ASS‘z‘ssl'f\em‘ A

CASE 4

=0 e week @

DAVID JONES IN 2012

o

Dallas Hanson
University of Tasmania

Introduction

In 2012 David Jones (DJs) was in a state of change, selling
branded goods to a good market segment and re-entering the
e-market. It was also in a good positon to look around and
assess opportunities in a broad marker that was in trouble,
with many firms struggling to sell goods at satisfactory

margins.

Early history
David Jones was founded in 1838 by Mr David Jones. The

original (and. interestingly, enduring) intention was to ‘sell

the best and most exclusive goods and to ¢z a stock that

embraces the everyday wants of mankind at large’! The store
was located in the centre of Sydney in George Street. This
was an excellent location in the growing colony and the store
prospered. In 1856 David Jones reured but a few years later the
organisation fell on hard tm he returned to restor
fortunes. Within a few years o

profitable.
His son Edward Jones |
leadership the George Street premises were remodelled along

ined the firm and under his

the lines of a European-style department store. There were
ehold furnishin,

the store also had

several floors of furniture and ho
well as imported clothing, a
first hydraulic lift. A profitable mail-order business was a
established

he end ¢ 3
manufacture at home, and it set up a major factory for clothing,

In 1906 it became a public com

the century, the company

abeth Street store was so succ
stores and eventually it moved the centre of 1
Sydney from George Street to the fring

After World War 11, David Jones became
fashion leader in Australia and became known for its fa
shows that highlighted the latest in European styles. T
post-war boom benefited David Jones and as its sales grew
it expanded numbers of stores, and by 1959 there were nine,

all in NSW? By the mid-1980s 1t had expanded into Victoria,
Queensland and South Australia. It had, however, failed in an
attempt to gain a foothold in the Perth retailing industr

The 1990s and Adelaide Steamship’'s

sad performance

In 1980 the Adelaide Steamship Company acquired a major
ones. In the 1980s and 1990s, using borrowed
O JCr&i(Ed n [he ‘d&.quSl[lOn ot
nlle Sleigh

interest in David

funds, the two companies

a range of other compames, including Peter
h and Company and Penfolds the s

s. The Melb ame after the acquisition

and rebranding of Buckley and Nunn, a

Martin’s department sto

urne move
d the Adelz

in 1985 atter DJs acquired the Jo

of the portfolio had to be sold
ply and the two cc ies were led into bankruptcy
as the end for Adelaide Steam
valuable brand and

which was deliste
while David Jones, with a excellent
store locations, was spun off :
mullion public float?

s a public company. In 1995

announced an AS8
In the late 1 the stores were again under threat and D]

back scheme to finance renovation

ain. It also re-entered the Perth markert

Aherns, one of the most prominent

the acquisition of
CEO Tideman

ans in tt
1, who drove the
ng move back into high-
!
ideman who had moved
made two other |

enda

the chain I >t Wilkinson a
the successful in-
store via ‘Foodchain,
basically creaung high-quality food boutiques. The 1dea of
e reliance on the traditional

successful moves, The first was to e

d halls into a full-scale food busine

this diversification was to decr
stores, and A$90 million was spent on the exercise before 1t
was realised that it had not worked and it was closed down?

2000 D ed into e-retailing with the launch of David
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Joues onle. This ‘chicks and mortar’ operauon (created out
of acquisition of an e-commerce website and TheSpot com)
was designed to revitalise the firm using the brand-supplier
relanonship to sell more goods at a higher margin® This
ininative also failed, and in three years around A$120 milljon
had been spent on a failed growth straregy:

The Mclnnes era
Wilkinson was replaced by 37-year-old Mark MclInnes, who
inherited a company with problems including a A$235
million loss 1n 2005 due to the e-commerce and Foodcham
falures, but at the core had 2 chain of well-performing and
nicely branded stores. His approach was simple ‘T cur all
the things that made us not who we are Foodchain, online,
expensive capital expenditure 1 said we are two businesses, a
department store and a financial services business. If we run
those businesses better we will profit ™
He had six months to show that he had a good strategy
and thatit could be implemented, and it started to work nside
that nme. He continued with the *home of designer brands’
strategy and signed up a range of designers o exclusive deals.
mcluding Wirchery and Lisa Ho, They were then used in
styhsh television ads, the 1dea was to make it clear that DJs
‘owned’ Australian fashion”
The focus on well-paid, brand-conscious professionals
was successful. This sirategy of high-margin, brand-driven
retatling has continued to pay off When Melnnes ook over.
the company had posted an annual loss of AS25 million
and its net worth was below zero. It 15 now, based on market
capitalisation, worth around AS2 5 billion and has delivered
shareholder returns of around 30 per cent every year tor the
past five years™ By the end of his renure, DJs was operating
37 stores and had 2009 sales of ASL986 bilhon It had
experienced reduced sales with the financial crisis of 2008-09,
bur had recovered by july-August 2009 DJs has also continued
to add brands to the stable and the stores are in good order
However, 1n August 2010 the commercially successful
Mclnnes resigned because of issues with mappropriate
behaviour' regarding a female employee who launched a huge
lawsuit aganst the company The new CEQ was Paul Zahra,
a very experienced retail manager. Stace 2010 he has been an
active CEO with considerable success in a bad market
The share price in November 2009 was A$508. n
November 2010 A$479, in November 201l A$338 and in
November 2012, AS2.43* The slump in share price reflects the
problems of retailing in difficult inancial times.
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Australian society and department stores

Austrahan society 15 well suited to the department store
concept. There are good numbers 1n the higher mcome
categories, as the bar graphs of mcome and wealth quinles
indicate {see Figures 1 and 2). {What the graphs do not make
clear 1s that incomes are steadily increasing)" Another point
is that shghtly over 90 per cent of Australians thimk they are
m the middle income bracket, while only 64 per cent see
themselves in the bottom 20 per cent and 07 per cent in the
top 20 per cent! This 15 a society that values the middle

Australianincome and net worth, 2009-10
The following two graphs summarise the income and wealth
strucrure of Australian society As they demonstrate, there are
healthy numbers of people at the top end of household income
and wealth (which includes housing and investments etc), but
there are also large numbers of pecple at the bottom end
Australia 1s a brand-conscious society and, as the Australia
Insntute argues, 1t 15 one in which pecple strive o be, 2nd
look, affluent™ The targer for DJs 15 very specific: women of
three generations (grandmother, mother and daughrer} with
househald incomes of more than $75000 per year, which 1s
wellinto the fifth quinule in Figure 1. According to DJs, thus 15
alarge group that has grown from 53 million o eight muillion
people since 2001" Generally speaking, this group hikes o

dress well and are willing to spend on new designer clothing
on a regular basis

Other players in the industry
Myeris a major player in the retaihng mdustry, DJs and Myer
are direct rvals and each needs as many customers from the
high-income cohort as they can get. Myer was started by the
Myer tamuly and 15 a Melbourne icon with a long history For
many years it was part of the Coles Group (swwhich also ovwned
a chain of stores including Kmarr, Targer and many other
firres). In May 2004 a new CEO took over, Dawn Roberrson,
an Amencan who had previously worked for Federated
department stores, operators of Bloomingdales and Macys.
She quuckly worked our that the strategy had been wrong o
that pont
Over the past tew vears Myers has had many
different straregies They e been npmarket. they've
been downmarker, they've been a litess le and
desunanon siore, they ve been a producriviey store
Threugh all of this they have lost sight ot whe
thetr customer was They were wrymg to be all
things o all prople*
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FIGURE 1

Distribution of gross
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She announced exciusive deals with Country Road (who
had been with DJs for 30 years), Cue and J-Lo. The strategy
was very promising, but the firm was sull not performing as
well as had been hoped, and w 2007 Coles sold Myer to a
syndicate that included parg of the Myer famly; in December
2008 Bernie Brookes took over as CEQ. He has a retarling and
matketng background and had worked at Woolworths in
the past.

Myer has done fairly well since. Tt now has 65 stores
and forecast a profic of A$100 million for 2009 on sales of
$3.27 billion. 1n late 2009 it Iisted on the ASX at A$4.10 but
quickly dropped to A$388. In March 2010 1t was A$3:35 and
in November 2012 A$198 after a year of hoveting around the
AS2 region. Their market capitalisation in November 2012
was AS13 million, similar to that of DJs. In 2011 Brookes was
given a contract extension until 2014 at a slightly increased
salary of A$18 milhon per year!"

Myer remained focused on customer satistaction and

position in society On their mvestor relanons site, the key
statement pur it this way:

We are focused on providing INSPITALON O
evervone, including our customers, our 12,500
team members, our 54,000 shareholders, our 1200
suppliers globally and the many communiries
that we engage with our strong brand. Myer s

a signuficant employer and has a long history of
philanthrops and local communmity engagement

Its approach 1s very like DJs. They are often located 1 the
same shopping centres or,as 1s the case on Melboure's Bourke
Street, night next door to each other. They both use glamorous
female models as brand ambassadors, spend big on above-the-
line advertising and artempt 10 nurture customer faichfulness
with loyalty programs?

Target (part of the Coles group, which now belongs o
Westarmers) 15 another compeutor but with a different target
market from DJs and Myer According to its stated aum, Target
is a mid-market department store renowned for delivering
to 1ts customers great quality and great-value apparel and
homewares'” There are 283 Target and Target Country stores
across merropolitan and regional Australia

Big W {which 1 part of Woolworths) is also in a broadly
defined department siore market and 1n 2011 had 165 stores'™
[ts new stores tend to resemble USAs Walmarr in size at around
10000 square metres of space Target appeals to budget-
conscious people generally, bur with offerings of unbranded
(or non-exclusively branded) merchandise 1o meet the needs
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of middle- to lower-income people (maimly the lowest to thi
quintiles).

Kmaruis stuck in the middle of this rangle of firms. It offers
reasonable quality clothing and other products at reasonable
prices. Kmart is a division of the Coles empure, itself part of
Westarmers, which 15 planning to put A$300 million into
Kmart over the next few years™ The operation is considered
to be ‘lacklustre’ and had been run down by Coles, bur with
refurbishment of stores and the construction of new stores 1n
good areas 1t could become more competitive

B&T, which claims to be Australias leading markering and
PR magazine, used a panel of experts to rate DJs and Myer on
markenng and sales strategies 1n mid-2012 They were scored
out of 20 on five cenrral aspects of the business. On ‘brand
ambassadors, Jessica Hawkins for Myer scored 18/20, while
Miranda Kerr for DJs scored 16/20 She scored well as an
internationally known person and was seen to be young and
attraciive, but lost because of some confusion about Megan
Gale, the ex-ambassador who was sull associated with the brand

On adverusing, Myer, who spent A$561 million in 2011
(down 9 per cent) was rated at only 12/20 because most of
the spending was on advertising discounts and most was in
newspapers. DJs also received 12/20 because the tagline “Was,
Is. Always David Jones' was regarded as muddled. One expert
liked 1t, however, since 1t recalls their past brand glory DJs
spent A$322 million on adverusing in 2011

On e-commerce, both were caught by surpnise and were
seen o be inadequate, Myer was rated at 11720 because 1t at
least had a net presence, but was very old-style — a net catalogue
basically. Djs was rated ar 6.5/20 because its site was unatrac-
uve, incomplete and very hard 1o navigate (and the hardest bic
was, bizarrely, the checkour). Essennally 1t was not operaung
a readily useable site. The capabilities for operanng 2 good
internet sales site are hard to acquire but given the nme that
e-commerce has been around it 1s nevertheless surprising thar
these organisations — and the rest of Australian retailing — 15 so
far behund best pracuce {exemnplified by firms such as Amazon).

For loyalty programs, Myer rated at 14/20 because of 1ts
45 milhon members ard nch voucher system. [t spent A$48
million on the scheme in 201, which reportedly prompted
shoppers to spend 38 umes thetr value redemption - a good
return for Myer. It has a smartphone app and is strengthening
s loyaly program, which 1s working and worth the effort. It
also produces rich data on clients that 1s useful for markeung,
The DJs loyalty program was ued 1n with American Express,

It ;5 one of the richest programs around, but holders also ger
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pownts from supermarkets and petrol stanons, and holders do
not have 10 redeem their points at a DJs store. DJs also has a
specific store card, but this does not have poines atrached to1t.
Overall, a score of 12/20%

The two big players in this industry therefore operate in
all major marketing areas, but differently (Myer ended up
scoring 55/100 and DJs 46.5/100). Target and Big W also run
markenng programs, concentrating on catalogues and appeals
to families. The broad rerailing industry 1n Australa 1s,
however, far behind internanonal standards on e-commerce.

The approach by these players to locating stores in the rotal
rerailing market 15 highly structured, as indicated by Figure 3

1t 15 clear from Figure 3 that DJs stores are extremely well
located for the high-income segment it targets, with Myer in
a stmilar but not quite as exclusive set of locations. Kmart,
Big W and Target are also located wathin reach of their (lower-
end) market segments. Target, however, has a good exposure
to higher-mcome areas and an excellent exposure to regional
(non-big-cuty) areas. This may provide it with an opportunity
to expand its market share Target USA may be a madel

for them: 1t is moving upmarker with branded goods via
advertisements in magazines such as the New Yorker, which
. appeals almost exclusively to the top-income/high-education
demographic. The 1dea s to carry on wath bread family appeal
but have selected high-end branded goods also available This
delwvers the shoppers who buy branded in some areas bur are
budget shoppers for maost items (this 1s a growing marker).

All players have benefited from changes to computer-based
technology that has made ordering, sales and warehousing

tE3 100%

casier. Gathering data on customers 1s also far easier with
pomnt-of-sale systems that collect scandard demographic
information. This allows targeting of sales to the small group
or even individual level

The GFC and strategies for DJs and Myer in 2012
The rerail sector in Australia has experienced considerable
problems related 1o the global financial crisis. There has
been a downturn 1n consumer expenditure and an uprurn
In consumer savings rates. In the first quarter of 2011, DJs
sales went down 11 per cent, and down 15 per cent on that
financial year. Zahra warned thar profits would fall 15~20 per
cent Myer also suffered falls in sales and profit, but to a lesser
exrent.”

In addition to losses of consumer confidence, rerailers
suffered from the move by many shoppers to online buying
New models of mternet trading had emerged with Londons
Net-A-Porter as the first mover Net-A-Porter’s insight was thar
the online experience needs to replace the champagne in the
change room at Prada and doormen and impeccable service at
Chanel on a computer'* It provided great boxes for products,
with ricbons and bows, and dressed up the mail experience
The innovator, Megan Quinn, has moved o Melbourne and 15
talking extensively about this new model.

By late 201l commentators were negative about the
industry; suggesting store closures and changes to the overall
cost base of DJs, Myer and the discount department stores=

DJs’ response to crists has been aggressive In March 2012
CEO Zahra released a three-pronged strategy: The first was a

100% 100% 100% 100%
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‘business as usual’ idea, optimising brands, cutung costs and
reinvigorating the *house of brands’ idea.

The second prong was to chase further sales growth by
adding six new stores to the network, building them where
populanons are growing and where people live Zahra claimed
they would add A$30 milhon to operanng profit, therefore
ymplying, at current margins, A$300 million in sales growth.
DJs will also refurbish their flagship stores in central Sydney
and Melbourne. (Myer will build 13 new stores and will end
up with 79 stores to DJs’ 42 stores.)

The third strategy for DJs 1s to become a multi-channel
business, going back into the online business and also adding
4 mobile-based mail ordet service, It is to increase products
offered online from 9000 to 90000 Thus is a big change and
needs a terrific web and social media presence.

In September 2012, DJs announced a 40 per cent drop 1n
profit on the basis of a bad year. 1t broke 1nto positive returns
in the second last quarter of 2012 after seven quarters In
dechine. Zahra, putting a brave face on this, said: "Were on
positive growth, our core competency 1n fashion and beauty 1s
doing well, but were sull having a rough ume 10 electronics.”*
Atthe same time, Myer posted a 03 per cent gain in sales after
eight quarters in the red.

So, it a bad time to be a retailer: they are all feeling pressure
and need to be lively in their responses. The consumer dollar
15 hard to get. Is DJs suite of new strategies enough? Can they
implement them? Is Myer bemer able to attack them now.
given they have more stores and grearer coverage of Austrahia?
Can Target, backed by Wesfarmers' cash reserves, steal some of
their market share?
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