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Preface

We decided to write a book about Retailing and Supply Chain Management because we realized the importance of the two subjects and their interdependence. We wanted to illustrate how they are linked and what impact they have on each other. The duality is therefore to be found in all chapters and it remains as our mutual point of departure – being researchers in Logistics and Marketing.

Retailing, Logistics and Supply Chain Management are fascinating topics that gained importance in business practice and in academic research over the past years. Although it seems that the subjects are so far apart, we identify a matching relationship between them. This is mainly due because of our research that is placed within the area of distribution, which deals with connections. Distribution connects so to say the world of retailing with the world of logistics and supply chain management. However, without the recent developments in IT, retailing and SCM would not be in that position where they are right now.

Furthermore the book illustrates that competitive strategy is no longer merely a matter of choosing to pursue one type of strategy but much more a question of balancing different types of competitive strategies at the same time.

We show in our book how to combine these three areas and demonstrate how this specific interconnection leads to a value constellation in retail supply chain management, which differs from traditional retail management and logistics. We see innovative logistics and procurement processes to emerge between the different actors and existing organizational borders disappear. We also illustrate how retailers can be managed in a real-time customer oriented way, which will help to gain sustainable competitive advantages in a fast changing business environment.

This book documents the results of our ongoing research and engagement with the topics and should therefore be rather understood as a starting point than a final chord. Following the notions of Bowersox and Closs, retailing – just like logistics – is unique and is under permanent development as the recent market trends shows. About 15 years ago, nobody thought that the largest company of the world in the 21st century is going to be a retailer, today it is a reality and Wal-Mart is still growing and setting new trends for the supporting activities that are smart (= IT-driven) logistics and marketing processes.

The book also documents partnerships in academic research and therefore shows that research activities are also partnership driven – such as Retailing in a Supply Chain Management perspective is. The involved authors represent an Austrian, German and Danish marketing and logistics background, which makes to book in that sense interesting as the presented case examples will not only refer to the already well known examples.

The realization of this book was due to the active support of different people. We want to thank first all our business contacts that helped us to provide the reader with interesting facts of the case companies. We thank especially Kerstin Neumayer from Rewe Austria, Rene Meyer from Migros Switzerland, Albrecht v. Truchsess from Metro who all provided us with recent information of the companies. A special thanks goes to H. Lee Scott from Wal-Mart for his active support in a very early stage of this endeavour. We thank Frieda Steffel for helping us to reduce “Denglish” and/or “Genglisch” expressions, but also for her valuable comments regarding some expressions that might be understandable for researchers, but not for practitioners. Of course we want to thank Hanne Thorninger Ipsen, who was not getting tired of the many layout variations of the manuscript, figures and tables and helped us a lot in getting the manuscript ready for print. We are also grateful to Axel Schultz-Nielsen and Ole Wiberg from CBS Press for their patience.

But would this book be completed without the support of the family? We believe not and we therefore dedicate this book to our families, Veronika and the youngsters Jakob and Caroline and Helle and Christina.
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CHAPTER 1

Introduction

Herbert Kotzab, Mogens Bjerre, Thomas Foscht, Thomas Angerer & Bernhard Swoboda

Trade plays a major role in today's economy (Fisher/Raman 2001). With more than 23 million people working in retailing and wholesaling in the EU 15, this sector is one of the most important employers (e.g. GB: 17.1%; Germany: 15.1% of total employment; OECD 2004). Its economic impact with a share of more than 10% of the GDP is significant (e.g. GB: 11.7%, Germany: 10.4%; OECD 2004) and the importance of the trade sector is increasing as Levy/Weitz (2004) indicate by reporting on a forecast of the US Bureau of Labor Statistics that predicts a share of 17% or 26 million people being employed in the retailing sector. Which are these companies that generate this economic value? Table 1 presents the world's largest retailers, where the majority is US-based followed by companies based in Japan, UK, German and France. The total sales volume of the 250 largest retailing companies totaled $ 2.6 trillion, and still US-retailers were dominating too, but German retailers held the second position (Kutyla 2005, p. G7).

What is also of specific interest is the fact, that nine out of ten retailers sell food and the dominating store formats among these retailers were still supermarkets, cash-and-carry and convenience (Kutyla 2005, p. G9). Although these big players dominate the retail scene, the majority of retail companies belong to the group of micro, small- and medium sized companies - about 75% of all retailing companies are small to medium sized with sole proprietorships. In Austria for example the majority of the 62,000 retailing companies employ less than 10 people. The dynamics in the trade industry is mostly contributed by the “big retail players” like Metro, Aldi or Rewe (all German retailers), the Dutch Ahold, UK's Tesco or Sainsbury, and of course Wal-Mart, a retailer that also is the world's largest company (Fortune 2004).

As Schnedlitz et al. (1996) say: “There is no industry dynamics it's a firm's dynamic in the retailing scene”. However, any manager in this sector has to make very complex decisions in order to provide consumers with products and services needed. They use certain technologies and perform trade on an extraordinary level by combining different decisions regarding location, assortment, selection of target markets, negotiations with suppliers, motivation of staff and other typical marketing mix decisions, such as pricing and merchandising and all is done in a very competitive and global environment (Levy/Weitz 2004, p. 4; Fernie 1999).

From an academic point of view, the concept of retail and wholesale might be difficult to study as these activities can be looked at from different management angles. Both phenomena of course, can be seen from a general marketing perspective, as Mulhern (1997, p. 103) defines retailing as “the culmination of the marketing process”. Levy/Weitz (2004) or Liebmann/Zentes (2001) can be seen as prominent examples that present a particular general management approach to retailing. It could also be discussed from a marketing channel or distribution point of view, where Coughlan et al. (2001) define retailing as a member of the marketing channel that helps to overcome the distances between production and consumption. Sparks (1999) appropriately makes the point that these activities are very much concerned with product availability where logistics and Supply Chain Management can also be taken as a possibility to analyze retailing and wholesaling processes. Nevertheless retail logistics has gained importance since the 1990's (see Fernie et al. 2000; Sparks 1999; Paché 1998; or Kotzab/Schnedlitz 1999).

In the last 20 years, more and more managers in trade companies have recognized that logistics could generate competitive advantages by increasing product availability at lower costs. This especially succeeds with the use of IT that makes retail operations more efficient, which many of the retailers listed in Table 1:1 impressively demonstrate. Some authors call this combination Rocket Science Retailing where IT is so to say the missing link in retail execution (see also Fisher et al. (2001), Raman et al. (2001). The discussion in this book combines these viewpoints and discusses the consequences of IT-driven retail marketing and IT-driven retail logistics/SCM.





	Rank
	Company name
	Country of Origin
	Retail sales (in US $ mil)



	1
	Wal-Mart Stores Inc.
	USA
	256,329



	2
	Carrefour
	France
	79,796



	3
	Home Depot
	USA
	64,816



	4
	Metro AG
	Germany
	60,503



	5
	Kroger
	USA
	53,791



	6
	Tesco
	Great Britain
	51,535



	7
	Target
	USA
	46,781



	8
	Ahold
	Netherlands
	44,584



	9
	Costco Companies
	USA
	41,693



	10
	Aldi
	Germany
	40,060



	11
	Rewe
	Germany
	38,931



	12
	Intermarché
	France
	37,472



	13
	Sears
	USA
	36,372



	14
	Safeway
	USA
	35,553



	15
	Albertsons
	USA
	35,436



	16
	Schwarz Group (Lidl)
	Germany
	33,435



	17
	Walgreens
	USA
	32,505



	18
	Auchan
	France
	32,497



	19
	Lowe's
	USA
	30,838



	20
	Ito-Yokado
	Japan
	30,819



	21
	Tengelmann
	Germany
	29,091



	22
	AEON
	Japan
	28,697



	23
	J Sainsbury
	United Kingdom
	28,630



	24
	Edeka
	Germany
	28,330



	25
	E. Leclerc
	France
	27,936



	30
	Delhaize Group
	Belgium
	21,306



	31
	Woolworth
	Australia
	19,941



	44
	El Corte Ingles
	Spain
	13,686



	46
	Loblaws
	Canada
	13,441



	50
	IKEA
	Sweden
	12,118



	51
	COOP Italia
	Italy
	11,784



	55
	Migros Genossenschaft
	Switzerland
	10,704



	80
	Lotte Shopping
	South Korea
	7,633



	90
	Kesko
	Finland
	6,812



	94
	Hutchinson Whampoa/AS Watson
	Hong Kong SAR
	6,585



	102
	Spar Austria Group
	Austria
	6,125



	112
	Dansk Supermarked
	Denmark
	5,346



	145
	Sonae/Modelo Continente
	Portugal
	3,894



	146
	Shoprite Holdings
	South Africa
	3,894



	153
	Norges Gruppen
	Norway
	3,809



	155
	Musgrave
	Ireland
	3,782



	163
	Pao de Acucar
	Brazil
	3,581



	172
	Soriana
	Mexico
	3,323



	164
	Shanghai Friendship
	China
	3,545






Table 1:1 The world's largest retailers in 2003
(Source: Deloitte/Stores 2005; the first 25 showed, afterwards the position of the largest retailer of the specific country)



One characteristic of this book is it's global perspective with a European focus. Many of the practical examples stem from Scandinavian or German speaking countries, which is due to the research background of the authors.

However, some of the most innovative retailers have European roots (e.g. Zara, Tesco, IKEA, Hennes & Mauritz, REWE, Metro, Migros and many more). This book's understanding of retail marketing not only includes the development of new retail channels such as Internet-based retail formats, but presents also innovative ways of how to organize the interface between suppliers and end users by introducing alternative cooperative assortment strategies such as Category Management, which allows customized shopping experience. When it comes to retail logistics, the implementation of just-in-time-oriented replenishment systems by connecting the electronic point-of-sale(EPOS) systems with the manufacturers’ ERP-systems is in the center of the discussion. The book portrays how IT-driven distribution center operations with no-inventory holding transit terminal structures can be executed. We also raise the question whether to ‘outsource’ inventory management to vendors, which reduces inventory levels and improves order cycles. We also look at new ways to organize the whole interplay between vendors, retailers and end users by discussing the concepts of Efficient Consumer Response and Collaborative Planning Forecasting and Replenishment. And finally, the book presents how retailing companies execute customer relationship marketing.
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      CHAPTER 2
    

    
      Retailing in the context of IT and distribution
    

    Herbert Kotzab

    

    “Retailing is such a part of our everyday lives that it's often taken for granted” (Levy/Weitz 2004, p. 4).

    
      Distribution, marketing channels and retailing
    

    Retailing is a part of distribution and is closely connected with the concept of marketing channels (Coughlan et al. 2001). Distribution can be defined as the total sum of all activities and related institutions, which are necessary to guarantee a successful connection between production and consumption. According to Sparks (1999, p. 1), a successful connection is granted if needed products are available.

    Distribution always occurs while connecting a point of consumption with a point of production by overcoming certain differences in time, quality, quantity and space (e.g. Ahlert 1991; see Figure 2:1). Distribution activities are typically called flow activities and refer to the flow of products, flow of information and flow of nominal goods (Specht 1998; see also Figure 2:1). This particular notion of flows makes distribution and marketing channels process-oriented. A basic configuration of a direct channel is outlined in Figure 2:2, while Figure 2:3 shows how different independent economic institutions could be integrated in an indirect manner. The way these (independent) institutions are connected, how these institutions interact, and how a product is made to come to a consumer is called a marketing channel (Coughlan et al. 2001). Different combinations of these flow activities, completed by different organizations within the channel lead to different channel outcomes (= performance of the channel).

    

    
      [image: image]
    

    

    
      Figure 2:1 Distribution flow model (according to Ahlert 1991).
    

    

    Bowersox/Morash (1989) introduce several strategies of how these flows can be organized. The strategies refer to

    

    • Separation of the flows in order to allow specialization, which leads to intermediaries;

    • Postponement of the flows in order to allow customization as late as possible in the channel,

    • Acceleration of the flow of money and/or flow of information that helps to reduce the uncertainty in the channel;

    

    and should improve the channel's efficiency in terms of lowering costs and increasing services (Boxersox/Morash 1989, p. 63).

    

    
      [image: image]
    

    

    
      Figure 2:2 Basic configuration of a direct marketing channel
    

    

    
      [image: image]
    

    

    
      Figure 2:3 Integration of independent institutions within an indirect marketing channel
    

    

    The management of such flows and/or marketing channels can be organized in a continuum between markets (by intermediaries, also called indirect distribution) and hierarchies (in-house also called direct distribution) (see e.g. Coughlan/Anderson 2002). Retailing occurs whenever distribution is organized over the market and can be explained from an academic perspective in two different ways (e.g. Berekoven 1995; Hansen 1990; Levy/Weitz 2004 or Liebmann/Zentes 2001):

    

    • Retailing is a set of functions that adds value to products/services that are sold to end users = functional understanding;

    • Retailing is a specific institution within a marketing channel that executes retail functions = institutional understanding.

    

    The first view explains retailing as an exchange activity in order to connect a point of production with a point of consumption (e.g. Barth et al. 2002) and represents distribution as described earlier. This understanding is illustrated in Figure 2:4, where the exchange processes refer to three different types:

    

    • Marketing processes that include all activities that provide a customized set of products/services as demanded by customers/consumers

    • Logistics processes including all activities that help to transfer this specific set of products/services to the markets

    • Easing processes, which refer to all activities that facilitate the purchase.

    

    The in Figure 2:4 outlined distribution processes occur in any circumstance, also if different members in a marketing channel are inter-connected (see Figure 2:5). In case of inter-connections, these relationships occur as co-productive relationships (Normann/Ramirez 1994), as the interactive combination of the three basic distribution processes creates value not in a sequential, but in a multi-directional level. Normann/Ramirez (1994) call the result of such an interconnection value constellation, which is understood here as distribution value constellation. In that sense, retailing/wholesaling is defined as the result of distribution value constellation in a marketing channel.

    

    
      [image: image]
    

    

    
      Figure 2:4 Functional understanding of distribution
    

    
      [image: image]
    

    

    
      Figure 2:5 Integration of channel members within a functional understanding of retailing/distribution
    

    

    In case of a market-driven marketing channel organization, specific institutions specialize in the performance of these processes, which explains the institutional perspective of retailing (see e.g. Berekoven 1995, p. 2; Hansen 1990, p. 1 or Müller-Hagedorn 1998). Economic and legal independent entities that exchange products/services without changing their nature in a technical manner are called retailers. From this institutional point of view, retailing can be defined as an exchange activity relating to the different flows but performed by specialized institutions (Anderson/Coughlan 2002). In that sense, retailing exists in many variations (see Figure 2:6). The results of these variations are called retail store formats and refer to characteristics, such as the overall economic classification (retailer for end users, wholesalers for professional clients), the way the processes are performed and which input factors are necessary for the completion (e.g. store based, distance- based) or the use of the marketing mix.

    Store formats can therefore be interpreted as a specific outcome of institutional retailing but could of course also be understood as the result of a positioning and segmentation strategy (Coughlan et al 2001 pp.
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