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Preface

When the first edition of Principles of Retailing was written at the turn of the millennium,
the retail environment was very different from that of 2014. The economy was buoyant
with low inflation, strong economic growth and low unemployment. These healthy eco-
nomic indicators resulted in a boom for consumer goods, and retailers enjoyed a period of
rapid growth that would take many of them from small family-owned companies to large
public global corporations. By the end of the decade, however, the market environment had
changed. The collapse of the sub-prime mortgage market in the USA precipitated the
financial crisis of 2007/08 and plunged global markets into a recession from which
they are only now beginning to show signs of recovery. Ironically, much of customer
expenditure and retail growth were fuelled by debt and access to available credit predicated
on continuing economic growth. With low or no growth, high unemployment, inflation
well above wage rises and banks cautious in their lending, consumer confidence waned with
a change in spending patterns. Price/value for money became the focus of consumer
attention, although it should be noted that the boom in luxury goods consumption con-
tinued unabated after a minor dip in 2008/09. The rich apparently continue to spend while
others review their spending habits.

Retailers faced severe challenges in this new market environment and the period 2007
June 2014 saw 308 UK companies enter administration (Centre for Retail Research, 2014).
High-profile cases included Woolworths, Comet, HMV, Allied Carpets, JJB Sports and
Focus DIY. In the USA, the filing for bankruptcy of well-known retailers such as Circuit
City, A&P, Borders and Mervyns also highlighted problems facing many traditional retailers
which had already been facing competition initially from ‘big box’ formats, but now also
from online players, most notably Amazon. It is interesting to note that Amazon only
reported its first annual net profit in 2003, when this book was first published. This was
the beginning of online stability after the dot.com boom-and-bust period of the late 1990s
and early 2000s, when online sales did not reach 1 per cent even in receptive markets such
as the UK.

So at the time of the first edition of Principles of Retailing, most retailers’ strategies were
firmly focused on growth through the building of more stores, internationalizing formats
and establishing an online presence. The world’s two largest retailers, Walmart and Tesco,
only began their major international expansion in the 1990s, with Tesco laying the basic
foundations for its dominance in the online market in the UK and abroad in 1996. In the

UK the ‘race for space’ was a feature of the major grocers’ locational strategy as the best
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sites for large-scale formats were becoming scarce. With the changing market environment,
however, this strategy was flawed. The idea of ‘big box’ formats was to exploit the better
margins of a non-food offer but consumers increasingly began to shop online for such
goods. The beleaguered CEO of Tesco, Philip Clarke, prior to his removal in July 2014, had
commented that the company was the most competitive in online and convenience store
retailing but was hampered by its legacy of Tesco extra hypermarkets.

The post-financial crisis era has led retailers to review their strategies and reappraise
their capital investment plans. Most attention has centred upon the restructuring of their
organizations to accommodate omni-channel retail so that customers can shop anytime,
anywhere, receive deliveries and return goods to reception areas of their choice. The speed
of change has been dramatic, with most markets achieving double-digit growth figures in
terms of online sales and the UK share of sales rising from under 1 per cent to around 13
per cent since the first edition of this book was published. As sales migrated online, tradi-
tional store networks were scaled down to achieve a balanced portfolio of shopping options.
This has led to major problems for traditional shopping malls and high streets, where
vacancy rates have reached record levels.

Overseas markets were the engine for growth for the larger retailers in the 1990s/carly
2000s, with the big four — Walmart, Carrefour, Tesco and Ahold — reshaping the global
market. No sooner was the book published, than Ahold was involved in an accounting
scandal in the USA which ultimately led to a withdrawal from most of its overseas markets
apart from the USA and Europe. The other three companies have refocused their attention
on markets that offer best rates of return, especially as sharcholders have been concerned
about their relatively poor performance in their home markets.

It is clear from this brief preécis that much has changed over the last decade. However,
our ideals remain the same as before, in that “The challenge was to produce a book which
was readable to a wide audience, students and practitioners alike, but to have academic
authority based on the teaching and research experience of the authors’ (Preface to the
first edition). We have tried to keep as much of the underlying framework of the previous
edition as possible, but instead of having four main sections, we have streamlined this into
two parts: one on strategic direction, the first six chapters, followed by a further six
chapters on the supporting functions to implement strategies. The main change is the
reallocation of chapters on internationalization and e-commerce from the end of the pre-
vious edition under a section on ‘Managing the future to earlier in the new edition
(Chapters 5 and 6). The future is here and, as outlined above, internationalization and
online initiatives have been at the forefront of many retailers’ strategies.

The early chapters are similar to the previous edition, ‘The retail environment” has the
same structure but has been extensively updated to incorporate how the new economic
environment has impacted upon consumer attitudes, retailer responses and government
initiatives with regard to competition and land-use policies. Despite these changes, the
‘“Theories of retail change” chapter has had fewer amendments than most chapters, pri-
marily because cyclical, environmental and conflict theories remain the same; only the
examples need revision,

In the first edition we had a chapter on ‘Retail strategy’ followed in a different section by
‘The development of retail marketing’; these two chapters have been incorporated into two
new chapters: ‘Strategic retail marketing 1: the strategic planning process) and ‘Strategic
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retail marketing 2: market segmentation and the service marketing mix’ In the first edition
there was a degree of overlap in content with regard to the strategy process. Now Chapter 3
discusses corporate strategies, objectives and mission statements prior to evaluating tools for
determining a retailer’s strategic capability — environmental, competitive and resource audit
analyses in order to evaluate the choice of strategic options available, from, for example, new
product development to international expansion. Chapter 4 looks more specifically at how
markets are segmented, the positioning within markets, retail branding and the implementa-
tion of the marketing mix. The content from the earlier ‘Development of retail marketing’
chapter has been extensively revised, with case study examples of Tesco's Clubcard and cus-
tomer profiling, Aldi’s marketing communications strategy in the UK, and the segmentation of
luxury fashion brands. Also the ‘location strategy” section, originally in the ‘Retail strategy’
chapter of the first edition, is now incorporated and updated as part of the marketing mix
section of this new chapter.

As highlighted above, Chapters 5 and 6 are the repositioned ‘Internationalization of
retailing’ and ‘Electronic commerce and retailing’ chapters. The internationalization chapter
retains the same structure as before, drawing upon conceptual models developed for
the retailing sector in the late 1990s and early 2000s. Considerable updating of content was
required, however, in view of the restructuring of global operations of the main players as
they have divested from some markets to focus upon countries offering the best investment
potential. The ¢-commerce chapter has been extensively updated to reflect upon the rapid
pace of change over the last decade. Much of this has been driven by Web 2.0 develop-
ments which have allowed greater consumer—retailer interaction and therefore the ability of
retailers to exploit the ‘long tail’ through social media and viral marketing. To be successful
in an e- and m-commerce environment, retailers have to embrace similar attributes to
those of store choice — convenience, product range, customer service and price — and
therefore build brand loyalty in a multi-channel environment. Despite such changes, similar
challenges are faced by retailers in delivering to the customer, with solutions to the ‘last
mile’ problem now focusing more on ‘click and collect” to complement traditional delivery
slots.

The second half of the book is a revision of the previous edition’s sections on ‘Managing
the retail supply chain’ and ‘Managing retail operations. Considerable restructuring of
material has occurred in addition to the inclusion of a new chapter on ‘Offshore sourcing
and corporate social responsibility (CSR). The first chapter of this section brings together
clements of the buying and merchandising chapters of the previous edition into a new
chapter entitled ‘Product management’ The conceptual framework is similar to before, but
the digital revolution has meant that buying cycles are more frequent and commitment to
buy is deferred as late as possible. The new chapter on offshore sourcing follows as Chapter 8.
Most non-food products are sourced offshore primarily because of low labour costs.
However, the complexity of global networks has led to significant challenges for retailers as
they balance issues of cost, lead times, flexibility and ethical standards. The fashion
sector is the focus of much of the chapter to highlight the conceptual models used to
explain sourcing strategies and how retailers try to implement CSR initiatives. Sri Lanka is
used as a case study to illustrate good management practice through the government’s

‘Garments without Guilt’ programme.
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Chapter 9, ‘Retail logistics, covers the final chapter on the retail supply chain. The
structure of the chapter remains the same but the content required considerable revi-
sion in the wake of changes in the fashion market discussed in the earlier chapters and
the online revolution. There is added material on the fashion supply chain, supply chain
models, the implementation of efficient consumer response (ECR) initiatives and an update
on e-fulfilment and the ‘last mile problem’, building on the discussion in Chapter 6.

The final three chapters focus upon retail operations. ‘Adding value through customer
service’ retains the same structure as the previous edition but has been substantially revised
to update existing (Nordstrom) and new (Apple) case material. The content also reflects
the use of digital technology to enhance the customer service experience. Chapter 11 has
been restructured to incorporate ‘visual merchandise’ from the ‘Merchandising in retailing’
chapter of the earlier edition, into a new chapter on ‘Visual merchandising and retail sell-
ing’ There is a strong relationship between customer service, retail selling and customer
satisfaction. The early part of the chapter deals with the ‘silent salesperson’, namely the use
of visual merchandising techniques to stimulate sales in-store prior to focusing upon the
role of selling in relation to the merchandise on offer and the customer segment that is
targeted. The final chapter, ‘Retail security), links strongly to the previous two chapters in
that the layout of merchandise can minimize theft, as indeed can staff loyalty and good
customer service. This chapter has been substantially revised as research into shrinkage has
become a more international phenomenon with the advent of the European, then latterly
the Global, Theft Barometer. With these surveys, however, problems of definition and dif-
ficulties in comparing data sets have arisen. Furthermore, the advent of online buying has
led to migration of retail crime from store to e-crime, and problems of some stolen goods
appearing on online auction sites. The recession also led to high unemployment levels and
increased crime levels at a time when retailers were under pressure to reduce levels of staff

that can be used as a key preventative measure to combat crime.

Reference
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1 The retail environment

Learning objectives

After studying this chapter, you should be able to:

e  Identify major demographic, socio-economic and lifestyle trends, and discuss their
influence on consumption of retail guo(ls and services.

®  Evaluate how retailers have responded to the changing consumer in terms of:

e retail innovation;
®  concentration of retail ownership; and

e J|ocational shift.

e  Comment upon the waves of retail decentralization,

Understand how government influence can shape retail development through:

®  legislation;
®  competition policy; and
e planning policy.

1.1 Introduction

In essence, retail change has been driven in the past by the interaction of consumer, retailer and
government: in the 1990s and 2000s the role of technology became increasingly important as an
agent of change.

(after Fernie, 1997, p-384)

To understand the retail environment it is important to understand the interrelationships
between the factors illustrated in Figure 1.1, In this chapter, we shall consider how changes
in the consumer environment — demographic, socio-economic and lifestyle trends — have
impacted upon retail change. At the same time, government has been a major agent of
change. Retailers are regulated by an array of laws and ordinances which impinge on their

operations. This can be on licences to operate, which goods to sell, hours of operation,



2 The retail environment

‘Consumer

Technology

Retailer Government
Figure 1.1 Factors influencing change

health and safety matters through to planning ordinances on where to locate the business.
The types of merchandise on sale and the formats developed are a response to such inter-
actions. However, retailers do influence consumers and government on product choice and
format development. For example, the UK slowdown of the introduction of genetically
modified foods was driven by retailers” refusal to stock these products. Also high-profile
retail entrepreneurs (Archie Norman for Asda, Lord Sainsbury for Sainsbury’, Philip Green
for Arcadia) have lobbied and advised successive UK governments. Political decisions such
as refusal to join the Europecan Monetary System and introduction of the minimum wage
have had economic repercussions that influence retailers. UK tax credits have supported
low-paid retail workers; government funding supports staff training in the skills academies
of high-profile retailers.

The role of technology is not discussed at length here as it embraces most chapters of
the book, especially those on logistics, marketing and online retailing, It should be acknowl-
edged here, however, that technology should be seen in its widest sense. For the consumer,
technology has freed up time as capital goods replace labour in the home. Communications
in both a physical and information sense have given access to wider geographical markets.
Retailers rapidly embraced the IT revolution through sharing data with their suppliers and
communicating with their customers, especially those with loyalty card schemes. New
technologies have been applied throughout the supply chain to ensure that products can be
designed/tested, manufactured and distributed quicker and at a lower cost than ever
before. Markets and companies have grown due to the links between innovation and tech-
nology. The example of the evolution of chilled foods in the UK was used in the previous
edition of this book. In response to the demand for ready meals, two businesses, Northern
Foods and BOC Transhield, grew to supply Marks & Spencer and other supermarket chains
with these product lines.

The most significant change over the last decade, however, has been the growth of online
technology. In the early 2000s online sales were barely 1 per cent of overall retail sales in
the UK; a decade later this had risen to 10 per cent, with prospects of strong growth

for the foreseeable future. The UK is a market leader in online uptake by consumers but it



