
RETAIL MANAGEMENT

UNIT 1

RETAILING

Retail involves the process of selling consumer goods or services to customers through multiple 
channels of distribution to earn a profit. Demand is identified and then satisfied through a supply 
chain. Attempts are made to increase demand through advertising. In the 2000s, an increasing 
amount of retailing began occurring online using electronic payment and delivery via a courier or 
via postal mail. Retailing as a sector includes subordinated services, such as delivery. The term 
"retailer" is also applied where a service provider services the small orders of a large number of 
individuals, rather than large orders of a small number of wholesale, corporate or government 
clientele. Shops may be on residential streets, streets with few or no houses, or in a shopping mall. 
Shopping streets may restrict traffic to pedestrians only. Sometimes a shopping street has a partial 
or full roof to create a more comfortable shopping environment – protecting customers from various
types of weather conditions such as extreme temperatures, winds or precipitation. Forms of non-
shop retailing include online retailing (a type of electronic-commerce used for business-to-
consumer (B2C) transactions) and mail order.

Characteristics of Retailing:

Retailing is different from other forms of business in the following ways: 

(i) It offers direct interaction with customers/end consumers.

(ii) Sale volume is comparatively large in quantities but less in monetary value as compared to 
exporting/manufacturing.

(iii) Customer service plays a vital role in the success of retail business.

(iv) Sales promotions are offered at this point only.

(v) In almost all countries, retail outlets are more than any other form of business.

(vi) Location and layout are critical factors in retail business.

(vii) It offers employment opportunity to all age groups irrespective of age and gender, qualification
or religion etc.

Business Models in Retail
Every business has its distinctive way of organizing the very many activities that are involved in 
delivering its product or service to the end consumer. In retail parlance, one would term it as the 
format adopted by the retailer to reach his end consumer. Over a period of time, as business grows, 
changes occur in the environment, the customer and the geographies in which business is 
conducted. Companies are confronted with new information and communication technologies, 
shorter product life cycles, global markets and tougher competition. Various retail models exist in 
the world of retail. To start with, let us first understand what a business model in retail entails. A 
business model is the manner in which a business chooses to serve its customers and stakeholders. 
In retail, a business model would dictate the product and / or services offered by the retailer, the 
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pricing policy that he adopts. The communication that follows to reach out to customers and the 
size looks at the location of Retailer’s retail store. This is termed in retail as a format in which the 
retailer operates.

It has to be borne in mind that a retail model is relevant with reference to a particular time frame 
and the critical factors, which affect the Retail model are:

1) Trends in market positioning
2) Competition and
3) The organizational capabilities. 

These three factors jointly enable the understanding of the contexts and strategies adopted by 
retailers over a period of time. 

In this article we attempt to classify the existing retail models formats. Retailers range in size form 
small, independent, owner-operated shops like the local florist, dry cleaners or barber, to national 
and international giant category killers. The basic classification done is on the basis of store based 
retailers and non-store retailers. The store based retailers can be further classified on the basis of the
merchandise that they offer, or by the manner of ownership. This section discusses some of the 
prominent retail formats under each classification. 

The first type of classification that can be done of the existing business models is on the basis of 
their ownership. 

Figure Classification of retail formats 

Classification of Retail Formats 

1) Store Based Retailing
2) Non-store Retailing
3) Service Retailing

Store Based Retailing>>
1) Form of Ownership
2) Merchandise offered 

Form of Ownership
1) Independent retailer
2) Chain retailer
3) Franchise
4) Leased departments
5) Consumers co-operatives

Merchandise offered

1) Convenience stores
2) Super markets
3) Hypermarkets
4) Specialty stores
5) Departmental stores
6) Off Price retailers

SI
TM

, R
EW

AR
I



7) Factory outlets
8) Catalogue showrooms 

Non – storing Retailing

1) Direct selling
2) Mail order
3) Tele marketing
4) Automated Vending 

Service Retailing
1) Banks
2) Car Rentals
3) Service contracts
4) Providers of various services.

Classification on the basis of Ownership: 

On the basis of ownership, a retail store can be an independent retailer, a chain retailer or a 
corporate retail chain, a franchise or a consumer co-operative. 

Independent retailer 

An independent retailer is one who owns and operates only one retail outlet. Such outlets essentially
feature the owner & proprietor and a few other local hands or family members working assistant in 
the shop. Many independent stores tend to be passed on from generation to generation. 

In India, a large number of retailers who operate are independent retailers. Stores like the local 
baniya/kirana store and a paanwala, are examples of independent retailers as are stores like Benzer, 
In style, Premsons, Amarsons, etc. The ease of entry into the retail market is one of the biggest 
advantages available to an independent retailer. Depending on the location and product mix that he 
chooses to offer, he can determine the retail strategy. The independent retailer often has the 
advantages of having a one to one rapport with most of his customers. However, on the flip side, the
advantages of economies of scale and the bargaining power with the suppliers is limited.
—

Theories of Retail Development

Retail development can also be looked at from the theoretical perspective. No single theory can be 
universally applicable or acceptable. The application of each theory varies from market to market, 
depending on the level of maturity and the socio-economic conditions in that market.
The theories developed to explain the process of retail development revolve around the importance 
of competitive pressures, the investments in organizational capabilities and the creation of a 
sustainable competitive advantage, which requires the implementation of strategic planning by retail
organizations Growth in retail is a result of understand in market signals and responding, to the 
opportunities that arise in a dynamic manner. Theories of retail development can broadly be 
classified as:
1. Environmental- where a change in retail is attributed to the change in the environment in which 
the retailers operate.
2. Cyclical- where change follows a pattern and phases can have definite identifiable attributes 
associated with them.
3 Conflictual- where the competition or conflict between two opposite types of retailers, leads to a 
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new format being developed.

Environmental Theory

Darwin's the of natural selection has been popularized by the phrase "survival the fittest".
Retail institutions are economic entities and retailers confront an environment which is made up of 
customers, competitors and changing technology. This environment can alter the profitability of a 
single retail state as well as-of clusters and centers. The environment that a retailer competes in is 
sufficiently robust to squash any retail form that does not adjust.
Thus, the birth, success or decline of different forms of retail enterprises is many a times 
""attributed to the business environment. For example, the decline of department stores in the ?
western markets is attributed to the general inability of those retailers to react quickly and positively
to environmental change.

Cyclical Theory

The most well known theory of retail evolution is The Wheel of Retailing theory. This theory, 
described by McNair II, helps us understand retail changes. This theory suggests that retail 
innovators often first appear as low-price operators with a low-cost structure and low profit-margin 
requirements, offering some real advantages, such as specific merchandise, which enables them to 
take customers away from more established competitors.
As they prosper, they develop their businesses, offering a greater range or acquiring more expensive
facilities, but this can mean that they lose the focus that was so important when they entered the 
market. Such 'trading up' occurs as the retailer becomes established in his own right.
Conflict Theory

Conflict always exists between operators of similar formats or within broad retail categories. It is 
believed that retail innovation does not necessarily reduce the number of formats available to the 
consumer; instead, it leads to the development of more formats. Retailing thus evolves through a 
dialectic process, i.e., the blending of two opposites to create a new format.
This can be applied to Developments in retailing as follows: --
A. Thesis- Individual retailers as corner shops all across the country
B. Antithesis- A position opposed to the thesis develops over a period of time. These are the 
department stores. The antithesis is a "challenge" to the thesis.
C. Synthesis- There is a blending of the thesis and antithesis. The result is position between the 
"thesis" and "antithesis". Super markets and hypermarkets thrive. This "synthesis" becomes the 
"thesis" for the next round of evolution.

UNDERSTANDING THE RETAIL CONSUMERS

Consumer versus Customer
A consumer is a user of a product or a service whereas a customer is a buyer of the product or 
service. The customer decides what to buy and executes the deal of purchasing by paying and 
availing the product or service. The consumer uses the product or service for oneself.

For example, the customer of a pet food is not the consumer of the same. Also, if a mother in a 
supermarket is buying Nestlé Milo for her toddler son then she is a customer and her son is a 
consumer.

 

Identifying a Customer
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It is sometimes difficult to understand who is actually a decision maker while purchasing when a 
customer enters the shop accompanying someone else. Thus everyone who enters the shop is 
considered as a customer. Still, it is necessary to identify composition and origin of the customers.

• Composition of Customers − It includes customers of various gender, age, economic and 

educational status, religion, nationality, and occupation.

• Origin of Customer − From where the customer comes to shop, how much the customer 

travels to reach the shop, and which type of area the customer lives in.

• Objective of Customer − Shopping or Buying? Shopping is visiting the shops with the 

intention of looking for new products and may or may not necessarily include buying. 
Buying means actually purchasing a product. What does the customer’s body language 
depict?

Customer’s Buying Behavior Patterns
The needs, tastes, and preferences of the consumer for whom the products are purchased drives the 
buying behavior of the customer. The pattern of customer’s buying behavior can be categorized as −

Place of Purchase

Customers divide their place of purchase. Even if all the products they want are available at a shop, 
they prefer to visit various shops and compare them in terms of prices. When the customers have a 
choice of which shop to buy from, their loyalty does not remain permanent to a single shop.

Study of customer’s place of purchase is important for selection of location, keeping appropriate 
merchandise, and selecting a distributor in close proximity.

Product Purchased

It pertains to what items and how many units of items the customer purchases. The customer 
purchases a product depending upon the following −

• Availability/Shortage of product 

• Requirement/Choice of product 

• Perishability of product 

• Storage requirements 

• Purchasing power of oneself 

This category is important for producers, distributors, and retailers. Say, soaps, toothbrushes, 
potatoes, and apples are purchased by a large group of customers irrespective of their demographics
but live lobsters, French grapes, avocadoes, baked beans, or beef are purchased by only a small 
number of customers with strong regional demarcation.

Similarly, the customers rarely purchase a single potato or a banana, like more than two 
watermelons at a time.

Time and Frequency of Purchase
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Retailers need to keep their working time tuned with customer’s availability. The time of purchase 
is influenced by −

• Weather 

• Season 

• Location of customer 

The frequency of purchase mainly depends on the following factors −

• Type of commodity 

• Degree of necessity involved 

• Lifestyle of customers 

• Festivals and customs 

• Influence of the person accompanying the customer. 

For example, Indian family man from intermediate income group would purchase a car not more 
than two times in his lifetime whereas a same-class customer from US may buy it more frequently. 
A tennis player would buy required stuff more frequently than a student learning tennis at a school.

Method of Purchase

It is the way a customer purchases. It involves factors such as −

• Is the customer purchasing alone or is accompanied by someone? 

• How does the customer pay: by cash or by credit? 

• What is the mode of travel for the customer? 

Response to Sales Promotion Methods

The more the customer visits a retail shop, the more (s)he is exposed to the sales promotion 
methods. The use of sales promotional devices increases the number of shop visitors-turned-
impulsive buyers.

The promotional methods include −

• Displays − Consumer products are packaged and displayed with aesthetics while on display. 

Shape, size, color, and decoration create appeal.

• Demonstrations − Consumers are influenced by giving away sample product or by showing

how to use the product and its benefits.

• Special pricing − Unit’s special price under some scheme or during festive season, coupons,

contests, prizes, etc.

• Sales talks − It is verbal or printed advertisement conducted by the salesperson in the shop.

An urban customer, due to fast paced life would select easy-to-cook or ready-to-eat food over raw 
food material as compared to rural counterpart who comes from laid-back lifestyle and self-
sufficiency in food items grown on farm.

It is found that the couples buy more items in a single transaction than a man or a woman shopping 
alone. Customers devote time for analyzing alternative products or services. Customers purchase 
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required and perishable products quickly but when it comes to investing in consumer durables, (s)he
tries to gather more information about the product.

Factors Influencing Retail Consumer
Understanding consumer behavior is critical for a retail business in order to create and develop 
effective marketing strategies and employ four Ps of marketing mix (Product, Price, Place, and 
Promotion) to generate high revenue in the long run.

Here are some factors which directly influence consumer buying behavior −

Market Conditions/Recession

In a well-performing market, customers don’t mind spending on comfort and luxuries. In contrast, 
during an economic crisis they tend to prioritize their requirements from basic needs to luxuries, in 
that order and focus only on what is absolutely essential to survive.

Cultural Background

Every child (a would-be-customer) acquires a personality, thought process, and attitude while 
growing up by learning, observing, and forming opinions, likes, and dislikes from its surrounding. 
Buying behavior differs in people depending on the various cultures they are brought up in and 
different demographics they come from.

 Social Status

Social status is nothing but a position of the customer in the society. Generally, people form groups 
while interacting with each other for the satisfaction of their social needs.

These groups have prominent effects on the buying behavior. When customers buy with family 
members or friends, the chances are more that their choice is altered or biased under peer pressure 
for the purpose of trying something new. Dominating people in the family can alter the choice or 
decision making of a submissive customer.

Income Levels

Consumers with high income has high self-respect and expects everything best when it comes to 
buying products or availing services. Consumers of this class don’t generally think twice on cost if 
he is buying a good quality product.

On the other hand, low-income group consumers would prefer a low-cost substitute of the same 
product. For example, a professional earning handsome pay package would not hesitate to buy an 
iPhone6 but a taxi driver in India would buy a low-cost mobile.

Personal Elements

Here is how the personal elements change buying behavior −

Gender − Men and women differ in their perspective, objective, and habits while deciding what to 
buy and actually buying it. Researchers at Wharton’s Jay H. Baker Retail Initiative and the Verde 
Group, studied men and women on shopping and found that men buy, while women shop. Women 
have an emotional attachment to shopping and for men it is a mission. Hence, men shop fast and 
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women stay in the shop for a longer time. Men make faster decisions, women prefer to look for 
better deals even if they have decided on buying a particular product.

Wise retail managers set their marketing policies such that the four Ps are appealing to both the 
genders.

• Age − People belonging to different ages or stages of life cycles make different purchase 

decisions.

• Occupation − The occupational status changes the requirement of the products or services. 

For example, a person working as a small-scale farmer may not require a high-priced 
electronic gadget but an IT professional would need it.

• Lifestyle − Customers of different lifestyles choose different products within the same 

culture.

• Nature − Customers with high personal awareness, confidence, adaptability, and dominance

are too choosy and take time while selecting a product but are quick in making a buying 
decision.

Psychological Elements

Psychological factors are a major influence in customer’s buying behavior. Some of them are −

• Motivation − Customers often make purchase decisions by particular motives such as 

natural force of hunger, thirst, need of safety, to name a few.

• Perception − Customers form different perceptions about various products or services of the

same category after using it. Hence perceptions of customer leads to biased buying 
decisions.

• Learning − Customers learn about new products or services in the market from various 

resources such as peers, advertisements, and Internet. Hence, learning largely affects their 
buying decisions. For example, today’s IT-age customer finds out the difference between 
two products’ specifications, costs, durability, expected life, looks, etc., and then decides 
which one to buy.

• Beliefs and Attitudes − Beliefs and attitudes are important drivers of customer’s buying 

decision.

Consumer’s Decision Making Process
A customer goes through a number of stages as shown in the following figure before actually 
deciding to buy the product.

However, customers get to know about a product from each other. Smart retail managers therefore 
insist on recording customers’ feedback upon using the product. They can use this information 
while interacting with the manufacturer on how to upgrade the product.
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• Identifying one’s need is the stimulating factor in buying decision. Here, the customer 

recognizes his need of buying a product. As far as satisfying a basic need such as hunger, 
thirst goes, the customer tends to decide quickly. But this step is important when the 
customer is buying consumer durables.

• In the next step, the customer tries to find out as much information as he can about the 

product.

• Further, the customer tries to seek the alternative products.

• Then, the customer selects the best product available as per choice and budget, and decides 

to buy the same.

ETHICAL ISSUES IN RETAILING

Ethical issues have become a very important aspect when evaluating the success of a business. This 
report was prepared to find out whether ethics have positive impact on long term growth of a 
company. Through an in-depth analisis it revealed that there is a strong positive relationship with 
the long term growth of an organization and business ethics. Information was collected from 
various researches, academic literature and real world examples. This also revealed that ethics plays
a major role in a business's success and its importance will increase in future as well.
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Ethical issues that can affect retail industry

1 Corporate Social Responsibility
CSR has increasingly become the corporate buzz word. It is an enlarged concept responsibility. It is 
a general evaluation of "values" linked to the relationship a business organisation and its 
environment. In organisation perspective, it is responsibility towards the customer (Pepe, Fabbio 
and Mario, 2010). 

2 "Green" issue
In past few years green issue has become a hot topic in the business world. Majority of the 
organizations wanted to go green and many have done it. Going green means simply reducing the 
impact or damage which can happen to the environment because of a business. It includes reducing 
CO2 emission, reducing wastage, reducing the power usage and using environmental friendly 
power sources. Green consumerism is worth £35.5bn (Grant 2009).

 3 Product safety
Safety is a basic consumer right. It is safe guarded by the product safety act which ensures only safe
products are available in the market (Vella 2013).Product safety refers to the degree of risk 
associated with using of product. Normally any product involves some degree of risk. But that risk 
should be under the "acceptable" risk range.

It's every ones responsibility in the supply chain to ensure the safety of the product. In clothing 
industry, manufacturers should safe materials and chemicals. Clothing retailers should be well 
aware of what they are selling. Like that, each and everyone in the supply chain have their own 
responsibilities to assure the safety of the product (Vella 2013).Selling unsafe product can destroy 
the customer faith. It can even lead in to bancropsy. It is that much important to assure the safety of 
the product. Specially in retail industry.

4 Ethical sourcing
This is the most important ethical issue to clothing industry. Socially responsible trading became a 
growing issue during the 1990s when companies with global supply chains- particularly those in the
clothing and food industries- were coming under rising pressure from consumer groups, 
governments and trade unions to ensure decent working conditions for those producing their goods. 
Since then numerous media campaigns highlighting the poor working conditions in factories and 
farms in developing countries have been behind the drive for fair trade and ethically sourced 
products. In 2009, major retailers like Gap, Next and Asda where among the headlines because of 
unethical sourcing of some of their subcontractors' unethical standards (Morell 2010).

More recently, growing environmental concern has also increased consumer awareness for 
sustainable sourcing, with many now opting for clothing made from organic cotton, hemp or other 
low-impact raw materials and garments designed to be washed at lower temperatures (Flakoll & 
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ReynoldsÂ 2009). As a result, ethical sourcing is now part of the corporate responsibility agenda of 
most major organisations. Many corporate investment companies today screen their ventures 
according to a range of social and environmental criteria, including an organisation's efforts to 
secure adequate labour conditions in their supply chain, and retailers are increasingly implementing 
corporate codes of practice to ensure that the working conditions of those producing their goods 
meet or exceed international labour standards. Retailers are now facing the challenge of monitoring 
not only their immediate suppliers, but also their suppliers' suppliers, to ensure satisfactory ethical 
standards are met (Morell 2010). What's more, ever increasing customer demand for responsibly 
sourced items means this aspect of supply chain management is gradually descending from niche to 
mainstream.

With this demand, savvy retailers and businesses are increasingly realising that a reputation for 
fairness is invaluable. For example, Primark's rating in consumer polls fell dramatically in the wake 
of BBC Panorama's damning expos in June 2008, which revealed that some of Primark's suppliers 
were using child labour. Indeed a survey conducted for Drapers following the programme revealed 
that 44% of Primark shoppers were likely to switch to another chain (Flakoll & ReynoldsÂ 2009).

http://www.retail-
week.com/pictures/636xAny/9/3/2/1227932_ethical_traiding_dreamstime_6685732.jpg

Child Labour

In contrast, Marks & Spencer was rated highly due to their 'Plan A' initiative, which included 
carrying out lifecycle assessments on their clothing and setting up a clothes recycling scheme with 
Oxfam.After that Primark changed suppliers and created a website promoting its ethical trading 
record in response to the child labour allegations. This emphasises just how important it is for 
companies to be able to show their customers that they are sourcing responsibly (Morell 2010).

5 Benefits of being ethical

1 Improve financial performance
Being ethical has a positive impact on company profits. Many researchers found that there is a 
positive connection with CSR and Corporate Financial Performance (CFP). Modern theoretical and 
empirical analyses indicate that firms can strategically engage in socially responsible activities to 
increase private profits. Given that the firm's stakeholders may value the firm's social efforts, the 
firm can obtain additional benefits from these activities, including: enhancing the firm's reputation 
and the ability to generate profits by differentiating its product, the ability to attract more highly 
qualified personnel or the ability to extract a premium for its products (Rubén and Christopher 
2009).

A real world example for this is GAP. They were suffering from stagnant sales for long time. They 
increased their sales through increasingly leverages social and environmental awareness programs 
to appeal to its young and progressive clientele in 2010. Gap recently received 270,000 pairs of old 
jeans that it will turn into insulation for homes. In return, everyone who supported the project was 
handed a 30 percent discount on a new pair of "1969 Premium Jeans" from the Gap (Malhothra 
2010).
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There is ample data to confirm this profit-generating potential. More than half the consumers 
surveyed by Havas media lab want to reward responsible companies by buying their products. 53% 
would even pay a 10% premium for those products. But the benefits don't stop at the check-out line.
They extend to stock value as well, as suggested by Harvard Business School data confirming that 
this new species of socially responsible company gets more favorable ratings from securities 
analists (Levick 2012). Companies who are engaged in CSR activities are more likely to improve 
the performance or the overall profitability of the firm (Orlitzky, Schmidt and Rynes 2003). There is
enough evidence to prove that being ethical helps to improve profits. But some researches shows 
mix results. Brands that make CSR a priority are showing great business success, such as Canada's 
own Lululemon, and Wal-Mart (Mikakakis 2012).

2 Enhance the reputation of brand value
By practicing better ethical business practices, Companies can increase the brand loyality.CSR and 
going green particularly helps to raise the brand loyalty along with other ethical practices.CSR 
helps to increase customer and worker loyalty (Pepe 2003).Well planned CSR activities can create 
an emotional connection with the brands which will increase the brand loyalty.

3 Helps long-term growth and success
CSR builds relationships with customers. CSR, through which a company incorporates social, 
environmental, and ethical aspects into its business model, has become integral to

Long-term growth and success (Minakakis 2012).CSR is very important for long-term sustainability
for companies and their employees (Jones et al 2007).

4 Reduces operating cost
CSR activities and going green specially helps to reduce the operating cost. As mentioned in this 
report previously, Companies like wal-mart and Marks & Spencer saves huge amount of money 
each year by going green .Wal -mart saves $200 million annually in fuel cost by implementing 
green practices. They also stand to save $ 3.4 billion a year by reducing the packing by 5%. It also 
helps to reduce the marketing cost.CSR enhances word-of-mouth and the reduction of expensive 
marketing investments (Pepe, 2007).

5 Competitive advantage
CSR,going green and other ethical practices helps to create an competitive advantage for 
organizations. Some organizations particularly differentiate their business by going green. Some use
SCR activities to differentiate their business (Piacentini, MacFadyen and Eadie, 2000). Central to 
the conceptualisation of corporate social responsibility as a business orientation is the pursuit of a 
positional advantage. Such as business orientations are transformed into positional advantage, 
which in turn results in superior organizational performance (Matear, et al., 2004). Through CSR, 
retailers can enhance recruitment and retention rates and strengthen their bottom line. In fact, there 
is growing evidence that companies with CSR strategies outperform their counterparts (Minakakis 
2012).
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