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The home stretch

In his latest column Lutz Muller examines how the US retail scene is shaping up as it turns into the home straight

for Christmas. ..

THE UPCOMING fourth quarter is
set to be the make-or-break period
for the retail industry. The November
and December shopping period
typically accounts for over 70 per
cent of toy shipments to retailers.
Given the current climate —
undoubtedly the worst since the
depression — how are toy sales likely
to fare this year!

The first metric is the Consumer
Confidence index. Adam York, a
noted economic analyst, commented
on the latest figures to come out:
“Consumers certainly appear to think

showed a sharp uptick in late
October (undoubtedly as a result of
the release of interesting new titles)
and the iPhone was very dynamic
(see figure 2).

I also looked at the web traffic of
Toys R Us, GameStop and Apple,
with very similar results. Basically,
this tells us the consumer is not
particularly motivated to think about
toys right now. Given that these
figures were taken from the end of
October, at a time when toy sales
should begin their steep ascent to the
mid December peak, this is not
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consumer interest in the category. |
compared toys with video games and
used the iPhone as a control group,
which is widely known to be a
particularly exciting product and one
unlikely to suffer from the current
economic malaise.

Toys in this comparison were as flat
as a pancake, whereas video games
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same time last year. The retailer
forecasts a major sales decline for all
categories, including toys, for the
fourth quarter.

The buyers at the large toy
retailers are reacting to this. They
can see from their own sales figures
that things are not going well on the
sell-through front. Two things appear

to be happening. One is that the
inexpensive toys, mainly private label
brands and the very strong branded
toys continue to do reasonably well
and the remainder of the market is
hurting financially.

The second is that only two
categories were still growing in
October — board games and pre-

school. Buyers believe the board
game category is growing because it
represents the best entertainment
value for families.

They are attributing the steady and
continued growth in the pre-school
category to simple fact that 4.5
million babies are born every year
into the US.




At this point in time, the buyers

count on a dismal fourth quarter and
the best-case scenario today, at the
end of October, is down five per cent
for the quarter.

This can stll change and one of
the key drivers for such a change will
be the price of petrol. If it does drop
down to $2 per gallon, as it seems
may be possible at the moment, then
things can turn around and we could
have a flat quarter rather than a
down quarter.

In recognition of this negative
outlook, the three major retailers
have decided on their strategies for
the remainder of the year.

Firstly, maintain a very sharp eye
on inventory. The buyers have been
told that their bonuses will depend
on the skill at which they manage to
strike the balance between shelves
and warehouses.

In practice, they continue to cut
full POs in line with sales
expectations for the strong brands
and for the cheap ones, but reduce
this to 65 per cent of expectation for
the non-promoted brands. In this
latter instance, they look to the
retailers to be able to ship the
difference in case things go better
than anticipated.

Secondly, expand the space
allocated to toys. Figure 3 shows how
the toy space allocation has
progressed so far this year.

Thirdly, begin expanding the
number of end-caps and aisle caps
devoted to the toy category. Figure 4
shows how end caps and aisle caps
have progressed so far in 2008.

Finally, allocate endcaps and aisle
caps in proportion to success
potential. Figure 5 shows how the
various key vendors have participated
in endcap/aisle cap allocation so far.

What this tells us is that Mattel
and Hasbro, with 35 slots each, are
approximately on par in terms of
their sales potentials (with Mattel
now catching up with its competitor,
having lost pre-eminence since the
middle of the year).
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Jakks and Lego are proving to be
the distant runners-up with around
ten slots each. Given the fact that an
end-cap generates as much business
as an aisle and an aisle cap as much
as four end-caps, who they are
allocated to will be a major indicator
for success or failure during the
fourth quarter.

Last year Wal-Mart's strategy to
drive traffic to its stores used toy

specials as the main attraction, in the
hope that consumers would then stay
to buy other products as well.

Toys R Us and Target will emulate
Wal-Mart this year and we can look
forward to a pretty interesting time.

The main tool for all three will be
promotional prices. Toys R Us, for
instance, will be slashing prices on
more than 300 of its toy items. Wal-
Mart and Target have their own list

US
of special prices numbering hundreds
of SKUs each.

Also, you can expect very heavy
media activity to accompany these
price cuts. For instance, Toys ‘R’ Us
begun to roll out a holiday shopping
television and radio marketing
campaign in late October.

The advertising promotes the
retailer’s stores and e-commerce sites
as places “Where kids are a big deal.’
Television spots began to air on more
than 20 major television and cable
networks on October 22nd and will
continue through the holiday season.

As for Wal-Mart, it has also
already begun its holiday shopping
push by putting the focus in its TV
spots on the positive impact of its
discount prices: More cash in its
customers’ pockets to make their
Christmas giving go further.

The ‘Save money. Live better’
concept is the for the first ime being
used in the context of a holiday
campaign and you can expect very
strong exposure particularly
beginning just prior black Friday to
Christmas day.

Target has not yet unveiled its
advertising program for Christmas
2008 but we can take it as read that
it too will take a very aggressive
stance towards toy advertising this
year, unlike last year when it basically
wrote toys off and paid the price in
same-store sales in the fourth quarter.

Also, given the economic climate
right now, I expect it to emphasise
the pay less part of its ‘Expect More,
Pay Less advertising slogan.
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