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         MANAGING RETAILING, WHOLESALING, AND LOGISTICS 
Retailing 

Retailing includes all the activities involved in selling goods or services directly to final consumers for personal, nonbusiness use. A retailer or retail store is any business enterprise whose sales volume comes primarily from retailing. 

Types of Retailers 

Consumers today can shop for goods and services in a wide variety of retail organizations. There are store retailers, nonstore retailers, and retail organizations. Perhaps the best-known type of retailer is the department store. Retail-store types pass through stages of growth and decline that can be described as the retail life cycle. The most important retail-store types are described in Table 16.1.  

Specialty store: Narrow product line. Athlete's Foot, Tall Men, The Limited, The Body Shop. 

Department store: Several product lines. Sears, JCPenney, Nordstrom, Bloomingdale's. 

Supermarket: Large, low-cost, low-margin, high-volume, self-service store designed to meet total needs for food and household products. Kroger, Jewel, Food Emporium. 

Convenience store: Small store in residential area, often open 24/7, limited line of high-turnover convenience products plus takeout. 7-Eleven, Circle K. 

Discount store: Standard or specialty merchandise; low-price, low-margin, high-volume stores. Wal-Mart, Kmart, Circuit City, Crown Bookstores. 

- Off price retailer: Leftover goods, overruns, irregular merchandise sold at less than retail. Factory outlets, independent off-price retailers. Filene's Basement, T.J. Maxx, warehouse clubs Sam's Clubs, Price-Costco, BJ's Wholesale. 

Superstore: Huge selling space, routinely purchased food and household items, plus services (laundry, shoe repair, dry cleaning, check cashing). Category killer (deep assortment in one category) such as Petsmart, Staples, Home Depot; combination store such as Jewel, Osco; hypermarket (huge stores that combine supermarket, discount, and warehouse retailing), such as Carrefour in France, Pyrca in Spain, and Meijer's in the Netherlands. 

Catalog showroom: Broad selection of high-markup, fast-moving, brand-name goods sold by catalog at discount. Customers pick up merchandise at the store. Inside Edge Ski and Bike. 

TABLE 16.1 

Retailers can position themselves as offering one of four levels of service: 

1. Self-service - Self-service is the cornerstone of all discount operations. Many customers are willing to carry out their own locate-compare-select process to save money. 

2. Self-selection - Customers find their own goods, although they can ask for assistance. 

3. Limited service - These retailers carry more shopping goods, and customers need more information and assistance. The stores also offer services (such as credit and merchandise-return privileges). 

4. Full service - Salespeople are ready to assist in every phase of the locate-compare-select process. 

By combining these different service levels with different assortment breadths, we can distinguish the four broad positioning strategies available to retailers : 
1. Bloomingdale's - Stores that feature a broad product assortment and high value added. Stores in this quadrant pay close attention to store design, product quality, service, and image. Their profit margin is high, and if they are fortunate enough to have high volume, they will be very profitable. 

2. Tiffany - Stores that feature a narrow product assortment and high value added. Such stores cultivate an exclusive image and tend to operate on a high margin and low volume. 

3. Sunglass Hut -Stores that feature a narrow line and low value added. Such stores keep their costs and prices low by centralizing buying, merchandising, advertising, and distribution.  
4. Wal-Mart-Stores that feature a broad line and low value added.  \

Nonstore retailing falls into four major categories: direct selling, direct marketing (which includes telemarketing and Internet selling), automatic vending, and buying services: 

1. Direct selling (also called multilevel selling, network marketing) is a $9 billion industry, with over 600 companies selling door-to-door or at home sales parties. Well-known in one-to-one selling are Avon, Electrolux, and Southwestern Company of Nashville (Bibles). 
2. Direct marketing has roots in direct-mail and catalog marketing (Lands' End, L.L. Bean); it includes telemarketing (1-800-FLOWERS), television direct-response marketing (Home Shopping Network, QVC), and electronic shopping (Amazon.com, Autobytel.com).

3. Automatic vending is used for a variety of merchandise, including impulse goods like cigarettes, soft drinks, coffee, candy, newspapers, magazines, and other products like hosiery, cosmetics, hot food, condoms, and paperbacks. Vending machines are found in factories, offices, large retail stores, gasoline stations, hotels, restaurants, and many other places. 

4. Buying service is a storeless retailer serving a specific clientele—usually employees of large organizations—who are entitled to buy from a list of retailers that have agreed to give discounts in return for membership. 

New Models for Success 

In the past, retailers held customers by offering convenient location, special or unique assortments of goods, greater or better services than competitors, and store credit cards. All of this has changed. Today, national brands such as Ralph Lauren Polo, Calvin Klein, and Levi's are found in department stores, in their own shops, in merchandise outlets, and in off-price discount stores. In their drive for volume, national-brand manufacturers have placed their branded goods everywhere. The result is that retail-store assortments have grown more alike.
Two models for department store success seem to be emerging: 
-Strong retail brand approach. 
In this type of department store, typified by Marks and Spencer in the United Kingdom and Kohl's in the United States, in-house brands feature strongly and managers take an active roll in choosing inventory. Kohl's and Marks and Spencer are more interested in promoting themselves as brands than promoting any particular brand within them.
-The showcase store. 
Typified by Galeries Lafayette in Paris and Selfridges in London, this type of store not only sells other people's brands but often gets the vendors of those brands to take responsibility for stock, staff, and even the selling space. 
In the pursuit of higher sales volume, retailers are studying their store environments for ways to improve the shopper experience. Paco Underhill, managing director of the retail consultant Envirosell Inc. offers the following advice for fine-tuning retail space in order to keep shoppers spending: 
Attract shoppers and keep them in the store

Honor the "transition zone 

Dont make them hunt 

Make merchandise available to the reach and touch
Man do not ask question 

Woman need space

Make checkout easy

	

	


PRODUCT ASSORTMENT The retailer's product assortment must match the target market's shopping expectations. The retailer has to decide on product-assortment breadth and depth. A restaurant can offer a narrow and shallow assortment (small lunch counters), a narrow and deep assortment (delicatessen), a broad and shallow assortment (cafeteria), or a broad and deep assortment (large restaurant).
The real challenge begins after defining the store's product assortment, and that is to develop a product-differentiation strategy. Here are some possibilities: 

· Feature exclusive national brands that are not available at competing retailers. Saks might get exclusive rights to carry the dresses of a well-known international designer. 

-Feature mostly private branded merchandise. Benetton and GAP design most of the clothes carried in their stores. Many supermarket and drug chains carry private branded merchandise. 

- Feature blockbuster distinctive merchandise events. Bloomingdale's will run month-long shows featuring the goods of another country, such as India or China, throughout the store. 

- Feature surprise or ever-changing merchandise. Off-price apparel retailer T.J. Maxx offers surprise assortments of distress merchandise (goods the owner must sell immediately because it needs cash), overstocks, and closeouts, totaling 10,000 new items each week. 

- Feature the latest or newest merchandise first. Hot Topic sells hip clothing and hard-to-find pop culture merchandise to teens, catching trends to launch new products in six to eight weeks, literally months before traditional competitors using off-shore suppliers.12 
- Offer merchandise customizing services. Harrod's of London will make custom-tailored suits, shirts, and ties for customers, in addition to ready-made menswear. 

- Offer a highly targeted assortment. Lane Bryant carries goods for the larger woman. Brookstone offers unusual tools and gadgets for the person who wants to shop in an "adult toy store. 

PROCUREMENT
Stores are using direct product profitability (DPP) to measure a product's handling costs (receiving, moving to storage, paperwork, selecting, checking, loading, and space cost) from the time it reaches the warehouse until a customer buys it in the retail store.
SERVICES AND STORE ATMOSPHERE The services mix is a key tool for differentiating one store from another. Retailers must decide on the services mix to offer customers: 

- Prepurchase services include accepting telephone and mail orders, advertising, window and interior display, fitting rooms, shopping hours, fashion shows, trade-ins. 

- Postpurchase services include shipping and delivery, gift wrapping, adjustments and returns, alterations and tailoring, installations, engraving. 

-Ancillary services include general information, check cashing, parking, restaurants, repairs, interior decorating, credit, rest rooms, baby-attendant service.  
STORE ACTIVITIES AND EXPERIENCES The growth of e-commcrce has forced traditional brick-and-mortar retailers to respond. In addition to their natural advantages, such as products that shoppers can actually see, touch, and test, real-life customer service, and no delivery lag time for small or medium-sized purchases, they also provide a shopping experience as a strong differentiator 

PRICE DECISION Prices are a key positioning factor and must be decided in relation to the target market, the product-and-service assortment mix, and the competition. All retailers would like to achieve high volumes and high gross margins. They would like high Turns x Earns, but the two usually do not go together. Most retailers fall into the high-markup, lower-volume group (fine specialty stores) or the low-markup, higher-volume group (mass merchandisers and discount stores). 
COMMUNICATION DECISION Retailers use a wide range of communication tools to generate traffic and purchases. They place ads, run special sales, issue money-saving coupons, and run frequent shopper-reward programs, in-store food sampling, and coupons on shelves or at checkout points. 

LOCATION DECISION Retailers are accustomed to saying that the three keys to success are "location, location, and location." Department store chains, oil companies, and fast-food franchisers exercise great care in selecting locations.Retailers can locate their stores in the central business district, a regional shopping center, a community shopping center, a shopping strip, or within a larger store:
- General business districts. This is the oldest and most heavily trafficked city area, often known as "downtown." Store and office rents are normally high. Most downtown areas were hit by a flight to the suburbs in the 1960s, resulting in deteriorated retailing facilities; but in the 1990s, a minor renaissance of interest in downtown apartments, stores, and restaurants began in many cities. 

- Regional shopping centers. These are large suburban malls containing 40 to 200 stores. They usually draw customers from a 5- to 20-mile radius. Typically, malls featured one or two nationally known anchor stores, such as JCPenney or Lord & Taylor, and a great number of smaller stores, many under franchise operation. The department store's role, however, is increasingly taken over by a combination of big box stores such as Petco, Circuit City, Bed Bath & Beyond.27 Malls are attractive because of generous parking, one-stop shopping, restaurants, and recreational facilities. Successful malls charge high rents and may get a share of stores' sales. 

- Community shopping centers. These are smaller malls with one anchor store and between 20 and 40 smaller stores. 

m Strip malls (also called shopping strips). These contain a cluster of stores, usually housed in one long building, serving a neighborhood's needs for groceries, hardware, laundry, shoe repair, and dry cleaning. They usually serve people within a 5- to 10-minute driving range. 

     - A location within a larger store. Certain well-known retailers—McDonald's,               Starbucks, Nathan's, Dunkin' Donuts—locate new, smaller units as concession space within larger stores or operations, such as airports, schools, or department stores. 

Private Labels
A growing trend and major marketing decision for retailers concerns private labels. A private label brand (also called reseller, store, house, or distributor brand) is one retailers and wholesalers develop. Retailers such as Benetton, The Body Shop, and Marks and Spencer carry mostly own-brand merchandise. In Britain, the largest food chains, Sainsbury and Tesco, sell 50 and 45 percent store-label goods, respectively. In the United States, store brands now account for one of every five items sold.
Indeed, private brands are rapidly gaining ascendance in a way that has manufacturers of name brands running scared. Consider the following:41 
- Wal-Mart's Ol'Roy dog food has surpassed Nestle's venerable Purina brand as the top-selling dog chow. 

- One in every two ceiling fans sold in the United States is from Home Depot and most of those are its own Hampton Bay brand. 

- Consumer Reports rated Winn-Dixie supermarket's chocolate ice cream ahead of brand name Breyer's. 

si Grocery giant Kroger cranks out 4,300 of its own label food and drink items from the 41 factories it owns and operates. 

The Private Label Threat 
In the confrontation between manufacturers' and private brands, retailers have many advantages and increasing market power. Because shelf space is scarce, many supermarkets now charge a slotting fee for accepting a new brand, to cover the cost of listing and stocking it. Retailers also charge for special display space and in-store advertising space. They typically give more prominent display to their own brands and make sure they are well stocked. Retailers are now building better quality into their store brands.
Wholesaling 

Wholesaling includes all the activities involved in selling goods or services to those who buy for resale or business use. Wholesaling excludes manufacturers and farmers because they are engaged primarily in production, and it excludes retailers. Wholesalers (also called distributors) differ from retailers in a number of ways.
In general, wholesalers are used when they are more efficient in performing one or more of the following functions: 

- Selling and promoting. Wholesalers' sales forces help manufacturers reach many small business customers at a relatively low cost. Wholesalers have more contacts, and often buyers trust wholesalers more than they trust a distant manufacturer. 

- Buying and assortment building. Wholesalers are able to select items and build the assortments their customers need, saving the customers considerable work. 

- Bulk breaking. Wholesalers achieve savings for their customers through buying in large carload lots and breaking the bulk into smaller units. 

- Warehousing. Wholesalers hold inventories, thereby reducing inventory costs and risks to suppliers and customers. 

- Transportation. Wholesalers can often provide quicker delivery to buyers because they are closer to the buyers. 

- Financing. Wholesalers finance customers by granting credit, and finance suppliers by ordering early and paying bills on time. 

      - Risk bearing. Wholesalers absorb some risk by taking title and bearing the cost of theft, damage, spoilage, and obsolescence. 

TARGET MARKET Wholesalers need to define their target markets. They can choose a target group of customers by size (only large retailers), type of customer (convenience food stores only), need for service (customers who need credit), or other criteria. Within the target group, they can identify the most profitable customers and design stronger offers to build better relationships with them. They can propose automatic reordering systems, set up management-training and advisory systems, and even sponsor a voluntary chain. They can discourage less profitable customers by requiring larger orders or adding surcharges to smaller ones. 

PRODUCT ASSORTMENT AND ! RVICES The wholesalers' "product" is their assortment. Wholesalers are under great pressure to carry a full line and maintain sufficient stock for immediate delivery, but the costs of carrying huge inventories can kill profits. Wholesalers today are reexamining how many lines to carry and are choosing to carry only the more profitable ones. They are also examining which services count most in building strong customer relationships and which ones should be dropped or charged for. The key is to find a distinct mix of services valued by their customers. 

•CISION Wholesalers usually mark up the cost of goods by a conventional percentage, say 20 percent, to cover their expenses. Expenses may run 17 percent of the gross margin, leaving a profit margin of approximately 3 percent. In grocery wholesaling, the average profit margin is often less than 2 percent. Wholesalers are beginning to experiment with new approaches to pricing. They might cut their margin on some lines in order to win important new customers. They will ask suppliers for a special price break when they can turn it into an opportunity to increase the supplier's sales. 

PROMOTION DECISION Wholesalers rely primarily on their sales force to achieve promotional objectives. Even here, most wholesalers see selling as a single salesperson talking to a single customer, instead of a team effort to sell, build, and service major accounts. Wholesalers would benefit from adopting some of the image-making techniques used by retailers. They need to develop an overall promotion strategy involving trade advertising, sales promotion, and publicity. They also need to make greater use of supplier promotion materials and programs. 

PLACE DECISION In the past, wholesalers were typically located in low-rent, low-tax areas and put little money into their physical setting and offices. Often the materials-handling systems and order-processing systems lagged behind the available technologies. Today, progressive wholesalers have been improving materials-handling procedures and costs by developing automated warehouses and improving their supply capabilities through advanced information systems.  

Market Logistics 
Physical distribution starts at the factory. Managers choose a set of warehouses (stocking points) and transportation carriers that will deliver the goods to final destinations in the desired time or at the lowest total cost. Physical distribution has now been expanded into the broader concept of supply chain management (SCM). 
Market logistics involves planning the infrastructure to meet demand, then implementing and controlling the physical flows of materials and final goods from points of origin to points of use, to meet customer requirements at a profit. 
Market logistics planning has four steps:

1. Deciding on the company's value proposition to its customers.
2. Deciding on the best channel design and network strategy for reaching the customers.  

3. Developing operational excellence in sales forecasting, warehouse management, transportation management, and materials management. 

4. Implementing the solution with the best information systems, equipment, policies, and procedures. 
Integrated Logistics Systems 
The market logistics task calls for integrated logistics systems (ILS), involving materials management, material flow systems, and physical distribution, abetted by information technology (IT). Third-party suppliers, such as FedEx Logistics Services or Ryder Integrated Logistics, often participate in designing or managing these systems. Volvo, working with FedEx, set up a warehouse in Memphis with a complete stock of truck parts.
Market-Logistics Objectives 
Many companies state their market-logistics objective as "getting the right goods to the right places at the right time for the least cost." Unfortunately, this objective provides little practical guidance. 
A company cannot achieve market-logistics efficiency by asking each market-logistics manager to minimize his or her own logistics costs. Market-logistics costs interact and are often negatively related. For example: 

• The traffic manager favors rail shipment over air shipment because rail costs less. However, because the railroads are slower, rail shipment ties up working capital longer, delays customer payment, and might cause customers to buy from competitors who offer faster service. 

s The shipping department uses cheap containers to minimize shipping costs. Cheaper containers lead to a higher rate of damaged goods and customer ill will. 

a The inventory manager favors low inventories. This increases stockouts, back orders, paperwork, special production runs, and high-cost, fast-freight shipments.
WAREHOUSING Every company has to store finished goods until they are sold, because production and consumption cycles rarely match. The storage function helps to smooth discrepancies between production and quantities desired by the market. The company must decide on the number of inventory stocking locations. The company might own private warehouses and also rent space in public warehouses. Storage warehouses store goods for moderate to long periods of time. Distribution warehouses receive goods from various company plants and suppliers and move them out as soon as possible. Automated warehouses employ advanced materials-handling systems under the control of a central computer.
Organizational Lessons 
Experience with market logistics has taught executives three major lessons: 

1. Companies should appoint a senior vice president of logistics to be the single point of contact for all logistical elements. This executive should be accountable for logistical performance on both cost and customer satisfaction criteria. 

2. The senior vice president of logistics should hold periodic meetings (weekly, biweekly) with sales and operations people to review inventory, operating costs, and customer service and satisfaction, as well as to consider market conditions and whether changes should be made in production schedules. 

3. New software and systems are the key to achieving competitively superior logistics performance in the future. 

