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CURRENT ENVIRONMENT 

Family Dollar bidding war intensifies 

Amid the slowly growing economy, mid-market retailers like Wal-Mart Stores Inc., Macy's Inc., and J.C. 
Penney Co. Inc. have been struggling in recent years due to the prevailing lackluster consumer spending, 
which caused a surge of so-called “dollar stores” in the US—stores that sell products catering to low-income 
shoppers. For the past few years, the growth of dollar stores, and their strong revenues and stock 
performances, can largely be attributed to the number of families below the poverty line and stagnant 
median US income of middle-class consumers. 

Euromonitor International, a market research firm, noted that the annual US market for discount stores was 
bolstered by 46.5 million American shoppers living below the poverty line, which the US Census Bureau sets 
at $24,000 a year or less for a family of four. Between 2008 and 2013, the US market for discount stores 
grew 45.7% to $48.2 billion. It is worth noting that from 2000 to the present, as poverty rose 11.3% to 
15%, stock price for Family Dollar (the number two dollar store in the US) increased about 300%. 

The number of dollar stores more than doubled in the last decade, from about 10,000 to 24,500. 
Meanwhile, the combined sales of the big three discount stores—Dollar General Corp., Family Dollar, and 
Dollar Tree, Inc.—have grown to $35 billion. Euromonitor International projects that the sector will grow 
further to $57 billion by 2018. 

In July 2014, a takeover fight for Family Dollar began when the company agreed to be acquired by Dollar 
Tree for $8.5 billion ($74.50 cash-and-stock a share). The deal would merge the number two and three 
companies in the industry, potentially unseating Dollar General as the market leader. In response, Dollar 
General stepped in with a $78.50 per share bid in August, aiming to maintain its top position in the 
industry. However, in August 2014, Family Dollar rejected Dollar General’s all-cash offer due to antitrust 
concerns. With Dollar General selling only 700 stores in its earlier offer, Family Dollar's board believed that 
the deal would fail to get the approval of the regulators. Meanwhile, Dollar Tree’s July 2014 cash-and-stock 
offer—$59.60 cash and $14.90 worth of stock per Family Dollar share—amounted to $9.2 billion. 

On September 2, 2014, Dollar General raised its all-cash offer for Family Dollar to $80 cash per share 
(from $78.50). To overcome Family Dollar's antitrust concerns, Dollar General raised the number of stores 
that it would divest for clearance considerations to as many as 1,500 locations (from the previous 700), and 
it offered a substantial $500 million reverse breakup fee to Family Dollar if the deal would fail to garner 
approval. However, on September 5, Family Dollar’s board unanimously rejected the Dollar bid for the 
second time, again due to antitrust concerns, and reaffirmed the agreement with Dollar Tree. 

SEARS—TRANSFORMATION STRATEGY AND POSSIBLE SPIN-OFFS 
 
In the second quarter of 2014, Sears Holdings Corp. posted a loss in sales for the 30th straight quarter. The 
company, which owns sears and Kmart stores, endured a $573 million net loss in the second quarter and 
almost a billion ($975 million) during the first half of the year. Quarterly revenue also declined to $8.01 
billion from $8.87 billion in the prior-year period. 

Sears’ revenue decline can be attributed to a number of factors. The decline in revenues reflects the separation 
of the Lands’ End business, which was completed in the first quarter of 2014, and which accounted for $330 
million of the decline. The decrease in revenue also included the effect of having fewer stores in operation, 
which accounted for $256 million in the second quarter of 2014. Further, revenues declined as a result of 
lower domestic comparable-store sales, which accounted for $47 million of the decline. 

In addition, the company has been bleeding money for several quarters, as management aims to transform the 
company from a traditional retailer into a more targeted company that offers personalized deals to loyal 
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shoppers online, and through rewards and multi-channel methods. It is worth noting that the members of 
Sears’ Shop Your Way rewards program accounted for 73% of second quarter sales, whereas its online and 
multi-channel sales in the same period grew 18% from the prior-year period. 

As part of its transformation strategy, the company has been exploring options, including spin-offs and closing 
underperforming stores. For example, Sears Canada posted its ninth loss in 14 quarters, accounting for 16% 
of the company’s decline in revenues. In May 2014, because of these continuous years of losses, the company 
said that it is exploring options to sell the remaining 51% stake in Sears Canada, which would possibly 
generate $765 million in cash. The company previously reduced its share in the Toronto-based retailer to 51% 
from 95% in 2012. In addition, the company also said that it is exploring options for the Sears Auto Center 
business. As of August 2014, Sears reported that it had closed 95 underperforming stores this year, out of the 
130 locations it previously said it would close. 

In the past 12 months, the company has closed almost 200 stores, and had about 2,300 Sears, Kmart, and 
specialty stores at the end of the second quarter of 2014. 

TARGET CHALLENGED BY DATA BREACH, STRUGGLES IN CANADA 
 
Target Corp. was hit by an extensive data breach between November 27 and December 15, resulting in the 
theft of data from about 40 million credit and debit accounts and the potential exposure of personal 
information of 70 million shoppers. 

Because of the data breach, Target experienced a backlash in profit and revenue, and shoppers’ confidence was 
shaken at a time when privacy issues are high. The breach cranks up pressure on retailers to increase security 
around customers’ confidential data. In response to the breach, Target’s Chief Executive Officer, Gregg 
Steinhafel, and Chief Information Officer Beth Jacobs both resigned. 

The cost related to the data breach may include liabilities to payment card networks for reimbursements of 
credit card fraud and re-issuance costs, liabilities related to its REDcard (store credit card) fraud and re-
issuance, liabilities from civil litigation, governmental investigations and other legal fees. As of the second 
quarter of 2014, Target reported data breach-related gross expenses of $148 million, partially offset by a $38 
million insurance receivable. 

In February 2014, the company announced that it would be accelerating its implementation of smart-card 
technology designed to dramatically reduce the threat of credit card and debit card fraud among shoppers in 
its stores. Target will spend around $100 million to equip its proprietary REDcards and all of its card readers 
in the US with chip-enabled smart-card technology by the first quarter of 2015, more than six months ahead 
of the previous plans. 

Meanwhile, Target’s Canadian expansion continues to drag in profits according to second quarter 2014 
results. Operating losses from the Canadian stores widened to $204 million in the second quarter from $169 
million a year earlier. Same-store sales fell 11.4% over the same time period and gross margins stood at 
18.4%, down from 31.6% in the prior-year period. 

The challenges faced by Target in its first international expansion can be attributed to five factors. First, its 
store locations are said to be less than ideal. In 2011, Target bought more than 120 Zellers stores from 
Hudson’s Bay Co., many in rundown areas that are hard to access. Second, Canadian customers have been 
complaining that products offered in their country are more expensive than in the US. Third, Target faced 
supply chain problems, failing to keep enough merchandise in stock. The company also has difficulty competing 
with other stores, like Wal-Mart, which expanded into Canada earlier. Lastly, Target’s launch in Canada is 
said to be overambitious. The retailer opened 124 stores over 10 months in its first year of operations. 

BACK-TO-SCHOOL OPTIMISM 
 
Despite the expected lackluster period for most retailers, the sector is seeing a glimpse of optimism, with 
several companies highlighting positive sales reports due to the back-to-school season. 
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Macy’s department store had previously cut its same-store sales forecast for the year based on weakness in 
the first quarter. However, during its second quarter earnings call, the company highlighted a good start to 
its back-to-school business across its juniors, kids, and active wear departments. Fellow department store 
operators, Kohl’s Corp. and J.C. Penney, also felt positive about the second-biggest selling season of the 
year. Kohl’s saw strong sales toward the end of July (the beginning of the back-to-school period) in both 
juniors and kids-wear departments. J.C. Penney reported double-digit same-store sales for the last week of 
the second quarter ended. Wal-Mart was also pleased with its early back-to-school performance, and 
Dillard’s Inc. noted that sales trends were strongest in juniors’ and children’s apparel. Similarly, increased 
traffic was up during July at TJX and Urban Outfitters. 

However, these early signs of strength should be viewed with cautious optimism, and it is too early to call 
the season a success. According to an August 2014 survey by the National Retail Federation, the world’s 
largest retail trade association, one-quarter of families with children enrolled in kindergarten through high 
school had not started shopping as of August 12, 2014—up by about three percentage points from 2013. 

SALES GROWTH MODERATES, EVEN AT THE HIGH END 

While some of the department stores covered by this Survey beat our same-store sales estimates for the first 
half of fiscal 2014 (ending June 2014), some lagged behind. (For details, see the accompanying table, 
“Same-Store Sales of Selected Department Stores and Discounters.”) 

Overall, we think middle-income consumers spent cautiously due to still slow-growing US economy. Colder 
weather at the start of the year also hurt consumer demand. We see these factors hurting the performance of 
major retailers, including Wal-Mart, Kohl’s and other competing moderate department stores. 

Among the discounters, sales were particularly strong at the dollar stores. Dollar Tree, Dollar General, and 
Family Dollar are all benefiting from the current slow-growth economic environment, as consumers seek 
value in their purchases of consumables and discretionary goods, and are shopping close to need. Dollar 
stores have responded by shifting their merchandise mix toward consumable categories, including food and 
beverages, and other traffic-driving categories. 

Both upper-moderate and better department stores are working to raise customer service levels and to 
localize merchandise assortments by store to improve sales productivity. We also think they benefited from 

RetalB04: SAME-STORE 
SALES OF SELECTED 
DEPARTMENT STORES 
AND DISCOUNTERS 

SAME-STORE SALES OF SELECTED DEPARTMENT STORES AND DISCOUNTERS
(Percent change from previous quarter)

FISCAL - - - -  2012* - - - - - - - - - - - - - - - -  2013* - - - - - - - - - - - - - - - -  2014* - - - -

YEAR END Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

BETTER DEPARTMENT STORES
Nordstrom January 10.7 6.3 2.7 4.4 0.1 2.6 3.9 3.3
UPPER- MODERATE DEPARTMENT STORES
Dillard's January 5.0 3.0 1.0 1.0 1.0 2.0 2.0 1.0
Macy's January 3.7 3.9 3.8 (0.8) 3.5 1.4 (1.6) 3.4
MODERATE DEPARTMENT STORES
J.C. Penney January (26.1) (31.7) (16.6) (11.9) (4.8) 2.0 7.4 6.0
Kohl's January 1.1 1.9 (1.9) 0.9 (1.6) (2.0) (3.4) (1.3)
Sears, Roebuck January (1.6) 0.8 (2.4) (0.8) (7.0) 28.0 (26.0) 2.0

DISCOUNT STORES
Big Lots January (4.6) (3.5) (2.5) (1.9) (2.5) (3.0) 0.9 1.7
Dollar Tree Stores January 1.6 2.4 2.1 3.7 3.1 1.2 1.9 4.5
Dollar General January 4.0 3.0 2.6 5.1 4.4 1.3 1.5 2.1
Family Dollar Stores† August 5.0 5.4 6.6 2.9 2.9 0.0 (2.8) (3.8)
Kmart January (4.8) (3.7) (4.6) (2.1) (8.0) 36.0 (27.0) 1.0
Target January 2.9 0.4 (0.6) 1.2 0.9 (2.5) (0.3) 0.0
E-Estimated. *Based on a January f iscal year end, except as noted. †Since f iscal year differs from 
the rest, data for closest comparable quarter is included.
Source: Company reports.
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improved confidence among their higher-income customer bases. In addition, we see Nordstrom Inc.’s 
outperformance of its peers reflecting its success in reaching new customer segments through expansion in 
the online and off-price channels. 

RETAILERS FACED A CHALLENGING START FOR 2014 

In addition to the sluggish economic recovery, US retailers were hit by the polar vortex at the start of 2014. 
According to an Associated Press analysis, when the average temperature in the US dropped below 18 
degrees Fahrenheit on January 6, 2014, it marked the lowest average that the country had seen in 17 years. 

Many retailers have attributed their weaker first quarter and first-half sales figures to the cold weather. 
Business weather forecaster Planalytics, Inc., estimates that the US economy took a roughly $5 billion hit 
stemming from lost productivity, higher heating bills, and a drop in consumer spending. For instance, Gap 
Inc., the biggest US apparel-focused retailer, was forced to close more than 450 stores for at least one day in 
February 2014, while sales at stores open at least a year decreased by 7% in the said period. Macy’s also 
expressed the dismal impact of the weather on its January and February sales. 

OFFERING CONTEMPORARY FASHION TO ATTRACT CUSTOMERS 

One of the challenges facing department stores is how to win share of wallet from the teenage girls and 
young women who shop at “fast-fashion,” chains such as H&M, Topshop, Zara, Uniqlo, and Forever 21. 
(Fast fashion refers to affordable, rapid-turnover clothing collections that reflect the latest high-end fashion 
trends.) Below we highlight some retailers’ efforts to attract this group. 

 Macy’s. This retailer’s approach in 2011 and 2012 was to introduce a series of designer capsule 
collections for its Impulse contemporary departments (for customers aged 19 to 30), which are in stores and 
on macys.com. The series was launched with the 40-piece Kinder Agguini collection in February 2011. 
Macy’s followed up with capsule collections by Matthew Williamson (April 2011), Karl Lagerfeld (August 
2011), Giambattista Valli (October 2011), Doo-Ri Chung (February 2012), Alberta Ferretti (April 2012), 
and Nicole Richie (September 2012). 

In October 2012, the company announced plans to launch, by the end of 2013, 13 new brands and to 
expand 11 existing brands for its mstylelab (for customers aged 13 to 22) and Impulse departments (serving 
customers ages 19 to 30) as part of its Millennial strategies. The aim of these new brands is to attract and 
retain Millennials (consumers aged 13 to 30, also known as Generation Y), a group that Macy’s estimates 
spend $65 billion annually on fashion apparel, accessories, footwear, and cosmetics. Among the new brands 
launched in spring 2013 were Marilyn Monroe, featuring sportswear and t-shirts priced from $29 to $89; 
and Blossom and Clover, a collection of knits, dresses, shorts, jackets, and denims for women in their 20s, 
priced from $38 to $88. 

In the fall of 2013, the company launched two new collections, QMack and Maison Jules, in Macy’s stores 
and on macys.com. QMack is a 13-piece line of casual workwear priced in the $29 to $299 range, while 
Maison Jules is a Parisian street–style line of knitwear, pants, and dresses priced between $17.50 and $59. 
The company has also launched an extension of its existing Bar III brand, Bar III Carnaby for men. The 
collection includes sports coats, dress shirts, ties, vests, trousers, and suits priced below $300. 

The key elements of Macy’s Millennial strategy include extensive research in identifying customer lifestyles, 
enhancing and localizing merchandise brands, improving omni-channel environments through the 
utilization of new and emerging technologies to enhance customer experience, and in-store improvements. 
During the past year, 13 new millennial brands were added and 11 brands were expanded. In addition, 
Macy’s assortment of athletic shoes is now in the hands of The Finish Line, a third-party operator that 
ensures the quality of shoes and staff that is well trained to service youthful customers. 

 Nordstrom. In July 2012, Nordstrom entered into a partnership with the UK-based TopShop. Under the 
partnership, Nordstrom placed TopShop’s apparel and accessories in 42 of its 127 locations (as of October 
2013). The shop-in-shop concept includes a 2,500 square foot space for women’s merchandise and a smaller 
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1,500 square foot space for the brand’s menswear collection, known as Topman. In addition, TopShop’s 
full collection is available online on Nordstrom.com. While the partnership would help TopShop expand its 
presence in the US, it is also an attempt by Nordstrom to offer exclusive apparel merchandise to its 
shoppers. With the TopShop designs, it hopes to lure fashion-conscious customers with apparel they have 
not seen before at Nordstrom. 

In March 2014, Nordstrom partnered with BaubleBar, a fashion jewelry online retailer, to continue its quest 
to appeal to younger shoppers. Known for big costume jewelry, BaubleBar items range in price from $24 to 
$68. The BaubleBar shop-in-shops debuted in 35 Nordstrom locations. In July 2014, BaubleBar announced 
its expansion from 35 Nordstrom locations to all 117 US locations as well as on Nordstrom’s website. 

CONNECTING WITH CUSTOMERS THROUGH A MULTI-CHANNEL APPROACH 

To provide customers with even more flexibility in how, when, and from where they shop, department 
stores and discounters are seeking new and innovative ways to engage and serve their customers. 

Leveraging mobile technology 
Mobile technology offers retailers an opportunity to tailor marketing messages and shopping experiences for 
customers. Nordstrom, for example, believes that within two years, more customers will access the Internet via 
a mobile device than with a computer. The company added Wi-Fi functionality to all of its full-line stores in 
2010, and in 2011 tested 6,000 mobile point-of-sale (POS) devices during its Anniversary Sale in July. 
Nordstrom also introduced a mobile-optimized version of its website in June 2011 so that it can capitalize on 
the growing trend of customers shopping through their smartphones. 

J.C. Penney, Kohl’s, Kmart, Sears, Saks Fifth Avenue, Macy’s, and Target have all developed applications 
(“apps”) for the iPhone that allow iPhone users to browse weekly sales circulars, receive coupons, search for 
and receive directions to nearby stores, create shopping lists, and/or make online purchases. 

Macy’s, J.C. Penney, and Target are also supporting the shopkick app (developed by shopkick Inc.) in all 
stores nationwide. Just by walking into a store with their iPhones or Android phones, customers can earn 
points, called “kick,” which are redeemable for music downloads; gift cards at Macy’s, Target, and other 
shopkick partner stores; charitable donations; and other rewards. They also receive exclusive offers while in 
the store.  
 
According to a Forbes report in May 2014, mobile phone sales will reach 30% of total Internet sales in 2014, 
and will reach 40% in the next five years. Meanwhile, KPMG, in its 2014 Retail Outlook Survey released in 
September, reported that 70% of retailers said their organizations have adopted an omni-channel strategy to 
better respond to the increasing number of online and mobile customers. 

 Nordstrom has been an early adopter of mobile checkout technology. From 2009 to 2013, the company 
spent $500,000 on online technology. In June 2011, the company purchased 6,000 mobile POS devices for its 
full-line stores as part of an effort to provide an enhanced shopping experience to its customers. Nordstrom 
has mobile POS devices in all of its full-line and Rack stores. According to the company, the mobile devices in 
its full-line stores are functionally equivalent to cash registers, and it will continue to work on creating a fully 
mobile store environment, thereby enabling sales people to spend more time with customers. 

Nordstrom is focused on utilizing technology to further drive growth. In 2013, management determined that 
25% of online shopping was done by mobile phones; hence, it has prioritized enhancing its mobile service for 
2014. The company has allocated around $1.2 million to further improve its online technology in the 
coming five years, from 2014 to 2018. 

Nordstrom is reportedly in talks with Apple to be one of Apple’s early merchant partners when the 
company unveils its new payments platform in the near future. 

 Wal-Mart is also undertaking a number of steps to offer enhanced convenience to its shoppers. In 
September 2012, the company began testing a new iPhone self-check-out app called “Scan & Go,” which 
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allows Walmart customers to scan the items they want to buy as they browse through the store and pay for 
them at self-service counters, thus bypassing the long cashier lines. In March 2013, Wal-Mart announced 
the expansion of the service to over 200 stores in 14 regions across the US. The company started testing the 
service in Sam’s Club in early 2013, and it has introduced the Scan & Go app for Android devices. 

However, an Associated Press report in August 2014 mentioned that Wal-Mart discontinued its Scan & Go 
app, as customers did not adapt to it as expected. The company took what it learned from the nixed app to 
create another service that enables customers to track their spending. 

Meanwhile, Wal-Mart is testing same-day delivery of groceries, fresh produce, and other products in San 
Jose and San Francisco in California, and in Denver. Shoppers can get their deliveries on the same day if the 
orders are placed by 8 am, with delivery fees ranging from $3 to $10. The company is also testing its same-
day delivery service for general merchandise (like toys and TVs) in Virginia, Philadelphia, and Minneapolis 
if ordered by noon, with an unlimited delivery fee of $10. In January, Wal-Mart began offering customers in 
Denver the option to order online and to pick up their items in stores around the city. 

 Target is also working out various means to connect with customers. Among its recent efforts is the launch 
of Cartwheel in July 2013, a digital savings program in collaboration with Facebook. The program requires 
shoppers to purchase a deal (for instance, a 5% discount on a 20-ounce Diet Coke) on its website, while they 
are logged in to their Facebook account through their smartphone. Once a deal is selected, it appears as a news 
feed on the shopper’s Facebook account, where their friends can view it. To redeem their discounts, shoppers 
can visit any Target store, where store employees will scan a special QR code on the smartphone through 
which the purchase was made. The more shoppers share it with their friends or redeem the discounts, the 
higher the discount they get under the program. 

A year after the launch of the application, Cartwheel is utilized by 7.7 million users as of July 2014, enabling 
users to save more than $84 million. In the first quarter of 2014, Cartwheel was ranked the fourth most 
downloaded mobile-commerce app, according to a study by App Annie and Internet Retailer. The amount 
spent by shoppers on browsing and shopping in Target via mobile devices rose 251% in March 2014, 
compared with the prior-year period. Nearly two-thirds of the company’s online traffic comes from mobile. In 
addition, the company offers free shipping on orders of more than $50. 

MCX developing a mobile-commerce solution 
The global mobile payments market is expected to reach some $721 billion by 2017, according to market 
research firm Gartner Inc. Looking at the growing potential of the segment, a group of US merchants in 
August 2012 announced the development of a mobile-commerce application through a newly formed 
company called Merchant Customer Exchange (MCX). The application, expected to be supported on all 
smartphones and available to all merchant categories (e.g., retail stores, casual dining, and petroleum stations), 
will allow customers to pay at the register and will provide them with a number of customizable offers. 

On September 5, 2014, MCX unveiled the brand name of its mobile wallet, loyalty and offers platform, 
CurrentC, which it will launch in 2015 at around 110,000 retail locations, including some of the country’s 
largest retailers—7-Eleven, Alon Brands, Best Buy, Lowe’s, Sears, Shell Oil, Target, and Wal-Mart. 

The platform is expected to compete not only with the existing mobile payment platforms, like Softcard 
(formerly Isis), but could also be going up against Apple’s yet to be unveiled payments system. 

INTERNATIONAL EXPANSION 

Department store operators have not really focused on international expansion in the past but are now 
beginning to take an interest in expanding their customer base to countries outside the US. In 2009, Saks 
and Nordstrom partnered with FiftyOne Global Ecommerce (now known as Borderfree Inc.) to allow 
customers in 30 countries to browse and shop online in their local currency. As of December 2013, 
Borderfree, which now supports international shipping to over 100 countries, counted Saks, Nordstrom, 
Macy’s, Sears, Dillard’s, and Neiman Marcus among its retail partners. Similarly, as of July 2014, the 
following retailers plan to expand their international operations: 7-11 (1,600 stores in Japan), Starbucks 
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(1,600 in China through 2015, 100 in Malaysia through 2017), Subway (1,000 stores in Europe), Tim 
Horton’s (800 US and Middle East stores through 2018), H&M (375 US, China, Australia, Philippines, and 
India stores). 

Licensing model for Saks Fifth Avenue and Bloomingdale’s 
Through licensing agreements with third parties, both Saks Fifth Avenue and Bloomingdale’s have expanded 
abroad. Saks Fifth Avenue opened its first licensed store in Riyadh, Saudi Arabia, in 2001. Since then, 
additional stores have opened in Dubai, United Arab Emirates (2004), Mexico City, Mexico (2007 and 
2010), Manama, Bahrain (2008), and Jeddah, Saudi Arabia (2009). In September 2012, the retailer opened 
a new licensed store in Almaty, Kazakhstan. Saks currently has five international licensed stores. In January 
2014, Saks announced that it plans to open a store in downtown Toronto at the Hudson’s Bay flagship 
store. The store is planned to open in the fall of 2015. Bloomingdale’s opened its first licensed store in 
Dubai in 2010. In May 2013, Bloomingdale’s announced plans to open a new store in Honolulu, Hawaii, in 
late 2015. Emerging markets, such as Eastern Europe, the Middle East, and Asia, are attractive for Saks 
Fifth Avenue and Bloomingdale’s, as these markets have untapped potential for luxury products. The 
licensing partners operate the units, provide assistance in customizing merchandise assortments to local 
market preferences, and provide the capital. 

OUTLOOK 

Department Stores 
As of September 2014, our fundamental outlook for the department stores sub-industry was neutral. 
According to the US Census Bureau, sales at department stores (excluding leased departments) decreased 
4.7% in 2013, to $74.7 billion. 

Through June 2014, department store 
sales were down 3.2% over the same 
period last year, according to the US 
Census Bureau. Despite the slowly 
improving macroeconomic environment, 
following a highly promotional and 
challenging holiday season, we see 
department stores benefiting in 2014 
from easier comparisons and continued 
market improvement. We also think that 
the proceeds of the 2013 stock price 
appreciation will result in a material 
increase in consumer wealth and spending 
in 2014. 

In our view, department stores offering 
differentiated products and providing 
multi-channel shopping experiences will 
gain market share in 2014. We see best-
in-class department stores creating a sense 

of newness for shoppers with more frequent product deliveries. They are also tailoring merchandise 
assortments by store to improve sales productivity. The goal is to grow sales by delivering the brands, styles, 
and sizes customers want. 

Year to date through September 19, 2014, the S&P Department Stores Index rose 11.5%, versus a 8.2% 
gain for the S&P 1500 Composite Index. 

General Merchandise Stores 
As September 2014, our fundamental outlook for general merchandisers (or discounters) was neutral. While 
we see discounters benefiting from cost-conscious consumers who are seeking lower-priced goods, we 
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remained concerned about increased price competition in a slowly improving macroeconomic environment. 
Although low food and gas inflation may support low-income consumer spending growth, these benefits, in 
our view, will be offset by cuts in the Supplemental Nutrition Assistance Program and unemployment 
insurance benefits. 

In the discount market, retailers compete heavily on low prices, as core assortments of basic consumables 
tend to be the same. Profit margins are generally better on more discretionary-purchase merchandise, but we 
think such items carry more markdown risk for retailers. We think increased levels of direct sourcing and 
closeout buys (inventory liquidated by vendors or other retailers) have enabled some discounters to lower 
product costs, raise profit margins, and improve the quality of merchandise, while keeping prices fixed in 
recent years. In our view, this has created a better price-value proposition for customers. 

In addition to low prices, many discounters are broadening their customer appeal with increased marketing 
and expanded assortments of “treasure hunt” items (or “buzz builders”) that create excitement in the store, 
and convenience foods that better meet customers’ frequent fill-in food shopping needs. While a broader 
food assortment has positioned discounters to compete more directly with drugstores, supermarkets, and 
convenience stores for customer dollars, we think discounters offer consumers a more compelling value 
proposition. Also, with most once cash-only chains now accepting debit/credit cards, we think many 
middle- and upper-income consumers are trading down to discounters from national drugstore and 
supermarket chains for everyday needs. 

Year to date through September 19, the S&P General Merchandise Stores Index was up 4.3% versus an 
increase of 8.2% for the S&P 1500 Index.  



 

 

INDUSTRY SURVEYS RETAILING: GENERAL / OCTOBER 2014  9 

INDUSTRY PROFILE 

Retailing: a cornerstone of the US economy 

The health of the US economy depends heavily on retail trade. According to the US Department of Commerce, 
US retail sales of merchandise for personal or household use (excluding automobiles) totaled an estimated $2.3 
trillion as of June 2014. At this level, retail trade in the first half of 2014 accounted for 14% of US gross 
domestic product (GDP), which totaled $16.0 trillion. Sales of general merchandise, apparel, furnishings, and 
“other” goods (GAFO, a government-defined category that includes the kinds of merchandise normally sold in 
department stores) totaled an estimated $578 billion as of June 2014. 

In government statistics, retail trade is broken into two segments: durable and nondurable goods. (The retail 
category excludes services.) Distributors such as building materials stores, automotive dealers, furniture stores, 
and some general merchandisers sell durable goods. Nondurable goods are generally sold by department and 
general merchandise stores, apparel and accessory stores, food and drug stores, and restaurants. This Survey 
focuses on department stores and mass merchandisers, which largely sell nondurable goods. 

In the second quarter of 2014, US PCE (personal consumption expenditures on goods, both durable and 
nondurable, and on services) totaled $10.9 trillion, or 68.1% of the GDP, according to the US Department of 
Commerce. Sales of nondurables totaled $2.4 trillion (22.0% of PCE), while durable goods totaled $1.4 
trillion (12.8%). Spending on services—a category that ranges from medical care to hair styling—was $7.2 
trillion (66.1%). 

TABLE B05: TOTAL US 
RETAIL TRADE 

TOTAL US RETAIL TRADE
(In billions of dollars)

10- YEAR

YR. END - - - - - - - -  AS OF JUNE - - - - - - - - % CHG. GROWTH

2013 2004 2013 2014 2013- 2014     RATE†

Retail trade  4,528.2 1,664.9 2,195.4 2,272.9 3.5 3.2
GAFO, total* 1,228.7 456.2 573.2 578.3 0.9 2.4
Automotive group 978.1 331.3 364.3 393.1 7.9 1.7
Furniture & appliance group 202.4 21.6 21.5 21.9 1.7 0.1
Building materials, garden equip. & supplies 312.4 8.9 10.1 10.7 5.8 1.8
Food group 649.1 14.8 21.7 22.9 5.2 4.4

Liquor stores 47.2 154.1 274.6 271.1 (1.2) 5.8
Health & personal care stores 281.6 84.6 113.7 115.1 1.2 3.1
Gasoline service stations 548.5 3.8 4.2 4.1 (0.7) 0.9
Apparel group 248.6 16.4 19.2 19.8 3.3 1.9

Men's clothing stores 8.9 4.6 7.7 7.7 (1.0) 5.2
Women's clothing stores 40.6 11.2 13.8 14.3 4.2 2.5
Family clothing stores 97.6 11.5 14.7 15.3 4.3 2.9
Shoe stores 29.9 13.1 21.0 19.3 (8.1) 3.9

Sporting goods, hobby, book, & music stores 88.1 7.7 5.5 5.1 (7.9) (4.0)
General merchandise group 652.3 36.7 25.9 25.5 (1.6) (3.6)

Department stores 171.3 98.7 79.4 76.9 (3.0) (2.5)
Other general merchandise stores 481.0 49.8 56.2 56.8 1.1 1.3

Miscellaneous retail stores 118.0 7.6 8.3 8.6 3.8 1.2
Nonstore retailers 449.2 182.9 268.1 279.4 4.2 4.3

*GAFO consists of the General Merchandise, Apparel, Furniture & Appliance, Sporting & Hobby, and 
Misc. Retail groups. †Computed by S&P Capital IQ.
Source: US Department of Commerce.
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With over 3.6 million establishments, ranging 
from automobile dealers and gas stations to 
apparel and grocery stores, retailing is a major 
employer in the US. Retailers employed nearly 
42 million people in 2014, according to the 
latest data from the National Retail 
Federation, a trade group. 

Retailing is a mature business, with the largest 
operators reporting a large proportion of sales. 
In particular, Wal-Mart Stores Inc. has a lion’s 
share of the retailing business. Wal-Mart, the 
world’s largest retailer, had domestic revenues 
from retail stores of $476 billion in 2013—
about 3.0% of US GDP. As Wal-Mart has 
grown, many smaller chains have fallen by the 
wayside. 

 

INDUSTRY TRENDS 

The most significant trends currently affecting retailers relate to 
the industry’s maturity. First, numerous stores are clamoring for 
the attention of US consumers, keeping the business heavily 
competitive. Second, consumer spending is growing more slowly 
due to the slow-growing economy. Finally, value has become 
their hallmark. Consumers have inexorably moved to favor 
shopping at retailers offering the best price/value propositions. 

RETAILERS’ SURVIVAL TACTICS 

The retailing business has low profit margins. Because the US 
market is extremely competitive, a gain in sales for one store 
equals a loss for another. Retailers—especially department 
stores—have come to rely on frequent price promotions to 
attract customers, which now expect low prices. This dynamic 
keeps a lid on profits. Reinforcing this trend is Wal-Mart Stores 
Inc., with its “everyday low prices” policy that offers discount 
prices all the time. Because of its size, Wal-Mart has gained 
power in its relationships with manufacturers, which it does not 
hesitate to wield. The world’s largest retailer squeezes vendors 
for the greatest possible discount, which allows Wal-Mart to 
maintain and even lower its prices. The combination of a mature, 
highly saturated market, a slow sales growth environment, and 

merchants’ inability to raise prices makes it imperative to drive down costs and/or improve economies of scale. 
Retailers’ survival tactics include everything from closing weak units and cutting jobs to instituting inventory 
controls and expanding stores. 

Using cash to improve shareholder value 
Several of the retailers covered in this Survey are using cash flow from operations and cash balances to fund 
repurchases of both debt and outstanding common shares, and the payment of cash dividends—actions that 
improve shareholder value. In the second quarter of 2014, Macy’s repurchased approximately 8.9 million 
shares of its common stock, with an approximated value of $517 million. In total, fiscal year to date, the 
company bought back around 16.3 million shares of its common stock for approximately $949 million. The 
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TOP US MASS MERCHANDISERS

REVENUES* (BIL. $)

2012 2013

DEPARTMENT STORES

Macy's 27.7 27.9        
Sears, Roebuck† 21.0 19.2        
Kohl's 19.3 19.0        
J.C. Penney 13.0 11.9        
Nordstrom 11.8 12.2        
Dillard's 6.6 6.5          

DISCOUNT STORES

Wal-Mart† 330.9 336.6      
Target 73.3 72.6        
Kmart 14.6 13.2        
Dollar General 16.0 17.5        
Family Dollar Stores** 9.3 10.4
Dollar Tree Stores 7.4 7.8
Big Lots 5.4 5.3
*Fiscal years ended January of the follow ing
year, except as noted. †US operations. **Since
fiscal year differs from the rest, data for 12
months ended the closest comparable quarter
are used.
Source: Company reports.
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company has remaining authorization to repurchase approximately $2 billion of its common stock. 
Meanwhile, Nordstrom announced on September 4, 2014, that its board of directors authorized a 
repurchase program of up to $1 billion of outstanding common stock, through March 1, 2016. This is in 
addition to the company’s existing repurchase program that has $323 million outstanding as of September 
3, 2014, which will expire on March 1, 2015. 

Rationalizing businesses lowers costs 
The deflationary pressures that retailers have felt in the past few years have led to higher expense ratios 
(selling, general, and administrative expenses divided by sales revenues). If a retailer’s dream is volume 
increases amid rising prices, the opposite scenario—declining volumes and prices—is a recipe for disaster. As 
a result, retailers are keeping a close eye on profit/loss statements on a store-by-store basis. 

Retailers, particularly department stores, are examining every aspect of their businesses to streamline 
processes and reduce costs. For example, Sears Holdings Corp. continued to rationalize its store base and 
executed actions to unlock the value of its asset portfolio in the fiscal year ended January 2013. In April 
2012, the company sold 11 Sears Domestic stores (full-line department stores; six owned and five leased) to 
General Growth Properties for $270 million, and surrendered the leases on three Sears Canada properties to 
Cadillac Fairview Corp. Ltd. for C$170 million. In October 2012, the company completed the spin-off of its 
Sears Hometown and Outlet businesses, receiving $446.5 million in proceeds for the separation. During 
fiscal 2013, the company also closed 48 Kmart and 12 Sears Domestic stores. As of the second quarter of 
2014, the company reported that it closed 95 stores this year, out of the 130 planned locations for closure. 

In April 2014, the company completed the spin-off of its Lands’ End clothing business, providing Sears with 
aggregate gross proceeds of $500 million. In November 2012, the company completed the partial spin-off of 
its interest in Sears Canada, distributing 45 million common shares of Sears Canada held by the company to 
its common stock holders. As of August 2014, Sears Holdings held 51% of the common stock of Sears 
Canada. The company is exploring options regarding whether to sell its remaining stake due to 
continuously disappointing sales figures and transforming efforts. 

Over the next few years, changes for retailers are likely to be less dramatic than in the recent past, as most 
of the restructuring and hard cost-cutting work has been done. Competition will remain a key factor, 
however, and the pruning of units will be an ongoing process. Retailers will continue to focus on capturing 
share from the weaker players, ensuring that all assets are productive, and keeping expenses in check. 

Aligning inventory with sales 
Retailers that are careful to keep their inventory from building to excessive levels reduce the likelihood that 
they will have to mark down or write off unsold products at the end of the season. In trimming inventory, 
however, they must walk a fine line. Not stocking items that customers want can translate into lost sales, 
thus reducing revenues and profits, and disappointing customers. 

One retailer that is leveraging technology to better manage its merchandise assortments and inventory levels 
is Nordstrom. Since 2002, Nordstrom has made significant investments in a “perpetual inventory” system, 
which provides store-level details on sales, inventory on hand, items on order, price changes, inventory 
movement, item profitability, and supplier profitability. The benefits of Nordstrom’s new system include an 
improved “sell-through” (full-price sales), lower markdown risk (in which markdowns are scheduled for 
maximum sales), better inventory control, and improved in-stock position. 

Improving economies of scale 
Retailers can seek to gain both economies of scale and marketing leverage through new store openings, 
acquisitions, and business consolidations. Doing so also increases their buying power, giving them greater 
clout in negotiating with manufacturers for volume discounts, cooperative advertising, and merchandise 
pricing advantages. They can then pass along these savings to customers in the form of lower prices, which 
in turn boost traffic and sales volume at their stores. 

Discounters have traditionally achieved economies of scale through organic growth and acquisitions, adding 
tens to hundreds of stores annually. With Family Dollar currently showing preference over the Dollar Tree 
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acquisition bid due to antitrust issues with Dollar General’s offer, the resulting merger with the former 
would result in increased chains and strategic synergies. 

The combined chain will boast 13,000 stores, about 8,000 more US stores than Wal-Mart, the largest US 
retailer. In addition, dollar store locations are typically situated closer to where shoppers live, compared 
with Wal-Mart. Added to that, Dollar Tree expects to generate realized synergies amounting to 2% of sales, 
due to sourcing and procurement, distribution and logistics, leverage of selling, and general and 
administrative expenses. Lastly, the combined firms can leverage economies of scale that would grant them 
more purchasing power with vendors—by getting lower prices than they have in the past. 

DEPARTMENT STORES FOCUS ON VALUE AND DIFFERENTIATED PRODUCTS AND SERVICES 

Since the fall 2008 selling season, which was characterized by unprecedented levels of discounting on 
apparel and accessories, the question for retailers has been how to convince shoppers to buy at full price or 
after the first markdowns. The answer has been for their seasoned merchants to draw from experience and 
current sales data to decide which brands and products warrant more investment due to perceived consumer 
value, and which brands and products are underperforming and thus should be de-emphasized or dropped 
completely. In response, apparel brands are introducing more color and fashion content into their product 
lines. The resulting availability of well-edited selections of differentiated product is once again capturing the 
attention of consumers. Upscale retailers are also shifting more investment dollars from full-line stores to 
the off-price channel. 

Pursuing growth in the off-price channel 
Upscale department stores Nordstrom and Saks are meeting the needs of more cost-conscious shoppers in 
the off-price channel, where prices are 40%–60% below full-line store prices. Their Nordstrom Rack and 
Saks Fifth Avenue OFF 5th sell a combination of clearance merchandise from full-line stores and inventory 
bought directly from vendors. In our view, off-price stores enable both companies to expand their presence 
in new and existing markets without cannibalizing sales from their full-line stores. Saks, for example, 
reports less than 10% overlap between Saks Fifth Avenue and Saks Fifth Avenue OFF 5th customers. 
Channel diversification proved to be a plus for both Nordstrom and Saks during the recession, as relative 
stability in their off-price businesses helped to offset weakening full-line store sales. In fiscal 2010 (ended 
January 2010), for example, same-store sales declined 7.2% at Nordstrom’s full-line stores, but rose 2.5% 
at its Rack stores. In fiscal 2011, a return of affluent shoppers drove a turnaround in the company’s full-line 
store performance; same-store sales rose 7.9% and 0.7% at full-line and Rack stores, respectively. In fiscal 
2012, same-store sales for Rack stores again began to show improvement with a 3.7% increase, while same-
store sales for full-line stores registered growth of 8.2%. In fiscal 2013, same-store sales for Rack stores 
improved significantly with a 7.4% increase, while same-store sales for Nordstrom’s full-line stores 
registered growth of 3.9%. In the second quarter of 2014, sales at Nordstrom stores open at least a year 
and the brand’s website rose 2.7%, missing the 3.1% industry estimate. Meanwhile, full-line department 
stores sales dropped 1.2%. Comparable sales of all brands increased 3.3%. 

The department store channel has lost share of US apparel sales in recent years. The US Census Bureau 
reported a 1.2% sales decline for the department store sector (excluding sales from leased departments) in 
2012, versus a 0.7% decrease in 2011. By comparison, sales at clothing and clothing accessories stores 
increased 5.5%. Thus, it is not surprising that department stores are pursuing growth in the off-price 
channel. Nordstrom, for example, is quickly expanding its Rack division: 17 new stores opened in fiscal 
2011, 19 in fiscal 2012, 15 in fiscal 2013, and 18 in fiscal 2014 (the company completed its fiscal 2014 store 
opening plan in November), bringing the total to 141 as of December 2013. In the second half of the 2014, 
the company plans to open 16 Nordstrom Rack stores and three full-line stores, including its first store in 
Canada. Nordstrom plans to operate some 230 Rack stores by the end of 2016. Saks, in contrast, is aiming 
to open three to five of its off-price Saks Fifth Avenue OFF 5th stores annually. In fiscal 2013, the company 
opened five new Saks Fifth Avenue OFF 5th stores. Approximately 39 Saks Fifth Avenue and 72 OFF 5th 
stores were in operation. 
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Department stores invest in destination brands 
In the past, consumers complained of a lack of differentiation in merchandise between retailers. Indeed, many 
stores carried the same national apparel brands, such as Levi’s and Calvin Klein. In response to consumers’ 
laments, retailers have made it a priority to develop programs distinguishing their merchandise from that of 
their competitors. Initially, retailers introduced private-label merchandise (designed by the retailer, but 
manufactured by a third party) as a means of lifting sales and profit levels. They have since realized that 
private labels can help stores establish unique marketplace identities and build customer loyalty. 

Retailers that develop proprietary brands use in-house design teams and outsourced manufacturing 
capacity, often by direct foreign product sourcing. By eliminating the middleman associated with national 
brands, retailers can shave costs and widen profit margins, as well as offer customers more compelling 
price-value propositions. Private-label products allow retailers to exercise greater quality control and 
respond faster to marketplace opportunities than they can with other manufacturers’ goods. 

There are, of course, drawbacks to private labels. They require extensive advertising and marketing support 
at initial launch, as they must compete with well-established national brands that have become benchmarks 
for product quality, styling, and value. Given that suppliers are also attempting to revitalize national brands, 
private labels could end up as costly mistakes for retailers. The potential payoffs, however, appear to 
outweigh the risks, in our opinion, based on the increasing number of private labels available from both 
department stores and discounters. 

Another way for retailers to offer unique merchandise is to strike deals with suppliers to distribute exclusive 
product lines. An array of exclusive brands can pique customer interest and drive incremental store traffic 
and sales. Exclusive brands can be priced competitively with, or at a premium to, nationally available 
brands. Their limited marketplace availability also lowers the risk of markdowns. 

THE INTERNET AS SALES CHANNEL 

Retailers are increasingly using the Internet to showcase and sell their products and services—supplementing 
(and in some cases, replacing) catalogs as a means of informing consumers of their offerings. Internet selling 
can reach a larger audience, both domestic and international, than brick-and-mortar stores. It also enables 
retailers to offer a broader selection of products and related information in an easily accessible form. 

Total Internet purchases amounted to an estimated $75.0 billion in the second quarter of 2014, or 6.4% of 
retail sales, according to the US Department of Commerce. Year over year, online sales increased 15.7% in 
2014, outpacing the 4.4% gain in overall retail sales. S&P Capital IQ expects that e-commerce sales will 
continue to outpace overall retail sales growth in the foreseeable future. We think the Internet offers a 
strong combination of convenience, selection, information, and value compared with off-line channels. 

The Internet as part of a multi-channel approach 
In the discount sector, target.com and kmart.com serve as both sales drivers and marketing vehicles for 
Target and Kmart, respectively. Both websites offer a more extensive selection of merchandise than both 
discounters’ physical stores, including exclusive online test products. Dollar Tree Inc. is the only deep 
discounter covered in this Survey conducting online sales. The company views its e-commerce business as an 
opportunity to reach new customers: specifically, small businesses and consumers who want to buy Dollar 
Tree merchandise in case quantities. Over 2,000 items are currently offered for purchase on dollartree.com. 

The department stores covered in this Survey are also using the Internet as part of a cohesive, multi-channel 
approach to sales and marketing. Nordstrom, for example, sees customers who shop using multiple 
channels spending three to four times more than customers who shop using just one channel. For 
Nordstrom, its multi-channel approach encompasses full-line stores, Rack off-price stores, and e-commerce. 
One of the advantages of the online channel is its ability to engage with the customer at any time of the day 
versus a full-line store. Nordstrom projects its e-commerce sales to increase from $1.3 billion in fiscal 2013 
(ended January 2013) to about $6 billion by fiscal 2021. 
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Macy’s expands store fulfillment 
As part of their multi-channel business models, department store operators such as J.C. Penney, Macy’s, and 
Nordstrom have equipped their stores with point-of-sale (POS) systems that support online orders. This 
enables sales associates to access a much broader assortment of merchandise than that available in-store. 
Shoppers experience faster delivery and a personalized level of service in the process, which help to build 
customer loyalty, in our view. 

For Macy’s, its decision to fulfill online orders using store inventory represented a tipping point in its omni-
channel strategy. The company began with two stores in fiscal 2011 (ended January 2011), which grew to 
23 in fiscal 2012 and 292 in fiscal 2013. Macy’s is expected to have online order fulfillment capabilities in 
500 stores by the end of fiscal 2014. 

Marketing on social media networks 
All of the retailers covered in this Survey are using social networking sites, such as Facebook and Twitter, to 
engage consumers with up-to-date information on their brands and products, the latest fashion styles, 
current and upcoming promotions and special events, and corporate initiatives. As such, social networking 
sites provide retailers with a tremendous opportunity for low-cost marketing and promotion. 

SHOPPING TRENDS 

Purchasing habits change as Americans’ lifestyles shift. Below, we outline some of the current shopping 
trends that affect all aspects of retailing, from store layout to merchandise assortment. 

 Presale shopping. Presale shopping is an added service that retailers offer to accommodate customers 
who may not be able to shop on a sale day due to busy work or personal schedules. Examples among 
department stores include Macy’s marketing of “preview days” for its One Day Sale events, and 
Nordstrom’s inviting top-spending customers to preview its annual Anniversary Sale (showcasing new fall 
merchandise at temporarily reduced prices) and to reserve their first-day purchases. Nordstrom and luxury-
end department stores, such as privately owned Barneys New York and Neiman Marcus, view private 
presale events as an important means to build customer loyalty and improve relationships between 
salespeople and customers. 

 Price + Quality = Value. Value is the key factor in the “new normal.” The word’s meaning, however, is 
subjective; it can mean price, quality, service, convenience, or a combination thereof. Price clearly plays a 
big role in what consumers buy and where they buy it. Indeed, the pricing policies of retailers—particularly 
those of discounters—have encouraged consumers to shop for bargains and to distrust traditional sales and 
sale prices. Pragmatic consumers have discovered that price is no longer an accurate reflection of quality 
and that they can get reasonable quality at everyday low prices. 

 Cross shopping. Related to the value trend, cross shopping is the practice of patronizing stores across the 
economic spectrum to best meet one’s needs. In short, the same shopper who buys commodity goods at 
Target may also buy expensive apparel at Nordstrom. This shift does not appear to be transitory, but rather 
seems to define a more enduring pattern of behavior. 

 Precision shopping. Time-pressed by family and work responsibilities, consumers now attempt to limit 
the time that they spend shopping. Buying closer to need nowadays, consumers spend fewer hours cruising 
the mall in search of the perfect item, and they are looking to make their purchases as quickly as possible. 
This trend has been dubbed “precision shopping.” Convenience is an important consideration for precision 
shoppers. With less time for idle browsing, they are more purposeful in their shopping ventures. To satisfy 
them, retailers must have a full stock of merchandise, speedy checkout, and good service. The upside of 
precision shopping is that consumers spend more money each time they visit a store. 

 Dressier attire. With well over half of American white-collar workers allowed to wear casual clothing to 
work every day, consumers had been spending many of their apparel dollars on casual wear. In some cases, 
however, casual dress devolved into sloppiness; in response, dressier attire, including suits, has returned to the 
workplace. For women, the business suit has been tweaked to convey femininity; for men, its construction has 



 

 

INDUSTRY SURVEYS RETAILING: GENERAL / OCTOBER 2014  15 

become more form fitting. Recent men’s fashion trends have shifted from casual toward what is called “casual 
dress”—woven shirts instead of knits, and flat-front wool dress pants instead of khakis. 

 Fewer basics, more individualized style for men. In a phenomenon dear to the hearts of retailers and 
apparel wholesalers, men have started to “dress for success,” which is driving growth in dresswear (i.e., 
suits, shirts, and accessories). Fashion has also become more accessible to men, as retailers have trained sales 
associates to help customers make sense of the sea of color, print, fabric, and fit options now available in 
their stores, and to skillfully mix and match different elements to create individual looks. 

HOW THE INDUSTRY OPERATES 

There are two broad categories of mass merchandisers today: department stores and general merchandisers. 
In practice, both types of retailers share certain characteristics. 

DEPARTMENT STORES 

The department store originated as an outlet offering a full assortment of general merchandise. Excelling in 
customer service, these stores offered returned-goods privileges, free delivery, and easy credit as part of a 
wide array of services. Merchandising and theater merged at holiday time, when elaborately decorated store 
windows became destinations unto themselves. 

Bargain basements that offered brand-name merchandise at discount prices—but diluted the department 
store’s image—have disappeared. In contrast, selections of women’s apparel, accessories, cosmetics, and 
fragrances, which typically generate higher margins and project a more upscale image, have been greatly 
expanded. As many department stores have gone upscale and become narrower and more specialized, 
general merchandisers have taken over the role as purveyors of everything. 

Defining the department store: the government’s view… 
Under the US government’s North American Industry Classification System (NAICS), the department store 
industry comprises two types of establishments engaged in retailing a wide range of merchandise, typically 
arranged in separate departments, with no single line predominating. Such merchandise includes apparel, 
furniture, home furnishings, appliances, and selected additional items, such as paint, hardware, toiletries, 
cosmetics, photographic equipment, jewelry, toys, and sporting goods. The two types of establishments are 
department stores and discount department stores. 

 Department stores. These stores sell various merchandise lines, such as apparel, jewelry, home 
furnishings, and linens, and provide departmental customer checkout service and customer assistance. 

 Discount department stores. These stores sell a wide range of general merchandise, excluding fresh, 
perishable foods, and have central customer checkout areas, generally in the front of the store. Additional 
cash registers may be located in one or more individual departments. 

…and our view 
The S&P 500 Department Store index comprises six companies: Kohl’s Corp., Macy’s Inc. (formerly 
Federated Department Stores Inc.), Nordstrom Inc., J.C. Penney Co. Inc., Saks Inc., and Sears Holdings 
Corp. S&P Capital IQ (S&P) defines department stores in terms of merchandise sold rather than business 
structure. Thus, we divide the sector into two categories: full-line department stores and specialty 
department stores. 

 Full-line department stores. These retailers offer a broader array of merchandise than do specialty 
department stores. In addition to apparel, such stores may also have departments selling appliances, 
electronics, cookware, sheets, towels, and giftware. Sears Roebuck and J.C. Penney are examples of full-line 
department stores. 
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 Specialty department stores. The focus at specialty department stores is almost solely on apparel, shoes, 
and accessories for men, women, and children. In the fiscal year ended January 2013, these categories 
comprised 79% of sales for Nordstrom, while Hudson’s Bay, which acquired Saks in November 2013, 
reported strong first quarter 2014 earnings bolstered by the same-store sales increase of Saks Fifth Avenue’s 
(2.6%) and Saks OFF 5th outlet stores (15.1%). 

These two department store categories have several common features. First, apparel dominates both as the 
mainstay of the business. Second, the main floor is usually the stores’ defining signature. The cosmetics, 
jewelry, women’s accessories, and hosiery displayed in that location are high-traffic, high-margin 
departments that fuel the main floor’s large contribution to operating profit. Third, both specialty and full-
line department stores offer a broad selection of national brands in all categories of goods that they carry. 
Finally, both types of stores may offer private-label merchandise. 

Department stores segment their target customers by household income. The price points for merchandise in 
each division are stratified along these economic lines. Most chains are geared toward mid-range households 
with incomes in the $35,000-to-$75,000 range (about 32% of US households). Specialty department stores, 
such as Saks Fifth Avenue (operated by Saks Inc.) and Nordstrom, cater to affluent customers. To satisfy 
this population, which spends freely on apparel, these stores emphasize designer labels such as Lanvin, 
Marni, and Moschino, as well as bridgewear (women’s apparel priced just below designer goods). 

GENERAL MERCHANDISERS EVOLVE INTO DISCOUNTERS 

The term “general merchandiser” (or “broadline retailer”) applies to high-volume stores carrying a much 
broader assortment of merchandise than most department stores. Major product categories include apparel 
and accessories, furniture and home furnishings, sporting goods, small appliances and electronics, hardware 
and automotive supplies, lawn and garden equipment, and seasonal items. 

In response to growing competition from specialty formats in every category, general merchandisers have 
increasingly relied on discounting to draw value-conscious customers to their stores. As a result, the terms 
“general merchandiser” and “discounter” have lost much of their distinction. Both terms refer to high-
traffic stores that sell a wide variety of quick-turning items, typically at rock-bottom prices. 

Discounters: a changing format 
In the 1960s, the discount retail industry was centered on full-line discount stores, also called discount 
department stores. With the proliferation of discounted prices, the other outlets offering them have fallen 
into the discount store classification. Today’s industry comprises full-line discount stores, discount specialty 
stores (such as dollar stores and closeout retailers), supercenters, and hypermarkets. 

The three largest discounter chains in the US were Wal-Mart Stores Inc., Target Corp., and Kmart (a division 
of Sears Holdings). For the second quarter of 2014, Wal-Mart had $167.3 billion in domestic net sales from 
discount, supercenter, and warehouse club stores, while Target’s discount and supercenter stores had sales 
of $33.6 billion, and Kmart’s discount and supercenter stores had sales of $2.9 billion. 

The popularity of discounters is not limited to shoppers at the low end of the economic scale. Like department 
stores, discounters target various economic strata with their price points. Target, for example, is considered 
an upscale discounter, a term that is not an oxymoron. Its stores’ ambiance and product assortments are 
more upscale than those of some discounters; prices are higher, merchandise is trendy, and layout is spacious 
with wide aisles. S&P Capital IQ also believes that Target stores seek a more affluent clientele than other 
discounters; customers’ median household income is approximately $60,000, and about 57% have 
completed college. 

Supercenters, hypermarkets put food in the mix 
The discounter’s drive to be all things to all consumers led to the addition of groceries in 1988, when Wal-
Mart opened its first supercenter format. Kmart and Target followed suit in 1991 and 2000, respectively. 
The typical supercenter combines the general merchandise of a full-line discount store with a grocery 
department that includes bakery goods, deli foods, frozen foods, meat and dairy products, and fresh produce. 
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Hypermarkets or membership-only warehouse clubs date back to 1984, when the first BJ’s Wholesale Club 
opened in Medford, Massachusetts. Since then, BJ’s, Costco, Sam’s Club, and other warehouse clubs have 
become popular one-stop shopping destinations for small businesses and thrifty consumers. The typical 
warehouse club includes bulk displays of soft and hardline goods, as well as groceries. Some also offer fresh 
food, one-hour photo developing, pharmaceuticals, optical departments, and gasoline stations. Prices are 
lower than at supercenters, as membership fees help to defray operating costs. 

THE MERCHANDISE 

General merchandise is the umbrella term comprising hard (or hardline) as well as soft goods. 

Hard goods 
There are three types of hard goods: hardlines, hardline consumables, and seasonal hardlines. The hardlines 
category is comprised of electronics, hardware and paint, small appliances, stationery/office supplies, and 
impulse merchandise. Hardline consumables include health and beauty aids, over-the-counter medicines, 
cosmetics, candy and tobacco, paper goods, and pet supplies. In the seasonal hardlines category are sporting 
goods, toys, lawn and garden equipment, automotive supplies, and seasonal and holiday merchandise. 

Soft goods 
The soft goods category comprises apparel, accessories, sheets, towels, and other linens. The apparel 
category covers three types of merchandise: fashion, basic, and fashion-basic. Each has unique 
characteristics and a different ordering process. 

 Fashion merchandise. This merchandise is subject to the whims of the customer and has a short selling 
season. Because individual fashions go in and out of style, demand is cyclical. To order fashion merchandise 
requires long lead times. Up to a year before a garment enters a store, buyers begin to search for pending 
fashion directions. With vendors, they explore themes, trends, and colors, and analyze fashion markets the 
world over. Initial orders are placed months before the actual selling season. That said, with retailers 
focused on delivering newness to customers, order lead times are shortening. 

 Basic merchandise. Basic or staple items are relatively unchanging in both style and demand, and include 
apparel such as underwear, T-shirts, and jeans. Because they are not subject to the whims of the latest “hot” 
fashion trends and are part of everyday use, demand remains steady. This predictable demand means that 
the ordering process for basic items does not require long lead times. 

 Fashion-basic merchandise. This merchandise falls somewhere in between the other two categories. It 
comprises basic items with some fashion element, such as broken-in chinos or a t-shirt with a trim—
characteristics that necessitate a production cycle longer than what is needed for a simple basic item. 

RETAILING AS CHANNEL OF DISTRIBUTION 

Retailers form the link between the producer of goods and the consumer. Getting the merchandise that 
customers want to buy is critical to their success. Doing it profitably is essential for their survival. Today’s 
retail giants are large corporate structures with comprehensive merchandise and financial information 
systems that conform to their own strategic plans. 

The ordering and tracking of some 100,000 individual items (stockkeeping units, or SKUs), department by 
department, does not happen by chance. Merchandise must be ordered, shipped, delivered, and stocked. 
Stores must be staffed, payrolls met, and merchandise advertised. Financial management and real estate 
strategies are essential. Below are some of the steps needed to get merchandise from the vendor to the sales floor. 

Getting the goods 
Inventory is the merchandise that fills the store. Because sales are derived from inventory, a large stock of 
well-selected, desirable merchandise is essential. The buyer is the employee responsible for planning which 
goods to buy and in what quantity. First, however, in the planning process, senior management establishes 
corporate objectives based on the outlook for the economy and consumer spending. These objectives include 
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goals for sales, expense levels, margins, and profitability. The buyer then develops a merchandise plan for 
the year consistent with overall company objectives. 

Buyers consider many factors when developing a plan for the year. Their sales forecasts are based on three to 
five years’ worth of sales data, but they are also anchored to the retailer’s sales figures from the preceding year. 
A company sales plan is created for comparable stores (units open for a year or more) and new stores. In 
addition, the number of competitive openings or closings in a given trade area, which gives consumers other 
options for making purchases or which relaxes competitive pressures, is factored into the overall sales plan. 

Other steps in formulating a merchandise budget include a plan for merchandise price reductions, such as 
markdowns for promotions, special sales, and buying errors (merchandise that customers do not want). 
Variation in seasonal demand is another important consideration. 

Year-to-year changes in the calendar affect sales comparisons. For example, the Easter holiday may fall in 
March one year and in April the next. Thus, the week before Easter Sunday, a period of heavy shopping, 
could boost sales in either March or April. Buyers adjust inventory orders to reflect these and other 
anticipated shifts in demand. 

Shortages in inventory occur through shoplifting, employee pilferage, and inventory spoilage. In retailing lingo, 
the term applied is shrinkage; on average, shrinkage equals slightly less than 2% of sales, according to most 
industry sources. Many companies use this number to measure their performance in minimizing shrinkage. 

Many department stores are discovering the benefits of coordinating team buying programs. Groups of 
buyers work together to develop merchandise strategies for a particular product category, establish vendor 
relations, and plan merchandise assortments through the chain. The goals are to fully utilize the talents of 
the most successful buyers, tailor assortments to the character and customer base of the regional department 
stores, and use the retailer’s clout to negotiate favorable prices and terms with vendors. 

Technology-guided inventory management 
Retailing has long been held to be more of an art than a science. The intuitive ability to anticipate fashion 
trends will always be key, and it is a distinctly human skill needed to succeed in this business. Nonetheless, 
quantitative accounting is also important. Successful retailing demands sophisticated planning and use of 
technology, so that decisions can be made based on information rather than just intuition. This is particularly 
true for today’s large chains competing in major metropolitan markets across the nation. 

After years of steady investments in bar coding and other technologies, retail executives have come to 
embrace the tools of technology in managing their operations. Accurate information on retail prices, SKUs, 
and the aging of inventory is being captured, and sales trend data are then used to plan buying and shorten 
distribution cycles. 

Retailers are improving their in-stock positions by sharing detailed sales information with vendors and by 
allowing them to automatically replenish items. This ensures that the right products are on the shelves and 
that they meet customers’ buying patterns and preferences. Automatic replenishment boosts sales for the 
retailer, increasing profitability, while it evens out the manufacturing cycle for the vendor, lowering costs. 
At the end of 2013, Dollar Tree Inc., had approximately 35% of its items on automatic replenishment. 

Notwithstanding their effectiveness, technology-guided inventory management is expensive. S&P thinks that 
rising technology costs will prove burdensome for many discounters, particularly low-margin dollar stores, 
while cash-rich department stores will have an easier time absorbing these costs. 

 Inventory planning/management. Perpetual inventory systems enable retailers to leverage point-of-sale 
(POS) data to improve sales forecasting, as well as merchandise planning and allocation. By collecting and 
analyzing sales at the SKU level—i.e., brand, size, style, and color—and by location, retailers can improve in-
stock levels on the most popular items, and reduce inventory positions on slower-selling assortments. The 
ability to lower markdown risk by planning assortments based on customer preferences is particularly 
important for fashion apparel retailers, as particular looks tend to be “in” for only one or two selling seasons. 
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The ability to deliver the right product, at the right time, and in the right locations, enables retailers to drive 
full-price sales, improve profitability, and build customer satisfaction and loyalty. Using its “hold and flow” 
system, for example, Saks Inc. holds back a portion of certain merchandise orders in its distribution centers 
and flows the products to its Saks Fifth Avenue and OFF 5th stores as demand dictates. Close collaboration 
with key vendors on assortment planning and inventory replenishment also provides retailers with 
opportunities to establish competitive advantages and to improve market share. 

 Quick response programs. Quick response programs are part of an inventory management system in 
which a manufacturer assumes responsibility for stocking a retailer’s stores. Here the goal is to maintain 
lean inventories in the retailer’s storerooms while ensuring that its various retail locations have the 
merchandise that customers want to buy. Vendors engaging in these programs assume part of the inventory 
expense, historically one of a retailer’s highest costs. They also take over the retailers’ burden of reordering 
and help them to buy as close to the selling season as possible. 

The technology used to support quick response programs is called electronic data interchange, or EDI. An 
EDI system employs interconnected computer terminals between retailer and vendor, allowing large 
amounts of information to be transmitted. At the retailer’s checkout counter, electronic POS scanners read a 
barcode attached to each item and record the item sold, its price, and even such details as color and size. 
This up-to-the-minute report on a store’s sales is then relayed to the manufacturer. 

With access to precise retail sales data, the manufacturer can tailor its production to consumer demand. The 
data recorded by barcode scanners in an EDI system are also used for automatic (or just-in-time) reordering, 
enabling a manufacturer to restock a retailer’s shelves quickly, using a computer for communication. In 
addition to providing for automatic replenishment, EDI makes distribution and shipping information 
processing more efficient. 

Quick response and EDI technologies have proven successful in managing the distribution of basic goods, 
which are relatively simple to produce, require shorter lead times, and increasingly are being manufactured in 
highly automated factories in the US. These systems are more difficult to implement for seasonal and fashion 
apparel, however, as such goods often require more labor input and tend to be made overseas. 

Intermediate steps in the supply chain 
Once merchandise is ordered, it must be shipped and received. To receive merchandise, department stores, 
discounters, and mass merchandisers operate one or more distribution centers serving stores in a particular 
region. These facilities act as an intermediate point between manufacturers (vendors) and retail stores. From 
the distribution center, products are shipped to stores on an as-needed basis. As a retailer expands into new 
regions, additional distribution centers may be needed. In state-of-the art distribution centers, merchandise is 
scanned via bar coding equipment in a highly automated process. Merchandise is housed until it is picked for 
distribution and loaded onto trucks to be sent to stores. 

Some merchandise arrives from vendors predistributed by store location, ready to be split into shipments at 
the distribution center. This distribution system, called cross-docking, streamlines the supply chain from 
vendor to point of sale. Cross-docking reduces handling and storage of inventory, improves transit time, 
and lowers transportation costs. 

Point of sale: the shopping center 
The last step in the supply chain is the retail store, often located in a shopping center, of which there are 
two basic configurations: the enclosed mall and the non-enclosed strip center. The International Council of 
Shopping Centers, a trade association, defines 10 types of shopping centers, each differentiated by 
merchandise orientation (types of goods and services sold) and size. 

 Neighborhood center. This strip center provides convenient shopping for the daily needs of consumers in 
an immediate neighborhood. It is typically anchored by a supermarket or drugstore, and is supported by 
retailers offering pharmaceuticals and health-related products, sundries, snacks, and personal services. 
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 Community center. Commonly anchored by a supermarket, drugstore, or discount department store, this 
strip center offers a broader range of apparel and other soft goods than a neighborhood center. Tenants can 
include off-price retailers of apparel, home improvement/furnishings, toys, electronics, or sporting goods. 

 Regional center. This mall focuses on general merchandise (mainly apparel) and services. Its main 
attractions are its anchors—traditional or discount department stores, or fashion specialty stores. 

 Super-regional center. This mall has more anchors and a greater selection of merchandise than a regional 
center, and draws from a larger population base. (“Mall” refers to both regional and super-regional centers.) 

 Fashion/specialty center. This strip center has mainly upscale apparel shops, boutiques, and craft shops 
carrying high-end fashion or unique merchandise, and it is usually found in high-income trade areas. 

 Lifestyle center. Often located near affluent residential neighborhoods, this strip center typically includes 
at least 50,000 square feet of space occupied by upscale national chain specialty stores. It also features 
restaurants and entertainment, and frequently one or more conventional or fashion specialty department 
stores as anchors. 

Table B06: 
SHOPPING CENTER 
DEFINITIONS 

 

SHOPPING CENTER DEFINITIONS
NUMBER PRIMARY

SQUARE OF ANCHOR ANCHOR TRADE

TYPE CONCEPT FEET ACREAGE STORES TYPE OF ANCHOR STORES RATIO* AREA**

MALLS

Regional center General merchandise; 
fashion (mall, typically 
enclosed)

400,000 – 
800,000

40–100 2 or more Full-line department store; jr. 
department store; mass 
merchant; discount department 
store; fashion apparel

50–70% 5–15 miles

Super-regional center Similar to regional 
center, but has more 
variety and assortment

800,000+ 60–120 3 or more Full-line or junior department 
store, mass merchant, discount 
department store and/or fashion 
apparel store. 

50–70% 5–25 miles

OPEN- AIR CENTERS

Strip/ Convenience 
center

Convenience stores and 
service outlets, a 
narrow  mix of goods 
and personal services 
to a very limited trade 
area

less than 
30,000

less than 3 Anchor-less 
or a small 

convenience-
store anchor

Convenience store, such as a 
mini-mart

NA less than
 1 mile

Neighborhood center Convenience 30,000 – 
125,000

3–5 1 or more Supermarket 30–50% 3 miles

Community center 
("Large Neighborhood 
Center")

General merchandise; 
convenience

125,000 – 
400,000

10–40 2 or more Discount store, supermarket, 
drug, large-specialty discount 
(toys, books, electronics, home 
improvement/furnishings or 
sporting goods, etc.) 

40–60% 3–6 miles

Lifestyle center Upscale specialty 
stores; dining and 
entertainment in outdoor 
setting

150,000 – 
500,000

10–40 0 to 2 Large format upscale specialty 0–50% 8–12 miles

Pow er center Category-dominant 
anchors; few  small 
tenants

250,000 – 
600,000

25–80 3 or more Category killers, such as home 
improvement, discount 
department, w arehouse club 
and off-price stores

70–90% 5–10 miles

Theme/festival center Leisure; tourist-oriented; 
retail and service

80,000 – 
250,000

5–20 NA Restaurants; entertainment NA 25–75 miles

Factory Outlet Manufacturers' outlet 
stores

50,000 – 
400,000

10–50 NA Manufacturers' outlet stores NA 25–75 miles

SPECIAL PURPOSE

Airport retail Retail stores located 
w ithin a commercial 
airport

75,000 – 
300,000

NA NA No anchors; includes specialty 
retailers and restaurants

NA NA

*The share of a center's total square footage attributable to its anchors. **Area from w hich 60%– 80% of the center's sales originate. NA-Not applicable.
Source: International Council of Shopping Centers.
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 Power center. This strip center has several large freestanding anchors, including discount department 
stores, off-price stores, warehouse clubs, or stores offering a tremendous selection of a particular 
merchandise category at low prices (the so-called category killers). 

 Theme/festival center. Geared toward tourists, this strip center has a unifying theme for its architecture 
and, to an extent, the merchandise of its stores. Restaurants and entertainment facilities are its anchors. 

 Outlet center. This strip center, mall, or cluster of stores is usually located in a rural or tourist location. It 
consists mainly of manufacturers’ outlet stores selling their own brands at a discount, with no anchor stores. 

 Airport retail. Encompasses all retail stores located within a commercial airport. 

KEY INDUSTRY RATIOS AND STATISTICS 

Consumer spending is a signal component of the US economy. Sales of durable and nondurable goods and 
of services account for about two-thirds of the US gross domestic product (GDP). Therefore, an 

understanding of current and anticipated 
economic conditions is necessary to 
evaluate the health of both individual 
retailers and the overall retail business. 

 Real growth in GDP. Reported 
quarterly by the US Department of 
Commerce, real GDP growth is a measure 
of change in the US economy’s output of 
goods and services, adjusted for inflation. It 
is a gauge of the overall health of the 
country’s economy. 

Most major economies are cyclical, 
advancing and contracting with the business 
cycle. The business cycle dating committee 
of the National Bureau of Economic 
Research (NBER), a private, nonprofit, 
economic research organization, establishes 
the beginning and the end of recessions. The 
general rule of thumb is that two 
consecutive quarters of decline in real GDP 
signal that the country is in a recession. 
However, according to the NBER, a 
recession is a significant decline in activity 
spread across the country and lasting more 
than a few months. Its research considers a 
number of indicators: industrial production, 
employment, real income, and wholesale-
retail trade. 

Growth in the US economy slowed in 2008 
from 2007, as housing woes, turmoil in the 
credit markets, and rising unemployment 
contributed to a pullback in consumer 
spending. These factors subsequently led to 
the US economy contracting in 2009, 
followed by a “half-speed” recovery in 
2010 and 2011. In chained (2005) dollars, 
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real GDP increased 1.9% in 2007, was flat in 2008, declined 3.1% in 2009, and then rose 2.5% in 2010, 1.6% 
in 2011, 2.3% in 2012, and 2.2% in 2013. As of August 2014, Standard & Poor’s Economics (which operates 
separately from S&P Capital IQ) was projecting real GDP to increase 2.1% in 2014 and 3.0% in 2015. 

 Disposable personal income. Reported each month by the US Department of Commerce, this measure 
tracks the growth in consumers’ after-tax income. When personal income is gaining ground, consumers 
generally become more willing to loosen their purse strings. Conversely, when disposable income levels 
advance at a lackluster pace or not at all, consumers are less willing to spend. They may trade down to less 
expensive products, or postpone or forgo purchases, particularly big-ticket items. 

In 2013, nominal personal disposable income increased by 1% following increases of 4.9% in 2012, 5.0% 
in 2011, 2.7% in 2010, and a decrease of 0.5% in 2009. As of August 2014, Standard & Poor’s Economics 
was projecting nominal disposable personal income to rise 2.3% in 2014 and 2.8% in 2015. 

 Consumer confidence. The Conference Board, a not-for-profit research group, conducts the most widely 
followed consumer confidence survey by polling 5,000 representative US households to gauge consumer 
sentiment. This measure is expressed as an index, in which 1985 is used as a base year (1985=100). 
Compiled from monthly surveys of consumer attitudes, the index has two components: the present situation 
index, which measures consumers’ feelings about their current economic condition; and the expectations 
index, which tracks consumers’ feelings about the future. According to The Conference Board, any reading 
above 90 is considered strong. 

When consumer confidence is high or rising, it is often accompanied by increased spending and borrowing. 
Conversely, when consumers are uncertain about the future, they may reduce or postpone expenditures. 

In 2009, Standard & Poor’s Economics believes a weak economy, diminished household wealth, and job 
losses weighed heavily on consumer confidence, contributing to an all-time low of 25.3 in February. Since 
then, the monthly trend has been sporadic. 

In September 2014, the index stood at 86.0, down from 93.4 in August, but still up from 79.4 in January 2014. 

 Interest rates. The level of interest rates influences the borrowing decisions of individuals and companies 
alike. Purchasing patterns are sensitive to interest rates, because many consumers charge purchases on credit 
cards. Revolving credit, such as outstanding loans on credit cards and borrowings for automobile purchases, 
accounts for the bulk of consumer loans. 

The Federal Reserve Board sets monetary policy and can take actions that directly affect short-term interest 
rates in the US banking system. The Federal Open Market Committee (FOMC) last reduced the federal 
funds rate by 75 basis points on December 16, 2008, to a record-low range of 0%–0.25%, citing continued 
deterioration in the US economy due to financial market concerns. The FOMC held this target range as of 
its last meeting in July 2014. In its statement following the meeting, the FOMC noted that this low range of 
fed funds rate is appropriate, as the committee seeks monetary and financial conditions that will foster 
maximum employment and price stability. 

As of August 2014, Standard & Poor’s Economics was projecting that the interest rate on three-month 
Treasury bills (a proxy for short-term interest rates) would be at 0.0% in both 2014 and 0.5% in 2015. It 
had declined to 0.1% in 2010 from 0.2% in 2009 and 1.4% in 2008, and remained flat at 0.1% in 2011 
through 2013. The interest rate on 10-year Treasury notes (a proxy for long-term interest rates) was 3.7% 
in 2008, 3.3% in 2009, 3.2% in 2010, 2.8% in 2011, 1.8% in 2012, and 2.4% in 2013; it was expected to 
increase to 2.7% in 2014 and to 3.3% in 2015. 

 Consumer price index (CPI). The consumer price index is released monthly by the US Bureau of Labor 
Statistics. It measures changes in the prices of commodities, fuel oil, electricity, utilities, telephone services, 
food, and energy in the US. The core CPI smoothes out the index by removing the volatile food and energy 
categories. As of August 2014, Standard & Poor’s Economics was projecting a 1.9% rise in core CPI for 
2014 and 2015, versus increases of 1.8 in 2013, 2.1% in 2012, and 1.7% in 2011. 
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HOW TO ANALYZE A RETAIL COMPANY 

A good starting point for analyzing a retailer is the macroeconomic and demographic trends that influence 
consumer spending. When the economy of a nation or region is growing and unemployment is low, personal 
income advances, giving consumers more money to spend and thus boosting retail sales. Demographic 
studies can help in determining the types of products and services consumers are likely to demand. 

Company-specific analysis focuses on a range of factors—both qualitative and quantitative—that vary from 
firm to firm. An analyst can use research on a particular company to evaluate its strengths and weaknesses, 
compare it with its peers, and assess its position within the overall retail landscape. 

QUALITATIVE ISSUES 

Business strategy and management expertise are central issues to consider when analyzing a company. 

Business strategy 
Questions to ask when evaluating the company’s business strategy include the following: 

 To which retail category does the company belong? This information can help determine the company’s 
ability to gain market share in each segment of its business. For retailers functioning in more than one 
business, a more complex analysis may be required to measure them against peers in their various markets. 

 What is the size of the market in which the company competes, and what is its market share over time? 
From this analysis, one can determine the company’s historical success or failure in the marketplace. 

 How does the company position itself on price, value, and service? These factors influence shoppers’ 
attraction to the store. Does the company’s performance meet its stated goals in these areas? Discount 
stores, for example, can be expected to focus on low prices and bare-bones service, while more upscale 
retailers seek to differentiate themselves through high-quality merchandise and service. 

 How effective is the company’s merchandising? Store layout and in-store visual presentation of products 
are keys to luring customers into stores. Good merchandising helps to drive sales by stimulating interest in 
products, whereas a well-organized floor plan with good lighting and signage can make the task of shopping 
easier and more enjoyable for shoppers. 

Management expertise 
The company’s management team is another qualitative factor to consider. Does the team’s chosen strategy 
make sense in light of the current environment and long-term industry trends? Can it execute the strategy? 
What is its track record working together? 

Because every firm can be expected to portray its operations as favorably as possible, analysts must compare 
the company’s rhetoric with its results. They should examine the company’s financial performance in light of 
the current industry environment, and observe how competitors are faring. An understanding of what is 
going on behind the scenes helps analysts to synthesize these factors and project the company’s future prospects. 

QUANTITATIVE MEASURES 

Quantitative factors in the company analysis include trends in same-store sales, gross profit and operating 
margins, and cash flow. Inventory levels (considered in the next section) are also of concern. 

Same-store sales 
Currently, most US retailers operate on what is known in the industry as a “4-5-4” merchandising calendar. 
The 4-5-4 calendar divides a 52-week year into four quarters, each of which has a four-week first month, 
five-week second month, and four-week third month; hence, the “4-5-4” nomenclature. Each fiscal week 
and month begins on a Sunday and ends on a Saturday. The 4-5-4 merchandising calendar ensures retailers 
the same number of selling days, including Saturdays and Sundays, in comparable months. (Every five to six 
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years, partly due to the occurrence of leap years, a fifth week is added to the January fiscal month; this 
occurred last in January 2013.) 

For most retailers, the 4-5-4 calendar begins in the month of February—the start of the spring selling 
season—and ends on the Saturday closest to January 31. For example, fiscal 2010 began on Sunday, 
February 1, 2009, and ended on Saturday, January 30, 2010, for all department stores we cover. A few 
companies, however, use a different fiscal year. One outlier mentioned in this Survey is Family Dollar Stores 
Inc., which has an August fiscal year end. 

Retailers that follow a 4-5-4 calendar usually report monthly sales on the first Thursday after each month’s 
end. In addition to total sales for the month, retailers break out what is known as same-store sales or 
comparable-store sales: the change in sales from the preceding year at stores open at least 12, 13, or 24 
months (definitions vary by company). The difference between total and same-store sales reflects sales 
generated by newly opened stores. Looking only at total sales gains can be misleading, as a company that 
aggressively opens new units can generate strong sales gains even if its stores are generally unprofitable. 
Thus, same-store sales are a barometer of basic demand, with results over several months providing a better 
indication than one or two months’ numbers do. This is particularly true when there are year-over-year 
calendar shifts in major holidays, such as Easter. 

Gross profit margin 
Gross margin is calculated as gross profit (net sales minus the cost of goods sold) expressed as a percentage 
of net sales. It generally reflects a company’s product mix and its operational efficiency. The cost of goods 
sold comprises a number of items other than merchandise, including purchasing, warehousing, freight, 
occupancy, and insurance costs, and can vary by company to company. 

Pricing has a strong influence on gross margins. The difference between an item’s wholesale cost and its 
retail price is called the markup. Companies can raise their gross margin by increasing the markup. 
Alternatively, they may reduce the retail price to draw customers into the store and to clear out 
merchandise. This reduction, called a markdown, lowers the gross margin. 

Operating profit margin 
This measure is calculated as gross profit minus operating expenses, expressed as a percentage of net sales. 
Operating expenses typically include selling, general, and administrative expenses, and exclude interest 
payments and other non-operating expenses. Companies can widen their operating margin by using 
resources more efficiently, allowing fixed costs to be spread across greater volumes. 

Cash flow 
The company’s financial liquidity—its ability to generate cash or to convert assets quickly to cash—reveals 
much about its health. For companies with low liquidity, a cash crunch can be devastating. If a store’s 
merchandise delivery is interrupted (e.g., if an apparel manufacturer refuses to ship for fear of not being 
paid), its sales will drop and its cash flow will miss expectations. Retailers can survive a loss of earnings for 
short or even extended periods, but those that cannot meet their cash needs can be forced into bankruptcy. 

Inventory: a retailer’s crucial asset 
For retailers, having the right merchandise in the right place at the right time is crucial. Merchandise held in 
inventory is a retailer’s most important asset. Although buildings, property, and equipment usually exceed 
its value in dollar terms, inventory is what generates sales, making it the key determinant of success or 
failure, profit or loss. Additionally, while other variables such as price, location, and service may influence 
consumers’ decisions to buy, the actual merchandise in the store must meet customers’ expectations and 
reward their loyalty over time. 

The importance of the planning, buying, and controlling of merchandise inventory cannot be overstated. An 
analyst should consider inventory growth and inventory turns to determine how well the company is 
managing its inventory. 
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 Inventory growth. Merchandise held in inventory is an asset on the balance sheet, and its year-over-year 
change can be measured. Any growth in inventory should be in line with that of same-store sales and units. 
A significant rise from the year-earlier quarter might reflect the opening of new stores, which would require 
additional inventory. However, if new store growth has been minimal, it may be a warning that stores are 
overstocked and vulnerable to a high level of markdowns. 

 Inventory turns. The speed with which inventory is sold—or “turns”—indicates whether goods are 
selling well relative to the average amount of inventory kept in stock. The need to offer customers a fresh 
assortment of merchandise is so important that many companies have adopted strategies to identify aged 
merchandise. They can do so on a departmental basis or by merchandise classification, which may be a 
more useful method. For example, a retailer might gauge customer demand for women’s cashmere sweaters 
by comparing the change in sweater sales volume with that of total sales over the same period. 

The turnover rate should be consistent with the company’s business and comparable to other retailers in the 
same business segment. For example, a warehouse club would be expected to turn inventory at a more rapid 
rate than a department store. 

WHAT’S UNIQUE TO RETAILING? 

Two characteristics that strongly affect the retail industry are the owning and leasing of real estate and the 
operation of proprietary or private-label credit cards. Both instruments can give retailers a financial 
flexibility that companies in other industries do not have. 

Real estate 
Site selection is crucial in making a store profitable. A good location draws traffic, which is essential in 
boosting sales. Once a retailer has chosen its sites, it may either lease its stores (as most do) or buy them. 
The decision to buy or to lease is made based on the cash flows, including tax consequences, which each 
choice confers. Leasing can restrict a retailer’s ability to sublease or expand, or to close unprofitable stores. 
However, because leases eventually expire, they give retailers the flexibility to relocate or close units. 

Under normal circumstances, a retailer might close a store when its lease expires; this results in no liability. 
Today, however, due to competition in the industry and the pressure to increase earnings, retailers are 
closing unprofitable units with unexpired leases. Doing so creates a contingent liability for which they may 
take a reserve for store closings, pay off the entire lease, and then write off that amount. 

Credit cards 
Retailers make three types of credit sales. With house or proprietary credits, the retailer grants the credit 
and owns the receivables. With private-label credit, the retailer’s name goes on the credit card, but a third 
party manages the program and owns the receivables. With third-party or bank cards, a bank or financial 
institution grants the credit, owns the receivables, and has its name (e.g., Visa or MasterCard) on the card. 

Proprietary credit programs are costly. Even though a retailer can collect millions of dollars in finance 
charges, the costs of administering the program, paying interest on unpaid balances, and collecting on 
delinquent accounts can be high. Losses from uncollectible customer receivables are frequently incurred, 
and, as a result, the retailer must record bad debt reserves or allowances on its income statements. When 
delinquency rates increase, the retailer must increase reserves as well, which erodes profitability. Target 
Corp., for example, recorded a $770 million increase in bad debt expense in fiscal 2009 (ended January 
2009) that reflected a higher incurred net write-off rate of 9.3% (versus 5.9% in fiscal 2008) and a $440 
million increase in its allowance for doubtful accounts. The company’s net write-off rate peaked at 14.1% 
in fiscal 2010, before declining to 12.0% in fiscal 2011, 6.6% in fiscal 2012, and 4.9% in fiscal 2013. 

However, proprietary credit programs have numerous positive aspects. Credit card customers tend to spend 
more than cash customers do, and proprietary and private-label cards create customer loyalty. Customer 
lists can help to increase sales by providing information to target customers for special events, promotions, 
and private sales. Well-managed credit card operations can add significantly to profitability. 
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On the balance sheet, credit card financing is booked as current assets under accounts receivable. A further 
advantage of credit card financing is that these illiquid assets can be transformed into liquid assets by 
turning them into tradable fixed-income securities. Once securitized, these assets are removed from the 
balance sheet. 

VALUATION AND TARGET PRICES 

One method for investors to value a retailer is by forecasting forward 12-month sales, margins, and 
earnings, and comparing the retailer’s price-to-earnings (P/E) multiple to its historical range, as well as those 
of its competitors, and a peer group average. Investors can also look up securities analysts’ earnings per 
share (EPS) estimates and P/E multiples at Yahoo! Finance and other online resources. For a well-run retailer 
with a solid sales and earnings history and strong growth prospects, a low P/E multiple relative to peers 
could signal a buying opportunity. By comparison, a retailer losing business due to heightened competitive 
pressures and an ineffective growth strategy could deserve to trade at a lower P/E multiple than its peers. 

Coming up with a target price is the next step. A target price assigns a “fair value” to the shares. To arrive 
at a peer-based 12-month target price for a retailer, multiply the EPS estimate by the peer-average P/E 
multiple. For example, assume that you have calculated (or looked up) a forward four-quarter EPS estimate 
of $2.00 for Shop Me Inc. and a peer-average P/E multiple of 12. Multiplying these two values yields a 
target price of $24.  
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GLOSSARY 

Assortment plan—The range of merchandise in a category, which managers intend to keep in a store at a certain inventory 
level. 

Basic item—Apparel with a style and demand that are generally constant, and which must remain in stock to satisfy 
customers. 

Brand—A name that identifies the goods of one seller.  

Buyer—The person responsible for the merchandising operations of a retail outlet or of a specific department. 

Carryover merchandise—Goods left over from one season to the next. 

Centralized buying—A practice among retail chains in which merchandise is purchased by staff from corporate headquarters. 

Click-through rate—The percentage of Internet users who request additional information about a product or service by 
pointing to and selecting an online ad or hyperlink. 

Conversion rate—The percentage of visitors to an e-commerce site who make purchases. 

Co-op money—A vendor’s contribution to the promotion of its merchandise by a retailer. 

Direct buying—Buying straight from the manufacturer without going through an intermediary. 

Fashion cycle—The life span of a clothing style, from its rise in popularity to its decline. 

Fashion trend—A clothing style that has moved from limited to wide acceptance. 

Gross margin—Difference between net sales and the total cost of goods sold, expressed as a percentage of net sales. 

Gross profit—Net sales minus the cost of goods sold. 

Knockoff—An item that is an exact or similar reproduction of goods made by another manufacturer. 

Leader price—A special low price that a retail outlet places on an item to attract customers into the store. When it is below 
the cost of the item, it is known as a “loss leader.” 

Markdown—A reduction in the retail price of an item, expressed as a percentage of the original price of the merchandise. 

Markup—The difference between the cost, as billed (before deductions for cash discount) and the retail price. 

Out of stock—The absence of merchandise in certain styles, sizes, and/or colors in a store’s inventory. 

Point-of-sale (POS) terminal—A kind of cash register that transacts and monitors all sales at checkout through a computer 
database. 

Price point—The price range at which a line of merchandise is for sale. 

Private label—Merchandise designed by a retailer that carries the store’s own brand name. 

Quick response—A vendor/retailer partnership through which orders are automatically replenished via computer links. 

Ready-to-wear—Apparel that is manufactured for sale in a retail store, as opposed to being custom-made. 

Stock shortages (shrinkage)—Merchandise lost through pilferage, bookkeeping errors, or mistakes at point of sale. 

Stock turnover or turns—The number of times during the year that inventory is sold out; derived by dividing total sales by 
average inventory value. 

Stockkeeping unit (SKU)—A single item, as measured for inventory management purposes. 

Vendor allowance —Price adjustment to a buyer for damaged merchandise or for the return of unsatisfactory merchandise. 
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INDUSTRY REFERENCES 

PERIODICALS 

Chain Store Age 
http://www.chainstoreage.com 
Monthly; provides merchandising information and industry 
news. 

Retail Merchandiser 
http://www.retail-merchandiser.com 
Monthly; covers trends in the mass retailing sector. 

Retailing Today 
http://www.retailingtoday.com 
Semi-monthly; provides information mainly about discount 
store retailing. 

Stores 
http://www.stores.org 
Monthly; covers retailing trends in technology, e-
commerce, and store operations. 

Women’s Wear Daily (WWD) 
http://www.wwd.com 
Daily trade newspaper; covers women’s apparel 
manufacturers and retailers. 

WWDMen’s 
http://www.wwd.com/menswear-news 
Weekly; provides news, in-depth features, and market 
reports on menswear retailing, design trends, apparel, and 
textiles. 

TRADE ASSOCIATIONS 

The International Council of Shopping Centers 
http://www.icsc.org 
Global trade association of the shopping center industry. Its 
60,000 members in the US, Canada and more than 80 other 
countries include shopping center owners, developers, 
managers, and marketing specialists, among others. 

National Retail Federation Inc. 
http://www.nrf.com 
Sponsors industry conferences and training programs; 
provides research; represents the retail industry on 
governmental issues. 

MARKET RESEARCH 

The NPD Group Inc. 
http://www.npd.com 
Market research firm specializing in consumer purchasing 
and behavior. 

GOVERNMENT AGENCIES 

US Bureau of Labor Statistics (BLS) 
http://stats.bls.gov 
A division of the US Department of Labor. The BLS is the 
principal fact-finding agency of the federal government in 
the broad fields of labor, economics, and statistics. Its 
major programs include the consumer price, producer price, 
and employment cost indices and the national 
compensation survey. 

US Department of Commerce 
http://www.commerce.gov 
Cabinet-level department responsible for various 
government agencies that monitor and regulate US 
commerce. Among its many divisions is the Census Bureau, 
which publishes population statistics and projections. 

CORPORATE INFORMATION 

EDGAR Database 
Many corporate filings with the federal Securities and 
Exchange Commission (SEC), including 10-Ks and 10-Qs, 
are available through the SEC’s EDGAR website: 
http://www.sec.gov/edgar/searchedgar/companysearch.html 
 
In addition, most general retailers operate their own 
corporate and e-commerce websites. 
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Operating Revenues

Million $ CAGR (%) Index Basis (2003 = 100)

Ticker Company Yr. End 2013 2012 2011 2010 2009 2008 2003 10-Yr. 5-Yr. 1-Yr. 2013 2012 2011 2010 2009

DEPARTMENT STORES‡
KSS [] KOHL'S CORP JAN 19,031.0 19,279.0 18,804.0 18,391.0 17,178.0 16,389.0 10,282.1 6.4 3.0 (1.3) 185 188 183 179 167
M [] MACY'S INC JAN 27,931.0 F,G 27,686.0 F,G 26,405.0 F,G 25,003.0 F,G 23,489.0 F,G 24,892.0 F,G 15,682.0 G 5.9 2.3 0.9 178 177 168 159 150
JWN [] NORDSTROM INC JAN 12,540.0 12,148.0 10,877.0 9,700.0 8,627.0 8,573.0 C 6,603.8 F 6.6 7.9 3.2 190 184 165 147 131
JCP † PENNEY (J C) CO JAN 11,859.0 12,985.0 17,260.0 17,759.0 17,556.0 18,486.0 17,786.0 D (4.0) (8.5) (8.7) 67 73 97 100 99

GENERAL MERCHANDISE STORES‡
BIG † BIG LOTS INC JAN 5,301.9 D 5,400.1 5,202.3 4,952.2 4,726.8 4,645.3 4,174.4 D 2.4 2.7 (1.8) 127 129 125 119 113
DG [] DOLLAR GENERAL CORP JAN 17,504.2 16,022.1 14,807.2 13,035.0 11,796.4 10,457.7 6,872.0 9.8 10.9 9.2 255 233 215 190 172
DLTR [] DOLLAR TREE INC JAN 7,840.3 7,394.5 6,630.5 5,882.4 5,231.2 4,644.9 2,799.9 A 10.8 11.0 6.0 280 264 237 210 187
FDO [] FAMILY DOLLAR STORES AUG 10,391.5 9,331.0 8,547.8 7,867.0 7,400.6 6,983.6 4,750.2 8.1 8.3 11.4 219 196 180 166 156
FRED § FREDS INC JAN 1,939.2 1,955.3 1,879.1 1,841.8 1,788.1 1,798.8 1,302.7 4.1 1.5 (0.8) 149 150 144 141 137

TGT [] TARGET CORP JAN 72,596.0 G 73,301.0 G 69,865.0 G 67,390.0 G 65,357.0 G 64,948.0 G 48,163.0 G 4.2 2.3 (1.0) 151 152 145 140 136
TUES § TUESDAY MORNING CORP JUN 838.3 812.8 821.2 828.3 801.7 885.3 822.6 0.2 (1.1) 3.1 102 99 100 101 97

OTHER COMPANIES WITH SIGNIFICANT GENERAL RETAIL OPERATIONS
DDS DILLARDS INC  -CL A JAN 6,691.8 G 6,711.1 G 6,369.5 G 6,215.7 G 6,194.4 G 6,954.0 G 7,848.1 F,G (1.6) (0.8) (0.3) 85 86 81 79 79
SHLD SEARS HOLDINGS CORP JAN 36,188.0 39,854.0 41,567.0 D 43,326.0 44,043.0 46,770.0 23,253.0   4.5 (5.0) (9.2) 156 171 179 186 189
WMT [] WAL-MART STORES INC JAN 474,259.0 A,C 467,231.0 444,948.0 A 420,016.0 C 406,103.0 402,298.0 D 257,157.0 D 6.3 3.3 1.5 184 182 173 163 158

Note:  Data as originally reported. CAGR-Compound annual grow th rate. ‡S&P 1500 index group. []Company included in the S&P 500. †Company included in the S&P MidCap 400. §Company included in the S&P SmallCap 600. #Of the follow ing calendar year.  
**Not calculated; data for base year or end year not available.  A - This year's data reflect an acquisition or merger.  B - This year's data reflect a major merger resulting in the formation of a new  company.   C - This year's data reflect an accounting change. 
D - Data exclude discontinued operations.   E - Includes excise taxes.   F - Includes other (nonoperating) income. G - Includes sale of leased depts.   H - Some or all data are not available, due to a f iscal year change.        

COMPARATIVE COMPANY ANALYSIS 

 
Net Income

Million $ CAGR (%) Index Basis (2003 = 100)

Ticker Company Yr. End 2013 2012 2011 2010 2009 2008 2003 10-Yr. 5-Yr. 1-Yr. 2013 2012 2011 2010 2009

DEPARTMENT STORES‡
KSS [] KOHL'S CORP JAN 889.0 986.0 1,167.0 1,120.0 991.0 885.0 591.2 4.2 0.1 (9.8) 150 167 197 189 168
M [] MACY'S INC JAN 1,486.0 1,335.0 1,256.0 847.0 350.0 (4,803.0) 693.0 7.9 NM 11.3 214 193 181 122 51
JWN [] NORDSTROM INC JAN 734.0 735.0 683.0 613.0 441.0 401.0 242.8 11.7 12.9 (0.1) 302 303 281 252 182
JCP † PENNEY (J C) CO JAN (1,388.0) (985.0) (152.0) 378.0 249.0 567.0 364.0 NM NM NM (381) (271) (42) 104 68

GENERAL MERCHANDISE STORES‡
BIG † BIG LOTS INC JAN 124.8 177.2 207.2 222.5 201.4 154.8 90.9 3.2 (4.2) (29.6) 137 195 228 245 222
DG [] DOLLAR GENERAL CORP JAN 1,025.1 952.7 766.7 627.9 339.4 108.2 301.0 13.0 56.8 7.6 341 316 255 209 113
DLTR [] DOLLAR TREE INC JAN 596.7 619.3 488.3 397.3 320.5 229.5 177.6 12.9 21.1 (3.6) 336 349 275 224 180
FDO [] FAMILY DOLLAR STORES AUG 443.6 422.2 388.4 358.1 291.3 233.1 247.5 6.0 13.7 5.1 179 171 157 145 118
FRED § FREDS INC JAN 26.0 29.6 33.4 29.6 23.6 16.6 33.7 (2.6) 9.3 (12.2) 77 88 99 88 70

TGT [] TARGET CORP JAN 1,971.0 2,999.0 2,929.0 2,920.0 2,488.0 2,214.0 1,841.0 0.7 (2.3) (34.3) 107 163 159 159 135
TUES § TUESDAY MORNING CORP JUN (56.4) 3.9 9.6 10.7 (0.0) 14.5 53.7 NM NM NM (105) 7 18 20 (0)

OTHER COMPANIES WITH SIGNIFICANT GENERAL RETAIL OPERATIONS
DDS DILLARDS INC  -CL A JAN 323.7 336.0 463.9 179.6 68.5 (241.1) 9.3 42.5 NM (3.7) 3,464 3,595 4,965 1,922 733
SHLD SEARS HOLDINGS CORP JAN (1,365.0) (930.0) (3,113.0) 133.0 235.0 53.0 (618.0) NM NM NM NM NM NM NM NM
WMT [] WAL-MART STORES INC JAN 15,918.0 16,999.0 15,766.0 15,355.0 14,414.0 13,254.0 8,861.0 6.0 3.7 (6.4) 180 192 178 173 163

Note:  Data as originally reported. CAGR-Compound annual grow th rate. ‡S&P 1500 index group. []Company included in the S&P 500. †Company included in the S&P MidCap 400. §Company included in the S&P SmallCap 600.         
#Of the follow ing calendar year. **Not calculated; data for base year or end year not available.         
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Return on Revenues (%) Return on Assets (%) Return on Equity (%)

Ticker Company Yr. End 2013 2012 2011 2010 2009 2013 2012 2011 2010 2009 2013 2012 2011 2010 2009

DEPARTMENT STORES‡
KSS [] KOHL'S CORP JAN 4.7 5.1 6.2 6.1 5.8 6.3 7.0 8.1 8.0 8.1 14.8 15.7 16.3 14.3 13.6
M [] MACY'S INC JAN 5.3 4.8 4.8 3.4 1.5 7.0 6.2 5.9 4.0 1.6 24.2 22.3 21.9 16.6 7.5
JWN [] NORDSTROM INC JAN 5.9 6.1 6.3 6.3 5.1 8.8 8.9 8.6 8.7 7.2 36.8 38.0 34.3 34.1 31.7
JCP † PENNEY (J C) CO JAN NM NM NM 2.1 1.4 NM NM NM 3.0 2.0 NM NM NM 7.4 5.6

GENERAL MERCHANDISE STORES‡
BIG † BIG LOTS INC JAN 2.4 3.3 4.0 4.5 4.3 7.1 10.4 12.7 13.5 13.0 15.0 22.4 23.4 22.8 22.7
DG [] DOLLAR GENERAL CORP JAN 5.9 5.9 5.2 4.8 2.9 9.7 9.5 8.0 6.8 3.8 19.7 19.7 17.6 16.9 10.9
DLTR [] DOLLAR TREE INC JAN 7.6 8.4 7.4 6.8 6.1 21.6 24.4 20.7 17.0 14.8 42.1 41.1 34.8 27.5 23.9
FDO [] FAMILY DOLLAR STORES AUG 4.3 4.5 4.5 4.6 3.9 12.5 13.3 13.0 12.3 10.6 30.6 35.4 31.0 25.0 21.6
FRED § FREDS INC JAN 1.3 1.5 1.8 1.6 1.3 4.0 4.6 5.4 5.1 4.2 5.9 6.9 7.9 7.2 6.0

TGT [] TARGET CORP JAN 2.7 4.1 4.2 4.3 3.8 4.3 6.3 6.5 6.6 5.6 12.0 18.5 18.7 18.9 17.1
TUES § TUESDAY MORNING CORP JUN NM 0.5 1.2 1.3 NM NM 1.0 2.6 3.2 NM NM 1.5 3.8 4.4 NM

OTHER COMPANIES WITH SIGNIFICANT GENERAL RETAIL OPERATIONS
DDS DILLARDS INC  -CL A JAN 4.8 5.0 7.3 2.9 1.1 8.0 8.0 10.7 4.0 1.5 16.3 16.7 22.4 8.2 3.0
SHLD SEARS HOLDINGS CORP JAN NM NM NM 0.3 0.5 NM NM NM 0.5 0.9 NM NM NM 1.5 2.5
WMT [] WAL-MART STORES INC JAN 3.4 3.6 3.5 3.7 3.5 7.8 8.6 8.4 8.7 8.6 20.9 23.0 22.5 22.0 21.2

Note: Data as originally reported. ‡S&P 1500 index group. []Company included in the S&P 500. †Company included in the S&P MidCap 400. §Company included in the S&P SmallCap 600. #Of the follow ing calendar year.           
 
 
 

Debt as a % of
Current Ratio Debt / Capital Ratio (%) Net Working Capital

Ticker Company Yr. End 2013 2012 2011 2010 2009 2013 2012 2011 2010 2009 2013 2012 2011 2010 2009

DEPARTMENT STORES‡
KSS [] KOHL'S CORP JAN 1.9 1.9 1.8 2.0 2.3  42.6 41.0 37.6 30.2 20.0 184.7 203.7 189.9 122.8 66.3
M [] MACY'S INC JAN 1.5 1.6 1.4 1.4 1.5 47.2 48.3 48.5 50.7 59.4 227.1 243.0 264.7 380.1 348.3
JWN [] NORDSTROM INC JAN 2.1 2.3 2.2 2.6 2.0 59.9 62.0 61.6 57.9 58.9 115.6 109.4 105.2 94.2 110.6
JCP † PENNEY (J C) CO JAN 1.7 1.4 1.8 2.4 2.0 58.9 45.4 37.0 31.8 34.9 246.7 268.7 123.5 83.2 88.1

GENERAL MERCHANDISE STORES‡
BIG † BIG LOTS INC JAN 1.9 1.7 1.7 1.9 2.1 7.9 18.4 7.6 0.1 0.1 14.2 37.3 16.0 0.1 0.2
DG [] DOLLAR GENERAL CORP JAN 1.8 1.5 1.5 1.7 1.5 31.3 33.0 32.9 41.4 46.2 196.8 295.3 342.1 327.9 532.1
DLTR [] DOLLAR TREE INC JAN 2.0 2.2 2.1 2.5 2.7 39.3 13.4 15.7 14.7 14.9 109.4 32.2 39.8 31.3 30.1
FDO [] FAMILY DOLLAR STORES AUG 1.7 1.7 1.5 1.6 1.5 23.6 27.4 31.2 14.5 14.3 64.4 73.5 103.0 41.3 46.3
FRED § FREDS INC JAN 2.3 2.4 2.5 2.9 2.8 0.8 2.7 1.5 0.9 1.0 1.4 4.7 2.6 1.4 1.6

TGT [] TARGET CORP JAN 0.9 1.2 1.2 1.7 1.6  41.7 45.1 44.6 48.7 48.3 NM 621.7 633.5 218.5 213.0
TUES § TUESDAY MORNING CORP JUN 2.3 2.5 2.7 2.8 3.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

OTHER COMPANIES WITH SIGNIFICANT GENERAL RETAIL OPERATIONS
DDS DILLARDS INC  -CL A JAN 2.1 1.9 1.8 2.0 2.3 27.0 27.0 25.8 27.2 26.8 93.2 113.4 114.2 104.4 98.9
SHLD SEARS HOLDINGS CORP JAN 1.1 1.1 1.1 1.3 1.3  49.9 34.4 29.1 23.8 15.7 366.1 228.3 202.3 91.3 64.0
WMT [] WAL-MART STORES INC JAN 0.9 0.8 0.9 0.9 0.9 35.0 33.8 38.1 37.7 33.0 NM NM NM NM NM

Note: Data as originally reported. ‡S&P 1500 index group. []Company included in the S&P 500. †Company included in the S&P MidCap 400. §Company included in the S&P SmallCap 600. #Of the follow ing calendar year.           
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Price / Earnings Ratio (High-Low) Dividend Payout Ratio (%) Dividend Yield (High-Low, %)

Ticker Company Yr. End 2013 2012 2011 2010 2009 2013 2012 2011 2010 2009

DEPARTMENT STORES‡
KSS [] KOHL'S CORP JAN 14 - 10 13 - 10 13 - 10 16 - 12 19 - 10 34 31 23 0 0 3.4 - 2.4 3.0 - 2.3 2.4 - 1.7 0.0 - 0.0 0.0 - 0.0
M [] MACY'S INC JAN 14 - 9 13 - 10 11 - 7 13 - 8 25 - 8 24 24 12 10 24 2.6 - 1.8 2.5 - 1.9 1.6 - 1.1 1.3 - 0.8 3.2 - 1.0
JWN [] NORDSTROM INC JAN 17 - 14 16 - 13 17 - 12 17 - 10 19 - 6 32 30 29 27 32 2.3 - 1.9 2.3 - 1.8 2.5 - 1.7 2.7 - 1.6 5.7 - 1.7
JCP † PENNEY (J C) CO JAN NM- NM NM- NM NM- NM 22 - 12 35 - 13 NM NM NM 50 75 0.0 - 0.0 1.3 - 0.5 3.4 - 2.0 4.1 - 2.3 5.8 - 2.1

GENERAL MERCHANDISE STORES‡
BIG † BIG LOTS INC JAN 18 - 13 16 - 9 15 - 10 14 - 10 12 - 5 0 0 0 0 0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0
DG [] DOLLAR GENERAL CORP JAN 20 - 13 20 - 14 19 - 12 18 - 12 24 - 21 0 0 0 0 NA 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 NA - NA
DLTR [] DOLLAR TREE INC JAN 22 - 14 21 - 14 21 - 12 19 - 10 15 - 9 0 0 0 0 0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0
FDO [] FAMILY DOLLAR STORES AUG 20 - 14 21 - 15 19 - 13 20 - 10 17 - 12 24 22 21 22 25 1.7 - 1.2 1.5 - 1.0 1.6 - 1.1 2.1 - 1.1 2.2 - 1.5
FRED § FREDS INC JAN 27 - 17 20 - 16 17 - 12 19 - 12 25 - 14 34 53 23 21 19 2.0 - 1.3 3.4 - 2.7 1.9 - 1.3 1.8 - 1.1 1.3 - 0.7

TGT [] TARGET CORP JAN 24 - 19 14 - 10 14 - 11 15 - 12 16 - 8 51 29 26 21 20 2.7 - 2.1 2.8 - 2.0 2.4 - 1.8 1.7 - 1.4 2.6 - 1.3
TUES § TUESDAY MORNING CORP JUN NM- NM 76 - 35 25 - 14 35 - 10 NM- NM NM 0 0 0 NM 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0

OTHER COMPANIES WITH SIGNIFICANT GENERAL RETAIL OPERATIONS
DDS DILLARDS INC  -CL A JAN 14 - 11 13 - 6 7 - 4 15 - 6 22 - 3 3 74 2 6 17 0.3 - 0.2 12.2 - 5.8 0.5 - 0.3 1.1 - 0.4 5.4 - 0.8
SHLD SEARS HOLDINGS CORP JAN NM- NM NM- NM NM- NM NM- 50 43 - 17 NM NM NM 0 0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0 0.0 - 0.0
WMT [] WAL-MART STORES INC JAN 17 - 14 15 - 11 13 - 11 13 - 11 15 - 12 39 32 32 29 29 2.8 - 2.3 2.8 - 2.0 3.0 - 2.4 2.5 - 2.2 2.4 - 1.9

Note: Data as originally reported. ‡S&P 1500 index group. []Company included in the S&P 500. †Company included in the S&P MidCap 400. §Company included in the S&P SmallCap 600. #Of the follow ing calendar year.          
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Earnings per Share ($) Tangible Book Value per Share ($) Share Price (High-Low, $)

Ticker Company Yr. End 2013 2012 2011 2010 2009 2013 2012 2011 2010 2009 2013 2012 2011 2010 2009

DEPARTMENT STORES‡
KSS [] KOHL'S CORP JAN 4.08 4.19 4.33 3.69 3.25 28.33 27.24 26.35 J 26.98 J 24.92 59.00 - 41.35 55.25 - 42.04 57.39 - 42.14 58.99 - 44.07 60.89 - 32.50
M [] MACY'S INC JAN 3.93 3.29 2.96 2.00 0.83 5.42 4.51 3.84 2.72 0.67 54.07 - 36.35 42.17 - 32.28 33.26 - 21.69 26.32 - 15.34 20.84 - 6.27
JWN [] NORDSTROM INC JAN 3.77 3.62 3.20 2.80 2.03 9.96 8.82 8.58 9.03 6.98 63.72 - 52.16 58.44 - 46.27 53.35 - 37.28 46.22 - 28.44 38.71 - 11.19
JCP † PENNEY (J C) CO JAN (5.57) (4.49) (0.70) 1.60 1.07 8.38 11.78 15.96 22.08 19.49 23.10 - 6.24 43.18 - 15.69 41.00 - 23.44 35.12 - 19.42 37.21 - 13.71

GENERAL MERCHANDISE STORES‡
BIG † BIG LOTS INC JAN 2.17 2.96 3.03 2.87 2.47 15.66 13.00 12.75 12.81 J 12.22 J 39.22 - 27.42 47.22 - 26.69 44.44 - 28.89 41.42 - 27.82 29.75 - 12.62
DG [] DOLLAR GENERAL CORP JAN 3.17 2.87 2.25 1.84 1.05 (0.45) (1.75) (2.68) (4.51) (6.56) 61.95 - 39.73 56.04 - 39.83 42.10 - 26.65 33.73 - 21.30 24.77 - 21.75
DLTR [] DOLLAR TREE INC JAN 2.74 2.70 2.03 1.57 1.20 4.81 6.65 5.07 5.21 4.94 60.19 - 37.70 56.81 - 37.12 42.26 - 24.25 29.00 - 15.66 17.40 - 10.98
FDO [] FAMILY DOLLAR STORES AUG 3.85 3.61 3.15 2.64 2.08 13.89 11.25 9.26 10.90 10.38 75.29 - 54.06 74.73 - 53.03 60.53 - 41.31 51.81 - 27.15 35.00 - 24.02
FRED § FREDS INC JAN 0.71 0.81 0.88 0.76 0.59 10.79 10.62 10.52 10.22 9.78 18.93 - 12.30 15.98 - 12.70 14.83 - 10.27 14.39 - 9.07 14.85 - 8.52

TGT [] TARGET CORP JAN 3.10 4.57 4.31 4.03 3.31 25.08 25.31 23.28 21.68 20.29 73.50 - 58.01 65.80 - 47.25 60.97 - 45.28 60.65 - 48.23 51.77 - 25.00
TUES § TUESDAY MORNING CORP JUN (1.33) 0.09 0.22 0.25 0.00 4.85 6.24 6.02 5.76 5.49 16.44 - 6.26 6.86 - 3.12 5.52 - 3.05 8.80 - 2.53 5.48 - 0.51

OTHER COMPANIES WITH SIGNIFICANT GENERAL RETAIL OPERATIONS
DDS DILLARDS INC  -CL A JAN 7.10 6.98 8.67 2.68 0.93 45.33 41.24 41.50 34.79 31.21 97.87 - 75.33 89.98 - 42.54 61.08 - 37.00 39.10 - 14.94 20.17 - 2.96
SHLD SEARS HOLDINGS CORP JAN (12.87) (8.78) (29.15) 1.19 1.99 (14.06) (4.76) 4.75 36.51 39.10 67.50 - 38.88 85.90 - 28.89 94.79 - 31.76 125.42 - 59.21 86.53 - 34.27
WMT [] WAL-MART STORES INC JAN 4.87 5.04 4.56 4.20 3.73 17.55 16.85 14.82 14.73 14.43 81.37 - 67.72 77.60 - 57.18 60.00 - 48.31 56.27 - 47.77 57.51 - 46.25

Note: Data as originally reported. ‡S&P 1500 index group. []Company included in the S&P 500. †Company included in the S&P MidCap 400. §Company included in the S&P SmallCap 600. #Of the follow ing calendar year.          
J-This amount includes intangibles that cannot be identif ied.        
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