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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



OPERATING RESULTS OF DEPARTMENT AND
SPECIALTY STORES IN 1940

SECTION 1

SUMMARY OF 1940 AND CURRENT TRENDS

Further Increases in Sales and Profits in 1940

Department store sales and profits again im-
proved in 1940. Although the first half of the
year saw little advance, in the second half, busi-
ness spending in anticipation of the defense pro-
gram sent consumer expenditures to higher levels.
For the full year net sales of the 429 department
store firms reporting to the Bureau were 6.4%
higher than in 1939.

The net business profits of the department
stores, as shown by Chart 1 on the opposite page,
rose to a level only a little short of 5% of sales.
The earnings for 1940 before Federal taxes thus
mounted over 25% above 1939 and nearly 85%
above 1938. Since each of the years 1939 and
1940 witnessed only moderate sales increases, in
each case approximately 6% over the preceding
year, these figures afford further evidence of the
important bearing which small changes in sales
volume have on profits. It would be a mistake,
nevertheless, to attribute any automatic character
to this relationship. On the contrary, there is
evidence that the endeavors of management to
preserve the gross margin percentage and to keep
expenses in line in the face of numerous new de-
velopments made an indispensable contribution to
the improved profit showing.

Gross Margin Little Changed, Expense Rate Down

On the face of the operating statement, the
improved earnings in 1940 stemmed directly from
the lower percentage cost of doing business, since
between 1939 and 1940 the gross margin per-
centage remained practically unchanged at a point
just short of 37% of sales. Evidently the wise
policy of department stores in holding back retail
price advances did not cause any damage to the
gross margin percentage up to the end of the
fiscal year 1940. Of course, the wholesale price
level did not advance greatly during that year.
It is only now, in the middle of 1941, that the
stage seems to be set for price pressures that may
prove troublesome. Despite the cushioning effect
of price-line merchandising with its tendency to
substitute quality changes for price changes, it is

possible that 1941 will show more pressure on the
gross margin percentage. Thus, the 1940 figure
of 36.0% may well stand as the peak of gross
margin for this period.

As suggested by Chart 1, opposite, expense per-
centages in 1940 tended to retreat in all principal
categories, a conclusion amply supported by the
more detailed figures shown later in this bulletin.
The classifications for pay roll, real estate costs,
and advertising were lower not only than in 1939
and in 1938 but even than in 1937.' Taxes (ex-
clusive of taxes on real estate and the Federal
income and excess profits tax) were very slightly
below 1939 and 1938 in relation to sales but still
above the 1937 level. The combination of supplies
and service purchased was the only category of
expense which advanced percentage-wise over the
earlier period, a development which may well be
a reflection of the increased tendency for stores
to contract for such services as heat and delivery
instead of providing them independently. To the
extent that this hypothesis is valid, rising tend-
encies in the pay roll percentage perhaps are
being obscured. But it is also true that the cost
of supplies was higher in 1940 for a majority of
the reporting stores.

For 1940, in comparison with 1939, decreases
in the expense percentages appeared both for
costs ordinarily considered fixed in dollar amounts
(real estate costs, for instance) and for costs
ordinarily considered variable in relation to sales
volume (advertising, for instance). As suggested
in last year’s report, it is possible to argue on the
basis of such evidence that in relation to relatively
small changes in sales volume a great majority of
department store expenses remain relatively fixed
in dollar amount. Even if such an argument be
partly true, however, the result is not likely to
follow automatically. On the contrary, it requires
unremitting vigilance on the part of management
to hold down those costs of doing business which
otherwise tend to go up hand in hand with in-
creasing sales activity. There is good evidence to
show that management exercised such vigilance
in 1940.

*Data for 1937 are not presented in Chart 1. See Table 1,
page 3.



Expense Percentages Lower in Most Size
Groups of Stores

Comparison with the 1939 report shows that in
all but two of the ten classifications of stores
according to size (that is, volume of sales), ex-
_pense ratios were lower in 1940 than in 1939 (see
Tables 4 and 6, pages 12 and 17). Sales volume
increased fairly uniformly among all these groups
except that composed of the smallest stores, but
there was no specially clear correlation between
changes in sales volume and changes in expense
percentages, an indication that expense reductions
do not automatically accompany sales increases.

The characteristic differences between large
stores and small stores appeared in 1940, small
stores having lower margins, lower expenses, lower
earnings, and slower rates of stock-turn; while
large stores had higher margins, higher expenses,
higher profits, and faster stock-turn. Comparisons
between 1940 and 1939, nevertheless, indicate
that only one size group of stores, namely the
smallest, showed retrogression in the rate of earn-
ings prior to Federal income taxes. This was also
the group which made the least improvement in
sales volume between the two years. Some evi-
dence seems to be accumulating, therefore, that
these small concerns, with sales of less than
$150,000 a year, are falling somewhat behind in
the procession. This impression was strengthened
by examination of the figures for identical firms
reporting for both 1939 and 1940. Outside of this
smallest volume group the improvement in the
ratio of earnings (before Federal income taxes)
to net worth was quite marked.

In most of the groups-retail reductions were
lower in 1940, a factor contributing to the very
slightly higher gross margin. There were no uni-
form changes in initial mark-up percentages.
Returns and allowances, always higher for the
larger stores, exhibited some increases in those
stores. Installment sales climbed to a higher pro-
portion of the total in the large stores. It is no
news, of course, that the amounts set aside to
meet the Federal tax on income and excess profits
were sharply higher for 1g940.

The foregoing comments sumiiarize briefly the
highlights of department store performance in
1940. e

i
Improved Earnings in Specialty Stores Fail to
Match Department Store Showing

Although specialty stores, generally speaking,
made slightly better profits in 1940 than in 1939,

the fact remained true, as in several preceding
years, that the profit performance of these types
of merchandising enterprise was léss satisfactory
than the figures shown by department stores of
comparable sales volume, As indicated in the
lower part of Table 1, opposite, gross margin,
which continued to run a little higher for specialty
stores than for department stores, nevertheless
fell off slightly in 1940 as compared with 1939.
Total expense likewise decreased for specialty
stores; but the decline in expense was only a little
greater than the drop in the gross margin figure,
with the result that final net business profits for
specialty stores were increased by only a small

-fraction over 1939. Many factors probably en-

tered into this situation; but, as discussed in Sec-
tion IV, the difficulty seems to lie partly in the
failure to achieve a better increase in sales volume,
possibly caused by the heightened competition
from apparel chains and small specialty shops,
and partly in the inherent problems of the mod-
erate-size store situated in the large city. Sum-
mary total figures for specialty stores in 1940 as
compared with the 11 preceding years, are given
in the Iower section of Table 1. More detailed
figures for seven volume groups of specialty stores
appear in Tables 18 through 23, pages 31 to 36.

General Trends in the Major Operating
Ratios, 1929-1940

As an extension of the comparison which has
appeared in all the Bureau bulletins in recent
years, Table 1 shows trends in the major depart-
ment store operating ratios over the 12-year
period extending from 1929 to 1940, inclusive.
Although the firms reporting for each year have
not been strictly identical, the groups are suffi-
ciently large and there has been sufficient con-
tinuity of reporting to make the figures for each
year a thoroughly reliable index of changing
trends. '

For 1940 gross margin stood at the highest
point for the entire period, a bare fraction above
1939 but nearly 4% of sales above the low point
of 1931 and 1932. Total expense, on the other
hand, stood at the lowest point since 1936 which,
in turn, was the lowest point since 1930. Real
estate costs as a percentage of sales were lower
than at any time since 1930, and the advertising
space cost ratio also stood at a low for the ro-year
period beginning with 1931. Only once in the
entire 12 years covered by Table 1 was the net
business profit or net gain ratio at so high a point,



Table 1. General Averages for Department and Specialty Stores: 1929-1940

Groups and Ttems ' | 1920 1930 1931 1932 1933 1934 1035 1036 1037 1938 1939 1040
DEPARTMENT STORES:
Number of Reports | 527 564. | 451 428 450 458 459 394 458 430 428 429
Net Sales. . ... ! ... |100.0% | 100.0% | 100.0% |100.0% | 100.0% | 100.0% | 100 0% | 100.0% | 100.0% | 100.0% 160.0% 100.0%
Change in Sales. . ..|ro1.2 93.7 88.2 76.9 97.3 I111.0 |[105.0 [rr1.8 |r104.4 02.9 105.4 |106.4
Gross Margin. .. ... 33.5% | 333% | 331% | 331% | 36.0% | 356%| 359% | 36.5% | 36.4% | 36.4% | 36.9% | 36.95%
Total Pay Roll.. ...| 16.8% | 17.3% | 17.0% | 18.9% | 18.3% | 18.0% | 17.95%| 17.4% | 17.0% | 18.3% | 17.8% | 17.55%
Real Estate Costs..| 3.9 ‘4.3 . 5.1 6.5 5.85 5.4 5.0 4.05 4.55 5.0 4.7 4.45
Advertising.. ...... 3.3 3.5 3.8 4.0 4.0 3.8 3.8 3.65 3.65 3.7% 3.6 3.5
All Other Expense..| 8.3 8.8 o.I 10.3 ©.05 9.3 9.1 0.2 0.9 10.35 10.3 10.2
Total Expense. .. .. 32.3% | 33.9% | 359% | 395% | 381% | 36.5%( 350% | 349% | 36°% | 37.4% | 364% | 357%
Net Profit or Loss. .| 1.2% |L.0.6% |L.2.8% |L.6.4% |L.210% |L.o.0%| 00% | 1.6%% | o04% |L. 1.0% 0.5% | 1.25%
Net Other Income..| 3.1 3.2 3.8 4.0 3.9 3.5 3.4 3.3 3.3 3.6 35 3.5
Net GainorLoss ...| 4.3% 2.6% 1.0% |L. 2.4% 1.8% | 26%| 34% | 49% | 390% | 26%| 49%| 475%
Returns and Allow-

ances........... 11.15%| 11.85%| 11.45%| 11.85%| r1.7% | 11.3% | 1r.25%| 11.8% | 1r.75%| 11.45%| 11.4% | 11.75%
Total Retail Reduc-

tions........... * 10.0% | 10.8% | 11.05%| 890%| 86%| 80% | 7.05%| 735% 77% 71% | 6.85%
SPECIALTY STORES:
Number of Reports 8s 8s 70 73 75 86 122 §3 113 99 93 go
Net Sales......... 100.0% |100.0% |100.0%; |100.0% | 100.0% | 100.0% | 100.0%, |100.0%% | 100.0% |100.0% | 100.0% | 100.0%,
Gross Margin. ..... 353% | 343% | 33.7% | 34-9% | 369% | 36.8% | 36.8% | 37.1% | 370% | 37.1% | 378%| 375%
Total Pay Roll.....| 16.5% | 16.865 | 17.1% | 17.6% | 17.0% | 17.3% | 16.9% | 16.75%! 17.2% | 17.55% 17.6% | 17.8%
Real Estate Costs..| 4.2 4.6 5.4 7.1 58 5.5 5.85 53 5.0§ 5.25 5.2 4.8
Advertising.. . ..... 4.0 4.3 4.4 4.8 4.4 4.4 4.25 4.I 4.2 4.4 4.4 4.2
All Other Expense..| 8.6 9.0 9.4 10.1 10.2 10.0 9.5 0.45 0.05 | 10.3 10.3 10.3
Total Expense. . ... 333% | 34.7% | 36.3% | 396% | 37.4% | 372% | 36.5% | 35.6% | 36.4% | 37.5% | 375%| 371%
Net Profit or Loss..| 2.0% |L.0.4% IL.2.6% (L. 5.6% |L.o.5% |L.0.4%| ©03% | 15% | 06% |L.ca% | ©3% | o4%
Net Other Income .| 2.7 2.4 2.7 2.5, 2.6 2.7 2.6 2.75 2.6 2.75 2.y 2.8
Net GainorLoss...] 47% | 290% | o1% |L 31% 213%1 23%| 20% | 425%| 32% | 2.35%| 3°%| 32%

% Comparable data not available.

and that was in 1936. In both the years, 1940 and
1936, this ratio was higher than in the year 1929.
Total retail reductions (mark-downs, shortages,
and employee discounts, combined) in 1940 stood
at distinctly the lowest point reached over the
entire period.

A similar perspective on the trend of the major
operating ratios for specialty stores is offered by
the data in the lower part of Table 1. In a gen-
eral way, the same broad tendencies are in evi-
dence, although the picture is not so clear-cut as
in the case of department stores. Figures for
margins and expenses in specialty stores run regu-
larly a little higher than the corresponding ratios
for department stores. In 1940, however, the

gross margin ratio for specialty stores receded a
little from its 1939 peak and moved back to a
point closer to the department store figure. The
specialty store expense rate, on the other hand,
did not decline very much from the peak reached
in 1938. Final net business profits, therefore,
were only fractionally improved over 1939. For
ten of the past twelve years the earnings of spe-
cialty stores have not been so favorable as in the
case of department stores.

Movement oi' Dlepartment Store Sales, Stocks,
and Prices: 1929-1940
To serve as a background for these changing
trends in the major department store operating



ratios, Chart 2, below, traces the movement of
department store “real” sales, “real” stocks, and
prices over the same 12-year period.® There are
four lines on this chart: the Index of Industrial
Production is the new Federal Reserve index as
revised in 1939; the price index comprises depart-
ment store prices as reported by the Fairchild
index; the “real” sales consists of the Federal
Reserve department store dollar sales index
divided by the Fairchild retail price index; and,
the “real” stocks curve represents the Federal
Reserve index of department store dollar stocks
divided by the price index.

The production index advanced to a new high
in 1940, the acceleration of output being particu-
larly marked after the middle of the year. Also
in 1940 the index of “real” sales in department
stores for the first time during the period of re-
covery, which began in 1933, surpassed the pre-
vious high point shown in the chart for 1g931.
Department store “real” sales in 1940 thus
eclipsed their previous recovery high attained in
1936 and the early months of 1937. Department

store prices, although higher at the end of 1940
than at the end of 1936, were not yet up to the
point which they reached in 1937; and depart-
ment store “real” stocks, in the meantime, though
slightly higher than at the end of 1936, had not
yet reached a point so high as their 1937 peak.

In 1937 the peaks in the movements of retail
prices and “real” stocks very clearly came at a
time well after a downturn appeared in “real”
sales. Perhaps this relationship is the one to be
expected under normal business conditions, but
in the existing situation in 1941 there is every
reason to expect that retail prices will continue to
move higher and that a decline in “real” sales,
when and if it comes, will be caused by various
types of governmental measures to restrict con-
sumption rather than by the fact of a further price
advance. Had it not been for the restraining in-
fluence of the policies so wisely advocated by the
National Retail Dry Goods Association and the
American Retail Federation during 1940, no doubt
the present level of retail prices would be sub-
stantially higher than it is.

Chart 2. Department Store Real Sales, Real Stocks, and Retail Prices Compared with Industrial
Production: 1929-1941
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17The data presented in Chart 2 are not based on reports
submitted to the Bureau but are drawn from the following
sources:

Prices: Composite retail price index, January 2z, 1931 = 100;
data for beginning of each menth (compiled by Fairchild Pub-
lishing Company and issued in the Survey of Current Business
and in Women’s Wear Daily).

“Real” Sales: Dollar sales index, adjusted for seasonal varia-

tion (Federal Reserve Bulletin), divided by average of prices
for beginning and end of month.

“Real” Stocks (Inventories): Dollar stocks for beginning of
month, adjusted for seasonal variation (Federal Reserve Bulle-
tin), divided by price for beginning of month.

New Index of Industrial Production: Federal Reserve index,

based on physical volume, adjusted for seasomal variation,
(Federal Reserve Bulletin)



. The general trends of the production index and
the “real” sales index as shown in Chart 2 for
the years following 1934 still lend support to the
hypothesis advanced in last year’s bulletin, that
the rate of growth in department store “real”
sales is somewhat less than the rate of growth in
production. That is to say, the production curve,
after allowance is made for cyclical fluctuations,
apparently climbs on a steeper trend than does
the curve which represents department store
physical sales volume. Of course, for a period
beginning sometime in the latter part of 1940 and
extending certainly through 1941, and how much
further no one knows, the relationships between
the index of production and any indexes of dis-
tribution of consumers’ goods no longer have any
significance, because of the diversion of effort to
the manufacture of armament. But for the period
up to the beginning of the defense undertaking,
the relative slopes indicated on the chart for the
production index and the department store “real”
sales index certainly suggest that the department
store has not been fully maintaining its relative
importance as a type of retail distribution. Even
though department stores today are probably
handling a larger physical volume of merchandise
than at any previous time in their history, never-
theless in the period which lies ahead, with in-
evitably lower standards of living and a greatly
increased burden of taxes on middle-class incomes,
it is plausible that these stores on a relative basis
will continue to lose ground, possibly even at an
accelerated pace, unless many of them are able to
effect reductions in their characteristic margins
and expenses,

Changes in Department Store Transaction
Data; 1930-1940

For control purposes, the Bureau frequently
has emphasized the importance of watching data
on the movement of sales transactions, size of
average transaction, cost per transaction, number
of transactions per employee, and so on, in prefer-
ence to depending principally on the scrutiny of
expenses in the form of percentages of sales.
When price changes are causing the dollar sales
volume to fluctuate, data in the form of percent-
ages of sales, unless supplemented by comparative
data in other forms, may prove to be misleading.

Chart 3, page 6, shows for the rx1-year period,
1930 to 1940, changes in four indexes based upon
number of sales transactions. In contrast to
Chart 2, all the data in Chart 3 are derived from

reports submitted by department stores to the
Bureau. The lines in this chart show the move-
ment of indexes for size of the average gross sale
transaction, number of gross sales transactions,
average number of transactions per employee, and
typical cost per transaction. The base year was
taken as 1930 simply because this was the point
at which the Bureau began obtaining reports on
the number of transactions. Over the 1x years
covered by this chart one may distinguish roughly
four periods.

In 1931 and 1932 depression influences were
dominant. The size of the average gross sale
declined very sharply because of the severe drop
in the price level. At the same time the number
of transactions actually increased a little in 1931
and then dropped only moderately in 1932. That
economy measures were quite promptly inaugu-
rated is indicated by the fact that the number of
transactions per employee rose sharply. (This
index is based on the total number of employees
and not merely on the number of selling em-
ployees; hence, changes in this index are a
measure of the changing effectiveness of the or-
ganization as a whole in quantitatively serving
consumer demand.} Directly correlated with this
advance in average number of transactions per
employee, of course, was the marked decline in
the cost per transaction; no doubt, wage reduc- -
tions, as well as curtailment of labor force, also
played some part in reducing this average cost
per transaction.

In the next period, consisting of the years 1933
and 1934, NRA influences were superimposed
upon the pattern of a normal business recovery.
The size of the average transaction increased
somewhat, and there was a sharp increase in the
number of transactions. Prices were rising and
people were buying more freely, but evidently
they were not increasing their purchases of higher
price goods. The notable falling off in the num-
ber of transactions per employee in these years
reflects the regulation of hours inaugurated by
the NRA in the effort to spread employment.
Under these circumstances, it is perhaps surpris-
ing that the cost per transaction did not advance.
Evidently stores continued their search for econ-
omies in order to offset the cost-raising tendencies
of the NRA regime, and expense per transaction
actually declined.

The years 1935 and 1936 and the early part of
1937 were years of more or less normal business
recovery, freed from the artificial restraints of
the NRA, and culminating in something like a



Chart 3. Transactions, Cost per Transaction, and Size of Sale for Department Stores:
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business boom. The size of the average trans-
action increased, indicating that prices were rising
and that consumers were trading up in quality.
The number of transactions increased, but some
further moderate decline in the number of trans-
actions per employee took place. The rise in the
average cost per transaction reflected this last
factor as well as the heavier taxes necessitated by
social security legislation.

The following year, 1938, was definitely one of
business depression. The size of the average trans-
action fell off somewhat because of the drop in
prices. At the same time the number of tranms-
actions continued the decline begun in 1937.
Economy measures, however, increased the num-
ber of transactions per employee. As a conse-
quence, the cost per transaction remained con-
stant. Actually, however, since the decline in the
size of the average sales transaction was not ac-
companied by a decline in the average cost per
transaction, the result was an impairment of profit.

In the two most recent years, 1939 and 1940,
the size of the average transaction advanced with
the rising price level and a probably increasing
tendency of consumers to buy better qualities of
goods. The number of transactions increased in
1939 and remained constant in 1940, but the
average number of transactions handled per em-
ployee, after remaining unchanged in 1939, ad-
vanced in 1940. Changes in the average cost per
transaction were small for these two years.

In general, the trends manifested in this chart
over these last two years may be classed as the
desirable ones, an increase in the number of trans-
actions accompanied by some advance in the size
of the average transaction, and simultaneously an
increase in the productivity of employees, as evi-

denced by the larger mumber of transactions
handled per employee, with a resulting effective
control of the cost per transaction. It seems evi-
dent that management, faced with the problems
of a rising wage scale, is directing increased atten-
tion to the fundamental problems of employee
productivity.

The foregoing discussion indicates the impor-
tance for management of watching the significant
trends based on sales transactions. Most impor-
tant for each concern is comparison with its own
previous experience. Since the size of the average
transaction varies so much from store to store,
little comparability is afforded as between the
stores. This same concept of measuring efficiency
in terms of number of transactions in relation to
the number of people and the time involved is,
of course, applicable to many other phases of
department store management.

Use of These Figures in Appraisal of Results and
Preparation of Expense Budgets

It has been customary for many department
store executives to use the figures in these annual
reports both for the purpose of appraising the
results achieved by their own stores and for the
purpose of developing and checking the expense
estimates budgeted for ensuing periods. In order
to facilitate the most effective use of the figures
in this bulletin for such purposes a few suggestions
may be offered.

Obviously, comparisons should be made not
with such general over-all summary figures as are
shown in Chart 1, page vi, but rather with the
more detailed figures for each volume group. In
making such comparisons it is desirable to look



both at the natural expense classifications and
also at the functional divisions. To permit de-
tailed comparison of the natural expenses sub-
divided according to functions and subfunctions
is the particular purpose of Tables 10, 11, and 12,
pages 21-23, and of Table 22, page 35. Looking
at the figures in these tables, however, it must be
remembered that the functional classification of
expenses in some of the reporting stores does not
always conform fully to the Expense Manual of
the Controllers’ Congress. Therefore, the use of
the totals for the natural expense divisions in con-
junction with the functional breakdowns is neces-
sary. At the same time, due recognition should
be given to the fact that the natural expense totals
may lack full comparability in some instances.
Thus, as between a store operating its own de-
livery equipment and one buying delivery service
from an outside organization, the natural expense
totals for pay roll, supplies, and service purchased
will not be strictly comparable. In such a situa-
tion it is, of course, necessary to have recourse to
the functional classification to see what is the
total cost of the delivery function.

It should always be remembered that the figures
presented in these tables are “common figures”
designed to reflect the representative perform-
ance.! Sometimes the total range of percentage
figures reported by the various firms for a par-
ticular item is quite wide; for instance, in the
volume group of stores with sales between $1,-
ooo,000 and $2,000,000 in 1940 total pay roll
percentages spread from 13.45% to 23.11%. The
middle half of the figures, however, lay between
16.04% and 19.04%, and the common figure was
finally determined as 17.55%. Therefore, since
conditions in individual stores vary quite widely,
too great significance should not be attached in
making appraisal of performance to small de-
partures from the common figures reported in this
bulletin.

Many stores, of course, wish to make compari-
sons not merely with the average performance but
with a better-than-average performance. To per-
mit such comparisons is the purpose of the ‘“goal
figures” (see Tables 5, 9, 13, and 23 in this bulle-
tin). The so-called goal figures are common
figures based on the performance of the most
profitable stores in each of the volume groups.
Thus, for example, out of 61 firms in the volume
group between $1,000,000 and $2,000,000, 16
were selected as making typically the best profit
showing, and for these companies the common

1See Appendix, page 37.

figure for total pay roll, for example, was 16.0%.
In making comparisons with goal figures, how-
ever, or in using goal figures as an aid in expense
budgeting, certain facts need to be kept in mind.

By the accident of location some stores in 1940
benefited more from consumer spending than did
others, and therefore their managements had a
better opportunity to make a good profit showing
(see Table 5). There was also another respect in
which the location factor was important, as de-
veloped in Tables 15, 16, and 17, pages 27 to 29:
the population of the city in which a store hap-
pens to be located constitutes an important factor
affecting the cost of operation and, consequently,
the profit showing. Allowance for these situations
should be made in using the figures in this bulletin
for the purpose of appraising performance or
budgeting outlays for a future period. Finally, a
minor point that may be mentioned is that the
Bureau’s present method of figuring interest as a
cost, as explained on page 14, has some tendency
to overstate the total operating expense of the
large stores.

Modified Form of Operating Statement

Several years ago the Board of Directors of
the National Retail Dry Goods Association sug-
gested that for certain purposes a modified form
of operating statement would be useful in classi-
fying the economic costs of retailing and remind-
ing consumers that many of the retailer’s costs of
doing business are essentially in the nature of pro-
duction costs. Goods as they are produced by
manufacturers are not yet ready for final con-
sumption by consumers; before the consumer can
even contemplate their purchase certain additional
costs must be incurred. The goods must be
bought, they must be transported to the retailer’s
place of business, they must bear the costs of
maintaining that place of business, they must be
received, marked, placed in stock, and adver-
tised, — all before it is possible for the consumer
to consider purchasing the specific merchandise.
To bring out the facts more forcibly the modified
form of operating statement approved by the
Board of Directors of the National Retail Dry
Goods Association allocates the costs of certain
functions to the cost of merchandise rather than
to operating expenses. Thus, Table 2, page 8,
presents 1940 figures, for seven groups of depart-
ment stores and four groups of specialty stores,
with the costs for three functional classifications,
occupancy, buying, receiving, and marking, and



Table 2. Operating Results of Department and Specialty Stores ir_l 1940
According to the Form of Income Statement Approved by the Board of Directors
of the National Retail Dry Goods Association

{Common Figures)

Department Stores with Net Sales (in thousands) of Speci altlynstlf;:;id% l:ft Sales
Ttecs , $2,000~ $1,000~
b | G | Snem | G | G | e | WEm | B | RS | US| ofme
Number of Reports I
umber of Re :
Giving Functional Data, .........covnns 28} 24% 53t 561 60% zdi 13t 10} 8t tgi :g%
Giving Other Data...., Caeeraeerisnans 471 3at 61} 58t 62 26 13 141 10} 1
Change in Sales (1040/5930) . .cvvavisenrae 106.3 106.7 105.0 106.5 106.0 107.0 106.§ 105.3 104.3 102.§ 104.6
SALES. .. covrnrensisinncanrzerasssnnnes 107.:?{,1' 106.9%t 101.:?,1‘ 108.0% | 110.9% | 112.90% | 114.5% ros.o%f 114.0?.!,1' 116.0% ng.s%
Less Returns (and allowances).......... | 7x 6.9 7.2 8.0 10.7 12.9 14.5 8.0 14.0 6.0 18.5
NET SALES. . .0vnrunrasernrnenarss ceenes 1000% | 1000% | 1000% | 1000% | 1000% | 100.0% | 1000% 100.0% | 1000% | 1000% 100.0%
MERCHANDISE COSTS [J
Inventory ¥ F(‘:luscthgi Perio;lra e 152% | 150% | 141% | 139% | 13.0% | 156% | 108% | 12.0% 9.4% 0.4% 8.7%
Purchases (incduding inw reight, ex-
press, and truckage). . ... ....... "l ers 67.6 66.85 66.2 65.65 65.9 66.2 65.85 67.2 66.7 67.15
| 82.95% | 826% | 8155% | 799% | 7865% | 717.5% | 1% 7785% | 76.6% 76.1% 7585%
Less Cash Discounts . oo yuvnnenennnanes ’ 2.8 2.9 2.78 2.7 3.08 3.25 365 || 4.2 4.1 4.3 4.3
' | 80as% | 199% | 88% | 7% | 156% | 1425% | 1335% || 73.65% | 125% | 7:8% 71.55%
Workroom (and alteration costs)........ o.35t 0.3 0.5 0.5 oy ©.55 0.75 1.25 0.6 3.6 g-gs
OCCUPANCY . . v v vvnretrnnannrnnsasrnss .65 7.9 7.05 7.25 7.6 7.05 8.45 79 7-75 -15 -
Buying, Receiving, and Marking ........ 3.55 4.25 4.3 4.3 4.8 4-4 4.0 4.25 4.9 2-45 4-5
PUblicity .. vriir it 3.85 4.4 4.7 47 5.0 4.9 4.6 55 5.7 .15 575
95.55% | 96.55% | 95.35% | 03.95% | 93.4% | 93.05% | 912% 02.55% | o1.45% | 92.15% | 9055%
Less Inventory — End of Period......... I 15.9 15.5 15.0 14.0 13.3 12.4 1L§ 12.0 10.5 929 98
7965% | 81.05% | 8035% | 19.95% | 801% | 7965% | 197% 80.55% | 80.95% | 82.25% | 80.75%
Net Sales less Merchandise Costs.......... 20.35% | 18.95% | 19.65% | 20.05% | 19.9% 20.35% | 20.3% 19.45% | 19.05% | 17.75% 19.25%
"OpERATING CoOSTS
Administrative. . .. voieeeiiiiriiiiiaas 8.6% 825% | 8355% | 8os% | 7.9% 7.85% | 145% 9.8% 895% | 855% 7-7%
Selling. ....oivniiiiiiaai it 96 | 92 8.03 8.7 8.95 94 9.4 8.3 8.65 8.3 9-;
Delivery.......covviieiiiiniinneans 0.65 1.0 LI§ 1.3 1.5 1.9 2.45 0.05 1.05 LI 1.65
1885% | 18.45% | 18.65% | 18.05% | 184% | 1015% | 193% 19.05% | 18.65% | 17.95% | 18.55%
OPERATING INCOME OR LOSS. ... 00 eerennn. 1.5% 0.5% 1.0% 2.0% 1.5% 1.2% 1.0% 0.4% 04% |L.02% 7%
OTEER INCOME. .. ..0ovniiviinnens seeann 3.0 3.x 3.2 3.0 3.5 3.4 3.9 2.7 2.2 2.7 3.0
NET Prorrr or Loss (before Federal tax on
b To0) 141 D 4.5% 3.6% 4-2% 59% 5.0% 4.6% 4-9% 31% 2.6% 2.5% 37%
— —————————————————— —— —— ——

t Unable figures for this itunvde given on less than 75% of the reports, b 4 Somf of the reports covered the operations of more than one store.



publicity, included in the total cost of the mer-
chandise sold. The addition of these costs to the
bare cost of purchases (including inward trans-
portation) brings the total cost of merchandise,
according to this form of statement, up to figures
ranging from 79.65% to 82.25% of sales. The
deduction of such merchandise costs from net

sales leaves spreads varying from 17.75% to
20.35%. From these figures are deducted oper-
ating costs, including administrative, selling, and
delivery, ranging from 18.05% to 19.3% of sales.
Needless to say, this form of presentation does
not change the profit and loss figures in any
respect.



SECTION II

DEPARTMENT STORES

For many years in these annual reports the
important bearing of sales volume on department
store operating results has been recognized. In
accordance with the established policy, detailed
tables of common figures and goal figures are

“herewith presented classified according to ten
volume groups. Typical profit and loss and ex-
pense data are provided for groups of firms with
annual total net sales ranging from less than
$150,000 to $20,000,000 or more. Net sales of
both owned and leased departments have been
used in measuring the size of the 429 reporting
firms.

Increase in Transactions as Well as Dollar Sales

Throughout the country, department store vol-
ume increased in 1940 as compared with 1939.
The rise in “real” sales, that is, dollar sales cor-
rected for price changes, has been pictured in
Chart 2, page 4. Improvement in actual dollar
sales, without reference to prices, was even more
marked. Sales of the department stores reporting
to the Bureau for 1940 exceeded the 1939 level
by more than 6%. Moreover, this increase was
general for stores of all sizes over and above
$500,000. The better dollar volume reflects not
only the slight upward trend in prices but also a
growth in the number of transactions. Table 3,
opposite, discloses that, for stores reporting the
data, the number of transactions increased from
0.0% to 4.0% over 1939. To some extent, also,
the additional receipts may have resulted from a
shift in merchandise emphasis to commodities of
higher unit value or from an increase in multiple
sales. From the data submitted, however, it is not
possible to test the influence of merchandise policy
or change in customer demand.

Little Change in Sales by Merchandise Lines

The distribution of 1940 main store sales by
merchandise lines was very similar to that found
for 1939. Important among the classes of mer-
chandise sold by small stores were ready-to-wear
merchandise, ‘pigce goods and domestics, acces-
sories, and men’s furnishings, which accounted for
roughly three-quarters of the business, Sales in
such’ merchandise departments accounted for only
one-half the volume of large metropolitan firms,
In the largest stores, on the other hand, sales of

smallwares, notions, and novelties contributed
more to total volume than was the case in the
small stores. Of greater significance, however, are
the household furnishings sales, which made up
about one-quarter of the large store nonbasement
volume as contrasted with approximately one-
tenth in the case of the small stores.

Detailed comparison of the 1939 and 1940 data
reveals a slight tendency for an increase in the
proportion of ready-to-wear sales in the stores
with total net sales of over $750,000. This rise
may be one of the factors underlying the larger
average sales typical of 1940. To some extent the
greater percentage volume in ready-to-wear mer-

~ chandise may represent a shift in patronage from
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the basement apparel departments, or a general
trading up throughout the store; or it may have
resulted from the sale of a larger number of items.
There was no significant trend to be noted in the
sales of household furnishings.

Term Credit Sales Up; Returns and
Allowances Higher

Large stores reported somewhat more extensive
instaliment sales in 1940 than in the preceding
year. Ten per cent of sales, or over $1,300,000
of sales made on a term basis, out of typical sales
of $13,800,000, were reported by stores in the
$10,000,000 to $20,000,000 sales group. Of the
26 firms in this group, 25 definitely indicated that
they sold merchandise on the instaliment plan.
Similarly, 12 of the 13 very large stores and 60
of the 62 moderately large ($4,000,000-10,000,-
000) reported some installment business.

Returns and allowances amounted to a slightly
larger proportion of net sales in 1940 than in
1939 for 4 out of 7 groups of stores. There is
some possibility, of course, that this condition
may have been associated with increased volume
in ready-to-wear departments, since high returns

are known to be characteristic of these depart-
ments.

Typical Differences between Small and
Large Stores

Any interpretation of the effects of volume on
department store operating results must be based
on a realization that such volume is the result of



a multiplicity of small transactions involving a
large number of individuals. Since volume de-
pends on customer patronage, the population of
the shopping area in which a firm is located has
an important bearing on the sales achieved. Like-

wise, the population of the shopping center itself
has an important effect on operating costs.

The most striking difference in performance
between large and small stores lies in the lower
gross margin percentages characteristic of the

‘Table 3. Common Figures for Sales Data for Department Stores: 1940

Net Sales {in thonsands)
Ttems
Less than | $150~ $i00- $x00— $750~ $1,000~ | $3,000~ | $4,000~ $10,000~ $20,000
$150 300 500 750 1,000 2,000 4,000 10,000 20,000 or more
Numpber of Reports:
Giving Transaction Data..... 3 3 2 16t 13t a3t 35t sof 251 12}
Giving Data for Sales by Mer-

chandise Lines............ 8 24 22} 33t 25} 54 sol 571 26} 131

Giving Other Data.......... 48% 433 30t 471 323 611 581 621 26} 13t
Aggregate Sales (in thousands) ..| $5,005 | $10,467 | $14,204 | $49,310 | $25,265 | $78,783 | $146,165| $380,702| $361,435 [ $461,470
Typical Net Sales (in thousands).| $8s $235 $360 $545 §$78;5 | $1,270 | $2,400 | $5,600 | $13,800 | $27,000
Population of City (in thousands)] 10 20 30 45 6o 83 185 400 950 2,100
Population (interquartile ranget—

in thousands}............... 5-15 | 13-26 | 1940 | 3167 | 44-68 | 54-156 |r106-308 | 264663 | 453~2,698| 1,497-3,385
Change in Sales (1940/1039):

Main Store. ., g . 939 ..... * * * * * 105.3 |106.5 |106.4 | 106.6 107.0

Basement..........coc0unnns * * * * * 104.5f | 105.51 | 1050t | 108.3 105.0

Total Owned Departments. . . .| 102.0 105.5 1040 1063 |1067 |[105.0 1065 106.0 107.0 106.§5
Average Gross Sale. ........... * o * $1.93 | $1.69 | $2.02 | $200 | $1.99 $2.50 $2.65
Change in Transactions (1940/

7% 1) * * * 1020 |100.0 {1020 |[102.6 |[I03.0 104.0 101.7
Total Basement Sales (percentage

of total net sales in owned de-

partments) .............0..n * § § § $ 70% | 05% | 125% | 16.8% 20.0%
Leased Department Sales? (per-

centage of total store sales in-

cluding leased departmentsales)| 0.0% | 2.75%| 60% | 00% | 8c%| 0% | 95%| 55%| 4% 1.9%
Sales by Merchandise Lines —|

Main Store Owned Depts.:

Piece Goods and Domestics. . . * 14.0% | 124% | 96% | 90%| B87% | 85%| 75% 6.2% 6.4%

Smallwares, Toilet Goods, No-

tions, and Novelties..._..... . 0-3 12.0 8.3 9.0 10.6 10.7 1.1 13.6 14.8
Women’s, Misses’, and Juniors’

Ready-to-Wear. ........... * 24.1 26.6 21.7 21.1 20.0 18.2 17.8 18.9 15.3
Ready-to-Wear Accessories.. .. * 25.6 25.6 29.0 28.2 24.0 22.9 21.0 19.3 18.x
Men’s and Boys’ Clothing and

Furnishings. .............. * 13.2 10.0 11.8 10.5 11.0 1.8 10.6 1.6 I1.4
Home Furnishings........... * 11.6 0.4 14.3 15.9 20.2 18.4 22,0 22.0 26.0
Regular Cost Departments.. . . * 0.0 0.0 1.0 2.0 1.0 2.5 3.5 35 3.0
Miscellaneous. .. ............ * 2.2 4.0 4.3 4.3 4.5 7.0 5.5 4.0 5.0

Total Main Store Sales......... 160.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.6% | 100.0% | 100.0% | 100.0% | 100.0%
...... 8. 8, . .0 KA .0 4.0
o Bt seotil)soost) bt 43N} AT 45 | ) ST 9P| B2S*
h Sales.......... 6.0 .0 46.0 50.0 49.5 48.0 47.0
?nesglt;]ﬁ‘;ecntagglew. a ........... agot |psoot |pszof 43.0 4‘; 8.0 6.0 9.0 100 8.5
Returns and Allowances:

Percentage of Gross Sales..... * e * 6.6 6.5%% 6.9%1 74% | 065%| 114% 12.65%,

Percentage of Net Sales. ., ... * * . 7.1 6.9 7.2 8.0 10.7 12.9 14.5
Transactions Delivered (percent- . :

age of total transactiorfg) ...... * * * * * * 21.0%t 24.0%t 27.0%t| 36.0%t

* Data not available, t Usable figures for this item were given on less than 75% of the reports. 1 Seme of the reports covered the operations of more

than one store. In such cases, the population of the city in which the main store was locat

{ Tho operation of basement stores was not typical of firms with sales of less than $r

i ts be estive:
B B T e s 2% ivlgorsnifioiicumon of the treatment of leased department

1 See definition in the Appendizx.

00,000, 3.1%; $300,000-500,000, 5.45%:; $500,000~7¢

II

u,uel.hu(

«d was used in preparing the figures for population.
000,000, Tgfupﬁg:fng arithmetic av

ppendix, page 40.

es which include zero weighting for
0,000, 2.05%; and $750,000-1,000,000, 6.0%.



small concerns. In 1940, for instance, as shown
in Table 4, page 12, the gross margin ratios of the
largest stores were typically more than one-fifth
greater than the gross margins of the smallest
stores, 37.4% as compared with 30.6%. A con-
siderable part of this difference was attributable
to the lower mark-downs of the large stores. The
remaining part of the variation, as needs often to

be reiterated, measures not merely differences in
buying power, but differences in functions, differ-
ences in position in the marketing structure, dif-
ferences between a substantial degree of integra-
tion and almost no integration,

Most of the expense advantages commonly ex-
perienced by the small stores result primarily
from the fact that the stores are in small cities

Table 4. Common Figures for Merchandising Operations and Profits for Department Stores: 1940

(Net Sales = 100%, except where noted)

-

Net Sales (in thousands)
Items
Less than $150~ $300- $500— $750~ $1,000~ $2,000~ $4,000~ $10,000~- $20,000
$150 300 500 780 1,800 2,000 4,000 10,000 20,000 or more
Number of Reports............ 48t 431 30f a7t 32¢ 611 58% 6z} 26} 13t
Aggregate Sales (in thousands) ..| $5.995 | $10,467 | $14,204 | $49,310 | $25,265 | $78,783 | $146,165( $380,702! $361,435 | $461,470
ical Net Sales {in thousands).| $83 $235 $360 | $545 $785 | $1,270 | $2,400 | $5,600 | $13,800 | $27,000
Change in Sales (1940/239). vins| 1020 105.5 1040 | 106.3 106.7 | 105.0 | 106.5 106.0 107.0 106.5
Population of City (in thousands)] 10 20 30 45 6o 85 185 400 950 2,100
Population (interquartile rangel—
inthousands) ............... §-15 13-26 | 10—40 | 31-67 | 4468 | 54-156 | ro6-308 | 264-663 | 453~2,608| 1,407-3,385
Initial Mark-up (percentage of
original retail value) on Invoice
Cost Delivered............. > 36.4%F | 37-3%% | 37.6% | 373% | 38.0% | 382% | 39.9% | 30.2% 38.3%
Mark-downs. .., .............s * * . 5.0%t | 5.7%t1 5-85%t| 5-3%t | 565% | s.3% 4.6%
Discounts to Employees and
Others ...........ccvieenet * * - o.61: o.45t | o.6t 0.6t 065, | o453 0.6
Stock Shortages. . ............. - » * 0.9 0.85 0.85 0.8 o.85 1.0 1.0
Total Retail Reductions. ....... * 0.5%F| 9.6%t | 7.4% 7% | 73% | 69% | 7.15% | 7.05% 6.2%
Inward Freight, Express, and % % o 7
TU (I 1.5 1.35 L35 I.I 1.0' LI 1.2 b o.§ 0.6
AlEeNmt:;on and Workroom Costs s‘: t °l. ° 570 % 7% % 5% %t %
(1 T 0.2 0.4 0.4 [} 0. 0. O. 0. o. o,
Cash Discounts Received on Pur- t 3st 3 s 5 7 55 s
chases (percentage of sales)....| 2.65 2.45 2.9 2.8 2.9 2.75 2.7 3.05 3.25 3.65
Gross Margin. . ............... 30.6 | 32.4 33.8 354 35.5 35.7 36.3 37.0 37.6 374
Total Merchandise Costs (Net)..| 69.4% | 67.6% |66.2% |64.6% | 64.5% | 64.3% |63.7% |63.0% | 62.4% 62.6%
Total Expense. ............... 323 | 324 330 339 35.0 34.7 34.3 35.5 36.4 36.4
ToraL COST ....vnvvvivinnnnn. 101.7% |100.0% | 99.2% | 98.5% | 99.5% | 99.0% |98.0% |98.5% | 08.8% 99.0%
NEr ProriT OR LOSS, ... .. ..., L 17% ]| oo 0.8 1. o. 1. . .
Net Other Income (including in- o] 0o% | 08% [ 15% | o5% | 10% | 20% | 15% | ra% 10%
terest on capital owned)...... 2.9 3.2 2.6 3.0 3. 3.2 3.0 3.5 34 3.9
NEeT Gamv before Federal Tax on
{)ncome: f Net Sal %
ercentage of Net Sales. ..., .. 1.2%1 3.2% | 34% | 45% | 3.6% .2 .0 .0 .6 .
Percentage of Net Worth. . ... 2.8 7.0 7.3 I3 9.3 ? 3.5% 12,4% ;f.oz’ ;;_I% 32 °
Federal Tax on Income......... 0.2%{ 05% | 06% | 090% | 07% | 09% | 1.3% | 1.3% | 1.o% 1.1%
Percentage of Firms: Prof
Earning Some Net Profit....... 313% | 53-5% |641% |74-5% | 531% | 639% |707% |72.6% | 6s. 61.
Earning Some Net Gain. ..... 68.8 88.4 94.9 95.7 100.0 05.1 06.6 03.5 o 9‘:.;% zoo.g%
Rate of Stock-turn {times a year):
Based on Beginning and Ending
Inventories............... 2.3 2.8 3.4 4.2 425 4.35 4.6 4.8
: . . . : 5.2 5.6
__Based on Monthly Inventories | z.25f | 2.5 2.8 35 | 38 375 | 305 | 42 4.7 49

* Data not available.

prepatiog the figures for population. 1 See definition in the Appendix.

1 Usable figures for this item were given on I e
1 Some of the reports covered the operations of more than one Eimre. ofn ::t:l:lthm Uy ?ﬁ:i oeiports,
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population of the city in which the main store was located was used in



where rental and advertising costs are low. Dis- tomers a fair choice of merchandise, small stores
advantages of such stores are associated with lack  have to carry relatively heavy inventories. This
of volume. For example, in order to offer cus- entails tying up capital, with consequent high

Table 5. Goal Figures for Merchandising Operations and Profits for Department Stores: 1940
’ {Net Sales = 100%, except where noted)

Net Sales (in thousands)
Items
Lessthan | $150- $300~ $sc0— $750— $1,000~ | $2,000- | $s,000- | $ro000-~ $20,000
$150 oo 500 750 1,000 2,000 4,000 10,000 20,000 or more
Number of Reports......... 11} 13 10} 16} 10 161 16f 141 8t st
Aggregate Sales (in thousands)| $1,507 | $3,271 $3.688 | $o,10 | $7,721 | $18,845 | $40,816 | $85,072 | $120,449 | Srosara
Tgpxcal Net Sales (in thous.).| $75 $255 $363 $550 $r70 $1,150 | $2,400 | $6,000 | S15,000 | $15,000
Change in Sales (1940/ :&39) .| 108.0 108.0 105.0 108.0 107.0 107.0 { ro8.0 | 1085 108.5 107.5
Population of City (in thous.) 6 21 23 44 55 70 120 275 550 1,000
Population (interquartile
range! —in thousands),....| 4-8 15-26 | 15-37 3162 45-61 | 3897 | 88160 | 171—325] 3800663 | 1,407~2,560
Initial Mark-up (percentage of
original retail value) on In-
voice Cost Delivered .. ... * * * 37-85%t| 38.35%t 380% | 38.3% | 394% | 3955% | 39-75%
Mark-downs............... * * * 5.65%t 6.0% | s52% | s525% s51% 5.0%
Discounts to Employees and 7.0%t
Others........ooovvnenny]|  * * * o.55t 0.5 0.6 0.7 0.75 0.8
Stock Shortages.......c..... » * . x.oi o.8f 0.8 0.7 o.85 0.65 0.9
Total Retail Reductions. . ... » * . 7.2%t | 7.8%t| 73% | 65% | 68% | 6.5% 6.7%
Inward Freight, Express, and
Truckage........... RO 7% | 1as%i r3s%| res% | 1as% | 10% | 1a%| 1.25% o08:% 0.7%
Alteration and Workroom
Costs (Net).............. 0.0 o.4} o.3t 0.4 o.2f ©.45 .45 o.6g 0.3 0.95
Cash Discounts Received on|
Purchases (percentage of
sales)......cocviiivannns 2.5 2.45 3.1 2.9 2.83 2.85 2.55 3.15 3.28 3.55
Gross Margin, . ..ocevenrnns 3L1 32.6 35.5 359 36.2 35.9 36.4 37.8 38.6 383
Total Merchandise Costs (Net)| 68.0% | 67.4% | 64.5% | 65.1% | 63.8% | 641% | 63.6% | 62.3% | 61.4% 61.7%
Total Expense. ...ocuvueeen 27.3 20.2 31.6 30.9 32.7 3L.§ 30.5 32.7 34.2 34.9
TOTAL COST. . evveveenarnnn 96.2% | 06.6% | 66.1% | 950% | 96.5% | 95.6% | 04.1% | 949% | 95.6% 06.6%
NeT ProFrT OB LOSS. ....... 38% | 34% 39% | 5% 3-5% 44% | 59% | 51% | 44% 3-4%
Net Other Income (including ‘
interest on capital owned)..] 2.z 3.2 2.6 2.4 2.9 3.2 2.9 3.2 3.4 3.6
NET GaN before Federal Tax
on Income:

Percentage of Net Sales....| 3.9% 6.6% 6.5% 7.4% 6.4% 76% | 8.8% 8;.3% 7.8% 7.0%
Perceatage of Net Worth. .| 14.8 15.5 * 17.5 14.0 18.0 18. 17.5 12.5
Federal Tax on Income. . .... . 0.0% 1.2% | 1.90% 1.6%, 1.8% | 2.2% | 20%t 20% 1.7%

Percentage of Firms:
Earning Some Net Profit.. .| 100.0% | 100.0% |100.0% | 1000% |100.0% |100.0% |100.0% }100.0% | 1000% | 1000%
Earning Some Net Gain. . .| ro0.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 i00.0
Rate of Stock-turn (times a|
year):
Based on Beginning and
Ending Inventories...... 2.75 2.9 4.25 4.6 3.8 4.0 4.7 5.r 5.63 5.3
Based on Monthly Inven-
tories. . .....oevennnns * 2.5t 3.5t 3.8 3.6 4.0 4.05 4.55 50 50
Returns and Allowances:
Percentage of Gross Sales. .| * * * 5%t | 65%t | 61% | 62% | 93% | 103% 13.8%
Percentage of Net Sales....| * . * 81 7.0 6.5 6.6 10.3 11§ 16.0
* Datg not available, — 1 Usable figures for this item were given on Jess than 759 of the reports. 1 Some of the reports covered the operations of more

than one store, In such cases, the population of the city in which the main store was located was used in preparing the figures for population,
t See definition in the Appcmfi‘;.
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interest charges and heavy costs for taxes and
insurance on merchandise. But, as regards ex-
pense, the advantages of the small stores outweigh
their disadvantages. ,

Any expense advantages of large stores, on the
other hand, which arose from their large volume
were found in the administrative function. The
expense disadvantages which these large firms
suffer result both from a wider integration of
functions and from location in large cities where
costs are high; but these disadvantages more than
counterbalance the advantages.

Hence, we find that small stores character-
istically have low margins, low total expense, and
slow merchandise turnover, while large stores
usually have high margins, high expenses, and
rapid merchandise turnover rates. These condi-
tions were true for 1940 as they have peen in the
past.

Lower Interest Costs of Large Stores Not Shown
in Common Figures

Large stores have an additional advantage in
the procurement of capital, which is not reflected
by the Bureau operating expense figures for rg40.
Table A in the Appendix presents information on
the interest rates which stores of various sizes
were obliged to pay on short-term and long-term
borrowing. The data clearly show that in 1940
large firms were able to procure their short-term
loans at considerably less expense than the small
and medium-size stores incurred. The rates on
long-term loans also were lower for large than for
small firms, suggesting that large firms not only
are arranging new loans at favorable rates but
have been able to refund past loans at relatively
low rates of interest.

This particular advantage of the large com-
panies is not shown by the common figures for
expense. Since 1929 the Bureau has excluded
actual interest charges from operating expense
and substituted an imputed charge of 6% on
selected assets, a figure which, of course, is cred-
ited to net other income, while interest actually
paid is debited, in order to arrive at net gain, or
final net business profit. This practice is in con-
formity with the recommendations of the Con-
trollers’ Congress of the National Retail Dry
Goods Association in the Expense Manual of
1928. The reason underlying the imputed charge
can be justified readily. All firms, whether they
borrow money or use their own capital in the
business, have experienced a cost in the form

either of actual outlay, on the one hand, or of
failure to secure income from funds potentially
available for investment, on the other. In 1928,
the 6% rate appeared to be a fair one to establish
for department stores throughout the country as
a whole. Since that time, however, interest rates

" have declined notably.
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- From time to time there has been discussion
with the officers of the Controllers’ Congress in
regard to the possible desirability of scaling down
the standard rate to be used in arriving at imputed
interest on investment. Thus far, however, in
order to maintain comparability with the past, as
well as with the departmental operating data pub-
lished by the Controllers’ Congress, it has been

“ thought desirable to maintain the 6% rate, clearly

indicating the nature of the charge. Nevertheless,
from the data in Table A, meagre though they are,
it is quite apparent that large users of capital can
secure funds at rates considerably lower than 6%.
Hence, in view of the way in which this imputed
interest charge is handled by the Bureau, the total
expense figures presented may be progressively
overstated for stores in successive volume groups.

Net Earnings Favorable for All except the
Smallest Stores

Net profit or loss, in the narrow sense of the
difference between gross margin and total expense
including interest, ranged from a loss of 1.7% of
sales, typical for the smallest stores, to a profit
of 2.0%, typical for stores with sales of $2,000,000
to $4,000,000. Final net gains, or business profits,
were common for all stores, the highest earnings,
5% of sales, being reported for stores with sales
of from $2,000,000 to $10,000,000. These earn-
ings, both in dollars and in percentages of sales,
were higher than those characteristic of 1939,
since the rise in dollar gross margin exceeded the
increases in dollar operating costs, Percentage-
wise, the improvement in profit showing was al-
most wholly attributable to the lowered expense
ratios. '

Although, broadly speaking, the earnings ratios
of large stores tended to be somewhat more favor-
able than those of small stores, there were no
significant regularities in the relationship at any
point beyond the $500,000 mark in sales; in fact,
the net gain percentages for the $500,000 to
$750,000 group were only a shade inferior to those
of the stores with sales over $10,000,000, and the
best profit performance of any group was that of
the $2,000,000 to $4,000,000 stores.



There was evidence that the stores in the
smallest volume group lost ground to some extent
in 1940. This was the only volume group to suffer
a decline in the earnings ratio in comparison with

1939. Further confirmation of this unfavorable.
trend was found in a special tabulation of the .

figures for the 35 identical firms in .this group
reporting for both 1939 and rg40. For these con-
cerns the increase in sales was slightly less than
the common figure; gross margin was a trifle lower
in 1940 than in 1939; and total expense was a
little higher.

Benefits of Unusual Sales Increases

Current reports cov_ering;h‘e first half of 1941
indicate expanding department store sales in many
cities, particularly those where numerous manu-
facturers have government defense contracts.
While the 1940 operating data do not appear to
have been greatly influenced by this defense
spending, throughout the volume range there were
93 companies which experienced sales increases
equalling more than-10% of their 1939 business.
Figures for these 93 firms were surveyed and the
following tendencies noted: these firms were likely
to have lower pay rolls, lower real estate costs,
lower advertising outlays, and consequently lower
total expense rates than were normal for firms of
corresponding sizes; motable, also, was a well-
defined tendency for relatively rapid stock-turn
rates and low mark-downs; associated with these
advantages were slightly lower-than-normal gross
margin ratios and higher-than-normal profits,

Goal Figures Show Better Profits Resuiting from
Lower Costs

In conformity with the practice of previous
years, goal figures showing the typical operating
percentages of firms having unusually high profits
are presented in Tables 5, 9, and 13, pages 13,
20, and 24. The original purpose of the Bureau
in initiating the presentation of figures of this
type was to set up a sort of par score or attain-
able standard of performance. For 1940, as has
commonly been true in the past, the more satis-
factory profit showing of the firms represented in
these goal groups was primarily a consequence of
their lower expense percentages.

Ideally, of course, the goal figures should repre-

sent standards of efficiency attainable by good .

management without reference to differences in
external conditions; but differences in external
conditions beyond the control of management

always exist, and for 1940 it seemed to the Bureau
that external factors might well provide the ex-
planation for some of the differences observed in
the goal figures as compared with the common
figures for the corresponding volume groups. For
instance, where were these more successful firms
located? Did they benefit from increasing con-
sumer incomes to a greater extent than concerns
situated elsewhere? As a basis for examination
of this question, reference was made to twelve
regional income indexes published by Business
Week.! These indexes disclosed that, since the
end of 1936, income in Federal Reserve Districts
1,2, and 3 (Boston, New York, and Philadelphia)
has been iess than was normal for the entire
United States. In contrast, income .for Districts
5, 6, 11, and 12 (Richmond, Atlanta, Dallas, and
San Francisco) was better than for the entire
United States. Four districts had income trends
which were fairly similar to the nationwide aver-
age. These were Districts 4, 7, 8, and g (Cleve-
land, Chicago, St. Louis, and Minneapolis). For
District 1o (Kansas City) income was consistently
low in 1930 and 1940. These data suggested that
four regions should be distinguished: (1) the
Northeast, (2) the South and Far West, (3) the
North Central section, and (4) the Kansas City
farm area. Next, the location of goal firms and
all reporting firms was tabulated for these four
regions,

This tabulation revealed that the 119 goal firms
were somewhat more predominantly located in the
South and Far West than was true for the entire
group of 429 concerns represented in the study.
In the North Central, or normal income region,
the distribution of the high-profit or goal firms
was proportionately the same as the distribution
of all the reporting stores. In the Northeast, how-
ever, and again in the Kansas City region, repre-
sentation in the goal group was proportionately
Iower than for all the reporting stores.? Although
there were some exceptions to this general rule,

1 Nevetnber 23, 1940, and current issues,
2The distribution of the firms by regions was as follows:

All Firms Regrf‘ng Goal Pin;z of
Federal Reserve District Number ‘otal Number  Total
Boston, New York, Phila-

delphia ...ecvnvirennns 128 208% 8 23.5%
Richmond, Atlanta, Dallas,

San Francisco ...veeess 135 29T 4T 348
Cleveland, Chicago, 5t.

Louis, Minneapolis .... 130 334 39 328
Kansas City ....ccconaes 26 6a 1 43
Qutside United States .... b3 2.5 6 50

429 1000% 119 100.0%



especially in the groups of stores with sales be-
tween $1,000,000 and $4,000,000, the general
conclusion seems warranted that favorable ex-
ternal conditions are partly responsible for the
better profit performance of some of the goal
firms in 1940.

In view of the comparisons made in a later
section of the bulletin (see Tables 14, 15, 26, and
17, pages 25 to 29), a second important contribu-
tory factor to the better profit performance of the
goal firms may have been the size of city in which
they were located. It may be noted from the
population data in the goal tables (Tables 5 and
9, pages 13 and 20) that in almost every instance
the typical size of city was somewhat smaller for
the goal firms than that common for the entire
volume group. This does not mean that the goal
firms were in extraordinarily small cities in rela-
tion to their volume but rather that they were
outstanding stores in their particular communities
and were securing the advantages of fairly large
volume for such centers.

Comparison of the figures in Tables 4 and 5
shows that, for the most successful companies,
sales for 1940 usually were 7% or 8% above the
19309 level, whereas for the respective general vol-
ume groups the corresponding rise commonly was
between 5% and 7%. Relatively large increases
in the number of gross sales transactions also
were reported by firms in the goal groups. These
data, of course, are related to the factor of loca-
tion previously mentioned. Nevertheless, the fact
that such gains were not shared by all the stores
in these localities suggests that skill in manage-
ment continued to be an important differentiating
factor.

For instance, the goal firms with sales of
$1,000,000 to $20,000,000 apparently were able
to achieve a higher scale of employee productivity.
The figures for dollar sales per employee and
number of transactions per employee were rela-
tively high. Consequently, these goal firms had
lower pay roll percentages. It also is clear that
the medium-size and large goal firms achieved
higher-than-normal sales per square foot. With
this more effective use of space, percentage real
estate costs for these stores were in most cases

below the common figures. This advantage, how- -

ever, was not entirely attributable to greater space
productivity, since lower-than-usual real estate
costs per square foot were indicated for the firms
in several of the goal groups where the data were
available. Quite possibly these favorable occu-
pancy cost conditions were associated with the
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size of the cities in which the goal firms tended
to be situated.

The successful firms of all sizes incurred lower-
than-average expense percentages for advertising,
service purchased, and insurance. Other expense
classifications for which the goal figures were likely
to be lower than the common figures included in-
terest, supplies, communication, unclassified, and
professional services. An explanation of the lower
interest costs was obviously afforded by the rela-
tively rapid rates of stock-turn characteristic of
the goal firms, a further indication of superior
management. In general, then, the goal firms
secured their favorable earnings primarily through
economical operation. Their total expense rates
were lower than normal by from 1.4% to 5.0%
of net sales. At the same time they were able to
attain somewhat higher-than-typical rates of gross
margin.

Functional Classification of Expense

The lower part of Table 6 and Tables 1o, i1,
12, and 13, pages 17, and 21 to 24, show expense
data classified according to the functional and
subfunctional divisions. These figures are avail-
able only for the moderate-size and large stores,
those with sales of $500,000 or more. The smaller
stores usually do not classify their expenses by
functions.,

As in other years, the most marked difference
among the several volume groups appeared for
the delivery function, the cost of which was ap-
proximately four times as great in percentage
of sales for the stores with sales over $20,000,000
as for the stores with sales between $500,000 and
$750,000. Above the $750,000 sales mark, varia-
tions in the buying, merchandising, and publicity
expense were relatively small. Nevertheless, the
largest stores incurred somewhat lower percentage
expense for both these functions than did the other
stores with sales of $1,000,000 to $20,000,000.
Occupancy expense tended to be slightly higher
for the large concerns reflecting the higher rental
rates in relation to achieved sales and the heavier
operating and housekeeping charges which were
associated with large plants,

Outlays in the administrative and general divi-
sion, however, were lower percentage-wise for the
large stores. One of the reasons for this situation
may be noted in tracing the item of executive com-
pensation through Tables 10, 11, and 12 (which
present a more detailed breakdown of expenses
according to natural and functional divisions).



Table 6. Common Figures for Expense by Natural and Functional Divisions for Department Stores. 1940
(Net Sales = 100%) . .

. Net Sales (in thousands)
Items Less than | $150~ $300— $500~ $750- $1,000- | $z,000~ | 34,000~ | $10,000- $20,000
$150 300 500 750 1,000 2,000 4,00C 10,000 20,600 or more
Nu(;nber of Report.::l
iving Functional Data...... I 12} 14 28% 24} 531 56 60, 263 13
Giving Other Data.......... 48% 43t 391 471 a2t 611 58%- : 62% 26F 13%
Aggregate Sales (in thousands) ..| $5,995 | $10,467 | $14,204 | $40,310 | $25,265 | $78,783 | $146,165]| $380,702] $361,435 | $461,470
ngncal Net Sales (in thousands) $8s $2’3s 53:60 55’45 37’85 34 ,'270 $2,400 | $5,600 |- 313,3300 527,:300
ge in Sales (I€40/ 1039). . 1020 | 105.5 | 040 | 106.3 | 106.7 | 1050 | 106.5 | 106.0 1070 | 1065
ﬁﬁgﬁiﬁﬁﬁ?fn?éﬁmﬁiwmge— A I B T i R P Bl B B
in thousands}............... §-15 | 13~26 | To0-40 | 3167 | 44-68 | 54-156 | 106~308 | 264603 | 453=2,608 1,497-3,385
Nargrar Drvisions ’ .
Total Pay Roll, , TP EETTIE 16.8% | 17.0% | 17.5% | 17.35% | 17.35% | 17.55% | 16.8% |17.25% | 18.15% | 17.7%
Real Estate Costs1. . .......... 39 3.‘8 3.I 3.8 4.3 3.75 4.X 4.25 4.3 §.I
. Newspaper Advertising......... . . 2.2} 2.2 2.8 2.9 305 ,| 32 3.2 3.0
(I))tli?rt m"emgng ............. . . o.:5¥ o.I o.1f o.z} o.15 o. 25 ©.25 0.25
rtising. . ..... .00, 0.35 ©.3 0.3 0.3 0.25 0.2 0.2 0.2
Total Advertmng (subtotal) . 19 2.5 (27) | (26) |@2) |[(4) (3 45) (3.65) | (3.6 (3.45)
Tares?, g 1.2§ 1.0§ .15 | rig 1.1 11§ 115 1.2 LI15
Interest 2.......cc0ennianeane 2.8 2.35 2.3 2.0 2.0 2.0 z o 2.0 1.9 1.7
Supplies . ....0viiiiiiniiiians 1.05 I.I§ 1.4 1.65 1.75 1.78 1.8 .95 1.05 1.8
Service Purchased. ,........... 1.I5 1.1 1.05 115 1.25 L2 1.I5 1.3 1.45 1.6
Losses from Bad Debts......... 0.2 0.3 0.3 0.z 0.25% o.25 .15 o.1§ 0.2 0.2
Other Unclassified............. 0.8 0.7 0.8 0.9 o8 o8 .83 o.85 0.9 % 2
Travelling. . .........oooealee 0.35 0.3 0.45 0.4 ©.35 0.4 0.4 0.4 0.3 0.I§
Communication. . .. ccvaaveenes 0.5 0.5 0.55 0.55 ©.55 .5 0.5 0.55 0.55 0.55
Repairs. S EOLRETRRIRRTRRRRE 0.2 0.25 0.3 .4 0.5 0.45 0.4 0.45 0.45 0.5
%:pu::g;:i g o.ss 0.5 0.45 o.g o.gs o.gs o.gs 0.3 o.;s . :.;
................. 0.4, o.5 0. o. o. 0.65 o, 0.7 o. .
Professional Servicesl.......... 035t | o4 . is 0.5 0.55 0.5 0.55 0.55 0.45 0.5
Total Expense. .o..o0vaeenrn.. 32.3% | 32.4% | 33.°% 133.9% {35°% |347% |31.3% |355% | 364% 35.4%
Funcrionar Divisions
Administrative and General )
Acctg Oﬁice, Accts. Rec., and . . . ot o % % % % %
.................... 2.5% 2.7% 2.6% 2.35% | 2.25% | 2.3% 2.19,
Exec. and Other Admin, and
.................. * . * 6.1t 5.55 5.05 57 5.65 5.55 5.3%
Total Admin. and General , ... » * 8.6%, | 8.25% | 855%| 8.05% | 79% | 7.8:% 7-45%
Occupancy
Operating and Housekeeping. . : : : 1.55% | 1.6% | 1.55% | ras%| 1.65% | 2.0% 1.9%
Real Estate Costs®.......... . . M 3.85 4.3 375 4.I 4.25 4.3 8.1
Fixtures and Equip. Costs, ., 1.2 1.0 o.8s ©.9 .95 ©.95 0.83
Heat, Light, and Power...... * * * 1.0§ 1.0 0.0 0.8 0.75 0.7 a.6
Total Occupaney ....oouvvenn . » * 7.65% | 19% r05% 1| 7.25% | 7.6% 7.95% 8.45%
Publici
Sales Prom. and Gen. Adv..... . * . 32% | 3.79% | 405% | 415% | 445% | 435% 4.1%
Display. ..oveneeinnsiinans * . . 0.65 0.7 0.65 0.55 0.55 0.55 0.5
Total Publicity........cov0n. * . * 385% | 44% | 41% | 47% | 59% 49% 4-6%
Buying and Merchandising :
Mdse. Management & Buying. * . * 32% | 395% | 38% | 38% | 4% 3.85% 3.5%
Receiving and Marking....... * - * 0.35 0.5 0.5 0.5 0.5 .55 0.55
Total Buying and Mdsing. ...[ * * * 355% 1 435% | 43% | 43% | 45% | 44% 4.05%
Bililgct and General Selling. . .... : . . 9.2% 9.2% | 895% | 87% f-gg% g-g% 9.4%
L o O s .63 1.0 115 1.3 ; . 2.45
Total Expense............nnne 32.3% | 324% | 33.0% |339% |[350% {347% |343% |355% | 364% | 364%
* Data not- available 1Usable figures for this item were given on less than 75% of the reports. 1 Some of the reports covered the operm
e POl hich th ! was used th tion,
thnnlog:eu:io:&e.nh{g;?:hwc:sr pulation of the %ﬁgﬁm chd ;anél'l store was Joca in preparing the figures for population
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Table 7. Common Figures for Pay Roll, Productivity of Personnel, Real Estate Costs, and Productivity
of Space for Department Stores: 1940

Net Sales (in thousands)
Ttems Lessthan | $i50— $300— $500~ $750~ $1,000~ | $2,000= | $4,000- | $r0,000~ $20,000
$150 300 500 750 1,000 2,000 4,000 10,000 20,000 Of more
Number of Reports:
Giving Transaction Data. . ... 3 3 2 16§ 13} a3t 3st 50t 25} 2
Giving Other Data.......... 48% 43t 30t a1t 321 ot s8¢ 621 261 n3l
Aggregate Sales (in thousands) ..| $5.005 | $10,467 | $14,294 | $40,310 | $25,265 | $78,783 | $146,165 $38§,7oz $361,435 | $461,470
’Iﬁ:}gla Net Sales (in thousands),| $8g s:'ss $360 | %545 $78s | 81,270 | $3,900 | $5.6000 | $13,800 | $27,000
Change in Sales (1940/1939)....| 102.0 | 10S.5 104.0 | 100.3 106.7 105.0 | tob.5 106.0 107.0/ 106.§
Population of City (in thousands)| 10 20 30 45 6o 83 185 400 950 2,160
Population {interquartile range'—
inthousands)................ 51§ 1326 | 1940 | 31-67 | 4468 | 54-156 | 106-308 | 264663 | 453—2,698| 1,497-3,385
Total Pay Roll2. ... Creeaareas 16.8% | 17.0% | 17.5% | 17.35%)] 17-35%)| 27.55%| 16.8% | 17.25%| 18.15% 17.7%
Pay Roll of Salespeople?....... * - * 7.8 7.4 X 6.5 6.35 6.1 5-75
Sales/Total Employees. . ....... * sﬁ'scﬂ $6,000 35,9001 Ss,‘SOOI $s5,8001| $6,3001] $6,700 | $6,900 $8,000
Sales/Number of Salespeople....| * $9,300t | $8,400]| $9,2001( $9,400f| $10,800%( $1 a,zoo} $15,200 |$17,500 $20,800
Salespeople/Total Employees....] * 68.0%%| 71.5%1] 64.0%t| 62.0%t| 54.0%%| s1.5%t 44.0% | 39-5% 38.5%
Trans./Total Employees........ * * * 3,500% 4,0001 3000] 3.450| 3,800]| 3150 3:450 -
Trans./Number of Salespeople.. . * * * s,500f| 6,500 5600 6,700 B8,650| 8000 |, o000
Average Gross Sale. ........... * * * $1.903 | $1.69 | $2.02 | $2.00 | $1.99 | S2.50 $2.63
Pay Roll Cost per Transaction . .. * * * 3r.asé | 27.46 33.0f 31.1# 3L | 30.9¢ 40.7¢
Real Estate Costs1,2........... 39% | 38% 33%1{ 385%| 43% | 375%| 41% | 4.25%| 4.3% 5.:%_
Real Estate Costs/Square Feet of
Total SPACE. c.vuvernnensenn. $o0.37t * $0.441 | So.54t | $0.621 | $o.571 | $o.74t ] $0.74 | $0.82 $1.10
Sales/Sq. Ft. of Total Space.....| $9.50f * $14.00f | $14.00 $I4.50¥ $15.20t | $18.00t | $17.4¢ |$10.20 $21.60
Sales/Sq. Ft. of Selling Space.. .. * * §20.00f | $19.50T | $20.007 | $23.001 | $28.507 | $32.00 |$41.50 $55.00
Selling Space/Total Space..... . * * 700%t 71.5%%| 73.5%t| 60.0%H 63.0%t s54.5% | 46.5% 39.0%
Trans./Sq. Ft. of Total Space...| * * * 8¢ * 8¥ 10 1o 9 0
Trans./Sq. Ft. of Selling Space . . * . * 11 * 12 16 18 20 22
* Data not available. 4 Usable figures for this item were given on less than 75% of the reports. -
Some of the reports covered the operations of more than one store. Insuch cases, the population of the city in which the main store was located was used in prepar-
ing the figures for population. z mcﬁnition in the Appendix. % Net Sales = 100%,

Whereas executive salaries amounted to 1.7%  Both Personnel and Space Productivity Higher
for stores in the volume group $500,000 to $750,-

ooo, they required only 0.6% of net sales in the
group with sales of $20,000,000 or more, Other In 1940, as in most of the previous years for
factors contributing to the lower administrative  which these comparisons have been made, large
costs incurred by large stores included savings in  stores, as indicated in Table 7, above, obtained
accounting office pay roll, insurance, and interest  higher sales per selling employee than did the
charges. As was noted on page 14, the interest  small stores. Although these large companies had
expense for large firms may be overstated; hence, an advantage in the lower salesforce pay roll per-
the advantage in administrative expense shown  centage, nevertheless, their total pay roll cost per
for the large firms tends to be understated. transaction was higher than that of the smaller

Comparison of the functionally classified com-  concerns, a reflection, presumably, of more elabo-
mon figures in Table 6 with the corresponding rate organization, higher percentage of nonselling
goal figures in Table 13 shows that the advantages  employees, and possibly of higher wage rates.
of the goal firms extended rather generally Hence, in the expenditure for total pay roll as a
throughout all the functions, with the exception  percentage of net sales, the large concerns en-
of the merchandise management and buying and  joyed no particular advantage over their smaller
direct and general selling divisions, where these  competitors. Similarly, the large stores, though
advantages were somewhat less conspicuous. obtaining much more effective utilization of space
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Table 8. Common Figures for Credit Data for Department Stores: 1940
(Net Sales = 100%, except where noted)

3 Some of the reports covered the operaticns of more than

paring the figures for population. 1 See definition in the Appendix.

in the form of higher sales per square foot than
could be obtained by small concerns, nevertheless
incurred so much higher real estate costs per
square foot that their real estate costs in per-
centage of net sales were notably higher than
those of the small concerns,

Thus, although large-scale operation in the dis-
tribution of merchandise at retail affords various
opportunities for greater efficiency, it also carries
with it certain penalties, If it were possible for a
large retail enterprise of the department store
type to carry on its activities without an elaborate
organization of personnel and a highly specialized
division of labor, and if it were also possible for
such an enterprise to be located elsewhere than
in a congested metropolitan area, some very sig-
nificant economies would easily be achieved.

Credit Costs Show Little Change

Comparison of the figures in Table 8, above,
with the corresponding data in the 1939 report in-
dicates no very significant change in the credit

one store. Insuch

19

Net Sales {in thousands)
Iteros .
Less than | $150— $300- $500~ $750~ $r,000~ | $2,000~ | 84,000~ | $ro,000~ $10,000
$150 300 500 750 1,000 2,000 4,000 16,000 20,000 or more
Nt&l:ber of Reports:
iving Transaction Data. . ... 3 3 2 16¢ 1
vl 3f 33t 3s¥ sof ast nf
Giving Otber Data.......... 48t | a3t | 3ot | a7t | a2t | & | B 62 | 261 13
Aggregate Sales (in thousands) . . 5
: . 1995 | $10,467 | $14,204 | $49,310 | $25,265 | $78,783 | $146,165] $380,702( $361,435 | $461,470
gplcal ,Neéflalﬁ (in thousands).| "§85” | "$235 | $360 | $545 | $785 | $1,270 | $2,400 | $5,600 | $13,800 | $27,000
P 3:11186 In sales (19_40/ 1939)....| 10200 105.5 104.0 106.3 106.7 105.0 100.5 106.0 107.0 108.5
opulation of City (inthousands).| 1o 20 30 45 60 85 185 400 g50 2,100
Population (interquartile rangel— ’
in thousands) 515 | 13-26 | 10-40 | 3167 | 4468 | 54-156 |106-308| 264-663 | 453~2,608 1,497-3,385
CashSales....................
C.OD.salsl’ o0l st.0%t |}s0.0%t |bas.o%t | 4576t | aBot | ar-s% 9% (335% | 330% | 34o%
egular Charge Sales.......... .
Installment Sales. . .. .......... ot lisoot [lsaot [459 4‘53.?;{ ol 1% |93 | % %5
Nl% Credi{.l Sales = 100%:

. ay Roll: Accts, Rec. & Cr.. .. * » * » " r4%t| 3% | 1.2% r.15% r.15%
%ossw from Bad Debts....... » * * c.45%1| o0.45%t| o.4s 0.3 0.3 ? 0.3 ? 0.4 °
Ant. on Accts. Receivable. . . ., » * 1.45%fl 1.a5t 1.5t X.45 1.§ 1.55 L.45 1.45

verage Accts. Rec. Outst.§ .. = » 24.0? 24.0 250t 24.0 250 | 260 24.0 24.0
Returns and Allowances:
+ Percentage of Gross Sales. ... * * * 6.6%t | 6.5%t | 6.7%Y 7.4% | 965% | 114% | 12.65%
Percentage of Net Sales. . .... * * *» 7.1t 6.gt 7.2 8o |109 12.9 14.5 ?
Average Gross Sale............ » * » $193 |S1.60 | $2.02 | $2.00 |$1.00 $2.50 $2.65
* Data not available. 1 Usable figures for this item were given on less than 75% of the reports. § For the beginning and end of the year.

cases, the population of the city in which the main store was located was used in pre-

situation. Installment sales increased somewhat
in percentage of total sales as well as in dollars.
Nevertheless, the average accounts receivable for
the beginning and end of the year (including regu-
lar 3o-day accounts as well as installment ac-
counts) still continued to amount to roughly a
quarter of the annual credit sales for nearly all
the volume groups.

The tangible costs of granting credit (including
the imputed cost of interest on accounts receiv-
able) still amounted to approximately 3%, or a
little more, of net credit sales with some slight
advantage evident for the large stores by reason
of a lower pay roll percentage for the credit office.

Although the 1940 figures do not show any
great increase in the amount of consumer credit
being extended by department stores, current
trade reports suggest that greater expansion of
this form of credit may be taking place in x941.
If and when the need of reducing consumer ex-
penditures in the present emergency becomes
more clear-cut, restriction of the stores’ present
freedom -in granting credit may be one of the
measures adopted.



Table 9. Goal Figures! for Expense by Natural Divisions, Productivity of Space and of Personnel, and
Other Data for Department Stores: 1940

(Net Sales = 100%, except where noted)

Net Sales (in thousands)
Items Less than | $t50- $300- $500- $750— . $1,000- | $2,000- | 84,000~ | $10,000~ $20,000
150 300 500 750 1,000 2,000 £,000 I¢,000 20,000 or more
Number of Reports: *
Giving Transaction Data..... I o o 2t 3 10} of 14} 8t st
Giving Other Data.......... 1} 13 1o} 16} 10 16 16% 141 8t 5t
Aggregate Sales (in thousands) ..| $1,507 | $3,271 | $3,688 | $o,110 | $7,721 | $18,845 | §40,816 | $85,072 | $120,440 | $104,473
ical Net Sales (in thousands).| $73 $255 $363 $550 $770 | $1,150 | $2,400| $6,000 | $15000 | $35000
Change in Sales (1940/1939)....| 108.0 | 1080 | 1050 | 108.0 | 1070 107.0 108.0 108.5 108.5 107.5
Population of City (in thousands) 6 21 23 44 55 70 120 273 550 1,000
Population (interquartile range?*—
inthousands),............... 48 1526 | 15-37 | 31-62 | 45-61 | 3897 | 88-160 |171-325| 380~663 | 1,497~2,560
Total Pay Roll,......ccuennen. 150% | 14.6% | 16.90% | 15.85% | 16.8% | 16.0% | 15.5% | 16.3% | 18.1% 17.65%
Real Estate Costs?............ 3.2 3.2§ 2.9 35 3.6 3.1% 3.7 3.7 3-55 8.I -
Newspaper Advertising. ........ * - e 2.2:[ 2.2 2.65 2.4 2.55 2.1 2.2
Direct Advertising. ............ . * * 0.0 oI5t | o2 oost | o.13 0.35 0.2
Other Advertising............. . he he o.25} 0.35 0.4 0.15 0.25 0.2 0.2
Total Advertising (subtotal) ....| 1.35 2.35 2.35 | (2.45) (2.7) (3.25) | (2.6) {2.05) | (2.65) (2.6)
Taxes?. .....ccccvnencrnnennens LI 0.95 1.05 1.0 1.05 I.I5 1.25 115§ 1.3 1.25
Interest?, .......ccovvvuncnnnns 2.0% 2.5 2.3 1.8¢ 2.0 7S 1.8 1.9 1.9 1.6
Supplies.........eciiiiinn 1.0 1.I§ 1.4 1.4 1.65 1.65 1.65 1.75 1.8 1.85
Service Purchased............. 1.0 1.0§ 0.9 0.95 1.05 LI ©.95 1.2 0.95 1.2
Losses from Bad Debts......... o.r 0.4 0.3 0.25 0.3 0.25 0.I5 o.15 ©.25 0.0§
Other Unclassified. ............ 0.7 065t | 0.8 0.7 a7st | o7 0.55 0.7 1.0 1.05
Travelling. ......ocovninnien, o.3 0.35 0.4 0.35 0.4 0.3 .35 .35 0.3 0.2§
Communication. .. ...cevuievasns 0.3 0.55 0.6 ©.55 0.5 ©.45 0.4 0.5 0.5 0.45
Repairs........coocvvvvnnnnn. 0.1 0.1 o.af 0.4 0.45 0.4 0.4 0.45 0.6 0.6
Insurance®................... .45 0.45 0.4 0.35 0.3 0.3 0.25 0.2 0.2 0.I5
Depreciation®. ................ 0.3 0.5 0.7 .8 o.65 .55 0.5 0.8 0.7 0.65
Professional Services®.......... oaxst | o35t | o4 0.5 0.5 ©.45 0.45 0.6 0.4 0.45
TOTAL EXPENSE. . ..cvvvneunna. 27.3% | 20.2% | 31.6% |30.9% | 32.7% | 3t.5% | 305% | 32.9% | 342% 34.9%
Sales/Total Employees. ........ L * * $6,000 * $6,200f | $7,300 | $7,700 | $7,200 | $8,000
Sales/Number of Salespeople. ... * b * $9,200 *  [$1r2,000t| $14,200 | $17,000 | $19,200 | $20,800
Salespeople/Total Employees....| * * * 65.0% . 52.0%T| 51.5% | 42.0% | 37-5% 38.5%
Trans./Total Employees........ . * » . . 3,700 4,000| 4,700]| 3,200 3,100
Trans./Number of Salespeople.. . . . * » * 7,100 7800| 0,800 8,500 8,000
Real Estate Costs/Sq. Ft. of Total
SPACE. v v eeenrrnrneannreas » * * » * 30.531 $o.72 | $0.63 | $o.73 $r.15
Sales/Sq. Ft. of Total Space. . ... * * * * *  816.507 | $10.50 | $17.00 | $20.50 $22.50
Sales/Sq. Ft. of Selling Space.. .. . & * b . $25.00 {$30.00 |$3r.00 |$52.00 $52.50
Selling Space/Total Space.,..... . * * ’ . 66.0%t | 650% | 545% | 29-5% 43.0%
Trans./Sq. Ft. of Total Space. . . . * * * * 10 10 10
Trans./Sq. Ft. of Selling Space. .. . * » . * zz 16 18 24 zg
CashSales.............onuunnn * » 48.0 2.0 0.0 . 20.0 .
C.0. D.ga.las. T : * o.ozﬂ 500% |148.0% 44.5% 43.5% 3155.2% g.o% g:.g%
Regular Charge Sales.......... * .0 2.0 o, X .
Installment Sales. ............. * b sz.of 50.0 53.0 4%.5](: 54.5 58.2 5?;.: sg.g
Net Crediltl S;Jes = 11{00%: ic . .
Pay Roll: Accts. Rec. and Cr.. * . ¥ 1. 1.1 1.0 . .
Losses from Bad ngts ....... * . * * . oi;%d' 0_35% 0,35% ggg% :‘g?
Int. on Accts, Receivable. . ., . * * * * 1.25%t] 1.35 1.4 1.4 1.35 1.15
Average Accts, Rec. Qutst.§...|] * * * * zo.si 22.5 23.5 23.5 23.0 10.5
Average Gross Sale. ........... * . * * . $1.87 $203 | $2.0 $2. 2,90
Change in Trans. (1040/1939). .. > * * b * 103.6 |105.0 104.05 106.‘;5 134,3

* Data not available.

ing the common
pert 1 Sec definition in the Appendix.

! Common

¥ Except on real estate,
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1 Usable figures for this item were given on less th f th X
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figures corvesponding to these goal figures will be found in Tables én.l?,na:d rse v e 'n pres



Table 10. Detailed Expenses by N atural and Functional Divisions for Department Stores
with Net Sales of $500,000 to $2,000,000: 1940

{Common Figures; Net Sales = 100%)

28§ Firms with Net Sales 24§ Firms with Net i i
Ttems o? $500,000 to $750,000 o?§$7 50?230 to Sl,ooosgg gf;glf.‘;;on:aog El, lsq:fgiilgo
- Acctg Office, | Exec. and Acctg,Office, | Exec. and Acctg.Office,| Esxec, and
ADMINISTRATIVE AND GENERAL: Accts. Rec., | Other Admin.| Total Accts, Rec., | Other Admin.| Total Accts. Rec., | Other Admin.|  Total
1: A ting Off: and C;d;-t and General and Cred‘]l.t and General and Cm;-lt and General

Pay Roll: Accounting Office ....|| 1.10% 1.00%, o.

Accts. Rec. and Credit........ o.65tF cean 0.85 caes o.??? cean

Executive, ..... Cerraasaaaas cenn 1.70% ees 1.25%, cens 1.60%

Executive Office. ........... .. o.o5tf P 0.05 ces o.10t .

Superintendency & Gen. Store .. o.40 3.00% | .... .45 360% (| ---- 0.45 3.85%
Taxest, . ... ..cviiiiiiii... . 1.0% 1.0§ .. 1.07 1.07 ceen .07 1.07
Interest on Mdse. and Accts. Rec. .. 1.70 1.70 .. 1.68 1.68 . 1.79 1.79
Supplies. .. .. eeiean pereenanas * . 0.19 * * 0.19 . * 0.18
Losses from Bad Debts. ....... 0.20 . 0.20 ©.25 s 0.25 02§ ees 0.25
Other Unclassified............. * * 0.41 = . 0.38 * 0.40

~ Travelling. . ..... e aeeean * * 0.04 . » o.02t * . 0.04
Communication. ........00uu0. * * o.52 * * 0.50 * * 0.45
Insurance........... N .. ©.34 0.34 ees .29 0.29 .. 0.30 0.30
Professional Services.......... * * 0.23 * * 0.26 * . 0.23

Total..........ccvvennnn. z.50%F | 6.10%t | 8.60%1|| 2.70% 5.55% 8.25%1| 2.60% | 5.05% 8.55%1
e | Eaioy | Fhene, | Totat || oem | Tt | it | o || Boma] ant& T Heate 1
ouse- 11 [ £+] {11 Ouse- N 1,

Occopancy keeping Costg' i’gnv:'er kecﬁg Cosg- & Po;'u- ° keeping Cc:ltg & Pm\‘:u ot
PayRoll......... vervieninnn ) 090%. ... 1000%|090% || 0-85%/ ... | 0.00%| 0.85% [l0.85%)].... [0.05%F| 0.90%
Real Estate Costs?®....... ool vees |385% ) -0 | 385 4.30?; vee | 430 vee 1375% (.- 3.75
Taxes on Fixtures and Equip... .|| .... [|o.xo cee | oot .. |oo2t|.... | coaf R X -1 cee o.05f
Interest on Fixtures and Equip..|| .... [o.30 .. | 030 .o 030 (... ©.30 oo loazo . 0,20
Supplies. ..........cocviininn. * v . 0.28 . ceee * 0.31 > “es * 0.26
Service Purchased............. * . 1.00 . - * 0.g0 * . * o.80

nclassified.................. * . o.10 b veee * 0.08 * . * o.0b
Travelling.................... 0.00 vies | 000 000 | civ. | v... | 000 ||o.00 e 0.00
Repairs.......... tasrerraenas 0.35 .. cees | O35 048 | .... | ... 048 |40 |.... cen 0.40
Insurance on Fixt. and Equip....|| .... lo.o5 eee. |o0.0% wees | 003 .... | o3t vee jooz |.... 0.02
Depreciation on Fixt. and Equip.| .... |o.73 cev. | O3 sivn Jobs | .... | 065 cenr [060 ... o.6c

Total............00n .. 1.55%l5.05%1] 1.05% | 7.65%1|| 1.60%| 5.30%| 1.00%| 7.00%1|[1.55%l4.60%10.00% | 7.05%%F

Postzers Ry v | Tot [SSTRE vioky | Tow B Dy | o
PayRoll............occueee, 0.40% ©.40% 0.80% || ©.35% 0.45% ©0.80% || 0.40% 0.35% 0.75%
Total Advertising............. 2.60 U 2.60 3.20 cene 3.20 3.40 ceas 3.40
Supplies. ........ccovinvvvens - * 0.32 - * 0.35 * * ©.30
Unclassified.................. * . o.10f * . 0.04 . . o.0b
Travelling...........00vnenen * . 0.00 * * .00 . * o.or
Communication. .............. o.o2t o.ozt o.0z2f . o.021 0.031 ceee 0.03
Professional Services.......... 0.00 cees 0.00 0.00 wees 0.00 0.05 vees 0.05

Total.............. Crseenee 3.20%, 0.65%, 385%t 3.70% o.70% 4.40%1l| 4.05% 0.65% 4.70%%
] . . Rec.

BUYING AND MERCHANDISING: MbeMmt] Feotd | Tow |MipMemt) Keeand | qog [MbeMemty Recand | oo
Pay Roll: Mdse. Mgrs. and Assts. 0.65%t . 0.55%t | ....

Buyers and Assistants........ 2.50% 2.25 . 2.35 eee

Other........ocovviiinnnnn, O.IC ‘ 0.25

Receiving and Marking.......|[ .... 0.30% 2.80% || ... 040% | 3.49% | ..-- 0.45% | 3.60%
Supplies. .......... ceirsaseae] 002 0.04 0.06 0.03 0.07 0.10 o.ozI 0.06 o.08
Unclassified............. . o.01 c.00 o.orf o.04f c.ort o.05f || o.06 o.o1f o.o7f
Travelling.................... 0.36 0.00 0.36 0.34 0.00 0.34 0.33 0.00 .33
Communication. .............. o.03t e c.03t 0.03 ven 0.03 0.02 cren .02
Professional Services!......... 0.29 ceen 0.29 0.31 e 0.31 ©.22 rees 0.22

Total..........ooocvnnnnnt. 3.20%%t | 0.35%1 | 3.55% || 3.75% o.50%1 | 4.25%!| 3.80% o.50%) | 4.30%t

SELLING: G’;IIIMS: ﬁf:g Delivery Total G);lx: msilal:l:g Delivery Total (l;);?: IT{:‘:‘: Delivery Total

Pay Roll: Salespeople ......... 7.80% cee 7.49%t cees 7.10% cees
Floor Supts, and Sec. Mgrs...|| o.35 Ceas ©.30 cene 0.25 R
Other..........v0ov0vvvnn...|| o.50% .03 .65
Delivery.....ccovvavvernnnnl] vone 030% | 895% | -.-- 035% | 870%| --.- 0.45% | 8.45%
Taxes........covvuvuunn ver s o.co 0.00 o.01 o.o1 ees o.or 0.01
Interest on Equipment........ . 0.00 ©.00 ceen o.01 o.01 cee o.01 o.01
Supplies. . ... iiriinnannn. 0.70 O.11 0.81 0.66 0.I3 .79 ©.73 0.13 .86
Service Purchased............. een o.1§ o.1§ ces 0.35 ©.35 veas ©.40 0.40
Unclassified.................. ©.25 a.o1f 0.26 .21 c.o3t 0.24 ©.20 o.oat 0.22
Travelling.................... 0.00 0.00 0.00 0.00 0.00 o.00 o.c0 0.00 0.00
Repairs, . .....00ueen, Craraaan cene 0.03 0.03 cees 0.03 0.03 ceen 0.05 0.05
Insurance..... b esereananes . 0.03 0.02 . 0.02 ©.02 . o.oz2f o.02t
Depreciation................. . 0.05 ©.05 .- o.03 0.05 ‘. ©.07 ©.07
Total. ..o, 0.60% 0.65%% | 10.25%}||_9.20%%t | 1.00%% 110.20% || 8.05%% | 1.15%t |10.10%}
TOTAL EXPENSE. v 22 vevvenrinnee]linneneeasionennasons L330% oo il 350% Hlveiieeinniiiiannn.. 34.7%

® Diata not available,
than one store.

t Usable figures for this item were given on less than
Owing to the Bureau's practice of roundi

always possible to tie the detailed expense percentages into the to

1 See definition in the Appendix.

off the common
exactly. The error, however, in no case
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ggu.ru for functional and subfunctional totals
i exceeds

©,02% of net sales,

to the nearest 0,00 or 0.5, it is not



Table 11. Detailed Expenses by Natural and Functional Divisions for Department Stores
with Net Sales of $2,000,000 to $10,000,000: 1940

{Common Figures; Net Sales = 100%)

i 1 6o§ Fi ith Net Sales of
tems 5 rmrsonto s b coomos o oomime
Accounting Office, | Executive and Accounting Office, | _ Executive an
ive inistra- tal Actounts Receiv~ | Other Administra-|  Total
ADMINISTRATIVE AND GENERAL: At e | e A T ‘able and Credit | tive and General
Pay Roll: Accounting Office............. 0.90% ceen 0.80%
Accts. Rec. and Credit. ....... 0.75 S 0.70 eeas
Executive. .. ......covevnenas cean 1.15% cens 0.85%
Executive Office.............. cans o.o5f vene 0.05
- Superintendency and Gen. Store cees 0.55 3.40% vees o.80 3.20%
Taxes!, . ... .iiiiinninnns N iteecaans - 1.14 1.14 veen 1.0 - 1.09
Interest on Mdse. and Accts. Rec......... vees 1.76 1.76 R 1.75 LIS
Supplies. ............ ceeaareaas Chereanas 0.13 0.04 o.17 0.I3 10.04 .17
Losses from Bad Debts, ..,,....... v 0.15 0.I§ .15 o.15
Other Unclassified................. Ceres o.06 0.35 0.41 0.08 0.39 0.47
Travelling. . ... .........c.ovinann. - 0.00 0.03 0.03 0.00 0.03 0.03
Communication............ cvanaan eaan 0.24 0.21 0.45 0.23 0.25 0.48
Insurance........occceeiicncnenaann 0.27 .27 fees o.25 0.25
Professional Services. ................ ‘.- o.14 0.13 0.27 0.16 0.14 ©.30
X 2.35%1 §.70%t 8.05% 2.25% 5.65%1 7.90%%
OlaerHating Fiﬁadl’la_nt Il.!“t‘ ' Total Oﬁeﬁﬁng Fi::jac Plant {'Ie%t': “Cotal
o - | an il 0
OccuPANCY: mkeep?:;e- ?:eut mt‘- a.tlrlI ntv'ver ¢ a-“luteepin“;e ment lt:: and gower
PayRoll.......ccoviiviiviiannnns eerdd| ©.85% ceen 0.05% | 0.90% 095% | -.-. o.10%t | 1.os%
Real Estate Costsl........ e 410% | .... 4.10 4.25% 4.25
Taxes on Fixtures and Equipment. . ... PN | IR 0.04 caen o.04f cees o.04 . o.04f
Interest on Fixtures and Equipment......[| .... 0.23 . 0.23 ceus ©.26 . 0.26
Supplies..........coooviiiiiiiininn, R . % 7} . .13 0.27 0.14 vees .13 .27
Service Purchased. ..................... o.ozf ceer 0.64 0.67 ©.04 ceen ©.53 0.57
Unclassified, ..........ccocuevennn, ceesd]| 006 cies 0.00 0.00 ©.06 ceee 0.00 o.06
Travelling. . ........cooviniiannnn. veees| o000 0.00 0.00 0.00
Repairs. ..... PRI ETT Ty eerras veed| ©.37 0.37 0.44 0.44
Insurance on Fixtures and Equipment.....[| .... o.orf cees o.o1f veen 0.01 ceen o.01
Depreciation on Fixtures and Equipment. .|| .... 0.62 vees o.62 s 0.66 e 0.66
i K+ 2 1 1.45% ] 500% | 0.80%t | 7.25%t 1.65%% '5.20%1 0.75%% | 7.60%:¢
PusrictTY: e e Display Total || Sl Fromolion Display Total
PayRoll.........  r e taersaererraerann 0.40%, 0.30% o.70% 0.40% 0.30% 0.70%,
Advertising. ... .... tareeraean Cereereaan 3.45 ceen 3.45 3.63 . 3.65
Supplies. . ........... teiieaens e o.17 ©.24 0.41 0.27 0.24 0.51
Unclassified. . .......c.co0ivnenn casens .07 o.o1t 0.08 0.07 0.0I o.08
Traveling. .....covvveeeennanennnnn, ees o.o:l‘ 0.00 o.01 0.0I 0.00 o.o1
Communication............. eeaees P 0.03 . o.03tf 0.0§ caes 0.0§
Professional Services................. e o.oz2t Cees o.02f o.ort cees o.01f
Total, ..o 4.15% 0.55% 4.70% 4.45%1 0.55% 5.00%%
. Mdse. M Receivi . ivi
BUYING AND MERCHANDISING: d Beagement]  Regeivingand | porg)  [[Mdse. Maagementy Receivingod | oral
Pay Roll: Mdse. Mgrs. and Assts......... 0.40%, U T 0.55%
Buyers and Assistants.......... 2.50 ' 2.45
Other............. T e o.zof 0.30
. Receiving and Marking. ....... ceen 0.45% 3.55% cens 0.45% 3.75%
Supplies.......... P 0.02 0.06 0.08 0.02 0.05 0.07
Unclassified. . . ...... Crreerans teeeraens 0.03 .00 0.03 0.04 ©.00 0.04
Travelling. ........... Hrieeeans ceeaanan 0.34 .00 0.34 0.35 ©.00 0.35
Communication. ........... Ceeeeraenan , 0.02 e 0.02 0.02 ceen 0.02
Professional Services!................. .. 0.28 Cean 0.28 0.26 Sesan 0.26
Total............ e reeen e 3.80%Id 0.50%% 4.35% 4.00%% 0.50% 4.50%1
. Di i .
Voo Bl ) Ghe Sing | Deivery | ot || GRS "I Daivery | ot
Pay Roll: Salespecple............. ieeee 6.50% cees 6. S
Floor Supts. and Sec. Mgrs... ... 0.15 ? s o.gg% .
Other...............cvein, 1.0§ 1.40
Delivery......o.ocuvn.... 0.55% 8.25% 0.55% 8.55%
Taxes........ LI TR TR T TN frae . o.0I 0.01 ceen o.01 0.01
gnter]?t on Equipment............... - ceus o.o1 o.01 . c.orf c.orf
upplies....... e aaiareeeriatrieranaas 0.77 0.09 .86 0.82 o. .91
Service Purchased. .................. o.50 0.50 o.:g o.gs
Unclassified.......... Cerrenas P ‘es 0.22 0.03 ©.25 0.15 0.03 0.18
Travelling. ........cooevvuiieenia,, . ©.00 0.00 0.00 0.00 0.00 0.00
Repairs........coovneuen. cees o.o3tf o.03t cens 0.03 0.03
Insurance................. vene 0.02 0.02 e .02 0.02
Depreciation, . .............. e, cers o.o5f o.05t Tees o.04f o.o4t
_ Total........coccceciiienernn. Ceiias 8.70%% 1.30%% 10.00%} 8.95%1 1.55%1 10.50%
ToTAL EXPENSE, . .. .. NPT e eeenneiaeas Cieeaas 343% l........ N T LA
Usable figures for this item were given on less th f the reports. So .
IOwing to the Bureau's practice of rounding off t?)l:: gz:ar:on ﬁeg;rea for functignalr:;g iﬁ?&ﬁ:ﬁﬁﬁf & et.l‘:)ﬁ:nﬁi':ln: ‘?L?gﬁfgﬂf ﬂa:o‘:r:l.wnyn possjble

to tie the detailed expense percentages into the totals exactly. The error, however, in no case exceeds 0.02% of net sales, 1 Sec definition in the Appendix.
22 . .



Table 12. Detailed Expenses by Natural and Functional Divisions for Department Stores
with Net Sales of $10,000,000 or More: 1940

* (Common Figures; Net Sales = 1009)
Ttems 26§ Firms with Net Sales of 13§ Firms with Net Sales of
$10,000,000 to $20,000,000 $20,000,000 or More
Accounting Oifice, Executive and Accounting Office, | Executive and
ADMINISTRATIVE AND (GENERAL: Accounts Receiv- j Other Administra-| Total Accounts Receiy- | Other Administra- Total
Pay Roll: A g OF able, and Credit | tive and General able, and Credit | tive and General
ay Roll: Accounting Office.............. 0.85% cees o. .
%ccts. Rec. and Credit. . ...... . 0.70 ? o.gg%
xecutive. .. ... ... .i.a..... vees 0.75% . o.60
Executive Office............... Ve o.og ? haas 0.05%

. Superintendency and Gen. Store. et . 083 3.20% veen 0.90 2.90%
Taxesi........ Ceaerereraeen Perreeanans 11§ 11§ 1.12 I.12
Interest on Mdse. and Accts. Rec......... vees 1.64 1.64 - 1.50 1.50
Supplies. . .....oooviiiiinii i 0.12 0.05 0.17 o.11 0.03 o.14
Losses from Bad Debts.................. 0.20 cres 0.20 0.20 veee 0.20
Other Unclassified...................... .00 0.44 0.53 0.00 0.55 0.64
Travelling. ., .......oooivveiiiniiiinn., 0.00 0.02 0.02 0.00 0.01 o.01
Communication........................ 0.20 0.27 ©.47 0.1 0.28 0.47
Ins_ura.qce. cteeeanaas et recarearaann Cees 0.20 0.20 ees 0.I§ 0.1§
Professional Services.................... 0.13 0.12 0.25 o.14 0.17 0.31

X 2.30%t 5.55%} 7.85%t 2.10%% 5-35%¢ 7.45%%
Operating | FixedPlant Heat, Operating | Fixed Plant Heat,
Qccorancy: and House- | and Equip- I.i%ht, Total and House- | and Equip-[ Light, ‘Total
keeping | ment ts | and Power keeping | ment ts | and Power
PayRoll......... Ceriaereeeaeas veeneed] 125% | .... 0.10%, 1.35% .20% | .... 0.10% 1.30%
Real Estate Costs................ 4-30% 4.30 5.10% cere 5.10
Taxes on Fixtures and Equipment. .......[| .... 0.05 . c.ost vees o.02tf . o.0zt
Interest on Fixtures and Equipment......]| .... 0.24 . ©.24 cean 0.19 RN .19
Supplies. .......... errararaean vl 017 - 0.00 0.26 0.13 veen 0.13 0.26
Service Purchased. ..................... 0.03 cees .53 o.56 0.02 veen 0.36 0.38
Unclassified................c...eeauaess 0.00 . ©.00 ©.09 0.08 sees 0.00 0.08
Travelling..........coovveviiinnn. ..., ©.00 0.00 o.00 0.00
Repairs. . ....coveiviiiiiininnnnnanns 0.44 0.44 0.47 - 0.47
Insurance on Fixtures and Equipment.. ... . 0.02 cees 0.02 s 0.01 ceen o.0r
Depreciation on Fixtures and Equipment..f| .... 0.65 cees .65 e 0.64 cans 0.6
Total..... i eereeeeaia, Civeeeans 2.00%% | 5.25%t | 0.70%t | 7.05%1 || 1.90% ] 5.05%1% | 0.60%t | 8.45%
PusLictTY: E:ffé;:%ﬂ:; Display Total ﬁfcg‘?ﬂt‘:f; Display Total
Pay Roll........ P eerraenaas 0.40% 0.25% 0.65%, 0.40%, 0.25% 0.65%
Advertising. ......ccvvevrnririinnrnnnn.. 3.65 3.63 345 345
Supplies. ....... Miettssaneranenarans ..o 0.20 0.26 0.46 o.16 0.23 0.30
Unclassified. .. ... ettt 0.05 0.02 0.07 0.05 0.02 0.07
Travelling. ..... Cee it raenna- 0.00 0.0 o100 0.00 0.00 0.00
Communication. ........covvveencrnnen.. 0.06 vens 0.06 o.06t vere o.06F
Professional Services.....o.oovueeeennnns o.o1t cens o.ort o.00 ceen 0.00
Total. .............. teiieiriiias 4-35%% 0.55%1 4.99% 4.10%1 0.50% 4.60%%
BUYING AND MERCHANDISING: Mase Mamagement] R rral | Tomt |[Mdse Masegement Regeivingand | Toml
Pay Roll: Mdse, Mgrs. and Assts.. ... ....|[ 0.65% 0.76%
Buyers and Assistants. ......... 2.25 - 2.00 ceen
ther. ..ot e 0.40 caen 0.40 N
Receiving and Marking. . ... e . 0.50% 3-80% ceee 0.50% 3.60%
Supplies. .. ....civeiiiinriennn.. ferreas 0.02 0.06 0.08 0.02 0.05 o.07
Unclassified, . ................. Crriieees 0.03 o.o1 c.04 ©.03 0.00 .03
Travelling. .. ...ovvvvenernnss reerarae 0.28 0.00 0.28 0.15 ©0.00 ©.15
Communication. ,..... Ceesanareaaeas ves o.02 cees .02 6.01 ceee 0.0r
Professional Services?......... 0.18 0.18 0.20 0.20
Total..........coccuennns e ‘e 3.85%% 0.55%% 4-40% 3.50%t 0.55% 4.03%%
SELLING: et Delivery Total e e Delivery Total
Pay Roll: Salespeople. .. .. .vuvviinnnnnss 6.10% ceee 5.75% cres
Floor Supts. and Sec, Mgrs...... o.40 vees ©.40 .
Other...... Crieestisanrenna 1.9o 2.10
Delivery...... . ... eernan vees 0.75% 9.15% e 1.00% 9-25%
TaXeS. . i viiiriniiniiianaes areanneas v 0.01 ©.01 LR 0.01 o.01
Interest on Equipment.......ccoovvuene. veae 0.01 o.01 ceea ©0.01 0.01
Supplies. . Eq p P i rrerraanans 0.88 0.10 0.08 o.87 0.08 0.95
Service Purchased. ..........c.c.coennnn. 0.90 ©.90 I.22 1.43
Unclassified. . ....... U N 0.14 0.02 .16 0.26 0.04 .30
Travelling. .........ccocnvntn, Creernaas 0.00 c.00 o.co ©.00 0.00 0.00
Repairs..........cccovnvunnn Creeneenas vaen ©.03 0.03 ceee ©.02 c.02
Insurance.............e0n0.e redeeeanan cees o.02 o.02 . .02 0.02
Depreciation. .. ...ocovvivvirriinenns 0.05 0.05 0.05 ©0.05
Total........... e, veeinns 9.40%%1 1.90%} 11.30%% 9.40%% 2.45% 11.85%1
TOTAL EXPENSE .. .0 vuieieniiaenennins € ereseavatanceeicsecioataass 364% Hooeeii e 36.4%
iven on less than 75% of the reports, & Some of the reports covered the operations of more than one store,

Usable figures for this item were ‘gl
Owing to the Buresu’s practice of ro i
tie the detailed expense percentages into the totals exactly. The error, however, in no case
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Table 13. Goal Flgures for Pay Roll and Total Expense by Functions for Department Stores: 1940
(Net Sales = 100%)

Net Sales (in thousands)
Ttems
; $20,
o US| e | e | e | e | S
Number of Reports. .......oevuevnnn.s.. v reaareas 10 8 16} 15t 14f 8t st
i 4 Genersl
A strative an
EXecutive. . . ...t ttiiieiiee i ereenanreeeannn 1.0% 1.1% 1.25% | 1.03% | ©9% 0.95% | ©55%
Accounting Office. .. .....cvviivinnrnnnenns veees 0.85 0.8 0.75 0.85 0.75
Accounts Receivable and Credit................... 2.0 2.3 0.7 0.65 0.6 c.65 0.6
Executive Office. .. ... ...0iiieininrennenannnannnn o.osf 0.45 0.05 0.0§ °.05
Superintendency and General Store.......c.v0vvveas ©.3% ) .7 o.8 .65
Total Administrative and General. ................. 3% | 34% | 32% | 2905% | 3% | 33% | 26%
Occupancy
Operating and Housekeeping. ... .v.vvuvneenuneness 0.7% 0.75% | 0.8% 0.8% 0.9% 1.25% | 1.0%
Heat, Light, and Power..........coivevinveenrennns 0.0 0.0 0.0 o.ost o.o5t o.I o1
Total OCCUPANCY . ....vvvvereererncnnernnsnaces 0.7% 0.75% | 0.8% 085% | 095% | 1.35% | 1%
Publicity
Sales Promotion and General Advertising. .......... 0.35% | ©.45% | ©.35% | ©.3% 0.35% | ©4% 0.4%
Display. . ..ottt i ie e .45 0.4 0.35 0.3 ©.3 0.25 0.25
Total Publicity. . ..........cciiiiinineniiinnnnnns 0.8% 0.85% | ©0.7% 0.6% 0.65% | 0.65% | ©0.65%
Buying and Merchandi
Merchandise Managers and Assistants.............. * * o 5% 04% | 065% | 09% 0.85%
Buyers and Assistants, . .........o.icvrvrnnnninnes » » 2.4 2.4 2.25 1.85
Other Merchandise Management and Buying. ....... . . o 21' o.xf 0.35 0.4 0.35
Total Merchandise Management and Buying. ....... 1.0% 2.5% 3.1% 2.9% 3.4% 3.55% | 3.95%
Receiving and Marking. . ........coocviiennnenn.s 0.3 0.3 0.5 0.4 0.8 | o5 0.45
Total Buying and Merchandising. . .......covvnern. 2.2% 2.8%, 3.6% 3.3% 3.8% 4.05% | 3.5%
Direct and General Selling
Salespeople. .. o.vuri iy » 27.65% | 6.6% 6.3% 6.1% 575% | 6.2%
Floor Superintendents and Section Managers. ....... * .55 0.2 0.I5 .2 0.4 0.4
LT * 0.45 0.5 0.85 1.2 1.8 2.28
Total Direct and General Selling. .................. 8.9% 8.65% | 7.3% 1.3% 7.5% 7.95% | 8.85%
Delivery.....ccviiviiiiiniinirsnass rrerreneaeen 0.25 0.3% 0.4 0.5 0.4 0.8 0.9§
Total Pay Roll. .. ..ottt iiiriinerrnnenrnnnes 15.85% | 16.8% 16.0% | 15.3% 16.3% | 181% | 17.65%
ToraL EXeENSE )
Administrative 2nd General .
Accounting Office, Accts. Rec., and Credit,......... * 28%F | 2.3% 2.2% 205% | 2.25% | 1.75%
Executive and Other Admin. and General........... . 5.1 5.4 §.05 5.45 5.7 5.1
Total Administrative and General.................. 7.5% 7.9% 7.7% 7.25% | 7.5% 795% | 6.85%
Occupancy
Operating and Housekeeping.......oovvuenerunnn.. 1.4% 1.45% 1.4% 1.4% .55% | 2.1% 1.8%,
Real Estate Costs1. ..........cccoiiivnnirnnnennn. 3.5 3.6 3.15 3.7 3.7 3.5% 5.I
I-‘lxturee: and Equipment Costs........vvvviinunenn.. I.I 1.05 0.65 0.75 1.0 0.93 .75
Heat, Light, and Power..........ccovvvieninn.... r.of' 085t | o.8s 0.7 | _o75 0.65 o6
Total Occupancy.........cvvveiueveiriennrnnannns 705% | 6.95% | 6.05% | 6.55% | 7.0% 7.25% | 8.25%
Publicity
Sales Promotion and General Advertising.........., 2.8% 3.3% 365% | 305% | 37% 3.25% 3 3%
Display. . AL T T T P PP PP PP e PP PPN 06s | o7 0.63 0.55 0.55 0.55 0.5
Total Publicity,.......covvvviiiiirnnininnnnnn.s 345% | 4.0% 4.3% 3.6% 4.25% | 3.8% 3.83%
Buﬂmgda:ndd']!;{eeﬁhandmm 4B
erchan anagement and Buying............, 2.7% 3.2% 3.3% 3.55% | 41% 4.1
Receiving and Marking. ... RAREETTRPRETTPPPRPRPS 0.3 0.35 0.5§ 0.45 ? 0.450 o.sg% g g%
Total Buying and Merchandising.................. 3.0% 355% | 435% | 4.0% 455% | 47% 4%
Direct and General Sellmg .......................... 0.4% 9.4% 8.1% 8.0% 8.25% | 9.0% | 10.0%
Delivery. ..o oovir it e e irieaieiaarenn, 0.5 0.9 1,0 1.1 II§ 1.5 2.0
Total EXpense. . ....vvivnroiiinrinararrannnrncsnss 300% | 3279% | 31.5% | 30.5% 327% | 34.2% | 34.9%
Iabl Usable fi for thi
; (?n‘::t:rnga;:ewgi th:u repolls ::ve:edgg? o;el;nu:nlut:?goe:: enclgl:l :cl:-em % °§:ehﬁ:§§;°{.'§n in the Appendix,
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SECTION III

OPERATING RESULTS OF DEPARTMENT STORES AS AFFECTED
BY SIZE OF CITY

The importance of size of city as a factor both
contributing to store volume and exerting a potent
influence on operating costs has been suggested
in Section II. Table 14, below, summarizes the
location of reporting firms of the ten volume
groups according to eight population classes.
Clearly, the volume achieved depends on the
potential number of customers to be served;
stores with sales of more than $4,000,000 were
found only in cities with population of 100,000
or more, while the smallest reporting stores usually
were located in cities with population of 15,000 or
less.

In each volume group there were one or more
size-of-city classes in which enough firms were
situated to make it possible to prepare common
figures. (The figures in parentheses in Table 14
indicate the groups which were too small for
tabulation.) Thus, the influence of the sales vol-
ume and size-of-city factor could be segregated.
These data, presented in Tables 15 to 17, pages
27 to 29, are common figures developed for stores
classified by sales volume groups within size-of-
city groups. They are based, it is true, on small
samples; but it is believed that the figures are
nevertheless significant, particularly for stores
with sales of $1,000,000 or more. Lack of well-
defined tendencies in the figures for smaller stores
suggests that the effect of variations in size of
city may not be pronounced among stores located
in cities with population of less than 50,000.

Table 15 deals with selected merchandising sta-
tistics, while the two following tables provide

typical natural and functional expense totals. The
merchandising figures are a continuation of the
series introduced in Bulletin No. 111, covering
1939,* while the tabulation of selected expense
data on this size-of-city basis is new to these cost
reports this year.

In examining these tables it is to be noted that
the same ten volume groups used throughout the
bulletin run from top to bottom at the left-hand
side of each table, while eight size-of-city groups
appear across the top of the table, ranging from
cities with population under 15,000 to cities with
population of 1,000,000 or more. Thus, the effects
exclusively associated with the sales-volume fac-
tor can be observed by reading down each column
from top to bottom, whereas the effects exclusively
associated with the size-of-city factor can be ascer-
tained by reading across from left to right.

Large Stores in Smaller Cities Make Best Profits

The most striking story in Table 15, page 27,
is told by the net gain percentages. The firms in
the 25 groups typically obtained net gains, or net
business profits, ranging from 1.1% of net sales
to 7.0%. Usually the most favorable results were
achieved by the relatively large volume firms in
each population class, while the poor records were
turned in by firms which were small in relation
to the size of the community served.

1Harvard Business School, Bureau of Business Research,
Bulletin No. 111, Operating Resulls of Department and Specialty
Stores in 193¢, by Malcolm P. McNair, p. 15.

Table 14. Distribution of 427! Department Store Reports According to Net Sales Volume and
Size of City

Population Groups {(in thousands)

G Nuelt Salcsds)
in thousan _ _ asom so0- r000
thln.‘;mxs :g ;g f:; ;csag-— 500 1,000 ar mere
Less than $I50. ... .cuuvrenivrrosernnisnrnns 32 7 (1) 2 2 (2) . {I;
L Y 16 14 7 2 2 .. .. 2
B 300600, . vttt si 1 ; ; z Ig ; 53 . X
OO 50 + v v s aensnnrnersraassnsorasbsraans 4
§Iso—JZ,Scxao ................................. 1 gzz 8 17 A2 .(-) g:i g:
;l,ooo-z,ooo ............................... 1) 2 (g) :tll : g { g z { g
2,000,000 . ¢ ¢ s 2aaranrnrssananssrinrirares e ..
$4.000-10,000. + + v v v e ve e .. .. .. 12 zg rg (g
$10,000-20,000. . . . .iiiiiiii e .. & & 9
$20,000 0T MOTE. . .. vvvvveerercnacrrneranns

1 The difference between the total of reporting rms listed above and the total reporting data for the study is due to the omission of two consolidated reports cover-

ing stores operating in different size-of-city groups,
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For instance, the two groups of stores commonly
earning 7.0% on net sales were the firms with
sales of $4,000,000 to $10,000,000 located in cities
of 100,000 to 250,000, and the firms with sales of
$2,000,000 to $4,000,000 operating in cities of
50,000 to 100,000. In each of these situations
the firms were the largest stores to be found
commonly in cities of these sizes. At the other
end of the range were stores with sales of less
than $150,000 located in cities of 15,000 to 25,000
and reporting gains amounting to 1.1% of sales.
The next lowest earning rates, 1.5% of sales, were
secured by two groups of firms: the stores with
sales of less than $150,000 in cities of less than
15,000 population; and the large stores, obtain-
ing annual volumes of $10,000,000 to $20,000,000,
in cities with population of 1,000,000 or more. In
contrast to the poor results of the latter group
of stores was the 4.9% net gain typical for stores
similarly located but securing sales of $20,000,000
or more.

The favorable earnings for firms with relatively
large volumes in the four city classifications with
population of 100,000 or more were a result partly
of the higher rates of margin commonly associated
with large dollar volume. From Table 15 it will
be noted, in following down the fifth column, that
for cities of 100,000 to 250,000 gross margins
were 35.5% for stores with sales of $r1,000,000
to $2,000,000 but were in the vicinity of 37% for
stores with sales above $2,000,000. Similarly, in
cities of 500,000 to 1,000,000, summarized in the
seventh column, margins typically ranged from
35.9% for the smallest stores in such cities to
38.4% for the largest.

Gross margin appears definitely to be more
closely associated with the volume-of-sales factor
than it is with the size-of-city factor. On the other
hand, the total expense ratio seems to be some-
what more closely associated with the size-of-city
factor. Reading across Table 15 from left to right
for stores with sales of $1,000,000 or more, one
finds a clear tendency for the total expense per-
centages to rise progressively from one population
class to another. Thus, a firm securing large vol-
ume in a moderate-size city may have a double
advantage, favorable margin rates arising from
large volume and low expenses made possible by
location.

For the concerns with sales over $2,000,000,
returns and allowances in percentage of sales
manifested some positive correlation with size of
city, but it is also true that in all stores with sales
above $1,000,000 in cities of more than 100,000
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population there was likewise some positive corre-
lation between the ratio of returns and the volume
of sales. Thus, in each population class the high-
est percentage returns were reported by the largest
stores. Whether this situation results from efforts
to maintain competitive position, from the diversi-
fication of merchandise lines to include more
furniture and other home furnishings® from
variety within departments leading to customer
confusion, or from faulty selling, the problem of
returns is a very real one for these large stores,

The rate of stock-turn, also shown in Table 13,
appeared to have some positive correlation with
sales volume and to be only slightly, if at all,
related to the size-of-city factor.

Real Estate Costs, Advertising, and Delivery
Higher for Stores in Large Cities

Table 16, page 28, shows common figures by
sales volume groups within population groups
for total pay roll, real estate costs, advertising,
and all other expense. From this table it appears
that real estate cost percentages for large stores
in 1940 tended to be lower in moderate-size cities
than in densely populated districts, where high
tax and insurance rates and intense demand for
space force up the cost per square foot. This posi-
tive correlation between real estate costs and size
of city was particularly marked for stores with
sales above $1,000,000. For instance, stores with
sales of $10,000,000 to $20,000,000 commonly
incurred 3.7% for real estate costs in cities of
250,000 to 500,000 population, whereas stores of
the same sales volume incurred real estate costs
of 5.3% in cities of 1,000,000 or more. There
was also evidence of some advantages in real estate
costs arising out of location in smaller cities
in the case of firms. with sales of $500,000 to
$750,000, $1,000,000 to $2,000,000, and $2,000,-
ooo to $4,000,000.

The other expenditure which showed the closest
relationship with size of city was advertising. 'In
eight of the ten volume groups advertising outlays
called for a higher percentage of sales for the
firms in the larger cities. For instance, in the
$2,000,000 to $4,000,000 group the advertising
expense ratio was practically twice as high for
the stores in cities between 500,000 and 1,000,000
as it was for the stores in the 50,000 to 100,000
population group. On the other hand, reading
down the columns, no consistent relation appeared

* Departmental figures published by the Controllers’ Con-

gress in past years have shown percentage returns on furnityre
to be high.




between advertising expense and sales volume
until the 100,000 population mark was reached;
and then in the remaining four large city classes

advertising expenses in 1940 were a lower per-
centage of sales for the larger stores. Although it
rests with store executives to decide the quantity

Table 15. Common Figures for Margin, Expense, and Profit for Department Stores Classified According
to Net Sales Volume and Size of City: 1940

(Net Sales = 100%, except where noted)

Population Groups (in thousands)

. Net Sales Ttems
{in thousands) Less 15— 25— 50~ 100~ 250~ 00— 1,000
than I5 14 1= I00 230 500 1,000 or more
Gross Margin. ............... 30.4% 3ta% | ..o | oo | L.l . R B
Less than | Total Expense............... 3.8 ? 323 | ..o | e | e | eeen RN vens
$150 NetGain................... 1.5 55 S R TP U I cees
Rate of Stock-turn........... 2.25 26 | ..o s | e | eees ] et .
Gross Margin................ 31.6% | 332% | 334% | ..-.- A N I I
$150— Total Expense............... 32.4 31.8 E7o S U B P B TP
300 Net Gain........ e < 2.6 3.0 ¥ T PP [ I U S
Rate of Stock-turn........... 2.6 3.15 2.8 P T A IO
Gross Margin. ... R 34.0% | 34.3% . . R
$300— Total Expense. .............. R 33.6 3290 | oeeer [ oeeene | e ciian
500 Net Gain...... P 3.5 37 f ceere | oeeeen | e | el
Rate of Stock-turn. . .........[ ..... 3.7 34 [ ceeee | e | oeeeio | o ces
Gross Margin. .........ooane) cueen | .ann 355% | 368% | ..... | ... ] ...l e
$500— Total Expense. ......ovvvnne| wovne | venes 34.1 339 T N T
750 NetGain,.........covvvvee] ovvns veees 4.7 N S I A O
Rate of Stock-turn...........] ..... . 4.0 39 | oo aiin ) e | el
Returns and Allowances.. ..... R S 70%t 79%f| ..o | oo ] oo | aell
GrossMargin. .......coovvvne| vevee | viinn 352% | 356% | ..--i | eeeeo | e .
$750— Total Expense. . ...covevnavns| covee | ouvnn 36.2 343 | coeee | e | oo | el
1,000 Net Gain. ...oovveivenrnanne] coner | wveas 4.0 L N O I T
Rateof Stock-turn. . .........] .oonee ]| et 3.95 V-T2 U IR I
Returns and Allowances.......[ -.... [ ..... * 6.7%t | -.... [ I .
Gross Margin............. R R R 37.1% | 361% | 355% | ... | ..., .
Total Expense....... Y . 344 34.6 350 | ...} .o ] ool
$1,000- NetGain.......... RN R . 5.1 :g 31 ...............
2,000 Rate of Stock-turn. .. .....ova| sanee | -een 4.0% . 7 N U A I,
Returns and Allowances.......| ..... | ..... 8.89t 6.6'?1{?1 6.o?¥f ..... vee | e
Sizeof Sale.........coovvvn] vonen | eeenn * $1.87 $1021 | ... | s | el
Gross Margin.........ocouens U . 356% | 37.1% | 369% | 359% | -....
Total Expense........c.... RO U I BT 32.0 34.0 350 35.8 .
$2,000- Net Gain, .....covvveevnvae] wvene | oweeen b ovanns 7.0 5-7s 39 .‘;g -----
0co Rate of Stock-tur. ... .c.cevun| vanen | ceeee | eeens 4.4 4.5 4.4 L
+ Returns and Allowances.......[ ..... | ..... . 7-0% 7,-’-“7#1' 3-7‘7{» 1.0% | -....
Size of Sale......... Pesanenns RO PPUUREY I » 2.00 $2.10 $2.00 cen
Gross Margin.............. I i | e 37% | 37% | 373% | ..-..
Total Expense, .....oocvvns L BT SO BRI R 33.1 349 a7 % e
$4,000- Net Gain. ..... Ceenens TN RO e e BT 7.0 5.7 38 | ...
10,000 Rate of Stock-turn........... vee AU R B 5-0‘57 14-7? 13-7.57 -----
Returns and Allowances.......| «.... U I I 9.4% s0.3 o $ 3% 1 ...
Size of Sale......... A R B A B $1.04 1.04 232 | .....
Gross Margin......covvenenns] woeee | oveeie | eeeen [ eeeee e 37-% 38.3% 33.9%
Total Expense.......cocevnes| «on T N EETTEN BETEEE ) 32.; 3g,5 3I_g
$10000- | NetGain.........oooinnenes NURE A R I e 65 s‘o
20,000 Rate of Stock-turn. . .o eeveve] covvi | eenii ] eeiee ] e | e 5 S5 5 5 o
Returns and Allowances.. . ....] ..o | eoeen | veeen ] e b e 5% g © 4570
Sizeof Sale......covvevienees] conee | oeveec e S T $2.25 $2.605 $2.55
Gross Margin. . .......oovenns| connn ggi%
Total Expense..... e N S IR R R I B P
$20000 | NetGain..........cooonnn. o e e e e e +9
or more Rate of Stock-turn......... A DR I ‘e r4‘5'7
Returns and Allowances.......] --... S 52:700
Size 0f Sale. ..ovvnvieencnnens] cover | omeeen | e ] e ] e

* Data not available,
Note: Data for returns ond allowances were no

firma with sales of less than $1,000,000.
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figures is jtem were given on less than 75% of the reports.
! sable for :l:‘\’r;ila]ale for glwm with sales of less than $500,000,

and information concerning the size of sale was Iacking for



of advertising to be used and the media to be em-
ployed, advertising rates vary with circulation,
and circulation depends directly on population.
Hence, for the same quantity of advertising a
store of stated sales volume pays a lower per-

centage in a small city than does a store of iden-
tical sales volume in a large city. As a corollary,
in a large city a store with a large volume of sales
incurs a lower advertising expense ratio than does
a competitor with smaller sales volume.

Table 16. Common Figures for Selected Expenses for Department Stores Classified
According to Net Sales Volume and Size of City: 1940
(Net Sales = 100%)

Net Sales
(in thousands)

Population Groups (in thousands)

Ttems

Less than
$150

Total Pay Roll. . ............
Real Estate Costs?...........

....................
....................
cccccccccccccccccccc

oooooooooooooooooooo

....................

$150—
300

Total Pay Roll..............
Real Estate Costs*...........

--------------------

---------------------

$300—
500

Total Pay Roll. .............
Real Estate Costs®...........

Advertising. . ... ...ccininnn
All Other Expense?..........

....................
....................

....................

....................

$500-
750

Total Pay Roll..............
Real Estate Costs*...........
Advertising. . ........ceenneun
All Other Expense®..........

....................
....................

....................

--------------------

$750-
1,000

Total Pay Roll. .............
Real Estate Costs*...........
Advertising. .. ..............
All Other Expense®..........

.....

.....

-----

....................
....................

--------------------

---------------

....................

$1,000-
2,000

Total Pay Roll. .............
Real Estate Costs!...........
Advertising. . ......couuvnna.
All Other Expense®..........

.....

-----

.....

..........

$2,000—
4,000

Total Pay Roll..............
Real Estate Costs!...........
Advertising_ .. ..............
All Other Expense?. .........

.....

-----

$4,000-
10,000

Total Pay Roll..............
Real Estate Costs1...........
Advertising. .. ..............
All Other Expense?..........

.....

.....

.....

ooooo

$10,000—
20,000

Total Pay Roll. .............
Real Estate Costst...........
Advertising. . ...............
All Other Expense®..........

Total Expense...............

.....

.....

ooooo

.....

.....

$20,000
or more

Total Pay Roll..............
Real Estate Costs?...........
Advertising. . ............ rer
All Other Expense *

Total Expense

..........

...............

.....

.....

...............

..........
..........

..........

1 See definition in the Appendix,

2 Including interest on selected assets.
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Table 17. Common Figures for Functional Divisions of Expense for Department Stores Classified
According to Net Sales Volume and Size of City: 1940

(Net Sales = 100%)

Population Groups (in thousands)
Net Sal
{in tf:ousa.nﬂds) Ttems
50— 100~ 250~ 500~ 1,000
100 250 Lo I,000 Cr more
Total Administrative and General..................... 79% 8.05% 8.4% 85% | ......
Total Occupancy. ......cvveveeiiieereinnennrnnnnon, 6.8 7.0 7.4 4 | .....
$2,000— Total Publicity.........couoiiiiirnerieernnannnnnnn, 3.9 4.55 5.2 6.2
4,000 Total B;j?;g and Merchandising..................... 4.0 4.2 4.7 3:7 s
Total Selling. .. .......covviiiiiiiiieiianannnnn, 85 9.0 8.8 83 | .....
Total Delwery ...................................... 0.9 1.2 1.4 ; & BN I
Total Administrative and General.....................| ..... 7.6% 7. 84% | -....
Total Occupancy.......ccevivrenrniirnnrensennnennss wunns 7.5 ? 7.;% 7.3% .....
$4,000- Total Publicity. .. .........coviiiiiniiiiininnen | el 4.0 5.0 55 | ...
10,000 Total Bu elﬂﬂlg and Merchandising. ..................0] ...l 455 4.45 43 [ e
Total Selling. .. ....ooveriiiiriiiiiiiiiineiiennns|  vanns 8.5 8.6 0z | ...
Total De.hvery ........................................... LI 1.45 20 | .....
Total Administrative and General.................... B O I 8.05% 8.0% 7.89%,
Total OccuPancy.....covvvvrvenrevnenrannenecnennaen] weeee | wuris 7.6 7.2 0.0
$10,000~ Total Publicity. .. ...oooviiiiiiiiiiiiiiiiiienniaens]  veeen | el 4.1 4.5 6.2
20,000 Total By dﬁ;ng and Merchandising. ..............coo00d coas | ol 4.5 4.6 4.1
Total Selling. .........ccoiiiiiiiiiiiieiiieiand| eeeee | aael 9.45 9.45 9.3
Total Dehvery ................................................ 1.5 1.83 2.3
Total Administrative and General.,............ccvvne]  veeee | coen ] ool | el 7.25%
Total Qccupancy...... R T T R 8.4
$:0,000 Total Publicity............oovvvvvnniiniiiennnnnnd  voenn | eee | e ] el 4.6
or more Total Bu el.ﬁnmg and Merchandising. . ......cooovieeennend  aeens | e | e ] ol 4.0
Total Selling. .....ovvvivviriiviiriinierivnnenene] woeee | veeen | aeeen | e 9.65
Total Dehvery .......................................................... 2.5

It is interesting to observe from Table 16 that
total pay roll, which is by all odds the most im-
portant type of outlay in a retail business, appar-
ently displayed no consistent variations in 1940
either in relation to sales volume or in relation to
size of city.

Table 17, above, shows the functional expense
totals grouped according to the same cross classi-
fication by sales volume and size of city, figures
being available only for stores with sales above
$2,000,000 situated in cities with population over
50,000. Naturally, the total occupancy and total
publicity figures followed the same patterns as
described in the preceding paragraphs for real
estate costs and advertising. An additional advan-
tage of a small city location appeared, as might
be expected, in the delivery function. Total de-
livery costs showed a positive correlation with
size of city but exhibited no definite relation to
volume of sales. In the $2,000,000 to $4,000,000
group, for instance, and again in the $4,000,000
to $10,000,000 group, total delivery expense was
nearly twice as high a percentage in the large
cities as in the smaller communities.

In this connection it should be recalled that
returns and allowances, as shown in Table 13,
also varied directly with size of city for all firms
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1 Burnham, Elizabeth A,

with sales of $2,000,000 or more. Thus, an ex-
pense already made high in large cities by difficul-
ties inherent in slow tramsportation in thickly
settled districts and by extensive suburban cov-
erage doubtless was magnified by the duplication
of service required by returned goods.

The foregoing discussion of the 1940 figures,
based on the effort to segregate the effects of vol-
ume of sales and the effects of size of city, cor-
roborates the conclusions drawn by Miss Elizabeth
A. Burnham, who initiated this analysis in an
article in the Harverd Business Review?

Department store operating expense, an important
basic factor in the final retail price of department
store merchandise, tends to vary directly with the
population of the city in which the store is located.

There is apparently a minimum sales level within
each size of city below which it is difficult for a
firm to operate effectively. Firms which fail to
secure this minimum requisite volume have little
chance for business profits for themselves or for
savings which they can pass on to customers in the
form of lowered merchandise markup.

In each size of city it is the firms with the largest
sales volumes which have the most favorable operat-
ing expense percentages and the greatest opportunity
for reasonable profits.

“The Department Store in Its
Community,” Harvard Business Review, Vol. XVIII, No. 4,
Summer, 1940, PP- 470471



SECTION IV

SPECIALTY STORES

There were go specialty stores reporting to the
Bureau for 1g940. Figures for these stores are
presented in this section of the bulletin. These
stores conformed generally to the definition of
departmentized specialty stores, that is, stores
with a departmental form of organization spe-
cializing in the sale of women’s wearing apparel
and related accessories; this definition essentially
excludes apparel chains and small nondepartmen-
tized apparel shops. Tables 18 through 23, pages
31 to 36, present common and goal figures for
specialty stores in seven volume groups running
from sales of less than $150,000 to sales of
$4,000,000 or more, It is obvious, of course, that
since the number of stores in each of these groups
is relatively small the figures do not have the same
reliability for comparative purposes as do the
corresponding figures for department stores.

Margins end Expenses Higher Than in Depart-
ment Stores, but Earnings Lower

Although specialty store profits improved in
1940 as compared with 1939, this type of enter-
prise did not make so good a profit showing as did
department stores. Comparison of Table 18 with
Table 4, page 12, shows that gross margins were
generally higher in specialty stores than in depart-
ment stores, by reason of such factors as higher
initial mark-up, lower rate of transportation costs,
larger cash discounts, and lower stock shortages.
Weighting the balance in the opposite direction
were higher matk-downs. As between small and
large specialty stores there was decidedly less
variation in the grogs margin figure than charac-
teristically appears for department stores of differ-
ent sales volumes. The rate of stock-turn, as
might be expected, was substantially more rapid
for specialty stores than for department stores.

Comparison of the expense figures in Table 19
with the corresponding figures for department
stores in Table 6, page 17, reveals generally
higher percentages for specialty stores with dif-
ferences particularly observable in real estate
costs, advertising, service purchased, and travel-
ling. Among the functional divisions of expense
(figures were available for specialty stores with
sales of $500,000 and up only), administrative and
general, occupancy, publicity, and buying and
merchandising all tended to be higher for specialty
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stores than for department stores. On the other
hand, direct and general selling and delivery were
lower. There were few variations in specialty
store expense rates in relation to sales volume;
the percentage cost of doing business for a store
with sales of $370,000 was only slightly lower
than that for a store with sales over $6,000,000.
Such a small variation is in distinct contrast to
the situation among department stores.

Possible Explanations of Poorer Comparative
Showing of Specialty Stores

Reasons why specialty stores did not equal the
performance of department stores in 1940 may
perhaps lie in two categories, competition and
location.

It is noticeable that specialty stores with sales
of $500,000 or more did not obtain so large sales
increases in 1940 over the preceding year as did
department stores. Also, among specialty stores,
the greatest sales increases were those exhibited
by firms with sales under $500,000. Larger spe-
cialty stores evidently found the going more diffi-
cult. Quite plausibly the explanation lies in
increased competition. The retail census for 1939
reveals an increase in the proportion of ready-
to-wear business handled by chains. It also
reveals, for certain localities at any rate, an in-
crease in the number of ready-to-wear stores in
suburban and outlying cities. Specialty stores,
with their dependence on a limited line of mer-
chandise, are perhaps somewhat more vulnerable
to this form of competition than are department
stores with their much greater variety of goods
under one roof. This chain and suburban shop
competition has been rising during the past
decade, and it is perhaps significant that for a
substantial number of specialty stores, particu-
larly in the $2,000,000 to $4,000,000 group, which
have been reporting regularly to the Bureau over
the last 11 years or more, sales for 1940 were
still very considerably below the 1930 level, in
several instances by as much as 20% to 30%.
This showing could not be attributed primarily
to lower prices, for the Fairchild ready-to-wear
price index, on the basis of January, 1931, as 100,
averaged gr1.2 for the year 1940.

With respect to expense, specialty stores may
be expected to have higher outlays for some items



than do department stores. For example, the
greater need of frequent. trips to market in the
case of specialty stores augments their travelling
expense. Likewise, specialty stores have higher
merchandise returns, a circumstance which in-
creases operating expenses in many ways, both
tangible and intangible. On the other hand, spe-
cialty stores have lower delivery expense, and
their faster rate of stock-turn reduces the inci-
dence of merchandise carrying charges. Accom-
panying a considerably higher average gross sale
in specialty stores, the number of transactions per
employee naturally is much smaller than in de-
partment stores, with the result that the general

Table 18. Common Figures for

over-all productivity of the personnel is much the
same.

Perhaps the most significant points at which
specialty store expenses are higher than those of
department stores are real estate costs and ad-
vertising. Here the explanation lies not so much
in the nature of the business as in the relative
sizes of cities in which specialty stores predomi-
nantly are located. Comparing the population data
in Table 18 with the corresponding figures in
Table 4, page 12, for department stores, the reader
will note that, size for size, specialty stores are
located in very considerably larger cities than
are department stores. The departmentized spe-

Merchandising Operations and Profits for Specialty Stores: 1940
(Net Sales = 100%, except where noted)

Net Sales (in thousands)
Teems Less than $150- $300— $500~ $1,000—- $2,000— $4,000
$150 300 500 1,000 2,000 £,000 or mote
Number of Reports. . ........covvnvneienrnsnes 14} 15t 1 14} 10} 161 10}
Aggregate Sales (in thousands)................. $1,010 $3,361 84,176 $15,102 $14,342 $38,122 $88,643
> ical Net Sa.l&(s {in thousanzis) ................ $’7o $103 $;'~,7o $640 $1,350 $2,300 $6,300
Change in Sales {1940/1939). . .. oo cvvenrnnnsn 104.0 110.6 107.8 105.3 104.3 102.5 104.6
Population (interquartile range ! — in thousands).| 13-68 49101 61-101 105-7710 | 206-854 | 490-1,610 | 770~7,380
Initial Mark-up (percentage of original retail value)
on Invoice (?og.) Delivtearged 1. gm ............ . . i 39.2% 30.45% | 394% | 39.2%
Mark-downs. . ......oiiiiuiaiiiniiiinciaans o * ’ * } ’ } 8.65% 7.8% 6.9%
Discounts to Employees and Others. .. .......... * M . 79% ° 0-2 105
Stock SHOrtAZES. . .. oeunnennnennnrreeneennnes * 0.4 0.55 o. 0.65
Total Retail Reductions. ......voverernriannens . . » 8.3% 9.2% 9.2% 8.6%
Inward Freight, Express, and Truckage.......... LI ;% oo%t | o75% | ©85% ch%f : :»g%f :-45%1’
élatsegation and Workroom Cost:rglﬁlet) ........... 1.0 0.9 o.7 1.25 o. X .55
Discounts Received on P ases
(percentage of sales). .......cccvierncennnanas 4.6 4.5 4.03 4.2 4.1 4-3 4-3
Gross Margin, ........ovevvenrenasennornsancns 343 356 36.7 37.% 374 37.5 377
ise Costs (Net)....ovvvnvnenenes 65.8% 64.4% 63.3% | 620% 62.6% 62.5% | 62.3%
Rt om0
TOTAL COBT. . . oeieeeeeneerrnsrnrsnnrannsones 08.8% | 1000% 00.3% | 906% 990.6% | 1002% | 99-3%
NET ProriT oR Loss. .. ,. TS 1.2% 0.0% 0.7% 0.4% 04% |L.02% 0.7%
e Ot tacoms (adiig it o i) | ) |y | ag | ae | e | s
N :
Percentage of Mot Surme 2 omlmeomet .. 5% | ao% | 35% | 3% | 28% | 2% | 31%
Percentage of Net Worth.........cooveuens 11.0 75 8.0 7.0 5 5 :
Federal Tax on INcome. . .....oveveiencnercanes . 0.3% ' 0.5% 0.7%t 0.6% 1.0%
P irms: - .
“Earning Some et PIOBt. .. .v. . evsrrersesees 6s% | $33% | ass% | g% | Goo% |- 15% | oo
Earning Some Net Gain., ., .\ vvouerreneionsns 92.9 73.3 100.0 5.7 -
Rate of Stock-turn (times a year): ] . 6. 6. 6.7
Baged on Beginmsxg and E):nding Inventories....| 4§ 6-51 g':t i:s S-g 5 S_g 5. 35
Based on Monthly Inventories. ..........uvss- 4. -

; ?outn n?tu:vni Inble, 1A A
vered ations of e tha
Drepari n;“ :h: ﬁx:r:%iupoc;uhunn. © opry See definition in the Appendix.

ts.

1 Usable figures g";:)jr'i’tiﬁx o';?:l%ir:? “I',’,",f,?ﬁ g‘_-;,’fh% ;ﬂ&'ﬁimh the city in which the main store was located was ysed in
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cialty apparel store is essentially a metropolitan  a store encounters high real estate costs and high
institution. In large metropolitan centers such  advertising rates, and yet it commonly does not

Table 19. CMon Figures for Expense by Natural and Functicnal Divisions for Specialty Stores: 1940

(Net Sales = 100%) .
Net Sales (in thousands)
Items
Less than $150~ $300- $500~ $1,000~- $2,000- $4,000
$150 300 500 1,000 2,000 " 4,000 or more
Number of Reports:

Giving Functional Data..................... I ° I 10} 8t 16% 10}
Giving Other Data. .. ..oovvvnrinianniannnnn. 14t 15t 11 14t 10} 16% 10}
Aggregate Sales (in thousands)........ ........ $1,010 $3,361 $4,176 $15,192 | $14,342 | $38,122 | $88,643
Typical Net Sales (in thousands)................ $70 5;95 §370 $640 SI,Z", 50 Sz,:aoo $6,300
Change in Sales (1940/1939).. .... ferreeaeaass 104.0 110.6 107.8 105.3 104.3 102.5 104.6
Population (mterqua.rtﬂe_ range® — in thousands).] 1368 49~-101 61-101 105770 | 206-854 | 490-1,619 | 770~7,380

¥Ammp ]%(NIIISIONS % %

o E T ) | 16.5% 16.69%, 17.5% 17.55% 17.0% 17.8% 17.90%
Real Estate CostsI. .. ......oiiiiiiiiiinnnn., 4.5 5.4 43 4.7 4.6 5.0 4.8 ¢
Newspaper Advertising. ...............coeeen. 2.451 a7t 33 3.2 4.1 3.3
Direct Advertising. ...........coiiiiiiiiennn.. o.15f 0.1 * 0.4 o.31 .45 ©.35
Other Advertising. . ..........c..iiiauneeanann. 0.3 0.2 » 0.5 0.7 0.2 0.4
Total Advertising (subtotal) ................... (2.9) (z.1) 3.65 (4.2) {4.2) (a.75) (4.05)
Taxes ). ... it e i et e o0.85 ~ Log % {3 1.2 1.0 1.05 1.0
gnter]qst 2 teeiiiteaa ittt e 2.3 1.85 1.05 2.0 1.7 1.7 1.65

L3 1.05 L4 1.2 1§ 19 17§ 2.15
Service Purchased. .......ccociiiiiiiiiena.s 1.4 1.45 1.45 1.3 1.2 1.4 1.45
Losses from Bad Debts. . ...................... 0.3 0.2§ 0.35 0.35 0.2 0.2 o.I§
Other Unclassified.........cccoecviiiiiinnn... o.8% 0.7 1.1 0.9 1.0 0.85 .15
Travelling........coiiiiieiiiiiiiiiaaas 0.65 0.75 0.75 0.55 0.55 0.05 0.3
Communication........cooveiiiiiiiiiinanennn 0.4 0.6 0.05 0.6 0.6 0.6 0.6
REPAITS. .. cveceerinraecneananannerneenrnnan o.asf o.sf 0.2 0.3 0.5 0.4 0.4
Insurance®. . .......cciiiiiiiiiiii i 0.45 0.5 a.5 ©.45 0.35 .3 0.2
Depreciation®............. ...l I - W 0.85 o.7 0.6 0.65 0.55 0.7
Professional Services? 0.3 0.8 o.35t 0.5 0.65 0.7 .5
Total EXPense. .. .vvuveeerrnrncniiisucnanannns 33.0% 356% 360% | 36.9% 37.0% 37.9% 37.9%
FoNncrioNaL DIVISIONS
Administrative 2nd General

Accounting Office, Accounts Receivable, and
Credit............... Ferrresaraseiiiauans * . . 2.0%% » 2.5% 2.3%
Ezxecutive and Other Administrative and General * * » 6.0 . 6.05 54
Total Administrative and General . ............ hd * * 9.8% 8.05% 8.55% 1.9%
Oc(():upancy d Housek: ’
perating and Housekeeping..............,.. * * * ;
Real Estate COSEL. ... ..o eremnnremmnn s . . . WA % | 1% | 8%
Fixtures and Equipment Costs. ............... * * * .85 0:35 f,' 8 g"
Heat, Light, and Power.....ccoenenenrnnnnn.. » * " 0.95 .75 0:65 o:gg
Total OcouUPanCY. ... .cooveerennniranennnns, * * * 7.0% 7.15% 8.15% 8.2%
Pugaﬁcity d General Ad
es Promotion an vertising....... * * b
d 415% | 5% 5.5% 51%
Dlspla.y .................................... * . * * .75 0.7 0.650 0.650
Total Publicity........covueernnnnnnrnnnnn., *
otal Publicity * * 5:5% 57% 6.15% | 575%
Bging snd Mmoo
Merchandise Management and Buying.......,, . * *

P ¢ 395%F| 44% 5.0% 4.05%
Receiving and Marking. .. ................... * * . 0.31’ 0.5 0_450 0.45 °
Total Buying and Merchandising. ............. * *

dYG‘:: s € * 425% | 4.9% 545% | 45%
Direct an € ing.......ovovvieinnnn.. * * »
DeElVery. . v veeaeeereenseerrrianesrnnnnininns * . . 8.3% 865% | 8.3% 9.2%
°.95 L.o§ 1.1 1.65
Total EXpPense. . .. oovevrensnnnrurnnsnnnsvnns. .
xp 33.0% | 356% | 360% | 369% | 37.0% 3717% | 31°%
# Data not available, t Usable figures for this item were gi less th f th ations of mors
s re o v e, e bl O e iy T D R ST, et SO LS ot covrd he cerntionsof e
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have so great a sales volume to bear those costs
as do most of the department stores with which
it is in competition.

Partial confirmation of this hypothesis regard-
ing the disadvantages of specialty stores located
in large cities is available from the rg40 figures.
Taking cities of several different sizes, a com-
parison was made of the operating results of spe-
cialty stores and department stores situated in
those cities. On the favorable side, as compared
with department stores, these specialty stores had
higher initial mark-up, higher gross margin, a
faster rate of stock-turn, a larger average sales
transaction, a lower salesforce expense rate, and
lower delivery costs. On the other side of the
ledger, however, these specialty stores, as com-
pared with department stores in cities of the
same size, had a higher total expense rate, a
lower total volume of sales, and a lower rate of
sales increase over the preceding year. Apparently
because of their Iower total volume of sales, these

specialty stores exhibited higher percentages for
administrative and general expense, advertising,
and buying and merchandising. They also had
higher real estate costs, higher returns of mer-
chandise for credit, and higher retail reductions.
While these comparisons are by no means con-
clusive, they certainly strengthen the view that
under present-day conditions any advantages
accruing from specialization in the sale of women’s
ready-to-wear apparel, particularly by small or
medium-size specialty stores in fairly large cities,
are considerably outweighed by the advantages
which their larger department store competitors
enjoy.

Other Comparisons

Because of the small number of specialty stores
reporting data on number of transactions and on
square feet of space used, the comparisons in
Table 2o, below, are not of great importance,
except as indicating 2 somewhat higher rate of

Table 20. Common Figures for Pay Roll, Productivity of Personnel, Real Estate Costs, and Productivity
of Space for Specialty Stores: 1940 ’

Net Sales (in thousands)
Ttems Less than $150~ $100- $500— $1,000~ $3,000- $4,000
$150 300 500 1,000 2,000 4,000 Or more
Number of Reports:
Giving Transaction Data. . ....ocveivrnvnonns 1 T 2 6t 3 143 of
Giving Other Data. .. .cevunvervaernravennss 14t 15¢ 64 14t rof 16§ ro}
USAndS). .0 0araernrrinens $1,010 $3,361 $4,196 | $15,702 | $14,342 | $38,122 | $88,643
Aggl;ecgla tlsn:stalsﬁias.lw(u:.l'u(itxi1 2hous$?:ls) ................ $70 $195 $370 $640 $1,350 | $2,300 | $6,300
%‘&nge in Sales (1940/1939). .. v v vceririroniann 104.0 110.6 x07.8 105.3 104.3 102.5 104.6
Population (interquartile range 1 —in thousands) .| 13-68 49-101 61-101 105770 | 206-854 | 490-1,619 | 770-7,380
A 17, 17.8 I7.
L il B A B I B I
. * ooot | $7,5001 | $6,300 * $6,750 | $7,800
ggesgotaibEm;fﬂgzlees. g . $f;’:soo $r3:700$ 53 200 . $18900 | $1o000
es/Number of Salespeople. .. .....icevvuniees . 610, s5.0% 47.0% * 37:0% 41.0%
Salespeople/Total Employees.........oveuaveens o
: * * * 1,500 2,000
Transactions/Total Employees. ... ..vvereseees * * . . ' ¥
Transactions/Number of Salespeople. ... .....-- * * * 4,000 4,900
Average Gross Sale. ......vvivseeearacniinnnnss * * * $5.70 * $5.38 $5.00
. . * 8a. .
Pay Roll Cost per Transaction.,.......eaeeeeess * * 93-of a.6¢ 75.2¢
Real Estate Costs1,2. .., ..vueveeeenreenrnrrens 4s% | 54% | 45% | 4% | 4% 50% | 48%
. . * $:.8 $1.6
Real Estate Costs/Square Feet of Total Space. ... . * 3 ]
» * * $36.50 $34.50
Sales/Square Feet of Total Space. .. ... ..eeueess : . . . o | Sheoot | somse
g:]ll?n/ Scs;uare/P%e:atl)fs Selling Space. . ...ocenrrnes : . . . M 7ot | " 56:0%
g opace/ Lo PACE. c v vnveanroaarronraats
- ] * 7 10
Transactions/Square Feet of ‘Total Space........ : : . * . ISI 18
Transactions/Square Feet of Selling Space. . ... ..

* Data not available.
. $ Some of the reports covered

¢ operations of more than one store,
paning the figures for population.

1See definition in the Appendix.

: ts, . .
&Usnble figures for this item were pmr?sluc:shm?ﬁ ;iﬁﬁ;&ﬂﬁror the city in which the main stare was located was used in pre-

1 Net Sales = 100%-
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personnel productivity in’ the largest specialty
stores, an advantage apparently offset by higher
wage payments. It is also interesting to note that
the productivity of space was no greater for the
largest specialty stores than for those with sales
between $2,000,000 and $4,000,000.

With respect to credit business, Table 21, be-
low, shows little change from the 1939 situation.
Specialty stores have higher percentages of charge
business than do department stores, turn over
their accounts receivable with more rapidity, and

_incur lower credit costs as percentages of their
net credit sales.

Functional Expense Breakdown

In Table 22, opposite, more detailed figures
classified according to functions and subfunctions
are shown for the three larger volume groups of
specialty stores. This comparison shows, for ex-
ample, that delivery costs were higher for the large
specialty stores than for the small ones and that
operating and housekeeping costs exhibited a
similar pattern of relationship to sales volume.
On the other hand, the percentages for executive
salaries and for office expense were lower for the
large stores. Professional services under the buy-
ing and merchandising function were higher for

the medium-size specialty stores than for the large
ones.

Expense Advantages Predominate for Goal Firms

Table 23, page 36, shows goal figures for seven
volume graups of specialty stores, that is, figures
for the companies in each volume group which
made the best profit showing. In five out of seven
of the volume groups the goal companies had
larger sales volume than did the less successful
stores. In four out of seven cases the goal con-
cerns enjoyed a higher rate of increase in sales
over 1939 than was characteristic of the particular
volume groups. In every one of these seven groups
the goal firms had higher gross margins, partly
because of lower retail reductions. Also, espe-
cially in the smaller volume groups, the goal firms
incurred lower inward transportation costs on
merchandise.

The expense advantages of the goal firms, how-
ever, bulked larger than their gross margin advan-
tages. In all seven of the volume groups the goal
firms exhibited lower total expense rates. They
had lower pay roll percentages in six out of seven
groups, and in five out of seven groups they
achieved lower rates for real estate costs, adver-
tising, and losses from bad debts.

Table 21. Common Figures for Credit Data for Specialty Stores: 1940
(Net Sales = 100%, except where noted)

Net Sales (in thousands)
Ttems
Less than $150~ $300~ $500- $1,000— $3,000~ $4,000
$150 300 00 1,000 2,000 o0 ' or more
ng:_lber of Reports: b
iving Transaction Data.................... b4 1 2 6} 3 I
Giving Other Datt. . .cvvvevivvnrnvinrnnennss 14 15t 1z 14 1o} xg lgott
Aggregate Sales (in thousands)................. $1,010 $3,361 $4,176 $15,102 | 814,342 | $38,122 | $88,6
Typical Net Sales (in thousands)................ $70 Sigs $57o $6'4o $1,350 32,1300 36,'333
Change in Sales (1940/1930). ... .. eeeeeaarees 104.0 110.6 107.8 105.3 104.3 ‘102.§ 104.6
Population (interquartile range ! — in thousands) .| 13-68 49101 61-101 | 105-770 | 206-854 |490-1,619 | 770~7,380
CashSales........ccocvviiiiiniinirmnanrnanes »
S B S v |} oo%t [} so0% [faoon | 1| 2% | 20o%
Regular Charge and Installment Sales. . ......... * so.of 70.0 70.0 . 71. 5 63.0
Net Credit Sales = 100%:
Pay Roli: Accounts Receivable and Credit.. .... . * d . . 1.1% %
Losses from Bad DeDIS .. ... ....coeernrrrrs, . . os%t | 0s% . 03’ | ea”
Interest on Acccounts Receivable............. * * 1.4 1'4 . :.i :'25
Average Accounts Receivable Qutstanding§ . ... * b 23. 23:51' b 31:05 20.:
Returns and Alfloganc&g;l .
Percentage of Gross Sales. ... ..............., * . *
Percentage of Net Sales..........oc.ouv..n.... * * * gg ot ::f, ot ;g'g% :g'g%
Average GrossSale. .....vivriiiiiiiii i . . - 35_70 » ss 38 SS o0

# Data not available.
% Some of the reports covered the operations of more than

paring the figures for population, } See definition in the Appendix,

1 Usable figures for this item were given on less tha f th
one store. In such cuun.i;i% opulatic of 4
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Table 22. Detailed Expenses by Natural and Functional Divisions for

of $1,000,000 pr More: 1940
(Common Figures; Net Sales = 100%)

Specialty Stores with Net Sales

8} Firms with Net Sales

Ttems
of $1,000,000 to $2,000, 16§ Firms with Net Sales I3 i 3
ADMINI Acctg.Office, | Exec. and = Acctg gﬂf 000,590 1 S000,000 ;ga'g;fogtgrrg;r:mu
STRATIVE AND GENERAL: || Accts. Rec, [Other Admin.| Total Office, | | Exee, and Acctz.Office,| Ex
Accts, Ra o Accts, Rec,, [Other Admi | piee, aod
. redit and Gen. and Credit n.| Total Accts. Rec,, (Other Admin.| Total
Pay Roll: Accounting Office. . . . I.oo% redit | and Gen, and Credit | and Gen, °
Accts. Rec. and Credit....... " 0.0 0.90% 0.80%
E"ecutlve ...... e 1.85% o8 o0 | il
xecutive Office. ........... e 1.60%
T Supt;.nntendencyandGen.Store . o.7 4.25% o.16 g..gg%
;% 22 L O . 1.02 oz 065 405% 0.9 3.40%
énterﬁst onMdse. and Accts. Rec|| .... 1.46 1.46 e Lo 101 0.98 0.98
upplies. ............. reenn- * P! - I.52 1.52 L. :
Losses from Bad Debts. - ... .20 0.20 0.I5 0.03 0.18 o.10 o.gg ;?g
Other Unclassified. ............ . LA Do | Igkes oo |eae Jleas | ... |oas
Travelling. . ..., * * g'f,“ o 042 0-43 0.16 ©.32 0.48
Communication. .............. . * ; % o 0.06 0.06 ©.00 o.03t 0.03
Insurance............ocuuuen .. 0.3 o3 027 0-23 o.50 0.19 0.29 .48
Professional Services.......... s 33 g'gg 0.18 229 29 s .20 0.20
Total. . . I 0.14 0.32 0.18 ©.19 o
..................... 8_9 2, -37
e ST | 2so%t | 605% 8559t || 230%T | sac%t | 7.10%F
Occupancy ouse- | Equip. | Light, [ Total use- | Equip. | Light Oper. & |Blant &) Heat,
Pay Roll keeping ts | &Power keeping Costg' low%r Total E’J;‘?ﬁ; %‘},‘;’3 &%ight' Total
.................... 0.8 e S
Real Estate Costad 1011100 o .S'% 607 0.00% o.gg% 0.95%| .... [0.05%f| r.00% ||1.25% {.... |0.05%t| 1.20%
Taxes on Fixtures and Equip....|| .... ooo | il g‘oo ot 9945 KRR F-od coee o [480%- .. 480
Interest on Fixtures and Equip..|| .... [o.22 . ) oo | oot 0.0z 0037 {-... | o.03f
Supplies. ... . tures anc AP : . o2 vees | 018 |-, c.18 R (X3 S PP 0.2% -
Semvice Purch e . cans . o2 016 | .... jo.ob ©.22 0.14 0.00 0.23
Unclassified. ................. . | s |oms llom 88 o oot 053 | 058
Travelling....................||0.00 s :.os o0 000 o o oeo o1
Repairs. . ............... S (- 9T . o'oo oen : i repedi RAIN His .00
Insurance on Fixt. and Equip. ..[| .... |o.00 " oes W2 oo | o 1% ks s
Deprecistion on Fixt. and Equip.|[ .... |o.63 . o'63 . :?; . g'?; T oo ) oot
Total : . ... |o. - veer J070 1. | o070
— .. sﬁﬁ’mi“% _°-7s% 77571 11.70%115.80%5H0.65 %1 8.15%% 111.80%}15.75%10.65%% 8.20%%
Pay Rol s trom | pisplay | Tow [ on | Displey | Totat RIS Displey | Total
yRoll......... ORI 5% '

Toral Advesticing. . 0.40% ©35% |0.75% 0.55% 0.30% |0.85% || 0.45% 0.25% o.70%
s ; S 4.20 viae 4.20 4.75 0
wpplies .1 S DR ol (R IR P A o S e s
Undangified o . : .55 0.1z 0.32 0.44 0.40 ©.35 °.75
Eravelhn' oo * * g.;g g.g: g‘g; g'os o0 00 o00
et T . . . o1 0.00 0.00 0.00
Professional Services. . . . ... ... g‘gﬁ 3'32: g'ggt g.ggt g'l,;f 0'"1-
ol . . . . .0 0.03
e 5.00% | 0.70% | s5.70% Il 3550% 0.65%% | 6.15%1 || 5.10%t | 0.65%t | 5.75%

UYING AND MERCHANDISING: Mdse, Mgrat. | Rec. and Total || Mdse. Mgmt. Rec. and Tota] [{Mdse:Memt. Ree, and
P i and Buying | Marking and Buying { Marking and Buying | Markin, Total
agfoll:Mdse. Megrs. and Assts.||| N 0.95%t 0.70% *
5 tg:::,.and Assistants. ...... 3.5% 2.5 2.55
e LRV LI ST L L LLLIE 0.35 0.35
Suppliss g and Marking. ..... 045% |3.95% ven- 0.40% |425% || ---. 0.40% | 4.00%
Unffnssiﬁé& feaaeas teerearanas 0.03 ©.07 0.10 0.03 0.06 0.09 0.03 .03 .08
Trapared. o e vevenanienn 0.02 0.00 0.02 0.07 0.01 0.08 ©.07 o.01} 0.08
C N 0.53 0.00 0.53 0.58 0.00 0.58 0.24 0.00 0.2
ommunication. . ... veeerennes]| 003 0.03 ©.06 0.06 0.0 ) o
Pr;f&smnal Services.......... 0.28 e o.28 0.40 ... 0.40 o'og’r L g'ggt
e . ees .
5 tesiieenn vorneneendl_440%t | o50%t 4.90%% ||_5-00%1 | o.45%!t 5-45%% Il 4.05%1 | 0.45%1 | 4.50%!
ELLING: Diroctand | Delivery | Total Directand | pelivery | Total Directand | pelivery | Total
Pay Roll: Salespeople . ........ 5.95% 6;’°7
¥loor Supts, and Sec. Mg, . } 7% | | oz | - og5"
Ocher .."..[. ... RS 11 165 | ...
Tazes ."el‘Y- e iteatiaaaa Ceee e 0.40% | 8.10% 0-;2% 7.65% cens 0.50% 8.60%
faiana. eereeeaaas i fann 0.00° 0.00 Q. Q.00 0.00 -
Ir:':)e;ﬁs; ot Equipment..,.....|| .... 0.00 0.00 s 0.00 0.00 e 0.00 000
lies, . ... ..., U | -3 .06 . X 0.0 o.80 0.8 .
Service Purchased. 111! coof 078 | 008 fode | 97T ) oko  [omo i .- G I B
vaelsfin ed Creraaeas veer]| ©.28 o.ort 0.19 o.13 0.0l 0.16 0-24 .11 ©.35
Repairs -2 veed]| 000 0.00 0.00 0.00 0.00 0.00 c.ort o.oot o.orf
e eeeneans . s 0.01 0.01 e 0.00 0.00 . 0.01 0.01
nsurance, .., ............. . .. 0.0l o.01 - o.01f o.o1f . o.0tf o.oJ
‘:—II"l‘Bsatlon. S eeieiaaas - 0.02 0,02 . 0.00 0.00 .- .00 0.00
Tom;:tE IRPITR PP 865951 | rostt | 9-19% || 8.30%t | 110% 04091 || 9:20% | 1.65%% |r0.85%F
NSE..... T e eeabianasraeanae 37.0% loversioanien e 37.9% ool 37.0%
§ Some of the reports covered the operations of more

* Data not available,

than A Usable figures for this item were
Douigll::et:'l?ir:.th dz Ovwing to the E&urenu'sﬁglt“nclioe of rounding off
¢ detajled expense percentages into the totals exactly. The error,
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unctional an

i less than { the reports.
:gn(:?no?ﬁgwuﬁ?f i pord subfunctional totals to

howevef, in no ¢ase 0.02% of nct salex,

the nearest 0,00 of &.05, it is not alw,
\See definition in the Appendix,



Table 23. Goal Figures' for Merchandising Operations, Profits, Expenses by Natural Divisions, and
Other Data for Specialty Stores: 1940

{Net Sales = 100%, except where noted)

Net Sales (in thousands)
Ttems Less than $150— $300— $s500~ $1,000= $2,000~ $4,000
$150 300 500 1,000 1,000 4,000 ar more

Number of Reports....... F et eaeeeeaaaaa- 5 5 4 5t 43 5 34
Aggregate Sales (in thousands).................[ $307 $1,065 $1,532 $3,943 $6,456 | $1z013 | $61,673
Typical Net Sales (in thousands) R $6o0 $ar15 $390 $700 $1,450 $2,300 $8,500
Change in Sales (1940/1030). .. v v v cveeviiannns Io0L.0 100.0 107.5 106.5 107.0 103.0 107.0
Initial Mark-up (percentage of original retail

value) on Invoice Cost Delivered ®. . . ......... * * * 40.2% | 3065% | 3925% | 38.6%
Mark-downs. .......ocvneiivnireiinnannannnnss * . * * 0 X
Discounts to Employees and Others............. * » . } 7-55% . el ;';_;%
Stock Shortages. ........cvvvvnrnirinnnnennnnns * . e 0.45 = a.y 0.7
Total Retail Reductions. .........co0vvvuvennn. . * * 8.0%, 0.0% 8.3% 7.3%
Inward Freight, Express, and Truckage.......... 0.6% 0.8 o. . . b .
Alteration and Workroom Costs (Net)........... > o %t o.Z% 1.3% :.g% 0.5% 0.6%
Cash Discounts Received on Purchases (% of sales) * 4.5 415 3.9 4.3 4.2 4.4
Gross Margin. ....o.vviniinevinanconsonnseenns 35.6 37. 37.3 38.0 37 37.9 37.9
Total Merchandise Costs (Net). ........o0vuvn.. 64.4% 62.5% 62.7% 62.0%, 62,19 62.1% 62.1%
Total Expense. .. ..ocvvenernsrenesinsessaneens 31.2 33.5 33.0 34.8 36.2 ¢ 35-3 ° 35.4 ?
TOTAL COBT. . v vereeeeeerienseraeansaannanns 95.6%, 96.0% | 0¢5.7% 96.8% 08.3% 97.4% 97.5%
NETPROFITOR LOSS. ... ..cvvvvnnvannnnns, 4. .0 . . .

Net Other Income (incl. int. on capital owned). 3.3% :.o% ?.3% i.i% ;_Z,% ;Ig% ;i%
erz;r Gamv befoﬁ\? chst'tarf.l Tax on Income:
ercentage of Net Sales. ........oovveeunnn... 7.4% 6.09%, 6.0 6. . .

Percentage of Net Worth. . .................. 17.0 ¢ 21.5 ? zo.o% Is.g% 1%.7% Ig.:% 12:2%
Federal Tax on Income. .. ........cvvvevinnen.. * 1.0% | 119 1% L.o% 1.4% 1.5%
Percentage é:nf Firms:

Earning Some Net Profit..................... 100.0% | 1000% | 100.0 100.0 100,

Earning Some Net Gain ..................... 100.0 100.0 ’ :oo.o% zoo.o% 1:.3% :2:2% :x:g%
Rate c;fd Stock-turn (times a year):

Based on Beginning and Ending Inventores. ... . . .

Based on Monthly Inventores. ............... @ 5 63 gg g:S gi gg
ReIt,urns and Alflo(\:’va.mm;.l

ercentage of Gross Sales.................... * . * .

Percentage of Net Sales...................... * . * . Ig:g% :;é% :g'gS%
Total Pay Roll. .. . ... et eeeriaaaa .

Real Estate Costs . . ..o ool 1 ‘;.ﬁ% Izﬁi% ‘225% :.7{:% W% | 1% | 311%
Total Advertising..............cceeveuenn..n.. 2.3 2.65 3.7 322 ;g 3 3
Taxes . ..o et 1.0 I.I5 .93 1.35 0'95 gf 395
Interest®. ... oottt 2.0 1.5 1.5 2.15 6 ) s
terest ' . . . 1.05 1.83 1.7

pplies. .. ... 0.75 1.45 1.35 1.6 1.9 1.6
Service Purchased. ........... e raeaannaaa, 1.7 1.2 1.5§ 1.05 1.2 T o
Losses from Bad Debts........................ o.ast o. 0.2 ' . o2 oy
Other Unclassified 3 ' o3 o 025 o1

Unclassified..................c.lls o.s5t 0.35 0.7§ o.8 0.9 0.9 1
Travellmg. B 0.3 0.758 0.5 0.5% 0.5 0'6 3
Communication. ............coovveiiiania,, .., 0.45 0.5 0.6 0.55 0.6 o. °"35
Repairs. .. .oii it iie i it s e, 0.2 o.15f .3 0.2 i S o
Insurance?. .... 5 o4 o5 o-4

1CEY. e 0.6t 0. . o
I et . 4 4 .5 0.3 0.35 0.2

epreciation?. .. ................ Ll 0.7 . O.5% 0.605 ©.05 0.0 .
Professional Services?®...,............ccuuvn.s. o.zt 0.65 0.2§ 0.45 0.7 g.gs b

) . . . 0.5
TOTAL EXPENSE. .....oovniiiniinnrnnenninnns, 31.2% 335% | 33.9% 34.8% 36.2% 35.3% 35.4%
Cashand C.O.D.Sales. ...................... . * 50.09% 7 -
Regular Charge and Instailment Saiss. .. <11 .. . I L I T 8% | 355%
. . 2.0 .0
Net Credit Sales = 100%: *

Pay Roll: Accts. Receivable and Credit. .. ... .. - b . * . )

Losses from Bad Debts. ... .....,............ . » * . 1.25% 157

Interest on Accounts Receivable.............. * * L2s% | °% % » .35 o.2

Average Accts. Receivable Qutstanding§. ....., * . 20, ;5 ° * * T4 1.35

. 23.0 22.5
* Data not availabl U isi ; T ——
thmloaez Et::%’ ;::u jrf&ghc gqi;::i;gi ﬁﬁ;ﬁ':}'&:‘f&“‘ B“'.ﬁn on less than 75% of the reports, 1 Some of the reports covered the operations of more
nding goal figures wili be found in Tables 18, 19, and ar. t See definition In the Appendix, ¥ Except on real estate,
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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
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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



