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From Chapter 11 - Loyalty metrics...

The business case for any loyalty programme needs to be well supported and justified, not only in the
planning stages but on a continuing basis after implementation, and during development. The application
of solid mathematics, statistics, and scientific measurement is the only way to prove the effect the
programme is likely to have on profitability and the customer base. And the application of regular and
meaningful management reporting is the only way to monitor all the factors involved both before and
after implementation of the programme.

A study among marketing executives by 1isionEdge Marketing [www.visionedgemarketing.com] found -
not surprisingly - that measuring marketing efforts continues to be a top priority, although a worrying
86% of respondents reported being dissatisfied with their current ability to measure and track marketing
petformance. This was a significant increase over the previous yeat's sutvey (in which only 77% wete
dissatisfied). Processes and training were cited as key ingredients for improving the state of marketing
metrics but these were also heavily under-funded, with only 9% saying that metrics training was among
their top three training priorities. More worryingly, 60% of marketing executives had no budget set aside
for training their teams on the use and application of marketing metrics. The survey also observed a wide
gap between marketing metrics that were expected to be used and the processes that were actually in
place to measure them: Of the 71% of marketing executives who cited 'market shatre' as the most
important metric, only 50% actually had an established process to track it.

So, every aspect of the creation of a loyalty marketing initiative - or of any differentiated marketing
initiative - must be evaluated at all stages, and useful metrics must be implemented with proper processes
and controls to help determine the success, failure, progress or stagnation using preset standards. In this
chapter we examine the detail and practical workings of the necessary formulae, calculations, metrics, and
management reporting tools that every marketer needs during the process of evaluating new and ongoing
loyalty marketing initiatives.

11.1.1 How to measure customer loyalty successfully

There are several ways to measure customer loyalty reliably but the process requires a holistic approach,
according to market experts at Synovate [www.synovate.com|. While companies are looking for valid and
reliable customer loyalty metrics to guide their actions, there is no single survey question that can give you
all the answers you need to build a base of passionately loyal customers. Synovate emphasises the need to
use metrics that support a company's business strategy, as well as the need to ensure reliability of muld-
item metrics, the need to understand the power of emotion in building customer loyalty, and the need to
put customer loyalty research to work more effectively.

Metrics can help marketers see potential failures coming, in enough time to be able to address the
problems. For example, for companies working with customer satisfaction and loyalty strategies in
multiple territories, there is often a strong influence from cultural nuances. Other risks to loyalty
programmes' effectiveness include the premature abandonment of a loyalty programme, the need to
translate customer loyalty return into a monetary value (and its bottom line impact), and the tracking of
emotional drivers of loyalty.

customet-centric metrics can have a strong and useful impact on any business, as long as they're
implemented properly. As marketers, we all strive to boost revenue for our companies. However, we
sometimes get so caught up in executing campaigns that we fail to really listen to what customers are
telling us. Questions we should be asking at every marketing strategy meeting include:

e What do our customers value?

e How do they want to be treated?

e Are we fulfilling their expectations?
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e What will happen if they feel they are not being treated propetly or having their expectations
met?

Happy customers who are willing to recommend your products and services are what drive growth at
most companies. They are also what impresses the CEO, the shareholders and the market at large.
Unfortunately, many of us are missing out on the most powerful lever we have; understanding what really
matters to customers, then applying that knowledge to our marketing campaigns - and to all other
customet-facing activities as well. But knowing your customers are happy isn't enough. You need to know
if they are loyal or alternatively why they aren't. But how can you measure something as intangible as a
customet's feelings towards your company. And is it really worth it?

You can only obtain customer insight if you have an effective way of listening to customers, broadcasting
their feedback throughout your company and acting upon it. Deploying a customer-centric metric allows
you to spend less time (and money) attracting and retaining customers, and more time planning business
strategies that matter.

So what is a customer-centric metric, and why does it matter? Well, businesses today measure almost
everything. But the important thing to realise is that looking at profit and loss is no longer enough and it
certainly doesn't help tell you why 5% of your customers moved to your competition last yeat. Customet-
centric metrics measure customer loyalty and satisfaction by obtaining real feedback on how satisfied
customers are with either a particular transaction with your company or with their dealings with the
business as a whole. This level of understanding isn't hard to achieve. There are a number of proven
customer-centric metrics out there that really work.

Take for example the Net Promoter Score. The Net Promoter Score (NPS) is being used by a number of
high profile companies around the word, and has been proven by independent research to be a good
indicator of a company's ability to grow by really focusing on its customers. It works by asking customers
one simple question: "Would you recommend our company to a friend or colleague?" Based on their
answers, customers can be categorised into three groups: Promoters (loyal enthusiasts who tell friends
and colleagues about the positive experience they had with your company), Passives (satisfied, but not
active enthusiasts) and Detractors (on the verge of leaving and willing to tell anyone who will listen). To
calculate a company's Net Promoter Score, take the percentage of customers who are promotets, and
subtract the percentage who are detractors. It's that easy. And, according to Bain & Company
[www.bain.com], the Net Promoter leader in most industries grows at more than twice the rate of its
competition. Why? Because its customers are actively advocating its products and services to other
buyers, taking the risk out of buying decisions.

Where customers are concerned, the key is to act quickly and consistently. Gathering customer feedback
should not be limited to an annual satisfaction survey or analysing historical data in your CRM system.
This might tell you how your customers felt at one point in time, but it doesn't actually achieve results.
You should measure customer attitudes and experience every day and immediately put what you learn in
the hands of relevant employees, so that they can take action while it still matters. Companies working
with customer-centric metrics grow revenue in this way one customer at a time. They know what is
important to their most valuable customers and they invest wisely in areas that will have the highest
impact on the bottom line. This level of strategic planning not only helps managers determine where
investment dollars will be effectively spent, but also how to classify customers based on their financial
value - so that they invest in the things that their most important customers truly care about.

As a marketer, once you truly understand the key drivers of customer loyalty, you can prioritise your
activities accordingly. Similarly, sales and service personnel who stay in touch with client responses can
detect issues before they become problems, and uncover opportunities for increasing sales.

The main impact customer-centric metrics can have on your business also depends on how you use the
information you receive. The metric, the discipline or thinking behind it, and the applications to keep it
running need to be utilised to achieve the best result. Remember, the objective isn't merely to delight
customers, but to turn them into loyal promoters - customers who buy more and who actively refer
friends and colleagues.
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For example, a leading global business consulting and managed services firm has increased its customer
retention to 95% by putting these processes in place. It is a prime example of a company which has put
its metrics to good use and has reaped the benefits. This company continually gathers customer feedback
across multiple touch points, and delivers the information to C-level executives, account managers,
project managers, support staff and other employees throughout the company. It's valuable information
for tactical reasons such as fine-tuning customer recovery efforts, and strategic reasons such as informing
the account planning process. By understanding what each client values - and sharing that knowledge
among risk and quality management, key account training, and other areas of the organisation, it expends
less effort on customer retention and more on building strong customer relationships, to its own financial
benefit. It therefore spends less money retaining customers because staff can immediately react before a
problem turns into the loss of a customer.

Customer acquisition programmes become more effective as you develop an understanding of who your
best customers are and what it is that they like about doing business with you. Every minute of every day,
customers interact with your company. Unless you can keep your finger on that pulse, you will never have
effective marketing, sales or service programmes. And you will continue to see companies that are
instituting these metrics pass you by. To do this you need to institute a programme across every employee
level of your company, which manages the process from the feedback stage, right through any activity or
action to the customet's satisfactory (ot ecstatic) completion. By focusing on what creates value for your
customers, you will create more value for your company, even as you optimise your marketing strategies
and tactics. It's easier and more effective than instigating mass-matketing campaigns and its better for
your bottom line.

Finally, don't think about marketing from the inside out, but...

... continued in the full report - see www.theloyaltyguide.com

Also from Chapter 11...

11.2.1 Patronage ratio

The patronage ratio works on the same lines as measuting 'share of wallet' (see Budget Ratio, below) except
that it does not directly consider the amount of money spent by customers. It compares the number of
stores available to the customer (in which to purchase specific product category goods during a specific
period) with the number of stores (i.e. product category competitors) patronised by the customer during
that period.

The main problem with this formula, however, is that it fails to show movements within the pattern of
purchases (or within loyalty itself) during the period analysed. For example, one customer may have
defected to a competitor part-way, while another customer simultaneously defected from a competitor
and joined your clientele. In this scenario, both customers might achieve the same ratio score.

The more positive side of the ratio is that, because it doesn't measure spend levels, this ratio can identify
lower value customers as being very loyal, despite the fact that they contribute little to turnover.

In a situation where the customer has no other choice (for example, you are the only hardware merchant
within easy driving distance), the score would indicate complete loyalty but would be rather meaningless -
the customer may be longing to defect and will do so at the first opportunity.
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Formnla:
Pi=(@o+1-p
n
Key to variables: Source: The Loyalty Guide 4
P = the patronage ratio for the ith customer
n = the number of stores available to the customer to purchase product

category goods during the survey period

pi = the number of stores patronised by the ith customer during the survey

period
This ratio will produce a maximum value of 1.0 for complete loyalty.

o Three stores available; shops in one of them
therefore ratio = 1.0 (i.e. completely loyal)

o Three stores available; shops in all of themy;
therefore ratio = 0.33

o Three stores available; shops in two of them;
therefore ratio = 0.66

o But: if shopper shops in the only store available;
ratio also = 1.0

11.2.2 Switching ratio

This ratio desctibes the degree of 'switching' between shopping locations (suppliets) for each customer,
with a maximum score of 1.0 representing the most loyal customers. It compares the number of
successive purchases from one merchant with known purchases from other merchants. As before, the
actual spend value is not measured, resulting in a ratio that describes the switching propensity of low- and
high-value customers with equal accuracy and weight...

... continued in the full report - see www.theloyaltyguide.com

Authors' note:

This report's numerous calculations and formulae are all provided in a downloadable
Microsoft Excel spreadsheet, and are also presented in working form after logging into
The Loyalty Guide's readers-only web site. These working tools can be used in real time
with your own figures to perform 'what if' calculations, and to bring your actual loyalty
marketing metrics up to date in a matter of minutes.
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