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Foreword 

Some knowledge of the personal background to this study may perhaps add to 
the reader's understanding of this report and of my frame of reference. I first 
became interested in the subject of integration in marketing systems early in 
the 1960's when I was working as a research assistant and consultant at the 
Swedish Wholesalers' R esearch Institute, where I came in contact with trends 
and ideas concerning structural rationalization in various branches of the re­
tail and wholesale trades. My interest was confirmed during a one-year trip 
to the USA, where I studied marketing problems in particular from the whole­
saler's point of view, and by work on an investigation of the structural and 
marketing problems of the bakery industry in Sweden. I have also had the 
advantage of many years' contact with the Marketing Section of the Federa­
tion of Swedish Industries which has given me some insight into current 
problem areas concerning relations between manufactu rers and distributors. 
Moreover I have been able to follow developments in the Swedish consumers' 
co-operative movement, partly as a c.onsequence of my family background. 

Thus, long before I embarked on the present study, I had been in touch 
with and interested in the problems that are its subject. I have approached the 
subject as a business economist, with a special interest in marketing economics. 
Needless to say, had my special area of interest instead been, for example, 
organization theory or microeconomic theory, the study might have taken 
another form. 

I have carried out this study in its entirety at the Economic Research Insti­
wte (EFI ) at the Stockholm School of Economics, where I am attached to 
the research divi~ion headed by Professor Folke Kristensson. Without the many 
advantages of membership of the Institute-intellectual, practical and financial 
- this study could not have been carried out. I would like to thank in particu­
lar Professor Kristensson, who has followed the work from its initial stages, for 
his help and support in many forms and for his good advice and constructive 
criticism. I also extend my thanks to all my former and present colleagues at 
the research division for Marketing Management- Strategy and Economic 
Structure for their valuable positive criticism at our group meetings. 

Preliminary versions of the manuscript have been read and commented 
upon by Professors Paulsson Frenckner, Dick Ramstrom, Karl-Erik Warneryd 
and Messrs. Sture Berglund, Leif Borin and Berti! K usoffsky. I have also had 
the benefit of discussions at various stages and concerning particular sections 
of the manuscript with Professors Albert Danielsson and Jan Odhnoff, Messrs. 
Lars Berg, Harry Nystrom, John Sk~r and Jan Valdelin. I would like to ex-
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press my gratitude to all of them for their suggestions and very helpful advice. 
During the empirical study I encountered very helpful cooperation on all 

sides in the arrangement of interviews and the collection of other data. Un­
fortunately, for confidential reasons, I must in this case restrict myself to an 
anonymous expression of my heartfelt gratitude to all the persons concerned. 

I would like to thank Messrs. Hans Naslund, Nils-Erik Wirsall and my 
father, Gunnar Mattsson, for the most stimulating interest which they have 
shown in this study. As business practitioners with deep insights into the func­
tioning of marketing systems, they have been of great help to me. 

Mrs. Nancy Adler, B. A., has translated the report from the Swedish. In 
the course of the translation it has been possible to eliminate many axnbiguities 
contained in the original text, and this has meant a considerable improvement 
in clarity. I am most grateful to Mrs. Adler for her help in this respect. 

Mr. Leif Borin checked the survey of literature in chapter 7, Mr. Jan Valde­
lin drew up the subject index and Miss Ulla Hellstrom helped me with the list 
of references. I am very grateful for their assistance. 

With the possible exception of the author, the person who has ·worked the 
hardest on this project is Mrs. Ingrid Ekenas. Mrs. Ekenas has typed out al­
most all the se"-eral versions of this lengthy report, working ar all times un­
tiringly and with great loyalty. I should also like to thank Mrs. Margaretha 
Keijser for he~; help in this respect. 

I am glad to acknowledge the grants that have been received from the 
Svenska Handelsbanken's Foundation for Social Research and the Swedish 
Council for Social Science Research ·which have partly financed this project. 

To my wife I want to express my deepest gratitude for her continual support 
and encouragement during the preparation of this report. 

Stockholm, April 1969 
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Chapter 1 
Introduction and Preview of Contents 

Background 
The initiation of this study was inspired by certain very conspicuous changes 
in the marketing sector in Sweden during the last ten years or so. These 
changes have been labeled variously as "increased integration", "concentra­
tion", "group competition", "bloc formation", etc. One aspect of this develop­
ment is that chain organizations, and different kinds of voluntary associations 
of independent retailers and wholesalers, dominate a rising proportion of the 
market in many sectors.2 

There has also been a tendency to centralize the making and implementa­
tion of marketing decisions in such firms and groups, so that the behavior of 
different units in a system becomes more uniform and, in various ways, to 
change the behavior of the units with a view to achieving higher efficiency in 
the system as a whole. Some examples of this development in the daily goods 
sector are: the formation of regional associations in the consumers' cooperative 
movement, the reorganization of the retailers' cooperation (ICA) as a nation­
wide voluntary chain, various means of cooperation within the wholesaler­
sponsored voluntary chains and the increasing influence of wholesale firms on 
capital acquisition and the establishment of new stores. 3 

There has naturallr been a growing interest in, and awareness of, the effects 
of all these changes on behavior and efficiency in marketing systems; and in 
the effects on the marketing activities of the manufacturers. Here is a sample 
of some pertinent questions: How do changes in the centralization of marketing 
decisions in a system affect the efficiency of the system? Can independent re­
tailers and wholesalers, who have not entered into any formal cooperative 
agreements, achieve the same efficiency as formally organized groups? What 
kind of program should a voluntary chain adopt, and how shall the members 
of the group be selected? What kind of relationship, if any, exist:; between 
integration, in the various senses attached to this term, and the efficiency of 
the system? How is the manufacturer's position in the marketing channel af­
fected, and how can he adjust his marketing policy to the various changes in 
the relations between the wholesale and retail units through which he reaches 

l Various terms used in this chapter, such as integration, system, control, efficiency, etc. 
will be defined later in the report. They are used here in their everyday meaning. 
z Support for this statement can be found in, for instance, the Swedi~h government 
report on concentration in industry and trade (SOU, 1968, ch. 6). 
A Many examples of this type in several merchandise sectors are quoted in SOU ( 1968, 
chs. 6- 8 and appendix 7; 1 ) . 
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the consumers? From society's point of view, what arc the effects on pricing, 
innovation, use of resources, etc.? These and similar questions stimulated me 
to undertake this study, though not with any purpose of answering them as I 

have formulated them here. 
Also in the background has been my belief in the advantages of a system­

oriented approach to the study of many marketing problems. Taking an ad­
mittedly very broad and generalized view of marketing literature, we can say 
that it falls into two main categories. The first of these includes the study of 
the functions, structure, behavior and efficiency of various marketing institu· 
tions, mainly the wholesale and retail trades but also of the marketing system 
of a particular trade, area or country. The second broad category consists of 
studies of the marketing policy of the finn (usually the manufacturing finn). 
Decisions regarding the various means of competition provide the main sub­
ject. The focus of interest is the single firm, the decision making unit, and its 
relations to the environment. 

The two categories are to some extent connected. For instance, when 
marketing channel decisions are discussed, reference is often made to general 
changes in the structure etc. of the distributive trades. On the other hand, 
when these changes are themselves the subject of analysis, the marketing 
policies of the firms in these trades are often referred to. However, relatively 
little attention has been paid to the study of the subsystems of variously inter­
related retail and wholesale units of which the retail and wholesale trades 
consist, and through which the manufacturers reach the market. I think that 
studies belonging to both of the main categories outlined above suffer from 
thls neglect. For instance, it seems to roe that in any prediction of structural 
development in the retail trade, it is important to consider the centralization 
of decisions with regard to establishing and closing down stores in the systems 
of which the retail units are members. Moreover, few marketing decisions made 
by the manufacturer can be effectively analysed, unless the nature of the 
marketing systems of retail and wholesale units through which the products 
reach the ultimate buyers is taken into account. 

One property of the marketing s-y-stem interests me, a pri01·i: the degree of 
integration. It seems to me that although intrinsically important with a view to 
behavior and efficiency in marketing systems, the concept as used in the 
marketing literature is rather vague and ill-suited to its purpose. 

To summarize, I was inspired to undertake this study by (a) developments 
in the distributive trades, and the various questions these have raised among 
distributors and manufacturers; (b) my belief that, for many problem areas in 
marketing, it is important to recognize systems of retail and wholesale units 
rather than units in isolation; (c) my recognition that various aspects of 
integration are important as properties of marketing systems; (d) the relatively 
little material on the subject in marketing literature. 
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Aim of the Study 
First a brief methodological note. I distinguish between two levels in a scien­
tific discourse: the model level and the description level.4 Reports on observa­
tions and measurements of attributes in real systems, i.e. empirical studies, are 
carried out on the description level. At the model level we are dealing not 
\\--ith real systems but with simplified conceptual models of such systems.'1 For 
several reasons, a discussio·n of which would be too lengthy here, it is important 
in research reports to distinguish between statements about models and state­
ments about real systems; also, to be aware of the variou~ problems connected 
with the relations between real systems, models of real systems, and measure­
ments in real systems. Some of these problems will be discussed in chapter 10. 

Against the broad background presented at the beginning of this chapter, 
my aim in this study is: 
a) to develop a system of integration concepts, 
b) to measure integration variables in some marketing systems m the food 

trade, and 
c) to create an analytical framework that relates integt·ation and efficiency 

vari4bles in a marketing system. 
Points (a) and (c) will be treated on the model level, and (b) on the de­

scription level. 
The aim of the study can a lso be formulated in term~ of its intended "use­

fulness". As I have already indicated, I had originally a general belief in the 
significance for various marketing problems of the integration concept and the 
system-oriented approach. More specifically I thought that the system of con­
cepts and th e efficiency analyses developed in this study could be of some help 
to decision makers in marketing systems, and to manufacturers selling through 
the systems, in their analyses of integration and marketing problems. My aim 
is not, however, to provide any solutions to specific decision problems, but 
simply to suggest a way of looking at some important variables and their inter­
relations. 

Another aim has been to provide some basis for further rescm·ch. This is 
particularly important, since the concepts and analyses of this study will be 
of much less interest if they are not followed by fu rther research, for instance 

along the lines suggested in chapter 10. 
The purpose of the study has, of course, undergone some changes since the 

4 Danielsson ( 1965, ch. 1), Danielsson & Tornebolun ( 1968, ch. I). 
s The word de~cription (in Swedish "beskrivning") in the concept description level 
may be somewhat misleading, at least to Swedish readers. I am not using the tenn 
here in its more usual meaning as something opp~d to "analysis". Description level is 
a concept used to indicate that the presentation concerns attributes of real systems that 
have been observed by some measurement technique. The word "description" in itself is 
in this study used on both the model level and the description level. A section on ac­
tivitie~ in the marketing system model where attributes of the activities are discussed is 
for in~tance headed "Description of Activities" (p. 19). 
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start. Originally I had no intention of devoting so much attention to the con­
cepts. Instead I intended to compare variou~ aspects of efficiency between 
systems with different degrees of integration, and to construct some quantita­
tive models for analyses of some specific relations between integration and 
efficiency. As work on the study proceeded, however, I became convinced that 
there would be litde point in committing considerable resources to the inherent­
ly difficult task of efficiency measurements, without first devoting a great deal 
of work to the development of concepts. Further, if the quantitative model 
analyses were founded on a weak conceptual base, and the models themselves 
could not be referred to a broader frame of reference with regard to the re­
lations between integration and efficiency, then we should find our models too 

disconnected from any broader framcwork.6 

Plan of the Study and Preview of its Content 
The study is divided into two main sections: 
a) Chapters 3-6 in which a system of integration concepts is developed and 

some measurements reported. 
b) Chapters 7- 9 which contains analyses of the relations between integration 

and efficiency. 
Chapter 2 contains a model of a marketing system and provides a foun­

dation for both the main sections. There is abo a concluding chapter on 
further research and possible applications. 

A brief preview of chapters 2- 10 follo·ws. 

Figure 1: 1 provides a survey of the contents of the report, showing the way 
the various chapters are related to each other. 

Chapter 2: The Marketing System 
In this chapter I develop a model of a marketing system. The marketing 
system is seen as an input-output system, where the in- and outflows consist of 
goods, production factors, information and payments. These flows arise as a 
result of marketing activities carried out by components inside and outside the 
system. The internal components are retail components (=stores) and central 
components ( = wholesale units and/or units administering several retail 
units). Flows bet\"Y'"een internal components are of the same type as between 
system and environment mentioned above. Internal components are also in­
volved in other types of relation.!, with each other and with certain external 
components. 

The total marketing activity of the system is divided into a number of retail 
8 Some comments on the course of the research process in this study can be found in 
appendix l: 1. 
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Figure 1: 1 Substance of the Report in Chapters, Showing Relations Between 
These 

Introductory 
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of these rela­
tions in the 
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Cbapte rs 5 and 6 
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Chapters 4, 5, 6 

I 
I 

lntegralion 
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Chapter3 

.:;, 

;:,. 
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integration 
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the studied 
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App.8:1,9:1 

I 
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Chapters 1, !I 
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efficiency 
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Chapler7 

Concluding 
chapter­
findings, 
further 
researCh, 
applica­
tions. 
C:hapler1D 

and wholesale activities. For every activity a decision process and an execution 
process is distinguished. A model of the decision process is developed in some 
detail. Coordination of the system's activities is recognized as an important 
task of the decision processes and some concepts for an analysis of coordination 
are presented. Criteria for the delimitation of the system from the environment 
are discussed in terms of interdependence, institutional relations and the relative 
size of certain goods flows. 

Efficiency in the marketing system is viewed from the system's standpoint. 
Criteria of efficiency are defined at the end of chapter 2. 

Chapter 3: The Integration Concept in Marketing Literature 
Definitions are quoted from a number of writers and discussed in terms of 
our marketing system model. It is noted that a development of concepts is 
clearly needed for a number of reasons. 

Chapter 4: Institutional I ntegration. Introduction to the Empirical Study 
The system of concepts developed in chapters 4, 5 and 6 is based on a break­
down of the integration concept into (a) integration, rooted in the e_'{jstence 
of certain institutional relations between components, (b) integration in the 
decision processes of the activities and (c) integration in the execution of 
activities. 

Institutional integration refers to the legal power of the institutional rela­
tions between components. 

There follows an account of the aim of the empirical study and a descrip-
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tion of what systems and components are included. The institutional relations 
between the systems' componen~ are described and, in light of this, their in­
stitutional integration is c.h.aracterized. Chapter 4 thus proceeds first at the 
model level and then at the description level. This is also the case in chapters 5 
and 6. 

Chapter 5: Decision Integration 
Integration geared to the decision process of the activities--or decision integra­
tion-is a measure of the "centralization" of the decision processes in a 
marketing system. The influence exerted by the central component on the 
decisions in a certain retail component operates through the sending of con­
trol information.1 Control information is intended by the central component, 
directly or indirectly, to prescribe a smaller or larger number of action alter­
natives {the controlling set) from which an action alternative (the chosen set) 
is to be chosen. The control information also indicates the degree of "per­
®ssible" deviation of the chosen set from the controlling set. Decision integra­
tion is defined as the ratio between the number of elements in the intersection 
and union of the controlling and c.h.osen sets. 

The empirical measurements have been geared to rankings of the systems 
for each retail activity and a classification of activities into one of five classes 
of decision integration. 

The operationalization of the concept involves interviews about, and ob­
servations of, the content of control information, and of the attributes of some 
factors that are supposed to affect the extent to which the intentions of the 
central component are realized. These factors are: execution of the activity 
at the central component, system of rewards, review information, and external 
information. 

The rankings of decision integration turn out to be highly correlated with 
the ranking of institutional integration. Various tentative explanations of this 
are discussed. 

Chapter 6: Executwn Integration 
Execution integration is concerned with certain aspects of the way in which 
marketing activities are executed and of the flows related to these activities. 
Four concepts a re distinguished and their interrelations discussed. 

Activity transference is concerned with one aspect of the division of work, 
"vithin the system, between retail and central components. The activity trans­
ference is (a) greater for a retail activity, the greater the extent to which the 
activity is executed by central components and (b) greater for a wholesale 
activity, the greater the extent to which the activity is executed by retail com­
ponents. 
7 The word "control" as used in this study has a wider meaning than the Swedish word 
"kontrollera". 
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Some activities are carried out by internal components and by some external 
components. Internalization measures the extent to which the activity is 
carried out internally. Internalization thus reflects an aspect of the div)sion of 
work between system and environment. 

Exclusiveness is concerned with the ratio between internal flows and total 
flows of goods, information, payments and production factors respectively. 
Flows are internal if both sender and receiver are internal components. The 
exclusiveness of the goods flows, for example, is divided into exclu:;iveness of 
flows from central components and exclusiveness of flows to retail components. 
The exclusivenes~ of the good5 flow from the central component is thus de­
fined as the ratio between the quantity of goods flow from the central com­
ponent to the system's retail components and the quantity of total goods 
flow from the central component. 

Homogeneity is concerned with uniformity in the way different components 
carry out the same activity. 

The rankings of the systems according to the various variables expressing 
execution integration reveal a positive corrcJation both within and between 
themselves and a positive correlation between each variable on the one hand 
and decision int~gration and institutional integration on the other. Various 
tentatjvc explanations of these results are discussed. 

Chapter 7: Analyses in Marketing Literature of RelationJ between Integration 
and Efficiency Variables 
This chapter contains a survey and critical analysis of the treatment of the 
subject in marketing literature. After a general review, I present a series of 
schedules summarizing the various variables and relations found in some 
twenty authors' analyses. Lastly I discuss some methodological issues. 

Chapter 8: Decision Integration and Efficiency 
In chapters 8 and 9 my purpose is to present a coherent, systematic analysis of 
what I consider to be the main relationsrups between integration and efficiency 
from the system's viewpoint. 

I analyse in chapter 8 the relation between decision integration and the 
efficiency of the decision process. I regard the Latter as a ratio between the 
level of goal fulfilment and the costs of the decision process. I first consider 
an independent retail activity and then extend the analysis to include, in 
various ways, interdependent activities. Lastly I consider how the analysis is 
affected by introducing some other variables, such as the decision integration 
of other activities, the execution integration, the institutional integration, and 

the environmental variables. 
Chapters 8 and 9 proceed at the model level. An exception to this is the 

appendices to these chapters that contain an account of the changes in ef-
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ficiency "resulting" from changes in integration, as noted by interviewed 
officials in the studied systems. 

Chapter 9: Execution Integration and Efficiency 
In this chapter I analyse the relation between each of the four execution 
integration variables and efficiency. I n particular I discuss how integration 
affects-and how efficiency is affected by-some "main intervening variables", 
such as: the size of the activity in a component, the bargaining strength of th(: 
system, the number of transactions. 

Chapter 10: Findings, Furthet· R esearch, Possible Applications 
In this chapter I first summarize, and in some respects evaluate, the results of 
the study. I aho list the conclusions reachf.d in chapters 8 and 9. I then suggest 
some problem areas and methods for further research. I n conclusion I discuss 
some possible "practical" applications of the ideas put forward in the report: 
a) decisions about integration changes in a system. Decision makers in the 

systems having to consider such changes, could find here a set of concepts 
and an explicit frame of reference which, although not suggesting any 
specific solutions, could help to "structure" the problems. 

b) decisions about the marketing activities of manufacturer-s. Manufacturers' 
decisions must take into account the various interrela tion:; in the marketing 
systems through which manufacturers reach, or try to reach, the con­
sumers. This study may contribute to an understanding of the nature of 
such interrelations, especially integration variables and how they affect the 
behavior and efficiency of the marketing systems. For instance, in deciding 
on sales promotion, manufacturers must consider the allocation of decision 
processes regarding assortment in the marketing system between the central 
and the retail components. It might be misleading to regard the central 
component or the retail component as the decision making unit. 

c) forecasts of structural developments in the retail and wholesale trades. 
Changes in the number, size, type of service system, assortments, ere. of 
retail and wholesale units should, according to the ideas put f01ward in 
this study, be analysed in light of the properties of the marketing systems 
in which they occur. 

d) analyses of social efficiency in the marketing sector. In this study efficiency 
is viewed from the system's standpoint. H owever, parts of the analysis may 
be relevant to studies of performance in the marketing sector, from the 
point of view of society. 

e) decisions by the authorities enforcing the Swedish Antitrust Laws. T he 
authorities often have to consider cases which could be said to constitute a 
change in a system's integration variables, or suggest solutions that constitute 
such changr.s. Furthermore the authorities sometimes seem to judge an in-
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crease in decision or execution integration differently, depending on whether 
the degree of institutional integration in the system is high or low. 

f) understanding the rationale behind various manifestations of marketing 
activities. The sales promotion activity of the marketing system is a per­
tinent example. To understand why this activity is carried out in a cer­
tain way, we have to consider its effects not only (and perhaps not 
primarily) on the behavior of the consumers, but also on the system's 
relations with the manufacturers and on various integration variables in 
the system. 

g) decisions on the policy of trade associations in, or connected with, the 
marketing sector. If we adopt the viewpoint of the system, rather than the 
individual unit in the system, it becomes clear that any tendency of the 
trade associations to consider one category of units rather than the system 
as a whole; could detract from the efficiency of the system. The present 
study might provide a background against which such questions could be 
analysed. 
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Chapter 2 
The Marketing System 

This chapter is of basic importance to my whole argument. l ts longest sec­
tion, following a brief discussion of the concept of systems in general and 
marketing systems in particular, is devoted to the presentation in some detail 
of a model of a marketing system. This model bears directly on the fonnula­
tion of various concepts in the following chapters. It also affects the design 
of the subsequent empirical study and the analysis of integration and efficiency. 
A final section is concerned with the concept of efficiency in the marketing 

system. 

System-A General Concept 
A general and much quoted definition of system is: "A system is a set of ob­
jects together with relationships between the objects and between their 
attributes'' (Hall & Fagen, 1956, p. 18). 

Several writers on general systems theory have discussed the problem of 
characterizing and classifying systems. (To take a few examples, see e.g. Bould­
ing, 1956; General Systems, 1956; and Mesarovic, 1964.) With this literature 
in mind I suggest that the following, briefly put, are some of the main attributes 
of the type of syotern we shall be studying below.1 

a) The system is open, i.e. it has relations with its environment. "A system is 
clooed if there is no import or export of energies in any of its forms, :;uch 
as information, heat, phy:;ical materials etc., ... " (Hall & Fagen, 1956, 
p. 23.) 

b) The system is a complex man-machine system. This means that a descrip­
tion of the system is concerned with human behavior. Because it is ~o 

complex, a crucial question is to decide what is the smallest unit, or com­
ponent, whose behavior and relations are to be studied. 

c) The system is adaptable, i.e. it can, at least to some extent, adjust its 
behavior to changes in the environment. Adaptation is to a large extent 
achieved by the feedback of information from the environment about re­
actions to the system':; behavior. 

d) The system's behavior is geared to the fulfilment of certain goals. The 
system can formulate these goals and change them. 

Points (a) and (b) indicate two basic problems: how can we delimit a 

1 Cf. sinUlar descriptions of the attributes of organ.izations in e.g. Johnson, Kast & Ro­
senzweig (1967, ch. 3), and Ramstri:im (1967, ch. l ) . 
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system from its environment, and what are to be the smallest units of the 
system, ie. the components? 

Since the system is open, it will be related in many ways to the environment 
Thus it is difficult, in a general way, to delimit the system from those parts of 
the environment "close" to it. The limits that we set will depend to a great 
extent on our reasons for studying the system at all, and on the constraints 
dictated by resources and methodology. However, these three factors are not 
sufficient alone to determine the limits of the system. Other criteria are needed. 
This will be discussed below, pp. 29 ff. 

Regarding the second problem, that of defining the components of the sys­
tem, we find that each component, by whatever definition, can in certain con­
texts be regarded as a system of !imaller components. If our system is a company, 
then the components could be the various departments, or the men and ma­
chines that constitute the departments, or the parts that constitute the men 
and machines, etc. Naturally the choice is important. For example, a study of 
the decision process in a company will assume a different shape and come to a 
different result according to whether deparonents or individuals are the chosen 
components. For example, if the department is the smallest unit, it will not be 
possible, to note differences between individual and group decisions within it. 

The delimitation of the system decides the size of the system to be studied, 
and the definition of the components decides the detail in which it is to be 
studied. I will here refer to the fi.n;t of these as a decision on the extent of the 
system and to the second as a decision on the size of the component. A com­
bined measure of these is expressed by the concept of altitude. (Danielsson & 

Tomebolun, 1968, p. 1-23). The greater the extent of the sy5tem and the 
larger the components, the higher is the altitude from which a study is made. 
(Altitude refers to the "position" of the observer/analyst in relation to the 
studied sy-stem.) It is often necessary to change altitude during a study. Some­
times, for instance, I speak of the "system" and sometimes of a "large system'' 
(e.g. on p. 120) ; sometimes I speak of three central components in each sys­
tem's hierarchy and sometimes of the central component, which is a combina­
tion of the three (e.g. on p. 78) . 

It is of course important that the researcher is aware of such switches in 
altitude and of their poss.ible consequences for the analysis. 

Marketing System- A Concept 
A marketing system is a system that carries out marketing activities. So far, so 
good. But what is marketing? There is no generally accepted definition. How­
ever, a usual assumption is that certain "gaps" exht between the making and 
consuming of goods and that marketing is a force that bridges them. 

"A coru:ept of marketing in its widest sense, therefore, is any activity which ac-
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cualizes the potential market relationship between the makers and users of economic 
goods and services" (Mcinnes, 1964, p. 57). 

"If a market represents a separation-in space, time, perception, valuation, and 
ownership--between makers and users of economic goods, then some force is required 
to bridge the gap and realize the opportunity latently existing jn the market potential. 
That force, ox activity, we call marketing (ibid. p. 60). 

Activities in the marketing system arc carried out to en~ure that the system 
can bridge the various gaps as required. In other words, the marketing system 
is there to create and maintain flows (goods, payments, information) between 
the producing and consuming systems. In fact, many of its relations with the 
environment can be expressed as various types of flow resulting from the 
marketing activ-ities.2 Work is divided among the various components in the 
system. Internal flows in the system are therefore necessary. 

Figure 2: 1 represents a model of a marketing system showing some of the 
flows (goods and infotmation). If we compare system A and system B, we find 
that the extent of A is larger because it contains consumer components and 
several production components. Component C may, in a study from a low 
altitude, represent a marketing system in itself, as is indicated by the dashed 

Figure 2: 1 ! Uustration of a Marketing System 
Key: 

o.~o= 
Component for marketing, production and consumption activities, respec­
tively 
Flow of goods (including two-way flow of infoonation) 

Flow of information only 

Boundaries of the system according to alternatives A, B and C 

----- = "Subcomponents" within component C 
System A 

SystemS 

2 Cox, in particular, has been associated with the development of the flow concept m 
marketing. See e.g. Vaile, Grether & Cox (1952) and Cox (1965). 
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lines, or, if we choose larger components, system B can appear as a component 
of system A.3 

Some recent studies of marketing systems provide examples of different 
altitudes. 

Cox ( 1965) describes the total US marketing system. The components are 

statistical aggregations of companies or working places as classified in the 
Census of Business. Artle (1959), in an input-output analysis, describes the 
economy of Greater Stockholm. He sees it as a system with internal flows be­
tween various industries (sectors), and external flows between these and the 
rest of the nation and the rest of the world. In both these ~tudies the chosen 
components and system are large. 

Skar ( 1964) and Balderston & Hoggatt ( 1962) are studies from a lower 
altitude. They both study systems whose components are individual companies 
marketing a specific class of goods. SHr is concerned with the marketing system 
for glass and china in Norway. He describes among other things the structure 
and structural changes per n umber of components, the composition of goods 
flows between components, and the competition and cooperation between 
components. Balderston & Hoggatt, using simulation, analyse behavior, struc­
ture and performance in a marketing system consisting of raw material sup­
pliers, two levels of distributors and the ultimate buyers. 

Studies with an operations research approach are often geared to smaller 
components, such as parts of a company. Balderston ( 1962), for example, 
is concerned with the activities in multiple branch organizations. Forrester 
( 1961 ) suggests a method called industrial dynamics for treating flow inter­
actions in marketing and/or production systems. This method is also intended 
to apply to studies from higher altitudes, even of macrosystems on the scale of 
a national economy. Models for analysing various aspects of physical distribu­
tion (storage, materials handling, transport) often provide examples of studies 
from a low altitude. See e.g. some of the articles in Scarf, Gilford & Shelly 

(1963) and Marks & T aylor (1967) . 
These examples can serve to illustrate the various meanings attached to the 

concept of marketing system, also the many directions in which studies of the 

system may point. 

Model for the Present Study 
The system consists of components which make and implement decisions about 
marketing activities. This means that I distinguish between the decision process 
and the execution process of an activity. The activities generate flows between 
components in the system (internal flows), and between components and en-

s Cf. Fisk (1967, pp. 77 ff.) who has classified marketing systems into seven levels, 
ranging from the individual worker to the world ecoDomy. 
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vironment (external flows). The flows represent one of many relations be­
tween components.• The environment is divided into sectors. We can now look 
briefly at the various parts of the model and how they relate to each other. 

The Components 

I distinguish two main types of components: retail component, RC, concerned 
chiefly with retail activities and consisting of production factors located in a 
specific, geographically delimited work place, i.e. a stox·e; central component, 
CC> concerned chiefly with wholesale activities and/or decision processes for 
retail activities and consisting of production factors located in one or more 
geographically delimited work places, i.e. one or more wholesale and/or ad­
ministrative units. A system may contain more than one central component. 

A central component is hierarchically superior to a retail component for one 
or more of the following reasons: CC transmits goods to every RC in the sys­
tem and exchanges information with all the RCs. This places CC at the 
transmitting or receiving end of flow relations that are important to every RC. 
CC can also have formal or informal authority over RC.ri 

Several writers have discussed the existence of hierarchies in systems. Alder­
son has applied the argument in particular to marketing systems. He postulates 
a control group in the system which makes the strategic decisions about goals 
and the techniques for achieving them (Alderson, 1964, pp. 95 f.). Simon 
( 1960, p. 40) has suggested that complex systems are a lmost always hier­
archically arranged. 

I assume that components can participate in decision and execution pro­
cesses. By means of their activities they can transform input flows into output 
flows. Thus components affect the internal and external flows; they also 
generate behavior whose efficiency, in terms of the relation between input and 
output, can vary. 

Internal and External Flows 

The existence of flows--internal and external-follows from the purpose of 
the system to overcome the separation between makers and users of goods and 
from the recognition of the division of work within the system. Basic attributes 
of flows arc : 

4 The tenn relation is used in this study in its general, broad sense, indicating some 
sort of association, link, interaction, etc. which may not always correspond to the re­
lation concept in set theory. In this study relation and relationship are used as synonyzru. 
G Fonnal authority is based on the existence of various sanctions legitimated by institu­
tional relations. Informal authority may exist because RC considers that CC possesses 
expert knowledge relevant to some of RC's activities. (See Ramstrom, 1967, pp. 204 ff. 
for a further elaboration of these concepts.) 
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a) Flows are directed from an emitting to a receiving component. 
b) Flows are a type of relation between pairs of components. 
c) Flows in a marketing systems are noncontinuous. Nevertheless, the number 

of transactions per period of time is often large and the flow relationship 
between a pair of components often exists during many such periods. 

d) Flows are generated by the execution of marketing activities by internal or 
external components (and with regard to some information flows, also by 
the decision processes of marketing activities). 

The following main types of flow are distinguished here: goods, informa­
tion, payments, production factors. These types will later be further subdivided. 
Production factors, for example, will be broken down into manpower, premises, 
materials. 

My reason for choosing these flows is that they are necessary to the adequate 
functioning of the system. To generate flows of goods can be said to be the 
primary purpose of the marketing system.6 To bridge some of the gaps men­
tioned above, and to facilitate decision processes in the system, there must be 
flows of information. Payments flows, sometimes even between internal compo­
nents, are necessary because the system functions in a market economy. Lastly, 
production factor flows enable the system to maintain andfor develop its cap­
acity to make and implement marketing decisions.7 

The flows will be described in greater detail when they appear in the course 
of the argument below. In the meantime, here is a brief note on some of their 
characteristics. All flows can function in both directions between system and 
environment. 

Goods. These flows comprise the transfer of consumer goods. Returns from 

6 It is also possible to observe systems for the marketing of services, but we silal.l. not be 
concerned with these here. 
'This choice of flows can be compared with tha.t of some other writers. Johnson, Kast & 
Rosenzweig (1967, p. 114) maintain that "all inputs or outputs in the design or 
operation of a system can be classified as information, energy or materials.". "Energy" 
corresponds to my production factors and "materials" to goods. The flow of payments 
has not been included. In Forrester's industrial dynamics model the concept of flow 
holds a position of major importance. Industrial dynamics covers the interaction between 
the flows of information, money, orders, materials, personnel and capital equipment in 
a company, an industry or a national economy. (Forrester 1961, p. 13.) This classifica­
tion of flows differs from mine only in that the flows of information and production 
factors have been further subdivided. 

Fisk (1967) classifies flows as information, promotion, negotiation, order, payment, 
financing, ownership, ph)rsical possession and risking. The first four of these can be 
seen as different types of information £low. "Payment" and "financing" correspond to 
my flow of payments, and "physical possession" to my flow of goods. I differ from Fisk 
in including a flow of production factors but this is because, unlike most writers on 
marketing, I have included acquisition of resources among the marketing activities of a 
marketing system. 
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retail component to central component and flows between two retail compo­
nents do not appear in the model. Producer goods (i.e. material etc. used for 
carrying out marketing activities) are included among production factors. 

Payments. These flows comprise "money" transfers between components. 
Transfers may take place without any intermediary. Alternatively a component 
outside the system (e.g. a bank) or inside it (e.g. central account current) may 
be involved. Payments flows do not appear between components on the same 
level in the system; between components on different levels they can flow in 
both directions. 

Production Factors. Production factors are manpower, materials and 
premises. Materials includes machinery, fixtures, working material etc. By 
premises I mean the right to certain buildings and space, either by ownership 
or rent agreement, where the component can cany on its activities. Produc­
tion factors can flow in both directions between components at different levels 
in the system. Manpower can also flow between components on the same level. 

Information. This concept has been variously interpreted, and three main 
approaches can be distinguished (Morris, 1938). 
a) The information concept .is related to the description of abstract or concrete 

objects contained in a message. This is information on a semantic level, 
referring to the relations between signs and the objects to which they are 
applicable. 

b) The information concept is related to the influence of a message on a deci­
sion maker's choice of action alternative in a specific situation. That is to 
say, the information is judged according to its value to a decision maker. 
This is information on a pragmatic leuel, referring to the relations of signs 
to their interpreters. 

c) The information concept is related to the formal construction of the mes­
sage, i.e. the properties of the signs and the relations between them. T his is 
information on a synta~tic leuel, referring to the relations of signs to other 
signs. 

In this study the term information is used in its semantic meaning. Thus a 
message which i:> of no value to the receiver nevertheless contains information. 
Neither does the formal construction of a message in itself affect the quantity 
or quality of the information. However, general attributes of flows such as 
transfer technique, number of transactions etc., represent dimensions in the 
descriptions of information flows, although they are not attributes of informa­
tion in a semantic sense. 

GeneralJy speaking all flow characteristics can be expressed in terms of: 
a) quantity per time period 
b) quantity per transaction 
c) quality (in a broad sense) per time period 
d) quality per transaction 
e) number of transactions per time period 
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f ) transfer technique 
g) timing of transaction 

Other Internal and External Relations 

In view of our system-oriented approach, many kinds of relations must be re­
cognized. Relations that directly express interdependence between com~nents 
are of course important Other examples are: institutional relations, expressed 
by ownership, cooperative agreement, etc., geographical relations, expressed by 
spatial proximity, etc., and decision process relations, expressed by the existence 
of control information (p. 57) , etc. The various kinds of relations (flows and 
others) can be used to describe the "proximity" of various components to each 
other and thus provide criteria for delimiting systems. 8 

Activities in the Marketing Systems 

Marketing activities have to be carried out by the com~nents so that flows 
are transferred. ( It is of course also possible to say that the flows affect the way 
the activities are carried out.) These activities can be arranged in a hierarchy. 
Figure 2: 2 illustrates part of the hierarchy that we shall be using below. The 
reader should note three wa·ys in which my division of activities deviates some­
what from the usual division in marketing literature. First, I do not include 
the consumer's marketing activities. The consumer sector represents here part 
of the environment of the marketing system. Secondly, I include internal. 
company activities when parts of a company constitute separate components. 
This is because I wish to be able to compare marketing systems whose compo­
nents are parts of a company and systems whose components are legally in­
dependent companies. I therefore introduce the term "change in right of 
disposal" instead of "change in ownership" to represent one group of activities. 
Thirdly, I include the acquisition and transformation of resources, in so far as 
it is required for the other marketing activities. 

Marketing activities as a whole can first be divided into wholesale and retail 
activities. Retail activities are usually defined as referring to the transmission of 
goods to the consumer, and wholesale activities to the transmission of goods to 
all other types of buyers.9 

We can classify activities according to the flows to which they are directly 
related. Thus, a retail activity has one of the following characteristics: 
a) An activity which directly affects, and is affected by, flows received or 

emitted by consumers, is a retail activity. 

s Odhnoff ( 1967) describes the proximity of large Swedish companies to one another, 
starting from the presence of relations that define various "stru<;tures" , such as economic­
geographical, ownership, bank customer, kind of industry structure etc. 
Uaf Trolle ( 1963, p. 60) . 
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b) If flo\>\--s with consumers are to he possible, then components carrying out 
retail activities according to (a) will also have to have certain flow rela· 
tions with other components: inflow of goods, in- and outflow of inionna­
tion, outflow of payments. Activities related to these flows are also classified 
as retail activities. 

c) Activities which are directly related to the flows of production factors used 
in activities under (a) or (b) are also defined as retail activities. 

If an activity has none of the above characteristics, it is a wholesale activity. 
At each level-wholesale and retail-activities can then be divided into 

three groups, change in right of disposal, handling of goods and acquisition/ 
transformation of resources. These groups are chiefly related to infonnation/ 
payments flows, goods flows and production factors flows respectively. The 
division of activities is shown in schedule 2: 1. Definition, delimitations, 
subactivities etc. are treated in detail in appendix 2: 1. Some of my reasons for 
choosing this particular division of activities are as follo""-s. 

First, the subject of this report is the relation between integration and effi. 
ciency. This has affected, for example, my treatment of purchasing. Purchasing 
is sure to have a considerable effect, direct and indirect, on the internal flows 
of goods, payments and information; this means that tJ1e values of the integra· 
tion variables for the activity will be of such great interest, from the viewpoint 
of efficiency, as to motivate a further breakdown. Purcha.sing is thus re!)resent­
ed by four activities: choice of assortment, choice of suppliers, ordering and 
payment routine (purchases). 

Secondly, my classification of activities in the model had to be reasonably 
easy to operationalize for the empirical study. This meant that it must be easy 
for interviewees to understand and be recognizably like their real-life experi­
ence. 
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Schedule 2: 1 Division of Activities 
(Definitions, limits etc. are treated in appendix 2: 1.) 

Wholesale activities 
Change in rig hi of. disposal 

Choice of ~rtme:nt 
Choice of euppJiers 
Ordering 
Pricing ( to retailers) 
Selling I order receival 
Payment routine (purchases) 
Payment routine {sales) 

Handling of goods 
In transport 
Goods receival 
Storing 
Orderpicking 
Out transport 

Acquisition:/ transformation of resourctJS 
Acquisition of capital 
Establishing wholesale units 
Closing down wholesale unhs 
Acquisition of managers 
Acquisition of other personnel 
Acquisition of material 
T raining 

Retail activities 
Change in right ·of disposal 

Choice of assortment 
Choice of suppliers 
Ordering 
Pricing 
Sales promotion 
Service 
Payment routine (purchases) 
Payment routine (sales) 

Handling of goods 
Goods receival 
Prepackaging (perishables) 
Price marking 
Positioning of goods/refilling of shelves 
Storing 
Checking out 

Acquisition I transformation of reso·urces 
Acqui~tion of capital 
Establishing stores 
Closing down stores 
Acquisition of managers 
Acquisition of other personnel 
Acquisition of material 
Training 

Thirdly, I wanted the activities to be as clearly delimited as possible, although 
overlapping could not always be avoided. The pricing of sales promotion items, 
for instance, is a subactivity of the activity sales promotion, but it also comes 
into the activity pricing. 

Description of Activities 
An activity consists of the decision process and the execution process. The out­
put of the decision process is a decision, Le. a choice of an action alternative 
which is then implemented by the execution process. For each activity we can 
specify a number of attributes or dimensions in which the chosen alternative 
can be described.1° For instance the execution of sales promotion can be de­
scribed in the following dimensions. 
a) Identity of articles (i.e. what articles are the subject of the sales promotion 

measures?) 

10 This presupposes that the alternative has been specified only with regard to attributes 
controllable by the acting component. For instance, prices can be specified in a descrip­
tion of the chosen and implemented alternative for sales promotion, but not the quanti­
ties to be sold, since consumer decisions will presumably affect this. 
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b) Price (i.e. at what prices are these articles sold?) 
c) Quantity of each article ordered 
d) Display (i.e. what are the positions in the store of articles included in the 

sales promotion activity?) 
e) Advertising media 

On the whole the relevant dimensions for each activity in this study are dif­
ferent. Nevertheless they all belong to one of the following classes: space, time, 
technique, quality or quantity. Some activities may be described in more than 
one dimension of each class. On the other hand, all these classes are not 
necessarily represented for each activity. Various dimensions of the activities 
appear in appendix 2: 1. 

Clearly some sort of restriction in rime will have to be imposed on descrip­
tions of the activities. Some activities are carried on continuously by the com­
ponent. Choice of assortment and pricing are nvo examples: a certain assort­
ment must be kept in constant supply; prices exist all the time. Some activities 
are noncontinuous but frequent such as ordering, transport, goods receival, all 
of which arise in connection with flow transactions. Some activities occur only 
at fairly rare intervals, e.g. establishing stores, closing down stores, acquisition 
of managers. In the last case the delimitation in time of an activity description 
does not present the same difficulty as in the first two cases. 

To describe the continuous type of activity we can limit ourselves to the 
characteristics of the activity during a short period of time (e.g. prices in the 
course of one day, assortment during one week, suppliers used in the course of 
a month). The characteristics of intermittent activities can be described each 
time the activity recurs. Ordering, for example, can be described in terms of 
quantities ordered, riming of the information transfer, and technique for this 
transfer with the specification referring to one occasion. The description can 
also consist of the separate specifications for several occasions during a time 
period. 

The various dimensions of an activity can be described as sets, whose ele­
ments are possible characteristics of the activity. Execution of the activity can 
be described in terms of one or more elements from each of these sets. T his 
point will be amplified in chapter 5. For the present I will illustrate the 
argument briefly by an example. 

The execution of ordering on a particular occasion, can be described in the 
dimensions time, technique and quantity. T ime consists of the set of time in­
tervals during a period (e.g. days during a week). One element of this set 
describes execution in the time dimension. Similarly, in the technique dimen­
sion, execution is described as one element from the set of possible techniques 
(e.g. written orderll, telephone orders, etc.) . The quantity dimension is de­
scribed by elements representing ordered pairs from two sets: the set of articles 
as decided by the activity choice of assortment and the set of possible purchase 
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quantities. The execution is described by one ordered pair representing each 
article. 

The execution of an activity can also be described in terms of (a) the 
amount of production factors sacrificed, i.e. the input into the activity, and 
(b) the result, i.e. the output of the activity. These characteristics provide 
measures of the size (or extent) of the activity.11 The inclusion of size in our 
model is useful to our present aim in several ways. For instance, we can now 
see how the execution of an activity is divided among components in the sys­
tem or between system and environment; we can see how great a part of any 
one activity falls within the range of certain phenomena affecting integration; 
we can see what effect size may have on efficiency. In the first two cases we 
are thus simply providing ourselves with relative yardsticks. 

In the case of output-and particularly if it is a relative yardstick that we 
are looking for-it is often possible to describe size in the same terms as those 
used for describing flows. Let us take price marking as an example. If we arc 
looking for an absolute measure, we can use the number of articles marked. If, 
on the other hand, we need a relative measure, then the sales value of these 
articles can be used to get an adequate approximate yardstick. Examples of 
this are given in appendix 2: 1. In describing the input into an activity we 
come up against the problems of cost allocation (see e.g. Danielsson, 1968; 
Frenckner, 1954; Solomons, 1968) . A discussion of there problems lie outside 
our present scope. 

Decision Process of an Activity 
In the decision process of an activity information is processed until a choice is 
made among the possible action alternatives. 

Three types of information processing can be distinguished in this context:12 

a) transmission (transfer) of information between components 
b) storing of information in the human or mechanical memories of compo­

nents 
c) transformation of information, consisting either of transitions between stages 

in the decision process or reformulations of transferred or stored informa­
tion, such that the description of the various stages is affected. (The con­
cept of decision stage is defined below.) An example of the first type of 
transformation is the calculation of profitability estimates based on descrip­
tions of goals, action alternatives and states. An example of the second type 
is a change in the number of potential goal formulations transferred to the 
component and stored the.re. 

A component participates in and affects the decision process of an activity 
by taking part in one or more of these types of information processing. A 
component taking part in the transformation of information in a decision 

11 Size and extent will be used as synonyms when characterizing an activity. 
n Cf. Ramstrom ( 1967, p. 93), where a similar subdivision is to be found. 
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process is here defined as a decision maker, however small its influence on the 
final choice of action alternative may be. 

The decision process is divided in our model into the following levels: general 
decision process, action decision process and review process.13 General and ac­
tion decision processes can each be divided into the following decision stages: 
(1) initiation, (2) search for and formulation of (a) goals, (b) action alter­
natives and (c) state descriptions, (3) estimation of outcomes and (4) choice. 

The action decision determines execution on a particular occasion or for a 
particular period by a given component. The set that describes the chosen ac­
tion alternative also describes the e.'Cecution, using the various dimensions. 
Thus it is assumed that even purely routine actions are preceded by a decision. 

General decisions affect, or are assumed by the decision maker to affect, 
several action decisions. General decisions influence one or more or all the 
stages in the decision process leading to the action decision. The "amount of 
influence" can vary. A general decision may, for instance, prescribe a complete 
program for the execution of the activity, leaving only initiation and acceptance 
of the program in the given situation to be decided later. At the other extreme, 
a general decision may consist of some slight influence on one of the many 
stages in the decision process, e.g. on what types of stimuli should invoke a 
decision process or what rules for the estimation of outcome should be applied 
in a particular situation. 

General decision processes also provide a body of accumulated e.."<perience 
within the system: information about the consequence of a particular decision 
will, by means of review information, affect future general decisions. Some 
general decisions extend through time and space: programs which increase the 
degree of routinization and standardization of action decision and execution 
processes can thus be worked out. Routini.zation refers to unifor.mity in time. 
Standardization refers to uniformity in space (i.e. as between components). 

General and action decision processes regarding a certain retail activity may 
occur in central components as well as in the retail component cazrying out the 
activity. The action decision, that is the final decision to act, is always made by 
the acting component itself. (The acting component is the one that implements 
the decision.) Another component, however, may suggest or even prescribe a 
specific action decision which may or may not be accepted by the acting com~ 
nent. 

In this study review is that part of the decision process by means of which 

13 My division into general and action decision processes corresponds to the hierarchical 
structure of the decision process, postulated by many writers. (Cf. e.g. Carlson & 
Kusofhky, 1966; March & Simon, 1958, p. 190; Simon, 1960, p. 42.) 

22 



The Marketing System 

information about the activity and its consequences is collected after its execu­
tion.B 

Review provides a basis for evaluating the execution of an activity; future 
decisions can thus be adjusted in light of the experience gained. In other words, 
the review process feeqs back infonnation into the system and this is an essen­
tial feature of adaptative systems. The relevant information processing may take 
place within the acting component and/or in other components contributing to 
the decision process concerned. 

I have distinguished between the decision process and the execution process, 
although sometimes such a dichotomy can create problems of definition. In 
appendix 2: 1 I have defined the boundaries between decision and execution 
in the activities we are studying here. Generally speaking it is easier to define 
the boundaries of activities directly related to the flow of goods, money or 
production factors; it is less easy when the activity affects the flow of informa­
tion. 

Let us look at some examples. An activity related to the flow of goods is out 
transport. The decision process here will determine the characteristics of the 
execution: when, how far, by what route and in which type of vehicle, etc. 
Execution will consist of the actual transfer of goods. Two activities directly 
related to information flows are ordering and pricing. Ordering is executed 
by sending information to the supplier with details of quantities ordered. On 
the other hand, stocktaking and reception of supplier information intended to 

affect the choice of quantity, belong to the decision process. In pricing the deci­
sion process consists of choosing prices for the articles sold by the component; 
execution consists of keeping the goods available for sale at the price decided. 

The various decision stages in the general and action decision processes have 
already been listed. The decision model is illustrated in figure 2: 3. In defining 
and describing the various stages, I have followed patterns suggested in recent 
behavior-oriented organization literature. ( Cyert & March, 1963 and March 
& Simon, 1958, provide the basis for the following. ) Note that there may be 
''loops" between the different stages in a single decision process leading to a 
decision. For example, search may be renewed if no satisfactory a lternative 
emerges from the estimation stage. 
1) I nitiation is the external or internal stimulus which sets off the decision 

process. Feedback information is an important example of such a stimulus. 
Information sent from a component, inside or outside the system, may be 
specifically intended to initiate a decision process. 

2) Goals, action alternatives and state descriptions are not given from the 

u The concept of review seems to correspond more closely to the Swedish word "kon­
trollera" than does the concept of control as used in this study. Control means here 
purposeful, intentional, influence on the decision processes exerted by the system's central 
components. See also c;h. 5. Cf. also discussion of the conceptS corltrol and review in 
Danielsson (1963, pp. 1 ff.). 

23 



The Marketing System 

start. Search and formulation are in themselves an important part of the 
decision process. 
a) Goals can be single- or multidimensional; they may be expressed as an 

acceptance level or a striving for optimization. Goals may or may not 
be on the same level in a "goal hierarchy". 

b) Search for action alternatives can take place within the component, in 
which case it consists of the search for, and possibly the transformation 
of, stored information; or it can take place outside the component and 
consist of the transfer of information from other parts of the system or 
from the environment. This transfer may be initiated by transmitter or 
receiver. 

c) State descriptions are concerned with variables which affect the values 
(in goal dimensions ) of the various alternatives. The decision maker 
cannot be certain in advance which state description is true. State de­
scriptions vary in detail and degree of explicitness. They may result 
from an active search for information and/or an application of the deci­
sion maker's previous experience and/or the reception of information 
from another component. 

3) The estimation of outcomes transforms combinations of action alternatives 
and state descriptions into values for the alternatives expressed in the goal 
dimensions. 

4) Choice is the output of the decision process. Only in extreme cases is it fully 
determined by a description of earlier stages in the process. It cannot be 
assumed that the decision maker's choice will always be consistent with the 

Figure 2: 3 Levels and Stages in the Decision Model 
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earlier stages of the process. Moreover, the decision process at one or more 
stages may be so incomplete that it is difficult to say what a conSistent 
choice would be. Choice on the general decision level implies that informa­
tion about one or more decision stages (not necessarily including action al­
ternatives) is transferred either to an action decision process or to some 
other general decision process. (Figure 2: 3 includes the first of these al­
ternatives only.) For example, choice at this level may simply refer to goal 
recommendations or estimate rules, or a specification of some types of al­
ternative which, generally speaking, should always be investigated in a 
particular decision situation. 

Decision processes can vary very much in compass. One may include com­
prehensive, conscious, considerations and search before the decision is made. I n 
another case an external stimulus can invoke execution of the activity, ap­
parently without any conscious intermediate decision process. 

Interdependence and Coordination Between Activities 

Deg~·ee of I nte-rdependence 
T wo activities A and B are interdependent if the outcome for at least one of 
the action alternatives of A is affected by the action alternative chosen forB, 

Figure 2: 4 Interdependence as Determined by the Formulation of Action 
AlternatiL·es and Goals 

The figu1-es indicate the value of the goal variables. 
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and/or vice versa.15 In other words, interdependence implies a causal relation­
ship between activities.18 Our description of the decision situations will deter­
mine whether or not interdependence exists. The example in fig. 2: 4 can 
illustrate this. 

In case ( l a) the activities are independent of each other. The outcome of 
B is not affected by the choice of alternative for A and vice versa. Maximum 
goal achievement is possible for both activities, separately or together, regard· 
less of the decision process of the other activity. In case ( 1 b) a third alternative, 
Bs, has been included. Now the outcome for B will depend on the alternative 
chosen for A. The activities have become interdependent. In case (2) the ac­
tivities are interdependent according to the second goal variable, but independ­
ent according to the first. 

It belongs to the nature of the system concept, that interdependence between 
activities is the rule rather than the exception. Even between activities inside 
and outside the system, interdependence is very common, for example on 
account of the flow relations. Thus, if we can find a way of defining the degree 
of interdependence, the concept should provide us with a useful tool. It could 
throw some light, for example, on the problems of system delimitation and 
coordination. 

The degree of interdependence between activities here reflects the relative 
size of the change in goal achievement for A, as the result of a change in the 
action alternative of Band vice versa. Thus we must decide on a base of com­
parison for the changes in alternatives and outcomes. I suggest that the base 
alternatives are those chosen in the previous period. Let us then assume that 
the alternative for activity B undergoes a change, within arbitrary limits defined 
as "relatively small change"; it is then possible that the outcome for A's ( un­
altered) alternative may change. To estimate the degree of interdependence, 
we take the B alternative that offers the greatest positive or negative relative 
change in the outcome for A's base alternative. We repeat this calculation for 
the opposite case, where the alternative for A changes, with possible effects on 
the outcome for B's base alternative. The degree of interdependence between 
activities A and B is higher, the higher the 1·elative change in outcome for A 
resulting from "relatively small change" in the action alternative of B, and 
the higher the change in outcome for B, resulting from a change in alternative 
for A. 

Hi If A is affected by B, but B is not affected by A, A and B are nevertheless sajd to be 
interdependent since we are interested in goal attainment for both A and B. Thus evalu­
ations of the decision forB must consider not only the goal value of B but o[ A as well. 
16 Cf. Magnusson (1963, ch. 3) and Ramstrom ( 1967, p. 219 f.) where definitions of 
interdependence are based on the existence of causal relationshjps. 
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Interdependence between components exists as soon as any activity of one 
component is interdependent with any activity of the other. The degree of in­
terdependence between components increases with the proportion of activity 
pairs showing interdependence, and with the degree of these interdependencies. 

R easons for I nterdependence 
Reasons for interdependence between activities are assumed to be the existence 
of common resources and/or various attributes of technical or market proc­
esses.17 Technical processes, for example, may make activities chronologically 
dependent on one another, for example the activity pair ordering (retail) and 
selling/order receival (wholesale); or perhaps one activity affects the charac­
teristics of a flow, which in turn affects the conditions of another activity, for 
example the pair out transport (wholesale) and goods receival (retail); or the 
techniques of one activity may affect the technological conditions of another, 
for example prepackaging and price marking. Mutual dependence betv1een 
different means of competition in "the marketing mix" provides an example 
of interdependence between activities based on the attributes of market proc­
esses, e.g. choice of assortment and pricing; mutual dependence between com­
ponents with regard to the same activity, e.g. pricing or sales promotion, 
provides another. 

Coordination of Decision Processes18 

If, from the system's point of view, we want the decision processes to lead to a 
high degree of goal fulfilment, attempts must be made to coordinate inter­
dependent activities. The greater the degree of interdependence, the greater 
the need for coordination. Coordination involves the processing of information, 
as a result of which the need for coordination is, to a greate1· or lesser extent, 
satisfied. The degree of coordination tells us how well the decision processes of 
activities are coordinated from the system's point of view. The highest degree 
of coordination between two activities A and B will e...OSt if no more informa­
tion processing about B in A's decision process, and about A in B's decision 
process, can increase the goal attainment for the combination of activities A 
and B. The less the goal attainment, as a consequence of "insufficient" in­
formation processing about the other activity in each activity's decision proc­
ess, the less the degree of coordination. The goal variables for A and B do not 

1T Cf. March & Simon ( 1958, p. 122), where the factors "resource allocation" and 
"scheduling" are d.ilicussed. 
18 Coordination refers to the coordination of the decision processes, unless otherwise 
stated. 
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include the costs incurred by either of them for processing information about 
the other. These costs will be kno'¥11 here as coordination costsY1 

Different Methods of Coordination 
Coordination betvveen components can be achieved by the transmission of in­
formation either directly between the components or via a third one. Let us 
look at n.vo extreme examples. A component at ·a higher level prescribes ac­
tion decisions for both the activities; these decisions are accepted by the nvo 
acting components. This represents the extreme of centralized coordination. Or, 
two components on the same level transmit information to one another, or 
observe one another's behavior; they receive no guidance from a third compo­
nent about how they should deal with the information thus obtained. This 
represents the extreme of decentralized coordination. Coordination processes 
can thus be described in terms of the degree of centralization or, according to 
this study's terminology, the degree of decision integration. The first of these 
examples can be described as coordination through full decision integration 
and the second as coordination without any decision integration. The concept 
of decision integration will be discussed in detail in chapter 5. 

Of the two types of coordination described by March & Simon ( 1958, p. 
160), "coordination by plan" and "coordination by feedback", the fanner rep­
resents greater centralization than the latter. But neither method is of the 
extreme type described above. According to the linear programming approach, 
the solution to the problem of utilizing limited resources in a system can be 
achieved in one of two ways. Either a central decision maker issues orders about 
how the resources should be utilized, or he influences the various decentralized 
decision makers by pricing the resources at the "dual prices" (see e.g. Dorf­
man, Samuelson & Solow, 1958). The first represents an extreme degree and 
the second a high degree of centralized coordination. Internal pricing and 
budgeting are other methods of coordination which lie somewhere between 
the two extremes. (See e.g. Frenckner, 1954; Hirschleifer, 1964; Stedry, 
1960; Whinston, 1964) . 

Ramstrom (1967, pp. 223 f.) discusses the two concepts of direct and in­
direct coordination. In cases of indirect coordination two components coordi­
nate through a third and, usually, superior component, whereas direct coordina­
tion only involves those components t..~at carry out the activity. If we limit our 
discussion to components on the same level in the system, then indirect co­
ordination corresponds more nearly to centralization than direct coordination. 
But if coordination between components on different levels is included, then 
direct coordination too may represent a high degree of centralization. 

At the macroeconomic level, a distinction is usually drawn benveen coordina-

l!ICf. Baligh & Richa.rtz (1967, pp. 111 f.), whose concepts level of coordinatio11 and 
coordination costs are similar to the corresponding concepts as developed in this subsec­
tion. 
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tion through government planning and coordination through market prices. 
Naturally there are many intermediate forms. (See e.g. some of the essays in 
Bornstein, 1965). Certain models of planned and market economies may rep­
resent the extremes of centralized and decentralized coordination, as described 
at the beginning of this subsection. 

Delimiting the System from its Environment 
The system is defined in terms of the components and acnvttJes which it 
embraces. The definition of activities has been discussed earlier jn this chapter, 
so our present task is to decide what makes a particular component belong to 
the system or to the environment. To some extent of course, the matter will be 
determined by the purpose of the study concerned, but not entirely. For ex­
ample, in a model of the marketing system for a particular class of goods, 
should we include components representing the variou~:> facilitating agencies 
(banks, transport firms, advertising agencies, etc.) as components of the sys­
tem or the environment? Or, jn a model of a chain organization, what should 
we do about suppliers who deliver direct to the individual store, or about stores 
outside the orgaruzation who are supplied with goods from its central ware­
house? 

A general criterion could be to let the degree of interdependence between 
components be the determining factor. But this would not be easy since the 
definition of interdependence requires so much information about the compo­
nents' activities. However, there are other intercomponent relations which can 
be assumed to have some connection with the degree of interdependence and 
which could perhaps provide a criterion. I would like to discuss two such 
types of relations: institutional relations and ceti:ain characteristics of the goods 
flows. 

Institu tional relations, which will be discussed more fully in chapter 4, can 
be expressed in such terms as "A is owned by B", "A has entered upon a 
written contract of long-tenn cooperation with B", etc. Such relations imply 
that one component can influence the behavior of another as a result of legal 
or other institutionalized rules. Institutional relations can identify systems such 
as companies, concerns, cartels, cooperating groups, etc. 

Many students of ~)fganizations have used institutional relations as criteria 
for the definition of systems; the boundaries of the system have often been 
found to correspond to the limits of the company. Several writers, however, 
have felt that the boundaries should be more conditional upon circumstances 
and some have included other "participants" (e.g. customers and suppliers) in 
the organization. See, for example, Mareh & Simon ( 1958, p. 89 f.), Rhenman 
( 1964a) and Strother ( 1963). 

The subject of marketing management literature is usually the independent 
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company's choice of marketing policy with distribution channels, competition, 
demand, etc. treated as external variables. (See, for example, Howard, 1963.) 
Some writers, however, point out that a fruitful approach to the study of the 
individual company's various channel problems is to analyse the relations be­
tween the company and its institutionally independent distributors ·with the 
help of methods and models that are used when studying organizations in a 
narrower sense. See, for example, Alderson (1957) , Berg (1962) , Ramstri:im 
(1967a) and Ridgevvay (1957). 

The existence of institutional relations can generally be assumed to imply 
a high degree of interdependence between components as a result of common 
resources and connections rooted in technological or market processes. It is 
probably also easier to operationalize institutional relations than other criteria 
for delimitation. Some disadvantages in the use of institutional relations, at 
least as the sole criterion, must however be pointed out. Some components 
falling outside the bounds may for instance be highly interdependent with 
components inside the institutionally defined system. And if we want to study 
systems without institutional relations between its components, we must of 
course seek other criteria. 

Another criterion for delimiting systems is geared to the flow of goods.20 To 
be included in the system a component must send or receive a certain propor­
tion of its total goods flow to or from another component or group of compo­
nents in the system.21 

Let us postulate a set of components at the wholesale level ( wie W) and a 
set of components at the retail level ( r1eR). Between each component on the 
two levels there either exists or does not exist a flow of goods (g1;, which 
denotes the flow from wi to r;)- Each of these flows of goods represents a 
certain proportion of the total out- and inflow of goods for the component 
concerned. gi;=a;; · g(wi), where g(wi) is the total outflow of goods from 
w1 and ali the proportion of this flow represented by Cii· Furthermore g11 = 
b11 • g(r1), where g(r1) is the total inflow of goods to ri and bii is the pro­
portion of this flow that comes from wi. We can assume that interdependence 
between the components w1 and r; is higher, the greater the proportion of the 
respective total flows, g(wi) and g(ri), that is represented by flows between 
the components, i.e. the greater the value of a11 and b11• Further we assume 
that the system, in accordance with the purpose of the study, embraces the 
component wi. We can then include in the system the retail component r1 if 

20 In studies where the purpose is to examine the marketing system for a cert.Un group 
of merchandise, the criterion must of course always be concerned with the existence of 
such merchandise in the goods flow to or from a component. (Cf. Sk!r, 1964, ch. 1.) 
21 Holbaek-Hanssen ( 1958, ch. 12 ) has used the relative size of the flow of goods be­
tween units at different levels in the distribution channel in an analysis of vertical inter­
dependence between producer and distributor. A similar approach has also been used 
by N)llltrOm (1967) in his analysis of interactions between sectors in an economy. 
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b;1 is high and afi is not low. Since the number of components on the retail 
level is much greater than on the wholesale level, the a-value is set much 
lower than the b-value. In this way we obtain a subset of the set of retailers 
which provides a preliminary definition of the system's components at that 
level. Other wholesale components are included in the system (providing this 
does not contradict the purpose of the study) if their flow relations with roost 
of the components in the subset of retailers defined above show high values for 
a and b. If this is the case and, for example, another wholesaler (wk) is to be 
included in the system, then the a- and b-values of other retail components 
will have to be investigated and the preliminary definition of which retailers 
to include in the system may be extended. We then have to find out whether 
the new retailers call for the inclusion of further wholesalers, and so on. A 
definition of the system in accordance with this method, which I will call the 
relative flow of goods method, ~'ill of course depend to a large extent on the 
minimum values chosen for a and b. 

In this example interdependence relates chiefly to components on different 
levels. Ho·wever, we can assume that a high degree of interdependence between 
these aL!o means high interdependence between components on the same leveL 
To a great extent these will be using the same suppliers or selling on the same 
market. For several activities, therefore, similar conditions will obtain (e.g. 
assortment, conditions of purchase, techniques for transfer of goods and in­
formation, market conditions). Changes in the execution of an activity in one 
retail component can, via an interdependent activity in the wholesale compo­
nent, affect conditions for an activity in another retail component.22 

In the present study the choice of criteria for system delimitation is impor­
tant. First, the value of some integration variables will be directly affected by 
the way in which the system is defined. Thus, institutional integration (as 
defined in chapter 4) is intimately tied up with institutional relations, and 
exclusiveness of goods flows (another integration concept defined in chapter 6) 
is closely related to the relative flow of goods method. Secondly, changes in the 
size and composition of the system may affect the definition of the efficiency 
variables and the value of these in a given situation. 

22 If we use the relative flow of goods method to define the type of system with which 
my empirical study is concerned, we find that certain suppliers (in this case of dairy or 
meat products), despite high b-values, fall outside the S)'Stem because the relevant a­

values are too low. Thus, although dairy products constitute a relatively large propor­
t ion o{ the retailers' purchases, and their purchases are to a large extent made from one 
supplier, the supplier is not included in the system because the purchases of each of the 
stores concerned represent such a small proportion of his total sales. On similar grounds 
very small stores will be excluded from the system. 
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Environment of the System 
"The environment is the set of all obj~ts, a change in whose attributes affects 
the system and also of those objects whose attributes are changed by the be­
havior of the system." (Hall & Fagen, 1956, p. 18. ) 

The environment of the system is divided into sectors with which the system's 
components have or could have some sort of relations (flows or others) . The 
following sectors are distinguished here: suppliers, service firms, consumers, 
other customers, competitors, manpower, owners, financing institutions and 
authorities. These sectors are made up of components such as households, 
companies, institutions, etc. Relations can exist also between external compo­
nents within or between sectors. 

The following is a brief description of the sectors and their flow relations 
with the system. Components in every sector can enjoy two-way information 
flows with the system, so I will not mention this flow in each separate case. 
Suppliers emit the flows of goods or production factors (excluding manpower) 
into the system and receive payments from it. Service firms (advertising agen­
cies, transport firms, publishers, etc.) emit flows of information or production 
factors into the system, or into the environment at the request of a component 
in the system as a substitute for flows from the system, and receive payments 
from it. Consumers receive goods flows from and make payments to the system. 
Other customers receive goods for further handling or resale and make pay­
ments to the system. Competitors emit goods flows to some of the same compo­
nents in the environment's consumer or other customers sectors as the system 
does. Manpower consists of jndividuals that constitute a part of the system's 
actual or potential manpower resources. This sector emits production factor 
flows and receives payments. Owners consist of present and potential owners. 
The sector emits and receives payments flows. Financing institutions also emit 
and receive payments flows. Authorities are harder to define in terms of flow 
relations. Their components consist of local or national government agencies. 
The most usual flow relation involves information, but payments and produc­
tion factor flows (premises) can also occur. 

An object may be represented in the model by components in several sectors. 
A supplier, for example, may reappear in another sector as a competitor or 
other customer. A consumer or owner may also be a component in the man­
power sector. 

The Concept of Efficiency in this Study 
In the literature of economic and organization theory, efficiency has been de­
fined in various ways.28 I shall assume, in the discussion below, that an activity 

23 See e.g. Simon (1957, pp. 179 ff.) where a brief survey of different concepts of 
efficiency is presented; Ackoff (1962, pp. 34 ff. ); Easterfield (1965) and Ruist (1960). 
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has a goal, uses resources (input), and leads to a result (output ) . Two main 
types of definition are as follows: 
a) Efficiency is higher, the higher the degree of goal fulfilment. In the ex­

treme case neither input nor output are included in the formulation of the 
goal. This corresponds to the concept of "adequacy" as used by Simon 
(1957, p . 212) or "effectiveness" according to Easterfield (1965). 

b) Efficiency is higher, the higher the ratio between output and ir1put. In the 
extreme case the output-input ratio can be regarded as quite separate from 
the goal of the activity. 

Most efficiency measures are probably a combination of (a) and (b), in 
that input and/or output variables are included in the goal. A Swedish 
government committee provides us with an example in its report. 

"By efficiency we mean the relation between the effects or results achieved by a 
government agency as a consequence of its activities (goal fulfilment) and the sacrifices 
(costs) involved." (SO U, 1967, p. 10, our translation.) 

According to the tenns of this definition, it will not usually be relevant to 
compare the efficiency of various action alternatives or systems if their goals 
are expressed in different variables or different aspiration levels. Either the 
goals would have to be reformulated to be comparable, or the comparison 
would have to take into account the differences in goal formulation as well as 
the degree of goal fulfilment. (Of. Ahlmann & Rhenman, 1960, p. 51, who 
distinguish between efficiency with regard to adjustment of goals to environ­
mental changes and efficiency with regard to the attainment of the given 
goals.) 

The efficiency of a marketing system can be judged from various stand­
points.. For example, the view may be that of the individual component in the 
system, or of the whole system, or of external components (suppliers, con­
sumers), or of society as a whole. And obviously the chosen standpoint must be 
declared. H albert ( 1965, p. 145) maintains that "an inability to decide whose 
values should be the controlling ones in terms of which productivity is to be 
defined" has been holding up progress as regards efficiency measurements in 
the marketing sector. Of. also, for instance, Kristensen (1964) for a discussion 
of how evaluations of the efficiency of the retail trade are affected by the 
standpoint chosen. 

In this study efficiency is viewed from the system's standpoint. Evaluations 
of efficiency from other standpoints, e.g. the "consumers" or "society", are not 
included in this study. Nor shall I discuss the effects of the system's activities 
on external components', for instance suppliers', efficiency. Th is implies a con­
siderable limitation on the subject covered. 

I have chosen as the overall efficiency measure, the difference between the 
total inflow of payments into the system for goods sold, and the total outflow 
of payments from the system for goods bought and production factors used. 
(Comparisons bet...·een systems according to this criterion are made only if 
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the systems are of approximately the same size with regard to input or output.) 
"When two systems, alternatives, etc. are compared they should, ideally, be 
evalua ted according to this overall criterion, i.e. we should include all com~ 
ponents and activities in the analysis. However, such total analyses nearly al­
ways have to be replaced by some kind of partial analysis, in which the effi­
ciency criterion may refer to less than all components, less than all activities, 
etc. The ranking of the efficiency of systems, alternatives, etc. according to a 
partial analysis may or may not be the same as the choice that would have 
been the result of a total analysis. I present here three hierarchies of efficiency 
criteria. I n evaluating action alternatives etc. according to these hierarchies, an 
alternative with a higher value for a criterion on a higher level in a hierarchy 
is ranked above an alternative with a higher value for a criterion on a lower 
level in the same hierarchy. It cannot, of course, be assumed that an increase 
in efficiency at a lower level in the hierarchy will mean that efficiency at a 
higher level wiU also increase. The efficiency criteria, with the exception of 
the overall efficiency measure, are all defined as a ratio between output and 
input. The hierarchies refer to how many of the activities (A), how many of 
the components (B), and how much of the decision-execution process dicho­
tomy (C) are included in the criteriorL In figure 2: 5 the hierarchies are 
shown; the following conunents refer to this figure. 

Hierarchy A. Definitions of the efficiency criteria are found in schedule 

Figure 2: 5 Hierarchies of Efficiency Criteria 

Kierarc:lly A Hterarehy B Hierard!J C 

1. Efficiency of all activitie$ as a 1. Efficiency 1. Efficiency 
difference between output and input of the whole of the activity" 

system 

1' t t 
2. Efficiency of all activities as 2. Effi clency 2a.Eifi· 2b.E.ffi· 

a rallo between oUtput and input of combinations ciency c•ency 
ot components of the of the 

decision execu-

t t I process !ion 
proc~ 

3b. Efficiency in 1' 3a.Efliciency the acquisition 
of combinations of goods or I S. Efficiency I I 3. Efficiency of activities resources of individual of coordination 

components 

i 
4. Efficiency 

of individual 
activities 

(See text and for hierarchy A definitions in schedule 2: 1. Numbers indicate level in the 
hierarchy.) 
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2: 2. Special cases of criterion 3a arise when the combination of activities in­
cludes all the w-holesale activities or all the retail activities. For these cases, 
assurcing the output to be given, the inverted value of the efficiency measure 
is the relative costs of all the wholesale and retail activities respectively. 

Efficiency in the acquisition of goods (3b) describes the purchase-price level 
of goods. The efficiency of activities concerned with purchasing, such as choice 
of suppliers and ordering, must in some analyses be evaluated by criterion 3b as 
well as by criterion 4 or 3a. 

Hierarchy C. Efficiency criteria referring to the efficiency of the decision 
process are defined in chapter 8. "Efficiency of the activity (C.1 )" and "Ef­
ficiency of the execution process (C.2b)" differ in that in the former the costs 
of the decision process are included as part of the input. 

Any particular analysis of efficiency must use a criterion of efficiency that 
combines the three hierarchies. The overall efficiency measure referred to 
earlier in this section can be defined as A.1, B.l, C.l according to fig. 2: 5. 
Not all combinations of criteria from the three hierarchies make sense (e.g. 
A.4, B.3, C.3 cannot be combined for reasons indicated in the footnote to fig. 
2: 5). 

The problem of defining the time period for the analysis of efficiency wm 
be discussed -in chapter 8. 

I postulate that the efficiency criteria express the system,s goals. The sys­
tem's components, including the central component, may well have other goals 
altogether. The component's search for, and formulation of, goals represents a 
decision stage independent of the efficiency criteria that I, as an analyst, haw• 
postulated in order to be able to make evaluative comparisons of efficiency 
from the "system's standpoint" .2" 

24 I thus assume that it is possible to speak of a system's goals in the same way as one 
generally speaks of the goals of an organization, as someti:Ung that can be ilifferent from 
the goals of the cliffere11t members of the organization. The goals of the system can be 
seen as equal to the goals of an "ideal" central component, always preferring action al­
ternatives that l'aise the efficiency of the system as a whole regardless of the effects on 
efficiency in the different parts of the system. However, I do not postulate that the 
central components in the model are "ideal" in this way. 
25 Efficiency of coordination can refer to single activities only when the same retail o~ 
wholesale activity is carried out by several components. Therefore C. 1 should read 
"efficiency of the activities" when C. 3 is involved. 
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Schedule 2: 2 Definition of the Efficiency Criteria in Hierarchy A in Figure 2:5 
(The relation between output and input is a ratio in all cases except that of level 1.) 

L4vel Designation 

4 Efficiency of 
individual 
activities 

Sa Efficiency of 
combinations 
of activities 

3b Efficiency in 
the acquisition 
of goods 

3b Efficiency in 
the acquisition 
of resources 

2 Efficiency of 
all activities 
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as a ratio 
between output 
and input 

Efficiency of 
all activities 
as a difference 
between output 
and input 

Descriptio~£ ·of output and input 

Output: One of the definitions of the activity's output, 
often a flow quantity, appearing in appenilix 2: 1. 
Input: Inflow of production factors used in the activity. 
(It is assumed here and below that all production factor 
flows can be expressed in terms of money.) 

Ot~tput: A definition of output common to the activities 
(often goods flows valued in money terms). 
I nput: Inflow of the production factors used in the ac­
tivities. 

Output: ln!lO'Iv (NB!) of goods, valued in terms of 
physical quantities, from the environment to the system's 
central components. 
Input: Outflow of payments, corresponding to these goods. 
Comments: 1) This criterion must be estimated as an 
index number. 2) If a greater proportion of the goods 
pass through a central component in one of the compared 
situations, the input quantity is adjusted by adding the 
extra costs in CC. 3) If purchase conditions etc. are dif­
ferent in the compared situations, the input quantity is 
adjusted accordingly. 

Output: Inflow (NB!) of a certain type of production 
factors (or capital) in accordance with a combined 
qualitative and quantitative evaluation (e.g. number of 
good store sites and nurnbe1· of inferior store sites ac­
quired). 
Input: Outflow of payments to the components outaide 
the system which have emitted the flows of productior. 
factors or payments ( capital). 

Output: I nflow (NB!) of payments to the system for 
goods flows emitted from the system. 
Input: Inflow of production factors used for all activities 
and the outflow of payments for incoming goods flows. 
Comment: If, in the compared systems, different portions 
of the inflow of goods to RCs come from suppliers out­
aide the system, or different portions of the outflow o{ 
goods from CC go to buyers outside the system, this will 
have to be considered when using this efficiency criterion 
since the "weight" of the wholesale activities in the ef­
ficiency measures will be different. 

The relation here is the difference between output and 
input defined as on level 2. 
Comment: When used in comparisons between situations 
involving different components or systems, these must be 
of approximately the same size with regard to input or 
output. 



Chapter 3 
The Integration Concept in 
Marketing Literature 

In marketing literature the concept of integration is imprecise and lacking in 
clarity. Also it often varies from author to author. This obviously r.reates diffi­
culties for those seeking to study integration and its relations with efficiency 
and explains why I have devoted so much space below to the development of 
concepts. 

In certain technical fields-mathematics, psychology, organization theory, 
economics, etc.-the term integration is sometimes used in specific ways. This 
study falls within the scope of marketing. Although, like most other studies of 
social phenomena, it deals with problems that are of an inherently multi­
disciplinary nature, the survey in this chapter is a lmost exclusively based on 
marketing literature. I shall first quote several definitions and then analyse 
them, bearing in mind the model of a marketing system in the previous 
chapter. 

I hope to show the great need for developing concepts and thus to justify 
my own concentration on this aspect of the subject. Furthermore the chapter 
is intended as a base for the link-up in chapters 4-6 with current concepts. 

Definitions of Integration 
The general meaning of integration can be expressed by the definitions 
provided in Webster's New International Dictionary (1952, p. 1290) . Integra­
tion is there defined as: 
1) Act or process of integrating; spec. act or process of making whole or en­

tire. 
(2. ff. embraus special definitions.) 

The transitive verb to integrate is defined as follows: 
1) To form into one whole; to make entire; to complete; to round out; to 

perfect. 
2) To unite (parts or elements), so as to form a whole; also to unite (a part 

or element) with something else, esp. something more inclusive. 
( 3 ff. embraces special definitions. ) 

The adjective integrated is defined as: 
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Composed of separate parts which make a unity; composite of or pert. to 

a whole so constituted; made complete, whole or perfect. 
Thus it seems that, commonly, integration is a substantive form of the verb 

to integrate, designating an action that changes the characteristics of a system 
in ways that can be described by the adjective integrated. By means of integra­
tion the separate parts of the system are united, and the system functions as a 
whole. Special uses in fields such as mathematics, biology, sociology, psycholo­
gy, business administration and economics are in most cases clearly related to 
common usage.1 

When we turn to integration specifically in marketing systems, no generally 
accepted definition comes to light.2 Nearly every writer on integration in 
marketing literature has his own definition, differing in some degree from those 
of other -w-riters; some do not define the concept at all. The list of ten defini­
tions below, chosen from an even larger number of works, provides a fairly 
representative picture of the various kinds of concept that abound. It makes no 
claim to be exhaustive. 

Ten definition~ 
A. "{Thus) a firm is called vertically integrated when it transmits from one 

of its departments to another a good or service which could, without 
major adaptation, be sold in the market'' (Adelman, 1949, p. 27). 

B. "In this sense integration is the summation of all the ties which relate the 
ultimate consumer to the resources that are to be employed in serving 
him." " ... I am using the term integration without necessarily assuming 
ownership, mergers, nor even compulsion, legal or otherwise" (Arthur, 
1961, p. 418). 

C. Integration embraces "the various means of achieving coordination for the 
optimal operation of two activities". The degree of integration "usually 
refers to the extent to which direct management is utilized to supplement 
or in the extreme replace the price mechanism". "The degree to which 
coordination in two vertically related activities is achieved through joint 
management is measured by the number of decisions in one or both ac­
tivities that are under joint control of the respective managerial groups." 

The author speaks of a continuum of different degrees of integration 

1 See e.g. the various special definitions in Webster's iVew International Dictiona.,.y 
( 1952, p. 1290); Balassa ( 1961) on economic integration between countries and be­
tween regions; Lawrence & Lorsch ( 1967) and Ramstrom (1967, pp. 219 ff. ), on 
integration within organizations. 
2 In Marketing Definitions. A Gli>ssary of Marketing T erms, issued by the American 
:Marketing Association in 1960, for instance, there is no mention of integration, to 
integra.te or integrated, either alone or in combination with other terms. 
3 The definitions are arranged alphabetically according to author's name. My italics. 
Source supplied after each definition. 
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and distinguishes between the degree of integration itself and the type of 
institutional instruments which can influence the degree of integra tion 
achieved. H e points out that "full ownership of two vertically adjacent 
activities is not a necessary condition for full integration". (Blaich, 1961, 
pp. 8 f., 13.) 

D. Vertical integration is defined as "that type of organization that comes 
into existence when two or more successive stages of production and/or 
distribution of a product are combined under the same control". 

Horizontal integration occurs when " . . . two or more similar concerns 
are combined to perform the same functions in the same stage of distribu­
tion or production". 

"Fully integrated" means that "a finn has extended its activities to in­
clude some equipment or some type of organizational setup in all the pro­
duction and distribution stages tha t are normally included in the industry, 
in which the finn is operating". Other types of "vertical integration" are 
then described as "partially integrated". (Cole, 1952, pp. 99, 105.) 

E. "By integration we mean a number of different for ms of cooperation.'' The 
authors then define such concepts as multiples, voluntary chains etc. A 
passage which follows seems to suggest that integration nevertheless involves 
more than a set of institutional characteristics: " Integration usually seems 
roost advanced in ordinary chain organizations, least advanced in buying 
groups ... " "Most chain store systems are probably centrally controlled ... " 
Thus the degree of integration seems to be equated with the degree of 
centralized decision making. 

Later, to show that integration can be far advanced in voluntary chains, 
the · authors refer to uniformity in appearance, assortment, pricing policy 
etc., thus implying that their concept of integration includes homogeneity 
in the execution of marketing activities. (Fog & Rasmussen, 1965, pp. 
502, 503, our translation.) 

F. " V ertical integration refers to the degree of interdependency between 
wholesaler and retailer units. Horizontal integration is the term applied to 

the existence of inter-unit standardization among retail units." l nterunit 
standardization refers to structural attributes such as assortment, store 

planning and sales policy. 
The author also speaks of "an integration continuum" in which it is 

possible to determine "the level of integration". Different parts of this 
continuum are designated "wholly-integrated", "quasi-integrated" and 
"non-integrated". (Hansen, 1965, pp. 11 1, 112, 114. ) 

G. "A horizontally integrated firm controls a number of units all handling 
similar commodities on one and the same level of the production or 
marketing process and its management controls a unified profit policy." 
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"A vertically integrated firm controls a number of different operations 
in the production and/or marketing of similar commodities on successive 
levels, and its management pursues a unified profit policy." 

The author defines partial integration as techniques used to obtain re­
sults which in some respects resemble those obtained by "fullfledged 
integration". However, they require "a more liberal interpretation of the 
concepts of 'single management control' and 'pursuance of a unified profit 
policy'". Examples of partial vertical integration are sales promotion by 
producers, prepackaging, storing of branded commodities by producers and 
exclusive dealer contracts. Partial horizontal integration is represented by 
cartels, marketing cooperatives, industry advertising, etc. (Hirsch, 1950, pp. 
160, 161, 164, 165.) 

H. "By horizontal integration is meant that a firm increases in size by selling 
an increased volume of its existing product lines." "The extent to which 
a firm is horizontally integrated is one measure of its absolute size." 

"By vertical integration is meant the extension of control over two or 
more successive processes of production by a single firm or jointly by several 
firms." "The extreme or highest degree of vertical integration involves such 
extension of control by means of ownership .. . " "An alternative form of 
vertical integration is the extension of control over successive processes, 
through contractual arrangements or informal agreements. In this case 
'certain production and marketing activities of firms, which otherwise 
would make decisions independently, become integrated under a single or 
joint decision-making unit'." 

"An indication of the degree of integration in an affiliated group is the 
extent of cent1·alized control of certain important merchandising decisions." 
(Mueller & Garoian, 1961, pp. 18, 68, 110.) 

I. "The fonDS of distribution occurring alongside the classical distribution 
channel are characterized by what is known as integration, i.e. some or all 
the functions of the intermediate levels are taken over by the foregoing or 
succeeding level. 

"In fuU integration one or more of the independent intermediate levels 
are eliminated, and all the functions of these levels are taken over by the 
foregoing or succeeding levels. 

"In partial integration a foregoing or a succeeding level takes over some 
of the functions that were canied out by independent intermediaries, which 
however remain and still carry out some functions." The author compares 
the central warehouse of a corporate chain and a retailer-controlled whole­
sale firm. In his opinion the latter is a similar but less advanced type of 
integration. ( af Trolle, 1963, pp. 55, 56, our translation.) 

J. "Integration is a process of reaching out horizontally to enlarge the span 
of ownership or vertically to redu ce the number of successive ownerships." 

40 



The Integration Concept in Marketing literature 

Commenting on the degt·ee of integration, the authors claim that a 
comparison between two parts of a marketing institution, or the same part 
on two separate occasions, will reveal clear differences. But there is no 
absolute point at which we can say that an organization has become 
integrated. These authors count voluntary chains and other loose forms 
of cooperation as examples of limited vertical integration by contract. 
(Vaile, Grether & Cox, 1952, pp. 154, 208.) 

Comments on the Definitions 
How do these definitions allow for (a) components, (b) flows between com­
ponents, (c) other relations between components, (d) level of activities, (e) 
division of activities into decision and execution processes, {f) degree of 
integration, and (g) integration as a state of the system or as a change in such 
a state? The first five of these headings will be recognized from the model 
outlined in chapter 2. 

Components 
The authors who mention components (as defined in our model) refer vari­
ously to department (definition A above), managerial group (C), stage of 
production and/or distribution (D), concem (D), unit (F, G ), firm (H ), deci­
sion-making unit (H), level in the distribution channel (I). 

An example of the confusion that can arise from this variety of definitions 
is the following. Assume that a company increases its sales in a component 
that it already owns; according to (H) this is an expression of horizontal 
integration; according to (D) it is not. If however the increase is the result of 
the purchase of a component previously owned by another company, this is 
integration also according to (D). 

Flows 
Flows are included explicitly in only a few definitions. According to (A), 
integration implies a potential or actual goods flow between system and en­
vironment, of the same type as the internal goods flow. 

The "ties" in definition (B) may perhaps refer to different kinds of flow. 
In definition (H) horizontal integration is linked to the size of the output 
from the system. Some of the definitions (E, G, H) refer implicity to flows 
of information, in passages concerned 'v:ith the centralized control of certain 
decisions. Since flows affect-and are affected by-attributes of the activities 
(decision and/or execution processes), definitions that refer to activities can 
also be said to relate, implicitly and indirectly, to flows. This applies to 

(C-J). 
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Other Relations Between Components 
Institutional relations feature importantly in most of the definitions. Integra­
tion (without the modifications "quasi" or "partial") occurs within companies 
or between jointly owned groups according to (A, G, H, f) . In (B, C, F) 
integration is defined without any reference to institutional relations. The 
degree of integration is defined wholly or partly in terms of institutional rela­
tions in ( G, H, ]) , where O'"'llership is said to induce a higher degree of integra­
tion than looser cooperative arrangements. In (C) it is explicitly stated that 
ownership is not a necessary condition of full integration. In (D, E, G, H) 
some connection between institutional relations and control or centralization 
seems to be assumed. 

Other relations mentioned in the definitions are the degree of inter­
dependence between components (F ), and the uniformity in the way a particu­
lar individual activity is carried out ( E, F) . 

Level of A ctivities 
It is generally assumed that vertical integration refers to relations between 
components or activities at different levels in the marketing process, and hori­
zontal integration to relations between components or activities at the same 
level. In (]) what we call level refers to an ownership in a number of "suc­
cessive" ownerships, in (I) it refers to a level in the "classical" distribution 
channel, while in (A) it refers to the existence of a market for the good in its 
different stages of completion. 

According to definition (C), as it is further developed in Blaich ( 1961, p. 
2), an activity involves some not inconsiderable change in the attributes of a 
good. In other words, each activity (defined in this way) constitutes a level. 
It will be easier to delineate production activities in this way. Marketing ac­
tivities, on the other band, refer to imprecise, multidimensional changes in the 
attributes of goods (p. 12) . 

As the following example will show it is sometimes very difficult, with the 
given definitions, to decide whether integration is vertical or horizontal. Fre­
quently, in fact, the distinction seems meaningless. 

Let us assume that consumer-oriented advertising is classified as a retail 
activity. The advertising activity of a system can be centralized in many ways 
Compare the following with a situation in which each retail unit carries out 
its own advertising. 
a) The retail units agree on a common advertising program. 
b) Assuming that the retail units, in both the compared cases, are part of a 

chain organization; advertising is arrangecl centrally by the headquarters 
of the chain in case (b ). 

c) A wholesale unit, owned by the retailers, runs a common advertising 
program. 
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d ) An independent wholesale company is responsible for advertising under 
contract to the retailers. 

Do these cases represent horizontal or vertical integration according to the 
various definitions? 

Case (a) represents horizontal integration according to (D, G) , no change 
in integration according to (H, ]) and, probably, an increase in horizontal 
integration according to (F ). Case (b) involves no change in horizontal 
integration according to (D, G, H, !) and, probably, an increase in horizontal 
integration according to (F). Case (c) implies a change in vertical andjor 
horizontal integration according to (D, G) and an indirect such change ac­
cording to (F). According to (H, ]) it would represent a case of vertical 
integration. Case (d) would be defined as vertical integration according to 
(D, G, H, f) and, probably, an increase in both horizontal and vertical integra­
tion according to (F). 

Decision and Execution Processes 
Some of the definitions imply an awareness of the decision-execution di­
chotomy ( C, D, E, G, H). In these cases integration is closely linked to the 
decision process. However, various basic concepts such as "control", "in­
dependent decision", "direct management", "decision-making unit", " number 
of decisions", etc. are simply not defined. Instead the reader is often referred 
to some connection between these concepts and the institutional setup. The 
fact that the decision process of one activity may be distributed among several 
components is ignored. Moreover, in all the definitions quoted, except (G), it 
is implied that "control" is the same as full "control" of the activity con­
cerned. Centralization of the decision process refers not to decisions for the 
individual activities but, for example, to the number of decisions under joint 
control (C), or the number of activities controlled by central decision-making 
(implicit in D). 

Another problem arises from the fact that the decision and execution 
processes may be localized in different components. Let us assume that the 
execution of price marking is transferred to a wholesale unit but the retailer 
decides the price and the price marking technique. According to (D) vertical 
integration has increased, because the wholesale unit has acquired some equip­
ment for ~arrying out a retail activity, but not according to ( G, H). 

Degree of Integration 
Degrees of integration are indicated in all the definitions except (A, B). Such 
terms as "partial", "quasi" or "limited" integration often occur. 

The dimensions in which the degree of integration is more, or less, clearly 
expressed vary considerably. The follo·wing are some examples. 

Number of decisions that are under joint control (C). 
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Number of stages in a certain limited production/marketing process em­
braced by a company's activities (D ) . 

Uniformity between components in their execution of activities (E, f). 
Institutional relations, where "company/ownership" represents a higher 

degree than "contractual agreements" ( E, F, G, H, ]) . 
Degree of interdependence between components on different levels (F). 
Sales volume of the system (H). 
The extent of centralized control of certain important merchandising de­

cisions (H ). 
Number of activities, which are carried out by components on another level 

(1). 

Integration as an Expression of State or Change 
Whether integration is to describe the state of a system or a change in the 
state of a system is an important decision when formulating the concept. If, 
for example, a company buys another company, integration can refer either 
to the actual purchase or the state of the system before (or after) the pur­
chase. 

In Webster's definition (cited on p. 37) integration is used to describe a 
change. It is used in this way also in { H, ]) , although the last sentences in 
these definitions seem to imply that the concept also describes a state. In all 
other definitions above it describes a state. The integration concepts which 
will be developed in chapters 4-6 below will also describe states. 

On the Need for a Development of Concepts 
We have just seen what a welter of definitions the integration concept has 
called forth. This might not have been so remarkable, had these definitions 
been used for studies of different types of systems or problems, but in fact most 
of the definitions have been quoted from works dealing wholly or in part with 
the very specific problem facing us here, namely integration and the relation 
between integration and efficiency in marketing systems consisting of retail 
and wholesale Wlits. Despite differences in their definitions of integration, 
there are many similarities in the way the various authors analyse the relation 
between integration and efficiency. We can therefore suppose that the various 
concepts do in fact have some points of contact. Remember, for instance, that 
in (E) integration is geared to three separate phenomena- institutional rela­
tions, centralized decision making and uniformity in the execution of activities, 
without any explicit distinction being made between them. 

The integration concept has been widely used to describe such complex 
phenomena that some sort of subdivision seems justified. The confusion we 
have illustrated above only serves to support this claim. I feel the need is urgent 
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to develop a set of integration concepts and to analyse the relationships be­
tween them. In developing such a system of concepts it is naturally important 
to bear in mind how the concepts are to be used. At the same time it is im­
portant to link up with previous usage. 

We are seeking integration concepts that will lend themselves well to 
analyses of the efficiency of marketing systems. In this respect the concepts 
discussed in the previous sector have certain drawbacks. 
a) In most of the definitions the emphasis is an institutional relations. These 

probably only influence the various criteria of efficiency indirectly, in that 
they affect the conditions for the centralization of decision making. It is 
therefore important to create integration concepts that describe characteris­
tics of the decision and execution processes since these variables can be 
assumed to affect efficiency more directly. 

b) Most of the definitions quoted imply that the integration variable is a 
discrete variable far which only a few values are possible. In this study one 
of my main arguments is that it should be possible to allot a large number 
of values between 0 and 1 to the various integration variahles, because I 
assume that even relatively small changes can affect efficiency. 

c) None of the definitions say very much about how integration is to be meas­
ured (and further perusal of the texts in which they appear reveals little 
more) . This is less serious in the case of institutional relations and more so 
with regard to integration concepts referring to decision and execu tion 
processes, because institutional relations are easier to operationalize. 

In the three following chapters I shall develop some relevant concepts. In 
doing so I shall distinguish between three main types of integration: institu­
tional integration, decision integration and execution integration. 
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Chapter 4 
Institutional Integration. Introduction 
to the Empirical Study 

In this chapter I shall present the concept of institutional integration and 
report on measurements of this variable in four systems. In this chapter, and 
in the related appendices, I shall also present the scope and method of the 
empirical study. 

Institutional Integration-a Concept 
I nstitutional relations are legal relations, or relations m some similar way 
institutionalized, between components. The following are the four such rela­
tions allowed for in our model. A and B are two components. 
a) A is owned by B 
b) A is a part of the same legal entity as B 
c) A has signed a written contract for long-term cooperation with B 
d) A is represented on some statutory body of B. 

The terms written and long-term in (c) and statutory in (d) link up with 
common usage of the term institutionalized. 

A component need not be institutionally related to any other component; it 
may be related in one or more ways to one or more components inside or out­
side the system. B and C may both share in the OY..11ership of A; A may have 
entered into contracts with D and E, etc. Institutional relations affect the 
amount of formal, legal power of one component to influence the behavior of 
another. The strength of the institutional relations is said to be greater, the 
greater this power. For example, if A is owned solely by B, then B has various 
legal means of persuading A to act in certain ways. If B is simply represented 
on the board of A, or shares ownership of A with C and D, I po6tulate that 
the legal base for influencing A's behavior will not be so strong. 

I nstitutional integration between two components is defined in terms of 
certain attributes of the institutional relations. If the legal power enjoyed by 
one component over the behavior of another increases, we can say that the 
institutional relation has become strong-er and that institutional integration 
has increased. A large number of values could be a ttached to institutional 
integration, since the attributes of the institutional relations can be combined 
in so many different ways. 

46 



Institutional Integration. Introduction to the Empirical Study 

In this study, however, I identify three classes only: full, partial and no 
institutional integration. A more detailed classification would involve us in 
the complex problem of ranking a great many possible combinations of institu­
tional relations according to the legal power they bestow. Since institutional 
integration is not of prime importance to my argument, there is no need to 
consider these problems here. 

Full institutional integration or FII, exists between two components A and 
B if A is owned solely by B and A is part of the same legal entity as B and of 
no other. 

Partial institutional integration or PII is said to exist between two compo­
nents if there is at least one institutional relation between them but require­
ments of full integration are not fulfilled. FII represents a greater degree of 
institutional integration than PI!, because I assume that full ownership within 
the same legal entity provides the greatest possible legal power to control the 
behavior of another component, within the present framework of institutional 
relations. 

Finally, no institutional integration or Nil implies a total absence of in­
stitutional relations between two components. 

In this study I am chiefly interested in integration between central and re­
tail components; integration between central components on different levels 
or between components on the same level is of less immediate concern. I thus 
let the strongest institutional relations between each retail component (RC) 
and any of the system's central components ( CC) be the basis for classifying 
institutional integration for the system as a whole. 

If the relations are not equal for all RCs, the system is classified in ~­
cordance with the degree of integration revealed for at least three quarters of 
them. If no single degree of integration receives such a majority, the insti­
tutional integration is classified as partiaL Thus PII is also used to describe 
systems whose institutional relations are comparatively heterogeneous. FII and 
Nil are more clear-cut, which is quite natural since they represents the ex­
treme cases (greatest and least possible legal power). 

Two types of PIJ-systems can be distinguished: (a) retailer-sponsored partial 
institutional integration, or Pli-R, where at least half of all the retail com­
ponents are owners of at least one of the central components, and (b) whole­
saler-sponsored partial institutional integration, or PII-W, where no retail 
components (or less than half of them) own any of the central components. 

Aim and Scope of the Empirical Study 
The aim of the empirical study can be formulated as follows. 
a) To measure and, between systems with different degrees of institutional 

integration, to compare the values of the integration variables. 
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b) To provide. grounds for evaluating the relevance of the integration con­
cepts and, in an inductive way, to get ideas for the analysis of the relations 
between integration variables and between these variables and efficiency. 

Before I undertook the empirical study, a preliminary model of the 
marketing system (which corresponds in the main to the model introduced in 
chapter 2), and a preliminary formulation of the various integration concepts 
were developed. This determined to a considerable extent what material was 

Schedule 4: 1. Systems in the Empirical Study 

S)'$tem Extent and organi~tional Institutional integration Code 
number membership 

Regional consumers' cooperative Full institutional FII 
society integration 

2 District in the ICA-group. Partial imtitutional PII-R 
(lOA is a nation-wide retailers' integration - Retailer-
cooperative organization which on the sponsored 
wholesale level consists of three wholesale 
companies) 

3 Regional part of a voluntary chain Partial institutional PH-W 
sponsored by wholesalers in the ASK- integration - Wholesaler-
group. (ASK i& a joint purchasing spomored 
organization for independent grocery 
wholesalers) 

4 Independent wholesaler in the ASK ~o institutional Nil 
group and its retailer customers integration 

collected in the empirical study and what methods were used (see appendices 
4: 1-4: 3). 

The aim of the study was purposely formulated in rather general terms. 
Not much is known at present about integration and efficiency in marketing 
systems. I therefore considered it an advantage at this early stage not to re­
strict an empirical study to narrowly delineated problems. 

Four systems have been chosen for study according to certain criteria,. 
without any probability selection being involved. Among these criteria, which 
are reported in detail in appendix 4: 1, was the requirement that each chosen 
system should be different "W-ith regard to institutional integration. In that way 
I hoped to be able to make interesting comparisons of differences and simi­
larities for the other integration variables between systems with varying 
degrees of integration, according to the most commonly used integration con­
cept (i.e. institutional integration). I therefore used institutional relations as 
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Schedule 4: 2 D efinition of Components in the Various Systems 

Code• System I = FFI Code System 2=Pli-R Code System 3=P1I-W Code System 4=NII 

RC1 Foodslore (or food dept. RC, Foodstore which is part RC, Foodstore which is a RC, FoodstorB with CC., as 
in dept. store) owned by owner of ca .. and located member of the regional chief supplier of 
CCu• in the district where part P of voluntary chain groceries, with at least 

CC 21 curries on wholesale R. P is sponsored by 50,000 Sw. crowns worth 
activities cc., of purchases from CCu a 

year. 

CCu Consumers' co-operative sncie!)l X cc,l Retailer-owned whol4sale CC.n Wholesale ~mpany S, CC 01 Whok.rals company T, ;J 
(II 

ns legal entity, its head company Z's distribution incl. the voluntary chain P, incl. advertizing committee .... 
;:::;; 

office, management, ctnler U, Incl. as a legal entity, in which a number of RC,s c 
:;t. 

committees, and the committees and statutory together with its participate. 0 
;J 

statutory organs of the organs. committees and statutory !!!.. 

a~sociation. organs. :; 
m 

CCa Regional warehouse r, for CCu Wholesals company Z as a CCu National organi;:ati()n cc .. Group V of wholesale com· (Q .... 
wholesale activities in legal entity, its head of the voluntary chain R, panies of which CC11 is a ~ 
the region of which CC11 office, committees, and including office, part. 0 

? 
is a part. Incl. premises various premises for committees and statutory 3' 
used for marketing perish· regional distribution of organs. -... 
able~ to the CC11 area and bread and goods from 

0 
0.. 

the committees connected central warehouse. Incl. 
c g_ 

with the regional ware• committees and statutory 0 
;J 

house. organs. -0 

CC13 KF, The Got~perative Union cc •• ICA't central organil:a!ion, cc .. ASK, economic society CCu ASK, economic society. -::r 
and Wholesale So~ie!)l incl. committees, statutory or- ~ncl. office, committees, Same as CCw 

C1) 

m 
committees, statutory organs gans and units for nation- statutory organs and 3 
and units for nation- wide marketing activities, units for nation-wide ~-
wide marketing activities. ma.rkcting activities. 

::l. 
() 

!!!.. 

t T he first figure indicates the system number. The second figure indicates level in the hierarchy. 
en 
2 

~ • Foodstores are stores in which food answer for more than 50 % of sales. a. 
(0 '< 
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Schedule 4: 3 Components of the Large Systems 

System Components included 

FII All components associated with KF or consumers' co-operative societies 
affiliated to K.F, which take part in food marketing activities {excl. relltau­
rants etc.) 

PU-R All components associated with ICA, which take part in food marketing activities 
(excl. restaurants etc.) 

PII-W All components affiliated to the national voluntary chain R , which take part 
in matketing activities; and ASK. 

Nil Wholesalers in group V and those of their customers who can be characterized 
in the same terms as RC, (see schedule 4: 2); and ASK. 

Table 4: 1 Size of the Systems in 1965 

Number of Retail Components 
Sales from Components on Diffe:rent Levels, amount given in millions of 
Swedish Crowns, excluding sales tax. 

System: FII PII-R PII-W NII 

Number of RCs 47 199 107 89 
Sales from these RCs 64 160 116 63 
Total sale3 from: 

ceil 84-' 66 92 26 
cc12 179 827 c. 250 c. 50~0 
CCta• 1,820 1,570 1,380 1,380 

• This figure indicates total sales from all stores owned by CC11 (i.e. including stores other 
than foodstores). CC11 does not perform wholesale activities. 
• All 5ales from wholesale units associated with ICA and ASK and sales from regional 
warehouses and regional pe:rWlable producers in KF. The sources of the figures at the 
CCJa-level are the annual reports of the organjzations. 

criteria for delimiting the systems, with one exception.1 In the system without 
any institutional relations between central and retail components, I have used 
a method similar to the relative flow of goods method, discussed earlier on p. 
31. Thus retail units using the already chosen wholesale unit as main supplier 
of groceries have been included in the system, if their total purchases from 
the wholesale unit exceeded a certain amount. 

Conditions reported refer to 1966 with the exception that most figures refer 
to 1965. 

Each of the systems is a subsystem of a large rystem. The hierarchical stmc-

1 My reliWlce on institutional relations in this study does not indicate WlY general 
preference for this criterion in setting the boundaries of a system. Cf. the discussictn on 
pp. 29 ff. 
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ture of the large systems is based on the existence of institutional relations 
and/or goods flow relations between components at different levels. Figure 
4: 1 illustrates a large system of which one of our four systems is a part. At 
certain stages of my argwnent I change altitude in that the central com­
ponents on different levels are counted together as a single component. (This 
applies for instance to parts of chapter 5.) Schedules 4: 1--4:3 and table 
4: 1 describe the systems in greater detail. 

Figure 4: 1 A Studied System as Subsystem in a Large System 

0<4-level 

CC2-Ievel 

CCt·level 

RC.IeveJ 

o~ components 
Lines between components indicate the existence of institutional and{or goods flow 
relations. 
Solid thick lines incticate the boundaries of the studied 11ystem. 
Broken lines indicate that in certain cases the centra~ components on different levels 
have been combined into one component, i.e. the altitude hlU been increlUed. 

Table 4: 2 illustrates some of the population conditions in areas where the 
RCs and lowest-level CCs function. The areas containing the PII systems 
show a higher growth rate and higher proportion of population centers than 
the other areas. In the Nil area, population is on the decrease; the proportion 
of population centers is also the lowest. 

Table 4: 2 Population Conditions in the Relevant A.1·eas, 19656 

FII PII-R PII-W Nil 

Population in millions, approx. 1/4 1{4 1/4 
Proportion of pop.centers•, approx. 1{2 2/3 1/4 
Percentage change in population 
1962-65, approx. +I +4 +4 -2 

• Source: Statistisk Arsbok 1963 and 1966, table 13. 
, Population centers mean here toWDs and other urban districts. 
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Institutional Integration in the Systems Studied 
The institutional relations between component pairs have been established 
by means of interviews and by a study of existing agreements and charters. 

Schedule 4: 4 Institutional Relations Between Component Pairs in the Systems 

Component 
pairs 

System I, FII System 2, PII-R System 3, PII-W System 4, NU 

(i indicates 
system 
number) 

RCt/CCD. CCu is an eco- None RC.and CC .. None 
nomic society. are members 
AU RCls are of the voluntary 
included in their chain P which is 
entirety an economic society. 
in this legal RC,and CCn 
entity. They are are, how•ever, 
also owned independent legal 
entirely by CCu. entities. A charter 

and constitution 
have been signed 
by RC, and cc .. , 
whereby they 
have entered upon 
an agreement to 
cooperate. 

RC:t/CC12 None RCs owns shat·es None None 
in CC.., All the 
RC.s have signed 
the I CA-charter 
whiclt means that 
they have enter-
ed into a contract. 
RC, is an inde-
pendent legal 
entity. CC2t is 
part-owner of 
some RC,s and in 
exceptional cases 
owns an entire 
RC,. 

RCt/CCts None RC2 is a member None None 
of CC,, and has 
also entered into 
a contract with 
CCu by signiltg 
the ICA-charter. 
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Schedule 4:4 (cont.) 

Component System I, FII 
pairs 
( i indicates 
system 
number) 

CCu/CC12 CCu is affiliated 
to CC11 which 
means that CC11 

will be represent-
ed on cc .. ·s 
statutory 
committees. 

CCufCCts cc.1 is affiliated 
to CCu and is 
part-owner of 
CC13• CCu is 
represented on 
certain statuto-
ry committees 
and has signed 
certain written 
contracts with 
cc.,. 

CCtafCCta C~, is wholly 
owned by CC11; 

it fonns part 
of the legal 
entity CC10• 

System 2, PU-R System 3, PII-W 

CC., is in its CC11 is a. joint 
entirety part stock company in 
of the legal which CC11 and 
entity cc ... other wholesalers 
CCu owns CCtt sponsoring region-

nal parts of the 
voluntary chain 
Rare part-
owners. CCu and 
CCu are separate 
legal entities. 

None CCu is part-
owner of 0038• 

CC11 and CCu 
are separate 
legal entities. 

CC,, is a member None 
of CC,., which 
means that CC11 

owns shares in 
CC21 and h a, 
signed tb.e lOA-
charter. CC,1 

will be repre-
sented on certain 
committees in 
cc ... There is 
also a consortia! 
agreement 
between CC., 
and CCu which 
gives CO,. 
authority to make 
certain decisions 
binding on CCw 

System 4, Nil 

CC11, together 
with some other 
wholesale com-
panies, forms a 
group based on 
joint proprie-
ta.ry interest. 
CC.,. and CCu 
are separate 
legal entities. 

CC61 is part-
own er of CC.,. 
CC ,1 and CC" 
are separate 
legal entities. 

None 
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The relations are described in schedule 4: 4 and in the accompanying com­
ments. The resulting institutional integration between component pairs is 
illustrated below in figure 4: 2. The degree of integration in the systems as a 
whole has already been indicated in schedule 4: 1. 

Figure 4: 2 Institutional Integration between Components in the Studied 
Systems (according to schedule 4 : 4) 

System 1, Ftt System 2! PII - A 

Comments on Schedule 4: 4 
FII 

System 3, PIJ-W System4, Nil 

rEl 
I 
I 

IS 
J . I 

lr. 
~ 

E1 

The written contracts existing betw-een CCn and CC1a concern CCn's association with 
the Swedish Auxiliary Association (SHF), the Cooperative Pensions Foundation, the 
Department Store Association, Domus and the Auditing Department of K F. 

As a result of the asSociation with SHF, CCu's right of decision is formally restricted 
with respect to establishing new retail units and capital formation. Such decisions depend 
on agreement between the CCn and SHF. According to lhe SHF agreement, SHF owns 
all assets and liabilities except real estate and fixtures, which it rents from CC:n. 
CC11's connection with SHF has historical roots: the small societies with a poor econorrric 
standing that joined together to create the regional society CCu, were already associated 
with S HF. 

A!sociation with the Cooperative P ensi<ms Foundation provides rules regarding em­
ployees' pension rights. 

The Demus Agreement provides formal rules for allocating the right of decision as be­
tween CC13 and C C:n with regard to one RCt (a department store) . 

Association with CC13's A•1diting Department implies formal obligations to supply 
information to CC1s. 

The Charter of the Cooperative Union and Wholesale Society is mainly concerned 
with general objectives of t he cooperative movement and with rules for the parliamentary 
organization. 
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Pll-R 
The following is the main content of the ICA Charter: 
1 ) The general aim of the system is to assure the present and future development of 

RC by means of efficient marketing, through organized economic cooperation between 
CC and RC. 

2) The necessa1y conditions of membership for RC are: 
a) The principles of the charter shall be followed in the running of operations (as 

stated below under point 3). 
b ) D ecisions made by CO on a basis of the principles laid down by the I CA Central 

Assembly shall be followed. (The Assembly is part of CC23. ) 
c) Pan: ownership of CC and capital formation by means of withheld bonus. 
d) A certain standard in running a well-kept store. 
e ) Purchases from CC must constitute at least 20 % of RC sales. 
f) RC must display the ICA emblem. 

3) Principl~rs for deciding RC activities: 
a) Most purchases of merchandise groups carried by CC are to be made from CC. 
b) Ord~r routine shall follow the rules laid down by CC with regard to timing and 

techniques. 
c) Sales promotion activities planned by CC shall be carried out. 
d) RC shall show active interest in advice {rom CC con.sultants about various retail­

ing problems. 
e) RC shall supply CC with information about annual sales, budget for coming 

year's purchases from CC, establishment plans and changes in the number and 
identity of stores in the local area. 

4) Central compon11nts are provided with general guiding principles regarding assort­
ment policy, consultant and training acti'V-ities, establishment of new units and the 
provision of information to RCs. 

5) Rules for the parliamentary organ's composition and working methods are laid down. 
6) A consortial agreement between CC23 and CC22 is stipulated. 
7) A breach of the charter by RC may result in loss 'Of membershlp. 

PII- W 
ASK's charter deals only with CCsa's general objectives, rules for membership of CC3s, 
the parliamentary organization and rules for payments between CC33 and CCs1. No 
principles !or CCa1's wholesale activities are included. 

The charter of the voluntary chain describes the objectives of the chai11 and the 
obligations of CC31 in its relations with RCa, as well as RCa's obligations as a member 
of the system. 
CCs1 shall a ) act as coordinating agent in the system and supply some of the neces­

sary resources {or the chain's acti~·ities, 

RC/S shall 

b) solve RCs's purchasing problems both for CC31's assortment and for 
other groups of merchandise, 

c) plan and carry out sales promotion activities, 
d) promote efficiency in store operations by means of training, pooling and 

exchanging of e.xperiences, holding a watching brief on possible store 
sites etc. 

a) loyally follow the principles laid down by CC:Jt's parliamentary body, 
b } concentrate its purchases to cea, > 

c) follow up sales promotion activities decided by CCat, 
d) strive for g1·eater efficiency in its operations, 
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e) keep CCu informed of annual turnover, the activities of competitors, 
etc. 

f ) operate an active pricing policy. 
The charter also contains regulations abo11t the parliamentary organization, about 

membership and loss of membership and about the financing of joint retail activities. A 
breach of the charter by RC can result in loss of membership. 
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Chapter 5 
Decision Integration 

Allocation of the decision process among the components of a system features 
in many definitions of integration (for instance definitions C, D, E, G and H 
in ch. 3). In the literature on marketing systems the effects of centralized 
decision making on efficiency is a topic frequently discussed. In the social 
sciences in general, and in organization literature in particular, problems of 
defining, measuring, and analysing control in systems frequently occupy a 
prominent position. See for instance Bonini, Jaedicke & Wagner {1964), Price 
( 1968, ch. 3) who reviews some studies on centralization and efficiency, T an­
nenbaum ( 1968), and works referred to in R amstrom {1967, pp. 287 f.). 

Thus the concept of decision integration which I have developed below for 
describing the degree of centralization of a decision process, is cleady related 
to existing integration concepts; it is also relevant to our discussion of ef­
ficiency. 

This chapter is arranged as follows: 
First I shall present the concept of decision integration. 
Secondly the operationalization of the concept of decision integration is 

discussed. I shall seek a basis a) for ranking systems according to the degrees 
of decision integration they reveal for a particular activity and b) for classify­
ing a system's decision integration for an activity. 

I n the third section of this chapter, and in the appendices, I shall report on 
some measurements made in the real systems. 

Finally I shall analyse how institutional and decision integration are related 
to each other. 

The Concept of Decision Integration 
The main line of reasoning in this section is as follows. The decision process 
results in the choice of a single alternative from among all possible action 
alternatives. The final choice (the action decision) is made by the component 
which is going to execute the activity (the acting component). One of many 
factors affecting the final choice is infonnation received from components on 
a higher level in the system, wishing to affect the decision. This control in­
formatWn, as we shall call it, can be interpreted as a wish to influence the 
chosen action alternative in two ways. First it indicates the attributes of one 
or more action alternatives which the controlling component wishes the con-
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trolled component to consider. These attributes constitute the controlling set.1 

Secondly the control infonDation indicates how closely the attributes of the 
action alternative chosen by the controlled component shall agree with the 
controlling set. The attributes of the chosen action alternative constitute the 
chosen set. 

Decision integration is defined in set theory terms as the ratio between the 
number of elements in the intersection and union of the controlling and 
chosen sets. This will he discussed in detail later. 

Before attempting to define decision integration we must clear up a few 
questions: 
a) How can we describe the decision process as a reduction in the number of 

possible action alternatives, resulting in the choice of one? 
b) What is control information? 
c) How can we interpret control information as an expression of the inten­

tion to exert influence on the decision process of the controlled com~ 
ponent? 

d ) What other types of influence on the decision process are there, besides 
control information? 

I shall con£ider these questions below, after which we can return to the 
definition of the concept of decision integration. 

The Decision Process as a Reduction in the Number of Action Alternatives 
First we must define two sets. The total set (T) consists of the elements 
which, alone or combined in accordance with certain rules, can describe each 
of all the possible action alternatives. The subset of the total set describing 
the chosen alternative will be known as the chosen set (D). The total set is 
determined by an agent outside the subsequent decision process whom we 
shall call the analyst. Thus the alternatives of which the decision maker is him­
self aware do not affect the composition of the total set. 

Elements in the Total and Chosen Sets 
How, then, can the elements in the total set be expressed, and what are the 
rules according to which the chosen set can be specified as a subset of the 
total set? 

Three main cases are distinguished. They are illustrated in fig. 5: 1. 
1) The elements in the total set describe mutually exclusive action alterna~ 

tives. In this case the ch06en set always consists of just one element. The total 
set often consists of a huge number of elements, since the number of mutually 

1 The term control as used in this study is broader than the Swedish kontrollero, as was 
mentioned above in a footnote, p. 5. C£. also the discussion of some control concepts in 
Tannenbaum ( 1968, p. 5) where the following is stated. "Its original application in 
business organization derives from the French usage meaning to check. It is now com­
monly used in a broader sense synonymously with the notions oi influence and power." 
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Figure 5: 1 The Elements of the Total Set and the Rules for Selecting the 
Chosen Set from the Total Set 

Case 1 The elements are mutually Case 2 Each element may or :may not 
eJtclusive action alternatives be included in the chosen set 

Case 3 The elements in the total set can be Illustration to case 3 
identified as ordered pairs of elements of 
the baaic and the attribute set 

Attribute set a., a., a,} Total se\ 
Basic set lb., b., b.} 

b,a .. hta~ I 
Total set b,a., bt31 , b1a1, 

(Example) b0a., b.a., b,a. 
Chosen set 
(examples) 
Rule a) 

Rule b) 

Rule c) 

chosen sa•V 
Rules) ~ 

Rule b) 

Rule o) 

exclusive alternatives is usually very large. Consider for instance the number 
of different retail assortments that can be combined from the total number of 
articles available on the market. This way of defining the elements of the total 
set is in most cases unsuitable for our purpose, as will become apparent later. 

2) The elements in the total set describe an attribute that may or may not 
also be an attribute of the chosen action alternative. Thus each (proper) sub­
set of the total set describes an action alternative. An illustration of this case 
is the choice of an assortment from the set of all articles available on the 
market.2 The chosen assortment can consist of any combination of any number 

2 It was in considering the activity choice of assortment in various systems, that my 
ideas first lx:gan to emerge about the decision integration concept. 
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of articles. However, in a specific analysis, it may be necessary to impose some 
restrictions, for instance upper and lower limits for the number of elements 
allowed in the chosen set. 

3) In this case the elements of the total set can be identified as ordered 
pairs of two sets which we will call the basic set and the attribute set.3 Not all 
ordered pairs in the product set of the basic and attribute set are necessarily 
included in the total set, since some pairs may not represent possible action 
alternatives. An illustration: The basic set consists of the articles in an RC's 
assortment. The attribute set consists of numbers representing prices. Each 
article is represented in the total set by all the prices from the attribute set 
that, according to the analyst, are "possible". (S·ee further on p. 77 for the 
meaning of "possible" ) . 

To choose a subset of the total set which will constitute an action alterna­
tive in a certain case, one of three rules applies: 

a ) Each element of the basic set is represented in the subset by one and 
only one of the ordered pairs. Example: Each article in a store's assortment 
has one and oruy one price at the same time. (This is of course not necessarily 
true in real systems.) 

b) Each element of the basic set is represented in the subset by one or more 
of the ordered pairs. Example: Each group of merchandise included in the 
assortment is positioned in one or more areas of the store. 

c) Not every element of the basic set has to be represented in the subset. 
For those that are represented, rule b applies. Example: An article included 
in the store's sales promotion assortment is displayed in one or morr of the 
st01·e's areas, or not at all. 

I n appendix 5: 1, definitions of the elements of the total set and the rules 
for selecting a chosen set are given for each activity. 

The Stages of the Decision Process as They Affect the Choice 
The decision process thus implies the choosing of a subset of the total set. The 
decision process has been described above as consisting of several stages such 
as initiation, search for and formulation of goals, alternatives etc. When the 
decision process runs through the various stages, this implies that the choice 
of the action alterna tive is affected. This can be described in the following 
way. 

The analyst specifies all the "possible" starting-times for a decision process, 
all its "possible" goals, etc. Thus the initial state of every decision stage can 
be described as a set whose elements are starting-times; goals etc. As a result of 
the decision process a subset is chosen; the decision stage is thereby "com­
pleted". 

3 In set theory terms, the relation on the basic set and the attribute set can be described 
as a structure imposed on the basic set. E.g. the price or display structures of the assort­
ment. See Odhnoff ( 1967). 
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This does not mean that the decision maker is aware at the start of all, or 
indeed any, of the elements describing the various decision stages. On the 
contrary all or some of the elements subsequently included in the set de­
scribing the completed decision stage can have been the object of search: the 
decision maker may have formulated state descriptions after making market 
investigations, or action alternatives after research and development work. 
On completion of a decision stage, some elements in the total set, T , may lose 
their relevance for possible future inclusion in the chosen set, D. Figure 5: 2 
illustrates this. The goal formulation of the decision process consists of the 
choosing of a subset from the set of all "possible" goals. This means that al­
though the other decision stages are not yet complete, some elements in the 
total set T have already become disqualified from inclusion in the chosen set, 
providing the decision process is logically consistent. The three decision stages 
together define the subset of T represented by the shaded surface in the figure. 
The chosen set, D, is a subset of this set, as specified by the other decision 
stages not separately mentioned in this example. This postulate--that the 
various stages in the decision process affect the final choice of action alter­
native--will appear later in support of my assumption that one component 
can affect another's choice of action alternative by influencing one or more 
of the decision stages, without specifying any action alternatives at all. 

Figure 5: 2 E ach Decision Stage of the Decision Process Implies the Exclu­
sion of Some Elements of the Total Set from Possible Inclusion 
in the Chosen Set 
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Another way of looking at the decision process as a limitation of the number 
of action alternatives, is to consider the transformation activity of the various 
decision makers ( p. 21 ) . 

Each separate action decision is said to be preceded by one decision process 
which is carried out on the two levels of action decisions and general decisions. 
However, various parts of a decision process are always common to several 
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other decision processes (for the same or different activities) at the level of 
general decisions (p. 22) . Each component taking part in a decision process 
is said to complete a decision step. General decisions and action decisions are 

the outputs of separate decision steps in a decision process. If a controlling 
component takes part in the action decision process of an activity carried out 
by the controlled component, it will only be able to suggest or prescribe an 
action decision, since by definition it cannot choose one (p. 22). 

Having stated these premises we can discuss how each decision step affects 
the progress of the decision process towards the choice of an alternative. 

The size of a decision step refers to the difference in the number of elements 
in two sets describing action alternatives: the input into and the output from 
the decision step. Input into the decision step is described as a set containing 
elements of the set describing the output from the preceding decision step plus 
elements describing other action alternatives considered by the component 
during the decision process. A consequence of the possibility of adding elements 
to the output of the preceding decision step is that the sum of the sizes of the 
decision steps can be greater than the number of elements in the total set, T. 
Fig. 5: 3 illustrates this. 4 

Figure 5: 3 Illustration of the Definition of the Size of a Decision Step 
Decision step 2. 

Input 
(e and! a,e 

Decision step 1 
Output 

elemenls added 
lOr consideration 
by step 2) 

Output 
(eanddhave 
been elimlnated 
~?Ystep2) 

Simot" 
stcp2 

r----., 

J 0 
0 
0 

0 
0 

0 0 r ----------

0 0 

Control Information and the ControJiing Set 

r-----' 

0 0 
G J 

A component can affect the final choice of action alternative in another com­
ponent by supplying information that is included in the information processing 
of the receiving component. 

Simon puts it thus: 

4 The formulation of this concept can be compared with Ramstrom (1967, pp. 154 £f. ) 
who distinguishes between decision steps implying "limitation", "shift" or "generaliza­
tion". In these terms decision step 2 in fig. 5: 3 is a "shift" (outputs of step 1 and 2 
are compared) . If element (f) had not been added it would have been a "limitation". 
If element (d) had not been deleted it would have been a "generalization". 
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"The behavior of a rational person can be controlled, therefore, if the value and 
factual premises upon which he balles his decisions are specified for him. This control 
can be complete or partial--all premises can be specified, or some can be left to his 
discretion." . . . "Most often, influence places only partial limits upon the exercise of 
discretion.'' (Simon, 1957, p. 223.) 

Maximum influence would require full specification of the action alterna­
tive to be chosen. On the other hand, little influence is involved, and much 
therefore left to the discretion of the recipient, when for instance the informa­
tion refers to some vague, non-operational goal or to a large number of possible 
action alternatives. 5 

Different forms of control in organizations can be discussed in terms of the 
amount of influence they involve. Of those discussed by Rhenman ( 1964) and 
Ramstrom { 1963), "direct control" probably leaves least to the discretion of 
the recipient, while "goal control" leaves most. " Program control" would 
come somewhere between the two. 

Common to all cases, however, is the fact that information is sent from a 
controlling component and received by a controlled one. The information 
may be directly concerned with an action decision or with general decisions: 
in the latter case it will indirectly concern one or more action decisions. 

The term control information wiU be used in this study to designate infor­
mation which is sent from a component on a higher level in the system to a 
component on a lower level, with the avowed purpose of influencing the deci­
sions of the lower component. T hus, in this study, only information from a 
higher to a lower level qualifies as control information. The definition does not 
specify whether the information does in fact affect the decision process. 

Thus I classify messages here according to the intention of the sender, 
rather than the reaction of the recipient, though I do require that transmis­
sion actually takes place, i.e. that the recipient has received the message. Thus 
information that has no effect on the behavior of the recipient can be clag... 
sified as control infonnation, while other information, even though it does 
affect behavior, cannot be so classified because the influence was not intended 
by the sender. This definition has been chosen because, in operationalizing the 
concepts, great methodological difficulties would be involved in trying to 
associate information with the behavior of the .receiving component.6 

6 "The amounts and kinds of discretion available to the organizational participant are a 
function of his performance program and in particular the extent to which the program 
specifies activities (means) and the extent to which it specifies product or outcome 
(ends) . The further the program goes in the latter direction, the more discretion it 
allows for the person implementing the program to supply the means-end connections." 
(March & Simon, 1958, p. 147.) 
6 Rhenman ( 1964) and Stromberg & Wirdenius (1961 ) employ different grounds for 
classifying messa.ges as control information (their term is "control impulse") . Rhenman 
sees the effect of the message on the recipient as the determining factor; Stromberg & 
Wirdenius are concerned with th.e sender's intentions and my definition resembles 
theirs. 
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Control information operates in two ways. First it indicates, directly or in­
directly, the attributes of the action alternative that the controlling component 
wants the controlled component to choose, wholly or in part. This intended 
influence can be expressed as a subset of the total set, T , which I call the con­
trolling set, C. Secondly, control information indicates a certain relationship 
between the chosen set and the controlling set, e.g. should the sets be equal, or 
how much are they to overlap? 

The elements of the controlling set can be deduced from the contents of 
the control infonnation. This may simply consist of a list of preferred action 
alternatives or attributes of action alternatives. Alternatively it may be con­
cerned with certain alternatives or attributes which are not to be recom­
mended. Or the control information may be aimed only indirectly at the av 
tion alternatives, trying instead to influence one or more of the decision stages 
in the decision process of the controlled component. That completion of these 
decision stages implies a reduction in the number of "possible" action alterna­
tives has already been discussed above. Thus, influence on a decision stage 
can be seen as an indirect specification of attributes of action alternatives; 
that is, the control information still defines a controlling set. How the control 
information defines the controlling set is decided by the analyst. 
· It is assumed that control information sent to the controlled component on 
earlier occasions remains :>tored there unless some later information has can­
celed or changed it. I£ messages appear contradictory, it is assumed that those 
of a later date apply. In other cases of inconsistency between different messages 
in the control information, the controlling set also contains elements that are 
inconsistent with each other. Thus, in such cases, the controlling set is a larger 
subset of the total set and less restrictive on the discretionary behavior of the 
controlled component. 

Since an element of the total set either does or does not belong to the con­
trolling set, the preferences of the controlling component can only be divided 
into two classes: elements in the controlling set are preferred to those that lie 
outside.7 

The second way in which control information operates is that it defines the 
desired relationship between chosen and controlling sets. The nature of this 
relationship ,...;.n be clarified in the next section. The analyst interprets the 
control information also in this respect. 

7 In another respect, too, the elements in the controlling set are alike. They are not 
valued according to thcir "importance" in the activity concerned. For example, an 
article with a high sales volume and one with a low volume both represent one element 
in describing the activity choice of assoortment. 
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Control Information Implies an Intention to Exert Influence• 

The following represent the main types of influence intended by the con­
trolling component: 

1) The chosen set (D') shall be identical with (i.e. equal to) the controlling 
set, .C, that is 

n(D'nC) = 1 
n(D' U C) . 
The designation D' instead of D indicates that this is not the "real" 
chosen set; it is the chosen set that will, according to the expectations of 
the controUing component, describe the action decision. 

2a) The chosen set shall be a subset of the controlling set; that is, it shall 
include some but not all the elements in the control1ing set, and no other 
elements. 
n(D' n C) _ 

1 
b n{D' n C) 

1 n(D') - ut n(D' U C) < · 
2b) The controlling set shall be a subset of the chosen set. Thus the chosen 

set shall include all the elements in the controlling set and other elements 
not specified by the control information. 

n (D' n C) _ I b n(D' n C) l 
n(C) - ut n(D' U C) < · 

3a) The chosen set shall consist to a certain extent (but not entirely) of 
elements of the controlling set. As a formula: 
n(D' n C) 

n(D') > a, a < I. 

3b) The chosen set shall consist to a certain extent (but not entirely) of the 
elements of the conttolling set. How large a part of the chosen set shall 
come from outside the controlling set is in itself not specified by the 
control information. As a formula: 
n(D' n C) 

n(C) > b, b < 1. 
These relationships are illustrated in figure 5: 4 and exemplified below. 

1) Retail, i.e. controlled, component RC should follow the price list supplied 
by the central, i.e. controlling, component CO for all products. 

2a) RC should choose its entire assortment from CO's list of articles, but 
not all the articles on the list. 

2b) RC should carry all the articles indicated by CC in the common sales 

8 The tenn influence has been used to designate the relations between the controlling 
and the chosen set, as discussed in this section, although in fact the preferences of the 
controlled component concerning the composition of the chosen set may have a con­
siderable effect. In an extreme case the controlling component might adjust the con­
trolling set to agree entirely with the given preferences of the controlled component. 

Earlier in this text the word influence has been used in its everyday meaning. Out­
side the spedfic context of the relations between the chosen and controlling set as de­
fined in this subsection, the word will continue to be used in this sense. 
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promotion program for the system, but articles from elsewhere are also 
allowed. 

3a) RC should choose most of its assortment from the assortment carried by 
ca. 

3b) RC should accept some of the display hints suggested by CO in sales 
promotion circulars. 

Figure 5:4 Intended Influence--Some Types of R elationship Between Chosen 
and Controlling Sets 

The numbers refer to the examples in the text. 
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Thus the term intended influence can indicate either one of the following 
ratios or a combination of them 

n(D' n C) n(D' n C) d n(D' n C) 
an 

n(D' U C)' n(D') n(C) 
depending on the content of the control information.9 

When the control information explicitly indicates the elements of the con~ 
trolling set, and it is intended that the controlling and the chosen sets shall 
he equal, I will speak of the intention to exert influence resulting in identity 
between the chosen and the controlling sets, or more briefly, the identity inten­
tion. Case 1 in figure 5: 4 represents this intention. When the control informa~ 
tion indicates the elements of the controlling set, but there is no desire for the 
chosen and controlling sets to be equal, I will call dtis an intention to exert 
influence resulting in overlapping between the two sets or, more briefly, the 
9 With regard to measuring a component's influence on the decision process, a com­
parison can be made with Ramstrom's concept "power of the de.cision". ·without going 
into detailed comments we can say that, in the type of situation described in case 2a 
above, the "power" of RC's decision corresponds to the difference between the controlling 
and the chosen sets. (Ramstrom, 1967, p. 157.) 
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overlapping intention. This overlapping can be complete as in cases 2a and 
2b or partial as in cases 3a and 3b. 

When the control information aims a t influencing decision stage ( s) without 
any explicit indication of elements in the action alternatives, we can speak of 
the intention to exert influence indirectly, or the indirect intention. Indirect 
intention can be described as in cases 2a or 2b in figure 5: 4, with the elements 
of the sets implicitly defined by the control information. 

Control information for any one activity may contain more than one type 
of intended influence. This will be discussed later on p. 80. 

Types of Influence Not Included In the Control Information 10 

The influence intended by the sending of control information may or may not 
be fully realized. The controlled component's decision p1·ocess is subject to in­
fluence from factors other than the control information and there may also be 
obstacles to a full realization of the intentions embodied in the control informa­
tion. 

Other influence stems both from other components inside and outside the 
system, and from information processing activities in the controlled component 
itself. March & Simon ( 1958, pp. 52 f.) present an "influence model" accord­
ing to which individual behavior can be influenced via the "evoked set of alter­
natives", "the perceived consequences of evoked alternatives" and "individual 
goals". Each of the three types of influence in the model can be combined with 
each of the three types of influence sources mentioned. Examples: An external 
supplier mentions different display alternatives to the retail component in order 
to affect the display of his products. Another retrul component in the system 
recommends the controlled component to put long-run system goals before 
short~run component goals. The controlled component makes his own assess­
ment of the consequences of a proposed price cut as regards the behavior of 
competitors. 

As can be seen from the examples, these other types of influence do not 
necessarily counteract the influence intended by the control information. On 
the contrary, they may support it. 

According to our definition of control information, the relevant message 
must actually be received by the controlled component. Nevertheless, obstacles 
may still arise to frustrate the sender's intentions. Information may be mis­
understood or forgotten by the recipient; or lack of resources may prevent the 
controlled component from carrying out the intentions of the controller.11 

10 Note that the term influence is here used in its common meaning and not according 
to the strict definition in the previous section. 
n Rhenman has suggested three poMible obstacles to control by the transmission of in­
formation: unsuccessful exchange of information, lack of resources or ability, lack of 
authority (Rhenman, 1964, pp. 14 ff.) . The first two of these agree with those men­
tioned above. 
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Certain factors relating to influences other than control information will be 
used in our operationalization of the decision integTation concept at a later 
stage in the argument. However, as a concept (i.e. on the model level), deci­
sion integration is only concerned "vith control information and the chosen ac­
tion alternative. Influences other than control information, as discussed above, 
may or may not hinder and/or help to realize the intentions of the controlling 
components. Note that decision integration, by definition, can never he gTeater 
than that intended by the controlling component. 

Definition of the Decision Integration Concept 
Decision integration (DI) is the ratio between the number of elements in the 
intersection and union of the controlling and chosen sets. 

n(D n C) 
As a formula: DI = n(D U C) 

This formula refers to situations in which a controlling component influ­
ences one action decision of one controlled component regarding a single orze­
dimensional activity. This primary situation for which decision integration has 
been defined above, can be extended to include: 
a) more than one controlled component 
b) a multi-dimensional activity 
c) more than one activity 
d) more than one action decision per activity. 

I shall now discuss decision integration, first in the primary situation, and 
then in the various wider situations described in (a)-( d). Finally I shall con­
sider situations where all the points in (a)-(d ) apply at once. 

The Primary Situation 
In analogy with intended influences, realized influence can be expressed as 
n (D n C) n(D n C) 

n(D) or n(C) 
and, in case of identity intention as 
n(D n C) 
n(D U C) 
Decision integration is expressed by the last of these ratios, whatevet· type of 
influence is intended. The first two ratios are not suitable for the following 
reasons: 
a) A change in the size of the controlling set ""ill, other things being equal, be 

followed by a change in the number of alternatives that the controlled 
component can choose while still "obeying" the controlling component, 
i.e. a change in the discretion available to the controlled component. I 
want the concept of decision integration to react to such changes. If, for 
example, the controlling set is almost as big as the total. set, and influence is 
aimed at having the chosen set as a subset of the controlling set, then the 

68 



Decision Integration 

controlled component has very great freedom of choice. "Deci~ion centrali­
zation" is very slight, but the ratio indicating the realized influence might 
quite likely be 1. 

b) It is difficult to make a meaningful comparison between two situations, A 
and B, when the influence is expressed in A as an overlapping of the chosen 
set and in B as an overlapping of the controlling set (i.e. comparison be­
tween 

n(DA n CA) d n(D» n Ca) 
--.:......,.---.,.--..!. an 

n{D.A) n(C») 
One reason for this is that in the first case a larger controlling set involves 
less restriction on the discretion available to the controlled component, 
while in the second case it involves more. 

c) Other things being equal, differences in size between chosen sets do not al­
ways affect the ratio expressing realized influence, although the discretion 
available to the controlled component may vary. 

d) Realized influence is unaffected by possible variations in the number of 
elements in the total sets in compared situations. But, other things being 
equal, this means that the discretion available to the controlled component 
will vary, when the influence ratio is less than 1. 

These problems can be wived to some extent by formulating decision 
integration as the ratio between the intersection and union of the controlling 
and the chosen sets. We can now reconsider the difficulties mentioned above, 
using the examples of figure 5: 5 as illustrations. The size of the areas is pro­
portional to the number of elements. 

Cases 1 and 2 represent extreme values i.e. decision integration 0 and 1. 
a) If influence is aimed at an overlapping of the chosen set, the influence ratio 

will make no difference between cases 3 and 4, but will place case 3 above 
case 5. Our concept of DI allows for the controlling set being larger in 
case 3 than in 4. The controlling set is so much smaller in 5 than in 3 that 
higher decision integration results, although in 5 part of the chosen set lies 
outside the controlling set. In cases 6-8 influence is aimed at an over­
lapping of the controlling set. The influence ratio puts case 6 above case 8, 
which is not a meaningful ranking order: the DI measures in the two cases 
are very different. 

b) Is it meaningful to compare two situations, where the influence in one 
situation concerns an overlapping of the chosen set and in the other an 
overlapping of the controlling set? For example, the influence ratio ranks 
case 3 above case 8, which does not seem reasonable since the discretion is 
higher in case 3. The DI measure is relatively low in case 3 and relatively 
high in case 8. 

The DI measure will naturally be much affected by the definition of the 
elements. We must therefore be very cautious when trying to draw conclu­
sions from comparisons between situations in which the elements are dif-
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ferently defined. If the comparison is concerned with the same dimension 
of the same activity, then the elements can be defined in the same way and 
a ranking becomes more meamngful. The number expressing the DI meas­
ure can of course vary for exactly the same situation, depending on the 

Figure 5: 5 Some Relationships Between Controlling Set (C) and Chosen Set 
(D), as Used in the Discussion of DeciYion Integration, DI 
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definition of the elements; we should therefore be cautious when it comes 
to interpreting its meaning. 

c) Cases 9- 11 illustrate that the chosen set can vary between situations, e.g. 
the number of articles in the assortment. The influence ratio dQeS not take 
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this into sufficient account. The larger the chosen set, the greater the re­
striction .imposed by a given controlling set on the controlled component's 
choice of action alternative. In case 9 decision integration is therefore less 
than in case 11, although in case 11 part of the chosen set lies outside the 
controlling set. 

d) Cases 12-13 illustrate the problem of comparing situations with total sets 
of different sizes. I n cases 12 and 13 DI is the same, although case 13 
implies that the controlling set imposes less restriction on the number of 
action alternatives. In case 12 two-thirds of the elements in the total set 
are outside C, as compared with only half in case 13. Since the DI meas­
ure takes no account of variations in the size of the total sets, one aspect of 
th e commonsense meaning of "centralization" is being neglected here. 

Up to now I have been assuming that the controlled component carries out 
the activity. However, if a retail activity is carried out by a central compo­
nent in one system and by a retail component in another, there is still some 
interest in comparing decision integration for this activity between the two sys­
tems. I therefore state that when a central component carries out retail ac­
tivi ties we have a special case of decision integration in which the chosen and 
the controlling sets are identical; that is, decision integration is equal to one. 

More Than One Controlled Component 
Our primary definition of decision integration allowed for one controlling and 
one controlled component only. If the concept is to be used to characterize 
whole systems, we must first characterize DI for every individual component 
pair (CC/RC). In such cases the controlling components must either be the 
same central component in all cases or hierarchically ordered separate central 
components. Otherwise an aggregation is not meaningful. 

The degree of decision integration in a system can then either be desc1·ibed 
as a multiple whose elements are the DI-values of the respective component 
pairs or as an average measure, perhaps together with a further measure of 
the dispersion in the distribution of the DI values. Which of these methods is 
chosen will depend partly on how great the dispersion is, and partly on the 

purpose of the description. 
A high degree of decision integration in a system does not by definition 

imply uniform behavior throughout the system. A low degree of integration 
can also be consistenc with a high degree of uniformity. This is illustrated in 
figure 5: 6 (next page) . 

A Multi-Dimensional Activity 
In describing decision integration for an acnvtty with several dimensions, a 
major obstacle is the arbitrary nature of the definition of elements. 

We cannot describe different dimensions with the same element definitions. 
Assume that we are to compare two situations embracing the same two-dimen-
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sional activity (e.g. ordering in the quantity and time dimensions). Assume 
that in one case the DI-values for the two dimensions are about 0.5 and about 
0.9 and in the second case 0.2 and 0.6. The average values, 0. 7 and 0.4 respec­
tively, do not tell us very much. On the other hand, it is possible to rank the 
decision integration of the two activities on a basis of the individual figures for 
each dimension. We might also be able to classify the degree of decision in­
tegration for the dimensions, e.g. into "medium high" and "high" in the first 
case, and "low" and "medium high" in the second. The interpretation of such 
classifications must however always consider the arbitrariness of element defi­
nitions and the choice of rules for selecting subsets describing possible action 
alternatives. 

Decision integration of a multi-dimensional activity, is described by a mul­
tiple whose elements are the DI-values of the various dimensions. In a com­
parison between situations, these multiples can then be ranked, either by 
applying the rules of strong or weak ordering, or by calculating the mean of 
the elements in each multiple. Which method is chosen will depend on the 
requirements for the specific purpose of a particular analysis. 

Figure 5:6 Some Combinations of Degree of Decision Integration and Degree 
of Uniformity in Behavior 

The system oonsists of one central component and two retail components. (RCt and 
RG2). The shaded area shows the intersection set between the chosen set D t (for RCt) 
and the chosen set D2 (for RC2). Ct is the controlling set, which aims at influencing 
RC1. C2 is another oontrolling set, lor influencing R~. 
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More Than One Activity 
Describing and comparing situations embracing several activities involves the 
same sort of problems as those we have just discussed. The decision integra· 
tion as a combined measure for several ( one·dimensional) activities can be 
described as a multiple. Situations embracing several activities can thus first be 
compared activity by activity; ranking then follows the rules mentioned above. 
For reasons similar to those quoted in the above subsection, the average DI 
value for several activities does not tell us very much. 

More Than One Action Decision per Activity12 

Up to now we have been discussing the DI values of single action decisions. 
The description might however be concerned with one or more time periods 
during which there are several action decisions for an activity. In this case the 
element definitions and rules for combining them into action alternatives are 
the same, and the component pair is the same in the situations to be aggre­
gated. This means that the objections we have just been discussing to the use 
of average values do not apply. If there have been big changes in DI, an 
average figure will be misleading, but if the changes are small, or the relative 
number of sharply deviating (with regard to DI) action decisions is low, an 
average value can be used for most purposes. 

Allowing for Several Component Pairs, Several Dimensions, Several Activities 
and Several Action Decisions 
We have discussed the primary situation extended in four respects, and can 
now undertake a total description of the decision integration in a system. The 
primary situation can be identified by a quadruple of elements from the fol­
lowing four sets:l3 
The set of component pairs ( i.e. controlling and con-

trolled component) K =Ikt, ... ke, ... k~~:l 
The set of dimensions in the activities L = h , .. .lr , . . . l1 
The set of activities M = mt, ... mg, ... rom 

The set of time points when the actual decisions occurN = nt, ... nb, ... on 
Not all the quadruples correspond to a primary situation since, for example, 

all dimensions are not included in all activities; nor has it been assumed that 
action decisions are made at all time points for all activities. 

Every primary situation has a DI value. Thus for each quadruple there 
exists a corresponding DI value. I n discussing the case of "more than one ac· 
tivity" we were thus concerned with the DI values corresponding to the quad­
ruples (ke, lr. m1, nh), ... (ke. lr, mi, nb), ... (ke, lr. mm, nb)· When describing 
decision integration for the whole system with all its activities, components 

12 The delineation between different action decisions was discussed on pp. 20, 22 above. 
u E.g. the quadruple {ke, lr, mg, n11} might be interpreted as the primary situation compo­
nent pair "RC.JCC" in the technique of the onftring activity at time point tu. 
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etc., an extreme case would be to obtain a DI value expressed as a number be­
tween 0 and 1 for the system as a whole. Such a figure, however, would tell us 
very little. Or, to take the other extreme position, we could describe the sys­
tem's total decision' integration by giving the DI value for each of the primary 
situations, i.e. for each of the relevant points in the KxLx:MxN-space. Such a 
description would be difficult to comprehend. To a great extent, of course, the 
method of aggregation chosen •,.vill depend on the purpose of the description 
and on the differences in DI between component pairs (in the K-set) and be­
tween action decisions (in the N-set). Thus no general rule can be given. For 
most purposes, however, the extreme methods do not seem suitable. 

Operationalization of the Decision Integration Concept 
According to our defjnition, the decision integration variable may exhibit any 
value between 0 and 1. Since measurement of decision integration poses so 
many problems, I have limited the operationalization of the concept below to a 
ranking of the decision integration of various aggregates of primary situations, 
and to a claS&ification of the degree of decision integration. 

Empirical studies of decision processes in organizations or in groups reveal a 
variety of research methods. For example: interviews {using unstructured inter­
views or wellstructured questionnaires), experiments, and direct observations. 
See Ramstrom ( 1967, pp. 286 ff.), for a survey of the empirical research in this 
area. In common with many writers referred to by Ramstrom, I have chosen 
unstructured interviews as the main vehicle for obtaining information. Some 
data has also been gathered in questionnaires and by the direct observation of 
written information. 

I will first comment briefly on an alternative research approach: direct ob­
servation of the control information and the chosen set. 

The chosen set is a description of both the action decis.ion and of the execu­
tion process ( p. 22 ) . The chosen set could therefore be observed by observing 
the way activities are carried out. It should be possible, methodologically 
speaking, to observe the chosen set in most given situations. The chosen set for 
the activity choice of assortment in the dimension identity of article, for ex­
ample, could be observed through stock-taking and examination of the order 
forms. On the other hand vast research resources would be required to carry 
out such observations for several activities, components etc. 

To describe the controlling set we could observe all the control information 
that is relevant to the activity and the component concerned; starting from 
this we could then interpret this information to find out which elements are 
included in the controlling set and what relation between the chosen set and 
the controlling set is intended. Since control information can also be stored in 
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the memory of the recipient, the survey of control information would have to 
cover earlier periods as well. Such a detailed description, first of the control 
information and then of its transformation into a description of the controlling 
set, would involve considerable methodological problems. Moreover the actual 
observations would make great demands on resources. 

Since my present interest is to compare several activities as between systems, 
and since the resources available are small, I cannot here use a method in­
volving the direct observation of control information and action alternatives. 

Methods Used for Ranking the Decision Integration of an Activity Between 
Systems 

General Surve')' 
The following is a brief survey of my methods. Figure 5: 7 provides an outline 
of the various stages in the measurements. 

From interviews with the controlling and controlled components a basis is 
obtained for describing influence in terms of intention (ie. identity, over­
lap ping or indirect as defined on pp. 66 f.) . Decision integration is defined as a 
ratio whose denominator is the union of the controlling and the chosen sets, 
while intended influence is expressed as a ratio whose denominator (except 
where the aim is identity) is eithea· the chosen 01' the controlling set Thus the 
description of intended influence has to be supplemented by a description of 
the relative approximate numbers of elements in .the controlling or the chosen 
sets in the compared situations. As we shall see later, it then becomes possible 
to rank situations according to the degt-ee of intended decision integratio·n. 
The definition of intended decision integration differs from that of (realized) 
decision integration in that the chosen set describes not the "real" action deci­
sion (D) but the action decision included in the description of the intended 
influence (D ') . 

For various reasons, the decision integration actually achieved may not agree 
with the intentions embodied in the control information (pp. 67 f.). I have. 
therefore introduced a number of factors that can affect decision integration· 

(DI-affecting factors). These are: 
a) execution of activities in the controlling component, 
b) system of rewards by means of which the controlling component can reward 

or punish the controlled, 
c) review information in the controlling component, indicating the way in 

which the activity has been can-ied out and 
d) external information to the controlled component from components out­

side the system. 
I have assumed that each of these factors, when compared between situa­

tions, can be ranked according to their efficacy in affecting the decision proc-
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ess towards realization of the intended influence. The ranking of intended 
decision integration is then corrected accordingly, using certain rules that 
will be specified. 

This general survey will now be expanded in the three following subsec­
tions: Indicating the Elements and Combining Them into Action Alternatives, 
Ranking of Intended Decision Integration, R anking of Decision Integration. 

Figure 5: 7 Stages in the Measurements Leading to the Ranking of Decision 
Integration Between S'jstems 

De&cripllon of intended 
lnnuance and of relative 
approx. nos. of 
elements In the con troll-
lng or chosen sets 

~ 
Ranking of iotendod 
decision Integration 
n(D' n C) 
'ii'(D'liCl 

v! 
Ranking or strength 
of Dl·alfecting 
factor& 

' ~ 
Ranking of dscizion 
Integration 
n(D n CJ 
'ii'(O"iJCj 

/ 

~ 

/ 

/ 
/ 

Ana1Y$t's inter­
pretation 
of Interview 
material and con­
tents of written. 
messages 

Interviews with the 
controlling component 
and observations of 
typical example& of 
w ritten messages 
containing comrol 
Jnfonnation reg!lfdlng 
the 11otivlty concem· 
od. Interviews with 
the controlled compon­
ent regarrung the 
exlstel\ce of dtfferent 
types crt messages con-
taining control infor­
mstio.n 

- - Interviews with con­
trolling and controll-
ed components abOut 
a) how the execution 
ofthe activity is 
allocated in the system, 
b) what informatfon the 
contromng component 
possesses regarding its 
execution, c) what re­
wards and sanctions the 
controlling component 
has at its disposal and 
d) the external infor· 

• mation reaching ttte 
controlled component 
that is relevant fot 
the activity 

Indicating the Elements and Combining Them into Action Alternatives 
Only in a few cases in the empirical study do I explicitly list or count the ele­
ments in the total, controlling or chosen sets. However, it is always necessary to 

indicate how the elements have been defined, and which combination rules 
have been used. Without this knowledge, it is not possible to evaluate the 
validity of the methods, used in the operationalization of the DI concept. The 
definitions and rules used for the various activities in the account of the em­
pirical study are presented in appendix 5: 1. I discuss below two typical ex­
amples from the appendix. 
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a) Retail Activity Choice of Assortment, Dimension Identity of Article 
The element of the total set is an article in the total assortment available 
to the retailer in the types of merchandise decided in his choice of assort­
ment activity, dimension identity of type of merchandise. My definitions 
of article and type of merchandise agree in the main with those used in 
the empirical study in Kililstedt ( 1961). (Kihlstedt uses the term \'ariety. ) 
But what is meant by the total available assortment? Does it mean all the 
assortments held by all the suppliers in the world, or in Sweden, or in the 
local region? Or does it simply mean the suppliers from whom the retailer 
has decided to buy goods (in his choice of suppliers activity)? The last of 
these would be too narrow a class. I t would exclude, for instance, articles 
in the assornnents of potential suppliers who visit the retailer. On the 
other hand, to include all the suppliers in the world would be to go too 

far. I have decided to let the analyst's definition of the "normal" supplier 
contacts for retailers in a certain trade and a certain geographical area be 
the deciding factor. "Normal" does not refer here to an average; it even 
allows for considerable deviations from "average" behavior. The total set 
T is therefore defined, with regard to groceries, by the assortment lists of 
general food wholesalers on the regional market, Swedish manufacturers 
seiling directly to retailers, and specialist wholesalers on the regional and 
national markets. From all of these categories I, as the analyst, consider it 
to be "normal" for the retailers to buy groceries. Direct import by the re­
tailers would in this case be a.n example of "abnormal" behavior. 

The chosen set can consist of any subset of elements from the total set, 
pmvided that at least one element representing each type of merchandise 
is included and that the number of elements in the subset is less than three 
times the average number of articles in stores of the same size. 

b) Retail Activity Pricing, Dimension Price per Article 
The elements in the total set are composed of ordered pairs of elements of 
the basic set, articles, and the attribute set, prices. The elements of the 
basic set are the articles included in the chosen set for the identity of ar­
ticle dimension of the choice of assortment activity. The elements of the 
attribute set are numbers, representing possible prices for at least one ar­
ticle in the assortment. 

What are the possible prices of an article? A lower and an upper limit 
will have to be set. These limits are decided by the analyst. He decides 
which prices are very unreasonable or extremely unlikely from the point of 
view of profitability or in light of the retailers' previous behavior. Since the 
lower and upper limits will not be the same for all articles, not all the 
ordered pairs of elements of the basic and attribute sets will be included in 
the total set. 

For each element in the basic set one, and only one, of the corresponding 
elements in the total set is selected for inclusion in the chosen set. Thus 
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each article has one price, but only one, at any given moment. (Quantity 
discount on purchases of more than one item of a particular article will be 
described in the dimension price differentiation system. I have not included 
thls dimension in my empirical study.) 

Ranking of Intended Decision Integration 
In my report on the empirical study I only discuss decision integration in retail 
activ-ities, although decision integration in wholesale activities could be meas­
ured in the same way.14 For the sake of simplicity the retail component, RC, 
will be used in the follm..,ing pages as a synonym for the controlled component 
and the central component, CC, as a synonym for the controlling component. 

In measuring decision integration, central components on different levels are 
combined to form a single component. In other words, for the time being, I 
am using a larger central component than in chapter 4. lbis means that 
control information to RC from all the central components on the different 
levels included in our system description (p. 49), will provide a basis for the 
ranking of decision integration. However, in the report of conditions in the 
real systems on pp. 87 ff., I sometimes indicate CC on a certain level as 
sender of infonnation, as carrying a certain assortment etc. But these indica­
tions, as such, do not influence the result of the measurements in any way. I 
have taken my basis for describing the central component's intended influence 
from interview material provided chiefly by officials of the central compo­
nent.1:> The description of intended influence is concerned with action deci­
sions, at the particular time of investigation, typical for all RCs or, if the dif­
ferences betw·een RCs were great, then typical for groups of RCs. 

Intended influence can be aimed at identity, overlapping or indirect effects. 
The following discussion of the ranking of intended decision integration as be­
tween two situations, A and B, will cover the following cases: (a) the same 
type of influence is intended in A as in B, (b) different types of influence are 
intended in A and in B, (c) different combinations of intention type in A and 
B, (d ) both A and B imply combinations of intended influence types and the 
various intentions do not apply to the whole extent of the activity, (e ) as (d) 
but the various types of intended influence apply to certain RCs only in A and 
in B. 
a) If the same type of influence is intended in both situations and the inten­

tion is to achieve identity between controlling and chosen sets, then the 
intended decision integration will in both cases be equal to 1. If the aim 
is overlapping, attention must be paid to the differences in intended in­
fluence ratios and differences in the number of elements in the controlling 
(or chosen) sets as between A and B. The different degrees of overlapping 

14 The control icformation would then be sent from a central component on a higher 
level in the hierarchy to a central component on a lower level. 
16 See interview guide in appendix 4: 2, points 4, 5, 8, 10. 
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are complete, uery high or high overlapping. These degrees are assumed to 
correspond roughly to the intended influence ratios: 1, about 9/10 at the 
lowest, and about 2/3 at the lowest. If the overlapping is to take the form 
of an overlapping of the chosen set 

. n(D' n C)) 
(1. e. as n(D') , 

the intended decision integration in A .... v:ill always be ranked above that in 
B, providing both the degree of overlapping is higher and the controlling 
set is smaller. If the intention is an overlapping of the controlling set 

. n(D' n C)) 
(1. e. as n(C) 

A is ranked above B if the degree of overlapping is higher and the chosen 
set is smaller. Given equal degrees of overlapping or equally large con­
trolling (or chosen) sets a ranking is always possible. If, on the other band, 
the degree of overlapping and the number of elementS in the relevant set 
point in different directions, a special estimate will have to be made, and 
reported, before any ranking of intended decision integration becomes 
feasible. 

If the influence intended is of the indirect type, the control information 
will contain no e."plicit indication of the dements of the controlling set. We 
therefore have to use indirect criteria in our ranking of intended decision 
integration. We could assume, for example, that intended decision integra­
tion is greater when control information concerns more stages of the deci­
sion process, or indicates a higher operationalicy of goals, or is transmitted 
more frequently, or contains information relevant to a greater part of the 
activity concerned. I have chosen two of these indirect criteria: (a) the 
number of CC/RC contacts per period at which control information is 
transmitted-the greater the number, the greater the penetration of the in­
tention to e.xert indirect influence, and the higher the intended decision 
integration. (b) towards how great a part of the activity (measured in 
output terms) is the indirect influence directed-the greater this propor­
tion, the greater is the width of the intention to e.xert influence and the 
higher the intended decision integration. In the present subsection I am 
concerned only with cases where the intended influence is directed towards 
the whole activity. Thus, the sole criterion for ranking here is the penetra­
tion measured as the number of contacts between CC and RC per time 
period. 

I have chosen this particular criterion for a variety of reasons. The more 
often CC is in contact with RC, the greater presumably is CC's interest 
in exerting influence and readiness to invest resources in the transmission 
of control information. Frequent transmission of control information also 
means information that is likely to be up-to-date and relevant; it means, 
too, that during a given time period a larger number of the individual 
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decision processes are likely to be affected. Other possible criteria that I 
considered were the degree of operationality of the goals at which the in­
direct influence might be directed, and the number of decision stages that 
the control information is intended to influence. Problems of measurement 
made me abandon this idea. 

b) When different types of influence are intended in A and in B, three cases 
can be distinguished. For two cases one of the aims is to achieve identity. 
The intended decision integration will always be higher at the identity in­
tention than at the indirect or overlapping intentions. For the third type of 
comparison I assume that in cases where the influence intended is of the 
indirect kind, the degree of intended decision integration will be relatively 
low. The reason is that the completion of each separate decision stage will 
probably not impose very strong limitations on which elements may be in­
cluded in the chosen set (p. 61). To put it more precisely, I assume some­
what arbitrarily that in cases of indirect influence the controlling set is al­
ways at least three times as big as the chosen set (that is, if the intended 
influence ratio has the chosen and not the controlling set as its denomi­
nator). This leaves 1/3 as the highest possible value for intended decision 
integration. 

If instead the aim is overlapping, it is possible to calculate, for a given 
degree of overlapping, the ratio between the controlling and chosen sets 
that will lead to a DI value of more than 1/3. Thus intended DI will be 
1/3 when the controlling set is 3 times as large as the chosen set, if complete 
overlapping is intended. When an overlapping case cannot be ranked above 
an indirect case in accordance with the above, I have decreed that the 
cases should be ranked as equal. In the empirical study there are no such 
cases. ( Cf. appendix 5: 3.) 

c) If the control infonnation expresses more than one type of intention, the 
following rules apply. If the intention is to achieve identity between the 
controlling and the chosen sets, no other type of intention can apply even 
if the control information as such contains descriptions of goals, states etc. 
intended DI is always equal to one. An intention to exert indirect influence 
on an activity and to achieve overlapping, can exist side by side. In com­
binations of this type, the indirect intention can either mise the intended 
DI as expressed by the overlapping intention, or it can leave it unchanged. 
The former case applies if the relevant control information is directed to­

wards the choice of action alternative in a subset of that controlling set to 
which the intended overlapping refers. 

d) Intended influence may be directed towards part of an activit'}' only. In the 
choice of assortment activity, for example, identity may be required with 
regard to sales promotion articles, high overlapping for articles in four out 
of five groups of merchandise, while for a fifth group the only influenf'.e 
intended may be of the indirect type. In comparing the intended decision 
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integration of t\.YO situations, we shall have to take into account how great 
a part of the total extent of the activity the various intentions are aimed at. 
The total extent of an activity is defined according to an output measure, 
that can be assumed to vary roughly in proportion to the number of ele· 
ments in the chosen set. 

e) Intended influence may apply to certain components in a system only. For 
example in the activity acquisition of capital, dimension right of disposal 
of profits (losses), indirect influence may be the aim for all RCs except 
those in which CC has large financial commitments, where the intention 
may be high overlapping. In comparing the intended decision integration 
of two situations, we shall have to weight the various intentions with the 
number of the system's components to which they refer. 

The way in which the analyst interprets the descriptions emerging f10m the 
interviews in terms of the concepts developed here, represents a subjective 
aspect in the ranking of intended decision integration. In schedule 5: 1 I give 
some examples of such interpretations. The text in the left column consists of 
excerpts from the interview records. The column at right consists of extracts 
from appendix 5: 3, where the rankings of decision integration are motivated. 

Schedule 5: 1 Examples of Interview Material Interpreted in T erms of 
Intended Influence 

Activity 
and 
dimension 

Pricing 
(Price !J8r 
arti;;le) 
FII system 

Sales 
promotion 
( Itfmti!Y of 
article) 
Nil system 

Description according to interview records 

RC receives messages contairung CC's decision about 
exact prices. Prices for regional warehouse assortment 
appear on the delivery note. Price marking of some 
perishables has already been carried out by CC. CC 
issues price lists for all articles outside the central 
warehouse anortment. On a basis of purchase prices 
and margins which are set by CC, RC calculates 
the price of goods lacking a given resale price 
(certain perishables with WlStable prices). In accord­
ance with CC's general decision RC can decide on price 
reductions for damaged goods. 

Description of 
intended influence 
(From schedule 
A 5:3) 

For nearly 100% 
of the activity, 
influence aims at 
identity. Excep­
tions are perish­
ables with un­
stable prices and 
damaged goods 
for which indirect 
intended in.Buence 
applies. 

CC chooses promotion articles each week (Yellow List). For the weekly 
An advertising committee in CC makes a selection from SF-program: ideo-
this list for about 20 RCs in town X forn:ililg an adve:r- tity for RCs in the 
tising group. Together with items from the assortment "advertising 
of the Meat ~arketing Association these r epresent the group", high 
promotion items for the weekly group activity carried overlapping for 
on in X-area. It is hoped that even RCs outside the other RCs. 
group of 20 will order the promotion iteau and sell Common SP .is less 
them at the campaign price. CC often reminds R C of comprehensive 
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Schedule 5 : 1 (cont.) 

Activity 
and 
dimension 

Positio~ 

ing/re­
fillin.g 
(Position-
ing oj 
IMTChiJII­

disl 
typu) 
PII-R 
system 

Description according to interview records 

the campaign on v:Wm w the cam-and-carry warehouse 
01· in contacts with the order personnel. The~e weekly 
activities are on an average only a relatively small part 
of RC's total sales promotion operations. The greatest 
p art is manufacturer-planned SP. 

RC decisions about work organization in the store and 
merchandise handling activities are generally :made 
without much information or influence from CC. 
Exceptions are new stores to which CC is committed 
financially etc., and large or medium-sized stores with 
profitability problems. In dec:i:!ions about organization 
and handling routines in new stores, CO's influence is 
probably much greater than RC's. Follow-up of 
organization and routines is the task of the sales 
consultants. A certain amount of influence also comes 
from the ICA journal, the ICA school, and members' 
mee~ .•. 
Positioning of goods in new stores follows CC's system. 
The "Ideas Leaflet" gives advice for SP articles. Sales 
consultants give advice and check from time to time 
that SP articles are properly displayed. CC does not 
want w control the detat1s of this activity since it is 
felt that the individual RC might lose initiative and 
become less active in other respects too ... 
RC's influence on the planning process of a new store 
depends on how soon im leader/owner becomes engaged 
on the project. Normally RC is involved in the 
planning of equipment, composition of the assortment, 
and the allocation of space to different groups of 
merchandise. In stores planned only a few years ago, RC 
had greater influence on these matters. Ex.tensive 
rebuilding of premises or modernization of stores is 
generally initiated by CC; CC is also much involved 
in the planning, financing and execution. 

Ranking of Decision Integration 

Description of 
intended influence 
(From schedule 
A 5:3) 

than in the PII sy­
stems. Indirect in­
fluence for indivi­
dual SP. 

Very high over­
lapping with 
regard to new 
stores and some 
rebuilding and 
modernization 
case1. Indir ect 
influence .. . for 
other stores. 
Indirect influence 
concerned mainly 
with display of SP 
items. 

The ranking of intended decision integration cannot be made to apply, with­
out adjustment, to realized decision int:egration.16 It has to be remembered 
that differences between intended and realized influence in the systems can 

16 According to its definition decision integration without modifying adjective is always 
"realized". 
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change the ranking order. I have therefore defined four DI-affecting factors­
the execution of activities, the system of rewards, the review information and 
the external information. With regard to the choice of system of rewards and 
external information as factors I refer to the "influence model" on p. 67. 
The choice of the other factors is motivated below. The values of these fac­
tors have been ranked between the systems. According to certain rules, which 
I shall present below, the rank.ings of intended DI and of the DI-affecting 
factors together provide a basis for ranking the decision integration. 

E>:ecution of Activities. For the part of an activity that CC itself performs, 
CC makes the choice of action alternative. Thus when CC performs the whole 
activity, decision integration is a lways 1. 

Th$! greater the extent of the activity (according to output) executed by 
CC, the higher the value of the DI-affecting factor execu tion. This is because 
the identity intention always applies and is always realized for the part exe­
cuted by CC, and because CC thereby provides itsell ..... ritb a better opportunity 
for influencing conditions contingent on those parts of the activity carried out 
by RC. Ranking has been based on answers to the questions under point 6 in 
the interview quide, appendix 4: 2. 

System of Rewards. CC can operate a system of sanctions and rewards, 
related to the presence or absence of deviations between intended and realized 
influence (provided CC possesses information about R C's behavior). This 
provides CC with a way of influencing the consequences to RC of obeying or 
disobeying CC's wishes as e.xpressed in the control information. A rewards 
system can consist of both rewards and sanctions controlled by CC. Rewards 
and sanctions can be of two sorts: economic or admiuistrative. Economic re­
wards or sanctions can affect the flow of payments to or from RC in such a 
way that the effect is felt on RC's profit and/or on the personal finances of 
RC's manager and/or personneL Possible elements in a system of economic 
rewards are, for instance, price differentiation and wage conditions. An ad­
ministrative system of rewards can also have economic consequences for RC 
but does not imply any direct influence on the payments flow. Rewards and 
sanctions in this class are usually but not always based on institutional relations 
between RC and CC. Possible elements in an administrative system of rewards 
are: promotion, demotion or dismissal of store managers or other employees, 
expulsion of RC from the system, p raise and blame of RC's manager and 
personnel. 

Assume that RC, in a situ ation A, devia tes relatively far from the behavior 
indicated by the intended influence, and in a situation B, deviates not at all. 
The value of the rewards factor will be greater, the greater the difference in 
goal fulfilment for RC between A and B resulting directly from an application 
of the rewards system. Any detailed discussion of the problems of motivation 
that are encountered in ranking reward systems, lies outside the scope of this 
study. (In the literature on influence in groups and organizations, reward 
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systems occupy a prominent position. See e.g. Cartwright, 1965.) I will only 
present the general assumptions that underlie the rankings made here. (Rank­
ings are reported in appendix 5: 3.) 

Serious administrative sanctions in the shape of dismissal or demotion of 
manager or personnel or expulsion of the whole RC from the system, invest the 
rewards factor with its highest value. Administrative evaluations that directly 
affect promotion etc. of manager/personnel rank higher than those leading 
only to praise or blame. Praise and blame rank higher in systems with full 
institutional integration than in other systems. Economic rewards that directly 
affect the personal economy of manager/personnel rank above rewards that do 
not. A rewards system, A, ranks above another system, B, if it possesses the 
same rewards and sanctions as B plus some more. The basis for the rank.ings is 
provided by answers to some of the questions under points 8 and 11 in the in­
terview guide, appendix 4; 2. Appendix 5: 2 contains a general comparison 
between the studied systems. 

R eview Information. The quality of the review information, telling CC how 
activities are carried out, can vary very much. By quality I mean how well the 
content of the infonnation mirrors the properties of the real situation. (I use 
the quality concept as it has been developed in Ramstrom, 1967, p. 125.) The 
more closely the information content agrees with reality (i.e. with the chosen 
set), the greater the value of the review infonnation factor. Note that review 
information as a DI-affecting factor is used here in a narrower sense than in 
the decision model ( pp. 22 f.). Here we are concerned only with a description 
of the chosen action alternative as such, whereas review information in the 
d ecision model also includes information about environment and goals. 

This factor has been included because the incoming review information af­
fects CO's chances of discovering deviations between intended and realized in­
fluence. This in turn affects the possibility of applying the rewards system and, 
by sending out further control infonnation, perhaps of reducing fu ture devia­
tions during the studied period. 

To rank this factor between the diffet"ent systems, I made use of interview 
material (see interview guide points 5, 8 and 10) about RC's reports to CC, 
RC's order and payment routines, purpose and frequency of CC visits to RC, 
internal auditing etc. I have not developed any generally applicable method 
for the ranking. Instead I, as the analyst, evaluate in each case the way in 
which the quality of the information is affected b)· the frequency of contact, 
the information content, and the method of collection. The basis for my 
evaluations, together with the rankings, are reported in appendix 5: 3. 

However, some criteria can be established: if CC carries out the activity, the 
review information factor achieves its maximum value; other things being 
equal, the value of the factor is higher, the greater the frequency of contacts 
between CC and RC at which control information is transmitted; a system, A, 
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ranks above another, B, if A contains the same information as B plus some 
more. 

External Information. Among possible reasons for a deviation between in­
tended and realized influence, I have mentioned information from e.xternal 
components. I assume that the greater the quantity from outside sources of 
information relevant to the decision process, the greater will be the deviation. 
In this category I have not included external information requested by CC to 
supplement its own control information. Quantity of information on the model 
level is defined according to Ramstrom ( 1967, pp. 118 ££.). This ·will be dis­
cussed in chapter 8. Here I need only point out that quantity of information 
refers to information in the semantic sense (p. 16). 

Since it would be very difficult to measure the quantity of information di­
rectly in an empirical study as broad as mine, I have had to use an indirect 
criterion for the ranking. I have chosen as my criterion the number of occa­
sions per time period when contact is made with external components in the 
various external sectors (i.e. suppliers, consumers etc.) The external informa­
tion factor ranks higher, the fewer the external sectors from which relevant 
.information is received during the period studied and the fewer the contacts 
with components in these secto1-s, at which relevant information is transmitted. 
Note that, to make its definition analogous with the other factors, the DI­
affecting factor external information has a higher value, the lower its quantity. 

Interviews with RC and CC provided the basis for the rankings (see points 
5 and 10 in the interview guide). 

The four DI-affecting factors are ranked for each activity dimension, as be­
tween the compared systems. These rankings can then be combined with the 
ranking of intended decision integration, to provide a basis for a subsequent 

Schedule 5; 2 Rules for Ranking the Decision Integration of S'Ystems A and 
B, Given Different Combinations of the Rankings of Inte11ded 
Decision lt1tegration and DI-Affuting Factors 

Ranking of 
intended 
decision 
integration 

A above B 

A the same as B 

Ranking of DI-affecting factors 

For at least S of the factors B is ranked above A 
For 2 of the factors B is ranked above A and A 
is ranked above B fo1· at most 1 factor 
All other cases of ranlcing 

A is ranked above B for at least 2 of the factors 
and B above A for at most 1 factor 
Analogous with above 
All other cases 

Ranking of 
decision 
integration 

B above A 
A the same as B 

A above B 

A above B 

B above A 
A the same as B 
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ranking of decision integration for each activity dimension. Rules appear m 
schedule 5: 2. 

The decision integration of multidimensional activities are then ordered by 
taking the average rank for the decision integration of each dimension. 

Classification of Decision Integration 

According to our definition, decision integration (DI) can assume values be­
tween 0 and 1. As we have already seen, this figure in itself is hard to interpret, 
particularly when we compare the figures for different activities. However, I 
assume that a rough classification can be meaningful as a measure of the 
degree of decision integration exhibited by the various activities in a system, 
even if the somewhat arbitrary choice of definitions of elements in the total 
and chosen sets may influence the classification. It is possible, giv-en certain 
element definitions, to express a particular activity's DI very roughly as a 
number between 0 and 1. Five classes are distinguished, namely: Full DI, Very 
High DI, Medium High DI, Low DI and No or Very Low DL Arbitrary 
boundaries between the classes have been set at: nearly 1, 2/3, 1/5 and nearly 
0. These boundaries have affected the various values in the class definitions 
below. The definitions are based on the type of intended influence, the size of 
the chosen set in relation to the controlling set, and the DI-affecting factors. 

When the intended influence aims at overlapping, I assume below that this 
is formulated as an overlapping of the chosen set. Corresponding definitions 
wiil apply in cases of an overlapping of the controlling set. 

The classification scheme below applies either to individual RC/CC rela­
tions or to the whole system. In the latter case the attnbutes of the classes refer 
to an arithmetic mean of the system's RC/CC relations. 

The classification below refers to single dimensions of an activity. Multi­
dimensional activities are classified as an average of the classification for the 
dimension's unweighted arithmetical mean with classes numbered 1 to 5. 

Full DI. Influence is intended to result in identity. The activity is carried 
out entirely, or almost entirely, by CC. If RC carries out any part of the ac­
tivity, then the three factors-rewards system, control information, and ex­
ternal information-must exhibit high ''alues. 

Very High DI. One, or both, of the following conditions shall apply for at 
least 90% of the activity's output: 
a) Intended influence aims at identity. 
b) Intended influence aims at complete or very high overlapping. The number 

of elements in the controlling set is at most 1/4 greater than the number in 
the chosen set. 

Also, at least two of the factors rewards system, control information, and 
external information, must exhibit high values; or the relevant part of the ac­
tivity must be executed by CC. 

Medium High DI. The situations included in this class do not fulfil the 
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requirements of Very High DI but more than fill the requirements of Low DI. 
The intended influence must be aimed at 2/3 of the activity's output. More­
~ver the values of at least one of the DI-affecting factors should be "fairly 
high". 

Low Dl. One or more of the following conditions shall apply: 
a) Influence aims at complete, very high or high overlapping for more than 

I/4 of the total outpu t of the activity. The number of elements in the con­
trolling set shall be at least 3-4 times as great as the number in the chosen 
set and not more than 10 times as great. 

b) Influence aims at indirect effects with regard to at least half of the tota l 
output of the activity and its penetration is more than "slight" . 

c) Intentions apply that do not rank DI as Medium High, because too small 
a part of the activity is involved and the requirements concerning the v-alues 
of the DI-affecting factors are not fulfilled. 

The values of the Dl-affecting factors may be lllgh or low. 
No or Very Low DI. Intended influence is wholly lacking, or does not reach 

the level required for Low DJ. 
According to the above defirutions we have to be able to classify the values 

of DI-affecting factors as "high" or "fairly high" and the penetration of the 
intention to exert indirect influence as "slight". I have not formulated general 
criteria for deciding these questions, but an account of my evaluations for those 
activities that are classified will be found in appendices 5: 3 and 5:4. 

Description of Decision Integration in the Real Systems 
The methods used for ranking and classifying of decision integration have been 
presented in the previous section and in the report on the empirical study in 
appendices 4: 1 and 4: 2. In appendices 5: 3 and 5:4 can be found the bases 
for the ranking and classifying of each activity. In this section I shall present 
onJy the final result together with one detailed example of how the result was 
achieved. The example refers to the activity choice of assortment, dimension 
identity of article. 

For results of the ranking and classification, see tables 5: 1 and 5: 2, pp. 90 f. 

Ranking of Decision Integration In Choice of Assortment 
Indicating the Elements. The activity choice of assortment .is descnoed in the 
dimension identity of article. The element of the sets is an article. With regard 
to branded goods, two items represent two different articles if they cannot both 
be bought from the same supplier as part of the same "order line". As regards 
non-branded goods, every "order line" on every supplier's order form represents 
a separate article. (Cf. Kihlstedt, 1961, p. 39.) 

R anking of Intended Decision Integration in the Actioity. Schedule 5: 3 
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shows how the different types of intended influence operate in the various sys­
tems. Schedule 5: 4 explains the various assortments referred to in the formu­
lation of the controlling sets. The assortments are of different types and belong 
to different levels in the various systems. Schedule 5:5 describes the dif(erent 
kinds of contact between CC and RC at which control information, aimed at 

indirect influence, is transmitted. With reference to the schedules 5: 3-5: 5 
and the information contained in comments below, intended DI is ranked: 
1. FII, 2. PII-R, PII-W, 4. Nil. 

FII is ranked above PII-R because: 
a) In FII influence is aimed at complete overlapping of the whole retail 

assortment in CC11's assortment, while in PII-R the aim is very high over­
lapping for part of RC's assortment in CC21-and central warehouse assort­
ment. 

b) The controlling set for comparable parts of the assortment is smaller in 
FII than in PII-R; 2000 (3000 for large RCs) in FII compared with 3300 
in PII-R. (Note that some perishable merchandise types are included in 
the FII assortment but not in PII-R). At the same time the number of 
articles in equivalent RCs in FII and PU-R is roughly the same. 

The difference between systems according to (a) and (b) is so great that 
the lower frequency of contact occasions in FII (i.e. indirect influence inten­
tion is less penetrating) is not important. Moreover the indirect influence in­
tention is wider in FII because the whole assortment is included. 

PII-W is ranked above NII because: 
a) Overlapping is meant to apply to a greater part of the retail assortment. 

(In the PII-W system but not in Nil are bakery products, meat and 
cooked meats included in the DI intention.) 

b) The intention to exert indirect influence has greater width in PII-W since 
it embraces all groups of merchandise and not only those stored in CC.u; it 
also penetrates considerably deeper as a result of regular group meetings 
and information circulars. 

c) Higher overlapping (of the controlling set) is intended for SP articles in 
PII-W, and the controlling set embraces a considerably larger number of 
articles. 

I have considered these factors to weigh more heavily in the ranking than 
the fact that the number of articles in the Nil wholesale assortment is lower 
than in PII-W (2600 as against 3100). This difference also appears less impor­
tant if we make the reasonable assumption that, since the average size of sto1·e 
is 40 % greater in PII-W than in NII, the average number of articles per store 
is likely to be greater too, i.e. the chosen sets are probably on an average larger 
in PII-W. 

PII-R and PII-W have been ranked equal because: 
a) The intended influence can be described in the same way in both cases. 

{Text continues on page 98.} 
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Schedule 5: 3 Description of Intended Influence in the Systems 
The numbers after the assortment refer to schedule 5; 4, pp. 92 f. 

System Overlapping intention Indirect inBueoce intention 

Fll 

PII-R 

PII·W 

NII 

a) Complete overlapping of retail 
assortment (8) in CC11 assort­
ment (7) 

b) Complete overlapping of assort­
ment for SP activities planned 
by CC (6) in RC's SF-assor t­
ment (9) 

c) Very high overlapping in the 
retail assortment ( 8) of that 
subset of the national as!ort­
ment (1) consisting of the 
system's own distributor brands 
(i.e. "private brands") 

a) Very high overlapping of p art 
of the retail assortment, (sub­
set of ( 11), in the CC.,-assort­
ment (9) and the central ware­
house assortment (5) . The sub­
set of the r etail assortment 
concerned consists of articles of 
the groups of merchandise 
included in (5 and 9) 

b) Very high overlapping of the 
assortment for SP activities 
planned by CC (8) in R C':; SP 
aS30rtment (12). 

c) Very high overlapping of the 
assortment in own manufactur­
ing units (2 and 6) in the 
retail assortment (1 1). 

d) High overlapping of assortment 
ace. to general agreement (7) 
in the retail assortment (11) . 

Analogous with PII-R. Intention 
(c) is lacking. 

a) Very high overlapping of part 
of the retail assortment (sub­
set of 8) in the wholesale 
assortment ( 5). The subset of 
the retail assortment concerned 
consists of articles of the groups 
of merchandise included in (5) 

b) High overlapping of the assort­
ment for SP activities planned 
by CC (7) in RC's SP assort­
ment (9) 

(see schedule 5 ;5 for description 
of contacts between CC and RC) 

RC's selection from the CCu 
assortment should be made in ace. 
with the criteria rate of turMver 
(the ratio of sales to $tacks) 
and gross contributio11 (if added 
contribution neceuary, ace. to 
budget results) and after taking 
into account product infortnation 
from CC. 

RC's choice of assortment should 
take into account various kinds of 
product information from CC. The 
danger of great depth of assort­
ment should be specially noted. 

Analogous with P ll-R 

RC should take note of CC's 
product information which is 
transmitted chiefly in CC's 
activity sellingfo'rlhr receival 
and which is usually concerned 
with purchase prices, margins 
and sales from CC. 
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Table 5: 1 Ranking of the Decision Integration of Retail Activities Between 

S-ystems 

Activity Fll PII, R PII-W NII 

Choice of assortment 2.5 2.5 4 
Choice of suppliers 2.5 2.5 4 
Ordering 2 3 4 
Pricing 2.5 2.5 4 
Sales Promotion 2 3 4 
Service 2.5 2.5 4 
Payment routine (purchases) 4 2 3 
Payment routine (sales) 3 2 4 

Goods receival 2 3 4 
Prepackaging (perishables) l 2.5 2.5 4 

Price marking 1 2 3 4 
Positioning of goods/refilling of shelves 2 3 4 
Storing 2 3 4 
Checking out 2.5 2.5 4 

Acquisition of capital 2 3 4 
Esta blisb.ing stores 2 3 
Closing down stores 2.5 2.5 4 
Acquisition of managers 2.5 2.5 4 
Acquisition of other personnel 2.5 2.5 4 
Acquisition of material 2.5 2.5 4 
Training 2 3 4 

Table 5: 2 CW.Ssification of the D ecision I ntegration of Retail Activities in 
the Systems17 

Class 

Full DI 

(Activities in FII for which the distance FII- PII is more than one class are 
marked with an asterisk) 

FII 

Payment routine 
(purchases)* 
Payment routine 
{sales)* 
Acquisition of 
capital* 
Establishing stores 

PU-R, PII-W Nil 

17 No new stores were established during the period covered by the empirical study in 
the NII-system. In all systems prepackaging, acquis ition of material and training have been left 
out because the bases for classifications were iruufficient. 
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Table 5: 2 (cont.) 

Very High DI 

Medium High DI 

LowDI 

No or Very Low DI 

Choice of assortment 
Choice of suppliers 
Pricing• 
Sales Promotion 
Goods receival 
Price marking* 
Acquisition of 
managers• 
Acquisition of 
other personnel* 

Ordering 
Positioning/re­
filling* 
Storing 
Checking out 

Service 

Decision Integration 

Establishing stores 
(PII-R) 

Choice of assortment 
Choice of suppliers 
Ordering 
Sale<~ Promotion 
(PII-R) 
Payment routine 
(purchases) 
Goods receival 
Establishing stores 
(PII-W) 
Acquisition of 
capital (PU-R) 

Sale<~ Promotion 
(PII-W) 
Payment routine 
(sales) (PII-W) 
Price marking 
Checking out 
Storing 
Acquisition of 
capital (PII-W) 
Acquisition of 
managers 

Pricing 
Service 
Payment routine 
(sales) (PU-R) 
Positioning/re­
filling 
Acquisition of other 
personnel 

Choice of assortment 
Payment routine 
(purchases) 

Choice of suppliers 
Ordering 
Sales Promotion 
Goods receival 
Acquisition of 

capital 

Pricing 
Service 
Payment routine 
(sales) 
Price marking 
Positioning/re­
filling 
Checking out 
Storing 
Acquisition of 
managers 
Acquisition of other 
personnel 
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Schedule 5:4 Assortmet1ts which, as Chosen or Controlling Sets, are Directly or Indirectly l ndtukd in CC's Formulation of lntmded fnjlu.enu. 
The letter "C" indicates that the assortment is included .in some controlling set and does not, as such, represent a chosen set. Numbers indicate the number 
(in round figures) of articles in the assortment, excl. non-food articles not generally included in groceries. 

Component'" 

CCta 

CC1z 

FII 

I. National assorlment, groce­
ries etc. ( C, 2,500) 

2. Standard assortment for 
vegctablP-s and the system's 
own manufacturers of bakery 
products, meat and 
cooked meats, (C) 

3. Assor tment in national 
warehouse for delicatessen 
(700) 

4. Regional warehouse 
assortment which .ia a subset 
of 1 with some regional 
additions ( 1 ,900) 

5. Own manufacturtors 
assortment for bakt-.ry 
products and meats 

6. Assortment for SP­
activities planned by CC11 

which is a subset of 4 a11d 5 
(C) 

PII-R 

1. Assortments of suppliers 
who have entered into a 
general agreement at the 
CCu level (C) 

2. Assortment in own 
manufacturing units 

3. Imported assortment for 
sales to CC11 

4. Assortment for cc .. 
(C, 2,800) 

5. Central warehouse 
assortment for CC11 (500) 

6. &sortment in ovm 
manufacturing units; 
subset of 4. 

7. Assortment of suppliers 
who have entered into a 
general agreement for meat 
and cheese without selling 
through CC. (C) 

8. Assorlment for SP­
activities planned by CCw 
This a5sortment is a subset 
of assortment& 4 to 7 (C) 

PII-W 

I. Assortments of suppliers 
who have entered into an 
agreement with CC88 (C) 

2. Imported assor tment for 
sales to cc.l 

3. Vegetables asaortment for 
sales to CC01 

Nil 

I.- 3. See PII-W 

4. Grocery assortment ace. 
to preprinted order form 
(C} 
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CCu 7. "CC11-assortment" 9. "CC:u-assor tmcnt" 4. Wholesale assortment 5. Wholesale assortment 
consisting of -1 and 5 and for stored at CC,. col13ist! of (3,100) (2,600) 
large RCs also 3 above, assortment 4 with a few 5. Assortments of suppliers 6. Specially ordered articles" 
plus additions indicated by alterations (2,800) who have entered into a 7. Assortment for SP· 
CCJt embracing the whole 10. Specially ordered articles" general agreement for bread activities planned by CC 
or part of the assortment and chee$e without selling which is a subset of 5 and 
of external suppliers through CC. (C) the assortment of some 
approved by CC11• The CC11- G. Specially ordered articles1o suppliers of perishables 
assortment embraces all 7. Assortment for SP- outside the system (C) 
groups of merchandise (C, activities planned by CC 
2,000; 3,000 for large ROs) which is subset of 1: ami 5. 

(C) 

8. R etail assortment II. Retail assortment 8. R etail ii$Sortment 8. Retail assortment 
9. SP-assortmcnt, which is a 12. SP-assortment which is a 9. SP-assortment which is a 9. SP-assortmcnt which is a 

subset of 8 subset of II sub1et of 8 sub,et of 8 
10 In case it represents a chosen set the assortment is assigned to the component carrying out the activity and if it represent& a controlling set, to the 
sender of control informa tion. 
u These are articles not included in stocks or on order forms but which individual RCs can order through CCu. New articles " on trial" are included in the 
normal assortment. 
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~ Schedule 5: 5 Contacts Between CC and RC at which Control Information Aimed at Indirect Irifiuence on the Choice of Assortment is Transmitted 

Type of 
contact 

Group 
meetinga 

Personal 
contacts 
with 
individual 
ROs 

Tele­
phone 
and store 
radio 
trans­
mission 

FII 

With an average frequency of 
twice every 3 month, meetings 
between RO and OC at which 
among other things, CO 
comments on sales program. 

Store visits by consultants 
or sales managers often con· 
cerned with assortment infor­
mation, in particular sales 
program. Frequency of visits 
varies depending on the ad· 
judged need of the stores for 
information. Average for trans­
mission of assortment infor­
mation about once every 3 
months. 

Every week information about 
the $ales program is sent over 
the radio. For the ordering 
of perishables RO receives 
information intended to exert 
indirect influence at least 
once a week. Corresponding 
information about non­
perishables is less frequent. 

PII-R 

Group meetings about once 
every 3 months at which 
typical points coming up for 
discussion are; information 
from CO on sales program, 
distributor brands, and 
topical merchandise group. 

All RCs except the very 
smallest are visited by 
sales consultants on an 
average once or twice every 
3 months. On almost every 
visit the transmission of 
assortment information is 
an essential part of the 
consultant's job. 

The frequency of information 
intended to exert indirect 
influence and transmitted 
during telephone ordering 
is probably higher than in 
FII (ace. to a comparison 
of the job-descriptions 
for order personnel in PU-R 
and FII). A smaller part of 
the perishable assortment is 
covered in PII-R than in FII. 

PU·W 

Small "action groups" of RC 
owners/managers meet about 
once a month. Assortment 
problems sometimes but not 
alwoys discussed. CC's 
information usually channeled 
via ~roup leaders or external 
specialists working on CC's 
account. 

Cash-and-carry cwtomen and 
CC's cash-and-carry personnel 
are in personal contact every 
week. Product information 
a bout at least one article 
generally comes into the 
discuasion. The store consulta nt 
visits RC on an average about 
once every S months. Asaort­
ment information is then often 
transmitted. 

Same as PII-R 

Nil 

"Customer meetings" one day 
a year, arranged by CC, 
at which at least one item 
on the agenda generally 
concerns product information 

Most non-cash-and-carry 
customers are vi&ited by 
CC's representative on an 
average once or twice a year. 
CO is in penonal contact with 
cash-and-carry-customers 
every week. 

Same as PII-W but a smaller 
part of the perlshable 
assortment is covered in 
Nil than in PII-W. 
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Written 
information 

Every week comments appea.r in Weekly information circula.rs 
a circular on articles included about new products and about 
in the sales plan and on products included in SP 
certain articles new to the activities planned by CO. 
assortment. 

. 

Information about new products Information intended to 
and products incl. in various exert inctirect influence 
manufacturers' campaigns is provided in special 
appear i.n a special weekly circulars on a few campaign 
circular comprising seve.ral articles, with low frequency. 
pages. Mter every meeting of I nformation given each week 
the "action groups", CC about which products are 
comments in special circulars included in centrally planned 
on the assortment problems SP. These circulars cover far 
discussed. Another special fewer articles than equivalent 
weekly circular comments on prod- circulars in PII-W. 
ucts in the central SP program. 
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m Schedule 5: 6 Desc1iption and Ranking of Dl-Afftcting Factors for Choice of Assortment 

Factor 

System 
of 
rewards 

Review 
infor­
mation 

Ranking FII PII-R Pll-W 

1. FII 
2. PII-R 
2. PII-W 
4. Nil 

I. Fll 
2. PII-R 
3. PII-W 
4. Nil 

Administrative evaluations of devia- Annual bonus a~ a percentage of 
tions from CO's intended influence RC'~; internal purchases rises 
can ail'ect the promotion etc. of the progressively. Special quantity 
store manager in the system. The discount for SP articles. Expulsion 
evaluations a1·e chiefly concerned from the system can be inflicted 
with budget results (sales and in- if purchases from CC fall short 
vcntory), follow-up of SP activities, of 20 % of RC's sales. Low DI 
and the existence of external sup- values can affect CO's evalua­
pliers not approved by CO. There tion of the owner /manager's 
are also economic rewards in the suitability for "promotion" in the 
shape of price diAerentiation ic. rela- system (when establishing new 
tion to annual purchases from stores) and/or for receiving 
CC11's assortment and wage financial help from CC. 
conditions related to sales volume 
and budget results. 

No special quantity 
discount for SP articles 
nor any rule for expelling 
members with low 
percentage of internal 
purchases. But the 
cooperative contract does 
allow expulsion for fail­
ure to follow-up SP 
activities sufficiently. 
Otherwue same as PII-R. 

Order routine at internal CO-sup­
pliers provides information about 
RC's purchases there. CC:11 attests 
all invoices for suppliers not bill­
ing through COw Budget results 
for every RC (sales and inventory) 
arc rcgistel·ed. Merehanilise type 
statiStics, compiled by CC11, cover 
all RCs. Stock lists for all RCs 

Order routine at internal CC-sup- Compared with PII-R, 
pliers provide information about the PII-W has a far 
articles RC buys at each order. For less developed 

are available at CCu. Order forms 
for SP items at CCu. Store visits 
by consultant. 

some newly established RCs and consultant organi-
other RCs where CC has big zation for collecting 
financial commitments, CC information about R C's 
follows the sales and inventory choice of assortment. 
budgets and receives inventory Otherwise no difference. 
llits. Proportion of sales from CO 
arc calculated once a year for all 
R Cs. Developments in absolute 
purchases from CC is followed 
every month by CO and comments 
are sent to RC. Order forms for 
SP iterm at CC. CC tries to follow 
main lines of RO llliSOrtment 
development, at lea~t in larger 
RCs, through consultant visits to 
store.s. Random checks on SP 
follow-up occurs but only 
occasionally. 

Nil 

Annual progressive 
bonus on purchases 
from co .. ·s assortment. 
RC's percentage of 
internal purchases can 
sometimes affect evalua­
tions of his suitability 
as a recipient of financial 
help. Cases of new 
establishment and 
rebuilding much more 
rare than in PII. 

Order r outine provid­
es information as 
for PII-R. In principle, 
individual RC's 
proportion of internal 
purchases is followed 
in same way as in PII 
but there is less informa­
tion on RC's sales 
development. There is no 
consultant organiza-
tion but representatives 
get some information 
about RC's choice of 
assortment at short, 
very infrequent visilll 
to stores. Infrequent, 
random checks on SP. 
Order forms for SP 
items can be checked 
byCC. 
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External 
infor­
mation 

I. Fll 
2. PU-R 
2. PII-W 
2. Nil 

Manufacturers' represe-ntative.~ 
must have permission from CCu to 
visit RC. Permission is given only 
to suppliers whose products form 
part of "CC11• assortment" and 
only for articles included in it. 
Permiss.ion is given for limited 
periods onJy and are mostly issued 
for large RCs. Much of the 
manufacturers' information in FU 
can therefore be regarded as 
support for CO's control 
information. 

CC cannot exclude manufacturers' 
visits to R C but docs try to dis­
courage them from selling to RC 
articles outside the assortments of 
internal and cooperating suppliers. 
Manufacturers' vjsits seem to 
vary very much according to 
the size of the RO. Information 
from consumers about their own 
desires regarding choice of product 
is rcce.ived in all systems. Consumer 
informatjon has not affected 
rankings. 

Same as Pll-R. No 
data pointing to 
any differences 
between the PII and Nil 
systems came up at Lhe 
interviews. 

Same as PU-R. 
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Decision Integration 

The only difference is that PII-W lacks own manufacturing units but ar­
ticles carried by these units represent only a very small subset of the chosen 
sets in PII-R. 

b) The number of articles in the comparable sets--CC21 assortment+ central 
warehouse assortment in PII-R and the wholesale assortment in PII~W­
are practically the same size (3300 and 3100). No infonnation is available 
about the number of elements in other controlling sets, but any difference 
there might be would probably not be so great as to alter our conclusion 
that the sums of the number of elements in the relevant controlling sets are 
much the same size. 

c) According to schedule 5: 5 both the penetration and the width of the in­
tended indirect influence seems to be roughly the same in the two cases. · 

Ranking of Decision Integration. The DI-affecting factors are described arid 
ranked in schedule 5: 6. Because the choice of asfortment is by definition al­
ways executed by RC, only three factors are relevant here. I shall comment 
on a few aspects of the rankings only which may not be immediately clear from 
the schedule. 

FII is ranked above PII-R for rewards system for the following reasons. The 
administrative evaluations will generally have greater personal consequences 
for managers and personnel in FII. Fir's budgeting system provides CC with 
better opportunities for rewarding RC's follow-up of the intended indirect in­
fluence. Administrative sanctions, in the form of expulsion of RC from the 
PH-system, only applies in extreme cases of deviation from intended behavior. 
PII-W and PII-R rank equal for rewards system, although PII-W has no 
special quantity discount for SP-orders. This discount can amount to 12% 
for big orders, but the mere existence of an SF-article brings only very slight 
reward. Moreover SP-articles are only a small subset of the chosen set for the 
activity choice of assortment. PII-R is rJUlked above PII-W with regard to 
review information, because of the less frequent visits of CC's consultants to 

the store in PII-W. · 
According to schedule 5: 6, FII is ranked above the other systems for all 

three factors. PU-R ranks equal with PII-W for two factors and above for 
one factor. NII ranks below the other systems for two factors and equal with 
PII for one factor. Applying the rules mentioned above (p. 85) we find that 
the ranking of decision integration is the same as the ranking of intended deci­
sion integration, i.e. l. FII, 2. PII-R, PII-W, 4. III. 

Classification of Decision Integration In Choice of Assortment 
FII. The intended influence that wiU have the most effect on the degree of 
DI is that designated as (a) in schedule 5: 3, i.e. complete overlapping of the 
retail assortment in the CC11-assortment. This influence is aimed at the whole 
activity. The other types of intended influence described in this schedule only 
have the effect of raising the degree of intended decision integration already 
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established by (a). The controlling set according to (a) consists of about 2000 
elements (articles) in the case of small and medium sized stores and 3000 in 
the case of large ones. The chosen set embraces approximately 1500 to 3000 
articles, depending on the size of the store. On an average, therefore, the con­
trolling set contains less then 25 % more elements than the chosen set. I judge 
two factors- review information and external information- as showing high 
values in schedule 5: 5. FII is therefore classified as having a Very High DI. 

Pll-R. The criteria for Very High DI are not fulfilled here, since the con­
trolling set for groceries and certain perishables ( 5 and 9 in schedule 5: 4) 
contains 3300 elements which on an average is considerably over 25% more 
than the number of elements in the relevant subset of the chosen set (retail 
assortment for these groups of merchandise) . Admittedly the effects of indirect 
intended influence, and the aim towards overlapping for SP articles, raise the 
degree of intended decision integration but not sufficiently to meet the criteria 
for Very High DI. Moreover the relation between the number of elements in 
the chosen and controlling sets for those perishables covered by CO assortments 
( 5 and 9 in schedule 5: 4), indicates a lower intended DI for these groups of 
merchandise than for groceries etc. The criteria for Medium High DI are ful­
filled since groceries etc. comprise more than 2/3 of the activity and since the 
controlling set for these merchandise groups is clearly less than three times as 
large as the chosen set. (The s.ize of the activity is measured in number of ar­
ticles.) Furthennore the values of two factors-rewards system and control in­
formation- as they are described in schedule 5: 6, are judged to be fairly 
high. PII-R is therefore classified as having a Medittm H igh DI. 

PII-W. The description of this system is so like the previous one- in in­
tended influence, in the sizes of controlling and chosen sets and in the DI-af­
fecting factors-that further comments are not necessary. PII-W is also cUzssi­
fied as having a M edium High DI. 

Nil. NII has been ranked below the PII systems but has nevertheless also 
been classijUd as having a Medium High DI. The most important controlling 
set (the wholesale assortment, 5 in schedule 5: 4) is relevant for at least 2/3 
of the activity and is clearly less than three times the size of the chosen set for 
the relevant groups of merchandise. Two DI-affecting factors-rewards system 
and review information-show lower values than in PII, but I still judge 
them to be sufficiently high to satisfy the requirements of Medium High DL 

Relationships Between Decision Integration and 

Institutional Integration 
Table 5: 1 shows a very high p~itive correlation between the rankings of de­
cision integration and those of institutional integration. How can this corre­
lation be explained? Is it a logical necessity, springing from the way the two 

99 



Decision Integration 

concepts have been defined, or must we seek some other type of explanation? 
The degree of institutional integration refers to the strength of the influence 

on the decision process of the controlled component that can or must be the 
result of the institutional relations (seep. 46). The relation to the operational­
ization of the concept of decision integration, inherent in the definitions, lies 
in the fact that institutional relations affect three DI-affecting factors, namely 
execution by CC, rewards system and review information. 

In case:5 of full institutional integration there will be legally established rules 
about the disposition of resources (e.g. means of payment, real and movable 
estate) and about entering into contracts ·with external components. This 
means that CC must carry out certain subactivities of some activities in the 
acquisition and transformation of resources group. 

The system of rewards, in FII particularly but to some extent in PII as well, 
is based on institutional relations. In the FII system the reZJiew information 
that CC receives (through payment routines, accounting and internal auditing) 
is imposed at least partly by the requirements of the institutional relations 
(e.g. because in systems consisting of a single legal entity there may be legal 
rules for accounting systems etc.). 

Except where institutional relations necessitate the execution of an activity 
by CC, a higher degree of institutional integration in a system A than in a 
system B does not by definition mean that there must also be a higher degree 
of decision integration in A. Below I suggest some tentative explanations of 
the correlation between institutional and decision integration. 
a) The efficiency of the decision process, under different decision integration 

conditions, can be affected by the institutional integration. (The conc.ept of 
the efficiency of the decision process will be discussed more fully in chapter 
8. In brief, if costs of the decision process are reduced and/or the goal ful­
filment improves, ""·e can say that efficiency has increased.) A high degree 
of DI may require high values for one or both of the two DI-affecting 
factors system of rewards and review information. It may cost more to 

achieve these high values in PII than in FII, because of the relation be­
tween institutional relations and these DI-affecting factors discussed above. 
Admittedly the cooperative contracts in PII often do contain some rules 
about the necessity of information e..xchanges bet:v.reen RC and CC, and 
about various rewards and sanctions, but it will probably cost more to 
apply these rules in PI! than in FII. 

b) A change in institutional integration can represent an adjustment to an 
earlier change in decision integration. According to this explanation, the 
change in DI is the primary change. Establishing institutional relations of 
a type which could facilitate an increase in DI in a system might prove 
more difficult than establishing relations that are in themselves an adjust­
ment to some previous change in DI. (Certain observations, which I need 
not specify here, seem to suggest that in Sweden the rise of the voluntary 
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chains in the food trade over the past ten years was preceded by a period 
of increasing decision integration in the then Nil systems.) 

c) The various rules of behavior imposed by institutional relations, even if 
they are not absolutely obligatory or closely tied to a system of rewards, 
can affect behavior in such a way that a high degree of decision integra­
tion results. An example: the general recommendations of the PII agree­
ments about cooperation, follow-up of CC's intentions, e.xchange of in­
formation between RC and CC, etc. 

d) The degree of DI that appears desirable to CC may vary according to the 
institutional integration of the systems concerned. The different attitudes 
may be motivated on ideological and/or economic grounds. An example of 
possible ideological groumds could be a positive view of the "free entrepriser" 
in the PII and Nil systems. Economic reasons could, for e.xample, be rep­
resented by different attitudes to the relation between DI and efficiency, 
different attitudes to the efficiency of the system versus the efficiency of 
the component, etc. At full institutional integration each RC's economic 
result \vill directly affect CO's financial position-a relationship that may 
induce CO to try to control RC's activities to a large extent. 
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Chapter 6 
Execution Integration 

The third main type of integration variable is concerned with integration in 
the execution of activities. In the present chapter I shall first defme four varia­
bles expressing different aspects of execution integration (EI) and discuss the 
a priori relations betWeen them (i.e. relations that follow from the definitions) . 
The various concepts are then operationalized; the results of the measurements 
are reported below. We shall find that, according to these measurements, there 
is a high correlation between the raokings of the EI variables. I shall discuss 
some tentative explanations of this. The chapter concludes with a section on a 
priori relations and empirically found correlations between EI variables on the 
one hand and decision- and institutional integration variables on the other. 

Execution integration is concerned with the way activities are executed or 
with characteristics of flo ws. We have seen in chapter 5 that decision integra­
tion, as an attribute of the system as a whole, has to be expressed as an aggre­
gation of decision integration between the controlling component and each of 
the controlled components. The EI variables, on the other hand, always refer 
to attributes of activities or flows in the system as a whole. 

My choice of El variables has been geared to t~ree requirements: 
a) The concepts should correspond, at least approximately, to the general 

and marketing definitions of integration presented in chapter 3. 
b) Definitions of the EI variables should contain no reference to efficiency 

variables or decision integration. 
c) No EI variable should be so closely related by definition to any other, that 

its function in the system of concepts could be fulfilled by the other vari­
able. 

The EI variables I have chosen are: activity transference, internalization, 
exclusiveness and homogeneity. Some other variables, which I considered, satis­
fied the first of the above criteria but not the second. ("Coordination" had to 
be abandoned on this account.) 

Definitions of the El Concepts 
Activity Transference 
Characteristic of the marketing system is that work is divided among the com­
ponents. The division of marketing activities into wholesale and retail activi­
ties can be said to refer to a "normal" situation, in which retail components 
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carry out only retail activities and central components only wholesale activities. 
Deviations from this pattern can then be described as the transfer of an activity 
from one "level" to another. Of the definitions of integration quoted above 
(pp. 38 ff), D, G and I are clearly related to the concept of activity transfer­
ence. 

Activity transference is defined as the ratio between the transferred and the 
total extent of the internally executed activity. Note that the allocation of the 
decision process to different levels in the system is not included in the defini­
tion. 

The extent of the activity is defined in terms of the cost of production fac­
tors used i.e. as input into the activity (p. 21 ). I have chosen input into­
rather than output from-an activity as a measure of its size and its allocation 
in the system, for two reasons: 
a ) When we later (in chapter 9) come to analyse the relation between activity 

transference and efficiency, our discussion can be related more closely to 
microeconornic theory, since changes in activity u·ansference can directly 
affect the quantity of production-factor input per acting component. 

b) It may be difficult to define the output of the various subactivities in the 
same terms. In the sales promotion activity, for example, output from the 
subactivities transmitting advertising information and manufacturing dis­
play material can hardly be meaningfully expressed in the same terms, if 
we want to indicate how much of the total activity is carried out at dif­
ferent levels in the system. 

The variable activity transference can exrubit values between 0 and 1. A 
value of 1 for a particular retail activity would mean that the activity is carried 
out entirely by central components and, for a particular wholesale activity, 
that the activity is cani.ed out entirely by retail components. 

The allocation among activities and components of the cost of production 
factors used in the system, naturally involves difficult problems. These prob­
lems are discussed in the literature of cost analysis. It is not part of my present 
purpose to discuss them (p. 21 ). 

In measuring activity transference (also internalization, see below), we have 
to be able to distinguish the part of the activity e.xecuted internally from the 
part executed outside the system. In other words, how can we decide whether 
a particular production-factor unit is part of .an internal or an external compo­
nent? What shall we do, for instance, when an internal component hires the 
necessary resources (consultants, automobiles, machines etc.) instead of em­
ploying or owning them? If almost all the resources of an external component 
have been hired by an internal component and used almost exclusivelr for 
carrying out the system's activity during the period concerned, I count them as 
internal resources. Otherwise they are external. 
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Internalization 
Marketing activities are performed inside and outside the system. To create a 
flow of goods to the consumer sector from the system's RCs, certain wholesale 
or retail activities will also, in varying degrees, be required of certain external 
components (e.g. external suppliers, service firms, financing institutions). 

The concept of internalization measures the proportion of a particular 
marketing activity that is carried out by internal components. We have seen 
that the concept of activity transference expresses an aspect of the division of 
work within the system; similarly, the concept of internalization expresses an 
aspect of the division of work between system and environment. 

The concept of internalization has more or less explicit equivalents in part~ 
of the definitions A, D, G, Hand I (pp. 38 ££), and in the literature on ex­
ternal economi.es ( cf. Thorngren, 1967) . 

The internalization of an activity is defined as the ratio between the value 
of the production factors used by the system's components and the value of all 
the production factors used inside and outside the system for the "relevant 
parts" of that particular activity. 

We can discuss what is meant by the "relevant parts" of the activity by re­
ferring to figure 6: 1. We start with flow I, i.e. the flow of goods from the sys­
tem to the consumer. If we follow the flow of goods backwards, through the 
components involved in the marketing and manufacturing of finished goods, 
we come to components supplying semi-finished goods or raw materials. The 

Figure 6: 1 Model of the Marketing System and Part of its Environment as 
Used to Illustrate the Concept of Internalization 

Thick ~olid linss separate the components of the system from the environment 
Broken lines define the part of the environment that is rele .. -ant to the internalization 
concept 
A rrows indicate the flows of goods 
I -= flow of goods from the system to the consumer 
E - flow of goods from external retailers to the consumer 
ii and e1=value of production-factor inputs in the components represented by the boxes, 
for the part of a particular acthity, A, that is directly of indirectly linked to flow I 
and flow E respectively 

Extemal suppliers 
of raw materials end 
semi-finished goods 
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"back" boundary for activities to be included in the relevant part of the en­
vironment has been set at the components which manufacture the finished 
goods (the broken line in figure 6: 1). 

External components have been included in the relevant part of the en­
vironment if the components concerned are involved, directly or indirectly, in 
flow relations with internal components. Components among suppliers, service 
firms, financing institutions etc. are thus included if they have flow relations 
with the system's components in connection with the activity in question. In 
figure 6: 1, for example, external wholesale units who act as suppliers to the 
system have been included, while components whose flow relations are ""ith 
external retailers only have not. Also, by definition, any consumer takeover of 
retail activities has to be excluded according to the conditions we have assumed 
in chapter 2 (p. 17). 

In the part of the environment thus defined (indicated by the broken line 
in the figure ) a certain part of the activity is carried out to get goods flowing 
between external retailers and consumers. This part of the activity in the ex­
ternal components is not included in the internalization concept; nor is that 
part of the activity that is carried out by interna l components but is concerned 
with flows to external retailers. 

In terms of figure 6: 1 this means that the total value of all the production 
factors used inside and outside the system for the relevant part of the activity 
is : i1 + i2 + i3 + 4. Internaliza tion is expressed as the share of this total amount 
that is executed internally (i.e. i3 + i,) . T hus internalization is defined as ( i3 + 
i,)j(ii +i2 +is + i4). 

An example: Let the activity be price marking. Consider then the inputs 
required of the external manufacturer and wholesale components and the 
internal wholesale and retail components, for price m arking goods for distri­
bution through the system's RCs. Internalization will measure the share of 
the total inputs that is used by internal components. 
In the case of activities relating to the flows of information, payments or 

production factors, the relevant part of the activity is determined by the direct 
or indirect relation of these flows to the goods flow from the system's retail 
components. 

An example: A manufaturer's advertising of his own brand is included in 
the relevant part of the sales promotion activity, if the goods are sold by the 
system's RCs. The manufaturer's total advertising eo5ts will not be included, 
however, if his advertising is also geared to the flows of goods from external 
retailers. The relevant part of his total input in advertising concerns ad­
vertising directed towards consumers who buy the advertised articles from 
the system's RCs. 
As in the case of activity transference (see above) , various problems of a 

general nature arise when we try to evaluate production-factor inputs and 
allocate costs. Whether or not the execution of a particular activity takes place 
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inside or outside the system is a problem that has also been discussed in the 
context of activity transference. 

Exclusiveness 
I have already identified the flows that link internal components to each other 
and to components in the environment (pp. 14 ff ). A particular flow relation 
can thus link either two internal components or an internal and an external 
component. If we sum up the quantities of a certain kind of flow, exclusive­
ness measures the share of this kind of flow which has internal components at 
both the sending and the receiving ends. Thus exclusiveness is a measure of 
how "open" the system is in certain respects for flows to or from the environ­
ment. The greater the exclusiveness, the less "open" the system. Of the defini­
tions in chapter 3 only A, and to some extent B, include any direct reference 
to the idea of the exclusiveness of flows.1 

I shall define exclusiveness for the flows of goods, information, payments 
and production factors. The definitions will vary according to the type and 
direction of the flow concerned. Figure 6: 2 provides illustrations. I n the defini­
tions I assume one CC in the system. 

Goods Flows 
The quantity of the flows is measured in terms of its monetary value at a 
uniform price level (e.g. retail price level). Exclusiveness can apply to flows 
from CC and to flows to RCs. In the former case it tells us how much of CC's 
goods flov.-s is directed to internal components; in the latter how much of 
the goods flowing into RCs have come from internal suppliers.2 In figure 6: 2 
below, A1/(Al + B) designates the exclusiveness of the goods flows from CC 
and A1/ (A1 +C) the exclusiveness of the goods flows to RCs. 

Figure 6: 2 Internal and External Flows Illustrating tlze Concept of 
Exclusiveness 

Arrows indicate the flows, which are identified by letters 

1 The concept of exclusiveness is clearly related to the analysis in Nystrom ( 1967), 
where the aim is to construct a general method for delimiting systems of components 
whose activities are in some way similar. 
2 Cf. pp. 30 ff where criteria for delimiting the system are discussed in similar terms. 
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Payments Flows 

Three types of payments flow are distinguished: payments for goods, for in· 
vestments and for profits (or losses). 

Payments Flows for Goods. These flow in the opposite direction to the flows 
of goods. The exclusiveness of the payments flows to CC is designated: A2/(A2 

+ D ) and from RCs A2/ (Az+E}. 
Payments Flows for Inuestments. Here exclusiveness is a measure of the 

proportion of the total cost of investments that is not financed by external 
components. Exclusiveness of payments flows for investments in retailing is 
thus: (E-C)/E. 

Payments Flows for Profits (Losses). Profit accruing to a component as a 
result of its activities can either stay '\\>itbin the system (e.g. as an increase in 
the bank balance) or be passed on to an external component (e.g. as owners' 
cash withdrawal not rcinvested in the system). In the same way a deficit can 
be met by resources within the system (e.g. by reducing the bank balance) or 
outside it (e.g. from an owner or a financing institution). Exclusiveness of 
payments flows for profits (losses) in RCs measures the proportion of the 
profit (loss) that corresponds to payments flows not going to (coming from) 
external components. This variety of the exclusiveness concept cannot be 
illustrated by fig. 6: 2. 

P-roduction Factors Flows 
I have divided these into the flows of manpower, materials and premises. 
Manpower can also be transferred between components on the same level in 
the system, which means that the two boxes ( CC and RCs) in figure 6: 2 
symbolize any combination of component pairs in the system. The exclusive­
ness of the flows of manpower to all the components in the system refers to 
the proportion of all personnel new to the components during the period con­
cerned that has come from other components in the system. According to figure 
6:2: (A2 +A1)/(D+A2 +C+A1). The exclusiveness of the flows of manpower 
from all the components in the system is expressed by the ratio : (A1 +A2)/ 

(B+A1+E+A2). 
The exclu;iveness of the flows of materials is indicated in the same ·way as 

the goods flow to RCs., i.e.: A1/ ( A1 +C) . 
The exclusiveness of the flow of store premises into the system tells us how 

great a part of the store premises accruing to the system during the period 
concerned originally "entered" into the system because CC obtained the right 
of disposition to the premise: ( A1/ ( A1 +C). The exclusiveness of the flow of­
store premises from the system tells us how great a part of the store premises 
"dropping out" of the system for which the right of disposition is oot passed 
on to a competitor. If full decision integration applies in the activity closing 
down stores, however, the e..xclusiveness is always complete. This exclusiveness 
<:oncept cannot be adequately described by fig. 6: 2. 
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Information Flows 
The quantity of the information flows is defined on the semantic level. Only 
information flows resulting from the execution of the activity have been in­
cluded here, since exclusiveness is an EI concept. The following measures 
seem pertinent: 
a) The exclusiveness of CC's transmission of information, Ar/(A1 +B). 

Example: Information from CC to RCs connected with selling/order re­
ceival as a ratio of the total information flow from CC for this activity. 

b) The exclusiveness of CC's information receival, A2/(A2+D). Example: 
Information received by CC from RCs as a ratio of the total information 
flow in connection with the above activity. 

c) The exclusiveness of RCs' transmission of information, A2/ ( A2 +E). Ex­
ample: In connection with RCs' ordering activity, that part of the infor­
mation that is transmitted to CC. 

d) The exclusiveness of RCs' information 1·eceival, A1/(A1 +C). Example: 
In connection with the training activity, that part of the information that 
comes to RCs from CC. 

e) The exclusiveness of the whole system's transmission of information, 
B/ (B +E). Example: Regarding information transmitted in connection 
with supplier negotiations that constitute subactivities of the wholesale 
and retail activities choice of suppliers, that part of the information that is 
transmitted by CC. 

f) The exclusive.ness of the whole system,s injo,-mation ,·eceival, D/(D+C). 
Example: Regarding information received in connection with supplier 
negotiations as above. 

Homogeneity 

Even a superficial comparison of real marketing systems will reveal a -.,...-idely 
varying range of uniformity in the behavior of components within individual 
systems. For instance, in one system prices may vary greatly from store to 
store and in another hardly at all. In one system similar assortments appear 
in all the stores, in another many articles are carried only by a few. I have 
developed the homogeneity concept to provide 'SOme mea.~ure of the uni­
formity of the components with regard to a particular activity. Definitions E 
and F in chapter 3 recognize some such idea of homogeneity. To identify 
homogeneity we have to compare the specifications of the action alternatives 
in the different components or, in other words, the chosen sets describing the 
respective activity dimensions. 

The elements of the chosen set can be identified as values of either a quanti­
tative variable (e.g. price) or a qualitative variable (e.g. technique). In the 
former case homogeneity can be defined by applying the concept of relative 
dispersion in a statistical distribution. In the latter, homogeneity will be given 
a set theory definition. 
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The Elements are Values of a Q'Uantitative Variable 
Assume first that every chosen set consists of one element. Example: the 
chosen set in the activity choice of assortment, dimension depth of assortment 
contains one element; a nmnber. Homogeneity is greater, the smaller the 
dispersion in the frequency distribution describing the attributes of the system. 
I have used the relative instead of the absolute dispersion here because, since 
the absolute size of the element values does not affect the homogeneity meas­
ure, this provides a better basis for inter-system and inter-activity comparisons. 
The homogeneity variable can exhibit values betw·een 0 and 1. Homogeneity 
(H) is defined: 

H = 1 
l +crx/x 

where o._/x is the relative dispersion (coefficient of variation, Ferber & Ver­
doorn, 1965, p. 67). Homogeneity will be close to 0 if the coefficient of vari­
ation is high, and 1 when it is 0. 

An example: activity choice of assortment, dimension depth of assortment. 
The depth of assortment is expressed as the number of articles in groups of 
merchandise that are the same for all components. 

Store no. Depth of assortment 
System 1 System 2 

1 2,000 1,400 
2 2,100 1,600 
3 1,800 3,000 
4 2,200 2,000 
5 1,900 
Average 2,000 2,000 
Standud deviation 110 616 
Coefficient of variation 0.06 0.31 
Homogeneity 0.94 0.76 

If the elements of the chosen set are represented by ordered pairs of a basic 
set and an at tribute set (p. 60), the homogeneity measure is calculated in 
two steps. First, for each subset of the chosen set that contains only those 
ordered pairs for which the elements of the basic set are equal, we proceed as 
above with separate homogeneity calculations for the values of the elements of 
the attribute set. We can then calculate a weighted arithmetic mean for the 
separate measures, to find the homogeneity of the dimension concerned. 

The example below will clarify the procedure. 
The activity is pricing and the dimension price pe·r article. According to 

the table below, component A's chosen set consists of the ordered pairs (11, 
Ill , III3 ) and C's of (Il, II3) . 

109 



Execution Integration 

Component Price of the Articles 
I II III 

A I 3 
B 2 
c 3 
D 2 

Article Standard Arithmetic Homogeneity per Article 
deviation mean (formula on p. 109 applied) 

I 0 1 
II 0.7 2 0.74 

Ill I 2 0.67 

Homogeneity for this dimension of the activity is calculated as an average 
of the homogeneity of the separa te articles weighted with the number of ob­
servations per article. In this example, therefore, homogeneity is 0.8.3. 

The Elements are Values of a Qualitative Variable 
If all the chosen sets in the system are equal, we have maximum homogeneity. 
If no single element in any set is identical with any other element in any other 
set, we have minimum homogeneity. ·The greater the number of elements that 
are identical with elements in a large rzumber of the chosen sets in the system, 
the greater the homogeneity. This argument will be developed further below, 
first when the chosen set contains one element and, secondly, when there are 
several elements in the chosen set. 

One Element in the Chosen Set. When the chosen set contains one element 
only, and this is a value of a qualitative variable, homogeneity is defined as 
the proportion of the system's components whose actiotl alternatives are among 
the m most frequent alternatives in the system. 

An example will illustrate this: Below we have the frequency distribution 
for action alternatives in two systems, each with 100 components. 

Action Alternative 
(Chosen set) 

a 

b 
c 
d 

System 1 System 2 
Number Qf cQmponents 

50 
20 
15 
15 

20 
70 
10 
0 

In system 2 more components are clustered round the most frequent alter­
native than in system 1, and the components are distributed over fewer 
alternatives. 
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If m = 1, homogeneity will be 0.5 and 0. 7 respectively. If m = 2, it will be 
0.7 and 0.9. 

It is difficult to lay down any general principle for choosing a value for m. 

If we let m = 1, then we are ignoring the fact that the frequency of the next 
most common alternative may differ in the two systems. If m is nearly as great 
as the total number of e..xisting action alternatives, then we are getting rather 
far from what is commonly meant by "homogeneity". The value of m will 

have to be decided for each case as it arises, taking into consideration among 
other things the total number of alternatives in the system, and the relation 
between homogeneity and efficiency. This last point needs some elaboration. 

My main reason for introducing the homogeneity concept at aU has been its 
probable interest for analyses of relations between integration and effjciency. 
It therefore seems reasonable to let the definition of homogeneity vary for 
different activity dimensions, so that it can be geared to whatever is most 

interesting from the efficiency point of view in any particular case. 
An example: Efficiency in activity A may be affected chiefly by the fre­
quency of the most frequent action alternatives, while the distribution of 
the remaining chosen sets among remaining alternatives is quite un­
interesting in the context. We should then let m be equal to 1. In activity B, 
on the other hand, efficiency may be affected chiefly by how large a propor· 
tion of the action alternatives chosen are among the less frequent alter­
natives. We should choose a value of m that is greater than 1. 
To prevent our definition of homogeneity from conflicting with the general 

meaning of the term, m is never allowed to be chosen greater than half the 
total number of action alternatives in the system or in any of several compared 
systems. In the above e.xample, therefore, m must be 1, since if m = 2, it will be 
more than half the number of action alternatives in system 2. 

Sel!eral Elements in the Chosen Set. If we compare two chosen sets, each 
consisting of several elements, we shall find either that some elements are 
identical in the two sets, or that there is no such identity. The greater the 
proportion of identical elements, the greater the homogeneity. If the sy-stem 
expands to embrace m components, some elements may be identical in all the 
m chosen sets, some in all except one, etc. Some elements may appear in only 
one set. Homogeneit>y is defined as the proportion of aU the elements in the 
chosen sets that are identical for at least k of the m sets. If we let k/m be equal 
or almost equal to 1, the homogeneity measure will be very sensitive to de­
viating behavior on the part of single components. Furthermore such a meas­
ure does not reflect any differences there may be in the number of elements 
identical in almost all the components. If we let k/m be small, for instance less 
than 0.5, we find ourselves too far removed from the commonly accepted 
meaning of "homogeneity". The choice of kjm must be stated and discussed 
separately for each homogeneity calculation (see above). 

An example: Assume that we are comparing the assortments of two systems. 
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Conditions are as follows (see figure below) : each system has three com­
ponents; each component's assorunent, represented by a circle, contains 10 
articles. The numbers in the respective subsets indicate the number of 
articles common to the various subsets of the chosen sets. 

Syatem1~2 
3 3 

2 2 

3 

System2r@ 
1 1 

7 1 , 
, 

In system 1, 3 elements in all three chosen sets are identical; 4 elements 
in each chosen set are identical with one, and only one, other chosen set; 
3 elements are unique to the respective chosen sets. In system 2 the cor· 
responding figures are 7, 2, 1. System 2 is more homogeneous than system 1. 
In system 2, 70 % of all elements in each chosen set are identical with 
elements in all the other chosen sets in the system. In system 1 the cor· 
responding figure is 30 %- In system 2, 90 o/o of all elements in all the 
chosen sets are identical with elements in at least one other chosen set. The 
con·esponding figure in system 1 is 70 %- Accordingly we can say that 
homogeneity in system 1 is either 0.3 or 0.7, depending on our requirements 
for kfm: 0.3 if the elements are to be identical between all three components 
( k/m = 1), 0. 7 if we only require identity between at least two of them 
(k/m=2/3). 

The definition of homogeneity, H , when the number of components is 3 
and k/m = 2/3 is as follows in set theory notation. Ai =the j th component's 
chosen set. 

H = [s · n(~ A1) + 2~~ (n<.~ _AJ) - n( ~ At)J}]/~ n(Ai) 
J-1 1-1 )#J 1= 1 1- 1 

The above formula can easily be extended to the general case of m com­
ponents with k as any number between m and m/2. As this general formula 
is rather cumbersome, and does not contribute much to the understanding 
of the homogeneity concept, I have not given it here. 

Hitherto an implicit assumption in our discussion of homogeneity has 
been that activity transference is 0. If we allow CC to carry out retail 
activities, it is often possible to "allocate" these to the RCs concerned (e.g. 
establishing stores, acquisition of capital, goods receival) . Homogeneity cal­
culations can then proceed as before. In other cases, however, such as ad­
vertising by CC on behalf of all the RCs, it may not possible to allocate 
the activity among RCs in any logical or meaningful way. For such joint 
activities, therefore, complete homogeneity obtains for the part of the ac­
tivity carried out by CC. In the case of wholesale activities, the homogenei­
ty measure emerges from comparisons benveen different CCs at the same 
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level in the system. If RCs execute part of a wholesale activity for a partic­
ular CC, then the attributes of CO's and RC's executions will together give 
us the activity description for the CC concerned. 

Relationships Between El Concepts Based on the Defini1ions 

At the beginning of this chapter I stated that our system of concepts should 
not include any EI variable that, on definitional grounds only, so closely re­
sembled any other as to become superfluous. In this section I shall discuss 
whether or not there are any such relationships between the various pairs of 
El variables. 

Activity Transference and I nternoJizaticn. Let us assume that in CC, RCs, 
and the relevant external components, the inputs into a particular activity are 
designated c, d and e. The activity transference of retail activities is then de­
fined as (c ) j (c+d) and internalization as (c+d)/(e+ c +d).~ 

Assume some change in c and d leading to a change in activity transference; 
assuming no change in e, the degree of internalization may be affected or it 
may not. This is illustrated in table 6: 1., cases 1-3, for increases in activity 
transference. Decreases can be illustrated in a similar way. A change in the 
relation between e and ( d +c) - i.e. primarily a change in the degree of inter­
nalization-may affect activity transference either way, or may not affect it 
at all This is illustrated by cases 4-6 for increases in internalization. We can 
therefore conclude that a change in a particular direction in the degree of 
activity transference does not, by definition, lead to a change in any particular 
direction in the degree of internalization. Similarly a change primarily affect-

Table 6: 1 Examples of Relations between Changes in Activity Transference 

and I nternali.zation 

It is assumed that neither,, d nor~ initially = O. 

Change in the inputs into: Case no: 
l 2 

CO's activ1ty 
ROs' activity 
External activity 
Primary change in : 

activity transference 
internalization 

Related change in: 
activity transference 
internalization 

+ 
0 
0 

+ 

+ 

+a 
-a 

0 

+ 

0 

3 

+a 
-(a+l ) 

0 

+ 

Case no: 
4 5' 6 

+a +a, 0 
0 +a, +a 

-a - a -a 

+ + + 

+ 0 

3 For the sake of simplicity I have limited this part of the discus!.ion to retail activities. 
A similar argument could be developed for wholesale activities. 
"Conditions for case 5 must obviously be: (c+a1) I {c + a1+ d + a2) = c/ (c+d). 
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ing internalization does not necessarily lead to any specific change in activity 
transference. 

Activity Transference and Exclusiveness. Activity transference is concerned 
with the internal allocation of resources for the execution of a particular ac­
tivity, whereas external and internal flows are involved in the exclusiveness 
concept. Thus the concepts are expressed in different categories which makes 
it less likely that there ''vill be any close a priori relation between them. How­
ever, such a relation will exist if CC's execution of retail activities, or RC's 
execution of wholesale activities, necessarily affects the relation between 
internal and external flows that are relevant from the point of view of ex­
clusiveness, and vice versa. 

T wo examples: 
1. CC takes over the subactivity negotiations in any of the activities con­
cerning the acquisition of goods and production factors; this raises the de­
gree of exclusiveness in the system's receival and transmission of (negotia­
tion) information. 
2. CC carries out completely certain activities such as payment routine, 
acquisition of capital, establishing stores; this is only possible in combination 
with complete exclusiveness in the relevant flows. On the other hand, com­
plete exclusiveness in such cases does not require full activity transference. 
For technical and economic reasons there may be little chance of CC 

executing retail activities concerned with certain external flows to or from 
RCs but this is not by definition impossible in our model. For example, it 
might be inefficient to involve CC in goods receival or positioning/refilling of 
goods delivered to RCs from external supplien;. 

Activity Transference and Homogeneity. This relation has already been 
touched upon. Only if the part of the retail activity executed by CC cannot 
logically be allocated to the individual RCs, is there any relation by defini­
tion between activity transference and homogeneity. (E.g. supplier negotia­
tions, transmission of advertising messages.) If CC carries out the whole sub­
activity in such a case, there will be complete homogeneity for the relevant 
activity dimension. However, complete activity transference is not a require­
ment for complete homogeneity. 

Internalization and Exclusiveness. Internalization answers the question : how 
much of a particular activity is executed internally? Exclusiveness tells us how 
much of a certain type of flow is internal. At first glance, therefore, it seems 
likely that this pair of concepts will be closely related. A comparative analysis 
shows us that this is not the case. 
a) Changes in the size of external flows do not necessarily lead to similar 

changes in the size of external activities. Assume an increase in the ex­
clusiveness of the goods flow to RCs; the internalization of price marking, 
for e."ample, may be affected either way, or may not be affected at all. 
It will increase, for example, if RCs' supplier always does the price 
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marking. It will decrease if CC's supplier takes over the activity from the 
RCs. I t will remain the same if RCs do the marking, regardless of whether 
the goods are supplied by CC or by external suppliers, or if CC takes over 
the marking from R Cs for the added internal goods flow. 

b ) Flows often arise from the execution of several activities. Internalization 
can vruy for these at a given degree of exclusiveness. 

c) Some external flows are not included in any definition of e.xclusiveness 
(e.g. llow of goods to CO). The internalization of activities affecting these 
flows cannot therefore be compared with any type of exclusiveness. Ex­
amples of such activities are the wholesale activities in transport and goods 
receival. 

d) The parts of the wholesale activities that are concerned with flow rela­
tions to or from external customers have not been included in our defini­
tion of internalization {see p. 104 ). On the other hand, flows to and from 
these customers do form a part of several of our definitions of exclusiveness 
(e.g. the exclusiveness of goods flows from CC). 

We can see from the above that there is no general a prioci relation be­
tween interna.li2ation and exclusiveness; the concepts can fulfil independent 
functions in our system of concepts. However, if we assume a positive covari­
ation between an activity's input and output, and define output as a flow 
quantity, then there will be a close connection between the two EI variables 
in some but not all cases. Given this assumption, for instance if the exclusive­
ness of the goods flow to RCs increases, the internalization of the wholesale 
actvities related to the goods flows must also rise, unless RCs are carrying out 
wholesale activities. 

Internalization and H omogeneity. No relations can be established between 
these concepts on definitional grounds alone. 

An example: if an increase in the internalization of a retail activity has 
arisen because one CC has taken over execution from a number of external 
components, then this will not be accompanied a priori by an increase in 
homogeneity. If we assume that homogeneity is affected by the number of 
components involved in executing the activity, it follows that homogeneity 
will increase. On the other hand, if the increase u1 internalization has arisen 
because RCs have taken over the activity from the external components, 
and the number of RCs is greater, on the same assumption homogeneity 
will decrease. 
Thus we have seen that a change in internalization does not, as a res·ult of 

logical reasoning based only on the definitions of the two concepts, give rise 
to a change in homogeneity. Some other conditions must be fulfj)Jed. The 
same is true if the primary change is in homogeneity: a consequent change in 
internalization cannot be assumed unless certain other conditions e.'l{ist. 

Exclusiveness and Homogeneity. No a priori relation exists here either. A 
change in homogeneity does not necessarily affect exclusive11ess in any particu-
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Jar direction, and vice versa. Homogeneity in the activity sales promotion, for 
example, can increase without affecting the relation between the external and 
internal flows of good~ or information. Suppose RCs' total external purchases 
drop, thus increasing the exclusiveness of the goods flow to RCs; The homo­
geneity of, for instance, choice of suppliers, in its dimension identity of supplier, 
may or may not be affected by this. Homogeneity probably increases if, for 
instance, suppliers to only a few of the RCs lose all their customers in the 
system. Homogeneity is unaffected if the flow quantity per external supplier 
decreases, but all the supplierfRC relations remain. 

Conclusion. This analysis of the pairs of EI variables shows us that they 
are related to each other on purely definitional grounds in certain exceptional 
cases only, or if some further assumptions are made. 

Operationalization of the El Concepts and Description of 
Execution Integration in the Real Systems 
Activity Transference 

The problems of allocation to the CC and RC levels of the cost of a particular 
activity are here intrinsically important and complicated. Reference to the 
literature on cost analysis could suggest various ways of dealing with them. 
However, the scope of the present study is so e..'Ctensive that the resources re­
quired for measuring and allocating costs component-wise and activity-wise 
would be greater than our purpose requires or our resources allow. I have 
therefore made estimates, based on interview material and in some cases on 
data from the questionnaires in appendix 4: 3. T he following applies to ac­
tivity transference for retail activities. 
1) Every subactivity is given a ''weight", (w;) which shows its demand on 

inputs compared with other subactivities. 
2) }'or every subactivity I estimate the proportion ( c;) of RCs for which 

there is any activity transference. 
3) I then estimate the average extent (ei) of transference in each subactivity, 

for those RCs showing transference according to (2) above.5 

4) To find total activity transference I then multiply the three figu res ob­
tained for each subactivity (weight, component ratio, extent ratio) and 
add together the results. I then divide this sum by the sum of the weights 
of the subactivities. As a formula (A= activity transference) : 

A= (i Wi • Ci • ei.) / ~ Wi 

i=l i=l 
5) The resulting figure, which will be between 0 and 1, is then used to rank 

ts The extent of the activity is defined in output terms in those cases where only CC or 
only RCs are involved in the execution of that part of the activity that refers to a 
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the activity transference of a particular activity in different systems, and 
to classify activity transference into one of five classes. 

I t is of course possible to rank activity transference without first calculating 
a total figure as in ( 4) above, if at least one of the numbers expressing 
"weight", "component ratio" or "extent ratio" is greater in one situation than 
the corresponding number in the other situation and if no such number in 
the latter is greater than in the former situation. Because of the way the em­
pirical material was collected (mostly at intervie .. vs), the reliability of the 
measure obtained according to (4) above may be rather low. Consequently I 
have not presented this figure as my end result; instead I have let it pro"ide a 

Table 6: 2 Ranking of Systems with R egard to Activity T ransference in Cer-
tain R etail Activities. 

Several activities have been excluded from tables 6: 2 and 6: 3, some because by de­
finition they can only be executed by RC, others because of insufficient empirical 
material.~; 

Activity Fll PU-R PII-W Nil 

-choice of suppliers 1 2.5 2.5 4 
Ordering 2.5 2.5 2.5 2.5 
Sales Promotion 2 3 4 
Payment routine (purchase) 2 3 4 
Payment routinE- (sales) 3 3 3 
Price marking 3 3 3 
Acquisition of capital 2.5 2.5 4 
Acquisition of other personnel 2.5 2.5 4 

specific portion of the total output. If, for instance, RCs and CC are both prepacking 
perishables, the extent to which this is done by CC is measured as the portion of the 
total flow quantity of internally prepacked goods that have been packed by CC. If both 
CC and RCs take part in the activity relating to a specific portion of the total output, 
we have first to estimate CC's part of this in input terms. We can then proceed as 
above to calculate the extent to which the activity is carried out by CC. Assume, for 
instance, tbat both RCs and CC take part in the subactivity r~egotiations with specific 
.external suppliers, and that the output variable is defined as purchase quantity. If RCs 
and CC are responsible for equal quantities of inputs into these negotiations, and if 
purchases from these suppliers are half of RCs' total purchases from external suppliers, 
then the measure of the extent to which this subactivity has been transferred is 1/4. 

Output terms have been used because the interview material contained more in­
formation on which to base estimates of outputs than estimates of inputs. At model 
level, the definition of activity transference was completely geared to input into the ac· 
tivity (p. 103) . Such a contradiction between the definition and its operationalization 
has negative effects on the validity of the measurements. However, if input and output 
ccwariate positivclr, then the consequences are less serious. 

• These are goods receival, prepackaging, pfJsitioning/refilling and all activities but two in the 
activity group ac~uisitWn and transformation of resotuces. 
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Table 6: 3 Classification of Activity Transference for Certain R etail 

Activities7 

Degree of activity 
t ransference 

Complete 

Very High 

Medium High 

Low 

No or V'erf Low 

FII 

Acquisition of 
capital 

Payment routine 
(purchases) 
Choice of suppliers 

Ordering 
Sales promotion 
Acquisition of 
other personnel 
Price markjng 

Payment routine 
(sales) 

PII-R, PII-W 

Acquisi tion of 
capital 

Ordering 

Choice of 
suppliers 
Sales promotion 
Payment routine 
(purchases) 
Price marking 

Payment routine 
(sales) 
Acquisition of 
other p ersonnel 

Nil 

Ordering 
Acquisition of 
capital 

Sales promotion 
Price marking 

Choice of 
supplier& 
Payment routine 
(purchases} 
Payment routine 
(sales) 
Acquisi tion of 
other personnel 

basis for classifying the activity transference into five classes as follows (lo·wer 
boundary in brackets) : Complete (0.98) , Very High (2i3), Medium High 
(1/3), Low (0.02) , No or Very Low (0.0). The boundaries, except for the 
extreme classes, were arbitrarily chosen. An example of the ranking and clas­
sification of activity transference (sales promotion) is provided in schedule 
6: 1. Rankings are reported in table 6: 2 and classifications in table 6: 3. The 
basis for the tables is provided in appcndi..x 6: 1. Some retail acdvities always 
by definition have an activity transference of 0: choice of assortment, pricing, 
service, checking out and storing. For some other activities I did not get 
enough information to make any estimates. These are Hsted in footnote 6. 

'See table 6: 2 for an account of why several activitie3 are missing from this table. 
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Schedule 6: I Estimating Activi{Y Transference in Sales Pro1n1Jtion 

.... .... 

Subactivity 

A. Supplier negotia­
tions 

B. Ordering goods 
C. Tra.~mitting 

advertising 
information 

D. Manufacturing dis­
play ma terial 

E. Display 

F. Sales conversations 
with consumers, 
Demonstrations of 
goods 

G. Pricing 
H. Price marking 

Comments: 
Weight of the 
subactivi~y 

Component ratio 

E~lenl ralio 

<D .&sui! 

Output Variable 

Inflow of SP goods 
(in monetary value) 
)) 

No. of advertising 
messages 

No. of disp lay signs 

Outflow of SP goods 
(in moneta ry value) 
)) 

)) 

)) 

Weight of 
Subactivity (wa) 

I 
1 
FII, PII-R, 3. 

Component ratio 
(ct) 
Exceptions in 
brackets 

1 (NII, 1/2) 
0 (FII, 1) 

PII-W, 2. Nil, !. I (Nil, 1{2) 

2 

3 

0 
2 

l (Nil, 1{2) 

0 or close to 0 

0 (FII, 1{4) 

0 
1 (Nil, 1/2) 

Extent ratio ( e1) 
FIJ PII 

close 
to I 
)) 0 

» I 

» I 

)) 0 

1/4 

3/4 

3/4 

3/4 

close 
to 0 

Nil 

1{2 

3/4 

1{4 

0 

1/10 1/20(-R) 1/20 
I{IS(·W) 

Wa·ct·ea 
I<'U PII-R PII-W Nil 

close 
to I 3/4 3{4 1/4 
)) 0 0 0 0 

» 3 9{4 6{4 '3/8 

» I '3/4: 3/4 1/8 

close close 
)) 0 to 0 to 0 0 

3{16 0 0 0 

0 0 0 0 

1/5 l/10 2/15 1/20 

C. (The letter indicates the subactivity.) Only internal execution is included. The differe.nt weights arise because 
FII/Pll-R have some interna l media for ma.Ss communications and Nil has very little production of material for 
"direct advertising". 

G. By definition execution me:1ns that goods can be purchased at the price chosc1\ in the decision process. Input into 
this activity is assumed to be negligible. Thus pricing is weighted 0. 

A, C, D, H. About half tbe RCs in Nil take pat·t in the centrally planned SP program. 
B. CC assigns some SP goods to R C without RC having ordered them in Fll. 
F. CC personnel demonstrate goods in large stores in FII. 

A. I n PII, and even more in NII, RC has direct contact with supp1ic.rs regarding individual SP activities. Yll has 
practically no contacts of this kind. 

B. FIJ has very few "assigned" SP goods. 
C. PII and Nil have more individual "direct advertising" by RC than FII. 
D. There arc hardly any RC-manufactured display signs in FII; in Nil l.here are very few CC-manufactured signs. 

In PII, R C-manufactured signs represent a good proportion of the signs concerned with RC's individual Sl'-activitics 
Note that display materials by externa l manufacturers are not included. 

H. In the main CC marks perishable foods only. The proportions given here are very uncertain, but tl1c figures arc so 
low in all systenu, tba.t the total effect on the allocation of work c."'nnot be very great. Differences that do exist 
depend on the different degrees of exclusiveness in the flow of goods to RCs (perishables). 

Activity transference in the different systems is: 0.41 , 0.30, 0.26 and 0.07. This gives us tho ranking : I. Fll 2. PII-R 
3. PII-W 4. Nil. This gives us the classification: FII Mediwn High, PU-R, PU-W and Nil all Low. 

~ 
(l) 
0 

a.. 
0 
::I 

::1 -(l) 
tC 

iii 
C; 
0 
::1 
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Internalization 
Measurements of internalization also involves activities carried out by external 
components. Since I could not extend the empirical study to include compo~ 
nents outside the systems, no measurements have been made of this variable. 

Exclusiveness 
Goods Flows 
Goods flows from CC have been measured according to the invoiced net 
sales of goods physically distributed through the component concerned. The 
total flow of goods to RCs has been calculated by subtracting sales tax and 
FII's average retail margin from total sales. Since the other systems found it 
difficult to supply the relevant infonnation, I applied the FII margin in all 
systems/l 

In FII the data required for calculating the goods flow to RCs forms part 
of CC11's accounting records. In the other systems, CO's information about 
RC's sales is in most cases based on figures supplied by RC. In these systems, 
therefore, the measurement of goods flows to RCs is probably less reliable 
than of goods flows from CC. Table 6: 4 shows exclusiveness, revealed by 
the measurement of goods flows. 

Table 6: 4 Exclusiveness of Goods Flows, 1965 

Type of excli.L!Iiveness FII PII-R PII-W Nil 

Excli.L!Iiveness of goods flows from cc• 
Incl. receivers in the large system 0.99 0.98 0.43 0.58 
Excl. receivers in tbe large system 0.22 0.93 0.43 0.54 

Exclusiveness of goods flows to RCs•• 0.69 0.44 0.41 0.27 

Payments Flows 
Payments Flows for Goods. A central component may carry out the wholesale 
activity payment routine (sales) for certain goods which it does not itself 
8 In .... estigations by the Nati-onal Swedish Price and Cartel Office of retail margins in 
the food trade confirm that this is sufficiently accurate for my present purpose. (Pris­
& Ka-rtellfrt!gor no. 4-5, 1963, table 66.) 
ll Only CC at the lowest level in the PII- and Nil systems distributes goods to receivers 
on the RC level. In FII only goods flows from CC12 are included, since CCn does not 
distribute goods to RCs and CC13 does so only to a relatively small extent, for foods. 
For definition of large system see p. 50. The great difference between the figures in­
cluding and excluding receivers in the large system is due to the fact that CC12 
distributes over a large area, in which the RCs of FII represent only a minor part. 
lO CCs at a higher level than those mentioned in footnote 9 are included here in ac­
cordance with the delineation of the systems given on page 51. However, this has only 
affected FII (from 0.58 to 0.69) since the higher level CCs in the other systems do not 
distribute goods to RCs. 
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distribute (direct deliveries). Moreover a central component may carry out 
the retail activity payment routine (purchases) for certain external goods 
flows to the retailers (e.g. as part of a cooperative agreement with an external 
supplier) . Thus the exclusiveness of the payments flows for goods need not 
necessarily be the same as the e."clusiveness of the goods flows themselves. The 
measurements are presented in table 6: 5. The various degrees of exclusive­
ness in the table are close to the corresponding figures in table 6: 4, except for 
the flows from RCs in FII and PII-R. 

Table 6: 5 Exclusiveness of Payments Flows for Goods, 1965 

Type of e.'tclusiveoel>S 

Ex.clusiveness of payments ftows to ccu 
Exclusiveness of payments fiows from RCs" 

FII 

0.99 
1.0 

PII-R PII-W Nil 

0.99 
0.63 

0.42 

0.42 
0.59 
0.29 

Payments Flows for Investments. Here our measurements concern the 
financing of new retail units. Loans, of which no central component is either 
lender or guarantor: have been counted as flows from e:>::ternal sources. The 
flow from RCs is defined as the total cost for executing the establishing activi­
ty, as revealed in the system's accounting records or special calculations. (See 
questionnaire, appendix 4: 3.) 

Table 6: 6 shows that exclusiveness is highest in FII and approximately the 
same for the two PII systems. In Nil no new units have been established in 

Table 6: 6 Exclusiveness of Payments Flows for Establishment of New Retail 

Units13 

Fll PII-R PII-W NU 

Total cost, millions of crowns 9.5 8.7 1.63 0.90 
Of which, external How received by R Cs, 
millions of croWIU 0 2.4 0.35 0.55 
Exclusiveness of payments ftows 1.0 0.72 0.79 0.39 

1 1 Senders include RCs in the large systems. Same CCs as in table 6: 4 regarding goods 
flows from CC. 
1 2 Measures are the same regardless of whether receivers in the large systems are in­
cluded or not. 
u Perioda covered are: 
FII: From 1. 7.63 to 30.6.65. Establishment costs for non-food departments in department 

stores included. 
PII-R: 1965. All establishments in CC,,'s area of operations included. 
PII-W: 1965. 
Nil: 1964 and 1965. Figures refer to rebuilding operations. 
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recent years. To provide some s.ort of comparison, albeit a somewhat mis­
leading one, the financing of store rebuilding has been included instead. 

Payments Flows for Profits ( Losses) in RCs. The ranking has been based on 
interviewees' ans".~:ers to the question: who has the right of disposal of the 
profits or covers the losses? In profit is included: owner withdrawals apart 
from nonnal manager's salary; employee remuneration, proportionate to re­
sults; a.oy bonus withheld by CC for a particular period. The exclusiveness of 
this payments flow is ranked: 1. FII, 2. PII-R, 3. PII-W, Nil. 
FJI: RC's profit or loss is totally absorbed into CCll's result, ex.cept for a 

relatively small bonus paid direct to RC employees. The dividend paid to 
the consumers/owners is paid by CC. 

PII-R: RC's profit is wholly a t the disposal of the store owner; it can be used 
for external payments as RC chooses, except that: 15 % goes to CG.n, 
where CC and the store owner each own 50 % of the shares; annual bonus 
(a considerable portion of the p rofit) must remain in cc22 for five years; 
losses are in some cases covered by CC through extension of credit or credit 
loss. In the few cases where CC22 is single owner of RC, the FII description 
applies. 

PII-W, Nil: Here the.re is no annual bonus and no "50-50 arrangement". 
Otherwise the same as PJI-R. 

Production Factors Flows 
Store premises is the only producti.on factor that has been included in the 
measurements. The stores new to the system during a certain period have been 
divided into two classes: (1) where CC originally obtained the right to the 
site, and (2) where, during the period concerned, an external R C qualified as 
an internal component by fulfilling the relevant criteria for internal com­
pon~nts, or where the store . ownet· or an external agency originally obtained 
the right of disposition to the store site. 

Table 6: 7 Exclusit•eness of the Flows of Store Premises 

Period covered: 1964- 1965 

Type of flow FII 

All incoming store premises 6 
Obtained through CC 6 
Exclusiveness of flow into the system 1.0 

All outgoing store premises 31 
Right of disposition not passed on to any competitor 3Jl' 
Exclusiveness of flow from the system 1.0 

PII-R PII-W 

7 12 
6 6 
0.9 0.5 

36 13 
36 9 
1.0 0.7 

" Competiton received right of disposition in 7 ca$es but as Full DI for the activity applies 
these are not counted as external flows (p. 107). 
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The stores which ceased to carry out internal activities during the period 
have also been divided into two classes: those where the sale of food ceased 
~-ith the close-down and those where external food retailing activities began 
inunediately, or very soon after, the close-down. For measurements, see tabl~ 
6: 7. Nil has not been included as no new units were established in the system 
during the period concerned. 

Information Flows 
The exclusiveness of the information flows has not been measured. 

Homogeneity 
Homogeneity has been measured for a few activity dimensions only. Results 
appear in schedule 6: 2. Element definitions are given in appendix 5: 1. Three 
methods have been used: 
a) Description of the activity dimension concerned for each component by 

the use of questionnaiJ:es. This measure is, from the point of view of 
v-alidity and reliability, better than {b) and {c) below. Unfortunately the 
descriptions required are in most cases costly to obtain. I have therefore 
used this method only for some easily observable dimensions (width of 
assortment, identit')' of supplier, type of service system). 

b) In some cases, interviewees' descriptions of the execution of activities could 
be used as a basis for ranking. The homogeneity of a particular activity 
dimension in system A is higher than in system B if, according to the inter­
viewee's description of the activity, fewer action alternatives occur in A. 
(The validity of this measure suffers from the fact that the dispersion of 
the components among the alternatives has not been included.) 

c) The descriptions on which the measurement of decision integration was 
based can also be used to rank homogeneity as foUows: homogeneity is 
greater in system A than in system B if, according to the control infor­
mation, the intention is (for a particular activity dimension) to achieve 
greater homogeneity in A than in B and if decision integration is greater 
in A. 

The homogeneity of the dimension identity of supplier in choice of suppliers 
appears in table 6: 8, page 126. The data was collected in a special enquiry, 
which is described in greater detail in appendix 6: 2. 

Correlation Between Rankings of El Variables 
Even a superficial consideration of these rankings leaves us with a clear im­
pression of agreement between them. I have tried to study this correlation 
more closely in two respects. First, I have estimated the correlation between 
the rankings of each EI variable. Secondly, I have estimated for each activity 
the correlation between the rankings of the different EI variables. The results 
of these calculations are presented in tables 6: 9 and 6: 10. 
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Schedule 6; 2 Ranking of Homogeneity for Certain Activity Dimensions zn 
Some of the R etail Activities in the Systems 

Activity and 
dimemion 

Clwice of 
assortment 
Identity of 
article 

Width of 
assortment 

Choia of 
suppliers 
Identity of 
supplier 

Ordering 
Technique, 
transferring 
information 

Pricing 
Price per 
article 

Ranking 

I. FII 
The other 
s}'lltems have 
not been 
ranked among 
themselves. 
All ranked 
equal 

1. FII 
2. PII-R 
3. Nil 
4. PII-W 

I. FII 
2. PII-R 
3. PII-W 
4. Nil 

l. FU 

Comments 

FII has the highest DI; control information aims 
at higher homogeneity than in the other systems (c).•• 

In all the systems all RCs carry all groups of 
merchandise (dairy, bakery, meat, vegetable, 
grocery+other products). Thus in all the systems 
homogeneity is 1 (a). 

See separate report in table 6: 8 (a). 

Main weekly orders are sent only on preprinted 
order forms in all S}'lltems with the exception of 
Nil where ordering by telephone also occurs. 
Corrections and additions to the main order are given 
by telephone on RC's initiative only in FII. In the 
other systems CC nearly always takes the initiative by 
calling RC but often initiative is taken by RC as well 
when correcting a certain main order. Extra orders 
are transferred by telephone on R C's initiative in all 
systems. In PII-\V and Nil a number of RCs 
also order at visits to the cash- and- carry warehouse. 
Thus the number of separate action alternatives is 
greate3t in Nil followed by PJI-W, PII-R and FII (b). 

For all the systems there are lists of suggested prices 
and deviations from these lists. In Fll the lists cover a 
greater proportion of the total assortment (only 
p erishables with unstable prices are exempt) than in 
the other systems. DI is clearly highest in FII and 
aims a t the greatest homogeneity (c). 

" The letter in brackets after each comment indicates which of the above methods (a-c)o 
bas been used . 
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Schedule 6: 2 (cont.) 

Activity and 
dimension 

Sales Promotion 
Display 

Service 
Type of 
service 
system 

Goods rectwal 
Techo.ique 
(used at de­
liveries of 
the weekly 
main orders 
from CC) 

Price Tnllrking 
Technique 

Positioning/ 
refilling 
Technique, 
refilling 

Acquisition of 
ollter personml 
Terms of 
employment 

Ranking 

I. FII 
2. PII-R 
3. PII-W, Nil 

1. FII 
2. Pli-W 
3. PII-R 
4. NII 

Comments 

The "sales points program" in FII aims at greater 
homogeneity in the display of the various SP items 
than does the control information in PU-R (mainly 
the "sales ideas leaflets"). DI is highellt in FII. 
PII-W and Nil are cl!Wified as having Very low or 
no DI in this dimension (c). 

Stm·es are classified as either self-service stores or 
manually operated stores. Ranking ia based on the 
number of stores using the system's mo_,t frequent 
type of service system (a). 

I. FII, PII-W, In FII, and PII-W {Nil, one techo.ique iJ used in 
Nil all RCs, i.e. "floor carts" and "parcelwise handling", 

4. PII-R respectively. In PII-R both these techniques are 
used and "containers" as well. (b) 

I. FII 

I. FII 

I . FII 

FII aims at greater homogeneity than other systems 
since control information contaim advice, based 
on time studies, about techo.iques for the various 
product groups. DI greaten in FIJ. (c) 

Same as price marking. (c) 

FII is associated with the employer '~ organization 
within CCu. Conditions of employment are regulated 
by collective agreement. CC's aim is high homogeneity 
within the various personnel categoriell. Full DI. (c) 

I n my calculations I have included only those rank.ings that cover all four 
systems. This holds also for the calculations in tables 6: 11 and 6: 12 below. 

It has to be remembered that as the number of rankings and the number of 
elements in them are small, the probability is rather high for the occurrence of 
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everl highly con·elated rankings. Furthermore, when interpreting the results 
it is not possible to generalize about the relations between the various variables 
in the studied systems, because the observations have not been preselected in 
the requisite manner. 

Table 6: 8 Homogeneity of Choice of Suppliers, Dimension Identity of 

Supplier16 

Group of merchandise FII PII-R PII-W Nil 

Dairy products O.S4 0.70 0.56 0.63 
Bakery products 0.86 0.34 0.14 0.00 
Meats (incl. cold mea~) 0.75 0.39 0.33 0.00 
Fresh fish 0.00 o.oo 0.00 0.00 
Vegetables, fruit 0.63 0.58 0.37 0.52 
Groceries etc. 0.31 0.42 0.17 0.35 

Total (food) 0.46 0.39 0.16 0.20 

Table 6: 9 CorreW.tion Between Rankings of El Variables 

Kendall's coefficient of concordance (w), corrected for ties. Asterisk indicates values that are 

significiant on the .01 level (Siegel, 1956, pp. 229 ff. and 286). 

El Variable Coefficient of No. of rankings Rankings ace. 
concordance (w) to 

Activity transference 0.61* 8 Table 6:2 
Exclusiveness 0.79* 6 Tables 6; 4-6: 7 

and p. 122 
Homogeneity 0.36 6 Schedule 6 : 2 

Some tentative e:>eplanations of the correlation between the rankings as 
shown in table 6: 9 are: 
a) The different rankings may all be affected by another variable which is 

correlated with the EI variable included in the calculation. Institutional 

" See appendix 6: 2 for a description of how the data wu collected and how homogeneity 
was calculated; also a detailed account of the :number of suppliers to the various systems 
in the different groups of merchandise, and tb.e average number of supplier~ to small and 
large stores. Homogeneity has been calculated according to the method explained on p. 111, 
kfm somewhat arbitrarily fixed at 3/4. Two reasons for not cho<>&i.ng k close tom are; (a) few 
suppliers are common to almost ail RCs; then the homogeneity measure would be so close 
to 0 as to fail to discriminate between the systems, (b) the measure would be very sensitive 
to individual RC's reporting errors. 
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Table 6: 10 Correlation Between Rankings of El Variables for the Same 
Activity 

Kendall's coefficient of concordance (w) and Spearman's rank correlation 
coefficient (r,,), both corrected for ties. (Siegel, 1956, pp. 202 ff. and 229 ff.) 
For sources of rankillg$, see table 6: 9. 

Activity" 

Choice of suppliers 
Ordering 
Sales promotion 
Payment routine 
(purchases} 
Payment routine 
(sales) 
•Goods receival 
Price marking 
Acquisition of 
~pi tal 

Exclusiveness 
concerns: 

Goods flow to RCs~o 
)) 

)) 

Payment flows for 
goods from RCs 
Payment flows for 
profits (and losses) 
Goods flows to RCs 
)) 

Payment flows for 
investments 

Calculation Correlation 
concerns coefficient" 
rank.ings of:18 

A,E,H 0.84 (w) 

A,E,H 0.50 (w) 
A,E,H 0.96 (w) 

A,E + 1.0 (r,) 

A,E +0.82 (rs) 

E,H -0.26 (rs) 
A,E +0.77 (r1 ) 

A,E +0.95 (r8) 

integration and decision integration seem likely candidates for such vari­
ables. Correlations between these variables on the one hand and execution 
integration on the other, in our empirical material, are reported and dis­
cussed in the following sections. 

b ) The interdependency between activities may be of such a nature that, for 
reasons of efficiency, an EI variable is either high or low for the inter­
dependent activities and not high for some and low for some. How the 
efficiency of a change in the value of a particular EI variable in activity A 
can be affected by the value of the same variable in activity B will be 

discWlsed in chapter 9. 
c) Some activ-ities or flov.rs can, by definition or as a result of behavior in the 

studied systems, be so close to one another that the values of the EI 
variables are affected. \Ve cannot say, for instance, that the flow quantities 
of goods, payments for goods, and order information \Ifill by definition be 

11 The coefficient cannot be calculated for one of the cases in schedule 6: 2, since all ranks 

.are equal and r8 is not defined in such cases. 
u A = Activity transference 

E = Exclusiveness 
H = Homogeneity 

u The approx. probability of an r1 value as high as 1.0 is 0.04, as high as 0.8 is 0.17 and as 
high as 0.6 is 0.20 (Olds, 1938, table IV). 
"~0 Including deliveries from suppliers in the large S)'SUm. 

iG-Mal!tSOn 127 



Execution Integration 

very highly correlated, but it seems reasonable to suppose that in real 
systems they probably are. Furthermore, activities may overlap, with a sub­
activity of A also being part of B (sec appendix 2: 1 for examples of this). 

According to table 6: 10, the rankings of the different EI variables for the 
same activity are also in most cases highly correlated. Explanations of this 
phenomenon can be sought along the same lines as above. 

Explanations according to (a) are discussed below. 
In explanations of type (b) above I assumed the e."tistence of some relation 

between EI variables and efficiency. This is further discussed in chapter 9. 
Let us here only look at an example. Assume that we wish to improve the 
efficiency of our sales promotion by increasing CC's part in its execution. If 
we are really to achieve greater efficiency, there may also have to be a high 
degree of homogeneity in the various activity dimensions, because individual 
deviations might prevent our enjoying the advantages of scale (e.g. in negotia­
tions, advertising, etc.) that would othenvise accrue as a result of the greater 
activity transference. The system's exclusiveness with regard to the goods 
flo\1.--s to RCs will also affect the issue: if it is low, a sufficient bargaining 
strength vis a vis external suppliers in the subactivity supplier negotiations 
might be difficult to achieve. 

With regard to explanation (c) the a priori relations between the EI con­
cepts were discussed earlier in this chapter. We concluded that such relations 
did not occur other than in exceptional cases. In operationalizing the concept 
of activity transference, the total extent of the activity has been defined in 
tenns of output rather than input. This does not mean, however, that any a 
priori relation has been established between activity transference and ex­
clusiveness, apart from that already indicated on p. 114. 

Relationships Between Execution Integration and Other 
Integration Variables 
Relationships Between Institutional Integration and Execution Integration 
Based on the Definitions 
The institutional relations that define institutional integration may involve 
mandatory rules about which components are authorized to carry out which 
activities. For some of the flows of information, payments and production 
factors, such rules guarantee a high degree of exclusiveness; for some activities 
or subactivities they ensure a high degree of activity transference. This applies 
to some of those activities and related flows which will involve a component 
in a legally binding agreement with external components, or determine the 
way a component shall dispose of production factors or means of payment. 
Rules of this type are included in the institutional relations that define Full 
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Table 6: 11 Rank Correlation between Institutional I ntegration and the Vari­
ous EI Variables for Individual Activities or Flows Studiea11 

Spearman's correlation coefficient, {r8). Corrected for ties. 

Value of correlation 
coefficient, r8u 

+ 1.0 
+0.99-0.90 
+0.89--0.70 
+0.69~.50 

under +0.50 

No of comparisons between II and; 
Activity Exclusiveness Homogeneity 
transference 

3 
2 4 3 
2 

2 1 
I (-0.13) 

Institutional Integration. Some of them may also be part of relations defining 
Pru1ial Institutional Integration (e.g. rules about the transfer of leasing agree­
ments for store premises). Thus, in certain cases, institutional relations can 
be a sufficient condition for high values of EI variables. On the other hand, 
low institutional integration does not by definition exclude the possibility of 

high EI. 
Institutional relations can consist of rules which, if followed, will lead to 

high values for some EI variables. For example, the charter of a PII system 
may (a) stipulate a certain exclusiveness of goods flows, i.e. concentration of 
retailers' purchases to the system's wholesale units, (b) a certain homogeneity, 
e.g. follow-up of the corrun.on SF-program, or requirement regarding RC's 
width of assortment, or (c) contain rules about activity tran3ference, e.g. CC 
to negotiate about new store premises. However, as the institutional relations 
as such do not guarantee that the rules w-ill be followed, there will not a priori 
be any relations between institutional integration and execution integration. 

Correlation Between Rankings of Institutional Integration and Execution 

Integration 
The rankings reported above for the EI variables are highly correlated with 
the rankings of institutional integration. This can be seen from table 6: 11. 

Some tentative explanations of the generally high correlation are as fol­
lows:23 
a) The relation discussed above between execution integration and the rules 

2."1 For sources of rankings on which the coefficients are based, see table 6: 9. For the 
II-variahle seep. 48. One ranking from table 6:2 and one from schedule 6: 2 have been 

omitted, since all systems rank equal. 
2:2 The probability of chance occurn:nce of some r8 values is given in footnote to table 

6: 10. 
23 Admittedly, the probability that the correlation has occurred by chance is not 
negligible since each separate ranking contains only a few observations. 
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contained in institutional relations can either ensure or favor high values 
for EI variables when institutional integration is high. It can, for example, 
guarantee a high degree of activity transference for most negotiating ac­
tiv-ities in FII; in the PII systems it can favor a relatively high degree of 
homogeneity in sales promotion. 

b) It is possible, particularly in PII systems, that the rules contained in the 
institutional relations may have originated as a description of a system's 
behavior, although the existence of the relations have not in themselves 
affected the behavior. 

An example: An 1\'II system attains PII status only when the exclu­
siveness of the goods flows and the homogeneity of the choice of assort­
ment have become so high that a voluntary chain program containing 
common SP programmes: consultant operations, etc. becomes practicable. 
The institutional relations contain rules for RC's purchasing and as­
sortment policy; these reflect the system's attributes with regard to the 
exclusiveness of goods flows and homogeneity in choice of assortment.: 
they do not affect the components' behavior. 

c) The correlation between II and EI can be explained by a relationship 
between, on the one hand, II and DI and, on the other, DI and EI. The 
first of these has already been discussed on pp. 99 ff. The latter will be 
discussed below. 

d ) In three of the systems, criteria for delimiting the system consist of attrib­
utes of the institutional relations between components. If we choose some 
other criterion for delimitation (assuming unchanged institutional rela­
tions): then we will probably see certain changes in the composition of the 
components in the system, with possible changes in the values of the EI 
variables as a result. In what way this would affect the correlation between 
II and EI variables cannot, however, be generally specified. 

An example: Since institutional relations have been used for delimiting 
the system, PII-W does not include retail components that are not 
members of the voluntary chain, even if cc~l is their main supplier. 
This affects, for instance, the exclusiveness of the goods flows from CC, 
which is low in comparison with the PII-R system. If the system had 
instead been defined according to the critetion used for Nil (see p. 50), 
then this EI variable would probably have had much the same value in 
PII-W as in PII-R. 

Relationships Between Decision Integration and Execution Integration Based 
on the Definitions 

Only in special cases is it possible to deduce a relation between the degree of 
execution integration and decision integration on purely definitional grounds. 
See, for instance, the example in figure 5: 6 p. 72, which shows that a high 
degree of DI is compatible with both a high and a low degree of homogeneity. 
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In the case of act1vny transference, however, CC by definition completely 
controls that part of the retail activity that it carries out. Thus complete ac­
tivity tt-ansference implies Full DI (seep. 71) . In the operationalization of DI, 
full or very high activity transference must apply in cases of Full DI. Activity 
transference also affects the DI-factors "execution" and "review information". 

In those cases where a relation exists, by definition, between activity trans­
ference a nd other EI variables (as has been discussed on pp. 113 ff. ) , DI and 
those EI variables are indirectly related via the activity transference. 

Correlation Between Rankings of Decision Integration and Execution 

Integration 

The rank correlation benveen decision integration and the various types of 
execution integration have been calculated for the cases where a complete 
ranking of the EI variables has been recorded above. The distribution of the 
coeffjcients within different intervals are presented in table 6: J 2 below. 

Table 6: 12 Rank Correlation Between Decision Integration and the Various 
EI Variables for Tndividual Activities or Flows Studied 

Spearman's rank correlation coefficient, rs. Corrected for ties ... 

Value of the 
correlation 
CQefficient, r ?• 

+1.0 
+0.99-0.90 
+0.89--D. 70 
+0.69-0.50 
under +0,50 

No. of comparisons between DI and: 
Activity Exclusiveness.. Homogeneity 
transference 

3 6 I 
1 4 2 
2 

I 1 
J ( ...;.0.40) I ( ;- 0.40) I (- 0.26) 

As we have just seen, the relations between EI and DI variables can be ex­
plained in some cases by reference to definitions; for other cases I suggest one 
or more of the following tentative explanations of the correlation between de­
cision and execution integration. 

2-t The rankings on which the calculations are based are reported in table 5: 1 and the 
source 1-eferences in table 6: 9. One activity from table 6: 2 and one from ~chedule 6: 2 
have been excluded because all the ranks were equal and r $ thus indeterminate. 
25 The probability of a chance occurrence of some r 3 values is given in footnote to 

table 6: 10. 
26 Service and checking out have been excluded since no relevant exclusiveness measure 
exists in the material. The ranking of the exclusiv~ness of goods flows to RCs is 
compared with the ranking for a retail activity with the exception of payment routine 
(purchases), payment routi~ (sales), and acquisition of capital where the correspond­
ing flows are payments for goods from RCs, pa}•ments for profits (losses) in RCs and 
payments for establishing new retail units. 
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a) The idea of establishing high decision integration in certain activities may 
in fact be to reach or maintain high values in one or more EI variables. 
See appendices 5: 3, 8: 1 and 9: 1, for some examples of this. These ap­
pendices also indicate that control information probably only rarely aims at 
decreasing EI or maintaining low EI values. 

b ) The degree of decision integration may affect the efficiency of the decision 

processes of the system. (This is analysed in chapter 8.) It is then possible 
that high DI values result in higher efficiency if the values of certain EI 
variables are high rather than low. 

An example: We assume that DI is high for pricing)· the cost for 
transmitting control and review information between CC and RC will 
be higher if prices vary greatly between stores than if they are very 
uniform. 

Another example: Increased exclusiveness in the payments flows from 
RCs can result in lower costs or higher quality of review information 
about RCs' choice of assortment, choice of suppliers, ordering, etc. This 
will increase the efficiency of the decision process, given a high degree 
of DI in these activities. 
We can also combine explanations of types (a) and { b} to describe a 

sometimes quite complex chain of events covering several periods. 
An example: Initially {period 1) we assume that DI has increased in 
choice of assortment with the aim of achieving greater homogeneity in 
this activity. This EI variable thereby has a higher value in period 2, 
which may make it possible in period 3 to increase DI in sales promotion, 

since the cost of transmitting control information to RC will be lower if 
the SP articles are included in RC's regular assortment and since SP­
articles common to almost all RCs are easier to find if the assortments 
are more homogeneous. By period 4 the increased DI in the sales pro­
motion activity may have led to an increase in the exclusiveness of the 
information flow for supplier negotiations. In period 5 the increase in 
this EI variable may have opened the "1-\--ay to greater DI in the activity 
choice of suppliers. If we examine the degree of DI and EI in period 6 
in one system that has gone through this development, and in another 
that was similar at the beginning of period 1 but has undergone no 
changes, we will find a positive correlation bet•.veen DI and EI. 

c) Finally, it may be possible to explain a correlation between decision inte­
gration and a certain EI variable by the fact that another EI variable is 
related to both DI and the first EI variable. For example, if DI is in­
creased in order to increase exclusiveness, the increase in DI may be as­
sociated with an increase in internalization, since exclusiveness and inter­
nalization may be associated. 
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Chapter 7 
Analyses in Marketing Literature of 
Relations Between Integration and 
Efficiency 

Descriptions and analyses of relationships between integration and efficiency 
in the wholesale and retail trades appear in marketing textbooks and in 
general studies of structure and trends in the distributive trades. There have 
also been a few studies devoted specifically to the subject. The topic crops up 
fairly frequently, too, in professional and trade journals etc.1 

In this chapter the reader wiU find a summary of various analyses from 
marketing literature. I have restricted myself here to literature on marketing 
systems embracing wholesale and retail activities. This does not mean that I 
find other types of literature irrelevant to the problem area. On the contrary, 
as will be shown in chapters 8 and 9, the subject is of an inherently multi­
disciplinary nature. 

My purposes in reviewing the literature in this chapter are three. First, the 
analyses will serve in part to motivate the choice of variables and relations in 
my subsequent analysis (chapters 8 and 9). 

Secondly, the review of literature and methodological aspects of it will serve 
as a general background for evaluating the need for research and the contri­
butions made by this and other future studies. Thirdly, the summary of the 
analysis found in the literature should be of some interest in itself. 

My presentation falls into three main sections. First I shall review the 
literature in a general way. Secondly, I shall present a series of schedules 
summarizing various relations, as about twenty writers have expressed them. 
Finally I shall discuss the literature from a methodological point of view. 

1 Examples of te.xtbooks with relevant sections: Duddy & Revzan (1953), Henell ( 1966), 
Howard ( 1963), af Trolle (1963), Vaile, Grether&. Cox (1952). 

Examples of general studies of structural developments in the distributive trades: 
Disch (1963), Fulop (1964), Fog & Rasmussen (1965), Hall, Knapp &. Winsten 
(1961), Jeffereys (1954-), Stacey & Wilson (1965), SOU (1968). 

Examples of special studies: Adams ( 1962), Alers {1953), Elkins ( 1962}, Fulop 
(1962), Mueller & Garoian (1961), Organization and Competition in Food Retailing 
( 1966), Samverkan for framtiden (1967). 

Example$ of articles: McCammon (1965), Grossenbacher (1963), Heflebower (1957 ), 
Hansen (1965), Henell (1967), Mattsson (1961 and 1962). 
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General Review of the Literature 
Figure 7: 1 illustrates a typical analysis found in the literature: what I shall 
call a typical "argument". It concerns a comparison between systems with 
different degrees of institutional integration. First it often indicates any dif­
ferences between the systems with regard to component behavior or structure, 
and then concludes with a statement a.bout differences in efficiency. These 
latter are then often cited in explanation of differences in the growth of the 
.systems on the market. The relation between behavior or structure and ef­
ficiency is often traced through various inteJVening variables. Sometimes the 
analysis also contains some indication of the way in which environmental 
factors can affect one or more stag~:s in the "chain of reasoning" of which the 
argument consists. 

Number of Stages from the Typical Argument Included in a Study 
Most v.Titers have some of the following aims in view: to describe, explain, 
predict or evaluate the structure of the distributive trades with regard to the 
market shares or the behavior of systems ~-ith different degrees of institutional 
integration. Studies may be concerned with some or all stages of the typical 
argument. 

Figure 7: 1 Typical Argument in an Analysis of Relations Between Integration 
and Efficiency 

otffenmces Dlfferenoes Other inter- Differences Differences 
in instllu- in behavior vening inllalues of in growth 
tiona! in- or structure variables. efficiency between 
tegra~on between criteria systems with 
between 

~ 
systems with 

--? f.-? ~ 
different 

systems different fnstitutlDn-
degrees of al integra-
Institution- t:on 
sl integra-
lion 

An example 
(Part of the analysis in af Trolle, 1963, pp. 155-157.) 

Chain Central More Fewer Different .In compe-
organlz.a- decisioos standardi- artlcles types of tition 
tioncolll"' far the ution of in whole- advantage, with in-
pareclwilh chain assortment sale units costwise, depend· 
indepencl-

1---7 
instead of 

~ 
In chains 

f-? 
of ella ins 

~ 
In chains 

~ 
ents, 

entwhole- deelsioM than in ct>ains 
saters/re- in separa- independ- en)ov 
tailotrs fefirms entwhofe· greater 

salel'!l compet•-
tive 
strength 

One type of study describes the growth, efficiency, behavior or structure of 
systems with different degrees of institutional integration but does not discuss 
any reasons for the relations between these variables. Examples are: official 
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censuses of business, devoted purely to the description of structure; studies of 
the ways in which chain organizations, voluntary chains etc. develop, or differ 
from each other, as regards organization, marketing policy, store structure, 
etc.2 In some studies the comparison between systems is never more than im­
plicit. For example, an author may describe different methods of cooperation 
in voluntary chains; it is then implied that such measures do not occur in 
systems lacking such institutional relations although this is not stated. 

Another type of study discusses reasons for assumed or empirically observed 
relations between institutional integration or behavior/structure on the one 
hand and efficiency/growth on the other. An example: the lower purchase 
prices in an FII as compared with an Nil system might be explained in one 
of the following ways: "Fll buys more per supplier" or "FII's assortment is 
more standardized" or "FII's assortment is more standardized and FII there­
fore buys more per supplier". Sometimes the value of some environmental fac­
tor is included to explain the relation between quantity and purchase price. 
The analysis can also be expanded to ex-plain why differences in institutional 
integration lead to different degrees of standardization, 'vhy higher standardi­
zation results in larger purchase quantities, and why lower purchase prices 
lead to higher relative growth. Obviously analyses can-and do-vary very 
much in the amount of detail with which the analysis is carried out in the dif­
ferent stages of the typical argument. 

Very often one of the variables which could be incorporated in a more 
thorough analysis is regarded by the author as a sort of " influencing" factor, 
appearing in lists headed variously as "Advantages and disadvantages of inte­
gration", "Reasons for the growth of different types of integration" etc. (See, 
e.g. Cole, 1952, p.ll; Fog & Rasmussen, 1965, pp. 519 f. ) 

In an analysis such as Lhe example above, a relarion between institutional 
integration and relative growth might be ex-plained by such facrors as "lower 
purchase prices" or "greater purchase quantities", etc. Changes in environ­
mental variables are also sometimes suggested as such factors, e.g. greater price 
differences between small and large purchase quantities. 

In many cases the variables describing differences in behavior or structure 
between systems with different degrees of institutional integration, correspond 
closely to our concepts of decision integration or execution integration. In 
schedule 7: l-7: 6 below many examples of this type are given. 

Another type of study is devoted chiefly to evaluating, from the point of 
view of social efficiency, particular aspects of the development of insti­
tutionally integrated systems. Such studies are primarily concerned with the 
integration/efficiency relation from the point of view of society. Examples: 
Mueller & Garoian ( 1961 ), Organization and Competition in Food Retailing, 
( 1966) . 
2 Examples of the second type oi study are: Disch ( 1963 ) and Hintze ( 1963 ) w-here 
"structure and development" in German and French domestic trade is described. 
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Number of Arguments in an Analysis 
The number of arguments used in the analysis varies from author to author. 
Galbraith's theory of countervailing power (Galbraith, 1956) can exemplify 
an analysis with very few arguments. Galbraith explains the emergence of 
large scale distnoutors {chains, buying groups etc.) on the grounds that they 
can act as a countenveight to the monopolistic power of the large producers. 
J effereys ( 1954}, on th e other hand, introduces a great many arguments into 
his analysis of the causes of the expansion of chains in Great Britain during 
the first half of the 20th century. 

Often the analysis may take the shape of a list-simple or elaborate as the 
case may be---<Jf the "advantages'' and "disadvantages" of this or that type of 
institutional integration.'1 

T he various factors or arguments ~ometimes complement and sometimes 
contradict each other in explanations of a particular phenomenon. An example 
of complementary arguments; the lower wholesale costs of the chains depend 
partly on reduced transport costs resulting from regular deliveries and partly 
on reduced storage costs resulting from the smaller assortments. An example of 
conflicting arguments: in an FII system the specialization of the decision 
process leads to greater efficiency in sales promotion; in an FII system decision 
centralization reduces the possibility of local adjustments to competition and 
demand. (Both examples from Fulop, 1964. ) 

Connection Between the Studies and Observations of Real Systems 

The purely structural descriptions mentioned above clearly exemplify studies 
of real systems. In most studies, however, it is often difficult to tell whether 
the discussion is about real systems or models, i.e. whether it refers to the 
description level or to the model level ( p. 3). 

A typical illustration of this difficulty is the list of possible advantages and 
disadvantages in Cole ( 1952). The author says that the list is based partly 
on discussions with businessmen and government officials and partly on 
published material on the subject Both these sources may contain information 
referring to models, to real systems or to both. When the author analyses his 
material, probably adding his own ideas and his variously systematized ob­
servations, it is very difficult to tell what level we are supposed to be on. 
Some of Cole's "advantages" have close equivalents among the "disadvan­
tages", e.g. "prompt revision of production and distribution policies" and 
"inflexibility of operations". This contradiction may have arisen because the 

3 For instance Cole (1952, pp. 11 ff.) lists 16 possible advantages and 10 disadvantages 
of vertical integration (in production as well as marketing), Fog & Rasmussen ( 1965, 
pp. 519 ff. ) lists 9 advantages for chain stores, 5 advantages !or independents and 
6 factors that can be used to explain differences between the total market share of the 
chain stores in different trades. 

136 



Analyses in Marketing literature 

statements refer to different real systems, or to different models, or to a 
mixture of real and model systems. 

Unks with Theory in Economics and Behavioral Sciences 

When it comes to choosing variables or indicating relationships between them, 
there is rarely any explicit reference in the literature to the models and methods 
of economics and the behavioral sciences. The following are some examples of 
exceptions. 

Heflebower ( 1959) and Munthe ( 1967) discuss various approaches, based 
on the economic theories of competition and production, to the explanation 
of the growth of large-scale distributors (e.g. the "theory of countervailing 
power" launched by Galbraith, 1956). Hall, Knapp & Winsten (1961) turn to 
economic theory to motivate their choice of variables in a comparative study of 
productivity and the structure of marketing firms (among other things, the 
existence of chains) in different regions in the USA, Great Britain and Canada. 
Mueller & Garoian ( 1961) are methodologically influenced by the literature 
of industrial organization (as developed in Bain, 1959) in their study of struc­
ture, behavior and performance in grocery retailing in the USA. Balderston 
( 1962 and 1964) uses a programming approach in an analysis of control in 
multiple branch organizations. 

A theoretical alignment is at least implicit in the way most writers deal with 
such subjects as: 
1) Scale economies in chain organizations. Ideas with roots in microeconomic 

theory are included in these analyses. 
2) Centralization of the decision process in chain organizations and voluntary 

groups. The literature on organizations and social psychology has supplied 
certain concepts and relations. 

3) The growth and the efficiency of the corporate chains as a catalyst in the 
emergence of voluntary chains etc. Here there is often an implicit tie-up 
with competition theory and/or social psychology. 

4 ) Differences between systems in the decision base for various decisions (e.g. 
purchase, storage or transport activities) . Decision theory sometimes seem 
to lend arguments to the analysis of the effects of uncertainty on efficiency. 

5) Analyses in which purchase, storage or transport activities are included. 
Here the authors' arguments sometimes seem to be based on simple models 
from the area of operations research. 

Although this list of possible theoretical alignments could be extended: many 
factors and relations must still find their justification in the authors' observa­
tions of real systems, or in their assumptions and deductions on the model 
level. 

Some Main Types of Argument in the Analyses 
Below is an account of the main types of argument chosen by some writers 
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to explain relations between institutional integration and the efficiency and/or 
growth of marketing systems. Note that a limited part only of the ideas from 
any one author's total writing on the subject is reproduced here. 

Tornqvist (1933 and 1937). As early as the 1930's Tornqvist, the pioneer 
of marketing studies in Sweden, suggested that the main advantages of the 
chains were lower wholesale costs and lower purchase prices and, to a lesser 
extent, more efficient store organization resulting from the specialization of 
retail activities. Tornqvist's main arguments are reproduced in schedule 7: 1. 

The comparisons refer to chains on the one hand and independents (whole­
salers/retailers) on the other. The variables that correspond reasonably 
well to our decision and execution integration have been placed in separate 
columns. 

In Kristensson ( 1960) the increase in the size of organizations in the mar­
keting sector in Sweden is explained chiefly on the grounds that certain en­
vironmental variables are advantageous to large organizations. (Such as tech­
nological development, credit and tax conditions, more rapid growth of in­
dustrial productivity compared with productivity in the distributive trades, and 
increased knowledge about the administration of large organizations.) 

To Hall, Knapp & Winsten (1961 ) environmental variables are also impor­
tant. They try to explain geographical differences in the market share of 
chains in terms of environmental variables such as living standard and 
population density, which affect the realization of potential scale economies. 

af Trolle ( 1963) stresses three reasons for the competitive strength of the 
chains: purchase prices, wholesale operations, retail operations. He considers 
that the chief advantage of this t}'-pe of marketing system lies in the wholesale 
operations. The chains are said to suffer from certain inherent administra­
tive disadvantages. The independents, by cooperating in voluntary chains etc., 
can attain similar advantages as the chains. 

Heflebower (1959) considers that the growth of the chains in the USA 
during the first half of this century was the result of two marketing innovations 
by the chains: first, the coordination of wholesale and retail operations under 
one ownership and the rationalization of retail activities resulting in lower 
costs, and, secondly, the chains' offer of a new and cheaper "product" in the 
form of reduced service to the consumer. 

Fulop ( 1962 and 1964). In two books this author provides what is probably 
the greatest number of arguments in the literature with which we are con­
cerned here. She tries to explain the growth of chains and voluntary chains in 
Great Britain during the last decade. In the many arguments discussed, we 
can distinguish four main types. First those in which our integration variables 
(i.e. II, DI and EI variables) are included more or less explicitly. Secondly, 
reasons that could be an expression of expansionist marketing policies in 
systems of any type from FII to NII. Thirdly, she mentions changes in many 
economic, technical and social environmental variables, all of which favor the 
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Schedule 7: 1 Tornqvist's Analysis of R elations Between I nstitutional I ntegra­
tion and Efficiency. System with Full Institutional Integration, 
FII, Compared with System with No Institutional Integration, 
Nil 

From T ornqvist (1933, pp. 39 ff.) and Tornqvist (1937, pp. 26 ff.). 
Approximate equivalents to the concepts used in the present study are indicated by the 
placing of the variables and the C()uunents in brackets. 
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large organization. Finally, she emphasizes the pressure of competition from 
more highly integrated systems as a major cause of the rise of institutionalized 
cooperation between independents {voluntary chains etc.) and points out 
that these latter systems have tended towards fuller integration in various. 
respects.' 

The above very limited survey gives us some idea of the multitude of argu­
ments presented by the literature. Sometimes, of course, differences can be 
explained by differences in the aims of the studies, in their empirical align­
ment or in the integration concepts used. All this makes any sort or survey 
difficult. On the other hand, many relations are in fact analysed in very similar 
terms by many authors. T here is often considerable overlapping between the 
arguments of different authors. In attempting to review most of the argu­
ments found in the literature, I have compiled a survey, presented in a series 
of schedules below. 

Summary of the Analyses Found in the Literature of 
Marketing 
The systematic summary in the following schedules is based chiefly on a detailed 
study of the work of six authors (or groups of authors):; First I organized 
each author's presentation according to an outline, as in schedule 7: 1 above. T 
then found that many of the analyses overlapped with each other; sometimes one 
argument could be regarded as part of another author's more detailed analysis. 
Such features have made my summary possible, and have kept it within 
reasonable proportions. I t was often necessary to combine parts of one author's 
a rgument with the argument of another, with the consequent risk of an inter­
pretation that may not always correspond exactly to the authors' intentions. 
Nor should we forget that the various works may have been geared to dif­
ferent concepts or different empirical alignments. 

My survey of the six authors was then supplemented by a review of some-
15 further works. Some of these supplied arguments or parts of arguments 
not already covered by the six. 6 The final summary presented in schedules 
7: 2-7 : 7 below should therefore cover much of the analysis of integration 

·• This last type of explanation appears in m.any works. It seems to be closely related to 
Alderson's survival theorems (Alderson, 1957, Chapter 2), to Duddy & Revzan's discus­
sion of institutional adaptations (Duddy & Revzan, 1953, Chapter 13), and to the 
concept of intertype competition {Palamountain, 1955) . 
6 Fog & Rasmussen (1965), Fulop (1962 and 1964), Hall, Knapp & Winsten ( 1961), 
Mueller & Garolan {1961), af Trolle (1963), Tornqvist (1933 and 1937). 
6 Analyses have not been included if they expressly concern integration in a sense devi­
ating £rom that used here, or concern production only, or systems for non-convenience­
goods only. 
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and efficiency, as it appears in the marketing literature. To check any undue 
influence from my own understanding or interpretation of the literature, a 
research assistant checked the agreement between the presentations of the 
various authors and the summaries in the schedules, after which some al­
terations were made. A full list of sources is presented in appendix 7: 1. 

The summary is presented in five schedules. Four of these concern efficiency 
criteria, while the fifth describes the effect of environmental variables. 

Type of efficiency criteria etc. Schedule no. Relation no. Page no. 

Efficiency in wholesale activities 7:2 1-6 14-2 fl. 
Efficiency in retail activities 7: 3 7-12 146 fl. 
Efficiency in acquisition of goods (purchase 7:4 13 149 
prices) 
Efficiency of decision processes 7: 5 14-16 150 fl. 
Effect of environmental variables on 7:6 1-12 153 f. 
relatioll8 in schedules 7: 2-7: 5 

A Methodological View of the Literature 
From the methodological point of view, the literature mentioned in this 
chapter suffers from certain weaknesses which I shall touch upon below. 

This expose is not meant as a criticism of the various authors' treatment 
of the subject. We must of course take into account the often very limited 
purposes of their analyses. It would be unreasonable, for instance, to expect 
in a short textbook analysis of the reasons for the growth of corporate chains, 
a comprehensive analysis of concepts, a detailed account of the theoretical 
and empirical background, explicit and complex deductive reasoning etc. 

lvfy sole comment is that the literature as a whole suffers fmm weaknesses 
of the type suggested below. 

a. It is often unclear whether a particular study is about real systems or 
models. It is therefore difficult to decide what empirical applications, if any, 
the various statements have. Nor can we tell whether part, or all, of the 
analysis is based on relations found in real systems and/or on certain postulates 
or logical deductions at model level. 

b. Weaknesses in the system of concepts. The reader is referred back to p. 
44 for a discussion of ceruun weaknesses in the integration concept as it is 
defined in the marketing literature. Moreover, efficiency is often defined in 
the vaguest tem1s. What, for example, is meant by such frequently used 
phrases as "[ower purchase prices", "higher sales efficiency", "less competi­
tive power''? It ought not to be too difficult to define these and other terms, 
but lack of clarity has made it difficult to interpret and compare different 
analyses in which they appear. (Text continues on p. 155.) 
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N Schedule 7:2 Relation Between Institutional Integration and Efficiency in Wholesale Activities. 

Approximate equivalent! to DI and EI indicated by position of variable and by comments in brackets. 
Numbers refer to list of sources in appendix 7; J. 
Comparisons concern s:ysterm with a higher and a lower degree of institutional integcation, i.e. either FII and PII or NH, or PII and Nil. 
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Schedule '7: 2 (cont.) 
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Schedule 7:3 Relation Between Institutional Integration and Efficiency in Retail Activities. See comments, schedule 7:2, p. 142 
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Schedule 7:3 (cont.) 
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Centrali<:ed 
decisions on 
changes in 
store s\ruc- Store manager 
lure (3) cannot with -

d raw store 
from system 
(4) (Excfu-
slveness) 

. 

Profits more 
likely to be 

... reinves ted in 

"' the system (5) 
(E~cfuslveness) 

Other intervening variables 

Multiplication ol 
experience within 

.... the system (11) 
.,. 

1' .I Trying out new 
methods on a 
small scale (7) 

Possible negative 

' 
attitudes on part 

"' of store manager 
do not affect 
decisions about 

Larger orders store structure .,. 
to suppliers improvement (12) 

of store 
equipment {8) 

Larger financl- ~ Great strength in 
"' al resources competition for 

(9) sites in new 
shopping centers 

H Easier to ob- (13) 

taln own and 
borrowed 

.,. capita l (10) 

Unsatisfactory Better chance of 
survival for stores operating con-

f---?1 In geographically ditions in one 

-- area may be diversified chain. 

counteracted (14) 

by more satis-
factory ones 
elseWhere {6) 

' Better quality 
of store sites, 

~ 
layotrt, methods 
etc. {15) 

I' J 

,.J Lower costs of I 
""' I store equip· 

ment (16) 

, I Lower costs for I acquisition of 
capital (17) 

~ 

Efficiency 
criteria 

Greatereffi · 
cl ency in acti-
villas concern-
tng changes In • 
store struc-
ture (18) 
(Establishrng 
and closing 
down of stores) 
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Schedule 7:4 Relation Betweett InstitutilJnal Inugration and EjJIC'ie11cy in Acquisitum of Goods. See comments, schedule 7:2, p. 142 

13. 

Institutional 
integration 

Decision 
integration 

Execution 
Integration Other Intervening variables 

I Fll compared 1 
with Ntl or ,.. More homogeneous Fewer articles at 

~ Pll (1} l.r c:.m•m< "''""'' r '"'"-"' ~ whol~" •~ 1 . , about retail between stores (8) 
assortment (2) (4) (Homogeneity) 

Decisions on new 
products based on 
better market ~ ..... Information from 
the stores (9) 

. -

1 Central co.ntrof I ,.. I of retail pric-
I lng (3) 

Direct import on 
large scale (5} 

.... (Activity trans· 
.... ference and/or 

internalization) 

. Direct purchase 
.... from manufacturer . , 

on large scale (6) 
(Activity trans-
terence and/or 
internalization) 

Marketing of dis· 
tributor brands 
(7) (lnternallza· 
If on) 

.... .... Less need for Lower I 
Larger quanti- credit from purchase 
ties purchased suppliers (1 0) prices (16) 
per supplier 
(1 1) 

Lower d istrtbu-
tion costs for 
supplier (13) 

Great importance 
.... for supplier as 

outlet (14) 

Earlier orders 
or utilization 
of special 
temporary 
offers (12) 

Improved bargain· 
lng strength, as 
manufacturer 
knows that an 
agreement on 
price reductions 

.... by him, to help 

.... cut consumer 
prices, will be 
followed up at 
retail fevel ·f15) 
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Schedule 7:5 Relation Between Institutional Integration a11d ~Ejficiency of the Decision Process. See comments, schedule 7:2, p. 142 

14. 

Institutional 
integra lion 

Fll (1A) or 
Pll (18) 
compared with ~ 
Nil {or Pill 

.... _, 

.... , 

Decision 
integration 

Central speci· 
alists for pi ann-
lng retail 
activities (2) 

Central control 
by management 
replaces market 
as coordinator 
(3) 

Store managers 
can be obliged to 
supply informa-
tion (4) 

, 

Execution 
integration 

Internal cen tral 
training programs 
(5) (Activity 
transference and/ 
or intemaliza-
lion) 

..... , 

, 

.... 

..... , 

... 

Other intervening variables 

Economies of scale I ~ ..... Greater 
(6) I efficiency 

in deci-
slon process 
(16) . 

Beller opportunities _ ... .J Improved motivation I 
for promotion of ...- I among staff (11) I 
person net as result 
of greater size (7) .... Better quality of I _...., staff (12) I 

I I\ 

~ .... Better methods of 
_, management 

selection (13) 

Better coordination 
of ac tivities at 

·diFferent levels in 
system (8) 

In Pll it lakes longer 
and costs more to 
collect information 
from stores than In 
FH (9) 

Beller information at More flexible merchan· ..... 
central organ about , dlzlng policy becomes 
retail operations and possible (14) 
market conditions (10) 

More exchange of ex-
__...., periences between 

stores in Pll than 
In Nil (1!l) 
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Sclu.:dule 7 : 5 ( c.ont.) 

15. 

Institutional 
inlsQration 

PII (1A) or 
Nil (1B) 
compared 
wlth Fit 

.... , 

Decision 
integration 

Stores can Clevi· 
ale from cen· 
tratty made 
decisions {2) 

.... 
...... 

__.., 
.... 

Execution 
integration 

Heterogeneous 
structure and 
behavior in re-
tailing (3) 
(Homogeneity) 

_ ..... ,. 

.... , 

..... , 

l----7 

.... ,. 

Other intervening variables 

Agreements provide 
weaker link than 
obligatory loyalty 
(4) 

'V ' Need for personal .... 
persuasion (5) ~-.j 

'1' 
,. 

Central decisions 
must be rep I aced by 

....... influence through 
price differenllatlon 

.... 

and persuasion (6) 

u'nwillingness ol re-
tailer to give up a 
major part of his 
f reedom (7) 

Prices ella rged by the 
wholesaler do not ...... adequately reflect , 
differences in whole· 
sate costs between 
customers, orders 
etc. (12) 

Moasures judged pro-
fitable for system as 
a whole, but which may 
be unprofitable for 
some individual stores, 
are less easy to Impose 
(8) 

Persuasion does not 
correct inefficient ~ 
behavior as quickly 
as compulsion {9) 

High persuasion . I 
costs (10) 

High cost of f!nancl· I 
al Incentives (11) I 

Stores with high-cost 
behavior in relation 
to whotasale r are sub· 
sidlzed by stores with 
low-cost behavior (13) 

w 
Less competitive 
strength for rational· 
ly run stores In Nil 
than in Fit (14) 

Less 
efficiency 
in decision 
process {15) 

/j\ 

)> 
;::J 
Ill 
-< 
Ill 
(t) 
Ul 

::I 

s:: 
Dl 

~ 
(I) 
:::!: 
;::J 
10 
r 
~ 
ill c .... 
(t) 



~ Schedule 7: 5 (cont. ) 
N l No l !nstitutronal I Decision 

· )ntegra:tlon )ntegration bther intervening variables 

16. l Fll compared 

1 
with Nil or 
Pll (1) -, Large distance between ~ store and head office 

(3) 

"' 
... 

.I Need for central 

~ 
Difficult balance ~ 

t 
supervision of between central control 
retail units (2) and flexibility in 

adapting to rapid 
changes in local 
competi tion (4) 

Store manager and staff 
are more interested in, 

' .... and Joyal to, the 
company in Pll and 
Nil (5) 

.... 

Small chain stores can - -;t 
. ' " 

not always afford good 
managers (6) 

' 
A supervisor level is H .. Introduced betwoen 
head office and store 
(7) 

.... 
Risk of unsuccessful 
transmission of 
!nformation (6) 

-
Less ability to adapt H to rapid local change 
(9) 

Store managers are not 
so full of initiative 
M store owners (10) 

Risk of inadequate -~ 
store managers (11) 

Aggravation of coordl- 1 
nation problems (12) I 

It may not always 
be possible to 

~ routinize decision 
processes at 
.retail revel (13) 

Less knowledge of 
local market (1 4) 1 

Greater need for 
training of store 
manager and staff 
in Fll (15) 

, 

Efficiency 
criteria 

Less 
efficiency 
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proces's-(17) 
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Analyses in Marketing Literature 

Schedule 7: 6 Influence of Environmental V ariabks on Relations Between I n­
stitutional Integration and Efficiency 

Connection with integra· 
Relation Environmental variables (E) and intervening variables tion variables and rala-
no. tion 1-16 ace. to 

schedules 7:2-7: 5' 

1. Increased loving 
~ 

Greater mobility of 
slal1dard (Et) buyers !ES) 

Ill 
Grea.tor density of _f I?{ l.a!ger morket (ES) H Better opportunity for 
papulallon {E2) reali~lng the potential 

Easier to maintain 
economie~ of scale in 

More rapid papulation J- ~ 
each un~ and/or firm 

_growth (E3) uniform marketing (8) (Connection with policy in dilfersnt relations 4, 6-10, 
Greater homogeneily of F 

units (7) 
.12-14, 16) 

demand in and between 
submarkets (E4) 

2. More rapid population More rapid rate of r Greater relative advan· 
growth (E1) new store establisl1· tages to th<il more highly 

ment (2) integrated systems ill 
their establishment of 
new units (3) (Connection 
with nos. 8. 12) 

3. Higher living slal1<1ard 
~ Relatively higher cost 

(Ell of labor as compared 
with other production 

Higer rate of emplOy· 
~ 

factors, particularly 
ment (E2) in mar~eUng rather 

than manufacturing 
activities, because of 
the lower jncrease in Mechanization (in the Innovations in market· 

~ 
the productivity of 

broade~t $ense) is rela-ing techniques (self· the former (E4) lively more profi table service system, deep· ·in large firmS or units freeze methods etc.) (E3) 
I-? Mecnanlzollon (in the f-7 (6) (Conneclion with nos. 

broadest sense) wi ll $-3,12, 14) 
be relatively more 
profi table (5} 

4. Attitudes and regulatlons Lcwer costs tor-or 
alfectiog supply on th<il easier access to-
capilal market make It ~ capital for e~pansion 
difficult for small or or innovations in 

~ 
Relatively better 

new companies to acquire larger, established opportunities for large 
capital (EI) companies (3) established companies 

/' to expand and invest in 

Tax regulalions make· 
tnnovauons m market· 

~ 
marketing Innovations 

lng toc~nlques (E4) (5) (Connection with 
self-financing more no.12) 
favourable than !inane-
ing with borrowed 
capital. (E2) 

7 The connections with schedules 7; 2- 7; 5 have not always been explicitly e.'l.-pressed 
.by the authors of the relations appearing in the schedule. 
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Schedule 7: 6 (cont. ) 
5. 

e. 

7. 

8. 

9. 

10. 

11. 

12. 

Increased market con· 
cenlration at the manu-
facturlng level (Et} 

If li1e manufacturing 
lelll!l is ollgopolislic 
With hogh profit$, 
distribu~ors may be 
temp:ecr :o .. integrate 
backwarcs·' (E2) 

Increase In competitiVe 
s:rength, or market 
share, of more highly 
integrated systems (E1) 

Vert large to:al rrn;rket 
share for chains {EI) 

More negative allitucJe 
among general public 
towards large companies 
(E2) 

Attitudes of \'arious 
trade .a&sooiations in 
wholesale and retail 
trades to vol ~r.tary 

chains etc. more 
positive (Et) 

Demanel shows greater 
sensitivity to prices {E1) 

len need tor personal 
service in retail stores 
(E2) 

Greater share cf braoded 
goods 

Legi!Sietion can hinder 
or encourage ll'te growth 
of diffe:ent forms of 
integration lEt) 

Increased knowledge 
about ttle efficient 
administration of large 
organizations (!:1) 

-~ 

~ 

I 
I 

H 

I 
I 

I 

Increased market con· 
centration at the 
distributor level 
(to achieve "counter· 
valling power") (E3) 

Greater u~ of quanti· 
ty discounts at the 
man " factur;ng level (E4) 

Pressure on less inte-
grated systams to off. 
set this di~advanlage 
(2) 

Sales resistance to 
cM!ns (3) 

!Oasier to identi fy 
pri ce dilfere~ctu: be­
tween distributors (2) 

Easier to es!ablis~ 
distributor brands (3) 

Easier to allain homo· 
senefty between &tores 
regarding assortment, 
prie..s etc. (4) 

E.g. Prnhibi tion of re· 
sale price maintenance 
(E2) 

E.g. Roblnsc>n-Palmen 
Act (E3) 

~ 
, 

f---.?t 

" 

~ 

, 

Lower purchase prices 
In more highly Integral· 
ed systems (5) (Connec· 
toon with no. 13) 

Increase in integration 
In less highly integral· 
ed systems (3) (Con nee-
lion with no. 10) 

Increase in •competi tion 
costs'' and decrease in 
profit margins in chain 
organizations (4) (Con· 
nectfor. with nos. a, 12) 

Easier to establ ish 
voluntary chains etc. 
(2) (Connection with 
nos. 10, tS) 

Better competitive 
conditions for firms with 
lower costs and tower 
prices (3} (Connectlon 
with no. B) 

Sales act ivities enjo~ 
advantages of integra­
tion (5) (Connection 
wilh nos. 1, 4, e. 13. 16) 

Encourages price competi· 
l ion among distributors 
(4) (Connection with no. 8) 

Reduces toe reJallve 
~ctvantages of large 
distributor.;' bargaining 
strength (5) (Connecllon 
with no. 13) 

Previous obstacles to 
administrative e!llciency 
In la rge organiutions 

,ot tess importance (2) 
(Ccnneclion witll no. 16) 
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c. I t is impossible in most empirical studies to judge the reliability of the 
measurements and the possible applications of the results obtained, partly 
because we are told so little about the methods of operationalization and 
sampling, partly because we are often ignorant of what particular "population" 
of systems the measurements refer to. For example, many authors quote 
"purchase prices" among the advantages of the chain organizations; but very 
few studies have been published showing whether prices (including other 
purchasing conditions of economic value) are in fact lower when specific 
systems are compared and, if so, how much lower. 

d. Sometimes the arguments of the analyses contradict each other. Examples 
of such contradictions (numbers refer to the relations in schedules 7: 2-7: 5) 
are: 
a ) Better coordination of activities at different levels in system. ( 14) 

Aggravation of coordination problems. ( 16) 
b) More flexible merchandizing policy becomes possible. ( 14) 

Less ability to adapt to rapid local change. ( 16} 
c) Specialists at central offices. ( 7) 

Possible loss of advantages of specialization. ( 6) 
That a change in integration could be expected to have both positive and 

negative effects on efficiency is not remarkable in itself. It would be more 
remarkable if it did not. But it is desirable to be able to analyse the net 
effect of advantages and disadvantages. It is probably the evident weaknesses 
in the integration concepts that has made such analyses very rare. 

Another explanation of these apparent contradictions may be that the 
authors are working with different implicit modd conditions. For example, 
personal motivation is supposed to be higher in FII according to relation 14; 
according to relation 16, personal interest in, and loyalty to, the company is 
lower in an FII system. Perhaps this depends on the different authors' basic 
assumptions about human motivation. Or- if the relationships have been 
found to exist in real systems-the systems or their environments may differ in 
some essential ways. 

e ) Rarely is any clear reason giuen for the choice of variables. This question 
has already been touched upon in our discussion of the theoretical and 
empirical basis of the literature. The analyses are not usually based on any 
explicit model of a marketing system and its environment, to which the various 
variables treated in an analysis could be related. This makes it difficult to 
construct any system of related hypotheses or to relate different partial analyti­
cal reasonings to each other. As I have already pointed out, much of the 
literature consists of lists of disparate "factors" or of certain parts of the argu· 
ments summarized in the schedule above. 

f) Reasons for relations at the model level are rarely clearly specified. 
Logical deductions are rarely made explicit. Look for example, at this 
argument which is part of relation no. 13 (p. 149): "More homogeneous 
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assortment between stores" means, "fewer articles at wholesale level" means 
"larger quantities purchased per supplier". This could have been the result 
of an explicit deductive reasoning if "homogeneity" had been defined and 
various model conditions formulated (e.g. number of articles and sales of 
these per retailer, number of articles included in the wholesaler's assortment, 
relation between wholesale purchasing behavior for a certain article, and 
wholesale volume per period) . If we then also postulate a relationship between 
purchase quantity and purchase price, we could more easily link an analysis 
of the effect of homogeneity on purchase prices with other effects of changes 
in homogeneity, e.g. the effect on revenues of how successful one is in 
adapting individual assortments to local market conditions. 
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Chapter 8 
.Decision Integration and Efficiency 

Relations between integration variables and efficiency will be analysed in 
chapters S and 9. The discussion in these chapters will be carried out at the 
model level. My purpose is to present a coherent, systematic analysis of what 
I consider to be the main relationships between integration and efficiency in 
marketing systems. The analysis contains only the general positive or negative 
direction of the relationships between the various variables. It -w-ill not even 
be possible in all cases to state any specific direction. The analysis leads to a 
series of conclusions that are summarized in chapter 10. The analysis, taken 
as a whole, can be labeled as a "frame of reference". (Karlsson, 1961, p. 43.) 
This frame of reference is intended to serve the following purposes: 
a) To aid decision makers or analysts interested in relationships between 

integration and efficiency in specific real systems to choose variables, and 
the relations between variables, for further analysis. 

b) To justify the general proposition underlying this whole research project, 
ie. that the values of integration variables are relevant to the study of 
efficiency in marketing systems. 

c) To provide a basis for further research in this area. 

Some Introductory Remarks 
The general design of the analysis involves the variables illustrated in fig. 8: 1 

below. 

Figure 8: 1 Main T ypes of Variables I nclu.ded in the Analyses in Chapters 8 
and 9 

Primary 
Integration 
variable 

Other i1,1teg ration 
variable 

Main Intervening 
variable 

Environmental 
variable 

By primary integration variable I mean a variable whose changes are the 
subject of a specific analysis. Main intervening variable indicates a variable 
around which an analysis is built, because it shows relationships with both the 
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integration and the efficiency variables, e.g. "attributes of the decision base", 
"size of the activity", "number of flow relations". In each case I motivate 
my choice of main intervening variable by reference to the literature and/or 
to observations of real systems reported in appendices 8: 1 and 9: 1. The 
choice of these variables has of course governed, and restricted, the analysis. 
I have further assumed, in a general way, that various kinds of environmental 
conditions can affect the integration/efficiency relation; also that the analysis 
may be affected by conditions regarding other integration variables. 

The relationships indicated by arrows in figure 8: 1 will be motivated by 
deductive reasoning and/or by postulates. The latter will be introduced by ex­
pressions such as "I assume", "it is assumed", or "it is postulated". 

The analyses are concerned with a comparison between the states of a 
system during two time periods: the period before the change in integration 
(To) and the period following a change in the value of the integration variable 
(T2 ). (See fig. 8: 2.) Efficiency in T 2 is compared with efficiency in T 0 • It is 
assumed that environmental and "other" integration variables remain the 
same in T 0 and T 2, except that the primary integration variable and another 
integration variable can sometimes be related on purely definitional grounds. 
{See e.g. pp. 113 ff. ) T he dotted line at the E0-level represents the assumption 
that, if the change in integration had not taken place, efficiency would have 
remained unchanged from T 0 to T 2. 

The changes in integration and efficiency variables take place during period 
T1• I have indicated in fig. 8: 2 that the variables undergo changes during this 
period, while in T0 and T 2 they remain constant at certain levels. The length 
of the different time periods is not generally defined and the length of the 
periods sho"WO in fig. 8: 2 has no general relevance. 

Flows (included in an efficiency criterion) occurring during other time 
periods than period T 2 but considered in the analysis as being associated with 
activities carried out during this period (and maybe other periods as well), 
have to be referred to T2• In such cases the flow is discounted to time period 
T 2 and is allocated to T 2 and to the other relevant periods, according to 
methods used in investment analysis. Flows occurring during T 2 and partly 
associated in the analysis with activities carried out during other time periods, 
are reallocated in the same way. The same procedure is followed with regard 
to the analysis for periods To and T 1 . 

Flows occurring during T 1 and considered as being associated with the 
change in integration as such and not with the level of integration, are not 
allocated to other periods. For instance, resources used to persuade RC to 

accept the change to lllgher decision integration fall completely within period 
T 1. On the other hand, flows associated ·with an investment by CC during T1 

in the building of a sales consultant organization to maintain a certain DI­
level are allocated to period T 2 and to other relevant periods as well. This is 
admittedly a rather sketchy presentation of these difficult and important 
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problems, but I consider it to be outside the scope of this study to discuss them 
in any detaiL 

Changes in integration are usually given as increases. However, a general 
assumption is that the opposite relationships hold in each specific case for 
comparisons between cases implying a decrease, the only exception being the 
separate analysis for the changeover period. Furthennore, a general assump­
tion in chapters 8 and 9 is that the system contains only one central com­
ponent. 

In this chapter I shall first define what I mean by the efficiency of the 
decision process. I shall introduce some models containing variables that affect 
th.e costs and the level of goal fulfilment in the decision process. These models 
will be applied to various situations in which an independent retail activity 
exhibits different degrees of deciswn integration. The analysis will then be 
extended to include interdependent activities. In two sections I shall then 
analyse the effects of "other" integration variables, and of environmental 
variables, on the relations between integration and efficiency. The chapter 
concludes with a short discussion of efficiency during the changeover period. 

Figure 8: 2 Analyses Concern the State of the System Before and After the 
Change in the Primary Integration Variable. 

Oegreeof 
integration 

+ 
0 
+ 

Level of 
Efficiency 

12-Matt.von 

(See text) 

lol-__ .... ....-

To 

_ ...,. __ 111114 12 

To 

------i 
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Efficiency of the Decision Process 
The decision process uses certain recources for its information processing: it 
leads to the choice of an action alternative. Its efficiency can be evaluated in 
terms of the quantity of input into it, i.e. its costs and the "quality" of its 
output, i.e. the degree of goal fulfilment associated with the chosen alterna­
tive. To know the degree of goal fulfilment we must (a) define the goal 
variable and (b) know the value of this variable for the chosen alternative. 
Goal fulfilme nt is higher, the higher the value of the goal variable. I assume 
here that: 
a ) The goal variable is determined by the analyst as the variable according 

to which an action alternative shall be evaluated in the analysis of ef­
ficiency.1 This goal does not necessarily correspond to the goals of the 
various decision-making components in the system (p. 35). Note that the 
cost of the decision process is not included in the goal variable. 

b) The value of the chosen action alternative is calculated ex post by the 
analyst, who is supp05ed to possess perfect information regarding the 
outcome. 

A consequence of these assumptions is that the level of goal fulfilment can 
be low even if the decision maker attains his goals and even if, with the in­
formation available to him ex ante, he has chosen the best alternative. 

Efficiency in the decision process is higher, the higher the degree of goal 
fulfilment, at given costs for the decision process, or the lower the costs at 
given goal fulfilment. No ranking is possible within the present framework, 
if both goal fulfilment and costs are lower in one of the cases. This is because 
[ have found it convenient, for analytical reasons, to split the efficiency analy­
sis into two parts, keeping either goal fulfilment or costs constant. 

I postulate as main inteiVening variables with regard to costs: transfer of 
information, storing of info1'mation, transformation of information and decision 
maker's motivation to behave in accm·dance with the goals of the rystem.2 

The first variables are the three types of information processing presented 
earlier (p. 21). Motivation has been included because, in organization and 
marketing literature, it is often assumed that the allocation of the decision 
process in a system affects the components' motivation.8 The relation between 
motivation and the costs of the decision process is not restricted to effects 
on the information processing, as will be shown later. It has therefore to be 
introduced into the analysis as a separate main intervening variable. 

I assume further that the degree of goal fulfilment is affected by attributes 

J I refer here to the presentation of the efliciency hierarchies in chapter 2, pp. 34 ff. 
2 Motivation is an all-embracing term for the various drives and cues influencing the 
component's behavior. Note, that I will always be speaking of the motivation- to be­
have in: a certain way. 
3 See e.g. March & Simon (1958), M cNulty (1964) and relation no. 14-16, pp. 150 ff. 
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of the decision maker, attributes of the decision base and, in some activities, 
by the bargaining strength of the system vis-a-vis the envirorunent.4< Motiva­
tion is a special type of decision-maker attribute, which supposedly affects 
both costs and level of rationality. The system's bargaining strength in ne­
gotiations concerning the acquisition of goods and production factors has been 
chosen as an intervening variable because I assume that it can be affected 
by the degree of decision integration and can itself affect the favorableness 
of agreements with suppliers. For summary, see figure 8: 3. This figure is not 
intended to show all relationships between variables. E.g. between transfer of 
information and attributes of decision base or between costs of decision p1·ocess 
and degree of goal fulfilment. 

In the following two sections I shall discuss the relationship between the 
main intervening variables on the one hand, and costs and level of goal ful­

filment on the other. 

Costs of 1he Decision Process 
The following three types of costs correspond to our three types of informa­
tion processing: transfer costs, storing costs and transformation costs. 

Transfer Costs 
Transfer costs are divided into transit costs (i.e. efforts required to overcome 
geographical distance between sender and receiver) and terminal costs (i.e. 

Figure 8:3 Summary of Main Intervening Variables Affecting the Relation· 
ship Between Decision Integration and the Efficiency of the Deci­

siotl Process 

Decision 
integration 

Bargaining strer>gtl\ 
vis.-8.-vis environ­
ment 

Motivation 

Transfer of 
information 

Storing of 
information 

Transformation of 
information 

4 The choice of the two first variables can be c<>mpared with Ram strom ( 1967, ch. 4) 
and with relations 14--16, pp. 150 ff., and several of the relations in schedule A 8: 1 
pp. 315 ff. For the third one, see schedule 7: 4, relations 4 and 12 in schedule A 8: 1 
and studies of markets with different buyer concentration (e.g. Bain, 1959). 
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sender's and receiver's efforts in formulating, sending, and receiving, a mes­
sage) . Note that, in accordance with the altitude chosen, there is no con­
sideration of any transmission of information within a component. 

Transit costs cover the actual transmission of the message, plus any related 
transfer of sender and receiver to a meeting place. Tenninal costs include 
various types of memory search, the formulation of the message (excluding 
the transformation activity) , the send-off, and the physical and perceptual 
receival and acceptance of the information. 

Some attributes of the information flow between components, which will be 
appearing in the analysis, are specified below. (Cf. general classification of 
flow attributes p. 16. ) 

Transaction = the information transferred between two components on one 
occasion. 

Message = the part of a transaction whose entire information content is 
relevant to one or more specific decision processes. (On delimiting decision 
processes, see pp. 61 f.) A transaction can thus consist of one or more messages. 
I assume an upper limit, not generally specified, to the number of meSsages 
that can be included in one transaction. 

Frequency of messages = number of messages per period between two com­
ponents. 
' Information quantity refers to the content of the information (i.e. informa­

tion in the semantic sense) . Ramstrom ( 1967, ch. 5) distinguishes between 
the extension of description and the intensity of description. Since. it is difficult 
to clarify in a simple way the exact general meaning of these concepts, I shall 
simply give two examples which should roughly illustrate their meaning. 
For a more precise and general definition the reader is referred to Ram­
strOm's presentation. 

Example 1. Message A contains information about the average price level 
of three groups of merchandise on three markets during one period. Mes­
sage B indicates the average price level of three groups of merchandise on 
ten markets during two periods; it also mentions the market share enjoyed 
by the system. The description is more extensive in message B, and thus the 
quantity of information is greater, since B contains information about more 
markets, and more periods; it supplies information not only about prices 
but about market shares as well. 

Example 2. Message A contains the same information as in the previous 
example. The information in B covers the same markets and the same 
period as in A, but mentions in addition submarkets in all the main markets 
and specific points in time during the period. Message B, furthermore, not 
only carries i:Mormation about average prices; it also provides some measure 
of the dispersion about each average. The quantity of information with 
regard to the intensity of the description is greater in B than in A, because 
B is more "detailed". 
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Information quality refers to the adequacy of the information as a "true" 
description of a patticular part of "reality". The more complete, topical, 
correct and precise the description, the higher the quality of the information 
(ibid., pp. 125 ff.). 

Standardization refers to the uniformity of messages in space. The greater 
the uniformity of content among certain messages sent from one transmitter 
to several recipients (or received by one recipient from several senders), the 
greater the standardization. Circulars from central component to retailers, 
and reports on identical report forms from retailers to central component, are 
examples of highly standardized messages. 

Routinization refers to the uniformity of messages over time. The greater 
the uniformity of content among messages sent between two components 
during a particular period, the greater the routinization. 

V m·iables Affecting T ermi11al Costs. The terminal cost per message will be 
higher: 
a) The greater the quantity or quality of the information per message. This 

statement follows from the assumption that the time required for com­
posing, sending off, receiving and accepting a message will be longer, the 
greater the quantity or quality of a message. 

b) The lower the frequency of messages between sending and receiving com­
ponents. I assume that components learn to exchange information with 
less waste of time as the number of messages transmitted between them 
increases. I assume that they can "understand" each other better, and 
use less expensive media (e.g. telephone instead of face-to-face contact), 
as their knowledge of each other grmvs with experience. 

c) The lower the total number of messages of which the component is either 
sendet" or receiver. The number of messages is a measure of the size of 
the terminal activity. I assume that there are certain scale economic 
advantages in the activity. Smaller size offers less opportunity for realizing 
these, and costs will be higher. 

d) The lower the number of messages transmitted per transaction. I have 
assumed that there is a fixed terminal cost per transaction that is independ­
ent of the number of messages it contains. (E.g. cost of waiting at face­
to-face meetings.) Note the upper limit on the number of messages in a 

transaction that I postulated above. 
e) The lower the routinization of messages transferred between the respective 

paiTf of components. I assume that the time required for composing and ac­
cepting messages is longer, the less the messages resemble each other. 

f) The lower the standardization of the messages sent or received by a com­
ponent. The same assumption as for (e) applies here. 

g) The lower the motivation of the recipient to receive, or the sender to send, 
the messages. It is assumed that the sender will have to spend more time 
composing the message and in contact with the recipient to make him re-
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ceive and accept it, if the recipient's motivation to take part in the 
transfer of information is lower. Lower motivation at the sending end is 
assumed to mean that the sender is less "productive" in his termina1 

activity. 
The total terminal costs of a period in a given system is higher, other things 

being equal, if the number of messages and/or the average cost per message 
is higher. The cost-raising effect of a greater number of messages, however, is 

partly offset by the reduction it causes in the cost per message according to 

(b ), (c) and (d) above. 
Variables Affecting T raruit Costs." The transit costs per message are higher: 

a ) The greatt:r the distance between sender and receiver. This includes also 
the distance that sender or receiver are transported for the purpose of 
achieving face-to-face contact. This follows from the assumption that, ·with 
a given medium, the time required for overcoming the distance and/or 
the cost of using the medium, will increase with the distance. 

b) The lowet the number of messages transferred per transaction. I assume 
that most transactions have some "excess capacity" which can be used 
for the sending of further messages at little or no additional cost. For 
example, the cost of transporting the people to a meeting-place is assumed 
within broad limits to be the same, regardless of the number of messages 
transferred in the course of the meeting. 

c) The higher the quantity of the information per message. I assume that 
the time required, or any other cost-affecting factor in the transmission of 
a message, will increase with an increase in quantity. 

The total t?·ansit costs of a period in a given system are higher if, other 
thin~ being equal, the number of messages and/or the transit cost per message 
is higher. 

The variables that affect transfer costs in the system are summarized in 
figure 8: 4. The organization literature provides some support for the assump­
tions made above with regard to transfer and transit costs. (March & Simon, 
1958, ch. 6; Ramstrom, 1967, ch. 7). 

Storing Costs 
The costs of storing information refer to the effort required to keep informa­
tion in mechanical and mental memories. The efforts required to introduce 
information into the memories, and to search for it there, are also included 
unless they belong to the transfer or transformation activities. I assume that 

!I The medium used is assumed to affect the specific nature of the genentl relationships 
in (a), (b) and (c), but I will not discuss any such differences here. See e.g. Rarn­
~trOm ( 1967) and Tho=gcen ( 1967) where the medium for transmission of informa­
tion under different circumstances with regard to distance, subject area, standardization 
etc. are studied. 
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Figure 8: 4 Variables Affecting Transfer Costs in the System During One 
Period 

+ and -- indicate positive and negative relationships between two variables. This figure 
is not intended to show relationships between variables in the left column e.g. between 
quantity and quality of information. 

No. or messages per 
trao•acUon 

D1stance between 
components 

some loss in information quantity and quality occurs during the storage time. 
This loss is defined as the difference in information quantity or quality, for 
a specific part of the information, between the times of entry and of exit. 
It is assumed that this loss is to some extent controllable, since the component 
can choose to utilize a memory with high or low ability to retain infonnation 
(e.g. a filing system or an individual with "poor memory") . 

The storing costs per component during a period are higher: 
a) The higher the quantity of the stored information (at a. given quantity 

loss) . It is assumed that the capacity of a certain memory is limited, so 
that more information will demand greater capacity for information 
storage, e.g. more people engaged on keeping files. However, the costs 
rise degressively, because I have assumed that the activity enjoys various 
economies of scale (e.g. use of specialized resources and higher utilization 
of the memories' capacity). 

b) The longer the storing time of a particular part of the stored information. 
The limited capacity of the memory will be occupied longer. Losses in 
quantity and quality are assumed to be higher, the longer the storing time. 
To keep such losses down to a given level, more costly methods of storing 
have to be used, the longer the storing time. 

c) The lower the permitted loss in the quantity of information stored during a 
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particular storiag period. I assume that memories that can retain informa­
tion with less loss, cost more to use. 

d) The lower the permitted loss in the quality of stored information. This 
statement is based on the same assumption as above. 

e) The higher CC's share of the system's total quantity of stored information. 
The quantities of each separate component are added together to find the 
system's total quantity without any deductions for "double counting" of 
identical information items in several components. The statement refers 
to the average cost per component and rests on the assumptions that scale 
economies exist (see (a) above) and that CC is the only component in 
the system to which a much greater quantity of information than the 
average quantity per component can be allocated. 

The storing costs in the system are higher if, other things being equal, the 
average storing cost per component is higher. 

Figure 8: 5 Variables Affecting Storing Costs m the System During One 
Period 
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The analysis of transformation costs will refer to the concept of decision step 
that was introduced earlier (pp. 61 f.). 

The transformation costs in a component during one period, at a given 
level of goal fulfilment, are higher: 
a) The greater the number of decision steps in the component. Each decision 

step is assumed to make claims on resources for the transformation ac­
tivity. 

b ) The greater the size per decision step. Other things being equal, I assume 
that if a decision step implies a greater reduction in the number of ele­
ments, more resources will have to be used in the transformation activity 
for that decision step (at a given level o£ goal fulfilment). 

Statements (a) and (b) imply that standardization and routinization of 
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execution processes by means of general decisions ("programs") will reduce 
the costs of an activity's decision processes.7 (See, e.g. March & Simon, 1958, 
ch. 6.) Some decision steps can then apply to several decision processes; this 
means fewer decision steps per component and/or smaller size on an average 
per decision step. 

The total transformation costs of a period in a given system are higher if, 
other things being equal, the transformation costs per component are higher. 

Figure 8: 6 Variables Affecting Transformation Costs in the System During 
One Period (at Given Level of Goal Fulfilment) 

,-------. 
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If the decision maker's motivation (to behave in accordance with the system's 

goals) is lower: 
a) Transfer costs per message are higher. This statement rests on assumptions 

given on pp. 163 f. 
b ) Costs for raising motivation to a certain level are higher. I assume motiva­

tion can be raised through actions by other components in the system, and 
that the measures used will give rise to costs. The costs thus engendered 
can be infonnation processing costs geared to persuading the component 

Figure 8: 7 Variables Affecting the R elationship Between Decision Maker's 
Motivation and Decision Process Costs in the System During One 

Period 
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v Transformation of information is a concept that was defined on p. 21. 
' The standardization and routi.nization of messages was defined on p. 163. The con­
cepts are analogously defined for execution processes. 
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whose motivation is to be raised by training, committee work, use of sales 
consultants etc. (persuasion costs). Furthermore there may be costs for 
administering and paying for an economic rewards system (including e.g. 
special discounts, wage rates etc. ) . Finally, there may be information proc­
essing costs related to the application of an administrative rewards system. 

Level of Goal Fulfilment of the Decision Process 

The main intervening variables affecting the relation between decision in­
tegration and the level of goal fulfilment are: attributes of the decision base, 
attributes of the decision maker, bargaining strength vis-a-vis the environment, 
and decision maker's motivation. 

Attributes of the Decision Base. The information available to, and used by, 
the component in a certain decision process is said to constitute the decision 
base of that process (Ramstrom, 1967, p. 48). I asstune that the level of goal 
fulfilment is higher if the quality and the quantity of information included 
in the decision base is greater. 

It is further assumed that these relationships apply up to certain limits 
only; beyond these Limits further additions to the quality or quantity of the 
information in the decision base will not make any difference to the level 
of goal fulfllment. The decision maker supposedly reaches a limit in the 
quantity of information he can handle; also, beyond certain limits an increase 
in quality will not be able to affect the choice of action alternative nor, thus, 
the goal fulfilment 

Attributes of the Decision Maker. Decision makers' goals can deviate from 
the system's goal according to which goal fulfilment is evaluated (p. 35). The 
size of such deviations can vary.8 The greater the deviation, the lower will 
be the level of goal fulfilment. It is postulated that this deviation will b~ 

smaller, if CC rather than RC is the decision maker. 
With a given decision base the dedsion maker can choose a more, or less, 

consistent action alternative. In other words the transformation activity can 
affect the level of goal fulfilment. The logical consistency of the transforma­
tion activity will be higher, the greater the amount of resources consumed per 
decision step of a given size, up to a certain limit. I base this statement on a 
general assumption that input into and output from a process covariate posi­
tively. Furthermore I assume advantages of scale in the transformation 
activity, such that there will be a higher degree of consistency when the 
activity occurs in a component involved in transformation on a larger scale, 
i.e. where the input of resources into the transformation activity as a whole 
is large. 

11 A deviation is defined as the difference between the system's goo! fulfilment when two 
decision processes are compared, which are identical except that in one the system's goal 
is used, and in the other the decision maker's goal. 
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Bargaining Strength of the System. Bargaining strength is relevant as a 
variable only in the decision processes of activities which involve the system 
in negotiations, in a broad sense, about the acquisition of goods, capital and 
production factors. "Bargaining strength" is a complex concept that is very 
difficult to define clearly. I -v.ill not make any such attempt here nor, in this 
context, discuss the literature on bargaining. I will only roughly indicate what 
I have in mind when I use this term. In a negotiation between two parties, A 
and B, A's bargaining strength is greater if A and B believe that A's potential 
action alternatives may have a greater positive or negative effect on B's goal 
fulfilment than B's alternatives may have on A's. 

I assume that the greater the bargaining strength the better will be the 
terms (price, quality etc.) associated with a particular action alternative in 
"acquisition activities". This means that goal fulfilment will improve. 

Decision ~\fakers Motivation. It is assumed that higher motivation on the 
part of the decision-making component will mean less deviation between the 
decision maker's and the system's goals. 

Variables affecting the level of goal fulfilment of the decision processes in 
the system during one period are summarized in figure 8: 8. 

Figure 3: 8 Variables Affecting the Level of Goal Fulfilment of the Decision 

Process in the System During One Pericd 
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Decision Integration and the Efficiency of the Decision 
Process-Independent Activities 
The degree of decision integration affects the location and extent of the in-
formation processing in the system. I shall first discuss three cases of decision 
integration for one independent retail activity. I shall also make the following 
assumptions: there is no activity transference; the degree of decision integra­
tion is equally strong, or weak, in all the system's CC-RC-relations; infonna-
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tion processing relevant to a certain decision step is located in the component 
carrying out this step in accordance with figure 8: 9. What the effect on the 
analysis would be if the location of the information processing was independ­
ent of the allocation of the decision steps, will be discussed in a further 
section below (p. 175). The following three cases are illustrated in figure 8: 9. 
a) When decision integration is 0> it is assumed that all information proces­

sing takes place at RC. Thus RC even collects any information needed 
from the environment. 

b) When decision integration is 1, transformation and storing take place at 

CC. CC also collects information from the environment and from RC. 
Control information is sent to RC. 

c) Whe11 decision integration is between 0 and 1, the situation will represent 
a combination of the first two cases. Transformation and storing activities 
occur in RC and CC; CC and RC both collect information from the en­
vironment, etc. 

In the follo'l-\-"ing pages I shall first analyse the relationship between decision 
integration and the costs of the decision process, assuming a given level of 
goal fulfilment, and then the way in which goal fulfilment is affected when 
the costs are given. 

Figure 8:9 Information Processing in Three Cases of Decision Integration 
for One Independent Retail Activity 
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Decision Integration and the Cost of the Decision Process 
In this section I assume a certain level of goal fulfilment. According to the 
analysis in the next section, DI does affect goal fulfilment. In order to keep 
goal fulfilment at the same level before and after a change in DI, as assumed, 
we may therefore have to addc or ·withdraw, resources from the information 
processing which will increase, or decrease, the costs of the decision process. 
In this section I will only analyse the direct effect on the costs of a change 
in DI. The indirect effect, via the relation between DI and goal fulfilment, 
follows from the analysis in the next section. 
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Anal)'sis of the Extreme Cases 
First I shall compare two situations, one with full decision integration and 
one with no decision integration (i.e. cases (a) and (b) according to figure 
8: 9). 

Transfer Costs. If decision integration is 1 rather than 0, transfer costs are 
affected by the following factors, (a)-(e). Statement (a) below means that 
transfer costs are affected upwards, (c) and (d) mean that they are affected 
downwards; according to (b) and (e) the direction is undetermined. These 
conclusions follow from the model presented in fig. 8:4. 
a) There are more messages between CC and RC, i.e. messages intended to 

supply the decision base with a sufficient quantity and quality of informa­
tion (including review information) and messages transmitting control 
information. The more uniform the RCs, the greater the standardization 
of messages, and the smaller the increase in cost according to (a). 

b) The distance to be covered by a message between system and environment 
is shorter or longer. I assume that CC is closer to some external com­
ponents (e.g. suppliers) and RC to some others (e.g. consumers). 

c) There are fewer messages between system and environment. I assume that 
the information collected by CC about the environment will to some 
extent be relevant to the decision processes of several RCs. When DI = 
0, every RC has to collect some information which, when DI ::=: 1, will 
be collected by CC only. A message will be relevant to decision processes 
for a larger number of RCs if the environments of the RCs are more 
uniform when compared with each other. 

d) Messages between component pairs are more frequent. For CCJRC pairs 
tl1is follows from the assumptions illustrated in fig. 8:9. For pairs of in­
ternal/external components, the statement is based on the assumption 
that the exchange of information between system and environment is 
concentrated to one component in the system (fig. 8: 9). 

e ) RC's motivation is higher or lower. Bases for this statement are given 
below. 

According to a number of sociological studies the motivation of a sub­
ordinate group member to behave in accordance with the goals of the group 
tends to be lower, other things being equal, if decision making is very highly 
centralized. There seems also to be support for the statement that motivation 
increases if there is an increase in the exchange of information within the 
group. (See e.g. studies referred to in Argyris, 1964; March & Simon, 1958; 
and Tannenbaum, 1968.) If we compare the two extreme cases of decision 
integration in the light of these arguments, we cannot draw any definite con­
clusions as to which case involves the higher motivation, since at full DI there 
is more exchange of information between CC and RC. Another reason for the 
difficulty in drawing any definite conclusion, is that concepts such as in­
fluence, autocratic leadership, participation in the decision process etc., as 
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used in the above mentioned literature, cannot be translated without ambiguity 
into terms of decision integration (pp. 49, 65 ) . We must also take into account 
that the studies referred to have been made from a lower altitude than here. 
However, the arguments do lend some support to the assumption that full DI 
and no DI both result in lower motivation at RC than any degree of partial 
DI. In the case of full DI, this can be explained by the lack of involvement 
in the decision process and, in the case of no DI, by the lack of infonnation 
exchange in the S)'Stern. With this exception the following applies: the degree 
of decision integration affects motivation, but we have no grounds for an 
assumption about the direction of the effect. (The question of the effect on 
CC's motivation is not discussed. ) 

Storing Costs. If decision integration is 1 rather than 0, storing costs in the 
system are lower because (see fig. 8: 5): 
a) CC's share of the system's total quantity of stort1d information is greater. 
b) The quantity of information stored per component is smaller. I assume that 

a certain amount of the information stored in the separate RCs, when 
there is no decision integration, is identical in r.ontcnt. On this basis I 
assume further that the increase in quantity stored in CC is less than the 
sum of the reduction in the quantities stored in all the RCs. The reduction 
in stored information per component will be greater, the more homogeneous. 
the RCs and the more uniform their environments. 

Transformation Costs. If decision integration is 1 rather than 0, transforma­
tion costs in the system are lower because (see fig. 8: 6): 

The number of decision steps and/or the size per decision step, is lower. I 
assume that some decision steps in CC are common to several of the decision 
processes of the various RCs. In an extreme case, CC could choose identical 
action decisions for all RCs in one decision step. 

I assume that the greater the homogeneity between RCs, and between their 
environments, the greater is the size of those decision steps in CC that are 
common to several RCs. (Note that the level of goal fulfilment is to be kept at 
a given level in this analysis.) 

Analysis of Non-Extreme Case.r 
\Ve must now supplement this analysis of the two extreme cases of decision 
integration by a comparison between a higher and a lower degree of decision 
integration, in which neither of the cases is an extreme case. 

Transfer costs are affected as follows: 
a) The number of messages between CC and RC is greater when DI is higher. 

This statement is based on the assumption that the higher the DI, the more 
CC's control information has to be concerned with action decision processes. 
Control information thus has to be sent regarding a larger number of RC's 
action decisions. Moreover I assume that the review information received 
by CC has to be of a higher quality, to preserve the level of goal fulfilment. 
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Thus more messages containing review informacion have to be transferred. 
b) It is assumed that, when DI lies between 1 and 0, messages between system 

and environment will to some extent be divided among CC and RCs so 
that contact is made through the component closest to the specific part of 
the environment. Thus the ave1·age distance for messages between system 
and environment will be lower when DI lies between the extremes. No 
statement is made about any other comparisons. 

c) The number of messages between system and environment is lower when 
DI is higher. Except at full or no DI, CC and RC are both in contact v..-ith 
the environment. I assume that every RC is involved in fewer messages as 
DI jncreases, and that some of the messages that are instead collected by 
CC are relevant to the decision processes of several RCs, thus reducing the 
total number of messages from the environment that are necessary to attain 
a certain level of goal fulfilment. These assumptions provide the base for 
the general relationship proposed above. 

d) When DI is higher, the /1·equenc1• of messages per CC/RC pair is higher. 
The reasons adduced in (a) above apply here too. 

c) The frequency of messages per pair of internal/external components is af~ 
fected in both directions by an increase in Dl. The frequency is inclined to 
increase since I assume that an increasing number of external components 
will cease to have any contact with RCs and instead only transmit informa­
tion to the system through CC. The frequency per component pair is in­
clined to decrease because I assume that an increasing number of external 
components v.ill have contacts \Vith both CC and RCs rather than with 
RCs only. Furthermore, in both cases I assume that the number of messages 
to the system from a certain external component is greater if the contacts 
are with CC and not with each separate RC. HO\-vever this number is 
smaller than the previous sum of all transactions with all RCs ( cf. (c) 
above). 

f) RC's motivation has already been discussed above. Our conclusion was that 
motivation is higher when DI is neither extremely high nor extremely low, 
but that in other comparisons it is not possible to state the direction of the 
1·elation. 

Storing costs are lower when DI is higher. This statement is based on the 
same assumptions as were put forward in the analysis of the extreme cases 

above. 
Transformation costs are affected in the following ways: 

a) The average size per decision step is smaller at higher DI. CC's decision 
steps are larger at higher DI and RC's are smaller. Since some of the 
decision steps at CC are assumed to be common to several RC's decision 
processes, the average size per decision step in the system is smaller. 

b) The number of deciJ"ion steps per component is affected but the general 
direction of this relationship cannot be stated. The number of decision steps 
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in CC is higher, or remains the same, at a higher degree of DI. An increase 
could depend on the addition of steps concerned with action decisions or 
on the greater frequency of genera[ decisions. The number of decision steps 
in RC is lower, or stays the same, at higher DI. A decrease could depend 
on a change to fewer steps in RCs concerned with general decisions, 
because CC might increase the frequency of its general decisions. 

The relations between DI and the costs of the decision process are 
summarized in figure 8: 10. 

Decision Integration and the Level of Goal Fullllment 
In comparing two degrees of decision integration, at a given decision process 
cost, we find that the level of goal fulfilment can be affected in two ways. 

Figure 8: 10 Relationship Between Decision Integration for an Independent 
Activity and the Costs of the Decision Process at Given Level of 
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9 The indirect effect on the costs, via the relation between DI and the level of goal ful­
filment, that was mentioned on p. 170 is not indicated in this figure. 
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First, directly via variables included in the model in fig. 8: 8. Secondly, the 
cost differences found in the previous section's analysis, where a given goal 
fulfilment was assumed, now have to be equalized, since here I assume given 
costs. For example, if costs go down as a result of an increase in decision 
integration, the difference in costs can be used to increase the Level of goal ful­
filment by, for instance, increasing the quantity and quality of information in 
the decision base, or improving the logical consistency of the transfonnation 
activity. Since the relation between costs and the variables affecting the goal 
fulfilment of the decision process has already been discussed, I can refer the 
reader back to pp. 170 ff. With reference to the model presented in fig. 8: 8, 
an increase in DI affects the level of goal fulfilment as follo\'<"S: 
a) The system's bargaining strength is increased. This rests on my assumption 

that, on a "buyer's market", CC's influence on the whole system's acquisi­
tion can have greater economic consequences--positive or negative--for 
the seller, than the influence of any individual RC on its. own acquisition. 
On a "seller's market" I do not assume any such relation.10 

b) Deviations between decision maker's and system's goals increases or de­
creases. I have assumed earlier (p. 168) that CC, as a decision maker, 
deviates less from the system's goal than RC. I here assume that this also 
applies to cases where CC's influence is greater compared to RC's, when 
both components are decision makers. However, the effect on RC's motiva­
tion as a decision maker changes in one direction or the other (seep. 172) . 
Thus the net effect cannot be stated within this framework. 

c) Input into CC's transformation actiuity increases. I assume that as the 
number of decision steps and their size increases in CC because of the in­
crease in DI, input into the total transformation activity in CC will also 
increase. This will result in an increase in the logical consistency of the 
transformation. 

The result of the analy-sis is that goal fulfilment increases according to 
(a) and (c) and increases or decreases according to (b ) . For summary see 
fig. 8: 11 ( ne..xt page). 

Location of Some Information Processing as Independent of Location 

of Decision Steps 
Up to now an important assumption underlying our analysis has been that the 
location of the transfer and storing of information relevant to a certain deci­
sion step is completely dependent on which component is engaged in the deci­
sion step. (By definition the transformation activity involves the component 
in a decision step.) Thus, when DI is 0, we have ignored the possibility that 

10 D ue to institutional and other restrictions on the functioning of a market and on 
the adjustment of production capacity, there may be a surplus of goods, production 
factors or production capacity in relation to demand. This situation is here characterized 
as a "buyer's market". The opposite situation is called a "seller's market". 
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Figure 8: 11 Relationship Between Decision Integration for an Independent 
Activity and the Level of Goal Fulfilment at Given Costs 

Chango In cost at 
given go.sl fulfil· 
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CC might store information relevant only to RC's decision process or, when 
DI is 1, that RC might collect information from the environment and send it 
on to CC to be included in the decision base there. In the present section we 
abandon this restriction. 

To begin with, assuming full DI, I shall discuss the effect on costs at a given 
level of goal fulfilment, of greater participation by RC in information proc­
essing (i.e. as compared with fig. 8: 9). Assume that RC, and not CC, collects 
certain information from nearby components in its own environment, which it 
then forwards to CC. This will reduce the average distance between the en­
vironment and the information-collecting component (a), increase the number 
of messages within the system (b) and increase the number of messages be­
tween system and envi1·onment (c) .n 

If RC stores information for later use in CC's decision base, the number of 
m essages within the system (b) will increase, CCs share of the system's total 
quantity of stored information (d) v.-ill decrease, and the average quantity of 
stored information per component (e) will increase. When the number of 
messages in the system increases RC's motivation (f) and the frequency of 
messages per component pair RC/CC (g) both increase. 

Assuming instead that DI is 0, we must now try to find out how the loca­
tion of some of the information processing at CC v.;n affect costs. Assume that 
CC, and not RC, collects certain information from nearby components in its 
environment. Then the average distance for messages between system and en­
vironment (a) will decrease, the number of messages between system and en­
vironment (c) will fall , while the number of messages within the system ( b) 
·will rise. If CC stores infonnation for later use in RC's decision base, the 
number of messages within the system (b) will increase, CC's share of the sys­
tem's total quantity of stored information (d ) will increase, and the average 
quantity of stored information per component (e) will faJl. RC's motivation 

11 Letters indicate the variable for easier identification below. 
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(f) artd the frequency of messages per component pair RCJCC (g) will increase 
as a result of the greater number of messages within the system.12 

Thus, at full DI, greater participation in information processing on the part 
of RC than was assumed in the above sections will lead to an increase in costs 
according to variables b, c, d, e, and to a decrease in costs according to a, f, 
g. If DI =0, greater participation in information processing on the part of CC 
will lead to lower costs according to a, c, d, e, f, g, and to higher costs accord­
ing to b. Thus, as far as the storing activity is concerned, full DI implies less 
of an advantage, cost-wise, if it is allowed that CC may participate in this ac­
tivity also in systems with no DI. For transfer costs, and costs affected by 
motivation, no definite conclusions can be drawn about the way in which the 
comparison between full and no DI will be affected. 

The level of goal fulfilment, at given cosl'>, will be affected indirectly by the 
cost changes mentioned above. ( Cf. p. 17 5.) Of the other variables affecting 
goal fulfilment according to figure 8: 11, only decision makers motivation is 
relevant. Other variables are directly connected with changes in the transforma­
tion activity and thus do not change at given DI. 

We have limited ourselves here to full and no DI. Similar arguments can be 
put forward for intermediate degrees of DI. 

Decision Integration and the Efficiency of the Decision 
Process-Interdependent Activities 13 

I shall now abandon the assumption that the activity under discussion is in­
dependent of other activities in the system. The retail activity for which 
changes in DI occur wiU be known as A. The wholesale activity that is inter­
dependent with A will be known as W. A is also interdependent with retail ac­
tivity R, if A and R occur in the same component, and with activity A in other 

RCs.14 See fig. 8: 12. 
I shall analyse each type of interdependence, assuming that activity trans­

ference is 0. The efficiency criterion is coordination efficienc'y, that is the ratio 
ben.veen degree of coordination. and coordination costs. This means that those 
effects on the decision process that apply regardless of whether the activities 
are interdependent or not, are not considered below. It also means that a 
change in coordination efficiency and a change in the efficiency of the de­
cision process will not necessarily be in the same direction. The location of 

12 Grounds for these statements can be found regarding transfer on p. 165, storing on 
p. 166 and motivation on p. 167. 
13 Some of the concepts used in this section, e.g. interdependence, degree of coordina­
tion, etc. are defined on pp. 25 ff. 
14 Example: A = ordering, W =order picking, R~stMing. 
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Figure 8: 12 Pairs of Interdependent Activities Included m the Analysis 
Arrows indicate interdependence 

information processing is here assumed to be dependent on the location of 
the decision steps. 

Retail Activity A is Interdependent with Wholesale Activity W 
I first assume given coordination costs.l'' To attain a high degree of coordina­
tion between two activities, information about the other activity will have to 
be included in each activity's state description; moreover the goals of each 
separate activity must not deviate greatly from the goal of the combination of 
activities. 

An increase in DI means that CC is better able to predict the alternative 
likely to be chosen for A. CC's decision base for W will thus contain infonna­
tion of a higher quality with regard to A; this in tum increases the degree 
of coordination. Moreover, an increase in DI will raise the quality of A's 
decision base with regard to W, since CC's information about W (its " own" 
activity) is assumed to be of a higher quality than RC's. 

We have already postulated that deviation between system's and decision 
maker's goals will be smaller when CC is decision maker. For A and W 

this means a higher degree of coordination at higher DI for A. 
Furthermore, the greater input into CC's transformation activity that is 

implied by an increase in DI will increase the degree of coordination. 
The conclusion we can draw from the above is that an increase in DI for 

a retail activity that is interdependent with a wholesale activity increases the 
degree of coordination. 

We can also conclude that this increase in the degree of coordination is 
greater, the greater the degree of interdependence (i.e. the greater the need 
for coordination). Assuming instead a given degree of coordination, greater 
DI means lower coordination costs according to the following: 
a) There will be fewer messages andfor less quantity per message within the 

system from CC to RC about W for A's decision base, and from RC to CC 
about A for W' s decision base. 

15 Coordination costs are the costs in the decision process that arise because of the need 
to coordinate activities. 
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b) The average quantity of stored information per component will decrease 
and CC's share of the system's quantity of stored information will increase. 
I assume that the quantity of stored information in a component about 
the other component's activity has to be greater in order to attain a 
certain degree of coordination, the greater the size of the decision steps 
taken by the component for its own activity and the greater the degree 
of interdependence between the activities. By definition, RC cannot be a 
decision maker for W. Information about W has to be stored in CC re­
gardless of the degree of DI for AJ because CC is the decision maker for 
W. If, under the above assumptions, DI is increased for A, we can thus 
decrease the quantity of information stored in RC about W without 
having to increase the information stored in CC about W by an equivalent 
amount. 

c) Part of a component's information p1·ocessi11g will be common to both of 
two interdependent activities ( Cf. pp. 172, 173). 

To summarize: coordination efficiency will increase when decision integra­
tion increases for a retail activity which is interdependent with the wholesale 
activity. 

Retail Activity A is Interdependent with Retail Activity R in the Same 

Component 
I assume that DI for activity R is 0. An increase in the DI of A will then 
mean that CC requires more resources for the transfer and storing of informa­
tion about R; at the same time, to maintain the degree of coordination, RC 
must start collecting more information about A from CC to include in the 
decision base for R. This will tend to increase coordination costs. A factor 
that affects the degree of coordination favorably at increased DI is that, ac­
cording to our earlier assumptions, the goals of the system and of the decision 
maker will deviate less. However, I assume that any such deviations at a given 
DI will be less when both activities are carried out by the same component 

rather than by different ones. 
Thus we can see that the effect of an increase in DI on coordination 

efficiency is much less definite than in the previous case. It is not possible, 
with the assumptions I have made, to make any general statement about 
whether the relation between DI and coordination efficiency is positive or 

negative. 

Retail Activity A is Interdependent with Retail Activity A in the Other 

Components 
Assumptions underlying the following argument are that Dl increases for A 
in all the system's RCs, and that the number of RCs is not very small. If 
DI =0, the activities are coordinated by the retail components' exchange of 
information among themselves and use of previously st01·ed information about 
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other components. The number of information flow relations between internal 
components is then greater than at full DI, because coordination at full DI 
requires communication only between RC and CC. If DI is somewhere be­
tween 0 and 1, the number of flow relations will be greatest, since both the 
component pairs CC/RC and RC/RC will have to exchange information. 
However, I assume that the number of messages transferred in each pair is 
related in these cases to the degree of DI; thus, the higher the DI, the greater 
the number of messages between CC and RC and the fewer between RCs 
(on the general assumption that the degree of coonlination is the same in the 
two cases). Thus the total number of messages in the system decreases ·with an 
increase in DI. This will tend to reduce transfer costs. Transfer costs will also 
decrease because a greater proportion of the messages in the :system will now 
have CC as sender or receiver. 

Greater DI will also reduce certain other coordination costs. CC's storing 
and transfonnation activities will expand and RC's will shrink. This will lead 
to advantages of scale in CC. Costs will also fall because part of CC's storing 
and transformation can be common to several RCs' activities.16 

When several RCs are all carrying out the same activity, their goals may 
be incompatible as a result of common restrictions (e.g. on markets or re­
sources) . As we have seen, an increase in DI means that the deviation be­
tween decision makers' and system's goals, according to which the degree of 
coordination is calculated, will decrease . 
. We can conclude that when interdependence concerns retail activities 

which are carried out by different components, higher DI will be accompanied 
by higher coordination efficiency. 

We have now seen that an increase in the DI of an activity seems to have 
a positive effect on coordination efficiency, provided that the activity is 
interdependent with either a wholesale activity or a retail activity executed by 
other RCs. The effect is not either definitely positive or negative, if the activity 
is interdependent with another activity in the same RC. If all three types of 
interdependence prevail simultaneously, no general statement can therefore be 
made about the relation between DI and coordination efficiency. It will 
depend, among other things, on the relative strength of the various inter­
dependencies. Note that these statements do not imply that the effects on the 
criterion efficiency of the decision process are the same. 

If we abandon our previous assumptions, that DI for activity R is 0, and 
that there is no activity transference in A or W, then the result of the analysis 
may be affected. This will be discussed below. 

16 Statements about transfer costs, storage costs and transformation costs are based on 
the models illustrated in figs. 8:4--8: 6. 
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Effects of Introducing Other Integration Variables into the 
Analysis 
We shall now look at the way the previous analysis in this chapter is affected 
when we consider: decision integration of other activities, execution integration, 
and institutional integration. 

Decision Integration of Other Activities 
An increase in activity A's DI will have a more favorable effect on the effi­
ciency of A's decision process if DI is also high rather than low in the other 
activities. This statement is based on the following: 
a ) The number of information transactions need not increase so much, since 

there is anyway much ex:change of information between RC and CC on 
account of the high DI of other activities. A message about A can there­
fore often be sent as part of a transaction containing messages about 
other activities. 

b) Some information processing is relevant to the decision process of both 
A and the other activities. E.g. general review information (budget reports 
from RC to CC etc. ), some types of market data, etc. 

c ) RC is assumed to be less unwilling to accept an increase in DI if it is 
already used to high DI in other activities. RC's motivation would thus 
be higher, affecting both costs and the level of goal fulfihnent. 

The higher the interdependence between A and the other activities, the 
greater are the favorable effects as stated above, of a high DI in the other 
activities. This is because I assume that, as interdependence betvveen two 
activities increases, each activity ·will require more information about the 
other in its decision base. The positive effects according to (a) and (b) above 
will then increase. Furthermore, the reduction will be greater in the quantity 
of information transferred between RC and CC; first from CC aqout the 
other activities that RC needs to include in its deci~ion base for A and, second­
ly, from RC about A that CC needs to include in its decision base for the 
other activities. See also the analysis on p. 179 . 

. Execution Integration 
I assume below, unless otherwise stated, that the EI variables and the change 
in DI refer to the same activities. (Exclusiveness applies to the flows related 
to the activity concerned. ) First I shall discuss each El variable separately; 
I shall try to see whether, and if so how, the level of EI alters the effects 
of the change in D I on the efficiency of the decision proce!>'S. A general and 
important assumption in these analyses is that the value of the EI variable as 
such affects the level of goal fulfilment only through its influence on the 
decision process. I have made this assumption so that I can restrict the analysis 
to the decision process. 
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Activity Transference.U If the degree of activity transference is higher in 
one case than another, an increase in Dl will, other things being equal, lead to 
greater effi~:iency in the decision process. The reasons for this are as follows: 
a) For the part of the activity executed by CC, review information of a given 

quality can be collected at lower cost since transfer of information between 
RC and CC about the execution of the activity will not be required. 

b) The cost for the transfer of control info-rmation will be less, since RC is 
executing a smaller part of the activity, and consequently will need less 
control information at a given DI. 

c) Coordination efficiency will be higher in the three cases of interdependence 
discussed on pp. 177 ££., because coordination will require less e.xchange 
of information between CC and RC. 

d) When activity transference is more than 0 but less than 1, exchange of 
information between RC and CC geared to the coordination of the CC­
executed and RC-executed parts of the activity has to take place. However, 
I assume that this negative effect will not alter the general statement 
above. 

lnternalization. A general a:;sumption below is that activity transference 
is 0. 
a) If CC can specify in detail how the external component is to execute the 

activity, then an increase in DI will mean that the less the internalization, 
the lower will be the sum of the costs of transferring control information 
and information to influence the behavior of external components (as­
suming that the number of external components carrying out the activity 
is less than the number of RCs in the system ). 

b) If CC cannot instruct the external component in detail how to carry out 
the activity, less internalization will instead have a negative effect on the 
efficiency at an increase in DI. This is because I assume that the influence 
of the external components on RC's decision process will have to be 
neutralized by more exchange of control and review information between 
RC and CC. (Cf. p. 85 about DI and e.-xtcrnal information. ) 

c) The internalization of one activity, B, can influence the decision process 
of another, A, and thereby the effect on efficiency of changes in the DI of 
A. The wholesale activities of external suppliers can, for instance, affect 
RC's decision process for retail activities interdependent with these whole­
sale activities, e.g. selling/order receival and choice of suppliers. Both ac­
tivities may also be retail activities, e.g. sales promotiorl and choice of 
assortment. The cost of the transfer of information in these cases will be 
higher, at higher DI in A, the less the internalization of B. The same reason 

17 Note the relationships between activity transference and decision integration that 
exist by definition (p. 71 ) . 
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applies here as in (b) above. The second of the above examples can be 
somewhat elaborated: 

Less internalization of sales promotion (SP) because external suppliers 
do more SP as compared with the system, will lead to higher costs at a 
higher DI in choice of assortment. I assume that demand for the external 
supplier's articles increases--or is expected by RC to increase- on account 
of the increased SP. Then the supplier will be more able to influence 
RC's choice of assortment in a direction that may be incompatible with 
requirements expressed in CC's control information. In order to achieve 
a certain degree of DI for choice of assortment, more infonnation has to 
be exchanged between CC and RC to counteract the external influence 
than if the internalization of sales promotion was higher. 

In conclusion we can say that the greater the internalization, the greater 
will be the efficiency of the decision process at incn!ased DI, except in those 
cases where the external component carries out a commission on CC's request. 

Exclusiveness. If the degree of exclusiveness is greater in one case than 
another, an increase in DI will, other things being equal, lead to greater 
efficiency in the decision process. The reasons are as follo-.vs: 
a) We can assume that the greater the exclusiveness, the higher will be the 

degree of interdependence between the activities of different components 
(pp. 30 f.). The higher the interdependence between the activities of dif~ 
ferent components, the greater will be the coordination efficiency at higher 
DI (pp. 178, 180). 

b) The greater the exclusiveness, the lower the costs of getting review infor­
mation and/or the higher the quality of this information. In carrying out 
wholesale activities, CC receives information about certain retail activities. 
The greater the exclusiveness, the greater the extent of a certain RC activity 
does this information cover. An example: CC will have more complete and 
more up-to-date information about RC's choice of assortment and choice 
of suppliers through CC's own execution of uUingJorder receival and 

1'Jayments routine (sales), if more of RC's purchases are made from CC, 
and more of RC's payments for goods are made to CC. 

c) At greater exclusiveness, I assume that RC's decision base will contain 
less information corning from external components and aimed at in­
fluencing RC's decisions. According to the same asswnption as for points 
(b) and (c) in the analysis of internalization, this will increase the efficiency 
of the decision process. 

Homogeneity. The effect of homogeneity has already been mentioned 
briefly in earlier sections of this chapter (pp. 166 and 172). Our general con­
clusion was that, given an increase in DI, the efficiency of the decision 
process will be higher, the greater the homogeneity. This is because messages 
can be more standardized, and a greater part of the information processing 
at CC can refer to the decision processes of seve1·al retail components. 
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Conclusions. We can conclude that, given ar1 increase in DI, the efficiency 
of the decision process will, with some exceptions, be higher, the greater the 
activity transference, the internalization, the exclusiveness, and the homo­

geneity. 
We have been discussing ways in which the EI variables affect the rela­

tionship between DI and the efficiency of the decision process, without 
considering that the changes in DI may be intended to change or maintain 
the degree of execution integration ( p. 132) . Such a change in EI could 
affect the efficiency of the activity and, thus, the level of goal fulfilment of 
the decision process. The model of the relationship between DI and the level 
of goal fulfilment (p. 176), together '";th the relationships bet\veen EI and 
the efficiency criterion to be found in chapter 9, implies that DI can affect the 
level of goal fulfilment via its influence on the degree of EL 

Institutional Integration 
Given an increase in DI, the efficiency of the decision process will be higher, 
the higher the degree of institutional integration. The reasons are as follows: 
a) It is assumed that the greater the strength of the institutional relations 

the less will be RC's opposition to the "loss of freedom" involved in an 
increase in DI. The costs of transferring control information to "persuade" 
RC will therefore be lower. 

b ) A high degree of institutional integration entails certain obligatory rules 
regarding the transfer of information from RC to CC (accounting system, 
payments routine, etc.). This means a more efficient decision process in 
terms of lower costs for and/or higher quantity and quality of informa­
tion about retail activities in CC's decision base for these. 

c) For certain activities-chiefly those concerned with the acquisition of 
goods and production factors and those connected w-ith the payments 
flows--it is possible to derive obligatory rules about high DI from the 
institutional relations themselves (pp. 128 f.). If a system that lacks such 
institutional relations wants to achieve the same high DI, the decision 
process will cost more, since I assume that more messages containing 
control information will have to be sent to "persuade" RC. 

On the Effect of Environmental Variables on the Analysis18 

Competitive strength of competing marketing systems. The greater the 
"competitive strength" of the competing marketing systems, the less opposed 
RC will be to an increase in DI. I assume that RC will mind less about the 
"loss of freedom" involved if his own position on the market is less secure. 
1 8 The choice of these variables, and their relations to efficiency, is based partly on 
schedule 7: 6, pp. 153 f. 
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Persuasion costs associated with keeping a higher level of DI will therefore be 
lower. 

The relation between integration and efficiency exhibited by competing 
S)1Stems. If competing marketing systems exhibit a positive relationship be­
tween DI and efficiency, negative effects on RC's motivation will be less and 
the quality of the information in CC's decision base will be higher. The 
reasons are that I assume information about such relationships to affect the 
state descriptions in RC's general decision processes. Furthermore I assume 
that the demonstrated experience of competing systems will increase the in­
formation quality of CC's decision base for related activities. 

State of information technology. The state of information technology will 
influence the way in which a change in DI affects efficiency (e.g. with regard 
to media or EDP techniques, that, for instance, can affect the cost per message 
or the scale economies of transformation). I will not go into any analysis of 
the direction of the effects. The difficulties can be exemplified by the 
diverse conclusions that various writers have put forward about the effect of 
EDP techniques on the degree of centralization in companies. (Cf. references 
in Ra.mstrom, 1967, pp. 255 ff. ) 

Homogeneity of sub markets. The greater the homogeneity of the system's 
submarkets with respect to competitor and consumer behavior, the more 
favorable will be an increase in DI. The reasons for this involve greater 
standardization of messages and greater "overlapping" between the decision 
processes of several RCs. This has been discussed earlier in this chapter. 

The degree to which the system's acquisitio11 market (for goods or re­
sources) can be characterized as a C(buyer's market". An increase in this 
variable will increase the efficiency improvement resulting from the relation­
ship between DI and the system's bargaining strength. 

Rate of innovation in marketing techniques. The more rapid and radical 
the changes in marketing technology, the more positive is the effect on the 
efficiency resulting from an increase in DI. This statement is based on the 
following assumptions: systems with high DI can adapt more quickly to the 
new conditions required by methodological innovations, because higher DI 
means more specialized decision making and a higher quality of information 
(e.g. new methods can be tested in parts of the system) ; also CC is more like! y 
to invest in, and acquire, resources for innovations when it is also going 
to have considerable influence on how the resources will be utilized. 

On the Effects During the Changeover Period 
In conclusion I shall discuss very briefly the effects of the change m DI as 
such. These effects occur during the period of the changeover, according to 
the assumptions on p. 158. 
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During at least part of the period DI has not yet reached its final level. 
This means that, if efficiency as a function of DI rises or falls monotonously 
during the actual changeover, efficiency will be on an average respectively 
lower or higher during the period than at its end. 

The possible advantages following. an increase in DI will take time to come 
to fruition. This statement is based on the assumption that it takes time for 
penonnel to learn their new tasks in the information processing, and that 
some of the costs for resources that will be freed in RC or CC do not disappear 
immediately. 

The possible di~advantages of an increase in DI will be greater during the 
changeover period than later. This statement is based on the assumption that 
during this period more messages between RC and CC are needed for training 
and persuasion; negative effects on motivation are also assumed to be greater. 

We can conclude that an increase in DI will result in lower efficiency during 
the period of changeover than later, if efficiency is higher when the established 
levels of DI are compared. If higher DI leads to lower efficiency, the period 
of the changeover may show either higher or lower efficiency. If DI is being 
decreased, the same conclusions apply. This is contrary to the general assump­
tion stated at the beginning of this chapter, that decreases and increases in DI 
will have opposite effects. 
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Chapter 9 
Execution Integration and Efficiency 

The aim, general arrangement, and some general assumptions of chapter 9 
were presented at the beginning of chapter 8 (pp. 157 ff.). I shall first discuss 
each EI variable in four separate sections; I shall analyse their relations to 
<efHciency and the influence of the values of the other EI variables on these 
relations. In further sections I shall then consider the environmental variables, 
the changeover period, decision integration and institutional integration. 

Throughout the following discussion I shall assume that changes in the 
value of EI are evenly distributed among the RCs in the system and among 
the various subactivities and dimensions of the relevant activities. For example, 
an increase in the exclusiveness of the goods flows to RCs means that all RCs 
have increased their purchase share from CC to roughly the same degree. 
Similarly a decrease in the homogeneity of sales promotion means, unless any 
-dimensions are specified, a reduction in homogeneity in all dimensions of 
this activity. 

I will not usually differentiate between activities in the analysis. For 
example, in analysing activity transference, size of the activity and efficiency, 
I will not discuss how different activities are affected in their efficiency by a 
change in activity transference. If we were to follow the analysis further, 
we might for instance find considerable scale economies in some activities, 
lesser economies in some, and none at all in others. However, in view of the 
.broad scope of my analysis, I can only refer to activities in general, sometimes 
illustrating the various statements with specific examples. 

The relevant efficiency criterion will be specified at the beginning of each 
subsection. Except where otherwise mentioned the criterion refers to the 
·execution process, i.e. decision process costs are excluded (p. 35). The effects 
·Of EI variables on the analysis of decision integration and efficiency were 
.discussed in chapter 8 and will not be repeated here. 
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Activity Transference 
As main intervening variables I have chosen: the siz.e of the activity, the 
system's bargaining strength and technological coordination.1 I shall analyse 
each of these variables separately, ignoring possible relations with the other 
main intervening variables. In the following discussion activity transference 
refers to retail activities only. 

Size of the Activity 
The criterion here is the efficiency of the execution process of an individual 
activity in the system as a whole. This formulation is geared to the three 
hierarchies of efficiency criteria in figure 2: 5, p. 34. According to this figure, 
the present criterion is (A4, Bl, C2b). Since C2b applies in almost all cases, 
hierarchy C will not be specifically mentioned, unless the criterion refers to 
another level in C. 

A general assumption underlying the following discussion is that, taking the 
system as a whole, either the input into or the output from the activity remains 
unchanged. Thus the question is: does a change in activity transference lead 
to a change in the quantity of the system's total input into the activity at 
given total output from the activity (or a change in output at given input)? 
If the degree of activity transference increases, (a) the input into the activity 
of CC will by definition increase as compared with the input into each RC, 
and (b) a greater part of the execution of some activities will be carried out 
simultaneously at CC on behalf of all RCs, using the same units of input in 
cc. 

a) In microeconomic theory the concept of retums to scale is defined for 
proportionally equal changes in the input quantity of the various production 
factors. Assume that activity transference is 1 rather than 0, and that the 
quantities and proportions of the production factors are the same in CC as 
those which obtained when RCs were acting components. Will the output 

1 Compare this choice with the following: 
Size of the activity. Microeconomic theocy and related empirical studies. (E.g. Bain, 

1959; Baligh & Richartz, 1967; Holdren, 1960.) Organization theory (E.g. Price, 1968 
Ch. 2). Marketing literature according to relations 5-10, 12, pp. 145 ff. Relations 8, 
13, 14 in the real systems reported in appendix 9: l. 

System's bargaining strength. Economic analyses of markets with different buyer 
concentration. (E.g. Bain, 1959; Galbraith, 1956. ) Marketing literature according to 
relations 12, 13 pp. 148 f. Relations 1, 6, 7, 9, 15, 16 in the real systems reported in 
appendix 9: 1. 

Technological coo.-dinati.on. Treatment in the organization literature of the division of 
work and coordination. (E.g. :March & Simon, 1958.) Marketing literature on physical 
distribution. (E.g. some of the articles in Marks & Taylor, 1967, section VII.) Analyses 
of vertical integration. (E.g. Bain, 1959, pp. 155 ff.) 

188 



Execution Integration and Efficiency 

from CC be greater, equal, or less, than from all the RCs together? In 
economic theory increasing returns to scale are usually explained by the 
indivisibility of certain production factor units; similarly decreasing returns 
are explained by the limited supply of certain production factors. {Baurool, 
1965, p. 25 7). In our case the system's total demand for a certain production 
factor cannot increase very much if OC rather than RO carries out the 
activity, since the general assumption above was that either the system's total 
input or its total output was given. However, indivisibilities are assumed to 
exist with regard to manpower (e.g. specialist personnel) and material (e.g. 
machinery). Thus it follows from the above assumptions that increasing 
returns to scale will prevail. If instead we compare two cases where activity 
transference in neither 1 nor 0, we must take into account that both ROs and 
CC \\-ill now carry out the activity. If an increase in activity transference 
means that the input into CC's activity is greater than the previous input into 
any one RC was before the change, then the efficiency of the system as a whole 
will increase. This follows from our statement that increasing returns to 

scale apply. 
If the input into CC is smaller than the previous input into any one RC, 

efficiency will decrease. This can only happen when the number of RCs is 
very small and/or the degree of activity transference is very low. I will not 
consider this case in the. conclusions. 

The concept of scale economies can be given a broader meaning than that 
attached to the concept "returns to scale", by allowing non-proportional 
changes in the various production factors. Under this assumption an increase 
in the total input into a component will increase the component's chance of 
choosing a more efficient production factor mix. For instance, the component 
may increase the proportions of material and premises and decrease the 
manpower, to take advantage of greater mechanization. 

The above analysis has been concerned with a given total input into the 
system. If instead, we consider total output as given, the conclusion regarding 
efficiency will be the same. 

b ) If CC carries out the activity, execution may be simultaneous on behalf 
of all RCs. This depends on the way the output quantity is defined. Since we 
are interested in the output of the system as a whole, the definition of CC's 
output must take into account whether or not CO's activity is a substitute for 
execution by several individual ROs (at a lower degree of activity trans­
ference). CC's "individual" output has to be multiplied by the number of RCs, 
to arrive at the output of the system as a whole. Examples of such activities 
are sales promotion and choice of suppliers in the subactivities sending of 
advertising message and supplier negotiations respectively. When CO sends an 
advertising message referring to all RCs, the size of the output must be con­
sidered the same as if each RC had sent a similar message independently. In 
cases of such "common" activities, efficiency will be greater at higher activity 
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transference, since input into CC results in an output that is multiplied by the 
number of RCs. 

The System's Bargaining Strength 
Under this heading the efficiency criterion is: the efficiency of the system 
as a whole in acquiring goods or resources. ( A3b, B 1). 

The greater the activity transference for activities directly concerned with 
the acquisition of goods, production factors or capital, the greater will be the 
part of the system's acquisition of goods and resources that is controlled by 
CC. This follows from the relation between activity transference and decision 
integration (p. 71 ) . On a "buyer's market" it will thus be more important 
for an external component to reach an agreement with CC at higher activity 
transference, since there is less opportunity for direct negotiations with indi­
vidual RCs as an alternative to negotiations with CC. If negotiations with CC 
do not succeed, the effects on the seller will be more serious. 

It can also be assumed that in comparison with the individual RCs, CC has 
greater financial resources at its disposal and more experience of the bargaining 
process. These factors are assumed to affect the bargaining strength favor­
ably, not only on a "buyer's :market" but also on a "seller's market". Thus CC 
will be in a position to offer better credit guarantees or other sales conditions 
than those available to buyers with more modest resources. Also, CC's greater 
experience is assumed to make for greater skill in negotiations. 

I assume that its improved bargaining strength will be used by the system 
to gain more favorable prices, quantities or generally to improve its purchasing 
conditions. We can thus conclude that an increase in activity transference 
allows the system greater bargaining strength and, consequently, increases its 
efficiency. 

Technological Coordination 
In this s1:1bsection the criterion of efficiency refers to combinations of activities 
and combinations of components ( A3a, B2) . Technological coordination 
refers to interdependencies between activities, based on attributes of technical 
processes. Due to such interdependencies the efficiency of two activities may 
be affected by their mutual timing, their use of common production factor 
units, and the technique used in their execution. The degree of technological 
coordination of activities A and B is defined as higher, the less the improve­
ment in A's efficiency that can be caused by any change in timing or technique 
in B, and vice versa. (Cf. coordination of decision processes, p. 27). I assume 
a higher degree of technological coordination, whenever the interdependent 
activities are e:x:ecuted in the same component. 

190 



Execution Integration and Efficiency 

Figure 9: 1 Relations Between Activity Transference (Retail Activities) and 
Efficiency 

Si~e o! activity 
inCC 

Extent to which 
acti~ity is carried 
out simultaneously 
for all RCs by CC 

Scale economies 

System's bargaining 1---------4 
strength 

Technological 
coordination with: 
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Thus if a retail activity A and an act1v1ty B are technologically interde­
pendent, an increase in activity transference in A will mean lm,•,:er technological 
coordination 'INhen B is a retail activity, and higher coordination when B 
is a wholesale activity. If we allow the activity transference of activity B to 
be greater than 0, this conclusion becomes invalid. 

The problem of technological coordination, of course, becomes more 
complex if we introduce more than two technologically interdependent 
activities. 

Effects of the Other El Variables 

The values of the other EI variables may influence the way in which a change 
in activity transference affects efficiency. This will be discussed below. I shall 
assume that these other variables remain at a certain level, apart from changes 
caused by the definitions (pp. 113 ff.). The effects of activity transference, 
when a change in another EI-variable is the subject of the analysis, will be 
discussed in other subsections. 

Internalization. If internalization is higher in one case than another, then 
an increase in activity transference will mean that the part of the activity 
executed at CC wm be larger. Thus, the greater the internalization, the more 
favorable the effect of an increase in activity transference. 

Exclusiveness. The degree of exclusiveness affects the size of the activities in 
CC and RC. (This will be discussed below on p. 197.) Thus the scale econ­
omies resulting from an increase in activity transference are also affected. 
For example, greater exclusiveness in the flows of goods to RCs combined 
with an increase in activity transference, will mean an increase in the size 
of the retail activities at CC related to this type of flow. Greater exclusiveness 
in the flows of goods from CC combined with an increase in activity trans­
ference, on the other hand, may mean a smaller increase in the size of the 
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activity at CC.2 H owever, th is conclusion is not always valid (p. 197) . Similar 
arguments can be put forward for the other flows and the size of the related 
activities. 

The greater the exclusiveness of the flows of goods and resources to RCs, 
the greater the system's bargaining strength (ace. to p. 198 below). Thus 
a high degree of exclusiveness will reinforce the positive consequences of 
an increase in activity transference. But a high degree of exclusiveness can 
also be seen as a substitute for high activity transference. In other words, if 
exclusiveness is high, an increase in activity transference will not lead to as 
great an increase in bargaining strength as when exclusiveness is low (even if 
the level of bargaining strength is higher when exclusiveness is also high). 

An increase in exclusiveness means an increase in the interdependence 
bcnveen activities executed by different components in the system (pp. 30 f.). 
Thus the positive or negative effects of activity transference on efficiency 
resulting from technological interdependence will be greater, the higher the 
degree of exclusiveness. 

Homogeneity. If homogeneity is greater the scale economies of an increase 
in activity transference will be greater. This is because the execution process 
at CC will have to handle fewer dt:viations from an average routine. Grt:ater 
homogeneity also means that certain activities (e.g. sales promotion and choice 
of suppliers ) can to a greater extent be carried out simultaneously for sev~ral 
R Cs. 

If homogeneity is greater, the effects of an increase in activity transference 
between wholesale and retail activities resulting from technological inter­
dependence will be more positive.11 This is because there can be more uni­
formity in the way the wholesale activity is carried out. 

zAn ex:ample [rom the empirical study: the existence of a large external buyer meant 
that the distribution of perishables from CC was on sufficiently large a scale to justify 
the use of modern equipment, with high efficiency in the prepackaging and price 
marking activities as a result. 
3 Homogeneity in the time d.Ullen,.ion of some retail activities constitutes azl exception to 
this. An example: increased activity transference in goods receival will lead to less ef­
ficiency due to the technological interdependence between this activity and the wholesale 
activity out transport, if the system's RCs are highly homogeneous in their timing of 
goods receival than if they are very heterogeneous. 
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lnternalization4 

The main intervening variables in this section will be: szze of the activity, 
pricefcost ratio, technological coordination, and control.~ 

Size of the Activity 
The efficiency criterion here is the efficiency of the individual actlVlty m 
the system as a whole ( A4, Bl). T he price paid by the internal component to 
the external components for carrying out the activity is included in input as a 
cost. In this subsection the price is assumed to be the same as the cost of 
carrying out the activity in the external components. 6 

I assume that either the total input into the activity or the total output 
from the activity is given. Total output or input can then vary, but only within 
the limits allowed by the efficiency effects of different degrees of inter­
nalization. 

The higher the degree of internalization the higher, by definition, is the 
proportion of the activity that will be executed inside the system. However, 
the absolute size of the activity in the external component is alsa affected by 
the flow relations between this component and others outside the system. This 
means that even if internalization is very high, the absolute size of the activity 
in the external component can be considerably greater than in the internal 
components. Thus a change in internalization can affect the absolute s.izes 
of the activity in internal and external components so as to increase or de­
crease efficiency, according to the above analysis of activity transference and 
scale economies. 

Price{Cost Ratio 
When an activity is executed externally, the price the system has to pay for 
it may be greater or less than the cost borne by the external component. The 
efficiency criterion in this subsection is the same as above (i.e. A4, Bl ) 
except that here the cost of the external component does not necessarily agree 
with the costs accruing to (i.e. the price paid by) the internal component. 
4 I shall not discuss changes in internalization that depend solely on increases or de­
creases in the size of activities in external components, uole~s such changes affect the 
size of the internal execution of an activity. 
:1 Compare this choice with the following: 

Size of the activity. Relation 6, p. 145, and references in the section on activity 
transference. 

Price/ cost ratio. Relation 13, p. 149, relation 3 in schedule A 9: 1, Berg & Bernitz 
(1966, p. 110) , Bain (1959, pp. 155 ff.). 

T echnological roordination-. References in the section on acti"-:ity transference. 
Control. Relation 13, p. 149, Carlson & Kusoffsky ( 1966, appendix II ), Thorngren 

(1967). 
u I acknowledge, of course, the difficulties inherent in allocating to individual activities 
a price that concerns several activities. As I have stated before it is outside the srope of 
this study to discuss Lhe general problems of cost and revenue allocation. 
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I have introduced the concept of the pricefcost ratio to indicate the relation 
between the price the system pay:s and the costs borne by the acting internal 
and external components. In internal execution the price and the cost are 
defined as equal, although there is no "price" in the usual sense. 

If the cost of external execution is the same as the cost of internal execution 
and the price/cost ratio is greater than 1, then an increase in internalization 
will mean greater efficiency. If we assume lower costs in external execution 
and a price/cost ratio greater than 1, an increase in internalization may or 
may not lead to higher efficiency. Etc. 

I assume that the greater the system's bargaining strength, the lower will 
be the price/cost ratio. Thus, at greater bargaining strength, a decrease in 
internalization will lead to a higher efficiency level. 7 An example of this is 
((function transfer» between distributor and supplier, whereby the supplier, 
without covering his costs by increasing the price, carries out activities previ­
ously executed internally (e.g. price marking, positioning of goods/refilling of 

shelves). 8 Although "function transfer" leads to greater efficiency in terms of 
price/cost ratio, the effect may well be the opposite in t~rms of conh·ol (see 
below). 

Technological Coordination 
The efficiency criterion refers to combinations of activities in the ~ystem as a 
whole (A3a; Bl ). The price of external execution is assumed to be equal to 
the costs. I am concerned with three types of activities. A is the activity for 
which internalization varies. E is an externally executed activity, and I an 
internally executed activity. Both A and I can be either retail or wholesale 
activities. It is assumed that A, E and A, I are interdependent on technological 
grounds. Coordination between A and E will thus be higher if the external 
component also carries out A ( p. 190). A similar assumption applies to coor­
dination between A and I if the internal component carries out both activities. 

Thus an increase in the internalization of activity A will have a positive 
effect on efficiency, since the technological coordination between A and I 

will improve; on the other hand it also has a negative effect (but only to the 
extent that the price paid by the system for external execution is affected), 
since coordination between A and E will deteriorate. 

Control 

Since the concept of decision integration has been defined only for internal 

7 In the long run, of course, the failure of an external component to cover its costs may 
have negative effects on the system. These effects will be ignored here as lying outside 
the scope of the study (p. 33). 
8 The concept "function transfer" (in Swedish "prestationsoverfOring") was used first 
by Berg in, for .instance, Berg & Bernitz ( 1966, p. 110). The concept has been fun her 
analysed in Valdelin & Ostrom ( 1966). 
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decision processes, I shall here use the more general concept of control (p. 
58). I am here interested only in the system's control of activities; I am not 
interested in whether, or to what extent, certain components in the system 
~ercise this control. The efficiency criterion here refers to the individual 
activity in the system as a whole ( A4, Bl ). 

It is assumed that the system has less control over activities executed by 
external components than over those executed by internal components. If the 
external component performs a commission for the system on exact specifi­
cations, the system's control over the activity will be the same as if execution 
were internal. I assume that greater control means less deviation between the 
goal adopted for the activity by the acting component and the system's goal. 
According to these assumptions, an increase in internalization will improve 
efficiency. 

Figure 9: 2 Relations Between Internalization and Efficiency 

tnternelizetion 

Size of aclivily 
in acting compo­
nents 

Te~hnological 
coordination with 
a) e~temal activities 
b) internal activities 

Control by system 

Effects of the Other EJ Variables 

Efficiency 
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Activity Transference. The size of the act1v1ty per component, at a change 
in internalization, is dependent on the value of activity transference. High 
activity transference will mean that the effects on scale economies of an in~ 
crease in internalization become less negative or more positive, since a greater 
part of the internalized activity is concentrated to CC. 

The effect of internalization on coordination with internally executed ac­
tivities will depend on the value of activity transference in all the inter­
dependent activities. If, for example, internalization increases in retail activity 
A, and activity transference is low for both A and its technologically inter­
dependent retail activity 1, then the effect on efficiency due to better coor­
dination will be more positive than if activity transference is high in either 
A or I. 

Exclusiveness. At an increase in internalization, the size of the wholesale 
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activities in CC ... \-ill be greater, the greater the exclusivenes.~ of the flows to 
or from CC. This is because the measure of internalization refers only to 

that part of a wholesale activity that is indirectly related to flows between 
the system's RCs and the consumers ( p. 105). The greater the exclusiveness 
of the flows to or from RCs, the greater the effect of a certain change in 
internalization on the size of related retail activities carried out by CC (i.e. in 
cases of activity transference greater than 0). 

The systcrn's bargaining strength is greater if the exclusiveness of the flows 

to 01· from RCs is greater. (This is discussed below, p. 198. ) Thus, given a 
decrease in internalization, greater exclusiveness will reduce the price/cost 
ratio. 

The greater the exclusiveness, the greater the interdependence between 
activities ,.,·ithin the system. At greater exclusiveness, therefore, an increase in 
internalization will have more favorable effects on efficiency via technological 
coordination between internal activities. 

Thus we can conclude that a t greater exclusiveness a change in internaliza­
tion ·will have greater effects-positive or negative--on efficiency. 

Homogeneity. It is assumed that external components will be more willing 
to accept "a function transfer" if homogeneity is high in the activity, since its 
execution v.-ill then cost less. The reasons behind this statement have already 
been given in connection ,-~.-)th homogeneity and activity transference, p. 192. 
The effects on efficiency of changes in activity size will, for the same reasons, 
also be affected by the degree of homogeneity. 

Exclusiveness 
The main intervening variables here are: size of activity at CC, system's bar­

gaining strength, coordinaJum, number of flow relations between system and 
supplie·rs, numbn of tfan.raction.r between system and .wppliers, RC's adapta­
tion to special conditions.9 

Size of Activity at CC 

Here the efficiency criterion refers to the individual activity in an individual 
component, CC (A 4, B3). Most of our definitions of the output of an activity 

9 Compare this choice with the following: 
Size of ~he actiuity at CC. Relation 6, p . 145. 
System's bargaining strength. Relation 15, 16 in appendix 9: I. 
Coordination. Relations I, 2, pp. 142 f. 
Cf. also, for relation between the three intervening variables above and efficiency 

the comparable references on p. 188. 
No. of flow relations between system and suppliers. No. of lransactionr between sy~·tem 
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have been related to a flow quantity (p. 21 and appendix 2: 1). Since input is 
not independent of output, the :;ize of the input v.rill be affected by certain 
flow quantities and, consequently, by the degree of exclusiveness. It is assumed 
below that total flow quantities to and from RCs are unchanged. · 

An increase in the exclusiveness of the flows to or from RCs will increase 
the size of the CO-executed activities related to the respective flo"-vs. This 
applies to wholesale activities ( and to retail activities if activity transference 
is greater than 0). If, for example, the exclusiveness of the goods flow to 
RCs increases, the total goods flow to and from CC will also increase, as 
will the size of the CC-executed activities related directly or indirectly to the 
goods flows. 

An increase in the exclusiveness of the flows to or from CC, will lead either 
to an increase or to a decrease in the size of the CO-executed activities related 
to the respective flows. There will be an increase in size, if the increase in 
exclnsiveness depends on an increase in the flow quantity from or to RCs. 
If, for example, RC starts to buy a greater proportion of its total purchases 
from CC, then the total goods flow from CC will grow; so will the activitic:; 
in CC connected with this flow. If, on the other hand, the increase in ex­
clusiveness depends on a dec.rease in the flow quantity to or from external 
components {buyers etc. ), then the total flow to or from CC will also de­
crease. If, for example, CC sells less to external buyers while sales to RCs 
remain the same, then the size of CC's goods handling activities etc. will 
decrease. 

Changes in the size of the activity at CC, depending on changes in exclu­
siveness, can affect the efficiency of the activity in the following ways: 

First there are scale economies according to our analysis of activity transfer­
ence (p. 189). 

Secondly, if the change in exclusiveness has also, by definition, brought 
about a change in internalization, the effects of this must be taken into account 

(pp. 193 ff.). 
Thirdly, if there is an increase in exclusiveness, the total quantity of flows 

between RCs and external components will decrease. I assume that whole­
sale activities will in such cases sometimes, but not always, be carried out both 
by an external component and by CC, to maintain a certain flow quantity to 
or from RCs. This increase in the size of the activity at CC will tend to reduce 

<md suppliers. In analyses of marketing costs the customer, supplier or transaction is 
often regarded as cost-affecting uruts. See e.g. af Trolle (1963, ch. 8). Current ex­
p lanati-on! of the existence of intermediaries ("assortment and allocation function") 
include assumptions about relations between number of flow relations and c~ts and/or 
number of transactions and CO$ts. See e.g. Alderson (1957, ch. 7), Artie & Berglund 
( 1959). The analysis in Balderston ( 1958) of communication networks in intermediate 
markets and relation 4 (p. 144) are also relevant references. 

RC's adaptation to individual conditions. Relation 16, p. 152. 
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efficiency. Note, however, the positive effects in this context of an increase 
in exclusiveness geared to number of flow relations and number of transactions 
(see below). It is also assumed that an increase in exclusiveness sometimes 
means that the external component is no longer involved in maintaining a 
certain flow to or from RCs, for example when CC takes over delivery to 
ilie stores from an external wholesaler. 

The System's Bargaining Strength 
Here the efficiency criterion refers to the acqulSltiOn of goods or resources 
for the whole system (A3b, B1 ) . The degree of exclusiveness affects the 

system's bargaining strength in acquiring goods and resources (excluding 
manpower) in three ways. To begin wiili, bargaining strength increases with 
an increase in the exclusiveness of the flows to RCs. The reasons for this are 
the same as have already been mentioned in connection with activity trans­
ference (p. 190). 

Secondly, on a "buyer's market", bargaining strength increases with an in­
crease in the total quantity of goods flows and production factor flows to CC. 
This statement is based on the following reasoning. I assume that a supplier 
of goods or production factors attaches greater economic importance to keep­
ing or getting a buyer, the greater his total purchase quantity, regardless of 
whom be buys from during the present period. The buyer's potential purchase 
volume from the supplier is greater. I assume that the total flow of goods to 
CC is equal to the flow from CC. I also assume that the flow of production 
factors to CC increases, if there is an increase in the equivalent flow from 
CC. The relation between total flow quantity from CC and exclusiveness was 
analysed above. Thus, bargaining strength increases when the exclusiveness of 
the goods flows to RCs increases, and increases or decreases when the ex­
r.lusiveness of the goods flows from CC increases. 

Thirdly, bargaining strength increases wiili an increase in the quantity 
per flow relation between CC and ilie external suppliers. I assume that a 
larger total flow to OC means that the quantity per flow relation between 
CC and external suppliers has also increased. The system will then enjoy 
greater bargaining strength on a "buyer's market" because a drop in purchases 
or the complete loss of a big customer will hurt more and a certain relative 
increase in the purchases will have a greater absolute effect. The greater the 
quantity per flow relation is also assumed to have the effect of making the 
system more dependent on its existing suppliers. This will tend to lower the 
system's bargaining strength on a "seller's market". 

We can thus conclude that, with some exceptions, an increase in exclusive­
ness leads to an increase in efficiency resulting from an improvement in 
bargaining strength. 
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Coordination 
In this section I no longer restrict myself to technological coordination. 
Instead I use the term coordination as discussed on pp. 27 f. The most im­
portant effect that exclusive1tess has on coordination efficiency ( A3a, B2, C3) 
has been discussed earlier in connection with decision integration and ef­
ficiency (p. 132 and p. 183). However, even if we ignore its effects in tbat 
respect, the degree of exclusiveness affects coordination efficiency. Interde­
pendence between components in the system, and consequently the need for 
coordination, increases with an increase in exclusiveness. Not only this but also 
the opportunities for achieving a higher degree of coordination improve. An 
increase in exclusiveness will mean an improvement in the quantity and 
quality of the information in CC about RCs' activities, both before and after 
execution. This information will increase the quantity and quality of in­
formation in CC's decision base for its own activities. For example, if the 
exclusiveness of goods flow to RCs is greater, CC can make better predictions 
of purchase quantities from RCs, thus improving conditions for its own 
ordering activity. 

It is not possible to state here whether the net result of an increase in ex­
clusiveness will be lowe1· coordination efficiency due to the greater need for 
coordination, or higher coordination efficiency due to improved opportunities 
for achieving a higher degree of coordination. 

Number of Flow Relations Between System and Suppliers 
Under this heading efficiency refers either to the individual activity or to the 
acquisition of goods and resources, in both cases for the whole system (A4, 
Bl and A3b, Bl). I assume that the mere existence of a flow relation generates 
some costs that are independent of the quantity of the flow. I further assume 
that, regardless of variations in the system's bargaining strength, external sup­
pliers of goods and resources will offer lower prices, decreasing at a constant 
rate, when the flow quantity per period increases. If we assume that the total 
flow quantity to or from CC is given, and that no external component has 
flow relations with both CC and RCs for the same type of flow in the same 
period, then an increase in the exclusiveness of flows to or from RCs ·will de­
crease the number of flow relations between RCs and the environment and/or 
decrease the quantity per such relation. In both cases CC's corresponding 
external flow relations will increase in number and/or increase in quantity 
per relation. As there is only one CC in the system, the net effect will be a 
decrease in the total number of flow relations between system and suppliers 
and an increase in the average quantity per relation. 

We can thus conclude that an increase in exclusiveness will lead to an in­
crease in efficiency. 
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Number of Transact ions Between System and S uppliers 
Efficiency criteria are the same as above (i.e. A4, Bl and A3b, Bl). Each 
transaction, regardless of size, is assumed to incur certain costs. Suppliers are 
assumed to offer lower prices (decreasing at a constant 1·ate) for larger trans­
actions, regardless of the system's bargaining strength. I assume as above that 
the total flow quantity to or from RCs is given ; changes in exclusiveness thus 
refer to changes in the proportion of external to internal flow quantities. I 
further assume that the number of transactions per flow relation is independent 
of the flow quantity per period.10 

An increase in exclusiveness means fewer flow relations between system and 
suppliers (see above) . This in turn means fewer transactions between system 
and envirorunent but a larger average transaction size. According to the above 
assumptions, the number of transactions between CC and RCs remains un­
changed; thus there is also an increase in the size of transactions in internal 
flows. 

The conclusion is that an increase in the exclusiveness of the flows to or 
from RCs, leads to an increase in efficiency. 

RC's Adaptation to Special Conditions 
Under this heading efficiency refers to the individual activity in the individual 
component (A4, B3). Given greater exclusiveness in the flows to or from RCs, 
RC will find that, for some activities, the number of alternatives available 
will be some\.\•hat restricted. For example, if the exclusiveness of the goods 
flow to RCs is very high, then most of RC's assortment must be selected from 
items included in CC's a~;sortment. If the flow of manpower to the system's 
components is very exclusive, people from outside the system can very rarely 
be recruited as managers. 

This means that any RC which differs considerably, or whose environment 
differs from what is usual in the system, may have to choose an alternative 
not well suited to its special conditions. For example, if competition and market 
conditions differ markedly for any particular RC from the average in the 
system, RC may find that system-imposed restrictions on its choice of asso,·t­
ment, choice of suppliers and sales promotion hamper a proper adjustment to 
local conditions. 

The relations between exclusiveness and efficiency are summarized in figure 
9:3. 

10 This ~sumption can be compared with the conditions in real systems opetating with 
.a fixed number of deliveries per period; within broad limits this number is unaffected 
by the flow quantity per period. 
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Figure 9: 3 Relations Between Exclusiveness and Efficiency 
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Activity Transference. The greater the activity transference of a retail activity, 
the greater the increase in the size of this activity at CC, given a certain in­
crease in the exclusiveness of the flo""-s to or from RCs. If activities involving 
negotiations with external suppliers enjoy higher activity transference, an 
increase in the exclusiveness of the flows to RCs will lead to greater bargaining 
strength. 

Internalization. The positive or negative effects on efficiency of a change 
in exclusiveness will generally be greater, the greater the internalization of the 
activities concerned. 

Homogeneity. The greater the homogeneity of retail activities, the more 
positive will be the effects of increases in activity size at CC (wholesale or 
retail activity) following a change in exclusiveness (see p. 192; also p. 203 
below). The greater the homogeneity of activities such as choice of assortment, 
choice of suppliers, acquisition of material etc., the fewer will be the flow 
relations and the fewer the transactions between system and suppliers at an 
increase in the exclusiveness of the flows to RCs. Since there will also be a 
greater increase in quantity per flow relation with the environment in such 
cases, bargaining strength wiLL increase. 
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Homogeneityl 1 

The main intervening variables here are: number of flow relations between 
CC and suppliers, coordination between wholesale and retail activities, and 
RC's adaptation to special conditions.12 

Note that the effect of the homogeneity variable on the way that changes 
in other EI variables affect efficiency has been di~cussed above in the sections 
on activity transference, internalization and exclusiveness. An example is the 
effect of homogeneity on scale economies resulting from an increase in activity 
transference. 

Number of Flow Relation.r Between CC and Suppliers 
Efficiency here refers either to the individual activity in CC or to the acquisi­
tion of goods and resources for the whole system (A4, B3 or A3b, Bl). Note 
that in the first case efficiency refers to a wholesale activity and homogeneity 
to a retail activity. It is assumed that the number of external components 
with which CC has flow relations depends on the degree to which the flows 
between CC and each RC vary in their composition. If they are fairly uniform, 
it can be assumed that fewer external components (and thus fewer flow 
relations) will be needed to satisfy OC's need to create flows of a certain size 
between itself and RCs. The uniformity of the flows will be dependent on the 
degree of homogeneity in certain dimensions of certain activities related to 
the flows. For example, if there is an increase in the homogeneity of the 
retail activity choice of assortment, dimension article identity, then the flows 
of goods from CC to each RC will be more uniform in their composition 
and, accordingly, CC will have flow relations (goods, information and pay­
ments) v..Jth fewer external suppliers. 

Thus, at a given total flow to or from CC the greatet· the homogeneity 
in relevant dimensions of certain activities related to the various flows, the 
fewer the flow relations between CC and the environment and the greater 
the flow quantity per such relation to or from CO. If flow relations become 
fewer and larger, this will lead to increases in efficiency with regard to both 
criteria (according to the earlier analysis p. 199) . 

Coordination Between Wholesale and Retail Activities 
The efficiency criterion concerns a combination of a wholesale and a retail 

11 Homogeneity refers here to retail activities only. 
12 Compare this choice with the following: 

Number of flow relations between CC and supplien. Relations 13, p. 149, and 1, 6, 
17 in appendix 9: 1. 

Coordination b~tween wholesale and retail activities. Relations I, 2, 4, pp. 142 ff. 
and 2, 4, 12 in appendix 9: l. 

RC'.< adaptation to special oonditions. Relations 15, p. 151 ; 5, 10 in appendix 9: 1; 
Balderston ( 1962 ) . 
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activity for the whole system, in the first three cases with regard to the execu­
tion process, and in the fourth case with regard to coordination efficiency. 
(i.e. A3a, Bl, C2b and A3a, Bl, C2a) (For the sake of simplicity I will 
assume below that the efficiency of the retail activity is not affected.) 

First, if homogeneity is high in the technique dimension of a retail activity, 
then techniques can be chosen for the technologically interdependent whole­
sale activities without worrying about variations and exceptions from the 
nonnal routine. If homogeneity in the retail activity is low, then it is not 
possible for CC to carry out the whole activity in the most efficient way 
technologically speaking; furthenuore each separate procedure will be on a 
smaller scale. In both cases the effects on the efficiency of the wholesale activity 
will be negative. On the other hand, high homogeneity may mean that CC 
has to choose a less efficient technique for a great part of the wholesale activity. 

An example: Assume that RC can choose between three technical procedures 
and any combination of them for transferring order information; preprinted 
order fonn, visit to CC's warehouse, and sales visit from CC representatives. 
These retail techniques have their equivalent in different procedures in 
the wholesale activity selling/order receiual, all to some extent requiring spe­
cialized resources. If all the RCs use preprinted order forms only, then 
CC can suspend his operations with regard to sales visits and receival of 
orders at the warehouse. CO's wholesale activity can then be run more 
efficiently because some resources are freed, and the technique chosen for 
selling/order receival may be the most efficient. If, on the other hand, all 
the RCs use the sales visit technique only, and if we assume that this is the 
least efficient technique from the point of view of the wholesale activity, 
then efficiency might be lower. 
Secondly, an increase in homogeneity in the time dimension of a retail 

activity whose execution is closely related, time-wise, to certain wholesale 
activities, will mean greater variations in the work load in the wholesale 
activities. 

An example: If goods supplied by CC are received by a large proportion 
of the ROs within a narrow time interval, then CC will need larger re­
sources for order picking and out transport, because capacity has to be di­
mensioned for peak loads. 
Thirdly, let us consider the effects of homogeneity on the coordination 

between CC's storing and RC's choice of assortment activities. Goods units 
included in the goods flow to CC are stored for varying lengths of time at 
CC. Assuming a given total flow quantity to and from CC, and given out­
of-stock frequency, the average inventory size can be kept lower, the fewer 
the articles in CC's assortment. (This follo'V.'S from elementary inventory 
theory. ) If the number of articles supplied by CC in RC's assortment is given, 
then the number of articles that CC has to carry in its assortment will be 
lower, the higher the homogeneity in RC's choice of assortment (article 
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identity ) . Thus, if we assume that, other things being equal, efficiency in 
storing is higher, the lower the average inventory siz~, then efficiency wiil 
increase with an increase in the homogeneity of the retail activity. 

Fourthly, an increase in the homogeneity o.f a retail activity will, at given 
information processing costs, improve the quality of the information in CC 
about individual RC behavior and, consequently, improve CC's decision base 
for any wholesale activities that are interdependent with the retail activity. 
This will increase coordination efficiency. ( Cf. the analysis in sampling theory 
of the rdation between the dispersion of the relevant vaTiable within the 
population and the choice of sample size. See e.g. Ferber & Verdoorn, 1962, 
ch. 5.) 

RC's Adaptation to SjJecial Conditions 
Here the efficiency criterion refers, in the first paragraph, to individual 
activities in individual components (A4, B3) and in the second paragraph to 
a combination of activities in the whole system ( A3a, BI) . 

The higher the homogeneity in a retail activity, the less opportunity an RC 
has to choose an action alternative well adapted to its own special circum­
stances {such as its resource stnrcture, or the conditions on its local market) . 

The efficiency consequences of an increase in the homogeneity of activity 
A will be affected negatively if the homogeneity in an interdependent retail 
activity B is low rather than high. For example, if homogeneity is low in 
choice of assortment or pricing, the effect of an increase in the homogeneity 
of sales promotion will not be equally favorable. The lower individual adapt­
ability following an increase in homogeneity, will in such cases have more 
serious effects. 

Figure 9: 4 R elations Between H omogeneity and Efficiency 
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Effects of the Other El Variables 
Activity Transference. An increase in the homogeneity (time dimension) of 
retail activities that are interdependent in time with wholesale activities will 
mean a greater increase in work load variations in CC, if activity transference is 
aJso high. The retail activity will also be using CC's resources during peak 
periods. An example: CC carries out a greater part of the goods receival or 
positioning/refilling following out transport. 

If activity transference is high, the information in CC about the execution 
of the retail activity will be of a high quality (according to earlier assump­
tions p. 178) . vVhen activity transference is high, an increase in homogeneity 
does not therefore add to the quality of the information contained in the 
decision base for wholesale activities as regards the part of the activity that 
is carried out by CC. 

Internalization. Given greater internalization in wholesale activities, the 
effects on coordination of a change in homogeneity will be more marked, 
because the size of the wholesale activities will be greater in CC. 

Exclusiveness. The higher the degree of exclusiveness, the greater the inter­
dependence in the system and the greater the effect, positive or negative, on 
efficiency of a change in homogeneity. 

On the Effect of Environmental Variables on the Analysis 
Schedule 9: 1 provides a list of the environmental variables discussed below, 
together with the EI-variables to which I assume they are relevant. Their 
connection with the marketing literature, as. reported in chapter 7, is aJso 
indicated. 

Activity Transference 
The values of the following environmental variables will affect the way in 
which changes in activity transference will influence efficiency. 

Technology is relevant because it affects the available combinations of pro­
duction factors and their productivity, e.g. the existence of machines having 
particular performance characteristics, or the existence of possible tech­
nological solutions to the activity's execution. Technology affects efficiency 
via scale economies and the coordination of activities. 

The relative prices of production factors will influence the way in which 
changes in the proportion of the various production factors affect efficiency 
and, thereby, the scaJe economies (p. 189). 

The degree to which the system's acquisition market (for goods or re­
sources ) can be characterized as a "buyer's market" . An increase in this 
variable will increase the efficiency improvement resulting from the relation­
ship between activity transference and the system's bargaining strength (p. 
190). 
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Schedule 9: 1 List of Enuironmental Variables 

Environmental Variable 

Technology 
Relative prices of production factors 
The degree to which the system's 
acquisition market can be characterized 
as a " buyer's market" 
Legal regulations 
Size of a particular retail activity in an 
external component 
General price level of a particular 
externally executed activity 
Seller's general differentiation of sales 
conditions between buyers according to 
purchase volume (regardless of buyer's 
bargaining strength) 
Homogeneity of consumer preferences 
between submarkets 

Relevant to 
EI Variables:u 

A,I,E, H 
A, I, E, H 
A, I, E, H 

A, I, E, H 
I 

I 

E,H 

E,H 

H omogeneity of competitor behavior E, H 
between submarkets 

cr. according to 
schedule 7: 6, 
pp. 153 f. relation no. : 
environm. variable no. 

3: E3, 4: E4, 12: El 
3: E4 

4: El, E2, 11: El 

5: E2 

5: E4 

1: E4 

Legal regulations regarding competitiOn, bank loan proviSions, town 
planning, etc., can affect the consequences of activity transference with regard 
to the utilization of bargaining strength, and the realization of potential 
economies of scale or the· economies of improvements in the technological 
coordination of activities. 

Internalization 

Technology, the relatiue prices of production facto rs, and legal regulations 
will have the same type of effect on the relation between EI and efficiency, as 
regards scale economies and coordination. The reasons for this are the same 
as under the previous heacling. 

The effect on efficiency via the price/cost ratio will be affected by legal 
regulations and by the "degree of buyer's market». The price/cost ratio is 
assumed to decrease when the latter variable increases. 

Under the present heading it is also relevant to consider: the size of a partic­
ular retail activity in an external component and the general price level of a 
particular externally executed activity. The higher the value of the first of 
these variables, the more positive will be the effect on efficiency of a decrease 
in internalization. An increase in the genewl price leuel of a particular exter­
nally e:cecuted activity will increase the price/cost ratio and make an increase 
in internalization more favorable. 

l3 A~ Activity transference, 1= Internalization, E ~Exclusiveness, H ~Homogeneity. 
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Exclusiveness 
Arguments similar to those in the subsection on actJvJty transference above 
apply with regard to the effect of technology, the relative prices of production 
factors, crdegree of buyers market", and legal regulations, on the consequences 
of a change in the degree of exclusiveness. (The relevant main intervening 
variables are size of the activity at CC, system's bargaining strength and coor­
dination.) The effects on efficiency of changes in number of flow relations 
and number of transactions are affected by technology and by seller's general 
differentiation of sales conditions between buyers according to purchase 
volume. An increase in the latter variable will have a positive effect on 
efficiency. 

The greater the homogeneity of consumer preferences between submarkets 
and of competitor behavior between submarkets, the less ""-ill be the negative 
effect on efficiency of an increase in exclusiveness with regard to RC's adap­
tation to special conditions. 

Homogeneity 
AU environmental variables relevant to this EI -variable have been introduced 
in the subsections above. The three main intervening variables in the analysis 
of homogeneity have their counterparts in analyses of the other EI variables. 
I need therefore only refer to schedule 9: 1, where the relevant external 
variables for homogeneity are listed, and to those paragraphs above where 
number of flow relations, coordination and RC's adaptation to special condi­
tions are treated. 

On the Effects During the Changeover Period 
Hitherto our analysis has been concerned with a comparison between situations 
with different levels of integration (p. 159). We must now briefly consider 
the effects on efficiency of the changeover period itself. 

I have previously assumed that a decrease in an integration variable will 
have the opposite effects to an increase. This assumption does not apply in 
the present section. The change as such is instead assumed to have the same 
types of effect regardless of whether it constitutes a decrease or an increase. 

A change in execution integration takes time to establish. If efficiency is 
a monotonously rising-or falling-function of execution integration, then 
average efficiency will be lower-or higher-<iuring the period of change than 
it will be afterwards. 

It also takes time to realize the adjustments in resources, flows and activities 
that are the purpose of the change in integration. Consider, for example, a 
change in activity transference: new tasks will have to be learnt, and pro­
duct ion factors reorganized to deal with them. Or, to take another example, 
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suppose that the system tries to increase the e"-clusiveness of the goods flows 
to RCs. External components may well try to counteract this by stepping 
up their sales efforts towards RC, so that there is no reduction in the number 
of external flow relations in the early part of the changeover period. Thus, 
to begin with, any increase in exclusiveness, in this case, depends only on a 
reduction in the quantity per flow relation between RC and external compo­
nents. 

We can also assume that a change in decision integration is sometimes used 
as a method of changing execution integration. This approach leads to higher 
costs during the period of the changeover; jt also takes time to change DI 
(p. 186). 

Thus we can conclude that, if a particular change (increase or decrease) 
in execution integration does lead to an increase in efficiency, efficiency during 
the period of the changeover will nonetheless be below the level it subsequently 
reaches ; possibly even below its level before the change. If a change in execu­
tion integration results in a loss of efficiency, efficiency during the period of 
the change may be above or below its subsequent level. 

On the Effects of Decision Integration and Institutional 
Integration 14 

One of the purposes of maintaining decision integration at a high level, or of 
increasing it, may be to cause changes-particula.rly increases-in EI variables 
(p. 132). If DI is initially high, the changeover period v.r:ill be shorter and 
the cost of raising DI will be avoided (p. 186). Thus efficiency during the 
changeover period is higher, at a given change in execution integration, it 
DI is initially high. 

High DI can in some cases be regarded as a substitute for high EI values. 
Some examples: bargaining strength in the system can be improved either 
by an increase in DI or by an increase in exclusiveness or activity transference. 
Coordination between wholesale and retail activities can in some cases be 
improved by an increase in DI or by an increase in some EI variable. 

If an EI variable is reduced, in order to achieve certain positive efiects, 
high DI will help to soften some of the less favorable effects of such a change. 
For example, if there is a decrease in the exclusiveness of the goods flow to 
RCs, any negative effects on bargaining strength can be modified, or avoided 
altogether, if the retail activity choice of assortment exhibits high DI. 

Institutional integration (II) affects the analysis of EI and efficiency directly 
and also, indirectly, via the relation between II and DI. 

H Note that the elfccts of the EI variables on the analysis of DI and efficiency have been 
discussed above pp. 181 ff. Efficiency criteria in this section refer to both decision and 
e.xecution processes, i.e. they refer to the CI-level, because decision integration is in­
cluded in the analysis. 
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According to our analysis in chapter 8, the higher the degree of institut;ional 
integration, the rugher the efficiency at a given increase in decision integration 
( p. 184) . Thus, because of the relation between DI and EI referred to above, 
the effects on efficiency of a change in EI will also be indirectly affected by II. 

It has been pointed out above that institutional relations may involve the 
existence of mandatory rules specifying that CC, rather than RC, should carry 
out certain activities (p. 128). In some cases these rules guarantee high ex­
clusiveness and high activity transference. Institutional relations can also con­
tain rules which are not legally binding but which, if followed, will affect the 
values of certain EI variables (p. 129). It can be assumed that the existence 
of institutional relations of both these types will facilitate increases in EI, or 
the maintenance of EI at a high level. It can be further assumed that manda­
tory rules will have the greater effect. 

We can conclude that the effects on efficiency of a change in execution in­
tegration will be more positive or less negative (particularly during the period 
of changeover), if institutional integration is high. 
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Chapter 10 
Summary, Further Research, Possible 
Applications 

Findings of the Study-a Summary 
The findings of the study can be summarized under three subheadings: (a) 
the system of concepts, (b) measurements of integration variables in real 
systems, (c) the analysis of relations between integration and efficiency. 

The System of Concepts 
If we compare the system of concepts developed in chapters 4-6 above with 
the concepts of marketing literature as reported in chapter 3, we find that 
certain features emerge. (Cf. p. 45.) 
a) Emphasis is no longer mainly on institutional relations; instead integration 

is related more directly to the decision and execution processes of the ac­
tivities in the system. 

b) The concepts are defined in such a way that the integration variables 
(excluding institutional integration) are continuous, i.e. integration in its 
various senses can assume any value between zero and one. The concepts 
quoted in chapter 3 treat "integration" as a discrete variable (sometimes 
only allowing for the values 1 and 0), arul/or imply that it is continuous 
but do not indicate how to define it as such. 

c) The concepts can be operationalized. Some sort of measurement has been 
made here for all the integration variables (excluding internalization). In 
the case of decision integration, I have shown that at least rankings and 
rough classifications are practicable. 

d) The relations between the integration concepts have been analysed. It is 
possible to see them not as a set of disparate concepts but as a system of 
interrelated concepts. 

Measurements of Integration Variables 
Under this heading the main findings are:1 

a) Comparisons between systems have shown that the degree of integration 
for one particular activity often varies from system to system. 

b) Comparisons between the activities in a particular system have shown that 
the degree of integration often varies from one activity to another. 

1 (a)- (c) contain statements about decision and execution integration. 
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c) It has been shown that in a majority of cases the degree of integration is 
neither extremely high nor extremely low. 

d) In our material, correlation has generally been high between the rankings 
of different integration variables.2 

The reliability and validity of the measurements must be judged in light 
of ( 1) generally accepted models (theories) of the mode of operation of the 
measuring instruments applied, in this case interviews and questionnaires, 
and (2) the relation between the definitions at model level and the 
operationalizations. 

The first of these questions concerns the transition between real systems and 
the description level. It is treated in the literature on research methods in 
behavioral sciences. My chief measurement technique has been the use of non­
standardized interviews, whose results I have interpreted myself. Reliability 
and, probably to a lesser e..--.dent, validity will have suffered from this. As to 
point (2), one can pooe the following question: does a particular operationa­
lization really measure what we want to measure, in light of the definition of 
the concept at model level? This is a question of validity in the sense of the 
correspondence between model level and description level. Since these results 
are geared not to disparate concepts but to a system of concepts, and since the 
various results are compatible with the models of integration/efficiency re­
lations developed in this study, there seems to be some grounds for claiming 
fairly high validity in this respect.a Note, however, that my analysis of integra­
tion/efficiency relations has to some extent been affected by the present em­
pirical study. This somewhat weakens my claim for validity. 

Analysis of Relations Between Integration and Efficiency 
The analyses in chapters 8 and 9 led me to certain conclusions about relations 
between integratiotl and efficiency. These conclusions are based on certain 
explicit assumptions and have been reached by deductive reasoning. The 
conclusions, and the reasoning and assumptions behind them, together form 
a coherent frame of reference. It should be possible to reformulate the con­
clusi:ons into a system of hypotheses that may be subjected to some sort of 
empirical test. 4 The conclusions are presented on pp. 213 ff. 

Conclusions about the direction of the various relations do not give any 
indication of the direction of the net effect on efficiency of a particular 
integration change, because the analysis does not weigh the simultaneous 
2 Since the number of elements in each ranking, and the number of rankings, are both 
smaU, there is a more than negligible probability that these have occurred by chance 
even at relativdy high correlation coefficients. 
3 Cf. the discussion of "conceptual validity" in Ramstrom ( 1967, pp. 30 f. ). 
·t In formulating hypotheses, the greatest difficulty will probably be the ope.rationaliza­
tion of some of the variables included in the analyses of relations between decision in­
tegration and efficiency. 
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positive and negative effects against each other. In some cases it has not even 
been possible to state the direction of the relationship. The relative importance 
of the positive and negative effects is also affected by assumptions regarding 
other integration variables and environmental variables. In fact, a major 
feature of the analysis is that assumptions about the values of the other in­
tegmtion variables are very important with regard to the effects 011 efficiency 
of a pat·ticular change in one integration variable. 

By the validity of the models (in chapters 8 and 9) I here me.an the "agree­
ment" between relations at model level and con-esponding relations in the real 
systems. Subjective evaluations are the only ones possible here. We can ask 
ourselves three questions: ( 1) are the assumptions in the models "realistic" 
and do they agree or disagree ·with "known facts"? (2) is the deductive 
reasoning logically correct? { 3) do the conclusions agree with or contradict 
generally accepted conceptions or knowledge about relations in real systems? 
The answers to these questions can provide a rough test of validity ("face 
validity" or "consistency") at this early stage in the development of the models 
(Amstutz, 1967, p. 381). 

The analysis has been linked to empirical and theoretical studies in the 
subject area. This should affect validity positively with regard to ( 1) and 
(3). As to (2), it should be rather easy in most cases to judge the quality of 
the deductive reasoning. 

However, my general assumptions suffer from certain basic limitations that 
affect the validity in a negative way. The following are probably the two 
most important: 

a) The analysis concerns a comparison of two states of equilibrium; it there­
fore takes no account of the dynamic nature of the real systems. For in­
stance, the analysis of the interrelations between integration variables in 
the efficiency analysis suffers from this. 

b) The chosen limits of the system, for which efficiency has been analysed, 
exclude any consideration of the efficiency of external components, such 
as manufacturet's and consumers. Thus I neglect the fact that actions lead­
ing to an increase in the efficiency of the system may lower the efficiency 
of certain components in the environment, which may ultimately have a 
negative effect also on the efficiency of the system ( cf. p. 33). However, 
in many studies efficiency is viewed from the point of view of single com­
ponents only; in comparison \·vith such studies my system-oriented approach 
should represent some gain in validity. 

A subjective evaluation on the above lines suggests a reasonable degree of 
validity for the models presented here, according to the limited concept of 
validity I have applied. More rigorous tests of validity would be possible 
only if the models were developed further. The problems of verification will 
be touched upon later in this chaptet·. 
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Conclusions of the Analysis of Decision Integration and Efficiency 
The reader may find some of the conclusions below difficult to understand 
unless they are seen in the context of the analyses in chapters 8 and 9. Similar­
ly, out of this context others might appear self-evident. There is a page 
reference at the end of each conclusion. To save space I have excluded conclu­
sions regarding environmental variables. 

L 5 If there is an increase in decision integration, transfer costs will (a) rise 
because the number of messages in the system increases, (b) fall because 
the number of messages betvvcen the system and the environment 
decreases and (c) rise or fall because the distance for messages between 
system and environment, the frequency of messages per component pair, 
and the motivation of the retail component will increase or decrease (pp. 
172 f.) . 

2. The greater the decision integration, the lower the costs of storing informa­
tion (p. 173). 

3. If there is an increase in decision integration, transformation costs will 
(a) decrease because the average size per decision step in the system de­
creases and (b ) increase or decrease because the number of decision steps 
per component will decrease or increase {p. 173). 

4.6 The greater the decision integration, the greater the goal fulfilment 
(with regard to acquisition of goods or resources) because the system's 
bargaining strength increases (p. 175). 

5. If there is an increase in decision integration, the level of goal fulfilment 
will increase or decrease because there is a decrease or an increase in the 
deviations between the goals of the decision m.aker and the system (p. 
175). 

6. The greater the decision integration, the greater the goal fulfilment 
because the logical consistency of the transfonnation activity improves 
(p. 175). 

7. The greater the decision integration for retail activity A, the greater the 
coordination efficiency of A and wholesale activity W, which is interde­
pendent ·with A (p. 179). 

8. If there is an increase in decision integration for retail activity A, the 
coordination efficiency in a retail component of A and retail activity R, 
which is interdependent with A, will either increase or decrease (p. 179). 

9. The greater the decision integration for a retail activity, which is carried 
out by all the system's retail components, the higher the coordination 
efficiency of this activity in the system (p. 180). 

10. An increase in decision integration for activity A has more favorable 
effects on the efficiency of the decision process of A if the decision 

5 Conclusions 1-3 apply for a given level of goal fulfilment. 
6 Conclusions 4-6 apply for given decision process costs. 
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integration of other activities is high than if it is low. This positive effect 
is greater, the greater the interdependence between A and the other 
activities (p. 181). 

11. The greater the activity transference, the greater the efficiency of the 
decision process, given an increase in decision integration (p. 182) . 

12. The greater the internalization, the greater the efficiency of the decision 
process, given an increase in decision integration (with the exception of 
those cases ·where external components carry out commisions on the 
central component's request, p. 183). 

13. The higher the degree of exclusiveness, the greater the efficiency of the 
decision process, given an increase in decision integration (p. 183). 

14. The higher the degree of homogeneity, the greater the efficiency of the 
decision process, given an increase in decision integration (p. 183). 

15. The greater the institutional integration, the greater the efficiency of the 
decision process, given an increase in decision integration (p. 184). 

Conclusions of the Analysis of Execution Integration and Efficiency7 

Note the various assumptions on which the conclusions are based. Efficiency 
criteria, which are specified in chapter 9, are not mentioned here. Conclusions 
about environmental variables etc. are not included in the list (see instead 
pp. 205 ff.)-
Conclusions regarding activity transference, 16- 21 
16. The greater the activity transference, the greater the size of the activity in 

the central component compared with each retail component and the 
greater the efficiency {p. 189) . 

17. The greater the activity transference for activities including negotiations 
with external suppliers, the greater the bargaining strength of the system 
and the greater the efficiency {p. 190). 

18. The greater the activity transference for retail activity A, the less satis­
factory will be the technological coordination with the technologically 
interdependent retail activi ty R and the more satisfactory with the 
technologically interdependent wholesale activity W. The net effect on 
efficiency cannot be generally stated (p. 191). 

19. The greater the internalization, the greater the positive effect on efficiency 
(according to conclusion 16) , given an increase in activity transference 
(p. 191). 

20. The degree of exclusiveness affects the efficiency, given an increase in 
activity transference but a general direction cannot be stated (p. 192). 

21. The greater the homogeneity, the more positive will be the effects on 

7 In this subsection activity transference and homogeneity always refer to retail activi­
ties only. In anr conclusions containing two EI variables the same activity is intended. 
When one of the EI variables is exclusiveness, a particular flow and one of the ac­
tivities related to the flow is in tended. 
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efficiency (according to nos. 16 and 18), given an increase in activity 
transference (p. 192). 

Conclusions regarding internalization, 22-27 
22. If there is an increase in internalization, efficiency will be affected by the 

changes in the size of the activity in the internal and external components 
(p. 193). 

23. If there is an increase in internalization, efficiency will be affected by 
changes in the price/cost ratio (p. 194) . 

24. If there is an increase in internalization, efficiency will be affected, 
positively or negatively, by changes in the conditions for technological 
coordination with internally and e":ternally executed activities (p. 194). 

25. The greater the internalization, the greater the system's control over the 
activity. Such a change affects efficiency posjtively (p. 195) . 

26. The greater the degree of activity transference, the more positive will be 
the effect on efficiency, given an increase in internalization, according 
to no. 22. The effect according to no. 24 will be negative or positive 
depending on which component in the system carries out the other 
activity (p. 195). 

27. The greater the exclusiveness, the greater the effects-positive or negative 
-on efficiency (ace. to nos. 22- 25), given an increase in internalization 
(p. 196). 

Conclusions regarding exclusiveness, 28-37 
28. If there is an increase in the exclusiveness of the flows to or from retail 

components, efficiency will (a) rise because the size of activities at the 
central component will be greater, (b) fall because activities at the 
central component and at external components will in some cases overlap, 
and (c) fall or rise according to nos. 22-25 because in some cases 
there will also by definition be an increase in internalization ( pp. 197 f.). 

29. If there is an increase in the exclusiveness of the flows to or from the 
central component, efficency will be affected because the size of the 
activities at the central component will either increase or decrease (p. 
197) . 

30. The greater the exclusiveness of the flows of goods or resources to the 
retail components_. the greater the system's bargaining strength on a 
"buyer's market" and the greater the efficiency in the acquisition of goods 
and resources (p. 198). 

31. If there is an increase in exclusiveness, efficiency will be affected because 
there will be an increase in the need for coordination as well as in the 
opportunities of achieving it. The net effect on efficiency cannot be 
generally stated (p. 199). 

32. The greater the exclusiveness of the flows to or from the retail components, 
the fewer the number of flow relations between the system's components 
and external suppliers, and the greater the efficiency (p. 199). 
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33. The greater the exclusiveness of the flows to or from the retail com­
ponents, the fewer the transactions benveen system and suppliers, and the 
greater the efficiency (p. 200). 

34. The greater the exclusiveness of the flows to or from the retail com­
ponents, the less satisfactory the retail component's adaptation to special 
conditions and the lower the efficiency (p. 200). 

35. The greater the activity transference, the greater the positive effects 
on efficiency according to nos. 28, 30, given an increase in the exclusive­
ness of the flows to or from the retail components (p. 201) . 

36. The greater the internalization, the greater the effects, positive or nega­
tive, on efficiency, given an increase in exclusiveness (p. 201 ) . 

37. The greater the homogeneity, the greater the efficiency according to 
nos. 28, 30, 32, 33, given an increase in the exclusiveness of the flows to 
or from the retail components (p. 201 ) . 

Conclusions regarding homogeneity, 38-44 
38. The greater the homogeneity, the fewer the flow relations between the 

central component and the environment, and the higher the efficiency 
(p. 202). 

39. If there is an increase in homogeneity, efficiency will be affected in both 
positive and negative directions with respect to the coordination between 
retail and wholesale activities ( pp. 203 f.). 

40. The greater the homogeneity, the less satisfactory the retail component's 
adaptation to special conditions, and the less the efficiency (p. 204). 

41. If there is an increase in homogeneity for a particular activity A, the 
effects on efficiency will be more positive, the higher the homogeneity in 
other activities interdependent with A (p. 204). 

42. The greater the activity transference, the more negative will be the effect 
on efficiency according to some aspects of no. 39, given an increase in the­
homogeneity of the time dimension of certain retail activities (p. 205 ). 

43. The greater the internalization of wholesale activities, the greater the 
effects (positive or negative) on efficiency according to no. 39, given 
an increase in homogeneity (p. 205). 

44. The greater the exclusivenC5S, the greater will be the effects (positive or 
negative) on efficiency according to nos. 38-41, given an increase in 
homogeneity (p. 205). 

Some Comments on Further Research 
In this section I am concerned to identify some research problems, and to 
discuss some approaches in light of the findings of this study. Assuming that 
the general goal of the scientific process is to increase the knowledge of 
particular real systems from particular points of view, it seems clear that two 
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parallel approaches will be needed: the construction and analysis of models, 
and empirical studies. We need models in order to design the empirical studies. 
We need empirical studies to elaborate and reconstruct the models. There 
must be interactions betv.•een studies at the model level and studies at the 
description leveL In this context the following problems appear important: 
a) The methods for measuring integration variables should be studied. In 

particular, attention should be paid to the relation between the definition 
at model level and its operationalization, since this is very important in 
connection with the validity of measurements. In this respect the concept 
of decision integration presents the greatest problems. 

b) The models should be developed quantitatively so that contradictory 
relations could be weighed against each other; also that not only the 
direction but also the size of changes could be indicated, and that some 
sort of validity tests could be applied. 

c) D'ynamic models should be developed, so that changes in the attributes 
of the systems over several periods could be studied. This would be 
particularly interesting in light of the interrelatedness of the integration 
variables. 

d) Empirical studies designed for the purpose of verification should be 
undertaken to see how far the models agree or disagree with conditions 
in the real systems. 

However, I believe that studies of type (d) should wait until further work 
has been done on models and the operationalization of concepts. To think 
of testing hypothe:~es before '-ve have reasonably well-developed models from 
which they can be derived and to which the result of the study can be related 
for further development of the models, seems to me premature. I therefore 
suggest that the empirical studies necessary for progress under (a) - ( c) above 
should be geared to individual cases or comparisons between such cases. An 
example coul d be the description of systems in which the central component 
tries to change one or more integration variables in one or more activities. 
The choice of variables to include in such case studies could be based on the 
concepts and analysis developed here. 

In studies for the purpose of verification, testing may be applied to single 
hypothese~, systems of hypotheses, or system models of varying degrees of 
complexity. The conclusions listed above provide examples of hypotheses which 
can be derived from the analyses in this study. Even the analyses on which the 
conclusions are based can be tested. Obviously, in light of the system-oriented 
approach, the testing of single hypotheses is less interesting than the testing 
of systems of hypothe:.es, or of whole models. 

In any marketing system we can distinguish a large number of system 
"situations" differing with respect to time, space, type of activity, etc. Each 
situation can be described in terms of the value of the relevant integration 
variable ( s) . In a comparison between two sitl..tations in a system, or between 
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different systems, the values of integration, efficiency and other relevant 
variables, including those in the environment, may or may not be the same. 

Adopting a survey approach, we would select certain situations and describe 
their characteristics. The situations may belong to different systems at one 
time, or to the same system at different times. Any statistical association 
between variables can then be identified, by the application of statistical 
methods. 

Experimental studies, in ·which an integration variable is manipulated 
according to predetermined patterns, are probably not practicable here except 
in very limited cases. For example, it might be possible to carry out an 
experiment in a large system with a high degree of institutional integration. 
Attempts could be made to establish integration changes in certain selected 
subsystems: while other subsystems were allowed to act as control groups. 
However, even in systems of this type, it cannot be assumed that the integra­
tion variables will be completely under the control of the experimenter. 

A weakness of any sort of partial testing of complex models, i.e. by testing 
a few of the hypotheses derived from them (or even only single hypotheses), 
is the difficulty of allowing for interactions between variaJ:,les. Perhaps a more 
promising approach would: therefore, be to develop simulation models and 
then to apply different sorts of validity tests. (Cf. e.g. Amstutz, 1967; Cyert & 

March, 1963). 
Some areas in which the general ideas of this study could be applied are 

indicated in the section below. Not all of these are directly geared to the 
integration/efficiency relation in marketing systems as studied here, for exam­
ple: manufacturer's adjustment to changes in integration, prediction of 
structural changes in the retail and wholesale trade, and the evaluation of 
developments in the marketing sector from the point of view of social efficien­
cy. Obviously such applications suggest a multitude of research projects. 

Possible Applications 
In conclusion it seems fitting to indicate some problem areas in which the 
ideas put forward in this report may be of some "practical" use. 

a) Most directly my findings concern the decision maker in retail or 
wholesale units within the marketing system who wants to analyse changes 
in integration variables and relate them to efficiency. The integration variables 
can be seen as action parameters controllable, at least in part, by central 
components. Cf. appendices 8: 1 and 9: 1, in which several examples are given 
of changes in action paramenters in the real systems; these arc very similar 
to the integration variables introduced here although they may not be ex­
pressed as such by the decision makers. With the help of the sy~tem of 
concepts developed in this study, the decision maker should be able to express 
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such action parameters more explicitly, to indicate the size of the desired 
change and, aftenvards, to check whether his aim has been achieved. My 
frame of reference also provides him with some basis for analysing relations 
between the various integration variables and for "structuring" his analysis of 
integration/efficiency relations. In my opinion the most important point here 
is that the decision maker should explicitly consider the interrelations between 
the integration variables. 

b ) During the last decade changes in the marketing systems in Sweden, 
particularly in integration, have faced manufacturing firms with a great many 
problems of adjustment. These have been the subject of much discussion and 
debate, as frequent conferences, published articles and activities in the trade 
associations all bear witness.8 

The manufacturer's decision processes abot't most action parameters in 
the " marketing mix'' should, according to the basic philosophy expressed in 
chapter 1, be very much concerned ·with the structure, behavior and efficiency 
of the systems of retail and wholesale units through which the manufacturer 
reaches the ultimate buyers. Integration variables express aspects of the 
systems' structure and behavior that are often of immediate interest to him. 
A change in decision integration, for instance in choice of suppliers, affects 
the relative importance of the central and the retail components in the manu~ 
facturer's selling activity. To think of the central component or the retail 
component as the decision making unit might be an oversimplifying and mis­
leading approach. The differences revealed between some real systems with 
regard to decision integration in choice of assortment, may for instance call 
for different marketing strategies on the part of the manufacturer. It may 
also be important for him to recogillze various combinations of integration 
variables. As far as he is concerned the effect of, for instance, an increase in 
decision integration may be different if there is also an increase in homogeneity 
and/or exclusiveness. 

Sometimes the preferences of both manufacturer and system components 
may appear irrational, unless viewed in light of our present frame of reference. 
An example: a central component may ask a manufacturer to deliver to 
a central warehouse instead of to the stores direct, although thls will burden 
the system with higher physical distribution costs. The manufacturer may be 
unwilling to make the change, although it would mean a fall in his own 
distribution costs. Why? The central component may be motivated by a desire 
to raise the value of certrun integration variables: exclusiveness (ipso facto), 
and perhaps also decision integration, internalization and activity transference. 
The manufacturer, on the other hand, may favor direct deliveries just because 
the direct contact with store personnel, and store display etc., gives him a 
8 An example of a study geared to these problems is Nyberg ( 1966). Discussion centers 
on the problems of Swedish furniture manufacturers in adjusting to changes in marketing 
systems. 
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higher degree of independence vi:;-a-vis the system's central component. For 
neither side is the question of cost difference in physical distribution of vital 
importance. It seems to roe difficult to explrun their standpoints on rational 
grounds without some reference to the integration concepts. 

c) The present focus on the integration attributes of the systems in the 
marketing sector should be of interest to anyone making forecasts of structural 
developments in the retail and wholesale trades, e.g. about number of work 
places, type of service system, assortment, size of store, etc. It is probably only 
rarely that decisions on structural changes, such as establishing and closing 
down stores or the adoption of a new service system, are made by the individual 
retail component without any influence from the central component. Differ­
ences in the decision integration and exclusiveness of the systems may, for 
instance, help to explrun why the development of the self-service system in the 
Swedish retail grocery trade has been more rapid in the consumers' cooperative 
sector than in the "private" sector. 

d) In the present study, efficiency has been regarded entirely from the point 
of view of the particular marketing system. If instead the object of study is 
the efficiency consequences of some kind of development in the marketing 
sector from the point of view of society as a whole then the ideas expressed in 
this study may be of some relevance for two reasons. First, social efficiency 
cannot be regarded as totally unrelated to efficiency from the standpoint of 
the system. Secondly, the kind of development within the marketing sector 
which is the object of an efficiency analysis may be a change in integration or 
a change in the relative importance on the market of systems with different 
integration characteristics. Typical examples of this are evaluations of the 
effects of increasing market shares for systems with high institutional integra­
tion. 

e) In Sweden the law pertaining to restrictive trade practices is geared 
to certain criteria about what constitutes socially damaging restraint of trade. 
Restrictions on competition are often of such a kind that they are closely 
related to integration variables. For example, cartels and other cooperative 
agreements affect the degree of institutional integration; they may also affect 
decision integration and execution integration. Refusal to supply a potentia] 
customer, or selective selling, may express a policy aimed at increasing or 
maintaining the degree of decision integration, exclusiveness and/or homo­
geneity. 

One of the main ideas of this study is that an analysis of integration variables 
is meaningful, regardless of the degree of institutional integration. In applying 
the law, however, it seems that the authorities' decisions about restrictions on 
competition which can be expressed in terms of decision or execution integra­
tion, often depend on the degree of institutional integration prevailing in t..~e 
system. The present study is not the place for a discussion of whether or not 
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this is reasonable; perhaps some b<i!iis for such a discussion could, however, 
be found here. 

f) When we try to understand the rationale behind various marketing 
activities on the part of manufacturers or distributors, it may be important to 
consider the activities not only with regard to consumer behavior but also 
with regard to relations between internal components and between manu­
facturers and the marketing system. 

The manufacturer's sales promotion activity can be regarded, and probably 
usually is, as a parameter primarily aimed at increasing the consumers' 
demand for the product in competition with other manufacturers. But it is 
also possible to see the activity as a parameter aimed primarily at strengthening 
the manufacturer's bargaining position vis-a-vis the marketing system. If the 
marketing system exhibits a high degree of decision integration in its activities 
choice of assortment and choice of suppliers, then the bargaining strength of 
the system will probably be high. But the manufacturer's position will improve 
if his sales promotion plans make it clear to decision makers in the system that 
consumer demand for the article (or for the promotion measure as such) will 
be great. Had decision integration in the system instead been low, then a less 
dramatic sales promotion approach might have been more effective from the 
manufacturer's point of view. The opposition to various manifestations of the 
manufacturer's sales promotion, which is sometimes foWld in marketing systems 
in Sweden today, probably has its roots, at least in part, in the fear that a high 
degree of integration (e.g. in choice of assortment, choice of suppliers, pricing 
and sales promotion), will become more difficult to maintain. 

Another example is represented by the weekly sales promotion programs in 
the marketing systems. This part of the sales promotion activity can be regarded 
as a means of competition in the traditional sense, aimed at the relation 
between the retailer and individual consumer. But there are two other ways 
of looking at it: as a means by which highly integrated marketing systems can 
obtain advertising allowance!i, price advantages or other benefits of coopera­
tion with the manufacturer; or, especially in systems with partial institutional 
integration, as a means of bringing about a higher degree of decision integra­
tion and homogeneity in choice of assortment, pricing and sales promotion 
than would otherwise be possible. 

g) Trade associations often cut across the marketing systems in the sense 
that retailers and wholesalers are members of different associations. The 
main purpose of trade associations is to look after the interests of their 
members. Changes in integration may also change the relative power, in­
fluence and efficiency of d ifferent component categories in the system. This 
may of course place officials in the trade associations in a difficult position. 
What should be their attitude and policy towards changes in integration? 
Should they, for instance, try to hinder, remain neutral towards, or encourage 
a development that reduces the discretion of members while aiming to in-
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crease the efficiency of the system? The analysis in this study may provide 
s<>me background against which such policy questions can be discussed. 
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APPENDIX 1 : 1 SOME COMMElfl'S ON THE COURSE OF THE RESEARCH PROCESS IN THIS STUDY 

Working as a researcher and consultant with the Swedish Wholesalers~ Research 

Institute, I bs.d already come across probleJDs of i ntegration in t he retail and 

wholesale trades in Sweden. well before the present project was ever thought of. 

I thus became interested in the subj ect through my observations of real !;ystems. 

I also began to do some thinki ng. that fo und some expression in a few lectures 

and articl.es. I vas also at the same time working on an investigation of the 

structural and marketing problems of the Swedish baking i ndustry which touched 

on the sa.e subject areaY/When a few years later I embarked on more systematic 

research, the subject was thus not new to me , nor was I completely i gnorant of 

conditions in those marketing systems that I was later to i nclude in the empir­

ical study. The initial research phase r esulted in a preliminary model of a 

marketing system and some preliminary integration concepts. This model corre­

sponds roughly to the model presented in chapter 2 above ; the preliminary con­

cepts ar e, in the main , t he same as those presented in chapters 4-6. However , 

both the model and the concepts have been f urther developed , refined, and made 

more explicit , in the course of the rewriting of these chapters. Developments 

on the mode l level governed my collection of material for t he empirical study, 

including the operationalizations of t he various concepts . This phase of the 

work i s discussed more fully in appendix 4:1 . The empirical study has been im­

portant for t he research process not only i n providing a number of findings and 

observations that can be explicitly reported , but also because the insights in­

to the functioning of these systems t hat my contacts with the real systems gave 

me • helped me towards the further development of concepts and modele . In a few 

cases , the way the concepts were subsequently r efined also affected t heir 

operationalization. For instance, at the start of the empirical study, I was 

not quite cleB.l• how, in operationalizing the concept of decision integration, 

I should take into account that the control information expressed the intention 

to influence the decision process and not the r ealized i nfluence. It i s not 

possible to say how, or to what extent, work on the empirical study has affect­

ed my model analyses of the relations between t he integration variables and 

between these variables and efficiency . 

Thus t he reader will understand that during the research process t here have 

been many transitions between rea l systems , models and descriptions of real 

systems. In the early stages of research in a particular area -ana I consider 

research into marketing sys tems to be at such a stage - it is much more diffi­

cult t han at later stages (when model-building and empirical research have pro­

ceeded f·J.rtr.e r } to distingui sh clearly and chronologically within the single 

research proj ect , between obse~vations of real systems and work at t he model 

1/ l-fattsson ( 1963) 
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level. (This difficulty makes it even more important in the presentation of 

the research report to distinguish betveen discourses on the model and on 

the description level.) To design an empirical study, it is necessary to 

have a model indicating the variables and relations to be measured. On the 

other band, to develop a model, it is necessary to know something of the 

real systems . 
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APPENDIX 2:1 DEFINITIONS OF THE ACTIVITIES 

The activities are described in schedules A 2:1 (retail activities) and A 2:2 (wholesale activities). The schedules indicate the 
contents of the activities. and the boundaries, when these are not quite evident, between their decision and execution processes 
and between activities themselves • .Ex81llples are given of eubactivities, dimensions and size of the activity measured in terms 
of output. The description is brief, for reasons of space. As far as possible I have tried to avoid repeating a wholesale 
activity description where this has a.lready been given for a retail activity. Thus schedule A 2:2 frequently refers back to 
schedule A 2:1. Wholesale activities are described more briefiy, since this study has been concerned mainly with retail activi­
ties. Finally, in schedule A 2:3 I take up some problslltS of d.elimitation between retail and wholesale activities. 

SCHEDULE A 2:1 Definiti ons of Retail Activities 

Activity 

Choice of 
assortment 

Choice of 
suppliers 

Content, boundaries between exe­
cution and decision processes , and 
examples of eubactivities 

Execution process: component 
keeps a certai n assortment 
available in the store . 

Execution: negotiations with 
external suppliers about condi­
tions etc. for retailers; main­
taining and changing the composi­
tion of the storc~s set of sup­
pliers . 
Sub&etivities: supplier negotia­
tions, taking up suppl iers, drop­
ping suppliers, maintenance of a 
certain combination of suppliers . 

Delimitation from other retail 
e.cti vi ties 

Borders on choice of suppliers 
and ordering, and is t o some 
extent included in sales promo­
tion and establishing stores. 
Choi ce of suppliers does not 
spec ify any individual products . 
Ordering is concerned Yith 
quantity purchased per article. 

Borders on choice of assortment 
and ordering. Ordering i s con­
cerned with articles decided in 
ace . with choice of assortment 
from suppliers chosen in ace. 
with choice of suppliers. The 
subactivity supplier negotia­
tions also form part of sa.les 
promotion. 

Dimensions (examples) 
Asterisk indicates 
dimensions included 
in appcndicon 5:1 
a.nd 5:3 

Identity of articlex 
Identity of type of 
merchandise 

Depth of assortment 

Width of assortment 

Identity of suppliersx 

Supplier~s approx. 
share of retailer~s 
purchaeesX 

No. of suppliers 

Agreed buying 
conditions 

Size (output, exam­
ples) 
Asterisk indicates 
variables used in the 
e~pirical study ace. 
to appendices 5:3 and 
6:1 

No. of changes in 
identity of articles 

No. of articles 

Total salesx 

lfo. of supplier 
negotiations 

No. of suppliersx 

Total purchasesx 
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Schedule A 2 : 1 (cont. ) 

Ordering 

Pricing 

Sales 
promotion 

Execution : exchange of information 
with suppliers about quantity, timing 
etc . Stock-taking is included in 
the decision process; so is receiving 
information from suppliers int ended 
to influence the quantity. Examples 
of subact ivities: production of 
order forms, sending written orders 
fi'om RC, verbal exchange of iofo:r:ma­
tion re orders. 

Execution: sales take place, or can 
do so, a~ a certain price per article 
and ace. to rules re service charges, 
price differentiation, etc. 

The activity con~ista of specially 
t imed. sales.:.promoting measures such 
as weekly programs, special sales , 
demonstrations , advertiuing etc. 
Execution : on the ono hand prepara­
tions in the shape of supplier nego­
tiations, ordering, goods handling, 
production of store material, etc . 
and, on the other hand. , the existence 
of the sale:; promotion progrsro i n 
contact:; with the consUI!Iers. 
Example~ of aubactivities: supplier 
negotiation~, choice of assortment , 
ordering good:;, sending of advertis­
ing messages , production of material , 
display, sales conversations with con­
sumers, demonstrations, price marking. 

Negotiations about purchase condi­
tions is included in choice of 
suppliers. Exchange of information 
with suppliers about whether a 
particular article shall be i n­
cluded in RC's assortment is 
included in the decision process 
of cboice of assortment. Ordering 
is also partly included in sales 
promot ion. Ordering of producer 
goode is a subactivity of acquisi­
tion of material. 

Borders on payment routine ( sales), 
price marking, checking out and 
sales promotion. Pricing does not 
include transfer of payments, only 
RC'a "preparedness" to allow sales 
at these prices. I nformation about 
prices to consumers is part of 
sales promotion, checking out or 
price marking. Pricing of SF­
articles is a suba.ctivity of sales 
promotion. 

There are overlappings between 
sales promotion on the one hand 
and choic e of assortment, choi ce 
of suppliers, ordering , pricing , 
service , price marking and 
positioning/refilling on the 
other . 

Timing of orderx 

Technique, trans­
f:rr~ng info:rme.­
t lon 

No . of order 
occasions 

Total purchasesx 

Quat;'t it! per 
art :~.cle 

Price per articlex No. of price 

Service charges changes 

Price differentia- Total sales 
tion No . of arti cleex 

Identity of articlex Total sales of 

P 
• x BP art iclesx r1ce 

Quant ity ordered 
per articlex 

Agreed delivery 
t orms 

Display X 

Size of advertising 

Advertising 1nedi ax 

Formulation of 
s.dY'crtising messages 

Total purchases 
of SP articlesx 

No. of advertiulng 
messe.gesX 

No. of display 
signs X 

No. of SP 
articlP.sx 
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Schedule A 2:1 (cont.) 

Service 

Payment 
routine 
(pW'chases) 

Payment 
routine 
(se..les) 

Goods 
receival 

The activity consists of personal 
services to customers over and above 
that required by checking out in a 
self-service store, e.g. aubactivi­
ties auxiliary service, consumer 
information , home delivery, etc. 

Concerned directly or indirectly 
with the transfer of means of payment 
to suppliers of goods and material 
and the sending and receiving of 
informat ion from suppliers or finan ­
cing institutions regarding these 
payments. Invoice control is part 
of the decision process . 
Subactivities: transfer of payments, 
transfer of information about pay­
ments . 

Placing of payments received for 
sales at banks etc . In c redit sales 
also accounting and demand routines , 
and the existence of credit condi­
tions. 
Subactivit ies: transfer of payments , 
transfer of information about pay­
ments . 

"Terminal" activities concerned with 
incoming goods incl . checking of 
quant ity and quality . 
Subactivit ies: handling of goods , 
checking of goods. 

Borders on checking out and, in some 
casea, on sales promotion. 

Purchase prices and payment condi­
tions are decided in choice of 
suppliers. The sizo of the payment 
is also influenced by ordering and 
goods receival . 

Some overlapping with payment 
routine (purchases ), since payments 
received can be used immediately 
f or settling invoices etc. Receiv­
ing of payments from customers is 
part of checking out. 

Borders on t he other goods handling 
activit±es except checking out . 
Receival ends vhen the article ar­
r ives in the store or is placed i n 
i ta position in t he stock-room, 
and has bseo checked. 

Type of service Total salesx 
syste111 

Personal informa ­
tion to customers 
about goodsx 
Degree of DIWluaJ 

. X scrv.1ce 
"Consumer psycho­
logy" dimensions 

Technique , trans- No. of payment 
ferring means of occasions 
paymentX x 

Total purchases 
Timing of paymentsX 

Timing of payments 

Placing of pay­
ments receivedx 

Credit termsx 

Timingx 

Techniquex 

Quantity per 
delivery 

No. of payment 
occasions x 
Total salee 

Quantity of goods 
receival (in 
tons) 

No. of deliveries 

Tot al purchasesx 



~ Schedule A 2:1 (cont .) 
(X) 

Prepackaging 
(perishables) 

Price 
marking 

Positioning 
of goods/re­
fill ing of 
shelves 

Checking out 

Prepackaging ~or the consumer of 
perishables which, in the studied 
s~stems , are not always prepacked 
by t he manufacturer. 

Price marking of goods prior to 
customer transaction. 

Goode handling subsequent to 
arrival of article in the store 
and before checking out commences, 
and placing of the article i n a 
particular position in the store . 
Example of subactivities: the 
existence of s particular position 
for goods, refill ing of shelves 
in store , goods handling for 
special displa~ . 

Includes goods handling in connec­
tion with customer transactions , 
exchange of information with 
customer during order, adding 
prices or articles in the transac­
tion, and receival of payment . 

Price marking of perishables ca.n be 
part of the same routine as pre­
packaging. Packaging in direct connec­
tion with1customer transactions is 
part of checking out . 

Price marking in connection with 
customer transactions is part of 
checking out . Mistakes in price 
marking are instead included in 
pricing, if the marking results 
in the article being sold at t hat 
price . 

Storing i ncludes neither the actual 
refilling of shelves nor posi.t ioning 
or goods i n the store. The act ivity 
is partly overlapping sales promotion. 

Exchange of information over and 
above the necessary minimum fo r 
checking out is included in service . 
Price marking and prepackaging 
{incl . cutting meat) before the 
customer transaction are included 
in the corresponding activities . 

Proportion of 
perishAble merchan­
dise type sold 
prepackedx 

Technique X 

Teclmiquex 

T:Uoing 

Identi ty of 
articles t hat 
are marked 

Quantity 
prepackaged X 

Total sales 
of relevant 
perishablesx 

No. of price­
lllBrked pack­
ages 

Total salesx 

Total sales of 
price-marked 
articl es X 

Positioning of No. of shelf 
merchAndi se typesx meters in 

Technique, re­
filli ngX 

Quantity di~layed 
per article 

"waiting line 
servico"X 

Technique for 
checking outx 

Meat-cutting 
teclmi que 

store 

Total ealesx 

No. of customer 
transactions 

Total salesx 
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Schedule A 2: 1 (coot . ) 

Storing 

Acquisit i on 
of capital 
(for i n­
vestment 
in retail 
activities) 

Establish­
ing stores 

Concerned with the "moving" of the 
goods in the time dimension, and goods 
maintenance, e. g. Naintenance of 
suitable environment for goods (tem­
perature, humidity, security against 
theft, rej ecting damaged goods etc. ) 
and goods handling not incl. i n 
positioning/refilling. 

Execution : the componen1. covers its 
existing capital requirement s for 
investments (incl. covering possible 
l osses) by acquiring means of pay­
ment (incl . credit) . Also included 
is the use of possible profits from 
retail activities. 
Suba.ctivities: Negotiations with 
external sources of capital, transfer 
within the system of the total in­
ternally available capital, dispooal 
of profits (losses ). 

The storing starts with goods 
receival and ceases when checking 
out i s complete. 

Influenced by size of i nvestments, 
and thus by the other activities 
ia the group "acqui sition of re­
sources", and by all retail activi­
ties vi a t he effect of these on 
profits. The activity also borders 
on payment routine (sales) because 
tbe latter affects the placing of 
in- payments . 

Establis~ent of ent irely new stores As can be seen from the list of 
(or radical rebuilding of old ones ), subactivities many activities part-
incl. the acquisition of premises , ly overlap the activity establish-
fixtures , inventory, material and man- ing stores . Radical rebuilding 
power . Negotiations and agreements implies the closing down of t he 
with external sellers of land , in- previous premises. The acquisition 
ventory etc. arc part of the execution. of capital. for est ablishing stores 
The activity can also take the shape of is incl . entirely in the acquisi-
the introduction o:r a unit into the tion of capital. 
system by means of a change in owner-
ship or main supplier, or by entering 
into a cooperative agreement . 
Examples of subactivitie3: negotia-
tions with external interests, physi-
cal buildi ng and equipping, acquioition 
of material, managers and other person-
nel , cho ice of assortment, choice of 
suppliers , goode handling. 

Technique for 
goods maintenancex 

Quant ity storedx 

Sources of capital 
acquisition X 

Credit conditions 

Right of disposal 
of profits 
(lossea )X 

Quantity acquired 

Locat ionx 

Dilll.ensioningx 

Timing 

Layout , fixt uresx 

Identity of 
merchandise typex 

Average quantity 
stored X 

Total vol. of 
investment 

Investment in 
new establish­
ment etc.x 

Capita.l acquired 
for new eitablisb­
ment etc . 

Profit (loss )x 

Outflow of goods 
from newly estab­
lished premisesx 

Capit al invested 
in premises 
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Schedule A 2:1 (cont.) 

Closing 
down 

Acquisi­
tion of 
managers 

Acquisi­
tion of 
other 
pe.:;Qnnel 

Acquisi­
tion of 
material 

Cessation of a rete.il unit ' s oper«tions 
within the system. Includes negotiations 
with external interests , e .g. property 
buyers, new store owner etc. Operations 
have ceased vhen all i n- and outflows 
to or from the unit have ceased, or vhen 
the prevailing cr iteri a for system mem­
bership have ceased to be fulfilled. 

Concerns the appointment or resigna­
tion/dismisGal of leader (owner or manag­
er) of a par ticular store , a.nd negotia­
tions a. bout , and the existence of econom­
ic and ot her conditions , for the l eader 
in the system. Appoint ment can take the 
shape of a new appointment, a transfer 
within t he system, a change of owner or 
t he transfer of a retail component from 
external to inter nal status . Resigna­
tion/dismissal can also take the shape 
of change of o~mer or loss of system 
membership for an RC. 

Definiti ons as for acquisition of 
managers. Individual transfer within 
the component is not included. 

The acquisition of material used in 
the execution of retail activit i es 
incl. negotiations with external 
suppliers, and ordering. 

In cases of radical r ebuildi ng , 
establishing i s , by defi ni t i on , 
preceded by cl osing down. 

In some cases t he activity is 
incl . in establishing or closing 
down , because the acquisition of 
managers is a subact ivity of 
these activities . 

As for acquisition of managers 
above . 

Ordering . choice of suppli ers 
and choice of arti clP.s 
arc not included in the corre­
sponding activit ies defined 
above for consumer goods . 

Identity of storex 

Timing 

External oper a­
t ions in the 
premi ses atter 
closing down 

Identityx 

Sources of 
acquisition 

Quality 

Terms of employ­
ment 

Identityx 

Sources of 
acquisition 

Quality 

Quant ity of 
=powerx 

TerlliB of 
employment X 

Identit~ of 
articl e 

Ident ity of 
supplierx 

Quanti ty orderedx 
Agreed del i very 
terms 

Outflov of goods 
froru closed 
premises before 
the closing down 

No. of changes 
in s tore mana.gerx 

No . employed 
( excl . manager )x 

lTo. of personnel 
changes X 

No. of days~ workx 

Total purchases 
of ms.terialx 
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Schedule A 2:1 (cont .) 

Trai ning In t raining are included fo1~ 
courses. Both the giving and 
receiving of training informa­
t i on are included. Examples of 
subacti vi ties: production of 
information material , exchange 
of informat ion during training, 
and information processing by 
the course member. 
Decision process : incl udes e .g . 
formulating written or ora l 
teaching material, and considera­
t ion by potential participants of 
whether or not to take part . 
Training to be intended for per­
sonnel employed on r etail activi­
t ies. 

Delimitati on from ot her int ernal 
and external informat ion expressed 
i n the requirement for formal 
courses t hat are r estricted in 
time and limited t o the subj ect 
concerned, with the intention that 
several participants shall be 
reached by relativel y homogeneous 
information. This excl udes t he 
information t r ansferred via con­
sultants, current work instruc­
t ions, etc. This type of informa­
tion is i ncluded in the decision 
processes of the r elevant activi 
ties . 

Amount of participa­
tion per personx 

Identity of course 
per personx 

No . of subjects 
covered 

Total time 
devoted by 
individuals 
employed on 
r etail activi ­
ties to the 
r eception of 
t raining i n­
format i on 
(and process­
ing of same )X 
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SCHEDULE A 2:2 Definit ions of vfuolesale Activities 

Where the definitions of retail and wholesal e activit ies are similar if not identical, the reader is referred to sched­
ule A 2:1 . For t he wholesale activities choice of suppliers, ordering, pricing, payment routine (purchases), goode 
receiv3.l , storing, and most of the activities i n the group "acquisi tion and transformat i on of resources", this reference 
is made to schedule A 2:1 without comment. Some comments appear at the end of this schedule with regard to choice of 
assortment and acquisition of managers and material. · 

Activity 

Selling/ 
order 
;,:;c;rval 

Payment 
routine 
(3ales) 

Content, boundaries between exe­
cution and decision processes, and 
examples of subactivities 

Execution: providing RC with in­
formation with a view to influencing 
~C~s choice of assortment, choice 
of suppliers and ordering; also 
receival of informati on from RC as 
part of RC~ s ordering, and "neutral" 
information from CC in connection 
with this . The decision process in­
cludes choice of mes sages, while 
the production of order forms and 
the sending of messages are part 
of the execution process. Examples 
of subactivities: selling , order 
receival, order handling as pre­
paration for payment routine and 
order picking. 

Receiving payments for goods and 
material transferred to RC or other 
buyer , and the placing of these 
payments. Also exchange of informa­
tion with buyers and possible ex­
ternal interests (banke , collection 
agencies, etc .) about payments. 
Subactivites: invoicing, receival 
of payments , placing of payments , 
credit control , and exchange of 
information. 

Delimitation from other wholesale 
activities 

Borders on payment routine (eales), 
order picking and pricing. Payment 
routine starts with compiling the 
basis for invoicing ; order 
picking with compiling the basis 
for the physical handling of goods 
ordered. These bases may be com­
piled manually or mechanically as 
part of the same routine in the 
handling of incoming orders. 

Dimensions 
(examples) 

Size (output ) 
(e:xampJ.es ) 

Technique , transfer No. of incoming 
of information orders 

Frequency of 
contacts per RC 

Timing 

Content of message 

Total sales 

The basis for invoicing comes from Technique , 
order pi cki ng. Terms of payment are invoi cing 

No. of payment 
occasions part of pricing . 

Technique , receiv­
ing payments 

Technique , credit 
control 

Timing of pay­
mente 

Total sales 

Rules re placing 
of paymenls received 
Credit terms 
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Schedule A 2:2 (cont.) 

In transpod; 

Order 
PICiri'ns 

Out transport 

Physical moving of the goods from 
supplier to wholesale unit's ware­
bouse. 

Includes the physical handling o:f 
goods ordered, incl, loading of 
vehicles and dividing retailer 
packs. 

Transfer of goods from wholesale 
warehouse t o store. 
Subect iviti es: moving goods, goods 
handling in case of r eloading 
d1n·ing transport . 

Direct deliveries from supplier t o 
RC is part of' out transpor t . The 
terminal activity in connection 1olith 
in transport i s goods r eceival . 

Borders on selling/ o.rder r eceival., 
out t ransport and payment rout i ne 
(sales) . See the coJ~~~J~enta 
to these activities . Storing includes 
handling of goods not ordered. 

Terminal activities at the whole­
sale warehouse are part of out 
transport. Terminal acti vi ties 
at t he store are part of the 
r etail activity goods ~eceival. 

Technique 

Timing 

Quantity per 
delivery 

No . of ton 
!Diles 

No. of' 
deliveries 

Total 
purchases 

Timing No . of order 

Technique, order pickings 
picking 
Techni que, packing Total sales 

Technique, loading 

Technique 

TiJDing 

No. of ton 
miles 

Quantity per trip Total sales 
No . of 
deliveries 

Comments on definitions etc . of some activities , for which t he r eader is otherwise referred to schedule A 2:1 

Choice of Articles included in direct deliver i es to RC and not passing through the syetem~s whol esale units are a l so 
assortment counted i n this activity. This applies also to producer goods used in RC's retail activities. 

Acquisition Department manager s are also counted as managers. 
of lllB.nagers 

Acquisition Only producer goods used by CC for whol esale activities . 
of materi al 



SCHEDULE A 2:3 Prob1ems of De1imitation Between Reta i1 and Who1esale Act ivities 

Wholesale 
activity/ 
retail 
activit y 

Selling and 
order receival/ 
Ordering 

Payment rout i ne 
(sales)/Pa.yment 
routine (pur­
chases) 

Storing/ Storing 

Acquisition 
of capital/ 
Acqui sition 
of capital 

Training / 
Training 

234 

Problem 

In the wholesale units , 
execution consist s of 
supp1ying information t o 
r etai1ers and receiving 
informat ion f rom them. 
Part of the retailer' s 
execution consists of 
supplying this informa­
tion to the who1esaler . 

The activities can be exe­
cuted as part of a single 
operation for settling 
accounts . 

To a great extent the ac­
tivities are substitutes 
for each other. 

Internal capital accumula­
tion, particularly i n sys­
tems with high institutional 
integration , is not usuallT 
concerned a priori with 
ei t her wholesal e or retail 
activities . 

Part of a t r aining program 
intended for personnel in a 
particular type of component 
may deal with who1esale and 
retai1 act ivities in a 
sing1e course. Per sonnel of 
both categories may take 
part together • 

ColiiiDents 

The wholesaler's supplying of 
informat ion is included in 
part i n RC ' s decision process 
for ordering. RC' s supplying 
of information is in part the 
same as the wholesa1er~s in­
f ormation receival. The pro­
duction of pre-printed order 
forms is also part of the 
executi on of both the activities . 

The activities will overlap 
sometfbat, particula.r1y i n systems 
with hi gh institutional integra­
tion . 

The definitions are linked t o 
t he type of component i n which 
the storing takes place . All 
storing at CC is included in 
the wholesale activity. 

No general delimitation can 
be indicated. Limits can only 
be drawn when describing sep­
arat e aubact ivities . 

Delimitation refers to the 
type of activity on which the 
course members are em.ployed. 
I f retail personnel partake 
in training whose subject is 
wholesale activities, thi s i s 
part of tbe retail activity 
trai ning. If per sonnel of both 
categories t ake part together, 
t hen the t wo activities over­
lap. 



APPENDIX 4: 1 DESIGN AND EXECUTION OF THE EMPIRICAL STUDY 

Choice of Systems 

Selection was governed by the following requirements: 

1. The systems should be of roughly the same size, measured in retail 

sales . 

2. The systems should have similarly composed assortments , wit h regard 

to groups of merchandise . 

3. Each of t he four types of institut ional integration should be r e­

presente~ among the sys tems. 

4. The main respondent in the systecs chosen should be expected to show 

a positive interest in the study, and possess good insight into the 

relevant pr oblems. 

5. The systems should be s imilarly structured as regards CC levels . 

6. If several systems were judged equal according to criteria 1-5 t he most 

easily accessible system was selected. 

No random sel ection took place. 

As the FII system I chose a regional consumers~ cooperative society which 

had been fOl"med a f<N year s before from a fairly large number of local 

societies . I considered it to be an advant88e that t he systa bad previous­

ly been divided into several small FII systems, since the reasons for the 

merger and experiences of it could a lso be reported. 

The PII-R aystem, a district in the ICA group , was chosen io two stages. 

The wholesale company was chosen mainly vitb regard to (4) . The district 

was chosen mainly in accordance with (6) . 

The PII-W system, a wholesaler-sponsored chain in the ASK sector, was chosen 

mainly according to ( 1 ) a.nd ( 4) . 

In choosing the Nil system , it turned out that requirements (1), (2) aod 

(5) reduced t he number of possible systems considerably, after a satis­

ficing selection of the ot her systems had been made. The final choice vas 

geared chie.fly to requirement (4) . 

Choice of Interview Subjects 

It bas to be accepted that some of the intervi<N questions implied the 

making of value juagements . Moreover certain questions may have been difficult 

to answer reliably , since the interviewees could not always be expected tc 
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possess full knowledge of the "reality". I tried to counteract these 

11ea.knesses by putting the same or similar questions to severu officials 

at the central components, and to store owners and managers of there­

tail components in the various systems. Any differences that then arose 

in the descriptions of existing conditions ;rere subjected to further 

investigation. Naturally the choice of interview subjects can affect 

the descriptions supplied. Apart from my main respondents from top 

management, I also intervie1ved at t he central components the heads of 

the various departments related to the activities concerned and various 

persons enjoyi ng close contacts with the retailers, such as consultants 

and order receivers. In PII-W and NII most of the interviews were made at 

the lowest CC level , and in FII and PII-R at the two lowest CC levels. 

In FII some interviews were also made at the highest CC level. In the 

other systems, data concering this level was obtained at interviews in 

other central components and r etail components. RC int erviews took less 

time than CC interviews, as can be seen from table A 4:1 . This was mainly 

due to the fact that the CC i ntervie;rs concerned both retail and wholesale 

activities, t hat the RC questions ;rere less comprehensive, and that they 

could be linked up with information obtained during the CC interviews. 

Table A 4:1 also shows the number of interviewees per system. At CC the 

average interview time per person was a little over two hours, and at RC 

a little under. The time spent with the main r espondents considerably 

exceeded the average. 

The RCs were selected from store lists, giving store size. The central 

components had no influence on the selection of RCs, nor were they told 

later lrhich RCs were being interviewed. The retailers knew this. No random 

selection took place. It was arranged that large, mediumsized and small 

stores were all represented. Accessibility also affected the final choice . 

In two of the systems all the retailers originally asked reacted favor­

ably to the idea of being interviewed. In the other tva systems interviews 

were impossible in about 5 cases out of 10, either because of a direct 

refUsal or because it was difficult to arrange within a reasonable t ime. 

In other words, to obtain 5 interviews, 10 names had to be drawn from the 

list. Naturally objectors and non-objectors may have had different attitudes 

tovards the integration situation in their Olffi systems. Naturally personal 

attitudes may also have affected the answers to purely factual questions 

about the execution of activities, the existence of certain information, etc ., 

but presumably not nearly to the same extent. 
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Table A 4:1 No. of Interviewees and A:eJi!roxilllate Total Interview Time 

(Net ) in the S~ste:ms 

PII OII- R PII• W XII Total 
Central component s 

no. of interviewees 19 14 6 5 44 
total time, approx.hours 40 27 19 11 97 

Retail components 

no. of stores 3 5 5 4 17 

total time, a.pprox. hours 5 9 8 6 28 

The Interviews 

The interviews were planned for April-Hay, 1966, but for various reasons 

were delayed until May-September 1966 vitb a few test interviews duri ng 

April of t hat yee:r, At the test int erviews it proved very difficult to 

use a standardized procedure . The interviewer often had to break off 

in order to get clarification or allow for interesting digressions . It 

proved difficult to prepare a natural sequence of questions suitable to 

all interview subject s. I therefore used an interview guide (appendix 

4:2). 

I have undertaken all the interviews single-handed. The use of more than 

one interviewer could have had both advantages and disadvantages. The 

main advantage would probably have been less risk of serious interviewer 

bias. Disadvantages could have been: (a) given the unstructured character 

of t he interviews, a te8ID of interviewers would probably have found i t 

difficult to follow a uniform interview pattern; (b) comparisons between 

systems will probably be more reliable with a single interviewer because any 

influence f rom the interviewer will at least be more uniform throughout; 

(c) if several interviewers had been involved it vould not have been so 

easy for me to use the study of the real systems to get ideas for the anal­

yses of tbe integration/efficiency relation . 

A tape recorder was used where suit able (with regard to the ioterviewee~s 

eXPected 9sycbological reaction), although it was never in use at the 

start of an i nterview. The advantages or the tape recorder method were 

that I could concentrate on formulatill6 quest i ons to obtain the aosvers 

in the dimensions I required, and that the respondents ~ answers could be 

registered much more accurately than by any of the alternative methods. 

It also saved time. The disadvantage of this method, of course, is that 

the interviewee may feel inhibited , fearing that others Later may be able 
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to listen to his answers. I tried to overcome this disadvantage by 

reassuring interviewees that oo one other tban myself trould hea.r the 

tape and that t he only reason for my using it was to increase the 

effectiveness of the interview process . After some experimenting 

vith and vithout t he t ape recorder , I decided that t he advantages 

of the method outweighed the disadvantages. 

The following are the main steps followed in the interviews. The 

interview guide is reproduced in appendix 4:2. 

1. The intervievee ns informed of the scope and a im of the research 

project , of the extent and position in the proj ect of the empirical 

study, and of the study's independence , both economically and institu­

tionally, of any commercial interests. 

2. The maio features of the prel iminary marketing system and decision 

models were presented. (The maio features of figures 2 :1 and 2:3, io 

their then stage of development.) This and the tvo following steps 

applied only to t he IIIB.in respondents i n each system. 

3. The delimitation of the system vas discussed and established. 

4. The institutional relations were identified and described. 

5. ~/holesale and retail activities relevant to the intervie~ree were 

discussed with regard to (a) the main features of the allocation of 

the different levels and stages of the decision process to different 

components, (b ) the contents of the decision process in the different 

decision stages. Sometimes the description was related to informati on 

tha.t existed on paper; more often it was not. 

6. The description of the decis ion processes activity by activity (no. 5 
above) was supplemented by questions about the planning aod control of 

the system's operations as a whole , such as budget ing , accounting, etc . 

7 . The normal. execution processes ,and any deviations from the normal 

routine, vere described for each activity. Among dimensions that seemed 

interesting and were included in the description were: time, quantity, 

sequence, t echnique, location in the system. 

8. The interviewee was questioned about the purpose of·the division 

of the decision process in t he system as described in (5) and (6) above. 

9. Many of the answers obtained undex (8), contained reasons for rela­

tions betweeo efficiency a.od variables linked t o execution i ntegration. 

Supplementary questions were now put about these re1ations . 
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10. The interviewee was asked wbether any data existed that could 

illustrate t he relations referred to under {8) and (9} . 

11. A quantitative description of the n ova of goods bet;reen components 

and envirorunent, -was obt ained (ace . to two questionnaires, see appendix 

4:3). 

12. The regular flow of information between components, and bet;reen 

components and environment , was described. To some extent t he inter­

viewee~s answers here comprised a summary of data obtai ned under (5) 

and ( 7). The dilllensions described >rere: frequency, media, purpose, t ype 

of activity and possible DI-intention, sender , receiver, proportion of 

the system's RCs thst were senders or receivers. Typical examples of 

written material, such as minutes , internal messages , job descriptions 

etc. were made available to me. 

13. Rules concerning the payments flows between components in the system , 

and r ules concerning the allocation of, and the right to, profit (or 

loss) in the system were clarified. This step, too, to a large extent 

involved a summary of information already mentioned . 

The sequence of steps (6) - (tO) could not always be strictly followed. 

Sometimes, for example, it seemed natural to discuss points under (7) - (tO) 

together with t he survey of activities in (5) . Towards the end , therefore , 

the interviews often t ook the form of repititions, summaries and clarifi­

cations . Two quest i onnaires were used in collecting some of the data about 

components and goods flows: one for retailers and one for wholesalers. I 

went through these questionnaires very carefUlly wit h the respondents, 

both at the time of the interviews and later when the information had been 

filled in and returned to me. 

The retail components were also given a questionnaire regarding the names 

of all their then suppliers . The three types of questionnaire are repro­

duced in appendix 4:3. In one or more of the systems it turned out that 

several questions in the first two questionnaires could not be answered, 

with t he i nformation then available in the system. Therefore any answers 

to these questions are not reported. 

On a basis of t he written and reeorded records of the interviews, I 

wrote a report on the conditions in the systems that the invest igation 

was intended to describe . This report vas shown t o the main respondents , 

who thus bad an opportuni ty to COllllllent on the description. Some factual 

errors in the preliminary description could thus be corrected. No changes 

were made, however, in any of the value judgments noted. 
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APPENDIX 4:2 INTERVIEW GUIDE1/ 

1. Orientation.(Main respondents , all points; others, a, b, f, g.) 

{a) The study is concerned with different types of integration in the food 

marketing sector and with the relation between integration and behavior and 

efficiency i n the marketing system. (b) Independence of my own and the pro­

ject~s situation vis-a-vis i ndustry. Association with the Economic Research 

Institute (EFI). (c) The need for research into integration problems. (d) What 

I have already done . ~ain features of the design of the empirical study and 

its purpose. Choice of systems. Aim of the vhole project . (e) Plan of the 

study for the present system. Persons to interview vithin the different func· 

tions. Request introductions . (f) Plan of the present interview. (g) Emphasize 

the independent standing of' t he project. Report to be anonymous. Publication 

date far in the future. I am dependent on the candor of the interviewees and 

of their firms. Emphasize strongly the confidential nature of the information 

I receive; no reports to CC about what individuals within RC or CC have said . 

2. Delimiting the system, Lidt of components. l'oi:S.in features of components~ tasks. 

3. 1Hhat ownership rights exist between components in the systemY Which components 

be~ong to the same legal person? What (signed) agreements exist betveen compo­

nents? Request copies of any agreements. Ask for brief history of the insti tu­

tional relations . 

4. Rough out line of the location of execution and decision processes in the system. 

(a) Orientation re decision model (ace. to diagram or more briefly2/) and list 

of activities. 

(b) Naturally the decision and execution processes may be located in the same 

or in different components . For each activity it may be possible to dis­

tinguish several alternatives for the l ocation of decisions. I ask first 

for the most usual location of each activity and then for any deviations. 

A component is said to influence the decision or execution of another com­

ponent only if this influence is conscious and intended by the controlling 

component and the information is consciously received by the recipient. 

N1l . the questions refer to retailers and Wholesalers llith goods in the as· 

sortments of foodstores and food departments. 

(c) The following components are distinguished. Identify components . 

1/ Terminology adjusted to match t he text of the report . 

2/ The diagram was a modified version of fig. 2:3. 
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(d) The first question refers to choice of assortment , i.e. t he taking up or 

dropping of' individual a.rtic1es m t he store .. & assortment . (Alvays make 

clear what the activity involves and where the boundary lies between i ts 

decision and execution process wherever this is in doubt.) 

Which component (s) carry out the activity? Which component(s) consciously in­

fl~ence(s) t he decision? Which component makes the final decision? What 

other cases are there of decision/execution locat ion! What proportion do 

these represent? 

{e) In comparison with a f ew years ago, what have been the main changes in the 

location of decision and execution processes? 

(f). Return to (d) and cont inue with the next act ivity. 

5. Detai1ed description of the decision processes of the activities. Refer to 

figure of deci sion mode1 . Co through activit i es one by one. Start with typical 

procedures and then discuss any deviations . 

(a) Are there any general decisions about choice of assortment with regard to 

the different stages in the process . Describe these. In vnich component , 

and in what way, have these general decisions been ~rked out and decided 

upon? Eow are these general decisions brought to the notice of those work­

ing on the action decisions? (Tf not the same component.) Bow exactly is 

each action decision specified by the general decisi ons? (In other vords 

if they are followed, how much room do the general decisions leave for 

variations in tbe action decision?) How far are the general decisions fol­

l owed, and bow can this be controlled? 

(b) In what way is a col!lponent's decision iof'luenced by factors other tbsll the 

general decisions just mentioned1 

1. Inf1uence from CC on tbe action decision. 2. Choice of action decision 

by CC. 3. Information from external components . 4. The component's o;m 

information processing. 

Regarding (1). Go through the different parts of the decision process ace. 

to the figure and describe influence on tbe choice. 

Row Ducb? In what way? Hov is i t III.Eide known? Documentat ion? .BOll ex.a.ct 

a specification is desired? What remains for the act ing component to 

decide? How far is the influence on tbe action decis ion realized? (Can 

deviations depend on outside circumstances?) Documentation? Review in­

fol'!ll8.ti0ll? 

Regarding (2). How is the influence made known? How far is CC .. s choice 

followed? Documentat ion? Review information? 

Regarding (3 ) . Sender? Frequency? Purpose? 
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Re~ding (4). Type of in.f ormation? Row is it used in the decision process? 

(c) I f we compare decision processes activity by activity, lfhat differences 

are there compared with a few years ago? (For FII, before the merger.) 

6. Detailed description of t he execution processes of t he activities. A descrip­

tion of the execution process , geared mainly to quest ions such as: when. bow 

much , in what ~y, by whom , etc. Probing in important dimensions. Do not give 

the respondent too many l eads . Start with the most usual routine for each ac­

tivi ty. Deviations . Approx . proporti on for each routine. What differentiates 

t he occasions vhen different routines are used? What, if any , important differ­

ences in routines compared with a few years ago . 

7. Other more indirect types of influence on activities. The influence we have 

already discussed bas consisted of' direct influence oo the activity (execution 

taken over, choice of alternative determined in advance, decision process in­

fluenced at earlier stages .) 

Hovever , more indirect influence is also possible . Changes can be made in the 

conditions contingent on another ~omponent's decision making . Examples : price 

differentiation a.cc. to quantity purchased, changes in one component's t r ans­

port procedure leading to changes in another's rece i val routine. There are of 

course a number of' relat ions between how one component~s activities can inf'~u­

ence another1 s. Here we shall only take up cases Vhere a component consciously, 

i .e. with a vie1v to influencing another component in a certain direction, exe­

cutes another activity i n a certain way. Go over CC./CC., CC./RC, CC./RC for 
l. J l. J 

each activity. 

What is meant to be influenced io each activity? Bow is the purpose of the in­

fluence made kno;m to tile second component? (Do not innuence the interviewee 

by drawing at tention to t he activi ty list . ) 

8. Total planning aod control . Proceed to questions regarding the decision, plan­

ning and control procesees for the system's total operations. 
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1. Goal. {a) How would you describe the goal of the retail activities from 

CC~s point of view? (b) How would you describe RC 1 s goal for operations at 

its own level? Would CC l ike to see any changes? Why? (c) In what ways do 

you think CC can influence RC~s goals? In a general way , how cen tile chances 

of achieving ee~ s goals be affected by differences in goals at ee and Re? 
2. {a) Describe the planning of retail operations as a whole in the long run 

(a year or loDger) and in the short run (less than a year) . Planning organ, 

frequency, wbat the planning covers, bases, relation of planning to the "large 



system" . (b) Describe t he main differences between p~11ru1ing now and a f ew 

yeat·s ago . (For FII , before the merger . ) (c) Revi ew information . Probing 

dimensions: Review o1•ga.n. Location o:r review organ. Frequency of review. 

Type of' data. Method of collection. Completeness . Relevance of data for 

control. Consequences, at CC and RC, of the achievement or otherwise of 

goals ~ and of the realization or otherwise of CC-made decisions . 

3. Repeat relevant parts of ( 1) and (2 ) with regard to wholesale operations . 

9. Reasons for , and effects of, DI and EI. Examination of reasons for a particu­

lar degree of DI now, or, where relevant, for changes in DI ; the same for EI. 

Activit y by activity . I now !lave ini'ormation about the present situation, and 

about chAnges in DI , centrali zation , the executi on of activities, etc . My fol­

lowing questions refer t o factor s which , in your opinion, have given rise to 

t his type of developmP-nt. 

1. First, a broad question: Generally speaking, there has been a trend towards 

more (less) decision centralization. (a) Generally speaking, what reasons 

are t here for ttri s? Why? Probing dimensions: DI, EI , Efficiency. (b) What 

changes in outside circumstances m~ have affected t he general trend? 

(c) Has it been possible to see the effects o:r changes in DI? Probing in 

means-ends hierarchy DI, EI , Effie iency. (If yes . ) What type of data, and 

vhat does it show7 (If no.} How do we know tbat the trend is not a mistake? 

(d) The now prevailing l evel of DI, generally and in t oto, could be either 

higher or lower . Question: Why not even great er centralization? Why not less? 

(Can be omitted if answers under (a ) bave dealt with this . ) 

2 . Go through reasons, external factors, and existence of data, activity by activ­

i ty according to ( 1) a - d. 

10. Description of the system's i nformation flows. 

(a) We must now identify t he infor~ation f lows that take place with co~para­

tive regulari ty between the components in the system . This will in part 

be a repetition or summary of t he above. A suitable division seems to be 

according to frequency of information, and senders and receivers of in­

forma.tion. Information includes both written and verbal, face-to-face 

contacts and contact at distance . Main t ype of message; purpose of influ­

ence on an activity in another component; any documen~ation. 

1. Information to RC from CCi : 

Daily: Proportion of components , media, type of message, 

possible DI purpose, d.ccumentation . 

Once or twice a week : Proportion of components, etc . 

Once or twice a month, quarter , etc. 

Etc. 
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2-12. Other alternative directed flows between components pairs. 

3 CC components and 1 RC per system means 12 pairs , since 

flows go in both directions. Frequency provides first basis 

for classification in every component pair . 

{b) Question (a) i s repeated for t he f l ows of information between compo­

nents in the system and tbe environment . 

(c) Are there any inlporta.ot differences in the character of the informa­

tion f lows nov as compared with a few years ago? Internal and ~~ernal 

f lows . 

11. Payments flows. 

(a) Terms of pa.yment . (b) Pri.ociples of price differentiation and cost 

allocation between components (and between components and envir onment 

where r elevant). (c) Principles for the allocation of , and the right to, 

profit (loss) in the various components. 

12. Comments on the RC interviews. 
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These interviews must be shorter than those under 1 - 11 above. Avoid 

emotive verde such as influence, power, control, etc . No tape recorder. 

(a ) Briefly touch upon purpose. CC does not know which RC being interview­

ed. Interviews not separately registered. (b) Ask, for every activity: 

How are decisions made? Wbat information l:las RC got , or gets, and ~That 

information does RC pay attention to? Why? Brief description of bow the 

activity is executed at RC. (c) Ask about informat ion flows between RC 

and environment (see 10 above). (d) Ask whether RC hae experienced any 

relation between changes in II , DI or EI and efficiency , in those cases 

where suc:h changes have taken place dur i ng the past two years. 



APPENDIX 4:3 QUESTIONNAIRES USED IN THE EMPIRICAL STUDY 

Questiocnaire 1 Mainly for retailers 

Supplementary questiocnaire : Financing new store establishments 

Questionnaire 2 Mainly for wholesalers 

Questionnai r e 3 List of suppliers to retail components 

~estionnaires 1 and 2 were answered by officials in one or more CCs. ID FII 

the r espondents came rrom all CC level s, i n PII· R from cc21 and CC22 , and in 

the other two systems from cc
31 

and cc41 respectively . As there were so few 

respondents , instructions could be given verbally and no written instructions 

were needed. Some of the questions could not be answered satisfactorily, others 

became irrelevant in view of the subsequent formulation of the research report. 

This applied to quest i ons 9 - 11 in questioDDaire 2, The answers to these ques­

tions have not been included in the report because a planned chapter on meas­

ures of efficiency in the different systems was later abandoned, as i t proved 

difficult t o collect r elevant data. Thus some questions have no equivalent in 

the report , either directly or indirectly. They have been marked bel ow vith an 

asterisk. The data from questionnaires 1 and 2 wes later checked by the re• 

spondents on a special form. Some of the original information was then corrected. 

Questionnaire 3 was answered by respondents in the systems~ RCs. 

For reasons of space the following reproductions have been made in closer print 

than the originals. 

QUESTIONNAIRE 1 

Retail components: 

Data regarding components and goods flo~ 

1. No. of units: 

Stores 
Mobile units 

31/12 1965 

2. Total sales: 31/12 1965 1964 1962 

Stores 
Mobile units 

3. Geographical boundaries 31/12 1965 
(to be drawn on map) 

Remaining questi ons refer to stores only. 

4. Type of assortment 

Food s tores 
(more than 50 %) 

Food depts . in 
department stores 

others 

No . 31/12 1965 Sales 1965 

1960 

1960 

Of which food 

245 



5. structure , foodstorea 
and food depts . 

Sales 1965, crowns 

Under 500,000 
500,000-1,000,000 
1,000,000-5,000,000 
Over 5,000,000 

No. of self-service 

6. Assortment structure, width 
}ll.erchandise group 

Dairy products 
Bakery products 
Groceries 
Meat 
Fish 
Vegetables, fruit 
Misc. food 
Mise. non-food 

Total 

7. Assortment structure, depth 
Approximate esti~:~ate. 
Average no. of articles per 
day (each article:=one line 
on order form etc.) during 
1965 in stores of different 
sizes (in stores carrying 
relevant merchandise group) 

Merchandise group 

Dairy products 
etc. 
(Merchandise groups as in 
question 6) 

x 8. Variations in assortment 
between stores 

No. of stores 

No . of stores 
carrying: 

Approx. % proportion of 
total sal es in foodstores 
and food depts . 

Size of store 

Small Mediumsized 
-500,000 500,000-

l,OOD,DOO 

Large Very 
1,000,000- large 
5, 000,000 Over 

5,000,000 

Estimate of no. of articles in the retail stores in the different merchandise 
groups in the system as a vhole (during an average day) . Illustration: 
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Store A 100 AGBB 
Store B 100 50 0 50 
Store A + B 150 

Dairy products 
etc . 

Rough estimate of size of changes 

1965 Since 1963 Since 1960 



9 . Establishment of' new stores 
No. of foodstores 

Esta.bl.i shed 
Closed dow (no food saJ.es in 
the system) 

New to the system, not established 
t here 

Left the system, but not immediately 
closed dovn 

x 10. Employment in foodstores 

No. employed in foodstores as 
yearly a.vera~e, reca.lcul.ated 
as :full-time employed 

During: 
1965 1964 

1965 1964 1962 

Supplement to Questionnaire 1: Financing and Establishing Stores 

Time period: ••• • ••• •• •••. 

Total cost of bui lding, inventory, average stocks 
and "initiation costs" 
a ) Retailer's ovn capital acquisition f rom external 

sources or ovn capital (balance) 
b) Loan from wholesaler, or loan for which wholesale 

provides security, i.e. • ••••.•••••••••.••••••.•• 
c) Loan from "llholesaler in "large system", i.e. 

Th. Crs. 

1960 

1960 

(In NII data concerned rebuilding. In FII the questions were formulated to allow 
for the f act that cc11 owns all RCs. In this case financing was divided as fol­
lows: a) CC11 's O'Wil capital, b ) external loan direct t o CC11 , c) increasing debt 
to cc

13
.) 

QOESI'IOIDfAIRE 2, I 
~lbDlesa.le components: 

Data regarding components and goods flows 

1. a ) List of Wholesale component s included : 

A. 
B. 
Etc. 

Site Type of assortment 

b) Geographical boundaries (to be marked on map). 

2 . Total sales 

Total sales 1965 

Invoiced sales without double cou.nting in the system. Adj usted for discounts, 
bonus, etc. Refers to components listed above , or their predecessors. (C & C = 
Cash & Carry sales) 

1/ Aootber supplementary form r egarding wholesale costs has oot been reproduced 
here, since a planned chapter on integration and ef'ficiency was abandoned 
due to difficulties in obtaining suffi cient material. 
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a) Total wholesale sales 
O.f vhich: 

to stores in the syst em 

to stores in the large system 
(i.e. other co-op or ICA 
stores • etc. ) 

to other customer in t he 
system or the large system 

to customers outside the system 
altogether 

1965 
C&C 

1964 
C&C 

1962 
C&C 

1960 
C&C 

b) Food sales 1965 Of which 

Total 
Of which: 

Stored in the system~s wholesale 
components 

Invoiced by but not st ored in, 
or ordered from, wbolesalers 
in the system 

Total 

3. Assortment structure - system's 'Wholesalers 

a) Now 

Dairy products 
etc. 
(Merchandise groups as i n 
question 6, questionnaire 1.) 

x b) Development in the system. 
Estimate only of direction of 
development and approx . size 

Dairy products 
etc . 

No . of articles • 
approx. 

No . of articl es 
1964 1962 1960 

4. Retailers'purchase flow Approx. % proportions from: 
Wholesalers io the system: 
through · direct from 
storing (1) other suppliers 

In the system 

Approx.proportion 
of wholesale 
sales 

Proporti on of sales 
1964 1962 1960 

Others 
(4) 

(4) but invoiced 
through CC (2) 

Wholesalers 
in large 
system ( ICA, 
co-op, etc. ) 
(3) 

Now == 1965 

To :f'oodstores for tot al 
sales of: 
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Dairy products 
etc . 

...... 100 



x b) Development trends 

Corresponding &pprox. % size 
duriog 1960 and 1962 

De.iry products 

etc. 

196o 
1962 

From category 
( 1) (2) ( 3) (4) 

x 5. Estimat e of average no . of suppliers per foodstore in different size 
categories for different merchandise groups during 1965 

Delivering and invoicing = D+I 
Delivering only = D 

store size (crowns) 

Da.iry products 
etc. 

- 500 ,000 

D+I D 

500 ,000-
1,000,000 

D+I D 

1 ,000,000- Over 5,000,000 
5 ,000,000 

D+l D D+I D 

x 6. Est imate of total no. of Stqlpliers ( = delivering and i nvoicing) for the 
whole system during 1965 

Example: 

Store A 10 suppliers 
Store B 10 " 
Store A+B = 15 " if 5 suppliers are common to both 

De.ixy products 
etc. 

1965 Approx. s ize To foodstores 

7· a ) Average no. of deliveries to foodstores i n the system per week, 1965. 
Counted per store. 

From wholesalers in the system 
"General" deliveries (groceries,etc.) 
Perishable deliveries not incl. in 

"general" 

From wholesalers in the l arge system (iCF, 
ICA, etc.) 

"Genexal" deliveries 
Perishabl es not incl. in "general." 

From suppliers outside the system ( if 
combination of several merchandise sr?ups 
i n one delivery, to be included in main 
group) 

General 
Dairy products 
etc . 

Average no . of visits to C&C warehouse 
by retailers in the system 

No . of deliveries per veek 
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x b) Estimated total no. of deUveries (e.g. per veek) t o delivery place 
outside the system f r om wholesalers in t he system 

to delivery places in the large system 
{KF, ICA) 

food.stores 

non-foodstores ( i ncl. restaurants etc.) 

to delivery pl aces outside the system 

General 
deliveries 

Perishable 
deliveries 

8. Kst illlate of no. of orders from. stores in r elation t o no . of deliveries 

If no. of deliveries and orders is the same, write 100 . 
If no. of orders is t wice as m.any as deliveries , write 200 . 
If no. of orders is half as many ae deliveries, write 50. 

From: 
Internal stores 
( + inside the 
large system) 

Internal stores 

External stores 

To: 
I nternal wholesalers 
(+ inside the 
large system) 

External wholesalers 

Internal wholesal ers 

General 
del i ver i es 

Perishable 
deliveries 

x 9. No, of employees in wholesale components, annual average 

General wholesaling 

Distribution of perishables (if special 
personnel) 

1965 1964 1962 1960 

x 10. Average storage t i me in days during 1965 in the wholesale components 

No . of days 
Groceries etc. 
Perishables 
Misc. 

x 11. No. of suppliers (= invoi cing units) to wholesale components in the system 
Total for 1965 
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Only suppliers of f inished goods (i.e. no further refi ning in the system). 
Suppliers represented in more than one group, to be referred to the combined 
group. 

Merchandise group 
Diary product s 
etc . 

Combinat ion of t'W'O or 
more merchandise groups 

no. of suppliers 



QUESTIONNAIRE 31 I 

Name of store : ••.••..•••.•..•.... 

List of suppliers 

Ansvers vill be treated confidentially. Questions refer to the store' s 
suppliers in different merchandise groups at the pre seat time . Among 
suppliers are included all wholesalers • manufacturers delivering direct 
to the stores> or cash- and-carry warehouses • whose articles are included 
in the store's assortment . 

1. Dairy products 

Name ...........• • .•.••..•..... 

2 . lla.ker:y products 

Name •••••••••• •••••••••••••••• 

3. Groceries 

Name 

4. Meat and cooked meats 

Neme 

5. Fish 

Neme 

6. Vegetables, fruit (perishables) 

Neme . •• ••. • • • •..•.••....•...•. 

7. Other foods (incl. deep frozen) 

Name .•.•••.•.•.. . •••.. ........ 

8. Non- food products (i . e . toilet 

articles, stationary~ hardware, 

household goods etc . ) 

Name •••••••• • ••• • ••• ••••••• •• • 

Name ••••••••••••••••••••••••••• 

Name ..•••....•.•............... 

Neme ••••••••••••••••••••••••••• 

Name •...•.••...•..... · ·•• •· •· · · 

Neme ••••••••• • ••••••••• • ••••••• 

Name .......•• • •.... •• .•...••..• 

Name • • .•..........•.. · ·· ·· ·••• • 

Name •....••••....•..•.......••. 

1/ The space for the names of the suppliers is not represented here. 
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APPENDIX 5: 1 DEFINITION OF ELEMENTS IN THE TCY.l'AL SE'l' AND RULES FOR 

COMPOSING THE CHOSEN SET IN THE DIFFERENT DIMENSIONS OF 

THE RETAIL ACTIVITIES 

In chapter 5 I presented the principles for describing the chosen action 

a.lterns.tive as a subset (the chosen set) of a total set. In this appendix 

I shall specify the following. for e;very retail-activity ... s dimensions: 

the elements constituting the total set; how these elements are • in most 

cases, composed of elements in a basic set and an attribute set; how 

elements in the tota.l set can be combined to form the chosen set. Three 

rules for composing the chosen set are distinguished. They have in common 

that, in ligb.t of the particular situation, no elements can be included 

in the total set, and no element combinations in the chosen set, which 
seem ''unreasonabl.e" to the analyst. 

I shall recapitulate the main content of the rules given in chapter 5. 

Rule 1. Tb.e elements in the total set describe mutuaJ.ly exclusive action 

alternatives. The chosen eet thue always contains one element only. 

Rule 2. The elements in the total set describe an attribute that may or 

may not also be an attribute of the chosen action alte:t•native. 

Thus each (proper) subset of the total set (that is not "unreason­

able") describes an action alternative. 

Rule 3. The elements of the total set can be identified as ordered pairs 
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of two sets, the ba.sic set and the attribute set. Not all ordered 

pairs in the product set of the basic and attribute set are neces­

sarily included in the total set, since some pairs may not represent 

"possible" action alternatives. To choose a. subset of' the total set 

which will constitute an action alternative in a certain case. one 

ot three rules applies: 

3a) Each element of the basic set is represented in the subset by 

one and only one of the ordered pairs. 

3b) Each element of the basic set is~represented in the subset by 

one or more of the ordered pairs. 

3c) Not every element of the basic set bas to be represented in 

the subset. Otherwise as (3b). 



Schedule A 5:1 List o~ Element Definitions for Describing the Total Set and 

Rules for the Combination of Elements into a Chosen Set 

A?tivi~y/ 11 Elements of the total set2 / 
DllllensJ.on 

Choice of 
assortment 

A. Identity 
of 
article 

Choice of' 
suppliers 

A.Identity 
of 
suppliers 

B. Supplier's 
approx. 
sha.re of 
RC's 
purchases 

0 d 
• 4/ r erJ.ng 

A.Timing of 
order 

B. Technique 
:for t:i"ans­
ferring 
information 

Elel!lents of the 

basic set3/ 

Articles in the assort­
ment of present and 
potential suppliers in 
the merchandise types 
carried by the store, as 
decided in the dimension 
identity of merchandise 
type. 

Present and potential 
suppliers of goods to 
the store, o:f merchan­
dise types as decided in 
the activity choice of 
assortment. 

Suppliers who, ace. to 
decision in A, supply 
the store. 

Type of o1·der, such as 
main order , extra order, 
additions or alterations 
to main order. 

As for A. 

C.Quantity Articles in store's as-
per article sortment acc.to decision 

in choice of assortment. 

El=ents of the 

attribute set 

Numbers indicating % 
interval (1-10,11-20, 
etc.). These indicate 
the supplier's share 
of the store's total 
purchases o~ merchandise 
types relevant to that 
supplier. 

Time intervals indicating 
day 1,2,3,etc. during the 
time period (a week). 

Technical procedure, such 
as written order on pre 
printed form, telephone 
contact on cc's or RC's 
initiative, verbal order 
duriJlg RC' s visit to CC, 
etc. 

Number indicating no.of 
retail packages (incl. 
divided packages). 

1/ Dimensions included in measurement of DI ace. to appendix 5:3. 

Rule no. 
for com­
posing the 
chosen set 

2 

2 

3a 

3c 

3c 

3b 

2/ Pairs of elements from the basic and attribute sets, describing completely 
ilTational behavior, are not included in the total set. 

3/ In this column are also listed the cases where the element in the total set 
is not an ordered pair. 

4/ The activity is described during a period when at least one main order is sent 
in (e.g. a week), and only for internal deliveries of groceries etc. 
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Schedule A 5:1 (cont.) 

Pricing 

A.Price per Articles in the store's 
article assortment 

Sales 
promotion 

A.Identity Articles in the store's 
assortment. 

B.Price Articles >rhich, ace. to 
decision in A, are incl. 
in the store's SP activ­
ity. 

C.Quantity As for B. 
ordered 
per article 

D.Display As for B. 

E. Advertising 
media 

Service 

A.Degree of 
manual 
service 

B.Personal. 
information 
to custom-
ers about 
goods 

Pa~ent 
routine 1/ 
(purchases) 

A.Timing of 
payments 

B. Technique, 
transfer-
ring means 
of payment 

Type of media, such as 
national dailies, local 
newspapers, direct ad­
vertising etc. (incl. 
no medium). 

l•!erchandise groups in 
the store's assortment. 

Articles in the store's 
assortment. 

Delivieries during the 
period. 

As for A. 

Number indicating price. 

Number indicating price. 

Number indicating no. of 
retailer packages ordered 
during the period of a 
particular SP activity. 

Display spot in the store 
defined ace. to a standard 
model of a self-service 
store. 

% interval indicating 
proportion of customer 
transactions where store 
personnel contributes 
information or goods 
handling over and above 
that included in checking 
out and payment routine. 

3a 

2 

3a 

3a 

3c 

2 

3a 

Attributes, uses etc. of 3c 
products about which store 
personnel may provide 
infol"'lla.tion. 

Timing of payments expressed 3a 
as the (greatest) no. of days 
after delivery (incl. very 
late payments as one element). 

Techniques (cash, "autoJnatic 3a 
giro", account current, etc.) 

1/ Refers to internal payments from RC to CC only. 
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Schedule A 5 :1 (coot . ) 

Payment 
routine 
(sales) 

A.PJ.acing of 
payment s 
received 

B. Credit 
ter:ms 

Goods 11 receival 

A.Timing 

B.Technique 

Prepackaging 
(perisha.bles} 

A.Proportion 
of perish­
able mer­
chandise 
type sold 
prepacked 

B.Technique 

Price marking 

A.Technique 

Positioning/ 
refilling 

Methods of placing payments 
(e.g. bank X, bank Y, 
"postgiro", cash reserves). 

Transaction of goods with 
customer. 

Type of delivery, such as 
main delivery of groceries , 
collection from wholesale 
warehouse , extra delivery . 

Occasi on of receival during 
period. 

Perishable merchandise 
types r epresented in store's 
assortment. 

As for A. 

Articles included in t he 
store's assortment. 

A.Positioning Types of merchandise re­
of merchan- presented in store's 
dise t ypes assortment. 

B. Quantity 
displayed 
per article 

C.Technique 
for 
refilling 

Articles in store' s assort­
ment . 

As for A. 

1 I Refers to internal deliveries only. 

Component on whose account 
payment is being placed . 
(CC, RC, store o'rffier, etc . }. 

Type of credit terms ( incl . 
cash paymexrt s ~. 

Time during the period \rhea 
goods receival begins 
(morning day 1, afternoon 
day 1, morning day 2, etc .}. 

Standardized description 
of alternatives , e.g. with 
re~rd to CC's participa­
tion, use of technical aids, 
method2~t RC's arrival 
check. 

% intervals, such as O%, 
1-25%, etc . , indicating 
share of sales for pre­
packed goods . 

Standardized description 
of technical alternatives 
{type of macbine, packaging 
material , etc . ) . 

Standardized description 
of technical alternatives . 

3c 

3a. 

3c 

3a 

3a 

3c 

3b 

Delimited area in store ace. 3b 
to standardized description 
of' premises . 

Intervals such as 0 , 1-5, 
6- 10 etc . indicating average 
number of units displayed. 

Standardized descriptions 
of technical alternatives . 

3a 

3b 

2/ "Standardized" means that t he description is not specif ic to the component or 
system. It has been formulat ed for general use. 
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Schedule A 5: 1 (cont. ) 

Checking out 

A. "Waiting 
line 
service" 

~umbers indicating longest 
average waiting line per 
cash register (in self­
service stores) or per 
sales clerk (in manual 
stores ), without using free 
capacity in cash registers 
or sales clerks to lessen 
the line. 

B.Tecbnique Persons engaged as cashiers 
for checking (or equivalent in manual 
out s tore}. 

Storing 

A. Technique 
for goods 
maintenance 

B. Quantity 
stored 

Acouisition 
of capital 

A.Sources 

B.Right of 
disposal 
of profits 
(losses) 

Establishing 
stores 

T,ypes of merchandise in the 
store~s assortment. 

Articles in the store's 
assortment . 

Standardized description of 
differ ent forms of acquiring 
capital, such as RC~ s own 
assets , loan from CC, loan 
with CC as guarantor. 

Standardized description of 
different alternatives, 
such as at the disposal of 
RC, of CC, of the st ore 
owner privately, etc. (In 
the case of loss, tbe alter­
natives a.re concerned with 
tbe means for covering 
this.) 

A.Location Potential locations in the 
systeDl' s area of operation . 

B.Dim.ensioning Size intervals indicating 
total store area. 

C. Identity of 
merchandise 
type 

D. Layout, 
fixtures 

256 

Every merchandise type in 
foodstores with compl ete 
assortment • 

Part of the store area ace. 
to standardized division 
into sections in ace . with 
~rcbandise types chosen 
~n C. 

Standardized description of 3a 
technical alternati ves 
(machines, materials, etc .). 

Standardized description of 3b 
technical alteruat ives 
(equipment, maintenance of 
goods and equipment, rejects 
etc.). 

Number indicating average 3a 
quantity stored duri ng pe-
riod in relatiou to normal 
day;B sales of the article 
for tbe period. 

% intervals (incl. O%) 
indicating proportion of 
total capital acquisition 
fo r i nvestment during the 
period in RC. 

% intervals (incl. 0~) 
indicating proportion of 
total profit (loss). 

Standardized descriptiou of 
alternatives. 

3a 

2 

3b 



Schedule A 5 : 1 (cont. ) 

Closing dowo 

A.Identity 
of store 

Acquisition 
of :managers 

A.Identity 

Acquisition 
of other 
personnel. 

A. Identity 

Elements are: cessation of opera­
tions , continued operations out­
side the system, and continued 
operations within the system. 

Per sons who a.re , or could be , 
store managers in the component 
daring the period . 

Persons who are, or could be, 
employed in the component during 
the peri od.. 

2 

B.Terms of Persons chosen ace. to A. Standardized descrip- 3a 
tion of alternatives 
(remuneration, other 
benefi ts, obligations, 
etc.). 

employment 

C.Quantity Figure indicating no. of days' 
of manpower work used. 

Acqui sition 
of material 

A.Identity 
of article 

B. Identity 
of supplier 

C.Quaot i ty 
ordered 

Training 

Articles included in present or 
potential suppliers' assortment 
of material for retail acti vities 

Present or potential suppliers 
of material. 

Elements in the chosen set ace. 
to A. 

Persons employed in RC during 
the period . 

Humber indicating 
quantity. 

Number indicating 
time devoted by 
individual person 

3a A.A:mount of 
participa­
tion per 
person to training (incl. 0). 

B. Identity As for A. 
of course 
per person 

Standardized descrip- 3c 
tion of course program 
relevant to system. 

1/ Note that the chosen set consists only of material acquired during the 
period. 

2/ Note that the chosen set consists only of suppliers wbo bave supplied 
material during the period . 
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APPENDIX 5: 2 00 REWARD SYSTEMS AND ECONOMIC B!NIEW IBFORMATION IN THE 

STUDI ED SYSTEMS 

Revard Systems 

All the systems operate administrative and economic sys t ems of rewards 

and sanctions. Lo FII t he store manager's personal economy is not di­

rectly affected by price differentials related to RC#s behavior ; on the 

other band i t is affected indirectly because t he store' s result is in­

cluded aa a factor in the perforlll8.llce rating system. In the other sys­

tems tbe price differentials dir ectly affect the economic r esults of 

t he store and, consequently , the store ovoer's personal econo~. 

In FII the administrative re'W'l!.l"ds system is geared t o the promotion, 

dismissal, demotion or praise and blame of personnel. In the other sys­

tems it is geared to (a ) the owner's personal "promotion" t o a newly 

establ ished store, (b) his "demotion" from a store which he is not ca­

pable of managing i n cases where CC bas large f inancial commitments, 

(c) his transfer t.o another store or another posi tion in the system on 

tbe closing down of his cnm store, (d) in extr eme cases of gross breach 

of institutionally imposed rules , expuls i on of RC from the system, and 

{e) praise and bl ame by CC officials . 

The administrative evaluations on which administrative rewards are 

based are closely related to the economic results of RC's operations, 

which means that there is a connect ion between the two types of reward. 

Two examples can illustrate this. Although the store manager in t he FII 

system personally enjoys only a smal l par t of the profits, neverthel ess 

the size of the profit, or any changes in the economic results, will i n­

nuence CC' s judgment of the lllB.nager' s suitabi~ity for promotion. In the 

long run this can indirectly affect his personal economy. In recruiting 

store owners for new stores in the PII systems, CC will take into con­

sideration a proven ability to show satisfactory profits. 

Toe boundaries between administrat ive and economic rewards are unclear. 

In PII and NII, CC's financial engagement in RC' s acquisition of capital 

can be regarded as part of the economic system of rewards, since it af­

fects RC's econoey ; but it is also part of the administrative system, s ince 

changes in RC's financial situation can lead to closing dow the store or 

"prolllDtion" of toe owner/manager to another , newly established, store . 
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Generally speaking the differences between the administrative rewards 

in FII on t he one hand and PII/NII on the other are as fol lows. In FII 

every RC is exposed to evaluations that are related to rewards. In PII 

(a) - (c) applies only to RCs enjoying, or expecting to enjoy, consider­

able financial support from CC, or to cases where establishing or closing 

down is actually taking pl.ace. 

In FII the extreme sanctions of dismissal or expulsion can, 1n principle , 

be applied in cases of serious deviation from the intended DT for any 

activity. In PII tbe interviewed CC mentioned ser ious deviations between 

intended and realized DI in the activi ties choice of suppliers and sa~es 

promot ion as reasons for expulsion . In cases where CC bas large financ i al 

commitments in RC, serious deviation between intended and r ealized DI, 

together with poor economic results, can lead to the "dismissal" of the 

owner. 

Economic Review Information 

There are considerable differences between the systems with respect to 

the quality of CC~s information about the situation and devel opment of 

costs and r evenues in t he i ndividual RCs. 

In FII gross r evenues , margins , costs , contribution, size of stocks end 

total number of days~ work are a l l budgeted individually for all RCs . 

Weekly reports are sent to CC with regard to total n=ber of days' work 

and gross revenues, and monthly reports are sent in with all t he data 

mentioned above. The monthly r eports are a lso sent to cc13• 

The fo llowing list shows the type of information sent t o CC in the other 

systems. The f requency, and proportion of t he system~s RCs for which the 

information i s available at CC, are also indicated. 

T~e of Information, Proportion of RCs System 

frequency 

a) Previous year"'s AJ.l PII-R, PII-W 
sales, yearly Most NII 

b) Short-run capacity AJ.l PTI- R, Pn- w, NII 
to p.ay, 2-3 t imes 
a month 

~) Budget control , 
cost /revenues 

Monthly Newly established RCs in which PII-R 
CC has large financ i al commit-
ments 
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Varying frequency 

d) Profit report 

M:>nthly 

Monthly 

Qua.rt er ly, ba.lf'­
yearly 

e) Be.lance-sheet 

Every fourth month 
and/or every year 

Every year 

f) Gross profit , costs 

Every year 

Individual RCs vho ask for con- PII-W 
sultant help vith budgeting 

Average figures (in size and area PII-R 
groups ) for the approx. 50 % of 
RCs using CC~s accounting service . 

All RCs in which CC has large PII-R, PII-W 
financial commitments 

RCs witb more than normal sup- NII 
plier credit 

Individually for an those show- PII-R 
ing a loss , or enjoying CC#s 
rinancia.l support and using the 
accounting service and an anony-
mous sample of all clients of 
the accounting service 

Individual RCs which CC, for PII-W, NII 
some r eason, wishes to check. 
Most ot the RCs that CC regards 
as credit risks (investment 
credit or trade credit) 

A few RCs (not chosen for finan- PII-W 
cial r easons) who voluntarily 
supply this information on re-
quest 

The average quality of CC#s information about the costs and revenues 

of individual RCa (completeness , topicality and precision) can be clear­

ly ranked; t. FII 2. PII-R 3. PII-W 4. NII. A typical feature in the 

PII/NII systems is that the quality of the review information at CC is 

closely related to CC#s financial commitments and to CC#s evaluation of 

possible credit risks. 
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.1\PPENDIX 5: 3 BASIS FOR RANKillG DECISION IlfrEGRATION BETWEEN Tlil!: SYSTEMS 

In the following schedule I present the bases on vhich the rankings of decision integration in table 5:1, are based. 
The account follovs the pattern and the rules l aid down in chapter 5- See in particular figure 5:7 . The material in this 
appendix also provides part of the basis for the classification of decision integration in appendix 5:4 and the ranking 
and classification of activity transference in appendix 6:1 . For reasons of space I have bad to keep the account in this 
appendix as brief as possible. For instance , vherever it is clear from the text, I have not specifically identified the 
rules for ranking intended influence, intended decision integration, DI factors or uec ieion integrat ion. Instead I refer 
the reader to chapter 5. The definition of elements and rules for the compositi on of the chosen set can be found in 
appendix 5: 1 • 

SCHEDULE A 5:3 (pp. 261 -295) Basis for Ranking Decision Integration Betveen the §ystems 

CHOICE OF ASSORTMENT See chapter 5. 
CHOICE OF SUPPLIERS Dimension: A. Identity of supplier B. Supplier's approx . share of RC's purchases 

Output definition: A. No. of ouppliers B. Total purchases 

Rankings 

Intended A. Identity 
DI of 

suppliers 

1. FII 

2 . PII-R 

2. PII-W 

4. NII 

FII 

RC may only take on 
new suppliers with 
permission from CC . 
In most cases CC 
vishes to prcocribe 
the action decision 
ace. to which a 
supplier is to be 
dropped. Intended 
influence is there­
fore very high over­
lapping of the 
chosen set in the 
controlling set. 
The no. of elements 
in the latter is 
only very slightly 
over tbe no. in the 
chosen set. Intended 
DI i s therefore 
close to 1 • 

PII-1:! 

The aim is that internal 
suppliers and most of the 
cooperating suppliers shall 
be included. For the remain­
ing external suppliers, the 
intention is indirect in­
fluence with slight width and 
penetration. This is mainly 
a r esult o"f control informa­
tion, primarily concerned 
with choice of assortmcmt and 
SP. Thus the controlling set 
hns more elements than in 
FII, while the intended i n­
fluence is less . < 

PII-W 

Intention can be 
described as for 
PII-R. The number of 
internal suppliers, 
cooperating suppliers 
and others included 
in the control in­
format ion is estimated 
t o be approx . the same . 
These similarities 
indi cate that the size 
of the controlling set 
will be about the same 
as in PII-R. 

NII 

The intention is that 
internal suppliers 
shall be included . For 
the other suppliers 
(no cooperating Gup-
1iers) the intention 
is indirect influence, 
but with less width 
and penetration than 
in PII. It is there­
fore estimated that 
the controlling set 
contains more elements 
than in the PII sys­
tems. Intended in­
fluence is also less. 



~ Schedule A 5:3 (cont.) 

"" 

DI­
iffecting 
factor s 

B.Supplier~s 
a.pprox. 
share of 
RC"'s pur­
chases 

1. FII 

2 . PII-R 

2 . PII-W 

4. NII 

Execution 
A. and B. 

1. FII 

2 . PII-R 

2. PII-W 

4. Nil 

For suppliers chosen 
ace. to dimension A the 
intention can be formu­
lated aa very high over­
lapping for internal 
suppliers and high for 
the rest. Thus CC wants 
to influence the inter­
nal suppliers' shares 
of RC's purchases so 
that it falls within 
a fairly nal'rOI# inter­
val, set 0y CC. The in­
tention with regard to 
external suppliers ie, 
on a.n average, less 
strongly formulated. 
Existing indirect in­
fluence doee not affect 
intended DI beyond the 
overlapping intention . 
The highest ratio of 
RC's total purchases 
that can be covered by 
internal purchases is 
to be found in FII. The 
ratio of intended in­
fluence is highest 
there, and the control­
ling set contains fewer 
elements. 

CC carries out almost 
the whole of the sub­
activity supplier nego­
tiations. (Note that 
the subactivity only 
covers negotiations 
vith RC's external 
suppliers.) 

For purchases from internal 
suppliers, apart from some 
perishable groups, ver'l 
high overlapping applies. 
It is intended that RC"'s 
purchase ratio for the rel­
evant groups of merchandise 
shall remain within a high 
inte~~l. For the cooperat­
ing suppliers , and for some 
internally supplied perish­
ables, the intention is some­
vhat l ess strongly formulated. 
For the rest of the external 
suppliers the intantion in 
most cases is indirect i n­
fluence vith slight width 
and penetration. Control 
information is then emitted 
~ainly when the primary in­
tention ie to innuence SP 
and choice of assortment. 

CC is responsible for negOtia­
tions with the cooperating 
suppliers and, regarding some 
special agreements, with exter­
nal suppliers to RC (mostl y 
in connection with SP). 

Description of 
intended DI agrees 
with that for PII-R 
except that t he 
internally suppl ied 
perishables groups 
are somewhat dif­
ferently composed. 
The ratio of pur­
chases that ca.n be 
covered b'/ internal 
suppliers is about 
the same , despite 
some differences 
in the composition 
of the merchandise 
groups. 

Same as PII-R. 

Differs from PII 
as follows: Inter­
nal suppliers can 
deliver fewer = ­
cl:!a.ndise groups, 
so that the over­
lapping intention 
refers to a smal­
ler part of the 
activity. No cooP"' 
erating suppliers. 
Indirect influence 
has considerabl'l 
less width and 
penetration re­
garding other sup­
pliers. For expla­
nation of this , 
see choice of as­
sortment and SP. 
Intended DI is 
t heref'ore lower 
in NII than in the 
PII systems. 

Only i n a small no. 
(compared with 
PII-R) of special 
agreements. 
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Schedule A 5:3 (cont . ) 

Review in­
formation 
A. and B. 

1. FII 

2. PII-R 

3. PII-W 

4. NII 

Rewards 
system 

A. and B. 

1. FII 

2. PII· R 

2. PII-W 

4. NII 

External 
informa­
tion 
A, and B. 

1. FII 
2. PII- R 
2. PII-W 
4. NII 

CC obtains review 
information of a 
very high quality 
through its o-wn 
execution of the 
retail activi t y 
payment rout ine 
(purchs.ses) . 

CC receives continuous information 
about RC~s purchases from i nt ernal 
suppliers and cooperating suppliers 
through i ts own execution of the 
wholesale activity payment routine 
(sales) and from the sales figures 
supplied by the cooperating sup­
pliars . cc does usually know RC's 
t otal purchs.se figures only ·roughly. 
CC's information of RC's sales 
figures provide a less satisfactory 
basis for estimating the purchase 
share than purchase figures. Some 
i nformation is also obtained during 
consultant visits . 

Serious adminis- Quantit y discount on internal pur­
trati ve sanctions chases and purchases from coope­
can be applied i f rating suppliers. Serious adminis­
RC deviates much trative sanctions can be imposed 
from intended DI (expulsion from tbe system) i f 
regarding A or B. internal purchases fall below 20% 
Administrative of RC' s total. Thie figure i s low 
evaluations can in comparison with t he purchase 
also occur in ratios of by far t he majority of 
connection witb the RCs and with the r atio intended 
the way the i n- by CC. The internal purchase ratio 
tended DI is can also be taken into account by 
realized. Quantity CC in i ts administrative evslua­
discount on i nter- tiona of RC. 
nal purchases . 

See schedule 5:4, See schedule 5:4 

CC has somewhat less 
complete information 
about RC"" s sales than 
in PII-R. (See appen­
dix 5:2) Consultant 
visi t s are less fr e­
quent than in PII-R. 

Inf ormation about 
RC"'s total sales 
or total purchases 
is on an averll8e 
leas complete than 
in PII-W. (See 
appendix 5: 2.) 
Visits to the 
stor es by CC 
personnel lese "fre­
quent than in 
PII-W. 

Same as PII-R, except Quanti ty discount 
that the threat of on internal pur-
expulsion is not as chases . Adminie-
explicitly formulated. trative eYaluations 
Compared with FII the with, on the whole, 
rewards system in PII less serious con­
is less potent and sequences than in 
covers a smaller part PII, since fewer 
of the activity. RCs are financially 
For instance , a r e- dependent on CC and 
ward geared to iden- there are fewer cases 
tity of supplier of new establishment. 
covers f ewer suppliers, 
or one geared to pur-
chase share covers a 
smaller part of RC' s 
total. purchases . 

See schodule 5:4 See schedule 5:4 



~ Schedule A 5:3 (cont.} 

ORDERING 

Rankings 

Intended A.Timing 
DI 1. FII 

2. PII-R 

3. PII-W 

4. Nil 

Dimensions : A. Timing of order B. Techni que, transferring inf'orl!llit ion C. Quantity- per artic~e 
Output definition: Total purchases from internal suppliers . (Descriptions in t hia schedule refer to 
i nternal suppliers of groceries etc. o~y . ) 

FII 

Main order (written 
veekly or der) to be 
sent from RC 3 days 
befor e delivery at 
t he latest. Day of 
deli very decided by 
CC in wholesale acti­
vity out transport . 
Addi tions and altera­
tions, by telephone 
on RC's initiative, 
only as an exception 
and at the latest 1 
day before deli very 
day . No fetching of 
goods at CC's ware­
bouse. Extra orders 
!'or deliveries a.t 
other times only in 
very exceptional 
r.ircumstances. Inten­
tion Um:; eomplete 
overlapping. FII has 
higher i ntended HI 
than PII- R because 
the controlling set 
i s smaller for 
supplementary orders 
and because no f etch­
ing is allowed . Also 
the ratio for in­
tended influence i s 
higher. 

PII· R 

Main order to be sent from 
RC 3 days before delivery day 
at tbe latest. Day of delivery 
decided by CC in wholesale ac­
tivity out transport. Additions 
or alterations on CC;s or RC;s 
initiati ve 1 day before deliv­
ery at the latest . Orders f or 
fetching or sending goode by 
bus any day, but CC prefers 
t hese to be infrequent. Extra. 
orders only in very exception­
al circumstances. Orders of 
SP articles a week earlier 
than ordinary orders. Inten­
tion can be formulated as com­
plete overlapping for main 
orders, supplementary orders 
and SP orders, and very high 
overlapping for fetching and 
"bus orders". PII -R has higher 
intended Dl than PII · W mainly 
because the controlling set 
is eo\&ller :for main orders, 
since these must be in 3 days 
rather than 2 days before. 
Mor eover the DI intention is 
higher for orders regarding 
:fetching and SP articles. 

PII-W 

Mai n orders to be 
sent in 2 days ahead. 
Additions or alt era­
tions 1 day before 
at the latest, on 
CC~s or RC's i nitia­
t i ve. Delivery day 
decided by CC (in 
out transport). 
Orders made on RC 
visits to caah-&­
carry warehouse any 
time. Thus no DI 
intention fo r fetch­
i ng. Ear lier pre­
l iminary order s r e­
quired fo r some SP 
a.rtic~es only. Extra 
orders only in 
exception~ cases. 
PII-W has higher in­
t ended DI than NII 
because t he over­
lapping i ntention 
for main or ders, 
supplementary orders 
and extra orders ie 
higher. 

Nil 

IOO.in orders to be 
sent in 2 ds.ys 
ahead, but the in­
tention i s not 
complete overlap­
ping. RC can s end 
in main order 1 
day befor e. Addi­
tions as l at e ae 
day of delivery 
not completely 
forbidden. Deliv­
ery day decided 
by CC for main 
orders. Extra 
orders ca.n be 
del ivered any day 
(a} to RCs ~ocated 
i n same town as CC 
(b) by public 
t ransport (c) for 
whole vanloads. No 
i ntended DI in the 
t ime dimension for 
fetching f:ro111 
cash-&-carr y ware­
house . 
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Gchedule A 5:3 (cont.) 

B.Technigue 

1. FII 

2. PII-R 

2. PII-W 

4. NII 

c. Quantity 

1. FII 

1. PII-R 

1. PII-W 

4, NII 

Identity intention 
applies to main orders 
(must always be written) 
and to supplementary 
orders (telephone con­
tact on RC's initiative). 
Thus FII has higher in­
tended DI than PI1-R for 
suppl~ary orders . 

Indirect intention except 
for the rare cases of CC 
"assigning" SP articles 
(i.e. CC executes the 
activity). Indirect in­
tention means, first, 
that the estimated week­
ly requirement should be 
ordered but also that 
RC should consider the 
higher price for ~ivi­
ded retail packs and the 
requirement that the 
store should be well 
stocked also towards tbe 
end of the period. 
Secondly, the storage 
and sales budgets fixed 
by CC for the whole of 
RC's operations should 
be kept to . Thirdly , in 
the case of SP articles, 
i t is often cc' s aim to 
increase the quantity 
ordered or to fix t he 
se.les budget for in­
dividual SP articles. 

Identity intention for main 
orders (written), complete 
overlapping for supplementary 
or ders (telephone contact on 
CC's or RC ' s ini tiative), and 
identity for fetching (tele­
phone contact on RC's i nitia­
tive) . CC allows part of t he 
main order to consist of 
or ders taken by a manufactur­
er in the st ore and sent by 
him to CC . 

Indirect intention. General 
recommendation to buy week's 
requirements and to buy 
large quantit i es of SP artie­
lea . Budgeting of the sales 
of individual SP articles. RC 
should also take into account 
price additions for divided 
packs . FII ranked equal with 
PII· R. Penetration of in­
direct intention is greater 
i n PII- R because it is 
estimated that the no. of 
occasions for transferring 
cdht rol information is great­
er (more telephone contacts 
in connection with supple­
mentary orders) . On the other 
band , width of the indirect 
intention is greater in FII 
because the whole of the 
activity (budgeting) is 
covered, whereas in PII-R 
tbe information concentrates 
on SP articles . 

Same as PII-R, except 
that the identity 
intention for fetch­
ing applies to the 
t echnique "RC visits 
cc". 

S~e as PII-R, except 
that RC does not bud­
get SP sales individ­
ually for each article 
and each RC. PII-W 
ranks equal to PII-R. 
PII-W has a higher 
frequency of contact, 
since many RCs 
receive control in­
formation on their 
visits to the c-~-c. 
On the other hand, 
in PII-R there are 
more contacts via 
consultants. 

Higb overlapping 
for main orders 
(written). CC 
accepts that some 
RCs send in main 
orders by telephone. 
Otherwise, same as 
PII-W. 

Same as PII -w, 
except that the 
width of the 
indirect influence 
is less because 
t he extent of the 
SP activity is 
l ess . For this 
reason Nil ranks 
below th~ PII sys­
tems . 
Comment applying 
to all systems : 
The advice to or­
der the weekly 
requirement cao 
rarely be realized 
s ince most artic­
les as a fact have 
a lower rate of 
turnover than 
corresponds to the 
retail pnck. 



~ Schedule A 5:3 (coot .) 

"' 
DI- Execution 
affectins A.-c. 
factors 

All equal 

Rewards 
system 

A.B. 

1. FII 
2. PII-R 
3. PII-W 
3. Nil 

c. 
1. FII 

2. PII-R 

3. PII-W 

4. Nil 

Review 
Iii'fOrma­
tion 

A.B. 

All equal 

CC produces or der :forms , receives 
order information , and executes 
the activit y in the rare cases of 
"asr.igoment" of SP-articles . 

A. B. On repeat ed deviations from 
intended DI r egarding timing 8Jld 
technique , serious administra­
tive sanctions can be imposed. 
Otherwise, deviations can l ead 
to administrative evaluations . 

C.Administ r ative eval uations of 
budget results . Economic r ewards 
i n some SP programs, additional 
prices for orders on divided 
packs and quantity discount on 
some SP art icles . FII is ranked 
above PII-R, although the SF 
discounts in the latter syst em 
probably mean gr eater rewards 
for that part of the activity. 
Ou the other haod, the adminis­
t rative evaluations of budget 
results cover more of the 
activity. 

CC informed of deviations from 
i ntended DI in timing or 
t echnique through its own 
execution of selling/order 
receival. 

Same as FII except that t here 
are no assignment of SP 
articles . As these are very 
rare the systems rank equal.. 

A.B. 0. 5% discount on written 
main orders received at the 
right t ime . To get speci al SP 
discount (4-12%), RC must 
send in orders at right time. 
Deviations lead to admini s­
trative evaluations. 

C. SP discount di ffer enti ates 
between different purchase 
quantities . Additional prices 
for orders on divided packs. 
Administrat ive evaluat ions 
in a few cases where , on 
account of :fi nancial commit­
ments , CC checks RC' s opera­
tions t hrough budgeting and 
consultant visits. 

Same as FII . 

Same as PII- R. 

A.B. No economic 
re~rds . Only 
administrati ve 
evaluati ons. 

C. Quantity dis­
count for SP 
occurs , but only 
very rarely. 
Otherwise same as 
PII-R. 

Same as PII-R. 

Same as PII - W. 

A.B. Same as 
PII- W. 

C. Fewer SP artic­
les with quantity 
discount than 
PII-W, because 
the SP activity 
is of smaller size . 
Fewer RCs exposed 
to admini strative 
evaluations t han 
in PII-W. 

Same as PII -W. 
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Schedule A 5:3 (cont.) 

PRICING 

c. 
1. FII 

2. PII- R 

2 . PII-W 

2. l'III 

External 
informa­
tion 

A.-c. 
1. FII 
2. PII-R 
2. PII-W 
2. Nil 

Rankings 

Intended 1 • FII 
DI 2. PII-R 

2. PII- W 

4. NII 

Follow-up of budget data. Ranked below FII because fewer Same as PII-R. 
RCs make budget data available . 

No external influence on 
timing or technique. In­
fluence by a few external 
s~liers, witb CC~s 
special permission. 

Timing and technique affected Same as PII-R. 
i n some cas es by manufacturers' 
order-taking in store . Greater 
frequency of supplier-RC con-
tacts than in FII. 

Dimension: A. Price per article 

Output definition: No. of articles 

Fll PII- R 

For nearly 100% of the 
activity, influence aims 
at identity. EY.ceptions 
nre perishables with un­
stable prices and damaged 
goods, for which indirect 
intended influence 
applies. RC is in such 
cases to apply margins 
fixed by CC to calculate 
prices. 

Identity intention for articles 
in common SP and a few seasonal 
articles. High overlapping for 
CC-packed perishables (central 
price marking usual, but RC can 
ask for this not to be done) . 
Indirect influence: (a) l"e­
commended margins for some 
perishab1es (b) in some cai>es 
of local price wars (c) CC 
fears credit losses . 

PII- W 

Same as PII-R. 
SP ia on a 
smaller scale 
and the indi­
rect influence 
has less width 
in NII than 
in Pir-W. 

Fewer cases of budget 
data, but difference 
compared with the PII 
systems is small i n 
relation to total 
quant ity of review 
information at CC's 
order receival. 

Same as PII- W. 

Nil 

Identity or indirect in­
fluenc e for SP articles. 
Identity intention applies 
to RCs in the "a~vertising 
group". General recommenda­
tion to RC not to follow 
all price variations of 
local competitors . Indirect 
influence includes advice , 
mostly on RC's initiative, 
on prices in individual 
cases for individual artic­
les. 
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DI­
affecting 
factors 

E>:.ecution 
Not 
relevant 

Revards 
s;y:stem 

1. FII 

2 . PII- R 

2. PII-W 

4. NII 

Review 
~-
tion 

1. Pil 

2. PII-R 

2 . PII-W 

4. !III 

External 
informa­
tion 

1. PII 

2 . PII-R 

2 . PII-W 

2. NII 

By definition RC executes 
t he whole activity. 

Serious administrative 
sanctions can follow 
deviations f rom the 
i dentity intention. 

As a result of the "in­
ternal stock control" at 
cc , deviations from cc­
fi xed prices are register­
ed as deviations from 
what is expected for RC' s 
gross profit ,and loss i n 
physical stock. Informa­
tion also during s tore 
visits or through con­
sumers. 

Son1e information from 
consumers or competitors, 
intended to influence RC ' e 
prices . 

Threat of expulsion (in 
serious cases) or adminis­
trative evaluations follow 
deviations from i dentity 
intention for SP-articles. 
Also administrative sanc­
t ions can be imposed f or 
deviations from the in­
direct influence intention 
for RCs which are very de­
pendent on CC financ ially, 
a.nd ~ch show poor results . 

CC makes occasional random 
checks of the pricing of SP 
articles by vi sitin~ stores. 
Information about price 
deviations for SP articles 
may also come from consumers 
or other RCe in the system. 
Budget control and consultant 
visits in a f ew stores. 

The approx. price list of the 
local merchants' organization 
is a very important source of 
external illi'orm.a.tion. Con­
sumers and c~etitors as i n 
FII. 

Same as PII- R. 

Same as PII-R. 

Same as PII-R. 

Adminiatrati ve 
evaluations 
f ollowing price 
deviations in 
weekly campa ign 
articles . 

Same tne of i nforma­
tion regarding common 
SP as in PII-R. The 
extent of CO.IIIIIIOn SP 
is smaller. 

Same a.s PII -W. 
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Schedule A 5:3 (cont . ) 

SALES PROMOTION 

Raokings 

Intended A.Iden­

DI 
tity of 
~ 
1. FII 
2 . PII-R 
2. PII-W 
4. NII 

B.Priee 

1. FII 
2. PII- R 
2. PII- W 
4. NII 

C.Quanti-
~ 

1. FII 

2. PII-R 

3, PII-W 

4. NII 

Dimensions: A. I dentity of article B. Price C. Quantity ordered per article D. Display 

E. Advertising media 

Output definition: A. -E. No . of SP articles 

nr 
I dentity intention for system's 
common SP, indireet influence 
for RC's individual SP. The latter 
is of little extent . 

Identity for all SP prices . 

FOr common SP: At l east budgeted 
sales of individual SP articles 
and of the whole SP program shall 
be achieved. This means high 
overlapping. Indirect influence 
also occurs for all SP activities. 
Control information i s frequent 
(written reports, store radio, 
and to lesser extent telephone 
contact with cc12' during store 
visits by internal suppliers or 
by cc

11
). Occasionally quanti­

ties are allocated to RC by cc's 
action decision. 

PII- R 

Same as FII except that 
common SP does not re­
present such a lB.l'ge 
share of total SP ar­
t icles. 

Identity for common SP. 
Indirect influence for 
other SP art icles. 

Same a.s FII , except 
that common SP is a 
Slll8.11er part of total 
SP. 

PII-W 

Same as PII-R. 

Same as PJI-R. 

CC does not 
budget every 
RC ' s sales of 
SP articles . 
Indirect in­
fluence int en­
tion as in 
PII- R. 

liii 

For the weekly SP program: 
Identity for RCs in the 
advertising group. High 
overl apping for other Res. 
Common SP is l ess compre­
hensi ve than in the PI! 
systems. Indirect in­
fluence f or individual SP. 

For common SP: Identity 
for RCs in the advertising 
group and high overl apping 
for other RCs . For in­
dividual SP : Indirect in­
fluence with slight width 
and penetration. 

Width and penetration of 
indirect influence less 
than i n PII because of the 
smaller share of common SP 
and the l ower frequency of 
contact i n the t ransmission 
of control information 
about BP articles, 
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D.Display Very high overlapping according 

1. FIT 
2. PII-R 
3. PII-W 
4. liii 

E.Adver­
tising 
media 

1 . FII 
2 . PII-R 
2. PII-W 
4, NII 

DI- Execution 
affecting A.-D. 

~ All eque..l 

to the "saJ.es points" program 
for COl!llllOn SP, 

!~entity for choice of media 
for common SP and identity or 
indirect influence for in­
dividue..l SP. 

No e.-~ccution . 

E.No basis 
for ranking 

Rewards 
system 
A.B. 
1. FII 
2 . PII-R 
2. PII-W 
4. Nil 
0 . 
1. FII 
1. PII- R 
3. PII- W 
4. NII 
D. E. 
1. FII 
2. PII-R 
2. PII-\~ 

2. NII 

Serious aQministrative sanc­
tions imposed for great devia­
tions from identity intention 
for article, price and media. 
Administrative evaluations of 
lesser deviations in these 
dimensions and of deviations 
regarding display and quanti­
ty . In some cases economic 
rewards to personnel (e .g. 
competitions) related to the 
quantity dimension . 

Indirect influence. CC 
wishes to influence dis­
play through presentation 
of written display hints 
("sales ideas leaflets") 
~onsultant visits, and 
internal trade journal. 

Same as FII but ranking 
affected by the higher 
proportion of individ­
ual SP. 

No execution . 

Serious administrative 
sanctions (or evalua­
tions) can follow very 
great (or great) devia­
tions from identity in­
tention for product and 
price. Economic rewards 
for quantity dimension 
(4-12% quantity dis­
count). 

Indirect influence 
less vide and 
penetrating than 
in PII-R. Advice 
about display 
covers fewer SP 
articles, control 
information less 
frequent. 

SSllle as"PII-R. 

No execution. 

Differs from PII-R 
only in that extra 
quantity discount 
on SP articles 
rarely occurs. 

Indir ect influence 
less wide and 
penetrating than 
in PII-W. Control 
information very 
infrequent and 
covers very few 
articles. 

Identity for 
common SP. No 
DI intention 
for individual 
SP. 

tlo execution . 

Administrative 
evaluations with 
regard to A. and B. 
for RCs in the 
advertising group. 
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SERVICE 

Intended 
DI 

~ 
informa-
tion 
A.B. E. 
1. FH 
2 . PII-R 
2 . PII-"l-7 
h . NII 

c. 
1. FII 
2 . PII-n 
3. PII-W 
4. NII 

External 
informt~­
tion 
A.-E. 
1. FII 
2 . PII-R 
2 . PII-W 
2. NII 

Rankings 

A. Degree 
of' 
manual 
service 
'i":FF"" 
2 . PII-R 
2 . PII- 1-T 
4. NII 

CC's order receival and budget 
follow-up provides i nformation 
about A. and c. Information 
about B. as in the pricing 
activity. Store visits provide 
occasional information about 
A. B. and D. Regarding E. 
CC certifies invoices . 

D. 
1. FII 
1. PII-R 
3 . Pli-W 
4. NII 

Suppliers may only visit RC 
with cc's special permission. 
This type of influence can be 
seen to a great extent as a 
complement to the cont rol 
information . 

PII-R differs from FII in 
that (a ) common SP represents 
a smaller part of the activity, 
(b) no internal stock-control 
gives information about B., 
(c) CC does not certify RC's 
invoices (E.). 

RC r eceives visits not only 
from suppliers whose products 
are included in the common 
SP program, but also from 
suppliers hoping to influence 
RC's i ndividual SP activity . 

Differs from PII-R 
in that there is 
no budget follow­
up of SP sales and 
fewer store visits 
are made. 

Same as PII-R . 

Fewer store 
visits from CC 
than in PII-W 
(no store con­
sultants), and 
less coJTIIIIOn SP. 

Sa.me as PII -W. 

Dimensions: A. Degree of manual service D. Personal informati on to customers about goods 

Output definition: Total sales 

FII PII-R 
Use of seli'-servicc system for the CC suggests action decision re appl i­
various mcrchandioe groups ace. ~o cation of self-service system per 
CC~s prescribed action decision . merchandise group in most cases of 
Degree of manual service can ~lso new establishment or rebuil ding. In-
be affected by auxiliary services direct influence applies to degree of 
within the self-service system . RC's auxiliary service offered. lntention 
auxiliary serviccB shall fulfil the therefore a combination of high over­
criteria for "well-kept store" pre- lapping and indirect influence . Con-
scribed by CC, to serve as basis trol information ace . to the l~tter 
for piece ra.tes. This includes seems to have a somewhat limiting 
percental ratio of all transactions effect on the controlling set ace. t o 
with auxiliary service (per mcrchan- t he overlapping intention. Con-
dise _group) . Intention characterized trolling set larger than in FII . 
as high overlapping. 

PII-'tl 

Same as 
PII-R. 

NII 
Indirect influence 
with alight pene­
tration. Control 
information mainly 
for rebuilding 
where CC partakes 
in the planning. 
No new establish­
ment dur i ng the 
period studied. 
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B.Pereonal 
informa­
tion 

1. FII 
2 . PII-R 
2. PII-W 
4. Nil 

DI- Execution 
aff"ecting A.B. 
~ Al.l equal 

Reva.rde 
system 
A.B. 
1. FII 
2. PII- R 
2. PII-W 
4. NII 

Review 
~-
tion 
A. B. 
1. FII 
2 . PII- R 
2 . PII-W 
4. NII 

(in A.) 
2 . NII 

(in B.} 

Indirect influence intention. 
Control information transmitted 
through internal training, 
group meetings and internal 
trade journals. 

No execution . 

Administrative evaluations of 
the review information to CC 
about dimension B. Adminis­
trative evaluations of devia­
tions from the ds;ys " work 
budget. Administrative 
evaluations of sales volume 
may indirectly lead to 
evaluations of deviations 
from DI for dimension B. 

Customers sometimes complai n 
about RC"s service vitb regard 
t o A. and B. to CC . "Piece 
rates" presuppose a certain 
value with regard to degree 
of manual service, so devia­
tions from intended DI can 
sometimes be registered. Full 
DI for investment decisions 
regarding self-service . 

Indirect influence bas on 
an average lese width and 
penetration than in FII, 
since fewer RCs take part 
in internal training. 

No execution . 

Financial help for establish­
ing or rebui lding can be 
related to adoption of service 
system suggested by CC. 

Information about self-service 
system t hrough consultants and 
in most cases participation in 
investment decisions . Very 
little information about B. 

Same as PII-R. In­
formation lese 
f'requent through 
training , consultants 
and trade journals . 
More frequent through 
group meet ings. 

No execution. 

Same as PII-R. 

Same as PII -R 

No intended 
DI. 

No execution . 

Fewer cases 
of establish­
ing/rebuilding 
than in PII-W. 

Compared to 
PII fewer 
store visits. 
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External 
informa­
tion 

PAYMENT ROtJl'INE 
(purchases) 

Intended 
DI 

DI­
affecting 
~ 

Ra.nkings 

A.Ti:ming 

1. FII 

2. PII-W 

3. NII 
4. PII-R 

B.Tech­
nigue 

1. FII 

2. PII-R 

2. PII-W 

2. Nil 

Execution 
A.B. 
t. FII 
2 . PII-W 
3. PII- R 
3. NII 

Influence from customers 
probably very frequent 
in all systems. No basis 
for ranking. 

Dimensions: A. Timing of pa.ymenta B. Technique, transferring means of payment 

Output definition: Total purchases (from internal suppliers }. N.B. The description re£ers to i nternal 
purchases only. 

FII 

Identity intention for 
a.ll payments. Payment 
through central account 
current. 

Identity is intended 
for all payments . 
(Pa.yment through ac­
count current. } 

CC executes the whole 
activity. 

PII-R 
Very high overlapping is in­
tended, i.e. exceptions from 
paying within the prescribed 
credit period shall be very 
few. 

Either postgiro or payment 
iota bank account should be 
used. Intention can be de­
scribed as very high over­
lapping. The ratios of in­
tended influence and no. of 
elements in the controlling 
set are both greater than in 
PII-W. I consider that these 
conflicting factors counter­
balance each other a.s far as 
the ranking is concerned. 

No execution. 

PII-W Nil 

Cash payment for purchases Compared to PII-\f 
:rrom c-g.-c -warehouse and pay- there is no auto­
ment exactly on da.y X for RCe matic giro . Thus 
using the "automatic giro" the intention is 
system are intended. Other- very high over lap­
wise same as PII-R. I ntention ping in a smaller 
can be described ae very high controlling set 
overlapping, but with a than PII-R but a 
smaller controlling set than larger one than 
in PII-R. PII-W. 

Cash payment for purchases 
at c-~-c warehouse . Other­
wise it is intended that 
1110st RCs shall use "automatic 
giro". Intention can be for­
mulated as high overlapping 
with a smaller controlling 
set than in PII-R. 

The "automatic giro" tech­
nique means that CC informs 
t he bank about the sum to 
be transferred from RC to 
cc. 

Intention formulated 
as for PII-R , except 
cash purchases only 
at c-&-c warehouse. 
The comment on the 
ranking of the PII 
systems also applies 
to PII-W and NII. 

No execution. 
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Rewards 
system 
A.B. 
1. FII 
2. PII-Y 
2. NII 
4 , PII-R 

Review 
infurma-
tion 
A.B. All 

equal 
External 
informer 
tion 
A.B. All 

equal 

If RC makes out-p&Yments 
that deviat e from the 
i ntended DI, serious 
administrative sancti ons 
~ follow. 

cc's att est i ng of in­
voices and cash audit . 
CC's execution. 

.!Ilene. 

System of price differentials that 
punish deviation in A. Adminis­
trative sanctions follow ser ious 
deviations in A. (demand for ad­
vance paYJIIent , refusal t o supply ) . 
Possibly administrative evalua­
tions with r egard to B. 

CC' s execution of wholesale 
act ivity pa)'lnent routine (sales). 

None. 

Administrative sanctions 
for deviations concerning 
purchases at C-&-C ware­
house (RC may be for­
bidden to buy ther e) . 
Ot herwise a.s for PII-R. 

Same a.s PII· R, pl us bank 
statement re transfer 
transactions in the 
"autome.tic giro". 

None. 

Same as PII-W. 

Same as PII-R. 

None . 

Comment: In dimension B, PII-W ranks above PII-R for DI, although they were ranked equal with regard to intended DI . 
This is because PII-W re.Ilks above PII-R for execution and rewards system. 

PAYMENT ROUTINE 
(sales) 

Intended 
Q! 

Rankings 

A.Placing 
1. FII 
2. PII-W 
3. PII-R 
3 . tJI I 
B.Credit 
terms 
1 . FII 
2 . PII-R 
2. PII- W 
4 , NU 

Dilnensione: A·. Placing of payments received B. Credit terms 

Output definition: Total sales 

FII 
Identity intended for A. 
and B. RC to place day's 
takings in bank pre­
scribed by CC, and to 
offer no credit. 

PII-R 
No DI intended for A. Indirect 
influence with regard to credit 
terms (cash sales recommended), 
except in RCa vbere CC has heavy 
financial commitments. In such 
cases very high overlapping 
applies {only very little credit 
allowed), 

PII-W 
For A. the intention is 
high overlapping in the 
controlling set since for 
those RCJ·s using the 
automatic giro payments 
to cover purchases f rom 
CC are t o be placed in 
a particular bank . Same 
intended DI for B. as in 
PII- R. 

DI- Execution A. 
ifiectins 

CC takes part 
in transfer of 
information 
with bank. 

A. Not applicable. A.B. None, 
B. None. 

~ 

B. Uone, 

NII 
No i ntended DI. 

A.B. Not appl icabl e . 
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Rewards 
syste111 
A.B. 
1. FII 
2. PII-R 
(only B. ) 
2. PII- W 

Review 
~a­
tion 
A. 
1. FII 
2. PII-W 
B. 
1, FII 
2. PII-R 
3. PII-W 

External 
informa­
tion 
p::--
1. FII 
2. PII-W 
B. All 

equa.l 

GOODS RECEIVAL 

Intended 
DI 

Rankings 

A.Timing 
1. FII 
2. PII-R 
3. PII-W 
4. !HI 

Serious administrative sanc­
tions can be imposed even 
for slight deviations i n A. 
Administrative sanctions or 
evaluations follow deviations 
regarding B. 

Internal cash and general 
audit. 

A. NQne . 
B. Customers requirements . 

Not applicable to A. 
Administrative evalua­
tions or sanctions can 
follow deviations re­
garding B. 

A. Not applicable. 
B. Monthly report from 
central account ing 
service for some RCs . 

A . Rot applicable. 
B. As for FII . 

Dimensions : A. Timing B. Technique 

No rewards for A. 
Same as PII-R 
for B. 

A. Information by the 
bank that sufficient 
amount was avail.able 
in RC .. s accoWtt. 
B. Less economic review 
information than PII-R 
(appendix 5 :2). 

A. Sales of t he various 
credit institutes . 
B. As for PII-R. 

not applicable. 

Not applicable. 

Not applicable. 

Output def'ini tion : 
deli veries only. 

Total purchases from internal suppliers. N.B. The description refers to internal 

FII 

Very high overlapping of the 
chosen set i n the controlling 
set . Timing to agree with the 
fixed delivery trips. No . of 
elements in the controlling 
and chosen sets almost equal. 

PII-R 

Differs from FII in that 
receival of goods fetched 
from cc" s warehouse may 
take placetat many differ­
ent times, vhicb means 
that the control.ling set 
has mere alemente than 
in FII. 

PII-W 

Same iDtentioD as 
in PII-R except t hat 
more purchases are 
fetched from CC"s 
warehouse. 

NII 

No . of time points 
and, therefore, t he 
s ize of the con­
trolling set , greater 
t han in PII-W. (See 
description of 
ordering p. 264 . ) 
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B.Technigue Very high overlapping of t he 

1 FII chosen eet . Fewer elements in 

2: PII-R t he controlling s~t :han in 
2. PII-W PII-R. (?f. descr1pt1on of 
4. NII homogene1ty, schedule 6:2.) 

DI - Elcecut ion 
affecting A.B. 
factors 1 . FII 
- -- 2. PII- R 

3 . PII-W 
3 . lHI 

Rewards 
system 
A.:B. 
1. FII 
2 . PII-R 
3. PII-W 
3. NII 

Review 
infOr;;ia-
tion 
A:B. 
1. FII 
2. PII-R 
3 . PII-W 
3. NII 

CC executes out transport of 
almost all internal deliveries, 
thus taking part in the first 
stage of goods receival. 

Administrative sanctions follow 
deviat ions in A. Administrative 
evaluations of the utilization 
of personnel in goods receival 
may be made following deviations 
from days' work budget or re­
garding drivers' piece rate 
earnings. (Piece rate calculated 
for a particular goods receival 
technique. ) 

CC's execution of part of t he 
activity means t hat CC has full 
information as to A. e.nd some 
as to B. Check on d~s' work 
budget may provide indi rect 
indication of deviations r e­
garding t echnique. 

Very high overlapping 
of the controlling set 
for CC-executed deliv­
eries . No DI int ended 
for fet~hing from CC's 
warehouse. 

Same as FII, except 
for goods fetched by 
RC. 

Administrative evalua­
tions follo~ low DI 
for timi ng and tech­
nique (except for 
goods fetched by RC). 

Compared to FII there 
ie no days' work b ud­
geting and there is 
some fetching from CC. 

Fewer elements in the con- Fetching at cc's 
t rolling set thSJl in PII-Rwarehouee and 
(cf. schedule 6:2} and delivery by pub-
fetching from CC' s ware- lie transport 
house represents a much represent a ~arger 
l arger ehare of total share of purchases 
purchases. The systems than i n PII-W. No 
are re.nked equal since I DI i ntended for 
consider that t hese con- such receivals. 
flicti ng :factors cancel 
each other out . 

Same as PII-R , except 
that a greater share 
of purchases is made 
duri ng RC's visits to 
cc. 

Compared to PII-R a 
higher ratio of goods 
fetched at CC. 

Compared to PII-R t here 
is more fetching from 
cc' s ware bouse. 

Same as PI! -w. 

Same as PII-W. 

Same as PII-~r. 
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Schedule A 5:3 (cont.) 

External. 
informa­
tion 
A.All 

None. In some cases information from Same as PII-R. 
agencies concerned with estab-

Same a a PII-W. 

equal 
B. 
1. FII 
2. PII-R 
2. PII-W 
2, NII 

lishment and rebuilding with 
a view to influencing condi-
tione affect ing B. 

PREPACKAGING Dimensions: A. Proportion of perishable merchandise type sold prepacked B. Technique 

Output definitions: A. Total sales of relevant perishables B. Quantity prepacked 

Intended 
DI 

Ra.nkings 

A.Proportion 
pre packed 
1. FII 
2 . PII-R 
2. PII-W 
4. Nil 

B.Technique 
1, FII 
2. PII-R 
2. PII-W 
4. ri!I 

~ Execution 
affecting A. B. 
factor s 1. FII 
------ No ranking 

between the 
other systems 

FII PII-R :o PII-W !III 

CC wishes that as much as possible of 
the volume of the various t ypes of 
perishables should be sold prepacked. 
Intention cao be formulated as very 
high overlapping. The controlling set 
is only slightly larger than the chosen 
set. 

CC wishes that as much as possible be 
bought centrally packed. When RC packs, 
techni ques suggested bw CC should be 
used . Intention can t hus be described 
as a combination of complete over­
lapping Bnd indirect influence. 

CC executes more of the activity t han 
in the other syst6ms. Internal supp~iers 
anaver for more types of perishables. 
Proportion of prepacked is greater than 
in other systems. 

CC tries to influence RC to 
increase the proportion of 
prepackaged in most types 
of merchandise. Intention 
can be descri bed as i ndirect 
influence. 

No intended DI . 

CC wishes that as much as possible Indirect influence in 
be bought centrally packed but for some cases where RC 
articles packed by RC the int ended i tself acquires equipment 
DI is not as high as in FII. In- and materials for pack­
tarnal purchases represent a aging to be done in t he 
smaller share of total purchases store. 
than in FII. 

llo basis for r anking between 
PII-R and PII-W regarding pro­
portion of perishables prepacked 
at CC. The same app~ies for the 
PII systems and Nil regardi ng 
dimension B. 

A. Not applicable. 
B. See PII. 
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"' 
Rew.rds 
syst em 
A.B. 
1. FII 
2. PII-R 
2. PII-W 
2 . NII (B.onl.y ) 

Review 
~-
tion 
A.B. 
1. FII 
2 , PII-R 
2 . PII-W 
4. NII(B.only) 

.Elcterno.l 
i nforma­
t i on 
A. B. 
1. FII 
2 . PII-R 
2. PII-W 
2. NII(B.only~ 

The addition in price ror CO-packed 
articles is probabl y lover than the 
cost of RC~s packaging. The piece 
rate system i n the stores is adjusted 
to the DI i ntention. 

Through its executi on of selling/ 
order r eceival, CC is supplied 
with information regarding RC~s 
internal purchases of prepacked 
and non-prepacked perishables. In­
formation at consultant vis its. 
CC attests invoices for all pur­
chases of equipment . Budget out­
come for number of days~ work, 

Consumer preferences r egarding 
proportion of prepacked . Fewer 
external suppliers of perishables 
than in PII . 

As regards tbe relation between 
additional price and cost in RC , 
same as FII . 

A. Not applicable. 
B. Same a.s PI !. 

Compared to FII (a } i nternal 
purchases of perishables represent 
a smaller proportion, (b) person­
nel budgeting i n only few cases, 
(c) no attesting of RC invoices 
but some RCs buy equipment through 
cc . 

Information from consumers as 
fo r FII. More external suppliers 
of perishables than FII. 

A. Notapplicabl e . 
B. No consultant 
organization. No 
budget r esults, 
CC~s assortment con­
tains f ewer types of 
perisbabl.es than in 
the PII systems. 

A. llot applicable. 
B. Same as PII. 
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Schedule A 5:3 (cont.) 

PRICE MARKING Dimension : A. Technique 

Output definition: Total sales 

RM.kings 

Intended A.Technigue 
DI 1. FII 

2. PII-R 

3. PII- W 

4. NII 

DI- Execution 
illectins 'T . FII 
factors 2 . PII-R 

2 . PII-W 
4. lUI 

Rewards 
syetem 
1. FII 
2 . PII-R 
2 . PII-W 
2. NII 

External 
inf'orma t ion 

FII 

In the cboice between marking 
an article at RC or cc, CC's 
decision shall prevail. Since 
CC chooses the technique for 
i ts own marking, ve can say t hat 
the intention is identity for 
part of the activity. l.fith re­
gard to other articles, it is 
intended that CC' s general de­
cision regarding the technique 
for each t ype of merchandise 
shall be followed. I ntention can 
be formulated as very high over­
lapping. The no . of elements in 
the controlling and chosen sets 
are approximately the same. 

The part of the activity executed 
by CC is greater than in the 
other systems. See appendix 6:1 , 
p. 306. 

Piece rate system in RC ad­
justed to intended DI . The 
alternative of buying articles 
prepacked but not price-marked 
by CC does not exist. Adminis­
t rative evaluat ions of' devia­
tions. 

No basis for ranking. 

PII-R PII•W 

Identity is i ntended Lower DI intended than 
for non-food art icles in PII-R : (a) Less price-
and high overlapping marking by CC of CC-pack-
f or the perishables ed perishables. (b) No CC 
bought prepacked from price marking of non- food 
CC. (RC can buy perish- articles . (c) Indirect 
ables unmarked. ) In- influence has l ese width 
direct influence is and penetration. It con-
intended for other sists of some general re-
price marking. Control commendations about t he 
information is trans- price marking of campaign 
mitted through internal articles and the type of 
trade journals and l abel that should be used, 
store consult ants. and sometimes advice re­

garding equipment t hat RC 
acquires . 

See p. 306. See p. 306. 

No re"Wards system. No re~rds system. 

lHI 

Lower intended 
DI than in 
PII-W: (a) cc­
packed perish• 
ables represent 
smaller share 
of total. (b) In­
direct influence 
has slight width 
Wld penetration 
(advice i n some 
cases when RC 
acquires equip­
ment) . 

See p. 306. 

No rewards 
system. 
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Review 
Ilifoiina-
tion 
"f:"FII 
2. PII-R 
2. PII-W 
4. NII 

Consultant visits . Order receival . 
Invoice control . Certification of 
invoices for acquisition of equip­
ment . Deviations regarding piece 
rate earnings and use of personnel 
CaJI serve as a signal to CC to get 
more information about RC~s execu­
t ion of pri ce marki ng and other 
activities. 

Consultant visits. Order re<:eival. 
Sometimes participution in deci­
sion process re acquisition of 
equipment. 

Same as PII -R • Order receival. 
Sometimes par­
t icipation in 
decisions about 
acquisition . 

POSITIONING OF GOODS/REFILLING OF SHELVES Dimensions : A. Positioning of nterohandise types B. Quantity displayed per 
art icle C. Technique,refilling 

Intended 
DI 

Rankings 

A.Posi­
tioning 
1, FII 
2 . PII-R 
3. PII-W 
4 . NII 

B. Quantity 
displayed 
~ 
article 
"1"":FII 
2. PII-R 
3. PII-W 
4. NII 

Output definition: Total sales 

FII 
Identity is int~nded for new 
establishment and rebuilding, 
otherwise very high overlapping 
(controlling set only slightly 
larger than chosen set}. 

High overlapping for ncwl_y 
established stores . High over­
lapping or indirect influence 
for SP articles. Otherwise i n­
direct influence with greater 
width and penetration than in 
PII-R. (In FII, the description 
ref ers to all types of merchan­
dise and all RCs.) 

PII-R 

Very high overlapping for new 
establishments and some re­
building. Indirect influence 
with r elatively slight \ridth 
for other stores. Indirect in­
fluence mainly concer ns posi­
tioning of SP articl es . Advice 
is given by consultants and in 
writt en circulars. CC does not 
want to control the details of 
this activity. 

Indirect influence for all 
newlY established stores and 
for SP articles. Otherwise 
indirect influence with slight 
width and penetration. 

Prr-w 
Same as PII-R re­
garding new estab­
lishments etc. but 
lower intended DI 
for SP art icles. 

NIT 

Indirect influence 
intended for re­
building and in a 
few cases for SP 
articles . Thus 
width and penetra­
tion are alight . 

Less vidth and Indir ect influence 
penetration in in- with slight width 
tended indirect in- and penetration . 
fluence than in I nfluence intended 
PII-R (except for only for a f ev cases 
newly established of rebuilding and 
s tores} . Less fre- a few SP articles . 
quent contacts 
with consultants, 
i nternal trade 
journals . For SP 
articles, see P·270· 
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C.Tecbnique 
(refilling) 

1 . FII 
2. PII- R 
2. PII-W 
2. NII 

DI- Execution 
affecting A.-c. All 
factors equal 

Rewards 
system 
A. B. 
1. FII 
2 . PII-R 
2 . PII-W 
4, NII 

Review 
~-
tion 

A.B. C. 
1.FII t .FII 
t. PII-R 2,PII- R 
t.PII-W 2.PII-W 
4.NII 4.NII 

External 
informa­
tion 
A:=C. 
1. FII 
2 . PII- R 
2. PII-W 
2 . NII 

CC intends that the refilling routine 
be influenced by (a) CC~s description 
of the normal handling process in 
goods receival, (b) the store~s work 
schedule, designed by RC and CC to­
gether, and (c) CC's criteria for a 
well-kept store. This can be described 
as indirect influence with great width 
and relatively great penetration. 

CC takes part in goods handling in 
newly established or rebuilt stores 
before opening. 

Administrat ive sanctions for devia­
tions regarding A. in new establish­
ments, and for serious deviations 
from intended DI in B. for SP 
articles. Otherwise administrative 
evaluations (C. also}. 

No intended DI. No intended DI. 

Same as FII. Same as PII-R. 

For A. administrative Same as PII-R. 
evaluations (sanctions) 
for (great) deviations 
from intended DI. Ad-
ministrat ive evaluations 
for SP articles i n B. 

At execution of establishing/rebuilding.Same as FII, except 
Visits from CC personnel. Signal as to personnel budget. 
abnormal use of personnel through 

f'or Same as PII - R . 

follow-up of days ' work budget (C). 

A few external suppliers have per­
mission from CC to influence quantity 
displayed and r efilling technique 
during their visits or deliveries to 
RC. 

Greater frequency of 
external information 
from external suppliers 
than in FII. (No re­
striction by CC. Great­
er proportion of tot al 
purchases made from 
external suppliers.) 

Same ae PII- R. 

No intended DI. 

Same as PII-W. 

Less SP and 
established 
rebuilding 
than in PII- W. 

Very infrequent 
store visits 
from CC personnel. 

Same as PII- W. 
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CHECKING OUT Dimensions: A. "Waiting line service" B. Technique for checking out 

Output definition: Total sales 
Rankings FII PII-R ~ PI I -W 

Intended 
DI 

A."Waiting 
line service" 
1. FII 
2. PII-R 
2. PII-W 
2. tHI 

B.Technigue 
for checking 
out 
1.FII 
2 . PII- R 
2 . PII- W 
4 . rur 

DI- Execution 
affect i ng 
factors 

Rewards 
system 
B. 
1. FII 
2. PII-R 
2 . PII- W 
2 . Nil 

Review 
'iritOrmat ion 
B. l.FII 

2.PII-R 
~ :ni-"' 

External 
information 
B. l.FU 

2.PII, NII 

Indirect infl uence intended regarding the 
relation betueen length of waiting line 
and utilization of free capacity in 
registers. 

Cash registers etc . acquired by CC. For 
checking out technique and material, it 
is intended that in most respects the 
alternatives specified by CC shall be 
chosen. The intention can be described 
in general aa complete overlapping. The 
no. of el ements in the controlling set 
is more than slightly greater than the 
no. in the chosen set. 

Irrelevant, since the activity is, by 
definition, executed by RC. 

A.B. Administrative evaluations of dS¥s' 
work and material budgets . Economic rewards 
in ace. with piece rate system may have 
some connection with the realization of the 
intended DI. 

A. Customer complaints may reach CC. 
B. Invoice control for acquisitions. Days, 
work and material budgets. Consultant 
visits. Training statistics 

A.B. Customer influence. 

lfo intended DI. 

Cash registers etc., particularly in 
the case of new establishment or re­
building, should be acquired through 
CC. Checking out material exhibiting 
the system's emblem should be used. 
Generally speaking, the intent ion can 
be described as a co~bination of high 
overlapping and indirect influence 
with slight width and penetration. 
The controlling set is considerably 
larger than the chosen set . 

B. Administrative sanctions or 
evaluations if RC deviates from 
the DI intended in the acquisition 
of equipment for new establishment 
or rebuilding. 

B. Consultant visits. Participation 
in the decision process of some 
acquisit ions of equipment and invoice 
information nbout RC ' s purchases of 
materi al through CC . 
Customer i nfluence. External suppliers 
Of materials. 

NII 

No intended DI. 

DI intended for 
acquisition of 
equipment only. 
No checking-out 
material with 
syst em, s emblem . 

B. Same as PI I. 

B. Fewer store 
visits from CC 
personnel than 
in PI!. 

Sam.e as PII . 
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STORING Dimensions : A. Technique for goods maintenance B. Quantity stored 

Output definition: Average quantity stored 

Intended 
DI 

Rankings 
A. Technigue 
1. FII 
2. PII-R 
3. PII-W 
4. NII 

B. Quantity 
1. FII 
2. PII-R 
2. PII-W 
4. NII 

DI- Execution 
affecting 
~ 

~ 
system 
A. 
1. FII 
2. PII-R 
2. PII-W 
2. NII 

FII 
CC wishes RC to follow OC's 
general decisions \lith regard 
to goods maintenance. CC 
makes action decision re 
acquisition of equipment . 
Generally speaking the inten­
tion can be described as a 
combination of high overlap­
ping and indirect influe.nce 
\lith very great vidth { vhole 
activity), Controlling set 
smaller than in PII-R. 

RC's total storing is budget­
ed by CC who al.so wishes to 
exert indirect influence 
through its DI for ordering 
(quantity dimension) and 
choice of assortment. Inten­
tion can be characterized as 
indirect influence with great 
width but relat ively small 
penetration. 

Irrelevant. The activity is, 
by definition, executed by 
RC. 

Administrative evaluations of 
maintenance. In some cases 
the administrative evalua­
tion of the waste percentage 
might 111ea.n that the rewards 
system conflicts with the 
intended DI {regarding 
rejects). 

PII-R 
A combination of high overlapping 
and indirect influence applies 
(equipment and methods) for some 
types of merchandise. Control in­
formation transmitted at consult­
ant visits, through internal. 
training and internal trade jour­
nals . Less width in the indirect 
influence than in FII. 

Indirect infl~ence with less 
vidth and penetration than in 
FII. Only through DI for choice 
of assortment and ordering , ex­
cept in the case of some RCs 
where CC has large f'inancial 
commitments. In these cases the 
aim is the same as in FII . 

Administrative evaluations of 
deviations from intended DI in 
RCs where CC has large financial 
commitments. Despite the evalua­
tions of waste , FII is ranked 
above PII-R, since it covers a 
much larger proportion of the 
components. 

PII-If 
Indirect influence 
is intended, but 
with less width 
and penetration 
than PII-R (less 
number of con­
tacts through in­
ternal training, 
trade papers and 
consultants). 

Same as PII- R. 

Same as PII- R. 

?III 
Indirect in­
fluence of 
slight width 
and penetra­
tion, (No ac­
quisition of 
teclmicaJ. 
equipment. No 
cousultant 
organization. ) 

No DI-inten­
tion. 

Same ae PII- W. 
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B. 1. FII 
2. PII-R 
2. PII-W 

Review 
Iilfciriiiation 
A. 1. FII 

2. PII-R 
3. PII-W 
4. NII 

B. 1. FII 
2. PII-R 
3. PII-W 

External 
information 
A.B. 
1 . FII 
2. PII, Nil 

Administrative evaluations of 
budget results and of possible 
complaints to CC from customers 
about stock-outs. 

Consultant visits. Complaints 
from customers . Execution of 
acquisition of material . 
Attest ing invoices for equip­
ment acquired. Waste control. 

Budget results for quantity 
stored. Physical inventory. 
Short-term bal!lllcing of the 
books. Consultant visits . 
This informat ion refers to 
all Res. 

Customers~ attempts at iDflu­
encing RC. External s uppliers 
of equipment and goods have 
less frequent contacts with 
RC than in t he other systems. 

Administrative evaluations of 
budget results io relevant 
cases. 

Participation in decision 
process for acquisition of 
equi:p111en t in IILBliY , but not 
all, cases . Consultant 
visits . Waste control in a 
few cases . 

Information corresponding to 
FII for some newly established 
RCs wbere CC bas large finan­
cial commitments . 

More contacts with external 
suppliers t han PII. 

same as PII - R. 

Compared with 
PII-R fewer con­
sultant visits. 

Compared with 
PII-R less com­
prehensive eco­
nomic review 
information 
and fewer con­
sultant visits. 

S!\llle as PII-R. 

Not applicable. 

Fewer store 
visits than 
in PII-W. 

Not applicable . 

Same as PII-W. 

ACQUISITION OF CAPITAL Dimensions: A. Sources of capital acquisition B. Right of disposal of profits (losses) 

Output defini tion: A. Investment in new establishment etc . B. Profit (loss) 

Intended 
DI 

Ranking a 

A.Sources 
1. FII 
2. PII-R 
2. PII-W 
4. Nil 

FII 

Identity i ntention. cc 
acquires all capital. 

PII-R 

With e. few exceptions CC 
partakes in the decision 
process and the intention 
ia overlapping. The control­
ling set is very slightly 
greater than t he chosen set . 
The aim is lower for rebuild­
ing etc . than for new estab­
lishment . 

PII-W 
Sslne as PII-R. 

Nil 

No new estab­
lishment duri ng 
t he period stud­
ied. Dl as for 
PII-W for re­
building etc. 
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B.Right of 
disposal 
1 . FII 
2 . PII- R 
3. PII- W 
4. NII 

DI- Execution 
affecting A. 1. FII 
factors 2. PII-R 

2. PII- W 
4. NII 

B. Not ap­
plicabie 

Identity intent ion. RC~s 
p1·ofit and loss are incl. 
direct in cc's economic 
result (except f or the 
small amount of the profit 
paid t o RC personnel as 
bonus). 

CC acquires all capital. 

Rewards There is no l egal possi-
eystem bility for RC to enter 
A. 1. PII-R into agreements wi th ex-

1. PII-W t ernal lenders. The DI 
3, NII factor is t hus irrelevant 

here. 

B. 1.FII 
2. PII- R 
3, PII- W 
4. NII 

Review 
~tion 
A. I. Ji'II 

2. PII- R 
2. PII-W 
4. NII 

Serious administrative 
BEillctions i f RC deviates 
from t he intended DI 
(e.g. ambezzlemeot) . 

CC executes the whole 
activity. 

(a) RC"S' annual bonus on purchases from 
CC is generally not paid unt i l 5 years 
l ater. This can be formulated as an 
overlapping intention where the con­
trolling set i s large in r elation to 
the chosen set. (b) In cases where CC 
and RC each own 50% of the sbares 15% 
of t he profit goes t o CC. In these and 
other cases where CC has large finan ­
cial commitments i n RC , CC requires 
"consolida.t ion". Thus in (b) the DI 
intention i s considerably higher than 
in (a) (tbe controll ing set is smaller), 
but not as high as in FII. 

In most cases CC carries out negotia­
t ions with external lenders and in some 
cases makes an agreement in its own 
name. 

CC can refuse t o help in acq~r4ng 
capital i f RC deviates from intended 
DI (a form of administrative sanction). 

Same as FII for the companies owned 
50-50 by RC and CC, and adminis­
t rative sanctions (e .g. change in the 
f inancial help). 

In most caees CC takes part in ne~ 
establishment . Information from RC~s 
accounts (ace . to app. 5:2). 

CC~s only DI 
intent i on con­
cerns "consoli­
dation" for the 
~Cs where CC has 
large f inancial 
commitments. 

Same as PII-R. 

Same as PII-R. 

No 50- 50 com­
panies as in 
PII-R. 

Same as PII-R 
despite differ­
ences ace . to 
e.pp. 5 :2, since 
these apply 
.mostly to RCS 
without cc 
investments. 

COIIlpared vith 
PII-\~, amall er 
proportion of 
cases wit h large 
financial commit­
ments on the part 
of CC. 

Compared with 
PII·W, a l arger 
proportion of 
capital is ac­
quired without 
CC's help . 

Sazne as PII-W, 
but ranked lower 
for the same 
reason as above. 

Less collllllitment 
on the part of 
CC t han in PII- W. 

NII ranks below 
PII-W because 
CC parti cipa­
tion i e on a 
smaller scale. 
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B. l.FII 
2.PII-R 
3.PII- W 
4.NII 

Internal audit. In FII 
review information covers 
the whole of the activi ty . 

In tbe 50-50 companies, co~lete 
insight into RC~s accounts and 
auditing of the accounts. Otherwise 
ace. t o app . 5:2. Accounts at CC 
showing payment of annual boous to 
RC. 

CC .. s information 
about economic re­
sults cover s (ace. 
t o app . 5:2) less 
of t he activity 
than in PII-R. 

Ranks below 
PII -W ace . to 
app. 5:2 . 

External A.B. No external informa- A. Fioanciog institutes etc . that 
have direct contact with RC . 

A.B. Same as PII-R. A.B. Same as PII-ol. 
information tion. 
A.B. 
1. FII 
2. PII-R 
2. PII- W 
2 . lUI 

B. Financing institutes, suppliers, 
private persons etc. 

ESTABLISHING STORES Dimensions: A. Location B. Dimensioning C. Identity of merchandise type D. Layout, fixtures 

Output definition: Sales from ne1vly entablished stores 

Ra.nkinge 

Intended All dimen-
DI sions 

1. FII 

2. PII-R 

3. PII-W 

FII 

Identity is intended 
ih all dimensions . 

PII-R 

CC acquires store sites for most new establishments . Some 
sites, however, have been acquired by external components 
or RCs . CC wishes the latter type of acquisition t o r e­
present a small share of all acquisitions. Intention i n 
dimension A. can be formulated as very high overlapping 
(the controlling set only very slightly larger thao the 
chosen set). Very high overlapping also applies to dimen­
sions B, c, D. For establishments where CC has acquired 
the site, the controlling set is only slightly larger 
than the chosen set and smaller t han when RC or an exter­
nal component does the acquiring . The difference between 
th~ r elative sizes of t he controlling sets io the two cases 
is greater in dimension D. than in B. and C. The i ntended 
DI is for all dimensions lower in cases where an existing 
store is accepted into the system than for new establish­
ments in the narrower sense. 

PII-W 

Compared with PII-R 
a smaller proportion 
of si tes are acquired 
b,y CC (see table 6:7}. 
PII-W t herefore 
ranks bel ow PII-R. 
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DI- Execution 
affecting 1. FII factors 

All dim.en- 2. PII-R 

sions 3. PII-W 

CC either executes the 
activity it self or 
commissions an ex-
tarnal component 
to do so. 

In most cases CC acquires the site and holds the lease. 
In a few cases the store owner has not yet been appointed 
when the various subactivitiee t ake place . The activity 
is then executed by CC as in FII. In moat- cases both CC 
and RC take part in execution of the relevant subactivi­
ties in dimensions B - D. 

Rewards Not applicable . If RC deviates from intended DI, CC can i mpose adminis­
trative sanctions by refusing :rinancia.l help , by choos­
ing another store owner (in extreme cases) or by re­
fusing membership to an elCterna.l applicant. 

system 

1. PII-R 

1. PII-W 

Review 
IiiToiiiia­
tion 
T:"'Fn 
2. PII-R 
2. PII-W 

External 
informa­
tion 
T:F'rr 
2. PII-R 
2. PII-W 

The activity is execut- CC partakes extensively in the decision process, which 
ed by CC or by CC- means that there is review information about the progress 
commissioned agent s. of any particular project. Information about execution 
This means more com- as above . All applications for membership of PII-R must 
plete review informs- be approved by CC. 
tion than in the 
other systems. 

None . External institutes concerned with store establishment, 
authorities, external suppliers of goods and etore 
ms.teria.l. 

cc-acquired sites 
represent a smal­
ler proportion 
than in PII-R. 

Same as PII-R. 

The eJIIEI.ller pro­
portion of cc­
acquired sites 
(compared wi tb 
PII-R) does not 
prevent CC from 
gettins informa­
tion about planning 
and execution. 

Same as PII-R. 
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CLOSllfG DOW!~ 

Intended 
DI 

ru;-

Rankings 

1. FII 
2 . PII-R 
2 . PII-W 
4. NII 

Execution 
affecting 1. FII 
ra.ctors 2. PII- R 

2, PII- W 
2 . lf!I 

Rewards 
system 
1. PII- R 
1. PII- W 
1 . NII 

Review 
infQi:;;;'a,-
tion 
All equal 

External 
in forma.-
tion 
'f:""'PII- R 
2. PII-W 
2 . NII 

Dimension: A. I dentity of store 

Output definition: Sa~es volume from closed pr emises before the closing down 

FII 

Identity intention. 

CC executes the 
activi t y. 

Not applicable s ince, 
for l egal reasons , CC 
must execute the 
a.cti vity. 

Complete review in-
formation . 

Not a.pplice.b~e . 

PII-R ,. PII-"W 

CC wishes stores to be closed down i n the following 
circumstances : (a) RC has great difficulty in meeting 
i t s pa.ylllenta and CC takes a. pessimistic view of 
store~s future pr ofitability, (b) the est abl ishing 
of a new store ie hindered by the existing store's 
existence, (c) t he esta.~liehment of a new store wi l l 
make the older store uopl~fitable. CC wishes stores 
with acceptable profits and prospects to continue 
operations, and that RC shall not leave the system 
to enter into another system uoless such a step has 
been suggested by CC itself, For other RCs there is 
no i ntended DI. 

CC carries out negotiations and arranges changes 
i n t he condit ions of lease for the RCa wher e CC 
has signed the l ease. 

A retai~er who closes down his st ore in ace . with 
the intended DI can , in some cases. be transferred 
to another store or be given f inancial remuneration 
for the store's gOOdwill value in connecti on with 
a new establishment . By changing its financi al 
support, CC CI3J'l influence the economic consequences 
to RC of closing down or not closing down. 

Cessation of operati ons, or transfer to another 
system, cannot occur without CC being info=ed 
(e.g. via eelling/order r eceival). 

Influence from competing systems which would like 
RC to change system membership . Influence on store 
owner from famil y etc. 

NII 
Unlike PII no 
intended DI in 
connection with 
new establish­
ment. 

Same as PII. 

Same as PII . 

Same as PII . 

Same a.s PII . 
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ACQUISITION OF MANAGERS Dimension: A. Inentity 

Output definition: No. of changes in store manager 

Intended 
DI 

DI­
affecting 
~ 

Raokings 

1. FI I 
2 . PII-R 
2 . PII-W 
4. lHI 

Execution 
1. FII 
2. PII- R 
3. PII- W 
4. tiii 

Rewards 
l.nforma­
tion 
T:'FII 
2 . PII-R 
2. PII-W 
4. NII 

Review 
i nforma­
tion 
Al.l equal 

FII 

The intention is identity 
for all managers taking up 
positions and for some 
leaving {transfers and 
dismissals) . The intention 
is to inf'l uence volunt ary 
resignations (prevent or 
facilitate them) by control 
information which can be 
interpreted as a combina­
tion of complete overlap­
ping and i ndirect i nfluence. 

CC executes the activity 
except in cases where the 
manager resigns voluntarity . 

For legal reasons store 
l eaders must leave their 
posts i f CC decrees it . Ad­
ministrative evaluations, 
performance ratings and 
promotion system (internal 
recruitment) to prevent 
undesired resignat ions. 

CC naturally has complete 
information regarding iden­
tity of lll!lllaser. 

PII-R 

For most new establ i shments the inten­
tion i s identity. Other cases where 
some influence i s i ntended are when 
CC has large financial commit ments, or 
a store owner proves incompetent or 
wants to hand the store over t o 
another owner. The intention can then 
be described as a combination of 
complete overlapping and indirect 
influence (control ling set consider­
ably larger than the chosen set) . 
The intention is much weaker in cases 
of a change of owner or of i ncompe­
tence, if CC has no large f inancial 
commitments. 

CC carries out the activit y for most 
new establishments , i.e. those for 
Vhi ch CC has itself acquired t he 
site. 

Differences in the extent of CC's 
f inancial support can be related to 
the DI intention. Offers of alterna­
tive employment. Refusal to approve 
transfer of lease. Expulsion trom the 
system or approval of application for 
membership . Inter nal promotion to new 
establishments . 

CC always receives informati on about 
changes of store leader, if in no 
other vay t hen through executing t he 
wholesale activity payment s routine 
(sales) • 

PII-W 
Same as PII- R. 

Smaller pro­
portion of cc­
acquired sites 
tha.n in PII-R. 

Nil 

Compared with 
PII -w there are 
no new estab­
lishments and 
t he propor tion 
of RCs in 
which CC has 
financial com­
mitments is 
61Dall.er . 

No execution. 

Same as PII-R. Compared with 
PII-W, fewer 
cases of 
financial 
commitment 

Same as PII-R. 

or lease­
holding by CC. 

Same as PII-W. 
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External 
information 
1. FII 
2. PII- R 
2. PII-W 
2 . NII 

External employers who want to 
influence store leaders to resign 
voluntarity. Influence from 
family etc. 

Potential buyers of stores, external 
store establishment institutes etc . 
who have acquired the site, and 
other external employers. Influence 
from family etc . 

Same as PII-R. Same as PII-W. 

ACQUISITIOlf OF OTHER PERSOifNEL Dimensions: A. Identity B. Terms of employment C, Quantity of manpower 

Output definitions: A.B. No. of employed {excl. manager) C. No. of days' work 

Ranking a FII 
Intended A. Identity Identity is intended for the appointment 

of more qualified personnel and for dis­
missals. For transfers and ot her appoint­
ments identity~ apply in a few oases, 
but in most cases t he intended infl uence 
is indirect or a combination of high 
overlapping and indirect influence, 

DI 1. FII 
2. PII- R 
2. PII-W 
4. NII 

B. Terms 
of employ= 
ment 
T:'Frr 
2. PII-R 
2. PII-W 
2. NII 

Identity is intended for terms of 
employment. 

C. Qua.ntity There exists a budget for the total number 
1. FII of days' work per week in each RC. DI 
2. PII-R intention can be described as complete 
2. PII-W overlapping. Tbe controlling set consists 
4. BII of t he budgeted no. of days and a sma.ll 

no , of days that exceed or fall short of 
the budgeted quanti ty. 

PII-R = PII-W 
Intended DI exi sts in a fev cases 
only, when surplus personnel f'rom 
a stor e t hat has been closed i s t o 
be transferred to other stores in 
the system. Such cases represent 
a very sma.ll part of the lfhole acti­
vity. 

No intended DI. 

NII 
No intended DI . 

No intended DI. 

CC helps a few RCs to estimate their no intended DI. 
personnel requirements. Intention 
can be described as indirect influ-
ence witb s l i ght width and penetration. 
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DI­
affecting 
~ 

Execlltion 
A. C. 
1. FII 
2. PII-R 
2. PII·W 

Rewards 
system 
A.C. 
1 . FII 
2 . PII- R 
2. PII-VI 

B. Not ap­
plicable 

Review 
~tion 
A. C. 
1. FII 
2. PII-R 
2 . PII-W 

External 
information 
A. 
1. FII 
2 . PII- R 
2. PII-W 
c. 
1. FII 
1. PII- R 
1. PII-W 

Employto.ent agreements and dismissals 
agreed upon between CC a.nd the employee. 

A.B . No rewards system fo r t he part of 
the act ivity executed by CC. For legal 
reasons there can be no deviations from 
intended DI . Administrative evaluations 
in C. and for the RC•executed part of 
the activity in A. 

A. All appointments, r esignations, dis­
missals and transfers are reported to 
cc. 
B. CC's execution of the activity, 
together ~th paying of wages and work 
reports to CC, provide CC ~th almost 
complet e review information. 
C. Reports from all RCs about t he 
number of days' work each week. 

A. WOrk applicants applying t o RC direct . 
These probably represent a smaller pro­
porti on per RC than in PII, since CC 
executes a considerabl e part of t he 
activi ty. 
B. No externa l information. 
C. Cus tomers. 

A.C. No execution. 
B. Not applicabl e. 

A. No rewards system. 
B. Not applicable. 
C. Administrative evaluations of 
budget results for RCs that are 
heavily committed to CC finan­
cially. 

A. In those cases where DI applies, 
CC obtains information from RC or 
from transferred employees. 
B. Not applicable. 
C. Budget control for a few Res. 

A. Work appl icants. 
B. Not applicable. 
C . Sa.me as FII. 

Not applicable. 

Not applicable . 

Not applicable. 

lfot appl icable. 
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ACQUISITION OF MATERIAL 

Intended 
DI 

DI­
atrect ing 
~ 

Rankings 

All dimensions 

1. FII 
2. PII-R 
2. PII-W 
4. NII 

Execution 
A. -c. 
1. FII 
2 . PII-R 
2. PII-W 
4. Nil 

~ 
system 
A.-c. 
1. FII 
2. PII-R 
2 . PII-W 
4. NII 

Dimensions: A. Identity of article B. Identity of supplier C. Quantity ordered per article 

Output definition : Total purchases of material 

FII 

Identity intention in all dimensions 
for acquisition of material for new 
establishment and of capital goods. 
Working material to be chosen from the 
assort ments of suppliers approved by 
cc. (Complete overlapping.) The con­
t r olling sets in these cases are only 
slightly larger than the chosen sets. 
Regarding C it is intended that RC 
shall keep within the budget suggested 
by CC. Since this budget is not con­
cerned with individual goods , the DI 
intention can be described as indirect 
influence (great width and relatively 
g1·eat penetration). 

CC acquires material (i.e. makes the 
agreements with suppliers) for new 
establishments and with regard to 
capital goods. 

Administrative sanctions for devia­
tions from intended DI in A. and B. 
and administr ative evaluations of 
budget deviations in C. 

PII-R = PII- W 

For new establishment aod rebuilding 
which are financed to a considerabl e 
extent by CC, i ntended DI ie as high 
as in FII for dimension B. and nearly 
as high for A. and C. For other new 
establishments , the intended DI is 
smaller, since the products of ex­
ternal suppliers are also accepted. 
Regarding other acquisitions, pur­
chases should be concentrated to 
articles included in cc's or with cc 
cooperating supplier s ' assortments . 
Thus for A. and B. tbe intention is 
high overlapping . For C. it is in­
direct influence with slight width 
and penetration , except for "budget'' 
cases where the intended indirect 
influence is the same as in FII. 

In a few cases of new establishment, 
when the store leader is appointed 
at a late stag~CC executes the 
activity. 

As a condition of financial support, 
CC r equires that in new establishment s 
end in t he purchase of large cs.pi tal 
goods , RC shall not deviate from the 
intended DI. Quantity discount and 
administrative evaluations of' purchas­
ing loyalty (A.B.). Administrative 
evaluat ions of budget r esults in rele­
vent cases (C . ). 

NII 

A.-c. New estab­
lishments and 
rebuilding less 
than in PII-1·1. 
DI intention lower 
(fewer cases of 
establ i shing/re­
building, no 
"budget 11 cases) . 

No execution. 

Compared with 
PII a smaller 
proportion of 
the act ivit y is 
ge_ared t o estab­
lishment /re­
building and 
capital goode. 
No budget cases . 
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TRAINING 

Intended 
DI 

neviev 
~tion 
A.-c. 
1. FII 
2 . PII-R 
2 . rrr~w 
4. NII 

Elcternal 
information 
A .~c. 

1. FII 
2. PII-R 
2 . PII- W 
4. NII 

Rankings 

A.Qus.ntity 

1. FII 

2 . PII-R 

3. PII-W 

4. Nil 

Checking und atteGL ing of i nvoices. 
Execution o1' part of the activity. 
Budget control for all HCs . 

Participation in the decision process 
of many ucquisition3 for new e~tab­
lishm.ents a.nu purchaues of capHal 
goods. Order receival. Consultant 
visits . BudgcL control !'or a fe-w 

Pewe r store viuits 
lly CC personal 
t-han in PIL No 
budget data. 

RC::t. 

None. External suppliers (excl. cooperati ng 
~uppliers ) . 

Sruue as PII . 

Di!llensions: A. Amount of participation per poruon B. Identity of course par person 

Output definition : Total time devoted to t raining by icJdividuuls 

FII 

The intention i s that all 
employees shall participate 
or shall have part i cipated 
in various courses ace. to a 
training program that is much 
differentiated ace . to the 
position of th~ employee. 
(E.g. all new employees to 
take an introductory course . 
Personnel in specialized 
positions to t ake part i n 
cashier courses, fish courses, 
clerical courses, laaders 
shall have taken part in spe­
cial management courses, etc.) 
The intended DI can be de­
scribed as i ndirect in~lucnce 
with great width and penetra­
tion. 

PII-R PII-W 

Internal courses arc arranged Training arranged 
at the CC?3 level. Inten~ion internully takes 
there is l.ndirect influence . place on the cc33 
i .e. personnel is encouraged a nd CC31 levels. 
to partake by means of control Program embraces 
information . It i s not .in- fa:r fewer courues 
tended , as .in YTT, that in- t ba;n in PII- R. Kx-
di. v id.u&ls in different ca t ego- ternal courses are 
rics shall under go certain therefore of great-
training progrllllls . An excep- er relative impor­
tion is the initiation course tance . Intended DI 
for nev owners, where the in- can be described as 
tention is identity. For indirect influence 
courses arranged externally with less width and 
the intention is indirect in- penetration than 
fluence wiLh less width and in PII-R. 
penetration than for courses 
arranged internally. 

!HI 

Internally ar­
ra.nged training 
at t he cc43 level 
ace. to the same 
course prograrn as 
in GG33· No train­
ing in CCt1 1 . DI 
.intention is in­
direct l nrluence 
vi th l ao:; width 
and penetration 
t han in PII• il 
because of the 
greater relative 
importance ol' ex­
ternal training. 
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DI-
af fectine; 
factors 

D.Identit:z:: 
of course 

1. FIL 

2. PIT-R 

3. PU- W 

4. NII 

Execution 
A.B. 

1. FII 

2. PII-R 

3. PII-W 

/1, NII 

Rewards 
system 
A.B. 

1. FII 
2. PII-R 
2. PH- W 
2. Mil 

'fhe intex-nal course program 
is highly differentiated in 
relation to the present or 
potential task9 of the par­
ticipants. Intended DI can 
be deacribcd as high o¥er­
lapping of the controlling 
set . (Controlling set con­
sisting of the courses that 
CC wishes the individual 
concerned to take parL in.} 

CC receives training in­
formation in those cases 
w-here the training is for 
personnel at CC engaged 
on retail activities . Send­
ing of training infor:ma.­
tiou, production of course 
material etc. iG carried 
out mostly by CC. 

Internal promotion system 
closely related to the 
individual employee~s 
training act ivity. Most 
courses arc paid for by 
CC and take pluce during 
working hours. 

Internal program less differ­
entiated in accordance with 
individual need than in FII. 
Indirect influence is intended. 

Less sending of training in­
formation than .i.n FII. There­
fore less execution than in 
FII. (The extent or CC;s 
receival of training informa­
tion as compared witb RC;s 
is judged to be relatively 
small in all systems. No 
account has therefore been 
taken of any possible differ­
ences in this respect. ) 

Internal couroc 
program to which 
indirect influence 
is intended is on 
a smaller scale 
than in PII-R. 
(Note that the 
internal "action 
group" activity 
is not defined 
as training . ) 

PII-W .is ranked 
belov PII-R for 
the s&!Jle rcClson 
that wa.o given 
for the differ­
ence bctwcon 
PII-R and F'II. 

Promotion and training are Sam~ as PII-R. 
muoh less related than in Fll . 
Smaller share of individuul;s 
training costs paid by CC. 

Intended DI is 
lower than in 
PII-W, for the 
s81lle reasons 
that. PII· W;s 
is lowor than 
PII-R;s. 

NII i s ranked 
below PII-W 
for the same 
reason tbu.t was 
gi veu for the 
difference bet­
ween PII-H and 
E'II. 

Game as t'II-W. 
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Revielot 
I'i.i'fOrmation 
A.B. 
1. FII 
2 . PII-R 
3. PII- W 
4 • .Nil 

cc has complete information 
about prior training for a.ll 
employees and receives in­
formation about current 
course attendance from 
attendance lists etc. 

External External arrangers of 
information training programs . Family 
A.B. members etc . 
All equal 

CC has full information 
regarding store leaders 
with regard to internal 
courses. Regarding other 
personnel there are attend­
ance lists for internal 
courses , otherwise un­
systematic, incomplete 
information. 

Same as FII . 

CC does not have any 
lists of individual owner~s 
or other personn.el' s train­
ing. Unsystematic and far 
from complete information 
from attendance lists for 
internal courses and in 
individual cases (e .g. 
training or candidates to 
ownership or new stores). 

Sa:me as PII - R. 

Less inter­
nal training 
than in PII-W. 
Type of in­
formation same 
as in PII-W. 

Same as PII -w. 



APPENDIX 5:4 BASIS FOR CLASSIFYmG DECISION L"lTEGRATIOlf 

In chapter 5 I presented the rules for classifying the decision integration of 

an activity. Table 5:2 illustrates the results of the classification. In appendix 

5:3 I describe the attributes of the intended DI and the DI-affecting factors 

which provide the basis for ranking DI between systems. Since the classifications 

in part share the same base as the rankings, references to appendix 5:3 are 

essential to an understanding of the present appendix. At risk of inconveniencing 

the reader, this method vas chosen for reasons of space. Tbe evaluations of ac­

tivity size, the relative sizes of the controlling and chosen sets, the values 

o.f the DI factors, etc. are based on descriptions of attributes of the system 

that I obtained at the intervievs. Tbe reader is also referred to the definitions 

of elements and sets in appendix 5:1. In some activities I considered the basis 

for classifying an activity too weak in one or more systems. For this reason the 

following activities have been left out: prepackaging, acquisition of material, 

closing down, training. 

The following account is divided into three schedules, covering the FII, PII and 

Nil systems. 

Schedule A 5:4.1 Basis for Clas.sifying the Decision Integration at' Activities in 

the FII System 

Activity/ 
dimension 

Choice of 
assortment 

Choice o:f 
suppliers 
A. Identity 
B. Share of RCg 

purchases 

Orderini/ 
A. Timing 
B. Technique 
c. Quantity 

Classification 

Very High 

Veg High 

Very High 
Medium Higll 

Medium High 
Medium High 
Very High 
Low 

Eval~~tion and comments 
{Page re:f. to appendix 5:3 in brackets) 1 I 

See chapter 5. 

(p. 261) Evaluation: there are less than 3 times 

but more than 1 1/4 times as many ele~e~ts in the 

controlling set for dimension B as in the chosen 

set. For dimensions A and B the DI factors, ex­

cept execution, are high. 

(p. 264 ) For .A the controlling set is at most 

3 times as great as the chosen set. For B, the 

deviations betl~en no. of elements in controlling 

and chosen sets are very small. For C, the pene­

tration o:f the indirect intention is more than 

slight, since CC :follows up the storage budget 

and SP sales. For A and B the DI factors, except 

execution, are high. 

1/ For reasons of space I have not commented on cases where the classification is 
clearly apparent from appendix 5:3, with regard to attributes of intended in­
.fluence or VI-affecting factors. 

2/ Internal ordering of groceries etc. only. 
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Pricing 
A. Price per 

article 

Sa.l es p.romot ion 
A. Identity 

of article 
B. Priciog 
C. Quantity 
D. DisplS¥ 
E. Advertising 

media 

Service 
A. Degree of 

m.e.nual 
service 

B. Personal 
information 

Veyx Bigb 

Very High 
Very High 

Very High 
Medium High 
Medium High 
Very High 

Lov 
Low 

Low 

Payment routine Full 
{purchases) 

Payment routine Full 
(sales ) 

Goods receiva.11/ Very High 
A. Timing Very .High 
B. Technique Medium .High 

Price markins 
A. Technique 

Very High 

1/ Internal deliveries only . 

(p. 267) Identity for more tba.n 90% of tbe activ­

ity' s extent. High values for revards system a.nd 

review information. 

(p. 269) For C and D the no . of elements in the 

controlling set is at most 3 times as great as 

in t he chosen set. For A,B,C,E rewards system, 

review information, and external information are 

high. For D this is so for external information 

only . 

(p. 271) For A the controlling set is at most 

3 times as great as the chosen set, as a result 

of t he relation betveen degree of manual service 

and piece rate system, and of the choice of 

service for different departments. ForB, the no. 

of contacts is great enough to characterize the 

penetration of the indirect intention as more 

th.a.n slight. For A, none of the DI -affecting 

factors exhibit high values. 

(p. 273) 

(p. 274 ) 

{p. 275) Rewards system a.nd review information 

are hi gh for A and B. For B tbe no. of elemeots 

in the controlling set is more tba.n 25% greater 

than in the chosen set . 

(p . 279) No . of articles for which more than one 

alternative is given in the control information 

is at most 1/4 of the no. in the store's assort­

ment . Tbe DI factors rewards system and external 

information are high for the part of the activity 

executed by RC. Betveen 1/3 and 1/2 of the activ­

i ty is executed by CC. 
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Positioning/ 
refilling 
A. Positioning 
B. QUantity 

displayed 
C. Technique 

refilling 

Checking out 
A. "Waiting line 

service" 
B. Technique 

Storing 
A. Technique 
B. Quantity 

Acquisition 
of capital 

Esta.bli shing 
stores 

Medi UI11 High 

Medium High 
Low 

Lov 

Medium Higb, 
Lo"\l' 

Medium High 

Medium High 
Medium High 
Low 

(p. 280) In Band C the indirect intention 

applies to the g~.·eatest part or the activity. 

Hence the classification Low. For A, tbe con­

trolling set is at most 3 times as great as 

the chosen and the factors review information 

and external information are "fairly high". 

(p. 282) For B, the controlling set bas at most 

3 times as many elements as the chosen set. 

Review information is ''fairly high". 

(p. 283) For A, tbe controlling set is at 1110st 

3 times as large as the chosen set. Review 

info:rma.tion is "fairly high". 

(p . 284) 

(p. 286} 

Acquisition Very High (p . 289) Because a manager may leave against CC~s 

wish, classification cannot be Full DI . of managers 
A. Identity of 

manager 

Acquisition 
of other 
personnel 
A. Identity 
B. Terms of 

employment 
C. Quantity 

Ver;y Higb 

Medium Rigb 
Full 

Medium High 

(p. 290) For A, the combination of identity (for a 

not inconsiderable part of the activity) or other­

vise overlapping and indirect intention (lll)re 

than slight penetration) has led to Medium High DI. 

For A. and C reviaw information exhibits a high 

value. For C the controlling set contains at most 

4 t~es as many elements as the chosen set . No 

comments necessary regarding B. 

Schedule A 5:4.2 Basis for Classifying the Decision Integration of Activities 

in the PII Systems 

Activity/ 
dimension 

Choice of 
assortment 
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Classification Evaluations and comments 
(Page references to appendix 5:3 in brackets) 

Medium High See chapter 5. 



Choice of 
suppliers 
A. Identity 
B. Share of 

RC's 
purchases 

. 1/ Orden.ng 
(purchases) 
A. Timing 
B. Technique 
c. Quantity 

Pricing 
A. Price per 

article 

Sales promotion 

A. Identity of 
article 

B. Pricing 

C. Quantity 

D. Display 

E. Advertising 
media 

Se1·vice 

Medium High 

Low 
MediUDI High 

Medium High 

Medium High 
Medium lli.gh 
Low 

.No or Very Low 

Medium High 
(PII-R) 
LoY (PII- W) 

Medium High 

Medium .High 

Medium High 
(PII-R) 
Low (PII-W) 

Low (PII-R) 
No or Very 
Low (PII-W) 

Medium High 

A. Degree of 
manual service 

Low 
Low 

B. Personal 
inforiDation 

Bo or Very 
Low 

(:p. 261 ) For the greater part of the activity 

(measured in no. of s~liers) the indirect 

intention applies for A. For B, where the activ­

ity is measured as total purchases, very high 

overlapping applies to between 1/2 and 2/ 3 of 

the activity (internal suppliers and cooperating 

suppliers). In combination with indirect inten­

tion for other parts of the activity the require­

ments for Medium High DI are fulfilled. Review 

information is "fairly hi gh" for B. 

(p. 264 ) In both systems , for m:>re than 2/3 of the 

activity in dimensions A and B, the controlling 

set has less than 3 or 4 times as many elements 

as the chosen set. Review information (and in 

PII-R also rewards system) have high values. 

(p. 267) Indirect int enti on, of slight penetra­

t ion, applies on an average to less than half 

the activity . SP articles constitute in every 

period only a small share of the total no . of 

articles. 

(p. 269) Common SP covers more than 2/3 of the 

activity but less than 90 %. For A and B, and 

in PII-R also C , rewards system has a "fairly 

lligh" value, and for E this is the case for 

review information . This has meant a classifica­

t ion of MediUill High DI !or A,B,E. In c, in the 

PII -R system, tllere i s very high overlapping, 

and t he controlling set i s at most 3 times as 

great as t he chosen set. In PI! -W tbe int enti on 

is indirect. For D t he penetration of the indirect 

intent ion is slight in PII-W. 

(p. 271) The indirect intention is more than 

sligbt for A, since CC intends great influence 

on the type of service system in a great many 

of the stores. For B, the indirect intention is 

of slight penetration. 
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Payment routine 1/ Medium High 
(purchases) 

A. Timi.o.g 
B. Teclmique 

Medium High 
Medium High 

(p. 273) For A IUid B the no . of' elements 

in the controlling set are at most 3 times 

greater than in the chosen set. Review 

information, rewards system and external 

information have high values. 

Pa;yment routine 
(sales) 

Boor Very Low (PII-R) (p. 274) For A, CC~s control information 
Low (PII- W) 

A. P1acing 

B. Credit terms 

No or Very Lov (PII-R) 
Low (PII-W) 

No or Very Lov 

Goods recei val2
/ Medium. High 

A. Timing 

B. Technique 

Price marki.ng 

A. Technique 

Positioning/ 
r efilling 
A. Positioning 
B. Display 
C. Technique, 

refilling 

Very Higb (PII-R) 
Medium. High (PII-W) 

Low 

No or Very Low 

Low 
No or Very Low 
}fa or Very Low 

Checking out Low 
A. "Waiting line No or Very Low 

service" 
B. Technique Lev 

1/ Internal payments only. 
2/ Internal deliveries onl y. 
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in PII-W regarding the "automatic giro" 

technique aims at l ess than 2/3 of the 

activity . In B, m<»:e than sligbt indirect 

intention only applies in less than 1/4 
of' the activity. 

(p. 275) For A, t he two systems dif'f'er 

because of' the greater share of deliveries 

to RC that are fetched from CC's warehouse 

in PII-W. For A, review information, 

rewards system and, in part, execution, 

have higb values . For B, t he no. of 

element s in the controlling is more than 

3 times as great as in the chosen set, 

because tbe control information speci­

fies little of RC ' s behavior for the 

time following cc~s participation. 

(p. 279) In both systems DI intention 

is more than sligbt i ndirect influence 

far more than half of the a.cti vi ty. 

(p. 280) For A, only e. small part of the 

activity is embraced by the overlapping 

intention. In both systems the penetration 

of' the indirect intention is slight in B 
and more than sliglrt in A. 

(p. 2~2) For B the combination of high over­

lapping and indir ect intention fit the cri­

teria for Low DI because t he controlling set 

is judged to be considerably {but l ess than 

10 times) larger than t be chosen set. 



Storing 

A. Technique 
B. Quantity 

Acquisition 
of capital 

A. Sources 

B. Right of' 
disposal of 
profits 
{losses ) 

Establishing 
~ 
A. Location 

B. Dilllensioning 

c. Identi ty of 
merchaodise 
type 

D. Leyout/fix-
tures 

Acquisition 
of me.c.agers 
A. Identity 

of ms.nager 

Acquisition 
of other 
personnel 

Low 

Low 
No or Very Low 

Medium High (PII-R) 
~ (PII-W) 

Medium High 

Low (PII-R) 
No or Very Low(PII-W) 

Vezx High (PII-R) 
Medium Hi~ (PII-W) 

Very High (PII-R) 
Medium Higb (PII-W) 

Very High (PII-R) 
Medium High (PII-W) 

Medium High 

Medium Bigh 

No or Very Low 

(p. 283) For A, the intended influence is 

higher than indirect intention with more 

than slight penetration in both systems. 

For B, tbis applies only to the few 

stores where CC takes part in budgeting. 

(p. 284) For A, very high overlapping 

applies in both systems to more than 2/3 

of the activi ty, and the controlling set 

bas at most 3 times as many elements as 

the chosen set. For A, rewards system and 

review information are high. For B, the 

DI intention in PII- W refers on &n average 

to less than 25% of the activity. In PII-R 

tbe overlapping intention applies on an 

average to more than 25% of the activity 

and I estimate the ratio between the number 

of elements in the controlling and chosen 

sets to be between 3 and 10. 

(p . 286) For A and B the dirference bet­

ween the systems depends on the ~act that 

nearly all nev establishments in PII-R are 

the result of CC~s planning and acquisition 

of a site, whereas i n PII-W this does not 

apply nearly so of'ten . For A and B t he 

controlling set in PII-R is on an average 

less than 25% larger and in PII-W less 

than 3 times as large as the chosen 

set. Review information and rewards 

system are high for A-D in both systems. 

(p . 289) DI intentions aec. to schedule 

5:3, taken together , apply to less than 

2/3 of the activity. 

(p. 290) 
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Schedule A 5:4.3 Basis for Classifying the Decision Integration of Activities 

in the NII System 

Activity/ 
dimension 

Classification Evaluations and comments 
(Page ref. to appendix 5:3 in brackets) 

Choice of 
suppliers 

Low (p. 261l For A, indirect intention with slight 

penetrati on applies to most of the activity. For 
A. Identity No or Very .Ww 

B. Share of RC'e Low 
purchases 

Orderins 1
/ 

A . Timing 

B. Technique 

c. Quantity 

Lov 

Low 

Medium Bigb 

Low 

B, very high overlappi ng is the intention for the 

i nternal suppliers. This intention applies to 

more than 25% of the activity. 

(p . 264) For A, very high overlapping applies but 

tbe intention refers on an average to less than 

2/3 of the activit y because of the cash-&~carry 

transactions and ord~rs for local distribution. 

For B, high overlapping applies and t he controlling 

set is on an average less than 3 t~es aa big as 

the chosen set. for B, review information is high. 

For C, the penetration of the indirect intention 

is more than slight since the sending of control 

information during RC~s visits to the casb-&-carry 

warehouse and during telephone ordering is , on an 

average, relatively frequent. 

Pricing No or Very Low (p. 267) Slight penetration in indirect intention. 

A. Price pe.r 
article 

Sales promotion Low 

A. Identity of 
article 

B. Price 
c. Quantity 

Lov 

Low 
Lov 

Ve:ry few cOimi!On SP articles in relation to total 

no. o£ articles 1n the store . 

(p. 269) For A, B and Every high overlapping of the 

controlling set applies . on an average, to less than 

2/3 but more than 1'/4 of the activity. For C , in­

direct intention applies vith more than slight 
D. Display 
E. Advertising 

media. 

No or Vfrr"Y 
Lov 

Lov penetration. 

Service Jlo or Very Low (p. 271) 

Payment routine2/Nedium High 
(purchases) 

A. Timing Medium High 

B. Technique Medium High 

1/ Internal ordering only. 

2/ Internal payments only. 
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(p. 273 ) Very high (high) overlapping is the inten­

tion for A and B and the no. of elements in t he 

controlling set is at most 3 times that in the 

chosen set. All DI factors except execution have 

high values. 



Payment routine No or Very Low (p. 274) 
(sales) 

Gooqs receival 1 I Low 

A. TimiDs Low 

(p. 275 ) For A, the no. of time points included 

in the controlling set is more than 3 times but 

l ess than 10 times that in the chosen set for 

:fetcbing at CC' s warehouse, deli very by public 

transport , and local deliveries. These deliveries 

represent on an average more than 1/3 of the activ­

ity. For B, there is no DI intention for the above 

type of deliveries . Thus for the average store 

B. Techni~tUe 

Price marking 

Positioning/ 
refilling 

Checking out 

Storing 

Acquisi t ion 
of capital 

A. Sources 

B. Right of 
disposal 
of :Profits 
(losses) 

Acquisition 
of manager s 

Acquisition 
of other 
personnel 

Low 

tbe overlapping intention applying to deliveries 

where CC carries out t he transport, refers to 

l eas than 2/3 of the a ctivity. 

No or Very Low (p. 279 ) 

No or Very Low (p. 280 ) 

N6 or Very Lov (p. 282) 

No or Very Low (p. 283 ) 

Low (p. 281! ) For A, the intention is very high over­

lapping in the financi ng of projects in Yhich CC 
Low participates. I estimate t hese to represent less 

lllo or Ve:cy Low than 2/3 of the activity but more than 1/4. 

No or Very Low (p. 289) Dl intentions apply to less than 1/4 

of all IlCs . 

No or Very Low (p. 290) 

1/ Only receival of internal deliveries. 
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~ APPENDIX 6: 1 BASES FOR RANKING AND CLASSIF~G ACTIVITY TRANSFERENCE ACCORDI!iG 'ro TABLES 6:2 AND 6:3 ... 
In accordance with the method described and exemplified in chapter 6 I present below in schedule A 6:1,with comments, 
the bases for ranking and classifying some subactivities. For reasons of space, the comments are brief. This appendix 
can be supplemented by reference to the material in appendix 5:3 on the DI-affecting factor "execution". 

Schedule A 6:1 Estimate of the Activitl Transference of Some Subactivities 

Note the comments that follow the schedule. 

Activity/ Output Weight Component ratio Extent ratio 
subactivity variable FII PII-R Pil-W NII FII PII-R Pil-W 

Choice of s~nliers Total purchases 
A.Negotiations (from eldernal 2 1 1 1 1/2 ,v1 1/5 1/5 
B. Changes suppliers) 1 1 3/4 3/4 0 3/4 1/10 1/10 
C.J.!aintenance 2 1 3/4 3/4 0 3/4 1/10 1/10 

Orderingl/ Total purchases 
A.Production of (from internal 1 1 1 1 ,1 

order forme suppliers) 
B.Sending written 1 0 0 0 0 0 0 0 

orders from RC 
1 ,2 ,321 C.Ordering by ex- 1 1 1 1 1/2 1/2 1/2 

change of verbal 
information 

Sales promotion See p. 

Pa:lJ!!ent routine Total purchases 

(purchases)3/ 

A.Transfer of 1 1 1 0 0 N1 1/10 
payments 

B. Transfer of' 1 1 1 1/3 0 9/10 1/10 1/5 
information 

1/ Internal orders of groceries etc. only. 
2/ Numbers refer to Fil, Pil, Nil. 
3/ Incl. external payments. 

Nil 

1/20 
0 
0 

0 

1/2 

Ranking and 
classification 

1 • FII Very High 
2. PII-R Low 
2. P!I-W Low 
4 , NII No ... 

1. Fil Medium High 
1. Pil-R 1-fedium High 
1, PII-W Medium High 
1 • Nil Medium High 

1, FII Very High 
2. PII-R Low 
3. PII- W Low 
4. Nil lfo ... 



w 
0 
0> 

Schedule A 6: 1 (cont. ) 

Payment routine 
(so.les} 
A.Transfer of 

payments 
B. Transfer of 

itJformation 

Price markinp; 

Acquisition 
of capi tal 
A.Negotiations with 

external sources 

Acquisi tion of 
other personnel 
A. ~fegotiat ions 

wit h personnel 

Total sales 

Total sales of 
pr ice- marked 
articles 

Capital acquired 
for new esta.b­
lieh!llent, etc . 

No . of personnel 
changes 

1 

1 

1 

1 0 0 0 

1 0 0 0 

1 1 1 1 

.-v1 ,_,, 2/3 

1/50 1 /50 <"0 

0 

1/2 

2/5 1/20 1/20 

3/4 3/4 

1/2 1/4 1/4 

1/20 

2/3 

1. FII Low 
2. Pll-R No 
2 . PII-W No 
2, NII No 

1. FII Medium High 
2 . PII- R Lov 
2 . PII- W Low 
2. NII Low 

1. FII Complete 
2. PII-R Very High 
2, PII -W Very High 
4, Nil Medium Hi gh 

1, FII Medium High 
2. PII- R No 
2. PII-W No 
4. NII No 

Comments on Schedule A 6:1 

Page references to supplement ary i nformation in appendix 5 : 3. 

Choice of suppliers 

Ordering 

Payment routine 
(purchases) 

(p. 262) A.. In PII the estimate refers mainly to negotiations wit h "cooperating suppliers" concerning 
SP, terms of delivery etc. NII does not. have any proper cooperati ng suppliers but negotiates centrally 
concerning some SP. 

(p. 265) c. In FII verbal contact is least in comparison with written contact; i n NIT it is highest . 
This is why t he systems have been allotted different weights. In telephone contacts t he input is 
divided equally between CC and RC. 

(p. 273) I n FII the whol e activity, except for some local perishable deliveries and some transfe1· of 
information, is carried out by CC. In PII -R CC c&·ries out about 1/2 the activity wi tb regard to 

"cooperating suppliers" (who account for about 20% of RC purchases) . In PII-W payment for internal pur­
chases for about 1/3 of all RCs is made via "automatic giro" . Thereby i t is estimated that CC e.xecutes 
1/2 the trans f er of information for 2/5 of t hese RCs' int ernal purchases. 



~ Collll!lent s on Schedule A 6: 1 (coot. ) 
a. 

Payment r outine 
(sales) 

Price marking 

Acquisition of capital 

Acquisition of ot her 
personnel 

(p. 274) In FII RC hands in the day~s t akings to t he bank, which i ncreases CC~s balance in 
the cc13 account . It i s estimated tb&t CC thus executes 1/2 subactivity B. 

(p.279) The extent ratios have been estimated in light of an average allocation of the 
merchandise groups in the store (ace. t o an i nvestigation reported in t he t rade journal, 
LIVS no. 6/1 964) , t he proportion of price~arked articles in each group , the purchase share 
from internal suppliers , and the allocation of the price marking of these purchases between 
CC and RC . In FII all perishables are to a l arge extent price marked centrally, In PII-R 
and NII central pr i ce marking i s concerned mainly wi th vegetables , and in PI I -W with meat 
and cooked meats. 

(p. 285) Despite not inconsider able parti cipation on the part of external est ablishment 
institutions in PII -W (table 6 :7), CC takes part in nearl y all capital acquisition act ivi­
ties. Investment projects are smaller in Nil than in t he other systems , and CC's participa­
tion is more limited (t able 6:6). 

(p. 290) I n FII RC i s responsible for a r el at i vely large part of the preliminary negotiations 
and agreements wi th new employees. In PII CC sometimes takes part in arranging transfers for 
personnel , incl uding managers. However, this is very infrequent. In NII i t i s even more rare. 



APPENDIX 6: 2 REPORT ON THE SUPPLIER STUDY 

The purpose of the supplier study was to show how the EI variable 

homogeneity can be measured for one dimension (identity of supplier) 

of one activity {choice of suppliers), and bow homogeneity can vary 

between different systems and different groups of merchandise. All. 

RCs in t he various systems were sent a copy of the quest ionnaire re­

produced in appendix 4:3, together with an introductory letter ex­

plaining the purpose of the study and emphasizing its independence 

of t he system~ s central components or any commercial interests. In 

three of the four systems, CC sent out a circular on much the same 

lines as my letter, together with a request for the retailer's coop­

eration. CC's retailer lists were used. The lists indicated RC's ap­

proximate annual sales. The number of responses as a pr oportion of 

the numbe, of RCs was: in FII 77 %, in PII-R 54%, in PII-W 61 %and 

in NII 57 %. 

The study describes three aspects of supplier structure: total number 

of suppliers to the system, average number of suppliers per store , and 

the homogeneity of t he dimension identity of supplier . 

Since between 23 % and 46 % of the systems' RCs did not reply t o t he 

questionnaire, my estimate of the total number of suppliers had to be 

adjusted to allow for the suppliers to t he non-responding stores. The 

f"olloving method was used. 

Responses were listed io the code number order used in the above­

mentioned lists of stores. In each system the code numbers indicate 

a division into four size classes according t o annual sales. (Two s ize 

classes i o the NII system.) The stores were then divided into groups 

of" five , by taking from each size class i n turn the store with the 

lowest r emaining code number. The addition to the list of suppliers 

contributed by each five-group was noted. Apart from a few exceptions, 

fewer suppliers were added, the later the group was counted. I then 

estimated a maximum and a minimum expected sum of additional suppliers, 

had the remaining stores responded. The maximum estimate corresponds 

to the sum of suppliers added by the most recently counted groups of 

RCs. The number of RCs io these groups in turn corresponds to the num­

ber of non-responses. The minimum estimate vas reached by drawing a 
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free-band "regressi on l i ne" for t he last five-groups aod continuing it 

t o apply to groups of non-responding stores. 

Tbe total number of suppliers to the system for the different groups 

of merchandise, according to the above maximum and minimum estimates, 

are shown in table A 6: 1 • 

Table A 6:1 Total No. of Suppliers to the Systems~ RCa in t he Different 

Merchandise Gr oups 

Suppliers to RCs vho answered Estimate for vhol e system 
the questionnaire 

Group of 
merchandise 

Dairy products 

Bakery products 

Meat a.od 
cooked meats 

Fresh fish 

Vegetables, 
fruit 

Other food 1 I 

Total , food2/ 

FII PII-R 

5 

3 

8 

23 

16 

17 

69 

7 

65 

28 

15 

18 

33 

162 

PII-W 

5 

53 

35 

15 

33 

48 

184 

NII 

6 

51 

11 

7 

3 

16 

91 

FII PII-R PII-W .Nil 

5 7-11 

3 75-101 

5-6 6-9 

73 65-79 

8 38 43-45 17 

24 15-2 1 23 8-12 

17-19 21 -25 39-50 3 

18 35-72 64-72 2o-22 

75-77 181- 247 247-269 127- 150 

With regard to total number of suppliers, the systems rank as follows: 

1. PII-W, 2. PII-R, 3. NI I , 4. FII. FII has ab~ut half as many suppliers 

as NII and about a third as many as the two PII systems . There is a big 

difference between FII aod t he other systems with regard to bakery products 

and meats. As can be seen, the r anking does not quite agree with the raok­

ings for institutional integrati on or decision integration (choice of 

suppliers). In NII t he small number of suppliers i n r elation to these vari­

ables may have been affected by demographic conditions (see table 4 :2 ) . 

For insta.nce, co!llpared with PII-v/, the system is in an area with low pop­

ulation density and no increase i n number of inhabitants . This probably 

means that the total number of potential suppliers is smaller for NII than 

PII-W. The ditference between NII and PII-R in this respect points in the 

same direction, but is not as marked. 

1/ Suppliers of non-food articles have not been included in any part of 
the supplier study. 

2/ The total nUJIIber is lo,.•e:r <;he.., the sum of all suppliers, since a f'ew 
supplie:rs be~ong to mo:re than one me:rchandise group. Any internal 
suppliers of baAery proeu~ts, soft d:rinks and meat, have been counted 
as separate suppliers, as have certain wholesale unit s in cc

13
. 
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Table A 6: 2 shows the average number of suppliers to the responding 

stores, classified according to size class and merchandise group. 

Table A 6:2 Aver!Se No . of S!!EI!liers ~ Store , Classified Accordins 

to Si~e Class and Merchandise GrouEl/ 

Store size Small stores Large stores All stores 

Merchandise 
groups FII PII -R PII· W NII FII PII-R PII-W Nli FII PII -R PII-W NII 

Dairy products 1.6 1. 3 1.7 1.5 2 .4 1.6 1.8 1.8 1. 9 1.11 1.8 1. 6 

Bakery products 1.2 3.5 5.2 2.7 1.2 6.7 6.8 4.3 1.2 4.6 6 .3 3.1 

Meat, cooked 
meats 1.1 1.7 2.5 1.7 1.8 3. l 3.1 1.7 1.3 2.2 3.0 1.7 

Fresh fish 0.2 0.1 0.3 0. 3 4. 2 0 .7 0.7 0.5 1.6 0.3 o.6 o.4 

Vegetables, 
1.7 fruit 2.5 1. 5 2.3 1.6 3.5 2.1 2.3 2 .0 1.9 1.7 2 .3 

Othel' food 2.7 2.0 5.3 2.5 4.2 3.2 s.s 3.6 3.2 2.4 s.a 2.8 

Total., food 7-9 8.8 15.3 8.9 15.6 15.9 18.5 12.410.7 11.2 17.8 10.3 

The average total number of suppliers is roughly the same in all t he 

systems except PII-W, which has a higher average. In the group "small 

stores", PII-W has almost twice as maoy suppliers as the others. If all 

i nternal manufacturer and wholesale units delivering direct to the stores 

were counted as one supplier , Fir·s average for "small stores" would be 

reduced from about 8 to about 5. 

The relatively small difference between t he systems with regard to aver­

age number of suppliers per store , in combination wit h t he l arge differ­

ence in total number of suppliers to all tb.e system~s Res, implies 

that the difference betveeo stores is smallest in FII and greatest in 

PII-W. My calculation of the value of the homogeneity variable points in 

the same direction. 

Homogeneity in table 6:8 (p. 126) has been calculated as follows. Each 

supplier has been weighted with the number of stores on whose lists he 

appears. The weighted sum of suppliers appearing on at least 3/4 of all 

respondents~ l i sts bas t hen been divided by the weighted sum of all sup­

pliers. 

1/ Arithmetical mean. The "large stores" have a.n annuaJ. turnover of more 
than t million crowns. A few stores which could not be classified as 
to size , s ince they di d oot reveal t heir identity, have beeo included 
among "all stores". See also foot note 2, t able A 6:1. 
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APPENDIX 7: 1 SOURCES OF SCHEDULES IN C.EIAP.l'ER 7 

Every relation between variables in schedules 7:2-7:6 has its equivalent in the 
literature, as shown below in schedules A 7:1 and A 7:2. Tbe references are 
incomplete in the sense that reference is not made for all the relationships 
mentioned by an author if there is an overlapping bet,leen several authors. 

Schedule A 7:1 Identification of Source References in Schedule A 7:2 

Source Ref.code Page reference Found in relation no. 
no. (E after the figure indicates 

that the relation is found in 

Cole ( 1952) c 9-38 
schedule I:6.) 
14 

Duddy &: Revzs.n ( 1953) DR 20Jf. ,218:r. ,545 14, 15, 7E, 11E 

Fog &: Rasmussen (1965) Fo 519-530 1 ,8,12,13,16~5E, tOE 

Fulop ( 1962) Fu 116-145 {1 ,2,3,4,7 ,8,9, 12,13,14,15,16 
Fulop ( 1964) Fu 12-33,76-84 3E,4E,8E,9E,10E,11E 

Galbraith ( 1956) G 108-134 5E 
Hall,Knapp &: Wiosten 

(1961) 
H 64f. '114, 134f. 6,7 ,9, 10, 14, 1E,2E 

Holton ( 1962) Ho 276-281 16, 1E,9E 

Jeffereys ( 1954) J 463 14 

Kristensson (1960) K B3-B4 2E,3E,4E, 12E 

Mueller&: Garoiao (1961)M 48-50,68-72 1,7, 12, 13, 14,5E 

Stacey & Wilson (1965) sw 35-46,87-98, 4,10,11,15,1E 
225-237 

af Trolle (1963) Tr 155-158,175-179 1,2,3,4,5,7,8,12,13,14,16 
Tornqvist (1933) To 38-44 { 1 ,2,4, 7,9, 12, 13,14,6E 
TOrnqvist ( 1937) To 24-35 

Schedule A 7:2 Ref'erences 

Relation Source Variable and variable relation 
no. 

lFor schedule 7:2 I 

2 
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To (1A/1B- 2 - 5 - 7) , {8- 7) , (6- 9- 13) , (1A/1B- 10- 9 -13) 

Tr {1A- 2- 5-7- 11- 13) , (1A- 2- 3- 8) 

Fu (1A/1B- 2} , (6- 9) , (1A/1B-~9) , (1A/1B- 12- 10) 

M (1A- 3) 

Fo (1A/1B- 5) , (1A/1B- 6) 

( 1A - 2 - 4) , ( 6 - 9 - 11) 

Tr (lA/lB- 2 - 7 3- 5) , (6- 9- 11) 

Fu ( 1A/1B - 2 - 4 - 6 - 9 - 11) , ( 1A/Ul..___- 2 -1'3 - 5 - 7) , 
(7- 3) , (1A- 10- 11) , (1A- 8- 11J , (3- 8) 



3 

4 

5 

6 

Tr {1 - 2 - 4} • (1 - 3- ~) 

Fu (1- 2 - 4) 

To {1A/1B- 2- 4) , {1A/1B- 5) , (12 - 13) , (20- 2.4) 

(1A - 6 - 22- 24) , (1A- 2- 4 - 8 - 24) , (2- 9 - 15- 24) 
(4 - 15) • ( 15 - 16 - 24) , (2 - 10 - 17 - 16) ' {9 - 24) • 
(13- 24) , (1A - 3- 1 - 14- 23 - 24} 

Fu (1A- 2 - 4- 15- 24) , (1A- 6~, (1A- 5 - 12- 21 - 24) , 
(2 - 10- 17- 18 - 24) • (2- 11 - 19 - 24) 

SW (1B- 5- 20- 24) 

Tr {1 - 3 - 2- 5) • {1 - 4 - 5) 

B: ( 1 - 2 - 3 - 5) • (2 - 4 - 5) 

lfor schedule 7:3 I 
7 To (1A/ 1B - 2 - 4} 

8 

9 

10 

11 

12 

Tr (1A - 2 - 4) 

B ( 1A/ 1B - 2 - 3 - 4) 

M (1A- 2 - 3) 
Fu ( 1A/1B - 2- 3 - 4) 

Tr {1A-3 - 5) 

Fo (1A/1B - 3- 5 - 10) , (1A- 6- 10) , (1A - 8- 10} 

Fu (1A/1B - 2- 4- 10} , (1A - 6 - 10) , (1A - 1 - 10) , 
( tA - 9 - 10) 

T8 

B 

(1 - 2 - 3- 5 - 6} , (1 - 4 - 6} 
(1 - 2 - 3 - 5 -6) 

Fu (1 - 2 ) , (1 - 4- 6) 

B 

BW 

sw 

( lA - 2 - 4) , ( 1B - 3 - 4) 

(1B-2) 

(1- 2 - 41 • (1 - 3- 4) 

(1A/1B. - 2- impl.l/ 15 - 18) , (1A - 3- T- 11 - i:Ju.pl . 15- 18) 

Tr (1A- 11) , (1A - 3- 7- 11) 

Fo ( 1A/1B - 9 - 13 - 15 - impl. 18) 

M (lA- 5 - 10- i mpl. 17- impl. 18) , (lA- 2} , 
(1A - 6- 14 - ~1. 18) 

Fu ( 1A/1B - 3 - 4 - illlpL 18) , (3 - T) , (3 - 12 - 15) , 
C3 - a - 16 - impl . 1a1 

1/ "impl. " m~ans that I consider the relation to be iiJIPlicit in the author's 
presentat1on. 
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jFor schedule 1 :4 f 

13 TO (1 - 2 - 4 - 8 - 11 - impl . 16) , (1 - 9 - 12 - 16) 

Tr (1 - 2- ~ - 8 - 11 - 13 - 16) • (1 - 14- 16) 

Fo ( 1 - 4 ) , ( 1 - 5 - impl. 16) , ( 1 - 6) 

~~ ( 1 - 6 - 16) ' ( 1 - 7 - impl. 16) 

Fu (1 - 10 - impl . 16) , (1 - 3 - 15- 16) 

!For schedule 7: 5 I 
14 TO (1A/1B - 2) , (1A/1B - 4 - 10 - 16) 

15 

16 

Tr (1B - 15- 16) 

Fu ( 1A/1B - ~ - 9-:_ 10 - 14 -_,jmpl. 16) 

H ( 1A - 2 - 6 - impl. 16) 

M ( 1A - 3 - 8 - impl. 16) , ( 1A - 15 - 16) 

J ( 1A - 7 - 12 - impl. 16) 

C ( 1A - 3 - 8) , (impl. 1A - 5 - 12 - illl]ll. 16) , 
(impl. 1A - 1 - 11 - impl. 16) 

DR (1A- 13 - impl. 12 - impl. 16) 

DR ( 1A - 1 - 2) 

SW (1A/1B - 7) 

Fu All other relations . All relations with 15 are implicit. 

Tr (1 - 2 - 16 - 11). ( 1- 2 - 4 - impl. 9 - impl. 17), 
(1 - 11 - 15 - impl. 17) 

Po (1 - 9 - impl.17) ,(1- 5 - 10 - impl. 17 ) 

Fu ( 1 - 2 - 7 - 12 - impl. 17) , (1 - 3 - 8 - impl. 17) , 
(3... - 14 - 9) , (3 - 14 - impl . 17) • (3 - 4) 
(1 - 2 -1:- 10 - impl. 17) , (1 - 5 - impl . l7). 
(1 - 5 - 10), (1 - 6 - 11 - impl . 17) 

Bo ( 1 - 13 - impl . 17) 

Wor schedule 7:6 I 
1 H (t - 5 ~6 - 8) , (2 - 6 - 8) , (3 - 6 - impl. 8) 

sw (4 - 6 - 8) 
Ho (4 - 7 - 8) 

2 H (1 - 2 - impl. 31 

K (2 - 3) 

3 K ( 1 - 4 - 5 - 6) 

Fu (3 - impl. 5 - impl . 6} , (2 - 4 - 3) 
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4 K (1 - 3 - 5) ,(2 -3- 5) 

Fu (4 - 5) 

5 G ( 1 - 3 - 5) 
M (2 - 5) 
Fo (4 - 5) 

6 TO (1 - 2 - 3) 

7 DR (1 - 4) ' (2 - 3 - 4) 

8 Fu (1 - 2) 

9 Fu (1 - 3) 

Ho (2 - 3) 

10 Fo (1 - 3- 5) ,(1 -4- 5) 

Fu ( 1 - 2 - 5) 

11 Fu (1- 2- 4) 

DR (1 - 3- 5) 

12 K ( 1 - 2) 
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APPENDIX 8: 1 RELATIONS S'.r.A1'KD BY DITERVIEWEES m:rwEim CRAN<m3 Ilf 

DECISION INTEGRATION Aim EFFICIENCY IN TliE STUDI ED SYSTEMS 

According to the original plan for this study two t ypes of data were to oe 

collected: (a) measures of efficiency criteria referring to the systems 

as a whole, and (o) indicat ions of changes in efficiency criteria which 

appeared to be the result of conscious, realized changes i n the execution 

and/or decision integrat ion of a particular act i vity. 

It proved diff icult to estaolish any general measures of efficiency, and 

in the f inal version of my plan I abandoned the attempt . The few measures 

that could be established have not been reported here . 

Only in exceptional cases was i t possible to register any definite indi­

cations of changes of type (b ). In a.l:most all cases , I had to be content 

wit h a subjective indication of the effect of integration changes. The 

quest ions on which t hese evaluations were based can be seen in the inter­

view guide, section 9· 

With a few exceptions , official s at CC -wer e r esponsibl e for the answers 

reported below. l'latural.ly most of t he relations stated were positive. To 

begin with, it is unlikely t hat changes in integration would be introduced 

if their effect on effi ciency were expected to be negati ve . Furthermore, 

most of my respondents were at l east partly responsi ble for the decision 

to i ntroduce changes. In view of the lack of any obj ective measurement 

technique, they were t her efor e likely to assume t hat t heir expectations 

of improvements bad been reali zed . The data in appendices 8 :1 a.nd 9:1 must 

be judged in light of this. 

Among the int egrati on changes are some that refer to the large system, 

and t o wholesale act ivities . In defining DI for wholesale activities in 

t he large system, CC at the higher level represents the controlling and 

CC on the lower level t he controlled component. 
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Schedule A 8:1 Stated Relations ~tween Changes in Decision Integration and 

Efficiency 

When an e.ctivity ha.s the same name on both levels, R indicates the retail 
and W tbe wholesale activity. 

Activity Change in System1/ Description 
Efficiency 

1. Choice of 
assort­
ment (R) 

Choice of 
assort­
ment {W) 

Greater 
efficiency 
in decision 
process 

FII 
PII-R 
PII-W 

2. Choice of Less ef- FII 
assort- ficiency 
ment (R) iD decision 

process 

3. Choice of Higher FII 
assort- degree of 
ment ( R ) coordina-
Sales pro- tion 
I!IO'tion 

4. Bales pro­
motion 

Greater 
bargaining 
strength 
in acquisi­
t ion of 
ma.teria.l 

FII 

The introduction of the "nation&l. assort­
ment" in FII l ed to greater DI in the large 
system in choice of assortment at both lev­
els. The greater and more specialized re­
sources that could be used in individual. 
product decisions, with consequently more 
r eliable and up-to-date inf ormst i on, led 
to "better" decisions. In t he PII systems 
the change towards greater DI (in PII-W 
only in the retailers~ choice of assort­
Dtent , and not f or th.e large system) took 
place more slowly and without the same or­
ganizational changes being noted as in FII. 

Earlier attempts by cc
11 

to increase the 
.intended DI to "identity" bad been difficult 
to administer. The idea had been t hat RC 
should follow assortment lists drawn up by 
cc11 . Continuous changes in the assortment 
sva~lable to cc11 vere tbe cause of the dif­
ficult i es . Later DI was again reduced . 

Higher DI (introduction of "national assort­
ment" and centralized sales planning) in 
choice of assortment and SP (identity of 
article) , means better mutual adjustment 
between these activities. For inst ance, 
sales of new articles in the national as­
sortment can be better supported by SP 
activities in the illtroductory stages , and 
SP articles rarely disappear from RC~s as­
sortment soon af'ter an SP campaign. 

Greater extent o~ cc
1 

- planned SP means 
tha.t, to a greater ~ent than be~ore, de­
cisions about the production o~ store mate­
rial can be m.ade in time to utilize printers~ 
off-season capacity at lower costs . 

5. Sales pro­
motion 

Greater 
efficiency 
in decision 
process 

PII-R 
PII-W 
NII 

The introduction of centrally planned sales 
promotion (especially the "weekly activities") 
meant that the total SP activity vas greater 
than before. 

1/ Note that these are the systems where such a relationship was said to have 
been observed. Thus, other systems :may ha.ve experienced the same relations, 
but these were not registered e ither because no integration-affecting ac­
tion had b een taken recently enough, or because the interview '\laB incom­
plete , or because the respondent thought the relation too vague to specify, 
etc . 
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Schedul-e A 8 : 1 (cent . ) 

6. Pricing 

Sales 
promotion 

7. Sales 
promotion 

8. Sales 
promotion 

9. Sales 
promotion 

Storing (W) 

10. Price 
marking 

Higher 
degree of 
ooordinatioo 

Greater 
efficiency 
in decision 
process 

Less 
efficiency 
in decision 
process 

Higher 
degree of 
coordination 

Greater 
efficiency 
in decision 
process 

11. Establishing Greater 
stores efficiency 

\ 2 . Acquisition 
of 1118.Ila.gers 

(R) 

Acquisit ion 
of other 
personnel 

(R) 

13. Acquisition 
of managers 

14. Unspecified 
retail 
activities 

15. Unspeci f ied 
retail 
activities 
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in decisi on 
process 

Greater 
bargaining 
strength in 
acquiring 
personnel , 
greater 
efficiency 
in decision 
process 

Greater 
efficiency 
in decision 
process 

Lover coste 
in the 
decision 
process 

Greater 
e f'f ic i ency 
in decision 
process 

FII 

PII-R 

FII 

PII-R 

FII 

The merging of t he local societies led to 
tbe cessation of internal competition 
(prices, SP) in the system. 

CC has a better decision base than RC 
for choice of assortment and pricing in 
SP, which makes the activity more ef­
ficient from the point of view of rev­
enues when there is an increase in the 
DI . 

The system of assigning SP articles to 
RC without the latter being able to 
stipulate quantities has been adjusted , 
since it was felt that RC~s sense of 
responsibility for the storing and 
selling of SP articles had suffered. 

RC~s earlier ordering o£ SP articles 
makes it easier for CC to avoid storing 
too much, or too little, of SP goods. 

Considerable savings have been made 
since the change-over to a nev price 
marking t echnique (recol!lllended by 
cc11 after work studies by cc

13
). 

PII-R Investigations and. surveys at CC provide 
a better decision base than if every RC 
has to acquire and analyse the necessary 
information before a De'IT store can be 
established. Experiences gained in the 
system can be used in central planning. 

FII 

PII-R 

FII 

FII 

Since the merger, it has been easier to 
recruit personnel , perhaps because larger 
organizations b&ve greater powers of 
attraction. It has also been easier to 
t ransfer personnel within the system, so 
t hat resources are better utilized. 

When CC chooses store managers, it is 
more likely t han before that recruitment 
will be geared to proven skill tban to 
the individual~s economic standing. 

The merger of the many small cooperative 
societies led to a decrease in adminis­
trative costs as a percentage of sales . 

The merger also meant larger and more 
specialized resources in the decision 
process. This meant higher-quality 
information in the decision base at CC 
and RC. 



Schedule A B: 1 (cont.) 

16. Unspe~ified 
retail 
activities 

17- Ordering (R) 

Order-
picking (W) 

18. Goods 
receival (R) 

Out 
transport (w) 

19. Establishing 
stores 

20. Establishing 
stores a.ad 
other r etail 
and whole­
sale activi ­
ties 

21. Establishing 
wholesale 
units 

Closing down 
wholesale 
units 

Less 
effic iency 
in decision 
process 

Higher 
degree of 
coordination 

Higher 
degree of 
coordinati on 

Higher 
degree of 
coordination 

Higher 
degree of 
coordination 

Higher 
degree of 
coordination 

FII 

PII-R 

PII-R 

FII 
PII-R 

PII-R 

FII 

One respondent in RC felt that the merg­
er bad made i t more difficult to make 
erficient decisions, because the channels 
of information between CC and RC had be­
come longer and a lot of bureaucratic 
paperwork bad been introduced. 

Since RC's ordering now took place a day 
earlier, CC could note a 20 % saving in 
manpower for order pi cking as a result 
ot the more regular and greater utiliza­
tion of capac i ty i n this act ivity. 

Transport activity now much more efficient 
than 4-5 yeaxs ago. Probably due mainly to 
better adjustment between the t iming of 
goods receival at RC and CC's need to use 
capacity at a regular, high rate . Greater 
DI favors this. 

The merger in FII, and the increase in 
cc22's participation in the decision 
process i n PII-R, have meant that, in 
establishing stores, total i nternal r e­
sources are now better allocated to 
favor total efficiency. I t bas also been 
possible to check how the new establishments 
have affected other RCs in the system. In 
PII-R the i ncrease in internalization and 
excl.usiveness (a. SIDaller proportion of 
stores nev to the system are estabJ.ished 
out side the system) has also affected tb.e 
i ncrease in efficiency. 

Mor e than before, CC ca.o influence deci­
sions about new establishments (with 
given location and size) so t hat the 
different dimensions of the activity (e.g. 
layout, goods receival , assortment, in­
ventory) can be better adapted to certai n 
wholesale activities (e .g. order picking, 
out transport) or certain r etail activi­
ties so as to favor efficiency in the 
syst em as a whole. 

Studies of t he establ ishing and closing 
down of wholesale units apply to the 
laxge system. 
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APPEJIDIX 9: 1 RELATIONS STATED BY IllTERVIEWEES BE.l'loiEEN CHANGES IN EXECUTION 

INTEGRATION AND EFFICIEIWY Ill THE STUDIED SYSTEMS 

General. co111111ents applying to this appendix can be found at the begio.o.i.ng 

of appendix 8: 1. Note that some of the integration changes refer t o the 

large system. no defini tions of the EI concepts for the large system were 

given in chapter 6, but the definitions are analogous. The activity trans­

ference of Wholesale activities in the large system refers to transference 

to a higher CC level; homogeneity refers to a comparison between CCs on 

the same level. 

Schedule A 9: 1 Stated Relations Between Changes in Execution Integration 

and Efficiency 

Activities and 
EI variables 

Changes io System1/ 
efficiency 

Description 

1. Activity Lower 
transference:purchase 
Choice of prices 
suppliers(W) 

Homogeneity: 
Choice of 
suppliers (W) 

2 . Homogeneity : Lower 
Choice of vbolesa.le 
assort - storage 
meot (R) costs 

Homogeneity: 
Choice of 
assort-
ment (W) 

3. Internalize.- Lower 
tion: purchase 
Selling/or- prices 
der rec eival 

1/ See footnote p. 315. 

318 

FII 
PII-R 

FII 

FII 

Negotiations with suppliers to Whole­
sale uoits have, with a few exceptions, 
been complet ely transferred to the cc13 
level in FII, aod to a great exteot 
to the cc2~ level in PII-R. Together 
with the ~ncreased homogeoeity i n choice 
of suppliers (identity) betweeo whole­
sale units in the large system, this 
has meant better opportunities for 
getting lower purchase prices. 

The int:ooduction of the "national 
assortmeot" led to an increase in 
homogenei ty in both retail and Vbole­
sale choice of' assortment (identity) 
and to a reduction in the number of 
articles in each wholesale unit. CC 
estimates t hat t he wholesale storage 
turnover rate bas increased by 35 % 
and that, as a result , 20 million 
crowns tied-up capital in the large 
system has been freed. Structural 
changes in t he number of wholesale 
units haveprobably contributed to this 
development. 

The large system's high DI for cboice 
of assortment in retail and wholesale 
units (depending partly on the "national 
assortment") can be used as an argument 
in supplier negotiations, since selling 
in retail and wholesale units is not 
(and should not be) carried out by the 
supplier. Thus we can say that inter­
oalization has i ncreased in this activity. 



4. Homogeneity: Lover 
costs in 
decision 
process 

Pricing 

5. Homogepeity: Lower 
revenues Choice of 

assortment 
( R) 

Homogeneity: 
Pricing 

6. Homogeoeity: Lower 

8. 

9-

10. 

Choice of purchase 
suppliers (R) prices 

Activity 
t ransference : 
Choice of 
suppliers 

(R) 

Activity 
transference: 
Choi ce of 
suppliers (R} 

Activity 
transference: 
Sales pro­
motion 

Activity 
t ransference : 
Sales pro­
motion 

Homogeneity: 
Sales pro­
motion 

Lower 
purchase 
prices 

Greater 
efficiency 
i n sales 
promotion 

Lower 
purchase 
prices 

Less 
efficiency 
in sales 
promotion 

11. Homogeneity: Higher 
Sales pro- revenues 
motion 

FII 

FII 

FII 

The no. of cases of price differences 
between price zones in the large system 
has dropped, reducil:lg the costs of data 
processing. 

One respondent ( in RC ) said that he had 
noticed a drop i n sales resultil:lg from 
the greater homogeneity. Since t he merger 
it bad been more difficult to adapt 
choice of assortment and pricing to 
local conditions. 

Since the merger ther e has been greater 
homogeneity in the identity of external 
suppliers to RC. The change ill the loca­
t i on of such supplier negotiations from 
t he JDany small societies to cc1 1 can 
also be seen as an incr ease in activity 
transference. These changes in integra­
tion have meant better conditions for 
beying from external suppliers. 

PII-W cc
31

's supplier negotiations vith"coop­
erating" suppliers bave meant group re­
bates on combined purchases of all RCs . 

PII-R Centralized advertising aDd production 
PII-W of store material has meant scale eco­

nomies; execution costs are lower at 
given information. flow, and the quality 
of the execution improves . 

PII-R Centralized l:legotiations vi t b suppliers 
PII-W about buying ter~ etc . for SP articles 
NII have resulted in lower purchase prices. 

PII-R The high homogeneity betveen RCs for CC­
planned SP, which from some points of 
view is necessary and beneficial, also 
has same disadvantages . If RC initially 
has a very heterogeneous assortment, t hen 
tbe introduction of a colDDOn SP progr81Jl 
1118Y mean an undesi rable deepening of the 
assortment and/or an SP activity not well 
adapted to local conditions. Very high 
homogeneity may also mean that RC bas 
less room for its ow non-CC-planned SP. 

PII-R The introduction of very homogeneous SP 
has probably had a favorable effect in 
co~tition with other syst~ witb higb 
homogeneity for SP and a "group image" . 
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12. Homogeneity: 
Payment 
routine 
(purchases) 

(R) 

Lower 
costs 

PII-W The new payments system (automatic 
giro} means less costs at CC for 
checking credit payments and, because 
of' greater homogeneity in timing, 
better opportucities for planning 
CC~s liquidity . Tbis means lover costs 
for coping with unexpected changes in 
liq_uidity. 

13. Activity Lower PII-R More centrally :prepacked perishables 
means better utilization of scale 
econo:mies in t his activity. More ef­
fective machines, longer l'llllS . 

transference: costs 
Prepackae;ing 

14. Homogenei ty, 
A.etivity 
transference: 
Price marking 

15. Activity 
transference: 
Establishing 
stores 

16. A.etivity 
t ransference: 
Acquisition 
of capital 

(R} 

17. Homoe;eneity: 
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Establishing 
stores 

Lower FII The greater homogeneity between the price 
zones in the large system have led to 
savings in the price marking of perish­
ables at cc,2. 

costs 

Greater PII-R Since CC bas increasingly - at the 
present time almost entirely - taken 
over negotiations with property owners 
etc. about new sites , the system bas 

bargaining 
strength in 
acquiring 
store 
premises 

a stronger position in competition 
for these as a result of CC~s size and 
goodwill. 

Greater PII-R Greater participation by CC in acquisi­
tion of capital from external sources 
has made acquisition more efficient on 
account of·CC~s size and goodwill. 
Establishment of oew stores becomes 
easier; this has a positive effect on 
the market share. Capital costs cao 
also be affected favorably. 

bargaining 
strength 

Lower 
purcb&se 
cost of 
material 

PII-R It has been possible to make the acq~s~­
tion of material for new stores more 
uciform, which has meant greater quanti­
ties per article and lower purchase 
prices . 
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