Shops desperate for Christmas cheer

Prices are being slashed by up to 60 per cent as business attempt to reverse the recent slide in retail sales
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Consumers can expect bigger discounts this Christmas as retailers cut prices by up to 60 per cent in their December sales to compete for dwindling customer dollars.

With shoppers reluctant to spend, stores are cutting prices by 25 to 60 percent this year. Last Christmas, stores said they reduced prices by 20 to 50 per cent.

Hong Kong Retail Management Association chairman Yu Pang-chun said SAR shops were now holding a permanent sale.

“Giving consumer sentiment, retailers are doing different promotions and introducing sale periods literally all-year round.” Mr. Yu said.

“So no matter which way you dress it up, pre-Christmas, Christmas or post-Christmas, things are always on sale and Hong Kong’s still a shopper’s paradise.”

A spokeswoman for department store by 10 per cent more than last year because of increased competition.

“We are offering up to 60 per cent off this year because we need to have more attractive discounts to attract customers.” She said.

“We are having sales promotions which are heavier than last year, so we hope our sales are better.”

The store began reducing prices on November 14. She said the Christmas sales period was the same as last year.

Seibu is also following a similar sales period to last Christmas. The store started cutting prices on Thursday. Its discount rates are slightly lower than last Christmas, according to chief operating officer Sarah O’Donnell.

At Marks & Spencer, prices have dropped up to 25 per cent. However, spokesman Ko Wan-kit it was not a sale but part of the company’s reduced price programme launched in April. ”This now applies to our Christmas products and they have an even better discount margin,” Mr. Ko said.

The Body Shop general manager Karin Ong said the Christmas sales market was volatile. “If we provide the right offer it will attract customers because consumption power is still there,” she said.

“For instance, in October we held our 18th anniversary sale and experienced double-digit sales growth,” Ms Ong said.

“I think retailers will be offering bigger discount this year compared to last year because of the economic downturn. We don’t think the emphasis should be on discounts－they cannot last forever and people will come to rely on discounts so they won’t buy if there is no sale.”

Mr. Yu expected next month’s sales figures to be similar to the $15.84 billion taken last December.

“This is because we think the US and European economies will start to stabilize, and in Hong Kong conditions should also stabilize in the property and financial sectors.” He said. “Now with a clearer picture people will hopefully start spending… and we should see a gradual improvement in confidence.”

He added that because June to September this year had been slow months for retail sales, the association was hoping for an improvement next month.

Description:

Christmas is coming. Retailers are cutting prices of their goods by up to 60 percent in their December sales to compete for the weak customer dollars. The percentage decrease in prices in the sales are greater than that in last year’s Christmas.

Explanation:

Due to the economic downturn, shoppers are reluctant to spend money. In order to reverse the slide in the retail sales, retailers are cutting prices. According to the Law of Demand, when price increases, quantity demanded decreases, vice versa, ceteris paribus. Therefore, when the prices are cut down, the quantity demanded for the goods will increase and thus more goods can be sold. (Figure 1)

How can elasticity of a good affect the revenue of the department store? To analyze whether the goods are elastic or inelastic, we can take several factors into account: degree of necessity and number of substitutes. Firstly, goods in department stores at Christmas time are not necessities. It is because when the prices of the goods rise, shoppers can postpone their expenditure. Secondly, since there are a lot of substitutes, when prices of goods increase, consumers can shift their consumption to the other substitutes. As a result, we can conclude that goods in department stores are generally elastic. To maximize the total revenue, prices of goods must be lowered. In this way, the percentage increase in quantity demanded is larger than that of price. Gain is greater than loss and total revenue will be raised. (Figure 2)

As I have mentioned above, goods in different department stores are substitutes to each other. Competitions are thus vigorous. In order to compete for more customers, the lower the price you set, the more the customers you have. Take Sincere as an example. Due to the strong competition, Sincere is out- competed by other department stores, which have a greater percentage decrease in price than itself. This incident led to the increase in quantity demanded of goods in those stores (Figure 3). The demand for goods in Sincere is therefore decreased (Figure 4). To cope with the situation, Sincere had reduced its stock by 10% more than last year.

Big sales in department stores are common trend to compete for more consumers. Since the percentage decrease in prices among them is more or less the same, it may not be very efficient to earn a big profit in this way. In addition, the economic downturn hinders spending because at the moment people feel reluctant to buy as they don’t know what the future holds. Consequently, some non-price competitions are introduced, e.g., running loyalty programme, issuing coupons and interest-free payment. Moreover, some department stores even have promotions with credit card companies. Customers holding these cards can receive a discount when purchasing goods.    

Hopefully, with the increase in consumption expenditure, the GDP in Hong Kong will increase.
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