Retail for PSD – Checklist of Possible Economic, Policy, Institutional and Reform Process Issues:

The purpose of this checklist is to help developing countries quickly identify the most important issues which might affect the development of the retail sector.

The need for such a checklist arose from the fact that the importance of the retail sector to PSD is often overlooked by governments and donors alike.  The retail sector by itself typically accounts for 10% of GDP.  Its performance also directly affects another 20% of the economy.  In effect, a high level of competition and sophistication in the retail sector directly translates into higher competitive pressure, investments, and productivity among wholesalers and manufacturers – sometimes all the way up to agriculture.  Retail is also an important source of competitiveness for the tourism sector and is becoming an important channel for exports – e.g. Tesco in Thailand and Wal-Mart in Brazil are increasingly turning to local products to feed their global supply chains.

Most questions of the checklist should be answerable through basic desk research and a few selected interviews with local best practice retailers, potential international investors, and government officials – the most likely information sources are indicated for each section.  The checklist is largely derived from the specific ICA retail questionnaire, as well as from the results of the seventeen retail sector studies completed by the McKinsey Global Institute around the world (fully and freely available on their website).  Suggestions as to how to improve this checklist should be forwarded to Vincent Palmade.

The checklist is organized around the three basic steps of any reform process: diagnostic, solution design, and implementation (see summary diagram below):
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Economic issues

Reform issues

•

Low and stagnant market share of 

modern retailers, in particular FDI

•

Stagnant market shares among 

modern retailers, no entries, no exits

•

High profitability of modern players

•

Low productivity of modern retailers 

relative to international benchmarks

•

Operational reasons for differences

•

Growing informality among retailers, 

wholesalers and manufacturers

•

Much lower prices in informal stores

•

Physical evidence of poorly used 

prime retail land

•

High land prices compared with 

relevant international benchmarks 

•

Sector specific policy issues

-

Restrictions on FDI

-

Restrictions on large scale stores 

-

Import restrictions on goods sold

-

Controls on prices and margins

-

Restrictions on opening hours

-

Import restrictions on equipments

-

Issues with supplier industries

•

Unequal enforcement of policies

-

Taxes 

-

Labor rules

-

IPR and trade policies

•

Land market issues

-

Unsecured land property rights  

-

Unfair access to government land

-

Zoning restrictions

-

Red tape for access and development 

•

Other cross

-

cutting PSD issues

-

Access  to finance

-

Contract enforcement, etc.

•

Retail sector development 

strategy supported by the  highest 

level of government?

•

Geographic pilots to test/develop 

comprehensive solution in priority 

areas?

•

Experience from relevant 

international good practices 

leveraged? 

•

Economic benefits of retail 

sector reform well understood?

•

Stakeholders effectively 

managed 

–

consumers versus 

small shop owners?

Policy issues 


1. Possible Economic Performance Issues in the Retail Sector

This section provides a comprehensive list of the possible economic performance issues which might be found in the retail sector.  Identifying these issues will help indicate the most serious policy and institutional issues (listed in the second section) causing them.  

Suggested sources of information to answering these questions: investor surveys (in particular the ICA retail sector module), country reviews, sector level analysis (e.g. McKinsey studies), and in-depth expert interviews with local best practice retailers (in particular foreign ones) or potential investors.  It is usually easier to focus the analysis on food retail.

· How has the market share of modern retailers (e.g. supermarkets, large-scale discounters, specialty chains, department stores, shopping malls) evolved over time?  How does it change for different cities and regions?

· What is the level and trend of FDI flows to the sector?

· To what extent has the market shares of modern players changed in recent years? How many new entrants? How many exits?

· What has been the profitability level of retailers?

· How does the productivity level of the domestic modern retailers compare to foreign players? How do the operations of foreign players compare to their operations in their home countries? 

· What are the main sources of operational deficiencies between the local best practice and international best practice retailers?

· lower scale of stores

· lower size of chains 

· lower value of customer purchase 

· lower skills of workforce

· less effective organization of functions and tasks 

· less reliance on equipment and automation 

· less effective supplier relations

· less effective merchandising/promotions

· issues with infrastructure and utility connections

· theft 

· How has the market share of informal retailers (unregistered and/or rule evading companies, including open air markets) evolved over time?

· To what extent informal retailers are linking up with informal wholesalers and manufacturers?

· What are the differences in prices for basic common good items (e.g. food and drinks) between large scale modern discounters and the informal retailers?

· To what extent is there underutilized “prime” retail land in the country – e.g. abandoned or obsolete warehouses and buildings in city centers, low productivity traditional retail outlets in the high streets, empty prime waterfront properties, unfinished buildings, vacant lots, slums on prime urban land?

· How do retail land prices (for similar lots in city centers and suburban areas) compare with other countries with similar growth rates and development levels?  

2. Possible Policy and Institutional Issues Affecting the Retail Sector?

This section provides a comprehensive list of possible policy and institutional issues which could lead to the economic performance issues identified in the previous section. 

The suggested sources of information to answering these questions are in-depth interviews with local best practice retailers, survey results (especially the retail module of ICAs), and interviews with government officials in the relevant policy areas (including local government officials).  In turn we discuss sector specific policy issues, unequal enforcement of policy/informality issues, land market issues, and other cross-cutting PSD issues.  The first three categories of issues were found to be particularly important in the McKinsey studies.

a) Sector specific policy issues?

· Are there restrictions to FDI in the sector?  An outright ban like in India?  Can it only operate through joint ventures like in China and the UAE?  Can it only operate in certain cities and/or product categories?  

· Are there format restrictions – e.g. laws against large scale stores in Korea?  

· Are there licensing restrictions limiting the number of players in certain format/product categories?

· Are there import restrictions for key goods?  High import tariffs protecting local manufacturers – resulting in undue market power over retailers (see the McKinsey study of the confectionery sector in Turkey)?  Agency laws giving monopoly rights to importing agents on individual product categories (very common in the Middle East)?

· Are there controls on retail prices and margins preventing the more efficient retailers to compete on prices – e.g. fixed and subsidized prices for basic food items in India?

· Are there tight restrictions on opening hours which would benefit traditional city center stores at the expense of suburban retailers – e.g. Germany?

· Are there import restrictions on key equipments – e.g. high import tariffs in Egypt because retail is not a manufacturing or export driven sector?  

· Are there policy and institutional issues within the supplier industries (wholesalers and/or manufacturers) affecting retailers – e.g. licensing restrictions limiting the scale of Indian domestic manufacturers leading to inefficiencies in supplier relations?  

b) Non-level playing field/informality issues?

Unequal enforcement of taxes, labor rules, and product regulations were found to be a critical issue affecting the level playing field in most developing countries.  The answers to these questions require comparative cost analysis which can be obtained through in-depth interviews of formal and informal retailers (see chart below):
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· Which retailers evade taxes and to what extent?  

· Value added taxes

· Sales taxes

· Profit taxes

· Property taxes

· Labor related taxes – including social security 

· Which retailers evade labor rules and to what extent?

· Minimum wage (big issue in France and Germany)

· Regulations on temporary work

· Regulations on expatriate workers (big issue in the Middle East)

· Regulations on hiring and firing

· Which retailers distribute illegal products (such products can act as strong magnets from which to cross sell)?  This was found to be a critical issue in most developing countries.

· Forbidden products

· Products provided by informal wholesalers and/or manufacturers

· Smuggled products

· Stolen products

· Counterfeit products

c) Land market issues?

· Unsecured access to land - e.g. Southern States of India and the Philippines (see chart below)?

· Lack of clear land titles (issues with cadastres, land registries, and/or land rights) 

· Issues with contract enforcement/judiciary system in case of disputes
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· Do some retailers have unfair access to government land?

· Allowed to use prime government land without proper permits (e.g. bazaars in Moscow)

· Privilege access to government land (e.g. leases or auctions)

· Do zoning laws restrict access to land to modern retailers – e.g. greenbelt around Seoul?

· Is the level of red tape causing long delays and high costs in accessing and developing the land (e.g. Poland and Russia)?

· Transfer of property rights (see Doing Business indicators)

· Obtaining construction permits

· Obtaining utility connections

· Obtaining business registrations

d) Other cross-cutting PSD policy and institutional issues?
· Access to finance issues

· Can retailers use their land property rights as collaterals?

· Do some retailers have privileged access to bank loans (e.g. department stores in Japan)? 

· Do retail investors have concerns with the lack of effective contract enforcement (never found to be the case in the McKinsey studies)?

· Do modern retailers complain about the education level of their workforce (which was never found to be the case in the McKinsey studies)?

· Does macro instability adversely affect modern retailers? The McKinsey studies found that it actually favors them because they are more sophisticated financially and benefit more from supplier credits (e.g. Brazil and Turkey).

· Do corporate governance issues affect the performance of retailers?  Found to be a moderately important issue in Korea and Japan (cross subsidies within conglomerates).

3. Possible reform process issues related to these policy and institutional issues affecting the retail sector?

This section lists the common issues and misconceptions associated with retail sector reforms.

Suggested sources of information: government officials (Ministry of Commerce and local governments), small retailer associations, foreign business associations, and consumer organizations. 

· Is the government aware of the importance of the retail sector to the economy?  We found that to be rarely the case (Singapore and Dubai being rare exceptions).  The Indian government for example thought that the retail sector was a low-tech unimportant sector with modern retailers only catering to the rich while killing jobs. We showed them that retail drives the performance up to 30% of the economy and that prices should be lower in large scale discounters with equal enforcement of policies and that retail employment has grown with the share of modern retailers in all countries.

· Have there been detailed economic performance analysis/benchmarking performed in the sectors?

· Which reforms have been recently completed in the most problematic areas?  

· Does the government have a “strategy” to develop the retail sector? Is there effective coordination across the different government levels and agencies dealing with retail sector issues?  Is the highest level of government involved in this coordination? 

· Is the government relying on pilots and/or (good practice) special economic zones to learn on how to tackle these issues - see special economic zone checklist?

· Are there laws authorizing the government to “clear up” and develop strategic retail areas? 

· Does the program leverage the experience from international good practices in terms of retail sector reforms – e.g. removal of price controls in Mexico, equal enforcement of taxes in Poland, removal of agency laws in Bahrain?    

· Are the political economy barriers to reforms well understood along each key issue and stakeholder (e.g. traditional shop owners)?

· Are stakeholders effectively managed – e.g. informed, involved, compensated and/or confronted?

***
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RETAIL – SUMMARY CHECKLIST

       

           Economic issues

   

                  Reform issues

		 Low and stagnant market share of modern retailers, in particular FDI



		 Stagnant market shares among modern retailers, no entries, no exits



		 High profitability of modern players



 

		 Low productivity of modern retailers relative to international benchmarks



		 Operational reasons for differences



  

		Growing informality among retailers, wholesalers and manufacturers



		 Much lower prices in informal stores



 

		 Physical evidence of poorly used prime retail land





		 High land prices compared with relevant international benchmarks 





		 Sector specific policy issues



   - Restrictions on FDI

   - Restrictions on large scale stores 

   - Import restrictions on goods sold

   - Controls on prices and margins

   - Restrictions on opening hours

   - Import restrictions on equipments

   - Issues with supplier industries



		 Unequal enforcement of policies



   - Taxes 

   - Labor rules

   - IPR and trade policies



		 Land market issues



   - Unsecured land property rights  

   - Unfair access to government land

   - Zoning restrictions

   - Red tape for access and development 



		 Other cross-cutting PSD issues



   - Access  to finance

   - Contract enforcement, etc.



		 Retail sector development strategy supported by the  highest level of government?





		 Geographic pilots to test/develop comprehensive solution in priority areas?





		 Experience from relevant international good practices leveraged? 





		 Economic benefits of retail sector reform well understood?



		 Stakeholders effectively managed – consumers versus small shop owners?









                 Policy issues 
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LACK OF EQUAL TAX AND TARIFF LAWS AND ENFORCEMENT 

ACROSS FORMATS – RUSSIA
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