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The statistics are familiar to us all
by now. Despite centralized ac-
cess to store level data that was
only a dream ten years ago, in-
dustry sales efficiencies are still
hovering in the mid-30% range.
In addition to publishers spend-
ing over $1.2 billion annually
printing and distributing over 2.5
billion copies of returns, signifi-
cant non-value added handling
costs are borne by wholesalers
and retailers.

Sales Efficiency as a key indicator
for Goal (mis)Alignment

How many times have you been
in a meeting of industry partners
where in the middle of a con-
tentious debate, someone says
something like “Well, we're all
in the business of selling more
magazines” Then the debate
stops with everyone nodding
their heads in agreement, assum-
ing we all want the same thing. Is
that really true? Isn't it a bit more
complicated than that? In fact, |
believe that our mid-30% sell-
through rate points directly to a
structural misalignment of goals
throughout the supply chain,and
even between divisions of large
publishing companies. Many dif-
ferent people in the channel and
their respective goals influence
how many copies are printed and
how they are distributed. The
underlying motivation behind
that influence is often in conflict,
making what could otherwise be
a smoothly functioning supply
chain look more like a perpetual
tug-of-war.

“Most efforts to
improve efficiency
have been based on
the belief that
technology will
solve the problem”

Why the lack of industry-wide
progress?

We have more data than ever be-
fore. Many publishers have hired
top (and expensive) consulting
firms and analysts with advanced
math degrees. The industry has
spent millions of dollars in systems
development to use store level sale
data and demographic databases in
meeting consumer demand more
profitably. And yet, the industry ef-
ficiency needle hasn’t budged.
Most efforts to improve efficiency
have been based on the belief that
technology will solve the problem
—that more and more data, analysis,
advanced information systems and
statistical techniques in the hands
of smarter people will inevitably fix
whatever it is that's broken.
I would like to propose that the
underlying nature of the problem
(thus, the nature of the solution) is
not primarily mathematical or tech-
nological; rather, it is structural. I'd
like to suggest that we've been ask-
ing the wrong questions and look-
ing for answers in the wrong places.
Rather than primarily looking for
the magic formula in ever-larger

spreadsheets and databases,
honestly answering a few basic
questions will turn up some valu-
able clues on where to redirect
our attention and efforts:

1. How do I“win?”In other words,
what maximizes your personal
level of reward in the form of
compensation, recognition, and
career advancement?

2. How does my company win?
3. How do my trading partners
and overall industry win?

4. To what degree are the above
aligned? Where and when are
they in conflict?

5. When they are in conflict, do
you choose to act in your own
interest or in the interest of the
“greater good?”

Untangling the messy knot of
inefficiency

How do you know which thread
to pull on first when trying to
untangle the messy knot of inef-
ficiency?

Clue: Who profits from all incre-
mental sale, but bears none of
the incremental cost of draw or
returns? They would naturally
have the strongest incentive to
perpetuate the oversupply of
product by:

1. pushing as many copies and
titles into as many dealers as
possible.

2. maintaining the dreaded “cut
the draw, cut the sale” taboo that
rate-base fearing publishers are
reluctant to question or chal-
lenge.

3. treating every unit of sale as
equally profitable, because for




them it is...but not for others
that have to bear the associated
costs, especially publishers.

Consider the charts on the
right:

“Rational bad business”

Thisillustrates how publisherand
national distributor economic
incentives are in alignment up
to a point, after which they are
increasingly in conflict. It also il-
lustrates the powerful structural
influence that the traditional bro-
kerage rate has in motivating na-
tional distributors to perpetuate
systemic oversupply of product
into a channel of finite retailers
with finite merchandising space.
It is rationale for a business to do
whatever maximizes its profit.
Since national distributors earn
brokerage revenue on all incre-
mental sale, but absorb none of
the incremental cost associated
with achieving that sale, it is ra-
tional for them to apply resourc-
es toward distributing as many
titles and as many copies into as
many dealers as the marketplace
will allow.

As the charts illustrate, howev-
er, after a certain optimal point,
distributing more becomes bad
business for publishers, whole-
salers and retailers. It runs con-
trary to sound retail category
management practices and pub-
lisher marginal circulation eco-
nomics. While everyone is acting
rationally and in their own best
short-term interest, the resulting
structural misalignment of their
respective economic incentives
is compromising the efficiency
and long-term viability of the
magazine category at retail.

Publishers share the responsi-
bility for this model even though
it's their bottom-lines that are be-
ing hurt, and the future of their
retail sales that is being mort-
gaged. This is largely due to one
or more of the following factors:
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As print order for a magazine increases,
sales increase at a decreasing rate until
they finally plateau,

As print order Increases, both average sales %
and marginal sales % decline. Marginal sales %
declines at a more rapid rate, however.
Depending on overall publishing economics,
there is a “break-even point” past which all
subsequent incremental sale is not worth the
incremental expense.

For every 100 copies of incremental draw that
a publisher adds, the associated marginal sale
generated by that incremental draw becomes
smaller.

Since the publisher absorbs all of the PP&D cost,
as draw increases their average and marginal
profiticopy sold decreases and eventually reaches
a point where all incremental sale generates

an increasingly large net loss. For the national
distributor making a brokerage on all copies sold,
all sale comes at an equal lavel of profit. While it
varies by publisher, there is a point on the marginal
sales curve that represents an optimal balance of
sale and profit for the publisher. There is no such
point for a national distributor — more is always
better, so there is no such thing as "oversupply”.
In fact, national distributors have a financial
disincentive to improve sales efficiency.




MARGINAL BREAK-EVEN EFFICIENCY MATRIX
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« Most publishers don’t know their
own marginal breakeven sales ef-
ficiency - the point at which ad-
ditional sale comes at too great an
expense given their own circulation
and rate base economics. While the
cost and risk of missing rate base are
serious considerations, most pub-
lishers overcompensate by printing
too many copies and distributing
them to unproductive dealers that
have little or no rate base contribu-
tion. (See chart above.)

« Many publishers don't have ac-
cess to sales information which will
help them “manage at the margin”
by identifying segments of the busi-
ness which are below their breakev-
en threshold, then optimizing their
print orders and distribution guide-
lines accordingly. Of those that do

have access to this data, many still
rely on newsstand circulators or
consultants that do not have the
analytic skills to leverage the value
of the data. (See chart below.)

« Many publishers rely on their na-
tional distributor to set and manage
their print orders for them, while
other publishers expect their na-
tional distributor to maximize how
many copies they can distribute
into the retail marketplace.

« Publishers help perpetuate this
brokerage model with each new
contract or renewal, and often
evaluate national distributor effec-
tiveness based on dealer coverage
versus competitive titles, and how
many copies they can force into the
channel.
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The Imperative of a New Brokerage
Model

While the current brokerage rate
model is not the only driver behind
the complex issue of improving
sales efficiency, it certainly has one
of the strongest reinforcing influ-
ences in what is currently a positive
feedback loop of sales inefficiency.
At this point, creating a new bro-
kerage model which better aligns
national distributor and publisher
economic incentives will do more
to improve industry efficiency than
will the accumulation of more data
in larger databases. While databas-
es are invaluable tools, they alone
do not change behavior — chang-
ing economic incentives leads to
changed behavior, and databases
can be used to inform that behavior
in an effort to maximize the benefit
of the incentive. While creating a
more appropriate brokerage model
should be collaborative between
publishers and their national dis-
tributors, publishers have the great-
est incentive to take the initiative in
this type of reform. Measuring and
compensating national distributors
for their ability to help publishers
optimize sales at acceptable profit-
ability levels will:

« Lead to immediate and ongoing
sales efficiency improvements.

- Mitigate the problem (symptom,
rather) of overcrowded mainlines
and reading centers.

« Mitigate or eliminate the prob-
lems (again, symptoms) of prema-
ture returns and withholding.

« Lead to more structural alignment
in the economics and goals of all
channel partners.

« Convert the time and energy cur-
rently wasted in distribution tug-
of-wars with each other (internal
focus), and redirect it toward more
effectively competing with other
categories in the increasingly chal-
lenging battle for valuable retail
merchandising space (market fo-
cus).

...or we could just wait until retail-
ers and wholesalers force us to get
more efficient.




