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Build a Better Bottom Line with Postal Codes
by Derek Glass
We’ve all heard the saying, “birds of a feather flock together”. For direct marketers, it’s a maxim we can take to the bank over and over again. By building a “postal code overlay”, we can harness our offer’s natural geographic skew to break into new list segments, expanding our sales and lowering our costs. And unlike many database modeling schemes it’s refreshingly straightforward, not too hard to build and easy to use.
Step #1

How We Build a Postal Code Overlay
Let’s say our objective is to increase response rates to an existing offer, a pretty common goal for most of us. Here’s how we would build a postal code overlay to boost the response rates of our lists. 

We take the postal code counts for the last several years’ mailings. And then we take the postal code counts of all the customers who responded to those same mailings. 
In a spreadsheet, we compute a response rate for every postal code. We rank the postal codes from highest to lowest response rate. And then we break them into 20 ranks or so, with rank 1 being the best and rank 20 being the worst.
If we’re not a very large mailer, we probably will end up with at least 50% of our postal codes with no response at all. If this happens, we can try building our overlay using just the first 3 digits in the postal code, or even just the first 2 digits. This will broaden our sample sizes and give us a more accurate overlay in the end.

Step #2

How We Test a Postal Code Overlay

These overlays work best for breaking into marginal segments of the database(s) we’re working with. Let’s say our current breakeven response rate is 10%, and our past results look something like this:




Response Rate %

List Universe
List Segment A

12%


5,000 names

List Segment B

11%


5,000
List Segment C

10%


5,000
List Segment D

9%


5,000
List Segment E

8%


5,000
List Segment F

7%


5,000
In our next mailing, we take a random select of names from List Segment D as our “control group”. Then using the postal code overlay, we select names from List Segment D targeting, let’s say, ranks 1 – 5 only. Our test results might look something like this:

Response Rate %

List Segment A



12%

List Segment B



11%

List Segment C



10%

List Segment D postal code ranks 1-5
12%
List Segment D random select

9%

We can now profitably mail the top 25% of the postal code universe within List Segment D, adding 1,250 names to the next mailing and 150 incremental orders, an increase of 9%. But we don’t need to stop there.
Step #3

How to “Calibrate” A Postal Code Overlay

Building on the success of the first test, our next round of testing might look something look this:

List Segment A



12%

List Segment B



11%

List Segment C



10%

List Segment D postal code ranks 1-5
12%

List Segment D postal code ranks 1-10
11%

List Segment D postal code ranks 1-15
10%

List Segment D random select

9%

List Segment E postal code ranks 1-5
11%

List Segment E postal code ranks 1-10
10%
List Segment E random select

8%
List Segment F postal code ranks 1-5
10%
List Segment F random select

7%
Using this overlay, we’ve managed to get 75% of List Segment D into our mailing, 50% of List Segment E, and 25% of List Segment F. Great job.
Step #4

What It Means To the Bottom Line

A postal code overlay lets us mail selectively into marginal lists or segments, taking advantage of the natural geographic skew of our offer. And it can give a tremendous boost to the results. Here’s what the “before-and-after” of the example above looks like:
Before




Response Rate
Universe
Orders

List Segment A

12%

5,000 names
600

List Segment B

11%

5,000

550

List Segment C

10%

5,000

500

Total


11%

15,000
1,650

After
Response Rate
Universe
Orders
List Segment A


12%

5,000 names
600

List Segment B


11%

5,000

550

List Segment C


10%

5,000

500

List Segment D ranks 1-15
10%

3,750

375

List Segment E ranks 1-10
10%

2,500

250

List Segment F ranks 1-5

10%

1,250

125

Total



10.66%
22,500
2,400 


% variance


-3%

+50%

+45%

I’ve built and tested dozens of these overlays over the last 10 years, and the same thing happens pretty much every time. Within about 6 to 8 months we’re mailing 50% more names than before we started with about the same response rate.

Step #5

Variations on the Theme

Our objective isn’t always to get a high response rate. We’re often keen to increase our average purchase, usage, or our retention rate. We can build a postal code overlay based on any of those variables, in lieu of response rate, and get roughly the same effect.
And almost always, what we really want to do is to maximize all these variables at once. We want a high response rate and high retention, that sort of thing. To do that, we can avail ourselves of a variety of modeling techniques to build a postal code overlay incorporating all the unique variables that drive the best returns for our particular business. Over time, these overlays can get quite sophisticated.
Step #6

Other Considerations

As the Australian population grows, postal codes are split, with new postal codes emerging everyday. It’s a hassle figuring out what to do with these. Here’s what I do. 

After about 6 months, instead of updating an overlay, I just change the selection criteria from “select ranks 1-5” to “omit ranks 6-20”. It’s the same select, except the second one will also pick up the new postal codes that are always coming out. I’ll update every two years or so. 
And always, always ask for postal code counts for every mailing you send. You can’t do any of this without taking that first step, but you can start building these with the results of your very first test mailing. Start by creating the overlay by state, then by ranges of the first two digits of the postal code, and so on.
The best thing about postal code overlays is that they are extremely versatile, and work for a wide range of direct marketing programs. If you’re looking for a project with a high potential of working, along with a big pay-out when it does, a postal code overlay is an excellent option to consider.
