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CHAPTEH i

T e increasing tempo o f business n a tiv ity , both in goods handled and 

services performed, has resulted in the need fo r  a *«thod o f merchandise con­

tro l that w i l l  do more than indicate once or twice a year what the net p ro fit  

o f the business is .  The de tend fo r  larger assort ments o f merchandise has led 

to the establishment o f  inventory records that sbam at a l l  times what /foods 

axe in stock end in  what quantities am colors. This need has evolved into 

what is  now known as the a ta il Method o f Merchandise Control and this font 

o f control is  the basis fo r  ay study.

Purpose
.

The purpose o f th is study is  to broaden ay knowledge o f the principles 

Involved in r e ta il merchandise control so that I  may evaluate the merits and 

demerits o f the method. I t  la  hoped that future students o f  merchandising 

w ill  find the study helpful in understanding the basic principles underlying 

the re ta il method o f norehanuiae control. The writer fee ls  that tne cursory 

study that is  now given this subject in merchandising courses w ill  be sup­

planted by courses sp ec ifica lly  devoted to merchandise control in re ta il 

ea tab li e h™ n ts•

i» cope

The shady w ill cover the principles involved in setting up the re ta il 

method o f merchandise control and w il l  include specimen forms o f department 

store operations. The text o f  the study w i l l  include examples with explana­

tions and w il l  show how the in te llig en t use o f  good records can aid the 

management o f  a r e ta il  store in  the successful ope nition o f the business.

___________________________________ •_____________  ____  ______________ _ i j



Souree uterial

The sources fo r  the material in  this study are the wrka lis ted  in  the

bibliography as supplemented by material seat by sane o f  the leading depart­

ment stores o f  the country.



CHAPTER II

histohy of s m iL  wmBkmms control

*x<9ta ll accountin is  aft old as retailing it s e lf .  dams o f th« earliest

knon written recorus, the <«pyri of ® pt ami clay tablets of Babylonia.

them business accounts of dsalers and others." Eveo primitive people had

their ioethcKis of keeplUf records. Accounts receivable were kept cm a stick

which was notched as evidence of a sale Oft account. hen the sale was paid
2for the notch was shaved o ff.

There has hen amah progress sines the primitive days. The evolution of 

the double-entry bookkeeping system by the Italians during the late middle 

ages was a great step toward more accurate and scientific record keeping. The 

original i»ay Book, journal and lodger *hich were thought to be the only reeoros 

needed have Ion since been supplanted by special journals, sales records, 

purchase register end others which simplify the task of heaping orderly reeoros 

■dome of the factors that have contributed to the improvement o f accounting 

methods are S

1. The rapid rise of obtain and departsmn t stores hie) have isnsu&urated 

detailed systematic accounting records and free which re tellers have 

learned much about the benefits of good accounting.

2m The introduction and use of scientific management with its emphasis 

on records and use of cost accounting as a means of direction and 

control of operations of the business.

Psul H. NyStrom, Retail -store Operation. tanald Press Company, kev; York,
mirn »y . 324.
2
%strom, op. c i t . ,  pp. 524•

Kystroa;, rjp. c i t . ,  pp. 52?.
3
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3. Federal and state tax Isas which have made the imping of accurate 

records mandstoxy.

The institution of depertrsntizatlon has beeawe recognized, as an es­

sential factor is  the establishment o f effective accountin/ control* Ey 

departmeatizatios, stores may allocate expenses cat sees basis and tlwraby allow 

a computation of profit and loss by departments which is  an important step in 

ssrohsndis* control* it  is  quite lo? leal that the modem tempo of bnsissss 

activity would cause retailers to lock for me;thoda whereby they could maintain 

closer control over the merchandise that they offer for sale. In the final 

analysis the merchandise is the backbone of retailing and any methods that w ill 

allow closer control over tie merchandise w ill result in more efficient 

atuxa^remnt, It  must be r«?ie bered that the law of diminishing returns s i l l  

operate in the keeping of records, however, and there i l l  be a point where the 

keeping of detailed records will cost more than tns increase in net profit.

It  is  up to the ir.aaa^&’ient to evaluate any . ropoeed detailed records in the 

lipnt of the f i  . ..acini outlay involved and the return anticipated. e shall 

now turn to an examination of retail merchandise control and sane of the 

problems involved.



I,

e su ts *  m

j»©Kua* of rstaxl mmmm&M contjhol

Retail aserchsndise control may be defined as the adjustment o f  stocKs 

to «B>tow? demand* Zb a broad sense the t e n  «sbraces a l l  o f  the functions 

performed by the merchandise d ivision o f a s to re . These ere the following j *

a. rtarhet a c tiv ity  involving the development o f  resources, the study 

o f style teiideuoiee an-, the trading fo r p rice .

2. Control o f stock, in term  o f both dollars and units. This includes 

the control o f nvarkup and . sice, as well m  .uuntity,

J. Sales promotion, involving publicity and the leadership o f the salee 

force.

It  is with the second function that * 0  are conceded in th is study, -e 

shall now pressed to the analysis o f ho.? stocks are controlled under the re­

ta i l  method o f inventory.

I t  would be w ell to ask ourselves at th is point what the essential 

factors that caveat the merchandise control plan in re ta il operations ere.

They are*

1 . .holes planning

2• took planning

j »  ihe in it ia l  aarkup and reductions

Sales Planning

• It  is  almost universally conceded that the merchandise plan should start 

with sa les. Of a l l  the factors a ffec tin g  p ro fits , sales volume is  probably the

John . in, ate. Reta il aerchaniae Contro l, Prentice-Hall, In c ., Sew toxic,
1533.

1
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least susceptible to control, dapending to a large e tent on the momentum o f
2

good w il l  the store hi,a already developed, 3 I t  fo llow s that rules bei,* least 

susceptible to control ere also the noat d i f f ic u lt  to forecast with ary degree 

o f accu ra l • 11  well-planned merchandise control plans are bu ilt around a

plan or budget} therefore sales oust be estimated on the basis o f past records

weighed by outside and inside facto rs , o vas o f  the more important factors to
3

consider in the estimate o f sales a re «

1 , iast records o f  the business or sim ilar businesses

2, Purchasing power o f  the area 

p. Location o f the store

4* Mature o f  the competition 

3* Good w i l l  o f the store 

4* ./tore and departmental policy 

? , Improvements in  merchandise techniques 

6, Promotion plans

Let us ejta ine each o f these factors a l i t t l e  more c losely ,

host business concerns have records that w ill  show what sales volume
'

has been attained in the past. I f  the yearly sales are plotted on a graph, 

a trend can be established fo r the business by drawing a lin e  which follows 

the salas figures, the high and low points fa llin g  above and below the l in e . 

From this graph, an iid ica tion  o f increasing or decreasing sales may be 

obtained. I t  must be remembered, however, that in  a period o f price decline

ingate, op, c i i . ,  1933, g. 81,

ingate, ibid , pp, 113-134*
3



the sales volume in dollars would decrease while the sales in physical volume 

Mi ht rcraain the same or be even higher. I f  this is the case, the data would 

have to be adjusted by division of the dollar volume by an index of general 

price l«v e l. - he resultant fi; jrea, shea plotted, ould rive a wore true 

picture of bat has taken place with regard to sales volume.

Purchasing lower of the oraa

The retailer may obtain data on purchasing power o f the country which 

will give him some indication at what has happened in the past and enable 

him to pro jest an estimate on what is likely to happen in the near future. 

The purchasing power o f the area in which the business is located may be 

estimated. For example* storse located in an agricultural area will depend, 

to e large extant, for their volume cm the crop outlook and farm prices, 

sim ilarly a store located in a manufacturing district w ill depend an the 

continued operation of the factories for its  success . Indexes of production 

and wages earn shed much light on this factor.

iflMttflB of :\9F?

Bare we are referring to the location of the store within the shopping
k

w ee . Every business area has what is  known ae the 100% location. This 

generally refers to tee location which has the greatest mount o f reta il 

trade. Location near this store is desirable and is likely to result in a 

high proportional sales volume. Naturally the store owner cannot move to the 

choice location or perhaps not even near i t .  but he can -itch very closely 

any change in tee shopping district which might effect hie sales volume.

Duaeait and H iillip s . detailing Irineiples end Methods. Richard u. Irwin. Inc. 
Chicago, 1949. p. U2 .

4



A good example o f  th is eewwMH was the jsovesseet o f the uj.towa d is tr ic t  o f

that coat,;: titiCBj my have m health! affect on the sales 'solos* i »  that

in -r.te, op. 'sit.



custo m:1'.! hold a store neans mch i t  the determination o f s. les volume. To

be able to say that a store is  well established simply sseans that i t  h*.s the

good w ill  o f the customer® and can re ly  on fee rai^at trade which makes fo r 

a stable sale® volu ©.

tal oli<fr

The policy o f  the store and o f  the deportment® with ve>- rd to c red it, 

markup, special salt 8 and personnel have a d irect e f fe c t  on sales volume.

The wise extension o f cred it can increase the sales volume and the use o f 

u&iforo markup w ill create euato*?r good w i l l .  The use o f  epeeial sa les, 

i f  not abused, w ill  enable the store to move s lo  merchandise without becoaia? 

known ad the clearance type establishment, The wise hiring o f personnel w ill  

have a sales boos tin e ffe c t  and i l l  re fle c t  on the manage ent in a favorable 

lig h t , *>tore policy , wisely formulated, w ill have a d e fin ite  favorable e ffe c t 

so sales volume,

, lBtegQY6;^iit«T, in is,lag, Jus&halauaa

The uae o f  merchandising techni j«e »  that enable a store to  o f fe r  better 

assortments in fewer price lines w i l l  in general land to higher sale® volume, 

'The joining o f resident or cooperative buying o ff ic e s , as sell as the in tra­

duction and use o f u merchandise control eyetern,will lead to better balanced, 

fresher and ore saleable merchandise.

jJ&m

The store that uses well-organised projection w ill benefit from a 

maintained sales volume. .Promotion is  a study in i t s e l f ,  so here w© w il l  

just say tiiat the use o f premotiou to distribute sales tsars evenly over the



period w ill  a lios  operating hoc®, .sties s t  the amm tit*: as I t  boosts th* 

high spots mid leve ls  out t o low spots.

Thus we see that to foreeast sales volume with some dagree o f  accuracy, 

one must consider a l l  o f the factors that enter into the formulation o f  that 

volume. Cnee these factors bane been carefu lly  weighed, the f i r s t  step in 

planning can be taken, that o f projecting the estimated sale® fo r  the ensuing 

period.

Stock Planning
6

lb® objective® o f stock planning a m i

1. To provide varie ties  o f  merchandise that w ill sa tis fy  the majority

o f the customers.

2. To provide quantities o f  merchandise that w ill insure having enough

o f each itcjs stocked to satisfy consumer deiaand.

3* To insure that the stock o f  merchandise is not la rger than necessary 

or, in other words, to insure that an ede juste turnover is  being 

realised thus conserving capita l fo r  other needs,

-e shall look at each o f these objectives fo r  further analysis

Yfc^telijaL-JEre kaB&tea.

The f i r s t  aim in stock planning is  to  provide va rie ties  su ffic ien t to 

satisfy- the majority o f the . ws ton-era. erne stores w i l l  wish to cater to the 

mass o f the consumers and w ill  accordingly stock low and medium priced 

merchandise selected to  meet the needs o f  that segment o f  the shopping y e ! l ie .

in ate. Op. c i t . ,  p. 13 i .
6



Others w ill want to appeal to the exclusive clus® o f trade and «LJL according^

stock exclusive snare uandjse which carries a high arhup and w ill carry fewer

plblce lin es , as well as fewer physics! unite* A complete stock swat I ncindc

a balance o f staples* m&c laereha&dice and promotional nsorehaiidi ?o.

<0 topics inuluoe those iteaa which should be regularly carried in stock and

waicb. the store should never be out o f. p.s sort rent isaredrtaaise includes

those iteias which are needed to mind oat the staple lines a t certain tiaes.

The period fo r which these itane are needed w il l  vary meh .ore decidedly

than the period fo r staples. ^reaction nerebandisc is  that nerohandiee

which is  needed for short periods o f  time, such as poods which are purchased

to r'und out an assort*sent for a special sale. Tiese are poods which w ill

ordinarily not be demanded by customers, bat h i eh the store can s t ir  up a

7detaand fo r  by jpresiQt ion.

uautitv o f feach Variety

'The ideal situation, *ith regard to  quantitj o f va rie ty , would be i f  

the store never lo s t  a sale because o f bein, ‘ out of stock* on a certain 

item. This seldom happens, but a store cun ninhaiz© these lo s t sale© by the 

uae o f  a reorder system which insures the reorder o f pooda at a point that 

insures delivery before the stuck is  completely depleted.

Tqgnoygr

The third ob jective o f stock planning is  to  provide a stock that is  

just larrte enough to meet demand, but not so large as to t ie  up cap ita l in

in 11 te, op. c i t . * . 137 •
7
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ijUMis t i t le s  mI styles f is t  are not needed to  meet th is de and.

I f  variety end quantity inlie.it© that in a certain item fiv e  price 

lin es  should be carried in four s ty les  .ith ten pieces in etch s ty le , snd 

th.": average re ta il priee is  ;?100, this represeats an investment of tl/iOO 

at r e ta i l .  I f  an analysis o f the years sales p o ss ib ilit ie s  indicate a volosts 

o f . hli00 car. this iter:, t e turnover w i l l  be two. io ever, i f  upon stuuy 

i t  i? foua that the rea^unetle rate o f turnover fo r th is itea  is  three, i t  

wo id see that tit® stock should be 1933.33 at r e ta i l ,  which w ill require 

adjust out o f the assortment to this amount.

i tip h turnover is  generally eseo denied by induced expenses, which in 

turn iacreaes the net profit|  hence i t  is  desirable to .-maintain the hi heat 

turnover possible without jeopardizing the assortments and quantities to a 

point where an “ out o f stock* condition w ill ex is t. .. iserehaat nust not, 

however, l e t  turnover be his sale guide to merchandise stocks. He asst 

achieve a balance between desired stock aosortaents and planned turnover 

that w il l  j ie id  the best resu lts.

The In it ia l  Markup acd !-eductions

The in i t ia l  markup and subsequent reductions in the form o f Karkdowns 

and alterations . re a date mining factor in asy stock plan. The in it ia l  

markup suet he large enough to cover the reductions, expenses and net p ro fit . 

The basic stock must not only include enough nterchi.ndise to  seat the demands 

o f euat costs in the fora  o f aalea, but m at also he large enough to include 

the re ta il reductions o f Bark do was, allow seas and inventory shortages.

Purchases* which largely dstsmlne th stock le v e l,  iaust be increased by the
8

amount o f the re ta il reductions. rhis,being true, means that any stock

ate, ©p. e i t . ,  p. 227.
i



plan should include the planning o f reductions so that the in it ia l  markup 

•an be pleoed at a point whew tueae reductions may be covered. A jsnod fo r ­

mula fo r  deteriEinatioii o f the everage : aarkup is i

__ a a v iiJ L .^ u s ilto ia
100 4 Eductions .averag e markup

(ace this average markup hem been determined, the r>® rchandi s© may be priced 

with some bearing a higher anti soma bearing a lower m»rkug» The res on for 

not applying the sT9n.;i'e markup to a l l  goode ia  that luxury goods e-rr. a 

higher markup than staples and fa ir  trade laws operating in the majority o f

• fa ir  trade* las® w ill not be questioned is  this study, i t  Is  s< fe to say 

that they h »v « complicated the markup determination in any r e ta il establish­

ments. I t  follows that a rt ic le s  most be priced co that enough ere above and 

below the average markup to insure the obtaining o f tin t uve age.

w i l l  ord inarily resu lt in the lowering o f that figu re, U ile some buyara 

©ay ecu aider markdowne as a black «ark against them and hesitate marking down 

iserchaadise to r  that reason, management by the inclusion o f farkdovns in the 

budget w i l l  indicate that they are contemplated, Bieraby relieving the buyer

9
Forty-five  o f  the forty-e igh t states bow have "; a ir  Trade* act.;-. those 
not having them am Missouri, leans and Vermont, Wingate and Brisco, 
Raring for detail >tores. f m l t W  Hail, Ins., hew York, 1949. P« fep.

10
ingate, op. c i t . , p. 24®.

The Budgeting o f  Markdo«na

arkdotna are in rea lity  adjustments o f  price which are designed to

•nqyeanate fo r  buying errors. 10 n »  planning; o f  these re ta il reduction*



o f BCjum pressure. he in te lli*  out pianola, o f  markdowae w ill resu lt in a 

laercfcandiae aasortesnt that w il l  1»  re ularly relieved o f slow se llin g  

ii»rcha»aise that tend to accuimlate un til a tota l loss is  rrjalissed.

SuBBtary o f Chapter I I I

la  the preceding chapter we have seen that in order to devise an 

in te llig en t stock control plan i t  is  neoeec. ry to very carefu lly weigh ouch 

factor entering into the fin a l plan, oales raust be eat dilated with m  eya to 

utside and inside factors o f  the re ta il  tabliahraent, aa well as the 

experience o f l ik e  oi’< aniaaiiona. stocks must be planned so as to allow 

the least capital outlay that w i l l  sustain the plan without impairing the 

assortment, quantity and turnover. arfcup smist b® large enough to incluae 

the re ta il  reductiona o f  oarkdowna, allowances and shortages. The day o f  

haphazard guessing in the matt or o f merchandise control hue passed, end the 

r e ta i l  business o f today must be a combination o f s c ie n t if ic  management and 

good eotsmoB sev.se i f  i t  is  to survive.



CHAPTER IT

THS mxhchandi.se plan

e shall now look at the steps in establishing the merchandise p its .
1

Thty rire i

1# Fstahlish a perpetual inventory at both cost and r e ta i l  prices.

2. Tstablinb length o f  budgetary period.

3. stablish opening dates for fr s  budgetary period.

4* emulate the plan for the selected departments.

Perpetual Inventory

I t  is  universally agreed that the f ir s t  step in a sound merchandise 

control system is  the establishment o f perpetual inventories ot both cost and 

re ta il figures. I t  ie  only ty this method that perpetual control aty be eaer- 

eised. in sane small establishments, perpetual inventory any mean periodic 

L-speetion o f at odes on hand, but in  the majority o f essoa the inventory east 

consist o f writ ten records that are adjusted regularly fo r  aalee and purchases . 

The keeping o f  this perpetual inventory also includes the ju.li clout- recording 

o f aarkdowne at re ta il*  The keeping o f a perpetual inventory enables the write 

a ^ e m t and buyers to determine, at any time, what the stock on hand la  mude 

up o f.  I t  also allows the determination o f s lo v s e U in g  mex'Chandis* ee the 

rate o f sale is  readily apparent.

The second step is  the establish rent o f the length and starting periods 

o f the budgetary period. Ror r e ta il  stores i t  is  almost s tandard practice to

1
ingate, op. c i t . ,  pp. 65-^0.



plan for a six-aonth period, dividing each period into Booths. rus is  due 

to the natural division of the selling season into fa l l  and winter, sad spring 

and surtuer. In breaking the aix-aonth period into mouths, m intereatit, 

aspect is created in that ruonths do not have the sane amber o f selling days* 

'•his has led to the use, by many stores, of a modified calendar with more 

equal periods.

In establishing the opening dates of the budge ary period, i t  is  well 

to reetetaber that it  is  desirable to have the opening, or rattier the end of a

budgetary period, coincide with the taking of physical inventory and the
3

closing o f  the books. Ingr stores use february 1st and August 1s t  as this 

is  t ie time that stocks are at their lowest ebb.

Ouse the budgetary period has been set, the nemagerant con foinsulate the 

plea for the eaain,<=- season. The following fona, or an adaptation thereof, 

w il l  be used in each department as a guide. a tuis form, figures for the 

previous period w ill be shown with an estimate fa r  th is period. ~>puce w ill 

be l e f t  fo r  actual results also so that cospa risen between the estimate and 

actual may- be made. I t  w il l  be noted that much should s e l l .  Is  order that 

the unit control system can function properly, i t  i «  necessary to break 

goods down into c lassifications within title department. A c lass ifica tion  might 

show that goods were sold on the following basis»

Class A S it,000.00

Class B 2 ,000 .00

Class C it, ooo. 00

2
in,sate, op. s i t . ,  p. 68.

3
stage te , i b id . ,  p . 72.
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• pm  taking a physical inventory in preparation fo r  unit eviatral* i t  might be 

found that goods in stock wore as followst

Ginas A ■ 2 , 0 0 0 .0 0

CIkss B 5 ,CXX>.00

Class 0 3 , 000.00

T is situation is  not unusual, as i t  has been found that in a majority 

o f cases this situation exists prior to tne in tro;action o f s la e e if ie  lion

desirable where c lose control is  desired. C lassification  should / roup 

merchandise that have sim ilar markup  ̂ maricdowns , turnover, seasonal a c t iv ity ,

©stabl ishcant o f  c la ss ifie s tioas  i t  may be found that 9Q& o f  Unb sales are 

bain, isade frota 30{  o f  the stock. I f  this is  found to be the ease, such of 

the stock can be eliminated and the fa s t-se llin g  lines increased• C lass ifi­

cation control actually amounts t,o departs jentixiug within departments so that 

each c lass ifica tion  ia treated aa a departsent insofar as records are con­

cerned. ary stores c lassify  oal\ as to sales and stocks with no gross 

margin beinr computed fox* each c lass ifica tion . The cost o f  keeping detailed 

c lass ifica tion  records is  high so they jauat be applied only wit ere the re- 

su ltin  information w ill be o f enough wain© to o ffs e t  the cost. I t  must bo 

rent* herod that stocks on hand s i l l  not be d irec tly  proportionate to the 

rate o f  sal© o f  each c lass ifica tion  aa goods hevi*? s high turnover w ill require

id ..to, op. c i t . ,  p. 33b.
5

ingate, ib id . ,  p. 33$.



a proportionately smsUer stock on henri than goods having a low turnover, 

toads o f  low turnover, such an dragerieo, require a large assort:,ant i f  

customers* desiring th«* are to  ha held by the sto re . The ob ject, in this 

type o f -ooda, is  to  earry a large enough assortment to sa tis fy  moat customers' 

wants but not so large as to t ie  up ucnaeessaiy cap ita l, Ihe in sta lla tion  of 

unit control wo.dd aid in determining which fabrics and which patterns were 

making up the bulk o f  sties In this department or c la ss ifica tion . The stock 

could tiien be adjusted so as to promote the best c e lla rs .

be insta lla tion  o f  unit control is  not a substitution for do llar control, 

'.hicu ia the adjustment o f d o lla r value o f stocks to demand. but is  rather a 

supplemental form of control designed to aid in baring and ce llin g . I t  aide 

the buyer by shoving what c lass ifica tions are se llin g  well and which are not 

se llin g  w ell. I t  can fee wade to show when to buy, as well as what to buy.

I t  r:ay be made to function in the ©stab!iehaett o f  model stock plans. I f  

a perpetual inventory system is  used, the quantity of goods on hanu ©ay be 

ascertained at any time ard shortages ray fee located soon a fte r  they occur, 

thus a lio  dag quick action by the ranngerent. I f  a •uppleneatal want s lip  

system is  used, merchandise wanted but not stocked w ill be indicated so that 

the manege ent raay buy in these lin^s. Unit control is  a se llin g  aid in 

that i t  points out aging stock on which reasonable markdowns my be taken. 

Conversely i t  points out popular me re, and me so that i t  may be further 

promoted. I t  may be used ia  the pleas In > o f  special events in that the 

manag«a«nt can readily ascertain what rerekandise i «  available fo r  promotion

b
• op. c i t . ,  p. j f e .



slid how raids additional serehaudi e w ill  have to  be ordered.

Sows dangers is  unit control t,r& that anlMpcople w ill cot must to

cooperate in record ir^' the lid*ovs- ation, c le r ica l errors wear invalidate the

records, mm&gmQ&t may lean too heavily on the system resulting is  evoiuancc
8

o f  risks that should be taken* Thee© object lone, elo&t with the objection 

o f  high coat, een be met by a training o f  the salesferes in the operation 

and edvanta «  o f  the nyatasa, by a c r it ic a l CJ»»*i nation o f the store to 

deter&in© the value o f the <yot©i« as applied to epacific  depart* an ts, and by 

"Uie r e a l lm tion on the part o f  the buyers ana maneger-ent that the control 

spate© is  meant to a id  not to dictate*

outsaary o f Chapter IT

e Li-.ve seen that, in evolvin ' the x* . cittu.aise pin®* the sstnhlishceiit 

of perpetual inventories Is desirable in ;onf dapart-"*tot»* o hate also 

seen that the length and opening dates o f  the budgetary period isust be set and 

that the adjust teat f  the calendar is  desirable so tout budgetary break­

down periods t i l l  have a comparable rnusber o f s e llin g  days. e have seen 

that the use o f do llar control as supplemented by unit control is  able to 

aid in th© buying and se llin g  o f  merchandise at the hi,,hest net p ro fit  

possible under toe estimated plan*

e shall now turn to actual operation o f the unit control system in 

selected departments.

7

7
ingate, op. e i t . ,  p. 375.

8
•■•'chair, Oragg and fe e l ,  problems in  da ta ilin g . MoOrne-Mll Bock Company, ine. 
f*ew York, 1937» p« 21 j .



21

CKAPSEB T

opbhatiqn or waGwamsE sohubsl m  m m s m  m m sm m m

Section X. WOMB *e shoe*

m  we hove seen in the preceding chapters, the f i r s t  step to  be hakes 

is  the introduction o f  merchandise control is  the establishment o f  a 

perpetual inventory. This would include a tabulation o f  the on order 

aerehaadiee. as well as that in  stock. For purpose o f  illu s tra tion  m  shall 

asanas that the on hand and on order is  as shorn In Font I I .  I t  w il l  be 

noticed that the font ineludes apace fo r  the manufacturers ear resource date, 

fe e  on head appears en page 22 • while the on order appears on page 23 • do 

the on hand merchandise {shoes} are sold the figu re fo r  fea t sias is  crossed 

out and the ms figure is  psneiUsd in . S im ilarly, as the on hand nereheadiee 

is  received the figure in  the on order section is crossed o f f  and the new 

figure entered. At the save time the corresponding figure in  fee cm hand 

section is  increased, dee Fora IX.

At fee tine fe e t a new order i s  placed, i t  is  posted to  the on order 

section o f Boat 111 . which is  a monthly recapitulation o f on hand, on order, 

receipts and selea. For example, on August 9 an order fo r  26 pair o f shoea 

whs placed, These were received en August 1J. Weekly M ice fo r  fee Sgfe 

ferough fee 30th were 16 p a ir , w ife customer returns o f 1 pair. the balance 

on hand on the 30th was 11 pair and an order fo r  Jp pair m s  placed on fee 

31s t .

A sheet sim ilar to  Fobs I I  w il l  be used by salespeople to take a physical 

inventory period ica lly  to check the perpetual inventory.
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Wum IY w ill be used to record Kales dally and fo r the month by alee

aad width.

Sana Y is  a weekly record of sales, era hand and on order by price line 

sad odor. The inforr/*»tion for this form w ill be entered fron the sales 

slips and from Fom I I .  It  is  apparent tram this reeonl that tha following 

steps should be taken*

1, Shoes in tbs 14*00 to $4*99 close should be ordered probably in 

brows and grey.

2, wtaoos la  the $8.00 to $8*99 class should be ordered la  the same 

colon.

3, Bad sad green shoee should be sMffeed down or p issed la  s  lower 

prise line.

It ia  also apparent that to obtain the re ta il inventory it  ie  merely 

necessary to extend the unite on hand in each price line.* This can then 

be compared with the planned sales for the month end the open to buy calcu­

lated in the following manner*

Planned salsa for month $ 3,000.00
loess Sales to date 1-650.00

$ 1 .330.00
Add* Planned maztedowns for month $ 75*0C

Less* Marhdow&s to date 50.00 23*00

M il  Desired stock beginning of
next month kagfiaBS

$ 2.8^5.00

Least Merchandise on band $1,800,50
Merchandise an order 667.50 2.466.00

Open to buy at reta il $ 4°7*00

An average o f each price classification would be used In this case.
1
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I f  the a n r & e  I n it ia l  nartaap in th ia  department i s  30:f« tbs open to  fety 

a t cost wo M be $284.90

'9ms wa haw  seen bow the um  o f  u n it con trol recrm ia, Chen combined 

with d o lla r  control records, mn he o f  g re et assistan ce  in  detenaiain* what 

to  buy and when to  buy i t .  *B»ia type o f infonsation would be eery d i f f i c u l t  

to obtain without the nee o f  these records o r am adaptation o f  these rem ade.
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section I I .  fte«dy to ear

In roudy to wear, unit control is especially important due to the 

ftishional or seasonal clamant that is  present, the feet that this element 

is present places a ouch greater r  aponsibility on the buyer of this 

merchandise. fie oust purchase those items which w ill f i t  in with the current 

style tread, end n e t  nee Information derived f r a  current r ecords to guide 

in reordering * runners* and other fast-selling merchandise. sundowns must 

be taken at the proper time to men merchandise that Is  slow or near the end 

of the nonnal selling season for that type of goods.

While unit control is not e "cure a ll*  for buying i l l s ,  i t  can. i f  

properly need, aid the buyer in seleetli*g »any o f the Itans tout comprise 

ready to veer. Of ton, only a flaw of the factors that are significant from 

a control viewpoint are actually made the subject o f the control system.

This is due to the fast that there are ao many factors which could be con­

trolled in ready to wear. In women*s dresses, for instance, there to f ir s t  

the breakdown into the classifications of sports, afternoon aud evening, 

with a subclassification in each o f these o f pries lines. Than, in eeeh pries 

line there is  e breakdown of fabrics» in eeeh fabric there are size*} and in 

eeeh size* colors. I t  to readily apparent that to control each of these 

factors would be out o f the question in most operations. It  then becomes 

necessary to pick the factors which are most important f r a  the customer 

point of view. I f  fabric, color and price ere the most to portent factors, 

they w ill be the subject o f control. I f  style is  each color to the important 

factor, that w ill be the controlled factor. Those factors which the buyer 

believes to be o f greatest use. as indicated by customer wants, should be 

made the subject o f control.



la  the Illustration of control ia  women*3 reedy to wear, we shall assume 

that style, price line, color anti alee are the factors over which control 

is  desired* The first, step is the coding of these factors eo teat the 

in f  or nation can he readily dote mined. In this instance, cod iru ia  re lative^  

simple since only the atyle w ill have to be coded* The next step is  the 

designing of the price tag to he placed on the garment* In this cose, the 

use of e perforated tag, part o f which remains on tee garment and the re­

mainder being used as tee basis fo r control information, w ill serve the 

purpose nicely. The teg w ill appear as followst

Once a garment has been sold, the information on the t«̂ > w ill be 

entered an e record o f daily Bales as follows i
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S'rovi the record o f  da ily  sales, entry is  made on %nn VU which Is  made 

oat fo r  each aanufaeturer, This for® is  the reconi o f  individual sty les sad 

is  used by the buyer is  determining which sty les  are se llin g  and at what 

ra te . his informal ion w il l  be used by the buyer when he orders or goes to 

market, m  example o f  th is form follows os the next jpeg*. I t  w i l l  be noted 

that sales are posted by color and fabric  and are posted d a ily , with the 

weeks total is  red, shea price changes occur, the sew price is  placed below 

the sa le, as is  shows on the 3d. That garment w i l l  be sold a t that p rice  un til 

further notice,

lbs next step is  entry an e  daily record o f sales by price U ses , co lor 

and s iz e .  nee th is  record has been completed the information that was 

desired, namely s ty le , price lin e , co lor and s ize , w il l  hare been recorded 

fo r  dally sales, in example o f  th is to rn  ($om  V I I I )  is  shown an page 35.

:he upper h a lf o f  the to m  designates da lly  sales by price lin e and co lor, 

while the bottom h a lf represents da ily  sales by s ize  and color. A system o f 

cross footing is  used which serves as a check on the accuracy o f  the fora 

end is  used fo r  posting to a weekly record o f  sales and inventory (fossa IX, 

page 34, )  The weekly mammary is  made out a t the end o f  each week and includes 

dissection by price lin e , s ize and co lor, .Salem have been posted from the 

daily records to r  one day to show hour the fox® operates. Ordinarily, the 

f o »  is  large enough to accomodate a l l  o f  the information fbr one month 

instead o f only one week.

Cnee those unit centred, records have been introduced, the buyer has the 

information he needs to in te llig en tly  plan his purchases. Be must, o f  course, 

take outside conditions in to  consideration when purchasing, but he con use

GO
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Baoarttnmt. . ^  »-eek m&Lne

PRICE LUtS
S
a

T
M

«
T

f
V

F
T

&
W

Total
Sold

BtOCk 
On Hand

cm
Order Liab.

_  1 6.55 /j J o <?<a

_____ 7-55 /o J O c?0

. 8.95 /t 8 J V

10.55 /a 8 c? 0

13.95 H U

14.95 n - a

16.50 Qo — <30

19.95 3 V <A

TOTAL / 3 7 A3 Jo o

nani ix , part 1 . waaciy salss m m



$*K8R0 SALES RBCAP

,.»gfegtaer«t_ _ _ £ _____________  M e  «odi»£

m m  s im  
m >  color 

....... 3 i* t

*
3

T
11

tv
*

*
«

r
•r

3
r

Total
3old

.stock 
'5a Hand

0a
ovder Uab.

12 6 U ...../£... — /s

lk ? ? 31 /*- Y3

16 a -1 .....A? ... JO VZ.

18 Jo Jto Vo

20 21 4. 27

2k /6 Jo

26 /3 - / 3

TOTAL >1 n '3 7 (p 3 <Joo

Color

H // ......62..... ? 3

filue 3 3 v l o>° L1

3 3 (3/ n yc

. j : m ________
n n L i Joo

FDHJ* 2A, PAgf 2. 9K8KI3 iMUSS ?.&*>



33

these records as a basis to start from* There may he other records, or changes 

in present records, that w ill be needed la  the future aad the nona euast w ill  

find it  advisable to make those chmma that w ill Improve the system. I f  

they do stake changes fo r improvetMiit, they w ill have hurdled the firs t  b i«  

barrier ia  the eatahlis Intent o f stock control, that of becoming "unit control 

conscious.* (bice that factor has been established, unit control w ill have 

been established, for a van i f  they discard a l l  but one o f the records they 

w ill s t i l l  use the principles o f unit control ia future operations. Unit 

control need not be eonpesed o f reams o f forms to be fille d  out judiciously, 

bat may consist of s few staple recapitulations o f the information that is  

desired. I f  the information aids ia  having the right goods at the right price,
I

i t  has served its purpose. The forms as illustrated ia  this study are not 

meant to be taken as essential ia  the departments, but are rather meant to 

illu strate , ia  general, hew the information eaa be tabulated• The foms used 

la a department should be as simple as possible and should be explained to 

aew employees ia order that they d l l  know diet is  being accomplished by keeping 

such records. It  is  believed that employees w ill cooperate much more fully 

i f  they kner •why" as cell as "chat.* Control need not be established in a ll  

deportments, is fact many departments or classifications w ill have unit sales 

of small value is  which case a system of unit control would be so costly that 

its  use would be prohibited. I t  is  believed that goods of a unit price of 

under &L.00 would not lend themselves well to unit control. Ihe margin would 

be so naall that the cost of the unit control method would require sales of 

so many additional units that i t  would be impossible to meet.



33

I t  is  safe to say that installation of merchandise control must result 

in increase of profit by the aiaoont o f the cost of the installation i f  i t  is  

to be worth while.



QiAFElH VI

CCK'CU'SIOKa

Ha ta il march end! m otntml is  not a substitute for present methods 

of keeping records is  a business. It  is  a supplnraental function which, 

in small stores, way consist o f inspection of goods cm hand and cm order 

as compared with past results. In department stares which have departments 

doing business of $30,000.00 and up, use of rsoords which give information 

as to rate o f sale of various types o f goods is almost a rseeeaaity • The 

terra almost is used because o f the fact that some dopertrants would not 

readily lend themselves to reta il control.

Merchandise control is  not merely die gathering o f  information hut 

must include the use o f this information which, whan sorted, weighed and 

»oreeit«d, w ill provide the basis for intelligent planning of operations. 

Merchandise control also Includes a 'control consciousness* which must exist 

i f  the system is to he successful. Once the management and personnel have 

baeouto convinced that control over merchandise lends to Increased sales mod 

better balanced inventories, the big obstacle w ill have beam hurdled.

we have seam that the use o f a budget in which expenses are prorated 

to departments results in the arrival at s margin figure for departments, 

this figure, while not necessarily indicating that a department is  operating 

satisfactorily, does serve as s basis for future plans of expansion or con­

traction.

Once the budget has been established, control in the fora o f dollar and 

unit control are generally introduced. Hollar control would indicate that cm 

tbs basis o f past records and present economic conditions s  certain anoint of
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sales volume could be reasonably expected and to  meet that estimated volume, 

and at an estimated turnover, stocks would have to be maintained a t a certain 

value expressed in re ta il figures. Unit control would then indicate that, 

on the basis o f  past sales, the physical ante-up o f tbs s to re , as expressed 

in  do lla rs , would be made up o f  certain amounts o f  each physical unit %hoee 

dollar value could equal or be in  d ose  proximity to &e r e ta i l  vdue as 

indicated in  the budget, u ite  o ften , the amount o f  the do lla r value o f the 

stocks s i l l  not agree with the amount needed is  physical units amt in this 

case adjustment w il l  have to tee made in  e ith er o r  both the tors so that cobs-  

piste a  sertnoxits would be curried in  fewer linos or the do lla r value would 

be Increased to  the amount indicated by the physical content o f  a complete 

stock. Cnee this adjustment hat been made the stack should represent, as 

nearly as possible, an adequate assortment that w il l  sa tis §  the customer 

demand fo r  the coating period. This assortment would include a l l  price lin es , 

colors, fabrics, s ices , brands and sizes that would sect customer require­

ments. This idea l stock as set up in the budget often becomes shut is  known 

m  a "Model Stock.* The establishment o f  th is  model stock often  results 

in  a decrease ia  stocks,whereas the layman would assume that an increase 

would to necessary. This decrease usually takes place when i t  is  found 

tre t  a large percentage o f  sales are being made treat a small portion o f the 

stock. I f  this situation is  present, the decrease in stocks with the same 

sales volume w il l  resu lt in  increased turnover. This increased turnover, 

while not always indicative o f  a healthy situation, generally indicates 

sounder merchandise techniques.

se have seen that the use o f a perpetual inventory results in  the



knowledge o f what la  on hood at any tine, which in turn allows reorder of

joorchandise before stocks a m  dec'll tod.

i «  shall now look at sane o f the odvaatogee and disadvantages o f retail 

aerchaadise control.

Advantages

1* Assistance to to e ra i VrIubI le information say be derived fro* 

the control records that w ill assist buyers la  the carrying out o f their 

duties. The knowledge o f pest sales as to quantity and physical tanke-up 

w ill serve as a guide in the order o f Merchandise. The recording o f unit 

information w ill indicate what price lines, colons, sizes. etc., arc selling 

and which are slew moving and therefore w ill allow reorder o f fast-moving

merchandise end markdown o f alow-moving merchandise, buyers may also obtain*
information as to seasonal requirements from the unit control records, in 

that recapitulation of past seasonal sales w ill indicate partially what the 

need for the approaching season will be. Copies o f unit control records 

tsar be sent to resident or cooperative buying groups, which w ill enable these 

agencies to o ffer merchandise that w ill f i t  into the store's stock needs.

A buyer is  responsible for large investments in merchandise and. like a 

banker, it  is  necessary that he obtain a ll the information possible in order 

to protect the investment. The use o f merchandise control records w ill 

assist in the selection of readily salable merchandise, which w ill in turn 

result in reduction o f inventory losses in the fom o f aarkdowns. buyers, 

however, w ill make errors in baying which w ill necessitate markdown* but. i f  

the merchandise records show that merchandise is not moving or is slowing in
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its mtm o f sale, a o M n w i w ill bo taken earlier and w in  minimize the loss* 

Good judgment mast be exercises! in markdown* ao that the goods w ill not bo

marked down too automatically* A slowing of the rate of sale of some 

merchandise may be only & temporary trend and this is where the use o f 

JtidajHfiHt asters in* 1? Hie decision la that the slump in sales is  temporary, 

anrkdowns w ill not be takas but the merchandise w ill be watched carefully 

in the event that the ts^orary condition becomes paxmanant. another record 

**hioh usually aoemapaBlas a unit control system is Hie •want slip* which is 

merely a notation by the salespeople o f iserchandiee requested but »ot car­

ried in stock* Thoee went slips oon greatly seelet the buyer in ordering 

merchandise which has jwavtmwaly not been carried in stock end which oon- 

setjueutly provides ao pant record.

Thus w» sea that the buyer* by us inf the merchandise control records, 

can more intelligently plan his purchases and reductions and can promote 

fast-selling goods, thereby increase the volume of Hie store.

2. Md _*n JM0aWtf>i Of Bj lM i t M f  » H # *  merchandise control

facilitates the movement o f goods in aad out o f the store, cannot be doubted* 

The knowledge o f  what can be expected to taka place in the future allows fo r 

intelligent planning to meat the demands of the future. On ©a the plans fo r  

the future have been made and ere put into operation, the actual results of 

the operation w ill indicate in Hie stock control records what changes are 

to be made* Trends in aterehandiae purchases by the public w ill be indicated 

partially in Hie stores own record a and w ill indicate what shifts in promotion

emphasis should be made. H »  early recognition of alow-mowing and obsolete 

merchandise allows for prompt reductions which w ill facilitate movement o f



d itloa  o f a Mother Hue o r  two ?ould be adviaelle . Ihe establishment o f



selling at a alow rata. FOr example. the existence of unseasonable weather 
conditions sight extend fits salability of winter clothing into the epriar 
and suaaer season at the replay price which would in turn sake it ill-
advised to sark down that merchandise even though the seasonable dating 
indicated that the goods had been in stock too long* this Mtlwi of wiring 
goods down has certain merit, however, end if tempered by good judgment will
work quite well, Another question which arises in the natter of pricing is 
whether to change price lines or quality of the goods in tinea of changes in 
the general price level, the logical answer tc this question is contained 
in the store policy. If price has been the outstanding feature of the store, 
then the price lisas had better resale the sate with quality beinj altered.
If quality has been the keynote of the store or departoent. priee lines can 
be chatted to conform with general prices.

Thus we see that Merchandise control records can be inode cm affective 
eld in determining price lines and also in dot?mining prise reductions.

Disadvantage*

'a shall now turn to a discuss!©® of some of the disadvantages 
with retail merchandise control.

1.

records. This danger is a very real one in thet the merchandise operations 
say become automatic to the extent that out led* conditions will be ignored 
with the result of decreasing sales and improper stock-sales ratio. This 
danger may be minimized by the realisation by management that merchandise 
control does not only eons* 1st of records, but also includes a valuation of
outside conditions that effect the flow of merchandise.



.station* I f  tan* asplevee fee ls  he ie  contributing to  the mtP,



l i t t l e  substantial benefit, m  an argument against thin b e lie f 1 aim 11 c ite  

tb s  eaufei l̂c o f  tbs ru* depertaatit <suo«^er Hite believed that the bulk o f the 

business in  the department was done in 9 x 12 rugs, but upon establishment 

o f  a simple reoom o f c lass ified  Seles, i t  was found that thn greeter pert o f 

sales volume was being done in  acnall 3 x  3 throw rugs due to the advent o f  

a any small a.earitaanta.* Obviously there sen much capital tied  up in the 

large rugs which could have been put to  work presaging and increasing the 

assortment o f  smaller rugs. Certainly the cost, o f keepii*' those simple 

records could be tore than o ffs e t  by the .'neret-ae in  p ro fit  resu lting tram 

the expansion o f the small rug claeai fle e tion .

fhere csatrot be any contention that there would not be additional expanse 

in the installation of a aerehand&ee control sj stem, fhe installation of 

this wetiKxi does not eliminate the normal method of recording invnittorles 

and purchases at cost for purposes o f obtaining the cost of goods sold figure, 

but it  ia  believed that the keeping o f in wen tori ee. purchase*, etarkdouna, 

shorties , etc. at retail does serve a valuable purpose in thet an estimated 

profit figure which w ill be very close to correct may be obtained nt any time 

without the need of taking a physical inventory, ‘/his figure may be arrived 

at for individual departments as well as for the total store*

\he system must pay for itse lf, otherwise it  ia  of l i t t le  value. I f  

the management usee sound judgment in the formulation of tie plan, it  w ill 

pay for itse lf  and w ill increase the profits of the business by more than

1
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its  coat. I t  is  toy opinion that any in ft) ration  that » .i ll loan to tetter 

Ecrohandisirg techniqueo is  orth gain’ a fter, tut should be gotten at as 

lit t le  cost ns possible. Much Infoxnetlon fo r control can be obtained by 

observation of what is  gain, on in toe trade as indicated in publications, 

business reports and governmental indexes. Thu difficulty that looms greatest 

in merchandise control is  the impression that to be effective i t  must be 

costly. It  is  true that some departments would require larger costs than 

others, hut i t  is  also true that those departments requiring large costs 

would geaerally be those which are most In need of sane system of control.

It  is  interesting to note that ^federal Income Tax Law sanctions the use 

of the retail inventory valuation method. Under this method, pools are 

valued at the retail selling price and then redueec to approximate costs

however, a separate ratio aust be determined for each department or elaes of
2

goods. Thin would involve a great amount of work i f  the classifications 

are numerous. It  would seem that the keeping of inventories at both cost 

and retail would be desirable, the oust data being used in the yearly prof it  

figure and the retail figure being used in control procedure. As has been 

said before, reta il merchandise control Is not meant to be a substitute 

for regular business methods of record keeping, but is  rather meant to 

supplmaent the regular records and give information that the normal records 

would not reveal.

Frantic#"Hsll, ederal Tax Course. Frentioe-hnUL, Inc., Hew Sork, 1948-49*
p. 26qQ»

2
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It  is believed thtit the introduction of control, especially of the 

elsesifleet ion an a ly te  type, w ill lead to better balanced stocks of easier 

to ee l! merchandise, "he timeliness of aarkdo-nne w ill decrease and dollar 

amount of reductions taken; the regular cbeek on inventories w ill reveal 

shortages soon after they occur, thus enabling the jaanae assent to take the 

necessary steps to correct this situation before i t  becomes a serious source 

of loss, The use o f perpetual inventories w ill facilitate tho reorder of 

goods especially i f  an eutoRatic reorder point is  set on classifies a; ions,

111© buyer mast b© careful to realize that the autocratic reorder point is  

merely an indication that goods have reached the point where, at .maintained 

sales, reorder oeld be advise1 Is . I f  the end of the shilling seaiKia Is close 

at hand, the buyer nay reduce the anoint of the order or not order a t a l l .  

This situation clearly indicates the need for the inclusion of cate nan sci.se 

in the control system.

It  is  believed that the increasing contention in the retail business 

w ill force stores to adopt rs&rchandim  control methods to varying decrees 

depending upon the type of saerchandi se handled. The controls m y  take the 

form of simple tally sheets which w ill indicate the nature of merchandise 

Boven.ent or may include e c o lle ts  budget with the companion dollar and unit 

controls. Ihe manaement must determine the extent o f the control to be ejusr- 

cised on the basis o f need and must be ever watchful of cbangs* which w ill 

require revision of pleats.

we have seen that in the laying of future plans, not only the past 

records mat be analyzed, but also outside and inside factors mat be taken



into con aide ration am. after a esreffcl analysis of a l l  factors, a idea may 

be devised which w ill food a bawls for deto-Oaiaiap, the merchandise needs of 

the establishment. Ihia pi«a should be adjusted firing  the asHing season 

a a as to oaafozu to current trends la  business conditions. ‘Ihe stock should 

contain wiristy and quantile sufficient to meat the demands of moat customers* 

but yet should not be larger than is necessary to meet the dwoend. Ihe use 

of a good reorder ayaUm w ill allow the carrying of a smaller inventory at 

a higher turnover, thereby releasing capital previously tied up lu slow- 

moving goods.

This study of retail merchandise control lias indicated some of the 

problems involved in the ia-tallation of a ffierchaaiias control plan. It has 

been confined largely to the operation of control in depMrteaent stores and, 

while not entering into the detailed teolmiques o f recording infoxwetios* 

it  hae indicated same simple forrm on which the desired information nay be 

recorded. The forme are for a women’s dress depart aent and a woman’a slide 

department. and fo r other deportments similar fonts* with earn adaptations 

could be used .

'She study has greatly increased ay knowledge of retail aarchitadise con­

trol, as waLl as ether aspects of retailing. It  is ny sincere hope tost 

future students of nerchaadising w ill find this work useful in thoir studies*
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