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PREFACE

Our primary objective in the ninth edition of Retailing Management is to inform stu-
dents about the exciting new developments in the retail industry. Retailing has evolved
into a high-tech, global growth industry. Retailers like Walmart, Home Depot,
Amazon, Starbucks, and Kroger are some of the most admired and sophisticated busi-
nesses in the world. The developments in the industry are providing challenging and
rewarding opportunities for students interested in retailing careers and companies
supporting the retail industry such as IBM, Procter & Gamble, and Google.

We are pleased to announce the addition of Professor Dhruv Grewal, The Toyota
Chair of Commerce and Electronic Business and Professor of Marketing at Babson
College, to the Retailing Management author team. Dhruv brings years of academic
experience to the project, as evidenced by dozens of retailing-related articles that he
has coauthored. He also co-edited the Fournal of Retailing from 2001 to 2007 with
Michael Levy, a close colleague and collaborator for more than 20 years.

ABOUT THE COVER

The cover of this textbook illustrates just one example of how retailers are utilizing
technological innovation to provide consumers with a rewarding shopping experi-
ence. Homeplus, owned by UK-based supermarket giant, Tesco, is utilizing “virtual”
stores at South Korean bus stops and underground subways. Shoppers order prod-
ucts to be delivered to their homes by scanning QR codes using their smartphones.

NEW FEATURES IN THE NINTH EDITION OF
RETAILING MANAGEMENT

In preparing this edition, we focused on five important developments: (1) the use of
big data and analytical methods for decision making, (2) the application of social
media and smartphones for communicating with customers and enhancing their
shopping experience, (3) the issues involved in utilizing a mobile channel and provid-
ing a seamless multichannel experience for customers, (4) the engagement in corpo-
rate social responsibility activities, that is, the consideration of society when making
business decisions; and (5) the impact of globalization on the retail industry.

Big Data and the Use of Analytical Methods in Retailing Big data refers
to the collection and analysis of data sets so large and complex that they cannot be
handled using traditional data-processing techniques. Retailers are at the forefront of
the big data phenomenon. For example, Walmart processes more than 100 million
transactions per hour through its point-of-sale terminals in stores around the world.
Its customer database contains more than 2.5 petabytes of data, which is equal to
nearly 170 times the data in all of the books in the Library of Congress. In Chapter 11
(Customer Relationship Management) of the ninth edition, we extend the discussion
of how retailers use frequent-shopper programs to collect customer data by including
a new section on the analysis of big data to improve decision making. Some examples
of the use of analytical methods discussed in the new edition are:

* Improving store design and promotion planning using market basket analysis
(Chapters 11, 15, and 17).

* "Two approaches for SKU rationalization (Chapters 11, 12).
* Optimizing the timing and depth of markdown decisions (Chapter 14).
* Targeting promotions to increase effectiveness (Chapters 11, 15).

* Dynamic pricing (Chapter 14).
Vil




* Determining where merchandise categories should be placed in a store and on
a website (Chapter 17).

* Scheduling store employees to make sure there is an appropriate number of
sales associates at different times of the day and days in the week (Chapter 15).

We have also added a number of new illustrations (Retailing Views) of how retail-
ers such as CVS and Kroger are using these retail analytics to gain a competitive
advantage. The executive profile for Chapter 11 outlines how an entrepreneur
built a successful consulting business by developing and implementing the use of
retail analytics on big data.

Social Media Opver the past five years, there has been an explosion in the use of
social media. Facebook, Twitter, Pinterest, and Instagram are now part of everyone’s
vocabulary. The revision to Chapter 15 (Retail Communications) focuses on how
retailers are using social media to provide more information about their offerings
and to build relationships with their customers. Examples of other applications of
social media, illustrated with an icon in the margin, that are new in this edition are:

* The impact of social media and a multichannel offering on the consumer
buying process (Chapters 3, 4).

* Discussion on how to build a retail community using social media (Chapter 5).

* Executive briefing on a young social media manager working for a fashion
apparel retail chain discussing how she develops relationships with fashion
bloggers (Chapter 15).

* 'The use of social media in developing an integrated marketing communication

program (Chapter 15).

¢ Illustrations of how REI (Chapter 15), Build-A-Bear (Chapter 3), and
American Girl (Chapter 11) use social media to build a sense of community
and loyalty among their customers.

* New Retailing View highlighting the social media elements of “Pinning” and
“Likes” (Chapter 4).

Mobile Channel as Part of a Multichannel Offering Our textbook has
always included a cutting-edge treatment of the role of the Internet in retailing.
Most retailers are now multichannel because they have added an Internet channel
to their store and/or catalog offering. In the past, we have had a chapter that specifi-
cally discussed the opportunities and issues facing multichannel retailers. In this
edition, we have expanded our discussion of the mobile channel in Chapter 3 and
throughout the textbook. For example, we have:

* Reviewed the benefits and limitations of the mobile channel compared with
other channels (Chapter 3).

* Outlined the impact of mobile on shopping behaviors such as showrooming
and how retailers are dealing with the increased ease of getting price
information (Chapters 3, 14).

* Discussed the role of the mobile channel in providing a seamless, omnichannel
interface for customers (Chapter 3).

* Described the use of mobile channels in delivering coupons and in-store
promotions (Chapter 15).

* Added a new Retailing View on Staples’ mobile strategy and how it reaches
out to its customers through their smartphones (Chapter 15).

Social Responsibility of Retailers The retail industry has a major impact on
important social issues such as global warming, immigration, health care, and
working conditions in less-developed economies. Our illustrations of the role re-
tailers play in addressing social welfare issues are highlighted with legal/ethical
icons in the margins. Some new examples examined in this edition are:

* New Retailing View on Walmart’s greener supply chain (Chapter 10).

¢ Consumer interest in green and local products (Chapter 4).




* New Retailing View of buying green on an Amazon-owned site—Vine.com
(Chapter 10).

* New Retailing View on Amazon’s price check apps and showrooming.

* Expanded discussion of privacy issues arising from collecting customer data
(Chapter 11).

* Ethical issues in sourcing merchandise globally (Chapter 13).

* New Retailing View on how Grupo Elektra is improving the lifestyle of Latin
America’s working poor (Chapter 1).

¢ New Retailing View on TOMS Shoes’ social objectives (Chapter 6).

* Sustainability issues in store operations (Chapter 16) and design (Chapter 17).

* Role of retailing in advancing the welfare of people at the bottom of the
pyramid (Chapter 1).

Globalization of the Retail Industry Retailing is a global industry. With a
greater emphasis being placed on private-label merchandise, retailers are working
with manufacturers throughout the world to acquire merchandise. In addition,
retailers are increasingly looking to international markets for growth opportuni-
ties. For instance, Carrefour, France’s hypermarket chain and the second-largest
retailer in the world, is focusing its growth investments in 25 countries—but not
in France where its headquarters are located. Some examples of the global retail-
ing issues, identified with icons in the margins, examined in this edition are:

* New Retailing View on wet markets in Shanghai (Chapter 1).

* New Retailing View discussing how China has developed a special relationship
with its high-end fashion consumers (Chapter 7).

* New Executive Briefing describes how the CEO of Outback Steakhouse
International deals with international expansion (Chapter 5).

* New Retailing View of 7-Eleven in Indonesia (Chapter 5).
* Retail efficiencies in different economies (Chapter 1).

* 'Two Executive Briefings from senior managers in retail companies
headquartered outside the United States (Chapters 2, 17).

* Five of the new cases at the end of the text are based on retailers operating
outside of the United States.

Improvements in Pedagogy We have made some changes in the format of
the textbook to facilitate students’ learning experience. First, in each chapter, we
have identified four to six Learning Objectives and organized the chapter around
these objectives. Each chapter has three to six Retailing Views that describe how a
retailer deals with the issues raised in the chapter. We have added a discussion
question to each of these Retailing Views to motivate students to develop a better
understanding of the application of the concepts presented in the text. More than
50 percent of the Retailing Views are new, and the rest have been updated. Some
examples of the Retailing Views in the ninth edition are:

* Avon’s direct selling channel in Brazil (Chapter 3).

* Gender issues in consumer behavior (Chapter 4).

* Private-equity firms investing in retailers (Chapter 6).

* Stage Stores’ big payoff from locating in small towns (Chapter 8).

* Macy’s use of employment branding to attract talent (Chapter 9).

* Costco’s mastery of assortment planning (Chapter 12).

¢ IKEA’ unique store design (Chapter 17).

* Zappos’ excellent customer service through speaking with one voice
(Chapter 18).

Eleven New Cases There are 11 brand new cases in the ninth edition, includ-
ing Blue Tomato: Internationalization of a Multichannel Retailer (Austria); Staples



Inc.; Parisian Patisserie “Maison Ladurée”: The Conquest of the U.S. Market
(France); Starbucks’ Expansion into China; Walmart: Pioneer in Supply Chain
Management; Tiffany & Co. and TJX: Comparing Financial Performance;
Sephora Loyalty Programs: A Comparison between France and the United States;
Mel’s Department Store under New Management; Kroger and Fred Meyer:
Sourcing Products in a Global Marketplace; Target and Its New Generation of
Partnerships; and Zipcar: Delivering Only as Much Driving as You Want. Five of
these cases are about global issues. All 38 cases in the textbook are either new or
updated with current information.

Eighteen New Videos There are 18 new videos, many of which are coordi-
nated with discussion questions on Connect Marketing for Retailing Management.
The new videos are Panera Bread’s Commitment to Excellence; Zappos.com;
Working for the Best: The Container Store; Walmart’s Public Image Campaign;
McDonald’s Taps Ethnic Subcultures for Ongoing Growth; Bass Pro Shops:
Maximizing the In-Store Experience; Inside One of Amazon’s Busiest Days;
Customer Service at Ritz Carlton and Apple; Future of Retail; The Mobile Factor
[The Connected Consumer]; Tesco Virtual Stores in Korea; RFID Network Retail;
Starbucks Human Resource Management; and Lord & Taylor Shoe Department.

BASIC PHILOSOPHY

The ninth edition of Retailing Management builds on the basic philosophy re-
flected in the previous eight editions. We continue to focus on key strategic issues
with an emphasis on financial considerations and implementation through
merchandise and store management. These strategic and more tactical issues are
examined for a broad spectrum of retailers, both large and small, domestic and
international, selling merchandise and services.

Strategic Focus The entire textbook is organized around a model of strategic
decision making outlined in Exhibit 1-6 in Chapter 1. Each section and chapter
relates back to this overarching strategic framework. In addition, the second sec-
tion of the book focuses exclusively on critical strategic decisions, such as selecting
target markets, developing a sustainable competitive advantage, building an orga-
nizational structure and information and distribution systems to support the stra-
tegic direction, building customer loyalty, and managing customer relationships.
The text explores in depth the resources that retailers use to develop sustainable
competitive advantage, such as

¢ Selecting store location (Chapters 7, 8).
* Developing and maintaining human resources (Chapter 9).
* Managing information systems and supply chains (Chapter 10).

* Managing customer relationship management, and collecting and analyzing
big data to make better decisions (Chapter 11).

* Developing unique private-label merchandise (Chapter 13).
* Providing outstanding customer service (Chapter 18).

Financial Analysis The success of any retailer, like any other business, depends
on its ability to make a profit, provide an adequate return to its owners, and be
financially stable. The financial problems experienced by some well-known retail
firms—Ilike Circuit City, Sharper Image, and K-B Toys—highlight the need for a
thorough understanding of the financial implications of strategic retail decisions.
Financial analysis is emphasized in selected chapters, such as Chapter 6 on the over-
all strategy of the firm using the strategic profit model and the financial strength of
retailers using cash flow and ratio analysis, Chapter 11 on the evaluation of cus-
tomer lifetime value, and Chapter 12 on retail buying systems. Financial issues are
also raised in the sections on negotiating leases, bargaining with suppliers, pricing
merchandise, developing a communication budget, and compensating salespeople.
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Implementing a Retail Strategy Although developing a retail strategy is
critical to long-term financial performance, the execution of strategies is as impor-
tant as the development of the strategy. Traditionally, retailers have exalted the
merchant prince—the buyer who knew what the hot trends were going to be.
While we provide a thorough review of merchandise management issues, the em-
phasis in retailing is shifting from merchandise management to the block-and-
tackle activities of getting merchandise to the stores and customers and providing
excellent customer service and an exciting shopping experience. Due to this shift
toward store management, most students embarking on retail careers go into dis-
tribution and store management rather than merchandise buying. Thus, this text
devotes an entire chapter to information systems and supply chain management
and an entire section to store management.

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

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

Descriptive Information Students can learn about the vocabulary and prac-
tice of retailing from the descriptive information throughout the text. Examples of
this material are:

* Leading U.S. and international retailers (Chapter 1).

* Management decisions made by retailers (Chapter 1).

* ’Types of store-based and nonstore retailers (Chapters 2 and 3).
* Approaches for entering international markets (Chapter 5).

* Location options (Chapter 7).

* Lease terms (Chapter 8).

* Organization structure of typical retailers (Chapter 9).

* Flow of information and merchandise (Chapter 10).

* Branding strategies (Chapter 13).

* Methods for communicating with customers (Chapter 15).

¢ Store layout options and merchandise display techniques (Chapter 17).
* Career opportunities (Appendix 1A to Chapter 1).

How-to Information  Retailing Management goes beyond this descriptive in-
formation to illustrate how and why retailers, large and small, make decisions.
Procedures with examples are provided for making the following decisions:

* Managing a multichannel operation (Chapter 3).

* Scanning the environment and developing a retail strategy (Chapter 5).
* Analyzing the financial implications of retail strategy (Chapter 6).

* Evaluating location decisions (Chapter 8).

* Developing a merchandise assortment and budget plan (Chapter 12).

* Negotiating with vendors (Chapter 13).

* Pricing merchandise (Chapter 14).

* Recruiting, selecting, training, evaluating, and compensating sales associates
(Chapter 16).

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



Conceptual Information  Retailing Management also includes conceptual in-
formation that enables students to understand why decisions are made, as outlined
in the text. As Mark Twain said, “There is nothing as practical as a good theory.”
Students need to know these basic concepts so they can make effective decisions in
new situations. Examples of this conceptual information in the ninth edition are:

* Customers’ decision-making process (Chapter 4).

* The strategic profit model and approach for evaluating financial performance
(Chapter 6).

* Price theory and marginal analysis (Chapters 14 and 15).

* Motivation of employees (Chapter 16).

* In-store shopping behaviors (Chapter 17).

* The Service Gaps model for service quality management (Chapter 18).

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

Refacts We have updated and added more interesting facts about retailing,
called Refacts, in the margins of each chapter. Did you know that the first use of
an Internet retail channel was on August 11, 1994, when a CD by Sting was sold
by NetMarket over the Internet? Or that the teabag was developed by a Macy’s
buyer and pantyhose was developed by a JCPenney buyer? Or that Chipotle is by
far the largest purchaser of natural meat in the United States?

Retailing Views Each chapter contains either new or updated vignettes, called
Retailing Views, to relate concepts to activities and decisions made by retailers. In
the ninth edition, more than 50 percent of Retailing Views are new, and the re-
maining have been updated. The vignettes look at major retailers, like Walmart,
Walgreens, Target, Kohl’s, Neiman Marcus, and Macy’s, that interview students on
campus for management training positions. They also discuss innovative retailers
like REI, Starbucks, Zara, Mango, Amazon, The Container Store, Sephora,
Forever 21, Chico’s, and Bass Pro Shops. Finally, a number of Retailing Views
focus on entrepreneurial retailers competing effectively against national chains.

Profiles of Retail Managers To illustrate the challenges and opportunities in
retailing, each chapter in the ninth edition begins with a brief profile, in their own
words, of a manager or industry expert whose job or expertise is related to the
material in the chapter. These profiles range from Debbie Harvey, president of
Ron Jon Surf Shop, and Ken Hicks, CEO of Foot Locker, and include people who
have extensive experience in a specific aspect of retailing, like Tim Hourigan, hu-
man resource vice president at Home Depot and Moussa Coulibaly, senior vice
president of planning at Dick’s Sporting Goods. The profiles illustrate how senior
executives view the industry and suggest career opportunities for college students.
They also provide students with firsthand information about what people in
retailing do and the rewards and challenges of their jobs and careers.

SUPPLEMENTAL MATERIALS

To enhance the student learning experience, the ninth edition includes new cases
and videos illustrating state-of-the-art retail practices, a web-based computer ex-
ercise package for students, and a comprehensive online instructor’s manual with
additional cases and teaching suggestions.

Get Out and Do It! exercises are found at the end of each chapter. These ex-
ercises suggest projects that students can undertake by visiting local retail stores,
surfing the Internet, or using the student website. A continuing assignment exer-
cise is included so that students can engage in an exercise involving the same
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retailer throughout the course. The exercises are designed to provide a hands-on
learning experience for students.

Monthly Newsletters with Short Cases are based on recent retailing articles
appearing in the business and trade press. Instructors can use these short cases
to stimulate class discussions about current issues confronting retailers. The news-
letter is e-mailed to instructors and archived on the text’s web page.

Chapter

Key Changes

Broad Changes

90 percent new Executive Briefings
Expanded treatment of the role of social and mobile marketing by retailers (e.g., Macy’s, Staples)
Increased discussion of going green (e.g., Walmart), CSR, and bottom of the pyramid marketing by retailers

Greater content on franchising and franchisers’ expansion efforts, global retailers (e.g., Ikea, H&M, ICA, Grupo
Electra—major vehicle for international expansion) and multi-channel retailing and how technology is changing
how consumers search and buy

Numerous new Retailing Views focusing on innovative strategy elements by very visible retailers
All Retailing Views new or updated

Content has been updated in each chapter to reflect latest insights from research and practice
New list of additional readings

New Executive Briefing on HSN and Mindy Grossman

New Retail Quiz to motivate study of retailing

Greater Global Focus—examples of retailing in China

Greater focus on CSR and hottom of pyramid retailing

New Retailing View on Grupo Elektra improving the lifestyle of Latin America’s working poor
Updated exhibit highlighting the 20 largest retailers

Highlighted entrepreneurs—Howard Shuliz (Starbucks) and Do Wan and Jin-Sook Chang (Forever 21).
New Retailing View on Whole Foods—the birth of the organic supermarket

New Executive Briefing on Debbie Ferree, DSW’s head of merchandise

New Retailing View on Amazon

Updated trends in supermarket retailing

New Retailing View on convenience stores in Japan

Coverage of social media (also identified by social media icons)

New Retailing View on Nordstrom

Greater coverage of franchising

New Executive Briefing on Luiza Helena Trajano, president, Magazine Luiza

Chapter reorganized to highlight the evolution of multi-channel retailing and non-store channel options
Expanded discussion of mobile retailing

New Retailing View on Avon in Brazil

Expanded discussions of challenges facing retailers in providing a multi-channel offering
Updated illustration of shopping in the future

Increased discussion about the role of the economy in the buying process

New Retailing View highlighting the social media element of “Pinning” and “Likes”

New Retailing View on gender differences

New Executive Briefing on David Berg, Outback Steakhouse, CEQ International

Discussion on how to build a retail community using social media

New Retailing View of wet markets in Shanghai

New Retailing View of 7-Eleven in Indonesia

New Executive Briefing on Ken Hicks, Foot Locker CEO

New Retailing view on TOMS Shoes’ social objectives

Discussion of venture capital interest in retailing industry

New Retailing View on Macy’s and Costco—successful retailers using different financial models
Comparison of Macy’s vs. Costco financial performance carried throughout the chapter

New Retailing View on Simon Properties—the largest shopping center management company in the world
New Retailing View—For China’s high-end fashion consumers, ‘Italy’ now just a bullet train away
Numerous updates throughout chapter
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New Executive Briefing on Brenden O’Brien, sr. real estate manager, Walgreens
New Retailing View on Stage Stores’ location strategy

New Executive Briefing on Home Depot—Tim Hourigan
New discussion of building employee engagement

Discussion on Starbucks and the use of social media to recruit employees and build engagement with
customers

Expanded discussion of employment branding and how retailers win the talent war
Retailing View on why Pret A Manger is not your typical fast-food restaurant

New Executive Briefing on Don Ralph, Staples, SVP supply chain

Implications on providing a multi-channel offering on distribution system and warehouse design
New Retailing View on Walmart’s greener supply chain

Expanded discussion of reverse logistics

Updated material on use of RFID in distribution

Executive Briefing on how a consulting firm uses data to help retailers make better decisions
Addition illustrations of retail analytics and big data

Retailing View on use of loyalty data by Kroger

Greater discussion of privacy concerns

Walmart Moms as an illustration of brand community

New Executive Briefing on Moussa Coulibaly, Sr. VP of Planning at Dick’s Sporting Goods
New Retailing View on Costco and Walmart: Two Approaches to SKU Rationalization
Updated discussion of fast fashion at Mango

New Executive Briefing on Chico’s VP merchandising

Increased discussion on exclusive brands

New Retailing View on Kroger’s store brands

New Retailing View of Zappos’ relationships with merchandise experts
New Retailing View of buying green on an Amazon-owned site—Vine.com

New Executive Briefing on Debbie Harvey, Ron Jon Surf Shop

New Retailing View on JCPenney’s flip-flop pricing strategy

New Retailing View on Amazon’s price check apps and showrooming

New Retailing View on big discounters pure price competition (Target v. Walmart)

New Retailing View on dynamic pricing

New Retailing View on extreme couponing

New content on social and mobile channels and pricing, such as geofencing and getting mobile coupons
New Retailing View on the genuineness of certain discounts offered by online fashion sites

New Executive Briefing on marketing/social media managers at Body Central

Thorough revision of chapter to reflect the various IMC elements

New Retailing View on Staples’ mobhile strategy and reaching out to their customers through their
smart phones

More formal discussion on social media and sentiment mining

New Retailing View on Dell and their social media efforts

New application of assessing a retailer’s Facebook marketing campaign
New application of a Google AdWord campaign

New Executive Briefing on Tara Carroll, store manager, Kohls
New Retailing View on Home Depot centralizing its recruitment processes

New Executive Briefing on Fredrik Holmvik, ICA Media

New Retailing View on innovative store designs

New Retailing View on Walmart going green

New Retailing View on Ikea—A hedonic maze filled with utilitarian products
Additional discussion on digital signage and virtual dressing rooms

New Executive Briefing on Wyndham hotel manager Elizabeth Hebeler

New Exhibit of top 10 retailers for customer service

New Retailing View on self-service cosmetic counters at Sephora

New discussion of how sentiment analysis is helping retailers provide better service
New Retailing View on Zappos and their service mindset
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ABOUT RETAILING MANAGEMENT, 9e

GUIDED TOUR

For nine editions, Levy/Weitz/Grewal's Retailing Management has been known
for its strategic focus, decision-making emphasis, applications orientation, and readability.
The authors and McGraw-Hill/lrwin are proud to introduce the ninth edition and invite you

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

STUDENT FEATURES

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

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

EXECUTIVE BRIEFING

David Berg, President and CEO of Outback
Steakhouse International LLC

Executive Briefings
To illustrate the opportunities and rewards from a career

in retailing, each chapter begins with a profile of a retail
manager, either a senior executive or recent college grad-
uate, discussing their area of decision-making and their
career path. This specific executive briefing from Chapter 5
portrays David Berg, president and CEO of Outback Steak-
house. In his profile, he states, “Going global with retail
services, particularly restaurants, is more challenging than
the international expansion of product-focused retailing.”
Retailers are using the Internet and other technologies to
provide more value to their customers, increase customer
service, and improve operating efficiencies.

LEARNING OBJECTIVES

My career path in retailing is somewhat unusual
After graduating from Emory University with a
degree in economics, | went to law school at the
University of Florida. During law school, | was
attracted to corporate law, which was a good fit
with my undergraduate training in economics. | took
a position in the corporate counsel' office at Nordic-
Track. At the time, NordicTrack was best known for
its cross-country ski simulator, which dominated the
home fitness market in the late 1980s.

As the U.S. market for the NordicTrack’s simulator
matured, the company became interested in expand-
ing interationally. | volunteered to set up a network
of international distributors. While | did not have a
lot of retail experience, in law school, | had learned
how to be an effective negotiator and how to logi-
aally ituatic ills that were very valuable
in developing a worldwide distribution network.

After NordicTrack, | went to work for Best Buy and
eventually was promoted to COO of Best Buy Inter-
national, responsible for the operations of all of Best

Buy's brands and businesses outside of the United
States. | was deeply involved in the sale of Best Buy's
Musicland subsidiary; its acquisition of a majority
interest in Jiangsu Five Star Appliance in China; its

expansion into Mexico and Turkey; and the creation
of its joint venture with The Carphone Warehouse,
which provided an opportunity to introduce the
Best Buy brand in Europe.

My present position is challenging and exciting.
Our corporation owns and operates more than
400 restaurants under the brands names of Outback
Steakhouse, Carrabba's Italian Grill, Bonefish Gril,
Roy's, and Fleming’s Prime Steakhouse & Wine Bar.
While we have more than 200 Outback Steakhouses
in 19 countries, our potential for international
expansion is tremendous.

The dining experience for our international
customers i similar to our domestic experience. Our
international restaurants tend to follow US. design
quidelines with some modifications to account for
local needs and customs. Most restaurants are in
shopping centers or office buildings; very few are
free standing. In Asian cities, where space is at a par-
ticular premium, many restaurants are located above
the ground floor and sometimes split in two sepa-
rate floors.

The international menu is also similar to the U.S.
menu, with some changes made to meet local taste
preferences. For example, we feature local beef cuts

Learning Objectives

- Learning objectives appear at the begin-
Lo1 ning of each chapter to give students
L02 the opportunity to prepare for what
they will be required to understand

in their reading.

LO3

There has been a dramatic change in the structure of the retail industry over
the past 50 years. Fifty years ago, Sears and JCPenney were the only retail firms that
had chains of stores across the United States. The retail industry consisted of
the small, independent, local retailers competing against other small, independent
retailers in the same community. Walmart, Home Depot, Staples, and Best Buy
did not exist or were small companies with a few stores. Now, the retail industry
is dominated by large, national, and even international retail firms. While there

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

REFACT

James Cash Penney
opened the first JCPenney
store, called Golden Rule,
in Kemmerer, Wyoming,
in 1902."®
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RETAILING VIEW Grupo Elektra Improves the Lifestyle of

Latin America’s Working Poor

Grupo Elektra, with headquarters in Mexico City, owns
and operates more than 2,600 specialty stores in Mexico,
Brazil, Argentina, Guatemala, El Salvador, Honduras,
Panama, and Peru. Its stores sell consumer electronics and
appliances to Latin America’s working poor. It is quite a
challenge to sell consumer durable goods to families
earning less than $400 per month and spend 90 percent
of their income on basic necessities, such as food and
housing. In addition, these BoP consumers often do not
have formal jobs or bank accounts. But Grupo Elektra,
and its banking affiliate, Banco Azteca, have been in-
creasing sales and profits during one of the worst eco-
nomic recessions in decades by servicing these low-income
consumers. For the past five years, revenues and operat-
ing profits have grown at a double-digit rate.

Rather than wait for low-income consumers to open
their own bank accounts so they can afford to buy its
products, Elektra launched its own banks inside its net-
work of specialty retail shops. These banks make small
“micro-loans” to Elektra’s customers so they can afford to
buy its appliances. It determines how much money its new
customers can really afford to borrow—and then pay
back. Within 24 hours, the bank approves or denies a cli-
ent’s loan application using the information gathered by
the credit officer at the branch. The officer visits the cus-
tomers’ houses to determine their income and expenses.

Grupo Elektra has developed a successful
selling products and providing micro-I
at the base of the pyramid.

tegy for
toitsc

America—put their money in a cookie jar or below their
mattresses. Now, they can establish a bank account for a
minimum of only US $5 and have access to a debit card.

Sources: Erin Carlyle, “Billionaire Ricardo Salinas: Mexico's Credit Card,”
Forbes, May 7, 2012, p.100; Erin Carlyle, “Mexican Billionaire Buys Advance

Retailing Views
These vignettes reside in
each chapter and relate
concepts developed in
the text to issues and
problems confronting
retailers.

SUPPORT FOR STUDENT LEARNING

SmartBook .
Fueled by LearnSmart, SmartBook is the first and only adaptive
reading experience available today. Distinguishing what a student
knows from what they don’t, and honing in on concepts they are
most likely to forget, SmartBook personalizes content for each stu-
dent in a continuously adapting reading experience. Reading is no
longer a passive and linear experience, but an engaging and dynamic
one where students are more likely to master and retain important
concepts, therefore coming to class better prepared. Valuable reports
provide instructors insight as to how students are progressing through
textbook content, useful for shaping in-class time or assessment. As
a result of the adaptive reading experience found in SmartBook,
students are more likely to retain knowledge, stay in class, and get

=

R S e R K s
- .m:w)....-u.: Fun ot mucyches. UMWy

Prychoiogical Newds Paychalogical nerds prrtain
the persurial gratilicstiom cunsuniers associsie with &
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!m seck to satisfy paychological needs. Christian
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better grades.
va Connect
2 : Students practice key concepts by applying them with
= these textbook-specific interactive exercises. Provided
for every chapter, each interactive application is de-
weta oves signed to reinforce key topics and further increase stu-
:n::‘_ _w dent comprehension. All interactive applications are
— automatically scored and entered into the instructor’s
b P 30 gradebook.
o Which of the following statements illustrates an
=T external locus of control?
prew woasary Click the answer you think is right!
No matter how hard | study, the test will be too
hard.
LearnSmart

If I study hard enough, | will get a high score on
the test.

If | do poorly on the test, | will have to study
harder the next time.

Do you know the answer? (Be honest)

New to this edition, LearnSmart is the premier learning
system designed to effectively assess a student’s knowl-
edge of course content through a series of adaptive
questions, intelligently pinpointing concepts the student
does not understand and mapping out a personalized
study plan for success. LearnSmart prepares students,
allowing instructors to focus valuable class time on
higher-level concepts. ' re

No idea
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chapters of this textbook, there will be a GET OUT
AND DO IT! assignment that will give you an op-
portunity to examine the strategy and tactics of one
retailer. Your first assignment is to select a retailer
and prepare a report on the retailer’s history, includ-
ing when it was founded and how it has evolved over
time. To ensure that you can get information about
the retailer for subsequent Continuing Case Assign-
ments, the retailer you select should:

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

o Focus on one type of retailing. For example, Aber-
crombie & Fitch operates just one type of specialty
store and thus would be a good choice. However,
‘Walmart operates discount stores, warchouse club
stores, and supercenters and thus would not be a
good choice.

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

Some examples of retailers that meet the first two

criteria are Whole Foods Market, Dress Barn,

Burlington Coat Factory, Ross Stores, Ann Taylor,

Cato, Finish Line, Foot Locker, Brookstone, Claire’s,

Walgreens, Staples, Office Depot, American Eagle

GET OUT AND DO IT! &'

1. CONTINUING CASE ASSIGNMENT In most

Outfitter, Pacific Sunwear, Abercrombie & Fitch,
Tiffany & Co., Zales, Autozone, Pep Boys, Hot Topic,
Wet Seal, Best Buy, Family Dollar, Dollar General,
Michaels, PetSmart, Dillard’s, Pier 1 Imports, Home
Depot, Lowe’s, Bed Bath & Beyond, Men’s Wearhouse,
Kroger, Kohl’s, Radio Shack, Safeway, and Target.

. GO SHOPPING Visit a local retail store, and

describe each of the elements in its retail mix.

. INTERNET EXERCISE Data on U.S. retail sales

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

. INTERNET EXERCISE Go to the home pages of

Macy’s, Target, Walmart, Toys R Us, and the National
Retail Federation Retail Careers Center (www.nrf.
com/RetailCareers/) to find information about
retail careers with these organizations. Review the
information about the different positions described.
In which positions would you be interested? Which
positions are not of interest to you? Which employer
would interest you? Why?

. INTERNET EXERCISE Choose one of the top 20

retailers (Exhibit 1-5). Go to the company’s website,
and find out how the company started and how it has
changed over time.

. INTERNET EXERCISE Go online and find an

example of a retailer involved in corporate social
responsibility. In a brief paragraph, describe how this
retailer is taking steps to contribute to a social or
ethical cause.

Online Learning Center
The Online Learning Center provides students with exercises to evaluate international
expansion opportunities, examine financial performance of retailers, analyze poten-
tial store locations, develop a merchandise budget plan, edit the assortment for a
category, make pricing and markdown decisions, and determine break-even sales
levels. Sample test questions and flash cards are provided for each chapter.

The student site provides:
e Chapter Quizzes
e Tutorials and Modules

¢ Flashcards

INSTRUCTOR RESOURCES

GET OUT AND DO IT!

EXERCISES

Found at the end of each
chapter, these exercises suggest
projects that students can
undertake by either visiting
local retail stores, surfing the
Internet, or using the student
Web site. The exercises are
designed to provide a hands-on
learning experience for stu-
dents. A continuing exercise is
included in each chapter so
that students can be involved
in an experiential exercise
involving the same retailer
throughout the course.

Online Learning Center
Through our convenient Online Learning Center, you can access everything you need
in preparation for your course. A secured resource site provides your essential course
materials to save you prep time before class.

The instructor site provides:

e Instructor’s Manual

e PowerPoint presentations

e Testbank/EZ Test

* Newsletters

e Tutorials and modules for students
e Chapter quizzes

e Flashcards for students

www.mhhe.com/levy9e

Video DVD

More than 30 video segments are available to illustrate issues addressed in the text.
A number of the videos complement the cases located at the end of the text. These
video segments are available on the video DVD. ISBN: 0077512332
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Retailing Newsletter

Each month, the authors prepare and distribute through email a retailing newsletter.
The newsletters contain several videos and twelve abstracts of articles appearing in
the business or trade press about current issues facing retailers specifically and the in-
dustry in general. These newsletters are also accessible on the Online Learning Center.

Cases

To stimulate class discussion about issues confronting retail managers, the authors
provide current and thought-provoking cases. For this edition, included at the end
of the text are a total of 38 cases with 11 brand new cases to use for your course.

Assurance of Learning Ready

Many educational institutions today are focused on the notion of assurance of learn-
ing, an important element of some accreditation standards. Retailing Management is
designed specifically to support instructors’ assurance of learning initiatives with a
simple, yet powerful solution.

Each test bank question for Retailing Management maps to a specific chapter learn-
ing outcome/objective listed in the text. Instructors can use our test bank software, EZ
Test and EZ Test Online, or Connect Marketing to easily query for learning outcomes/
objectives that directly relate to the learning objectives for their course. Instructors can
then use the reporting features of EZ Test to aggregate student results in similar fashion,
making the collection and presentation of assurance of learning data simple and easy.

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

McGraw-Hill Customer Care Contact Information

At McGraw-Hill, we understand that getting the most from new technology can be
challenging. That's why our services don’t stop after you purchase our products. You
can e-mail our product specialists 24 hours a day to get product training online. Or
you can search our knowledge bank of frequently asked questions on our support
website. For customer support, call 800-331-5094, e-mail hmsupport@mcgraw-hill.
com, or visit www.mhhe.com/support. One of our technical support analysts will
be able to assist you in a timely fashion.

TMAACSE

INTERNATIONAL

XXIll




BRIEF CONTENTS

SECTION| THE WORLD OF RETAILING

Introduction to the World of Retailing 4
Types of Retailers 34

Multichannel Retailing 66

Customer Buying Behavior 88

A W N =

SECTION Il  RETAILING STRATEGY

5 Retail Market Strategy 122

Financial Strategy 154

Retail Locations 182

Retail Site Location 206

Human Resource Management 234

10 Information Systems and Supply Chain Management 264
11 Customer Relationship Management 290

O 00 N O

SECTION Il  MERCHANDISE MANAGEMENT

12 Managing the Merchandise Planning Process 316
13 Buying Merchandise 356

14  Retail Pricing 386

15 Retail Communication Mix 416

SECTION IV  STORE MANAGEMENT

16  Managing the Store 452
17  Store Layout, Design, and Visual Merchandising 482
18  Customer Service 514

Appendix  Starting Your Own Retail Business 540

SECTIONV  CASES

Cases 548
Glossary 605
Notes 622
Photo Credits 645
Index 647

XXiv




CONTENTS

CHAPTER 1 INTRODUCTION TO THE WORLD

OF RETAILING 4
What Is Retailing? 7
The Retailer’s Role in a Supply Chain 7
Retailers Create Value 7
Costs of Channel Activities 8

Retailers Perform Wholesaling and Production
Activities 9

Differences in Distribution Channels around the
World 10

Social and Economic Significance of Retailing 12
Role in Developed Economies 12
Corporate Social Responsibility 12
Role in Developing Economies—The Bottom of
the Pyramid 14
The Growing Importance of Retailing and
Retailers 14
Evolution of the Retail Industry 14

Retailing View 1.1: Grupo Elektra Improves the
Lifestyle of Latin America’s Working Poor 15

Role of Information Systems 17
Management and Entrepreneurial Opportunities 17
Management Opportunities 17

CHAPTER 2 TYPES OF RETAILERS 34
Retailer Characteristics 36

Type of Merchandise 36

Variety and Assortment 37

Services Offered 39

Prices and the Cost of Offering Breadth and Depth
of Merchandise and Service 39

Retailing View 2.1: Amazon: The Jack of All (Retail)
Trades and Master of Many 40

Food Retailers 40
Supermarkets 42
Supercenters 44
Warehouse Clubs 45
Convenience Stores 46

Retailing View 2.2: Convenience Stores in
Japan Are Different 47

General Merchandise Retailers 48
Department Stores 48

Retailing View 2.3: Going Where the
Customers Are 50

Full-Line Discount Stores 50
Category Specialists 51
Specialty Stores 52

SECTION I THE WORLD OF RETAILING

Retailing View 1.2: Sam Walton, Founder of Walmart
(1918-1922) 18

Entrepreneurial Opportunities 19
The Retail Management Decision Process 20

Understanding the World of Retailing—
Section| 21

Developing a Retail Strategy—Section Il 22

Implementing the Retail Strategy—
Sections llland IV 24

Whole Foods Market: An Organic and Natural
Food Supermarket Chain 25

Retailing View 1.3: Whole Foods: The Birth of the
Organic Supermarket 26

Ethical and Legal Considerations 28
Summary 29
Key Terms 30
Get Out and Do It! 30
Discussion Questions and Problems 31
Suggested Readings 31
Appendix 1A: Careers in Retailing 31

Drugstores 54

Extreme-Value Retailers 54

Off-Price Retailers 55
Service Retailing 56

Differences between Service
and Merchandise Retailers 58

Types of Ownership 60

Independent, Single-Store
Establishments 60

Corporate Retail Chains 61

Franchising 61

Retailing View 2.4: Tart Frozen Yogurt—
The Sweet Franchise 62

Summary 62

Key Terms 63

Get Out and Do It! 63

Discussion Questions and Problems 64
Suggested Readings 65

XXV




CHAPTER 3 MULTICHANNEL Challenges Facing Multichannel Retailers 80

RETAILING 66 Multichannel Supply Chains and Information

Nonstore Retail Channels 68 Systems 81

Internet Retailing Channels—Electronic and Centralized versus Decentralized Multichannel

Mobile Retailing 68 Retailing 82

Catalog Channel 69 Consistent Brand Image across Channels 82

Direct-Response TV Channel 70 Merchandise Assortment 82

Television Home Shopping Channel 70 Pricing 82

Direct Selling Channel 70 Reduction of Channel Migration 83
Retailing View 3.1: Avon’s Direct Selling Retailing View 3.4: Build-A-Bear Workshop Uses
Channel in Brazil 71 Multiple Channels to Enhance Its Image 83

Automated Retailing (Vending Machines) Multichannel Shopping in the Future 84

Channel 72 Shopping Experience Scenario 84
Relative Benefits of Retail Channels 72 Supporting the Shopping Experience 85

Store Channel 72
Catalog Channel 74

Retailing View 3.2: Bass Pro Shops Makes
Shopping Fun 74

The Internet Channel 75

Retailing View 3.3: Helping Couples Get Ready for
the Big Day 76

Comparison of Electronic and Mobile Phone
Internet Channels 79

Summary 86

Key Terms 86

Get Out and Do It! 86

Discussion Questions and Problems 87
Suggested Readings 87

CHAPTER 4 CUSTOMER BUYING Reference Groups 105
The Buying Process 90 Retailing View 4.3: Pinning
Need Recognition 92 Consumption Choices on Online

Information Search 93 Reference Groups 106

Retailing View 4.1: The Internet Has Changed the Market Segmentation 107

Car-Buying Process 95 Criteria for Evaluating Market

Evaluation of Alternatives: The Multiattribute segments 108

Model 97 Approaches for Segmenting
- . i , Markets 109
Retailing View 4.2: Do It Herself at Lowe’s 100

. . . Retailing View 4.4: Where Gender
Purchasing the Merchandise or Service 101 Matters—And Where It Doesn’t 110

Composite Segmentation Approaches 114

Postpurchase Evaluation 101
Types of Buying Decisions 102
Extended Problem Solving 102
Limited Problem Solving 102
Habitual Decision Making 103
Social Factors Influencing the Buying Process 104

Summary 115

Key Terms 115

Get Outand Do It! 116

Discussion Questions and Problems 116
Suggested Readings 117

The Economy 104 Appendix 4A: Customer Buying Behavior and

Family 104 Fashion 117

SECTION Il RETAILING STRATEGY

CHAPTER 5 RETAIL MARKET Retailing View 5.1: The IKEA Way 130
STRATEGY 122 Relationships with Suppliers 132
What Is a Retail Strategy? 124 Efficiency of Internal Operations 133
Definition of Retail Market Strategy 124 Location 133
Central Concepts in a Retail Market Strategy 125 Multiple Sources of Advantage 134
Target Market and Retail Format 125 Growth Strategies 134
Building a Sustainable Competitive Growth Opportunities 135

Advantage 126 Retailing View 5.2: The Container Store—Building a
Relationships with Customers— Competitive Advantage by Selling Products That
Customer Loyalty 127 Make Life Simpler 135



Growth Opportunities and Competitive
Advantage 137

Global Growth Opportunities 138

Attractiveness of International
Markets 138

Retailing View 5.3: Wet Markets in
Shanghai 139

Keys to Success in Global Retailing 141

Retailing View 5.4: 7-Eleven Is Trendy
Hangout in Indonesia 142

Entry Strategies 144

The Strategic Retail Planning
Process 144

Step 1: Define the Business
Mission 145

Step 2: Conduct a SWOT
Analysis 146

CHAPTER 6 FINANCIAL STRATEGY 154
Objectives and Goals 156

Financial Objectives 156

Societal Objectives 156

Personal Objectives 157

Retailing View 6.1: One for One to Achieve TOMS
Shoes’ Societal Objectives 157

Strategic Profit Model 158

Retailing View 6.2: Macy's and Costco—Successful
Retailers Using Different Retail Strategies 159

Profit Margin Management Path 161
Retailing View 6.3: Cutting Costs at Costco 164
Asset Management Path 165

Combining the Profit and Asset Management
Paths 167

Retailing View 6.4: Private Equity Firms Invest in
Retailers 168

Implications for Improving Financial
Performance 169

Evaluating Growth Opportunities 170
Profit Margin Management Path 170
Asset Turnover Management Path 171

CHAPTER 7 RETAIL LOCATIONS 182
Types of Retail Locations 184
Unplanned Locations 185

Freestanding Sites 185

Urban Locations 185

Retailing View 7.1: Magic Johnson Brings
Retailing to the Inner City 187

Main Street 188

Shopping Centers and Planned Retail Locations 189

Convenience, Neighborhood, and Community
Shopping Centers 190
Retailing View 7.2: Simon Properties: The Largest

Shopping Center Management Company in the
World 190

Retailing View 5.5: Hot Topic Emphasizes Its
Strength in Indie Music 149

Step 3: Identify Strategic Opportunities 150
Step 4: Evaluate Strategic Opportunities 150

Step 5: Establish Specific Objectives and Allocate
Resources 150

Step 6: Develop a Retail Mix to Implement the
Strategy 150

Step 7: Evaluate Performance and Make
Adjustments 150

Strategic Planning in the Real World 151
Summary 151
Key Terms 152
Get Out and Do It! 152
Discussion Questions and Problems 153
Suggested Readings 153

Using the Strategic Profit Model to Analyze Other

Decisions 173

Analysis of Financial Strength 173
Cash Flow Analysis 173
Debt-to-Equity Ratio 174
Current Ratio 174
Quick Ratio 174

Setting and Measuring Performance
Objectives 175

Top-Down versus Bottom-Up Process 175
Who Is Accountable for Performance? 176

Performance Objectives and
Measures 176

Types of Measures 176

Assessing Performance: The Role of
Benchmarks 178

Summary 179

Key Terms 180

Get Out and Do It! 180

Discussion Questions and Problems 181
Suggested Readings 181

Power Centers 191

Enclosed Shopping Malls 191
Lifestyle Centers 193
Mixed-Use Developments 193 :
Outlet Centers 194 ... 0]
Theme/Festival Centers 194

Larger, Multiformat Developments—
Omnicenters 195

Retailing View 7.3: For China’s High-End
Fashion Consumers, “Italy” Is Now Just a
Bullet Train Away 195

Nontraditional Locations 196

Pop-Up Stores and Other Temporary
Locations 196

XXVii




Retailing View 7.4: Subway Goes to
Church 196

Store-within-a-Store 197
Merchandise Kiosks 198
Airports 198

Location and Retail Strategy 198

Shopping Behavior of Consumers in Retailer’s
Target Market 199

Density of Target Market 200

Uniqueness of Retail
Offering 200

CHAPTER 8 RETAIL SITE LOCATION 206

Evaluating Areas for Locations and Determining the
Number of Stores in an Area 208

208
Considerations in Evaluating Store Locations

Retailing View 8.1: Big Payoff from Small
Towns 210

Number of Stores in an Area 211

Metropolitan Statistical Areas
208

Considerations in Evaluating Store Locations 212
212

Retailing View 8.2: It Pays to Locate on the Right Side
of the Road 214

Locations within a Shopping Center
Trade Area Characteristics 216
Trade Area Definition 217

Factors Affecting the Size of the Trading
Area 217

Measuring the trade Area for a Retail Site 218

Site Characteristics

216

Sources of Information about the Trade Area 218
Competition in the Trade Area 221

CHAPTER 9 HUMAN RESOURCE

MANAGEMENT 234
Objectives of Human Resource Management 236

HRM Performance Measures 236

Challenges in Retail Human Resource
Management 238

Balancing the Human Resource Triad 238
239
Part-Time Employees

Expense Control

239

Utilizing Diverse Employee Groups 239
240

Designing the Organization Structure for a
Retail Firm 240

Organization of a Single-Store Retailer

International Human Resource Issues

242
Organization of a National Retail Chain 243
Centralization and Coordination 245

Retailing View 9.1: My Macy's—Combining the
Benefits of Centralization and Decentralization 247

Winning the Employee Talent War 248
Employment Branding 249
Developing Talent: Selection and Training 249

Societal and Legal Considerations 200

Urban Sprawl 200
Opposition to Big-Box Retailers 201
Zoning 201
Building Codes 202
Summary 203
Key Terms 203
Get Out and Do It! 204

Discussion Questions and Problems 204
Suggested Readings 205

Estimating Potential Sales for a Store Site 222
Huff Gravity Model 222
Regression Analysis 223
Analog Approach 224

Illustration of Site Selection: Edward Beiner Purveyor
of Fine Eyewear 225

Step 1: Conduct Competitive Analysis
Step 2: Define Present Trade Area 226
Step 3: Identify Trade Area Characteristics 227

Step 4: Match Characteristics of Present Trade
Area with Potential Sites 227

226

Negotiating a Lease 228
Types of Leases 228
Terms of the Lease 229
Summary 230
Key Terms 231
Get Out and Do It! 231
Discussion Questions and Problems 232
Suggested Readings 233

Retailing View 9.2: Employment Branding at
Starbucks 250

Motivating Talent: Aligning Goals 251

Retailing View 9.3: Pret A Manger Is Not Your Typical
Fast-Food Restaurant 252

Managing Diversity 256

Retailing View 9.4: REI Employees Meet and
Communicate around the Campfire 257

Legal Issues in Human Resource Management 258
Equal Employment Opportunity 259
Compensation 259

259

Employee Safety and Health 260

Labor Relations

Sexual Harassment 260
Employee Privacy 260

Developing Policies 260
Summary 261
Key Terms 261
Get Out and Do It! 262

Discussion Questions and Problems 263
Suggested Readings 263



INFORMATION SYSTEMS
AND SUPPLY CHAIN
MANAGEMENT 264

Creating Strategic Advantage through Supply
Management and Information Systems 266

Strategic Advantage 267

Retailing View 10.1: Walmart Builds a Greener
Supply Chain 268

Improved Product Availability 269
269
Retailing View 10.2: Zara Delivers Fast Fashion 270

Higher Return on Assets

The Flow of Information and Merchandise in a
Supply Chain 270
Information Flows 271
The Physical Flow of Merchandise—Logistics
The Distribution Center 274

Management of Inbound Transportation 274

273

Receiving and Checking 275

Storing and Cross-Docking 275

Getting Merchandise Floor-Ready 276

Preparing to Ship Merchandise to a Store 276

Management of Outbound Transportation 276
System Design Issues 277
277
Push and Pull Supply Chains

Outsourcing Logistics
278

CHAPTER 11 CUSTOMER RELATIONSHIP

MANAGEMENT 290
The CRM Process 292
Overview of the CRM Process 293
Collecting Customer Shopping Data 293
Customer Database 293

Retailing View 11.1: Using Customer Data at
Kroger 294

Identifying Information 295
296

Analyzing Customer Data and Identifying Target
Customers 298

Privacy and CRM Programs

Identifying the Best Customers 298
Retailing View 11.2: lllustration of RFM Analysis 300
Retail Analytics 299

Retailing View 11.3: CVS Caremark Gains Useful
Insights from Its Customer Database 301

Developing CRM through Frequent-Shopper
Programs 302

CHAPTER 12 MANAGING THE MERCHANDISE

PLANNING PROCESS 316
Merchandise Management Overview 319
The Buying Organization 319
Merchandise Category—The Planning Unit 320

Evaluating Merchandise Management
Performance 312

Improving GMROI 323

DCs versus Direct Store Delivery 278
279
Drop Shipping 280

Reverse Logistics

Supply Chain for Fulfilling Catalog and Internet
Orders 281

Collaboration between Retailers and Vendors in
Supply Chain Management 282

Benefits of Coordination 282
Using EDI 283

Sharing Information 283
Vendor-Managed Inventory 283

Collaborative Planning, Forecasting, and
Replenishment 284

Radio Frequency Identification Devices 284
Benefits of RFID 285

Retailing View 10.3: West Marine’s Collaboration
with Its Vendors 285

Retailing View 10.4: RFID at Lord & Taylor
Summary 287

Key Terms 288

Get Out and Do It! 288

Discussion Questions and Problems 289

286

Suggested Readings 289

Effectiveness of Frequent-Shopper Programs 302

Making Frequent-Shopper Programs More
Effective 303

Retailing View 11.4: InCircle Builds Neiman-Marcus’
Share of Wallet 305

Implementing CRM Programs 305
Customer Pyramid 305
Customer Retention 307

Customer Conversion: Making Good Customers
into Best Customers 309

310

Retailing View 11.5: American Girl Motivates
Customers to Purchase Doll Add-Ons 310

Summary 311

Key Terms 312

Get Out and Do It! 312

Discussion Questions and Problems 312

Dealing with Unprofitable Customers

Suggested Readings 313

Merchandise Planning Processes 324

Types of Merchandise Management Planning
Systems 325

Retailing View 12.2: Fast Fashion at Mango 326
Forecasting Category Sales 327
Forecasting Staple Merchandise 327

Forecasting Fashion Merchandise
Categories 327

SECTION Il MERCHANDISE MANAGEMENT

XXiX




Retailing View 12.2: Weather’s Effect on Retail Allocating Merchandise to Stores 340

Sales 328 Amount of Merchandise Allocated 341
Sales Forecasting for Service Retailers 330 Type of Merchandise Allocated 341
Developing an Assortment Plan 331 Timing of Merchandise Allocation 342
Category Variety and Assortment 331 Retailing View 12.4: Customer-Centric Merchandise
Determining Variety and Assortment 331 Allocation at Saks Fifth Avenue 342
Setting Inventory and Product Availability Analyzing Merchandise Management
Levels 333 Performance 343
Model Stock Plan 333 Sell-Through Analysis: Evaluating the Merchandise
Retailing View 12.3: Costco and Walmart: Two Plan 343
Approaches to SKU Rationalization 334 Evaluating the Assortment Plan and
Product Availability 335 Vendors 344

Establishing a Control System for Managing Summary 346

Inventory 336 Key Terms 347

Control System for Managing Inventory of Staple Get Out and Do It! 347
Merchandise 336

Control System for Managing Inventory of Fashion
Merchandise 339

Discussion Questions and Problems 348
Suggested Readings 349

CHAPTER 13 BUYING MERCHANDISE 356 Strategic Relationships 373

Brand Alternatives 358 Defining Strategic Relationships 373
National Brands 358 Retailing View 13.4: Zappos Values
Store Brands 358 Relationships with Its Vendors, the

Merchandise Experts 375

Generic Brands 360 - . . .
Building Partnering Relationships 374

National Brands or Store Brands? 360 T .
Maintaining Strategic

Retailing View 13.1: Kroger’s Store Brands Have Relationships 376
It All 361

Buying National-Brand Merchandise 362
Meeting National-Brand Vendors 362
National-Brand Buying Process 364

Legal, Ethical, and Social Responsibility Issues
for Buying Merchandise 377

Legal and Ethical Issues 377

Corporate Social Responsibility 381
Developing and Sourcing Store-Brand

: Retailing View 13.5: Buying Green on
Merchandise 364

an Amazon-Owned Site 382
Developing Store Brands 364

Summary 383
Sourcing Store-Brand Merchandise 365 Key Terms 383
Retailing View 13.2: Chinese Government Creates Get Out and Do It! 384

Specialized Apparel Cities 365 . . .

N . Discussion Questions and Problems 384
Retailing View 13.3: It Isn't Easy to Sell to .
Walmart 367 Suggested Readings 384

Negotiating with Vendors 368
Knowledge Is Power 369
Negotiation Issues 369
Tips for Effective Negotiating 371

CHAPTER 14 RETAIL PRICING 386 Considerations in Setting Retail Prices 390
Pricing Strategies 388 Customer Price Sensitivity

High/Low Pricing 388 and Cost 390
Everyday Low Pricing 388 Retailing View 14.2: Turning Showrooming
on Its Head 392

Competition 394
Pricing Strategies Used By Services Retailers 394

Retailing View 14.1: Does Everyone Love an
Everyday Low Price? 389

Advantages of the Pricing Strategies 390




Retailing View 14.3: The Big Discounters’ Pure Price Odd Pricing 408

Competition 395 Using the Internet and Social and Mobile Channels
Setting Retail Prices 396 to Make Pricing Decisions 409

Setting Prices Based on Costs 396 Legal and Ethical Pricing Issues 410

Pricing Optimization Software 398 Predatory Pricing 410

Profit Impact of Setting a Retail Price: The Use of Resale Price Maintenance 411

Break-Even Analysis 399 Horizontal Price Fixing 411

Markdowns 400 Bait-and-Switch Tactics 411

Reasons for Taking Markdowns 400 Scanned versus Posted Prices 411

Pricing Techniques for Increasing Sales and
Profits 403
Variable Pricing and Price Discrimination 403

Retailing View 14.4: Just What Makes Dynamic
Pricing So Appealing? 404

Deceptive Reference Prices 412
Retailing View 14.6: Is It Really 45 Percent Off? 412
Summary 413
Key Terms 413
Retailing View 14.5: Moving beyond Extreme GetOutand Do It! 414
Couponing 405 Discussion Questions and Problems 415
Leader Pricing 407 Suggested Readings 415
Price Lining 408

CHAPTER 15 RETAIL COMMUNICATION Value of Brand Image 431
MIX 416 Building Brand Equity 432
Traditional Media Elements 419 Retailing View 15.4: Building the
Mass Media Advertising 419 J.Crew Brand 433
Sales Promotions 421 Planning the Retail Communication

Program 436
Establish Objectives 436

Determine the Communication
Budget 438

In-Store Marketing/Design Elements 422
Personal Selling 423
Public Relations 423

New Media Elements 425 Allocate the Promotional Budget 442

Online Media 425 L
Plan, Implement, and Evaluate Communication
Retailing View 15.1: Staples’ Mobile Strategy: Programs—Three lllustrations 442

Reaching Customers through Smartphones 426
Social Media 427

Retailing View 15.2: Harnessing the Power of Social
Media to Make Customers Happy 427

Retailing View 15.3: YouTube and HSN 429

Communications Programs Build Brand Images and
Customer Loyalty 431

Brands 431

Summary 447

Key Terms 447

Get Out and Do It! 448

Discussion Questions and Problems 448
Suggested Readings 449

SECTION IV  STORE MANAGEMENT

CHAPTER 16 MANAGING THE STORE 452 Motivating, Evaluating, Rewarding,
and Compensating Store

Recruiting, Socialization, and Training of Store
Employees 462

Employees 454

Recruting Employees 454 Setting Goals to Motivate Employees 462

Evaluating Store Employees and Providing
Feedback 463

Rewarding Store Employees 465

Retailing View 16.1: Home Depot Centralizes Its
Recruitment Processes 457

Socialization of New Store Employees 459
Retailing View 16.2: Transition from Student to Compensation Programs 467
Management Trainee 460 Legal Compensation Issues 469

Training Store Employees 460

XXX




Leadership 469
Types of Leader Behavior 469
Leader Decision Making Style 469
Maintaining Morale 470
Sexual Harassment 471
Controlling Costs 471
Labor Scheduling 471

Retailing View 16.3: Sheetz Increases Operating
Efficiency 472

Store Maintenance 473

CHAPTER 17 STORE LAYOUT, DESIGN, AND

VISUAL MERCHANDISING 482
Store Design Objectives 484
Implement the Retail Strategy 484
Build Loyalty 484

Retailing View 17.1: The Innovator Designs a Space,
By and For the Geniuses 485

Increase Sales on Visits 486
Control Costs to Increase Profits 486

Retailing View 17.2: Walmart Goes Green and Lowers
Its Energy Costs 487

Legal Considerations—Americans with
Disabilities Act 487

Design Trade-Offs 488
Store Design Elements 489
Layouts 489

Retailing View 17.3: A Hedonic Maze Filled with
Utilitarian Products 491

Signage and Graphics 493
Feature Areas 495
Space Management 497
Space Allocated to Merchandise Categories 497

Location of Merchandise Categories and Design
Elements 498

CHAPTER 18 CUSTOMER SERVICE 514

Strategic Advantage through Customer

Service 516
Customer Service Approaches 519

Retailing View 18.1: Self-Service
Cosmetics Counters for Those Who
Want to Do It Themselves 521

Customer Evaluations of Service Quality 522
Perceived Service 522
Role of Expectations 523

The Gaps Model for Improving Retail Customer
Service Quality 525

Knowing What Customers Want:
The Knowledge Gap 525

Setting Service Standards: The Standards
Gap 528

Retailing View 18.2: Zappos Speaks with One
Voice 530

APPENDIX

Inventory Shrinkage 473
Shoplifting 474

Retailing View 16.4: Using Technology to Steal
Merchandise 477

Summary 478

Key Terms 479

Get Out and Do It! 479

Discussion Questions and Problems 480
Suggested Readings 481

Retailing View 17.4: Marks & Spencer Automates

502
Determining Store Size 503

Visual Merchandising 504

504

Presentation Techniques 505

with Planograms

Fixtures

Creating an Appealing Store
Atmosphere 507

Lighting 507

Color 507

Music 508

Scent 508

Taste 509

How Exciting Should a Store Be? 509
Summary 510
Key Terms 511
Get Out and Do It! 511
Discussion Questions and Problems 512
Suggested Readings 513

Retailing View 18.3: The Waiting Game 531

Meeting and Exceeding Service Standards: The

Delivery Gap 532

Communicating the Service Promise: The
Communications Gap 535

Service Recovery 536
Listening to Customers 536
Providing a Fair Solution 537
Resolving Problems Quickly 537
Summary 537

Key Terms 538

Get Out and Do It! 538

Discussion Questions and
Problems 538

Suggested Readings 539

STARTING YOUR OWN RETAIL BUSINESS 540



SECTION V  CASES

Overview Grid 549

1

11

12

13
14
15

16

17

18

19

20

Tractor Supply Company Targets the Part-Time
Rancher 550

Build-A-Bear Workshop: Where Best Friends
Are Made 552

Blue Tomato: Internalization of a
Multichannel Retailer 553

Staples Inc. 555

The Decision-Making Process for Buying a
Bicycle 556

Parisian Patisserie “Maison Ladurée”
Goes Global 557

Retailing in India: The Impact of
Hypermarkets 558

Diamonds from Mine to Market 560
Starbucks’ Expansion into China 561

Walmart: Pioneer in Supply Chain
Management 564

Tiffany & Co. and TJX: Comparing Financial
Performance 565

Choosing a Store Location for a
Boutique 566

Hutch: Locating a New Store 567
Avon Embraces Diversity 572

Sephora Loyalty Programs: A Comparison
between France and the United States 573

Attracting Generation Y to a Retail
Career 574

Active Endeavors Analyzes Its Customer
Database 575

Mel’s Department Store under New
Management 576

Developing an Assortment Plan for
Hughes 577

Preparing a Merchandise Budget Plan 578

21

22

23

24

25
26
27
28

29
30
31

32

33
34

35
36
37
38

Kroger and Fred Meyer: Sourcing Products
in a Global Marketplace 579

Target and Its New Generation of
Partnerships 581

American Furniture Warehouse Sources
Globally 582

Are Customers Addicted to Sales at
JCPenney? 584

How Much for a Good Smell? 586
Promoting a Sale 586
Target Marketing with Google AdWords 587

Enterprise Rent-A-Car Focuses on Its
People 588

Diamond in the Rough 589
A Stockout at Discmart 590

Customer Service and Relationship
Management at Nordstrom 591

Zipcar: Delivering Only as Much Driving as You
Want 592

Building the Apple Store 594

Generating Advertising Revenue from a
Digital Screen Network at Harrods of
London 595

Yankee Candle: New Product Innovation 596
PetSmart: Where Pets Are Family 598
Lindy’s Bridal Shop 599

Interviewing for a Management Trainee
Position 601

Glossary 605
Notes 622
Photo Credits 645
Index 647

XXXIll




This page intentionally left blank



RETAILING
MANAGEMENT



D40
AT

(135570

BERRESRER
(WREM ) 400mVE

(K Ok ) SO0mUSE

P A =
Py.; ﬂsg . SRN%E
g
o

R BIGE ESEE
bt )

5 ._-I,:: .' A s 3 .n:_-:;-ljl":__lu. L Z:_;:_-
"5% ¥31.90 Che '%% ¥12.90 EIG

2 3 A

Hove
s 4

$% 440,00

e ARTERAKCEHAR) EnE
' 195mUSR

¥9.50 oo



SECTION |

Introduction to the
World of Retailing

Types of Retailers

The World of

Retailing

Retalling

Behavior

The chapters in Section | provide background infor-
mation about the types of retailers, the different
channels they use, their customers, and competi-
tors: information that is used to effectively de-
velop and implement a retail strategy.

Section |

Introduction
to the World
of Retailing

Chapter 1 describes the importance of
retail industry to the U.S. economy and,
more generally, to society as a whole, as well as
the organization of this book around the decisions
retailers make to satisfy their customers’ needs.

Chapter 2 describes different types of food,
merchandise, and services retailers and their
ownership structures.

Chapter 3 examines the channels retailers use to satisfy the
needs of their customers and the challenges they face in

coordinating these multiple channels—stores, the Internet,
catalogs, and mobile—when interacting with their customers.

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

The chapters in Section Il focus on the decisions retailers make to de-
velop strategic assets—assets that enable retailers to build sustainable
competitive advantages.

The chapters in Sections Ill and IV explore the more tactical execution
decisions involving merchandise and store management.



Introduction to the World

of Retailing

EXECUTIVE BRIEFING

Mindy Grossman,
Chief Executive Officer, HSN Inc.

When | was a senior in college, | had a revelation about
my life and the direction in which | was heading. |
immediately called my parents and told them that |
was not going to marry my high school boyfriend and
go to law school like I had planned. | was going to fol-
low my passion and head to New York to work in the
fashion industry. Needless to say, they were surprised.

When | received my first VP position at 26, my
parents finally stopped asking when | was going to
go back and get my law degree. I've been on an ex-
citing ride since then and have been fortunate
enough to hold esteemed positions at great compa-
nies, such as the SVP of menswear at Warnaco, VP of
new business development at Polo Ralph Lauren,
president of Chaps Ralph Lauren, president and CEO
of Polo Jeans Company, and global VP for Nike.

Then | received a call one day to meet with Barry
Diller, who was the president of IAC, which owned
HSN at the time. After discussing my ideas with him,
| discovered | had the ability to make an impact on
this company and transform HSN into a lifestyle net-
work. My friends and colleagues were shocked when
I announced that | was leaving Nike and going to
HSN. They had gone through eight CEOs in 10 years
and | would be the first female CEO of the company.
| saw the company’s potential and was excited to
take on the challenge.

Over the last seven years, we have transformed
HSN into a dynamic, interactive, multichannel re-

tailer that offers a curated assortment of exclusive
products from top lifestyle brands and engages our
customers wherever and whenever they would like
to shop. As a matter fact, close to 40 percent of our
HSN sales come from our digital platform—online,
tablet, mobile, and social media.

Our product offering is diverse with 79,000
unique products, 70 percent of which are proprie-
tary to HSN. Widely respected celebrities and design-
ers, such as Queen Latifah, India Hicks, Badgley
Mischka, Naeem Khan, and New York fashion icon,
Iris Apfel, have come to our campus in St. Petersburg,
Florida to promote their products. We also have had
Mary J. Blige, Mariah Carey, and P. Diddy sell their
fragrances on HSN.
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Our ability to entertain and inspire versus just sell-
ing a product is really how retail is evolving. We bring
content, community, and commerce to life through
our strategic partnerships with the entertainment
community across film, music, and live events. We
were Universal’s partner for the launch of Snow
White and the Huntsman and our 24-hour event
featured 25 designers and brands that created over
220 unique products inspired by the film, including
the launch of Oscar-winning costume designer
Colleen Atwood'’s first consumer collection. Our HSN
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Live concert series provides our customers with a live

music experience featuring some of the music indus-
try's biggest stars. Lionel Richie held a concert at
HSN's studios to kick off the release of Tuskegee, his
first best-selling album in more than 25 years. The
power of appearing on HSN is unparalleled.

When | met with Lady Gaga about potentially de-
veloping a line for HSN, she said, “You have the cool-
est job.” Think of all the amazing things she has done
in her career, and here she was telling me | had a cool
job. And you know what? She’s absolutely right.

for granted. For most people, retailers simply are places to buy things. At a

Retailing is such a common part of our everyday lives that we often take it

very young age, children know what stores have the things they want, and

they expect to find the products they want when they visit a store or website.
Sometimes consumers talk to a sales associate when they visit a store, and other
times the only retail employees they interact with are cashiers collecting the
money for purchases. Some college students work part-time or over the holidays
for retailers and have a somewhat deeper insight into what retailers do. But these
limited exposures to retailing are just the tip of the iceberg. Behind the stores,
website, sales associates, and cashiers are an army of managers responsible for
making sure that the products and services that people want are available when
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EXHIBIT 1-1

Quiz on What You
Know about Retailing

The World of Retailing

1. Which of the following companies is not a retailer:
(a) McDonald’s
(b) Holiday Inn
(c) Macy’s
(d) eBay
(e) All are retailers

2. What is the annual compensation (salary plus bonus) of a typical Walmart Supercenter 30-something
store manager?
(a) Under $49,999
(b) $50,000 to $89,999
(c) $90,000 to $149,999
(d) over $150,000

3. Which of the following products/concepts was initiated or developed by retailer buyers?
(a) tea bags
(b) panty hose
(c) Rudolph the Red-Nosed Reindeer
(d) establishing Thanksgiving on the third Thursday of November
(e) All of these products/concepts were developed/initiated by retailers.

4. What is the largest company in the world in terms of number of employees?
(a) Walmart
(b) General Electric
(c) IBM
(d) ExxonMobil
(e) Mitsubishi
5. Which of the following retailers is owned by a company headquartered outside the United States?
(a) Food Lion
(b) Ben & Jerry’s Ice Cream
(c) 7-Eleven
(d) A&P supermarkets
(e) All of these are owned by foreign companies.

. What country has the most efficient retail structure (lowest cost to move merchandise from a
manufacturer’s factory to a retail stores)?
(a) Japan
(b) United States
(c) South Korea
(d) France
(e) Germany

7. What percentage of total retailer sales in the United States are made over the Internet?
(a) 30 percent
(b) 20 percent
(c) 14 percent
(d) 8 percent
(e) 3 percent
. What percent of the U.S. workforce is employed by retailers or firms selling products or providing
services to retailers?
(a) 10 percent
(b) 17 percent
(c) 25 percent
(d) 43 percent
(e) 62 percent

(=]
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they want them, where they want them, and at a fair price. Take the quiz in
Exhibit 1-1 to check out the accuracy of your views about the retail industry and
career opportunities the industry offers. The answers are at the end of the chapter.

To illustrate what is below the tip of the iceberg, consider Macy’s. Macy’s stocks
and sells more than 100,000 different sizes, colors, and brands of products. Man-
agers at Macy’s need to determine what subset of these 100,000 items they are
going to offer from the millions of potential products Macy’s could sell. Then
managers negotiate with more than 3,000 suppliers the price they will pay the
supplier for the products and the prices they will charge their customers. Managers
decide which of the 100,000 products will be sold at each of Macy’s 840 stores and
how they will be displayed. Managers select, train, and motivate the 150,000 store
employees to make sure the merchandise is attractively displayed and customers
get the service they expect. And, perhaps most importantly, Macy’s managers
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develop strategies to guide these decisions and provide a good return to its stock-
holders while facing intense competition.!

Working in this highly competitive, rapidly changing retail environment is
both challenging and exciting, and it offers significant financial rewards. This
book describes the world of retailing and offers key principles for effectively man-
aging retail businesses. Knowledge of retailing principles and practices will help
you develop management skills for many business contexts. For example, retailers
are the customers for most business-to-consumer (B-to-C) companies such as
Procter & Gamble and Hewlett-Packard. Thus, brand managers in B-to-C com-
panies need to have a thorough understanding of how retailers operate and make
money so that they can encourage retailers to offer and promote their products.
Financial and health care institutions use retail principles to develop their offer-
ings; improve customer service; and provide convenient, easy access to their cus-
tomers. Thus, any student interested in professional B-to-C selling, marketing
management, or finance should find this book useful.

WHAT

Retailing is the set of business activities that adds value to products and services
sold to consumers for their personal or family use. Often, people think of retailing
only as the sale of products in stores, but retailing also involves the sale of services
such as overnight lodging in a motel, a doctor’s exam, a haircut, or a home-
delivered pizza. Not all retailing is done in stores. Examples of nonstore retailing
include ordering a T-shirt on your mobile phone app, buying cosmetics from an
Avon salesperson, ordering hiking boots from an L.L. Bean catalog, and renting a
Blu-Ray from a Redbox kiosk.

The Retailer’s Role in a Supply Chain

A retailer is a business that sells products and/or services to consumers for their
personal or family use. Retailers are a key component in a supply chain that links
manufacturers to consumers. A supply chain is a set of firms that make and deliver
goods and services to consumers. Exhibit 1-2 shows the retailer’s position within
a supply chain.

Retailers typically buy products from wholesalers and/or manufacturers and
resell them to consumers. Why are retailers needed? Wouldn'’t it be easier and
cheaper for consumers to cut out the middlemen, the wholesalers and retailers,
and buy directly from manufacturers? The answer, generally, is no, because retail-
ers add value and are more efficient at adding this value than manufacturers or
wholesalers.

Retailers Create Value

The value-creating activities undertaken by retailers include (1) providing an
assortment of products and services, (2) breaking bulk, (3) holding inventory, and
(4) providing services.

Manufacturing Retailer

s

/
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IS RETAILING?
LO1)

Identify retailing activities.

REFACT

The word retail is derived
from the French word
retailer, meaning to cut a
piece off or break bulk.?

EXHIBIT 1-2

Example of a Supply
Chain
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Retailers add value by
providing an assortment of
products that customers can
buy at one location when
they want them.

The World of Retailing

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

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

Holding Inventory A major value-providing ac-
tivity performed by retailers is holding inventory so
that products will be available when consumers want
them. Thus, consumers can keep a smaller inventory
of products at home because they know local retail-
ers will have the products available when they need
more. This activity is particularly important to con-
sumers with limited storage space, such as families
living in small apartments.

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

Costs of Channel Activities

While the value-creating activities undertaken by channel members provide ben-
efits to customers, they also increase the cost of products and services. Exhibit 1-3
illustrates the supply chain costs of getting a T-shirt from the manufacturer to the
consumer. In this example, it costs the T-shirt manufacturer $10.00 to make and
market the T-shirt. These costs include the design, raw materials, labor, produc-
tion equipment, transportation to the wholesaler, and so on. The manufacturer
sells the T-shirt to the wholesaler for $11.00 and makes $1.00 profit. The whole-
saler incurs $2.00 to handle and store the T-shirt and transport it to the retailers.
The wholesaler sells the T-shirt to the retailers for $14.00, making a $1.00 profit.
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Profit as a EXHIBIT 1-3
Channel Member Percentage of Sales Costs Incurred to
Undertake Value-
Manufacturer g“s" $;2-gg 010, Added Activities in the
rofit . 10% P .

Selling price to wholesaler $11.00 EJ?Z'?}?A?Q Channel
Wholesaler Price paid to manufacturer $11.00

Cost to add value $2.00

Profit $1.00 8.00%

Selling price to retailer $14.00
Retailer Price paid to distributor $14.00

Cost to add value $4.00

Profit $1.95

Selling price to customer $19.95 9.77%

The retailer then incurs costs to fold the shirt, put price tags on it, store it, employ
sales associates, light and air condition the store, and so on. The retailer sells the
shirt to a customer for $19.95, making a profit of $1.95.

Note that the costs in the supply chain, $8.95 ($19.95 — $11.00), are almost as
much as the cost to make the product. These costs are justified by the considerable
value added by the wholesaler and retailers to the product. By providing assort-
ments, breaking bulk, holding inventory, and providing services, retailers increase
the benefits that consumers receive from their products and services.

Consider a T-shirt in a shipping crate in an Iowa manufacturer’s warehouse.
The T-shirt will not satisfy the needs of a student who wants to have something to
wear at the basketball game tonight. The student finds the T-shirt more valuable
and will pay more for it if it is available from a nearby department store that also
sells pants, belts, and other items complementing the T-shirt and provides sales
associates who can help the student find what he likes. If retailers did not provide
these benefits, wholesalers or manufacturers would have to provide them, and they
would typically not be as efficient as retailers in providing these benefits.

Retailers Perform Wholesaling and Production Activities

Wholesalers buy and store merchandise in large quantities from manufacturers and
then resell the merchandise (usually in smaller quantities) to retailers. When manu-
facturers like Apple and Nike sell directly to consumers, they are performing the
production, wholesaling, and retail business activities. Some large retailers, like
Costco and Home Depot, function as both retailers and wholesalers: They perform
retailing activities when they sell to consumers, but they engage in wholesaling activi-
ties when they sell to other businesses, such as restaurants or building contractors.

In some supply chains, the manufacturing, wholesaling, and retailing activities are
performed by independent firms, but most supply chains feature some vertical inte-
gration. Vertical integration means that a firm performs more than one set of
activities in the channel, as occurs when a retailer engages in wholesaling activities
by operating its own distribution centers to supply its stores. Backward integration
arises when a retailer performs some wholesaling and manufacturing activities, such
as operating warehouses or designing private-label merchandise. Forward integration
occurs when a manufacturer undertakes retailing and wholesaling activities, such as
Apple operating its own retail stores.

Most large retailers such as Safeway, Walmart, and Lowe’s manage their own
distribution centers and perform activities undertaken by wholesalers. They buy
directly from manufacturers, have merchandise shipped to their warehouses, and
then distribute the merchandise to their stores. Other retailers, such as J. Crew and
Victoria’s Secret, are even more vertically integrated. They design the merchandise
they sell and then contract with manufacturers to produce it exclusively for them.





