Chapter 13 Retailing and Wholesaling
· Role of retailers in the distribution channel and the major types of retailers
· Major retailer marketing decisions
· Future of retailing
· Major types of wholesalers and their marketing decisions

Case involving Costco’s success in North America
Retailing
· Retailing - All activities involved in selling goods or services directly to final consumers for their person, nonbusiness use
· Done mainly by retailers – a business whose sales come primarily from retailing
· Many marketers embrace the concept of shopper marketing, the idea that the retail store itself is an important market medium
· Importance of the shopping process itself, emphasizing the importance of customer buying.
· Nonstore retailing has been growing much faster than store retailing
· Includes selling to final consumers through direct selling methods.

· Types of Retailers
· Categorized by the amount of service they offer, the breadth and depth of their product lines, the relative prices they charge, and how they are organized.
· Amount of Service
· 3 types of services: self service, limited service and full service
· Self service – basis of all discount operations (convenience goods and fast moving stores)
· Limited service – provide sales assistance since they carry goods where customers may need more information on (Bay)
· Full-service retailers – provide customer service in every phase (high end specialty stores i.e. Holt Renfrew)

· Product Line
· Classified by the length and breadth of their product assortments
· Specialty stores- carries a narrow product line with a deep assortment within that line
· Department stores – carries a wide variety of product lines where each line is in a separate department.
· Service is the key differentiating factor
· Strategy to adopt the use of store brands and single brand “designer shops” to compete with specialty stores (the Bay)
· Supermarkets – large. Low cost, low margin, high volume self service store that carries a wide variety of grocery and household products.
· Now facing slow sales growth because of the increase in competition from discount stores and slow population growth
· Convenience stores- small stores that carry a limited line of high turnover convenience goods
· Highly competitive and is facing many rapid changes
· Have been changing to upgrading facilities, making them modern and attractive
· Competition between them and supermarkets
· Only the strongest convenience chains and stores will continue to thrive
· Superstores – store much larger than a regular supermarket that offers a large assortment of routinely purchased food products, non-food items and services
· Loblaws, Costco, Walmart
· Category killers – giant specialty store that carries a very deep assortment of a particular line and is staffed by knowledgeable employees
· Service Retailers – a retailer whose product line is actually a service (hotels, airlines)

	Type
	Description
	Examples

	Specialty Stores
	Carry a narrow product line with a deep assortment such as apparel stores, sporting stores, and bookstores. A clothing store would be a single line store, a men’s clothing store would be a limited-line store and a men’s custom shirt store would be a super specialty store
	The Body Shop, Birks, Mountain Equipment, Running Room, Chapters Indigo, 

	Department Stores
	Carry several product lines – typically clothing, home furnishings and household goods – with each line operated as a separate department managed by specialist buyers or merchandisers
	Sears, The Bay

	Supermarkets
	Relatively large, low-cost, low-margin, high-volume, self-service operation designed to serve the customer’s total needs for grocery and household products
	Safeway Foods, Sobeys, Loblaws, Metro, Food Basics

	Convenience Stores
	Relatively small stores located near residential areas, open long hours seven days a week and carrying a limited line of high turn-over convenience products at slightly higher prices
	7-11, Mac’s, Couche-Tard. Husky Market

	Discount Stores
	Carry standard merchandise sold at lower prices with lower margins and higher volumes
	Zellers, Walmart, Spot Mart, Best Buy (specialty)

	Off-Price Retailers
	Sell merchandise bought at less-than-regular wholesale prices and sold at less than retail, often leftover gods, overruns and irregulars obtained at reduced price from manufacturers or retailers. These include factory outlets owned and operated by manufacturers, independent off price retailers owned and run by entrepreneurs or by divisions of larger retail corporations and warehouse clubs selling a limited selection of brand name groceries and other goods.
	Liz Claiborne, Winners, Costco

	Superstores
	Very large stores traditionally aimed at meeting consumers’ total needs for routinely purchased food and non-food items. Includes, supercentres, combined supermarket and discount stores and category killers, which carry a deep assortment in a particular category and have a knowledgeable staff
	Walmart Supercentre, Loblaw Superstores, Staples, Best Buy, Pet Smart (super centres)



· Relative Prices
· Retailers that feature low prices are discount stores and “off price” retailers
· Discount Stores – sells standard merchandise at lower prices by accepting lower margins and selling higher volume
· Past: cut expenses by offering few services and operated in places with low rent
· Now: improved store environments and increased services while keeping prices low through efficient operations i.e. Walmart
· Off-price retailer – retailer that buys at less-than-regular wholesale prices and sells at less than retail i.e. factory outlets, independents and warehouse clubs
· Ultralow-price, high-volume gap
· Independent off-price retailer – off price retailer that is either independently owned and run by smaller independents
· Normally owned by larger retail corporations i.e. Winners and Homesense, H&M
· Factory Outlets – off price retailing operation that is owned and operated by a manufacturer and that normally carries the manufacturer’s surplus, discontinued or irregular goods
· Warehouse clubs – off-price retailer that sells a limited selection of brand name, grocery items, appliances, clothing and a hodgepodge of other goods at deep discounts to members who pay annual membership fees. i.e. Costco

· Organizational Approach
· Major types of retail organizations: corporate chains, voluntary chains and retailer cooperatives, franchise organizations and merchandising conglomerates

	Type
	Description
	Examples

	Corporate Chain Store
	Two or more outlets that are commonly owned and controlled. Corporate chains appear in all types of retailing but they are strongest in department stores, food stores, drug stores, shoe stores and women’s clothing stores
	Sears, Loblaws, Shopper Drug Mart, Williams-Sonoma

	Voluntary Chain
	Wholesaler-sponsored group of independent retailers engaged in group buying and merchandising
	Independent Grocers Alliance, Western Auto, True Value Hardware

	Retailer Cooperative
	Group of independent retailers who set up a central buying organization and conduct joint promotion efforts
	True Value Hardware, credit unions

	Franchise organization
	Contractual association between a franchisor and franchisees. Franchise organizations are normally based on some unique product or service, on a method of doing business, or on a trade name, goodwill, or patent that the franchisor has developed
	McDonalds, Subway, Pizza Hut, Jiffy Lube, 7-11

	Merchandising Conglomerate
	A free-form corporation that combines several diversified retailing lines and forms under central ownership, along with some integration of their distribution and management functions
	Limited Brands



Retailer Marketing Decisions
· It is now hard for any one retailer to offer exclusive merchandise. There is little differentiation
· Department stores have decreased services and discounters have increased
· Customers have become more price sensitive and smarter
· Retailers face major marketing decisions about segmentation and targeting, store differentiation and positioning and the retail marketing mix.
Retailer Marketing Strategy:
 (
Retail Strategy
Retail Segmentation and targeting
Store differentiation and positioning
) (
Retail Marketing Mix
Product and service assortment
Retail Prices
Promotion
Distribution (location)
)






 (
Create value for targeted retail customers
)


· Segmentation, Targeting, Differentiation, and Positioning Decisions
· Retailers must first segment and define their target markets and then decide how they will differentiate and position themselves in these markets
· Cannot satisfy everyone
· Successful retailers define their target markets well and position themselves strongly
· Walmart – “Always low prices. Always”
· Good targeting and positioning is necessary to compete with big companies

· Product Assortment and Services Decision
· Retailers must decide on 3 major product variables: product assortment, services mix, and store atmosphere
· Product Assortment
· Should differentiate the retailer while matching target shoppers’ expectations. (store brands or national brands that competitors cannot hold)
· Can have blockbuster events, or offer surprise merchandise or by offering a highly targeted product assortment
· Services Mix
· Some retailers invite customers to ask questions or consult service reps 
· Store’s atmosphere
· An atmosphere that suits the target market i.e. Apple’s retail stores

· Price Decision
· A retailer’s price policy must fit its target market and positioning, product and service assortment and competition. 
· Most retailers seek either high mark-ups on lower volume (specialty stores) or low mark-ups on higher volume (mass merchandisers and discount stores)
· Retailers must decide on the extent on which they will use sales and other price promotions.
· Some don’t use any competing on product and service quality
· Others practice “high-low” pricing – charging higher prices everyday with some sales and promotions
· Others practice everyday low pricing with few sales

· Promotion Decision
· Retailers use any or all of the promotion tools – advertising, personal selling, sales promotion, public relations and direct marketing

· Place Decision
· Location is key to success
· Should be accessible to the target market in areas that are consistent with the retailer’s positioning
· Central business districts were the main form of retail cluster until the 1950s
· Shopping centre is a group of retail businesses planned, developed, owned and managed as a unit
· Regional shopping centre – largest and most dramatic shopping centre contains from 40-over 200 stores with 2 or more full line department store
· Community shopping centre contains between 15-40 retail stores
· Neighbourhood shopping centres or strip malls – 5-15 stores
· Movement towards environmentally friendly malls
· Movement towards power centres of huge unenclosed shopping centres consisting of a long strip of retail stores 
· Lifestyle centres are smaller malls with upscale stores, convenient locations and nonretail activities such as dining and a movie theatre
Feature of Retailing
· New Retail Forms and Shortening Retail Life Cycles
· The life cycle of retail forms is getting shorter
· Many retailing innovations are partially explained by the wheel of retailing concept
· Many new types of retailing forms begin as low-margin, low-price, low-status operations but later evolve into higher-priced, higher-service operations and eventually becoming like the conventional retailers they replaced
· Explains the initial success and later troubles of department stores, supermarkets and discount stores and the off price retailers.
· Growth of Nonstore Retailing
· Direct and online marketing are now the fastest growing forms of marketing
· Online shopping is huge
· 69% of shoppers research products online before making a purchase, 62% looks at peer reviews and 39% compares features and prices with outer retail outlets
· Customers are merging store and online outlets into a single shopping process

· Retail Convergence
· Retailers are increasingly selling the same products at the same prices to the same consumers in competition with a wider variety of other retailers
· There is a greater competition for retailers and greater difficulty in differentiating offerings
· Small stores with specialty merchandise niches or personal touch stores are thriving with their devoted customer base

· Rise of Megaretailers
· Mass merchandisers and specialty superstores and VMS and retail mergers and acquisitions have creataed a core of superpower megaretailers as seen in Canada
· Ability to squeeze out their smaller, weaker competitors
· Have shifted the balance of power between retailers and producers
· 
· Growing Importance of Retail Technology
· Become critically important as competitive tools
· IT technology for checkout scanning RFID inventory tracking, merchandise handling, information sharing and interacting with customers
· Retailing is concentrated in 10 major centres, Canadian retailers cannot achieve the economies of scale needed to support larger IT investments
· Online buying has helped – speed and convenience 
· Computer technology now in stores i.e. touch screen kiosks, customer loyalty cards

· Global Expansion of Major Retailers
· Strong brand positioning and unique formats are increasingly expanding and going to other countries to escape mature and saturated home markets
· Most North American retailers are significantly behind Europe and Asia in terms of global expansion
· Retail Stores as “Communities” or “Hangouts”
· A place to get together i.e. coffee shops, book stores
· Communities online i..e Virtual Museum of Canada
Wholesaling
· Wholesaling – all activities involved in selling goods and services to those buying for resale or business use
· Wholesalers are the firms that are engaged primarily in wholesaling activities
· Buy mostly from producers and sell mostly to retailers, industrial consumers and other wholesalers
· Most work behind the scenes, selling to other businesses
· Importance of wholesalers:
· Selling and promoting – helping manufacturers reach many small customers at a low cost
· Buying and assortment building – can select items and build assortments needed by their customers
· Bulk breaking – wholesalers save their customers money by buying in carload lots and breaking bulk
· Warehousing – hold inventories, thereby reducing inventory costs and risks of suppliers and customers
· Transportation – fast delivery to buyers because they are closer
· Financing – finance customers by giving credit and finance their suppliers by ordering early and paying bills on time
· Risk bearing – absorb risk by taking title and bearing the cost of theft, damage, spoilage and obsolescence
· Market information – give information to suppliers and customers about competitors, new products, and price developments
· Management services and advice – often help retailers train their sales clerks, improve store layouts and displays and set up accounting and inventory control systems

· Types of Wholesalers
· 3 major groups: merchant wholesalers, agents and brokers, and manufacturers’ sales branches and offices
· Merchant wholesalers – independently owned business that takes title to the merchandise it handles
· Includes full service wholesalers (full set of service) and limited service wholesalers (offer fewer services to their customers and suppliers
· Broker – brings buyers and sellers together and assists in negotiation
· Agents – represent buyers or sellers on a more permanent basis
· Manufacturers’ agents are the most common type
· Manufacturers’ sales branches and offices – wholesaling by sellers or buyers themselves rather than through independent wholesalers

· Wholesaler Marketing Decisions
· Segmentation, Targeting, Differentiation and Position Decisions
· Must segment and define their target markets and differentiate and position themselves effectively as they cannot serve everyone
· Can choose a target group by size of customer, type of customer, need for service or other factors
 (
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· Marketing Mix Decisions
· Must decide on product and service assortments, prices, promotion and place
· Add customer value through the products and services they offer
· They are cutting down on the number of lines and choosing to carry only the more profitable ones
· Price – markup normally by around 20% where expenses are around 17% of gross margin
· Sometimes cut margins to win important new customers
· Promotion – most are not too promotion minded
· Many are behind the times in personal selling .
· Need to adopt some of the nonpersonal promotion technique used by retailers and to develop an overall promotion strategy and make greater use of supplier promotion
· Distribution – must choose their locations and web locations wisely
· IT systems and automated warehouses are being invested in

· Trends in Wholesaling
· Fierce resistance to price increases and the sifting out of suppliers who are not adding value based on cost and quality
· Goal is to build value adding customer relationships
· McKesson needed to remain more cost effective than manufacturers’’ sales branches so it built efficient automated warehouses, established direct computer links with drug manufacturers and set up extensive online supply management and AR systems for customers
· Blur between larger retailers and large wholesalers:
· Retailers operate formats such as wholesale clubs and supercentres that perform wholesale functions
· Large wholesalers are setting up their own operations
· Wholesalers who don’t find efficient ways to deliver value will fail
· Facing slow growth in domestic markets, large wholesalers are going global
