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Abstract
Nations of Retailers: The Comparative Political Economy of Retail Trade
by
Bartholomew Clark Watson
Doctor of Philosophy in Political Science
University of California, Berkeley
Professor Jonah Levy, Chair

This dissertation analyzes the development of the retail sector in the United States and
Western Europe. The predominant literature on the service sector in both economics and
political science has argued that the only way to create jobs in services such as retailing is
through the low-wage, high-inequality route epitomized by the United States.
Nevertheless, in the retail trade sector, a number of European countries have matched or
exceeded American productivity and employment growth, despite considerably higher
wage levels. How do we explain the puzzling combination of rapid job growth and high
wages in European retail?

This dissertation resolves this puzzle through a cross-national comparison of the retailing
strategy in three countries: the United States, Denmark, and France. It identifies three
modes of competition in retail, labeled “lean retailing” (US), “relational contracting”
(Denmark), and “vertical integration” (France). It shows that each approach has strengths
and limitations, with none inherently more successful than the others.

The first model, American lean retailing, is a cost-squeezing strategy built around scale,
turnover, and low margins. It uses dominating relationships with suppliers and workers
to strip costs and retailer control over logistics to improve efficiency. The second model,
Danish relational contracting, illustrates that more collaborative relationships can produce
equally efficient retailing outcomes. Danish retailers work with workers and suppliers,
finding ways to share and reduce long-term costs through worker training, improved
productivity, and reduced costs from confrontation. Finally, a third model, French
vertical integration, seeks to add and capture as much value as possible throughout the
distribution supply chain. French retailers have built their own partners and brands,
developing services and private label products that allow them to add value.

Most explanations of retail business strategies emphasize either the imperatives of the
technology available to retailers or the vicissitudes of consumer preferences or markets.
This dissertation argues, by contrast, that contemporary retailer strategies are rooted in a
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series of political battles fought in the 1960s. The key to this political explanation is the
embedded nature of the retail sector. Retailers are amongst the most connected actors in
political economy, with ties to numerous economic and political players, including
consumers, suppliers, workers, and both local and national governments. These
connections were activated in the 1960s as a new crop of large-scale retail entrants began
shifting the retail sector from shopkeepers to supermarkets.

The political coalitions that emerged were a function of national structural factors,
notably the power resources of the retail sector, electoral institutions, avenues of interest
aggregation, and the economic organization of small shops. These coalitions set in
motion longer economic trajectories of firm management and policymaking. Where
retailers could defend their interests unilaterally, without coalition partners (US), the lean
retail model took hold; where retailers forged multiple coalitions with other stakeholders
(Denmark), the relational contracting model developed; and where coalitions were partial
and unstable (France), vertical integration predominated.

In the United States, the fragmented and decentralized political environment meant that
the opposition to retailers was local and diffuse. Consequently retailers were able to
counter with unilateral political action. This unilateral political approach set the stage for
a confrontational, and ultimately dominating lean retail strategy that uses market power
and digital information as a club against suppliers and workers.

In Denmark, weak retailers confronted powerful small shops, producers, and workers.
Needing support, retailers reached a broad compromise involving all of these groups that
divided the gains from consumer distribution in a more stable, long-term and equitable
fashion. Under this relational contracting approach, retailers were forced to work with
partners, but eventually found numerous benefits from these alliances, and have
continued their cooperation long after the initial political crisis has past. Policymaking
has also continued its history of concertation, and new challenges are still tackled jointly
by a broad coalition of groups.

Finally, in France, retailers faced vocal and national, but disjointed opposition
movements of shopkeepers and workers. Retailers responded by forging uneasy, partial
alliances, but these were constantly contested. In this unstable political environment,
retailers pursued a vertical integration strategy, seeking to maximize value by controlling
and internalizing much of the production process.

Analysts of the retail sector suggest that new developments, such as trans-national
retailing and e-commerce (sales over the Internet) are undermining national models of
retailing. This dissertation shows, however, that retailers are largely integrating these
new developments into their existing, nationally distinctive business strategies. In the
United States, retailers are using market power and fragmented politics to dominate
where possible. In Denmark, numerous partners are working collaboratively to share the
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gains of new opportunities. Finally, in France, national political fights over digital
commerce are reopening unresolved policy questions from the pre-digital era. Like the
previous set of political challenges facing retailers, therefore, national institutions and
politics continue to mediate economic transformations and drive divergence in firm
strategy, competitive advantage, and national variation in secondary outcomes such as
wage equality, price levels, and patterns of technology implementation.
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Chapter [
Nations of Retailers: An Introduction

I. Liberal America Versus Regulated Europe: Walmart Goes to Germany

Walmart entered the German market in 1997 with the purchase of 21 stores from
the Wertkauf retailing group, and followed up its entry a year later by buying 74 stores
from Spar Handels-AG. The entry of the American-based retail giant sparked a mix of
fear from European retailers and accolades from industry analysts and the press, who
assumed it was only a matter of time before the American retailer dominated the
European retailing market as powerfully as it did the American market. Press coverage
of Walmart’s entry captured this sentiment, with the Chicago Tribune writing, “Germans
used to high prices, rude sales clerks, and long lines at the checkout are about to get a
break: Walmart is arriving with an American-style shopper-friendly experience.”
(December 10, 1998).!

The analysts were not acting on beliefs alone; extensive academic literatures
extolled American retail trade’s technology and process-based best practices, the large
gap in productivity growth between American and European retailing, and the lack of
innovation in Europe’s overly regulated market for services (Van Ark et al. 1999;
Nicoletti and Scarpetta, 2003; Gordon, 2004). Even the defenders of European service
sectors damned the economic prowess of European retailing with faint praise, relying on
arguments about the social costs of the American model (see for instance Pellegrini,
2005).

It was consequently quite a shock when Walmart exited the German market in
2006, leaving behind up to $1 billion in losses. Post-mortems placed some of the blame
on business decisions by Walmart, its inability to adapt to the more highly regulated
German retailing environment, and contentious supplier and supply chain relations
(Christophersen, 2007). Accustomed to a political environment with liberal political
rules, local political fights, and less powerful social partners, Walmart struggled to adapt
to a political environment marked by national-level bargaining with powerful social
partners. Additionally, Walmart’s exit highlighted the stiff competition from German
retailers, who had created quite different, but clearly viable business strategies in a
higher-wage, higher regulatory, more coordinated political environment.

That Walmart’s “efficient” business model might not fare well in the more
regulated European business environment is only half of the puzzle. The other half
emerges when noticing that Europe’s higher-wage, higher regulatory environment has
failed to come with any of the expected tradeoffs, such as lower job growth. For
instance, Danish retail workers have amongst the highest wages and wage-equality in the

" Even the most even-handed accounts assumed the inevitability of Walmart’s success. A later
Fortune article (July 7, 1999), while noting the difficulties the retailer would face, stated that
“European retailing will never be the same” and all that was required was to “give the Bentonville
behemoth time.”

1
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world. The average Danish retail worker in 2007 made $23.62/hr. (excluding benefits)
compared to $12.75 for the average American worker. In addition, in 2003, only 23% of
Danish retailer workers had an hourly wage falling below 2/3 of the economy-wide
median, compared to 42% of American retail workers.

Despite this high level of absolute wages and wage equality, however, Danish
retailing has created jobs at a rate on par or exceeding the United States. From 1990 to
2007, controlling for changes in working-age population, Danish retail employment
averaged 1.0% annual growth. During the same period, US retail employment shrank at
a rate of -0.4% annually.” In 2007, 13.2% of the US working age population was
engaged in distribution.” In Denmark, the percentage engaged was 13.3%. (EU KLEMS
database.)

Retailers across Europe have therefore been remarkably successful, despite
predictions of slower innovation or employment tradeoffs from their highly regulated,
high-wage environments. Longer-term productivity growth and absolute productivity
levels match or exceed American levels; employment growth has matched US growth
controlling for changes in population; European retailers have rapidly adopted and
implemented digital technology, while also innovating in other ways, including product
innovations in private labeling and unique configurations of suppliers and workers.
Additionally, the variation in business strategies and technology use are not limited to a
European-American divide. Rather than converging on a single European-model,
different nationally-based retail strategies have emerged across Europe. As with
manufacturing, it appears there are quite different models of service development.

The variation in national retail firm strategy is the primary outcome explained by
this dissertation. Three ideal type case studies (the United States, Denmark, and France)
will be presented as evidence, each with a quite different management approach to value-
creation and subsequent firm organization. The first is the lean retailing model, the
American cost squeezing strategy built on the search for efficiency in logistics, low levels
of service value-added, and combative relationships with suppliers and workers. The
second is relational contracting, seen in the Danish case. Relational contracting is a
cost sharing and saving model, which seeks to the lower the costs of combative
relationships and is supported by partnerships with workers and suppliers. A final
approach is the French vertical integration model.” Vertical integrators seek to capture
additional value through higher levels of value-added services, private label products, and
dual-tier relationships with workers and suppliers.

Unlike manufacturing, where scholars of political economy could compare the
efficiency of firms through the market competition of products such as cars or
semiconductors, the strategies of retail firms must be compared through a different set of

? This does not mean that the American retail sector did not create jobs, simply that it did not
create enough jobs to keep pace with changes in working age population.

? Distribution is both retail and wholesale trade. See Chapter 2 for more on these sectors and how
they fit in the larger distribution sector.

* These cases are drawn primarily from the grocery and general merchandise retail sub-sectors,
though they are meant to capture the broader features of the business to consumer retail sector.
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arguments and evidence. Consequently, statistical tests of productivity and qualitative
case studies will show that these models provide equivalent value for their national
economies, with similar levels of both productivity growth and job creation. Although
each strategy provides a comparable level value to its national economy, the distribution
of those gains among consumers, producers, workers, and firms remains quite different.
The allocation of these distributions, like other divisions of wealth in the economy, is
driven primarily by political rules that structure the level and nature of market
competition. The specifications of each national distribution will be discussed more
extensively in the case country chapters, but can be simply seen as consistently favoring
retailers and consumers in the United States, as sharing among all groups in Denmark,
and as shifting between producers, consumers, and retailers (plus a tier of insider workers
and suppliers) in France.

National variation in the retail trade sector has not always been the rule. The
organization of distribution, and correspondingly, national management strategies, looked
highly similar in the postwar period. Across all three case studies retailers were weak
relative to suppliers and organized into “push” systems controlled by upstream partners.’
Shops typically were small and managed with a shopkeeper (rather than self-service)
logic.

Retail’s sleepy postwar order came to an end in the 1960s as a new crop of
merchant minded retailers responded to changes in consumer wealth, technology,
demographics, urban geography, and business strategy to engineer new business models.
These new entrants rapidly began to displace small shopkeepers and challenge upstream
domination in supply chains through increased scale and economic power.

As with other economic transformations, these new entrants encountered political
opposition. Although the rise of retailing was spurred by similar management ideals
across countries, the political opposition retailers faced varied significantly in response to
different structural conditions including: the allocation of power resources in the
economy, political rules concerning interest aggregation, and the internal structure and
organization of the retail sector. Accordingly, retailers were forced to form very different
kinds of political coalitions to defend their new business practices and continue the
growth of scale retailing.

Three basic coalitional outcomes emerged, each in response to the opposition
retailers faced. In the United States, a fragmented and local response to the rise of
retailing created an environment in which retailers could act unilaterally, relying on
market power and a divide and conquer political style. In Denmark, powerful
institutional pressures and well-organized competitors pushed retailers toward broad,
stable coalitions with workers, producers, and government. This coalition preserved a
more stable distribution of wealth among partners while building strong national
institutions for solving future conflicts. In between was France, where a weak, uneasy

> Push systems are those in which producers choose how and when to push goods downward
through supply chains toward consumers. Pull systems are those in which retailers choose how
and when to pull consumer goods from producers for delivery to consumers.
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business coalition solved the initial national politics, but failed to solve either local policy
conflicts or agree to a longer-term style of policy-making. The stress of future policy
disagreements and a lack of consensual policymaking institutions meant that the French
retail coalition soon devolved into a state of perpetual conflict.

The central argument of this dissertation is that the divergence of nation-specific
retail firm tendencies can be explained primarily by the political coalitions that retailers
initiated during the 1960s and 1970s and continue to maintain today. Each coalitional
channel structured both retail strategies and the subsequent politics of the retail sector. In
management strategy, the political partnerships of large retailers during this formative
period spilled over into their economic relationships. Politically, these initial deals
created not only short-term political and regulatory outcomes, but also longer-term
trajectories of retail politics, including the level of governance that set retail policy, the
process used to solve conflicts, and the level of cooperation among political interest
groups. In all, these coalitions represented a broader political and economic consensus
about how wealth should be distributed in the growing consumer retail sector and how
future challenges to this arrangement would be solved. Retailers were making political
decisions, but their solutions to political problems also structured their economic choices.

The story of retail firm strategy, therefore, cannot be reduced to either a techno-
determinist story or simply a tale of labor markets, wages, and labor skills. The problems
of markets and hierarchies in retailing are in fact being resolved by a variety of political
fights, demonstrating once more that technical outcomes are not determined by the
technology itself, but by social and political rules.

I1. A New Approach: High Growth Variation in the Retail Sector

The emergence of different, but equally viable modes of retail management means
that the retail case clashes with the existing political economy literature on comparative
service sector development, which emphasizes two primary perspectives: a high-growth
liberal convergence perspective and a low-growth national modes of austerity
perspective. The former is derived primarily from theories in mainstream economics
while the latter has roots more firmly in political science. Both underestimate the role
socio-political coalitions play in structuring firm preferences and patterns of
policymaking. Additionally, both miss a third possibility: high-growth, nationally-
specific trajectories of innovation.

The Liberal Convergence Perspective: The vast majority of scholarship on
service growth and innovation has fallen under the liberal perspective. It predicts
convergence around a single model derived from the American experience, particularly
for IT-using service sectors like retail trade. These predictions are among the latest in a
long history of convergence theories in the social sciences. Economic convergence
theories can trace their roots to the work of David Ricardo and Colonel Torrens work on
comparative advantage or the more recent work by scholars like Paul Samuelson (1948)
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on factor price equalization.” Convergence theories have a long history in political
science as well, covering topics from modernization theory to economic, political, social,
and ideological structures.’

Unpacking the current theories highlights two core contentions. The first can be
simplified to the contention that regulation is bad and that liberalization is good for
innovation in services. The second is that IT multiplies this rule and that within firms
technology hastens the move toward the Fordist organizational structures seen in liberal
environments. Together, they argue that were it not for over-burdensome labor and
product market regulations, modern retailing would converge on a singular best practice
largely synonymous with the American lean retailing model (Boylaud and Nicoletti,
2001; Nicoletti and Scarpetta, 2003; OECD, 2003; Gordon, 2004, McGuckin et al., 2005,
Delpla and Wiplosz, 2007). These studies typically base their analyses on evidence from
the US-Europe “productivity gap” in the mid-1990s, suggesting that America leads and
Europe lags in IT-using services like retail trade and finance due to labor and product
market barriers that slow innovation and dampen competition (Van Ark et al., 1999,
2008; O’Mahoney and Van Ark, 2003). When broadening our time-horizons, however,
our puzzle re-emerges: these theories are not supported by the empirical evidence.

Despite the brief period of differential growth starting in the mid-1990s, there is
little evidence that more liberal regulatory countries have led in retailing innovation,
whether measured through medium-term productivity growth, absolute level of
productivity, or technology adoption statistics.®

Absolute productivity levels refute the suggestion that European growth in the
earlier period is simple “catch-up” and that the newer period better reflects the long-term
prospects of each regulatory environment. In fact, there is some evidence that more
highly regulated retailing environments have higher absolute levels of retail productivity

% There is an active debate among scholars about the originator of the comparative advantage
theory. While Ricardo is most often given the credit, John Stuart Mill in his classic Political
Economy states that Torrens “has established at least a joint claim with Mr. Ricardo to the
origination of the doctrine, and an exclusive one to its earliest publication (Volume II, p. 94).”
For a more recent pro-Ricardo history of the idea’s origin, see Ruffin (2002).

7 See Janos (1986) for a good review of the convergence literature in modernization and
Wilensky (2002, Ch. 1) for a review of the evidence of convergence on nine dimensions of
modern society. Wilensky finds evidence for convergence on all dimensions, but concludes that
substantial differences exist in the speed and amount of change.

¥ These criticisms stand apart from the general criticism of any attempt to compare service
productivity, particularly cross-nationally, given the difficulty in measuring service quality and
productivity. While Clark (1940), continuing a trend identified much earlier by Sir William Petty
(1691) wrote that “the varying levels of tertiary productivity are among the most important
factors that determine the average level of real income in countries as a whole (p. 319),” few
studies since have been able to state a similar conclusion with any confidence (see Smith and
Hitchens, 1985 on cross-national difficulties, Gadrey, 2002 for an elaboration of these difficulties,
Wilensky, 2002 on the poor categorization of services, Moir, 2005 on specific difficulties in
retailing, Pellegrini, 2005 on how productivity numbers in retailing miss social variables, and
Zysman, 2006 on how what is a service has transformed over time, especially in the digital age).

5
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and technology use and at times may lead in productivity growth.” Table 1.1 below
supports this conclusion, showing that while the liberal United States and United
Kingdom excelled from 1992-onward, regulated countries such as Denmark and France
experienced an acceleration in retail productivity throughout the 1980s and exhibit higher
productivity growth over the entire period and absolute productivity levels."

Table 1.1 Labor Productivity in Retail Trade, Annual Growth and Absolute Level
Growth Growth Growth Absolute Productivity
1977-1992  1992-2007  1977-2007  (VA/Hr, USS$), 2007
Denmark 3.5 1.2 2.4 29.49
France 5.2 1.0 3.1 27.96
Germany 1.7 0.7 1.2 22.93
Average 3.5 1.0 2.2 26.93
US 1.6 2.8 2.2 26.99
UK 2.6 3.0 2.8 21.26
Average 2.1 2.9 2.5 24.12
Source: EU KLEMS database. Productivity is defined as VA/hr. and is constructed using
the average exchange rate from the 1* quarter, 1998 to the present.

Similarly, looking at technology adoption, few advantages to liberalization can be
seen. Beck, Grajek, and Wey (2005) have examined the diffusion of retail checkout
barcode scanning in ten European countries over the period 1981-1996, finding no
significant impact of employment protection legislation. In fact, they find that the level
of hypermarket competition reduces the long-run adoption level of scanner systems in

? Given the recent turmoil in the American economy, the size and durability of the productivity
boom in the United States is also in question. Retail productivity was highly buoyed by what is
now recognized as unsustainable consumer spending as well as the housing boom. One of the
fastest growing retailing sub-sectors in the United States was “Building materials and supplies
dealers” (NAICS 4441) such as Lowe’s and Home Depot, whose productivity growth now looks
flat from 2002-2009 and is certain to fall further, perhaps to pre-2000 levels.

"It should also be noted that the “liberal” and “coordinated” labels do not entirely overlap with
retail regulatory indicators, another suggestion that the retail case does not match past typologies.
The OECD indicator for retail regulation runs from 0 (least regulation) to 6 (most regulated) and
covers a variety of regulatory dimensions. In 2008, the liberal US and UK average was 2.3 while
France, Germany, and Denmark only averaged 2.8. These numbers should be taken with a grain
of salt, as a close examination of the component measures shows numerous mismatches with the
reality on the ground. Turning the level of retail regulation into a number is a not a simple
process.

" These figures are not in PPP, but would only change in minor ways if PPP were considered and
PPP inclusion would not affect the relative rankings at all. Given the difficulty in capturing
service quality in PPP, it seems prudent to leave it out.
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retailing. This finding supports the competing hypothesis that regulation may support
investment build-outs and innovation in retailing.

The logic is simple: with the proper incentive system regulation may create
incentives to channel rather than reduce investment. In France and the UK, for example,
planning restrictions created a system of virtual local monopolies. Such a system may
speed up network building in retailing two ways: first by increasing competition for these
lucrative sites, incentivizing early movers, and secondly by giving retailers more secure
revenue streams allowing accelerated investments in store network construction. As we
will see, despite these supposed “restrictions” on new store construction, hypermarket
growth in these two countries was the fastest in Europe.

Beck et al. did find that patterns of technology adoption match some economic
expectations, as both increased scale and higher income increase technology diffusion
while higher wages also lead to increased labor-saving technologies; none of these
factors, however, are correlated with liberalism, and in fact may be negatively related.
The evidence shows that there has been little convergence on other measures of retailing
strategy as well, including private label use, digital networks, worker wages, and more.

The findings of more in-depth studies such as that of Beck et al. suggest that the
economics and productivity literature may be looking at innovation in services without
considering how service productivity, still in its infancy, might be enhanced by
regulation. Past work, primarily the literature on the developmental state (Johnson, 1982;
Amsden, 1989; Wade, 1990) or generally more coordinated institutional environments
(Shonfield, 1965; Williamson, 1985; Albert, 1991; Soskice, 1999) has shown that
regulation and institutions may not be barriers, but simply different solutions to problems
of economic coordination.

Similarly, the evidence and argument from both the French and British cases
point toward the advantages of regulation. Foremost is the ability of regulation to reduce
competition for retailers and encourage investment, which falls in direct opposition to the
arguments of the convergence perspective. Nevertheless, the idea that regulation, and
more specifically temporary monopolies, might foster innovation has an illustrious
history in economics, most notably with Schumpeter (1942). In Capitalism, Socialism,
and Democracy Schumpeter argues that “in the process of creative destruction, restrictive
practices may do much to steady the ship and to alleviate temporary difficulties (p. 87)”
and discusses how the value of temporary monopoly is that it “affords against temporary
disorganization of the market” and “the space it secures for long-range planning (p.103).”
In other words, monopoly profits fund innovation. Evidence for this argument is clearly
visible in the French case study.

Similarly, comparative political economy work has long stressed how different
national political frameworks handle challenges to changes in technology or economic
structures, leading to different, but equally competitive modes of firm organization.
These accounts highlight that national variation exists because of national political
institutions and coalitions, which continue to shape national political fights over the
distribution of wealth. This is work that political science has long tackled in
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manufacturing (Noble, 1984; Piore and Sabel, 1984; Streeck, 1991), but has so far largely
ignored in service sectors.'

Finally, it is worth remembering that academic literatures on both IT’s
relationship with productivity and on services growth remain quite thin and are only now
coming to grips with the ending of the so-called “Solow productivity paradox” — the
apparent lack of productivity growth from IT investment (Brynjolfsson, 1993; Stiroh,
2002). Given the recent appearance of service sector productivity it seems only prudent
to rely more heavily on empirics than hypotheses from a previous era.

The Gloomy Tradeoffs Perspective: A second literature, stemming from
political science, contests the notion of global convergence, instead emphasizing the
inherent challenges from growth based on low-productivity service sectors. The basis of
these arguments is William Baumol’s (1967) “cost disease” theory. Baumol first noted
the productivity growth problems of the service sector, pointing out that performing arts
services were performed in much the same manner, at the same speed, and with the same
quality as hundreds of years ago. The only difference was the cost."

As the share of services in national economies have grown, so has the view that
that advanced countries face tradeoffs, most commonly between high-wage jobs and
employment creation in the service sector (see OECD, 1994, 1996; Becker, 1996).
Iversen and Wren (1998) have made the most visible elaboration of this logic, positing
that in "food and fun" services (such as retail trade) countries face a “trilemma”. The
notion is simple: countries must choose between three unappealing alternatives. If
services cannot grow in productivity, either wages must fall in these jobs (inequality), job
growth must fall (unemployment), or the state must pick up the tab through public sector
job growth (lack of budgetary restraint). In all three cases, post-industrialization becomes
an epithet for the troubles of the advanced economies.

Similar formulations stress the same core concept; as the service sector increases
as a share of economic activity, countries now face tradeoffs they did not in the era of
manufacturing (see OECD, 1994, 1996; Pierson, 1998; Esping-Andersen, 1999; Iversen,

' Retailing has been similarly ignored. One reason that political economy models may have
bypassed the retail case is that no country has ever had an explicit policy for innovation or
technology in retail trade. Some of the tangential aspects of technology used in retailing have
certainly been the focus of policy (network development for instance). The point is that few
policymakers have ever thought about how innovate through retailing; any growth has merely
been an unintended beneficiary of other policies. To the contrary, the majority of retail policy has
been explicitly anti-development, attempting to buffer society from the consequences of retail
growth. This buffering role may be one reason for the prevailing wisdom about the constraining
role of regulation on retailing innovation and growth. Nevertheless, many of these social rules
have in fact conditioned growth, channeled investment, and encouraged retailers to seek
economic partners they might have otherwise ignored. As national social regulations germinate
social coalitions, they have forced retailers to defend their social role with their economic
practices and partners.

" It is important to note that Baumol (2007) has since modified his position, distinguishing
between “stagnant” and “progressive” (productivity-enhanced) services.
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2005). Herman Schwartz (2001) may have best summed the set of fears surrounding
services as recasting “the Malthusian tension between agriculture and industry as a
tension between services and industry.”

The resulting politics, therefore, stops being about solutions to economic
problems, but rather about picking one’s poison. The rise of the service sector is
theorized to put pressure on the politics surrounding the distribution of public goods, the
welfare state, and growth more generally (Scharpf, 2001; Pierson 2001). While a few
scholars have investigated some of the theses within this gloomy literature (see
Kenworthy, 2003), these dejected views have been largely layered on top of existing
political economy models — such as Esping-Andersen’s (1990) worlds of welfare
capitalism in the case of Iversen and Wren — partially because few in-depth analyses have
examined how the service sectors or their politics have actually changed. Other
scholarship (Daniels et al., 2011) has examined convergence versus divergence in the
service sector, but only in terms of broad contours, not looking at how firms and sectors
are organized.

Nevertheless, the retail evidence shows that accounts emphasizing the challenges,
rather than opportunities, of the service sector increasingly fail on three accounts: 1)
service productivity has clearly increased within the retail sector (a private sector); 2) the
predicted tradeoff between employment growth and equality simply does not exist in
retail trade; and 3) previous political economic models of firm behavior cannot explain
the empirical outcomes in retail trade country cases. In all, these three points suggest that
in certain areas of the economy, particularly IT-using service sectors, it appears the time
has come to proclaim that services matter and can be a source of rapid productivity
growth. We may have returned to the world that Sir William Petty described in the late
1600s, when he wrote “There is much more to be gained by Manufacture than
Husbandry; and by Merchandise than Manufacture.”* If so, it is time for political
economists to investigate how innovation has changed the world of merchandisers.

Evidence for the cross-national, high-growth productivity trajectory of the retail
sector has been presented in table 1.1. Additionally, as a result of this accelerated
productivity, the expected tradeoff between employment growth and equality has
disappeared for the retail sector. Previous work has stressed the difference in the
relationship between job creation and income equality between manufacturing and the
service sector. Iversen and Wren (1998) found no relationship in productivity-enhanced
manufacturing and a negative relationship in the private service sector. More recent
analysis of the “trilemma” thesis by Kenworthy (2003), found only a weak relationship,
although his work relied on data from a broad set of “low-productivity private service
sector industries and in the economy as a whole.” What happens when retail, a private
service sector with fast-paced productivity growth, is viewed individually?

' As cited in Clark (1940). Italics in original. The quotation is taken from Perry’s Political
Arithmetick which was likely written around 1675. Clark gives the date of 1691, but this was
likely a mistake, as the book was published posthumously in 1690.
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Differentiating the retail sector from other service sectors, we find that it now acts
more like manufacturing than the slow growth services in its relationship between wage
equality and job growth. Figure 1.1 shows the relationship between employment growth
and earnings equality in manufacturing (measured as a D1:DS5 ratio — the same used by
Iversen and Wren) for 15 affluent economies from 1990-2007.

Figure 1.1 Earnings Equality and Change in Manufacturing Employment, 1990-
2007
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The findings match previous research on income quality and job growth in
manufacturing; the relationship is not statistically significant. Countries with high wage
equality have similar employment performance as those with lower wage equality. The
relationship for community, social, and personal services also supports the slow growth
trilemma hypothesis, as seen in figure 1.2 below; there exists a strong, statistically
significant negative relationship between wage equality and job growth."

" Wage equality and job growth have an r = -0.46 for the slow growth services, which has a p <
.05 in a one-tailed test.
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Figure 1.2 Earnings Equality and Change in Community, Social, and Personal
Services Employment 1990-2007
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Retailing, however, does not follow the pattern expected for slow growth services,
with no discernable relationship between earnings equality and employment growth, see
figure 1.3 below. The fact that retailing growth was still positive in 9 of the 15 cases
suggests that the sector does not act entirely like a manufacturing sector yet, but falls
somewhere in between manufacturing and social services in its potential to create jobs.

In many ways, this represents the best of both worlds, the potential for job creation
without the slow-growth bind of the service economy.

A more in-depth examination of the three case countries strengthens these
findings. Job growth numbers show the three cases are growing at similar (low) rates.
Table 1.2 shows average annual employment growth from 1990-2007'¢, controlling for
changes in working age population (15-64) in retailing, distribution, and the total
economy for each of the three country groupings. Little statistically significant change is
seen. In this case, no findings are interesting findings. Similarly there is no evidence that
controlling for population the liberal economies (the US and UK) create jobs any faster
than their more heavily regulatory counterparts. In retailing the US ranks last and the UK
second, while in distribution generally the US ranks fourth and the UK third. These
rankings are the same as their positions when looking at population-controlled job growth
in the total economy (UK third and US fourth).

' These dates were chosen to coincide with the end of Iversen and Wren’s (1998) data.
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Figure 1.3 Earnings Equality and Change in Retail Employment, 1990-2007
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The data show that not only are productivity and job growth possible in the retail
sector, but that they occur across a variety of institutional and political environments.
Productivity and job growth numbers, however, tell us very little about how the firms
involved are organized or about the delivery of retail services at the store or network
level. For that, more in depth case studies of sectoral and firm organization and its
connection to national political-economic structures are required.

More generally, sector-specific research in comparative context provides an
essential tool for examining the political implications of important economic
transformations.!” Sectors control for a variety issues, highlighting where variations in
political, social, and institutional variables alter market and firm outcomes. Sector cases,
therefore, allow investigations of how common technological developments are mediated
and interpreted across different sets of formal institutions, political coalitions, markets,
and social settings. They also allow insights into the correct level of analysis for studying
economic and political change. The nodes of contestation evolve during any economic
transformation, and level of governance questions are particularly important in a large
federal state like the US (or increasingly the European Union), with its patchwork of
political actors and regulations. Sector studies illuminate at which level the primary

" These questions are timely given the current wave of service transformations that the affluent
economies are currently undergoing (Zysman, 2006).
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political action is occurring, quickly updating models of political, technological, and
economic change.

Table 1.2 Average Employment Growth (%) 1990-2007°
Total
Retail  Distribution® Economy N

Lean Retailing -0.388 -0.532 -0.067 17
(0.315) (0.301) (0.243)

Us -0.388 -0.532 -0.067 17
(0.315) (0.301) (0.243)

Vertical Integration 0.371 0.108 0.218 34
(0.276) (0.222) (0.184)

UK 0.575 0.080 0.191 17
(0.472) (0.335) (0.243)

France 0.166 0.137 0.246 17
(0.274) (0.292) (0.223)

Relational Contracting 0.346 -0.011 -0.228 34
(0.570) (0.547) (0.561)

Denmark 0.967* 0.604 0.249 17
(0.500) (0.441) (0.286)

Germany -0.276 -0.626 -0.705 17
(1.001) (0.977) (1.072)

Standard errors in parentheses

*p <.1, two-tailed test

* Controlling for growth in working age population

®Includes wholesale. Given the close ties between these sectors, it is worth examining any hypotheses
concerning retail by including as well as excluding wholesale.

Source: EU KLEMS database

Retailing is an excellent test case as a large sector, a sector in which technological
change and productivity acceleration are undeniably occurring, which allows us to see the
interplay of political fights and firm strategies. These are not small changes. Distribution
is a large sector that captures 10-15% of the jobs and value in every advanced economy.
It is also located between producers and consumers, making it ideal to study the conflicts
between social and economic goals inherent to the service sector. The transformation
from nations of shopkeepers to nations of retailers, therefore, provides a comparative
window into how technology transforms not only a sector, its employment, and its firms,
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but also its political actors, political fights, and an enormous value domain in the
economy.'®

III. National Trajectories of Retail Management

The large-scale retailers that currently populate the affluent economies share little
resemblance to their ancestors in size of stores, store network scale, or management
strategy. The evidence presented here, however, suggests that they do share a variety of
nationally specific tendencies with other firms born of the same political environment.
As with previous work in political economy, how retailers engage in these political
struggles and the resulting economic outcomes falls into patterns that vary across nations.
The following section presents three archetypes of national retailing strategy — lean
retailing (cost squeezers), relational contracting (cost sharers/savers), and vertical
integration (value-adders). Each ideal-type reflects how retailers make money as a result
of their relationships; relationships that were first structured by political coalitions and
later translated into interactions with economic partners including suppliers, workers, and
consumers. The key linking mechanisms are political: the level and type of contestation
over policymaking and the resulting regulatory regimes that formalize the terms of the
political deals and cement coalition partnerships, incentivizing firms that continue the
trajectories envisaged by these agreements and punishing those that step out of line."

Five metrics are used to measure firm management strategy as an outcome:
product strategy, supplier relations, labor relations and use, service value-added, and
digital connections. Although the current incarnations of strategy are creatures of the
digital age, they are not determined by the intrinsic nature of information technology (IT)
tools. Rather, each strategy reflects a long history of political coalitions, regulatory
policy, systemic power resources, and political struggles, as scale retailers have fought
first with independent shopkeepers, and later, manufacturers. Perhaps the most intriguing
aspect of these historically rooted trajectories®’ is how they continue strategies begun
when retailers were relatively small and weak and have converged little in an era when
large-scale retailers have become juggernauts of the service sector.

Each case provides evidence that nationally specific strategies exist and that these
tendencies vary across political boundaries. In addition, process tracing connecting the
origins of these firms to their current management styles supports the argument that
coalitional politics were a driving force that reshaped these strategies (see Ford et al.,
1989 on process tracing).

'8 Retailing services were traditionally just the final step in delivering producer products to
consumers, but as we will see, the value captured by retailers has rapidly expanded to cover
nearly every facet of consumer goods (including branding, marketing, and even production),
basic consumer services such as finance, and even technology domains such as data analysis or
web hosting. It is notable that when WikiLeaks, the controversial non-profit, came under web
attack in November of 2010, it initially turned to Amazon, an on-line retailer to host its site.
" These mechanisms may work differently in different locations. For more on how context
matters for the form of causal mechanisms, see Falleti and Lynch (2009).
2 See Zysman (1994).
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For scale retailers the key to economic success was not predicated on forming a
“winning” coalition. Successful scale retailers emerged in all of the countries being
studied. The combination of new business practices, growing economic power, increasing
consumer purchasing, and the opportunity for increased economic efficiency ushered in a
scale retailer ascendancy across North America and Europe, regardless of the political
rules.

Nevertheless, how retailers ascended, formed coalitions, fought political battles,
and what concessions they made in order to ensure their victory mattered a great deal for
the character of the winners and their organizational choices. Were the descendants of
small independent stores part of the victory or did they disappear as important economic
and political players in the process? Did retailers need to include workers and suppliers
in their rise to economic power, or were they opponents to be bested? The answers to
these questions created enduring political legacies: from the near total political victory of
the lean retailers in the United States, to perpetual political conflict in France, and
continued political cooperation in Denmark.*'

Although the story privileged here centers on autonomous political activity — how
coalition formation drove firm outcomes and longer-run political process — the latent
structure of each political economy and the antecedent variables that influenced the shape
of national coalitions should also be topics of interest; together this balance of structure
and agency suggests that while political action matters during critical periods, how agents
act may still be highly conditioned by existing institutional factors. Three structural
variables in particular stand out: the power resources of retail relative to labor and
manufacturing, the formal institutional rules that shape coalition formation (electoral,
bargaining, and administrative rules), and the internal structure of the retail sector and the
coordination of small store resistance. The evidence and logic of each are discussed later
in this chapter. Taken individually or collectively, each of these variables pushed
retailers toward broader or more limited coalitions.

In summation, although retail firms are certainly not atomized economic actors,
neither are their actions determined by a fixed set of national social, economic, and
political relations. Rather, the position of retail trade firms in the economy is constructed
through deliberate political action and coalition formation. The ongoing political
struggles inherent in group life therefore re-shape a firm’s location in the economy and
with it economic calculations about business strategy.*

*! They also affected the regulatory preferences of retailers over time. Initial similarity has given
way to considerable variation by location, which will be discussed in the conclusions under the
category of retail globalization.

*2 This point should not be construed as arguing that firms are constantly re-defining their
location in a national economy in response to political pressures. As previous work has shown
firm preferences, organizational forms, and business strategies, once adopted, can be quite sticky.
Rather, the contention is simply that as new types of firms emerge, particularly service firms, the
direction of their initial economic trajectories are highly malleable based on political
considerations. This may either be because they don’t know the “rules of the game” or because
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Retailers that faced the most fragmented and decentralized national environments
(as in the United States) also encountered the least organized opposition and
consequently needed the fewest political partners. In these cases, retailers were powerful,
free from institutional pressures privileging broad coalitions, and were able to avoid
national political conflict. They worked in the most liberal regulatory environments
where ideas about the distribution of wealth are largely predicated on market power
rather than consensus or government intervention in markets.”> Rather than forming
coalitions, these retailers could rely on unilateral action against scattered local or regional
(at the US State-level) opposition. National political fights were non-existent, with the
“winners” determined by those actors best suited to navigating the fragmented and
decentralized politics inherent in a liberal political-economic environment.**

With non-existent political coalitions and the ability for unilateral action in the
political realm large retail firms were consequently free to form lean retailing business
strategies built on using increased scale to squeeze costs and dominate their partners
through market power. A cost-squeezing strategy both followed from and supported low
levels of cooperation with workers, suppliers, and governments.

In the most highly consensual and corporatist countries, by contrast, powerful
external and internal opposition groups created systemic uncertainty about the future
shape of the retail sector and led retailers -- both large and small -- to build broad
political coalitions. These coalitions built rules that established a more even distribution
of wealth in the retail sector, balancing the social and economic needs of retailers,
suppliers, workers, local governments and consumers. Together they mobilized and
maintained long-term political alliances with workers or producers.

Pervasive coordination germinated relational contracting business models built
on cost sharing and saving through long-term, stable political and economic partnerships.
In order to satisfy coalition partners and avoid political, social, and economic
consequences, retailers were forced to integrate labor and manufacturing partners into
their business strategies. A political coalition, therefore, was cemented and sustained by
the compromise of higher levels of buffering regulation in return for economic alliances.

Finally, vertical integration retailers emerged in environments with powerful but
fragmented opposition groups by mobilizing weak, short-term coalitions that limited
national political reactions to the growth of scale retailing while allowing significant
freedom for local development. These divided political fights generated regulations that

their new business models press against either those rules or the strategies of incumbents, who
may try to enact new rules.

* The main causal agents in this account are rules, rather than ideas, but as Fourcade (2009)
shows, American ideas about the “centrality of markets” (or any national idea about the role of
markets) can also be tied to institutions and because of this anchoring can be routinely mobilized
as a marketable political commodity.

** Consistent with the broader argument of this research, the evidence suggests that the lack of
political conflict in the US case should not be interpreted to mean that political fights never
occurred in retailing. Rather, these fights, which occurred much earlier in the 1930s, were simply
closed during the period under consideration.
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attempted to combine competitive markets with social protections. Instead the rules
reduced uncertainty for large-scale retailers and promoting rapid development and the
creation of otherwise risky strategies of product competition. Given low institutional
density and the weak nature of retailers’ political alliances, including local political
partnerships, minor worker concessions, and selective cooperation with industry, there
have been fewer policy equilibria in these countries. Because retailers initially solved the
national dimension without creating a comprehensive framework for local deals, future
conflicts were bound to arise. Retailing policy, therefore, has been marked by a perpetual
contestation over the rules of the game.

Because of their brittle, limited coalitions with workers, producers, and
consumers, vertical integration retailers have been the most willing to reconfigure the
terms of their economic agreements, expanding their control throughout the value chain
to compete with former partners to capture new value or forming dual tiers of workers
and suppliers with different levels of cooperation. Although retailers were initially able
to work with workers and suppliers to support a pro-business environment, the lack of a
larger policy consensus and the political uncertainty of tenuous partnerships led these
firms to build competencies in house to reduce uncertainty and increase market power,
decreasing their reliance on questionable allies.

In all, building and maintaining each political coalition influenced firm business
choices and modes of innovation, by endowing firms with particular constellations of
organizational strengths and altering the way firms saw problems of economic
coordination. Nevertheless, the actions of retailers were not simply instances of
constrained utility maximization, but primary and active political choices that fed back
into economic structure.

IV. Coalitional Channels in Retailing
In brief, I shall try to show that the economic environment
enables, but does not guarantee, the creation of political groups,
and that economic groups which seek to operate politically
thereby enter a realm which exercises its own conditioning
effects and which does far more than simply reflect the strengths
and drives of economic groups.

- Joseph Cornwall Palamountain, Jr. (The Politics of Distribution, 1955)

The idea that the political realm might be critical to understanding the retail sector
is not new. Joseph Palamountain’s (1955) work on the economic and political structures
of American distribution in the 1930s stressed that although economic groups enter the
political arena in order to defend their interests, by entering politics, the strengths and
positions of firms are changed by the structure of politics. If how the political arena
influences firm preferences, organization, and their subsequent trajectories is the question
of interest, understanding coalitions is the key to unlocking the answers.

There are two primary reasons why political coalitions are so important for the
retail story. The first is that retailers are among the most connected actors in the
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economy, interacting with a variety of economic, political, and social groups. Politically,
they must manage relationships ranging from international trade organizations and
national regulators down to municipal governments. Within national economies, they
connect with consumers, suppliers and producers, manufacturing firms, and wholesalers.
In addition, more so than manufacturing, the rules and practices of post-war service
sectors reflect their dual roles as economic and social activities, forcing retailers to
defend the social consequences of their economic and political actions. Simultaneously
balancing such a diverse network of potential allies and adversaries poses challenges
while providing opportunities for coalition building.

If these overlapping challenges were not enough, coalitions are also critical for
the retail story because it is a story about the entry of new groups. Retail entrants, like
any new economic group, tend to provoke social and political responses. Unlike many
industries, however, essentially every major global retailer is a recent entrant, with few
leading retailers existing with any size prior to the 1950s.>> These new large-scale
retailers looked remarkably similar across borders at the beginning, utilizing the new self-
service strategy and a “stack it high and sell it cheap” mentality and challenging the
established channels of distribution dominated by wholesalers and producers.
Predictably, as the increasing power of these retailers disrupted past social and economic
arrangements, political opposition formed from other social and economic groups who
were losers in these transformations. In turn, large-scale retailers were forced to form
coalitions to solve social and political coordination challenges.

The form and function of each national coalition created wider economic and
political ripples. First, they conditioned subsequent nation-specific business strategies by
altering the way retailers viewed their economic partners and at times tipping the balance
in favor of cooperation or competition. In addition, building and maintaining successful
coalitions not only forged economic partnerships, it also shaped ongoing regulatory
strategies for national retail sectors and how economic gains were distributed.*®

** This is particularly unusual in Europe, where only 29% of its 156 FT Global 500 firms were
founded after 1901. Eighteen firms on the list were primarily retailers (including the US). Of
these, only one was founded prior to 1901. Twelve were founded after 1946 and eleven were
founded in 1957 or later. For data, see the Bruegel database of Corporate Birthdates:
http://www.bruegel.org/8358. The US is somewhat of an exception, with the arrival of scale
retailers beginning in the 1930s.

*% Throughout the dissertation, the discussion will highlight how political coalitions structure
regulation and then how regulation feeds back into retail firm strategies. The specifics of national
regulation will be discussed in individual country chapters, but it may be useful before moving
forward to clearly define what is meant by “regulation” in the retail case. The OECD
measurement of retail regulation includes a number of dimensions, including general regulations
on business entry and registration, regulations related to the protection of existing firms,
regulations on size and shop hours, and price regulations. When considering retail business
models, to these it makes sense to add labor regulation, spatial planning regulations (which
involve quite different politics than simply permit or license regulations), anti-trust regulations,
sales and promotions regulations, and regulations that pertain to the digital aspects of retail
business models (privacy, digital information, and other e-commerce specific regulations). Rules
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Although pains will be taken to separate the effect of coalitions on firm strategies and
political processes, these twin variables are inherently linked. Whether the interaction
between these political processes and the positions of economic actors is conceptualized
as learning (Heclo, 1974; Rose, 1990), increasing returns (David, 1985) coordination
(Pierson, 2000), or positive feedback (Huber and Stephens, 2001) the constant is the
coalitional channels that pushed both economic actors and political processes down
nationally-specific pathways.*’

Each national political formation can be linked to firm strategies and broader
economic outcomes. Conceptually, the link between coalitions and retail firm strategy
may perhaps be seen best through Oliver Williamson’s “markets and hierarchies”
dilemma (i.e. make, buy, or partner?). These three choices match well with the basic
underlying logic of firm strategy in each ideal type, though the retail case material does
suggest that the complex interplay between politics and firm strategies goes beyond
simple transaction costs analysis. Rather than looking at firm strategies as reflecting
society-specific solutions to problems of economic coordination, the emphasis shifts to
spotlight how firms solve national political coordination problems such as the threat of
further regulation or state intervention.”® The argument is that political coalitions provide
a compelling explanation as a mechanism for re-shaping not only firm interests but also
firm ideas about how to organize economy activity.

The analytic approach used to build such an argument draws from the historical
institutionalist perspective (Hall and Taylor, 1996) on political economy, where national
structure conditions firm actions, but firms also shape that structure through deliberate
political action.”® Historical institutionalist scholars look at how formal political

that may appear tangential may also matter. For example, rules about sales of alcohol can affect
where retailers choose to locate. Trader Joe’s, an American chain owned by German-based Aldi
North, has not entered the State of Colorado, and the state’s strict liquor laws are often given as a
possible explanation. A representative for Trader Joe’s, a privately held company, declined to
comment, but noted that they do have locations in states with other regulated liquor rules, though
these stores represent only about 10% of all locations.

This complex constellation of rules, therefore, is what is meant by the general “regulation”. More
“liberal” environments are not simply those with rules in fewer of these categories, but
regulations that emphasize market freedom and are less restrictive to firm options (higher store
sizes or more flexible pricing for instance). This is something the OECD often misses in their
regulatory measurements in retailing and tries to account for the freer markets, more rules
perspective of Steve Vogel (1998).

*7 See Faletti and Lynch (2009) for a meta-discussion of causal mechanisms in political analysis.
*® This is a similar approach to that of Granovetter (1985), who argued that an understanding of
national social networks might better solve the markets and hierarchies dilemma, but here the
emphasis is on political networks and the ability of firms to create these networks in response to
political challenges.

* T use “structure” rather than “institutions” to reflect how the newest wave of HI has begun to
emphasize the role of national context and political, economic, and even social coalitions for the
character of institutional formation and change (see Goertz, 1994 on context; Hall, 2010 on
coalitions).
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institutions structure solutions by distributing power (Moe, 2005; Knight, 1992), by
structuring the way actors view the economy (Dobbin, 1994; Fourcade, 2009), by shaping
responses to economic and technological transformations (Piore and Sabel, 1984; Noble,
1984), and by creating longer trajectories for initial choices (Zysman, 1994). Critical
political variables include veto points (Immergut, 1992), the power resources of labor
(Esping-Andersen and Korpi, 1984), structure and interplay of parties and interest
aggregation (Wilensky, 2002), national size (Katzenstein, 1985), and the skill structure of
labor (Iversen and Soskice, 2001).

In a similar vein, the initial political partnerships of new retail entrants and the
deals they agreed upon had consequences for structuring the subsequent politics in each
country. As with the relationship between political fights and economic outcomes, there
exist a variety of frameworks for describing how initial actions might structure longer
processes. Known as path dependence (David, 1985; Pierson, 2004) or historically-
rooted trajectories (Zysman, 1994) these frameworks focus on contrasting moments of
radical change — or critical junctures — and longer periods of either stable, predictable, or
incremental evolution, similar to punctuated equilibrium theories in evolutionary biology
(Gould, 1977). For each, understanding the context within which actors, institutions, or
processes change remains the key.

As highly embedded entrants, coalitions have been an essential ingredient in the
arrival and development of scale retailers. As they grew and developed, pushing their
activities into new economic realms and accordingly, new political arenas, coalitions
became essential to manage a dual set of political economic and political challenges.
Universally, opposition and a need for new patterns of policy-making accompanied the
political conflicts that accompanied the embryonic rise of retailing. But as previous
scholarship and empirical evidence demonstrates, context matters.

Each national political process was structured by the initial terms of the deal, the
national political and structural conditions that influenced each coalition in the first place,
and the strength of each political coalition. The politics therefore continued along well-
trod paths: non-existent in the US (or local -- where the retailers inevitably win), never-
ending fighting in France, and negotiation and coordination in Denmark. In the same
manner as the initial coalition, each political style reinforced the conditioning effects on
firm strategy over time.

V. Conclusion

This introduction has argued that three unique country-specific strategies have
developed in the retail sector and that the best explanation for this variation is coalitions
formed by retailers to solve the political problems generated by their rise. Moreover, as
digital technology has supercharged retail productivity, national patterns have neither
converged nor exhibited signs of constrained slow-growth tradeoffs. Rather, retailing has
developed dynamic, context-specific strategies conditioned by national politics and
regulatory environments.

The following chapters will deepen these logics, first by providing a timeline of
the retail sector in the postwar era. The second chapter will describe the state of
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distribution from 1930-1960, making the case for the predominance of similarity in
management strategy and industry structure. It then explores the common postwar
changes in demographic, wealth, and management ideals that began to transform the
retail sector, bringing with them a new crop of innovative retailers.

After arguing that these retailers shared a variety of common ideals and emerged
in response to similar consumer demands, the third chapter turns to the quite different
political reactions they created. As new entrants that disrupted existing social and
economic patterns, the mass merchandisers brought critical reactions from a variety of
political actors, most notably small shopkeepers. These actors sought to contain, control,
or condition the growth of scale retail.

Chapter III examines both the opposition to retail development and the political
and economic responses of retailers to these attempts to corral them. It illustrates the link
between national reactions to the entrants, the political coalitions formed by retailers
themselves, and their subsequent economic relationships with their political partners. It
argues that the strength and cohesiveness of the opposition forced retailers to
correspondingly broaden their partnerships and give political concessions. In turn, these
initial political concessions reformulated the economic calculations of firms in their
relationships with workers, suppliers, and in competitive strategy more broadly. Finally,
it explains the strength and cohesion of both political opposition and retailer coalitions
through national structural variations in power resources, bargaining institutions, and
retail market structure.

Next, three national case studies in the US, Denmark, and France trace firm
strategies across time, explaining how building and maintaining political strategies
established consistent regulatory and policy patterns that continue to shape firm
structures and strategies.

First, the American chapter (IV) describes the growth of the lean retailing model
in a liberal political context where markets trump directive government regulation. This
chapter also delves into digital technology in retailing, explaining the potential of these
tools and why existing firms have used these tools in nationally predictable ways. It
argues that technology is integral to the American model in a way that is not necessarily
true in the other cases. It reiterates the point that such an outcome was not inevitable, but
was driven by the lack of a broader retail coalition and the ability of retailers to act
unilaterally.

The second case study chapter (V) examines the other pole of politics, analyzing a
highly coordinated political environment: Denmark. Danish retailers demonstrate a
relational contracting ideal-type of scale retailing, emphasizing coordination and
cooperation with economic partners, particularly workers. A richer institutional
environment, initial weakness on the part of scale retailers, and more organized
opposition led retailers into lasting political partnerships that privileged these close
economic relationships.

Finally, the French case (chapter VI) highlights how an active political
environment with weak interest aggregating institutions can structure quite different firm
strategies. The vertical integration model utilized by French retailers can be traced to
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conflicts between national and local coalitions, a political history of perpetual
contestation over the rules of the game and correspondingly mixed regulation over labor,
prices, and planning. Although a national agreement emerged in support of a pro-
business environment, the inability of partners to form a broader consensus over the
specifics of local development or regulatory policy ultimately doomed broader
coordination. The result has been retailers using protected rents to break free of
traditional relationships and create dual tier strategies with suppliers and workers to
create new value.

The conclusion (chapter VII) looks to the future of each model. First, it returns to
the technology theme to begin an examination of how the next round of purely digital
electronic-commerce business models are playing out across national environments. The
initial findings suggest that a set of ongoing political fights and coalitions may once again
shape national strategies.

In addition, the conclusion examines how retail globalization is changing each
model, both by offering opportunities for expansion abroad and by applying pressures at
home. It examines which models have succeeded abroad and why and suggests which
models are the most defensible. Again, the answers to critical questions will revolve
around how retailers form coalitions based on their national experiences. Chapter VII
also argues that increasingly a goal of any affluent economy’s public policy should be
understanding and supporting its particular model of retailing. To be a “nations of
shopkeepers” was once a symbol of weakness.”® Today, to be a nation of retailers is a
project fit for any economy.

*® An epithet first uttered by Adam Smith (1776) in The Wealth of Nations.
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Chapter 11
From Shopkeepers to Supermarkets (1930-1960)

I. Introduction: The Postwar Order

The previous chapter argued that national political coalitions and political
negotiations starting in the 1960s are the primary explanation for variations in present-
day retail strategies across the affluent economies. This chapter will describe the
environment in which these coalitions emerged in two stages.

The first section will describe the retail sector, then identify its key players and
strategies from the 1930s through the 1960s. The evidence in each of the three case
countries — the United States, France, and Denmark — demonstrates considerable
similarity across borders in firm strategy. Accordingly, the section will highlight the
common features of the postwar retailing model across borders, including the location of
supply chain power (upstream with suppliers and wholesalers’"), fractured networks of
small, independent shops, and a shopkeeper-service mentality (the shopkeeper selects
and/or packages the goods for customers, rather than self-service). Given the small-shop
primacy, labor had low levels of organization. Powerful suppliers “pushed” goods
downstream to weak retailers, who organized their small stores around a shopkeeper-
service logic. These parallel regimes existed even given different postwar systems of
economic structure and growth.

The second portion of the chapter will highlight the structural conditions from
1945-1960 that started the “rise of retailing” and describe the beginning of the
transformation from shopkeepers to supermarkets. Retail’s ascendancy was catalyzed
both by structural conditions and by the actions of individual firms. Structurally, the
chapter will highlight a number of common enabling developments, including changes in
technology, affluence, demographics, and business strategy that occurred across borders.
These factors profoundly affected the management strategies in the retail sector and were
necessary conditions to the emergence of larger, more powerful retail firms.
Nevertheless, they were hardly sufficient, and it was a determined band of merchant-
minded entrepreneurs that took the new possibilities of the consumer age and put them
into practice, forging new retail business models built around self-service, store-size, and
network scale. This new crop of retailers took advantage of the underlying shifts in the
economic and demographic landscape of the affluent economies to build their firms and
begin gaining the upper hand in their relationships with suppliers, workers, and even
consumers. Cross-national evidence highlights the importance of these firms on retail
markets across the globe today.

3! Wholesalers are merchants who buy large quantities of products for resale to other merchants,
such as retailers, rather than for sale directly to consumers. Wholesalers are the ultimate
middlemen, and have traditionally served to reduce the risk of both retailers and producers.
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A historical description of the postwar order of distribution is necessary for
several reasons. Given this dissertation’s analytic focus on the 1960s, a historical
analysis of the previous era of retailing demonstrates both that retailing exhibited cross-
national similarity before that point and that the dramatic upheaval in the retail sector
beginning in the 1960s period presents a clear contrast to the earlier period.
Understanding this earlier period, therefore, sets a baseline for the changes in the 1960s,
which brought with them a reversal of market power relationships and changes in in-store
organization, labor relations, and overall management strategy.

The post-war developments in the retail sector prior to the retailing revolution of
the 1960s were small waves that failed to amount to a major sea shift. Dawson (2000)
outlines how many of the “big changes” of the second half of the twentieth century were
already present “in incipient form” in its first half. These include: the emergence of chain
stores (though family-owned retailers dominated the market), direct relationships
between retailers and manufacturers (though wholesalers still controlled much of the
retail market), conflicts between small retailers and emergent large firms (though these
were local or limited relative to later conflicts) and changes in demography and urban
geography.”> These small steps set the stage for the larger leap in management strategy
and broader political conflict in the 1960s, ignited by growing consumer affluence, shifts
in the power of retailers in supply chains, transformations in the economies of Western
Europe and North America, and the dramatic rise of innovative mass merchandisers.

I1. The Retail Sector

Before moving forward, it may be helpful to briefly outline and define the retail
trade sector and its terminology. The retail sector has been a feature of human
civilization for the length of recorded history. Writings from ancient Greece record not
only the presence of retail trade, but critiques of traders using scale or collusion to behave
as monopsonists, disadvantaging suppliers and consumers (Lysias, 1958 as cited in Bitros
and Karayiannis, 2010). Though retailing has changed since the classical era, for the
central issues in retail politics, it appears there is nothing new under the sun.

Despite its long history, however, creating a conceptual definition of “retailing” is
not a simple process. As Peterson and Balasubramanian (2002) demonstrate at some
length, there are nearly as many definitions of retailing and retail trade as there are retail
scholars. Despite this conceptual muddle, definitions of retail trade largely agree that
retailing activities include the sale of goods and related services to the final consumer.

As such, retail trade occupies the final economic step in the supply chain between the
production of a good and its purchase for consumption. This longer process — the
delivery of goods from producers to consumers — will be more generally referred to
throughout this dissertation as a distribution system.

Retailers are not the only economic actors within distribution systems.
Transportation and logistics firms move goods between economic actors and even
directly to consumers. Wholesalers are middlemen in the distribution system, purchasing

3P, 30-31 as it appears in Findlay and Sparks (2002).
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merchandise™ in bulk and typically reselling their goods either to retailers or other
wholesalers. Wholesalers can also act as agents or brokers, simply arranging sales and
purchases for others for a commission or fee.

Retail shops can be organized into networks in a variety of ways. Independent
retailers, with a single shop, can exist either by purchasing from wholesalers or by
forming voluntary buying groups to increase their purchasing power. If the wholesale
activities are owned collectively, this is known as a co-operative group or a co-operative
society. Co-operatives may or may not require memberships to shop at their stores and
typically require that stores purchase a certain percentage of their goods from the central
cooperative wholesale service.

Franchises are another way or organizing shop networks with different owners.
Franchises are stores where a franchisee purchases the right to open a store from a
franchisor. Although a franchise agreement only needs to cover the purchase of these
rights and the name of the store, franchise agreements typically include further costs and
obligations on both sides of the contract including marketing, training, and wholesale
services. The parent company may also own franchise locations of their own, either as a
retail arm of the business or as a testing ground for new products and retail services. 7-
Eleven Inc. is perhaps the most recognizable retail franchise in the United States, with
around 6,200 stores in North America, more than 5,100 of which are franchised (7-
Eleven website).*

In addition to franchises, chain stores may also be wholly owned by a single
corporation. Chains can either choose to provide their own wholesaling, transportation,
and logistics services or purchase those from outside vendors.

Different types of retail outlets can be categorized by their size, product and
service offerings, and marketing strategy. These categories are somewhat fluid and a
particular store may fall in multiple categories. Although this dissertation will follow the
guidelines listed below, the mixing of these categories (size, products, services, and
marketing) in definitions often creates confusion in comparing retail statistics, both
across sources and particularly cross-nationally.

Products can either be nationally branded or private label. Nationally-branded
products are those produced and marketed by producers and are typically available at a
variety of retail outlets. Private-label products are those featuring the retailer’s label.
Note that private labeling does not imply production. In fact, most retailers do not
produce their own private label products. Nevertheless, private labeling can involve a
variety of supporting activities, from production, to design, to marketing and branding.
Retailers typically take on some of these activities, particularly design and quality
control. Some products may fall in-between these poles, as retailers increasingly are
partnering with producers to offer chain-specific versions of national brands.

33 This merchandise can include finished consumer goods, “capital or durable non-consumer
goods, and raw and intermediate materials and supplies used in production (NAICS definition).”
** The other ~900 stores are presumably owned by the parent company, Seven & I Holdings Co.
of Japan.
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In terms of service, retail shops operate on a continuum between shopkeeper
service and self-service. In a pure shopkeeper (or full) service model, the shopkeeper
either actively selects or helps the consumer select their goods. In a self-service model
consumers choose their own products from shelves or displays. In practice, many
retailers combine aspects of shopkeeper service and self-service.

The following provides a brief summary of terms used to describe the most
common types of retail outlets:

Department stores are large, higher-service retailers featuring a wide array of
products, typically organized into departments with department-specific staff members
designed to assist consumers with their purchases. Examples of department stores
include Macy’s and Sears.

Variety stores are small, limited-product stores with low levels of (if any) service.
Variety stores emerged as lower cost alternatives to the classic general store, a small,
higher service retailer that carried the limited goods required by rural communities.
Variety stores often employ a fixed price strategy, such as the “five and dime” or today’s
“dollar”, “euro”, or “100-yen” stores. Examples include Dollar General and Family
Dollar.

Discount stores resemble variety stores in their focus on low costs and limited
service, but typically offer a wider array of goods and a variety of price points. There are
many sub-categories of discounters, including: hard discounters, smaller stores with more
limited, typically shelf-stable, product lines, virtually no-service, and lower prices; soft
discounters, which typically have more products (including fresh and frozen food) and
higher levels of display quality and service; discount supermarkets and hypermarkets,
which are larger stores focusing on low-cost and low service, but with a full range of
products. All three will be referred to by their sub-categories throughout this dissertation.
Aldi and Lidl are the best known hard discounters, and Aldi’s stores in the US (both Aldi
branded stores and Trader Joe’s, which is owned by Aldi) fall in either the soft discounter
or discount supermarket category, depending on their size.

Supermarkets are large food retailers that emphasize self-service — though they
typically offer more food-related services such as butchery or baking than discounters —
and a broad array of products. Examples include Kroger and Safeway.

Hypermarkets are even larger mixed-goods retailers, with both food and non-food
products. These types of stores are often referred to as “supercenters” in the United
States. Although statistical sources often define hypermarkets solely by size, the term
will be used in this dissertation only for those stores that sell both food and non-food
products. Walmart and Target both use hypermarkets in their retailing mix.

Warehouse stores are large, low-service stores that offer bulk purchases. These
stores often blur the line between wholesale and retail services, as they sell to both final
consumers and smaller retailers. Service is minimal and products are often presented on
pallets. The term warehouse club will be used for warehouse stores that require a
membership (typically with an additional fee). Costco and Sam’s Club (owned by
Walmart) are both warehouse clubs.
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Convenience stores are small, residentially based stores that focus on daily
necessities and basic services, such as simple financial, postal, or entertainment services.
7-Eleven is a leading convenience store.

Specialty stores are higher service stores that focus on particular products and
services. These stores typically compete by offering niche products or through extensive
product-knowledge and associated services. Although they are typically small, the name
should not imply a size, as a large specialty store exist, particularly for large goods such
as furniture. AutoZone and Williams-Sonoma are two examples of national specialty
chains.

Category killers are large specialty stores that carry a large assortment of goods
across a particular category. In contrast to specialty stores, category killers compete on
price rather than service and attempt to become one-stop shopping locations for particular
types of products. Examples of category killers include Best Buy (electronics) and Home
Deport (home improvement).

Finally, although it does not imply a particular combination of products and
services, the term big-box retailer will be used throughout this dissertation as a size
modifier for the above categories to imply a large retail development.

Despite their ubiquitous presence in today’s retail market, each of these formats
(with the exception of the department store) is a product of the 20™ century. Moreover, it
was not until the 1960s that retailers began moving toward these new, innovative formats
in large numbers. From 1930-1960 retail outlets bore very little resemblance to the
superstores of today and accordingly these small shops played a very different role in the
consumer marketplace.

II1. Small Shops, Producer Power, and the “Push” System

The retail markets in both Europe and the United States prior to the 1960s
reflected a quite different set of economic and political relationships than those seen
today. Across the cases, the immediate postwar decades were an era of manufacturing,
and retailers were consequently weak relative to suppliers. After 1945, there were
certainly differences that existed among countries, the most notable being the need to
rebuild and restock in war-torn Europe. In the United Kingdom, for instance, Burt and
Sparks (1999) describes the 1940s and 50s consumption patterns as “wartime austerity
and rationing” and “return to normal diets” respectively. In Britain, therefore, as in all
the European cases, the distribution systems during the “post-war years were
characterized by stability in methods and structure (Jeffreys, 1954, p. 101)” as
policymakers focused on rebuilding their