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Preface

About This Book

Firms and organisations cannot exist without customers. They

essentially constitute the key ingredient to make a firm prof-

itable and add shareholder and societal value. Despite recent

technological advances in both data storage as well as process-

ing and analysis, many small to large-scale firms are still strug-

gling to quantify customer value, optimise customer relation-

ships, facilitate customer experiences and identify customer

journeys.

Due to a nearly continuously expanding product portfolio, with

new products and services being developed and marketed on

an on-going basis, along a diversity of existing as well as inno-

vative channels, modeling customer lifetime value is a far from

simple exercise with many challenges and difficulties arising.

More specifically, throughout our dealings with firms, we of-

ten found that simple questions such as ”Who is actually your
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WHAT MAKES THIS BOOK DIFFERENT?

customer?”, ”Who are your most valuable customers?”, ”What

is the best way to acquire new customers”?, ”Why do your cus-

tomers leave you?”, ”What product/service should be offered to

what customer?”, ”How can you sell more to your customers?”,

”How do you measure customer value?”, often provoked in-

tense (if not fierce) discussions with answers not always readily

available and uniformly agreed upon by business practitioners

across different departments. This book tries to answer exactly

these questions using data-driven and analytical techniques

and insights. More specifically, we try to provide a clear and

to-the-point guide of how to define, quantify, model and de-

ploy Customer Lifetime Value (CLV) models from various per-

spectives by first identifying and defining the key problems and

then offering ways to tackle them using carefully selected data

combined with state of the art analytics.

What Makes This Book Different?

This book is based on the unique complimentary experience of

both authors having worked in (customer) analytics for more

than 30 years combined, both in industry and academia. More

specifically, both authors have co-authoredmore than 300 sci-

entific publications and various books on the topics covered

in this book and have worked with firms in different indus-

tries, including (online) retailers, financial institutions, manu-

facturing firms, insurance providers, NFP organisations, gov-

ernments, etc. all over the globe estimating, validating, de-
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STRUCTURE OF THE BOOK

Marketing Officers, Chief Analytics Officers, Chief Data Offi-

cers) as well as tactical and operational levels may benefit from

reading this book to be more closely aligned with the data sci-

entists, marketing modelers and analysts directly working on

modeling CLV.

Secondly, the book can also used as a handbook by academics

teaching courses on the topic, both undergraduate as well as

postgraduate. It features various handy add-ons such as mul-

tiple choice questions at the end of each chapter, worked out

case studies in Python and R, references to background litera-

ture and links to ON-LINE courses which can help facilitate the

learning experience.

For those who are just starting to find their way around in an-

alytics, we are convinced that this book can be an important

guide to help you use it for CLV modeling, but would advice

to first briefly refresh your knowledge on descriptive statistics

(e.g., mean, standard deviation, confidence intervals, hypothe-

sis testing) so as to maximize your reading experience.

Structure Of The Book

The book starts by providing a basic introduction to CLV mod-

eling where the key concepts are defined and illustrated with

some examples. In Chapter 2, we review and refresh various

supervised and unsupervised analytical techniques that will be

used extensively in later chapters. Chapter 3 discusses the
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well-known Recency, Frequency and Monetary (RFM) frame-

work as the layman’s approach to CLV analysis. The RFM fea-

tures introduced will be used extensively in later chapters as

predictors for various CLV relatedmodeling exercises. Chapter

4 elaborates on customer acquisition by zooming in on look-

alike modeling and prospect- and lead conversion modeling.

Chapter 5 builds further upon these ideas by reviewing how to

set up smart marketing campaigns so as to maximize their re-

sponse rates and turn leads into customers. Chapter 6 learns

how to prevent your customers from churning or leaving your

firm. Markov chains are covered in chapter 7 as an interest-

ing tool to see how customers migrate between their different

CLV states. Chapter 8 discusses customer journey analysis to

better understand how your customers interact with your firm

and by means of what channels and/or touchpoints. Chapter

9 elaborates on probabilistic models such as the Pareto/NBD

submodel to predict the future number of transactions of a

customer and the Gamma/Gamma submodel to estimate the

average profit or monetary value per transaction, both essen-

tial elements to estimate the CLV. Chapter 10 discusses market

segmentation by reviewing both customer heterogeneity and

profiling. Recommender systems are extensively reviewed in

chapter 11. The book concludes with chapter 12 by covering

the deployment, governance and monitoring of CLV models.

We recommend going through the book from start to finish if

this is your first reading, and refer back to specific sections

later on to get a refresher on specific contents. Since we be-
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