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CHAPTER 16

                                                   RETAILING

                                                               LINDELL’S NOTES

 (FINAL CHAPTER FOR EXAM TWO)

16-1    OVERVIEW
A.
Retailing encompasses those business activities involved with the sale of goods and services to the final consumer for personal, family, or household use. It is the final stage in a channel of distribution.

16-2    THE IMPORTANCE OF RETAILING
16-2a    RETAILING’S IMPACT ON THE ECONOMY
A.
Annual U.S. retail sales are $3.5 trillion. Wal-Mart is by far the largest retailer.

16-2b    RETAILING FUNCTIONS IN DISTRIBUTION
A.
Retailers generally perform these four functions:

1.
They engage in the sorting process by assembling an assortment of goods and services from a variety of suppliers and offering them for sale.

2.
They provide information to consumers. They also provide marketing research support to channel members.

3.
They store products, mark prices, place items on the selling floor, and otherwise handle products. They usually pay suppliers for items before selling them to final consumers.

4.
They facilitate and complete transactions.

B.
These functions are summarized in Figure 16-2.

16-2c    THE RELATIONSHIP OF RETAILERS AND SUPPLIERS
16-3    TYPES OF RETAILERS
A.
Retailers can be categorized by ownership, store strategy mix, and nonstore operations. See Figure 16-3. These classifications may overlap; that is, a retailer may be placed in more than one grouping.

16-3a    BY OWNERSHIP
A.
An independent retailer operates one outlet and offers personal service, a convenient location, and close customer contact. Independents account for almost 80 percent of all retailers. This is due to the easy entry into most fields of retailing.

B.
A retail chain involves common ownership of multiple retail outlets. It uses centralized purchasing and decision making, and can service a large, dispersed market. Chains operate 20 percent of all U.S. retail outlets, but account for 60+ percent of total retail store sales.

1.
About 40 U.S. chains have 1,000 or more units.

2.
The largest 100 chains generate one-third of U.S. store sales.

C.
Retail franchising is a contractual arrangement between a franchisor and a retail franchisee, which allows the franchisee to run a certain form of business under an established name and according to specific rules. It is a form of chain retailing that lets small businesspersons benefit from the experience, buying abilities, and name of a large multiunit retailer. Retail franchises annually account for $1 trillion in U.S. sales through 600,000 outlets.

D.
A leased department is a section of a retail store rented to an outside party. The lessee operates the department and pays rent. Leased departments generate $15 billion in annual sales.

E.
Table 16-1 compares the retail ownership forms.

16-3b    BY STORE STRATEGY MIX
A.
A retail store strategy mix is the combination of hours, location, assortment, service, advertising, prices, and other factors that retailers employ.

B.
A convenience store is usually a well-situated, food-oriented store with long hours and a limited number of items. Annual sales are $100 billion and they account for 7 to 8 percent of total grocery sales. 7-Eleven, Circle K, and Speedway SuperAmerica operate convenience stores.

C.
A conventional supermarket is a departmentalized food store with minimum annual sales of $2 million. It combines volume sales, self-service, low prices, impulse buying, and one-stop grocery shopping. Conventional supermarkets account for 43 percent of total U.S. supermarket sales (which exceed $375 billion) and nearly two-thirds of outlets. Kroger, Albertson’s, and Safeway are among the chains with conventional supermarkets.

D.
A food-based superstore is a diversified supermarket that sells a broad range of food and nonfood items (nonfood items account for 20 to 25 percent of store sales). Its average size (25,000 to 50,000 square feet) and average sales ($17 million) are about double those of conventional supermarkets. About 7,500 superstores account for one-third of all U.S. supermarket sales.

E.
A combination store combines food/grocery and general merchandise sales in one facility, with general merchandise providing 25 to 40 percent or more of sales. It occupies 30,000 to 100,000 square feet or more of space. A supercenter (known in Europe as a hypermarket) is a combination store that integrates an economy supermarket with a discount department store; it is usually between 75,000 and 150,000 square feet in size. Firms with combination stores are Wal-Mart, Fred Meyer, and France’s Carrefour. See Figure 16-4.

F.
A specialty store concentrates on one product line. It offers tailored assortments and appeals to shoppers interested in one product category. The total annual sales of the 20 largest U.S. specialty stores are $125 billion annually. They include Circuit City, Gap, and AutoZone.

G.
A category killer(BUSTER) is an especially large specialty store which features an enormous selection in its product category and relatively low prices. Consumers are drawn from wide geographic areas. Blockbuster, Sports Authority, Sam Goody, and Foot Locker are among the specialty chains largely based on the category-killer store concept. See Figure 16-5.

H.
A department store employs at least 50 people, with sales of apparel, household linens and textiles, furniture, home furnishings, appliances, and consumer electronics. It has separate departments for buying, promotion, service, and control. There are two types.

1. A traditional department store has the greatest assortment of any retailer, provides many customer services, is a fashion leader, and often serves as an anchor in a shopping district. Annual sales, including mail order, are $100 billion. Examples are Marshall Field’s, Macy’s, and Bloomingdale’s.

2. A full-line discount store has low prices, a broad product assortment, a lower-rent location, self-service, brand-name merchandise, wide aisles, shopping carts, and most merchandise displayed on the selling floor. U.S. discounters account for over $200 billion in annual sales. Together, Wal-Mart, Kmart, and Target account for three-quarters of all U.S. full-line discount store sales. See Figure 16-6.

I.
With a membership warehouse club, final consumers and businesses pay small yearly dues for the right to shop in a huge, austere warehouse. Products often are displayed in their original boxes, large sizes are stocked, and some product lines vary by time period. The annual revenues rose from $2.5 billion in 1985 to $25 billion in 2000. Lately, growth has slowed due to marketplace saturation and overexpansion. The two leading chains are Sam’s Club and Costco. These are both cash and carry wholesaling and retailing

J. Other forms of low-price retailing have also grown in recent years, particularly warehouse-style food stores, off-price specialty chains, discount drugstores, and factory outlets. Examples are Marshalls (an off-price apparel chain) and Tanger Outlets (operating shopping centers in 20 states).

K. Table 16-2 shows the differences between discount store and traditional department store strategies.

16-3c    BY NONSTORE OPERATIONS
A.
Nonstore retailing refers to retailers who do not utilize conventional store facilities. 

16-4    CONSIDERATIONS IN RETAIL PLANNING
A.
Store location is important because it helps determine the customer mix and competition and is inflexible.

B.
An isolated store is a freestanding retail outlet located on either a highway or side street. It has no adjacent competition, but must work hard to draw customers. Some Kmart and 
7-Eleven stores are isolated.

C.
An unplanned business district contains two or more stores located close to one another without the use of prior planning.

1.
A central business district (CBD) is the hub of retailing in a city and is synonymous with the term “downtown.” The area contains or is surrounded by commercial, employment, cultural, entertainment, and shopping facilities. It has at least one major department store and a broad grouping of specialty and convenience stores. CBDs are renovating to alleviate problems of congestion, inadequate parking, nonstandardized store hours, and crime.

2.
A secondary business district (SBD) is a shopping area bounded by the intersection of two major streets. There are generally several SBDs in a city. An SBD has at least one branch department store, a variety store, and several specialty stores.

3.
A neighborhood business district (NBD) satisfies the convenience-shopping and service needs of a neighborhood. The largest store is a supermarket, a large drugstore, or a variety store. An NBD is located on the major street in a residential area.

4.
A string is located along a street or highway and is usually composed of a small group of stores with similar or compatible product lines.

D.
A planned shopping center is centrally owned or managed and operated as an entity, ringed by parking, and based on balanced tenancy (which is matching the number and type of stores to the overall needs of the surrounding population). Planned centers account for 40 percent of total U.S. retail sales; unplanned business districts and isolated stores account for the remainder.

1.
A regional shopping center sells shopping goods to a widely dispersed market, has at least one or two department stores, and up to 100 or more smaller stores. It draws customers from 30 minutes driving time away. The largest U.S. regional center is Minnesota’s Mall of America.

2.
A community shopping center has a branch department store and/or large specialty store as its major retailer; it sells convenience and shopping items.

3.
A neighborhood shopping center sells mostly convenience items. Its largest store is a supermarket and/or drugstore.

E.
One of the biggest challenges facing retailers (discussed in Chapter 7) is moving to a bricks-and-clicks strategy, whereby firms operate traditional stores and Web sites. Coldwater Creek is a retailer that has done so.

16-4b    ATMOSPHERE
16-4c    SCRAMBLED MERCHANDISING
A.
Scrambled merchandising occurs if a retailer adds products or product lines that are unrelated to each other and the firm’s original business. Examples are supermarkets adding video rentals, department stores offering theater ticket services, restaurants carrying newspapers, and car washes stocking postcards. 

B.
There are several reasons for its popularity.

1.
It encourages one-stop shopping.

2.
Scrambled merchandise is often fast selling, generates store traffic, and yields high profit margins.

3.
Impulse purchasing is increased.

4.
Different target markets can be attracted.

5.
The effects of seasonality and competition may be lessened.

16-4d    THE WHEEL OF RETAILING
A.
According to the wheel of retailing, some retail innovators first appear as low-price operators with low profit-margin requirements and low costs. As time passes, the innovators upgrade product offerings, facilities, and services. This paves the way for new low-priced firms.

B.
Figure 16-9 shows the wheel in action.

C.
The best use of the wheel is in understanding that there can be distinct low-end, medium, and high-end strategies pursued by retailers.

16-4e    TECHNOLOGICAL ADVANCES
16-5    RECENT TRENDS IN RETAILING – we will take a visual tour of the St. Louis store and shopping center landscape as we wrap up this chapter.
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