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Understanding a store's sales per square foot is crucial for several reasons, as it serves as a key performance indicator
(KPI) that measures the efficiency of a retail space in generating revenue. This metric divides the total sales by the
square footage of retail space, providing insight into how effectively the retail space is utilized to generate sales. Here are
the key reasons why understanding sales per square foot is important for retail businesses:

1. Efficiency Measurement

e Space Utilization: Sales per square foot is a direct measure of how efficiently a retail store is using its space. High
figures suggest that the store is effectively utilizing its floor space to generate sales, whereas lower numbers could
indicate underutilized space or inefficiencies in store layout and product placement.

2. Benchmarking and Performance Comparison

e Industry Standards: This metric allows retailers to benchmark their performance against competitors and industry
standards. By understanding how their sales per square foot compare to others in the same sector, retailers can
identify areas of strength and weakness. It helps in determining whether a store is performing above or below
industry averages, guiding strategic decisions.

3. Inventory Management

e Optimizing Inventory Levels: Sales per square foot can influence inventory management strategies by highlighting
the effectiveness of product assortments and merchandising efforts. Stores with higher sales per square foot
typically have optimized their inventory levels and product placement to meet customer demand efficiently,
avoiding overstocking or stockouts.

4, Strategic Planning and Decision Making

¢ Expansion and Layout Decisions: For retailers considering expansion or redesign, sales per square foot provide
insights into how much revenue additional space might generate or whether a different store layout could
improve sales. This KPI helps in making informed decisions about store expansion, layout redesigns, and even the
closure of underperforming stores.

5. Rental Considerations

e Lease Decisions: Understanding sales per square foot is vital for negotiating lease terms or deciding on the
location of a new store. Retailers can assess whether the cost of leasing space is justified by the sales that the
space can generate. This metric is particularly important in high-rent areas, where maximizing sales per square
foot is critical for profitability.

6. Productivity Analysis

e Staffing and Operations: It can also help in assessing the productivity of staff and the effectiveness of sales
strategies. Stores with higher sales per square foot might be deploying more effective sales techniques, customer
service strategies, or store layouts that encourage more purchases.
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Step-by-Step Calculation of Sales per Square Foot:
1. Determine Total Sales:

e First, you need to calculate your total sales over a specific period. This could be monthly, quarterly, or
annually, depending on the analysis you want to conduct (typically, an annual sales figure is used;
competitive benchmarking is based on annual figures). The total sales figure should come from your sales
reports and include all revenue from goods or services sold, excluding returns and net of sales tax.

2. Measure Retail Space:

e “Retail space” is the total square footage of your overall retail space not just the space that is used for
selling. In another words, the total space that you have leased, regardless of how it is used day-to-day
(e.g., not just selling space but also space used for storage of inventory or administrative office space).

3. Calculate Sales per Square Foot:
e Finally, divide the total sales, for the period chosen, by the total square footage of the retail space.
Example:

Let's say your store generated $500,000 in sales last year, and the total square footage of your retail space is 5,000 square
feet.

Sales per Square Foot = $500,000 divided by 5,000 sq ft = $100 per square foot
This calculation means that for every square foot of your retail space, you generated $100 in sales over the year.
Interpretation:

e High Value: A higher sales per square foot indicates efficient use of space and good sales productivity. It suggests
that your store layout, product assortment, and sales strategies are effective in generating revenue.

¢ Low Value: A lower value might indicate inefficiencies in space utilization or opportunities to improve sales
strategies, product placement, or store layout to better capitalize on the retail space.

Uses:

¢ Performance Benchmarking: Compare your sales per square foot with industry averages or competitors to gauge
your store's performance.

e Strategic Decisions: Use insights from this metric to make informed decisions about store layout changes,
expansions, product mix adjustments, and marketing strategies.

In the retail industry, sales per square foot can vary widely based on location, product mix, pricing, and customer
demographics. However, benchmarks can provide a general guideline for evaluating performance. It's important to note
that these benchmarks can fluctuate due to external factors such as economic conditions, changes in consumer behavior,
or seasonal variations.
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What is a “good” Sales per Square Foot?

A good sales per square foot for a retail location would generally be one that exceeds industry averages or outperforms
direct competitors in similar markets. While specific numbers can vary, a good benchmark might range from $500 to
$1,000 or more per square foot annually (as of 2020, the average US retail sales per square foot was about $325). This
range indicates efficient use of retail space, strong customer demand, effective marketing, and product appeal. High-
performing retailers often benefit from prime locations, strong brand recognition, and a loyal customer base.

Factors Contributing to High Sales per Square Foot:
e Prime Location: High foot traffic areas such as city centers, malls, or busy streets.
e Product Differentiation: Unique offerings, high-quality items, or specialty items not readily available elsewhere.

e Customer Experience: Excellent service, appealing store design and layout, and a comfortable atmosphere that
encourages more frequent visits and purchases.

e Effective Marketing: Strong online presence, active social media engagement, and targeted promotions that drive
traffic to the store.

Poor Sales per Square Foot

Conversely, a poor sales per square foot for a retail retailer might fall below $250 per square foot annually. Such figures
could suggest several areas of concern, including but not limited to, inefficiencies in space utilization, lower customer foot
traffic, pricing issues, or product offerings that fail to meet market demand. It could also reflect a less than ideal location,
inadequate marketing efforts, or strong competition.

Factors Contributing to Low Sales per Square Foot:

e Suboptimal Location: A space that has layout configuration inefficiencies, low foot traffic, poor visibility or
inconvenient access can drastically affect sales.

¢ Limited Product Appeal: A narrow or unappealing product range, perceived lack of value, or quality issues can
deter repeat business.

e Poor Customer Experience: Inadequate service, uninviting store layout, lack of ambiance, even just poor lighting
can negatively impact sales.

¢ Weak Marketing Efforts: Insufficient marketing, poor online presence, or failure to engage with the community
can limit customer awareness and sales.

Conclusion

Sales per square foot is a critical metric for retail businesses, offering a clear picture of the store's operational efficiency,
profitability potential, and overall health. By understanding and optimizing this KPI, retailers can make strategic decisions
about store layout, inventory management, expansion, and operational improvements to enhance their store's
performance and competitive standing in the retail market. Also, it’s crucial for retail entrepreneurs to understand that,
while benchmarks provide a helpful guideline, the goal should always be to continuously improve based on their store's
specific circumstances. Because the retail landscape and consumer preferences evolve, regularly reviewing and adjusting
business strategies based on current trends and feedback is essential for maintaining and improving sales per square foot.

Note - this document is meant to be accompanied by oral commentary from a Harvard Business School alumni coach.
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