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In this paper:
= A WOM communication returns $0.87 in value

- Each WOM recommendation nets a $0.38
Communication Dividend
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INTRODUCTION

COMMUNICATION
VALUE USING CLV

The goal of this paper is to define and provide a model for calculating a
“Communication Dividend,” or the net result of the value of each word of mouth
(WOM) communication less its cost.

In previous papers addressing the value of a conversation, BzzAgent compared
the cost and impact of WOM to traditional media, such as television, print,
interactive and radio advertising. This paper creates a model that assesses the
value of a product-related conversation in the context of the “lifetime value” of a
new customer (CLV). This perspective enables marketers to best understand
the impact of a conversation on the bottom line.

The model for this paper is consistent with other recommendation-based CLV
models, including a recent study published in the Harvard Business Review!
and a featured presentation at the Advertising Research Foundation
Measurement 3.0 conference.? In both the study and presentation, researchers
calculated the value of a communication by factoring the revenue generated by
each customer’s purchases as well as purchases resulting from the individual’s
recommendations.

The chart below shows that when historical and normative data (based on
BzzAgents’ 500 WOM campaigns) are applied in a one-year lifetime value
model, a managed WOM campaign results in a per communication value of
$0.87.
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CLV INPUTS

MAKING A WOM
LIFETEIME VALUE
WORK FOR YOUR
PRODUCT

While each communication is likely to generate $0.87 in revenue, what is most
revealing in this analysis is the Communication Dividend (or the per
communication ROI).

A WOM campaign consisting of 10,000 participants creates an average of 616,800
individual communications over two generations of consumer dialogue.® This
reach results in an average per communication cost of $0.49. The communication
dividend nets $0.38 for each person reached via WOM, or nearly $235,000.

There are four key inputs at play in a customer lifetime value model. Naturally, the
variability of these inputs will impact the outcome. First, one must look at the per
unit revenue and purchase cycle. Consumer packaged goods and packaged food
tend to be the most popular verticals marketed through organized WOM.# For this
reason, we applied a $3.00 per product revenue and monthly purchase cycle, both
reasonable assumptions for these product categories.>

Second, we applied purchase and retention rates of 20 percent and 10 percent,
respectively.® These are based on three points of reference: internal data, widely
published media influence studies citing WOM as the number one influencer of
purchase decisions, and recent post-recommendation purchase intention rates of
50 percent.”

This paper provides the principle constructs of valuing a communication using a
CLV approach. Of course, every vertical and each product within that vertical will
have different price points, purchase cycles, conversion and retention rates that
can impact the value of a conversation. Inputting the retention rates and purchase
behavior associated with your products into the model creates an easy method to
estimate your potential return.

So, what’s your products’ conversation value? How does your other media
compare when viewed through a CLV lens?
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