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INTRODUCTION

Distribution is a key sector of OECD economies, accounting for more than
10 per cent of GDP in most OECD countries. Its market structure has been
traditionally characterised by monopolistic competition, with low entry barriers,
high entry and exit rates and a large number of competitors whose size is
relatively small (Scherer, 1979). Although this picture remains partly true, recent
changes in some segments of the industry, such as food retailing, suggest a move
towards rising concentration and retailer power (Dobson and Waterson, 1999;
Hewitt, 2000). These developments have been linked to the presence of
exogenous barriers to entry related mainly to capital requirements and access to
distribution channels in an increasingly vertically-integrated industry (Gable et al.
1995; Carree and Thurik, 1996). At the same time, new forms of competition have
emerged, such as the growing internationalisation of groups and the development
of on-line electronic commerce (OECD, 1999, 20000).

Changes in the distribution sector have occurred against the background of a
variety of national regulatory environments. Although in the past two decades the
tendency in many OECD Member countries has been to implement major
structural reforms in service industries, regulations in retailing remain widely
different across countries and often constitute (or add to) exogenous barriers to
entry in the industry. With few exceptions (e.g. Hoj et al., 1995; Pilat, 1997) regula-
tions affecting retailing and their economic impact have received little attention.
The main purpose of this paper is to analyse cross-country differences in the regu-
lation of the retail distribution industry in the OECD area, focusing on the situation
in 1998. Regulatory differences are cast against changes in the industry environ-
ment to highlight the potential interactions between regulation and market forces.
However, a full analysis of these underlying changes and interactions is outside
the scope of the paper, which is mainly descriptive. It is important to note at the
outset that, due to data limitations, the analysis is often unable to distinguish
between the different segments that constitute the industry (e.g. food versus non-
food), even though differences may be relevant for the study of competition and
regulation issues.

The analysis is divided into four parts. First, structural developments in the
industry are outlined. Second, the main features of the regulatory framework are
reviewed. The third part compares regulatory approaches on the basis of
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quantitative indicators of the degree of restrictions placed on market mechanisms.
The last part summarises the available evidence on the outcomes of regulatory
reform. The data on regulation and market structure are taken primarily from the
OECD International Regulation Database.!

STRUCTURE OF THE INDUSTRY

Distribution is the principal link between the producer and the end-
consumer and plays a major role in price formation. Table 1 provides a few indica-
tors of economic structure and performance for the distribution industry and its
retail branch. Comparable data on value added and employment in distribution is
hardly available at the international level. Therefore, the table draws on both
national accounts and other sources, such as OECD service statistics and survey
data on small and medium-sized enterprises. According to these data, the
structure and performance of the retail distribution industry varies widely from
one country to another. In 1996-1997 wholesale and retail trade accounted for
between 9 and 18 per cent of GDP and 13 to 26 per cent of total employment; the
retail branch, for which less data are available, accounted for between 3 and 7 per
cent of GDP and 4 and 16 per cent of total employment. Differences in outlet
density and average size (measured in terms of employees) of retail distribution
enterprises were significant. Similarly, the gap in turnover or value added per
employee between different OECD countries often appeared to be large .

Retail distribution is an industry with a mostly competitive structure that
typically has a large number of firms and relatively high entry and exit rates.?
In 1990, the proportion of firms in the distribution industry as a proportion of the
total number of firms was little less than 20 per cent in the United States and
Denmark, and 40 per cent in Greece, Portugal and Korea (Pilat, 1997). However, the
industry is highly dynamic and has been changing rapidly in the past two decades.
Furthermore, market structures may differ a lot between its different segments.
Recently, there was a differentiation in the trends towards concentration in some
segments (at national and international level) and the rapid development of new
forms of competition, related chiefly to the growth of electronic commerce.*

Four recent trends in mass distribution are: the increasing concentration of
groups; the formation of joint purchasing groups; the frequent vertical integration
of the wholesale and retail trades, with growing sales of own-brand products; and
the increasing internationalisation of groups. In markets in which price competi-
tion is the norm, firms need to be large to compete, as this allows them to achieve
economies of scale and scope. Large firms, or firms which have co-operative
arrangements, tend to innovate more than small independent firms® (OECD, 1997;
Reardon et al., 1996).
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Table 1. Selected statistics on economic structure, 1996 or 1997
Employment Value added Value added Turnover

(percentage of total (percentage of total per employed per Employed Outlets

employment) GDP) (1000 USS PPP) employed per per

in retail enterprise 1000

Retail Wholesale Retail Wholesale Retail Wholesale | (I 000US$ inretail  inhabitants
and retail and retail and retail PPP)

Australia 9.9! 17.4 .. 10.8 .. 31 104! 10.8"¢ 4.0

Austria 6.6 13.4 4.3 11.9 31 42 142 7.4 3.7
Belgium 12.7 13.3 10.9 50 104 4.7 14.08
Canada 12.7 18.7 .. 9.3 25 632 8.4%° 6.9?

Czech Republic 85 15.0 3.7 10.8 12 20 59 3.4 6.8

Denmark 6.9 15.9 3.8 11.5 27 36 180 6.9 6.3
Finland 6.0 11.9 3.1 9.4 26 39 177 5.2 7.6°
France 7.2 13.8 4.0 9.2 31 36 199 4.7 6.7°
Germany 8.2 15.5 4.1 10.0 25 31 138 6.6 4.9%
Greece 15.6° 14.4 6.5 13.1 16 34 2.9° 18.3%

Hungary 10.7 13.9 4.7 10.2 12 20 41 3.1° 12.1
Iceland 7.0 13.6 183 5.2 6.7°

Ireland 9.6 .. .. .. .. .. 114 5.1 14.4

Italy 7.6 17.3 29 12.6 24 44 138 2.1 9.8

Japan 11.2 17.1 11.8 33 166 5.7 11.3
Korea 9.24 . . . .. .. 86" 23%¢  18.6°

Luxembourg 10.0 21.1 3.4 10.2 30 43 .. .. ..
Mexico 15.23 .. .. 15.1 .. .. 423 2.1%¢ 13.13
Netherlands 6.9 15.1 3.7 12.0 30 45 157 5.2 7.4
New Zealand 6.8 153 . .. . 5.4 9.58

Norway 8.8 15.2 9.8 34 212 5.8 9.3

Poland 7.4 13.2 .. 18.4 26 62 1.8 24.8

Portugal 8.4 17.2 4.4 13.3 17 26 90 3.3 15.2

Spain 12.8 223 13.3 28 113 29 14.2

Sweden 4.6 12.9 9.5 34 253 6.0 5.0

Switzerland 9.4 . . .. 182 8.87 7.8

Turkey 4.3° .. 5.4 14.4 22 .. 13 2.9¢ 5.1
United Kingdom  10.0 16.4 10.7 30 132 8.7 3.410

United States 8.9 25.8 16.8 43 132 15.3 5.8

1992.
1985.
1993.
1985.

. Retail outlet.
. 1995/1996.
. 1990.
. 1995,
10. 1994.
Sources:

CENO VA WN =

Dependent employees only.

Dobson, 1999; OECD International Regulation Database; Eurostat.
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The trend towards concentration is particularly marked in food distribution
(Figure 1 and Table 2). In Norway, Switzerland, Australia, Canada, Finland and
Sweden, the three largest distributors account for at least 60 per cent of the retail
food trade. At the other extreme, in Poland, the Czech Republic, Korea and Italy,
the ten largest retail distributors (excluding purchasing groups) represent less
than 20 per cent of the sector. Given the scale of concentration in individual
countries, the small market share of the largest groups in the European Union
(viewed as one “country”) suggests that, in Europe, concentration in 1997 was still
primarily national. These differences in industry structure across countries are
explicable not only by the play of competition and by the stage of development of
the industry, but also by differences in national regulations and business practices
in the different types of retail trade.

The traditional distinction between wholesale and retail distribution is
becoming increasingly difficult to make, as the main actors are becoming steadily
more integrated. The adoption of just-in-time methods in distribution has
transformed the relationships between manufacturers, wholesalers and retailers,
which were traditionally ones of independence, and they now increasingly
co-operate, especially in logistics (EC, 1997h). Food retailers also tend to
strengthen their contractual position by signing co-operative agreements with

Figure 1. Evolution of market concentration in food retail distribution
Percentage shares of turnover

First five firms [_] 1988 [ 1997
80 80
60 60
40 40
20 20
0 0
> & § s S ¢ &
¥ GJQ Q°§ \@}% o Q}(‘& Q(z}\ O@Q@

Source: OECD, EC, 2000.
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Table 2. Concentration
Market shares based on sales

Food retail 1996 Retail distribution 1997
First three firms First ten firms First three firms First ten firms

Australia 77
Austria 45 634
Belgium 48 67
Canada' 61 844
Czech Republic 16 4 11
Denmark 52 614
Finland 69 88° 10
France 31 59 12
Germany 30 55°
Greece 20 334
Hungary 53 12 25
Ireland 52 65°
Italy 9 15
Japan 4 7
Mexico 10
Netherlands 41 527
Norway? 86
Poland 2 1.5
Portugal 46 61°
Spain 23 36
Sweden 60 78° 19
Switzerland? 81 26
United Kingdom 41 588
United States 173 38° 7% 10 10>°
European Union 10 25

1. 1998.

2. 1995.

3. 1997.

4. First 7 firms.

5. First 8 firms.

6. First 5 firms.

7. First 6 firms.

8. First 9 firms.

9. 1992.

10. First 4 firms.
Sources: Dobson, 1999; OECD International Regulation Database; Pilat, 1997; Pellegrini, 2000; DREE, 1999.

other retailers in order to counter the market power of major food producers and
compete more effectively with other large-sized retailers (EC, 1996). These
networks of independent firms are mainly organised into consumer or retailer
co-operatives, purchasing groups and voluntary chains consisting of a wholesaler
and several retailers, which may take out franchises (Dobson, 1999).° As a result, if
purchasing groups are taken into account, the concentration index for food distri-
bution is significantly higher for several countries (Boylaud, 2000).
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The upshot of the trend towards concentration and vertical integration has
been to strengthen the power of large distributors over their suppliers and to
encourage the growth of own-brand product distribution (Boylaud, 2000). When
there is a large number of producers and no dominant brand, there is a risk that
domestic and/or international alliances between retail firms could reduce compe-
tition between retailers and give them monopsony powers over producers.’

The process of concentration and internationalisation often proceeds as
follows. To achieve economies of scale, commercial groups try to increase their size
primarily in their domestic markets. Once a certain level of concentration has been
reached, development on domestic markets becomes difficult and distribution
groups tend to look for markets abroad. Given that regulatory barriers to entry are
often high (see below), it is frequently easier to penetrate a market by purchasing or
teaming up with groups that are already established. Between 1991 and 1998, the
annual amount of mergers and acquisitions in international retail trade rose from
USSI 729 to 17 967 million (ILO, 1999).2 The arrival and expansion of major interna-
tionalised distribution groups and their related distribution methods have
promoted the modernisation of the sector (Poland, Korea) and fostered competition
(United Kingdom, Germany).® Countries which traditionally had very restrictive
regulations (Italy, for example) have hindered the development of large national
distribution groups as well as the internationalisation of their industry.

THE REGULATORY FRAMEWORK IN OECD COUNTRIES (1998)

Despite its generally competitive nature, retail distribution is often subject to
numerous regulations. In 1998, the most recent year for which comparable data are
available, the strictness and scope of these regulations varied, sometimes
substantially, across OECD Member countries. This section reviews regulations
relating to market access and the operation of retail trade based on a country
coverage that is as broad as possible but varies between areas of regulation.'’

Market access

With a large number of entries and exits, the distribution sector is, in most
cases, a sector in which there are few regulations on entry. The main restrictions
relate to requirements for setting up and opening a business, which include entry
formalities (trade register), regulations on the establishment, extension and
location of commercial premises, regulations on specific operations and products,
the existence of local monopolies for some products and legal impediments to the
establishment of large outlets (Figure 2).
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Figure 2. Market access
Percentage of countries in each category, 1998

Registration in commercial register
Maximum deadline for approving business startup (in days)
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[ Yes 1 No

Specific regulations

22% for the locating outlets
Specific licenses
for outlet siting
Existence of a maximum sales
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geographic area

78% | | | |
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%

Specific regulations of large outlets, according to surface thresholds

13%

[ No limit

[ 5 000 m? and above
I 2 000-3 000 m?
] 1 000-2 000 m?
500-1 000 m?

=] Less than 500 m?

260 1. In addition to zoning restrictions.
|_ Source: OECD International Regulation Database.
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In most of the countries considered, registration in the trade register is not a
requirement for operating a business. In countries in which it is a requirement,
there can be long administrative delays before being able to start a business.
Being a fit and proper person is frequently a requirement (Austria, the
Czech Republic, France, Hungary, Italy, Korea and the Netherlands). In contrast,
training and diplomas are less frequent requirements (only in Belgium, France,
Hungary and Iceland). More stringent requirements apply to certain types of
shops or businesses (for instance involving health or safety hazards).!

The regulations concerning commercial real estate and zoning are among the
greatest barriers to the development of retail services (OECD, 2000). Even in
relatively liberal countries, such as the United States, availability of store loca-
tions is one of the main exogenous barriers for new entrants in the retail business
(Gable et al.,, 1995). In most OECD countries, special regulations over and above
urban planning regulations apply to retail premises. Only five countries (Australia,
Finland, Ireland, Norway and Switzerland) do not have special measures. In the
European Union, the trend is toward stricter regulations in countries that have
traditionally been more liberal (EC, 2000). Unduly restrictive regulations generally
lead to rigidities and hamper modernisation of the sector. Nation-wide legislation,
superimposed on local and urban planning rules, is often used to reduce competi-
tion in the distribution sector. At the same time, local regulations can have effects
similar to national laws.'? For instance, there is a danger that quantitative limits on
retail floor space in a given geographical area can be used to restrict competition
by barring access to potential new entrants. This is especially likely when limits
are endorsed by established retailers through their involvement in the decision
process (for instance when professional associations participate in bodies
designing and implementing industry regulations). The influence of local lobbies
on local authorities may make entry particularly difficult for outsider (or foreign)
companies wishing to enter local markets.

Besides registration and permission for outlet siting, in most countries a
specific licence or permit is needed to operate a retail business. For instance,
licences often limit the range of goods that can be sold in an outlet. Further autho-
risations or permits may be required for retailing additional or special products.
The more permits are required, the greater the risk of restricting competition by
increasing the costs of formalities for new entrants on the market.

By definition, local monopolies are an impediment to competition and limit
consumer choice. Currently, a majority of OECD Member countries maintain local
monopolies for the sale of certain products. These restrictions apply to pharma-
ceutical products in ten countries (Austria, Belgium, Denmark, France, Italy, the
Netherlands, Spain, Sweden and the United Kingdom), and to the sale of alcohol
in several countries (Finland, Iceland, Norway, Poland, Sweden and Turkey) and
tobacco in five countries (Australia, France, Hungary, Italy and Spain). In the
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Nordic countries, some such outlets are under state control. These restrictions are
traditionally justified on the grounds of externalities such as public safety
and health.

The main restrictions on market entry in the commercial distribution sector
are linked to regulations on large stores. Three concerns have generally motivated
the regulation of large stores. Firstly, the expansion of large stores could conflict
with urban planning. Secondly, large stores often require access by private cars, as
well as large car parks, both leading to substantial impacts on the environment
(EC, 1996). Thirdly, restrictions on large stores have often been designed to
protect small shops from competition, with the aim of safeguarding the employ-
ment and the amenities that they provide (such as proximity services).

The restrictions on large-scale outlets have several consequences. Firstly,
they slow down consolidation and modernisation of the sector (Hgj et al., 1995),
hindering efficiency gains from the exploitation of scale and scope economies.
This limits and rations the specialised services that new retail formats can offer
consumers and may impede positive spillovers of large commercial centres on
“fringe” stores (Bertrand and Kramarz, 2000). Secondly, they are likely to benefit
incumbent firms, making it difficult for a new competitor to enter the market, and
in some cases helping to maintain dominant positions. They may also speed ten-
dencies towards concentration at national level (in search of the critical size) or
international level (to penetrate a market, firms may have to form alliances with
others already established in the country). Finally, restrictions on large-scale
outlets may reduce firms’ market power over their suppliers (Pellegrini, 2000).

The frequency of restrictions on large-scale outlets (according to the relevant
legal threshold on retail floor space) is shown in Figure 2."*> The threshold floor
areas above which regulatory requirements apply differ widely from one country
to another (from 300 m? in France to 5 000 m? in Switzerland and Mexico). In many
countries, the threshold is relatively low (less than 1 000 m?). The countries with
the most restrictive regulations are France, Japan, Poland, Austria, Belgium and
Italy. In contrast, Australia, Canada, the Czech Republic, the Netherlands and
Sweden, have no specific legislation.'* There is a generalised trend towards more
stringent legislation in OECD countries (only Germany, Italy, Japan, Korea and
Turkey have not tightened up their legislation in the past five years). The statutory
period within which the authorities must process an application highlights still
further the restrictive nature of the regulations in the countries concerned: those
with fairly low thresholds are also the countries with the longest statutory
response periods. For instance among countries in which such regulations apply at
low threshold levels, the statutory period is a year in Japan, about six months in
Italy, Austria and Belgium, and four months in France, while in countries with a
higher threshold, such as Mexico and Korea, the period is only 20 days.
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The restrictive nature of national legislation masks differences between
countries. Large-scale outlets are not very common in Japan, whereas France
gradually tightened up its legislation as large-scale outlets became widespread.
Furthermore, decisions are often taken at local level and in some cases involve
representation by industry bodies and commercial interests, which means that the
choices made by the authorities are often influenced by local pressure groups (in
particular, small retailers). As a result, the density of large outlets bears little
relationship with the existence of strict national legislation: for instance in 1995
low densities were observed in both Italy (which has national restrictions) and the
Netherlands (which has no such restrictions), while France (which has national
restrictions) had a relatively high density of hypermarkets (Pilat, 1997).

Restrictions on large outlets are being relaxed in three countries. In Japan, the
law on large stores, which substantially restricted the development of large retail
outlets, was replaced by new regulations on 1 June 2000. Korea, which is proceed-
ing with the liberalisation of the sector, withdrew the main regulatory restrictions
on the operation of large-scale outlets over 3 000 m? in 1998. In both countries, the
main difficulties have been the scarcity of sites, and zoning policies (OECD, 2000).
Lastly, Italy substantially overhauled its legislation on retailing in 1998."

Regulations affecting the operation of the sector

The main restrictions affecting operations in the retail sector are on shop
opening hours and the freedom to set prices. Regulations on shop opening hours
have frequently been put in place for religious reasons or to protect employees. In
some countries, for example France, opening hours are regulated indirectly
through labour legislation. Cultural and historical differences account for the big
differences from one country to another even today (for details, see Pilat, 1997,
and Boylaud, 2000). In 1998, a number of countries had few regulations on opening
hours (the Czech Republic, Hungary, Ireland, Korea, Mexico, Poland, Sweden),
with the main restrictions relating to Sunday opening. However, it should be noted
that a lack of restrictions on opening times does not necessarily mean that shops
do actually use the opportunity to open at a broader range of times.

There is now a marked trend towards liberalising opening hours, largely in
response to consumer demands (EC, 2000). Pilat (1997) discusses in considerable
detail the potential economic impacts of making shop opening hours more
flexible as well as the available evidence in EU countries that implemented this
reform relatively early on (such as Sweden and the Netherlands). On the whole,
increased flexibility enhances consumer welfare, stimulates employment in distri-
bution and strengthens the position of large distribution firms relative to small
outlets, while the impact on sales has generally been less significant than
expected. Research taking stock of the experience with hours flexibility in
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reforming countries has reached these conclusions looking at the sources and
magnitude of welfare gains and employment effects (Gradus, 1996; Burda, 2000;
Gersbach, 1999; McKinsey, 1997). Gains come mainly from cost efficiency improve-
ments in large outlets due to a better exploitation of economies of scale (partly
offset by an increase in costs for small outlets), an enlargement of the product mix
and a lowering of product and labour market rents (related to entry of new outlets
and a decrease in bargaining power of distribution workers, due to the rise in part-
time employment).!® The employment effects have been shown to be large
comparing both the evolution of distribution employment in a country before and
after reforms (e.g. the Netherlands) and differences in distribution employment
across liberal and restrictive countries.

Price controls exist in most OECD countries but generally concern only a few
products. Price restrictions apply mainly to pharmaceuticals, tobacco and petrol.
Only four countries maintain price controls on certain food products (Belgium,
Iceland, Mexico and Turkey).'” Temporary controls, it should be added, are some-
times implemented in response to specific situations.

Regulation of promotional activities, on the other hand, is frequent. Such
regulations, when they exist, are justified by considerations relating to consumer
protection and measures to counter unfair practices (OECD, 1979), and need to be
set alongside the development of regulations relating to product safety and
hygiene, labelling and quality standards. There is no consensus as to whether or
not it is justifiable to regulate promotional activities, and there are major
differences in the way such activities are regulated. Some countries have no
specific regulations (Austria, Canada, the Czech Republic, Hungary, Switzerland,
United Kingdom), while others have regulations covering all areas (Germany,
Belgium, Denmark, Finland) and still others apply regulations to just some
aspects. Loss-leading is restricted or prohibited in half of the countries consid-
ered (several European countries and Mexico).

INDICATORS OF REGULATION IN THE RETAIL DISTRIBUTION INDUSTRY
(1998)

Based on the regulatory information presented above, factor analysis makes
it possible to classify regulations governing access to the retail distribution sector,
and its operation, into three categories:'® i) general restrictions on access (formali-
ties which have to be completed in order to start a business, authorisations
required to sell certain products, and restrictions on large stores); ii) regulations
on business operation (opening hours, involvement of industry bodies, local
monopolies); iii) price regulations. The three factors account for 74 per cent of the
total variance in the data (Table 3).
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Table 3. Regulation: the discriminating factors
Results of factor analysis'
Rotated factor loadings?

Factor 1 Factor 2 Factor 3
Interpretation Barriers to entry Operations restrictions Prices
Weights Weights Weights
Detailed indicators® Fac'tor of variables| FacFor of variables| FacFor of variables
loadings . loadings . loadings .
in factor in factor in factor
Registration in commercial register 0.78 0.33 -0.54 0.19 -0.01 0.00
Licences or permits needed to engage
in commercial activity 0.77 0.32 0.32 0.07 -0.14 0.02
Specific regulation of large outlets 0.73 0.29 0.23 0.03 0.36 0.12
Protection of existing firms 0.32 0.05 0.80 0.42 -0.11 0.01
Regulation concerning shop opening hours -0.01 0.00 0.66 0.29 0.13 0.02
Price controls 0.04 0.00 0.03 0.00 0.94 0.83
Weight of factors in summary indicator 0.42 0.34 0.24
Selection criteria:
Eigenvalues 1.99 1.40 1.04
Total variance explained 73.94
Test-statistics
Bartlett’s test of sphericity Chi-2 27.12
Df 15

1. Extraction method: Principal Component Analysis. Rotation method: Varimax with Kaiser normalisation.

2. Factor loadings measure the correlation between the individual indicators and the latent factors. Indicators are
assigned to the factor to which they are most correlated. The rotation of factor loadings is a transformation aimed at
minimising the number of indicators that are highly correlated with more than one factor.

3. See Boylaud (2000) for the precise definition of the indicators.

Quantitative summary indicators of the anti-competitive impact of regulation
can be constructed for each of these categories by weighting each component of
the regulatory framework by the extent to which it explains the total variance in
the data. Figure 3 shows the score for each country.

Based on the overall summary indicators, the countries which in 1998 had the
most stringent regulation were France, Japan, Greece and Austria. The countries
with the most liberal environment were the Czech Republic, Switzerland and
Australia. The findings for some countries (in particular those with a federal struc-
ture) may be biased when the regulations are solely local and are not national.
Regulatory constraints on prices and business operation are relatively high in
France and Belgium, whereas as regards access, the countries with the tightest
regulation are Austria, Poland, France, Greece and Japan. It should be pointed out
however that a country can have regulations which are constraining on paper but
flexible in practice. Furthermore, these rankings do not take account of other
regulations governing the location of sales outlets and promotional activities.!” _265]
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Figure 3. Summary indicators of regulation?

Il Barriers to entry [ Business restrictions [ Prices

1. The scale of indicators is 0-6 from least to most restrictive.
Source: OECD.

THE IMPACT OF REGULATION IN THE RETAIL DISTRIBUTION INDUSTRY

In the retail trade sector, restrictions on opening hours, excessive restrictions
on the siting of outlets and the powers of veto attributed to existing retailers are
often taken to have impeded the creation of those types of stores with higher
valued added and which create jobs, as well limiting the range of consumer choice
(McKinsey, 1994; Burda, 2000). For instance, based on a large sample of French
retailers, Bertrand and Kramarz (2000) provide evidence suggesting that employ-
ment in the industry could have been 20 per cent higher over the 1975-1998
period had large outlet restrictions not been introduced. Although these restric-
tions are often invoked as a means to protect employment levels in “mom-and-
pop” stores, the evidence suggests that the net effect of the establishment of
large outlets is to increase retailing specialisation (e.g. with higher and lower
quality food chains developing in parallel), encourage the creation of new high
value/labour intensive stores and produce positive spillovers by strengthening
the chances of success for other stores in the same commercial area.

Table 4 summarises the cost of retail trade regulation from the findings of
several other empirical studies. It shows on the one hand that an easing of regula-
tions on opening hours and of restrictions on large-scale stores has overall
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Table 4.

Product market liberalisation and performance

Author

Country/period

Explanatory variable

Performance variable

Effects found

Method

Bertrand and Kramarz,
2000

Centraal Planbureau, 1995

Civildepartement, 1991
(Pilat, 1997)

Haffner and van Bergeijk,
1997

Hoj et al., 1995

IFO
(Pilat 1997 — OECD, 1997)

OECD, 1997

Pellegrini, 2000

Pilat, 1997

France, 1975-1998

Netherlands

Sweden

Netherlands

22 OECD countries,
1990

8 OECD countries,
1960-90

Germany

Japan

Italy, 1997

10 countries (United
States, Japan,
Germany, France,
United Kingdom,
Canada, Australia,
Austria, Netherlands
and Sweden)

and 10 categories

of goods, 1987; 1993

Large outlets’ restrictions

Liberalisation of shop
opening hours

Liberalisation of shop
opening hours

Liberalisation of entry,
shop opening hours
and zoning

Large outlets’ restrictions

Liberalisation of shop
opening hours

Revision of the LSRS
(Large Store
and Retail Store) law

Cost of regulations

Impactof distribution
margins on price levels

Employment

Employment

Volume of sales
Turnover and price

Turnover
Prices
Profits

Prices

Average size
Outlet density

Turnover

Employment

GDPdeflator
for the distribution sector

Computation of potential
savings (using France

as a benchmark

and margin differentials
across store type)

Distribution margins
and comparative price
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Figure 4. Index of concentration and regulation
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positive effects on the sector's performance and efficiency, and on the other, that
over-regulation can damage the consumer's purchasing power and impede the
modernisation of the sector. The latter aspect is brought out by Figure 4, which
shows that the degree of concentration (percentage of the sector represented by
the three largest groups) is inversely related to the overall degree of regulation.
However, as argued above, excessive concentration is not positive either if it
reduces competition.

CONCLUSIONS

Retail distribution is a structurally competitive industry that has undergone
dramatic changes in the past two decades, especially in the food segment. Econo-
mies of scale and scope have risen, as well as the associated entry barriers,
resulting in a trend towards the concentration, verticalisation and internationalisa-
tion of distribution groups. A variety of regulatory frameworks accompanied these
developments in OECD countries, with different repercussions on competition in
the industry. A number of countries have extensively liberalised market access
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and price and service regulations. In some (mostly European) countries with
relatively liberal environments, there is currently a tendency to reintroduce access
restrictions for large outlets. Finally, in other countries market access has been
traditionally hindered by unnecessarily restrictive regulations and excessive
administrative burdens.

The available empirical evidence suggests that restricting access by imposing
special requirements for outlet registration, siting and/or size thresholds curbs the
dynamism of the industry (e.g. lowering entry and exit rates, and preventing
restructuring and modernisation) and competitive pressures, leading to lower
employment growth and higher consumer prices. Specifically, far from achieving
the aim of supporting employment, large outlet restrictions restrain specialisation
in the retailing industry, slow down the creation of high value, labour intensive
stores and prevent positive spillover effects on stores operating at the fringe of
large surfaces.

Given the importance of the distribution sector for overall economic perfor-
mance, further cross-country evidence on the implications of regulatory reform is
needed. This paper has contributed to this task by providing a summary descrip-
tion of regulatory differences across countries. However, two major data problems
still need to be overcome. First, the data on regulation should be extended to
cover several time periods (e.g. pre and post regulatory reform); second, better
regulatory and performance statistics on the several segments that compose the
distribution sector are needed.

Structural changes occurring in retailing also raise new policy issues con-
nected to the enforcement of competition laws, such as the assessment of vertical
distribution arrangements and horizontal co-operation agreements (e.g. buying
groups). These issues were only briefly mentioned in this paper, but appropriate
policy responses are crucial for ensuring that efficiency improvements and
consumer benefits continue to characterise the evolution of the industry. Other
important emerging issues not addressed in the paper concern consumer protec-
tion and the environmental impacts of outlet siting and product design.
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NOTES

. See www.oecd.org/subject/regdatabase and Nicoletti et al. (1999).

The figures on turnover and value added per employee can only be suggestive of
differences in productivity across countries, since international comparisons of
productivity levels suffer from a number of measurement problems, especially in
service industries (see Pilat, 1997).

For example, according to firm-level data collected in the context of the OECD growth
project, entry rates (i.e. the share of new firms in the total number) and exit rates
(percentage of firms that went out of business) in the distribution sector (including
both retail and wholesale trades) ranged from 7 to over 13 per cent in European
countries and were around 10 per cent in the United States over the 1988-1995 period.

Further information on aspects relating to these new forms of commerce which are not
dealt with here can be found in OECD (1999) and OECD (200056).

There is also a trend towards specialisation and fragmentation of the market in
response to customer needs (EC, 1997a). Distribution groups are therefore tending to
operate under different names for different target customers and different types of
distribution. Firms have also substantially increased the services they offer in addition
to traditional sales. Mass distribution is steadily diversifying its operations (Pilat,
1997). For instance, taking advantage of the liberalisation of the electricity market in
Germany, the distribution group METRO decided to offer electricity supply contracts
to customers of its shops.

Franchising, which emerged later than other types of networks, has grown rapidly,
especially in the non-food sector (EC, 1997b).

For a discussion of the impact of buying power and market power, in particular at the
level of competition policy, see Dobson and Waterson (1999) and OECD (2000a).

In 1996, the top hundred groups world-wide averaged growth of 19.5 per cent at the
international level compared with 1.1 per cent at the national level (FCD, 1999).

For example, according to the ILO (1999), the internationalisation of groups in the
United Kingdom and Germany increased competition in those countries. In both
countries, foreign companies entered the market by buying a national distribution
network and practising aggressive pricing.

The countries examined in each area of regulation are listed in Boylaud (2000). As
sufficient comparable data are not available, the United States has been omitted from
the tables and figures and is mentioned only in the text.

Based on a sample of Dutch shop types for the 1981-1988 period, Carree and Thurik
(1996) find that entry rates in the retail business are significantly reduced by relatively
high requirements of professional skills.
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13.
14.

I5.
16.

. Since the data surveyed in this paper focuses mainly on national legislation, the anti-

competitive impact of access regulations may be underestimated in countries that rely
only on local rules.

For more details, see Boylaud (2000).

It should be underscored, however that in some countries restrictions can exist at the
local level, even in the absence of specific national or state regulations.

The data used in this paper take account of the reform.

According to Burda (2000) a possible rationale for regulating shopping hours is the

public good nature of leisure time synchronisation. However, the possible welfare bene-
fits of such synchronisation are more than offset by the negative effects of regulation.

. In some countries, further controls exist in the form of resale price maintenance

(minimum prices), but these are not covered by this study.

. See annex to Boylaud and Nicoletti, in this issue, and Nicoletti et al. (1999), for an illus-

tration of the methodology used. The basic indicators (and their composition) are
described in Boylaud (2000).

. The regulations regarding promotional activities are particularly stringent in Germany

(see Boylaud, 2000).
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