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Latin America is designated as a region, but presents
striking socioeconomic differences. Historically, the
region comprises countries with highly unequal income
distributions—where a small percentage of the popula-
tion holds a disproportionately large share of assets or
purchasing power. But, when analyzing consumer prod-
uct markets, a different picture shows the relevance of
emerging consumers for marketers. Given that in many
countries growth has not translated equally into benefits
for all members of the population, highly dualistic social
structures still pervade the region. As current social struc-
tures are unlikely to change in the near term, emerging
consumer segments will become even more important to
retailers and manufacturers of fast moving consumer
goods in the region. 

Emerging consumers in Latin America represent roughly
50 to 60 percent of the population and approximately
30 to 40 percent of the purchasing power. This segment,
in aggregate, spends a significant amount on food, bever-
age, personal care, and cleaning products, as individually,
low-income households spend a much higher percentage
of income on consumer goods. So when purchasing
power is combined with its share devoted to consumer
products and segment size, a very interesting picture
appears. Lower end segments, although having signifi-
cantly smaller per capita purchasing power, are very rele-
vant when it comes to consumer products. And when
this is observed through the lens of a non-prejudiced
observer, away from the myths addressed in this study,
“skimming” brand strategies and other similar approach-
es are put under scrutiny. 

The low-income segment in Latin America represents a
sizable market, estimated to be 250 million consumers
who spend around $120 million annually on consumer
products. Significant economic growth during the 1990s
brought new entrants to the region, attracted by the
opportunity to serve these emerging consumers.
However, serving the lower-income segments has proved
to be no easy task. Market intricacies and apparently
irrational consumer behavior seems to raise barriers to
growth both for manufacturers and organized retailing.
Often, changes in the strategic approaches and business
practices have been required to effectively penetrate those
segments. The retail sector in Latin America has been

especially resistant to modernization, with traditional
small-scale formats holding anywhere between 40 to 60
percent of sales in spite of the aggressive growth of
hypermarkets and supermarket chains, and the advent of
organized retailing during the 1990s.

The purpose of our research was to develop a better
understanding of consumer behavior in the emerging
segments, regarding product and retail format needs and
how they are addressed by traditional small-scale retail-
ers. Ultimately it was aimed at answering: what is retail
value for emerging consumers? And, what is there to
learn from small-scale retailers doing business in these
segments?

Although retailing is essentially a local business, we
understand that many of the findings may be useful in
other emerging regions apart from Latin America.

This study was sponsored by the Coca-Cola Retailing
Research Council, an initiative of the Coca-Cola
Company aimed at improving understanding of the
retail industry in the region. The Council commissioned
Booz Allen Hamilton to undertake the field work cover-
ing Argentina, Brazil, Chile, Colombia, Costa Rica and
Mexico.

The methodology employed for primary research was
qualitative. Four focus groups were conducted in each
country for a total of 208 participants. Target consumers
were women from the emerging socioeconomic strata
who (1) typically make the bulk of household purchases
for food, beverage, personal care, and cleaning products
categories, and (2) shop regularly in at least one type of
small-scale retail format. Among the secondary sources
consulted were SES profiles from local marketing
research associations and previously published, relevant
consumer studies from organizations such as Latin Panel,
A.C. Nielsen, and local retail-oriented associations.
Fieldwork carried out in each country included 217 store
checks and 190 in-depth interviews with small retailers. 

Breaking the Myths About Emerging Consumers
In Latin America, lower-income segments represent a
significant and growing percentage of fast-moving con-
sumer products consumption. Therefore, the emerging 
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consumer was considered to belong to the low to lower-
middle income socioeconomic strata (SES), falling into
the “C” or “D” SES in each country (see Figure 1). A
“typical” household has one wage earner—usually the
male—who earns anywhere from $80 to $300 U.S. per
month in a working class profession. Many emerging
consumer households have stay-at-home mothers who
are responsible for making the bulk (but not all) of the
household purchases. 

Our focus was to understand not only what and where
these consumers buy, but  also why they make these
choices. While there are many salient differences
between emerging consumers across the six countries in
this study, several common themes emerged that con-
tradict the conventional wisdom about these con-
sumers. We will look at the “truth” about emerging
consumers, in relation to six common myths/precon-
ceptions about lower income segments. 

1.5%

22.4%

65.2%

 10.9%

18.7% 11.3%

28% 31.4%

19.6% 32%

33.8% 25.8%

A

B

C

D/E

A

B

C

A

B

C

% Population % Buying Power % Buying Power Set Aside
for Consumer Products

D/E D/E

Mexico

~20%

~50%

 ~30%

~53% ~11.5%

~18% ~62.7%

~29% ~25.8%

A/B/C1,2

C3

D/E

A/B/C1,2

C3

D/E

A/
B/C1,2

C3

D/E

% Population % Buying Power % Buying Power Set Aside
for Consumer Products

Argentina1

1.6%

36.2%

50.3%

 12%

11.9% 7.1%

36.6% 40.3%

17% 25.3%

34.5% 25.3%B

C

D/E

A

B

C

A

B

C

% Population % Buying Power % Buying Power Set Aside
for Consumer Products

D/E D/E

Costa Rica

A

2.1%

41.8%

49.9%

6.2%

21.1% 12.9%

42.8% 48.4%

12.8% 21.1%

23.3% 17.6%B

C

D/E

A

B

C

A

B

C

% Population % Buying Power % Buying Power Set Aside
for Consumer Products

D/E D/E

Chile

A2.2%

37.2%

52.9%

7.7%

24% 14.8%

33% 38.1%

12.8% 20.1%

33.6% 26.2%B

C

D/E

A

B

C

A

B

C

% Population % Buying Power % Buying Power Set Aside
for Consumer Products

D/E D/E

Columbia

A

2.6%

28.9%

52.5%

16%

29.4% 19.8%

24.9% 31%

11.3% 20.5%

34.4% 28.6%

A

B

C

D/E

A

B

C

A

B

C

% Population % Buying Power % Buying Power Set Aside
for Consumer Products2

D/E D/E

Brazil

F I G U R E  1
Consumption and Socioeconomic Strata in Latin America (% Population; % Purchasing Power; % Consumption of Basic Food Products).

Note: (1) Percent of household income; A/B/C1 & C2 percentages reported tougher for 11/2002
(2) Percent buying power set aside for Consumer Products; amount of the buying power addressed to Consumer Product
Source: Strategy Research Corporation; UN Demographic Yearbook, UNCESCO Statistical Yearbook; CCR Latin Panel; Sigma
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Myth #1: Low Income Consumers Have Little
Money to Spend
In spite of being perceived as “poor,” emerging con-
sumers, in fact, have a considerable amount of money
as a group to spend on consumer products. And, while
incomes are indeed lower and less stable, these con-
sumers dedicate a larger portion of their income to
household purchases. 

Consumer products are the #1 consumption category
across Latin American countries, with housing/rent,
transportation, and communication typically absorbing
a large part of the remainder. However, while consumer
products make up roughly 30 to 35 percent of con-
sumption for the average consumer in a given country,
emerging segments spend a disproportionately bigger
share on these products—anywhere from 50 to 75 per-
cent, with the lowest SES claiming to spend nearly all
their income on these purchases. Hence, while it is true
that their incomes are lower and overall they buy less,
the net effect is that household purchases can still
amount to substantial sums over time, and, therefore,
represent a significant share of the consumer goods
markets.

Beyond the rather large fraction of the budget these
purchases represent, household expenditures have a
much greater meaning to emerging consumers. For the
women that control the majority of these purchases,
consumer products are a key mechanism by which they
fulfill the overlapping roles of wife, mother, economist,
and self. Our discussion groups revealed that consider-
able self-esteem is derived from managing this spend in
the best way possible to care for the family—a task that,
as we next observe, can be rather complex.

Myth #2: At the “Bottom of the Pyramid,” Needs
Are Simple and the Lowest Costs Prevail
Lower and less stable incomes mean emerging con-
sumers need simple, affordable products and low-cost
retail formats. Yet emerging consumer product and for-
mat needs are better described as basic rather than sim-
ple. These consumers overwhelmingly purchase more
basic foodstuffs and perishables, but they are willing to
pay for intermediate and leading brands in basic cate-
gories. Also they also may shun low-cost retail formats
such as hard-discount stores.

The shopping basket of these consumers is weighted
toward staple products. Typically the more expensive,
higher value-added categories like frozen foods, ready-
to-eat meals, yogurt, or flavored milk drinks, and fabric
softener have lower penetration in these households,
driven in part by the low penetration of household
appliances like freezers and microwaves.

With regard to consumers’ attitudes toward brands,
there is tension between brand preference and their eco-
nomic reality. They have a strong preference for inter-
mediate and leading brands which they regularly buy,
yet they are unwilling to try new brands. They are
aware that leading brands carry a price premium, but
perhaps more importantly, brands embody backing,
confidence, and quality. 

Brand attitudes and purchasing patterns represent quite
rational and savvy behavior. It is worth noting that
brand loyalty (defined as purchasing a brand as opposed
to just preference or purchase intent) differs by catego-
ry. Interestingly enough, we found the highest loyalty to
brands on staples like rice and cooking oil. Loyalty was
also high for aspirational categories like soft drinks, or
categories that impact self-esteem as a caregiver (e.g.,
laundry detergent). But economic reality overrode pur-
chase intent more often. Less loyalty was observed in
personal care and cleaning products, even though brand
preference was still high (especially in personal care cat-
egories that appeal to consumers’ sense of vanity).
Similarly, the risk aversion of these consumers in trying
new brands makes sense given that there is less room to
experiment or “fail”—selecting an under performing
product has greater financial implications when
incomes are lower.

Unlike the acceptance of lower priced and low cost
“value brands,” emerging consumers are still drawn to
brands. Economic necessity clearly plays a role in
increasing trial of these products, as does word of
mouth from friends and family. However, intermediate
and leading brands still represent the largest share of
purchases and emerging consumers hesitate to try value
brands. Low price points are attractive but can also gen-
erate mistrust and skepticism about product quality:
“What’s cheap ends up being expensive” was a frequent-
ly heard comment. 

Myth #3: Emerging Consumers Are
Overwhelmingly Attracted to Low Shelf Prices
Emerging consumers are certainly price sensitive, as evi-
denced by the meticulous tracking of price benchmarks,
the exercise of self-constraint while shopping, and aver-
sion to debt and credit when purchasing consumables.
However, purchasing decisions are more driven by a
desire to minimize total purchasing cost, which is an
entirely different concept from retail shelf price. 

Total purchasing cost represents the full cost for a bas-
ket of goods, and retail shelf prices naturally make up
an important part of the equation. However, we found
that emerging consumers mentally factor in transporta-
tion costs and other “hassle factors” (such as finding
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child care or policing/coping with children’s demands
while in the store), logistical constraints for bringing
purchases home, and time spent commuting or (to a
lesser degree) standing in line. That is the total purchas-
ing cost, and makes the interplay of physical proximity
and pricing a top criterion for selecting a retail format. 

Format needs do differ for daily and large/stocking pur-
chases, but physical proximity is the first order determi-
nant of store choice in both cases. Consumers do not
like to travel very far and they consider the transporta-
tion costs of even a round trip bus fare or a short taxi
ride to be significant. When asked to explain the differ-
ence between a store that is considered close by versus
far away, they define both of these extremes within a
relatively small physical distance—one block vs. seven
to 10 blocks away, or within a five minutes walk vs.
three or four bus stops away. Most emerging consumers
in urban areas (by far the bulk of the population in
these segments) have numerous store formats nearby
and thus need travel only minutes to make daily or
even stocking purchases. Usually the nearby stores are
small-scale retail formats such as traditional, over-the-
counter shops, small independent supermarkets, or
street/open air formats. 

The smaller average ticket sizes resulting from both
lower incomes overall and greater prevalence of daily
shopping behavior in emerging consumer segments
have relevant implications. Proximity translates into sig-
nificantly lower total purchasing cost if shopping at
geographically nearby, small retailers. An estimate of the
break even price discount required to recover just the
cost of a bus trip shows that given the low ticket size
associated with a “daily needs” shopping trip, the price
discount would have to reach from 25 to 55 percent
only to justify the trip transportation costs. Not surpris-
ingly, emerging consumers require significant discounts
on a complete shopping basket to choose a store for a
“stocking” trip—not just one or two items. 

Myth #4: The Fallacy of the “Modern Trade”:
Emerging Consumers Should Prefer Supermarkets
Emerging consumers are often seen as junior versions of
their higher income compatriots, who should naturally
flock to the modern infrastructure, shopping experi-
ence, and the variety and value that large supermarkets
provide. They also look for good prices at stores they
consider to be within an acceptable distance, but they
value format characteristics differently. 

With regard to product assortment, a wide variety can
be a double-edged sword. They do not like to feel their
choice is restricted and consequently value an assort-
ment. Many described how they like to browse the

plethora of personal care and general merchandise items
found in larger stores—but not necessarily buy.The
assortment was clearly associated with stocking trips—
much less frequently in these segments. And in fact, it
could have a negative effect because it is either too
tempting, time consuming to shop, or it reinforces feel-
ings of restriction and having to do without. Thus, the
right product assortment is more valued—a mix that is
carefully tailored to needs for performance, brands,
economy, and feelings of validation.

For some product categories like fresh fruits, vegetables,
meats, breads, and milk, there is a strong association of
freshness with street and open air formats where quality
is perceived to be higher, prices are substantially lower,
products may be sampled, and the customers can
actively manage the price/quality tradeoff by choosing
the time of day at which they buy. 

Here, the definition of “quality” is not necessarily con-
sistent with the uniformly shaped and colored product
typically offered in large supermarkets. There is a feel-
ing that the stocking and ripening process is unnatural
and even worsens the taste, while street and open air
formats are seen as wholesome and farm fresh. 

Other factors like store physical appearance, with infra-
structure and hygiene are used as a screen rather than a
driver of choice. Promotional flyers, home delivery, loy-
alty cards, and extended operating hours are similarly
less important. 

Large chain formats lack a key element: the emotional
proximity and feeling of community that comes of per-
sonal relationships with shopkeepers or store personnel.
This turned to be the top factor for consumers choos-
ing stores for daily purchases. These relationships typi-
cally result from a history of positive interactions and
experience. Personal relationships allow exchanging a
product, coming up short at the cash register, selecting
a product during a stock-out, or feeling confident that
produce and meats are fairly weighted. Besides, they
reported poor treatment by staff while shopping at large
chain stores. Sometimes this is the result of extra scruti-
ny from security personnel, clerks who show visible
frustration when economizing consumers ask for small
purchases or inquire after promotions, and cold” treat-
ment coming from other customers in the store.

Myth #5: “It’s Just a Matter of Money and Time”
Until Emerging Consumers Flock to Large
Supermarkets
This myth assumes that emerging consumers cannot act
on their natural preference for larger supermarkets for a
number of reasons: they have lower incomes, they do
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not own cars, or they may need the credit that is
offered by small retailers.

Today, emerging consumers infrequently shop, at large
supermarkets or hypermarkets. Lower income segments
are averse to spending beyond their means and prefer to
pay cash as a means of controlling expenditures. Credit
is viewed as more appropriate for major purchases like
appliances, rather than for funding day-to-day consum-
ables. But they often come up short on small purchases,
and rely on their virtual wallet at small-scale retailers
who offer a type of informal credit by allowing regular
customers to make up these small differences on their
next shopping trip—usually the next day or shortly
thereafter. 

This is a critical service for this group, since having to
remove purchases at the time of payment is considered
extremely embarrassing and to be avoided at all costs.
Furthermore, it allows parents to send their children to
make daily purchases with the least amount of money
possible—a means to control impulse spending on
candy and snacks. This is a form of short-term credit,
but is more an extension of the personal relationship
between the consumer and the shopkeeper, rather than
a transaction or service. 

Given their distinct values and needs, it is not clear that
increased incomes and access to transportation would
move them to different retail formats at all. The lack of
personal relationships, a modern but out of element
shopping experience, and negative perceptions about
some categories (like fresh goods), would more than
likely keep them away. 

Myth #6: The Popular Class—Emerging
Consumers Can Be Addressed as a Group
Several terms are applied to describe different character-
istics of middle- and upper-income classes, but typically
lower-income consumers are unceremoniously lumped
into the blue collar, the working class or the popular
class, as if no notable differences existed among them. 

Our study indicates that there are many meaningful
differences among emerging consumers—a basis for
further study and segmentation. Clearly, demographic
variables such as size and stability of income matter.
Some sub-segments have incomes that afford stocking
occasions, greater experimentation, and breadth of pur-
chases while other consumers are more focused on daily
needs and tend to avoid changing brands or stores.
Emerging class consumers, even though they may share
a relatively homogenous profile in demographic/socioe-
conomic variables, could also be distinguished by psy-

chographic variables. Specifically, there appears to be a
range of lifestyle and shopping attitudes along a contin-
uum of practicality/control/traditionalism and emo-
tion/impulse/innovation. These differences in lifestyle
and attitudes have an impact on shopping behavior,
manifested in characteristics such as brand loyalty, store
loyalty, willingness to innovate, price sensitivity and
responsiveness to promotions, and breadth of categories
purchased. Economic crisis also shows its impact, as
newly constrained consumers seem to act differently
from structurally low income groups—many of the
newly poor are struggling with the ordeal of defining
what they can do without. 

In summary, research across six Latin American coun-
tries breaks six common myths about emerging con-
sumers. Although “poor” relative to the upper SES,
these consumers spend a great deal of money on con-
sumer products and constitute a significant portion of
these markets. When shopping, they follow a quite
rational and sophisticated behavior as they seek to rec-
oncile preferences with their economic reality. They
have a distinct set of product and format needs—which
does not necessarily include whatever is lowest cost,
credit, or responding to shelf prices. The personal rela-
tionships and sense of community they seek is a strong
incentive to shop in small-scale retail formats.
Furthermore, differences within emerging consumers
imply that retailers need a differentiated proposition to
address the needs of this group

Emerging consumer segments in Latin America and
other regions of the world are a significant business
opportunity but the current retailers’ business model
may need adjustments or even realignment in order to
properly address these segments’ needs. They furnish
their needs at small-scale, traditional, neighboring
retailers. The reasons why these traditional formats are
preferred are being studied, in order to understand why
these retailers endure in-spite of the strong expansion of
modern. Lessons will probably be learned from these
traditional stores.

5



66

I N T E R N A T I O N A L  F L A V O R  A T  S T R A T E G I C  P L A N N I N G  A N D
M A N A G E M E N T  I N  R E T A I L I N G  P R O G R A M

International Flavor at Strategic Planning and Management
in Retailing Program
Thirty-two retailing executives representing 14 coun-
tries attended the 19th offering of the Strategic
Planning and Management in Retailing Program at
Babson College in May, 2004. In addition to U.S. par-
ticipants, other represented countries included Canada,
Mexico, and El Salvador from North America; Estonia,
Finland, Latvia, Lithuania, Netherlands, Switzerland,
and Turkey from Europe; and Hong Kong, New
Zealand, and South Africa.

During the weeklong program, participants discussed
case studies covering a variety of retailers, including
Wal-Mart, Zara, Best Buy, Meijer, and Kohl’s. In addi-
tion they heard presentations on “Eight Ways to Win in
Retailing,” “Financial and Productivity Analysis in
Retailing,” “Supercharging the Retail Supply Chain,”
“Strategic Thinking and Strategic Planning,” and “Out
of the Box Thinking About Retail Supply and Demand
Chains.” The participants also worked in teams on
Category Scorecards, the Master Productivity Matrix,
and Quartile Analysis.

Our store tour featured visits to BJ’s Wholesale Club,
Target, Wal-Mart, Kohl’s, Shopper’s World Power
Center (including Best Buy, Old Navy, Toys-R-Us,
Barnes & Noble, T.J. Maxx, Sports Authority, and oth-

ers), Walgreen’s, Trader Joe’s, Staples, Whole Foods,
Jordan Furniture, and the Natick Mall (Filene’s, Macy’s,
Sears, Lord and Taylor and numerous specialty stores.)
As usual, the Babson Executive Conference Center
made for an ideal learning venue and meals were excel-
lent. Of particular note, Wednesday’s dinner was a lob-
ster and clam bake and Thursday’s lunch was the annu-
al “Doug Tigert Cheeseburger BBQ.” Program faculty
included Larry Ring, John Strong, and Ram Ganeshan
of William and Mary; Marty Anderson from Babson;
and Guillermo D’Andrea from IAE in Argentina. Susan
Hartshorn served as program manager and housemoth-
er, and kept all members of the diverse group well
looked after.

This program is offered twice in North America (at
Babson and at William and Mary), and once in
Australia and in Singapore (both sponsored by Monash
University in Australia). Next, the program is scheduled
to be offered September 18-24, 2004, at the College of
William and Mary in Williamsburg, Virginia. Those
interested are encouraged to apply early. To register,
contact Susan Hartshorn at shartshorn@babson.edu, or
at 781-239-2923.

Introduction
Recent advances in technology and data-management
tools are reshaping the way retailers manage their opera-
tions. New transactional and merchandising technology
have made it possible to “centralize” store and ware-
house data. Coupled with advances in hardware such as
128-bit scanners and RFID, such “centralizing” tech-
nologies are having a substantial impact on the bottom
line.

Over the last couple of years, we helped a mid-size
retailer assess the impact of a centralizing technology.
The retailer implemented a merchandising system that
centralized all retail information, making it possible to
move the procurement organization that was predomi-
nantly local to a central region. We helped the retailer
answer two questions:
1. How much are our current supply chain costs?
2. How much will we save if we centralize our procure-

ment activities?

Indeed, many retailers have the same questions. This
brief article explains how we answered the above two
questions. If the reader is interested in the details, please
contact the authors.

Case Study 
To preserve confidentiality, we have disguised the names
and the numbers. We have, however, maintained the
relative magnitude of the costs to provide an analysis of
the centralization issue.

Compared to other retailers in the United States, this
retailer can be classified as somewhere near the bottom
of the top 100 U.S. retailers, with annual sales of less
than $1 billion. This retailer operates in more than 20
regions, with multiple retail formats and store sizes in
each region. Historically, each of the retail regions has
maintained independent operations, making buying,
replenishment, and distribution decisions locally. There

Centralizing Retail Ordering: What Is It Worth?  A Case Study
Ram Ganeshan, Associate Professor of Business Administration; Lawrence J. Ring, Chancellor Professor of Business
Administration; and John S. Strong, Ryan Professor of Finance and Economics, the College of William and Mary
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is, however, a central organization that sets overall
financial goals and merchandising policies, coordinates
resources between the retail regions, and does the over-
all invoicing and financial reporting function for the
organization. The head office has a team of buyers
whose primary goal is to coordinate the procurement of
certain private label items across all retail regions. Also 

at the head office is the Chief Operating Officer, who
oversees the operations for the entire retail organization. 

In addition, each region also has a local retail manager
who is responsible for the overall operations of all the
retail outlets in that region. The local retail manager has
a team of buyers and merchandising managers, each of
whom make assortment and replenishment decisions

for their categories (see “The Current Supply Chain”).
Based on inventory levels and outstanding orders, each
buyer places orders to the vendors who then ship the
items using a shipping consolidator to the retail region.
The items arrive at a warehouse located in the retail
region where they are unloaded, manually checked for
errors, ticketed, and stored in storage bays. The product
is typically moved within the span of a few days to the
store front where they are ready to be sold. 

The merchandising system currently used by the retailer
is what is now called a “legacy” system. The buyers use
it to generate orders; the receivers use it to receive,
check, and transfer products to the store; sales are also
tracked via a point-of-sale (POS) system. While POS
scanners track sales at the retail-level, scanners are not
used in the ordering and receiving processes making

storage and retrieval of data cumbersome. Also, the
tracking of store and warehouse inventory becomes
more of a manual task. 

Other problems with the current supply chain include
the fact that there are relatively large ordering costs due
to common vendors, as well as the duplication of
processes in each region (high overhead costs). The
existing system clearly does not leverage economies of
scale. In addition, handling costs are high due to manu-
al receiving and ticketing processes.

Estimating Total Supply Chain Costs 
For this retail organization (indeed for any retail organi-
zation), the total supply chain costs encompass the costs
to order the merchandise, the transportation costs to
ship it from the vendor region to the retail warehouse;

Each retail outlet 
is autonomous 
with ownership of 
buying, receiving, 
storage processes

Each retail outlet 
owns its transac-
tion information

Store
Warehouses

Product received, stocked,
and transferred to store

Product shipped
by consolidator

Head Office:
Sets overall financial &
merchandizing goals; 
invoicing and yearly 
financial reporting

Over 1000 suppliers

Buyers have control 
over the ordering 
of merchandize: 
e-mail, fax, phone, 
EDI orders to 
suppliers

T H E  C U R R E N T  S U P P L Y  C H A I N
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costs to handle the product including breaking-bulk
and eventually transferring it to the store shelf; and,
finally, the costs of storage and carrying inventory.
To estimate each of these costs, we took every expendi-
ture at each of the retail regions and classified them
either as “order processing,” “storage,” “handling,”
“transportation,” or “inventory” costs. This was a diffi-
cult task since the accounting of costs was not uniform
across the regions, so we had to define each of these
costs precisely, and standardize how they are measured.
The following graphic illustrates the aggregated costs 

for one of the typical retail regions. The total costs for
this region are $3,321,781 on $42.2 million in sales.

The New Merchandising Technology and the Move
to a Central Buying Organization
The proposed solution to tackle the key problems of
the current supply chain was the implementation of a
centralizing merchandising system. The merchandising
system will store all transactional information in a
central database, making it possible to centralize the

C E N T R A L I Z I N G  R E T A I L  O R D E R I N G :  W H A T  I S  I T  W O R T H ?   A  C A S E  S T U D Y

procurement function. Additionally, 128-bit scanning
technology will make receiving fast and efficient.

This retail organization had decided that the new cen-
tralized buying organization will be located at the head
office and it will make most of the buying decisions for
each of the retail regions. Each region, however, will
still maintain a few buyers who will buy items that are
unique to that region. 

To capture the impact of the merchandising system and
the impact of procurement centralization on supply
chain costs, it is necessary to estimate how each of the

cost components will be changed. We went through
each of the cost components and estimated how they
change with centralized buying and efficient receiving.

The chief operating officer in conjunction with the
retail manager at each region gave us an estimate of
how the manpower requirements are expected to
change with the centralization process. For this regional
example, they expected a 24 percent reduction in man-
power requirements, mostly achieved in the buying and
receiving functions. For example, efficient receiving due
to 128-bit scanning will reduce the number of material
handlers who receive the product, break-bulk, tag, and
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share 
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realtime with 
Head Office
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put away for storage or transfer to store. On the other
hand, for this retail region, it is expected that the num-
ber of store workers who move the inventory from the
backrooms to the shelf will not change. For the smaller
regions, many of the store workers actually receive the
product—so there were changes in the number of
workers who actually work in the store. 

The new merchandising system also reduces the admin-
istrative requirements on the warehouse. The warehouse
in this retail region requires less effort to audit the mer-

chandise, fill out the paperwork, interact with vendors
to resolve errors, etc. Additionally, one less inventory
clerk whose primary job is to work with the supply
technicians to manage the merchandise audit function
is needed. These changes reduce the total number of
FTEs, the associated benefits and overhead. 

The biggest impact of centralization is the relinquishing
of local buying function to head office. The retail man-
ager still oversees the operation, but only two of the
buyers from an original nine will be needed to manage
the local buying operation. On the other hand, the
organization has estimated that an additional 21 FTE’s
will be needed at the head office to take over the buy-
ing operation of all the retail regions. The graphic,
“Comparing Costs,” shows the estimated costs when
the centralization is completed for this retail region.
The estimated yearly savings for the region is $885,848,
or 23 percent. These savings can be cumulated across
the system and a payback time for the merchandising
system investment can be easily calculated.

Some Lessons Learned
1. Retailers still view supply chain costs myopically,

mostly from a distribution-cost perspective. A cost
model that encompasses the entire supply cycle is
needed when evaluating centralization.

2. The supply chain cost components are inextricably
linked—changes in FTEs in handling, for example,
changes the cost of ordering, storage, and, in many
cases, transportation costs. This will help them esti-
mate each of the costs accurately so they can compare
themselves to industry benchmarks.

3. While centralizing technology can streamline procure-
ment, it also involves reductions in the buying teams
in many of the retail regions. Without providing the
right set of incentives to the local buying organization,
such reductions can be difficult to execute. 

4. The implementation of the centralizing merchandis-
ing technology is often a multiyear process requiring
the active participation of the retail regions. Prior to
implementation, a “buy in” from each of the retail
region is a necessity.

5. While centralizing procurement increased operational
efficiency in this retailer, it was also perceived to have
taken away some of the flexibility when the organiza-
tion had to make local changes quickly. However, that
proves to be less of a problem than earlier thought. 

6. The substantial savings achieved here indicates that
centralization is not just something that can be justi-
fied by the biggest of retailers, but that even moderate-
ly sized organizations can achieve significant benefits.
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Perhaps the single most important force driving change
in United States retailing today is the value-driven con-
sumer. In the face of stagnant family incomes, rising
expenses, and high debt levels, overextended consumers
across the country have increasingly chosen to shop
where they can get better value for the money. And, the
overwhelming evidence is that those retailers that have
provided better value have prospered at the expense of
those who have not.

In the United States, value-driven retailers, most of
which are everyday low price players, can be organized
into the following categories:

1. Discount department stores and their successors,
the supercenters, such as Wal-Mart and Target.
Discounted prices, initially on consumables and
general merchandise, and more recently, on groceries,
have fueled growth. Wal-Mart’s worldwide sales
were $55 billion in 1992 and grew to $220 billion
in 2002.

2. Warehouse membership clubs such as Costco and
Sam’s Club. For customers willing to buy in bulk
with limited choice, membership clubs provide the
lowest prices of the “big boxes.” Costco’s sales were
$13.8 billion in 1992, yet grew to $38 billion 
in 2002.

3. The dollar stores such as Dollar General, Family
Dollar, and Dollar Tree. These stores attract both
those who look for dollar items out of economic
necessity and those who like nothing more than
getting a great bargain. Dollar General had sales
of $754 million in 1992 and grew to $6.1 billion
in 2002.

4. Opportunistic off-pricers such as T.J. Maxx and
Marshall’s. Off-pricers buy opportunistically from
retail overstocks, manufacturer end-of-runs, bank-
ruptcies, liquidations, and the like to deliver brand
name and designer items at up to 60 percent less
than department stores. TJX had sales of $2.87 bil-
lion in 1992 that grew to $11.98 billion in 2002.

5. Factory outlets and retail clearance centers. The most
famous of these is the Mills Corporation, which runs
27 retail value centers across the United States. The

company had gross square footage of 6.9 million
square feet under management in 1992. That num-
ber has grown to over 34 million square feet today
generating 220 million annual shopper visits.

6. Category killers such as Home Depot, Best Buy,
Bed Bath & Beyond, Toys-R-Us, and Office Depot.
The category killers combine dominant assortments
with convenient, off-the-mall locations and value
pricing to win with consumers. Home Depot had
sales of $7.1 billion in 1992 that grew to $58.2 bil-
lion in 2002.

7. New, lower margin department stores such as Kohl’s.
Compared to department stores, Kohl’s achieves per-
manently lower margins through lower rents (off-the-
mall) and lower wages (front-end supermarket like
checkouts.) Kohl’s had sales in 1992 of $1.097 bil-
lion and grew to $9.12 billion in 2002.

8. New attackers in the specialty fashion business, such
as Zara (Spain) and H&M (Sweden), which bring
better value for the money to the middle mass fash-
ion market. Their competitive advantages include
unique product design, private label, and powerful
supply-chain management that creates a very short
fashion life cycle. H&M entered the U.S. market in
2000 and had opened 66 stores by 2003.

9. New, low-priced, limited assortment, extreme
value, hard discount supermarket chains such as Aldi
(Germany) and Save-A-Lot (Supervalu). These
chains combine pricing power and efficiency with a
limited assortment of fast-moving items in a small
store environment and are under pricing Wal-Mart
supercenters in food. Sav-A-Lot grew from almost
nothing in 1992 to more than 1,000 stores in 2002.
Meanwhile, Aldi has become a $37 billion world-
wide giant.

Except for discount department stores, none of these
categories was a factor, or in some cases, even existed, in
the United States 20 years ago. Today, they are all sig-
nificant and growing sectors in U.S. retailing. The main
losers have been traditional department stores; inde-
pendent specialty stores; mom and pop operations; and
increasingly, conventional grocers, as Supercenters and
hard discounters push further into the food business.
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Coinciding with the decline of the department stores is
the maturation of the traditional, enclosed regional
shopping mall. Malls have seen almost no growth in
net square footage in several years while off-mall, big
box square footage has exploded along with that of
value centers, power centers, lifestyle centers, etc.

In the United States, conventional and national chain
department stores had total sales of $85.1 billion in
1992. Ten years later, in 2002, that number was only
$89.3 billion, unable to keep pace with inflation. In
contrast, discount department stores had sales of $91.9
billion in 1992 and grew that number to $136.6 billion
by 2002. Even more significant, warehouse clubs and
superstores grew sales from $40 billion in 1992 to a
staggering $193.5 billion by 2002.

Recent consumer surveys indicate that price and/or
value leadership is either the number one or number
two store choice criteria across nearly every U.S. retail
sector. Clearly, consumers are voting with their feet.
Retailers that cannot deliver on value have been and
will continue to experience slow to no growth and sig-
nificant stress. This observation is true not only for
U.S. retailing but for retailers worldwide. Sales growth
of the top 100 retailers worldwide has slowed signifi-
cantly in the past two years due to sluggish growth in
the United States and Europe and a continuing sickly
Japanese economy. Most of whatever growth exists is
taking place in emerging markets. Nevertheless, the
fastest growers among the top 100 are almost uniform-
ly thriving on strategies designed to appeal to value-
driven consumers.

The main trends described here for the United States
are rapidly migrating to the rest of the world. Third-
world countries such as Thailand, for example, now
have most of the formats discussed above. There are
three supercenter companies [Big C (Casino), Lotus
(Tesco), and Carrefour] in Thailand. Thai category
killers exist in home improvement, electronics and
appliances, books and cards, office supplies, etc. China
is exploding with new formats including Wal-Mart
and Carrefour Supercenters, and B & Q (UK)
do-it-yourself stores. Even small countries like
Singapore already have two hypermarket chains (Giant
and Carrefour). Similar examples can be found in
South America.

In the United States, the traditional, unionized super-
market industry has become so threatened by super-

centers that they are now trying desperately to stop the
growth of the giant stores through specialized legisla-
tion at the local or state level or through ballot box
initiatives. Meanwhile, department store operators are
starting to shift from their mall bases to more free-
standing stores, providing them with more flexibility
and lower occupancy costs.

However, as the current demographic and economic
trends continue in the same direction, value chains are
likely to prosper for the foreseeable future. 
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