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Preface

This book examines my favorite area: customer intelligence and ana-
lytics. I am no stranger to this field; I have been doing this for years,
in the beginning passively delivering what I should, but over time
growing more and more confident. In the beginning I was delivering
ad hoc reports; in the end I was producing the information strategies
that fueled successful company turnarounds.

At the start of my career in customer intelligence and analytics, I
used phrases like these: “Information is a strategic asset,” “The techni-
cal part of business intelligence is the easy part,” “competing on ana-
lytics,” “It is not about IT, it is about decision support.” Because these
terms all seemed like useful buzzwords to me, I used them. I still use
these phrases today, but now I understand them. They are more than
hot air—they mean something, and they are confirmed facts. I hope
that by reading this book and using it actively, you will come to the
same conclusion.

]

1 was once a national training manager for an analytical company
and the courses developed by my predecessor were in ANOVA, regres-
sion, neural networks, and different types of software. We had sales-
people who would call customers and ask them whether they would
like to buy a course in how to do regression or something else. This
was a challenging assignment. If the prospective customers were
already knowledgeable about the subject, they would not buy; if they
did not know the topic, the salesperson could not explain what it
could do for them. So we changed the way we offered the courses by

vii
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providing stats for salespeople, stats for marketing people, web statis-
tics, stats for healthcare, and so on. Suddenly prospective customers
would know what they could use it for even though they still would
be trained in regression, ANOVA, and neural networks.

The purpose of this book is the same. We start with what you
are trying to achieve, which typically has to do with what your
company or functional strategy tell you to do. Then we look into
whatever means you have available. Based on this, we discuss what
data to use, which analytical methods to consider, and how to imple-
ment the technical solution in a way that improves your business
processes—how to create value. This book does not focus on algo-
rithms and how they are derived; we leave that to the analysts and
their software. Our focus is on business processes and how you can
improve them.

If, like me, you are a pragmatic person, you should read Chapter
9, which is a case study on how to use customer analytics. This case
study will show you what customer analytics can do; it is not about
technology and hardware but about creativity and sound business
understanding.

STRUCTURE OF THE BOOK

This book is written to be both a menu and a cookbook with a series
of recipes. The menu presents the different business opportunities
that can be enabled through customer analytics. You can read this
menu or use it as a basis for recommendations to decision makers,
who then, at a strategic or functional level, can point out which activi-
ties should be included as future projects. The menu can therefore
also give you an overview of strategic opportunities that can be enabled
by customer analytics.

Recipes are also included in this book. These recipes provide a
more detailed description of what you should consider at an opera-
tional and project level. You can hand the relevant recipes over to the
project manager or team members in charge of realizing the selected
activities. In this way these people will have a first draft of the
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different activities that must be executed from a project perspective,
including hints for the data analysts, who are the creators of decision
support for customer analytics activities. Since probably no two orga-
nizations have the same business requirements, the menus included
serve only as general guidelines to the final project plan. It is, however,
important that you establish a clear link between the strategic situa-
tion of your organization and the opportunities offered by your infor-
mation systems. These information systems provide the customer
analytics options that can support and enable your organizational
strategy.

The alternative to this systematic approach to selecting the right
projects is a long series of interesting studies that never are going to
make a change on an operational or strategic level. This is the result
of too many customer analytics programs. Therefore, it is important
to establish a clear link between the organizational or functional
strategy and some clearly defined objectives or targets that must be
met.

The following graphic illustrates the menu concept in more detail
and where you can find the different elements in this book.
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Chapter 1 provides a general introduction to the book, including
a definition of customer analytics. Since customer analytics to a large
extent is the same as information management within the marketing
function, some of the most basic principles of information manage-
ment are also presented. These basic principles will give insight into
what an information system and information strategy is. We also
define the terms “lead information,” “lag information,” and “learning
information,” which are used throughout this book. At the end of the
chapter, we discuss segmentation and the pros and cons of basing it
on data warehouse information.

In Chapter 2 you will learn how, based on your overall strategy,
strategic position, functional position, or objectives, you can identify
which customer relationship management (CRM) activities to focus
on. Also you will be introduced to basic principles of CRM: the whale
and value-based segmentation, which indicates why different cus-
tomer groups should be treated differently, depending on their value
to your organization. This information will allow you to reflect on
your overall competitive situation and provide some overall guidance
on whether you should focus on reducing customer costs, acquiring
new customers, cross- and up-selling activities, or retaining your exist-
ing customer base. Typically a company should be involved with all
these commercial activities. However, you might find that your stra-
tegic focus needs some recalibration.

Chapter 3 describes how to make and implement a value-based
segmentation, which is a shared organizational view on which cus-
tomer to focus on. This chapter discusses the basic concepts of project
and change management, since a value-based segmentation will affect
all functions and processes in an organization. Later chapters refer to
some of these principles.

Chapter 4 explains how customer analytics improve your
customer acquisition processes through the use of data warehouse
data, questionnaire data, and interviews with subject matter experts
individually and in combination. This chapter also presents another
essential marketing and process improvement concept: needs-based
segmentation.

Chapter 5 presents various ways you can improve your sales pro-
cesses to existing customers, which ranges from replacement sales,
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and increased share of wallet, to cross-selling efforts. As in Chapters
4 and 6, we take into account different information and organizational
maturity levels. This chapter also shows you how to make a shared
data foundation for sales processes to existing customers and to
increase the customer lifetime as presented in Chapter 6.

Chapter 6 presents various ways of increasing the customer life-
time, known as churn prediction, customer retention, or win-back.
The methods of customer retention will vary depending on whether
you take a marketing, customer service, or process excellence
perspective.

Chapter 7 describes how to create and use lag information. The
focus of Chapters 3 through 6 was on how to create information that
will enable significant process improvements, also known as lead
information. Lag information is used for monitoring and controlling
existing processes. (You might already know this concept as perfor-
mance management.) This chapter also contains a more detailed dis-
cussion than the one in Chapter 1 about the difference between lead
and lag information.

Chapter 8 takes a deeper look at the third information concept
presented in this book—Ilearning information—which has to do with
knowledge management, that is, how to make organization-wide use
of the insights gained in your customer analytics or marketing depart-
ment. These insights can be fed to other commercial units and used
as a feedback to the strategic planning function. Knowledge sharing
to other commercial organizational units typically deals with knowl-
edge management systems. Feedback to the strategy planning unit
moreover involves aligning the customer analytics processes with the
strategic expectations; therefore, the chapter presents more informa-
tion on process maturity, which serves as a benchmark for whether
your customer analytics are up to the required level and presents ways
to identify which elements seem to be lagging.

Chapter 9 provides a case study of how a company turnaround
driven by customer analytics got a leading Danish telecom provider
back in the black. This case study is included to give you a practical
feel for how customer analytics can be used. Read this chapter if
you feel that you do not have a clear understanding of what customer
analytics is.
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CHAPTER 1

Introduction

is first chapter provides guidance about the opportunities of
customer analytics, given the strategic objectives and the matu-

.. Tity of the information systems in your organization. It also
introduces the basic terms used in the rest of this book, including the
term “customer analytics,” and how it deviates from terms such as
“business intelligence” (BI) and “customer intelligence.” Like business
intelligence and business analytics (BA), however, customer analytics
is part of the same discipline called information management, a term
that also is investigated further.

This chapter also discusses different types of information, which
are grouped from a process perspective. There is also a section intro-
ducing process management. Finally, the chapter discusses what seg-
mentation is, including the strengths and weaknesses of segmentation
based on input from data warehouse (DW), questionnaire, and subject
matter experts.

DEFINITION OF CENTRAL CONCEPTS USED IN THIS BOOK

In my previous book, Business Analytics for Managers: Taking Business
Intelligence beyond Reporting,' 1 defined “business analytics” as:

1
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Delivering the right decision support to the right people
at the right time.

This definition peints out some key points to those working with
BI (decision support based on simple reports) or BA (decision support
based on complex analytical skills) for the first time:

& The purpose of all the data, technical expressions, servers,
architectural strategies, master data management, and so on is
to create decision support—that is all. The value from a DW is
enabled via increased organization-wide ability to make better
decisions.

@ The creation of decision support based on electronically stored
data involves various technical departments, analysts, and end
users spread around the organization. Some clear processes
must be in place for the organization to reap the full benefits
of its BI investment.

Business intelligence has the potential to provide decision support
to all of the functions in an organization. Using BI, the human
resources department can learn which individuals in an organization
are high performers and then hire, train, and reward other employees
to become similar high performers. BI enables inventory managers to
minimize the amount of capital in stored goods while being able to
deliver what is needed. Production can minimize its costs by setting
up activity-based costing programs, and so on.

The purpose for all the functions mentioned is: to optimize per-
formance within the area for which they are responsible. The same is
the case with customer analytics; it is decision support with the overall
purpose of optimizing the lifetime of your customer base. Hence we
define customer analytics as:

Delivering customer-centric decision support to the right
people at the right time.

Typically, three types of decision makers in an organization are
involved in customer analytics, developing a company strategy, a
marketing strategy, and an operational-level strategy:

1. Strategic decision makers. These are the individuals who
make the overall company strategy. To do so, they need
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customer-centric information to make the best possible plan for
how to run the company in the future. They also need informa-
tion about whether the overall strategy is being executed suc-
cessfully or whether corrective action needs to be taken.

2. Sales and marketing decision makers. These are the indi-
viduals who make the sales and the customer relationship man-
agement (CRM) strategy. The sales strategy deals with getting
new customers, and the CRM strategy deals with handling the
existing customer base. Just like the strategic decision makers,
they need information to create business activities and to
monitor their execution. The difference is the level of details:
The sales and marketing department wants the information on
a short-term, campaign/market activity level; the strategy team
typically requires information on an overall level, to spot trends
and long-term business opportunities.

3. Operation decision makers. These are the people who
implement the campaigns and market activities, typicaily in
sales and call centers. The decision support they require is
in terms of whom to call, when and what to offer, or what to
say in order to retain dissatisfied customers. These decision
makers are the users of operational information, which could
include call lists and pop-ups when customers call in, along
with performance management reports.

There is, however, one very important distinction between the
BA/BI and customer analytics/customer intelligence that has to do
with the process value chain. The BI/BA process is fed, more or less
exclusively, by DW data. My earlier book on BA showed the various
kinds of decision support that is enabled via a DW and how this process
should be managed. This book has less to do with where the data are
coming from and more to do with how you can make the right
customer-centric decisions. Therefore, the focus is not on whether the
data are sourced from a DW, questionnaire data, or the insights gained
from subject matter experts, as long as the decision support is customer-
centric and some analytics are used in the process. The various data
and knowledge sources should not be seen as competing sources but
rather as supplementary elements that generate significant synergies.



4 »INTRODUCTION

As you learn in this book, the synergies vary, depending on the matu-
rity of your processes, the degree of existing customer understanding
in your organization, and the quality of the various data sources.

MORE THAN JUST TECHNICAL SOLUTIONS

As mentioned earlier, if you only see customer analytics and Bl as tech-
nical solutions, you will fail, since they are about helping people make
better decisions. Once I was part of an implementation of a customer
scorecard (a tool that lists what the company had delivered to custom-
ers, including whether it was meeting service-level agreements). We
learned that even though it is obvious that the sales staff should use
such a tool in order to conduct fact-based negotiations with their coun-
terparts, only one-third of them used it. Some did not know about this
new tool; others preferred to do it the old way, even though the new
method provided a wide-range of process improvements to customers.
Of the one-third who used the scorecard, we estimated that they got
only one-third of the potential value out of it because they did not apply
that information in an optimal way. In other words, if you see customer
analytics or any other information system as only a technical discipline,
you will realize only a fraction of its potential value—just the tip of the
iceberg.

The obvious shortcoming was that the makers of the scorecard
had implemented only a technical solution, since they did not consider
business processes and the users. The change management element
was missing.

We mentioned earlier that there are three types of decision makers.
Since the one-third of the one-third rule does not apply to them all,
we will go through them one by one.

2 Strategic decision makers. As mentioned earlier, they basi-
cally do two things: They make strategies and follow up on
them. When you make strategy, you focus on two things: lever-
ing short-term issues and seeking to gain long-term competitive
advantages. Research has shown that most organizations do not
understand the full potential of information, including cus-
tomer analytics, during the strategy-making process. One reason
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for this could be that most chief information officers do not
have an analytical and strategic background.

Sales and marketing decision makers. If the person respon-
sible for making the sales and CRM strategy is not aware of the
potential of customer analytics, how can they be expected to
opt for it? This is also why we have made this book a menu
that shows the relationship between some universal key per-
formance indijcators and individual methodologies. At the same
time, the analyst has to be able to deliver. That is what we call
the recipe, which contains input about what information and
knowledge should be delivered before a new business activity
is started and how to monitor it.

Operation decision makers. As mentioned, you cannot just
make some pop-up window in a call center and expect to realize
the full effect of whatever intentions were behind it. If you
want the full effect of an information system, you must go
through three steps during the implementation phase:

1. Make process maps that clearly define how you wish
people to work. For example, when a customer calls in,
what do you want staff to say in order to clarily the customer
requirements? If you do not already have a clear idea about
how to identify what the customer wants, then go out and
find some best practices. The use of best practices also means
that you already have identified a process improvement at
this early step.

2. Design a technical system that supports this best prac-
tice. For example, when people call in, a pop-up with rel-
evant customer details is shown, so that the agent does not
have to ask the customer about what you as a company
already know. If the customer issue is resolved positively, a
pop-up informing the call center agent about potential cross-
selling opportunities could occur. A bonus system rewarding
call center agents for their selling efforts (and ability to solve
issues) also could be established.

3. Train the call center agents to follow the new pro-
cedures that you wish to implement, including the
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technical solution and the bonus system. The process
and training elements are also known as change manage-
ment elements; they are ways to lead people into following
new ways of working and keeping them doing so after you
have left the building.

WHAT IS AN INFORMATION STRATEGY?

In this section we take a closer look at what an information strategy
is in order to make the link between the company strategy and what
decision support has to be produced. We also introduce different kinds
of information, based on which kind of decision support this informa-
tion is made to support. Finally, this section also gives insights on why
so many customer analytics projects that are driven by the DW fail.
Since customer analytics often sources its data from one or more DWs,
this section is explicitly from a BI perspective. As you will learn, BI
based on DW data is a very complex process, and there are important
lessons to be learned.

First of all, we take a closer look at what an information strategy
is. In the simplest form, an information strategy can be described as a
list of all the knowledge and information that is required in order for
a business strategy to be successful, inciuding a plan of how to create
this decision support or operational data. Adding a little complexity
to this definition, an information strategy consists of three domains
that have to be managed and aligned in order to use DW information
successfully:

1. Business requirements. Without clear business requirements
on the overall objectives of your company strategy or marketing
plan, over time your business activities will end up as a patch-
work based on what you used to do with no clear strategic
direction. After all, there is no point in making a plan that has
no purpose, so the first requirement is clear objectives.

2. Analytical competencies. Without knowing which analyti-
cal competencies are available and needed at certain times, you
will end up continuously reusing the same analytical skills
you have always used, which is the same as degenerating your
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decision support. As they say, if you have a hammer in the
hand, everything looks like a nail. Therefore, you need a full
analytical tool box and the knowledge of how to use it. This is
business critical in the information age where “survival of the
smartest” is the winning and constantly changing formula.

3. Data foundation. Customer analytics, like all other types of
BI, is based on making the most out of data stored in different
data repositories. If for various reasons you cannot get access
to data or understand, trust, and manipulate the data you are
receiving, your analytical efforts all stop here. In other words,
you should work together with the DW team and the technical
side of the organization, but in case of conflicts, you have to
make it clear to them that the technical side of the organization
is there to support the commercial. It can never be the other
way around.

If this is all there is to it, then why do 50% to 70% of all customer
analytics projects fail or end up being challenged because they do
not deliver the expected returns? Why is it that if you start a new
customer analytics activity with an average customer analytics team,
you should expect to fail? Many reasons for this primarily have to
do with the fact that these are cross-functional activities that require
top specialist skills from everyone in the process. Therefore, even if
only one individual, step, or function in the process fails, the whole
process will fail. In my previous book, Business Analytics for Managers
{(www.basm-support.com), I explained this process in great detail. In
this section, I just present the overall model, the information wheel
(see Exhibit 1.1).

The information wheel shows that information management starts
with a business strategy: Strategy is king. Based on the overall business
strategy, each of the functions (human resources, sales, finance, etc.)
will make its own functional strategies in alignment with each other
to deliver the functional specific objectives (e.g., to reduce employee
turnover to 5% per year, increase sales by 20%, or minimize outstand-
ing to 14 days in average). Because this book is about customer
analytics, we focus only on the sales and marketing strategies. In
general, their objectives can be described as optimizing customer
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Exhibit 1.1 Information Whee! from an Organizational Perspective

acquisitions processes, cross-selling and up-selling processes, and
retention processes. In other words, their aim is to get, to increase,
and to keep customers.

Sales and marketing processes are very often referred to as CRM
processes because, overall, this is what they are about: managing how
we treat our customers. In many organizations, the sales process is
separated out into a sales department for various reasons. From a
process perspective, however, the sales and the CRM department are
closely linked. This is because if the sales department acquires disloyal
and low-spending customers, the CRM department will be set up for
failure, with its members spending their time trying to cultivate cus-
tomers with a low preference for the company, brand, service, or
product, or low spending.

For both the sales and the CRM strategy or all major activities,
strategy creators identify the critical success factors (usually about four
to six factors). All of these factors must go correctly in order for the
strategy to be successful as a whole. For example, imagine a marketing
department strategic objective that states that the customer base
should be increased by 5% at the end of the year. The marketing
department now has the option of acquiring more customers or



