M395 Session 10

Web Performance, Learning, and Community


Hanson, Chapter 10: Community

Overview

Community is one of the elusive promises of the Net.  It has great potential, but it is a high-stakes battle.  We look at the basics of communities facing consumers and businesses; the online tools used to create online conversation and collaboration; and business models of the different community types.

Community Goes Online

There’s a great debate brewing about whether online communities are a good or bad thing for society.  Both seems to have decent evidence, their arguments follow.  Online marketers should understand these views in order to take advantage of the commercial potential.

Optimists

Arguments center around the innovative methods of communication.  Message boards, chat rooms, instant messengers (IM), virtual worlds, etc.  Bring together close friends, acquaintances, and strangers.  Communities can experience explosive growth.  In 1998, AOL 13M customers, 34M emails, 290M instant messages, 19,000 chat rooms a day.  Another IM, ICQ also popular, I thought they were bought?  Also community websites like Geocities.  Businesses are trying to use community to generate loyalty, customer involvement, and recurring traffic.  Shift power from businesses to consumers.  This can fundamentally change the nature of marketing, since consumer-to-consumer is so easy, as opposed to the previous stranglehold of firm-to-consumer.

Pessimists

The luddites that say the internet is stifling true community through individual isolation.  Typing isn’t the same as socializing.  Some evidence out of Carnegie-Mellon supports this.  Researchers found that novices that spend more time online, tested worse in psychological measures of loneliness and depression (though they don’t say anything about the obvious self-selection here that would skew the results).  Results are interpreted as “time and friendship displacement”.

Defining Online Community

Combine four features:

· Internet communication tools

· Rules that define community membership

· Collaborative production of materials by members

· Repeat use by members

Many orgs and web sites adding community.  Challenges: getting attention and building traffic (network effects), other snafus like lack of focus, retention.  There are both personal, and extended communities.  The scope can be anywhere form a few to thousands of people.

Fundamentals of Online Communities

Online Tools

Distinction between rings (go between people: email, pagers, etc.) and trees (go to a central place where people look: message boards, chat rooms, web sites). 

Rules

Strong membership rules (religion, race, etc.) vs weak membership rules (interests, shopping clubs) is drawn.  The easier the rules, faster the community can grow but less commitment.  “Escalating” rules can add strength, like with online gaming or 100K min. for admirals club on airlines.  Focus is also very important for strength, too much noise turns people off.  Focus also helps search engines and directories turn up good results.

Collaboration

Member content has desirable attributes: low cost, current, creative, credible.  Heavy contributors should be rewarded since they are rare compared to “lurkers” who just like to watch.  ;-)  Discussion networks have expanded from a few close friends (pre-internet), to larger online communities.  People tend to reveal a lot online.  “Collaboratories” or collaboration for business also growing, scientists and marketing people are benefiting.

Repeat Use

Loyalty has many benefits including trust for organization, airing of true preferences allowing for better service.  Strength increases from: community of users (need conversation), to community of values (need collaboration), to community of requirements (need commitment).

Community, Private, and Public Goods

Private goods are owned and can’t be used by somebody else (Food from grocery store).  Public goods can (clean air).  “Joint supply” means costs the same for first user as many users.  Digital media is this way (once created, can be used by many easily).  Communities are public goods for the users, but private goods for advertisers (only a few slots available).

Launching Online Communities

Hybrid Communities

Just merge the public and private goods aspect.  Most successful for monetization.  Also challenging: balance between quality of content and member freedom, risk of member content bad mouthing commercial affiliates, risk of legal problems.

Mirror Existing Community Benefits

B2B communities include: Virtual Trade Shows (related companies can feature their wares), professional forums (aggregate practitioners of a particular job skill), supply chain networks (http://www.i2.com).

Emphasize Growth First

Lots of reinforcing loops here:

· Content attractiveness – Generating member-based content leads to more members who generate more content (measure by: usage, community “leaves”, community levels).

· Member Loyalty – Lots of member-to-member interaction leads to a loyal community that leads to better retention and more members going forward (measure by: access frequency and duration).

· Transaction Offerings – More members brings more and better paying e-commerce affiliates and user spending (measure by: size of customer database, collaboration)

· Member Profiles – The more demographics and preference information you have about members, the more targeting the product offerings and advertising can be (measure by: sales revenue, active vendors, SKUs).

E-Loyalty: Your Secret Weapon on the Web – HBR

Overview

In the rush to build Internet businesses, many executives concentrate all their attention on attracting customers rather than retaining them.  That’s a mistake.  The unique economics of e-business make customer loyalty more important than ever.

The Meat

Loyalty may be a foreign idea on the web; after all, customers can desert at the click of a mouse.  Some of the industry big hitters though (Dell, eBay, etc.) have it as a highest priority.  Acquisition is expensive, being able to amortize over time is key: enter loyalty.  They’ve discovered the web can actually be a very sticky place.  Old economy loyalty ideas are still key: trust, superior experience, etc.

The Economics of E-Loyalty

Since acquisition is so expensive, customer relationships will be unprofitable for a few years.  As a result, increasing retention by 5% leads to profit gains of 25% to 95%!  Same in new economy as old.  For e-commerce, this effect is multiplied.  Customers cost more at the beginning, but are more profitable as time goes on.  Especially for business purchases (B2B).  For Grainger.com, purchases of long time customers increased once website was up.  Word of mouth referral effect also amplified online.  50% of eBay customers are referrals.  Also, referred customers call their friends for advice, not the companies tech support desk which leads to big $$ savings!  Conclusion: loyalty more important in online world.

A Matter of Trust

Importance of trust magnified on the web due to lack of physical presence.  Trust even more important the price.  Trust also leads to sharing of personal info, which allows better targeting, which allows more trust…  Amazon (not taking money for reviews) and Vanguard (sound advice that may lead customers away from a purchase) have been good examples.  Vanguard also makes it difficult to get on their site because you need the 128-bit plug-in and multi-step password acquisition.  Now 40% of transactions go over website.  Online communities also can lead to better trust since customers trust each other more than firm.

Focusing on the Right Customers

Easy not to focus because on the web you can target everybody.  To stake your claim, you have to do the opposite and focus.  Customers want sites that are fast, easy, and efficient.  Trying to be all things to all people through too many features makes it hard for everybody.  Also, not focusing leads to a false sense of security since customers come but then don’t want to stick because they weren’t good customers in the first place.  Vanguard focuses on low-churn investors in it for the long haul.  By making it a little harder to prove their interest, the ones that come in stay.  Lots more on importance of customer segmentation.  All similar concepts from Marketing 101.  Funny terminology: “loyalists” vs. “butterflies”.  Guess which one we all want?

Inset: How Grainger Helps Customers Make Sense of Complexity

They have 10,000 pages of catalog on their online store, so have done a nice job focusing on making search and categorization easy.

Learning About Loyalty

Internet may seem anonymous, but actually much easier to track behavior.  On internet, you can see if they leave when the price screen appears (price sensitive customer), or just spuriously (probably frustrated by interface or just not interested).  Rich data provides opportunities for getting to know preferences.  AOL, on the other hand, does a great job of this.  They tracked what were the biggest support issues in v.3.0 and fixed them for v.4.0 or made nice help menus (how novel!).  Also noticed that when AOL became part of daily routine, they were much more likely to stay.  Responded with calendaring app, scheduling, and stock tracker.   Dell has a whole “customer experience council”.  They track customers with the same rigor as they track financial results!  Drivers they found: order fulfillment, product performance, post-sale service and support.  Created and monitored good metrics for each.

The Big Picture

Many companies have been tempted to split web business from mainstream operations.  However, this leads to eroded customer loyalty.  Customer thinks as entity as one thing.  Web is a “tool, not a strategy”.  Web should just be looked at as another sales channel and tool for support, etc.  Home Depot, for instance, allows customers to check status of order on website, doesn’t even use it for purchases!

Nothing but the Truth

Loyalty is not won by technology, but by consistently superior customer experience.  Customers tolerance for inconsistency and mediocrity is rapidly disappearing, but those that succeed are big winners.  Loyalty no longer a nicety, it is necessary for survival!!

San Francisco Opera

Due to our guest speaker, I’ll assume everybody want to read the case themselves.  Enjoy!

