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Some General Facts about Holiday Retail Sales For ecasting

Holiday retail sales forecasting begins in eardesing the month of September. “Back
to School” and Labor Day sales are the early indisa Usually apparel sales perform better
during this period than during the holiday seasbhe day after Thanksgiving is the next big
indicator. The holiday shopping season usuallkpea the Saturday immediately prior to
Christmas. The majority of shoppers begin theliday browsing in October, but most begin
purchasing gifts in early November.

In 2008, holiday retail sales amounted to approxétyeb245 billion, a decline of about
2.8% from 2007 sales. Interestingly, this wasfitst time that retail sales have declined since
most observers have been tracking the numbers.

The other important holidays for retailers are Mwith Day, Valentine’s Day, Easter,

Father’s Day, and Halloween



Holiday Retail Sales Defined

Holiday retail sales are generally defined as ssioee sales made during the last two
months of the year (November and December). Téaies represent 25% to 30% of total year
retail sales. During the past 25 years or so,tsrofn these sales have been declining, indicating
deep discounting and increased competition for wmes dollars. It is interesting to note that
the figures published by the National Retail Fetienado not include gift cards (which are
counted only when redeemed), supermarkets, drugsstand home improvement stores.
Consequently, the published numbers are not ale@ysistent with retail sales reported by the

United States Department of Commerce.

The Timing of Holiday Retail Sales
Contrary to popular misconception, the Thanksgiwviregkend only accounts for about
10% of holiday sales (in 2008, shoppers spent anage of about $125 on holiday spending
during this weekend), while retail sales duringweekend just prior to Christmas represent
about 30% of holiday sales. Furthermore, the weteen Christmas and New Year's now
brings in about 10% of holiday sales. The Satutwfgre Christmas is usually the busiest
shopping day of the year, replacing the day afteariksgiving. This latter day is referred to as

Black Friday, allegedly so named because retaifgfit numbers are “in the black”.

Consumer Spending Patterns
The average consumer spends approximately $1,0@8gdhe holiday retail sales
period. This average is broken down as follow€i3@n family; $150 on friends; $50 on co-

workers; and $100 on others (clergy, babysitteas;hers, etc.).



Sales of hi-tech products have been vigorous duha 2000s. The latest tech toys
continue to generate interest — DVRs, flat screés, Boftware, gaming consoles, digital
cameras, cellular phones with the latest bellsveimdtles, etc. Apparel sales have been volatile,
losing some ground in 2001-2005, but showing sajrige in 2006-2008.

The percentage of consumers who shop in variowestgpstores is estimated to be as
follows: discount stores — 70%; specialty storé%; grocery stores — 50%; drug stores — 20%;
crafts or fabrics stores — 20%; online — 50%. Tiitagority of shoppers select their stores on the
basis of price.

There are often significant differences among #@ggans in the United States. Regions

include the Northeast, Mid-Atlantic, West, MidweShutheast, and the Southwest.

Gift Cards
Sales of holiday gift cards have been increasiagndtically — at about 15% per year. In
2008, sales of gift cards amounted to approximéai2¥y billion, and are now the most popular
category of present.
Interestingly, while Hispanics receive gift cardshathe highest average value of
approximately $70, the average is approximatelyf®6@frican-Americans, and only

approximately $40 for Caucasians.

Online Retail Sales
In 2008, for the first time ever, web sales deaditby about 2%, but still accounted for
approximately $28 billion, or 11% of total holidestail sales. This was up from 4% in 2000,

5% in 2001, etc. So, web sales continue to clinnishll represent a relatively modest



percentage of the total. Also, web sales have desappointing to e-tailers, who have expected
increases of 100%/year, but have only been reglinicreases of about 30% to 40% annually,
until the decline of 2008.

The Monday after Thanksgiving, referred to as “Gyldenday,” is the beginning of the
holiday season for web sales, when employees retumork and begin their online shopping.
Mondays remain the biggest day of the week and gategressively increase as Christmas
approaches.

Online sales usually top out on “Green Monday,”sbeond Monday in December.
Consumers should continue to be wary of doing mssion the web and (a) shop from e-tailers
with whom they are familiar, (b) stay with brickscamortar retailers that also do business on the
web, and (c) continue to monitor the security @itleredit cards.

The web continues to cut into paper cataloguessed¢her than mall sales. Most experts
now agree that the mall experience is here to stay.

Interestingly, when it comes to returned merchandishas been estimated that 12% of
all web sales are returned. This compares to 6papér catalogue sales and only 3% of in-store
sales.

50% of all web sales are made from companies wpos®ry business comes from their

bricks and mortar operations.

The Major Retailers
Luxury stores include retailers such as Neiman Mgrdlordstrom, and SakEhe
department stores include retailers such as JithegeMacy's, and Sears. The discounters

include retailers such as Costco, Target, and WaitMThe apparel stores include retailers such



as Abercrombie & Fitch, Ann Taylor, and Gap. Otsiares include Barnes and Noble and Pier
1 Imports. (See Appendix A for a more completerigsof select retail stores.)

In recent years, the discounters have done exltyensd (\Wal-Mart continues to
outperform its competitors). When the economyrisng, the specialty stores do well. The
converse is also true and the poor economy of 28p8cially hurt stores selling luxury items.
The department stores have not performed wellagareyears. (See Appendix B for a listing of

projected winners, maybes, and losers for 2009.)

The Recent Numbers

Holiday retail sales (in billions) and the percg@ancreases from the prior year (from
1999 to 2007) have been approximated as follows:
1999 = 183 (8.2%)
2000 =190 (4.3%)
2001 = 201 (5.6%)
2002 = 206 (2.2%)
2003 = 210 (5.1%)
2004 = 221 (5.7%)
2005 = 235 (6.4%)
2006 = 245 (4.4%)
2007 = 252 (3.0%)
2008 = 245 (-2.8%)

TheWall Street Journateports that in 2008 most retail segments on i@amatscale

were down. According to the report, sales of lyxtems, including jewelry, dropped a



staggering 35 percent; online sales were minug@pe footwear, minus 14 percent; men’s
apparel, minus 14 percent; furniture, minus 20 g@af;ovomen’s apparel, minus 23 percent; and

electronics/appliances, minus 27 percent.

Thelmpact of Inventory Levels
If retailers overestimate demand, by December &080o, they slash prices to unload
their inventory. If retailers underestimate demamwhsumers get few discounts. In either event,
those hard-to-get items, such as the "in" toysaiammpossible to find, and are rarely
discounted. In the past couple of years, retallax®e used high-powered software (similar to
that which the airlines use) to more accuratelgligtedemand. This has allowed them to

manage discounting better.

Variables Used in the 2009 For ecast
Numerous variables influence holiday retail sal€lese include:

» Consumer Confidence — its direction and variahiliBithough at one of its lowest levels
historically, there is evidence to suggest thahveg soon see a rebound. Interestingly,
however, surveys indicate that consumers expetttibg will cut back on spending (See
Appendix C for the results of one of these surJeys.

» Same store sales for recent months — their dirediod variability The numbers in
recent months have shown some slight improvement.

» Stock Market Performance (which captures the wesfligct on spending) - its direction

and volatility. Although not capturing all of its losses, the ketthas rebounded nicely.



Other Economic Indicators including more tenuously related indicators, sash
housing and automobilesThe latest numbers suggest that strength magtbening to
both of these markets.

Consumer Debt — interest rates, credit card debt] bankruptciesThese all have a

huge impact. Current interest rates levels anemély low, but credit card debt remains
high, and bankruptcies are problematic.

Political Climate — presidential politics are imgant. The election of a new president
usually creates optimism; however, in recent tithese is increasing pessimism over
President Obama’s ability to manage the federatidef

International Climate.What matters most is the public's perception of faeign wars,
terrorism, and foreign economic crises will imptoe United States. The wars in Iraq
and Afghanistan continue to plague the nation, foutLinately, there have been no recent
major acts of terrorism specifically targeting theited States.

The Weather.The northern portions of the United States shadéally be cold, but not
bitterly cold, and with no crippling snowstormshelother areas need no disturbances,
for example, earthquakes, floods, fires, hurricapés It is too early to determine how
or if this will be a factor.

The Day of the WeekThe day on which December 25th falls is importahis impacts
the number of shopping days before Christmas. llideatailers prefer that Christmas
falls on Sunday or Monday, allowing for weekendgbiag immediately prior.

Unfortunately, December 25, 2009 falls on a Friday.



The Forecast for 2009
Based upon the above observations, | forecashtii@lay retail sales will increase by
2% in 2009. | am guardedly optimistic that by NonNeer, when consumers begin shopping in

earnest, there will be modest improvement in tlenemy.
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Appendix A

Select Retail Stores

Luxury Stores
Neiman Marcus

Nordstrom
Saks

Department Stores

Dillard’s

J.C. Penney

Kohl's

Macy'’s (also owns Bloomingdale’s)
Sears (also owns Kmart)

Talbot’s

Discount Stores

Costco

Dollar General

Kmart (owned by Sears)

Target

TJX (A.J. Wright, HomeGoods, Marshall’s, TJ. MaXthe Maxx)
Wal-Mart Stores, Inc. (also owns Sam’s Club)

Apparel Chains/Teens

Abercrombie and Fitch

Aeropostale

American Eagle

Ann Taylor

Gap (also owns Banana Republic and Old Navy)

Hot Topic

Limited (also owns Bath & Body Works and Victoriac®et)
Pacific Sun

Electronic/Music Stores

Best Buy



FYE

Other

A.C. Moore

Barnes and Noble

Borders

Crate and Barrel

Michael’s

Pier One

Pottery Barn (owned by Williams Sonoma)
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Appendix B

Projected Winners, Maybes, and L osers

Winners;

Aéropostale

Big Lots

Buckle

Kohl's

Ross

Target

Urban Outfitters
Wal-Mart

ONOOAWNE

Maybes:

1. H&M - discount retailer teamed up with Jimmy Choo &n exclusive line being released
November 14, 2009.

2. Hot Topic - licensing agreement with Twilight movranchise with the second
installment “New Moon” being released November 2009.

Losers:

Abercrombie & Fitch

Gap Brands (Gap, Old Navy, Banana Republic)
Neiman Marcus

Williams Sonoma (Pottery Barn)

PwnNPE
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Appendix C

Survey Depicting Consumer Planning for 2009

Which of the following are you doing?
Consumers planning to spend less on holiday gifts this year

EB.T‘BL

Spending less on everyone

Only buy gifts on sale

Doing more comparison
shopping

Will buy for fewer relatives

Will buy for fewer friends

Doing more research online
before buying in-store

Buying fewer gift cards 24.3%

Making homemade gifts 23.7%

0% 20% 40% 60% 80%

source: BlGresearch, Consumer Intentions and Actions - JUL DS
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