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Abstract 

More than sixty years has passed since Malcolm P. McNair (1931) first outlined his 
hypothesis on the ‘wheel of retailing’ theory. Yet, the theory is still in debate and abundant 
research has been accomplished for its relevant implications. However, most of the past research 
stands for cases in developed countries and there is a lack of attempt in the literature to explain 
the applicability of the theory in developing countries like Turkey. Hence, existing literature 
indicates that the low cost-trading up pattern does not hold for all retail formats. So, it would be 
relevant to assess the current state of the theory under such a rapidly changing economic climate 
and in a country outside the United States. In today’s global setting of recessions and conscious 
consumption, importance of the discount retailers is increasing all around the world. With the 
consideration of such environmental forces, this study aims at summarizing the existing body of 
literature on wheel of retailing theory and finding the relevancy of this pattern for Turkish 
discount retailing sector. For this purpose, the evolution of a well-known local hard discount 
store chain is examined as a case study. Accordingly, arguments on the applicability of the wheel 
of retailing theory for a discount retailer operating in a developing country are made. 
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Introduction 

Wheel of retailing concept of McNair (1958) has long been a debate topic among 
scholars since it has been first introduced. The main argument on the hypothesis is regarding its 
universal and format based applicability. In fact, the wheel of retailing theory seems to be 
applicable only for a certain proportion of the retail trade as well as at a certain portion of the 
world in terms of developed versus developing country definition. Hence, Brown (1998, p.16), 
underlines that much of the literature on retail institutional change was developed with respect to 
American retail experience. Further, Hollander (1960, p.40-41) provides non-confirmatory 
examples both from developed and developing countries in order to show that the evolution of 
some retailing formats cannot be explained by the wheel pattern. As also pointed out by Kaynak 
(1976, p.39), there is lack of studies in the literature on food retailing systems in developing 
countries. Besides, no published studies can be found on wheel pattern in Turkey since 1970s 
though there had been drastic changes in every aspect of economic, social, political and 
technological conditions. Taking the existing body of knowledge and recent environmental 
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dynamics into consideration, this paper, therefore, will attempt to find out the applicability of the 
wheel pattern in Turkish retailing sector. 
 

Being a social institution, number of environmental changes effect retailing. Yet, retailing 
activities exist with direct interaction with the environment- mainly social, economic, cultural, 
political and technological systems- of a developing country (Kaynak, 1976). As also pointed out 
by Sheth (1983), changes in environmental forces- customer demographics, emergence of post-
industrial society, deregulation of industries and nontraditional forces of competition- stimulate 
trends in the retail industry. From that perspective, economic growth and liberal policies of 
1980s became the major accelerator of retail change in Turkey. On the other hand, when 
compared with countries of the European Union, the grocery retail sector in Turkey is relatively 
underdeveloped.  Although, Migros Turk, was set up in the late 50s of the twentieth century, 
some other prominent local companies were established in the 80s, and some worldwide-known 
retail chains started operating in Turkey by 90s, small and independent traditional retailers still 
dominate the retail market.  
 

From the institutional change perspective this study examines the evolution of one of the 
well-known hard discount chains in Turkey. Hence, the results of the 2009 Global Powers of 
Retail report from Deloitte Touche Tohmatsu in conjunction with Stores Magazine showed that 
discount retailers have strong performance and emerging market retailers are on the way of 
becoming world players. Consequently, through the firm specific approach, the applicability of 
wheel of retailing pattern in a developing country- Turkey- is questioned. Besides the semi-
structured in-depth interviews with the executives of a discount retailer, observations and 
information gathered from official websites and financial reports are used.   

 
Our study will be composed of six sections: an extensive literature review, a brief 

overview of the Turkish retailing sector, examination of the discount concept, related results of 
exploratory research based on in-depth interviews, the conclusion and related managerial 
implications. 
 

Literature Review 
 

‘…the wheel does not need to be changed, nor does it require retreading, rebalancing, 
realignment. In my opinion, it needs to be road-tested more often’ (Brown, 1990, pp.147). 

 
The ‘wheel of retailing’ (McNair, 1958) is one of the most famous and perhaps the most 

debated theories in the retailing literature.  The theory argues that retail institutions begin as cut-
price, low-cost and narrow margin operations entering to the market by its price appeal. This 
‘entry phase’ is followed by ‘trading-up phase’ in which  the costs start to increase as a result of  
extended  merchandise and service lines, opening stores in higher-rent locations and fashion 
orientation. Prices start to rise and eventually these retailers mature as high-cost conservative and 
‘top-heavy’ institutions with a sales policy based on quality goods and services. This fact opens 
an opportunity for the next low-cost innovator to enter the market and the wheel revolves.  
 

One of the most extensive literatures on retail institutional change is provided by Brown 
(1998) who attempted to consolidate all related contributions together and examined the 
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evolution of wheel of retailing. Brown (1998) defines the phase – after McNair’s (1958) original 
hypothesis and Hollander’s (1960) commentary on conceptualization- as the ‘innovation’ phase 
of the wheel theory, in which variety of related and alternative explanations of institutional 
change (theories of cyclical, environmental and conflict) are emerged ( as cited in Brown, 1998, 
Gist, 1968; Thomas, 1970; Gist, 1971; Arndt,1972; Shaffer, 1973; Davies, 1976; Stern and El-
Ansary,1977; Shaw, 1978; Dawson,1979). During late 1960s and 1970s, the ‘trading up’ phase 
witnessed conceptual upgrading with emergence of mix theories (cycle- environment; cycle-
conflict; environment-conflict and cycle-environment- conflict theories) (as cited in Brown 1998, 
Thorelli, 1967; Robson, 1969; Bucklin, 1972; Wadinambiaratchi, 1972; Guiltinan, 1974; Swan, 
1974; Hunt, 1976; Kaynak, 1979, Nieschlag and Kuhn, 1980). As a result of conceptual trading-
up process maturation of institutional thought is observed (as cited in Brown, 1998, Goldman, 
1975, 1978; May, 1976; Hunt, 1976; Holmes and Hoskins, 1976; Teeple, 1979; Hollander, 
1980).  By early 1980s, wheel of retailing had reached vulnerability stage (as cited in Brown, 
1998, Hirschman and Stampfl, 1980; Markin and Duncan, 1981; D’Amico, 1983; Hollander, 
1981).  Then a return to basic analyses in the late 1980s and 1990s, appeared as another 
innovation in the wheel of retailing concept. Though the wheel of retailing concept is heavily 
criticized by many marketing scholars, Sheth, Gardner and Garrett (1988, p. 187.189) points out 
that this concept provided by regional school ‘should be nurtured and developed rather than 
abandoned for borrowed concepts from economics, psychology, or sociology.’ 
 

It would be fair to say that critique of Hollander (1960a) opened the door of debate on the 
wheel concept and indeed brought the concept to the attention of marketing scholars. 
Consequently, a substantial body of research exists on the dynamics of institutional innovation 
and development that provides alternative models of retail change. Hollander (1960a) questioned 
the McNair’s (1958) explanation of institutional change both for its lack of universality and on 
forces that cause trading-up process. The wheel of retailing concept, further criticized as it refers 
only to the price-quality continuum, ignoring other aspects of change (Brown, 1990). As argued 
by Hollander (1960a), many institutional forms, including department stores, mail order houses, 
supermarkets, discount houses and shopping centers began by low prices and evolved into high 
costs modes of distribution. Goldman (1975), in fact argued that not every department store, 
supermarket or discounter emerge as cut-price. Besides, ‘boutiques, convenience stores, planned 
shopping centers, automatic vending machines and super-specialists’ enter the market on high 
cost basis (Hollander, 1960b). Additionally, Hollander (1960b, p.41) argues that whereas the 
wheel pattern seems to hold mostly in developed economies, it did not confirm in developing 
countries. Some studies in developing countries show that innovations are introduced at high- 
cost  scales ( as cited in Brown, 1998,Guerin, 1965; Kaynak , 1979; Goldman, 1982; Bernett, 
1966; Alawi, 1986). On the other hand, Brown (1991, p.141) mentions that there are some 
weaknesses in nonconforming examples which argue that some of the developing world 
exercises are indeed cannot be explained by the wheel pattern.  He points out that the most of the 
existing examples are concerned with supermarket technology transfer and these formats already 
arrived at high margin, service oriented stage of the cycle in their point of origin (most of the 
time developed countries) before they diffused into other countries. Hence, entry stage on the 
wheel should be identified according to point of origin.  In other words, in order to have a better 
judgement on the applicability of the wheel theory in a developing country, retail patterns that 
are originated locally should be examined rather than transferred ones.  

 



 

Indeed, the reversed pattern (Mun, 1988) for some cases in developing countries, can be 
rationalized by Cundiff ‘s (1972) argument which states that the ability of the system to adopt 
innovations is closely related with its economic development level. Before proceeding further it 
is also important to have a definition of a ‘developing country’. In its most recent classification 
by the World Bank, economies are divided using Gross National Income per capita. In 2008, 
countries with GNI per capita below US$11,905 were considered developing. Turkey’s GNI per 
capita was 1,521$ in 1975 whereas it increased to 5,220$ in 1995 and recently in 2008 it is 
measured as 9,340$ (World Bank, 2009). Taking this definition into consideration, though the 
significant improvement cannot be ignored, Turkey can still be categorized as a developing 
country. 

 
One of the few scholars in Turkey that have studied wheel pattern, Kaynak (1979, p.243) 

pointed out that ‘the wheel of retailing concept is built around the innovator’. Hence, the 
introduction of a new retail system that is crucial for wheel to revolve is limited by the socio-
economic environment it exists. Kaynak (1979) argues that different countries with different 
economic, political, societal and business conditions have distinct retail systems. In other words, 
stages of development in specified conditions coincide with different retail stages. 

 
Turkish Retailing Sector 

 
Prior to liberation policies of 1980s, Turkish retail sector was controlled mostly by 

government ownership despite some department stores on clothing that started operating in 
1960s.  The first supermarkets and department stores were mostly initiated by state companies 
and cooperatives.  Following the economic crisis of late 1970s, second generation of 
supermarkets emerged with the ownership of consumer co-operatives and local governments.  
Together with Migros Turk that was set up in late 1950s, supermarket chain named Gima that 
was established as a partnership between government institutions and state banks and Tansas that 
was established as an enterprise of the Izmir Municipality, these outlets were the only organized 
retail formats in late 1970s. The market was largely dominated by small-scale, capital-weak, 
independent, single location and family-owned outlets, called ‘bakkals’ (Samli, 1964; Kaynak, 
1976).   
 

As a result of a more outward-oriented development strategy, Turkish Economy 
witnessed a crucial change starting from 1980s. Consequently, average growth annual rate of 5% 
in the Turkish economy during 1981-1993, followed by 8.1% growth rate in 1995 resulted in a 
growing and considerable consumer market in the large cities (Tokatlı and Boyacı, 1998, p. 346). 
Following the liberal policies, resource transfer from rural areas to urban areas; increase in 
private car ownership; the change in consumption patterns; widespread usage of credit cards and 
technological developments prepared the suitable setting for large domestic and international 
corporations to operate. As a result, starting from 1990s, increasing global- mostly European- 
influence together with the large domestic companies gaining shares in the retailing sector was 
observed. This new players in the market became the catalyst of structural change in retailing 
sector through introduction of some new store formats, design concepts, management techniques, 
retail technologies, customer service ideas, a gradual change in tastes and diets, and geographical 
outcomes (Tokatlı and Boyacı, 1998).  
 



 

 Approximately, 64% of the retail sector in Turkey is dominated by traditional retailers 
(including bakkals and charcuteries) whereas the modern type retailers only have 36% of market 
share (see Table 1). The ‘bakkals’, which are specific to Turkey and characterized as small (up to 
50m2) shops that are mostly staffed with unpaid family workers, made up the majority among 

traditional retailers. On the other hand, in the recent years there is the considerable growth of 
discount stores in the market. Being positioned as low-cut price retailers that rely heavily on 
private label products, they affect the shopping behavior of Turkish customers. Accordingly, the 
size of the Turkish retailing sector is approximately 47.9 billion USD of which 52.8% belongs to 
food retailers. Hence the share of organized retailing sector, including hypermarkets, 
supermarkets and local chain stores, among food retailing is yet 16 billion USD 
(PricewaterhouseCoopers Turkey & Association of Shopping Centers and Retailers. 2007. 
Changes in Turkish Retailing Sector and Its Effects on the Economy. Istanbul, p. 23-29).  
Although there are some similarities between the Turkish experience and that of some Southern  
European (such as Spain, Portugal and Greece) and Eastern European (such as Hungary and 
Poland) countries, with the 65% dominance rate of traditional retailers, Turkish retailing sector 
shows the characteristics of European retailing sector of 1970s. As the report of ASCR (2007) 
states whereas Europe have on the average 15 hypermarkets and 150 supermarkets per one 
million people, Turkey has only 3 hypermarkets and 17 supermarkets. On the other hand, speed 
of progress in the sector from 1990s onwards indicates the potential of Turkey for retailing 
sector.   
 
 
Table 1: Changes in Market Shares of Organized and Unorganized Food Retailers in Turkey  
Source: Turkish Council of Shopping Centers and Retailers (www.ampd.org)  
©Copyright Istanbul Chamber of Commerce, 2008 
 

The largest retail companies control a small portion of the market. Hence the top five 
market players, Migros, BIM, CarrefourSA, Tesco-Kipa and Kiler has total of 12.3% market 
share in grocery retail (PMR Publications, a division of PMR. 2009.‘Retail in Turkey 2009’). 
There is a general expectation that the organized Turkish grocery retail would improve rapidly 
by near future. As it would cause small local outlets to suffer, there is already pressure on the 
government to launch new regulations to limit this expansion. 

  
2001 

 
2002 

 
2003 

 
2004 

 
2005 

 
2006 

Hypermarkets 2.8% 2.9% 2.9% 3.1% 3.2% 3.4% 
Supermarkets 19.3% 19.8% 20.8% 23.1% 24.2% 25.3% 
Discount Stores 3.2% 3.7% 4.0% 5.0% 5.6% 6.8% 

Small 
Supermarkets 

1.1% 1.1% 1.1% 1.0% 1.0% 1.0% 

Grocery stores- 
‘Bakkals’ 

47.4% 46.4% 45.3% 43.1% 42.0% 40.0% 

Charcuteries 16.8% 16.8% 16.7% 16.0% 15.6% 15.2% 
Other 9.4% 9.3% 9.2% 8.7% 8.4% 8.3% 
Total 100% 100% 100% 100% 100% 100% 



 

 
As the relevant data indicate (PricewaterhouseCoopers Turkey & Association of 

Shopping Centers and Retailers, 2007), Turkish retail market is still dominated by traditional 
small retailers, despite the fact that the structure of retailing has evolved significantly compared 
to 1970s. On the other hand, new retail formats like discount stores that have recently entered to 
the market show an increasing growth pattern.  

 
Consequently, in line with Brown’s (1991, p.144) argument that reinforces the testing of 

retail institutional change model ‘in a variety of spatial settings, particularly in the developing 
world’, suitability of wheel pattern to the discount store evolution in Turkey will be analyzed.  
As the model is closely related with specific environmental forces, the examination of evolution 
and the current state of Turkish retail sector, in this section would set the base for the coming 
arguments. However, as suggested by Savitt (1984) and Brown (1991) this study concentrates on 
the evolution of an individual retail firm rather than ‘institutions’. 

Discount Store Concept 

 Brown (1995) suggests that retail stores can be classified according to the polarization of 
three fundamental axes: price/service orientation, assortment range, and size. One of the retail 
sectors that have undergone some of the most intense dynamism and greatest diversification of 
store formats in recent years is the food sector. Burt and Sparks (1994) classify food store 
formats in European retailing according to four factors: variety, price, convenience, and quality. 
In their two dimensional classification of food store formats;  level of prices in contrast to service 
quality is the one dimension, and the other dimension relates to  the variety of products and 
brands and to some extent store size. From that perspective the classic supermarket serves as the 
basic self-service form whereas the discount store is orientated towards aggressive pricing policy 
(as cited in Barth, 2002, Diller, 1999), and the hypermarket appears as the large-sized version.  
 
  The discount store is defined as a ‘retailing establishment selling a range of rapid-
turnover, cut-price goods and with virtually no floor-service at all’ (Eurostat, 1993). National 
Institute of Statistics and Economic Studies in France defines a hard discount store as ‘an outlet 
for the sale of foodstuffs on a self-service basis, under a specific ensign, and with a surface area 
of 400 to 800 m2. The product mix on sale is restricted to commodities.’ Considering these 
definitions it is apparent that the definitional boundaries of the two concepts are blurry. On the 
other hand, placing the price and value in the center of existence proposition of these retail 
formats, the discount grocery sector could be segmented into four major categories; (1) limited 
assortment discount, (2) discount supermarket, (3) extended range discount, and (4) warehouse 
club (Burt and Sparks, 1994).  
 

Whereas discount retailing originated through purified self-service in the United States in 
the mid-1950s, the first appearance of discount stores, especially hard discount grocery stores 
(i.e. Aldi, Lidl) in Germany were in 1960s. Today, Germany is the land of hard discount (33% of 
market share in 2000), hypermarkets having lower market share (25%) (Colla, 1995, p57). In 
France, Carrefour pioneered the hard discount concept in 1978 with Ed, which now boasts over 
900 stores. Since late 1989, there has been an expansion in the British grocery discount chains 
due to reaction to recessionary pressures and market opportunity (Burt and Sparks, 1994, p.209-
210). When compared with other European countries, development of hard discount in Italy 
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happened in the early 1990s when the Italian economy was characterized by high rates of 
unemployment, massive public debt and weak levels of consumption (Colla,1995). The 
considerable expansion of the discount format across other European markets can be attributed to 
their strategies for distinguishing themselves from more traditional retailers by their unrelenting 
focus on very competitive prices, their heavy reliance on own brands, and by offering a smaller 
number of stock-keeping units per category. Hence, Diller (1999, as cited in Barth, 2002.) points 
out three strategic elements of pure discounting; 1) Simplified narrow assortments limited to the 
customers' central needs, 2) Price advantages customers would consider as dominant and long-
lasting, 3) Consistent cost leadership.  
 
 Similar to European pattern, the appearance of discount stores in Turkey occurred in 
1995, just after the economic crisis of 1994. Further, the 1999 and 2001 economic crisis in 
Turkey stimulated the development of discount retailing. The heavy reliance on private labels 
has also affected the consumer purchase behaviors as it brought cost efficiency. The share of 
consumers buying private label products increased from 39% in 1999 to 55% in 2004 
(PricewaterhouseCoopers Turkey & Association of Shopping Centers and Retailers. 2007. 
Changes in Turkish Retailing Sector and Its Effects on the Economy. Istanbul).  
 

The rise of supermarket and discount store formats could be considered as a recent 
development for Turkish retailing sector. The convenient location of these institutions and the 
limited time spared to shopping, especially in rural areas caused the growth of such new formats. 
The existence of top players (see Table 2) in the discount retailing would be the catalyst for new 
comers in Turkish retailing.  
 
 

Retailer Started 
operations 

Store number      Share 
       (%) 

BIM 1995 2675 55.5 
SOK 1995 1087 22.6 
DiaSA 1999 500 10.4 
A101 2008 500 10.4 
ONUREX 2007 55 1.1 
Table 2: Top Turkish Discount retailers 
Source: Data gathered from official websites (www.bim.com.tr; www.sok.com.tr; 
www.diasa.com.tr; www.a101.com.tr; www.onurex.com.tr ) 
 
 The common characteristics of discount stores are that they position themselves on low 
prices and heavy reliance on private label products. Their retail strategy supporting this 
positioning leads them to location decisions based on secondary residential areas with low rental 
rates, as well as lowest levels of services provided in the store, limited assortment and store 
sizes.  Despite the fact that discount retailing had shown a consistent growth in Turkey (Table 1), 
no publically shared statistical data is available in terms of market shares, pricing policy or 
shopping basket comparison and product range for sub-categories of discount retail sector and 
the share of discount stores among organized retailers.  
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The Study 

In order to analyze the evolution of a chosen discount retail chain in Turkey, a semi-
structured interview with an executive manager has been conducted. In order to have an 
understanding of the institutions’ current stage of evolution, relevant data was gathered from the 
company’s official web site and financial reports as well as private sector reports (Reports of 
PricewaterhouseCoopers Turkey & Association of Shopping Centers and Retailers, PMR 
Publications, Deloitte Touche Tohmatsu on Turkish Retailing). Additionally, a specific measure 
that considers the shareholder value creation has also been used to analyze the economic 
profitability of the retailer. Brown (1991, p.144) suggests the use of such an alternative criteria, 
market-to-book ratio (Kerin and Varaiya, 1985), when analyzing the retail institutional change. 
Accordingly, the market-to-book ratios of the discount retailer has been calculated and analyzed 
as an indicator of the company’s current value and growth potential. 

 
Through the case study approach, the related discounter is analyzed with consideration of 

the stages that a retailer assumed to gone through by the wheel of retailing theory (Figure 1). 
    
Figure 1. The wheel of Retailing 
Source: Brown, 1991 

2. Trading Up 
Increase in customer service                             
Improvement in store interiors 

         Higher rent locations 
             More frequent advertisement 

  Higher price 
        Extended product offering 

 
 

 
         

 
 
 
 

   3. Vulnerability 
        Conservative, top heavy 
        institution creates opportunity for 
        new price-oriented retail 

 
                      Decreasing ROI                                                                                          

 
1. Innovation           

 Cut price  Limited services 
 Low rent location Limited product offering 

             No advertising               Spartan stores 
  
   
  



 

Although the discount format is transferred from Europe to Turkey, all discount chains 
including the chosen company for analysis, has started with consideration in low pricing as the 
main point of differentiation. So, contrary to argument made by Brown (1991), transferred 
formats could indeed emerge as innovators in countries other than the point of origin when the 
main definition of the retail concept is set on discount. So, the next important step should be 
analyzing the trading-up process and determining whether the pattern is in line for the Turkish 
discounter that is being analyzed in this study. Especially, at the recent times of harsh 
competition, all discount retailers are increasingly compelled to demonstrate the price leadership 
of the market while implementing new strategies. These indeed could cause such a retailer to 
follow a pattern indicated by the wheel or retailing theory or completely innovate its existence at 
the end or in contrast to adopt a dynamic strategy while keeping price as the core strategy (Barth, 
2002). 

Findings 

In this section the findings would be summarized under six major criteria that reflect the 
position of the discount retailer on the wheel. Then these results would be matched by the 
profitability indicators. Finally, arguments on applicability of the wheel pattern for this 
individual discount retailer will be provided. 
 
 
Pricing Strategy 

As the main proposition of any discounter is low prices, the Company also started 
operating in Turkish market with an aggressive pricing strategy. Still, the main claim provided 
by the company executive is that the company achieves to sell at prices below the competition. It 
is stated that the general price level is 8-10% below similar retailers. In order to enhance low 
price perception, weekly special offers are provided to customers on items with varying range of 
products; from toy trucks and strollers to laptops. The main reason that enables control over 
prices is the strong purchasing power held by the company due to increasing number of stores 
and the increasing share of revenue of this retailer in the market. Another reason can be 
attributed to the concentration of private label items among the assortments. As of 2008, the 
share of private label products has reached to 50-55% and the aim is to have a 75-80% ratio in 
the near future (Seker Investment, 2008).  Although no publicly available information have been 
found on this strategy, the executive' relative claim does not support the fact that this retailer has 
increased its' prices over the time, along the stages of the wheel. 
 
Assortment Size and Structure 
 In the beginning the assortment size was between 800 to 1000 articles and from 2000 
onwards the assortment size is narrowed to 600 articles. The main principle is to have an 
assortment size that would cover the 80% of the customers’ central needs. The Company is 
cautious not to include any items that would increase costs. In general the Company sells four 
groups of products: 
 
i) Private labels: This group has the highest volume share within the assortments. From branding 
to formula creation the company has the overall control. These are sold at about 15-45% lower 
prices when compared to similar products.  



 

ii) Branded goods: This group has approximately 37% share within the total portfolio. These are 
the leading products according to their sales volumes. 
iii) Weekly promotions: This group has approximately 7% share within the total portfolio. These 
products are promoted weekly in order to increase customer visits. A wide range of products that 
do not have constant inventory are promoted. Special prices are offered as a result of huge 
article-specific order volumes.   
iv) Exclusive products: This group composed of specially produced goods by different consumer 
brands only to be sold at this store chain and has approximately 7-10% share within the total 
portfolio.   
 
 Despite the promotional items the Company achieved to keep the assortment size with 
600 SKUs. On the other hand, although there was no sale of perishables (meat, fruits and 
vegetables, frozen foods, etc.) in the beginning, these were added to the assortment in the 
following years. As such goods require special treatment in terms of storage and logistics, 
additional costs are incurred. Additionally, the company has included imported products to its 
portfolio.   The company has successfully managed its product portfolio to keep the costs under 
control with the help of private label products and promotional products which have lowered the 
risks of vulnerability that has been expected for such a retailer along the wheel. 
 
Store Interior 

The average store sizes vary from 200 to 600 square meters. The general size is around 
400 m2, whereas 2-3% stores are bigger.  Similar to price strategy, one of the main strategies of 
a discounter is to minimize costs. Keeping everything as simple as possible is yet one of the 
ways of controlling fixed costs. In line with this strategy, all the goods are presented inside the 
parcel packages on the shelf. There is not any single extra investment in shelf presentation as the 
sales were made directly out of delivery boxes. On the other hand, it is mentioned that the recent 
improvement in parcels used for display has some effect on the costs. It is also argued that when 
compared with profits such costs are negligible. However, when the steady increase in store 
numbers are considered such increases in fixed costs would become one of the trading up 
indicators.  
 
Location 

Being one of the largest retail chains, the Company has stores all over Turkey, has 
increased from 21 in 1995 to 2628 in 2009. When it has started its operations, target customer 
segment was consisted of C and D socio-economic class. Consequently, store locations were 
defined according to the residential areas of this demographic group. In other words, stores were 
located at lower income districts of the main cities. Currently, as a direct response to economic 
recession an increase in conscious shopping is observed. As a result, people with higher income 
also started to shop from this discount store chain. Hence, as a nature outcome of the widening in 
the target customer segment, new stores started to open at places with higher income levels. 
Despite the fact that stores are at the side streets, an increase in the fixed costs are experienced 
due to higher rental costs of new store locations.  According to the answers provided by the 
executive, this increase in total costs is compensated with decrease in other operational costs and 
increase in profits. 

 



 

An important cost item, logistics, is also directly affected by location decisions, 
especially when the logistics is pointed out as one of the strengths of the Company. Hence, 
operations are performed in 27 regions each with a distribution center of 6,300 to 17,000 square 
meters. Company owned trucks service the stores from these regional warehouses. As the 
Company continues to open stores in higher income districts where the traffic is busy especially 
at rush hours, incremental costs in terms of transportation is to be expected. 

 
Recently, the Company started to transfer this retail concept into international level. This 

means more complicated management and increasing operational costs.  
 
Customer Services 

As the Company adopt the philosophy of being as simple as possible, minimum required 
level of services are provided to customers when compared to other food retailers. On the other 
hand, due to new locations, the company has experienced a trading-up with the addition of new 
services. In the beginning, no additional services were provided to customers, as the years 
passed, the Company was not able to resist to market's demands. For example, starting from 
2003, the credit card started to be accepted. Similarly, by 2008 contour machines of GSM 
operators started to operate at the cashiers. Quite recently battery collecting stations are put 
inside the stores. All these additional services bring additional load to in-store operations.  
 
Communication 

In the beginning the Company had a very limited advertisement budget that is spent 
mainly to in-store communication. Currently it heavily relies on mass media. Indeed, in terms of 
press advertisements, the company has the largest spending among other retailers (Nielsen Media 
Research, 2010). In recent years, TV advertising also started to be used. According to Nielsen 
Media Research (2010), the company ranks the 4th

 

 place among other retailers. Utilization of 
mass media can be considered as a diverging strategy from the original one which may actually 
lead the company to trade up to the next level in the wheel. 

Market to Book Ratio 
As to define trading-up of a retailer Brown (1990, pp.144) suggests the use of a more 

definite performance measure such as market-to-book ratio (Kerin and Varaiya, 1985). It is 
argued that economic profitability is an important determinant of a company’s wealth creation 
capability. Kerin and Varaiya (1985) points out ‘market-to-book ratio’ as an alternative indicator 
for profitable growth of a company. Here the main assumption is that the management seeks to 
maximize the wealth of the firm’s shareholders. There are two key determinants of market-to-
book ratio; the difference between return on equity (ROE) and the cost of equity (ke), and the 
growth rate of earnings (g) (Miller and Modigliani, 1961). ‘ROE-ke spread’ is highly affected by 
the price-margin structure, operating efficiency and financial structures. Hence it is concluded 
that as a company approaches to maturity positive ‘ROE-ke spreads’ which would result in high 
market-to-book ratios are required by the stock market (Kerin and Varaiya, 1985, p. 9). In Table 
3, the self calculated market-to-book-ratios and EBITDA margins of the Company examined for 
the period between 2005 -2009 are presented. 

 
 

 2005/12 2006/12 2007/12 2008/12 2009/12 



 

Market-to- 
Book Ratios 

9.14 12.89 13.28 9.2 16.63 

EBITDA 
Margins 

4.5% 4.7% 5.4% 4.5% 5.9% 

Table 3. Market-to-book ratios and EBITDA margins for the period 2005- 2009. 
 

These numbers provided above indicate a stable increasing trend except for 2008. 
Especially, 48% increase in net profit margin from 2.7% in 2008 to 4.0% in 2009 can be 
proposed as a supporting indicator that the Company is currently experiencing a trading up in 
terms of profit-margins. Besides, as presented there is also considerable rise in operational costs 
by 178% through the years (Table 4).  
 
 
 
 2005 2006 2007 2008 2009 
Marketing and 
Distribution Costs 

NA NA 340,712 475,760 593,992 

General 
Administrations 
Costs 

NA NA 56,314 74,938 92,188 

Other Operational 
Costs 

NA NA 2,731 4,335 6,463 

Total Operational 
Costs 

249,529 307,612 399,757 555,033 692,643 

 
Table 4. Allocation of Operational Costs of the Discount Retailer between years 2005-2009. 
Source: Company Annual Reports (http://www.kap.gov.tr) 
 

Conclusion  
 

As an application of the wheel of retailing concept to a discount retailer in Turkey our 
study is a contribution to the literature especially as an example in a developing country.  The 
findings based on pricing, assortment size and structure, store interior, location, customer 
services and communication strategies as well as a performance measurement ratio; market to 
book ratio suggest confirming results that this retailer is in the trading up process as suggested by 
the wheel of retailing concept. 

 
According to the secondary data available as well as the semi-structured interview 

conducted with the company's executive, there have been some significant changes since the 
establishment of the company in question. Despite these changes, up until now the Company 
seems to be able to maintain the main principles of offering lowest prices in the market with 
limited numbers of items sold. However, the sustainability of this price leadership in the long run 
is questionable. From the operational perspective, as the Company grows to be a huge chain all 
over Turkey within a very short period of time, additional operational costs resulting from; 
upgraded shelf presentations, new store locations at higher rental places, addition of perishables 
to assortments and the intense use of mass media for communication, should not be overlooked. 



 

Hence, with the opening of new stores in foreign countries incremental operational costs as well 
as country risks would also be expected. Besides, it should also be noted that the developing 
Turkish discount sector would attract new competition both from the local and international 
market. In terms of the Company examined within this study, such an arousal of the competition 
within discount retail concept would naturally mean differentiation in terms of trading-up. 
Similarly, Sheth (2002) has integrated wheel pattern with theory of competition to explain this 
trading up process. Keeping the low price strategy would become harder as the number of 
retailers with similar discount concepts increase. Long-term price wars would also carry the 
danger of having to draw on the existing capital while trying to keep up with pace of 
developments. Hence, at such times retailers could be compelled to divert from simplicity 
principal and upgrade the goods and services provided to customers. 

 
When phases of the wheel are considered, with its increasing operational costs and 

degradation in terms of flexibility, the Company is at close quarters of the trading-up. Hence, it’s 
increasing EBITDA margin from 4.5% in 2008 to 5.9% in 2009 supports this argument 
(Company Annual Report, 2008). Considering the development of the Company up until now, 
the wheel pattern seems to be applicable, contrary to Hollander’s (1960) argument regarding 
incompatibility of the wheel pattern in developing countries, in this specific discounter 
company's case. On the other hand, it is important to underline that the analysis of wheel pattern 
should be spread out in a long period of time. Hence, considering that the emerging of the 
discount retail concept in Turkey is quite new, precise conclusions cannot be drawn.  

 
Although, the development pattern of the discount retailer appears to fit the wheel theory 

proposed by McNair (1958), it is also possible that through the implementation of dynamic 
strategies, such formats can pursue their existence in the long run.  Barth (2002, p.43-45) 
suggests ‘a new strategic harmony’ for discount retailers in Germany which are competing under 
such a dynamic environment; keeping cost and price low while extending the scope of high 
quality goods and services, and keeping flexibility and speed at the same time. However, being 
‘cheaper and better’ or ‘all in one’ for a discount retailer format seems to be a very difficult 
strategy to sustain.  

 
As this study was focusing on an individual retailer, it has certain limitations. The 

company in question has very strict rules of sharing limited information with outside parties, 
even for academic purposes. The limited data gathered from the interview and the publicly 
available information were the only data sources for this study. Another important point is that, 
in order to have a complete conclusion on the compatibility pattern, longitudinal studies are 
crucial and is suggested for future studies. Besides, in line with Brown's (1991) proposal, an 
originally developed retail pattern, in Turkey’s case ‘bakkals’, a version of a convenience store,  
small-scale, capital-weak, independent, single location and family-owned outlets would be an 
appropriate format to be analyzed for determining the applicability of the wheel pattern.  

 
The retail institutional change in developing countries has been a neglected area for a 

long time in the existing body of literature. This study aimed at drawing attention back to this 
research area through the case study approach so that results could be used for improvement in 
future studies. 
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