Economic Devclopment and the Growth
of the Trade Sector in Italy @

Between 1951 and 1961 Italy witnessed what might be called
a “retailing population explosion ”. During that decade of vigorous
cconomic growth, the resident population in Italy rose by about
6 per cent, the number of non-agricultural establishments rose by
6 per ceat as well, but the number of retail stores increased by
a phenomenal 32 per cent (2). Meanwhile retail prices have risen
much faster than wholesale prices. In 1961, for example, the whole-
sale price index for food products stood at 100.3 while the equivalent
retail price index had riscn to 113.8, both computed with 1953 as
the base year (3). This growing gap between wholesale and retail
prices, coupled with the increase of nearly one-third in the number
of retail establishments, suggests that the country’s economic develop-

ment has been accompanied by a marked and costly increase in -

excess capacity in retailing.

In an economy in which industrial employment opportunities
are not expanding as rapidly as the work force, people can easily
drift into-trade, a sector into which entry is relatively easy for the
small firm. If the number of retailers muliiplies too rapidly, the
sales volume of the average store falls and retail margins must be
raised to maintain profits. As a result, part of the country’s develop-
ment efforts are wasted in the sense that prices to consumers are
higher than they would be if some capital and labor were diverted
from retailing into more productive uses.

(1) The author, professor of Business Administration at the University of California,
Rerkeley, held a Fulbright rescarch grant to the Istituto di Tecnica Aziendale, directed by
Professor Carle Fabrizi, at the Universicy of Maples in 1962-63. Gratitude is also extended
to the Social Science Research Council, whose grant for study of the .8, Census of Business
led to the comparisons of the Tralian case with the U.S. expeficnce.

{2) Istiruro. CENTRALE DI STaTISTICH, ARftuario Siatistico italiono, 1961, Tav. 171.

{3} Istrruto CRNTRALE DI STATISTICA, Op. ¢if., Tables 320, 336.
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The rapid expansion of retailing in Italy calls for close examina-
tion not only because it may be denying consumers some of the
benefits of development, but also because a policy issue scems to be
at stake. Rapid economic growth of the sort which has characterized
postwar Ttaly invariably threatens the position of scattered groups
who then, at least in a democracy, seek legislative shelter from the
chilling winds of change. Italy’s medium and small-sized retailers
see danger on two opposing flanks. On the one hand is the huge
increase in the number of retailers. On the other hand, large scale
retailing in the form of department stores and supermarkets is
developing at an uncomfortable speed, even though entry is restrict-
ed by licensing requirements (4).

The merchants have responded to this double threat by asking
first for qualifying examinations, not unlike those required of lawyers
and physicians, for persons wishing to become retailers and, second,
for strict interpretation of a 1938 Jaw which governs the licensing
of department stores and supermarkets (5).

To evaluate this request for a public policy toward retailing, one
must consider the role of retail trade in the process of economic
development in the context of Italy today, This note argues first,
that it cannot be strictly proved or disproved that there is excess
capacity in retailing in Italy, but the available data do suggest (though
not conclusively) that any excess capacity in this sector may have
declined, 1951-61. Second, though the number of retailers in Italy
may already seem excessive, the proportion of the work force in
retail trade can be expected to increase even if excess capacity is
gradually eliminated, Third, over the long run, the cost of distri-
bution is almost certain to increase in Jtaly, causing the gap between
wholesale and retail prices to widen further, Fourth, to minimize
distribution costs, and to adhere to the Treaty of Rome, entry

{4} The Assetmbly of the Unione Commercianti of Milano was told recently that had
the large stores been free to entor in metropolitan Lombardia, there 'would at that time have
been 150 supermarkets instead of the 14 mctwally in existence. A non-official repert has
indicated that in 1960 some 7o supermarkets had sprung up in Italy, 16 in Milan and 12
in Rome. See Sarvatore Ravaiur, “ Prime esperienze det ’ supermarket’ in Italia *, Mondo
Economice, July 1, 1961, pp. 17-20.

" (5) See Ravarur, * Le difficoltd del commercio e la politica di distribuzione », Mondo
Feonomico, May 9, 1059, pp. 9-i0; also Ravates, “I problemi del commercio interno ™,
Mondo Economico, May 30, 1959, pp. 7-8.
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restrictions on large-scale retailing should be removed; but these
firms are not likely to kill off the smaller retailer and become
powerful monopolists. On this question Italian merchants seem to
have an inaccurate impression of the experience in the United States.
Finally, the growth of large scale retailing is desirable not only
because it can invigorate price competition and thus keep down the
cost of distribution but also because it can play an active role in
accelerating the economic development of the primary and secondary
sectors of the economy.

Excess capacity in [talian retailing

A firm might be said to be operating with excess capacity when
its rate of output falls short of its least-cost rate of output. An indus-
try, then, is operating with excess capacity when the representative
firm is in this situation, Common observation would suggest that the
typical retail outlet in Italy could sell perhaps twice its present volume
without increasing its capital or labor requirements, but data on
cost functions and sales volume are not available to test this point (6).
However the complaint that there is costly excess capacity in retail-
ing, or that this excess capacity is increasing, warrants particular
attention only if this problem is somehow worse in retailing than
in other sectors. Here, too, data are lacking. But rather than drop
the question, we can turn to an alternative definition which under
the circumstances is slightly more usefal.

Let us say that excess capacity exists in retailing when too many
resources are employed in this sector in the sense that the return to
labor and to capital at the margin is lower than in other indus-
tries (7). In a perfectly competitive socicty in equilibrium, returns to
all the factors would be equated among the several industries, Lower
returns in a given industry could only be explained by imperfections
or by individuals’ willingness to accept lower returns to their labor,

{6) This supposed excess capacity in retailing is not, of course, unique to kaly; no
doubt retailing in even the highest-income countries of Western Furope and North America
is marked by at least some degreec of excess capacity since rewiling generally operates under
conditions of monopolistic competition.

{7) This might be true even if every firm in the economy were operating at its Jeast
cost rate of output, that is, e¢ven i thete were no excess capacity by our first definition.
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capital, land or entreprencurial talents because of psychic income or
other non-price considerations,

With regard to capital, the returns in retailing may be low even
in equilibrium for at least four reasons. First, the capital market
may not be developed to the point where the individual can readily
invest in firms other than his own. Second, his preference for
working for himself may be so great that he is W1111ng to employ his
capital in his own firm even at some sacrifice in return on that
capital. This “management preference ” may cause him to accept
a lower return on his capital in the same way that liquidity prefe-
rence may push an investor toward short term securities with low
yields, away from long term investments with high yields. Third,
cven in the absence of the first two factors he may prefer to manage
his own capital because he distrusts others who might do it for him.
Perhaps this should be referred to as a “security preference”. Finally,
and perhaps most important alternative employment opportunities
may be so scarce that the individual with a bit of capital either works
(together with his capital) for himself or not at all. The combinated
return to his labor plus his capital may be maximized in this way
even though the return to his capital alone is lower than in other
industries. .

The returns to labor may be lower in retailing than in other
sectors even in equilibrium because of preferable working conditions,
because the individual is willing to accept a lower annual income
for the privilege of working for himself or in a family enterprise,
or because of imperfections in the labor market which prevent him
from taking employment at higher wages.

In the Italian case, we lack objective and conclusive evidence
that excess capacity by this second definition exists in retailing. But
surely there is some “ management preference ”, some preference for
working for oneself, and some imperfections in the capital market;
and labor is less than fully employed in Italy, so that trade may
well be attracting people who cannot find employment elsewhere.
Such an impressionistic statement is of little interest, however, espe-
cially when it no doubt holds for other countries as well. So the
more interesting question is: In Italy is excess capacity in retailing
unusually great compared with other countries?

International comparisons are not easier in retailing than in
other industries. Data on neither value added nor sales are at hand
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for Tralian retailing, Even if they were, comparisons would be dif-
ficult because lower value added per worker in Italy than in higher-
income countries might be explained by the lower price of labor
relative to capital. We do know that in 1951 Italy had one retail
unit for every 72 persons, compared with one for every 74 persons
in Great Britain and the United States (in 1950 and 1948, respect-
ively), and one for every 79 persons in Canada (1951) (8). Consider-
ing that in 1951 income per capita in Italy was about 40 per cent of
that in Great Britain and less than 25 per cent of that in Canada
and the United States, it would scem that sales per retail outlet in
Ttaly must be only a fraction of that in the other countries men-
tioned (9). Furthermore, between 1951 and 1961 in Italy the persons

per unit fell from 72 to 62 whereas in the U.S. it rose (between 1948 -

and 1958) from 74 to g¢7. Personal consumption expenditures on
goods per retail unit stood at about 10.7 million lire in Italy in 1961
versus nearly $roo,0o0 (62.5 million lire) in the United States in
1958 (10). But all this simply says that sales per retail unit are lower
in Italy than in the other countries mentioned; it proves nothing
about sales (or, more accurately, value added) per unit of capital.

The degree of possible excess capacity (by our second definition)
in the labor force in retailing is also impossible to determine. Italy
has about one-third as many people in retail trade per thousand
population as do Great Britain, the United States and Canada. But
especially in view of the relative incomes, mentioned above, of these
countries, this proves nothing, Even if one could demonstrate that
value added per worker in retail trade in Italy is less than in the
other three countries, this might be explained simply by a higher
labor-capital ratio arising from a lower ratio of the price of labor to
the price of capital,

This excursion into the data leads to the conclusion that the
existence of excess capacity, by either of our definitions, in Italy
cannot be proved or disproved, nor can we say that this excess

(8) Sec Marcaner IHarn, fomx Kwarr and CHristorRr WINSTEN, Distribution in Great
Britain and Novth Americe (London: Oxford University Press, 1961), p. 14.

{9) Computed from Uwrren Narions, Monthly Bulletin of Statistics, January, 1gbo,
Tables © and so. ’

{10) No doubt a higher proportion of personal consumption expenditures are accounting
for in retail stores in the U.8, than in Italy, so the difference in retail sales per unit is surely
greater than the above figures suggest.
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capacity is greater or less than in other countries for which we have
good data.

Fortunately, the evidence is a bit clearer on the question of
changes in this excess capacity over time. Over the 195161 period,
while the number of persons in retailing increased by about 30 per-
cent, the total consumption expenditures for goods rose by more
than 50 per cent in constant prices, This latter percentage probably
understates the increase in consumption expenditures in retail stores;
we would expect that with economic growth of the country, a
smaller proportion of consumption expenditures would be in the
form of purchases direct from producers, For example, it scems
clear that the ready-made clothing industry in Italy is growing
rapidly, so consumption expenditures for clothing are shifting away
from the tailor and seamstress and toward the retail store, Thus it
would seem that the physical volume of goods moving through retail
stores is increasing considerably faster than the number of persons.
engaged in retailing.

The number of retail units has increased by only 22 per cent (11).
This 22 per cent is scarcely an accurate measure of the increase in
the quantity of capital engaged in retailing, but the average retail
outlet would have to have increased its total capital invested by more
than 23 per cent in order for the increase in capital in retailing to
remain proportional to the increase in the physical volume of sales.
1If the increase in capital per store were less than this, the physical
volume of goods per unit of capital increased over the period.

If output per unit of labor in retailing has increased, as it
apparently has, this may reflect only a rise in the labor-capital price
ratio and consequent substitution of capital for labor, leaving the
degree of excess capacity (by the first definition) unchanged. If,
however, output per unit of capital has increased as well, it would
seem likely that excess capacity has been reduced (12). On balance
it may be true that excess capacity in retailing in Italy has probably
been reduced, 1951-61, but this conclusion is highly speculative.

{(11) The number of retail stores increased, 195161 by 32 per cent bur the number of
peddlers (ambulanti) declined, so that the mumber of stores plus peddlers increased by only
22 per cent. ) '

{12) Conceivably the price of both labor and capital could rise relative to land and entre-
prencurship, leading to such a great substitution of the latter two for the former that an
increase in the output per unit of both capital and labor results even when excess capacity
{by the first definition) remains unchanged.
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The tertiary sector, trade, and economic development

If the excess capacity in Italian retailing has been declining over
the decade, what might be the explanation for the growing gap
between wholesale and retail prices? To set this in proper perspec-
tive, we must note how the retailing sector behaves in the course of
economic development.

The fact that the percentage of the work force reported to be
engaged in the tertiary sector (trade, transportation and communica-
tions, government, personal and domestic service) increases with
economic development has been widely noted (13). For example,
Kuznets’ data for seven groups of countries classified by income per
capita show a nearly consistent increase from 23.7 per cent of the
work force in the tertiary sector for the lowest income group to
45.3 per cent for the highest income group (14). For trade, banking
and finance, the percentage rises even more sharply, from 5.8 per
cent to 15.1 per cent as one moves from the lowest to the highest
income group. Berger’s study of distribution in the U.S. shows the
percentage of the total work force engaged in retail and wholesale
trade rising from about 6 per cent in 1869 to about 16 per cent in
1949 (15). Some of these increases in the proportion of the work
force engaged in trade is no doubt fictitious in the sense that in low
income countries, specialization in trade is not fully developed.
People reported as occupied in agriculture actually spend much time
trading, so the data for the distribution of the labor force under-
state the proportion of man-hours devoted to trade (16).

But even though the data may exaggerate the expansion in the
proportion of the work force engaged in trade, the logic of economic
development would seem to point at least some increase in this
proportion under certain common circumstances. If economic de-
velopment finds the average family becoming less self-sufficient, i.e.

(13) For a summary discussion of this point, see C.P. KinoLesireir, Economic Deve-
lopment (New York: The McGraw-Hill Beok Company, Inc., 1958}, pp. 11z-rar.

{14) These percentages refer to employment, exclusive of unpaid family labor, S, Kuz-
wETS, Six Lectures on Economic Growth (Glencoe, Illinois; The Free Press, 1959), Table 5,
p- 45i.

{15} H. Barcir, Distribution’s Place in the American Economy since 1869, National
Bureau of Economic Research (Princeton: Princeton University Press, 1955), p. 6.

(16) See P.T. Baver and B. 8, Yamey, ® Fconomic Progress and Occupational Distri-
bution *, Economéc Journal, Decomber, 1951, pp. 74-85.
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buying rather than producing directly an increasing proportion of
its needs, the man-hours engaged in trade as a petcentage of the
total employed man-hours in the economy would be expected to
increase, at least up to the point where all families are buying
100 per cent of their needs in the market. Industrialization and the
consequent urbanization are generally associated with greater spe-
cialization and hence with a growth in the proportion of the work
force in retail trade. But such generalizations need not always apply.
Some very low income countries survive largely on one-two export
commodities, in which case a market economy is already developed
and retailing may occupy a large number of persons. Whether the
percentage of the man-hours of labor devoted to trade increases with
development in such countries is difficult to establish firmly.

Since Italy seems more like the former than the latter case, we
would expect to find a growing proportion of the work force in
trade. This appears to have been true. One source shows the per-
centage of the active population in “ Commerce, Credit and Insur-
ance ” to have risen from r.4 per cent in 1871 to 8.5 per cent in 1951,
as Table I shows (17). It is notable that this percentage for the
country as a whole is, in. every year for which we have data, equal

TaBLE 1

PERCENTAGE OF ACTIVE POPULATION IN COMMERCE, CREDIT AND INSURANCE
AND THE MEZZOGIORNO, IN ITALY/1871-1o51

Italy Mezzogiorno
1871 Ve e e e e e e 1.4 1.3
2 1.g 1.4
1901 Ce e e e e e e e 4.8 4.3
IOIT o« e e e e e e e 5.5 5.5
1921 e e e e e e 5.9 4.8
193 . . . e e e .. 7.3 6.5
1936 . . . . . . L. 8.1 7.2
1951 Coe e e e e e e 8.5 6.5

Sowrce: SVIMEZ, Un secolo di statistiche italiane, 186i-1961, Tav, 56,

(17) Since only about one-fourth of the employment in this sector in 1951 was accounted
for by credit and insutance, it is impossible for the growth in this percentage to be explained
solely by growth in these latter two Relds.




248 ‘ Banca Nazionale del Lavoro :

to or greater than the percentage for the Mezzogiorno. Over this
1871-1951 petiod, therefore, Italy’s experience would appear to be.
consistent with the hypothesis that with economic development the
percentage of the labor force engaged in trade increases, The pre-
liminary data for the 1961 Census in Italy suggest a further sharp
increase in the percentage of the work force in trade from about
6 per cent of the active population to over 9 per cent (x8).

The most common cxplanation of the growing percentage of
the work force in retailing is that mentioned above, namely the
reduction in the degree of selfsufficiency of the average family and
the corresponding increase in the reliance on the retail market as
a source of supply of consumer goods. But at Jeast two other pos-
sible causes of the expansion of retailing’s proportion of the work
force can be cited. First, retailing in underdevcloped arcas (and often
developed arcas as well) is so casy to enter that it provides a re.fl‘lge
for people who would otherwise be unemployed. In fact, retailing
can be thought of as affording a relatively efficient unemployment
compensation plan, There is an automatic “ willingness to work ”
test, since the person concerned cannot collect his uncmploj.{ment
compensation payments, i.e., his income from retailing, Wlthqut
working in retailing. Furthermore, the cost to the state of admin-
istering such an unemployment compensation scheme is zero. 'I"he
chief difficulty, however, is that the unemployment compensation
payments (the retailer’s income from his business) i:s financed by a
regressive tax, since the higher retail margins which result {rom
such excess capacity in trade bear more heavily on the poor than on
the well-to-do, who typically spend a lower proportion of their
income in retail stores (1g), Retailing even in the developed economy
might provide a haven for the unemployed; there is no reason wh'y
this phenomenon should appear during one phase of economic
development rather than another, unless the developed economy is
marked by larger, more efficient retail firms which operate on such
low margins that the prospective small merchant finds the sector
unattractive,

(18) Istrruro CENTRALE DI STATISTICA, OF. eit., pp. 160, 331 ) i
{19) For a development of this paraliel in the case of Puerto Rico, see my “ Marketing
Structurs and FEconamic Development ®, Quarterly Journal of Economies LXVII (August,

1953), pp- 3447361,
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In Italy, the postwar exodus from the rural areas to the cities
has been widely noted (20). It is certainly conceivable that at least
some proportion of these people drifted into trade in the towns and
cities in the absence of alternative forms of employment.

A second cause of an increasing proportion of the work force
in retailing can be expected to operate in an economy even after it
is fully developed (however that term might be defined). Let us
suppose that every family is already dependent on the retail market
for all its requirements for consumer goods, Assume full employ-
ment and, further, there is no excess capacity in retailing, If the
annual increase in productivity per man-hour in retailing .is lower
than in the other sectors of the economy, and if the demand for
retailing services increases over time at least proportionally with the

“demand for other services, it follows that the proportion of the total

work force engaged in retailing must increase, Thus an expanding
economy marked by rising incomes and full employment may ex-
perience an increasc in the proportion of the work force in trade
simply because of the lower annual increases in productivity in this
field.

Both the logic and the available data suggest that the rate of
increase in productivity per man-hour in retail trade is significantly
below the average for the other sectors of the economy, Mechaniza-
tion, a primary source of productivity increases in most industries,
is not rcadily applied to retailing services because the exact nature
of the service provided a custpmer differs substantially from one to
the next and cannot readily be reduced to a mechanical routine.
This is particularly truc in the case of goods for which the buyer
makes more extensive price and quality comparisons, such as major
clothing items and consumer durables, It can be argued that in
low income societies the retailing services are in some ways more
susceptible to mechanization than in the developed countries. In
the former, the smaller number of options given the consumer and
the concentration of retail trade in the simpler goods make produc-
tion retail services a more routine operation than in the high income
society, where the variety of goods and versions of gdods may well
cause more “shopping ” per dollar of sales. Thus there are forces

(20) See, for example, ManLio Rosst Daria, 1 fuggiaschi del Mezzegiorno ™, L’ Espres-
so, December 24, 1961, p. 12,
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at work to make the mechanization of retailing operation more
rather than less difficult in a society as incomes increase.

‘The available historical and cross-section data support the hypo-
thesis that productivity increases in retailing lag behind those in the
rest of the country. For the United States, the rate of increase of
output per man-hour in trade (retailing plus wholesaling) for the
period 1869-1949 has been estimated at 1.0 per cent per annum as
compared with 2.6 per cent in mining, 2.3 per cent in manufacturing,
and 1.9 per cent in agriculture (21). The Kuznets’ data cited above
suggest a relatively low rate of annual increase in productivity per
man-hour in trade; for the percentage of the national product
accounted for by trade as one moves from low-income in high-
ihcome countries remains relatively stable while the percentage of
the work force in this sector nearly triples (22).

In sum, in the foreseeable future we would expect to see pro-
ductivity increases in retailing in Italy lag behind those in other sec-
tors, as has been the case in other countries, This suggests that, given
a demand for retailing services which expands at least as rapidly as
the demand for all other goods and services, the proportion of the
work force represented by retailing will continue to rise even if full
employment is maintained in the Italian economy. The 9 per cent
of the active population now engaged in trade in Italy might well
rise to the 16 to 18 per cent range, as in Great Britain, the United
States and Canada (23). So the fact that the number of people
employed in retailing in Italy is large and increasing is not neces-
sarily a sign of under-employment in agriculture or other sectors.

It follows from all this that the growing spread between whole-
sale and retail prices in recent years in Italy is, over the longer run,
likely to continue although not necessarily at the same pace as over
the last decade. If productivity increases in manufacturing are passed
on in price reductions, and if falling manufacturing costs are not
matched by falling costs of distribution, then distribution costs as
a percentage of the final price must of necessity rise. So the growing

cost of distribution is not necessarily associated with excess capacity -

in trade,

(z1) See BamgEr, op. cit., p. 52,
(22} Kuznwrs, ibid.
{23) 8ce MaLL, Kware and Winstew, op, cit., p. 50.

—
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If there is to be chronic upward pressure on marketing margins,
it would seem wise in Italy to encourage price competition in retail-
ing in order to push this sector into achieving maximum productivity
increases. There is little doubt that large-scale retailing can be much
more efficient than small scale retailing, and price competition is
likely to be a more important weapon with the large than with the
small retailer (24). This is not inevitably true, for the large retailer
might enter the market and use the prices of the small competitors
as an umbrella under which to operate, winning trade by product
and service differentiation rather than through price competition,
enjoying a high gross margin as a result. But experience in Italy as

‘well as in other countries suggests that at least some large-scale

retailer would compete vigorously on a price basis in order to achicve
a high volume and thus minimize fixed costs per unit of goods
sold (25). Price competition from the large firms in Italy may not
be as it might simply because of their fear that this would lead to
new legislative restrictions or firmer implementation of existing
licensing laws. :

The threat of large-scale retailing

If unrestricted entry into retailing were instituted, would retail
trade fall overwhelmingly in the hands of the large-scale organizations
such as the department stores, supermarkets or the chain stores? In
discussions about the future of the small retailer in Italy, one hears
comparisons drawn with the United States where, it is said, the
giants in retailing are rapidly killing off the small firm. The con-
clusion is that also in Italy, unrestricted entry into retailing would
lead to the elimination of the small retailer and to the creation of
a few near-monopolists.

But the popular conception of the changes in U.S. retailing
seems to exaggerate the strength of the large retail stores and firms;
the small retailer has fared rather well over the last several decades,
and is by no means in danger of extinction. About 36 per cent of

(24) But the largest stores are not necessarily the least cost stores; in many kinds of
business in the United States, at least, the sales per person are greatest for the medium-sized
stores. See Hair, Knare and WinstEn, op. cit., p. 66.

{25) For illustrations of large retailers” price and non-price strategies in Europe, see
“ The Out-Rate Cornucopia ”, Time {Atlantic edition), Tune 29, 1562, p. 55.
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all retail trade was accounted for by stores with five or fewer em-
ployees in 1954, and 48 per cent of all retail trade was in stores with
fewer than 1o employees. Fiftcen years before, these two percentages
had been 38 and 51 per cent, respectively, indicating that the turbu-
lent postwar years in U,S, retailing had not greatly affected the
strength of the smaller retail store.

It is seldom noted, however, that the smaller stores lost market
share exclusively because of the increase in the average employment
size in food retailing. The widely publicized growth of the super-
market definitely reduced the importance of the small store (five or
fewer employees) in the food trades, for their share fell from 63 to
41 per cent of all food store sales. In the other kinds of business,
these smaller retailers actually gained ground, increasing their market
share from 30 to 34 per cent of sales. These other kinds of business
account for about threefourths of all retail trade, so it is accurate
to say that most U.S. retailing was marked by an increasc in the
strength of the small store over the 193g-54 period.

The kinds of business which had the most rapid growth in
total sales, 1939 to 1954, were predominantly kinds of business in
which the stores are small. Table 2 shows the 10 kinds of business’
whose sales increased most rapidly, with the average employment.
It is clear that increased incomes in the United States, together with
the sharp increase in the birthrate after the war, caused a marked
growth in those kinds of business dealing in goods oriented toward
children and recreation. These retailers, with the exception of the
automobile dealers, typically have a smaller thap-average number
of employees.

These data suggest that as incomes increase in a country, the
smaller, specialized retailer may become stronger, rather than weaker,
relative to the glants in retailing. And this can occur cven in the
absence of restrictions on the growth of the large-scale retailing
organizations, This may suggest that in an industry characterized
by easy entry, any monopolist who then raises his prices unduly will
only attract new competition,

We have dealt thus far only with the size of the establishment.
What of the growth of the chain store organizations? In 1954 in
the United States the single-unit firms still accounted for just 70 per-
cent of total retail trade, the remaining 30 per cent being in the
hands of all multi-unit firms. If we adopt the view that a true
“chain ” must have at least four establishments, then the chains had

IR
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only 24 per cent of all retail trade. This compares with 22 per cent
for 1939, a modest increase. The food chains increased their share
of food store sales from 36.5 per cent to 38.9 per cent, while among
non-food groups the increase was only from 17.8 to 19.1 per cent.
Thus cven in the United States, where chain stores are thought to
be so very strong, they held a rather moderate share of the market

TarLe 2

PERCENTAGE INCREASE IN SALES FOR THE TEN FASTEST-GROWING KINDS
OF BUSINESS, 1939-54, AND AVERAGE NUMBER OF EMPLOYEES
PER BSTABLISHMENT, 1954

Pereentage Average

increase number

Kind of business  in sales, of employces

’ {in current | per establish-

; dollars) ment 1954
Children’s, infanes' wear stores . . . . . 2,504.0 b 2.63
Houscheld trailer, other automotive dealers 2,590.0 € 2.10
Camera, photographic supply stores . . -, . . 761.0 2.62
Sporting goods stores Ve e e e 616.9 .65
Houschold appliance, radio, TV stores . . . . 541.7 3.07
Bicyele stores . . . . . . . . .. 529.4 0.93
Music stores e e e e e e e e 2476.5 2.8
@Gift, novelty, souvenir stores 463.4 1.16
Passenger car dealers . . . . . . . . 450.2 . 10.14
Liquor stores . . . . . . . . . e - 442,4 .80
Total retail trade . . . . . . . .+ . . 310.0 4.15

A The U.8. Census of Business includes in retail trade certain kinds of business which
deal primarily in producers’ goods rather than consumers’ goods. The figures above are for
the latter only, thus excluding farm equipment dealers, which showed an increase of 714.3
per cent in sales, and hay, grain, feed stores, which showed an :incrca_se of 453.8 per eent.

b The 1939 category corresponding most closely to the 1954 “ Children’s, infants, wear
stores ¥ -was * Infants' wear shops ™.

¢ To permit comparison with 1939, it was necessary to include in this group three
kinds of business in the 1954 Census: motacycle, aircraft, boat dealers; houschold trailer
dealers; and automotive dealers, n.e.c.

Source: U.S. Burrav op g Cinsus, U.S. Census of Business: 1939, Vol I, Part I,
Table z A; and U.S. Census of Business: 1954, Vol. I, Table 1 A,

{26) Preliminary <ata for the 1958 Census indicate that the chain stores® share of total
trade rose from 24 to 26 pet cent over the intervening four years.

(z7) Data on chain store versus other sales are available only for 8 of the zo0 kinds of
business listed; for only one of these 8, namely liquor stores, is the chain store share greater
than 24 per cent. About 28 per cent of all liquor store sales were accounted for by chains.
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in 1954 and this share was not growing rapidly (26). Furthermore,
chain stores are considerably weaker among the 10 fastest-growing
kinds of business shown in Table 2 than in retailing as a whole (27).

Large scale retailing as a leading sector

If the U.S, can be used as a case in point, we can see from the
above that even if entry into retailing is quite free, the large stores
and the large retail chains are not likely to eliminate their smaller
competitors, Various devices, particularly retailers’ buying groups
of different sorts, have served to strengthen the smaller retailers’
position,

Large-scale retailing, moreover, to the extent that it does develop,
can serve to accelerate economic development of the primary and
secondary sectors of the cconomy and thus help create more employ-
ment opportunities in these areas. Assume a country with a distri-
butive sector characterized by small wholesalers and small retailers,
with each firm in the scctor being independent of every other firm
in this or any other sector. Thus there is no vertical or horizontal
integration among wholesalers and retailers, The new manufacturer
under these circumstances must somchow connect himself with his
potential markets by selling cither directly to retailers or to whole-
salers who then resell to retailers (28). This requires that he establish
a sales force that can effectively cover the wholesale or retail outlets,

. convincing these wholesalers and retailers that the quality and price

of the product entitle it to a place in their offerings to their cus-
tomers. If the product in question has a clear competitive advantage,
this may not be difficult. But if the competing products are well
established, with consumers having developed a strong preference
for the existing brands, it may be especially difficult to persuade the
wholesalers and retailers even to add the new product to their current
offerings.

Under these circumstances, the reluctance of the wholesalers
and retailers to stock the product can represent a substantial or even
overwhelming barrier to the success of the new manufacturer, By
contrast, consider the case in which the distributive sector in the

{28) Of course the manufacturer might sell directly to final conswmers without inter-
mediaries, but we will talk here in terms of the more common case.
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economy includes at least some large chain store retailers. Such
organizations typically buy direct from the manufacturer and per-
form the wholesaling functions for themselves. The manufacturer’s
selling costs per unit on orders sold through such concerns are very
low simply because the total cost of negotiating the transaction is
spread over a large number of units. Often the optimum size of
manufacturing plant is small enough relative to the sales through
such organizations that two or three such orders alone can assure
profitable operation of the plant. In brief, the large integrated
wholesale-retail firm can provide the entire link between the new
manufacturer and his potential market.

In a country such as Italy, where established brands ate common
in so many fields, the new manufacturer is likely to have a particu-
larly difficult time entering the market, Under these conditions the
existence of the large integrated wholesaler-retailer can facilitate entry
of the new manufacturer and thus reduce the monopolistic strength
of the more powerful manufacturers. Large wholesaler-retailers, the-

-refore, can be thought of as effective anti-monopoly devices, although

they can of course also use their buying strength to exploit their
weaker suppliers (29). :

Especially in the context of present-day Italy, the development
of large-scale retailing would no doubt help new manufacturers in
the Mezzogiorno enter the larger markets. “ Making contact” in
any firm, long-run sense means more than merely putting the pro-
duct into retail outlets. If this contact is to be optimal, the work
of marketing the product includes such matters as the design and
packaging of the product as well as mere physical distribution. Any
given product has a multitude of characteristics; it is important that
all of these be pleasing to the ultimate consumer. When the new
manufacturer in the Mezzogiorno is designing his product, how can
he know just what features would be favored by the consumer in
Milano? The large retail firm has had experience in a variety of
markets, selling a variety of products. The resulting knowledge of
consumer tastes and preferences can be invaluable to the manu-
facturer, especially the new manufacturer, whose experience with
consurner markets is likely to be limited. The chain store’s know-
ledge of consumer tastes and preferences, a substitute for expensive

(29} See J. K. Garwearew, dmevican Capitalisth, the Concept of Couniervailing Power,

revised edition (Lendon: Hamish Hamilton, 1957, particularly Chapter, ).
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formal market research, is the manufacturer’s informational link
with the market. He is therefore more likely to produce a product
with a constellation of characteristics which meet with the approval
of prospective buyers. Furthermore, the manufacturer’s selling costs
per unit of product are lower because of the large sales to one buyer.

If this line of reasoning is valid, the large-scale retailer can serve
to remove an important obstacle to the development of new manu-
facturing plants, namely the obstacle of marketing problems. Eco-
nomic development plans generally give little attention to distribu-
tion problems, particularly the distribution problems of new indus-
tries. The presumption is that if one can find the management, the
capital and the labor, then the factory can be built and production
can begin, But, strictly speaking, goods cannot be really considered
as “ produced ” until they are in the hands of the final buyer; the
really complete production process includes the production of the
services necessary to move the goods through the channels of distri-
bution into their final use, The successful distribution of the pro-
duct is far from automatic, and it cannot be taken for granted. Yet
plans for assisting the economic development of an area almost never
give much attention to distribution problems. For example, a new
marketing firm designed to link new producers in the Mezzogiorno
with their markets would be denied all the financial assistance offered
industrial concerns because the legislation specifically says that aid
is to be given to “ technically organized industrial concerns” (30).
And the manufacturer who needs working capital to “build” a

channel of distribution, i.e., to arrange for representatives in various

markets, to establish warchouses with stocks, to invest in initial
advertising, finds that this kind of “investment” is not aided or
subsidized by the development authorities, even though it may be
essential to viable manufacturing operation as is the investment in
the plant and equipment.

If developing financing and assistapce is not to be directed
toward these distribution problems, it becomes more important that
large-scale retail firms be encouraged to provide this link between
new producer and his market. The few large retail chains now

operating in Italy already arc engaged in actively secking out new

sources of supply in the Mezzogiorno, If restrictions on the expan-

(30) See SVIMEZ, Summary of Measures to Promote Industrialization in Southern Italy
(Rome, 1961), p. 5.
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sion of large-scale retailing were lifted in Italy, supposedly even more
retail organizations would arise to perform this very valuable de-
velopmental function,

Summary

The rapid multiplication of retail stores in Italy may provide
at least part of the explanation for the rising cost of distribution of
consumer goods in the country; retailers may be raising margins in
order to compensate for the shrinkage in average sales volume. But
it is impossible to demonstrate conclusively that excess capacity exists
in retailing in Italy, that this excess capacity if it exists is any greater
than in other industries, or that it is greater than in retailing in
Great Britain, the United States and Canada. It may well be that
this capacity has actually been declining, 1951-61, despite the great
increase in the number of stores. Over the longer term, Italy can
expect to see even a higher proportion of the work force in retailing,
though the average size of store no doubt will increase. IFurther
more, since productivity in retailing probably will rise more slowly
than in manufacturing, the distribution costs are likely to take an
increasing share of the consumer’s lira. To minimize this increase,
frec entry for large scale retailers should be permitted. Not only are
these more likely to institute more strenuous price competition, but
they are also more likely to be helpful in accelerating the growth
of the primary and secondary industries which are otiented toward
the production of consumer goods. Small retailers, meanwhile, need
not fear complete extinction at the hands of the large competitors.
If the experience in the United States is relevant, the fastest growing
kinds of business are those in which the typical retailer is smaller
than average.

A crowing argument for removing all restrictions to entry into
retailing stems from the Treaty of Rome. Article 54 of that treaty
commits the members of the European Common Market to a policy
of removing restrictions to entry into industry within the community.
If Ttaly is to live up to the spirit of that document, it should permit
large as well as small firms to enter retailing if they wish. The
evidence would seem to suggest that this might well be the wisest
policy for Italy even if the Treaty did not exist.

Athens ' ' Ricuarp H. HovrTon




