FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part Five: Mailing External Lists

Overheard at last year’s catalogue conference:   

“How did your Autumn lists do?”

“Lists never work for me,  but I always feel I should be mailing some,  so I do!”

Most cataloguers include some external lists in their circulation plans.   For some it is their main tool of recruitment.   For others it supplements advertising and in-house sources of names. In this article we put forward two very simple ways of  evaluating your list results so that next time you are asked, “How did your lists do?”, you can make a meaningful response.

1.
Relative Performance

When looking at your list results, do not view them in isolation.   If your catalogue is performing brilliantly with your buyers, an average performance from your rented lists may actually be disappointing.   If you have been following this series of articles you will know that my favourite measure of performance is Demand per book mailed.  We use this measure in this analysis when we compare Autumn 2001 with Autumn 2000.

In Autumn 2000  we mailed 10,000 books to List XYZ and achieved £2.00 per book.  We mailed the same quantity to the same list in Autumn 2001 and achieved the same result - £2.00 per book.

However, the results from our buyer file indicate that this list result disguises a weakening in performance from XYZ list.   Our 0-12 month buyers  (customers who have bought in the last 12 months) achieved £10.00 per book in 2000 but in 2001 the result was £13.33 per book.   This may be due to better product or creative or some other cause.   Whatever the reason, as long as it also applicable to the catalogues sent to the rented list we would expect an improved performance from that list.   We can summarise the result using ratios:

Autumn 2001

List XYZ
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0-12 months  £13.33

Ratio =    2        x  100  =  15.0
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0-12 months  £10.00

Ratio =    2        x  100  =  20.0
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In relative terms the list performance declined by 25%  (from 20 to 15).   The comparison to the buyers normalises the performance of the list, taking account of the performance of the catalogue as a whole.

This analysis can be conducted for every list and tracked over the time, identifying lists that are weakening or those that are showing good relative strength.

2.
Evaluate Lists by Loss (or Profit) per New Buyer acquired

When comparing one list against another Demand per Catalogue gives a rather simplistic view of performance.  After all, the reason you are mailing these names is to gain new buyers.   You should also be looking at how many new buyers you acquire and the costs of doing so..  I have found that the following method is a straightforward way of calculating the cost of acquiring a new buyer.   It takes into account the costs of lists, catalogues and fulfilment but assumes that each new buyer performs the same way in the future.   If you have the time, energy and enthusiasm for Lifetime Value Analysis then please go ahead and extend this analysis over a few more years of mailings.   I would rather play golf.

The following table sets out the analysis. The numbers are not intended to be benchmarks in anyway but rather serve as an example.

	
	Mailed
	Orders
	Response rate %
	Average 

Order
	£ per

Book
	Demand
	List Cost
	Profit

(Loss)
	Profit/(Loss) per Buyer

	
	
	
	
	
	
	
	
	
	

	List A
	10,000
	300
	3%
	£100
	£3.00
	£30,000
	£1,200
	(£1092)
	(£3.64)

	List B
	10,000
	300
	3%
	£90
	£2.70
	£27,000
	£1,000
	(£1703)
	(£5.68)

	List C
	10,000
	400
	4%
	£70
	£2.80
	£28,000
	   £100
	(    532)
	(£1.33)


We mailed 10,000 books to list A, assuming each buyer placed one order, the response rate of 3% produced 300 orders.  The average order value was £100 and the average demand per book was £3.00.   The total demand from this mailing was £30,000  (300 orders @ £100).   List A cost £120 per 1,000 to rent (total rental costs including tape, delivery and all selection charges).  The Profit/Loss figure is calculated as follows:

Profit/Loss  = Demand   -  (Mailing Quantity  x Book cost) - List Costs
Factor
The Factor converts Demand to Contribution  (see Article 2 in this series)

For List A the calculation goes like this  ( Factor is 3.7 , Book cost is 80 pence):

£30,000        -       (10,000 x  £0.80)   -    £1,200       =      (£1,092)
     3.7

Although List A produces most demand, the list is expensive and the average order high.   This loss per buyer is £3.64  (   £1092 /   300).   List B  has the same response rate but a lower order value.   Although the list is cheaper than A, the lower demand more than offsets this and results in a greater loss.   Since the same number of buyers is acquired the cost per buyer is higher, £5.68.

List C is the clear winner on the loss per buyer measure.  It has the highest response rate and although it has the lowest order value the low list cost results in a loss per buyer of just £1.33.

Why is the list cost so low?  List C is a swap.   Exchanging names with other mail order companies can be one of the best ways of growing your buyer file.  As you can see from the table, list exchanges start off with an automatic cost advantage of  at least £90 per 1,000.   Unless performance is poor this should put these lists near the top of your ranking.   Try it and see for yourself.
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