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1. INTRODUCTION

While letter volumes are declining (primarily drivey e-substitution), direct maias often not shown the
same tendendyYet, the provision of direct mail is instead thereed by policy initiatives like;

i.  Optout schemés
ii. Optinschemés
ii.  Tax on direct mail
iv.  Data protection regulatién

These initiatives are to a smaller or larger exteaking the provision of direct mail more diffictittr
advertisers, either by making it more expensiveistribute direct mail or by reducing the acceptaat
direct mail among recipients. Generally, new datdqetion regulation and opt in schemes requireg t
recipients’ consent to the distribution of direaihtan be considered more restrictive measuresdhax
(which ‘only’ increases the cost of distributingetit mail).

Irrespective of which policy initiative we considés introduction has mainly been motivated byabst of
direct mail to societyn terms of a negative environmental impact andfwanted nuisance to consumers. A
reduction of the amount of paper waste by up tp&@tcent was, for example, the main reason behimd t
Danish government’s decision in 2012 to imposexataunaddressed direct mail (a proposal thatistill
pending the approval of the European Commissi@inilarly, one of the main aims of new EU data
protectio(r;8 regulation is to protect consumers froreolicited marketing and the negative effects tiat

may have.

Notably,the positive value of direct mail to sociiys often been neglected in the evaluation otpoli
initiatives. Although policy makers may acknowledfge value of direct mail to postal operators émts of
theproduction valudor their businesses and the importance for tiseagability of the USO), they seldom
acknowledge theontent valuef direct mail. If the value of the messages dgtdd by direct mail is
substantial (for senders and/or recipients), atitisfvalue is overlooked in the assessment otpoli
initiatives, this implies thadecisions reducing direct mail volumes may redota social welfare

In this paper, we analyze the socioeconomic valuiirect mail to consumers and businesses basedsm
studies and in-depth analysis of economic theogdetrtising. We show that direct mail is likelyttave a

! Direct mail is a collective name for advertisingihthat can be either unaddressed or addressed.

2WIK (2013), ‘Main developments in the Postal Se@010-2013’, p. ix, 170. From 2010 to 2011, therage number
of letters per capita (across AT, DE, FI, FR, IE, NK, CH, CY, ES, IT, MT, PT, BG, CZ, EE, HU, LBK, and HR)
declined by roughly 3,5 items whereas the numbeilirett mail items per capita declined by 1,25 werage.

% *No Thanks’ — in place in most countries and simmes extended to local newspapers, e.g. in Denmark.

**Yes Thanks’ — discussed e.g. in Denmark and #e U

® In place in Austria and Sweden and discussed lgid®, Denmark, and in the US, where/ah Taxhas been
proposed in Congress, reducing deductibility ofiliesses’ advertising costs, see for example thdeaVhat the
Proposed Ad Tax Could Mean For Yobttp://adage.com/article/news/proposed-ad-tax/280@1Advertising Age
January 6, 2014.

® Hindering companies from developing targeted comination towards consumers.

" Lov om afgift af husstandsomdelte reklamer, httpsvw.retsinformation.dk/Forms/R0710.aspx?id=143676
'Indfgrelsen af afgiften p& husstandsomdelte reklawi bidrage til at nedbringe maengderne af pafailchtil gavn for
miljget.’

8 This initiative primarily targetaddressedlirect mail, whileunaddressedirect mail sent to thaddress, ‘the
resident’,or ‘the householder'does not necessarily involve the use of persortal alad data protection regulation may
not apply to this type of mail.




positive real value to businesses and consumeishvehiould not be ignored when assessing and ewguat
initiatives which will result in lower volumes ofréct mail.

The remainder of this paper is structured as fdloBection 2 outlines the spectra of marketing aksn
available to businesses in their communication yitential customers. Section 3 describes howpidgier
adds to previous literature and research. Sectamadlyzes the value of direct mail to businesséds an
consumers based on economic theory and case stuaire®enmark and Austria. Section 5 concludes and
suggests topics for further research.

2. DIRECT MAIL AND OTHER MARKETING CHANNELS

Before assessing the value of direct mail, we ieeshderstand what direct mail is. For the purpafghis
paper, we define direct mail panted advertisementbat are (iaddresse@nd personalized without
altering the nature of the message (addressed dual) or (ii) unaddressetbut targeted to the specific
household (unaddressed direct mil).

Direct mail is one marketing channel among manyariples of other channels conveying marketing
messages to consumers are newspapers, magazieg®etnmV, radio, billboards and banners. All amngls
have different characteristics and are more orda#able for different types of marketing messages
Generally, one can distinguish between marketiramohls in two ways.

First, one can distinguish between marketing channetsespect to theibility to target a certain

audience For example, whereas billboards and bannersisitde/for everyone within a reasonable distance
(no matter the identity of the viewer), direct maimore targeted as the items often are onlyibiged to a
certain target group (e.g. parents with small ¢kit)l. The higher target potential of direct mawiso

mirrored by key performance indicators such agei@n on investment (ROI) where direct mail ofters a
high ROI compared to other types of marketihg.

Secongone can also distinguish between marketing cHamvith respect to themount of information
contained. For example, printed marketing suchire@stdmail or newspapers can contain a significant
amount of text and information (prices, productrelsteristics etc.) in comparison to TV or radiotspo
which are usually short and have limited spacddotual information about products. For other mérie
channels, such as bill boards, content may eveadeed to a picture, brand, and/or a slogan,igtiré 1M

° By targeted is meant direct mail that is distrézliaccording to a segmentation of the recipierisekample, among
detached houses versus multi household buildintisvai garden, the non-garden owners, are not tdgeith direct
mail from a firm selling garden supply.

10" see for examplhttp://www.centralmailing.co.uk/blog/direct-mailfe€tiveness-statisticsnd
http://royalmailsmp.newsweaver.com/o9eotklh35mtit&8m?email=true&a=3&p=32867575&t=22934395

™ Abernethy and Franke (1996), p. 3




Figure 1 Marketing alternatives
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Based on the amount of informational content, nargenessages can be divided into two main categori
informative(also referred to as constructifeor real®) marketingandimage(also referred to as persuasive,
manipulativé®, or combativ&) marketing Whereas informative marketing contains informagout
objective product characteristics such as pricequuadity, image marketing contains less informatoial
aims at creating a subjective, emotional associati@rder to build or sustain a certhirand For example,
slogans like ‘Because you’re worth it’ (L’Oreal) dot hold any information on the product as such,da
good example of image marketiffg.

Not all marketing channels are equally well-sufi@dthe purpose of conveying informative or image
marketing messages. In fact, due to the possibditpclude much information in the form of plagxt and
pictures, direct mail is normally well-suited foformative marketing content (e.g. in contrast Yoor radio
spots of 15-30 seconds duratidhBimilarly, direct mail is normally inferior to Teind outdoor advertising
with respect to its ability to create subjectivel @motional associations in response to short rgessa
images and slogan$in practice, all marketing channels contain a afikoth types of marketing and
businesses often apply a mix of different chantiels.

3. CONTRIBUTION TO PREVIOUS RESEARCH

12 Marshall, (1919)

13 Johnson and Myatt,(2006)

4 Bagwell, (2007)

1> Marshall, (1919)

16 Copenhagen Economics (2011), 'Husstandsomdeltarmek. Mest til gavn’ (In Danish), p. 6.

" Danish Competition Authority, Konkurrencestyrels&€2002). (In Danish), p. 32
http://www.kfst.dk/~/media/KEST/Publikationer/Dait@R02/Reklame%20i%20medier%2023092002%20analyse.pdf
'8 Copenhagen Economics (2011), ‘Husstandsomdeltarmek. Mest til gavn’ (In Danish), p. 20 and Danish
Competition Authority, Konkurrencestyrelsen (200Reklame i medier{In Danish).

1% Danish Competition Authority, Konkurrencestyrelsé2002). (In Danish), pp. 34, 36 on complimentamgdia.
Accordingly, the marketing world it very concerneih the optimal mix of media in a campaign, seeewample
http://www.gfkmri.com/assets/PDF/GfKMRIGranularit PAMarketing-Mix-ModelingWhitePaper.pdf




The value of direct mail is rather unexplored ie #xisting literature. McNeish (2006) analyzes comsrs’
attitude towards direct mail from retail banks ian@da. The research shows that the majority of finead
banks received by Canadian consumers is sent femiksbwithout an existing relation to the recipidhalso
shows that a majority of recipients welcome and @ mail receive’ The author does not estimate the
value of direct mail to either banks (senders)amstimers (recipients).

The value of advertising in genefahd not direct mail in particular) in terms ofimspact on GDP in the
UK has been estimated by Deloitte (2013) on bedfalie Advertising Association and by Union des
Annonceurs (2006Y. Deloitte (2013) estimates that advertising, byéasing the level of economic activity
and increasing the productivity of the economy, A#@0 billion to UK GDP per yedf.This value is
derived from eight effects of advertising: 1) irecsed price competition, 2) more innovation and
differentiation, 3) increased funds to media ar@htive industries, 4) growth of the digital econoiy
more market growth, 6) economic value of positiebdwvioral change created by advertising,7) incakase
employment, and 8) increased export. In a study 2006, Union des Annonceurs (2006) also find that
advertising increases economic growth by stimugationsumption, innovation, and competition. In
addition, advertising is found to have a positivgact on the economy through its financing of dyicam
economic activities such as cultural and sporticteydies, TV-channels and radio stations.

By focusing solely on direct mail and its most #igant contributions to social welfare in terms of
increased price competition, this paper adds tgtheious contributions described above.

4. ASSESSING THE VALUE OF DIRECT MAIL

In order to conduct a complete cost-benefit assessof initiatives reducing the volume of directihzand
make an informed decision, at least two sourcesloie should be taken into account; 1) pheduction
valueaccruing to businesses producing direct mail grtiécontentvalueto users of direct mail (both
senders and recipients). Figure 2 illustrates hogctimail may create value throughout its valuaich
from production to consumption.

20 McNeish, Joanne: Measuring the Impact of Direeilln the Brand in Crew&Kleindorfer, (2006).

2L Union des Annonceurs (2006) is a condensed vedite original doctorate thesis written kipximilien
Nayaradoy Universityof Paris-Dauphine first completed in 2004.

22:Annual advertising expenditures of £16 billion popt the advertising and creative industries andasated
employment. (...) We estimate that advertising addisast £100 billion to UK GDP.’



Figure 2 The direct mail ‘value chain’
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Value of direct mail to print houses and postal operators

In 2012, the production value to print houses oéaimail was estimated to reach $150 billion weitte 2
In addition to printing, direct mail generates #ueato postal operators distributing the items freenders to
recipients. As direct mail volumes have decreastadively less than ordinary letter mail, directinmas
become increasingly important to postal operatatis K@spect to the financing of the universal segvi
obligation. For example, 21.8 per cent of Royal Ianail volume in 201%" and 30 per cent of the total
French correspondence market in 2012 consisteitexftanail®

As the value of direct mail to print houses and@aogperators is relatively straightforward to cdéde, we
hereafter focus on the value of direct mail thatl tmow often has been ignored — namely its vatue t
recipients who, based on the content of direct magsages, make decisions about what to purchdse an
where to purchase it.

Value of direct mail to consumers

Informative marketing, conveyed by direct mail,\ypdes readers with information about the avail&idif
products and services, their quality, prices, ahéroproduct characteristics. Obtaining this infation
reduces consumersearch costd.e. the time (and money) spent on searchingriteket for a given product
or service. Low search costs enable consumerstainaihe preferred product or service to the lovpeste,

23 Smithers Pira (2007)
24 Ofcom (2012), p. 371.
% ARCEP (2012), p. 135.



the highest quality etc. This mechanism increasesompetitive pressure on suppliers and pfites.
Informative marketing thudecreasegrices.

Image marketing does not have the same informatwéent as informative marketing. By trying to
differentiate products from one another, image m@idnk aims at reducing the substitutability between
products (from the point of view of consumers).sTiniechanism relaxes competition and reduces the
downward pressure on prices. Contrary to inforneatharketing, image marketing thus has a tendency to
increaseprices’’ However, image marketing may still add value tostomers as it, by allowing suppliers to
reap higher profits and hence invest more in rebeand development, may facilitate innovation and
product differentiation to the benefit of consunférs

The positive effect of informative marketing on qmetition and consumer welfare envisaged by economic
theory is supported by two recent case studies Demmark and Austria.

In Denmark, door-to-door distributed unaddressed direct iiterihs are widely used by chain stores,
supermarkets, and shopping centers. In late 20t @n unaddressed direct mail was proposed ierdod
reduce the amount of paper waste. The tax hasaauseh debate due to its discrimination between
different advertising channels and is still pending approval by the European Commis<ibA.central
argument in the debate is the informational conténinaddressed direct mail and thus its abilityetduce
consumer prices. A case study reviewing the come0 publications of unaddressed direct malil
distributed during one week in April 20%4eveals that unaddressed direct mail items disgtibdoor-to-
door in Denmark indeed contain much information sinduld be characterized as informative rather than
image marketing.

As a proxy for informational content, we used pradudisplayed together with a price (a productgpair).
As a proxy for image content, we used productslayspl on a stand-alone basis. The review, whicle e/
757 pages and 7.902 products in total, revealaghaitiformational content throughout the entire pnfon
average 10 product-price pairs per page). The gatidins with the highest density of informationahtent
were those distributed by do-it-yourself storesdwarage 14 product-price pairs per page). Pulditat
from grocery stores, lifestyle, and household etett stores displayed on average 10-11 producepairs

per page.

In general, the publications from shopping ceniteisur sample displayed fewer product-price pa@s p
page (on average 6-7) than the other publicationsomparison with the publications from for instan
grocery stores, the publications from shopping@rtiend to mimic fashion magazines which contasnem
image marketing than ordinary unaddressed itemis.fifiding is also supported by the number of paisiu
displayed on a stand-alone basis (without pricd)tha number of pages displaying no product-praiespat
all. Whereas practically all pages in the publimagi from other senders contain one or several pteatice
pairs, 10-32 per cent of the pages in the shopgenger publications contained no product-pricespairall.

% See for example Popkowski-Lesczycz & Rao (1988)td® (1989), Bemmaor & Mouchoux (1991), Moriaryog83)
and Schoeter, Smith & Cox (1987) who all show iasesl price sensitivity (tendency to lower prices)isponse to
informative marketing.

2" See Chamberlain (1933), referred to in Deloit@l® p. 15.

% Deloitte (2013), p. 18.

2 |In October 2013 the Danish Minister of Taxatiopressed an expectation of a future approval ofaive However,
the tax has not yet been approved by the Europeamtssion, and therefore still has not been impleee cf.
‘Statskassen mangler 400 mio. fra reklameafgitithr in Danish Newspaper Bgrsen, October 3, 2(h3anish) and
question for the Danish minister of taxation ‘§ gflsrgsmal S 112 Om reklameafgift’ put forward ia Banish
Parliament.

30 Conducted in week 15, 2014. The publications regiwere sent from five different categories ofdses; do-it-
your-self chain stores, grocery chain stores, tifeschain stores (interior décor, book store/hqbitardware store,
beauty retail), household electronics and shoppémres (regionally distributed).The stores incthdethe sample
were: Bauhaus, Silvan, XL Byg, Harald Nyborg, Bjlkakta, Kvickly, Netto, llva, Imerco, Bagger og RaMatas,
Computercity, Elgiganten, Punkt1l/Expert, humac, 8ereCentret, City 2, City Vest, Lyngby Storcenter.



Based on our review, we conclude that unaddressect dnail has a high share of informative content
(varying slightly across senders), and hence shioeiicharacterized as informative marketing. Thie tyf
marketing reduces consumers’ search costs andigld&/nward pressure on consumer prices. Thus,gaxin
only this type of marketing will likely affect, adusely, the most competition enhancing kind of rating to
the detriment of consumers.

In Austria, all marketing is since 2000 subject to a marketingt@he effect on prices stemming from the
implementation of this specific tax has been aredylzy Rauch (201%}.The research showed that the tax
reduced the overall level of marketing. In produmetrkets where marketing is traditionally informatisuch
as e.g. groceries) this reduction in marketing fwasd toincreaseconsumer prices. In product markets
where marketing is traditionally image enhancing.(éobacco, perfume, transport, hotels, restasyatfie
reduction in marketing was foundltmwer consumer prices. The research thus revealed aiveegat
relationship between the level of informative mairige and the level of consumer prices.

The immediate implication of these findings is tpalicy initiatives reducing the amount of direcihrrisk
increasing search costs and reducing competitibis. [€ads to higher prices to the detriment of aomers
and social welfare.

Value of direct mail to businesses

In addition to the abovementioned benefits to ghimises, postal operators, and consumers, bussnasse
derive a positive value from direct mail. Businesstten use a mix of different marketing channelfotm a
campaign or marketing program with the purposeptifuizing sales® A campaign can consist of for
instance direct marketing plus TV spots. Directlnsadften an important part of many companies retinig
mix. There are three main reasons for this: 1)ctlingail is cost efficient and has a high returrirorestment
and conversion rate in comparison to other ntéd2 direct mail allows businesses to convey much
information to the recipients, and 3) direct méibws businesses to target a relevant group opieais.

Being effective at a low cost, direct mail is arportant marketing channel, not the least for smeddlilers
and new entrants without large advertising buddédtss, by fuelling the competitiveness of smallinka
and new entrants, direct mail stimulates competiiith established firms. This further contributes
increased competitive pressure and lower pricesdnsumers.

In order to assess the value of direct mail toresses, one will have to assess the alternativesoegi.e.
which different marketing channels businesses wasélin case direct mail became more expensiveser |
effective to use. If policy initiatives make direuntil less attractive, alternative marketing chas(guch as
TV, internet, and outdoor advertising) will (alkelequal) make up a larger share of the businessg®ting
communication mixX® This has two important implications;

First, due to the fact that direct mail is relativelymaaost efficient than other media channels, bsses
will have to spend more money on (less effectivajkating in order to gain the same effect. Thiséases

31 The tax harmonised different regional taxationessls on advertising expenditure, cf. Rauch (2011).

%2 Rauch, Ferdinand (2011), CEP Discussion PaperQ¥8.1Advertising Expenditure and Consumer Prices

% According to Kotler et. al (2008)The marketing mix is the set of controllable, tattimarketing tools that the firm
blends to produce the response it wants in thedtamgarket.- The marketing mix consists 8foduct,Price, Place, and
Promation (incl. advertising).

34 Market Reach from Royal Mail, January 20D&ect Mail EffectivenesCentral Mailing Services Ltd.
http://www.centralmailing.co.uk/blog/direct-mailfe€tiveness-statisticsDnline Marketing Institute, artic/hy
Direct Mall Still Yields the Lowest Cost-Per-LeatdaHighest Conversion Ratand

MarketingCharts, article February 29, 2012 B2C Méeks Say Direct Mail Delivers Best ROI

% Copenhagen Economics (2011), 'Afgifter p husstantlelte reklamer betyder hgjere fadevareprises, (in
Danish)




the cost of advertising for businesses, sometliiagin turn could encourage businesses to incigases to
recover costs.

Secongdwhen businesses substitute from direct mail heoinarketing channels it also means kbss
informativeforms of marketing will be used more extensivelg.ghown in the previous section, this will
increase search costs of consumers, relax congpetitid ultimately increase the price of goods where
informative marketing is predominant, like for iaste groceries which constitutes a large share of
consumers’ budget.

5. CONCLUSION

In this paper we have argued that the implememtatigoolicy initiatives aiming to reduce the voluiwie
direct mail often fails to take into account theirenvalue of direct mail. In particular, the so@@nomic
value of the communication between senders (bus#sg¢snd recipients (consumers) often seems to be
neglected.

We have shown that direct mail is a relatively mfiative marketing channel. The provision of infotiva
marketing messages via direct mail decreases seasts) increases the intensity of competition betw
firms, and decreases consumer prices. We haveslatson that direct mail generates a value to busines
senders who benefit from the cost-efficiency oédirmail compared to other media. In sum, we firat the
value of direct mail is likely to be larger thartiaipated by policy makers. Thus, when evaluatioicy
initiatives to reduce direct mail, policy maker®slhd not only take into account externalities inrig of
paper waste and nuisance to consumers, but alsgriee the socioeconomic loss in terms of less
informative advertising and higher consumer prices.

Which effect dominates the other must be assessadcase by case basis and might be the topicitioref
research. By investigating the influence of dim@etl on consumers’ purchasing decisions, one could
attempt to quantify the impact of direct mail otaikeprices. One methodology that may be helpfudadhis
is the calculation of diversion ratios, a methodglthat often is used in relation to merger analgsid
competition cases in order to assess and quahgfgampetitive pressure between different suppliers
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