


ABSTRACT

A CASE STUDY INVESTIGATION OF CHANGES IN
DEPARTMENT STORE MERCHANDISING STRATEGIES

by Louis H. Grossman

This research examined how and why traditional
department stores adjusted merchandising strategies in
response to changes in demography of demand (population and
income) and in competition (discount stores, shopping cen-
ters and rival traditional stores). It was hypothesized
that the traditional department store would respond by
trading up in its merchandise and advertising price-lining.

I conducted an intensive study of four department
stores by means of personal interviews. In addition, I
searched trade journal and newspaper files. To validate
interview data, I initiated a second investigation among
interviewees and their colleagues by means of a mail ques-
tionnaire and also secured newspaper advertising price-

lining data measured by the Neustadt Research Organization.

Major Findings of the Study

1. Changes in demography of demand and in competi-
tion occurred in all four cases, but the magnitude of change

for each external variable differed in each case. The most
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intensive changes in competition were in the community which
had the least relative changes in demography of demand; and,
conversely, the least intensive changes in competition were

in the community which enjoyed the most pronounced relative

changes in demography of demand.

2. Stores did not perceive changes in demography of
demand and changes in competition as being equally signifi-
cant. Three of the stores paid more attention to competi-
tive changes; the fourth was especially responsive to demand
changes. Nor did the significance placed by each store on
the changes vary in accordance with either the direction or
the magnitude of change.

3. The changes in merchandising strategy were not
due solely to external change; the changes were traced to
internal conditions as well. 1In all four cases the merchan-
dising strategy decisions were traced to managerial assump-
tions about how profits were to be achieved and also to
managerial perception of its market.

4. By 1965, all firms partially adjusted their
merchandising strategies as hypothesized; over the entire
twenty-year period, however, only one firm consistently
adjusted its merchandising strategy as hypothesized. This
firm, Mayfield's, segmented from its former total trading
area a particular geographical portion in which it found
sufficient demand to which it could profitably offer a

revised merchandise mix. The other three firms did not
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respond initially as hypothesized because of differences in
managerial perception of environmental changes, and also
because of variations in managerial assumptions about strat-
egy implementation.

5. All stores realigned resource relationships and
these changes were traced to internal as well as external
causes. Even when a firm correctly "read the customer mar-
ket," it had to look at the other channel end--the supply
side of the trade relationship--in order to adjust profitably.

6. Two firms modified their sales promotion tactics.
One reallocated half of its newspaper advertising for physi-
cal rehabilitation and display. Another dramatically aban-
doned comparative pricing in all promotional efforts.

7. Stores lack merchandise and advertising price-
lining information. There is a wide chasm between the lit-
erature and department store behavior concerning the signif-

icance of price-lining information.
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CHAPTER ONE
INTRODUCTION

For more than one hundred years the department store
has been an institution fundamental to the American distribu-
tion system. The basic principle of the department store is
the assembly of an enormous variety of consumer goods and
services under one roof for the convenience of the one-stop
shopper. Such traditional stores as Macy's, Bloomingdale's,
Hudson's, Rich's, Dayton's, Lazarus', Marshall Field, and
thousands of others, flourised as they developed on this
principle.1

Two environmental changes in the last twenty years
have significantly influenced traditional department stores.
In the first instance, increasing population, improvements
in family income, and changes in income distribution have
brought about an escalation in the quality of products
demanded. The National Industrial Conference Board uses the
term "demography of demand" to describe changes in popula-

tion, family incomes, patterns of income distribution, and

lMalcolm P. McNair, "Change and Challenge in the
Department Store Industry," speech delivered at testimonial
dinner in his honor, October 5, 1964, New York City.



to reflect generally the effects of demographic differences
and economic changes on consumer buying habits.1

The second change concerns competition. Population
and income increases, as well as suburban growth, impelled
traditional department stores to open branches in shopping
centers and in outlying communities. As a result they com-
peted more intensively with their own main stores as well as
with traditional rivals who also expanded. Simultaneously,
the same underlying conditions of demography of demand pro-
vided the opportunity for many innovative retail firms, such
as discount stores, to enter the market. 1In addition, sev-
eral different kinds of retailers offered commodities which
traditionally had been sold only or primarily in department
stores.

Marketing theory suggests that when two such signif-
icant external variables change, the firm must respond by
adjusting some or all of the components of its marketing mix
in order to survive and grow. In the marketing literature
both retail practitioners and authors deem merchandising a
key management function. Presumably, then, if a firm were
to adjust to these two changes it would alter the merchan-
dising strategy decisions. This study centers equally on

how and why department stores adjusted certain merchandising

1Fabian Linden, ed., Expenditure Patterns of the
American Family (New York: The National Industrial Confer-
ence Board, 1965), p. 7.







strategies in response to particular changes in their

external environment.

Purpose of the Study

Consumers in America expend approximately 65.1 per-
cent of their personal disposable income for retail pur-
chases. Sales in 1963 amounted to $244.2 billionsl and by
1966 were estimated to be $303.6 billions.? Department
stores ranked third in sales (after food stores and automo-
tive dealers) among retail institutions and accounted for
approximately $20.5 billions in sales in 1963, or 8.4 per-

cent of the total.3

lRobert D. Entenberg, Effective Retail and Market
Distribution (New York: The World Publishing Company, 1966),
Pp. 19-23. Based on U.S. Census and Survey of Current Busi-
hess data, he estimates that in 1965 consumer expenditures
were divided as follows: 44.1% were allocated to nondura-
bles; and 41.7% to services. Although he offers no explana-
tion why the total exceeds 100%, it can be assumed this is
due to aggregation and rounding. He also comments on the
trends in these three categories when compared with 1948.
Respectively, nondurables represented 55.6%; durables, 12.5%,
and, services 31.9%, of all consumer spending. For addi-
tional interpretation of these trends see Malcolm P. McNair
and Eleanor G. May, The American Department Store, 1920-1960
(Boston: Harvard University Press, 1963), pp. 6-9. Also,
See The Business of Department Stores, Technical Paper No. 7
(New York: The National Industrial Conference Board, 1959),
Pp. 4-7. Corroboration of these estimates and trends can be
found in the revenue reports published by states imposing a
tax on retail sales.

‘ 2belbert J. Duncan and Charles F. Phillips, Retail-
ing Principles and Methods (7th ed.; Homewood, Illinois:
Richard D. Irwin, Inc., 1967), p. 5.

3

Ibid.
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To determine the extent of our knowledge in the
specific area proposed for study I carried out a wide search
in the literature of marketing and retailing. Two bibliog-
raphies published recently were extremely valuable sources.

They are: A Selected and Annotated Bibliography of Retail-

ing, by A. Hamilton Chute, and A Bibliography for Students

of Retailing.l In this survey I included such standard

references as the Journal of Marketing and the Journal of

Retailing and reviewed several revised editions of retail
texts.2 A group of articles originally published in the

Harvard Business Review, entitled "The Retail Strategy

Series," also proved helpful.3

lA. Hamilton Chute, A Selected and Annotated Bibliog-

raphy of Retailing (Austin, Texas: Bureau of Business
Research, University of Texas, 1964). A more recent publica-
tion is A Bibliography for Students of Retailing (New York:
The Earl B. Puckett Fund for Retail Education, Inc.) A dis-
tinguished group of scholars and practitioners prepared both
a basic and a comprehensive bibliography.

2Duncan and Phillips, op. cit.; Fred M. Jones,
Retail Management (Homewood, Illinois: Richard D. Irwin,
Inc., 1967); William R. Davidson and Alton F. Doody, Retail-
ilng Management (New York: Ronald Press, 1966); and, Enten-

berg, op. cit.

3Included in this series are articles frequently
Quoted in the literature, viz: Ross M. Cunningham, "Brand
Loyalty--What, Where, How Much?" Harvard Business Review,
XXXIV, No. 1 (January-February, 1956); Gerald B. Tillman and
Bruce Blomstrom, "Soft Goods Join the Retail Revolution,"
Harvard Business Review, XXXVIII, No. 5 (September-October,
1960) ; Malcolm P. McNair and Eleanor G. May, "Pricing for
Profit, " Harvard Business Review, XXXV, No. 3 (May-June,
1957) ; etc.
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Many authors deal extensively with merchandising,
with adjustment to new forms of retailing and with other
important functions and concepts related to strategy. More
specifically, some authors point to the alternative courses
of action open to the strategist whose objective may be to
gain additional gross margin or to secure new customers or

to change the store image.1

lFor an interesting application of strategy concept
to retailing, see Louis P. Bucklin, "Retail Strategy and the
Classification of Consumer Goods," Journal of Marketing,
XXVII, No. 1 (January, 1963), 50. He extends Copeland's
clagsification of goods--convenience, shopping, specialty--
to stores based upon patronage motives and proposes a strat-
egy based upon market segmentation. Also see David Carson,
"Guide for Constructing a Merchandising Policy," Journal of
Retailing, XXXVII, No. 4 (Winter, 1961-1962), 24-31. For
another analysis see Barkev Kibarian, "Why Department Stores
Can Meet Discount-House Competition," Journal of Retailing
XXXVI, No. 4 (Winter, 1960-1961), 201-204, 224. He urges
department stores to alter accounting and pricing concepts
and to adopt a contribution-to-profits approach. Strategy
Mmay be unsuccessful. See Harry L. Hansen, "Creative Market-
ing Strategy," Proceedings, Boston Conference on Distribu-
tion, 1959, Boston, especially pp. 56-57. He urges simplic-
i1ty in both formulation and communication of marketing
objectives.

Typical of the increasing attention to the subject
of image by academicians and practitioners are the follow-
ing: See George S. Odiorne, "A Search for Objectives in
Business--The Great Image Hunt," Michigan Business Review,
XVIII, No. 1 (January, 1966), 19-25; Richard C. Christian,
"Industrial Marketing: How Important Is the Corporate
Image?" Journal of Marketing, XXIV, No. 2 (October, 1959),
79-81. For literature more germane to retailing see Stuart
U. Rich and Bernard D. Portis, "The Imageries of Department
Stores," Journal of Marketing, XXVIII, No. 2 (April, 1964),
10-16; pierre Martineau, "The Personality of the Retail
Store," Harvard Business Review, XXXVI, No. 1 (January-
February, 1958); and George Fisk, "A Conceptual Model for
Studying Customer Image," Journal of Retailing, XXXVII,

No. 4 (Winter, 1961-62), 1-8.







The proposed alternative prescriptions may have
application generally. A more detailed account of how firms
behaved in response to change can test these prescriptions
as well as provide a basis for enlarging our knowledge about
behavior of the firm. The literature search revealed we do
not have such detailed accounts. This lack of information
influenced both the direction of the inquiry and the nature
of the methodology.

The literature suggests that the phenomenon of
retail revolution is a recurring one which is not peculiar
to the last two decades only.l This is another reason for
the study. Since the most probable event in the business
realm is change I believe that an account of how and why
department stores adjusted to change can enable us to cope
more successfully with this certainty.

This preliminary chapter establishes strict defini-

tions of generally used marketing terms. It then examines

lThe forces which cause stores to change, which
Prompt some observers to declare that a revolution is at
hand, have occurred before. See Joseph Mayer, The Revolu-
tion in Merchandise (New York: Greenberg Publishers, 1939),
P. 32. "The Revolution in Merchandise took place as a
direct consequence of the fundamental change in consumer
Psychology which, in turn, was a consequence of the World
War which had shaken human society to its very foundations."
McNair claims that the root causes of the current "'retail
Fevolution!' . . . all had their beginnings well before
(World war II)." See Malcolm P. McNair, "Significant Trends
and Developments in the Postwar Period," in A. B. Smith, ed.,
Competitive Distribution in a Free High Level Economy and
Its ITmplications for the University (Pittsburgh: University
of pittsburgh Press, 1958), p. 5.







the aforementioned environmental forces bearing upon tradi-
tional department stores and details the managerial forces
which implement merchandising strategy. Finally, it sets
forth how this strategy is brought to bear. From considera-

tion of this strategy, the hypothesis is evolved.

Definitions

Department Store

The Bureau of the Census (SIC 531) defines "depart-

ment store" as "an establishment normally employing 25 or
more people and engaged in selling some items in each of
these three merchandise lines: furniture, home furnishings,
appliances, radio and television sets; apparel for men,
women, and children; and household linens and dry goods."l
The famous stores cited earlier are typical of this
Category. Some are independently owned and managed by the
owners or owning families; others are publicly owned and
Managed as a part of a larger Operatihg firm, such as
Federated Department Stores, Inc., or Allied Stores Corpora-
tion. For the purpose of this thesis the term excludes such
firms as Sears, Roebuck and Company and the J. C. Penney
Company. Operating results from such firms are not included
in reports of the National Retail Merchants Association nor

in the aggregate reports of sixteen department store groups

lBureau of Census definitions, 1963.
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which are used for comparative purposes in this study.
During most of the 1945-1965 period the Penney Company did
not carry furniture or major appliances. Further, these
firms, as well as Montgomery Ward and Company, are regarded
by trade associations as national department store chains,
rather than as traditional department stores. The latter
usually confine their retailing to a metropolitan or re-

gional area.

Discount Store

The Bureau of the Census does not identify the dis-

count department store as a separate type of retail store.
One authority identifies a discount store "as a retail store
that is called such because of the fact, belief, or claim
that it sells at a discount off the list, 'usual,' or 'regu-
lar: price."1 A trade publication defines a discount store
as: "a departmentalized retail establishment utilizing many
Self-service techniques to sell hard goods, apparel, soft

goods, health and beauty aids, and other general merchandise.

lJones, op. cit., pp. 6-7. Also, see William R.
Davidson, "The End of The Discount House," Department Store
Economist, December, 1961, pp. 24-28. Also see Stanley C.
Hollander, "The One-Price System--Fact or Fiction," Journal
of Retailing, Fall, 1955, for explanation of definitions of
discounting and examples of discounting prior to 1950. For
2 more comprehensive economic study of this aspect of retail-
ing see unpublished doctoral dissertation by same author
€ntitled "Discount Retailing," Graduate School of the
University of Pennsylvania, 1954.







It operates at uniquely low margins. It has a minimum
annual volume of $500,000 and is at least 10,000 square feet
in size."l In the present study the term "discount depart-
ment store" means a discount house which sells at least the
three merchandise lines ascribed to a "regular" or "tradi-
tional" department store. By way of example this definition
includes such foremost retailers as E. J. Korvette, the
Topps and White Front divisions of Interstate Department
Stores, Woolco division of the F. W. Woolworth Company,

Zayre's, Arlan's, and many others.2

Merchandising

The definition throughout this study is that of the
NRMA: "Merchandising consists of those activities leading
up to and including active selling. It includes determina-
tion of the store's character as to merchandise for those
customers, promoting the merchandise, and conducting selling
and related service functions."3

The American Management Association defines this

activity as "the planning involved in marketing the right

lDiscount Merchandiser, June, 1966, p. 3.

21bid., pp. 30-48.

3Study of Organization in Multi-Unit Department and
Specialty Stores (New York: Retail Research Institute, The
National Retail Merchants Association, 1961), p. 3.
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merchandise, at the right place, at the right time, in the
right quantities, and at the right price."l

A noted writer considers "merchandising" as the most
comprehensive term to express the process of fitting merchan-
dise to potential customers' desires.2 Two textbook authors,
Duncan and Phillips, write that "the responsibilities of
this division are centered in buying and selling activities,
and these functions are considered the 'heart' of the retail

. 3
business."

Strategy

A strategy is the overall plan or concept for carry-
ing on the firm's business. More specifically, it is a plan
to achieve certain objectives or goals, and includes a set
of guidelines or decision-rules to be employed to reach

these goals. As used in the context of the thesis it is the

lThis is one of the most frequently quoted simplifi-
cations in retailing. It is found in numerous articles,
texts, and trade association reports.

2Edmund D. McGarry, "The Merchandising Function, " in
Reavis Cox, Wroe Alderson, and Stanley J. Shapiro, eds.,
Marketing Theory (Homewood, Illinois: Richard D. Irwin,
Inc., 1964), pp. 233-236. McGarry adds: "The merchandising
function comprises the various activities undertaken to
adapt the product to the users' ideas of what is wanted.
This function adjusts what is practical to produce to what
consumers want. . . . At the retail level it includes the
selecting of appropriate assortments of goods for the re-
tailer's particular clientele as well as the location and
presentation of these goods in a manner convenient to cus-
tomers."

3Duncan and Phillips, op. cit., p. 189.
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plan which directs the merchandising activity. A merchandis-
ing strategy for a retail firm designates a specific market
target, identifies the kinds of merchandise assortments and
promotional appeal to be used for that target, formulates
decision-making rules to govern executive action, and dis-

tinguishes between proximate and ultimate goals.

Price-Lining

For a merchandise classification, price-lining "con-
sists of selecting certain prices and carrying assortments
only at these prices, except when mark-downs are taken."l
This decision establishes the range of prices for that clas-
sification.

Several writers have pointed out that a soundly con-
ceived price-lining decision is advantageous for both the
customer and the retailer. Davidson and Doody claim that
Price-lining helps the customer "to identify significant
differences in available prices with (her) concepts of
desired quality and within the budgetary considerations that
Juide her merchandise selection."2

For the retailer, price-lining simplifies the buying
function. Because of the‘;redetermined range of retail

Prices the retailer eliminates those suppliers whose

lJones, op. cit., p. 514. Duncan and Phillips,
Op. cit., 6th ed., 1963, p. 461.

2Davidson and Doody, op. cit., p. 390.
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merchandise does not fit the plan. Jones has pointed out
that there is a "tendency of customers of a given income
group to pay about the same prices" for a merchandise clas-
sification.l If a merchant identifies his market target by
income group he can build assortments around a limited num-
ber of price-points and thereby improve his selection within

the given price-range.

Trade Up

Closely allied to price-lining, trade up refers to a
merchandising decision to emphasize upper price-points with-
in a range or to extend the upper limits of the range. 1In
addition, the retailer could decide to eliminate some lower

Price-points.

Advertising

Advertising is "the preparation of visual and aural
messages and their dissemination through paid media."2
Department stores expend the largest percentage of advertis-
ing budgets in newspapers. Hence, this form of advertising

is the continuing reflection of store character and often

may be the first communication between store and customer.

lJones, op. cit., original ed., 1957, p. 385.

2The American Marketing Association defines advertis-
ing as "any paid form of nonpersonal presentation and promo-
tion of ideas, goods, or services by an identified sponsor."
Ralph S Alexander, ed., A Glossary of Marketing Terms
(Chicago: American Marketing Association, 1960), p. 9.
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Demand
Demand refers to people with needs and desires to
satisfy, the financial capacity, including credit, to pur-

chase, and the willingness to buy.

Demography of Demand

As noted previously, this term describes conditions
such as population, income, and social interaction which

influence consumer behavior.

Competition

As used in the thesis competition is the kind and
degree of rivalry among retailers in a given market. The
term also refers to the activities by which these rivals
Search for and attract customers and suppliers. It also
refers to the rivalry in other merchandising decision areas
such as pricing, advertising, or selecting assortments, for

€xample.

Influential External Forces

Like all marketing institutions the department store
faces a set of external environmental factors usually re-
garded as uncontrollable.l Among these are demand, competi-

tion, law, and population. Marketing writers, notably

lJohn A. Howard, Marketing Management (rev. ed.;

Homewood, Illinois: Richard D. Irwin, Inc., 1963), pp. 4-7.
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Stanton, Duncan and Phillips, Alderson, Davidson and Doody,
and Hollander, among others, have analyzed these forces to
which the firm must adjust.l

A legitimate business enterprise is sanctioned by

law at birth and is partially constrained by law throughout

its life. The state of technology often determines what the

1See William J. Stanton, Fundamentals of Marketing
(New York: McGraw-Hill, 1964), p. 300. Stanton summarizes
the forces causing change for retailers as (1) the changing
consumer markets served by retailers, (2) the retailers' own
constant search for more effective and profitable methods,
and (3) the manufacturers' realization that they need mass-
marketing methods to keep up with mass production of goods.
See Duncan and Phillips, op. cit., p. 8. They attribute
these changes to four basic factors: (1) the huge volume of
consumers' goods; (2) the rise in population and consumer
purchasing power, (3) shifts in consumption patterns, (4)
the suburban movement, aided by widespread use of the auto-
Mobile. See Wroe Alderson, Dynamic Marketing Behavior
(Homewood, Illinois: Richard D. Irwin, Inc., 1965), pp. 237,
214, He sees the retailer as a marketer subject to changes
in his resource market as well as in his customer market.
"The retailer must adjust to his environment, few having the
power to change it . . . and no matter how impressive innova-
tions may be in such adaptation the retailer's operation con-
tinues to be that of moving merchandise which someone else
has designed or invented." See Davidson and Doody, op. cit.,
at pp. 9, 10. They reiterate these themes, adding that
"retailing is both a formative influence and an adaptive
aspect of our culture. It is adaptive in the sense that
retailing firms must be dynamically responsive to the chang-
ing wants and circumstances of consumers if such firms are
to survive and grow." See Stanley C. Hollander, Restraints
Upon Retail Competition (East Lansing, Michigan: Bureau of
Business and Economic Research, Michigan State University,
1965), p. 85. He has set forth a series of changes in
Social, political, and economic conditions which act as con-
Straints upon the retailer. For example, he notes that "the
Customer's set of expectations as to service and quality and
Assortment is susceptible to change through forces both in-
Side and outside of retailing . . . control exists mainly in
the sense that the retailer cannot afford either to lag too
far behind or to get too far ahead of the public's expecta-
tions concerning merchandise, service, or selling methods."
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retail offering shall be. The structure of communication
and distribution influences operational costs and may also
determine retail location. While it does not diminish the
influence of these other dimensions, this study is concerned

only with conditions of demand and competition.

Demography of Demand

In its report on changes in the demography of demand
for 1950-1960, the National Industrial Conference Board con-
cluded:

All in all, the consumer market in the Fifties

was marked by an enormous upward escalation in the
quality of demand. . . . As the household's ability
to buy expands and as cultural horizons are broadened,
each additional dollar is spent differently than the
last. In the lower and middle-income levels, where
money often goes for improvements in the quality and
quantity of necessities, this process is less pro-
nounced. But in the middle and upper brackets, where
everyday wants are already substantially satisfied,
expanding buying power is likfly to go for a wide range
of luxury goods and services.

Among other findings the NICB particularly empha-
sized: rising entry into the work force by married women,
attainment of more education by a greater proportion of the
population, and extensive shift in the entire occupational
mix from blue collar to white collar employment. With the
greatly expanded middle-income class manifesting this change

in income distribution, a significant number of families

moved from the necessity to the discretionary income bracket.

lFabian Lindin, op. cit., p. 8.
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The change in income distribution was accompanied by
an increase in the average family's income. 1In 1961, two
out of every five American family units belonged to the dis-
cretionary-income group, those who earned more than $6,000
per year before taxes.l During the past 30 years the
national income in constant dollars increased at a greater
rate than did the total population.2 As income increases,
the expectations of consumers also increase. Collazzo
reported:

Members of so-called upper income groups, in other

words, put more emphasis upon being able to get what
they want when they want it. They are also able to

define their needs and to state their frustrations
precisely.3

Competition

Competition for patronage of families with increas-
ing amounts of discretionary income exists among all retail-
ers. The management of a traditional department store thus
is confronted with a paradox of consumer behavior. McNair
explains this phenomenon, one he calls '"crisis of expecta-

tion," as follows:

1George Katona, The Mass Consumption Society (New
York: McGraw-Hill, 1964), p. 9.

21pid., p. 13.

3Charles J. Collazzo, Jr., "Effects of Income Upon
Shopping Attitudes and Frustrations," Journal of Retailing,
XLII, No. 1 (Spring, 1966), 2.
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Many of our great middle class groups have suddenly
experienced a widening horizon of the "economic good
life" and these aspirations have grown more rapidly than
has the disposable income of many of these same families.
Too many dollars are tagged before they are received,
and one of the consequences is a greatly increased
receptivity to price bargains, especially in apparel,
household furnishings, and food. Hence we find the seem-
ingly incongruous situation of rising income and rising
economic well-being accompanied by a substantially
heightened interest in bargain merchandise.

One of the leading forces in the retailing of bar-
gain merchandise is the discount department store, which was
born and has flourished during a period when all the afore-
mentioned upward changes in the demography of demand also
occurred. Shopping surveys indicate that all income classes
patronize discount department stores. It is true that mid-
dle-to-higher income groups may patronize these retailers
only for a limited number of department store kinds of mer-
chandise. Just as they are challenged to design a strategy
to compete for customers benefitting from positive trends in
demography of demand, the traditional department stores have
to adopt some strategy to compete most effectively with dis-
counters.

In addition, the department store management had to
compete with its own traditional rivals and with specialty
and variety stores which had expanded their assortments both

in price-range and kind. This phenomenon of "scrambled mer-

chandising" has intensified competition in the entire

1McNair, op. cit., p. 5.
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industry. Scrambled merchandising is distinct from trading-
up within price-lines. The former term refers primarily to
additional classifications of merchandise which the merchant
had not previously offered. For example, after 1945 several
variety store chains added women's ready-to-wear and sports-
wear and children's outerwear classifications and thus began
to compete with Basement Stores of traditional department
stores. Or, a more common instance is the addition by food
stores of health and beauty aids classifications. Trading-
up, again, as used herein, describes a merchandising deci-
sion about the price ranges. It should be noted, as well,
that trade up can refer to such merchandise attributes as

style and quality as well as to price.

Explanation of Merchandising Strategy

Since this study is primarily concerned with how and
why stores responded to the aforementioned external changes
it is appropriate to explain in greater detail what consti-

tutes a merchandising strategy.

Strategz

An increasing number of writers in marketing and
retailing have emphasized strategy.l Perhaps this results
from attention devoted to managerial rather than institu-

tional aspects of the discipline. Most of these writers

lSee footnote number 1, p. 5.
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agree with one researcher of managerial philosophies who
reported:

Effective application of management principles is
largely dependent upon what is in the minds of those who
apply them. While businessmen recognize that profit is
essential to a healthy enterprise they acknowledge that
profit can be cut off at the source if all of management
does not understand or is uninformed about the goals or
objectives of the enterprise or has inconsistent atti-
tudes about how the profit is to be made.

The foregoing presupposes that a strategy, a plan,
exists. Alderson asserts that "to adopt a marketing strategy
is to take a stance or posture in the search for customers."2
Smith described a marketing strategy as:
being primarily concerned with the creative elements of
a goal-directed marketing plan . . . which includes the
basic elements of the way in which the firm plans to get
from where it is to where it wants to be . . . and it
becomes the central theme that integrates and coordinates
the many and diverge components of effort to be stipu-
lated in the plan.

Strategy formulation helps a retail firm to differentiate

itself from competitors since it forces the firm to a thor-

ough analysis of itself, its competitors, and the market-

place. Finally, it requires a calculated forecast of the

outcome.

1Stewart Thompson, Management Creeds and Philosophies:
Top Management Guides in Our Changing Economy (New York:
American Management Association, Research Study No. 32, 1958),
p. 7.

2Wroe Alderson, "An Approach to a Theory of Planning,"
in William S. Decker, ed., Emerging Concepts in Marketing
(Chicago: American Marketing Association, 1963), p. 259.

3Wendell R. Smith, "The Role of Planning in Market-
ing," Business Horizons, II, No. 3 (Fall, 1959), 55.
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By arbitrarily designating a strategy as offensive
or defensive the retailer can differentiate his own
strengths and weaknesses from the complementary weaknesses
and strengths of a rival. An offensive strategy leads to
plans to capitalize fully on the relative strengths or
advantages the firm enjoys, or conversely, upon the relative
weaknesses or disadvantages the competitor has. A defensive
strategy compensates for and corrects weaknesses in the
firm's present operation or counteracts strengths or advan-
tages the rival enjoys.l

It is axiomatic that a strategy should be formulated
on the basis of the opportunity which the retailer perceives
in the marketplace. But successful execution of a strategy
may depend on "when" as well as "how" the merchant interacts
with his environment. A retail historian has observed:

. « . [one] reason for believing in the importance of
environment (upon the retailer) is the number of times
the same innovation has been introduced simultaneously
by a number of separate individuals. Closely allied to
this are the number of unsuccessful similar ventures
that have preceded many successful innovations. . . .
Such experiences suggest that retailers are constantly
probing the empty sectors of competitive strategy with
many failures until someone uses exactly the right
technique at the right time. 1In at least some cases,

the merchant prince's skill may have been in judging
opportunities rather than in originating techniques.

lIbid., p. 56.

2Stanley C. Hollander, "Retailing: Cause or Effect,"”
in Decker, op. cit., pp. 228-229.
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An executive vice-president of Federated Department
Stores commented on the significance of timing as it bears
upon changes within the market as well as when the merchant
should act. This executive wrote:
When you look back over the history of retailing, there
have been quite a few major breakthroughs, and in every
case they were made by the ability of a brilliant indi-
vidual to look ahead of his immediate problems to fore-
see some great new trend in the future . . . there was
one common denominator to all these innovations . . .
first, they were introduced by a brilliant owner or
manager who sensed more or less instinctively the need
for change, and who had the power to take the necessary
risk in making it. Second, they arose from existing or
anticipated--but always real--customer needs. Third,
all had profits as their objectives. . . .1l
Previously, the statement was made that in formulat-
ing a strategy the retailer must spell out his objectives.
Only one objective, profit, can head the hierarchy of objec-
tives which are mentioned frequently. Others can only be
means to this one supreme end. Because these others were
encountered in the literature and again in the research they
warrant explanation. 1In addition to profit, two of these
objectives most often mentioned are market share and store
image or store character.
Profit serves as a means as well as an end. The

decision rule, for example, in selecting a classification or

a price-range within it or in determining when to place it

lHerbert Landsman as quoted in Philip J. Reilly,
01d Masters of Retailing (New York: Fairchild Publications,
Inc., 1966), p. Vvii.
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in the store may simply be: can the firm generate a profit
by merchandising this classification, per se? This is to be
contrasted with another decision-rule which says, in effect:
if it attracts customers and adds to the store's prestige,

or if it differentiates the firm from others in the market-
place, it can be added to the assortment. When this objec-
tive also serves as a criterion the strategist is constrained
to measure every merchandising alternative solely by its
impact upon the three primary components of profit, viz.
sales, gross margin, and expense.

A merchandising strategy may have as one of its
objectives a certain share of the market. The term may
apply to the total store volume compared with the total
retail trading area, or to the store's sales volume compared
with other department stores. For example, the J. L. Hudson
Company strategy stipulates that it must obtain a certain
percentage of the total amount of retail sales in its trad-
ing area for every classification it merchandises. Bloom-
ingdale's perceives itself as a merchant to a particular
market segment whose incomes permit purchases on the basis
of taste and quality and to whom price may be secondary.

The strategy must establish priorities so that the
merchandise assortment, pricing, and services are provided
proportionate to the demand characteristics of the selected

market target. Some theorists in marketing have analyzed
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this dimension of target selection strategy as it applies to
retailing. Alderson, for one, has contended that:

the notion that any store could handle everything became
a hollow illusion. . . . It is not clear that depart-
ment stores as a group are in the extinction mode and
some may have many profitable years ahead without demands
for change which exceed the capacity of their executives
to manage change. But those who survive will have to
renounce the universal marketing task of matching all
goods with all people.l

Many practitioners as well as researchers commented
on the need by management to define "what kind of a store it
is." Charles E. McCarthy, former Allied Stores president,
now a St. John's University professor, remarked:

One requisite for survival and for success must be
continuous striving for individuality and leadership

in merchandising and services to the public. . . .

Many department stores have failed because they did not
achieve or maintain a_distinctive personality in their
particular community.?2

Martineau's oft quoted admonition concerning the
customer's perception of the store is apropos. His research
indicated that the force which draws a shopper to one store
rather than another is the store's personality or image,
"the way the store is defined in the shopper's mind, partly

by its functional qualities and partly by an aura of psycho-

logical attributes."3

lWroe Alderson, Dynamic Marketing Behavior (Homewood,
Illinois: Richard D. Irwin, Inc., 1965), p. 234.

2Women's Wear Daily, June 29, 1965, p. 7.

3Pierre Martineau, "The Personality of the Retail
Store," Harvard Business Review, XXXVI, No. 1 (January-
February, 1958), 47.
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Reasons for Investigation of
Merchandising

In adjusting to the changing conditions of demog-
raphy of demand and to competition, management considers
alternatives pertaining to location and physical plant, mer-
chandise assortment, promotion, price, and personal selling.
In addition, management is also involved with functions such
as finance, personnel, and store supervision. Management
regards these factors of retailing as controllable when
devising a total strategy. However, this investigation
focuses on the merchandising function, as previously de-
fined, for the following reasons:

Customer .--Merchandising is responsible for matching
of the firm's offering to customer needs and wants. The mer-
chant interacts between two markets, buying from suppliers
or resources those goods he believes he can sell to custom-
ers. In this process he influences managerial definition of
what kind of a store the firm aims to be.

Organization.--Merchandising has been the organiza-

tional core of department stores. Whether seen in the 1927
Mazur plan or in the recent NRMA recommendations for multi-
store operations, the merchandising function is the one
which has persisted as the central element in store orga-

nization.

l"Study of Organization in Multi-Unit Department and
Specialty Stores," op. cit., pp. 7-11. This includes a con-
cise history and development of organization in the depart-
ment store industry.
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Gross Margin.--Merchandising is responsible for

generation of gross margin, the excess of sales over the
cost of sales. Since earnings result primarily from the
interaction of gross margin and total expense, the relation-
ship of merchandising to the objective of profits is obvious.
Inventory.--Merchandising is directly related to the
management of the inventory. This usually is the largest or
the second largest investment of the firm's assets.
Expenses.--Merchandising affects th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>