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INDUSTRY REGULATION AND COMPETITION POLICY

Shoppers’ Choice: The Evolution of Retailing in the Digital Age

by
Daniel Schwanen

B Retail shopping has become a many-faceted experience for both buyers and
sellers. Already increasing in use before the impact of the COVID-19 pandemic
on shopping habits, e-commerce continues to evolve, offering new ways for
retailers to sell and consumers to buy their products.

B Consumers now have more choices in how and where they shop, whether over
multiple electronic marketplaces and websites, or in a brick and mortar store, or
indeed any “omnichannel” combination thereof, such as curbside pickup.

B What are the implications for competition in Canada’s retail sector? And should
the Competition Bureau take note?

The Canadian retail industry is in continual evolution, driven by the ways digital technologies
allow consumers to meet their preferences, and retailers to reach out to potential customers. In
this E-Brief, I review these trends, highlighting their acceleration during the pandemic and the
implications for retail competition.

Growth of Electronic Retail

The purpose of retail is the delivery of a product to consumers at an explicit price (Betancourt
2018). In the case of e-commerce, this refers to the buying and selling of retail products through
the internet. This form of retail was already growing fast before the imposition of public health
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Economy Task Force and anonymous reviewers for comments on an earlier draft. The author retains
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measures forbidding or hampering in-store “non-essential” retail transactions beginning in March 2020 in the
face of the COVID-19 pandemic. Thereafter, it has provided a lifeline to Canadian retailers during the pandemic
(Aston, Vipond and Youssouf 2020), rising sharply when restrictions to physical shopping were the harshest
(spring of 2020, and winter/spring of 2021, see Figure 1).

The rise of e-commerce has also highlighted the demand for “omnichannel” retail as consumers get used to
the convenience of different modes of buying, whether over multiple electronic marketplaces and websites, from
anywhere online via a phone or laptop, or in a brick and mortar store. Online shoppers, it turns out, also often
want some of the elements of physical store shopping — whether it’s the ability to get the product on that same
day or to physically check it out before picking it up. For example, Greg Hicks, chief executive of Canadian Tire,
commented in early 2021 that “The popularity of pickup services has challenged the notion of what customers
want from e-commerce ... Sure, it seems a little odd that someone would get dressed up for winter — in the
middle of a pandemic no less — and get into the car and go pick up the product at store ... but that is exactly
what’s happening. And it’s happening across the global retail industry” (Krashinsky Robertson 2021a). A recent
report notes that in the grocery market, during the pandemic, physical stores embedded in the local economy
“provided grocers with stronger growth in click-and collect formats relative to delivery, at a time when delivery
was well-positioned to win” (RBC Global Asset Management 2021).

The trend to omnichannel demonstrates how retailers have evolved to reach customers. Yet despite the
pandemic, e-commerce sales still account for a small percentage of sales by Canadian retailers (6 percent), up
from just under 3 percent in 2018, after peaking at over 10 percent in April 2020 (see Figure 1)." Tracking of
debit and credit usage shows consumers have swung back and forth between transactions placed online and
those made during in-person shopping, though online transactions remain above pre-pandemic levels as a share
of spending in key categories (see Figure 2).

Impact on Consumers and on Competition

Globally, the changes in retail brought on by e-commerce have benefited consumers. For example, a study by the
National Bureau of Economic Research showed that e-commerce in Japan helped reduce the overall cost of living
by between 0.6 percent and 1.8 percent by 2017 (Jo, Matsumura and Weinstein 2019).> At the product level,

a study of the European Union market for electronics shows that while e-commerce diverts sales from offline,
there is a net market expansion effect, as a significant share of sales would not have been made at all without the
online option. As a result, consumers benefit proportionately more than firms overall (Duch-Brown, Grzybowski
etal. 2017).

1 Retail e-commerce sales shown in Figure 1 do not include e-commerce purchases made by Canadian consumers from
foreign-based retailers such as Amazon. Amazon’s share of Canadian e-commerce net sales among the top 10 online
stores in Canada has been estimated at 45 percent (source: Statista at: https://www.statista.com/forecasts/871090/
canada-top-online-stores-canada-ecommercedb).

2 The study utilizes data from the Japanese consumer price index from 1991 to 2016 in order to identify the price trends
of individual goods before and after they were sold intensively online. A related question is whether the spread of
online shopping has led to greater price convergence between markets, potentially affecting the relevant geographic
market when assessing the extent of competition. This study and others suggest that there is such a convergence, but
that important price divergences remain due to, e.g., differences in costs of supply and incomes between markets (see,
e.g., Gorodnichenko and Talavera 2016, Gyodi et al. 2017, and Cavallo 2018), although interestingly price changes
between sellers for a given good seem to move independently from each other (Gorodnichenko 2015).
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Figure 1: E-Commerce Sales by Canadian Retailers (as percentage of total retail sales)
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Canadian macroeconomic data also show that the growing share of online goods purchases in total
household consumption over the past two decades has coincided with, and contributed to, an expansion in
overall consumption. Most recently, it has prevented consumption growth from cratering during the pandemic
(see Figure 3).

All forms of retail — whether online, offline, or using omnichannel sales methods — have seen cost
reductions and enhanced customer experience as a result of technological innovations. Beyond cost reduction,
consumers can enjoy a higher value shopping experience. For example, digital marketplaces or matchmakers (a
term in use by the OECD that includes some entities popularly referred to as “platforms™) combine (i) the pure
ease and cost of a transaction for a product the consumer is looking for, with (ii) access to related products,
shopping and lifestyle advice and, increasingly, experiences such as access to online shows. This, in addition to
a multiplicity of delivery options.> Now more than ever, buyers alternate within the same retail sector between
online, physical and omnichannels when making purchasing decisions; for example, they might search for a
product in a store, pay for it online, and then pick it up curbside.

3 Such offerings can, however, be based on cross-referencing techniques which some argue can exhibit anti-competitive
features — a question explored in a companion paper (forthcoming).
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Figure 2: RBC Online Spending (percentage of debit and credit card spending done remotely)
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Source: Adapted from RBC Consumer Spending by RBC Economics.

Retail, in short, exhibits the trend towards “mass customization” enabled by digital technologies, generally,
that allows a closer match than ever between customers’ preferences and easily accessed market supply (since
the latter is no longer constrained by inventory carrying costs borne by local retailers). The transformation was
harder on those retailers that cannot offer comparatively attractive convenience (including location), price,
brands or other attractive features. The impact has tended to be a net expansion of larger, lower-cost retailers
(both internet-based and traditional retailers), while smaller, higher-cost firms tend to exit the market (Syverson
2010). However, recent developments have made it easier for niche or smaller players to connect online with
would-be customers.

Since the arrival of foreign retailers reshaped the Canadian marketplace, many Canadian retailers have caught
on to online sales as a component of their business model. The expanding number of digital alternatives means
suppliers can expand their customer base directly, including through digital ads, while bypassing large digital
marketplaces or wholesalers, following the example of Nike (RBC Global Asset Management 2021).

Indeed, e-commerce applications and platforms have exploded in recent years, with Shopify, BigCommerce,
and Magento, among others, offering digital solutions to help businesses sell their products, and emerging firms
such as Lightspeed challenging in that space as well (both Shopify and Lightspeed are based in Canada). One
can get a sense of the competition in that space by noting that the market capitalization of Shopify went from five
percent of Amazon’s in December 2019 just prior to the pandemic, to almost 11 percent in the fall of 2021.%

4 In the context of the rapid development of new application of digital technology, such signals from the market about
emerging competitors could help competition authorities evaluate the actual extent of the market power held by digital
leaders.
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Figure 3: Canada: Goods Purchased Online vs. Total Household Consumption
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In short, e-commerce pioneers, while they have “disrupted” established brick-and-mortar players, themselves
face growing competition from (i) traditional retailers that have upped their digital game and who can leverage
their established brands or physical location and (ii) new applications of digital technologies that empower
direct-to-consumer capabilities (Olive 2021). As well, they face growing competition from regional platforms,
particularly in Asia.?

5  For example, while many consider Amazon the dominant player in the e-commerce sphere, its global retail

e-commerce market share is around 14 percent. https://www.statista.com/statistics/955796/global-amazon-
e-commerce-marketshare/#: ~ :text=This%20statistic%20presents%20the%20global worldwide%20retail % 20

e%2Dcommerce%20sales, while e-commerce itself is about 18 percent of retail trade worldwide.
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These competitive forces diversify the outlets available to sellers who wish to reach potential customers, and
therefore limit the conditions that large online marketplaces can impose on third-party sellers for accessing their
marketplaces. Admittedly the extent of that limit is an empirical matter. Ultimately, the question is whether the
interests of the owners of the marketplace themselves are opposed to those of marketplace participants, and in
turn, whether the latter have other choices in connecting with their potential customers or suppliers.

Has the Nature of Competition Changed in the Digital Age?

Competition in an economy is generally beneficial to standards of living. In contrast, “‘excessive market power in
the hands of a few firms can be a drag on medium-term growth, stifling innovation and holding back investment”
(Akcigit et al. 2021).

Canada’s Competition Bureau can investigate, address, and when necessary secure redress or penalties for
alleged anti-competitive behaviour, including criminal matters such as agreements to lessen competition (e.g.,
price fixing or other cartel behaviour), or civil matters such as abuse of what is deemed to be a dominant
position in 2 market. Various competition issues in the retail sector have been in the news lately. With recent
admissions of price fixing by some Canadian retailers, recent mergers in that sector, and the top ten retailers in
Canada, including many foreign-owned giants, together accounting for 50 percent of sales in 2019, compared to
43 percent just five years earlier, “concern about business concentration and competition is ‘in the air™” (Yeates
and Hernandez 2021, 4).

Indeed, competition authorities in Canada and elsewhere are investigating whether Amazon has the ability
and incentive to engage in anticompetitive behaviour, and whether it has abused that position. However, it
will be interesting to see whether the investigation properly considers the growing options available to sellers
beyond Amazon, as discussed in this paper, and whether it properly considers e-retail as a part of the broader
retail market, given the growth of omnichannel retailing. The size of a company’s operations in itself, or its
reliance on “big data” that it acquires and uses as part of its day-to-day operations — an increasingly ubiquitous
practice across many economic sectors — should not be issues per se, as long as there are robust alternatives for
customers and suppliers.®

Consider, in this light, the Canadian food retailing sector, where rivals Loblaw and Sobeys, who primarily
operate physical stores, together account for roughly 40 percent of the Canadian retail market. Yet both rely on
digital tools including online sales channels to cater to different clienteles. One of Loblaw’s strengths, according
to its returning chairman and president, is its PC Optimum loyalty program, which provides the company with
“vast amounts of data on people’s shopping habits.”” The large size and scope of the program (extending beyond
stores owned by Loblaw) is key to ensuring that consumers can benefit from the analysis the company makes

6  Amazon reports that when it tried to launch a separate portal for third-party suppliers, shoppers clearly expressed a
preference for bemg able to shop ina smgle digital store, not two under the same roof. See https://www.aboutamazon.

7 “Loblaw overhauls top ranks with Davis exiting as president,” The Globe and Mail. https.//www.theglobeandmail.com/
business/article-george-weston-to-sell-historic-bakery-business-management-shift-sees/.
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with this data.® Meanwhile, competitor Sobeys is “investing heavily in home delivery services” and has over
time steadily populated its shelves with its own private label products (as has Loblaw), sometimes crowding out
other brands — no doubt based on information gleaned from consumers’ habits — and strengthening its hand in
negotiating with third-party suppliers vying to put products on Sobeys’ shelves.

These are examples of business strategies that are legitimate, indeed, time-honoured. The Competition Bureau
is not in the business of controlling power imbalances or “hard bargaining,” even though “the line between hard
bargaining and anticompetitive conduct is not always bright” (Boswell 2020). A key reason for that is doing so
would ultimately limit the incentives to innovate, which do involve competitors getting “an edge,” or some power
or exclusivity distinguishing them from competitors, in contrast to the theoretical model of competition among
undifferentiated firms (Howitt 2015). There is always this jockeying for delivering value to customers — and
prying them away from alternatives. After all, the emergence of retail stores’ own brands (such as President’s
Choice, which famously built on a combination of higher quality and lower price than established food
manufacturers’ brands), was due in part to attempts to free them from the power of food manufacturers.

The previous two paragraphs illustrate ways to compete in which companies seek to use new technologies
or techniques to potentially increase their market power, but also that whether they are able to do so depends
on countervailing market forces. More broadly, given the growing adoption of digital technologies and strategies
similar to those of Loblaw by the myriad of existing Canadian retailers with a well-established physical presence,
often drawing on information from the same customers, they illustrate that it makes no sense to consider e-retail
and physical retail as distinct and separate channels. Given the increasing accessibility of digital tools and the
growth of omnichannel retail, including an increasing panoply of tools and partnerships for manufacturers and
brands who wish to sell directly to customers in order to recapture margins lost to wholesalers, Canadian sellers
arguably face fewer and fewer obstacles in reaching consumers.

How Canadian competition authorities view the retail sector will give Canadians a good indication of whether
they view traditional and digital markets as distinct from each other, with few players dominating the “digital”
space and others wilting, or whether they see digital capabilities as empowering multiple players across the
sector, each with their unique strength and viable value proposition.

8 Inturn, Loblaw partners with Google see: Loblaw Companies Limited Case Study | Google Cloud.
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