



Chapter 3
Data Warehousing

Lead-in Vignette

Costco: Data Driven, Employee Centered
The vignette describes a new marketing model in the area of big box retailing. Costco provides competition to chains such as Wal-Mart and Target. Costco is a membership driven program similar to Sam's Clubs; however the number of items in stock is dramatically lower. Managers track inventories to see which items succeed and which do not. Employees are rewarded for loyalty and effort with solid pay and benefit programs.

Questions for Students:

1.
Have you ever shopped in a Costco? What was the experience like?
2. 
For those who have been in the store, do you notice the lower number of actual items 
for 
sale?
3.
What kinds of data would be crucial for marketing managers at Costco?

Overview

This chapter examines the role of the data warehouse in an overall marketing management program.
In his chapter, the basic nature of a data warehouse and the functions it provides are discussed first.

The second section features analytical data, noting two key methods of utilizing data: a lifetime value analysis approach and the RFM analysis technique. 

Data-driven marketing programs are then described next.

A presentation regarding the importance of testing data-based marketing tactics is found in the final section.

The Data Warehouse

 An operational database contains the transactions customers have with the firm. It follows generally accepted accounting principles.

The marketing database holds information about current customers, former customers, and prospects, as well as transactional data.

A marketing database also carries records of every interaction between the customer and the company, regardless of which employee the customer spoke with, and includes any other form of contact.

Data Warehouse Functions
The primary data warehouse functions, as shown in Figure 3.1, are:
Customer communication - which must be efficiently and effectively facilitated.

One method to facilitate quality communication is personalization, in which a 
consumer receives distinct marketing offers and other advantages tailored to his or her 
individual identity and needs.
Website operation - including personalization with all other standard web site features.

Creating data-driven marketing programs
Providing assistance for customer service operations
Offering quality customer information, including a FAQ page.
Helping the sales staff make quality contacts with customers.
Create the basis for market planning.

The Data in a Data Warehouse
Figure 3.2 displays the types of data.

Customer Data

Data warehousing begins with collecting customer names, addresses, and contact information, including phone numbers and e-mail addresses for business-to-business and retail customers.
The basic rule of thumb in collecting customer data remains "the more the better."

Contact information must be constantly updated because people often move.

Transaction Data

Transaction data tracks actual customer purchases, communications, and interactions with the company. Details regarding every purchase must be entered into the database.

The data is used to:

· track customer contacts

· provide purchase reassurance

· send follow-up e-mails (including cross-selling when appropriate)

· keep customer histories

· personalize interactions via the Web

· target sales offers

Appended Data

Appended data includes adding demographic and even psychographic information that can be obtained through a number of independent marketing or database research firms.

KnowledgeBase Marketing, Donnelly, Dialog, and Claritas are four major firms that offer this kind of service.
Geocoding is the process of adding geographic codes to each customer record so that the addresses of customers can be plotted on a map.
One version of geocoding software is named <ITAL>CACI Coder/Plus.</ITAL> The software identifies a cluster in which an address belongs.

Analytical Data

Analytical consists of the data and codes generated through the analysis of the data. 

Many types of analyses can be performed, the two most common are:

· lifetime value analysis 

· RFM analysis 
Lifetime Value Analysis

Lifetime value (LTV)<INST></INST></KT><DEF><P> is a monetary figure that represents the profit stream that a customer generates over his or her lifetime.

The typical lifetime of a consumer is calculated as lasting 5 to 6 years, because the term "lifetime" refers to the time that a customer can make purchases from a particular firm before moving to a new address, not the literal life span.

The key figures in calculating the lifetime value of a customer or set of customers are revenues, costs, retention rate, and visits or purchases per time period, normally one year.
One critical cost figure is that of acquiring a new customer
Another key cost figure is the cost of maintaining a database.

Retention rates and purchases per year are more challenging. Both require an accurate marketing database system and are based on the principle that individuals within the database are identified each time a purchase is made.
Lifetime Value Calculations

One method for calculating lifetime value is shown in Table 3.1.
The example calculates lifetime values from a company called The Hot Spot.

Applications of the Lifetime Value Concept

When spending marketing dollars, standard goals include increasing revenues and lifetime values. A marketing program that does not increase the overall lifetime value of a market segment has a questionable worth.
Stop and Think
1.
Name some events or changes that could affect the lifetime value calculation for an 
individual consumer (hint: think in terms of personal events, such as marriage, divorce, etc.).
Events or changes that could affect a lifetime value include new family circumstances (birth 
of a child, marriage, divorce), health problems, retirement, and  loss of a job.

2.
In the example featuring Renee returning an item and receiving credit while another customer 
was refused, do you think it is wise to treat customers differently based solely on a lifetime 
value figure? Defend your answer.
Many students may argue that it is not wise to have differing return policies for differing customers, because it may affect the purchasing behaviors of the person who is refused to return something. Others may say that the person simply isn't a good customer, so it would not matter.

(Hint: You can remind students of the 80-20 
principle: 80 percent of problems come from 20 percent of customers.)
3.
As a supervisor in a sales department, what kinds of benefits and problems might emerge 
from your sales force having access to the lifetime value calculation of each customer?

As a sales manager, the benefits of having lifetime value information available to the 
sales team would be that they may be able to customize selling practices. Some may be prone to being able to add to a ticket through suggestive selling. Others may not be worth the effort. The disadvantage may be that the salesperson will not be as attentive 
to a customer with a low value, and may even be dismissive or disrespectful to low value customers.

4.
Can you think of companies that would be likely to assign you a high lifetime value number? 
Do they make decisions based on your value to them?
Students will give personal responses regarding which stores or companies may assign them high lifetime values. They will also vary regarding whether they are treated differently due to that value.

5.
Which is more valuable to the advertising department, the lifetime value of an individual 
customer or the lifetime value of a segment of customers? Would your answer be the same 
for the sales manager?
The advertising department is much more like to believe the lifetime value of a segment is more helpful. The sales manager may believe it is more value to have lifetime values for individual customers.

RFM Analysis

RFM stands for recency, frequency, and monetary. 
Recency is the date of the last purchase.
 Frequency is the number of purchases within a specific time period, normally one year. 
Monetary refers to the level of monetary expenditures with a firm, and is usually expressed as total expenditures per year. 

Table 3.2 displays a set of RFM codes

The RFM number contains three digits, from 5 (highest) to 1 (lowest) for each category. A figure of 345 indicates 3 for recency, 4 for frequency, and 5 for monetary.

Applications of an RFM Analysis

The marketing department will typically look for common characteristics for both types of groups. 
When the manager discovers that most customers having values of 444 or higher are likely to be female professionals with higher incomes, and with college degrees, the information can be used in choosing television programs for commercials as well as the themes presented in those advertisements.

Typically, the recency value has the most significant impact on future purchases.

The least predictive figure in the RFM analysis is monetary, the third number in the code.

Data Mining
Data mining includes two activities:

(1) building profiles of customer segments

(2) preparing models that predict future purchase behaviors based on past purchases.

Profiles of Customer Segments

Data mining may be used to develop a profile of the company’s best customers. 

The profile can be used identify prospective new customers or locate current customers who can be upgraded through marketing endeavors to the “best” customer category
Ask students what characteristics they have that would be part of a profile.

Predicting Future Purchase Behaviors

Models that predict future sales based on past purchasing activities can be used in a number of ways.

They can assist in cross-selling.

They can help with advertising and consumer promotions programs, point-of-purchase displays, and store layouts.

Particular products can be emphasized or de-emphasized, sales tactics may be modified, and specific marketing offers can be sent to the people who most likely to take advantage of them.

Data-Driven Marketing Programs

Figure 3.3 identifies some of the more common programs.

The programs are often used as tactics associated with customer interactions and customer retention.

Trawling

Trawling is the process of searching the database for a specific piece of information for marketing purposes.
Home Depot can examine a database to identify people who just moved and would need home repair items.

Ask students to think of other examples.

Direct Marketing

Common forms of direct marketing include standard mail, in-bound telemarketing, television infomercial offers, catalog orders, and purchases over the Internet.

Through database technology, direct marketing today is more efficient and cost effective. Instead of sending a direct mail piece to everyone, data analysis can be used to select the individuals, or businesses, that are the most likely to respond

Permission Marketing

Permission marketing involves sending marketing offers to individuals who have given the company permission to do so.

The key is to make sure the person has truly given permission and wants to receive the offers, and not to trick them into the program.

Frequency and Loyalty Programs

Frequency and loyalty programs offer points or other incentives to individuals who make repeat purchases.

Such programs are highly popular in the travel industry (airlines), in hospitality industry (hotel stays, meals in restaurants), and in credit card programs.

Viral Marketing

Viral marketing involves attaching or including an advertisement or marketing offer in an e-mail or other customer correspondence, such as a blog.

To be successful, such efforts need to be honest and often include something that is unique or special.

Ask students if Twitter can be used as a form of viral marketing..
Customization

Customization is the ability to modify marketing programs or offers to different groups of individuals within a database.

Stop and Think

1.
Which of these data-driven marketing programs have you experienced?

Students will report individually on which data-driven marketing programs they have encountered.

2.
Would programs such as trawling and customization have an impact on advertising clutter? If 
so, is the impact negative or positive?

Programs such as trawling and customization could, in theory, actually reduce clutter, because recipients of information would be more carefully identified and others would are not being targeted would not receive the materials.

3.
Could programs such as trawling, viral marketing, and customization be viewed as being 
unnecessary invasions of privacy and therefore unethical?
It is entirely possible to view trawling, viral marketing, and customization as more of 
an invasion of privacy. Students may or may not believe this is unethical.

4.
Which of these data-driven marketing programs is most likely to enhance customer loyalty? Which is least likely? Why? Does it make a difference on the type of good or service being sold?
Student opinions will vary as to which programs do the best job of building loyalty. 
The product or service is likely to have an effect, especially for frequency and loyalty programs.

5.
The benefits of frequency or loyalty programs include the possibility of enhancing customer loyalty and increasing sales. What might be the potential costs?
The potential costs of frequency and loyalty programs are time spent on less valued 
customers and keeping extensive records.

Testing Database-Driven Initiatives
Table 3.3 provides data to be used in a RFM Analysis.

Table 3.4 provides more expanded information for additional analyses.

These both utilize The Hot Spot as an example.

YourCareer

This feature describes the work of Jennifer Reed Banando, Senior Marketing Manager at Sage. She talks about how Sage utilizes its database to sell various products.

