                                                     
                EFFECTIVE USE OF THE INTERNET    

                FOR BRAND ADVERTISERS

                 Direct Marketing and eCRM on the Web

                                Nick Fuller, F IDM

                                                 eCRM Director

Contents 

Subject










Pages

1.  Introduction








   3

2.  The Value of Internet Sourced Data





   5


   


3.  A Key Breakthrough In Targeting 





   7

4.  e-Marketing & eCRM







   9


5.  Communicating With Prospects 






  11


6.  Communicating With Customers






  13


7.  Conclusion









  18





  


1.  Introduction

The internet offers probably greater potential for ‘personalised’ advertising and marketing than any other medium.  Its immediacy and relatively low cost makes it better placed to deliver cost effective and relevant communications than both established direct marketing media (such as direct mail, press inserts or telemarketing) and traditional above-the-line media (such as off-the-page press, posters or TV). 

Taking e-mail marketing as an example, when data is collected - and messages targeted correctly -  brand advertisers can expect significant success. Research consistently shows that  -

· The majority of consumers (often over 75%) are happy to receive e-mail from sites with which they have registered.

· Many consumers (often over 60% of those who have registered) read most of the correspondence they receive.  Moreover 40% of these same people are happy to receive mail every week whilst 20% prefer fortnightly and 22% monthly.  

PDV’s own experience shows that response rates can reach well over 20% for some advertiser e-mails whilst response to research to its own base has exceeded 40%.  Even these results though are only an indication of the potential. 

The recent corporate disenchantment with internet based businesses and the apparent decline in internet ‘confidence’ does not diminish this potential but simply focuses on the need for accountability which is at once both the medium’s key strength and also at the heart of its likely most effective users – Direct Marketers. Indeed, UK consumers are going online in increasing quantities and spending more time online than ever before (65% more time than 18 months ago claims Jupiter). However, this audience is becoming more discerning and increasingly able to avoid overt marketing messages other than those that are genuinely interesting and relevant to them.

Thus far, the ‘New Media’ sector that has established and grown the internet - including its advertising business models – has not been driven by the established direct marketing principles of relevance and targeting. Consequently, the currency of internet advertising has been about traffic (or volume of hits) rather than individuals; about ‘behaviour’ in terms of pages or sites visited rather than consumer actions.  In fact, more about the customer journey than the customer experience.

Whilst the internet’s potential for more targeted communications is commonly recognised (especially as the division between ‘New Media’ and ‘Direct Marketing’ is eroding) it is also clear that there are very significant learning curves to be addressed and pitfalls to be avoided.  Any practitioner in internet advertising and marketing must not only address and fulfill consumer expectations and meet brand advertiser demands (especially in the face of reduced on-line budgets), but also face challenging issues in the areas of Data Protection/Privacy legislation, the reach of the medium (it is by no means a universal media option compared to TV for instance) and rapidly changing technology.

The collection of on-line data and its profitable use is probably the most discussed and debated current topic for online practitioners.  Many companies have fallen by the wayside as the economic climate for internet ventures has hardened and business models have come under much more critical scrutiny.  Direct Marketers, whilst having a more established understanding of the economics and dynamics of such an objective, also have much to learn about the issues above; they do however understand one critical prerequisite that is that data is at the heart of any such solution.  The days of a site establishing itself with a free consumer service on the expectation that it could fund itself by revenue from some nebulous and vague advertising market are gone.  Any business whose objective is based on the collection and ‘monetisation’ of a database needs to have firm ideas on how this can happen & where the demand and therefore revenue is going to come from – plus the skills to make it happen.

PDV was established solely with these objectives in mind and its founders are Direct Marketing practitioners with commercial experience in running data-centred applications for blue chip organisations over many years. 

In this paper, we offer thoughts and advice on some of the commercial and logistical issues facing organisations involved in on-line communications as well as outlining some of the many lessons we have learned in establishing UK on-line consumer sites supported by advertising revenues from major brand advertisers.    
2.  The Value of Internet Sourced Data
The standard ‘currency’ of internet user evaluation has traditionally been traffic (i.e. the number of times the ad or page content is displayed – termed a ‘hit’).  Sites have measured success by number of ‘hits’ rather than value that can be delivered to the brand advertiser. 

A brand advertiser seeking to reach an on-line audience generally looks at available  impressions or hits (essentially the same Opportunity To See - or OTS - on which traditional print media has been measured in the past).  This is often no measure of revenue potential and – in any case – measures only an aggregated demand or interest in the site.  As such, a hit is a fairly bland measurement of the value of an audience – it presupposes that the nature of the site and the volume of traffic is sufficient to define a site as being ‘good for reaching a particular type of audience’. Whilst major brand advertisers are very familiar with this approach in traditional media (e.g. commercial break in Coronation Street to target middle England housewives) they are becoming far more demanding of a new media which is competing for a share of the marketing budget.

To enhance the pure volume that ‘hits’ measure, many sites use quantitative research or very slim registration information to ‘paint a picture’ of their visitors such that a) the site has an idea of the content that will appeal to their users and b) brand advertisers have a better idea of the people to whom their ads will be shown. The addition of a registration requirement is often seen as very negative in that it a) can slow down the process of visiting the site and b) can be seen as invasive thereby leading people to abandon the visit (many sites have taken the view that such a registration process should be included only where strictly necessary – typically at the point at which a transaction is about to commence) 

Sites therefore have limited data with which a) to plan their own content within the site & communications to their customer beyond, and b) to provide brand advertisers with profiles of their audience.  One way of addressing this has been the use of cookies.  Cookies are pieces of code loaded onto a user’s hard drive that can track that user’s visits to a site or – if part of a network – a number of sites.  The ability to track a user’s presence across a site or a number of sites through cookies has enabled the presentation of some ‘personalised’ content – a site would know that a particular visitor had visited a particular page on a particular site and, based on this behaviour, it is possible to provide specific content or advertising the next time that visitor is recognised.  Cookies enable site owners to measure the number of people visiting the site and their behaviour once there – which pages do they visit?, how long do they stay?, do they buy or just browse? By definition, such data provides the site owner with the opportunity to be more specific about the audience and its value. 

There are however three aspects of the traditional use of cookies that prevent them from creating real value in providing truly personalised messages –

1) they are anonymous in that they identify a machine rather than a person using that machine. The anonymous nature of cookies means that they cannot be used to identify information that could be useful, for instance, in sending marketing messages by e-mail.  Whilst this has a positive in that it prevents such personal data being accessed without the consumer’s consent,  it also means that the behavioural information collected is of no use beyond the site (or sites) through which it is collected.  

2) they track only the behaviour exhibited within the sites in which they are applied.  Once again, measuring the customer journey within the individual site adds only limited value to the creation of a customer profile/value against which brand advertisers can evaluate communication and marketing costs.

3) They are potentially mistrusted by consumers who are becoming increasingly aware – and sceptical – of their uses.  Consumers are also aware of how to disable them.  The use of cookies is a key element of the Privacy and Electronic Communication Directive that currently forms one of the key areas of legislation governing on-line marketing.  

These restrictions essentially limit some of the direct marketing applications for which the internet should be so ideally suited and for which brand advertisers have been calling. The use of e-marketing and other related techniques therefore requires an alternative  

3.  A Key Breakthrough In Targeting

On-screen messages can now be operated on an alternative to the traditional of cookies and hits.  Whilst many people are pronouncing ‘banner’ ads dead, PDV believes this to be a bogus or at least an over-simplified argument. Many major brand advertisers are only just beginning to look at ‘onscreen’ online advertising and the banner in one form or another will probably constitute their first foray into this new medium.

The problem lies not with banners/on screen advertising per se but with their use. A traditional banner ad is untargeted and placed (sometimes without context) into a page within which its content may or may not have any relevance.  The site user has no reason to see it and therefore no expectation of it having any value.  The ad is essentially an interruption to the reason that the user visited the site in the first place and is often competing with many other irrelevances.  It is placed either because of the volume of hits attracted by that site or by a general measure of relevance (e.g. female related products are placed on female portal sites).  Neither promise – nor deliver – a great return for most brand advertisers and the industry has seen response levels fall well below 0.2%.
A banner ad that is a) shown to a consumer as an integral element of their site visit and  b) shown on the basis of that individual’s stated interests and preferences will not be subject to the critical weaknesses above.  For this reason, one of PDV’s primary objectives right from its inception has been to create a more flexible method of targeting on-site ads.

Until now 2 things have restricted banners –    

a) A lack of data on which messages could be targeted (for the reasons covered in the previous section); and  

b) A lack of the technology necessary to deliver such a message 

These two elements are of course directly related.

The key difficulty in developing such technology is the requirement for it to make a real time ‘decision’ as to which ad should be shown to which user.  If an ad is shown as ‘Run Of Site’ (i.e. to everyone) there is no decision required.  If however, a system is required to show certain ads only to users with specified characteristics then a process is being undertaken in the background whilst the page appears to the consumer.  Such a process must be instantaneous (and therefore invisible to the user).  As the targeting becomes more specific and the database size increases this problem becomes more acute.  As an example, the PDV database comprises over 1.3m registered users with dynamic variables held against each and a screen delivery download time of a fraction of a second.

To deliver this service level, PDV has developed technology to interrogate its consumer database and to make an instantaneous decision as to the appropriate ad or series of ads for each consumer according to the data held against them in the database.  The application is complex and applies ‘queuing’ logic that is  almost unique amongst users of similar technology applications.  The technology has been developed with our ad-serving partners; it is the one of only 5 applications in the world and the only application of its kind outside of the US.

4.  On-line Marketing and CRM

Many companies are adapting direct marketing practices to the Internet.  The targeting development outlined in the previous section is a prime example of a support technology for such developments.  Direct marketers on the internet range from small ‘cottage industry sites’ collecting e-mail addresses from sweepstake type applications to major on-line loyalty currencies based upon detailed e-mail and personal data captured through registration.  Whilst there are many apparent similarities between such applications – not least of which they address the cookie related issues outlined earlier by collecting individual data - the underlying business models are in fact quite distinct.  The collection of personal data is, in some cases, the sole objective of sites whereas others seek to build relationships and a dialogue over time. 

Whether a media owner (such as PDV) is collecting personal data or the brand advertisers themselves are collecting it, the economics are essentially based on the cost of collecting the data versus the revenue that can be created from its use.  The process of capturing the data has often traditionally been a single event and there has not necessarily been a  ‘dialogue’ created between the data collector and the consumer.  More developed on-line applications – albeit based on similar direct marketing principles – now seek to expand the type of data collected, the revenue streams that can be generated from it and the relationship with the consumer giving it.  All of this starts with consumers volunteering data therefore organisations must provide a valuable service that makes the volunteering of such data worthwhile to the consumer.  In achieving this, the company is creating a relationship with the customer and the management of this relationship becomes a key element of the business – hence electronic Customer Relationship Management (or eCRM)

Very significant benefits accrue to the company most able to create a valued ongoing dialogue with the consumer.  In the area of data collection, it provides a company’s eCRM strategy with two critical advantages:

· The ability to continually upgrade and enhance the customer data providing the most up-to-date view of the customer and overcoming one of the greatest handicaps of traditional direct marketing – obsolete data

· The ability to present advertiser messages and offers regularly online through a medium with which the customer is comfortable.  Again, this has value whether the message is delivered to a 3rd party audience created by a media owner or it is delivered to the brand advertiser’s own audience. 

CRM (whether electronic or otherwise) is not – as many software vendors would have it – solely or even predominantly a technology issue.  Any business (from a very traditional baker to a high tech software company) will maximise its profits by giving the customer what they want and by treating them well such that they achieve loyalty.  Loyalty however is not a given – some customers will switch allegiances after many years merely on the basis of a whim or a price cut; that may also divide their loyalty amongst more than one supplier.  The challenge for any organisation is to understand which customers offer the best opportunity for a profitable relationship and to provide resources & efforts appropriately.  It is this element of CRM that touches on technology – databases are needed to store the data, analytical tools are needed to measure behaviour, modeling tools are needed to create groups according to such behaviour and delivery tools are needed to distribute and measure messages to such groups.  All of these tools – and their integration – however are meaningless unless an organisation has a clear idea of what it is seeking to achieve and how it can be measured.

There is a world of difference between a) defining customer groups & providing them with services that encourage them to return and b) simply capturing data for the distribution of volume e-mails.

5.  Communicating With Prospects

As the internet has come of age and become an increasingly important element of the marketing mix, brand advertisers have been faced with the challenge of finding the best application of the new media.  An inevitable element of this is with recruitment or acquisition campaigns in which advertiser seeks to recruit new customers (often called prospect or cold targeting).  As marketing budgets increasingly come under pressure for accountability, opportunities are reduced for spending on sites that are attractive rather than functional.  At the heart of a functional and accountable strategy is data.

Advertisers will seek to find the best audiences defined by the most appropriate targeting criteria.  An advertiser looking to distribute their message to a 3rd party audience may consider – 

· What Consumer Information and Media Are Available For Targeting My Message?

The depth of data available will greatly vary according to the supplier chosen.  Some companies have a great deal of volume but little depth whilst others have the opposite.  Some suppliers have both but can only target their message by one medium (usually e-mail). Alongside depth of data, brand advertisers really need to consider the topicality of the data they will be using, recognising that the collection and maintenance of such dynamic data can only be supported by marketing and CRM techniques as described above.

· How Is This Charged & How Can I Test and Minimise My Risk?

Traditional ‘New Media’ has been charged on a Cost Per 1000 impressions (or CPM).  There is however an increasing move towards payment by performance that is reflected in the options of Cost Per Click (CPC) and Cost Per Action (CPA).  CPC means that advertisers are charged on the number of consumers who respond by clicking through from an advertising message whereas CPA means that advertisers are charged only when a consumer completes an agreed action (most frequently a purchase or a registration)  Of course the media owner takes more of the risk in either of the payment by performance options and issues of creative, strength of offer, efficiency of transaction process come to the fore in negotiations.  Many media owners are very reluctant to go down this road unless they retain the rights to decide upon volumes and timings – or ultimately to reject/terminate the relationship.  Hybrid arrangements (in which CPM and CPA elements are combined) are a frequently used compromise to this situation.

· How Do I Measure the Results?
As with all direct marketing programmes, it is essential to set clear objectives for any communication campaign. However these objectives no longer need to be restricted to the number of visitors, the level of product sales or the infamous number of ‘hits’. A number of recent studies in the US have shown the value of online campaigns in brand building and some major campaigns (including BMW, British Airways, Coca Cola, KitKat, Nike and Nokia) have successfully run with this as the sole objective.

It is always critical to establish realistic performance targets for each campaign or test element within a campaign. At the simplest level each campaign can be measured by ROI by simply measuring the full cost (creative, incentivisation, media costs etc) versus the sales achieved.

e-mail though offers the additional ability to track those who opened the campaign but did not click – or those who clicked but did not buy.  This unique interactive history offers the chance for follow-up up campaigns or research that will enhance future campaigns.  It offers a level considerably beyond that used in off-line direct marketing where all non-responders are treated the same.

Brand building is of course measured more on the basis of awareness achieved (prompted or unprompted).  This has real value in that consumers may not respond to an ad the first time that they see it but may be influenced to respond at another time and maybe on another site.  This is harder to measure on a cumulative basis but is becoming increasingly necessary and tools are being developed accordingly.

6.  Communicating With Customers

Whilst we have looked above at the options brand advertisers face in using 3rd party media to distribute their messages to prospects, many are now considering programmes to create both their own audience and a communications programme to it.

At a more strategic level, more and more brand advertisers are looking at the advantages of an eCRM programme that enables them to collect data relating to their own customers.  Often such data does not exist (especially e-mail or on-line behavioural data) or is difficult to access across legacy systems.  Until relatively recently, many brand advertisers not traditionally in a consumer facing role (typically FMCG companies) did not operate sites or functions to collect data; now though many are re-focusing their site strategy away from their original objectives (maybe as information sources only) towards self financing, value added or even revenue generating entities in their own right.  The questions being faced in this instance are markedly different from the above and will include –

· Is an eCRM Programme Right For My Business?

The increase in home internet usage may have slowed but it is still on a staggering growth curve.  That said, not every brand advertiser’s target audience will be represented in the on-line community and it is important to consider the potential reach of the internet in comparison to traditional media.  In some instances however the issue is not just about reach – the internet can provide direct contact with its customer base for some oragnisations used to dealing through intermediaries such as retailers or Agents.  Neither is the internet ‘community’ a homogenous group nowadays  - there are substantial interest groups at either end of the age spectrum for instance.  The decision has to be based on an evaluation of the brand advertiser’s target market and its fit against internet users.

· Why Should The Consumer Give Me Their Attention?

A consumer will not give a brand advertiser their attention (either to view an on-site ad or an e-mail communication) unless they have a reason to do so.  In most cases this will be based on their specified interest in the advertiser’s product or service.  But often this in itself is not enough.  For most consumers, the return for their providing PERMISSION for advertisers to send them messages must be more tangible – the WIIFM factor or What’s In It For Me?  applied by Seth Godin in his definitive book on the subject (‘Permission Marketing’ published by Simon & Schuster).  Prizes, points or discount offers can all work effectively but these should be allied to a process that keeps the consumer coming back and maintains a resulting dialogue. 

· What Data Should I Collect?

Certain data items will generally be of use to most advertisers (e.g. gender and age) whilst others will be of very specific interest to particular brand advertisers (e.g. car insurance renewal dates or an interest in PEP’s).  The important element of designing a data collection strategy is to consider what is necessary and what might be considered useful but intrusive (income as an example is generally an unpopular category unless the service being offered is directly related). Key to this is ensuring that the initial registration process is neither too long nor too onerous for the consumer.  Splitting data collection into smaller sections can often be effective as long as a programme is actioned to migrate consumers from one section to the next.  The relevance of the data to the service being provided is key not only to the advertiser but to the legislative environment in which the campaign will operate.

· What Are The Legislative & Ethical Issues I Need To Be Aware Of In Collecting Data?

Transparency is the keyword.  The key principles of the Data Protection Act (DPA) 1998 should be at the heart of such a process – one of the most important issues being the ‘fair and lawful’ collection of data.  In addition to the DPA, the key legislation to be aware of is Privacy and Electronic Communications Directive that became UK law on December 11 2003. 

Some of the key points are –

· Permission should be sought on the basis of an opt-in programme (i.e. where the consumer makes the positive choice to grant the advertiser permission).  This permission should be clear at the point of collection and should be removable by the consumer at any time – a simple and free opt-out facility should be supplied at all times via both the site and any resulting e-mail communications.  

· If data has not been collected on a pure opt-in basis then there may be a permissible route via ‘soft opt-out’ which is defined as 

a) consent having been collected as part of a ‘sale or negotiation’ for a ‘product or service’, b) offers sent to consumers after such consent are based on ‘similar products and services’ to those relating to the original ’sale or negotiation’, c) offers sent include notification of the identity of the sender and d) offers sent include an opportunity for the consumer to opt-out of further offers.

· If an advertiser has a dataset that includes permission previously collected through opt-out (i.e. where the consumer has to make a positive decision NOT to receive communications) this may still be acceptable only if such an opt-out is part of a wider and wholly transparent process.  The Information Commissioner is seeking to prevent advertisers collecting permission through small print clauses that the consumer cannot be expected to identify.

· A clear Privacy Policy must be available which must include the data collector’s use of both personally volunteered data and the use of cookies (i.e. data gathered without the consumer having volunteered it).  

· If appropriate, the policy should also identify the fact that data is passed outside of EU states for processing.  

· The Privacy Policy must be clear on the circumstances under which data may be released by the company that collected it – the legislation says that ‘no disclosure can be made to third parties for their marketing purposes unless that individual actively consents to such a disclosure taking place’.  This means that the party to which the consumer has given their data - and which has made commitments in terms of security and Privacy Policy - cannot pass it to advertisers without the consumer’s consent.  Such consent also needs to be ‘informed and freely given’ – for instance a phrase such as ’We will pass your details on to third parties unless you write to us and tell us that you don’t agree’ will not be sufficient.

· What are the Functions Necessary To Support A Direct Marketing/eCRM Programme?

Collecting the data from a consumer facing web site is merely the starting point for a complete communications programme.  In essence, it is this that creates the raw material on which the programme is based. 

Essentially there are three functional elements to a full eCRM programme –

· A Marketing Database – this is a prerequisite in that it is the heart of the programme.  Generally this is not the operational system that sits behind the originating web site.  It is required to do more than the transactional processing behind such a site and it will often contain supplementary data to that which is contained in the operational system.  The database must have desk-top tools to enable counts, reports and audience selections.  It may also include analytical and modeling functionality necessary for the optimum measurement of the value of data.  It should always be remembered that scalability is key – if the programme intends to double in size then the database must be designed with such growth in mind.

· Delivery Tools – in order to communicate with individuals it will be necessary to dispatch messages via a range of media driven by data in the Marketing Database.  A simple direct marketing programme may require only an e-mail management tool; more likely however is that the range of tools would also include on-site ad serving, SMS messaging and questionnaire distribution.  Each of these tools may be independent best-of-breed solutions which require interfacing with the database both in the creation - and post tracking -  of each individual campaign

· Customer Services – users will expect a Help function and a general Customer Service presence for any issues they face – whether they be site or communications related. This is often underestimated where a commercial transaction is not taking place but the ‘permission’ element of the relationship with the user is critical to the business and it is the Customer service function that is the primary interface in any dialogue.

· How Do I Measure The Value Of an eCRM Programme To My Business?

Every element of a programme can be measured in terms of its costs and return.  Establishing a programme will involve creating a data capture front-end proposition, operating the site, creating the database, creating the Customer Service function and the delivery mechanism(s).  Essentially these are ‘recruitment’ and ‘management’ overheads.  The variable charges of distributing the messages can then be added to these costs.  The revenue generated from interactions (either directly in sales from communications or indirectly from sales/increased loyalty derived from the programme) can then be measured against these costs.  This is an ongoing process that enables the brand advertiser – at any point – to make changes to strategy based on dynamic findings and statistics.

A very large traditional ‘enterprise-wide’ CRM software solution is not necessary for this.  Nor is the planning and implementation necessarily a long process as long as the right personnel and partners with the requisite experience are involved and the process sis professionally specified and managed. 

7.  Conclusion

The internet continues to offer exciting opportunities for profitable consumer interactions.  For any brand advertiser considering on-line marketing using personal data it is recommended that –

· They understand that the consumer is, and has always been, King.  The days of untargeted on-site advertising are gone and the consumer is now in a very much more powerful position – refusing to take notice of untargeted interruption based ads whilst also requiring a reward for giving an advertiser their attention.

· They create or use a media proposition that not only rewards the consumer for their attention but also ensures that the messages they receive are appropriate as that is the only way to create a mutually effective interaction for both consumer and advertiser 

· They approach the challenge of data collection and analysis with a focus on cost effectiveness thereby avoiding the pitfalls of hugely expensive and inappropriate proprietary systems

· They use the flexibility of e-mail marketing but always with the principles of permission and transparency at the forefront of any data collection and usage strategy. 

· They understand that, aside from operational issues created by emerging technology, there are also legislative and ethical issues to be addressed in the collection and ongoing use of personal data.  A direct marketing related skill set is most appropriate to all of this.

· They create or use a media proposition that has at its core a fully integrated and scaleable infrastructure – and most importantly a team of skilled and experienced people.  Such an infrastructure will typically include a Marketing Database and functions to handle Customer Service, e-mail management, on-site ad serving, questionnaire/data collection and, increasingly,  SMS management 

· They understand the need for ongoing measurement of all activity such that programmes can be amended to make best use of the data captured and lessons learned from each communication.  The internet offers speed of reporting and decisionong never before enjoyed in marketing. 

· They are prepared and willing to test and retest in order to improve quality and quantity of response.

With all of these functions in place, the opportunities for brand advertisers are very exciting and compelling.
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