Specialty Retail Industry

The retail industry in the United States is a saturated segment characterized by low growth.  The industry experienced higher growth rates in the mid to late 1990’s as the result of a strong economy.  However, the current economic downturn has reversed this trend.  Industry average same-store sales growth declined to 4.7% in 2000 from 6.7% in 1999.  More ominously, same-store sales grew only .7% in December of 2000, the slowest growth for December in a decade.    

Specialty retailers, who focus on a narrow, but deep merchandize mix, face unique challenges.  They tend to be more susceptible to fads, fashion trends and other factors that influence consumer spending.  However, because of the diverse nature of the industry, each segment may or may not follow the broad economic cycle.  Some of the segments of the specialty retailing industry include:

· Specialty Apparel

· Building Supplies

· Home Furnishings

· Consumer Electronics

· Office Supplies

· Auto Supplies

· Other

In 2000, total apparel industry sales increased 1.5% to $182.3 billion, but this is less than the 4% growth rate of 1999.  Due to the saturated nature of this industry, retailing is a zero sum game.  A major concern for traditional department stores has become their declining market share.  From 1997 to 2000 specialty apparel retailers increased their market share from 26% to 28%.  The two greatest challenges facing retailers and specialty retailers are now and have always been:

1. Anticipating how consumer needs and desires change over time

2. Keeping the shelves stocked with items that consumers want

Some of the consumer trends that are affecting the first issue are:

1. Consumers are more value conscious

In most cases consumers are looking for lower prices and more customers wait for the items they want to go on sale.

2. Consumers are less loyal

As competition between brands intensifies, and consumers become more value conscious, price becomes a key determinant of purchase behavior.  As a result, if a competitor offers a lower price, consumers are more likely to switch brands.

3. Consumers have less time

With ever increasing time pressures, consumers are spending less time shopping.  However, this trend has lead to “precision shopping” where consumers know exactly what they want before they go shopping.  When they do go shopping they buy exactly what they came for and although they shop fewer times, they tend to spend more during each trip.  For retailers who can get consumers in the door, this trend can be very profitable.  Target and Walmart have caught onto this trend as they have added grocery items to their retail mix.

4. Work place dress codes relax

This trend has continued for more than a decade now, and has resulted in greater purchases of casual clothing.  Currently, over half of American workers can wear casual clothing to work everyday.  This is up from 20% in 1995.


In order to adapt in this ever changing environment, most retailers have turned to technology.  Many retailers use technology for inventory control which is critical to their profitability.  Secondly, and more importantly, the Internet has become a new distribution channel.  In 2000, it was estimated that 36 million people spent over $11 billion shopping on the Internet.  Apparel was the number 4 purchase category.  This Internet is not a panacea for all retailers.  Brand identity is still important and it can be very expensive to develop and maintain a website.  It is estimated that a basic website costs $1.2 million to develop, and a distinctive website costs between $5 - $20 million, with cost rising approximately 25% per year.

Ben & Jerry’s 

In August of 2000, the global food giant Unilever purchased Ben & Jerry’s for $326 million. In its last year as an independent company, 1999, Ben & Jerry’s net sales increased 13.31% to $237 million, but net income fell 45.78% to $3.39 million.  The decrease in net income was the result of a special charge in the fourth quarter of $8.6 million.  This charge was taken in order to write-off assets associated with the shifting of the frozen novelty business line to a third party co-packer from a company owned plant.  In 2001, Unilever reported that Ben & Jerry’s sales grew 8% contributing to the 20% sales growth of the Foods Division, and the integration of the company was proceeding well.

Like all businesses, Ben & Jerry’s is always looking for ways to improve productivity and keep costs down, and like many companies they have turned to the Internet for this task.  In 1999, Ben & Jerry’s installed Right Now Web from Bozeman, Montana based Right Now Technologies Inc.  Using this software Ben & Jerry’s built a searchable database of frequently asked questions for their customers.  Consumers can also use the software to search for the locations of the companies Scoop Shops, and for information on their favorite flavor.  In addition, the software also has e-mail capability.  By installing this software, Ben & Jerry’s goal was to allow consumers to have a more productive contact with the company, while at the same time saving the company money by not having to add personnel to the consumer affairs group.

On the business side, Ben & Jerry’s uses an online analytical processing (OLAP) software package from Business Objects, a San Jose, California based company.  This software allows Ben & Jerry’s sales, finance, purchasing, and quality assurance departments to access, analyze, and share information on consumer responses to its products, promotional activities, diverse supplier usage, and more (Frozen Food Age 40). In 1998, this software was used to track 12,500 customer contacts, 2,000 annual promotional events and spending by plant site to determine if the company was on target to meet its supplier diversity goals.
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The Limited

In May 2002, The Limited changed their name to Limited Brands, which consists of the following businesses:

· Express Women

· Lerner New York

· The Limited

· Express Men

· Structure

Limited Brands also owns 84% of Intimate Brands Inc., which consists of the following businesses:

· Victoria’s Secret Stores

· Victoria’s Secret Catalogue

· Bath & Body Works

In an effort to improve shareholder value Limited Brands has spun off and sold several business units including:

· Abercrombie & Fitch 

(March 1998, spin-off)

· Limited Too


(August 1999, spin-off)

· Galyan’s Trading Company 
(August 1999, sold 60%)

· Lane Bryant 


(August 2001, sold to Charming Shoppes)

Financial Results


For fiscal year 2001 Limited Brands net sales were $9.363 billion, a 7% decrease from fiscal year 2000.  The decrease was due to a 4% drop in comparable store sales, but was partially offset by a net increase of 138 new stores.  Despite the decrease in sales, net profit increased 21% from $428 million to $519 million.  Earning per share also increased from $0.96 to $1.21.

Overall, Limited Brands is in strong financial shaper with $1.4 billion in cash and only $400 million in debt.

Technology 

Recent developments in Limited Brands Technology strategy include:

Development of Real-time Internet

Software from Tibo Software – Palo Alto, CA

Uses:

· Charting promotions to see how they are working by the hour

· Tracking customers as they travel from store to store, and offering them special promotions based on the stores they visit

Establishing Intranet Computing Platform
Limited Inc. Freight Tracking System

Software from RockPort Trade Systems – Gloucester, MA

Hardware: Hewlett – Packard K410 server running an Informix 7.2 database on a HP-UX operating system

Problem:

Current system can only track orders once it arrives at the shipping dock.

Current number of annual purchase orders: 50,000 – 75,000

Goals of the New System:

· Track order through the entire manufacturing process

· Enhance current supply chain management system

· Reduce the cost of maintaining information systems

· Provide access for the entire supply chain

Reasons for choosing Intranet over Client – Server Environment

· Intranet is more flexible

· It’s easier to make changes to the system

· You can tailor the information to the specific needs of a specific group of users

· Easier to expand capabilities to business partners

How the System Works:

· Buyer creates a profile when they place an order and the enters all of the expected dates (when the order should be completed, shipping date, receiving date, etc.)

· Systems uses “push technology” to generate an alert when exceptions occur in the supply chain process 
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Company

Ben & Jerry’s

www.benjerry.com
Parent: Unilever

www.unilever.com
The Limited

www.limited.com

Financial

www.edgar.com (Filings with SEC)

www.businessweek.com
www.yahoo.com
� The information in this section is taken from Standard & Poor’s Industry Surveys.
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