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INTRODUCTION



For the teacher


This book is intended for use by students preparing for the Cambridge International Examinations O Level Commerce syllabus.


The aim of the book is to present comprehensive coverage of the syllabus in a readable and interesting style that will appeal to the full range of abilities. Wide and constructive use of illustrations is also an important feature of the book.


Each chapter is supported by a variety of activities that will help the student to compile revision notes, practise objective tests and tackle ‘stepped’ structured questions. These activities are differentiated, allowing the learning material to be geared to the full range of student abilities.





•  Key words encourage readers to focus on important commerce-related terms and to form their own glossary.



•  Search and find work helps students to form their own set of revision notes.



•  Multiple choice questions give experience of tackling objective tests in preparation for the examination.



•  Structured questions* are provided at the end of each chapter, many of which are data-based. The questions are stepped in difficulty so that all students can achieve the introductory questions while more able students will be stretched by later questions. The weighting of these questions is indicated by the mark allocation. They are not intended to reflect the weighting in examinations but you will note that the scores of each overall question always total 20 marks. This should help you to assess and compare the ability of your students whichever questions, or parts of them, you decide to allocate.





*Please note that answers to all of the multiple choice questions, as well as answers to selected Structured questions (one for each chapter) appear at the back of this book. These are not endorsed by Cambridge International Examinations as a mark scheme but they will provide useful guidance when assessing student progress.



For the student


How to use this book


At the end of each chapter you will find a section called ‘Things to do’. It includes a variety of activities aimed at reinforcing and testing your learning. Your teacher may specify which elements they want you to do, but you may also want to tackle others as additional practice. This important part of each chapter contains the following elements:
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Key words


Find out the commerce-related meaning of a collection of words that are important to your learning. You are required to use each term in a separate, concise sentence to show that you understand it in the context of your studies. This activity will help you to create your own glossary of relevant terms.
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Search and find


Copy a series of questions and write down their answers to formulate revision notes on the theme of the chapter.


[image: ]







[image: ]


Multiple choice


Tackle the ten multiple choice questions and identify the correct answers. Note that the answers to the multiple choice questions are given at the back of this book. However, don’t be tempted to look them up before tackling the questions! Note also that only one of the four options will be correct but the exam may use a different format.
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Structured questions


An important and unique feature of this book that will help you to prepare for your exam. The questions are stepped in difficulty, as indicated by the number of marks (shown in brackets). Many of these are ‘data response questions’, that is, they are based on given information which you must study before you tackle the questions.
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The final chapter focuses on preparing you for the final examination. While it is at the end of the book, you should read it before working through the chapters and then read it again at the end of your course of study. It contains tips and advice to follow throughout your studies, as well as guiding you through the final preparations for your exam.





1 PRODUCTION
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BY THE END OF THIS CHAPTER YOU WILL BE FAMILIAR WITH:





•  the chain of production



•  primary (extractive), secondary (manufacturing and construction) industries and tertiary activities (commercial services and direct services)



•  specialisation and division of labour



•  commerce



•  the relationship between industry, commerce and direct services.
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1.1 The chain of production


All people have two basic needs for survival – food and shelter. These are essential for us to function and survive. Many of our activities are aimed at satisfying these needs. Activities that lead to the satisfaction of our needs are often referred to as ‘economic activity’ and humans are sometimes called ‘economic animals’. We also have wants. A want is something a person would like to have. It is not necessary for survival, but it would be nice to have. For example, we might like to have a smartphone, but we can survive without one.


Production is the processes and methods used by producers to transform inputs such as raw materials, semi-produced goods, and even ideas, information or knowledge, into goods and services. For example, a farmer prepares the ground, plants seeds, harvests the crops and sells this output to others. Similarly, a manufacturer may buy the harvest of the farmer, process it in some way (for example, put it in cans) and then sell it to someone else who will market the end product that eventually reaches the consumer (the purchaser of goods or services).
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From the start you should be able to recognise that there are ‘links’ between the production levels. These links show the chain of production and can be seen in Figure 1.1, which shows the chain of production for peaches.


The chain of production refers to the steps that must be taken to transform the raw materials, ideas and so on, into a finished product that can be used by consumers. The stages that the farmer goes through are part of the chain of production, and so is the manufacturer who puts the farmer’s products into cans. The retailer who eventually sells the goods to the consumer is also part of the chain of production, and the consumer is the final stage in the chain.


At each stage in the chain of production and distribution, the cost of goods or service is increased. In our example, the farmer sells at a price that includes his profit, the manufacturer adds to the price when the goods are sold to the retailer, and the retailer adds further to the price when the goods are sold to the consumer. This is demonstrated in Figure 1.2.
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The chain of production in practice


Traders such as retailers, wholesalers, importers and exporters support producers by selling and distributing goods and bridging the gap between production and consumption. For example, retailers and wholesalers order goods from producers and hold them in warehouses until they are required. Exporters distribute home produced products overseas. This provides work for producers and also raises foreign capital, which is needed to pay for the import of raw materials needed by producers. Importers buy the raw material and finished goods from other countries that we cannot economically produce in our own country – this helps our producers to specialise in manufacturing products for which they are best suited.


The services provided to traders (aids to trade) by some businesses also play a major part in coordinating the activities of producers and promoting their enterprise. Advertising raises awareness of the goods and services offered by producers and traders. Financial services provide the money for the capital assets needed by businesses, and also for consumers who want to buy on credit. Banking enables the transfer of payments between buyers and sellers of goods and also provides a variety of services that encourage payment and production. Insurance reduces some of the risks involved in producing and trading, for example the loss or damage to capital assets or goods. Transportation creates the physical links between producers, traders and consumers, and gets goods to the right place, at the right time and in the right condition.


1.2 Types of production


Production can be divided into three clear categories: primary production, secondary production and tertiary activities.
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Primary production



Primary production is about the extraction of basic materials provided by nature, which are either above or below the Earth’s surface. The extractive industries are farming, fishing and mining. There would not be much more production without these industries.





•  Farming involves food production in the form of fruit, fowls, animals and plants and also other produce such as trees and flowers.



•  Fishing plays a major part in providing food for countries that have access to the sea, either for domestic use or for selling to other countries. Deep-sea fishing is carried out in the open sea. Protected fisheries are a developing industry that ‘farm’ in inland lakes and reservoirs and even in the coastal waters of some countries.



•  Mining involves the extraction of raw materials such as fossil fuels, oil and gas, ore and so on, from below the Earth’s surface.





Secondary production


Secondary production consists of the manufacturing and construction industries. They take the materials produced by the extractive industries and change them into an end product.





•  Manufacturers may be involved in the production of a complete item, or they may make parts that will be assembled into a finished article.



•  Construction industries take the raw or partly processed materials of primary producers and change them into buildings, roads, bridges and so on.





Tertiary activities


Tertiary activities are also a form of production because they enable the change of ownership of goods and services. Tertiary activities begin when goods leave the producer (those who make consumer goods). Such goods do not usually pass directly to the consumer (the ultimate purchaser). They have to be transported, stored, insured, advertised and sold by traders on the open market. These and many other activities make up tertiary production and make the change of ownership from the producer to the consumer possible. Tertiary activities are sometimes called the service industry, but more often they are referred to as commercial services (or commerce) and direct services.


We have already seen how the various elements of the chain of production are interdependent. Primary production needs manufacturers to use their output, and production cannot take place without the raw materials provided by primary production. Similarly, tertiary services are the important link between all types of producers and the market for their output. And we, as consumers, could not specialise in the variety of work we engage in if others were not creating the food and clothes we need and the mechanism was not there to enable us to buy them. From this you will understand that industry and production cannot exist without commerce and commerce cannot exist without production; they are interdependent.


1.3 Specialisation and division of labour


Specialisation occurs when people focus on carrying out a particular task. They do what they do best in exchange for money, and then use the money they earn to buy the goods and services that they need. In this way people become consumers: the buyers of a final service or good (sometimes referred to as a commodity). Many working people are specialists of some kind. For example, your teacher is a specialist, and so are designers, carpenters, engineers, nurses, drivers and so on. The list is almost endless, but the essential feature is that workers are more skilled because they focus on a relatively narrow field. See Figure 1.4.


Specialisation takes place at many levels as well as at the level of individuals, for example:





•  Businesses tend to specialise in a specific part of the market.



•  Individual towns in a country may specialise so they can exploit local resources in a region (for example, tourist attractions).



•  A whole country may specialise in areas where it has a comparative advantage owing to its resources. For example, Pakistan is one of the biggest producers of cotton and linen in the world. Other countries may specialise in other natural resources, for example, agriculture, oil or gas extraction, technological developments. (See Figure 1.5 for other examples of international specialisation and their relationship to commerce.)
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Division of labour occurs where production, or an aspect of its operations, is broken down into several tasks or stages. A limited range of tasks is assigned to workers within the production process. For example, in a clothing factory a complete production line may involve many workers, with each one making their individual contribution to the end product (see Figure 1.6). By organising production into many stages or processes, workers specialise and become more proficient in their work through repetition. Consequently, output per person is raised. This increased productivity can result in lower unit costs and thereby lower prices for consumers.


Can you see the inter-relationships between the terms ‘specialisation’ and ‘division of labour’?


Advantages of division of labour





•  Workers become more expert in their jobs.



•  Jobs become simpler and easier to learn.



•  Output per person increases.



•  Machinery and automation can be used.



•  Workers can change jobs more easily.



•  Unit costs are reduced.





Disadvantages of division of labour





•  Repetitive and limited tasks can become boring.



•  Individual crafts may be lost through mechanisation.



•  Greater use of mechanisation can result in unemployment.



•  Production can easily be disrupted by strikes.



•  Slower workers may be unable to keep up with others.





1.4 Commerce


When goods leave the producer they do not usually pass immediately to the consumer. Instead they tend to pass through intermediaries. They have to be stored, transported, insured, advertised and sold by traders. This movement of goods and services through to the final customer is called the chain of distribution. This and the many other commercial activities that make up tertiary production contribute to the change of ownership of goods from the producer to the consumers, thus promoting and assisting commercial activity. Tertiary production is sometimes called the service industry, but more often it is referred to as commerce and direct services.
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Commerce refers to the buying and selling of goods and services. It can be divided into two clear areas – trade and aids to trade:





•  Trade is the process of changing ownership. Traders are businesses directly involved in the buying and selling of goods and services. Trade can take place within a country (home trade) or between countries (foreign trade). Home trade particularly involves the activities of wholesalers and retailers. Foreign trade involves importers who buy goods from other countries, and exporters who sell goods to other countries.



•  Aids to trade are the commercial activities that directly assist trade in its job of selling goods and services, for example, banking and finance, insurance or transportation.





E-commerce is a relatively recent form of commerce that refers to the buying and selling of products (and services) by businesses and individuals through an electronic medium such as the internet, without using any paper.


Trade


As stated, trade enables the change of ownership of goods, services or information usually in exchange for money, but it can be in exchange for other goods or services.


The network that allows this exchange to take place is generally referred to as a market, and this market can be in home trade or foreign trade. Trade plays a very important role both at home and overseas:





•  It enables specialisation to take place – producers can concentrate on what they do best (producing) and leave the marketing of their products to others.



•  It facilitates increased development so that the whole economy grows.



•  It provides areas and countries with products and services that they would otherwise not have access to.



•  It helps a country to exchange its surplus with the surplus of other countries.



•  It encourages cooperation between sectors and also with other countries.



•  It facilitates the exchange of technology between industries and between countries.





Aids to trade (indirect services)


The aids to trade are also referred to as indirect services. They are the commercial activities that assist trade in its job of selling goods and services. The activities that provide these services are as follows:


Banking and finance


Banking provides short-term finance and facilities for easy payment transfer. Finance is sourced through various commercial institutions (for example, the stock market) providing long-term finance for commerce and consumer credit.



Communications


Business communication refers to ways of sharing information. This can be between people within the organisation, between organisations, and between the organisation and its customers. These communications can be oral, written, telephonic or electronic, including fax, internet, intranet, email, teleconferencing, and videoconferencing.



Advertising


Advertising is a form of communication. It provides potential customers with information about goods and services and can lead to increased sales. Advertising is also used to increase public awareness about issues of national concern, for example, health and safety.


Transport


Transportation is important to all parts of the chain of distribution. It is the physical movement of commodities from one place to another. The aim is to get the goods from one place to another, on time and in good condition.



Warehousing


Warehousing plays a crucial role in the supply chain as a centre point in the chain of supply, linking flows of goods between suppliers and customers. Warehouses hold raw materials, component parts, part-finished products and finished goods at or near where they are needed, in safe and appropriate conditions.



Insurance


Insurance spreads the risks faced by industrial and commercial businesses. It protects businesses from the damaging effects of financial liability arising from unforeseen circumstances such as theft, fire or flood. Having the security of insurance means that a business does not need to keep large amounts of money to one side to cover it in the event of such losses.


Direct (personal) services


There are many other services that support industry and commerce, even though they are not directly involved in the chain of production or the change of ownership of goods. These are the people and businesses that provide us with direct services, so called because the services are offered direct to the consumer.


Examples are teaching, nursing, hairdressing, consultant services, entertainment and many more such direct personal services. Can you see how these support trade? Can you recognise the place of businesses like these in trade or commerce or production?


1.5 Business inter-relationships


Industries need each other for the goods and services each provides. The tourist industry, for example, depends on the agricultural industry for supplies of food and so some farmers sell their products – for example, vegetables, citrus fruits – to wholesalers or even direct to hotels and other bulk users. The tourist industry is an important earner of foreign currency; the banks (including the central banks) depend on the earnings from tourism in order to meet the needs of individuals who, like businesses, require foreign currency to purchase raw materials or machinery from overseas.


Traders support producers by carrying out the distribution of goods and bridge the time gap between production and consumption. For example, retailers and wholesalers order goods from producers and hold the goods until they are required by the consumer.


Exporters are involved in the distribution of home goods overseas. This provides work for producers and also raises foreign capital, which is needed to pay for the imports of raw materials used by the producers. Importers buy from other countries the raw materials and finished goods that cannot be produced economically at home. This allows home producers to specialise in manufacturing products for which they are best suited.


The services, or aids to trade, also play a major part in combining the activities of producers and promoting their enterprise. Finance provides the money for the capital assets needed by business, and also for consumers and businesses who wish to buy on credit. Banking ensures the transfer of payments between buyers and sellers of goods, and also provides other services to facilitate payments. Insurance overcomes some of the risk involved in producing and trading, such as the danger of loss or damage to capital assets or goods. Transport makes the physical link between producers, traders and consumers and gets goods to the right place, at the right time and in the right condition. Advertising helps producers and traders to bring their commodities to the attention of their potential customers. The communications systems enable businesses to communicate with each other and their customers at the various stages of production and distribution.


As already stated, direct (personal) services also have an important relationship to industry and commerce. For example, educators help us to attain the skills that are needed by employers in industry and commerce, and medical staff help keep us fit to work. The entertainer contributes to our wellbeing and consultants offer advice in a variety of forms. All of these, and many others, contribute ‘indirectly’ to the success of industry and commerce by providing ‘direct’ services.


In summary (see also Figure 1.7), commercial activities are essential to production, but many of the commercial activities would not be needed if it were not for producers and specialisation making exchange necessary. In other words, primary, secondary and tertiary production are inter-related and interdependent.
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Things to do



This section contains a variety of exercises to test your understanding, and to help you create a glossary of terms, revision notes, and to prepare you for your examination.
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Key words


Find out the commerce-related meaning of each of the following terms.


Write a separate sentence for each term to show your understanding.


needs


wants


production


producers


chain of production


retailer


consumers


profit


extractive industry


primary production


secondary production


tertiary activities


farming


indirect services


direct services


exporters


importers
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Search and find


Copy the questions below and write out their answers to form your own revision notes. You can find the answers by referring back to the chapter.




  1   What are the basic needs we all require to survive?


  2   How do needs differ from wants?


  3   What is the chain of production?


  4   Why does the price of a product rise as it passes along the chain of production and distribution?


  5   Primary production is also referred to as the extractive industries. Why is this?


  6   In what ways does secondary production rely upon primary production?


  7   Why is tertiary production so important to the other forms of production?


  8   What is specialisation?


  9   Explain the term ‘comparative advantage’.



10   In what ways can division of labour increase productivity?



11   Discuss the statement ‘Although there are advantages of division of labour, there are also disadvantages’.



12   Define the term ‘commerce’.



13   Describe the two main elements of commerce.



14   What is e-commerce? Give two examples of it in practice.



15   Briefly say how home trade differs from foreign trade.



16   How does trade facilitate specialisation?



17   List the main aids to trade.



18   Why are the aids to trade also referred to as indirect services?



19   In what ways can indirect services support both industry and commerce?



20   Give three examples that demonstrate the inter-relationships between contrasting forms of business.
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Multiple choice


Choose the one most appropriate answer from the four alternatives.




  1   Farming can be referred to as:







        A a tertiary activity


        B a manufacturing industry


        C an extractive industry


        D an aid to trade







  2   Teaching is an example of:







        A an indirect service


        B an aid to trade


        C consumers


        D a direct service







  3   The physical link between producers would be made by:







        A transportation


        B advertising


        C communication


        D traders







  4   The process of exchange of goods and services is made by:







        A sellers


        B buyers


        C commerce


        D transportation







  5   Industry and commerce are interdependent because they:







        A need each other


        B serve the same customers


        C use the same sources of income


        D provide competing services







  6   A comparative advantage occurs when:







        A one country exports more than others


        B a business gains a larger market


        C a good can be produced at a lower price


        D an industry uses division of labour







  7   Division of labour is most likely to be found in:







        A marketing


        B manufacturing


        C farming


        D foreign aid







  8   Which of the following is an example of tertiary production?







        A engineering


        B farming


        C mining


        D retailing







  9   Exporters:







        A buy goods from other countries


        B bring foreign capital into their country


        C cause an outflow of capital from their country


        D cause unemployment in their home country








10   Manufacturing is an example of:







        A secondary production


        B tertiary production


        C primary production


        D indirect services
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Structured questions


Answer as many parts of the questions as you can. The marks available indicate the amount of detail you need to supply/the level of difficulty of each question.




  1  a   Give one example of a primary industry.


[1]


      b   How do the extractive industries support other forms of production?


[2]


      c   What is secondary production? Name and define the two main categories into which this form of production can be divided.


[3]


      d   Wholesalers, retailers, exporters and importers are sometimes referred to as the ‘distribution trades’. Explain why they are referred to in this way.


[3]


      e   ‘Tertiary production is very different from the other forms of production but it is just as important.’ Discuss this statement.


[5]


      f   Take a particular product and describe its development from primary production through to the tertiary stage. Explain why each stage is important to the others.


[6]







  2  a   What is the chain of production?


[2]


      b   Briefly describe the three types of production that are normally involved in the chain of production.


[3]


      c   Why does the chain of production result in interdependence in the economy?


[3]


      d   Draw a simple flow diagram to show comparisons of the contrasting chains of production of each of the following items: a cotton dress, a china vase, cheese.


[6]


      e   Draw a simple table with three columns headed ‘Primary’, ‘Secondary’ and ‘Tertiary’ production. Enter six of the following occupations in the appropriate columns, with at least two in each column: farmer, shopkeeper, road maker, fisherman, builder, bank cashier, lorry driver, miner, oil driller, market trader, engineer, insurance agent, dressmaker and carpenter.


[6]







  3  a   Name the two basic needs of people.


[1]


      b   State one way that secondary production helps to meet the basic needs of people.


[2]


      c   Describe three ways that tertiary production helps both producers and consumers.


[3]


      d   State two contrasting examples of enterprises you would expect to find in each of the sectors of production (primary, secondary and tertiary). Give reasons why you have categorised them in the way you have.


[6]


      e   Clearly explain why all three sectors of production are interdependent.


[8]







  4  a   Primary production is sometimes referred to as extractive industry. Why is it referred to in this way?


[2]


      b   Name the three elements of extractive industry.


[3]


      c   What is secondary production? Name the two categories into which this form of production can be divided.


[4]


      d   Name five of the elements of tertiary production.


[5]


      e   ‘Tertiary production is very different from the other forms of production.’ Explain this statement.


[6]







  5   Refer again to Figure 1.3 on page 2 and answer these questions.







      a   What is ‘tertiary’ about the tertiary industries?


[1]


      b   How does secondary production differ from primary production?


[2]


      c   State two specific differences between home trade and foreign trade.


[2]


      d   If this diagram were extended where would advertising be shown? Why can advertising be described as a form of communication?


[3]


      e   Why is trade particularly important to producers?


[4]


      f   In what ways do the aids to trade support trade itself? Give examples.


[8]








  6   The following questions are all related to Figure 1.7 on page 8.







      a   Give two examples of types of businesses that clearly illustrate the difference between manufacturing and construction.


[2]


      b   Referring to home trade and foreign trade, which results in an outflow of a country’s currency? Explain the reason for your choice.


[3]


      c   Use a concise list to summarise the ways that finance supports all three of the stages through from primary production.


[3]


      d   Take any two of the services to trade shown in Figure 1.7 (other than finance) and explain their role in supporting both primary and secondary producers.


[4]


      e   What is commerce?


[8]
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2 RETAIL TRADE
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BY THE END OF THIS CHAPTER YOU WILL BE FAMILIAR WITH:





•  the role of the retailer in the chain of distribution



•  types of retailer



•  large-scale and small-scale retailing



•  selling techniques and methods and the implications of e-commerce



•  trends in retailing.
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2.1 The role of the retailer


Retailers are traders who provide goods and services to the consumer. The position of the retailer is either between producers and consumers, or between wholesalers and consumers. In other words, the retailer is the last link in the chain of supply between producers and consumers. See Figure 2.1.
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The retailer buys in large quantities from the wholesaler and sells to the consumer in smaller convenient quantities, as shown in Figure 2.2. If retailers can order in very large quantities they may bypass the wholesaler and buy direct from the producer as shown in Figure 2.3. It tends to be only very large retailers that can do this, although a small retailer may, for example, buy produce direct from a local farmer.
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The functions of retail trade


In Chapter 1, you learnt that we all tend to specialise in some way; we cannot satisfy our many needs or wants ourselves. We do a job of some sort and leave others to provide for our needs and wants, for which they receive a wage payment. For each of us to be able to specialise in this way requires an intricate pattern of distribution between producers and consumers.


In Chapter 1, we explored the many types of intermediaries between the producer and the consumer, looking in particular at the commerce-related aspects of this. An important element of this is retail trade: the last stage in the passage of goods from the producer to the consumer. The retailer performs a number of important functions, outlined below.





•  Outlet: the retailer provides the producer with an outlet for their products, thus saving the producer from the need to market their own goods (although some producers do deal direct with consumers).



•  Stocks: the retailer maintains stocks, which the consumer can buy locally in convenient quantities.



•  Choice: the consumer can choose from a variety of products from different and competing producers through the retailer.



•  Information and advice: retailers have expert knowledge and experience enabling them to advise customers on the quality and suitability of competing products.



•  Feedback: the retailer gathers feedback from its customers and relays this information to the producer. This helps the producer to understand what the consumer market wants, and also helps to ensure that consumer wishes are met.



•  Employment: retailers are, of course, an important source of local employment, which in turn contributes to the income that consumers need in order to make purchases.





The retailer has to be able to respond to consumer demands and expectations, otherwise they may lose customers and end up with unused, out-of-date stock on their shelves. Larger retailers gather knowledge of customers by analysing data collected electronically at checkout stations.


Small retailers may find it harder to gather this information but watching stock movements closely will reveal the information they need. In addition, the small retailer, through personal contact with customers, will learn more directly the customers’ changing requirements.


2.2 Types of retailer


Small retailers tend to be owned by one person or a very small number of people, whereas large retailers are often owned by many shareholders.


Small-scale retailers


The characteristics of small retailers are summarised below.


Door-to-door traders


Door-to-door traders generally deal in relatively minor goods and services and in an elementary way:





•  Pedlars carry goods from door to door on foot.



•  Hawkers use some method of transport, even as basic as a bicycle.



•  Mobile shops are vehicles adapted to serve as travelling shops, for example, an ice cream vendor.





Market traders


Market traders operate from stalls in open or covered areas, sometimes along streets and sometimes in areas specially kept for markets. Market traders can often keep prices low because they do not face the same overhead costs (for example, premises, rent, electricity) as conventional traders.


Door-to-door traders and market traders have more disadvantages than advantages because they are small and carry a very limited range of products.


Independent shops


Independent shops are not connected to a large organisation. They are referred to by a variety of names including ‘sole trader’, ‘unit trader’, ‘corner shop’ and ‘convenience store’.


An independent shop is generally owned by a single owner (sole trader) or by a small partnership and is typically sited away from a town centre and in a residential area. Independent shops sometimes specialise in offering a single commodity, for example, a baker, butcher or confectioner, while others offer a small range of basic commodities such as daily food supplies and cleaning materials.


The advantages and disadvantages of independent shops are outlined in Table 2.1.


Table 2.1 Advantages and disadvantages of independent shops






	Advantages

	Disadvantages






	Can give personal attention to customers

	Cannot buy in large quantities






	Saves the customer from travelling into town

	Prices often higher than in larger shops






	Owner has thorough knowledge of all aspects of the business

	Holds a limited range of stock






	Can sometimes allow customers a small amount of credit

	Difficulties arise if the owner is ill







Large retailers



Multiples (chain stores)


Multiples are chains of shops trading under a single name and are all owned by one company. They are generally controlled from a central headquarters and the shops tend to be located in town centres and shopping precincts.


Multiples enjoy many advantages over smaller retailers and most of these relate to their size:





•  Their large size enables them to bypass wholesalers and buy in large quantities direct from the producer or manufacturer.



•  A single national advertisement can cover all branches nationwide.



•  They have the resources to rent or buy stores in prime central sites with plenty of space for car parking.



•  They can afford to attract customers with ‘loss leaders’ (goods sold at below cost price).






Supermarkets


A supermarket is a large self-service store. A self-service store is defined as a supermarket when it has more than 200 square metres of shopping area and three or more checkout stations. Such stores are often organised as multiples.


Supermarkets deal particularly in pre-packed, pre-priced products. Loss leaders are frequently used to attract custom, and customers choose their own goods from the shelves. Shopping trolleys reduce customers’ awareness of the weight of their purchases and encourage impulse buying (unplanned purchases).


Because supermarkets are often organised in multiples, they usually enjoy the advantages mentioned above. They also benefit from economies of scale. For example, they can employ specialist staff such as butchers, bakers and fishmongers. In addition, they save on staffing levels because customers do the work of serving themselves.


Although this type of shop has many advantages over other retailers, it faces some disadvantages.





•  Large premises in prime areas are expensive.



•  Pilferage (stealing) levels are high.



•  Customers receive limited personal contact with staff.



•  Shopping trolleys are stolen.



•  E-tailing (which we will come to shortly) affects their profitability.






Department stores


A department store is quite a complex form of retailer. It is sometimes referred to as a ‘shop of shops’ because it is divided into separate departments, each specialising in a particular area of trade. Each department operates like a single shop and so is responsible for its own profitability. See Figure 2.4.


Department stores tend to be comfortably equipped, with lifts, a café or restaurant and other facilities to make shopping an ‘enjoyable experience’. In addition, merchandise is displayed attractively, and credit facilities (sometimes interest-free) are given to suitable customers. Some department stores even have their own charge cards.


The advantages and disadvantages of department stores are outlined in Table 2.2.


Table 2.2 Advantages and disadvantages of department stores






	Advantages

	Disadvantages






	Customers can shop in comfort

	Large central sites are expensive






	A wide range of goods is sold under one roof

	They cannot compete with the prices of multiples






	Shop assistants give personal service

	Comfortable surroundings can be a drain on profits






	They are sited in towns and are convenient for car parking and public transport

	They are labour intensive when compared with some retailers
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Hypermarkets


A hypermarket (superstore) is a vast self-service warehouse store with an extensive range of goods. They tend to combine the features of a department store (that is, they are divided into departments) and a grocery supermarket. In fact, some supermarket retail chains may create hypermarkets to extend their share of the market.


Hypermarkets tend to be located outside of towns where the land for large car parks is less expensive. Some hypermarkets specialise in particular areas of trading, for example, DIY and gardening.


They enjoy all the advantages and disadvantages of supermarkets, but they depend on customers being able to drive to them.


Discount retailers


This type of retailer offers a variety of discounted products. They tend to offer competitive prices on less fashionable products from a wide range of suppliers, and market ‘end of range’ products at discounted prices.


Speciality retailers


Specialising in specific industries or products (for example, DIY, kitchens and bathrooms, building materials, gardening), this type of retailer offers customers advice based on expert knowledge and a high level of personal service. They also add to their services by offering accessories and additional products related to their specialism. Their important advantage is their specialist applications, which reduces their competition to only those with a similar knowledge.


Franchise shops


A franchise is an agreement made between an entrepreneur (a business person) and a franchise house. The agreement allows the entrepreneur to use the name of a well-known company and the exclusive rights to market its products within a specified geographical area. This form of retailing is particularly common in the fast-food (takeaway food) trade.



E-tailers


E-tailers are a part of the wider internet activity of e-commerce. E-commerce facilitates a worldwide range of trading activities that includes internet auctions and many other forms of buying and selling.


E-tailers enable customers to shop via the internet and buy products that are delivered to their homes or premises in a similar manner to shoppers visiting a supermarket. The e-tailer is highly convenient because buyers can place their orders from the comfort of their homes or business premises and pay electronically. It reaches a wider geographical base than the conventional retailer. For example, customers do not have to be within the area of the retailer, but can make direct purchases from companies in distant places, even overseas. The e-tailer tends to offer very competitive pricing.


2.3 Large-scale and small-scale retailing


The pros and cons of large- and small-scale retailing are explored below.


Advantages of large-scale retailing for the retailer





•  Buying in bulk direct from the producer or manufacturer results in lower purchase prices and, therefore, lower prices for the customer.



•  Large size allows the employment of specialist buyers and other skilled staff such as bakers, butchers and fishmongers.



•  The large quantities they buy enable large retailers to brand goods with their own name.



•  Some of the very large retailers own their own specialist factories and farms.



•  Buying in bulk results in reduced transport costs. Very large retailers may operate their own fleet of vehicles.



•  Fewer in-store staff are needed because customers serve themselves.



•  Minimal staff numbers are needed to keep shelves filled and operate checkout stations.



•  Quick turnover of goods results in reduced loss due to ‘ageing’ of stock.



•  Increased use of technological devices, for example, EPOS terminals.





Advantages of large-scale retailing for the customer





•  Large retailers can offer more competitive prices to customers.



•  Customers are offered ‘bargains’ such as below-cost offers.



•  Loyalty cards can reduce overall shopping costs.



•  The convenience of one-stop shopping – a full range of goods under one roof.



•  Goods are clearly priced so it is easy to compare competing products.



•  Self-service allows customers to move around the store and make their purchases at their own pace.





Disadvantages of large-scale retailing for the retailer





•  Large capital resources are needed – premises, staffing costs, maintenance.



•  When stores are sited in town centres operating costs are particularly expensive (but this is where the customers are).



•  The risk of loss is greater for the large retailer. If turnover does not meet expectations, profit will fall fast.





Disadvantages of large-scale retailing for the customer





•  Large retailers do not give the same personal service as a smaller retailer.



•  Large retailers will stock only those items that are in regular demand. If a customer needs something specific he or she may need to go to a smaller retailer.





The effect of large-scale retailing on others


What effect does large-scale retailing have on other sectors in the chain of supply?



Wholesalers


Wholesale distributors have been squeezed by the increased size of some retailers. Some larger retailers have been able to bypass the wholesaler and go direct to producers and manufacturers. Wholesalers have also been affected by the growth of the internet as a communication and distribution channel. The wholesaler has little leverage to retain the large retailer as a customer but still has a substantial market with smaller traders.


Similarly, as with so many other retail-related businesses, wholesalers are feeling the effects of technological developments such as e-commerce, which is undermining the services they provide. However, technology can be part of the solution to the difficulties that wholesalers face – it can contribute to their effectiveness in the marketplace where communication networks are becoming increasingly important.


Wholesale trade is addressed further in Chapter 4.



Small retailers


In most retail sectors, small shops are under extreme pressure from larger businesses. So, how are they still managing to survive?


In our modern technology-dependent world, consumers are increasingly recognising that personal service is important and that this is the way in which the small trader scores over the large retailer. In addition, because small traders are locally sited, they can often offer more flexible opening hours to suit their customers.


The small retailer still enjoys the major benefit of location. It serves a local community and spares its customers from the need to have to ‘go into town’.


Small retailers are also adept at identifying products that the large retailer does not supply. They can spot a niche market and mine it.


Some small retailers combine their purchases from wholesalers so they can exploit the economies of scale achieved through bulk ordering. This involves cooperating with other small retailers who are, of course, their competitors. But local associations of small traders help to encourage this kind of cooperation.


2.4 Selling techniques and methods


Sales techniques and methods


Retailers employ a variety of techniques, not only to encourage customers to buy but also to make the selling process more effective.





•  Branding: goods are given a distinctive trade or brand name to make it easy to identify them and to emphasise the name of the retailer. The brand name may be applied by the producer to differentiate between its products and those of other producers. However, a large retailer may purchase its own product from a producer and then add its own brand name to the product.



    Building a successful brand image takes time but can result in higher sales and increased profit margin.



•  Own brand: large-scale retailers can have their own brand of product produced to market alongside manufacturer’s brands, usually as a discounted alternative. When such own brands meet consumer expectations they gain customer loyalty. But, conversely, a poor quality own brand product will taint the retailer’s overall image.



•  Logo: firms will often employ a logo that is quickly associated with their company and its products. A logo is a design element consisting of a symbol (or a specified selection of colours) that acts as a quick visual representation of a brand message.



•  Packaging: retailers may ask producers to package their products in a distinctive way, for example, colour style, or incorporating their logo. They must order in very large quantities to negotiate this.


    Effective packaging conveys important information including weight, contents and sell by date, but it also protects goods while on the shelf and helps the consumer to identify a particular product for repeat purchases.



•  Self-service: self-service was introduced by supermarkets but has rapidly spread to many smaller types of retail outlet and is now a common feature of modern retailing.


    Self-service facilities enable the customer to take goods from the store shelf at the pace they prefer. This encourages impulse buying and reduces the retailers staffing levels, but it also results in increased losses through stealing.



•  After-sales service: after-sales service is the periodic, or as required, maintenance of equipment by its manufacturer or the supplier after the warranty period. There has been an increasing trend for retailers (particularly larger retailers) to provide this facility. For example, a retailer may offer free technical support following the sale of a computer.



•  Barcoding: a barcode consists of a pattern of vertical lines of varying widths that can be read by optical scanners, computers, desktop printers, smartphones, and many other devices. In retailing, barcodes are typically used to automate checkout systems. As customers leave the checkout, the barcoded items are totalled by the electronic point-of-sale (EPOS) terminal. This is a computer-linked terminal that produces an itemised bill for the customer. The same data can be used to automatically update stock records and to flag when more stock needs to be ordered. See Figure 2.5.
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•  Direct mail: encompasses a wide variety of hard-copy marketing materials, including brochures, catalogues, leaflets and so on, aimed at promoting sales and encouraging customers to visit the stores.



•  Loyalty cards: retailers can issue these to their customers as an incentive to return to the store. Credits are accumulated for future discounts every time a purchase is made.



•  Shopping centres: sometimes called malls or shopping precincts, these are shopping areas shut off from immediate traffic, well served by public transport, road links and car parks, and often with an information point. They include a wide variety of retail shops, including factory outlets through which producers sell directly to the consumer, along with restaurants and cafes.






Computer aids to retailing



The uses of computers in retailing are almost endless and more applications are continually being introduced. We have already seen their use at checkouts (EPOS) and how they contribute to the recording of stock movements and consumer trends. Many retailers now use such technology to effect online sales, delivery schedules and, of course, marketing information.


Home shopping


Consumers can make purchases from the comfort of their own homes in many ways. This enables the busy person to shop without the inconvenience of travelling to a store. This is obviously helpful to the elderly and the infirm, but also appeals to many people who live a busy lifestyle.
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