FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part One:   £ per Book and other measures of Mailing Performance

In this series of articles I will explain techniques that I have used over the years to uncover some of the mysteries of mail order.   You will be pleased to learn that I have a passion for simple, easy-to-apply techniques that get straight to the heart of the issue without requiring elaborate spreadsheet models and a Masters in Statistics.   All you will need is a calculator and the back of an envelope to follow the series.   I hope to appeal to all managers whatever their speciality because an understanding of these techniques will result in an appreciation of the workings of the whole business and that must be a good thing.

Although these techniques have been developed within the UK and US consumer mail order markets, I see no reason why they cannot be applied to other markets.   If any readers have done so I would be interested to hear what modifications were necessary.

Currently I am planning to cover the following areas - forecasting sales and stock, justifying advertising expenditure, comparing external list performance and evaluating tests.   I will try to respond to requests, so let me know if there are areas of specific concern.

This article and the next will start with some basics - how to measure the performance of a mailing and how to translate that performance into profit.

First, we must set out some definitions:

CIRCULATION
This is the actual number of catalogues issued to the target audience.   Some could be mailed, others inserted in magazines and some distributed in shops or other channels.   Typically the circulation figures will be broken down into circulation segments (previous buyers, external lists, etc.) 

In our example, the Circulation of the catalogue is 200,000.

ORDERS

This is the quantity of orders received for items in the catalogue, whether or not the items were available to send.

Some systems are unable to capture data on orders for sold out items.   This is a serious loss of information and makes comparisons between catalogues more difficult.   However, you can still use the orders received for in-stock items  for this analysis.

In our example the number of Orders is 16,000.

DEMAND

This is the Value of the Orders placed.    I find it best to express this inclusive of Value Added Tax (VAT) but exclude any Post & Packing Charges.   The latter should be regarded as a recovery of cost and not as a feature of sales performance.

In our example Demand is £800,000.

Now we can calculate the most useful measures of performance.

RESPONSE RATE

We define this as the percentage of circulation that produced an order.   Or in a formula:

Response Rate (%) = 
Orders
X
100





Circulation

Some people use the number of buyers instead of orders but I prefer not to lose the information about separate buying transactions that have been made at different times.   However, I would still want to know the average number of orders per buyer as this is useful for planning the circulation  for the next catalogue.

In our example the Response Rate is 8%.

8%
=
16,000
X
100



200,000

In the UK the Response Rate seems to be the most popular measure of mailing performance.   However, on its own I find it practically worthless as it only gives half the picture, as we shall see.

AVERAGE ORDER VALUE

This is the Demand divided by the number of Orders:

Average Order Value (AOV)  £ = 
Demand






Orders

In our example this is £50:

£50
=
£800,000



  16,000

The Response Rate and the Average Order Value are useful measures and should be calculated.   However, the single most useful measure is £ per book or,   as they say in America, $ per book.   We shall use it in almost  every article in this series.

£ per BOOK

This is the Demand divided by the Circulation.

£ per Book

=
£ Demand





Circulation

In our example this is £4 per book:

£4
=
£800,000





 200,000



Note that this does not mean that each recipient of the catalogue spent £4!   It's an average.   Some call it the Yield and express it as £ per 1000 books.   I prefer to stick to £ per book as it seems more tangible to talk about one book.

Note the relationship between the three measures:

£ per Book

=
Response Rate %
X
£ Average Order Value 

£4


=
8%


X
£50

This explains why the Response Rate is inadequate on its own.   Lets call our example Mailing A (response rate of 8%) and compare it to an identical mailing B (response rate 10%).

Just comparing response rates makes mailing B look a winner but we can easily construct results that say the reverse is true:

Mailing A



Mailing B

Circulation


200,000



200,000

Orders


16,000



20,000

Demand


£800,000



£600,000

Response Rate

8%




10%

Average Order Value
£40




£30

£ per Book


£4




£3

The higher response rate in Mailing B does not compensate for the lower average order value of £30.   Total Demand is £200,000 lower from mailing B.   The £ per Book measure demonstrates the better performance from mailing A - £4 versus £3.   £ per book comparisons can also be made between different segments and forms the basis of Recency, Frequency and Monetary analysis. There will  be more about  RFM in a later article.

Response Rate is still important because it tells you how well you have generated new buyers to mail in future mailings.   We will see an example of this later on in the series when we look at advertising for catalogue requests.   

Average Order Value  is important too because it can drive cost efficiencies in the fulfilment area.   Take 2 phone calls both resulting in orders for 2 items.   The order from Call A is £100 and from Call B, £50.

Call A




Call B

Time


 
3 minutes




3 minutes

Cost of Handling a call
£1





£1

Items 



2





2

Order Value


£100





£50

Cost as % Order Value
1%





2%

In the example the cost of taking a phone order worth £100 is the same as an equivalent order worth £50.   Yet the costs as a percentage of sales is only 1% for Call A, versus 2% for Call B.   Next time we will show how this translates into more profit.

Well, that’s enough analysis for one article.
I hope, if you have not done so already, that you can now go back to your last catalogue and extract the data for each of the segments and calculate  the Response Rate, the Average Order Value and most importantly, the £ per Book.   Good luck!
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