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Retailing
and Wholesaling

mhese days, Wal-Marz sells just about everything. That means that it com-
f petes ruthlessly with almest every other retailer, no matter what the product
.:f_"’n category, Wal-Mart autseils Toys 'R’ Us in tha loy market and sells half again
as many groceries as the leading groceries-anly retailer, Kroger. 1t gives Blockbuster
big headaches in OVD and video sales, and puts a big dent in Best Buy's consumer
electronics business, Almast every retaller, large or small, has its hands full devising
strategies by which it can compete with Wal-Mart and survive,

S0, how doyou compets with a behemoth like Wal-Mart? The best anawer: You
don't—at least not directly. Perhaps the worst strategy is trying to out-Wai-Mart
Wal-Mart. Instead of compeiing head-to-head, smart competitors choosea their turf
carefully.

I fact, this story isn't even about Wal-Mart—we'll cover that colossus ater in the
chapter. Instead, this 15 a David-and-Galiath story about Whale Foods Market, a
small, upscale grocery chain that's doing very well by carving out its own turf in the
giant's shadow. Whole Foods has only 184 stores versus Wal-Mart's more than
6,500 worldwide, and its annual sales total about $4.7 billion, compared to Wal-
Mari's $312 billion.

Although it may not seem like a fair fight, Whole Foads is thriving. It succeeds
thraugh careful positioring—specifically, by posthoning away from Wal-Mart. Rather
than pursuing mass-market sales volume and razor-thin margins, Whole Foods tar-
gets a select group of upscale customers and offers them “orgaric, natural, and
gourmel feods, all swaddled in Earth Day palitics.” As one analyst puts it, “While
other grocers are looking aver their shollder, watching and worrving about Wal-Mart,
Whale Foods is 'gﬁfng about business as usual. The tofu is still selling; the organic
eggs are fresn in the back dairy cooler; and meats are stiil hormone fres.”

Whole Fooeds’ vaiue proposition is summed up in its mote: "Whale Foods, Whofe
People, Wrole Planet.”

Counters groan with creamy hunks of artisanal cheese, Medijoci dates beclkon
amid rows of exclic fruif. Savary breads rest near fruit-dranched pastries, znd
preparad dishes like sesame-gncrusted tuna rival what's sald in fine restau-
rants. In keeping with the company's positioning, mes: of the stare's goods
carry labels prociaiming "organic,” “100% natural,” and “contains no addi-
tives." Stafi peopie smile, happy o suggest wines that go with a particutar
cheese, or pause to debate the virties of peanut butter maitballs. And it's 2l
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Relcome to-Whele Feods Market

Faunded in 1990 as one srmall stere in Austin, Taxas, Whols Focda Market®
i5 o the warld's leading relailes of nalural and arganic feods, with 120 aloes
in Math Aamerics and the United Kingdom. To dste Whole Foads Market
16mains yniquely mission driven; Were highly selectve aboyl what wae sell,
dedizsted 1o stringanl Qualty Standsrds, aad committed 10 sustainable
aqricuflure,

Wz hefievs in 2 viduous circle anlwining the fmod chain, human beings and
Kother Earth; sach is relianl upor the others through 3 beastifal and delicale
symbiosis.

Whole Foods

We gbtair our produsts locally and from 3l on
uniquely dedicated food aitisans. We siove 1o
processed, most Navorfel and nalurally presen
i ity purest stale—uradulterated by anificial
and prazesatives—-is the kasl tagting and raost

Whele People

We recroit the besl people we can o become
them 1o make thefr own decisions, crealing :
people are Woaled faiiy and ame highly meti
people who are passionate about food. Our t
rounded human beings. They play a critical ol
& prafiable and Beneficial parl of its community.

Whole Planet

We believe compames, like individuals, m
respongibility as tenants of Flanal Eadh, Qi
suppart  organic  farming—lhe  bast  mathog
ayiculture and pretecting the emimnarenl and
basis, we are actively involied in our comrmuni
spoensosing hborhoed  evams, comp

community service work, and cenirbuting at
profits te netfor profil crgenizstions.,

dune zgainst a backerop of eye-pleasing ezrih-loned hues and soft lighting.
This is gracery shopping? Well, not as most people know it Whale Foods
Warket has cultivated iis mysiigue with shoppers . . | by being anything but a
regular supermarket chain, Whaole Foods is, weall, special.

The Wheole Foads Web site reinforces the company's positioning. The site offers
up recioes for healthy eating, such as “Sweet Poteio Pancakes with Creamy Dill
Sauce,” “Baked Basmati & Currant Stuffed Trout,” and “Beginner's Tips [or Tofu,
Tempeh, and Qther Soy Foods." The site bursts al the seams with information on
a wide range of health and wellness issues, from sources such as the
WholeHeathMD reference library and the American Botanical Council. You™ find
alf you ever wanted to know about topics ranging from the potential medical uses
of aver 100 herbs to alternative theraoies such as acupuncture, reflexology, and
hiomeapathy.

Both onfine and in the flesh, a visit to Whoie Foods is mare than fust a shiop-
ping trip, it's an experience, And the experience is anything butwhat you'd find at
Wal-Mart, “We create store envircnmenls that are inviting, fun, unigue, informat,
comfortable, attraclive, nurluring, and educaticnal” the company claims. “We
wand our stores to became cammiunity maeting places where cur customers
come to join their friends and to make new ones.”
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Ry design, Whole Foods is not for everyone—the upscale retailer caters o a carefully selected seg-
meni of consumers. Whele Foods custormers are affiuent, libera), educated pecple living in university
towns such as Austin, Texas, Boulder, Colorado, and Ann Arhor, Michigan. Their median annual
heusehold income exceeds the U.S. average by almast $8,000. Whale Foods customars live a health-
conscious lifesiyle, care about the food they eat, and worry about the environment. They tend to be
social de-gooders whe abhor soulless carporate greed. Whole Foods doesn't really need fo compele
with mass merchandisers sirch as Wai-Mart for ese customers. In fact, a Whole Foods customer is
mare likely to boycott the local Wal-Mart than to shop at it

Whoie Foods customers like the fact that the store's commitrment to quality reaches far beyond
wiat's on its shelves. In its *Declaration of Interdependence,” the company recognizes that living up
o its "Whole Faods, Whate Feople, Whole Planet” motto mzans doing more than simpiy selling food.
it maans caring about the weli-heing and quality of life of everyane associated with the business, fromt
customers and emplayess, 1o suppliers, to ihe broader communities in which it operates.

Its concern for customers rins deep. "We go to extracrdinary lengths to satisfy and delight our cus-
tomers,” says a campany spokesperson. “We want to meset or exceed their expectations on every
shaopping trip.” Whele Foods alse cares about its employess—for the past nine years, it's been listed
ameong Fortune magazine's “Top 100 Companies to Work for in America.” Whole Foods cares about its
suppliers. The Declaration: of Interdependence states, “We view our rade pariners as allies in serving
our stakeholders, We treat them with respect, fairness, and integrity, and expect the same in return.”
To back this up, the company suppors sustairable, envirgnmentally friendly agriculiure practices,
cffering arganically grown foods almost exclusively.

Whole Foods also cares about its communities. It pravides financial support for employees deoing val-
untary community service. And it invests in the focal enwvirenment, One store in Berkefey, California, gets
mest of ts electrical power from roof-tap solar panels. A special electrical system and energy-consenving
features make the most of the sun, Parhaps most ielling of Whole Foods' broad community commitment:
fi donates 5 percent of its after-tax profits to not-for-prafit organizations.

Such commitment, along with strong targeting and positioning, have made Whole Feeds ane of the
nation’s fastest growing and most profitable foad retailers. it's now the world's number-ane natural
food chain, Its upscale stores ring up an average of $589 in sales per square foot, afmost twice that of
5 traditional gracer. And the chain reaps 35 percent gross margins, haif again as large as those of tra-
ditional competitors such as Kroger. Whereas ather grocers have faced limited sales and profit growth
or even declinegs in the face of the withering Wal-Mart assault, Whole Foods' sales and profits have
doubled aver the past four years.

So, Whale Foods can't compete directly wath the Wal-Marts of the world. It can't maich Wal-Mart's
massive ecanamies of scale, incredible volume purchasing power, ultraefficient logistics, wide selec-
tian, and hard-to-beat prices. But thar again, it doesn't even try. Instead, it targets customers that Wal-
Mart can't serva, offering them value that Wal-Mart can’t deliver. By positicning away from Wal-Mart
and ather mainstream grocers, Whole Foods has found its own very profitable place in the warld. Says
Whale Foods chief exec@tive, “Mat everﬂxone is concerned with getting medicere food at the lawest
price.t

The Whole Foods story sets the stage for examioing the fast-changing world of today's
resellers, This chapter looks at refafling and wholesaling, In the fitst section, we look at the
nature and importance of retailing, major types of store and nonstore retailers, the decisions
refailers make, and the future of retailing. In the second section, we discuss thesc same topics
as they relate to whaolesalers.
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Retailing

What is retailing? We all know thal Wal-Mart, Home Depot, Macy's, and larget are retailers,
but o are Avon representatives, Amazon.com, the local Hampton Inn, and a dectar seeing

Retailing patients. Retailing includes all the activities involved in selling products or services directly
All activities irvolved in seling  to final consumers for their personal, nonbusiness use. Many institutions—manufacturers,
goods or services directy to wholesalers, and retailers—do veteiling, Bul most retailing {s done by retailers: businesses
final consumers for their whose sales come primarily from retailing.

personat, nonbusiness use, Although most retailing is doue in retail stores, in recent years nonstore retailing has

been growing much faster than has stove vetailing. Nonstore retailing includas selling to final
consumers through direct mail, catalogs, telephone, the Internet, TV hame-shopping shows,
home and office parties, duor-to-door contact, vending machines, and other direct-selling
approaches. We discuss such direct-marketing approaches in detail in Chapter 17. Tn this
chapter, we focus on store retailing.

Retailer
A business whose sales come
primarily from retailing.

Types of Eetallers

Retail stores come in all shapes and sizes, and new retail typss keep emerging. The most
important types of retail stores are described in Tahle 13.1 and discussed. in the following sec-
tions. They can be classified in terms of several characteristics, including the emount of ser-
vice they offer, the breadth and depth of their product lines, the relative prices they charge,
and how they are organized.

Aanount of Bervies

Difforent products require diffecent amounts of service, and custemer service preferences vary.
Retailers may offer one of theee levels of service—seli-service, limited service, and full service.

Self-service retaffers scrve costomers who are willing to perform their own: “locats-
compare-select™ process to save money. Self-service is the basis of all discount operations and

TABLE 13.1 Major Store Retailer Types

T Iy

Specialty Stores: Carry a narrow product line with a deep assoriment, such as apparel skores, sporting-goods stores, furniture stores,
florists, and bookstares, A clothing store would be a singfe-#ine store, a men's clothing store would be a limifed-fine store, and a
men's custom-shirt store would be a superspeciafy stora, Examples: Gap, The Athlete’s Foot, Williams-Sonoma.

Department Stares: Carry several product lines—-ypicatly ciothing, home furnishings, and household goods—with each line operated
as a separate department managed by speciajist buyers or merchandisers, Examples: Jears, Macy's, Meiman Marcus.

Supermazkeis: A relatively large, low-cast, low-margin, high-voelume, self-service operation designed to serve the consumer's total
needs for grocery and household products. Examples: Safeway, Kroger, Albertsons, Publix.

Convenience Stores: Relatively small stores located near residential areas, open long hours saven days a week, and carrying a
[imited ting of high-turnaver conveniance products at shightly higher prices. Examples: 7-Eleven, Stop-M-Go, Circle K.

Discount Stares: Carry standard merchandise sold at lower prices with lower margins and higher valumes. Examples: Wal-Mart,
Target, Kohl's,

0ff-Price Retailers: Sell merchandise boupht at less-than-regular wholesale prices and sold at lass than retafl, often teftover goods,
i overruns, and irregulars obtained at reduced prices from manufacturers or other retailers. These include factory outfets ownied and
operated by manufacturers fexample: Mikasal; fndependent off-price retailers owned and run by entrepreneurs or by divisians af
larger retail corporations (example: TJ Maxx); and warehouse (or wholesala) cfubs selling a limited selection of brand-name
groceries, appliances, clothing, and other goods at deep discounts to consumers who pay membership fees {examples: Cesteo,
Sam’s, Bl's Wholesale Club}.

Superstores: Very large stores traditionally aimed at meeting consumers’ total needs for routinely purchased food and nonfood
©items. Includes category killers, which carry a deep assortment in & particular category and have a knowledgeabie staff (examples:
Best Buy, PetSmart, Staples}; supercenfers, combined supermarket and discount stores (examples: Wai-Mart Supercenters,
SuperTarget, Super Kmart Genter, Meijer); and Aypermarkats with up to 220,000 square feet of space cambining supermarket,
discount, and warehouse retailing {examples: Carrefour [France], Pyrca [Spamnl).
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Specialty store

A retail store that carries a
nartow product line with a
deep assortrment within that
line.

Department store

A retail arganization that
carries a wide varety of
product iines ——each ling is
operated as 3 separate -
department rmanaged by
specialist tuyers or
marchandisers.

Supermarket

Large, low-cost, low-margin,
high-valume, seil-service
store that carries a wide
variety of grogery andg
household products,

Convenience stare

A smali store, located near a
residential ares, that is open
lang hours seven days a week
anid carries a limited line of
high-turnover corvenience
zoods,

Facing increased
competition, many
supermarkets are providing
improved store enviranments
and higher quality food
offerings. For example,
Safeway recently converted
300 of its stores to “[ifestyla”
formats, featuring subdued
lighting, hardwoad floaes and
display cabinets, and home
departments.

Part 3 Designing a Customer-Driven Marketing Strategy and Integrated Marketing Mix

is typically used by sellers of convenience goods (such as supermarkets} and nationally
branded, fast-moving shopping poods (such as Wal-Mart).

Limited-service retailers, such as Sears or JC Penney, provide more sales assistance
because they carry more shopping goods about which customers need information. Their
increased operating costs result in higher prices. In fufl-service retaifers, such as specialty
stores and first-class departmeni stores, salespeople assist customers in every phase of the
shopping process. Full-service stores usually carry moze specialty goods far which customers
like to be “waited on.” They provide maore services resulting in much higher operating costs,
which are passed along to customers as higher prices.

Product Line

Retailers also can be classified by the length and breadth of their product assortments. Some
retailers, such as specialty stores, carry narrow product lines with deep assortments within
those Hines. Today, specially stores are [ourishing. The increasing vuse ol market segmenta-
tion, market targeting, and product specialization has resulted in a greater need for stores that
focus on specilic products and segments.

In contrast, department stores carry a wide variety of product lines. In recenl years,
department stores have been squeezed between mors focused and flexible specialty stores on
the ane hand, and mose efficient, lower-priced discounters on Uhe other. In response, many
have added promotional pricing to meet the discount threat. Others have stepped up the use
of store brands and single-brand “designer shops” to compete with specialty slores. Still oth-
ers are trying mail-order, telephone, and Weh selling. Service remains the key differentiating
factor, Retailers such as Nordstrom, Saks, Nejman Marcus, and other high-end departinent
stores arc doing well by emphasizing high-quality service.

Supermarkets ars the most frequently shopped type of retail store. Today, however, they
are facing slow sales growth because of slower population growth and an increase in compe-
tition from discount food stores and supercenters on the one hand, and upscale specialty
food stores on the other. Supermarkets also have besn hit hard by the rapid growth of out-of-
home eating. In fact, supermarkets’ share of the groceries and consumables market plunged
from 73 percent in 1998 to 51 percent in 2005.2 Thus, many traditional supermarkety are fac-
ing hard times,

Many supermarkets are making improvements to atfract more customers. In the battle
for “share of stomachs,” many large supormarkets are moving upscale, providing improved
store environments and higher-quality food offerings, such as from-scraich bakeries, gourmel
deli counters, and fresh seafood depariments. For example. Safeway recently convarted 300
of its stores to “lifestyle” formats, featuring subdued }ighting, hardwood floors and display
cabinets, and home departments. Others are cutting cosls, establishing more eificient opera-
tions, and lowering prices in order to compete more affectively with food discounters.
Finally, & few have added Web-based sales. Today, one-guarter of all grocery stores sell their
poods online—including Safeway, Albertsons, D'Agostine, and others—the number is slowly
growing. Forrester Research estiinates that oaline grocery buying will grow to $17.4 billion
by 2008.°

Convenience stores are small stores that carry a limited line of high-turnover conve-
nience goods. After several years of stagnant sales, convenience stores are now experiencing
healthy grawth, Last year, 1.5, cofrvenience stares posted sales of 8474 billion, a 20 percent
increase over the previous yvear. More than 69 percent of convenisnce store revenues come

i, SAFEWAY £3
Ingredients for life.
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from sales of gasaline; a majority of in-store sales are from tobacce products (38 percent) and
beer and ather beverages {25 percent).*

In recent years, convenicnce store chaing have fried to expand beyond thelr primary market
of young, blue-collar men, redesigning their stores to altract ferale shoppers. They are shedding
the irnage of & “truck slop” where men go to buy beer, cigarettes, and magazines, and instead offer
fresh prepared foods and cleaner, safer, more upscale environments, Cansider this example®

There's something familiar about the place, with
its muted vrange-and-green color scheme, The
aisles are wider, though, and the displays tonier.
Chilling in the fridge Is the house Chardounay,
not far from a glass case packed with haguettes
and cream cheese croissants that come piping-
hot out of the onsite oven. An aisle away is the
snazey cappuccine machine, which offers up
bananas foster and pumpkin spice java. There’s
sushi and, of course, bougquets of fresh-out flow-
ers. They're right next tu the Slurpee machine.
Yes, this decidedly vpscale litile sheppe is a 7-
Eleven—or it will be, once the company’s team
of ace technologists, trendspotters, and product
developers wrap up one of the most ambitinus
makeovers in husiness history.

The convenience king, most commonly
known for lowbrow though popular features
such as the Big Gulp and around-the-clack
access to Twinkies, ts moving up the food chain
in search of more affluent customers and fatter
margins. After all, the majority of cunvenisnce
store sales come from gasoline and cigatettes—
two increasingly stagnant categories. So
7-Tleven is banking on a new, inventive inven-
tory mix that competes more with Starbucks
than with Shell. The transformation seems to
he wotking. After declaring bankrupiey in
1980, the company’s fortupes turned around
last year. Sales were up 12 percent; profits
jumrped 66 percent.

image and transforming its stores to offer more upscale assortmants and

environments.

Superstare

A store mueh larger than &
reguiar supermarkst that
affers 3 large assortment of
rautinely purchased food
producis, nonfeod items, ard
SEVICES,

Categary Killer

Giant spegialty sicre tha
carries a very deep
assoriment of 2 paricular fine
and is staffed by
krowledgeabie empluyees,

Superstores are much larger than regular supermar-
kets and offer a large assortment of rondinely purchased
faod products, nonfood items, and services. Wal-bdart, Target, Meijer, and other discount
retailers offer supercenters, very large combinalion {ood and discounl stores. Supercenters are
growing in the United States at an anmual rate of 25 percent, compared with a supermarket
industry growth rate of unly 1 percent, Wal-Mart, which opened its fivst supercenter in 1988,
now has almost 2,000 wortdwide, captyring more than 70 percent of all supercenter vulume.®
Recenl years have also seen the explosive growth of superstores that are actually giant
specialty stores, the so-calted category killers. They foature stores the size of airplane hangars
that carry a very deep assortment of a particular line with a knowledgeahle staff, Category
killers are prevalent in a wide range of categories, including books, baby gear, toys, electron-
ics, home-improvement products, linens and towels, party poods, sporting goods, even pet
supplies, Another superstore variation, a hypermarket, is a huge superstore, perhaps as large
as aix fontball fields. Although hypermarkets have been very successful in Europe and other
world mavkets, they have met with little success in the Tinited States,

Finally, for some retailers, the producl line is actually a service. Service retailerts include
hotels and motels, hanks, airlines, collages, hospitals, movie theaters, lennis clubs, bowling
alleys, restaurants, repair services, hair salons, and dry cleaners. Service retailers in the
United States are growing faster than product retailers.

Poiative Prices

Retailers can also be classified accarding 1o the prices they charge (see Teble 13.1). Most
retailers charge regular prices and offer rurmal-guality goods and customer service. Others
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Wal-Mart is the world's largest retailer, and it's play-

-k ing tag-tearm with Exxonaobil for the title of warld's
Iarges‘ compary. Wal-Mart is almost unimaginably big. It rang up an
incredible $316 bifiion in sales last year—that’s 1.7 times the sales of
competitors Casteo, Target, Sears/Kmart, JC Penney, and Kohl's
combined,

Wal-Mart is lha number-one seller in several categories of con-
sumer products, including groceries, toys, CDs, and pet-care prod-
ucts. It sells more clothes than the Gap and Limited cornbined and
alnost twice as many groceries as Kroger, the leading grocery-oniy
faod retailer, Incredibly, Wal-Mart sells 30 percent of the disposable
diapers purchased in the United States sach vear, 30 percent of the
rircare products, 26 percent of the toothpaste, and 20 percent of
ithe pet foud. On average, some 130 millon pecpie visit Wak-Mart
stoves each week.

It's also haed to fathorm Wal-Mart's impact on the U.S. econamy.
It's the nation's largest empicyer-—one out of evary 230 men, women,
and children in Ere United States is a Wal-Mart associate. [ts sales of
$1.52 billicn on one day in 2003 exceeded the GDPs of 26 countries.
According to one study, Wal-Mart was responsible for some 25 per-
cent of the nation's astonishing productivity gsins during the 19905,

nother study found thai—through its own low prices and through its
impack o1 compelitors' prices—Wal-Mart saved the American public
$263 billion in 2004 alone-—-or $2,329 per household.

What are the secrats behind this spectacular success? First and
faremast, Wal-Mart is passionately dedicated to s winning value
nroposition of “Always Low Prices, Ahvays its mission is to “lower
the world's cost of iving." To 2ccomplish this mission, Wal-Mart oifers
a broad selection of carefully selected goods at unbealable prices. Mo
other rataller has come nearhy 50 cloze to mastering the concepts of
everyday low prices and one-stop shopping. As one analyst puts
it, “The company gospel . . . is relatively simple: Be an agent for
customers—iind aut what they wani, and seil it to them for the lowest
possible price.” Says Wal-Mart's president and chief executive,
“We're obsegsed with delivering value to customers.”

Leading discounters, such as Wal-Mart, now dominate the retail scene.
First and foremost, Wal-Mark is passionately dedicated 1o its value
praposition of “Always Low Prices, Always!™

machine—it has the lgwsst ¢ost structure in the industry, Low costs

How does Wal-Mart make money with such fow prices? The
answer 15 deceptively simple. Wal-Mart is a fean, mean, distribution

let the giant retaiter charge lower prices but still reap higher profits.
For example, grocery prices drop an average of 10 to 15 percent in

Discourt store

A refail operation that ssils
siandard merchandise at
lewer prices by accepting
lower marging and selling at
higher velume,

Off-price retailer

Retailer that buys at less-
than-regular wholesale pricas
anc sells at less than retail.
Exampies are factory cutlets,
ndependenig, and
warehouse ciubs.

offer higher-quality goods and service at higher prices. The retailers that feature low prices are
diseount stores and “off-price” retailors.

A discount store sells standard merchandise al lower prices by accepting lower
margins and selling higher volume. The early discount stores cut expenses by olfering
few sarvices and aperating in warehouselike facilities in low-rent, heavily traveled dis-
ricts. Today's discounters have improved their store environments and increased their
services, while at the same time keeping prices low through lean, efficient oparations,
Leading discounters, such as Wal-Mart, now dominate the retail scene (see Real
Marketing 13.1).

As the major discount stores traded up, a new wave of off-price retailers moved in to fili
the ultralow-price, high-volwne gap. Ordinary discounters buy at regnlar wholesale prices
and accept lower margins to keep prices down. In contrast, off-price retailers buy at less-
than-regular wholesale prices and ¢harge consumers less than retail. Off-price retailers can
be found in all areas, from food, clathing, and electronics te no-friils banking and discount
hrokerages.
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markets Wai-Mart has entered, and Waj-Marl's food prices average
20 percent wss than its grocery siare rivais. Lower prices aftract more
shoppers, producing more sales, making the company more efii-
cient, and enabling it 1o lower prices even mare.

Wal-Mart's [ow costs result in part from superior management 2nd
saphisticated technclogy. s Benlonville, Arkansas, headguariers
containg a computer communications system that the U.S. Defenss
Oepartment would envy, giving managers around the couniry instant
access to sales and operating informatice. And its huge, fully auto-
mated distribution centers employ the latest fechnology tu supply
stares efficiantly.

Wal-Mart also keeps cosis down through good old “tough buy-
ing.” The company is knawn for the calculated way it wrings low
prices fror supplers. “Don't expect a greeker and don't expect
frizndly,” says one suppliers sales exacutive afier a visit to Wal-Mart's
buytng ofiices. "Once you are ushered into ane of the spartan little
buyers' rocms, axpact a steely eve across the tabie and be prepered
to cut your price. They are very, very focused peopls, and they use
their buying power mare forcetully than anyone else in America.”

Same crilics argus thal Wal-Mast squeezes its suppliers too hard,
driving some out of buginess, Wak-Mart Droponents counter, however,
that it is simply acting in its custorners' interests by forcing suppliers
to be mere efficient. “Wal-Mart is tough, but totally honest and
straightforward in is dealings with vendots,” says an industry consul-
tant. “Wal-Mzart has forced manufactueers to get their act together.”

Despite its incredible success over e past four decades, some
anzlysts see chinks in the seemingly invincibie Wal-Marks armor. For
mxample, its same-store saies are growing at a slower clip than those
of Targel and other spryer competitors, causing Wal-Margs stock to
languisih. And to many higher-income consumers, Wal-Mart seems
downright dowdy compared with ihe vounger, hipper Target. “Many
of its upscale custormers .. come into he starg for vepstabies.,
ceresl, detergent, and the like—bul turn up their noses at bigher
margin items such as apparel ard glectronics,” says an.analysi,

5o, to feignite growih and to extend its customer base by captur-
ing # larger share-of-wallet from higher-income consumers, Wal-hMart
recantly began giving ifself a modest image facelift, W's sprucing up

its stores and adding new, higher-nuality merchandise. For example,
many urban Wal-Marts now carry a slew of higher-end consumer
glectronics products, from Sony plasma televisions to Toshiba lastons
to Appiz iPods. And it's now dressing up its apparel racks with more
siylish fashion lines under brand names such as Metro 7 ang Georga
by designer Mark Eisen.

Wai-Mart is afso beefing up its spending on more stylish adveriis-
ing. Gone are tha oid bouncing smitey-face, “roll back the prices”
ads. In freir place are ads that jook maore like, well, Target ads,
iaybe that's because Wal-Mart's new chisf marketing executive—
and the architcct of the image makeover---s 2 20-year Target mar-
keting veteran.

Even with its slightly more upscale image, however, in no way
will Wal-Marf ever give up its corg “Alweys Low Prices—Afways”
value propoesition, After ali, it is ang always will be & discount store,
And despite same growing oatns, Wal-Mart appears well on its way
10 becoming the world's firgt trillion-dollar carporation. This leads
soms observars o wander if an ever-larger Wal-Mart car: retain its
customer focus and pasitioning. The comaoany’s managers are bat-
iing on i, Mo mafter whers it cperatss, Wal-Mart's announced pol-
icy is to take care of customers “ore siore at a time." Says one top
axecutive: "We'li bz fine as long as we nover l0se DUr responsive-
riess Yo the consumer.”

Sotircas: Quotes and other information from Bill Saporita and Jerry Useem,
“One MNaton Under Wal-ldart,” Farfung, March 3, 2003, pp. 65-78;

Don Lergo, “Wal-Mart on Itz Way to Becoming the First Triffun Dollar
Corparation," Retall Merchandiser, March 2008, p. 7; Pallavi Gagal,
“Wal-Mart Gets the Fashion Bug,” BusinessWeek Oniine, Oclober 7, 2008,
acoessed at waw businessweek.com; Luke Boggs, “Why I'm Fighting for
Wal-Mart,” OSN Rataiting Today, Decamber 1S, 2005, p, 11; "The Fartung
500" Farture, Apell 17, 2006, pp. F1-F3; Theresa Howard, “Ads Ty to
Expand Custorner Base,” USA Today, February 21, 2008, Stuart Ellist; and
Wlichael Barkaro, "Wal-hWart <n the Hunt for an Extrems Makeower,” May 4,
2006, po. G, C13; Rokert Berner, “Fashion Emergency at Wal- Mart,”
Businessiieek, Juiy 31, 2006, p. 57, and www.walmartstores.com
January 2007,

The three main types of off-price retailers are independents, fuctory outlsts, and

Independent off-price
retaiier

Off-price retailer that is either
owned and run by
antrenrengurs or i3 d Chasion
ol & larger retal corporation.

Factory outlet

Off-price retaiiirg operation that
is owed and operated oy a
manutacturar and that normaly
carmes the manufactirsrs
surplus, discontinued, or
irregillar goods.

warehotse clubs. Independent off-price retailers either are owned and run by entrepreneurs
or are divisions of larger retail corparations. Although many off-prive operations are run by
smaller independents, mast large off-price retailer operations arc owned by bigger retail
chains. Lxamples include store retailers such as T] Maxx and Marshall's, owned by TIX
Companies, and Web sellers such as Overslock.com.

Factory ouilets—producer-operated stores by firms such as iz Claihorne, Canters, Levi
Strauss, and others-~sometimes group together in fastory outlet malls and value-retail centers.
where dozens of cutlet stores offer prices as low as 50 percent below retail on a wide range of
itemns. Whereas outlet malls consist primarily of manufacturers’ outlets, value-retai] centers com-
bine mamufacturers’ outlets with off-price retail stores and department store clearance outlets,
such as Nordstom Rack, Netman Marcus Last Call Clearance Centers, and Off 5th (Saks Fifth
Avenue outlots). Factory outlet malls have become une of the hottest growth areas in retailing.

The malls now are moving upscale—and even dropping “factory” from their descriptions—
narrowing the gap hetween factory eutlel aud more traditional forms of retailors. As the gap
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Warehouse slub

Off-price retailer that seils a
limitec sslection of brand
name grocery ifems,
appriances, clathing, and a
hodeenoage of nther gnods
at deep discounts to
rmernkers who pay antual
mernbership fees.

narrows, the discounts offered by outlets are getting smaller. However, a growing number
of outlet malls now feature brands such as Coach, Polo, Ralph Lauren, Dolce & Gabhana,
Giorgio Armani, Gueci, and Versace, causing department stores to pratest to the manufac-
turers of these brands. Given their higher costs, the department siores must charge more
than the off-price outlets. Manufacturers counter thal they send last year's merchandise
and seconds to the factory outlet malls, not the new merchandise that they supply to the
department stores. Still, the depuartment stores are concerned about the yrowing number of
shoppers willing o make weekend trips to stock up on branded merchandise at substantial
savings.

Warchouse clubs {or wholesale cliubs or membership warshouses), such as Sam’s Club,
Costco, and BJ’s, operate in huge, drafty, warehouselike facilities and offer few frills.
Customers themselves must wrestle furniture, heavy appliances, and other large items to the
checkout line. Such clubs make no home deliveries and often accepl no credit cards.
Howaver, they do offer wltralow prices and surprise deals on selected branded merchandise.

Although they account for voly about 8 percant of total ULS. relail sales, warehouse clubs
have grown rapidly in recent years. These retailers appeal not just to low-income consumers
seeking bargains on bare-bones products; they appeal to all kinds of customers shopping for a
wide range of goods, from necessities to extravagances, Consider Costoo, the nation’s largest
warehouse retailer:

‘What Costco has come to stand for is a retail segment where high-end products meet
deep-discount prices. [t's the U.5.%s bigaest seller of fine wines (ncluding the Iikes of
a Chatean Cheval-Blanc Bordeawx for $229.99 a bottle} and baster of poultry (55,000 .
ratigserie chickens a day). Last year it sold 45 million hot dogs at $1.50 each and .
60,000 carats of dizinonds at up to $100,608. It even offered 4 Pablo Picasso drawing
at Costco.com for only $129,999.99¢
Yuppies seek the latest gadgets there.
Even peopls wha don’t have to pinch
pennies shop al Costco.

There was a Hme when only the great
unwashed shopped at off-price stores.
But watehouse clubs attract a breed of
urban sophisticates attuned to what one
retail consullant calls the “new luxury.”
These shoppers shun Seiko watches for
TAL Heuer; Jack Nicklaus goli clubs for
Callaway; Maxwell Houae coffee (it goes
without saying) fur Starbucks. They
“trade up,” cagerly spending more for
items that make their hearts pound and
for which they don’t have to pay [ull
price, Then they “trade down™ to private
lahels far things like paper towels, deter-
gent, and vilamins. Catering to this fast.
growing segmant, Costea has exploded

B Off-price retailers: Shoppers at warehouse clubs such as Costeo “trade down” to too. “lt's the ultimate concept in trading

private labels for things ke paper towels, detergent, and vitamins. At the same up and trading down,” says the consul-
Hme, they “trade up,” getting good prices on items that make their hearts pound. tant. *It's a brilliant innovation for the
Castce even offered a Pabto Picasso drawing at its Web site—far anly $129,999.99. new luxury."™?

Chain stores

Two or morg quilets that are
cammaniy ownesd and
conirallad,

Drganizational Aoproany

Although many retail stores are independently owned, gthers hand together under some form
of corporate or contractual organization. The major types of retail organizations—cerporate
chains, voluntary chains and retailer coopergtives, frenchise erganizations, and
merchondising conglomerates—are described in Table 13.2.

Chain stares are two or more outlets that are cornmonly vwned and controlled. They
have many sdvaniages over independents. Their size allows them to buy in large quantities at
lower prices and gain promotional econormies. They can hire specialists to deal with areas
such as pricing. promotion, merchandising. inventory control, and sales forecasting.

The great success of carporate chains caused meany independents to band together in one
of twa forms of contractual asspciations. One is the veluntary chain—a wholesaler-sponsored
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TABLE 13.2 Major Types of Retail Organizations

o Type

Corporate chain stores

Yoluntary chains

Retailer cooperatives

Franchise organizations

Merchandising
congleraerates

Franchise

A contractual association
between = manufacturer,
whelasates, or sarvics
crganizaban (@ fraschiser)
and independent
businesspeople (franchizees]
who buy the right to own and
Gperate ane or morg units 0
the tranchiss system,

Description

Examples

Twe 2r more putlets that are commanly owned and controlted,

empioy central buying and merchandising, and seil simmitar
lines of merchandise. Corparate chains appear in all types
of retailing, but they are strongest in department stores,
fond stores, drug stores, shoe stores, and women's
ciothing stores.

Whotesaler-sponsared groups of independent retailers
engaged in bulk buying and commgn merchandising.

Groups of independent retailers who set up a central buying
organization and conduct joint promotion efforss,

Contractual association between a franchisar (a manufacturer,
wholasalar, or service organization} and franchisees
{independent businesspeople who buy the right to ewn and

Sears, Safeway (grocery stores),
CV3 {drug stores), Williams-
Sonoma (cookware, dinnerware,
and holsawaras)

Independent Grocers Alliance
(IGA), Do-It Best hardwares,
Westarn Auio, True Yalue
Associated Grocers (groceries),
Are [hardware)

McDonald's, Subway, Pizza Hut,
Jitty Lube, Meinske Mufflazs,
7-Elaven

uperate onz or more units in the franchise system}. Franchise
nrganizations are normally based on some unigue proguct,
service, or method of doing business, or or: a trade name

or patent, or on goodwill thai the franchiser had develioped.
Free-farm corparations that combineg several diversifisd
conglomerates retailing lines and forms under central
ownership, along with some integration of their distribution
and management functions,

Limited Brands

group of independent retailers thal engages in group buying and common merchandising—
which we discussed in Chapter 12. Examples include Independent Grocers Alliance (IGA),
Western Auto, and Do-It Best hardware. The other type of contractual association is the
retailer cooperative—a group of independent retailers that bands together ta set up a jointly
owned, central whoelesale operation and conducts joint merchandising and prometion sffurts.
Examples are Associated Grocers and Ace Hardware. These organizations give independents
the buying and promotion economies they need to mest the prices of corporate chains.

Anather form of contractual retadl vrganization is # frapchise. The main difference
hetween franchise organizations and other contractual systems (voluntary chains and retail
cooperatives) is that franchise systems are normally based on seme unique product or service,
on & method of doing business; or on the trade nams, goodwill, or patent that the franchiser
has developed. Franchising has been pruminent in fast foods, health and fitness centers, hair-
culling, aulo rentals, motels, travel agencies, real estate, and dozens of other product and ser-
vice areas.

But franchising covers a lat more than just burger joints and fitness centers. Franchises
have sprung up to meet about any need. Franchiser Mad Science Group franchisees put on
science programs for schools, scout troops, and birthday parties. Mr. Handyman provides
repair services for homeowners, and Merry Maids tidies up their houses,

Once considered upstarts among independent businesses, franchiscs now command
40 percent of all retail sales in the United Stales. These days, it's nearly impessible to stroll
down a city block or drive on a suburban street without seeing a McDonald's, Subway, Jiffy
Lube, or Holiday Inn. One of the best-known and most successful fraychisers, MeDaonatd's,
now has nearly 32,000 siaros in 119 countries. It serves nearly 50 million customers 2 day
and racks up more than $39 billion in annual systemwide sales. Some 38 percent of
McDonald's restaurants worldwide are owned and operated by franchisees. Gaining fast is
Subway Sandwiches and Salads, one of the fastest-growing franchises, with more than
26,004 shops in 85 counlries, including over 20,000 in the United States.?

Finally, merchandising conglomerates are corparations that combine several different
relailiog forms under central ownership. An example is Limited Brands, which operates The
Limited (fashion-forward women's clothing), Express {trendy private-label women’s and
men's apparel), Victoria's Secret [glamorous lingerie and heanty pruducts], Bath & Body
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Bl Franchising: These days, it's
nearly impossible ta stroll
down a ity block or drive on a
suburban street without seeing
a McDanald's, Jiffy Lube,
Subway, or Holiday Inn.

Works (natural but luxurious beauty and body-care products), and The White Barn Candle
Company (home fragrance and décor items). Such diversified retailing, similar to a multi-
branding strategy, provides superior management syslems and economiss that benefit all the
separate retail operations.

Retailer Marketing Decisions

Retailers are always searching for new marketing strategies to attract and held customers. In
the past, retailers atrracted customers with unique product assortments and more or better
services. Today, retail assortments and services are looking ruore and move alike. National-
brand manufacturers, in their drive for volume, have placed their branded goods everywhere.
Such brands are found oot only in departient stores but also in mass-merchandise discount
stores, off-price discownt stores, and on the Web. Thus, it's now more difficult for any one
retailer to offer exclusive merchandise.

Service differentiation amang retailers has also eroded. Many department stores have
trimmed their services, whereas discounters have increased theirs. Gustomers have become
sinarter and more price sensitive. They see no reason to pay more for identical brands, espe-
cially when service differences are shrinking. For all these reasons, many retailers today are
rethinking their marketing stralegies,

As shown in Figare 13.1, retailers face major marketing decisions about their forger mar
ket und posifioning, product asseriment and services, price, promotion, and place.

Target Market and Positioning Decision

Retailers must fivst define their target markets and then decids how they will positinn them-
selves in these wmarkets. Should the stare focus on upscale, midscale, or dawnscale shoppers?
Do target shoppers want variety, depth of assorlment, convenience, ur low prices? Until they
define and profile their markets, retailers cannot make consistent decisions about praduct
assortment, services, pricing, advertising, store décor, or any of the other decisions that must
support their positions,

FIGURE 13.1
Retailer marketing decisiens




Retalt positioning: To aveid
dog-eal-dog competition with

Wal-Mart and cost-focusead

market leader PetSmarst, Petco
has transformed itself into an

emporium of luxury pet
suppties.
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Too many retatlers fail to define their target markets and positions clearly. They &y to have
*something for everyone” and end up satistying no market well, In contrast, successful retailers
define their target markets wall and position themselves strongly. For example, Wal-Maxt posi-
tions itself strongly vn low prices. In a recent survey testing consumers on their recall of the slo-
pans for American brands, 67 percent of consumers associated Wal-Mari with its “Always low
prices. Afways” promise. Sprite, in second place, scored just 35 percent recognition.®

I Wal-Mart owns the low-price position, how can other discounters hope to compete?
Again, the answer is good targsting and positioning. For example, rather than facing Wal-Mart
head-on, Target—or Tar-zhay as many fans call it—theives by aiming at a seemingly oxy-
maronic “upscale discount” niche. Il has become the nation’s number-two discounl chain by
offering discount prices bul rising above the discount fray with upmarket style and design
and higher-grade service, Target’s “expect more, pay less” positioning sets it apart and helps
insulate it from Wal-Mart.

In the sameg way, pet-supply chain Peico competes effectively with low-priced competi-
tors Wal-Mart and PetSmart by positioning upscale:

With Gen Xers postponing child rearing and baby boomers coping with empty nests,
Rore Americans are {reating pets like spoiled kids with fur. “The way people view
animals in the houschold has changed dramatically” in recent years, says a Petco
executive, noting that 55 percent of pet canines now sleep in their owners® bads.
Peaple are now spending “more un what could be considered [rivolous produets,”
ardds an industry consultant, “such as things to coddle their pets.”

‘This trend has beern & buon for pets everywhere, bul Sparky's not the only one wag-
ging his tail. It's also been good for Petco. Ten years ago Pelco made most of its maoney
selling food. Taday two-thirds of its revenue comes from services like grooming and
training, end from specialiy poods like 37.50 beef-flavored toothpaste and 330
pheromone-emitting stress reducers. This shift to pricier offerings has helped Petco
avoid a catfight with Wal-Mar!l, a grawing pet-supply power. Of Petco's 10,000 offurings,
only 40 overlap with Wal-Mart’s. And going upscale has given Petco higher operating
narging thau the more warehouse-focused PetSmart, the industry's top dog. Such smart
targeting and positioning havs earned Petco more than 12 conseculive years of double-
digil income growth, 10
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Product Assoriment and Bervices Decision

Retailers must decide on three major product variablus: product assartmen!, services mix, and
store nfmosphere. :

The retatler's product vssorlment should differentiate the retaler while matching target
shoppers’ expectations. (Jns strategy is to offer merchandise that no other competitor carries,
such as private brands or national brands on which it holds exclusives. For example. Saks
gets exclusive rights to carry a well-known designer's labels. It also offers its own private-
label lines—the Saks Fifth Avenue Signature, Classic, and Spott collections. At JC Penney,
private-label brands account for 40 percent of sales.!*

Another strategy is to feature blockbuster merchandising events—Bloomingdale's is
knawnm for running spectacular shows featuring goods from a certain country, such as India or
China. Or the retailer can offer surprise merchandise, as when Costeo offers surprise assort-
ments of seconds, overstocks, and closeouts. Finally, the relailer can differentiate itself by
offering a highly targeted product assortment—Lane Bryant carries plus-size clothing;
Brookstone offers an unusual assortment of gadgets in what amouats o an adult toy store.

The services mix can also help set one retailor apart from another. For exarnpie, some
retailers invite cuslomers to ask guestions or consult service representatives in person or via
phone orv keyhoard. Home Depofi offers a diverse mix of services to do-it-yourselfers, from
“how-to™ classes to a proprietary credit card. Nordsteom promises to “take care of the cus-
tomer, no matter what it takes.”

The store’s afmosphere is another element in the reseller’s praduct arsenal. Every store
has a physical layout that makes moving around in it eilher hard or easy, Each store has a
“fecl”; one stors is cluttered, another cheecful, a third plush, a fourth somber. The retailer
musi design an atmosphere that suils the target market and moves customers to buy. For
example, Apple’s retail stares are very seduciive places. They're what one analysi calls "a
Space-Age vision of a Kubrickian future—full of gleaming white and dull silver
hardware,”'? The store design s clean, simple, and just cozing with style—anuch like an
Apple iPod or Mag PC. Shoppers are invited to stay a while, use the equipment, and soak up
all of the exciting new technology. One shopper sums up the Apple store atmosphere and
experience this way!

It has become something of a second home to me—or, as T jokingly call it, "my temn-
ple.” I've been known to spend haurs at a Hme there. It seems a trifling thing that 1
can walk up to any lenminal in the place during 4. . . shopping break, log in to my
e-mail account, and attend to my electronic correspondence. 1 am also able to freely
Web-surf, instant-message, or do a bit
of e-shopping (heck, even buy & new
Mac or iPod omn the online Appls
Store). No one rushes or hassles me. It
seems like a family room (albeit a
gigantic one), with its comfortable the-
ater seating in the hack, its library-styla
shelves lined neatly with Mac soft-
ware, hooks and magazines, its rows of
flat-panel screens flashing Pixar trail-
ers, its speaker-connected iPods crank-
ing out catchy tunes, its low-to-the-
ground kids’ table apd ball-shaped
chairs for iMac gaming, and its Genius
Bar, to which visitors could cozy up for
guidance or troubleshooting with an
Apple supergeek. Thal's why [ some-
times don't want tn leave. In fact, T
wrote part of this essay on a MacBook

B Store atmosphare: Apple’s retail stores are very seductive places. Here, people laptop while reclining in one of those
wait in {ine to enter the new Apple siore on Fifth Avenue in New York City. "It has airport-style chairs. It's a testament to
become something of a serond home to me,"” says one shopper, "or, as T jokingly Apple retat] savvy that | felt totally at

cali it, ‘my temple. “

ease while typing away. 12

I¥'s no wonder that Apple stores “are going gangbusters,” says the analyst. “ The stores are attract-
ing up to 10,000 visitors per week each, or 18.1 million visilors a year in total.” By comparison,
Gateway's more pedestrian retail stores pulled in an average of only 250 people a week.
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Other retailers practice “experiential retailing.” At an REI store, consumers can try oui
climbing equipment on a huge wall in the store, or they can test Gore-Tex raincoats by going
under a simulated rain shower. Al Lifestyles Spa in Van Nuys, California, shoppers are
inviied to wear their bathing suits to the store and slip into water-filled Jacuzziz and hot tubs
for u “test drive.” Similarly, Maytag has set up “try-before-you-buy” stores in which it djs-
plays products in realistic home kitchen and laundry room settings, beckoning custamers to
try out products before making a choice. They can do a load of laundry, bake a shest of cook-
ies. or listen to a dishwasher to see whether it’s really quiel,?

Increasingly, retailers are turning their stores into theaters that transport customers into
unusual, exciling shopping environments. For example, outdoor goods retailer Cabela's
stores are as much natural history musenms for ontdaor enthusiasts as they are retail outlets
(see Real Marketing 13.2). And the huge Mall of America near Minneapolis is a veritable
playground that attracts as many as 42 million visitors each year. Under a single 1o0f, it
shelters more than 520 specialty stores. some 50 restaurants, a wedding chapel that has
married over 4,000 couples, a college campus, an enormoeus LEGO Imagination Center, an
ice-skating rink, an agquarium, a two-story miniature golf course, and Underwater
Adventures, which features hundreds of marine specimens and a dolphin show. Shoppers
who wear themselves cut can visit lhe new nap store, which features walls thick enough to
shut out the sounds of screaming kids or the amuscment park attractions. It sells shut-eye
for 70 cents a minute.®

ATl of this confirms that retail stores are much mores than simply assortments of
goods, They are environinents to be experienced by the people who shop in them. Store
atmospheres offer a powerful tool by which retailers can differentiate their stores from
those of competitors.

Price Dacision

A retailer’s price policy must {it its large! market and positioning, product and service assort-
ment, and competition. All retailers would like to charge high markups and achieve high vol-
ume, but the two seldom go together. Mosl refailers seak efther high markups on lower vol-
ume fmaost specialty stares) or low markups on higher volume (mass merchandisers and
discount stores).

Thus, Bijan's boutique with locations in New York City and on Rodes Drive in Beverly
Hills sells “the most expensive menswear in the world.” Its million-dollar wardrobes
include $50 socks, $375 silk ties, and $19,000 ostrich-skin vests. Its “by appeintment only”
pelicy is designed to make ils wealtlsy, hiph-profile clients comfortable with these prices.
Says M Bijan, “If 2 man is geing to spend $400,000 on his visit, don’t you think it's only
fair that he have my full attention?”"® Bijan's sells a low valume but makes hefty profits ou
each sale. At the other extreme, TT Maxx sells brend-name clothing at discount prices, sat-
tling for a lower margin on sach sale bul selling at a much higher volume.

Retailers must also decide on the extent to which they will use sales and other price pro-
motions. Some retailers use no price promotions at all, competing instead on product and ser-
vice quality rather than on price. For example, it's difficult to imagine Bijan’s holding a two-
for-the-price-cl-one sale. Other retailers practice “high-low" pricing—charging higher prices
on an everyday basis, coupled with frequent sufes and other price promotions to increase
store traffic, clear out unsold merchandise, create a low-price image, or atiract customers who
will buy other goods at full prives. 5tll others—such as Wal-Mart, Costco, Hume Depot, and
other mass retailers—practice everpday Iow pricing (EDLP), charging conslant, cveryday low
prices with few sales or discounts. Which strategy is best depends on the refailer’s marketing
strategy and the pricing approaches of competitors. 17

Promoiion Dacizion

Relsilers use any or all of the promotion tools—advertising, personal sslling, sales promation,
public relations, aad direct marketing—to reach consumers. They advertise in newspapers,
magazines, radio, television, and on the Internet. Advertising may be supparted by newspa-
per inserts and direct mail, Personal selling requizes careful training of salespeople in how to
greet customers, meet their needs, and handle their complaints. Sales promaotions may
include in-store demonstrations, displays, contests, and visiting celebrities. Pubiic relations
activities, such as press conferences and speeches, siore openings, special events, new:slet—
ters, magazines, and public service activities, are always available to retailers. Most retanl_ers
have also set up Web sites, offering customers information and other features and often selling
merchandise directly.
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At first  glance, outdoor-
- products  retailer Cabela's
seems 0 brezk all the rules of retalling. First, #
locates its stores in tiny, ofi-the-heaten-path
Incations—-places fike Sidney, Nebraska, Prairie
du Chien, Wiscongin, Dundee, Michigan, Lehi,
Utah, and Owatonna, Minnesota. Then, to
miake matkers worse, it targets custormers who
hate 1 shop! The typical Cabela's custoimer is &
rachrsive male outdaorsman who years for the
great ostdoors, someone who detests jostling
crowds and shopping.

50 how do vou explain Cabela’s surging
success? Over the past decade, Cabeia's has
evalved from z popular mail-order catalng
business into one of the nation's hottest store
retailers. Despite Cabela's often-remote foca-
tions, customers are flocking to its 15 super-
stores (socn to pe 300 to buy hunting, fishing,
and outdoor gear. & typical Cabela's store
draws 4.4 million customers & year—an aver-
age of 40,000 customers an a Saturday and
50,000 to 100,000 on 2 holiday weekend.
Half of Cabela's customers drive 100 miles or marg to get there, and
mary travel up to 350 miles, Schools evers send busloads of kids.

In fact, Cabela's stores have become tourist destinations., s stars
in Michigan is the state's largest tourist atiracticn, drawing more than
& mitlic: people a year. The Minnesota store trails only the Mall of
America in the number of aneual visitors. And the Cabela’s in Sidney,
Mebraska, a town of onky 5,000 peopie located 150G miles rom the
nearest city (Derver), allracis 1.2 miliions visitors a vear, making it
Mebraska's second-largest tourist attraction behind The Omaha Zoo.

Just what is it that atlracts these hordes of otherwise raluctani
shoppars to Cabela’s remote stores? Part of the answer tes in all the
siuff the stores sell. Cabela's hugs 230,000-square-foat superstores
{one and one-hatf tmes larger than a Yypiczl Wal-Mart supercenter)
house a vast assorimant of quality merchandise at reasonable prices.
Cabela’s competes on price with discounters, but carries a selection
that's six to ten times deeper—more than 200,600 kinds of iterns for
hunting, fishing, bozting, camping, and archery. *I'd havg io go to
two or three different stores to find zil the brands they have at
Cabela’s,” says lason Gies, 2 26-yzar-old mechanical enginesr who
drove 150 miles to purchase a vintage used Remington shotgen,

Cabelas also sells lines of kranded clothing and gifts that appeai
to customers’ wives and children, making it a popuiar stop for the

ik
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Cabela’s: “This is mare than a place to get fishhooks . .. "
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whole family, Ang to top things off, Cabela’s offers first-class service,
I stalls its departments with & generous supply of emplovees, all of
whom must pass a 100-queastion test on the products they sell. Far
custorners who stop by during hunting trips, Cabela’s even offers use
of autdaor kennels and corrals to house their hunting dogs or horses
white they shop. Hunters with rifles are welcomed.

But deep product assortments and good seqvice con't explain the
huge crowds that show up at Cabela's. The retailer's real magic lies
ihe mxpariences it creates for those who visit. “This is more than a
place to go get fishhooks,” says a Cabela’s spokasperson. “The
Cabelas"—Mebraska brothers Dick and Jim—"wanted to create a
sense of wonder.” Mission accompiished! In each of its stores,
Cabela’s has created what amousts to a natural hisiory theme park
for cutdoor enthusiasts.

Take the store near Fort Worth, Texas, for example, Cabela's 11th
store and the largest so far. Dominating the center of the store is
Consarvation Mouwntain, a two-story mountain replics with two water-
falls and cascading streams. The mouniain is divided into four
ecosystems and five bicregions: a Texas orairie, an Alaskan habitat,
an Arctic ice cap, an American woodland, and an Alpine mountain-
top. Each bioregion & populated by lifelike, museum-guality taxi-
dermy animals in action poses—eaverything from prairie dogs, deer,

Retailers aftan point to three critical factors in retailing success: focation, location, and
Tvcation! IW's very important thal relailers select locations that ave accessible to the target mar-
ket in areas that are consistent with the retailer’s positioning. For example, Apple locates its
stores in high-end malls and rendy shopping districts—such as the "Miracle Mile” on
Chicago’s Michigan Avenue or Fifth Avenue in Manhattan~not low-ront strip malls on the
edge of town. $mall retailers may have to settle for whatever locations they can find or afford.
Large retailers, however, usually employ specialists who select locations using advanced
methads.



“ .. we want to create a sense of woender”

elk, and caribou to brown bears, polar bears, musk cxen, 2nd moun-
tain goats.

Eisewnere in he store, Cabela's has created an African dworama,
complate with African animals depicted in their natural kabitats—an
slephant, a rhinoceros, a Cape oullain, and lions dowaing their prey.
(rther stors atiractions include a traphy deer museurn and three
walk-thraugh agquariums, where visifors can view trophy-quatity
frgchwater fish and |eazn to ideniify them. Getiing hungry? Orop by
thie WMesquiie Grill café for an elk, ostrich, or wikd poar sandwich—no
Big hacs herel The nezrby Generzl Store cifers cld-fashioned candy
2nd snacks.
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Cabeta's spares no expense in developing this sporisman's par-
adise. A stuffed polar bear can cost up t0 $10,000. The Farl Worth
store presents 800 such enirnals, right down to a Texas rattlesnzke,
Cabela's ewven created a new post—Taxidermy Purchasing
3pecizalist—an execubive who seeks out stuffed animals and mounts
them in autheniic scanes—bwa prizely bears locked in battle, &
leupard leaping for @ monkey—even the droppings are rezl. “The
muscle tone of the animal, the eyes, the posture—everything must
be just right,” says the executive, The taxidermy collection at
Cabela's Fort Warth store is twice as large a5 the ong at the Fort
Warth Museum of Science and Histary.

So, it you scratch a little deeper, you fing thet far from breasing
lhe rules, Cabela's is doing all the rignt things. t's creating fotal cxpe-
riences that delight the senses as well as the wallets of carefuily tar-
geted customers. Fut it all together 2nd you've gof a powsdful magnet
for cutdoorsmen and their families. Just ask one of the millons of
anything-but-reluctant Cabeda’s cusiomers:

Il do just sbout anything to aveid shooping,” says lohn

Brown, a small-business owner in Cheyanne, Wyoming. In 38

years of marriage, his wife says she's persuaded kim to ga

shopping only twice. Yet one day last month he tnvited her to
drive 100 miles with him for a day of shopping at Cabela's.

“I'm like & kid in & candy store here,” he says, dropping a new

tackle box isto his cart,

The trick . . . is appezaling to the family member who is usu-
ally mast reluctant to shop: Dad. Ore recent marning, Larz Miler
was trying to round up ner husband and theee kids, as treir
marmng tip to Cabela's stetched into afterncon. Mrs, Miler—
vormally the only family member whe fSkes 1 shop—row was
the one most ready ko leave, “We haven't had breskfast yet,” she
moaried. Her husband, Darren Mitier, 2 fasner in Jerore, idanc,
said, *| love this place.”

Sources: Extracts, quotes, and gther infermation frarm Heatker Landy,
“Flenty in Store,” Kright Ridasr Tribune Business News, May 22, 2005,
p. 1 Kavin Hellikar, “Hunter Gatherar. Rare Retailer Scores by Targeting
Mer Who Hata to Shop,” Walf Street Journal, December 17, 2002, b,
Al; Landry, "Many Counting on Mew Catela’s to Be Quite a Draw,”
Knight Fidder Tribune Business News, May 22, 2005, p. 1, Jahin
Seward, "Cuidoor Retailers Plan for Expansian,” Wait Streef Jaurnal,
June 8, 2005, p. 1, Bud Kenredy, “Bug Kennedy Calumin,® Fort Worth
Star-Tefegram, May 26, 2005, p. 1; "Tne Art of Service,” Ffast Company,
Getober 2005, pp, 47-58; Dan Benson, "Booming Tengs: Cabela’s
FPushes p Interest, Price for Land in Area."” Miwaukes Journs! Senting)
March 5, 2006; and wwaw cabelas.com, Decamber 2006,

Most stores today cluster logether to increase their customer pulling power and to give
consumers the convenience of ane-stop shopping. Central business districts were the main
farm of retail cluster until the 1950s. Every large city and town had a central business district
with department slores, specialty stores, banks, end movie theaters. When people began to
mave to the subwbs, however, these central business districts, with their raffic, parking, and
crime problems. began to Tose husiness. Downtown mervchants opened hranches in suburban
shopping centers, and the decline of the central business districts continued. [n recent years,
many cities have joined with merchants to try to revive downtown shopping areas by build-
ing malis and providing underground parking.
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Shopping center
A graup of retail businesses

planned, developed, owned,

and rmanaged as 3 unit.

A shopping center is a group of retail businesses planned, developed, owned, and man-
aged az a unit. A regional shopping center, or regionel shopping mall, the largest and most
dramatic shopping center, contains from 40 to over 200 stares. It 15 like a covered mini-down-
town aod attracts customers from a wide ared. A commmunity shopping center contains
between 15 and 40 retail stores. It normally contains a branch of a department store or variety
store, a supermarket, specialty stores, professional offices, and sornetimes a bank. Most shop-
ping centars ave neighborhood shopping centers or sirip malls that generally contain between
5 and 15 stores. They are close and convenient lor conswmers, They usually contain a supes-
market, porhaps a discount store, and sevaeral service sfores—dry cleaner, self-service laundry,
drugslore, video-rental outlet, barber or beauty shop, hardware store, or other stores.

A recent addilion to the shopping canter scene s the so-callad power center. These huge
unenclosed shopping centers consist of a long strip of retail stores, including large, freestand-
ing anchors such as Wal-Mart, Home Depot, Costco, Best Buy, Michaels, OfficeMax, and
CompUSA. Fach store has its own entrance with parking directly in front for shoppers who
wish to visit ocnly ons store. Power centers have increased rapidly during the past fow years to
challenge traditional indoor malls.

Combined, the nation’s nearly 48,500 shopping centers now account for about 75 percent
of U.5. retail activity (not counting cars and gasoline]. The average American makes 2.9 trips
to the mall a manth, shopping for an average of 80 minutes per trip and spending about $86.
However, many sxperts suggest that America is now “over-malled.” During the 1890s, mall
shopping space grew at sbout twice the rate of population growth. As & result, as many as
2( percent of America’s shopping malls are either dead or dying. Yhere “is a glut of ratail
space,” seys one insider. “There's going to have Lo be a shakeout, "8

Thus, despite the recent development of many new “megamalls.” such as the spectacular
Mall of America, the current trend is toward value-oriented outlet malls and power cenlers on
{the ane hand, and smaller “lifestyle centers” on the other. These lifestyle centers—smaller
malls with upscale stores, convenient locations, and expensive atmospheres—are usually
located near affluent residential neighborhoods and cater to the retail nceds of consumers in
their arcas. “Think of lifestyls centers as part Main Street and part Fifth Avenue,” comments
an indushy observer. "Tha ides is to combine the hominess and community of an old-time
village square with the cachet of fashinnable urban stores; the smell and feel of a neighbor-
hood park with the brute convenience of a strip cenler.” The future of matls "will he all about
creating places to be rather than just places to buy.” 19

B Shopping centers: The spectacular Mali of America contains more than 520 spaciaity stores, 50 restaurants,
a 7-acre indoor theme park, an Underwater World featuring hundreds of marine specimens and a dolphin shaw,
and a twa-story minfature galf course.




Wheel-of-retailing concept
A concept of retailing that
states that new types of
retailers ssunlly bagin as fow-
meargin, low-price, low-stalus
operzlions hut later evolve
into nigher-pricec, higher-
sgnvice operations, gvsntually
becoming Iike the
conventonat retailers they
repraced.
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The Future of Retailing

Retailers operale in a havsh and fast-changing environment, which offers threats as well as
opportunitics. For example, the industry suffers from chronic overcapacity, resulting in fierce
competition for customer doflars. Consumer demographics, lilestyles, and shopping patterns
are changing rajpidly, as are retailing lechnalogies. To be successful, then, retailers will need
to choose target segments carcfully and position themselves strangly. They will need to take
the following relailing developments into agcount as they plan and execute their competitive
strategies.

Mew FRetail Forms andg SBhoriening Betail Life Cycles

New retall forms continue to emerge to meet new situations and consumer needs, but the life
cycle of new rstail forms is getting shorter. Department stores took about 100 years to reach
the mature stage of the life eycle; move recent forms, such as warehouse stores, reached matu-
rily in about 10 years. In such an enviropment, scemingly solid retail positions can crumble
quickly. Of the top ten discount retailers in 1962 {the year that Wal-Mart and Krnart began},
nat one still exists today.

Consider the Price Club, the original warehouse store chain. When Sel Price pioneered
his first warehouse store outside San Diego in 1975, he launched a retailing revolution.
Selling everything from tires and office supplies to five-pound tubs of peanut butter at super
low prices, his store chain was generating $2.6 billion a year in sales within 10 years. But
Price refused to expand beyond its California base. And as the industry quickly matured,
Price ran headlang into whelesale clubs run hy such telail giants az Wal-Mart and Kmart. (In
his aniohiography, Sam Walton confesses: “T guess I've stolen—I actally prefer the word ‘bor-
rowed'—as many ideas from Sol Price as frow anybody else in the business.”) Only 17 years
later, in a stunning reversal of fortune, a faltering Price sold aut to competitor Costeo. Frice’s
rapid rise and fall shows thal even the most successful retailers can't sit back with a winning
formula. To remain successful, they must keep adapting.?”

Many retailing innovations are partially explained by the wheel-of-retailing concept.!
According to this concept, many new types of retailing forms begin as jow-margin, low-prics,
low-status operativns. They challenpe established retailers that have become “fat” by letting
their cogts and marging increase. The now retailors’ succeas leads them to upgrade their facil-
ities and offer more services. In tum, their costs increase, forcing them to increase their
prices. Eventually, the new retaflers become like the conventional retuilers they replaced. The

cycle bepins again when still newer types of retailers evolve with lowaer costs and prices. The

wheel-of-retailing concept seems to explain the initial sucvess and later troubles of depart-
ment stores, supermarkets, and discount stares and the recent sucoss of off-price retailers.

Growih of Mongtore Hewailing

Most of us still make mesl of our purchases the old-fashioned way: We go to the stare, find
whal we want, waijt patiently in line to plunk down our cash or credit card, and bring home
the goods. However, consumers now have an array of alternatives, including maii-order, tele-
vision, phane, and online shopping. Americans are increasingly avaiding the hassles and
crowds 4t malls by doing more of their shopping by phone or computer. Althaugh such retail-
ing advances may threaten some traditional retatlers, they offer exciting opporiunities for ath-
ers. Most store retailers have now developed direct-relailing channels. In fact, more online
retailing is conducted by “click-and-brick” retailers than by “click-only” retailers. In a recert
ranking of the top 50 online retail sites, 35 were multichanie] retailers

Online retailing is the newest form of nonstore retailing. Only a few years ago, prospects
for online retailing were soaring. As more and more consumers flacked lo the Web, some
experts even saw a day when consumers would bypass stodgy “old econony” store retailers
and do almosl all of their shopping via the Internet. However, the dot-com meltdown of 2000
dashed these overblown expectations. Many onue-brash Web sellers crashed and burned and
expectations reversed almost overnight. The experts began to predict that e-tailing was des-
tined to be little more than a tag-on to in-store retailing.

However, today's online retailing is alive, well, and growing. With easier-to-use Web
sitcs, improved online service, and the increasing sophistication of search technplogies,
online business is hoorning. In fact, online buying s growing at a much brisker pace than
retail buying as a whole. Last year's U.8. online retail sales reached $113.6 billion, a 28 per-
cent leap aver the previous year, represeniing 4.7 percent of all retail sales.™
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All types of retailers now use the Web a5 an important marketing tool. The online sales of
giant brick-and-mortar retailers, such as Scars, Wal-Mart, Staples, and Gap, are increasing
rapidly. Several large click-only retailers—Amazon.com, online anction site e¢Bay, online
travel companies such as Travelocity and Expedia, and others—are now making it hig on the
Web, At the other extreme, hordss of niche marketers are using the Weh to reach new markets
and expand their sales. Today’s more sophisticated search engines (Google, Yahoo!} and com-
parison shopping sites (Shopping.cam, Buy.com, Shopzilla, and ofhers) put almost any
e-tajler within a mouse click or two’s reach of millions of customers,

5till, much of the anticipated growth in
online sales will go to multichanne] re{ailers—
the click-and-brick marketers who can sug-
cessfully merge the wvirtual and physical
worlds. Comsider office-supply retailer
Staples. Based on two years of research,
Staples recently redesigned its Web site to
exlend ils “Staples—That was easy” marketing
promise to online shappers. The retailer’s
paline seles are now growing at an even faster
clip than its store sales. Sales through
Staples.com jumped 27 percent lasl year, now
accounting for almost one-quarter of Staples’s
revenues. But Staples online operations aren’t
robbing from store sales. Instead, the in-store
and online channals compliment one another.
For example, customers can buy conveniently
anline and then roturn unwanted or defective
merchandise to their local Staples store. And
in-store Staples.com kiogks ensure thal cus-
tomers never leave the store without finding
what they need. As a result, for example, the
average yearly spending of small-business cus-

Onking retailing: Today's online retailing is alive, well, and growing, espacially tomers jumps more than fourfold when they
for click-and-brick retailers like Staples. its Web site, staples.com, now accounts for ~ combine shopping online with shopping in the
almost one-quarter of sales. “That was easy!” store.2*

Reiall Convergenss

Today's retailers are increasingly selling the same products at the same prices to the same con-
sumers in competition with a wider variety of other retailers. For exarnple, You can buy books
at putlets ranging from independent local bookstores to warehouse clubs such as Caosten,
superstores such as Batnes & Noble or Borders, or Web sites such as Amazon.com. When it
comes to brand-name appliances, department stores, discount stores, home improvement
stores, off-price retailers, electronias superstores, and a slew of Web sites all compete for the
same customers. 5o if you can’t find the microwave oven you want at Sears, just step across
ihe street and find one fur a better price at Lowe's or Home Depot—or just order one online
from Amazon.com. A

This merging of conswmers, products, prices, and retailers is called retaf! convergence.
“Where you go for what you want—that has created the biggest challenge facing retailers,”
says one retailing expert. “Customers of all income levels are shopping at the same stores,
often for the same goods. Old distinctions such as discount stare, spectalty store, and depart-
ment store are losing significance: The successful store must match a host of rivals on selec-
tion, service, and price."®®

Such convergence means greater competition for retailers and greater difficulty in differ-
entiating offerings. The competition befween chain superstores and smaller, independently
owned stores has become particularly heated. Becanse of their bulk-buying power and high
sales volurme, chains can buy at lower costs and theive on smaller margins. The arrival of a
superstore can quickly force nearby independents out of business. For example, the decision
by electronics superstore Best Buy to sell CDs as loss leaders at rock-bottom prices pushed a
number of specialty record-store chains into bankruptey. And with its everyday low prices,
Wal-Mart has been accused of destroying independents in countless small towns around the
country who sell the same merchandise.
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Yet the news is not all bad for smaller companies. Many small, independent ratailers are
thriving, They ara finding that sheer size and marketing muscle are oflen no match for the pex-
sanal touch smafl stares can provide or the specialty merchandise niches that small stores [ill
{or a devoted customer base.

The Hise of Maegaretailers

The rise of huge mass merchandisers and specialty superstores, the formation of vertical
marketing systemns, and a rash of retail mergers and acquisitions have created a core of
superpower megaretailers. Through their superior information systems and buying power,
these giant retailers can offer better merchandise selections, good service, and strong price
savings to consumers. As a result, they grow even larger by squeezing out their smaller,
weaker competitors.

'The megaretailers are also shifting the balance of power between retailers and producers.
A relative handful of retailers now control access lu enormous numbers of consumers, giving
them the upper hand in their dealings with manufacturers. For example, in the United States,
Wal-Mart's revenues are more than five limes those of Procter & Gamble, and Wal-Mart gener-
ates almost 20 percent of P&G's revenues. Wal-Mart can, and often does, use this power to
wring concessions frum P&G and other suppliers. 28

Growing Importancs of Retall Technology

Retail technologies are becoming critically important as competitive tools. Progressive retail-
ers are nsing advanced information technology and software systems to produce better fore-
casts, control inventory costs, order electronically from suppliers, send information between
stores, and even sell 1o customers within stores. They are adopting checkoul scanning sys-
tems, online fransaclion processing, electronic data interchange, in-store television, and
improved merchandise-handling systems.

Perhaps the most startling advances in retailing technology concern the ways in which
today's relailers are connecting with customers. Many retailers now routinely use technolo-
gies such as touch-screen kiosks, customer-loyalty cards, electronic shelf labels and signs,
handheld shopping assistants, smart cards, self-scanning systems, and virtual-reality dis-
plays. For example, in its new pilot store—Bloom—suvutheastern grocery chain Food Lion is
using technology to make shopping easier for its customers:

Ever stood-in the wine aisle at the grocery store and felt intimidated? You think that -
bottle of Shiraz 1ooks pretry good but you're not sure what it goes wilh. It's the sort of
problem the creators of Food Lion's new concept store —Bloom—thought about, and
one they will use technology to solve. The store relies on technology to enhance the
shopping experience and to help customess find products, get information, and check
out with greater sase. A computerized
kiosk in the wine section lets you scan
a bottle and get serving suggestions.
The kipsk, and a second one in the
meat section, lets you prinl recipes off
the screen. Eight stations with touch
screens and scanners around 1he store
let you check an itemn's price or locate it
on the map. Ta make i easier to keep
track of purchases and check out, you
can pick up a personal handheld scan-
ner as you walk in the door, then scan
and bag items as you shop. Checkoul
then is just a simple matter of paying as
you leave. The perscnal scanners also
give you a running total of the ilems
you've selecled as vou shop, helping
you stay within your budget and avoid
surprises at the checkout. And if you
; ; : drop off a prescription, the pharmacy
& Retail technology: In its new pilot store—Bloom—Southeastern grocery chain can send a mesgsage to your scanner
Food Lion is using technology to make shopping easier for its customers. when your order is ready. **

e
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Griobal Bxpansion of Major Retailers

Retailers with unique [ormats and strong brand pesilioning are increasingly moving into
other countries. Many are expanding internationally to escape mature and saturated home
markets, Over the years, somme giant U.S, retailers, such as McDonald’s, have become glohally
prominent as a result of thafr marketing prowess. Others, such as Wal-Mart, are rapidly estab-
lishing a global presence, Wal-Marl, which now operates more than 2,700 stores in 14 coun-
tries ahroad, sees exciting global patential. Tts international division alone last year racked up
sales of more than 567 billion, an increase of 11.4 percent over the previous year and 27 per-
cent more than rival Target's total sales. Profits from international operations inereased more
than 26 percent last year.?®

However, most U.S retailers are still significantly behind Europe and Asia when it comes
to global expansion. Ten of the world's top 20 retailers ave 11.5. companies; only two of these
retailers have set up stores outside of North America (Wal-Mart and Costeo). Of the 10 non-
U.S. retailers in the world's top 20, nine have stores in at least 10 countries. Among foreign
retajlers that have gone global are France's Garrefour, Germany's Metro and Aldi chains, the
Netherlands' Royal Ahold, Britain’s Tesco, Japan's Yachan supermarkets, and Sweden’s IKEA
home furnishings stores,2%

French discount retailer Carrefour, the world’s second-largest retailer after Wal-Mart, has
embarked oo an aggressive mission to extend its rale as e leadiog internziivnal retailer:

The Carrefour Group has an interest in more than 12,000 stores in 29 countrias in
Europe, Asia, and the Americas, including 926 hypermarkets. It leads Europe in
supetmarkets and the world in hypermarkets. Carrefour is outpacing Wal-Mart in
several emerging markets, including South America, China, and the Pacific Rim.
it's the leading retsiler in Brazil and Argentina, where it operates close to 1,000
stores, compared to Wal-Mart’s 300 units i those two countries. Carreforr is the
larpest foreign retailer in China, where it operates more than 300 stores versus Wal-
Mart's 60, In short, Carrelour is furging ahead of Wal-Mart in most markets outside
Narth America, The anly question: Can the French retailet hold its lead? Although
o ope relailer can safely clalm to be in the same leagus wilh Wal-Mart as an over-
all retail presence, Carrefour stands a better chance than most to hold its own in
global retailing.™?
Hetail Stores as “Uommunities” or “Bangouis”
With the rise in the nurnber of peaple living alone, working at kome, or living in isolated and
sprawling suburby, there has been a resurgence of establishments that, regardless of the
product or service they offer, also provide a place for people Lo get lopether. These places
include coffee shops and cafes, shopping malls, bookstores, children’s play spaces, super-
stores, and urban greenmarkets. For example, today's bookstores have become part baok-
store, part library, part living room, and part coffec house. On an early evening at your local
Barnes & Noble, you'll likely tind bagk-pack-toting high school students doing homework
with friends in the coffee bar, Nearby, retirees sit in cushy chairs thumbing through travel or
gardening books while parents read aloud to their children. Barnes & Noble sells more than
just books, it salls cumfort, relaxation, and community.
And retatlers don't create communitics only in their brick-and-mortar stores. Many also
build virtual communities on the nternet. For example, Nike creates community in its giant,
interactive Niketown retail stores, but it also creates online gathering places:

o just over a decade, Nike's global soceer presence has grown dramatically—irom
roughly $40 million of sales in 1994 to almost $1.5 billion today. So, when Nike dis-
covercd that tival Adidas had gotten the exclusive deal to broadcast ads in the
United States during the 2006 World Cup, it had to be innovative. In parlnership
with Google, Nikec created Joga.com, a social networking site for soccer fans.
Launched guietly in February of 2006, the site became an instant hit—a bustling
online soccer community. More than 1 million members from 140 countries signed
up by mid-July. On Joga.com, fans can blog, create communities around favorite
teams or players, organize pickup pames, download videos, and rant about the
encroaching commercialism of the game. Some of the most downloaded videos are
clips containing Nike products. According to one marketing analyst, “By enrolling
vonsumers in shaping the [content], Nike is . . . nuwrtwring deeper bonds of loyalty
and advocacy.” Nike's CEQ agrees: “When somaone joins a Nike community or
invites Nike into their community, a strong relationship is created.” #




B Nike creates community in
its giant, interactive Miketown
retail stores, but it also creates
cammunity in its anline
gathering place, Joga.com, a
social netwrking site that
altows soccer fans to blog,
create communities around
favarite teams or players,
arganize pickup games,
download videgs, and rant
about the encroaching
cammercialism of the game.

Whalesaling

All actwitics invalved in
seiling goods and services
ta those buying for resale or
business use.

Whalesaler
A firm engaged primanily in
‘holesaling acivities.
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Wholesaling

Wholesaling includes all zclivities involved in selling goods and services to thoss buying for
resale or business use. We call wholesalers those firms engaged primarily in whalesaling
activilies.

Wholesalers buy maostly from producers and sell mostly to retailers, industrial con-
sumers, and other wholesalers. As a result, many of the nation's largost and most importani
wholesalers are largely unknown to final consumers. Fur pxample, you may naver have heard
of CGrainger, even though it's very well known and much valued by its more than 1.7 milllun
business and institutional custorers across North America.

Grainger may be the biggest market leader you've never heard of, 1t’s a 35.5 billion
business thal oifers more than 800,000 maintenance, repair, and operating {MRO]
products to more than 1.7 million customers. Through its branch network, service
centers, sales reps, catalog, and Web site, Grainger links customers with the supplies
they need to keop their facilities running smoothly—everylhing from light bulbs,
cleaners, and display cases to nuts and bolts, motors, valves, power tools, and test
equipment. Grainger's nearly 600 North American branches, 20 distribution centers,
more than 16,700 employees, and innovative Web site handle more than 100,000
transactivns a day. [ts customers include organizations ranging from factories,
yarages, and grocers to schools and military bases. Most American businesses are
located within 20 minutes of a Grainger branch. Customers include notables such as
Abbott Laboratories, General Motors, Campbell Soup, American Airlines,
DaimlerChrysier, and the U.S. Postal Servics.

Crainger operates on a simple value proposition: ta make it casier and less costly
for customers to find and buy MRO suppliss. It starts by acting as a one-stop shop for
prodicts to maintain facilities. On a broader level, it builds lasting relationships
with customers by helping them find selutions to their overall MRO problems.
Acting as cansultants, Grainger sales reps help buyers with everything from imprav-
ing their supply chain management to reducing inventories and sirsamlining ware-
housing operations. Se, how come you've never heard of Crainger? Maybe it's
because the company operates in the not-so-glamerous world of MRO supplies,
which are important to every businoss but not so important to consumers. More
likely, it's bacause Grainger is a wholesaler. And like mast wholasalers, it operates
behind the scenes, selling anly to other businesses.?
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B Wholesaling: Many of the
nation’s largest and most
impartant whelesalers—(ike
Grainger—are largely unknown
to final consumers. But they
are very well known and much
valued by the business
customers they serve.

Merchant wholesaler
Independentiy owned
business that takes Litle to the
merchandise it handles,

Why are wholesalers important to sellers? For example, why would a producer use
wholesalers rather than selling directty to retailers or consumers? Simply pat, wholesalers
add value by performing one or more of the following channel functions:

Selling and promoting: Wholesslers’ sales forces help manufacturers resch many small
customers at a low cost. The whalesaler has more contacts and is often mare trusted by the
buyer than the distant manufacturer.

® Buying and assorfment bujlding: Wholesalers can select items and build assortments
needed by their customers, therehy saving the consumers much work.

Bulk-breaking: Wholesalers save their customers money by buying in carload lots and
brreaking bulk (breaking large lots into small guantities).

® Warehousing: Wholesalers hold inventories, thereby reducing the inventory costs and risks
of suppliers and customers.

#® Trensportaiion: Wholesalers can provide guicker delivery to buyers becanse they are
cluser than the producers.

o Financing: Wholesalers finance their customers by giving credit, and they finance their
suppliers by ordering early and paying biils on time.

= Risk bearing: Wholesalers absorl risk by taking title and bearing the cost of theft, daxmage,
spailage, and obsolescence.

B Market information: Wholesalers give tnformation to suppliers and customers about com-
petitors, new products, and price developments.

8 Management services and advice: Wholesalers often help retatlers train their sales-
clerks, improve store layouts and displays, and set up accounting and inventory control
systems,

Types of Wholesalers

Wholesalers fall inte three major groups (s2e Table 13.3): merchant wheolesalers, agants and
brokers, and manufacturers’ sales branches and affives. Merchant wholesalers are the largest
single group of whalesalers, accounting for roughly 50 percent of all wholesaling. Merchant
wholesalers include (wo broad types: full-service wholesalers and limited-service whole-
salers. Full-service wholesalers provide a full set of services, whereas the various fmited-
service wholesalers offer fewer services to their suppliers and customers. The several different
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TABLE 13.3 Major Types of Whalesalers

Type

Merchant
wholesalers

Full-service wholesalers
Wholesale marchants

Industrial distributors

Limntted-service wholesalers

Cash-and-carry wholgsalers
Truck wholesalers

{or truck jobbers)

Drop shippers

Racik jobbers

FProducers' coaperatives

Wail-order wholesafers

Brokers ard agents

Brokers

Agents

Manufacturars” agants

Description

Independently cwned businesses that take title to the merchandise they handle. in different

trades they are calfed jobbers, distributors, or mif! supply houses. They include firfi-servica
whaofesafers and /imited-service wholesalers.

Pravide a full line of services: carrying stock, maintaining a sales force, offering credit, making
deliveries, and providing management assistance. There are two types:

Sell primarily to retailers and provide a full range of services, General mearchandise wholesalers
carry several merchandisze lines, whereas generaf fina wholesalers carey one or two lines in great
depth. Specialty wholesalers specialize in carrying only part of a line. Examples: health food
wholesalers, seafocd wholesalers,

Sall to manufacturers rather than to retailers, Provide sevaral services, such as camying stock,
offering credit, and providing delbvery. May carry a broad range of merchandise, a general ling, or
a gpeciaity line.

Offer fewer services than full-service wholesalers, Limited-service wholasalers are of several
types:

Carry a limited fine of fast-moving goods and sell to small retailars for cash. Normally do not
deliver. Example; A small fish store retailer may drive to 8 cash-and-carry fish wholesaler, buy fish
for cash, and bring the merchandise back to the store.

Parfarm primarily a selling and delivery function. Carry limited line of semiperishable
merehandise {suck as mitk, bread, snack foods), which they sell for cash as they make their
rounds to supermarkets, small groceries, hospitals, restaurants, factory cafeterias, and hotels.

Do not carry irventory or handle the praduct. On recaiving an order, they select a manufacturer,
who ships the merchandise directly to the customer. The drop shipper assumes title and risk from
the time the order is accepted to its delivery to the customer. They operate in butk indisstries,
such as coal, lumber, and heavy equipment.

Serva grocery and drug retailers, mostly in nonfood items. They send delivery trucks to storas,
whara the delivery people set up toys, paperbacks, hardware items, health and beauty aids, or
other items. They price the goods, keep them fresh, set up point-of-purchase displays, and keep
inventory records. Rack jobbers retain title to the goods and bill the retailers only for the goods
sold ko consumers,

Are owned by farmer members and assembie farm praduce to sell in docal markets. The co-op's
profits are distributed fo members at the end of the year. They often attempt to improve product
quality and pramcte a co-op brand name, such as Sun Maid raisins, Sunkist sranges, or Diamond
walnuts,

Send catalogs to retail, industrial, and institutienal customers featuring jewelry, cosmetics,
specialty foods, and other small items. Maintain no cutside sates force. Main customers are
businesses in small cutlying areas. Orders are filled and sent by mail, truck, ar other
trangpartation.

Do not take title {0 goads. Main function 15 to facilitate buying and selling, for which they eamn a
commission on the selling price, Generally specialize by product tine or customer type.

Chief function is bringing buyers and seflers together and assisting in negotiation. They are paid
by the party who hired them and do not carry inventory, get involved in financing, or assume risk.
Examplas: food brakers, real estate brokers, insurance brokers, and security brokers.

Represent either buyers or sellers o & more permanent basis than brokers do. There are several
types:

Represent two or more manufacturers of complementary lines. A formal written agreement with
each manufacturer cavers pricing, territories, order handling, delivery service and warranties, and
commission rates. Often used in such Yines as apparel, furniture, and electrical goods. Most
manufacturars’ agents are small businesses, with only a few skilled salespecple as employees.
They are hired by small manufacturers whe cannat affard their own field sales forces and by large
manufacturers wha use agents ta open new territories or ta cover territories that cannot support
ful-time salespeopie.
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TABLE 13.3 wajor Types of Wholesalers— continued

Type

FE———

Selling agents

Furchasing agents

i

Commission mercharnts

Manufacturers' and retaifors’
hrarches and offices

Sates branches and offices

Furchasing officars

Broker

& wholesaler who does nci
take ttle to poods and whose
function is to bring buyers
and sellers together and
assist in negotiation,

Agent

A wholesaler wha represents
Jlyers orsellers on a
relatively permanent basts,
performs anly a few
functions, and does not iake
title to goods.

Manufactuirers’ sales
branches and offices
Wholesaling by seilers or
buyers themselves rather
than through independent
wholasaigrs.

Desgription

Have contractual authority to sell a manufacturer's entire autput. The manufacturer either is not
interested in the sefling function or feels unqualified. The selting agent serves as a sales
department and has significant influence over prices, terms, and canditieas of sale, Found in
product areas such as textiles, industrial machinery and equipment, coal and eake, chemicals,
and metals.

Generally have a long-term relationship with buyers and make purchases for them, oiten
receiving, inspecting, warehousing, and shipping the merchandise to the buyers, They provide
helpful market information to clients and help them cbtain the bast gands and prices available.

Take physical possession of products and negottate sales. Normally, they are not employed on a
leng-term basis. Used most often in agricultural marketing by farmers who da not want to zeli
their own output and do not belong to producers’ cooperatives. The eammission merchant takes a
truckioad of commedities to a central market, sells it far the best price, deducts a commission
and expensas, and remits the balance to the producers.

Wholesaling operations canducted by sellers ar buyers themselves rather than through
independent wholesalers. Separate branches and offices can ba dedicated to either sales or
purchasing.

et up by manufacturers to fmprave inventary control, salting, and promotion, Sales Branches
carry inventary and are found in industries such as lumber and automotive equipment and parts.
Sakes offfees do not carry inventory and are maost prominent in dry-gaods and notions industries.

Perform a role simiar io that of brokers or apgents but are part of the buyer's organization. Many
retailers set up purchasing offices in maior market centers such as New York and Chicago.

types of limited-service wholesalers perform varied specialized functions in the distribution
channel.

Brokers and agenis differ from merchant wholesalers in two ways: They do not take Litle
ta gouds, and they perform anly a few functions. Like mevchant wholesalers, they generally
specialize by product line or customer type. A broker brings buyers and sellers together and
agsists in negolistion. Agents represent buyers or sellers un @ more permanent basis.
Manufacturers’ agents (also called manufaciurers’ representatives) are the most comnon
type of agent wholesaler, The third major type of wholesaling is that dune in manufactarvers’
sales branches and coffices hy seliers or buyers themselves rather than through independent
wholesalers.

Wholesaler Marketing Decisions

Wholesalers now face growing compelitive pressures, more demanding customers, new
technologies, and more direct-buying programs on the part of large industrial, institutional,
and retail buyers. As a result, they have laken a fresh lock at their marketing strategies. As
with. retailers, their marketing decisions include choices of target markets, positioning, and
the marketing mix—product assortments and services, price, promotion, and place {see
Figure 13.2),

Target Market and Positioning Decision

Like retailers, wholesalers must define their target markets and position themselves effectivel y—
they cannot serve sveryone. They can choose a target group by size of customer {only large retail-
ers), type of customer {convenience stores only), need for service {custormers who need cradit), or
other factors. Within the target group, they can identify the more profitable customers, design
stronger offers, and huild better relationships with them, They can propoese automatic reordering
systerns, set Up management-training and advising syslems, or even sponsor a voluntary chain.
They can discourage less profitable customers by requiring larger orders or adding servics charges
to smaller cnes.
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FIGURE 13.2
Wholesaler marketing
decisions

Marketing Mix Decigiong

Like retailers, wholesalers must decide on preduct assortment and services, prices, promo-
tion, and place. The wholesaler’s “product” is the assortment of preducts and services that it
offers. Wholesalars are under great pressure to carry a full line and to stock enough for imme-
diate delivery. Bul Lis practice can damage profits. Wholesalers today are cutting down on
the number of lines they carry, chaosing to carry only the more profitable ones. Wholesalers
are afso rethinking which services count maost in building strong customer relationships and
which should be dropped or charged for. The key is to find the mix of services most valired by
their target customess,

Frive is also an imporlant wholesaler decision. Whalesalars usually mark up the cost of
goods by a standard percentage—say, 20 percent. Expenses may run 17 percent of the pross
margin, leaving a profit margin of 3 percent. In grocery wholesaling. the average profit margin
is aften less than 2 percent. Whaolesalers are trying new pricing approaches. They may cut
their margin on some lines in order Lo win imporlant new custumers. They may ask supplisrs
for specisl price breaks when they can turn them into an increase in the supplier's sales.

Although promotion can be critical to wholesaler success, most wholesalers are nol pro-
motion minded. Their use of wade advertising, sales promotion, persoual selling, and public
relations is largely scattered and unplanned. Many are behind the times in personal selling-.
they stil} see selling as a sinple salesperson talking to a single customer instead of as a team
affort to sell, huild, and service major aceounts. Wholesalers also need to adopt some of the
nenpersonal promotion techniques used by retailers. They need to develop an overal! promo-
tion strategy and to make greator use of supplier promotion materials and programs. _

Finally, place is important—whalesalers must choose their locations, facilities, and Web
localions carofully. Wholesalers typically locale in low-rent, luw-tax areas and tend lo invest lit-
tie money in their huildings, equipment, and systems. As a result, their materials-handling and
order-processing systems are often ouldaied. In recent years, huwever, large and progressive
wholesalars are reacting to rising costs by investing in automated warehouses and online ordar-
ing systems, Orders are fed from the retailer’s system directly into the wholesaler's computer,
and tha items are picked up by wechanical devices and automatically taken to a shipping plat-
form where they are assembled. Mast large wholesalers are using technology to carry out
accounting, billing, inventory control, and forecasting. Modern wholesalers are adapting their
services to the needs of target customers and finding cost-reducing methods of doing business.

Trends in Wholesaling

Today's wholesalers face consideroble challenges. The industry remains vulnerable to one of
the most enduring trends of the last decade—fierce resistance to price increases and the win-
nowing out of suppliers who are not adding value based on cost and quality. Progressive
wholesalers constantly watch for better ways to meel the changing needs of their suppliers
and target customers. They recognize that, in the long run, their only reason for exislence
comes from adding value by increasing the efficiency and effectiveness of the entire market-
ing channsl. For example, Grainger succeeds by making life easier and more efficient for the
commercial and institutional buyers and sellers it serves:

Bevond making it casier for customers to find the products they need, Grainger also
helps themn streamline their acquisition processes. Fur most companies, acquiring MRO
supplies is a very costly process. In fact, 40 percent of the cost of MRO suppliss stems
from the purchase process, including finding a supplier, negotiating the best deal, plac-
ing the order, receiving the urder, and paying the invoice. Grainger constautly seeks
ways to teduce the casts associated with MRO suppliss acquisition, both internally and
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externally. One company found that working with Grainger cut MRO requisition time
by more thas 60 parcent; lead times went from days to hours. Its supply chain dropped
from 12,000 suppliers to 560—sipgnificantly reducing expenses. Similarly, a large timber
and paper-products company has come to appreciate Grainger’s selection and stream-
lined ordering process. It orders two-thirds of its supplies from Grainger's Web site af an
anyual acquisition cost of only $300,000. By comparison, for the remainder of its needs,
this company deals with more than 1,300 small distributors at an acquisition cost of
$2.4 million each year—eight times the cost of dealing with Grainger for half of the vol-
ume. The company is now locking for ways to buy all of its MRO supplies from
Grainger. As cne Grainger branch manager puis it, “If we don't save [customers] time
and money every time they come [to us], they won't come back.™

McKesson, the nation’s leading wholesaler of pharmaceuticals, health and beauty care,
home health care, and medical supply and equipment products, provides ancther example of
progressive, value-adding wholesaling. To survive, McKesson has te remain more cost effec-
tive than manufacturers’ sales branches. Thus, the company bas built efficient autornated
warehouses, established direct computer links with drug manufacturers, and set up extensive
online supply-management and accounts-receivable systems for customers. It offers retail
pharmacists a wide range of online resources, inchiding supply-management assistance, cata-
log searches, real-time order tracking, and an account-management system. It has also created
solutions such as automated pharmaceutical-dispensing machines that assist pharmacists by
reducing costs and improving accuracy. :

Ratailers nan even use the McKesson system to maintain medical profiles on their cus-
tamers. McKesson's medical-surgical supply and equipment customers receive a rich assortment
of anline solntions and supply-management tools, including an online order-roanagement sys-
tem and real-dme information on products and pricing, inventory availability, and erder status.
Accurding to McKesson, it adds value in the channel by providing “supply, information, and
health-care-management products and sorvices designed to reduce costs and improve quality
across health care 34

The distinction between large retailers and large wholesalers continues to biur. Many
retailers now operate formats such as wholesale clubs and hypermarkets that perform many
wholesale functions. In return, many large wholesalers are setting up their own retailing oper-
ations. Far example, until recently, SuperValu was classified as a {food wholesaler, with a
majority of its business derived from supplying grocery producls lo independent grocery
retailers. However, aver the past decade, SuperValu has started or acquired several retail food
chaing of its cwn—including Albertsons, Jewel-Osco, Save-A-Lot, Cub Foods, and others—ta
bacome the nation’s third-largest food retailer. Thus, even though it remains the couniry’s
largest food wholesaler, because 80 percent of jts 344 billion in sales come from retailing,
SuperValu is now classified as a retailer.%%

Wholesalers will continue to increase the services they provide to retailers—retail pricing,
cooperative advertising, marketing and management information reports, accounting services,
online fransactions, and others. Rising costs on the one hand, and the demand for increased
services on the other, will put the squeeze on wholesaler profits. Wholesalers who do not find
efficient ways to deliver value to their customers will soon drop by the wayside. However, the
increased use of computerized, automated, and Web-based systems wili help wholesalers Lo
contain the costs of ordering, shipping, and inventory holding, boosting their productivity.

Finally, facing slow growth in their domestic narkets and such developments as the North
Armnerican Free Trade Agreement, many lurge wholesalers are now going global. For example,
in 1991, McKssson bought out its Canadian partner, Provigo. The company now receives about
3 percent of its total revenues from Canada. Its Information Solutions group operates widely
throughout North America, the United Kingdom, and other European countries.

= Beviewing the Concepts

In this chapter, we looked at the nature and importance of retailing, major
types of retailers, the decisions retailers make, and the future of retailing.
We then examined fhese same topics for whelesalers.

1. Explain the rales of retailers and wholesalers in the disteibotion chanael.
Retailing and whofesaling corsist of many organizations bringing
goods gnd services from the point of production to the poirt of use.
Retaifing includes ali activities involved in seilng goods or services

directly to final consumers for their persanal, nanbusiness use.
Whalasaling includes all the activities involved in selfing goods ar ser-
vices 1o thase wha zre buying for the purpose of resale or for business
use, Wholesalers perform many functions, including safling and pro-
maling. buying ang assortment building, bulk breaking, warehousing,
transporting, financing, risk bearing, supplying market informaticn,
and praviding managerment services and advice.



2. Desciibe the major types af retailets and give examples of each.

Retail steras, come in all shapes and aizes, and few retail types ksep
emerging. Stare retailers can te classified by the amount of senvce
thay provide (self-service, limited service, or full service), product jine
sofd {spacialty siores, department siofes, supermarkels, convenience
stores, superstores, and service husinesses), and relafive prices {dis-
count stares and ci-price retdiless), Today, many relailers are banding
together in carpovate and contractual retal organizations {corporate
chains, valuntary chains ard retailer cooperatives, franchise arganiza-
tizns, aad merchandising conglomeratas),

[
¥

Describe the major types of whelesalers and give examples of each.

Wholesalers fall into three groups. First, merchant wholesalers take
possession of ihe goods. They include fuil-service wholesalers
fwholesale merchants, industrial distributorsy snd Smited-sarvice
wholesalers (cash-and-carry wholesalers, truck whalesalers, drop
shippers, rack jobbers, producers' conperatwves, and mail-order

Heviewing the Key Terms

Agent 388 Factary outlet 371

Broker 323 Franchise 373

Category killer 369 Indepandent cif-price retailer
Chan stores 372 371

Convenience stare 388 Manufacturers' sales branches
Deparimznt store 368 and offices 388

Discount siore 370 lMerchant wholesaler 326

== Discussing the Concepls

1. Why have warehouse clubs grown i popularity over the past sev-
eral years?

2. Describe the similarties and differences befween corporate chain
stares and franchise erganizations.

3. Expiain why it & important for retailers to define their target markets
artd 1o decide how they will position themseives in these markats, Give
an example of a national specialty retsiier that has done this well,

= Applying the Concepts

1. Choose three retailees that you by fram often. Classify thesa retail-
ars in terms of the characterstics presented in the chapier. MNext,
use Table 13.1 to categorize cach retailer.

2. Jordan's Furniture differentiates itself through its store atmosphere.
Wisit it on the Wabt at www jordans.com and take a virtual taur of its

=9 Foous on Technology

Imaging having a friend who halps you with your grocery shopping by
reminding vou atout how much vou have spent, wiat you usually pur-
chase, and what's an sale this week ihat you have purchased in e past.
Ston & Shap Supermarket Company, the largest food retailer in MNew
Englarg, witl soon introduce the Shopping SBuddy. According to the cam-
pany, “Shopping Buddy can bely vou organize your shopping trip and
save morey! The Shopping Buddy is & small isblet that vou activate with
your Stop & Shop card. Orce activated, the Shopping Buddy displays
yeur persenal savings coupons and shopping history by aisle, tased on
your Incation, It's easy io see the things that you nermally buy that are an
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whalesalers), Second, brokers and agents do not take sossession
of the goods but are 0aid a commission for aiding buying and sell-
ing. Finally, manufacturers’ saies branches and offices are whole-
saling operations conducted by nonwholeszlers to bypass the
wiolesalers.

4, Exglain the marketing decisions facing retailess and whoiesalars.
Each retailer must make decisions aboui its target markets and
positioning, product assasttment and services, price, promation,
and place. Retallers rized to choose target markets carefully and
pasition themseives strorgly. Today, whalesaling is holding iis own
in the econonty. Progressive wholasalers are adzapting iheir services
to the needs of terget customers and are seeking cost-reducing
methods of doing Dusiness. Faced with slow growth in their domes-
lic markets and deveslopments such as the Morth American Free
Trade Agreerment, many large whalesalers arz also now going
glokal.

Offprice reiziler 370 Warehouse club 372
Retailer 367 Wheel-of-refailing concepl 381
Retailing 367 Whalesaler 385

Shopping center 380 Wholesaling 385

Specialty store 368
Supermarkst 368
Superstore 369

4. What is the wheet-of-retailing concept? Does it apply to anline
redailing?

5. What is retzil canvergence? Mow kas it halpad ar harmead smalt
retailars?

6. What is the primary challenge facing a whalesaier who wishes (o
remain a viable part of the markesing charnel? Explain.

Meatick store. Does Jordaa’s Furniture do a good job of differentiating
itself?

3. Suppose thai you are a manufacturer's agent for three lines of com-
plementary womsn's apparel. Discuss what types of marketing mix
decisions you will be making.

sale in each aisle. You can also use Buddy to keep a running total of
today's purchases. order deli without waiting in line, and scan and bag
your fiems as you shop for quick checkout,” Stop & Shop will soon be
testing this new teckrology in 20 of its 360 stores.
1. What advaniages daes Stop & Shon gain Gy offering this technology?
2. What do you think of the Shopping Buddy cencept? Would you use
this technclogy?
3. Visit Btap & Shop at wanwstepsndshop.com. What other services daes
this retuiler offer that differentiate its store from competitors' stores?
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== Tocus o1l mthics

Purckase a felevision, computar, or other electrenic device and you are
bound 1o be asked whether you wolld ke to plrchase a service cantract,
Most large eleciranics refaliers carefully train their salespeople and
cashiers ta ask this important guestion. In fact, some remilers urgs fhesr
salespeople to cxeri strong sales pressure o sell hese contracis. 1¥'s no
woncear, because service condracts provide estremely high profits for the
retaifers, several times the profit margins reslized from the squipment you
are purchasing, But do you know when 1o say yes and when to passcna
contrac:? Most consumers are confused: and will Buy the contract
ecause the orice seems low in camparison to the price of that new

tn 2003, Dan Wales and Matt Lenncx opened thair first Welfbeing restay-
rant. Their goal was o offer consemers a reatthy aliernative 1o fypical
fast-food options. Working with fresh ingredients, bright and open stores,
ang a wall-crafted, healthy menu, the new chain offersd something new.
“There ara faw traly healthy fast-faod chaing,” says Wales. “"People have
heen desperate for heaithy apticns.” So it came as no surprise that cus-
tamers respanded with entrusiasm to Welibeing's new choices 2s they
gabbied up sandwiches, salads, soups, juices, smaathies, and fruit sal-
ads. |n only a few vears, the chain has expanded to 18 stores and expects
to nearly double that number it the raxt Wwo years.
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plasma television, Experis, such as those at Conscmer Reports, generally
recomimend that buyers pass on these contracts. With increased product
relizhility and decreasing orices that make replacement more reasonshble,
such cartracts are raraly worth the price. If most ¢onsumers do rot need
them, showid retailers cortinue to offer and promote them?

1. Is it ethical for retaiiers to affer and strongly promate service contracks?
2. When snowid you purchase a service contract?

3, Why do retailers continue to offer these contracts, even under criti-
cism from custormer advacasy groups?

After viewing the video featuring Wellbeing, answer the following
qQuestions aboui retaling and wholesaling,

1. Categorize Wellbeing sccording to the four characteristics of retail-
ers discussed in the chapter.

2. How is Wellteing positioned in the markefplace? Which cansurmers
does the chain targat? Are its product assortment, oricing, promatiar,
and ptace decisions conststert with this tergeting and positioning?

3. Which fread affecting the future of retailing do yoa think will most
impagt Wellbeing in the coming years?

After years of marketing consumer products fur both: Procter
& Gamble and Kraft Foods, Andrew Parkinson was ready for
a change. His brother Thomas, who owned a software com-
pany, was also ready for something new. The two decided to
partner and emter the online grocery business. Given that
the Internet grocery business has produced a high number
of casualties, it may seem that venture was a suicide mis-
sion. But this cyse is very different from that of other online
grocery companics. Andrew and Thomas Parkinson made
their decision to stast a company selling groceries online in
1989, years before the Internet and the World Wide Web
watld become available to the public. Today, not only is
their company, Peapod LLG, still in business, it is the leader
in online grocery retailing. '

FROM IDEA TO REALITY
For decades, the retail grocery industry has heen charac-

-terized by flerce competition, low margins, and powerful.

chains. In the late 1980s, most of these chains differenti-
ated themselves based on price. But the Parkinson broth-

ers perceived a niche that was not being satisfied by gro-
cers. In the early 1900s, the most common way to purchase
groceries was through a full-service neighborhood grocer.
However, nat since the industry made the shift to the
mare-familiar supermarket format has a grocery chain

-focused on differentiation through full service. The
Parkinsen brothers not only saw this as an opportunity,
they wanted to take the service concept further than it had
ever been taken. Their vision included giving customers
the ability to place orders fiom their homes at any hour of
the day, have the orders hand assembled and then have
thein delivered to customers’ homes, even to be placed on
the kitchen counter if desired.

Aspiring to succeed in the ounline grocery business in
1989 was indeed a pioneering venture. At thai time, the
general public had na concept of online communications.
Feapod had to supply custorners with a modem and soft-
ware that would allow their home PCs to dial in and com-
municate with the company system. Given that most cus--
tomers had never used 2 modem, they had to be taught how



tn do that as well. In the first fow years of operations,
Peapod focused exclusively on the metro Chicago area.
Andrew and Thomas took care of all the aspects of running
the husiness, from selling the service to packing orders and
delivering themn in their owm cars.

From the beginning, Andrew and Thomas settled on a
concept that would serve as the foundation for their busi-
ness model: partnering with existing grocery chains. Rather
than trying to tackle the challenges of online order fuliill-
ment along with those of starting a fresstanding grocery
chain, it was clear to them that it would be better to serve as
the order and delivery service for existing chains. In
Chicagoe in the early 1990s, they partnerad with Jewel Food
Stores. As Peapod grew, they partnered with Sufeway in San
Francisco, Kroger in Columbus, and Stop & Shop in Roston.
In 2001, Netherlands-based Royal Ahold, the parenl com-
pany of Stop & Shop, purchased all existing shares of
Peapod, making it a wholly owned subsidiary. This not only
provided capital, it created a direct partnership with Stop &
Shop and Giant, another Royal Ahald grocery chain on the
gast coast.

As of 20086, Peapod has delivered more than eight mil-
lion orders to over 240,000 customers. It curreutly BEIVES
the Chicago area as well as east coast metropolitan markets
where Stop & Shop and Giant have a presence. The online
grocer assembles orders in one of two 75,000-square-[ool
warehouses, and in more than a dozen 7,500-square-foot
“warerooms” located adjacent to partner stores. Although
Peapod is [ar from providing service on a national level, the
company covers 1,500 wip codss coniaining almost
13,000,000 households, Peapod has grown conservatively,
vat it has averaged 25 percent annual revenue increases, a
phenomenal feat in an industry characlerized by single-
digit growth ratas.

PROVIDING CUSTOMER VALUE BY QYERCCOMING
MNEGATIVE PERCEPTIONS

Customers most commonly cite convenience as Lheir rea-
san for purchasing grocories online. Many find the bensfit
of grocery shopping at any hour of the day from the comfort
of home or the office very motivaiing. Yet many potential
customers perceive numerous disadvantages that prevent
them from ever tryving online grocery services. The
Parkinson brothers have always focused on providing cus-
tomer value by addressing the following commanly per-
ceived disadvantages,

Ordering an the Web fs too complex and time consum-
ing. Retail experts have widely recognized that the
Internet is not well suited to shopping for and purchasing
low-dollar, roulinely purchased consumables. If it takes
customers 30 minutes online to find the type and brand of
bread, mill, cheese, and apples they want, they might as
well just stop by the stors on the way home from work.

The basic Peapod system requires an initial account
setup that includes establishing a shopping list of com-
monly purchased items. Given that most people buy many
of the same items regularly, this Hst becomes the basis for

sach order. The customer’s core list is flexible to additions
and deletions. As customers purchase new iftewms, the
Peapod systemn remembars those items and makes them
available for future purchases without searching. Being able
to quickly find an item through 1 kevword search can be
much easier than trying to locate the same item in the aisles
of a grocary store.

Finding new items is enbhanced by Express Shop. This
teature lets shoppers jot down an entire list and then pro-
vides matching products instantly. Any resulting products
being compared can be sorted by price, nalritional sontent
{sodium, fat, carbs, etc.), or #ven best-seller status. In a sim-
ilar manner, shoppers can also personalize their lists
around dietary needs or recipe requirements. To keep
searching and browsing simple, Peapod offers a maximum
of 8,000 items, as upposed to the 20,000 to 40,000 itemns
available in the typical partner store.

People often do not know what they want until they
browse the store. Even as customers go to the store with
shopping lists, they often discover things as they walk the
aisles. The Peapad Web sile approximates jin-slore shopping
by letting the customer brnwse for products (n a traditional
procery store aisle format if they choose. Additionally, a
“"New Arrivals” icon highlights new products that cus-
tomers might not think of befare shapping. Shoppers can
also wasily find hundreds of weekly specials by clicking on
the “Specials” tab, ar by looking for red tags u normal
browsing.

The quality of the delivered products might not be as
geod. The vast majority of food purchased in grocery
stores iy prepackaged. However, a commonly cited rea-
son consumers give for not getting groceries online is
that an upknown, unseen person will select their pro-
duce, meats, and bakery items. EMarketing analyst
Thavid Berkowitz says, "People who go in and feel fruit
have no idea what they're doing, bul it's still so lmpor-
tant for them."”

However, Peapod believes that it can do a better job of
selecting foods and of transporting thuse foods in a way
that maximizes qualiiy. [t trains order assemblars so that
they know what to luok for in a piece of produce. “1 would
pick your fruit the way [ pick fruit for myself,” said one
trained shopper. Many cuslomers don’t stop 0 consider
that the interior of a car on a hot summer day can wreak
havec on fresh produce, dairy products, and frazen foods,
But Peapod equips its facilities and delivery vans with
multiple climate-controlled zones, so the rotisseric chivken
stays warm, the produce stays cool, and Lhe jce cream stays
rock hard.

Onldine groceries are too high priced. For the most part,
Peapod’s grocery prices match those found in partner storas.
Peapod adds a modast flat fee that covers the cost of deliv-
ery: $6.95 for orders greater than $100 and 59,95 for orders
between %50 and $100 (orders have a $50 minimum].
Moreover, Peapod offers easily located “jn-stare” specials,

{case contintes)
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and drivers accept all manufacturer coupons and credits
them te the next order.

Waiting to meet the delivery person is too inconvenient.
When considering Peapod’s delivery option, many potential
custorners envision spending hours “waiting for the cable
installer.” In actuality, customers can choose a two-hour
delivery window that is convenient for them. What's more,
they can place orders seven days a week, to be delivered as

soon as the next day or as far as two weeks ahead. For peo- |

ple living in high-rise apartments, orders can be left wilh
the doorman at any Hme.

THE COMPETITIVE LANDSCAPE

The first thing that cormes to mind when most people think
of unline grocerias is the string of high-profile dot-com fail-
ures of the late 1990s. The most notabls failure was Webvan
tn California. Despite its grandiose predictions, the com-
pany burned through $830 million in venture capital and
declared bankruptey in 2001, without ever turning a profit.
Experts now agree that Webvan grew too fast snd took on too
many of the dspects of the business without first establish-
ing a foundation.

Whereas examplss such as Wabvan have left most peo-
ple with the Impression that the Internet grocery business
failed completely, other companies have been slowly and
quietly expanding. Peapud’s growth model allowed the
company not only to achieve operational stability prior to
the dot-com blitz of online grocers but also to weather the
storm and emerge strong and profitable. Since the dot-
com busl, Peapod and others have gone quietly about
their business. The current list of notable online grocers
consists almost entirely of existing grocery chain compa-
nies that have ventured inte the online sector. The list
includes Safeway, Albertson’s, Pathmark, Shoprite,
Waldbaum's, Roche Bros., and Sam's Club, New York-
based Freshdirect.com is the only other online grocer
without a brick-and-mortar chain to have achieved a mea-
surable level of success.

Each of these companies has rolled out services on a
regiunal basis. The regions generally correspond to where
chains have a brick-apd-mortar presence. Companies are
also wisely expanding in urban areas that are densely popu-

lated with potential customers that fit the profile. That pro-

file is characterized by affluent, Internet-savvy, time-
pressed consumers. This incledes high-income househalds
that are also two-paycheck or single-parent households. As
a secondary market, people with physical disabilities are
attracted to grocery delivery service.

Because the existing Internet grocers serve only select
regional areas, they are often not in competition with each
other. The most notable competitors of Peapod are Safeway
in the Washington D.G./Baltimore area, Rochs Brous. in
Boston and Cape Cod; and Freshdirect.com in Westchester
County, New York. These compunies have many compara-
ble features. But sach company also has some points of dif-
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ferentiation. For example, Roche Bros. does not have a min-
imum order price, offers 20,000 items, and dges not allow
tipping {Peapod encourages it).

Thase points of differentiation don’t concern Peapod
much at this time. In any given market, Peapod faces at
most one other formidable competitar. And although some
experts have questioned whether or nol 4 single metro area
can support two major online grocers, Peapod believes
that there is plenty of business to go around. Addressing
the issue of competition, Peapod spokesperson Elana
Margolis is maore welcoming than concerned. "It validates
the service. People are recognizing what we've realized all
along, that people want options,” she says. “It's a hip
encugh market 1 think it can hold more than one grocery
delivery business.”

The industry is indeed growing. Whereas many local
chains have experienced varying degrees of success with
online sales, the major players are doing well. Accerding to
Jupiter Research analyst Patfi Freeman Evans, online gro-
cery sales reached 82.4 billion in 2004, just 0.4 percent of
the total 5570 hillion grocery market. However, by 2004,
overall online grocery sales ate expected to hit $6.5 bitlion.
Although that still represents only about 1 percent of the
total market, it amounts to an annual growth rate of 42 per-
cent, ag much as 10 times that of the everall industry.
Safeway expects that Internet sales could account for up te
3 percent of its total sales within a few years, without signif-
icant cannibalization.

If the past is any predictor of success, Peapod has a
bright future. However, as overall sales for online grocers
continue to grow, Peapod and its competitors will likely
find emerging challenges. According to Glaes ¥Fornell, a pro-
fessor of business at the University of Michigan, “more
Internet shopping options have given consumers the upper
head in brick-and-moster retail stores. [Consumers] are
more powerful relative to the seller than they ever have
heen in the past. There is more pressure on the company to
try to satisfy the customer.” As Peapod continues to face the
challenges of growing its business today, it will likely deal
with a rising bar in the future.

Questiens for Discussion

1. Visit www Peapod.com and click on the “Groceries
for your home” link. Enter a Chicago-area zip code
(say 60602], and click un the “Learn More” arrow.
Compare the Peapod customer experience to a brick-
and-mortar grocery shopping experience. What hene-
fits can & customer receive by using Peapod? ¥What are
the disadvantages?

2. Using the various characteristics for classifying types of
retailers, develop a profile of Peapod.

3. Who does Peapcd target? How does it position itself in
this market? Does its marketing mix support this target-
ing and positicning?

Part 3 Designing a Customer-Driven Marketing Strategy and Integrated Marketing Mix



4. Apply the wheel-of-retailing concept to the entire gro-
cery industry, defining Peapod’s role.

5. What does the future hold for Peapod, in both the short
term and the long term? '

Source: Steve Adams, "Fresh Rivalry,” The Potriof Ledger,
October 24, 2005, p. 37; Dina ElBoghdady, “Safeway Rolls Out
Online Shopping,” Washington Post, September 19, 2005,

p. D01; Jen Haberkon, “Coing the Extra Sneile," Woshingfon
Times, November 16, 2005; Bruce Mohl. “Like Peaped, Roche
Bros. Now Alms to Deliver,” Boston Globe, October 23, 2005,
p. [1; Jason Straziuso, “ After Flashy Failures, Online Grogeries
Quietly Grow," www.con.com, May 19, 2004; and Eileen Guan,
“Ficking Up an Gaollno Grocery Order,” Well Street Journal,
April 6, 2008, p- 4. Also see “Company Information” at

wwww. peapod.cony/.
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