsen, Debbra, and Pamela Skillings.  FabJob Guide to Become a Boutique Owner.  Calgary, 
Alberta, Canada: FabJob Guides, 2007. 
 Schroeder, Carol L.  Specialty Shop Retailing: Everything You Need to Know to Run Your Own  
  Store,  3rd ed. Indianapolis, IN: Wiley, 2007. 
    Start Your Own Successful Retail Business.  Irvine, CA: Entrepreneur Press, 2003.       
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532

  Like hot dogs, baseball, and apple pie, franchising is an American institution. A proven means 
to realize the entrepreneurial dream, franchising also is taking over much of the retail trade 
in the United States. The 14 highest-performing franchises are listed in Exhibit B–1. This 
appendix explores franchising options in terms of their merits and drawbacks. With more 
than 2,900 franchises to choose from, finding the best one can be almost as hard as starting 
a business. 
    Franchises are popular largely because of their historical success. In the late 1980s the 
U.S. Chamber of Commerce published a study revealing that 97 percent of new franchises 
remained in business after five years. 1  That sounds terrific, especially since 80 percent of 
independent businesses fail within five years. But not all franchises are secure investments. 
Arthur Treacher’s Fish and Chips, Jerry Lewis Theaters, and Chicken Delight all have one 
thing in common: They failed. As a result, thousands of dreams were shattered, and 
millions of dollars were lost. Buying a franchise can be a dream come true, or it can be a 
nightmare. The key is buying smart, which requires planning and investigating before 
signing a contract. Franchising can be a very satisfactory method of starting a business. It 
also can be extremely rewarding, both personally and financially, and it offers ownership 
and decision-making privileges not afforded by working for someone else. 
    Some interesting franchise facts to consider: 

   •   The franchise concept began in the 1850s when Singer Sewing Machine Company 
(franchisor) sold sales rights to independent entrepreneurs (franchisees) in an effort to 
raise business capital.  

  •   Today, franchised businesses account for nearly 50 percent of all retail sales in the 
United States.  

  •   McDonald’s was one of the first companies to sell franchises internationally in the 1970s.  

   A P P E N D I X  B

  Starting a Franchise 
Business 

*This appendix was prepared by Professor Tracy Meyer, University of North Carolina–Wilmington.

EXHIBIT B–1
The 14 Highest-
Performing Franchises

 1. Edible Arrangements

 2. Firehouse Subs

 3. Massage Envy

 4. Microtel

 5. Primrose School, Daycare

 6. Pump It Up

 7. Comfort Inn

 8. Comfort Suites

 9. Holiday Inn Express

10. Culver’s Frozen Custard

11. Hampton Inns

12. Bruster’s

13. Little Caesar’s Pizza

14. FastSigns

Source: www.nuwireinvestor.com/articles/
the-14-best-performing-franchises-in-the-
us-52499.aspx (accessed June 14, 2010).
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  •   Fast food is the top franchise industry.  
  •   Subway has the most franchised stores in the world, with more than 32,900 units.  
  •   Subway’s international growth initiatives include the addition of 500 stores in China 

by 2015.  
  •   The service industry has the fastest-growing U.S. franchises (health and fitness, 

security, and senior care).   

  THE BASICS OF FRANCHISING  

 So how does franchising work? Basically, the franchisor (the company) sells the rights to 
use its business trademark, service mark, or trade name, or another commercial symbol of 
the company, to the franchisee for a one-time franchise fee, which might range anywhere 
from $0 to $225,000 (the franchise fee for Subway is approximately $15,000). In addition, 
the franchisor charges an ongoing royalty fee, typically expressed as a percentage of gross 
monthly sales. Ongoing royalty fees typically range from 2 to 10 percent (the royalty fee 
for Subway is 12.5 percent and includes 8 percent toward franchise royalties and 4.5 percent 
toward advertising). For example, if a Subway shop generates $20,000 in sales in a given 
month, the franchisee must pay the franchisor $2,500 (12.5 percent of $20,000). Some 
franchisors instead calculate the ongoing royalty fee on a sliding scale, with the percentage 
fee decreasing as sales increase beyond preestablished thresholds. Suppose the monthly 
sales threshold for a hypothetical franchise is $50,000. For the first $50,000 of sales, the 
ongoing royalty fee charged is 6 percent, or $3,000, but for sales of more than $50,000, 
the franchisor collects a 3 percent royalty fee. Therefore, if sales for a one-month period 
total $80,000, the royalty fee equals $3,900, rather than the $4,800 that would have been 
due if the sliding scale were not in place. The sliding scale thus encourages franchisees to 
continue to find ways to increase sales volume.  

 Attractions of Franchise Ownership 
 When considering the franchise option, potential franchisees must understand the attrac-
tions and drawbacks of buying a franchise versus starting a retail business from scratch. 
There are many reasons to consider franchise ownership, including the success rate, which 
results partially from the proven business model that the franchisor offers. Success also 
results from the unique relationship between the franchisor and the franchisee, in which 
both parties benefit from the success of the franchisee. To get franchisees off to a good 
start, most franchisors provide off- and on-site training, location analysis assistance, adver-
tising, and sometimes a protected territory (i.e., no other franchise may open a store within 
a certain radius of the first store). Some franchisors even provide financing or offer third-
party financing opportunities.   

 Drawbacks to Franchise Ownership 
 There are also several drawbacks to franchise ownership. In addition to having to pay 
money to the franchisor, the franchisee needs financing for start-up costs, including rent or 
purchase price of office/retail space, modification of the space according to the guidelines 
of the franchisor (e.g., paint colors, flooring, lighting, layout), signage, opening inventory, 
and equipment. For example, a traditional Subway restaurant in the United States creates 
up-front costs ranging from $114,800 to $258,300, including the $15,000 franchise fee. 
The variation in the cost estimates is primarily due to the cost of leasehold improvements, 
which can range from $59,500 to $134,500. 2  
    In addition to incurring the capital costs, the franchisee must adhere to the franchisor’s 
rules and operating guidelines. In many cases, the franchisee is required to purchase oper-
ating materials from the franchisor, especially in fast-food franchises that rely on standard-
ized products across franchises for the success of the brand. The franchisor also might 
require the franchisee to purchase the equipment needed to offer a new product, such as 
fryers at a Burger King or beds at a Holiday Inn. The hours of operation and days of the 
year that the business is allowed to close also may be dictated by the franchisor. 
    Finally, sales and profits can be hurt by events outside the control of the franchisee. For 
example, in 2005, a scam artist reported she had found a severed finger in her Wendy’s 
chili; in response, franchise sales dropped significantly in the subsequent weeks. 3  In an-
other case, a Jackson-Hewitt franchisee actually was caught falsifying tax returns to get 
larger refunds for its clients, which enabled it to collect higher fees. 4  Whether true or false, 
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such incidents harm the image of the entire franchise system and materially influence con-
sumers’ future purchase decisions.    

  FRANCHISE EVALUATION PROCESS  

 The key to making a smart purchase of a franchise is taking the necessary time to research 
franchise opportunities thoroughly. The five steps outlined below offer a methodical ap-
proach to the decision process:   

 Step 1: Initial investigation.   
 Step 2: Formal request for information from franchisors.   
 Step 3: Interviews.   
 Step 4: Evaluation of fit.   
 Step 5: Choice of franchise.    

 Step 1: Initial Investigation 
 For a potential franchisee, the best way to begin a search for franchise opportunities is to 
consider franchise businesses that seem fundamentally appealing. To determine if a busi-
ness operates as a franchise, look through  The Franchise Handbook,  a quarterly magazine 
(franchisehandbook.com) or simply visit the Web site of the firm you’re interested in pur-
suing. Also consider attending franchise trade shows, such as the National Franchise & 
Business Opportunities Show. Shows travel throughout cities all over the world and offer 
an excellent way to gain a closer look at what the industry has to offer (franchiseshowinfo.
com). Potential franchisees should pick five to ten franchises that look interesting and af-
fordable. The due-diligence process starts with collecting all information available about 
each business.   

 Step 2: Formal Request for Information from Franchisors 
 After completing the initial information review, if the franchise is still of interest, the po-
tential franchisee should formally request information directly from the franchisor. Most 
franchisors provide a link on their Web sites (usually at the very bottom of the page) that 
allows potential franchisees to fill out an online form requesting information. The forms 
vary dramatically in the amount of information they require. Beyond asking for the basics 
of name and address, the form may require information relative to education, work experi-
ence, personal financial status, and references. 
    Franchising is governed by the Federal Trade Commission’s Franchise Opportunity 
Rule, 5  which requires franchisors to provide full disclosure of the information that a pro-
spective franchisee needs to make a rational decision about whether to invest in the fran-
chise. The information appears in the form of the Uniform Franchise Offering Circular 
(UFOC). All 50 states use the same UFOC, although each state retains the right to impose 
stricter provisions if it so desires. The UFOC lists lawsuits against the company and pro-
vides revenue and earnings figures. Franchisors must provide a copy of the UFOC at least 
10 days before the signing of any contract or the exchange of any money. A side-by-side 
comparison of the UFOCs of several franchisors can reveal crucial differences in costs and 
corporate support.   

 Step 3: Interviews  
 Potential Franchisee Interviews Franchisor   The interview process goes both ways. 
The potential franchisee interviews the franchisor, and at the same time the franchisor is 
interviewing the potential franchisee. From the perspective of the potential franchisee, the 
historical success rate of franchisees, the territories that are available, the extent of training 
and ongoing support provided, and the advertising support offered are key issues. The fi-
nancial strength of the franchisor is also of great consequence, because it is important for 
the franchisee to be confident that the franchisor will be successful for many years ahead.   

 Franchisor Interviews Potential Franchisee   The franchisor will want to interview the 
prospective franchisee to determine whether he or she possesses the desire and skill set 
needed to succeed, such as the prospective franchisee’s management and people skills and 
willingness to learn. Does the applicant possess basic business skills? Does the prospective 
franchisee have access to sufficient capital? These factors are important to the successful 
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operation of a franchise. The franchisor also wants to be sure that the applicant under-
stands what owning a franchise will require, in terms of both time and money.   

 Potential Franchisee Interviews Other Franchisees   Assuming the process is pro-
ceeding satisfactorily, the prospective franchisee should interview existing franchisees to 
gain information about any issues or problems that they have experienced with the franchi-
sor. The prospective franchisee should ask tough questions, such as the following: Do you 
have any complaints about the business? How many hours a week do you devote to the 
business? Is it hard to find staffing? If you had to do it over again, would you purchase the 
same franchise? The existing franchisee also might have advice to offer. At this point, it 
may become apparent that some aspects of operating the franchise business had not been 
previously considered, good and bad!    

 Step 4: Evaluation of Fit 
 The gathered information can now be used to determine whether the franchise represents 
a good opportunity. An evaluation of fit requires the prospective franchisee to sift through 
the information he or she has obtained and outline both the positives and the negatives 
associated with owning the business. Assuming the financial commitment is plausible and 
the amount of time required to run the business sounds reasonable, the potential franchi-
see also should consider if this work is what he or she wants to do. The purchase also may 
require the move to a new city. These are all things to consider before narrowing the 
search too much.   

 Step 5: Choice of a Franchise 
 This is it! Having completed the information-gathering and evaluation process, the time is 
right to choose a franchise. Recall that the most important element is making sure that the 
basic idea of the business sounds appealing. At this point, the potential franchisee should 
solicit the advice of an accountant to review the financials, a lawyer to review the franchise 
agreement, and potentially a banker to assist with the financing. The potential franchisee 
also should know exactly what he or she is getting into before committing. 
    Diligence in following these five steps improves the odds that the potential franchisee 
will transform into a proud owner of a  successful  franchise.    

  ADDITIONAL READING    

 Federal Trade Commission Facts for Consumers: Buying a Franchise   
 http://www.ftc.gov/bcp/edu/pubs/consumer/invest/inv05.shtm   

 International Franchise Association   
 www.franchise.org/defaultindustry.aspx   

 The American Franchisee Association   
 www.franchisee.org/   

  Entrepreneur  magazine   
 www.entrepreneur.com/franchiseopportunities/index.html   

 U.S. Chamber of Commerce Small Business Center,   
 www.uschamber.com/sb/business/tools/franch_m.asp    

  1.   www.the-franchise-guy.com/facts.htm (accessed June 8, 2010).  

  2.   www.subway.com/subwayroot/Development/becoming/docs/Capital_Req_US_
Canada.pdf (accessed June 8, 2010).  

  3.   www.snopes.com/horrors/food/chili.asp (accessed June 8, 2010).  

  4.   www.ftc.gov/bcp/edu/pubs/consumer/invest/inv05.shtm (accessed June 8, 2010).  

  5.   http://money.cnn.com/2007/04/16/smbusiness/jackson_hewitt/index.
htm?section5money_topstories (accessed June 8, 2010).        
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 CHAPTER

 Cases 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 C

 1 Tractor Supply Company 

 Targets the Part-Time Rancher P P   P  S           S 

 2 Build-A-Bear Workshop—Where 

 Best Friends are Made P P   S              P

 3 Walmart’s Sustainability 360 P        S    S      

 4 Netflix Personalizes the Customer’s 

 Experience   P               S 

 5 The Decision-Making Process 

 for Buying a Bicycle    P               

 6 Retailing in India: The 

 Impact of Hypermarkets P S  S P              

 7 Diamonds from Mine to Market    S P     P   P      

 8 Save-A-Lot: An Extreme-

 Value Retailer  P   P S           S  P

 9 Royal Ahold: The Biggest 

 Supermarket Retailer You 

 Have Never Heard Of     P    S          

10 Abercrombie & Fitch and American

 Eagle Compete for 18- to 22-Year-Olds S S   P          P    

11 Merchandise Strategy: 

 Process for Success     P       P S      

12 Tiffany’s and Walmart: Comparing 

 Financial Performance     S P             

13 Choosing a Store Location 

 for a Boutique       P            

14 Hutch: Locating a New Store         P         

15 Avon Embraces Diversity   S  S    P          

16 Attracting Generation Y to a 

 Retail Career         P       S   

17 Nordstrom Rewards Its Customers           P       S 

18 Active Endeavors Analyzes 

 Its Customer Database           P        

19 Developing an Assortment Plan

 for Hughes           P

20 Preparing a Merchandise 

 Budget Plan            P       

21 PenAgain Sells to Walmart             P      

22 American Furniture Warehouse 

 Sources Globally             P      

23 Merchandise Exclusively 

 for JCPenney             P      

24 How Much for a Good Smell?              P     

25 Promoting a Sale              S P    

26 Target Marketing with Google 

 AdWords   S            P    

27 Enterprise Rent-A-Car Focuses 

 on Its People     S           P  S 

28 Diamond in the Rough                P   

   SECTION V  

countinued
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 CHAPTER

 Cases 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 C

29 “Touch and Feel at Sephora”   S  S            P S 

30 A Stockout at Discmart                S  P 

31 Customer Service and 

 Relationship Management 

 at Nordstrom      S   S         P 

32 Building the Apple Store                 P S 

33 Generating Advertising 

 Revenue from a Digital Screen 

 Network at Harrods of London                S P  

34 Starbucks’ Retail Strategy     P          S S   P

35 Yankee Candle: New 

 Product Innovation             S      P

36 PetSmart: Where Pets Are Family     S    S         S P

37 Lindy’s Bridal Shop      S S     S    S   P

38 Interviewing for a Management 

 Trainee Position P        S       S   

 P Primary Use

 S Secondary Use

 C Comprehensive

  Tractor Supply Company (TSC), a large and fast-growing 
retailer with over $3 billion in annual sales and over 900 
stores in 44 states, was the inventor of the “do-it-yourself ” 
(DIY) trend. Its origins date to 1938, when Charles 
E. Schmidt Sr. established a mail-order tractor parts busi-
ness. After the success of his first retail store in Minot, 
North Dakota, he opened additional stores to serve the 
needs of local farmers. But eventually TSC’s sales stag-
nated because small farms and ranches were being ac-
quired by large farming and ranching corporations. These 
large agricultural firms buy supplies and equipment 
directly from manufacturers rather than through local 
farm supply stores like TSC. 

  TARGET MARKET 

  Since the early 1990s, TSC has targeted a growing 
group of people interested in recreational farming and 
ranching. Called “sundowners,” “U-turners,” “hobby 
farmers,” “ruralpolitans,” “micropolitans,” “gentlemen 
farmers,” and “X-urbanites,” these people have turned to 
farming to escape the hubbub of urban and suburban 
life. They are drawn to what they believe is a more pri-
vate, simple, and stress-free lifestyle. They typically live 
on 5 to 20 acres in a rural community outside a metro-
politan area, where they work at a full-time profession, 
and use some of their earnings to keep their farms in 
operation. Many of them are the sons and daughters of 
traditional production farmers and inherited the family 
farm and decided to keep it running. Today less than 
10 percent of TSC’s customers classify themselves as 

full-time farmers or ranchers, and many of its customers 
do not farm at all. 

    RETAIL OFFERING 

  The typical TSC store has 15,000 to 24,000 square feet 
of inside selling space and a similar amount of outside 
space used to display agricultural fencing, livestock 
equipment, and horse stalls. The company tries to locate 
stores in the prime retail corridor of rural communities, 
two or three counties away from major metropolitan ar-
eas. Fifty percent of its stores are in previously occupied 
buildings. 
  The typical store stocks about 15,000 SKUs, using a 
combination of national and private-label brands. TSC 
constantly tests new merchandise programs in its stores. 
For instance, based on a successful test of expanded cloth-
ing and footwear categories, TSC doubled the size of 
these areas of the store and added more lifestyle clothes 
and workwear for both men and women. 
  TSC stores are designed to make shopping an enjoy-
able experience and, at the same time, maximize sales and 
operating efficiencies. Their environment allows plenty of 
space for individual departments and visual displays. In-
formative signs assist customers with purchasing decisions 
by delineating “good, better, best” qualities, pointing out 
their “everyday low-pricing” policy, and providing useful 
information regarding product benefits and suggestions 
for appropriate accessories. 
  TSC emphasizes customer service. The company 
tries to hire store employees who have farming and 

     CASE 1  Tractor Supply Company Targets the Part-Time Rancher 
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  EXHIBIT 1 
 TSC’s Value and Mission 
Statements  

transmitted through an electronic data interchange 
(EDI) system. 

    VALUES AND MISSION 

  Despite changes to TSC’s retail strategy in the past 70 
years, its values and mission have remained constant. 
The company’s value and mission statements appear on 
its Web site (Exhibit 1), on cards handed out to all em-
ployees, and on the walls of every store. According to 
TSC management, the first discussion with new employ-
ees centers on the firm’s values and mission because the 
firm steadfastly maintains that “being a great place to 
work enables the company to be a great place to shop 
and invest.” 

ranching backgrounds. Its training programs include 
(1) a full management training program, which covers 
all aspects of its operations, (2) product knowledge 
modules produced in conjunction with key vendors, 
(3) frequent management skills training classes, (4) semi-
annual store managers’ meetings, with vendor product 
presentations, (5) vendor-sponsored in-store training 
programs, and (6) ongoing product information updates 
at its management headquarters. This extensive train-
ing, coupled with a management philosophy that stresses 
empowerment, enables store employees to assist cus-
tomers in making their purchase decisions and solve 
customer problems as they arise. Store employees wear 
highly visible red vests, aprons, or smocks and nametags. 
TSC uses a variety of incentive programs that provide 
the opportunity for store employees to receive addi-
tional compensation based on their team, store, and/or 
company performance. 
  While TSC creates a “hometown farmer” shopping ex-
perience for customers, there is nothing “small-town” or 
“laid back” about its operations and use of technology. Its 
management information and control systems include a 
point-of-sale system, a supply chain management and re-
plenishment system, a radio frequency picking system in 
the distribution centers, a vendor purchase order control 
system, and a merchandise presentation system. These 
systems work together to track merchandise from the ini-
tial order through to the ultimate sale. 
  TSC has a centralized supply chain management 
team that focuses on replenishment and forecasting and 
a buying team that selects merchandise, develops as-
sortments, and evaluates new products and programs. 
Almost all purchase orders and vendor invoices are 

 DISCUSSION QUESTIONS 
   1.   What is Tractor Supply Company’s growth strategy? 

What retail mix does TSC provide? 
   2.   Why and how has TSC’s target customer changed 

over time? 
   3.   How does TSC’s retail mix provide the benefits 

sought by its target market? 
   4.   How vulnerable is TSC to competition? Why is this 

the case? 
   5.   Why does TSC place so much emphasis on training 

employees?   

  Sources: Tractor Supply Co., Annual Report 2009; 
www.tractorsupply.com (accessed July 7, 2010).  

 This case was written by Barton Weitz, University of Florida. 
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  Modern consumers want good value, low prices, and con-
venience, but they also appreciate a great shopping experi-
ence. Build-A-Bear Workshop usually locates its more 
than 400 stores in malls worldwide. It generates over $450 
million in annual sales by offering customers the opportu-
nity to make their own stuffed animals, complete with 
clothing and accessories. 
  In 1997, Maxine Clark came up with the idea for Build-
A-Bear Workshop and opened a storefront in St. Louis. 
She had plenty of experience in the corporate side of re-
tailing, having worked for Payless ShoeSource and May 
Department Stores. Clark left corporate America on a 
mission to bring the fun back to retailing. Currently, the 
company has sold more than 70 million furry friends. 
  The bear-making process consists of eight steps, 
Choose Me, Hear Me, Stuff Me, Stitch Me, Fluff Me, 
Dress Me, Name Me, and Take Me Home. The stores 
mirror the chain’s name: Customers, or builders, choose 
an unstuffed animal and, working with the retailer’s staff, 
move through eight “creation stations” to build their own 
bear (or other animal). At the first station, the Stuffiteria, 
children can pick fluff from bins marked “Love,” “Hugs 
and Kisses,” “Friendship,” and “Kindness.” The stuffing is 
sent through a long, clear tube and into a stuffing ma-
chine. A sales associate holds the bear to a small tube while 
the builder pumps a foot peddle. In seconds, the bear takes 
its form. Before the stitching, builders must insert a heart. 
The builders follow the sales associates’ instructions and 
rub the heart between their hands to make it warm. They 
then close their eyes, make a wish, and kiss the heart be-
fore putting it inside the bear. After selecting a name and 
having it stitched on their animal, builders take their bears 
to the Fluff Me station, where they brush their bears on a 
“bathtub” that features spigots blowing air. Finally, they 
move to a computer station to create a birth certificate. 
  Bears go home in Cub Condo carrying cases, which act 
as mini-houses complete with windows and doors. In ad-
dition to serving as playhouses, the boxes advertise Build-
A-Bear Workshop to the child’s friends. “[You] could buy 
a bear anywhere,” says Clark, Chief Executive Bear. “It’s 
the experience that customers are looking for.” The expe-
rience isn’t limited to the stores themselves. The retailer’s 
Web site, buildabear.com, embraces the same theme. 

Build-a-Bearville (buildabearville.com) is its online virtual 
world where users can play with each other and play 
games. The bears that they bought at the store have a 
unique code that allows the user to redeem gifts while 
playing games in Build-a-Bearville. 
  Customers pay about $25 for the basic bear, but they 
can also buy music, clothing, and accessories. To keep the 
experience fresh, Build-A-Bear Workshop regularly intro-
duces new and limited-edition animals. Clothes and acces-
sories are also updated to reflect current fashion trends. 
Outfits for the bears complement the owner’s interests 
and personalities with themes such as sports, colleges, 
hobbies, and careers. Some children and their parents 
hold in-store birthday parties, with music playing from 
the store’s official CD. To ensure customers enjoy a great 
experience every time they visit, all sales associates attend 
a three-week training program at “Bear University,” and 
the firm offers incentive programs and bonuses. The in-
ventory in the stores changes frequently, with different 
bear styles arriving weekly. 
Build-A-Bear Workshops 
also feature limited-edition 
and seasonal merchandise, 
such as a Beary Businesslike 
Curly Teddy for Father’s 
Day; mummy, wizard, and 
witch bears for Halloween; 
and a Sweet Hugs & Kisses 
Teddy for Valentine’s Day. 

        CASE 2  Build-A-Bear Workshop: Where Best Friends Are Made 

  REFACT 
 The teddy bear came into 
being in 1903, when President 
Teddy Roosevelt refused to 
shoot a cub while bear hunt-
ing. The spared animal was 
thereafter referred to as the 
Teddy Bear.  

 DISCUSSION QUESTIONS 
   1.   Is the Build-A-Bear Workshop concept a fad, or 

does it have staying power? 
   2.   Describe the target customer for this retailer. 
   3.   What can Build-A-Bear Workshop do to generate 

repeat visits to the store?   

  Sources: www.buildabear.com (accessed July 7, 2010); 
www.buildabearville.com (accessed July 7, 2010);  

 This case was written by Barton Weitz, University of Florida. 

  Walmart’s reach is vast.  Fortune  magazine named it the 
“most admired company in America,” and the  Financial 
Times  included it on its “Most Respected in the World” 
list. The retail giant has received various honors and ac-
colades, such as being selected as among the “Top 50 
Companies for Executive Women” by the National Asso-
ciation for Female Executives and “Top 50 Companies for 
African American MBAs” by  Black MBAs Magazine . As the 
world’s largest retailer, Walmart operates more than 8,400 
retail units in 15 countries around the world, works with 
more than 100,000 suppliers, and employs more than 

2 million people across the globe. Customer visits total 
more than 200 million each week, and the company 
posted sales of $405 billion for fiscal year 2010. 
  These statistics add up to a company capable of exert-
ing massive pressure on its suppliers and employees and 
capable of making substantial differences in the lives of 
its customers. With this power comes choice. Walmart 
could offer low prices and eek out every penny of profits 
for its shareholders without regard to factors like em-
ployee working conditions or environmental impact. In 
fact, this was Walmart’s approach until it came under fire 

      CASE 3  Walmart’s Sustainability 360 
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local farmers—and to support small and medium-size sup-
pliers to drive production chains. 
  Initiatives helping shoppers maximize their earnings go 
beyond low prices on prescriptions and consumer goods; 
Walmart’s Financial Services division provides low-cost 
options such as check cashing, money orders, money 
transfers, bill payment, and prepaid credit cards. In addi-
tion, Walmart makes charitable contributions and in-kind 
donations to organizations in the United States and 
abroad, and its employees, known as associates, volunteer 
at charitable organizations within their communities. 
These programs, Walmart believes, contribute to its abil-
ity to do well as a business and as a neighbor. 

    DECREASING ENVIRONMENTAL 
IMPACT 

  In 2005, Walmart set three core goals for environmental 
sustainability: to be supplied 100 percent by renewable 
energy, to create zero waste, and to sell products that sus-
tain resources and the environment. Since then, the com-
pany has defined baselines for its effort, identified metrics 
to help measure progress toward key initiatives and goals, 
and implemented new programs both in the United States 
and abroad. Initiatives span the supply chain and include 
increasing fleet efficiency, improving efficiency of and 
lowering greenhouse gas emissions from existing stores, 
retrofitting refrigerated display cases in U.S. stores with 
energy-saving LED lighting, minimizing waste due to 
overstocking of perishables, and reducing the amount of 
waste going to landfills through recycling efforts or pack-
aging changes. In its annual sustainability report, Walmart 
updates stakeholders on improvements, such as a 16.1 per-
cent reduction in plastic bag waste over a two-year period. 
Other waste reduction programs have directed excess 
food to food banks throughout the United States; in-
creased recycling of aluminum, plastic, paper, and card-
board; and increased use of packaging that has been 
created using less energy and fewer natural resources and/
or that has been transported using less fuel. 

    SELLING SUSTAINABLE PRODUCTS 

  Selling sustainable products at competitive prices helps 
consumers reduce their own energy consumption, thus 
saving them money while they help protect the environ-
ment. For example, Walmart stocks compact fluorescent 
(CFL) lightbulbs and has sold more than 350 million of 
these bulbs in the United States alone. Consumers using 
these bulbs will save $13 billion over the life of the bulbs. 
 Energy-efficient air conditioners and flat-screen televisions 
will likewise help consumers lower their electricity costs 
while ensuring that televisions, personal computers, MP3 
players, video games, and cameras are compliant with the 
Reduction of Hazardous Substances (RoHS) directive. 
  Walmart’s Sam’s Club was the first mass-market retailer 
in the United States to offer Fair Trade Certified bananas. 
These bananas support sustainable communities, since 
profits return to the community in the form of funding for 
education and development projects. They also help 
Walmart’s environmental sustainability efforts by reducing 

from critics of the company’s sourcing policies, employee 
wages and benefits, adverse effects on small businesses, 
and contributions to urban sprawl. Many communities 
took legal steps to keep Walmart and other big-box re-
tailers out of town. Local governments claimed that 
Walmart stores increased traffic, drove local retailers out 
of business, transformed middle-class retail jobs into 
lower-paying jobs that lacked health care and other ben-
efits, shrunk the tax base, and increased welfare. Some 
economists estimate that Walmart business practices an-
nually caused a $4.7 billion loss of wages for workers in 
the retail sector. 
  With its reputation in jeopardy, Walmart faced a quan-
dary: continue with existing practices, or use its position 
to effect meaningful changes in retail practices, beginning 
with its own business. On the surface, the latter approach 
appears to drive up costs and reduce profits, since organic 
products or those produced sustainably have traditionally 
carried a higher price tag. Walmart would then face 
 tremendous difficulty in fulfilling both aspects of its mis-
sion, to help people live better by saving them money, 
since improving living conditions would result in price 
hikes, but low prices would mean less responsible business 
practices. 
  However, Walmart CEO Mike Duke views offering 
low prices and responsibly produced products as a both/
and concept, not an either/or one. He launched an across-
the-board sustainability effort known as “Sustainability 
360,” which is based on the belief that a companywide 
commitment to economic, environmental, and social sus-
tainability can help Walmart uncover and remedy unsus-
tainable practices. These efforts will save the company—and 
the consumer—money by reducing waste, increasing pro-
ductivity, improving communities, and inspiring innova-
tion. Only by saving customers money, decreasing its 
environmental footprint, and bettering working condi-
tions can the company fulfill its mission of saving people 
money so that they can live better. 

  SAVING MONEY AND 
IMPROVING LIVES 

  A recessionary economy with high unemployment means 
Walmart’s traditional customers need to make their dollars 
stretch even further when they visit the store. It also means 
more customers may shop Walmart’s shelves as they try to 
make a diminished household income cover all of life’s ne-
cessities. According to Walmart’s 2010 sustainability report, 
ensuring that these individuals receive value, convenience, 
and quality for their dollar is integral to the company’s mis-
sion, but these goals cannot be achieved at the expense of 
the environment or the lives of workers throughout the 
supply chain. Walmart is working internally and with part-
ners and stakeholders to minimize waste, which saves 
money. The company is also working to improve economic 
conditions for individuals, families, and communities by 
 requiring that partners adhere to the labor and environ-
mental regulations of their area, creating new jobs, and 
generating tax revenue that supports key priorities like edu-
cation and transportation projects. The retail giant claims 
to provide new markets for small businesses—including 
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and that health care coverage is broadly available. Providing 
this combination of pay, benefits, and opportunities helps 
reduce turnover, keep staff healthy and at work, and build 
loyalty to the company. The company further ensures a 
strong future workforce through contributions to work-
force development programs, community efforts to reduce 
poverty, and improved access to education or clean, safe 
drinking water and food. 

the amount of herbicides needed to ensure a healthy crop. 
In its apparel line, Walmart has developed best-practices 
guidelines and a toolkit to help suppliers in cut-and-sew 
factories and dye houses reduce waste scrap and energy use, 
use water more efficiently, and conform to acceptable social 
and ethical practices. Driving wastes out of the supply chain 
makes business more efficient, helping keep prices down. 
  In 2009, Walmart announced discussions of the devel-
opment of a Sustainable Product Index to rate products 
on the basis of their sustainability. The ratings, which will 
be based on use of energy and natural resources, produc-
tion efficiency, and contributions to individuals and com-
munity, will appear on product labels and are intended to 
evolve into a tool that will help improve sustainable prac-
tices throughout the supply chain and empower custom-
ers to make environmentally friendly purchasing decisions. 
Data collection also helps Walmart identify suppliers 
whose practices fall below sustainability standards so that 
these suppliers can receive additional training and  support. 
Walmart expects the first stage of the project—collecting 
data on the life cycle of products from raw-material use to 
disposal—to be completed within five years. 

    MAINTAINING A SUSTAINABLE 
WORKFORCE 

  A sustainable company requires streamlined business prac-
tices and innovative technology, and it also requires a 
healthy and motivated workforce. Sickness, injury, lack of 
motivation, stress, family concerns, and minimal education 
can all affect a company’s performance, so Walmart has 
committed to social sustainability along with its environ-
mental sustainability goals. Under this initiative, Walmart 
has set goals and requirements for its suppliers. These pa-
rameters cover adherence to local social and environmental 
regulations and ethical standards, quality and safety of man-
ufactured products, and energy use. Within different geo-
graphic areas of the world, Walmart has identified specific 
challenges, ranging from excessive overtime and unsafe 
work conditions to discrimination, poor production plan-
ning, and undeclared subcontracting. Regular auditing 
helps identify suppliers in need of further investigation or 
support. Efforts aren’t confined to suppliers: Walmart is re-
viewing its buying practices to see how they affect factory 
conditions and is ensuring that its own workforce is fairly 
and equitably compensated, that women and minorities 
have opportunities to progress to management positions, 

 DISCUSSION QUESTIONS 
   1.   Is Walmart good for society? Would society be bet-

ter off with or without Walmart? 
   2.   Walmart says that it creates new markets for small- 

and medium-size businesses and that it supports 
growth and innovation for these businesses. For 
some of these suppliers, Walmart is their primary 
customer and thus the business owners have little 
choice about adopting Walmart’s standards. Do 
you think this is fair? Do you think Walmart’s 
powerful position helps these business owners 
or hinders them? 

   3.   Walmart’s sustainability program addresses each 
of the criticisms leveled against it. If a company 
is forced to launch an initiative to prevent falling 
sales or public relations problems, do you think the 
company is fully committed to those efforts? How 
could you tell if the company was making progress 
toward its stated goal? 

   4.   Walmart’s Sustainable Product Index is intended 
to provide consumers with a ranking of a prod-
uct’s sustainability across its life cycle. Would this 
ranking influence your buying decisions? Why or 
why not?   

  Sources: Walmart 2009 Sustainability Report (accessed June 25, 
2010); Walmart 2010 Sustainability Report (accessed June 25, 2010); 
Arindrajit Dube, T. William Lester, and Barry Eidlin, “Firm Entry 
and Wages: Impact of Wal-Mart Growth on Earnings throughout 
the Retail Sector,” Institute for Research on Labor and Employment 
Working Paper Series, No. iirwps-126-05, August 6, 2007; Wayne 
F. Cascio, “The High Cost of Low Wages,”  Harvard Business Review  
84, no. 12 (December 2006), p. 23; Joshua Green, “The New War 
over Wal-Mart,”  Atlantic Monthly , June 2006.  

This case was prepared by Barton Weitz, University of Florida, and 
Kate Woodworth.

  The landscape of the video rental business altered when a 
small company named Netflix began operations in 1999. 
Utilizing the far-reaching scope of Internet-based com-
merce and an advanced inventory control system, Netflix 
was able to compete directly with the large bricks-and-
mortar companies of the day, such as Blockbuster. For 
years Blockbuster had offered fixed-time rentals that in-
curred a fee for late returns. Netflix saw the customer dis-
satisfaction with this system and developed its core focus 

on customer service. The company introduced a system 
through which subscribers could have a predetermined 
number of discs out at one time, based on membership 
levels and monthly fees. When a customer returned a disc, 
Netflix mailed the next selection from a customer-created 
list. This approach eliminated the penalty of late fees. 
  In further support of its customer focus, Netflix was 
able to offer extremely competitive pricing structures by 
utilizing proprietary inventory management software. 

          CASE 4   Netflix Personalizes the Customer’s Experience 
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power of collaboration between the groups. Ultimately 
several algorithms were combined to form the predictive 
recommendation engine that currently aids subscribers in 
their choices. 
  Armed with complex recommendation software, pro-
prietary inventory management, and an ever-growing 
 library of videos streamed directly to its subscriber base, 
Netflix seems poised to dominate the video rental environ-
ment. However, major hurdles still confront the company. 
Blockbuster has sought to copy Netflix in the past and still 
has major market share potential. Video on demand from 
cable and satellite companies offers higher picture quality 
than Netflix’s current streaming content. And as comput-
ing power continues to evolve, more new players are likely 
to emerge in the digital e-commerce field. 

This system effectively keeps 98 percent of the inventory 
in active circulation at any given point, thus reducing costs 
associated with warehousing excess inventory. Netflix has 
continued to streamline inventory systems to the point 
that the company was able to reduce staff by more than 
half while expanding its subscription base from 75,000 in 
1999 to 14 million and growing. 
  While customers were initially drawn to Netflix in 
large part because of the elimination of late fees and ease 
of use, Netflix competitor Blockbuster was not blind to 
the market share Netflix began to gain. Blockbuster intro-
duced its own video-by-mail distribution channel, with 
the added perk of also being able to return and exchange 
videos in its stores. With such a direct threat, Netflix 
needed to ensure that it maintained its customer service 
edge. The online video rental company focused on two 
main areas within this vision. 
  First, Netflix made deals with major movie studios to 
begin streaming movies and television shows. The com-
pany recognized the need to embrace new technology and 
enhance its overall offering. This service offering became a 
significant differentiator between Netflix and Blockbuster 
and also helped differentiate Netflix from cable satellite 
providers, since the company can also provide physical me-
dia and a vast library of titles. The company has positioned 
itself to move toward a streaming distribution platform as 
more homes across America get high-speed Internet con-
nections. With the success of its streaming platform to PCs, 
Netflix has aggressively made deals with television, set-top 
box, and game system manufacturers to bundle its software. 
These forward-thinking deals have led to Netflix’s stream-
ing movies and TV shows to millions of new households. 
  For its second area of focus, Netflix realized early on 
that the lack of a bricks-and-mortar presence means its 
software has to fulfill the role of a store salesperson. The 
company must offer online recommendations that rival 
those of human counterparts, all in a user-friendly inter-
face. To this end, in 2006 Netflix offered a $1 million 
prize to any team of programmers who could improve its 
internal movie recommendation software. Several teams 
began creating complex algorithms to interpret the mas-
sive database of user movie ratings Netflix had compiled 
since its inception. While teams had relative success on 
their own, the biggest take-away from the contest was the 

  The Sanchez family lives in Corona, California, west of 
Los Angeles. Jorge is a physics professor at the University 
of California–Riverside. His wife Anna is a volunteer, 
working 10 hours a week at the Crisis Center. They have 
two children: Nadia, age 10, and Miguel, age 8. 
  In February, Anna’s parents sent her $100 to buy a 
 bicycle for Nadia’s birthday. They bought Nadia her first 
bike when she was five. Now they wanted to buy her a 
full-size bike for her 11th birthday. Even though Anna’s 
parents felt every child should have a bike, Anna didn’t 
think Nadia really wanted one. Nadia and most of her 
friends didn’t ride their bikes often, and she was afraid to 

ride to school because of the traffic. So Anna decided to 
buy her the cheapest full-size bicycle she could find. 
  Since most of Nadia’s friends didn’t have full-size bikes, 
she didn’t know much about them and had no preferences 
for a brand or type. To learn more about the types avail-
able and their prices, Anna and Nadia checked the catalog 
for Performance Bicycle, a large mail-order bicycling 
equipment retailer. The catalog was given to them by a 
friend of Anna’s, who was an avid biker. After looking 
through the catalog, Nadia said the only thing she cared 
about was the color. She wanted a blue bike, blue being 
her favorite color. 

      CASE 5  The Decision-Making Process for Buying a Bicycle 

 DISCUSSION QUESTIONS 
   1.   In exchange for greater amounts of streaming con-

tent, Netflix has begun making deals with major 
movie studios that delay the release of DVDs and 
blu-rays by 28 days. This gives bricks-and-mortar 
stores, e-commerce sites, and cable and satellite 
companies a window of time when they carry mov-
ies that Netflix cannot. Are these types of deals 
beneficial to Netflix? Why or why not? 

   2.   Should Netflix charge for streaming content or 
continue to provide it without limit as part of its 
physical media offerings? Why or why not? 

   3.   What are some of the potential problems Netflix 
will face in the near future as the company continues 
its reliance on DVD and blu-ray offerings by mail?   

  Sources: Beth Snyder Bulik, “How Netflix Stays Ahead of Shifting 
Consumer Behavior,”  New York Times,  February 22, 2010; www.
retailtouchpoints.com/solutions-spotlight/281-atg-recommendations.
html (accessed July 13, 2010); Brock Webb, “Netflix Movie Recom-
mendations: Secret to the Value of Social Networking?”  www.
govloop.com,  March 16, 2010; Steve Lohr, “Netflix Competitors 
Learn the Power of Teamwork,”  New York Times,  July 28, 2009; 
Stephen Baker, “The Web Knows What You Want,”  BusinessWeek,  
July 16, 2009; www.netflix.com, accessed July 13, 2010.  

 This case was written by Kate Woodworth. 
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On the basis of this information, he decided he wanted a 
Cannondale. It had all the features he wanted: a light-
weight frame, durable construction, and a comfort sports 
saddle. When Jorge called the discount stores and bicy-
cle shops, he found they didn’t carry the Cannondale 
brand. He thought about buying the bicycle from an In-
ternet site but was concerned about making such a large 
purchase without a test ride. He then decided he might 
not really need a bike. After all, he’d been without one 
for 15 years. 
  One day, after lunch, he was walking back to his office 
and saw a small bicycle shop. The shop was run down, 
with bicycle parts scattered across the floor. The owner, a 
young man in grease-covered shorts, was fixing a bike. As 
Jorge was looking around, the owner approached him and 
asked him if he liked to bicycle. Jorge said he used to but 
had given it up when he moved to Riverside. The owner 
said that was a shame because there were a lot of nice 
places to tour around Riverside. 
  As their conversation continued, Jorge mentioned his 
interest in a Cannondale and his disappointment in not 
finding a store in Riverside that sold them. The owner 
said that he could order a Cannondale for Jorge but that 
they weren’t in inventory and delivery took between six 
and eight weeks. He suggested a Trek and showed Jorge 
one he currently had in stock. Jorge thought the $700 
price was too high, but the owner convinced him to try it 
next weekend. They would ride together in the country. 
The owner and some of his friends took a 60-mile tour 
with Jorge. Jorge enjoyed the experience, recalling his col-
lege days. After the tour, Jorge bought the Trek. 

  Using the Internet, Anna located and called several 
 local retail outlets selling bikes. To her surprise, she found 
that the local Kmart store actually had the best price for 
a 26-inch bicycle, even lower than Toys “R” Us and 
Walmart. 
  Anna drove to Kmart, went straight to the sporting 
goods department, and selected a blue bicycle before a 
salesperson approached her. She took the bike to the cash 
register and paid for it. After making the purchase, the 
Sanchezes found out that the bike was cheap in all senses. 
The chrome plating on the wheels was very thin and 
rusted away in six months. Both tires split and had to be 
replaced. 
  A year later, Anna’s grandparents sent $200 for a bike 
for Miguel. From their experience with Nadia’s bike, the 
Sanchezes realized that the lowest-priced bike might not 
be the least expensive option in the long run. Miguel is 
very active and somewhat careless, so they want to buy a 
sturdy bike. Miguel said he wanted a red, 21-speed, light-
weight mountain bike with a full-suspension aluminum 
frame and cross-country tires. 
  The Sanchezes were concerned that Miguel wouldn’t 
maintain an expensive bike with full suspension. When 
they saw an ad for a bicycle sale at Target, Anna and 
Jorge went to the store with Miguel. A salesperson 
 approached them at an outdoor display of bikes and 
 directed them to the sporting goods department inside 
the store. There they found row after row of red, single-
speed BMX bikes with no suspension and minimal 
 accessories to maintain—just the type of bike Anna and 
Jorge felt was ideal for Miguel. 
  Another salesperson approached them and tried to in-
terest them in a more expensive bike. Jorge dislikes sales-
people trying to push something on him and interrupted 
her in mid-sentence. He said he wanted to look at the 
bikes on his own. With a little suggestion, Miguel de-
cided he wanted one of these bikes. His desire for acces-
sories was satisfied when they bought a multifunction 
cyclocomputer for the bike. After buying a bike for 
Miguel, Jorge decided he’d like a bike for himself to ride 
on weekends. Jorge had ridden bikes since he was five. In 
graduate school, before he was married, he’d owned a 
10-speed road bike. He frequently took 50-mile rides 
with friends, but he hadn’t owned a bike since moving to 
Riverside 15 years ago. 
  Jorge didn’t know much about current types of bicy-
cles. He bought a copy of  Bicycling  at a newsstand to see 
what was available. He also went online to read  Consumer 
Reports ’ evaluation of road, mountain, and hybrid bikes. 

 DISCUSSION QUESTIONS 
  1.   Outline the decision-making process for each of 

the Sanchezes’ bicycle purchases. 
   2.   Compare the different purchase processes for the 

three bikes. What stimulated each of them? What 
factors were considered in making the store choice 
decisions and purchase decisions? 

  3.   Go to the student site of the Online Learning 
 Center (OLC), and click on the multiattribute 
model. Construct a multiattribute model for each 
purchase decision. How do the attributes considered 
and importance weights vary for each decision? 

      This case was written by Dan Rice and Barton Weitz, University of 
Florida. 

  The history of India contains a wealth of change and al-
teration, and the modern era is no different as the country 
blossoms into a major player in the global economy. Siz-
able economic growth during the past decade, particularly 
in the retail sector, has changed the way consumers be-
have. Although the size of the current Indian retail sector 
is impressive, its potential really speaks to what retailing 

will mean in the future. The retail market in India was ap-
proximately $353 billion in 2010, and by 2014 it will reach 
$543 billion in total sales, of which modern retailing ac-
counts for 27 percent. 
  International retailers are slowly making their way into 
India. India’s government allows foreign companies to 
open only single-brand stores. Large retailers with more 

     CASE 6  Retailing in India: The Impact of Hypermarkets 
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consumers. The country’s younger generations are ex-
posed to a host of innovative products that were un-
known to their parents. They are far more receptive to 
new products and ideas. In addition, this segment of the 
population reflects the shifting age demographics; more 
than half of India’s current population is younger than 
25 years of age. With such a large percentage of younger 
consumers, it seems inevitable that India’s cultural tastes 
will evolve. The strength and abundance of local  kiranas  
have been a cultural mainstay, but they cannot effi-
ciently offer Indians access to new and technologically 
advanced products. Because hypermarkets combine de-
partment stores and supermarkets, they carry product 
lines that local vendors cannot. They sell brand-name 
products at affordable prices, thereby enabling Indians 
to purchase a wide assortment of goods that they other-
wise could not have. 
  This shift, from local mom-and-pop stores to more 
organized retail outlets, is happening very quickly in 
 India. It is embraced by many consumers despite the 
 cultural and legal considerations associated with hyper-
markets. Furthermore, because hypermarkets offer po-
tential benefits for both the economy and the national 
infrastructure, local governments generally support the 
arrival of a hypermarket. The ultimate target market, 
however, is not the government but the consumers, and 
just as in any country at any time, the challenge lies in 
understanding what those consumers want and how to 
get it to them. 

than one brand are required to engage in a joint venture 
with an Indian company. Walmart, Tesco, and Carrefour 
have opened hypermarkets in India, but doing so was not 
an easy process. Carrefour waited 10 years to open its first 
store as a result of the restrictions. Hypermarkets, large 
retail outlets, combine the products found in a department 
store and supermarket, with the goal of turning shopping 
into an experience. The large store layouts and variety 
of merchandise force customers to spend more time in 
the stores, which in turn leads to more sales. The potential 
for hypermarkets in India sheds light on the country’s 
changing retail landscape and the shopping habits of its 
consumers. 
  Before 2000, Indian consumers generally purchased 
many of their retail goods from local mom-and-pop stores 
called  kiranas,  which sold mainly provisions and groceries. 
Shopping at  kiranas  is easy and convenient, because the 
small stores serve specific neighborhoods and establish 
personal relationships with their customers. The new in-
fusion of hypermarkets threatens to rob local store owners 
of their customer base—approximately a 23 percent de-
crease in sales in one year. 
  There are over 300 hypermarkets and 6,800 supermar-
kets in India. India has been experiencing 20 percent an-
nual growth in retail markets. Hypermarket sales are 
expected to increase fivefold from 2009 to 2013, and su-
permarket sales are expected to increase 150 percent dur-
ing the same period. Each new store opening may draw 
customers from 20 to 25  kiranas  and fruit and vegetable 
stands, affecting over 100,000 vendors. 
  Most  kiranas  cannot compete with hypermarkets, be-
cause these larger retail outlets create more efficiency 
within the supply chain. Much local produce in India 
 currently gets wasted, because the country lacks sufficient 
infrastructure. Even as it progresses through rapid devel-
opment, India still lacks some amenities that Westerners 
take for granted, like refrigeration in retail operations. If a 
large retailer wants to open a hypermarket in India, it will 
have to invest capital to ensure freshness throughout the 
supply chain and help reduce waste. The Indian govern-
ment is expected to spend $500 billion (U.S.) over the next 
few years to develop a world-class infrastructure, which 
should spur growth in the retail sector. 
  The lack of infrastructure underlies a related issue fac-
ing hypermarkets. Unlike in Western nations, India’s 
rather poor roads and transportation systems do not allow 
retailers to locate on large plots of land on the outskirts of 
town, since fewer consumers can reach them. Therefore, 
hypermarkets must look for retail space in more urban ar-
eas, which provide little available real estate. Buying up 
space from existing stores means displacing local corner 
shops already inhabiting that space, and this may prompt 
protests from Indian consumers and store owners who 
value the Indian tradition that the  kiranas  represent. Yet 
larger retail outlets in India could have a dramatic impact 
on the economy, possibly creating millions of jobs in the 
next 10 years. Although many Indians may not appreciate 
the notion of hypermarkets immediately, their presence is 
likely inevitable. 
  Much of the impetus for the emergence of hypermar-
kets in India also comes from changes among Indian 

 DISCUSSION QUESTIONS 
  1.   How might a hypermarket located in India appeal 

to consumers and orient them to shopping in larger 
stores? 

   2.   Is the Indian government’s willingness to spend 
$500 billion to improve the nation’s infrastructure 
good news for international retailers? Why or 
why not? 

  3.   Identify the main changes that mark Indian con-
sumers. How can international retailers learn more 
about India’s youthful demographic? 

      Sources: “Infra Red—India’s Ambitious Development Plans Hinge 
on Attracting Private Capital,”  Economist,  July 8, 2010; “A Wholesale 
Invasion—a French Supermarket Chain Takes a Bet on India,”  Econ-
omist,  May 20, 2010; Armina Ligaya, “India Puts Squeeze on Hyper-
markets,”  National,  September 16, 2009; “India—Tier I & II Cities 
May Have 300 Hypermarkets by 2011,”  RNCOS,  August 13, 2009; 
www.ibef.org/industry/retail.aspx (accessed July 15, 2010); “Coming 
to Market—Retailing in India,”  Economist,  April 15, 2006, p. 69; 
“Despite Growing Debt, the Indian Consumer Banks on Tomor-
row,”  India Knowledge@Wharton,  October 31, 2006; Ranjan Biswas, 
“India’s Changing Consumers,”  Chain Store Age,  May 2006; John 
 Elliott, “Retail Revolution,”  Fortune,  August 9, 2007, pp. 14–16; 
Amelia Gentleman, “Indians Protest Wal-Mart’s Wholesale Entry,” 
 New York Times,  August 10, 2007.  

 This case was written by Todd Nicolini, while an MBA student at 
Loyola College in Maryland, under the supervision of Professor 
Hope Corrigan, and Britt Hackmann, Babson College. 
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 According to the American Museum of Natural History, 
a diamond is carbon in its most concentrated form. Be-
cause of their chemical makeup and crystalline struc-
ture, diamonds possess unique characteristics, including 
transparency. They are the hardest-known natural sub-
stance. These traits determine their status as the “king 
of gems,” a reference to their vast popularity as jewelry 
and decoration. 
  To provide diamonds to the millions of consumers 
who demand them, the supply chain consists of six steps: 
exploration, mining, sorting, cutting and polishing, jew-
elry design and production, and retail display. According 
to the Web site for De Beers, the producer of approxi-
mately 40 percent of the world’s supply of rough or uncut 
diamonds, members of this extensive supply chain include 
geologists, engineers, environmentalists, miners, sorters, 
distributors, cutters, polishers, traders, manufacturers, ex-
porters, and salespeople, who in turn employ vast techno-
logical, artistic, and skill-related resources to discover, 
produce, and distribute jewelry-quality diamonds. 
  The jewelry-quality designation refers to a particular 
rating according to four key elements of a diamond, better 
known as the Four Cs: cut, carat, color, and clarity. The 
De Beers Corporation introduced these criteria in 1939 to 
provide consumers with a reference for evaluating dia-
monds, as Exhibit 1 summarizes. 
   Before they reach showrooms to be evaluated on these 
criteria, diamonds endure approximately 3 billion years of 

hot temperatures and intense pressures under the Earth’s 
surface. Production estimates from the World Diamond 
Council indicate diamond mining operations are in more 
than 20 countries, including Russia, Botswana, the Demo-
cratic Republic of the Congo, Australia, South Africa, 
 Canada, Angola, Namibia, Ghana, Brazil, and Sierra Leone. 
  The world diamond supply is dominated by African 
countries, which generate between 60 and 65 percent (by 
weight) of current diamond production. Other key sources 
for diamonds span the globe; for example, the remote 
northern regions of western Australia produce roughly 30 
million carats (20 percent of global production) each year 
from both open-pit and underground operations. These 
diamonds are known for their range of colors, especially 
pink stones. 
  Diamonds prompt significant competition, as de-
picted in the movie  Blood Diamond,  which portrays the 
gruesome conflict and violence in Sierra Leone over dia-
monds. In many countries, profits from diamonds go to 
fund civil wars that take millions of lives. To prevent 
such abuses, the Kimberley Process, an international dia-
mond certification scheme, was established to abolish 
trade in diamonds that fund conflict. Since its launch in 
2003, the Kimberley Process has become law in 75 coun-
tries and received backing from the United Nations. It 
requires that governments of diamond-producing na-
tions certify that shipments of rough diamonds are not 
funding violence. 

      CASE 7  Diamonds from Mine to Market 

 EXHIBIT 1 
 De Beers’ Description of 
the Four Cs for Diamond 
Quality 

Cut Cut refers to the angles and proportions a skilled craftsperson creates in transforming a 

rough diamond into a polished diamond.

 A well-cut diamond will reflect light internally from one mirrorlike facet to another, dis-

persing it through the top of the stone.

 To cut a diamond perfectly, a craftsperson will often need to cut away more than 50 per-

cent of the rough diamond.

 Cut also refers to the shape of a diamond: round, emerald, heart, marquise, or pear.

Carat weight Carat is often confused with size, even though it is actually a measure of weight. The 

cut of a diamond can make it appear much larger or smaller than its actual weight.

 One carat is the equivalent of 200 milligrams. One carat can also be divided into 

100 “points.” A .75-carat diamond is the same as a 75-point- or a three-quarter-carat 

diamond.

Color Most diamonds appear icy white, but many have tiny hints of color. Diamonds are 

graded on a color scale established by the Gemological Institute of America (GIA), 

ranging from D (colorless) to Z.

 Colorless diamonds are extremely rare and therefore very valuable.

 Diamonds are also sometimes found in “fancy” colors: pink, blue, green, yellow, 

brown, orange, and, very rarely, red. These diamonds, called “fancies,” are incredibly 

rare and valuable. These colors extend beyond the GIA color grading system.

Clarity Diamonds, like people, have natural blemishes in their makeup. Minerals or fractures 

form these tiny faults, or inclusions, while the diamond is forming in the earth.

 When light enters a diamond, it is reflected and refracted. If anything disrupts the flow of 

light in the diamond, such as an inclusion, a proportion of the light reflected will be lost.

 Most inclusions are not visible to the naked eye unless magnified.

 To view inclusions, trained gemologists use a magnifying loupe. This tool allows ex-

perts to see a diamond at 10 times its actual size. Even with a loupe, the birthmarks in 

the VVS (Very, Very Slightly Included) to VS (Very Slightly Included) range can be ex-

tremely difficult to find. It is only when a diamond is graded “I” that it is possible to see 

the birthmarks with the naked eye.
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  Even with a certification process, though, some dia-
monds continue to be smuggled out of African countries 
and support rebel armies. Violent groups find ways to ex-
ploit the Kimberley Process to traffic in illicit diamonds. 
“Conflict diamonds continue to be certified in countries 
that are members of the Kimberley Process, legitimized 
by the very scheme which was designed to eradicate 
them.” However, a contrasting report from the World 
Diamond Council claims that “because of the Kimberley 
Process, more than 99% of the world’s diamond supply is 
from sources free from conflict.” 
  When the international diamond industry agreed to 
implement a voluntary system of warranties, it promised 
consumers it could track diamond jewelry up to the point 
of sale. Invoices for the sale of conflict-free diamond jew-
elry must include a written guarantee of that status. To 
ensure the diamonds they purchase for their spouses, fian-
cées, or themselves are indeed sourced appropriately, con-
sumers are expected to take some responsibility, such as 
asking a series of questions of the jeweler from which they 
are purchasing: 

   •   What is the country of origin for the diamonds in 
your jewelry? 

   •   Can I see a copy of your company’s policy on conflict-
free diamonds? 

   •   Can you show me a copy of the written warranty from 
your diamond supplier stating that your diamonds are 
conflict-free? 

 DISCUSSION QUESTIONS 
  1.   How important is it for consumers to buy conflict-

free diamonds? Why? 
   2.   What should the jewelry industry do to inform dia-

mond customers about buying conflict-free gems 
and about the Kimberley Process? 

  3.   Select a retail jewelry store in your area to visit. Is 
its policy on conflict diamonds posted anywhere, 
such as in the store or on the company’s Web site? 
Ask store personnel the three questions posed at 
the end of the case. What did you learn from the 
Web page and store visit? 

      Sources: “Blood Diamonds Are Still a Reality,” Amnesty International, 
http://web.amnesty.org/pages/ec-230107-feature-eng; “Combating 
Conflict Diamonds,” Global Witness, www.globalwitness.org/pages/
en/conflict_diamonds.html; “Conflict Free Diamond Jewelry,” Bril-
liant Earth, www.brilliantearth.com/conflict-free-diamond-definition; 
“Diamond Pipe,” Antwerp Diamond Centre, www.awdc.be/diamond-
pipeline; “Forever Diamonds,” Gemnation, www.gemnation.com/base
?processor=getPage’pageName=forever_diamonds_1; “Kimberley 
Process,” www.kimberleyprocess.com/home/index_en.html; “The Ar-
gyle Diamond Mine,” Argyle Diamonds, www.argylediamonds.com.
au/index_whoweare.html; “The Four Cs,” DeBeers, www.debeers.
com/page/guidance&layout=popups#author2.  

 This case was written by Hope Bober Corrigan, Loyola University, 
Maryland. 

  In 1977, Bill Moran was the vice president of sales for a 
food wholesaler in St. Louis. His customers, independent 
grocers, were facing a weak economy and stiff competi-
tion from the growth of regional supermarket chains. He 
developed an extreme-value, limited-assortment concept 
to give small grocery stores a way to compete. He then 
tested the concept in several stores. Even though the 
concept worked in the test stores, the wholesaler be-
lieved the concept would not work when the economy 
improved. 
  Today, Save-A-Lot has 1,200 stores across the United 
States. Seventy-five percent of the stores are operated by 
licensees, and the remainder are operated by the company. 
  Save-A-Lot targets a value- and convenience-oriented 
psychographic segment. The consumers in this segment 
are looking for a good value, namely, quality merchandise 
at low prices. Its stores average about 14,000 to 18,000 
square feet, less than half the size of a conventional super-
market. These smaller stores appeal to shoppers who don’t 
want to search for merchandise in a 30,000-square-foot 
grocery store. 
  Stores stock approximately 2,100 SKUs of the most 
popular items, compared with over 30,000 SKUs in a tra-
ditional supermarket. Save-A-Lot’s large customer base 
and edited-assortment format equate to high sales volume 
and lower costs. For example, a traditional supermarket 
may carry 35 SKUs of ketchup—different brands, sizes, 

and flavors. Save-A-Lot carries just one, made to the same 
specifications as the leading national brand. Eighty-five 
percent of its 2,100 SKUs are exclusive to Save-A-Lot. 
The chain has buying power with its vendors by purchas-
ing one size and variety of an item for more than 4 million 
weekly shoppers. In addition, vendors give Save-A-Lot 
low prices because Save-A-Lot doesn’t ask for an advertis-
ing allowance, fees for stocking items, merchandise return 
privileges, or charge-backs. 
  To offer quality merchandise at low prices and remain 
profitable, Save-A-Lot tightly controls its operating 
costs. Stores are located on inexpensive real estate, and 
staff in the stores is limited. Merchandise is displayed on 
shelves in cut-off shipping boxes to reduce the labor 
costs incurred by taking cans and bottles out of the boxes 
and placing them on the shelves. Save-A-Lot customers 
typically bag their own groceries. Some stores charge ex-
tra for bags, such as 3 cents for plastic bags, 5 cents for 
paper grocery bags, and 10 cents for reusable polyure-
thane bags. Due to these cost-cutting approaches, Save-
A-Lot can offer quality merchandise to its customers at 
prices 20 to 40 percent lower than those of traditional 
supermarkets. 
  When Save-A-Lot started, it focused simply on pro-
viding value to customers by selling the basics: bread, 
eggs, milk, flour, sugar, and canned goods. It charged 
low prices in a bare-bones atmosphere. Over time, as its 

        CASE 8  Save-A-Lot: An Extreme-Value Retailer 
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market research revealed that customers’ concept of 
value was changing, Save-A-Lot began adding more 
unique items to its assortment. The stores’ customers, 
regardless of their income levels, sometimes want to 
treat themselves to something special, so Save-A-Lot in-
cluded frozen shrimp, now one of its best-selling items. 
By buying at half the price charged by traditional super-
markets, its customers can still have a special meal at a 
reasonable price. 
  Save-A-Lot’s success has attracted competitors, such 
as  the extreme-value general merchandise chains (e.g., 
Dollar General, Family Dollar) that are now offering 
more food items. But Save-A-Lot’s efficient food distribu-
tion system might be difficult to duplicate. At the same 
time, Save-A-Lot faces more competition in the United 
States from ALDI, the German company that originated 
the extreme-value business model in food retailing. ALDI 
now operates more than 8,000 stores worldwide, includ-
ing approximately 1,000 in the United States. 

 DISCUSSION QUESTIONS 
   1.   What is Save-A-Lot’s retail strategy—its target 

market, format, and bases of competitive advantage? 
   2.   How do the elements in the strategic profit model 

for Save-A-Lot differ from those of a traditional 
supermarket? 

   3.   What are the pluses and minuses of offering a lim-
ited assortment from the perspective of the con-
sumer and the perspective of the retailer? 

   4.   What are the advantages and disadvantages of 
stores operated by licensees rather than by the 
company directly?   

  Sources: www.save-a-lot.com (accessed July 12, 2010); “Aldi, 
Save-A-Lot Make the Most Out of Private Label,”  Refrigerated & 
Frozen Foods Retailer , May 2010.  

 This case was written by Barton Weitz, University of Florida. 

  The name Royal Ahold does not appear on a single store, 
yet the company has been in business for more than 
100 years and is one of the world’s largest food retailers. 
Royal Ahold began in 1887, when 22-year-old Albert 
Heijn took over his father’s small grocery store in west 
Holland. Over the next century, Ahold (an abbreviation of 
Albert Heijn Holding) grew within the Netherlands and 
launched an acquisition strategy that remains fundamental 
to its growth plans today. By 2003, Royal Ahold was the 
world’s second-largest food retailer, operating 1,600 stores 
in 27 countries with sales of more than 72 billion euros 
(89 billion U.S. dollars). 
  In addition to acquiring supermarket chains, the com-
pany bought U.S. Foodservice, America’s second-largest 
supplier of ready-made meals, prepared foods, and ingre-
dients sold to restaurants, hotels, hospitals, and other in-
stitutions. At the tail end of the 90s, Ahold USA’s retail 
operations consisted of Stop & Shop, Giant-Landover, 
Giant-Carlisle, Tops, Bi-Lo, and Bruno’s. Royal Ahold also 
operated under 26 different names in Europe, America, 
Asia, and Latin America. Claiming to provide group effi-
ciencies while answering local needs, the company has 
used a variety of formats for its stores, ranging from tiny 
gas station outlets in the Netherlands to 150,000-square-
foot hypermarkets in northern Brazil. Ahold refers to its 
strategy as “multilocal, multiformat, multichannel,” em-
ploying new products, services, and store formats to make 
shopping for healthy and comparably priced food more 
convenient. 
  Ahold USA also owns Peapod, an Internet grocer that 
attracts 1.5 million visits per month and brings in upward 
of $375,000 million annually. Now over 20 years old, 
Peapod allows busy shoppers to select fresh fruits and 
vegetables, seafood, meat, dairy products, home and office 

needs,  private-label and national brands, and ready-to-eat 
foods from their computers. These products are delivered 
to the customers’ doorsteps as soon as the next day. Peapod 
maximizes technology across its business, using a propri-
etary system to build efficiencies into delivery routes and 
tools that allow shoppers to sort and compare items by 
price and  nutritional information and to create personal 
shopping lists. Site enhancements, both current and 
 future, include personalized online coupons and social 
network recommendations. 
  Royal Ahold’s growth strategy focuses on food sales, 
which account for a vast majority of its revenues. During 
the economic boom years, the company attempted to in-
crease its share of the wallet through acquisitions of food 
service companies. Now that purse strings are tighter, the 
company is focused more closely on retail food stores and 
carefully controlled expansion. Nevertheless, strategic 
objectives vary by market. On the East Coast, for exam-
ple, where Ahold operates retail stores, Peapod serves as 
an alternative to a Stop & Shop or Giant visit that still 
brings the dollars to the parent company. Customers us-
ing both shopping channels further increase Ahold’s in-
come. A current goal is to bring Peapod services to all 
locations that have a Stop & Shop or Giant in the trade 
area. Although, in keeping with its “slow but steady” 
growth strategy, Ahold adds only small groupings of zip 
codes at a time to serve via Peapod. Within the stores, 
Ahold continues to increase customer convenience 
through technology additions such as personal shopper 
scanners that scan groceries and deliver targeted offers to 
loyalty customers. 
  In Chicago, where Peapod has no retail partner, the 
company is expanding its delivery range and adding local 
specialty goods and prepared meals. Advertising stresses 

      CASE 9   Royal Ahold: The Biggest Supermarket Retailer You Have Never Heard Of 
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Peapod’s local products to attract customers wanting to 
“shop local.” Like other retailers, Ahold USA and Ahold 
Europe have increased value messaging and promotions 
to help minimize the effects of a challenging economy. 
  Ahold has hit some bumps along the way. In 2002, the 
company lost money for the first time. Fallout led to an 
investigation that resulted in both the company’s CEO 
and CFO being charged with fraud. Four years later, 
Royal Ahold sold a number of its holdings, retaining only 
Stop & Shop, Giant-Landover, Giant-Carlisle, Martin’s, 
and Peapod in the United States and six brands in Europe. 
The move shifted the company from second-largest global 
food retailer to twelfth, and in 2009 Ahold announced fur-
ther restructuring on both sides of the Atlantic. Changes 
in leadership positions are intended to provide a firm 
foundation for profitable growth. Despite these bumps 
and a sluggish economy, however, some business areas—
such as Peapod—are growing. 
  Walmart and Carrefour, the two largest food retailers, 
use a different approach. From Paris to Shanghai, all Car-
refour stores look the same and have identical layouts (to 
reach the deli counter, for example, you always turn left at 
the entrance). Walmart uses its name on most of its stores 
across the world. Several years ago, it acquired the Asada 
chain in the United Kingdom and still operates the stores 
under the Asada name. But when it bought the Wertkauf 
chain and some Spar stores in Germany, it converted the 
stores to Walmarts. Poor profits forced the company to 
sell its German chain soon thereafter. 
  In contrast to Royal Ahold’s approach, Walmart and 
Carrefour focus on operating larger supercenters or hy-
permarkets that offer general merchandise as well as food. 
Other than Royal Ahold, no European retailer has been 
successful in entering the U.S. market. Over two-thirds of 

 DISCUSSION QUESTIONS 
   1.   What are the advantages and disadvantages of 

the growth strategies pursued by Royal Ahold, 
Carrefour, and Walmart? 

   2.   Should Royal Ahold use its name on all of its 
stores, as Walmart and Carrefour do? Why or 
why not? 

   3.   What are the advantages and disadvantages of 
Walmart’s and Carrefour’s more centralized 
decision making compared with Royal Ahold’s 
decentralized decision making? 

   4.   Do you think Royal Ahold should have divested 
its food service divisions? Why or why not?   

  Sources: www.ahold.com (accessed June 23, 2010); Steward Hamilton 
and Alicia Micklethwait, “Too Much Too Fast?”  European Business 
 Forum,  Spring 2007, pp. 47–50; Jim Frederick, “Ahold Trims Down 
and Focuses on Profit Message,”  Drug Store News,  April 23, 2007, 
pp. 110–111; Jon Springer, “Staying Power: Peapod Turns 20,”  Super-
market News,  November 2, 2009; Michael Garry, “Stop & Shop/Giant: 
Personal Scanners Account for 13% of Sales,”  Supermarket News,  
June 17, 2010.  

 This case was written by Barton Weitz, University of Florida; 
 Michael Levy, Babson College; and Kate Woodworth. 

  Jennifer Shaffer, a 19-year-old college student living in 
 Cupertino, California, used to shop at Abercrombie & Fitch 
(A&F) once a month. She thought the prices were high, but 
the brand name and image appealed to her. As she says, “It’s 
like I really had to have Abercrombie.” Then an American 
Eagle (AE) store opened about 15 minutes from her home. 
“They look the same, and they’re both really cute,” she says. 
“But American Eagle’s prices are a little cheaper.” 
  Both A&F and AE are still growing into their present 
strategy of selling casual apparel to the teen/college mar-
ket. When A&F was established as an outdoor sporting 
goods retailer over 100 years ago, it sold the highest-quality 
hunting, fishing, and camping goods. It also outfitted 
some of the greatest explorations in the early part of the 
20th century, including Robert Perry’s expedition to the 
North Pole and Theodore Roosevelt’s trips to the Amazon 
and Africa. 
  Over time, its safari image became less attractive to 
consumers. The chain experienced a significant decline in 

sales and profits, and in 1977 it was forced to declare 
bankruptcy. The company, initially acquired by Oshman’s 
Sporting Goods, did not experience a turnaround until 
The Limited Inc. acquired it in 1988. Initially, The Lim-
ited positioned A&F as a tailored clothing store for men. 
In 1995, The Limited repositioned A&F to target both 
men and women in the teen and college market, with an 
emphasis on casual American style and youth. 
  In 1999, The Limited (now Limited Brands) sold A&F. 
Now A&F operates 340 Abercrombie & Fitch stores, 205 
Abercrombie kids stores, 507 Hollister Co. stores, and 16 
Gilly Hicks (personal care products and intimate apparel) 
stores in the United States, as well as four  Abercrombie & 
Fitch, eight Hollister Co., and two Abercrombie kids 
stores internationally. Furthermore, A&F offers its mer-
chandise online at abercrombie.com, abercrombiekids.
com, hollisterco.com, and gillyhicks.com. 
  American Eagle, although lacking the rich tradition of 
A&F, also was positioned as an outfitter when it started in 

      CASE 10  Abercrombie & Fitch and American Eagle Compete for 18- to 22-Year-Olds 

Royal Ahold’s sales now come from U.S. acquisitions. Car-
refour tried opening two stores in suburban Philadelphia 
in the late 1980s but gave up quickly when it faced labor 
problems and the enduring loyalty customers had to their 
local supermarket chains. 
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1977. Initially offering apparel only for men, AE shifted its 
focus to teens and college students in 1995. Its merchan-
dise includes jeans, graphic T-shirts, accessories, outerwear, 
footwear, and swimwear. American Eagle operates about 
938 stores in the United States and Canada. The retailer 
also operates ae.com, which offers additional sizes and 
styles online. Under the aerie brand name, AE offers a col-
lection of dorm wear and intimate apparel, available in 137 
aerie stores, in AE stores, and at aerie.com. 
  Even though A&F and AE have evolved from their 
roots, their apparel still features an outdoor, rugged as-
pect. Both retail chains carry a similar assortment of polos, 
pants, T-shirts, shorts, jeans, outerwear, and sweaters. All 
the apparel and accessories at both chains, appear under 
the stores’ private-label brand. The Ivy League– and 
sportswear-inspired merchandise aims to fit the campus 
lifestyle of its target customer. 
  Abercrombie.com first drew Jennifer to an A&F store a 
couple of years ago. She recalls browsing the Web site 
with some girlfriends and looking at the muscular young 
men featured at the site. This young and sexy image is 
enhanced by store signage featuring scantily clad lacrosse 
players and young beachgoers. 
  Even though A&F devotes its advertising and market-
ing resources to reaching college-age consumers (18- to 
22-years-old), many younger teenagers also patronize its 
stores. The company thus faces concerns that the image of 
its stores will suffer if they become a hangout for teenag-
ers. The development of the Hollister chain, which targets 
14- to 18-year-old students, represents one of its re-
sponses to preserve the A&F image while also catering to 
the growing teenage market. 
  Hollister stores are unique. The merchandise is 20 to 
30 percent less expensive than A&F’s merchandise, and 
the styling features brighter colors and larger logos. How-
ever, many teenagers fail to recognize the subtle differ-

 DISCUSSION QUESTIONS 
   1.   What, if any, are the differences in A&F’s and AE’s 

retail strategies? 
   2.   What are the brand images of A&F and AE? What 

words and phrases are associated with each retail-
er’s brand name? 

   3.   List other specialty apparel retailers that target the 
same customers as A&F and AE. How do these 
brands differentiate themselves in the competitive 
retail environment? Construct a product position-
ing map to illustrate each retailer’s positioning. 

   4.   Which retailer(s) has (have) the stronger competitive 
position?   

  Sources: www.abercrombie.com (accessed July 12, 2010); www.
ae.com (accessed July 12, 2010); Abercrombie & Fitch Annual 
 Report, 2009.  

 This case was written by Kristina Pacca of Loyola College of 
 Maryland and Britt Hackmann of Babson College. 

Tom had just started his new job as Vice President of 
Merchandise. He knew that the categories he was now 
responsible for had been declining in performance for 
several years and he had been hired to turn those catego-
ries around. Tom recognized immediately that to accom-
plish this turnaround he and his new team would need to 
develop a sound merchandise strategy. Tom called in his 
merchandising team, consisting of several groups, each 
representing a different category and composed of buy-
ers, assistant buyers, and planners. He laid out a process 
to have each group gather valuable information on the 
categories for which it is responsible to be used in the 
creation of an overall merchandise strategy. Each group 
would gather information on customers, pricing and 
products and evaluate the information to identify growth 
areas for their category. But first Tom required each 
product category team group to develop a mission state-
ment reflecting how the team would approach their busi-
ness going forward. 

 Tom requested each category group upon completion 
of their merchandise strategy, to prepare a brief presenta-
tion that expresses and supports their merchandise strat-
egy as well as their recommendations regarding areas for 
future growth.  The presentations would be reviewed by 
Tom, the General Merchandise Manager and the Presi-
dent. Each merchandise strategy presentation would in-
clude details regarding the following material as they 
relate to the groups’ product category and should be ar-
ranged in the following order:

MISSION STATEMENT

The mission statement is designed to be the guiding prin-
ciples of the group and would include the following: 

• Need: Why does the company need this product 
category?

• Integration with corporate: How does this category 
further the corporate mission?

    CASE 11  Merchandise Strategy: Process for Success 

ences. They contend that it is essentially the same 
merchandise except at lower prices. 
  Furthermore, Hollister stores are roughly 2,000 square 
feet smaller than A&F stores, and the store design is com-
pletely distinct. Whereas A&F stores still convey outdoor 
ruggedness in their decor, Hollister stores present a 
 California beach–inspired theme. The retailer wants cus-
tomers to feel as though they are part of a beach party. 
This casual atmosphere provides young consumers with 
an enjoyable shopping experience, as the decor inspires 
and evokes memories of hot summer days at any time of 
the year. 
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• New or expanded assortments
• Reduced or eliminated products, categories or 

sub-categories

STUDENT INSTRUCTIONS

Each group should begin by selecting a retailer. The group 
should profile the retailer, its place in the industry and its 
position on merchandise assortments and its positioning 
against its competition. Information at the corporate level 
that can be gathered that relates to the merchandise strat-
egy (e.g., mission statement) should be included in the pre-
sentation. Bearing in mind the retailer selected, each team 
should select a product category or sub-category to be the 
focus of the merchandise strategy. For example:

• Retailer: Macy’s
• Product Category: Men’s sportswear
• Product Sub-Category: Men’s woven sport shirts

This selection scheme can be developed for any type of 
retailer. The goal is to select a category that is big enough 
but not so large as to require multiple strategies. (For ex-
ample; Menswear would require multiple strategies). It 
may be best to review your selection with your instructor. 
Throughout the merchandise strategy process you may 
need to use public industry data to fill in for information 
you will not be able to gather from the retailer directly. 
This may include store trips and online searches.
 It is recommended that an initial meeting be held by 
the group to develop the mission statement. The mission 
statement sets the direction of the group in the process of 
gathering the appropriate information and analyzing the 
product, customer, pricing and areas of growth. 
 When all the information is gathered each group 
should again meet to develop the recommended growth 
strategy based on the mission statement and the data 
 assembled from all group members. Next, each group 
should develop a brief PowerPoint style presentation 
 detailing their findings regarding; Mission Statement, 
Customer Profile, Product Guidelines, Pricing Strategy, 
and Recommended Growth Strategy. Each presentation 
should be structured in this order and address at a mini-
mum, each of the points outlined for each topic. Group 
members can use the notes section for each slide to detail 
the information they gathered, how it was obtained and 
how they came to their conclusions. If information is ob-
tained from published materials, proper citation should 
be given.

• Objective: What are the short and long term goals for 
this category? 

• Strategy: What will the group do to achieve all the 
above?

CUSTOMER PROFILE

The customer profile identifies the target consumer to 
drive merchandise decisions for the product category and 
would include the following: 

• Customer Demographics (e.g., age, sex, race, income)
• Customer spending and shopping habits (e.g., regular 

price v. sale price; weekend v. weekday)
• Customer product fashion dimension (e.g., fashion 

v. basic)
• Customer quality preference dimension (e.g., low 

quality v. high quality)
• Customer value dimension (e.g., low importance v. 

high importance)
• Key volume price point triggers by product category 

(e.g., polo shirt @ $19.99)

PRODUCT GUIDELINES

The product guidelines define characteristics that best 
suit the target consumer for the product category and 
would be based on the following information:

• Style: Look, feel, color, shape, fashion direction 
(forward or laggard)

• Sourcing: Domestic, international, branded, private 
label, co-brand, designer

• Quality: Standards, material use, workmanship
• Price: Opening price points, mid-range price points 

and high-end price points
• Assortment: Breadth versus depth of product 

assortment in the category

PRICING STRATEGY

The pricing strategy defines the price range of key prod-
uct lines in the category in relation to the competition and 
helps define product sourcing and product hierarchy deci-
sions. Pricing strategy should also reduce intra-company 
competition. Pricing strategy addresses internal and exter-
nal competition and includes: 

• Assortment: Product pricing by category to address 
internal competition.

• Competition: Product pricing by category to address 
external competition.

RECOMMENDED GROWTH STRATEGY

Opportunities for future growth are determined by the 
group and should be fully supported by the information 
the group compiled. The growth strategy includes:

• Category and sub-category development
This case was written by Robert P. Jones, University of Tennessee 
and Michael Levy, Babson College.

DISCUSSION QUESTIONS
1. Which of the main components of a merchandise 

strategy are most valuable? Why
2. Why is a mission statement so important to a mer-

chandise strategy?
3. Does every merchant team have a merchandise 

strategy? Why or why not?
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 EXHIBIT 1 
 2009 Financial Data for 
Walmart and Tiffany’s 
($ millions) 

 Walmart’s Income statement Tiffany’s Income statement

Net sales $401,244 $2,709

Less: Cost of goods sold $306,158 $1,179

Gross margin $  95,086 $1,530

Less: SG&A expenses $  76,561 $1,089

Less: Interest expense $    1,900 $     55

Net income before taxes $  16,625 $  386

Less: Taxes $    5,686 $   124

Net income after taxes $  10,939 $  262

 Walmart’s Balance sheet Tiffany’s Balance sheet

Cash $    7,275 $  785

Accounts receivable $    3,905 $   158

Inventory $  34,511 $1,427

Other current assets $    3,258 $     75

Total current assets $  48,949 $2,445

Fixed assets $114,480 $1,041

Current liabilities $  55,390 $  600

Long-term liabilities $  98,144 $1,603

Stockholders’ equity $  65,285 $1,883

 DISCUSSION QUESTIONS 
   1.  Using Exhibit 2, construct strategic profit models 

for Tiffany and Walmart using data from the ab-
breviated income statements and balance sheets in 
Exhibit 1. You can do these calculations by hand or 
go to the student side of the Online Learning Cen-
ter (OLC) and use the Strategic Profit Model Excel 
spreadsheet that is available. 

   2.  Calculate the gross margin percentage, expenses-
to-sales ratio, net profit margin (after taxes), inven-
tory turnover, asset turnover, and return on asset 
ratio for Tiffany and Walmart using the financial 
data in Exhibit 1. 

   3.  Explain, from a marketing perspective, why the ra-
tios calculated from question 2 (gross margin per-
centage, expenses-to-sales ratio, net profit margin, 
inventory turnover, and asset turnover) are differ-
ent for Tiffany and Walmart. 

   4.  Assess which chain has better overall financial per-
formance using ROA. Why is ROA a good measure 
of each of the retailers’ financial performance?   

 This case was prepared by Britt Hackmann, Babson College. 

 Of all the great American brands, Tiffany & Co., which has 
been around for over 160 years and is more than a luxury 
jewelry retailer, is an American icon that has worked its way 
into movies and songs. The company’s flagship location on 
Fifth Avenue in New York City has become a tourist attrac-
tion. Even the company’s trademarked robin’s-egg-blue 
boxes have become known as “Tiffany blue” and symbolize 
the brand’s quality and craftsmanship. Such reputations can 
be profitable. The company has grown aggressively—from 
$456 million in sales in 1990 to $2.7 billion in 2009. 
  With the mission to be the world’s most respected jew-
elry retailer, Tiffany’s plans to continue this growth. In an 
attempt to appeal to a wider variety of customers, the 
company advertises items ranging from $200 to $100,000 
in daily ads in the  New York Times  as well as in upscale 
fashion and lifestyle magazines. The variety in the ads is 
designed to attract both mall habitués in Guess Jeans as 
well as ladies who lunch in Chanel suits. 
    Walmart is the largest retailer in the world and is con-
stantly expanding its store count—the company operates 
close to 4,300 stores in the United States, including over 
2,600 Supercenters, 900 discount stores, 600 Sam’s Clubs, 
and about 150 Neighborhood Markets. Even as discount 
retailers face intense competition from category specialists, 
like Best Buy and Home Depot, and increasingly compete 
against grocery and pharmacy retailers, Walmart continues 
to improve its value to its customers. Some hundreds of 
millions of people a week buy into its “Save More, Live 
Better” message. 
  To ensure continued growth and success, Walmart 
continues to innovate its retail format. In addition to its 
traditional merchandise categories, Walmart is the third-
largest pharmacy retailer in the United States and has 

plans to start offering products and services as diverse as 
household appliances and Internet access. Walmart has 
become the world’s largest food retailer through its 
 Supercenters—huge stores that carry groceries in addition 
to the usual general merchandise. 

  Sources: Walmart Annual Report, 2009; Tiffany & Co. Annual 
Report, 2009; www.walmart.com; www.tiffany.com.  

   CASE 12  Tiffany’s and Walmart: Comparing Financial Performance 
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 Stephanie Wilson must decide where to open a ready-to-
wear boutique she’s been contemplating for several years. 
Now in her late 30s, she’s been working in municipal gov-
ernment ever since leaving college, where she majored in 
fine arts. She’s divorced with two children (ages five and 
eight) and wants her own business, at least partly to be 
able to spend more time with her children. She loves fash-
ion, feels she has a flair for it, and has taken evening 
courses in fashion design and retail management. Re-
cently, she heard about a plan to rehabilitate an old arcade 
building in the downtown section of her midwestern city. 
This news crystallized her resolve to move now. She’s con-
sidering three locations. 

  THE DOWNTOWN ARCADE 

  The city’s central business district has been ailing for some 
time. The proposed arcade renovation is part of a master 
redevelopment plan, with a new department store and sev-
eral office buildings already operating. Completion of the 
entire master plan is expected to take another six years. 
  Dating from 1912, the arcade building was once the 
center of downtown trade, but it’s been vacant for the past 
15 years. The proposed renovation includes a three-level 
shopping facility, low-rate garage with validated parking, 
and convention center complex. Forty shops are planned 
for the first (ground) floor, 28 more on the second, and a 
series of restaurants on the third. 
  The location Stephanie is considering is 900 square 
feet and situated near the main ground-floor entrance. 

Rent is $20 per square foot, for an annual total of $18,000. 
If sales exceed $225,000, rent will be calculated at 8 per-
cent of sales. She’ll have to sign a three-year lease. 

    TENDERLOIN VILLAGE 

  The gentrified urban area of the city where Stephanie 
lives is called Tenderloin Village because of its lurid past. 
Today, however, the neat, well-kept brownstones and 
comfortable neighborhood make it feel like a trendy en-
clave. Many residents have done the remodeling work 
themselves and take great pride in their neighborhood. 
  About 20 small retailers are now in an area of the village 
adjacent to the convention center complex, along with 
some vegetarian and nouveau cuisine restaurants. There 
are also three small women’s specialty clothing stores. 
  The site available to Stephanie is on the village’s main 
street on the ground floor of an old house. Its space is also 
about 900 square feet. Rent is $15,000 annually, with no 
extra charge based on the level of sales. The landlord 
knows Stephanie and will require a two-year lease. 

   APPLETREE MALL 

 This suburban mall has been open for eight years. A suc-
cessful regional center, it has three department stores and 
100 smaller shops just off a major interstate highway 
about 8 miles from downtown. Of its nine women’s cloth-
ing retailers, three are in a price category considerably 
higher than what Stephanie has in mind. 

     CASE 13  Choosing a Store Location for a Boutique 

Net Sales

Cost of Goods Sold

Net Profit

Net Profit Margin

Current Assets

Fixed Assets

Net Sales

Operating Expenses

Interest Expenses

Cash

Accounts Receivable

Inventory

Other Current Assets

Gross Margin

Net Sales

Total Assets

Asset Turnover

Return on Assets

Total Expenses

Taxes

+

–

/

/

EXHIBIT 2 Strategic Profit Model
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HUTCH EXTRA

Hutch Extra stores are primarily located in strip centers 
and malls. They bear a strong resemblance to Hutch 
Fashions. The difference is that Hutch Extra stores re-
quire less space (2,000–3,000 square feet) and cater to 
women requiring large and half-size apparel. (Women 
who wear half-sizes require a larger size but are not tall 
enough to wear a standard large size. In other words, a 
size 18½ is the same as size 18 except that it is cut for a 
shorter woman.)

HUTCH FASHIONS* HUTCH EXTRA

Although Hutch Fashions and Hutch Extra stores selec-
tively appear as separate entries, the corporate goal is to 
position both as a single entity. The combination store 
emerged in 1986 and is now used for all new stores. The 
Hutch Fashions* Hutch Extra combination occupies a 
combined space of 6,000–7,000 square feet, with sepa-
rate entrances for each entity. A partial wall separates 
the two frontal areas of the store but allows for a com-
bined checkout/customer service area in the rear. These 
stores are primarily located in strip centers and can oc-
casionally be found in malls. (Exhibit 1 shows a typical 
layout.)

MARKETING STRATEGY

Customers
Hutch’s target market is women between the ages of 
18 and 40 years who are in the lower–middle to middle-
income range. Abell explains, “We don’t cater to any 
specific ethnic group, only to women who like to wear 
the latest fashions.”

Product/Price
Hutch positions merchandise and price levels between the 
mass merchandisers and the department stores. You won’t 
find any bluelight specials or designer boutiques in a 

In June, after returning from a trip to the Bahamas, Dale 
Abell, vice president of new business development for the 
Hutch Corporation, began a search for a good location to 
open a new store. After a preliminary search, Abell nar-
rowed the choice to two locations, both in Georgia. He 
now faces the difficult task of thoroughly analyzing each 
location and determining which will be the site of the 
next store.

COMPANY BACKGROUND

The Hutch store chain was founded in 1952 by John 
Henry Hutchison, a musician and extremely successful in-
surance salesman. Hutchison established the headquarters 
in Richmond, Virginia, where both the executive offices 
and one of two warehouse distribution centers are located. 
Hutch currently operates 350 popularly priced women’s 
clothing stores throughout the Southeast and Midwest. 
Manufacturers ship all goods to these distribution centers. 
They are delivered floor-ready, in that the vendor has at-
tached price labels, UPC identifying codes, and source 
tags for security purposes and placed appropriate mer-
chandise on hangers. Once at the distribution centers, the 
merchandise is consolidated for reshipment to the stores. 
Some staple merchandise, such as hosiery, is stored at 
these distribution centers. All Hutch stores are located 
within 400 miles of a distribution center. This way, as 
Abell explains, “A truck driver can deliver to every loca-
tion in two days.”

HUTCH FASHIONS

Hutch Fashions is considered one of the leading popularly 
priced women’s fashion apparel chains in the Southeast. 
The stores carry trendy apparel selections in juniors’, 
misses’, and women’s sizes, all at popular prices. The chain 
offers a complementary array of accessories in addition to 
its main features of dresses, coats, and sportswear. Located 
mainly in strip centers and malls, these shops typically re-
quire 4,000 to 5,000 square feet.

CASE 14 Hutch: Locating a New Store

 DISCUSSION QUESTIONS 
   1.   List the pluses and minuses of each location. 
   2.   What type of store would be most appropriate for 

each location? 
   3.   If you were Stephanie, which location would you 

choose? Why?   

 This case was prepared by Professor David Ehrlich, Marymount 
University. 

  Appletree has captured the retail business in the city’s 
southwest quadrant, although growth in that sector has 
slowed in the past year. Nevertheless, mall sales are still 
running 12 percent ahead of the previous year. Stephanie 
learned of plans to develop a second shopping center 
east of town, which would be about the same size and 
character as Appletree Mall. But groundbreaking is still 
18 months away, and no renting agent has begun to en-
list tenants. 
  The location available to Stephanie in Appletree is two 
doors from the local department store chain. At 1,200 
square feet, it’s slightly larger than the other two possibili-
ties. But it’s long and narrow—24 feet in front by 50 feet 
deep. Rent is $24 per square foot ($28,800 annually). In 
addition, on sales that exceed $411,500, rent is 8 percent 
of sales. There’s an additional charge of 1 percent of sales 

to cover common-area maintenance and mall promotions. 
The mall’s five-year lease includes an escape clause if sales 
don’t reach $411,500 after two years. 
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lease agreements in the business, but it’s one of the main 
reasons for our continued success.”

DATA SOURCES

Abell is using several reports generated by Claritas to 
help him decide which location to choose for the next 
Hutch store. He has chosen reports that describe the 
10-mile ring around each of the proposed locations. 
 Exhibits 2 and 3 summarize these reports. They contain 
detailed population, household, race, income, education, 
and employment data, plus figures on retail sales and 
number of establishments. The reports also provide in-
formation about women’s apparel sales and give a market 
index that estimates the annual per-person spending po-
tential for the trade area divided by the national average 
(see Exhibit 3). Dalton’s 99 index means that the spend-
ing potential for women’s clothing is slightly lower than 
the national average of 100. Finally, Abell is using Claritas/
UDS’s PRIZM lifestyle reports. These reports contain 
numeric figures and percentages on the population, 
households, families, sex, age, household size, and own-
ership of housing. An excerpt from the report is given in 
Exhibit 4. Some of the cluster group names are described 
in Exhibit 5.

THE POTENTIAL LOCATIONS

Dalton
Dalton produces most of the carpeting in the United 
States. Consequently, carpet mills are the major employ-
ers in Dalton. Stain Master carpeting has been putting a 
strain on the city’s water supply. Stain Master is said to 
require seven times the amount of water as regular carpet-
ing and is rapidly becoming the largest proportion 
of   carpeting produced. Expressing concern over market 
viability, Abell said, “If the Dalton area were ever to expe-
rience a severe drought, the carpet mills would be forced 
to drastically reduce production. The ensuing layoffs 
could put half the population on unemployment.”
 The proposed site for the new store is the Whitfield 
Square shopping center located off the main highway, 
 approximately two miles from the center of town (see 
 Exhibit 6). After meeting with the developer, Abell was 
pleased with several aspects of the strip center. He learned 
that the center has good visibility from the highway, will 
be anchored by both Walmart and Kroger (a large grocery 
chain), and has ample parking. Abell is also reasonably 
pleased with the available location within the center, 
which is one spot away from Walmart. However, he is 
concerned about the presence of two large outparcels 
in front of the center that would reduce the number of 
parking spaces and direct visibility of the center. (An out-
parcel is a freestanding structure at the front of a mall, 
commonly a fast-food outlet, a bank, or a gas station.) 
Other tenants in the center include a nationally recog-
nized shoe store, a beauty salon, two popular restaurants 
(Chinese and Mexican), and McSpeedy’s Pizza at the end 
of the center, as well as a Century 21 real estate training 
school in the middle.

Hutch store. By avoiding direct competition for custom-
ers with the large discounters (Target, Walmart) and the 
high-fashion department stores and specialty shops, 
Hutch has secured a comfortable niche for itself. “Our 
products must be priced at a level where our customers 
perceive our products to be elegant and fashionable but 
not too expensive,” notes Abell.

Location
Hutch stores are located throughout the Southeast and 
Midwest and must be within a 400-mile radius of a Hutch 
distribution center. Within this geographic area, Hutch 
stores are located in communities with a population range 
of 10,000 to 50,000 and a trade area of 50,000 to 150,000. 
These locations are characterized by a large concentration 
of people in the low- to middle-income brackets who 
work in agriculture and industry.
 Hutch stores are primarily located in strip malls or 
strip centers—generally ones anchored by either a re-
gional or national discount store (Walmart or Target). In 
addition, these centers contain a mix of several nationally 
recognized and popular local tenants. Hutch stores are 
primarily located adjacent to the center’s anchor. Mall lo-
cations must be on the main corridor, as close to “center 
court,” as economics (rent) will allow. Abell remarked, 
“We don’t care if it’s the only center in the region. If the 
only space available is at the end of the mall, we won’t go 
in there. Our plan is to be a complement to the anchor 
and to feed off the traffic coming to it. We may have a 
reputation for being picky and having one of the toughest 

Storage, Receiving, Marking

Checkout
counter

Entrance

Hutch
Fashions

Entrance

Hutch
Extra

EXHIBIT 1
Layout of Hutch Fashions* Hutch Extra Store
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EXHIBIT 2
Population and 
Competitive Profile, 
10-Mile Ring from Centers 
of Dalton and Hinesville, 
Georgia

  Dalton Hinesville

Population 2015 projection 93,182 64,195

 2010 estimate 87,293 57,945

 1999 Census 79,420 49,853

 1990 Census 71,373 34,125

  % change, 1999–2008 9.9% 16.2%

  % change, 1990–1999 11.3% 46.1%

 In group quarters (military base) 2008 .9% 11.2%

Household 2015 projection 35,570 20,010

 2010 estimate 33,140 17,541

 1999 Census 29,340 14,061

 1990 Census 24,302 8,557

  % change, 1999–2008 12.9% 24.7%

  % change, 1990–1999 20.7% 64.3%

Families 2010 estimate 24,347 14,277

Race White 92.0% 54.1%

 Black 4.9% 38.3%

 American Indian 0.2% 0.5%

 Asian or Pacific Islander 0.6% 3.1%

 Other 2.3% 4.0%

Age 0–20 31.2% 40.2%

 21–44 37.1% 47.0%

 45–64 21.7% 9.2%

 651 9.9% 3.4%

 Median age 33.7 23.9

  Male 32.5 23.6

  Female 35.0 24.6

Household size 1 person 21.0% 15.2%

 2 persons 32.3% 26.6%

 3–4 persons 38.1% 45.7%

 51 persons 8.7% 12.6%

Income Median household income $30,516 $23,686

 Average household income $40,397 $28,677

Sex (% male)  49.1% 55.8%

Education Population age 251 49,298 22,455

 No high school diploma 41.0% 15.5%

 High school only 28.6% 41.2%

 College, 1–3 years 19.1% 29.7%

 College, 41 years 11.3% 13.5%

Industry Manufacturing: nondurable goods 42.3% 7.2%

 Retail trade 12.6% 23.3%

 Professional and related services 13.3% 21.4%

 Public administration 2.2% 20.0%

Retail sales ($ thousands) Total $706,209 $172,802

 General merchandise stores 

 Apparel stores $26,634 $9,339

Retail establishments General merchandise stores 12 3

 Women’s apparel stores 21 8

EXHIBIT 3
Sales Potential Index for 
Women’s Apparel

 Area Sales Area Sales U.S. Sales Index

 ($ mil.) per Capita per Capita (area sales 4 U.S. sales)

Dalton $18.01 $206.26 $207.65 99

Hinesville $8.97 $154.74 $207.65 75
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  Percentage   Percentage

Prizm Cluster Population, 2008 of Population Prizm Cluster Population, 2008 of Population

Dalton   Mines & mills 7,694 8.8

Big fish, small pond 4,727 5.4% Back country folks 4,293 4.9

New homesteaders 6,030 6.9

Red, white, & blues 31,123 35.7 Hinesville

Shotguns & pickups 8,881 10.2 Military quarters 45,127 77.9

Rural industrial 12,757 14.6 Scrub pine flats 3,476 6.0

EXHIBIT 4PRIZM Neighborhood Clusters

EXHIBIT 5PRIZM Lifestyle Clusters

Big Fish, Small Pond

Small-town executive families; upper-middle incomes; age groups 

35–44, 45–54; predominantly white. This group is married, family-

oriented, and conservative. Their neighborhoods are older. Best 

 described as captains of local industry, they invest in their homes 

and clubs and vacation by car in the United States.

Rural Industrial

Low-income, blue-collar families; lower-middle incomes; age 

groups ,24, 25–34; predominantly white, high Hispanic. Nonunion 

labor found in this cluster, which is comprised of hundreds of blue-

collar mill towns on American’s rural backroads.

Mines & Mills

Older families; mine and mill towns; poor; age groups 55–64, 651; 

predominantly white. Down the Appalachians, across the Ozarks to 

Arizona, and up the Missouri, this cluster is exactly as its name im-

plies. This older, mostly single population with a few children lives 

in the midst of scenic splendor.

Shotguns & Pickups

Rural blue-collar workers and families; middle income; age groups 

35–44, 45–54; predominantly white. This cluster is found in the 

Northeast, the Southeast, and the Great Lakes and Piedmont industrial 

regions. They are in blue-collar jobs; most are married with school-

age kids. They are churchgoers who also enjoy bowling, hunting, 

sewing, and attending car races.

Back Country Folks

Older farm families; lower-middle income; age groups 55–64, 651; 

predominantly white. This cluster is centered in the eastern uplands 

along a wide path from the Pennsylvania Poconos to the Arkansas 

Ozarks. Anyone who visits their playground in Branson, Missouri, or 

Gatlinburg, Tennessee, can attest that these are the most blue- collar 

neighborhoods in America. Centered in the Bible Belt, many back 

country folks are hooked on Christianity and country music.

Scrub Pine Flats

Older African-American farm families; poor; age groups 55–64, 

651; predominantly black. This cluster is found mainly in the 

coastal flatlands of the Atlantic and Gulf states from the James to 

the Mississippi rivers. These humid, sleepy rural communities, with 

a mix of blacks and whites, live in a seemingly timeless, agrarian 

rhythm.

New Homesteaders

Young middle-class families; middle income; age groups 35–44, 

45–54; predominantly white. This cluster is above-average for 

college education. Executives and professionals work in local ser-

vice fields such as administration, communications, health, and 

retail. Most are married; the young have children, the elders do 

not. Life is homespun with a focus on crafts, camping, and sports.

Red, White, & Blues

Small-town blue-collar families; middle income; age groups 

35–54, 55–64; predominantly white, with skilled workers primarily 

 employed in mining, milling, manufacturing, and construction. 

 Geocentered in the Appalachians, Great Lakes industrial region, 

and western highlands, these folks love the outdoors.

Military Quarters

GIs and surrounding off-base families; lower-middle income; age 

groups under 24, 25–34; ethnically diverse. Since this cluster 

 depicts military life with personnel living in group quarters, its 

 demographics are wholly atypical because they are located on or 

near military bases. Racially integrated and with the highest index 

for adults under 35, “Military Quarters” like fast cars, bars, and 

 action sports.

DISCUSSION QUESTIONS
1. How do the people living in the trade areas com-

pare with Hutch’s target customer?
2. How do the proposed locations, including the cit-

ies, tenant mix, and the locations within the malls, 
fit with Hutch’s location requirements?

3. Which location would you select? Why?

This case was written by Michael Levy, Babson College.

Hinesville
Like Dalton, Hinesville has one major employer, the Fort 
Stuart army base. Abell recalls that popularly priced stores 
generally do very well in military towns. In addition, Fort 
Stuart is a rapid-deployment force base. Because the 
United States currently is involved in a number of inter-
national activities, Abell is concerned with a comment by a 
Hinesville native: “If these guys have to ship out, this place 
will be a ghost town.” The location under consideration is 
the Target Plaza at the junction of State Route 119 and 
U.S. Highway 82 (see Exhibit 7). The center is anchored 
by Target and a grocery store that is part of a popular 
Eastern U.S. chain. The two anchors are located side by 
side in the middle of the center. The spot available in the 
center is a 6,800-square-foot combination of three smaller 

units immediately adjacent to Target. Other tenants in the 
center include a bookstore, a waterbed store, a shoe store, 
an electronics retailer, a yogurt store, a video store, and a 
movie theater.

Lev30026_cas_536-590.indd Page 557  12/11/10  1:23 PM user-f494Lev30026_cas_536-590.indd Page 557  12/11/10  1:23 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



558 SECTION V Cases

EXHIBIT 6
Whitfield Square Shopping 
Center, Dalton, Georgia

Walmart Kroger

1 2 3 4 5 6 7 8 9
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 R
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a
d

Parking area

Outparcel Outparcel

State Route #71

1. Available location for Hutch store
2. Shoe store
3. Allstate Insurance
4. Century 21 training school
5. Chinese restaurant

6. Beauty salon
7. Jewelry store
8. Mexican restaurant
9. McSpeedy Pizza

Target Grocery
Store

1

5 6 7432

8

9

10

11
12
13

14

U.S. Highway 82 (Oglethorpe Avenue)

Sta
te 

Rou
te 

11
9 (

Gen
era

l S
cre

ve
n W

ay
)

1. Shoe store
2. Waterbed store
3. Movie theater
4. Yogurt store
5. Book store

6. Men’s store
7. Electronics retailer
8. Available location
    for Hutch store
9. Video store

10. Restaurant
11. Beauty parlor
12. Cleaners
13. Ice cream parlor
14. Doughnut store

EXHIBIT 7
Target Plaza, Hinesville, 
Georgia

Lev30026_cas_536-590.indd Page 558  12/11/10  1:23 PM user-f494Lev30026_cas_536-590.indd Page 558  12/11/10  1:23 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



559Cases SECTION V

 DISCUSSION QUESTIONS 
   1.   Why is Avon so committed to diversity? 
   2.   Select another retailer that also values diversity. How 

does this commitment affect its financial results? 
   3.   What values have helped Avon to be a successful 

company even after 125 years?   

  Sources: www.avoncompany.com (accessed July 13, 2010); Avon  Annual 
Report, 2009; www.avonfoundation.org (accessed July 13, 2010).  

 This case was written by Barton Weitz, University of Florida, and 
Hope Bober Corrigan, Loyola College in Maryland. 

  Women have always played an important role at Avon, a 
leading global beauty firm that has $10 billion in annual 
revenue and is 125 years old. Mrs. P. F. Albee of Winchester, 
New Hampshire, pioneered the company’s now-famous 
direct-selling method. Women have been selling Avon 
products since 1886—34 years before women in the United 
States won the right to vote! As the world’s largest direct 
seller, Avon markets to women in over 100 countries 
through the efforts of more than 6 million independent 
Avon sales representatives. Avon’s merchandise includes 
beauty products, fashion jewelry, and apparel. 
  Although most of Avon’s employees and customers are 
women, until recently the company was run by men. 
However, a series of poor strategic decisions in the 1980s 
led the company to increase aggressively the number of 
women and minorities in its executive ranks. This decision 
to increase diversity among its manag ers was a major fac-
tor in Avon’s improved financial performance. 
  Today, Avon is recognized as a leader in management di-
versity. Fifty-five percent of Avon’s management positions 
are filled by women, and half of the members of its board of 
directors are women. The company also has undertaken 
various programs to ensure that women and minorities have 
opportunities for development and advancement. In the 
United States and elsewhere, Avon has internal networks of 
associates, including a parents’ network, a Hispanic network, 
a black professional association, an Asian network, and a gay 
and lesbian network. The networks act as liaisons between 
associates and management to bring their voices to bear on 
critical issues that affect both the workplace and the market-
place. Avon is committed to social responsibility. The Avon 
Foundation, founded in 1955, is the largest corporate phil-
anthropic  organization dedicated to women’s causes globally 
and  focuses on breast cancer and domestic violence. 
  In the l970s, Avon’s top management team was com-
posed solely of men. Avon essentially ignored its own mar-
keting research that indicated more women were entering 
the workforce and seeking professional careers. It also 
failed to realize that cosmetic needs were changing and 
new approaches for selling products to its customers were 
needed. Sales growth slowed, and the company reacted 
by  seeking growth through unrelated diversifications. 
 Finally, as the firm was on the brink of bankruptcy, a new 
top management team entered. Led by CEO Jim Preston, 
Avon refocused itself on its roots and developed strategies 
to reach women in a changing marketplace. 
  Preston realized that Avon’s customers needed to be rep-
resented in the senior management team. He enacted poli-
cies to promote more women into higher-level positions. In 
addition, Preston shifted the firm’s organizational culture to 
being more accommodating of all its employees. 

  The current management team launched several growth 
initiatives to build on Avon’s strong brand name and distri-
bution channel through its customer representative net-
work. Avon product lines include private-label brands such 
as Avon Color, Anew, Skin-So-Soft, Advance Techniques 
Hair Care, Avon Naturals, and Mark. Avon also markets an 
extensive line of fashion jewelry and apparel. 
  Avon sells more than 125 million lipsticks per year or 
4 lipsticks every second of the day, making Avon the top 
seller of lipstick in the mass market. Its Anew brand is the 
number-one line of anti-aging skin care products in the 
world. The Advance Techniques hair care line offers high-
performance hair products for every hair type, age group, 
and ethnic background to accommodate a diverse, world-
wide consumer base. 
  Avon Wellness promotes a balanced, healthy lifestyle 
for women and their families and includes nutritional sup-
plements, a weight management line, and therapeutic 
products. Avon partnered with the fitness phenomenon 
Curves, an international fitness franchise, to help women 
look and feel their best. Through this partnership, Avon 
Wellness offers an array of Curves-branded exercise vid-
eos and DVDs, fitness apparel, accessories, and comfort-
able footwear that support an active lifestyle. 
  Finally, Avon is using technology to support the efforts 
of its 6 million independent sales representatives. An 
electronic ordering system allows the representatives to 
run their businesses more efficiently and improve order-
processing accuracy. Avon representatives use the Inter-
net to manage their business electronically. In the United 
States, Avon representatives use an online marketing tool 
called youravon.com, which helps them build their own 
Avon business by selling through personalized Web pages 
developed in partnership with Avon. Avon e-representatives 
can promote special products, target specific groups of 
customers, place and track orders online, and capitalize 
on e-mail to share product information, selling tips, and 
marketing incentives. 

  CASE 15  Avon Embraces Diversity 

   THE DIVA BRAND 

  Diva is a specialty retail store focused on fast-fashion 
jewelry and accessories. The brand’s origins are in 
 Australia, but recent years have seen rapid international 

expansion and the brand now has stores in America, 
Russia, and Europe. Diva is predominantly located in 
shopping centers, with some stores in high-street loca-
tions, and is always positioned in/around apparel fashion 

      CASE 16   Attracting Generation Y to a Retail Career 
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clusters. The stores are clean, simplistic, and brightly lit, 
reflecting their fast-moving, funky, and vibrant product 
range targeted at the youth market (predominantly 15- 
to 25-year-old females). Diva’s positioning sees it as the 
only fashion jewelry/hair accessory specialist retailer in 
Australia. 
  Due to Diva’s recent expansion, staff numbers have 
grown significantly. However, Diva is confronted with the 
problem of attracting and retaining experienced and tal-
ented people, particularly from Generation Y. In an at-
tempt to counteract this problem, Diva has implemented 
several internal talent policies to provide a point of differ-
ence and be an employer of choice, including: 
   •   Training plans/workshops to fill skill gaps. 
   •   Career development program for top store 

managers. 
   •   Leadership development program for top regional 

managers. 
   •   Increased salary package offers for certain roles to 

attract talent/skill. 
   •   Global expansion, with new offers of career progression.     

  GENERATIONAL DIFFERENCES 
IN THE WORKFORCE 

  As a result of key demographic and lifestyle issues such as 
aging populations, declining fertility, delayed retirements, 
rising labor participation rates, and higher life expectan-
cies, there is a demographic trough in the Asia Pacific 
workforce, in which there is soon to be smaller propor-
tions of younger-aged members and larger cohorts of 
mature-aged workers. This is further compounded by a 
shrinking talent pool and the fact that retail is not per-
ceived as a career of choice by the adult population, who 
have limited sight of career path opportunities “beyond 
the shop floor.” 
  Although research acknowledges the pertinence of this 
issue in retailing today, it remains unclear how to effec-
tively manage generational diversity in the workplace. 
This is not a new issue; however, wider age groups are 
culminating in less segregated work arrangements. In the 
past, older staff undertook senior managerial positions, 
while younger workers assumed front-desk or field posi-
tions. However, today it is common to see staff members 
from all age groups working together on projects, with se-
nior employees managing across several generations or 
younger employees managing older generations. It is im-
portant to note that, if managed poorly, intergenerational 
impacts can cause conflict for employers and among em-
ployees, hampering workplace productivity and morale. 
  Retailers, as well as organizations from many other in-
dustries, therefore need to identify and adopt the best ap-
proaches in attracting and retaining staff across all retail 
functions, optimizing the experiences of mature-aged 
workers while capitalizing on the potential of young em-
ployees. This involves understanding each generation and 
its unique perspectives, communication styles, and work-
ing styles in order to provide tailored support. Each gen-
eration holds different perspectives of work, including the 

definition of an attractive working environment, leader-
ship qualities, and preferred team playing approaches, and 
has an individual information processing style. For exam-
ple, Generation Y believes in having fluid work patterns 
and influencing job terms and conditions. Conversely, the 
baby-boomer generation regards work as a primary secu-
rity in life, while Generation X values a balance between 
work and life. 

    GENERATION Y 

  Born between 1981 and 2000, members of Generation Y 
were one of the key segments of focus in  Shopfloor to 
Boardroom  given their sheer numbers and prospective em-
ployment in retail as recent or upcoming workforce en-
trants. While organizations have had time to understand 
baby boomers and Generation X-ers, determining the 
needs of Generation Y-ers has been challenging, espe-
cially given their vastly different values. This is particu-
larly important given the significant career opportunities 
that exist for Generation Y in retailing. In better under-
standing the unique career motivations, perceptions, and 
aspirations of Generation Y, a number of focus groups 
were conducted with university students who were study-
ing a business major and currently working in retail and 
high school students who were studying retail-related 
subjects and currently working in retail or interested in 
doing so. 
  In terms of perceptions of working in retail, our re-
search found that retail is simply not viewed as a career of 
choice by Generation Y. This is primarily due to the feel-
ing that retail involves “just being a checkout chick,” has 
limited or no career paths “beyond the shop floor” and is 
therefore a short-term employment solution, and has dif-
ficult conditions at times (e.g., long hours, repetitive tasks, 
low salaries). A related concern was that the retail industry 
is not generally perceived as prestigious in the eyes of the 
general public. 
  Despite such issues, there were a number of motivators 
(other than financial) for working in retail for Generation 
Y, such as improving one’s social life and extending friend-
ship circles, gaining work experience while studying, and 
following a particular passion (i.e., fashion). Generation 
Y-ers also reported a variety of career aspirations that 
were generally consistent with the courses or subjects they 
were studying. Despite the fact that few listed retail as 
their number-one career option, a strong desire was found 
for a career that could be facilitated by the retail industry, 
such as marketing, HR, or buying. 
  Focused on self-improvement, Generation Y-ers also 
expressed enjoyment in working for organizations that 
provide constant learning environments; they want to be 
involved in the organization’s vision and mission, desire 
mobility and flexibility in the workplace, and seek instant 
gratification. Members of Generation Y also thrive on sys-
tematic feedback and value positive reinforcement at ac-
celerated rates, as compared to previous generations. This 
is the primary reason that Generation Y questions starting 
at the bottom of the organizational ladder, having devel-
oped a strong desire for rapid career progression from 
years of high-level education. 
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Discuss the possible pros and cons of this strategy 
for Generation Y. 

   3.   Give examples of how other organizations (perhaps 
even nonretailers) attract a Generation Y workforce. 
What could Diva learn from other organizations?   

 DISCUSSION QUESTIONS 
   1.   How can Diva demystify what happens behind the 

scenes and make potential Generation Y employees 
aware of the opportunities available to them be-
yond the shop floor? 

   2.   Diva has implemented a learning organizational 
culture in an attempt to attract and retain staff. 

 This case was written by Sean Sands, Monash University, and Carla 
Ferraro, Monash University. 

  From consultants ready to solve fashion crises to personal 
concierge services and spa treatments at Le Couvent des 
Minimes Spa by L’Occitane in Provence, France, Nord-
strom is using its varied loyalty programs to retain and 
increase its share of wallet among key customers. The re-
tailer’s research indicates that customers who have rela-
tionships with Nordstrom through either the rewards 
program or a salesperson spend more at Nordstrom than 
those who do not. 
  Nordstrom shoppers automatically become members of 
Nordstrom’s Fashion Rewards program when they sign up 
for the store’s credit card. They earn points, or Nordstrom 
Notes, whenever they use the card—including on purchases 
made from other vendors—although Nordstrom purchases 
result in twice the points. Each time a customer accumulates 
2,000 points, he or she receives a $20 Nordstrom Note, a 
gift certificate redeemable for Nordstrom merchandise or 
services. The program’s different levels are based on annual 
net purchases; the higher the customer’s annual spending, 
the more rewards earned. Nordstrom Notes encourage 
shoppers to move up to the higher levels by shopping at 
Nordstrom and by using the store’s credit card no matter 
where they shop. Benefits available at different levels include 
free standard shipping, free trial-size beauty products, invi-
tations to private shopping events, Nordstrom On Call (a 
24-hour fashion emergency hotline), early access to Nord-
strom’s Anniversary Sale (the biggest sale of the year), and 
complimentary tickets to Nordstrom designer runway 
shows and a private shopping party hosted by Nordstrom. 
  Nordstrom is not alone in its efforts. Its competitors 
have also ramped up their loyalty programs. Saks Fifth Av-
enue’s SakFirst program allows shoppers to accrue points 
from in-store purchases made using a Saks credit card or 
another form of payment and from credit card purchases 
made outside the store with the Saks’ “little black card.” 
Points earned vary depending on tier and whether the pur-
chase was made at Saks or at an outside vendor. Diamond 
Plus customers, who spend at least $25,000 a year at the 
store, receive free local delivery, complimentary valet park-
ing, storage of one fur item at no cost, advance notice of 
sales, invitations to special events, and complimentary ship-
ping on online and catalog orders. Saks also partners with 
exclusive vendors such as Mercedes, The Palm restaurant, 
and The Yachts of Seabourn on exclusive offerings, and it 
rewards its top shoppers with elite travel services. 
  Of the various programs, though, Neiman Marcus’s In-
Circle, launched nearly 30 years ago, remains the grand-
daddy of them all. Customers at different spending levels 

earn points by using their Neiman Marcus credit card. Cus-
tomers usually get 1 point for each dollar they spend, al-
though at the highest tiers the point-earning formulas 
become more generous and members may choose one day 
each year on which to receive double points. Points are re-
deemable for gift certificates, in-store dining, alterations, 
fur storage, store delivery, or airline miles. The program’s 
five tiers include the President’s Circle, achieved by spend-
ing between $75,000 and $599,999 annually. Neiman’s 
President’s Circle members receive custom-designed travel, 
entertainment, or gifts. For example, members might take 
in a Broadway preview and dine with the cast, savor a pri-
vate cooking class in a Tuscan villa with an Italian chef and 
sommelier, or enjoy the Kentucky Derby from Millionaire’s 
Row seating and relax at the Barnstable Brown party. 

        CASE 17   Nordstrom Rewards Its Customers 

DISCUSSION QUESTIONS
   1.   What are the design characteristics of an effective 

loyalty program? 
   2.   How effective is Nordstrom’s program in terms of 

developing customer loyalty? 
   3.   Whom should Nordstrom target for its loyalty 

program? 
   4.   Is the Nordstrom program worth what it spends to 

reward customers? Why or why not? Explain. 
   5.   Are luxury consumers more drawn to reward/

loyalty programs than are those in other economic 
groups? Are they drawn to different types of 
programs? 

   6.   What do you see as the strengths or weaknesses 
of loyalty programs such as Nordstrom’s Fashion 
Rewards or InCircle at Neiman Marcus?   

  Sources: Bill Brohaugh, “Neiman Marcus Sweet Rewards Target Loy-
alty,”  Colloquy,  March 23, 2007, p. 2; “Nordstrom Launches ‘Fashion 
Rewards,’”  PR Newswire–First Call  (accessed April 26, 2007); Vanessa 
O’Connell, “Posh Retailers Pile on Perks for Top Customers,”  Wall 
Street Journal,  April 26, 2007, p. D1; InCircle Web site, www.incircle.
com/store/catalog/templates/Entry.jhtml?itemId=cat103411&parentI
d=cat103410&parentId=cat000001&icid=points1 (accessed June 23, 
2010); SaksFirst Web site, www.saksfifthavenue.com/SaksFirst/ 
rewards.jsp?bmUID=1277232322125 (accessed June 23, 2010); 
Nordstrom Fashion Rewards Web site, http://about.nordstrom.com/
nordstromfashionrewards/#rewards_1 (accessed June 3, 2010).  

 This case was written by Barton Weitz, University of Florida; 
 Michael Levy, Babson College; and Kate Woodworth. 

Lev30026_cas_536-590.indd Page 561  11/22/10  11:09 AM user-f494Lev30026_cas_536-590.indd Page 561  11/22/10  11:09 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles

www.incircle.com/store/catalog/templates/Entry.jhtml?itemId=cat103411&parentId=cat103410&parentId=cat000001&icid=points1
www.incircle.com/store/catalog/templates/Entry.jhtml?itemId=cat103411&parentId=cat103410&parentId=cat000001&icid=points1
www.saksfifthavenue.com/SaksFirst/rewards.jsp?bmUID=1277232322125
www.saksfifthavenue.com/SaksFirst/rewards.jsp?bmUID=1277232322125
http://about.nordstrom.com/nordstromfashionrewards/#rewards_1
http://about.nordstrom.com/nordstromfashionrewards/#rewards_1
www.incircle.com/store/catalog/templates/Entry.jhtml?itemId=cat103411&parentId=cat103410&parentId=cat000001&icid=points1


562 SECTION V Cases

  Ken Stuart, the founder of the store, has felt pressure 
on profit margins and increased competition, especially 
due to the emergence of the Internet. He tries to remain 
on top of competition by offering new products and a 
wide and deep assortment, but he thinks there might be 
an opportunity to increase the store’s market position by 

 Active Endeavors is an outdoor apparel and accessory re-
tailer located in Iowa City, Iowa. The store is locally 
owned and has been in business for 13 years, and it has a 
reputation for high quality and product innovation. Its 
target market is high-income individuals with an interest 
in outdoor activities and travel. 

      CASE 18  Active Endeavors Analyzes Its Customer Database 

 utilizing a transactional database of its customers. The 
store has the customers’ transaction records, which in-
clude customer name and address, transaction date, 
products and quantity purchased, and purchase price. 
He is thinking of using the transactional database to de-
sign and target a direct mail campaign designed to in-
crease traffic. 
  Ken analyzed the customers’ past purchase behavior us-
ing the RFM analysis and classified the customers into six 
groups (Exhibit 1). The cutoff figures for the classifications 

were unique to the store. He is now contemplating the 
customer profile and what to do with it. 

   DISCUSSION QUESTIONS 
   1.  Describe the type of customers in each group. 
   2.  What would you recommend Active Endeavors do 

to get more business from each group?   

 This case was written by Edward Rhee, Stonehill College. 

 Customer Classification Based on Purchase History 

Customer

 Group Recency Frequency Monetary

 1 Purchased within the last 3 months Purchased 4 or more times Purchased $337.63 or more

 2 Purchased within the last 3 months Purchased once Purchased $18.90 or less

 3 Purchased between the last 3 months and a year Purchased 4 or more times Purchased $338.63 or more

 4 Purchased between the last 3 months and a year Purchased once Purchased $18.90 or less

 5 Purchased more than a year ago Purchased 4 or more times Purchased $337.63 or more

 6 Purchased more than a year ago Purchased once Purchased $18.90 or less

 EXHIBIT 1 

A well-established, medium-size department store in the 
Midwest, Hughe’s satisfies consumers’ needs by featuring 
popular names in fashion for the individual consumer, fam-
ily, and home. It tries to offer a distinctive, wide assortment 
of quality merchandise with personalized customer service. 
The customer services include personal shoppers; credit 
through in-house charge, American Express, and Visa; and 
an interior design studio. Hughe’s pricing policy permits it 
to draw customers from several income brackets. Moderate-
income consumers seeking value and fashion-predictable 
soft goods are target customers, as are upscale customers 
with a special interest in fashion.
 The department store is implementing new marketing 
strategies to prepare for continuing growth and expan-
sion. Hughe’s merchandising philosophy is to attract the 
discerning middle-market customers who make up 70 
percent of the population as well as sophisticated, fashion-
conscious consumers who expect to buy high-quality, 
brand-name merchandise at competitive prices.
 One portion of Hughe’s buying staff is responsible for 
the Oriental rug department within home furnishings. 
The open-to-buy figure for this classification within the 

CASE 19 Developing an Assortment Plan for Hughe’s

 EXHIBIT 1 
 Previous Year’s Fall/Winter Sales Results for Oriental Rugs 

Sales 

Volume $120,000

Markup 51.5%

  Percentage  Percentage

 Size of Sales Fabrication of Sales

 39 3 59 20% Silk 15%

 49 3 69 40 Cotton 25

 69 3 99 15 Wool 60

 89 3 109 10

 99 3 129 15

Sales 

Volume $120,000

Markup 51.5%

  Percentage  Percentage

 Size of Sales Fabrication of Sales

 39 3 59 20% Silk 15%

 49 3 69 40 Cotton 25

 69 3 99 15 Wool 60

 89 3 109 10

 99 3 129 15

home furnishings division will be based on last year’s sales 
history (Exhibit 1).
 It has been projected that a 15 percent increase over 
last year’s sales volume can be attained due to Oriental 
rugs’ continued popularity. This year’s open-to-buy for 
fall/winter will be $66,200.
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 The buying staff will be making its purchases for fall/
winter in Amritsar, India, a city known for top-quality 
carpets. Ghuman Export Private, Ltd., of Amritsar, Pun-
jab, India, is the manufacturer the buyers will contact. Ex-
hibit 2 shows information about Ghuman to use in the 
decision-making process.

DISCUSSION QUESTIONS
1. Work up a buying plan to use when purchasing 

merchandise from Ghuman’s.
2. How should Hughe’s distribute the allotted open-

to-buy dollars among the available sizes, colors, and 
fabrics?

3. Because it is dealing with an overseas manufacturer, 
how should Hughe’s address additional costs, such 
as duties and shipping, that need to be covered by 
the allocated open-to-buy dollars?

This case was prepared by Ann Fairhurst, Indiana University.

 EXHIBIT 2 
 Ghuman’s Wholesale Price List 

 FABRICATION

Size Silk Wool Cotton

3 3 59 $   400 $   250 —

4 3 69 700 500 $200

6 3 99 850 700 275

8 3 109 1,200 1,000 350

9 3 129 1,400 1,300 500

Colors: Background colors available are navy, burgundy, black, 

and cream.

Quantities required for purchase: No minimum orders required.

Payment plan: Payment can be made in American dollars or Indian 

rupees. Letter of credit needs to be established prior to market trip.

Delivery: Air freight—10 to 14 days delivery time; cost is usually 

25 percent of total order.

Ocean freight—39 days plus inland time is necessary; cost is usually 

8–10 percent of total order.

Customer loyalty: Loyalty to customers is exceptional. Damaged 

shipments can be returned. Ghuman’s philosophy is to help the 

 retailers obtain a profit on their product lines.

 FABRICATION

Size Silk Wool Cotton

3 3 59 $   400 $   250 —

4 3 69 700 500 $200

6 3 99 850 700 275

8 3 109 1,200 1,000 350

9 3 129 1,400 1,300 500

Colors: Background colors available are navy, burgundy, black, 

and cream.

Quantities required for purchase: No minimum orders required.

Payment plan: Payment can be made in American dollars or Indian

rupees. Letter of credit needs to be established prior to market trip.

Delivery: Air freight—10 to 14 days delivery time; cost is usually 

25 percent of total order.

Ocean freight—39 days plus inland time is necessary; cost is usually 

8–10 percent of total order.

Customer loyalty: Loyalty to customers is exceptional. Damaged 

shipments can be returned. Ghuman’s philosophy is to help the 

 retailers obtain a profit on their product lines.

tions average about 14 percent of total net sales. The 
breakdown of this figure is 60 percent for markdowns, 
35  percent for employee discounts, and 5 percent for 
shortages. The distribution of reductions is as follows: 

 March April May June July August

Reductions 15% 20% 20% 15% 15% 15%

  Unfortunately, the historical record of stock/sales ratios 
was temporarily misplaced during a recent office move. 
However, Jim has access to the National Retail Federa-
tion’s (NRF’s) guidelines on this type of store and depart-
ment. B-G has a slightly higher than average inventory 
turnover; therefore the NRF figures must be adjusted. 

 March April May June July August

NRF 2.50 1.80 1.55 1.70 1.90 2.55

  B-G is a specialty department store chain headquartered 
in Dallas. The stores are upscale and generally cater to 
upper-middle-class and well-to-do customers. They are 
generally located in the more affluent suburbs and down-
town central business districts throughout the United 
States. By offering high-quality merchandise and a high 
level of service, they are able to promote and maintain 
customer loyalty. In addition, B-G has its own charge card 
and a very liberal return policy. Jim Morris is a buyer for 
mens sportswear. His merchandise manager has asked him 
to prepare a six-month merchandise budget plan for his 
department covering the months March through August. 
  Last year, sales for sportswear during the same six-
month period were $1 million. Due to increased advertis-
ing, inflation, and a general increase in demand for 
sportswear, a 19 percent increase in sales is expected for this 
year. Also, Jim anticipates an additional 10 percent increase 
in the percentage of sales in March due to an increase in 
demand. The demand increase, due to forecasted unseason-
ably warm weather in March, will be offset by decreases in 
April and May of equal amounts, so total sales will be un-
changed. Sportswear has traditionally maintained a high 
level of profitability, with a gross margin of 48 percent. 
  The following are the monthly sales percentages for 
the last three years: 

 March April May June July August

2009 10% 22% 26% 20% 13%  9%

2010 10% 19% 25% 22% 14% 10%

2011 10% 20% 24% 18% 18% 10%

  The expected GMROI is 350 percent, and the fore-
casted ending stock level is 100,000. Total annual reduc-

    CASE 20   Preparing a Merchandise Budget Plan 

STUDENT INSTRUCTIONS
 Your assignment is to assist Jim in the preparation of a 
merchandise budget plan. First, fill out the merchandise 
budget form for six months. You can use either the 
form accompanying this case or the spreadsheet at 
the Online Learning Center. Then, on a separate sheet 
of paper, type and double space a brief but specific 
 explanation of how you derived the following: 
   1.   Adjustments to percentage distribution of sales by 

month. 
   2.   Adjustments to stock/sales ratios.     

This case was written by Michael Levy and Britt Hackmann, Babson 
College.
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ulation of baby boomers dealing with carpal-tunnel syn-
drome and  arthritis created a vast need for ergonomic 
pens, but their design was truly radical. Traditional pen 
manufacturers had been attempting to satisfy the market’s 
need by adjusting a pen’s length or width or the texture of 
the grip—never by varying its basic stick design. 
  Initially, PenAgain focused on small retailers and even-
tually produced $2 million in annual revenue from 5,000 
independent stationery and office supply stores, 200 Sta-
ples in Canada, and various other chain outlets, including 
Fred Meyer and Hobby Lobby. To provide an attractive 
offering to large retailers like Walmart, PenAgain needed 
to lower its prices and obtain high-volume manufacturing 
capability, which meant moving production overseas. It 
lowered its manufacturing costs so that it could offer a 
$3.99 pen, and it expanded its product line to 10 items, 
including a pencil, highlighter, hobby knife, whiteboard 
marker, and children’s writing instrument, all in a wide 
 variety of colors and textures. 
  After talking to local Walmart store managers and 
 attending a trade show hosted by the School, Home, & 

  Wednesday was one of the most important days in Colin 
Roche’s and Bobby Ronsse’s careers. The pair had an ap-
pointment with a Walmart buyer in Bentonville, Arkansas, 
to present their ergonomic pen, the PenAgain, to the 
world’s largest retailer. Getting into Walmart is an entre-
preneur’s equivalent of playing in the Super Bowl. A fa-
vorable response from Walmart would transform their 
invention from a niche product into a household name. 
But getting Walmart to stock a new product in the mature 
writing instrument market was a real challenge. 
  Roche’s path to Bentonville, Arkansas, began during a 
Saturday detention at his Palo Alto, California, high 
school. Roche was playing with a toy robot that doubled 
as a pen and discovered that when he wrote with one in-
dex finger between the robot’s legs, he didn’t need to grip 
the pen as tightly and he no longer experienced writer’s 
cramp. He refined the design while in college, and after 
graduation he teamed with his fraternity brother Ronsse 
to launch Pacific Writing Instruments. They filed for a 
patent, launched a Web site (penagain.com), and set up 
production in the San  Francisco Bay area. The aging pop-

    CASE 21  PenAgain Sells to Walmart 
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 Office Products Association, the partners landed an appoint-
ment with a Walmart buyer. The meeting opened with some 
bad news: “I’ve seen this design before and passed,” the buyer 
said, mentioning a competitor’s product manufactured in 
Korea with a similar shape. Roche quickly responded, “The 
difference is that we are building a brand. Rather than going 
to you first, we’ve got a base of independent retailers and 
distributors worldwide who have already picked us up.” 
(Walmart doesn’t like to account for more than 30 percent of 
a supplier’s total business.) He showed her the testimonials, 
media write-ups, and product extensions. Finally, as their 
time allotment came to a close, the buyer closed her note-
book and said simply, “Okay. We’ll give you a trial period.” 
  But that acceptance was just the beginning. Over the next 
10 months, PenAgain’s founders completed the intensive 
paperwork required to become an official Walmart vendor. 
Walmart placed an order for 48,000 pens and located them 
on end caps in 500 stores. To earn a more permanent shelf 
position throughout the entire chain, PenAgain had to sell 
85 percent of the pens during the one-month trial period. 
The PenAgain model sold for $3.76, compared with a nearly 
identical pen priced at $6.49 on www.amazon.com and more 
than $12 elsewhere. 
  Walmart did not provide any marketing support for 
the pens, and PenAgain was too small to afford traditional 
print or television advertising. So the partners developed a 
viral marketing program, reaching out to their national 
fraternity headquarters and consumer groups that had al-
ready shown interest in the PenAgain. The company also 
marketed through its general e-mail list of some 10,000 
customers who regularly bought the pens. 
  The Walmart buyer did not have time to monitor 
pen sales, so the partners tracked daily sales over the In-
ternet, using Walmart’s Retail Link software system. The 
PenAgain founders also produced an extra 100 displays for 
use in Walmart stores and kept them in their own ware-

house. PenAgain then hired a merchant service organiza-
tion, a third-party group that sends representatives into 
stores to check out display placement and consumer traf-
fic and then report back electronically to the supplier. 
  In providing its products, PenAgain had to adhere to 
Walmart’s detailed packaging and shipping requirements, 
which specified the thickness of the cardboard used for 
display cartons; the placement of a reddish stripe around 
the shipping container to help Walmart employees know 
where to place the merchandise in the stores; and ship-
ping labels that included purchase order numbers, distri-
bution center details, and other information. 
  As the PenAgain partners prepare for what may be the 
most crucial 30 days of their business careers, they seem 
realistic about the challenges 
ahead. “There are things that 
could go tremendously well, 
and things that could sink,” 
Roche says. “We have a lot 
on the line, and honestly, we 
are nervous as hell.”  

   DISCUSSION QUESTIONS 
   1.   What are the key steps that PenAgain took to get 

Walmart to stock its products? 
   2.   If you were one of PenAgain’s small retail custom-

ers, how would you react to the company’s selling 
its products through Walmart? 

   3.   Forecast sales for PenAgain in the 30-day trial.   

  Sources: www.penagain.com (accessed July 15, 2010); Gwendolyn 
Bounds, “The Long Road to Walmart,”  Wall Street Journal,  
September 19, 2005, p. R1; Gwendolyn Bounds, “One Mount 
to Make It,”  Wall Street Journal,  May 30, 2006, p. B1  

 This case was written by Barton Weitz, University of Florida. 

 REFACT 
 Each year, about 10,000 new 
products are presented to 
Walmart buyers. Only 200 
are stocked in its stores. 

  The year 1975 saw the tail end of a recession that came 
on the heels of the 1973 Arab oil embargo, the fall of 
 Saigon, and the resignation of Richard Nixon. That same 
year, Jake Jabs took over the American Furniture Com-
pany in Denver, Colorado, renamed it American Furni-
ture Warehouse (AFW), and started turning it into 
a high-volume discount home furnishings retailer. Jabs 
responded to concerns that resonated with consumers in 
a tough economy: tighter pocketbooks, job insecurity, ris-
ing energy costs, a growing number of households as 
baby boomers branched out, and greater receptivity to 
generic products. Jabs was an experienced furniture re-
tailer and had operated his own furniture manufacturing 
concern. Unbeknown to Jabs at the time, global sourcing 
would become a more prominent way for his company to 
stock its showrooms. 
  Fast-forward to the present. Consumers’ tastes change 
at a faster clip. They have higher standards than ever, and 
they demand bargains. As an inherently frugal man, Jake 
Jabs loves to give the public good value while keeping 
overhead low 

  Jabs is the CEO, but he employs no executives. No ti-
tles of vice president or executive vice president are any-
where in sight. The company is family-owned and is not 
beholden to stockholders demanding that high profit 
margins or quarterly objectives be met. Without pressure 
from such entities, AFW has continued to grow and 
thrive. Jake Jabs obsessively trolls for ideas on how to keep 
prices low, quality high, and merchandise current. 
  People from all over the western United States visit 
AFW’s megastores. They are intrigued with the values and 
constantly ask that AFW open a showroom near them. To 
date, AFW has preferred to remain a regional player. Its 
buys are based on the preferences and trends of Colorado 
customers. 
  Some of the many tenets to which AFW subscribes in-
clude striving to offer the lowest prices and the best guarantee, 
employing a no-pressure sales staff, having the best displays 
and selection, employing a careful delivery staff that works 
seven days a week, providing outstanding product informa-
tion and customer service, and repairing merchandise on-site 
rather than shipping anything back to the manufacturer. 

     CASE 22  American Furniture Warehouse Sources Globally 
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the total purchase price. Once merchandise arrives at one 
of two distribution centers, it is placed into storage and 
samples are immediately shipped to the showrooms. 
  AFW makes it a policy not to return merchandise to a 
factory. If something is broken, its staff of 120 trained ser-
vice technicians can repair just about any furniture prob-
lem they may encounter, often for pennies. Because of its 
no-return policy, if it makes a buying error, AFW will 
mark down the item and not repurchase it. With no re-
turns to process, vendors sell to AFW for up to 15 percent 
less than to other retailers for that reason alone. 
  Artisans in Mexico make and sell accessories to AFW 
by the truckload. Recently, the accessories buyer was in 
Mexico at the invitation of the Mexican government. She 
was advising a group of artisans on what to create to ap-
peal to the Colorado market. Because AFW buys items in 
bulk, it saves up to 50 percent over what competitors pay 
for similar items. Jake Jabs would like to replicate this sort 
of activity in other product categories in other countries. 
He is pondering the best way to do this. 
  AFW takes chances on new, upstart vendors that other 
retailers may not have discovered. There are risks and re-
wards to this strategy, but AFW has found the rewards 
outweigh the risks, on balance. 

  In the 35 years AFW has been operating, it has forged 
strong vendor relationships worldwide. In fact, AFW 
sources goods from 30 different countries. Its major trading 
partners include Malaysia, Indonesia, China, Vietnam, and 
Mexico. It has a buying office in Asia. Its reputation has ma-
tured to the point where vendors travel up to 250 miles to 
bring samples to a foreign AFW buying office. AFW’s small 
buying staff maximizes its time by having vendors come to 
buyers at specified dates and times; buyers no longer have to 
make arduous trips through countries such as China. In-
stead, they spend their time efficiently visiting stateside 
wholesale market centers and trade shows and working out 
of the AFW buying offices the majority of the time. 
  One of the dilemmas AFW has been grappling with 
centers around setting guidelines under which it will make 
time to see a new vendor. AFW’s reputation is well known, 
and vendors clamor to get appointments with Jabs and his 
team on their limited market and trade show visits. 
  Many factories in developing countries have lower cost 
structures than those closer to home, often due to less 
stringent government regulations, lower pay, and fewer 
benefits for workers. Foreign factories often specialize in 
manufacturing one or two items well rather than con-
stantly changing what product is on the assembly line, as 
is often the case in the United States. The one- or two-
line process is less flexible but more cost-effective. 
  Since AFW sells so much, it is able to buy in volume. It 
directly imports full containers of merchandise. Its buying 
staff travels the world looking for the best deals. As a result, 
buyers are often able to negotiate prices 30 to 60 percent 
less than competitors’ prices for comparable merchandise. 
This is due in part to the size of the order and the manner 
in which it is shipped. AFW sometimes pays in advance to 
get a better price, and it has a policy of always paying on 
time—a value factories respect and reward. Jake Jabs is 
 exploring other ways in which AFW can differentiate itself 
in the buying process. 
  An example of how AFW has applied creative problem 
solving to reduce cost unfolds through its decision to 
build its own chairs, saving dramatically on freight costs. A 
garden-variety hardwood dinette chair can be manufac-
tured abroad and the pieces assembled at AFW for much 
less than the cost if it were shipped already assembled. 
Typically, 1,000 assembled dinette chairs fit in a standard-
size container. AFW buys 4,000 identical chairs in pieces 
and fits them in that same container. It pays its domestic 
workers roughly $2 per chair to assemble them and can 
sell each chair at retail for less than what other retailers 
pay for the same chair at wholesale. 
  Yet another manifestation of its creative solutions to 
cost-reduction: AFW takes delivery on blanket-wrapped 
merchandise rather than carton-wrapped. Not only are 
the blankets reusable, but not putting the merchandise in 
cartons in the first place can save as much as 5 percent on 

 DISCUSSION QUESTIONS 
   1.   Factories in many developing nations have lower cost 

structures, but that is often attributable to fewer bene-
fits and lower wages for workers. What are the ethical 
trade-offs for retailers and shoppers when merchan-
dise is sourced from countries where labor practices 
fall short of standards Americans deem acceptable? 
Do shoppers really care about workers halfway across 
the globe, or are they more concerned about how 
many dollars are flowing out of their own pockets? 

   2.   The world is our marketplace. AFW employs global 
sourcing, uses many negotiating tactics and shifts 
channel tasks to keep its costs as low as possible. 
Enumerate the tactics AFW uses to keep its prices 
low. What other strategies and tactics could a furni-
ture retailer use to hold the line on  retail prices? 

   3.   What criteria should AFW use when deciding 
whether to see a new vendor? How might it apply 
some of its best practices with its biggest vendors 
to new, smaller vendors? What strategies or inno-
vations could it employ to stretch the productivity 
of its buying staff?   

  Sources: Jake Jabs,  An American Tiger: An Autobiography  (Denver, CO: 
2000); conversation with Jake Jabs, October 9, 2009, in Parker, CO.  

 This case was written by Lexi Hutto, The Metropolitan State 
 College of Denver. 

months. His product line focused on juniors (ages 13 to 22) 
and contained an even balance of company- developed pri-
vate labels and national-brand offerings. Recently, however, 
an opportunity had been presented to develop an exclusive 

  Jason Miller had just returned from a company strategy 
meeting and began to consider how to strengthen his mer-
chandise assortment. He was a new buyer in the women’s 
apparel area, having been with the company only three 

      CASE 23  Merchandise Exclusively for JCPenney 
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“co-brand” with an outside designer who was well known in 
the area of fashion and whose television career had been a 
huge success throughout the United States during the past 
several years. This designer was highly recognized by the 
teen market and offered products with a level of fashion not 
in the current JCPenney assortment. Jason sat in his office 
and considered all of the potential risks and benefits to add-
ing this product line. He didn’t want to make a huge finan-
cial investment in an unproven product line for the midtier 
department store retailer. However, he believed that this 
was a “once-in-a-lifetime” opportunity to partner with a 
highly recognized name in fashion and that this decision 
could help him gain additional market share. He also be-
lieved that success of this co-brand would put him on the 
fast track within the organization. 
  JCPenney had continued to pursue partnerships with 
key designers and manufacturers as part of an overall com-
pany strategy to differentiate itself from the competition. 
The “Exclusive to JCPenney” co-brands had been used in 
a number of different departments spread across the com-
pany; they included brands such as American Living by 
Ralph Lauren’s Global Brand Concepts in the men’s, wom-
en’s, and baby areas, along with the recent addition of 
Cindy Crawford’s Style in the home furnishings and acces-
sories area. Other exclusive co-branding partnerships in 
the apparel lines with Liz Claiborne and  Nicole Miller had 
increased the level of fashion for the company, and Jason 
believed that this was an important strategy that he should 
include, at least in part, for his future purchases. While list-
ing the positives and negatives of developing a new exclu-
sive brand in the juniors’ area, he noted the following: 

     Positives 

   1.   The ability to add market share by increasing product 
visibility and name-brand awareness. 

   2.   Added advertising benefits from television exposure of 
the co-branding partner. 

   3.   Increase of fashion level for both co-branded items 
and overall assortment. 

   4.   Continue to stay in line with company directive of 
 utilizing exclusive brands. 

   5.   Point of differentiation from competitors who could 
not carry the product line. 

     Negatives 

   1.   High level of risk involved for introduction of new 
product line. 

   2.   Product development issues concerning design, devel-
opment, and delivery standards. 

   3.   Contract terms more complex than with private-label 
or national-branded products. 

   4.   Possible negative effect on sales for other items in 
product assortment. 

    After listing these positives and negatives, Jason de-
cided to meet with his boss and discuss the idea further. 
During the meeting, he inquired about the level of com-
mitment that he would have to make in terms of develop-
ing this exclusive co-brand. He was informed that there 
would be at least a three-year commitment required by 
the designer on this product line if they were to move for-

ward. Upon further discussion, it was learned that the 
three years was necessary to cover both fixed and variable 
costs that would be shared or co-opted with the designer. 
These costs  included advertising and promotional sig-
nage, capital expenditures on fixtures to support the new 
brand shop, and overall product development. 
  One key concern for Jason was the three-year commit-
ment for the initial contract. While some of the current ex-
clusive co-branded items were selling well in various areas of 
the company, not all were performing above initial expecta-
tions. Jason noted in his research on previous company ex-
clusive brands that the True Beauty by Emme apparel line, 
introduced by full-figured fashion model Emme to the 
JCPenney stores in 2003, was no longer available. He also 
considered the recent movement of fashion designer Isaac 
Mizrahi from Target to Liz Claiborne as an example of a 
potential risk to new product development. “What if we 
spend all of this time and effort developing a brand, only to 
have the designer move to a competitor?” Jason thought. He 
also wondered what would happen if the product did not 
meet expected sales or profit performance expectations. 
How would the juniors’ area handle poor-performing items, 
especially in the current economic environment? 
  Finally, Jason considered how well the new product line 
would be accepted by his true customers, 13- to 22-year-
old girls. Above the normal decisions concerning price and 
the item-specific decisions about sizes, color, and quantity, 
Jason had to wonder how popular these items would be in 
a year or two, given the fickle and trendy nature of teens 
and young adults today. Would the target customers still 
consider these exclusive items to be cool in a year or two? 
Are teenagers willing to shop JCPenney stores exclusively 
for these designer items? All of these questions and pend-
ing uncertainty weighed on Jason as he picked up the 
phone to schedule a meeting with his boss, the divisional 
merchandise manager, to make a final decision. 

 DISCUSSION QUESTIONS 
   1.   What are the key financial considerations in develop-

ing exclusive co-brands? How does the current eco-
nomic environment benefit or hinder this strategy? 

   2.   What effect does an exclusive co-brand have on 
customer perceptions of the retailer or designer? 
Does this perception change if the co-brand is 
discontinued? 

   3.   Describe the basic difference between a private 
brand, co-brand, and national brand. What are the 
benefits of each, and how do they affect one another? 

   4.   How is Jason’s target market more or less attractive 
than other markets JCPenney serves? 

   5.   What do you think Jason should do concerning his 
decision? Defend your answer.   

 Sources :  www.jcpenneybrands.com (accessed July 15, 2010); “Grace 
Woman,”  State of Grace,  March–April 2003, www.emmestyle.com/
uploads/6604ae13d0/2003%20Grace%20Woman%20Magzine%20
March%20April%202003.pdf (accessed November 10, 2009); 
E. Wilson and M. Barbaro, “Isaac Mizrahi Leaves Target to Revamp 
Liz Claiborne,”  New York Times , January 16, 2008. 

 This case was written by Jeffrey M. Campbell, The University of 
Tennessee, Knoxville. 
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 DISCUSSION QUESTIONS 
  1.   What prices caused Courtney’s new charges? 
   2.   Which price would result in the highest profit? 
   3.   What other factors should Courtney’s consider? 
  4.   What price would you charge, and how many units 

would you order? 

This case was written by Professor David Ehrlich, Marymount 
University.

unnecessarily, especially considering the markup would be 
even lower than last year. Even if we run into price resis-
tance, we’ll only have to sell 480 to maintain the same 
 dollar volume.” 
  The owner demurs, saying, “This scent is part of our 
store’s ambience. It acts as a draw to get people into the 
store, and its pleasant smell keeps them in a free-spending 
state of mind. I think we should keep the price at $9.95, 
despite the poorer markup. And if we can sell many more 
at this price, we’ll realize the same dollar gross margin as 
last year. I think we should buy 1,000. Furthermore, if 
people see us raising a familiar item’s price 25 percent, 
they might wonder whether our other prices are fair.” 

  For the past two Christmas seasons, Courtney’s, an up-
scale gift store, has carried a sweet-smelling potpourri in a 
plastic bag with an attractive ribbon. Heavily scented with 
cloves, the mixture gives a pleasant holiday aroma to any 
room, including the store. 
  Two years ago, the mixture cost $4.50 a bag. Courtney’s 
(the only store in town that carried it) sold 300 pieces for 
$9.50. Courtney’s supply ran out 10 days before Christ-
mas, and it was too late to get any more. 
  Last year, the manufacturer raised the price to $5.00, so 
Courtney’s raised its retail price to $9.95. Even though the 
markup was lower than that in the previous year, the store 
owner felt there was “magic” in the $10 ($9.95) price. As 
before, the store had a complete sellout, this time five days 
before Christmas. Sales last year were 600 units. 
  This year, the wholesale price has gone up to $5.50, 
and store personnel are trying to determine the correct 
retail price. The owner once again wants to hold the price 
at $10 ($9.95), but the buyer disagrees: “It’s my job to 
push for the highest possible markup wherever I can. This 
item is a sure seller, as we’re still the only store around 
with it, and we had some unsatisfied demand last year. I 
think we should mark it $12.50, which will improve the 
markup to 56 percent. Staying at $10 will penalize us 

        CASE 24  How Much for a Good Smell? 

  A consumer electronics chain in the Washington, D.C., 
area is planning a big sale in its suburban Virginia ware-
house over the three-day President’s Day weekend (Satur-
day through Monday). On sale will be nearly $2 million 
worth of consumer electronics products—50 percent of 
the merchandise sold in the store. The company hopes to 
realize at least $900,000 in sales during the three days. In 
the retailer’s past experience, the first day’s sales were 
50 percent of the total. The second day’s were 35 percent, 
and the last day’s, 15 percent. One of every two customers 
who came made a purchase. 
  Furthermore, the retailer knows that large numbers of 
people always flock to such sales, some driving as far as 50 
miles. They come from all economic levels, but all are 
confirmed bargain hunters. You’re the assistant to the 
general merchandise manager, who has asked you to plan 
the event’s marketing campaign. You have the following 
information: 

   1.   A full-page  Washington Post  ad costs $10,000, a half-
page ad costs $6,000, and a quarter-page ad costs 
$3,500. To get the maximum value from a newspaper 
campaign, it is company policy to run two ads (not 
necessarily the same size) for such events. 

   2.   The local northern Virginia paper is printed weekly 
and distributed free to some 15,000 households. Ads 
cost $700 for a full page and $400 for a half page. 

   3.   To get adequate TV coverage, at least three channels 
must be used, with a minimum of eight 30-second spots 

on each at $500 per spot, spread over three or more 
days. Producing a television advertisement costs $3,000. 

   4.   The store has contracts with three radio stations. 
One appeals to a broad, general audience aged 25 
to 34 years. One is popular with the 18-to-25 age 
group. The third, a classical music station, has a 
small but wealthy audience. Minimum costs for a 
 saturation  radio campaign, including production, 
on all three  stations are $8,000, $5,000, and $3,000, 
respectively. 

   5.   Producing and mailing a full-color flyer to the store’s 
80,000 charge customers costs $10,000. When the 
company used such a mailing piece before, about 
3 percent of recipients responded.    

    CASE 25   Promoting a Sale 

 DISCUSSION QUESTIONS 
   1.   Knowing that the company wants a mixed-media 

ad campaign to support this event, prepare an ad 
plan for the general merchandise manager that 
costs no more than $40,000. 

   2.   Work out the daily scheduling of all advertising. 
   3.   Work out the dollars to be devoted to each 

medium. 
   4.   Justify your plan.   

 This case was prepared by David Ehrlich, Marymount University. 
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 Australia’s oldest retailer evolved from Appleton and Jones 
in 1835 to David Jones in 1838. Today, David Jones, or sim-
ply DJs, has dozens of department stores, predominantly in 
Australia’s capital cities. Similar to many retailers, and de-
spite having a mail-order business since the late 1800s, DJs 
suffered a few missteps with its online presence in the early 
2000s. Now however, the David Jones Web site, davidjones.
com.au, is integral to DJs’ daily operations. 
  Chris Taylor, a recent university graduate, manages 
DJs’ online presence. Thanks to its successful Web site 
and changing media habits, David Jones is considering 
online advertising to drive targeted traffic to the Web site. 
Given the prominence of Google and sponsored search, 
Chris would like to test Google AdWords. 
  Starting late last century, search engines began to de-
velop interactive advertising models based on user interests, 
such as keywords typed into a search engine. The concept, 
sponsored search,  aligns online advertisements with search en-
gine queries. In sponsored search—also known as paid 
search, keyword advertising, pay-per-click (PPC) advertis-
ing, and search advertising—advertisers pay for search en-
gine traffic to their Web sites via link-based ads that search 
engines display in response to user queries. Thus, if a user 
searches Google using the keyword  retailers,  AdWords ads 
that mention retailing would appear. If the user clicks on an 
ad, the user then goes to a specific Web page—the landing 
page—on the advertiser’s Web site. 
  As the leading search engine, Google has driven devel-
opments in sponsored search beyond search engine re-
sults. In addition to placing advertisements on Google and 
affiliated search engine results, such as AOL.com and Ask.
com, advertisers can place AdWords on other Web sites. 
Via its content network, Google dynamically matches ads 
to a Web page’s content and pays the Web site owner if a 
visitor clicks on the ad. Google’s content network includes 
millions of Web sites in over 100 countries and 20 lan-
guages, such as the British travel site Lonely Planet and 
the French television channel M6. In the United States, 
for example, the  New York Times  earns revenue by placing 
AdWords on its Web pages. Thus, advertisers can place 
AdWords on search engine results and on the millions of 
Web sites in Google’s content network. 
  AdWords are simple text-based ads with four lines of 
copy predominantly in the right-hand column and at the 
top of Google search results. The first line, or headline, 
has a maximum of 25 characters. The next two lines and 
the final line with the Web site address have a maximum 
of 35 characters each. Two sample AdWords advertise-
ments for David Jones are shown in Exhibit 1. The copy is 
identical except for the first half of the third line, “Great 
holiday specials” versus “Expanded holiday hours.” The ad 
on the left should interest value-conscious market seg-
ments, while the one on the right should attract consum-
ers seeking after-hours shopping. 
        In addition to their simple and nonintrusive nature, 
AdWords’ advantages over traditional advertising such as 
print or television include better segmentation and more 
direct targeting. Advertisers select the keywords and the 

geographic location of the person doing the search. For 
geographic segmentation, David Jones might want its ads 
to appear only for people in a key source market such as 
Sydney or Melbourne. 
  To target consumer interests, David Jones could use 
keywords such as  Christmas, holidays, shopping,  and  retailers.
But these keywords could be too expensive because they 
are so generic. Although generic terms may attract clicks 
on an AdWords advertisement, many of these clicks may 
be from random rather than targeted David Jones Web 
shoppers. Unlike a cost-per-thousand model based on im-
pressions, this contextual advertising based on keywords 
charges advertisers on a cost-per-click basis. Chris and her 
team want to pay for targeted clicks. 
  To minimize paying for unwanted clicks, online adver-
tisers also include negative keywords such as  cheap  or  free . 
Including the negative keyword  cheap  alongside the key-
words  Christmas  and  shopping  means that no AdWords ads 
will show on search results for users keying in the three 
keywords  cheap ,  Christmas,  and  shopping . 
  Furthermore, advertisers bid on the cost per click in a 
dynamic auction. When many advertisers bid on generic 
terms such as  Christmas  and  shopping,  this drives the cost 
up for these keywords. Thus clever advertisers bid on spe-
cific phrases such as  Christmas shopping  rather than on 
Christmas  and  shopping . 
  Chris and her team use four Google Web sites to un-
derstand and determine applicable content network Web 
sites, keywords, and estimated keyword costs: 

 •   Google AdWords Glossary (https://adwords.google.
com/support/bin/topic.py?topic=29) 

 •   Google Content Network (http://www.google.com/
adwords/contentnetwork/) 

 •   Google Keyword Tool (https://adwords.google.com/
select/KeywordToolExternal) 

 •   Google Traffic Estimator (https://adwords.google.
com/select/TrafficEstimatorSandbox) 

    As AdWords accounts are easy to set up and manage, 
the testing possibilities are many. Major considerations 
that Chris and her team would like to test include: 

 •   Appropriate keywords, keyword phrases, and negative 
keywords 

 •   Geographic segmentation 
 •   Advertising copy and appeals 
 •   Keyword pricing 

     CASE 26   Target Marketing with Google AdWords 

 EXHIBIT 1 
 Sample AdWords 

   Christmas at David Jones   Christmas at David Jones 

 Convenient major city   Convenient major city 

locations locations

 Great holiday specials;    Expanded holiday hours; 

visit now visit now

 DavidJones.com.au       DavidJones.com.au   
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 DISCUSSION QUESTIONS 
   1.   On the basis of your review of the David Jones Web 

site davidjones.com.au, use examples to explain how 
different sections of the home page serve different 
audiences. What other audiences would you suggest 
David Jones serve via its Web site? Why? 

   2.   On the basis of your review of the David Jones 
Web site, davidjones.com.au, design three separate 
AdWords advertisements.   

 This case was written by Jamie Murphy, Murdoch Business School; 
Meghan O’Farrell, Google; and Alex Gibelalde, Google. 

intelligence and motivation. Rather than recruiting stu-
dents with the highest GPA, it focuses on hiring people 
who were athletes or officers of social organizations, such 
as fraternities, sororities, and clubs, because they typically 
have the good interpersonal skills needed to deal effec-
tively with Enterprise’s varied customers. 
  Jack Taylor’s growth strategy is based on providing 
high-quality, personalized service so that customers will 
return to Enterprise when they need to rent a car again. 
One of his often-quoted sayings summarizes his philoso-
phy: “If you take care of your customers and employees, 
the bottom line will take care of itself.” But because oper-
ating managers initially were compensated on the basis of 
sales growth, not customer satisfaction, service quality 
declined. 
  The first step Enterprise took to improve customer 
service was to develop a customer satisfaction measure, 
called the Enterprise Service Quality Index. The ques-
tionnaire that customers complete to assess ESQI was de-
veloped on the basis of input from operating managers, 
which in turn gave those managers a sense of ownership of 
the measurement tool. As ESQI gained legitimacy, Enter-
prise made a bigger deal of it. It posted the scores for each 
location prominently in its monthly operating reports—
right next to the net profit numbers that determined man-
agers’ pay. The operating managers were able to track 
how they were doing and how all their peers were doing 
because all of the locations were ranked. 
  Feedback is also provided to service providers. If a cus-
tomer mentions in the questionnaire that “I really liked 
Jill behind the counter; she just was terrific,” that com-
ment gets sent the very next morning to the local branch 
so that Jill knows that she did a great job and that a cus-
tomer said something nice about her. Likewise, if some-
body said that a car was dirty, the next day the local 
manager knows it and can determine why it happened. 
  To increase motivation among managers and improve 
service at their locations, Enterprise also announced 
that managers could be promoted only if their customer 

  Enterprise, with annual sales of more than $13 billion, is 
the largest and most profitable car-rental business in 
North America. The company runs more than 6,000 loca-
tions that fall within 15 miles of 90 percent of the U.S. 
population. Enterprise also operates in Canada, Germany, 
Ireland, and the United Kingdom. 
 When Jack Taylor started Enterprise in 1957, he 
adopted a unique strategy. Most car-rental firms targeted 
business and leisure travel customers who arrived at an air-
port and needed to rent a car for local transportation. Taylor 
decided to target a different segment—drivers whose own 
cars were being repaired or who were driving on vacation, 
hauling home improvement materials, in need of an extra 
vehicle for an out-of-town guest, or for some other reason 
simply needed an extra car for a few days. 
  Traditional car rental companies must charge rela-
tively high daily rates because their locations in or near 
airports are expensive. In addition, their business custom-
ers are price-insensitive, because their companies pay for 
the rental expenses. While the airport locations are con-
venient for business customers, these locations are incon-
venient for people seeking a replacement car while their 
car is in the shop. Although Enterprise has airport loca-
tions, it also maintains rental offices in downtown and 
suburban areas, near where its target market lives and 
works. The firm provides local pickup and delivery ser-
vice in most areas. 
  Enterprise also rewards entrepreneurship at a local 
level. The company fosters a sense of ownership among its 
employees. For example, its management training pro-
gram starts by defining a clear career path for each man-
agement trainee. Then it teaches employees how to build 
their own business. Their compensation is tied directly to 
the financial results of the local operation. Employees 
from the rental branch offices often advance to the high-
est levels of operating management. 
  The firm hires college graduates—8,000 each year 
from 1,000 campuses—for its management trainee posi-
tions because it believes a college degree demonstrates 

     CASE 27  Enterprise Rent-A-Car Focuses on Its People 

   •   Google’s content network 
   •   Aligning the landing page with the AdWords copy 

    The final point above—the landing page—leads to a 
key aspect of David Jones’ online presence, its Web site. 
As davidjones.com.au illustrates, the Web site serves many 
target markets and offers many products. For example, 
online visitors may find information on store events, em-
ployment, publicly traded stock shares, and registration 
for e-mail alerts and bridal registries, as well as traditional 
department store products such as clothing. Effective Ad-
Words align the advertising copy with the landing page. 
That is, the advertisement directs consumers to a relevant 
Web page rather than to the David Jones home page at 
davidjones.com.au. The left-column ad in Exhibit 1, 
which focuses on holiday specials, would take visitors to a 
landing page with holiday specials. Similarly, the right-

column ad in Table 1 would take visitors to a landing page 
featuring expanded  holiday hours.  
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satisfaction scores were above the company average. 
Then it demonstrated that it would abide by this policy 
by failing to promote some star performers who had 
achieved good growth and profit numbers but had below-
average satisfaction scores. 
  To provide a high level of service, new employees gen-
erally work long, grueling hours for what many see as 
relatively low pay. Before they are put in a branch and 
learn how to rent a car, Enterprise tells new hires about 
what the company means, what is important to custom-
ers, and what it deems important in terms of being a good 
team member. The company operates like a confedera-
tion of small businesses. New employees, like all Enter-
prise managers, are expected to jump in and help wash or 
vacuum cars when the location gets backed up. But all 
this hard work can pay off. The firm does not hire outsid-
ers for other than entry-level jobs. At Enterprise, every 
position is filled by promoting someone already inside 
the company. Thus, Enterprise employees know that if 
they work hard and do their best, they may very well suc-

 DISCUSSION QUESTIONS 
   1.   What are the pros and cons of Enterprise’s human 

resource management strategy? 
   2.   Would you want to work for Enterprise? Why or 

why not? 
   3.   How does its human resource strategy complement 

the quality of customer service delivered by its 
representatives?   

  Sources: Fay Hansen, “Enterprises’s Recruiting Model Transforms 
Interns into Managers,”  Workforce Management Online,  May 2009; 
www.erac.com (accessed July 14, 2010); www.enterprise.com (accessed 
July 14, 2010); http://images.businessweek.com/ss/10/02/0218_ 
customer_service_champs/1.htm (accessed July 14, 2010).  

 This case was written by Barton Weitz, University of Florida. 

  Ruth Diamond, president of Diamond Furriers, was con-
cerned that sales in her store appeared to have flattened 
out. She was considering establishing a different method 
for compensating her salespeople. 
  Diamond was located in an affluent suburb of Nashville, 
Tennessee. Ruth’s father had founded the company 40 years 
earlier, and she had grown up working in the business. After 
his retirement in 1980, she moved the store into an upscale 
shopping mall not far from its previous location and sales 
boomed almost immediately, rising to just over $1 million 
in five years. However, once it reached that sales volume, it 
remained there for the next three years, making Ruth won-
der whether her salespeople had sufficient incentive to sell 
more aggressively. 
  Diamond’s staff was all women, ranging in age from 27 
to 58 years. There were four full-timers and four part-
timers (20 hours a week), all of whom had at least three 
years of experience in the store. All of them were paid at 
the same hourly rate, $10, with liberal health benefits. 
Employee morale was excellent, and the entire staff dis-
played strong personal loyalty to Diamond. 
  The store was open 78 hours a week, which meant that 
there was nearly always a minimum staff of three on the 
floor, rising to six at peak periods. Diamond’s merchandise 
consisted exclusively of fur coats and jackets, ranging in 
price from $750 to more than $5,000. The average unit 
sale was about $2,000. Full-timers’ annual sales averaged 
about $160,000, and the part-timers’ were a little over half 
of that. 
  Diamond’s concern about sales transcended her appre-
ciation for her loyalty toward her employees. She asked 
them, for example, to maintain customer files and call 
their customers when new styles came in. Although some 
of them were more diligent about this than others, none 
of them appeared to want to be especially aggressive about 
promoting sales. 

  She began to investigate commission systems and dis-
cussed them with some of her contacts in the trade. All 
suggested lowering the salespeople’s base pay and install-
ing either a fixed or a variable commission rate system. 
  One idea was to lower the base hourly rate from $10 to 
$7 and let them make up the difference through a 4 per-
cent commission on all sales, to be paid monthly. Such an 
arrangement would allow them all to earn the same as 
they currently do. 
  However, she also realized that such a system would 
provide no incentive to sell the higher-priced furs, which 
she recognized might be a way to improve overall sales. So 
she also considered offering to pay 3 percent on items 
priced below $2,000 and 5 percent on all those above. 
  Either of these systems would require considerable ex-
tra bookkeeping. Returns would have to be deducted from 
commissions. And she was also concerned that disputes 
might arise among her people from time to time over who 
had actually made the sale. So she conceived of a third al-
ternative, which was to leave the hourly rates the same but 
pay a flat bonus of 4 percent of all sales over $1 million 
and then divide it among the salespeople on the basis of 
the proportion of hours each had actually worked. This 
“commission” would be paid annually, in the form of a 
Christmas bonus.      

     CASE 28  Diamond in the Rough 

 DISCUSSION QUESTIONS 
   1.   What are the advantages and disadvantages of the 

various alternatives Ruth Diamond is considering? 
   2.   Do you have any other suggestions for improving 

the store’s sales? 
   3.   What would you recommend? Why?    

 This case was prepared by Professor David Ehrlich, Marymount 
University. 

ceed in moving up the corporate ladder and earn a sig-
nificant income.  
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  To meet the needs of these customers, Sephora pro-
vides all of its consultants with a four-day course that 
teaches them the science and uses of the products sold in 
stores. Consultants desirous of more education can enroll 
in advanced classes. Successful completion of these classes 
results in an “expert” pin for skin care, color, and  fragrance. 
Consultants wear their pins in stores so that customers 
know whom to go to for more information. 
  Classes are taught at Sephora University, the compa-
ny’s San Francisco–based training facility that opened in 
2007. Using skills gained at the university, consultants an-
swer customer questions, help women find the best solu-
tion to their skin care and beauty needs, and provide free, 
10-minute  in-store “express services” on a one-on-one ba-
sis to customers, covering specific topics such as matching 
foundation and skin type or transitioning makeup from 
day to night. Unlike department stores, where these learn-
ing sessions  occur at the counter, Sephora express services 
occur in a  salonlike setting on the store floor. Learning 
opportunities are directed to both consultants and manag-
ers so that all employees have the full range of knowledge 
they need to provide an optimal shopping experience for 
customers and the skills and insights necessary to run a 
successful and  innovative cosmetic and skin care 
company. 
  This multichannel retailer also reaches customers 
through its highly interactive Web site (sephora.com). 
Shoppers using the Web site can search by hundreds of 
class and prestige brands, product category, editor’s 
picks, hot new items, and Sephora favorites. Many retail-
ers have been unsuccessful selling cosmetics online be-
cause customers cannot “touch and feel” products, 
because beauty products cannot be displayed properly in 
a two-dimensional format, or for reasons not yet under-
stood. Yet Sephora has, once again, managed to set itself 
apart from competitors by making its Web site work 
while still yielding a profit. Some of the brands offered 
online are difficult to find in department stores, so the 
convenience of the Sephora site has tremendous appeal. 
For women who use a variety of brands, Sephora’s one-
stop shopping is also a significant asset. Women know 
they can find the brands they love at a reasonable price 
with no hassles. 
  Sephora also uses direct mail to market its products 
and services. Catalogs mailed several times each year in-
clude beauty tips and trends and showcase a variety of 
brands and products. 
  In October 2006, Sephora began expanding its reach 
even further by opening stores inside JCPenney stores. At 
about 1,500 square feet, these stores within stores are 
smaller than their stand-alone counterparts and are the 
only beauty offering inside JCPenney. The assortment 
comprises nearly 50 brands; additional offerings include 
the Beauty Studio, with its 10-minute express services. In 
2007, Sephora launched Beauty Insider, the company’s 
loyalty program. Members accumulate points for pur-
chases, and these points can be redeemed for perks like 
free samples or limited-edition products.  

  Sephora, a division of Moet Hennessy Louis Vuitton SA 
(LVMH), the world’s largest luxury goods company, is an 
innovative retail concept from France that is changing the 
way cosmetics are sold. The store first arrived in the 
United States in mid-1998 with two store locations, in 
New York and Miami. Its flagship store, encompassing 
21,000 square feet, opened in Rockefeller Center in New 
York City in October 1999. Now Sephora operates ap-
proximately 1,000 stores in 14 countries worldwide, in-
cluding 250 stand-alone stores in the United States and 
another 150 locations inside JCPenney department stores. 
In addition to its strong presence throughout the United 
States, it also runs stores in Canada, China, the Czech Re-
public, France, Greece, Italy, Luxembourg, the Middle 
East, Monaco, Netherlands, Poland, Portugal, Romania, 
Russia, Spain, and Turkey. The company continues to 
 expand both in the United States and globally. 
  Most fashion-oriented cosmetics are still sold in depart-
ment stores. The scent and cosmetics areas in these stores 
consist of counters devoted to products made by each 
manufacturer. Salespeople specializing in a specific line 
stand behind the counter and assist customers in selecting 
merchandise. Services include applying products to the 
customer’s face and showing her how to use products and 
how the colors will look with her skin and hair color, in 
addition to making suggestions. Although customers are 
not required to make a purchase in return for makeup les-
sons or full makeovers, many feel compelled to buy at least 
a lipstick or mascara in return for the services. 
  In contrast, Sephora uses an open-sell approach and of-
fers customers over 200 brands of beauty products, in-
cluding cosmetics, skin and hair care, and bath and body 
items and covering natural and organic products as well as 
gifts, personal care products, and shaving necessities for 
men. Brands cover new lines, best-sellers, classics, and 
an exclusive Sephora collection that accounts for about 
10 percent of sales. The impressive store inventory totals 
over 13,000 different products—a collection that can be 
overwhelming for some shoppers. Customers can choose 
their own level of service, touching, feeling, and trying 
products on their own or soliciting advice from product 
consultants. Sephora takes great pride in training its em-
ployees about the history and use of the products in its 
stores, as well as in skills for customer interactions, to pro-
vide appropriate service to its shoppers. 
  Recently cosmetic and skin care companies recog-
nized that women need higher-than-expected levels of 
help navigating the dizzying array of beauty products 
and tools that regularly change in response to trends and 
celebrity endorsements. Previous estimates put the per-
centage of shoppers needing help at the makeup counter 
at about 20 percent, but recent research indicates the 
number may be over 50 percent. The economic down-
turn has also motivated women to replace a lipstick or 
gloss that works with the rest of their beauty arsenal 
rather than replacing their entire repertoire to reflect a 
new season or trend. These women need more assistance 
than they did in the past. 

 CASE 29  “Touch and Feel” at Sephora 
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  Robert Honda, the manager of a Discmart store (a 
discount retailer similar to Target and Walmart) in 
Cupertino, California, was surveying the Sunday morning 
activity at his store. Shoppers were bustling around with 
carts; some had children in tow. On the front side of the 
store, a steady stream of shoppers was heading through 
the checkout counters. Almost all the cash registers that 
he could see from his vantage point were open and active. 
The line in front of register 7 was longer than the other 
lines, but other than that, things seemed to be going quite 
smoothly. 
  The intercom beeped and interrupted his thoughts. A 
delivery truck had just arrived at the rear of the store. The 
driver wanted to know which loading dock to use to un-
load merchandise. Honda decided to inspect the available 
space before directing the driver to a specific loading 
dock. As he passed the cash registers on his way to the rear 
of the store, he noticed that the line at register 7 had got-
ten a little bit longer. The light over the register was flash-
ing, indicating that the customer service associate (CSA) 
requested assistance. (At Discmart, all frontline personnel 
who interact with customers are called CSAs.) As he 
passed by the register, he could not help overhearing the 
exchange between what seemed to be a somewhat irate 
customer and the CSA. The customer was demanding that 
another item should be substituted for an item that was on 
sale but currently out of stock, and the CSA was explain-
ing the store policy to the customer. Normally, during a 
busy time like this, Honda would have tried to help the 
CSA resolve the situation, but he knew that the truck 
driver was waiting to unload merchandise that was needed 
right away on the floor. Hence, he quickly walked to the 
rear of the store. 
  After assigning the truck to a docking bay for unload-
ing, Honda headed back toward the front of the store. On 
the way back, he ducked into the break room to get a 
Coke and noticed that Sally Johnson, the CSA who had 
been at register 7, was on a break. Sally had been on the 
Discmart team for about a year and was considered a very 
capable employee who always kept the store’s interests at 
heart. 

  Robert:   Hi Sally, I noticed that you had quite a line 
in front of your register earlier today. 

 Sally:   Hi Robert. Yes, I had a very irate customer, 
and it took us a while to resolve the issue. 
 Robert:   Oh really! What was he irate about? 
 Sally:   We are out of stock on the 100-ounce Tide 
Liquid Detergent that was advertised in our flyer and 
was on sale at 20 percent off. I offered the customer a 
rain check or the same discount on the same size of 
another brand, but he kept insisting that he wanted us 
to substitute a 200-ounce container of Tide Liquid 
Detergent at the same discount. Apparently, Joe 
Chang [the assistant manager] had told the customer 
that we would substitute the 200-ounce size. 
 Robert:   Did you point out to the customer that our 
sale prices are valid only while supplies last? 
 Sally:   I did mention this to him, but he thought it 
was strange that we ran out of stock on the morning 
of the first day of the sale. 
 Robert:   Well, I guess you should have gone ahead 
and given him what he wanted. 
 Sally:   As you know, our point-of-sale systems allow 
me to make adjustments only on designated items. 
Since the 200-ounce sizes were not designated as sub-
stitutes, I had to request a supervisor to help me. 
 Robert:   I am glad that you got it resolved. 
 Sally:   Well, the customer got tired of waiting for the 
supervisor, who was busy helping another customer, so 
he decided to take a rain check instead. He seemed quite 
dissatisfied with the whole episode and mentioned that 
we should stop running these TV ads claiming that we 
are always in stock and that we guarantee satisfaction. 
 Robert:   I do hate it when they run these ad campaigns 
and we have to take the heat on the floor, trying to 
 figure out what those cowboys in marketing promised 
the customer. 
 Sally:   Well, my break is nearly over. I have to get 
back. 

   Honda pondered the encounter that Johnson had with 
the customer. He wondered whether to discuss this issue 
with Joe Chang. He remembered talking to him about in-
ventory policies a couple of days ago. Chang had indicated 
that their current inventory levels were fairly high and 

     CASE 30  A Stockout at Discmart 

  Sources: www.sephora.com (accessed July 13, 2010); Susan Carpenter, 
“Brush Up at the Counter,”  Los Angeles Times,  June 13, 2010; www.
sephora.com/university/index.jhtml (accessed July 13, 2010); www.
sephora.com/help/about_sephora.jhtml (accessed July 13, 2010).  

 This case was prepared by Barton Weitz, University of Florida, and 
Kate Woodworth. 

   4.   How can a beauty retailer make multichannel retailing 
work? What makes Sephora’s online site so successful? 

   5.   What value do the Sephora stores within JCPenney 
offer to customers? To Sephora? To JCPenney?   

 DISCUSSION QUESTIONS 
   1.   Describe Sephora’s target market. 
   2.   Why would women prefer a choice between 

Sephora’s combined self-service and service- 
oriented environment rather than the traditional 
model offered in department store cosmetic 
areas? 

   3.   What training opportunities are available to 
Sephora employees? How does this training help 
set Sephora apart from its competitors? 
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 DISCUSSION QUESTIONS 
   1.   Why did this service breakdown occur? 
   2.   How was this service gap related to the other gaps 

(standards, knowledge, delivery, and communica-
tions) described in the Gaps model in Chapter 18?   

 This case was prepared by Kirthi Kalyanam, Retail Management 
Institute, Santa Clara University. © Dr. Kirthi Kalyanam. 

treated almost like the extended Nordstrom family, and 
 employee satisfaction is a closely watched business variable. 
  Nordstrom is known for promoting employees from 
within its ranks. The fundamental traits of a successful 
Nordstrom salesperson (e.g., commitment to excellence, 
customer service) are the same traits emphasized in suc-
cessful Nordstrom executives. 
  Nordstrom hires people with a positive attitude, a 
sense of ownership, initiative, heroism, and the ability to 
handle high expectations. This sense of ownership is re-
flected in Nordstrom’s low rate of shrinkage. Shrinkage, 
or loss due to theft and record-keeping errors, at Nord-
strom is under 1.5 percent of sales, roughly half the indus-
try average. The low shrinkage can be attributed in large 
part to the diligence of salespeople caring for the mer-
chandise as if it were their own. 
  Employees at all levels are treated like businesspeople 
and empowered to make independent decisions. They are 
given the latitude to do whatever they believe is the right 
thing, with the customers’ best interests at heart. All em-
ployees are given the tools and authority to do whatever is 
necessary to satisfy customers, and management almost 
always backs subordinates’ decisions. 
  In summary, Nordstrom’s product is its people. The 
loyal Nordstrom shopper goes to Nordstrom for the ser-
vice received—not necessarily the products. Of course, 
Nordstrom does offer quality merchandise, but that is sec-
ondary for many customers. 

    CUSTOMER-FOCUSED POLICIES 

  One of the most famous examples of Nordstrom’s cus-
tomer service occurred in 1975 when a Nordstrom sales-
person gladly took back a set of used automobile tires and 
gave the customer a refund, even though Nordstrom had 
never sold tires! The customer had purchased the tires 
from a Northern Commercial Company store, whose re-
tail space Nordstrom had since acquired. Not wanting the 
customer to leave the Nordstrom store unhappy, the sales-
person refunded the price of the tires. 
  Nordstrom’s policies focus on the concept of the “Life-
time Value of the Customer.” Although little money is 
made on the first sale, when the lifetime value of a cus-
tomer is calculated, the positive dollar amount of a loyal 
customer is staggering. The lifetime value of a customer is 
the sum of all sales and profits generated from that cus-
tomer, directly or indirectly. To keep its customers for a 
“lifetime,” Nordstrom employees go to incredible lengths. 
In a Nordstrom store in Seattle, a customer wanted to buy 

  Nordstrom’s unwavering customer-focused philosophy 
traces its roots to founder Johan Nordstrom’s values. Johan 
Nordstrom believed in people and realized that consis-
tently exceeding their expectations would lead to success 
and a good conscience. He built his organization around a 
customer-oriented philosophy. The organization focuses 
on people, and its policies and selections are designed to 
satisfy people. As simple as this philosophy sounds, few of 
Nordstrom’s competitors have truly been able to grasp it. 

  A FOCUS ON PEOPLE 

  Nordstrom employees treat customers like royalty. Em-
ployees are instructed to do whatever is in the customer’s 
best interest. Customer delight drives the values of the 
company. Customers are taken seriously and are at the 
heart of the business. Customers are even at the top of 
Nordstrom’s so-called organization chart, which is an in-
verted pyramid. Moving down from the customers at the 
top of the inverted pyramid are the salespeople, depart-
ment managers, and general managers. Finally, at the bot-
tom is the board of directors. All lower levels work toward 
supporting the salespeople, who in turn work to serve the 
customers. 
  Employee incentives are tied to customer service. 
Salespeople are given personalized business cards to help 
them build relationships with customers. Uniquely, sales-
people are not tied to their respective departments but to 
the customer. Salespeople can travel from department to 
department within the store to assist their customer, if 
that is needed. For example, a Nordstrom salesperson as-
sisting a woman shopping for business apparel helps her 
shop for suits, blouses, shoes, hosiery, and accessories. 
The salesperson becomes the “personal shopper” of the 
customer to show her merchandise and provide fashion 
expertise. This approach is also conducive to building 
long-term relationships with customers, as over time the 
salesperson comes to understand each customer’s fashion 
sense and personality. 
  The opportunity to sell across departments enables 
salespeople to maximize sales and commissions while 
providing superior customer service. As noted on a  60 
Minutes  segment, “[Nordstrom’s service is] not service 
like it used to be, but service that never was.” 
  Despite the obsession with customer service at 
 Nordstrom, ironically, the customer actually comes second. 
Nordstrom understands that customers will be treated well 
by its employees only if the employees themselves are 
treated well by the company. Nordstrom employees are 

     CASE 31  Customer Service and Relationship Management at Nordstrom 

that any further increases would be hard to justify from a 
financial perspective. He mentioned some market re-
search that had surveyed a random sample of customers 
who had redeemed rain checks. The results of the survey 
indicated that customers by and large were satisfied with 
Discmart’s rain check procedures. On the basis of this 
finding, Chang had argued that current inventory levels, 
supplemented with a rain check policy, would keep cus-
tomers satisfied.  
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for them, and we think that person is being honest about it, 
then we will send it back.” Nordstrom realizes some cus-
tomers will abuse the unconditional return policy, but it re-
fuses to impose that abuse back onto the vendors. Here 
again, the rule of “doing what is right” comes into play. 
  Nordstrom’s merchandising and purchasing policies 
are also extremely customer-focused. A full selection of 
merchandise in a wide variety of sizes is seen as a measure 
of customer service. An average Nordstrom store carries 
roughly 150,000 pairs of shoes with a variety of sizes, 
widths, colors, and models. Typical shoe sizes for women 
range from 2½ to 14, in widths of A to EEE. Nordstrom is 
fanatical about stocking only high-quality merchandise. 
Once when the upper parts of some women’s shoes were 
separating from the soles,  every  shoe from that delivery 
was shipped back to the manufacturer.  

a pair of brand-name slacks that had gone on sale. The 
store was out of her size, and the salesperson was unable 
to locate a pair at other Nordstrom stores. Knowing that 
the same slacks were available at a competitor nearby, the 
sales clerk went to the rival, purchased the slacks at full 
price using petty cash from her department, and sold the 
slacks to the customer at  Nordstrom’s sale price. Although 
this sale resulted in an  immediate loss for the store, the 
investment in promoting the loyalty of the happy cus-
tomer went a long way. 
  Nordstrom’s employees try to “Never Say No” to the 
customer. Nordstrom has an unconditional return policy. 
If a customer is not completely satisfied, he or she can re-
turn the new and generally even heavily used merchandise 
at any time for a full refund. Ironically, this is not a com-
pany policy; rather, it is implemented at the discretion of 
the salesperson to maximize customer satisfaction. Nord-
strom’s advice to its employees is simply, “Use good judg-
ment in all situations.” Employees are given the freedom, 
support, and resources to make the best decisions to en-
hance customer satisfaction. The cost of Nordstrom’s high 
service, such as its return policy, coupled with its competi-
tive pricing would, on the surface, seem to cut into profit 
margins. This cost, however, is recouped through in-
creased sales from repeat customers, limited markdowns, 
and, if necessary, the “squeezing” of suppliers. 
  Nordstrom’s vendor relationships also focus on maximiz-
ing customer satisfaction. According to former CEO Bruce 
Nordstrom, “[Vendors] know that we are liberal with our 
customers. And if you’re going to do business with us, then 
there should be a liberal influence on their return policies. If 
somebody has worn a shoe and it doesn’t wear satisfactorily 

 DISCUSSION QUESTIONS 
   1.   What steps does Nordstrom take to implement 

its strategy of providing outstanding customer 
service? 

   2.   How do these activities enable Nordstrom to reduce 
the gaps between perceived service and customer 
 expectations, as described in Chapter 18? 

   3.   What are the pros and cons of Nordstrom’s ap-
proach to developing a competitive advantage 
through customer service?   

 This case was written by Alicia Lueddemann, the Management 
Mind Group, and Sunil Erevelles, University of North Carolina, 
Charlotte. 

  Founded in 1976 by Steve Jobs and Steve Wozniak, Apple 
has become an innovative leader in the consumer elec-
tronics industry. In addition to offering traditional desk-
top and laptop computers, all of which feature Apple’s OS 
X operating system, Apple essentially founded the digital 
music player when it introduced the iPod and online mu-
sic store markets with iTunes; launched easy to use 
iPhones and iPads with increasingly more features; and 
introduced online movie/TV services through AppleTV 
and publishing and multimedia software. 

  BEFORE APPLE RETAIL STORES 

  During the early 1990s, Apple struggled as computer sales 
began shifting from specialized computer stores to main-
stream retail stores. Big-box retailers such as Best Buy and 
Circuit City could offer a wider selection of computers at 
lower prices, although they lacked adequate customer ser-
vice and support. These big-box retailers and specialized 
stores faced even more competition in the form of mail-
order outlets, including CompuAdd, Gateway, and Dell. 
  Beginning in 1990, Dell shifted from selling its com-
puters in warehouse and specialized computer stores to 
operating as an online direct mail-order company. Dell 
facilitated its online operations with an efficient online 
store that could handle high-volume sales. The online 

Dell store (dell.com) represented a new strategy for man-
ufacturing: Computers were built as they were ordered. In 
turn, Dell could reduce inventory, because it no longer 
produced computers in mass quantities and then pushed 
inventory through the channel to resellers. 
  While establishing its online store, Apple needed to bal-
ance its direct orders with the sales initiated by its channel 
partners, mail-order resellers, independent dealers, and 
CompUSA, with which it initiated a “stores within stores” 
strategy to focus on Apple’s products. Apple’s partnership 
with CompUSA paid off. When the San Francisco Comp
USA store was equipped with Macs, Apple’s sales jumped 
from 15 to 35 percent of overall store sales. 
  Apple also put its own employees to work in various 
retail outlets to help inform and educate customers, as 
well as ensure its products were being displayed in work-
ing order. The company estimated it spent between 
$25,000 and $75,000 per month on this initiative. Apple 
executives soon realized they could not compete with PC 
brands by selling just laptops and desktops in big-box re-
tail stores, because retailers could earn greater profits by 
selling lower-quality PC models. They had little to no 
incentive to sell Macs. Without its own retail store, Ap-
ple would always be at the mercy of the independent 
dealers and partners that operated with different strate-
gic goals. 

       CASE 32  Building the Apple Store 
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use so that customers can get an accurate feel for the avail-
able hardware and software. 
  On tables along the right wall, iPhones and iPods take 
up the front half of the store. Along the left wall, tables hold 
various models of general and high-end desktop and laptop 
computers. These displays give way to The Studio, a newer 
section hosted by experts who will answer application- 
oriented, creative questions. Two to three island tables in the 
front center display software on Apple computers; additional 
island tables exhibit peripherals such as iPod docking sta-
tions and printers. A small children’s area houses Apple com-
puters running children’s software. The Genius Bar takes up 
the back wall, with stools before a counter staffed with Apple 
experts for repairs and consultations. Larger stores also have 
a theater area in the back, featuring a rear-projection screen 
with an audience area of either U-shaped wooden benches 
or full theater seats in rows. This store layout is typical for a 
store located in a super-regional mall. 
  Apple stores thus follow a free-form layout, which al-
lows customers to browse the store according to their own 
interests. Signage hanging from the ceiling, for greater 
visibility, directs customers to specific areas within the 
store. Bright lighting draws attention to merchandise and 
creates a sense of excitement. Highlighted merchandise 
also helps draw customers strategically through the store. 
As customers browse the products, employees wearing 
Apple T-shirts and lanyards make themselves available to 
answer any questions. 
  Through its intensive development efforts, Apple has 
created a unique, customer service–oriented shopping ex-
perience. Customers can schedule face-to-face appoint-
ments at an Apple store to test-drive products. One-to-one 
personal training sessions help customers become familiar 
with the array of Apple products. The company also offers 
free one-hour instructional or informational workshops 
every day for iPod, iPhone, and Mac owners. It also offers 
support for business customers by providing insight and 
advice about how to create a presentation from start to 
finish using Apple products.  

    DESIGNING THE APPLE STORE 

  To compete with the PCs sold by big-box retailers, Apple 
needed to shift from selling its electronics through inter-
mediaries to offering products directly through Apple 
stores. This shift would not come easily. Steve Jobs, Apple’s 
dynamic founder, first looked to bring in new executives. 
Mickey Drexler, former CEO of The Gap and now CEO 
of J.Crew, was hired in 1999 as part of Apple’s board of di-
rectors. Next, Jobs brought in Ron Johnson, who had been 
a merchandising executive with Target, to run Apple’s retail 
division as vice president of retail operations. 
  Instead of launching stores from the start, Drexler sug-
gested that Jobs rent a warehouse and build a prototype 
store, coined Apple Store Version 0.0. Apple executives 
then continuously redesigned the store until they achieved 
a layout that would entice shoppers to not only enter but 
make purchases. The first store prototype was configured 
by product category, with hardware laid out according to 
the internal organization of the company rather than by 
how customers logically shop. Executives quickly decided 
to redesign the store to match customer interests better. 
Although the redesign cost Apple more than six months, 
the executives believed this time investment was necessary 
to achieve a successful store that could compete with well-
established electronics retailers and remain consistent 
with the Apple brand. Its first store opened in Tyson’s 
Corner, Virginia, in May 2001. 

    THE APPLE STORE LAYOUT 

  When considering a site for a retail store, Apple uses its 
customer base to forecast visitor volume and revenues. 
Most Apple stores locate within existing shopping malls or 
lifestyle centers, where retail traffic is already present. 
There are two types of full-size stores, a street-facing 
building or an in-mall store. The stores range from 3,600 
to 20,000 square feet, although most fall in the 3,000- to 
6,000-square-feet range. Storefronts are typically all glass 
with a backlit Apple logo, and the front display windows 
change occasionally to focus on the newest marketing 
campaign. Apple’s internal team designs the window dis-
plays, often using slot and cable systems to suspend design 
elements within the window. In some cases, the swinging 
entrance doors are in the middle, but in other stores, a 
logo wall appears in the middle with two doors located on 
either side. Store interiors feature only three materials: 
glass, stainless steel, and wood. 
  In addition to the retail floor, Apple stores have back-
room areas that sometimes include a public restroom, of-
fices, and the inventory area. At some sites that lack 
sufficient space, inventory storage is located at a separate 
facility, always within walking distance. 
  The store layout changes multiple times throughout 
the year. Apple executives organize planograms to coin-
cide with the introduction of new products or heavily 
marketed merchandise. The layouts depend on the size of 
the store. A typical in-mall store locates merchandise in 
the front half of the store and customer service and sup-
port areas in the rear. Apple stores carry fewer than 20 
products, and every display piece is available for hands-on 

 DISCUSSION QUESTIONS 
  1.   Have you ever visited an Apple store? If yes, did 

you make a purchase? Why or why not? 
   2.   Why are Apple’s store layout and atmosphere 

important? 
   3.   Is Apple America’s best retailer? 
  4.   Visit your local Apple store. Does the layout of 

the store help to provide you with an excellent 
 customer experience? Explain. 

      Sources: Philip Elmer-Dewitt, “Apple Ranks No. 4 in E-Retailing 
Survey,”  Fortune,  May 5, 2010; www.apple.com/retail (accessed 
July 14, 2010); Daniel Eran, “Apple’s Retail Challenge,” 2006, 
www.roughlydrafted.com/RD/Q4.06/1DDD598A-7CE0-479E-
A6F9-912777CAB484.html (accessed July 14, 2010); www.
ifoapplestore.com/the_stores.html (accessed July 14, 2010); Jerry 
Useem, “Apple: America’s Best Retailer,”  Fortune,  March 8, 2007.  

 This case was written by Brienne Curley, while an MBA student 
at Loyola College in Maryland, under the supervision of Hope 
Corrigan. 
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  Retailers have slowly been implementing digital screen 
networks. In most instances the messages are focused on 
branding and impacting the customer shopping experi-
ence. Very few networks, like Walmart’s SMART Net-
work and, to a lesser extent, Target’s Channel Red, have 
also been able to generate a stream of advertising reve-
nue. In the department store category, Harrods is the 
only high-end luxury store to successfully sell advertis-
ing on its in-store digital signage network. Factors such 
as a solid and consistent customer base and the store’s 
unique environment have contributed to the success of 
the signage. 
  It is difficult to imagine any retail environment as 
unique as Harrods. It is a key destination for millions of 
visitors who come to the United Kingdom every year (it is 
the U.K.’s third-largest tourist attraction). It houses the 
world’s finest luxury brands across a million square feet of 
retail space. It has a history dating back to 1849 and can 
count the rich and famous from all corners of the globe as 
its customers. The brand is synonymous with luxury, the 
“finer things in life,” and a range of merchandise un-
equaled under one roof. Average daily traffic is 45,000 
customers (occasionally rising to 100,000 on special days). 
Many of them are high-net-worth individuals, including 
royalty from around the world, as well as celebrities and 
billionaires. 
  Advertisements on the network are sold to premium 
brands, such as Armani and Cartier. The medium is often 
sold as part of an integrated marketing campaign, which 
often includes other media like posters, lift-wraps (signage 
on elevator doors), windows, and even pages in the 
 Harrods magazine. Combined with other in-store media, 
screens are an integral part of the campaign providing im-
pact, awareness, and, often, directional signage leading 
customers to the “heart of the promotion”—the place 
where the product and the customer meet. 
  The specific location of each screen was carefully con-
sidered so that each customer would have a multiscreen 
sight line. In most cases, customers see more than one 
screen within their view. The same content appears si-
multaneously on each screen in the network, so the ad-
vertisers have high impact with their ads appearing 
several times at once. 
  In most cases, screens are positioned on the sides of 
escalators in the store. Unlike the case at many transport 
hubs, most customers in Harrods stand still on the moving 
steps. As they glide up to the next floor, they take in the 
view, which includes the digital screens. Each advertiser 
has a 15-second slot. 
  Harrods’ digital screen network is managed all in-
house. There is a dedicated ad sales team, operations team, 
and technical and creative team who are all committed 
Harrods employees who live and breathe the brand. These 
employees believe in and are included in how and what is 
being marketed. They sit in the building and pass by the 
media that they are selling and marketing 20 times a day. 
They also see with their own eyes the audience that they 

are selling to the advertisers. They see the clothes they are 
wearing, the limos that deliver them to the store, and the 
number of Harrods’ famous green bags they are carrying. 
They can see the impact that the screens can have on a 
consumer purchasing decision, or even simply see cus-
tomers watching content through their Dior sunglasses as 
they glide up an escalator. 
  Network staff also have relationships with the brands 
and the advertisers. They have a relationship which has 
been nurtured and developed so that they are working 
“alongside” a brand to find marketing solutions to drive 
brand sales and awareness, which in turn benefits not only 
the brand but also Harrods as a store. 
  The store is continuously changing, and as part of that 
development, additional digital screens are introduced as 
part of new departments and remodels. When Harrods 
first introduced its digital signage network, it realized that 
it had to do something special to integrate the screens into 
the environment. It didn’t want screens hanging from ceil-
ings above walkways that look tacky, amateur, and cheap. 
It invested heavily in each screen installation, with cus-
tomized reinforced glass, polished steel bezels, additional 
cooling fans, and color schemes that are consistent with 
the store’s decor. This gave the screens a look of luxury. A 
lot of care, thought, and attention has been invested in 
each location to give the advertiser the optimum in 
presentation. 
  Harrods monitors the effectiveness of a campaign  via 
sales data. It has some impressive results from advertisers 
who have enjoyed double-digit sales increases during 
and following a digital campaign in the store. You’d nat-
urally be asking the question, “Well, why isn’t everyone 
advertising on the screens?” The answer to this question 
involves many factors including, among other things, the 
following: 
   •   The medium is new and many vendors are unfamiliar 

with its benefits. 
   •   Vendors are not always sure about where the funding 

of digital screen ads should come from. That is, is it a 
marketing/advertising expenditure or an in-store 
promotional expenditure? 

   •   There are creative challenges associated with 
messages. For instance, is the message capturing the 
attention of the customers? Does it have a call to 
action or an offer? 

    If there is one way to deter advertisers, then it’s to have 
blank, malfunctioning screens. It seems obvious, but 
so many networks in retail lumber on with as many as 
25 percent of the screens nonoperational. No wonder they 
find selling ads a struggle! Harrods has a “zero tolerance” 
strategy within the operations team, resulting in the team’s 
touring the store every morning before the store opens 
checking that all is as it should be. As well, it has invested 
heavily in preventive maintenance contracts, and has a 
backup stock of spare screens available, should a screen 
die and require replacement. 

       CASE 33   Generating Advertising Revenue from a Digital Screen Network at Harrods 
of London 

Lev30026_cas_536-590.indd Page 577  11/22/10  11:09 AM user-f494Lev30026_cas_536-590.indd Page 577  11/22/10  11:09 AM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



578 SECTION V Cases

  Digital networks can make money for a retailer. 
 Harrods has realized both ad sales revenue and increased 
sales of advertised products. However, such results take 
significant investments in time, resources, and money. 
The future success for generating advertising sales is de-
pendent on improvements in technical reliability of the 
hardware and software, combined with more investment 
in content and creativity. Interactivity via mobile/cell 
phones is clearly part of the future. Harrods is investing 
in the latest technology, implementing new and unique 
content that captures people’s imagination, and working 
alongside brands that are prepared to invest to realize 
the benefits.    

  DISCUSSION QUESTIONS 
   1.   What are the reasons that Harrods has been suc-

cessful at selling advertising on its digital signage 
network and other retailers have not? Why would 
consumer product manufacturers be interested in 
advertising on Harrods’ network? 

   2.   What are the pluses and minuses for a retailer 
 offering a digital network in its stores?    

 This case was written by Steven Keith Platt, Platt Retail Institute, 
and Guy Cheston, Director of Advertising Sales & Sponsorship, 
Harrods. 

  Starbucks was nearly synonymous with premium coffee 
beverages and seemed to be on an unstoppable growth tra-
jectory until Howard Schultz, the company’s founder, 
chairperson, and CEO, left his daily leadership role to be-
come owner of the Seattle Supersonics. Schultz soon real-
ized his move was a mistake for both himself and Starbucks. 
Store traffic was falling for the first time in U.S. stores, and 
competition from premium brands and mass-market cof-
fee vendors gnawed at Starbucks’ market share. In addi-
tion, the economy had soured. In 2008, Schultz returned to 
the company’s helm, reawakening the vision of the Star-
bucks brand and initiating a transformation process that 
involved cost reductions, quality improvements in every 
aspect of the company’s operations, and a renewed com-
mitment to providing a unique customer experience. Two 
years later, despite the still-sluggish economy, Starbucks is 
once again on a profitable path. 

  THE COFFEE MARKET 

  The commercial market for coffee began in AD 1000 
when Arab traders brought the coffee tree from its native 
Ethiopia to the Middle East. Over the next 200 years, cof-
fee drinking spread throughout the Arab world and was 
eventually introduced in Europe in the 1500s by Italian 
traders. By 1650, coffeehouses emerged as popular meet-
ing places in England and France. Well-known public fig-
ures frequented London coffeehouses to discuss political 
and literary issues. 
  Coffee consumption flourished in the mid-20th cen-
tury, aided by developments in manufacturing and cultiva-
tion. By 1940, large coffee processors such as Nestlé (Hills 
Bros. brand), Kraft General Foods (Maxwell House), and 
Procter & Gamble (Folgers) developed instant and decaf-
feinated coffee varieties in addition to their staple regular 
ground. Supermarkets emerged as the primary distribu-
tion channel for traditional coffee sales. 
  In the late 1980s, per-capita coffee consumption fell 
slowly and steadily as consumers turned to soft drinks, 
bottled water, juices, and iced teas. The three major man-
ufacturers—Procter & Gamble, Nestlé, and Kraft—
fought for market share in a stagnant market. All the 
major coffee brands were unprofitable. In an effort to re-
gain profitability, the majors decreased their historically 

  Since its early days in the 1980s, Starbucks has been the 
leading retailer of specialty coffee and beans and related 
food and merchandise. Its most recent annual revenues 
were $9.8 billion from 8,832 company-owned stores and 
7,803 licensed stores in airports and shopping centers in the 
United States and in 50 countries across the world. World-
wide, the company employs 142,000 people. Designed to 
provide a community gathering place and social experience 
as well as a premium cup of coffee or hot or cold beverage, 
the brand intentionally mimics the cafés of Italy. 
  In addition to its direct retailing activities, Starbucks 
has formed strategic alliances with Unilever, Kraft Foods, 
and PepsiCo to expand its product and distribution port-
folios. Starbucks coffee beans, ice cream, and ready-to-
drink (RTD) beverages appear on supermarket and 
warehouse club shelves. The company promotes sustain-
able best practices for quality and yield among its suppli-
ers, boasts relatively low staff turnover, and encourages 
customer loyalty through its Starbucks Card program. 
  Starbucks’ licensed retail store operations include the 
Starbucks and Seattle’s Best Coffee brands. In addition to 
having store locations in more than 50 countries, Starbucks 
licenses the right to produce its products both in the United 
States and abroad through several partnerships. These in-
clude the North American Coffee Partnership, a joint ven-
ture with PepsiCo, Inc., to manufacture and market RTD 
beverages, such as bottled Frappuccino, in the United 
States and Canada; a licensing agreement with Unilever for 
Starbucks’ superpremium ice-cream products in the United 
States; a licensing agreement with a partnership formed by 
Unilever and Tazo Tea RTD beverages in the United 
States; and licensing agreements for the manufacturing, 
marketing, and distribution of Starbucks Discoveries and 
Starbucks DoubleShot in Japan and Korea. Starbucks sells 
its branded coffee beans in 39,000 supermarkets and mass-
merchandise stores domestically and abroad through an 
agreement with Kraft and has a partnership with Jim Beam 
through which it developed a coffee liqueur. 
  Several alternative channels include the sale of whole 
beans through Nordstrom department stores and coffee 
by the cup in cafés in Barnes & Noble bookstores. Addi-
tional channels include distribution through service pro-
viders like Holland America Cruise Lines, United Airlines, 
and Sheraton and Westin Hotels. 

 CASE 34  Starbucks’ Retail Strategy 
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an hour of making it. Throughout the store, there exists a 
keen attention to aroma: Employees are not allowed to 
wear colognes, stores use no scented cleaning products, 
and smoking is  verboten . 

    HUMAN RESOURCE MANAGEMENT 

  The company, recognizing that its frontline employees are 
critical to providing “the perfect cup,” has built an organi-
zational culture based on two principles: (1) strict standards 
for how coffee should be prepared and delivered to custom-
ers and (2) a laid-back, supportive, and empowering attitude 
toward its employees. As part of his recovery strategy, 
Schultz shared his vision with the entire workforce through 
memos designed to both lead and inspire. He also rolled 
out new training to encourage store partners, or employees, 
to improve service, beverage quality, and store appearance. 
  All new hires go through an initial 24-hour training 
program that instills a sense of purpose, commitment, and 
enthusiasm for the job. New employees are treated with 
the dignity and respect that goes along with their title as 
 baristas  (Italian for bartenders). To emphasize their re-
sponsibility in pleasing customers, baristas are presented 
with scenarios describing customers complaining about 
beans that were ground incorrectly. The preferred re-
sponse, baristas learn, is to replace the beans on the spot 
without checking with the manager or questioning the 
complaint. Baristas learn to customize each espresso drink, 
explain the origins of different coffees, and distinguish 
 Sumatran from Ethiopian coffees. 
  Holding on to its motivated, well-trained employees is 
important, so all partners are eligible for health benefits and 
a stock option plan called Bean Stock. Baristas know about 
and are encouraged to apply for promotions to store man-
agement positions. Every quarter, the company has open 
meetings at which company news, corporate values, and 
financial performance data are presented and discussed. 
  Due to the training, empowerment, benefits, and growth 
opportunities, Starbucks’ turnover is only 70 percent. This 
total is considerably less than the 150 to 200 percent turn-
over at other firms in the food service business. 

    LOCATION STRATEGY 

  Traffic is the major determinant in selecting cities and lo-
cations for retail stores. Because Starbucks can tailor the 
size and format of its stores to the surrounding commu-
nity, stores can be located in nearly any high-traffic, high-
visibility location, including college campuses, office 
buildings, downtown or suburban settings, and rural or 
off-highway locations. The company operates approxi-
mately 2,650 drive-thru locations and continues to expand 
development of these businesses. 
  Starbucks’ retail expansion strategy has historically 
been based on conquering one area of a city or region at a 
time. Centralized cities served as hubs or regional centers 
for rollout expansions into nearby markets (e.g., Chicago 
as a hub for the Midwest). “Clustering” was also key to its 
location strategy. Major markets were saturated with 
stores before new markets were entered. For example, 
there were over 100 Starbucks in the Seattle area before 

high expenditures on image advertising, increased the use 
of robusta coffee beans (as opposed to high-quality Arabica 
beans) to reduce costs, and converted from 16-ounce to 
13-ounce cans, claiming that the contents produced the 
same amount of coffee. Coupons and in-store promotions 
dominated manufacturer marketing plans as the price 
war continued. 

    THE STARBUCKS COFFEE COMPANY: 
BACKGROUND 

  Inspiration for the present Starbucks concept came to 
Howard Schultz when he went to Italy on a buying trip in 
1983. While wandering through the ancient piazzas of 
Milan, Schultz took particular note of the many cheerful 
espresso bars and cafés he passed. Italians, he felt, had cap-
tured the true romance of the beverage. Coffee drinking 
was an integral part of the Italian culture, but Americans 
lacked the opportunity to savor a good cup of coffee while 
engaging in good conversation in a relaxed atmosphere. 
He returned to the United States convinced that Ameri-
cans would find the Italian coffeehouse culture attractive. 
In 1987, Schultz bought Starbucks. 

    RETAIL OFFERING 

  Starbucks offers more than a cup of coffee; it offers an 
experience that includes the beverage, the store, the ser-
vice, and an opportunity to take a break from life’s hectic 
pace to relax with friends or mull over a thorny problem. 
In short, Starbucks offers the coffee experience Schultz 
imported from abroad. 
  Although designs vary in any particular store to match 
the local market, the typical Starbucks store works around 
a planned mix of organic and manufactured components: 
light wood tones at the counters and signage areas; brown 
bags; polished dark marble countertops; glass shelves; thin, 
modern, white track lighting; and pure white cups. Even 
the logo delivers the double organic/modern message: The 
Starbucks icon is earthy-looking yet rendered in a modern 
abstract form, in black and white with a band of color 
around the center only. The colors of the lamps, walls, and 
tables mimic coffee tones, from green (raw beans) to light 
and darker browns. Special package and cup designs are 
coordinated to create livelier, more colorful tones around 
holidays. Starbucks also keeps its look lively with rotating 
in-store variations based on timely themes. 
  Starbucks stores are spacious so that customers can 
read in overstuffed chairs, gather around tables, or wander 
around the store while drinking their coffee. Stores sell 
pastries, breakfast sandwiches, and lunch offerings as well 
as coffee paraphernalia ranging from coffee beans and 
mugs to French presses and home cappuccino machines. 
Although coffee beverages are standardized across outlets, 
food offerings vary from store to store. 
  Starbucks also has strict quality standards. For exam-
ple, espresso is brewed precisely 18 to 23 seconds and 
thrown away if not served within 10 seconds of brewing. 
Coffee beans are donated to charities if they are still in the 
store seven days after coming out of their vacuum-sealed 
packs. Drip coffee is thrown away if it is not served within 
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Brew, an instant coffee that meets Starbucks standards. 
Executives describe VIA as an important new growth plat-
form and a significant innovation in instant coffee, a mar-
ket worth $21 billion globally. 
  To ensure strategies appeal to its target market, Star-
bucks engages consumers through social media and the 
company’s My Starbucks Idea Web sites. New iPhone 
 applications launched by the company help customers lo-
cate stores, search for nutrition information, and reload 
Starbucks Cards. 

    CHANGING CUSTOMER BASE 

  As Starbucks grew, its customer base evolved. Starbucks’ 
historical customer profile—affluent, well-educated, 
white-collar women between the ages of 24 and 44 years— 
expanded. For example, about half of the stores in south-
ern California welcome large numbers of Hispanic 
customers. Newer customers tended to be younger, less 
well educated, and in a lower income bracket than Star-
bucks’ more established customers. These newer custom-
ers were more interested in convenience than the 
experience, so Starbucks installed automatic espresso 
 machines in its stores. But as mass-market vendors like 
McDonald’s and Dunkin’ Donuts improved their coffee 
offerings and touted their lower prices and premium 
brands like Peet’s threatened Starbucks’ dominance, the 
company realized that its drive toward convenience was 
commoditizing the Starbucks experience. Returning to 
the company core values and guiding principles, including 
quality beverages and customer service, has been funda-
mental to reversing the company’s slide. 

    THE TRANSFORMATION JOURNEY 

  Schultz’s campaign to restore Starbucks to preeminence 
involved a rigorous and disciplined review of all aspects of 
the business, with special attention paid to operational 
 efficiency from the beginning of the supply chain to 
the  barista at the counter. One result was trimming 
$580 million in costs from the business. But another was 
investing in the company’s core values, including a signifi-
cant sum spent to bring Starbucks employees to a city hit 
by hurricane Katrina. The staff spent their time there as 
volunteers, fixing up houses and cleaning roads. The proj-
ect, says Schultz, reminded staff of the company’s commit-
ment to being an important part of the community and 
helped reinstall company values. The company also in-
vested in technology and tools that increase the speed and 
lower the cost of bringing new products and strategies to 
market and better staff training to improve the customer 
experience. 
  While the recession lingers and no retailer can afford 
to be complacent, Starbucks has managed an impressive 
recovery that solidifies its unique image in a competitive 
market. Schultz insists on taking responsibility for past er-
rors and on remembering the lessons learned. Neverthe-
less, Starbucks’ resurrection acts as an illustration of how a 
corporation can be turned around by aligning employees 
behind a provocative vision that is backed by careful 
strategy.    

the company expanded to a new region. Having many 
stores in close proximity to one another generally in-
creased overall revenues. However, comparable store sales 
growth eventually slowed due to cannibalization. 
  In response to the increasing competition and drop-
ping traffic, Schultz and his management team elected to 
close 800 underperforming stores in the United States 
and 100 international stores. However the fundamental 
strategy for new store openings remains the same. 

    SUPPLY CHAIN 

  In the 1990s, the specialty coffee market experienced sub-
stantial growth, driven largely by the coffee-drinking hab-
its of college graduates and young professionals. While 
retailers like Starbucks benefited from this growth, coffee 
growers and suppliers did not, due to the worldwide over-
supply of lower-grade coffee beans. Although Starbucks 
promised the highest-quality Arabica beans and paid pre-
mium prices, all growers suffered from the oversupply. 
Even though Starbucks dominated the specialty coffee in-
dustry, it did not use its purchasing power to negotiate 
lower prices from growers and suppliers and squeeze their 
profits. Instead, the company decided to use its market 
power to implement social change within its supply chain. 
It partnered with Conservation International, an environ-
mental nonprofit organization, to develop CAFE (Coffee 
and Farmer Equity) practices. These practices are de-
signed to build relationships beneficial to growers and 
suppliers; increase economic, social, and environmental 
sustainability; and promote transparency and economic 
fairness within the supply chain. Economic incentives en-
courage suppliers to adhere to these standards. 
  The CAFE practices further encouraged farmers to 
ensure their workers’ wages and safety standards met or 
exceeded the minimum requirements established under 
local and national laws. Suppliers that scored well on the 
independently assessed CAFE practices received a price 
premium and the largest orders. Starbucks’ ultimate goal 
is to buy the majority of its beans from suppliers that meet 
CAFE standards. 
  The company also operates Farmer Support Centers in 
Costa Rica and Rwanda. These centers, staffed by agrono-
mists and sustainability experts, provide information and 
implementation support for sustainable best practices for 
quality and yield to coffee farmers. 

    GROWTH STRATEGIES 

  With the company back on solid footing, executives are 
planning controlled growth internationally of both retail 
and licensed stores and selective development of new dis-
tribution channels. The company will focus initially on 
growth in markets where the brand already has a strong 
presence, but it is also viewing China as potentially the 
largest market for Starbucks outside the United States. 
  Innovative products that improve the customer experi-
ence will fuel growth, as will new products introduced in 
the grocery channel. Among recent in-store innovations 
are new food and beverage pairings and discount offer-
ings, healthier food choices, and the launch of VIA Ready 
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  Yankee Candle Company (YCC) is a leading designer, manu-
facturer, wholesaler, and retailer of premium scented candles 
in the giftware industry. The core product lines for YCC are 
scented candles and candle accessories. The premium-quality 
scented candles are offered in over 150 fragrances. Almost all 
candles are produced on-site at the advanced manufacturing 
facility in Whately, Massachusetts. Candles are made by 
 master chandlers (candlemaking experts) who oversee a 
complex manufacturing process with strict quality control 
standards. As well as creating the candles themselves, YCC 
builds competitive advantage through expertise in formu-
lating the scents that make up “the fragrance experience.” 
According to information on the YCC Web site, master 
perfumers develop the fragrances, which are then rigor-
ously screened, reviewed, and tested. The scents are unique 
compared to competitive products in that they maintain in-
tensity through the life of the candle. In short, quality con-
trol of the candles and fragrances ensures premium 
products that provide high value to customers in the form 
of a true scent, long burn time, and consistency of fragrance 
over the life of the candle. 
  Candles are available in clear or frosted glass House-
warmer jars, Sampler votive candles, wax potpourri Tarts, 
pillars, tapers, and tea lights. Related products are air 
 fragrance products (sprays, electric air fresheners), car 
fresheners, odor control and insect repellant items, and 
candle accessories (decorative lids for the jar candles); 
 taper holders; pillar and jar bases; matching jar shades, 
plates, and sleeves; votive holders; and tea light holders. 

  INNOVATION AT YANKEE CANDLE 

  Success at YCC over time is due, in large part, to the abil-
ity of the management team to implement innovative 
strategies at two levels—in product development (new fra-
grances and extensions to the product line) and in selling/
distribution strategies. 
  First, innovation in product development is an ongoing 
cross-functional effort to keep merchandise offerings new 

and fresh for consumers. For example, in 2007 YCC intro-
duced the World Collection, which used indigenous ex-
tracts and oils from exotic sources. The initial fragrances 
included Tahitian Tiare Flower, Brazilian Passion Fruit, 
New Zealand Wild Berry, and five others. Marketing and 
innovation vice president Rick Ruffolo said the World 
Collection line “was consistent with the Yankee Candle 
brand positioning—a passion for fragrance; it played to 
our core competencies as the world leader in candles and 
home fragrances; it connected with consumers on an 
emotional level; and it was clearly aspirational and ‘trend-
right’” (Newman, 2007). 
  As well as developing new fragrances and product lines 
in-house, YCC parent Yankee Holding Company acquires 
small firms whose products fit within the brand portfolio. 
Aroma Naturals is one such company, founded in California 
by a noted aromatherapist with a commitment to using 
natural ingredients. Aroma Naturals, bought in 2005, 
 appeals to consumers interested in wellness and environ-
mentally authentic products. Similarly, the purchase of the 
Illuminations Company in 2006 gave the Yankee Candle 
organization a new set of candle and accessory products 
that appeal to a more upscale demographic. Both of these 
acquisitions kept their original brand identities in the 
marketplace to preserve existing brand equity and to avoid 
consumer confusion with YCC-branded goods. 
  A second source of success through innovation is the 
strategy of multichannel distribution. To date, YCC oper-
ates 498 company-owned retail (bricks-and-mortar) stores 
in 43 states. YCC sells direct to consumers via its online 
store (yankeecandle.com) and by direct mail catalog or-
ders. In 2001, top management at YCC began cultivating 
partnerships with mass retailers to carry limited product 
selections. Past partners include Bed Bath & Beyond, 
T.J.Maxx, and Linens ‘n Things, to name a few. The 
wholesale distribution channel is equally important in the 
multichannel mix. This is a network of approximately 
20,800 independent stores that sell YCC products across 
the United States. Many of these stores are small businesses 

       CASE 35  Yankee Candle: New Product Innovation 

  Sources: Starbucks Annual Report, 2009; Greg Farrell, “Return of the 
Barista-in-Chief,”  Financial Times,  March 21, 2010; www.starbucks.
com (accessed July 13, 2010); www.starbucksstore.com/products/
shprodli.asp?DeptNo=8100&ClassNo=0351&SubClassNo=0069 
(accessed July 13, 2010).  

 This case was written by Barton Weitz, University of Florida, and 
Kate Woodworth. 

   4.   What have been the principal drivers behind Star-
bucks’ success in the marketplace? What does the 
Starbucks brand mean to consumers? How have 
the growth opportunities that Starbucks has pur-
sued affected the value of its brand name? 

   5.   What are the major challenges facing Starbucks as 
it goes forward? Is the brand advantage sustainable 
going forward? Can Starbucks defend its position 
against other specialty coffee retailers?   

DISCUSSION QUESTIONS
   1.   What is Starbucks’ retail strategy? What is its target 

market, and how does it try to develop an advan-
tage over its competitors? 

   2.   Describe Starbucks’ retail mix: location, merchan-
dise assortment, pricing, advertising and promo-
tion, store design and visual merchandising, 
customer service, and personal selling. How does 
its retail mix support its strategy? 

   3.   What factors in the environment provided the op-
portunity for Starbucks to develop a new, successful 
retail chain? What demand and supply conditions 
prevailed in the U.S. coffee market when Howard 
Schultz purchased Starbucks in 1987? What insight 
did Schultz have that other players in the coffee 
market did not possess? 
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products through a subsidiary, Yankee Candle Company 
(Europe), Ltd. This subsidiary has an international whole-
sale customer network of approximately 4,000 stores and 
distributors across 46 countries. 
  The latest annual report, for the 2009 calendar year, 
shows sales revenue of $681 million, gross profits of 
$404.3 million, and net income of $16.4 million. This rep-
resents an improvement over performance in calendar-
year 2008 (net income loss of $409.3 million), according 
to the 2009 10-K filing (Morningstar, 2010). An overview 
of sales in the first quarter of 2010 compared to the first 
quarter of 2009 is shown below.  

with Hallmark and other gift-related franchises. For all 
of these retail and wholesale channels, products are YCC-
branded goods. 
  Again, through the acquisition of Aroma Naturals, 
 Yankee Holdings Company was able to generate revenue 
in new outlets such as mass grocery store chains (e.g., 
Whole Foods) and others with natural/wellness product 
areas (e.g., Shaw’s, Wegmans). The revenues from the 
 additional channels (supermarkets) and new target  markets 
(health/wellness-conscious consumers) are beneficial for 
growth. Also, they do not cannibalize the existing YCC 
lines in traditional distribution channels. The same strategy 
was used for the Illuminations candle products sold in 
28 stores, mostly located on the West Coast of the United 
States, and direct to consumers via catalog and Internet. 

    HISTORICAL SUMMARY AND 
PRESENT-DAY SITUATION 

  During its 40-year history, the company grew from 
an  entrepreneurial family business started by Mike 
 Kittredge to a publicly traded company in 1999. Craig 
Rydin joined YCC in 2001 as CEO. Under his leadership 
the company flourished; sales climbed higher than ever in 
company-owned stores and through the wholesale chan-
nel. Rydin was instrumental in establishing the partner-
ships with mass retailers including Bed Bath & Beyond 
and Linens ‘n Things. 
  In 2006, YCC purchased Illuminations, the California-
based multichannel retailer of high-quality candles and 
home accessories. The logic behind this decision was 
sound; acquisition of a similar product in the giftware in-
dustry allowed YCC to leverage its position and to target 
a new, more upscale demographic. In February 2007, 
YCC went from a publicly traded firm to a private corpo-
ration. Madison Dearborn Partners LLC acquired YCC 
for $1.6 billion, and it was delisted from the New York 
Stock Exchange. 
  The major financial crisis in September 2007 caused a 
dramatic decrease in demand across all consumer sectors 
of the economy. The giftware industry was hit hard; items 
such as premium candles are nonessentials for most con-
sumers. YCC and all of its partners were affected. Some 
partners, such as Linens ‘n Things, went completely out 
of business. Others managed to survive while enduring 
significant financial losses. YCC was restructured in 
2009; this resulted in closure of all 28 Illuminations retail 
stores, shutting the Aroma Naturals operation, closing 
one company-owned store, and laying off 330 employees 
( Retailer Daily,  2009). 
  In 2010, the financial statements and investor informa-
tion indicate the company is relatively stable while riding 
some challenging waves due to the lingering effects of the 
financial crisis. Illuminations-branded products are con-
tinuing to be sold through the wholesale network. As of 
early 2010, 498 company-owned stores in 43 states are in 
operation. Other channels include the direct mail catalog 
and Web site (yankeecandle.com). Aroma Naturals is 
 reported as owned by parent company YCC and a subsid-
iary of Madison Dearborn Partners. It operates primary as 
an online retailer at present. Internationally, YCC sells 

Sales by 1st Quarter 2010 1st Quarter 2010 vs. 2009

Category (in millions) Percentage Change

Total sales $141.0 118

Wholesale  67.3 123

Retail  73.7 114

 Stores  1 9.4

 Direct  1 9.1

 DISCUSSION QUESTIONS 
   1.   What is next for Yankee Holding Company, in gen-

eral? Consider the three distinct brands under the 
ownership of Yankee Holding Company—YCC, 
Illuminations, and Aroma Naturals. Examine the 
Web sites of each (yankeecandle.com, illumina-
tions.com, and aromanaturals.com). For this set of 
offerings, develop a SWOT analysis for Yankee 
Holding Company. 

   2.   It is helpful for a company to periodically assess its 
core target market in terms of demographics and 
lifestyles. The investor-owners of YCC, Madison 
Dearborn Partners LLC, don’t want to do an ex-
pensive market research study. Using the business 
and management databases in your university 
library, research this question: Who is the scented-
candle customer? 
   a.    On the basis of secondary data findings, describe 

the target market that buys premium scented 
candles. 

 b.    What are the advantages and disadvantages of 
using secondary data to answer this research 
question?     

  Sources: Faye Brookman, “Natural Products Rekindle Candle 
Sales,”  Women’s Wear Daily  193, no. 117 (June 2007), p. 9; Morning-
star Document Research, Yankee Holding Corporation, Form 10-K, 
April 1, 2010, http://yankeecandle.investorroom.com/index.
php?s=127 (accessed June 25, 2010); Karen Newman, “A Mandate to 
Innovate,”  Global Cosmetics Industry,  May 2007, pp. 36–39; “Yankee 
Candle to Restructure—Lay Off 330, Close 29 Stores,”  Retailer 
Daily,  January 21, 2009, http://www.retailerdaily.com/entry/10793/
yankee-candle-to-restructure-lay-off-330-close-29-stores/; www.
yankeecandle.com (accessed June 24, 2010).  

 This case was written by Elizabeth J. Wilson, Suffolk University. 
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  In the animal-loving society of the United States, 62 per-
cent of households, or 71.4 million homes, have pets. The 
resulting pet retail industry has benefited from pet own-
ers’ tendency to humanize their pets and treat them like 
family members, which has increased industry revenues 
rapidly. As depicted in Exhibit 1, pet industry expenditures 
have almost tripled since 1994, making pet care the 
 second-fastest-growing retail category, with an average 
annual growth rate of 9 percent. By 2010, U.S. pet indus-
try expenditures are forecast to exceed $47 billion and are 
projected to continue to grow. 
    An industry once dominated by bland pet food and ba-
sic supplies has transformed into a highly differentiated 
market with diverse and creative offerings including pet 
fashions and accessories, gourmet pet cuisine, and even 
pet massages. Exhibit 2 depicts the ever- expanding com-

position of pet industry spending,  including the sale of pet 
food, supplies, veterinary care, medicine, animal pur-
chases, and pet services such as grooming and boarding. 

    PETSMART CAPITALIZES ON 
INDUSTRY TRENDS 

  A survey conducted by the Washington-based Pew Re-
search Center found that 85 percent of pet owners call 
their dogs members of the family, as do 78 percent of 
those with cats. The study also noted that 80 percent of 
the owners buy holiday and birthday gifts for their pets, 
and nearly half of the female respondents said that they 
relied more on their pet’s affection than on their spouse’s 
or children’s. Pet owners have become emotionally tied to 
their pets and, in turn, treat their pets like humans by 

       CASE 36  PetSmart: Where Pets Are Family 
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 EXHIBIT 1 
 U.S. Pet Industry 
Expenditures 

  Source:  American Pet Products 
Association, Inc., http://americanpet
products.org/press_industrytrends.asp.  

Pet

Services
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Live Animal
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23%
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27%
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 EXHIBIT 2 
  Estimated 2010  U.S. Pet 
Expenditures by Category 

  Source:  American Pet Products Associ-
ation, Inc., http://americanpetproducts.
org/press_industrytrends.asp.  
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    HUMAN RESOURCES AS A 
BRAND STRATEGY 

  Through various employee development programs, 
PetSmart trains its employees to reinforce the firm’s brand 
image. It hires people who love pets and thus helps pro-
vide customers with value, quality, and service. PetSmart 
administers a 120-hour educational program for its train-
ers, a 6-month instructional program for its groomers, 
and 16 hours of role-play training before any store opens 
to the public. As a result, the cheerful demeanor of 
PetSmart employees remains consistent across the coun-
try. PetSmart’s staff passionately converses with custom-
ers, asks pet-related questions, and gives recommendations. 
This sense of helpfulness and friendliness aligns the ser-
vice staff with the company’s overall brand strategy and 
creates an emotional connection to the brand. Well-
behaved pets are allowed to shop with their owners, which 
creates a pleasant, comfortable, animal-loving store atmo-
sphere that furthers supports brand equity. 
  PetSmart regularly displays highly visible corporate 
charity and donation-related signs for animal-related causes 
(spay/neuter initiatives, pet adoption programs, food for pet 
shelters, etc.) at its checkout counters to reinforce the com-
pany’s animal-loving culture. The business made a con-
scious decision to encourage adoption from shelters instead 
of selling cats and dogs, even though sales of cats and dogs 
would generate higher annual revenues. The decision to 
encourage and facilitate adoptions is decreasing euthaniza-
tion of abandoned animals. PetSmart CEO Philip Francis 
notes that “by the time you factor in the bed, food, a collar, 
a leash, a training program, a bath, and a vet appointment, 
this adopted dog or cat could be a $300 to $400 event for 
us, and could be the opportunity for a lifetime relationship 
with that pet and that pet parent.”  

dressing them in the latest fashions, prolonging their lives 
through expensive medical treatments, and buckling them 
into specially designed car seats. 
  PetSmart has taken advantage of pet humanization 
trends and increased revenues and profitability. Three key 
features mark the expanded pet retail industry: (1) in-
creased merchandise offerings, (2) more licensing agree-
ments for pet products, and (3) innovative pet services. 
  Pet ownership drives demand, and profitability for re-
tailers depends on the ability to generate store traffic ef-
fectively. To meet growing demand, PetSmart has 
expanded its store offerings to include a wider range of 
merchandise and services. A typical PetSmart store stocks 
10,000 in-store products and offers an even larger variety 
of products online. In addition, this retailer has increased 
its assortment within each product category. PetSmart 
presently stocks a deep selection of pet foods from a large 
array of suppliers, including low-cost, all-natural, breed-
specific, preservative-free, diet, organic, and premium 
foods with real meats and vegetables. To provide total so-
lutions for its customers, the company introduced a wide 
range of private-label brands, positioned as low-cost al-
ternatives to national brands. According to the Private 
Label Manufacturers Association, store brands account 
for 11 percent of cat food, 12 percent of dog food, 13 
percent of pet supplies, and 21 percent of cat litter sales. 
  Consumers interested in spoiling their pets often walk 
into a pet store to buy and coordinate outfits for their cat or 
dog, with choices ranging from personalized T-shirts to 
dresses to water-activated cooling bandanas. Through part-
nerships with PetSmart, renowned companies are leverag-
ing their own brands within the pet sector. Store aisles are 
lined with toys, clothing, accessories, bedding, and aquari-
ums displaying popular cartoon characters such as Sponge-
Bob SquarePants, Clifford the Big Red Dog, Barbie, Blues 
Clues, Disney, and Peanuts. In an exclusive manufacturing 
and marketing deal with Martha Stewart Pets, PetSmart is 
now offering a new line of pet apparel, bedding, and groom-
ing and bath supplies. In addition, companies from a diverse 
collection of industries, such as Paul Mitchell, Polo Ralph 
Lauren, Harley-Davidson, and Old Navy, have developed 
their own pet product lines. Even Jeep has released its own 
line of branded strollers and pet ramps for cars and trucks 
to attempt to profit from the endless licensing opportuni-
ties within the pet retailing industry. 
  In the past, pet retailers provided just the most basic 
products. Today, they aim to create lasting relationships 
with customers. The service sector of the pet retail in-
dustry has higher profit margins, so PetSmart is incorpo-
rating various service offerings into its business model, 
including in-store grooming, six- to eight-week obedi-
ence training sessions, doggie day care, and “Pet Hotel” 
boarding facilities with cozy beds and televisions airing 
Animal Planet programming. As a result, PetSmart 
earned more than $575 million from its service busi-
nesses, representing 11 percent of its annual sales reve-
nue in 2010. Pet service industry competitors similarly 
attempt to position themselves to reach a portion of the 
market. Doggie spas, for example, offer high-end ser-
vices such as massage therapy and pedicures, while pet 
walking and waste pick-up services enjoy greater success 
within the industry. 

 DISCUSSION QUESTIONS 
   1.   What else could PetSmart do to increase its store 

traffic, revenues, and profitability? 
   2.   Consider other retailers that might begin to sell a 

larger assortment of pet products and services. 
How will this competition affect PetSmart? 

   3.   Should PetSmart expand its operations internation-
ally? Why or why not?   

  Sources: American Pet Products Manufacturers Association, Inc., 
“Industry Statistics and Trends,”   http://americanpetproducts.org/
press_industrytrends.asp (accessed June 27, 2010); Catherine 
M. Dalton, “A Passion for Pets: An Interview with Philip L. Francis, 
Chairperson and CEO of PETsMART, Inc.,”  Business Horizons,  
2005, pp. 469–475; Constantine Von Hoffman, “Upscale Amenities 
Go to the Dogs,”  Brandweek,  January 8, 2007; Diane Brady, Paula 
Lehman, Christopher Megerian, Christopher Palmeri, and Arlene 
Weintraub, “The Pet Economy; Americans Spend an Astonishing 
$41 Billion a Year on their Furry Friends,”  BusinessWeek,  August 6, 
2007; Doug Desjardins, “Off and Running: Pet Products Lure 
 Licensed Brands,”  Retailing Today,  June 18, 2007; Joseph Tarnowski, 
“Pet Care: Furry Forecast,”  Progressive Grocer,  January 1, 2006; Mike 
Troy, “Global Pet Expo: Booming Pet Industry Fetches Strong 
 Returns,”  Retailing Today,  March 5, 2007.  

 This case was written by James Pope, while an MBA student at 
Loyola University Maryland, under the supervision of Professor 
Hope Corrigan. 
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  Located in Lake City (population 80,000), Lindy’s Bridal 
Shop, a small bridal store, sells bridal gowns, prom gowns, 
accessories, and silk flowers. It also rents men’s formal 
wear and performs various alteration services. 
  Lindy Armstrong, age 33, has owned the store since its 
founding in March 2007. She is married to a high school 
teacher and is the mother of three young children. A for-
mer nurse, she found the demands of hospital schedules 
left too little time for her young family. An energetic, ac-
tive woman with many interests, she wanted to continue 
to work but also have time with her children. 
  The silk flowers market initially enabled Lindy to com-
bine an in-home career with child rearing. She started 
Lindy’s Silk Flowers with $75 of flower inventory in 
 Vernon, a small town of about 10,000 people 10 miles 
from Lake City. Working out of her home, she depended 
on word-of-mouth communication among her customers, 
mainly brides, to bring in business. As Lindy’s Silk Flow-
ers prospered, a room was added onto the house to 
 provide more space for the business. Lindy was still mak-
ing all the flowers herself. Her flower-making schedule 
kept her extremely busy. Long hours were the norm. 
  Lindy was approached by a young photographer 
named Dan Morgan, who proposed establishing a one-
stop bridal shop. In this new business, Dan would provide 
photography, Lindy would provide silk flowers, and an-
other partner, Karen Ross (who had expertise in the bridal 
market), would provide gowns and accessories. The new 
store would be located in Vernon in a rented structure. 
Shortly before the store was to open, Dan and Karen 
 decided not to become partners, and Lindy became the 
sole owner. She knew nothing about the bridal business. 
Having no merchandise or equipment, Lindy was drawn 
to an ad announcing that a bridal store in a major city was 
going out of business. She immediately called and 
 arranged to meet the owner. Subsequently, she bought all 
his stock (mannequins, racks, and carpet) for $10,000. The 
owner also gave her a crash course in the bridal business. 
  The location in Vernon was chosen primarily because 
it was close to her home. While Vernon is a very small 
town, Lindy felt that location was not a critical factor in 
her store’s success. She maintained that people would 
travel some distance to make a purchase as important as a 
bridal gown. Rent was $1,500 per month plus utilities. 
Parking was a problem. 
  Lindy’s Bridal Shop has continued to grow. Bridal 
gowns and accessories as well as prom dresses have sold 
well. As the time approached for Lindy to renew her lease, 
she wondered about the importance of location. She de-
cided to move to a much larger town, Lake City, which is 
the site of a state university. 

  RETAIL FORMAT 

  Certain times of the year see more formal events than 
others. Many school proms are held during late April and 
May, and June, July, and August are big months for wed-
dings. Since traditional dates for weddings are followed 
less and less closely, Lindy believes that the business is 

 becoming less seasonal, although January and February 
are quite slow. Lindy’s Bridal Shop’s major product 
lines are new wedding, prom, and party gowns. No used 
gowns are sold. Discontinued styles or gowns that have 
been on the rack for a year are sold at reduced prices, pri-
marily because discoloration is a major problem. Gowns 
tend to yellow after hanging on the racks for a year. A 
wide variety of accessories are provided. Lindy believes it’s 
important that her customers do not have to go anywhere 
else for them. These accessories include shoes, veils, head-
pieces, jewelry, and foundations. Slips may be rented 
 instead of purchased. One room of Lindy’s Bridal Shop is 
used only to prepare silk flowers. 
  Lindy’s Bridal Shop’s major service offering is fitting and 
alteration. Most gowns must be altered, for which there’s a 
nominal charge. Lindy feels that personal attention and per-
sonal service set her apart from her competitors. Emphasiz-
ing customer satisfaction, she works hard to please each 
customer. This isn’t always easy. Customers can be picky, 
and it takes time to deal with unhappy people. 
  Lindy’s Bridal Shop engages in various promotional ac-
tivities but is constrained by limited finances. The firm has 
no formal operating budget and thus no formal appropria-
tion for advertising expenses. Newspaper ads constitute 
the primary promotional medium, although radio is occa-
sionally used. Ads for prom dresses are run only during 
prom season. These ads usually feature a photograph of a 
local high school student in a Lindy’s Bridal Shop gown 
plus a brief description of the student’s activities. Other 
promotional activities include bridal shows at a local mall. 
Lindy feels they have been very successful, although 
they’re a lot of work. A recent prom show in a local high 
school used students as models, which proved to be an ex-
cellent way to stimulate sales. Lindy hopes to go into sev-
eral other area high schools during the next prom season, 
although this expansion will demand much planning. 
  Lindy’s Bridal Shop is located at the end of Lake City’s 
main through-street. Initially Lindy didn’t think location 
was important to her bridal store’s success, but she’s 
changed her mind. Whereas business was good in Vernon, 
it’s booming in Lake City. Vehicular traffic is high, and 
there’s adequate, if not excess, parking. 
  Lindy’s Bridal Shop has a 12-year lease. Rent ($2,000 
per month) includes heat and water, but Lindy’s Bridal 
Shop must pay for interior decoration. The physical facil-
ity is generally attractive, with open and inviting interior 
display areas. But some areas both inside and outside the 
store have an unfinished look. 
  Some storage areas require doors or screens to enhance 
the interior’s appearance. The fitting room ceilings are un-
finished, and the carpeting inside the front door needs re-
placing. One other interior problem is insufficient space; 
there seems to be inadequate space for supporting activi-
ties such as flower preparation, customer fittings, and mer-
chandise storage, which gives the store a cluttered look. 
  Several external problems exist. The signs are ineffec-
tive, and there’s a strong glare on the front windows, which 
detracts from the effectiveness of the overall appearance 
and interior window displays. The parking lot needs minor 

       CASE 37  Lindy’s Bridal Shop 
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new shop with a good operation, is in Spartan City, 50 
miles away; Carole’s is a large, established bridal shop in 
Smithtown, 70 miles distant; and Gowns-n-Such is in 
Andersonville, 75 miles away. A new store in Yorktown 
(15 miles away) is selling used gowns and discontinued 
styles at very reduced prices. Lindy watches this new- and 
used-gown store closely. 
  Some of her potential customers are buying wedding 
gowns from electronic retailers such as The Knot (theknot.
com) and the Wedding Channel (weddingchannel.com). 
Lindy is concerned that some of the services offered by 
these electronic retailers (such as gift registries, e-mail no-
tices, wedding planning, and wedding picture displays) will 
attract more of her customers. 

    THE FUTURE 

  Lindy Armstrong is uncertain about the future. She enjoys 
the business but feels that she’s working very hard and not 
making much money. During all the years of Lindy’s 
Bridal Shop’s operation, she hasn’t taken a salary. She 
works 60 hours or more a week. Business is excellent and 
growing, but she’s tired. She has even discussed selling the 
business and returning to nursing. 

maintenance: Parking lines should be painted, and curbs 
must be repaired. Much should be done to add color and 
atmosphere through basic landscaping. 

    STORE OPERATIONS 

  The majority of Lindy’s Bridal Shop’s current sales are 
made to individuals who order bridal gowns from the rack 
or from the catalogs of three major suppliers. At the time 
of the order, the customer pays a deposit, usually half of 
the purchase price. The balance is due in 30 days. Lindy 
would like payment in full at the time of ordering, regard-
less of the delivery date, but payment is often delayed until 
delivery. Once ordered, a gown must be taken and the bill 
paid when delivered. No tuxedos are carried in the store, 
so customers must order from catalogs. Fitting jackets and 
shoes are provided to help patrons size their purchases. 
Lindy’s Bridal Shop rents its men’s formal wear from sup-
pliers. Payment from the customer is due on delivery. 
  Lindy, the sole owner and also the manager of the firm, 
finds it hard to maintain a capable workforce. A small 
company, Lindy’s Bridal Shop can’t offer premium salaries 
for its few positions. There’s one full-time salesperson. 
The part-time staff includes a salesperson, alterations per-
son, bookkeeper, and custodian. Lindy handles all the pa-
perwork. Her responsibilities include paying bills, 
ordering merchandise and supplies, hiring and firing per-
sonnel, fitting customers, and selling various items. She 
makes all the major decisions that directly affect the firm’s 
operations. She also makes all the silk flowers herself. This 
is time-consuming, but she isn’t satisfied with how anyone 
else makes them. 

    COMPETITION 

  Lindy’s Bridal Shop is the only bridal shop in Lake City. 
Lindy believes she has four main competitors. Whitney’s 
Bridal Shop is 30 miles from Lake City; Ender’s Brides, a 

 DISCUSSION QUESTIONS 
   1.   Should Lindy change the emphasis of her 

merchandise mix to increase her sales? 
   2.   Which products should have more emphasis? 

Which should have less? 
   3.   What personnel decisions must Lindy face to 

improve her business? 
   4.   How could someone like Lindy Armstrong balance 

the demands of her family and her business?   

 This case was prepared by Linda F. Felicetti and Joseph 
P. Grunewald, Clarion University of Pennsylvania. 

tion, dental, disability, and life  insurance; a 401(k) 
plan; profit sharing; awards and  incentives; and paid 
vacations and holidays. Your  résumé should include 
your contact information,  education and training, 
skills, experience and accomplishments, and honors 
and awards. 

   3.   Role-play a practice interview for this position. In 
pairs, read each other’s résumés, and then spend 20 to 
30 minutes representing each side of the interview. 
One student should be the human resource manager 
screening applicants, and the other should be the 
 candidate for the manager training program. As the 
human resource manager, ask appropriate questions 
of the applicant, such as the following: 

     •   Why are you applying for this position? 
   •   What are your strengths and weaknesses for this 

position? 

    1.   Assume the role of the college recruiter for a national 
retail chain that is reviewing résumés to select candi-
dates to interview for a management trainee position. 
Which of the three résumés on the following pages do 
you find effective? Ineffective? Why? Which applicant 
would you select to interview? Why? 

   2.   Update your résumé and prepare for an interview for 
a manager training program with a large lumber and 
building supply retailer. This full-time position 
promises rapid advancement on completion of the 
training period. A college degree and experience in 
retail, sales, and marketing are preferred. The base 
pay is between $35,000 and $45,000 per year, plus a 
bonus of up to $7,000. This retailer promotes from 
within, and a new manager trainee can become a 
store manager within two to three years, with earn-
ings potential of $100,000 or more. The benefits 
package is generous, including medical, hospitaliza-

      CASE 38  Interviewing for a Management Trainee Position 
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   •   Why should this organization consider you for this 
position? 

   •   Why are you interested in working for this company? 
   •   What are your career goals for the next 5 to 

10 years? 

   •   Describe your skills when working in a team setting. 
   •   What questions do you have about the company? 

     This case was written by Cecelia Schulz, University of Florida.                                                                                      

Martin L. Cox
xxxx@ufl.edu, (xxx) 3xx-xxxx

123 Your Street, Apt. 301
Gainesville, Florida 32605

OBJECTIVE
Seeking a marketing internship utilizing leadership experience, strong work ethic, and interpersonal skills with a focus 
in product planning.

EDUCATION
Bachelor of Science in Business Administration
University of Florida, Gainesville, Florida
Major in Marketing

LEADERSHIP
Student Government

Theatre Nights Chair
Emerging Leaders Conference Executive Assistant
Student Integrity Court Justice
Banquet Cabinet Assistant Director
Innovate Party House Representative
Homecoming Supper Staff
Assistant Director of Jr. Pan-Hellenic
Jr. Pan-Hellenic Executive VP Int. Relations

Philanthropy
Intramural Soccer-Captain
Intramural Basketball-Captain
Member since Aug. 2003

HONORS
Savant UF Leadership Honorary
Sandra Day O’Connor Pre-Law Society
Alpha Lambda Delta Honor Society
Phi Eta Sigma Honor Society

COMMUNITY SERVICE
Mentor to Freshmen Students for SG Mentor/Mentee
Basketball On Wheels Volunteer
Dance Marathon Dancer
After School Gators Volunteer
Pillows for Patriots Service Project Volunteer

WORK EXPERIENCE
Senior Customer Service Associate, Video-R-Us, Tampa, FL
Secretarial Assistant, Law Firm, Mount Dora, FL

References available upon request.

May 2009
  GPA 3.69

Jan. 2008-Present
Sept. 2007-Present
May 2007-Present
May 2007-Present
Jan. 2007-April 2007
Oct. 2006, 2007 Pan-Hellenic Council
Dec. 2006-Present
Sept. 2006-Jan. 2007 Tri-Delta
  Triple Play
Oct. 2006, 2007
Sept. 2007-Present
Jan. 2007-Present

Oct. 2007-Present
Sept. 2007-Present
Inducted March 2007
Inducted March 2007

Sept. 2007-Present
Sept. 2007-Present
Jan. 2007-March 2007
Jan. 2007-April 2007
Sept. 2006-Dec. 2006

Jan. 2005-Aug. 2006
June-Aug. 2005
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588 SECTION V Cases

Tina Acosta
123 Your Street #335
Gainesville, FL 32608

(727) xxx-xxxx
lxxx@ufl.edu

OBJECTIVE
To integrate my financial and business background with my creative and artistic skills in a fast-paced industry

EDUCATION
University of Florida International Baccalaureate Program
Warrington College of Business St. Petersburg High School
Bachelor of Science in Finance Focus in Theatre, English, and History
Minor in Spanish Graduation 2005
Graduation: May 2009 GPA: 4.0
GPA: 3.73

RELEVANT CLASSES
Retail Management, Study Abroad in Spain, Business Finance, Managerial Accounting, Problem Solving 
 Using Computer Software, Debt and Money Markets

EXPERIENCE
Abercrombie & Fitch—Gainesville, FL  Brand Representative (October 2007-Present)

• Oversaw customer service on the sales floor
• Maintained and updated the sales floor design
• Handled purchases and returns at the register
• Prepared shipments and the floor for an internal audit
• Promoted the brand name for the women’s fashion line

Olive Garden—St. Petersburg, FL  Server (April 2006-August 2006)
• Used a computerized food and beverage ordering system
• Maintained the management’s expectations through customer service
• Interacted with customers
•  Memorized an extensive menu and recommended foods satisfying customer’s needs while maximizing 

the restaurant’s profits

Sacino’s Formalwear—St. Petersburg, FL  Sales Representative (August 2004-August 2005)
• Managed incoming and outgoing shipment responsibilities
• Organized financial paperwork
• Oversaw customer service on the sales floor
• Headed the formal wear department for young women

SKILLS
Proficient in Spanish
Office XP: Word-Document Formatting, Letters, Tables, Flyers, and Macros

Excel-Spreadsheets, Formulas, and Graph Database Analysis, Functions, and Simples Macros
PowerPoint-Professional Presentations

HONORS
Third place in the preliminary competition for the University of Florida’s Center for
  Entrepreneurship and Innovation
Florida’s Bright Futures Scholar
University of Florida Dean’s List Student 2006
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Richard Kates
xxxxxx@ufl.edu

123 Your Street. #164 123 8th Ave N
Gainesville, Florida 32608 Tampa, Florida 33713
(352) xxx-xxxx  (813) xxx-xxxx

Objective  Seeking a position utilizing marketing, management, and organizational abilities, as well as interper-
sonal skills.

Education Marketing Major May 2009
 University of Florida Gainesville, Florida
 Minor in Mass Communications and Minor in
 Entrepreneurship GPA 3.7

Experience Entrepreneur/CEO, Long River PC, LLC August 2005 to
 Tampa, FL Present
 -Helped create and manage a new software company based in South Florida.
  -Helped develop revolutionary program that will aid the visually impaired. Researched and developed 

multiple original non-disclosure as well as non-compete agreements.
  -Responsible for hiring, funding, managing, and controlling progress of almost a dozen private 

software engineers. Reported to and allocated funds of angel investors.
 Server, Carraba’s April 2007 to
 Gainesville, Florida Present
 -Help train new employees through shadowing and demonstration.
  -Serve over 70 guests per day, and ensure customer satisfaction and 

attentiveness.
 -Multiple top sales, as well as winner of “Perfect Check” contest.
 Usher/Security/Technician, Ben Hill Griffin Stadium August 2005 to
 Gainesville, Florida August 2007
 Pool/Health Club Attendant, Don Cesar Resort  May 2004 to
 St. Petersburg, Florida  August 2006

Leadership Executive Board Member, Varsity Tennis Team. Social Chair
 University of Florida August 2006 to Present
  Organized, planned, and financed all Tennis Team social events. In charge of planning large events, 

gatherings at home and away meets, coordinating the activities of over 60 members.

 Executive Board Member, Fisher School of Accounting
 University of Florida January 2007 to May 2007
 Aided in revision and draft of new official Fisher School of Accounting Council’s by-laws.
  Drafted a new 5 year program for the expansion and direction of the new Fisher School including 

member growth, activities, graduate prerequisites, and facility uses.

 CHAMPS Mentoring Volunteer Program
 Gainesville Florida January 2007 to Present
  Met with an “at risk” elementary school student 2 hours per week each semester to spend quality time 

encouraging the child’s healthy growth and development.

Affiliations Phi Eta Sigma Honor Society, Member active 2005 to present
 Florida Tennis Team, Fall 2005 to Spring 2007. Varsity Fall 2006 to Spring 2007
 Team Florida Cycling, Spring 2007 to present
 Student Alumni Association Member, Fall 2006 to present
 American Marketing Association, Member Fall 2007
 International Business Society, Fall 2007
 Business Administration College Council, Fall 2007 Member-at-Large
 The Entrepreneurs Club, Fall 2007

Skills Computer-Fluent in Microsoft Word, Excel, PowerPoint, Explorer, and Media Player, Fluent-Spanish

References Available upon request.
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591

GLOSSARY

ABC analysis An analysis that rank orders SKUs by a profit-
ability measure to determine which items should never be out 
of stock, which should be allowed to be out of stock  occasionally, 
and which should be deleted from the stock selection.
accessibility (1) The degree to which customers can easily 
get into and out of a shopping center; (2) ability of the re-
tailer to deliver the appropriate retail mix to customers in the 
segment.
accessories Merchandise in apparel, department, and spe-
cialty stores used to complement apparel outfits. Examples 
include gloves, hosiery, handbags, jewelry, handkerchiefs, 
and scarves.
accordion theory A cyclical theory of retailer evolution sug-
gesting that changes in retail institutions are explained in 
terms of depth versus breadth of assortment. Retail institu-
tions cycle from high-depth/low-breadth to low-depth/
high-breadth stores and back again.
account opener A premium or special promotion item of-
fered to induce the opening of a new account, especially in 
financial institutions and stores operating on an installment 
credit basis.
accounts payable The amount of money owed to vendors, 
primarily for merchandise inventory.
accounts receivable The amount of money due to the re-
tailer from selling merchandise on credit.
actionability Criteria for evaluating a market segment 
scheme indicating what the retailer should do to satisfy 
its needs.
activity-based costing (ABC) A financial management tool 
in which all major activities within a cost center are identi-
fied, calculated, and then charged to cost objects, such as 
stores, product categories, product lines, specific products, 
customers, and suppliers.
additional markup An increase in retail price after and in 
addition to an original markup.
additional markup cancellation The percentage by which 
the retail price is lowered after a markup is taken.
additional markup percentage The addition of a further 
markup to the original markup as a percentage of net sales.
add-on selling Selling additional new products and services 
to existing customers, such as a bank encouraging a customer 
with a checking account to apply for a home improvement 
loan from the bank.
administered vertical marketing system A form of vertical 
marketing system designed to control a line or classification 
of merchandise as opposed to an entire store’s operation. 
Such systems involve the development of comprehensive 
programs for specified lines of merchandise. Vertically 
aligned companies—manufacturers or wholesalers—even 
though in non-ownership positions, may work together to 
reduce the total systems cost of such activities as advertising, 
transportation, and data processing. See also contractual verti-
cal marketing system and corporate vertical marketing system.

advance shipping notice (ASN) An electronic document 
received by the retailer’s computer from a supplier in advance 
of a shipment.
advertising Paid communications delivered to customers 
through nonpersonal mass media such as newspapers, televi-
sion, radio, direct mail, and the Internet.
advertising manager A retail manager who manages adver-
tising activities such as determining the advertising budget, 
allocating the budget, developing ads, selecting media, and 
monitoring advertising effectiveness.
advertising reach The percentage of customers in the target 
market exposed to an ad at least once.
affinity marketing Marketing activities that enable consum-
ers to express their identification with an organization. An 
example is offering credit cards tied to reference groups like 
the consumer’s university or an NFL team.
affordable budgeting method A budgeting method in 
which a retailer first sets a budget for every element of the 
retail mix except promotion and then allocates the leftover 
funds to a promotional budget.
Age Discrimination and Employment Act A federal act that 
makes it illegal to discriminate in hiring and termination deci-
sions concerning people between the ages of 40 and 70 years.
agent (1) A business unit that negotiates purchases, sales, or 
both but does not take title to the goods in which it deals; 
(2) a person who represents the principal (who, in the case of 
retailing, is the store or merchant) and acts under authority, 
whether in buying or in bringing the principal into business 
relations with third parties.
aging The length of time merchandise has been in stock.
aided recall When consumers indicate they know the brand 
when the name is presented to them.
à la carte plans An employee reward program giving em-
ployees a choice of rewards and thus tailoring the rewards to 
the desires of individual employees.
allocator Position in merchandise management responsible 
for allocating merchandise and tailoring the assortment in 
several categories for specific stores in a geographic area.
alteration costs Expenses incurred to change the appear-
ance or fit, to assemble, or to repair merchandise.
Americans with Disabilities Act (ADA) A federal civil 
rights law that protects people with disabilities from discrimi-
nation in employment, transportation, public accommoda-
tions, telecommunications, and the activities of state and local 
government.
analog approach A method of trade area analysis also 
known as the similar store or mapping approach. The analysis 
is divided into four steps: (1) describing the current trade ar-
eas through the technique of customer spotting; (2) plotting 
the customers on a map; (3) defining the primary, secondary, 
and tertiary area zones; and (4) matching the characteristics 
of stores in the trade areas with the potential new store to 
estimate its sales potential.
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anchor store A large, well-known retail operation located in 
a shopping center or Internet mall and serving as an attract-
ing force for consumers to the center.
ancillary services Services such as layaway, gift wrap, and 
credit that are not directly related to the actual sale of a spe-
cific product within the store.
anticipation discount A discount offered by a vendor to a 
retailer in addition to the cash discount or dating, if the re-
tailer pays the invoice before the end of the cash discount 
period.
anticompetitive leasing arrangement A lease that limits 
the type and amount of competition a particular retailer faces 
within a trading area.
antitrust legislation A set of laws directed at preventing 
 unreasonable restraint of trade or unfair trade practices. Aim is 
to foster a competitive environment. See also restraint of trade.

application form A form used to collect information on a 
job applicant’s education, employment experience, hobbies, 
and references.
artificial barriers In site evaluations for accessibility, barri-
ers such as railroad tracks, major highways, or parks.
asset management path One of the two paths in the strate-
gic profit model affecting a retailer’s return on assets.
assets Economic resources, such as inventory or store fix-
tures, owned or controlled by an enterprise as a result of past 
transactions or events.
asset turnover Net sales divided by total assets.
assortment The number of SKUs within a merchandise cat-
egory. Also called depth of merchandise.

assortment plan A list of merchandise that indicates in very 
general terms what should be carried in a particular merchan-
dise category.
assurance A customer service characteristic that customers 
use to evaluate service quality; the knowledge and courtesy of 
the employees performing the service and their ability to 
convey trust and confidence.
atmospherics The design of an environment through visual 
communications, lighting, colors, music, and scent to stimu-
late customers’ perceptual and emotional responses and ulti-
mately to affect their purchase behavior.
auction A market in which goods are sold to the highest bid-
der; usually well publicized in advance or held at specific 
times that are well known in the trade. Auctions are becom-
ing very popular over the Internet.
autocratic leader A manager who makes all decisions on his 
or her own and then announces them to employees.
automatic reordering system A system for ordering staple 
merchandise in which an automatic reorder is generated by a 
computer on the basis of a perpetual inventory system and 
reorder point calculations.
average BOM stock-to-sales ratio The number of months 
in the period divided by planned inventory turnover for 
the period.
average inventory The sum of inventory on hand at several 
periods in time divided by the number of periods.

Baby Boomer The generational cohort of people born be-
tween 1946 and 1964.

back order A part of an order that the vendor has not filled 
completely and that the vendor intends to ship as soon as the 
goods in question are available.
backup stock The inventory used to guard against going 
out of stock when demand exceeds forecasts or merchandise 
is delayed. Also called safety stock or buffer stock.

backward integration A form of vertical integration in 
which a retailer owns some or all of its suppliers.
bait and switch An unlawful deceptive practice that lures 
customers into a store by advertising a product at lower than 
usual prices (the bait), then inducing the customers to switch 
to a higher-price model (the switch).
balance sheet The summary of a retailer’s financial resources 
and claims against the resources at a particular date; indicates 
the relationship between assets, liabilities, and owners’ equity.
bank card Credit card issued by a bank, such as Visa and 
MasterCard.
bar code See Universal Product Code (UPC).

bargain branding A branding strategy that targets a price-
sensitive segment by offering a no-frills product at a discount 
price.
bargaining power of vendors A characteristic of a market 
in which retailers are so dependent on large, important ven-
dors that their profits are adversely affected.
barriers to entry Conditions in a retail market that make it 
difficult for firms to enter the market.
base stock See cycle stock.

basic merchandise See staple merchandise.

basic stock list The descriptive and record-keeping func-
tion of an inventory control system; includes the stock num-
ber, item description, number of units on hand and on order, 
and sales for the previous periods.
basic stock method An inventory management method 
used to determine the beginning-of-month (BOM) inventory 
by considering both the forecast sales for the month and the 
safety stock.
benchmarking The practice of evaluating performance by 
comparing one retailer’s performance with that of other re-
tailers using a similar retail strategy.
benefits The customer’s specific needs that are satisfied 
when the customer buys a product.
benefit segmentation A method of segmenting a retail 
market on the basis of similar benefits sought in merchandise 
or services.
big box stores Large, limited service retailers.
black market The availability of merchandise at a high price 
when it is difficult or impossible to purchase under normal 
market circumstances; commonly involves illegal transactions.
block group A collection of adjacent census blocks that con-
tain between 300 and 3,000 people that is the smallest unit 
for the sample data.
blog A public Web site where users post informal journals of 
their thoughts, comments, and philosophies.
blue laws Laws prohibiting retailers from being open two 
consecutive days of the weekend—ostensibly to allow em-
ployees a day of rest or religious observance. Most states no 
longer have blue laws.
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buyer Person in a retailing organization responsible for the 
purchase and profitability of a merchandise category. Similar 
to category manager.

buyer’s market Market occurring in economic conditions 
that favor the position of the retail buyer (or merchandiser) 
rather than the vendor; in other words, economic conditions 
are such that the retailer can demand and usually get conces-
sions from suppliers in terms of price, delivery, and other 
market advantages. Opposite of a seller’s market.

buyer’s report Information on the velocity of sales, avail-
ability of inventory, amount of order, inventory turnover, 
forecast sales, and, most important, the quantity that should 
be ordered for each SKU.
buying behavior The activities customers undertake when 
purchasing a good or service.
buying calendar A plan of a store buyer’s market activi-
ties, generally covering a six-month merchandising season 
based on a selling calendar that indicates planned promo-
tional events.
buying committee A committee that has the authority for 
final judgment and decision making on such matters as add-
ing or eliminating new products.
buying power The customer’s financial resources available 
for making purchases.
buying process The stages customers go through to pur-
chase merchandise or services.
buying situation A method of segmenting a retail market 
based on customer needs in a specific buying situation, such 
as a fill-in shopping trip versus a weekly shopping trip.
buzz Genuine, street-level excitement about a hot new 
product.

capacity fixture See rounder.

career path The set of positions to which management em-
ployees are promoted within a particular organization as 
their careers progress.
cash Money on hand.
cash discounts Reductions in the invoice cost that the ven-
dor allows the retailer for paying the invoice prior to the end 
of the discount period.
cash wraps The places in a store where customers can pur-
chase merchandise and have it “wrapped”—placed in a bag.
catalog retailer A nonstore retailer that communicates di-
rectly with customers using catalogs sent through the mail.
catalog retailing Nonstore retail format in which the retail 
offering is communicated to a customer through a catalog.
category An assortment of items (SKUs) the customer sees 
as reasonable substitutes for one another.
category captain A supplier that forms an alliance with a 
retailer to help gain consumer insight, satisfy consumer 
needs, and improve the performance and profit potential 
across the entire category.
category killer A discount retailer that offers a narrow but 
deep assortment of merchandise in a category and thus domi-
nates the category from the customers’ perspective. Also 
called a category specialist.

category life cycle A merchandise category’s sales pattern 
over time.

bonus Additional compensation awarded periodically, based 
on a subjective evaluation of the employee’s performance.
book inventory system See retail inventory method.

bottom-up planning When goals are set at the bottom of 
the organization and filter up through the operating levels.
boutique (1) Departments in a store designed to resemble 
small, self-contained stores; (2) a relatively small specialty 
store.
boutique layout See free-form layout.

brand A distinguishing name or symbol (such as a logo, de-
sign, symbol, or trademark) that identifies the products or 
services offered by a seller and differentiates those products 
and services from the offerings of competitors.
brand association Anything linked to or connected with the 
brand name in a consumer’s memory.
brand awareness The ability of a potential customer to 
 recognize or recall that a particular brand name belongs to a 
retailer or product/service.
brand building The design and implementation of a retail 
communication program to create an image in the customer’s 
mind of the retailer relative to its competitors. Also called 
positioning.

brand equity The value that brand image offers retailers.
brand image Set of associations consumers have about a 
brand that are usually organized around some meaningful 
themes.
brand loyalty Indicates customers like and consistently buy 
a specific brand in a product category. They are reluctant to 
switch to other brands if their favorite brand isn’t available.
breadth of merchandise See variety.

break-even analysis A technique that evaluates the relation-
ship between total revenue and total cost to determine profit-
ability at various sales levels.
break-even point quantity The quantity at which total rev-
enue equals total cost and beyond which profit occurs.
breaking bulk A function performed by retailers or whole-
salers in which they receive large quantities of merchandise 
and sell them in smaller quantities.
breaking sizes Running out of stock on particular sizes.
broker A middleman that serves as a go-between for the 
buyer or seller; assumes no title risks, does not usually have 
physical custody of products, and is not looked upon as a per-
manent representative of either the buyer or seller.
buffer stock Merchandise inventory used as a safety cushion 
for cycle stock so the retailer won’t run out of stock if de-
mand exceeds the sales forecast. Also called safety stock.

building codes Legal restrictions describing the size and 
type of building, signs, type of parking lot, and so on that can 
be used at a particular location.
bulk fixture See rounder.

bullwhip effect The buildup of inventory in an uncoordi-
nated channel.
buyback A strategy vendors and retailers use to get products 
into retail stores, either when a retailer allows a vendor to 
create space for goods by “buying back” a competitor’s inven-
tory and removing it from a retailer’s system or when the re-
tailer forces a vendor to buy back slow-moving merchandise.
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classification A group of items or SKUs for the same type of 
merchandise, such as pants (as opposed to jackets or suits), 
supplied by different vendors.
classification dominance An assortment so broad that cus-
tomers should be able to satisfy all of their consumption 
needs for a particular category by visiting one retailer.
classification merchandising Divisions of departments 
into related types of merchandise for reporting and con-
trol purposes.
Clayton Act (1914) An act passed as a response to the deficien-
cies of the Sherman Act; it specifically prohibits price discrimi-
nation, tying arrangements, and exclusive dealing contracts that 
have the effect of limiting free trade, and it provides for damages 
to parties injured as a result of violations of the act.
clearance sale An end-of-season sale to make room for new 
goods; also pushing the sale of slow-moving, shopworn, and 
demonstration model goods.
closeout (1) An offer at a reduced price to sell a group of slow-
moving or incomplete stock; (2) an incomplete assortment, 
the remainder of a line of merchandise that is to be discontin-
ued and so is offered at a low price to ensure immediate sale.
closeout retailer Off-price retailer that sells a broad but 
 inconsistent assortment of general merchandise as well as ap-
parel and soft home goods, obtained through retail liquidations 
and bankruptcy proceedings.
COD (cash on delivery) Purchase terms in which payment 
for a product is collected at the time of delivery.
collaborative planning, forecasting, and replenishment 
(CPFR) A collaborative inventory management system in 
which a retailer shares information with vendors. CPFR soft-
ware uses data to construct a computer-generated replenish-
ment forecast that is shared by the retailer and vendor before 
it’s executed.
commercial bribery A vendor’s offer of money or gifts to a 
retailer’s employee for the purpose of influencing purchas-
ing decisions.
commission Compensation based on a fixed formula, such 
as percentage of sales.
committee buying The situation whenever the buying de-
cision is made by a group of people rather than by a single 
buyer. A multiunit operation is usually the type of firm that 
uses this procedure.
common area maintenance (CAM) The common facilities 
maintenance that a shopping center management is respon-
sible for, such as the parking area, providing security, parking 
lot lighting, outdoor signage for the center, advertising, and 
special events to attract consumers.
common stock The type of stock most frequently issued by 
corporations. Owners of common stock usually have voting 
rights in the retail corporation.
communication gap The difference between the actual 
service provided to customers and the service promised in 
the retailer’s promotion program. This factor is one of the 
four factors identified by the Gaps model for improving 
service quality.
communication objectives Specific goals for a communica-
tion program related to the effects of the communication 
program on the customer’s decision-making process.

category management The process of managing a retail 
business with the objective of maximizing the sales and prof-
its of a category.
category manager See buyer.

category signage Signage within a particular department or 
sector of the store, category signs are usually smaller than di-
rectional signs. Their purpose is to identify types of products 
offered; they are usually located near the goods to which they 
refer.
category specialist See category killer.

caveat emptor Latin term for “let the buyer beware.”
census A count of the population of a country as of a speci-
fied date.
census block An area bounded on all sides by visible (roads, 
rivers, etc.) and/or invisible (county, state boundaries) fea-
tures that is the smallest geographic entity for which census 
data are available.
census tracts Subdivisions of a Metropolitan Statistical Area 
(MSA), with an average population of 4,000.
central business district (CBD) The traditional downtown 
business area of a city or town.
centralization The degree to which authority for making 
retail decisions is delegated to corporate managers rather 
than to geographically dispersed regional, district, and 
store management.
centralized buying A situation in which a retailer makes all 
purchase decisions at one location, typically the firm’s 
headquarters.
central market See market.

central place A center of retailing activity such as a town 
or city.
central place theory Christaller’s theory of retail location 
suggesting that retailers tend to locate in a central place. As 
more retailers locate together, more customers are attracted 
to the central place. See also central place.

chain discount A number of different discounts taken se-
quentially from the suggested retail price.
chargeback A practice used by retailers in which they de-
duct money from the amount they owe a vendor.
chat room Location in an Internet site at which customers 
can engage in interactive, real-time, text-based discussions.
checking The process of going through goods upon receipt 
to make sure that they arrived undamaged and that the mer-
chandise received matches the merchandise ordered.
checkout areas See cash wraps.

cherry picking Customers visiting a store and buying only 
merchandise sold at big discounts or buying only the best 
styles or colors.
chief financial officer (CFO) An executive that works with 
the CEO on financial issues such as equity-debt structure and 
credit card operations.
chief marketing officer (CMO) An executive that works 
with staff to develop marketing, advertising and other pro-
motional programs. 
chief operations officer (COO) An executive that oversees 
managers in charge of management information systems (MIS), 
supply chain, human resources, and visual merchandising.
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consumerism The activities of government, business, and 
independent organizations designed to protect individuals 
from practices that infringe on their rights as consumers.
contest Promotional activity in which customers compete 
for rewards through games of chance. Contests can also be 
used to motivate retail employees.
continuous replenishment 
contract distribution service company Firm that performs 
all of the distribution functions for retailers or vendors, in-
cluding transportation to the contract company’s distribution 
center, merchandise processing, storage, and transportation 
to retailers.
contractual vertical marketing system A form of vertical 
marketing system in which independent firms at different 
levels in the channel operate contractually to obtain the 
economies and market impacts that could not be obtained by 
unilateral action. Under this system, the identity of the indi-
vidual firm and its autonomy of operations remain intact. See 
also administered vertical marketing system and corporate vertical 
marketing system.

contribution margin Gross margin less any expense that 
can be directly assigned to the merchandise.
convenience center A shopping center that typically in-
cludes such stores as a convenience market, a dry cleaner, or a 
liquor store.
convenience goods Products that the consumer is not will-
ing to spend the effort to evaluate prior to purchase, such as 
milk or bread.
convenience shopping situation When consumers are 
 primarily concerned with minimizing their effort to get the 
product or service they want.
convenience store A store that provides a limited variety 
and assortment of merchandise at a convenient location in a 
2,000- to 3,000-square-foot store with speedy checkout.
conventional supermarket A self-service food store that of-
fers groceries, meat, and produce with limited sales of non-
food items, such as health and beauty aids and general 
merchandise.
conversion rates Percentage of consumers who buy the 
product after viewing it.
cookies Computer text files that identify visitors when they 
return to a Web site.
coop advertising Enables a retailer to associate its name 
with well-known national brands and use attractive art work 
created by the national brand. Also a method a retailer uses to 
share the cost of advertising with a vendor.
co-op (cooperative) advertising A program undertaken by 
a vendor in which the vendor agrees to pay all or part of a 
promotion for its products.
cooperative buying When a group of independent retailers 
work together to make large purchases from a single supplier.
copy The text in an advertisement.
copycat branding A branding strategy that imitates the 
manufacturer brand in appearance and trade dress but generally 
is perceived as lower quality and is offered at a lower price.
copyright A regulation that protects original works of au-
thors, painters, sculptors, musicians, and others who produce 
works of artistic or intellectual merit.

community strip shopping centers See neighborhood strip 
shopping centers.

comparable store sales growth See same store sales growth.

comparative price advertising A common retailing practice 
that compares the price of merchandise offered for sale with 
a higher “regular” price or a manufacturer’s list price.
comparison shopping A market research method in which 
retailers shop at competitive stores, comparing the mer-
chandise, pricing, visual display, and service to their own 
offering.
comparison shopping situation A type of shopping situa-
tion whereby consumers have a general idea about the type of 
product or service they want, but they do not have a well- 
developed preference for a brand or model.
compatibility The degree to which the fashion is consistent 
with existing norms, values, and behaviors.
compensation Monetary payments including salary, commis-
sion, and bonuses; also, paid vacations, health and insurance 
benefits, and a retirement plan.
competition-oriented pricing A pricing method in which a 
retailer uses competitors’ prices, rather than demand or cost 
considerations, as guides.
competitive parity method An approach for setting a promo-
tion budget so that the retailer’s share of promotion expenses 
is equal to its market share.
competitive rivalry The frequency and intensity of reac-
tions to actions undertaken by competitors.
competitor analysis An examination of the strategic direc-
tion that competitors are likely to pursue and their ability to 
successfully implement their strategy.
complexity The ease with which consumers can understand 
and use a new fashion.
composite segmentation A method of segmenting a retail 
market using multiple variables, including benefits sought, 
lifestyles, and demographics.
computerized checkout See point-of-sale (POS) terminal.

conditions of sale See terms of sale.

conflict of interest A situation in which a decision maker’s 
personal interest influences or has the potential to influence 
his or her professional decision.
congestion The amount of crowding of either cars or people.
consideration set The set of alternatives the customer eval-
uates when making a merchandise selection.
consignment Items not paid for by the retailer until they 
are sold. The retailer can return unsold merchandise; how-
ever, the retailer does not take title until final sale is made.
consortium exchange A retail exchange that is owned by 
several firms within one industry.
consumer cooperative Customers own and operate this 
type of retail establishment. Customers have ownership 
shares and share in the store’s profits through price reduc-
tions or dividends.
consumer direct fulfillment See drop shipping (Chapter 10).

Consumer Goods Pricing Act (1975) The statute that 
repealed all resale price maintenance laws and made it pos-
sible for retailers to sell products below suggested retail 
prices.
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credit limit The quantitative limit that indicates the maxi-
mum amount of credit that may be allowed to be outstanding 
on each individual customer account.
cross-docked Items that are unloaded from the shippers’ 
truck and within a few hours reloaded onto trucks going to 
stores. These items are prepackaged by the vendor for a spe-
cific store, such that the UPC labels on a carton indicate the 
store to which it is to be sent.
cross-docking distribution area An area in a distribution 
center in which merchandise is delivered to one side of the fa-
cility by vendors, is unloaded, and is immediately reloaded 
onto trucks that deliver merchandise to the stores. With cross-
docking, merchandise spends very little time in the warehouse.
cross-selling When sales associates in one department 
 attempt to sell complementary merchandise from other 
 departments to their customers.
cross-shopping A pattern of buying both premium and low-
priced merchandise or patronizing expensive, status-oriented 
retailers and price-oriented retailers.
culture The meaning and values shared by most members 
of a society.
cumulative attraction The principle that a cluster of similar 
and complementary retailing activities will generally have 
greater drawing power than isolated stores that engage in the 
same retailing activities.
cumulative markup Used in the cost method of accounting, 
the average percentage markup for the period; the total retail 
price minus cost divided by retail price.
cumulative quantity discounts Discounts earned by retail-
ers when purchasing certain quantities over a specified period 
of time.
cumulative reach The cumulative number of potential cus-
tomers that would see an ad that runs several times.
current assets Cash or any assets that can normally be con-
verted into cash within one year.
current liabilities Debts that are expected to be paid in less 
than one year.
customer allowance An additional price reduction given to 
the customer.
customer buying process The stages a customer goes 
through in purchasing a good or service. Stages include need 
recognition, information search, evaluation and choice of al-
ternatives, purchase, and postpurchase evaluation.
customer database See data warehouse.

customer delight A high level of customer satisfaction cre-
ated by retailers providing greatly unexpected services.
customer lifetime value (CLV) The expected contribution 
from the customer to the retailer’s profits over his or her 
 entire relationship with the retailer.
customer loyalty Customers’ commitment to shopping at a 
store.
customer relationship management (CRM) A business 
philosophy and set of strategies, programs, and systems that 
focuses on identifying and building loyalty with a retailer’s 
most valued customers.
customer returns The value of merchandise that customers 
return because it is damaged, doesn’t fit, and so forth.

core assortment A relatively large proportion of the total 
assortment that is carried by each store in the chain, regard-
less of size.
corporate social responsibility Voluntary actions taken by 
a company to address the ethical, social, and environmental 
impacts of its business operations and the concerns of its 
stakeholders.
corporate vertical marketing system A form of vertical 
marketing system in which all of the functions from produc-
tion to distribution are at least partially owned and controlled 
by a single enterprise. Corporate systems typically operate 
manufacturing plants, warehouse facilities, and retail outlets. 
See also administered vertical marketing system and contractual 
vertical marketing system.

cost The financial expenditure required to obtain something 
in return.
cost code The item cost information indicated on price 
tickets in code. A common method of coding is the use of 
 letters from an easily remembered word or expression with 
nonrepeating letters corresponding to numerals. For example, 
y o u n g b l a d e 1 2 3 4 5 6 7 8 9 0.
cost complement Used in the cost method of accounting, the 
percentage of net sales represented by the cost of goods sold.
cost method of accounting A method in which retailers 
record the cost of every item on an accounting sheet or in-
clude a cost code on the price tag or merchandise container. 
When a physical inventory is conducted, the cost of each 
item must be determined, the quantity in stock is counted, 
and the total inventory value at cost is calculated. See retail 
inventory method.

cost multiplier Used in the cost method of accounting, the 
cumulative markup multiplied by 100 percent minus cumula-
tive markup percentage.
cost-oriented method A method for determining the retail 
price by adding a fixed percentage to the cost of the mer-
chandise; also known as cost-plus pricing.

cost per thousand (CPM) A measure that is often used to 
compare media. CPM is calculated by dividing an ad’s cost by 
its reach.
cotenancy clause A clause in a leasing contract that requires 
a certain percentage of a shopping center be leased, while 
others name specific retailers or types of retailers that are to 
remain open.
counterfeit merchandise Goods that are made and sold 
without permission of the owner of a trademark, a copyright, 
or a patented invention that is legally protected in the coun-
try where it is marketed.
coupons Documents that entitle the holder to a reduced 
price or X cents off the actual price of a product or service.
courtesy days The days on which stores extend to loyalty 
club customers the privilege of making purchases at sale 
prices in advance of public sale.
coverage The theoretical number of potential customers in 
the retailer’s target market that could be exposed to an ad in a 
given medium.
credit Money placed at a consumer’s disposal by a retailer, 
financial or other institution. For purchases made on credit, 
payment is due in the future.
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demand-oriented method A method of setting prices based 
on what the customers would expect or be willing to pay.
democratic leader A store manager who seeks informa-
tion and opinions from employees and bases decisions on this 
information.
demographics Vital statistics about populations such as age, 
sex, and income.
demographic segmentation A method of segmenting a 
 retail market that groups consumers on the basis of easily 
measured, objective characteristics such as age, gender, 
 income, and education.
department A segment of a store with merchandise that 
represents a group of classifications the consumer views as 
being complementary.
department store A retailer that carries a wide variety and 
deep assortment, offers considerable customer services, 
and is organized into separate departments for displaying 
merchandise.
depth interview An unstructured personal interview in 
which the interviewer uses extensive probing to get individ-
ual respondents to talk in detail about a subject.
depth of merchandise See assortment.

deseasonalized demand The forecast demand without the 
influence of seasonality.
destination store A retail store in which the merchandise, 
selection, presentation, pricing, or other unique feature acts 
as a magnet for customers.
dialectic theory An evolutionary theory based on the 
premise that retail institutions evolve. The theory suggests 
that new retail formats emerge by adopting characteristics 
from other forms of retailers in much the same way that a 
child is the product of the pooled genes of two very differ-
ent parents.
digital signage Signs whose visual content is delivered digi-
tally through a centrally managed and controlled network 
and displayed on a television monitor or flat panel screen.
direct investment The investment and ownership by a re-
tail firm of a division or subsidiary that builds and operates 
stores in a foreign country.
direct mail Any brochure, catalog, advertisement, or other 
printed marketing material delivered directly to the con-
sumer through the mail or a private delivery company.
direct-mail catalog retailer A retailer offering merchandise 
or services through catalogs mailed directly to customers.
direct-mail retailer A nonstore retailer that communicates 
directly with customers using mail brochures and pamphlets 
to sell a specific product or service to customers at one point 
in time.
direct marketing A form of nonstore retailing in which 
 customers are exposed to merchandise through print or 
electronic media and then purchase the merchandise by 
telephone, mail, or over the Internet.
direct product profitability (DPP) The profit associated 
with each category or unit of merchandise. DPP is equal to 
the per-unit gross margin less all variable costs associated 
with the merchandise such as procurement, distribution, 
sales, and the cost of carrying the assets.

customer service The set of retail activities that increase 
the value customers receive when they shop and purchase 
merchandise.
customer service department The department in a re-
tail organization that handles customer inquiries and 
complaints.
customer spotting A technique used in trade area analysis 
that “spots” (locates) residences of customers for a store or 
shopping center.
customization approach An approach used by retailers to 
provide customer service that is tailored to meet each cus-
tomer’s personal needs.
cycle stock The inventory that goes up and down due to the 
replenishment process. Also known as base stock.

cycle time The time between the decision to place an order 
and the receipt of merchandise and placement in the store.
cyclical theories Theories of institutional change based 
on the premise that retail institutions change on the basis of 
 cycles. See also wheel of retailing and accordion theory.

data mining Technique used to identify patterns in data 
found in data warehouses, typically patterns that the analyst is 
unaware of prior to searching through the data.
data warehouse The coordinated and periodic copying of 
data from various sources, both inside and outside the enter-
prise, into an environment ready for analytical and informa-
tional processing. It contains all of the data the firm has 
collected about its customers and is the foundation for subse-
quent CRM activities.
dating A series of options that tells retailers when discounts 
can be taken from vendors and when the full invoice amount 
is due.
deal period A limited time period allowed by manufacturers 
for retailers to purchase merchandise at a special price.
decentralization When authority for retail decisions is 
made at lower levels in the organization.
deceptive advertising Any advertisement that contains a 
false statement or misrepresents a product or service.
decile analysis A method of identifying customers in a CRM 
program that breaks customers into ten deciles based on their 
LTV (lifetime value). When using decile analysis, the top 
10 percent of the customers would be the most valued group.
deferred billing An arrangement that enables customers to 
buy merchandise and not pay for it for several months, with 
no interest charge.
delivery gap The difference between the retailer’s service 
standards and the actual service provided to customers. This 
factor is one of the four factors identified by the Gaps model 
for improving service quality.
demalling The activity of revitalizing a mall by demolishing 
a mall’s small shops, scrapping its common space and food 
courts, enlarging the sites once occupied by department 
stores, and adding more entrances into the parking lot.
demand/destination area Department or area in a store in 
which demand for the products or services offered is created 
before customers get to their destination.
demand/destination merchandise Products that customers 
have decided to buy before entering the store.
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distributive fairness A customer’s perception of the benefits 
received compared to their costs (inconvenience or loss) 
when resolving a complaint.
distributive justice Arises when outcomes received are 
viewed as fair with respect to outcomes received by others.
diversification growth opportunity A strategic investment 
opportunity that involves an entirely new retail format di-
rected toward a market segment not presently being served.
diversionary pricing A practice sometimes used by retailers 
in which low price is stated for one or a few goods or services 
(emphasized in promotion) to give the illusion that the re-
tailer’s prices are all low.
diverted merchandise Merchandise that is diverted from its 
legitimate channel of distribution; similar to gray-market mer-
chandise except there need not be distribution across interna-
tional boundaries.
diverter A firm that buys diverted merchandise from retail-
ers and manufacturers and then resells the merchandise to 
other retailers. See diverted merchandise.

double coupon A retail promotion that allows the customer 
to double the face value of a coupon.
drawing account A method of sales compensation in which 
salespeople receive a weekly check based on their estimated 
annual income.
drop shipping A supply chain system in which retailers re-
ceive orders from customers and relay these orders to a ven-
dor and then the vendor ships the merchandise ordered 
directly to the customer.
drugstore Specialty retail store that concentrates on phar-
maceuticals and health and personal grooming merchandise.
duty See tariff.

economic order quantity (EOQ) The order quantity that 
minimizes the total cost of processing orders and holding 
inventory.
editing the assortment Selecting the right assortment of 
merchandise.
efficient customer response (ECR) The set of programs 
supermarket chains have undertaken to manage inventory 
and increase inventory turnover.
80–20 rule A general management principle where 80 per-
cent of the sales or profits come from 20 percent of the 
customers.
electronic agent Computer program that locates and selects 
alternatives based on some predetermined characteristics.
electronic article surveillance (EAS) system A loss pre-
vention system in which special tags placed on merchandise 
in retail stores are deactivated when the merchandise is pur-
chased. The tags are used to discourage shoplifting.
electronic data interchange (EDI) The computer-to- 
computer exchange of business documents from retailer to 
vendor and back.
electronic retailing A retail format in which the retailers 
communicate with customers and offer products and services 
for sale over the Internet.
e-mail A paid personal communication vehicle that involves 
sending messages over the Internet.

direct-response advertising Advertisements on TV and 
 radio that describe products and provide an opportunity for 
customers to order them.
direct retailing See nonstore retailing.

direct selling A retail format in which a salesperson, fre-
quently an independent distributor, contacts a customer di-
rectly in a convenient location (either at a customer’s home or 
at work), demonstrates merchandise benefits, takes an order, 
and delivers the merchandise to the customer.
direct store delivery (DSD) A method of delivering mer-
chandise to stores in which vendors distribute merchandise 
directly to the stores rather than going through distribution 
centers.
disability Any physical or mental impairment that sub-
stantially limits one or more of an individual’s major life 
 activities or any condition that is regarded as being such an 
impairment.
disclosure of confidential information An unethical situa-
tion in which a retail employee discloses proprietary or confi-
dential information about the firm’s business to anyone 
outside the firm.
discount A reduction in the original retail price granted to 
store employees as a special benefit or to customers under 
certain circumstances.
discount-oriented center See promotional center.

discount store A general merchandise retailer that offers a 
wide variety of merchandise, limited service, and low prices.
discrimination An illegal action of a company or its man-
agers when a member of a protected class (women, minori-
ties, etc.) is treated differently from nonmembers of that 
class (see disparate treatment) or when an apparently neutral 
rule has an unjustified discriminatory effect (see disparate 
impact).
disintermediation When a manufacturer sells directly to 
consumers, thus competing directly with its retailers.
disparate impact The case of discrimination when an ap-
parently neutral rule has an unjustified discriminatory effect, 
such as if a retailer requires high school graduation for all its 
employees, thereby excluding a larger proportion of disad-
vantaged minorities, when at least some of the jobs (e.g., cus-
todian) could be performed just as well by people who did not 
graduate from high school.
disparate treatment The case of discrimination when 
members of a protected class are treated differently from 
nonmembers of that class—if a qualified woman (protected 
class), for example, does not receive a promotion given to a 
lesser qualified man.
dispatcher A person who coordinates deliveries from the 
vendor to the distribution center or stores or from the distri-
bution center to stores.
distribution See logistics.

distribution center A warehouse that receives merchandise 
from multiple vendors and distributes it to multiple stores.
distribution channel A set of firms that facilitate the move-
ment of products from the point of production to the point of 
sale to the ultimate consumer. Similar to a supply chain.
distribution intensity The number of retailers carrying a 
particular category.
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evaluation of alternatives The stage in the buying process 
in which the customer compares the benefits offered by vari-
ous retailers.
event sponsorship A type of marketing communication for 
which corporations support various activities usually in the 
cultural or sports and entertainment sectors.
everyday low pricing (EDLP) A pricing strategy that 
stresses continuity of retail prices at a level somewhere be-
tween the regular nonsale price and the deep-discount sale 
price of the retailer’s competitors.
evolutionary theories Theories of institutional change 
based on the premise that retail institutions evolve. See dialec-
tic theory and natural selection.

exclusive brand A brand developed by a national brand ven-
dor, often in conjunction with a retailer, and sold exclusively 
by the retailer.
exclusive dealing agreement Restriction a manufacturer or 
wholesaler places on a retailer to carry only its products and 
no competing vendors’ products.
exclusive geographical territory A policy in which only 
one retailer in a certain territory is allowed to sell a particu-
lar brand.
exclusive use clause A clause in a lease that prohibits the 
landlord from leasing to retailers selling competing products.
executive training program (ETP) A training program for 
retail supervisors, managers, and executives.
expenses Costs incurred in the normal course of doing busi-
ness to generate revenues.
express warranty A guarantee supplied by either the retailer 
or the manufacturer that details the terms of the warranty in 
simple, easily understood language so customers know what 
is and what is not covered by the warranty.
extended problem solving A buying process in which cus-
tomers spend considerable time at each stage of the decision-
making process because the decision is important and they 
have limited knowledge of alternatives.
external sources of information Information provided by 
the media and other people.
extra dating A discount offered by a vendor in which the 
retailer receives extra time to pay the invoice and still take the 
cash discount.
extranet A collaborative network that uses Internet technol-
ogy to link businesses with their suppliers, customers, or 
other businesses.
extreme-value food retailers See limited assortment 
supermarkets.

extreme-value retailers Small, full-line discount stores that 
offer a limited merchandise assortment at very low prices.
extrinsic reward Reward (such as money, promotion, or rec-
ognition) given to employees by their manager or the firm.

factoring A specialized financial function whereby manufac-
turers, wholesalers, or retailers sell accounts receivable to 
 financial institutions, including factors or banks.
factory outlet Outlet store owned by a manufacturer.
fad A merchandise category that generates a lot of sales for a 
relatively short time—often less than a season.

emotional support Supporting retail service providers with 
the understanding and positive regard to enable them to deal 
with the emotional stress created by disgruntled customers.
empathy A customer service characteristic that customers 
use to evaluate service quality; refers to the caring, individu-
alized attention provided to customers, such as personalized 
service, sending of notes and e-mails, or recognition by 
name.
employee discount A discount from retail price offered by 
most retailers to employees.
employee productivity Output generated by employee ac-
tivities. One measure of employee productivity is the retail-
er’s sales or profit divided by its employee costs.
employee turnover The number of employees occupying a 
set of positions during a period (usually a year) divided by the 
number of positions.
employment branding Programs undertaken by employers 
to understand what potential employees are seeking, as well 
as what they think about the retailer; developing a value 
proposition and an employment brand image; communicat-
ing that brand image to potential employees; and then fulfill-
ing the brand promise by ensuring the employee experience 
matches that which was advertised.
employment marketing See employment branding.

empowerment The process of managers sharing power and 
decision-making authority with employees.
empty nest A stage in a family life cycle where children have 
grown up and left home.
empty nester Household where all children are grown and 
have left home.
end cap Display fixture located at the end of an aisle.
end-of-month (EOM) dating A method of dating in which 
the discount period starts at the end of the month in which 
the invoice is dated (except when the invoice is dated the 25th 
or later).
energy management The coordination of heating, air 
 conditioning, and lighting to improve efficiencies and reduce 
energy costs.
environmental apparel Merchandise produced with few or 
no harmful effects on the environment. Part of a green mar-
keting program.
Equal Employment Opportunity Commission (EEOC) A 
federal commission that was established for the purpose of 
taking legal action against employers that violate Title VII of 
the Civil Rights Act. Title VII prohibits discrimination in 
company personnel practices.
Equal Pay Act A federal act enforced by the Equal Employ-
ment Opportunity Commission that prohibits unequal pay 
for men and women who perform equal work or work of 
comparable worth.
escape clause A clause in a lease that allows the retailer to 
terminate its lease if sales don’t reach a certain level after a 
specified number of years or if a specific cotenant in the cen-
ter terminates its lease.
e-tailing See electronic retailing.

ethics A system or code of conduct based on universal moral 
duties and obligations that indicate how one should behave.
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FOB (free-on-board) origin A term of sale designating 
that the retailer takes ownership of the merchandise at the 
point of origin and is therefore responsible for transportation 
and any damage claims.
focus group A marketing research technique in which a 
small group of respondents is interviewed by a moderator 
 using a loosely structured format.
forward buy An opportunity to purchase at an extra dis-
count more merchandise than the retailer normally needs to 
fill demand.
forward integration A form of vertical integration in which 
a manufacturer owns wholesalers or retailers.
four-way fixture A fixture with two cross-bars that sit per-
pendicular to each other on a pedestal.
franchisee The owner of an individual store in a franchise 
agreement.
franchising A contractual agreement between a franchisor 
and a franchisee that allows the franchisee to operate a retail 
outlet using a name and format developed and supported by 
the franchisor.
franchisor The owner of a franchise in a franchise agreement.
free-form layout A store design, used primarily in small spe-
cialty stores or within the boutiques of large stores, that arranges 
fixtures and aisles asymmetrically. Also called boutique layout.

free riding A situation in which a retailer, such as a discount 
store, takes more than its fair share of the benefits derived by 
another retailer’s promotional or service efforts but does not 
incur its fair share of the costs and is thus able to sell the mer-
chandise at a lower price.
freestanding display Fixtures or mannequins that are lo-
cated on aisles and designed primarily to attract customers’ 
attention and bring customers into a department in stores us-
ing a racetrack or free-form layout.
freestanding fixture Fixtures and mannequins located on 
aisles that are designed primarily to get customers’ attention 
and bring them into a department.
freestanding insert (FSI) An ad printed at a retailer’s expense 
and distributed as a freestanding insert in the newspaper. Also 
called a preprint.

freestanding site A retail location that is not connected to 
other retailers.
free trade zone A special area within a country that can be 
used for warehousing, packaging, inspection, labeling, exhibi-
tion, assembly, fabrication, or transshipment of imports with-
out being subject to that country’s tariffs.
freight collect When the retailer pays the freight from the 
vendor.
freight forwarders Companies that purchase transport 
services. They then consolidate small shipments from a 
number of shippers into large shipments that move at a 
lower freight rate.
freight prepaid When the freight is paid by the vendor to 
the retailer.
frequency The number of times a potential customer is ex-
posed to an ad.
frequent-shopper program A reward and communication 
program used by a retailer to encourage continued purchases 
from the retailer’s best customers. See loyalty program.

Fair Labor Standards Act A federal law, enacted in 1938, 
that sets minimum wages, maximum hours, child labor stan-
dards, and overtime pay provisions.
fair trade Purchasing practices that require producers to pay 
workers a living wage, well more than the prevailing minimum 
wage, and offer other benefits, like onsite medical treatment.
fair trade laws See resale price maintenance laws.

family brand A product’s brand name associated with the 
company’s name
fashion A type of product or a way of behaving that is tem-
porarily adopted by a large number of consumers because the 
product, service, or behavior is considered to be socially 
 appropriate for the time and place.
fashion merchandise Category of merchandise that typi-
cally lasts several seasons, and sales can vary dramatically 
from one season to the next.
fashion/specialty center A shopping center that is com-
posed mainly of upscale apparel shops, boutiques, and gift 
shops carrying selected fashions or unique merchandise of 
high quality and price.
feature area Area designed to get the customer’s attention 
that includes end caps, promotional aisles or areas, freestand-
ing fixtures and mannequins that introduce a soft goods 
 department, windows, and point-of-sale areas.
feature fixture See four-way fixture.

features The qualities or characteristics of a product that 
provide benefits to customers.
Federal Trade Commission Act (1914) The congressional 
act that created the Federal Trade Commission (FTC) and 
gave it the power to enforce federal trade laws.
fill rate The percentage of an order that is shipped by the 
vendor.
financial leverage A financial measure based on the rela-
tionship between the retailer’s liabilities and owners’ equity 
that indicates financial stability of the firm.
first-degree price discrimination Charging customers dif-
ferent prices on the basis of their willingness to pay.
fixed assets Assets that require more than a year to convert 
to cash.
fixed costs Costs that are stable and don’t change with the 
quantity of product produced and sold.
fixed expenses Expenses that remain constant for a given 
period of time regardless of the sales volume.
fixed-rate lease A lease that requires the retailer to pay a 
fixed amount per month over the life of the lease.
fixtures The equipment used to display merchandise.
flexible pricing A pricing strategy that allows consumers to 
bargain over selling prices.
flextime A job scheduling system that enables employees to 
choose the times they work.
floor-ready merchandise Merchandise received at the store 
ready to be sold, without the need for any additional prepara-
tion by retail employees.
FOB (free-on-board) destination A term of sale designat-
ing that the shipper owns the merchandise until it is delivered 
to the retailer and is therefore responsible for transportation 
and any damage claims.
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geographic segmentation Segmentation of potential cus-
tomers by where they live. A retail market can be segmented 
by countries, states, cities, and neighborhoods.
glass ceiling An invisible barrier that makes it difficult for 
minorities and women to be promoted beyond a certain level.
global operations president An executive that oversees re-
tailing operations outside the home country.
gondola An island type of self-service counter with tiers of 
shelves, bins, or pegs.
graduated lease A lease that requires rent to increase by a 
fixed amount over a specified period of time.
gray-market goods Merchandise that possesses a valid U.S. 
registered trademark and is made by a foreign manufacturer 
but is imported into the United States without permission of 
the U.S. trademark owner.
green A marketing strategy that promotes environmentally 
safe or beneficial products or services.
green marketing A strategic focus by retailers and their 
vendors to supply customers with environmentally friendly 
merchandise.
green product A product that is environmentally safe or 
beneficial.
green sheen The disingenuous practice of marketing prod-
ucts or services as being environmentally friendly with the 
purpose of gaining public approval and sales rather than actu-
ally improving the environment.
greenwashing See green sheen.

greeter A retail employee who greets customers as they en-
ter a store and who provides information or assistance.
grid layout A store design, typically used by grocery stores, 
in which merchandise is displayed on long gondolas in aisles 
with a repetitive pattern.
gross margin The difference between the price the customer 
pays for merchandise and the cost of the merchandise (the 
price the retailer paid the supplier of the merchandise). More 
specifically, gross margin is net sales minus cost of goods sold.
gross margin return on investment (GMROI) Gross 
margin dollars divided by average (cost) inventory.
gross profit See gross margin.

gross sales The total dollar revenues received from the sales 
of merchandise and services.
group maintenance behaviors Activities store managers 
undertake to make sure that employees are satisfied and work 
well together.

habitual decision making A purchase decision involving 
little or no conscious effort.
hedonic benefit Shopping for pleasure, entertainment, and/
or to achieve an emotional or recreational experience.
hedonic needs Needs motivating consumers to go shopping 
for pleasure.
high-assay principle A resource allocation principle em-
phasizing allocating marketing expenditures on the basis of 
marginal return.
high/low pricing A strategy in which retailers offer prices 
that are sometimes above their competition’s everyday low 
price, but they use advertising to promote frequent sales.

fresh supermarket A supermarket that is smaller than a tradi-
tional supermarket (30,000 versus 40,000 square feet), is more 
convenient, has less space devoted to packaged goods, but more 
space devoted to fresh produce, meat, and other fresh items.
fringe trade area See tertiary trade area.

frontal presentation A method of displaying merchandise 
in which the retailer exposes as much of the product as pos-
sible to catch the customer’s eye.
full-line discount store Retailers that offer a broad variety 
of merchandise, limited service, and low prices.
full-line forcing When a supplier requires a retailer to carry 
the supplier’s full line of products if the retailer wants to carry 
any part of that line.
full warranty A guarantee provided by either the retailer or 
manufacturer to repair or replace merchandise without 
charge and within a reasonable amount of time in the event 
of a defect.
functional discount See trade discount.

functional needs The needs satisfied by a product or service 
that are directly related to its performance.
functional product grouping Categorizing and displaying 
merchandise by common end uses.
functional relationships A series of one-time market ex-
changes linked together over time.
future dating A method of dating that allows the buyer ad-
ditional time to take advantage of the cash discount or to pay 
the net amount of the invoice.

Gaps model A conceptual model that indicates what retail-
ers need to do to provide high-quality customer service. 
When customers’ expectations are greater than their percep-
tions of the delivered service, customers are dissatisfied and 
feel the quality of the retailer’s service is poor. Thus, retailers 
need to reduce the service gap—the difference between cus-
tomers’ expectations and perceptions of customer service to 
improve customers’ satisfaction with their service.
general merchandise catalog retailers Nonstore retailers 
that offer a broad variety of merchandise in catalogs that are 
periodically mailed to their customers.
generational cohort People within the same generation 
who have similar purchase behaviors because they have 
shared experiences and are in the same stage of life.
Generation X The generational cohort of people born 
 between 1965 and 1976.
Generation Y The generational cohort of people born 
 between 1977 and 1995.
generic brand Unbranded, unadvertised merchandise found 
mainly in drug, grocery, and discount stores.
gentrification A process in which old buildings are torn 
down or restored to create new offices, housing develop-
ments, and retailers.
geodemographic segmentation A market segmentation 
system that uses both geographic and demographic charac-
teristics to classify consumers.
geographic information system (GIS) A computerized 
system that enables analysts to visualize information about 
their customers’ demographics, buying behavior, and other 
data in a map format.
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ingress/egress The means of entering/exiting the parking 
lot of a retail site.
in-house credit system See proprietary store credit card system.

initial markup The retail selling price initially placed on the 
merchandise less the cost of goods sold.
inner city Typically a high-density urban area consisting of 
apartment buildings populated primarily by ethnic groups.
input measure A performance measure used to assess the 
amount of resources or money used by the retailer to 
achieve outputs.
installment credit plan A plan that enables consumers to 
pay their total purchase price (less down payment) in equal 
installment payments over a specified time period.
institutional advertisement An advertisement that empha-
sizes the retailer’s name and positioning rather than specific 
merchandise or prices.
in-store kiosk Spaces located within stores containing a 
computer connected to the store’s central offices or the 
Internet.
instrumental support Support for retail service providers 
such as appropriate systems and equipment to deliver the ser-
vice desired by customers.
integrated marketing communication (IMC) program 
The strategic integration of multiple communication methods 
to form a comprehensive, consistent message.
intellectual property Property that is intangible and cre-
ated by intellectual (mental) effort as opposed to physical 
effort.
intelligent agent A computer program that locates and 
 selects alternatives based on some predetermined 
characteristics.
interactive electronic retailing A system in which a retailer 
transmits data and graphics over cable or telephone lines to a 
consumer’s TV or computer terminal.
interest The amount charged by a financial institution to 
borrow money.
interest income The income a retailer can generate 
through proprietary credit cards, bank deposits, bonds, 
treasury bills, fixed income investments, and other 
investments.
internal sources of information Information in a custom-
er’s memory such as names, images, and past experiences with 
different stores.
Internet retailing See electronic retailing.

intertype competition Competition between retailers that 
sell similar merchandise using different formats, such as dis-
count and department stores.
intranet A secure communication system that takes place 
within one company.
intratype competition Competition between the same type 
of retailers (e.g., Kroger versus Safeway).
intrinsic rewards Nonmonetary rewards employees get 
from doing their jobs.
inventory Goods or merchandise available for resale.
inventory management The process of acquiring and main-
taining a proper assortment of merchandise while keeping or-
dering, shipping, handling, and other related costs in check.

holding inventory A major value-providing activity per-
formed by retailers whereby products will be available when 
consumers want them.
home improvement center A category specialist offering 
equipment and material used by do-it-yourselfers and con-
struction contractors to make home improvements.
horizontal price fixing An agreement between retailers in 
direct competition with each other to charge the same prices.
house brand See generic brand.

Huff’s gravity model A trade area analysis model used to 
determine the probability that a customer residing in a par-
ticular area will shop at a particular store or shopping center.
human resource management Management of a retailer’s 
employees.
hype Artificially generated word of mouth, manufactured by 
public relations people.
hypermarket Large (100,000–300,000 square feet) combi-
nation food (60–70 percent) and general merchandise (30–40 
percent) retailer.

idea-oriented presentation A method of presenting mer-
chandise based on a specific idea or the image of the store.
identifiability A criteria for evaluating market segments in 
which retailers must be able to identify the customers in a 
target segment for the segmentation scheme to be effective. 
By identifying the segment, it allows retailers to determine 
(1) the segment’s size and (2) with whom the retailer should 
communicate when promoting its retail offering.
illegal discrimination The actions of a company or its man-
agers that result in a number of a protected class being 
treated unfairly and differently than others.
impact An ad’s effect on the audience.
implied warranty of merchantability A guarantee that 
 accompanies all merchandise sold by a retailer, assuring 
 customers that the merchandise is up to standards for the 
 ordinary purposes for which such goods are used.
impulse buying A buying decision made by customers on 
the spot after seeing the merchandise.
impulse merchandise See impulse products.

impulse products Products that are purchased by custom-
ers without prior plans. These products are almost always 
 located near the front of the store, where they’re seen by 
 everyone and may actually draw people into the store.
impulse purchase An unplanned purchase by a customer.
incentive compensation plan A compensation plan that 
 rewards employees on the basis of their productivity.
income statement A summary of the financial performance 
of a firm for a certain period of time.
independent exchange A retail exchange owned by a third 
party that provides the electronic platform to perform the 
 exchange functions.
infomercials TV programs, typically 30 minutes long, that 
mix entertainment with product demonstrations and solicit 
orders placed by telephone from consumers.
information search The stage in the buying process in which 
a customer seeks additional information to satisfy a need.
infringement Unauthorized use of a registered trademark.
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leased department An area in a retail store leased or 
rented to an independent company. The leaseholder is typi-
cally responsible for all retail mix decisions involved in 
 operating the department and pays the store a percentage of 
its sales as rent.
lessee The party signing the lease.
lessor The party owning a property that is for rent.
less-than-carload (LCL) The transportation rate that 
 ap   plies to less-than-full carload shipments.
level of support See service level.

liabilities Obligations of a retail enterprise to pay cash or other 
economic resources in return for past, present, or future 
benefits.
licensed brand Brand for which the licensor (owner of a 
well-known name) enters a contractual arrangement with a 
licensee (a retailer or third party). The licensee either manu-
factures or contracts with a manufacturer to produce the 
 licensed product and pays a royalty to the licensor.
lifestyle Refers to how people live, how they spend their 
time and money, what activities they pursue, and their atti-
tudes and opinions about the world they live in.
lifestyle center A shopping center with an outdoor tradi-
tional streetscape layout with sit-down restaurants and a con-
glomeration of specialty retailers.
lifestyle segmentation A method of segmenting a retail 
market based on how consumers live, how they spend their 
time and money, what activities they pursue, and their atti-
tudes and opinions about the world they live in.
lift-out See buyback.

limited-assortment supermarkets A supermarket offering 
a limited number of SKUs.
limited problem solving A purchase decision process 
 involving a moderate amount of effort and time. Customers 
engage in this type of buying process when they have some 
prior experience with the product or service and their risk 
is moderate.
limited warranty A type of guarantee in which any limitations 
must be stated conspicuously so that customers are not misled.
local links A way to help customers get around a Web site on 
the Internet by using links that are internal to the Web site.
locavore movement 
logistics Part of the supply chain process that plans, imple-
ments, and controls the efficient, effective flow and storage 
of goods, services, and related information from the point of 
origin to the point of consumption to meet customers’ 
requirements.
long-term liabilities Debts that will be paid after one year.
loop layout See racetrack layout.

loss leader An item priced near or below cost to attract cus-
tomer traffic into the store.
low-price guarantee policy A policy that guarantees that 
the retailer will have the lowest possible price for a product 
or group of products and usually promises to match or better 
any lower price found in the local market.
loyalty program A program set up to reward customers with 
incentives such as discounts on purchases, free food, gifts, or 
even cruises or trips in return for their repeated business.

inventory shrinkage See shrinkage.

inventory turnover Net sales divided by average retail in-
ventory; used to evaluate how effectively managers utilize 
their investment in inventory.
invoice cost The actual amount due for the merchandise af-
ter both trade and quantity discounts are taken.
irregulars Merchandise that has minor mistakes in 
construction.

job analysis Identifying essential activities and determining 
the qualifications employees need to perform them effectively.
job application form A form a job applicant completes that 
contains information about the applicant’s employment his-
tory, previous compensation, reasons for leaving previous 
employment, education and training, personal health, and 
references.
job description A description of the activities the employee 
needs to perform and the firm’s performance expectations.
job enrichment The redesign of a job to include a greater 
range of tasks and responsibilities.
job sharing When two or more employees voluntarily are 
responsible for a job that was previously held by one person.
joint venture In the case of global expansion, an entity 
formed when the entering retailer pools its resources with a 
local retailer to form a new company in which ownership, 
control, and profits are shared. More generally, any business 
venture in which two or more firms pool resources to form a 
new business entity.

key items The items that are in greatest demand. Also referred 
to as best sellers or “A” items (in the case of an ABC analysis).
keystone method A method of setting retail prices in which 
retailers simply double the cost of the merchandise to obtain 
the original retail selling price.
kickback See commercial bribery.

kiosk See merchandise kiosk.

knockoff A copy of the latest styles displayed at designer 
fashion shows and sold in exclusive specialty stores. These 
copies are sold at lower prices through retailers targeting a 
broader market.
knowledge gap The difference between customer expecta-
tions and the retailer’s perception of customer expectations. 
This factor is one of four identified by the Gaps model for 
improving service quality.

labor scheduling The process of determining the number 
of employees assigned to each area of the store at each hour 
the store is open.
layaway A method of deferred payment in which merchan-
dise is held by the store for the customer until it is completely 
paid for.
leader pricing A pricing strategy in which certain items are 
priced lower than normal to increase the traffic flow of cus-
tomers or to increase the sale of complementary products.
leadership The process by which a person attempts to influ-
ence another to accomplish some goal or goals.
lead time The amount of time between recognition that an 
order needs to be placed and the point at which the merchan-
dise arrives in the store and is ready for sale.

Lev30026_glo_591-616.indd Page 603  12/16/10  8:45 PM user-f494Lev30026_glo_591-616.indd Page 603  12/16/10  8:45 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



604 Glossary

market development See market penetration growth 
opportunity.

market expansion growth opportunity A strategic invest-
ment opportunity that employs the existing retailing format 
in new market segments.
marketing segmentation The process of dividing a retail 
market into homogeneous groups. See retail market segment.

market penetration growth opportunity An investment 
opportunity strategy that focuses on increasing sales to pres-
ent customers using the present retailing format.
market research The systematic collection and analysis of 
information about a retail market.
market share A retailer’s sales divided by the sales of all 
competitors within the same market.
market week See trade show.

markup The increase in the retail price of an item after the 
initial markup percentage has been applied but before the 
item is placed on the selling floor.
markup percentage The markup as a percent of retail price.
marquee A sign used to display a store’s name or logo.
mass customization The production of individually custom-
ized products at costs similar to mass-produced products.
mass-market theory A theory of how fashion spreads that 
suggests that each social class has its own fashion leaders who 
play a key role in their own social networks. Fashion informa-
tion trickles across social classes rather than down from the 
upper classes to the lower classes.
Mazur plan A method of retail organization in which all re-
tail activities fall into four functional areas: merchandising, 
marketing communications, store management, and account-
ing and control.
m-commerce (mobile commerce) Communicating with and 
even selling to customers through wireless handheld devices, 
such as cellular telephones and personal digital assistants.
media coverage The theoretical number of potential cus-
tomers in a retailer’s market who could be exposed to an ad.
memorandum purchases Items not paid for by a retailer 
until they are sold. The retailer can return unsold merchan-
dise; however, the retailer takes title on delivery and is re-
sponsible for damages. See consignment goods.

mentoring program The assigning of higher-level manag-
ers to help lower-level managers learn the firm’s values and 
meet other senior executives.
merchandise budget plan A plan used by buyers to deter-
mine how much money to spend in each month on a particu-
lar fashion merchandise category, given the firm’s sales 
forecast, inventory turnover, and profit goals.
merchandise category See category.

merchandise classification See classification.

merchandise group A group within an organization man-
aged by the senior vice presidents of merchandise and respon-
sible for several departments.
merchandise kiosks Small, temporary selling spaces typi-
cally located in the walkways of enclosed malls, airports, train 
stations, or office building lobbies.
merchandise management The process by which a retailer 
attempts to offer the right quantity of the right merchandise 

magalog Combination of magazine and catalog.
mail-order retailer See direct-mail catalog retailer.

Main Street The central business district located in the 
traditional shopping area of smaller towns, or a secondary 
business district in a suburb or within a larger city.
maintained markup The amount of markup the retailer 
wishes to maintain on a particular category of merchandise; 
net sales minus cost of goods sold.
maintenance-increase-recoupment lease A provision of a 
lease that can be used with either a percentage or straight 
lease. This type of lease allows the landlord to increase the 
rent if insurance, property taxes, or utility bills increase 
 beyond a certain point.
mall A shopping center with a pedestrian focus where cus-
tomers park in outlying areas and walk to the stores.
management by objectives A popular method for linking 
the goals of a firm to goals for each employee and providing 
information to employees about their role.
managing diversity A set of human resource management pro-
grams designed to realize the benefits of a diverse workforce.
manufacturer brand A line of products designed, produced, 
and marketed by a vendor. Also called a national brand.

manufacturer’s agent An agent who generally operates on 
an extended contractual basis, often sells within an exclusive 
territory, handles noncompeting but related lines of goods, 
and possesses limited authority with regard to prices and 
terms of sale.
manufacturer’s outlet store A discount retail store owned 
and operated by a manufacturer.
manufacturer’s suggested retail price (MSRP) The low-
est price specified by a manufacturer at which a retailer can 
sell the manufacturer’s product.
maquiladoras An assembly plant in Mexico, especially one 
along the border between the United States and Mexico, to 
which foreign materials and parts are shipped and from which 
the finished product is returned to the original market.
marginal analysis A method of analysis used in setting a 
promotional budget or allocating retail space, based on the 
economic principle that firms should increase expenditures as 
long as each additional dollar spent generates more than a 
dollar of additional contribution.
markdown The percentage reduction in the initial retail 
price.
markdown cancellation The percentage increase in the 
 retail price after a markdown is taken.
markdown money Funds provided by a vendor to a retailer 
to cover decreased gross margin from markdowns and other 
merchandising issues.
market A group of vendors in a concentrated geographic 
 location or even under one roof or over the Internet; also 
known as a central market.

market attractiveness/competitive position matrix A 
method for analyzing opportunities that explicitly considers 
the capabilities of the retailer and the attractiveness of retail 
markets.
market basket analysis Specific type of data analysis that fo-
cuses on the composition of the basket (or bundle) of products 
purchased by a household during a single shopping occasion.

Lev30026_glo_591-616.indd Page 604  12/16/10  8:45 PM user-f494Lev30026_glo_591-616.indd Page 604  12/16/10  8:45 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



605Glossary

multilevel network A retail format in which people serve as 
master distributors, recruiting other people to become dis-
tributors in their network.
multiple-unit pricing Practice of offering two or more 
similar products or services for sale at one price. Also known 
as quantity discounts.

mystery shopper Professional shopper who “shops” a store 
to assess the service provided by store employees.

national brand See manufacturer brand.

natural barrier A barrier, such as a river or mountain, that 
impacts accessibility to a site.
natural selection A theory of retail evolution that argues 
that those institutions best able to adapt to changes in cus-
tomers, technology, competition, and legal environments 
have the greatest chance for success.
needs The basic psychological forces that motivate custom-
ers to act.
negligence A product liability suit that occurs if a retailer 
or a retail employee fails to exercise the care that a prudent 
person usually would.
negotiation An interaction between two or more parties to 
reach an agreement.
neighborhood strip shopping center A shopping center 
that includes a supermarket, drugstore, home improvement 
center, or variety store. Neighborhood centers often include 
small stores, such as apparel, shoe, camera, and other shop-
ping goods stores.
net invoice price The net value of the invoice or the total 
invoice minus all other discounts.
net lease A lease that requires all maintenance expenses 
such as heat, insurance, and interior repairs to be paid by 
the retailer.
net profit A measure of the overall performance of a firm; 
revenues (sales) minus expenses and losses for the period.
net profit margin Profit a firm makes divided by its net sales.
net sales The total number of dollars received by a retailer 
after all refunds have been paid to customers for returned 
merchandise.
network direct selling See multilevel direct selling.

net worth See owners’ equity.

never-out list A list of key items or best sellers that are sepa-
rately planned and controlled. These items account for large 
sales volume and are stocked in a manner so they are always 
available. These are “A” items in an ABC analysis.
noncumulative quantity discount Discount offered to 
 retailers as an incentive to purchase more merchandise on a 
single order.
nondurable Perishable product consumed in one or a few uses.
nonstore retailing A form of retailing to ultimate consum-
ers that is not store-based. Nonstore retailing is conducted 
through the Internet, vending machines, mail, direct selling, 
and direct marketing.
North American Industry Classification System (NAICS) 
Classification of retail firms into a hierarchical set of six-digit 
codes based on the types of products and services they pro-
duce and sell.

in the right place at the right time while meeting the compa-
ny’s financial goal.
merchandise show See trade show.

merchandising See merchandise management.

merchandising optimization software Set of algorithms 
(computer programs) that monitors merchandise sales, pro-
motions, competitors’ actions, and other factors to determine 
the optimal (most profitable) price and timing for merchan-
dising activities, especially markdowns.
merchandising planner A retail employee responsible for 
allocating merchandise and tailoring the assortment in several 
categories for specific stores in a geographic area.
message board Location in an Internet site at which cus-
tomers can post comments.
metropolitan statistical area (MSA) A city with 50,000 or 
more inhabitants or an urbanized area of at least 50,000 in-
habitants and a total MSA population of at least 100,000 
(75,000 in New England).
Metro Renters One of ESRI’s Community Tapestry seg-
mentation scheme clusters. Young, well-educated singles be-
ginning their professional careers in the largest cities, such as 
New York, Chicago, and Los Angeles.
micropolitan statistical area (MiSA) A city with only 
10,000 inhabitants in its core urban area.
mission statement A broad description of the scope of 
 activities a business plans to undertake.
mixed-use development (MXD) Development that com-
bines several uses in one complex—for example, shopping 
center, office tower, hotel, residential complex, civic center, 
and convention center.
mobile commerce See m-commerce.

mobile marketing See m-commerce.

model stock list A list of fashion merchandise that indi-
cates in very general terms (product lines, colors, and size 
distributions) what should be carried in a particular mer-
chandise category; also known as a model stock plan.
model stock plan A summary of the desired inventory levels 
of each SKU stocked in a store for a merchandise category.
monthly additions to stock The amount to be ordered for 
delivery in each month, given the firm’s turnover and sales 
objectives.
months of supply The amount of inventory on hand at the 
beginning of the month expressed in terms of the time it will 
take to sell. A six-month supply means it will take six months 
for the merchandise to sell. A six-month supply is equivalent 
to an inventory turnover of two.
multiattribute analysis A method for evaluating vendors 
that uses a weighted average score for each vendor, which is 
based on the importance of various issues and the vendor’s 
performance on those issues.
multiattribute attitude model A model of customer decision 
making based on the notion that customers see a retailer or a 
product as a collection of attributes or characteristics. The 
model can also be used for evaluating a retailer, product, or 
vendor. The model uses a weighted average score based on the 
importance of various issues and performance on those issues.
multichannel retailer Retailer that sells merchandise or 
services through more than one channel.
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opt in A customer privacy issue prevalent in the European 
Union. Takes the perspective that consumers “own” their 
personal information. Retailers must get consumers to explic-
itly agree to share this personal information.
option credit account A revolving account that allows par-
tial payments without interest charges if a bill is paid in full 
when due.
option-term revolving credit A credit arrangement that of-
fers customers two payment options: (1) pay the full amount 
within a specified number of days and avoid any finance 
charges or (2) make a minimum payment and be assessed 
 finance charges on the unpaid balance.
opt out A customer privacy issue prevalent in the United 
States. Takes the perspective that personal information is 
generally viewed as being in the public domain and retailers 
can use it in any way they desire. Consumers must explicitly 
tell retailers not to use their personal information.
order form When signed by both parties, a legally binding 
contract specifying the terms and conditions under which a 
purchase transaction is to be conducted.
order point The amount of inventory below which the 
quantity available shouldn’t go or the item will be out of stock 
before the next order arrives.
organization chart A graphic that displays the reporting re-
lationships within a firm.
organization culture A firm’s set of values, traditions, and 
customs that guide employee behavior.
organization structure A plan that identifies the activities 
to be performed by specific employees and determines the 
lines of authority and responsibility in the firm.
outlet center Typically stores owned by retail chains or 
manufacturers that sell excess and out-of-season merchandise 
at reduced prices.
outlet store Off-price retailer owned by a manufacturer or a 
department or specialty store chain.
outparcel A building or kiosk that is in the parking lot of a 
shop ping center but isn’t physically attached to a shopping  
center.
output measure Measure that assesses the results of retail-
ers’ investment decisions.
outshopping Customers shopping in other areas because 
their needs are not being met locally.
outsourcing Obtaining a service from outside the company 
that had previously been done by the firm itself.
overstored trade area An area having so many stores selling 
a specific good or service that some stores will fail.
own brand See private-label brand.

owners’ equity The amount of assets belonging to the own-
ers of the retail firm after all obligations (liabilities) have been 
met; also known as net worth and stockholders’ equity.

pallet A platform, usually made of wood, that provides stable 
support for several cartons. Pallets are used to help move and 
store merchandise.
parallel branding A branding strategy that represents a pri-
vate label that closely imitates the trade dress (packaging) and 
product attributes of leading manufacturer brands but with a 
clearly articulated “invitation to compare” in its merchandis-
ing approach and on its product label.

notes payable Current liabilities representing principal and 
interest the retailer owes to financial institutions (banks) that 
are due and payable in less than a year.

objective-and-task method A method for setting a promo-
tion budget in which the retailer first establishes a set of com-
munication objectives and then determines the necessary 
tasks and their costs.
observability The degree to which a new fashion is visible 
and easily communicated to others in a social group.
observation A type of market research in which customer 
behavior is observed and recorded.
odd pricing The practice of ending prices with an odd num-
ber (such as 69 cents) or just under a round number (such as 
$98 instead of $100).
off-price retailer A retailer that offers an inconsistent 
 assortment of brand-name, fashion-oriented soft goods at 
low prices.
off-the-job training Training conducted in centralized 
classrooms away from the employee’s work environment.
omnicenter A combination of mall, lifestyle, and power cen-
ter components in a unified, open-air layout.
one hundred percent location The retail site in a major 
business district or mall that has the greatest exposure to a 
retail store’s target market customers.
one-price policy A policy that, at a given time, all customers 
pay the same price for any given item of merchandise.
one-price retailer A store that offers all merchandise at a 
single fixed price.
1-to-1 retailing Developing retail programs for small 
groups or individual customers.
online chat A customer service offering that provides cus-
tomers with an opportunity to click a button at anytime and 
have an instant messaging, e-mail, or voice conversation with 
a customer service representative.
online retailing See electronic retailing.

on-the-job training A decentralized approach in which job 
training occurs in the work environment where employees 
perform their jobs.
open-to-buy The plan that keeps track of how much is 
spent in each month and how much is left to spend.
operating expenses Costs, other than the cost of merchan-
dise, incurred in the normal course of doing business, such as 
salaries for sales associates and managers, advertising, utili-
ties, office supplies, and rent.
opinion leader Person whose attitudes, opinions, prefer-
ences, and actions influence those of others.
opportunity cost of capital The rate available on the next 
best use of the capital invested in the project at hand. The 
opportunity cost should be no lower than the rate at which a 
firm borrows funds, since one alternative is to pay back bor-
rowed money. It can be higher, however, depending on the 
range of other opportunities available. Typically, the opportu-
nity cost rises with investment risk.
optical character recognition (OCR) An industrywide 
classification system for coding information onto merchan-
dise; enables retailers to record information on each SKU 
when it is sold and transmit the information to a computer.
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estate in the store, because the customer is almost held cap-
tive in that spot.
point-of-sale signage Signs placed near the merchandise 
they refer to so that customers know the price and other de-
tailed information.
point-of-sale (POS) terminal A cash register that can 
electronically scan a UPC code with a laser and electronically 
record a sale; also known as computerized checkout.

polygon Trade area whose boundaries conform to streets 
and other map features rather than being concentric circles.
popping the merchandise Focusing spotlights on special 
feature areas and items.
population density The number of people per unit area 
(usually square mile) who live within a geographic area.
pop-up store Stores in temporary locations that focus on 
new products or a limited group of products.
positioning The design and implementation of a retail mix 
to create in the customer’s mind an image of the retailer rela-
tive to its competitors. Also called brand building.

postpurchase evaluation The evaluation of merchandise or 
services after the customer has purchased and consumed 
them.
poverty of time A condition in which greater affluence 
 results in less, rather than more, free time because the alter-
natives competing for customers’ time increase.
power center Shopping center that is dominated by several 
large anchors, including discount stores (Target), off-price 
stores (Marshalls), warehouse clubs (Costco), or category 
 specialists such as Home Depot, Office Depot, Circuit City, 
Sports Authority, Best Buy, and Toys “R” Us.
power perimeter The areas around the outside walls of 
 supermarket that have fresh merchandise categories.
power retailer See category killer or category specialist.

power shopping center An open-air shopping center with 
the majority of space leased to several well-known anchor 
 retail tenants—category specialists.
predatory pricing A method for establishing merchandise 
prices for the purpose of driving competition from the 
marketplace.
preferred client High-purchasing customers salespeople 
communicate with regularly, send notes to about new mer-
chandise and sales in the department, and make appointments 
with for special presentations of merchandise.
premarking Marking of the price by the manufacturer or 
other supplier before goods are shipped to a retail store. Also 
called prepricing.

premium A type of sales promotion whereby an item is of-
fered free of charge or at a bargain price to reward some type 
of behavior, such as buying, sampling, or testing.
premium branding A branding strategy that offers the con-
sumer a private label at a comparable manufacturer-brand 
quality, usually with a modest price savings.
premium merchandise Offered at a reduced price, or free, 
as an incentive for a customer to make a purchase.
premium private-label brands A private label product that 
is comparable to a manufacturer’s brand quality, sometimes 
with modest price savings. Examples of premium private 

parallel import See gray-market goods.

parasite store A store that does not create its own traffic 
and whose trade area is determined by the dominant retailer 
in the shopping center or retail area.
partnering relationship See strategic relationship.

party plan system Salespeople encourage people to act as 
hosts and invite friends or coworkers to a “party” at which the 
merchandise is demonstrated. The host or hostess receives a 
gift or commission for arranging the meeting.
patent A law that gives the owner of a patent control over 
the right to make, sell, and use a product for a period of 17 years 
(14 years for a design).
penetration A low-pricing strategy for newly introduced 
products or categories.
percentage lease A lease in which rent is based on a per-
centage of sales.
percentage lease with specified maximum A lease that 
pays the lessor, or landlord, a percentage of sales up to a max-
imum amount.
percentage lease with specified minimum The retailer 
must pay a minimum rent no matter how low sales are.
percentage-of-sales method A method for setting a 
 promotion budget based on a fixed percentage of forecast 
sales.
periodic reordering system An inventory management 
 system in which the review time is a fixed period (e.g., two 
weeks), but the order quantity can vary.
perpetual inventory See retail inventory method.

perpetual ordering system The stock level is monitored 
perpetually and a fixed quantity is purchased when the inven-
tory available reaches a prescribed level.
personalized approach A customer service strategy that en-
courages service providers to tailor their service to meet each 
customer’s personal needs.
personalized service A customer service strategy that 
 requires service providers to tailor their services to meet 
each customer’s personal needs.
personal selling A communication process in which sales-
people assist customers in satisfying their needs through face-
to-face exchange of information.
physical inventory A method of gathering stock informa-
tion by using an actual physical count and inspection of the 
merchandise items.
pick ticket A document that tells the order filler how much 
of each item to get from the storage area.
pilferage The stealing of a store’s merchandise. See also 
shoplifting.

planners Employees in merchandise management responsi-
ble for the financial planning and analysis of the merchandise 
category and, in some cases, the allocation of merchandise to 
stores.
planogram A diagram created from photographs, computer 
output, or artists’ renderings that illustrates exactly where 
 every SKU should be placed.
point-of-purchase (POP) area See point-of-sale area.

point-of-sale area An area where the customer waits at 
checkout. This area can be the most valuable piece of real 

Lev30026_glo_591-616.indd Page 607  12/16/10  8:45 PM user-f494Lev30026_glo_591-616.indd Page 607  12/16/10  8:45 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



608 Glossary

private-label president An executive responsible for the 
conceptualization, design, sourcing, quality control, and mar-
keting of private-label and exclusive merchandise.
private-label credit card A system in which credit cards 
have the store’s name on them, but the accounts receivable 
are sold to a financial institution.
PRIZM (potential rating index for zip markets) A data-
base combining census data, nationwide consumer surveys, 
and interviews with hundreds of people across the country 
into a geodemographic segmentation system.
procedural fairness The perceived fairness of the process 
used to resolve customer complaints.
procedural justice An employee’s perception of fairness 
(how he or she is treated) that is based on the process used to 
determine the outcome.
product attributes Characteristics of a product that affect 
customer evaluations.
product availability A measurement of the percentage of 
demand for a particular SKU that is satisfied.
productivity measure The ratio of an output to an input 
determining how effectively a firm uses a resource.
product liability A tort (or wrong) that occurs when an 
 injury results from the use of a product.
product line A group of related products.
product placement A type of retail communication 
whereby retailers and vendors pay to have their product in-
cluded in nontraditional situations, such as in a scene in a 
movie or television program.
profitability A company’s ability to generate revenues in 
 excess of the costs incurred in producing those revenues.
profit margin Net profit divided by net sales.
profit margin management path One of two paths in the 
strategic profit model to increasing return on assets.
profit sharing A type of compensation incentive offered to a 
retail manager as a cash bonus based on the firm’s profits or 
as a grant of stock options that link additional income to the 
performance of the firm’s stock.
prohibited-use clause A clause in a lease that keeps a land-
lord from leasing to certain kinds of tenants.
promotion Activities undertaken by a retailer to provide 
consumers with information about a retailer’s store, its image, 
and its retail mix.
promotional aisle Area aisle or area of a store designed to get 
the customer’s attention. An example might be a special “trim-
the-tree” department that seems to magically appear right after 
Thanksgiving every year for the Christmas holidays.
promotional allowance An allowance given by vendors to 
retailers to compensate the latter for money spent in advertis-
ing a particular item.
promotional area A feature area in a store in which mer-
chandise on sale is displayed.
promotional center A type of specialty shopping center 
that contains one or more discount stores plus smaller retail 
tenants. Also called discount-oriented center.

promotional department store A department store that 
concentrates on apparel and sells a substantial portion of its 
merchandise on weekly promotion.

 labels include Kroger’s Private Selection, Tesco Finest (U.K.), 
“The Men’s Collection” at Saks Fifth Avenue, and Blooming-
dale’s Aqua.
prepricing See premarking.

preprint An advertisement printed at the retailer’s expense 
and distributed as a freestanding insert in a newspaper. Also 
called a freestanding insert (FSI).

president of direct channels An executive responsible for 
the selection and pricing of the merchandise assortment of-
fered through the catalog and Internet channels, the mainte-
nance and design of the retailer’s Web site, customer call 
centers, and the fulfillment centers that fill orders for indi-
vidual customers.
press conference A meeting with representatives of the 
news media that is called by a retailer.
press release A statement of facts or opinions that the 
 retailer would like to see published by the news media.
prestige pricing A system of pricing based on the assump-
tion that consumers will not buy goods and services at prices 
they feel are too low.
price bundling The practice of offering two or more differ-
ent products or services for sale at one price.
price comparison A comparison of the price of merchan-
dise offered for sale with a higher “regular” price or a manu-
facturer’s list price.
price discrimination An illegal practice in which a vendor 
sells the same product to two or more customers at different 
prices. See first-degree price discrimination and second-degree 
price discrimination.

price elasticity of demand A measure of the effect a price 
change has on consumer demand; percentage change in 
 demand divided by percentage change in price.
price fixing An illegal pricing activity in which several mar-
keting channel members establish a fixed retail selling price 
for a product line within a market area. See vertical price fixing 
and horizontal price fixing.

price lining A pricing policy in which a retailer offers a limited 
number of predetermined price points within a classification.
pricing experiment An experiment in which a retailer actually 
changes the price of an item in a systematic manner to observe 
changes in customers’ purchases or purchase intentions.
pricing optimization software A type of software program 
that uses a set of algorithms that analyzes past and current 
merchandise sales and prices, estimates the relationship be-
tween prices and sales generated, and then determines the 
optimal (most profitable) initial price for the merchandise 
and the appropriate size and timing of markdowns.
primary data Marketing research information collected 
through surveys, observations, and experiments to address a 
problem confronting a retailer.
primary trading area The geographic area from which a 
store or shopping center derives 50 to 70 percent of its 
customers.
private exchanges Exchanges that are operated for the 
 exclusive use of a single firm.
private-label brands Products developed and marketed by a 
retailer and only available for sale by that retailer. Also called 
store brands.
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quantity discount The policy of granting lower prices for 
higher quantities. Also known as multiple-unit pricing.

quick response (QR) delivery system System designed to 
reduce the lead time for receiving merchandise, thereby 
 lowering inventory investment, improving customer service 
levels, and reducing distribution expenses; also known as a 
just-in-time inventory management system.
quota Target level used to motivate and evaluate performance.
quota–bonus plan Compensation plan that has a perfor-
mance goal or objective established to evaluate employee 
performance, such as sales per hour for salespeople and main-
tained margin and turnover for buyers.

racetrack layout A type of store layout that provides a major 
aisle to facilitate customer traffic that has access to the store’s 
multiple entrances. Also known as a loop layout.

radio frequency identification (RFID) A technology that 
allows an object or person to be identified at a  distance using 
radio waves.
rain check When sale merchandise is out of stock, a written 
promise to customers to sell them that merchandise at the 
sale price when it arrives.
reach The actual number of customers in the target market 
exposed to an advertising medium. See advertising reach.

reachable A requirement of a viable market segment that 
the retailer can target promotions and other elements of the 
retail mix to the consumers in that segment.
rebate Money returned to the buyer in the form of cash 
based on a portion of the purchase price.
receipt of goods (ROG) dating A dating policy in which 
the cash discount period starts on the day the merchandise is 
received.
receiving The process of filling out paperwork to record the 
receipt of merchandise that arrives at a store or distribution 
center.
recruitment Activity performed by a retailer to generate job 
applicants.
reductions Includes three things: markdowns, discounts to 
employees and customers, and inventory shrinkage due to 
shoplifting, breakage, or loss.
reference group One or more people whom a person uses 
as a basis of comparison for his or her beliefs, feelings, and 
behaviors.
reference price A price point in the consumer’s memory for 
a good or service that can consist of the price last paid, the 
price most frequently paid, or the average of all prices cus-
tomers have paid for similar offerings. A benchmark for what 
consumers believe the “real” price of the merchandise 
should be.
refusal to deal A legal issue in which either a vendor or a 
retailer reserves the right to deal or refuse to deal with any-
one it chooses.
region In retail location analysis, refers to part of the coun-
try, a particular city, or Metropolitan Statistical Area (MSA).
regional mall Shopping malls less than 1 million square feet.
regression analysis A statistical approach for evaluating re-
tail locations based on the assumption that factors that affect 

promotional signage This signage describes special offers 
and may be displayed in windows to entice the customer into 
the store.
promotional stock A retailer’s stock of goods offered at an 
unusually attractive price in order to obtain sales volume; it 
often represents special purchases from vendors.
promotion from within A staffing policy that involves 
 hiring new employees only for positions at the lowest level in 
the job hierarchy and then promoting employees for open-
ings at higher levels in the hierarchy.
promotion mix A communication program made up of 
 advertising, sales promotions, Web sites, store atmosphere, 
publicity, personal selling, and word of mouth.
proprietary EDI systems Data exchange systems that are 
developed and used primarily by large retailers for the pur-
pose of exchanging data with their vendors.
proprietary store credit card system A system in which 
credit cards have the store’s name on them and the accounts 
receivable are administered by the retailer; also known as 
in-house credit system.

protected class A group of people, such as women or mi-
norities, that are treated differently or discriminated against, 
such as when a qualified woman does not receive a promotion 
given to a less qualified man.
providing assortments A function performed by retailers 
that enables customers to choose from a selection of brands, 
designs, sizes, and prices at one location.
psychographics Refers to how people live, how they spend 
their time and money, what activities they pursue, and their 
attitudes and opinions about the world they live in.
publicity Communications through significant unpaid 
 presentations about the retailer (usually a news story) in 
 impersonal media.
public relations (PR) A retail communication tool for 
managing communications and relationships to achieve vari-
ous objectives, such as building and maintaining a positive 
image of the retailer, handling or heading off unfavorable 
stories or events, and maintaining positive relationships with 
the media.
public warehouse Warehouse that is owned and operated 
by a third party.
puffing An advertising or personal selling practice in which 
the seller exaggerates the benefits or quality of a product in 
very broad terms.
pull supply chain Strategy in which orders for merchandise 
are generated at the store level on the basis of demand data 
captured by point-of-sale terminals.
push money (PM) An incentive for retail salespeople pro-
vided by a vendor to promote, or push, a particular product; 
also known as spiff.

push supply chain Strategy in which merchandise is allo-
cated to stores on the basis of historical demand, the inven-
tory position at the distribution center, and the stores’ 
needs.
pyramid scheme When the firm and its program are de-
signed to sell merchandise and services to other distributors 
rather than to end users.
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retail format development growth opportunity An in-
vestment opportunity strategy in which a retailer offers a new 
retail format—a format involving a different retail mix—to 
the same target market.
retail information system System that provides the infor-
mation needed by retail managers by collecting, organizing, 
and storing relevant data continuously and directing the in-
formation to the appropriate managers.
retailing A set of business activities that adds value to the 
products and services sold to consumers for their personal or 
family use.
retailing concept A management orientation that holds that 
the key task of a retailer is to determine the needs and wants 
of its target markets and direct the firm toward satisfying 
those needs and wants more effectively and efficiently than 
competitors do.
retail inventory method (RIM) An accounting procedure 
whose objectives are to maintain a perpetual or book inven-
tory in retail dollar amounts and to maintain records that 
make it possible to determine the cost value of the inventory 
at any time without taking a physical inventory; also known 
as book inventory system or perpetual book inventory.

retailer loyalty 
retail market A group of consumers with similar needs 
(a market segment) and a group of retailers using a similar 
retail format to satisfy those consumer needs.
retail market segment A group of customers whose needs 
will be satisfied by the same retail offering because they have 
similar needs and go through similar buying processes.
retail mix The combination of factors used by a retailer to 
satisfy customer needs and influence their purchase decisions; 
includes merchandise and services offered, pricing, advertis-
ing and promotions, store design and location, and visual 
merchandising.
retail-sponsored cooperative An organization owned and 
operated by small, independent retailers to improve operating 
efficiency and buying power. Typically, the retail-sponsored 
cooperative operates a wholesale buying and distribution sys-
tem and requires its members to concentrate their purchases 
from the cooperative wholesale operation.
retail strategy A statement that indicates (1) the target mar-
ket toward which a retailer plans to commit its resources, 
(2) the nature of the retail offering that the retailer plans to 
use to satisfy the needs of the target market, and (3) the bases 
upon which the retailer will attempt to build a sustainable 
competitive advantage over competitors.
retained earnings The portion of owners’ equity that has 
accumulated over time through profits but has not been paid 
out in dividends to owners.
return on assets Net profit after taxes divided by total 
assets.
return on owners’ equity Net profit after taxes divided by 
owners’ equity; also known as return on net worth.
reverse auction Auction conducted by retailer buyers. 
Known as a reverse auction because there is one buyer and 
many potential sellers. In reverse auctions, retail buyers 
provide a specification for what they want to a group of po-
tential vendors. The competing vendors then bid down the 

the sales of existing stores in a chain will have the same im-
pact on stores located at new sites being considered.
Reilly’s law A model used in trade area analysis to define the 
relative ability of two cities to attract customers from the area 
between them.
related diversification growth opportunity A diversifica-
tion opportunity strategy in which the retailer’s present offer-
ing and market share something in common with the market 
and format being considered.
relational partnership Long-term business relationship in 
which the buyer and vendor have a close, trusting interper-
sonal relationship.
reliability A customer service characteristic that customers 
use to evaluate service quality; the ability to perform the ser-
vice dependably and accurately, such as performing the ser-
vice as promised or contracted or meeting promised delivery 
dates.
reorder point The stock level at which a new order is 
placed.
resale price maintenance laws Laws enacted in the early 
1900s to curb vertical price fixing. These laws were designed 
to help protect small retailers by prohibiting retailers from 
selling below manufacturer’s suggested retail price. Also 
called fair trade laws. In 1975, these laws were repealed by the 
Consumer Goods Pricing Act.
resale price management (RPM) A requirement imposed 
by a vendor that a retailer cannot sell an item for less than the 
specific price (the manufacturer’s suggested retail price).
resident buying office An organization located in a major 
buying center that provides services to help retailers buy 
merchandise.
responsiveness A customer service characteristic that cus-
tomers use to evaluate service quality; the willingness to help 
customers and provide prompt service, such as returning calls 
and e-mails immediately.
restraint of trade Any contract that tends to eliminate or 
stifle competition, create a monopoly, artificially maintain 
prices, or otherwise hamper or obstruct the course of trade 
and commerce as it would be carried on if left to the control 
of natural forces; also known as unfair trade practices.
retail audit See situation audit.

retail brand community A group of customers who are 
bound together by their loyalty to a retailer and the activities 
in which the retailer engages.
retail chain A firm that consists of multiple retail units 
under common ownership and usually has some centraliza-
tion of decision making in defining and implementing its 
strategy.
retailer A business that sells products and services to con-
sumers for their personal or family use.
retail exchanges Electronic marketplaces operated by orga-
nizations that facilitate the buying and selling of merchandise 
using the Internet.
retail format The retailers’ type of retail mix (nature of 
merchandise and services offered, pricing policy, advertising 
and promotion program, approach to store design and visual 
merchandising, and typical location).
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sales-to-stock ratio The net sales divided by average inven-
tory at cost. It is one component of GMROI and is similar in 
concept to inventory turnover except the numerator is ex-
pressed at retail (net sales) rather than at cost (cost of good 
sold)
same store sales growth The sales growth in stores that 
have been open for over one year.
samples A type of sales promotion; a small amount or size of 
a product given to potential customers as an inducement to 
purchase.
satisfaction A postconsumption evaluation of the degree 
to which a store or product meets or exceeds customer 
expectations.
saturated trade area A trade area that offers customers a 
good selection of goods and services, while allowing compet-
ing retailers to make good profits.
scale economies Cost advantages due to the size of a 
retailer.
scanning The process in point-of-sale systems wherein the 
input into the terminal is accomplished by passing a coded 
ticket over a reader or having a hand-held wand pass over the 
ticket.
scrambled merchandising An offering of merchandise not 
typically associated with the store type, such as clothing in a 
drugstore.
search engines Computer programs that search for and 
provide a listing of all Internet sites selling a product cate-
gory or brand with the price of the merchandise offered. Also 
called shopping bots.

seasonal discount Discount offered as an incentive to 
 retailers to place orders for merchandise in advance of the 
normal buying season.
seasonal merchandise Inventory whose sales fluctuate dra-
matically according to the time of the year.
secondary data Market research information previously 
gathered for purposes other than solving the current problem 
under investigation.
secondary trading area The geographic area of secondary 
 importance in terms of customer sales, generating about 
20 percent of a store’s sales.
second-degree price discrimination Charging different 
prices to different people on the basis of the nature of the 
offering.
security An operating unit within a retail organization that 
is responsible for protecting merchandise and other assets 
from pilferage (internal or external). Those working in secu-
rity may be employees or outside agency people.
security policy Set of rules that apply to activities in the 
computer and communications resources that belong to an 
organization.
self-analysis An internally focused examination of a busi-
ness’s strengths and weaknesses.
self-service retailer A retailer that offers minimal customer 
service.
selling agent An agent (sales organization) that operates on 
an extended contractual basis; the agent sells all of a specified 
line of merchandise or the entire output of the principal 

price at which they are willing to sell until the buyer accepts 
a bid.
reverse logistics The process of moving returned goods 
back through the supply chain from the customer, to the 
stores, distribution centers, and vendors.
review time The period of time between reviews of a line 
for purchase decisions.
revolving credit A consumer credit plan that combines the 
convenience of a continuous charge account and the privi-
leges of installment payment.
RFM (recency, frequency, monetary) analysis Often used 
by catalog retailers and direct marketers, a scheme for seg-
menting customers on the basis of how recently they have 
made a purchase, how frequently they make purchases, and 
how much they have bought.
ribbon center See strip shopping center.

road condition Includes the age, number of lanes, number 
of stoplights, congestion, and general state of repair of roads 
in a trade area.
road pattern A consideration used in measuring the acces-
sibility of a retail location from major arteries, freeways, 
or roads.
Robinson-Patman Act (1946) The Congressional act that 
revised Section 2 of the Clayton Act and specifically prohibits 
certain types of price discrimination.
rounder A round fixture that sits on a pedestal. Smaller 
than the straight rack, it is designed to hold a maximum 
amount of merchandise. Also known as a bulk or capacity 
fixture.

routine decision making See habitual decision making.

rule-of-thumb method A type of approach for setting a 
promotion budget that uses past sales and communication 
 activity to determine the present communications budget.

safety stock See buffer stock.

sale-leaseback The practice in which retailers build new 
stores and sell them to real estate investors who then lease 
the buildings back to the retailers on a long-term basis.
sales associate The same as a salesperson. The term is used 
to recognize the importance and professional nature of the 
sales function and avoids the negative image sometimes 
linked with the term “salesperson.”
sales consultant See sales associate.

sales per cubic foot A measure of space productivity appro-
priate for stores such as wholesale clubs that use multiple 
 layers of merchandise.
sales per linear foot A measure of space productivity used 
when most merchandise is displayed on multiple shelves of 
long gondolas, such as in grocery stores.
sales per square foot A measure of space productivity used 
by most retailers since rent and land purchases are assessed 
on a per-square-foot basis.
sales promotions Paid impersonal communication activities 
that offer extra value and incentives to customers to visit a 
store or purchase merchandise during a specific period 
of time.
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shopping guide Free paper delivered to all residents in a 
specific area.

shopping mall Enclosed, climate-controlled, lighted shop-
ping centers with retail stores on one or both sides of an 
 enclosed walkway.

shortage See shrinkage.

shrinkage An inventory reduction that is caused by shoplift-
ing by employees or customers, by merchandise being 
 misplaced or damaged, or by poor bookkeeping.

situation audit An analysis of the opportunities and threats 
in the retail environment and the strengths and weaknesses of 
the retail business relative to its competitors.

skimming A high-pricing strategy for newly introduced cat-
egories or products.

SKU See stockkeeping unit.

sliding scale lease A part of some leases that stipulates how 
much the percentage of sales paid as rent will decrease as 
sales go up.

slotting allowance Fee paid by a vendor for space in a retail 
store. Also called slotting fee.

slotting fee See slotting allowance.

socialization The steps taken to transform new employees 
into effective, committed members of the firm.

social media Media content distributed through social in-
teractions. Three major online facilitators of social media are 
YouTube, Facebook, and Twitter (see Chapter 15).

social shoppers People who participate in virtual communi-
ties to obtain not just information for future use but also an 
enhanced emotional connection to other participants in the 
shopping experience.

sole proprietorship An arrangement in which an unincor-
porated retail firm is owned by one person.

span of control The number of subordinates reporting to a 
manager.

special event Sales promotion program comprising a num-
ber of sales promotion techniques built around a seasonal, 
cultural, sporting, musical, or other event.

specialization The organizational structure in which em-
ployees are typically responsible for only one or two tasks 
rather than performing all tasks. This approach enables em-
ployees to develop expertise and increase productivity.

specialty catalog retailer A nonstore retailer that focuses 
on specific categories of merchandise, such as fruit (Harry 
and David), gardening tools (Smith & Hawken), or seeds and 
plants (Burpee).

specialty department store A store with a department store 
format that focuses primarily on apparel and soft home goods 
(such as Neiman Marcus or Saks Fifth Avenue).

specialty product A product which the customer will ex-
pend considerable effort to buy.

specialty shopping Shopping experiences when consumers 
know what they want and will not accept a substitute.

specialty store A type of store concentrating on a limited 
number of complementary merchandise categories and pro-
viding a high level of service.

(manufacturer) and usually has full authority with regard to 
prices, terms, and other conditions of sale. The agent occa-
sionally renders financial aid to the principal.
selling, general, and administrative expenses (SG&A) Op-
erating expenses, plus the depreciation and amortization 
of assets.
selling process A set of activities that salespeople undertake 
to facilitate the customer’s buying decision.
selling space The area set aside for displays of merchandise, 
interactions between sales personnel and customers, demon-
strations, and so on.
sell-through analysis A comparison of actual and planned 
sales to determine whether early markdowns are required or 
more merchandise is needed to satisfy demand.
seniors The generational cohort of people born before 
1946.
senior vice president (SVP) of merchandising An execu-
tive who works with buyers and planners to develop and co-
ordinate the management of the retailer’s merchandise 
offering and ensures that it is consistent with the firm’s 
strategy. 
senior vice president (SVP) of stores An executive who 
supervises all activities related to stores, including working 
with the regional managers, who supervise district managers, 
who supervise the individual store managers.
service gap The difference between customers’ expectations 
and perceptions of customer service to improve customers’ 
satisfaction with their service.
service level A measure used in inventory management to 
define the level of support or level of product availability; the 
number of items sold divided by the number of items de-
manded. Service level should not be confused with customer 
service. Compare customer service.

services retailer Organization that offers consumers ser-
vices rather than merchandise. Examples include banks, 
 hospital, health spas, doctors, legal clinics, entertainment 
firms, and universities.
set 
sexual harassment Unwelcome sexual advances, requests 
for sexual favors, or other verbal or physical conduct with 
sexual elements.
share of wallet The percentage of total purchases made by a 
customer in a store.
shelf talkers Signs on the shelf providing information about 
the merchandise and its price.
Sherman Antitrust Act (1890) An act protecting small 
businesses and consumers from large corporations by outlaw-
ing any person, corporation, or association from engaging in 
activities that restrain trade or commerce.
shoplifting The act of stealing merchandise from a store by 
employees, customers, or people posing as customers.
shopping bots See search engines.

shopping center A group of retail and other commercial 
 establishments that is planned, developed, owned, and managed 
as a single property.
shopping goods Products for which consumers will spend 
time comparing alternatives.
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store maintenance The activities involved with managing 
the exterior and interior physical facilities associated with 
the store.
straight commission A form of salesperson’s compensation 
in which the amount paid is based on a percentage of sales 
made minus merchandise returned.
straight lease A type of lease in which the retailer pays a 
fixed amount per month over the life of the lease.
straight rack A type of fixture that consists of a long pipe 
suspended with supports going to the floor or attached to 
a wall.
straight salary compensation A compensation plan in 
which salespeople or managers receive a fixed amount of 
compensation for each hour or week they work.
strategic alliance Collaborative relationship between inde-
pendent firms. For example, a foreign retailer might enter an 
international market through direct investment but develop 
an alliance with a local firm to perform logistical and ware-
housing activities.
strategic profit model (SPM) A tool used for planning a 
retailer’s financial strategy based on both margin manage-
ment (net profit margin) and asset management (asset turn-
over). Using the SPM, a retailer’s objective is to achieve a 
target return on assets.
strategic relationship Long-term relationship in which 
partners make significant investments to improve both par-
ties’ profitability.
strategic retail planning process The steps a retailer goes 
through to develop a strategic retail plan. It describes how 
retailers select target market segments, determine the appropri-
ate retail format, and build sustainable competitive 
advantages.
strengths and weaknesses analysis A critical aspect of 
the situation audit in which a retailer determines its unique 
capabilities—its strengths and weaknesses relative to its 
competition.
strip shopping center A shopping center that usually has 
parking directly in front of the stores and does not have en-
closed walkways linking the stores.
structured training program Training that teaches new 
employees the basic skills and knowledge they will need to do 
their job.
style The characteristic or distinctive form, outline, or shape 
of a product.
subbrand Part of a branding strategy in which a product’s 
brand name is associated with the description of the prod-
uct, such as Frosted Flakes, where the family brand is 
Kellogg’s.
subculture A distinctive group of people within a culture. 
Members of a subculture share some customs and norms 
with the overall society but also have some unique 
perspectives.
subculture theory A theory of how fashion spreads that 
suggests that subcultures of mostly young and less affluent 
consumers, such as motorcycle riders and urban rappers, have 
started fashions for such things as colorful fabrics, t-shirts, 
sneakers, jeans, black leather jackets, and surplus military 
clothing.

spending potential index (SPI) Compares the average 
 expenditure in a particular area for a product to the amount 
spent on that product nationally.
spiff See push money.

split shipment A vendor ships part of a shipment to a retailer 
and back orders the remainder because the entire shipment 
could not be shipped at the same time.
spot A local television commercial.
spot check Used particularly in receiving operations when 
goods come in for reshipping to branch stores in packing 
 cartons. Certain cartons are opened in the receiving area of 
the central distribution point and spot-checked for quality 
and quantity.
spotting technique See analog approach.

staging area Area in which merchandise is accumulated 
from different parts of the distribution center and prepared 
for shipment to stores.
standardized service A customer service strategy that 
is based on establishing a set of rules and procedures for 
providing high-quality service and ensuring that they 
get  implemented consistently by service providers (see 
Chapter 18).
standards gap The difference between the retailer’s percep-
tions of customers’ expectations and the customer service 
standards it sets. This factor is one of four factors identified 
by the Gaps model for improving service quality.
staple merchandise Inventory that has continuous demand 
by customers over an extended period of time. Also known as 
basic merchandise.

stockholders’ equity See owners’ equity.

stock-keeping unit (SKU) The smallest unit available for 
keeping inventory control. In soft goods merchandise, an 
SKU usually means a size, color, and style.
stocklift See buyback.

stockout A situation occurring when an SKU that a cus-
tomer wants is not available.
stock overage The amount by which a retail book inventory 
figure exceeds a physical count of the ending inventory.
stock-to-sales ratio Specifies the amount of inventory that 
should be on hand at the beginning of the month to support 
the sales forecast and maintain the inventory turnover objec-
tive. The beginning-of-month (BOM) inventory divided by 
sales for the month. The average stock-to-sales ratio is 12 di-
vided by planned inventory turnover. This ratio is an integral 
component of the merchandise budget plan.
store advocates Customers who like a store so much that 
they actively share their positive experiences with friends 
and family.
store atmosphere The combination of the store’s physical 
characteristics (such as architecture, layout, signs and dis-
plays, colors, lighting, temperature, sounds, and smells), 
which together create an image in the customers’ mind. See 
atmospherics.

store brand See private-label brand.

store image The way a store is defined in a shopper’s mind. 
The store image is based on the store’s physical characteris-
tics, its retail mix, and a set of psychological attributes.
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theme/festival center A shopping center that typically em-
ploys a unifying theme that is carried out by the individual 
shops in their architectural design and, to an extent, their 
merchandise.
third-degree price discrimination Charging different 
prices to different demographic market segments.
third-party logistics company Firm that facilitates the 
movement of merchandise from manufacturer to retailer but 
is independently owned.
thrift store A retail format offering used merchandise.
ticketing and marking Procedures for making price labels 
and placing them on the merchandise.
tie-in An approach used to attract attention to a store’s of-
fering by associating the offering with an event.
timing The determination of when and how often an ad 
should run.
tonnage merchandising A display technique in which large 
quantities of merchandise are displayed together.
top-down planning One side of the process of developing 
an overall retail strategy where goals are set at the top of 
the organization and filter down through the operating 
levels.
top-of-mind awareness The highest level of brand aware-
ness; arises when consumers mention a brand name first 
when they are asked about a type of retailer, a merchandise 
category, or a type of service.
trade area A geographic sector that contains potential cus-
tomers for a particular retailer or shopping center.
trade discount Reduction in a retailer’s suggested retail 
price granted to wholesalers and retailers; also known as a 
functional discount.

trade dress A product’s physical appearance, including its 
size, shape, color, design, and texture. For instance, the shape 
and color of a Coca-Cola bottle is its trade dress.
trademark Any mark, work, picture, or design associated 
with a particular line of merchandise or product.
trade show A temporary concentration of vendors that pro-
vides retailers opportunities to place orders and view what is 
available in the marketplace; also known as a merchandise show 
or market week.

traditional distribution center Warehouse in which mer-
chandise is unloaded from trucks and placed on racks or 
shelves for storage.
traffic appliance Small portable appliance.
traffic flow The balance between a substantial number of 
cars and not so many that congestion impedes access to 
the store.
transformational leader A leader who gets people to tran-
scend their personal needs for the sake of realizing the 
group goal.
travel time contours Used in trade area analysis to define 
the rings around a particular site based on travel time instead 
of distances.
trialability The costs and commitment required to initially 
adopt a fashion.

supercenter Large store (150,000 to 220,000 square feet) 
combining a discount store with a supermarket.
superregional mall Shopping center that is similar to a 
 regional center, but because of its larger size, it has more 
 anchors and a deeper selection of merchandise, and it draws 
from a larger population base.
superstore A large supermarket between 20,000 and 50,000 
square feet in size.
supply chain A set of firms that make and deliver a given set 
of goods and services to the ultimate consumer.
supply chain management The set of approaches and tech-
niques firms employ to efficiently and effectively integrate 
their suppliers, manufacturers, warehouses, stores, and trans-
portation intermediaries to efficiently have the right quanti-
ties at the right locations, and at the right time.
support groups A group of employees with common inter-
ests, goals or characteristics, such as minority or female ex-
ecutives, that are put together by a retailer to exchange 
information and provide emotional and career support for 
members who traditionally haven’t been included in the 
 majority’s networks.
survey A method of data collection, using telephone, per-
sonal interview, mail, or any combination thereof.
sustainable competitive advantage A distinct competency 
of a retailer relative to its competitors that can be maintained 
over a considerable time period.
sweepstakes A promotion in which customers win prizes 
based on chance.

tangibility A customer service characteristic that custom-
ers use to evaluate service quality; it is associated with 
the appearance of physical facilities, equipment, personnel, 
and communication materials when a service is being 
performed. 
target market The market segment(s) toward which the 
 retailer plans to focus its resources and retail mix.
tariff A tax placed by a government upon imports. Also 
known as duty.

task performance behaviors Planning, organizing, moti-
vating, evaluating, and coordinating store employees’ 
activities.
teleshopping See television home shopping.

television home shopping A retail format in which custom-
ers watch a TV program demonstrating merchandise and 
then place orders for the merchandise by phone.
terms of purchase Conditions in a purchase agreement 
between a retailer and a vendor that include the type(s) of 
discounts available and responsibility for transportation 
costs.
terms of sale Conditions in a sales contract with customers 
including such issues as charges for alterations, delivery, or 
gift wrapping or the store’s exchange policies.
tertiary trading area The outermost ring of a trade area; 
 includes customers who occasionally shop at the store or 
shopping center.
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vending machine retailing A nonstore format in which 
merchandise or services are stored in a machine and dis-
pensed to customers when they deposit cash or use a credit 
card.

vendor Any firm from which a retailer obtains merchandise.

vendor-managed inventory (VMI) An approach for im-
proving supply chain efficiency in which the vendor is re-
sponsible for maintaining the retailer’s inventory levels in 
each of its stores.

vertical blocking 

vertical integration An example of diversification by retail-
ers involving investments by retailers in wholesaling or man-
ufacturing merchandise.

vertical merchandising A method whereby merchandise is 
organized to follow the eye’s natural up-and-down 
movement.

vertical price fixing Agreements to fix prices between 
 parties at different levels of the same marketing channel (for 
example, retailers and their vendors).

virtual community A network of people who seek informa-
tion, products, and services and communicate with one another 
about specific issues.

virtual mall A group of retailers and service providers that 
can be accessed over the Internet at one location.

visibility Customers’ ability to see the store and enter the 
parking lot safely.

visual communications The act of providing information 
to customers through graphics, signs, and theatrical effects—
both in the store and in windows—to help boost sales by 
 pro viding information on products and suggesting items or 
special purchases.

visual merchandising The presentation of a store and its 
merchandise in ways that will attract the attention of poten-
tial customers.

want book Information collected by retail salespeople to 
 record out-of-stock or requested merchandise.

warehouse club A retailer that offers a limited assortment 
of food and general merchandise with little service and low 
prices to ultimate consumers and small businesses.

weeks of supply An inventory management method most 
similar to the stock-to-sales method. The difference is that 
everything is expressed in weeks rather than months.

wheel of retailing A cyclical theory of retail evolution 
whose premise is that retailing institutions evolve from low-
price/service to higher-price/service operations.

wholesale market A concentration of vendors within a spe-
cific geographic location, perhaps even under one roof or 
over the Internet.

wholesaler A merchant establishment operated by a con-
cern that is primarily engaged in buying, taking title to, usu-
ally storing, and physically handling goods in large quantities, 
and reselling the goods (usually in smaller quantities) to re-
tailers or industrial or business users.

trickle-down theory A theory of how fashion spreads that 
suggests that the fashion leaders are consumers with the 
highest social status—wealthy, well-educated consumers. Af-
ter they adopt a fashion, the fashion trickles down to consum-
ers in lower social classes. When the fashion is accepted in 
the lowest social class, it is no longer acceptable to the fash-
ion leaders in the highest social class.
triple-coupon promotion A retail promotion that allows 
the customer triple the face value of the coupon.
trust A belief that a partner is honest (reliable, stands by its 
word, sincere, fulfills obligations) and benevolent (concerned 
about the other party’s welfare).
tying contract An agreement between a vendor and a re-
tailer requiring the retailer to take a product it does not 
 necessarily desire (the tied product) to ensure that it can buy 
a product it does desire (the tying product).

umbrella brand see family brand (Chapter 13).

understored trade area An area that has too few stores 
 selling a specific good or service to satisfy the needs of the 
population.
unit pricing The practice of expressing price in terms of 
both the total price of an item and the price per unit of 
measure.
Universal Product Code (UPC) The black-and-white 
bar code found on most merchandise; used to collect sales 
information at the point of sale using computer termi-
nals that read the code. This information is transmitted 
computer to computer to buyers, distribution centers, and 
then to vendors, who in turn quickly ship replenishment 
merchandise.
unrelated diversification growth opportunity Diversifica-
tion in which there is no commonality between the present 
business and the new business.
UPC See Universal Product Code.

URL (uniform resource locator) The standard for a page 
on the World Wide Web (e.g., www.nrf.org).
utilitarian benefit A motivation for shopping in which con-
sumers accomplish a specific task, such as buying a suit for a 
job interview.
utilitarian needs Needs motivating consumers to go shop-
ping to accomplish a specific task.

value Relationship of what a customer gets (goods/services) 
to what he or she has to pay for it.
values of lifestyle survey (VALS2) A tool used to catego-
rize customers into eight lifestyle segments. Based on re-
sponses to surveys conducted by SRI Consulting Business 
Intelligence.
variable costs Costs that vary with the level of sales and can 
be applied directly to the decision in question.
variable pricing Charging different prices in different 
stores, markets, or zones.
variety The number of different merchandise categories 
within a store or department.
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zone pricing Charging different prices for the same mer-
chandise in different geographic locations to be competitive 
in local markets.
zoning The regulation of the construction and use of build-
ings in certain areas of a municipality.

wholesale-sponsored voluntary cooperative group An 
organization operated by a wholesaler offering a merchandis-
ing program to small, independent retailers on a voluntary 
basis.
word of mouth Communications among people about a 
retailer.

yield management The practice of adjusting prices up or 
down in response to demand to control sales generated.
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Forever 21, 43, 116, 252, 310, 411
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GNC, 43, 53
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Good Skin, 345, 346
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Goody’s, 4, 157
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Google Shopper, 408
GoTo.com/Overture Services, 57
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Great Choice kennel, 317
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Gucci, 31, 176, 179, 324, 383, 415
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H&R Block, 48
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Hautelook.com, 414
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IBM, 343, 503
ICA AB, 52, 466–468
IGD, 22
IHOP, 191
IKEA, 14, 45, 68, 85, 117, 118, 121, 138, 201, 

405, 466, 504, 522
Illumination Company, 581, 582
IMAX theaters, 201
Independent Grocers Alliance, 51
Indites, 11
Intel Corporation, 343
International Consumer Electronics Show, 

348, 349
Internet Explorer, 48
iPad, 575
iPhone, 21, 66, 71, 72, 398, 402, 408, 575, 

576, 580
iPod, 293, 402, 575, 576
Israeli Dead Sea Cosmetics, 181
Ito-Yokado, 127
iTunes, 575
Ivory soap, 342
Izod, 178

J. Crew, 7, 43, 76, 198, 266, 385, 401, 404, 
418, 576

J. D. Power and Associates, 512
J. L. Hudson Company, 28
Jack Purcell, 401
Jackson-Hewitt Tax Service, 53, 533

Jani-King, 53
Jazzercise, 48
JCPenney, 8, 13, 18–19, 29, 41, 42, 52, 71, 

76, 106, 114, 117, 119, 120, 152, 181, 
238, 240, 266, 300–301, 345, 349, 
351, 404, 415, 442, 475, 482, 497, 
514, 566–567, 567

Jeep, 584
Jenny Craig, 48
Jerry Lewis Theaters, 532
JetBlue Airways, 48, 509
Jewelry Television, 60
Jewel supermarkets, 391
Jiangsu Redbud Dyeing Technology, 352, 360
Jiffy Lube, 48, 53, 115
Jockey, 346
Johnny Rockets, 53
Jo Malone, 133
Jones Apparel Group, 345
Jones Hardware & Building Supply, 196
Juicy Couture, 353–358
Justice, 199

Kaiser, 48
Kate Spade, 31
K-B Toys, 157, 492
Kellogg’s Company, 304, 342, 390–391
Kentucky Fried Chicken, 53, 128
Kiehl’s skin care products, 181, 346
Kimberly-Clark, 486
Kindercare, 48
Kindle, 139
King Kullen, 35
Kirkland Signature, 117
Kit Kittredge doll, 293–294
Kmart, 42, 113, 117, 401, 544
Knot, The, 586
Kohlberg Kravis Roberts & Company, 

158, 218
Kohl’s, 17, 24, 29, 41, 114, 119, 152, 163, 

169, 193, 201, 300, 345, 346, 347, 
359, 475, 497

Kraft Foods, 57, 355, 578
Kroger Company, 10, 24, 35, 37, 38, 115, 

152, 173, 239, 275, 368, 426–427, 
445, 555, 558

Kroger’s Private Selection, 344
Kurt Salmon Associates, 265

L. L. Bean, 6, 45, 95, 116, 198, 202, 263, 403, 
404, 500, 510

LACK tables, 118
Lacoste, 44, 480
La Curacao, 191
Lady Foot Locker, 199
Lafayette O 48, 324
LAMPAN lamps, 118
Lancôme, 133
Lands’ End, 67, 76, 501
Lane Bryant, 98, 350
Laura Ashley, 350
LA Weight Loss, 53
Lawn Doctor, 53
Lays Potato Chips, 380
Lazarus Department Stores, 15

Lev30026_cndx_645-650.indd Page 647  12/16/10  2:14 PM user-f494Lev30026_cndx_645-650.indd Page 647  12/16/10  2:14 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



648 Company Index

LC Lauren Conrad, 42
Le Couvent des Minimes Spa, 561
Lee, 178
Lego, 458
LensCrafters, 43, 48
Leonard Green & Partner, 158
Levi’s jeans, 44, 304, 362, 385
Levi Strauss & Company, 345, 385
Liberty Tax Service, 53
Lidl, 393
Limited, The, 114, 117, 397, 549
Limited Brands Inc., 181, 349–350, 352, 549
Lindy’s Bridal Shop, case, 585–586
Lindy’s Silk Flowers, 585
Linens ’n Things, 157, 214, 581, 582
Little Caesar’s Pizza, 419, 532
Little Pie, 57
Liz Claiborne, 19
Loblaw’s, 344
L’Occitane, 492, 561
Loehmann’s, 364
Loews Cineplex Entertainment, 172
Lonely Planet, 569
Longs, 44
L’Oréal SA, 133, 181
Loro Piana, 401
Los Angeles Clippers, 419
Los Angeles Lakers, 419
Louis Vuitton, 324
Lowe’s, 7, 10, 17, 24, 42, 45, 46, 85, 89, 152, 

183, 196, 240, 318–320, 402, 472
Lucky brand, 44
Lufthansa, 286
Lululemon Athletica, 112, 113, 139
Luon, 112
LVMH (Louis Vuitton-Moet Hennessy), 43

Maas Brothers, 4
MAC, 133
Mac computers, 402
Macy’s, Inc., 4, 8, 16, 24, 28, 29, 41, 61, 83, 

92, 114, 116, 117, 152, 163, 173, 177, 
219, 229, 231, 296, 300, 302, 303, 
340–341, 343, 345, 349, 386, 387, 
393, 400, 402, 406, 415, 416, 551

Macys.com, 396
Macy’s iPhone, 71
Macy’s iShop, 71
Madison Dearborn Partners LLC, 582
Magazine Luiza, 112, 139
Magic Johnson Enterprises, 172
Mail Boxes, 53
Mango, 19, 309, 310
Mango/MNG Holding SL, 310
MapInfo, 203
Marchesa Coutoure, 414, 417
Marks & Spencer, 130, 271, 484, 486
Marriott Hotels and Resorts, 48, 97, 231, 511
Marriott Residence Inns, 97
Marshall Field’s, 28, 229
Marshalls, 17, 46, 82, 117, 364, 384, 452
Martha Stewart, 308, 345
Mary Kay Cosmetics, 59, 235, 345
Maschino, 324
Massage Envy, 532
MasterCard, 150, 151, 279, 280

MAST Industries, 349–350
Matco Tools, 53
Mattel, 365
Mauna Loa, 149
Max-Mara, 324
Maxwell House, 578
Maybelline, 133, 345
May Department Stores, 229, 540
McCall’s, 397
McDonald’s, 9, 40, 48, 50, 53, 61, 116, 121, 

128, 130, 139, 169, 215, 237, 343, 
345, 366, 388, 402, 403, 406, 415, 
419, 468, 491, 503, 516, 522, 532, 580

McGraw-Hill Companies, 363, 364
Meier & Frank, 229
Meijer, 38
Mellerio dits Meller, 225
Menards, 45
Men’s Wearhouse, 24, 45, 220, 221, 222, 

397, 441
Menzer Park, Boca Raton, 178
Mercedes, 561
Merle Norman, 53
Merrill Lynch, 48
Mervyns, 157
Metro AG, 10, 35, 127, 138, 268, 271
Michael Graves toaster ovens, 247, 250, 

251, 261
Michaels, 17, 24, 45, 158, 425, 481
Microsoft Corporation, 191, 197, 343, 359
Microtel, 532
Midas, 48, 53
Milliken’s quick response system, 265
Mini Maid, 48
MNG, 19
Mobil Oil, 188
Modell’s, 71
Montgomery Ward, 412
Morgan Stanley, 48
Morningstar, 582
Morrisons, 376
Mozilla Firefox, 48
Mrs. Fields Famous Brands, 157
M6 channel, 569
MTV, 128
Mudd, 42
Muzak, 491
MyCoupons.com, 413
Mysimon.com, 85
MySpace, 410

NASCAR, 62, 98
National Basketball Association, 172, 367, 419
National Franchise & Business 

Opportunities Show, 534
National Hardware Show, 348
National Hockey League, 419
National Housewares Manufacturers 

Association International 
Exposition, 348

National Retail Federation, 563
National Safe Place, 238
National Sporting Goods Association, 526
Nautica, 178
NearbyNow, 426
Neighborhood Market, 38

Neiman Marcus, 41, 68, 91, 113, 114, 116, 
117, 126, 139, 158, 164, 289, 290, 
355, 387, 414, 418, 459–460, 483, 561

Neiman Marcus Last Call Clearance 
Center, 385

Nestlé, 578
Nestlé Purina, 485
Netflix, 16, 30, 259, 432, 503

case, 542–543
NetMarket, 63
Newman’s Own Organic, 345
New South China Mall, 176
New York & Company, 350
New York City Fashion Center, 348
Nextag.com, 413
Nicole, 345
Nicole Miller, 19, 404
Nielsen Claritas, 204
Nike, Inc., 7, 101, 106, 293, 442, 491
Nikki Bears, 132
9 Lives Canned Cat Food, 377
Nine West, 43, 504
Nintendo Wii, 44
Nokia, 343
Nordstrom, 16, 41, 42, 94, 117, 141, 144, 

149–150, 151, 152, 164, 180, 220, 
236, 277, 289, 403, 433, 501, 516, 
522, 578

case, 561, 574–575
North American Coffee Partnership, 578
Northern Commercial Company, 574
North Face, 47, 178
Northgate, 38
NPD Group, Inc., 78–79

Odeom/Cineplex, 48
Off 5th, 47, 385
Office Depot, 24, 25, 45, 46, 69, 105, 130, 

187, 201, 318, 403, 408
Office Max, 45, 46, 105, 187
Old Navy, 52, 117, 139, 331, 384, 584
Olive Garden, 51, 53
Ol’ Roy dog food, 400
Omaha Steaks, 407
Omnivoracious, 409
1-800 Flowers, 296
1-800 Got Junk?, 53
One Stop, 131
O Organics, 344
Open Table, 30
Oracle Corporation, 359
Origins, 133
Orvis, 202
Oscar de la Renta, 324
Oscar Mayer Foods Corporation, 57
Osco, 44
Oshman’s Sporting Goods, 549
Outdoorplay.com brands, 33
Outdoor World, 45
Overstock.com, 46, 91, 396

P. F. Chang restaurants, 180, 198
Pacific Sunwear, 24
Pacific Writing Instruments, 564
Palm restaurant, 561
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Pampers, 264, 284
Panaloon Retail, Ltd., India, 473
Panera Bread, 48, 53
Pantene, 314
Pao de Açucar, 128
Parisian, 238
Party City, 201
Patagonia, 6, 72, 403
Paul Mitchell, 584
Payless Car Rental, 53
Payless ShoeSource, 187, 540
Peapod, 52, 548–549
Pearle Vision, 48, 53
Pedlalyte, 377
Peet’s Coffee and Tea, 115, 233, 234,

 365, 580
PenAgain, 564–565
Pep Boys, 24, 110–112
PepsiCo, 93, 267, 305, 380, 489, 578
Performance Bicycle, 543
PETCO, 45
Peter DiPasqua, 457
PetSmart, 24, 45, 152, 317, 381–382, 438

case, 583–584
Pew Research Center, 583
Philadelphia’s Food Trust, 172
Phillips Van-Heusen, 178
Piazza Sempione, 324
Pickwick and Frolic, 170
Pier 1 Imports, 24, 45, 426
Pike Place Fish Markets, 490
Pillsbury Company, 57
Pinkberry, 48, 52
Piperlime, 52
Pizza Hut, 128
Playboy Enterprises, 418
Play-Doh, 492
Pockets Men’s Store, 352
Polo/Ralph Lauren, 44, 304, 584
Porsche dealers, 184
Porsche of America, 187
Porsche Speedster, 385
Pottery Barn, 43, 387, 403, 405
Pottery Barn Kids, 405
Prada, 31, 179, 355
Prescriptives, 133
President’s Choice, 344
Pret A Manger, 232
PriceGrabber, 393, 413
Priceline.com, 385–386
Prime Outlets, 178
Primrose School, Daycare, 532
Pringles, 342
Private Label Manufacturers Association, 

368, 584
Proactiv, 61
Procter & Gamble, 6, 46, 119–120, 264, 267, 

342, 359, 578
ProFlowers.com, 85
Publix, 35, 37, 115, 194
Pulte Homes, Inc., 512
Pump It Up, 532

Quik Trip, 238
Quincy Market, 179
QVC, 60, 179, 409

Rachel Roy, 345
Radio Shack, 17, 24, 43, 216
Ralph Lauren, 7, 19, 32, 42, 119, 133, 304, 

324, 345, 347, 404, 491
RC Cola, 365
Real Clothes, 324
Recreational Equipment Inc. (REI), 45, 68, 

192, 292, 293, 409, 442, 492
Redbox, 6, 16, 30, 60, 61
Red Bull, 305
RedEnvelope, 134
RedKen, 133
RedLaser, 393, 408
Red Mango, 48, 52
Red Wing, 401
RE/MAX, 53
Rent-a-Wreck, 53
Restoration Hardware, 43, 198
RetailMeNot.com, 387
Rewe-Zentral AG, 10
Richards, 279
Rite Aid, 44, 133, 165, 169
Ritz Camera, 157
Ritz-Carlton Hotel Company, 118, 236, 

275–276, 400, 512, 516
Robert Rodriguez, 75
Rock and Roll Hall of Fame, 170
Ron John Surf Shop, 4–6
Rosetta Stone, 61
Ross Stores, 24, 46, 114, 364
Roto-Rooter, 48
Royal Ahold, 52, 138

case, 548
Rubbermaid, 320–321, 359
Ruelala.com, 414
RVL7, 181
Ryder, 48

S. C. Johnson, 474
Safari, 48
Safeway, Inc., 7, 10, 16, 24, 35, 52, 152, 344, 

393, 420
Sainsbury, 288, 376
St. Jude’s Research Hospital, 418–419
Saks Fifth Avenue, 16, 41, 47, 70, 83, 114, 

116, 117, 289, 363, 365, 385, 403, 
414, 461, 561

Saks Fifth Avenue Men’s Collection, 344
Saks Incorporated, 28, 41
Salvatore Ferragamo, 179
Sam’s Club, 38, 39, 46, 541, 552
Samsonite, 44
Sandals, 396
S&K Warehouse, 157
San Francisco Giants, 387
Santa Claus lands, 41
Santa Monica Place, 177, 185
SAS, 486
Save-A-Lot, 35, 113, 139, 197

case, 547–548
Sav-On, 44
School, Home & Office Products 

Association, 564–565
Schwartz Group, 35
Schwartz Unternehmens Treuhand KG, 10
Sears, 41, 63, 116, 117, 169, 256–257, 400, 405

Sears.com, 396
Sears Holdings Corporation, 10, 24, 38, 42, 

66, 406, 415
Seattle’s Best Coffee, 578
Seattle Supersonics, 578
SeenOn, 83
Sephora, 19, 43, 181, 518

case, 572
Seven & I Holdings, 10
7-Eleven Circle K, 61
7-Eleven Stores, 40, 53, 168, 187, 403
7 for All Mankind, 178
Sharper Image, 157, 492
Shaw’s supermarkets, 344, 480, 582
Sheetz, 40, 456
Sheraton Hotels, 48, 578
Sherwin Williams, 318
Shopko Stores, 28, 444
ShopNBC, 60
ShopSavvy, 393, 413
ShopStyle, 393
Shopzilla, 393
Sign-A-Rama, 53
Signature brand jeans, 345
Silverscent, 112
Silver Springs Shopping Center, 17
Simmons Beautyrest, 350
Simon Property Group, 173, 178, 186
Simplicity, 397
Simply Vera’s, 347
Singer Sewing Machine Company, 532
Six Flags, 48
Skil, 500
Skippy peanut butter, 8
SM City North EDSA Philippines, 176
Sofa Express, 45
Soma, 123
Sony Corporation, 5, 61, 257, 345–346,

 346, 492
Sony Playstation, 256–257
Sony Retail Entertainment, 172
Sony Style, 488
South Coast Plaza, Calif., 176
Southern Accents, 290
Southern Living, 290
Southpole, 300
Southwest Airlines, 48, 232, 409
Spanx, 324
Sporting Goods Manufacturers Association, 

348, 526
Sports Authority, 17, 42, 45, 71, 186, 216, 

230, 331, 527, 528
Spyder goggles, 82
St. John’s Town Center, Jacksonville, 180
Stain Master, 555
Staples, Inc., 24, 30, 42, 45, 46, 49, 105, 133, 

187, 201, 370–371, 413
Staples Copy and Print, 46
Starbucks, 48, 52, 88, 115, 121, 128, 138, 

172, 198, 200, 219, 231, 232, 293, 
365, 408, 507

case, 578–580
State Farm, 48
Steinmart, 114
Steinway Concert Grand, 418
Steuben glass, 483
Steve & Berry’s, 157
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Steve Madden, 43, 80
Stop & Shop, 52, 548, 549
Strategic Business Insight, 100
StubHub, 386
Subway Restaurants, 53, 171, 180, 237, 264, 

419, 533
Sunglass Hut, 43
Supercercado de Walmart, 38
Super Kmart Center, 38
Super Show, 348
Super Target, 38
Super Twist Skil electric screwdriver, 500
Super Valu Inc., 35, 37, 113, 344
Sur La Table, 44

T. J. Maxx, 46, 47, 114, 116, 117, 364, 
384, 581

T. Stewart, 41
Taco Bell, 53, 194, 217
TAL Apparel, 266
Talbots, 114, 117, 202, 404, 405
Tanger Outlets, 178
Target.com, 396
Target Corporation, 10, 28, 143, 458
Target Stores, 24, 29, 36, 41, 42, 52, 55, 82, 

114, 117, 152, 169, 186, 195, 201, 
247–248, 250, 251, 253, 268, 289, 
313, 314, 316, 390, 393, 400, 401, 
413, 415, 416, 428, 445, 544, 557, 
558, 567, 573, 576, 577

Tazo Tea, 578
TCBY, 52
Teavanna, 43
Tesco Express, 123, 131
Tesco Extra stores, 123, 131
Tesco Homeplus, 131
Tesco Metro, 123, 131
Tesco plc, 10, 35, 37, 123, 127, 129, 131, 283, 

284, 344, 376, 504, 545
Tesco’s Finest, 344
Tesco Superstores, 123
Texas Pacific, 158
T.G.I. Fridays, 172, 191
TheFind, 393
Thefind.com, 29
Theknot.com, 64
Thomas Mason, 401
Thomas Pink, 492
365 Day Everyday Value, 21
365 Day Organic Everyday Value, 21
Ticketmaster, 386
Tide, 32, 475, 489
Tide Liquid Detergent, 573
Tiffany & Company, 9, 24, 43, 214–215, 363, 

364, 366, 376, 400
case, 552–553

Tiffany.com, 493
Timex, 401
Tina’s Closet, 511
Tires Plus Total Car Care, 498–499
TiVo, 503
TJX Corporation, 46, 231, 364, 384
Tommy Hilfiger, 42, 133, 304, 345
Tools of the Trade, 42
Tops, 548

TopShop, 252, 507
Tori Spelling Collection, 410
Toyota Motor Corporation, 343
Toys “R” Us, 17, 45, 158, 192, 218–219, 263, 

365, 401, 544
Tractor Supply Company, case, 538–539
Trader Joe’s, 36, 82, 191, 428
Trek bicycles, 544
True Beauty, 567
True Value Hardware, 51, 216
Tru Serv, 51
Tumi, 44
24 Hour Fitness, 172
Twilight, 137
Twitter, 292, 398, 405, 409, 410, 411
Tylenol Liquid, 377

U-Haul, 48
Ulta, 30
Unilever, 578
Uniqlo, 11
United Airlines, 578
United Parcel Service, 48
United Parcel Service stores, 53
United States Postal Service, 48
United Typewriter Company, 392
Universal CityWalk, 179
Universal Orlando Resort, 56–57
Uno Chicago Grill, 198
Urban Outfitters, 114, 152
U.S. Foodservice, 548
USPolo, 300

Valentino, 324
Van Heusen, 178
Vans, 178, 300
Vendor Managed Inventory, 272
Venetian Hotel, 179
Vera Wang, 347
Versace, 176
Verymeri, 142
VF Corporation, 178
VIA Ready Brew, 580
Vick’s NyQuil, 342
Victoria’s Secret, 7, 24, 43, 95, 179, 350, 400
Victoria’s Secret Pink, 181
Virtual Mirror kiosk, 503
Visa, 48, 150, 151, 279, 280, 562
VMSD, 496
VO5 Shampoo, 377
Vornado Realty Trust, 218

Wachovia, 48
Walgreens, 10, 15, 16, 24, 44, 61, 121, 133, 

165, 169, 196, 344, 381, 400, 472
Walking Company, 43
Walmart Neighborhood Stores, 552
Walmart Stores, Inc., 6, 7, 9, 10, 14, 17, 

24, 29, 35, 36, 38, 39, 41, 42, 46, 
52, 55, 61, 71, 85, 96, 113, 115, 
117, 119–120, 121, 127, 128, 130, 
134, 147, 152, 164, 173, 184, 185, 
191, 195, 197, 201, 216, 236–237, 

241, 242, 249, 250, 254, 265, 
267–268, 269, 313, 316, 342, 343, 
344, 345, 346, 352, 359, 360, 365, 
366, 376, 377, 389, 390, 393, 396, 
400, 401, 413, 417–418, 445, 457, 
470, 490, 522, 524, 527, 528, 544, 
545, 549, 555, 558, 573

case, 540–542, 552–553
Walmart Supercenters, 552
Walt Disney Company, 51, 343, 359, 365, 

415, 441, 489
Walt Disney World, 515
Wawa, 40
Wedding Channel, 64, 586
Wegman’s, 222, 582
Weight Watchers, 48
Wendy’s, 48, 50, 204, 533
WeReward, 426
West Edmonton Mall, 176
Westfield Century City, 214–215
Westin Hotels, 578
West Marine, 267, 268
Wet Seal, 24
White Barn Candle, 24
White House Black Market, 123, 350
Whitney’s Bridal Shop, 586
Whole Brands, 20–21
Whole Foods Market, 20–21, 21–22, 24, 37, 

152, 191, 192, 236, 239, 344, 366, 
411, 469, 480, 506, 524, 582

Whole Kids Organic, 21
Wild Harvest, 344
Williams-Sonoma, 43, 47, 68, 492
Wing Zone, 515
Winn-Dixie, 196, 377
Winners, 46
Wolford, 44
World Diamond Council, 546, 547
World Financial Center, 384
World Market, 45
Wrangler, 178
Wrigley’s Juicy Fruit gum, 253

Xerox Corporation, 510

Yachts of Seabourn, 561
Yahoo!, 57
Yankee Candle Company, case, 581, 582
Yankee Candle Company (Europe) 

Ltd., 582
Yogawear, 181
YouTube, 405, 409, 410
Yves Saint Laurent, 324

Zac Posen, 324
Zales, 24, 43, 400
Zappos.com, 30, 80, 91, 232, 233, 501
Zara, 11, 43, 82, 117, 128, 231, 252, 310, 359, 

384, 402
Zhejiang Socks, 350
Zhengjia Plaza, China, 176
ZoomShops, 61
Zoots, 48, 49, 517
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Abandoned cart problem, 494–495
ABC analysis, 326–327
Above-ground risks, 184
Accessibility, 195, 200
Accounting, careers in, 26
Accounts receivable, 150–151
Acid-test ratio, 158
Acquisitions

by The Limited, 549
by Royal Ahold, 548
by Yankee Candle Company, 581, 582

Actionable segments, 98
benefit segmentation, 102
buying-situation segmentation, 

101–102
Active radio frequency identification 

tags, 269
Activity, and brand associations, 403
Adaptability for foreign markets, 

128–129
Add-on selling, 293–294
Adjacent tenants, 197
Adjustments to strategy, 137
Administrative management, 225
Advancement opportunities, 27
Advance shipping notice, 253, 257
Adventure, and hedonic need, 82
Advertising, 585

cooperative, 356, 417
definition, 415
by digital screen networks, 577–578
direct-response, 60
green, 366
interactive models, 569
in magazines, 416
mass advertising, 416
mass-media, 276
in newspapers, 416
online, 569
options for sales promotions, 568
on radio, 417
sponsored search, 569
on television, 416–417

Advertising allowances, 356
Advertising campaign, 425–426
Advertising expenditures

largest spenders, 415
by McDonald’s, 406
reduced by pricing strategy, 373

Aerie brand name, 550
Affordable budgeting method, 424
African Americans, buying power, 177
Age Discrimination in Employment 

Act, 440
Age distribution, in foreign markets, 126
Aided recall, 402
Airlines, yield management, 377
Airports, retailing in, 182
A la carte plans, 451
Allocation of merchandise, 323–325
Alternatives, evaluating; see Multiattribute 

model
American culture abroad, 128

American Museum of Natural 
History, 546

Americans with Disabilities Act, 440, 
471–472

Analog approach, 210
Anchor stores, 173
“Anti-Chain Store Act,” 361
Apparel retailers, 45
Arab oil embargo, 565
Artificial barriers, 195
Asia, mega malls, 176
Asian Americans, buying power, 177
ASN; see Advance shipping notice
Asset management path; see Strategic profit 

model
Assets

current, 149
fixed, 151
intangible, 151
undervalued, 158

Asset turnover, 143–144, 151, 152
Assistant store managers, 227
Assortment, 8

at Abercrombie & Fitch, 550
at American Eagle, 550
breadth and depth of, 315
at convenience stores, 40
definition, 32, 315
at Hughe’s, 562–563
increase at Save-A-Lot, 547–548
increased in multichannel 

retailing, 67
on Internet channel, 63
multichannel retailers, 72–73
and profit, 34
responsibility for, 228
specific merchandise categories, 33
tailored, 250

Assortment plan, 315–316, 326–327
Assurance, 505–506
Atlanta Merchandise Mart, 348
Atmospherics, 490
Attributes, and brand associations, 403
Authentication, 255
Authorization, 255
Autocratic leaders, 443–444
Automated continuous replenishment, 320
Automated retailing

definition, 60
DVD rentals, 61
estimated sales, 58

Awareness stage, in partnering 
relationship, 360

Baby boomers, 171, 447
Backup inventory, 251
Backup stock, 33–34, 317–320
Backward integration, 7
Bait and switch, 394
Balance sheet

excluding intangible assets, 151
items on, 149–151

Bankruptcies, 156
Abercrombie & Fitch in 1977, 549
of retailers since 2008, 157

Bar codes, counterfeit, 458
Bargaining power of vendors, 133
Barriers to entry, 133
Base stock, 319
Basic merchandise categories, 308–309
Batch orders, 265
Beginning-of-month stock, 333–335
Behavioral interviews, 438
Benchmarks for performance measures, 

162–163
Benefits

and brand associations, 403
employee, 451

Benefit segmentation, 102
Better Business Bureau, 395
Bicycle purchase decision, 543–544
Bicycling, 544
Big Bang Theory, 419
Big-box retailers

in community centers, 174
competition from Apple Stores, 576
versus local government, 541
sales of computers, 575
threat to main street, 171

Biggest Loser, 419
Biometrics, 280
Black Friday, 242
Black market, 363–364
Black MBAs Magazine, 540
Blended training programs, 442–443
Block group, 203
Blogs, 409
Blood Diamond, 546
Bluetooth technology, 518
Bonus, 235
Books stores, 45
Boston Globe, 193
Bottom-up planning, 159
Boutique layout, 476
Brand alternatives

copycat brands, 344
exclusive brands, 344–345, 566–567
generic brands, 345
national brands, 342–343
national vs. private-label, 345–347
premium private-label, 344
private-label brands, 343–345
subbrand, 342
umbrella/family brand, 342

Brand associations, 402–405
Brand awareness, 402–403
Brand equity

building, 402–405
definition, 400

Brand image, 72, 345–346
and assortment plan, 315
and brand associations, 404
building, 399
and customer loyalty, 116
to increase margins, 401

SUBJECT INDEX
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Brand loyalty, 93, 344, 345
Brand managers, 6
Brand name

brand equity, 400
memorable, 402
value of, 400

Brand name extension, 405–406
Brand-name merchandise, at off-price 

retailers, 46–47
Brands; see also National brands; 

Private-label brands
customer loyalty to, 400
definition, 400
exclusive to JCPenney, 566–567
merchandise categories as, 304
nationally recognized, 42
for new retail concepts, 401
private-label, 38, 117
world’s ten most valuable, 343

Brazil, retail opportunities, 128
Breadth of merchandise, 32
Break-even analysis, 381–382
Break-even point quantity, 381–382
Break-even sales, 382
Breaking bulk, 8
Breaking sizes, 315
Bribery, 362
Brokers, 386
Browsing

in stores, 63
using m-commerce, 72

Buffer stock, 317
Building codes, 185
Build-up method for financial 

statements, 530
Bulk fixture, 487, 488
Bullwhip effect, 264–265
Business cycles, 133
Business model

American Furniture Warehouse, 565
and corporate social responsibility, 366
Netflix, 543
for new business, 526
Pep Boys, 110

Business skills, 524
Business-to-company retailers, 6
Business-to-customer retailers, 6
Buybacks, 362
Buyers

career opportunities, 26
common goals with vendors, 360
compensation, 12, 27
control over gross margin return on 

inventory investment, 306
evaluation of vendors, 329
frequent store visits, 313
at Hughe’s, 562–563
Macy’s, Inc., 340–341
market research on fashion merchandise, 

312–313
merchandise division, 226
merchandise management process, 

308–311
negotiating with vendors, 355–358
planning for markdowns, 382–383
for private-label merchandise, 228
role in merchandise management, 301–303

specialization by, 230
and store space limitations, 316
store visits by, 231
technology used by, 5
at Walmart, 565
in wholesale market, 348–349
work with vendors, 256

Buying decisions, 91–93
Buying offices, 313
Buying organization, 303–304
Buying power

of minorities, 177
of Save-A-Lot, 547

Buying process, 101, 341
and corporate social responsibility, 365–366
and customer service, 503–504
definition, 80
evaluating alternatives, 86–90
information search, 83–86
legal/ethical issues, 361–365
for national brands, 348–349
need recognition, 81–83
postpurchase evaluation, 91
private-label brands, 341, 351–353
purchase decision, 90–91
stages, 81

Buying-situation segmentation, 101–102

Cable TV, and Netflix, 543
Cannibalization, and number of stores, 

193–194
Capacity fixture, 487, 488
Carbon footprint, 9
Car buying process, 84
Career development, 240–241
Career-family balance, 239
Careers in retailing

corporate staff positions, 26–27
entry-level positions, 25
merchandise management, 26
myths about, 27
store management, 25–26
variety of career paths, 25

Car rental companies, 570–571
Cash flow analysis, 156–157
Cash payment, 63
Cash wraps, 459, 481
Catalog, Neiman Marcus, 418
Catalog channel

benefits, 63
criticisms of, 58–59
estimated sales, 58
number of catalogs mailed, 58
RFM analysis, 286–287
in Sears history, 63
supply chain for, 263
use of multiple channels, 66

Categories of merchandise; see Merchandise 
categories

Category adjacencies, 484
Category captain, 305
Category killers, 46
Category signage, 488
Category specialists

as category killers, 45–46
characteristics, 41

comparison shopping in, 183
competition among, 46
competition from discount stores, 42
customer service, 46
definition, 45
destination stores, 183
list of, 45
self-service approach, 45
trade area, 200

Cause marketing, 418–419
Causeway Bay, Hong Kong, 170
Celebrity endorsements, 418
Cell phones, 407

m-commerce over, 72–73
for shopping, 413

Census, 203
Census block, 203
Census Bureau, 24, 54, 526

block group, 203
census block, 203
demographic data, 203
Retail Indicator Branch, 77

Center for Democracy and Technology, 76
Central business districts, 170
Centralization vs. decentralization, 229–230
Chain Store Guide, 207
Champs Elysées, Paris, 170
Channel migration, 74
Chargeback, 362
Charitable contributions, 142

donations of merchandise, 385
in frequent-shopper programs, 289
by Walmart, 541

Checking, 256–257
Checkout areas, 481
Checkout lines, 513
Checkout process, 494–495
Cherry pickers, 391
Chief executive officers, 226

store visits by, 231
Chief financial officer, 227
Chief marketing officer, 227
Chief operating officer, 227
Child care services, 239
Child-labor laws, 352
Children

role in buying decisions, 94
tween shoppers, 95

China
direct selling in, 59
distribution system, 11
economies of scale, 350
haggling over prices, 387
retail opportunities, 127–128
shopping in teams, 96
specialization, 350
textile production, 350

Choices, in frequent-shopper programs, 288
City locations; see Urban locations
Classification of merchandise, 304
Clearance markdowns, 382, 388
Cleveland, gentrification in, 170
Click-stream data, 68
Close-out retailers, 46
Close-outs, 46
Clustering, 579–580
CLV; see Customer lifetime value
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Co-brands, exclusive to JCPenney, 567
Codes of ethics, 22
Coffee market, 578–580
Collaborative planning, forecasting, and 

replenishment
definition and functions, 267
lead times, 319–320
at West Marine, 268

Collaborative supply chain management 
systems

benefits, 264–265
and global sourcing, 351–152
for inventory control, 319–320
planning, forecasting, and 

replenishment, 267
quick response, 265
using electronic data interchange, 265–266
vendor-managed inventory, 266–267

Collectivist cultures, 96
College degree requirement, 27
Color, in store atmosphere, 491
Color presentation, 488
Commercial bribery, 362
Commission, 235
Commission percentage, 454–455
Commitments

credible, 360
by employees, 237–239
realistic, 519
to service quality, 512

Common area maintenance, 173
Communication

with customers
advertising, 415–417
direct marketing, 407–408
elements of strategy, 406
goal of, 406
media types, 406
online marketing, 408–411
personal selling, 415
public relations, 417–419
sales promotions, 411–415

internal, 516
open, 360
word of mouth, 91, 409

Communication budget
allocation, 425
marginal analysis for, 421–423
objective-and-task method, 423
rule of thumb methods

affordable budgeting method, 424
comparative parity method, 424–425
definition, 424
percentage-of-sales method, 424

Communication gap
definition, 509
overcoming, 518–519

Communication mix elements, 405–406
Communication program

budget allocation, 425
budget determination, 421–425
to create brand image, 399–402
establish objectives

breadth of merchandise, 421
communicate objectives, 420
long- vs. short-term goals, 421
product vs. location, 421

functions, 399
long- vs. short-term effects, 399
objectives, 420–421
plan, implement, and evaluate

advertising campaign, 425–426
sales promotions, 426–427

Community-building, 409
Community services, 9
Community strip shopping centers, 

173–174
fixed-rate leases, 214
Hutch Corporation stores, 554
main characteristics, 168

Comparable method for financial 
statements, 530

Comparable store growth, 161
Comparable worth, 455
Comparative parity method, 424–425
Comparison shopping, 183, 543–544, 

549–550
Compatibility, 107
Compensation

American vs. Asian view of, 243
composition of, 27
Enterprise Rent-A-Car, 570
laws relating to, 241–242
low-paying jobs myth, 27

Compensation-based incentives
bonuses, 235
commission, 235
health care benefits, 235
profit-sharing, 235
and reduced commitment, 235
stock purchase, 235

Compensation plans
comparable worth issue, 455
designing, 454
equal work issue, 455
legal issues, 241–242, 455
motivational, 452
objectives, 452
options at Diamond Furriers, 571
retail buyers, 12
retail managers, 12
setting commission percentage, 

454–455
starting salaries, 27
types, 452–454

drawing account, 453
incentive plans, 453, 454
performance-based, 454
quota-bonus plan, 454
with quotas, 453
straight commission, 453
straight salary, 453

Competencies, building, 240
Competition

among category specialists, 46
consideration in price setting, 

376–377
in diamond industry, 546
for drugstores, 45
and exclusive-use clause, 215
in location decision, 191
in national brands, 346
Netflix vs. Blockbuster, 543
in trade areas, 207

Competitive advantage; see also Sustainable 
competitive advantage

from customer service, 501
difficult in frequent-shopper 

programs, 289
globally sustainable, 128
and growth opportunities, 124
from information and supply 

systems, 249
objective of human resource 

management, 220
Pep Boys, 110–111

Competitive analysis, 211
Competitive forces

bargaining power of vendors, 133
barriers to entry, 133
competitive rivalry, 134
and Hot Topics, 137
scale economies, 133

Competitive price data, 377
Competitive rivalry, 134
Competitors

for Apple Inc., 575
and buybacks, 362
for convenience stores, 40
for conventional supermarkets, 36–37
duplicating frequent-shopper 

programs, 289
intertype competition, 15–16
intratype competition, 15
for Lindy’s Bridal Shop, 586
management view of, 16
for new business, 527–528
performance compared to, 163
proximity to, 16
for Royal Ahold, 549
for Save-A-Lot, 548

Complementary merchandise, 315–316
Complexity, 107
Composite segmentation, 102
Computerized scheduling systems, 223
Concept development, 525
Conflicting needs, 82
Congestion, 196
Consideration set, 88, 485
Consignment, 267
Consistent execution, multichannel 

retailing, 67
Consumer decision making, 421
Consumer direct fulfillment, 263
Consumer electronics stores, 45
Consumer needs, 30

gratified by fashion, 105
knowing, 509
retailer understanding of, 79
types of, 81–82

Consumer packaged goods 
manufacturers, 265

Consumer Reports, 544
Consumers; see also Buyers; Customer entries

channel migration, 74
conversion rate, 91
expectations in multichannel retailing, 

70–72
Hispanics, 38, 96
in India, 545
in inner city, 171–172
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Consumers—Cont.
low-income, 46
number of loyalty memberships, 280
paycheck cycle, 325
self-image, 95
shopping experience, 38
spread of fashion to, 107
time-pressured, 37
in United Kingdom, 22
videotaping, 486–487

Consumption of services, 50
Contests, for employees, 452
Continuous replenishment, 309

automated, 320
Controllable factors, 311
Control system

for managing inventory
fashion merchandise, 321–322
staple merchandise, 318–321

to reduce employee theft, 461–462
Convenience of catalog channel, 63
Convenience shopping situations, 183
Convenience stores, 35, 40, 200
Conventional supermarkets

competitors for, 36–37
convenience stores, 40
supercenters, 38–39
warehouse clubs, 39–40

fresh-merchandise categories, 37
Conversion rate, 85, 91
Cookies, 68, 281
Co-op advertising, 356, 417
Copycat brands, 344
Copyright, 362
Core values, at Body Shop, 14
Corporate performance measures, 161
Corporate retail chains, 52
Corporate social responsibility

at Body Shop, 14
in buying process, 365–366
stages of, 8–9

Corporate staff careers
advertising, 26
distribution, 26
finance and accounting, 26
human resource management, 27
loss prevention, 26
management information systems, 26
operations, 26
promotions, 26
real estate, 27
store design, 27

Cost(s)
associated with global sourcing, 351
of breadth and depth of offerings, 33–34
consideration in price setting, 373–376
fixed, 381–382
of frequent-shopper programs, 289
of opening or closing, 147
of processing returns, 294
of providing services, 34
of radio frequency identification tags, 270
of retail channels, 69
of retail operations, 120
retail price markup, 379–380
setting prices based on, 379
variable, 381–382

Cost control, 434
American Furniture Warehouse, 566
energy-efficient stores, 457
labor scheduling, 455–456
at Save-A-Lot, 547
in store design

flexibility, 470–471
labor costs, 470
lower energy costs, 471
shrinkage reduction, 470

store maintenance, 457–458
Cost cutting, 149
Cost of goods sold, 147, 151
Cost reductions

from centralization, 229
from radio frequency identification tags, 

269–270
Cotenancy clause, 214
Counterfeit bar codes, 458
Counterfeit merchandise, 362–363

eliminated by radio frequency 
identification tags, 270

Coupons, 412–413
CPFR; see Collaborative planning, 

forecasting, and replenishment
Crafts retailers, 45
Credence services, 378
Credible commitments, 360
Credit card information security, 66
Credit card interest, 146–147
Credit cards, 150–151

private-label, 280
third-party, 280

Credit crisis, 158
Cross-docking, 257
Cross-selling, 122–123
Cross-shopping, 82
CSI: Crime Scene Investigation, 233
Cultural awareness, 240
Cultural values, in foreign markets, 129
Culture(s)

global, 120
influence on buying decisions, 96
of U.S. abroad, 128

Cumulative attraction, 197, 198
Currency fluctuations, 351
Current assets, 149
Current ratio, 157
Customer alchemy, 293
Customer base

ActivEndeavor, 552
at Harrods, 577
Starbucks, 580

Customer buying behavior; see also Market 
segmentation

brand loyalty, 83
buying process

definition, 80
evaluation of alternatives, 86–90
example, 79–80
information search, 83–86
need recognition, 81–83
postpurchase evaluation, 91
purchase decision, 90–91, 543–544
stages, 81

car buying process, 84
cross-shopping, 82

effect of assortment size, 316
and fashion merchandise, 105–107
information from NPD Group, 78–79
insights from Internet channel, 68
retailer loyalty, 83
in retailer’s target market, 182–184

comparison shopping, 183
convenience shopping, 183
specialty shopping, 183–184

social influences
culture, 96
family, 94
reference groups, 94–95
store advocates, 95
subcultures, 96

types of buying decisions, 91–93
Customer-centric merchandise allocation, 324
Customer-centric retailers, 295
Customer complaints, 510–511

resolving, 521
Customer data

available information, 281
opt-in agreement, 282
opt out, 282
privacy concerns, 281
privacy protection

Electronic Privacy Information 
Center, 282

European Union directive, 281–282
Federal Trade Commission 

principles, 282
Customer database, 72, 254–255

add-on selling opportunities, 293
analysis phase

customer lifetime value scoring, 284–285
customer pyramid, 285–286
80-20 rule, 285
identifying best customers, 283–285
market basket analysis, 283
objectives, 282–283
retail analytics, 283
RFM analysis, 286–288
at Tesco, 284

collection phase
customer database for, 278
identifying information, 279–281
privacy concerns, 281
protecting customer privacy, 281–282

contents, 279
definition, 278
for direct marketing, 407
to identify best customers, 283–285
for personalized service, 502
RFM analysis, 562

Customer is always right, 507
Customer lifetime value

customer pyramid segments, 285–286
estimation, 284–285
high vs. low, 288
negative, 294
RFM estimation, 287

Customer loyalty, 18
activities, 115–116
from brand image, 116
to brands, 400
customer relationship management 

programs, 18–119
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from customer service, 117–118
definition, 115, 276
lacking for sales promotions, 415
in multichannel retailing, 67–68
from personal attention, 277
from positioning, 116
programs to encourage, 276–277
at REI, 292
and retail mix, 277
store design for, 468–469
with unique merchandise, 116–117

Customer panels and interviews, 510
Customer profile

Hutch Corporation, 556
for merchandise strategy, 551

Customer pyramid
based on profitability, 286
and customer alchemy, 293
80-20 rule, 285
problem for personalization, 290
segments, 285–286

Customer relationship management, 18, 
274–295

at American Girl, 293–294
analyzing customer data, 282–288
collecting customer data, 278–282
customer database, 279
at CVS Caremark, Inc., 287
definition, 275
to develop customer loyalty, 276–277
at Dunnhumby, 274–275
effective strategies, 295
European Union directive, 281–282
Federal Trade Commission 

principles, 282
at Harrah’s, 278
and information technology 

department, 295
at Neiman Marcus, 290
at Nordstrom, 574–575
overview of process, 277
positive feedback cycle, 291
privacy issues, 281–282
at REI, 292
retailer goals, 275–276
at Tesco, 284

Customer relationship management process 
cycle, 277

Customer relationship management 
programs, 118–119

customer retention
add-on selling, 293–294
frequent-shopper programs, 288–289
personalization, 290–291
retail brand community, 292–293
special customer services, 289

dealing with unprofitable customers, 
294–295

implementing, 295
objective, 288

Customer research
on individual transactions, 509–510
to reduce knowledge gap, 511
social media for, 510

Customer retention
frequent-shopper programs, 288–289
personalization, 290–291

retail brand community, 292–293
special customer services, 289

Customer reward programs, 561
Customers

benefits of price lining, 391
at B-G department stores, 563
brand awareness

aided recall, 402
brand associations, 402–403
from event sponsorship, 402
integrated marketing communications, 

403–405
symbols/visual images, 402
top-of-the mind awareness, 402

cause of service problems, 519
communicating with, 406–419
consultants for, 572
converting good, to best, 293–294
daily traffic at Harrods, 57
dealing with unprofitable

charging for abused services, 294
offering less costly services, 294
rejecting customers, 295
returned items, 294

determining quality of services, 378
evaluation of procedural fairness, 521
evaluation of service quality, 505–506
haggling over prices, 387
identifying most profitable, 283–285
income distribution, 145
informed on prices, 371
interacting with, 510
leisure-time shoppers, 81
listening to, 520
meaning of value, 371
mystery shoppers, 514
one-stop shopping, 15
perceived risks in buying decision, 91
of PetSmart, 584
preferred clients, 445–446
price comparisons, 346
price sensitivity, 373–376
as reference group, 95
retailer understanding of, 16
sexual harassment by, 242
shopping goals, 492
Tractor Supply Company, 538
trade areas, 168
tween shoppers, 95
using m-commerce, 71–72
waiting in line, 513

Customer satisfaction, 91
at Enterprise Rent-A-Car, 570
with individual transactions, 509–510
from multichannel retailing, 67–68
at Nordstrom, 575
quick problem resolution, 521
store vs. online shoppers, 509

Customer service, 498–521
approaches, 501–504
at category specialists, 46
challenge of consistent high quality

competitive advantage opportunity, 501
costs of personalized service, 501
intangibility problem, 500
returns policy, 501
store-to-store variance, 500

at Container Store, 122
customer evaluation

assurance, 505–506
empathy, 506
perceived service, 505–506
reliability, 505
responsiveness, 506
role of expectations, 506–508
tangibility, 506

for customer loyalty, 117–118
definition, 499
at drugstores, 45
effective recovery efforts

distributive fairness, 520
handling complaints, 519
identifying problems, 519–520
listening to customers, 520
procedural fairness, 521
quick problem resolution, 521

employee incentives tied to, 574
Enterprise Rent-A-Car, 570
gaps model for improving, 508–519

communication gap, 518–519
delivery gap, 514–518
knowledge gap, 509–511
standards gap, 511–514

at Hughe’s, 562
at IKEA, 504
kinds offered, 500
managing costs and benefits of 

returns, 502
multichannel, 508
Netflix, 543
at Nordstrom, 145, 574–575
from retailers, 33
and store goal conflicts, 516
strategic advantage through, 500–508
at Tires Plus, 489–499
at Tractor Supply Company, 538–539
unexpected positive experiences, 506–507
at Whole Foods Market, 21

Customer service expectations
effects of technology, 508
in Germany, 507
in Japan, 507–508
managing, 519
role of, 506–508
unexpected services, 506–507

Customer spotting, 201–202
Customer targeting

in direct marketing, 407
mobile phone users, 408

Customer value, Walmart, 541
Customization and pricing, 390
Cycle stock, 319

Dallas Market Center, 348
Data

on competitive prices, 377
excess from radio frequency identification 

tags, 270
Data mining programs, 462
Datang, China, sock city, 350
Data warehouse, 254–255
Deadlines in negotiations, 357
Debt-to-equity ratio, 157
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Decennial Census of the United States, 
202–203

Decentralization
versus centralization, 229–230
at Whole Foods, 236

Deceptive reference price, 395
Decision making

by autocratic leaders, 443–444
and centralization, 230
by democratic leaders, 444

Decline of fashion, 107
Decompression zone, 479
Delivery gap

definition, 509
overcoming, 514–518

Demand, backup stock and fluctuations 
in, 319

Demand merchandise, 482, 483
Democratic leaders, 445
Demographics

Census Bureau data, 203
of consumers in India, 545
data from geographic information 

systems, 203–206
and shopping malls, 177
workforce changes, 560

Demographic segmentation, 99
Demographic trends, 16, 134
Department of Justice, and predatory 

pricing, 393–394
Department of Labor, overtime pay 

rules, 242
Department of Motor Vehicles, 513
Departments, 303–304
Department stores

cash wraps, 459, 481
characteristics, 41
definition, 41
discount sales events, 42
eroding market share, 41
gross margin percentage, 148
largest chains, 41
multichannel retailing, 42
normal locations, 41
organization chart, 227
prices and service, 34
private-label brands, 42
special events by, 41
strengthening image of, 42
tiers of, 41

Depreciation, 157
Depth interview, 313
Depth of merchandise, 32
Designer-label merchandise, at off-price 

retailers, 46–47
Destination merchandise, 482
Destination stores

definition, 183
trade area, 201

Diamond industry, 546–547
Differentiation, by Netflix, 543
Digital screen networks, at Harrods, 

577–578
Digital signage, 477–479
Direct investment, 130
Direct mail, 407

by Sephora, 572

Direct marketing, 407–408
Direct-response advertising, 60
Direct selling

in China, 59
estimated sales, 58
multilevel system, 60
number of salespeople, 59
party plan system, 60
and pyramid schemes, 60
worldwide sales, 59

Direct store delivery vs. distribution centers, 
261–262

Dirty Metals report, 9
Disability, 440
Discount retailers/stores

characteristics, 41
checkout areas, 481
competition for supermarkets, 36–37
definition, 42
diverted merchandise, 363
prices at, 34
Walmart environmental program, 

540–542
Discounts, 161, 333
Discrimination, 439–440
Disintermediation, 69–70
Disparate impact, 439–440
Disparate treatment, 439–440
Dispatchers, 256
Display consideration, 482
Distribution

careers in, 26
cost reductions in, 269–270
efficiency in, 120
pull strategy, 325
push strategy, 325

Distribution centers, 70, 248
for catalog and Internet channels, 263
conveyor system, 258
cross-docking, 257
versus direct store delivery, 261–262
dispatchers, 256
floor-ready merchandise, 257–258
inbound transportation management, 256
inventory management, 261–262
new orders from, 253
outbound transportation management, 

258–259
pick ticket, 258
preparing shipments, 258
pull supply chain, 261
push supply chain, 261
receiving and checking, 256–257
storing, 257
ticketing and marking, 257–258

Distribution channels
black market, 363–364
China and India, 11–12
diverted merchandise, 363
Europe, 12
gray market, 363
social and political objectives, 12
for Starbucks, 578
United States, 11
worldwide differences, 11–12

Distributive fairness, 520
Distributive justice, 243

Diverse employee groups, 223
Diversification, types of, 124
Diversification growth opportunities, 124
Diversity

in Avon management, 559
promoting, 239–240
of U.S. population, 222
Walmart workforce, 542

Diversity management; see Managing 
diversity

Diversity training, 240
Diverted merchandise, 363
Diverter, 363
Divestitures, by Royal Ahold, 549
Divisional merchandise managers, 226, 301, 

303–304
Dot-com boom, 263
Downward performance spiral, 220
Drawing account, 453
Dressing rooms, 480–481
Drop-shipping, 263
Drugstores

characteristics, 41
competition for, 45
customer service, 45
definition, 44
largest chains, 44

Drug tests, 437
Duties, 351

Early adopters of fashion, 107
Earnings before interest and taxes, 

143, 147
E-book readers, 5
Echo boomers, 171
Eco-friendly packaging, 366
Economic conditions, 134

business cycles, 133
effect on American Furniture 

Warehouse, 565
effect on Sephora, 572
impact on Starbucks, 578
in location decision, 190–191

Economies of scale
in China, 350
from multiple stores, 193

Efficiency from centralization, 230
Efficient customer response, 265
80-20 rule, 285
Electronic data interchange, 255

to reorder merchandise, 320
in supply chain collaboration, 265–266
Tractor Supply Company, 539

Electronic ordering system, 559
Electronic Privacy Information Center, 282
Electronic retailing, 45, 58, 393; see also 

Internet channel; M-commerce
origin of, 63
perceived risks, 66

Electronics industry, 575–576
E-mail

for direct marketing, 407
surveys by, 313

Emotional support, 515
Empathy, 506
Employee benefits, 451
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Employee commitment, 220–221, 
237–239

by career-family balance, 239
from empowerment, 238
from flextime, 239
from job sharing, 239
by promotion from within, 239, 

571, 574
by reducing status differences, 238–239

Employee development programs, 584
Employee identification number, 531
Employee productivity, 220

and diversity, 240
Employees

actions against beliefs, 445
age of, 223
committed, 220–221
compensation plans, 452–455
at Container Store, 122
in coordinating roles, 231
diversity of, 223
downward performance spiral, 220
empowerment, 516
expense control, 222–223
fairness perceptions, 243
full-time, 456
Generation X, 447
Generation Y, 233, 447, 560
incentives tied to service, 574
job interviews, 438–439
labor scheduling, 455–456
legal issues in hiring, 439–440
managing, 434

leadership, 443–444
maintaining morale, 446
motivation, 444–445
setting goals or quotas, 445–446
sexual harassment, 446–448

motivating, 235–237
at Nordstrom, 574–575
older vs. younger, 223
orientation programs, 440–441
part-time, 456
at Peet’s Coffee and Tea, 234
performance evaluation, 448–450
performance improvement, 445
privacy protection, 242
recruiting and selecting, 435–436
recruiting talent, 231–232
reducing theft by, 461–462
retaining talent, 237–239
reward systems, 451–452
role in differentiating offerings, 220
screening applicants, 436–438
selective hiring, 232
of single-store retailer, 224–226
at Tractor Supply Company, 538–539
training, 232–233, 441–443, 539, 572, 

579, 584
at Walmart, 237
women, 223
work hours lost, 223

Employee safety and health, 242
Employee talent war, 231–239
Employee theft

aided by online auctions, 461
gift card problem, 461

reducing
control systems, 461–462
data mining programs, 462
radio frequency identification tags, 462
by screening prospective 

employees, 461
security policies, 461–462
television cameras, 462
transaction-monitoring software, 462

Employee turnover
definition, 221
high level of, 220
low at Container Store, 233
means of reducing, 237–239

career-family balance, 239
empowerment, 238
flextime, 239
job sharing, 239
promotion from within, 239
reducing status differences, 238–239

Employment
and population growth, 190–191
in retailing, 10

Employment branding, 231–232
Employment market, 231–232
Empowerment, 238, 516

at Tractor Supply Company, 539
Enclosed malls

Asian mega malls, 176
comparison shopping in, 183
evaluating locations in, 198
main characteristics, 168

End caps, 479
End-of-month stock, 335
Energy costs, controlling, 471
Energy-efficient lighting, 491
Energy-efficient stores, 457
Entertainment, in-store, 62–63, 492–493
Entertainment-category specialists, 45
Entrances, 479
Entrepreneurial opportunities, 13–14
Entrepreneur Magazine, 54
Entrepreneurship

Enterprise Rent-A-Car, 570
skills needed for, 524–525

Entry-level positions, 26–27
Environmental analysis, for new business

competitors, 527–528
growth opportunities, 527
industry size and trends, 526–527
knowledge of local area, 526–527
local research, 528
market segments, 527
market size, 527
target market, 527

Environmental forces
demographic trends, 134
economic conditions, 134
government regulation, 134
questions for retailers, 134
in situation audit, 134–135

Environmental issues, 365–366
above-ground risks, 184
Dirty Metals report, 9
global product sustainability rating 

index, 9
hazardous materials, 184

LEED-certified retailers, 9
in location, 184–185

Environmental Protection Agency, 184
Environmental sustainability program at 

Walmart, 541–542
Equal Employment Opportunity 

Commission
and discrimination, 439
enforcement of Equal Pay Act, 455
on sexual harassment, 448

Equal employment opportunity regulations
illegal discrimination, 241
protected class problem, 241

Equal Pay Act, 455
Equal work, 455
Ergonomic pen, 564–565
E-tailing, 58; see also Internet channel; 

M-commerce
Ethical considerations, 22–23
Ethical decisions, 23
Ethical issues; see also Legal issues
Ethics, 22
Ethnic merchandise, 38
E-training programs, 441–442
Europe

distribution system, 12
ethical consumers, 22
labor scheduling problems, 456
main street locations, 171
outlet centers, 179
population density, 171
protecting small retailers, 12

European Union
directive on consumer privacy, 

281–282
radio frequency identification tags 

in, 271
Event sponsorship, 419
Everyday low pricing, 372

customer benefits, 373
and inventory management, 373
at Tractor Supply Company, 538

Everyday-low-pricing strategy, 85
Excitement, in store atmosphere, 492–493
Exclusive brands, 344–345

at JCPenney, 566–567
price comparison difficulty, 347

Exclusive dealing agreements, 365
Exclusive-use clause, 215
Exclusivity in vendor arrangements, 

355–356
Expansion, in partnering relationship, 361
Expansion strategy, Starbucks, 579–580
Expense control, 222–223

with efficient supply chain, 251
Exploration stage in partnering relationship, 

360–361
Extended problem solving, 91–29
External information sources, 83
Extraordinary nonrecurring expenses, 147
Extreme-value food retailers, 35
Extreme-value retailers

characteristics, 41
checkout areas, 481
definition, 46
gross margin percentage, 148
Save-A-Lot, 547–548

Lev30026_sndx_651-676.indd Page 657  12/16/10  9:16 PM user-f494Lev30026_sndx_651-676.indd Page 657  12/16/10  9:16 PM user-f494 /202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles/202/MHBR176/Lev30026_disk1of1/0073530026/Lev30026_pagefiles



658 Subject Index

Extrinsic rewards, 451
EZ store system, 259

Factory outlets, 46
Fair Labor Standards Act, 455
Fairness

distributive, 520
perception of, 243
and price discrimination, 390
procedural, 521

Fair trade, 37, 90, 365
Fair Trade Certified, 541
Fair wage, 90
Family brand, 342
Family influence on buying decisions, 94
Fashion

adoption of, 106
compatibility, 107
complexity, 107
creation of, 106–107
customer needs satisfied by, 105
decline and obsolescence, 107
definition, 105
development and spread, 105–106
early adopters, 107
life cycle stages, 106–107
for men in India, 125
observability, 107
retail markets for, 114
saturation stage, 107
trialability, 107

Fashion and trend services, 313–314
Fashion designers, 106
Fashion leaders, 106
Fashion life cycle, 106
Fashion merchandise categories, 

309–310
clearance markdowns, 388
first-to-market, 356
Hutch Corporation, 554–558
inventory control system

and Gross margin return on inventory 
investment objectives, 321–322

merchandise budget plan, 321–322
performance evaluation, 322

at Mango, 310
markdowns, 382–383
market centers for, 348
merchandise budget plan, 332–337
sales forecasts, 309–310, 311–314
store allocation decisions, 325

Fast-fashion business, 252
Fast-fashion merchandise, 310
Fast-fashion retailers, 43

Diva, 559
Fast-moving consumer goods, 11
Feature areas

cash wraps, 481
definition, 479
dressing rooms, 480–481
end caps, 479
entrances, 479
freestanding displays, 479
interactive touch screens, 480–481
point-of-purchase counters, 481
promotional aisle/area, 479–480

wall displays, 480
window displays, 479

Feature fixture, 487, 488
Federal tax identification number, 531
Federal Trade Commission

on bait and switch, 394
Franchise Opportunity Rule, 534
principles for consumer privacy, 282

Feedback
from customers, 570
from store employees, 511

Festival centers; see Theme/Festival centers
Fill rate, 320
Finance

careers in, 26
in national retail chains, 227

Finance decisions, 224
Financial analysis

example, 141
measures of financial strength, 156–158
performance objectives, 159–163
return on assets, 142
strategic profit model

asset management path, 149–152
illustration of, 153–156
implications for performance, 153
profit margin management path, 144–149
terminology, 143–144

Financial crisis of 2007–08, 582
Financial objectives, 141, 142
Financial plan, 530
Financial projections, 530
Financial ratios

Gross margin return on inventory 
investment, 305–307

sales-to-stock ratio, 307
Financial resources, for foreign markets, 

129–130
Financial risks, 92
Financial statements

estimating, 530
kinds of, 530

Financial strategy
BrandSmart USA, 140–141

Financial Times, 540
Financing of new business, 529–530
Fingerprint identification, 280
First-degree price discrimination, 385–386
First-to-market, 356
Fit, in franchising, 535
Fixed assets, 149, 151
Fixed costs, 381–382

for new business, 530
Fixed-rate lease, 214
Fixtures, 471

capacity, 487, 488
four-way, 487, 488
gondolas, 487, 488
primary purpose, 487
rounder/bulk, 487, 488
straight rack, 487, 488

Flexibility in store design, 470–471
Flextime, 239
Floor-ready merchandise, 257–258, 554
Flow of staple merchandise, 318–319
Focus group, 313
Food and Drug Administration, 445

Food Marketing Institute, 54
Food retailers

changes over time, 35
characteristics, 35, 86
convenience stores, 40
fastest-growing sectors, 35
hypermarkets, 38–39
sales and growth rate, 34
supercenters, 38–39
supermarkets, 35–38
warehouse clubs, 39–40
world’s largest, 35

Forbes, 14
Foreign markets, entry strategies, 130
Fortune, 21, 122, 441, 540
Forward integration, 7
Four-way fixture, 487, 488
France

ban on TV ads lifted, 416
importance weights, 90

Franchise fees, 533
Franchise Handbook, 534
Franchise Opportunity Rule (FCC), 534
Franchising, 130

attractions of ownership, 533
basics of, 533
cannibalization problem, 194
contracts, 52–53
definition, 52
drawbacks, 533–534
evaluation process

choice, 535
fit, 535
information from franchisers, 534
initial investigation, 534
interviews, 534–535

facts about, 532–533
frozen yogurt retailers, 52
highest performing, 532
information sources, 535
notable failures, 532
operating guidelines, 533
types and companies, 53
up-front costs, 533

Franchisor, 533
Free Arts for Abused Children, 142
Free-form layout, 476
Freestanding displays, 479
Freestanding inserts, 416
Freestanding sites

advantages, 169
definition, 169
examples, 169
main characteristics, 168
outparcels, 169

Freight forwarders, 259
Frequent-shopper programs, 118, 280

for customer retention, 288–289
limitations, 289
offering choices, 288
reward all transactions, 289
transparency and simplicity, 289
using charitable contributions, 289
using tiers, 288

Fresh-merchandise categories, 37
Fresh supermarkets, 37
Frontal merchandising, 489
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Full-line discount stores, 42
Full-time employees, 456
Funding request, 529–530
Furniture retailers, 45

Gap model; see Service gap
Garment District, New York City, 348
Gasoline retailers, 40
Gender-based pricing, 389
General merchandise managers, 226, 301, 

303–304
General merchandise stores, 40–47

category killers, 46
category specialists, 45–46
characteristics, 41
department stores, 41–42
discount stores, 42
drugstores, 44–45
extreme-value retailers, 46
factory outlets, 47
off-price retailers, 46–47
outlet stores, 47
sales and growth rate, 34
specialty stores, 42

Generational cohorts, 447
Generation X, 560

as employees, 447
Generation Y, 78–79, 233

as employees, 447, 560
Generic brands, 345
Gentrification

in Cleveland, 170
definition, 169–170

Geodemographic segmentation, 99
Geographic information systems suppliers

key features, 203
and Metro Renters, 205–206
shopping center trade area map, 206
for site selection, 203–206
tapestry segments, 205–206
trade area map, 204

Geographic segmentation, 98–99
Germany

customer service expectations, 507
importance weights, 90
retailing regulations, 120

Gift cards
and employee theft, 461
tampering with, 458

Ginza, Tokyo, 170
Glass ceiling, 240–241
Global culture, 120
Global growth opportunities

attractive markets
Brazil, 128
China, 127–128
country support, 125–126
global rankings, 127
India, 126–127
potential market size, 125–126
Russia, 128

company support for, 126
entry strategies, 130
keys to success

adaptability, 129
financial resources, 129

global culture, 129
sustainable competitive advantage, 128

risks, 125
Global operations officer, 227
Global product sustainability rating index, 9
Global retailers

best performing, 11
of fast-moving consumer goods, 11
foreign vs. domestic sales, 11
world’s largest, 10

Global sourcing decisions
American Furniture Warehouse, 566
child labor laws, 352
costs associated with, 351
managerial issues, 351–352
violations of human rights, 352

Goals, sales, 445–446
Going green, 457, 471
Gold segment, 286
Gondolas, 487, 488
Government regulations, 134

in foreign markets, 129
GPS technology, 408
Graduated lease, 214
Gray-market goods, 363
Green advertising, 366
Green customers, 365–366
Greenhouse gases, 9
Green sheen, 366
Green stores, 457, 471
Greenwashing, 366
Grid layout, 473–475
Gross domestic product, 10
Gross leased area, 173
Gross margin, 147

increasing, 251
lower for national brands, 346
negotiations about, 354
for private-label brands, 347

Gross margin percentage, 148, 161
for Gifts to Go, 154

Gross margin per linear foot, 482
Gross margin per square foot, 482
Gross margin return on inventory 

investment, 308, 334
ABC analysis, 326–327
at B-G department stores, 563
buyer control over, 306
definition, 305
effect of assortment on, 315
example, 306–307
illustration of, 306
margin and turnover, 306
merchandise budget plan, 321–322
and space management, 482–483
versus stock-to-sales ratio, 305–306

Gross profit, 147
Group maintenance behaviors, 443
Growth rates, 34
Growth strategies

brand name extension, 405
and competitive advantage, 124
cross-selling, 122–123
diversification, 124
Enterprise Rent-A-Car, 571
market expansion, 123
market penetration, 122–123

in merchandising, 551
retail format development, 123
Royal Ahold, 548
Starbucks, 580

Habitat for Humanity, 143
Habitual decision making, 92–93
Hackers, 281
Haggling, 387–388
Haiti earthquake, Walmart’s response, 

417–418
Hand-held scanners, 518
Hazardous materials, 184
Health care benefits, 235
Health/organic merchandise, 37
Hedonic benefit, 469, 475
Hedonic needs, 82
Hedonic shopping goal, 492
High-assay principle, 425
High-efficiency store, 185
High/low pricing, 372
High-quality customer service, 500–501
High Streets, United Kingdom, 171
High-tech retail theft, 458–459
Hiring policy

Enterprise Rent-A-Car, 570
legal issues, 439–440
at Nordstrom, 574

Hispanics, 38, 96
buying power, 177
in Southern California, 192

Historical sales data, 311, 332
Holding inventory, 8
Home improvement centers, 41, 45, 89
Horizontal price fixing, 394
Hours of work

lost per week, 223
in retailing, 27

House brands, 343
Huff gravity model, 207–208
Human resource management, 218–243

building employee commitment, 237–239
company issues

balancing human resources triad, 222
country legal/political systems, 223
diverse employee groups, 223
expense control, 222–223
foreign staffing, 224
international issues, 223–224
part-time employees, 223

downward performance spiral, 220
efficiency in, 120
importance to retailing, 219
legal issues

compensation, 241–242
developing policies, 242–243
distributive justice, 243
employee privacy, 242
employee safety and health, 242
equal employment opportunity, 241
illegal discrimination, 241
labor relations, 242
procedural justice, 243
sexual harassment, 242

managing diversity, 239–240
at Men’s Wearhouse, 221
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Human resource management—Cont.
motivating employees, 234–237
objectives

committed employees, 220–221
competitive advantage, 220
employee productivity, 220
and employee turnover, 221

and organization structure, 224–228
recruiting employees, 231–232
responsibilities, 27
retail design issues, 228–231
selective hiring, 232
at Starbucks, 579
strategies, 180
at Toys “R” Us, 218–219
training programs, 232–233

Human resource policies, 222
Human resource professionals, 222
Human resources triad, 222
Human rights violations, 352
Hurricane Katrina, Starbucks’ response, 580
Hypermarkets

compared to supercenters, 39
definition, 38, 545
in India, 544–545
location challenges, 39
origin in France, 38–39

Idea-oriented presentation, 488
Identifiable segments, 98

geographic, 99
Illegal discrimination, 241
Immediate gratification, 62
Immigrants, recruiting, 436
Implementation plan, for new business

elements of, 529
financial plan, 520
funding request, 529–530
goal, 528–529
growth potential, 527
team, 529

Importance weights
changing, 90
in Europe, 90
rating scale, 87

Impulse buying, 92
Impulse products, 483
Inbound transportation management, 256
Incentive compensation plans

characteristics, 453
and customer service, 454
disadvantages, 453
fixed salary plus commission, 453
performance measures, 454

Incentives
based on performance, 454
based on service quality, 512
compensation-based, 235
to reduce delivery gap, 517

Income distribution, 145
in foreign markets, 126

Income statement
for Gifts to Go, 154
items on, 144–146
Walmart vs. Tiffany, 552

Inconsistency of services, 51

Independent retailers, 51
India

discrete market, 126
distribution system, 11
hypermarkets, 544–545
infrastructure, 545
international retailers in, 544–545
kirana shops, 126, 545
men’s fashion market, 125
paan/beedi shops, 126
protecting small retailers, 12
regulations in, 126–127
retail opportunities, 126–127
store layout, 473

Individualistic cultures, 96
Individualized variable pricing, 385–386
Industry size and trends, 526–527
Infomercials, 60
Information

available about customers, 281
customer data, 279–280
external sources, 83
on industry size and trends, 526
internal sources, 83
on Internet channel, 63–64
to reduce delivery gap, 514–515
from reference groups, 95

Information flows, 251–255
advance shipping notice, 253
data warehouses, 254–255
electronic data interchange, 255
illustration, 253
sales transaction data, 253–254
security policy, 255
Universal Product Codes, 253

Information search
amount of information, 83–85
car buying process, 84
and conversion rate, 85
definition, 83
on Internet, 85–86
number of competing brands and 

retailers, 85
reduced by technology, 83
reducing, 85
sources of information, 83
time pressure, 85

Information sharing, 266
Information systems, 18, 71

at CVS, 246–247
efficiency of, 120
and higher return on assets, 251
information flows, 251–255
radio frequency identification tags, 

267–271
role of distribution centers, 256–259
at Target, 247–248
in vendor-managed inventory, 266–267
at Zara, 252

Infrastructure in India, 545
In-house credit cards, 150–151
Initial markup, 379–380

and markdowns, 383
Initial public offering, 530
Inner city

attempts to revive, 172
definition, 171

merchandise quality, 172
Trader Joe’s, 192
underserved market, 191
Whole Foods Market, 192

Innovation
at Starbucks, 580
at Yankee Candle Company, 581–582

Innovators, 106
Input measures, 160, 161
Instrumental support, 515
Intangibility of services, 50, 500
Intangible assets, 151
Integrated marketing communications

to build brand image, 403–405
elements of strategy, 406

Integrated shopping experience, 70–71
Integration of security system, 255
Intellectual property, 362, 525
Intelligence tests, 437
Interactive advertising models, 569
Interactive touch screens, 480–481
Internal communication, 516
Internal information sources, 83
Internal operations, efficiency of, 120
International expansion

at Diva, 559
Yankee Candle Company, 582

International human resource management 
issues

country legal/political systems, 223
foreign staffing, 224

International markets, 126–128
International retail chains, 248
Internet

cookies, 281
electronic data interchange over, 255
home shopping networks, 60
for making pricing decisions, 393
and Netflix, 543
for 1-to-1 retailing, 291
and personalized service, 502–503
policing counterfeiting, 363
purchasing data, 280
widespread access to, 57

Internet auction
pricing through, 385–386
to sell markdown merchandise, 385

Internet channel
benefits

broader and deeper assortment, 63
personalization, 64–66
timely information, 63–64

cookies, 68
for customer satisfaction and loyalty, 67–68
for information search, 85–86
insights into consumer behavior, 68
origin of, 63
outsourcing, 71
perceived risks

privacy violations, 66
security of credit information, 66

predicted sales growth, 58
and price competition, 85–86
for price information, 86
for small retailers, 57
supply chain for, 263
used by stores and catalogs, 66
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Internet-enabled kiosks, 67
Internet sales, haggling for bargains, 387
Intertype competition, 15
Interviews

behavioral, 438
in franchising, 534–535
management training position, 586–589
managing, 438–439
preparation for, 438
questions asked during, 439

Intratype competition, 15
Inventory

backup, 251
base stock, 319
beginning-of-month stock, 333–335
bullwhip effect, 264–265
as critical asset, 151
cycle stock, 319
end-of-month stock, 335
holding by retailers, 8
measuring, 307
new orders, 253
perpetual, 320
savings with radio frequency identification 

tags, 270
selling excess, 364
shrinkage, 333
vendor-managed, 266–267, 358

Inventory cost
keeping track of, 337
retail inventory method, 337–339

Inventory investment
merchandise budget plan, 321–322
and product availability, 317

Inventory management, 5, 18
continuous replenishment, 309
control system

for fashion merchandise, 321–322
for staple merchandise, 318–321

for fashion merchandise, 309–310
improved by pricing strategy, 373
lead time, 319
at Netflix, 542–543
open-to-buy system, 322–323
product availability levels, 316–318
retail inventory method, 337–339
for seasonal merchandise, 310–311
for staple merchandise, 308–309

Inventory management report
function, 320–321
order point, 321
order quantity, 321
product availability decision, 321
and sales forecasts, 321

Inventory shrinkage, 162; see Shrinkage
Inventory turnover, 151, 161, 482

Family Dollar vs. Nordstrom, 152
and Gross margin return on inventory 

investment, 305–307
managing, 307–308

frequent smaller purchases, 308
reducing number of stock-keeping 

units, 308
and margin, 306
sales-to-stock ratio, 305–306

Inventory-vendor information gathering, 261
Investors, in new business, 529–530

Iron segment, 286
Irregulars, 46
Item and size presentation, 488

Japan
customer service expectations, 507–508
outlet centers, 179

Jewish Community Center of Cleveland, 180
Job analysis, 435
Job applicants

application forms, 437
interviews, 438–439
legal issues in hiring, 439–440
management training position, 586–589
realistic job preview, 438
references, 437
résumés, 437
screening, 436–438
testing, 437–438

Job application forms, 437
Job description, 436
Job enrichment, 452
Job sharing, 239
Joint venture, 130

Walmart and Bharti Enterprises, 249
Just-in-time systems, 384

Keystoning, 379
Keyword advertising, 569
Kickbacks, 362
Kimberley Process, 546–547
Kiosks

for customer service, 517–518
Internet-enabled, 67
in malls, 181–182
for product information, 67
Virtual Mirror, 503

Knockoffs, 106
Knowledge as power, in negotiations, 

353–354
Knowledge gap

definition, 508
overcoming, 509–511

Koran, 445

Labor costs
controlling, 470
reduced with radio frequency 

identification tags, 269–270
Labor productivity, 434
Labor relations laws, 242
Labor scheduling, 455–456
Labor standards, 352
Labor unions, Europe, 12
Leader pricing, 390–391
Leadership

autocratic, 443–444
definition, 443
democratic, 444
group maintenance behaviors, 443
task performance behaviors, 443
transformational, 444

Leadership in Energy and Environmental 
Design certification, 9

Leadership styles, 443–444
Lead segment, 286
Lead time

definition, 319
fluctuations, 320
reduction, 252

Leases
fixed-rate lease, 214
graduated lease, 214
maintenance-increase- recoupment 

lease, 214
and outparcels, 215
percentage leases, 213–214
restrictions in, 197
terms of

cotenancy clause, 214
exclusive-use clause, 215
prohibited-use clause, 214–215

LEED-certified stores, 9, 457
Legal issues, 22–23

in buying process
black market, 363–364
chargebacks, 362
commercial bribery, 362
counterfeit merchandise, 362–363
diverted merchandise, 363
exclusive dealing agreements, 365
gray-market goods, 363
refusal to deal, 365
terms and conditions of sale, 361–362
tying contracts, 365

in compensation
Equal Pay Act, 455
Fair Labor Standards Act, 455

in hiring
Age Discrimination in Employment 

Act, 440
Americans with Disabilities Act, 440
discrimination, 439–440
disparate impact, 439–440
disparate treatment, 439–440
Equal Employment Opportunity 

Commission, 439
Title VII, 439

in human resource management
compensation, 241–242
employee privacy, 242
employee safety and health, 242
equal employment opportunity, 241
fairness perceptions, 243
human resources department policies, 

242–243
labor relations, 242
proliferation of laws, 241
sexual harassment, 242

in location planning
building codes, 185
environmental issues, 184–185
licensing requirements, 185
restrictions on signs, 185
sustainability, 184–185
zoning laws, 185

in pricing
bait-and-switch tactics, 394
deceptive reference price, 395
horizontal price fixing, 394
predatory pricing, 393–394
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Legal issues—Cont.
resale price maintenance, 394
scanned vs. posted price, 394
third-degree price discrimination, 

389–390
in store design, 471–472
on workplace diversity, 239–240

Legal structure, of new business, 531
Legal systems, 223–224
Leisure-time shoppers, 81
Level of support

factors determining levels, 318
and model stock plan, 317

Liabilities, 151
Licensing

requirements, 185
by Starbucks, 578

Lifestyle, 99
and brand associations, 403
and Ron Jon Surf Shop, 4–5
and target market, 192

Lifestyle analysis, 205–206
Lifestyle centers

advantages, 177–178
definition, 177
main characteristics, 168

Lifestyle clusters, 557
Lifestyle segmentation, 99–101

definition, 100
limitations, 101
VALS survey, 100–101

Lifestyle trends, 16, 134
Lifetime value of a customer, 574–575
Lift-outs, 362
Lighting

Apple Stores, 576
energy-efficient, 491
highlighting the merchandise, 490–491
mood creation, 491
popping the merchandise, 490–491
for visibility, 493

Like-product comparisons, 485
Limited-assortment supermarkets, 35–36
Limited problem solving, 92
Lipstick Index, 311
Litigation, on overtime pay, 241–242
Live chats, 65
Location(s)

availability, 133
for competitive advantage, 121
of competitors, 16
costs in New York City, 170
decisions on, 17
demand for retail space, 166–167
grouped approach, 197
legal considerations, 184–185
reasons for importance of, 167
and retail strategy

Bealls Outlets, 182
consumer behavior, 182–184
target market density, 184
uniqueness of offering, 184

within shopping centers, 197–199
in shopping malls, 198–199
summary of characteristics, 168
temporary, 181
trade areas, 1168

types of
at airports, 182
merchandise kiosks, 181–182
pop-up-stores, 181
shopping centers, 173–180
store within a store, 181

unplanned, 169–172
and zoning laws, 12

Location characteristics
accessibility, 194–195
adjacent tenants, 197
artificial barriers, 195
cumulative attraction, 197
natural barriers, 195
parking, 196
store visibility, 196
traffic flow, 194–195

Location decisions
Apple Stores, 576
B-G department stores, 563
Build-A-Bear Workshop, 540
at Diva, 559–560
Enterprise Rent-A-Car, 570
estimating potential sales, 207–208
evaluating sites

accessibility, 194–195
location characteristics, 196–197
restrictions and costs, 197
within shopping centers, 197–199
site characteristics, 194
traffic flow, 194–195

evaluating specific areas
competition, 191
economic conditions, 190–191
long-term profit potential, 190
metropolitan statistical areas, 190
micropolitan statistical areas, 190
operating costs, 193
strategic fit, 191–192

Hess Corporation, 188–189
Hutch Corporation, 555–558
illustration of, 210–213

competitive analysis, 211
define trade area, 211
match present with potential site, 

212–213
trade area characteristics, 212

negotiating leases, 213–215
number of stores in an area

cannibalization problem, 193–194
economies of scale from multiple 

stores, 193
options, 553–554
restrictions on, 167
risks in, 167, 189
Sephora, 572
Starbucks, 579–580
strategic importance, 167
trade area characteristics, 199–207

Locavore, 365
Logistics, 255–256

in distribution centers
conveyor system, 258
dispatchers, 256
getting merchandise floor-ready, 

257–258
inbound transportation, 256

outbound transportation, 258–259
pick tickets, 258
receiving and checking, 256–257
shipment preparation, 258
storing and cross-docking, 257

distribution center vs. direct store delivery, 
261–262

drop-shipping, 263
EZ store system, 259
at Netflix, 260
outsourcing

advantages and disadvantages, 259–260
freight forwarders, 259
public warehouses, 259

reverse, 262–263
Loop layout, 475
Loss leaders, 390
Loss prevention careers, 26
Low income consumers, 46
Low-price guarantee policy, 372
Loyalty cards, 289
Loyalty programs, 118, 280, 561; see also 

Frequent-shopper programs
Luxury-brand vendors, 364
Luxury retailing, 31, 552

at Sephora, 572
at Tiffany, 552

Macroenvironment, 15
Magazine advertising, 416
Main street, 171
Maintained markup, 379–380
Maintenance-increase- recoupment 

lease, 214
Malcolm Baldrige Quality Award, 512
Management

at Avon, 559
ethical issues faced by, 22
starting salaries, 12
view of competitors, 16

Management decision process; see Retail 
management decision process

Management information and control system
careers in, 26
at Tractor Supply Company, 539

Management opportunities, 12
Management training position, 27, 586–589
Managing diversity

career development, 240–241
definition, 239
versus glass ceiling, 240–241
legal restrictions, 239–240
mentoring programs, 240
principle behind, 240
promotions, 240–241
support groups, 240
training, 240

Manufacturers
advantages of retailers over, 69
breaking bulk, 8
of consumer packaged goods, 265
coupon use, 388
disintermediation by, 69–70
factory outlets, 47
specialty stores of, 44
supply chain, 7
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Manufacturer’s brand, 342
Manufacturer’s suggested retail price

definition, 394
versus discounts, 390
vendor enforcement of, 394

Margin, and turnover, 306
Marginal analysis

for budget allocation, 425
definition, 421
for determining communication budget, 

421–423
for space management, 481

Margin guarantees, 354–355
Markdown money, 326, 354
Markdowns, 161, 333

clearance, 382, 388
cooperation with vendors, 384
as cost of doing business, 382
create feeling of scarcity, 384
and initial markup, 383
just-in-time systems to reduce, 384
liquidating merchandise

carry over to next season, 385
consolidate unsold merchandise, 385
donate to charity, 385
Internet auction, 385
sell to another retailer, 384

and optimization software, 383
optimizing decisions, 383–384
promotional, 382, 387–388
reasons for, 382–385
reducing amount of, 384
rules for taking, 383

Market basket analysis, 283
Market expansion growth 

opportunity, 123
Market forces, 133
Marketing activities, in multichannel 

retailing, 70–71
Marketing decisions, 224
Marketing department, 227
Marketing strategy; see also Retail strategy

at Hughe’s, 562
Hutch Corporation, 554–555
at Zara, 252

Market penetration growth opportunity, 
122–123

Market presence expansion, 68
Market research, for fashion merchandise, 

212–213
buyer role, 313
depth interviews, 313
e-mail surveys, 313
focus groups, 313
merchandise experiment, 313
social media sites, 313

Market segmentation
approaches

benefit segmentation, 102
buying-situation, 101–102
composite approaches, 102
demographic, 99
geodemographic, 99
geographic, 98–99
lifestyle, 99–101
Tapestry scheme, 99, 100

cost effectiveness in, 96–97

criteria for evaluating segments, 97–98
actionable, 98
identifiable, 98
reachable, 98
substantial, 98

and diversification, 124
methods, 97
and target market, 113

Market segments, 79
for radio advertising, 417
sporting goods industry, 527, 528
targeted by Enterprise Rent-A-Car, 570
variable pricing by, 388–390

Market share of department stores, 41–42
Market size, 527

and situation audit, 132–133
Market strategy, 17
Market weeks, 348
Markup

definition, 379
initial, 379–380
maintained, 379–380
policy at Courtney’s, 568

Markup opportunities, 355, 356
Markup percentage, initial vs. 

maintained, 380
Mass advertising, 416
Mass-market theory of fashion, 106
Mass-media advertising, 276
M-commerce, 71–72, 407–408
Median household income, 205
Mega malls, in Asia, 176
Men

fashion market in India, 125
and gender-based pricing, 389

Mentoring programs, 240
Merchandise; see also Products

in black market, 363–364
brand alternatives, 342–347
bullwhip effect, 264–265
in catalog channel, 58–59
classification of, 304
classification scheme, 30–32
complementary, 315–316
on consignment, 267
counterfeit, 270, 362–363
in direct selling, 59
diverted, 363
ethnic, 38
exclusive to JCPenney, 566–567
fair trade, 90
fashionable, 105–107
floor-ready, 257–258
fresh, 37
gray-market goods, 363
health and organic, 37
highlighting, 490–491
Hollister stores, 550
markdown, 385–385
prioritizing, 493–494
private-label, 38
in pull supply chain, 261
in push supply chain, 261
quality in inner city, 172
returns policy, 501, 502
seasonal, 310–311
traffic appliances, 387–388

unique, 116–117, 118
unsold, 385

Merchandise allocation
amounts allocated, 323
customer-centric, 324
and paycheck cycle, 325
timing of, 325
types allocated, 323–324

Merchandise budget plan, 563–564
beginning-of-month stock, 335
beginning-of-month stock stock-to-sales 

ratio, 333–334
definition and purpose, 321–322
evaluation of, 322
example, 322
monthly additions to stock, 335
monthly reductions, 333
monthly sales, 332
and open-to-buy system, 335–337
shrinkage, 333

Merchandise categories; see also Fashion 
merchandise categories; Staple 
merchandise categories

and brand associations, 403
brands as, 304
category captain, 305
category management, 304–305
definition, 304
location of, 482–484
number of stock-keeping units 

offered, 315
space allocation to, 481–482
variety and assortment, 314–316

Merchandise experiment, 313
Merchandise flow

illustration, 251, 256
logistics, 255–256

Merchandise group, 303
Merchandise inventory, 151
Merchandise kiosks, 181–182
Merchandise location, 484–487
Merchandise management, 224

allocation to stores
amounts allocated, 323
timing, 325
types allocated, 323–324

assortment plan, 314–316
buying organization, 303–304
career opportunities, 26
classification of items, 304
continuous replenishment, 309
coordinated with store management

assigning employees, 231
store environment, 230
store visits, 231

corporate social responsibility, 365–366
definition, 302
departments, 303–304
evaluating performance

Gross margin return on inventory 
investment, 305–307

stock-to-sales ratio, 307
inventory and availability levels, 316–318
inventory control system

for fashion merchandise, 321–322
open-to-buy system, 322–323
for staple merchandise, 318–321
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Merchandise management—Cont.
JCPenney, 300–301
legal and ethical issues, 361–365
at Macy’s, Inc., 229
managing inventory turnover, 307–308
merchandise budget report, 332–335
merchandise categories, 304–305
model stock plan, 316–317
open-to-buy system, 335–337
organizational chart, 303
overview, 302–311
performance analysis, 325–329

ABC analysis, 326–327
multiattribute analysis, 327–329
sell-through analysis, 326

planning process
continuous replenishment, 309
fashion categories, 309–310
seasonal merchandise, 309–310, 

310–311
staple merchandise, 308–309

private-label vs. national brands, 341
product availability, 317–318
responsibility for, 301–302
retail chain officers, 226
sales forecasts, 311–314
stock-keeping units, 304
and supply chain management, 248
tasks involved in, 225
Whole Foods Market, 20–21

Merchandise management measures, 
161–162

Merchandise managers
kinds of, 301
use of weather data, 313

Merchandise policies to reduce 
shoplifting, 459

Merchandise retailers
category specialists, 45–46
compared to service retailers, 50–51
convenience stores, 40
department stores, 41–42
discount stores, 42
drugstores, 44–45
extreme-value retailers, 46
off-price retailers, 46–47
specialty stores, 42–43
supercenters, 38–39
supermarkets, 35–38
warehouse clubs, 39–40

Merchandise returns, 263
Merchandise-service retailer continuum, 49
Merchandise strategy

customer profile, 521
growth strategy, 551
instructions to team, 551
mission statement, 550–551
pricing strategy, 551
product guidelines, 521

Merchandising
at distribution centers, 261
Nordstrom, 575
Tractor Supply Company, 538

Merchandising optimization software, 381
Merchandising planners, 226
Mergers and acquisitions, 246; see also 

Acquisitions

Metropolitan statistical areas
comparative operating costs, 192
definition, 190
number of stores, 193–194
population growth, 191

Metro Renters, 205–206
Microenvironment, 15
Micropolitan statistical areas, 190
Mining for diamonds, 546
Minorities

and glass ceiling, 240–241
recruiting, 436
in retailing, 223

Mission statement, 131–132
for merchandise strategy, 550–551
Tractor Supply Company, 539

Mixed-use developments, 178
Mobile commerce, 407–408
Mobile marketing, 407–408
Model stock plan, 316–317
Money-back guarantees, 85
Mood creation, 491
Morale, 446
Motivation

of employees, 444–446
compensation-based incentives, 235
compensation plans, 452–455
generational cohorts, 447
goals or quotas, 445–446
morale, 446
organization culture, 235–237
policies and supervision, 234–235
reward systems, 451–452

for Generation Y, 560
of managers at Enterprise Rent-A-Car, 

570–571
Movie industry, product placement, 419
Movie rental business, 542–543
MSA; see Metropolitan statistical areas
Multiattribute analysis, 327–329
Multiattribute model

adding new benefit, 90
and benefit segmentation, 102
changing importance weights, 90
changing performance beliefs, 89–90
consideration set, 88
definition, 86
evaluating retailers, 87–88
implications for retailers, 88
importance weights, 87
performance beliefs, 86–87

Multichannel retailers, 56–75
benefits, 66–69

increasing customer loyalty, 67–68
overcoming limits of existing format, 67

brand image, 72
Build-A-Bear Workshop, 73
building strategic advantage, 68–69
challenges

organizing, 72–74
providing integrated shopping 

experience, 70–71
supporting m-commerce, 71–72

channel benefits
catalog channel, 63
Internet channel, 63–76
store channel, 61–63

critical decisions facing, 72
customer databases, 72
customer spotting for, 202
definition, 58
by department stores, 42
disintermediation, 69–70
expanding market presence, 68
future of, 74–75
information systems, 71
insights into consumer behavior, 68
lowest-cost channel, 69
merchandise assortment, 72–73
operational differences, 71
outsourcing electronic channel, 71
pricing by, 73
reduction of channel migration, 74
retail channels

automated vending, 60–61
catalogs, 58–59
direct selling, 59–60
Internet, 58
television home shopping, 60

at Sephora, 572
and store space limitations, 316
Universal Orlando resorts, 56–57
by Yankee Candle Company, 581–582

Multichannel services, 508
Multilevel system, 60
Multiple regression, 209
Multiple stores, 193
Multiple-unit pricing, 388
Music, in store atmosphere, 491
Musical instrument retailers, 45
Music downloads, 363
Muslim employees, 445
Mutual trust, 359–360
Mystery shoppers, 514

National Association of Chain Drug 
Stores, 54

National Association of Convenience and 
Petroleum Stores, 54

National-brand buying process, 348–349
National brands

and customer loyalty, 344
definition, 342
examples, 342
limited retailer flexibility, 346
lower gross margin, 346
versus private-label brands, 345–347
and store loyalty, 346
and vendors, 343

National-brand vendors, 348
National Franchise and Business 

Opportunities Show, 534
National retail chains

employees in coordinating activities, 231
organization structure

assistant store managers, 227
chief executive officers, 226
chief financial officer, 228
chief marketing officer, 228
chief operating officer, 227
divisional merchandise managers, 226
general merchandise managers, 226
global operations president, 228
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merchandising planners, 226
organization chart, 226, 227
president of direct channels, 228
private-label president, 228
regional planners, 227
senior vice president of 

merchandising, 226
store managers, 227
stores vice president, 227

National Retail Federation, 54
Retail Careers Center, 24

Native Americans, buying power, 177
Natural barriers, 195
Necessities, price-inelastic, 375
Need recognition

conflicting needs, 82
stimulating, 83
types of needs, 81–82

Needs
conflicting, 82
hedonic, 91–92
utilitarian, 81–82

Neighborhood shopping centers, 173–174
fixed-rate leases, 214
main characteristics, 168

Net operating profit, 148
Net profit margin, 147, 251

for Gifts to Go, 155
Net sales

definition, 146
revenue not part of, 146–147

Nevada Equal Rights Commission, 389
New Bond Street, London, 170
New Jersey, Law against Discrimination, 389
Newport Jazz Festival, 181
New products

break-even analysis, 381–382
fashion merchandise, 309
limited introduction of, 308–309
presented to Walmart buyers, 564–565

Newspaper advertising, 416
New York City, location costs, 170
New York Times, 552, 569
No Dirty Gold campaign, 9
No-haggling policies, 387
Nonstore retailers

catalogs, 58–59
sales and growth rate, 34
vending machines, 60–61

No-returns policy, American Furniture 
Warehouse, 566

North American Industry Classification 
System

definition, 40–41
retailer codes, 32

Objective-and-task method, 423
Objectives; see also Performance objectives

of communication program, 420–421
financial, 142
of human resource management, 220–221
personal, 143
societal, 142–143
in strategic planning, 136

Observability, 107
Obsolescence of fashion, 107

Occupational Safety and Health 
Administration, 242

Odd pricing, 391–392
Office supply stores, 45
Off-price retailers

largest chains, 46
merchandise, 46–47
outlet stores, 47
T. J. Maxx, 364

Ohio State University, 229
Older workers, recruiting, 436
Omnicenters, 179–180
One-stop shopping, 15
1-to-1, 291
Online applicant checks, 437
Online marketplaces, aid to employee 

theft, 461
Online pop-up stores, 414
Online retailing, 30, 58

abandoned cart problem, 494–495
Abercrombie & Fitch, 549
American Eagle, 550
blended with store, 493
blogs, 409
Build-A-Bear Workshop, 540
by David Jones stores, 569–570
by Dell Inc., 575
by department stores, 42
internal links, 493
layout, 494
prioritizing merchandise, 493–494
by Sephora, 572
simplicity, 493
social media, 409–411
Web sites, 408–409
Yankee Candle Company, 581–582

On-the-job training, 442
Open-sell approach, at Sephora, 572
Open-to-buy dollars, 562
Open-to-buy system, 322–323

merchandise budget plan, 335–337
Operating efficiency, 456
Operating expenses, 120, 148

assigning, 159–160
definition, 147
for Gifts to Go, 154
in location decision, 193
reduced by pricing strategy, 373

Operating profit margin, 143, 147
for selected retailers, 152

Operating profit margin percentage, 144
Operational differences, 71
Operations, careers in, 26
Opportunity, validity of, 525
Opt in, 282
Opt out, 282
Order point, 321
Order quantity, 321
Organic and natural foods retailers, 20–22
Organization chart

buying organization, 303
department stores, 227
single-store retailer, 226

Organization culture
definition, 235
as employee motivator, 235–237
versus rewards, 236

at Starbucks, 579
stories and symbols, 236–237
using teams, 236

Organization design, 17–18
Organization structure

definition, 224
design issues

centralization vs. decentralization, 
229–230

coordinating store and merchandise 
management, 230–231

employee coordinating roles, 231
store environment, 230
store visits, 231

national retail chains, 226–228
single-store retailer, 224–226
task determination, 224, 225

Organized theft, 458–459
Orientation programs, 440–441
Outbound transportation

at Dollar General, 259
management, 258–259

Outlet centers
changing tenant mix, 179
definition, 178
entertainment at, 178
in Europe, 179
examples, 178
main characteristics, 168
and tourism, 179

Outlet stores, 46
Outparcels, 169, 215
Output measures, 160, 161
Outsourcing

Internet channel, 71
of logistics

advantages and disadvantages, 259–260
freight forwarders, 259
public warehouses, 259

Overtime pay, 241–242
Own brands, 117, 343
Owners’ equity, 157

Packaging, eco-friendly, 366
Paid search, 569
Paper-and-pencil honesty tests, 437–438
Parallel imports, 363
Parasite stores, 201
Parking facilities, 196
Partnering relationships, 238–239, 358; see 

also Strategic relationships
Yankee Candle Company, 582

Part-time employees, 223, 456
Party plan system, 60
Passive radio frequency identification 

tags, 269
Paycheck cycle, 325
Pay-per-click advertising, 569
Peak selling seasons, 129
Percentage leases, 213–214
Percentage lease with specified 

maximum, 214
Percentage lease with specified 

minimum, 214
Percentage-of-sales method, 424
Perceptual maps, 116–117
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Performance
compared to competitors, 163
over time, 162–163

Performance-based incentives, 454
Performance beliefs, 86–87

changing, 89–90
Performance evaluation, 137

of employees
format for, 449–450
frequency of, 449
managerial errors, 450
responsibility for, 448

inventory control system, 322
merchandise management, 325–329

ABC analysis, 326–327
multiattribute analysis, 327–329
sell-through analysis, 326

Performance measures
Family Dollar and Nordstrom, 162
merchandise management

gross margin return on inventory 
investment, 305–307

stock-to-sales ratio, 307
for retailers, 305

Performance objectives
accountability, 159–160
bottom-up planning, 159
comparable store growth, 161
components, 159
contributing factors, 150
input measures, 150
merchandise management measures, 

161–162
output measures, 150
to pinpoint problem areas, 160
productivity measures, 150–161
role of benchmarks

performance compared to competitors, 
162–163

performance over time, 162–163
same-store growth, 161
store operations measures, 162
top-down planning, 159
used by retailers, 161

Perishability of services, 50–51
Perpetual inventory, 320
Personal attention to customers, 277
Personal computers, Apple and 

competitors, 575
Personalization

on Internet channel, 64–66
live chats, 65
positive feedback cycle, 291
rewards or benefits, 291
specialized promotions, 291
wedding planning, 64

Personalized service
assurance, 505–506
customer benefits, 501
empathy, 506
and Internet, 502–503
with radio frequency identification tags, 502
recommendation engines, 502–503
reliability, 505
responsiveness, 506
tangibility, 506
Virtual Mirror kiosk, 503

Personal objectives, 143
Personal selling, 415
Personal service, 62
Personal shopper, 574
Personnel policies, to deter 

shoplifting, 460
Pet adoption programs, 584
Pet food merchandising, 485
Pet industry, 582–584
Pet owners, 583–584
Pet supply retailers, 45
Physical risks, 92
Pick ticket, 258
Planning

bottom-up, 159
career opportunities, 26
top-down, 159

Planograms
definition and use, 484
at Marks & Spencer, 486

Platinum customers, 482
Platinum segment, 285
Point-of-purchase counters, 481
Point-of-purchase displays, 92

disadvantages, 412
for sales promotions, 414

Point-of-sale data, 78
Point-of-sale displays, 92
Point-of-sale labor costs, 270
Point-of-sale signage, 488
Point-of-sale terminals, 5, 253
Policies and supervision, 234–235
Political systems, and international human 

resources issues, 223–224
Popping the merchandise, 490–491
Population density, in Europe, 171
Population growth, 190–191
Pop-up stores, 181, 414–415

disadvantages, 412
Positioning

definition, 116
with perceptual maps, 116–117

Positive feedback cycle, 291
Posted prices, 394
Postpurchase evaluation, 91
Power, and hedonic need, 82
Power centers

category specialists in, 183
definition, 174
examples, 174
growth since 1970, 174–175
main characteristics, 168
occupancy costs, 175
trade areas, 175

Power perimeter, 37
Predatory pricing, 393–394
Preferred clients, 445–446
Premium pricing, 401
Premium private-label brands, 344
Premiums, 412, 413
Preprint, 416
Presentation techniques, 487–489

color, 488
frontal merchandising, 489
idea-oriented, 488
item and size, 488
price lining, 489

tonnage merchandising, 489
vertical merchandising, 489

Price(s)
and brand associations, 403
of breadth and depth of offerings, 

33–34
as cue of quality, 378
haggling over, 387
manufacturer’s suggested retail, 394
multichannel retailers, 73
negotiations about, 354
paid by American Furniture 

Warehouse, 566
profit-maximizing, 375–376
reference, 395
scanned vs. posted, 394
of vendors to retailers, 361–362
at warehouse clubs, 40

Price audits, 394
Price bundling, 388
Price comparisons, 370

for exclusive brands, 347
for national brands, 346

Price competition, 85–86
Price discrimination

first-degree, 385–386
gender-based, 389
perceptions of fairness, 390
second-degree, 386–388
third-degree, 388–390

Price elasticity, 374–376
Price-ending decision, 392
Price experiment, 373–374
Price fixing, horizontal, 394
Price-inelastic products/services, 375
Price lining, 391, 489
Price reductions, 379
Price-scanning accuracy, 394
Price-sensitive consumers, 96
Price sensitivity

consideration in price setting, 373–376
factors affecting, 375
limitation in price setting, 378
price elasticity measure, 374–376
and price experiments, 373–374
and target market, 375

Price setting
based on costs

initial markup, 379–380
maintained markup, 379–380
retail price markup, 379

break-even analysis, 381–382
considerations in

competition, 376–377
determining service quality, 378
matching supply and demand for 

services, 377–378
price sensitivity and cost, 373–376

markdowns, 382–385
pricing optimization software, 380–381
problem with price sensitivity, 378
profit impact, 381–382

Price war, in United Kingdom, 376
Pricing decisions/policy

everyday-low-pricing, 85
guidelines on price-ending, 392
importance to retailers, 371–372
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legal/ethical issues
bait-and-switch tactics, 394
deceptive reference price, 395
horizontal price fixing, 394
predatory pricing, 393–394
resale price maintenance, 394
scanned vs. posted price, 394

limitation of price sensitivity for, 378
on markdowns, 383–384
money-back guarantees, 85

Pricing optimization software, 380–381
for markdowns, 383

Pricing strategy
advantages

assurance of low prices, 373
generating excitement, 373
increased profits, 373
inventory management, 373
reduced advertising and operating 

expenses, 373
reduced stockouts, 373
sales, 373

everyday low pricing, 372
high/low pricing, 372
Hutch Corporation, 554–555
to increase sales and profits

clearance markdowns, 388
coupons, 388
Internet use, 393
leader pricing, 390
odd pricing, 391–392
perceptions of fairness, 390
price discrimination, 385–390
price lining, 391
pricing by market segment, 388–390
promotional markdowns, 387–388
quantity discounts, 388
variable pricing, 385–390

low price guarantee, 372
in merchandising, 551
problem at Courtney’s, 568
for services, 377–378
at Staples, Inc., 370–371
through auction bidding, 385–386

Primary trading area, 199–200
Prioritizing merchandise, 493–494
Privacy

concerns with radio frequency 
identification tags, 271

in customer relationship management 
programs

consumer concerns, 281
cookies, 281
Electronic Privacy Information 

Center, 282
European Union directive, 281–282
Federal Trade Commission 

principles, 282
hackers, 281

Privacy protection, 242
Privacy violations, 66
Private equity firms, 158
Private-label brands, 38, 117

at Asda, 343
buying process, 341
copycat, 344
definition, 343

at department stores, 42
developing, 349–350
drawbacks, 347
exclusive, 344–345
fast-fashion, 310
generic, 345
increased use of, 344
at Macy’s, Inc., 340–341
versus national brands, 345–347
premium, 344
sourcing, 351–353
and store loyalty, 347

Private-label credit cards, 280
Private-label president, 227
PRIZM lifestyle clusters, 206, 557
Procedural fairness, 521
Procedural justice, 243
Product(s); see also Merchandise

fast-moving consumer goods, 11
increasing value of, 8
locally grown, 37
loss leaders, 390
price-elastic, 375–376
price-inelastic, 375
sustainable, 541–542
touching and feeling, 61
Tractor Supply Company, 538

Product availability
backup stock, 317
factors determining, 318
and inventory investment, 317
inventory management report, 321
model stock plan, 316–317
trade-off among variety and 

assortment, 318
Product-centric retailers, 295
Product development, Yankee Candle 

Company, 581–582
Product guidelines, 551
Production

Build-A-Bear Workshop, 540
of services, 50

Productivity measures, 160–161
Product line

Apple Inc., 575
Avon, 559
Build-A-Bear Workshop, 540
co-branding, 567
exclusive to JCPenney, 566–567
PetSmart, 584
Sephora, 572
at Starbucks, 579
Yankee Candle Company, 581

Product placement, 419
Product strategy, Hutch Corporation, 

554–555
Profit

break-even analysis, 381–382
compared to cash flow, 157
effect of pricing strategy, 373
long-term potential, 190
and outlet stores, 47
return on assets, 142

Profitability
basis of customer pyramid, 286
space allocation to maximize, 482

Profit impact of price setting, 381–382

Profit margin management path; see 
Strategic profit model

Profit maximization, 194
Profit-maximizing price, 375–376
Profit-sharing, 235
Prohibited-use clause, 214–215
Promotion, and diversity, 240–241
Promotional aisle/area, 479–480
Promotional markdowns, 382, 384, 387–388
Promotional signage, 488
Promotion from within, 239

Enterprise Rent-A-Car, 571
at Nordstrom, 574

Promotions, 519
careers in, 26
specialized, 291

Proprietary store credit cards, 150–151
Prosecution, to deter shoplifting, 460–461
Prospective employees

locating, 436
screening, 461

Protected class, 241
Psychographics, 99
Public recognition programs, 452
Public relations

cause marketing, 418–419
celebrity endorsements, 418
definition, 417
event sponsorship, 419
product placement, 419
by Walmart, 417–418

Public warehouses, 259
Pull supply chain strategy, 261, 325
Purchase decision, 90–91; see also Buying 

decisions
in bicycle buying, 543–544
and customer service, 503–504
with large assortment, 316

Purchasing policy, Nordstrom, 575
Push supply chain strategy, 261, 325

Quality
and brand associations, 403
of counterfeit merchandise, 362–362
determination for services, 378
diamond certification, 546–547
reputation at J. Crew, 401
at Starbucks, 579

Quantity discounts, 388
Quick ratio, 168
Quick response, 265
Quota-bonus plan, 454
Quotas

and compensation, 453
sales, 445–446

Racetrack layout, 475–476
Radio advertising, 417
Radio frequency identification tags, 75, 253, 

257, 462
at American Apparel, 269
benefits

elimination of counterfeit 
merchandise, 270

inventory savings, 270
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Radio frequency—Cont.
reduced labor costs, 269–270
reduced out-of-stock conditions, 270
reduced point-of-sale costs, 270
theft reduction, 270

and customer service, 502
definition and purpose, 267
and dressing rooms, 480–481
impediments to adoption

excess of data, 270
high cost, 270
invasion or privacy, 271
vendor resistance, 270

types of, 269
use in European Union, 271
users of, 267–268

Reachable segments, 98
geographic, 99

Real estate employees, 27
Real estate transactions, 184–185
Realistic job preview, 438
Rebates, 412, 413
Receiving, 256–257
Recession, 565; see also Economic conditions

effect on Starbucks, 580
financial crisis of 2008, 158
and Walmart, 541

Recommendation engines, 502–503
Recruitment of employees, 231–232, 

435–436
at Diva, 560

Reductions, 379
Reference groups

and consumer self-image, 95
definition, 94
providing information, 95
store advocates, 95

Reference price, 395
Refusal to deal, 365
Regional malls, 175
Regional managers, 227
Regression analysis, 209
Related diversification growth 

opportunity, 124
Reliability, 505
Reorder point, 266
Repeat purchases, 18
Reputation, problem for Walmart, 541
Resale price maintenance, 394
Resident buyer office, 352–353
Resource allocation, 136
Responsiveness, 506
Résumés, 437, 587–589
Retail analytics, 283
Retail brand community, 292–293
Retail business, starting

complexities, 524
concept development, 525
controls, 529
customer service, 529
determining viability, 525
employee identification number, 531
employees, 529
entrepreneurial skills, 524–525
environmental analysis

competitors, 527–528
growth opportunities, 527

industry size and trends, 526–527
knowledge of local area, 526–527
local research, 528
long-term objectives, 526
market segments, 527
market size, 527
target market, 527

equipment needed, 529
facilities, 529
implementation plan

elements of, 529
financial plan, 530
financial statement estimation, 530
fixed costs, 530
funding request, 529–530
refining and updating, 530
start-up costs, 530
team, 529

information sources, 531
intellectual property, 525
legal structure, 531
location decision, 529
management characteristics, 528
merchandise offered, 529
promotion, 529
quick screen, 525
retail concept, 528
security, 529

Retail buyers; see Buyers
Retail chains; see also National retail chains

definition, 52
store classification, 323

Retail channels
automated vending, 60–61
benefits

Internet channel, 63–66
store channel, 61–63

catalog channel, 58–59
definition, 58
direct selling, 59–60
estimated sales by channel, 58
Internet channel, 58
lowest cost, 69
store channel, 58
television home shopping, 60

Retail concept, 528
Retailer characteristics

breadth and depth of assortment, 
33–34

and consumer needs, 30
retail mix, 30
services offered, 33
types of merchandise, 30–32
variety and assortment, 32–33
variety of types, 30

Retailer image, 116
Retailer loyalty, 93
Retailers

adjacent tenants, 197
advantages over manufacturers, 69
benefits of multiple channels, 70
and Black Friday, 242
business-to-company, 6
business-to-customer, 6
buybacks, 362
chargeback, 362
classifications, 30–32

collaboration in supply chain, 264–267
competition for talent, 231
computerized scheduling systems, 223
in consideration set, 88
conversion rate, 85
corporate social responsibility, 365–366
coupon use, 388
definition, 6
developing private-label brands, 349–350
distribution channel differences, 11–12
encouraging haggling, 387
encouraging purchase decisions, 91
evaluating, 87–88
exclusive brand names, 345
food retailers, 35–40
general merchandise, 40–47
global, 10–11
goal of customer relationship 

management, 275–276
implications of multiattribute model, 88
keeping merchandise in stock, 250
limited flexibility with national 

brands, 346
major bankruptcies since 2008, 157
market segment targets, 79
measuring shrinkage, 333
merchandise planning process, 308–311
number in United States, 30
objectives

financial, 142
personal, 144
societal, 142–143

organization structure
national chains, 226–228
single-store retailer, 224–226

outsourcing logistics, 259–260
owned by private equity firms, 158
parasite stores, 201
primary competitors, 15
product- vs. customer-centric, 295
refusal to deal, 365
returns policy, 501, 502
of services, 48–51
share of wallet, 276
size limitations, 39
socially responsible, 9
strategic relationships with vendors, 

358–361
supply chain management, 248
and supply chain members, 248
supply chain role, 6–7
types of, 28–53

category specialists, 45–46
convenience stores, 40
department stores, 41–42
discount stores, 42
drugstores, 44–45
extreme-value, 46
off-price, 46–47
services, 48–51
specialty stores, 42–44
supercenters, 38–39
supermarkets, 35–38
warehouse clubs, 39–40

understanding consumer needs, 79
undervalued assets, 158
value creation by, 7–8
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vertical integration, 124
Web sites, 408–409
world’s largest, 10

Retail format
definition, 112
development growth opportunity, 123
in retail strategy, 113–114
Royal Ahold, 548
Walmart innovations, 552

Retailing
add-on selling, 293–294
challenges of human resource 

management, 222
definition, 6
downward performance spiral, 220
environment at Harrods, 57
fast fashion business, 252
global industry, 5–6
high-tech industry, 5–6
in India, 125, 544–545
labor-intensive business, 120
by Lindy’s Bridal Shop, 585–586
myths about

college degree requirement, 27
entry-level jobs, 27
frequent relocation, 27
little opportunity for advancement, 27
long hours, 27
low-growth industry, 27
low pay, 27

number of firms, 10
1-to-1, 291
opportunities in

entrepreneurial, 13–14
management, 21

percentage of gross domestic product, 10
scope of business activities, 12
social and economic significance

corporate social responsibility, 8–9
employment, 10
sales volume, 9–10

store hour limitations, 12
tasks performed in

administrative management, 225
merchandise management, 225
store management, 225
strategic management, 225

understanding world of, 14–16
competitors, 15–16
critical environmental factors, 15
customers, 16

Retailing concept, 113
Retailing trends

fair trade practices, 37
smaller-format stores, 37

Retail inventory method
advantages, 337–338
disadvantages, 338
objectives, 337
problem, 337
steps on calculating

cost multiplier, 339
cumulative markup, 339
determine ending book inventory, 339
retail reductions, 339
total goods handled, 338–339

Retail locations; see Location entries

Retail management decision process
ethical and legal considerations, 22–23
at JCPenney, 18–19
strategy development, 16–18

key decision areas, 17–18
retail strategy, 17

strategy implementation, 19
understanding world of retailing, 14–16
at Whole Foods Market, 20–22

Retail market
definition, 113
fashion, 114
segmentation, 97

Retail mix
conversion rate, 85
and customer loyalty, 277
definition, 20
elements of, 20, 30
in strategic planning, 136
Whole Foods Market, 21–22

Retail ownership
corporate chains, 52
franchising, 52–53
independent, single-store establishments, 51
legal structure decision, 531

Retail pricing; see Pricing decisions; Pricing 
strategy

Retail sales; see Sales
Retail space, demand for, 166–167
Retail store assistant, 518
Retail strategy

assortment plan, 315
bottom-up planning, 159
cases

Abercrombie & Fitch, 549
American Eagle, 549–550
American Furniture Warehouse, 565–566
Avon Products, 559
Build-A-Bear Workshop, 539
Diamond Furriers, 571
Enterprise Rent-A-Car, 570–571
Harrods, 577–578
Hughe’s, 562–563
JCPenney, 566–567
Lindy’s Bridal Shop, 585–586
merchandise strategy, 550–551
Netflix, 542–543
Nordstrom, 561, 574–575
PetSmart, 583–584
Royal Ahold, 548–549
sales promotion, 568
Save-A-Lot, 547–548
Sephora, 572–573
Starbucks, 578–580
Tiffany vs. Walmart, 552–553
Tractor Supply Company, 538–539
Walmart, 540–542
Yankee Candle Company, 581–582

for competitive advantage, 114–121
definition, 17, 112
department stores, 41–42
discount stores, 42
examples of, 112–113
at Family Dollar Stores, 145
formulating, 16–17
global growth opportunities, 125–130
growth strategies, 122–124

implementation, 20
JCPenney, 18–19
key decision areas, 17–18
and location, 182–184
at Nordstrom, 145
at Pep Boys, 110–111
planning phase, 130–138
retail format, 113
retailing concept, 113
specialty stores, 42–43
store design for, 468
target market segment, 113–114
top-down planning, 159
Walmart-Best Buy comparison, 17
Whole Foods Market, 20–21, 21–22

Retina-tracking devices, 484
Returned items, 294
Return on assets, 153, 158, 161, 162

components, 144
definition, 142
determining, 144
from efficient supply chain, 251
from information systems, 251
for selected retailers, 152

Returns policy, 502
managing costs and benefits, 502
Nordstrom, 574, 575

Revenues
PetSmart in 2010, 584
Starbucks, 578

Reverse auctions, 353
Reverse logistics, 262–263
Reward systems

for customer service, 517
extrinsic rewards

à la carte plans, 451
benefits, 451

intrinsic rewards, 451–452
contests, 452
job enrichment, 452
public recognition programs, 452

RFM (recency, frequency, monetary) analysis
for catalog retailers, 286–287
of customer database, 562
definition, 286
to estimate CLV, 287
target strategies, 288

Risk reduction, of in-store shopping, 62
Risks

credit card information security, 66
financial, 92
in location decisions, 189
physical, 92
privacy violations, 66
social, 92

Robinson-Patman Act, 361
Rounder, 487, 488
Royalty fees, 533
Rudolph the Red-Nosed Reindeer, 412
Rule-of-thumb method for communication 

budget, 424–425
Russia, retail opportunities, 128
Rust Belt cities, 191

Safety, of catalog channel, 63
Safety stock, 317
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Sales
break-even, 382
Build-A-Bear Workshop, 540
by channel type, 58
communication program for, 399
data sharing, 266
Diamond Furriers, 571
in direct selling worldwide, 59
effect of pricing strategy, 373
effect of weather on, 313
Enterprise Rent-A-Car, 570
food retailers, 34
foreign vs. domestic, 11
general merchandise stores, 34
growth on Internet channel, 58
by hypermarkets in India, 544–545
monitoring at Harrods, 577
nonstore retailers, 34
peak selling seasons, 129
potential in foreign markets, 126
seasonal, 133
store design to increase, 469
stores classified by, 323
Tractor Supply Company, 538
volume in United States, 9–10

Sales clerks, 27
Sales data

historical, 311, 332
previous, for fashion merchandise, 313
timing of merchandise allocation, 325

Sales decline at malls, 177
Sales forecasts

for fashion merchandise, 308–309
difficulties, 311–312
fashion trend services, 313–314
market research, 312–313
previous sales data, 312
vendor information, 314

inventory management report, 321
for service retailers, 314
for staple merchandise

adjustment for controllable factors, 311
historical sales, 311

Sales goals, 445–446
Sales irregularities, 265
Salespeople

feedback from, 511
generational differences, 560
Generation Y employees, 560
goal conflicts, 516
job analysis, 435
job description, 436
number of, in direct selling, 59
as personal shoppers, 574
recruitment at Diva, 560

Sales per linear foot, 481–482
Sales per square foot, 481–482
Sales potential

estimates
analog approach, 210
Huff gravity model, 207–209
regression analysis, 209

Hutch Corporation, 556
Sales projections, 530
Sales promotions

advertising options, 568
to attract customers, 276

coupons, 412–413
and customer loyalty, 415
definition, 411
in planning and evaluation of 

communication program, 426–427
point-of-purchase displays, 412, 414
pop-up stores, 412, 414–415
premiums, 412, 413
rebates, 412, 413
samples, 412, 413
special events, 412, 414
types, 412

Sales quotas, 445–446
Sales-to-stock ratio

and inventory turnover, 305–306
measuring, 307

Sales transaction data, 253–254
Same-store growth, 161
Samples, for sales promotions, 413
Satisfaction, 91
Saturation stage of fashion, 107
Scale economies, 133, 249
Scalpers, 386
Scanned vs. posted price, 394
Scent, in store atmosphere, 491–492
Scrambled merchandising, 15
Seasonal merchandise, 310–311
Seasonal sales, 133
Secondary trading area, 199–200
Second-degree price discrimination

clearance markdowns, 388
coupons, 388
definition, 386
multiple-unit pricing, 388
price bundling, 388
promotional markdowns, 387–388
ticket prices, 386–387

Securities and Exchange Commission, 
158, 526

Security measures
to prevent shoplifting

closed-circuit cameras, 459
electronic article surveillance systems, 

459–460
to reduce employee theft, 461–462

Security policy objectives, 255
Selective hiring, 232
Self-managed teams, Whole Foods 

Market, 21
Self-selected variable pricing, 386–388

clearance markdowns, 388
coupons, 388
multiple-unit pricing, 388
price bundling, 388
promotional markdowns, 387–388

Self-service technologies, 517
Selling, general, and administrative expenses, 

147, 148
Sell-through analysis, 326
Semipassive radio frequency identification 

tags, 269
Senior management officers, 224
Senior vice president of merchandising, 226
Senior vice president of stores, 227
Service gap

communication gap, 509
definition, 508

delivery gap, 509
knowledge gap, 508
overcoming communication gap

managing customer expectations, 519
realistic commitments, 518–519

overcoming delivery gap
develop solutions, 517
emotional support, 515
empowering employees, 516
information and training, 514–515
instrumental support, 515
internal communication, 516
providing incentives, 517
using technology, 517–518

overcoming knowledge gap
customer complaints, 510–511
customer panels and interviews, 510
customer research, 511
feedback from employees, 511
gauging individual transactions, 

509–510
information technology, 511
interacting with customers, 510
knowing customer desires, 509
social media, 510

overcoming standards gap
commitment to quality, 511–512
defining service provider role, 512
measuring performance, 514
setting goals, 513–514

standards gap, 509
Service goals, 513–514
Service level

factors determining levels, 318
and model stock plan, 317

Service performance measures
mystery shoppers, 514
periodic surveys, 514
sales data analysis, 514

Service providers
commitment to quality, 512
dealing with complaints, 510–511
defining role of, 512
emotional support, 515
empowerment, 516
fair solutions to problems

distributive fairness, 520
procedural fairness, 521
quick resolution, 521

feedback to managers, 511
information and training for, 514–515
instrumental support, 515
interacting with customers, 510
listening to customers, 520
motivation to achieve goals, 513–514

Service quality, 512
Service retailers

compared to merchandise retailers, 50–51
inconsistency, 51
intangibility, 50
perishability, 50–51
simultaneous production and 

consumption, 50
definition, 48
growth trends, 48
sales forecasts, 314
types and companies, 48–49
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Services
Build-A-Bear Workshop, 540
costs of, 34
increasing value of, 8
to limit information search, 85
offered by retailers, 33
perishable nature of, 314
price-inelastic, 375
pricing of

matching supply and demand, 377–378
quality determination, 378
yield management, 377

provided by retailers, 8
Tractor Supply Company, 538

Sexual harassment, 242, 446–448
SG&A; see Selling, general, and 

administrative expenses
Share of wallet, 68, 276
Shipment preparation, 258
Shoe retailers, 45
Shoplifting

detecting and preventing
closed circuit TV cameras, 459
electronic article surveillance systems, 

459–460
merchandise policies, 459
personnel policies, 460
prosecution, 460–461
store design, 459
technology for, 462

dollar value of loss, 461
professional, 458–459
spotting, 460

Shopping bot sites, 413
Shopping carts, first use, 500
Shopping centers

anchor stores, 173
benefits of, 166
common area maintenance, 173
community strip shopping centers, 

173–174
definition, 173
descriptions, 173–174
gross leased area, 173
lifestyle centers, 177–178
locations within, 197–199
mixed-use developments, 178
neighborhood centers, 173–174
omnicenters, 179–180
outlet centers, 178–179
parking facilities, 196
percentage leases, 213–214
power centers, 174–175
restrictions on tenants, 197
shopping malls, 175–177
theme/festival centers, 179
traffic flow, 195
types, 173

Shopping experience, 38, 400
Apple Stores, 576
integrated, 70–71
in multichannel retailing, 74–75
at Tractor Supply Company, 538

Shopping goals, 492
Shopping malls

advantages over alternatives, 175
Asian mega malls, 176

changing demographics, 175
definition, 175
disadvantages, 175–177
evaluating locations in, 198–199
kiosks in, 181–182
occupancy costs, 175
redevelopment projects, 175
regional, 175
sales and traffic decline, 175
super-regional, 175
trade area map, 206

Shortages, overreacting to, 264
Shrinkage, 333

calculating, 458
causes of loss, 458
definition, 458
detecting and deterring shoplifting, 

459–460
dollar value per year, 461
high-tech retail theft, 458–459
at Nordstrom, 574
by organized theft, 458–459
reducing employee theft, 461–462
and store design, 470

Signage and graphics
Apple Stores, 576
category signage, 477
digital, 477–479
digital screen networks, 577–578
functions, 476
point-of-sale signage, 477
promotional signage, 477

Signs, restrictions on, 185
Simplicity, in store design, 493
Single-store retailer, 51

amount of specialization, 224–225
merchandise managers, 226
organization structure, 224–226

Situation audit
bargaining power of vendors, 133
barriers to entry, 133
competitive factors, 133–134
definition, 132
environmental factors, 134–135
market forces, 132–133
strengths and weaknesses analysis, 135

60 Minutes, 574
Sliding scale lease, 214
Slotting allowances/fees, 356
Smartphones, 407
Smuggling of diamonds, 547
Social experience, in-store shopping, 62–63
Social media

for customer service, 510
definition, 409
drawbacks, 409–410
Facebook, 411
for proactive dialogue, 409
sites, 313
and Starbucks, 580
Twitter, 411
YouTube, 410–411

Social responsibility, 8–9
at Avon, 559

Social risks, 92
Societal objectives, 142–143
Software, for price setting, 381

Space management
allocation of merchandise categories

display considerations, 482
inventory turnover, 482
space productivity, 481–482

location of merchandise categories
category adjacencies, 484
demand merchandise, 482, 483
destination merchandise, 482
impulse products, 483
special merchandise, 483
strike zone, 482

location of merchandise within a category
planograms, 484, 486
rules for, 484
videotaping customers, 486–487
virtual-store simulation, 484–486

pet food, 485
vertical blocking, 485

Space productivity, 481–482
Special charges, 146–147
Special customer services, 289
Special events

disadvantages, 412
for sales promotions, 414

Specialization
by buyers, 230
in China, 350
in single-store retailers, 224–225

Specialized promotions, 291
Special merchandise, 483
Specialty shopping, 183–184
Specialty stores

characteristics, 41
definition, 42
fast-fashion retailers, 43
list of, 43
of manufacturers, 44
retail strategy, 42–43

Spending potential index, 207
Sponsored search, 569
Sporting Goods Dealer, 526
Sporting goods retailers, 45
Sports events tickets, 386–387
Spots, TV, 416–417
Staffing; see Recruitment of employees
Standardized service, 503
Standards gap

definition, 509
overcoming, 511–514

Staple merchandise categories, 308–309
control system for inventory

automated replenishment, 320
determining backup stock, 319–320
flow of merchandise, 318–319
inventory management report, 320–321
order point, 321
order quantity, 321

sales forecasts, 311
store allocation decisions, 325

Start-up costs, 530
Statement of operations, 144; see also Income 

statement
Statistical model for sales potential, 209
Status

and hedonic need, 82
reducing differences in, 238–239
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Stimulation of hedonic needs, 82
Stock incentives, 235
Stock-keeping unit rationalization 

scheme, 316
Stock-keeping units, 248

A, B, and C items, 317, 327
ABC analysis, 326–327
at ALDI, 36
assortment plan, 314–316
backup stock, 33–34
category captains, 304
on consignment, 267
definition, 32, 304
on Internet channel, 63
in inventory management, 308
in multichannel retailing, 67
number offered, 315
at Save-A-Lot, 547
staple merchandise, 318–321
stockouts, 250
in supermarkets, 35
Tractor Supply Company, 538

Stocklifts, 362
Stock option plan, 579
Stockout, 250, 264, 315

at Discmart, 573–574
reduced by pricing strategy, 373
reduced with radio frequency 

identification tags, 270
reducing chances of, 319

Stockout rate, 250
Stock-to-sales ratio

calculating, 334
in merchandise budget plan, 333–334

Store advocates, 95
Store atmosphere

atmospherics
color, 491
entertainment, 492–493
lighting, 490–491
music, 491
scent, 491–492

checkout, 494–495
examples, 489–490
getting around, 493
layout, 494
prioritizing merchandise, 493–494
simplicity, 493
and store web site, 493
visibility, 493

Store brands, 117, 343
Store channel

benefits, 61–63
definition, 58
estimated sales, 58
geodemographic segmentation, 99
use of multiple channels, 66

Store credits, used for theft, 459
Store design

appealing atmosphere, 489–495
Apple Stores, 576
careers in, 27
case study, 466–467
feature areas, 479–481
fixtures, 471
Hollister stores, 550
impact on shopping behavior, 468

in India, 473
in international markets, 129
layout, 472–476, 494
objectives

and Americans with Disabilities Act, 
471–472

build customer loyalty, 468–469
control costs, 469–471
hedonic benefit, 469
implement retail strategy, 468
increase sales and visits, 469
utilitarian benefit, 469

to reduce shoplifting, 459
signage and graphics, 476–479
simplicity, 493
space management, 481–487
at Starbucks, 579
and store managers, 468
trade-offs

customer vs. merchandise space, 472
impulse decisions vs. ease of 

purchase, 472
pleasant vs. warehouse, 472
specialty stores, 472

visual merchandising, 487–489
Whole Foods Market, 21

Store environment, 230
at Tractor Supply Company, 538

Store front displays, 215
Store hour limitations, 12
Store layout, 472–476, 494

Apple Stores, 576
and customer service, 503
free-form, 476
grid, 473–475
racetrack, 475–476
at Starbucks, 579

Store location; see Location entries
Store loyalty, 346

and private-label brands, 347
Store maintenance, 457–458
Store management

career opportunities, 25–26
compensation plans, 452–455
controlling costs, 455–458
coordinated with merchandise 

management
assigning employees, 231
store environment, 230
store visits, 231

cost control, 433
entry-level positions, 26
evaluating employees, 448–450
main responsibilities, 433
motivating and managing employees, 

443–448
orientation programs, 440–441
productivity, 433
recruiting and selecting employees

job analysis, 435
job description, 436
legal issues, 439–440
locating prospective employees, 436
screening, 436–438

reducing shrinkage, 458–462
reward systems, 451–452
tasks involved in, 225

training programs, 441–443
at Walgreens, 432–433
Whole Foods Market, 21–22

Store managers, 227
compensation, 27

Store morale, 446
Store operations measures, 162
Stores

classified by annual sales, 323
merchandise allocation to, 323–325
space limitations, 316
trading areas of, 323–324

Stores division, 227
Store size

Harrods, 57
in Huff gravity model, 207
Hutch Corporation, 554
Save-A-Lot, 547

Store visibility, 196–197
Store visits, by managers, 231
Store within a store, 181
Stories, 236
Storing, 257
Straight commission, 453
Straight rack, 487, 488
Straight salary compensation, 453
Strategic advantage

definition, 249
from information systems, 248
in multichannel retailing, 68–69
from supply chain management, 248
through customer service, 500–508
at Walmart, 249

Strategic alliances, 130
Starbucks, 578

Strategic fit, in location decision, 191–192
Strategic management, 225
Strategic objectives, varying for Royal 

Ahold, 548
Strategic opportunities, 136
Strategic profit model

for analyzing other decisions, 156
asset management path

components, 149–151
intangible assets, 151
performance analysis, 152

asset turnover, 143–144
definition, 143
earnings before interest and taxes, 143
illustration of

asset turnover management path, 
155–156

profit margin management path, 
153–155

implications for performance, 153
issues illustrated by, 153
operating profit margin, 143
profit margin management path

cost of goods sold, 147
extraordinary nonrecurring 

expenses, 147
gross margin percentage, 148
income statement, 144–146
net profit margin, 147
net sales, 146
operating expenses, 147
operating profit margin percentage, 148
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payments from vendors, 147
performance analysis, 147–149
selling, general, and administrative 

expenses, 147
special charges, 146–147

return on assets determination, 144
for selected retailers, 152
Tiffany vs. Walmart, 553

Strategic relationships with vendors
building partnerships, 360–361
common goals, 360
credible commitments, 360
defining, 358–359
maintaining, 359–360
mutual trust, 359–360
open communication, 360

Strategic retail planning process
adjustments, 137
allocate resources, 136
definition, 130
develop retail mix, 136
establish objectives, 136
evaluating opportunities, 136
identifying opportunities, 136
mission statement, 131–132
performance evaluation, 137
purpose of objectives, 142
in real world, 137
situation audit, 132–135
uses, 130–131

Strategy, 112; see also Retail strategy
Streaming movies, 453
Strengths and weaknesses analysis, 136
Strike zone, 482
Strip malls, Hutch Corporation in, 554
Structured training programs, 441–442
Students as management trainees, 440
Subbrand, 342
Subcultures, 96
Subculture theory of fashion, 106
Substantial segments, 98

geographic, 99
Substitutes, and price sensitivity, 375
Supercenters

characteristics, 35
compared to hypermarkets, 39
competition for supermarkets, 36–37
competitors for, 38
definition, 38
location challenges, 39
Walmart, 42

Supermarkets
ALDI in U.S. and Germany, 36
characteristics, 35
conventional, 35
end caps, 479
extreme-value, 35
inefficient supply chains, 265
limited-assortment, 35–36
loyalty cards, 289
number of items carried, 8
power perimeter, 37
price war in United Kingdom, 376
retailing trends, 36–38

ethnic merchandise, 38
fresh merchandise, 37
health/organic merchandise, 37

locovore movement, 37
private-label brands, 38
shopping experience, 38

size of Royal Ahold, 548
slotting fees, 356
Whole Foods Market, 20–22
zone pricing, 389–390

Super-regional malls, 175
Supplier relationships, 119–120
Suppliers

to American Furniture Warehouse, 566
and centralization, 229
to Walmart, 542

Supply and demand for services, 51, 
377–378

Supply chain
backward integration, 7
for catalog and Internet channels, 263
definition, 6
efficiency from vendor collaboration, 

264–267
forward integration, 7
illustration, 249
information flows, 251–255
of large retailers, 7
members of, 248
merchandise flows, 251, 255–256
push vs. pull, 261
Starbucks, 580
for supermarkets, 265
vertical integration, 7
wholesalers, 7

Supply chain management, 18
benefits

fewer stockouts, 250
tailored assortments, 250

definition, 248
distribution centers, 248, 256–259
and higher return on assets, 251
inventory control, 319–320
logistics, 255–256
at Netflix, 260
radio frequency identification tags for, 

267–271
by retailers, 248
retailer-vendor collaboration

benefits, 264–265
collaborative planning, forecasting, and 

replenishment, 267
information sharing, 266
quick response, 265
using electronic data interchange, 

265–266
vendor-managed inventory, 266–267

system design issues
distribution centers vs. direct store 

delivery, 261–262
drop-shipping, 263
fulfilling catalog and Internet 

orders, 263
outsourcing logistics, 259–260
push vs. pull supply chains, 261
reverse logistics, 262–263

at Target, 247–248
Tractor Supply Company, 539
at Walmart, 249
at Zara, 252

Support groups, 240
Sustainability

in location planning, 184–185
of new business, 528
program at Walmart, 540–542

Sustainable competitive advantage, 
114–121

at Container Store, 122
customer loyalty

activities, 115–116
brand image, 116
customer relationship management 

programs, 118–119
customer service, 117–118
definition, 115
positioning, 116
unique merchandise, 116–117

definition, 112
efficiency of operations

distribution, 120
human resource management, 120
information systems, 120

erosion over time, 115
global, 128
from location, 121
methods of developing, 115
multiple sources of, 121
supplier relationships, 119–120

SWOT analysis, 110
Symbols, 236–237, 402

Tailored assortments, 250
Talent policies, 560
Talent scouts, 436
Tangibility of services, 505–506
Tapestry segmentation scheme, 

99, 100
Target market

at Abercrombie & Fitch, 549
at American Eagle, 549
consumer behavior in

comparison shopping, 183
convenience shopping, 183
in retailer’s target market, 182–184
specialty shopping, 183–184

definition, 112
density of, 183–184
of diversification, 124
with Google AdWords, 569–570
Hutch Corporation, 554
JCPenney, 19
and lifestyle, 192
for new business, 527
newspaper advertising, 416
and price sensitivity, 375
for radio advertising, 417
in retail strategy, 17, 113–114
Save-A-Lot, 547
and store location, 198
Tractor Supply Company, 538
Whole Foods Market, 20

Tariffs, 351
Task performance behaviors, 443
Team purchase, 96

China, 387
Technical training, 524
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674 Subject Index

Technology; see also Signage and graphics
for Avon, 559
at convenience stores, 40
for customer service

hand-held scanners, 518
kiosks, 517–518
retail store assistant, 518
self-service, 517
touch-screen systems, 518

effect on customer expectations, 508
to reduce employee theft

data mining, 462
radio frequency identification tags, 462
television cameras, 462
transaction-monitoring software, 462

to reduce knowledge gap, 511
reducing cost of information search, 83
used by retailers, 5

Television
commercials, 416–417
product placement, 419

Television home shopping
definition, 60
direct-response advertising, 60
estimated sales, 58
infomercials, 60
largest retailers, 60
major advantages, 60

Temporary locations, 181
Terms and conditions of purchase, 361
Terms of purchase, 355
Tertiary trading area, 199–200
Testing job applicants, 437–438
Textile production in China, 350
Theft

controlling, 162
reduced with radio frequency 

identification tags, 270
Theme/festival centers

definition, 179
main characteristics, 168

Third-degree price discrimination
definition, 388
legality of, 388–389
zone pricing, 389–390

Third-party credit cards, 280
30 Rock, 419
Ticketing and marking, 257–258
Tiers, in frequent-shopper programs, 288
Time, performance over, 162–163
Timing of merchandise allocation, 325
Title VII of the Civil Rights Act, 439
Tonnage merchandising, 489
Top-down planning, 159
Top management, setting quality 

standards, 512
Top-of-the mind awareness, 402
Touch-screen systems, 518
Town locations; see Urban locations
Toy retailers, 45
Trade areas

competition in, 207
customer spotting process, 201–202
definition, 168, 199
and driving time, 200
evaluated for location, 190–193
factors affecting size, 202–204

identifying characteristics, 212
information sources, 202–207

Census bureau data, 203
geographic information systems 

suppliers, 203–206
spending potential index, 207

limited and freestanding sites, 168
match present with potential sites, 

212–213
measuring for retail site, 201–202
and merchandise allocation, 323–324
new vs. existing store, 202
number of stores, 193–194
in power centers, 174–175
present, 211
primary, 199–200
secondary, 199–200
tertiary, 199–200
zones in, 200

Trademark, 362
Trade shows, 348
Traffic appliances, 387–388
Traffic congestion, 196
Traffic flow, 194–195
Training program

analyzing success or failure, 443
blended approach, 442–443
at Container Store, 234
costs for older employees, 223
e-training, 441–442
of new employees, 232–233
at Nike, Inc., 442
on-the-job, 442
at PetSmart, 584
to reduce delivery gap, 514–515
at Sephora, 572
at Starbucks, 579
structured program, 441–442
at Tractor Supply Company, 539
of younger employees, 233

Transaction-monitoring software, 462
Transactions

gauging satisfaction with, 509–510
rewarded, 289

Transformational leaders, 444
Transparency, in frequent-shopper 

programs, 289
Transportation

costs of, 356
inbound, 256
outbound, 258–259

Travel time, in Huff gravity model, 207
Trend-setters, 106
Trialability, 107
Trickle-down theory of fashion, 106
True Bethel Baptist Church, Buffalo, NY, 180
Trust, 359–360
Tuangou (team purchase), 96, 387
Turnaround strategy, 110–111
Tween shoppers, 95
Tying contracts, 365

Umbrella brand, 342
Under the Dome (King), 393–394
Unemployment, reduced by protecting small 

businesses, 12

Uniform Code Council, 253
Uniform Franchise Offering Circular, 534
Unions, 242
Unique merchandise, 118

for customer loyalty, 116–117
Uniqueness of offering, 183–184
United Kingdom

ethical consumers, 22
high streets, 171
importance weights, 90
price war, 376

United Nations, 546
United States

backlash against Walmart, 39
efficient distribution, 11
employment in retailing, 10
Hispanic population, 38, 96
inner city locations, 171–172
metropolitan statistical areas, 190
micropolitan statistical areas, 190
number of retailers, 30
population diversity, 222
size of tween population, 95
volume of sales, 9–10

United States Chamber of Commerce, 532
United States Department of Employment 

Services, 436
United States dollar, decline in value, 351
United States Supreme Court, on 

manufacturer’s suggested retail 
price, 394

United Way, 143
Universal Product Code, 257

definition and functions, 253
versus radio frequency identification 

tags, 268
Unplanned purchase, 92

stimulating, 93
Unrelated diversification growth 

opportunity, 124
UPC; see Universal Product Code
Urban locations

for big-box retailers, 169
central business district, 170
gentrification, 169–170
inner city, 171–172
main characteristics, 168
main street/high street, 171
occupancy costs, 169
traffic congestion, 169

Urban renewal, 170
Utilitarian benefits, 469
Utilitarian needs, 81–82
Utilitarian shopping goal, 492

VALS lifestyle survey, 100–101
Value, 371
Value creation, 7–8

breaking bulk, 8
holding inventory, 8
increasing value of products and services, 8
providing assortment, 8
providing services, 8

Values statement, Tractor Supply 
Company, 539

Variable costs, 381–382
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675Subject Index

Variable pricing
individualized, 385–386
by market segments, 388–390
perceptions of fairness, 390
self-selected, 386–388

Variety
definition, 32, 315
determining, 315–316
and profit, 34
specific merchandise categories, 33

Vending machines, 60–61
invention of, 61

Vendor-managed inventory, 266–267, 358
Vendors

to American Furniture Warehouse, 566
avoiding gray-market/diversion 

problems, 364
bargaining power, 133
buybacks, 362
buyers meeting with, 341
as category captains, 305
in category management, 304
chargebacks, 363
collaboration in supply chain, 264–267
and commercial bribery, 362
common goals with buyers, 360
Container Store relations with, 

119–120, 122
co-op advertising, 417
direct store delivery, 261–262
enforcement of MSRP, 394
evaluation steps, 329
fill rate, 320
Home Depot scoring, 328
as information source, 354
labor practices, 352
markdown money, 326
multiattribute analysis, 327–329
of national brands, 345–346, 348
negotiating with, 348

additional markup opportunities, 355
advertising allowances, 356
exclusivity, 355–356
knowledge as power, 353–354
margin guarantees, 354–355
markdown money, 354

price and gross margin, 354
slotting fees, 355
terms of purchase, 355
tips for buyers, 356–358
transportation, 356

Nordstrom relationships with, 575
payment from, 147
reducing amount of markdowns, 384
refusal to deal, 365
resistance to radio frequency identification 

tags, 270
and Robinson-Patman Act, 361
sales forecast information from, 314
sales transaction data for, 253–254
strategic relationships with

building partnering relationships, 
360–361

defining, 358–359
maintaining, 359–360

terms and conditions of purchase, 361
tying contracts, 365
to Walmart, 352
work with buyers, 256

Venture capitalists, 529–530
Vertical blocking, 485
Vertical integration, 7, 124
Vertical merchandising, 489
Vice president of private-label 

development, 228
Video games, 43
Video on demand, 543
Videotaping customers, 486–487
Virtual Mirror kiosk, 503
Virtual-store simulation, 484–486
Visibility, 196–197
Visual merchandising, 21

definition, 487
fixtures, 487–488
presentation techniques, 487–489

Volume buying, 566

Wages, fair, 90
Wall displays, 480
Warehouse clubs

characteristics, 35

competition for supermarkets, 36–37
largest chains, 39
membership types, 40
size and location, 39
variety and assortment, 32–33

Warehouse labor cost reduction, 
269–270

Warranties, for diamonds, 547
Weather, effect on sales, 313
Web site design, 503
Web sites

for community building, 409
for franchising information, 535
for online marketing, 408–409
for social media, 409–411

Wedding planning process, 64
Wholesale market, 348–39
Wholesale market centers, 348
Wholesalers

definition, 7
eliminated by retailer warehouses, 11

Wholesale-sponsored voluntary cooperative 
group, 51

Window displays, 479
Window shopping, 488
Women

Avon’s salesforce, 559
gender-based pricing, 389
and glass ceiling, 240–241
in retailing, 223
window shopping, 488

Word of mouth, 409
negative, 91

Work ethic, 524–525
Workforce

generational differences, 560
at Walmart, 542

Work-life balance, 223

Yield management, 377; see also Price 
discrimination

Zone pricing, 389–390
Zoning laws, 12, 185
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Want an online, searchable version of your textbook?

Wish your textbook could be available online while you’re doing 
your assignments?

Want to get more value from your textbook purchase?

Think learning marketing should be a bit more interesting?

Connect™ Plus Marketing eBook
If you choose to use Connect™ Plus Marketing, you have an affordable 
and searchable online version of your book integrated with your other 
online tools.

Connect™ Plus Marketing eBook offers 
features like:
• Topic search

• Direct links from assignments

• Adjustable text size

• Jump to page number

• Print by section

Check out the STUDENT RESOURCES 
section under the Connect™ Library tab.
Here you’ll fi nd a wealth of resources designed to help you 
achieve your goals in the course.  You’ll fi nd things like quizzes, 
PowerPoints, and Internet activities to help you study.  
Every student has different needs, so explore the STUDENT 
RESOURCES to fi nd the materials best suited to you.



STUDENTS GET: 

• Interactive, engaging content.

• Interactive Applications – chapter assignments 
that help you APPLY what you’ve learned in 
the course.

• Immediate feedback on how you’re doing.  
(No more wishing you could call your 
instructor at 1 a.m.)

• Quick access to lectures, practice materials, 
eBook, and more.  (All the material you need 
to be successful is right at your fi ngertips.)
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Want to get better grades?  (Who doesn’t?)

Ready to do online interactive assignments that help you apply what you’ve 
learned? (You need to know how to use this stuff in the real world…)
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STUDENTS...
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• Interactive Applications – book-specifi c interactive 
assignments that require students to APPLY what 
they’ve learned.

• Simple assignment management, allowing you to 
spend more time teaching.

• Auto-graded assignments, quizzes, and tests.

• Detailed Visual Reporting where student and 
section results can be viewed and analyzed.

• Sophisticated online testing capability.

• A fi ltering and reporting function 
that allows you to easily assign and 
report on materials that are correlated 
to accreditation standards, learning 
outcomes, and Bloom’s taxonomy.

• An easy-to-use lecture capture tool.

Would you like your students to show up for class more prepared? (Let’s face it, 

class is much more fun if everyone is engaged and prepared…)

Want ready-made application-level interactive assignments, student progress 
reporting, and auto-assignment grading? (Less time grading means more time teaching…)

Want an instant view of student or class performance relative to learning 
objectives? (No more wondering if students understand…)

Need to collect data and generate reports required for administration or 
accreditation? (Say goodbye to manually tracking student learning outcomes…)

Want to record and post your lectures for students to view online?

INSTRUCTORS...

Less managing. More teaching. Greater learning.

With McGraw-Hill's Connect™ Plus Marketing, 
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