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Filling the Newspaper Gap

Newspapers across the country are closing, leaving retailers with fewer promotion opportunities.
More than 70 newspapers have closed their doors for good in 2009 aone. Those that remain are
left with declining readership and slowing ad sales. Where does that leave retailers that may rely
on newspapers as a marketing channel? How can retail marketers get their messages to
geographically concentrated target audiences and drive sales — without blowing their budgets?
Where can retailers find the resources to fully target and execute direct communication
strategies?

This paper discusses the benefits of, and best practices for, incorporating targeted resident mail
into a multichannel marketing promotion to help retailers off-set the impact of lower newspaper
circulation by using a comprehensive set of U.S. addresses to pinpoint the most valuable
consumers. The paper concludes with a detailed case study showing how one retailer
significantly improved response and customer acquisition by blending targeted mail with
newspaper marketing.
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Introduction

“According to a new report from the Audit Bureau of Circulations, for the six months ended
March 31, 2009, the largest daily newspapers are losing subscribers at arecord pace, with
circulation down 7% compared with the same period in March 2008. For Sunday newspapers,
circulation was down 5.3%.” Inits May 8, 2009 e-newsletter, the Center for Media Research
reported this finding, and went on to add that, “In addition to sinking circulation, newspaper ad
revenueis plunging.”*

The combination of falling circulation and lower ad revenue is prompting metropolitan
newspapersto close, cut circulation, and/or file bankruptcy. Retailersthat have relied on
circulars as an inexpensive way to reach a mass audience in key geographic areas are forced to
consider other approaches for getting their messages delivered.

For retailers with time-sensitive advertising messages, targeted resident mail can provide an
effective and efficient way to reach customers in specific neighborhoods, even specific streets and
homes. Targeted resident mail leverages the most comprehensive set of deliverable U.S. mailing
addresses to target customers viaadirect mail communication. In fact, agrowing number of
national and regional retailers are using targeted resident mail as anintegral part of their
multichannel marketing efforts. But making the most of targeted resident

mail requires:
= “The Sun-Times

Media Group which
presides over the
Chicago Sun-Times

Exploiting customer data to uncover aclearer understanding
of customers

Understanding geographical nuances among customers

Generating a compelling val ue message to engage customers
with relevance

and 58 other
newspapers, has filed
for bankruptcy. It's

Ensuring campaigns are measured and tracked for maximum LTEE?;%?&?&?
Return on Investment (ROI) months to seek
Using techniques and lessons learned to improve future protection from
campaign performance creditors.”

o . , . , Jon Friedman
Aligning the business with effective strategic partnersto M arketWatch,

maximize campaign success

Current Market Challenges

Today’ s economic pressures present many unigue challenges for retailers. For one, consumers
are spending less, which meansit isincreasingly difficult to drive store traffic and make sales.
Asaresult of top-line sales continuing to decline, retailers across the nation are forced to do
more, but with less. Asgreater emphasisis placed on budgetary cost savings, marketers are
seeking cost-effective ways to drive store traffic and speak to customers.

Secondly, akey promotional channel for many retailersisat risk. The very existence of
newspapersisthreatened. More than 70 newspapers have closed in 2009 alone. Those that

!« Newspaper Circulation Skids,” Research Brief, Center for Media Research, May 8, 2009.
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remain are left with declining readership and slowing ad sales. Consequently, retailers that do
rely on newspaper circulars are losing coverage, often around problem stores. With less reach
than previously available, newspaper marketing isincreasingly losing its effectiveness as a stand-
alone promotional channel. Also falling victim to the economy, stores that once performed well
are now closing or relocating.

As these changes shift customers, there is a greater need to understand the impact on trade areas
affected. Astrade areas become redefined, opportunities are emerging for store openings and
other promotionsto seize the customers of former incumbents. But the competition is seeking to
capitalize on these very same opportunities, placing greater emphasis on the necessity to ramp up
promotional efforts.

To promote effectively, marketers will need a better understanding of media choices and targeting

to determine their mediamix. According to arecent Aberdeen Group report, “Best-in-class
companies are reevaluating their mediamix. More than 75% of best-in-class companies are

shifting their media spend in one direction or another.”?

When traditional channels such as newspapers and marriage mail lose
coverage, their cost-per-impression grows. What's more, these
channels don't easily help marketing messages to stand out. Direct
mail appears to be a good option, but with postage rates on the rise
(again), retailersneed to find a way to continue reaching lar ge yet
targeted audiencesin specific geogr aphical areaswith direct
messages at an improved response rate and reduced cost per sale.

Compounding these challenges is the decline in the numbers of
experienced marketing staff available in-house to retailers. Asin other
sectors, revenue declines have forced retailers to reconfigure marketing
departments, and most often practice the “ do more with less” mantra,
both in terms of budget and staff. Thus, at atime of both
unprecedented challenge and opportunity, many retailers find
themselves searching for both an effective strategy and the resources to
execute it. These resources need to work in short timelines and
support full campaign execution — from targeting to in-home delivery.

“In the last two years,
we experienced the
rare trifectaof a
dramatic declinein
revenue, the worst
economic crisis since
the Great Depression,
and a debt structure
out of line with
current economic
realities.”

CEO Brian P.
Tierney,
Philadalnhia Media

Although market conditions are certainly in flux, there exist opportunities for retail marketers
looking to get their messages delivered in a cost-effective and efficient way.

Market Survival Imperatives

In the face of these many challenges, what can retail marketers — those with brick-and-mortar
locations and virtual storefronts alike — do to survive? Their marketing imperative isto find:

A profitable way to drive traffic and speak to customers

An effective set of mediums to replace or augment waning newspaper marketing

A marketing channel that is easy to track, measure, and customize based on geography

2« Top Performers Use Five Battle-Ready Marketing Tools to Combat the Recession,” Aberdeen Group,

March 2009.
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Accessto inexpensive customer data enhanced to meet new program requirements
An aggressive promotion strategy that thwarts the competition
A way to capitalize on competition that is going, or has gone, out of business

Marketing resources to help plan and execute programs in the face of internal staff and
budget reductions

In short, retail marketers need to focus on multichannel marketing messages, being careful to
understand the value of message and brand. At the same time, they must know that thereisa
viable option availablein outsourcing. Retailers should also make plansto focus on those
competing brands that are going out of business by targeting their customers and prospects
immediately. A solution marketers should include in the marketing media mix is targeted
resident mail.

Targeted Resident Mail vs. Newspaper Advertising

Many retail marketers are looking toward resident mail as an efficient, cost-effective approach to
reaching specific neighborhoods and addresses with precise, timely, targeted messages.

For those retail ers that are currently utilizing newspaper Run of Paper (ROP) or insert
advertising, targeted direct mail can provide heightened benefits with a more attractive ROI.
According to the Direct Marketing Association’s (DMA) Response Rate Trends Report, direct
mail provides a higher response rate and higher revenue per thousand than newspaper insert
advertising.®

Responsevs. Cost for Direct Mail and Free Standing Insertsfor the Retail Industry
Rev /
Response Rate  Thousand Average Sale Value
Direct Mail 2.15% - 6.15% $2,755 - $6,707  $96-$128
Free Standing Insert (FSI) | 0.03%-0.49%  $164 - $555 $68-$112

Additionally, direct mail offers the ability to track both the deliverahility of the physical mail
piece as well as offer redemptions via on-piece barcodes. This granular level of accountability
makes it easier to track a campaign’s performance and provide insight into how to improve upon
future campaigns.

Direct mail also is more targeted than newspaper advertising. Most newspapers can only provide
avague demographic description of their subscriber base and no insight into the readers who
purchase the paper at a newsstand or other outlet. This|eaves marketers without a solid
understanding and assurance that their marketing message is reaching the applicable target.

® Response Rate Trends Report,” Direct Marketing Association (DMA), October 2007.

Filling the Newspaper Gap: Engaging a Mass-Targeted Audience 4




A Harte-Hanks White Paper

Unlike the genera customer overview newspapers provide, direct mail enables marketersto
complete a more thorough customer analysis to drive and support campaign efforts.

The customer profile analysisthat direct mail can provide: ;
“Best-in-Class
Identifies prospects primed for business retailers are separating

Provides a fresh perspective on defining attributes that their most profitable

“pop” within acustomer base ETE L e ,
creating customized
Uncovers trends that may not have been previousy marketing programs to
identified build deeper
relationships.”

Improves overall marketing focus and communication

effectiveness Aberdeen Group

Resear ch, State of
While targeted direct mail marketing has characteristics that enable | the Market: Retail
it to out-perform newspaper advertising, ultimately the majority of Survival Strategies
marketers find that incorporating a variety of channels works most for 2009.
effectively. December 2008

Best Practices for Using Targeted Resident Mail

For those retail ers without a customer database or the ability to capture customer information at
point of sale, targeted resident mail can help build greater awareness of brands in the marketplace
and drive consumers to retail locations or to Web sites. For marketers with customer databases,
targeted resident mail easily blends with customer files to deliver retention, cross-selling, and
prospecting messages to different customer segments simultaneoudly.

The following best practices and processes for resident targeting define what Harte-Hanks terms
the “Market Select Process.” Together, they enable retailers to maximize the impact of marketing
spend in the medium:

Customer profile analysis — Devel op a descriptive customer overview of both
demographic and psychographic data linked to a physical location to clarify itsvaue asa
geographic area of interest.

Trade area development — Assign a store to each carrier route and evaluate the
penetration of the market or store using the presence of customer look-alikes and product
demand in each route. Thiswill help to quantify the potentia value of each route.

Targeting algorithm — With the trade area data in place, apply aranking and scoring
scheme to al carrier routes in the trade area, basing scores on store history, presence of
customer look-alikes, and product demand.

Newspaper overlay — Evaluate the coverage of newspapers as compared to the trade or
market areato determine gapsin trade areas of higher value.

Marketing or mailing strategies — Based on insights from the above activities and
available customer data, develop strategies for targeting existing customers and acquiring
new onesin the target trade areas.
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Campaign execution — Prepare direct mailing campaigns using awell poised,
strategically located production network to leverage efficiencies, improve deliverability,
and reduce costs.

Response analysis — Evaluate campaign performance to mine promotions for further
customer insight and identify missed opportunities.

Retailers can also use customer data to determine who to mail to, rather than mailing to every
household within a geographical location. Through customer profile creation, only those
prospects similar to existing customers may be targeted. Aligning geographies while newspaper
coverage is decreasing can be an effective targeting tactic and, in cases where a newspaper is
known to be struggling, can prepare aretailer to address adrop in coverage preemptively.

Turning Challenges into Strategic Solutions

Targeted resident mail provides marketers the opportunity to address critical challenges they face
today. Specificaly, targeted resident mail enables marketers to engage high-value shoppers
relevantly and cost-effectively while satisfying the following key business objectives:

Driving store traffic — Challenged with the ability to reach customers and prospects
simultaneoudly without relying on a cluttered medium such as marriage mail, targeted
resident mail drives store traffic by selectively penetrating the highest-performing
geographies while leveraging direct mail efficiencies to reduce costs. In addition to
honing in on a competitor’s prospects and customers, retailers also find targeted resident
mail to be anideal method for announcing and generating enthusiasm for grand openings
and other special events among existing customers and prospective shoppers.

Selecting the proper media mix — As more emphasis is placed on ensuring advertising is
reaching key demographic targets, particularly as newspaper coverage is waning, targeted
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resident mail provides a platform for customer and media mix anaysisto determine the
proper direct strategy, reach, and density.

M anaging ever-changing trade areas — While the economy continues to réttle the retail
industry, with stores opening, closing, and rel ocating, it becomes more difficult to keep
on top of customer shifts by store or market. Targeted resident mail enables a snapshot
of sales and distance analysis for budget alocation and impact on marketing efforts.

Choosing the right partners — As marketing organizations are forced to look outside their
four walls for help planning and executing marketing initiatives in the wake of staff and
budget reductions, aligning with effective partnersisvital. Ultimately, atargeted mail
partner should bring significant industry expertise and full-service capabilitiesto alleviate
the headaches and digointedness that often result when trying to coordinate multiple,
external vendors.

Targeted Resident Mail in Action — a Case Study
The following case study demonstrates the application and impact of targeted resident mail.

A specialty retailer with more than 160 store locations nationwide was using mass mediato help
acquire new customers, as well as communicate with existing customers. Therretailer was
interested in refocusing its marketing efforts, and wanted to explore and test a more targeted
approach using direct mail.

With more than one million customers on file, the retailer’ s goal was to acquire new customers,
increase visits among existing customers, and improve store sales performance.
Phase |: Customer Profile—What doesthe average customer look like?

The aobjective of the “average customer” profile was to gain insights into the customer base and
understand customer characteristics. Demographic and psychographic variables were appended
to arandom sample of customers, and then compared to the overall market. The datawas
analyzed, reported, indexed, and charted. The findings from the analysis hel ped to answer key
guestions, including:

What is the demographic makeup of the average customer?
What are the lifestyle choices and interests of the average customer?
How do “top” customers differ from the “average” customer?

Do customers in one market have different predominant characteristics from customers
in another market?

The findings from the analysisillustrated the following characteristics:

The average customer is married; age 26-55; with an annual income between $75k and
$125k. They tend to be homeowners in single-dwelling units, with a home value of more
than $300,000. Additionally, they are well educated, with the majority holding college
degrees.

Females tend to be the primary decision-maker in the household.
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Overal, the most significant predictive variables are Home Vaue, Household Income,
Owner-Occupied Housing Units, and Single Family Dwelling Units.

The following results of the customer profile enabled finding the most predictive variables of this
retailer’ s existing customers.

Percent

Number of Of All  Percent of Index of Total Sales per
Demographic Item Customers Customers Universe Penetration Sales Customer

Marital Status

Married 121,073 $ 34,305907 | $ 283.35
Single 23,345 16.2% 27.3% 59 $ 6392517 $ 273.83
Homeowner Status

Homeowner 616% |[IESTI| s 44535630 |$  280.30
Renter 23.5% 60 $ 7418707 $ 267.84
Unknown 14.9% 37 $ 2991639 | $ 278.42
Estimated Current Home Value

Under $50,000 802 0.5% 2.8% 18 $ 192,800 | $ 240.40
$50,000 - $99,999 2,982 1.8% 9.0% 20 $ 772645 | $ 259.10
$100,000 - $149,999 7,099 4.4% 14.8% 30 $ 1831531 $ 265.04
$150,000 - $199,999 11,005 6.8% 15.1% 45 $ 2814321 % 25573
$200,000 - $249,999 12,666 7.8% 11.9% 66 $ 3298583 $ 260.43
$250,000 - $299,999 12,701 7.9% 9.0% 87 $ 3372247 $ 265.51
$300,000 - $399,999 24,167 12.8% $ 6520927 $ 270.20
$400,000+ 90,355 24.8% $ 26,181,007 | $ 289.76

Fully 83.8% of existing customers are married, while 72.7% of the overall market is
married. The analysisindicates that the retailer’ s customer is 15 times more likely to be
married than average. Thisisa predictive variable with a high penetration of existing
customers (83.8%) and a high index against the market, illustrating opportunity for
growth (115 Index of Penetration).

Findings al so conclude that Homeowner Status and Estimated Current Home Vaue of
$300,000 and higher are aso predictive variables. They are predictive because both
variables have a high concentration of existing customers and high indexes compared to
the overall market.

Phasell: Trade Area and Scoring Model — Where are new customerswho sharethe same
characteristicsas current customers?

Trade Area Creation: The Primary Trade Area was devel oped using ZIP® code transactional data
for an active 12 month sales period.

Tota sales were summed for each store location.

Each ZIP code' s percent contribution to store sales was cal culated and a cumulative sales
percent was determined and cut-off at 80%.

The file was “ deduped,” meaning that duplicates were eliminated, based on which store
received the highest sales contribution from a ZIP code. If aZIP contributed to multiple
stores, the stores with the highest sales percent were assigned the ZIP code.

Thefinal file was a unique ZIP-to-Store assignment.
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A secondary trade area was applied based on distance to store. Any ZIP that was not aready
assigned to the Primary Trade Areawithin a predetermined mileage was assigned as a Secondary
Trade Area. This ensured that ZIP codes that did not have sufficient sales on the file and were not
included in the primary trade area assignment were still included for scoring.

The ZIP level trade area was then expanded to carrier route level and distance was calculated
from each carrier route to each store location. Thistrade areafile defined the universe for the
demographic append from the model.

Model Creation: Once the customer profile was complete and the predictive demographic
variables selected, a scoring model was developed at the carrier route level. This model included
three main components: Customer Penetration (20% weight), % Married Couples (30% weight),
and Owner-Occupied Housing Units with Home Values $300k + (50% weight).

The scores developed in the model creation were applied to each carrier route within atrade area.
A final report and map were generated to illustrate the best scoring routes by store for selection
purposes and future marketing efforts.

Phaselll: Final Reports & Maps/Findings—How can the data beillustrated?

Once the trade areas were defined and the geography scored, summary reports were generated for
all DMAs (Designated Market Area— MediaMarket). The reports were broken down by mileage
segments and detailed household composition, scores, and customer data. A fully-detailed carrier
route report was compiled with newspaper ZIP codes flagged. Maps were also created for each
DMA illustrating data elementsincluding ZIP code boundaries and labels; major highways;
interstates and waterways; carrier routes shaded by the demographic score; boundary lines
outlining the Primary Trade Area ZIP codes; store locations plotted and denoted by client codes;
and ZIP codes with newspaper penetration marked with a pattern overlay.
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PhaseV: Testing and Implementation — Actionable Results

Before rolling out a new targeting approach nationally, San Diego was selected as a test market.
With the results of the customer profile and detailed score/trade area reports and maps, the retailer
made the following changesto its print buy:

San Diego’ s newspaper buy decreased from three papersto one.

The major daily was used in zones around the store locations with the
highest penetration of customers.

One smaller weekly newspaper was eliminated from the buy.
A second smaller Hispanic newspaper was eliminated from the buy.
The overall insert quantity decreased from 330,576 to 124,682.

Direct Mail was used to “fill in” around the newspaper “Within the
coverage. Using the defined primary trade area, and targeting segmented high-
only the highest scoring carrier routes within seven miles, the | \ajue customer

newspaper buy was supplemented with 101,037 direct mail base, the campaign
PIECES. netted a 12.38%
Total quantity for the test campaign was 225,719. response rate.”

Theresulting analysis provided a blended marketing campaign that

allowed the retailer to segment and reach best customers and high-potential prospects effectively
with amix of newspaper inserts and direct mail pieces. Within the segmented high-value
customer base, the campaign netted a 12.38% response rate.
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Additionally, the results of the test campaign showed a significantly higher total, blended
response rate — over 4%. And by effectively leveraging direct mail with newspaper advertising,
theretailer was also able to realize an increase in newspaper response of more than 2%. Overall,
a blended and more targeted approach not only reached the best customers, it eliminated poor
performing areas from coverage, and attracted new customers to the stores.

San Diego TEST M arket
August Campaign

Newspaper Circulation Qty Cowver age Responders | Response %
Major Daily #1 266,824 Subscribers; Rack; TMC 5,678 213
Minor Weekly #1 42,500 Subscribers 521
Minor Weekly #2 21,252 Subscribers 20

330,576 6,219

October Test Campaign
Newspaper /Mail Circulation Qty Cowver age Responders | Response %
Major Daily #1 124,682 Zoned Subscribers Only 3,782 3.03
Minor Weekly #1 0 Removed 0 0.00
Minor Weekly #2 0 Removed 0 0.00
Mail: Remaining Top Best Customers not

Customers 43,216 covered with Mgjor Daily 5,349 12.38

Top Scoring Prospect

Mail: Full Resident Routes - includes some

Carrier Routes 57,821 best customers 1,473 2.55

225,719 f 0,131 [V

Next Steps

Targeted resident mail isan ideal solution for retail marketers that require quick turnaround of
targeted mailings to respond to market pressures. Smart retailers are successfully using resident
mail as an integral component of their multichannel programs.

For retailers who are facing declining newspaper circulation in regions important to their
business, the next step isto assess the impact of that decline on the reach of marketing
campaigns, then formulate a strategy for filling gaps efficiently, and potentially expanding market
share where competitors are in decline. Finally, this strategy must account for budget and staff
conditions and, where appropriate, consider the potential advantage of outsourcing program
componentsto a provider with the strategic, analytic, and tactical resources necessary.

For MoreInformation Contact:
Harte-Hanks Direct Marketing

Phone: (800) 431-9569

E-mail: retail sol utions@harte-hanks.com

Web: www.harte-hanks.com
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Usage Notice

Permission to use this document is granted, provided that:

1. the copyright notice appearsin all copies, along with this permission notice

2. use of this document is only for informational and noncommercial or personal use and may not
include copying or posting the document on any network computer or broadcasting the document
through any medium

3. the document is not modified fromits original version

Itisillegal to reproduce, distribute or broadcast this document in any context without express written
permission from Harte-Hanks, Inc. Use for any other purpose is expressly prohibited by law, and may result in
severe civil and criminal penalties. Violators will be prosecuted to the maximum extent possible.

This document and related graphics might include technical inaccuracies or typographical errorsand are
subject to change at any time by Harte-Hanks, Inc. Harte-Hanks, Inc. does not guarantee the suitability of the
information contained in this document, which is provided "asis" without warranty of any kind. Harte-Hanks,
Inc. hereby disclaim all warranties and conditions with regard to thisinformation, including warranties and
conditions of merchantability, whether express, implied or statutory, fithess for a particular purpose, title and
noninfringement. In no event shall Harte-Hanks, Inc. and/or its respective suppliers be liable for any special,
indirect or consequential damages or any damages whatsoever resulting from loss of use, data or profits,
whether in an action of contract, negligence or other tortuous action, arising out of or in connection with the
use or performance of information available from this white paper.
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