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on the edge
of Supply-side
deflation

Q&A WITH
STEVE SADOVE

Murky, Scary and
Uncharted Waters
By Robin Lewis

Dear Reader…

He’s baaaaaack!!--- Edward
“Eddie” Lampert that is. Yes,
once again the storied chief
of Sears Holdings provided
me, and therefore you, with yet
another perspective on how or
how not to run a retail business.
Actually, when all is said and done,
and the fate of Sears (and Kmart)
plays out, I believe Eddie will merit
some kind of industry award. As an
incredibly elusive and low profile.
> Continued on Page 2

Ho! Ho! Ho! and Happy New Year!
And, now that we’ve said cheers to a
more than merry Holiday season and
put the cork back on the bubbly, it’s time
for yours truly to bring things back down
to earth. For starters, I will flip to the
sunny side of things, as best I can, and
even spice it up with a dash of conviction.
A week before Christmas, with the malls
and stores teeming with giddy shoppers
clutching fistfuls of coupons, drawn to
one sale sign after another beckoning
to give the best deal, we knew this was
going to be a better selling season than
last year. In fact, several experts were
raising their forecasts at the eleventh
hour. Certainly it would be representa> Continued on Page 8

FAST BUCK EDDIE
Brilliant or Bonkers?
By Robin Lewis

Steve Sadove, CEO of Saks, Inc.,
answers some questions about
customers, competitors, vendors,
the impact of the great recession
on high-end retailing, and some of
the strategies he and his team are
implementing to turn around the
great American luxury brand.

Q:You and your team began a turnaround

effort during the Great Recession, about which
you said “Don’t let a good recession go to
waste,” and you did not. At what point are
you in that turnaround, and what remains
to be done?

In case you were wondering, I have
not yet given up following the illusive,
opaque and often strange meanderings of Sears chief, Edward “Eddie”
Lampert, as he continues what I often
referred to as an “abracadabra”
strategy: now you see it; now you
don’t. And, as I also remarked in the
past, even if you thought you saw
a strategy, you really didn’t. That’s
how good his magic was.

A:Maybe we’re on the third or fourth

> Continued on Page 12

> Continued on Page 4

inning of a nine inning game. We’ve made
some great strides, but recognize we’ve still
got a long way to go. At the peak, some of
our competition was at 11-12% operating
margins. We had aspirations to go to an 8%

The

ROBIN REPORT
I N S I D E this iss u e

Dear Reader…

• Dear Reader ……....................1

leader of such a giant retail
business, he nevertheless stirs up
controversy on a strategic level.

•O
 n the edge of supply-side
deflation.................………….1

What is he doing and why is
he doing it? Well, I take a shot
at answering that question in the
“Fast Buck Eddie – Brilliant or
Bonkers” article. As you will read,
even though some of Sear’s visible
initiatives might be questioned as
‘bonkers’ ideas, the real though
not transparent underlying strategy
might well be described as brilliant. And, if he’s successful in
pulling it off, the award could be
designated ‘Master Magician of
The Year,’ for what you see is not
what you get. ‘Abracadabra’ –
now you see it, now you don’t.

Robin Lewis

• fast buck eddie...............……1
Robin Lewis

• Q&A with steve sadove…… 1

• the hunt for digital
talent ………….………………. 3
Herbert Mines Associates

• the five deadly sins
of clustering................…… 6
Kurt Salmon

• Battery-Operated Beauty.......7
Dana Wood

• Timely

data, timely
strategies..................….…..10
MasterCard Advisors

• room at the top…...............11
Warren Shoulberg

• Q&A

with
adrianne Shapira…….........14
Robin Lewis

• hooked

! china’s
low-cost mainline.............16
Judith Russell

• quotes to remember…….. 20

2

> Continued from page 1

has not been sufficiently examined.
It flies in the face of traditional
thinking about demand-side stimulants being the road to recovery.
Though it might be a tall order,
if we can somehow manage
capacity out of the economy, and
regain a more balanced supply/
demand ratio, we will once again
have a strong and vibrantly
growing economy.
Oh, and Happy New Year!

All the ribbing aside, Mr. Lampert
is one brilliant individual if he’s
doing what I think he’s doing. And,
strategically, it’s instructional for
any business in a similar position.
On a macro-economic level, it also
complements part of my thesis on
deflation in “On the Edge of SupplySide Deflation: Murky, Scary and
Uncharted Waters.” Sorry if I’m
being the post-Christmas ‘grinch’
and tossing water on the great
numbers coming out of the holiday
shopping season, but, I believe
it was simply a spike out of a
deeper and enigmatic economic
undercurrent. As you will read,
I believe that no amount of stimulus
on the demand side will return
us to robust growth and may,
in fact, act as an accelerant for
further disinflation, potentially
tipping the economy into the
feared deflationary spiral.
Gloomy and audacious though
it may seem, I urge you to read
the article carefully because
I believe the perspective it identifies
and expands upon, if not new,

Robin Lewis has over forty years of
strategic operating and consulting experience in the retail and related consumer
products industries. He has held executive
positions at DuPont, VF Corporation,
Women’s Wear Daily (WWD), and
Goldman Sachs, among others, and has
consulted for Kohl’s Department Stores,
and dozens of others. In addition to his
role as Publisher and CEO of The Robin
Report, he is a professor at the Graduate School of Professional Studies at The
Fashion Institute of Technology, where he
teaches the thesis of his recently-published
book, The New Rules of Retail, co-written
with Michael Dart, Partner and Managing
Director at Kurt Salmon
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THE HUNT FOR DIGITAL TALENT

Landing the right executive for a fast-paced e-commerce business often requires
a slowdown in the search process
Reflections on The Corner Office from Herbert Mines Associates

In our rapidly shifting retail world, the
demand for experienced e-commerce
executives is greater than ever. As a
result, both multi-channel and pure-play
digital businesses are facing new
challenges in their attempts to recruit
and hire senior-level e-commerce talent.
We talked recently with Gene Manheim,
a Managing Director of Herbert Mines
Associates, the leading executive search
firm specializing in C-suite, senior-level
and corporate board placement, about
the most effective ways to recruit talent.
Gene’s practice focuses on senior-level
searches for retail, fashion and consumer
companies. He also leads the firm’s
e-commerce/digital practice.
What types of executives
are now most in demand
at e-commerce companies?
It varies. Some companies want someone
with a lot of experience, who is versed
in all things digital. Others care more
about expertise in a product category,
and if that person comes with e-commerce
experience that’s a plus, but not a must.
We also look for a very successful track
record and whether the individual is able
to function well in the fast-paced e-commerce environment. He or she must be
very hands-on, results-driven and a team
builder, and be able to make good, quick
decisions without always having 100%
of the information on which to base them.
How do you approach
candidates who are not
necessarily looking for
a new opportunity?
We approach them very thoughtfully,
and take it a little slower in the early
stages. Instead of calling people and
asking if they are interested in a particular
opportunity, I will say, “Are you interested
in seeing if you are interested?” The goal
is to capture attention, to explain the
exciting nature of the role and how

it’s going to impact the whole company,
and get them, as the dialogue progresses,
to seriously consider the opportunity.
We want to give candidates the room
to think things through without feeling like
they are being pressured. Often what’s
most important to someone successfully
embedded in a company — the person
I refer to as “happy, well paid and
not looking”— is whether the new
opportunity is going to be compelling
enough to get him or her to leave
a good current position and company.
How do you counsel
companies to interact with
a candidate?
We counsel our clients not to move
too fast when they first meet someone,
and to be cognizant of the fact that
the candidates in the early going are
exploring the opportunity, so it’s really
a two-way exploration. For example,
in a first meeting it is not a good idea
to start drilling a candidate about his
or her resume and desire to join the
company, when the candidate may not
have made that decision yet. We also
tell clients to not be insulted if after the
first meeting the candidate doesn’t seem
to be champing at the bit for the position.
We will say “This was like a first date.
They have a job, a family, a home
a thousand miles away. This is a big step
for them. So don’t extinguish the possibility
that this could be right simply because
they are not yet as excited as you would
like them to be.” We also urge companies
to help us be more creative in pursuing
talented candidates. In one case, a
candidate being pursued by a publiclytraded company declined interest, so
we asked if he’d be willing to have lunch
with a member of the Board of Directors
who would travel to his city. He agreed
and at the end of the lunch, the candidate
said it wouldn’t hurt to have another
conversation. He’s now their CEO.

Has the battle over digital
talent changed compensation
packages?
Some companies will step up and be
as aggressive as they can be to get
someone to join, but most aren’t going
to turn their compensation models upside
down. If a candidate were to sit with arms
folded and ask for a doubling of base,
100% bonus and 2% of the company,
the client company would just move on
to other candidates.
Has the recession made
job candidates less willing
to switch employers
or relocate?
Absolutely. The DNA of the candidate
pool has changed. Five years ago,
people would get more excited when
they heard about a new opportunity: “I’ll
sell my house, my spouse will find a new
job” was not an overly optimistic reaction.
Now they hesitate more. They are valuing
the job they have more. They’re afraid of
the last-in, first-out phenomenon—that they
could move to a great job, but suddenly
there could be a scaling back of the work
force even at the senior levels, with the
new person at greater risk. Plus you have
more pessimism about finding employment in the new city for a trailing spouse.
> Continued
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The DNA of the candidate pool has changed. Five years
ago, people would get more excited when they heard
about a new opportunity: “I’ll sell my house, my spouse
will find a new job” was not an overly optimistic
reaction. Now they hesitate more.
Has the housing market
been a stumbling block
for recruitment?
The housing market has definitely
thrown a wrench into the process. People
immediately question whether they can
relocate if they have a house to sell.
They question how long will it take and
whether they’ll take a financial hit which
they can’t afford to do. But a company
might give a signing bonus to cushion
the blow. It’s open for discussion.
With all the reasons to
hesitate, how do you get
people to make a move?

Our interaction with a candidate is
different today. We have to understand
that the issues I mentioned — last in/first
out concerns, housing, trailing spouse —
are creating more anxiety than they
did five years ago. This makes the
more nuanced approach we previously
discussed all the more relevant when
contacting potential candidates. What
we’re asking them to consider is more
of a big event and potentially complex
than it would have been pre-recession.
We try to be more sensitive to the
candidate’s situation, to respect their
concern. And, we explain that we believe
if they investigate the opportunity, they
will find it very compelling. RR

Q&A WITH STEVE SADOVE

CEO of Saks, Inc.

operating margin, which I absolutely believe
we can achieve, but it’s going to take time.
We’re still at the 2% level. We’re making
enormous efforts along many fronts – cost
structure, rationalizing the store base,
getting out of some underproductive stores,
merchandise mix, more exclusives, technology
to improve gross margin, etc. Remember, this
is a business that took a punch to the stomach,
and lost $600-700 million in revenue, off
a $3.3 or 3.4 billion base. We’ve survived
the blow, and we’re recovering from it.
We’ve got the balance sheet in order, and
have started investing in some key areas of
the business, like the Internet, which had not
been sufficiently invested in. I feel very good
about where we are, but it’s still early.

about that. It has a classic New York attitude,
but it needs to be accessible and approachable, not so serious, and not just for the very
rich, which is why we’ve spent a lot of time
on developing advertising that has a little
“wink” to it. We’ve also spent a lot of time
in the stores helping associates be friendlier,
which is especially important when times
are tough. Let’s face it, people shop us for
product and service. A welcoming environment is important, so we’ve started tying
store performance to ratings of customers.

Q: What does the Saks brand stand for today?
A: Saks has always been a luxury brand,
and you can’t change the customer’s mind
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Q: Who is your core consumer?
A: She’s the 35-50-year-old woman with

a household income of $200K-plus, who
is fashion-focused and interested in the latest
trends. We’ve seen the average age of our
customer base decrease by about 5 years.
And there’s an even younger customer –

I’m guessing 6 or 7 years younger – who’s
shopping us on the Internet, making that
a meaningful part of the total business.

Q: Have you been implementing the much
talked about localization efforts?

A: We’ve had localized assortments for

years, and localization has always been a key
part of our process. I can’t imagine anything
more different from a flagship store in New
York City than a small one in, for example,
Raleigh, North Carolina. It’s night and day.
The brand matrix and style offering will be
different. Every one of our stores has a different buy. However, localization of marketing
– having a different marketing plan for each
store based on the demographics, lifestyle,
age, values, etc., of the community, is a new
area for us. How you market in Atlanta, where
50% of the target customer base is AfricanAmerican, is very different from, say, San
Francisco, which has a large gay community.
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Q: How have relationships with vendors
been since you took over the reins?

Q: How would Nordstrom coming into
Manhattan affect you?

A: I think we have some of the best relation- A: I have no idea if they’re going to come.
ships with the vendor community and the
designer brands in the industry today, for
which I give a lot of credit to Ron (Frasch,
President and Chief Merchant.) Relationships
have actually improved during the recession,
as we’ve been able to work very closely on
innovation and creativity, whether on product
or deal structures. These are true partnerships,
and I feel better than ever about our relationships with vendors.

Q: You’ve said that 10% of product is private
or exclusive. Will that increase? And if so, what
will that do to your designer relationships?

A: We hope to see it grow to 20%, and

some of that growth could very well be in
the form of exclusive lines done for us by the
designer vendors. Also, remember that Saks
is a luxury brand, too, and we haven’t done
enough with it. With “10022 Shoe” that was
a way of branding a shoe department, similar
to what we’ve done in Bridge with “Wear.”
It’s like a specialty store within the store.
Take a brand like Brunello Cucinelli (high
end cashmere knitwear), which we’re doing
phenomenally with. He’s doing Riva Monte
which will be a Saks exclusive, and will be in
some stores in which we don’t have Brunello.

Q: Do you have any leased space?
A: Most of the LVMH complex is leased, and

we also do some leasing with Christian Dior,
Fendi, and are piloting shops with Gucci and
others. You can’t end up in the European model,
though, with 50% leased. It only makes sense
with vendors who know how to be retailers, who
can maximize productivity, manage inventory,
and introduce newness. Then it’s a win-win.

Q: Who is your number one competitor?
A:That’s a hard question to answer,

because there are so many pieces – direct
and indirect. On a bullseye you would say
Neiman and Bergdorf. In the contemporary
space it’s Bloomingdale’s. In other areas
Nordstrom and in some cases it’s the vendors.
Indirectly, it’s even a bigger pool. There are
some customers who’ll wear an H&M top with
a Chanel jacket. The Internet is a competitor
and an opportunity. We watch all of them.

January 2011

In the end, you’ve got to be about brands
and service. I feel very good about our ability
to compete in Manhattan.

Q: So, you’re still in turnaround mode,

stabilized and growing again. Do you have
a cohesive growth strategy going forward?

A: I hope we do! Differentiation is key, in

terms of product, service, and mix. We plan to
accelerate growth in the online experience, and
feel that Internet could be 20% of the business
in 5 years. We don’t feel like global expansion
will be a vehicle for significant growth, however
– we have a few licensed stores, but that’s
really just the icing on the cake for us.

Q: What about
private equity
interest in department stores in
general, and Saks
in particular?

A: There’s no doubt that the private equity

sector is interested in the department stores.
TPG/Pincus Warburg own Neiman’s, and TPG
went after J. Crew last week. I don’t look at
it as a private or public question, I just don’t
think we’d do anything differently.

Q: This is a bit of a philosophical and

economic question, but do you think that value
in the aggregate is being pushed down, as
evidenced by the fact that more outlets are being
opened, that designers are opening up diffusion
brands, like Vera Wang in Kohl’s – is this, in
effect, lowering all ships?

Q: What About China?
A: First of all, the word you chose – Value
is a very important word in the luxury sector.
A: I don’t think we’ve cracked how to do it. –Value
can mean low price, but it can also
Multi-brand luxury hasn’t yet emerged in China.
Consumers there are very brand-focused.

Q: Speaking of Globalization, how have
the investments in Saks by Carlos Slim and
Diego Della Valle impacted the way you do
your business? Do you treat them differently
from other institutional investors?

A: We don’t treat them any differently.

We communicate with them regularly just like
we do with any investor, and we’re happy
to have them as investors. Diego came to
us in the depth of the recession and said
“I believe in the brand and the company.”
We told him it’s a public company you can
do what you want, but he wouldn’t buy in
unless we agreed. He’s done very well with
his investments. But both are passive investors
with no management role.

Q: Does their presence insulate you from
any activist activity like JC Penney has had
to contend with?

A: We haven’t had any activist activity.
Honestly, I don’t know what we’d do
differently. Does it insulate us? It might –
they two of them have 35% of the shares.

mean high price for very high quality. You
see ads showing what goes into making a
Louis Vuitton bag, because it’s important that
the consumer understands. You do also have
brands that are trying to broaden their appeal by playing across various segments. It’s
a game that can be successful but is fraught
with risk. The most successful at this has been
Ralph. He’s maintained his positioning at the
top while establishing a mainstream following.
But the market is littered with brands that have
ruined their image doing so.

Q: How do you see business in 2011?
A: I don’t know what comps are going

to be. We haven’t given any guidance for
2011 yet, but we’re feeling better about the
consumer and the environment. The stock market at 11,000 is much better than at 6,500.
The primary determinant of our sales is how
consumers feel about their net worth. There are
still clouds on the horizon, though. We’re making a number of bets, going on the offense,
for example getting much more aggressive
in some areas, like shoes and handbags. But
we’re reasonably optimistic going into next
year. Although the aspirational customer took
a hit, and will be slow to come back, there is a
core luxury consumer that is alive and healthy,
and I’m very encouraged by what I see. RR
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The Five Deadly Sins of Clustering
How to Avoid the Common Mistakes of Store Grouping

By Christina Bieniek and Ron Fleischer

Best Practices from Kurt Salmon

truly descriptive store clusters is no
longer a problem, since detailed
demographic and psychographic
information is now readily available
from a variety of sources.

Clustering is in fashion among
retailers—and for good reason. This
not-so-new concept, which groups
stores based on shared demographics
and customer purchasing patterns, can
take on new value as retailers look to
localization to differentiate themselves
and improve performance.
For years, retailers have been limited
in their ability to accurately cluster
stores by three overarching hurdles
that are now disappearing. The first
hurdle, data storage limitations, can

But even with the elimination of
these roadblocks, some retailers
are not maximizing the value of
a solid clustering strategy. We have
found that these retailers have access
to all the necessary data, both
internal and external, and possess
the analytical tools to perform the
analysis, but consistently limit the
effectiveness of clustering by making
five critical mistakes.
1. Failure to keep the end in sight
Many retailers do not consider the
output of a clustering plan or how
the outcome will work within their
organization’s limitations when they
begin the process. From the start,

This not-so-new concept, which groups
stores based on shared demographics
and customer purchasing patterns, can
take on new value as retailers look to
localization to differentiate themselves
and improve performance.
be easily overcome as the price of
data storage continues to drop and
retailers find themselves with the detailed transactional data required for
clustering analysis. The second hurdle,
analytical horsepower, is also no
longer an obstacle, as most PCs
are now capable of the iterative,
detailed analysis required to analyze
the data. Finally, lack of detailed
consumer data required for developing

6

retailers must consider a number
of factors, including whether their
existing systems will be able to handle
the changes recommended by the
clustering analysis. As an example,
will their planning and allocation tools
be able to handle the addition of six to
eight new store clusters? Additionally,
will a retailer’s buying and product
development teams be able to provide
additional unique products to address

the needs of the resulting clusters?
Retailers also need to determine if the
new clusters will fit within their existing
processes and, if not, which changes
need to occur to accommodate them.
Finally, retailers need to establish
financial goals for clustering, in terms
of marked improvement in sales,
inventory performance and margin.
Without establishing what the expected
levels of improvement will be, it is
impossible to understand whether
the investment in clustering is worth
the effort.
2. Mistaking grouping
for clustering
Many retailers think they have a
clustering strategy when in fact all
they are actually doing is grouping
stores across a set of very subjective
attributes. Most commonly, retailers
will select attributes of temperature,
volume or lifestyle and then assign
stores to each based on their “gut”
or some other subjective criteria.
Clustering, on the other hand,
usually incorporates more attributes
than grouping, but the key is not
quantity, but rather descriptiveness
and process. A well-executed
clustering strategy makes use of
attributes that can clearly define the
differences between individual stores,
arming a retailer with the appropriate
strategy for each store without their
having to constantly examine stores
at the individual level. Because a sound
clustering strategy is based on an
iterative analytical process supported
by data and regression analysis, the
resulting clusters are far more accurate
and actionable. This strategy can
include insights on which brands and
products to feature in a given store as
well as pricing, staffing, advertising
and store design.
> Continued on page 15
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Battery-Operated Beauty

Thanks to a flood of at-home devices, consumers are taking derm-level skincare
into their own hands By Dana Wood
On sale for $1,036, the OxyGeneration
Personal Oxygen system featured in the
Bliss online catalog is a relative bargain
compared to the $1,295 the sleek,
“skin-re-vitalizing” 02 inhaler typically
fetches. And it costs just a fraction of
the $16,000 price tag attached to the
Swarovski crystal-studded Wellbox, which
“lipo-massages” from head to toe and is
exclusive to Harrods. Still, either of the
glitzy contraptions would certainly be the
ultimate present for the beauty junkie in
one’s life. (Save for a gift certificate for
plastic surgery, of course.)
But while those two gadgets are likely
targeted to a mere sliver of the population
(the truly affluent part), make no mistake
about it: DIY, at-home skincare devices –
a market estimated at $30 million - are
hotter than the tarmac at JFK in the middle
of July. Why else would Sephora.com currently be offering seven variations, ranging from $149 to $225, of the Clarisonic
skincare cleansing brush? And that’s in
addition to the Nu Brilliance microdermabrasion kit ($200), the DDF Revolve
400X Micro-Polishing System ($95),
the Tanda Clear Re-Generate Anti-Aging
Starter Kit ($250) and the NuFace microcurrent skin stimulator ($325) it also sells.

“Both retailers and consumers
recognize that there is inherent
value in applying technology to
the beauty world.”
co-president of brand incubator Twist
New Brand Ventures. “Both retailers and
consumers recognize that there is inherent value in applying technology to the
beauty world.”
Not that there haven’t been hiccups along
the way. One big issue is that most of the
technology isn’t yet a seamless match with
current consumer behavior patterns. Thus
far, only the Clarisonic cleansing brush
(and the rising horde of imitators) is a
near-perfect fit with a woman’s typical
skincare routine. “Consumers will wash
their face and use a wash cloth, a scrub
mitt, a loofah,” Hedges notes, “so using
a device that cleanses / exfoliates more
effectively, and takes the same amount
or less time, is an easy “sell.”
In contrast, light-emitting diode, or
LED, devices (e.g., Baby Quasar and
the ANSR phototherapy tools), which
are deployed to zap acne, laser-off excess

hair, and turn back the hands of time,
require users to move out of their comfort
zones and essentially act as their own
dermatologist or aesthetician. Using
them can also be wildly time-consuming,
since they typically target just a single
square inch of skin at a time – at up to
15 minutes a pop. As such, they are ideal
for only the most motivated, determined
beauty consumers.
“LED light therapy is for the individual
who understands about prevention and
that prevention is ultimately the best way,”
says skin doc David E. Bank, M.D., president of the New York State Society for
Dermatology and Dermatologic Surgery.
“This is the same person who understands
that improvements take time. There is no
‘diet’ LED treatment.”
Another hurdle for beauty-gadget manufacturers is the marketing of companion
skincare liquid products that keep the love

Although the “skincare tools” section
of Sephora’s website also features a
few low-tech, inexpensive beautifiers
(i.e., Shiseido’s classic Cleansing
Massage Brush for $23, and the retailer’s
own Sephora Collection Pore Cleansing
Pad for $5), the buzz is clearly on the
goodies that are battery-operated and
cost a pretty penny. And it isn’t only core
beauty retailers that have recognized this
fact; Amazon purveys hundreds of items
in its own “skincare tools” section,
including the $399 Baby Quasar PhotoRejuvenation Light Therapy, a rising star
in the device arena.
“Gadgets are the new kids on the block,”
says beauty industry veteran Tina Hedges,
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affair going, so to speak. “Early adopters,
and those who will do or try anything in
the quest for beauty perfection are buying
these devices, but the fall-off in usage is
high,” says Hedges. With few exceptions
- namely the proprietary “Conductivity
Gel” necessary to use the NuFace microcurrent tool, and DDF’s Polishing Crystals
to go along with its new microdermabrasion brush - most devices are marketed as
stand-alone purchases.
To get consumers to keep using beauty
gadgets, especially when they may not
see tangible results before at least four
weeks, it makes sense to try to sell them a
liquid “partner” that they’re excited about
too. No doubt that’s why Sephora offers a
suped-up Clarisonic set featuring products
from four cult-favorite skincare brands:
cleansers from Dr. Brandt and Peter

Thomas Roth, a serum by Ole Henriksen
and a moisturizer from Perricone, M.D.
Yes, there is a also a Clarisonic Refining
Skin Polish bundled into the mix. But let’s
be honest: the liquid star of this $225 set
is not the Clarisonic scrub.
And for at least a few Sephora customers,
it’s the cult-favorite skincare products that
really helped move them off the dime.
“I have been wanting this brush for quite
a long time and when I saw all the other
products that came with it, I decided it
was time to buy,” writes one purchaser
in the site’s comments area. “The
cleanser from Dr. Brandt is great and
I will probably repurchase.”
Enter the mad scientists, to concoct just the
right brews to use with these 21st century
beauty tools. RR

A beauty
journalist for
over 20 years,
Dana Wood
has served as
Beauty Director
for both W
and Cookie
magazines
and has written
for numerous
national publications including Glamour,
InStyle, Harper’s Bazaar and Self. She also
spent several years in the Luxury Products
division of L’Oreal as Assistant Vice
President, Strategic Development. Her first
book, Momover: The New Mom’s Guide
to Getting It Back Together, was published
in 2010 by Adams Media.

on the edge of Supply-side deflation
Murky, Scary and Uncharted Waters > Continued from page 1

tive of the recovering economy we
have all come to believe in. Even the
thawing political freeze was giving
way to compromise to ‘get things
done’, not the least of which were personal and business tax breaks, along
with the Bush tax cut and unemployment check extensions. All perfectly
timed to kick in alongside the “QE 2”
stimulus efforts of the Fed, the combination of which would put extra money
in consumers’ pockets and continue
to provide almost “free” credit if they
wanted even more spending money (if
being the operative word and contingent of course, on the banks’ willingness to lend.)

8

On top of these stimulants, the marketplace will continue to do its part to
juice spending. It will figure out how
to maintain its excess capacity (with a
little help from its government and the
Fed), so “on sale” ubiquity will continue as a way of life, including real
estate. Wow! And, whatever the price
on the tag, John or Jane Doe can check
his or her smart device, or hundreds of
other stores or websites, to find exactly
the same thing or even something better for a lower price, with free shipping
to boot. And, everything will probably
be even cheaper tomorrow. Whoops!
What does this sound like?
So, here we are. And, do we feel
sunnier? Frankly, I don’t.

growth. So, what he was really saying
is that Bernanke’s stimulus is not going
to stimulate growth, so it’s just printing
money for no purpose.
The young man makes a good point.
Simply throwing money at consumers will not force enough demand or
spending to unleash the $2 trillion in
capital sitting on corporate sidelines
for investment in new capacity, including opening new stores, which would
require more workers, which in turn
would begin to reduce unemployment.
Furthermore, the small business beneficiaries of the tax break extension are
more likely to use it just to keep their
doors open for another day vs. hiring
another body.

As the MBA student in this month’s
“Quotes to Remember” (page 20) said
to Fed Chairman Ben Bernanke: “If
you inflate the economy without doing
anything about growth, you’re just
printing money.” And, of course, the
bright young man does know that Mr.
Bernanke is, in fact, trying to stimulate

www.TheRobinReport.com
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…no amount of stimulus on the
demand side will return us to robust
growth and may, in fact, act as an
accelerant for further disinflation...
Teetering on the Edge of
a New Deflation
Whether you prefer the “Checkmate,”
“chicken or egg”, or “who’ll blink first”
metaphor, the question of which side
will spend first, business or consumers,
is still unanswered. This is the “wheel”
of our economy stuck in the mud,
slipping and sliding to get out. And,
what’s worse, in my opinion, is the
fact that it’s teetering on the edge
of outright deflation.
Last month the government announced
that overall consumer price inflation
was 1.1 percent for the 12 months
ending November, down from 1.2
percent the prior month, and many
months of much higher increases
earlier in the year. Just to put the recent
drop into perspective, the previous low
point for overall CPI for a twelve-month
period was .7 percent, which occurred
during the recession of 1961. Since
the Fed has set an annual inflation
target of 2 percent, the economy isn’t
even close, and in fact has been tracking a similar direction to Japan’s slide
into deflation, which the Fed has
made its top priority to avoid.
So, the Fed and our government
are trying to stop any further disinflation, or declining inflation, and
God forbid, outright deflation, by
inflating the economy.
Well, here’s a jaw dropper for you.
Back in early 2003, when then-Fed
Chairman Sir Alan Greenspan was
faced with a similar situation, of six
straight months of an inflation rate of
about 1.5 percent and an economy
flirting with deflation, here’s what The
Economist magazine had to say about
deflationary dangers and the world’s
central bankers’ roles in managing it:
“Central bankers are popularly
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portrayed like ships’ captains carefully
steering their economies. In reality,
they often don’t know where they are,
let alone where they are heading; their
maps and compasses are unreliable
and their steering is wonky. Worst of
all, their recent policy dilemmas are the
equivalent of not knowing whether the
earth is round or flat. Today’s central
bankers learned their trade in a world
where the main danger was inflation. But, in recent years, the biggest
hazards have instead been asset-price
bubbles and now, perhaps, deflation.
They still do not grasp that this recession was quite different from all previous post-war cycles. It followed the
bursting of the biggest financial bubble
in American history. Share prices have
seen their biggest fall since the Great
Depression.”
I ask you, couldn’t exactly the same
thing be written today? This is incredible. Here we are seven years later,
in the same predicament and for the
same reasons. However, and a big
however, this time it is even worse.

Fortunately, Sir Alan and friends,
particularly the new wizards on Wall
Street, were at least able to find a new
bubble to inflate to get the economy
growing again: housing. And, as
we now know, ‘growing’ was an
understatement. It was more like
a legal ‘Ponzi’ scheme on steroids.
And, now we’re still feeling the effects
of that apocalyptic collapse. Need
I say more?
So, poor Ben Bernanke is left with
a worse mess than his mentor had
faced. And, do you see any new
growth bubbles lying around
that he can shove this mess into,
and have Wall Street work its
alchemy to spread the risk and outsized profits around the world?
I don’t think so.
a New Deflation
I believe what we might be dealing
with now is a “new” deflation, one
which flies in the face of traditional
thinking about demand-side stimulants
being the road to recovery. As you
will read, I believe that no amount of
stimulus on the demand side will return
us to robust growth and may, in fact,
act as an accelerant for further disinflation, potentially tipping the economy
into the feared deflationary spiral.
Now, if I’m thinking of this dire
possibility, Ben Bernanke has certainly
given it consideration along with many
more potential scenarios. Yet, having
examined all possible options, he
decided the Keynesian theory of the
printing and spreading of dollars to
goose the demand side was our great
best hope. Why, I wonder? Even our
best and brightest economists and
financiers would all agree, according
to the hundreds of books and articles
chronicling the mayhem during the
most recent financial collapse, that
we are in uncharted waters.
So, given the even remote possibility
that my theory swims in the same
uncharted waters as Ben’s, it’s
probably worth paying attention to.
> Continued on page 18
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Timely Data, Timely Strategies

By Michael McNamara

High-Speed Economic Data for the Fast-Paced Ever-Changing Retail Industry
Insights From MasterCard Advisors SpendingPulse

behaviors on a dime. As a result, retailers
have found that it is no longer sufficient
to manage to the previous month’s results;
merchant strategies must be based on the
most current consumer behaviors allowing
them to be more nimble in responding to
changing consumer behavior. They also
need a better understanding of demand
cycles so that they can take some of
the guesswork out of provisioning for
the future.
Retail is by nature a forward-looking
business. You decide now what you’ll
be selling next season; then you get ready
today for tomorrow’s needs. Inventory,
marketing, and sales decisions are based
on predictions and forecasts. One way
merchants approach this is by combining
a measure of where the economy is
today with an understanding of upcoming trends. That’s why it is critical that
retailers get the best data they can -- their
business depends upon it. They watch
their own sales and store traffic, read the
government and industry reports, survey
their own customers, and follow broader
consumer research. Many of these traditional sources of information take a while
to compile and deliver to the market, but
in a fairly stable economy, taking this
approach has until now been the best
way to move forward.
But one of the big lessons from the recent
economic turmoil is that consumers can
rapidly and significantly change their
spending behaviors based on fast-moving
economic news. In the wake of the market
collapse and subsequent recession, we
have seen consumers turn their spending

There are new solutions that meet the
needs of merchants in the current
environment, in the form of technologically -enabled “high speed” data services.
One of these is SpendingPulse™, a
macroeconomic indicator developed
by MasterCard Advisors, the professional
services arm of MasterCard. SpendingPulse provides an accurate and timely
measure of total retail sales – across
all payment forms including cash and
check – across a broad range of retail
industry categories.
By using this valuable consumer research
tool, we at MasterCard can better
understand the ways consumers use
different forms of payment, not just as
a single generalization, but also in an
ongoing and seasonally adjusted fashion
(for example, consumers use their cards
more heavily going into the December
holiday season, and tend to pay off debt
in February). From this, our statisticians
and econometricians have created models
that enable us to develop and estimate
for those payment forms based on card
transactions. By applying this understanding to aggregated sales activity in the
MasterCard U.S. payments network,

SpendingPulse provides some of the most soughtafter economic information available today,
offering perspective on the performance of
the overall retail economy and on a particular
sector, both nationally and regionally.
10

we are able to generate these detailed
reports – and because they are based
on high speed transaction data, they
can be delivered at unprecedented speed.
Full data reports are available the first
Monday of the retail month, and weekly
reports are also available by request.
The sheer volume of aggregated transaction data that crosses the network helps
produce a statistically valid snapshot
of sales within a specific industry, such
as apparel or electronics, as well as
aggregate U.S. retail sales.
SpendingPulse provides some of the
most sought-after economic information
available today, offering perspective
on the performance of the overall retail
economy and on a particular sector, both
nationally and regionally. This regional
data is particularly important as it can
help national chains determine which
regions are growing fastest and where
they may want to focus their attention
in terms of store openings and closings.
In this new era of virtually high speed
economic reporting, managers, retail
buyers and marketers can develop
strategy, confident that they have the
best available information on consumer
spending in their category, the broader
consumer spending dynamics including
trends developing over time, and an
understanding of how their own chain’s
performance benchmarks against overall
spending in their category.
Ultimately, timely information about
consumer behavior can play a huge role
in a merchant’s success. It enables the
chain to manage business and inventories,
and it helps improve overall performance
-- all by making the right decisions based
on what’s just happened. RR
Michael McNamara is VP of Research and
Analysis for MasterCard Advisors SpendingPulse. For further information on SpendingPulse please contact: greg_howes@
mastercard.com
www.TheRobinReport.com
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Room At The Top

By Warren Shoulberg

Saks? Also a few gifts and every
once in a while something bigger than
a breadbox, but nobody’s going to
confuse it with Bed Bath and Beyond
with an attitude.
Nordstrom has a dedicated area for
gifts that’s about the same size as the
ladies’ room and only slightly better
assorted.
And that’s it. There are a few highend furniture stores, a couple of
specialty operations like Gumps in
San Francisco and ABC in New York,
but really nothing much to speak of
if you’re talking about national or
even regional players.
Everyone says America is overstored
and that there are too many retailers
chasing after too little business, that
there are so many stores competing
in every market segment that no one
can make a decent living.
And then there’s high-end home
furnishings.
There is probably no product classification in general merchandising
as under-stored as better home
products. In fact, you can pretty much
count the number of stores selling a
full mix of upstairs home furnishings
on one finger, and the name on that
finger would be Bloomingdale’s.
Think about it: Macy’s and Dullard’s
[sic.] and Belk have pretty complete
home assortments in most stores, but
nobody has accused them of being
upscale since old Izzy Strauss went
down with the Titanic.
Neiman Marcus has gifts, a few
pillows and throws and maybe some
tchotchkes tucked into a corner of
its stores, and does sell a broader
assortment online and through its
catalogs, but a fully developed home
business it is not.

January 2011

Only Bloomingdale’s. And they do
a fine job. They have a well-developed
furniture business, a broad mix of
tabletop products, and their home
textiles bed and bath business is
very strong.
In fact, the urban legend in the business is that the bed and bath floor
at Bloomies’ 59th Street flagship –
perhaps one of the worst, most difficultto-merchandise spaces in all of department storedom – has the highest sales
per square foot of any comparable
department in the country.
Even without a good competitor,
Bloomingdale’s stays on its toes and
is a strong merchant.
But that’s just it: it has no competition.
None of the other department stores
that duke it out with them on the
fashion, cosmetic and jewelry fronts
is in the home business.
How strange is that?
Not that home is exactly a, well,
home run. It turns slower than fashion…sometimes much slower. Return
on investment productivity can’t come
anywhere near fragrances. Some categories, like mattresses and rugs, take
up a fair amount of real estate.

And there’s the whole issue of delivery,
especially for furniture, a skill set
long forgotten by just about every
department store in the country.
But Mike Gould’s mom didn’t raise
any dumb kids and you’ve got to think
the Bloomingdale’s president would
not be in the home business if it
weren’t a good business.
And any good department store worth
its weight in departments knows that
the sum of those departmental pieces
is greater than the total. You need
to have a lot of different hooks to
get that customer in.
It’s one of the colossal mistakes many
stores made in an entirely different
category – children’s footwear –
when they abandoned that business
years ago because it was high
maintenance and less profitable than
underwear. Kids’ shoes get young
families into your store where if you
are any good at it, you can establish
a lifelong relationship with the
individuals in that family unit. It’s
a lesson Kohl’s has learned quite
well, much to its financial benefit.
Home plays a similar role, bringing
in shoppers at a certain stage of their
lives when they are forming the shopping habits that will define the rest
of their purchasing lifetimes.
Bloomingdale’s gets it, but why don’t
any of the other high end department
stores? Maybe they can’t beat Bloomies
at its own game, but the next guy in
there is going to be a solid number two
by default and that’s not too shabby.
Which shouldn’t be that hard to
understand…even for retailers. RR
Warren Shoulberg is a business
journalist who has reported on the home
furnishings market for a long, long time.
He is editorial director for Home Textiles
Today and Gifts and Decorative
Accessories magazines.
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FAST BUCK EDDIE Brilliant or Bonkers? > Continued from page 1
Now, it seems, Mr. Lampert is spinning
a whole different strategy which, if it is
really there, might mean that Eddie is
truly brilliant. However, since I’ve been
tricked into seeing things that were not
really there in the past, I’m not rushing
to judgment. Further, there are still lots of
analysts, reporters, and so-called industry
experts, who continue to believe, based
on both the declining numbers and the
strategies/tactics that can be seen, that
Lampert is in fact “bonkers” for attempting
to right the “Titanic” in what appears to
be its third time sinking into the briny.

have been apocalyptic. Now, I’m not
going to comment on their execution
of that strategy. But, the strategy itself
was a necessary one.

However, I will lay out the case for both
sides so you can take your pick. You
probably know what mine will be. But
read for yourself to see where you stand.

Well, that’s what he said for all of us
to hear. But, as I mentioned, Eddie is
brilliant when it comes to “abracadabra”
strategies. This may have been a great
“play fake,” and actually a very seriously
planned “abracadabra” strategy: let
everybody think he’s determined to right
these ships, but in fact, manage a long,
slow drowning, while slowly selling off
assets, buildings, brands, whatever, at
better than the fire sale prices he would
have been forced to take had he publicly
declared their ultimate death.

First, I present the “brilliant” perspective.
BRILLIANT?
Try this analogy out. Perhaps Eddie is
doing with Sears and Kmart what our
brilliant (I use that term facetiously here)
folks in Washington did, and are still
doing, about the economy: essentially
managing it down to a lower, “new
normal” level (managing the deleveraging). And, had they not stepped in to do
so, the collapse into depression would

So, did Eddie from the get-go see the
inevitability of the twin Titanics (Sears
and Kmart) going under for the third time,
regardless of any brilliant turnaround
strategies he might have whipped up?
Publicly of course, he boldly stated that
he was, indeed, going to return these
two iconic American brands to their
rightful and dominant retail positions.

A further big hint that this may have been
Eddie’s strategy from the very beginning
is his total lack of any major

capital investments, in store maintenance,
renovation or for new store concepts, for
example. In fact, a former Sears executive
stated that any proposed strategy that
did not have cost cutting at its core would
get rejected. Furthermore, Eddie is also
identifying those things of great value, like
the brands and the potential of an online
business, and he’s moving them off the
sinking ship, where they might live to play
another day. A long, well managed death
provides a longer period of cash extraction for the benefit of Eddie and other
major investors.
But, if the stores are horrible to shop
in, and consumers can find the same or
better value, for the same or lower prices,
plus a better shopping experience, at any
one of hundreds of equally compelling
competitors, how can he avoid a sudden
collapse and the end of his grand cash
management strategy?
Well friends, that‘s where the brilliance
of Eddie’s “abracadabra” strategy comes
in. He’s got to continually sustain a
top-line “play-fake” for as long as it takes
to manage it into the briny. In short, he’s
creating the illusion of a turnaround when
in fact he’s managing it down slowly to
extract as much value as possible.

So, did Eddie from the get-go see the inevitability of
the twin Titanics (Sears and Kmart) going under for
the third time, regardless of any brilliant turnaround
strategies he might have whipped up?
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And, folks, that could be why, for the
past year or so, you can find new “buzz”
on almost a daily basis about some new
marketing initiative or other. But, keep
in mind, if these are a part of the “playfake,” they are not requiring any substantial capital investments.
So, what are these initiatives, and are
they, in fact, brilliant illusions to sustain
the “play-fake,” or are they “bonkers”
strategies or genuine “hail Mary” attempts
to right the ships and grow the business?
Now, we will look at some of these
initiatives, which will lead us to a final
opinion of what “fast buck Eddie”
is up to.
“BONKERS”??
Remember the “Softer Side of Sears”
advertising slogan in the 1990s, which
was to make Sears a “go-to” destination
for apparel? Indeed, they ran a super
campaign, which by itself was very
powerful. Sears’ historic male positioning
as the primary place for hard goods, tools
and appliances, sought a more feminine
balance. To cut to the chase, it worked for
a while, arguably because they doubled
down on increasing the amount of space
and therefore, inventory of apparel. And,
then it didn’t work anymore.
Then in 2002, under another CEO, and
after failing through one chief merchant
after another, Sears paid a hefty premium
to acquire Lands’ End. That “preppy”
brand simply did not fit with Sears’ more
promotional positioning. Sears did more
to dilute the Land’s End brand than the
hoped for opposite effect.
Since its pinnacle of Wal-Mart-sized
dominance in the 60’s and 70’s, Sears
has never gotten apparel “right.” In fact,
last May during the company’s annual
meeting, Mr. Lampert stated: “If we could
turn apparel around, it would be huge
for the company.”
So, guess what? Is this just another rearranging of the deck chairs on the “Titanic,”
or a serious turnaround strategy?
“The Many Sides of Me”
In September Sears launched “The Many
Sides of Me” advertising campaign,
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In short, he’s creating the illusion
of a turnaround when in fact
he’s managing it down slowly to
extract as much value as possible.
which will support a hodge- podge of
apparel and fashion initiatives that all
appear to be separate tactical ideas
thrown against the wall to see which
of them sticks. According to their press
release this effort “celebrates the
multidimensional nature of women
and re-launches the Sears brand as
a fashion destination.”
A fashion destination? I don’t think so.
The word “re-launches” also suggests
they had once been a fashion destination.
Well, not in modern times. As I said,
you’d have to reach back a half century.
They go on to say it’s a “strategic effort
to transform its soft-lines businesses and
emotionally re-engage women in the
Sears brand.” RE-engage? Again, look
back fifty years for the last time they
engaged women with fashion.
Finally, Sears’ EVP of Operating and
Support Businesses, Scott Freidheim said:
“with this launch, we’re on a path to
feminize, energize and digitize the Sears
soft side brand positioning.”
Ooooo-kay! And, I’m glad they added
the word “digitize.” It makes me understand that they are “with it” when it
comes to e-commerce.
An Integrated Strategy, Or
Loosely Cobbled Tactics?
First of all, before we even get to “the
many sides” of the many initiatives,
Sears moved its apparel buying and
merchandising offices to San Francisco.
Well, that makes a lot of sense. The very
first time Sears’ fashion and apparel
business imploded was in the early
1980’s, when they moved their merchandising headquarters out of New York to
Chicago. However, back then there was
something to implode. As I mentioned,
they did have an apparel strategy and
branded business that was working.

What is there to implode this time?
I guess the good news is that there’s not
much to lose.
So, what’s going on? Well, for one, they
are going to focus on the teen business.
I guess their thought process is that they
can steal share from the likes of the
fast-fashion specialists like Forever 21,
H&M and Zara, and other brands like
Aeropostale and A&F.
By the way, and another reason to question any cohesive strategy development,
Sears’ recent space leasing to Forever
21, was just that: leasing space. It was
not a mutually planned “shop-in-shop”
concept to create a synergy. In fact, it’s
an adjacent space, employing its own
sales people, with its own payment and
receipt system. And, it was reported
that there are conflicting accounts about
whether Forever 21 customers can enter
through the Sears store. Now, what sense
does this make? Maybe Sears believes
that Forever 21 will build traffic next to
their store and therefore, some of those
teens will drop into Sears while in the
neighborhood. Go figure.
Well, they are moving their teen apparel
closer to the mall entrances of 200
stores in the major cities, and are
contemporizing the presentation with
runway groupings of mannequins, spiffy
presentations, including TVs playing music
videos. They are also delivering new lines
every six weeks versus every six months.
Okay, on to many other sides to the many
initiatives. Sears partnered with NEXT,
the British fashion retailer for brand
exclusivity for men’s and women’s shoes,
apparel and accessories in the U.S.
The British brand, French Connection
UK, through Li & Fung’s Regatta division,
launched an exclusive brand for Sears
called UK Style by French Connection
> Continued on page 19
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Q&A With Adrianne Shapira

Managing Director and Senior Retail Analyst at Goldman Sachs

We talked with Adrianne,
one of whose many areas
of expertise includes online
retailing, about the meteoric
growth of online shopping,
how it’s changing the retail
landscape, and what it says
about how consumers will
spend in the future.

Q: There have been many different growth

figures cited for e-commerce lately. How rapidly
do you feel it is growing, and how big a part of
retail sales will it become in the next 3-5 years?

A:Online’s growth has been a powerful

phenomenon since 2000; today online sales
are approximately $134 billion per year,
or 4.4% of core retail sales. Since 2000,
e-commerce sales have more than tripled,
reflecting a CAGR of 19%. We believe that
over the next decade, the number of internet
buyers and spending per buyer will grow
at CAGRs of 7% and 8%, respectively. This
should power online revenue’s CAGR to
15% over the next decade, or five times
that of traditional retailing, which we expect
to grow at a more modest 3%.

Q: Aren’t the lines between bricks-and-

mortar and e-commerce beginning to blur, with
consumers able to place an e-order in a store
for an out-of-stock size or color, etc.? How
blurred will they become ultimately, and why?

A:We are definitely seeing the lines blur-

ring. In fact, many retailers are thinking about
their businesses holistically by encouraging
their sales associates to tap its online inventory
to service its store customers. Kohl’s has rolled
out kiosks chainwide to enable shoppers to
fulfill their shopping online if they are unable
to do so in store. Nordstrom is not only
encouraging their shoppers and associates
to think this way, but is planning to report
sales on a multi-channel basis starting next
year, aggregating full line, direct, and online.
This is the ultimate blurring of the lines.

Q: Will e-commerce growth vary by market

segment - i.e., specialty vs. big box vs. department store vs. discount? Which retail and/or
product categories are particularly suited to the
e-commerce channel, and which present more
challenges to merchants?

A:There are clear differences in terms

of online penetration. On one end of the
spectrum, commoditized categories such as
books, music, video, consumer electronics and
toys, where price is the ultimate determinant,
have seen a steep ramp to double-digit online
penetration. On the other end of the spectrum,
where apparel sits, trend, fashion and fit
weigh into the equation, and ramps have
been flatter. However, as the population grows
increasingly comfortable shopping online and
websites make this transition easier, we would
expect even the less-obvious online categories
to see increased penetration as well over time.

Q: What are the benefits to retailers – and

downsides - of rapid e-commerce growth? What
are the gross margin, SG&A and earnings
implications of this trend?

A:

Dot-commerce yields pricing transparency and requires an incremental SG&A spend,
but we see potential for greater profitability, as
share gains are levered across a higher margin contribution rate to power higher incremental earnings growth. If harnessed and executed
well, we believe online’s growth and profit
potential will further widen the competitive
moats of leaders. On the flip side, those who
underfocus, underspend and underappreciate
this potential will likely underperform in a retail
world where future growth is tied to mounting
online penetration.

Q: How will the consumer be impacted?
A:We believe the consumer wins. Increased
competition and pricing transparency should
yield lower prices. Free shipping drives
convenience as well.

Q: Among the companies that exist today,
who will be the big winners? The losers?

A:To evaluate who is most aggressively

embracing the long-term online opportunity,
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we looked beyond
the current economics
and sought to identify
which retailers were making
specific and successful investments in the
customer experience to drive growth and
capture loyalty – in our view, the truest test
of their online commitment.

Q: What will happen to total retail square

footage over the next 5-10 years, and what
types of marketing strategies will mall
developers have to implement to generate foot
traffic and maximize sales for physical stores?

A:The two forces driving changes to retailers’

real estate decisions are increasing online
penetration and the increase in number of categories digitized. As these changes take hold,
we expect smaller and fewer retail stores to
be built. We would expect a widening gap of
productivity between A and C malls as retailers
focus on better locations to drive marketing,
and reevaluate the need for stores in marginal
centers. We believe retailers need to weigh the
returns of opening stores against capitalizing
on the incremental sale online.

Q: How will technology continue to change
the shopping experience?

A:Mobile and social media could revolution-

ize the shopping experience. Today, consumers
are using their mobile devices as a shopping
tool to research and compare prices. Going
forward, we could see mobile replace point of
sale terminals. Social media could increasingly
impact consumer preferences.

Q: Many industry-watchers have opined

that the recession has changed the consumer,
and made him/her more cautious, valueconscious, and fiscally responsible. Do you
agree with this? If so, is it a “permanent”
change, or will consumers go back to their
spendthrifty ways once employment improves?

A:Value is in vogue. We have seen clear

sales outperformance across dollar stores, auto
parts retailers, and off-pricers. While discretionary sales have recovered, consumers are
focused on the price/value equation. Across
all demographics, consumers are striking the
balance between frivolity and frugality. RR
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The Five Deadly Sins of Clustering
How to Avoid the Common Mistakes of Store Grouping
3. Starting with the wrong
baseline assumptions
Although a given attribute may seem
important, it may not actually define
store differences. Starting with an
incorrect assumption can prejudice the
end result and create clusters based on
attributes that are not relevant. Just because your target customer possesses a
specific attribute doesn’t mean that
attribute should be part of your
clustering strategy. A regression
analysis across all attributes reveals
which are actually significant. For
example, a retailer who focuses its
product on the career woman may find
that including career vs. casual in their
clustering analysis results in weak store
clusters, as all stores may be equally
skewed toward the career customer.
4. Becoming overly dependent
on transactional data
Transactional data describes who
the current customer is and how they
shop while leaving out potential
or lapsed customers. For example,
consider the case of a 500-store chain
that has been experiencing consistently
negative year-on-year sales growth.
Using just current transactional data
provides information on only the
retailer’s remaining customers. This
in turn could drive additional poor
buying and product development
decisions geared to address an
incomplete customer picture. By also
including both lapsed customer data and
external demographic information, the
retailer is able to see which customers
they’ve lost and, more importantly,
which ones they’ve never had. This will
allow the retailer to develop a strategy
to increase their customer base through
the development of different products,
implementation of new staffing plans
and, potentially, the creation of new,
unique store designs.
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> Continued from page 6ices fr

5. Assuming clustering needs
to be done only once
Even after a clustering strategy has
been put into place, a test mechanism
is needed to measure the results and
show areas for additional improvement. Every 12 to 18 months, a retailer
should evaluate sell-throughs and
margin to ensure growth aligns with
the financial goals set at the beginning
of the clustering process. If it doesn’t,
the retailer should reexamine and
adjust the clustering strategy. Over

groups based on opinion instead of
historical weather data. The analysis
also found that over 20% of stores
had been misattributed for ethnicity.
The resulting clusters, based on eight
attributes, were 40% to 50% better
correlated than the previous grouping
effort. The clustering is expected to
result in a 60 to 100 basis point
improvement in full-price sell-throughs.
Clustering, when executed correctly,
can help accurately plan everything

Clustering, when executed
correctly, can help accurately
plan everything from products and pricing to staffing
and store design, without the
added complexity of planning
at the individual store level.
time, the insights produced by these
results, new strategies and demographic shifts will all drive the need for
reclustering. For example, it’s important
to consider the changing age of a
retailer’s customers: a retailer either
has to change its products to fit an
aging demographic; go after new,
younger customers to remain relevant;
or run the risk of a diminishing client
base over time.
The case of the 500-store apparel
chain shows that clustering, when done
correctly, can produce a significant
return on investment. The retailer had
previously grouped stores based on
two attributes: climate and ethnicity.
Analysis found that over 30% of stores
had been misattributed for climate
because stores were assigned to

from products and pricing to staffing
and store design, without the added
complexity of planning at the individual
store level. To achieve a successful
clustering strategy, keep the end product in mind throughout the process,
use analytical tools to drive decisions,
incorporate external data, and know
that future reclustering will help further
strengthen return on investment. RR
Christina Bieniek and Ron Fleischer
co-authored this article. Together,
they have more than 25 years of
experience in retail and advising
retail leaders. They can be reached
at christina.bieniek@kurtsalmon.com
and ron.fleischer@kurtsalmon.com. To
learn more, visit www.kurtsalmon.com.
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Hooked! China’s Low-Cost Mainline

By Judith Russell

Apparel Insights

When the chilly winter weather arrived
last month, I headed to some of my
favorite stores in search of some new
clothes. As I looked through rack after
rack of clothing, I was intrigued at the
seemingly increased diversity. Sweats
from Pakistan, dresses from India,
outerwear from Eastern Europe, jeans
from Guatemala and tops from Vietnam
were just a sampling of what I found.
But then there was China. Once the
source of primarily low-end, basic
product, China was represented by at
least half the apparel I saw, at all levels
of the market, from discounter to upscale
specialty store to the big luxury retailers.
Are we hooked on the spreading “drug”
of China’s low cost production across all
of apparel? If so, what will China do to
keep us hooked so we don’t pursue other
sources? Chinese factories currently own
a 39% (up from 13% in 2004), share
of all apparel imported into the U.S.
(see graphs on next page.) What happens when they own most, if not all of it?
At the risk of overdoing the metaphor, if
they reach that level of control over our
sourcing “habit,” will they begin cutting
quality to increase profits in the face of
other rising costs?
The U.S. Department of Commerce
Office of Textiles and Apparel, or OTEXA,

recently released detailed apparel import
data for the first nine months of 2010,
the second year of dramatically relaxed
China quotas. A glimpse into the detail
of these figures underscores just how big
a part of our apparel market China has
become, and should provide some “handwriting on the wall.”
In the past year, the value of China’s
apparel shipments to the US increased
20%, almost twice the rate of increase
of total US apparel imports (see graph,
below right.) That’s an increase of $3.3
billion dollars, or a retail value of up
to $15 billion.

growth in top 5 apparel product categories imported from china
units and dollars - ytd 2009 to 2010
Units

China’s share of US imported apparel
has grown from 36% in the first nine
months of 2009 to almost 39% in the
same period this year, a 3 percentage
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Five of the biggest apparel categories
shipped by Chinese factories to the
US were women’s cotton pants ($1.2
billion), women’s cotton knit tops ($1.8
billion), men’s cotton pants ($860 million), women’s man-made fiber knit tops
($770 million) and men’s knit shirts ($720
million.) In each of these, dollar growth
was between 25% and 38% over the
same period in 2009, while unit growth
was between 17% and 52% (see graph,
below left.)
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point share gain, far overshadowing
the infinitesimally small inroads made
by Vietnam, Indonesia, Honduras and
El Salvador.
Imports of cotton apparel, the largest
fiber category, rose 9%, even though fiber
prices increased 65% during that same
period, while imports of man-made fiber
apparel increased 24%.
The average unit value of imports
from China fell slightly in the period,
as did overall unit values of US imported
apparel. However, China’s unit values
declined precipitously in those top
apparel categories, in all cases at least
double the average declines for the values
of all imported goods in those categories.
In other words, factories in China cut costs
in important product categories in order
to gain share of our markets.
China’s share of US apparel imports has
increased steadily every year since the
advent of more relaxed quota restrictions.
Continuing on this growth trajectory, by
the end of this decade the vast majority of
all imported apparel will be from China.
All of this raises some important questions.
Once China supplies everything, and
that day is not very far off, will the major
players in our industry really have any

top ten trading partners’ share of us apparel imports - ytd
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There should be another nagging
question on the minds of designers and
merchandisers these days, however: how
can we in our industry be creative and
innovative now that over a third of our
apparel comes from a place whose
primary role is to be the low-cost producer?
Even if you’re not a protectionist in the
traditional sense of the word, the process
of creating beautiful, high-quality apparel
needs protection if our industry is to
begin growing again.

Once China supplies everything,
and that day is not very far
off, will the major players in
our industry really have any
control over its destiny?
control over its destiny? At the risk of
mixing metaphors, when there’s a fox
in the henhouse, it’s pretty hard to get
any eggs, let alone golden ones. Without
the threat of competition, what incentive
do Chinese makers have to provide
continuous improvement, adherence to
quality standards and aggressive pricing?

INDONESIA
6%

The consumer isn’t finding anything
compelling enough to get her to open
up her wallet for anything but too-goodto-pass-up deals. In fact, I came home
from my two-hour shopping trip emptyhanded. It’s a given that without creativity,
apparel becomes a commodity, a mere
shelter from the elements. The pressure
for cheaper goods has already put many
a small specialty fabric mill and

INDIA
5%
HONDURAS
3%
CAMBODIA
REST OF WORL D
3%
21%
EL SALVADO R
2%
PAKISTAN
2%

medium-sized designer out of business.
It has made it virtually impossible for
entrepreneurs to launch viable new
concepts because production minimums
are now way too high. With such obstacles, the next generation of design talent
will never get started.
As consumers become resigned to
ton-and-gun fabric, boring styles,
uninspired detail and basic workmanship,
there will be no turning back. Future
generations will never know what it
was like to have a new dress of gorgeous
fabric in an interesting color that fits
perfectly, drapes beautifully, and looks
brand-new for years. Will high-end
clothes, like so many other things,
become items to be enjoyed by only
a select few? We cannot let that happen
if our apparel industry is to survive,
let alone flourish.
Judith Russell is Editor and Chief Operating Officer of THE ROBIN REPORT and
Executive Editor of The Apparel Strategist,
a monthly newsletter that reports, analyzes
and predicts key business and statistical
trends in the apparel industry. RR
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SALE!

on the edge of Supply-side deflation
Murky, Scary and Uncharted Waters > Continued from page 9
A New and Flawed Free
Market System?
As opposed to focusing on the
demand side for consumption growth
(where we have been since WWII),
I posit we are, and have been for some
time, facing a supply side problem that
reveals a major flaw in our now somewhat ‘managed’ free market system.
I believe we have overcapacity that
is perpetuated through new business
entrants adding to the supply side at a
faster rate than those leaving, and all
of it compounded by slow and slower
growth on the demand side. If so, is
it possible that no amount of stimulus
to increase consumption will stop
deflating prices, simply because a new
paradigm now exists, with an eternal
disequilibrium of too much supply
driving an unrelenting downward
pricing spiral?
Impossible, you say? Did you see
any fewer stores or less stuff in them
this Holiday season compared to last?
Most likely you even saw some new
stores and stuff. At last count there
were over 40 square feet of US retail
space per person, compared to the
runner-up UK, with only 6. The square
footage figures don’t even include the
vast and exploding space that
is e-commerce. What’s more, if you
wait for two seconds, your smart
phone will beep with an ad or a friend
telling you where you can get whatever it is you’re thinking of buying,
cheaper.
Everything is on sale all the time and
shipped for free. Retailers have shifted
their pricing structures (good, better,
best), down. Outlet stores are growing
faster than full price stores, even in the
luxury sector. ‘Flash sales’ and ‘Groupon’ and all other kinds of on-sale
online models are proliferating at the
speed of light.
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Across the entire marketplace, value
is being recalibrated – down.
What happens next? The hope is that
the demand-side stimulants will elevate
demand in tandem with some rationalization on the supply side, a
shedding of the excess, so to speak.
The result: a relative equilibrium
of supply and demand, poised for
a new round of healthy growth.
It’s a Supply Side Issue,
Stupid
However, I maintain that even if
demand increases, excess on the
supply side will continue to proliferate,
because marginal players are not
disappearing from the supply side
quickly enough. The immutable
theories from “Economics 101,”
or Joseph Schumpeter’s theory of
“creative destruction” are being
reversed and we have no tracking
or measuring devices to see such
a fundamental transformation. And,
Schumpeter’s theory and the free
market forces that have historically
eliminated excess are impeded by:
• T he liberal and “strategic” use
(or misuse) of bankruptcy during
which businesses shed debt,
renegotiate contracts and emerge
as new low cost competitors.
Overcapacity is preserved and
the new company drives another
round of price decreases.
•A
 n endless pool of investment
capital willing to “prop up” the
losers or ostensibly to turn them
around. In many cases they act
as “vultures” whose ultimate goals
are purely financial.
•A
 n immeasurable and increasing
global flow of new businesses
adding to the supply side while
consumption demand is either
slowing or at least not balanced

against supply,
exacerbated
by the two
previous points.
• F inally, of course, the unrelenting
acceleration of e-commerce, with
virtually no barriers to entry,
including financial. This is an
unprecedented phenomenon, and
there are no measures that indicate
these enormous additions to the supply side are being offset by corresponding declines in the ‘brick and
mortar ‘ or any other retail sector.
Since WWII, all of the economic
focus has been on the demand side.
Stimulate demand and everything
else would fall into place and we
would be on the yellow brick road
to growth and prosperity.
But maybe the Emerald City has gotten
overstuffed, to the point at which there
is no room in the closet for one more
frock and no room in the driveway
for one more car, regardless of how
low the price.
Can lower interest rates or extra
dollars in the pocketbook stimulate
consumer purchases in such an
environment? I think not, at least not
enough to absorb the relentlessly
growing and excessive amounts of
stuff being tossed into the marketplace,
which has many markdowns built into
it before it even hits the shelves, and
tomorrow, and the next day, and the
next, even lower.
And today’s consumer knows it,
and doesn’t need it, and eventually
will wait for tomorrow and the next
day and the next. The potential for
deflation exists. However, it will
be driven by infinitely growing overcapacity on the supply side.
Oh, and I’ll say it again with even
greater feeling: Happy New Year! RR
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FAST BUCK EDDIE Brilliant or Bonkers? > Continued from page 13
offering contemporary apparel and
accessories for men, women and children.
The brand will be featured in UK Style
by French Connection boutiques in
500 Sears’ locations in early 2011.
Here and there, Sears has other “chairs”
it’s moving around: Online contests,
layaway plans, home delivery for all
retailers in major markets, 12 Edwin
Watts Golf shops within select stores
(Hmmm---just as most golf clubs are losing
members in droves), a Sears Hometown
Store program (owned and operated by
local residents), a waste reduction program, a “cash for appliances” recycling
project, and other such stuff.
I ask: are all of these integrated strategies
or loosely cobbled tactics in search of
a strategy?
Meanwhile, “Rome is Burning”
While all of these ad hoc initiatives are
bleeding time, energy, dollars and focus,
Sears’ once vaunted appliance business,
and core to what the Sears brand best
stands for as well as its most significant
revenue generator, is taking a drubbing.
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Lowe’s and Home Depot have been largely
responsible for stealing 10 percentage
points from Sears’ 40 percent share of
the appliance business just a decade ago.
Now, at about a 30 percent share, and
still the largest purveyor of appliances,
it’s unlikely to hold that position much
longer. Lowe’s alone increased their
share just last year by 4 percentage
points, now owning about a 20% share.
With cleaner stores, more selection and
many new stores, Lowe’s will not take
long to outdo Sears.

brilliantly managing the ultimate demise
of Sears, or as he originally declared,
attempting to bring the brands back to
relevance through the use of arguably
“bonker-like” initiatives?

Once again, Sears blames the economy,
discounts and distribution problems for
its recent declines in business.

You decide for yourself, of course, but
I believe that Mr. Lampert, shortly after
forming Sears Holdings, genuinely
believed he could and would turn those
businesses around. However, by the time
he segmented the Sears enterprise into
four pieces (brands, stores, marketing
and supply chain), securitized the major
brands, and announced a wholesale
strategy for those brands, he knew he
was on the Titanic.

So, here we are again: thousands of
days late and billions of dollars short,
indeed as “Rome is burning,” JCPenny,
Kohl’s, Target, the various apparel
specialty chains, Lowe’s, Home Depot
and others continue to steal customers
and share away from Sears.

So, the final “abracadabra” is to keep
it afloat as long as it takes to get as
many assets off the ship that he can sell or
re-direct, and yes, somewhat altruistically,
to get as many people into lifeboats or
on another ship, saving them from going
under with it.

BRILLIANCE OR “BONKERS”
Okay, it is now time to weigh the debate:
is the master of magic proactively and

Regardless, “fast buck Eddie” is brilliant
and will live, and live well, to fight
another day. RR

19

The

ROBIN REPORT
quotes to remember
“If you inflate the economy without doing anything about growth, you’re just printing money,” said Jyotisko Sinha, one of several MBA
students attending a meeting with Ben Bernanke, discussing the Fed chief’s decision to buy bonds to reduce long-term interest rates.

WHICH LEADS TO WHAT, BEN?

A “LAMPERTISM” FOUND

“Nothing offends more than executives being paid for failure,” declared Eddie Lampert, CEO of the failing Sears Holdings Inc.

HEY WALL STREET!—A MESSAGE FOR YOU FROM German chancellor, angela merkel
“There needs to be a mind shift away from making money to earning money.”

ANOTHER VIEW ON CHINA FROM A TRUE INTELLECT

Thomas Friedman, editorial columnist for The New York Times said: “my parents used to say to me, ‘finish your dinner, people
in China are starving.’ By contrast, I find myself wanting to say to my daughters, ‘finish your homework, people in China are starving
for your job.’”

ONE OF MY PALS---“I disagree with Kay Jewelers. I would bet on any given Friday or Saturday night
more kisses begin with Miller Lite than Kay.”

COMEDIAN GEORGE LOPEZ ON THE PREZ--“President Obama said if we just give his policies time, more jobs will come.
You know what? In two years, there are going to be openings at the White House. “
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