Introduction

Montgomery Ward is considered to be a landmark company in the world of retailing. In 

December of 2000, they closed their doors after 128 years of business.  Beginning with a mail order catalog, Montgomery Ward pioneered numerous retailing sales techniques that are still practiced today.  As this American retailing icon is removed from the business scene, much can be learned from its success and failures.

Company History


The Early Years

In 1872, Aaron Montgomery Ward founded the first mail-order business in Chicago with $2400 dollars (Kaufman 2000; Weisman 2000; Price 2001).  Aaron Ward was a young traveling salesman who was concerned about the high prices being paid by people in rural America.  Montgomery Ward prided itself on being the farmer’s friend and an important part of the Grange Movement(Ligget 1997).  His first catalog was one page long with 163 items and marked the founding of this retail giant (See Exhibit 1).    


In 1875, the company coined the phrase “Satisfaction Guaranteed or Your Money Back(Weisman 2000). This guarantee became a standard for the retailing industry and ensured that rural customers would receive high quality goods for their cash payments.  This made Montgomery Ward an American retailing icon and guaranteed many loyal customers.  By 1833, the catalog had grown to 240 pages with more than 10,000 items.  Montgomery Ward and Sears were both general merchandise mail order companies and engaged in vigorous competition throughout the late nineteenth century.

Early 1900s

In 1900 Sears and Montgomery Ward dominated the American Retailing scene.  Montgomery recorded a record $8.7 million dollars in sales but feel behind arch rival Sears (Weisman 2000) and would never again beat Sears in Sales (Ligget 1997).

The two companies continued to dominate the mail order business and the retailing business for all of the 20th century(Sobel 1999). Prior to World War I, Sears had a slight edge on Montgomery Ward but Theodore Merseles and Robert Wood brought the company closer its rival until the two men disagreed on the company vision. Wood wanted to use the Montgomery Ward name to build stores in large cities.  Merseles held his ground and Montgomery Ward remained exclusively a mail-order business until 1926, when the first retail store was opened in Plymouth, Indiana.  Wood went to work with Sears where he implemented his vision(Kaufman 2000).  Montgomery Ward expanded rapidly under the leadership of Theodore Merseles and by 1929, had 531 retail stores.  The following year, 1930, Montgomery Ward declines a proposed merger with arch rival Sears (Ligget 1997). 


The Great Depression


The Great Depression hit the retailing industry hard.  By 1931, Ward’s bank, J.P. Morgan and Company replaced Merseles with Sewell Avery. Avery cut costs and restored Ward to profitability by 1934.  Avery began to expand the company by building stores. In 1939, Robert L. May, an advertising copywriter creates the character “Rudolph the Red-Nosed Reindeer” and an illustrated poem for Montgomery Ward company executives.  Sewell Avery does a remarkable job guiding Montgomery Ward through World War II and helps Montgomery Ward gain ground on Sears.  By the end of World War II, Sears and Montgomery Ward go in two completely different directions.  Robert Wood invested $300 million dollars in more than 100 new stores and support systems.  Sewell Avery predicted massive unemployment and deflation and hoards Montgomery Ward’s capital expecting another Great Depression.  


1950s


There was no Second great depression.  In spite of Sewell Avery’s conservative strategy Montgomery Ward still succeeds because of the pent-up wartime demand. In 1954, Montgomery Ward sales are less than 29% of Sears.  Some of the Montgomery Ward executives encourage Sewell Avery to step down. He refuses to step down and refuses to take advantage of a federal tax law to minimize taxes. Montgomery Ward becomes stagnant and becomes a target for acquisition by corporate raider Louis Wolfson.  Wolfson acquired more than 200,000 shares of Montgomery Ward stock and became the company’s largest stock holder.  Wolfson attempted to have the Ward corporate officers purchase shares in Montgomery Ward so the managers would become owners of the company.  His bid to gain control of Montgomery Ward was unsuccessful but Wolfson did bring about a shakeup in the corporation and Avery Sewell stepped down and was replaced by John Barr.  J.C. Penney surpasses Montgomery Ward in 1954, and becomes the second largest retail department store in America (Sobel 1999). Barr closes unprofitable stores and invests heavily in refurbishing the company.  Barr tries to make up for Avery’s failure to establish Ward in suburban America, but he is forced to pay much higher prices for land than rival Sears who established themselves a decade earlier.  

1960s, 1970s, and 1980s

In 1968, Montgomery Ward merges with Container Corporation of America to form Macor Inc (Sobel 1999).  The primary reason for this merger was the attractiveness of Montgomery Ward’s installment-credit sales which offered Container Corporation of America a deferred tax payment on earnings for several years(Sobel 1999).  Macor corporation did well in both the container and retailing businesses.  In 1974, as a result of the Organization of Petroleum Exporting Countries boost in oil prices the oil companies had large profits and those oil companies with large reserves began to look for ways to diversify.  Mobil Oil  invested 5% in Macor and by the end of 1974 owned 51% of Macor.  By 1976, Mobil purchased the rest of the company.  The 1980s the catalog business was failing so in 1981, ten catalog distribution centers were closed.  In 1985 the catalog division was closed completely. 


Steven L. Pistner


Steven L. Pistner took over as CEO of Montgomery Ward in 1985 as is given orders by Mobil “to take drastic measures to save the staggering retail giant”(Newsweek 1985).  Pistner reshapes Montgomery Ward by emphasizing brand name goods and trying to attract younger more affluent customers. The company focuses on boutiques, specialty stores within a store. These specialty stores include:  electric Avenue, The Apparel Store, Home Ideas, Gold-N-Gems, and Auto express.  These stores were to be value driven.  Pistner successfully returns Montgomery Ward to profitability for the first time since 1979, earning more than $40 million in profit on sales of $6.1 Billion dollars(Newsweek 1985).  Pistner steps down and moves to McCrory’s and is replaced by Bernard Brennan.


Bernard Brennan


Bernard Brennan is hired by Mobil and given two years to prepare Montgomery Ward to be spun off or sold(Ellis 1985).  Brennan successfully cuts costs by closing 32 stores and cutting positions to include more than 35 % of the corporate staff(Ellis 1986).  He also discontinues low margin and profitless items leaving essentially four merchandise areas: an apparel store, a home-furnishing and accessories store, an electronics and appliance center, and an automotive goods store(Ellis 1986). This specialty store concept becomes highly successful for Montgomery Ward(Bremner 1990).  Brennan takes advantage of Mobil s wanting to sell off its subsidiary and leads a successful $3.8 Billion dollar leveraged buyout making Montgomery Ward a privately held company (Sobel 1999). 


1990s-2000

 
The early 1990s looked hopeful and Montgomery Ward, Bernard Brennan also attempts to bring back the catalog business as a niche business and. reenters the catalog business with Fingerhut Cos Inc(Schwadel 1991).  The company also purchases Lechmore Corporation an electronics chain in New England. The investment cost $226 million and this made Montgomery Ward the largest privately held retailer. Under Brennan’s leadership the company gained ground rapidly and began to consider acquisition of Sears(Reporter 1991; Reporter 1991; Schwadel 1991).  In the mid 1990s Montgomery Ward came under intense competitive pressure from new retailers like Target, Wal-Mart, and Circuit City. By 1996, net income for the company had plunged more than 90%.  The specialty catalog with Fingerhut was sold off.  Brennan’s stint as the CEO was controversial because many of the top executives at Montgomery Ward left for rival companies(Schwadel 1991).

Roger Goddu


Roger Goddu takes over as the CEO of Montgomery Ward in January of 1997 when factors were tightening the terms with Montgomery Ward(Berner 1997).  In 1997, Montgomery Ward files for Chapter 11 bankruptcy and in 1999 G.E. Capital Service purchases the direct marketing group, Signature Group and invests heavily in Montgomery Ward to brings it out of bankruptcy(Weisman 2000).  Under Goddu’s leadership Montgomery Ward abandons its specialty store concept and devises a plan. They close 39 unprofitable stores and attempts to go back to offering moderately priced apparel, electronics and furniture.  Montgomery Ward upgrades its apparel line and begins overhauling their store designs, and begins a heavy marketing campaign to advertise its new image.  The change strategy looks as if it just might work but a disastrous holiday season finally become the last straw. It is too little and too late. On December 29, 2000, Montgomery Ward closes its doors after 128 years(Helliker 2000). 


The Retailing Industry


The general retailing industry has witnessed a number of shocking bankruptcies and store closings including Montgomery Ward, Bradlees, Stern’s, J.C. Penney, and K-Mart.  The growth of the traditional U.S. retailing business has not been healthy because of the lack of economically favorable locations.  It has forced many retail organizations to use their capital to reduce debt and repurchase stock.  Opening of new stores has become expensively prohibitive and too risky.


The retail industry is very diverse.  It is made up of Department stores, (J.C. Penney, Target, Sears) Specialty stores, (Victoria’s Secret, Circuit City, Bed Bath and Beyond, Old Navy, Gap) Discount retailers (Wal-Mart, K-Mart) and Category Killers (Lowe’s. Home Depot, Office Depot).  The threat of substitute products in the retailing industry is high.  Discount stores, specialty stores, and category killers can offer consumers the same items for cheaper price and with more convenience.  Marketing and advertising techniques play an important role in the retail industry.  A retailer who is innovative in marketing and advertising is going to be able to attract consumers.  Technological innovations have also become an important force within the industry.  The use of sophisticated management information systems enables retailers to monitor consumer preferences and marketing trends.  Retailers need to have fast, accurate technical assistance and courteous customer services to keep customers satisfied and returning to their stores.


Department Stores


Up until the 1990s the stores like Sears, J.C. Penney, Macy’s and Montgomery Ward dominated the malls and downtown areas of America.  In the past decade much of this has changed.  Part of these changes have been from the changing patterns of the shoppers and part has been because of the increased competition from the other sectors the retailing sector(Journal 2002).  Montgomery Ward faces intense competition from other mid-tier department stores.  Most noticeable among these are: Sears, J.C. Penney, Target, and Kohl’s.  These stores have lost ground to discount stores and specialty stores(Dolbow 2000).  Department stores are struggling to maintain sales and profits.

J.C. Penney

  
J.C. Penney operates 1111 stores in all 50 states, Puerto Rico, and Mexico.  It sells home furnishings, apparel, jewelry, accessories, and shoes.  The majority of the Penney retailing space is found in malls.  They are struggling to remain in business.


Kohl’s


In the mid-tier level of department stores Kohl’s is the only store that is healthy (News 2000).  Kohl’s had sales of $6.0 Billion a year, operated in 26 states and is the fastest growing department store in the U.S. with 354 family oriented specialty department stores that feature quality, natural brand merchandise priced to provide value to customers.  They target middle-income consumers with moderately priced apparel, shoes, accessories and home products.  Kohl’s pricing and overall profitability is focused on maintaining a low cost structure.  Critical to this low cost structure are lean staff levels, sophisticated management information systems and operating efficiencies from centralized buying, advertising, and distribution. 


Target


Target Corporation traces its history to 1902, when George Dayton opened Goodfellows store in Minneapolis.  In 1962, the company opened its first discount store and called it Target.  In 1969, a merger formed the Dayton Hudson Corporation.  In 1978, the company acquired Mervyns and became the 7th largest retailer in the U.S.  In 1990 the company continued with its acquisition strategy and bought Marshall Field’s and Rivertown Trading.  The corporation changed its name to Target in 2000.  They are now the 4th largest retailing company in the U.S.  They seek to provide value to their customers through multiple retail formats ranging from the upscale discount to the moderate priced full-service department stores.  By the end of 2000, the company operated 977 Target stores, 266 Mervyns and 64 Marshall Field’s.  Target stores provide the majority of the corporation’s revenues.  They have been very successful in attracting the younger consumers. 


Sears 


Sears is among the largest of retail merchandise and services in the world. It employs more than 26,000 people worldwide.  Sears has both Full-line and Specialty stores.  There are 858 mall-based retail stores selling soft-line and hard-line items.  Their soft-line selections include: apparel and accessories for the entire family, cosmetics, fine jewelry, and home fashions.  The hard-line items sold include:  appliances, electronics, computers for home use, home improvement products, sporting goods, seasonal items and lawn and garden equipment.  Sears also operates 267 freestanding neighborhood stores operating under the Sears and Orchard Supply hardware names.  These stores sell Sears craftsman tools.  Sears also operates the Great Indoors.  These two stores are a prototype format for home decorating and remodeling.  There are 310 National Tire and Battery stores that sell and install tires, Diehard and other automotive batteries.  Sears has also become heavily involved in the service area with product services, installation of home improvements,  air-conditioning and heating systems, and installation service.


Specialty Stores


Specialty stores have seriously eroded the revenues and profitability of the traditional retailers.  They have become a very attractive choice for today’s consumer.

Circuit City

Circuit City is the second largest retailer of electronics behind Best Buy.  It operates more than 620 stores in virtually all of the top 100 markets in the U.S(Online 2002; Reporter 2002).  Circuit City is the leading retailer in the sale of brand name electronics, personal computers, printers, software, and facsimile machines.  Additionally Circuit City sells cellular phones, telephones, portable audio and video products.  Circuit City also sells major appliances including: washers, dryers, refrigerators, microwave ovens, ranges and entertainment software (Online 2002).
Best Buy

Best Buy is the number one consumer electronics retailer in the U.S.  They are the largest volume specialty retailer of name brand consumer electronics, home office equipment, entertainment software and appliances.  Best Buy started out in 1966 as an audio component systems retailer and by 1980 had expanded into video products. By 1989, they completely changed the format of their stores into a self-service, noncommissioned, and discount style sales environment.  During the 1990 and through the present, they

have continued to improve the format of their stores by improving their merchandising, signage and customer service.  They now have 490 stores in 44 states.
Gap


The Gap owns 4200 stores worldwide.  The chain owns Gap, GapKids, babyGap, Banana Republic and Old Navy.  Old Navy is its fastest growing chain.  All Gap clothing is private label merchandise made specifically for its chain stores. Nearly 90% of its clothing is made outside the U.S.  The company is in control all aspects of the retail operation including the design of the clothing and the merchandising within the stores(Online 2002).

Victoria’s Secret Stores

Victoria’s Secret is the largest subsidiary of Intimate Brands and is the number one specialty retailer of women’s underwear and bras.  They operate almost 1000 stores mostly found in mall locations.  The lacy women’s underwear is grouped in collections such as Body by Victoria and Dream Angels and appeals to younger fashion conscious women (Online 2002).

Discount Retailers


Discount retailers include Wal-Mart, K-Mart and Target.  The discussion here will be limited to Wal-Mart and K-Mart since Target has been previously discussed.


Wal-Mart


Wal-Mart is the world’s largest retailer.  Their sales are more than double Sears, J.C. Penney, and K-Mart.  They have 4150 retail stores.  These stores include discount stores, superstores (discount and food stores under one roof) and Sam’s member’s only warehouses.  Wal-Mart is the largest retailer in Mexico and Canada and they have expanded their operations to South America, Asia, and Europe. They are the most dominant force in the retail business.  They have made excellent use of technology in their logistics and operations and have collaborated well with their suppliers.  Because of their successes they have been able to maintain a competitive edge in the retail industry.  Wal-Mart’s management information system is the most sophisticated system in the retailing industry.  Within half an hour after the last store is closed the company is able to know the on-hand balance for each stock-keeping unit in each of its retail stores.

K-Mart


Kmart is the second largest discount retailer and the third largest general merchandise retailer behind Wal-Mart and Target(Reporter 2002).The company incorporated March 9, 1916 in the State of Michigan.  The first Kmart opened in 1962.  Kmart sells name brand and private label merchandise to mostly to low- and mid-income families. It has more than 1800 stores in all 50 states, Guam, Puerto Rico, and the U.S. Virgin Islands.  In January of 2002, Kmart filed for Chapter 11 Bankruptcy protection(Online 2002).
 


Category Killers


Category Killers include stores like Home Depot, Lowe’s and Office Max.  These retail establishments are entire categories of retail lines that are under one roof.


Home Depot


Home depot was founded in 1978 in Atlanta, Georgia.  It is the world’s largest home improvement retailer.  The company prides itself on the quality of service it offers customers.  They have more than 1000 stores located in 48 states, Canada, Argentina, Chile, and Puerto Rico and expect to have more than 2300 by 2004.  Home Depot serves the do-it-yourself market as well as the professional builders.  The company sells appliances, flooring, wall coverings, lawn and garden supplies, paint, tools, lumber and related supplies.  In the 1990s, while department stores struggled, Home depot grew rapidly through construction of new stores.


Lowe’s


Lowe’s corporation is the fourteenth largest retailer in the U.S. having more than 700 stores in 40 states.  Their annual sales are in excess of $18 billion.  Lowe’s has the industry’s largest superstore with more than 150,000 square feet of selling space.  They also serve the do-it-yourself market offering some 40,000 home improvement lines.  Lowe’s also grew rapidly during the 1990s building stores and increasing revenues and profits.


Office Depot


Office Depot is the largest office supply business in the world.  They sell office supplies in more than 1000 company owned and licensed stores worldwide.  In addition to office supplies, they sell computer hardware and software, furniture, printing and copier services, and art and engineering supplies(Online 2002). 
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