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Abstract

This thesis explores retailing evolution in Western countries during the late nineteenth
and early twentieth centuries. A systems theory approach is used to examine retailing
at three levels: individual stores, the industry or “population” of stores, and as a part
of the larger distribution industry. The interactions of retailers with manufacturers,
wholesalers, consumers, trade unions, governments, and others in the system are
examined. This affords a view of retailing from the outside, but also from the inside,
and the retailers’ point of view. This dual focus exposes change as a process of co-
evolution, with retailing firmly embedded, and interdependent, within its

environment.

A case study is presented from the archives of the Australian retail industry’s main
trade Association for the period 1903-1930, the heyday of department stores in this
country. This provides an original history from the primary source documents
produced by the men who ran the Association, and Sydney’s largest department
stores. The longitudinal coverage of the case affords a view of change as an
accumulative process, and confirms the largely untested hypothesis that retail

institutions are a significant influence on the course of retailing evolution.

The findings of the research suggest that there are multiple causal mechanisms in the
evolution of retailing. The impact of innovators, competition and conflict, and the
constraints of the environment were found to have direct and indirect influences on
the course of retailing development, and these influences have been identified in
extant literature. In addition to extant explanations, this research suggests that
consumers’ “innate desire for novelty”, or more broadly a human need for variety,

appeared to be a driver of evolution in retailing in the period under study.

Overall, the research presented in this study demonstrates that retailing evolution
cannot be properly understood outside the systems of which it is a part. The study
shows that, while the retailing system was subject to forces outside its control, it could
also exert influence on the system. Furthermore, that the population of retailing
institutions, as represented by the industry trade Association, was an important factor

in shaping the course of retailing evolution in Australia.






Introduction

In the long input-output chain involving the production and distribution of
consumer goods to persons and households, retailers are the terminal members in
the chain. Retail stores provide the arena in which the final economic transaction

takes place, and consumption begins.

Yet the impact of retailing practices on consumer demand has been largely ignored
in marketing theory, setting aside the work of a few scholars, particularly the late
Stanley Hollander. Hollander argued that, as a sine qua non of marketing theory it
is fundamental to understand "the way retailers have and do act as gatekeepers

and consumption modifiers" (Hollander 1986, p. 10).

In 2004, retail spending in Australia accounted for around 45 per cent of
disposable household income, and the retail trade generated an estimated $228
billion in revenue spread over 165,000 enterprises. In the same year, the retail trade
was the 5th largest contributor to GDP, accounting for around 5.3 per cent of
GDP.1

Retailing is the biggest employer of the nation’s 17 industry divisions, employing
1.47 million full-time and part-time persons at the end of 2004, or 15 per cent of
Australia’s workforce. Retailing is also a major springboard for newcomers to the

workforce. Most of us will have found one of our first paid jobs in retailing.

On the other side of the counter, virtually everybody is a shopper, and there is no
economic activity more day-to-day than shopping. But this was not always the
case. Shopping - as we know it today - has been around for little more than a

century, and it arrived with the 19th century emergence of the department store.

Department stores were important social and economic institutions, and while

some outstanding retail histories exist for the US, UK, Canada and France2, the

1 Data from IBISWorld, developed from Australia Bureau of Statistics estimates for
December 2004. The contribution to GDP is measured in value added terms, not
revenue terms.

2 For example, Emmet & Jeuck’s (1950) Catalogues and Counters: A History of Sears, Roebuck
and Company; Adburgham’s (1975) study of the London department store Liberty’s - A
Biography of a Shop, Hower’s (1943) The History of Macy’s of New York, Miller’s (1981)
The Bon Marché Bourgeois Culture and the Department Store 1869-1920, and Monod's
(1996) Canadian stuéy Store Wars.
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Australian story has remained largely uncharted. Very little research has been
published in Australia, aside from company-commissioned coffee-table style
histories. Proposals to write the histories of retail giants such as Coles Myer and
David Jones have been quashed in spite of their substantial archives (Carroll

1998).3

In addition, most of Australia’s grand department stores have now disappeared.
The death toll includes, in alphabetical order, Anthony Hordern & Sons (Sydney),
Ball & Welch (Melbourne), Boans (Perth), Buckley & Nunn (Melbourne), Farmer &
Co (Sydney), Finney Isles (Brisbane), Foy & Gibson (Melbourne), Georges
(Melbourne), Grace Bros (Sydney), Harris Scarfe (Adelaide), London Stores
(Melbourne), McDowells (Sydney), Marcus Clark (Sydney), Mark Foy’s (Sydney),
and McWhirters (Brisbane).4

Department stores of the early twentieth century were probably the most
significant influence in the making of "the consumer society". At a time when
customers were relatively unprotected by law, department stores ushered in "risk-
free" buying - by offering fixed prices, returns and exchanges, and money-back
guarantees. These and other retail practices that today we presume are "modern" -
for example, customer loyalty schemes, extended trading hours, and one-stop
shopping - were legacies of early department stores. Chain stores accelerated
those practices and, in addition, were the main brokers of self-service, and the

advance of mass volume retailing into the suburbs.

The retailing sector has been in a state of continuous change since the arrival of
department stores. In the 21st century the pace and quantum of change is expected
to be no less dramatic. We are already seeing the impact of electronic shopping
(B2C commerce) in both domestic and international purchases. Rising numbers of
Australians travelling abroad (now around five million per year) will see more

purchasing offshore, largely balanced by even greater numbers of inbound

3 In his review of corporate histories in Australia, Carroll argued that only those
commissioned histories that give a “sunny side to the corporate recor(i] get published.
Renowned historian Geoffrey Blainey was approached to write the history of David
Jones in the late 1980s, “but Adelalde Steamsgup owned David Jones then and (CEO)
John Spalvins was not impressed. The project was quashed” (Carroll 1998, p. 32).

4 These names are drawn from a database of more than 170 retail store archives, which
was compiled for the purpose of selecting a suitable case study candidate for this
thesis. Further detail is provided in Chapter Four.
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visitors. A greater variety of goods is emerging as an increasing proportion of
goods is purchased from overseas, especially China where thousands of

international manufacturers have set up.

Yet, the reasons for the transformation of retailing have remained "one of the most
intriguing and difficult problems in the marketing discipline" (Markin & Duncan
1981, p. 58).

This thesis charts the evolution of retailing in the late nineteenth and early
twentieth centuries, and some possible underlying reasons for its transformation.
This Australian study provides a macro view of retailing in Western nations, set in
context of a much larger, and co-evolving, environment. The thesis also includes a
micro view of retailing in an original case history written from the Australian

retailers” point of view.

While history does not predict the future, the evolution of retailing during this
millennium will depend to some extent on the events of the past. Understanding
retailing’s history helps us speculate about the present and the future in a way that

is not usually possible.
ORGANISATION OF THE THESIS

Chapter One reviews the theoretical literature on retailing and establishes a

typology of the primary “causes” of the evolution of retailing.

Chapter Two explains the systems theory model and the three-tiered approach
used to examine the evolution of retailing: at the level of the store, the retail

industry, and as part of the wider distribution industry.

Chapter Three presents a synthesis of extant historical research on retailing in
Western nations during the late nineteenth and early twentieth centuries. Based on
the systems approach, this analysis demonstrates the embeddedness of retailing
within its larger environment, and how these interrelationships affected the course

and pace of evolution.

Chapter Four describes the methodology of the case study developed from the

archives of the retail industry’s main employers’ trade association. The case study,



s
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covering the first three decades of the twentieth century, is presented in Chapter

Five.

Chapter Six discusses the findings of the study and offers three propositions about
causal influences that appeared to operate in the evolution of retailing during the

period under study.

Finally, Chapter Seven summarises the contributions of this thesis, and the
potential applicability of the findings for current-day retailing. Suggestions for

future research are also provided.
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1 Literature on Retailing and Retailing Change

The evolution of retailing in Western nations has interested academics across a
range of disciplines for several decades, and a variegated body of literature has
emerged from academic disciplines including economics, history, geography, the

behavioural sciences, and marketing.

As a consequence of its interdisciplinary study, and its varying units of analysis,
the literature on retailing has presented “a rather disjointed collage” (Stern & Reve
1980 p. 52) and the development of a global model to explain retailing change has
proved “elusive” (Filser & McLaughlin 1989).

Scholarly studies of retailing based on original historical evidence are rare,
although notable exceptions include Fraser’s (1981) systemic account of the forces
affecting the British retailing industry after 1850, and Monod’s history (1996) of
Canada’s retailing industry from 1890-1939. Research on retailing history in
Australia has typically centred around single department stores, or on topics of
specific interest, such as female labour in retailing in early twentieth century

Australia (Ryan 1984).

Within the discipline of marketing, there are very few accounts of retailing history
based on primary sources, setting aside the work of Tedlow (1990), and Donald
Dixon (1963, 1994, 2001). Two doctoral theses written from a marketing point of
view are Nyberg’s dissertation on retailing innovations in Sweden (1998), and
Blizzard’s comparison of Australian and American retail systems (1976), but these
were based on secondary sources, and the extent to which their findings might be

generalised is not known.

During the past century, retailing in Western nations has undergone significant
change in several areas: formats, technologies, forms of ownership, the role of
consumers, and geography (Chandler 1977). Very little academic research exists on
historical changes in retailing in Australia, although the consulting firm IBISWorld
has summarised these five areas of change as they applied in the twentieth century

(Table 1 on page 11).
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The most visible area of change in retailing during the twentieth century was the
evolution of stores through a sequence of different types, or “formats”. In
approximate chronological order, the main formats were small stores, general
stores, department stores, co-operative stores, chain stores, supermarkets, discount

outlets, franchises, and most recently “category killers” or superstores.

Other areas of change in retailing resulted from new technologies. Technological
advances such as the adding machine and the cash register were “the computers of
their day” (Friedman 1998) and greatly improved both the effectiveness and
efficiency of retail managers. Cash registers encapsulated new ideas about
management operations, of “scientific” record-keeping, the importance of cash

sales, and stock-turn velocity.

Many of the changes in retailing in the early twentieth century, such as stock-turn
velocity, and low fixed prices are commonly referred to as “revolutionary” (Briggs
1960). As Walsh (1999, p. 46) observed: “Since the first publications on the history
of retailing in the 1950s the development of the department store has been equated
with ‘revolutionary’ new techniques in retailing, and retail historians continue to
cite window displays, the displays of goods in interiors, browsing and window-
shopping, fixed prices and cash sales as key elements that mark a distinct break

with the past and constitute the ‘birth of modern retailing””.

Prior to commencing the analysis of the literature, it is worth noting a distinction
in extant theories, which characterises change as either “evolutionary” or
“revolutionary”. This dichotomous classification - which sees change as either
gradual and continuous, or discontinuous and sudden - pervades the literature

(Fisk 1988, Christensen & Tedlow 2000, Gersick 1991).

Evolutionary change is described by Schumpeter as “continual adaptation through
innumerable small steps” (Schumpeter 1934, p. 62); whereas revolutionary change,
according to Schumpeter, was the “change that matters” (Eliasson 1988) - when
innovators break the status quo forcing the population (of similar institutions) to

adapt and imitate.

The distinction between revolutionary and evolutionary change is much less clear

on an empirical basis, at least for retailing. As Miller (1981, p. 21) points out
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“department stores in France as elsewhere did not spring up overnight. All the great
emporia of the Pre-War era - the Bon Marché, the Louvre, Printemps, and others - had
either modest or intermediate origins, all passed through a magasin de nouveautés
phase (drapery and fancy goods), and all were predicated on new commercial

practices and new commercial frames of mind”.

Similarly the conversion from full service stores to self-service was not simply a
managerial decision. Implementation required large operating changes, new

fittings and fixtures, and a retraining of staff (Blizzard 1976).

Walsh concluded: “many of the assumptions made about the dramatic rise of the
department store and its novelty in the nineteenth century need to be rethought...
Many of the techniques credited to the department store can be seen to have had a
long-standing history. Window-shopping, browsing, the use of seductive display
and interior design to enhance the appearance of goods, and shopping as a social
activity were all in operation throughout the eighteenth century... Rather than
searching for a revolutionary break with the past at some point in the nineteenth
century, it is more effective to consider the subject in terms of elements of

continuity and change” (Walsh 1999, p. 68).

In the characterisation of change as either disruptive or gradual, there is the
additional difficulty of distinguishing between individual and group responses.
As Dawson (1979, p. 351) explains, the pace of change is a process, in which at any

one time, “there are likely to be participants at a variety of stages of the cycle”.>

Related to this are caveats regarding the magnitude of the impact of change.
Dreesmann (1968) argues that given that retailing was modernised during the last
hundred years, there has been a telescoping or diminution of the impacts of
successive changes. Similarly, contemporary writers such as Davies (1998, p. 174)
point out that since retail performance has increased, “so the potential for
outstanding performance has decreased... Basically the number of axes on which

retailers can distinguish themselves... has been cut”.

5 Inaddition, several factors have been found to affect the impact of change on
particular institutions, including the age of the institution, and its previous experience
with implementing change (Amburgey et al. 1993).
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If the scale of change is diminishing, this suggests the usefulness of the

evolutionary versus revolutionary distinction is also diminishing.

Another factor militating against spontaneous or revolutionary change is the
phenomenon of resistance to change. Every innovation in retailing has met with
resistance, from the anti-department store and anti-chain movements®, to such
incremental changes as the introduction of chromium turnstiles in stores (Kingston
1994). Resistance to innovation acts as a retardant on the rate of its adoption,
lengthening the time necessary for the innovation to be accepted (Amburgey et al.

1993).

In short, there are both conceptual and perceptual arguments that undermine the
notion of revolutionary change. Precursors always exist, and because there is a
difference between individual and group responses, change must almost always
be of the evolutionary kind. Doody argues that “change takes place slowly, that
there are a number of exceptions to any visible change, that not all institutions
change (and that those that do not are often as successful as those that do), and

perhaps most importantly that there are precursors to change” (Savitt 1989, p. 337).

Revolutionary change (as distinct from evolutionary) appears to be revolutionary
only in hindsight, and with the benefit of long-run historical distance between the '

observer and the observed.

A summary of the changes taking place in retailing today in Australia and other

Western nations is presented in Table 1.

6 Although department stores initially had also endured “political and social attack as
an undesirable competitor... the anti-department store movement was not as
threatening as the antichain store one, but it did induce a federal investigation of the
business through a special congressional and governmental committee - The United
States Industrial Commission (1899-1901)" (Hollander 1972-73, p. 13).
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1 Literature on Retailing and Retailing Change

Table 1: Key Areas of Changes in Retailing in the 20th Century

Types of Customers
= more family shopping (c.f. mostly males in the 19th Century and mostly females in the 20th

Century)
*  more foreign tourists (increasing international tourism)
Types of Outlets

= food emporiums

* fast food outlets including drive-through

*  hot-bread kitchens & patisseries

= discount department stores

* unisex clothing specialists stores

= new style homewares/softgoods specialists

*  mega stores (furniture, hardware, domestic appliances, sporting goods etc)

= recorded music superstores

»  chemists/drug superstores

* new style second hand goods outlets

= kiosks, concessions (boutique retailing)

Systems & Technology

= self-service

=  bar coding, checkout scanners

= EFTPOS

*  home-ordering, home delivery (direct marketing via letterbox drops, catalogues, direct mail, TV
Internet etc)

* manufacturing and selling on one site (e.g. hot bread kitchens, boutique/micro pub
breweries, photofinishing outlets, ice cream outlets etc)

= leasing of buildings and equipment/fittings by retailers (c.f. ownership in the past)

= electronic linkage of warehouses to retail (increased stockturns efficiency)

Ownership

»  chains & co-operatives

* franchising

= manufacturing/factory owners of shops

Geography/Location

= shopping towns/centres (suburbans CBDs)

*  roadside stalls (e.g. florists, fast food vans)

= corners/island sites (fast food, service stations etc) once the realm of grocers and general stores

= strips (revitalised, and especially “power strips”)

= precincts (multiple strips, matrix strips, clusters)

= local centres/squares

= warehouse type outlet centres

= industrial locations (for direct marketing and home delivery systems)

» factories (door sales, cellar sales)

»  “village markets”

" (come emeroino fram channino towne)

i
i

i
1
1
i
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i
i
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i
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(Source: IBISWorld, 2004. Web address: ibisworld.com)
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1.1 Range of Retailing Literature
Each of the schools of thought on retailing considered in this literature review
provides partial explanations of its development, but the number of independent
variables that have been studied make interdisciplinary comparisons difficult. As
shown in the summary of literature in Table 2, the range of independent variables
in the extant knowledge extends across disciplines, from the economic costs of
exchange, to individual stores and the study of their geographic dispersion, to
power in relationships in the channel of distribution. Integrated approaches to
research are rare in marketing literature, although one example is Dixon and
Wilkinson (1986), who marry both economic and behavioural aspects in their
assertion that intermediaries exist because they deliver economies of scope and
scale. Wilkinson (1990) addresses evolution and structural change in marketing
channels through a process-oriented approach that draws on work from ecological

theories and urban geography.

Given the difficulty of comparing the incommensurate variables of the literature,
one possible way of analysing cross-discipline knowledge is not in terms of final or
“ultimate causes” (Schumpeter 1947), but of initial governing “first causes”, or
fundamental similarities in the assumptions and beliefs about why change takes
place. That is, researchers’ choices of topics and methods indicate implicit beliefs

about relevance, and also therefore about probable regularities (Hollander 1978).

This review therefore pulls back from a detailed examination of individual schools of
thought, to look at shared primary assumptions that can be discerned from the
literature. It takes a systems approach to the literature, in its “search for fundamental

quantities and a listing of parts” (Glaser quoted in Halliday 1984, p. 135).

This is the approach recommended by Boulding (1956, p. 203) “to look over the
empirical universe and to pick out certain general phenomena which are found in
many different disciplines, and to seek to build up general theoretical models
relevant to these phenomena”. This type of analysis necessarily involves reductive
generalisations in order to derive the constituent elements of different theories,
which have been received with varying degrees of recognition and acceptance. It
provides, however, a means of making sense of disparate phenomena arising from

different disciplines, and links together bodies of work that, up till now, have
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remained conceptually unconnected. It also provides a framework - however

inexact - of underlying causes of change.

Each of the approaches discussed has made valuable contributions to our
understanding of retail change, but all are limited by their narrowness of view,
which may explain the most often-cited complaint about existing bodies of theory:
the incompleteness of their explanations for retailing change (Brown 1987). The
varying focal units concern parts or components of exchange behaviour, which are

typically examined in isolation of their context (Halliday 1984).

Within the discipline of marketing, the growth of knowledge on retailing change
has been slow - proceeding in discrete bits - with the exceptions of the far-reaching
works of Chandler (1977), and Stanley Hollander (1960, 1964, 1967, 1980, 1986).
The slow pace of knowledge development is explained in large part by the
ahistorical nature of most research in marketing. As Dixon argues, in denying
history, and therefore our intellectual heritage, marketing scholars have tended to
redevelop - rather than develop further - concepts that already exist. The main
concepts that constituted a channel of distribution, for example, had been present
in the literature for centuries, but it was not until the nineteenth century that Shaw

first listed them in a “slow and painstaking” working out of ideas (Dixon 1982).

In marketing, the most comprehensive and often cited literature review on
retailing is the “synthesis” by Brown (1987) which distils the marketing literature
into three main approaches to research on retailing: cyclical, conflict, and
environmental. Other commonly cited marketing authors also use this three-part
categorisation (Gist 1968, Markin & Duncan 1981, Betancourt & Gautschi 1986),
and their influence is echoed by less commonly quoted authors (for example, Roth
& Klein 1993, Evans et al. 1993, Davies 1998). These literature reviews ignore the
contributions from other disciplines, which typically remain in their separate

schools of economics, sociology, history or geography.

There are, however, significant structural gaps in our understanding of retailing
change. The role of consumers - although fundamental to exchange - has been
either discarded or dealt with incursory ways, for example, as merely one of many
components of an institution’s external environment, or largely as a party to be

controlled (for example, Blattberg 1994). This ignores the influence of consumers as
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active participants in the process of exchange.

This theoretical absence of consumers in effecting change is related to a general
neglect of the role of retailers. Department stores formed the coalface for the ascent
of the consumer society during the first few decades of the twentieth century and
their impact on consumption practices and beliefs was profound. As Davis found:
“Long before the cinema or broadcasting existed, the department stores were
helping to mould the tastes of the rising middle class. And they began to guide
people’s steps towards the important new concept of obsolescence; they were the
first preachers of the modern creed that goods ought to be replaced when they are

outdated rather than when they are outgrown” (Davis 1966, p. 292).

Setting aside the vanity histories of individual stores and the prolific work of
Stanley Hollander, very few studies use the “retailing institution” as the
independent variable for analysis (Hirschman 1981). As a consequence, the
interrelationships between retailing practices and their impact on consumption

habits have been neglected.

Hollander argues that, as a sine qua non of marketing theory, it is fundamental to
understand “the way retailers have (acted) and do act as gatekeepers and
consumption modifiers” (Hollander 1986b, p. 10). Likewise, Hunt argues that
because the study of marketing is the study of exchange behaviour, the institutional
framework in which exchange takes place should rightly be seen as “one of the

fundamental explanada of marketing” (Hunt 1983, p. 13).

The near invisibility of the role of retail institutions may be partly attributed to the
difficulty of collecting data on mainly small and privately owned businesses. The
idea of retailing as a “small business utopia” with comparative ease of entry and
exit (Monod 1996), along with definitional problems and deficiencies in official
government data (Layton 1981), have also hampered research on retail institutions,

and these complaints are common in other countries.

Samson argues that the reason “retailing has never found a comfortable niche in
business historiography” is because “unlike the railroad or steel industries, for
example, retailing is composed of tens of thousands of individual, unconnected and

often ephemeral units” (Samson 1981, p. 26).
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The neglect of the role of retailers also reflects a wider neglect of the study of
institutions in general, and this is especially the case in Australia, a country that
has “a dismal record of (studying) business history” (Terwiel et al. 1998, p. 1).
Classical economic theory dominated business thinking for at least the first half of
the twentieth century and its assumption of “costless” transactions meant that
“until recently many economists produced institution-free models and were proud
of the irrelevance of institutions for their theories... (Economics) assumed that
institutions were a ‘free factor’ or, in other words, that organizing economic

activity was not costly” (Landesmann & Pagano 1994, p. 199).

The services of retailers are not, of course, cost-free. Retailers bear the risks of
forward purchase, later payment, and uncertain demand. As described by the
functionalist writers, retailers solve problems of coordination in providing the
canonical utilities of time, place, and product assortment which, for consumers,
means the ability to buy products when, where and in whatever combination they

wish - without recourse to the original producers.

Despite the shortcomings and disjointed nature of the current state of knowledge
about retailing, the different schools of study are not incompatible in an
epistemological sense. Indeed, there are many points of support and crossover
between bodies of work. This review analyses the wider themes of the cross-
discipline literature on the basis of assumptions made about fundamental “first”

causes of change.

Table 2 summarises, in approximate chronological order of their development, six
broad themes in the literature on retailing change, where change is assumed in the
first instance to take place as a function of:

economic efficiencies
patterns operating in nature
power inequities
innovative behaviour
environmental influences

A S

interdependent parts of the system in co-evolution



wehs o Theory of Retail Bvolution

1 Literature on Retailing and Retalling Chonge

Table 2: Summiary of Primary “Causes” & Assumptions about Change
in the Literature on Retailing

Change occurs Bodies of literature Typical focal Contributions Limitations
primarily as a units
function of
iICONOMIC Microeconomic theories | Intermediaries That institutions | Static ceferis paribus
FFICIENCIES emerge assumptions; cannot
Transaction Cost (disappear) .expla'lip ’ o st
Analvsis Dvadi h because of inefficient
y yadic exchange | economic institutions, nor
cost (in)efficiencies suboptimal
Functionalists behaviour.
Utilities
>ATTERNS Wheel of retailing Retail formats Recognise Determinism
321;%?{21\“3 IN Accordion of retailing evolution as a implied by patterns.
Product Life Cycle Individual fundamentally Inabilitx to explain
Third-generation institutions u;:stablt.e - but thg continued
decline rhythmic - existence of formats
process that should,
Conflict models and Opposmg parﬁes according to their
dialectic theories own logic, have
been superseded.
. Concerned mainly
Geographic theory gleogr aPhlc ¢ Understanding with normative
Ispersion 0 of spatial research and
stores distribution of implications for
shops in urban and other
geographic managerial
context. planning.
>OWER Power literature Dyads Sees change as Reification of power
NEQUITIES (manufacturer: human-centred. in the face of
retailer) “enormous
difficulties” in its
measurement.
Countervailing power | Opposing parties | Countervailing Dyadic scope deals
power can be with evolution only
applied to a indirectly.
variety of cases Sees change as a
of change, and two-step process
has a good and presumes
general fit with original and
historical countervailing
evidence. power are easily
told apart.
NNOVATIVE Department store Individual Rich descriptive | Biased studies of
SEHAVIOUR histories institutions stories. individual and
successful
department store
founders
Entrepreneurial anovat.ors or Recognises the Focuses on change
literature 1nnova.1t1ve importance of agents to the
behaviour innovative exclusion of other
behaviour in possible causal
change. variables - the fact

innovators exist
does not “explain”
evolution.
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Change occurs
primarily as a
function of

Bodies of literature

Typical focal
units

Contributions

Limitations

INVIRONMENTAL | Historical works External context | Views changein | Narrative rather
NFLUENCES context of than theoretical;
environment special purpose
histories that
concern unique
events.
. General Overlooks the
ECOIOgICﬁl theory environmental Acknowledges principle of co-
characteristics eX0geENoUs fo.rces evolution and how
L and complexity | jngtitutions, and the
Specific variables . .
inter-relations
between institutions
and the
environment, are
effecting change.
NTERDEPENDENT  |Systems theory Sets of Allows cross- Assumes all
’ARTS IN CO- Evolutionary theory relationships discipline components are
VOLUTION viewpoints, knowable. Inability

Co-evolutionary theory

heterogeneity in
outcomes and
initial conditions

to extract
“universal” truths
because of context
dependence.

1.2 Change as a Function of Economic Efficiencies

Economic approaches dominated management thinking about distribution for at

least the first half of the twentieth century, reflecting the push for “scientific”

management advocated by Taylor (1947). Early writers included Nystrom (1930),

Coase (1937) and Friedman (1953), whose influence reflected and prolonged the

primacy of economic explanations of exchange behaviour.

Economic approaches focus on both micro and macro structural changes in the

distribution industry and their central concerns include costs, productivity and

concentration (for example, Bucklin 1981, Mallen 1973, Tucker 1978).

The viewpoint typified by these works is summed up by Mallen (1973), who saw

total distribution cost efficiency as the reason intermediaries emerge or disappear -

the relevant cut-off points when economies versus diseconomies come into play.

Under this logic, “the basic raison d’étre of middlemen is providing external

economies to producer firms” (Mallen 1973, p. 20).

Related to this are studies on horizontal concentration in the industry or changes

in the number or types of intermediaries, such as Tucker’s (1978) study, or Hall

and Knapp's (1959) survey on the relation between the number of shops and
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retailing productivity. The impetus for studying horizontal concentration stemmed
from the belief that there were “too many stores” (for example Ford 1935), an issue
which “has been vexing retailers at least since Adam Smith”. A lack of data,
however, meant industry “concern about over-trading tended to result from value
judgements - from the shopkeepers’ sense that competition had passed the limits

of fairness” (Monod 1996, pp. 26-7).

Historical research on concentration in the retail sector in Australia is rare,
particularly prior to 1948 when government officials first began collecting data in
this country. Little’s (1979) unpublished Ph.D. thesis provides the number of shops
in Sydney in selected trade categories in 1882, 1891, 1901, and 1911, as drawn from
trade directories such as Sands Sydney and Suburban Directory, and Wise’s NSW Post
Office Directory. Little’s reliance on trade directories means her analysis often
divides into trade-based commentary rather than retailing as a whole, but her

work on retailing changes during the early century stands alone.

Transaction cost analysis (TCA) originated by Williamson (1975) focussed on how
the role of transaction costs shaped the structure of market relations. Although its
original focal unit was exchange dyads, TCA has been extended in more recent
work focussing on the choice of using local intermediaries versus the
establishment of a company’s own market entry channel, in other words “make or

buy” decisions (Anderson & Coughlan 1987).

Another stream of economic explanation is that of the so-called functionalist
writers, whose research concerned the specific utilities of intermediaries, such as
Alderson’s (1957) time, place, and product assortment utilities, or Bucklin’s list of
channel functions: transit, inventory, search (communication), persuasion, and

production (Bucklin 1967).

A definitive list of the functions of retailers is yet to emerge (Nyberg 1998) though
standard textbooks suggest: anticipating customer wants; developing assortments of
products; storing products; sharing risk; acquiring market information; financing
and transport (Stanton et al. 1994). Despite their mechanical nature, functionalist
approaches provide a means for conceptualising channel structure in terms of the
patterns of relationships among organisations and the way the work is divided, and

the cost efficiency of performing each activity (Dixon & Wilkinson 1986).
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1.3

Economic approaches may be efficient but they are not sufficient in explaining
evolution. Economic approaches rely heavily on ceteris paribus assumptions and
presume that equilibrium solutions will prevail. Economic approaches also assume
that behaviour is governed - and fully explained - by cost/revenue considerations.
In addition, economic approaches do not explain why “uneconomic channels” or
cost-inefficient retailers persist over time (Filser & McLaughlin 1989), nor why

change is resisted by institutions even when it appears to offer economic benefits.

The unifying characteristic of works in this category is their logical or rational
nature. Their governing assumptions, however, are limited to the justification of

intermediaries, which gives economic efficiency as a first cause of change.

Patterns Operating in Nature

As Table 2 indicates, the second main explanatory theme in retailing change
focuses on patterns operating in nature. Common to these models is a belief in the
presence of repeating phenomena, either through time and/or space. There are
three different emphases in this group: cyclical models, conflict models and spatial

positioning.

Cyclical models propose that institutions pass through several predictable stages,
before an inevitable decline. Cyclical models include McNair’s wheel of retailing,
the product or institutional life cycle (Davidson et al. 1976), and the observations
of a general decline during the third generation of family-run businesses
(Dreesmann 1968), prompting the maxim: “from shirtsleeves to shirtsleeves in

three generations” (Lazonick 1994).

The wheel of retailing - which predicts a pattern of growth, development,
maturity, and decline - has widespread acceptance in the teachings of marketing,
and in some standard textbooks it is the only explanation proffered for retailing
change (for example, Kotler et al. 2003). Although its simplicity is appealing, the
wheel of retailing has limited power in explaining why department (and other)
stores that, according to its own logic should have been superseded, continue to
trade today. Rather than being a theory of change, the wheel of retailing is
perhaps “simply an artifact of a particular industrial evolutionary stage”

(Hollander 1981, p. 89).
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Other models classified as cyclical predict a pendulum-like movement between
two ends of a spectrum (Savitt 1989). They include the retail accordion, or the
general-specific-general approach (Brand 1967). This model describes the
evolution of institutions in a polar pattern of the number of lines of merchandise
handled by the predominant format. An illustration is the general store of the
nineteenth century, which “gave way to the specialist, single-line businesses of the
twentieth, which were themselves superseded by the mass merchandisers of the
post-war era” (Brown 1987, p. 9). The mass merchandiser was followed in the late
1970s, by the advent of franchising, when highly specific outlets again developed.
By the end of the century, the giant superstore had re-emerged, for example the
U.K. 40,000 square feet store offering dry-cleaning, photo-processing, health

checks, a restaurant, créche, pharmacy, and cut-price petrol (Jones 1998).

The polarity of the retailing sector in terms of small and large entities has been an
ongoing theme in the literature (Palamountain 1955), and in recent years, work has

been undertaken on the polarisation of retailing on such variables as service and

size (Brown 1987, Monod 1996).

Although cyclical in their rhythmic nature, these polar models can be differentiated
from cyclical models such as the wheel of retailing because they lack the terminality
of eventual decline. Instead, they allow for ongoing oscillation in a given plane of

interest, and as such they move towards a more general theory of change.

A more analytical class of works based on polar patterns includes conflict models
or dialectic theory. Dialectic theories hold that innovation is brought about when

newcomers challenge, and force change in, traditional institutions.

Change takes place through a process of thesis[] antithesis]] synthesis[] thesis] |
where the established or maturing class of institutions forms the thesis, and new,
innovative institutions the antithesis (Gist 1968). Both institutional types adapt to
produce a synthesis or composite form, which becomes, in turn, the new thesis -
and so on. While this seesaw of change and counter change exhibits polarity,
dialectic theory diverges from other cyclical models in its perception of the source

of change, the innovator, and also of the nature of change as a two-way process.

Dialectic or conflict models have a good general fit with historical evidence, and can

20
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be applied to a variety of cases of change. Examples of the phenomenon of synthesis
are also readily observable. Department stores, for example, were challenged by the
advent of large discount houses that began to appear in Australia in the 1970s. By
the 1980s, a new species or format of discount department stores such as Target, Big

W, and Kmart had appeared on the Australian landscape.

Early conflict or dialectic models grew out of the work of Nieschlag (Fullerton
1986), and Schumpeter (Bliss 1960). Schumpeter argued that discontinuous change
(“change that matters”) happens when innovators force the existing body of
retailers to adapt and imitate. Nieschlag, on the other hand, believed that the

innovators themselves are modified in the process of diffusion of the innovation.

The unifying characteristic of all the literatures above is their teleological nature, in
their shared belief that “there is a grand perpetuity” (Hakansson & Lundgren
1997, p. 19). This gives patterns operating in nature as a fundamental or “first”

cause of change.

Less metaphysical but also concerned with a search for patterns, are the studies on
retail location, which has been explored by researchers from diverse disciplines,
although geographers have made the main contributions (Clarke et al. 1997). The
central focus of these works is on the patterns of spatial distribution of shops, the
associated patterns of shoppers” behaviour and store choice (Craig et al. 1984), and
the implications of these patterns for managerial or urban planners. Ingene &
Lusch (1980), for example, examined geographic market selection for department
stores using data from more than 200 United States metropolitan areas in an

attempt to predict the potential profitability of specific markets.

In their application in site selection and normative purpose, the works concerning
geographical patterns differ from others in this category. In common with other
pattern research, however, is their understanding of evolution as a fundamentally
unstable process of continual flux. This contrasts with the assumptions of

economic theory of steady states and equilibrium in markets.
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Power Inequities

The literatures in this category assume that, contrary to economic assumptions, not
all behaviour is optimal or logical. Rather humans typically act - in the first
instance - in their own best interests, which may or may not coincide with rational
expectations (“bounded rationality”). The unifying assumptions of this group of
works are that “the basic variables are social variables” (Stern & Brown 1969, p. 13
italics in original), and that “economic relations are embedded in social ones”

(Nelson 1995, p. 76).

The growth of interest in behavioural explanations of channel behaviour
corresponded with a rising discontent with the dominant economic paradigm
(Nyberg 1998). By the 1950s, the idea of the channel as a mechanical conduit was
giving way to the channel as a set of relationships or a “behaviour system” that
changes over time (Alderson 1957). Retailers were coming to be seen “as whole

individuals not simply economic agents” (Dixon 2002, p. 741).

The research and literature on power has been “truly inter-disciplinary” (Clegg
1989) stemming from political theory and philosophy to become “perhaps the
single most important concept for contemporary sociology. Indeed, the dispersion
may be said to be even greater. Power has become one of the central concepts of

the social and human sciences per se” (Clegg 1989, p xvii).

In marketing, the power literature focuses on the dynamics operating in human
relationships and deals with questions of evolution only indirectly. That is, it does
not seek to explain evolution, but its substance highlights how distribution

channels are shaped by power relationships in the channel.

Chandler (1977), Chernatony (1989), and Mallen (1967) described how the role of
“channel captain” has shifted over the past two centuries: from the wholesaler in
the last half of the nineteenth century, to the manufacturer during and because of

the Industrial Revolution, and then finally, to the retailer in the twentieth century.

The recognition that manufacturers had lost in prominence and power because of
the rise of large-scale retailers, was being discussed in academic journals in the

early 1940s (Wingate 1941), and led to research into such behavioural issues as
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collaborative efforts within the channel and, more recently, the development of

trust (Young & Albaum 2003, Young & Daniel 2003).

Closely related to this was research into the construct of conflict. Palamountain
(1955) and Mallen (1967) identified the relationships of retailers with other retailers
(intertype competition?) as the major source of distributive conflict in channel

relationships.

In spite of the difficulties of measuring the constructs of power and conflict, the
inclusion of power in an analysis is much more realistic than the no-power
assumptions of economic theory. Klein (1980) claims that economists have swept
considerations of power under the “ceteris paribus rug” because it does not fit their
paradigm. Instead, they pay heed only to the power differential between firms,
and the typical unit of analysis is usually confined to the manufacturer:retailer
dyad (for example, Krishnan & Soni 1997, Segal-Horn & McGee 1989, Tynan &
Cunningham 1995, Chernatony 1989).

The theory of countervailing power directly addresses the issue of change in its
more general proposition that, the aggregation of power in any part of a system
often results in a corresponding but opposing force in another part of the system

(Polanyi 1975, Emerson 1962, Galbraith 1967, Gaski & Nevin 1985).

Galbraith (1967, p. 120) wrote: “power on one side of a market creates both the
need for, and the prospect of reward for the exercise of countervailing power from
the other side. This means that, as a common rule, we can rely on countervailing

power to appear as a curb on economic power”.

In 1967, Galbraith predicted the rise of retailers” power as a countervailing force
against the dominance of manufacturers at that time. History thus supports
Galbraith's thesis of countervailing power, since retailers have taken the dominant
position in the channel, driven in large part by the imposition on manufacturers of

trade allowances and “slotting fees” to rent shelf space (Lariviere & Padmanabhan

7 Mallen identifies three types of distributive conflict: horizontal, intertype and vertical
conflict. Horizontal is competition between middlemen of the same type for example,
discount store vs. discount store; intertype is competition between different types in
the same channel sector for example, discount store vs. department store; vertical is
between channel members at different levels for example, discount store vs.
manufacturer.
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1997).

Countervailing power makes explicit the idea of imbalance in relationships as a
primary driver of change. As Segal-Horn & McGee (1989, p. 26) argue: “much of
the shift in balance of power towards retailers has itself been a response to the
previous market power of suppliers”. This brings into focus the idea of relative
power and improves on the shortcomings of economic approaches with their
reliance on horizontal or industry-wide competition as the chief regulating
mechanism. In countervailing theory, competition extends both horizontally and
vertically or, as Galbraith predicted (1967, p. 119) “big sellers (manufacturers)

cause the rise of big buyers” (retailers).

If perceived power inequities are a force of change in retailing, then we should
expect to see a backlash against retailers” current domination of the distribution
channel, which has been evident since at least the 1980s. Since then, however, there
have been very few manifestations of countervailing power against retailers,
unless we consider the possibility that the rise of electronic commerce is being

driven, at least in part, by the need to curb the power of existing retailers.?

Countervailing power, in common with the polar models discussed in the last
section, describes a pendulum-like pattern which views change as a two-step
process of action and reaction. Its underpinning, however, is overtly behavioural
in that countervailing power is seen as a solvent to human tensions and in some

way necessary as a corrective balance or “curing” power (Boulding 1989).%

The theory of countervailing power can be applied to a variety of cases of change,
and generally fits well with historical evidence. Wilkinson (1990, p. 19) points out,
however, that its predictive power is limited in scope. It does “not explain why

new institutional forms emerge at particular times and not others, nor why some...

8 For manufacturers and suppliers, the Internet presents a means of bypassing retailers that
is, for the first time in the Eistory of direct channels, a viable alternative, that is, offering
relative and absolute cost-efficiencies, plus access to a market that spans the globe.
Similarly, consumers boost their relative power whether consciously or not, through the
adoption of electronic commerce, because they multiply the number of alternative
suppliers available, as the cost of “comparison shopping” across the globe approaches
zero (Bakos 1991).

9 By its very nature, however, countervailing power comes into play only when there is
perception that there “is an exercise of original market power with which to contend”
(Galbraith 1967, p. 122). This implies the significance of managing perceptions of the
threat to be imposed by the “original” power holder, or in broader terms, of the threat
imposed by change in general.
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succeed and survive while others fail and die”.

Another difficulty with countervailing power is its premise that “original” power
and countervailing power can be easily told apart. What is considered “original”
power, however, depends on the point of view of the observer. An example is the
emergence of consumer co-operative stores in rural Australia, which could be
considered a countervailing response to the monopoly enjoyed by country
storekeepers because of geographic isolation. Rural storekeepers in Australia and
in the UK, however, displayed a “virulent anti-cooperative mentality” (Eklund
1999, p. 10), viewing the rise of co-operative stores as an unrelated and “original”

threat.

Related to this perceptual and conceptual difficulty is the question of whether
countervailing power is the end product or simply a stage in a continual process of
change (Hollander 1981, p. 89). If we accept the morphing to form that is described
by dialectic theories, then “original” power is more likely a countervailing response
to some even earlier accumulation of power. In essence, countervailing power is
concerned with relative power in a two-step process of change, but dialectic theory

allows for ongoing change, and so moves towards a metatheory of change.

The contributions of power literature include its recognition of the role of humans
as active agents in shaping exchange behaviour and, therefore, in effecting change
over time. The theory of countervailing power acknowledges change more
directly, and makes explicit the concept of change as a two-way process. The
significance of both bodies of work is in their acknowledgement that power exists
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