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FOREWORD

The problems of the retailer during these months of National Emergency
are many and difficult. Probably the most ‘important is that in which the
government is seeking cooperatlon—the prevention or control of inflation.
Control of retdil prices in a period of rising national income and curtailed
merchandise output calls for wisdom and foresight.

It is essential that the basic facts of retailing be understood not only by
merchants but by the general public. So far as the price structure is related

,to cost it rests-on two basesr the cost incyrred to produce the merchandise
and the cost incurred to .distribute it. Planning price policy, therefore, pre-
supposes a knowledge of production and distribution costs.

For the past twenty-one years the Harvard Bureau of Business Research
has complled average operating data for department and specialty stores of
various sizes® The report herewith presented summarizes briefly the typical
operating results for the period 1929 to date and provides in addition detailed
figures for ten groups of department stores and seven groups of specialty
stores covering the year 1g4o.. The present-day operating advantages and
disadvantages associated with small and large volume are discussed. Con-
tinuing the program established in prior studies, expenses are broken down
by natural and functional categories and control figures such as mark-downs
and stock-turn- aré included.

The operating ‘'statistics have been selected and arranged chiefly with a
view to facilitating their use for purposes of comparison and control by the
executives of individual concerns. While this is the primary use to which the
bulletin is devoted, its potential value to the trade as a whole is probably of
greater importance. The figures provide a clear and authoritative statement
of the costs of the complex service that the stores render to the public, and
‘they measure the efficiency with which the task is performed. In a period of
economic and political tension it is particularly desirable that such definite
standards should be available.

The original data for the bulletin were received from 519 companies operat-
ing 696 stores, with a total net sales of $1,802,600,000. It is estimated that this
figure represents approximately 38% of the total sales of all department stores
and departmentized specialty apparel stores in the United States in 1940.

This study was made possible both by the generous cooperation of the
executives of numerous individual concerns and by the financial support of
the National Retail Dry Goods Association, which has met the cost of these
surveys for the past 21 years. As usual, the advice and assistance of the officers
of the Controllers’ Congress were most helpful.

The accounting and statistical work on the 1940 survey was supervised
by Miss Rose Winisky under the direction of Miss Elizabeth A. Burnham.
The bulletin was written by Professor Malcolm P. McNair.

CLvypE O. RUGGLES,
Director of Research.

BosToN, MASSACHUSETTS
May, 1941
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Chart 1, Debarﬁnent Store Expenses and Profit: 1940
(with 1939 and 1938 percentages for comparison)

1940 19391 - 19381
Items . Aggregate Dollar s | -
Figures for 429 1040 Net 1030 Net 1038 Net
Firms Qperating Sales = 100% Sales = po0% Sales = 100%

554 Stores

The chief source of revenue for the stores,of course,was

Net Sales *.......... Cereeseeeaas R $1,542,885,483 | 100.0% 100.0% | 100.0%

A primary charge against this revenue, and the largest
single expenditure, was represented by

‘Total Merchandise Cost ......... feeeeeas $973,150,998 63.1% 63.2% 63.75%
Which included the cost of merchandise purchased
for resale delivered at the stores, less trade and cash
discounts; the production costs of goods manufac-
tured by the store; alteration and workroom costs,
net; plus or minus the amounts taken from, or
added to, inventories during the year.

Other costs which had to be met were those for operat-
ing the stores, as follows:
Total Pay Roll «vvvreeeeeriumecnaananns $271,491,069 | 17.6% 17.8% 18.25%

Comprising salaries, wages, and bonuses of all em-
ployees, including executives, but excluding pensions
and pay roll taxes;

Real Estate Costs ......cenvsnveennncnas $68,906,692 4.459 4.7% 4959
Including rentals, taxes, and insurance paid on
leased real estate; as well as taxes, insurance, depre-
ciation, and interest on ocwned real estate;

Advertising . .. ocvenrorseeisosceiassnsns $53,356,056 3.45% 3.6% 3.75%
Taxes vvvvevnnrnns sreeretrnstesneseaan $18,424,672 12% 1.259% 13%
Not including taxes on real estate, or Federal in-

come taxes, but embracing other taxes imposed by
national, state, and local governments;

Supplies and Service Purchased .......... $49,872,085 3.25% 3.2% 319
lI)n::h.lltliéug electric power, steam, and delivery service
ought;
All Other Expense (including interest) ..... $89,006,459 5.75% 5.85% 6.05%

The charge for interest being 6% of the average
value of accounts receivable, merchandise inventory,
fixtures, and equipment. (A corresponding charge
on real estate was included in real estate costs.
These charges for interest were made whether the *
capital invested in the respective assets was owned ,
or borrowed.)

Thus, for merchandise and store operation combined,
these stores experienced a

Total Cost of »vvvvvuennnn. eererenena. . | $1,524,208,031 | 988 99,
After meeting these costs, there remained a % 6% 101.15%
Net Profit ........ e reraeeaa, $18,677,452 1.2% 04% |L.115%

Which constituted the net profit from merchandis-
ing operations.

In addition, the stores received

Sundry or Other Revenue, Net ...... $56,664,039 3.7 %
ceene , 7% 3. X

Including net profits from leased and manufactur- % 5% 38%
ing departments, carrying charges on installment
accounts, and other incidental receipts not part of
merchandising revenues; any net profit or loss on
real estate, whether used in the business or not;
and an amount equivalent to the excess of interest
charged as expense over interest actually paid (less
interest received).

And, therefore,
Total Net Business Profit Amounted to ..., $75,341,491 4.9% 39% 2.65%

This was the earnings of these firms hefore Federal
income taxes.

t Data for 1930 are based on aggregate dollar figures for 428 firms with net sales of $1 .
. ” 490,776,107, and aperati tores;
e oot e a4 5 05 sttin o frc, T4 S Sanet o yur b s 0 S0
preceding year, 040, it wi well to note that 377, or 889, of the 429 firms reporting for 1940 alse submitied figuren for the

vl



APPENDIX

Materials

The information and conclusions contained in
this bulletin are based on profit and loss state-
ments, balance sheets, and other materials re-
ceived on 558 separate schedules covering the
operations of more than 736 stores in 1940. Of
these 558 schedules, 17 arrived too late to be used,
and 22 were not complete or were in such form
that they could not be made comparable with the
data for the other stores. As a result, the common
figures published in this bulletin are based on
519 statements.

The form on which the cooperating stores re-
ported their figures and other information was
developed by the Bureau out of its experience in
conducting 20 preceding studies for this trade,
and from contact with store executives. Copies
of the form may be secured by writing to the
Bureau.

Size of Sample

The total store sales volume of the 558
firms which sent reports was slightly more than
$1,890,000,000, and the total store sales {in-
cluding leased department sales) of the 519 firms
for which data were actually used in setting
common figures was $1,802,600,000.

It is estimated that this latter amount is more
than 38% of the total sales of department and
specialty stores in the United States in 1940. Ac-
cording to the Census of Business: 1939, Retail
Distribution, Preliminary United States Summary,
the sales of department stores and women’s ready-
to-wear specialty stores (including independents
and chains) in 1939 were in excess of $4,460,-
000,000. On the basis of the Federal Reserve
Board’s index, sales of department stores in 1940
amounted to roughly 104.9% of their sales in
1939, so that the figure for 1940 corresponding
to the total above was about $4,680,000,000. The
sales of the 519 firms for which data actually were
used in this study amount to somewhat more than
38% of $4,680,000,000.

Classification of Reports
By Kind of Store

In classifying the reports, the first step was to
separate those for department stores from those
for specialty stores. The Bureau defined a de-
partment store as one handling a number of lines
of merchandise, including yard goods and, usually,
home furnishings. Specialty stores were defined
as stores specializing in women’s wearing apparel,
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often handling such accessories as costume jew-
elry, bags, and toilet goods, but generally not
handling either yard goods or home furnishings.

By Sales Volume

Having divided the reports into two major
groups by kind of store, the next step was to
classify the reports in each group by total store
net sales volume. In this work, consolidated re-
ports for a main store and its branches were classi-
fied according to the main store’s volume, but con-
solidated reports for groups of stores similar in
volume and not strictly in the relationship of a
main store and branches were classified according
to sales per store.

This resulted in ten volume groups for depart-
ment stores and seven volume groups for specialty
stores. The limits of the volume groups for de-
partment stores have remained unchanged since
the 1929 study, and they dovetail with the group
limits used in earlier years. Of course, there has
been considerable change in the firms assigned
to the several groups in recent years owing to
changes in sales. Moreover, since the groups for
1939 and 1940 were established on the basis of
total store net sales rather than on the basis of
net sales in owned departments only, as in earlier
years, the classification of some firms has been
affected.

Common Figures

In this bulletin common figures and goal figures
are given for each of the several volume groups.

The term “common figure” is used by the
Bureau to mean the most representative figure
in any series or array. It is the figure around
which the percentages from all the individual
reports in a group tend to concentrate. It i§ de-
termined partly by the median, that is,' the middle
figure when the items are arranged in ?rder of
magnitude; and partly by the interquartile aver-
age, which is the arithmetic average .of the middle
half of the figures. The lowest and hxghe§t figures,
respectively, of those occurring in the middle half
of the series mark the interquartile range. The
common figure is selected partly by judgment
based on inspection of the data z_md pz}rtly by
means of computed averages. It is designed to

e typical performance.
refjfli; gmggn ﬁgﬁres published in this bulletin
and in earlier bulletins have reprqsented tpe.ex-
ence of tke typical store in either a limited

eri r t
o p of stores or the entire body of reporting

grou



stores. All the common figures for department
and specialty stores published prior to 1932 were
compiled by assigning equal influence or weight
to the experience of each reporting firm regard-
less of size. In preparing the department store
figures for Table 1, however, the Bureau has aver-
aged the common figures established by the method
described above for each of a number of sales
volume groups by weighting them according to
the aggregate sales of the stores reporting for the
respective groups. This procedure has given re-
sults approaching those which would have been
secured if it had been practicable to arrive at the
aggregate dollar sales and the aggregate dollar
figure for each other aspect of performance for
all stores reporting, and then to figure the various
ratios and percentages from these aggregates.
Thus, the department store figures in Table 1,
instead of representing the experience of the
typical or average store, represent the experience
of the trade as a whole.

For the past four years it has been possible to
prepare, also, average percentages for all report-
ing department stores based directly on the aggre-
gate dollar amounts entered by these firms for
several of the items in the profit and loss and
expense statements. Figures for the past three
years are presented in Chart 1.

Goal Figures

Goal figures depict the typical results for the
most profitable firms in the respective volume
groups. These goal figures are intended to be
used much as common figures for the most profit-
able stores might be used, but they are not re-
ferred to as “common figures” because, owing to
the small number of reports on which they have
been based, it was necessary in setting them to
use judgment to a somewhat greater degree than
is customary in establishing the regular common

figures.
g Transactions

In arriving at the figures for average gross sale,
the Bureau used only the reports for firms which
gave the number of gross sales transactions, gross
sales transactions being understood to mean the
number of sales transactions or sales checks which
produced total gross sales, without additions or
deductions for returns or credit transactions. The
average gross sale results from dividing gross sales
by the total number of gross sales transactions.

Definitions of Major Items

Net sales, as used throughout this bulletin,
represents the volume of business done in owned

departments only. This figure is computed by
deducting from gross sales the amount of mer-
chandise returned by customers and the allow-
ances granted to customers.

Gross margin is net sales less total merchandise
costs (net). The Bureau defines total merchan-
dise costs (net) as the sum of three factors: (a)
the difference in merchandise inventories at the
beginning and end of the year; (&) purchases of
merchandise at net cost delivered at the store
or warehouse; that is, after cash discounts re-
ceived have been deducted and after inward
freight, express, and truckage have been added;
and (¢) alteration and workroom costs, net (costs
less receipts from customers).

Total expense, according to the Bureau’s defi-
nition, includes not only actual expenditures and
regular charges, such as those for depreciation,
but also charges for interest at 6% on investment
in plant and equipment used, in merchandise in-
ventory, and in accounts receivable, regardless of
the source of the capital invested in these various
assets or the rates paid on any capital borrowed.
Also, total expense includes charges for the sala-
ries of proprietors, active partners, and chief
executives, whether or not they actually were
paid. Salaries of inactive partners are considered
as deductions from net gain. Total expense, there-
fore, represents the true long-run economic cost
of conducting the merchandising or trading
operations of the reporting stores.

Some of the charges which are included in total
expense according to the Bureau’s classification
are discussed later in this Appendix. Detailed
definitions of all the items are included in the
Bureau’s pamphlet, “Explanation of Schedule
for Department and Specialty Stores: 1940.”
Readers who wish more information should write
to the Bureau.

Net profit, as the Bureau uses the term, is the
amount which remains after deducting total ex-
pense from gross margin; or, stated differently, it
is the amount which remains after deducting total
cost, the sum of total merchandise costs (net),
and total expense, as defined above, from net
sales. Thus net profit is the profit after charges
for capital, including that invested in real estate,
and for management. It reflects the efficiency
of a firm in the conduct of its merchandising opera-
tions and the profitableness of a concern as a
fnerchandising enterprise. This figure, however,
is not the net business profit before interest on
owned capitel which many business men custom-
arily look upon as net profit and which the Bureau



calls “net gain.” Net profit, as defined by the
Bureau, affords a better basis for comparing the
results of different firms and a more accurate
index of operating efficiency than net gain.

Net other income includes interest at 6% on
such part of the capital used in the business as
represents the firm’s equity, including the equity
in real estate; and, as regards borrowed capital
used in the business, any difference between in-
terest at 6% and interest actually paid. These
interest credits are made to offset imputed interest
charged as expense. In addition, net other income
includes the amount of interest actually received,
receipts from leased departments, and net income
from any nonmerchandising operations,

Net gain before Federal tax on income is the
total of net profit and net other income. It is the
net earnings, including return on investment, after
considering all miscellaneous income or deductions
other than Federal income taxes. Net gain is the
figure which many merchants, bankers, and ac-
countants have in mind when they speak of net
profit, net business profit, or net earnings. In
using the net gain figures, allowance must be made
for the desired rate of return on invested capital.
The Bureau’s treatment of cash discounts and
interest in no way affects the net gain figure.

Classification of Expense

The Bureau’s classification of expense agrees
substantially with that set up by the Controllers’
Congress of the National Retail Dry Goods Asso-
ciation in its Expense Manual published in 1928,
and revised in 1937. There are, however, three
important differences, those in the handling of
(a) rentals and related items, () interest, and
(¢) professional services. These are discussed
below.

Real Estate Costs

In order to secure as great a degree of com-
Parability as possible between the figures for firms
owning their real estate and the figures for firms
leasing all or part of their real estate, the Bureau’s
classification includes no item for rentals but has,
instead, an item called “real estate costs.” Real
estate costs includes (for properties used in the
business only) rentals, taxes, and insurance paid
on leased real estate plus depreciation on leasehold
Improvements and leasehold valuation; in addi-
tion, it includes taxes, interest, insurance, and
depreciation on owned real estate! Thus, the

——————

*In the case of 34 firms with sales of $2,000,000 or more in
1949, 90% of the real estate used was owned. Total real estate
Costs, amounting to 4.255% of net sales for these firms, com-

figures given in this bulletin for taxes, interest,
insurance, and depreciation do not represent the
total expenditures or charges for these items.
They exclude all expenditures or charges related
to real estate, but include expenditures or charges
on equipment.
Interest
Interest includes interest at 6% 2 on the follow-
ing assets: the average merchandise inventory,
the average amount of accounts receivable out-
standing, and the average investment in equip-
ment. Interest on the average investment in real
estate is included in real estate costs. Interest paid
on borrowed capital and interest received were
not considered in arriving at the interest charges
in the expense statement, but were considered in
arriving at net other income.

Professional Services

Professional services includes expenses, mem-
berships, dues, and fees for buying or research
organizations, and for domestic and foreign buy-
ing offices. In order to secure comparability be-
tween firms that own their offices and those which
use the services of other agencies, tenancy charges
on buying offices are included in professional
services rather than in real estate costs. The cen-
tral office expense for stores in ownership groups
also is included here,

Pay Roll

Largely as a result of the Federal and state
social security legislation, the Controllers’ Con-
gress, in February, 1936, recommended that pen-
sions and retirement allowances, unemployment
insurance privately provided, and supper money
be included in unclassified, rather than in pay
roll. The Bureau adopted these revisions in the

prised: rent paid, 0.15%; taxes, 0.90%; interest, 2.35%; insur-
ance, 0.05%; and depreciation, 0.80%. .
3The use of the 6% rate in 1940 may have resulted in the
overstatement of interest expense, partigularly for large firms.
Data on interest rates on borrowed capital rel?orted by a.few
department stores serve 2s a basis for the median figures given

below:
Tapre A. INTEREST RATES ON BORROWED CAPITAL: 1940

Short-Term Loans Long-T‘erm Loans
her of Number o
giet%aer::eg;ign(ﬁ l\l'f{:m :tl;:g Rate Re 1 m;ng Rate
thousands) : 'irms . i%
Less than $150 13 6% 5 5
$150-300 17 5 5
$300-500 16 S 9 5
$500-750 20 5 34 43
$750-1,000 12 4 9 5
$1,000-2,000 23 34 9 5
$2,000—4,000 24 3 14 4
$4,000-10,000 25 xi 2: 4
l I 10 1 4
$10,000-20,000 . i s 4

$20,000 OF mMOre
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Controllers’ Congress classifications and, as a
result, introduced some lack of comparability be-
tween the figures for pay roll and unclassified for
1936 through 1940, on the one hand, and those
for earlier years.

Taxes

Taxes do not include taxes on real estate, which
are included in real estate costs, or Federal income
taxes; but do include pay roll taxes and such taxes
on sales or gross income as the stores were unable
to collect directly from their customers.

Stock-turn

The stock-turn figures given in this report,
based upon beginning and ending inventories, were
computed by dividing total merchandise costs
(net) as defined under gross margin on page 38
by the average inventory as shown by the profit
and loss statement; that is, at cost. The stock-turn
figures based on average monthly inventories were
computed through the use of cost or retail inven-
tory figures, whichever were furnished, total mer-
chandise costs or net sales being used as dividends.

Undoubtedly the rate of stock-turn based on
monthly inventories provides a more reliable index
of the turnover of physical merchandise than does
the rate of stock-turn based on beginning and end-
ing Inventories; but since the figures computed on
the latter basis are somewhat more representative,
from the standpoint of the number of firms re-
porting the necessary data, they usually are the
ones mentioned in the text.

Initial Mark-up
Of the other items given in the tables, initial

mark-up requires special explanation. The figures '

for initial mark-up were not based on initial mark-
up percentages reported by, or computed for, the
individual firms; but rather were prepared through
the use of the common figures for gross margin,
alteration and workroom costs, total retail reduc-
tions, and cash discounts received.

In calculating the percentage of mark-up, of
course, the original retail value before retail reduc-
tions had to be secured. For this purpose the figure
100%, representing net sales, plus the common fig-
ure for total retail reductions as a percentage of net
sales, was taken as original retail value expressed
in terms of net sales. To secure the percentage of
initial mark-up on invoice cost delivered, this orig-
inal retail value was divided into the sum of the
common figures for gross margin, alteration and
workroom costs, and total retail reductions, less the
amount of cash discounts received, all expressed as
percentages of net sales, This dividend represented

40

the difference between original retail price of mer-
chandise sold and delivered invoice cost of mer-
chandise sold expressed as percentages of net sales.
. This definition may be put into the form of an
equation as follows, all figures to the right of the
equality sign being percentages of net sales:

Gross Margin + Alteration and Workroom
Costs 4 Total Retail Reductions —

Initial Mark-up Cash Discounts Received
(on invoice cost =
delivered) 100 + Total Retail Reductions

Using figures for department stores with $4,000,-
ooo to $10,000,000 sales from Table 4, the com-
putation of the rate of initial mark-up based on
invoice cost delivered is as follows:

370+ 0.7 4 715 — 3.05 41.8

100.0 + 7.1§ 107.15
Leased Departments

This year the Bureau continued its attempt to
eliminate the effects of leased departments so that
its common figures might reflect the operations of
owned departments only, and so that the figures for
different stores would be essentially comparable re-
gardless of differences in practice regarding leas-
ing. The cooperating stores were asked to report
the sales of their leased departments, the amount
of commissions or rentals received from lessees,
and the portion of the stores’ indirect expenses
properly chargeable to leased departments. It was
indicated that the sales of leased departments
should be excluded from sales; that direct expenses
paid by the stores for the account of lessees should
be excluded from expense; and that the indirect
expenses chargeable to leased sections similarly
should be excluded. The amounts of gain or loss
from leased department operations were included
in other income.

In many instances, the reporting firms made all
these adjustments and thus practically eliminated
the effects of their leased department operations.
Where the firms themselves did not do this, and
where the sales of leased departments amounted to
10% or more of total sales, the Bureau made the
appropriate adjustments. Where this could not be
done, and where leased department sales amounted
to 10% or more of total sales, the percentages
which were most likely to be distorted by leased
section operations (real estate costs, supplies, serv-
ice purchased, total expense, net profit, and other
income) were considered not comparable and were
not used in arriving at the common figures pub-
lished in this bulletin. In the few cases where all
expenses apparently were distorted as a result of

leased department operations, the entire statement
was omitted.
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BUREAU OF BUSINESS RESEARCH: EARLIER BULLETINS IN PRINT

BUILDING MATERIALS

No. 81. Operating Expenses of Building Material Dealers in 1928 ......cccun.. seserssssnanssssesessesssss $1.00
Operating Expenses of Building Material Dealers: 1927, No. 75; 1926, No. 64 ..cccccevvececseresssse 50 centseach

GROCERY —RETAIL (See also CHAIN STORES)

Operating Expenses in Retail Grocery Stores: 1924, No. §2; 1923, No. 41; 1919, No. 18; 1914, No. 5 .... 50 cents each
No. 13. Management Problems in Retail Grocery Stores (1918) .....vveieerecccenen seesssssessaasess 50 cents

GROCERY —~ WHOLESALE (See also CHAIN STORES)

Operating Exzpenses in the Wholesale Grocery Business: 1923, No. 40; 1919, No. 19 +.vvuveusnnsn. vesos 50 centseach
No. 8. Operating Accounts for Wholesale Grocers (revised edition=—1920) ......... tessscssasssssssess S0 cents

GROCERY — MANUFACTURERS

No. 79. Marketing Expenses of Grocery Manufacturers for 1927 and 1928 ....ccvveeetscvscccnssccsccasas. $1.00
No. 77. Marketing Expenses of Grocery Manufacturers for 1927 ........cvetieternocecncacrcescansenna 50 cents
No. 69. Marketing Expense Classification for Grocery Manufacturers (1928) ..veveveincrseocscocnseneess 30 cents

JEWELRY — RETAIL

Operating Results of Retail Jewelry Stores: 1927, No. 76; 1926, No. 65; 1925, No. 58; 1923, No. 47; 1922, No. 38;
1919, INO. 23 .iveresesunssoncnsesasacsassasnane sasesassnnanconsnssassnssasssnss O0cCeENtseach

PAINT AND VARNISH — WHOLESALE )
No. 66. Operating Expenses in the Wholesale Paint and Varnish Business in 1926 .....c0v00cececceceseas 50 cents

PLUMBING AND HEATING SUPPLY— WHOLESALE

No. 72, Departmentizing Merchandise and Expense Figures for Plumbing and Heating Supply Wholesalers (1928)
50 cents
No. 71. Operating Expenses of Plumbing and Heating Supply Whqlesalers in the Central States in 1927 ..... 50 cents

PUBLIC UTILITIES
No. 68. Interstate Transmission of Power by Electric Light and Power Companies in 1926 ......cc-cce0es.. 50cents

SHOE — RETAIL (See also CHAIN STORES)

Operating Exzpenses in Retail Shoe Stores: 1922, No. 36; 1921, No. 31; 1919, No. 20 ..cc.ceveessesess. 50 centseach
No. 10. Management Problems in Retail Shoe Stores (1913-1917) ...... sesasesensesescassssssssansess S0cents

SHOE — WHOLESALE
No. 6. System of Accounts for Shoe Wholesalers (1916) cueeesscessssesacccsssscassssasssssssssasssess S0 cents

TEXTILES
No. 17. International Comparisons of Prices of Cotton Cloth — January, 1919-March, 1920 .....vc0000ssee. 50 cents )

MISCELLANEOUS

No. 82. Distribution of Hard Fibre Cordage (1927), by Howard T. LewiS cecsesesscocscscsnsrescsassses 50cents
No. 73. Operating Expenses of Wall Paper Wholesalers in 1927 ....uceeeececascesesssassassssssansssss 50 cents
No. 62. Operating Expenses of Private Schools for the Year 1025-26 ..cessccesencsccsscscsssscssseassss 90 cents
Operating Expenses in the Wholesale Automotive Equipment Business: 1924, No. 51; 1923, No. 42 ...... 50 cents each



