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What it is, what it isn’t, and why it matters 

Customer centricity 

• The traditional product-centric business model is showing some cracks 

– Commoditization, well-informed customers, globalization, etc. 

• Customer centricity is a promising alternative but is not clearly 

understood 

– Many firms that are touted to be customer centric really aren’t, e.g., Nordstrom, 

Wal-Mart, Apple, Costco, and Starbucks 
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What is customer centricity? 

Customer centricity is a strategy that aligns a 

company’s development/delivery of its products/services 

around the current and future needs of a select set of 

customers in order to maximize their long-term financial 

value to the firm. 
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What it is, what it isn’t, and why it matters 

Customer centricity 

• The traditional product-centric business model is showing some cracks 

– Commoditization, well-informed customers, globalization, etc. 

• Customer centricity is a promising alternative but is not clearly understood 

– Many firms that are touted to be customer centric really aren’t, e.g., Nordstrom, Wal-

Mart, Apple, Costco, and Starbucks 

• There are huge organizational challenges to becoming customer 

centric 

– You must start thinking/acting like a direct marketer… 
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Thinking like a direct marketer… 

Identify individual customers and track their behavior(s) 

Aim to drive marketing communications based on behavioral patterns 

Constantly experiment to see what works (and for whom) 

Constantly determine (and leverage) individual customer value 
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What it is, what it isn’t, and why it matters 

Customer centricity 

• The traditional product-centric business model is showing some cracks 

– Commoditization, well-informed customers, globalization, etc. 

• Customer centricity is a promising alternative but is not clearly understood 

– Many firms that are touted to be customer centric really aren’t, e.g., Nordstrom, 

Walmart, Apple, Costco, and Starbucks 

• There are huge organizational challenges to becoming customer centric  

– You must start thinking/acting like a direct marketer… 

And if/when we accomplish this, what is the upside? 

That’s our focus this afternoon… 
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Living in a customer-centric world 

• The goal of the firm is to maximize shareholder value 

• Celebrate customer heterogeneity:  

Distinguish the profitable customers from the less profitable ones 

• Focus on expected future profitability (aka customer lifetime value) 

instead of past profitability 

• The competitive advantage – “relationship expertise” with each 

customer 

• Customer-centric organizational structure 
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• The goal of the firm is to maximize shareholder value 

• Celebrate customer heterogeneity:  

Distinguish the profitable customers from the less profitable ones 

• Focus on expected future profitability (aka customer lifetime 

value) instead of past profitability 

• The competitive advantage – “relationship expertise” with each 

customer 

• Customer-centric organizational structure 

Living in a customer-centric world 

But we still haven’t answered the big question:                     

how are profits improved as a result? 
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Show me the money! 

• Customer centricity can lead to improved 

profitability through greater 

effectiveness/efficiency in:  

– Customer acquisition 

– Customer retention 

– Customer development 

You can’t expect to be world-class on all three dimensions, but doing very well at 

even one of these could be highly lucrative for the company as a whole. 

But mastering each of these critical functions is a lot trickier than you think… 
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Customer acquisition 

What metric is used by most firms to gauge and guide 

their acquisition activities? 
 

 
– CPA (cost per acquisition) 

– Big mistake! 

Would you use that for other assets?  How about for 

your personal assets (e.g., clothes/shoes)? 

– VPA (value per acquisition) 
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Measuring the Lifetime Value of Customers 

Acquired from Google Search Advertising  

 

 ur main objective in this paper is to measure the  value of customers acquired from Google search advertising. We  

 explicitly account for two factors that have been overlooked in the conventional method of calculating the return 

for sponsored search advertising: (1) the spillover effect of search advertising on sales in offline channels and (2) the 

lifetime value of acquired customers. By merging web traffic and sales data from a small-sized U.S. firm, we create an 

individual customer level panel which tracks all repeated purchases, both online and offline, and whether or not these 

purchases were referred from Google search advertising.  

 To estimate the customer lifetime value, we apply the methodology in the CRM literature by developing an 

integrated model of customer lifetime, transaction rate, and gross profit margin, allowing for individual heterogeneity 

and a full correlation of the three processes. Results show that customers acquired through Google search advertising 

generate a higher value than customers acquired from other methods, mainly due to a higher transaction rate from the 

former. After accounting for future purchases and sales spillover to offline channels, the calculated profit from new 

customers is much higher than that when we use the conventional method. The approach used in our study therefore 

provides a practical framework for firms to evaluate the long term profit impact of their search advertising investment 

in a multichannel setting.     

 

Key words: Customer Lifetime Value, Multiple-Channel Shopping, Customer Acquisition, Sponsored Search 

Advertising  

O 

Source: Marketing Science, Sept./Oct. 2011, p. 837-850 

Tat Y. Chan, Chunhua Wu, Ying Xie  
Olin Business School, Washington University in St. Louis, St. Louis, Missouri 63130 

{chan@wustl.edu, chunhuawu@wustl.edu, xie@wustl.edu 

“Customers acquired from Google on average have a higher 

lifetime value (mean CLV at $1,002) than customers acquired 

from other channels (mean CLV at $808). The difference is 

even larger for those whose first-time purchase was off-line 

(mean CLV at $1,226 versus $959, respectively)…” 
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Customer Retention 

What metric is used by most firms to gauge and 

guide their retention activities 
 

 – Churn/attrition rate (or retention rate) 

– This is a good metric, but you need to 

examine it at the right level… 
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Vodafone attrition rate 
Quarterly annualized % 

Source: Vodafone Germany Analyst & Investor Day presentation (2004-09-27) 
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How about heterogeneity? 

Attrition rate 
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Source: Vodafone Achievement and Challenges in Italy presentation (2006-09-12) 
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Translation to Customer Lifetime Value 

cluster attrition rate 
% of 

customers 

low risk 0.06 70 

medium risk 0.35 20 

high risk 0.65 10 

Expected lifetime using this average attrition rate: 5.6 years 

Correct average lifetime: 12.4 years (16.7 × 0.70 + 2.9 × 0.20 + 1.5 × 0.10 = 12.4) 

Average attrition rate: 0.177 (0.06 × 0.70 + 0.35 × 0.20 + 0.65 × 0.10 = 0.177)  
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attrition rate 

expected 

lifetime 

16.7 years 

2.9 years 

1.5 years 

Source: Vodafone Achievement and Challenges in Italy presentation (2006-09-12) 
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Customer Development 

What metric is used by most firms to gauge and 

guide their development activities 
 

 – Share of wallet 

– This is a decent metric, but it 

doesn’t tell the whole story… 
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Customer development 

Source: Journal of Marketing, April 2007, p. 94-113 
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Analysis of a major U.S. bank 

Share of wallet is largely 
independent of size of wallet 

i.e., it doesn’t vary systematically 
across large or small customers 
(except very small ones) 
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“Customers with high share in one category also tend to have 

high share in another category, indicating that customers’ 

share decisions are positively correlated...” 

“A small percentage of customers account for a large portion of all 

the external transactions, suggesting the considerable potential 

to increase sales if these customers can be 

correctly identified…” 

The good news & bad news about cross-selling 
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Balancing acquisition, retention, and development 

Customer heterogeneity is a huge factor for each 

of these activities – you should never say “the 

customer…”. 

 

If you had an extra dollar to spend, which of 

these activities would you allocate it to? 

 

Not to minimize the importance of retention and 

development, but at the margin I favor 

acquisition… 
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Making customer centricity profitable 

Regularly calculate/update individual customer lifetime value 

Break customers into segments based on relevant characteristics (e.g., time/nature 

of acquisition) 

Allocate retention/development resources appropriately – create and target 

marketing communications based on segment characteristics 

Constantly experiment with these tactics (and analyze results at the 

customer/segment level)  

Use these “bottom up” perspectives to drive product-line decisions (and possible 

new service offerings) 

Identify which segments are the best “role models” for future acquisition activities 

Lather. Rinse. Repeat. 
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