"METRO

; fm:. &

sovee]
B sunne sl
agladis

Manfred Krafft

Murali K. Mantrala
Editors

etailing in the
21st Century

Current and Future Trends

2nd Edition

@ Springer



Retailing in the 21st Century



Manfred Krafft « Murali K. Mantrala
Editors

Retailing in the 21st Century

Current and Future Trends

Second Edition

@ Springer



Editors

Professor Dr. Manfred Krafft
Universitit Miinster

Institute of Marketing

Am Stadtgraben 13-15
48143 Miinster

Germany

mkrafft @uni-muenster.de

ISBN 978-3-540-72001-0

DOI 10.1007/978-3-540-72003-4

Professor Murali K. Mantrala, PhD
University of Missouri - Columbia
College of Business

438 Cornell Hall

Columbia, MO 65211

USA

mantralam @missouri.edu

e-ISBN 978-3-540-72003-4

Springer Heidelberg Dordrecht London New York

Library of Congress Control Number: 2009942782

© Springer-Verlag Berlin Heidelberg 2006, 2010

This work is subject to copyright. All rights are reserved, whether the whole or part of the material is
concerned, specifically the rights of translation, reprinting, reuse of illustrations, recitation, broadcasting,
reproduction on microfilm or in any other way, and storage in data banks. Duplication of this publication
or parts thereof is permitted only under the provisions of the German Copyright Law of September 9, 1965,
in its current version, and permission for use must always be obtained from Springer. Violations are

liable to prosecution under the German Copyright Law.

The use of general descriptive names, registered names, trademarks, etc. in this publication does not
imply, even in the absence of a specific statement, that such names are exempt from the relevant protective

laws and regulations and therefore free for general use.

Cover design: WMXDesign GmbH, Germany

Printed on acid-free paper

Springer is part of Springer Science+Business Media (www.springer.com)



Foreword to the Second Edition

Eckhard Cordes
Chief Executive Officer of METRO Group

The world of retailing continues to change rapidly. Major
changes since the publication of the first edition of this book
include (1) the takeoff of RFID-based technology, (2) the
world’s growing recognition of environmental and climate
change problems, and (3) the retailing revolutions in emerg-
ing markets, especially in Eastern Europe, China and India.
METRO Group has continued to take a leadership role in all
these areas.

Specifically, in collaboration with its partners under the
METRO Group Future Store Initiative, METRO Group
opened in 2008 a new and larger “Future Store” demonstrating the use of ad-
vanced retailing technologies. In 2007, METRO Group completed a major step in
the nation-wide operational rollout of the Radio Frequency Identification (RFID)
technology to 180 Metro Cash & Carry and Real stores in Germany as well as to
the central warehouses of METRO Group Logistics. Since then merchandise de-
liveries at these locations can be recorded automatically. The remaining locations
will be converted during this year. This is the largest operational rollout of this
technology in the European retail sector.

Next, long before global concerns about environmental and climate change be-
came front-page news, METRO Group had been following deliberate greener
retailing policies for several years. The central element of these activities is the
continuous optimization of the Group’s energy management. Already in late 2004,
the Energy and Technology Department of METRO Group Asset Management
started to systematically identify energy saving opportunities within the Group,
e.g., the use of the latest solar technology in Metro Cash & Carry stores in Viet-
nam. Store locations with an exceptionally high energy consumption and expense
are subject to local assessment analyses. This has led to significant energy reha-
bilitation measures at different locations. For example, changes in the venting
system at the Metro Cash & Carry location Walzmiihle Ludwigshafen in Germany
drastically reduced the local energy consumption and brought down carbon diox-
ide emissions by about 800 tons per year. More recently, after several positive
pilot studies, plans for a Group-wide changeover from conventional coolants to
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environmentally sound alternatives are underway. Improved logistics models are
also guaranteeing more energy-efficient, less polluting, as well as lower-cost dis-
tribution of merchandise to 2,200 locations operated by the METRO Group. Con-
sequently, METRO Group was the first German retail company to publish its car-
bon footprint in 2008.

Lastly, internationalization remains an important thrust of METRO Group’s
strategy. Recently, the METRO Group opened its first Metro Cash & Carry
wholesale center in the Pakistan metropolis of Lahore. Thus, the company is now
represented in a total of 32 countries — with Metro Cash & Carry alone running
operations in 29 countries. The METRO Group today is the most international
retail and wholesale company in the world and is strongly committed to being an
economic stronghold and change agent in important emerging markets. In this
vein [ am pleased to see the second edition of the book including a new chapter on
the growth of modern retail formats in India, where Metro Cash & Carry has a
significant presence.

To improve contemporary retailing’s public image, enhance the knowledge of
its practitioners, and stimulate further retailing research, there is a great need for a
reader that combines basic information as well as an overlook on current trends
and issues in the world of trade. I believe that the second edition of Retailing in
the 21" Century — Current and Future Trends effectively meets these objectives.
The first edition has sold over 3,000 copies and has been or will be translated into
other languages including Russian, Ukrainian, and Korean. I am sure the second
edition will do as well and reach more corners of the global retailing world.

The editors of this book have successfully brought together an impressive list
of 48 authors who include industry experts and leading academic scholars from
Europe, the United States, Australia, and India. In the 26 chapters of this unique
book, these experts share their knowledge and insights about diverse topics rang-
ing from retailing trends around the world to retailing strategies, marketing, opera-
tions, and human resource management. In particular, the book provides valuable
information on recent developments in marketing and technology in retailing,
including RFID, electronic price tags, digital advertising displays, self check-out
systems, personal selling assistants, and smart kiosks. The expert authors describe
how these technologies affect consumer behavior, employee behavior, and com-
petitive behavior. They also look ahead into the near future of retailing.

I find the combination of insights from practitioners as well as from scientists
one of the major strengths of this book, leading to interesting blends of practical
and academic knowledge. I am especially pleased to see the addition of a new
chapter on retail entreprencurship that tells the story of Leopold Stiefel — one of
the co-founders of Media Markt and Saturn and a ‘master retailer’ from our own
Group. Overall, I believe that practitioners as well as academics will strongly
benefit from this book and find it stimulating and thought-provoking. Examples of
best practice in retailing and most recent findings from academic research convey
interesting insights into current and future trends.
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As the Chief Executive Officer of METRO Group, I am glad to see the publica-
tion of the second edition of the book Retailing in the 21° Century: Current and
Future Trends edited by Manfred Krafft and Murali Mantrala. METRO Group
helped realize the first edition of this book project and is delighted to support the
second edition. This book will continue to be required reading in our internal
management development programs.

Eckhard Cordes Duesseldorf, August 2009
Chief Executive Officer of METRO Group



Acknowledgments for the Second Edition

The success of the first edition of “Retailing in the 21% century” has exceeded
expectations. It was sold out very quickly, and has been adopted by retail execu-
tives and scholars around the world. This expanded second edition of the book
now includes two new chapters on the role of retail entrepreneurs and on retailing
in India. With regard to the first of these new chapters, we gratefully acknowledge
the contribution of Leopold Stiefel, the founder of Media Markt and one of
Europe’s most successful retail entrepreneurs, who shared his insights with us in
an extended personal interview. We are also grateful to our two new and our 44
original contributors for their inputs towards bringing out this second edition. We
are also pleased with the continuing support from the METRO Group, and thank
its Chief Executive Officer Eckhard Cordes for contributing the Foreword to the
second edition. Last but not least, we are indebted to our publisher Springer for
their continuing strong support and encouragement for this book.

Manfred Krafft
University of Muenster, Germany

Murali K. Mantrala
University of Missouri, Columbia, USA



Acknowledgments for the First Edition

Before we started on this project in late 2003, we were unaware of the huge in-
vestments of time and effort that go into editing a book. We naively thought that
you simply ask some colleagues to cover certain topics, wait for their chapters
being submitted on time, do some editing and send the whole material to the pub-
lisher. Now we know better ...! Since the authors who contributed to this book are
either top executives or among the world’s leading retailing academics with many
demands on their time, our tight deadlines for submitting first drafts of the chap-
ters, peer reviews of all manuscripts and final revisions of the contributions got
challenged quite frequently. Throughout, however, there was remarkable enthusi-
asm for this project shown by all our contributors, and we are gratified by their
dedication, commitment to quality and responsiveness that enabled this book of
twenty-three chapters by 46 experts to be completed in fourteen months from the
contributors’ kick-off meeting in mid-June 2004. Our many thanks to all our con-
tributors!

This book would have never taken off without the generous support of METRO
AG and exclusive access to information about METRO Group’s Future Store
Initiative. It would never have been completed without the unstinting support, ad-
ministrative and editorial assistance of Frederike Gohlich of University of Muenster,
Thomas Hamela, Hans-Joachim Koérber, Julia Merkel, Zygmunt Mierdorf, and
Gerd Wolfram of METRO AG, and Martina Bihn and Irene Barrios-Kezic of
Springer. Our heartfelt thanks to all these dedicated individuals!

Finally, this project consumed quite some of our leisure time that should have
been devoted to our families. Though we are quite enthusiastic and proud about
the final outcome of our work, we also feel sorry about neglecting them on many
weekends and holidays we should have been with them. For all their patience and
moral support, we dedicate this book to Anna-Kristina, Christine, Elisabeth, Ole-
Michel, Surya, Vidya and Ashwini.

Manfred Krafft
University of Muenster, Germany

Murali K. Mantrala
University of Missouri, Columbia, USA
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Overview

Manfred Krafft' and Murali K. Mantrala’

! University of Muenster, Germany
2 University of Missouri, Columbia, USA

Retailing in the new millennium stands as an exciting, complex and vital business
sector in most developed as well as emerging economies. The Foreword of this
book by Eckhard Cordes, CEO of METRO Group, highlights the rapid changes
taking place today in the world of retailing. Key trends and developments such as
changing customer needs and increasing interest in the shopping experience as
much as products, retailer consolidation, emerging multi-channel retailing strate-
gies, changing nature of competition within and between retailing formats, global-
ization and technological breakthroughs such as radio frequency identification
(RFID) and personal selling assistants (PSAs), are having or will soon have a
dramatic impact on the way large retailers do business in this new century. The 2™
edition of Retailing in the 21st Century is intended to help business leaders, ana-
lysts, policymakers, retailing executives, consultants and academics better under-
stand these trends in retailing and their current and potential impacts, develop
strategies and tactics for better performance, and identify issues and questions for
further research. With twenty-five crisp and insightful chapters contributed by
many of the world’s leading experts in various facets of retailing, Retailing in the
21st Century offers in one book a compendium of state-of-the-art, cutting-edge
knowledge to understand and guide successful retailing in the new millennium.

Overview of Chapters

The twenty-five chapters in the book are divided into three Parts: (I) Introduction;
(I) Global, Environmental and Market Trends; (III) Trends in Retail Manage-
ment. The chapters in Part I provide an overview of current trends in retailing, key
drivers of retail success in national and international markets, and the role of en-
trepreneurship. Part II contains chapters that examine, in more depth, specific
trends in different geographical regions of the world, trends in retailing technology
and data environments, and market trends with respect to retail customers, chan-
nels and competitors. Part III covers trends and evolving issues in the management

M. Krafft and M.K. Mantrala (eds.), Retailing in the 21st Century: Current and Future Trends, 1
DOI 10.1007/978-3-540-72003-4_1, © Springer-Verlag Berlin Heidelberg 2010



2 Manfred Krafft and Murali K. Mantrala

of a retail firm’s human resources, marketing mix, i.e., pricing, promotion and
distribution, and supply chains. All chapters review and provide insights into cur-
rent trends as well as offer predictions for the future. Below, we provide more
details on the specific chapters in each of these three Parts.

Introduction

The Introductory section consists of three chapters which focus on the key success
factors driving national and international success in retailing including the role of
the entrepreneur.

Retail Success and Key Drivers

This chapter, co-authored by Dhruv Grewal, R. Krishnan, Michael Levy, and Jeanne
Munger, describes broad changes currently occurring across the retail landscape,
e.g., retail consolidation, and challenges facing retailers such as intensifying com-
petitive pressures, overstoring, and savvier, value-seeking customers. Observing
that in spite of these obstacles many retailers continue to succeed, the authors
present a framework that identifies the key drivers of success in today’s retailing
environment. Specifically, they distinguish between four segments of retailers:
Innovative, Low-Price, Big Middle and In Trouble retailers. The authors note that
most successful retailers compete in the Big Middle which is where the largest
potential base of customers reside. Success drivers of Big Middle retailers include
store atmospherics, customer service, attractive merchandise selections at value
prices, efficient supply chain management, and advanced technology. Looking
ahead, the authors foresee further retail consolidation and success being enjoyed
by those retailers who continuously provide value, are innovative, and are able to
control their costs.

Retailing in a Global World: Case Study of Metro Cash & Carry

After four decades of being in the retailing business, METRO Group has become
the fourth-largest retailer in the world. Currently, about 60 % of the company’s
revenue comes from outside Germany. The story of the growth and transformation
of METRO Group from its humble beginnings in the Ruhr valley of Germany just
45 years ago to a global retailing giant is an interesting case study that is described
by Zygmunt Mierdorf, Murali K. Mantrala, and Manfired Krafft. The authors re-
view METRO Group’s history and strategies and draw lessons and implications
for retailers interested in international growth. In their case, they focus on Metro
Cash & Carry (C&C), the most successful of METRO Group’s four major sales
divisions. Metro C&C is a self-service wholesaling concept that is also the most
international unit, with more than 650 outlets in 29 countries.
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Entrepreneurship in Retailing: Leopold Stiefel’s “Big Idea” and the Growth of
Media Markt and Saturn

The stories of the founders of American retail firms such as Wal-Mart, J. C. Pen-
ney, Sears and Woolworth’s are well-known in the retail industry. However, little
is generally known about the role, personality, and leadership style of founders of
today’s successful companies outside of the United States. One European com-
pany in the electronic goods retail business that has enjoyed tremendous growth
and generated substantial profits in recent years is Media Markt and Saturn. The
cofounder of this successful company, Leopold Stiefel, is considered to be one of
the most interesting personalities in retailing in central Europe. Within 25 years,
Leopold Stiefel has developed Media Markt and Saturn from a single store in
Munich to one of the largest electronic goods retailers in the world, generating 19
billion USD in revenues from about 770 stores in 16 European countries. In this
chapter, Murali K. Mantrala and Manfred Krafft describe Media Markt and Sat-
urn’s history, the biography of Leopold Stiefel, and his “big idea” and insights
into modern retailing expressed in an extended personal interview. The authors
identify key elements of Stiefel’s marketing strategy driving the growth and shap-
ing the current and future outlook for Media Markt and Saturn.

Global, Environmental, and Market Trends

Part II of this book consists of a total of eleven chapters: four chapters on Global
Trends; four chapters on Environmental Trends; and three chapters on Market
Trends.

Global Trends

Retail Trends in Europe

The rapid restructuring of European retailing is described in this chapter by John
Dawson. In this process, retailing is changing from a reactive to a proactive sector
in the European economy. The author considers four characteristics of this restruc-
turing: fast growth of large firms, a more strategic approach to managerial deci-
sion taking, more complex organisational structures, and more retailer co-
ordinated value chains. He examines why these changes are taking place and the
implications for retailers. Dawson identifies ‘experience innovation’ playing a
central role in how European retailers are changing the sector. He foresees future
developments in European retailing being driven by continued innovation, greater
retail control of branding, development of the experience innovation and customer
experience management approach, and a steady exploitation of economies of scale
and scope. However, the big unknown factor is the role that government will play
in shaping and regulating retailing in Europe in the coming years.
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Trends in U.S. Retailing

In this chapter, Barton A. Weitz and Mary Brett Whitfield, identify three important

consumer trends affecting retailers in the highly competitive U.S. retail industry:
(1) the size and importance of two age cohorts—baby boomers and generation Y,

(2) the growing ethnic diversity; and (3) the increasing sophistication of shoppers.
In response to these trends, retailers are using the classic competitive strategies of
low cost and differentiation. Retailers are either developing approaches for lower-
ing their costs (scale economies, supply chain management and technology) to
provide lower prices, or tailoring and personalizing their offer to better satisfy the
needs of specific market segments by providing unique merchandise and services.
Within this context, Weitz and Whitfield explore specific trends in the various
retail sectors: food, general merchandise, and non-store retailing. The chapter
concludes with a visionary look at how technology will be used to provide cus-
tomers a more intimate shopping experience in the future.

Trends in Retailing in East Asia

The author of this chapter, Roy Larke, describes the rapid development of retailing
in East Asia in recent years. Despite a wide diversity in cultures, languages, and
incomes, this region has become a magnet for international retailers due to a high
population base and relatively low levels of existing competition. Some markets,
notably Malaysia, Thailand, Singapore and Hong Kong, are already host to nu-
merous international retail firms, but the largest markets of China and Japan are
now just beginning to receive the attention of overseas retailers. Larke emphasizes
that it is not just Western firms with Western ideas who are spreading in East
Asian distribution. Japanese retailers are also highly active across the region and
represent the largest presence in terms of company numbers of any single nation-
ality currently operating in China and other parts of East Asia. Together, Western
and Japanese retailers are playing a major role in changing and modernizing dis-
tribution structures and understanding their impact on local economies and con-
sumer cultures is an important issue for future research.

Insights into the Growth of New Retail Formats in India

A revolution in modern retailing has taken place in the vast, emerging market of
India over the last five years. This development has become a subject of world-
wide interest. The authors of this chapter, Piyush Kumar Sinha and Sanjay Kumar
Kar, describe this transformation in the Indian retail sector, and its growth and
investment patterns. They provide insights into the variety of existing and new
players in the field, and the experimentation characterizing their choices of mod-
ern retail formats. Currently, hypermarkets and supermarkets are growing very
fast. Consumer dynamics in India are changing and retailers need to formulate
their strategies and tactics to deliver value to the consumer. Sinha and Kar outline



Overview 5

and offer directions for dealing with the challenges and opportunities facing retail-
ers in India today.

Environmental Trends

Future Store Technologies and Their Impact on Grocery Retailing

Co-authored by Kirthi Kalyanam, Rajiv Lal, and Gerd Wolfram, this chapter pro-
vides an overview of the innovative technologies that were deployed in METRO
Group’s pilot ‘Future Store’ in Rheinberg, Germany including: personal selling
assistants, digital advertising displays, electronic price tags, and radio frequency
identification (RFID) technologies. The authors describe consumer and retailer use
case scenarios supported by these technologies. They assess the deployment of
these technologies and describe the rollout decisions taken by METRO Group.
The chapter closes with an assessment of the expected impact on the future of
grocery retailing. The authors predict that retailers who have the ability to inte-
grate these technologies to launch new strategies that enhance the customer ex-
perience will be the biggest beneficiaries.

The Third Wave of Marketing Intelligence

In this chapter, Raymond R. Burke identifies three waves of change that have
transformed marketing research in retail settings over the past 25 years. The first
wave that started at the beginning of the ‘80s was the wide diffusion of UPC bar-
code scanning. The second wave that began ten years later was customer relation-
ship management or CRM based on retailer introduction of customer loyalty
cards. This chapter focuses on the third wave of marketing intelligence, called
customer experience management, which is just getting underway. Recent innova-
tions in the real-time tracking of customer behavior in retail stores allow marketers
to measure consumer response to the in-store environment and manage the shop-
ping process. Burke reviews the genesis of customer experience management,
describes available tools for tracking shopper behavior and measuring store per-
formance, and discusses two case studies which illustrate the use of tracking re-
search in retail settings. The chapter concludes with a discussion of the challenges
in conducting computer-based observational research and future directions.

Applications of Intelligent Technologies in Retail Marketing

Most large retailers today have made efforts to create data warehouses that com-
bine the massive databases formed by barcode and/or RFID systems together with
the data coming from typically disparate on-line transaction processing (OLTP)
systems (e.g., finance, inventory, and sales) at a single location. Smart and power-
ful data analyses technologies are now needed to extract knowledge from these
data warehouses as well as support decision-making in today’s increasingly com-
plex retailing operations environments. Such data analyses tools are termed ‘intel-
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ligent’ if they are adaptive, i.e., react to and learn from changes in inputs from
their environment. This chapter by Vadlamani Ravi, Kalyan Raman, and Murali
K. Mantrala describes several intelligent technologies such as fuzzy logic systems,
neural networks analyses and soft computing, their advantages relative to tradi-
tional statistical methods, and their recent and potential applications in retail mar-
keting.

New Automated Checkout Systems

In this chapter, Thorsten Litfin and Gerd Wolfram describe new automated self
checkout systems that enable shoppers to scan, bag and pay for their purchases
with very little or no help from store personnel. Although this technology has
existed for more than a decade, it is still in the early stage of the diffusion process.
The authors discuss the potential benefits of automated self check out systems for
retailers, e.g., lower costs and greater flexibility, as well as for customers such as
shorter queues, a faster checkout process, more privacy and greater control of their
purchasing. However, customer’s acceptance of such systems is crucial for their
success. The authors describe primary research based on a conceptual model of
customer acceptance that was conducted at METRO Group’s Future Store to learn
more about the prospects for self checkout systems and differences between users
and non-users of such systems. Based on the findings of this study and other em-
pirical research, the authors offer directions on how vendors of these systems and
retailers can encourage greater customer acceptance of these systems in the future.

Market Trends

Understanding Retail Customers

Retail customer behavior is the focus of this chapter by Mark Uncles. The chapter
begins with a retrospective assessment of our understanding of retail customers,
paying particular attention to patterns of consumer choice. Based on this assess-
ment, the author concludes that considerable advances have been made in the
analysis and understanding of what customers buy, how much they buy, at what
price, and so forth. Nonetheless, there remain many unresolved issues and under-
standing these is becoming harder because the customer landscape is changing,
indeed a buyer-centric revolution is taking place in retailing, under the influence
of four forces of change: the rise of technologically-savvy customers, the spread-
ing fad and fashion-consciousness of retail customers, the growing importance of
experiential shopping, and increasing consumer assertiveness. Uncles discusses
how these forces of change are having an impact on consumer choices and pre-
senting new challenges for retail analysts.
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Future Trends of Multi-channel Retailing

Retailers find themselves in an increasingly complex environment shaped by the
rise of new competing channels and store formats on the one hand, and, on the
other hand, consumers who demonstrate multi-channel shopping behavior and
needs structure. In this chapter, Peter Sonneck and Soren Ott describe these two
trends and the challenges they pose for individual retailers endeavouring to inter-
pret consumers’ multi-channel shopping process and satisfy their individual needs
and requirements. The authors propose a framework to perform such analyses and
offer guidelines for how retailers can react to multi-channel shopping behaviour
and develop their related strategies. The authors conclude that the future belongs
to multi-channel rather than single-channel retail organizations, particularly those
that offer a network of channels, rather than a ‘parallel configuration,” and store
formats that are transparent to consumers.

Retail Competition

This chapter by Edward J. Fox and Raj Sethuraman focuses on key trends and
evolving issues in the two types of prevailing competition —within- and between-
format—among packaged goods retailers, e.g., grocery stores and mass merchan-
disers. The authors organize their discussion around four key dimensions of retail
competition: price, variety, assortment, and store location. They note that there is
a trend of increasing between-format competition as all retailers extend their
product offerings to provide one-stop shopping convenience for their customers.
On the other hand, since consumers want more locational convenience with lim-
ited assortments, retailers respond with smaller store formats (e.g., dollar stores,
Wal-Mart Neighborhood Markets). International expansion, consolidation within
formats, and multi-channel retailing are discussed as the major within-format
competition trends. Finally, both between- and within-type competition are af-
fected by the trend of retailers moving off the mall to standalone or strip center
locations.

Trends in Retail Management
Part I1I of this book consists of a total of eleven chapters that cover People, Prod-

uct Assortments, Pricing, Distribution, Promotions, Marketing Communications,
and Supply Chain Management.
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People

New Challenges in Retail Human Resource Management

This chapter, written by Julia Merkel, Paul Jackson and Doreén Pick, describes
the critical role of Human Resource Management (HRM) in the formulation and
execution of business strategies of international retailers. Rapid changes in retail-
ing business necessitate new concepts and solutions in HRM. The authors give an
overview of these changes, which include both external developments, e.g.,
changes in consumer behavior, selling formats and the competitive landscape, and
internal changes such as those related to corporate governance and information
technologies, and the new challenges they pose for HR managers of international
retailers. The authors emphasize that it is HR managers’ responsibility to ensure
that the organization’s business strategy adapts to cultural differences of diverse
countries as well prepare a diverse workforce for the future world of retailing
business. The chapters outline a series of steps to be taken by HRM of retailers to
meet these goals.

Product

Retail Assortment: More # Better

Retailers have assumed that larger product assortments better meet consumer
needs. Thus, the number of products offered within retail categories has escalated
in recent years despite higher inventory costs and greater risk of out-of-stocks. In
this chapter, Susan M. Broniarczyk and Wayne D. Hoyer review recent research
that questions this conventional wisdom and show that more product assortment
does not necessarily lead to a better shopping experience for the consumer. The
authors focus on four questions: 1) How do consumers perceive assortment?; 2)
How should assortments be organized?; 3) How do marketing mix variables inter-
act with assortment?; and 4) How does assortment affect consumer choice? The
authors’ review of research indicates that through selective reduction and proper
organization, retailers can shrink the number of products offered without lowering
consumer perceptions of assortment. Moreover, shoppers seem more satisfied with
their shopping experience and more likely to make a purchase from smaller prod-
uct assortments. Thus, having an optimal rather than simply large assortment is
critical for retailers. New technology such as RFID tags is expected to facilitate
such assortment management.

Out-of-Stock Situations: Reactions, Antecedents, Management Solutions, and a
Future Perspective

Out-of-stocks (OOS) remain an issue of concern for many retailers as they can
have strong negative consequences for them, including lost sales opportunities and
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consumer complaints. In this chapter, Peter C. Verhoef and Laurens M. Sloot re-
view findings from empirical studies of consumer reactions towards OOS situa-
tions, the antecedents of these reactions and management solutions to reduce
0OS. Surveys indicate that the most prevalent consumer reactions to OOS are
brand switching and postponement of the purchase. Important antecedents of these
reactions relate mainly to the brand and the product, such as brand equity. The
authors also discuss new developments such as the adoption of RFID technology
and automated store ordering systems and their likely impact on OOS in the fu-
ture. They predict that the use of these new technologies will substantially reduce
OOS in the coming years.

Pricing

Recent Trends and Emerging Practices in Retailer Pricing

Ruth N. Bolton, Venkatesh Shankar and Detra Y. Montoya identify and examine
the impact of four major retailing trends, namely, retail consolidation, changing
manufacturer practices, advances in technology, and the emergence of e-tailing,
on retailer pricing practices. In this new retailing environment, there is a renewed
emphasis on profitable pricing strategies. Specifically, the authors’ analysis of
successful pricing strategies suggests a movement toward customized pricing
which they examine in depth utilizing a six-step pricing architecture. The authors
anticipate that in the future, there will be movement away from heavy trade allow-
ances, increased customization to local conditions, greater pricing flexibility, and
more multi-channel consistency of retailer pricing.

Retail Pricing — Higher Profits Through Improved Pricing Processes

In this chapter, Hermann Simon, Andreas von der Gathen and Philip W. Daus
identify three major drivers of profit: price, volume and costs. Despite the enor-
mous impact of price on profits, and the huge potential for improvement in the
area of pricing, retailers have paid very little attention so far to the optimization of
pricing processes. Prices are still set on the basis of intuition and subjective judg-
ment rather than being developed in a systematic manner, leading to reduced mar-
gins and lower profitability. To tap new profit potential, retailers should establish
superior pricing processes. This article gives an overview of key elements of pric-
ing processes and develops a five-step scheme for implementing improved pricing
processes, beginning with the formulation of strategic guidelines and ending with
how to establish a control and monitoring system for pricing.
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Distribution (Place)

Current Status and Future Evolution of Retail Formats

In this chapter, Dieter Ahlert, Markus Blut and Heiner Evanschitzky survey the
current retail landscape of G8 countries. The authors observe that each national
economy has its own retail structure and there is variation in the development and
significance of retail formats across countries. Further, retailers who dominate
selected formats in their domestic market have been quite successful in transfer-
ring these same formats to other countries. The authors also note that there is po-
tential in specific underdeveloped retail markets for the introduction of particular
retail formats by national or international retailers. Thus, this comparative analysis
of the current status of the retail landscape in various G8 countries offers insights
into how retailing in these countries will evolve in the future.

Electronic Retailing

It has frequently been emphasized that there are several unique benefits and limi-
tations offered by an electronic channel as compared to store and catalog channels.
In his chapter on electronic retailing, Barton A. Weitz discusses the classes of mer-
chandise and services being sold through the electronic channel today and likely to
be sold in the future, the retailers who are best positioned to successfully sell mer-
chandise and services through an electronic channel, the growth of multi-channel
retailers and the issues they face, and specific opportunities and problems involved
in selling through an electronic channel, such as personalization, privacy, pricing,
and fulfillment. The chapter also offers some projections of the worldwide growth
of electronic retail sales in the future.

Operations, Promotion, and Marketing Communications

Supply Chain Management in a Promotional Environment

Grocery retailer supply chains in Europe are characterized by high promotion
intensity. For example, promotions of selected items such as diapers from Procter
& Gamble are frequently used to drive store traffic to gain market share and visi-
bility. This chapter by Arnd Huchzermeier and Ananth V. Iyer focuses on supply
chain management issues associated with products frequently on promotion. The
authors emphasize the need for an accurate forecast of the demand impact of such
promotions and its role in affecting orders and inventories. Their approach ac-
counts for demand forecasting, coordination issues with suppliers and the man-
agement of logistics to the store. This problem is complicated by the consumer
choice of package size and purchase quantity in a competitive environment. The
chapter includes a state-of-the-art review of the relevant literature and a discussion
of current research insights on the benefit of manufacturer-retailer collaboration in
such an environment.
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Sales Promotions

The chapter by Karen Gedenk, Scott A. Neslin and Kusum L. Ailawadi aims at two
objectives. First, the authors take a look at what is known about the effectiveness
of retailer promotions so far. Retailers have been using sales promotions like tem-
porary price reductions, coupons, displays, and feature advertising for a long time
and a lot of research has been done on their effects. Gedenk, Neslin and Ailawadi
review which promotion instruments retailers may use, which effects these promo-
tions may have on sales and profits, and what is known about the strength of these
effects. Second, the authors look at the opportunities for sales promotions that
arise from new technologies like loyalty cards, personal shopping assistants, elec-
tronic shelf labels, and electronic advertising displays. First, these technologies
allow retailers to give consumers more targeted information on promotions at the
point-of-purchase. For example, consumers may be alerted to a promotion for
detergent, when their shopping cart is close to the detergent aisle. Second, retailers
may use the technologies to target not information, but the promotion itself. For
example, loyalty card data can be used to target coupons at specific consumers.
Third, the new technologies may be used to enhance cross-selling. The authors
review the new technologies available, as well as the opportunities arising from
them for more effective retail promotions in the future.

Understanding Customer Loyalty Programs

Loyalty programs (LPs) have become an extremely prevalent marketing tool
across a large number of industries. In particular in retailing, LPs are in many
cases a critical part of the entire offering. Despite the prevalence of LPs, there are
still many open questions regarding their efficiency and effectiveness. Werner J.
Reinartz addresses this aspect in his chapter by generating structured insights
around the strategic management of LPs. First, his chapter gives a descriptive
overview with respect to the different types and design characteristics of LPs.
Following this overview, the chapter discusses the specific possible roles that LPs
play as a marketing instrument, that is, “What are the various managerial objec-
tives of introducing a LP?”. Finally, the chapter summarizes the findings from
recent academic research around LPs, addressing the question of why different
LPs have been more or less successful in reaching their objective. The chapter
concludes with a summary and an outlook on future LP issues.

Integrated Marketing Communications in Retailing

The key challenge for retailers in the near future is to build strong brands by or-
chestrating new in-store technologies that facilitate real-time communication (e.g.,
RFID, wireless sensors, ubiquitous and mobile computing, personal shopping
assistant or “smart carts”) with the usual out-of-store branding communications to
customers (e.g., print advertisement). To accomplish this goal, retailers will find
the concept of Integrated Marketing Communications (IMC) relevant for designing
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profitable marketing strategies. In this chapter Kalyan Raman and Prasad A. Naik
review the genesis and definition of IMC, present the standard multimedia model
of communications, and elucidate the emerging results from the IMC model that
reveal how retailers should act differently when determining the communications
budget amount and its allocation in the presence of synergies. In addition, the
authors discuss the effects of uncertainty on the profitability of IMC programs.
Finally, the authors extend the IMC framework to futuristic retailing and identify
new research avenues.
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Retail Success and Key Drivers

The global retail landscape is changing in some dramatic ways. Retail sales are
currently improving. At the same time, competitiveness of both the U.S. retail and
global marketplace is escalating. Whereas category dominant retailers were once
the store of choice for a variety of products, chains like Wal-Mart, Carrefour,
METRO Group, Tesco and Target have taken over in most categories ranging
from toys to jewelry. As the world’s leading retailer, Wal-Mart has a formidable
history of providing greater value to consumers than its competitors, in part due to
its innovative supply chain management. French-based Carrefour, the world’s
second largest retailer, operates five different formats in 30 countries (but not in
the United States).' Based in Germany, METRO Group is ranked fourth in global
sales after Wal-Mart, Carrefour, and Tesco, and it operates four different types of
retail formats in 32 countries (Table 1).

Costco is the sixth largest retailer in the U.S. and the ninth largest in the world.”
It has developed a unique retailing strategy that has allowed it to outperform other
warehouse club stores such as Sam’s Club. A critical component of their strategy
is value-based pricing. They generally do not markup merchandise more than
14 %, compared to most supermarkets and department stores who markup prod-
ucts 25 and 50 %, respectively. They also create a lot of excitement by offering lim-
ited assortments of prestigious merchandise, such as Waterford Crystal, Polo/Ralph
Lauren apparel, and fine diamonds. Their total assortment is about 4,000 stock
keeping units (SKU), compared to about 150,000 SKU in a typical Wal-Mart store.

' «2006 Global Powers of Retailing,” Stores, January 2006, pg. 16.
% Fink, Jim. “The Best Blue Chip for 2007: Costco,” The Motley Fool, November 9, 2006.
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Table 1. Top 10 Global Retailers

Company Origin Z‘SO?)I; sillln€ employees ];33;( ];33: ]:;;:
(billion, net)
Wal-Mart Stores, Inc UsS 270.88 2,000,000 1 1 1
Carrefour SA* France 82.15 490,042 2 2 8
Tesco plc UK 67.98 440,000 3 5 18
METRO Group Germany 64.34 280,000 4 4 4
Home Depot, Inc. uUsS 55.94 300,000 5 3 24
CVS Caremark Corp. [N} 55.81 190,000 6 - -
The Kroger co. Us 50.75 323,000 7 6 13
Schwarz Group Germany 49.60 260,000 8 10 33
Costco Wholesale Corp. | US 47.78 127,000 9 7 12
Target Corp. usS 45.79 366,000 10 - -

* inclusive Joint Venture
(Source: METRO Group)

This highly edited assortment creates a sense of urgency for their customers — buy
it now or it will be gone tomorrow. While a typical grocery store might carry ten
brands of ketchup in three different sizes, Costco will carry only one SKU. It has
also taken a very proactive orientation towards its employees, and compensates
them generously. Although Costco’s innovative approach has proved to be suc-
cessful, they continue to look for new ways to offer exciting products, prices, and
retailing experiences.’

Significant consolidation by big players such as the acquisition of May De-
partment Stores by Federated Department Stores, expansion of existing retailers
into new geographic areas and into new channels, forward integration by manufac-
turers, and dramatic improvements in productivity are all shaping this increasingly
competitive industry. This leads to more over storing — a disproportional increase
in the number of retailers in relation to the growth in the population — in more and
more markets. In this environment, customer retention is becoming difficult as
shoppers become savvier, willing to shop at a wide variety of stores and across a
broad range of retailing formats (see, e.g., Weitz, Whitfield, Ott in this book).
Indeed, a number of market pressures are forcing retailers to consider how to pro-
vide customers with greater perceived value than competitors.

The global business environment has not been kind to retailers since 9/11.
The confluence of a number of factors adds to their challenges: deflation, high
unemployment, lower consumer confidence, accounting irregularities, terrorism,

3 Matthew Boyle, “Why Costco is So Addictive,” Fortune, October 25, 2006.
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war in Iraq, ethnic violence in many parts of the world, higher oil prices, and a
drop in tourism. Retailers are responding to these challenges in a variety of
ways. Some are rising to the challenges and entrepreneurially launching new
formats, while others are remaining competitive by driving down costs using
sophisticated communication and information systems to manage their busi-
nesses. For example, at the 12,105 Seven Eleven stores in Japan, each cus-
tomer’s market basket is scanned. These data are sent via satellite and the Inter-
net to corporate headquarters. Headquarters then aggregates the data by region,
product, and time, and make that information available to all stores and suppli-
ers by the following morning. Orders for fast food and fresh food items are
placed three times a day, magazines once a day, and processed food items three
times a week. Because of the stores’ limited size, deliveries are made 10 times a
day.* Those retailers who do not respond quickly in appropriate ways find them-
selves floundering and being forced to take a deep hard look at their businesses,
at times taking refuge behind bankruptcy protection.

High Innovative
" 4
[)}
B |
q..“:-’ Value I
(o) Big Middle Segment
s I
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= |
* I
h 4
Low Price —_— O e e e ..
P In Trouble
Low
L Relative Price High -
Exit
Retailing

Fig. 1. Retail Landscape
(Source: Levy, Grewal, Peterson and Connolly (2005))

* Hau L. Lee and Seungjin Whang, “Demand Chain Excellence: A Tale of Two Retailers,”
Supply Chain Management Review, March 1, 2001, p. 40.
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Retailers facing these challenges must understand the key drivers of retail success
in order to remain viable. Building on our research and review of the various char-
acteristics of the retail industry, we present an overview of the retail landscape
framework and describe strategic levers that retailers must consider as they deliver
value to their customers.

Retailing is indeed a dynamic enterprise, and we propose a model to describe
some of the more successful retail strategies that have emerged in the last few
decades (See Figure 1).° This model describes the evolution of retail strategy
based on two dimensions: relative price, which is depicted on the horizontal axis,
and relative offerings, depicted on the vertical axis. Retailers typically fall in one
of four segments: Innovative, Big-Middle, Low-Price and In-Trouble. Retailers
occupying the Innovative segment direct their strategies toward quality-conscious
markets seeking premium offerings; Low-Price retailers appeal to price-conscious
segments; the Big Middle retailers thrive because of their value offerings, and the
In-Trouble retailers are those who are unable to deliver high levels of value rela-
tive to their competitors. We will now briefly examine each of these.

Innovative Segment

Driven by intense competition and choosy consumers, retailers like Trader Joe’s
have adopted innovative retail formats to increase the value of the shopping ex-
perience. Trader Joe’s, the specialty grocery chain, goes beyond offering quality
and variety. It carefully manages the customer experience so customers have
fun—with a friendly and helpful staff, unique product selection, a sense of discov-
ery from finding something new on the shelf, and tasty samples. Customers who
enjoy the experience will inevitably buy something they hadn’t originally intended
to. The intent is to design a unique shopping experience that integrates the con-
sumer into the process to create a lasting, pleasant memory, and ultimately a loyal
customer. Providing consumers with a stimulating experience and a sense of trial
before the purchase, and leaving a strong positive impression is the primary goal
of these retailers.

Other retailers, such as Neiman Marcus, Nordstrom, Saks Fifth Avenue and
many small designer boutiques are also enjoying robust sales. They have a loyal
following where customers enjoy the experience of shopping. This also appeals to
foreign tourists who are taking advantage of the weak U.S. dollar. High-end stores
in particular are the direct beneficiaries of this trend.

5 This section draws from: Levy, Michael, Dhruv Grewal, Robert A. Peterson and Bob Con-
nolly (2005), “The Concept of the “Big Middle”,” Journal of Retailing, 81 (2), 83-88.
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Low-Price Segment

So called “extreme value” retailers like Dollar General, Family Dollar, and 99
Cents Only Stores are typical examples of retailers in this segment. Extreme value
retailers are general merchandise discount stores that are found in either lower-
income urban or rural areas and are much smaller than traditional discount stores.
They compete by offering good value primarily through their low prices. Whereas
the “extreme value” retailers are adding stylish private brand collections and some
luxury goods like frozen shrimp to their assortment, low prices remain the center-
piece of their strategy. Double-digit growth of “extreme value” retailers shows
that stocking fast-turnaround items in 8,000 to 10,000 square foot stores is a good
business model. Moreover, they appeal to today’s time-starved consumers because
they are easy to shop, being small stores primarily located in easy-access strip
shopping centers. Even though the average dollar store transaction is only $9, the
average margin of 32 % outpaces convenience stores (29 %), drug stores (27 %)
supermarkets (31 %), discounters (24 %) and warehouse clubs (11 %) by keeping
prices in check and offering brand and product mixes valued by customers.®
Lower operating costs contribute to higher dollar store profitability. The double-
digit growth of dollar store-type operations has certainly been an eye opener for
major players, like Target, Albertsons, and Kroger who are opening dollar aisles
in their stores to compete with dollar stores.

Save-A-Lot, a wholly owned subsidiary of the grocery retailer SUPERVALU,
is an extreme value retailer that offers food at prices as much as 40 percent lower
than those of conventional supermarkets. Although Save-A-Lot, which has in-
creased its selling space by about 10 percent per year, operates more than 1,200
stores across the U.S., analysts believe that number could easily double or triple in
just a few more years. Behind Wal-Mart Supercenters, it is the fastest growing
retail chain in the United States. Save-A-Lot also is starting to roll out “combo”
stores that sell both groceries and fixed-price general merchandise. Save-A-Lot
combines the pricing power and efficiency of a Wal-Mart Supercenter with the
small-store environment of a convenience store. Save-A-Lot carries about 1,250
items, but only the best selling brands in each category. Its limited assortment
strategy allows the company to sell products quickly and avoid getting stuck with
excess inventory that eats into its profit margins.

The Big Middle Segment

Wal-Mart, Kohl’s, Lowe’s, and Best Buy are typical examples of retailers in the
Big Middle. Since the Big Middle is the source of the largest potential base of
customers, it is where most successful retailers want to compete in the long-term,

6 «p Concept that Makes Sense,” MMR Annual Report, MMR, Vol. 21, No. 8, Business
and Industry, Gale Group, Inc., May 3, 2004, p. 125.
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although it is possible to be successful in the short-term using a different ap-
proach. In fact, many of the retailers now in the Big Middle have gotten there by
way of initially providing either an innovative offering or low price or both, thus
providing superior value to customers. For example, Ann Taylor began by offer-
ing innovative products that provided customers with high levels of value through
superior benefits, whereas Target had its start by providing customers with high
levels of value through low prices for good quality goods by means of its opera-
tional excellence. Others, like Lowe’s home improvement stores, were innovative
in terms of their assortment and category dominant format, while also offering
value through its ability to build partnerships with suppliers.

Big Middle retailers have succeeded in leveraging their innovative or low-price
position to transform their niche appeal to the mass market. They own an entirely
different position in the marketplace by offering innovative merchandise assort-
ments in terms of depth and breadth at reasonable prices. Clearly, they have suc-
cessfully transformed themselves from being perceived as the innovative leaders
or the low-price leaders into a hybrid of the two that appeals to a much larger cus-
tomer base. They reposition themselves by transforming their image as either of-
fering simply innovative merchandise or low price to being retailers that provide
great value in a broader array of merchandise.

Wal-Mart has recently faltered in their expansion strategy. They have, for in-
stance, underestimated the power of labor to influence local municipalities to en-
act “store size” laws, minimum wage laws, and health care benefits. They are also
facing a number of lawsuits. Wal-Mart has responded in part by modifying their
assortment, such as offering low price prescription drugs, and expanded banking
services. It has also finally realized its “one size fits all” mentality doesn’t actually
fit all. As a result, they are customizing assortments to cater to urban areas, and
geographical and ethnic idiosyncrasies.

Once retailers move into the Big Middle, they cannot expect to rest on their lau-
rels, or they will get “in trouble” and potentially be forced to exit retailing alto-
gether. The Big Middle is a very competitive and profitable space. Other retailers
are constantly vying for consumers’ attention and a place in the Big Middle. Sim-
ply being in the Big Middle is not sufficient for long-term viability. A case in
point is conventional department stores. Once the darlings of Wall Street, they are
now considered among the dinosaurs of retailing because they have not been able
to sustain superior value through innovative offerings and high levels of service
for the mass market.

Strategic Levers for Retail Success Through Value

Retailers who successfully compete in The Big Middle provide a compelling
value proposition to the customer and are able to quickly respond to market
changes. The successful ones maintain a nimble and flexible mindset and con-
stantly monitor changes in the marketing environment. They realize that being
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flexible and being able to quickly adapt to changes in the marketplace are key to
their survival. Examples of companies that position themselves to capitalize on
market trends abound.

Consumers have become more attracted to “ethical” products which are those
that are not produced by sweatshop labor and the working conditions have met
high safety standards. In 2005 for instance, U.K. shoppers spent $50 billion on
ethical goods and services, with a concentration on clothing. U.S. demand for
ethical products is also high. An interesting derivative of “ethical” products is a
program called Product Red Label, in which a group of manufacturers and retail-
ers such as The Gap, Emporio Armani, Motorola, and Apple are producing cloth-
ing, cell phones, sunglasses and a variety of other products in sweatshop-free envi-
ronments. A portion of the profits are donated to The Global Fund to Fight AIDS,
Tuberculosis, and Malaria in Africa. ’

Retailers are adjusting their business models to include philanthropic giving as
part of its strategy. Instead of donating to charities separately from its retail busi-
ness, retailers are now marketing its products for the purpose of giving to a char-
ity. Retailers are realizing that being socially responsible is giving them a com-
petitive advantage and a lifelong positive reputation in the eyes of consumers.
Since philanthropic message is tied in to the product, the, retail experience be-
comes more uplifting and satisfying because the customers believe they are mak-
ing a difference. These products are generally very successful, which makes it a
win-win situation for both the retailer and the consumer.”

Retailers who have marketed to Generation Y since they were toddlers now be-
lieve they need to continue to follow this market as they mature. Generation Y is
characterized by people in their 20s who are now completing college and starting
their first jobs. Many retailers are actually abandoning portions of their teenage
market to focus on this older Generation Y by opening new and different concepts.
Abercrombie & Fitch, for instance started Ruehl No. 925, directed to 20-35 year
olds. Not only is the pricing higher than Abercrombie & Fitch, but the retail envi-
ronment is a “cross between a New York brownstone and a swanky boutique ho-
tel”. In 2004, Metropark, the fashion chain opened with a partly club, partly street
boutique atmosphere. The twenty-something crowd appreciates the boutique,
unique, mature atmosphere combined with the New York City club feel. °'°

Astute retailers can reap the benefits of responding to market trends. Demo-
graphic changes, emerging lifestyles centered on the home, and lower interest
rates have buoyed the sales of home furnishings companies like Ikea, Kohl’s and

7 Stephanie Hanes, “Nice Clothes — But Are They Ethical?” Christian Science Monitor,
October 15, 2006.

8 Michael Barbaro, “Candles, Jeans, Lipsticks: Products With Ulterior Motives,” New York
Times, November 13, 2006.

o Stephanie Kang, “Chasing Generation Y,” Wall Street Journal, September 1, 2006.

10 Stephanie Hanes, “Nice Clothes — But Are They Ethical?” Christian Science Monitor,
October 15, 2006.
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Williams Sonoma. Retailers that traditionally did not sell furniture like Costco,
Sam’s Club, Wal-Mart, Target and J.C. Penney have recently expanded their
furniture offerings in response to these trends. Others have been adept at pursu-
ing underdeveloped market opportunities, for example sales to particular demo-
graphic groups. Designed to appeal to women, Lowe’s has enjoyed a handsome
payoff and a strong competitive position against well-entrenched retailers like
Home Depot. In Germany, Generation Market, a supermarket chain, is redesign-
ing its stores and offerings to cater to older consumers. It is predicted that one in
three Germans will be 50+ by 2010."" The fundamental key to success lies in
retailers’ abilities to be nimble or flexible in organizing their offerings in re-
sponse to new opportunities in the market.

Best Buy has experimented in several stores with retailing and customer service
that is appealing to women. The stores have lowered its audio volume, made the
aisles wider, added play areas for children and most importantly trained its sales
people to communicate better with women. Some stores even have full-time per-
sonal shopping assistants to help female shoppers navigate the store. Other women
who do not have any interest in electronics can recline in a massage chair while a
personal shopper gets the merchandise for them.'

Store
Factors

Service
Factors

Merchandise

Value

Technology

Fig. 2. Strategic Levers Impacting on Retailing Success Through Value

' http:/abenews.go.com/WNT/Business/story?id=2883983&page=1 — February 17, 2007-
World news)

12 Chris Serres, “Best Buy Displays a Feminine Side,” Minneapolis Star Tribune, Novem-
ber 15, 2006.



Retail Success and Key Drivers 23

Central to the ability to capitalize on new opportunities is the importance of manag-
ing elements of the offering that influence consumers’ perceptions of value. Al-
though there are many factors that affect customers’ value perception, six major
levers of retail success: store factors, service factors, merchandise, price, supply
chain, and technology (See Figure 2), will be discussed. Other potential strategic
levers, such as the role of store promotions and customer loyalty management are
discussed in other chapters by Gedenk, Neslin, Ailawadi, and reinartz in this book.)

Store Factors

A key strategic value driver at the store level is developing the right combination of
format and retail environmental factors. Customers often look beyond the functional
benefits of a physical store to the overall experience it offers. Since much of the
shopping experience is rather mundane, those retailers who can distinguish them-
selves with unusual and exciting store atmospherics add value to the shopping ex-
perience. Some examples of innovative retailers that are migrating to or are in the
Big Middle because they excel at store factors are Crate and Barrel, Starbucks, Ja-
pan’s Jomo gas stations, Bass Pro Shops Outdoor World, and American Girl.

A variety of factors influence customers’ store patronage intentions, some of
which are quite subtle. Environmental cues, such as design and ambience, can
have a noticeable effect. Consumers’ perceptions of value and their subsequent
patronage are heavily influenced by their perceptions of the store’s “look and
feel.” Music, color, scent, and crowding can also significantly impact the overall
shopping experience."> The emotional responses that are induced by the store ex-
perience can have a pronounced impact on the amount of time and money spent in
the store. Therefore, the extent to which stores offer a more pleasant shopping
experience fosters a good mood, resulting in greater spending. Store atmospherics,
as they impact perceptions that shopping is a fun and enjoyable experience, are an
important strategic tool to manage properly for competitive advantage (see chap-
ters by Uncles, Burke, in this book).

Service Factors

Given the time and effort that is invested by retailers to attract customers into their
stores, it is amazing how so many retailers pay little attention to customer service.
It is common to visit a retail store and see half-filled shopping carts abandoned by

13 Baker, Julie, A. Parasuraman, Dhruv Grewal and Glenn Voss (2002), “The Influence of
Multiple Store Environment Cues on Perceived Merchandise Value and Patronage Inten-
tions,” Journal of Marketing, 66 (April), 120-141. Spangenberg, Eric R., Ayn E. Crow-
ley, and Pamela W. Henderson (1996), "Improving the Store Environment: Do Olfactory
Cues Affect Evaluations and Behaviors?" Journal of Marketing, 60 (April), 67-80. Hui,
Michael K. and John E.G. Bateson (1991), "Perceived Control and the Effects of Crowd-
ing and Consumer Choice on the Service Experience," Journal of Consumer Research,
18 (September), 174-184.
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shoppers who were tired of waiting for their turn at the check-out, or to see shop-
pers looking for a particular item they wanted to purchase but could not find a
service provider to assist them in locating the item or provide the information they
need to ensure it is the right item. But those retailers who do provide great cus-
tomer service distinguish themselves from their competitors, and therefore add
significant value to their offering. Innovative retailers that are migrating to or are
in the Big Middle because they excel at service factors are American Girl, Build-
A-Bear, Trader Joe’s, Best Buy, Container Store, and Lowe’s.

One of the main drivers of good customer service is the convenience that a par-
ticular store provides. Retailers need to ensure that their store service personnel
are well trained to provide five sources of convenience: decision convenience,
being able to provide customers with appropriate information so they can make
informed buying decisions; access convenience, making sure they know where
merchandise is and will assist customers in finding it; transaction convenience,
training to facilitate transactions such as check-out and returns; benefits conven-
ience, helping customers understand the benefits of the products and services that
will result in a more enjoyable experience; and finally post-benefit convenience,
providing the training and empowerment to rectify post-purchase problems.'
Retailers that attend to aspects of customer service can contribute to customer
perceptions of value, resulting in a strong competitive position.

Merchandise

Most retailers devote a tremendous amount of time and effort to merchandise
management. Retailers who excel in merchandise management do so in one of two
ways. First, they can concentrate on finding unique merchandise that appeal to
their target customers (for more discussion of consumers’ perceptions of retailers
merchandise assortment, see chapters by Broniarczyk and Hoyer in this book).
Second, they can be certain that enough merchandise is where the customer wants
it, when she wants it. Those who can do both, like Spain’s Zara or Sweden’s
H&M, are even more likely to provide superior value for their customers. Innova-
tive retailers that are migrating to or are in the Big Middle because they excel at
merchandise management are Wal-Mart, Carrefour, METRO Group, Urban Out-
fitters, Trader Joe’s, Crate and Barrel, Starbucks, American Girl, Build-A-Bear,
Target, Dollar General and other “extreme value” retailers.

Generally speaking, greater product variety leads to higher sales levels, how-
ever, retailers do not have the luxury of simply adding more inventory in an era
where productivity in merchandise management is essential to long-term viability.
Innovative merchandise management can be both a challenge and an opportunity
especially for multi-channel retailers. Some retailers, such as Staples, have taken

4 See Berry, Leonard, Kathleen Seiders and Dhruv Grewal (2002), “Understanding Service
Convenience,” Journal of Marketing, 66 (July), 1-17.
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slower moving SKUSs out of their physical stores, but made them available either
through in-store computer kiosks or over the Internet. Such a system brings value
to both the retailer and their customers. Customers benefit because they can ac-
quire items that might be unavailable otherwise. Retailers benefit by making the
best use of their inventory investment.

Price

Price is a critical factor that consumers consider in ascertaining the overall value
of an offering, i.e., whether or not the benefits of the exchange outweigh the sacri-
fices. Understanding what the customer is being asked to give up in an exchange
for what they get is therefore key to the ability of the retailer to deliver superior
value. Marketers should carefully determine the price of a good based on the value
of what is being offered in the mind of the potential buyer. Retailers that are mi-
grating to or are in the Big Middle because they excel at the pricing factor are
Wal-Mart, Target, Carrefour, METRO Group, Trader Joe’s, Zara, H&M, Kohl’s,
Lowe’s, Dollar General and other “extreme value” retailers.

Until recently, retailers typically based their initial pricing and subsequent mark-
down decisions on arbitrary rules that they believed had worked well in the past."
Fortunately, a few specialized firms recently have developed software packages to
assist retailers in making these important pricing decisions. Some of the largest re-
tailers in the country (e.g., Home Depot, J.C. Penney) have invested millions of
dollars in sophisticated pricing optimization software. The Canadian apparel retailer
Northern Group Retail Ltd. started using Oracle’s price optimization software and,
in a test, was able to generate $60,000 of additional gross margin dollars on one
stock keeping unit (SKU) by holding its outerwear at full price, though prior experi-
ence indicated that it should have reduced the cost by 30 percent.

Similarly, price and promotion optimization software developed by SAP’s
KhiMetrics has been implemented successfully by top retailers in the grocery,
drug, electronics, specialty, and mass merchandising fields. Results from con-
trolled field experiments demonstrated that gross margin increased five to 15 per-
cent, depending on the retailer’s margins, and the results were consistent across
retail industries.

The monetary price of an offering is the only strategic lever of retail success
that generates revenue. It is also one of the most conspicuous sacrifices that con-
sumers make in the value exchange, although the real retail price should be
thought of in terms of the monetary cost as well as the time and energy it takes to
acquire a product. Retailers can lower the total cost of acquiring a product by ei-
ther setting a low monetary price or by reducing the time and effort expended by
customers.

15 This section draws from, Levy, Michael, Dhruv Grewal, Praveen Kopalle and James
Hess (2004), “Emerging Trends in Pricing Practice: Implications for Research,” Journal
of Retailing, 80 (30), xiii-xxi.
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Supply Chain

In times of slow or no sales growth, rising expenses, and increased difficulty find-
ing great locations, a managerial acumen toward supply chain management can
generate significant profits straight to the bottom line. This involves efficiently
and effectively integrating one’s suppliers, manufacturers, warehouses, stores, and
transportation intermediaries into a seamless value chain so that merchandise is
produced and distributed in the right quantities, to the right locations, and at the
right time, in order to minimize system-wide costs, while satisfying the service
levels required by its customers. Retailers that are migrating to or are in the Big
Middle because they excel at supply chain management are Wal-Mart, METRO
Group, 7-Eleven Stores in Japan, H&M and Zara.

To illustrate the power of supply chain management for providing customer
value, consider Spain’s Zara, which runs about 1,500 fashionable clothing stores
in 72 countries (including 41 in the United States). The chain has annual sales of
over 6.8 billion Euro, an impressive number for a chain founded just almost 35
years ago. Zara produces the majority of its own clothes, and makes over 40% of
its own fabric.

Zara also operates its own worldwide distribution network. Controlling the
supply chain gives Zara the flexibility that its competitors can only dream about. It
allows Zara to operate with virtually very little inventory build ups because its
stores get deliveries twice a week, and newly supplied items rarely remain on the
retail shelves for more than a week. In fact, Zara has mastered the art of quick-
response (QR) inventory system with a vengeance. Zara takes only four to five
weeks to design a new collection and then about a week to manufacture it. Its
competitors, by comparison, need an average of six months to design a new col-
lection, and another three weeks to manufacture it.

The company accomplishes this by adding value through an astute use of in-
formation and technology. All of its stores are electronically linked to the Com-
pany’s headquarters in Spain. Store managers together with a fleet of sharp-eyed,
design-savvy, trend-spotters in Zara’s staff routinely prowl fashion hot-spots such
as university campuses and happening night clubs. Their job is to function as
company’s eyes and ears, to spot the next wave. Using wireless, handheld devices,
they send images back to corporate headquarters so that designers can produce
blueprints for close-at-hand manufacturers to get stitching and produce garments
that will be hanging in Zara stores within weeks.

In effect, Zara’s designers have real-time information when deciding with the
commercial team on the fabric, cut, and price-points of a new line of garments.
This combination of real-time information sharing and internalized production
means that Zara can work with almost no stock and still have new designs in the
store twice a week. Customers love the results of this high-velocity quick-response
operation — they queue up in long lines at Zara’s stores on designated delivery
days, a phenomenon dubbed “Zaramania” by the press.
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Technology

The use of technology goes hand-in-hand with superior supply chain management.
It is not surprising therefore, that the same retailers who we believe are migrating
to or are in the Big Middle because they excel at supply chain management also
utilize superior technology.

These successful retailers use technology throughout their supply chain. Most
retailers collect sales data at the point-of-sale. It is what is done with the data after
it is collected that separates superior retailers from the rest. As we noted in the
Zara example, retailers can use sales data to work closely with their suppliers to
plan production and inventory replenishment. Advanced systems like CPFR (col-
laboration, planning, forecasting, and replenishment) use the data to construct a
replenishment forecast that is shared by the retailer and vendor before it is exe-
cuted (see e.g., chapter by Huchzermeier, Iyer in this book).

Some retailers, notably Wal-Mart and METRO Group, are experimenting with
radio-frequency-identification (RFID) technology. Wal-Mart has mandated that by
2006, all shipments to their distribution centers must have their cases and pallets
fitted with RFID tags—tiny computer chips that can automatically transmit to a
special scanner all of the information about a container’s contents or about indi-
vidual products. The prospect of affordable tags is exciting the supply chain. If
every item in a store were tagged, RFID technology could be used to locate mis-
laid products, to deter theft, and even to offer customers personalized sales pitches
through displays mounted in dressing rooms. Ultimately, tags and readers could
replace bar codes and checkout labor altogether.

A retailer or consumer goods maker using RFID could cut total warehouse la-
bor costs by nearly 3 percent, chiefly through more efficient receiving, shipping,
and exception handling. More promising still are the potential effects of RFID on
vendor-managed inventory systems. By exchanging the information gleaned from
RFID readers over the Internet, a consumer goods maker could manage its own
stock replenishment for key customers more efficiently, saving both parties 20 to
40 percent or more in inventory and out-of-stock costs.

Purchase data is also the basis for advanced CRM (customer relationship
management) programs. CRM is a business philosophy and set of strategies,
programs, and systems that focuses on identifying and building loyalty with a
retailer’s most valued customers. Loyal customers are the backbone of any suc-
cessful retail enterprise because they are the most profitable. CRM programs, or
loyalty programs as they are commonly called, can be as simple as a punch-card
at a sandwich shop to very complex programs used by airlines and high-end
specialty shops and department stores like Neiman Marcus and Harrods (see
chapter by Reinartz in this book).

Retailers are experimenting with physical technologies as well. Some stores,
like Staples, are utilizing in-store kiosks to help customers and store employees
learn about merchandise and order items that the stores to not stock. METRO
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Group’s store of the Future Initiative includes self-scanning devices and innova-
tive check-out systems enabling the customer to pay without a cashier and result-
ing in shorter waiting periods at the check-out (described in chapter by Kalyanam,
Lal, Wolfram in this book). Customers will also carry small computers that will
help them find products and receive important information.

Retailing Challenges and Trends for the Future

A number of enormous challenges face retailers in the 21* century.

Trend 1: Consolidation in the Retailing Industry

Numerous retailers are facing imminent problems since they are unable to deliver
high levels of value relative to their more astute competitors. As a consequence,
significant consolidation by big retailers is likely to take place, e.g., the acquisition
of Sears by Kmart and the merger of May Department Stores with Federated
Stores, Inc.

Trend 2: Value Is Key

Successful retailers are developing strategies that offer customers greater value
over competitors’ and are sustaining them over time. To do so, they are focusing
their energies on creating centers of excellence, such as connecting with their
customers, being a leader in terms of the merchandise and assortment that they
provide, and having excellent operations in place. Although retailers that provide
value don’t always do so at a low price, extreme value retailers like Dollar Gen-
eral are expected to continue to take share of wallet from the retailers that have
traditionally appealed to lower income, treasure hunting, and otherwise value-
conscious consumers.

Trend 3: Being Innovative

Retailers are more and more experimenting with their store formats. Additionally,
they are effectively designing and managing the various strategic levels to en-
hance the overall customer shopping experience. The problem with being known
as an innovative retailer is that it can only remain innovative as long as its cus-
tomers believe the innovations are fresh and exciting. Recall, department stores
were once thought of as being an innovative retail format. Thus, innovative retail-
ers must continuously implement new ideas or else their customers will begin to
view them as being “old hat.”
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Trend 4: Cost Controls

Successful retailers, particularly those competing in the low price segment and
many in The Big Middle, are efficient and effective in integrating their suppliers,
manufacturers, warechouses, stores, and transportation intermediaries into a seam-
less value chain, in order to minimize system-wide costs, while satisfying the ser-
vice levels required by its customers. They are seeking out and using innovative
technology throughout their supply chains, to reduce costs and provide value for
their customers.

In the last few years, some of the largest retailers in the U.S. have invested in so-
phisticated merchandise optimization techniques that help them make decisions
about planning assortments, initial pricing, buying, allocation of merchandise to
stores, promotion, planning replenishment (rebuys), space management (plano-
grams), and markdown pricing. These techniques enable retailers to better control
costs, buy, allocate, and promote the right merchandise, and price and markdown
merchandise. By utilizing these techniques, customers get what they want, which
translates into loyal customers and in many cases a competitive advantage.

Conclusion

It is important to understand that we are not proposing value-cost trade-off. On the
contrary, retailers who pursue simultaneously cost control and value differentia-
tion will succeed in the coming decade. Established retailers must create diversi-
fied and innovative retail formats that industry has never offered. Profitability will
come from their ability to deliver, efficiently these innovative formats, both from
the cost and operational perspective.
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At the end of 2007, Germany’s METRO Group had over 280,000 employees and
an annual turnover of 66 billion Euro making it the fourth largest retailer in the
world behind Wal-Mart (a turnover of 271 billion Euro), Carrefour (82 billion
Euro) and Tesco (68 billion Euro). Further, nearly 60% of METRO Group’s
revenues came from outside Germany. The story of the growth and transforma-
tion of METRO Group from its humble beginnings in the Ruhr valley of Ger-
many just 45 years ago to its present size and scope as a global retailing group is
an interesting and important case study, particularly from the viewpoint of pro-
viding insights into successful international retailing and global expansion. In
this chapter, we describe and review METRO Group’s history and strategies
within and outside of Germany, drawing lessons and implications for retailers
interested in international growth.

The METRO Group today, whose management holding group is METRO AG
in Germany, is comprised of four major sales divisions: The “Cash & Carry”
(C&C) stores of the affiliated Metro and Makro companies which make this
Group the worldwide leader in self-service wholesaling, the Real chain of food
hypermarkets, the nonfood specialty stores chains Media Markt and Saturn which
are the leading consumer electronics stores in Europe and the Galeria Kaufhof
department store chain. Altogether, METRO Group now has a presence in 32
countries and its four sales divisions together have almost 2,200 locations distrib-
uted as follows: 655 Metro and Makro Cash & Carry outlets in 29 countries; 439
Real outlets in five countries; 768 Media Markt and Saturn outlets in 16 countries;
141 Kaufhof outlets in two countries.
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Metro Cash & Carry History and Evolution
The Introduction of Cash & Carry Format

The history of the METRO Group began with the introduction of the fundamen-
tally new distribution concept of self-service wholesale, or more simply the “Cash
& Carry” concept, into Germany by Otto Beisheim. The first Metro Cash &
Carry self-service wholesale store opened its doors in 1964 in Miilheim/Rubhr,
followed shortly by a second in Essen the same year. The “Cash & Carry” prin-
ciple means that the customers select their merchandize at the store, pay in cash
and transport it all by themselves. Further, the Cash & Carry concept is essen-
tially a B2B (business-to-business) wholesale format, aimed at supplying the
needs of “professional customers”, i.c., buyers of other organizations and insti-
tutional customers such as retailers, restaurant owners, service companies, canteens,
cafeterias or hotels. The aim was to sell products of any type required by pro-
fessional customers, on a permanent basis and in large quantities and formats,
all at a favorable wholesale price and of a high quality. The concept required
professional customers to become members before they could shop at Metro
Cash & Carry stores. Membership cards were issued to customers only after
they were authenticated as institutional buyers. “From professionals for profes-
sionals” was the company’s motto.

Otto Beisheim’s idea and concept was distinctive, timely and appealing to insti-
tutional customers as traditional home delivery wholesale at the time was unable
to meet the demands of the continuously growing medium-sized businesses during
this period of the post-World War II German “economic miracle”. Metro Cash &
Carry’s first store in Miilheim had a much larger selling space (14,000 sqm) than
the traditional wholesale store at that time, enabling it to offer a distinctly more
comprehensive and diverse assortment, over 20,000 food items and 30,000 non-
food products, under one roof. In particular, restaurant owners and food retailers
among its customers benefited greatly from the large assortment of fresh food
products. Also, being a “wholesaler” rather than traditional retailer, German regu-
lations allowed Metro Cash & Carry stores to be kept open for longer hours (until
10 PM on weekdays) than traditional retailers and grocers who had to close by
6:30 PM. The longer hours were convenient for professional buyers who had more
time to shop for supplies after their own business day hours were over.

Metro Cash & Carry Expansion in Germany

Metro Cash & Carry opened another three stores in Germany in 1967 and continu-
ously extended the network in the following years. Today, at least one wholesale
store can be found in every major German city. Metro Cash & Carry also does not
face any major competitors in the Cash & Carry trade segment. The only other
significant player in this domain is Fegro/Selgros which is still a relatively small
player (but nonetheless taken very seriously by the METRO Group).
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Entering New Businesses in Germany

In the mid-1980s, motivated by the goals of growth, expansion and building big-
ger and better stores with more personalized service in other retailing sectors,
Metro Cash & Carry management acquired two big retail companies in the food
sector (Massa, Meister) and a share in the Kauthof department store chain. The
latter acquisition faced resistance from anti-trust authorities in Germany until the
early 1990s when consolidations in the retail industry became a trend. Subse-
quently, the anti-trust opposition diminished and METRO AG finally acquired
Kaufhof and integrated it into their expansion effort.

In the remaining sections of this chapter, we focus on the international growth
history and strategy of Metro Cash & Carry’s operations.

International Expansion of Metro’s Cash & Carry Business

The overall success of the Metro Cash & Carry concept is not only demonstrated by
millions of satisfied customers but also by the business figures: At annual sales of
over 33 billion Euro in fiscal year 2008 and a net operating profit (EBIT) of over
Euro 1.3 billion Euro, this is the largest sales division of METRO Group. Interest-
ingly, Almost 83 % of Metro Cash & Carry’s growing revenues now come from
outside Germany. Worldwide, in 2008, this sales division of METRO Group em-
ployed more than 110,000 people at 655 locations (a combined total selling space of
5.2 million square meters) in 29 countries. Metro Cash & Carry operates in these
different countries with three store formats: Classic, Junior and Eco. With a selling
space of 10,000 to 16,000 square meters, Classic is the predominant store format in
Germany while the smaller formats Junior and Eco are mainly found abroad.

Strategic Objectives of Metro Cash & Carry Internationalization

A primary goal of Metro Cash & Carry’s internationalization effort is to attain and
maintain a leadership position in both the Western and Eastern European markets.
Expansion to the US is not on the cards yet as Metro Cash & Carry sees the US
market as intensely competitive with some of the world’s oldest, biggest and
strongest retailers operating there. Further, compared to the US, Metro Cash &
Carry feels there is much greater untapped potential left in Eastern Europe and in
Asia. Next, Metro Cash & Carry’s international expansion strategy is to grow
organically rather than via acquisitions of new retailing businesses as it earlier did
in Germany. The company’s experience with those previous ventures taught it that
organic growth, i.e., growing from within, rather than new company acquisitions
is the way to go, because organic growth allows them to keep their culture and
closely adhere to their basic business concept, making it easier for employees to
understand and execute the growth strategy. In particular, Metro Cash & Carry has
found it is much easier to replicate its concept in other countries than by buying a
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new company, transferring knowledge, and managing a typically painful process
of changing to Metro Cash & Carry’s way of doing business. The latter usually
entails significant losses of people and time. In contrast, with the right people and
resources in place, Metro Cash & Carry has found organic expansion of its opera-
tions to be much more successful.

Internationalization History

Metro Cash & Carry started looking beyond its national borders quite early on. The
first step was taken in 1968 through the partnership with the Dutch business group
Steenkolen Handelsvereeniging (SHV), which was the basis for the founding of Ma-
kro Zelfbedieningsgroothandel. The SHV group was very much interested in the
Cash & Carry concept and had built a similar structure in the Netherlands under the
name Makro Cash & Carry. Metro Cash & Carry and Makro Cash & Carry share-
holder groups arrived at an arrangement under which they avoided going into head-
to-head competition with the same concept in the same country and coordinated
their new market entry strategies. The basic idea was that the Makro group would
expand into markets where it was stronger with holding a 60% stake and Metro
Cash & Carry having a 40% stake in the new venture. Similarly, Metro Cash &
Carry would enter markets where it was stronger with 60% stake and Makro Cash &
Carry holding 40% stake. This partnership arrangement between SHV and Metro
Cash & Carry has continued essentially unchanged throughout the subsequent inter-
national expansion of the Cash & Carry concept. The arrangement has worked de-
spite Metro Cash & Carry and Makro Cash & Carry having very different manage-
ment philosophies, e.g., Metro Cash & Carry’s concept management is much more
centralized compared to Makro Cash & Carry’s.

By 1972, Metro Cash & Carry and Makro Cash & Carry had expanded into
Southern and Western Europe. Table 1 shows how Metro Cash & Carry’s pres-
ence has grown internationally. As indicated in Table 1, the group operates under
the name of Makro Cash & Carry in nine of these country-markets, while it is
Metro Cash & Carry in the other 19 countries.

Upon examining Table 1, it is evident that Metro Cash & Carry’s international
expansion has proceeded in three waves: Starting in 1968 in the Netherlands, the
first wave was essentially a period of expansion in Western Europe in the 1970s
that included entries into Belgium, France, UK, Spain, Austria, Denmark, and
Italy. The next wave of expansion took place in the 1990s, starting with Portugal,
and countries around the Mediterranean Sea, namely Turkey, Greece, Morocco, pro-
gressing through Eastern European countries, Hungary, Czech Republic, Bulgaria,
Poland, and Romania, and then into China in 1996. Thus, Metro Cash & Carry busi-
ness expansion into Eastern Europe started long before people were talking about
adding these countries into the European Union leading to its slogan: “Already oper-
ating in all places where the Euro is still to come”. This speaks to Metro Cash &
Carry’s management’s foresight, willingness and ability to take a qualified risk, and
the transferability and strength of the Cash & Carry format concept to survive in
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Table 1. International Activities of Metro Cash & Carry (as of: 31/12/2008)

Country Brand Outlets Market Entry
Netherlands makro Cash & Carry 17 1968
Austria Metro Cash & Carry 12 1971
Denmark Metro Cash & Carry 5 1971
France Metro Cash & Carry 91 1971
Great Britain makro Cash & Carry 33 1971
Italy Metro Cash & Carry 48 1972
Spain makro Cash & Carry 34 1972
Belgium makro Cash & Carry 11 1973
Portugal makro Cash & Carry 11 1990
Turkey Metro Cash & Carry 13 1990
Marocco makro Cash & Carry 8 1991
Greece makro Cash & Carry 9 1992
Hungary Metro Cash & Carry 13 1994
Poland makro Cash & Carry 29 1994
China Metro Cash & Carry 38 1996
Romania Metro Cash & Carry 24 1996
Czech Republic makro Cash & Carry 13 1997
Bulgaria Metro Cash & Carry 11 1999
Slovakia Metro Cash & Carry 5 2000
Croatia Metro Cash & Carry 6 2001
Russia Metro Cash & Carry 48 2001
Japan Metro Cash & Carry 4 2002
Vietnam Metro Cash & Carry 2002
India Metro Cash & Carry 5 2003
Ukraine Metro Cash & Carry 23 2003
Moldova Metro Cash & Carry 3 2004
Serbia Metro Cash & Carry 5 2005
Pakistan makro Cash & Carry 2 2007
Total 529 -
Germany Metro Cash & Carry 126 1964
Total 655 -

(Source: Metro C&C)
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countries with a low per capita income because of its self-financing dynamic. Metro
Cash & Carry in fact is the only company with a national license for their format
in China giving it an important first-mover advantage. More than ten years later,
Metro Cash & Carry is now operating 38 stores in the Middle Kingdom together
with its Chinese partner Jinjiang; and another 40 stores are scheduled to open in
the mid-term in regions where they will face no direct competition due to their
pioneering advantage.

The third wave, starting in year 2000, continues Metro Cash & Carry’s eastward
expansion and includes entries into Slovakia, Croatia, Russia, Japan, Vietnam,
India, Ukraine, Moldova and Serbia.

New Market Entry Strategy, Process, and Steps

METRO Group’s entry into a new country is always spearheaded by its Cash &
Carry division because of its broad experience and tried, tested, and standardized
merchandising concepts that have been found to work across different countries
despite their various structural, cultural and consumer differences. In these efforts,
Metro Cash & Carry follows a very systematic international entry process that
proceeds in several stages described below.

Step 1: Country scoring. A preliminary market attractiveness scoring model is
applied to all countries being considered for the next foreign market entry and the
most promising candidates are identified.

Step 2: Environment and market analysis. If a certain country appears to be a viable
candidate for market entry, a preliminary study of the country’s economic, politi-
cal, societal and legislative environments, its market potential and competitive
situation is conducted.

Step 3: Feasibility study. If the country-market is still rated as attractive after Step 2,
a more extensive feasibility study involving on-site research of all management
and operational processes required to support the venture is conducted by a team
of specialists from all relevant departments of Metro Cash & Carry, such as pur-
chasing, marketing, legal and human resource departments. Based on the results of
this study, the entry decision is made and if it is a “GO” decision, the locations,
sizes, types of stores are decided

Step 4: Entry management. The country management team selected to oversee
and manage the market entry refines the outlet concept and sets the merchandis-
ing, pricing and purchasing policies. This team also looks for real estate, selects
and concludes contracts with suppliers and begins the personnel recruiting proc-
ess. Typically, each new Metro Cash & Carry store requires three hundred em-
ployees. The local headquarters for the outlet chain are set up on the site of the
first store. Customer marketing programs are also launched at the same time.
While Metro Cash & Carry endeavors to set up the stores according to a uniform
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basic format concept in all countries, each individual case involves numerous
negotiations with local authorities as the tax and legal requirements differ mark-
edly from country to country. Thus, a key effort of the new country management
team is to understand the political environment and establish a good working
relationship with local government, politicians and tax regulators.

Step 5: Recruiting qualified local personnel. In this critical step, Metro Cash &
Carry initiates a search for local managers and staff (e.g. managing director, buy-
ing, sales and administration staff) to operate the stores according to Metro Cash
& Carry standards, supported by a number of expatriates. Metro Cash & Carry
strongly believes it is advantageous to have managers and staff drawn locally, who
are familiar with the preferences and purchasing patterns of the local consumers
and can adapt the business to the country’s environment in an optimum manner.
This policy of relying much more on local employees than expatriates is very
different from other companies, e.g., Carrefour maintains all-French international
operations. Metro Cash & Carry’s approach thus contributes to the growth of the
host country’s labor markets, and in some countries, e.g., Poland, it took only a
few years for the company to become one of the host nation’s largest private em-
ployers. Until suitable local employees are recruited, however, the country man-
agement team, consisting of senior Metro Cash & Carry headquarter executives
with previous international experience, runs the business on an interim basis.

Step 6: Training. Local recruits are trained in intensive group programs so they fully
understand the Metro Cash & Carry concept and its business philosophy and culture,
before taking over operations in their own country. Professionals from the core
business of Metro Cash & Carry are being trained in critical business areas both at
an international training campus locally in all Metro Cash & Carry countries. Metro
Cash & Carry International in fact now has four training centers around the world,
located in France, Germany, China and Russia with different areas of competence
(e.g. the fresh food business is a competence of the training center in France). To-
day, Metro Cash & Carry headquarter’s training team is multicultural, comprising of
an international team of instructors and coaches. Metro Cash & Carry’s corporate
language is English. More specifically, training is aimed at developing an interna-
tional spirit in the organization, while remaining true to the basic concept of the
business as it was originally conceived in Germany, and empowering trainees to
easily transfer Metro Cash & Carry’s business concept to their home offices, in their
own or another country. (For example, Metro Cash & Carry now has a lot of manag-
ers from Eastern European countries working in Western European countries.).

An illustration of Metro Cash & Carry’s international market entry process is
provided by its entry into Russia in November 2001 when it opened its first two
wholesale stores in Moscow. The streamlined and systematic country market entry
process that has evolved over the years made it possible to reduce the time required
for the development from the planning stage through to the opening of the first store
to as little as one year. The following summarizes the Russia entry timeline:
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October 2000 — Based on the country scoring model, Russia is identified as a
market with good potential for Metro Cash & Carry.

November 2000 — A preliminary investigation of the main aspects of the eco-
nomic, political, commercial law conditions of the Russian market is conducted.

December 2000 — Following positive results of the preliminary study, a detailed
feasibility study of the Russian market is prepared by an experienced management
team that meets with and collects data from businesspeople, suppliers and politi-
cians. Important operational issues such as purchasing, sales, marketing, law and
personnel are fleshed out.

January 2001 — Based on the feasibility study, METRO Group’s Executive and
Supervisory Boards give the go-ahead to enter the Russian market and allocate the
funds for the first two stores. (After that, any further expansion in the country will
have to finance itself by way of organic growth.)

January 2001 — A search for suitable locations is initiated and two sites in Mos-
cow are selected.

February 2001 — The customer marketing programs/acquisition process begins.

March 2001 — Upon receipt of the building permit, construction of the two Metro
Cash & Carry stores begins. Meetings with the local authorities, neighbors and
political decisionmakers become part of the day-to-day business.

April 2001 — Locally recruited managers are prepared for their roles in the Mos-
cow stores at the Cash & Carry headquarters in Diisseldorf, Germany.

May 2001 — Recruitment of 800 staff for the Moscow outlet begins.

July 2001 — Metro Cash & Carry negotiates and concludes contracts with local
suppliers for the Moscow stores.

September 2001 — The merchandise assortment of 15,000 items per store is de-
veloped, and details are entered into a computerized database.

November 2001 — Metro Cash & Carry in Russia is opened with support from
Metro Cash & Carry Bulgaria. Such start-up assistance from sister operations
already operating in similar countries is a tried and tested method for supporting
Metro Cash & Carry’s entry into new markets.

Key Challenges and Success Factors in International Expansion

Metro Cash & Carry has faced many challenges in its international expansion drive.
Some of the key challenges are discussed below.
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People: The biggest challenge has always been recruiting the right people and
training them in the company’s business rules and standards in order to achieve
consistency in Metro Cash & Carry’s offering across the globe (see chapter on
Human Resource Management in this book).

Culture: Years of internationalization and expansion have taught Metro Cash &
Carry that local culture plays an important role and the German way is not always
the right way. Metro Cash & Carry now sees respectful treatment of and adapta-
tion to cultural differences in shopping and consumption patterns across countries
as a continuing challenge that must be appropriately addressed by its country
management. For example, in Romania and Bulgaria it was found initially that
customers bought everything they could possibly buy on one trip because they
were not sure the same offering would be available the next day. So, for some
time, Metro Cash & Carry had to engage in an education program to make cus-
tomers understand that the assortment and terms offered would be the same con-
sistently every day and customers would only have to buy what they would need
on any given shopping occasion. Thus, cross-cultural training and education has
now become a prerequisite for all Metro Cash & Carry managers.

Product sourcing: Catering to and satisfying local customer preferences and tastes
is a hurdle to be negotiated in every new country market. Based on its early ex-
perience, Metro Cash & Carry now buys up to 90% of its food product assort-
ments from local suppliers in the individual countries. This is especially true in
fresh food and dairy product segments. For example in China, fresh food could
also mean alive animals, and a retailer has to adapt and add this assortment to its
structure. Assortment in the non-food segment is, however, much more standard-
ized across Metro Cash & Carry’s country markets.

Local economic development and conditions: Another ongoing challenge is adapt-
ing to differences in countries’ economic conditions, e.g., adjusting pricing in the
face of high inflation rates in some countries, e.g., Turkey’s inflation rate was over
80% at one time, or creating a supply chain adapted to a country’s supporting
infrastructure (or lack thereof, e.g., India is far behind China in this respect).

So far, Metro Cash & Carry’s track record suggests that it has developed the
capability to successfully address and tackle the above kinds of international re-
tailing challenges. Key factors that have enabled this success include:

(1) Uniqueness of the Cash & Carry concept: Metro Cash & Carry does not have a
true international competitor in the modern Cash & Carry domain. The Cash &
Carry concept as developed by Metro Cash & Carry is rather unique and there are
no direct competitors barring a few small players in Germany itself. Further, the
Cash & Carry format’s “selffinancing” features allows it to adapt very well to
countries with different economic climates and levels of economic development.

(2) Transferability of the “blueprint” of the Cash & Carry concept: Metro Cash &
Carry has perfected and refined the Cash & Carry concept, over several decades
and across many countries, into an easily understood and communicated business
blueprint to guide managers in new countries.
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(3) Foresight and first-mover advantages: As already mentioned, Metro Cash &
Carry management has shown foresight and willingness to take some calculated
risks in entering country markets in Eastern Europe, Russia, China, India, Pakistan
and most recently, Kazakhstan and Egypt, well before its competition.

(4) “Localized” merchandise assortment: A particular feature of the distribution
concept of Metro Cash & Carry is the range of goods it offers which is geared to
the needs of the respective regional customer habits and local customer expecta-
tions. In fact, Metro Cash & Carry usually procures over 90 percent of its mer-
chandise from local manufacturers and suppliers in the respective countries. In
addition, the stores also offer international assortments of global brands and Metro
Cash & Carry private labels sought by local customers, e.g., in Germany, Metro
Cash & Carry offers numerous Turkish food products because of Germany’s large
minority of Turkish inhabitants.

(5) Quality of product assortment. Worldwide, a special feature of the Metro Cash
& Carry and Makro Cash & Carry wholesale stores is the freshness of the food on
offer. This is the result of efficient logistics systems, regional purchasing, and the
group-wide quality assurance guarantee that the food is always absolutely fresh.
Further, through its local sourcing, Metro Cash & Carry is actively supporting the
local farmers, manufacturers and suppliers in developing modern cultivation, pro-
duction and distribution methods. This garners it tremendous goodwill and quality
supplies.

(6) Systematic and deliberate market entry process: As already described, the sys-
tematic research preceding entry has helped Metro Cash & Carry avoid a number of
pitfalls that can overturn even an entrant with huge resources. A case in point is
Wal-Mart’s entry into Germany which is widely regarded as a major failure of the
world’s largest retailer because it attempted to convert local customers and employ-
ees to the Wal-Mart way rather than the other way around, i.e., researching how it
might have to adapt to the German culture, shopping habits and behaviors.

(7) Employing local management and human resources: Metro Cash & Carry
derives significant benefits from its policy of recruiting local managers and em-
ployees as well as the goodwill of the host country governments.

(8) Exploiting information technology and customer database management. The
exploitation of knowledge in customer data bases fosters transparency and permits
detailed understanding of customer purchase patterns, leading to optimized com-
munications, product assortment structure, promotions (see e.g., chapter by Burke;
Gedenk, Neslin, Ailawadi in this book).

(9) Using flexible organization structure: In its new country ventures, Metro Cash
& Carry’s organization structure is such that it effectively localizes all the deci-
sions which are relevant for the business “front-end” and/or are customer-related,
making them the sole responsibility of country management or even store man-
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agement. These decisions include: store location, people management, product as-
sortment, pricing, customer acquisition & management, and advertising. However,
everything which relates to the “back-end” e.g., IT, logistics, accounting, buying,
tends to be centralized.

(10) Replication and learning from both success and failure: The repetition of the
same basic business model with little variation in its concept is a key strength. As
one senior Metro Cash & Carry executive puts it: “We take a blue print of a con-
cept and transfer it to another country and then multiply it. I think one of Metro
Cash & Carry’s success factors is the ability to multiply this format easily outside
of the home country.” Thus, in many respects, the most modern and best Metro
Cash & Carry stores are not found in Germany but rather in Poland, Romania or
Russia because they incorporate the latest concept with all improvements from
previous experiences built in.

Internationalization of Other METRO Group Businesses

There is no doubt that METRO Group’s global growth is led by its Metro Cash &
Carry operation which allows the Group to learn very quickly how to do business
in each new country, thereby providing it a solid competitive advantage and plat-
form for the expansion of METRO Group’s other retailing formats in that country.
That is, Cash & Carry permits METRO Group’s other businesses to hit the ground
running while most of their direct international competitors in those segments
have to learn how to do business in that country from scratch. Examples of ex-
ploiting the experience and equity from the Metro Cash & Carry operation in new
operations include the development of Real in Romania and Russia. In each coun-
try, METRO Group has been able to exploit business synergies, government rela-
tions, purchasing economies of scale etc., to successfully grow its other lines of
business after successful entry with the Cash & Carry format. More generally,
another key lesson gained from the international Cash & Carry expansion experi-
ence is the value of following an organic growth strategy in which every new out-
let is an outgrowth and replication of the previous one. That is, the global growth
strategy of all of METRO Group’s divisions like Media Markt, Saturn, etc. is to
advance along the same development path. They all attempt to follow a tried and
tested, easy-to-follow blueprint for the format, while allowing for some local ad-
aptation. Thus, every Media Markt store is basically the same — whether it is lo-
cated in Germany, Spain, Poland, Hungary, or Portugal.

Conclusion

Overall, Metro Cash & Carry’s international experience has informed its manage-
ment that the major long-run differentiatior in international retail competition is
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the way the retailer’s people sell the business concept and manage their relations
with local customers in each country-market. This includes how the retailer
adapts to the local market’s culture and interacts with local customers. Competi-
tive trends suggest that customers can eventually buy the same product/s in all
competing store formats. Ultimately, therefore, it is the retailer’s people who
will make the difference, while the back-end systems will create cost efficien-
cies and economies of scale. However, competitive advantages due to the latter
are temporary as intelligent competitors will eventually copy successful sys-
tems. Indeed it is possible, as one Metro Cash & Carry executive puts it, that
“25 years down the road we won’t have our individual IT-system, but just buy it
like we buy electricity or other commodities from a service provider.” In addi-
tion to people, other key differentiators are the set-up of the store, marketing
communications, and the retailer’s brand building process. In the end, retailers
have to build store loyalty among the customers to maintain their edge, e.g.,
make customers believe “if you want to buy a TV-set, think Media Markt. Don’t
think Samsung, Sony, LG or whatever. Think Media Markt or Saturn. Whatever
you want, will be there.” Such global brand-building along with international
growth is an important goal and plank of METRO Group’s competitive strategy.

In closing, based on its experience to date, the METRO Group sees tremendous
potential for the Metro Cash & Carry concept and brand worldwide. Over three
billion people and thus more than half of the world’s population live in countries
where the company is represented today. Every year, new stores are opened and
new markets are tapped. The focus in the foreseeable future will remain on East-
ern Europe and Asia, as demonstrated by the Ukraine and India, that are among
the younger members of the Metro Cash & Carry family. Nowadays, two-thirds of
all new stores opened are established in the growth regions Asia and Eastern
Europe. Future expansion is expected to concentrate on China and Russia. China
and India are expected to become the centers of growth over the next 5 to 20 years
as many Western economies enter into economic decline. Metro Cash & Carry is
convinced that future growth of its business will be in the East rather than in the
West. However they have learnt that sheer growth of the top-line in the retail in-
dustry does not mean anything. It has to be profitable growth. “If you want to buy
something you must understand very clearly if this can create value in your own
organization. If not, better leave it.” Metro Cash & Carry sees its tried and tested
Cash & Carry “blueprint” combined with important customer loyalty and brand-
building activities as the key to its long-term success.
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Introduction

Retailing is a challenging industry to enter and be successful in. How do great
retail businesses get started and grow? What are the hallmarks of a successful
retail entrepreneur? Most students of retailing know the story of Sam Walton and
how he founded and built up Wal-Mart to a point from which it could surge ahead
to eventually become the number one retailer in the world. Many are also familiar
with the stories of his predecessors, among them great American retail entrepre-
neurs such as Richard Sears and Alvah Roebuck, Frank Winfield Woolworth, and
James Cash Penney. However, the experiences of successful contemporary retail-
ers outside of the United States, e.g., those in Europe and Asia, are not so well
known on an international scale. These retail leaders’ stories and insights are
worth recounting, as they offer valuable guidance to budding retail entrepreneurs
and managers setting up shops around the world.

The subject of this chapter is the story of an extraordinary leader in retail entre-
preneurship from Germany, namely Leopold Stiefel, co-founder and long-time
Managing Partner and Chairman of the Board of Media-Saturn-Holding GmbH,
Ingolstadt. Media-Saturn is a 75 % subsidiary of the METRO Group, comprised of
two consumer electronics retail chains — Media Markt, which Stiefel cofounded in
Munich in 1979, and Saturn-Hansa Handels GmbH, which was acquired by the
Holding of the Media Markt group in 1990. Under Stiefel’s management, the Me-
dia-Saturn Group became the largest European consumer electronics retailer,
stretching from Russia to Portugal, with net sales of over 19 billion euros in 2008.
In 2006, Leopold Stiefel decided to resign from active management. In his official
announcement of this move, Hans-Joachim Korber, the then CEO of the METRO
Group, noted: “Without a doubt, Mr. Stiefel ranks among the most outstanding

M. Krafft and M.K. Mantrala (eds.), Retailing in the 21st Century: Current and Future Trends, 43
DOI 10.1007/978-3-540-72003-4_4, © Springer-Verlag Berlin Heidelberg 2010



44 Murali K. Mantrala and Manfred Krafft

personalities in German industry. Leopold Stiefel is one of the fathers of this ex-
traordinary success story (of the Media-Saturn Group). He turned the concept of a
large-selling-space electronics retailer into a box office hit across Europe.” In this
chapter, we provide insights into how Leopold Stiefel made this happen. The
chapter includes extended quotes and comments from a conversation with Mr.
Stiefel in late 2006, which reveal his spirit, philosophy, leadership style, and tips
for entrepreneurial success.

The Company History

Media Markt opened its first store in an industrial park in Munich in 1979 and was
a success with German consumers from the first day. As the scope of their busi-
ness rapidly grew, the founders realized they could not raise the funds required for
further expansion on their own. Eventually, Kaufhof Holding AG acquired a ma-
jority stake (54 %) in the holding of the Media Markt stores in 1988 and, shortly
after that, in 1990, the Media Markt-Kaufhof group took over the independent
Saturn chain of electronics stores. These developments led to the formation of
Media-Saturn-Holding GmbH. However, the two brands — Media Markt and Saturn
— continue to be managed independently under the umbrella of Media-Saturn-
Holding GmbH.

In 1996, Media-Saturn-Holding GmbH was integrated into the METRO Group
with METRO AG as the majority (70 %) stakeholder. Since then, this METRO
Group sales division has shown accelerating growth and has been a major contribu-
tor to METRO Group’s overall growth in recent years. From 1995 to 2005 alone,
sales soared fivefold, from 2.8 billion euros to 13.3 billion euros, the number of
stores rose from 142 to 558, and the company’s full-time workforce climbed from
8,275 t0 37,230. At the end of 2006, Media-Saturn-Holding GmbH reported sales of
15.2 billion euros, a total selling space of 1.9 million square meters, over 42,100
employees, and up to 100,000 articles on stock. By the end of 2008, there were more
than 540 Media Markt stores, ranging between 2,500 and 8,000 square meters in
selling space, in 15 European countries, while Saturn operated more than 220 loca-
tions in 11 European countries. Currently, both chains are expanding quickly within
Germany and across Europe, with market entry into China underway.

In Germany, Media Markt and Saturn together operate the densest store net-
work in consumer electronics and electrical appliances retailing. However, they
remain each other’s biggest competitors. Whoever needs electronic devices typi-
cally visits both Media Markt and Saturn. Research has shown that, while more
than 50 % of customers switch between the two companies, few know that both
chains belong to the METRO Group. From the consumers’ viewpoint, Media
Markt and Saturn are two separate entities, each with its own philosophy, price
policy, and marketing program. Their motto, as Leopold Stiefel puts it, is “March
separately, strike jointly.”
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Biography of Leopold Stiefel

Leopold Stiefel was born on 19 February 1945 in Braunau/Inn, Austria, shortly be-
fore the beginning of the post-World War II period. As the son of refugees from
former Yugoslavia who eventually settled with their children in Austria, where his
father found work as a laborer, Stiefel went to elementary school there, leaving in
1959. Since his family did not have the money to support him through further educa-
tion, Stiefel then moved to Ingolstadt and, at the age of 14, took up vocational train-
ing as a retail salesperson with a local electronics retailer, Dreyer & Schnetzer. Sub-
sequently, he moved to work as a sales assistant at the Bavarian electronic appli-
ances retailer J. Froschl in 1962. Stiefel recalls that this was when he first became
motivated to start and run his own business: “In order to achieve something, I had to
fight from morning to night. However, to earn a lot of money was never the main
driver. I wanted to reach a point where no-one could decide things for me any more.
I wanted to take off that typical salesperson dress, with a pen in your front pocket,
which you had to wear those days.” Several years later, in 1968, Stiefel started
working for Erich Kellerhals at another electronic appliances retail store, FEG.
Eventually, Stiefel became managing director of FEG in Ingolstadt. Then, in 1979,
together with Erich and Helga Kellerhals and marketing specialist Walter Gunz,
Stiefel founded the first “super-sized” Media Markt consumer electronics center in
an industrial park near Munich. With a winning retail format strategy (see below)
accompanied by fresh and creative advertising, the Media Markt venture proved an
immediate success, which was followed by rapid expansion of the retail chain —
first in Bavaria, then in other parts of Germany, and now across much of Europe.

Fig. 1. The Founders of Media Markt — Erich Kellerhals, Walter Gunz, Helga Kellerhals and
Leopold Stiefel
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In 2000, Walter Gunz stepped back, leaving Leopold Stiefel as managing director
of both Media Markt and Saturn. In this capacity, Stiefel continued to direct the
success and growth of the group. As he notes, “I played a key role, namely by
maintaining the spirit of the founders. My main contribution was to drive the
enormous growth of the past 14 years, from sales of a mere 1.5 billion euros in
1992 to more than 15 billion euros today” [2006].

In late 2006, Stiefel, who is married and has three children, resigned from his
management position at Media-Saturn-Holding GmbH. His future plans include
getting more actively involved in local politics in Ingolstadt, where he has a seat
on the city council, and pursuing his interests in the ERC Ingolstadt ice hockey
club, which is sponsored by him and plays in the German ice hockey league.

The Big Idea That Got It All Started

At the time Media Markt was founded, most electronic retailers in Germany were
small shops with little variety and high prices. Products were locked up in a show-
case and taken out and presented only when a customer came in. “So how to do
things better was easy to see” says Stiefel. In a nutshell, the big idea of the Media
Markt founders was to offer a large assortment of branded products in spacious
shops and at consistently low prices. Stiefel summarizes “We wanted to create a
store with a trade fair atmosphere where customers can choose independently,
offering large assortments of branded products, good after-sales service and good
prices.” More specifically, the Media Markt founders’ strategy had the following
four basic elements:

(1) One-stop shopping for consumer electronics and electrical appliances. Right
from the start, Media Markt’s strategy has been to offer an extensive assortment of
brand name and latest model consumer electronic goods, as well as electrical
household appliances, e.g., TV sets, refrigerators, washing machines, hi-fi sys-
tems, computers, and photographic equipment under one roof. This innovative
concept immediately caught on when the first Media Markt store opened, and it
still works today. By sticking to this concept over the years, Media Markt has built
up a large, loyal customer base.

(2) Large, attractive superstores in attractive locations. Media Markt stores are
characterized by a strong magnetic effect. They are typically located close to cities
but at a sufficient distance from downtown parking problems. Thus, they attract
customers from across large areas with high purchasing power. Analyses have
shown time and again that the arrival of a Media Markt store also benefits other
retailers. Typically, sales of all retailers in the vicinity of Media Markt stores in-
crease after their opening. As regards store layout, Stiefel’s view is that the cus-
tomer has to be immediately able to recognize and be fascinated by its distinctive-
ness on entering a Media Markt store: As he puts it, “The customer must have a
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Fig. 2. A State-of-the-Art Media Markt Store in Lisbon, Portugal

“light bulb moment” when entering the store. In our case it is size, quantity of
choice, and so on. We need to have that.” To impress shoppers in this way, Stiefel
stresses that the presentation of goods should be systematic, clear, and functional.
“If your customer is about to buy a flat screen TV, then he is about to buy a de-
signer product. Given its cost, an adequate presentation of this merchandise is
required.” Further: “All products are readily available for demonstration at the
stores. This way, the customers can test the equipment at the store and inform
themselves about their use. The well-structured store layout helps to quickly find
one’s way through the multitude of products on offer” (see also chapter by
Broniarczyk, Hoyer in this book).

(3) Sale of merchandise at guaranteed low prices, instead of short-term special
offers, accompanied by adequate professional customer assistance and service.
Media Markt’s aim is to be known not only for its broad and deep product assort-
ments but also for its comprehensive service. Media Markt recognizes that today’s
customers, 80 % of whom are aged between 15 and 40, are knowledgeable and
technologically savvy enough to figure out when they are being “steered” toward a
sale. Therefore, sales assistants are instructed always to be available to help cus-
tomers, without engaging in pushy selling efforts. More specifically, sales assis-
tants are expected to keep their distance from shoppers, giving them the freedom
to look around by themselves, and only provide information and advice to those
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customers who seek help. According to Stiefel, “The sales clerk role is not to sell
but to help the customer find the right thing.” Indeed, this apparent aloofness has
sometimes led critics to say that Media Markt does not offer sufficient sales assis-
tance. Nonetheless, according to Stiefel, “We do not want to offer unsolicited
advice because this could again give the impression that we are trying to aggres-
sively persuade customers to buy our products.” Even so, the reality today is that
customers are consulting the store sales and service staff more actively as the mer-
chandise becomes more intricate and complex. Therefore, it is essential to have
knowledgeable and well-trained sales assistants who are readily available to assist
the customer.

(4) Fast and competent financing, delivery, installation, and repair services,
achieved by keeping lean hierarchies that give the employees the largest possible
leeway to be proactive and creative.

How Did the Founders Know There Was a Market for Their
Big Idea?

Media Markt founders did not do any formal market research at the outset, be-
cause of Stiefel’s belief that: “Market research concentrates way too much on the
past rather than focusing on future.” They took the plunge based on their own
observations from many years of interaction with customers in their stores, which
had convinced them that consumers in Germany had a large number of unfulfilled
needs. Specifically, shoppers wanted more choice, convenience, and one-stop
shopping that would reduce the costs and time involved in searching for the right
alternative, without being subject to aggressive salespeople. Consumers already
put a high value on their leisure time back then, and they value it even more
today. The founders saw that existing specialty and department stores were too
small and had product assortments that were way too narrow, e.g., offering only
20 different TV screens when there were 300 on the market, forcing customers
to visit several stores in their search for the best alternatives and prices. This is
how the Big Idea was born. As Stiefel notes: “If we manage to do this — provid-
ing large assortments, a brand, sales assistance when asked, and professional
after-sales service combined with a reasonable price — and that is exactly what we
do — then customers cannot ignore us.”

Stiefel’s intuitions were supported by several ongoing experiments with as-
sortment sizes. For example, at one point Media Markt reduced the number of
laptop variants on offer in its stores from 50 to 10. However, it soon became evi-
dent that many customers found only one or two of the remaining models worth
considering and would leave to search for more alternatives at other stores. “The
assortment variety was simply not enough and customers stopped buying at our
stores.” Therefore, they went back to offering much broader assortments. How-
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ever, offering very large assortments can overwhelm or confuse shoppers. Thus, a
broad assortment strategy must be accompanied by the availability of a sufficient
number of capable sales assistants to help consumers make their choice. In
Stiefel’s view, “You need to make sure that there are enough sales clerks and that
the customer knows that he has the freedom of choice. The customer must feel that
s/he will find everything s/he needs in your store and that s/he will be helped if
necessary. The sales clerk’s job is not to find out which product out of a set of 300
best fits the needs of a customer. Rather, the customer should be left alone to form
his/her own consideration set of 3-5 products that s/he likes, and the sales clerks
should be there to provide any necessary support to the customer in making the
ultimate choice.”

What Were/Are Media Markt’s Key Success Factors?

Stiefel has no doubt that the key factors for successful retailing are all people re-
lated. In particular, to survive the initial days of a new venture, what matters first
and foremost is the caliber and motivation of its founders. According to Stiefel, it
is the founders’ intrinsic spirit and values and the mood they create in the fledg-
ling organization that will drive the growth and development of a company and
form its eventual corporate culture. Trying to simply emulate another company’s
culture or follow prescriptions from outside does not work. From the outset,
Stiefel, who has a framed motto in his office saying “Smile more than others do,”
deliberately turned some age-old rules upside down. For example, rather than
adopting the rule: “Trust is good, control is better” followed by many companies
in Germany at the time, Stiefel’s credo is: “Control is good, trust is better.” As he
puts it, “I¢ is Trust that directs and makes people step up. If people are given trust
they will do everything not to disappoint their clients or superiors.” As described
below, this attitude led Media Markt to adopt an organizational strategy that many
see as one of the key elements of its success.

Media Markt’s Organizational Strategy

Since 1979, the key pillars of Stiefel’s winning organizational strategy have essen-
tially been decentralization, cultivation of “intrapreneurs” (or inside entrepre-
neurs who follow their founder’s example; see Pinchot 1985, Pinchot and Pellman
1999), and trust. This strategy as a whole was rather different from the trend
prevalent in the 1980s for larger corporations to move toward greater centraliza-
tion in order to make their systems more powerful, purchase more cost effectively
by pooling supply quantities, and lower logistics costs. In Stiefel’s view, this trend
only “concentrated on hard facts and ignored the human factor, which thrives
with decentralization and flexibility.” Further: “We recognize that some things
have to be managed centrally, e.g., financial controlling and accounting systems,
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Fig. 3. Assisting Customers in a Friendly and Unobtrusive Manner Is a Key Service at
Media Markt

as well as planning, dissemination, and implementation of the overall corporate
strategy and plans. However, the company’s leaders must have the courage to
delegate many operational decisions to local managers.”

In keeping with Media Markt’s decentralized business model, each store oper-
ates as a separate company. In particular, Media Markt is unusual in the ownership
stake and autonomy given to its store managers (or ‘managing directors’) and
employees. First, unlike its competitors in Germany and most other countries,
Media Markt offers each of its store managers a stake of up to 10 % in the store
they are in charge of. Second, each store manager is given considerable autonomy
and the discretion to make decisions about their store’s product assortment and
stocking, pricing, advertising, staffing, and service guarantees to customers. For
their product assortment and purchase decisions, the store managers can draw on
Media Markt’s extensive supply network and services offered by corporate head-
quarters to negotiate better deals with suppliers, yielding cost savings that can be
passed on directly to the customers.

In implementing Stiefel’s philosophy of decentralization and trust, Media Markt’s
approach has been to establish and communicate a few clear goals to the store man-
agers, whose performance is monitored on just four key metrics — rotal sales, total
earnings, total costs, and number of employees, while giving them the freedom to
determine how to achieve their goals. Stiefel notes: “There are no more rules to
restrict decisions. I want to give all store managers in our company the opportunity
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to be creative on their own and act as entrepreneurs, just as I wanted to when I was
a sales clerk.” Further, “We are retailers and as such are dealing with human be-
ings: sales staff, customers, and suppliers. Always treat people in a way you would
like to be treated yourself. And always try to fulfill the wishes and goals of your
employees, suppliers, and — above all — your customers. Always try to meet the
needs of your customers, because they are the source of our livelihood and drive
everything.”
Stiefel sees the key advantages of decentralization, intrapreneurship, and trust as:

(a) Strong employee motivation and high levels of sales and service assistance to
customers

As he puts it: “Our system fosters pride and commitment to the company and in-
duces store managers to assume the roles of managing partners and intrapre-
neurs, become more educated, and care about success and the welfare of their
store employees just as we (the founders) do with respect to them. The local man-
agers feel truly empowered and are therefore much more committed to the success
of their store than someone working as a corporate minion. This is highly motivat-
ing and also fun.”

(b) Store assortments tailored to the specific needs of the local customer base,
market demands, and opportunities and fast response to these.

The greater flexibility that comes with a high degree of decentralization is critical
for retailing success, especially as the firm expands into new markets. For exam-
ple, the mindset and needs of a customer in Paris are very different from those of a
customer in Moscow or one in Hamburg. The competition the company faces in
various regions can also be very different. Such diverse pressures cannot be effec-
tively dealt with under a centralized system. Decentralization gives Media Markt
the ability to respond flexibly to local circumstances, consumers, and competition.

(c) Bottom-up flow of innovative ideas, which benefits the entire network

Stiefel notes that Media Markt has many corporate executives traveling throughout
Europe to meet local store managers face to face and communicate headquarter
strategies to them. “But after that, you have to give the local managers the freedom
to experiment with their own ideas within the framework of the overall corporate
strategy. All they have to do is to keep headquarters informed of their experiments.
If; for instance, Munich wants to present its TVs differently or wants to build up a
whole new product range then the only thing they have to do is to let HQ know. We
monitor the success of such a trial and analyze whether it has to be fine-tuned to
make it work better. That is why we have a network, to pool the many ideas coming
up through our decentralized system, and play them back into the company and,
most importantly, to implement the ideas when opening new stores.”

Media Markt in fact requires the managers of every new store opening to try
out two to four innovative ideas, whatever they may be, the only constraint being
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that they be consistent with the basic Media Markt concept. The innovations tested
can range from a new store layout to how merchandise is presented. After one year,
the corporate managers assess which innovations have been successful and then roll
these out to all other stores. “In many companies there are conflicts between head-
quarter executives, who think they are the most talented, and local store manag-
ers. In our case, we encourage a culture where local managers have every oppor-
tunity to try out and validate their ideas for improving the business. If one works,
central managers are ready to applaud and commend the local manager for doing
a fantastic job. In fact, it is exactly for this reason that we allow our employees to
hold equity in our stores.”

Media Markt's Marketing Strategy

Another major source of success for Media Markt is a clearly defined marketing
strategy and execution, as described below.

Segmentation and Targeting

Media Markt is focused on serving the “Big Middle Segment” (see the chapter by
Grewal et al. in this book) in their respective country markets. Stiefel feels they
have to be, because: “[W]e do not sell sufficient volume. If your business model
focuses on volume, you need to serve the Big Middle Segment. If you are an one-
line shop, you do not necessarily have to serve the middle. In that case you don’t
have to apply a low-cost strategy, either. Uniqueness and service are way more
important for you. These companies serve the top 10-20 % of all customers. The
bottom 10 % are served by discounters. In between there is a field we — as a vol-
ume selling company — try to conquer.”

Store Price Image and Pricing

Media Markt’s pricing strategy emulates those of similar “category killers” or big
box stores such as Home Depot or Best Buy in the US. “Our strategy is to pur-
chase at the lowest prices and pass this low price through to the customer. We
lower prices if competition forces us to do so or if we notice that a certain product
is too expensive or remains in our warehouse. But we never increase prices short
term to improve our margin.” Retail margins are in fact quite low in consumer
electronics retailing. For example, they are in the range of 3-5% for personal
computers. Stiefel observes: “I think we just have to accept that margins are thin.
The way we generate good earnings for the METRO Group is through volume. A
low margin is in a way good for us because the thinner the margin, the harder it
will be for a competitor who is not as efficient as we are to survive. Thus, low
margins secure our future survival as long as we are better. If margins are high,
many competitors survive, and that is not what we want.”

This attitude in fact occasionally leads corporate headquarters to intervene in
store-level pricing decisions, which are not standardized because of the company’s
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decentralized structure and may therefore vary across stores as a result of local
demand conditions. In particular, stores in some cities without aggressive competi-
tors may be tempted to maintain higher prices for the same merchandise than oth-
ers in locations with more intense competition, and this could provoke negative
reactions from consumers or analysts comparing prices across the country. There-
fore, the company’s management encourages store managers everywhere to al-
ways keep prices as low as possible. “We are decentralized, but if a store persis-
tently exceeds a certain profit margin percentage threshold, we request the
management to lower prices. Otherwise there will be competitors showing this
particular store that you can operate profitably with even lower prices. Then you
are the loser in this market. To regain the image is much harder than to relinquish
a higher profit margin.”

Advertising Strategies

Media-Saturn Holding has its own marketing department, which operates independ-
ently of the sales departments of Media Markt and Saturn. The marketing depart-
ment engages advertising agencies to create its advertising campaigns. Surveys have
shown that Media Markt and Saturn’s attention-grabbing, humorous, but sometimes
provocative advertisements have been a big driver of its success. In Germany, Media
Markt has launched some of the best-known advertisements in its market segment.
The Media Markt ad slogans such as “Lasst euch nicht verarschen” (“Don’t let them
make an ass of you”) and “Ich bin doch nicht blod” (“1 am not stupid”) are legen-
dary in Germany. The latter has also been translated into the languages of the other
countries where the company operates. Stiefel firmly believes that advertising is
necessary but it has to be polarizing, brash, and attention-getting. Just like his views
on the impact of store appearance and layout, he is convinced that — to be effective —
advertising must be memorable to consumers and generate a high level of brand
recognition among them. Stiefel is less concerned about whether the ads are tasteful,
as he feels there is considerable heterogeneity in people’s tastes anyway. Thus, he is
more interested in communicating with the bulk of the customer base in the every
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Fig. 4. The Old vs. the Latest Advertising Campaign of Saturn (“Stinginess Is Cool
“We Love Technology! We Hate Expensive!”)
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day language they use. “You cannot appeal to 100 % of customers. You have to try
to meet the zeitgeist or the language of people you want to reach with your ad. Some
people do not understand how we can do something like the “I'm not stupid” ad.
However, most people talk like that today.”

Stiefel’s views led Saturn to develop an advertising campaign around its former
famous slogan “Geiz ist geil!”, which translates as “Stinginess is cool!”, one of the
most attention-grabbing, talked about, and successful advertising campaigns in
modern Germany. It is now evident that this advertising campaign was so success-
ful because it hit the note that a large portion of Germany’s society was listening
for: spending increasingly less on all sorts of things, but still expecting high-
quality products. Stiefel notes that some people feared this slogan would trigger a
refusal to buy but he says: ‘Stinginess is cool!’ is the best claim our company has
ever made. We are not stupid. We do not want to talk against ourselves, no!
Rather, we are exactly hitting the zeitgeist: get the best quality for the best price.”
The advertising agency that proposed this sales pitch had been rejected by the
company’s advertising managers, who feared that it could backfire on the com-
pany. Subsequent market research with consumers in the street appeared to con-
firm these fears of the advertising team. However, once he heard it, Stiefel insisted
that it be adopted: “I said to them, I want to have it because I think that this is the
right claim. It is polarizing and people will discuss it. That is the way for Saturn to
get out of its shadowy existence under Media Markt. Today, in my opinion, the
claim has become a big success factor for Saturn — namely in people’s heads.
Today, if you hear ‘Stinginess is cool!’ everybody clicks: that’s Saturn.” Stiefel
concludes: “You have to do things properly and not by half-measures. You have to
be strong in advertising. You have to provoke. The only things to be careful about
are not to be unethical, and not to offend ethnic groups or religious sentiments.
Do not provoke violence. Do not defame any groups or religions. And as long as
you follow these principles, you can be bold (in your advertising).”

Media-Saturn Group’s Two-Brand Strategy

As already noted, Media Markt and Saturn continue to operate independently as
two separate consumer electronics retailer brands even though they belong to the
same holding. It was Stiefel’s idea to keep them separate. His strategy has been
vindicated by the rapid growth and success of both chains since then. Stiefel ex-
plains his rationale as follows: “I pushed the two-label-strategy and today I am
even more proud of Saturn than of Media Markt, because it is very successful. No
one expected that. The two-label strategy was introduced and realized despite
much resistance from those who were not able to imagine two entities in one com-
pany. I was advised to concentrate on marketing one brand to avoid having to
spend much more on advertising and promoting two separate brands. However my
thoughts are never cost driven but customer driven. From the customer’s perspec-
tive these are two competitors. Accordingly, I have to have the courage to let them
compete and resist the temptation to integrate them, e.g., by aligning prices.
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“The customer is not stupid! You probably can trick them once, but sooner or
later they will recognize that there is a coordinated strategy if they find a product
range and price list that is 80 % congruent. This simply does not exist in our case.
Each chain has the freedom to choose the assortment and the associated prices it
wishes to offer in its stores. Pursuing a two-brand strategy means that the two
companies have to compete against each other. This is the only way to make both
of them strong. The reason is that such competition makes player no. 3 and player
no. 4 suffer more and more. Two companies materialize in the customer’s mind.
And that is exactly what has happened with respect to Media Markt and Saturn.”

Stiefel notes that the two-brand strategy of Media-Saturn is the same as the
successful strategy ultimately adopted after Volkswagen (VW) acquired Audi in
the automobile industry. Initially, they used an integrative marketing strategy,
which did not work. Eventually, the VW-Audi Group returned to a more success-
ful two-brand strategy, with separate VW and Audi stores. Stiefel observes:
“These days Audi and VW compete with each other. If they offer everything they
have in one store, customers have to visit BMW to have the opportunity to com-
pare. If the brands are kept independent, then Audi and VW customers do not have
to visit BMW if they like any car of one of the two brands. That is exactly our
strategy.” In closing, Stiefel remarks: “Psychologically, we dominate the market
but in reality we do not. Our aggregated market share amounts to less than 20 %.
That means 80 % is still covered by competition. So, why should we not try to get
another piece of this 80 % cake by struggling with each other? Our demolition
strategy pursued by both brands will be continued. We are a holding company
with two brands, and these brands should fight as though they were not affiliated.
There is no alignment. This is the only way it works.”

Internationalization Strategy

Supported by Kauthof, Media Markt’s international expansion — into Europe —
commenced in 1988. Since then, the Media-Saturn Group has followed a deliberate,
phased international expansion strategy in European countries outside of Ger-
many. Stiefel observes that the basic motivation for international expansion arose
from both competitive and growth considerations. His attitude is that his companies’
position in Germany would be secure only if they became strong and engaged their
competitors in the surrounding countries. “First and foremost you have to build up a
company that has a right to exist for the next 10, 20, 30 years. Before being attacked
(in Germany) by Dixons or anyone else, we have to be the one who is attacking.
Today, if you want to play with the big guys you have to go international.” Seeing
enough opportunities here, Media-Saturn’s international expansion strategy has
remained focused on Europe. The goal is to become the key market player in Europe
before the big American retailers such as Wal-Mart and Best Buy figure out how to
do business and succeed in this continent of many languages and cultures.

Starting with market entry and field surveys in neighboring France, Media
Markt progressively entered Austria, Switzerland, Spain, and Poland and is now
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present in 15 countries. Stiefel feels that Media-Saturn has been a hit in nearly all
the countries they have entered, with the companies’ decentralized structure play-
ing a major role in achieving this success in the diverse national markets and
structures across Europe. In Stiefel’s view, thinking “centrally” in the European
market would not work. “Furope is [...] a continent comprised of very different
cultures, calling for management of and adaptation to the unique needs of each
individual country.” In keeping with this view, Media Markt operates a separate
head office in each country, with a management staffed by local experts from the
respective country and few or no German executives, be it in Poland, Italy, Spain
or Greece. Moreover, Media Markt follows the same basic philosophy of fostering
intrapreneurship and trust that has worked in Germany. In Poland, for example,
every store manager also holds a stake of up to 10 % in his store. Basically, Stiefel
took the German structure and replicated it everywhere where this was legally
possible. (In some cases, e.g., Italy, regulations did not permit employee share-
holding and so Media Markt used profit-sharing bonuses.) Guided by Stiefel’s
vision of “filling in all holes on the European map,” which encompasses the mar-
ket entry and expansion of the store network in every country, Media-Saturn
Group’s systematic European expansion continues with its recent entry into Turkey,
Belgium and Luxembourg.

Key Challenges in Current and Future Growth of
the Enterprise

Stiefel sees the key challenges of growth as “maintaining the founder’s spirit in the
organization” and “finding the right balance between creativity and structure as the
enterprise grows.” In Stiefel’s view, transferring the entrepreneurial spirit of the
founders to all the people involved is a fundamental driver of success. Thus, the real
leadership skill required of a founder is not simply to start a company, but to be able
to grow it to the next level while maintaining the original spirit and culture. “That is
one of the most difficult challenges an entrepreneur faces — guiding the transforma-
tion from a small, very simply managed company to a larger corporation with an
extended structure and management without losing the original entrepreneurial
spirit. This is a tougher challenge than any other posed by supply chain, opera-
tional, or marketing aspects of the business. There are many assistants to help with
those jobs, but it is the founder’s role and challenge to not lose sight of the ‘creative
chaos’ that made the company while the organization develops larger structures,
systems and controls as it gets bigger.” He goes on to say: “You have to ask your-
self: What do the employees working here want that will make them feel good while
doing their work? What makes employees stay at a company for more than two or
three years? Basically, they want as much freedom as possible, they want to step up,
and they want to be able to make some independent decisions. So the challenge is
not to kill that creative culture with system or structure.”

Somewhat counterintuitively, Stiefel’s solution to these challenges is: “Become
more — not less — decentralized and give more trust as you get bigger.” To pull
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this off, Stiefel believes it is essential to implement vocational training and con-
tinuous employee education and training programs in the organization’s corporate
philosophy and strategy. He notes, “We are a strong supporter of training voca-
tional trainees in sales functions. Many companies make the mistake of not taking
on vocational trainees — and then wonder why they do not have a sufficient num-
ber of talented junior managers who fit well into their organizations. Our com-
pany is among those offering the largest number of vocational training positions
in Germany.” And further: “We started a cooperative course of study in Ingol-
stadt, Eichstdtt University, focusing on international retailing for 40 students
drawn from our European network. They receive a theoretical, network-oriented
education and the opportunity to earn a bachelor’s degree. This way they will be
familiar with Media Markt and its structures when they graduate.”

On Future Expansion

With regard to the US, Stiefel is convinced that the Media Markt concept could
become a major success in the world’s largest retail market, but also anticipates a
very different market entry strategy than is used in European countries. These
ideas are still under development, and for now expansion into the US is not on the
corporate agenda. Stiefel also believes there are long-term opportunities in India
and China as they continue to develop and modernize their retailing sectors and
the numerous “mom-and-pop” stores give way to bigger retailers, just as they did
in Germany.

More generally, Stiefel argues against attacking everywhere at once. “If there
are too many fronts you will possibly lose the war. Expansion has to be systematic
and qualitative and has to be accompanied by rising profits. Do not try to expand
for the sake of expansion.”

On Succession and Retirement

Leopold Stiefel remains a major shareholder and contributor to the conceptualiza-
tion and development of Media-Saturn Groups’s corporate strategy. He expects to
spend 70 % of his time at the company — counseling and coaching his successors
when asked — but will not be engaged in daily work chasing from one appointment
to the next. He hopes that this freedom from everyday chores will allow him “

to become more creative again”. His resignation as CEO of the company was not
a decision made on the spur of the moment by him or by the METRO Group. In
fact, he began preparing for the handover 10 years before. During the last five years
as Chairman of the Management Board he saw his main task in building up a man-
agement team that he could trust to lead the company in a manner consistent with
his own philosophy. As he puts it, “That is the precondition for relinquishment.
If I were afraid that the METRO Group would install a management I do not
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appreciate, I would not retire.” Still, Stiefel acknowledges that stepping down was
the most difficult task he has ever done, given that he had been in charge for so
long. However, it had to be done, as he has no doubt that a smooth succession at
the top is the best way to ensure continuing success and growth.

Concluding Thoughts from Leopold Stiefel on
Entrepreneurship and Organizational Leadership

“Many retailers in Germany have disappeared because their centralized leader-
ship approach made it impossible to manage expansion. Costs would have killed
them. Owing to our decentralization, we have been able to manage it everywhere.
1t is challenging, indeed, but if you have installed the right system and assembled
the right type of people — and that is why I strongly focus on these people — it will
work extraordinarily well. It is self-fulfilling. It sorts itself out. You do not have to
systematically dictate everything. As an entrepreneur, you have to have the courage
to commit yourself to gaps, i.e., the courage to accept imperfection. In the past, 1
stated that it is better to achieve 70 % than to want 100 %. Today I say: It is better to
achieve 80 % than to want 100 %. In life, you never achieve 100 %. These days, if
you do not start something before you are 100 % sure about its success then you will
always be too late. And even then you will not get it 100 % correct. So if you are 70-
80 % sure about something then you should go for it, while being prepared for some
imperfections. In many other companies, most of the people in charge do not have
the courage to do this, for fear of getting punished immediately. However, an or-
ganization should not focus on the mistakes, but think about how the result could be
improved. Perhaps the idea was not bad after all, and only the execution was defi-
cient, so that energy needs to be invested in searching for improvement. That is the
right approach, whereas “hire and fire” does not work. That must not happen, and
that is where we are quite different from other companies. If you want to start up a
company, you first have to think about the purpose of your company and the goals
you want to achieve with the employees working for it.”

Key Takeaways

Leopold Stiefel has achieved great success as an entrepreneur and leader in Euro-
pean retailing. Media Markt’s employees are strongly motivated, the assortments
in the retail stores are driven by local needs and market requirements, and a great
many new ideas are generated “bottom up” and disseminated “top down” within
the group. This enormous success is a consequence of Stiefel’s philosophy and
“big idea,” which is summarized in the following table.
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Fig. 5. Leopold Stiefel in 2008

Table 1. Key Insights and Recommendations by Leopold Stiefel

Marketing Strategy

Operational Issues

Human Resources Manage-
ment

Follow a long-term orien-
tation

Sell at guaranteed low
prices and provide
adequate professional
customer assistance/service

As a general mindset, allow for
employee test-and-learn
orientation, innovativeness,
and intrapreneurship

Offer one-stop shopping
for a broad assortment of
consumer electronics

Provide fast and competent
financing, delivery, instal-
lation, and repair services

Decentralize! Involve store
managers! Share profits! Trust
your employees!

Develop large, attractive
superstores in attractive
locations

Set flexible, company-wide
standards (profits should
not be too high!)

Let your store managers
become “intrapreneurs”

International growth can be
successful if you grow
organically

Allow store managers to
adapt marketing activities
to local needs and circum-
stances

Do not monitor behavior or
processes, but rather outputs

Keep two separate brands
(Saturn and Media Markt)
and let them compete rather
than just having one brand
and losing to competitors

Set just a few, but clear,
goals (such as sales,
earnings, costs, headcount)
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Since the early 1990s there has been a substantial re-structuring of retailing in
Europe. Further, even greater, re-structuring is likely over the next 5 years. The
implications extend beyond Europe but they have had primary impact within
European markets. The restructuring involves not only changes in horizontal com-
petitive relationships amongst retailers but also involves new forms of relationship
with suppliers and an extension of the activities of West European retailers into
Central Europe. The restructuring has occurred alongside substantive changes in
strategies, relationships and operations. These changes have encouraged the emer-
gence of an alternative perspective of the role of retailing that places retailing as
the initiator of added value activities in the economy rather than in its traditionally
more passive role of building on the value being added in manufacturing. The new
role places retailing in a global framework of international store operations, inter-
national sourcing of products, international flows of management and managerial
know-how, and international retailer brands. The aim of this chapter is threefold:

e to place the re-structuring in context,
e to consider its nature, and,

e to explore how the new global framework could affect Europe over the
next decade.

The chapter comprises five parts. First, the new role of retailing is explored. Sec-
ondly, there is consideration of what is changing in the retail sector of Europe.
Thirdly, some implications of the changes are explored. The fourth part considers
why the changes are taking place. Finally, there is consideration of the underpin-
ning nature of innovation in the changes and exploration of how future patterns
may develop.
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The New Role of Retailing

Re-structuring into a global context is the most recent stage of a half a century of
change in European retailing that can be seen as comprising three major phases
(Dawson 1999). The first phase occurred during the years after 1945 when the
priority for the retail sector was the reconstruction of both the organisational and
physical structures of retailing. There was a strong American influence in manage-
rial developments, for example in the introduction of self-service into the food
sector. A number of American firms, for example JC Penney, entered Europe. City
and town centres were reconstructed across much of northern Europe and retailing
was used as a catalyst for the physical re-construction of cities such as Coventry,
Exeter, Cologne, Rotterdam and West Berlin as well as many smaller towns. Gen-
erally, consumers were seeking more products after the several years of scarcity
and retailers provided additional floor space to meet these needs.

The development of the ‘Common Market’ in Western Europe and the subse-
quent development into a more integrated European Union marks a second phase.
The retail markets across Europe started to consolidate and substantial growth of a
different type occurred. Marketing became accepted as a key activity for retailers
with different types of retailing being designed to satisfy different consumer needs.
As market segmentation developed, so retailers explored new formats. For example,
the large self-service single level superstore format, often located on the edge or out-
of-town, was developed through the 1970s and early 1980s in several sectors, nota-
bly the hypermarket for general merchandise, and, superstores for food, DIY, toys,
electrical goods, furniture, etc. Consumers, during this second phase, wanted differ-
ent products and better quality products rather than simply more products.

The third phase, which is the period of change presently evident, is character-
ised by a re-structuring of retailing with new roles and functions becoming evi-
dent. The convergence of information and communication technologies, the appli-
cation of new materials, and other applications of technology, such as RFID,
across the value chain are enabling retailing to take on more forceful roles within
the economy (Dawson 2001). Economies of scale of organisations associated with
global sourcing and international operation of stores are allowing retailers to be-
come some of the largest firms within Europe. By 2004, METRO Group, Carre-
four and Tesco were amongst the largest twenty firms by market capitalisation in
Germany, France and UK respectively. Retailers have become major elements in
the composition of European economies.

Ranked by sales', Carrefour, METRO Group and Tesco are in the list of the
largest ten retailers in the world (Table 1). Aldi GmbH, Schwarz Unternehmens

! Obtaining comparability of sales rankings is notoriously difficult due to different ac-
counting definitions and different ends to financial years. This ranking converts figures
to $ at average rates over the year. By using conversion rates at other times, for example
year end, some difference in ranking would be present.



Retail Trends in Europe 65

Table 1. The Largest Retailers Ranked by Sales FY 2005-7

Company Sales in CAGRS | Number | Number % foreign sales

2007 in € years in | of shops of

(billion, | % (2002- countries

net) 2007) 2000 | 2005 2007

Wal-Mart Stores, Inc 270,88 8.4 7.262 13 17 22 24
Carrefour SA* 82,15 3,6 14.991 30 47 52 54
Tesco plc 67,98 10,4 3.751 13 12 23 26
METRO Group 64,34 4,5 2221 31 48 52 59
Home Depot, Inc. 55,94 5,8 2.234 4 5 5 10
CVS Caremark Corp. 55,81 14,4 6.301 1 0 0 0
The Kroger co. 50,75 6,3 3.662 1 0 0 0
Schwarz Group 49,60 12,6 8.707 24 37 45 52
Costco Wholesale Corp. 47,78 10,7 518 8 18 20 22
Target Corp. 45,79 7,6 1.591 1 0 0 0

* inclusive Joint Venture
(Source: METRO Group, Company Websites & Annual Reports)

Treuhand KG, ITM Développement International and Auchan S.A. would all be in
a list of the top 20. Wal-Mart and Costco, whilst being based elsewhere, have
retail operations in Europe. The European based retailers have spread beyond
Europe. Carrefour in 2008 had store-based operations in 31 countries and was
purchasing from over 55. METRO Group had a presence in 32 countries. Tesco
with stores in 13 countries is less international at an operational level but is
equally international in its sourcing. There are many consequences of the large
scale and international activity of retailers. For example, the choices available to
consumers are increasing and as a result the choice processes that consumers use
are changing. These changes are affecting the shopping behaviours of consum-
ers. This is one of several potential illustrations of the more active role that re-
tailers now have within the overall economy.

In establishing the new distinctive role for retailing, the leading firms have de-
veloped a distinctive European model of retailing and distribution (Eurostat,
2002). This European model, now emerging, is different from that of the USA. It
is a model that is internationalist, not domestic; compare for example the interna-
tional scope of METRO Group and Tesco with Kroger and Target being limited to
USA. The opening of Central Europe to investment from West European retailers
was a stimulus to the internationalist view. The European model also is structured
around an integrated demand chain, not a supply chain. And, it has market inno-
vation, not copying, at its core. This stronger position of distribution generally is
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reflected in macro-economic statistics, for example it was forecast that in the UK
data for 2006 will show the value added by distribution industries to be at a simi-
lar level to the value added by manufacturing. The gap between these two has
closed steadily since the early 1990s when the value added contribution of manu-
facturing was almost twice that of distribution. Figure 1 shows this change in con-
tribution to the macro-economy. Table 2 shows other macro-economic relativities
between manufacturing and distribution in the UK. The substantial increase in
labour productivity in distribution is seen with a large increase in value added with
a much smaller increase in labour input (Reynolds et a/ 2005). This pattern is
repeated across much of Europe. For EU1S5 the ratio of value added by distribution
to value added by manufacturing rose from 0.58 in 2000 to 0.66 in 2004. The
change varies across Europe but the trend is common — 0.27 to 0.38 in Ireland,
0.66 to 0.78 in France and 0.89 to 0.94 in Netherlands.

Table 2. Comparison of Manufacturing and Distribution Within the UK Economy

Net capital expenditure £ billion Employment million: average
during year
1999 2002 2005 1999 2002 2005
Manufacturing 18.12 13.24 11.65 4.27 3.76 3.25
Distribution 11.52 12.88 12.61 4.75 4.92 4.95

(Sources: Office of National Statistics, Annual Business Inquiry)
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What Is Changing?

Managerial processes in the retail sector are changing within the overall re-
structuring. Four changes are particularly apparent.

The Large Firms Are Growing Faster than the Sector as a Whole. Despite low
growth in the European economies in recent years large firms have been able to
increase their output through entering new markets, diversifying their retail offer,
acquisition and, importantly, like-for-like sales growth. Table 1 shows for the largest
firms their 5 year compound growth. In most cases for European firms the growth is
above the general level of growth in the sector. Leading companies in other more
specialist sectors show even strong growth. For example, Inditex with a five year
compound annual growth rate (CAGR) of 23.2%, DSG (11.3%), IKEA (8.6%),
Schwarz (16.2%), Mercadona (26.4%), H&M (14.0%), dm-drogerie (11.3%) and
others have all outperformed the market. The speed of growth has quickened in
many of the large firms. For example through the early 1990s Carrefour was open-
ing fewer than 20 stores per year but by 1999 was opening more than 50 per year,
albeit with the majority outside Europe. The result was that by 2001 over 20 % of
the hypermarkets operated by Carrefour did not exist three years previously.

Within the European grocery market, Clarke ef al. (2002) provide a review of
national estimates of the concentration rate for the five dominating companies
(CR5) for the mid 1990s (the average was 61.7%) and calculate CRS estimates for
1993 and 1996. These suggest that CRS has risen in all the European markets with
the exceptions of Finland, Sweden and Netherlands. The aggregate level of con-
centration in Europe measured as the share of the 50 largest firms, they estimate,
rose from 45.5 to 49.5 between 1993 and 1996. The OECD (2004) points to a
slightly lower figure for the late 1990s but confirms the trend. Anecdotal evidence
suggests that the overall level of concentration has continued to rise since 1996 by
at least 5 percentage points.

A More Strategic Approach to Managerial Decision Making. Across the sector in
the large and medium sized firms a strategic approach to management has been
adopted more consistently. Strategies vary considerably but there is a wider pres-
ence of a general business strategy that is then made operational through func-
tional strategies for marketing, merchandising, buying, branding, branding, logis-
tics, employees, finance, etc. Private and publicly quoted firms exhibit this trend.
Whilst short-term opportunistic development and reactive competitive moves
remain, these occur within a broader, formalised, strategic framework involving a
mission, market positioning and formalised approach to channel relationships.

Increased Complexity of Organisational Structures. With the new role of retailing
and the increased size of firm, organisational structures have become more com-
plex. The expansion of international operations, for example, has required retailers
to develop a structure of country ‘vice—presidents’ and in several cases an interna-
tional Board of Directors. At store level the international moves have required
different organisational structures in different countries in order to respond to the
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Table 3. The Store Network of Tesco in 2003 and 2006 and Planned Expansion for 2006-7

End FY 2002-3 End FY 2005-6 Net Planned | Planned
change | openings | new net
Store |Salesarea| Store |[Salesarea| in store 2006-7 space
number | , 000 sq.ft number |, 000 sq.ft ;81(;21_)82 ‘ gggi—;ﬁ

UK 1981" | 21,829 1897 25,903 -84 153 2,062
Ireland 77 1,703 91 2,140 14 8 166
Poland 66 3,351 105 4,778 39 39 732
Hungary 53 2,469 87 4,282 34 30 882
Czech Republic 17 1,608 35 2,575 18 44 615
Slovakia 17 1,379 37 2,289 20 10 223
France 1 16 1 16 0 0 0
Turkey 0 8 623 8 12 457
Europe non UK 231 10,526 364 16,702 133 139 3,073
Thailand 52 4,820 219 6,768 167 207 1,308
South Korea 21 2,125 62 4,129 41 47 1,045
Malaysia 3 316 13 929 10 4 206
Taiwan 3 329 6 484 3 0 0
Japan 111 301 111 10 27
China 39 3,505 39 12 1,046
Asia 79 7,590 450 16,114 371 280 3,632
Total 2,291 39,944 2,711 58,719 420 572 8,767

"Includes 1,202 stores with total sales area of approximately 1,830,000 sq. ft associated
with the acquisition of T&S stores during the fiscal year

(Source: Tesco company information)
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different consumer cultures. It was only in 1993 that Tesco began to operate stores
outside the UK in a way that required a different organisational structure to be
devised’. Table 3 shows the international expansion of Tesco over the 14 years.
This network of stores now requires a very different organisation than that needed
to manage only UK stores in 1993. It took 10 years 1993-2003 to open 310 stores
outside the UK and in one year, 2005-6, 238 were opened with 419 planned for
2006-7. It is not only international operations that require a more complex organ-
isational structure to the firm. International sourcing centres have to be accommo-
dated in organisations. The outsourcing of many previously in-sourced functions
also changes organisations. The diversification of retailers into financial and lei-
sure services provides further organisational complexities.

Moves Towards Retailer Co-ordinated Value Chains. In recent years the nature of
the value chain within the successful retailers has changed substantially. Retailers
have become increasingly involved in co-ordinating the relationships between
retailers and suppliers. Thus value is created at a variety of places in the value
chain, not simply at the point of final sale to the customer. In taking costs out of
the channel of distribution there is a redistribution of the locus of value generation.
An example of this is in the terms of trade that exist between retailers and suppli-
ers such that a retailer’s inventory is financed by suppliers. By providing a longer
number of credit days than the inventory turn of the retailer, the retailer operates
with negative working capital. Table 4 illustrates the degree of negative working
capital enjoyed by large European retailers.

These four changes illustrate the nature of the changes taking place in European
retailing during this third and current phase of major re-structuring. They are clearly

Table 4. Key Operating Ratios of Carrefour, Sainsbury and Tesco

Inventory value as a percentage of sales | Working capital as percentage of sales
2005-6 2002-3 1999-00 2005-6 2002-3 1999-00
Carrefour 8.2 8.7 132 -12.3 -9.6 -13.5
Sainsbury 3.6 5.3 5.3 —6.2 —6.1 —6.1
Tesco 4.0 3.9 3.4 9.6 8.8 94
Casino 9.0 8.5 8.9 -6.3 —4.2 -8.2
METRO Group 11.2 10.7 11.2 —6.9 -1.5 -23

(Source: company accounts)

% Tesco entered Ireland in 1978 but withdrew in 1986. The UK organisational structure
was simply extended to Ireland and this is often quoted as one of the reasons for failure
of the international venture. The move into France in 1993, with withdrawal in 1997, is
generally regarded as the first move in the current strategy of internationalisation.
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inter-related with the focus on strategy underpinning the rapid growth of the large
firms and the change in financial relationships with suppliers. The four changes are
illustrative of the totality of change and other changes could be highlighted. None-
theless the conclusion that can be drawn is that the current phase of re-structuring is
resulting in an increase in the complexity of the sector, a quickening in the rate of
development and a more global perspective being adopted by management.

The Implications of the Changes

There are many implications of the changes in the role and structure of the retail
sector across Europe. A major implication is an increased level of governmental
intervention in retailing. Four particular aspects of change give rise to governmen-
tal intervention at various levels across Europe:

The Increase in Market Concentration. With the continuing growth of already
large firms and their acquisition activity, the competition agencies in individual
European countries and in the European Commission have become more active in
reviewing levels of market concentration. In the UK the inquiry in 2003 by the
Competition Commission into the proposed acquisition of Safeway by others in
the grocery sector highlighted the problems of defining the market for the pur-
poses of measuring market concentration. In some cases competition authorities
are now considering the competitive impacts of the acquisition of a single store by
a large retailer when this is thought to have an effect of reducing potential compe-
tition at the local market level. Although there are many unresolved issues associ-
ated with measurement of market shares, particularly at local levels, nonetheless
governments increasingly are involved in market interventions.

The Decrease in the Number of Small and Micro Firms. An aspect of long term
structural change has been the decline of small firms in retailing across Europe
(Eurostat 2002). This loss of small firms has become more acute in recent years
such that governments have been exploring ways to provide support to smaller
firms through different types of policy initiative. These include limiting the local
competition from large firms by restricting the establishment of new shops, pro-
viding direct financial help to the small firms to encourage investment and train-
ing, reducing the tax burdens on small firms, encouraging co-operative behaviour
amongst small firms, and providing special protection to particular sub-sectors, for
example pharmacists and small firms in rural areas and in the lowest income parts
of cities. Governmental intervention in the market in these cases is aimed at pro-
tecting smaller firms from the full rigour of the market.

The Change in the Balance of Competitive Power Between Retailers and Their
Suppliers. An implication of the changes in retailing is the growth of channel
power of retailers at the expense of their suppliers (Pilat 1997). Governments have
sought to intervene in the market to regulate the behaviour of the participants in
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the channel. This has involved policies on the nature of the contracts between
retailers and suppliers, the number of credit days allowed, the types of discount
that can be used, the ability of retailers to re-sell products at below cost, etc.

The Increased International Activity of Retailers. In some European countries,
notably those in central Europe that attracted large amounts of foreign direct in-
vestment into retailing after 1989, the governments have been adopting policies to
limit foreign ownership of retailing. The rationale for such policies is to protect
local retailers and suppliers from the business practices used by the foreign, often
large, firms. Those foreign retailers that have a presence in the market, having
entered early, are in effect protected from peer-group competition and so may
benefit from the policies aimed at limiting them.

The extent of and types of intervention of governments in the retail markets is
generally increasing in Europe. The rationale for intervention is generally to ame-
liorate, in some way, the consequences of the structural changes in the sector. In
many cases the policies are instituted without a clear understanding by govern-
ment of the nature of the causes of the structural changes that generate the “unde-
sirable’ change but there is growing awareness of the complexity of the distribu-
tive trade in respect of the vertical relationships involved.

Why Is Retailing Changing?

The reasons for the structural adjustments in this third current phase of major change
in European retailing can be presented as a process linking changes in the environ-
ment to responses by retail managers. Retailing, as an activity linking consumers to
goods and services, operates in local markets. As such many of the managerial deci-
sions are a response to both the local culture of the consumers and the local culture
of consumption. Within Europe these local cultures are subject to considerable
social, economic, political and technological changes. This dynamic cultural envi-
ronment requires responses from retailers that seek success through the close match-
ing of their operations to consumer requirements. These responses underpin the
strategies of retailers. The strategies are executed through the formats and formu-
lae’ that the retailer creates. In creating these formats and formulae the retailer enters
into relationships with other groups, for example suppliers, finance groups, con-
sumers, etc. In the current context of activity in Europe all four of these attributes of
the retail sector — cultures, strategies, formats & formulae, and relationships —
are undergoing substantial change as they inter-act. It is the changes in these attrib-
utes that provide the reasons why retailing is changing in the ways that it is.

3 The formats are the generic delivery vehicles of retailers, for example, hypermarket,
department store, convenience store, mail order catalogue, vending machine, etc. The
formula is the branded version of the format that is created by a particular firm. Thus, a
hypermarket is the format and the Tesco Extra hypermarket, Casino hypermarket, Carre-
four hypermarket, Real hypermarket are the different formulae.
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Culture. The changes in consumer culture in Europe after 1989 have been consid-
erable. The emergence of market economies in central Europe meant widespread
privatisation of retailing. Perhaps of greater importance in terms of consumer cul-
ture, however, has been the increased demand for products and services from con-
sumers in the former communist countries. Steady increases in consumer wealth
after the initial periods of high inflation have meant that from the mid-1990s con-
sumers have expected a more extensive range of price-quality combinations in the
retailing. In clothing for example distinct markets in street fashion, work clothes,
high fashion, discount apparel, etc emerged quickly to parallel the market struc-
tures that have been developed, more gradually, in West Europe. As these Central
European countries enter fully into the European Community, in phases after May
2004, so these cultures of consumption will develop more rapidly. In many cases
it is the retailers of the 1990s that have created the nature of the cultures of con-
sumption in the Central European countries.

Across much of Western Europe consumer cultures show apparent contradic-
tory trends of standardisation and fragmentation. The fragmentation of demand is
evident in many ways with ever smaller segments of consumers having specific
patterns of demand. Consumers have translated their values into demands for
goods and services such that there are differing values, for example the ecologi-
cally responsive groups, vegetarian groups, designer brand groups, sport obsessed
groups, etc. These are in addition to the longer established groups associated with
age, educational level, income, etc. This fragmentation has been encouraged by
specialist media. The fragmentation has been extended even further with con-
sumer demands varying on a temporal dimension — by time of day or day of the
week. The consumer can no longer be considered as one person but has to be
viewed as many different ‘people’ (Ziliani 1999).

In apparent contradiction to this fragmentation is a Europeanisation of some as-
pects of consumer demand. With the wider and faster availability of information
through satellite communication, the rapid diffusion of fashion, in clothes and
music particularly, has generated European-wide patterns of demand. The
movement of people through Europe particularly for leisure and tourism simi-
larly has generated a diffusion of cultures, often in food items, with consumers
in Northern Europe becoming familiar with foods from the South and vice—
versa. The availability of international manufacturer brands, in electrical items,
food, grocery, toys, etc. stimulates this move to ‘sameness’ or ‘Europeanisa-
tion’. The euro-integration of consumer infrastructures is often facilitated by
common technologies in the home or mobile ‘close to body’ technologies (mo-
bile phones, pocket computers, hand-held games machines, etc.). The driving
force for much of this integration is a combination of the aspirations European
politicians and multi-national manufacturers. Many European politicians have a
vision of the future as a single and more standardised European market. Multi-
national manufacturers wish to exploit economies of scale by producing goods for
a large market, but often consumers have a more local perspective.
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The interplay of the opposing forces of Europeanisation and fragmentation of
consumer cultures presents European retailers with a dilemma. In strategic terms
does a retailer provide specialist solutions to meet local needs and try to benefit
from local economies of scope or does the retailer exploit the economies of scale
that become available in addressing European-wide trends? Is it possible to de-
velop a strategy to address both the fragmentation of demand and the Europeanisa-
tion of demand? The resolution of this dilemma has encouraged retailers to ex-
plore new approaches to strategy.

Strategy. The approach adopted to address the strategic dilemma resulting from
the changes in culture is to move away from the traditional approach to strategy
that contrasted either low cost or high service. Retailers have approached strategy
by having a wider perspective that considers co-operation and competition both in
a vertical dimension through the distribution channel and horizontally with other
retailers. There is a presumption of vertical co-ordination to increase horizontal
competitive ability but this basic model is subject to detailed interpretations by
firms. A greater emphasis is placed on innovation and the generation of knowl-
edge as key inputs into the development of strategy such that firms reject the idea
of a ‘generic’ strategy and seek ones that are appropriate to their own knowledge
base (Dawson 2001) and are flexible enough to accommodate the localisation-
standardisation dilemma.

There are several results of this new approach. Four serve to illustrate the point:

e Branding has become controlled by the retailer. The stores have become
brands, for example IKEA, Zara, Dia, Pimkie, Aldi and B&Q. Alongside
the branding of the store the retailers have also taken control of the
branding of merchandise. Individual firms have adopted different strate-
gies to the branding of merchandise. Some use the name of the firm,
some have developed different brands for different merchandise catego-
ries and others have developed different brands for different market posi-
tions. Although the implementation varies from firm to firm the rationale
for the strategy is similar (Burt 2000). By controlling the brand offering
inside the store it is possible to co-ordinate the merchandise brand with
the store brand to make the total marketing effort more effective. Tesco,
for example has increased the share of Tesco branded merchandise in its
UK stores with over 40 % of grocery sales in Tesco brand and a steadily
increasing amount of Tesco controlled brands in non-foods. Table 5
shows the different market positions of the Tesco brand merchandise in
the UK. The three market positions for Tesco branded products are being
extended into non-food categories with additional clothing brands
‘Cherokee’ and ‘Florence and Fred’ being used and the Tesco Finest
brand being extended to financial services. The approach to branding has
become considerably more strategic than was the case 15 years ago when
retail brands were seen as low price copies of manufacturer items.
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Table 5. Tesco’s Policy for Tesco Branded Merchandise

Brand Launch | Market position | Number Extension
date and target Skus -
Non-foods International
Tesco 1924 Mid-market 8,000 All markets
Tesco Value 1993 Discount 1,200 2001 C. Europe, Taiwan
Thailand, Malaysia
Tesco Finest 1998 Premium 1,100 2002 Poland
Tesco Organics 1998 Organic 1,000
Tesco Healthy Living 1985 Additive free 600 2003
Tesco Kids 2002 Improved diets 100
Florence and Fred 2001 Office clothing
Cherokee 2002 Mid-price
fashion clothes

A wider perspective on productivity. A more integrated view of the produc-
tivity of assets emerged in the new strategic approaches. The traditional
view was of productivity being related to employees and floorspace with
sales per employee and sales per square metre being the key metrics. In the
new strategic approaches not only are these traditional measures disaggre-
gated, for example profit of checkout employee per hour, shelf-space sales
per cubic metre, but new assets are considered. The ‘productivity’ of cus-
tomers, of suppliers, of in-store services for example in-store bakeries, and
coffee shops, of promotions, and of brands, are now considered and at-
tempts made to develop a more integrated view of productivity of the firm.
The importance of a co-ordinated view of productivity has been realised
(Reynolds et al 2005).

Identification of the profit sources in the value chain. With a more strategic
approach to considerations of productivity so there has been greater aware-
ness of the nature of the value chain in retailing. This has resulted in shifts
in the balance between out-sourced and in-sourced functions. Retailers
have evaluated the functions they undertake and established which generate
value added to the retailer in respect of specific knowledge owned by the
retailer. These they have retained as in-sourced. Thus for example, mer-
chandising has been concentrated inside retailers. Where value added is
less in relation to the retailer’s knowledge then the functions have been
outsourced with contracts made with specialist groups. This is the situation
with most logistics activities.

Consideration of new markets. The ability to respond to the new cultures of
consumption has encouraged European retailers to move into new markets
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in their home country and also to become more international in their opera-
tions. In their home countries there has been category diversification with
food retailers moving into non-food categories. Clothing retailers have
moved into new categories of home-wares, for example Zara Home. In many
cases the large retailers have moved into other service retailing sectors and
provide financial services, household services, etc. Movement into new in-
ternational markets has been extensive in all the large and successful retail-
ers. There is now growing evidence of consolidation of the initial expansion
activity with large firms concentrating on fewer markets and growing rapidly
in these target markets. Table 6 shows the development outside Western
Europe of hypermarkets by four major firms. In all four cases they moved
initially into Central Europe and Asia. Considerably more expansion is ex-
pected particularly in Asian markets. It is not only large firms that have
sought to expand internationally. Mintel (2003) identified 2,588 intra-
European cross-border retailers operating 74,160 stores in 2002. This repre-
sents approximately two-thirds of all cross-border retail operations by Euro-
pean based retailers. The remaining third involve extra-European moves. The
clothing sector is most active with 51 % of intra-European moves being ac-
counted for by this sector. French firms are the most active in this respect.

Formats and Formulae. The new strategies of European retailers are executed
through formats and formulae. Retailers continually adjust their formulae to meet
the needs of consumers and to expand the customer base. Most of the formats
have been present for many years and the adjustments and innovations are intro-
duced through formula development. In recent years the only major new format
has been the internet web page but new formats have been introduced into countries
where they were previously absent. The countries of Central Europe, for example,

Table 6. International Expansion of Hypermarket Operations by Four Leading Firms

Central Europe 2002 2004 2006 2007
Auchan 24 31 35 40
Carrefour 25 31 47 83
Casino 15 17 0 0
Tesco 83 110 166 203
Asia

Auchan 58 72 118 137
Carrefour 126 156 194 238
Casino 46 50 51 54
Tesco 69 84 166 224

(Sources: company data)
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had no hypermarkets until the early 1990s. New formulae are more common with
retailers creating formulae to target specific groups.

Tesco has moved strongly in the area of formula design over the last 5 years. In
their operations within the UK, Tesco operate several formats, all of which are
strongly branded as Tesco:

e Tesco Extra— 118 at end 2005-6 fy — a hypermarket format

e Tesco Superstore — 445 at end of 2005-6 fy — a large mainly food store but
with some non-food items with sub brands of:

— Tesco Supermarket — a standard supermarket format
— Tesco Compact — a smaller supermarket for smaller communities

e Tesco Metro — 163 at end of 2005-6 fy — a city centre supermarket targeted
at walk in customers

e Tesco Express — 654 at end 2005-6 fy — a convenience store format

e One Stop — 517 at end 2005-6 fy — a convenience store format resulting
from acquisitions and being converted to Express

e Tesco.com — an Internet format

Tesco Express has been the most dynamic of the formats in recent years with or-
ganic development of the concept in 2000. By January 2007 over 750 were in opera-
tion. On average there are approximately 2,500 merchandise lines, many of which
are Tesco branded items. Acquisitions in 2002 and 2004 have expanded the chains
of convenience formats to over a thousand local stores. Average sales in 2002 were
€85,000 per week — four times higher than the sector average — with break-even
profitability in the stores being achieved at approximately €45,000 per week.

The common feature of these new formats, not only in the food area but also
amongst non-food, including clothing, retailers, is the concept of ‘experience
space’. Thus formula design has moved beyond the traditional variables associ-
ated with the marketing mix to create stores in which the customer is more in-
volved. Customers help with the value creation exercise by being part of the for-
mula. In this approach to the design of the formula there is process of value
creation, as shown in figure 1:

o The retailer’s idea of the formula triggers an experience for the customer.

o The formula has content and differences in content trigger different ex-
periences. This content is, in effect, the retailer’s execution of the formula.

e The involvement of the customer with the content adds to the experience
for the customer.

o This personalisation of the customer’s experience and feelings results in
the in-store decisions of the customer.

o These personal interpretations co-create value between customer and re-
tailer.
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An event [the formula] triggers an experience for the customer.

The event [formula] has a content and different contents trigger different experiences.
The involvement of the customer influences the experiences.

The personal meaning is what determines the value to the individ ual customer.

Formula
Experience The company’s
£ P - = _-’operational interpretation
of a format
Innovation T = === —

Content of
formula
The execution of
the operations

Personal meaning
customer’s feelings
as response to
company’s operations

In-formula decisions

by customer that
co-creates value

with the company

Customer involvement
The processes of interaction
of firm and customer

Fig. 2. The Concept of Co-creation of Value with Formula Development (Based on Praha-
lad and Ramaswamy, 2003)

The involvement of the customer in this way by trying to co-create an experience
and by involving the customer much more in the shopping activity has moved the
design of formulae into new areas.

Relationships. The final underpinning reason for success by European retailers is
the development of new relationships with other groups. Whilst the changes in
culture, strategy and format are important individually they interact thorough the
relationships of the retailer with customers, suppliers, employees and government.
Some examples of these new relationships that are now actively managed by re-
tailers are:

o Customer loyalty and reward systems.
e Supplier links through global sourcing arrangements.
e Co-operative brand development with suppliers.

e Team based performance related pay for employees often associated with a
distinction between the knowledge workers and sales workers in the firm.

e Joint initiatives with government to increase productivity in retailing.
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Synthesis and Conclusion

It has been argued in this chapter that the retail sector in Europe has been under-
going, since the mid 1990s, a period of intense re-structuring. The reasons for
this restructuring lie in the changes in the culture of consumption in Europe, in
the resulting strategies of the retail firms, in the formats and formulae that have
been developed and in the relationships that the retailers have generated with
various other agents in the distribution channel. Retailers have been attempting
to compete by changing their operations. Innovation has been critical to retailer
success in this regard. Retailers have moved from traditional forms of innova-
tion to undertake ‘experience’ innovation. Figure 2 illustrates the differences
between traditional product or process based innovation and the approach through
experience innovation.

This key importance of experience innovation is in acting as a catalyst for
growth in mature economies with little increase in consumer spending. The inno-
vation enables the growth in productivity that retailers then use as the basis for
obtaining more control over activity in the channel and also undertaking market-
ing initiatives to provide better experiences for customers. Both routes facilitate
increases in sales at a rate greater than growth in the overall economy. This
growth in sales as a result of innovation is illustrated in figure 3.

From this view of changes what implications may be drawn for future devel-
opments?

First, the forms of innovation that are proving so powerful are ones that draw
on the knowledge that exists inside the firm. This is not copying the activity of
others but is using the knowledge that resides in the firm. This requires an organ-
isational structure and culture for the retail firm that facilitates the harnessing of
the knowledge in the firm. Competition depends on constant innovation that uses
this knowledge. That the knowledge resides in the firm is important. The conse-
quence is that different firms will have different impacts on the societies into
which they move. Furthermore the nature of the changes resulting from the entry
of non-European retailers is controlled by the retailer and the knowledge they
choose to transfer to Europe.

Secondly, the issues of the retailer control of brands and formats & formulae
are central to the success of retailers. Developments are likely to result in retail-
ers not only exerting even greater control over brands but also more brand ex-
tensions being developed by retailers. The nature of the relationships between
retailers and local suppliers will be very different from the existing relationships
these suppliers have with retailers. As the major retailers increase their sourcing
from outside Europe so local European based suppliers will have to change the
service package they offer if they are to remain as suppliers. The new roles for
retailing in Europe that were discussed at the start of this paper will become
more widespread with European economies exhibiting an increase in the propor-
tion of GDP generated by retailers.
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Thirdly, retailers in their marketing activities will look beyond the traditional
issues of price and service and explore the ideas of ‘experience space’ and ‘ex-
perience innovation’. This will mean involving consumers much more in the
shopping ‘experience’ so that profit is co-created. The passive view of custom-
ers as agents for transactions, even sometimes for exploitation, will not be ap-
propriate for retailers in the future. This major change in the business model,
already evident in the activities of major retailers, will spread more generally
through the retail sector. As the approach becomes adopted more widely it will
require some major changes in managerial knowledge and adaptability. Some
local retailers will find this change beyond their capability and are likely to fail.
Others will respond and themselves generate new innovative ways to compete
that are grounded in the local knowledge they have of consumer culture. It is
these adaptive and innovative local retailers who will provide the strongest
competition to the large retailers.

Fourthly, it is unlikely that the strong trend towards market concentration will
be reversed and in all sectors we are likely to see increased market concentration
at national, regional and local levels. The economies of scale of large firms, par-
ticularly from global sourcing, will drive price deflation, with the large retailers
then focusing on increasing sales volumes to maintain their profitability. Along-
side the scale economies obtained at firm level there will be economies of scope
obtained at establishment level. These scope economies will also generate in-
creases in market concentration.

Associated with these four likely changes there are two other considerations
relevant to a view of retailing in Europe over the next 5 years. Several of the
changes will require applications of convergent information and communication
technologies to facilitate the managerial processes that will generate the change.
The firms that will benefit most are those that are able to provide these facilitating
technological innovations. The big unknown consideration for the future is the
role that government will take in shaping and regulating retailing, directly through
policies of competition and rights of establishment and indirectly through polices
affecting the environment in which retailers operate. The four major trends are
likely to operate irrespective of governmental intervention. The speed at which the
trends will develop is what will be subject to government policies.
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Introduction

U.S. retailing is a highly competitive, dynamic industry. Consumers have a large
number of retailers that they can choose to patronize conveniently. Due to the
availability of information on the Internet, consumers are becoming more sophis-
ticated shoppers — more knowledgeable about retailers and the merchandise they
offer. Diversity in consumer needs is increasing across the population and specific
shopping situations and, given the number of alternatives, consumers are selec-
tively patronizing retailers that satisfy their specific needs.

In this environment, retailers are employing the classic competitive strategies of
low cost or differentiation. Retailers are either developing innovative approaches
for lowering their costs and providing lower prices or tailoring their offering to
better satisfy the needs of specific market segments.

In this chapter, we first outline the general trends in the U.S. retail industry and
then explore specific trends in the various retail sectors — food, general merchan-
dise and non-store retailing. The chapter concludes with a view into the future.

General Trends in U.S. Retailing

Trends in the retail environment are driven by the changing nature of the U.S.
consumer and competitive response to these changes. In the first part of this sec-
tion, we briefly discuss consumer behavior trends and the then review the impact
of these changes on the retail marketplace (Retail Forward 2003).

Consumer Trends
Three important consumer trends affecting retailers are: (1) the size and impor-

tance of two age cohorts — baby boomers and generation Y, (2) the growing ethnic
diversity of the U.S. population, and (3) the increasing sophistication of shoppers.

M. Krafft and M.K. Mantrala (eds.), Retailing in the 21st Century: Current and Future Trends, 83
DOI 10.1007/978-3-540-72003-4_6, © Springer-Verlag Berlin Heidelberg 2010
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Baby Boomers and Generation Y Cohorts

No longer having to support their children, baby boomers have significant dis-
posable income: however, much of it is being and will be spent on services and
experiences rather than products. Wellness is one of the major interests for peo-
ple in this age cohort. Retailers targeting this age cohort are focusing on improv-
ing the convenience and quality of the shopping experience and emphasizing
wellness offerings.

Generation Y consumers are more knowledgeable and independent in their
choice of products to buy and retailers to patronize. Retailers targeting this seg-
ment are attempting to build honest, authentic, personal relationships with con-
sumers in this segment since they are not as responsive to conventional mass me-
dia advertising and branding as their parents.

Ethnic Diversity

One of the most dramatic U.S. demographic shifts is the growth of the Hispanic
population. In 2000, Hispanics became the largest minority at 13 % of the U.S.
population. Rather than being assimilated in the dominant U.S. culture, the diverse
ethnic and racial groups are proud of their cultural identities and desire to maintain
a connection with their heritage. Thus retailers are tailoring their offering to the
needs of each of these diverse ethnic and racial groups.

Sophisticated Shoppers

In part due to the Internet, consumers are becoming more knowledgeable about the
products they buy. For example, more than 40 % of consumers collect information
from the Internet before they go to stores for significant purchases, e.g., buying
automobiles, consumer electronics, home improvement material (see also chapter
by Uncles in this book) .

These consumer trends suggest that retailers need to respond to varying con-
sumer needs and their growing diversity. Consumers are looking for more unique
and personally meaningful lifestyles and retailers need to tailor their offering to
these desires. One size no longer fits all.

In addition, consumers have different needs for different shopping situations.
For example, they want to be able to buy basic consumable goods (i.e., groceries
and household essentials) at a low cost. On the other hand, when faced with more
complex needs such as building a deck or redecorating a room, they are looking
for retailers that provide a complete solution involving services and information in
addition to the specific products needed. Then, at other times, shopping is driven
by desires rather than needs. This self-expression shopping mode is ego-intensive
and emotional.
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These different shopping situations and motivations result in an increase in
cross-shopping — a pattern of buying both premium and low-priced merchandise
or patronizing expensive, status-oriented retailers and price-oriented retailers.

Retail Industry Trends

Retailers have responded to the consumer trends by (1) reducing their costs to
increase value delivered, (2) targeting the needs of specific market segments and
(3) beginning to offer a personalized shopping experience (Retail Forward 2003).

Cost Reduction

During the last 20 years, largely driven by the efficiencies achieved and low prices
offered by Wal-Mart, U.S. retailers have focused on reducing their operating costs
through (1) developing scale economies, (2) increasing supply chain efficiencies,
(3) operating big box stores, (4) centralizing overhead functions and (5) beginning
to adopt more analytical management techniques. This emphasis on cost reduction
has increased the price differential between low service, low price retailers and
higher price retailers that don’t offer merchandise or customer service with mean-
ingful differences.

Scale Economies

Many U.S. retailers have realized scale economies through aggressive internal
growth and acquisition. This drive toward scale economies has greatly increased
concentration in various retail sectors. For example, in 2003, the top three chains
account for 30 % of drug store sales; 85 % of full-line discount store sales; and
36 % of consumer electronics store sales.

Supply Chain

Retailers are managing their supply chains more efficiently though collaboration
with their vendors. They are sharing information with vendors to effectively en-
gage in joint forecasting and planning (see, ¢.g., chapter by Huchzermeier and Iyer
in this book). The most recent activities to further improve supply chain efficiency
involve the desire to use RFID tags to track shipments.

Big Boxes
Many of the fastest growing U.S. retail sectors involve larger size stores — e.g.,
supercenters and category specialists — that have greater operating efficiencies.

Centralization

Retailers are also reducing costs by centralizing overhead functions. For example,
department store chains such as JCPenney, Belks and Nordstrom used to have
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regional buyers and even store managers making merchandise assortment deci-
sions. These retailers now have centralized buying functions and use information
systems to tailor assortment to local tastes.

Analytical Methods

While many of these approaches to cost reduction (such as supply chain manage-
ment) have reached a point of diminishing return for the most sophisticated U.S.
retailers, a promising new era involving the use of analytical methods is just be-
ginning. These methods are directed at getting more sales and profits out of exist-
ing stores. By using analytical tools, retailers can optimize decisions that were
informally made using rules of thumb (see, e.g., chapter on applications of intelli-
gent technologies by Ravi, Raman and Mantrala in this book).

Targeting Needs of Specific Segments

While retailers have been focusing on reducing costs and prices, retailers also are
beginning to explore approaches for developing offerings directed toward the
needs of specific customer segments. National retail chains have long adjusted
assortments based on climate. Now retailers are adjusting store assortments and
services based on more sophisticated analyses of local markets (see, e.g., Grewal
et al chapter in this book).

Best Buy has developed specialized stores to focus on specific customer seg-
ments when there is significant customer-type representation in the local area. For
example, stores in areas with professional high income households promote high-
end entertainment systems; whereas stores in areas with busy suburban mothers
dedicate more inventory to merchandise like learning software and feature softer
colors, a children’s technology department, a children’s play area and personal
shopping services.

Another trend is the rise of specialty retailers focusing on a specific segment. For
example, Two Inc. targets the tween segment. Apparel assortments are fine tuned to
a younger body type and special fixtures are placed at eye level for younger girls.

Another example, Chico’s, with more than 300 specialty stores, sells apparel
that is fashionable but clearly designed for a woman aged 35 to 55, not a teenager.
Apparel is designed to flatter more mature women.

Personalizing the Shopping Experience

Retailers are just beginning to develop an understanding of what creates value for
individual customers for specific shopping occasions and personalize their offer-
ings at the point of contact. To move toward this personalization, retailers are
building and analyzing customer databases that integrate information about all of
the contracts the retailer has with a customer — contacts in stores (e.g., as discussed
elsewhere in this book by Burke), via the Internet and with call centers .
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Growth of Retail Sectors

These general trends are reflected in the growth of different retail sectors and re-
tailers with in the sectors as discussed in the following sections.

While U.S. retail sales have grown at a modest rate paralleling the 4 % to 5 %
growth in GDP, there are significant variations in the growth rates of different
retail sectors, and firms within each sector, as shown below. For example, reflect-
ing the attractiveness of a low cost strategy, supercenters, category specialists,
warehouse clubs, and limited assortment retailers are realizing high growth while
department and full line discount stores are experiencing limited growth. On the
other hand, Kohl’s, a department store chain, and Target, a discount store chain,
are experiencing high sales growth through their distinctive offerings.

Table 1. Estimated Compounded Sales Growth 2003-2008 (%)

Sales 2003 Estimated % Sales
$ Millions Compounded Sales
Growth 2003-2008
Food Retailers
Conventional supermarkets 455.470 2,5
Supercenters 150.995 15,0
Warehouse clubs 76.341 6,0
Convenience stores 337.000 5,0
General Merchandise Retailers
Department stores 86.848 -1,0
Apparel and accesory specialty stores 129.790 4.4
Jewelry stores 26.848 5,8
Shoe stores 21.976 1,4
Furniture stores 52.129 4,9
Home furnishing stores 45.848 5,8
Office supply stores 24.345 3,8
Sporting goods stores 27.792 5,2
Book stores 15.180 4,5
Building material hardware, and garden supply 321.134 6,2
stores
Consumer electronics and appliance stores 95.380 5,7
Drug stores 163.929 6,9
Full line discount stores 131.013 1,0
Food and General merchandise extreme value 39.585 6,2
Nonstore retailers
Nonstore retailing 123.419 9,2
E-commerce 54.900 26,8

(Sources: U.S. Department of Commerce, company reports, National Association of Con-

venience Stores and Retail Forward, Inc.)
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Trends in U.S. Food Retailers

The food retailing landscape is changing dramatically (Retail Forward 2004a).
Twenty years ago, consumers purchased food primarily at conventional supermar-
kets. As shown below, nearly four out of 10 shoppers report doing most of their
food shopping somewhere other than a conventional supermarket. The fastest
growing segment of the food retail market are low cost, low price formats — super-
centers, warchouse clubs and limited assortment supermarkets. However, tradi-
tional supermarkets and convenience stores are responding by differentiating their
offering.

Table 2. Food Shopping Formats

Format Where Most Average Annual Real
Food Shopping Is Done | Sales Growth 1998-2003
Conventional supermarkets 61 % 1%
Supercenters 19% 23%
Limited assortment supermarkets 6% N.A.
Warehouse clubs 4% 10 %
Others including convenience stores 10% Varies

(Source: Retail Forward ShopperScape™, U.S. Department of Commerce, company reports,
and Retail Forward, Inc.)

Supermarkets

While conventional supermarkets still sell a majority of food merchandise in the
U.S., they are under substantial competitive pressure. Everyone wants a piece of
the food pie. Supercenters are rapidly attracting conventional supermarket cus-
tomers with their broader assortments of general merchandise at attractive prices.
Full-line discount chains like Target and dollar stores are increasing the amount of
space devoted to consumables. Convenience stores are also selling more fresh
merchandise.

Even though supermarket chains have reduced their operating costs through
consolidation, category management and better supply chain management, the
format continues to have higher operating costs than supercenters. To compete
successfully against intrusions by other food retail formats, conventional super-
markets are differentiating their offering by (1) emphasizing fresh perishables, (2)
targeting health conscious and ethnic consumer segments, (3) providing a better
in-store experience and (4) offering more private label brands.
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Fresh Perishables

Fresh merchandise categories, including dairy, bakery, meats, fish, produce and
coffee bars, are differentiators and profit generators for conventional supermar-
kets. Conventional supermarkets are building on this strength by devoting more
space to fresh merchandise.

Another example of emphasizing “fresh” is offering meal-solutions for time-
pressured consumers. At Wegmans (an upstate NY-based supermarket chain),
customers can eat lunch overlooking the European-style Market Cafe or buy pre-
pared meals to take home. Chefs in monogrammed white jackets and tall pleated
paper hats staff the separate pizza, deli and fresh-baked bread stations. Along one
wall, Caesar salads are made to order. At another station, customers have a choice
of Alfredo, marinara or vodka sauce on the hot pasta. Folks who keep kosher have
their own area for, perhaps, meat-stuffed cabbage and potato pancakes or a Wal-
dorf salad.

Targeting Specific Segments

Targeting wellness oriented baby boomers, conventional supermarkets are offer-
ing more natural, organic, low-fat, low-sugar and low-salt merchandise for the
growing segment of consumers who are health-conscious or have dietary restric-
tions. Sales at Whole Foods and Wild Oats, two national supermarket chains that
focus on natural/organic food, are growing at 20 % per year.

Conventional supermarkets are also adjusting their merchandise mix to attract
more ethnic shoppers. Hispanics are more likely to prepare meals from scratch,
spend more on groceries, prefer stores with bilingual staff and signage and place
importance on fresh food. To address these specific needs, President Supermarkets
in Little Havana in Miami creates an appealing an environment for Hispanics
playing merengue or mariachi music plays over the store’s audio system , not
Moody Blues or Neil Diamond; offering unique produce such as “Haitian man-
goes”, “fresh cassavas” and “Jamaican yellow yams”; and employing Cuban,
Mexican, Haitian, Colombian and Peruvian grocery clerks.

Shopping Experience

Creating an enjoyable shopping experience through store ambiance and customer
service is a key approach that supermarket chains are using to differentiate them-
selves from low-cost, low-price competitors. Supermarkets are increasingly incor-
porating “food as theatre” concepts such as open-air market designs, cooking
classes, demos, and food tasting.

Private Labels

Private labels provide an opportunity for conventional supermarkets to increase
profit margins and differentiate their assortment. Presently private labels account for
only 15 % to 20 % of supermarket sales, far less than their penetration in Europe.
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Supercenters

Supercenters, stores that combine a supermarket with a full line discount store, are
the fastest-growing store-based retail sector in the United States. While super-
centers are the fastest growing segment in food retailing, they face challenges in
finding locations for new stores. In the United States, there has been a backlash to
large retail stores particularly, Wal-Mart stores. These opposing sentiments are
based on the views that big box stores drive local retailers out of business, offer
low wages and nonunion jobs, have unfair labor practices, threaten U.S. workers
because they buy imported merchandise, and cause excessive automobile and
delivery truck traffic.

Limited Assortment Supermarkets

Another fast growing U.S. retail segment is limited assortment supermarkets. The
two largest chains in the United States are Sav-A-Lot and Aldi. While conven-
tional supermarkets typically carry 20,000 SKUs, limited assortment stores carry
about 1,000 SKUs. Stores are designed to maximize efficiency and reduce costs.
For example, merchandise is shipped in cartons that can serve as displays so that
no unloading is needed. Some costly services such as free bags and paying with
credit cards are not provided. Stores are typically located in second- or third-tier
shopping centers with low rents. While these stores target low-income consumers,
they are beginning to appeal to value-conscious, middle-income consumers.

Warehouse Clubs

Warehouse clubs are also experiencing good growth. Costco differentiates itself
by offering unique upscale merchandise not available elsewhere at low prices. For
example, Costco began selling fine art priced from $450 to $15,000 on its Web
site. Sam’s Club focuses more on small businesses, providing relevant products
and services such as group health insurance. Wholesale members typically repre-
sent less than 30 % of the customer base but account for more than 70 % of sales.

Convenience Stores

Convenience stores in the United States are facing increased competition from
other formats. Convenience store sales are affected by gasoline prices — increasing
during periods of rising gasoline prices. But the dependency on gasoline sales is a
problem because gasoline sales have low margins. In addition, supercenter and
supermarket chains are attempting to increase customer store visits by offering
gasoline and tying gasoline sales into their frequent shopper programs. Drug stores
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and full line discount stores are setting up easily accessed areas of their stores with
convenience store-type merchandise.

In response to these competitive pressures, convenience stores are taking steps
to decrease their dependency on gasoline sales, tailoring assortments to local mar-
kets and making their stores even more convenient to shop. To get gasoline cus-
tomers 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. Finally convenience stores are
also adding new services such as financial service kiosks that give customers the
opportunity to cash checks, pay bills, and buy prepaid telephone minutes, theatre
tickets and gift cards.

Convenience stores are exploring the use of technology to increase shopping
convenience. For example, Sheetz, a Pennsylvania-based convenience store chain,
has self-service food ordering kiosks at its gasoline pumps. Customers can order a
custom-made sandwich while filling their tank and pick it up in the store when
they finish.

Trends in U.S. General Merchandise Retailers

Department Sores

Traditionally, department stores attracted customers by offering a pleasing ambi-
ence, attentive service and a wide variety of merchandise under one roof. They
sold softgoods (apparel and bedding) and hard goods (appliances, furniture and
consumer electronics). But now most department stores focus almost exclusively
on softgoods.

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 Feder-
ated Department Stores), and Saks Fifth Avenue (part of Saks). The second tier of
department stores retailers is comprised of companies such as Macy’s (also part of
Federated Department Stores), May Company, and Dillard’s. Retailers in this tier
sell more modestly priced merchandise with less customer service. The value-
oriented, third tier — dominated by Sears, JCPenney, and Kohl’s — caters to more
price-conscious consumers. The retail chains in the first tier have established a
clearly differentiated position and are producing strong financial results. Chains in
the second tier have yet to define a clear positioning and differentiation, while the
value-oriented tier is facing significant competitive challenges from discount
stores, particularly Target.

Even though third tier department stores are facing intense competition, Kohl’s
has been growing rapidly. Kohl’s formula for success is offering shopping conven-
ience for time-pressured, “soccer moms” interested in buying national brand apparel
and soft home merchandise at reasonable prices. It sells national brands typically
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available in department stores and has exclusive sub-brand arrangements with some
national brands sold at second tier department stores such as Estee Lauder cosmetics
and Laura Ashley home textile and bedroom accessories.

But the key to Kohl’s success is convenience. Its stores are located in suburban
neighborhood centers and they are easy to shop. The stores are smaller (80,000
square feet) than traditional, mall-based department stores and are on one floor.
The aisles and fixture spacings are wider than the typical department store so that
customers can easily navigate the store pushing a shopping cart or baby stroller.
Rather than having POS terminal at each department, the stores have centralized
cash wraps (checkout stations) near the store entrances so that customers can se-
lect merchandise from different areas of the store and pay for it all at once when
they are ready to leave.

Since Kohl’s does not carry designer brands that require “store within a store”
displays, merchandise is grouped by type of item rather than brand. It avoids the
cluttered look by positioning display racks in amphitheater style, making all the
merchandise visible. Colors are displayed from light to dark, a pattern that is most
appealing to the eye. And unlike most stores, which try to straighten up merchan-
dise all day, Kohl’s keeps presentations sharp with a daily 2 p.m. “recovery pe-
riod,” when everyone in the store — from secretaries to store managers — are called
upon to straighten up displays. Night crews do something similar. The total effect
is to allow sales clerks to concentrate solely on customers.

Consumers feel that department stores are not as convenient as discount stores
because they are located in large regional malls rather than local neighborhoods.
Customer service has diminished due to cut backs in labor costs. Department
stores 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, so
prices are relatively high.

The performance of department stores is linked to the strengths of the brands
they sell — brands such as Liz Claibourne, Tommy Hilfiger, Ralph Lauren and
Estee Lauder. In light of the decline in department store patronage, many of these
brands historically sold exclusively through department are pursing other growth
opportunities. For example, Estee Lauder, a supplier of various cosmetic brands to
first and second tier department stores, has developed three exclusive private label
cosmetics lines for Kohl’s. Levi Strauss created the Levi Straus Signature line for
Wal-Mart and other discount stores (Marineau 2004).

Strategies

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) building
better relationships with their key customers (Retail Forward 2004b). To differenti-
ate their merchandise offering and strengthen their image, department stores are
aggressively seeking exclusive arrangements with nationally recognized brands. For
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example, Macy’s negotiated with Tommy Hilfiger to launch its new H line exclu-
sively with supporting advertising featuring Iman and David Bowie. JCPenney be-
came the exclusive retailer for Bisou Bisou, a contemporary apparel brand that was
previously sold through better specialty stores and upscale department stores.

In addition, department stores are placing more emphasis on developing their
own private label brands. For example, Macy’s has been very successful in devel-
oping a strong image for its private label brands such as INC (women’s clothing)
and Tools of the Trade (housewares).

In recent years, department stores’ discount sales events have increased dra-
matically to the point that consumers have been trained to wait for the sale than
buy at full price. Department stores are now shifting their marketing activities
from promotional sales to brand building activities involving television advertis-
ing and specialty publications such as Saks Fifth Avenue’s S magazine.

Finally, department stores are using technology and information systems to im-
prove customer service in a cost effective manner. To improve customer service,
wireless devices are being used on the selling floor to provide sales associates
with customer and merchandise information. Department stores are collecting and
analyzing information to identify their best customers and target promotions to
these customers.

Full Line Discount Stores

Since Wal-Mart alone accounts for more than 58 % of full line discount store retail
sales, the most significant trend in this retail sector is Wal-Mart’s conversion of
discount stores to supercenters (Retail Forward 2004c¢). In 2008, Wal-Mart operated
more than 2,400 supercenters and less than 1,000 traditional discount stores.
With their full supermarket offer, supercenters attract shoppers more frequently.
The conventional discount stores also face intense competition from discount spe-
cialty stores that focus on a single category of merchandise, such as Old Navy, Best
Buy, Bed, Bath & Beyond, Sports Authority and Lowe’s.

While Wal-Mart is converting its full line discount stores, Target, one of the
most successful retailers in terms of sales growth and profitability, is still growing
its discount store base. Target’s success is based on offering fashionable merchan-
dise at low prices in a pleasant shopping environment. Target has developed an
image of “cheap chic” by teaming with designers such as Michael Graves, Isaac
Mizrahi and Giannulli Mossimo to produce inexpensive and exclusive fashionable
merchandise.

Specialty Apparel and Accessories Stores

Specialty stores’ success is based on offering assortments edited for a narrowly
defined target market (Retail Forward 2003b). For example, Hot Topics focuses
on selling licensed, music-inspired apparel to teenagers in mall-based stores. Its
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sales associates know what’s new on the radio, in record stores, concert tours and
pop culture. Its licensing, design and sourcing processes are designed so that it can
move hot rock stars’ fashions and logos from the concert stage to store shelves in
90 days.

Because specialty retailers focus on specific market segments, they are vulner-
able to shifts in consumer tastes and preferences. Apparel and footwear specialty
retailers are capturing less of the consumer’s total spending because consumers
are spending more on necessities involving health and home as well as “everyday”
luxuries such as concert tickets and eating out.

Drug Stores

Drug stores, particularly the national chains, are experiencing sustained sales
growth because the aging population requires more prescription drugs. Although
the profit margins for prescription pharmaceuticals are higher than for other drug
store merchandise, these margins are shrinking due to government health care
policies, pharmaceutical benefit management services and public outcry about
lower drug prices in other countries, especially Canada (Retail Forward 2004d).

Drugstores are also being squeezed by considerable competition from pharma-
cies in discount stores and supermarkets, as well as from prescription mail-order
retailers. Wal-Mart is the third-largest pharmacy operator in the United States
(behind Walgreens and CVS). In response, the major drug store chains are build-
ing larger stand-alone stores offering a wider assortment of merchandise, more
frequently purchased food items and the convenience of drive-through windows
for picking up prescriptions. To build customer loyalty, the chains are also chang-
ing the role of their pharmacists from pill dispensers to health care information
providers, performing tasks such as explaining how to use a nebulizer.

Drug store retailers are using systems to allow pharmacists time to provide per-
sonalized service. For example, at Walgreens, customers can order prescription
refills via the phone. They are automatically called when the prescription is ready.
Based on the time they plan to pick up the prescription, a computer system auto-
matically schedules the workload in the pharmacy. The systems also monitor the
frequency of refilling prescriptions so the pharmacist can make phone calls or
send e-mails to ensure patient drug compliance.

Category Specialist

Category specialists continue to flourish and expand the format to new categories
such as musical instruments (Guitar Center) and outdoor activities (Bass Pro Shop
and REI). By offering a complete assortment in a category at low prices, these
chains can “kill” a category of merchandise for other retailers and thus are fre-
quently called category killers. For example, Bass Pro Shop has 25 stores that are
highly interactive and entertaining, catering to consumers who like to participate in
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outdoor activities. The 300,000 square foot store in Springfield, Mo. attracts more
than 4 million visitors, making it the number one tourist attraction in Missouri. It has
a four-story waterfall, rifle and archery ranges, four aquariums, an indoor driving
range, a putting green, and a 250-seat auditorium and conference room for fish-
feeding shows and workshops. Sales associates are knowledgeable outdoors people.
Each one is hired for a particular department that matches that person’s expertise.
All private branded products are field tested by Bass Pro Shops’ professional teams:
Redhead Pro Hunting Team and Tracker Pro Fishing Team.

Most category specialist chains started in one region of the country and satu-
rated that region before expanding to other regions. For example, Office Depot
started in Florida and expanded through the southeast and southwest, and Staples
started in Boston and expanded through New England and the midwest. During
this period of expansion, competition among specialists in a category was limited.
Now competition among specialists in each category is very intense as the firms
expand into the regions originally dominated by another firm. In most merchan-
dise categories, the major firms are now in direct competition across the nation.

This direct competition focuses on price, resulting in reduced profits because
the competitors have difficulty differentiating themselves on other elements of the
retail mix. All the competitors in a category provide similar assortments since they
have similar access to national brands. They all provide the same level of service.
In response to this increasing competitive intensity, the category killers continue
to concentrate on reducing costs by increasing operating efficiency and acquiring
smaller chains to gain scale economies. Due to this consolidation, two or three
firms dominate each category.

Category specialists are attempting to differentiate themselves with service. For
example, both Staples and Office Depot have specialized sales associates dedi-
cated to selling electronic office equipment. The Home Depot and Lowe’s hire
licensed contractors as sales associate to help customers with electrical and
plumbing repairs. They provide classes to train home owners in tiling, painting,
etc. to give shoppers the confidence to tackle their DIY projects.

Extreme Value Retailers

Extreme Value retailers are one of the fastest-growing segments in retailing (DSN
Retailing Today 2004). Like the limited assortment food retailers, the extreme
value full line retailers reduce costs and have low prices by offering a limited as-
sortment and operating in low rent, urban or rural locations. Many value retailers,
particularly Family Dollar and Dollar General, target low-income consumers,
whose shopping behavior differs from typical discount store or warehouse club
customers. For instance, although these consumers demand well-known national
brands, they often can’t afford to buy large-size packages. Since this segment of
the retail industry is growing rapidly, vendors often create special smaller pack-
ages for them.
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Extreme value retailers follow a variety of business models. Dollar Tree,
Greenbacks and 99 Cents Only draw from multiple income groups and are gener-
ally located in suburban strip malls. They specialize in giftware, party and craft
items rather than consumables. Family Dollar and Dollar General are general mer-
chandise retailers also selling consumables.

In the past, extreme value retailers were considered low status retailers catering
to lower-income consumers. Today, however, higher income consumers are in-
creasingly patronizing dollar stores for the thrill of the hunt. Some shoppers see
extreme value retailers as an opportunity to find some hidden treasure among the
bric-a-brac. To capitalize on this attraction for unusual items, many supermarkets
and full line discount stores are adding dollar aisles to their stores.

Trends in Non-store Retailing

In the preceding sections, we have examined retailers whose primary channel is
their stores. In this section, we will discuss types of retailers that operate primarily
through non-store channels. The major U.S. non-store channels are the Internet,
catalogs and direct mail, direct selling, television home shopping and vending
machines. However, sales through vending machines, direct selling, and television
home shopping compared to the Internet are relatively small and not growing.
Thus we focus on the trends in Internet retailing.

Perspectives on electronic retailing have changed dramatically during the last
five years. In 1998, most retail experts were predicting that a new breed of high-
tech, Web-savvy entrepreneurs would dominate the retail industry. Everyone
would be doing their shopping via the Internet in the future; stores would close
due to lack of traffic; and paper catalogs would become obsolete. The prospects
for electronic retailing were so bright that billions of dollars were invested (but
ultimately lost) in Internet retail entrepreneurial ventures like Webvan, eToys, and
Garden.com — companies that are longer part of the retail landscape.

Even though online retail sales continue to grow much faster than retail sales
through stores and catalogs, store-based and catalog retailers now realize the
Internet is not a revolutionary new retail format that will replace traditional retail
outlets. While the Internet continues to provide opportunities for entrepreneurs in
the retail industry, it is now primarily used by traditional retailers as a tool, com-
plementing their store and catalog offerings, for growing revenues and providing
more value for their customers.

Online sales are growing at more than 25 % per year, more than five times faster
than store and catalog sales, but Internet sales are expected to represent only 6 %
of total retail sales by 2008 (Retail Forward 2004e). However, the Internet has a
substantial influence on consumer store choice and purchase decisions. For exam-
ple, more that 40 % of U.S. consumers review information on Web sites before
buying automobiles, consumer electronics and books. The Internet has become a
place to search and compare, as well as buy.
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Multi-channel Retailing

The Internet offers traditional store-based and catalog retailers the opportunity to
expand the merchandise assortment that they can offer, the geographic markets
they can service and the personalization information they can collect. However,
U.S. retailers are slowly dealing with the challenges of providing an integrated
multi-channel offering.

Customers 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. However, to provide a consistent face to a customer across
multiple channels, retailers need to integrate their customer databases and systems
used to support each channel. In addition to the information technology issues, other
critical issues facing retailers that desire to provide an integrated, customer-centric
offering involve brand image, merchandise assortment and pricing.

When traditional U.S. retailers initially went on line, they simply displayed
products for sales on their Web sites. Now, to get ahead of the competition, multi-
channel retailers need to provide features and services that enhance the customer’s
experience across channels (see also chapter on electronic retailing by Weitz in
this book). The most integrated multi-channel retailers offer these things:

e A liberal return policy where the store accepts products purchased online
e Web sites that feature the retailer’s promotions and sales

e Store receipts contain the URL for retailer’s Web site

e Store associates direct customers to the Web site for out-of-stock items

e Customers can place orders online for store pickup

e Stores have kiosks enabling customers to access the retailer’s Web site

o Web sites offer inventory information (what merchandise is available in lo-
cal stores)

o In-store kiosks allow customers to order merchandise not carried in stores

e Web site offers the ability to prepare and print out a shopping list for a store
visit

e Web site offers store coupons and other promotions

e Web site lists information about in-store events

e Store associates direct shoppers to the Web site for post-purchase information

e Retailer offers free shipping of product bought from Web site but picked up
at the store

e Shoppers can pay cash in store for products purchased from Web site

e Stores offer coupons for online purchases
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Most retailers are still struggling to integrate the shopping experience across all
their channels. Legacy systems and disconnected customer and inventory data-
bases hamper retailers’ ability to maintain consistency across channels. For some
large department stores with an array of inventory, it’s impossible to mirror online
exactly what is offered in stores. What’s more, the expensive technology upgrades
needed are a tough sell in today’s budget-conscious environment, especially when
online sales still account for such a small fraction of all sales. Many retailers are
finding it easier to offer integration one step at a time, rather than trying to link
everything from the start, which could be financially and technologically daunting
for them and alienate consumers if things don’t go right.

The Future of Retailing

As we have discussed, cost reduction has been and continues to be a major theme
in U.S. retailing. Since continued cost reductions are becoming more difficult to
achieve, retailers will shift their attention to developing customer loyalty through
increasing the personalization of their offerings. The following future scenario
describes how technology will be used to provide this more intimate shopping
experience.

It’s Tuesday morning. Judy Jamison is eating breakfast and flipping through a
catalog from her local department store chain. She sees some attractive dresses
and decides to buy a new dress for the cocktail party and dinner for the Cancer
Society she will be going to this Friday night. She goes to the department store’s
Web site to look at more dresses and then decides to go to the store after work.

Shortly after Judy walks into the store, a chip on her credit card signals her
presence and her status as a frequent shopper to a PDA (personal digital assistant)
held by the store sales associate responsible for preferred clients. Information
about items that Judy might be interested in, including the items she viewed on the
Web site earlier in the day, is downloaded from the store server to Judy’s and the
sales associate’s PDAs.

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 cocktail 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
dressing room.

In the dressing room, Judy sits in a comfortable chair and sees the dresses dis-
played on her image. Judy’s image is drawn from a body scan stored in Judy’s
customer file. Information about Judy’s recent visit to the retailer’s Web site and
past purchases is used to select the dresses displayed.

Using her PDA, Judy is able to share this personalized viewing with her friend
who is still at work in California. They discuss which dress looks best on Judy.
Then using her PDA, Judy drills down more information about the dress — the
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fabrication, cleaning instructions, and so forth. Finally she selects and purchases
the dress with one click.

Using information displayed on her PDA, Joan, the sales associate helping
Judy, suggests a handbag and scarf that would complement the dress. These acces-
sories are displayed on 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 alterations are completed and then indicate whether she wants the dress
delivered to her home or if she will pick it up at the store.

As Judy passes through the cosmetics department on the way to her car, she
sees an appealing new lipstick shade displayed on a digital sign — a message trig-
gered by the chip on her credit card. She purchases the lipstick and a 3-ounce bot-
tle of her favorite perfume and walks out of the store. The store systems sense her
departure, and the merchandise she has selected is automatically charged to her
account through the use of RFID.
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Trends in Retailing in East Asia
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Introduction: The East Asian Retail Market

East Asia is a region currently undergoing rapid retail development. There is little
mystery in this. It is by far the most densely populated region of the world, and,
with some important exceptions, remains largely undeveloped in terms of modern
retailing. This latter fact is changing as the world’s leading grocery retailers, notably
Carrefour, METRO Group, Tesco, and Wal-Mart, expand in the region, emphasiz-
ing East Asian markets as a major pillar of their global strategies. In addition, and
although almost unrecognized in the Western press and academic literature, equally
large retailers from Japan are also aggressively building market share in all of the
key markets in the region.

Such factors make East Asia one of the most interesting regions in the world in
terms of how retailing will develop over the next few years. At the same time, East
Asia is not a homogenous entity. It does not have a common language, culture, relig-
ion or even a single race. There are wide disparities between countries in terms of
economic development and standards of living. The geography of the region ranges
from desert to jungle and from snowbound winters in northern Japan to constant 30
degree temperatures in Singapore and Indonesia. It is by no means a single market.
In contrast, Europe, which is also a large and diverse market, is still more uniform.

For these reasons, it is inappropriate to attempt to analyze East Asia as a single
market. At the same time, the development of retailing in the region shares two
important characteristics. First, local, domestic retail markets remain relatively
unsophisticated, and second, there are very few large, multinational retailers that
originate from Asia. Both of these characteristics are now in transition. As East
Asian markets grow, so too does the retail industry, and this has attracted a sig-
nificant number of international firms most of which originate from advanced
economies. These companies are already dominant in a number of East Asian
retail markets and their impact on the development of retailing locally is consider-
able. There have been few studies concerning such impact, but the accelerated
development of local retail markets as a result of foreign retailer entry is impossible
to deny (Davies 2000).

M. Krafft and M.K. Mantrala (eds.), Retailing in the 21st Century: Current and Future Trends, 101
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Economic Background

The region of East Asia is so diverse that most major international bodies do not
define it in any convenient way. Asia is an area of 50 million square kilometers
and 4 billion people when considered in its broadest definition including India,
Pakistan, and countries in the centre of the Asian continent. As East Asia and
South East Asia are the areas where much of the retail development activity is cur-
rently taking place this chapter concentrates on this part of the region (see Table 1).
Even then, East Asia alone covers 15.6 million square kilometers and is home to
2.067 billion people.

Table 1 shows the basic demographics for this region. It consists of some 16
countries in total and the diversity in the region is obvious. China alone accounts
for more than 60 % of both the total population and land area. While, in contrast, a
number of countries are relatively small, and population densities are high.

Table 1. Demographic Data for Region of East Asia

Country Area Population Population GDP per
Density Capita
sq km in millions in 2007 per sq km in USS$ 2007

Cambodia 181,040 14,4 80 540
Indonesia 1,919,440 225,6 118 1650
Japan 377,853 127.8 338 37670
Laos 236,800 5,9 25 580
Malaysia 329,750 26,5 80 6540
Mongolia 1,565,000 2,6 2 1290
North Korea 120,540 23,8 197 -

PR of China 9,596,960 1320 138 2360
Philippines 300,000 87,9 293 1620
PRC Hong Kong 1,092 6,9 6319 31610
PRC Macau 25 0,5 20000 14020
Republic of China 35,980 22,9 636 17930
Singapore 693 4,6 6638 32470
South Korea 98,480 48,5 492 19690
Thailand 514,000 63,8 124 3400
Vietnam 329,560 85,1 258 790
Total 15,607,213 2066,8 132 5216

(Source: World Bank 2007)
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In terms of GDP per capita, the variation is large, running from Japan, the second
richest country in the world with an average GDP per head of $37,670 in 2003, to
just $540 per head in Cambodia. Three countries have GDP per head below $1,000,
and all of these have received little international retail development to date, but ten
of the remaining 11 countries are subject to considerable interest from interna-
tional retail conglomerates. They represent some of the most internationalized
retail markets in the world.

Retailing data is scarce for East Asia, and what does exist concentrates on the
largest countries and those seen as having the greatest potential for retail devel-
opment. Until the mid 1990s, only Japan, Hong Kong, and Singapore had ad-
vanced retail markets. Today, however, South Korea, Malaysia, Taiwan and Thai-
land have joined these three countries, and in each case the large overseas retailers
have been a major factor in the development of the retail industry.

China, with its population of more than 1 billion people, is almost a region it-
self. While the country lags a long way behind in terms of GDP per capita, the size
of the market and the potential it represents has drawn a number of international
retail companies there. At the same time, the Chinese market remains one of fu-
ture potential rather than significant current return. Many overseas retailers oper-
ate there, but consumer incomes remain low and only primary and secondary cit-
ies are important consumer markets. China is, therefore, a long-term proposition
for most companies.

Until recently, Japan was also a market that had received relatively less atten-
tion from international retailers. On the surface, Japan’s advanced economy and
large domestic retail market makes it unattractive to outsiders due to high costs in
competing with existing domestic firms. Entry into other East Asian markets is
seen as more cost effective. But Japan’s market remains highly fragmented. This
finally led to the entry of Carrefour in 2000, with Wal-Mart, METRO Group, and
Tesco following shortly afterwards.

Consequently, the Chinese and Japanese retail markets almost warrant their
own chapters. In terms of retail development activity, China is currently the most
active market in the world, and as government restrictions on cross-regional retail
activity were finally lifted under WTO rules in 2004, this activity is becoming
more intense. Japan, after undergoing more than 10 years of slow economic
growth and industrial restructuring, is finally emerging as a modern retail market.
International penetration remains low, but the situation is changing. Better Japa-
nese retailers are internationalizing and competing directly with Western firms
across the East Asian region and particularly in China. The influence and impact
of Japanese market entry is at least as strong as that of non-Asian retailers.

There are two key trends across the region as a whole. First, the size of markets
in East Asia are attracting increasing numbers of international retailers. China is
the most recent example but international retail development in Thailand, South
Korea, Taiwan, Malaysia, and Singapore are already at a far more advanced stage.
Other countries such as Vietnam, Indonesia, and the Philippines are also high on
the watch lists of international retail firms. Secondly, the modernization of the
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Japanese retail and distribution industries means that better companies are now
multi-regional players in their own right. As discussed below, Japanese firms al-
ready have a large presence in East Asia and are now quickly catching up with
Carrefour and Wal-Mart in China. This trend is set to continue and strengthen.

Retailing in East Asia

Table 2 offers a useful summary of retailing in the region. It clearly shows the
contrast between different countries in terms of the market size and the varying
degrees of development. Euromonitor (2002) surveyed 52 relatively advanced
countries to produce these data and the rankings refer to this sample.

While Japan is the largest market by a factor of almost three, China’s estimated
retail sales of US$390 billion are also significant, and ranked third in the world by
Euromonitor. South Korea is the only other market in the region that currently
comes close to the US$100 billion mark, and ranks relatively low as the twelfth
largest market in the world.

If we look at these figures in percentage terms (Figure 1), Japan alone accounts
for 58.7 % of the total retail market in East Asia, and more than 82 % of total retail
sales in East Asia come from Japan and China alone.

Japan also has the second richest market in the world in terms of retail sales per
capita at around $7,489 per person in 2002. In contrast, however, China’s per
capita retail sales in the same year were only $304, ranking forty-eighth in the

Table 2. Retailing in East Asia: Summary Data

Retail Sales Sales per capita Sales per store

World World World

USS$ mill Rank US$ Rank US$ Rank
China 390,303.0 3 304.5 48 19,238.9 52
Hong Kong (PRC) 24,568.8 33 3,476.0 17 432,534.1 18
Indonesia 31,219.1 27 147.0 51 144,084.6 30
Japan 950,996.0 2 7,489.1 2 778,188.4 13
Malaysia 12,350.5 45 546.6 37 80,860.7 40
Philippines 29,871.8 29 386.3 45 220,069.5 24
Singapore 9,685.7 48 2,943.0 19 539,954.3 16
South Korea 87,089.5 12 1,830.3 25 120,290.4 35
Taiwan 39,728.4 23 1,776.0 27 341,300.5 22
Thailand 26,972.5 32 436.9 42 75,456.0 42
Vietnam 16,171.8 39 199.5 50 21,836.1 50

(Source: compiled from Euromonitor 2002)
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world and the third lowest even in East Asia with only Indonesia and Vietnam
poorer. Furthermore, retail sales per store were the lowest in China compared to
any country in the Euromonitor sample at only $19,238, indicating the huge num-
ber of very small stores in the country. In contrast, Japan, which also has a rela-
tively large number of small stores for such an advanced economy, had sales per
store of $778,188, ranking thirteenth in the world. This was closely followed by
Singapore at $539,954 per store, and Hong Kong at $432,534 per store. Taiwanese
retailing is also fairly advanced with stores averaging sales of $341,300.

Of course, these figures do not convey the detail of the market. As mentioned
above, even China alone should not be considered a single homogenous market
any more than East Asia as a whole is. The bulk of the Chinese population is con-
centrated on the eastern seaboard and around a small number of cities including
Shanghai and Beijing. The low sales per capita and per store are more an indica-
tion of the vastness of the country rather than the low potential of the market.

On the other hand, the figures relating to Japan do clearly indicate an advanced
and extremely rich market, making the low penetration of overseas retailers all the
more surprising. Carrefour only entered the market in 2000 (and announced its exit
in 2005), and was followed by Wal-Mart in 2002, and METRO Group and Tesco in
2003. Japan has maintained an image of complexity and low reward that is no longer
applicable, and this has meant that many of the retailers that have aggressively en-
tered the rest of Asia are only just beginning to consider the Japanese market.

Hong Kong (PRC) Vietnam Malaysia
Thailand

Philippines
Indonesia
Taiwan

South Korea

Fig. 1. Relative Retail Market Sizes in East Asia

(Source: data adapted from Euromonitor, 2002)
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Despite the difficulties of obtaining comparable cross-regional data, the pros-
pects and potential of the market in East Asia are clear. For retailers considering
entry into these individual country markets there is a trade off between the diffi-
culty and cost of entry with the actual market potential. In some cases, notably
Hong Kong and Singapore, the small size of the overall market encourages only
minor interest to outside entrants despite the fairly sophisticated nature and rela-
tively rich consumers. Such markets are of interest to higher margin, niche re-
tailers such as apparel chains, but are of far less interest to mass-merchandise
retailers.

Then there are a number of countries where the market is only marginal in
terms of its wealth, despite the fairly large populations and reasonable ease of
entry. These include Vietnam, Philippines, and Indonesia. In each case, several
international retailers have established themselves, but none of these markets is
yet viewed as having enough potential to attract significant overseas interest.

The exceptions to this are Thailand and Malaysia. While fairly small, they have
proved relatively open markets and have seen both Western and Japanese firms
find some success there. Tesco is currently the leading retailer in Thailand with
both Carrefour and Aeon also prominent. Malaysia is led by Aeon, with both Car-
refour and Tesco also building their presence there.
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Fig. 2. East Asia: Relative Market Positions by Retail Sales, Sales per Capita and Sales per
Store

(Source: data compiled from Euromonitor, 2002)
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This leaves China, Taiwan, South Korea and Japan as the leading markets in the
region. All four countries have seen massive retail development during the last 10
years and all four will be the focus of internationalization in the near future. With
their overwhelming size and potential, China and Japan again stand somewhat
separate. Japan is the only modern retail system in the region with its own ad-
vanced domestic retail companies. China is seen by most as the single highest
potential market in the world, ahead of India largely due to far easier entry re-
quirements and, surprisingly, lower bureaucratic barriers.

Internationalization of Retail Markets in Asia

The penetration of retail companies from advanced nations into markets within
East Asia can be considered high. At the same time, the number of international
retail companies with a significant presence in East Asia is low with the same
firms appearing again and again as leaders within various East Asian markets.
Table 3 provides a summary of the situation and an indication of the extent of
internationalization in East Asian markets.

In the majority of countries in East Asia, the largest retailer is still a domestic
company. At the time of writing, however, the Philippines is the only country with
no clear overseas presence in the market, and Japan is the only other country that
does not have at least one majority owned overseas retailer ranking among its
leading 10 retail firms for 2003. In Japan’s case, the largest overseas company is
Toys R Us Japan.

In all of the other nine East Asian markets, overseas retailers rank very highly
indeed. Carrefour, Dairy Farm, Aeon, Wal-Mart, and Tesco are major players in
multiple markets throughout the region. Carrefour is clearly the most advanced of
these, being the largest overseas retailer in four of the markets in which it oper-
ates. Equally, Dairy Farm is the leading retailer in Malaysia and Singapore, as
well as being number two in its own domestic market of Hong Kong.

Even these general figures indicate the degree of interest that markets within
East Asia are generating and the relative ease that large international retailers have
had in establishing themselves. Furthermore, retail development in most of East
Asia is still at a fairly early stage in the majority of nations. China, for example,
while being seen as perhaps the world’s most important market in terms of its
overall future potential, only entered the WTO in 2002 and has still to fully re-
move regulatory restrictions on retail activity. The size of the Chinese market
alone is such that international retailers are prepared to invest massive resources in
developing their presence there despite the difficulties and the long-term nature of
the investment required (see, e.g., description of METRO Group’s expansion in
East Asia by Mierdorf, Mantrala and Krafft elsewhere in this book.).

The next decade will see further expansion of international retail interests in the
East Asia region. There is not a single country that can be said to be fully mature
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Table 3. Sales for Largest Retail Company and Largest Non-domestic Retail Company by

Country, 2003

Largest Domestic Retailer Largest Foreign Retailer
Sales 2003 Sales 2003 Nz;::egsw
Country Rank US$ mill Company Rank USS$ mill retailers
China 1 3,534.0 Carrefour 3 2,425.0 2
Hong Kong 1 1,899.0 Aeon 3 390.7 2
Indonesia 1 652.1 Carrefour 3 390.9 1
Japan 1 28,644.7 Toys R Us 55 1,539.9 0
Malaysia 3 297.4 Dairy Farm 1 487.0 4
Philippines 1 1,123.0 - - - 2
South Korea 1 6,238.0 Carrefour 8 1,347.0 2
Singapore 2 793.1 Dairy Farm 1 914.4 6
Taiwan 1 2,292.3 Carrefour 2 1,477.4 2
Thailand 2 957.1 Tesco 1 1,366.0 5
Vietnam 1 63.4 Shiseido 5 43.9 1

Note: Foreign retailer is largest identifiable majority owned non-domestic retail company
(Source: compiled from Euromonitor 2002)

as a retail market. This includes the Japanese market where retailing is continuing
its rapid modernization and where, even here, overseas retailers are adding a sig-
nificant impact to changing the overall retail environment (Larke 2003). Else-
where, room for further expansion and market consolidation is tremendous with
only the demographically small markets of Hong Kong and Singapore being close
to saturation (Davies 2000). We will see development both in terms of interna-
tional retailers and new, modern domestic companies in all of China, Malaysia,
South Korea, Thailand, and Taiwan. Indonesia, the Philippines, and Vietnam are
likely to follow.

Eastern or Western?

The view that entry of overseas firms is detrimental to traditional distribution sys-
tems is a common one. For example, some argue that overseas entry is responsible
for the breakdown of traditional distribution systems in Japan (Takayama 2001), and
the same view is heard in Korea (Choi 2003) and Taiwan. At the same time, the
degree of international expansion by Japanese retailers has been largely overlooked.
In truth, Western firms have very little penetration in the Japanese market. The
largest non-Japanese retailer in 2003 by sales was Toys R Us, but even this was
only the 55™ largest chain with roughly 0.14 % of the total retail market. Even
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Wal-Mart’s recent partial acquisition of Seiyu gave it control of only 0.8 % of
retail sales in 2003.

In contrast, Japanese retailers that make the move overseas are lauded as heroes
by domestic commentators and generate huge public interest (Mukoyama 2003). In
1996, Mukoyama (1996) found almost 300 stores operated by Japanese firms out-
side Japan but even this did not include investment companies and other non-retail
companies operating retailing elsewhere. Significantly, more than 83 % of the stores
found in the study were based in Asia, and two thirds had opened after 1990 (Table 4).

Table 4. International Spread of Japanese Retailers, Circa 1996

% of Year of Entry

Stores Total 1960s 1970s 1980s 1990s
By Store Format
Specialty Stores 135 46.2 0 3 25 107
Department Stores 81 27.7 1 14 30 36
Supermarkets 76 26.0 0 3 24 49
Total 292 100.0 1 20 79 192
By Region and Country
Asia 243 83.2
Hong Kong 82 28.1 1 3 25 53
Taiwan 51 17.5 0 0 6 45
China 35 12.0 0 0 2 33
Singapore 30 10.3 0 2 11 17
Thailand 18 6.2 0 0 7 11
Malaysia 17 5.8 0 0 9
Macao 4 1.4
Indonesia 3 1.0
Brunei 1 0.3
Australia 2 0.7
Europe 25 8.6
UK 10 3.4
France 8 2.7
Spain 2 0.7
Germany 2 0.7 No data reported
Netherlands 1 0.3
Austria 1 0.3
Italy 1 0.3
North America 24 8.2
USA 22 7.5
Canada 1 0.3
Costa Rica 1 0.3
Total 292 100.0

Based on content analysis of newspaper reports
(Source: compiled from Mukoyama 1996: 75 — 81)
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Japanese retailers have the same competitive characteristics as retailers from
Europe and North America and have been making similar inroads into the rest of
East Asia. A second study in 2000 continued this trend (Kawabata 2000, Table 5).
In the period between 1995 and 1999, Japanese retail companies opened 22 de-
partment stores and 130 supermarkets overseas. Among these, however, only two
were opened outside Asia. Clearly, it was not just Westerners expanding into
Asian markets.

In Kawabata’s study it was suggested that once a Japanese firm opened a store
overseas, little additional investment or market development took place. It appears
that many companies viewed stores overseas merely as cash-generating opera-
tions, with profits being quickly repatriated back to Japan. There were few cases
of Japanese retailers becoming part of local East Asian markets, preferring instead
to target Japanese tourists. Many of these stores closed after a short period.

By the turn of the century, however, Japanese trading companies were increas-
ingly involved in retail development overseas. As Table 6 illustrates, the largest

Table 5. Stores Opened and Closed by Japanese Retailers by Region, 1995 — 1999

Department Stores Supermarkets
Total Stores Stores Total Stores Stores
1955-99 Opened Closed 1955-99 Opened Closed
Asia 87 21 15 252 129 103
China 7 2 2 66 59 43
Hong Kong 12 1 7 20 6 9
Taiwan 23 10 99 40 24
Singapore 19 2 2 14 4 6
Thailand 9 2 23 12 8
Malaysia 14 4 2 24 6 8
Indonesia 3 2 1 2
Others 0 4 1 3
Europe 23 0 7 1 0 1
UK 4 2 1 1
France 8 3
Italy 2 1
Germany 4
Spain 4 1
Austria 1
Americas 12 2 19 1 14
Australia 3 1 0 0
Other 0 8 2
Total 125 22 24 280 130 120

(Source: compiled from Kawabata 2000: pp. 70— 75)
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trading houses (or sogo shosha), along with a small number of other consumer
goods wholesalers, have significant interests throughout Asia. These are mostly
manufacturing companies but also include trading, procurement, logistics, and
consulting businesses, all of which provide support for retail development.

In Japan, trading houses control the majority of imported brand licenses. As
master licensees, they facilitate production and distribution through subsidiaries
and intermediaries within the Japanese market. Similarly, in recent years the same
trading houses have begun to act as facilitators for Japanese companies, from all
industrial sectors, when entering markets in Asia. They provide financial, logis-
tics, and local knowledge support, and in some cases also organize license busi-
nesses. Similarly, there are numerous cases of trading houses becoming involved
more directly in retailing. For example, Itochu owns and operates 70 % of the Paul
Smith operation in Hong Kong, is a major supplier to department stores, super-
markets, and convenience stores in Taiwan and Singapore, and is a major textile
and apparel manufacturer throughout the region for both local sale and for import
into Japan (Shukan Toyo Keizai 2003).

With such support, Japanese retail penetration in East Asia is considerable.
There were 97 separate, retailer-operated companies in Asia, of which 72 are store
or mail order operations (see Table 7). These are concentrated in China and Hong
Kong, with 12 in Singapore — a country where the Japanese retail presence is im-
mediately visible in through the Isetan and Takashimaya stores there. More recent
data suggests that there was considerable growth to 2005, particularly in China.

Table 6. Number of Companies Operated by Country in East Asia for Major Japanese
Trading Houses, 2002 — 03
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Itochu Shoji 71 62 2 16 2 16 9 18 2 3 6| 143
Sumikin Bussan 19 1 4 1 1 3 1 30
Sumitomo Shoji 8| 37 1 25 12| 26 15 8 7 7 71 153
Marubeni 4| 42 1 11 4 11 7 9 1 8 31 101
Mitsui Bussan 4| 27 2| 25 8| 13 14| 20 2 1 51 121
Mitsubishi Shoji 6| 30 2| 34 6 11 5 14 5 9 51 127
Yagi Tsusho 3 1 4
Totals 291 220 9| 115 32| 78| 51 73 18] 28| 26| 679

(Source: Toyo Keizai 2003: pp. 1190 — 1334)
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Table 7. Japanese Retail Companies with Operations in East Asia, 2003

Retailers

South Korea

Thailand

Malaysia

Indonesia

Singapore

Hong Kong

Vietnam

Philipines

Others

Aoyama Shoji
Akachan Honpo
Aeon
Ito-Yokado
Isetan

Cabin

Seiyu
Senshukai
Takasho

Daiei

Daiki
Takashimaya
Tokyu
Department Store
Tokyo Megane
Nissen

Nisshin Shoji
Parco
Hasegawa
Fast Retailing
Family Mart
Lawson

Best Denki
Belluna

Mycal
Mikimoto
Ministop

Paris Miki
Mitsukoshi
Meitetsu Pare
Ryohin Keikaku
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Ito-Yokado and Lawson have both been active in store expansion, and a number
of specialty chains, such as Comme Ca, Narumiya, Daiso Sangyo, and others have
begun to open stores across the region.

Japanese companies are no stronger than other international competitors, but
the degree of penetration is much larger than previously recorded, and this pene-
tration is easily keeping pace with Western firms. Equally, the local view that
Japanese firms are somehow less influential compared to other overseas entrants
appears totally unfounded. The only Japanese retailers with the ambition and abil-
ity to operate overseas are the largest and most sophisticated firms. They are emi-
nently capable of success in the rest of Asia and may even possess certain com-
petitive advantages based on better cultural understanding as they originate from
Asia themselves.

Japanese Activity in China

Table 8 lists 21 retail companies established by Japanese firms in China. Due to
ownership and operating restrictions, several Japanese firms operate multiple com-
panies in the country. This development has been going on for some time, with Ise-
tan establishing businesses in Shanghai and Tientsin as long ago as 1993, but there
was an upsurge in activity from 2000 onwards. Ito-Yokado, while establishing its
Changdu operation in 1998, only opened its first store in 2000. Lawson, opened its
first store in 1996, but had fewer than 50 stores until 2002. Now it has close to 200
and is expanding at a rate of 100 stores a year in the Shanghai area alone.

In China, Japanese retailers remain smaller than Carrefour, Wal-Mart, METRO
Group, and Auchan for example, but they are expanding fast. While Chinese con-
sumers are not at all similar to Japanese in many ways, retailers insist that the
Chinese has relatively close consumer culture (Shukan Toyo Keizai 2003). An-
other key catalyst is the strong link between Japanese manufacturers and retailers
operating within the market, and the use of Japanese consultants, and logistics and
transport firms when setting up in the country.

Available sales figures shown in Table 8 remain small, with the largest, Ito-
Yokado, generating only about ¥25 billion in sales, or about the same as one large
Japanese store. Carrefour is eight times larger, with Wal-Mart and METRO Group
already three times larger. Unlike Carrefour, which has spread stores in many
locations in China, Ito-Yokado is concentrating on Beijing and particularly on
rapid store development up to the 2008 Olympics. In addition to the first Seven-
Eleven, Ito-Yokado also introduced its supermarket subsidiary, York Benimaru, in
2004. With these three store formats, Ito-Yokado will pursue the same local mar-
ket saturation strategy it has employed with great success in Japan.

Even for Japanese firms, there are still many pitfalls to avoid in the Chinese
market. Retailers complain bitterly about the “old fashioned” and “opaque” nature
of Chinese business practices, notably the use of long payment periods and large,
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Table 8. Japanese Firms Operating in China, Mid-2004

Share- End sales Net g gj
holing Entry date Sales  |period Profit g %
Japanese Loca- [Retail E
Retailer % tion  [sector  |Yr.Mth ¥bn  |Yr.Mth ¥mn -
Shang- |Depart-
Isetan 63.0 |hai ment store| 1993.01 2.76 2002.12 -45.0 | 1 172
Depart-
Isetan 75.0 |Tientsinjment store| 1993.01 4.12 2002.12 340 |1 447
Shang- [Depart-
Isetan 80.0 f(hai ment store|  1997.03 5.48 2002.12 197.0 | 1 311
[to- Chang-
Y okado 51.0 |du GMS 1997.11 9.00 2003.12 20.0 | 2 | 1,028
Ito-
Yokado 36.8 |Beijing |(GMS 1998.04 16.00 2003.12 320 | 3| 1,399
Aeon 65.0 SC 1995.10 5| 2,144
Tsing-
Aeon 60.0 |tao SC 1996.03 75.00 - P 2 | 896
Seiyu 42.0 |Beijing |SC 1996.06 1.60 2003.12 OK |1 546
Super-
Daiei 95.0 |Tientsin|market 1995.05 3.60 2002.12 - 12 | 1,000
Heiwado | 75.0 SC 1998.11 7.60 2003.12 550 | 1| 1,134
Shang-
Lawson 49.0 |hai CVS 1996.02 3.39 2003.12 L [153| 149
Home
Komeri 70.0 [Luta [|center 1996.03 2.23 2002.12 L 2 29
Shang- [Women’s
Itokin 100.0 |hai apparel 1997.07
Tsing- (Women’s
Itokin 97.0 |tao apparel 1995.12
'Women’s
Itokin 100.0 |[Luta  |apparel 1993.10
'Women’s 1 flagship per company, 67 conces-
Itokin 95.0 |Tientsin|apparel 1997.00  |sions, 66 franchise stores 216
Aigan 45.0 |Beijing |Eye wear 1994.10 0.26 - - 8 90
Shang-
Paris Miki | 100.0 |hai Eye wear 1993.08 89| 133
Shang-
Paris Miki | 48.0 |hai Eye wear 2000.10 1.41 - P
Aoyama Shang- [Men’s
Shoji 54.0 f(hai wear 1994.09 0.18 2002.12 L 3| 369
Fast Apparel
Retailing | 71.4 retail 2002.09 0.56 2003.06 | —680.0 | 6 -

Key: — : not available, P: profitable, L: loss making, OK: undisclosed by acceptable
Note: Net profit is after tax except for Ito-Yokado which is EBIT.
(Source: Shukan Toyo Keizai 2003: p. 57)
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volume buying rebates. Interestingly, these are precisely the same practices so
bemoaned by overseas retailers and distributors entering Japan in the 1970s and
1980s (Czinkota and Kotabe 1993).

Three Stages of Expansion in Asia

The operation of Japanese retail firms overseas has passed through three distinct
phases. The first was one of department store expansion motivated by increased
numbers of Japanese tourists going overseas. The preference of Japanese consum-
ers to shop at Japanese retailers even when outside Japan was an important trend
in the late 1980s and early 1990s, but is now waning. As a result, only a few Japa-
nese department stores still operate outside the domestic market.

The second phase was a brief hiatus during the worst of the Japanese economic
slowdown in the second half of the 1990s.

The third and current phase is a new and rapid expansion overseas, again in line
with improved business confidence in Japan itself. This phase was described in
detail in this chapter.

Japanese firms have primarily aimed at East Asia and are now increasingly
concentrated on China alone. The key to the current phase is the establishment and
strength of logistics and supplier firms in the same East Asian region. Japanese
manufacturers have developed a solid base in East Asia to produce consumer
products for the Japanese market, and now retailers are in a unique position to
employ services offered by fellow Japanese logistics and transport companies and,
most importantly, by the powerful and knowledgeable trading houses.

Except in Malaysia, where Aeon is the largest retailer by sales, no single Japa-
nese retailer is prominent in the main markets of East Asia, but the overall number
of Japanese firms is significant. With various sources placing the number of sepa-
rate retail companies already operating in China alone between 20 and 40, and
with at least 97 overseas retail operations established by some 30 firms across the
East Asian region, Japanese firms are prominent and well ahead of any one West-
ern country. Quite correctly, managers in Japan emphasize the cultural proximity
of their business systems and their ability to supply consumer needs in other Asian
markets. The current expansion is ongoing, and Japanese retailers are set to further
expand in China and the rest of Asia.

Conclusion

East Asia is today the most rapidly developing retail market in the world. With its
large population and densely populated markets, along with strong population
growth and rapidly modernizing industrial economies, it has been a focus of atten-
tion for the world’s leading retail businesses for the past 10 years. Even so, the
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level of development within the region varies greatly, from advanced economies
such as Japan and Singapore, to agriculturally based economies such as Vietnam
and the Philippines.

Overall, all retail markets in the region have become important targets for in-
ternational retail firms. Hong Kong and Singapore are already developed to the
point of saturation due to their small size. Thailand, Malaysia, Taiwan and South
Korea all have proved fairly easy markets to enter, and with comparatively small
markets overall, have also received the greatest level of development. Much of
this development has been clearly led by overseas retailers entering the market
from outside. In some cases, for example Aeon in Malaysia and Thailand, this
development occurred over a long period, but with the entry of all of the leading
Western international retailers, retail development has become much more rapid in
these four countries.

Most important of all, however, is the situation in Japan and China which are
respectively the second and third largest retail markets in the world. Japan has
remained difficult to enter, but this is now changing as more overseas firms dis-
prove long held myths. China has been host to international retail firms for longer
than Japan, but political restrictions meant that the pace of development has re-
mained slow and is only now able to increase as regulations are dismantled.

The overall picture in East Asia, therefore, is one of a race just about to begin.
The main competitors are established and well positioned, but we are still at an
early stage. In some countries, the significance of outside influence is only just
being understood, and the possibility of government intervention to reduce the
impact of outside firms on domestic markets looms large. Such cases have already
arisen in Thailand, Malaysia, and Japan. Moreover, a much greater response from
domestic retail competitors can be expected in the near future. This is particularly
true in China where domestic companies have laboured under the same restric-
tions as foreign firms and will benefit from the same changes to regulations in
coming years. Local retailers are now undergoing significant development as a
result.

There is a serious need for more extensive work on distribution in East Asia
and particularly in relation to the impact of development by overseas firms. As the
region advances economically and consumers become more affluent, overseas
firms would say they are accelerating the pace of modernization and providing the
best retail options to consumers. Others would argue that this is happening at the
expense of local business and that there is a worrying level of global standardiza-
tion occurring with the breakdown of local consumer culture and business systems
(Choi 2003; Mukoyama 2003).

The overwhelming importance of China has skewed research to date, even
though China, along with Japan, is an anomaly among East Asian markets. Re-
search on China is, on the whole, applicable only to China. In addition, as China is
actually one of the least advanced nations in terms of retailing, the situation there
remains speculative with future possibilities unconfirmed and numerous interven-
ing factors both economic and political likely to have a major influence on the
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future development of the market. The same is true in Japan and, to some extent,
in each of the other 11 main East Asian nations. It is impossible, therefore, to con-
sider the region as a single whole.

Undoubtedly the main focus of attention will remain on China, both in terms of
practical development of retail systems and academic interest. This is a pity, how-
ever, as there is still much to be learned from countries like Thailand, Malaysia,
South Korea, and Taiwan, that have developed so much in the past 10 years. It is
to be hoped that this gap in the literature will not become wider.
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Introduction

Retailing in India is receiving global recognition and attention. It is not just such
global players as Wal-Mart, Carrefour, Tesco, and the METRO Group that have
plans to expand in this market; even domestic corporate behemoths such as Reli-
ance, TATA, KK Modi, the Aditya Birla group, and the Bharti group are now
forging ahead in the development of retail businesses. On 27 June 2007, Reliance
announced that it would invest US § 5.6 billion in retail ventures to become In-
dia’s largest modern retailer. The industry is buoyant in terms of growth, and the
early entrants are opening new stores at a rapid pace. Considering both the organized
and unorganized sectors, retailing in India is currently estimated to be a US $ 350
billion industry, with organized retailing making up only about 3 % of it. By 2010,
organized retail is projected to reach US $ 23 billion (KSA Technopak 2005 report)
and make up 20-25 % of retailing sector sales (KPMG, 2005). The KPMG report
also predicts that retailing will grow faster than GDP in the next 5 years. However, it
should be noted that while there is excitement in the organized sector, the traditional
format that includes small independent, largely mom-and-pop stores is also ex-
panding rapidly, with almost 1.0 million stores being added every year.

Indian consumer tastes and preferences are changing rapidly, leading to radical
alterations in lifestyles and spending patterns, which in turn are giving rise to new
business opportunities. Shopping malls are becoming increasingly common in
large cities, and at least 150 new shopping malls are expected by the end of 2008.
The number of department stores is growing at a healthy rate of 24 % per annum.
Supermarkets have come in to garner an increasing share of the general food and
grocery trade. Such changes are being witnessed even in rural areas. Many corpo-
rations, such as ITC, DCM, TATA, and Godrej, are experimenting with new store
formats.

M. Krafft and M.K. Mantrala (eds.), Retailing in the 21st Century: Current and Future Trends, 119
DOI 10.1007/978-3-540-72003-4_8, © Springer-Verlag Berlin Heidelberg 2010
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The Larger Picture

The Indian economy has shown impressive growth of over 6 % per annum over
the last 5 years. According to the Reserve Bank of India, the GDP growth rate in
2003-04 was a 15-year high, at 8.5 %. Subsequently, real GDP growth accelerated
from 7.5% during 2004-05 to 8.4 % during 2005-06, on the back of buoyant
manufacturing and services activity supported by a recovery in the agricultural
sector. A similar growth rate is expected in 2007-08. With strong economic
growth, consumerism has been increasing, and India has become the fourth larg-
est economy after USA, Japan, and China, when compared on the basis of pur-
chasing power parity.

A sizable proportion of disposable income in India is concentrated in the urban
areas, but rural markets are not very far behind. In fact, the 20 million middle-
class homes in rural India house a population equal in number to the population in
urban India and thus with the same purchasing power (Marketing Whitebook,
2006). Therefore, there is significant and considerable opportunity for organized
retailers in the rural areas. Given the increasing urban exposure of rural India, the
urban and the rural upper-income groups can form an interesting continuum
market comprised of 23 million households or 115 million consumers. In 2006-
07, the consuming class was made up of about 60 million households, or 300
million consumers (Bijapurkar, 2003).

Data recorded by India’s National Council of Applied Economic Research
(NCAER) shows that in 1998-99, a total of over Rs 91,500 crore (= US $ 22
billion) was spent by consumers on a basket of 22 fast-moving consumer goods
(FMCQG) products tracked by NCAER. Of this sum, 37 % was spent by the two
lowest-income groups in rural India, and only about 20 % by the top two income
groups in urban areas. There are nearly 42,000 rural Aaats [periodic markets], with
an average of 300 sales outlets per haat, and the average sales at each outlet ac-
count for $ 18. Each of these haats attracts about 4,500 customers. In rural India
there are 50 million Kisan [Farmer] Credit Card (KCC) holders. Life Insurance
Corporation, the state-owned undertaking that has a more than 90 % share of
insurance nationally, sold 50 % of its policies in rural India in 2006 (Marketing
Whitebook, 2006).

Thus, the rural market holds immense promise for organized retailers, but com-
panies need to find business models to serve it profitably. Unlike the urban mar-
ket, it is less developed in terms of infrastructure and facilities. Although the cost
of doing business in the rural market would be lower than that in the urban market,
reaching out to the rural populace is a concern. A suitable business model and
retail format to fit local tastes and preferences need to be developed. For example,
Wal-Mart originally started in the rural market in the USA, while its competition
started in the urban market. It illustrated how, with the right business model, an
organized retailer can succeed in the rural and small town market.
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Drivers of Retail in India

Favorable demographic and psychographic changes in the Indian consumer class,
rising income, international exposure, availability of quality retail space, wider
brand choice, and better marketing communications are some of the factors driv-
ing Indian retail. However, to succeed in this environment, Indian retailers must
develop the right formats, scalable business models, appropriate technology, and
relevant organizational capabilities.

Emerging Consumer Base

Currently, India has a population of over 1 billion, and 60 % of her people are
under 30 years of age; 54 % of the population are under 25 years of age, while
80 % are not yet 45 years old. India has around 192 million households, about 6
million of which are ‘affluent,” i.e., have household incomes in excess of INR
215,000 (US $ 5,000) per annum. Another 75 million households are in the cate-
gory of ‘well off,” earning between INR 45,000 (US $ 1,000) and INR 215,000
(US $ 5,000) per annum. This means the majority of the population is young and
employed and has high purchasing power. The low median age of the population
means a higher current consumption rate, which augurs well for the retail sector.
Consumer spending in India has grown at over 12 % since the mid-1990s, and 64 %
of India’s GDP is accounted for by private consumption (Marketing Whitebook,
2006, p. 109). Over the last decade, average Indian spending has gone up from
INR 5,745 (US $ 130) in 1992-93 to INR 16,457 (US $ 400) in 2003-04, and it is
expected to grow around its trend rate of 12 %. This is a sizable consumption base
offering an excellent opportunity for organized retailers.

Enhanced Spending Power

AC Nielsen’s Retail and Shopper Trends 2004 Report on shopper’s behavior in
India observed that Indian shoppers spend an average of US $ 50 on food, grocer-
ies, and personal care items every month, US $ 21 of which is spent on fresh food.
Convenience stores are experiencing a boom in most markets; the number of such
stores exceeds 80,000. According to the report, 48 % of shoppers in India admit
that they ‘love to try new things,” making them the most novelty-seeking shoppers
around the Asia Pacific region. Indians also appear to spend more than others on
groceries and personal care items.

Reformed Government Policies

There are fundamental but significant changes underway in India. In January
2006, the government announced that foreign companies can own up to 51 % of a
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single-brand retail company, such as Nike or Adidas. This decision would cer-
tainly encourage retailers such as Zara' and Gap2 to enter this market. Other re-
tailers can hold as much as 50 % equity share. Tesco is also planning to enter the
market through a partnership with Home Care Retail Mart Pvt Ltd and expects to
open 50 stores by 2010 (AT Kearney, 2006). Woolworth Australia has tied up
with TATA for an electronic store called Croma. The franchisee route was always
open to foreign retailers. Many retailers, such as Mango and Nine West, used this
route. Several steps are being taken by the government to facilitate the working of
domestic retailers. The National Horticulture Mission of India has initiated private
participation in development of the supply chain and enhancement of the quality
and quantity of fruits and vegetables. The government is slowly revoking the Ag-
ricultural Produce Marketing Committee (APMC) Act, which would allow retail-
ers to buy directly from farmers. As of now they have to buy from Mandis (whole-
sale markets) that are controlled by APMC.

Development of Retail Formats

It is difficult to fit a successful international format directly into the Indian retail
landscape and expect a similar performance in India. Lessons learned from multi-
nationals expanding into new geographies also point to this. For example, Wal-
Mart is highly successful in the USA, but the story is a bit different in Asian coun-
tries such as China. It is important for retailers to understand local conditions and
develop insights into the local buying behavior before making the format choice.
Considering the diversity in tastes and preferences that exists in India, retailers
may need to experiment to identify the winning format suited to different geogra-
phies and segments.

Until recently, most grocery retailers were regional in scope. Today, a number
of retailers are aiming to spread their network across the country and are experi-
menting with several formats. Aside from geography, as already mentioned, the
rural-urban divide poses a different kind of challenge to the retailer. For instance,
Pantaloon Retail India uses several retail formats (Table 1) to cater to a wide seg-
ment of consumers in the market. Some of the new formats being tried are Fashion
Station (popular fashion), Blue Sky (fashion accessories), aLL (fashion apparel for

! Leading Spanish fashion retail chain operates the eight store formats — Zara, Berschka,
Massimo Dutti, Pull & Bear, Stradivarius, Kiddy's Class, Oysho, and Zara Home. By the
end of March 2009 it had a total of 4,278 stores in 71 countries.

2 Gap Inc. is one of the world's largest specialty retailers, with more than 3,100 stores and
fiscal 2008 revenues of $14.5 billion. The retailer offers clothing, accessories, and per-
sonal care products for men, women, children, and babies under the Gap, Banana Repub-
lic, Old Navy, and Forth & Towne brand names. Gap brand includes Gap, GapKids,
babyGap, and GapBody. The company also operates Gap Outlet, Banana Republic Fac-
tory Outlet, and Old Navy Outlet stores.
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plus-size individuals), Collection i (home furnishings), Depot (books & music),
and E-Zone (Consumer electronics). It has also developed another new format in
the form of the Wholesale Club to sell to the segment of consumers who purchase
in bulk and look out for discounts and offers. Similarly, the LandMark group op-
erates multiple formats such as hypermarket (Max), department store (Lifestyle),
Shoemart, and Funcity3 (Table 2). Such experimentation and identification of an
appropriate format for the local conditions would separate the winners from the
losers in India. It may lead a retailer to use hybrid formats to cater to different
needs-based segments of the customer population.

Malls

Mall development is phenomenal in India. They are spreading fast and entering
the second-tier and third-tier cities in India. Corporate houses such as ITC, TATA,
Godrej, and the Sriram Group are also making steady progress in bringing malls to
the rural market. Large malls provide ample space for leisure and entertainment.
Some states, e.g., Punjab, have lifted entertainment tax on multiplexes until 2009.
This has attracted mall developers such as PVR, Waves, Adlab, and Fun Republic.
During the 1990s, 1 million square feet of mall space was added every year in
India. Since then, the pace has picked up substantially, and in 2003 alone, 10 mil-
lion square feet were added. About 150 million square feet of new mall space is
expected to be built in the country in the next 3-5 years. Major cities would ac-
count for about 70 % of this space: Mumbai (203 % increase to 15 million square
feet), Delhi (up 527 % to 23.2 million square feet), Bangalore (a rise of 128 % to
4.1 million square feet), Hyderabad (up 163 % to 1 million square feet), and Pune
(up 188 % to 23.2 million square feet) are witnessing the boom. In 2005, a state
such as Punjab had only a single mall with a gross leasable area (GLA) of 0.12
million square feet, but it is now expected to have 37 malls operating with GLA of
15.2 million square feet by 2009. Ludhiana, a city in the state of Punjab, is leading
the way, with 11 malls occupying 5 million square feet (IMAGES & CII, 2006).
The success of these malls would be determined by innovations, the right tenant
mix, effective mall management, and provision of ample parking space.

Department Stores
A department store offers an extensive assortment (width and depth) of goods and

services that are organized into separate departments for the purpose of efficient
buying, assortment, promotion, and, above all, ease of shopping for the consumer.

? Family entertainment center offering excellent opportunity for children to learn and have fun.
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A format of this kind provides the greatest selection of any general merchandise
and very often serves as the anchor store in a shopping mall or shopping center. In
India, there are fewer department stores than stores with other retail formats, such
as supermarkets and discount stores. Shoppers’ Stop, with 19 stores in 10 different
cities in India, was the first department store chain in the early 1990s (Table 3).
The stores have a strong focus on lifestyle retailing and are divided into five main
departments, such as apparel, accessories, home décor, gift ideas, and other ser-
vices. The chain’s stores attract more than 12 million visitors every year, with a
conversion rate (visitors to buyers) of 38 %. By 2008, Shoppers’ Stop plans to have
a network of 39 stores with retail space of 2,502,747 square feet. Westside, a pri-
marily private label department store, intends to open 18 more stores in 2008, to
take its network to about 30 stores. Another operator, Lifestyle India, began opera-
tions with its first store in Chennai in 1999. It operates in five cities with more
than ten stores.

Hypermarkets

Hypermarkets have emerged as the biggest crowd pullers in India. They offer the
most extensive merchandise mix, with product and brand choices under one roof,
and create superior value owing to lower prices. Offering product categories rang-
ing from Fresh produce and FMCG products to Electronics, Value apparel,
Houseware, Do it yourself (DIY), and Outdoor products, the hypermarkets are
very popular in India. Currently there are around 90 hypermarkets in the country.
The number of players operating hypermarket formats is increasing day by day.
Pantaloon Retail India Limited (Table 4) has the largest network of 74 Big Ba-
zaars across India. Star India, a TATA venture, has experimented with one store in
Ahmedabad and would like to open another 25 stores in the next 2 years. In early
2006, the K. Raheja Corp. (C.L. Raheja Group) introduced Hypercity, which be-
came the country’s largest hypermarket at 118,000 square feet. It carries a product
range that includes Foods, Homeware, Home Entertainment, Hi-Tech, Appliances,
Furniture, Sports, Toys, and Clothing. It has plans to open 55 hypermarkets by
2015. On 15 August 2007, Reliance Retail opened the first of its ‘Reliance Mart’
hypermarkets in Ahmedabad, with a floor space of 165,000 square feet. According
to the Hindu Business Line of 1 September 2007, 30 such stores are planned to be
operating at the end of the year.

As the market expands, and the country is in a mood to accept changes, hyper-
markets are meeting with an overwhelming response from consumers. Hypermar-
ket success depends critically on pricing, with the right product mix on offer at the
right price and in the right place. Ideally, a 40 : 60 mix of food to non-food would
yield a blended gross margin of around 18-19 %. Hypermarkets have to use an
efficient sourcing and merchandising process to bring down the cost of operations.
They also need to continuously reduce inefficiencies in the supply chain and pass
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on a part of that benefit to consumers. Lastly, private label or store brands are
being used by these stores extensively for improving the margins.

Supermarkets

Unlike in the West, supermarkets are not yet very prominent in India. Supermar-
kets concentrate largely on selling food-related products and are considerably
smaller than hypermarkets. Their value proposition is also different from that of
the hypermarkets. The supermarkets focus on specific product categories and offer
relatively good assortments. They do not play the price game, but have to depend
on convenience and service to attract consumers. However, in India, convenience
and service are also offered by numerous provision stores and ‘sweetshops.” Fresh
vegetables and fruits are sold on the pavements and in open markets. Thus, con-
sumers have not yet made supermarkets the preferred format for buying in this
category. They prefer to buy either from the local mobile vegetable sellers or from
the nearest vegetable market.

Subhikhsa, Food World, Food Bazaar, Nilgiri, Reliance, TrueMart, and More
are the leading supermarket operators (Table 5). Reliance opened a special chain
of fruit and vegetable stores with 11 stores in Hyderabad in November 2006, and
within a year it opened about 390 Reliance Fresh outlets across 11 states of India.
As the eastern part of the country is showing strong resistance to opening of Reli-
ance Fresh outlets, the retailer is focusing on the western part of India.

A typical supermarket chain such as Food Bazaar operates in major cities in In-
dia with floor space ranging from 6,000 square feet to 16,000 square feet and sell-
ing both food and non-food items. The non-food items contribute about 25 % of
total sales. The chain has an average of 7,000 stock keeping units (SKUs) and over
50,000 articles. Fresh produce is comprised of fruits and vegetables, which are
sold loose through the concessionaire arrangement. Private labels are found in
several categories, especially the commodities. For example in the utensil cleaner
category, private label gives the highest margin of about 25 % and commands a
share of 50 % in the store. These stores also offer such services as flour mills,
fresh juice counters, fresh milk and dairy products, vegetable chopping and pack-
ing, salads, sandwiches, and prepared soup.

Convenience Stores

A convenience store offers location advantage for the shoppers and provides them
with ease of shopping and customized service. It charges average to above average
prices, depending on the product category, and carries a moderate number of
SKUs. Normally it remains open for long hours and shoppers use it for buying fill-
in merchandise and emergency purchases. In India, convenience stores occupied
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23,000 square meters of retail space with sales of about US $ 26.95 million in
2005 and are expected to occupy 85,000 square meters of selling space by 2010
(Table 6). During the same period, sales are expected to reach US § 105.43 mil-
lion and the number of outlets is likely to grow from 510 to 2,500 (Table 7).
Twenty Four Seven, a new format of convenience store in Delhi offers a portfolio
of 3,500 SKUs of branded fast-moving consumer goods and another 3,500 SKUs
of prescription and over-the-counter drugs besides 300 private label products
across food, focusing on staples such as pulses and rice. The promoter of this for-
mat, the Modi group, plans to set up 500 convenience stores in Delhi and Mumbai
by 2007-08.

Discounters

The absence of strong discounters in India has several reasons. Unlike most West-
ern countries, Indian retailers are mainly small stores and do not have much bar-
gaining power with manufacturers in order to negotiate terms. Owing to low
economies of scale, retailers are unable to offer significant discounts on their own.
Consequently, the presence of discounters is much smaller than that of supermar-
kets. According to the Euromonitor (2006) report, in India there are 410 discount
stores with 63,000 square meters of selling space and by 2010 that figure is going
to be 555 discount retail outlets, with 85,000 square meters of selling space (Table
8). Subhiksha, the Chennai-based discount retail chain, has spread nationally.
According to industry sources, the retail chain is expected to reach 2,000 stores
with 3.25 million square feet of retail space by 2008-09. This format is more
common among apparel and shoe retailers. Loot, Promart, Koutons, and Country
Cotton are some of the other leading discounters. Some retailers, such as Alpha in
Mumbai, are also experimenting in offering electronic appliances and other con-
sumer durable products. Most cities also have shop clusters that sell at lower
prices; however, unlike the discounters, they deal in unbranded merchandise.

Branded Stores

The major apparel brands in India are Madura Garments, Zodiac, Raymond’s,
Colour Plus, and Arvind Mills. Some of the branded apparel stores prominent in
India are Madura Garments (140 stores), Weekender (75 stores), Benetton (150
stores), Grasim (110 exclusive showrooms), Wills Lifestyle (40 stores), Lee (59
stores), Newport (500 stores), Wrangler (37 stores), John Players (80 stores), and
Raymond. Raymond, with 260 shops, deals in fabrics, apparel, and accessories. In
addition, its distribution network includes 20 exclusive Park Avenue and Parx
stores and 1,000 multi-brand outlets. These specialty stores sell the well-known
brands, such as Park Avenue, Parx, Manzoni, and Be. Park Avenue is an up-



Insights into the Growth of New Retail Formats in India 127

market brand, while Parx and Manzoni are targeted at the casual wear and the
premium ranges, respectively. ‘Be’ is a brand specifically of women’s wear. Simi-
larly, BK Birla’s Century Textile plans to increase its number of outlets from 60
currently to 100 by next year. Almost all major international brands are present in
India through franchise arrangements.

There is no major Indian retailer in the sports and footwear category. Reebok
(85 stores) is the market leader here in India, and there is no clear-cut runner-up.
In fact, this segment is dominated mainly by foreign labels — Levi’s, Lee Cooper,
United Colors of Benetton, Lacoste, Adidas (76 stores), Nike (62 stores), and
Woodland (58 stores). Indian labels are few and far between — Proline is the best-
known Indian brand, and the other brands are more local in nature. The only other
Indian retailer that is making any sort of impact is Wills Sports, with 29 stores
across different cities in India. Bata has the largest chain of shoe stores.

Category Killers

The category killer concept originated in the U.S. owing to an abundance of cheap
land and the dominant car culture. A category killer is a kind of discount specialty
store that offers less variety but a wide assortment of merchandise in the category
that is handled. By offering a wide assortment in a category at comparatively low
prices, category specialists are able to ‘kill” that specific category of merchandise
for other retailers. Generally, such retailers use a self-service approach. They use
their buying power to negotiate low prices, excellent terms, and assured supply
when items are scarce. In India, this kind of retail store is not prevalent at this
time. However, there is scope for such a format. In India, Mega-Mart is one sort of
category killer; it sells apparel products.

‘Dollar’ Stores

Dollar stores have their roots in America’s homey five-and-dimes, the general
stores that offered a range of products at low prices. Modern dollar-store retailers
are running more sophisticated operations, however, leveraging their growing
buying power to strike special deals with vendors and continuously striving for
unique advantages in terms of both convenience and price. Some chains sell all
their goods at US $ 1 or less. Others offer selected items at higher prices. Most sell
a combination of paper products, health and beauty supplies, cleaning products,
paper and stationery, household goods, toys, food and, sometimes, clothing. Both
private-label and brand-name goods fill the shelves. The US-based My Dollarstore
started operations in Mumbai through master franchise arrangements with Sankalp
Retail Value. The store opened with a floor space of about 4,000 square feet in the
Nirmal Lifestyle Mall in Mumbai. By January 2007 there were 42 My Dollar-
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stores in major cities across India. In 2006, these stores attracted 4.5 million shop-
pers. In the larger cities, My Dollarstore outlets generated average footfalls of 600
per day and the retailer generated more than US $§ 10 million in sales (Wall Street
Journal, January 23, 2007). In September 2005, the Mallz99 chain of dollar stores
also started operations in Delhi, with a plan to open 200 stores in India by 2009.
The store offers over 1,000 imported products, which are each priced at INR 99
(about US $ 2). To keep the store attractive for shoppers, new products are added
on a weekly basis.

Cash & Carry

This format operates essentially in the B2B context. Metro Cash & Carry opened
its first cash & carry outlet in Bangalore in 2003. The retailer now has two outlets
in Bangalore and one in Hyderabad; it plans to open one each in Mumbai and
Kolkata. It has a membership of over 100,000 in Bangalore and over 80,000 in
Hyderabad, and its main customers are hoteliers and restaurateurs (including bars),
small food traders and retailers, and small business establishments. Future Group
started its cash & carry operation called the Big Bazaar Club in Ahmedabad in
early 2007. This retailer targets not only business customers but also large families
that do bulk purchasing. Wal-Mart also has plans to set up Sam’s Club stores in
India within a couple of years.

Retail Development in Rural India

Chennai-based market research firm Francis Kanoi estimates the size of the rural
market at US § 24,600 million annually. During the survey in 2002, the firm took
account of four categories — FMCG, durables, agri-inputs, and two- and four-
wheelers — as the basis of their estimation. Rural incomes are also growing stead-
ily. NCAER data shows that while the number of middle-class households (with
annual income between US $ 900 and US $ 4,300) is 16.4 million in urban India,
the corresponding figure in the rural areas is 15.6 million (Kaushik, 2004). This
rural market is largely untapped, and there is a huge opportunity for new-format
retailers. Among the leading corporate houses that have entered it, DCM’s Hari-
yali Bazaar was the first. Now this company has 22 stores. ITC’s Choupal Sagar,
HLL’s project Shakthi, and Mahamaza are some of the models being tried out. At
this juncture, there is no conclusive evidence available to indicate the winning
rural retail formats. However, corporate forays into rural retail are expected to
bring more experimentation and innovation in terms of retail format. Godrej Ad-
haar, the rural retail initiative of Godrej Agrovet Ltd, operates a chain of 18 stores
providing a host of services to farmers and their families and is planning to set up
at least 1,000 stores across rural India in the next 5 years. Apart from Godrej Ad-
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har and Chaupal Sagar, other formats operating successfully in the rural area are
M & M Shubh Labh stores, Escorts rural stores, Tata Kisan Sansar, and Warna-
bazaar, Maharashtra.

Internet Retailing

The importance of internet retailing is growing all over the world. Some internet
retailers, such as e-Bay and rediff.com, are providing vendors with a platform to
sell their products online, but do not take responsibility for delivering the product
to the buyer. They provide only virtual shopping space to the vendors. On the
other hand, online retailers such as amazon.com and walmart.com maintain their
own warehouses to stock products and do take responsibility for delivering prod-
ucts to the buyers. In the US, many of the brick & mortar stores are entering
online retailing, as they have the physical infrastructure that can be used to capture
additional consumer ‘share of wallet’; examples are Target, Sears, and Kmart.

In India, during the period 2001-06, internet retailing grew at a compounded
annual growth rate (CAGR) of 37.2 %, and it is projected to continue growing at a
CAGR of 40 % until 2010 (Euromonitor, 2007). In 2005, LG Ezbuy was one of
the major internet retailers in value terms, with a 23 % share. Other major players
in terms of value share are Times Internet (indiatimes.com), Yahoo Web services
(yahoo.com), India Online (Rediff.com), Fab mall, and Sify.com. Fab mall online
store offers about 3 million SKUs, attracts about 10,000 visitors per day and, on
average, ships over 20,000 orders per month (Euromonitor, 2006). Fab mall sells
groceries in addition to jewelry, electronics, books, movies, music, and gifts. e-
Bay also has a strong presence. The Future group has entered this segment with
futurebazaar.com. According to New Delhi Television Limited in May 2007, it
was then making a profit of US $ 20,000 per day with 0.35 million hits.

Challenges Ahead
Rents

Rents are a challenge for retailers, as the cost of acquiring retail space in India is
increasing. A study by Knight Frank India indicated that rentals in established
malls in top metropolitan areas have jumped by 20-30% in the last 6 months.
Generally, retailers work out a rent-to-revenue ratio with developers at which they
feel they can sustain their business. Normally, this figure varies from 4 % for a
hypermarket (in this case rent will constitute 4 % of revenues) through 10 % for a
department store to nearly 20 % for very niche retailers. However, at a monthly
rate of US $ 4 per square foot, a department store might have to make US $ 40 per
square foot per month just to break even (Daftari and Sharma, 2006). In such a
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scenario the reality of retail business could change and increasing rents could pose
the greatest threat to the profits of retailers in India.

Foreign Direct Investment

Many global retailers are now interested in investing in the Indian market. For the
last 3 years, India has held the top slot in the annual Global Retail Development
Index (GRDI), a study of retail investment attractiveness among 30 emerging
markets conducted by the management consulting firm A.T. Kearney. However,
foreign direct investment (FDI) in retail remains a politically sensitive issue. The
major concern has been that the small independent retailers are not well-equipped
to combat the threat that would be posed by the global retail firms. Many argue
that FDI in multi-brand retail stores such as Wal-Mart and Tesco would force the
small Kirana (mom & pop) stores out of business. However, organized retailers
feel positive about FDI in the retail sector in the near future. Retail contributed
about 10 % to the national GDP in 2005, and this was expected to increase over
the next decade. According to an estimate of PricewaterhouseCoopers, the Indian
retail market will attract an investment of US § 412 billion by 2011, mainly in
hyper markets and supermarkets. FDI in retail is being supported for the purposes
of (1) retail consolidation and increase in the share of the organized retail sector;
(2) generation of more employment opportunity in retail and allied activities; (3)
increased supply chain efficiency, which would lead to lower prices, and superior
product quality for consumers; (4) enhanced opportunity for domestic firms to join
hands with global retail players, to bring in technical know-how and global prac-
tices; (5) giving shoppers an international shopping experience in terms of store
ambience and shopping environment.

Political Environment

Multiparty coalition governments have become increasingly common in India.
Therefore, decision making is not simple. For example, the decision to allow FDI
in retail initially looked straightforward but became complicated as a result of the
political circumstances. Such decisions are largely influenced by the political sen-
timents of the constituencies of the various political parties. Until a single party
forms a government at the Center, there are likely to be delays in making such
important and critical policy decisions.

Regulatory Challenges

There are some regulatory issues that international players may find difficult to
tackle, and some issues are common to both the domestic and the foreign players.
For example, the Land and Property laws specify that only Indians have the right
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to own land and property in India, and this may act as an inhibiting factor for for-
eign retailers. The tax structure is also not favorable to foreign players. According
to industry sources, the corporate tax rate for domestic companies is 36.59 %,
whereas it is 41.82 % for foreign companies. Currently the labor laws are slanted
more toward protecting the jobs of store workers, which is contrary to the re-
quirement of running modern formats. Amendments to store operation timing and
labor laws would help both foreign and domestic retailers. In order to encourage
global retailers to come to operate in India, the government may need to amend
some laws and regulations.

Technology

Technology is going to play a major role in retail developments in India. Cur-
rently, most retailers operate almost everything manually. In a country where al-
most 97 % of retailing is in the hands of small independent retailers, it can be ex-
pected that retailers are going to have some operational inefficiency. Most of the
organized, or more highly developed, retailers are using available and affordable
technology to capture consumer information. Modern retailers are using scanner
data to adapt to customer buying behavior. Technology helps them to take better
decisions in some critical areas such as new product introduction, suitable product
offerings, quicker ordering, and assortment planning. Retailers use shoppers’ loy-
alty data to design customized promotional offerings for different sets of custom-
ers. Although Indian retailers have adopted technology to some extent, the use of
information is very minimal. There is a long way to go before many retailers in
India come close to reaching the level of information use already prevalent among
retailers in the developed markets. Some retailers, such as Shoppers’ Stop, have
used technology to great advantage. This retailer could be viewed as one of the
best users of technology. The loyalty program of Shoppers’ Stop is exemplary and
matches up to those of some international retailers.

Supply Chain

Until recently, most retailers in India have invested in their front-end operations
but have not invested much in back-office and supply chain operations. Thus,
Indian supply chains for food products are characterized by extensive wastage and
poor handling. The wastage occurs because of multiple points of manual handling,
poor packaging, and lack of availability of temperature-controlled vans. The most
important factor that would bring enhancement in supply chains would be greater
power of some retailers relative to manufacturers. Indian Railways is planning to
create the infrastructure needed to carry fresh fruits and vegetables in temperature-
controlled containers from various nodal points located at railway stations in dif-
ferent parts of India. New entrants, such as Reliance Retail, are believed to be
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investing substantially in the supply chain, especially cold chains, for the provi-
sion of fresh fruits and vegetables through its Fresh stores. Many others are mov-
ing in this direction. Even such logistics companies as DHL have shown interest in
bridging this gap.

Human Resources

Even though AT Kearney places India as the most attractive retail market for the
second consecutive year in a row, India is lagging behind in the retail labor index,
in eighth place. Owing to an explosion in the retail industry, there is an acute
shortage of talent. Employee churn is very high for all players. It is very difficult
to get experienced store managers to run stores. Almost all retailers are indulging
in poaching. Reliance Retail is planning to employ a half a million-strong work
force at various levels over the next 5 years. If we look at the human resources
employed by such global retailers as Wal-Mart, Carrefour, METRO Group, Tesco,
Home Depot, and Ahold, we find that Wal-Mart is the only one whose workforce
exceeds half a million employees.

Looking Beyond Format

Formats are not ends in themselves. Understanding shopping dynamics is the key
to success in the retail business. Retailers must understand what values shoppers
are looking for and how they can deliver that desired value to the customer. How-
ever, currently most retailers in India are focusing on what they are offering and
how shoppers can fit into the retailer’s scheme of things. In the long-run, such
strategies may not be viable. Retailers such as Sam Walton saw consumers as the
source of competitive advantage. Tesco Inc. has demonstrated successfully how
consumer understanding can help in redefining its business and gaining a sustain-
able competitive advantage. It operates five different retail formats under the same
brand name with subbrands, namely EXpI‘ESS4 (546), Super store’ (440), Metro®
(160), and Extra’ (100), to cater for consumer needs, in addition to an online store.
The Group also has an additional 527 stores under the One-Stop fascia. All the
formats are profitable, and each format is tailored to fulfill customer needs. It is

Size of the store is up to 3,000 square feet and offers customers great value, quality, and
fresh food close to where they live and work.

Size of super store varies from 20,000 square feet to 50,000 square feet.

6 Approximate store size is 7,000—15,000 square feet.

Approximate store size is 60,000 square feet, and Extra stores offer the widest range of
food and non-food lines, ranging from electrical equipment to home wares, clothing,
health and beauty, and seasonal items such as garden furniture.
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the value offering that makes Tesco so popular and profitable. Very few retailers
have achieved such a feat.

The organized retail revolution in India started in the early 1990s with Food-
World as a supermarket and Shoppers’ Stop as a department store. Both used
shopping experience as the key differentiator. The new formats targeted the upper
end of the market. This trend continued until about 2001, when hypermarkets hit
the road and used price to reach the masses. This also changed the rules of the
game. Until then, the traditional format retailers were not affected by the changing
scenario. The rush to capture major markets has made price one of the most im-
portant variables. Retailers using different formats have also been affected and
have started using price to build up and retain their customer base. Hence, while
retailers in India are trying to position themselves in several dimensions, they tend
to be classified most on the basis of price. There seems to be a need to classify
different formats under a new scheme, as given in Fig. 1. It is expected that until
customer expectations mature and stabilize, which is quite some time away, this
scheme may be relevant. This scheme may be also applicable to developed mar-
kets, where competition is fierce and markets are saturating. In fact, most retailers
entering the emerging markets have used the hypermarket format.

Category Killer girana Stclo(res
T Factory Outlets upermarkets
_L ecialist Surplus/Seconds/Rejects Stores | Branded Stores
Off-Price Retailers Exclusive Company Outlets
Hawkers
Focus
Hypermarkets Department Stores
Generalist Dollar Stores Convenience Stores
— Most On-Line Stores General Provision Stores
Premium Malls

Positioning

Price Based Non-Price Based

Fig. 1. A New Scheme of Store Format Classification
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Conclusion

At the 2005 India Economic Summit, delegates were divided over FDI policy, but
were sure that retail development was inevitable in India. Most of the organized
retailers in India are concentrating on quality, service, convenience, satisfaction,
and assured benefits to lure shoppers into the store. Everyone is claiming success.
However, the overwhelming impact of euphoria cannot be ignored. Customers are
being exposed to new retailing environments, concepts, and experiences on an
almost a daily basis. This has led to a lack of clarity regarding target market and
poor conversion rates. The stock market is in a tizzy, and hence everybody seems
to be enjoying the roller coaster ride. However, retailers will need to create ‘real’
value for the consumer and must determine the most suitable vehicle to deliver the
desired consumer value. The retail format choice is one of the key vehicles to
deliver a retailer’s value proposition, and it also helps to position the store in the
mind of target shoppers. Retailers need to find out what best matches consumer
requirements and offer options that are better than those of the competition. It is
not just about deciding the format, but all about serving the consumer better,
faster, and at less cost. At this juncture, most of the retailers in India are more
concerned about growth in the numbers of stores than about creating value for
consumers. Most retailers are creating uniqueness through the store, e.g., by using
size, better lighting, and display. Although this is drawing in customers by creat-
ing some differentiation, the value delivered to customers is highly prone to imita-
tion. Therefore, retailers need to understand the business model that would drive
long-run customer satisfaction as well as ensuring profitability and sustainability
over the long term despite all the challenges that Indian retailing poses. In conclu-
sion, the consumer is the focus of retail business and the retailers should serve the
consumer better, faster, and at less cost. USP needs to stand for Unique, Sustain-
able, and Profitable. This is a tough call for retailers operating in emerging mar-
kets, which are characterized by breakneck growth and ever-changing customer
expectations owing to a high rate of competitive entry.
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Table 1. Different Formats at Pantaloon Retail India

Product Category Concepts Status Formats/offerings
Food Brew Bar Operational |Beers, snacks and set meals
Cafe Bollywood Operational |Eateries
Chamosa Operational |Snack counter in high traffic area
Food Bazaar Operational |Supermarket
Rain Operational |Food and beverages
Sports Bar Operational [Focused on sports lovers
Fashion alLL Operational |Fashion apparel for plus-size individuals
Big Bazaar Operational |Hypermarket
Blue Sky Operational |Fashion accessories
Central Operational |Seamless malls
Fashion Station Operational |Popular fashion
Gini & Jony Operational |Kids’ fashion
Pantaloons Operational |Department store
Home & Electronics Collection i Operational |Home furnishings
Electronics Bazaar |Operational |Present within Big Bazaar

e-zone Operational |Consumer electronics
Furniture Bazaar Operational |Home furniture
Got It Operational |One stop shop for home maintenance
Home Town Operational |One stop destination
Telecom & IT Gen M Operational |Hi-tech products
M Bazaar Operational Zgéuzgil:;ﬁ);ilézgzv;edge’ entertainment
M Port Operational |Standalone stores/shop-in-shop
General Merchandise  |Big Bazaar Operational |Hypermarket
Blue Sky Operational |Fashion Accessories
Central Operational |Seamless malls
Footwear Bazaar  |Operational |Footwear and accessories
Navarasa Operational |N.A
Pantaloons Operational |Department store
Shoe Factory Operational |Footwear and accessories
Leisure & Entertainment |[Bowling Co. Operational |Premium family entertainment center
F 123 Operational |For leisure and entertainment
Wellness & Beauty Health Village Operational |N.A.
Star Sitara Operational |Beauty salon for men and women
Tulsi Operational |[Pharmacy
Turmeric Operational |‘Cut-in’ format at Food Bazaar
Books & Music Depot Operational |Books and music
E-tailing futurebazaar.com  |Operational |Online retailing

(Source: compiled by the author from the company Web Site)
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Table 2. Landmark Group’s Presence Across Different Formats of Retail Stores in India

Baby-
shop

Shoe-
mart

Splash

Home
Center

Life-
style

Max

Fashion
Brands

Funcity

Total

Currently

9

9

9

10

9

7

55

Additions Until
Dec’ 06

4

4

4

4

4

11

42

Total Until
Dec’ 06

13

13

13

14

18

97

(Source: company website)

Table 3. Presence of Department Stores in Various Cities in India

Location

Westside

Panta-
loon

Lifestyle | Ebony

Shoppers’
Stop

Globus | Pyramid

Total

Ahmedabad

1

2

1

1

Amritasar

1

Bangalore

1

1

2

2

Baroda

Chandigarh

Chennai

N =N =

Delhi

—
S

Faridabad

Ghaziabad

Gurgaon

Hyderabad

Indore

Jaipur

Jalandar

Kanpur

Kolkata

Lucknow

Ludhiana

Mangalore

[y ey e e N LS RN SN %) N N Sy e

Mumbai

58]
—

Nagpur

Noida

Rajkot

Pune

Thane

Secunderabad

1

— ==

Total

23

22

13

O
oo
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Table 4. Presence of Retailers Across Different Cities in India Through Hypermarket

City Name

PRIL
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Kha-
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city
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Vishal

Total

Agra

1

2

Ahmedabad

Alwar

Ambala

Anand

Aurangabad

Bangalore

Belgaum

Bhubaneswar

Chennai

Coimbatore

Darjeeling

Delhi

Durgapur

Ghaziabad

Gurgaon
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Indore
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Mangalore
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Nashik
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Vijayawada
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(Source: compiled by the authors from websites and published reports up to June 2007)
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Table 5. City Wise Representation of Supermarkets in India

Food Reliance

City/Metro Bazaar |Foodworld| Fresh Haiko SPAR | Foodland Total
Agra 1 1
Ahmedabad 4 27 31
Ambala 1 1
Anand 1 1
Bangalore 9 28 37
Baroda 10 10
Bhubaneswar 2 2
Chennai 27 27
Coimbatore 3 3
Delhi 3 3
Durgapur 1 1
Erode 1 1
Gandhinagar 1 1
Ghaziabad 3 3
Gurgaon 1 1
Hyderabad 2 15 17
Indore 1 1
Kodai 1 1
Kolkata 6 6
Lucknow 1 1
Manglore 1 1
Mumbai 6 1 2 6 15
Mundra 1 1
Nadiad 1 1
Nagpur 1 1
Nasik 1 1
Navsari 1 1
Pondicheri 1 1
Pune 2 7 9
Rajkot 1 2 3
Salem 1 1
Sangli 1 1
Secunderabad 4 4
Surat 1 3 4
Thane 2 2
Trivandrum 1 1
Vellore 1 1
Vizag 1 1
Total 52 90 47 1 2 6 198

(Source: compiled by the authors from websites and published reports)
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Table 6. Convenience Stores—Value Sales, Outlets, and Selling Space, 2000-2005

2000 | 2001 2002 | 2003 2004 | 2005
Value sales (million USD) 0.3 1.36 4.5 8.62 19.96 | 26.95
Outlets 5 28 99 249 370 510
Selling space ‘000 square meters 1 2 5 9 16 23

(Source: Euromonitor report on Indian retail, 2006)

Table 7. Convenience Store Forecasts—Value Sales, Outlets, and Selling Space 2005-2010

2005 2006 | 2007 | 2008 2009 | 2010
Value sales ( million USD) 26.95 | 35.03 | 46.59 | 63.36 | 82.37 | 10543
Outlets 510 710 974 11,347.00|1,813.00(2,434.00
Selling space ‘000 square meters 23 32 43 56 71 88.4

(Source: Euromonitor report on Indian retail, 2006)

Table 8. Discounters Forecasts — Value Sales, Outlets and Selling Space 2005-2010

2005 2006 | 2007 | 2008 | 2009 | 2010
Value sales (million USD) 129.6 | 141.26 | 152.56 | 166.3 | 182.91 | 203
Outlets 380 410 440 470 510 555
Selling space ‘000 square meters 58 63 68 73 78 84.8

(Source: Euromonitor report on Indian retail, 2006)
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Introduction

Around 2002, as a participant of MIT’s Auto-ID center, the METRO Group saw
the need to test, prove, observe and experience the acceptance of RFID and
other new technologies in a real-life environment. The objective was to find
solutions entailing real advantages for both the retail industry and the consum-
ers. In the short run, the focus was on technologies that can increase the effec-
tiveness of logistic processes and make shopping easier and more convenient.
Longer run objectives include setting standards for retailing that can scale on an
international basis.

On April 28, 2003, METRO Group opened its first “Future” Store in Rheinberg
near Duisburg/Germany. The remodeled convenience store of METRO Group’s
Extra sales division was a novelty and a breakthrough for the development of
innovative technologies in retailing. What made the Future Store so special was
that it was not a sterile laboratory, but a future “workshop” where everyday
customers were able to experience the shopping of tomorrow. Many innovative
technologies are not only present in the future store, but also in use. The first
customer of the Future Store was Rheinberg born Claudia Schiffer who said, “I
am happy to fire the starting shot for a real novelty. Shopping will become
really exciting!”

This chapter provides an overview of the technologies deployed in the Future
Store. It describes the consumer and retailer use case scenarios supported by these
technologies. We assess the deployment of these technologies and describe the
Rollout decisions taken by METRO Group. The chapter closes with an assessment
of the expected impact on the future of grocery retailing.

M. Krafft and M.K. Mantrala (eds.), Retailing in the 21st Century: Current and Future Trends, 141
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Personal Shopping Assistants and Interactive Kiosks

The Personal Shopping Assistant (PSA) is a touch screen equipped tablet PC
with built-in wireless connectivity to support mobility. Like a Tablet PC, the
PSA does not have a separate keyboard. Consumers affix the PSA on top of
their shopping cart and shop the store (Figure 1). One of the ongoing issues in
discount retailing formats is the challenge of cost effectively providing high
quality personalized customer service in the store. The PSA promises to change
this by providing consumers with a “personal shopper” that accompanies them
on their shopping trip and provides them with personalized assistance as and
when needed.

The Technologies in the PSA

The PSA itself is not a new technology but an amalgamation of existing ones. The
technologies include portable touch screen computers, UPC scanners, wireless
connectivity using Wi-Fi and content accessed through browsers using hypertext
transfer protocols (http).

The touch screen used in the PSA first appeared in kiosks in retail settings. In
some retail environments, employees accessed kiosks. In selected retail environ-
ments, they were available for consumer access. Walking into a big box store such
as a home improvement retailer not knowing where a particular product such as
specialized glue is located is an experience to which many consumers can relate.
Big box and warehouse retailers were always interested in the potential of kiosks
to solve this problem.

Initial attempts to deploy kiosks in retail stores involved a deployment at fixed
locations in the store. The hardware itself was a desktop PC or a modification
thereof. These initial deployments produced mixed results. Once the novelty effect
wore off, consumers mostly ignored these terminals. Keeping the kiosks clean and
in working order was a continuing challenge. One serious limitation was that the
kiosks displayed text in a “mainframe” format. Kiosks developed prior to the web
used proprietary software applications. Standard approaches to consumer self-
navigation and presentation had not yet developed.

With the Internet retailing boom in the late 90s and the development of multi-
channel retailing models, retailers once again attempted to deploy the web-based
technologies into the store in the form of a kiosk. This time around, store kiosks
were PCs with keyboards and access to the retailer’s web site. In some cases, they
provided additional capabilities such as layout and navigation of the store. These
deployments also had mixed results. Maintaining the kiosk was a challenge. Key-
boards were not connected, mice would disappear and kiosks were frequently
unplugged and moved to make way for special displays and seasonal merchandise.
Training sales associates was difficult because of a lack of clarity regarding in-
tended use.
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Fig. 1. The Personal Shopping Assistant

UPC scanners are a staple item in the retail industry. Cash register terminals have
used these technologies for several decades. The development of bar codintech-
nology based on universal product codes (UPC) was a pre-cursor to the adoption
of UPC scanners. UPC scanning technology deployed at the point of sale has had
a wide-reaching effect in the retail industry. Apart from the hard benefits such as
savings in labor, UPC scanning technology also provided several soft benefits.
Notable among them include the ability to collect sales and marketing data such as
pricing and promotion at the point of sale. These data have provided the founda-
tion for improvements in promotional forecasting and deployment.

The PSA as deployed in the Future Store is a mobile device. Consumers walk
through the store with the device affixed to their shopping cart. The PSA is
equipped with wireless connectivity to ensure mobility. A radio built into the PSA
transmits a wireless signal based on the 802.11 standard to an access point. An
access point equipped with an antenna and connected to the regular wired network
transmits the wireless signal into a wired network. Wireless access points de-
ployed throughout the store ensure that the PSA can connect anywhere.

The basis of the wireless technology used in the PSA is the Wi-Fi standard and
equipment that has enjoyed considerable amount of grassroots popularity with
consumers. The typical home Wi-Fi user has broadband access provided by either
a cable or a phone company. Consumers deploy a wireless router or access point
to transmit the broadband signal around the home. Laptops, desktop PCs and
printers connect into this wireless network.

Past deployments of wireless technology have been primarily in the back-
room and for stock checking functions. Store associates use handheld wireless
devices to track inventory or conduct shelf audits in stores. These traditional
wireless devices are based on a specialized design incorporating hardware fea-
tures that support the required functionality. To the extent that a store already
has a compatible wireless network, the PSA can simply connect to the same
network infrastructure.
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Fig. 2. An Interactive Kiosk

The UPC scanner in the PSA leverages scanning technology used in the checkout.
A recent deployment of this scanning technology has been in the form of dedi-
cated price check terminals in discount stores such as Target and department
stores such as Macy’s in the U.S. market. The PSA is another such dedicated ap-
plication.

The last aspect of the PSA is the approach to content. Using standard browser-
based technology, the PSA can tap into much of the existing content that the re-
tailer has already developed for their web site. Manufacturers can also provide
content such as product descriptions and high quality images.

The PSA technologies extend to a web-based interactive information terminal
also called a kiosk (Figure 2). Many locations in the Future Store can accommo-
date a kiosk. These kiosks come with additional capabilities such as the ability to
print nutritional information or recipes.

As the discussion of the technology indicates, both the PSA and the interactive
kiosks amalgamate technologies that have been tried and tested in other environ-
ments. The mass-market consumer is very unforgiving. The availability of tried
and tested underlying technologies is crucial. This minimizes technical glitches
that can contribute to consumer disappointment.

Perhaps equally important is the use of standardized consumer facing software
interfaces borrowed from the web. This provides consumers with a familiar inter-
face. Research in human factors focusing on web usability (Nielsen and Tahir 2001)
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argues that consumers evaluate usability based on expectations of look and feel.
These expectations may form on the set of sites where they spend most of their
time, e.g., many of the mainstream internet portals such as Yahoo! and MSN.

Consumer Use Scenarios

As noted in the introduction, the PSA assists the consumer on a shopping trip. In
the initial deployment at the Future Store in Rheinberg, consumers who have a
loyalty card can receive a PSA. PSA system recognizes them and logs them in
after the consumer scans a loyalty card. This enables the interaction between the
PSA and the consumer to be “personalized”. The consumer can immediately re-
trieve a shopping list based on their previous shopping trips and stored on a central
server. The PSA can provide the location of each product to the consumer and
hence provide a “route map” for walking through the store. This type of feature
can reduce shopping time and increase convenience. These benefits are of interest
to the time-sensitive shopper.

The availability of a UPC scanner provides an additional convenience. As the
consumer picks up each item in the shopping list, they can scan it with the PSA.
This “scan as you go” feature has multiple benefits. It provides a “check off” against
the shopping list. For promotion sensitive shoppers it confirms whether the item is
on deal and the discount level from the regular price. Finally, it provides a running
total of current purchases. This running total of the basket cost should appeal to
shoppers in EDLP environments who are more sensitive to the basket price.

An additional set of benefits and use cases pertain to the provision of product
information such as recipes. A very basic system might provide a set of recipes
that a consumer can look up when they are buying a product. The scenario might
evolve in the following manner: A consumer finds Pasta on promotion. This trig-
gers an interest in making pasta for dinner and the consumer looks for a pasta
recipe at the web-based terminal. The recipe indicates additional ingredients such
as a particular type of pasta sauce. The consumer prints the recipe and adds the
recommended type of pasta to the shopping basket. As this scenario suggests,
printing capabilities can be an important feature in kiosks in these contexts.

It is easy to envision advanced capabilities that provide information that is
more precise based on either the product or the consumer’s preferences. For ex-
ample, instead of searching for all past recipes, the consumer can scan the pasta
that is on sale and ask for only recipes that explicitly match this type of product. A
further refinement can make the search more personalized. For example, the con-
sumer might be allergic to shellfish and might have indicated that in their profile.
The recipe search can now exclude any recipes that incorporate shellfish.

A final and perhaps significant benefit accrues at checkout. Since the basket is
pre-scanned, the actual checkout process can be very short. At the checkout, the
PSA transfers the details and total amount of the shopping to the cash system. The
checkout prints out the sales slip and the customer pays the amount shown.
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Through this system, consumers save time because they need not take their shop-
ping out of the trolley and place the articles on the conveyor belt (see also chapter
by Litfin, Wolfram in this book).

In addition, the Extra Future Store also offers a completely novel self-checkout
where the customers themselves act as cashiers. They draw their articles across a
scanner and record prices. The customer then places the products in a bag, on a
weighing scale. When the weight of the bag varies from the expected weight of
the scanned goods, the system alerts an employee. The customer pays as usual,
either cash or with EC/credit card.

The Intelligent Weighing Scale

The intelligent weighing scale, illustrated in Figure 3 is another technology intro-
duced in the Future Store. The idea underlying the scale is straightforward. Con-
sumes use the scale to weigh produce, obtain a price and a bar-coded label. The
scale uses weighing and printing technologies that are available in scales deployed
at retail checkouts.

In addition to these basic technologies, the scale has an integrated camera that
recognizes the product. This feature is crucial in that it enables self-service by the
consumer in a product category where products tend to be less standardized. Al-
ternative approaches to self-service are costly. They involve prepackaging or pre-
labeling many types of produce.

With respect to a consumer’s shopping trip, there is interplay between the PSA
and the intelligent scales. Without the intelligent scale, the automated shopping
experience enabled by the PSA is not complete. The consumer would have to get
produce weighed at the checkout and incur the time involved in the checkout
process.

To summarize, the PSA, the web-based terminals and the intelligent weighing
scales collectively enable an efficient and personalized self-service shopping trip

Fig. 3. Intelligent Weighing Scale
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that provides some personalized assistance to the consumer. They save con-
sumer’s time and retailer’s labor. The PSA also helps consumers with product
information and can potentially affect the basket size by providing additional rec-
ommendations. The intelligent weighing scale works in conjunction with the PSA
to complete the self-shopping experience.

Digital Advertising Displays

The Future Store tested several types of digital advertising displays. Figures 4 and
5 provide examples. The digital signs consist of flat screen displays connected to
the local area network. In some cases, there is the potential to connect using wire-
less technologies.

Fig. 5. EndCap Digital Signage
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Figure 4 shows an example of a digital sign placed at eye level on the shelf. In this
type of deployment, the digital sign can play the role of a “shelf talker”. Since the
sign is not static, it has the potential to attract considerable attention from the
shopper. Barcode reading capabilities are a potential enhancement. By scanning a
barcode, the consumer can conduct a price check or look up information on the
product.

Interactive shelf talkers might allow retailers to expand private label offerings
in some product categories. National brands sell themselves without the need for
extensive in-store merchandising. Private label products in certain product catego-
ries require in-store education and information. Traditionally the only approach to
do this was through trained sales associates in the store — an approach that does
not fit into the economics of discount food retailing. Interactive shelf talkers might
allow retailers to cost-effectively merchandise and communicate the specialized
benefits such as healthy ingredients or the value proposition of private labels.

Digital sign placement can also be at the end of an aisle (e.g., Figure 5). Several
factors contribute to the potentially high impact of digital signs. The high resolu-
tion and bright screens make these signs distinctive. Animation and high quality
graphics can also enhance the visual appeal. An end-of-aisle sign can work in
conjunction with an end-cap, highlighting the products on display.

Research on promotions has documented the existence of “big bang” effects
(Blattberg and Neslin 1989). A big bang effects occurs when multiple aspects of
retail promotion such as a price cut, an endcap and a feature advertisement in
the flyer, have an interactive effect that is greater than the sum of the parts (for
more information on such effects, see chapters on retail sales promotions by
Gedenk, Neslin, Ailawadi and integrated marketing communications by Raman,
Naik elsewhere in this book). A digital sign on top of an endcap featuring a
product that is on promotion may contribute to the big bang. On the other hand,
because of their distinctiveness, they might have a strong effect all by them-
selves (a strong main effect).

The extent to which retailers co-ordinate the display on the digital signs with
their promotional planning will depend on the relative magnitudes of the main
effects and the interaction effects. An issue for manufacturers is the extent to
which they should re-allocate trade promotion dollars into this type of advertis-
ing. Many aspects of digital signage have the potential to evolve. One is the
nature and types of creative content in these signs. Current approaches include
simple rendition of product images highlighting prices. This can evolve in a
number of ways including the use of animation. Since the message can change
instantly, in principle an electronic advertising sign can rotate through a large
number of messages. The rotation schedule of messages is also a feature that
requires additional research. Consumer attention and shopping mode (browsing
versus goal-directed) when they are in the aisle might limit the number of rota-
tions. Finally, a potential limiting feature for some of these signs is that some
deployments might not be in the field of vision of shoppers. Additional research
should provide insight into these issues.
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Fig. 6. An Electronic Price Tag

Elecronic Price Tags

Electronic price tags (as illustrated in Figure 6) as the name indicates are replace-
ments for current paper price tags which are placed manually and changed every
so often during the course of the business.

Implementing such a technology is completely in the hands of the retailer.

Consumers have been waiting for this technology for a long time. They are tired
of reaching the checkout counter and facing a surprise regarding the price they ex-
pected to pay for the item. Some estimates of price inaccuracy suggest that prices
may be incorrect on 2-3 % of the items. The stores have also been waiting for this
technology for three reasons: first, having the ability to display the correct price and
not have any errors at the checkout counter in favor of either the stores or the con-
sumer. Second, and more importantly, it is very frustrating for the cashier to hold up
a long line while somebody has been sent to verify a price that is either not on the
item or is under contention by the consumer. Finally, changing prices manually is
very costly and this technology can lead to significant cost savings after the initial
investment. Therefore, electronic price tags can contribute to price accuracy in
stores, eliminate possible unpleasant exchanges between the consumers and store
personnel, and ensure the consumer is charged the correct price. Hence, both the
consumer and the stores are likely to benefit from this technology.

Another potential benefit of electronic price tags is the ability to change prices
with a higher frequency. Here the literature on price discrimination comes to
mind. With the ability to change prices through a stroke of a key, one can imagine
prices changing frequently, and higher (lower) prices set for those willing to pay a
higher (lower) price. For example, stores can potentially charge different prices
for items during the morning, afternoon, and evening of each day. In addition to
price, stores can also change the quality of service by time of day. Therefore, if
consumers who are more affluent visit the stores in the evenings, higher prices and
more staff in the evening can be an appropriate strategy for the store. Similarly, if
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older and less affluent consumers are likely to visit the stores in the morning,
lower prices at that time may be the appropriate strategy. However, it is useful to
evaluate these ideas in a broader context. Stores spend a lot of money in commu-
nicating the price image of the store. This is especially true in case of grocery
stores where more than 50 % of the communication effort through weekly free-
standing inserts reinforces the correct price perception of the store. Thus, frequent
changes to the prices in the store may undermine any effort to maintain a low
price image (see also chapters by Simon, Gathen, Daus and Bolton, Shankar,
Montoya in this book for more insights into effective retail pricing).

A second issue is consumer reaction to such price changes. If a beverage com-
pany’s experience in Latin America is any barometer for such ideas, these ideas
are likely to fail. In December 1999, the Wall Street Journal reported that the
company might be considering the possibility of changing prices at its vending
machine depending on the time of the day, the outside temperature, and the
amount of stock in the machine. This experiment faced widespread ridicule in the
press to the extent that the company had to issue a statement that it was not plan-
ning any such changes at the vending machine. Hence, it is fair to say that any use
of this technology to price discriminate between consumers with higher and lower
willingness to pay should take into account the social context. Consumers do pay
different prices depending on when they choose to make an airline reservation and
the time of travel. Similarly, the consumer is happy to pay $5 for a glass of beer
on the beach, in the restaurant, or at the airport. Thus even though consumers are
accustomed to paying different prices for the same good on different consumption
occasions, the idea of charging different prices at different shopping occasions has
to be evaluated within the context of the operating social norms.

Hence, we see the benefits of electronic price tagging technology accruing to
the stores in the form of cost savings in making price changes as well as benefits
from better customer service at the cashier. Consumers are also likely to be happy
with electronic price tags as they would have less frequent surprises at the check-
out counter.

RFID

RFID is a new technology that has the potential to revolutionize the retail industry.
Just as the Universal Product Code had a big impact on the industry, RFID is the
next generation of technologies in this series that has the potential to have an even
bigger impact on the industry.

Radio Frequency Identification technology has been around for a while. A
RFID reader can remotely identify a small transponder attached to a product and
communicate that information through a computer network. A RFID system (see,
e.g., Figures 7, 8, 9) therefore consists of three parts: a reader, a transponder and a
computer network to process the data. RFID readers are devices that send out
radio signals on a continuous basis and look for a response from one or more
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transponders. A computer network transmits the information from the transponder.
Readers can accept responses from many transponders at any given point in time.
However, given the current state of technology, the transponders need to be within
a particular range of the reader to make a connection.

As of today, there are two types of transponders: active and passive. Passive
transponders consist of a microchip that stores a digital code, and an antenna.
When the antenna receives a radio signal from the reader, the transponder converts
that radio signal into energy and then sends a digital code back to the reader. Be-
cause these transponders do not have their own source of energy and use the radio
energy provided by the reader, they are limited in their ability to transmit a lot of
information over long distances. The weakness in the power of the signal allows it
be effective within a working range of 1-3 feet. These passive transponders cost
less than a dollar — closer to 20 cents. The more expensive active transponders
cost closer to 10 dollars if not more. However, these transponders use a battery as
their active source of energy. They transmit more information and previously re-
corded information, on a continuous basis.

How revolutionary is RFID? One can imagine what life was like in the days be-
fore the UPC, the 12-digit bar code now available on every SKU that passes through
the checkout counter. A portion of the code identifies the producer/manufacturer and
the remainder identified the product using a standard format used by all participants
in the industry. It is easy to imagine the difficulty in developing the comprehensive
understanding that is necessary for every business decision for the retailer, the
manufacturer and every one else involved in the physical distribution of the goods.
While the Universal Product Code allowed firms to track the flow of goods as they
were scanned, RFID adds a very different dimensionality to the nature of the data
availability. In essence, it presents a current view of what goods are present at any

Fig. 7. RFID Gate
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o
Fig. 8. RFID Tag

given location. In other words, goods are unlikely to get lost in any particular loca-
tion. A UPC when scanned helps us conclude that the product should be in a par-
ticular location. RFID, however, helps locate the product in a warehouse or a large
store. This difference is most evident in bookstores where the reference clerk
knows that a particular book should be available on the rack but is unable to locate
it because it has been mis-filed or not been filed. In contrast, RFID can provide the
exact location of the book in the store.

Another big difference is that UPC data collection requires a scan, whereas
RFID information does not. In other words, when a truck is driving into a ware-
house, the transponders can communicate with the receivers without having to
scan individual items. This is true even during checkout. Currently, a checkout
requires scanning each item separately. This process consumes significant amount
of labor and consumer patience. RFID, however, allows the consumer to checkout
by passing through a doorway activated by appropriate receivers. A third salient
difference is in the dimensionality of the information captured by this new tech-
nology. While the information embedded in the Universal Product Code is static,
RFID captures and stores information over time that is downloaded when needed.
For example, RFID can record the temperatures to which product are exposed to
when transiting from the manufacturing plant all the way to the grocery store.
Variations in temperature encountered in transit severely affect the taste and effec-
tiveness of many products. Another piece of information that can be stored
through this technology that would be of great benefit to the consumer is tracing
the origins of the food we consume. In many countries, retailers are already using
this information to differentiate their products and often find an increased con-
sumer willingness to pay for the same.

It is easy to envisage several economic benefits accruing to producers, retailers
and consumers from RFID technology. For producers, improved efficiencies and
lower costs would be possible because knowing the exact location of all merchan-
dise in the long, winding supply chain should lead to reduced inventory levels.
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Fig. 9. RFID Scanner

RFID reduces the labor currently used in tracking the movement of goods. At
the retail level, beyond the efficiencies of lower inventory levels, stock-outs
should be less frequent, leading to higher customer satisfaction. Retailers who
attempt to create differentiation through freshness should find a new arrow in
their quiver, as they can remotely verify the expiry dates of all items without
fault and costly human intervention. The grocer should also be able to change
prices remotely and especially those for merchandise nearing the expiration
date. Automation of all in-store activities that require significant labor in count-
ing or changing the nature of information associated with a SKU can lower
costs. The technology should reduce human errors at the checkout and elsewhere
throughout the store. All these changes should enable the retailer to reduce the
cost of operations.

Another big issue for retailers is shrinkage. Shrinkage should come down as re-
tailers and manufacturers install these systems in their warehouses and stores and
program a computer to sound an alarm when stock moves in an inappropriate way.

Finally, RFID can enhance food safety. Recent events with outbreaks of mad
cow disease, foot-and-mouth disease, other forms of food poisoning, and the furor
over genetically modified food, have elevated public sensitivity to this issue. By
being able to track food all the way from the producer to the user, with the ability
to recall if necessary, all actors can have more control over what they deliver and
consume. The beef industry, which often lacks most healthy conditions according
to many reports, may benefit the most from being able to track the complete sup-
ply from an unhealthy cow as soon as events necessitate actions.
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Many believe that these possible benefits from RFID are just the tip of the ice-
berg. Some argue that the technology makes it possible to re-think all the proc-
esses in the supply chain. Cross-functional collaboration with the help of RFID
can significantly improve the movement of goods to create a faster, cheaper,
leaner and more accurate supply chain.

Is RFID really that novel? At Jacobi Medical Center in the Bronx in New York
City, this technology has been in use for a while to get accurate and up-to-date
patient information to the attending doctor without disturbing the patient. While
the patient is asleep, the doctor uses a tablet PC equipped with the RFID reader to
send signals to the transponder embedded in the patient’s hospital bracelet. The
bracelet integrated with the hospital information systems provides the doctor in-
formation about the patient’s name, drugs administered to-date, recent vital infor-
mation such as blood pressure, temperature and the like, and any other test results
made available since the last visit. All this allows the doctor to do complete their
rounds without disturbing the patient.

There are other examples of RFID applications to transmit information quickly
and rapidly in a closed loop system. It is the most recent mandates by companies
like Wal-Mart to start using these systems for transmitting information in an open-
loop system up and down the supply chain that has created a big brouhaha in the
industry. Press reports indicate that Wal-Mart is already requiring its top 100 sup-
pliers to tag cases or pallets of products shipped to three particular distribution
centers with RFID tags. By October 2005, this experiment will expand to include
3 more distribution centers, 900 stores and 200 largest suppliers. In the case of
METRO Group, the application of RFID technology is on a pallet basis in 20
stores/Distribution Centers. These involve different product categories ranging
from paper to washing powder to candies.

The METRO Group does not use RFID at the item level except for three items:
Gillette Razorblades, Pantene Pro V Shampoo, and CD’s /DVD’s. The smart chips
are still too expensive. Several technical problems need to be solved including the
tagging of metallic and liquid products.

Assessment of Technologies
High-Tech Supermarket Boosts Customer Satisfaction

Six months after opening its Extra Future Store, the METRO Group has reported
findings from a customer survey. The findings clearly show a high level of satis-
faction from customers using new cutting-edge retail technology that has led to
higher sales. Use of the Personal Shopping Assistant (PSA) is much higher than
anticipated.

The customer survey has revealed several interesting findings, according to
METRO Group executives. Above all, it shows that customers appreciate innovative
IT retail systems such as the PSA. In fact, shoppers are incredibly impressed with
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the intelligent scales, information terminals and self-checkouts in particular. Per-
haps most important, the study has shown that the new technology can boost sales.

Nearly 55 percent of polled customers said they were “very satisfied” with Ex-
tra Markt’s services. Prior to the revamping of the store with the new technology,
its customer satisfaction rating was only 34 percent. METRO Group attributes the
store’s double-digit sales growth not only to a higher level of customer satisfaction
but also to an increased customer shopping frequency, as the company was some-
what surprised to discover. Customers have shown an overwhelming interest in
using the new technology, prompting them to visit the store more often than be-
fore. The data indicate that retailers can use technology as a tool to increase cus-
tomer loyalty and sales.

PSA Customers Buy More

The detailed survey shows that 24 percent of the shoppers at the Extra Future
Store use the PSA, and as many as 48 percent use the information terminals. Us-
age is increasing daily. As usage grows, so are customers’ shopping baskets.
While a “normal” shopping trip amounts to 9.7 articles worth € 18, the average
shopper using the PSA purchases 13,6 items worth € 30,80. PSA usage is greatest
on Fridays and Saturdays. High PSA usage supports the thesis that customers use
the shopping assistant to pass through checkout more quickly.

Around 80 percent of PSA users see benefits from using the system. In fact, 36
percent see “very big” advantages in using it. Their assessment of the benefits of
the information terminal is just slightly lower. Shoppers see the following advan-
tages of the PSA.

e Running tab and price information: Shoppers are informed continuously of
their purchases and costs.

o Faster and more convenient checkout: Customers can scan their purchases
directly with the PSA so that cashiers only have to retrieve this information
at checkout.

e Store Orientation support and search functions: Shoppers can use the PSA
as a guide to locate products or obtain more information about a particular
item. Non-regular shoppers tend to take advantage of these functions.

¢ Display of discounts: The PSA shows shoppers which products are on dis-
count and informs them of other special offers.

e Payback points: The PSA can inform customers about the status of their
payback account at any time.

Customers praise the support they receive from the information terminals to find
products and obtain specific information about a select product, in addition to
prices. Some have become particularly fond of the recipe service. The high use of
the terminals proves that the systems have firmly established themselves in the
retail sector.
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Further, elderly people use the technical gadgets more frequently. While until
July 2003, only 16 % of the consumers over 60 years old had tested the PSA, the
following year the usage rate went up to 27 %. Also, the usage of the self-
checkout system increased tremendously from 16 % to 28 %. Over half of elderly
customers used the intelligent scale.

In addition to the positive findings of the customer survey, market research by the
Boston Consulting Group has delivered further suggestions for improving technol-
ogy in the METRO Group’s Future Store Initiative. In particular, customers want a
still simpler user interface and, in general, the system should become even more
easy to use. One example is a simpler scanning process with the PSA and additional
functions with the information terminal. Feedback from customers has been essen-
tial in the development of the Extra Future Store’s technology solutions.

The extent of the benefits are likely to change as retailers more comprehen-
sively advertise the positioning of these technologies and incorporate them in their
market positioning strategies. In this context, the work of Hoch and colleagues
(1994) comes to mind who in analyzing the results of a field experiment of change
in retail positioning argue that the lack of a systematic advertising campaign
communicating the change might have had an impact on the measured results.

The Next Steps

Because of the very positive consumer reactions and the positive business bene-
fits, METRO Group will rollout the self-checkout systems into 50 other stores.
Intelligent scales will appear in other stores as well. Finally, the in-store informa-
tion terminals have the potential to create more consumer interest and retain cus-
tomers better.

Digital price tags are still being tested in the Future Store. METRO Group
expects to introduce some improvements. These improvements are already in all
Metro Cash & Carry stores, but not yet in the food retailing stores.

In November 2004, RFID was rolled out to 20 stores with 20 suppliers. It has
expanded to nearly 30 suppliers and by the end of 2005 should grow to 100 sup-
pliers. The next stage of the rollout will be case-level RFID tagging from the cur-
rent pallet level. A precondition for the case-level is the availability of Generation
2-tags and equipment, expected to be available in the first quarter of 2006.

METRO Group is continuing to test different kinds of in-store digital signage,
like plasma screens, normal flat screens, gondola solutions, shelf solutions. In the
meantime, more and more sales lines of METRO Group are doing their own tests.
In addition, METRO Group is developing the content management infrastructure
for starting the rollout on a broader scale.

After testing different new software and user interface options, METRO Group is
now confident with the PSA software. METRO Group is also looking for different
alternatives for the hardware that improves the mobility in the store. The company
expects to make final decisions on the PSA rollout by the end of this year.
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Conclusions and Discussion

METRO Group’s Future Store offers a number of lessons. Primarily, it shows the
power of testing technologies in a practical working environment as opposed to a
sterile lab setting. The public interest around this unique test creates excellent
visibility for the retailer and the associated partners. A second lesson from the test
is regarding the availability and use of tried and tested underlying technologies.
This allows them to be robust for use by end consumers. It also helps to have sev-
eral enabling technologies such as web-based shopping take root.

Another set of learnings are with respect to the impact on discount retailing
formats. The ability of these technologies to enhance consumer convenience and
timesaving suggest that retailers can use them to attract the time-sensitive con-
sumer. The ability to provide more personalized service might enable retailers to
reach more service-oriented consumers, at the same time appealing to the price-
oriented shopper. The breadth of the assortment might limit the scope of such an
expansion. Technologies such as RFID will continue to lower costs and improve
the efficiency of retailing. Consumers should benefit from these efficiencies.
Will these technologies affect the structure of the retail industry? The answer
depends largely on which sector of the retailing industry successfully deploys
these technologies and the nature of the resultant shift in consumer value per-
ceptions. As the race heats up, one thing is for sure: it will not be business as
usual!

For some technologies such as self checkout and RFID, it is very likely that
most retailers will adopt these technologies as they lead to reduced costs as well as
enhanced customer satisfaction. Therefore, even though many retailers and their
competitors will incorporate these technologies, it is unlikely to lead to a competi-
tive advantage in the long run. However, the cost savings should lead to increased
profitability for all retailers.

In terms of competition across formats, different retailers might approach
these technologies differently. When a technology helps lower costs to the re-
tailer, it is likely to be adopted by all retailers and particularly those that offer
low prices as their prime value proposition. It is therefore not surprising that
retailers like Wal-Mart and METRO Group are at the leading edge of experi-
menting with these technologies. In contrast, other implementations of these
technologies that lead to an enhanced customer experience are most likely to be
adopted by retailers that focus on delivering a better customer experience. This
is likely to reinforce their strategic intent and provide more differentiation rela-
tive to deep discounters.

Finally yet importantly, we believe that retailers need to look beyond the bene-
fits offered by these individual technologies on a standalone basis. They need to
develop a more integrated perspective and offer solutions to consumers’ some-
times-difficult store experience. Retailers that have the ability to integrate these
technologies to launch new strategies to enhance the customer experience will be
the biggest beneficiaries.
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Introduction

During the last 25 years, marketing research in retail settings has been transformed
by technological change. The first wave of change occurred when retailers
adopted point-of-sale (POS) systems with UPC barcode scanning. This provided
companies with real-time data on purchase transactions and accurate estimates of
product sales and market share. Retailers used this information in combination
with shelf space allocation and product inventory information to measure the pro-
ductivity of their stores. By modeling these data as a function of causal variables,
such as product price, display activities, and feature advertising, marketers were
able to assess the performance and profitability of their marketing investments
(e.g., Blattberg and Neslin 1990). UPC scanning served as the foundation for syn-
dicated research services such as A.C. Nielsen and Information Resources, and led
to the development of brand and category management. Scanner data are in wide-
spread use today and support many critical business decisions.

The second wave of change occurred when retailers started to track and analyze
the purchases of individual shoppers. Some retailers, especially in the grocery
industry, launched frequent shopper and customer loyalty programs to collect
these data (see, e.g., chapter by Reinartz in this book). Shoppers who participate in
such programs typically identify themselves with loyalty cards at the point of sale
in exchange for price discounts or other incentives. Companies can also identify
repeat customers by requesting their telephone numbers, capturing information
from credit and debit cards, reading “cookies” stored on their computer disk
drives, etc. This information is often combined with geodemographic and behav-
ioral data from other public and private sources to create a profile and purchase
history for each customer or household. These data can be used to estimate cus-
tomer value and loyalty, measure individual-level response to direct mail and
other targeted promotions, and conduct shopping basket analyses to identify prod-
uct complementarities among other applications (Berson, Smith, Thearling 2000;
Ravi, Raman, Mantrala this book). Once again, innovation led to the emergence of
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new industries (data mining, data warehousing) and new practices (customer rela-
tionship management, or CRM).

Both types of data collection and analysis only became practical with the advent
of the computer. With UPC scanning, the digital representation of aggregate con-
sumer purchases, broken down by time and region, made it possible to measure the
impact of temporal and geographic changes in marketing activities (e.g., product
price, promotion, assortment, and advertising) on sales. With CRM, the digital rep-
resentation of individual customer characteristics and purchase patterns allowed
marketers to analyze shopper preferences and tailor marketing activities on a one-to-
one basis. In both cases, the analyses that could be performed depended on the accu-
racy and detail of the representation of stimulus and response conditions.

The third wave of change is just beginning to take hold in retail stores. The tech-
nology drivers are the digital representation of the shopping environment and the
real-time tracking of customers as they enter the store, walk through the aisles, and
select and purchase products. Like the earlier innovations, it provides the capability
to capture variations in consumer behavior over time and across people, but it adds
to the mix the critical element of context. This new wave of marketing intelligence
provides marketers with the tools to measure consumer response to the in-store envi-
ronment and manage the shopping process. It is the foundation for customer experi-
ence management.

Each generation of marketing intelligence has enhanced our understanding of
how marketing, customer, and environmental factors affect consumer behavior
and store performance (see Table 1). In the following sections, this chapter re-
views the genesis of customer experience management, describes the tools
available for tracking customer behavior and measuring store performance, and
discusses two case studies conducted by the author. The paper concludes with a
discussion of the challenges in conducting computer-based observational research
and future directions.

The Advent of Customer Experience Management

Marketers have discovered that the retail context has an impact on consumer
behavior that goes beyond product assortment, pricing, and promotion issues. The
shopping environment is the medium through which consumers connect with
products. It affects the time consumers spend in the store, how they navigate
through the aisles, and how they allocate their attention and money across depart-
ments and categories. It affects whether they notice a new product or promotion. It
influences their framing of the purchase decision and their likelihood of buying
complementary products. And it determines their shopping enjoyment and inten-
tion to return in the future. Manufacturers and retailers have found that it is to their
mutual benefit to design shopping environments that effectively engage consum-
ers and help to convert demand into purchase (see Burke 2005).
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Table 1. The Evolution of Marketing Intelligence in Retail Settings

Wave I Wave II Wave III
Brand and category | Customer relationship Customer experience
management management management
Enabling UPC barcode Customer loyalty cards, |Real-time customer
technologies | scanning credit/debit cards tracking (RFID, GPS,
video, clickstream,
portable shopping
devices)
Causal Product assortment | Wave I, plus: Wave 11, plus:
variables Shelf space Customer attributes Store layout
Price (geodemographics) Store atmosphere
Promotions Purchase history Navigational aids
Displays Targeted promotion Product adjacencies
Feature advertising Service levels
Queues/crowding

In-store events

Performance | Sales Customer retention Store traffic
measures Market share Customer loyalty Shopping path
Gross margin Share of customer Aisle penetration
Sales/square foot Lifetime value Dwell time
Turn rate ROC curves Product interaction
GMROIIL Conversion rate

This new focus on the shopping process has fueled two recent trends in retailing
research. The first is the increased use of observational and ethnographic research
(see, e.g., Underhill 1999). Merchants have found that, by watching how customers
shop in their stores, they can isolate points of friction in the shopping process
and identify opportunities to improve the convenience and enjoyment of the ex-
perience. This research is usually executed by setting up one or more video cam-
eras within the store, recording consumer shopping activity for several hours a
day, and then manually coding shopper behavior at a later time. Video observation
is often combined with intercept interviews to identify both how and why con-
sumers buy.

This research provides a number of important insights. By noting the domi-
nant pathways and directions that shoppers take through the store, retailers can
position signs and displays to catch the customer’s attention. By recording how
long consumers spend at various locations (“dwell time”), they can identify
points where shoppers will be most receptive to communication. By tracking the
shopper’s path through the store and monitoring which areas are shopped to-
gether, merchants can identify cross-sell opportunities. Video observation can
pinpoint crowding conditions and bottlenecks in traffic flow that suggest the
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need to widen aisles or reposition product displays. It can be used to measure
queue lengths and waiting times to flag problems with customer service. Obser-
vational research can also capture customer characteristics (age, gender, ethnic-
ity, group composition) and shopping habits: use of shopping aids (carts, bas-
kets, circulars, shopping lists), reading signs and packaging, taking product
literature, and interacting with salespeople.

The second trend in retailing research is the increased use of computer hard-
ware and software tools to track customer behavior in both online and conven-
tional retail shopping environments. Unlike traditional ethnographic research,
which can be very time consuming and subjective, computer tracking provides an
efficient and reliable means of collecting and analyzing data on the consumer
shopping process.

The first attempts at computer-based tracking used simple counters at the en-
trances of stores to measure incoming and outgoing traffic (Robins 1994). Various
technologies have been employed for this application, including pressure-sensitive
mats, infrared light beams, door-closure switches, and ceiling-mounted video
cameras. These devices provide hourly traffic counts that can serve as a rudimen-
tary measure of consumer demand or sales potential. When these counts are com-
bined with transaction data from POS systems, retailers can calculate purchase
conversion rates, a key indicator of store productivity. Store traffic and conversion
information has been used for a variety of applications, including the evaluation of
store promotions and sales force scheduling (Lam, Vandenbosch, Hulland, and
Pearce 2001).

Over time, these counting methods have evolved into sophisticated customer
tracking solutions. In online environments, detailed records of website usage be-
havior (“clickstreams”) allow retailers to analyze the path that shoppers take
through a site and assess how consumer and marketing variables affect click-
through rates and purchase likelihood (see, e.g., Montgomery, Li, Srinivasan,
Liechty 2004). In conventional retail stores, sophisticated RFID, GPS, and video-
based customer tracking solutions have recently been developed that permit retail-
ers to track how shoppers navigate through stores and respond to changes in the
store environment (Gogoi 2005; Pereira 2005). Other methods of customer sens-
ing, including the use of kiosks and the provision of personal shopping assis-
tants, provide additional information on in-store customer behavior and con-
sumer response.

Customer tracking is now in widespread use in online environments, but it has
been somewhat slower to gain acceptance in conventional retail stores. This is
largely due to the significant capital investment and technical complexity of in-
stalling a whole-store tracking solution. RFID, infrared, and GPS tracking systems
require an infrastructure of sensors and tags to locate shoppers, carts, and hand
baskets. Machine-vision-based tracking solutions require that a set of cameras be
installed throughout the store. While existing security cameras may be used to
collect these data, most surveillance systems do not provide adequate coverage or
video fidelity. Fortunately, once a system is installed, the incremental costs for
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collecting and analyzing the computer tracking data are much lower than for hu-
man observation. Customers can be tracked through the entire store, 24 hours a
day, 7 days a week.

Computerized tracking provides retailers with the information necessary to
measure and manage the shopping process. By counting the number of customers
who enter the store and walk through each aisle, department, and product cate-
gory, retailers can create thermal maps showing the percentage of customers who
penetrate each section of the store. If some sections are visited infrequently, this
may suggest the need to provide navigational aids, reposition product displays and
merchandising, run traffic-building promotions, and/or revise the store layout to
improve traffic flow.

When traffic data are combined with transaction log data, retailers can calculate
overall and category-specific purchase conversion rates, reflecting the store’s abil-
ity to turn consumer demand into purchase. These conversion rates can be com-
pared across product categories, time periods, and geographic regions to evaluate
the store’s performance and identify opportunities for improvement. If, for exam-
ple, many shoppers are observed to enter a category and examine merchandise but
then leave without buying, this may indicate a need to adjust the product assort-
ment, pricing, or presentation. Because the tracking data are collected and ana-
lyzed in real time, this information can be used to dynamically adjust staffing
levels, the content of digital signs, and other aspects of the shopping environment
in response to momentary changes in store conditions.

Other research tools may be used in conjunction with electronic tracking to
provide a more complete understanding of the shopping experience and consumer
response. Customers are often interviewed after the shopping trip to gain insight
into their attitudinal and emotional reactions (Donovan et al. 1994). Shoppers may
also be contacted at home and asked to remember the last time they went shopping
for a particular product (e.g., Kerin, Jain, Howard 1992). Consumers recall the
positive and negative aspects of the shopping experience and offer suggestions for
improvement.

Once the retailer has identified opportunities for improving the shopping ex-
perience using customer interviews and observational research, the next step is
to make changes to the store environment and measure how shoppers respond.
While it is possible to jump directly to implementation, a better approach is
often to test several different concepts in the laboratory and choose the alterna-
tive that performs best. Recent innovations in computer graphics permit re-
searchers to create highly realistic simulations of the retail shopping environ-
ment (Burke et al. 1992; Burke 1996). These simulations provide tremendous
flexibility, allowing retailers to go beyond existing conventions and explore new
approaches for improving the shopping experience. Like in-store tracking solu-
tions, computer simulations can record detailed information about consumers’
shopping patterns and purchasing behavior, and the results can be used to fore-
cast future sales and profitability.
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Research Applications

Two case studies are now presented to illustrate the power of customer tracking
research for measuring and managing the customer shopping experience.

Measuring Retail Productivity During the Holiday Shopping Season

Retailers slash prices on popular products and spend heavily on advertising to draw
consumers into their stores during the holiday season. But how do shoppers behave
once inside the store? Are the legends about the customer stampedes for one-of-a-
kind bargains and the last-minute shoppers on Christmas Eve really true? And how
effective are stores at transforming high levels of consumer demand into purchase?
For many retailers, sales during this period drive profits for the entire year.

To address these issues, Indiana University’s Kelley School of Business part-
nered with a major consumer electronics retailer to study shopper behavior during
the 2003 holiday shopping season. The research team selected two stores in the
Midwest U.S. that reflected the demographics of the national population, and in-
stalled digital video recorders to capture images from four surveillance cameras
positioned throughout each of the two stores.

The study observed how customers shopped during the entire holiday season —
from before Thanksgiving through Christmas. The video images were analyzed
using a combination of computer vision software (to count the numbers of shop-
pers and track their path through the store), supplemented by human judgment (to
classify shoppers into demographic groups and record their use of shopping aids).
The findings confirmed many of the stereotypes about holiday shoppers, but also
suggested several opportunities for retailers to improve the customer experience
and retail performance during the holiday season. For simplicity, the following
discussion will focus on just one store, but shopping patterns were similar across
both stores.

The season kicked off with “Black Friday,” the day after Thanksgiving and one
of the busiest shopping days of the year. Consumer shopping patterns on that day
were unlike any other during the holiday season. Despite the cold, rainy weather,
shoppers arrived at the store before dawn and lined up around the building waiting
to buy $20 DVD players, $130 video cameras, and $200 computers. When the
doors opened at 6:00 a.m., 650 people poured into the store in the first 10 min-
utes. In the first hour, over 1,400 shoppers entered the store. To put this in per-
spective, traffic on a typical Saturday afternoon might be in the range of 200 to
300 shoppers per hour, and numbers can approach 600 shoppers per hour on the
weekend before Christmas and on Christmas Eve.

The people entering the store during those early hours were clearly destination
shoppers who were anxious to buy. They traveled light, leaving kids, heavy coats,
and handbags behind. Most were familiar with the store layout and walked quickly
to the desired products. In some cases, they used team shopping techniques, one
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partner holding a place in the checkout line while the other rushed from aisle to
aisle looking for hot specials. The level of activity was especially frantic during
the morning, as people hurried to complete their purchases before the noon dead-
line on early-bird specials. Despite the commotion, people were generally polite
and even tempered.

Given the huge numbers of customers, it is not surprising that the transaction
volume during Black Friday was the highest for the holiday season, with hourly
sales rates that were two to three times those on other shopping days. The number
of products purchased per buyer was also significantly higher on Black Friday.
People appeared to be stocking up on hot promotional items and gifts for the holi-
days: the average basket size peaked at 5 items for those early risers who com-
pleted their purchases before 8:00 a.m. Most buyers during the day purchased two
or three items.

One would expect that any shopper who made the effort to visit a store on Black
Friday would buy something. Surprisingly, many people left the store empty handed.
The average purchase conversion rate (the percentage of adult shoppers who bought)
on Black Friday did not exceed 44 % in the first few hours, and averaged only 31 %
for the entire day. A lower percentage of shoppers bought on Black Friday than on
the Saturday before Christmas (44 %) or Christmas Eve (48 %). In fact, the percent-
age of buyers was even lower than on a pre-holiday weekend, when an average of
33 % of adult shoppers made purchases. From customer observation and personal
interviews, it appears that the low purchase conversion rates on Black Friday were
due to several factors, including long checkout lines, an overwhelmed sales staff,
crowding, and out-of-stock conditions. In some cases, shoppers with only one or two
items gave up and left rather than waiting in line. These issues were typical of many
other retail chains during the holiday weekend.

The volume of shopping activity subsided somewhat after the Thanksgiving
weekend, but picked up again as the number of shopping days counted down to
Christmas, with a steady increase in customer traffic and sales. Purchase conver-
sion rates peaked on 23 and 24 December as people rushed to complete their
shopping. While the total number of people buying products was quite high, many
of these were “fill-in” purchases of just one or two last-minute items. Not surpris-
ingly, most people waited until after Christmas to make returns.

Creating a great customer experience is of critical importance throughout the
year, but is a special challenge during holiday periods when the stores are crowded
and shoppers are rushed. The findings suggest several ways in which retailers
could provide a more pleasant and productive shopping environment:

e Make the Experience Enjoyable. Shoppers who arrived early on Black Fri-
day were forced to wait in a cold, dark parking lot during a rain shower for
the store to open. Customer interviews suggested that this had a negative
impact on their perceptions. Retailers could keep shoppers in a positive
mood by providing hot coffee, umbrellas, and entertainment. As Walt Dis-
ney once said, “People spend money when and where they feel good.”
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o Streamline the Shopping Process. When consumers entered the store, they
rushed to specific departments and categories to find the desired items, but
were often blocked by large aisle displays and frustrated by out-of-stock
conditions. Retailers should streamline the process by keeping aisles free of
obstacles, positioning “hot” items in convenient and well-marked locations,
and using demand forecasting systems to insure sufficient inventory.

o  Manage Human Resources. A few puzzled customers would sometimes tie
up all of the available salespeople in a department, leaving other shoppers
stranded. To address this issue, retailers could provide preprinted materials
and automated resources to answer frequently asked questions, and allow
salespeople to deal with unique customer concerns.

o Provide Sufficient Time and Space to Buy. When customers shopped for
complex products (such as laptop computers) during busy periods, crowd-
ing conditions caused people to shop quickly and leave without buying ac-
cessories (e.g., cases, batteries, extended warranties). Retailers should con-
sider expanding the promotional period for these items to balance the
volume of traffic in corresponding sections of the store and encourage
browsing and impulse purchases.

e Tailor Product Assortments by Time Period. Surprisingly, purchase con-
version rates declined during the day on Christmas Eve, dipping below 50
percent in the afternoon. Clearly, these last-minute shoppers were looking
to buy, but there were no products available to meet their needs. Retailers
could do a better job of understanding their requirements and providing an
attractive assortment of products at reasonable prices for these time-pressed
shoppers.

o Accelerate the Checkout Process. Long checkout lines were an obstacle for
customers navigating through the store and an inconvenience for shoppers
attempting to pay for their purchases. Retailers could speed up the checkout
process by simplifying complex transactions (e.g., scheduling home deliv-
eries and buying service agreements), opening more registers, and using
remote checkout stations and handheld “line-buster” devices (see, e.g., Lit-
fin and Wolfram in this book).

And what about that old saying that men wait until Christmas Eve to shop? All
true! Over 70 percent of the lone shoppers on Christmas Eve were men.

Measuring the Effectiveness of Digital Signage

In the Fall of 2000, Indiana University and a major specialty apparel retailer con-
ducted one of the first controlled tests of the impact of electronic signage on con-
sumer behavior and store performance (see Coleman 2000). Four retail stores
participated in the study: one test store and three demographically-matched control



The Third Wave of Marketing Intelligence 167

stores. The research team installed four 50-inch plasma display screens in the front
windows of the test store. The screens were mounted in vertical pairs, and dis-
played four channels of high-definition video and still images. The control stores
used conventional 6x8 foot paper signs with similar (static) content. Tracking
devices were installed to count the number of shoppers who walked past and into
each store. These data, along with the transaction log data from the POS system,
allowed the researchers to calculate the volumes of mall and store traffic, the aver-
age purchase conversion rates, as well as sales per customer.

The results of the test were encouraging. When the digital displays were in-
stalled, customer traffic in the test store jumped 30 percent above the level ob-
served during the previous seven-week period. Part of this increase was due to
seasonal fluctuations in mall and store traffic, and the three control stores were
therefore used as a baseline for comparison. The actual increase in traffic attribut-
able to the electronic signs was estimated to be about 23 percent. The displays
attracted a somewhat greater proportion of browsers, as evidenced by a 10 percent
drop in the purchase conversion rate. However, the digital signs still produced a
significant net gain of over 10 percent in store sales.

To evaluate the impact of the displays on consumer perceptions, attitudes, and
purchase intentions, the research team also conducted short interviews of 356 mall
shoppers. Of the 70 percent of mall shoppers who reported walking past the re-
tailer’s store, 23 percent recalled seeing the plasma display screens in the store
windows and 9.6 percent correctly recalled the specific product being advertised.
These percentages were even higher (30 and 12 percent, respectively) for people
who had shopped at the retailer’s store during the last year. Of those people who
correctly recalled the message, an impressive 46 percent said they would consider
buying the product.

While the test results indicated that the digital displays were generally effective
in increasing store traffic and sales, several additional insights emerged from the
research.

e Message content is critical. The digital displays produced the greatest gains
over conventional signage when the advertising featured innovative prod-
ucts that were unique to the retailer, appealing to the target audience, and
consistent with the retailer’s brand image. The research also revealed that
the content had a diminishing impact on store traffic and sales over time
and must be regularly refreshed to maintain shopper interest.

o Visibility and aesthetics are also important. The performance of digital
displays depends on the retail context. For example, a pilot test in one store
was unsuccessful because sunlight from windows facing onto the street
washed out the digital displays. The technology must have sufficient
brightness, resolution, and color fidelity for ambient lighting and viewing
conditions. Aesthetics and customer traffic patterns are also important con-
siderations in selection of the size, position, and viewing angle of the dis-

plays.
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o  Communication should be adaptive. Observational research and customer
interviews revealed that people shop differently at different times of the
day. Shoppers who visited stores early in the day were older and tended to
be more mission focused, more price sensitive, and less brand conscious. In
the evenings, shoppers were younger and enjoyed browsing through the
latest fashions with their friends. When the electronic messages were tai-
lored to the unique interests of these groups there was a consequent lift in
store traffic.

o Reliability and security must be high. When digital signage is prominently
featured in the store it becomes a key point of contact with the customer.
When the technology fails, there is a significant negative impact on cus-
tomer traffic and sales. It is critical that the digital signs are reliable, net-
work connections are secure, and backup systems are available in case of a
problem.

o  Measure and manage costs. The total cost of digital signage includes the
hardware and software costs, installation and maintenance, and employee
training, as well as the costs of creating and managing the digital content.
An important part of the testing process is value engineering; measuring
whether the same communication benefits can be delivered with less ex-
pensive hardware and message content. Customer tracking technology al-
lows retailers to assess the relative performance of these alternatives.

When these issues are borne in mind, retailers and manufacturers are more likely to
achieve success in their applications of digital signage.

Challenges and Opportunities

For computer-based observational research to be widely adopted in retailing, sev-
eral technical and behavioral challenges must be addressed. The first and most
critical issue concerns the accurate collection of tracking data. Each of the avail-
able technologies has certain advantages and limitations that affect its suitability
for different retail channels. For example, several companies have developed
tracking systems that use RFID, GPS, or infrared sensors attached to shopping
carts, hand baskets, or hand-held shopping devices to track the customer’s path
through the store. These systems can provide reliable information on the shopping
process, and the data are easily linked to individual-level customer transaction and
loyalty information. However, they are not effective in environments where cus-
tomers do not use shopping carts, leave their carts to shop in the store aisles, or
otherwise choose not to use the tracked devices. Also, the cart-based technologies
provide no information on the size or composition of the shopping party.

One way to address this problem is to set up a panel of consumers who agree to
carry an RFID tag or other tracking device in exchange for compensation. This
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allows the researcher to collect information from a representative sample of con-
sumers, but at the expense of sample size.

An alternative approach is to use video cameras and machine-vision tools to
track customer behavior. With this method, it is possible to track the path of every
shopper who enters a store, and not just those who use a shopping cart or carry a
special card. In practice, this requires a large number of cameras, with each cam-
era positioned directly overhead to limit occlusions. Consequently, video tracking
solutions tend to work best in smaller stores.

Another benefit of video tracking is that — with a suitable camera view — the
technology can classify shoppers electronically into demographic groups (gender,
age, ethnicity) based on visual appearance (Pereira 2005). If certain demographic
groups have different average transaction sizes, then the retailer can weight the
demographically classified traffic by these purchase rates to produce a more accu-
rate estimate of sales potential. This technology can also be used to code the facial
expressions of shoppers, capturing their emotional reactions to the in-store envi-
ronment.

A second challenge in computer-based tracking concerns the digitization of the
store environment. The spatial tracking information collected by video cameras or
other location-sensing devices must be mapped onto the physical locations of
product departments and categories, and then linked with the associated transac-
tion data to calculate department- and category-specific penetration and purchase
conversion rates. Existing store floor plans and planogram files can be used to
facilitate this mapping process, but retailers must confirm that these electronic
representations accurately reflect the actual store layouts. An additional level of
complexity is introduced when the same products are merchandised in several
locations throughout the store.

A third major issue is consumer privacy. Shoppers have expressed concern that
retailers may violate their right to privacy by linking their shopping patterns to
their personal identities. For example, the MIT/Cambridge Auto-ID Center con-
ducted a series of international focus groups and one-on-one interviews which
revealed that people have consistent, negative opinions about the use of RFID tags
on consumer products, especially when these tags are not disabled or removed at
the time of purchase (Duce 2003). To address this issue, most customer tracking
studies do not attempt to identify individual shoppers, but rather focus on aggre-
gate shopping patterns. In addition, these projects limit tracking to the in-store
environment.

Conclusion

The third wave of marketing intelligence will significantly enhance the practice of
retailing, allowing manufacturers and retailers to manage the shopping experience
in response to the unique needs of customers and the characteristics of the shop-
ping environment. In the future, the focus will be on measuring unfulfilled con-
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sumer demand, tracking the shopping process, measuring consumer response to
changes in marketing activities, and analyzing returns and customer feedback.
This information will be used to spot trends in consumer tastes, identify and ad-
dress points of friction in the shopping process, and create product assortments,
prices, and promotions that will attract consumer attention and stimulate purchase.
Exceptional retailers have always paid close attention to customers’ needs. Mod-
ern technology allows this to be done on a much larger scale and at a lower cost.

How is retailing likely to evolve in response to these innovations? From the
customer’s perspective, the biggest change will be the increased transparency and
convenience of the retail shopping experience. Store layout, signage, and product
organization will improve. Product selections will provide greater real assortment
with lower levels of duplication. Consumers will be more likely to find the prod-
ucts they seek. The items will be in stock and offered at a fair price. Product in-
formation will help reduce consumer confusion and highlight important new bene-
fits. New and complementary items will be featured in attractive and engaging
ways. Sales associates will be available to assist shoppers when and where they
need help. Checkout and returns will be quick and convenient. In general, stores
will do a better job of connecting supply and demand for the benefit of both con-
sumers and retailers.
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