How NOT to do Database Marketing:  Small Business Pitfalls to Avoid

by Alan Lorenzo

Pitfall #1:

Poor Data Entry and Processing

Data integrity is the first key to success in database marketing because if you can't match customer names and addresses with their respective transactions, your efforts will be fruitless. Whether you're in cyberspace or a database, GIGO (Garbage In, Garbage Out) rules. Even if your data is picture perfect, every customer must have a unique identifying number. Phone numbers don't cut it with their rapidly changing area codes. Social Security numbers invite privacy issues.

The Solution

Assign your own customer account numbers for the best results and to avoid duplicate records. Devise data entry standardization techniques so every order that is keyed follows a uniform record layout or file format. A record layout, which specifies which piece of data is in which field, is essential for working with a service bureau. At some point, you must accept responsibility for your own data.

Pitfall #2:

Selecting Tactics Instead of Developing Objectives and Strategies

Frequently, I'll get asked an initial question like this: "We're thinking of doing a postcard mailing. How much will it cost?" After a few questions of my own, it's apparent that not much thinking was done at all and that I'm dealing with tactically-driven price shoppers. I'll often ask: "Who's the target audience? What's the offer? Is this the right medium for reaching these people with this offer? Is the creative presentation appropriate?" Price should not be the primary factor in your direct mail campaign.

The Solution

To do direct and database marketing well, you need two types of objectives: strategic and financial. Strategic objectives include maximizing sales, increasing usage of a product or service, acquiring new customers, or retaining old ones. Financial objectives focus on the dollar return you expect to get from your investment. The next step is to design strategies that describe how you will pursue these objectives. From the strategies flow the tactics that detail how you will make the strategies happen. A strategy might be to acquire new customers among "new movers" to town because you offer a service of interest to them. A tactic would be to buy a new mover mailing list, and send them a direct mail piece.

Pitfall #3:

Reversing Priorities in Your Direct Marketing Plan

Spending 90% of your time designing a pretty piece of paper with the wrong offer, sent to the wrong people will ensure failure for any campaign. Lack of a sufficient offer to attract a customer may also be ineffective -- the standard 10% off of what your competition offers may not be enough. Although, for these offers to be "right", they need to be profitable for your business, too.

The Solution

An industry guideline states that 40% to 50% of the emphasis in a direct mail campaign should be given to the selection of a target audience, thus ensuring that qualified prospects are reached through the right media. Another 40% of the effort should concentrate on constructing and testing the right offers to attract your target audience. This is where you create demand for your product or service. The remaining 10% to 20% will be put to creative issues, or how you present your offer to your target audience. Copy should focus on the benefits of your product and service, and the benefits of taking advantage of this offer -- now.

Pitfall #4:

Trying to be All Things to All Customers

All customers are NOT equal. Many will be unprofitable, yet you may be spending the same number of direct marketing dollars chasing your most profitable customers as you do the unprofitable ones.

The Solution

Strategically segment your customer file. Remember the old 80/20 rule, and the fact that all customers are not of equal value to a company. To start, identify your high, medium, low, and inactive users, and frame customized appeals for them. This is what direct marketing is all about.

Pitfall #5:

Pushing Your Products or Services on People Instead of Pulling Customers In

How do businesses push their products or services on people? Remember, the last time you got a dinnertime call from a telemarketer? How many irrelevant, unsolicited mail pieces do you receive?

The Solution

Bring customers to your door by meeting their needs. This is the core of any direct response campaign because you're trying to get prospects to pick up the phone and call you, or mail in an order. Offer something of value to them, and you won't be just another piece of "junk mail".

Example:

A customer-oriented clothing manufacturer or retailer would know in advance what fashions their target audience desired, and consequently, would spend their media dollars using direct response advertising to reach these potential customers. Response would be encouraged with an appropriate offer and a toll-free number to call or Web site to visit. This is known as a "pull strategy," and it doesn't have to involve direct selling through mail order. It can be quite supportive of the retail sales process by directing consumers to nearby stores, or providing purchase information.

Pitfall #6:

Letting Technology Drive Your Business

One of the biggest mistakes I've seen involved a retailer that had to be one of the first in town to have her own web site. Little thought went into such issues as site content, or whether this medium was the best way to reach old or new customers. All that mattered was that it was cool. Six months later, and after almost $5,000 in web- site development costs, she had not received a hit, much less an order. It was unfortunate because with the diligent customer and transaction data she maintained and the dollars she spent, she could have done a very effective loyalty/retention mailing that would have yielded a positive return. In fact, with cash flow being an issue, she couldn't afford to do any marketing at all for awhile, and her business slowed. She also discovered that she could have had a web page on a community site at a fraction of her original investment.

The Solution

Many businesses getting into direct and database marketing for the first time feel they need to invest substantial capital in sophisticated hardware and software so they can do it all "in- house." A better strategy for enabling this effort can be to outsource your data processing and fulfillment needs to a service bureau. Relatively little up-front capital is required, and glitches in your direct marketing programs can be fixed under their roof before you're ready to actively manage it in-house. Other transaction-based, small businesses should seriously re- evaluate the need for the latest barcode scanning equipment when manual data entry may be sufficient to get a plan going. Likewise, a database-marketing program should not start with a focus on mathematical models at the expense of developing profitable customer relationships. In the beginning, you won't have enough data to make the model statistically significant, and predictive modeling usually entails a hefty five-figure sum. Furthermore, the information you can capture from a customer survey can be much more accurate and efficient than data appended from an outside source. Once you gather sufficient transactional data on your customers, then you can build a lower-cost RFM (Recency, Frequency, Monetary) model that will help define and predict the purchase behavior of your customers.

Pitfall #7:

Budgeting For One-Shot Promotions, Not Long-Term Strategies

Successful database marketing is not executed with a one-shot promotion. When potential clients ask me how much a database marketing program costs, the amount doesn't roll off the tip of my tongue. It depends on what you're trying to do, and the initial or annual budget that you have available. Figuring out accurate cost projections for a campaign is hard and time-consuming work, and hence, for me, is done on billable time. No consultant working for your best interest has a convenient menu from which to cherry-pick prices from. Nevertheless, I still receive one-line inquiries like this: "Hey, what do you charge for Cheshire labels?"

The Solution

You're in it for the long-term, and the earnings generated need to be reinvested to maximize the growth of your business. For a small business, plan on at least $5,000 to get started, and $10,000 - 15,000 if you want to make any real promotional impact. As a consultant working with small businesses, I would be lucky if a third of that money came back to me. The bulk of the budget is allocated for postage, printing and data processing costs. And these costs don't happen all at once; they're incurred over time. You have fixed, front-end costs that involve everything in getting the promotion out the door, and variable, back-end costs that are dependent on the response rate you achieve. There are also one- time costs that involve setting up a database at a service bureau for use with many promotions. Setting up cooperative (co-op) databases is an economical option for a collective group of small businesses, where all these costs can be shared.

Pitfall #8:

Believing There is a Magic List ...

That will produce a 50% increase in sales over the next 60 days. Not very likely, but for certain small businesses, niche lists could be a very productive tactic. Keep in mind, though, that on a "cost- per-order" basis, direct mail is frequently the most expensive way to go.

The Solution

This is not true for mailing to a house list of existing customers, which can yield double-digit response rates with increased order amounts. That's where the gold is and provides additional opportunities for stimulating valuable word-of-mouth publicity.

Pitfall #9:

Erecting Road Blocks To the Buying Process

There are dozens of obstacles that companies inadvertently erect to make it difficult for their customers to place orders. I've seen companies go through the expense of designing a web site, but only provide 800 numbers for accepting orders. I've seen companies tell loyal customers that their response to a birthday promotion doesn't count toward their frequent-buying club. Or how about the small manufacturer trying to get better product distribution, yet told consumers who called to buy direct to try the nearest dealer 80 miles away!

The Solution

Make it easy for your customers to order, through whatever medium they choose.

Pitfall #10:

Not Informing Your Staff of a Promotion This rarely facilitates the buying experience, and can chase business away for good. It gets back to the necessity of direct marketing playing a central role in your business with a focus on the customer. Are you testing segmented offers among your customers? Then, it is mandatory for your staff to know who's entitled to what offer, and how this can be identified without asking the customer. If a customer comes in disconcerted because her friend got a better offer, then how will you handle it? What if the customer inquires about something in the promotion that you haven't even thought of? Sometimes, your staff can come up with the right answer before you can. Listen to them.

Pitfall #11:

Not Setting Up a Measurement and Analysis Procedure This is the whole point of doing direct and database marketing. Testing what works and what doesn't among different media, offers, and creative. Direct marketing is fully accountable, and can even tell to what extent each promotion has contributed. Be sure to go beyond cost- per-order, and include revenue-per-order so you can calculate margin-per-order. Sometimes you'll find a target audience that incurs a higher cost-per-order, but also generates extra revenue, and hence, margin-per-order. In whatever media you decide to test, make sure there is a sufficient audience size to breakeven. For instance, if you need a 100 orders to breakeven, and this number would represent an overly optimistic 75% response rate among your target audience, then you better reevaluate how effective this medium really is. Many direct marketers do this through a calculation known as "allowable margin", or knowing in advance what you can afford to spend in acquiring a new customer.

Pitfall #12:

Working with Consultants Who will not Implement What They Recommend. As you've seen here, direct and database marketing is comprised of intricate guidelines, methodologies, and attention to detail. It takes time and money to do it right, and when you succeed you'll know it was worth it. If you don't have the available hours in a day to do this, then consider working and cooperating with a consultant who can help you make the right decisions, and manage the entire effort for you.

SURVEY - FTIT 2001: Surprising online revelations: WEB [DATA] MINING by Philip Manchester: Every detail of the way potential customers use a website is recordable - and this information can then be used to turn visitors into buyers 
Financial Times; Oct 17, 2001
By PHILIP MANCHESTER

Even before the age of automation, good businesses monitored customer responses. It might have taken the form of a friendly shop floor chat between a board member and a worker in the front line, or it might have been a more formal customer survey. 
The arrival of information technology in the 1960s provided the opportunity to gather and analyze a wide range of data about customers. Tracking sales trends and buying patterns, for example, enabled businesses to gain greater insights into what customers wanted and reorganize their operations to give greater satisfaction. On the surface, the growing use of the web as an important sales channel is more of the same. But in reality the web adds three new dimensions to customer data. Firstly, there is a lot more of it and, secondly, it is dynamic rather than static compared to the transactional data from established operational applications. Finally, and most important of all, it gives an insight into the way customers behave. It is possible, for example, to monitor and record every detail of a potential customer's visit to a website. The buttons they choose to click on, the pages they linger on and their response to the design and navigation aids on the site are all recordable and potentially useful in revealing customer behavior. 
The combination of large volumes of data, its real time nature, and the potential for gaining greater customer insight demands new approaches both to gathering and analyzing customer data. Established data analysis specialists have upgraded their software tools to cope with the higher volumes and the dynamic nature of web-generated customer data. At the same time a new breed of so-called web mining products has emerged to challenge the established suppliers. "The web means a massive increase in data. The problem is to identify the useful and actionable data," says Laurence Shaw, European chief operating officer at consultant Headstrong. "You can capture data on who hits the site and the pages they view. But the real value comes from tracking a whole visit - or preferably multiple visits to a site. Then you can start to build up a picture of customers and their preferences." 
Mr Shaw adds that businesses can use "cookies" - a technology that can identify a customer as a frequent visitor - and personalization of the site to gather such data. "You can then tell whether they are a new customer, a previous visitor or a returning loyal customer and treat them accordingly." It is this ability to tailor a site visit to particular customers that brings out the real value of site monitoring. Berni Simmons, UK country manager for data analysis tools developer SPSS, says that data from websites must also be combined with other sources to get the full picture. He adds: "We have been in data mining since the 1960s and the basic premise of data analysis is still the same. But the web brings new and different data - especially to do with sequences of events. 
"If you consolidate this with the traditional data such as customer details and transaction records, you can start to relate it to organizational activities." Sandy Carter, IBM vice president of marketing for its Websphere product, says that making the connection between customer behavior and site organization is especially important in the web environment. "There is a lack of personal interaction on the web so you must use the business intelligence data you gather to keep track of customers," she says. Ms Carter goes on to illustrate the point with the case of lingerie site Victoria's Secret: "When they first set up the site they expected it to attract women in the 20s and 30s and designed it accordingly. But the demographics showed that most visitors were men between 40 and 55. Clearly, they had to change the design to appeal to them too." She adds that the primary purpose of gathering data is to turn visitors into buyers: "In business-to-consumer commerce the conversion rate is only around two to four per cent. In business-to-business, it is much higher, but still only 20 to 30 per cent. If you can raise this by only a few points you can increase sales significantly." 
As with SPSS, IBM takes the holistic approach - pulling data together from many different sources to enable complete analysis. "You have to take a multi-channel approach because that is what buyers do," says Ed Harbour, director of Websphere commerce at IBM. "Buyers might place an order in a kiosk and then track its progress on the web, for example. Our Merchant Reach technology gives you a single source linking all the data so you can view the customer as a single entity." NetGenesis, a US-based specialist in what it calls "e-metrics", has worked with both IBM and SPSS in combining traditional data with web-generated data. Anne Estabrook, vice president of marketing at NetGenesis agrees that any monitoring exercise must take account of all data sources. "You need to optimize the performance of the web within the context of the broader business picture so you can align it with the business drivers," she says. "The rich behavioral data you get from the web is not available in normal channels." This, she warns, is not easy: "It is much more difficult and completely different because it is technically more dynamic, and on-line tracking is less mature than traditional data analysis." 
The wealth of data about customers now available to businesses gives them an unprecedented opportunity to provide the highest quality - and profitable - service. But, as ever, enthusiasm for the technology should not overwhelm sound business judgment. "As much as 90 per cent of the data collected is not used so business must focus on genuine business benefits that can come from monitoring their customers. Or they will end up with enormous databases that deliver nothing to the business," notes Mr Shaw of Headstrong. 
----- 

Data Mining Checklist: Are You Fostering One-to-One Relationships for Superior Customer Retention and Care

In a recent issue of the Iconocast newsletter, www.iconocast.com , marketing writer David Batstone provided a recent personal experience and a helpful checklist to illustrate the sales and customer retention power of data mining. Here is his specific excerpt from the newsletter:

"Earlier this year, I traveled to Boston and checked into the Westin hotel. After the clerk accessed my file online, he told me extra chocolates would be waiting on my pillow just as I had requested at the Phoenix Westin the previous month. I think I'll go back to the Westin, just as I'll stay with any service supplier that takes care of my personal needs. That's the value of good data mining.

The goal of one-to-one marketing is to grow customers by delivering tailored products and services that will create unbreakable, lifetime relationships. Yet while a single view of each customer is regarded as a critical business need today, only 2% of firms have that capability today, according to a June 1999 Forrester Research report, www.forrester.com.

A new breed of applications, dubbed eRM, or "eRelationship Management," are coming to market to help companies better do this. Forrester predicts that eRM apps will obsolete customer relationship management (CRM) apps by 2002.

Want to know how well your company is using its existing database? Go through the following checklist:

· Does your company know the current and future profitability of every unique customer? Good eRM apps can segment customers by profitability level and provide differentiated product services.

· Does your company know enough about its customers from past campaigns so that it is contacting them how they want to be contacted, when they want to be contacted, and with the right value proposition?

· Does your company increase customer profitability by allocating rewards for its best customers?

· Does your company count unique visitors, segment customers based on their online behavior, understand how online behavior drives sales and identify opportunities to grow online sales?

· Does your company combine the transaction data from financial and sales systems to quickly analyze and report an accurate, up-to-date view of a company's sales status?

· Does your company report regularly on sales commitments and opportunities in the pipeline? An accurate report on pre-sales data helps the sales team identify where their biggest opportunities lie, and forecast if they are going to make the quarter.

· Does your company capture and analyze high levels of details on campaigns, measured against control and test groups, automatically calculate ROI objectives, and seamlessly recalibrate campaigns based on the predictive indicators that led to the highest yielding results?

· Does your company analyze log files from the site and/or call centers to find out how customers tailor their array of products, in order to determine what new product features, options and combinations to build in the future?

How did you do? If you had to answer "No" to more than a few of these questions then your company is probably squandering opportunities for greater profitability. Customer care is only as good as a company's ability to capture, store, integrate and disseminate data."

Profiling and Regression Analysis Identify Top Customers and Maximize Your Database

While few direct marketers will argue the benefits of identifying their best customers (or those of their clients), some question the value of knowing which customer segments are a waste of marketing dollars. They market intuitively, hoping that the larger their prospect database, the larger their share of the customer pie.

Initially, the results may validate this theory, but at what cost? More significantly, what is it worth in the long run? Rarely, if ever, does database size alone ensure results, particularly for those who do massive direct marketing campaigns especially costly mailings on a regular basis.

Further, this hit-or-miss approach begs numerous questions:

Could the same marketing dollars have been used more effectively and reached greater numbers of top-tier targets (i.e., customers most likely to buy what you’re selling)?

On the other hand, if you’ve already determined the characteristics of your best customers, how do you decide which ones and how many of those to which to market your services?

Also, how will you generate new customers?

Increasingly, database marketers are answering such questions through customer profiling and regression analysis, or modeling. While profiling your database can help you identify and understand your customers, modeling can assist with strategic planning by identifying market development opportunities. Despite some similarities and overlapping features, each offers unique benefits to direct marketers. And for some companies, utilizing profiling in conjunction with modeling greatly enhances the usefulness of their database information.

Customer Profiling
Usually, customer profiling works best for companies that want to do one or more of the following:

Market to specific segments of their house file

Identify their best customers according to demographics and append that information to their file

Use general yet statistically-significant facts about their top customers for prospecting

"Often, people who use the profiling process have intuitive thoughts about what constitutes their best customer, but they really don’t know," said Paul Theriot, Vice President of Business Development for AccuData America. "They want a profile that describes what their best customers tend to look like." 

In other words, they want the generalities afforded by a profile versus the statistical specifics of a model. Profiles for consumer data commonly report such facts as age, gender and place of residence, as well as other socioeconomic indicators including relative net worth, marital status, family size, and vehicle characteristics (foreign or domestic; newer or older). Collectively, they paint a portrait in broad, yet informative strokes, of how people live. For business data, profiles report demographic variables such as SIC, number of employees, sales volume and more. 

Although different demographic variables can be applied to these reports, typically they include only those attributes that are statistically significant in comparison to a benchmark score, or average. "Let’s say, for example, that 10 percent of people in America have annual incomes of $100,000 or more, but in your file, that income level applies to 40 percent of your customers," said Theriot. "That’s statistically significant compared to the national average and therefore, would be included in the profile report."

Theriot said that any number of statistically-significant elements in a profile would be used essentially as a laundry list of what you want appended to your consumer or business database. For instance, if your product mix is designed to appeal to both men and women but your customer base is 75% female, a profile would help you increase your percentage of male customers. 

"You could get the gender appended, isolate that information and mail out an offer geared specifically to males," said Theriot. "But more often, people just do the profile itself and use it for prospecting."

Modeling
Unlike a profile, which is a non-statistical methodology, a model uses statistics to determine specific characteristics of a company’s best customers. According to Theriot, modeling — also referred to as regression analysis and statistical marketing — is a prospecting tool for people who want to increase their customer base via direct marketing, specifically direct mail.

"With direct mail, many companies try to find the prospect data that they think intuitively might work best for the product," he said. "Frequently, they just kind of throw test mailings out there to see what’s going to stick and what doesn’t.

Some notes on AA:

Affinity analysis is done through the application of Association rules. For example people who buy internet hours normally have their own PCs. People who go to cybercafes normally do not have access to a home pc or their home pc is too far away to be easily accessed. Selling them PC parts/upgrades makes sense to the first group; as does selling mobile phones, pc notebooks does to the second. Similarly those buying tea are normally associated with those also purchasing milk and sugar. If the buyers are older they are likely to be buying milk in smaller quantities and probably only for tea as the incidence of heart disease, need to control for diet etc all impact on their associative buying. 

Affinity analysis is a data mining tool that uses statistical and data visual tools and models. Affinities are established accordingly.
