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This paper centers around Carter Hawley Hale and 

explores many of their competitors. The competitiors 

were chosen on the basis of their own marketing thrust, 

merchandising target. or management competence. Each 

has been studied from a view from the top management. 

The management philosophies, marketing strategies, and 

financial reports and outlooks are all covered. 

My deepest and sincere thanks to Mr. T. J. Ault 

for iall his help and encouragement throughout this project. 



RETAIL OUTLOOK 

The Conference Board at New York that plots financial 

trends has come out with figures that have a significant 

impact on retailing in the future. By 1990, only eight 

years away, one in five U.S. households will have an income 

that, adjusted for inflation, would equal $40,000 or more 

today. Today, only one in 10 houselolds tops the $40,000 

line. This comes when the number of single person house

holds is rising, currently 23%. 

Demand is growing for expensive, high-quality luxury 

goods and services such as home computers, video recorders, 

food processors, fine and stylish clothing, travel, etc •• 

And those prepared to provide such symbols of the good 

life E~xpect ot do very well. 
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R.H. MACl 

R. H. Macy operates only department stores in five 

regional store groups; Macy's New York. Bamberger's, 

Macy's California. Davison's, and Macy's Midwest. The 

regional groups are structured with a main store in a 

traditional retail center of a major city. The branches 

are lo'cated in residential areas and suburbs in nearby cities. 

Of the 92 stores in 13 states. three-fourths are located 

in major shopping centers. 

Macy's also operates a domestic buying office in New 

York and foreign buying offices in Belgrade, Copenhagen, 

Dublin,. Florence, Frankfurt. Hong Kong, London, Madrid, 

Manila, Paris, Osaka, Peking, Seoul, and Tel Aviv. They 

also have representatives in 15 other countries. 

Ma.cy's operates a properties division. They own and 

operate six regional shopping centers and has 50% interest 

in five others. 

Macy Credit Corporation purchases all of Macy's cus

tomers accounts. 

15 



R. H. MACY: BACKGROUND 

R. H. Macy was founded in 1858 by Rowland Macy. He 

had three unsuccessful attempts prior to opening a small 

fancy dry goods store on Sixth Avenue. 

J'llst eight years later, in 1866, Macy' s began expanding 

his store. By 1877, Macy's filled the ground space of 

eleven stores on Sixth Avenue. Rowland Macy died in that 

year. His fancy dry goods store had expanded both concep

tually as well as physically; it had become a department 

store. 

The Strauss family had been involved with Macy's since 

1874. A general partnership was established in 1888 and they 

took complete ownership in 1896. The firm was incorpor-

ated as R. H. Macy & Co, Inc. in 1919. 

By the early 30's, Macy's had expanded to encompass 

the entire block of Sixth Avenue. Billed the 'world's 
18 

largest store', it had 2,012,000 square feet of floor space. 

After continued growth and expansion, Macy's hit a 

slump period during the late 50's and early 70's, especially 

in the ;areas of urban concentration. Their flagship store, 

Herald Square, had become a "money-losing 20-story discount 
19 

warehou:3e" The main problems were population shifts which 

brought lower income buyers into the city and the 

16 
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simultaneous trading up of the more affluent of its tradi

tional customers. These problems caused Macy's to have 

to make a store-by-store analysis of markets before effective 

. . . . ld b d 20 merchand1s1ng reV1S10ns cou e ma e. 

Ed Finkelstein with a Harvard background and six 

succes:3ful years at Macy' s California, was brought to 

Macy's New York to try his hand. He used his merchandising 

know-how and sence of show biz to revitalize the division, 

declaring that the Herald Square store would be the depart

ment store of the BO·s. The new image was directed toward 

the miCldle-toupper income levels; a trendy, fashion 

oriente!d family department store. This turnaround was 

dubbed the miracle on 34th Street. Earnings in New York 

quadrupled between 1977 and 1979, margins were up to 4.6% 

in 19BO compared to 2.6% in 1979. 



POLICIES/STRATEGIES 

Management 

While other retail giants sought to diversify, Macy's, 

one of the country's oldest and largest department store 

chains. has stuck to the sole business of department stores. 
. . 21 

In the words of now corporate chairman, Ed F1nkelste1n, 

While other have dazzled and disoriented them, 
we've given them one clear signal. We will be 
the store that offers current merchandise, fully 
stocked. That's our business. Having worked 
so long and hard to establish a merchandising 
style that has appeal for intelligent. well-informed 
consumers, we're not looking for new ways to 
express ourselves. 

'rhe fundamentals of retailing are spokin about quite 

frequ,ently at Macy's. Development of competent management, 

aggre:ssi ve and creative merchandising, productive new stores 

and upgrading old ones, and sound financing are the areas 

they concentrate efforts. 

The first fundamental approach concerns a competent 

managE~ment team. Even in these tough economic times. 

they have reinstated an executive training program. They 

obvioLlsly forsee a need for an increased number and quality 

of exe.cutive. 

18 
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Their training program, felt to be unique, ensures that 

only seasoned and broadly experienced people get to positions 

of store responsibility. Young executives are treated to 

alternating positions in the buying line and the store 

line. What results in a person prepared for either line. 

Macy's feels that this approach encourages change and chal

lenge and it fosters initiative, but it also enhances 

cooperation as well as competition among their best people. 

Most of the top jobs at Macy's are filled from within. 

There are several reasons for this as pointed out by Chair

man Finkelstein. They wish to reward their own successful 

executives with better jobs and opportunities. Young ex

ecutives are encouraged. Additionally. a continuity in 

management is a benefit. No family ties exsist between 

officers of the corporation. 

JVIacy's has 16 members on the Board. They are elected 

annually to serve. Many of the directors are suppliers 

of merchandise or services. Management of Macy's maintains 

that they are not influenced by their presence as to how they 
22 

buy. f3ell, or promote those products.· 

Macy's does not seem overly concerned with being per

ceived as a great source of charitable contributions. 

They do not lend out employees for charitable organizations. 

More importantly, their contribution to charity was under 

$900,()OO in fiscal 1981. I do not personally see this as 

bad af; I feel that business is concerned wi th profit. not 

charity as an organization. 



Marketing 

R. H. Macy has been known for years as offering a high 

quality merchandise at value prices. Their merchandise 

comeB from around the world. They have buyers in every 

major region of the world, totaling 29 countries. The 

buying effort is organized under the Corporate Buying 

Di vif3ion, Domestic and International, started in 1978. 

The merchandise is fashionable, even trendy, where 
23 

appropriate, buy always current, tastefuy and plentiful. 

The notion of fully stocked is questioned by myself, and 

I gather by others within the organization. Mr. Finkelstein 

emphusized the point in the annual meeting, "I will be more 

concE~rned and bothered by lost volume opportunities than 
24 

I will by a temporary excess of goods in our stores." 

His E~xplanation being that they would lose the 'allegiance' 

of their customers if they could not count on a fully stocked 

storo. To a degree, I agree, however, there must be a 

happy medium S~Ck, especially in these hard economic times. 

With the costs of carrying inventory a great deal of capi

tal can become tied up. Finkelstein, in effect, says that 

he w()uld rather pay the interest rates to finance the peak 

inventories than cut back. Another consideration is the 

quick reaction needed to fashion changes. With a large 

inventory, they are more encumbered than otherwise. On 

the positive side, this approach has proved successful, 

20 



21 

thus far. Additionally, when the economy does turnaround, 

Macy's will be ready. Past experience shows that retailers 

are a,mong the first to lead the country out of a recession. 
24 

and Macy's is likdly to lead the pack. 

A glamorous and classy image is being projected through

out the Macy's empire these dayso The upgraded fashion 

lines: will not attract the right consumers unless they 

are presented in the most attractive of packages, complete 

with ribbons and bows. This glamorous image, combined with 

a shrewd buying policy and tailor it to the specific needs 

of a particular location. you get enhanced merchandise 

prosentation and increased productivity. 25 

In 1979. Macy's introduced an expansion plan calling 

for 14 store openings. In 1980. 6 new stores were opened 

in major shopping centers in keeping with the plan. Macy's 

sees the suburban shopper as the future. Their stratey is 

to encircle them with new stores. 

Over one-third of their capital budget is allocated to 

renovations of exsisting stores. This also includes expan

sion of exsisting selling space when the store's perfor

mance warrents it. 

Macy's has an aggressive capital expansion/renovation 

plan underway. A total of $300 million will be spent to 

open 13 new stores. For the next four years, $60 million 

will be spent a year for major renovations in their three 

headquarters (Herald Square, San Francisco and Atlanta) 
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and in ten vital shopping centerstroes. 

In a major step for Macy's, expansion into the areas 

of Florida and Texas. The stores will be large (180,000 

to 24·0,000 square feet) to be located in top quality malls. 

The first move will be into Florida. Macy research 

shows: that this market has potential and can sustain growth 

in the long-run for department stores. The management 

will be transplanted from the Macy New York division, and 

the stores will bear the Macy name. This strategy is 

devie:ed to attract the great numbers of Floridians trans

planted from the Northeast that will recognize the name. 

The first opening is planned for the Fall of 1983. 

By the Fall of 1988, they plan to have five stores in 

operation. 

The Houston, Texas metropolitan area. They have found 

this area to be prosperous and growing. The first store 

is planned for the beginning of 1984. The1 again hope to 

have five stores in operation by 1988. 

Some $250 million will be needed for the expansion 

into Florida and Texas. The funds will be generated entirely 

from operations. Ed Finkelstein does not foresee this as 

a strain on their resources. 26 

To present a stronger front in the Midwest, a Macy's 

MidwE!st di vi s ion was formed, including the Macy Missouri

Kans8,s and Lasalle' e divisions. Through this move they 

hope to increase profits with a strongermerchandising 

organization. 
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One of the major goals they are working toward with 

their expansion plan is to double the size of the business 
27 during the next five years.' 

linancial 

Even though the economic times have been difficult 

for all retailers. Macy's has had a relatively good past 
28 

five years.' 

Sales for fiscal 1981 were $2.66 billion, an increase 

of 13.3% over 1980. Comparable store sales were up 9.6%. 

This is also the average of the past five years. An analyst 

recently charted this as the best among the department store 

segment of major retailers. He also stated that compar-

able store sales comparisonswere one of the most critical 

guides to a retailers growth momentum, in other words, 

increasing or decreasingcustomer acceptance per store. 

These sales increases for comparable stores are attributed 

to inflationary trends. higher unit sales, and favorable 

changes in the relative mix of merchandising price lines. 

Sales per square foot of average gross store area were $125 

in 1981 and $115 in 1980. 

Cost of goods sold was 68.9% of sales in 1981, com

pared to 69.4% in 1980, and 70.1% in 1979. The primary 

reason for the percentage decreases is the improvement in 

merchandising gross margins. This is the result of greater 
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concemtration on selling efforts in the higher-margin fashion 

merchandise. 

Management emphasizes expense control through a strin

gent budgeting process and cost evaluation at all levels of 

the busi ness. They have also begun programs to limit the 

impa(!t of inflation by increasing the producti vi ty of both 

selling and nonselling functions. Some of the measures in

clud(~; the renovation and rearrangement of selling and 

su,x.t>ortfacilities, more efficient use of computer tech

nology, and the installation of equipment to control energy 

and other costs. 

Net earnings for 1981 were $120 million, 16.1% over 

1980 and an amazing 56.5% over 1979. This is due to sales 

incr,easing faster than cost of goods sold. Earnings per 

shar,e were $7.35, compared to $6.4e in 1980 and $4.85 in 1979. 

In kpril of 1980, there was a three-for-two stock split of' 

common shares. For February of 1981. the dividend rate 

on common shares was increased to $1.75 from $1.50. The 

number of authorized common shares was increased from 

30,000,000 to 45,000,000 at the annual meeting in 1981. 

The corporation provides the funds needed for working 

capital, the expansion and renovation program. and dividend 

payments from the cash flow from operations and by financing 

their customers accounts through the Macy Credit Corporation. 

There was only one instance of long-term borrowing in the 

past three years of I 12.000,000 for a shopping center. 
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PE~rcentages of total debt to capitalization has been 

decreasing over the past three years as a result if the 

companies earnings performance and the internal financing 

(23.1% in 1981, 27.3% in 1980, and 30.8% in 1979). 

Inventories increased 21.1% over 1980. This increase 

in considered essential due to the higher sales levels and 

the. inventory requirements of new store openings. 



CONCLUSION 

In the past five years, Macy's has made the n3cessary 

adjustments to stay competitive in this new era of retailing. 

They 8tarted a bit late, but pulled the company out of 

its 70's slump. 

~~hey have chosen not to follow the other major retailers 

in thE~ now popular strategy of diversification. Their one 

and only business in department stores. and they foresee 

no change in this policy. They believe that the company 

should stick to what it knows best. I feel that they are 

limiting their potential. Other types of retailing are 

essentially the same in focus as their own strategy to 

upgrade their fashion image. specifically the high fashion 

specialty stores. They already carry the high-margin fashion 

goods. On the other hand, they are by no means failing on 

their present course. 

~rhey believe st~ongly in their 'four-wall productivity'; 

creative and aggressive merchandising. opening top quality 

storel:J and upgrading older ones. sound financing. and a 

competent team to manage the entire package. 

'rhey have begun upgrading their image to appeal to the 

increasing numbers with a higher disposable income. 

26 
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They have spent millions and are planning to spend 

more to expand and renovate. Their impending move to the 

Sunbelt states of Florida and Texas is good. However, I 

see them as following the crowd. To obtain the advantage 

over competitors, they should have been there first. 

"It is wrong to spend time looking to others for clues 

to our' future. Our problems aren't our competitors and 

our opportunities aren't either. ,,29 This statement is 

somewhat inconsistant with their actions. They are just 

now entering the Sunbelt, after many of the other retail 

companies are. However, for the future they see themselves 

in a Btronger position and able to utilize their management 

to find the opportunities first. 



MARKS & SPENCER, Ltd. 

Marks & Spencer is headquartered in London, England. 

They operate three main divisions; department stores. foods, 

and exports of their St. Michael label. T[le department 

stores and the food departments are in the same building, 

however, they have separate checkout facilities. 

They persently opertate the M&S stores in the United 

Kingdoln, France, Belgium, Ireland, and Canada. They export 

to sev4~ral countries around the world. 
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MARKS & SPENCER: BACKGROUND 

Marks & Spencer's humble beginning was in the open 

markets at Leeds, England in 1884. Michael Mark, a Polish 

Jew. set up his stalls and operated on a fixed price basis. 

Everything sold for a penny. He found that this simplified 

his accounting and he also had to search for a wide variety 

and a hegh quality of goods to sell for this penny. He 

consequently had to accept a low profit margin and to make 

up for this, he needed the highest turnover possible.)O 

:Sy 190), Marks and Spencer Ltd. was formed. (Spencer 

being a business associate since 1894) -Control was out 

of th,e family hands during 1908-1914. However. by the 

end of 1914, there were 140 branches. They still displayed 

the characteristics of an open market; open display, easy 

scces:sibili ty to goods. and self-selection.)l 

.~nother enduring characteristic was developing at this 

point. the concern for the staff as well as the customer. 

The work experience was made as enjoyable as possible. 

A manageress was put in charge of the staff. 

Social service was introduced during thr time of World 

War I. A trip to the United States in 1924 brought about 

the idea of a continuous flow of merchandise and a centra-

lized organization. These ideas became the foundation of 
Marks and Spencer. 
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In 1926. the company went public. In 1928. the St. 

Michael trademark was registered. They were the first 

general store in the U.K. to produce their own brand • .J2 

By the mid-30·s. M & S was in every U.K. town of sig

nifigant size. truly a nation al chain. This increased 

size led to a closer relationship with their suppliers. 

They eventually took over the role of wholesaler, unheard 

of ill British business. 

At this time. they also be~n developing their food 

line. By 1939, food accounted for one-third of sales. 

In the 50's, post World War II growth of M & S escalated. 

Betw~~en 1946 and 1955. sales increased 450% and pretax 

profits were up )51%. Their image shifted from a leading 

retailer to that of a national institution • .)) The St. 

Michael label was on all products and was recognized as 

a mark of good quality and value. 



MARKS & SPENCER: POLICIES/STRATEGIES 

~~anagement 

Marks & Spencer is led by a board of 22 executives. 

These members are all elected from within the organization, 

from the senior executives. The board meets every morning 

to dil:;cuss problems and concerns. On Monday t all direc

tors and senior executives meet with the board again to 

discul:;s problems. Each and every member is asked for his 

opinion and any problems they might have. These meetings 

are quite informal for a British firm. However, this is the 

most :formalized aspect of the executives week. 

~~he top officials of the company maintain an open 

door policy. Executives that are out of their offices can 

also be reached, with each assigned a code of light , 
they c:an be "paged" anywhere on M & S property. Beepers 

are also used to page executives. This communication 

system allows for fast and informal informawn flow. 

Management is also expected to reveiw or probe into 

their own division and the company overall. Every detail 

of opE!rations is scrutinized to keep a constant check on 

thingfl. 
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~~he branch stores are checked on frequently to moniter 

quality and performance. Saturdays are especailly im

portant in this regard. Each board member and senior 

executive visits two or three stores. Much time is spent 

talking with the employees of the store. Each employee 

is renponsible for having up-to-date information on sales 

of incli vidual items and their assesment of quality, as 

the executives are known to ask questions of everyone. 

Executives are also given a basket of M & S food to 

take home over the weekend. They are also expected 

to moniter quality and performance. 

Within each store there is a dual hierarchy of 

managE!ment. A store manager is responsible for the 

commercial operation of the store. The staff manager~ss 

is rel:lponsi ble for all personnel functions. Each is 

usually responsible for 50-60 employees. Women are now 

being promoted into the store manager position, however, 

the ma.nageress is always a woman. 

The purpose of this approach is to present a spirit 

of the family, run by a ufather" and "mother". When a 

new store opens, it is expected to achieve this spirit 

within six months. 

There are several philosophies that guide the 

management of Marks and. Spencer. These principles 

have developed since the beginning at the penny bazzar 
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of Mi(~hael Marks. None is seen as more important than the 

others, as each is needed for the business to prosper. 

~~he first is good human relations. They are con

tinually concerned with the well-being and care of 

their staff, 46,000 employees in the UK alone. They 

feel that this policy results in staff stability, ready 

acceptance of modern methods, high productivity and good 

f ... J4 . 
pro l,,;S. A med1cal room, with a nurse continually 

on duty and visited by doctors (physician, dentist, and 

chiropodist), infirmary. hairdresser, cloakroom, showers, 

recreational rooms, and dining rooms are all provided for 

the staff of each store. The thoughts of Sir Marcus re

flect committment of M & S to their staff. "If the 

facilities are not good enough for top management, 

then they are not good enough for staff.~5 They 

spent L48.4 million on non-contributory pensions, sub

sidised meals, health care. and other staff benefits in 

1981 • 

.Another area of importance to M & S is community 

involvement. This dates back to the WWI period and the 

Zionist movement. In the past year, they concentrated 

on three main areaSI response to riots, creation of new 

jobs through helping small businesses, and the training 

of young unemployed people. J,6 Staff is loaned out to 

head community projects. They donated Ll.i million to 
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charity in 1981. 

:Marks and Spencer also believes firmly in close co

operation with their suppliers. It is said that no sup

pliers sells anything to M & S, rather, they decide what is 

needed and have it made up. A group of technicians de

cide on raw materials and processes and send specifica-

tions to the suppliers. Many of their suppliers rely 

heavily on M & S for their business. As one supplier 

put it, "We are retailers without shops and they, M & S, 

are m:anufacturers without factories ... 1 O• Because of their 

great buying power, they can get the suppliers to com

pete on prices. Marks and Spencer expects their sup

pli er:s to use up-to-date technology and machinery. 

A "Buy-British" policy is also practiced at M & S. 

More 'than 90% of the st. Michael brand. both textile and 

agriculture. is made in the UK. However, when an out-

side :firm produces a high quality good, it is imported. 

These outside suppliers are encouraged to open facilities 

within UK, some 1.000 jobs were created in this way in 1981-

1982. 



Illarketing 

:Because Marks and Spencer is so well known it can dis

pense with many of the costly marketing expenses other 

store):! must undertake. 
3'7 

Marks and Spencer registered the St. Michael brand 

in 19:28. Today. they sell exclusively their own brand. 

It ha:s become known good quality and good value. The 

prices are in the middle range. 

Because of need for low-margin, a high turnover is 

needed. Therefore. only those goods that moe are stocked. 

In each department. there are a few lines that fit this 

description. With only a few lines. the sales staff can 

concentrate their efforts better. They carry ),000 

items in textiles and 700 in foods. 

Ever since the 1884 beginnings a policy of one 

markup has been practiced. Today. there is a range for 

the textile group (26-33%) and for the food group (18-24%). 

Merchandise is markdowned only when it needs to moe, 
)8 there are no sales. . There is very little advertising. 

They rely on word-of-mouth to promote their business. 

What is done is purely for informatbn. 

The stores are strictly utilitarian. M & S operates 

on a policy of assisted self-selection. There is no 

carpet. no fitting rooms, and cash only is accepted. How. 

ever. the refund policy is quite lax. This is possible 
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beCaUEJe of the fact that every tang that is sold is the 

St. Michael brand. 

13y the late 60' s several problems were facing Marks 

and Spencer.39 . Because of the high market share, con

tinued growth in the UK market was unfeasible. To reach 

new markets they tried to add a line of upgraded mer

chandise. They did not attract new customers and in fact 

lost old ones. 

A second problem was M & SIS dependence of British 

suppli.ers. Suppliers had to increasingly depend on import

ed goods and they were more expensive. 

"'Because the company is near saturation in the UK. 
. 40. 
l. ts growth must be overseas." 

Exports began of the St. Michael label. Many re

tailers opened sections offering exclusively their brand. 

BetweEm 1970 and 1979 exports to these retailers increased 

three~'fold .41 During that period M & S went from a policy 

of difltributing to anyone to a selective distribution. con-

centr;:Lting on a few large retailers. They have even 

given franchises to distribute the products. They have 

also opened a company in Hong Kong to expidite distribu

tion in the. Far East. Isreal. Nigeria. and the Channel 

Islands are big in export sales. 
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When England joined the EEC, M & S saw an oppor

tunity to expand to the Continent. They began with France. 

After research, they found several differences. but opened 

the StOES with products made to compete with French ones. 

They ran into many problems in Paris. They reveiwed 

opera1~ions and decided to continue, yet capitalize on 

their Englishness. In 1979. they operated at a small pro

fit, and in 1982 progress is termed excellent. 

1fery early, M & S developed a plan of continuous 

modernization and extension of its stores. They have a 

budget of more than LJOO million to be spent over the 

t .. . t 1 . 42 , nex tour years on cap~ a expans~on. Five new 

storefJ were opened in 1981. eight are in progress, and 

fi ve Dilore are being renovated. 

~~hey also entered Canada. They expanded quickly to 

60 stores to obtain national distribution. believing 

their Englishness would be an even greater advantage. 

Again, poor research was done. Stores were placed 

downtown, not in malls. Canadians found the merchandise 

dull ~Lnd the stores cold. 'rhey are operating at a 

small profit. 

lj~otal exports from the UK were L58. 0 million in 

fiscal 1982. Canada and Europe accounted for LJ1.5 

million while direct exports were L26.5 million. 
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Marks and Spencer is truly consumer oriented where mar

lating is concerned. They are concerned with what the 

custo:mer needs. not what he can be persuaded to buy. 

This is in truth the only way a business can flurish in 

the long run. 

Financial 

Sales for the group totaled~ 2 ,198;7 million,~com'" . 

pared withl1.872.9 million for 1981. up 17.4%. Profits 

before tax were L222.1 million compared to4181.2 million 

a year ago. up 22.1%. Earnings wereU20.7 million. up 

fromL99.5 million. The directors increased the dividend 

this year. Dividend could be covered 2 times. compared 

to 2.01 times last year. This leavest60.4 million to 

reinvl~st in the company .4) , 

Sales in the UK were L2025.J million compared to 

L17J9.2 million. up 16.5%. This was achieved during an 

especailly difficult time for the British consumer with 

less disposable income. The increase is attributed to 

the introduction of new products. new departments. and 

improved service. Clothing sales were up 11.8% and 

food nales were up 21.9%. 

In Europe the sales were 4J.6 up fromLJJ.J million. 

In loc:al currencies. they wereiup JO%. Profit before 

taxes wastJ.1 million compared tot1.9 million in 1981. 

One nEtW store was opened and two more with 1982 openings 

plannE!d. Sales depend on Bri tian remaining a member of 
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the EJ~C, which is the UK's largest export market. 
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'Phe results from Canada were not up to expectations. 

Sales increased only 8.9,%. Pretax profits were L2.6 

compared to L2.5 a year ago. However, in dollars the 

profit was 5.7 million, down from 6.6 million. Net 

earnings declined to 4.7 from 6.6 million. 

Of the three di vi sims in Canada the M & S is the 

worst.. Sales of textiles were up 2% and food sales up 

21%. However the operating loss increased to $1.5 million 

from .. 8 million. Markdowns were substantial. Five new 

storee; were opened costing 2.6 million, and two were 

closed, leaving 61 stores. No new store developments 

are planned. 

Peoples division in Canada increased sales 14% and 

operating profit improved to 6.1 million from 5.7 million. 

Again markdowns were more than expected. Seven new stores 

were opened and three were closed. 68 stores are operating. 

No developments are planned. 

D'Alliard's increased sales by 8% and operating 

profits decreased to 4.6 from 5.6. Markdowns were again 

heavy. Nine stores were opened and two closed. leaving 73 

operating stores •. 

There are many reasons given for the poor showing in 

Canada; increased unemployment, high inflLation and interest 
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rates, reduced consumer spending. New shopping malls and 

incre,ased competition are other reasons. 

ponclusions 

I believe that Mark and Spencer is especailly 

suited for the UK market. Their approach of no-frills 

marke1~ing to improve their prices is especai1ly sui ted 

to thE! British population. 

I}'hey were also correct when they saw that expansion 

would have to be abroad. However, the markets that they 

entered were not researched carefully enough. They re-

lied on their reputation to precede them in France; later 

they found that only J% of the French had ever heard of 

them. Again in Canada, they rushed into the market and 

today .have a total of 207 stores, the majority operating 

at a It)ss. 

1 believe that retailing requires some of the show 

busineus appeal. Even a 1i ttle pampering of#. the cus

tomer is warrented. They are just now beginning to 

offer e!xtra services to their customers. In the UK, 

they ha.ve been around long enough to establish a good 

reputation, however, they do not have that in their 

overseas operations. Yet, they still do little adver

tising. 

To really become profitable in their overseas 

operations they must be willing to adapt to the new 
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markets. They need not abndon the philosophies their com

pany 'was built on, but they need to take a long hard look 

at th,em for the overseas markets. 



"'-----"'''' .. _--

FEDERATED DEPARTMENT STORES 

Federated Department Stores operates 268 main 

department stores. branch stores • specialty depart-

ment stores and discount department stores. These are 

located in 27 states and are in major metropolitan areas. 

They also operated a major supermarket in Calif&rnia with 

101 su]permarkets. 

The main section they operate is department stores. 

The ell~ven are A braham and Straus, Bloomingdale' s, Burdines. 

Filene·s. Foley's, Goldsmith's. Lazarus. Levy·s. Milwaukee 

Boston Store. and Sanger Harris stores. each operates as 

a separate division. Shillito's and Rike's divisions were 

combim~d into a single division in 1982. The Bullock' s 

division operates 24 department and specialty department 

stores 0' I Magnin division operates 25 specialty stores. 

M~lSS Merchandising is the second classification of 

stores.. The Gold Circle division operates 27 discount 

department stores. Richway division operates 12 discount 

department stores. 

FE!derated also operates of supermarket division. 

They hElve 101 supermarkets in Los Angeles. Along with this 

division. they operate the related food processing facilities. 
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Their latest acquisition has brought them into yet 

another phase of retailing. Childrens Place carries child

ren's apparel and merchandise. they operate in 12 states 

with 66 stores. 

Of the department stores, 117 are owned and 92 are 

leased. They own 38 of their discount stores and lease 

21. They own 39 supermarkets and lease 62. 



FEDERATED DEPARTMENT STORES I BACKGROUND 

FE!derated Department Stores was founded to consolidate 

four of the leading merchadising families; the Lazaruese 

of Ohio, Filenes of Boston, Bloomingdales of New York, and 

Abrahan and straus's Rothschild of Brooklyn. In the early 

years, Federated was little more than a loose holding 

company of these stores. They were incorporated in 1928. 

In 1945, Fred Lazarus proposed that Federated become 

an operating company in fact. The other retailers resisted 

'he ide~L at first. However, when F. Lazarus put the idea 

as an ultimatium, either do it his way or he would pull 

out, they changed their minds. This was a timely decision 

for thE! companies to strengthen themselves. The upcoming 

years proved to be very successful ones for retailers. 

They began immediately purchasing other department 

store chains. Fred Lazarus bought nine of them, turning 

Federated into a sprawling giant. The FTC took interest 

in 1964. The result was that Federated was restricted 

from buying any more general-merchandise stores for five 

years. 

Instead, they began an all-out effort in expansion 

of their divisions. The. divisions moved out of their 

trading areas and became truly regional in nature. They 
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also moved into entirely new areas with several of their 

divisions. They took their firm and made it nationally 

known. 
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In 1967. they created the Gold Circle division, a 

discount mass merchandising unit specializing in soft goods. 

They ad.ded to this a discount foods. arm. A year later, 

they es:tablished a similar operation in Florida. the Gold 

Triangle. They specialized in big-ticket hard goods. 

Many of these divisions were started, not to show a profit 

in the 70's, but to show up in the 80's. 

FeJr the 70' s Federated was banking on the idea that 

department stores still had a lot to offer consumers. 

They ha.d hoped that as customers became more affluent. 

they weJuld be willing to pay for the increased service 

that a department store was known for. They did mot count 

on the rise in specialty stores. Their main thrust for the 

70' s wa.s a continued growth program into suburbia with the 

conventional branch store. They did this at a time when 

o bserve~rs were predicting a fall in the department store 

appeal. 

Up until this time. Federated was run as a family 

business. 'Mr. Fred', as Mr. F Lazarus was known. was the 

chief executive of Federated since it was organized in 

1945. His middle son succeeded him as chairman and chief 

executive officer in 1967. His youngest son was vice

president. They hired an outsider from. of all places, 



Campbell Soup in 1960. Paul Sticht's main area of con

centration has been of the corporation's goals and long

range planning. This long-range planning was something 

reletively new to retailing. learned at Campbells. 

FE!derated acted on the principle that the groups 
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they acquired could continue to operate as separate companies. 

They bE!lieved in the importance of being unique. They 

felt that if the central office interfered with operations 

of separate divisions, that they would all take on char

acterifltics of the aggregate. The commitment to autonomy 

is as old as Federated itself. 45 The name itself is a 

description of their principle. The extent of central 

officefl involvement with the divisions was to set perfor

mance standards and then let the management talent go to 

work. They called this their management by challenge. 

Sales a,nd profit goals are set and individual management 

was res:ponsible for attaining them. However, when a new 

di visicln was acquired, the central office expected it to 

take up to seven years for the operation to contribute to 

the overall profits .Lt6 The top management of a new division 

usually changed within five years after a acquisition. 

In the early 60's, problems were being encountered 

in the Federated empire. Because of the great expansion, 

management was growing very thin. An outside consultant 

was hired in 1960, and he diagnosed the trOUble as a 
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management build up to keep pace and also a lack of long

range planning. Afew years later, four new executives 

were named to to newly created postitions at the top~7 

During the mid-70's recession, Federated pulled 

through with barely a scratch. However, when consumer 

buying was down in 1976. their profits fell 25%~8 The 

chairman and chief executive Ralph Lazarus and president 

Harold Krensky faced the tough job of remodeling the 

department store group. There were three main thrusts 

to their strategy. The branch expansion would be less 

locali:~ed. They felt that the regionalization would open 

new opportunities for growth without the dependance on the 

economy in a single trading area. Another strategy was 

for thte top of each division to pool their merchandising 

and maJ1gement thinking. The vehicle for this exchange 

was a committee task force. The divisional autonomy, so 

much a part of Federated tradition, was finally being 

cut into by central office. Such things as computerized 

inventory control and other financial controls were coming 

from the top. The top management for each of the top 

stores was named by headquarters. Budgets, new store 

openings and policies all began to come from Ohio. In 

the arEta of branches, Federated began looking for expansion 

moves anywhere in the Western United States, especially 

the Southeast and Southwest. They also purchased Rich's 

in the Atlanta area. They operate department stores, 
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disco.nt stores, and boutiques. 

)~nother of the big shifts at Federated was the in

creasE!d emphasis on the high-margin items such as fashion 

goods and a move away from the low-margin hardgoods. 

"Fashi()n concentration is profit concentration ... 49 



lEDERATED DEPARTMENT STORES. POLICIES/sTRATEGIES 

Management 

Federated is run by a group of 20 board members. 

Ralph Lazarus is now chariman of the board. The president 

and chief executive officer is Howard Goldfeder. 

The overriding goal. as set forth in the annual 

report, is the increasing of the shareholder's investment. 

The first priority is to increase the corporate return on 

equity to a level that not only considers the relative 

risks associated with any investment, but also compen

sates shareholders for the effects of long-term inflation.50 

They propose to place a renewed interest on investment 

productivity in exsisting businesses and also in new ones. 

The long-standing policy of Federated has been one of 

autonomy. That has given away in the past, but only as 

much as was necessary for increased productivity. Each 

division is responsible for current operations. personnel. 

merchandising. purchasing and other similar matters. 

Direct buying is conducted by each of the divisions by the 

individual buyers. Home office provides extensive advisory 

services to each of the division. There are two subsid-

aries of the corporation. One is Federated Acceptance 
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Corporation. THey are involved in buying accounts recievable 

of the, company. The other is Federated S tores Realty. INC. 

which developes and operates shopping centers. 

Most executives start at the bottom. on the selling 

floor. Federated believes that this makes for a wetl 

roundE!d manager. Recently, more and more managers are 

being hired from the outside to fill the top level postions. 

They nre at times hired from non-retailing backgrounds. 



Marketing 

Federated offers on the majority, a higher-margin 

type goods, especially the fashion merchandise, in their 

department stores. They have dropped their mass merchan

dising divisions. The Gold Triangle and the Gold Circle, 

both offering discount merchandise in either the soft 

or hard good$ • were dropped in 1981. They felt at Federated 

that this discount end did not offer sufficent growth 

opportunities for their expansion plans. 

They have made plans for the 1982 to expand the de

partment stores b y 17. Mass merchandising will receive 

12 new stores, and 11 new supermarkets will be opened. 

Children's Place will open 21 stores. Federated Reality 

opened three shopping malls in 1981 and plans to open 

four in 1982. 

There are several trends in the market place that 

Federated intends to capitalize on. They are outlined 

in the annual report. One of the trends in that the ma

turing 'baby-boom generation will hit their peak income 

years .in the upcoming decade. American lifestyles are 

changing in that there are an increasing number of two

income families. The family size is also being reduced. 

The result is that the population will have a higher 
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percentgage of families with a markedly higher income 

per household. Combining the maturing baby-boom and the 

higher income per household a it has been found that these 

consumers will be in the 35-44 age group. They will have 

an increased appreciation of good quality and value. 

Federated feels t that as a diversified retail firm, 

they will be in the position to offer a wide variety of 

merchandise and services. They will be targeted to satisfy 

the demanding. dynamic. and diverse consumers of the future?l 

As the growing numbers of baby-boomers reach the 

peaks of their income years. their incomes will b e 26% 

higher than the average for all earners. Their spending 

priorities will be for better apparel. quality furnishings, 

convenience items. home entertainment merchandise and 

luxuries. The increasing numbers in this category will 

make a great impact on retailers in the 80's. 

Although the marriage vows are being said later than 

in the past, they are on the rise. With this comes the 

need for home furnishings. and household items. House-

holds in the big-spending category of 35-44 are growing 

at twice the average rate of household formation. 

An echo-boom. the after effect of the taby-boom will 

bring an increase of purchases for baby needs. This accounts 

for the purchase of Children's Place, designed to meet 

these :needs. 
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'rhe choice has become one of either career or children, 

either way, Federated hopes to cover all possible basis. 

With a greater number of women in the workplace. there 

will be several observed changes. (The number of working 

wives in the 35-44 age group will increase at more than 

double the average growth rate for all working women.) 

Ther will be an increased demand for weekend. noon, and 

evening shopping, catelogue, and video shopping. one-stop 

convenience. delivery, and other types of services will 

be expected. 



Financial 

The financial position of Federated remains strong, 

despite the hard economic times. They are rated by both 

Moody's and Standards and Poors in the triple A class. 

Sales for 1981 were $7.1 billion. an increase of 

12.2% over 1980. Branch stores produced 79.9% of depart

ment store sales in 1981, 78.2% in1980 and 77.2% in 1979. 

Department store sales increased by 12.6%. mass merchandising 

by 4.?%, and supermarkets by 15.4% in 1981. Because they 

have closed the poor performers in the mass merchandising 

division, the sales increase excluding those would have 

been :l1.2% instead of 4.7%. If the supermarkets that 

were closed had been excluded. the increase would have 

been 17.1% instead of 15.4%. The sales increases reflect 

their investment in new stores. expanded old ones and also. 

the effects of inflation. Comparalbe store sales increases 

were 7% in 1981 and 5.5% in 1980. 

Operating profit for the department group increased 

by $77.5 million. As a percentage of sales in 1981, it 

was 10.6%. the highest level since in 1978. Mass merchan

dising increased their operating profit by $6.9 million. 

As a percentage of sales, 2.8% in 1981. compared with 

1.9% the year beforeo Supermarkets had a $10.8 million 

increase, J% as a percentage of sales. 
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Interest expense rose $10.1 milliom, compared to a 

$1.7 milliom increase reported in 1980. Interest costs 

were minimized due to the receipt of funds due to the 

sale of two shopping centers. 

55 

Earnings for 1981 were $258.5 million, an increase of 

17.9% over 1980 earnings of $219.2, excluding unusual 

items. The unusual items for the 1981 report were; the 

equity gain on the sale of two shopping centers. write -off 

of investments, and charitable contributions. 



FEDERATED PEPARXMENT STORES: CONCLUSION 

FE~derated is one of the highest ranked retail organ

izations in the department store business, they have been 

consistently. I must therefore agree that. financially. 

they are quite strong. However. the figures do not repre

lent th~~ future, only the past. I see Federated as a large 

company, almost too large to react quickly to changes. 

With supermarkets and specialy high-fashion goods all 

under one one management team. I think they are too di

versified. They also have a mass merchandising division. 

To be successful, you cannot compete with everyone 

that i:~ making a profit. They have researched the future 

and kn4)w what is to be expected in the future. Their 

acquisition of Children's Place proves that. However. 

I feel that they need to concentrate their efforts. 

They have been so profitable in the past because of 

their l:dze. They also began acquiring before the other 

retail companies. This now leaves them with only an ex

pansion program as their main concern. Not to say that 

they will not be interested in acquisitions, they will 

not be out looking for them. 
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ALLIED STORES CORPGlTION 

Allied Stores is one of the countries largest re

tailing organizations. They operate 512 stores, in 44 

states, the District of Columbia and Japan. 

There are two divisions at Allied. They operate 

25 s:eperate department store. divisions. They are 

scat.tered across the united states and are permanent 

fixtures in each community they are in. There are seven 

specialty store divisions. Many are high-fashion, high 

quality, .with national recognition. 

Allied operates seven regional shopping centers, 

five are wholly owned. 

There are four subsidiaries of Allied which support 

their retail operations. Allied Stores Marketing Cor

poration and Allied Stores International Incorporation 

both provide merchandising research and information. 

Alstores Realty Corporation owns the majority of the 

prop~!rties on which the stores operate. This is financed 

through long-term mortgages. Allied Stores Credit Corpora

tion holds their customers accounts and finances ths through 

short-term borrowing. 
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ALLIED STORES CORPORATIONs BACKGROUND 

Allied began as the creation of B. Earl Puckett and 

was incorpoated in 1928. The stores he assembled were weak 

and sought the group buying power and financial assistance 

from a central management. puckett, on the other hand. 

saw the real estate value of the stores. not their fu-

ture retailing success. He purchased as diverse a range 

as could be; large. small, big city, small town. mostly 

downtown rather than in the suburbs. 

Because of the wide variety. the management was 

very decentralized. What control there was, was minimal. 

During the early years of the Depression era, build

ing volume was te driving philosophy. "It was in fact. 

just about all the company had."52 They continued to 

acquire more stoes. build new ones. all in an effort to 

add volume. 

During the 60's, theirsituation had changed little. 

They went through a period of greatly increased expansion. 

They built 55 new department stoBs, increasing selling 

space by 40%. Suburban committment jumped 30% to 50% 

of s;ales. They also moved to enter the growing dis

counting market. 

At first, results were promising. Sales rose 52% 
53 and return on equity jumped to 10% from 7.1%. 

However. in the late 60's problems began emerging. 

The loose central management was dragging at productivity. 
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The top management at Allied had been with the company 

30 - 40 years. The lack of new people with fresh ideas 

shoWE!d. Additionally. when they had expanded. they con

centrated on their key markets to the point of saturation. 

Ane there were important markets that they were not even 

reprE!sented in; such as Chicago. Washington. Los Angeles. 

and San Fransisco. Also, the retailing boom of the 50's 

began to ease up and Allied suffered from their lack of 

market dominance. 

As a net result, gains in the early 60's were lost. 

On a $500 million increase in sales. earnings for the 

60's decade came to only $1.4 million. Earnings per 

d 1 ° d 54-share ec l.ne • 

Expansion continued despite the poor results of the 

60's. Management hoped things would pick up. Twenty 

new stores were added in 1971-1973. 



Management 

There was a much needed management change in 1972. 

Thomas Macioce, 54, took over the chief executive position 

when Schlesinger retired. At this point, Allied con

sisted of 16 discount stores and 142 department stores. 

They operated in 28 states under JO names, varying in 

size all the way from very small to quite large. Macioce 

was vice-president of finance and had experience in law 

be fort:! becoming president and chief executive. 

His main concentration was on the bottom line, 

putting his main emphasis on maximizing the sales pro

ducti vi ty of existing stores?> 

~~here are several strategies that Macioce imple

mented at Allied to initiate a turnaround. Because he 

is still heading up Allied, these practices are still 

in place. 

One of the first steps was to slow down the expan

sion rate for a short breather. This time was to stop 

and analyze just exactly where they were going. 

Management moved toward centralization. Each store 

division is under the supervision of its own management 

which is responsible for day-to-day operations and pro

fitabi.lity. Central office works with each group to 

determine goals and policies. Reports of weekly progress 
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were sent to the central office. There they kept a 

watch on the previous year's figures. Additionally. 

the merchandising function was centralized. Purchasing 

is dl:>ne directly from the divisions in some cases, how-

ever. they do operate buying offices. A domestic buy

ing office is in New York and foreign buying offices 

are 1n London. Frankfurt, Florence. Montevideo, Madrid, 

Osaka. and Seoul. This gave Allied more clout with 

their suppliers. Stores began concentrating on creating 

an impression with their merchandise presentation. 

The quality of sales help is another area of con

centration. Sales recruiting, video cassette training, 

and rotation are all part of their strategy to increase 

effic:eincy. 

Their long-term strategy is to capture the market 

share in the high-profit-potential classification.
56 

Translated, this means an emphsis on the specialty divisions. 

,~ll-in-all, their one-step-up program, begun in the 

late 70's, is still being followed. Not only the price 

lines, but also the fashion and presentation is being 

improved. They are dropping the 'budget basements', 

feelillg that they are much too price competitive. They 

are also adding designer labels and better labels to their 

stock. However the step-up plan has a different emphasis 

for eaLch store; as each has its own identi ty. 
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In the future. Allied plans to continue to look for 

suitable acquisition. will futher its trading-up plan. 

build up its geographical representation for its depart

ment stores. and "explore the opportunities for rounding 

out our business in finance and insurance.,,57 

They will not according to Macioce. diversify into 

manufacturing. They will not join the parade to the 

discclunt and the low ind field in general. They do not 

plan to go oversees. They feel that these ventures have 

not been successful in the past. 



Marketing 

Allied had begun a step-up program in the 70·s. 

This covered increased pricing. as well as merchandise 

and presentation. They added better brands and designer 

labels. They bean to emphasis these in their promotions. 

This step-up program was targeted toward the more 

affluent customers of the 80·s. They also have begun 

targE!ting toward the specialty groups. Peti tes. large-

sized women. and the working women. 

Allied's target has been up. The strategy is higher

quality. higher-fashion. and higher-priced. Keeping this 

in mind however, Allied "seeks to satisf;w the general 

merchandise needs of their markets. serving customers 

of all ages with varied interests and incomes •. 58 

Allied is known throughout the retail wor.J.d as an 

expansion minded firm; it is in fact their heritage. 

They opened 17 department stores in 1981. two Bonwit 

Teller's, and 1- Plymouth Shops. Capital is allocated 

to the divisions with the most promising futures, and 

superior returns. 

Allied completed a major acquisition move in 1981. 

They purchased the outstanding stock of Garfinckel. Brooks 

Brotht~rs, Miller & Rhoads, Inc.. (Garfinckel) This pur

chase represented an increase of 260 stores in JJ state~ 
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the District of Columbia, and Japan. In addition to the 

ones listed in the name, there is Catherine's Stout Shoppe. 

Ann Taylor, and Harzfeld. This acquisition represented 

a total outlay of $234 million. They had to borrow $100 

million, due in 1983. They are also looking for long

term :financing of their short-term debt of $230 million. 

At a time when most retailers are avoiding long-term 

debt, with their attached high interest, this is a gutsy' 

move :for Allied. 

~rhis acquisition contributed greatly to Allied's 

position in the specialty field of retailing. This area 

now represents 10% of Allied's sales, 9~fo going to de-

partm.~nt stores. 

]:<'or 1982, a more restrained expansion program is called 

for • Four department stores. five Brooks Brothers, 

four lInn Taylors t three Catherine' s and two Plymouth 

Shops are planned. It is obvious from theri expansion 

that they forsee specialty retailing to be a growing 

concern in the future. 

One reason for the incrased in expansion in the 

specialty end is the economic advantage over department 

storefl. The initial investment is less and they can be 

opened faster. Another reason is that they cater to 

52% of the population, women. ,59 
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However, they will continue selective expansion in 

their department stores. They will be smaller, scaled

down versions, and only the departments with the greatest 

profit potential will be represented. (They will be 25% 
60 smaller than exsisting stores.) The capital outlay 

is expected to be $750 million for the next five years. 

In 1982, the outlay was $486 million; without the Garfinckel 

acquisition, it was $131 million. 

The downtown locations and their discounting operations 

were both losing money. To counteract the 1osses, Allied 

to consolidate the operations. (They later dropped the 

Almart-J.B. Hunter stores altogether.) During the mid-

70's, 68% of Allied sales were generated from suburban 

lacations versus 32% from downtown. 61 However, when the 

economies of downtown retailing improve, Allied intends 

to seek investments there. They feel that the population 

is increasingly moving back to the cilties. 62 



Financial 

Sales for fiscal 1982 were $2.73 billion, including 

$ 252 million contributed be the Garfinckel division. 

Excluding the Garfinckel acquisition, sales rose 9.4%. 

Sales rose 2.6% in fiscal 1981. The first half of 1981 

saw strong sales. The second half was disappointing. 

Inventory commitments had been made·and as a result, 

promotions were heavy. 

Earnings were 5.9% in 1981. $88.) million compared 

to 8).4 in 1980. 

:Margins were maintained, as were cost of goods sold. 

Interest expense increased significantly to 2.1% 

of sales,compared to 1.3% and 1.5%. Almost three-fourths 

of this was attributed to the Garfinckel acquisition. 

Short-term borrowing increased and resulted in de

creased current assets. The ratio of current assets to 

current liabilities dropped to 1.65 to 1 as compared with 

2.45 to 1 in 1980, 

Merchandise inventories increased by 19%. excluding 

Garfinckel. Ratio of inventories to net sales was 16.3%. 

The preceeding years were 15.1% and 14.8%. This is accounted 

for by the sudden decrease in sales during late 1981. 
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ALLIED STORES CORPORATION: CONCLUSION 

As a whole, I see Allied moving toward a sound future. 

Their assesment of the increasing imprtance of high-quality, 

high·-fashion is a good one. 

Allied's latest acquisition has put them into a 

position of having both strong department stores and 

strong specialty stores. They have also divested the 

disc()unt division and any under par performers. 

"Allied is one of the few major big-store companies 

which appears to have cleaned its house and is poised for 

a clE~arer, more simplified, less encumbered approach to 
:63 

future growth. 
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