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Recency Defines Engagement
For a clickable index of the 5 part Measuring Engagement series, look here. 

Ron ends this post on customer Engagement / Retention with:

“While the ROI may not be immediate, an investment in engagement is better than an investment in retention. The key to future profitability isn’t in simply keeping customers — it’s from deepening their relationships. And engagement is a necessary pre-condition for that to happen.”

I don’t disagree with the thrust of this idea, but I also don’t see any real difference between retention and engagement, so I can’t do one instead of the other.  To me, a retained customer is one that is actively engaged, and that is how I measure retention - through engagement.  In other words, Retention describes a Customer “status”, and Engagement is how one actively measures and manages that status - this is what I always thought CRM was supposed to be about. 

Now, if you have never defined a defection or have a really meaningless, non-actionable definition of retention, then I can understand why you might swap one for the other.  For example (and I’m just thinking out loud here), if a bank’s definition of a retained customer includes a customer that has a small amount of money in the bank and just leaves it there, with no transactional activity, for 10 years - they are probably counting dead customers as “retained” and certainly need to take a look at their definition.  The dead are not very actionable, don’t you know.  I can see why this might cause a problem, and the bank might be looking for a little “engagement” to really define a retained customer.  If that’s the case, the bank should change the definition of retention to something that really represents a retained customer (which includes active engagement), rather than “swap” retention for engagement.

But let’s not get caught up in Buzzword Bingo.  Ron’s work (and attempted hijack of retention!) bring up the need for a stable framework addressing this whole customer value management area that can be used by the all the different factions - the Brand / ARF hijackers, the web analytics folks, and even bankers!  Funny, I have one that has worked very well for many years across many different industries, both online and offline.  I’ll go through the short explanation here; if you want the full development of the idea, check out the book sample PDF.

One of the things we learned at Home Shopping Network was that the more interactive and dynamic the customer environment, the more a typical LifeTime Value approach to managing customer value tended to break down. One thing that happens when you go interactive with the customer is you create many more opportunities to screw things up and sometimes in a bigger way than ever before possible.  This means the Customer LifeCycle becomes unstable in new ways we had not seen before.  The most significant effect was rapid changes in behavior; in terms of value, customers might either go wild on spending or drop off the face of the earth without warning.  So we came up with a “proxy” for Lifetime Value that was much more effective to use when customers are more interactive.  It looks like this:



Customers have both a Current Value and a Future or Potential Value; these Values sum to LifeTime Value.  Current Value can be anything from the current bank balance / number of relationships to how many purchases to some measure of visit activity and length of visit; the point is, the activity happened in the past so there is really nothing you can do about it.  This value is “sunk” and both revenues and costs associated with this value cannot be changed. 

However, Potential Value can be measured and acted upon.  At any one point in the Customer LifeCycle, the Potential Value is in flux - it largely depends on the relationship the company has with the customer, and can increase or decrease.  These changes in Potential Value typically take place when the customer has direct interaction with the company, the so-called “touchpoints”.  Success or failure from the perspective of the customer and the customer experience at these touchpoints determines whether Potential Value rises or falls.

So what you really want to focus on is measuring the Potential Value of a customer and changes in it, because if you take care of Potential Value, LifeTime Value will take care of itself. 

Once you determine the Current Value and Potential Value of each customer or customer segment, you can literally “map” the customer base into quadrants, and take the appropriate marketing action based on which quadrant the customer resides in, as indicated in the chart.  It’s a budget or resource allocation model.  Note that this model is similar to Ron’s chart in several ways; his “Breadth of Relationship” is what I would consider Current Value, and “Customer Engagement” is an indicator of Potential Value. 

You say, “OK, fine Jim, I get it, I can even measure Current Value - it’s just the number of times a customer did something like visit or post, or the amount of spend.  But how do I measure Potential Value?”

Well, Ron’s banking example and Eric’s web analytics example both used Recency - the time since last event - to help define “engagement”.  For example, Ron used “in the past six months” to qualify the Current Value components “How often did you move money between different accounts” and ”How often did you check your savings rate”.  The more Recently the activity occurred, the more “engaged” the customer.  As long as you believe that engaged customers have higher Potential Value (and everybody seems to think so!), then Recency is your Potential Value metric.   A different but similar metric to measure Potential Value that often makes more sense in B2B and supply chain is Latency, the time between events.  We’ll skip Latency here, but if you are interested in that side, check out The B2B Software Example.  Same idea as below, different metric.

Now, I imagine some folks are having trouble visualizing what this Recency / Potential Value thing is all about, so let’s go to the pictures.  Let’s take a look at the Recency metric to describe the Potential Value of visitors to a web site:



Here we have about 6 million visitors to a web site over a 90 day period.  This is a program that requires log-in to view content, so these are all authenticated visitors.  Note that the vast majority of visitors have visited in the past few days, and then you have a bunch whose last visit was more than a few days ago, all the way out to last visit 90 days ago.  If you believe that visitor engagement has value to the web site, and you believe that Recent activity is indicative of engagement, then all you need is some proof that the more Recently a visitor has visited, the more Potential Value they have relative to another visitor.  Right?

Each day of the 90 days represented on this chart contains a number of visitors whose last visit was on that day - last visit 90 days ago, last visit 89 days ago, and so forth.  What if we tracked those groups for another 90 days to see if they visited the site again or not, to see if Recency of visit predicted likelihood to visit again?  That’s just what we did, and for each day of last visit in the chart above, created a ratio of those who visited again to those who did not.  The red line in the chart below = 1, meaning the number of people who visited again in the next 90 days equals the number who did not visit again:



Example: at the point labeled “45 days ago” in the first chart, there were 50,000 visitors whose last visit date was 45 days ago.  When we looked at those same visitors 90 days later, 25,000 have visited again and 25,000 had not.  25K / 25K = 1, so visitors whose last visit was 45 days ago are just as likely as not to visit again.  Bars below the red line indicate fewer visitors visited again than did not visit again; bars above the line, more visitors visited again than did not visit again.

Scary, huh?  Like someone wrote a mathematical equation to describe the function.  But it’s not math, it’s simply Frictionless Behavior (for more on Friction, see the book PDF).  In this example, someone who visited yesterday is 484 times more likely to visit again than someone who visited 90 days ago.  In other words, the more Recently the visitor came to the web site, the higher the Potential Value of the visitor, since they are more likely to come back and generate revenue for the web site in the future, relative to other visitors.  Visit Recency is predictive of Potential Value.

Ironically, Recency is probably the single most powerful Branding engagement metric you could possibly think of - just don’t tell the Branding folks it comes from Database Marketing, please.  We’d like them to use the metric, because it would really help build a bridge across all this “marketing confusion” that is out there on the web.  It certainly would help if we could standardize on some kind of model that provides common ways to measure the success of both Brand and Direct.

And just to be clear, you can rank the Recency of any activity your customers engage in, online or offline.  It might be certain types of bank transactions, for example.  Or purchases.  Or downloads.  Whatever is an indicator of value to your company can me measured as both Current Value and Potential Value to create the model and customer mapping.

Customers with high Current Value and Low Potential Value are of the most concern; they are Best Customers in the process of defecting from your business, they are sliding down the slope in the graph above from right to left, they are becoming less and less likely to engage, they are losing Potential Value.  In the model, it means they are falling from the “Keep these Customers” box to the “Should You Spend Money Here?” box. 

Another way to say this is Frequency or Sales (Current Value) by itself is not equal to engagement.  A customer that has purchased 10 times and the last purchase was 5 years ago has much less Potential Value / engagement going on than a customer who purchased 10 times and the last purchase was a month ago.  Recency matters, it predicts Potential Value.  Those of you who are counting Frequency to determine how well you are doing (we have 600 customers who have purchased over 20 times!), particularly if you are using this metric to project future financial success, really need to take a look at what percentage of those Best Customers have purchased Recently.  Wall Street knows about Recency and they can punish you severely for not understanding it.

You say, “OK Jim, makes sense.  But as a marketer, what do I do with this, how do I use it to increase profits or better manage the business?”

Well, the first thing that comes to mind is this: you don’t want customers sliding past “Equilibrium” or 45 days in the chart above, where they start to become less and less likely to engage.  You want to try and engage them before they get there and drive them up into a more Recent interaction.  How specifically you do this is a creative exercise and will depend on the business; “thanking customers” in some way is usually appropriate, especially if it drives Surprise and Delight.  In terms of budget though, this model narrows your targeting and so allows you to spend more on specific people. 

For example, if you are limited (to stick with banking) statement inserts, instead of sending the same lame “retention” insert to every customer, why not come up with something that is high impact (engagement insert?) and send it only to high value customers getting ready to pass through the Equilibrium point on the Recency chart?  Not only will you be delivering the “right message, at the right time, to the right person” but it will probably cost less overall and be more effective than the generic insert.

So, you need to:

1.  Identify the most relevant value generating interactions with customers; this allows you to map Current Value and Potential Value.  Current Value is simply the Monetary Value or Frequency of these transactions to Date or in the past several years; Potential Value is the Recency of the last interaction.  If you have multiple contributing interactions, say “move money between different accounts” and ”check your savings rate”, you can map each separately and see which is most predictive of customer engagement / retention.

2.  Segment your messaging by Recency and measure performance; you are looking for the “sweet spot”, the highest response or profit related to re-engagement.  For example, you can segment customers by number of months since last action, and then determine which of these buckets generates the highest ROI or re-engagement relative to the cost of your campaign.  Here is what this looks like with e-mail:



This campaign gets a 10% response rate.  But if you look inside it by monthly Recency buckets, the more Recent the last open or click was, the more likely you are to get another open or click.  So while your overall “response” was 10%, it you look at it by Recency of Previous Interaction, it was anywhere from 28% to .6%.  You get the same “waterfall” effect by Recency seen in the Visitor stats above, and where the big drops in interaction are - in this case at 3 months and 6 months - are most likely the highest ROI or best re-engagement opportunities you have.  At some point in this waterfall, you start to lose money, so you should kill those segments; this is “economic defection” of the customer - the point at which you can no longer increase the value of the customer.

If you would like more info on this tactical track and find out how to turn Recency and Latency data into increased profits, check out the Marketing Productivity Series.  If you want more details on the Current Value / Potential Value model, see the book sample PDF.

Your thoughts?  Got any questions on the model or the approach?

The next post in this series on Measuring Engagement is here. 
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This entry was posted on Tuesday, April 3rd, 2007 at 7:28 pm and is filed under DataBase Marketing, Measuring Engagement. You can follow any responses to this entry through the RSS 2.0 feed. You can leave a response, or trackback from your own site. 
6 Responses to “Recency Defines Engagement”

1. Ron Shevlin Says: 
April 3rd, 2007 at 8:33 pm 
Look at it from a bank’s perspective. A customer has a checking account with the bank and over a three year period the average monthly balance doesn’t vary much from the its $100 average. And assume, for the sake of argument, this is the only account the customer has with the bank. Since the account remains open, the customer is retained. But the bank isn’t growing its relationship.

Many banks will develop predictive models to guess who will close out accounts over the next year (or whatever time period) and push out messages to “retain” the account. 

My argument is that this is wasted effort. And I couldn’t agree with you more that banks need to change their definition of retention. 

2. Jim Novo Says: 
April 3rd, 2007 at 10:29 pm 
Ron, I am completely with you on the thought process you went through, the results you obtained, and the suggestions you made on actions to take. Really great work. As I often say, just because a customer doesn’t call you and tell you to piss off doesn’t mean they are a retained customer. The idea some kind of “engagement” is required to qualify a person as retained is something I have been pushing for years, and I’m hopeful others will follow your lead in terms of the actual data and get down deep enough into that data to make the same call.

We do have this problem of the “cold war” between brand and direct marketers though, so I think it would be helpful if we could all decide on a universal platform for measuring these types of ideas. Maybe then we could go to the CFO and get some respect… that’s really the primary idea behind my post.  So maybe I could persuade you to alter your metrics a little bit (checked savings rate X times in the past 6 months, last check was X days ago) though I realize you were working with a different kind of data for this and probably could not get there…

I wonder how many bankers themselves have old accounts they just let sit there for whatever reason, but if you asked them, they wouldn’t say they have a “relationship” with that bank. Yet when they get to thinking about their own business, somehow they forget and consider people with “orphaned” accounts just like their own to be “retained”.

And bankers are probably one of the best cases…at least at the bank there is some kind of asset, some “excuse” you could call a relationship. This same situation is much worse in retail and a lot of B2B, where “customers” can have no engagement for a decade and still be considered a “customer”. 

3. Ron Shevlin Says: 
April 4th, 2007 at 7:36 am 
You don’t have to do much to persuade me to alter my metrics. How any one firm defines engagement should be a function of: 1) what the management team believes are the right metrics that define an engaged customer, and 2) what data they have available (today, and in the future). For me, it’s more important that managers and marketers within firms actually have the discussion to determine which interactions, transactions, and experiences are more important than others. Ultimately, it should help resolve some prioritization issues (a little bit). 

4. Jim Novo Says: 
April 4th, 2007 at 8:54 am 
So what you are saying (again) is I am ahead of myself, because people (at least in banking) are not even talking about these kinds of ideas, never mind thinking about a “platform” for them. At least in web analytics they have the engagement metrics - they just don’t know what to do with them, can’t translate them into effective marketing programs.

So how do you get action on this? I assume “pay for performance” is not common in the banking world, so talking about increased returns on marketing investments or IRR doesn’t get much traction? Who wants to take on more risk without a reward? 

5. Jacques Warren Says: 
April 27th, 2007 at 4:20 pm 
Hi Jim,

How to you factor purchase cycle or seasonal buying in your Visit Recency model (or is it relevent)? For example, if I am shopping for a new insurance policy, I will most probably come back to the site several times within my purchase decision timeframe, and go quiet for a long time before I restart the whole process.

I am not so sure I agree with Ron’s #1; management could be “generous” and too inclusive, so that there could be a bias toward positive results. 

6. Jim Novo Says: 
April 28th, 2007 at 7:35 am 
Good Call Jacques!

There are a couple of situations where the Recency metric has to be “tempered” by judgment and knowledge of the business. One is where there is a strong “cycle” nature to the behavior, as with renewals of various kinds like insurance or buying machinery. Here you use the Latency metric to define the cyclic behavior and then the Recency metric to look at Engagement within a cycle.  Rather than going through a detailed explanation of this idea here, see this newsletter issue for an explanation.

The other situation is where there is a “subscription” of some kind or service billing like a utility or phone bill. In these situations, the analysis frequently centers not around revenue / spend, but around the service itself as in “Recency of Trouble call”, see this page for details.  In these cases, high Engagement is negative - customers don’t usually want to be “engaged” in service problems.

Hope that helps with my post and if you have more questions on this perhaps I’ll do another post on it, I don’t want to be accused of burying the good stuff in a comment!

As for Ron’s suggestion #1, I hear your angst about letting management define the metrics but I think Ron is looking at “any” management participation as a step forward; we can tweak the metrics later!  And to be realistic, the metrics would probably vary by the mission of the bank and any operating constraints the bank might have on executing against the metrics. 
Jonesin’ for Some ROI
The Measuring Engagement series starts here.  For a clickable index of the 5 part Measuring Engagement series, look here. 

If your head is kind of splitting over the last post on Measuring Retention / Engagement and you’re looking for a bit lighter explanation of the concept, I offer it to you here, from the first chapter of my book:

——————————-

It was a day just like any other day.  The Customer Retention Clinic was open, yours truly at the helm.  Both offline and online marketers trudged through, with the same old issues.  One is drowning in data.  The other has reports that provide no actionable information.  Still others have fancy models and profiles, but don’t know how to use them to increase the profitability of the company.

I became aware of a fresh-faced marketer, waiting eagerly in line.  Something seemed different about this one.  Untouched by CRM.  Never been to a Business Intelligence demo.  Ignores every e-mail plea to attend “educational” webcasts.

“Your question?” I ask.

“Jim, how can I tell if a customer is still a customer?” was the reply.

I stood there, floored by the question.  I knew this marketer was special.  How elegant, I thought: the summation of 20 years of my work in a single question.  Nobody had ever asked it before.  They always want to know about the money, you know - how can I make more money, show me the tricks.  Addicted to ROI.  They start off innocently enough, probably with a spreadsheet.  Then maybe a simple model or two.  Before you know it they’re into data mining.  But they don’t make any money for the company.  Devastating.

Then they show up at my Customer Retention Clinic, looking for the magic bullet, the secret to ROI.  But not this one.  No, this one was special.

“Why do you want to know?” I asked.

“Because I want to calculate our customer retention rate and track it over time” was the answer.

“You can’t put a retention rate in the bank, you know” was my cynical answer.  “What you really need is a formal, widely accepted definition of when a customer is no longer a customer in your company.  Then you will be able to get at your precious retention rate.”

Silence from the fresh-faced one.  Then:

“In customer service, they say only 10% of customers complain and tell us they will stop doing business with the company.  They say this means customer satisfaction is 90%.  Does that mean customer retention is 90% too?”

Well, it’s all well and good to be fresh-faced, but now we’re getting into naive.  Still, I think, maybe there is something here, something worth saving for the future of customer marketing.

“Are you saying the only defected customers are ones you have documented?” I sneer.  “Ones who told you they will never do business with you again?  Look, to me, a customer is a person or company you sell stuff to, who pays you for a product or service.  You have identified 10% who are not going to buy from you anymore; they are definitely defected customers.”

“But the word “customer” implies some kind of “future activity,” doesn’t it?  I mean, if you know they will never buy from you again - as in the above complaint example - you don’t call them customers, so the opposite must be true: to be a customer, there must be expectation they will buy again.  If you know they will not buy again, they’re former customers, correct?”

“So the definition of a customer would be someone who:

1.  Purchased from you in the past, and
2.  Is expected to purchase in the future.”

“Just because somebody bought from you in the past and did not tell you they hate your guts now does not mean they are still a customer.  A customer is somebody you expect to transact with you in the future; otherwise they are a former customer, by definition.”

Not a bad sermon, I think.

“Wait a minute,” says fresh-face, “what about customers who purchased in the past that we have no expectations for?  We don’t have any idea whether they are likely to buy or not, there is no “expectation.”  What about them?”

Oh, so fresh-face is going to play tough with me, I think.  Probably has an MBA.  Wait a minute; I have an MBA (though I got it 20 years prior to his, no doubt).  Is it getting hot in here?!

“Listen, you know the answer to that question, don’t you?  Because you don’t know crap about the people you sell to and their likelihood to buy, you simply call them all “customers.”  You have no more reason to call them customers than to call them former customers, but of course, you “default” to calling them all customers.  They didn’t call up and tell you they are not customers, so they are, right?  Is that what you are saying?”  It is hot in here…phew.

I go on.  “What if they didn’t tell you they hated your guts, but they told 10 other people they would never buy from you?  Are they still a customer?  Do you know how many there are?  How many have had a bad product or service experience and never said anything?  Is it 10%, 20%, 40% of your customers?”

No reply.  Floor staring from the face-man.  I have caused hurt feelings.  But I have got to move on, there are all these people waiting for their magic bullet, people who need a customer marketing fix, they’re Jonesin’ for Some ROI…

“Look, I’m sorry” I say half-heartedly.  “Let’s come at this from a different direction that will perhaps be more helpful.  Let’s take all the customers who you think are customers, and ask just one question - when was the last time you had contact with these people?”

“For example, the last time you had any contact with a customer was 3 years ago.   Are they still a customer?  With no activity for 3 years?”

“Maybe” says fresh-face.

“OK, fine.  What about if the last contact with the customer was 5 years ago?  Is this person or business still a customer?”

“Maybe” is the reply.

“10 years ago?” I ask, sweating.

“Maybe.”

That worked like gangbusters, I think.  No wonder nobody knows how to sell more to current customers while reducing costs.  All customers are customers for life - unless they tell you they aren’t anymore.  Sometimes it seems as if today’s marketing people have no sense of reality.  They are thinking every person or business that ever transacted with them is still a customer!

“All right, one more try,” I say impatiently.

“Take two customers – the last contact with one was 10 years ago, the last contact with the other was 2 years ago.  Would you be willing to go out on a limb and say the “customer” you last had contact with 2 years ago is more likely to still be a customer than the customer you last had contact with 10 years ago?”

“Yes,” says the face.

“Finally,” I gasp.  “And if the customer you last had contact with 2 years ago is more likely to still be a customer than the customer you last had contact with 10 years ago, is the customer you last had contact with 2 years ago more likely to purchase good or services from you today than the customer you last had contact with 10 years ago?”

“Sure.”

“More likely to purchase goods or services now, and in the future, from you?” I wheeze expectantly.

“Yes” is the reply.

“So, let me get this straight - when comparing two customers, the customer you have had contact with more recently is more likely to purchase, relative to the other customer?”

“I would think so” is the answer.

“What???” I gurgle, starting to lose my balance, eyes becoming glassy…

“I mean yes, Jim…”

“Then, if I was to define a customer as someone who:

1.  Purchased from you in the past, and
2.  Is expected to purchase in the future,

you would say the customer you last had contact with 2 years ago was more likely to still be a customer than the customer you last had contact with 10 years ago?  Would you say that?” I ask breathlessly.

“Yes!” the face shouts triumphantly.  “I get it!”

“So for any two “customers,” the one you had contact with more recently, relative to the other, is more likely to still be a customer and keep purchasing goods or services from you, now and in the future?”

“Yes!!!” fresh-face screams.

“So as a marketing genius, you would then go out and treat these two customers exactly the same, spend the same amount of money marketing to them and servicing them, even though one is more likely to still be a customer and purchase than the other?” I scream back. 

The trap was set.

“Yes!!” face blurts out.  “That’s what we do!  We spend the same amount of money and resources on every “customer,” regardless of their likelihood to still even be a customer!”

“I know, your company and most other companies out there.  The question is why do you do this, when it is so darn easy to tell which customers are more likely to purchase goods or services relative to the others?”

And that, Dear Driller, is what this book is about.  You are going to learn some very simple techniques for tracking which customers are more likely to purchase goods or services from you, and then you will learn precisely what to do with this information to increase your sales while cutting your marketing costs.

Because I don’t want to see you down at the Clinic, the line is too long already.

First, we’re going to talk a little bit about customer models – what they are and are not.  Then we’ll put a little background in place so you understand the basic objectives and strategy behind High ROI customer data-driven marketing.  Next, we’ll take a look at the simplest model of all – Latency – because it is the most intuitive model and often the easiest to implement for those just getting started with customer behavior models.  Then it’s on to the Recency and RFM models.  Often used in tandem with the Latency model, Recency and RFM are “smarter” than the Latency model but a bit less intuitive.

And finally, we’ll jump into the whole Customer LifeCycle marketing methodology and show you how to use what you will know about simple customer models to really drive the profitability of your customer marketing / retention / CRM programs.  By understanding what the customer is likely to do even before they do it, you can use your modeling intelligence to craft the most profitable customer marketing programs you probably have ever been a witness to.  The Customer LifeCycle is the key to the fabled “right message, to the right people, at the right time” marketing kingdom.

By the end of this book, you should be able to very clearly answer some basic marketing and service questions about your customer base.  Questions you no doubt have asked many times yourself, such as the following:

· Who do I provide marketing or service programs to?  When?  How often?

· Should I contact some customers more often than others?  (Yes, you definitely should.)

· How much and what kind of incentives should I provide to get a customer to do something I want them to?  Can I predict which customers will be responsive to the program?  (Yes, you can)

· How can I tell when I’m losing a customer or when service has failed?

· How can I put a value on my different customers and the business as a whole now, and project this value into the future?

· Is my business strong and healthy, or becoming weaker?

· What can I expect in future sales from my existing customers?

So what do you say, fellow Driller?  Ready to cut that line at the Clinic?

The next post in this series on Measuring Engagement is here. 
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This entry was posted on Tuesday, April 3rd, 2007 at 11:00 pm and is filed under DataBase Marketing, Measuring Engagement. You can follow any responses to this entry through the RSS 2.0 feed. You can leave a response, or trackback from your own site. 
2 Responses to “Jonesin’ for Some ROI”

1. shor Says: 
May 23rd, 2007 at 8:42 pm 
Nice one Jim. I could have been (or I still am) fresh-face. New and eager in the world of web analytics, only to lose myself in data overload during the holy quest for ROI. Will be sending this around to a few analysts ;) 

2. Jim Novo Says: 
May 24th, 2007 at 10:47 am 
Well, thanks for your comment Shor! My hope with this post was to put the issues out there in “plain English” so it would be more tangible for people. This as opposed to all the gnarly diagrams you see in the rest of this series on Measuring Engagement…let me know if you have any questions! 

Recency Defines Engagement: Campaigns
The Measuring Engagement series starts here.  For a clickable index of the 5 part Measuring Engagement series, look here. 

OK, now that you have (way too much?) background, let’s get to the “how to” on this Recency / Engagement stuff.

Recall that you can plot value-creating visitor / customer actions on a common platform and create a “customer engagement map”.  Decide what visitor variable or action representing value to the firm you want to map - this is Current Value.  Number of Blog posts or Comments, Visits, purchases, page views, visits to a certain content area, sign-ups for a newsletter, opens, clicks, you name it - any action that either creates value directly or represents value to to the firm.

Then take a look at how Recent the visitors or segments are in terms of accomplishing the action; this is Potential Value (if you’re not following this reasoning, see here).  Plot Current Value and Potential Value of each segment and you have a very easy to understand “map” of where you are - and where you could go - in terms of increasing customer value / engagement.  Each quadrant of the map has a general marketing objective in terms of allocating resources - Keep the Customer, Grow the Customer, Question Spend on the Customer.



Why should you do this kind of mapping?  Two reasons - consistency and repeatability.
Consistency, meaning the world of web analytics is messy enough and you want to introduce some rigor to the thought process and decision making when looking at various aspects of optimizing visitor / customer value.  Having a simple model to compare the various aspects of engagement ensures a level playing field for all - including the comparison of offline and online efforts.  This is not a web only model; it works in the “real world” as well.

Repeatability, meaning Recency is an incredibly stable behavioral metric that delivers time and time again, in the exact same way, over and over.  You can bet your marketing or operational dollar with confidence every time on Recency.  The more Recently a segment has accomplished any of your goals from above, the more likely they are to accomplish that goal again - either by themselves or due to stimulation on your part.

Let’s take a look at what this looks like with Campaign data.  Here we have a series of new campaigns that all started at the same time (Campaign names have been blanked out to protect the client) with Frequency of Visit data as the Current Value and Average Recency of Visit in each Campaign as Potential Value.  In this case, we are looking at the First or Initial Campaign the visitor was exposed to:
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For this web site, Visits are the action that generates value for the firm.  These 16 Campaigns are sorted by Frequency of Visit - the Current Value of visitors generated by each Campaign.  The second value is the Average Recency of visitors from that Campaign - the Potential Value of the Campaign.  You can see that Campaign 4 generates visitors with High Frequency and very Low Recency - this Campaign is generating Visitors that not only add value to the firm, but are highly likely to add value in the future.  In other words, they are both high value and engaged.

What would these campaigns look like on the Current Value / Potential Value map?  Glad you asked; here they are ranked on a relative basis to each other:



Since the ID numbers 1 - 16 for the campaigns were sorted by Frequency / Current Value to begin with, campaign ranking on Current Value starts at the top of the chart and falls to the bottom.  Potential Value grows as you move from left to the right.  Each Quadrant has a red underlined number ranking the relative desirability of investing more capital in the campaigns from that Quadrant.

In Quadrant 1, we have the “rocket fuel” campaigns.  These campaigns are generating visitors who both keep coming back Frequently and are Engaged - visitors with high value to the firm now and in the future.  These visitors are likely in the “20% of visitors generating 80% of visits” component of the visitor base.  In Quadrant 4, you have campaigns generating visitors who don’t have much value now and won’t have much value in the future.  In general, you want to reallocate spend on Campaigns in Quadrant 4 towards spend on Campaigns in Quadrant 1.  This will optimize your Campaign throughput and longer term ROMI; you want to “gun” Campaigns 2, 4 and 6.

In Quadrant 2 we have campaigns that don’t generate a lot of Current Value but have high Potential Value; these visitors are “potential up and comers”.  Please note: due to the lower Frequency / Current Value, people often kill these Campaigns before they have a chance to blossom.  This is usually a very bad idea and often can gut the profitability of the overall effort.  The Recency / Potential Value component tells you these visitors are engaged; they simply have not delivered much Current Value so far; if at all possible, let these campaigns run.

In Quadrant 3 we have the “early bloomers”; high Current Value and low Potential Value.  Ironically, these are the campaigns people tend to invest more money in due to the early activity, often robbing from Campaigns in Quadrant 2.  This can be misguided, depending on what your end objective is.  If you want to build an engaged visitor base, this is not the place to invest.  If you just want to generate short-term “activity”, then these are the campaigns you want.

But budget allocation isn’t the only thing going on here.  Knowing how these campaigns are mapping across the visitor value grid, you want to ask yourself these additional questions:

1.  What is similar about campaigns in Quadrants 1 & 2 that is different from Campaigns in Quadrants 3 & 4?  In other words, what is it that generates engaged visitors with high Potential Value?  Is it campaign media, copy, offer, channel, product, content area of the site they are sent to?  What are the drivers of this behavior?

2.  What is similar about campaigns in Quadrants 1 & 3 that is different from Campaigns in Quadrants 2 & 4?  In other words, what is it that generates high Frequency visitors with high Current Value?  Is it campaign media, copy, offer, channel, product, content area of the site they are sent to?  What are the drivers of this behavior?

This is where the ideas of Consistency and Repeatability driven by the Current Value / Potential Value platform come into play.  If you can distill why certain campaigns generate visitors that end up in each Quandrant, you can:

1.  Rely on the same campaigns to generate visitors that will always land in a certain Quadrant - you get results that are Consistent instead of wondering why things happen the way they do, which often is the case when using segmentation based on demographics, product affinity, etc.  Behavior predicts Behavior, as long as you are tracking actual behavior.

2. Know that when you take these drivers of behavior out of the current campaigns and create new campaigns, your results should be as expected.  You will be able to Repeat your success in other types of campaigns as well as in related ideas like web site copy, landing page copy, merchandising, and so forth.

You can also use these drivers to tweak and improve the behavioral performance of campaigns like 1, 3, 8, and 9, eventually moving them from borderline to solidly into Quadrant 1.

Are you with me?

For those of you looking to integrate online data with offline, let me suggest that a simple “Quadrant Tag” of 1 - 4 for a customer would contain a ton of actionable data about the web behavior of that customer in a very small space.  You could create a “Master Tag” for the most important web KPI or export a series of Quadrant Tags for a variety of KPI’s.  There really is no need to send a lot of detail to CRM if you can send only the most actionable keys, which can be used for trigger-based responses in either campaign automation or call center scripts.  There is no better high-level summary of a customer’s web activity than a single digit that represents the Current and Potential Value of the customer on the web.

By the way, this model generally tracks with the valuation model folks on Wall Street use to value direct and database marketing companies.  Wall Street wants to know two things in this area: how much have customers spent, and how Recently did they spend it? 

This is why you so often hear metrics like “12 month Active Customers” used to describe Amazon or eBay.  Investors want to know not only the Current Value of the customer base, but also the Potential Value.  The 12-month model is a bit “slow” for my tastes, especially when you are talking about the web.  It’s much better to use the raw Recency stats to build out the Value Model above and find out exactly what the heck is going on. 

You know anybody that makes online campaign decisions based on a 12-month test window?

Recency is in fact a very simple, single variable, predictive model.  I’ll bet you any money if you go out and create a complex, multi-variate regression model for predicting “likelihood to repeat action” that Recency will be in there right at the top.  Not to say those more complex models are not valuable, you know; they are - as long as you have the capability to execute on them.  But Recency by itself is very powerful and you can use it right now, both online and offline, to measure engagement and optimize the Potential Value of your customer base.

As always. your comments and questions on the above are appreciated!  In the near future, we’ll look at more applications beyond Campaigns for using the very same mapping of Current and Potential Value for Visitors and Customers.

The next post in this series on Measuring Engagement is here. 
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2 Responses to “Recency Defines Engagement: Campaigns”

1. Kevin Hillstrom Says: 
April 7th, 2007 at 6:30 pm 
Do you find that a lot of businesses are good at this type of stuff?If not, how do you evangelize these concepts with the folks you work with? Just curious. Keep up the good work! Kevin. 

2. Jim Novo Says: 
April 8th, 2007 at 5:06 pm 
Hi Kevin,

A lot of them? No, probably not, not yet anyway. But many are working on these concepts at some level. Often they lack the time or the tools to go as far as they would like to, but the turnover rate of good web analysts is quite high right now, so I expect folks will get the time and tools pretty soon! The evangelizing conversation leads to a “mix” of culture, people, tools, pain points, and so forth.

Personally, I think the way to do it is to take a core concept and explain it in as many different ways with as many different examples as possible. This allows people to pluck out different parts that make sense to them and rebuild something customized to their own situation, the “mix” of all the above they face. Not too many “one size fits all” kinds of situations out there, with the possible exception of classic DM operations. They basically get much of this behavioral modeling stuff already, though they might not understand how to cross this knowledge over to the web yet.

The real challenge to all of this is the lack of an “analytical culture“, which is why I talk about that so much. There are plenty of people who are willing and able to go down the analytical road, but for various reasons, just cannot get past the roadblocks. 

Recency Defines Engagement: Visitors
The Measuring Engagement series starts here.  For a clickable index of the 5 part Measuring Engagement series, look here. 

Last time we addressed the topic of measuring Engagement - and attributing actual Value to it - we were looking at visitors generated by various campaigns.  Here is what the Frequency (average number of visits) and Recency (average days since last visit) look like in a web analytics interface:
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And here is what the Campaigns, numbered 1 - 16, look like in the Current Value / Potential Value Map:



Quadrant 1 contains campaigns generating visitors with both high Current Value and high Potential Value - these are the campaigns deserving more investment because the visitors created generate highest value to the company now, and have the highest likelihood to generate more value in the future (are the most Engaged).  If you’d like to know more about what metrics drive the Map and how it was created, see here.

Beyond Campaigns, how else can we use the Current Value / Potential Value Map?

Search Phrases
One of the more interesting uses is looking at search phrases as the “campaigns”.  Search marketers, especially PPC folks, are often victims of initial conversion rate-itis, where campaigns are managed and funded based on a short-term conversion rate.  To be fair, often this is a systems integration problem more than anything else - there simply is not enough “visibility” in the out weeks to determine if longer-term conversion to final goal is occurring.  This is common where there is not a clean integration between web analytics and the back-end commerce system, for example.

Using the Customer Value Map with search phrases provides you with a way to imply a future conversion and balance out some of the decision making on short-term conversion.  If you know a certain search phrase is generating visitors who visit Frequently and are still Recent in their visit behavior (Quadrant 1), you can imply this phrase is going to be more profitable than a phrase generating visitors who end up in Quadrant 4.  For an example of this idea in action, see here. 

Likewise, let’s say you’ve optimized the heck out of all PPC campaigns as far as copy, landing page navigation, etc. and still have a number of phrases that are “breaking even” on an ROI basis.  But some of these break-even campaigns consistently deliver visitors who end up in Quadrant 1.  The last campaigns I would kill are the ones delivering visitors who end up in Quadrant 1, since these visitors have the highest Potential Value.  Kill Quadrant 4’s first, then 3’s, then 2’s to see if you can get where you need to go in the overall ROMI mix.  Then do anything you can (including fishing through databases / logs manually, if need be) to find out if those Quadrant 1’s are really not paying out - I’d bet something is missing, there is a break in the logic / code somewhere that is not giving credit where credit is due.

Navigation / Functionality
Before we get into this area, let’s step back a minute for a global thought. 

This Retention / Engagement analysis stuff may seem oddly strange to you, and if it does, this is probably the reason: what is most important to measure in this area is what does not happen. 

Think about it.  This is not what you are used to in web analytics (or most other transactional analysis) - you are always focusing on what did happen.  How many visitors, clicks, conversions, etc. happened?  But I ask you this: in terms of Objective / Action, where would you want to take action in the Engagement area, where would the highest payout be?  Right.  Not with the Visitors who are already Engaged, but with those who are becoming less Engaged - where something is not happening.

Keep that in mind as we go through the next section…

Has this ever happened to you?  Your revenue KPI’s start sinking, gradually at first, and then at an increasing rate.  You run around trying to figure out what the problem is - campaigns, changes in natural ranking, competitor activity, whatever.  You’re pulling your hair out because it doesn’t make any sense - everything is tracking “normal”, right?  No changes in the past few days, or even weeks?  Right.  So, what the heck is going on?

Understanding the Volume of traffic by segment to your site is a given.  But what happens to visitor Value segments after their first visit cycle is important as well.  I can’t tell you how many times I have seen people screw themselves over the longer run because they are tracking / optimizing for Current Value rather than both Current and Potential Value.  This is a particularly important idea when you are testing new navigation / functionality and content or products, because it’s not only Campaigns that determine the long-term quality of visitors, but also the site itself.

Here’s an example.  Let’s say you have a simple visitor value segmentation of visitors during the past 12 months that divides the Current Value of Visitors into 2 groups - Frequency over 50 Visits and under 50 Visits.  Further, you divide Potential Value (Engagement) into 2 groups - Recency of Visit within 2 months and over 2 Months ago.  You end up with a 2 x 2 Visitor Value Map that looks something like this, with percentage of the 12 month visitor base listed in each Quadrant:



(Analysts: This simple data set, the first time you present it, may cause some rapid heart beats,  Trust me, most every site looks about like this - the majority of Visitors are in Quadrant 4 - have only visited a few times and have not been back lately.  What’s a few rapid heartbeats among friends anyway??  Gulp…  Hey, you’re an analyst, you’re used to this kind of thing!)

In the chart above, we see 10% of your Visitors are in Q1 (Quadrant 1) - at least 50 visits, Last Visit within 2 Months.  These are the 10% of your Visitors who probably drive the majority of your revenue, the “rocket fuel” visitors.  Q3 is where former best Visitors end up - they have high Frequency / Current Value but have abandoned visiting the site.  If you’re not clear how time since Last Visit date correlates to site abandonment, see here.

Now, let’s say you make a major change in navigation on the site.  Traffic flow to the site remains the same; all the same campaigns are running and everything seems normal.  Hopefully, conversion even goes up (that’s why you redesigned the nav, right?) 

A couple of months later, all of a sudden your revenue per visitor or visit metrics start to slip. 

Thankfully, you have been keeping track of the Percentage of Visitors in each Quadrant of your Customer Value Map over time (phew!) - I wonder what that looks like?  Here is what you find:



The Quadrant 1 Visitor segment (Top Graph, dark line) is shrinking; it has dropped from 10% of the visitor base to 6% or so over a 7 month period.  Doesn’t sound like much, right?  That is, until you remember that these Quad 1 rocket fuel visitors are responsible for a very significant portion of your revenue.  This means, of course, that your revenue per visitor follows the shrinking Quad 1 population right down the curve, as shown in the Bottom graph above.

Think about it.  In terms of gross numbers on the site, you would hardly notice a change like this in any of the “did happen” metrics.  Traffic and conversion, traffic and conversion, all just chugging along, right?  But this change in a small yet powerful group of Visitors significantly affects your Revenue KPI’s - because something did not happen.

Where are these Quad 1 visitors going?  Well, they are becoming dormant - they are moving into Quad 3 - high Frequency but poor Recency (Engagement).  It’s really the only place they can go; most can’t move to Q2 or Q4 because they have high Current Value as they start to move.  So as the population of Q1 shrinks, the population of Q3 rises, as seen in the Top chart.

What you are seeing in the chart above is a tangible visual representation of Best Visitor defection - visits not happening among most Valuable Visitors - that is hard to dispute.  Can you say Engagement Dashboard?

Then why is this happening?  I’d bet on the navigation change.  The problem is, of course, that unless you have a chart like the one above, it will be difficult to prove this idea to anybody, since the drop in the revenue KPI’s lagged the navigation change by such a long time, and all else remains consistent.

The fact is, you changed your “product” - the web site.  For some reason, the site simply does not generate or retain high value Quad 1 visitors like it used to.  Perhaps you pissed off the current Quad 1 Visitors with your changes.  Maybe the parts of the site that create new Quad 1 visitors are now buried in the new navigation, so up-and-coming Best Visitors (Quadrant 2) never find these high value creation areas. 

Did you bury sections of the site considered “low volume” in the navigation?  Better check that idea, because the low volume areas (uniquely targeted areas?) often create the highest value visitors.  You can check on this by running a Current Value / Potential Value Visitor Map for each Content Group - hopefully, before you make any changes to the web site!

Next time we visit this topic, we will look at Customers - those good folks who actually pay money to support a web operation.  If your web analytics tool does not support Visitor Frequency and Recency, you can still use the same Current Value / Potential Value model to manage Engagement through your customer database.

As always, your comments and questions appreciated…

The next (and last) post in this series on Measuring Engagement is here. 
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Recency Defines Engagement: Customers
The Measuring Engagement series starts here.  For a clickable index of the 5 part Measuring Engagement series, look here. 

The good thing about doing customer analysis as opposed to visitor analysis is that you don’t need a fancy-dancy web analytics set-up to do it.  Most folks will be able to take advantage of the following ideas using some simple queries on the customer database or an export to a spreadsheet.

Last time we addressed the topic of measuring Engagement - and attributing actual Value to it - we were looking at how to predict the effect of Content changes on Revenues using the Current Value / Potential Value visitor segmentation model.  This time, we tackle the same kind of modeling at the commerce customer (online or offline) level.

Recall that with visitors, we looked at a segmentation using under or over 50 visits for Current Value and Last Visit within 2 months or over 2 months to define Potential Value (Engagement).  With e-commerce customers, the value of a single action (purchase) is generally much greater than the value of the average visit, so it’s worth it to create a finer segmentation because the data is more actionable - and the profit potential much greater.

Here we have the entire customer base of an online retailer in the 4 square Current Value / Potential Value grid we have used previously for Campaigns and Visitors - click on the image to enlarge:



As you can see, the vertical Current Value axis is Frequency of Purchase, with finer divisions for lower Purchase Frequency.  This is because as you move up towards greater Frequency, customer behavior becomes more similar, and you don’t want to have “infinite” segments.  On the lower end, the response behavior is different enough between say, a 2x buyer and a 3x buyer, that the segmentation is useful because the different segments respond differently to the same promotion.  The horizontal Potential Value / Engagement axis is made up of Days since Last Purchase (Recency) blocks of 30 days each out to 120 day Recency where, as with Frequency, the behavior starts to become similar so it’s not worth looking at finer detail.

Of course, you can break the customer base into as many segments as you want on either axis, you just want them to be large enough to be worth taking action on.  Smaller customer base, probably fewer segments is better.  Larger customer base, more segments.  And you can certainly define your actions and divide your Quadrants in any way that makes sense to you - usually based on some kind of testing.  Consider this CV / PV customer map a “default” place to start.

The four colors represent the same Four Quadrants we have been working with throughout this series:

Q1 (Green) is the Rocket fuel customer set - highest Current Value and highest Potential Value - they are best customers (Current Value) who are also the most engaged (Potential Value).  Q2 (Yellow) are newer customers with Low Current Value but are still Engaged and so have high Potential Value; the Blue square within the Yellow region contains brand new customers - a very Recent first purchase.  Q3 (Orange) contains former, dis-Engaged Best customers.  Q4 (Violet) contains the dreck of the customer base - 1x or light buyers that never bought again.  These folks are often created by inappropriate or mis-targeted acquisition campaigns.

Why would you want to do this segmentation?  Well, asked another way, does it make any sense to you that the optimal communication and offer stream would be the same for each of these 4 segments?  Think about it.

Q1 folks love your company and are eager buyers, with high likelihood to purchase again.  Do you want to use a heavy discount approach with these folks, giving up margin you would likely capture anyway?  Instead, how about trying to enagage them across multiple product lines or inviting them to participate in feedback panels or other high engagement activities?  At least you know who you are talking to - as opposed to “random surveys” where you have absolutely no idea who you are getting feedback from.

The Q2 area (Yellow) contains up-and-coming best customers, brand new customers, and customer dreck headed for Q4.  You can tell which is which by just looking at the chart - up and comers are top right of Q2, new customers bottom right of Q2, pre-dreck on the left side of Q2 on the border of Q4.  Do you want to send all these groups the same communication stream and offers?  Really?  Is that approach “optimized”, from a marketing perspective?

The Q3 (Orange) folks are former best customers.  ‘Nuff said there.  This group requires special communications handling and depending on their Current Value, are worthy of further research.  This is where a lot of your service problems, over-promising on Brand, and unfulfilled customer expectations lie.  Again, since you know exactly who they are, a survey here might be helpful, don’t you think?

The Q4 (Violet) area needs to be turned inside out and viewed by campaign source, product purchased, and so forth.  Why are you creating dreck customers?  Are your offers too strong?  Your featured products creating negative experiences?  Your list sources not really what they claim to be?

I don’t really want to use the word Persona here to describe the differences between customers and the appropriate messages in these four Quadrants, but the idea is similar.  If you can empathize with the customer based on their demonstrated behavior, you are simply going to be a more effective marketer.  This is the edge of the “right message, to the right customer, at the right time” tactical approach.

Further, your response rate for a particular promotion to any one “cell” on this customer map is going to remain fairly consistent over time.  Why?  Because the population in that cell is replaced by customers with the same behavioral profile each month.  

Here’s how it works.  If you think about it, there is a non-stop process of customer migration across the map from right to left through the columns each month.  If a customer makes a purchase, they immediately move back to the right-most column and may move up a row.  Then, customers start to move across to the left again each month.  This pattern is highly visual and represents the LifeCycle of the customer. 

Your job as a marketer is to make sure customers don’t march too far to the left, losing Potential Value as they move.  You try to re-engage them with each promotion and if they respond, the customer jumps back to the right and possibly up a row - increasing both their Current and Potential Value.  The most profitable campaign for each customer is defined by which cell the customer resides in at the time the campaign is dropped.  So you can still do a “monthly” newsletter, for example, but to maximize profits, the content / offers for each customer would be defined by what cell the customer is in at the drop point.

While this might sound complex, the good news is that the customers in any cell as a group generally respond at the same level for the same offer every time.  So once you figure out what the optimal campaign is for a cell, it doesn’t really change much over time, unless you further sub-segment (example below).  As customers move through the cells, they are generally exposed to a lot of different campaigns (whatever is highest ROI for the cell) which maximizes the chance of response and reduces promotional burn-out.

For those of you with a programming eye on this, I think you can see how this campaign process could be easily automated because the cells are well defined numerically - if customer has 3 purchases and no purchase in past 2 months, send “Campaign X”, if customer has 3 purchases and no purchase in past 3 months send Campaign “Y”, etc.  This creates a automated stream of “right message, to the right customer, at the right time” communications that are tailored to the actual behavior of the customer.

So how do you act on this info?  Let’s say I have a group of customers who have just passed into Q3 from Q1 - these are best customers who are dis-Engaging.  I know exactly who and how many there are - they are under the column “91 - 120 days” in the Orange Q3 Quadrant.  There are 844 of them (97 + 312 + 435).  What am I going to say to them, based on what I know of their value and current behavior?  How much am I willing to invest to keep them Engaged?  That’s the “drive more sales” angle.

The “drive more profits” angle would be to create control groups and test your messaging to this segment as well as the one preceding it (10+ units, 60 - 91 Days) and the one after it (10+ Units, 121-150 Days) and find out where the highest ROI is.  This type of bevahioral targeting is the fundamental driving force behind the Discount Ladder profit optimization technique.

But that’s just the beginning of using this kind of segmentation.  Consider these ideas:

1.  When you kick off a large scale acquisition campaign, you are going to see the Blue square in Q2 “bulge” with all the new customers.  Then, if you run this chart every month, you will see this bulge “pass through” the chart like a rat through a snake.  Will the bulge head up towards Q1, meaning the campaign is creating Best customers?  Will the bulge move to the left towards Q4, meaning you created a lot of dreck customers?  Will the bulge “fork” and parts of it head to different Quadrants, depending on product of purchase or offer taken? 

As a marketer or analyst, is it valuable to be able to predict the long-term results of a campaign before it is over?
2.  You say, “Jim, that’s very cool and all, but the powers that be want all our segmentation by product affinity, you know, we customize communications and offers by the previous products purchased.  So we can’t really use this.”

Hmmm.  Let’s put aside whether this product-based segmentation decision makes any sense at all for the time being (the only sale you are willing to accept from the customer is for a specific product or category?), and take a look at how mapping the customer base using Current and Potential Value can help you put some facts behind these kinds of segmentation questions.

Let’s say for simplicity you have two product lines, hardware and software.  Further, let’s say your customer base is the one in the CV / PV model above, which I will show again below for clarity:

All Customers


OK, so let’s say you take this customer base, and run your product affinity segmentation.  Then you map each product segment by customer using the Current Value / Potential Value model, and this is what you get:

Software Segment


Hardware Segment


Note the label on the first map is “Software” and on the second in “Hardware”.  What do these customer maps tell you?

Well, you have about the same number of customers in each segment - 18,500 in Software and 17,534 in Hardware.  But you knew this.  Take a look at the totals along the bottom of the grid, representing the total number of customers in each Recency / Engagement column.  What do you see?

The Software segment has much higher Potential Value / Engagement than the Hardware segment.

If you look at the 61 - 90 day column, you see both the Software and Hardware segment have an equal number of customers.  But the Software segment is clearly much more Engaged than the Hardware segment, as evidenced by higher totals in the columns to the right of the 61-90 day column for Software than Hardware.  Conversely, in the columns to the left of the 61 - 90 day column, the totals for Hardware are higher than Software - these customers are less Engaged.

In other words, even though the gross customer numbers in these segments are close, the composition of the segments is quite different.  Software has a higher number of very engaged Best customers and potential up-and-comers (Q1 and Q2), where Hardware has a higher number of dis-Engaged Best customers and dreck customers (Q3 and Q4).  Further, you can say with certainty that relative to the Hardware segment, the average customer in the Software segment is going to create more value for the company in the Future.

This ought to tell you something about the way you optimize marketing to each segment, and the way you should market within each segment, not to mention something about the products and / or service satisfaction in each segment.

Just by looking at these maps, I can tell you several things:

1.  The response rate for Software campaigns will be consistently higher, over and over, than the response rate to Hardware campaigns - pretty much regardless of what kind of offer you make, as long as the offers are similar.

2.  For the same dollar spent, the Software segment is driving your business, the Hardware segment is dragging it down.  You can either roll with that situation and reinforce it in your communications, or you can try to fix Hardware.  For example, when you choose to feature an item, all else equal, I’d feature Software, because it has the longest customer legs and drives higher repeat purchase.

3.  For the same dollar spent, I would focus more heavily on Software in new customer acquisition Campaigns because this segment generates better, higher value customers for the business.

Now, at this point, I hope something has occurred to you.  That’s right, you could do this same mapping using any customer segmentation scheme you think is meaningful and compare the value of the customer maps.  Compare the results of Campaigns using these customer maps.  Compare organic search versus paid search.  Compare Geography, if you think that is meaningful.  Compare average price points, order sizes, shipping choices, coupon usage, e-mail opens, whatever customer variable you want - and find out which variables drive the highest customer value.

Further, you can use this model across any kind of “action” you want to map - purchases, visits, downloads, blog posts, phone calls, whatever you want.  You can use it to compare customer value across channels, and start building the knowledge you will need to get into full-blown MultiChannel Forensics.

My final point is somewhat abstract but I want you to consider this: What is the value to the business of having a customer value model you can use to:

1.  Objectively measure the value of content or products to a customer segment without inside-company bias

2.  Predict the value of a customer segment to the company in the Future

3.  Drive the allocation of content, design, or marketing spend towards highest ROI

4.  Provide consistent, repeatable campaign targeting results, so you can actually predict response and ROI

5.  Analyze any customer “action” variable, in any channel, across any segmentation scheme

6.  Present customer valuation concepts to Execs and fresh-faced MBA’s alike in a simple to understand format

The same basic model, over and over, to make highly actionable customer decisions with. 

Do you think using this model might streamline the marketing decision making process, result in more accurate decisions being made, reduce campaign turn-around time, and result in higher profitability for your company?

As always, comments and questions on the above are appreciated.

That’s the end of the series on Measuring Engagement.  We now return to you to the regular blogging program. 
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2 Responses to “Recency Defines Engagement: Customers”

1. Kevin Hillstrom Says: 
April 26th, 2007 at 12:25 am 
Thanks for calling out Multichannel Forensics. Jim, that was very nice of you!

Your articles are well written — worthy of an e-book on the subject. 

2. Jim Novo Says: 
April 26th, 2007 at 6:52 am 
Thanks Kevin, and you’re welcome! 

Surprise, I have both an e-book and a hard cover book that describe in quite a bit more detail how to use all of the simple behavioral models for maximizing marketing ROI, for both B2C and B2B . See:

http://jimnovo.booklocker.com/book.html
Sample of the book (Chapters 1 - 9) here:

http://www.booklocker.com/pdf/224s.pdf 

On Engagement
I’ve had some bad luck with connecting to the web lately, trying to catch up on blog posts as the latest trip winds down.

The panel on Engagement at the WebTrends customer meeting was a lot of fun, probably best described as “productive friction” if forced to describe it with a phrase.

Based on comments from the audience, the panel was quite useful in terms of vetting some of the ideas floating around out there and answering their burning question, “Am I missing something here?  Why should I care about this engagement thing?”

This in itself is an interesting issue: generally, the audience perceives “engagement” as yet another buzzword of the week that like most buzzwords, is simply another word for stuff most of the audience deals with all the time, namely customer service and retention – or customer “experience” if you prefer last week’s buzzword.  This was the insight I gained from the well-lubricated crowd at the party after the panel, so please take this fact into account as well.  Do people tend to say what they really think after a few drinks?  Or were they just tired of talking about web analytics the whole day?

Some of the more interesting discussion among the panelists actually took place right before and after the panel, when we had a chance to really first explain our positions and then challenge each other to defend them.  Great conversation.

For what it’s worth, here’s a breakdown of what I thought I heard being said.  My perception and reality may of course be different and I encourage participants to correct any misperceptions I may have had…

Andy Beal – as the only “generalist” on the panel, I think Andy was a bit steamrolled by the hard core “get the facts” thing web analytics folks do.  He maintained web analytics could measure only one area of customer engagement with a company (the web), and that you would never get the full picture of engagement because some of it is unmeasurable.  Probably true in a strict sense, though I bet there’s a lot that can be measured on the web through customer conversations and so forth.  However, we left this “can’t be measured” question to simmer, because the rest of the panel and the audience wanted to talk about web analytics so that was what we were going to do.

Anil Batra / Myself – I’ll go out on a limb and say our positions were very similar; I’m sure Anil will chime in.  Basically, the formula is this:

The difference between Measuring Activity and Measuring Engagement is Prediction.

In other words, when you start using the word Engagement, you are implying “expected” activity in the future, with this expectation or likelihood being valued or scored with a prediction of some kind.  Activity without an implication of continuity is simply Activity, it’s history and stands alone.  Same stuff web analytics has always done, nothing new.

Jim Sterne – Jim was a bit more global in his thinking as you might expect, and seemed to be concerned more about how Engagement fits into the greater Marketing picture rather than looking to hang parameters on it.  How Engagement is related to Customer experience and Brand, how it does or does not turn into Loyalty, and so forth.

Gary Angel / Manoj Jasra – not sure either of these fine folks fully buy into the “prediction” requirement Anil and I support, though they might be talked into it.  Gary and I had a long conversion which included June Dershewitz after the panel, where we traded examples and generally wrestled over what I would call the “advertising / duration conundrum”. 

I maintain advertising is an outlier in this discussion, which is strange since those folks basically started this whole engagement thing and stoked the fire hard with the Duration variable that got web analytics folks in general so pissed off.  Not sure Gary or Manoj will ever accept Duration in any form as a measure of Engagement, where I maintain that if you isolate Advertising as a unique conversation, it makes a lot of sense.  The reality of buying online display ads is you need an absolute standard or the networks and buying process absolutely fall apart; you simply cannot look at a unique Engagement metric for every site or the buy would never get done.  So you hold your nose, say Duration is important to advertising as a metric, and do the deal.

In other words, there is a huge difference between being Engaged with a site and being Engaged with an ad on the same site.  These are two completely different ideas and unless you believe that Engagement with a site always spills over to Engagement with the ads on the site (I do not) then these two ideas deserve two different treatments.

June wanted to get into it all over again at the eMetrics Summit…feel free to post your comments here June! 
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1. Rod Jacka Says: 
October 17th, 2007 at 10:31 pm 
Hi Jim,

I saw you speak at eMetrics and I definitely count you among the top speakers who presented meaningful and cogent arguments at this conference (I won’t name the others here but it was a very close race and I don’t intend to rank any of you within this group).

In short I agree with the argument that the idea that you can’t measure engagement in the way that was forecast by the vendors. Their presentation showed a very glossy image which in my opinion draws a very “long bow” given the extreme volatility in the data used in web analytics. The case presented related to the process of purchasing a car. During the process of research their website activities were scored according to an arbitrary scale and their interests recorded and reported based on this activity. Based on the presentation it seemed that their specific interests that could be provided in some way to the sales team on the floor when this person arrived at the showroom which would better enable the sales staff to close the deal.

Take the relatively simple example of someone goofing off at work and surfing the web for a new car and then going home to talk to their partner about going to the dealer. A plausible and I suspect relative common event. An alternative and equally plausible scenario is where two or more users of the same computer (e.g. couple or family) all have separate user accounts in Windows XP (Outlook uses this to set up the email accounts) or a similar operating system. In each case their browser will record separate cookies and hence their behaviour recorded independently of each other even though they would be the same purchasing unit.

In both models presented above this would cause the whole system that was proposed to fall apart unless it used alternative factors to correlate each of these events - this is unlikely based on my knowledge of the product. The optimist would say that these factors combined with the problem with cookie deletion were a relatively small and abhorrent affect. Personally as a sceptic, I see this is significant potential noise that will artificially skew the data in a significant way. As such I saw the presentation as little more than a very big sales pitch for a nice idea.

This is not to say that such a technique is not completely without merit, but rather that the message being sent – that we could have such detailed view of the customer and their purchase intentions - is misleading. It is not possible given the current situation with the Internet to reliably measure this type of information in any significant manner. 

In any case a decent sales person would learn most of what the solution proposed within the first 5 to 10 minutes of the conversation with the customer on the sales floor. I suspect that any car sales staff not doing this would have relatively short careers. At best this gives the sales staff a conversation starter which is good, but at what cost?

Engagement has similar problems. Without full details of intent how can we possibly contextualise the activities of an unidentifiable visitor? Sure we can take hints from their activities such as the search queries that they used, pages viewed etc, however with aggregated data it is difficult, nay, impossible to decipher their intent. To infer that high page views and high time on site = engagement is simplistic at best. I have an article at http://www.panalysis.com/web_analytics_time_on_site.php which presents an (albeit still simplistic but less “dumb”) approach to deciphering time on site and page views per visitor. I don’t dare to label this engagement but rather a means of categorising behaviours based on limited variables.

Website analytics without segmentation is a very dumb idea in my opinion. To summarise in the words of William Blake - “To generalise is to be an idiot” and that tends to be what we do unless we focus on the specifics. Unless we drilldown to the specifics then we waste the opportunity of web analytics. Unlike other CRM, data mining or market research analysis we are looking at the whole potential population of a website regardless of whether they have the capacity and willingness to purchase, register, …” and this fundamentally pollutes the data. 

You had some very interesting points and I look forward to hearing more from you in the future. 

2. Barry Parshall Says: 
October 18th, 2007 at 12:38 pm 
Hi Rod,

To begin, thanks for attending the conference last week and for checking out my session on scoring. Too bad we didn’t have a chance to chat on this topic at length face-to-face.

Regarding your comments above, I don’t want to confuse my trite and perhaps flawed examples or the constrained format of the presentation with the value of the concept. That said, and technology and terminology aside I hope most can agree on this: past behavior is a lead indicator of future behavior, no matter if you’re talking about web site traffic or personal eating habits. Lead indicators are just that, indicators. Within a population a given member may deviate from the indicators, but as a whole the segment should follow what those indicators predict if 1) the model is well designed and 2) the technology upon which the model is implemented properly executes the intent of the model and is sufficiently lacking in undermining flaws (e.g. the shared home PC).

My first attempts to design WebTrends Score began with trying to devise a composite (uber) metric of other metrics that today are commonly associated with “engagement”. Long story short it was a miserable failure. Aside from being a mathematical abomination, it wasn’t tailorable to the unique characterstics of a given web site and worse, wasn’t a lead indicator of anything … except potentially more engagement. To be useful I felt that scores had to be lead indicators of future events (ideally) or indicators of visitor interest (or should I say engagement) in something specific and tangible from which one can apply segmentation and targeting activities (at a minimum). While I acknowledge the usual collection of features I wish we could have gotten into the first release, I think the mission was accomplished: scoring allows you to isolate segments of visitors based on common score values, which themselves are measures of engagement in one or more specific subject matters, and take action specific to those visitors.

Regarding some of the other specific comments, I concur that a showroom sales person could more effectively collect the data about a person face-to-face. Let’s chalk this up to a bad example that I’ll work to fix. Scoring is a means to qualify visitors and move then along the sales/conversion funnel (assuming such applies to your business model). Once they arrive at the proverbial showroom floor, its job is done. Put another way, scoring is no longer needed once it has taken the individual to the point where you can engage her/him in a 1:1 manner. Instead, scoring is far more useful in turning your 1-to-many targeting activities into 1-to-few activities in an automated fashion and in a means that is far more insightful and quantifiable then merely looking at their time on the site or the last product they viewed.

Regarding the shared computer, I certainly acknowledge the issue. But I don’t believe it undermines the usefulness of scoring. Worst case scenario is that our multiple personality visitor exhibits behaviors that thwarts our ability to place him/her/them in a specific segment. But can we agree that this constitutes the exception case? Who knows, maybe someday we’ll have the inferencing logic to split apart the interests of our conjoined visitor. We have the data. Hmmm…

Barry Parshall
Director, Product Management
WebTrends 

3. Rod Jacka Says: 
October 18th, 2007 at 7:29 pm 
Hi Barry,

Thanks for your thoughtful response, and yes it was a shame that I didn’t get to speak to you personally. 

Based on my understanding of the situation, the WebTrends scoring process relies upon the foundation principles of:

1) That visitor behaviour is a predictor of future behaviour and purchase intention,

2) That visitor behaviour beyond a single session is a key component of understanding visitor behaviour over time, and

3) That the information available in the visitor transactions made on a website is sufficient to infer what the visitor’s intent was during these sessions.

If these principles are not true, then please correct.

In the case of principle 1, you will have no argument from me. Much work has been done by far brighter minds than mine on this topic and the data mining industry is based on this belief.

In the case of principal 2, I do not believe that the underlying data is sufficiently consistent, reliable and cohesive to warrant this assumption. I base my conclusion on this upon the available evidence (which is thin, I agree) that visitors delete cookies far more than web site owners would like to believe. The Red Eye Report white paper (http://www.redeye.com/bestpractice/white_papers.php) estimated that cookie based counting overestimated visitors by a factor of 2.3. A similar but less convincing study by ComScore (http://www.comscore.com/blog/2007/06/comscores_cookie_deletion_whit.html) drew similar conclusions. I am not yet aware of any formal academic or more systematic and detailed study into this area and would be pleased to hear of one.

If either of these conclusions is even close to being a true reflection of the current situation, then a miscount factor of 2.3 or worse is, in my opinion, fundamentally at odds with the foundational principle #2. If this is the case then this principle is invalid to a point where little if any sensible data can be taken from methods based on it.

Looking at the behaviour that I see in myself and my peers with regards to cookies and general website usage, I tend to think that the Red Eye Report may be closer to the truth than we would like to believe.

I would like to put out a challenge to all major web analytics vendors to sponsor a university or similarly independent body to conduct formal peer reviewed research into this effect with a sufficiently large body of website owners to test whether the premises of the Red Eye white paper hold true in a larger study. For such a study to add value to the industry and to resolve the question, it must take into account the rate at which cookies are deleted, not accepted as well as the time period by which they are deleted.

In the case of principal 3, this is debatable; however I do believe that some information regarding intent can be inferred in a limited number of cases. However this can only be inferred where an originating keyword from a search engine exists and is matched with views of multiple pages of content on a website or an “internal” search query from the website’s own search engine exists that states the intention of the visitor to locate certain information. It is far, far more difficult to infer this from click stream data and hence I see this as limited value.

I don’t intend to post again about this topic on this blog and encourage you to post any response to the WAA forum on Yahoo for this topic.

Best

Rod Jacka 

1

