FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part Fourteen: The Four Seasons

The catalogue market is characterised by dramatic swings in sales from month to month.   We are all familiar with the surge of orders when a new mailing goes out but there has been little discussion about the impact of seasonality on mail order businesses.

This article is a first attempt at that discussion and raises issues for cataloguers to consider.

What do we mean by seasonality?

Many shop retailers calculate the seasonality of their businesses by comparing their total first half sales (usually Spring/Summer) to total second half sales (Autumn/Winter).  This is typically presented in % form. For example, 48%-52% means that 48% of sales occur in the first half and 52% in the second.   In most cases where the business relies on high Christmas sales the bias is towards Autumn-Winter.

This measure may also work well for a mature mail order company that is growing slowly.   However, it is inappropriate for young, fast growing catalogues.   For example, if you are in a market where seasonality is 45%-55% but your buyer file is growing by 25% season on season, Spring-Summer sales could easily exceed the previous Autumn-Winter sales.    Applying the 45-55 ratio in order to plan your sales would clearly be incorrect.

In this case a better way of measuring seasonality is by comparing circulation segments.   The 0-12 month buyer segment would be good for this purpose.   For example, if the average 0-12 month £/book is £9.00 in Spring-Summer and £11.00 in Autumn-Winter, the seasonal bias is 45%-55%.

Spring-Summer:           £9.00
    x 100 = 45

Autumn-Winter:      £11.00     x 100 = 55
                            (£9.00 + £11.00)




(£9.00 + £11.00)

This will give you a guide when planning future sales but do remember that it is based on historical experience.   An exceptional catalogue can distort the seasonality measure.

There is more to seasonality than just sales..   Advertising costs are typically higher in September - December than January -March.   This has little to do with catalogue factors but is driven by demand from other advertisers.    This can be good news for cataloguers with good Spring-Summer seasonality.   Lower media costs will reduce the cost per catalogue request and decrease the cost of acquiring new buyers by this method.

Implications of Seasonality

One of the main questions posed by seasonal variations is how to manage very busy periods and how to get through the quiet times.   

The biggest strain of busy times falls on the warehouse and call centre.   You must be able to achieve temporary increases in capacity.   Some businesses do this by hiring temporary staff or using overflow call centres.   These staff are unlikely to be as motivated as permanent staff and their unfamiliarity with your business can have an adverse effect on service levels.   There are also associated costs  of training and agency fees.

The first choice would be using existing staff and this is where it really does pay to have a flexible, part-time work force.   Extending the hours of current staff is the most efficient way of increasing capacity, particularly for small companies.

Look at the difference between these two companies:

Company A

5 Full Time Staff @ 40 hours per week
200 total hours

2 Part Time Staff @ 20 hours per week
  40 total hours






240

Company B

2 Full Time Staff @ 40 hours per week
  80 total hours

8 Part Time Staff @ 20 hours per week
160 total hours






240

Both companies have 240 hours of capacity a week.   If part time staff extend their hours from 20 to 40 for a limited period, Company B can increase capacity by a maximum of 160 hours (a 67% increase).   Company A can only increase part time hours by 40, a 17% increase in capacity.

In quieter times some important decisions must be taken .   Do you keep your permanent workforce busy by adding extra mailings?   Not necessarily.   Chasing sales that are not there can just result in increased losses.   First, you must make sure your overhead costs are as low as possible.   Second, encourage staff to take holidays in the quiet periods.   Third, if the telephones are not ringing, make sure staff are fully employed with all those house keeping tasks you never get round to doing in October/November.

For example, manual checking of customer records for inaccuracies, misspellings, upper/lower case inconsistencies and duplicates can easily be done by staff manning telephones at low volume times.   Plan your stock counts to coincide with such a period.   I am sure readers will think of many more tasks.

At this level of activity, compare the losses you make with what you might achieve if you did a mailing.

The most extreme comparison you can make is for a gift catalogue contemplating a Spring-Summer catalogue.   There are merits to putting out a catalogue if it maintains the recency of the buyer file for the big Autumn-Winter season and the business has a significant monthly overhead.   However, do not expect similar response rates and be careful about implementing expansion plans at the quietest time.  It is probably best to wait till the Autumn-Winter season when the target audience is more receptive to the offer.

Spreading the Risk
Related to this issue is the inherent volatility of sales from month to month.   This unpredictability  means that it is important to spread risk.

You should consider splitting the mailing of external names and advertising spend.   That way, if your first recruitment mailing lands in a very soft month  (September 1998, for example) you still have a chance to recover.   

Remails to the buyer file can be used in conjunction with promotional offers to help boost sales, clear surplus stock and generate cash.   However do not get carried away with mailing your buyer file to maintain sales at a permanently high level.   This is almost certainly wasteful.   You must let the sales curve decline before putting out the next book.   The optimal time between drops of the same catalogue to the same audience seems to be about 6 weeks.   Any shorter and you risk truncating sales from the first drop.   Any longer and you will not maximise total sales from the buyer file, particularly in the September to December period.

In the course of writing this article I am struck by the complexity of this topic and the need for some modelling and analysis to provide helpful tools for catalogue companies to take maximum advantage of seasonal variations and minimise the downside.   I may well return to this subject later in the year.   In the meantime I hope this season has been more up than down for your catalogue!
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