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Virginia's Yarn Shop
By Melodiehttp://tuckersmallwood.com/edenphotos/edenphotos.html Philhours and William B. Olson, of Arkansas State University. This case was originally presented at a workshop of the North American Case Research Association. 'Virginia Reed" cooperated in the field research for the case, which was written solely for the purpose of stimulating student discussion. All individuals and incidents are real, but names and data have been disguised.
Virginia's Yarn Shop was owned and operated by Virginia Reed. Virginia, a fifty-year-old married woman, had opened her shop on October 22, 1986 after her three children had grown up and moved away. The shop was a home-based business located in a mature neighborhood of Paragould, Arkansas.
Virginia had taught knitting lessons around her kitchen table during 1985 and 1986 to approximately thirty students. "I had to send my students to Jonesboro or Memphis to buy yarns, so I saw the need for a good quality yarn shop here in Paragould," Virginia explained. In addition to the lack of a quality yarn source in the Paragould area, Virginia added "I have loved to knit since I was a young girl, and I wanted to make some money doing it."
So, she turned her den into Virginia's Yarn Shop. The size of this shop was 20 feet by 14 feet with a separate storage room measuring 6 feet by 6 feet. Virginia had opened the store with $2300 in merchandise inventory (wholesale price) which quickly grew to $8500 in yarn and knitting sup​plies. There were other home-based businesses in residential areas of Par​agould, and for a business such as Virginia's, zoning violations had historically been overlooked. Most of the town's expansion (including the new Wal-Mart store) had occurred on the other (west) side of town, but her customers seemed to come from all over this small Arkansas town.
Virginia knew a lot about knitting and people who knit. "Needlecraft is an art, an expression of love and creativity. It's an art that involves an appreciation of skill, quality materials, pride, and caring. An afghan lovingly crocheted by a grandmother for a newborn grandchild, a sweater knit for a husband, a shawl for an elderly aunt, or a sweater for the knitter herself are all expressions of such love, caring, and pride in this art," she
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explained. Virginia believed that the finished product of this art has per​sonal value far above the cost of the materials. "The thought, the effort, the time involved in the art gives the finished product life for the crafter," she said.
The basic techniques of knitting were simple and quick to master and had been around for centuries, but considerable practice was needed to achieve a quality hand-knit product and to work with reasonable speed. Until the past two decades, hand knitting was the only way to obtain a sweater with a hand-knit look. However, knitting machines had advanced to the point that it was almost impossible to discern a hand-knit garment from a machine, or factory, knit garment. This, along with the fairly rea​sonable prices of machine knits, offered a very valid alternative to hand knitting.
Virginia provided her customers guidance with the selection of yarns and patterns and also with the actual knitting. It is common to spend sev​eral weeks or months on a single sweater or afghan. Virginia said "People are busy! And when they spend weeks or months working on a sweater or afghan, they want a quality result. So I think they'll spend some money to use the quality yarns I have in my shop." Knitting can be a time-consuming and expensive hobby, so knitters must have the hours and the money to support it. The cost to hand knit one sweater can be $70 or more depend​ing on the type of thread used and the size of the garment made.
Virginia said "I want my customers to feel at home here," and every aspect of Virginia's Yarn Shop conveys this message. Virginia's knitting clas​ses were also social events; students became close friends while knitting their sweaters, afghans, and baby booties. She added "We just knit and visit and have a good time." Although most of her students were not beginners, they attended classes to visit and take advantage of Virginia's 25 years of knitting experience. Virginia's help with a certain stitch or the selection of yarn for a particular pattern could be very valuable to a knitter of lesser expertise. Regular hours for Virginia's Yarn Shop were 10:00 a.m. to 6:00 p.m. Monday through Saturday, with Virginia available for questions and ideas. Organized classes were held on Monday and Thursday nights and Wednesday afternoons for 2 hours each at a cost of $6.00 per session.
Virginia's Inventory
Yarns and threads used in needlecraft come in a great number of varieties distinguished by twist, weight, and texture. Twist refers to the weave of the yarn, whether tightly woven to produce a hard or tight feeling yarn, or more loosely woven to produce a softer, fluffier feel. The weight of the yarn refers to the number of strands used in its construction and the size of the yarn. The texture of yarn refers to its look and feel. This varies with the quality and design of the yarn. There are hundreds of textures in yarn, ranging from smooth to fluffy finishes in the more common yarns to almost anything imaginable in novelty yarns. Knots, bumps, loops, chunks, or tweeds were only a few of the novelty yarns. Acrylics and nylons were usually found in more common and inexpensive yarns, while novelty yarns might contain cotton, silk, lambswool, mohair, wool, or even metallic polyester.
Virginia's merchandise selection was extensive. Brands such as Bernat, Phentex, Patons, Tahki, Marino, Berroco, Susan Bates, Reynolds, and Brunswick were stocked at Virginia's. Furthermore, Virginia could order any yarns made by these companies that were not in her inventory and usually receive them within a week. Virginia's stocked approximately 25 dif​ferent types of yarns in a wide variety of colors. Prices varied from $1.49 for a 3.5 ounce skein of "Knit and Save," a 100 percent acrylic knitting worsted yarn, to S6.95 for a 1.75 ounce skein of Reynolds' "Fireworks," a gold or silver metallic polyester yarn. Of the yarns Virginia's could order, price ranged up to S16.00 for a 1.75 ounce skein of "Papyrus Multico" by Marino. To knit an adult-size sweater typically took ten to twenty 3.5 ounce skeins of a knitting worsted weight yarn, depending on the particular pat​terns and the weight of the yarn selected.
Virginia's stocked approximately 100 pattern and instruction books. She estimated that 95 percent of them were knitting books and the rest crochet books. Their prices ranged from $2.25 to $6.95. Virginia's also stocked an extensive selection of knitting needles, including bamboo, alu​minum, and circular needles plus the Susan Bates' Quicksilver needles, in a full range of sizes. Crochet hooks were also available in wood or metal, in 27 sizes. Other supplies including cable stitch holders, stitch count mark​ers, row counters, and yarn holders could be purchased at the shop.
Regional Shopping Area
Numerous marketing surveys showed that residents of Northeast Arkansas shopped in various locations, including Paragould, but also Jonesboro, Arkansas and Memphis, Tennessee, with a small percentage traveling fur​ther to St. Louis, Missouri and Little Rock, Arkansas.
Paragould was located in the northeast corner of Arkansas, in Greene County. It was bordered to the north by rural Missouri and to the south by Craighead County and Jonesboro, Arkansas. Memphis, Tennessee was located 90 miles to the southeast. The city' of Paragould had a population of 15,248, while Greene County had a population of 30,744. Throughout the 1980s, the population of Greene County had grown at a greater rate than the population of the state of Arkansas. The median household income in Greene County in 1986 was 518,776 ($8730 per capita), while that of the state was $18,353. The business district of Paragould was patron​ized by shoppers from surrounding, less populated counties, in addition to Paragould residents. Retail sales in Greene County had risen faster than those of Arkansas, with a 6.23 percent increase from 1985 to 1986. Per cap​ita retail sales in 1986 were $4067. The average housing price in Greene County was $36,000, with an average cost per square foot of $25 to $30.
Competition for Virginia's Yarn Shop in Paragould consisted only of the new Wal-Mart store. Wal-Mart stores had extensive craft departments stocking supplies for knitting, crochet, counted cross stitch, tatting, and a variety of popular crafts. In knitting yarns and crochet threads and yarns, Wal-Mart had a wide variety of colors but a limited variety of types of yarns. These yarns were sold at discounted prices, but the brands carried were considered by Virginia's customers to be of lesser quality than the yarns sold at Virginia's and at other craft and yarn specialty stores. For instance, pricing of Wal-Mart's Red Heart brand knitting worsted weight yarn was $1.00 for 3.5 ounces. The Sugar and Cream brand of 100 percent cotton yarn sold for $1.68 per 2.5 ounces. Other types of yarns were similarly priced.
Jonesboro, which had a population of 38,000, was considered to be a regional shopping district, with drawing power throughout Northeast Arkansas. Jonesboro, the home of Arkansas State University, had a regional medical center, a thriving industrial park, a major shopping center, several strip centers, banks, and major chain stores. Jonesboro was located 21 miles south of Paragould, in Craighead County, which had a population of over 70,000. There were two large Wal-Mart stores in Jonesboro, both with exten​sive selections of craft supplies. A small section of the Hancock Fabric Store in Jonesboro housed a yarn shop. Hancock's yarns were of a similar quality to Virginia's and were priced accordingly. Knitting lessons were also avail​able through Hancock, at $20.00 for four sessions. Hancock had approxi​mately 25 to 30 pattern books, 90 percent of which were knitting, the remainder crochet. Prices were not discounted in this shop.
The Needle Tree was also located in Jonesboro. It was primarily a counted cross stitch store, but did offer a limited selection of knitting yarns, patterns, and supplies. These were of a high quality and were not sold at discounted prices. The Needle Tree did not offer knitting instruction.
Memphis, Tennessee had a population of over 650,000, and was about one and a half hours from Paragould. Metropolitan Memphis had a num​ber of major shopping malls, many strip shopping centers, plus many spe​cialty stores and large chain stores. This area had considerable drawing power for the shoppers of eastern Arkansas, southeastern Missouri, north​eastern Mississippi, and perhaps even as far away as southwestern Kentucky. There were a considerable number of craft and yarn shops in Memphis which provided some competition for Virginia's Yarn Shop. There were sev​eral very expensive, very high-quality, specialty' knitting stores. There were also large craft stores with high-quality yarn and other craft supplies at slightly discounted prices. St. Louis, a larger metropolitan area than Mem​phis, offered even more variety, but the considerable physical distance did not constitute much direct competition for Virginia.
Lee Ward's and Herschner's were two major sources of craft supplies through mail order. Both these catalog retailers offered a variety of craft supplies, although primarily knitting and crochet yarns and paraphernalia. Their pricing policy was somewhat higher than a discounter, yet lower than Virginia's and other yarn stores. The quality of the yarns sold by both cat​alogs was comparable to that of Wal-Mart. A unique feature of Lee Ward's and Herschner's were "kits," containing prepackaged instructions and sup​plies to complete a single project. The kits were not usually lower in price than buying the supplies separately.
Virginia's Strategy
Virginia chuckled and said "my advertising budget is based on what's left over after I pay the bills'" She had rented a booth at the Greene County Fair for the past two years where she conducted a drawing for free lessons. The booth also displayed some of the items made by her students and pro​vided a free fact sheet on Virginia's Yarn Shop—merchandise, hours, les​sons, etc. This booth cost Virginia approximately $175.00. From the fair booth and a guest registry in her shop, Virginia had generated a mailing list which she thought would be useful in some way, but really had not used yet. She had advertised on a Paragould radio station, as a sponsor of a coun​try music hits countdown, but felt she did not receive any business from this. Virginia's had also advertised in the classified section of the daily Par​agould newspaper but was not pleased with the results of that expenditure either.
Virginia noted that additional sales were necessary to reach her income goals and was certain she would need to advertise to reach those goals. "I don't need to make a lot of money. I don't need a lot to live on, but I want to make a profit of about $10,000 a year, and I know I have to advertise and get more knitters in here." She felt her customers were the middle to upper income women. Many of her customers were retired school teachers and professional women. A few customers were working mothers in professional positions who knitted for relaxation. She had thus identified her target market, and felt that once she got them into her shop they would become repeat customers. However, she was not certain of the best means of advertising to this audience.
Virginia needed more income from the shop if it was to provide the equivalent of full-time employment, but was not sure that advertising alone would accomplish this goal. She knew that needlecraft projects took an extended length of time to complete, so purchases were not made often by a single knitter. Perhaps teaching more people to knit would expand her customer base. She also thought of expanding the scope of the shop, carrying more craft items and not concentrating solely on knitting. "I dream of having a full-line craft store, with cross stitch, sweatshirt painting, and lots of different kinds of craft supplies and lessons," she said. The 1988 Income Statement for Virginia's Yarn Shop is shown in Exhibit 1. Industry averages are shown in Exhibit 2.
"I know I could probably earn $9000 to $10,000 a year going to work full time in one of the factories, but I would probably have to give up my shop, and I love it. I know I'll have to stay with the business for a long time before I make much money. I'm willing to stick with it, although I'd hate for people to know how little I make right now."

EXHIBIT 1
Virginia's Yarn Shop Income Statement (for the Year Ended December 31, 1988)
Sales1
$10,075.35
Cost of Goods Sold
Beginning Inventory
8,890.63
Purchases 3,839.24
12,729.87
Ending Inventory
8,300.00
Cost of Goods Sold 4,429.87
Gross Profit
5,645.48
Operating Expenses2
Utilities
1,012.29
Miscellaneous (includes shipping) 1,606.04
Operating Expenses 2,618.33
Net Income
$ 3.027.15
\    Sales reported includes sales of merchandise plus revenue from lessons. Virginia estimates that merchandise sales consists of 75 percent yarn, 20 percent knitting and crochet needles and supplies, 5 percent pattern books.
2 No cash outlay for rent (firm is located in proprietor's home)
Source: Virginia's m-house bookkeeping records No balance sheet available Financed by owner's equity Assets consist only of merchandise Inventory is 75 percent yarn, 20 percent knitting and crochet needles and supplies, and 5 percent pattern books
EXHIBIT 2
Industry Averages
•
Gross Profit Margin
39.9%
Net Profit Margin
5.0%
Inventory Turnover
2.9
Inventory/Sales
33.9%
Source: Industry Norms and Key Ratios; Desk-top Edition; 1988-1989; Dunn & Bradstreet. (SIC 6949)
