"Productwlty trends

in department stores 1967 86

The dommatlen of large chams and
accompanying increased use of computers
led to above-average productzvzty

in the department store mdustry

BRIANL FRIEDMAN '

As measured by output per: employee hour, product1v1ty in :

the department store industry increased at.a 2. 8-percent’ :

average annual rate between 1967 and 1986." ! In compari-
son, the rate was 1.0 percent for the nonfarm business sector
of the ¢conomy during the same period. The gain in depart-
ment store productivity over the 19-year penod reﬂects av-
erage annual increases of 3.6 percent in output and. 0.8
percent in employee hours. (See table 1.)

The industry’s -prodt
by broad trends in general retailing. These trends: 1nclude
greater firm concentration and the resulting growth i in the
number of chain stores2 which invested heavily in expan*

sion; movement to better locations in shopping centers; and -

the use of computers:in store operations: Improvements in
store layout and des1gn were also used to increase consumer
service by helping salespersons “serve customers ‘more

B efficiently.®

The productxvny trend can: be d1v1ded into three penods
1967-73, 1973-80, and 1980-86. During the' first penod
- productivity rose at a 1. ’-percent average annual rate. The

rate increased 029 percent in the mxddle period, andto4, 5
percent dunng the1980—86 period.. x5

Types of department stores

There ate three basic types of department Stores Natlonal
chains are very large ﬁrms sometrmes operatmg more than
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ity growth has been 1nﬂuenced ‘

1,000 stores. These chains enjoy substantial economies of
scale.- Management is fairly-centralized, and computer tech-
nology is well diffused. Checkout Tegisters are available in

" each department. These stores use computer technology to

reduce unit labor reqmrements In 1982, the most recent

' ,»year for which:-data are avallable, national chams accounted

for 29 percent of industry sales. =~ o
Discount department stores also are highly concentrated o

~and consist of very large chains. They use their enormous

buying power to offer goods at lower prices than other
department stores. These stores use centralized checkout.

' Here, too, labor requirements are reduced through the ex-

tensive use of advanced technology.* Discount department
stores accounted for 39 percent of mdustry} sales in 1982..
- The conventional store is the third type of department

‘store. Some of these stores are single-unit independents
: (although their number has dwindled during the period of
this study), othiers are organized into rélatively small corpo-

rately owned regional chains. Many regional chains aré
owned by a national holdlng -company. The holding com-

" pany allows- for- regional cham managemént, yet retains
_control of capital for expanswn and technology. The con-

ventional stores: typlcally offer more service than the other
types of department stores. Nevertheless, even this segment:
of the industry (especially chains. owned by holding compa-

i nies) has followed industry trends toward part-time labor
- and more electronic data processing in their need to reduce

costs and compete with the discounters. Conventional stores
accounted for about 22 percent of industry sales in 1982..
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Trends in three distinct periods .. .

1967-73.  The 1967-73 penod represents the end of a
trend in the department store’ mdustry which began in the
1950’s. With large segments of the populatlon moving to
suburban locatlons, department stores grew strongly in
terms of number of stores and sales, as they followed popu-
lation growth In response to competition from apparel

stores, variety stores, and other retail establishments offer-

ing general merchandrse, the mdustry also expanded in an
attempt to obtain as many pnme retail locatrons as possible.

The 196773 period saw the greatest increase in the num-

ber of department stores during the entire 1967-86 period.

The number of outlets grew by nearly 2,000 between 1967
and 1972. Industry output posted its largest gains, averaging
5.6 percent per year. The strong growth in the number of

stores ‘was accompamed by an employment gain of 4.2

percent per year and an hours gain of 3.7 percent, with a

modest 1. 8-percent average annual growth in productivity.

Output during this period increased every year, with large

- gains in 1971 (9.2 percent) and 1972 (8 percent). Productiv-

ity increased by 6.1 percent in 1971, and declined by.=-1.3
percent in 1969.

1 973—80 Another drstrnct phase began in 1973, Spurred
by the oil cnsrs begmnmg in late 1973, inflation began to
accelerate; in 1974 and 1975, the U.S. economy expen-
enced a recession. Higher interest rates, soaring . energy
costs, and slowed consumer spending braked the expansion
of the previous period. Department store companies began
to change strategies and modify or cancel expansion plans.’

During the 1973-80 period, the growth in the number of
stores slowed markedly. Much of the growth that did occur
was in the discount sector of the industry, which increased

sales mamly by competing with lower prices. Sales during-

this period were hampered by shrmkmg d1sposable income
available for general merchandise.® The proportion of cur-
rent consumption expenditures used for food, shelter, utili-
ties, transportation, and health care increased during this
period.” Sales of the more drscretlonary items sold in depart-
ment stores slowed. Output which had: grown at the annual
rate of 5.6 percent between 1967. and 1973, slowed to a
3-percent annual rate. The industry now instituted policies
aimed at fighting costs, especially labor costs.8 Employment
grew only 1.3 percent a year, and hours, hardly at all (0.1
percent). Overall productrvrty growth of 2.9 percent per
year during the 1973-80 penod was marked by declines
only in 1974 and 1980. Productivity- advanced strongly
in 1975 (5.4 percent), 1976 (5 2. percent), and 1977 (5.7
percent), :

1980-86. - . During the 1980—86 period, the productrvrty
rate rose to- 4.5 percent per year, as output increased 4.8
percent and hours, 0.4 percent. The slowdown in store addi-
tions continued. More resources were expended on. store
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remodeling: and redecorating which, studies showed in-
creased shopper traffic and sales.? Strong growth in retail
spending!® during the period spurred industry output, which

- posted gains of 5.1 percent in 1981, 6.4 percent in 1983,

and 9.6 percent in 1984. Output increases were boosted by
the use of information gathered with point-of-sale technol-

‘ogy. to eliminate slow moving items and. bolster products

that sold well.!! Qutput was also aided by i income tax reduc-

tions, declining inflation, and the growing acceptance of

third-party credit cards.'? There was only one small output
decline (—0.2 percent) in 1982. An industry very focused on
costs and productivity!>-—as reflected in the trade press—
saw either very small gains or declines in hours every year,
except 1984 when the gain was 3.2 percent, Productivity did

“not decline in any year during this penod and advanced
- strongly in- 1981, 1983, and 1984.

Industry structure highly concentrated

The department store 1ndustry is the most hlghly concen-
trated U.S. retail industry. It was already mostly organized
into chains by 1967; however, an increasing proportion of
stores became part of chains over the study period, ‘The
chains continued to grow by addmg new ‘stores or by pur-

_chasing existing chains and single stores. In 1967, 84 per-
cent of all department stores were part of chains, with 74

percent belonging to chains having 11 stores or more, ‘and

58 percent belonging to chains having 50 stores or more, By

1982 96 percent of stores were part of chains, of which 92
percent were in chains consisting of 10 stores or more, and

- 82 percent were pan of chams of 50 stores or more. - -

Table 1. Output per e loyee hour and related Indexes In
- the department store Inc ustry, 1967-86 :
[1977=100].
Your employes | Outbutper 1o,y | Employes | oo ony
bour | employee hours_ - | Employses
779 848 64.8 829 764
793 851 690.1 87.1 812
783 831 714 0.8 85:6
782 823 79 91,9 87.4
83.0 87.3 785 945 0.0
84.0 88.8 8481008 95,5
87.1 918 80.7°| 1041 99,0
8.3 889 875 1028 884
89.9 026 87.9 97.8 94.9
946 96.2 933 98.6 7.0
100.0 100.0 1000 | 1000 100.0
101.9 90.8 1056 |~ 103.8 105.8
102.5 100.8 1080 | 1034 105.2
101.0 98.4 1031 102,1 104.8
106.0 1034 | 1084 1. 1023 104.8
1074 105.0 108.2°1"7100.7 103.0
114.9 1123 1151 100.2 1025
1221 175 [ 12627, 1034 1074
1250 1187 1285 1036 1091
130.3 1219 1951 | © 1037 1108
. j Average annual rates o‘f‘\oh'lnao {percent)
1967-66 . ....... 28 20 38 8 16
1967-73 " ..., 1.8 13 56 37 42
197380 <........ 29 17 30 13
1880-86"......... 45 38 48 4 10




Byltheir great size, the large chains can take advantage of
-economies - of scale in. distribution systems, buying prac-
tices; and:the: utilization of advertising and computer tech-

‘nology.'* In 1967, stores that were not part-of a chain had-

sales of only-$23,600 per paid employee, while chains con-
sisting of 4 stores or ‘more had sales-of:$28,000 per paid
employee, ‘and: chdins. of 11 stores or more had sales of

$28,800 per paid employee. In 1982, stores not part of a

chain had sales:of $55,800 per paid-employee, while chain

stores hiad sales of $65 700-and: chams of 10 stores or mote
~had sales of $66,100. V

“'The ‘strong expansion pohcles of ﬁrms in the 1960’s and

- 1970’s led to periods of overexpansion, followed by “shake-

outs” when large numbers of marginal stores went out of

business. > This was especially true in the discount sector of
the industry. The lower levels of capacity.utilization which:

“accompanied overexpansion caused downward pressures on

short-term productivity. At the same tlme the ehmmatlon ,

of marginal: stores: boosted productmty

Store locatlon
fic is a-prime determinant of how well a store’s capacity and
labor force are utilized. The rapid expansion in the number

of malls and shopping centers in suburban locations between.
1967 and 1986 probably had a positive influence on produc-
tivity growth. Between 1972 and 1984 alone, the number of

shopping centers increased 93 percent. 16 Shopping centers,

more than any other type:of location offer greater salesk
exposure for a retailer.!” Although there are no-data pin--

pointing the type of :department store by location, mdustry

- experts believe that ‘mostly major conventional chains and
national -chains are the anchor stores for malls and larger"
shopping centers. Drscount department stores often anchor ﬁ

smaller shoppmg centers.'s . -

Technology :

The major technologrcal change wrthrn the department
store mdustry has been the widespread and increasing use of
computers. Electronic: data processing is used in conjunction k

- with point-of-sale. techjj slogy. Through coding of merchan-
dise, marketing lnformatlon is gathered as a byproduct of

merchandise sales. Data obtained at the point-of-sale is used
for inventory control, sales audits, automatic computer-

generated stock purchasmg, personnel planning, sales fore-
casts, interstore. transfers, accounts receivable, and credit
verification. ! Computer technology provides accurate, use-
ful, and readily available information for use in both the
operatxonal ‘and merchandrsmg aspects of the industry. ‘Ac-
cording to s

~inventory whrle Ppreventing out-of-stock situations: Product
mix can be better targeted to customer needs with better
marketing information. It also saves employee hours in

“marking down merchandrse pnces because of overstocked

or slow-movmg mventory

Access1b111ty and exposure to shopper traf- ‘

ys, retailers who use point-of-sale technol-
ogy report that it allows their stores to operate with reduced -

Large electronic data pracessing systems are used primar-

,1ly by large nanonal dlscount and-regional .chains. -Elec-

tronic data processing is an important aid to the vast -opera-: .
tions of major chains, especially in conjunction with their
regional . dlstnbutlon .centers and -central warehousmg

Single-unit 1ndependent stores and smaller chains are often

- unable to afford such equipment, and cannot-make cost-
‘effective use of it:?! In the warehouse, computer driven
electronic data processrng has resulted in “significant reduc-

tions in staff requirements.”?? ngher levels of sales per
person in charns are probably hnked to some extent, to
electronic data processmg : :
Automated accounts recervable is'another technologrcal
innovation. that is used in the. mdustry The riskiest delin-
quent accounts are flagged and- computer-typed collection
notices are sent automatlcally The ‘system reduces em-

ployee hours in the accounts collection department.? Other

technologlcal advances include marking systems and ‘secu-
rity - surverllance systems that aid m the- preventlon of
shoplrftmg ~ :
Employment :

The number of employees in the department store indus-

, ;Iry has increased 45 percent, from 1.4 million in 1967 to 2.0

million in 1986, an average annual increase of 1.6 percent.
Employee hours rose at the: slower rate of 0.8 percent, as
average weekly hours declined. Average weekly hours of

"'nonsuperwsory workers declined from 32.6 in 1967 to 28.2

in 1986, a-result of an 1ncrease in part-time workers (often

- of school age) who work dunng weekends and evenings.

While the number of nonsupervisory workers has grown

atan average annual rate of 1.8 percent from 1967 to 1986, . -

the number of supervisory workers has declined 0.6 percent
per year. (This trend accelerated after 1973, with the annual
decline averaging 2.2 percent.) The decline in the supervi-
sory work force is related; in part, to the large number of
mergers and acquisitions among existing chains in which
some managerial staff became redundant. The decline also
results from' the replacement of sk1lled supervrsory sales
staff with lower skilled workers.
Retaining' experienced persormel remains a problem for

all retail stores. Some studies show that retail employee

turnover is as high as 60 percent per year.” 24 The high
turnover rate among nonsupervisory workers hinders gains
in industry output per hour because new employees must
undergo training and ‘are not as. productlve durmg their
breakmg in period.’ ,

‘A factor contributing to hrgh employee turnover is the
1ndustry s low hourly ¢ earnings. Even thoughaverage hourly
earnings of nonsupervisory employees were 9 percent above
the total retailing average in 1986, earnings still were 48
percent below average hourly earnings of production work-
ers in manufacturing industries. In addition, the trend to-
ward more centrahzed management has clustered most man-
agerral Jobs at centralized corporate headquarters so there
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-are fewer career opportunities within the stores themselves.
The occupational mix is dominated by: low-paying cashler,
- sales, and ‘stock 'obs (62‘ Teent: mvl986) ‘PFor many em-

ployees; wor p: nt stores is their first job, oriit
supplements -inco ‘

“The trend to reduce the: work force 1s not ‘universal in the

industry. Some firms are using outside and in-house training

toincrease transactron size. There ate also firms returmng to

commrssron sales

A look ahead

Department store productlvrty increases in the near future
will probably continue to reﬂect use of computer technology

and electronic data processing;’ Automatlc scanning devices
in conjunction with point-of-sale: technology are beginning
to be used in the industry and are expected to become more
widespread- among - larger’ chains:?’ The  information ob-
tained from electronic data: processmg isexpected to be used
further to réfine product mix; and contribute to ‘atrend
toward new smaller stores. Such smaller stores have-exhib-

foot and, most hkely, sales per employee hour 2

*F OOTNOTES

il average annual rates of change are based on the lmear least squares
trends of the loganthms of the index numbers. The department store indus-

try is designated ‘a5 Standard. Indystrial Classification 53¥1. It includes -

retail stores “carrying a -general line-of apparel; home Aurnishings, and
housewares. These and other merchandise. lines-are normally arranged in
separate sections ‘or: departments with: acconn ng on.a departmentahzed
_basis. The departments ‘and functions are ‘integrated under a single manage-

ment. The stores. usually provide their own charge accounts, dehver mer-.

chandise, and:-maintain-open: stocks

2 A-chain consists’ of:four or more retail storés‘in a firm. Larger charns
. consist of 11 or mare stores. In.the depamnent store ‘industry, virally all
chains are corporately owned.

3U.S. Industrial Ourlook (U, S Department of Commerce, 1980), '

p-457.

4 Barry Bluestone, Patncra Hanna, Sarah Kuhn, and Laura Moore, The
Retail Revolution (Boston Ma, Auburn House Publrshmg €o.,1981), p. 4.

5 Bluestone and others, Retazl Revolutton p. 67.

“Retarhng,’f Standard and: Poor § Industry Survey, sec..2, July 4

1985, p. R115.

Survey.

8y.S. Industrml Outlook (U S. Department of - Commerce, 1975),
p.168. ‘

2U.S. Industrial Outlook (U. S Department of Commerce, 19&0),
p. 459.

10 Total retarl sales grew atan annual rate of 2.7 percent. from 1980 to

1986, compared with 1 percent from 1973 to.1980. Real sales actually'

declrned in ‘1981 and 1982, but grew strongly in the 1983-86 period:’

y.s. Industnal :0utlook . S Department of Commerce, 1984),
pp. 48-49. i

” “Thlrd Party,” Stores September 1981, PP: 41—44

13 A number of artwles on cost and" productrvrty appear in Stores a

magazine published by the National: Retml Merchants “Association. The
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. the mdustry are expected to contmue These servi
to the more afﬂuent consumers whose income have been
 boosted by increases in the number of working women and
ited productlvrty improvement in terms of sales per square -

I Based on farmly expendrture dam from the BLS Consumer Expendrture ‘

« The -strong demand that spurred productivity growth in
the last few: years is not expected to be sustained. This is
especially true in: the all important apparel departments as,

~demographrcally, the number of teenagers who dnve fash-
" ion ‘trends; is dec

may also be lr

house stores and home shoppmg catalo :

«Choice new locatrons of department stores whrch spurred
productivity gains in the past, are becomrrrg scarce:because
of market saturation’ and the slowdown i the burldmg of
new shopping centers.>* Department store-chains are, there-

- fore, becoming more conservative in terms of expansion and
- instead are using their resources to conselidate regional mar-

kets and upgrade and remodel to: 1ncrease shopper traffic in
existing stores.3! : o
~Recent trends toward more: servrce in‘some: segments of

the number of two—worker households.?? This trend could
exert doanard pressure on mea: ured productmty Ol

G ctwrty in General

Assocrat; _also publlshed a series of artlc es ¢ .
;Retatlmg in 1980 stressing the lmponance of pmductrvrty .

Merchandis
increases. .

4 Bluestone and others, Retail Revolution, p. 64

15 Blu tne and others Retail Revolutmn P 29
; 16“Retarlmg, p- R116.

e s, Indusmal Outlook .S, Department of Commerce, 1972),
p. 358 :

18 Based on drscussron with 1ndustry experts

19“Making it Work—Retail Technology,” Stores November 1980
p. 35; and “Retar] Ofﬁce,” Stores, July 1980, pp. 49-54. :

20 Randy L. Allan, posTr rends in the 80’s: (New Ya)tk Touche Ross and
Co.; 1982). : :

2 Bluestone and.others, Retail Rev‘olurion p' 84,5
2 Bluestone and others; Retazl Revolunon P. 113

“Managmg Recervables ” Stores Aprrl 1982, p 72.
24 “p

ople Busmess % Stores ~March 1981, p. 42
,25 Bluestone and others, Retatl Revolution:, p. 84.

5“People Busmess ;7 and “Push- for Productwrty," Stores January
1981. ) ol .

=2 Drsqussron wrth 1ndustry experts ,
28 “Ar Introduction to Produetrvrty in Retarhng,” in Rebert E: Dewer,

: Productzwty inGeneral Merchandise Retailing (New York Natronal Retail

Merchants Assocratron, 1980), p: 9
® “Retailing,” pp. R115-R1 16.
30 “Retailing,” p. R121 , !

Si¢ Industrial’ Outlook (U Sv Department of? Comm

“1987);

32 “Retailing,” p. R115.



APPENDIX Measurement teclnnques and lmutatlons

Indexes of output per employee hour measure. changes in
the relationship between the output of an. 1ndustry and hours -
index ‘of output per hour is .
derived by. d1v1d1ng an index of output by an mdex of 1ndus-, ‘

~expended on that output. A

try hours.

The preferred output index for retall trade mdustnes
: ~wou1d be obtained from data on quantities of the various
goods sold by the industry, each weighted (multlphed) by

the employee hours requlred to sell one unit of each good in
- some specified base period. This concept also embodies the

- services associated with moving the goods from the retail . PUD
hose goods. which . PO%T
require: more retall labor are given more importance in the . . f

establishment to the consumer, Thus;

index.

Data on the quantmes of goods sold usually are not avall-»

“able - for trade industries, -including department stores.
Therefore; real output was measured by removing the ef-

fects of changing price levels from'the current-dollar value

of sales for the line items. Because an adjustment for chang
mg price levels usually lowers the dollar valu
is usually referred to as a deflated value measure. Output

‘measures based on deflated value have two major character- -
istics. First, shifts in sales within product lines can occur:
among products of different value which have the same unit
labor requirements. ‘Thus, a change can occur in the output

per hour index even if the labor utilized to sell the merchan-

in unit values

; ;p
a conventlonal departmen store'that prov1des a number of

therefore, reflects change in the Jevel of service provided

to customers, msofar as: dnfferences m umt‘values reﬂect;, ;

stich a series -

dise does not change. Secoud the sales level, both incur-

 of estabhsh- o

*sales clerks as well as de! Ty service. The output measure,

-fthe dlfference in " service among the vanous types 0

establishment. = :
In addmon to the deﬂated value techmque

ate total output to
‘measu '»the spee:ﬁe

’ prov1ded to th 1 | , ount -
- department stoxe there has been a trendto ard more seIf-f; )
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