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In the past decade, traditional
retail has faced unprecedented
disruption. Consumers have more
choices, competition is increasing,
and convergence across industries
has changed business dynamics.
To remain competitive, many retailers
have shifted investment strategies
and are looking for new ways to
drive growth and profitability.1
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Metrics tell
the story ...
or do they?

Traditional retail success metrics—for
year-over-year growth and profitability, and
against competition—are becoming obsolete
in today’s digitally enabled economy.
The Internet has changed how business is done, but it hasn’t spelled the end
for traditional brick-and-mortar business. In fact, the marketplace has moved
past physical-versus-digital discussions to a channel-agnostic focus, enabling
consumer choice and enhancing convenience. Analysis of a recent consumer
shopping survey showed that as of November 2017, 75 percent of all in-store
retail spending was digitally influenced during the shopping journey.2
The impact of digital is amplified by the sheer number and diversity of
companies competing for the same wallet share, shifting the focus from where
transactions take place to issues such as capital deployment, investments,
and cash management.
Taking these advances into account, industry stakeholders should develop
new ways to measure performance and define marketplace success.

“While retail continues to evolve and adapt to changing consumer preferences and
new technologies, it is increasingly critical to develop newer, more relevant metrics
to accurately value and measure retailers. The current suite of metrics were built
for a time that no longer exists. The lines between channels have blurred beyond
recognition, making it challenging to properly attribute a sale with these outdated
metrics. As this work shows, we need a common set of updated metrics that more
accurately measures retailer performance and captures the full value
that retailers are creating.”
Matthew R. Shay, President and CEO, National Retail Federation
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What do
the metrics
measure?

As the retail industry evolves, so should the
parameters, mentality, and tools used to track
overall business health and efficiency. Traditional
retail key operational metrics, particularly those
reported externally, focus on two main areas:
Same-store sales: success of an individual store over a set time
frame (quarterly, yearly, etc.) to determine whether it is performing
above or below expectations
Sales per square foot: sales data compared to physical store
size to calculate the efficiency of sales considering the square
footage in a store
Other retail metrics, such as traffic, units per transaction (UPT), average unit
retail (AUR), and digital growth, may provide some additional perspective but still
miss much of the bigger picture.
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Changing
viewpoints

While still useful, these metrics
no longer accurately or completely
account for how business has
changed and is now conducted.
A growing number of executives
are realizing that changes should
be made to provide investors and
analysts with a more accurate
picture of financial and operational
performance and realities.
In a recent survey of 25 retail CFOs
and finance executives, Deloitte
found that these leaders are searching
for metrics that better reflect the
realities of their business: 88 percent
said they are rethinking the metrics
they need to accurately align to
cross-channel operations.3 Similarly,
only 32 percent of those leaders said
their internal metrics “really align”
with how they measure themselves
externally. Just 8 percent believe their
organization’s metrics are properly
positioned to address changes in the
retail environment.4
Simply put, traditional retail metrics
do not align with the configuration
of the industry today and are not
suited for the evolution we can expect
in the future. If today’s metrics aren’t
painting an accurate picture of the
businesses we’re trying to measure,
then the logical move is to change
our perspective.

Companies should
make fundamental
changes to how they
define success and to
what they measure.

Defining value
Until recently, most retail businesses
relied on a fairly traditional and
constant set of profit models to
generate revenue, including:
•• Core retailing (digital and physical)
•• Memberships and co-ops
•• Stores within a store
•• Financial or consumer services like
private label credit cards (PLCCs),
warranties, and installations
Today, however, convergence in
retail, competition, and the continued
blending of physical and digital
operations are driving businesses
to find new ways to create value for
consumers and stakeholders, while
capturing value for themselves
and investors.
We’ve witnessed a proliferation of
new business and profit models
focused on enabling consumer
choice and fulfilling demand.
Retailers and competitors from other
consumer-focused companies have
developed variations on subscriptions,
marketplaces, fulfillment as a service,
in-house ad and media networks,
web and cloud services, licensing
internal technologies, and venture
funds (see figure 1). In many cases,
these additional profit models can
help businesses improve their bottom
line and maintain their customer
base, but determining their true value
is extremely difficult with traditional
retail metrics.
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Figure 1. Retail models have evolved, creating a variety of profit drivers
Retail profit models
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As retailers shift focus to new
ventures, consumers, and channels,
the industry can no longer measure
performance as it did 20 years
ago. New metrics and benchmarks
are required for crucial aspects
of business performance, such as
capital deployment and cash flow
management. Moreover, traditional
metrics have evolved over time;
they are defined differently and can
have entirely different meanings
across retailers. The industry can
benefit from a new perspective
and consistency.
Changing the paradigm
For a clearer picture of the state
of retail metrics, it’s important to
examine how retailers perform across
all formats and stages of maturity and
to understand what drives value for
the enterprise and stakeholders (for
example, real estate partners, vendor
partners, and industry analysts).

a

|

If competing companies—no matter
where they are in their growth
cycle—are playing the same game and
vying for the same wallet share, then
performance metrics should use the
same set of rules and methodologies.
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Figure 2. Metrics used for company valuation across retailer maturity5
Mature phase

Growth

• Comp sales
Growth phase

• Sales/sq. ft.

• Sales growth

• Digital sales growth

Start-up phase

• Customer growth

• Margins

• Customer growth

• Digital sales growth

• EPS

• Sales growth

• Retention rate

• ROIC

• Funding/investments

• Margins

• Free cash flow

Time

Different metrics carry more weight
at different times in a company’s
development and should be given
more (or less) attention as enterprises
mature (see figure 2). For example,
start-ups focused on top-line growth
and attracting investor funding will
likely look closely at customer and
sales growth and be less worried
about the bottom line until they reach
the next stage of maturity. Businesses
in the growth phase start thinking
more about longer-term viability. Even
as they primarily focus on top-line
performance, they increase attention
to retention rates, margins, and cash
flows. When companies mature,
the conversation around success
changes again. Growth is important,
but the focus moves to year-over-year
performance, whether sales steadily
increased, and profitability and
earnings growth.

Rather than measuring these
companies differently, what if we held
all competitors to a similarly high
standard? What if we looked at how all
companies leverage their consumer
base, deliver on their core business,
and create a sustainable profit model?
What if we use metrics to see how
companies drive relevance, top-line
growth, and solid returns on capital?

The industry could
benefit from taking
a new approach with
critical comparisons
across metrics that
mattered in the
traditional stages
of maturity.
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Defining new
retail metrics

To successfully redefine retailer
performance measurements, the
industry needs a series of new metrics
that complement one another, and
not a single “silver bullet” metric.
To arrive at this conclusion, we
surveyed retail CFOs and executives
at leading retail companies, spoke with
representatives of leading retail trade
groups, reviewed annual reports,
and spent time with leading Internetbased and online start-ups to better
understand the metrics that matter
most to each group.
While many common themes
emerged, it became clear that no
single metric reflects the challenges
and value propositions of all retailers
today. Retailers across all sectors
and channels are less interested in
traditional financial metrics and
are more focused on a few
common themes: growth potential,
the consumer, profitability, investment
thesis, and the ability to invest in
the business.
Our findings indicate that retail
businesses should consider
adopting new, more comprehensive
metrics that better reflect current
challenges and are:
•• Holistic
•• Inclusive
•• Value driving
•• Operational
•• Balanced

8

Holistic
Channel-agnostic metrics
allow for a more complete view
of the organization

Inclusive
Addresses all business models,
retail formats, channel approaches,
fulfillment methods

Value driving
Incorporate the parts of the business
that drive value for an organization

Operational
Focus on metrics that reflect
the operations of the business,
not simply financial ratios

Balanced
Metrics that are balanced between
(1) growth and profitability
and (2) focus on recent performance
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Through our surveys and interviews of retail executives, it became apparent there should be a clear focus on value
creation and value capture (see figure 3). Further, new metrics can incorporate elements of well-respected value measures:
customer lifetime value and enterprise value. From these measures, we can focus on what is controllable by the business,
operationally relevant, and drives performance. Retail business leaders at all levels can see how their decisions have an
impact on these important metrics, and industry analysts can pay more attention to the areas that have an impact on
performance, value, and organizational health.
To achieve these goals, we believe businesses should focus on a balance of creating and capturing value:6

Figure 3. Creating and capturing value

Operational
metrics

Leading
valuation
approach

Value creation
Customer lifetime value

Cont.Marg.

Retail profit
per transaction

Creating value. Customer lifetime
value (CLV) measures how retailers
create value by acquiring customers
and capture value by sustaining
ongoing profitable relationships.7
Based on the core components of
CLV, we’ve developed two new metrics
that address the heart of retailer
performance, considering growth
and profitability:
•• Retail profit per transaction.
This metric captures how profitable
companies’ retail operations are,
on a per-transaction basis. It is
channel agnostic and applies for
all methods of fulfillment. This
measurement allows for a like-tolike comparison across companies
to see which organizations are
most and least efficient in
managing retail profitability in
each consumer interaction.

Value capture
Enterprise value

X

t=n

∑

Retention rate
1 + disc rate – retention rate

Unique customers
count (sales/
unique customer)

t=0

FCF t
(1 + disc rate) t

Revenue
growth (retail
and non-retail)

•• Sales per unique customer.
This addresses how much wallet
share retailers can drive across their
consumer base, through multiple
purchases per year or less frequent,
large-scale purchases.
Capturing value. Enterprise value
(EV) from a discount-free cash flow
provides a more traditional view of
business performance and company
valuation.8 From the core components
of this formula, we identified three
metrics that balance top- and
bottom-line performance with
investment efficiency:

+

TV
(1 + disc rate)n

Return
on invested
capital

Free cash flow

•• Return on invested capital (ROIC).
This focuses on the importance of
investing in modernization of current
operations to keep pace with
changes in the industry.
•• Free cash flow (FCF). This provides
insight into an organization’s
controllable cash flow reflective of
its current investments. This helps
identify how much money is available
to return to stakeholders and invest
in future operations.

•• Revenue growth. This provides a
top-line view that accounts for how a
company is growing across its various
operations and revenue streams,
including both core retailing and
ancillary models.
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Figure 4. Value creation and capture metrics
Creating value
Retail profit per
transaction

Sales per
unique customer

•• Dynamic
•• Consumer focused
•• Aligned to daily retail operations
•• Forward looking
•• Balance of top and bottom line

Free cash flow

ROIC

Capturing value
•• Dynamic
•• Drivers of enterprise value
Revenue growth

•• Holistic
•• Balance of top and bottom line

These measurements focus on how
retailers are creating and capturing
value and performing in key areas,
yielding a more comprehensive and
transparent view of performance
(see figure 4). With a focus on
operational metrics, leaders across
the organization can develop strategies
to have an impact on key metrics,
executives can address how different
initiatives are meant to influence
specific measures, and analysts can
question performance in areas that
matter most.
Creating a series of holistic and
balanced metrics includes a necessary
and beneficial tension. Each metric
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is important but not sufficient by
itself. They work together to provide a
comprehensive view of performance.
(See Appendix 1 for additional detail on
each metric.)
Through this system of connected
metrics, we can more accurately
reflect how a retailer is performing and
understand the unique aspects of its
profit model. Furthermore, as retailers
and consumer companies invest in
new approaches to creating consumer
value, these metrics can help them
understand how their organizations
are capturing and sustaining value
for stakeholders.
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A practical
demonstration

To illustrate our thinking, we’ve created a practical demonstration of how these
metrics can measure the relative value propositions and performance of three
consumer-facing companies at different stages of maturation and with three
distinct approaches to retail sales:
Traditional large format: A large-format retailer with 90 percent
of sales through a significant number of physical locations.
The company has invested heavily in digital operations and is
considering a platform for third-party sellers.
Digital direct-to-consumer (DTC): A digitally native, vertically
integrated DTC company focused on a single category. The
company uses subscription models and makes 90 percent of
its sales digitally. It recently opened several small format stores
and introduced products at select mass merchants.
Online focused: A major online retailer with 95 percent digital
sales. The company has diverse profit streams, including financing,
subscriptions, third-party sales, advertising revenue, and consumer
services. It invests heavily in supply chain and is looking to create
a physical presence.
Because of the diverse approaches of these retailers, traditional metrics do not
provide an effective way to assess the underlying profit propositions or overall
health of each business. However, using the new metrics outlined above, we gain
increased transparency into the underlying aspects of each business model. We
can develop a more complete picture of relative strengths and weaknesses, as
illustrated in figure 5 (see next page). These metrics reflect the emphasis of each
business in strategy and operations and how it is faring in a digitally disrupted
and evolving landscape of competitors.
Our proposed metrics can help an outside observer better understand
the effectiveness and outcome of each company’s strategic decisions. The
new metrics address various aspects of the business, rewarding success
appropriately and revealing areas that are lower or underperforming.
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For each business model below, we reviewed public financials across retailers,
analyzed industry and subsector benchmarks, and made calculations based
on Deloitte’s experience with different retail types.
Figure 5. Illustrative performance indicators using new retail metrics

Traditional
metrics

Company 1
Traditional large format
Retailer with 1,000 stores with
90 percent of sales from physical
locations; high digital investment

Company 2
Digital DTC
Digitally native, vertically
integrated with 85 percent
online sales

Company 3
Online focused
Online retailer with 95
percent digital sales and with
a variety of revenue streams

Sales/sq. ft.

Not enough information

N/A

Same-store sales

Not enough information

N/A

Newly proposed
metrics

Sales/unique customer
Retail profit/transaction
Revenue growth
Free cash flow
Return on invested capital
High performer:

		

Low performer:

Red fill reflects performance via traditional industry metrics, while green shows performance across new industry metrics.
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Developing a
comprehensive
big-picture
perspective

In this time of increasing disruption,
today’s retailers should develop
a detailed understanding of how
their business compares with
their previous performance and
against new competition, including
upstart retailers with increasingly
differentiated profit models.
Stakeholders should encourage the
industry to develop, implement,
and apply new, more detailed,
performance-oriented metrics that
can provide a holistic and channelagnostic view of their operations.
Companies should dig deeper into
their numbers to better determine
how and where they are generating
revenue, who their customers are,
and how they can drive additional
income from customer acquisition
and retention.

By adopting new comprehensive
metrics, companies can more
effectively determine their strengths
and weaknesses, and take the
necessary steps to build on success
and shore up any competitive
disadvantage. Further, by taking a
more critical look at the foundations
of their business, executives can
develop new plans for future growth
and success that will move the needle.
Convergence in retail is very real.
Traditional and new entrants to retail
are embracing innovative revenue
and profit streams. As a result, the
consumer has unparalleled choices,
stretching far past our traditional
definition of retail. Implementing and
holding true to a new set of metrics
should allow the entire industry to
more effectively assess value creation
and value capture.
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Appendix 1
New retail metrics
Why it’s important
Sales/unique
customer

Retail profits/
transaction

What it measures

What it doesn’t measure

•• Key valuation metric for growth
companies that brings a distinct
consumer focus at a time when
consumers have increased power

•• Retail sales growth and
market share

•• Profitability and margin

•• Provides a common way of
looking at all retail operations
across all channels

•• Retail profits, excluding
ancillary services

•• Unique customer counts
(acquisition, growth, retention)

•• Margins (including gross
and operating margins)
•• Fulfillment costs (shipping,
delivery, in-store, pickup)

Revenue growth

Free cash flow

Return on
invested capital
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•• Alternate revenue sources
outside of retail sales (e.g.,
third party, financing, fees,
subscriptions, memberships)
•• Alternate revenue sources
outside of retail sales (e.g.,
third party, financing, fees,
subscriptions, memberships)
•• Back-office expenses
•• Corporate overhead

•• A channel-agnostic view of top-line
growth from all revenue sources

•• Revenue growth for all retail
operations (online, physical) and
non-retail sales (memberships,
fees, and technology services)

•• Profitability

•• Provides insight into available
resources to fund future
operations and investments;
shows the amount of cash
available to shareholders

•• Profitability and investments
across all areas of the business

•• Specific retail
operations information

•• The company’s ability to
distribute earnings or reinvest
in the business

•• How cash is being used,
distributed, or reinvested

•• In the face of disruption,
consumer-facing companies
need to stay ahead of changes
in the industry

•• Efficiency in capital allocation
toward profitable investments

•• Investment types

•• The need to reinvest to drive
sustainable and profitable growth

•• Channel-specific sales
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