Vital statistics – the growing importance of marketing measurement

A few years ago, we were struck by data supplied by Naomi Klein in her book ‘No Logo’, which appeared to show that advertising spend was increasing at a faster rate than global GDP. There seemed to be several ways of interpreting this. Firstly, it could simply indicate that advertising conditions were now much tougher in more competitive markets. It could also reflect the fact that traditional advertising was under pressure from cable, satellite and internet distribution channels. And it could also mean that marketing in general was not doing a particularly good job in addressing the central challenge of anticipating and meeting customer needs profitably.

One thing is clear. Without an understanding as to which elements of marketing produce a tangible benefit both to customer and company, business value is being destroyed. As Retailer John Wanamaker once reputedly observed, “Half the money I spend on advertising is wasted. The trouble is I don’t know which half!” Can we solve that problem?

1066 and all that

To understand where we are with this, it’s worth reflecting on the development of marketing. The end of the Second World War in 1945 marked a watershed, with the birth of the mass consumer market. It was relatively easy for businesses to sell their wares. Simple products were produced in volume to generate economies of scale.

This ‘production’ era metamorphosed during the 50’s into a period where sales forces were developed to differentiate products in increasingly competitive markets. Nevertheless, they generally sold what the companies wanted to sell. About the same time, marketing theory began to coalesce around easily taught and just as easily applied templates. The marketing mix and 4 P’s (product, price, promotion and place) were introduced around 1960, and were quickly absorbed as the unchallenged basic models of marketing. In the process, marketing was institutionalised as a one-way street – from organisation outwards to prospects and customers.

In addition, product extensions, new technologies and diversity of media meant that marketers had to fight much harder for customers. Since then, we have seen a massive rise in customer expectations (to the point of litigation), huge growth in advertising, the rise of direct marketing and escalating competition driving down margins. 

Even more significant changes have been wrought by the development of new contact channels. Acceleration of tele-sales in the mid 80s had an immediate impact on different markets, from insurance to retailing. Cable and Satellite channels shattered the simplicity of terrestrial TV advertising. More recently of course, the advent of the Internet heralded profound shifts in distribution. Customers could not only research products and services more easily, but they could dictate the time and place at which any marketing transaction took place – a two-way street.

Brave New World

So what emerges from all of this turbulence? The impact of lower margins has meant that businesses have recognised the importance of retaining customers for longer periods in order to mitigate acquisition costs and make a turn. The notion of marketing economics has therefore entered into business thinking. Equally, the increasing focus on clients has defined the need to understand more about them, giving rise to customer information and databases. A proliferation of customer touch-points has developed, usurping traditional distribution channels managed by manufacturers and service providers.

Current marketing conditions are far from easy. There’s a vast choice of contact points across new channels. Consumers can defect from business to business more easily. And we are saddled with a central marketing model which doesn’t adequately cope with this Brave New World.

When is a budget not a budget?

Quite regularly, we are asked to help marketing departments whose annual budgets are determined less by the cause and effect of their projects or campaigns, and more by decisions based on how much money is available. So the success or otherwise of marketing activity is obscured, leading to potentially wasteful budget allocation. Wouldn’t it be better if marketers could demonstrate the success of their contribution to sales?

What gets measured….

How might we figure out the success or otherwise of marketing initiatives? In the first instance, we have to understand what prompts a customer to purchase. If we can establish that, we can begin to link purchases back to the marketing initiative triggering customer interest. In turn this will help point to the most effective touch-points out of all the ones available.

So here’s a golden rule: find out what has provoked a customer to respond or purchase, and record the answers. Was it a particular ad, a call or visit from the company, information on the web, or a recommendation? Once you can establish a link, all sorts of possibilities open up. We’ve set out a shortlist of options to consider on the back of this link:

· Where has the contact taken place (which channel or touch-point)

· How much money was spent on the particular channel / touch-point?

· Who has responded? Have they gone on to purchase?

· What have they purchased and what is the value of the sale?

If these questions can be answered, we can then identify the return on marketing spend and begin to develop a framework that looks something like this:

	Marketing approach
	Spend
	Customer responses
	Customer sales
	Income
	Result

	Advert 1
	£25,000
	1,000
	100
	£50,000
	 £25,000

	Advert 2
	£25,000
	250
	25
	£12,500
	-£12,500

	Website
	£25,000
	2,000
	200
	£100,000
	 £75,000


Over time, this will help marketers apply marketing budget to best performing initiatives and improve or dispense with the poorer performing activities. It will also help senior management make more informed decisions about what represents a true return on investment and how to allocate available cash – and hopefully recognise the importance of marketing in building and maintaining the business! We’ve successfully applied this framework in different business settings.

Clearly, it’s not always easy to drop in a measurement system just like that. There may be technology, MI and organisational aspects to consider, quite apart from customer and market segmentation. Requirements differ between businesses and sectors. We’ll explore these considerations in future posts.  But if you can’t wait get to grips with marketing measurement, please feel free to contact us to discuss your specific challenges!
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