Chapter 2
Chapter 1 describes the functions retailers perform and the variety of decisions they make to satisfy customers’ needs in competitive environments. Chapter 2 talks about the different types of retailers – both store and non store and how they compete against each other by offering the different benefits to customers.

Four elements of the retail mix that are particularly useful for classifying retailers are: (1) the type of merchandise sold, (2) the variety and assortment of merchandise sold, (3) the level of customer service, and (4) the price of the merchandise. 
Retailer Characteristics
The 1.5 million U.S. store-based retailers range from street vendors selling hot dogs to large corporations. 

The most basic characteristic of a retailer is its retail mix--the elements used to satisfy its customers' needs.  

The retail industry is always evolving. As consumer needs and competition within the industry change, new retail formats are created to respond to those changes. 

The US Bureau of the Census uses a classification scheme to collect data on business activity in the US. It classifies all retail firms into a hierarchical set of six-digit North American Industry Classification System (NAICS) codes. Developed jointly by the U.S., Canada and Mexico, NAICS provides comparable statistics about business activity in North America.
Representatives from NAFTA created the North American Industry Classification System (NAICS) to establish compatibility among U.S., Mexican, and Canadian classification schemes.  In 1997, NAICS replaced the SIC system, which had been in use since 1930.

The first two digits of NAICS denote the sector.  The third digit denotes the sub sector.  The fourth digit represents the industry group.  The fifth digit provides a further breakdown, while the last digit, not always used, may differ between the U.S., Canada and Mexico.

While a retailer's principal competitors may be other retailers with the same NAICS code, there are many exceptions.  The degree to which retailers compete isn't simply based on the similarity of their merchandise.  The variety and assortment of the merchandise they offer and the services they provide must also be considered. 

Variety is the number of different merchandise categories a retailer offers. 

Assortment is the number of different items in a merchandise category. 

Each different item of merchandise is called a SKU (stock keeping unit).
Customers like wide variety, deep assortments, and a lot of service, though some customers appreciate having the retailer edit the assortment for them.  
Why all retailers don’t have this type of offering? (Can’t be everything, have constraints of money and size of store.)

Why don't discount stores offer more services? (They appeal to a target segment that does not want to pay the cost for more service options.

Food Retailers 

Twenty years ago, consumers purchased food primarily at conventional supermarkets. Now conventional supermarkets account for only 61 percent of food sales.

Discount stores, supercenters, conveniences stores and warehouse clubs are significantly changing consumers' food purchasing patterns because they too sell food.  At the same time, traditional food retailers carry many nonfood items.

The world's largest food retailer is Wal-Mart with supermarket-type sales of more than $100 billion. 
Trends in Food Retailing 
Today, conventional supermarkets are under tremendous competitive pressure. Supercenters are attracting customers with their broader assortments and general merchandise at attractive prices. Discount chains and even dollar stores are increasing the amount of shelf space they devote to consumables. 

Low cost competitors are especially challenging for conventional supermarkets because of their superior operating efficiencies. In response, some conventional supermarket chains have implemented efficient customer response (ECR) programs to reduce excess inventory, through just-in-time inventory management and better assortment planning.

To compete successfully with intrusions by other types of retailers, conventional supermarkets have taken steps to differentiate their offerings, such as emphasizing their “power perimeters” (areas around the outside walls with fresh perishables such as dairy, produce, florist, deli and bakery departments).

Conventional supermarkets are also offering more natural, organic, low-fat, low-sugar, and low-salt products for their increasing health conscious consumers and those with specific dietary needs.

Through adjustments to the traditional merchandise mix, conventional supermarkets have begun to specifically target more ethnic shoppers.

Increased emphasis on private label brands and enhancements to the shopping experience are other techniques conventional supermarkets are using to remain ahead of the competition in the food retailing sector.
Save-A-Lot’s limited assortment format means that stores carry the most frequently purchased grocery items in the most popular size and variety. 

Limited assortment supermarkets are designed to maximize efficiency and reduce costs through limited assortment and service offerings. These cost savings and efficiencies allow the stores to charge significantly lower prices than conventional supermarkets. 
Why they would continue to shop at conventional supermarkets.  Alternatively, why would they shop for food at supercenters, discount stores or convenience stores?  What types of needs are fulfilled by conventional supermarkets that can’t be filled through other food retailing formats?  Based on these discussions, will conventional supermarkets be driven out of business by competing formats?

Today, conventional supermarkets are under tremendous competitive pressure. Supercenters are attracting customers with their broader assortments and general merchandise at attractive prices. Discount chains and even dollar stores are increasing the amount of shelf space they devote to consumables. 

Emphasizing their “power perimeters” (areas around the outside walls with fresh perishables such as dairy, produce, florist, deli and bakery departments).

Conventional supermarkets are also offering more natural, organic, low-fat, low-sugar, and low-salt products for their increasing health conscious consumers and those with specific dietary needs.

Through adjustments to the traditional merchandise mix targeting more ethnic shoppers.

Increased emphasis on private label brands and enhancements to the shopping experience are other techniques conventional supermarkets are using to remain ahead of the competition in the food retailing sector.
The supercenter is one of the fastest growing retail formats.  Why is the supercenter more attractive than a hypermarket in the U.S., but not in Europe? What are benefits to consumers shopping in supercenters versus conventional supermarkets?  What are the disadvantages?
Today many customers question the benefits of shopping at department stores due to: (1) lack of convenient locations, (2) decreases in customer service and (3) relatively high prices.
The most significant trend in this sector is Wal-Mart’s conversion of discount stores to supercenters as a result of increased competition faced by the full-line discount stores, as well as the significant operating efficiencies realized by supercenters. 
Specialty stores tailor their retail strategy toward a very specific market segment. One specialty retailer, Hot Topics, focuses on selling licensed, music- inspired apparel to teenagers in mall-based stores.  In response, drug store chains are building larger stand-alone stores offering a wider assortment of merchandise, more frequently purchased food items, and drive-through windows for picking up prescriptions. Also, drugstore retailers are encouraging pharmacists to take the time to provide personalized service. 

Because category specialists dominate a category of merchandise, they can use their buying power to negotiate low prices, and assured supply when items are scarce.  

One of the largest and most successful types of category specialist is the home improvement center.  A home improvement center is a category specialist offering equipment and material used by do-it-yourselfers and contractors to make home improvements.  

While merchandise in home-improvement centers is displayed in a warehouse atmosphere, salespeople are available to assist customers in selecting merchandise and to tell them how to use it.  

Competition between specialists in each category is very intense as firms expand into the regions originally dominated by another firm.  Direct competition focuses on price, resulting in reduced profits because the competitors have difficulty differentiating themselves on other elements of the retail mix.

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. 

Extreme value retailers, such as Family Dollar Stores and Dollar General,  are small, full-line discount stores that offer a limited merchandise assortment at very low prices.

By offering limited assortments and operating in low-rent locations, extreme value retailers are able to reduce costs and maintain very low prices.

Once considered low-status retailers catering to low-income consumers, extreme value retailers have broadened their appeal to higher-income consumers by offering exciting bargains and unique merchandise. 
Manufacturers view outlet stores as an opportunity to improve their revenues from irregulars, production overruns, and merchandise returned by retailers. Outlet stores also allow manufacturers some control over where their branded merchandise is sold at discount prices.
Electronic Retailing (also called e-tailing, online retailing and Internet Retailing) is a retail format in which the retailers communicate with customers and offer products and services for sale over the Internet.

Catalog Retailing is a nonstore retail format in which the retail offering is communicated to a customer through a catalog.

Direct-mail Retailers communicate with their customers using letters and brochures.

Television Home Shopping is a retail format in which customers watch a TV program demonstrating merchandise and then place orders for the merchandise by telephone. 

Vending Machine Retailing is a nonstore format in which merchandise or services are stored in a machine and dispensed to customers when they deposit cash or use a credit card.
In today’s marketplace, the Internet is primarily used by traditional retailers as a tool to complement their store and catalog offerings and to provide additional value to customers. 

It is interesting to note that two of the most prominent Internet “retailers”, Amazon.com and eBay, are not retailers at all. Rather, a majority of Amazon’s revenues are generated through sales of its Web site development and fulfillment services to other retailers, while eBay is not directly involved in transactions between buyers and sellers. 
Types of Catalog and Direct-Mail Retailers 

Two types of firms selling products through the mail are (1) general merchandise and specialty-catalog retailers and (2) direct mail retailers. 
General Merchandise Catalog Retailers offer a broad variety of merchandise in their catalogs that are periodically mailed to their customers (e.g., JCPenney). 
Specialty-catalog Retailers focus on specific categories of merchandise, such as fruit (Harry and David), gardening tools (Smith & Hawken), and seeds and plants (Burpee). 
Direct selling is a highly interactive form of retailing in which considerable information is conveyed to customers through face-to-face discussions with a salesperson.  However, providing this high level of information, including extensive demonstration, is costly.

Two types of direct selling are party plan and multilevel selling.

In a party plan system, salespeople encourage customers to act as hosts and invite friends or co-workers to a "party" at which the merchandise is demonstrated in a party-like atmosphere.  The host or hostess receives a commission for arranging the meeting.

In a multilevel network, people serve as master distributors, recruiting other people to become distributors in their network.  The master distributors either buy merchandise from the firm and resell it to their distributors or receive a commission on all merchandise purchased by the distributors in their network.

Some multilevel direct selling firms are illegal pyramid schemes.  A pyramid scheme develops when the firm and its program are designed to sell merchandise and services to other distributors rather than to end users.  The founders and initial distributors in pyramid schemes profit from the inventory bought by later participants but little merchandise is sold to consumers who use it. 

Television Home Shopping is a retail format in which customers watch a TV program demonstrating merchandise and then place orders for the merchandise by telephone.  The three forms of electronic home shopping retailing are: (1) dedicated cable channels, (2) infomercials (TV programs, typically 30 minutes long), and (3) direct-response advertising (advertisements on TV and radio that describe products and provide and opportunity for consumers to order them).

The major advantage of TV home shopping compared to catalog retailing is that consumers can see the merchandise demonstrated on the TV screen.

However, consumers can't examine a particular type of merchandise or a specific item when they want to, as they can with catalogs. 
Vending Machine Retailing is a non-store format in which merchandise or services are stored in a machine and dispensed to customers when they deposit cash or use a credit card.  Vending machines are placed at convenient, high-traffic locations such as in the workplace or on university campuses and primarily contain snacks or drinks.

Technological developments in vending machine design may result in long-term sales growth. 
Service Retailers   

All retailers provide goods and services for their customers.  However, the emphasis placed on the merchandise versus the services differs across retail formats.  Supermarkets and warehouse clubs consist of self-service stores that offer very few services.  Optical centers and restaurants lie somewhere in the middle of the merchandise /service continuum.  Retailers whose offering is primarily services include airlines and banks. 
Another way to classify retailers is by their ownership.  The major classifications of retail ownership are:  (1) independent, single‑store establishments, (2) corporate chains, and (3) franchises. 

Single-Store Establishments 
Over 60,000 new retail businesses are started in the United States each year, and many such stores are owner-managed.  

While single-store retailers can tailor their offering to their customers' needs, corporate chains can more effectively negotiate lower prices for merchandise and advertising due to their larger size. 

Retail chain is a company operating multiple retail units under common ownership and usually having some centralization of decision making in defining and implementing its strategy. 

There is a lot of concern in small towns that corporate retail chains such as Wal-Mart will drive local independent retailers out of business.  What can small retailers do to compete against these giants?
Wal-Mart has pursued a strategy of opening stores on the outskirts of small rural towns with populations between 25,000 and 50,000.  These stores offer broader selection of merchandise at much lower prices than previously available from local retailers.  Discuss the pros and cons of this strategy  in class.  What  ramifications may result?  (Monopolizing market, demise of small stores, potential to become major employer in rural area). 
Franchising A contractual agreement between a franchisor and a franchisee that allows the franchisee to operate a retail outlet using a name and format developed and supported by the franchisor.  Approximately one-third of all US retail sales are made by franchisees. 

