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FOREWORD

With the publication, in this bulletin, of figures on the margins, expenses,
and profits of limited price variety chains for 1936, the Harvard Business School
marks the sixth consecutive year of its surveys of this type of retail distribution
and the seventh for which figures have been gathered. The School, through the
Bureau of Business Research, began its studies of distribution costs for various
types of independent retailers and wholesalers as far back as rg9r3. In 1920 these
studies were extended to department stores, and in 1929 their scope was enlarged
to embrace several kinds of chain store enterprise.

The School’s purposes in carrying on this work have not changed since its
inception. They are (1) to obtain factual knowledge and to develop generalized
conclusions for use in teaching, especially in the courses in Marketing, Sales
Management, and Retail Distribution; (2) to build up a large body of detailed
knowledge on the behavior of distribution costs; (3) to furnish business executives
with standard gauges of margin, expense, and profit in particular types of dis-
tributive enterprise for their use in budgeting expenses and otherwise seeking
to improve efficiency of operation; and (4) to help promote a better understanding
on the part of the public of the functions and costs of distribution.

Although there is now much more information generally available on dis-
tribution costs than was the case in earlier years, there is plenty of evidence that
the need for knowing and understanding distributipn costs is, if anything, more
urgent than ever. During most of the years spanned by the Bureau’s work,
the expense of distribution has continued to rise relative to the cost of produc-
tion; and although a goodly number of reasons can be adduced to account for
this changing disposition of the consumer’s dollar, the fact remains that oppor-
tunities to augment the real spending power of consumers and improve the
standard of living must increasingly be sought in the area of distribution. Fur-
thermore, the success which has thus far attended the efforts of pressure groups
to enact restrictive legislation generally designed to hamper the activities of
various types of distributors betokens widespread ignorance and confusion among
the general public in regard to the functions and costs of marketing and their
relation to the economic organization.

Like its immediate predecessors, this particular study of the chain variety
business has been financed by the Limited Price Variety Stores Association;
and the Bureau wishes to acknowledge to the Association and to its president,
Dr. Paul H. Nystrom, appreciation both for financial support and for interest
in the development of the study.
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The Bureau also greatly appreciates the interest and cogperation of the indi-
vidual companies which submitted their figures for use in this study. All state-
ments of individual firms were handled on a strictly confidential basis. Under
no circumstances did members of the trade, students in the School, or any other
persons outside the Bureau staff have access to the figures of individual chains.
As soon as the profit and loss statements were received, all identifying data
were removed; and each statement went through the various stages of the statis-
tical work under a code number.

This study was conducted by the Bureau of Business Research under the
general direction of Assistant Professor Carl N. Schmalz. Miss Rose Winisky
was immediately responsible for the detailed statistical work.

Maicorm P. McNAIR,
Professor of Marketing

Howarp T. Lrwis,
Director of Rescarch

Boston, Massachusetts

June, 1937
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EXPENSES AND PROFITS OF
LIMITED PRICE VARIETY CHAINS IN 1936

SUMMARY AND APPRAISAL

In 1936, a year of generally active business
and moderately rising retail prices, 33 lmited
price variety chains (that is, chains of 5-, 10-, and
25-cent, and to-a-dollar stores) reported to the
Bureau of Business Research figures showing an
increase in sales volume and an improvement in
profit performance over 1935. These 33 com-
panies, representing
more than 920, of this
type of business in the
United States, made

Chart 1.

Disposition of the Consumer’s Dollar
Spent in Chain Variety Stores: 1936

ations, nearly $13,000,000 as a bookkeeping item
for interest on their net investment, and other net
revenue to an amount of nearly 84,000,000. This
total of $23,000,000, when added to the net profit
of 840,000,000, made a total net gain before income
taxcs of $63,000,000, or approximately 87, of net
sales. When measured in relation to invested
capital, this net gain
amounted to a return of
approximately 167%.

aggregate sales of S815,-
000,000 I 5,138 stores,
an advance of S71,000,-
ooo over the preceding
yeat. The cost of the
merchandise sold was
$518,000,000; thus ap-
proximately 63.5 cents
of the consumer’s dollar
spent over the counter
in chain variety stores
was required to cover
the cost of goods to the
chain. To this cost there
had to be added a total
cost of doing business
(including interest on
invested capital) of
$256,000,000, Or 3I.§

Salaries and Wages

No Rapid Expansion

in Number of Stores
The development of
chain store enterprises
in the United States
frequently has been
characterized by a rapid
rate of increase in num-
ber of stores. In this
respect, the variety
chain business perhaps
has not given so spec-
tacular a performance as
some other types
of chains. Nevertheless,
seven large companies
in this ficld augmented
their number of outlets

Net Cost of
Merchandrse
63 6%

cents out of the con-
sumer’s dollar. The total of merchandise and oper-
ating costs thus reached a figure of $774,000,000,
leaving about $40,000,000 as net profit in the nar-
row economic sense, the equivalent of about 5 cents
out of the consumer’s dollar, or 5 mills out of each
dime spent over the counter of variety chain stores.
This disposition of the consumer’s dollar received
by these 33 variety chains is shown graphically on
this page.

The total net income of thesc companies also
included $8,000,000 net profit from real estate oper-

from 2,100 to 3,700 over
the seven years from
1924 through 1931. In the years following 1931,
the rate of expansion slowed down notably; and the
33 companies reporting for 1936 opened a net num-
ber of only 83 stores during that vear, an increase of
merely 1.69; over the 5,055 stores operated in 1935.

Perhaps business in general is not yet sufficiently
far away from the experience of the depression
years for a spirited rate of expansion to be resumed:
but it is quite possible that the variety chain busi-
ness has now passed the stage where any very rapid
growth in number of stores is likely. If this sup-



position is true, it may turn out to have an impor-
tant bearing on margins, expenses, and profits in
the future. When a chain store enterprise is en-
larging its number of units and at the same time
increasing its average sales per store, the expense
rate tends to fall. If, however, an increase in the
number of stores is accompanied by a decline in the
average sales per store, then there is likely to be a
mixed effect on the total cost of doing business;
while some of the general overhead expense may
continue to drop in ratio to sales, the fixed expenses
of the stores themselves will tend to advance. But
if the number of outlets stands at a substantially
unchanged figure, then the total sales volume of a
concern tends to be influenced chiefly by fluctua-
tions in general business conditions and by the
accompanying changes in the price level. In such
situations, the experience of some other types of
retail distributors, notably department stores, sug-
gests that difficulty is likely to be encountered in
keeping the expense rate down; it will inevitably
rise in periods of depression, and no great headway
is likely to be made in reducing it during periods of
prosperity.

If programs of marked expansion are not likely
to be resumed in the variety chain business, this
situation may also possibly have a bearing on the
fortunes of this type of distributive enterprise in
the next depression. In the light of the severity
and length of the last depression, the limited price
variety chain business turned in a really brilliant
record, but it would not be wholly safe to conclude
on that account that such immunity will always
persist. Department stores were relatively un-
scathed by the business downturn in 1921, but they
were much more seriously affected in 1930-1932,
and some observers have contended that this vul-
nerability developed because they had settled into
a position of greater maturity. The comparatively
better showing of variety chains during the years
when business was at a low ebb was partly attrib-
utable to the attraction of their low fixed price
limits during a period when purchasing power was
on the decline, and partly in consequence of the
continued expansion in number of stores which
gave their sales substantial impetus during the
early years of the depression.

There is another important aspect to this matter
of expansion, and that is its bearing on the manage-
ment problems of individual companies. It is not
in the cards for any type of business to continue a
pronounced rate of physical growth indefinitely.
There is apparently a sort of natural law governing

the growth of business enterprises which brings
them all sooner or later into a period of maturity;
and for meeting the critical problems of such a
period companies which have grown rapidly seem
often to be less well equipped than those whose
growth has been less spectacular. In the variety
chain business, some concerns have been able to
keep their expense rates down by reason of their
rapid growth. These companies, as soon as the
expansion is halted, are likely to find difficulty in
keeping their operating cost ratios under control.
Other enterprises with a much less notable speed of
growth have been developing the necessary control
of expense through management policies and pro-
cedures, and it is such enterprises which are likely
to find themselves in the stronger position when the
period of maturity arrives.

Total Sales above 1929 Level

For a group of 16 identical variety chains, total
sales in 1936 were substantially above the 1929
level, but the average sales per store were still very
considerably below the 1929 figure. Comparing the
two most recent years, the aggregate sales increase
of the 33 companies for 1936 was from $744,000,000
to $815,000,000, and the increase in average sales
per store was from $148 000 to $159,000. The ad-
vance of approximately ¢.59, in the sales of limited
price variety chains may be compared with the esti-
mate of the Department of Commerce of an in-
crease of 14.59, in retail sales generally in the
United States in 1936 and with the increase of 129,
reported by the Federal Reserve Banks for the de-
partment store business. Variety chains, therefore,
did not share in increasing consumer expenditures
in 1936 to quite the same extent as did some other
types of retail enterprise. This development is by
no means an unusual one. In a period of business
recovery, as consumers begin to spend with some-
what more freedom, many of them are likely to
“trade up” on some purchases, shifting their pa-
tronage from the low-price variety chains to stores
selling higher-price merchandise.

Slight Increase in Gross Margin

Contrary to the expectation expressed in last
year’s report, the rate of gross margin in the variety
chain business advanced fractionally in 1936, from
36.25%, to 36.43%, of net sales. This was a very
small increase, but it was nevertheless a reversal of
the trend shown in the previous year. As indicated
in the summarized figures in Table 1, variety chains



since 1933 have placed their gross margin on a new
higher level, presumably as a means of meeting the
advance in the expense rate which, occurring in the
vears of poor business, pushed the figures into a
higher bracket, especially from 1932 on. Such an
effort to restore and maintain a normal net profit
differential over a higher level of operating costs is
understandable. As an additional reason for higher
gross margin, there is also to be borne in mind, of
course, the higher toll which is now levied on busi-
nessincome by the Federal and State Governments.

Perhaps it is significant that in 1936 the gross
margin percentage obtained by department stores
likewise increased, from 35.807 to 36.59,! a con-
siderably larger increase than that exhibited by the
variety chains. But the department store in the
United States is predominantly a service and pres-
tige type of retail organization; whereas variety
chains, in the past at least, have not sought to make
their appeal on these bases, but rather have relied
on their low prices to draw customers. The ques-
tion, therefore, inevitably presents itself whether
these concerns will be able to maintain their gross
margins on the 1933-1936 level without leaving an
opening for competitors to accomplish something
comparable to the present onslaught of the super

t Unpublished general average figures of the Bureau of Business
Research.

markets on the grocery chains. Chains in general
are thought of as low-margin types of retail distri-
bution; but as remarked in some of the Bureau’s
previous surveys, the gross margin required by
limited price variety chains has for several years
been fully as high as that of department stores.

It is not to be supposed, of course, that all variety
chains have equally high gross margins. In fact, as
shown in Table 6, therc was a wide range in the
gross margin rates of individual companies. And
it is true that at present the concerns with the high
gross margins are generally those which make the
best profits. Nevertheless, the average is high for
a chain store type of enterprise. For the future,
manifestly, much depends on what can be done
with the expense rate.

Slight Decrease in Total Expense

The aggregate total expense of $256,000,000 for
the 33 companies represented an increase in dollars
over 1033, but a small decline in percentage from
31.749, to 31.469,. This was a smaller decrease than
that obtaining in department stores in 1936, namely
from 33.89, to 34.9%;? but it is to be remembered

that department stores achieved a larger increase

2 Unpublished general average figures of the Bureau of Business
Research.

Table 1. Summarized Figures for 16 Identical Variety Chains: 1929, 1931-1936
(Aggregate Net Sales=10057)
— : —
Ttems I 1920 l 1931 ’ 1932 | 1033 ‘ 1034 [ 1935 1 1936
i g ‘ i
I i |
Aggregate Number of Stores.......... . ... .. 1 1,627 E 2,138 | 2,241 2,240 ! 2,279 2,323 2,308
Aggregate Net Sales (in thousands). ... .. .. .. I $360.900 )1 $3b3,328 { 8327,191 %557,()()3 $370.379 | $397.465 8430,336
Average Net Sales per Chain (in thousands). . . l $22,530 § 322,708 . $2o,44o 82},1343 325’,09.03 82\4,842 $2z.284
Average Sales per Store (in thousands). .. ... .. i $222 ll Stj0 | B130 S131% $1663 Syt Si34
i
GROSS MARGIN . .. .. .. [ 32.00%, : 32.10% “ 31.40% 35.615% 34.97% 34.47% 35.029,
. . i S . . ‘ : .
Salariesand Wages. ....... ... ... .. ... .. ... | 12.075% % 13.10% l 13.02%%, 13.80% ’ 14.37% 14.18%, 14.115;
Occupancy Costs. ... .ot I 881 ‘\‘ 11.40 [ 13.11 12.43 {or1.29 10.92 10.51
All Other Expense including Intevest. .. ... ... A 400 W40z | 322 5.39 5.29 5.27 5.36
serll Be~ll -l Bl B
Totsr ExpeNsE including Interest. ... .. ... 20.77%% \‘,[ 29.425% L 31.35°% 31.71% 30.05% 30.37% 29.98%
\ ~y - -
Ner PrOFITOR LOSS. ..o 5.929 I amscs 1 0.14%, 3.90%% | 4.029, 2105, 5.04%
Net Other Income (including interest on net ]f |
worth) . ... .. i 2.07 )‘g 2.80 b33 2.90 2.03 3.04 2.90
NET Gaiv before Income Taxes: ! :f | ) . .
Percentage of Net Sales. ... oL ; S39%% ! 36300 1 3.37% 6.86 6.055% 7.14% 8.00%,
Percentage of Net Worth. ... .. ... ... { 2003 { 10.07 574 11.63 12.52% 12,74 14.97
. | L "
Rate of Stock-turn (times a year) Based on! “\ ‘ !
Beginning and Ending Inventories. ... .. .. } 5.22 C5.30 5.IC 4.83 i 4.98 5.03 5.12
—

{hecause of inadequate balance sheet data in the case of one chuin, the fizure for net xain as a percentage of net worth was not based on the reports of all the
¢ hains in the group.
$The statement of one firm did not cover a full fiscal year. This average is adjusted to reflect the sales for the entire pericd.
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in sales volume than did variety chains. As Table 1
shows, the cost of doing business among limited
price variety chains reached a high point in 1933,
and since then has been gradually working back
toward the 1931 level, a position still well above the
1929 rate. The summarized per store figures in
Table 2, nevertheless, are not wholly reassuring in
regard to the future movement of the expense rate.
It appears that, unless sales per store increase more
rapidly than in 1936, it will be difficult to keep the
expense rate moving downward. Salaries and
wages and occupancy costs (including tenancy
costs, light, water and power, and depreciation in
fixtures and equipment) are the two chief outlays,
together constituting more than 809 of total ex-
pense; and in dollar amounts per store both these
classes of expense marched forward vigorously
in 1936.

Over and above the inferences to be drawn from
the figures for 1936, current developments in re-
gard to wages and hours of work suggest that it will
be difficult in 1937 for variety chains, as well as for
many other types of enterprises, to get the average
expense rate below the 1936 figures. For some busi-
nesses certainly, any substantial increase in wage
rates over existing levels will pose a difficult prob-
lem. Logically there are only three outcomes in
such a situation: (1) the additional share of the
output gained by the improved bargaining strength
of labor reduces the return on capital to or below a
bare minimum; (2) methods are found of increasing
the productivity of labor so that the increased out-
put will support the higher wage rate; (3) price in-
flation takes place on a scale which renders the
wage increase illusory. The first of these outcomes
offers little hope for future progress, though at any
particular time there are always some companies

which are in a better position to accept a curtail-
ment of returns on capital than others, a condition
which, as suggested by the figures in this report,
probably characterizes some variety chains. The
third possible outcome leaves the ultimate situa-
tion worse than before. Hence the second of the
three answers is the only one which promises any
real progress; it is this, indeed, which has been re-
sponsible in the past for most of the advancesin the
standard of living. The problem of increasing the
sales productivity of employees in retail business is
a difficult one. Selling, even in a 5- and to-cent
store, is a personal and not a mechanical function;
and, unable to enlist the potent aid of the machine,
management is hard pressed to discover new com-
binations of capital and organization that will en-
large the per capita output. Nevertheless, this is
the direction in which merchants must steadily
apply their ingenuity.

The Problem of Price Limits

The problem of price Jimits in the variety chain
business today is in the minds of many executives.
Interest has been focused on this question partly as
a result of the decision of the F. W. Woolworth
Company to stock merchandise at prices well above
its former limits. All companies operating on the
basis of fixed price limits, however, are inevitably
confronted with certain merchandising problems as
a result of changes in the price level. When prices
are falling, it is natural that concerns with fixed
prices should take new items of merchandise into
their lines. At a later date, when the price level
reverses its trend after demand has been established
for these articles, a limited price organization has
to face the issue whether to drop these goods as
their rising costs gradually make it impossible to

Table 2. Summarized per Store Figures for 16 Identical Variety Chains: 1929, 1931-1936
Items ) 1929 J 1031 l 1932 i 1033 i 1934 ' 1033 ‘ 1936

Average Sales per Store. . ............. $221,819 $169,938 $146,002 $150,552 $166,318 $170,053 $184,348
GROSS MARGIN. .. .....oivviininnnn $72,513 $54,703 $45,076 $53,612 $58,161 $38,027 $64,559
Salaries and Wages. .................. $28,770 $22,262 $10,000 820,912 $23,000 $24,241 826,012
Occupancy Costs. .................... 10,542 10,373 19,141 18,714 18,777 18,668 19,374
All Other Expense including Interest . .. 11,000 8,361 7,622 8,114 8,708 9,000 9,882
TotaL ExpENSE including Interest. .. .. $59,381 $49,996 813,772 $47,740 $51,475 $51,018 855,268
Ner Provrror Loss. .. .......... ... B13,132 84,707 $204 35,872 $6,686 $7,009 89,201
Net Other Income (including interest on

networth)...................... 3,022 4,860 4,710 4,456 4,873 5,107 5,457
Net Gamx before Income Taxes. ... .. .. $19,0354 89,567 $4,920 510,328 811,559 $12,200 814,748




sell them at a profit within the company’s fixed
price limits, or whether to make numerous excep-
tions to these limits in order to retain items for
which patronage has been developed. The eventual
result of such exceptions, of course, is an upward
shift in the company’s price limits.

There is also the further consideration that
variety chains which are not increasing their sales
volume through expansion in number of outlets
need to give their attention to ways and means of
augmenting the average sales per store. It is nat-
ural that they should consider the possibility of sell-
ing goods at higher unit prices. To embark on a
program of shifting some of the emphasis away
from 5-, 10-, and 23-cent items in favor of merchan-
dise retailing at so cents, 75 cents, 31, or higher,
means foregoing some of the strong promotional
appeal of low fixed price limits. It also means that
the management has to meet many new problems
of buying, merchandising, and sales promotion, and
that some difficulties may be involved in success-
fully making the transition and shifting the think-
ing of executives to new types of merchandise and
new prices. On the assumption, however, that the
transitional difficulties can be overcome and that
the attraction of a wider range of merchandise and
prices will sufiiciently offset the decrease in the
effectiveness of the low fixed price appeal, what
results can be looked for in the form of margin,
expense, and profit?

On these points the findings of this study cor-
roborate the results of the Burcau's carlier surveys
and poiut rather definitely to the following con-
clusions:

(1) Gross margin will be lower. The more defi-
nite competition with other types of retailing and
the greater possibility for comparison of values will
operate to reduce the initial mark-up, while the
more perishable character of some of the merchan-
dise, i.e., the increased danger of fashion obsoles-
cence, will increase the mark-downs.

(2) The total cost of doing business will tend to
be lower as a percentage of sales. Although mer-
chandise of low unit value is supposed to sell itself
primarily on a display basis, there is a certain ines-
capable minimum of physical work involved in
manning the counters, wrapping merchandise, and
making change. Where the average unit of sale is
very low, the percentage relationship of this inevi-
table minimum of work to the retail sales value is
high. Somewhere above the point of the very low
average sales transaction there is an optimum size
of average sale, not so large as to run seriously into
the need for more salesmanship and greater knowl-
edge of merchandise and yet high enough to escape
the disadvantage just mentioned. A management
which can successfully achieve approximation of
this point will be able to lower the expense rate.

(3) The net profit as a percentage of sales will
probably be lower because the decrease in the total
expense percentage will not be so great as the de-
cline in gross margin. In other words, unless sales
volume is substantially augmented, there will be a
drop in the total dollars of net profit. The success
of a policv of raising the price limit in variety
chains will therefore depend principally upon the
extent to which it is possible to increase sales vol-
ume by this means.



OPERATING RESULTS FOR 1936

Bureau Figures Represent about 929
of Total Variety Chain Sales

The Bureau’s information on the limited price
variety chain business for 1936 was obtained from
the reports of 33 vatiety chains operating 5,138
stores on the average during the year and making
aggregate sales during the year of $815,000,000.
From comparison with the total variety chain sales
indicated by the published figures of the United
States Bureau of Foreign and Domestic Commerce,
it was apparent that the Harvard Bureau’s sample
of the limited price variety chain business for 1936
represented over 929, of the total!

The 33 variety chains reporting to the Bureau for
1936 included five companies, with go stores and
sales of $2,700,000, which had not reported for
1935. There were two companies, on the other
hand, with 12 stores and sales of $268 ooo, which
had reported for 1935 but failed to submit figures
for 1936. There is, therefore, a difference in sales
volume of less than 15 of 19, between the Bureau’s
sample of the variety chain business for 1936 and
the sample for rg35.

Two Types of Averages —
Aggregates and Medians
In accordance with the usage in earlier studies,
this report presents two different kinds of averages,
both percentages of net sales. One type of average
percentage measures the relationship between the
total dollar amount for the particular item, ten-
ancy cost, for instance, reported by all the com-
panies and the total dollar sales volume of all the
companies. In this bulletin these percentages are
referred to as aggregates. The other type of aver-
age is the median. In arriving at the median, it is
necessary first to compute individual percentages
for the particular item for each firm, for instance,

1 No direct comparison could be made, but with adjustments a
reasonably accurate comparison was possible. To the total variety
chain sales reported by the Census of Business for 1935 was added
the percentage of increase in this type of business for the year
1936 indicated by the published figures of the Bureau of Foreign
and Domestic Commerce. To this total there had to be added
also the sales of one large national chain which the Harvard
Bureau classifies as a variety chain but which is classified other-
wise by the Census; then from the Bureau figure it was necessary
to deduct the sales of five companies operating entirely in Canada.

for the relationship between each company’s ten-
ancy cost and its net sales. The next step is to ar-
range the individual percentages in order from the
lowest to the highest. The percentage which ap-
pears in the middle of this array is the median.
(Sce Table 6.) Because of the way in which they
are obtained, the medians cannot be expected to
““tie together”; that is, the median total expense
percentage will not be the sum of the medians for
the individual items of expense.

The medians, of course, give equal weight to each
company, ignoring differences in sales volume,
whereas the aggregates are weighted very heavily
by the figures for the large companies. In view of
the fact that large chain organizations obtain their
high sales volume through a great number of widely
scattered stores, the aggregate percentages sketch
the better picture of the composite disposition of the
sales dollar; or to look at it from the consumer’s
standpoint, they show more faithfully what hap-
pens to the consumer’s nickels, dimes, and quarters
spent over the counters of limited price chain
variety stores. From the viewpoint of executives
desiring to compare relative efficiency of operation,
the other type of average, the median, is perhaps
the more useful, since it treats each company as an
individual unit of management. Both these types
of averages are shown in Table 5 and in a majority
of the other tables in this bulletin. Table 5, which
presents the 1936 figures for all the 33 reporting
chains, gives, in addition to the median, the range
of the middle 509 of the individual percentages for
each item. These middle range figures enable an
executive to determine whether the outlay of his
firm for a particular expense is in the middle half of
the reported range of experience for all companies
or whether it lies beyond these limits, either on the
low side or on the high side.

Characteristics of the Companies Represented

Among the 33 variety chains reporting for 1936,
13 had sales of less than $500,000, 11 ranged in sales
volume between $500,000 and $10,000,000, 7 were
in the bracket between $10,000,000 and $100,000,-
000, and 2 companies had sales over $100,000,000.
Classification on the basis of number of stores re-



Table 3. Sales by Merchandise Lines
for 18 Variety Chains: 1936

(Aggregate Net Sales=1009%)

Apparel and Accessories, Dry Goods, Notions, and

Domestics. . ..ot 30.715%
Hardware, Electrical Supplies, Crockery, and

GlasSWare. . ... vev 1471
Toys, Games, Books, and Stationery. ........... I1.92
Drugs and Toiletries. .. ... ... ... ..... Q.57
Miscellaneous. . . ..o oovio i 7.80
Confectionery and Nuts. .. ....... . ... ..., 7.06
Soda Tountains, Luncheonettcs, and Restaurants. 0.72
Jewelry .o 1.83

vealed 7 concerns with fewer than 1o stores each,
13 ranging from 10 to 50 stores each, 11 having
between so and soo stores, and 2 with more than
500 stores each. About 2697 of the stores were in
cities with population under 10,000, another 249
were in cities with population between 10,000 and
25,000, and about 209, were in cities with popula-
tion between 25,000 and 100,000.

Over 5090 of Salesin Apparel and Accessories and
Household Wares. For 1936, 18 of the reporting
companies, operating 4,721 stores, furnished in-
formation on sales by merchandise lines. These
figures are shown in Table 3. By far the largest
group was constituted of apparel and accessories
for men, women, and children; dry goods; notions;
and domestics. Next in importance came such
household items as hardware, electrical supplies,
crockery, and glassware. In order to measure
any changing trends in the lines of merchandise
handled by limited price variety chains, a tabula-
tion of sales by lines was made for 13 identical
companies for the four years 1933 through 1936.
These 13 companies had 4,617 stores at the end of
1936. The results of this compilation, which are
shown in Table 4, indicate a slight tendency for
the leading classification, apparel and accessories,
dry goods, notions, and domestics, to increase over
this period; and the same is true of the soda foun-

tain, luncheonette, and restaurant business. From
1034 through 1036, jewelry sales exhibited a rather
substantial decline in proportion to other groups
of merchandise.

Naturally the proportion of sales of the several
groups of merchandise varies widely among the dif-
ferent concerns; those companies with a high aver-
age sales transaction, for instance, characteristi-
cally have a considerably higher percentage of sales
in the apparel and accessories, dry goods, notions,
and domestics classification than do those concerns
with a relatively low average sales transaction.

Operating Figures for 1936

Change in Number of Stores, Sales, and Inventories.
During 1936, the reporting chains showed a net in-
crease in number of stores of 83, 114 stores being
opened and 31 closed. Of the 33 chains, 22 opened
some new stores; and among these 22 chains, 8§
closed some stores and 14 closed no stores. Only
one chain closed more stores than it opened during
1936. The other 11 chains neither opened nor
closed stores during the year. The net number of
stores opened in 1936 in comparison to the total
number operated indicates that limited price
variety chains were not, as a general rule, engaged
in a program of rapid expansion during the year.

The total net sales of the 33 reporting companies
were 9.597, higher in 1036 than in 1935, and it is
interesting to note that the increase in their aggre-
gate cost inventories between the beginning and
end of the year 1936 was 9.79,. An examination,
on the median basis, of the rate of sales increase in
identical stores operated through the full years
1935 and 1936 revealed substantially the same fig-
ure as the over-all rate of increase; and an analysis
of the change in inventory per store, also on the
median basis, revealed practically no difference
from the over-all increase in stocks. In other words,
the increases in both the sales and stocks were
spread over all the reporting companies with a

Table 4. Sales by Merchandise Lines for 13 Identical Firms: 1933-1936
(Aggregate Net Sales=100%,)

Items 1933 1034 1935 1936
Apparel and Accessories, Dry Goods, Notions, and Domestics 36.91% 38.20% 38.63% 39.62%
Hardware, Electrical Supplies, Crockery, and Glassware. . . .. 14.93 15.24 15.09 14.71
Toys, Games, Books, and Stationery . ..................... 12.20 11.70 11.88 11.95
Drugs and Toiletries. ............ ... ... ... ... .. 9.57 9.85 Q.70 9.58
Miscellaneous. . ... ... 9.97 8.60 8.17 7.87
Confectionery and Nuts. ....... ... ... ....... ... ...... 8.08 7.93 7.97 7.68
Soda Fountains, Luncheonettes, and Restaurants. .. .. ... .. 6.11 6.19 6.51 6.73
Jewelry. oo 2.17 2.20 2.03 1.86




rather remarkable degree of uniformity rather than
being confined to a few enterprises.

Gross Margin. The aggregate gross margin rate
for limited price variety chains in 1936 was 36.43%,
of net sales. In other words, not quite 3614 cents
out of the consumer’s dollar was required, on the
average, to cover operating expenses and profit.
This ratio was fractionally higher than the corre-
sponding figure for the 30 companies reporting for
1935. The median gross margin for 1036 was
34.249, with half the figures lying between 32.379,
and 36.11%,. The fact that the median figure was
lower than the aggregate figure indicates that the
companies with larger sales volume were those
which, in general, had higher rates of gross margin.
The frequency distribution of the gross margin per-
centages for the 33 chains is shown in Table 6,
where all the gross margin percentages are listed
in order from lowest to highest.

In the computation of the gross margin figures
all discounts and allowances were deducted from
the cost of merchandise; and freight, express, post-
age, and truckage, the great bulk of which applied
to incoming goods, were added to the cost of mer-
chandise. These inward transportation charges, as
indicated by the median figure in Table 5, charac-
teristically amounted to about 2.47, of net sales.
Consequently, if these charges had been treated as
an expense rather than as a part of the cost of
goods, the gross margin rate would have been
higher by this amount.

Gross margin is, of course, affected by mark-
downs and stock shortages. In the varicty chain
business it is not always possible to differentiate so
accurately between mark-downs and stock short-
ages as is the case in department stores. Some
mark-downs may not appear on the records, and
price reductions which are not recorcled show up
at the end of the period as retail stock shortages.
Consequently, the figure for total mark-downs and
shortages is likely to be more significant than fig-
ures for mark-downs and shortages separately. Of
the 33 reporting companies, 14 were able to give a
figure for total mark-downs and shortages. For
these companies the total ranged from less than 19,
of sales to more than 49, of sales, the median figure
being about 2.5%, of sales. As might be expected,
this figure is substantially lower than the typical
total of mark-downs and shortages for some of the
depression years when more numerous price reduc-
tions were necessary to keep pace with declining
markets.

Total Expense. The 33 limited price varicty
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chains in 1936 had a total cost of doing business
amounting to $256,000,000, or approximately 3114
cents out of each dollar spent by consumers in
stores of this type. Since this figure includes a
charge for interest on the net worth of the business
as well as for interest paid to outsiders, this total
cost of doing business represents the long-run eco-
nomic expense of operation. The median figure for
total expense was lower than the aggregate figure,
20.829, reflecting the fact that the largest chains
in the group in general had higher percentage costs
of doing business than did the smaller companies.
Table 6 presents the complete array of total ex-
pense percentages from which the median figure
was obtained. The entire range, as shown in this
table, was from just under 269, of sales to over
379%. All these figures include interest on invested
capital.

The aggregate total expense figure of 31.469, for
the 33 companies in 1930 represents only a frac-
tional decrease in operating costs from the preced-
ing year, 3/10 of 19, of sales, to be exact. In view
of the sales increase of approximately 09, it is
unfortunate that variety chains were not able to
whittle a larger slice off their operating costs. Such
percentage savings as were made appeared princi-
pally in salaries and wages and tenancy costs.

Net Profit and Net Gain. Because of the Bu-
reau’s practice of charging interest on investment
as part of the cost of operation, it is necessary to
differentiate between net profit or loss (in the nar-
row economic sense) and net gain, which is equiva-
lent to the ordinary definition of “net business
profit”. The variety chain net profit, in the narrow
sense, of roundly $40,000,000 in 1936 was just under
59 of net sales; that is to say, it amounted to about
5 mills out of cach dime spent by the public in
chain varietv stores. The median figure was a little
lower, 4.19, indicating that smaller companies did
not earn quite such good profits as did larger con-
cerns. Table 6 presents the frequency distribution
of net profit or loss figures from which the median
was obtained. Four companies exhibited net losses.
For the other 29 firms, net profit ranged from less
than 15 of 19 of sales to over 9.5%,. Whereas 889,
of the reporting variety chains earned some net
profit in 1936, in the case of department stores, as
shown by the Bureau’s study for the same year,!
only 607, of the reporting firms earned a net profit
in the narrow economic sense.

L Schmalz, Carl N, Operating Resulls of Department and Spe-

cialty Stores in 1936 (Harvard Business School, Bureau of Busi-
ness Research, Bulletin No. 104), p. 4.



Table 5. Operating Results for 33 Variety Chains: 1936
(Net Sales=1009,)

Aggregate Figures Median and Range Figures
Percentages Com;wzted from the
Percentages Figures in Each Chain Taken Individually
Almoufnts Cohmp(lzxtedbf'rorrlx
Items (Dollar figures | the Combinec One-half the Re
riv ; - ported
glen n Dollar Figures Median? Figures, Centered on the
thousands) 3302,‘111};‘1?n< Figures Median, Lay between
h the Limits Listed Below
Aggregate Number of Stores. ... ... . oL 1 5,138 o
Aggregate Net Sales. ... . o oL I 884,905 100.00%,
Average Net Salesper Chain. . .......... ... ... .. ... .. [ 824,004 R
Average Salesper Store. ... ... . oL . S1359
Net Cost of Merchandise Sold. ...................... . ... $518,053 63.57% 65.76% 63.80% 67.63%
GROSS MARGIN. . oo ottt e ‘ 200,852 36.43 34.24 32.37 30.11T
Salaries and Wages. ... . ... ... } $123,433 15.15%% 15.72%, 14.24% 17.79%
Tenancy Costs. . .. ... i i 70,517 9.70 5.74 4.00 7.68
Light, Water, and Power. . ........ . ... ... . o o0 ! 7,90¢ 0.96 0.93 0.81 1.IT
Depreciation of Fixtures and Equipment. . .. .............. 5,610 0.60 0.80 0.64 1.00
Supplies. ... 8,472 1.04 1.02 c.69 1.24
Advertising . . ... 1,486 0.18 .32 0.13 0.71
Insurance (exceptonrealestate). ... ... ... ... ... ... . 3,055 0.43 0.47 0.35 0.66
Taxes (except on real estate or income):
Sales. . . e 1,427 0.18 0.00 0.00 0.10
Unemployment and Old Age. .. ............... ... ... ... 1,206% 0.167 o.15f 0.13 c 018
Other. .. e 3,524 0.43 0.50 0.40 0.62
Travelling. ... ... oo i I ,08{ 0.13 0.32 0.15 0.55
Miscellaneous Expense. ... ... 3,018 0.73 1.31 0.70 1.56
Total Expense before Interest. . ........... ... ..ot .. 8243,340 20.86% 28.46% 26.87%, 31.18%,
Total Interest. . ..., ... . .. 13,032 1.60 I.51 1.32 1.72
Toral Expexsk including Interest. .. .. ... .......... .. $256,381 31.46% 20.829, 28.25%7, 32.665,
NET PROFIT OR LOSS. ... ..o $40,471 2.97%% 4.13% 2.80% 5.07%
Net Profit or Loss from Real Estate Operations. ... ....... $8,102 0.09%% 0.129, 0.060% 0.40%
Interest on Net Worth (except on real estate, leaseholds, and
goodwill). . ... 12,040 1.59 1.35 1.19 1.54
Other Revenue, Net. . ... .. ..o it 3,841 0.47 0.01 0.00 o1
Total Net Other Income. . .......... ... .. ...c.......... 824,883 3.035% 1.70% 1.37% 2.05%
NET GaN before Income Taxes: $65,354 e A B o
Percentage of Net Sales. ........... ................... S 8.02%, 5.91% 4.68%, 8.16%
Percentage of Net Worth. .. ...... ... ... ... ... ... . 16.04% 18.42% 14.50 26.68
Income Taxes for 1936. ... ..o ein i * * r.o5%t 0.61% 1.58%
Net Gaix after Income Taxes: * e A AU e
Percentage of Net Sales. . ............ ... ... ... ... ... .. o * 4.86%F 3.91% 6.28%
Percentage of Net Worth. .. ......... ... ............ .. o * 1407t 11.01 21.84
Rate of Stock-turn (times a year): ]

Based on Beginning and Ending Inventories. ... ......... R 4.75 4.38 3.50 4.84
Based on Monthly Inventories. . ... ... ... ......... ... .. - 4.637 g.01t 3.14 4.66
Freight, Express, Postage, and Truckage. .................. * * 2.41%%t 1.03% 3.63%

Percentage of Merchandise Purchased Direct from Manu-
facturer. ... ... ... . o 85.00%t 70.00% 91.00%

Percentage of Merchandise Warehoused by Chain... ... ... . C e 11.757 5.00 30.00
Distribution of Stores? among Cities with Populations of:

Lessthan soc00. ... ..o 1,188 26.09%%

10,000=25,000. . o« ottt 1,108 22.33

25,0007I00,000 . . . i go8 19.94

100,000—500,000 . . .« v ottt ‘ 517 I1.35

500,000 OF MIOTE. . . L L\ttt et e e 833 18.29

*Data not available. 1Figures for this item were not reported by all the firms in the group.
1 Because of inadequate balance sheet data in the case of 2 chains, the figure for net gain as a percentage of net worth was based on the reports of 31 firms.
1 All the medians were set independently; therefore the sum of the individual items does not necessarily equal the total.

2 Location of stores by size of city was reported by 3o chains having 4,534 stores.
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The net profit on the aggregate basis in 1936 was
greater than in 1935 by about 14 of 19 of sales,
reflecting both the slight increase in gross margin
and the slight decrease in total expense.

The difference between net profit and net gain is
represented by three items: net profit or loss on real
cstate operations, interest on net worth, and other
revenue, net. For 1936 the aggregate of these three
classmcatlons was about 20/ of sales. Hence, the
aggregate net gain, before income taxes, of the 33
variety chains was 89 of sales, or 8 mills out of
cach dime spent over the counter in retail establish-
ments of this type. The median figure, as may be
noted from the frequency distribution in Table 6,
was lower, 5.07, of net sales, again indicating the
greater profitability which characterized the opera-
tions of the larger concerns. On the other hand, the

Table 6. Frequency Distribution
of Important Cperating Percentages
for 33 1 ancty Chains: 1936
(Net Sales=1009; medians in bold type)
Note: The percentages in each column are arranged in order of

size and hence the percentages in each horizontal row are not
figures for the same [irm.

. Tot l_ - B
ota
Gross Expense Net Profit Net Gain Salaries
Margin inclwling or Loss or Loss and Wages
Interest
JJ ll "
215% | 23829 j(] 15.38% [L. 13.06%) 12.629
29.59 Il 20002 (L. 2ay | Lo 2a9 12.79
3028 | 2059 |IL. zor Wl. 0.04 13.50
20.09 [ 20.75 L. 0.62 It 014 13.57
31.54 27.41 0.21 } 2.24 13.58
31.54 27.84 1.0§ 333 13.85
32.00 28.06 2.69 3.04 13.90
32.14 28.11 2.82 3-89 14.18
32.37 [ 2?}.25 2.8¢9 4.68 14.24
32.39 ] 23.45 2.01 4.91 14.27
3° 48 || 28.52 3.42 5.2 14.63
3237 || 2839 34 5.13 14.32
32.66 1| 2024 3-74 5.18 15.01
3373 1| 20.32 3-89 5.51 15.14
33.01 | 20.74 3-92 5.61 15.16
33.95 | 29.74 4.03 539 15.44
34.24 29.82 4.13 ] 5.91 15.72
Median Median Median | Median Median
|
34.29 20.90 4.10 t h.2g 10.16
34.80 30.05 4.17 0.31 10.26
34.82 30.51 4.42 0.32 16.61
34.00 31.04 4.50 0.069 16.61
35.10 3176 453 7-54 16.79
35-32 32.04 || 4.79 7.83 10.97
35.02 32.29 4.00 780 17.72
306.11 32.60 5.07 8.13 17.79
36.753 33.01 5.99 8.26 18.06
36.04 33.80 6.21 8.42 18.83
37.10 34.20 6.71 8.66 19.21
37.33 34.42 6.71 9.35 19.84
38.52 34-39 7.30 9.85 21.74
3853 3315 8.47 9.61 21.75
39.27 3713 .14 10.49 22.33
40.99 37.2 Q.70 10.067 22.37
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aggregate figure for net gain as a percentage of net
worth was 16.07, as against a median figure of
18.4%,. This difference suggests that although the
larger variety chains had higher earnings as a per-
centage of net sales than did smaller companies,
their earnings in ratio to invested capital were not
so favorable as those of a substantial number of the
smaller concerns, it being remembered that the
aggregate ﬁmncs are weighted according to sales
volume, whereas the median figures give equal
weight to cach individual company.

Not all companies included a report of reserves
for income taxes for 1936 in the data submitted to
the Burcau. Consequently, no aggregate figures
can be shown for net gain after income taxes. On
the basis of median figures, such income taxes ap-
parently amounted to about 19 of net sales, leav-
ing approximately 4.09, of sales, or 14.29, of net
worth, as the net gain after income tax. These
figures were slightly better than the corresponding
figurcs for 1935.

Salaries and Wages.  Thelargest individual clas-
sification of expense for variety chains is, of course,
salarics and wages. This figure in the aggregate for
the 33 companics reporting for 1936 was $123,000,-
ooo, or approximately 15.297 of net sales, a decrease
of about 1/10 of 19, from the preceding ycar, The
salary and wage outlay in dollars was, of course,
larger for 1936 than for 1935, the slight decrease in
the percentage being attributable to the augmented
sales volume. The median percentage figure was
slightly bigher than the aggregate, 15.79,. The
complete frequency distribution presented in
Table 6 reveals a wide range, from less than 139,
to more than 229, of net sales.

In view of the fact that the salary and wage per-
centage dropped by only an insignificant fraction in
1936 in the face of a 9%, increase in sales volume,
and in view of the numerous wage advances which
have been made during 1937, it seems quite likely
that this classification of expense will require a
larger part of the consumer’s dollar during the
current year.

Tenancy Costs. The aggregate figure for tenancy
costs was necarly $80,000,000, about 9.8% of sales,
the slight percentage decrease from the preceding
year reflecting, of course, the higher sales volume in
1936. In this case, there is a very great difference
between the aggregate figure and the median, the
latter being only 5.9% of sales. Here again the ex-
planation lies in the sharply higher percentage
tenancy costs which were typical for the larger
companies. When other occupancy costs, such as



Table 7. Monthly Sales and Inventories for 19 Variety Chains: 1936

Average Sales per Store Average End-of-Month Retail Inventory per Store Ratio of Inventory

Precigéigg [iﬁ)inth

Month ] T -~ - T Ct of 1016 | N for‘Monlh

Dollers Avér(ztgi f\?f)[éx(h ‘ Dollars g Aves/;hgi Il\%inlh ' to Sales
i

January. ... ...l S9,392 06.54% 834,451 88.49% { 3.30
February. .. ... .......... 10,578 73.38 33,314 00.70 3.26
March. ... .. ............ 11,450 70.42 37,274 05.74 3.08
April. ... ... L 13,732 05.23 37,494 96.30 ) 2,71
May. ... ... . .......... 13.928 00.61 30,050 04.93 I 2.609
June....... .. .ol 14,425 100.06 30,443 03.61 | 2.56
July. 13,343 92.55 30,353 93-38 [ 2.73
August. ... 13,349 92.60 40,002 102.75 2.72
September. .. ... ... 13,593 94.29 2,713 109.71 2.04
October. ... ... ... .. 13,559 108.13 46,324 118.98 2.74
November. .. ............ 11,339 00,40 438,001 123.43 3.23
December. . ... ... .. ... 20,050 201.71 33,733 91.91 1.03

light, water, and power, and amortization of fix-
tures and equipment, were added to tenancy costs,
the total was approximately 11.4 cents out of the
average sales dollar. Thus salaries and wages and
occupancy costs together accounted for over 809
of the cost of doing business in varicty chains
in 1936.

Other Expenses. The 33 variety chains used over
88,000,000 worth of supplies during the vear, a
figure equivalent to approximately 19 of sales.
The only other expense item which amounted to
as much as 197, of net sales was total interest (in-
cluding interest on invested capital), 1.677, on the
aggregate basis. Advertising, an important type
of outlay for many retailers, is negligible in the
variety chain business, the 1936 expenditure on
this account amounting in the aggregate to less
than 2/10 of 19} of sales. Here a higher median
figure suggests that small variety chains make
somewhat more use of advertising than do the
large companies.

Taxes. The Bureau’s tax classification omits
real estate and income taxes, the former for the
sake of proper comparability being included in
tenancy costs, and the latter being regarded as a
distribution of profits and hence not included in
the expense statement at all. The remaining tax
outlays are classified in three categories: sales taxes
(including only such taxes of this type as are not
specifically collected from customers); unemploy-
ment and old-age taxes; and other taxes, com-
prising special chain store taxes, taxes on store
inventories or equipment, and licenses. As shown
in Table 5, the aggregate figure for these three
types of taxes in 1936 was approximately 0.8, of
sales.

Manifestly, this figure falls far short of rep-
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resenting the entire tax burden borne by the
variety chain business. The number of different
policies with respect to the ownership of real
estate, and the number of different types of lease
arrangements make it impossible on the basis of
cxisting information to disentangle real estate
taxes from tenancy costs. It was, however, possible
to obtain information on income taxes from all
but six of the reporting companies. For these
27 chains, operating 4,944 stores, income taxes
amounted to 1.619, of sales and to 19.969, of net
gain before income taxes. Both these figures were
higher than the corresponding figures for 1933.
Tor these same chains, the other types of taxes
previously referred to (with the exception of real
estate taxes) brought the total up to 2.379; of
sales; again a substantially higher figure than the
corresponding total for the preceding year.

Rate of Stock-turn. Rate of stock-turn may be
computed in two ways, cither by dividing the net

Table 8. Stock-Sales Ratios: 1934-1936
Ratio of Inventory for End of
Preceding Month to Sales for Month
Month

19541 1 1935 ( 10367
January. .. ... ... 3.31 3.29 3.30
February...... .. .. 3.30 3.34 3.20
March. ... .. .. .. 2.354 3.00 3.08
April. ool 3.10 2.92 2.71
May. ... .. 2.93 3.10 2,69
June. .. ... 2.97 3.04 2.30
July. 3-30 313 2.73
August. ..o 2.03 2.89 2.72
September. . ... ... 2.08 3.45 2.04
October. .. .. ... .. .. 2.85 2.93 2,74
November. ... ... ... 3.08 313 3.23
December. . ... ..., 1.09 1.75 1.65

T The ra}io's_ are based on the data for 17 chains in 1934; 18 chains in 1933;
and 19 chains in 1936.



cost of merchandise sold by the average inventory
at cost, or by dividing net sales by the average in-
ventory at retail. Furthermore, the average inven-
tory may be determined on the basis of stocks at
the beginning and end of the year only, or it may
be derived from the 12 monthly inventories. Not
all companies were able to report monthly inven-
tories. Consequently two figures are shown in
Table 5, the principal difference between them
being that the first one is based on an average of
the beginning and ending inventories for the year,
whereas the second one is based on the average
monthly inventory. On the aggregate basis these
two figures were 4.75 times and 4.63 times. The
median figures were slightly lower. These stock-
turn rates took into account all the stocks of goods
owned by the companies, whether in stores or in
warehouses.

Monthly Sales and Inveniories. The annual rate
of stock-turn portrays an average relationship
throughout the year. For purposes of stock con-
trol it is necessary to watch the specific relationship
of stock to sales from month to month. Table 7
shows monthly sales and inventories for 19 variety
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chains operating 2,424 stores at the end of 1936.
There are given the average sales per store per
month, the percentage relationship of each month’s
sales to those of the average month, the average
retail inventory per store at the end of each month,
the percentage relationship of this figure to that for
the average month, and the ratio of inventory for
the end of the preceding month to the sales for each
month. As might be expected, December is the
month of heaviest sales. In 1936, sales in Decem-
ber were twice as high as in the average month.
Inventory was highest at the end of November and
lowest at the end of January.

The ratio of inventory for the end of the pre-
ceding month to sales for the month, commonly
known as the stock-sales ratio, was above three
times in only four months out of the year; but only
for December did it drop very far below this figure.
Table 8 compares the monthly stock-sales ratios
for 1936 with corresponding figures for the two
preceding years. There was evident in 1936 a slight
tendency for these ratios to be a little lower during
the middle months of the year than had been the
case in the two preceding years.



YEAR-TO-YEAR TRENDS

With the publication in this bulletin of figures
for 1936, the Bureau now has consccutive data on
variety chain operations for the six years beginning
with 1931. A study was also made covering the
vear 192¢, but no figures were collected for 193o0.
Changes over this period have been substantial,
and to get a proper perspective on some of them it
is needful to have in mind some features of the
characteristic development of the variety chain
business prior to 1929. Such data are available
from published sources.

Long-run Trends in Sales, Number of Stores,
and Inventories

Chart 2 adds another year's figures to the similar
chart offered in the 1935 report. On the basis of
published statements of seven large chains, it pre-
sents yearly index numbers, with 193z as 100, for
aggregate number of stores, aggregate net sales,
average sales per store, and average cost inventory
per store. This last figure, it should be noted, is
taken as of the end of each year, whereas the other
data in the chart are centered on the particular
years. Beginning with 2,071 stores in 1924, these
seven companies had 3,278 stores in 1929, 3,759
stores in 1931, and 3,950 stores in 1936. The rate
of increase in the number of stores did not begin
to level off appreciably until after 1931, a fact

which accounts for the relatively slight decrease in
aggregate net sales during the first two years of the
depression. The total net sales of these seven com-
panies reached a peak of $684,000,000 in 1929.
After declining to a low of 8593,000,000 in 1932,
they rose to a new peak of $734,000,000 in 1936.
The decline in average sales per store and aver-
age inventory per store began well before the
depression, but was greatly accentuated after 1929.
From a peak of S220,000 in 1927, average sales per
store dropped to S209,000 by 1929 and then went
off sharply to S154,000 in 1932. In the meantime
average cost inventory per store, from a high point
of $27,000 at the end of 1926, dropped to $26,000
at the end of 1929 and to $18,000 at the end of 1932.
From this low point, average inventory per store
advanced sharply in 1933, & development no doubt
closely associated with the rapid rise in prices
during the latter half of that year. Average sales
per store changed only slightly from 1932 to 1933,
moved up briskly in 1934, changed little in 1933,
and again advanced substantially in 1936, to a
figure of $186,000, still remaining, however, at a
point much below the peak attained in 1927.
Since the bottom of the depression, the rise in
the average inventory per store has been substan-
tially greater than the increase in average sales per
store, the figure of 825,000 at the end of 1936 being

Chart 2. Sales and Inventories for 7 Variety Chains: 1924-1936
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not far below the peak of $27,000 at the end of
1926. Between 1935 and 1936, however, the move-
ment of these two indexes was substantially
parallel.

With a small increase in the number of stores
in 1935 and 1936, the index of aggregate net sales
again began to pull away from the average sales
per store. To the extent that these seven com-
panies are typical of the limited price variety chain
business, it seems probable, if a prediction may be
hazarded, that the index of the aggregate number
of stores will in the future rise at only a moderate
rate and that the movements of the other three
indexes on the chart will tend to remain very
roughly parallel, being governed primarily by
movements of the price level,

Trends in Depression and Recovery

For five years beginning with 1932 and cnding
with 1936, figures are available for zo identical
variety chains operating nearly 5,000 stores at the
end of that period. Also, for the year 1929 and
for the six years 1931 through 1936, figures are
available for 16 identical companies having 2,368
stores at the end of 1936. Aggregate percentages
for both these groups are shown in Tables 9 and
10.! Among the chains included in Table g whose

! Some of the figures in these tables exhibit slight changes from
the corresponding tables presented by Stanley F. Tecle, Expenscs
and Profits of Limited Price Variety Chains in 1935 (Harvard
Business School, Bureau of Business Research, Bulletin No. 103).
These changes result from the recalculation of tenancy costs for
one of the companies.

Table 9. Operating Results for 20 Identical Variety Chains: 1932-1936
(Percentages Computed from the Aggregate Dollar Figures; Combined Net Sales=100%)

Items l 1932 l 1033 1934 1933 l 1936
Aggregate Number of Stores. ............ ... o 4,687 4,731 4,788 4,866 4,049
Aggregate Net Sales. . . ......... ... oo $627,oog $647,002 $718,060 $738,141 $808,132
Average Net Sales per Chain. ................ ... ..., $31,5708 $32,4108 8335,886§ $36,907 $40,407
Average Salesper Store. ... ... ... oo $135% S137§ Brs508 $r1352 $163
Index of Change (1932=100):
Number of Stores per Chain. . ... ... . ... ... .. 0 L. 100.00 100.04 102.15 103.82 105.59
Net Salesper Chain. .. ..., 100.00 102.69 113.67 116.91 127.99
Average Salesper Store. . ... ... e 100.00 101.73 111.27 112.61 121.22
Net Cost of Merchandise Sold.......... .. ... ............ 66.18% 62.61%, 63.21%, 63.72% 63.54%,
GROSS MARGIN. . .\ttt e 33.82 37.39 36.79 36.28 36.46
Salariesand Wages. ... ............ ... ..o il 14.07% 14.919, 15.36% 15.259, 15.14%
Tenancy CostS. .. .. uuur e i ) 11.23 10.30 10.19 0.79
Light, Water, and Power. ... ... P r 13.21 1.03 0.97 0.99 0.97
Depreciation of Fixtures and Equipment............... ... 0.82 0.72 0.06 0.69
Supplies. . ... 1.01 1.03 1.04 1.00 1.04
AdvVertising. . . ... 0.19 0.17 0.17 o.19 o.18
Insurance (except on real estate}. ... . .................... 0.35 0.34 0.35 0.36 0.45
Taxes (except on real estate or income):
Sl L e 1 045 0.27 0.33 0.18 0.18
Otherl. . e / 0.45 o.42 0.47 0.59
Miscellaneous Expense including Travelling. ... ........... 1.06 0.73 0.63 0.73 0.85
Total Expense before Interest. .. ......................... 30.34% 30.089%, 30.20%, 30.119%, 29.88%,
Total Tnterest. .. ... it e e 0.8 1.47 1.72 1.73 1.00
Toral ExpeNSE including Interest. . ... ................ ... 31.32% 32.45% 32.01% 31.84% 31.489,
NET PROFITOR LOSS. . .. oo i 2.50%, 4.04% 4.78%, 4.44% 4.98%,
Net Other Income (including interest on net worth). .. ... .. 2.08 4.38 3.11 3.22 3.07
NEeT Garv before Income Taxes:
Percentage of Net Sales. . .............. ... . .. ... 5.487, 9.32%, 7.8()27{7 7.669, 8.05%
Percentage of Net Worth. . . ......... .. .. ....... .. ... 0.85 17.03 15.211 14.51% 16.02%
Rate of Stock-turn (times a year) Based on Average of Inven-
tories at the Beginning and End of the Year ....... ... 5.13 4.76 4.74 4.69 4.76

tBecause of inadequate balance sheet duta in the case of one chain, the figure for net gain as a percentage of net worth was not based on the reports of all the

chains in the group.

§The figures for one firm did not cover a twelve-month period. In computing this average allowance has been made for this fact.
I Tor 1036, unemployment and old age taxes have been included in this account.
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figures were not available for the longer period
covered by Table 10, are several large concerns
with a large number of stores and with somewhat
higher gross margin and total expensc rates than
those typical of the 16 companics. Aside from
the variations thus introduced, the year-to-year
changes shown in these two tables are substantially
the same.

As regards changes in number of stores, aggre-
gate sales volume, and average sales per store,
these two tables corroborate the ecvidence in
Chart 2 {or the seven companics. In studyving
these two tables, therefore, attention should be
given primarily to the movcment of margins, ex-
penses, and profits. In Table 11 thesc trends are

shown in terms of average dollars per store for the
16 companies for 1929 and 1031 through 193

Gross Margin on a Higher Level from 1933 through
1935. In commen with some other types of retail
business, variety chains did not experience any
severe decline in the percentage of gross margin
during the depression years; and beginning in 1933
there was a notable advance in the proportion of
the consumer’s dollar retained by these companies
to cover costs ¢f operation and profits. This in-
crease in the gross margin percentage amounted to
as much as 3159, or 49, of sales. Following 1933,
the gross margin ratio declined slightly in 1934, and
1935, but again turned upward in 1936, though not
reaching so high a point as in 1933.

Table 10. Operating Results for 16 Identical Variety Chains: 1929, 1931-1936

(Percentages Computed from the Aggregate Dollar Figures; Combined Net Sales=100%,)

|

Items 1929 )] 1931 J 1032 J 1933 } 1934 1035 ﬂ 1936
Aggregate Number of Stores. ............. ... 1,627 2,138 2,241 2,240 2,279 2,325 2,368
Aggregate Net Sales. ... .. P $360,000 || 83603,328 | $327,101 | $337,003 | 8379,379 | $397,405 | $436,530
Average Net Sales per Chain. . ........ ... .. $22,556 $22,708 $20,449 | $21,1348 | $23,6008 | 824,842 $27,284
Average Sales per Store. .......... ... §222 S170 3140 81518 1663 S171 S184
Index of Change (1932=100):
%TIutmgbelr of Sto&es per Chain................ 72.60 05.40 100.00 100.22 IOI.;O 103.753; 105.67
Net Sales per Chain. . ............. ..., 110.30 111.04 100.00 103.35 115.85 121.4 133.42
Average Sales per Store. ... ... L 150.02 116, 100.00 103.12 113.91 117.0 120,26
& p 3 39 3 39 7.09
Net Cost of Merchandise Sold. . ..... ... .. ... 67.31% 67.819, 68.51% 64.39% 65.03% 65.53% 64.08%%
GRrOSS MARGIN. . ..o 32.09 32.19 31.49 35.61 34.97 34.47 33.02
%glaries agd :\'ages .......................... ) 12.97% } 13.10%, 13.02%, 13.82% 14.37% 14.18% Ig.n%
enancy Costs. ... 10.2 9.33 9.10 74
Light, Water, and Power............. ... .. .. 8.81 I1.40 13.11 111 I.04 1.03 1,00
Depreciation of Fixtures and Equipment. ... ... 1.06 0.92 0.79 0.77
Supplies. . .. ... ... .. 1.62 1.45 1.29 1.35 1.34 1.40 1.35
Advertising. ... ... ... o 0.21 0.24 0.31 0.28 0.28 0.3t 0.27
Insurance (except on real estate). ............. 0.30 0.32 0.44 0.41 0.42 0.42 0.37
Taxes (except on real estate or income): \ \
Sales. ... 0.20 0.36 1 043 0.25 0.35 0.19 o.17
Other!. ... ... ....... ... P R / l 0.45 0.47 0.51 0.61
Miscellaneous Expense including Travelling 1.10 I 1.04 1.1 0.9 0.82 0.8 1.10
p | 3 3 3
Total Expense before Interest. .. ............. 25.36% :{ 27.91% 29.73% 29.99% 20.34% 28.76%, 28.49%
Total Interest. . ... ... ... .. . ... . ... ....... 1.41 l’ 1.351 1.02 1.72 1.61 1.61 1.49
Torar Exeeyse including Interest. ... ....... .| 26.77% ‘ 29.42% 31.35% 31.71% 30.05% 30.37% 29.08%
' |
Ner Prorrr or Loss. oo 5.925% o2971% 0.14% 3.90% 4.02% 4.10% 5.04%
Net Other Income (including interest on net 1
worth) .. oo 2.07 (‘ 2.86 3.23 2.96 2.93 3.04 2.96
Ner Gary before Income Taxes: r’
Percentage of Net Sales................. . 8.50% H 5.03% 3.37% 6.86% 95% 7.14% 8.00%,
Percentage of Net Worth. .. ... ... . ... .. 20,033 ' 10.07 5.74 11.63 12.521 12.74% 14.971
Rate of Stock-turn (times a year) Based on Aver- i
age of Inventories at the Beginning and End ; ‘
of the Year. ... o il 5.22 U\ 5.31 3.11 4.83 4.98 5.03 5.12

chains i the group, | .
§The statement of one {irm did not cover a full fiscal year.

1Because of inadequate balance sheet data in the case of one chain, the figure for net gain os a percentage of net worth was not based on the reports of all the

Thix average is adjusted to reflect the sales for the entire period.

1 For 1936, unemployment and old age tazes have been included in this account.
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Part of the rise in gross margin in 1933 may have
been attributable to the advance in prices, but in
considerable degree the continued high spread be-
tween cost of goods and net sales must be attrib-
uted to managerial efforts to counteract the injuri-
ous effects on profit resulting from the sharply
advancing expense rate.

Expenses Showed Little Decline after 1933. Under
the impact of the depression, the expense percent-
age went up sharply in 1931 as compared with 1929,
continued to climb in 1932, and reached its high
point in 1933. In each of the three following years
there were slight declines, but the total cost of busi-
ness in 1936 was still requiring a larger percentage
of sales than in 1931.

Some increase in the ratio of pay roll expense to
sales was occasioned during the depression by the
inability to adjust wage rates and organizations
quickly to the drop in sales volume. A further in-
crease was caused by the NRA in 1933 and 1934,
and the insignificant declines in the percentage of
pay roll expense in 1935 and 1936 indicate the con-
tinuation of a relatively close adjustment of wages
to increasing sales in those years.

Tenancy costs and the other occupancy expenses,
of course, advanced sharply with the drop in aver-
age sales per store during the depression, but in

1933 and the succeeding years the increase in sales
per store began to move these occupancy expenses
down somewhat in the percentage scale. Supply
expense evidently was well under control by 1932,
and thereafter was maintained in a fairly uniform
relationship to sales volume. Some slight tendency
towards an increased outlay for advertising appar-
ently was reversed in 1936, and this type of expen-
diture remains negligible in the variety chain busi-
ness. Taxes, needless to say, have increased sub-
stantially.

For the near future there islittle probability that
the expense rate will be greatly reduced. Continued
increases in sales volume will naturally lower the
percentage for occupancy expenses; but the cur-
rent prospect is that advances in wage rates and
decreases in hours, to say nothing of the possibility
of increased taxation, are likely to absorb all the
economies that can be effected elsewhere. If
during the next few years the expense rate is likely
to remain at or near the level that has prevailed
for the last three or four years, it is clear that the
new high rate of gross margin is needed if the
variety chains are to maintain a net profit differ-
ential similar to that which existed in 1929 and
earlier years.

Profit Showing Substantially as Good in 1936 as in

Table 11. Operating Results per Store for 16 Identical Variety Chains: 1929, 19311936
Items 1929 1931 1932 1933 1934 1935 1936
Average Sales per Store. ...........ooiiian $221,819 || $160,038 | $146,002 | $150,552 | $166,318 | $170,053 | $184,348
Net Cost of Merchandise Sold (including
freight, express, postage, and truckage) ....| $149,306 || $r15,235 | $100,026 $96,040 | $108,157 | $112,026 | $110,789

GROSS MARGIN. . .. cvvvinnenernencornnnnenns 72,513 54,703 45,976 53,612 58,161 58,027 64,559
Salariesand Wages. . .........ociiciiiainana $28,770 $22,262 $19,009 $20,012 $23,000 |  $24,241 $26,012
Tenancy Costs. .. ....ooiiieieeineneeeneen, 15,447 15,517 15,557 16,112
Light, Water, and Power..................... 19,542 10,373 10,141 1,671 1,730 1,761 1,843
Depreciation of Fixtures and Equipment. ...... 1,596 1,530 1,350 1,419
Supplies. . ... 3,593 2,464 1,884 2,033 2,229 2,393 2,489
Advertising. . ................ e 466 408 453 422 466 530 49
Insurance (except on real estate).............. 799 544 642 617 698 718 682
Taxes (except on real estate or income): .

SAlES. v ittt e e, 376 582 325 313

Otherl. ... .. it } 643 612 628 677 782 872 1,125
Miscellaneous Expense including Travelling . ... 2,440 1,767 1,650 1,400 1,364 1,419 2,028
Total Expense before Interest................ $56,253 $47,430 |  $43,407 $43,1 51 $48,798 $49,166 $52,521
Total Interest. .. ... ..ot 3,128 2,566 2,365 2,580 2,677 2,752 2,747
ToraL ExpeENSE including Interest............ $59,381 $49,096 | $45,772 | $a7,740 | $51,475 | $51,018 | $55,268
NET PROFITORLOSS. ... .ovuiiiiiinnnnns, $13,132 $4,707 $204 $5.872 |©  $6,686 $7,009 $0,201
Net Other Income (including interest

onnetworth)...........ccooiiuannnnn. 5,922 4,860 4,716 4,456 4,873 5,197 5,457

NET GAwN before Income Taxes............... $10,054 $0,567 $4,020 $10,328 $11,550 $12,206 $14,748

1 For 1936, unemployment and old age taxes have been included in this account.
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1929. Following the lift of gross margin in 1933,
the percentage of net gain before income taxes
jumped to roughly twice the level of the depression
year 1932. Thereafter it edged up gradually to ap-
proximately 89 of sales in 1936, a figure which was
only a little below the percentage net gain for 1929,
and which, moreover, applied to a larger total vol-
. ume of sales in 1936 than in 1929. The rate of re-
turn on net capital invested, however, was not so
high in 1936 as in 1929, and it is to be borne in
mind that the impact of income taxes against 1936
earnings was considerably greater.

Average Figures per Store Show Changes. Table 11
illustrates in terms of average dollars per store
some of the principal changes which have occurred
over the period. An average store of these 16 com-
panies lost roughly $76,000 in annual sales volume
between 1929 and 1932, but regained $38,000 of this
loss by 1936. At the time, the annual gross margin
for this average store fell from $72,000 in 1929 to
$46,000 in 1932, and then during the following four
years was pushed back to $64,000, a figure which
represents a larger proportion of recovery than was
achieved in sales. Total expense, including interest,
for this average store was cut down from $59,000 in
1929 to $46,000 in 1932, and then worked back up
to $55,000 in 1936. Salaries and wages fell from
$29,000 to $19,000, but by 1936 had returned to
$26,000. The occupancy costs, of course, were sub-
ject to much less fluctuation, varying only from a
high of $19,500 in 1929 to a low of $18,600 in 1935,
and lifting again to $19,300 in 1936, an increase
which presumably reflects both an upward read-
justment of rentals and also the operation of per-
centage lease arrangements.

Thus the average variety chain store in this
group in 1936 had $38,000 less sales volume, $8,000
less gross margin, but only $4,000 less total expense
than in 1929. In this average store the annual net
gain, before income taxes, fell off from $19,000 to
$5,000 between 1929 and 1932, and then recovered
to $14,000 by the end of the fourth year following.
And so by 1936 the average store in this group had
regained 507, of its loss in annual sales volume dur-
ing the depression; had recovered 709, of its loss in
annual gross margin; had surrendered 709, of the
reductions in annual expense achieved during the
depression, so that its operating costs were only
79 lower in 1936 than in 1929; and had regained
699 of its loss in annual net business profits.

Changes in Financial Structure,
1932 through 1936

Periods of change in general business conditions
trace their influence on balance sheets as well as on
operating statements. In order to throw light on
some of the changes in financial structure which
have taken place since 1932, the Bureau compiled
data from the balance sheets of 19 chains operating
4,836 stores in 1936 as compared with 4,578 stores
in 1932. These figures on the relation of certain
classes of assets to total assets are shown in Table 12
as relatives on the basis of 1932 as 100. There are
two sets of these relatives, one computed on the
aggregate basis, the other on the median basis, the
first one, of course, being heavily weighted by the
experience of the large chains.

During the period 1932-1936, the year 1934 was
the one in which the total assets of these 1g chains
exhibited the highest proportion of cash and United

Table 12. Change in Relation of Groups of Assets to Total Assets
for 19 Variety Chains: 19321936

(1932 percentage =100)

Median Figures

Aggregate Figures

Items

Index Numbers Prepared from the Relatives Com{)uted Relatives Computed from the Percentages Based on the
from the Percentages for Each Chain Individual

ly Combined Dollar Figures of the 1g Chaing

1932 1933 1934 1935 1936 1932 1933 1034 1033 1936
Cash and United States Government
Securities. .. ... ...l 100.00 | 141.21 | 158.07 | 143.97 | 131.57 | 100.00 | 131.96 | 152.82 | 136.46 | 120.47
Merchandise.................... 100.00 | 107.05 | 108.02 | 108.58 | 117.64 | 100.00 | 115.38 | 114.47 | II5.06 | I21.17

Land and Buildings Used in Business{| 100.00 95.27 92.04
Improvements to Leased

Real Estatef................ 100.00 | 85.81 7579
Fixtures and Equipment.......... 100.00 85.05 75.23

93.87 93.90 | I00.00 95.0I 96.37 | 107.49 | 108.51

67.35 63.74 | 100.00 87.30 80.65 77.32 77.27
77.67 77.06 | 100.00 87.72 82.04 82.64 83.24

fData on land and buildings used in the business were reported by 12 chains; also, data on improvements to leased real estate were reported by 12 of the

19 chains.
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States Government securities. Thereafter this con-
dition of liquidity became less marked. The invest-
ment in merchandise increased in 1933 and again in
1936. Investment in land and buildings showed an
increase in 1935 and 1936 when the figures were
computed on the aggregate basis, but this increase
did not appear on the median basis. This difference
suggests that it was some of the large chains which
in those years decided to increase their investment
in land and buildings, while the other chains in the
group typically maintained their investment in
land and buildings at a lower proportion of total
assets than in 1932. The relative investment in
improvements to leased real estate, as well as in
fixtures and equipment, decreased in the years
following 1932.

As a result of these changes, total assets at the
end of 1936 were divided as follows: inventory
about 409}, cash and United States Government
secutities nearly 1897, fixtures and equipment 179,
improvements to leased real estate 129, and land
and buildings 119}; miscellancous asset items con-
stituted the remainder. These are median figures
for the group of 19 chains. The aggregate figures,
which more particularly measure the balance sheet
condition of the larger companies, show lowcr per-
centages of assets in merchandise, in cash and
United States Government securities, and in {ix-
tures and equipment, and higher percentages in
land and buildings and in improvements to leased
real estate.

Balance sheets also were examined to determine
whether there had been any increase in the invest-
ment per store during recent years. The figurc for
assets per store was obtained by dividing total
assets (exclusive of investment in subsidiaries and
similar items) by the number of stores operated.
These figures were computed in the aggregate. On
the basis of assets per store at the end of 1932 as
100, there was an increase at the end of 1933 to 110
and a further increase at the end of 1934 to 112. At
the end of 1935 this ratio had decreased to 110.3,
but at the end of 1936 it was 115, a new high point.
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These figures obviously reflect the fact that total
assets during this period were rising more rapidly
than total number of stores.

Ratio of Assels to Sales Shows Decline. The rela-
tion between total assets and sales also was calcu-
lated for each of the five years from 1932 through
1936. This is a ratio which in general reveals the
relative efficiency of the use of capital in making
sales, though obviously, for any one year, there are
likely to be large differences in this ratio among in-
dividual concerns, depending on their policies with
regard to ownership of real estate, improvements to
leased real estate, and so on. Median and aggregate
figures for the ratio of total assets to net sales were
as follows:

Year Median Aggregate
1932 429 609,
1033 42 60
1934 338 58
1933 38 57
1930 30 54

The aggregate figures are, of course, weighted
according to the size of the companies. Hence the
fact that total assets during these five years con-
stituted a higher percentage of net sales on the
aggregate basis than on the median basis simply
means that the large chain variety companies as a
rule employed more capital in relation to sales vol-
ume than did the smaller concerns; presumably
many of the big companies had proportionally
larger investments in real estate and other fixed
assets. Both the median and the aggregate percent-
ages in the above compilation show a decline over
the period. In other words, sales were increasing
more rapidly than were total assets. Inasmuch as
1932, the bottom year of the depression, was taken
as the starting point, this change may be regarded
as entirely cyclical in character; when business
improves, the same capital suffices to make larger
sales. A long-run analysis of the relationship of
capital investment to sales volume in the chain
variety business might well show a different trend.



FACTORS AFFECTING MARGIN AND EXPENSE

There is a natural desire on the part of both retail
executives and students of distribution in analyzing
the results of such a study as this to be able to say
with some certainty what are the conditions most
favorable to success, that is, what conditions have
favorable or unfavorable effects on gross margin
and on the important items of expense. Do large
companies, for instance, regularly have the advan-
tage over small concerns? Does the size of cities in
which stores are situated havc any bearing on
margin and expense? Are companies with stores
located predominantly in one part of the country
more successful than enterprises operating princi-
pally in other regions? Is the rate of stock-turn a
significant factor? How are margin and expense
affected by the type of merchandise handled and
the amount of the average sales transaction?

It must immediately be admitted that several
important factors which may frequently affect
margins, expenses, and profits are bound to elude
any efforts at classification: for instance, differences
in abilities, skills, policies, and methods of manage-
ment; special local or temporary circumstances af-
fecting particular companies; or, finally, the ele-
ment of pure chance, which, in the present state of
business knowledge, can never be excluded from
consideration. Granting readily that such factors
as these will inevitably influence the figures and at
the same time defy classification, one may, never-
theless, proceed on the basis of the criteria sug-
gested above to segregate various groups of com-
panies for purposes of comparison. This means
groupings on the basis of size of companies, average
sales per store, rate of stock-turn, amount of aver-
age sales transaction, size of cities, and geographical
location. At once the difficulty arises that it is not
possible with only 33 reports to isolate the effects
of any one of these sets of conditions. The different
rate of salary and wage expense appearing for large
companies, for instance, may actually be attrib-
utable not to the factor of size of company, but to
the factor of size of city, or to the factor of type of
merchandise.

Consequently, in this section there are presented
comparisons on a number of different bascs fol-
lowed by a summary of the various ways in which
the significant figures, gross margin, total expense,
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net profit and net gain, salaries and wages, and
tenancy costs, apparently were affected by these
several sets of conditions. Both median and aggre-
gate figures are given in these comparisons, but the
former are to be regarded as the more important,
since thev weight equally the experience of each
firm as a management unit.

Bases of Comparison

Diffcrence in Sise of Companies. The size of a
concern may be measured either by total dollar
volume of sales cr by number of stores. Table 13
presents a comparison on the first of these bases,
the three groups being made up of 13 variety chains
with sales under $500,000, 11 chains with sales of
$500,000 to S10,000,000, and 7 chains with sales of
$10,000,000 t0 S100,000,000. Two large chains were
omitted from this comparison because their size
would have required classification in a separate
group by themselves, a procedure which, of course,
would have had the effect of revealing confidential
figures.

In Table 14 the 31 variety chains, the same two
large concerns being omitted, are grouped on the
basis of number of stores, 7 with fewer than 10
stores each, 13 with from 10 to 50 stores, and 11
with 5o to 500 stores.

Difference in Size of Average Store. Another meas-
ure of size is that of the average sales per store. In
Table 15 are given figures for three groups of com-
panies, g with average sales per store under $30,000,
14 with average sales per store ranging from $30,000
to S100,000, and 8 with average sales per store of
S100,000 or more. To preserve comparability with
Tables 13 and 14, the same two large companies
were again omitted.

Difference in Rate of Stock-turn. For many types
of retail business the rate of stock-turn has cus-
tomarily been regarded as a significant index of
managerial efficiency, and particularly in the chain
store field rapidity of stock-turn has commonly
been cited as one of the cardinal sources of advan-
tage. InTable 16, all 33 of the reporting companies
are classified on the basis of their stock-turn rates
in 1936. Eight companies turned their stock fewer
than 3.5 times annually, 1o cempanies had stock-
turn rates between 3.5 and 4.3 times, and 13 con-



Table 13. Operating Results for 31 Variety Chains
Classified According to Volume of Sales: 1936
(Net Sales=100%)

Ttems

Median! Figures

Aggregate Figures

Percentages Computed from
the Figures of Each Chain
Taken Individually

Percentages Computed from
the Combined Dollar Figures of the
Chains in Each Sales Volume Group

Net Sales Volume

Net Sales Volume

Less thun $300,000- | $10,000,000—

$500,000 $10,000,000 | $100,000,000

Number of Chains. ... . ... ... ... . .. ...
Average Sales per Store. ... ... i

Index of Change (1936/1935):
Number of Stores per Chain.................. ... ...,
Net Sales per Chaln. . ...
Average SalesperStore. ....... ... ... il

Net Cost of Merchandise Sold (including freight, express, post-
age, and truckage) .. .. ...
GROSS MARGIN. . .. oot

Salariesand Wages. . ......... .. ... i
Tenancy Costs. .. ..o i
Light, Water, and Power..................... . ...
Depreciation of Fixtures and Equipment, . ................
Supplies. . ... o
Advertising. . ... o e
Insurance (except on realestate).........................
Taxes (except on real estate or income):

SaleS. .

Unemployment and Old Age. .. .......................

Other. ... . e
Travelling. . ............... R
Miscellaneous Expense., . ... i

Total Expense before Interest. .. ... ...... ... ... ......
Total Imterest. . .. ... ... ... i

Toral ExpENSE including Interest. .. .. ... ... .........
Ner ProFITOR LOSS. . ... ..

Net Profit or Loss from Real Estate Operations. ...........
Interest on Net Worth (except on real estate, leaseholds, and

goodwill). ... Ll P
Other Revenue, Net. . ......... oot

Total Net Other Income. . .. ....... . oo,

NEeT Gain before Income Taxes:
Percentagefof Net Sales. . ........................ . ...
Percentage of Net Worth. . .. .........................

Income Taxes for 1036. .. ...t ii

NET GAiN after Income Taxes:
Percentage of Net Sales, ..........ccocviiiiiiinna o
Percentage of Net Worth. . ... .. ... ... ... ...

Rate of Stock-turn (times a year):
Based on Beginning and Ending Inventories. ............
Based on Monthly Inventories. ...... ...t

Freight, Express, Postage, and Truckage. . ................

Percentage of Merchandise:
Purchased Direct from Manufacturer. . .................
Warehoused by Chain. . ........ ... ...l

Distribution of Stores? among Cities with Populations of:
Less than 10,000, . . ..ot
10,000-25,000 . & 4ttt e ettt
25,000 100,000 . . + o+ o e e ien e
100,000 500,000 . 1+« <« « vttt
§00,000 OF THOTE . . . ..\ et ut e oo e e e

$29,680 852,90t | $207,481

107.69 103.33%1 101.28
122.38 113.02 I11.50
108.52 108.7471 109.74

67.43% | 65.04% | 65.76%

32.37 34.96 34.24

16.79% 16.26%, 13.85%
4.66 5.72 8.20
0.93 0.89 111
0.84 1.09 0.71
1.07 .90 1.01
0.71 0.19 0.32
0.48 .44 0.47
0.00 0.00 0.15
0.16} 0.18t 0.14
o.60 0.50 0.45
0.57 0.31 0.14
1.41 1.31 1.33

28.52%, 27.55% 28.259%,
1.54 1.41 1.36

3005% | 20.24% | 29.74%
2.82% 3.74% 4.42%
0.00% 0.17% 0.49%

1.40 1.35 1.34
0.00 ©.00 0.21

1.45% 1.55% 2.05%

491% 5.18% 7.54%
17.54] 17.28% 22.61

0.54%t| 105%t| 1.54%

2.02%%|  4.60%t]  562%
15.27F 13.361 16.87

3.58 4.56 4.71
3.08t g.o1t 4.34

3.08%1 2.60%% 2.41%

80.00%t| 80.00%t| 92.00%%
33.50f 17.50f 7.051

Less than | $3500,000- | $10,000,000—
$500,000 L$10,ooo,ooc $100,000,000

13 11 7

$30,082 | 860,642 | $190,730

66.11%, 65.20% 66.649

33.89 34.71 33.36

17.43% 16.08%, 13.50%
4.83 6.75 8.07
©.02 1.01 1.01
1.060 1.08 0.79
1.05 1.05 0.97
0.53 0.29 0.40
0.53 0.51 0.50
0.14 0.05 0.15
0.08} o.11f 0.15
054 0.57 0.44
0.67 0.28 0.18
1.19 1.42 1.10

28.97% 29.20%, 27.26%,
1.66 I.44 I.50

30.63% | 30.64% 28.76%
3.26% 4.07% 4.60%,
0.05% 0.38% 0.33%

1.46 1.14 1.47
L.o.05 0.00 0.99

1.46%, 1.52% 2.79%

4.72% 5-50% 7-39%
17.88% 19.731 16.93

* * 1.56%
. . 5.83%
13.37
3.40 4.16 5.08
3-05f 3.86% 4.65
* * 2.83%

84.76% | 63.91% | 24-33%

4.76 18.23 25.55
0.00 7.00 24.11
5.71 3.13 13.15
4.77 7.73 12.86

*Data not available. tFigures for this item were not reported by all the firms in the group.

tBecause of inadequate balance sheet data in the case of one chain in the first group and of one chain in the second group, the figures for net gain as a per-
centage of net worth were based on the reports of 12 and 10 chains, respectively. .

1 All the medians were set independently; therefore the sum of the individual items does not necessarily equal the total.

2 Tocation of stores by size of city was reported by 11 chains in the first group having 105 stores, by all the chains in the second group, and by 6 chains in

the third group having 1,377 stores.
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Table 14. Operating Results for 31 Variety Chains
Classified According to Number of Stores: 1936

(Net Sales=100%

“ Median! Figures ‘ Aggregate Figures
Percentages Computed from Percentages Computed from
the Figures of Each Chain the Combined Dollar Figures of the
" Taken Individually Chains in Each Number-of-Stores Group
tems
J Number of Stores Number of Stores
“Less than 10-50 |  30-500 Less than ‘ 10-50 507560
| 15 Stores Stores | Stores 10 Stores Stores Stores
Numberof Chains. . ............ ... ... . ........... ... e . e 7 13 11
Average Salesper Store. . ......... ... .. ... .. Lo S26,371 830,497 | $143,086 | $31,683 850,350 | S171,173
Index of Change (1036/1035): ]
Number of Stores per Chain........ .. ........... L. 100.00 107.79T 102.13
Net Sales per Chain. . ... 117.03 119.77 111.50
Average Sales per Store. . ... ... 108.52 113.571 108.50
Net Cost of Merchandise Sold (including freight, express, )
postage, and truckage). .. ... ... 67.615% 06.279, 63.71% 67.36% 66.639%, 66.529,
GROSS MARGIN. . ... . 32.39 373 34.29 32.04 33.37 33.48
Salaries and Wages. ... ... 10.70% 15.72% 14.27% 17.30% 16.11%, 13).6()%
Tenancy Costs. ... ... ... 3.38 5.36 7.43 3.76 5.77 8.03
Light, Water, and Power 0.97 0.81 1.03 0.00 0.98 1.01
Depreciation of Fixtures and Equipment. .. .......... .. .. \ 0.84 0.92 0.79 .12 .oz 0.81
Supplies. . ... ' oq8 1.06 1.0t 0.8¢ 0.98 o.q§
Advertising. ... ... I 0.3 0.33 0.19 0.73 0.30 0.33
Insurance (except on real estate). ........... .. ... ... I el 0.48 0.47 0.31 o.51 0.49
Taxes (except on real estate or income): ]
Sales. ... 0.00 0.00 0.12 0.09 0.0 .13
Unemployment and Old Age. . ... ... ............. ... o o.14% o.16% 064 o.10t o.14f
Other. ... ... ) o7 0.50 0.49 : 0.54 43
Travelling. . ... ... 0.47 0.33 | ©0.23 0.34 0.35 0.18
Miscellaneous Expense. ........... ... ... .. ... .. .. ... 1.56 0.92 ! 1.36 1.01 I.11 1.13
Total Expense before Interest.. ... ...................... 28.36% 28.50, 28.38%, 28.15% 28.03%, 27.41%
Total Interest. ... ... o i 1.54 I.53 1.41 1.72 I.41 I.Si)._
ToraL ExpeNSE including interest. . ... .. ............ . ... 29.90% 29.329; 20.74%% 29.87%, | 20.44% 28.9:1%
NET PrOFITORLOSS. ... ..o o 4.05% 3.425; 1.175% 2.77% 3.9350 4.37%
Net Profit or Loss from Real Estate Operations. ... .... ... 0.03% 0.08%, 0.27%% 0.07% 0.23% 0.34%
Interest on Net Worth (except on real estate, leaseholds, and
goodwill) . ... Lo 1.42 1.37 1.34 1.47 1.38 1.4
Other Revenue, Net. . ........ .. .. ... .. .. .......... 0.00 0.00 0.20 L.o.1y L.o.1o 0.94
Total Net Other Income. . .............................. 1.56%, 1.38% 1.97% 1.40% 1.51% 2.72%
NET Garx before Income Taxes:
Percentage of Net Sales. . ............ .. ... .. ..... ... 5.6190 5.12%, 6.34% 4.17% 5.44% 7.290%
Percentage of Net Worth. .. ... ... .. . ... ... .. ... .. .. 20.38 17.28% 20.52] 16.28 20.36% 17.001
Income Taxes for 1g36........ ... ... ... ... ... 0.29%t 0.645,t 1.40%% * * *
NET Garx after Income Taxes: . s ]
Percentage of Net Sales. ................... . L. 2,415t 3.91%T 35.60%t * * :
Percentage of Net Worth. .. ........ . ... ... . .. 0.67T 14.177 15.75T * * )
Rate of Stock-turn (times a year): ]
Based on Beginning and Ending Inventories. .. ....... ... 3.58 4.56 4.68 3.27 4.30 5.00
Based on Monthly Inventories. . ...... .............. .. 3.49t1 * 4.31t 3.3t * 4.007
Freight, Express, Postage, and Truckage. .. ............ ... 3.64501 | 2.04%t| 2465 * * *
Percentage of Merchandise:
Purchased Direct from Manufacturer. ........ ... ... . 50.0000t | 80.005,1 | 93.50%T
Warchoused by Chain. . .............. ... ... ... .. .. * 38.501 3.85t
Distribution of Stores® among Cities with Populations of:
Less than ro,000. . ... .. . . o L . 92.31% 67.18%, 32.03%%
I0,000725,000. . o vttt R R B 0.00 10.60 24.10
25,0007100,000. .« o\t o A ’ o 0.00 5.03 20.83
100,000-500,000 . . .« ot ot ittt e C S 7.69 134 ) 1143
500,000 OF MOT€. . ..o vv e i S Lo f S 0.00 9.03 | 11.0r

*Data not available. 1Figures for this item were not reported by all the firms in the group.

1Because of inadequate balance sheet data in the case of one chain in the second group and one chain in the third group, the figures for net gain as a per-
centage of net worth were based on the reports of 12 and 10 chains, respectively.

1 All the medians were sct independently; therefore the sum of the individual items does not necessarily equal the total.

# Location of stores by size of city was reported by all 7 chains in the first group, by 11 chains in the second group having 259 stores, and by 10 chains in the
third group having more than 1,700 stores.
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Table 15. Operating Results for 31 Variety Chains
Classified According to Average Sales per Store: 1936
(Net Sales=100%)

Median? Figures

Aggregate Figures

Percentages Computed from
the Figures of Each Chain
Taken Individually

Percentages Computed from
the Combined Dollar I'igures of the

Ttems Chains in Each Sales-per-Store Group
Sales per Store Sales per Store
Less thun $ 30,000~ ) $100,000 Less than J $30,000— 8100,000
$30,000 $100,000 or More $30,000 $roa,000 or More
Number of Chains. . ... ... ... . . . . 9 14 8
Average Sales per Store. . ... ... o $23,754 $45,718 | $202,087 | $25,245 $65,008 | $201,054
Index of Change (1936,1033):
Number of Stores per Chain. .......................... 107.031 101.58 103.01
Net Salesper Chaln. . ......... .. e, 118.23 116.78 111.85
Average Salesper Chain. . ............ ... ... 101.35T 113.57 108.23
Net Cost of Merchandise Sold (including freight, express,
_ postage, and trackage). ... 66.27% 65.44% 66.07%, 63.24%, 65.93% 66.70%,
GROSS MARGIN. . ..ottt e 3373 34.50 33.03 36.70 34.57 33.30
%‘alarics agd Wages. ... 19.21%, 16.395% 13.725% 19.71% 16.16%, 13.30%
enancy COSES . 5.04 5.22 8.21 5.13 0.43 8.13
Light, \.\"a'ler, and Power. ... . . 0.92 0.9t .09 0.8¢ 1.08 1.00
Depreciation of Fixtures and Equipment. ................. 0.30 0.88 0.83 1.22 0.36 0.81
[S\l(lipphes ............................................. I1.15 1.09 0.01 c.d9 1.2 0.95
VEIHISIIE . L o ettt 0.42 0.20 0.33 0.33 ©.12 .42
Insurance (except on real estate)......................... 0.84 0.38 0.50 0.09 0.44 0.50
Taxes (except on real estate or income):
Sales. . 0.00 0.00 0.12 0.04 0.11 0.15
Unemployment and Old Age. . .. .. .. .. ... . ... .. ... 0.18} o.14f B 0.161 o.14f
Other. . .. ©-49 0.01 0.48 056 0.53 o
Lo . . .55 e
Travelling. ... o 0.53 0.33 0.15 0.61 0.37 0.16
Miscellaneous Expense. .. ... I.41 1.23 1.42 1.52 1.20 1.11
Total Expense before Interest. . ... ... .. ... ......... 32.03% 27.06%, 27.70%% 31.61% 28.77% 27.22%
Total Interest. ... ... ... o i 1.83 1.45 1.44 2.18 1.32 I
Torar Expenst including Interest. ... ... ... ... .. 33.019, 20.289, 20.17%, 33.79% 30.00% 28.73%
NET PROFITORLOSS. . ... e 1.95% 4.35% 4.15% 2.07% 4.48% 4.57%
Net Profit or Loss from Real Estatc Operations. ........... ©.00% 0.06%% 0.51% 0.01%, 0.21% 0.33%
Interest on Net Worth (except on real estate, leascholds, and
goodwill). .. e 1.38 1.28 4 2.01 1.24 1.45
Other Revenue, Net. . ... ... o i 0.00 o.01 0.20 L.o.00 0.00 1.02
Total Net Other Income. ... ... .o 1.72% 1.429 2.04% 1.00%% 1.51% 2.33%
NeT Gaiv before Income Taxes:

Percentage of Net Sales, ...t 3.339% 5.36% 6.94% 4.96% 5.00% 7.40%%
Percentage of Net Worth. .. .. ... ... .. ... 13.28 25.660] 18.46 14.37 25.03 16.01
Income Taxes for 1936. .. ...t 0.36%, 0.09%t 1.49% * 1.60%

NeT Gary after Income Taxes:
Percentage of Net Sales, ... 1.88051 5.13%t 5.249¢ * * 5.80%
Percentage of Net Worth. ... ... ... . ... .. ... .. 5.55 21.93T 14.91 * * 13.03
Rate of Steck-turn (times a year):
Based on Beginning and Ending Inventories. .. ......... 2.72 4.36 3.78 2.86 4.35 5.10
Based on Monthly Inventories. . ... . ... . ... .. ... * 3.093t 4.47 * q.o1f 4.67
Freight, Express, Postage, and Truckage. . ...... ... ..., 2.819,1 2.6995T 2.309%7 ¥ * *
Percentage of Merchandise:
Purchased Direct frqm Manufacturer. . ....... .. ... .... 50.00%71 1 80000t 93.50%71
Warehoused by Chain. . .................... ... 2.50f 30.00T 3.00t
Distribution of Stores? among Cities with Populations of:
Less than 10,000, . ..o vttt e 88.089%, 57.48% 21.83%
TO,000—25,000 . 1 4 et vttt e e e 5.96 21.18 23.24
25,0007 T00,000. + < v vt et e 0.00 9.35 25.00
TO0,000= 500,000 . « « 4 et v v vt e e 3.97 3.58 14.20
500,000 OF MOTC. .o« v iia et e e 133 I 84qr 13.64

*Data not available. {Figures for this item were not reported by all the firms in the group.

1 Because of inadequate balance shect data in the case of two chains in the second group, the figure for net gai

reports of 12 chains.

n as a percentage of net worth was based an the

1 All the medians were set independently; therefore the sum of the individual iteras does not necessarily equal the total. i
2 Location of stores by size of city was réported by 8 chains in the first group having 151 stores, by 13 chains in the second group having 642 stores, and by

7 chains in the third group having 1,232 stores.
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Table 16. Operating Results for 33 Variety Chains Classified According to Rate of Stock-turn: 1936

(Net Sales=1009%)

Median! Figures Aggregate Figures

es Computed from \ Percentages Computed from
res of Lach Chain i the Combined Dollar Figures of the
rken Individually ] Chains in Each Stock-tnrn Group

i

I

1

1

{tems

Rate of Stock-turn Rate of Stock-turn

i 4.5 Times Less than } 3.5-4.5 4.5 imes

! or More 3.9 TLne:,-_ Times . or More
Number of Chains. ... ... .......... .. . .... { J 8 IOS 15
Aggregate Number of Stores. .. .. ... ... .. L ; o S 142 2,49‘ 2,408 -
Aggregate Net Sales. .. .. ... ... ... - ‘ co ce 84,300,876 | 5399,205,001 | $420,300,584
Average Net Sales per Chain. . .. ... ....... o ] e e 9538,735 | 939,020,500 828,020_,?4(:
Average Sales per Store. . ... ... 220,640 852,630 $106,322 930,351 $156,243 $168,255
Index of Change (1936/1035): .
Number of Stores per Chain. .......... ... . 100.00 101.03 103.90T
Net Sales per Chain. . ........... ... .. ... 117.94 111.00 113.16
Average Sales per Store. ................ .. 110.00 107.69 109.34%
Net Costof Merchandise Sold (including freight, v g
express, postage, and truckage). .. ... ... ... 66.80% 03.115% 65.76% 63.859, 62.57% 61.50%
GROSS MARGIN. . ., ... 33.20 3489 33.24 30.13 37.43 33.30
Salarics and Wages. ... ... ... L. 18,5007 16.79% 14.25% 10.30%% 16.03% 14.206%
) g /0 7 ; / L
Tenancy Casts. .. ... .. ... ... ... 3.22 4.87 7.37 5.00 10.03 8.97
Light, Water, and Power. ........... ... ... . ©.93 0.00 0.00 0.90 0.1 1.03
Depreciation of Fistures and Equipment, .. ., 0.82 | 0.93 0.1 1.23 0.64 0.73
Supplies. .. ... ©.00 i .13 0.09 0.83 0.70 1.30
Advertising. ... 0.3y 017 0.33 0.40 c.oI 0.34
Insurance (except on real estate). . ... .. ... 0.50 c.30 .43 o.75 0.53 0.37
Taxes (except on real eslate or income):
Sales. ..o ©.00 { 0.15 ©.00 0.00 0.19 .16
Unemployment and Oid Age. .. ... ... .]) § } 0.18 o.147 ) - o.17 o.157
. v .63 a , 0.68 .
Othero oo o o ;e \ 0.33 0.49 / 0.1 0.40
Travelling. .. 0.33 0.23 0.48 0.10 0.10
Miscelluncous Expense. ... ) 1.30 1.25 1.50 0.38 1.04
Total Expense before Interest. ... ... ... .. . 2% 28.23%% 31.03% go.fo% 28.07%
Total Interest. .. ... ... ... ... . ... ... ... i 1.50 1.33 2.15 _1.30 1.41
Torar ExriNse including Interest. . ... ..., .. i 20.98%, 20.32%% 33.78% 32.009, 30.38%%
. i X e
NerProrrror Loss. oo o0 0 2,325, f 4.93% 4.42%% 2.37% 1.83% 51255
Net Profit or Loss from Real Estate Operations 0.03% 0.03% 0.40%% 0.089 1.04% 0.96%%
Interest on Net Worth (except on real estate, )
leaseholds; and goodwill). . ....... .. . .. 1.53 1.39 1.31 1.09 1.82 1.3
Other Revenue, Net. . ............. . ... .. 0.00 J 0.02 0.09 L.ong 0.08 0.2
Total Net Other Tncome. . ............... ... 1,714, 1.50%% 1.02% 2.02% 3.34%% 2.61%¢
Nt Ga before Income Taxes: l .
Percentage of Net Sales, ... . ... 4.120% S8.0177 6.29%% 4.39% 8.37% 7 7250
Percentage of Net Worth. ... .. ... ..., 13.80 20.58% 21.00} 12.49 15.071 17.18%
Income Taxes for 1036, ............. . .. . o.50%¢ T f 1.50057 1.250,% * * i
Nzt Gaix after Income Taxes: i
Percentage of Net Sales ... . . 28345t 6,200 1 5.2290t . *
Percentage of Net Worth. .. ... ... . . .. . 12.30f 10.221 16.03t * * *
Rate of Stock-turn (times a year): }
Based on Beginning and Ending Inventories. . 2.72 : 4.00 1.03 2.62 4.31 5.28
Based on Monthly Inventories. ... ... .. * } 3.88f 4.661 * | 4141 4.78%
Freight, Express, Postage, and Truckage. . .. .. 4.345¢1 \ 2.309%t 2186t * | * *
Percentage of Merchandise:
Purchased Direct from Manufacturer. .. .. . * ‘ So.009,1 87.505%t
Warehoused by Chain. . ........ . ... .. .. * } 11.00f 10.00t
Distribution of Stores? among Cities with Popu- i
lations of: ‘
Less than xo000. ... .. ... . 88.64% 26.39% 21,7165
I0,000725,000. o oo\ it s I 8.33 26.27 23.13
X 0.00 15.96 25.80
| 3.03 10.77 12.56
500,000 OF mare. i 0.00 20.61 16.80

T T ierted e A A T
*Data not available.  tIigures for this item were pot reported by all the firms in the group.

IBecause of inadequate halunce sheet data in the case of one chain in the second group and of one chain in the third group, the figures for net gain as a
bercentage of net worth were based on the reports of ¢ and 14 chains, respectively.
T All the medians were set independently; therefore the sum of the individual items does not necessarily equal the total,

. * Location of stores by size of city was reported by 7 chains in the first group having 132 stores, by all the chains in the second group, and by 13 chains in the
third group having 2,034 stores. 23



cerns turned their stock 4.5 times or more during
the year.

Differences in Amount of Average Sale. The prob-
lem of price limits has long excited much interest
among executives in variety chains. From the be-
ginning some companies carried their limits up to
81, or even beyond in the case of some types of
merchandise; on the other hand, a few concerns
have adhered staunchly throughout their history to
the initial 5-, 10-, and 25-cent concept. But there
are a number of concerns which, especially during
the years following the upturn of prices in 1933,
have tended to lift the upper limits of their price
range. The very nature of the limited price variety
chain business makes it inevitable that price poli-
cies should also be merchandise policies. Chains
which place their reliance chiefly on nickel and dime
business obviously cannot handle so large a propor-
tion of items in the classification of apparel and
dry goods as do companies with price limits running
up to $1 or beyond. A grouping of variety chains
on the basis of the amount of their average sales
transaction thus becomes also a grouping on the
basis of relative proportions of kinds of goods han-
dled. The figures in Table 17 show the contrast
with respect to lines of merchandise between the
companies with an average sale under 20 cents and
the companies with an average sale of 30 cents or
more. For the latter group, apparel and accessories,
dry goods, notions, and domestics were a much
higher percentage of sales, while every other classi-
fication was lower than for the former group.

Table 17. Sales by Merchandise Lines
According to Size of Average Sale: 1936
(Aggregate Net Sales = 100%;)

Average Sale
Items
Less than 30 Cents
20 Cents or More
Number of Chains Reporting Data. . ... 6 10
Numberof Stores. . .................. 3,064 1,450
Apparel and Accessories, Dry Goods,
Notions, and Domestics. ............ 33-42% 54.40%
Hardware, Electrical Supplies, Crockery,
and Glassware. .................... 15.03 13.02
Toys, Games, Books, and Stationery ...\ 14.17 6.50
Drugs and Toiletries. . .. ............. I1.1C 5.87
Miscellaneous. . .. ... ......... ... .. 8.67 6.53
Confectionery and Nuts. .. ........... 8.17 6.00
Soda Fountains, Luncheonettes, and
Restaurants. ... ................... 7.53 5.15
Jewelry. .. ... 1.91 1.87
100.00%, | 100.00%,
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Not all the reporting companies were in a posi-
tion to give figures on the breakdown of sales by
lines or to make good estimates of the amount of
their average sales transaction. For 17 organiza-
tions with 4,522 stores, enough information was
available to permit classification into two groups,
one comprising six chains with an average sale
under zo cents and the other comprising 11 chains
with an average sale of 30 cents or more. There
were too few companies in the middle group to per-
mit the compilation of any reliable figures. For
these two groups both median and aggregate fig-
ures on operating results for 1936 are shown in
Table 18.

Differences in Size of Cities. Onan average, about
509, of the stores of the reporting companies were

‘situated in cities with population under 235,000, and

in some instances this proportion was much higher.
There were very few companies with a high pro-
portion of stores in cities with population over
100,000. For purposes of comparison, two groups
were established, one consisting of 22 chains with
607, or more of their stores located in cities under
25,000, and the other of seven chains with 509}, or
more of their stores in cities over 25,000. Separate
figures for each of these groups appear in Table 19.
These 29 concerns included all the large chains.
Differences in Regional Location. Table 20 is
based on the geographical breakdown. Five of the
reporting companies were situated entirely in
Canada. Among those whose operations were con-
fined principally to the United States, the most sig-
nificant line of division seemed to be between the
organizations having a predominant number of
stores in the urban and industrial northeastern and
northern central states embraced in Regions 1, 2,
and 3, and those having a great majority of their
stores outside this area. Consequently, Table 2o
compares figures for 11 companies in this latter
group with those for 1o companies in the former
group. One large national chain was not included
in this comparison because of lack of complete
information as to the exact location of its stores.

How Figures Were Affected by These Factors

On the basis of the seven breakdowns just
described, two additional tables were prepared
(Tables 21 and 22), the first showing medians and
the second aggregates. These tables bring together
for each of the principal ratios all the variations
shown in the several breakdowns. The following
observations are based on them, considerable allow-
ance being made in some instances for uncertainty



Table 18. Operating Results for 17 Variety Chains
Classified According to Average Sale: 1936

(Net Sales=100%)

1 Median! Figures Aggregate Figures
Percentages Computed from Percentages Computed from
the [igures of Each Chain the Combined Daollar Figures of the
Ttems Taken Individually Chains in Each Average Sale Group
Average Sale Average Sale
Less than 30 Cents Less than 20 Cents
20 Cents or More 20 Cents or More
Numberof Chains. . ..., . ... ... ... ... ... ... . ... ... . e 6 11
Aggregate Number of Stores. . ......... ... ... ... ... ... ... e e 3,004 1,458
Aggregate Net Sales. .. ... ... ... ... ... .. ... e e $520,895,160 $217,067,530
Average Net Sales per Chain. ............................ e R $87,815,360 $19,733,412
Average Salesper Store. . ......... .. e R R 8171,063 $148,880
Net Cost of Merchandise Sold (including freight, express,
postage, and truckage). ... ... ... . 63.57% 67.529%, 62.235 66.75%
GROSS MARGIN . © . oottt ittt e et 36.43 32.48 37.77 33.25
Salaries and Wages. . ......... ... .. 16.07% 14.27% 15.80%% 13.56%
Tenancy Costs. ... . 7.10 7.37 10.03 8.27
Light, Water, and Power............ ... .. ... ... ... ... ... 0.93 1.1 .90 1.04
Depreciation of Fixtures and Equipment. .. ................ 0.85 0.9% 0.63 o.80
Supplies. ... I.13 1.09 1.00 1.01
Advertising. ... . e 0.04 0.32 0.00 0.53
Insurance {except onrealestate).......................... 0.48 0.01 0.43 0.53
Taxes (cxcept on real estate or income):
Sales. e 0.20 0.00 0.20 0.09
Unemployment and Old Age. .. ........... .. ... .... o.18t o.14t o.17t o.14f
Other. .. o o 0.19 0.50 0.42 0.49
Travelling. ... 0.0 0.23 0.08 0.22
Miscellaneous Expense. ............ ... .. I.10 1.33 0.48 1.11
Total Expense before Interest. .. ........ ... ........ .. 20.77%, 28.40%% 30.037% 27.709%,
Total Interest. ... . .o I.31 1.32 1.71 1.38
Torar ExpeNst including Interest. .. ... ... ... ... .. .. 31.28% 20.74%% 32.645% 29.17%
Ner Provriror Loss. ..o o oo o 5.48%% 38675 5135 4.085%
Net Profit or Loss from Real Istate Operations. .. ... .. o 0.16%, 0.120 127y 0.43%
Interest on Net Worth (except on real estate, leascholds, and
soodwill) Lo 1.30 1.28 1.75 1.32
Other Revenue, Net. . ... 0.00 0.10 0.32 o.
Total Net Other Income. . ... o 2.507 1747 3.345¢ 2.16%
Nt Gaix before Income Taxes:
Percentage of Net Sales.................. ... .. ... ..., 8.51% 5.13% 8.67°% 6.215
Pereentage of Net Worth. ... ... . . 16,531 18.42 14.463 10.02
Income Taxes for 1936. .. ... ... 15091 1.0551 * *
NeT Gary aiter Income Taxes:
Percentage of Net Sales. . ................ ... .. 6.85%t 4.077%1 *
Dercentage of Net Worth. .. .......... ... .. .. .. . ... 13.067 13,027 * *
Rate of Stock-turn (times a year):
Based on Beginning and Engﬁng Inventories. ............. 1.30 471 4.52 3.14
Based on Monthly Inventories........... .. ... ... .. ... 3.031 4.317 4.50T 4.72%
Ireight, Express, Postage, and Truckage. . ... ... ... ....... 1.97%T 20451 *
Percentage of Merchandise:
Purchased Direct from Manufacturer. .. .............. ... 87.50% 87.50%t
Warchoused by Chain. . ....... .. .. .. ... ... ... .. ... 11.00 17.307
Average Sale. . . 18.0¢f 3r.ccf
Distribution of Stores® among Cities with Populations of:
Less than 10000, .. .ooooo co e 18.255% 25-45%
TO,00025,000. ¢ ittt et e R 20.43 25.93
23,00010C,000.  « .ot e - 2003 24.73
T10C,000=500,000. & . vttt e A S 12.20 12.87
590,000 OF MOTE. . ..o i 22.15 11.00

*Data nol available. 1 Figures for this item were not reported by all the firms in the group.

1 Because of inadequate balance sheet data in the case of one firm in the first group, the fgure for net gain as a percentage of net worth was based on the
reports of five chains, )

L Al the medians were set independently; therefore the sum of the individual items does not necessatily equal the total.

* Location of stores by size of city was reported by all the chains in the first group and by 1o chains’in the second group having 1,018 stores.
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as to which factors were really the cause of the
differences.

Gross Margin. There was a definite indication
that gross margin was distinctly lower for the com-
panies with the average sale transaction above 30
cents. In other words, those enterprises making a
relatively high proportion of their sales in apparel
and dry goods had lower gross margins than did the
companies specializing in nickel and dime business.
This evidence corroborates the findings in several
previous studies of the Bureau;! and there is no
need to repeat here the conclusions drawn in earlier
bulletins as to the reasons for this difference, be-
yond the bare statement that low unit price and
lack of either the urge or the opportunity for close
comparison of merchandise go far towards explain-
ing the high gross margins on nickel and dime busi-
ness. This reasoning manifestly does not exclude
the influence of deliberate policies on the part of
some organizations; neither does it serve to account
for one or two companies whose results are an
apparent exception to the general rule.

There is some evidence, particularly on the
median basis, that gross margin in 1936 was lower
for the small companies, both those with small

! See, for instance, Teele, Stanley F., Expenses and Profils of
Variety Chains in 1933 (Harvard Business School, Bureau of
Business Research, Bulletin No. 95), pp. 19-22.

Table 19.

dollar sales volume and those with small numbers
of stores. No consistent relationship was traccable
between size of city and gross margin, but there
was a tendency for the gross margin percentage to
be higher in Regions 1, 2, and 3 than in the southern
and western parts of the United States, although
this difference may also have been related to differ-
ences in the size of the average sales transaction.

Freight, Express, Postage, and Truckage. Tt is
appropriate to consider transportation costs on
incoming merchandise along with gross margin.
The Bureau follows the normal accounting practice
in considering these charges to be part of the cost of
merchandise rather than an expense of doing busi-
ness. Consequently, higher charges for the carriage
of incoming goods operate to diminish gross margin,
since the latter is the differential between the
realized net sales and the net cost of merchandise
sold.

These transportation costs on incoming mer-
chandise were clearly higher for the small chains.
Since small chains usually have low average sales
per store and since many shipments are customarily
made direct to stores, it may well be that the aver-
age size of shipment was lower for these chains.
Perhaps a more important explanation, however, is
that a majority of the chains with fewer than 10
stores were situated outside Regions 1, 2, and 3.

Operating Figures for 29 Variety Chains Classified

According to the Population of the Cities in Which Their
Stores Were Located: 1936

Items

Salariesand Wages. .............. ...
Tenancy Costs. . ..o
All Other Expense including Interest. .....................

Torar ExpENSE including Interest. .. .....................

Mediant Figures Aggregate Figures
6057 ot More 509, or More 60%, or More 5095 or More
of Stores in of Stores in of Stores in of Stores in
Cities of Cities of Cities of Cities of
Less than 25,000 25,000 or More Less than 23,000 25,000 or More
22 7
967 3,036
$85,807,655 $672,305,477
34-56% 33.91% 35-25% 36.727%
16.61%, 13.85%, 15.72% 15.169,
5.06 8.46 6.43 10.30
7.87 7.19 7.10 6.41
29-53% 32.04% 20.25% 31.87%
3.07% 417% 6.00% 4.90%
1.56 3.35 1.80 3.31
5.76%, 7.85% 7.80% 8.21%,
2.58%7 1.92%% * *

*Data not available.

tFigures for this item were not reported by all the firms in the group.

t All the medians were set independently; therefore the sum of the individual items does not necessarily equal the total.
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Curiously enough, merchandise transportation
charges were also higher for the companies with
low stock-turn rates. Offhand, this rclationship
seems to be contrary to the normal expectation,
since it might logically be thought that companies
with fast turnover would be those buying and ship-
ping in small quantities and hence incurring higher
proportional transportation costs. Since the evi-
dence clearly contradicts this hypothesis, the con-
clusion is indicated that there is no particular rela-
tionship between the rate of stock-turn and the
carriage cost on incoming goods but that the small
chains tend both to have low stock-turn rates and
high merchandise transportation costs.

The companies with a majority of their stores in
small cities also had higher costs on this score, and
the same is true to an even more marked degree of
the companies having a great majority of their out-
lcts situated in the South and West, a situation for
which the explanation presumably must be sought
in terms of distance from wholesale markets and
distance between stores.

Total Expense. There was no indication that
the total expense rate was greatly affected by the
size of chain (see Tables 21 and 22). The median
figures in the breakdowns according to both volume
of sales and number of stores reveal little variation,
although it is true, as shown in the aggregate fig-

ures, that a few of the large cencerns in the groups
with sales between $10,000,000 and $100,000,000
and with number of stores ranging between so and
soo had lower expense rates in 1936 than did
smaller companies. More significance apparently
attaches to the factor of sales per store, the total
expense ratc being distinctly higher for the con-
cerns making average annual sales of less than
$30,000 per store. On the surface, the influence of
the stock-turn rate on total expense in 1936 appar-
ently ran according to the conventional expecta-
tion; the companies with the more rapid turnover
exhibited gencrally lower expense ratios. Exami-
nation of the chicf expense classifications, however,
shows that the principal advantage of the firms in
the high stock-turn group lay in salaries and wages,
a type of outlay not generally considered to he
affected particularly by the speed of merchandise
turnover. Consequently, the explanation both of
the high stock-turn rate and of the low salary and
wage figure is quite likely to be found in the higher
average sales per store characteristic of this group.

Concerns with a lower average sales check had
characteristically higher costs of doing business,
although there were one or two individual excep-
tions to this rule. This evidence, added to that of
earlier studies, strengthens the conclusion that,
from the standpoint of store operating expense, the

Table 20. Operating Figures for 26 Variety Chains Classified
According to the Region in Which Their Stores Were Located: 1936
Median! Figures Aggregate Figures
Items go‘,‘/([, é)r More 70‘,?% or More go‘,‘% or More | 700% or More
of Stores of Stores : Stores ot Stores .
Located Out;ide Located in C%md{an Loc:ted grlle:side L(oczALSdeibn Cﬂ:.él.adlfll]
Regions 1, 2, Regions 1, 2, ms Regions 1, 2, Regions 1, 2, rms
and 3% and 3 and 3§ and 3§
Number of Chains. . ... ........... .. .. 1 10 5
Numberof Stores. . ........................ 483 1,575 133
Aggregate Net Sales. .. .. ........... ... ... $93,764,721 1S307,912,376 | $10,008,763
GROSS MARGIN. .. ......................... 32.669, 35.37% 33.73% 31.959, 36.019, 33.619,
Salaries and Wages. ... ..................... 16.99% 15.09% 14.829, 13.30%, 14.24% 14.06%,
Tenancy Costs......... F 4.41 6.24 6.41 7.17 0.33 8.24
All Other Expense including Interest ... ... .. 8.98 7.10 8.09 7.23 7.05 7.86
Torar ExpeNsE including Interest. . ... ... .. 20.24% 29.32%% 30.51%, 27.70% 30.6297 30.16%,
NeT ProFrT R Loss. .. ... e 4.05% 4.70%% 2.82%, 4.25% 5.30% 3.45%
Net Other Income (including interest on net|
worth). . ... .. . 1.65 2.00 1.37 4.25 2.70 L.53
NET GaIN before Income Taxes. .. .......... 6.31% 6.739% 4919 8.50%; 8.009%, 5.00%
Freight, Express, Postage, and Truckage. . . ... 4.27%t 2.059 T 1.219 T * * *

*Data not available.
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¥ All the medians were set independently; therefore the sum of the individual items does not necc’-ssarily equal thge total,



optimum size of average sales transaction lies some-
where above the low point commonly associated
with nickel and dime business. To maintain a low
expense rate in conjunction with an average sales
check of 15 cents or 16 cents apparently requires
exceptional ability of management.

Size of city clearly exercises some influence on
the expense rate: the larger the city the higher the
expense, the chief difference lying in tenancy costs.
These results are somewhat different from those
obtained in some of the Bureau’s earlier studies of
the variety chain business, partly because of a
change in classification made for the purpose of en-
larging the sample of companies having a majority
of their stores in cities under 25,000. Itis true that
some of the enterprises with 9o%, or more of their
stores in towns and cities under 10,000 exhibited
relatively high expense rates; but the general evi-

Table 21.

dence is that the highest expense rates tended to be
at the other end of the population scale.

In spite of the differences which appeared when
companies were grouped on the basis of size of city,
the geographical breakdown did not reveal any
significant variations in the median expense rate.
The low aggregate expense figure for the companies
with go%, or more of their stores outside the north-
eastern and north central regions of the United
States was influenced by two or three large chains
in that group.

Net Profit and Net Gain. Earnings were clearly
better for the larger variety chains in 1936. They
were likewise greater for the companies with higher
average sales per store. The normally expected
relationship of stock-turn to profits also appeared,
more ample earnings being reported by the con-
cerns with faster turnover rates. In spite of their

Summary of Operating Results for Variety Chains Classified on Various Bases: 1936

(Median® Iigures; Net Sales=r100%)

Ireight,
N Number Gross Tutal Salaries Tenancy Net Prafit Net Gain Express,
Classifications of Chains Alargin Expense and Wages Costs or Loss or Loss Paostage,
] , and Truckage
1
. l ]

Volume of Sales:

Less than $500,000. . .. .. ....... 13 52.37% 30.03% J 16.79% 4.66%, 2%, 4.91%% 3.089,t

8500,000-810,000,000. . . ... ... ... I 31.00 29.24 ©106.20 5.72 3.74 3.1% 2.00

$10,000,000~5100,000,000. . . . .. .. J 7 3424 20.74 { 13.95 5.20 | 2 5.74 2.41
S _ - I

Number of Stores: ( { 3
Less than 1o Stores. .. ... ..., \ 7 3 20.00%, | 16.79%, 3.389, 4.05%% 5.617 3.64"/01‘
1050 StOres. ...l | 13 3 20.32 ‘ 15.72 5.30 3.42 5.12 2.047
50-500 SLOTeS. .. ... 5 1t 3429 29,74 ’ 14.27 743 417 0.34 2.46F

S - |

Average Sales per Store: [ / { . »
Less than $30,000. ... ....o.n 9 33.73% 33.01%, 19.21%, 5.04%% 1.9500 3330 281051
$30,000~-8100,000. . ... 74 34.50 29.28 10.30 5.22 4.33 5.30 2.607
$100,000 or More. ... ... ...... 8 33.93 20.17 3.72 3.21 4.13 0.91 2301

- —) - —] S
Rate of Stock-turn:
Less than 3.5 Times............. S 33.20%, 33.18% 18.50%, 5.22% 2.329, 4.129, 4.31491
3543 Times ... ............... 10 3480 20.93 16.79 4.87 4.93 S. 3.301
4.5 Times or More . ............. ] 13 3424 20.32 14.27 7.37 4.2 6.29 2.18f
! 1
\

Average Sale: \ | ) .
Less than 20 Cents .. ... oo 6 26.43% 31.289, 16.075% 7.10%, 5.43% 8.54%% 1.9755T
30 Centsor More . .............. 11 32.48 20.74 14.27 7.37 3.39 5.13 2.04

Population:

609, or More of Stores in Cities of 3
Less than 25.000. . ............ } 22 34.56% 20.33% 16,615 5.00%, 3.97% 5.76% 2,389+
50% or More of Stores in Cities of
25,000 0r More. . ............. 7 l 33.01 32.04 13.85 8.46 4.17 7.85 r.9z2t
Location of Stores: { Outaid
0% or More Locate utside
¢ goegion% 1,2,and 3%. ... ... 11 32.66%, 29.24% 16.79% 4415 4.05% 6.31% 4.27%%
70%, or More Located in Regions 1,
2,and 3% .. oo 10 35.37 20.32 15.00 6.24 4.70 6.73 2.05
Canada. ....... ... 5 33-73 30.51 14.82 0.41 2.82 4.91 1.21

tTigures for this item were not reported by all the firms in the group.

*Revions 1, 2, and 3 iuclude New England, New York, New Jersey, Pennsylvania, Ohio, Indiana, INinois, Michigan, and Wisconsin.

1 All the medians were set independently; therefore the several percentages for gross margin, total expense, and net proit will show no exact arithmetical rela-

tionship.



higher expenses, the companies with a low average
sales check, that is, those emphasizing the 5-, 10-,
and 13-cent prices, achicved better profits because
of their greater gross margins. It was also the enter-
prises with 5097 or more of their stores in cities over
25,000 which had the higher percentage of net gain;
but classification on a geographical basis failed to
disclose any pronounced differences in earnings.

In short, the proper prescription for profit in the
variety chain business in 1936 evidently was to
have a chain with large sales volume, large number
of stores, high average sales volume per store, fast
stock-turn, low average amount of sales transac-
tion, and stores located predominantly in cities
above the smallest population groups.

Salaries and Wages and Tenancy Costs. Salaries
and wages and tenancy costs together constitute a
very large part of the total cost of doing business.
Furthermore, these two categories of expense under
several sets of circumstances apparently are in-
volved in complementary relationships, the one

Table 22.

being high when the other is low and vice versa.
Therefore it is appropriate to consider them to-
gether. Total pay roll as a percentage of sales was
high for the companies with low sales volume,
small number of stores, low average sales per store,
low stock-turn rates, low average amount of sales
transaction, and locations predominantly in towns
and cities under 25,000, These variations were
quite stable, being shown by both the median and
the aggregate figures. With respect to geographical
location, no important differences appeared.
Total pay roll in the variety chain business re-
flects primarily differences in salaries and wages in
the stores; and these, of course, depend in large
degrece on the output of the personnel as measured
in dollar sales. As indicated in Table 23, in 1936
the chains with the largest volume achieved approx-
imately a 19, advantage in store pay roll over the
medium-size chains, presumably, in part at least,
because their average sales per store were sub-
stantially greater than the sales per store of the

Summary of Operating Results for Variety Chains Classified on Various Bases: 1936

(Aggregate Figures; Net Sales=100%)

| 8 N e . . -
Massifications i Number Giross Total Sularies Tene Net Profit Net Gai
Classifications ! of Chains Murgin Ex;juhe ; and Wazes J tr::?:\ " oLr L(ji)s ert] OZLH
Volume of Sales: | |
Less than $500,000. ... .......... 13 33.80% 30.03% 17.43% 485%% 3.26% 4.72%
8500,000-81C,000,000. . . ... ... ... 13 34.71 30.04 16.08 0.75 4.07 5.59
$10,000,000-5100,000,000. . . ... . . 7 33.30 28.76 13.50 8.07 4.00 7.30
Number of Stores: |
Less thfm roStores. ... ... ... .. 32.049 20.87%, 17.30% 3.769, 2.77%% 4.17%
10~50 bt‘ores .................... 13 33.37 20.44 16.11 5.77 3.93 5.44
50-500 SLOres. .. ...t 3348 28.91 13.66 S.03 4.37 7.29
Average Sales per Store:
Less than 830,000, . .. ...ovovt.. 9 36.765% 33.790% 10.715% 5.15% 2.97% 4.96%,
830,000-8100,000. . .. ... ........ T4 34.57 30.00 16,16 6.43 4.48 5.00
S1o0,000 or More. . ... ... ...... 8 33.30 28.73 13.39 8.13 4.57 7.40
Rate of Stock-turn:
Less thzn}‘g.s Times ............. 8 36.159% 33-78% 19.80% 5.069, 2.37% 4.39%
3.574.5 Times . ................. 10 37.43 32.60 10.03 10.65 4.83 8.37
4.5 Times or More . .......... ... 13 35.50 30.38 14.20 8.97 5.12 7.73
Average Sale:
Less than 20 Cents .. ........... 6 37.77% 32.64%, 15.80% 10.65%, 5.139, 8.67%,
30 Cents or More. .............. I1 33.25 29.17 13.50 8.27 4.08 0.24
Population:
609, or More of Stores in Cities of
Less than 25,000, . ... ... ... 22 5% 29.25%% 15.729% 6.4 6.0057 o7
; Ceee 2 2 J . 439 006 80
50% or More of Stores in Cities of ' 370 ¢ 7 ¢
25,000 0r More. . ... ... .. 7 36.77 31.87 15.16 10.30 4.90 8.21
Location of Stores:
909 or More Located Outside
Regions 1, z,and 3*. .. ... ..., 11 31.95%, 27.70%% 13.305 7.17% 250; 8.50%,
709, or More Located in Regions 1, " e ‘ e v e
2 * -
C«” a{nd 3 1? 36,01 30.02 14.24 9-33 5.39 8.00
anada. . ..., L. 35 33.01 30.10 14.00 8.24 3.453 5.00
— J !

*Regions 1, 2, and 3 include New Fngland, New York, New |

;, Pennsylvanis
Note: Aggre"ue figures for freight, express, postage. and truclubc are not available
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medium-size chains. In this year the large chains
likewise exhibited an advantage, amounting to
slightly more than 19 of sales, in the administra-
tive and general salary and wage account; this
advantage, however, was probably attributable
almost wholly to the large sales volume of these
companies.

Tenancy costs as a rule were highest as a percent-
age of sales for the chains with large sales volume,
large number of stores, high average sales per store,
high rates of stock-turn, and 509, or more of their
stores in cities over 25,000. The differences under
all five of these sets of conditions were precisely the
opposite of those appearing in the case of salaries
and wages. Obviously stores in favorable locations
in larger cities have an opportunity to obtain
greater sales volume than stores in small cities.
This relatively large sales volume makes possible a
more constant rate of sales output on the part of
employees, and hence tends to keep down the pay
roll expense percentage. On the other hand, the
superior profit possibilities of such sites tend under
competitive conditions to make the rental values
absorb a considerable part, if not all, of the advan-
tages in pay roll expense.

The apparent relation indicated between the rate
of stock-turn and the percentage for tenancy costs
is contrary to normal expectation. Ordinarily it
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seems reasonable to assume that, other things being
equal, concerns with high stock-turn rates wiil
enjoy low ratios for such items of overhead expense
as rentals. Evidently in this situation other things
are not equal. The controlling factors presumably
are size of store and size of city, these factors heing
to a considerable extent responsible for the high
rate of stock movement, to which, in turn, no
great causal significance can be attached.

On the median basis, tenancy costs were slightly
higher for the concerns with average sales transac-
tions of 30 cents or more, but on the aggregate basis
a much higher tenancy cost appeared for the com-
panies with an average sales check below 20 cents.
Examination of the individual statements indicated
clearly that there were two or three large concerns
with low average sales transactions whose results
weighted the aggregate figures heavily. These
companies obtained relatively high sales per store
in 1936, had a majority of their stores in cities over
25,000, and had high tenancy costs.

It was not surprising to find that tenancy cost
percentages for the companies with 709, or more
of their stores in the northeastern and northern
central areas of the United States were definitely
higher than those of the concerns with 9o%; or more
of their stores in the South and West.



THE RELATION OF STORE EXPENSE TO OVERHEAD EXPENSE

The character of much of the current agitation
against chain stores suggests that the public in
general fails to understand the place which chains
occupy in the ficld of distribution and the market-
ing functions which they perform. One possible
reason for this lack of understanding lies in the fact
that outwardly a chain store looks like any other
retail establishment and the public does not see the
behind-the-scenes organization dealing with the
problems of merchandising, buying, and adminis-
tration. Not only does this organization make it
possible for the stores to function effectively, but it
is here that some of the principal chain store sav-
ings are accomplished, because it is by means of
this behind-the-scenes organization of chain stores
that the gap between the manufacturer and the
retail outlet is bridged more economically and with
less lost motion than is possible by means of some
of the more roundabout, though perhaps to many
people more familiar, channels of distribution.

In order to examine the operating costs of these
distributive functions of chain stores with which
the public does not come into immediate contact,
the Burcau has for several years classified the ex-
peuses of reporting chains, wherever possible, into
two divisions: store expense, and administrative
and general expense. Such a classification of ex-
penses for 16 variety chains on both the median
and the aggregate basis is shown in Table 23 for
two groups, one with sales between $500,000 and
810,000,000, and the other with sales between
$10,000,000 and S100,000,000. Not all companies
were able to report figures definitely segregated
intc these two divisions of expenscs.

Store Foxpenses Make Up Bulk of O perating Costs.
I'or both groups of firms, the total store expense
was much larger than the total administrative and
general expense. The immediate function of retail
store operation required about 249 of sales. The
administrative and general expenscs, covering all
the behind-the-scenes activities and embracing the
cost of those distributive functions performed by
chains which are broadly the equivalent of whole-
sale operations, required only from 39; to 59 of
sales. Here were included all the salaries of officers,
merchandisers, and buyers, the salarics and wages
of superintendents and field operatives, and the
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compensation of office personnel and warchouse
employees, as well as all the other costs connected
with headquarters operation, supervision, and gen-
eral management. The explanation of the relatively
low ratio which the total of these administrative
and general expenses bears to sales is to be found
principally in three connected sets of conditions:
(1) stores are supplied with their needs on a regular
routine basis, without the necessity for expensive
and wasteful “*selling” contacts; (2) substantially
the entire business of each store is concentrated
with its own headquarters, and with designated
sources of supply, instead of being spread over a
large number of unrelated channels; (3) the deci-
sions of executives, merchandisers, and buvers in
cach instance relate to such substantial quantitics
of merchandise that the expense per unit is low.

Although total store expense was about the same
for the chains with sales between Ss500,000 and
S10,000,000 as it was for those with sales between
810,000,000 and $100,000,000, the usual reverse
relationship appeared between salaries and wages
and tenancy costs, the pay roll expense, including
the salaries and bonuses of store managers, being
higher for small chains, and the tenancy costs being
higher for the large chains. The ditference in pay
roll expense for the smallest chains was occasioned
by the high percentage of sales required for store
managers’ salaries and bonuses, 3.839 as compared
with 2.17%. This ditference corroborates the find-
ings of the 19335 report. Unquestionably the expla-
nation is to be found in the much lower sales per
store of the smaller companies. Clearly a store
manager could be paid three times as much in a
store making sales of $200,000 a vear as a manager
in a storc with sales of $55,000, and still the per-
centage of managerial expense would be lower in
the larger store.

Adminisirative and General Expenses Lower for
Large Chains. Both the median and the aggregate
figures in Table 23 show that administrative and
gencral expense was a distinctly lower percentage
of sales for the large chains than for the smaller
ones. In accordance with the experience of prac-
tically all types of business, the executive salaries,
including those of buyers and superintendents, con-
stituted a lower ratio of sales for the large com-



Table 23. Store Expense, General Overhead Expense, and Total Expense
for 16 Variety Chains Classified According to Volume of Sales: 1936

{Net Sales=100%,)
Median! Figures Aggregate Figures
Percentages Computed from Percentages Computed from
the Figures of Each Chain the Combined Dollar Figures of the
Items Taken Individually Chains in Each Sales Volume Group
Net Sales Volume Net Sales Volume
$500,000- ! $10,000,000— $500,000~ $10,000,000~
$10,000,0c0 $100,000,000 $10,000,000 $100,000,000
Numberof Chains. .. ... ... ... i ceen e 9 7
Average Sales per SIOT€. ... ... i il e $54,109 $207,481 $67,813 $190,730
Store Expense:
Salaries and Wages:
Store Managers’ Salarics and Bonuses. .. ... ........... 3.83%t 2.17%T * *
Selling Salaries and Commissions. . .............ocovnns 3 * "
All Other Store Salaries. . ................... . oot 9.05t 9-02 }

Total (subtotal). .. ... (12.88) (11.95) 12.519, 11.41%
Tenancy Costs. .. ...t e 5.51 8.12 6.67 7.92
Light, Water,and Power. ...... .. .. .. ... ...l 0.36 1.10 1.02 0.99
Depreciation of Fixtures and Equipment...... ........... 1.03 0.70 1.03 0.77
Supplies. . ... s a.90 0.90 0.94 0.84
Advertising. ... .o e s 0.27 0.32 0.30 0.40
Insurance (exceptonrealestate). . ...................... 0.44% .47 o.42t 0.48
Taxes (except on real estate or income):

SalES . e 0.00 0.I5 0.05 o.I5

Other? . .o e 0.52 0.38 0.55 0.43
Miscellaneous Expense:

Communication. ...... ... i o.rrt c.09t * *

Unclassified (including Professional Services) . .......... 0.04 0.78 * *

Total (subtotal) .. ... .. ..o (0.73 (0.84) 0.87 0.76

Total Store Expense before Interest. .. .............. ... 23.20%, 24.189, 24.36% 24.15%
Administrative and General:
Salaries and Wages:
Officers, Executives, Buyers, and Superintendents. .. . ... 1.85%t 0.99% * 1.04%
Office, Supervisors, and Others. . ...................... o.617 1.01 * 1.06

Total (subtotal). ... ... ..o e (3.27) (1.96) 3.24% (2.10)
Tenancy COSES. ..o ov ot i i ees 0.19 0.10 0.10 . 0.1
Light, Water,and Power.......... ... ... ... . ... ... o.o1t 0.01 o.orf 0.02
Depreciation of Fixtures and Equipment. ... ............ 0.05 0.02 0.05 0.02
SUPPHES .+ ot 0.13 0.14 0.14 0.13
Insurance (except on real estate). . ...................... 0.05 0.02 0.08 0.01
Taxes (except on real estate or income). . . ............... o.r1f o.13 o.14t 0.16
Travelllng . . . e 0.28 0.14 0.26 0.18
Miscellaneous Expense:

CommUMICAtION. . . .o ivee et i o.r2f 0.08f * *
Professional SEIVICES. . .. ot vtttt it 0.10 o.12f * *
Uneclassified. ... . ..o e 0.22 0.18 * *

Total (subtotal). ... ... .o (0.50) (0.37) 0.52 0.34

Total Administrative and General Expense. .............. 4.72% 2.96% 4.60%, 3.11%
Total Expense:

Salaries and Wages. ........oviiiii i N 15.72% 13.85% 15.75% 13.51%
Tenancy Costs. ... .ouuuiinr i 5.72 8.20 6.83 8.07
Light, Water,and Power. ......... ... ... 0.8g 111 1.03 1.01
Depreciation of Fixtures and Equipment................. 1.09 Q.71 1.08 0.79
SUPPHES. . oo 1.09 1.o1 1.08 0.97
Advertising. . ... . e .27 ©.32 0.30 0.40
TNSULRIICE. . o o oottt e e e e e e e e e v amean e 0.44 0.47 0.50 0.49
Taxes (except on real estate or income):

SalES . L L L e 0.00 o.15 0.05 0.15

Other. . oo e e 0.64 0.58 0.69 0.59
Traveling. . ... e 0.28 0.14 0.26 0.18
Miscellaneous Expense:

COmMUNICAION . oot v vt ettt et eae e ieane e o.231 o.17f * *

Unclassified (including Professional Services) ... ........ 1.12 1.10 * *

Total (subtotal). . ... ... ..o (1.31) (1.33) 1.30 1.16

Total Expense before Interest....................... .. 27.55% 28.25% 28.06% 27.26%
Rate of Stock-turn (times a year):

Based on Beginning and Ending Inventories.............. 4.56 4.71 4.30 5.08

Based on Monthly Inventories. ............ ... ... ... ... a.o1f 4.34 g.01f 1.63
Percentage of Merchandise Warehoused by Chain. .......... 25.009,t 7.05%1 AU

* Data pot available. Tt Figures for this item were nat reported by all the firms in the group. .
1 All the medians were set independently: therefore the sum of the individual items does not necessarily equal the total.
2 Unemployment and old age taxes have been included with other taxes.
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panies than for the smaller concerns.! This same
characteristic relation of administrative expense to
sales volume appears, for instance, in department
stores where, in 1936, the total administrative and
general expense was 8.39 of net sales for companies
with sales of 300,000 to $500,000, as compared with
6.89, for companies with sales over $20,000,000. *

It is interesting to note in passing that for both
groups of variety chains the salaries of officers,
buyers, superintendents, and other executive per-
sonnel were a much lower percentage of sales than
the salaries of store managers.

Pay roll for office employees and other non-
executive workers at headquarters was higher for

1 On the general subject of compensation of retail executives,
see Baker, John Calhoun, The Compensation of Excculive Officers
of Retail Companies: 1928~1935 (Harvard Business School, Divi-
sion of Research, Business Research Studies, No. 17, March,
1937)-

t Schmalz, Carl N., Operating Results of Department and Spe-
clalty Stores in 1936 (Harvard Business School, Bureau of Busi-
ness Research, Bulletin No. 104) Table 2, p. 7.
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the large companies than for the smaller chains.
To some extent this difference undoubtedly reflects
a failure in precise comparability between these
two classifications of central office personnel. In
other words, in the firms with sales volume between
$500,000 and 810,000,000, some of the men in the
executive classification undoubtedly perform tasks
which in the general offices of chains with sales
between S$1o,000,000 and S100,000,000 are dele-
gated to individuals who are clearly in the non-
executive classification. Nevertheless, the very sub-
stantial difference in the pay roll total under the
administrative and general classification still re-
mains in favor of the larger concerns.

Differences in overhead expenses other than pay
roll were almost negligible in their effect on the
total administrative and general expense of these
two groups of chains, though it is interesting to
observe that both travelling and communication
costs also required a much lower percentage of
sales for the large chains.



RELATIVE PROFIT PERFORMANCE

In addition to using average figures such as those
in this bulletin for comparative purposes to meas-
ure their company’s performance against the tvpi-
cal results of the trade as a whole, or for small
groups of closely comparable firms, many chain store
executives desire to take the additional step of set-
ting up attainable standards of performance, or
goals, in an effort to surpass previous accomplish-
ments. With this purpose in mind, they are par-
ticularly interested in the typical figures for the
concerns earning the highest rates ol net profit.
Table 24 presents segregated figures for the nine
most profitable companies among the 33 reporting
for 1936. Profitability was, in each instance, meas-
ured on the basis of net profit (in the narrow eco-
nomic sense) as a percentage of net sales. Both
aggregate and median figures are presented in this
table, and, to facilitate comparison, the correspond-
ing figures for all 33 concerns arc repeated from
Table 5. This particular comparison is one for
which the median figures are undoubtedly more
useful than the aggregates, since the median gives
the same weight to the cxperience of each firm as a
unit of management.

The nine best-profit companies increased their
sales in 1936 by a larger percentage than did the
group as a whole. These companies included some
of the larger enterprises among the limited price
variety chains, but it is to be noted that their aver-
age sales per store were no greater than the general
average for all 33 concerns. On the basis of the
median figures, the advantage of these nine chains
with the highest rates of net profit lay almost
equally in their higher gross margins and in their
lower percentages for total expense. The aggregate
figures show the entire advantage of these nine con-
cerns to lie in the area of gross margin, their aggre-
gate total expense percentage actually being greater
than that of the entire group of 33 ccmpanies; but
this marked discrepancy between the aggregate
figures and the median figures stems entirely from
certain peculiarities in the margin and expense sit-
uations of two or three large chains. From a budg-
etary standpoint, the median figures afford a
better guide for executives desiring to establish
attainable goals.

Again, on the median basis, the nine most profit-
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able companies had somewhat higher salaries and
wages in ratio to sales, but enjoyed lower occu-
pancy expenses to an almost exactly offsetting de-
gree. They exhibited economies in expense for
supplies, for insurance, and for the miscellaneous
classification. Their rate of expenditure for adver-
tising, it may be surprising to observe, was only
half that of the entire group of 33 chains. Neither
in rapidity of stock-turn nor in the percentage out-
lay on account of merchandise transportation costs
did the nine companies appear to have any salient
advantage. The distribution of their stores among
the several different classifications of cities on the
basis of population was very nearly the same as the
general distribution for all 33 organizations.

Consistency of Earning Power

The foregoing comparison, of course, relates only
tooneyearand it is interesting to speculate whether
all these nine most profitable chains in 1936 will
also appear in a similar group of outstanding con-
cerns in 1937. On this question of relative con-
sistency of earning power as it relates to past vears
some light is afforded by the figures previously
referred to for the 16 identical concerns reporting
for 192g and for 1931 through 1936, as well as those
for the 20 identical companies which submitted
figures for the years 1932 through 1936.

Table 25 presents the ranking for each year on
the basis of net profit percentages of the 16 variety
chains which reported to the Bureau for 1929 and
1931-1936, inclusive. Ior convenient reference
these companies are separated into three groups:
the first five in profit ranking in 1929, the sec-
ond five in that year, and the last six in the same
year. Then the figures as read across the table hori-
zontally for the succeeding years represent the posi-
tions of these same firms on the relative profit scale.
Thus, Firm A, holding first position in 1929, was
third in 1931, fifth in 1932, and so on.

Since the period covered is a relatively long one,
and particularly since these years witnessed the
most severe cyclical fluctuations which business has
experienced in modern times, it is not surprising
that the figures in this table reveal little consistency
in the ranking on earning power. None of the first
five companies in 1929 was among the first five in



Table 24. Operating Results and Goal Figures for Variety Chains: 1936
(Net Sales=100%)

Median! Figures Aggregate Figures
Percentages Computed from Percentages Computed from
the Figures of Each Chain the Combined Dollar Figures of the
1 Taken Individually Chains in Each Group
tems
Median Ti < Median Figures Av Figures Average Figures
HRRAR | e | TTREART | o
33 Chains of Not Profit 33 Chains of Not Profit
Aggregate Numberof Stores. .. ... .. ... . o e e 5,138 3,046
Aggregate Net Sales (in thousands) . .. .................... RN R $814,903 $479,054
Average Net Sales per Chain (in thousands). ............... S S $24,604 $53,228
Average Sales per Store (in thousands). .. ................. o A 31350 $157
Index of Change (1936/1935):
Number of Stores per Chain............................ 101.851 101.63F
NetSalesperChain. . ....... ... it 114.74 120.23
Average Salesper Store. . ... ... . o ool 108.56T 113.131
Net Cost of Merchandise Sold (including {reight, express, _
postage, and truckage) ..... ... ... .o 65.76% 64.089, 63.57% 61.289,
GROSS MARGIN. . . .ottt 34.24 35.92 30.43 38.72
Salaries and Wages............. .. ... .. ... ... .. ... ... 15.72% 16.615 15.15% 16.27%
Tenancy Costs. ... ...t 5.74 5.04 9.76 10.88
Light, Water,and Power.................. ... ... ........ 0.93 0.86 0.06 0.91
Depreciation of Fixtures and Equipment. . .......... ... ... 0.30 0.70 0.69 0.58
SUPPlES. . 1.02 0.8¢ 1.04 1.06
Advertising. . . ... e 0.32 0.15 0.18 0.06
Insurance (except on real estate).......................... 0.47 0.31 0.45 0.40
Taxes (except on real estate or income):
Sales. . oo 0.00 c.20 0.18 0.20
Unemployment and Old Age. . ............ ... ... ..... Q.15 o.15f 0.16F 0.17F
Other. ... 0.50 0.49 0.43 0.42
Travelling. ... ... 0.32 ©.28 0.13 o.10
Miscellaneous Expense. .. ............. ... ... 1.31 0.75 0.73 0.45
Total Expense before Interest. ... ....................... 28.469% 26.87C% 20.869, 31.50%
Total Interest. ... .. ..o u it 1.51 1.47 1.60 1.64
TotaL EXPENSE including Interest. ... .. .................. 20.825 28.25% 31.469, 33.14%
NEP PROFITOR LOSS. . .. .. oov i 4.13% 6.71% 4.97% 5.58%
Net Profit or Loss from Real Estate Operations. ............ 0.129%, 0.22%; 0.99%, 1.40%
Interest on Net Worth (except on real estate, leaseholds, and
goodwill) . ... .. 1.35 1.35 1.50 1.66
Other Revenue, Net. ............. ... ... ............... 0.01 0.01 0.47 o.10
Total Net Other Income. ............ ... .. ............. 1.70%, 1.55%% 3.05%% 3.25%
NET Gaix before Income Taxes:
Percentage of Net Sales. .......... .. ... ... ... ... .. 5.901% 9.35% 8.02%, 8.83%
Percentage of Net Worth. ... ... . ... ... ... . ... .. 18.421 31.00 16.043 16.25
Income Taxes for 19036. . ..o 1.0591t 1.809;t * *
NET Gain after Income Taxes:
Percentage of Net Sales, ................... ... ... 4.86%1 7.405%F * *
Percentage of Net Worth. .. ....... ... ... .. ... ... ... 14.17% 23.21t * *
Rate of Stock-turn (times a year):
Based on Beginning and Engiing Inventories. . ............ 4.38 4.34 4.75 4.63
Based on Monthly Inventories. . ........................ g.0tf 3937 4.631 4.731
Freight, Txpress, Postage, and Truckage. .................. 24197 2.23551 * *
Distribution of Stores® among Cities with Populations of:
Less thax; L0000 . © ot e e . . 26.09% 24.02%
TO,000725,000 . . . o\ttt R o 24.33 24.15%
23,0007I00,000 . . ottt e e 10.94 19.08
100,0007500,000 . « .+ .ttt e S A 11.35 11.07
500,000 OF MOTE. .. oo v et te it ie e et o o 18.29 21.08

*Data not available.  {Figures for this item were not reparted by all the firms in the group,

IBecause of inadequate balance sheet data in the case of two chains, the figure for net gain as a percentage of net worth was based on the reports of 31 firms.
1 All the medians were set independently; therefore the sum of the individual items does ne. necessarily equal the total.

2 Location of stores by size of city was reported by 30 of the 33 chains having 4,554 stores.
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Table 25. Sixteen Variety Chains Ranked
According to Rates of Net Profit or Loss: 1929,
1931-1936

(Rank of 1 indicates highest profit percentage reported for year)

Table 26. Twenty Variety Chains Ranked
According to Rates of Net Profit or Loss:
1932-1936

(Rank of 1 indicates highest profit percentage reported for year)

Rank Rank
Firm Firm
1929 ‘ 1031 ’ 1032 1033 1934 1035 1036 1932 1033 1034 1035 1036
A 1 3 5 10 8 7 6 A 1 6
B 2 2 4 8 7 6 10 B 2 ? 3 i ;
C 3 11 10 14 9 9 7 C 3 2 I I 4
]? 4 3 3 10 10 12 D 4 4 12 i3 15
E 3 7 13 13 i 13 15 E 5 0 8 7 13
F 6 13 12 0 14 13 9 F 6 Ir 10 8 6
G b 8 7 7 6 3 2 G 7 15 15 19 16
H 8 15 14 16 16 14 14 H 8 8 7 3 2
1 9 6 8 11 13 I1 11 1 9 13 9 11 11
J 10 4 6 12 12 16 13 J 10 12 16 14 14
K 1r 5 2 2 I I 3 K 11 14 14 12 12
L 12 14 15 4 5 8 8 L 12 7 2 6 5
M 13 12 11 5 4 2 1 M 13 17 11 10 8
N 14 9 0 6 2 5 5 N 14 6 4 2 I
(6] 15 10 1 T 3 4 4 O 15 10 17 16 10
P 16 106 16 15 I§ 12 16
P 16 16 13 18 i8
Q X7 19 20 17 17
. R 18 5 5 9 9
1936, one of them had dropped to the middle group, % 19 18 18 Is 19
and four to the lowest group. At the other end of = * 0 % %

the scale, two of the last six firms in 1929 were
among the first five in 1936, only one having re-
mained in the lowest group. Just one company
maintained the same ranking for four years of the
seven, but in those years that company occupied
the lowest position. Only three other concerns
maintained the same ranking for as many as three
years out of the seven. Of the middle group in 1929,
only one remained in that group in 1936, one of
these concerns had dropped to the lowest group,
and three had risen to the first group. Only one
company over the period varied as little as four
positions in rank, no other firm varied under six
positions, and nine companies varied ten or more
places.

The similar figures in Table 26 for 20 companies
for the years 1932 through 1936 exhibit slightly
greater stability in profit ranking. For conven-
ience, these 20 companies are arranged in four
groups of five each on the basis of their 1932 show-
ing. Two of the five firms in the first group in 1932
remained in that group in 1936; but only one of the
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five in the second group was in the corresponding
group in 1936, and the same was true of the third
group. In the lowest group, however, four out of
five remained in the same group in 1936. Conceiv-
ably these figures may be taken as suggesting a
slightly greater degree of stability at both ends of
the earning scale than in the middle. Among these
20 companies, there was one firm which varied only
one position during the five years, and there were
four others which varied only three positions, but
there was no firm which maintained the same posi-
tion for more than two years consecutively.
Again it must be considered that these were
years of disturbed business conditions, 1932 being
the low year (for retailing at least) of the whole
depression period, and 1933 and 1934 being years
of only intermittent and halting recovery. Con-
ceivably, in a more tranquil period somewhat
greater consistency of individual earning power
might characterize the variety chain business.



EXPLANATORY NOTES

The Bureau follows certain accounting and sta-
tistical procedures for the purpose of obtaining
comparability among reports from individual firms
and for the purpose of making the published figures
as representative as possible. The more important
of these procedures in their application to this
study are covered in the following explanatory
notes:

Base of Percentages. All percentages in this bulle-
tin, unless otherwise indicated, are based on net
sales as 100%.

Gross Margin. The term “gross margin’ is in-
creasingly used in preference to “ gross profit”. It
represents the amount remaining after the deduc-
tion of net cost of goods sold from net sales. Net
cost of goods sold is billed or invoice cost of goods
sold, less cash discounts taken and allowances re-
ceived, plus transportation charges, and plus proper
charges {or merchandise depreciation and stock
shortages. The treatment of transportation charges
as part of the merchandise cost makes the gross
margin figure lower by the amount of such charges
than it otherwise would be.

Trans portation Charges. Variety chains ordi-
narily do not undertake extensive warchousing
operations; most of their merchandise is shipped
directly from manufacturers to stores. For this
trade, therefore, all transportation charges are con-
sicered as part of the cost of merchandise, following
the generally accepted accounting practice in other
fields of retail business.

Salaries and 1Wages. The salary and wage classi-
fication embraces all items of pay roll expense both
in stores and in the central organizations, including
the compensation of chief executives. One change
in the definition of the account for the 1936 studv
should be noted. Pensions, included in the salaries
and wages item in past studics, are considered as
miscellaneous expense in the present report.

Tenancy Costs. Tenancy costs comprise all ex-
penses on property used in the business. They
therefore cover, in the case of leased property, not
only rentals paid but other payments made in lieu
of rent, such as taxes, insurance, repairs, and amor-
tization of leaseholds. Charges on owned real estate
included in this account comprise taxes, insurance,
repairs, and depreciation on owned real estate, plus
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a fair charge for interest on equity in land, build-
ings, and improvements, as well as interest actually
paid on mortgages. The definition of the tenancy
cost account for 1936 differs in two respects from
that for 1929, 1931, and 1932, but is the same as
that obtaining in 1933, 1934, and 1935. Charges for
amortization of major improvements on leased
property, formerly combined with charges for de-
preciation on fixtures and equipment, have been
allocated to the tenancy cost item. Also, since
many of the firms lease stores for which heat is pro-
vided by the landlords, the cost of heat has been
included with other real estate charges in order to
assure comparability. In making comparisons be-
tween the figures given in this bulletin and those
given in the bulletins for 1929, 1931, and 1932,
allowance should be made for this change in
delinition,

[iterest.  In order to obtain comparability be-
tween businesses using different methods of financ-
ing, interest at the rate of 697 on the average nct
worth cxclusive of real estate, leascholds, and good-
will is considered as an expense, as well as interest
actually paid other than mortgage intercst. Inter-
est computed on real estate equity and mortgage
interest are considered as tenancy expense. From
the sum of the actual interest pavments and the
interest on owned capital is deducted the amount
of interest and dividends received.

Total Expense including Interest. Total expense
including interest is the complete cost of doing busi-
ness, comprising, in addition to the usual outlays,
salaries of executives, proprietors, and partners;
rental charges for owned real estate; and interest on
owned capital.

Net Profit. The above procedure with respect to
interest leads to a narrow definition of net profit as
a theoretically residual sum over and above a cus-
tomary interest return on invested capital.

Net Other Income. Net other income has three
component parts: profit or loss from real estate
operations; interest on net worth other than real
estatce; and other revenue, net. In the first of these
are included net profit or loss on owned real estate
not used in the business, interest previously charged
as expense on the investment in owned real estate
used in the business, profit or loss on real estate
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“which has-been-sablet, and profit or loss of any
gsubsidiary seadstate holding companies. Under
interest on net worth is credited back the interest
at 6% on the average net worth excluding real
estate, previously included as an operating expense
in arriving at the net profit on merchandising oper-
ations. Miscellaneous revenue, including among
other items such receipts as dividends from manu-
facturing and/or foreign subsidiaries, commissions
from leased sections, and income from weighing
machines and telephones, is considered as sundry
revenue, net.

Net Gain. To arrive at the final net gain or net
business profit, net other income is added to the net
profit. Therefore the net gain figure, while not
affording, from a statistical standpoint, so valid an
interchain comparison as the net profit figure, may
be taken as roughly approximate to net business
profit in the commonly understood sense. Net gain
is expressed both as a percentage of net sales and as
a percentage of the average nct worth. The use of
the average net worth as a base for this figure intro-
duces the complication of differing policies in regard
to real estate. For a chain which, either directly or
through a subsidiary real estate corporation, owns
many of the stores operated, the total average net
worth is large in proportion to the net sales volume;
and as a result the rate of return on invested capital
is low as compared with that for a chain owning
little or no real estate.

Taxes. The tax account includes all tax expense
except real estate taxes, included under tenancy
costs, and federal and state taxes on net income,
treated as a deduction from net gain. Where state
or municipal taxes on sales or gross income are not
collected directly from customers but are absorbed
by the chain as expense, such cost is included under
sales taxes, a subdivision of the tax account. An-
other sub-classification of the tax account, new in
this year’s study, comprises payments for unem-
ployment and old age taxes made in comphance
with the Social Security Act. Other tax expense in-
cludes special chain taxes, licenses, taxes on equip-
ment and merchandise inventory, corporate taxes,
the federal capital stock tax, and other ta#és not
specifically mentioned elsewhere.

Rate of Stock-turn. The rate of stock-turn, or
rapidity of merchandise turnover, is calculated by
dividing the cost of merchandise sold by the aver-
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age inventory at cost. For chain enterprises the
average inventory includes merchandise both in
stores and in warehouses. Stock-turn figures of two
types have been computed: the first rate, available
for all chains, is based on the average of the begin-
ning and ending inventories; and the second rate,
available for part of the chains only, is based on the
average of 12 monthly inventories.

Aggregates and Averages. Some of the figures in-
cluded in this report are averages based on aggre-
gate dollar figures. Thus, for instance, in the sec-
ond column of Table 5, where the gross margin is
reported as 36.439%, this means that the aggregate
gross margins of the 33 reporting chains bore that
percentage relationship to the aggregate net sales
of those chains. Such aggregate figures manifestly
are weighted according to sales volume. The rea-
sons for using such figures were explained in some
detail in the Bureau’s report on variety chains for
1931.} These average figures based on dollar aggre-
gates obviously do not afford a good vear-to-year
comparison unless only identical firms are used,
since the averages are substantially affected by the
omission or addition of one or two large firms.

Median Figures. Many of the other data pre-
sented in this report consist of median figures.
These figures are based on percentages computed
for each firm in the group individually. Such fig-
ures, therefore, give equal weight to each chain,
irrespective of sales volume and number of stores.
The median is the middle figure in an array of per-
centages listed in order from the smallest to the
largest. Thus, in column 3 of Table 5, where the
gross margin is stated as 34.24%, this means that
when the gross margin percentages for the chains
were arranged in order from the smallest to the
largest, 34.249, was the percentage which stood at
the mid-point. In the interpretation of the median
figures it should be noted that because of their sta-
tistical nature the medians for the individual items
of expense ordinarily will not add to the median
total expense, and the median net profit as a rule
will not correspond precisely to the difference be-
tween the median gross margin and the median
total expense.

t McNair, Malcolm P., Expenses and Profits of Variety Chains
in 1931 Compared with 1929 (Harvard Business School, Bureau
of Business Research, Bulletin No. 8g), p. 5.
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