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Direct Marketing in the Future:
What datapooling and high heels 

have to do with each other
by Derek Glass
Imagine for a minute that you’re the Marketing Director for Manolo Blahnik, those super-expensive high heeled women’s shoes made famous in episodes of Sex in the City. Now, imagine what Manolo Blahnik’s most profitable customer segment might be. Do you think: affluent single females, ages 25-35? Hardly…

Now let’s say you do some market research. Some focus groups, surveys and so on. You might find that, thanks to a TV Show, within the above mentioned demographic you have 100% awareness, 100% recall, and perhaps even 100% consideration of Manolo Blahnik shoes. 
They’re still not your most profitable customer segment.

The most profitable customer segment for Manolo Blahnik is anyone with more than 5 pairs already, including this season. And most of those people look nothing like Sarah Jessica Parker (except for some of the guys).

Many marketers today rely on feedback from consumers to guide their marketing efforts. However, marketers who focus instead on their own customer’s behavior almost always do better.
Now let’s say you have two Manolo Blahnik customers, each one just bought their first pair from you. One of them has splurged and will never do it again. The other one has a closet stuffed with Versace and Gucci. You’ll make a million bucks if you pick one and nothing if you pick the other.
This question goes to the very heart of effective customer acquisition and retention. And for many marketers all over the world “data-pooling”, or participation in a “cooperative database” alliance, is quickly becoming the most effective way to acquire and retain customers. 
Cooperative databases are relatively new to Australia and New Zealand but they’ve been around for almost 15 years in North America and Europe. 

Basically, you pool your customer records with other companies, in the care of a third party. In particular, you pool your transactional data. The key information indicating when a customer bought something, how many times and how much they spent. 
When you do this, you get eye-popping results. It’s not uncommon to see acquisition costs drop in half or retention rates double. You share data, even with competitors, but what you get back in return is far more valuable.

That’s why thousands of companies around the world participate in such databases. In the US and UK it’s almost impossible to survive in mail order without participating in at least one.

How it works
There are two types of datapools, closed and open ones. A closed pool is put together by a group of businesses under the auspices of a data controller with their own rules about how much data each party must put in and how many names each can take out. 
An open pool is a stand alone business where companies contribute their data. These firms administer the pools and often enhance them with their proprietary data sets. Abacus is an example of an open pool here in Australia.

Open pools are attractive to a wide range of businesses because of the anonymity for pool members. Any name that is unique to your database is not used, only ones that match other participant’s databases in the pool. 
And you can block specific companies from having access to your data, but it’s reciprocal and it’s generally not a good idea. Since we’re dealing with “multi-buyers” essentially, blocking competitors becomes self-defeating. The customer record you’re blocking is already on someone else’s database, if not several.
What you get out of it
First, let’s start with what you usually know:


Customer A is a:

First time buyer






Lives in an affluent area





Purchased $100 of your apparel last month

With a datapool, you’ll also know:


Customer A also:

Spent $1,000 on all apparel, last 3 mo.






Spent $600 on home décor, last 6 mo.






Spent $250 on gardening, last 12 mo.

But of course with thousands of records, no one sits there and goes “oh look, she buys plants too.” You look at it all using a matrix. Which usually looks like this:

Recency of 
Purchase

from you


Recency of Purchases Elsewhere (months)
(months)


0-3

4-6

7-9

10-12

13+

Total
0-3

2,441

7,417

6,924

3,352

19,858
  
39,992
4-6

7,922

28,992

25,795

13,043

76,708
 
152,460

7-9

4,002

14,079

15,321

7,531

46,552
  
87,485




10-12

2,155

7,235

7,657

5,056

27,142
  
49,245
13+

16,029

53,495

56,463

33,105

275,274
 434,366
Total

32,549

111,218

112,160

62,087

445,534
 
763,548

Highly Active Buyers

Buyers At  Risk Of Lapsing
Reactivation



Suppression
In this example, your 3 mo. buyer total is 39,992. However, only about 25% are also actively buying from others. Those customers who are actively buying from you and others are your most valuable customers.

Whereas, we have 49,245 customers who haven’t bought from us for 10 months. Yet almost half of those people have bought more recently from someone else. Those are your customers most likely to lapse. 

The great irony

The most interesting segment in the graph though is the 13+ mo. group. Half of them are still buying from others more recently, but the other half haven’t bought anything from anyone in over a year. 

In other words, half of them are worth chasing and the other half is a waste of your time. Now you know who splurged and who has the closet full of Versace.
At first glance, many marketers think datapooling will lead them to lose their best customers to competitors that might be in the pool as well. The great irony is that datapooling does exactly the opposite in practice. Datapooling drives your retention performance through the roof.

Selling more
Another great benefit of participating in a datapool is that you end up selling more, full stop. It’s often the case in marketing that the people most likely to buy more are the very same people who are already buying the most. 

But the people who are buying the most from you – and others – are even better. See below:
Money Spent
with you



Money Spent Elsewhere ($)

($)


10 or less
10-25

25-50

50-75

75+

Total

10 or less
1,125

1,459

1,560

1,026

6,594
  
11,764

10-25

7,665

11,113

11,303

7,581

48,322
 
85,984


25-50

10,909

15,975

16,425

11,290

78,071
  
132,670





50-75

6,129

8,960

9,243

6,676

48,447
  
79,455
75+

28,426

42,658

45,851

32,555

304,185
 453,675
Total

54,254

80,165

84,382

59,128

485,619
 
763,548

Upsell



Cross sell
Start by looking at the first three rows of the fifth column. Those folks are buying more from others than they are from you. They comprise 17% of your total customer universe. Focus your cross-sell efforts there and you’ll send a bundle to the bottom line.

Then, in the fifth row of the fifth column you’ll find the customers who are buying the most from you and from others all at the same time. They’ll buy anything you got on offer. So sell them everything you got.

The paranoid don’t survive

Datapooling is the most effective way to simultaneously address the 5 biggest headaches of direct marketing – acquisition, retention, reactivation, upsell and cross-sell. For that, you anonymously contribute transactional data of your own. That’s the price of the ticket.
Fortunately, this being direct marketing, there’s usually a way you can “test” this before you jump straight in. Most open pools provide a way for you to send them a test sample of names. Then they give you a sample of names back and you can see how it goes. You can usually quit at any time too.

For me, datapooling is an elegant solution to a whole bunch of ugly problems. And like many things in life, the things that scare us the most are often harmless. I put datapooling in that category. It’s basically just a great way to build a very profitable business.  

