Retail Industry Research – Getting to know the industry

Industry Basics:
Retail is the 2nd largest industry in the U.S.; 

It employs over 22 million people;
It generates more than $3 trillion in annual sales;
Single-store businesses account for over 95% of all U.S. retailers, 
   but they generate less than 50% of all retail sales;
Gross margins run between 31-33% of sales, but varies widely;
Wal-Mart is the world’s largest retailer, with 1 million employees.

Every year (1929-present) with few exceptions, consumer spending has accounted for 60-70% of the total economy.  Out of our current $10 trillion economy, two-thirds, or $6.6 trillion is consumer spending.  About 40% is discretionary.
In 2000, aretail sales (including autos) were $3.2 trillion;
25% of that was general merchandise, apparel and furniture;
Sales via the internet reached $33 billion in 2000;
Sales via television shopping shows reached $3 billion.
Multi-channel retailing is a new catch phrase.  It’s serving customers with both bricks and clicks.
Industry Characteristics:

Measures used for retail companies:

Same store sales (comps);

Sales per square foot (as a measure of efficiency);

Growth in new store openings (as a measure of future growth);
Return on Assets (as a measure of corporate productivity);

Inventory Turns (measures whether or not merchandise is selling);
Retail is seasonal. Many retailers generate over 50% of their annual sales during November and December.  Therefore, it’s common to see fiscal year-end in January.

What are Comps?

Comparative same-store sales—stores open more than a year;
Typical measure for the retail industry, along with new store growth;
Comps are affected by prices and store traffic;
Falling comps: Brands losing strength, people aren’t shopping at the company’s stores, new competition, or 

economy is worsening and people aren’t shopping anywhere.  I could mean the company has too many items discounted;  

Falling comps are affected by unusually displaced holidays, and very good or very bad weather;
Rising comps mean more people are coming into stores, or paying more than a year ago, or both;
Retailers can increase revenue by increasing comps or increasing the # of stores.  Raising comps is cheaper;
Are falling comps short or long term??

Are they recent or over several quarters?

Are competitors showing comp problems, too?  Is it industry wide?

What is the company saying and what are they planning to do about it?

Comps are everything.  Look at sales, margins and financial health, too.

Industry Issues:

Retailing is a mature and slow growing industry.  In order to survive, retailers must close unprofitable stores, locate in faster growing areas, and manage their inventory better—including investing in automated processes to keep their costs down.  And they must reduce their exposure to economic cycles;
Consumers have become more value conscious—shifting from department stores to discount stores and mass    merchandisers;
Older people buy fewer clothing as they age;
Casual attire at work is becoming commonplace;
Convenience shopping has become important as time is more limited.

Industry Trends:

Expense control;

Inventory management;

Widespread acceptance of multi-channel retailing;

Consolidation; and 
Bankruptcies.

New trends going forward, out past 2003:

One is smart POS.  Retailers report they will conduct major new point of sale devices; hundreds of thousands will be deployed in the next year. (should we be looking at this?)

Also, they have a need for online connectivity—only 65-70% of stores have the correct wiring for DSL.

General retailing industry has witnessed a number of bankruptcies and store closings.  Wards closed all 258 stores in 31 states.  Bradlee’s shuttered all 105 stores. Sterns (owned by Federated Dept. Stores) closed its doors this year.  And Kmart filed and is closing hundreds of stores this year.  The remaining stores aren’t as efficient as Wal-Mart or Target, both of which have a significant presence in certain geographical areas.

E-Commerce:  There are no known barriers to entry.  The glut of e-tailers will go out of business, but the mass merchandisers have the financial ability to enter this market.  It’s believed that retailers who have a dual presence will have the competitive edge. 

Positive influences:

Low personal savings rate

Low interest rates

Low unemployment

Very low inflation
Repositioning of full-price/multi-line department stores; 
Advances in management information; 
Easy availability of consumer credit; 
Entertainment as a major draw to the retail environment; 

Negative influences:
Weakening consumer confidence;
Slowly increasing unemployment;
Growing number of store closings;
Decreasing household wealth due to a bad stock market;
High level of personal bankruptcies;
Significant layoffs at larger corporations;
Continued decline of the mom-and-pop store; 
Problems for traditional, full-price chain stores; 
Supremacy of the discount store chains; 
Some weakening of category-killer superstores; 
Sophistication and success for direct-marketers;
Growth of sales on the Internet; 
Repositioning of wholesale distributors; 
Continuous changes in demographics, tastes and fashions; 
Success for premium-priced stores; 
Down-selling;  
Dwindling appeal of the major mall; 
 
Industry Forecasts:
Retail Forward (a trade organization) forecasts more moderate growth for retail over the next 5 years.  New store openings and same store sales gains will bet he key growth drivers.

Retail Forward’s 5-year forecast calls for sales to grow at an annual rate of 5.4%.

Growth is also being spurred by growing consumer interest, especially from fixed income and ethnic households, and convenience of the smaller business model.

Plenty of room for expansion for smaller formats—small markets, rural areas and urban and suburban pockets that are under penetrated. 
Unimportant but interesting:

2002 Back-to-School survey:

Consumers will spend an average of $442 per household on back to school products;
This is unchanged from $457 in 2001;
Low-income households (under $25,000) will spend an average of $513.

The top 10 products people buy that they don’t need:
1.
Videos, CDs, DVDs


80% (of buying households)
2.
Books, magazines, newsletters

78%

3.
Greeting cards & stationary

72%
4.
Personal care products

(beyond everyday brands)


71%

5.
Candles




65%

6.
Home textiles (rugs, throws, pillows, etc.)
60%

7.
Flowers, seeds, shrubs, trees for outdoors
59%


8.
Kitchenware & accessories

58%
9.
Christmas & seasonal decorations

55%

10.
Toys, dolls and games


54%

Sources of Information:

Search Engine www.about.com Retailing Industry

Motley Fool www.fool.com Fool’s Den articles

International Mass Retail Association www.imra.org
Plunkett Research www.plunkettresearch.com/retail
U.S. Business Reporter www.activemedia-guide.com/retailing
U.S. Department of Labor, http://stats.bls.gov/iag/iag.retail
Shopping Center World http://shoppingcenterw.../magazinearticle
U.S. Bancorp Piper Jaffray www.piperjaffray.com
…most of which were found using the about.com search engine.
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