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Captures the 
contribution of each 
customer according 
to his or her 
expected migration 
path over the entire 
lifetime with the 
firm.

Uses generic 
stages of growth 
and their position in 
the lifecycle to 
determine 
customer 
preferences and 
associated 
strategies. 

Segments a firm’s 
existing customers 
on the basis of their 
similar, expected 
migration patterns. CUSTOMER 
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Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London., pp. 84-85
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Lifecycle Approach

3Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London., pp. 85-87

CUSTOMER 
LIFECYCLE

attempts to capture 
how individuals 

typically change as 
they age and reach 

common age-related 
milestones 

proposes that various 
products go through 
four typical stages in 

relation to their 
acceptance by society: 

introduction, growth, 
maturity, and decline 

comprises five stages: 
(1) early establishment 

of range and 
boundaries,  

(2) innovation,  
(3) shakeout,  

(4) maturity, and  
(5) decline.
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4Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London., p. 87
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5Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, pp. 87-89.

• Evaluates existing customer’s behaviors/needs in each AER stage to 
understand temporal differences 

• Customers are “temporally” similar in each stage (assumption) 

• Matches marketing action domains (i.e., acquisition is often a self-contained 
marketing domain) 

• Dynamic-based segmentation is sometimes called the 
Acquisition–Expansion–Retention (AER) model, because it 
captures customers entering the firm’s portfolio and expanding over 
time, even as other customers slowly leave:

RETENTION 
STAGE

EXPANSION 
STAGE

ACQUISITION 
STAGE

begins with first 
contact, typically 

before the first purchase 
occurs, when prospects 

and early customers 
have similar needs. 

has firms that are 
trying to upsell or 

cross-sell to expand 
their sales and 

engagement with 
existing customers. 

deals 
with customers 
who migrate not 

because of a mismatch 
in the core offering or a 
life event but because 

they have a basic 
propensity to 

switch.
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Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, p. 88.
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7Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London., p. 90.
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‣ CLV APPROACH:  
evaluates a firm’s profit as the sum of each customer’s lifetime 
discounted cash flows

• How do you know best customers to acquire/expand/retain? 

- In many banking initiatives only 1 in 3 “customers” remain after incentive 
ends 

- Are all customers worth acquiring or retaining?
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Customer Lifetime 
Value (CLV)

• Approach captures “true” contribution of each customer at any stage 
by accounting for: 

- Customer heterogeneity and dynamic effects (individual level, uses 
transition expectations, and discounts future profits) 

- Tradeoffs among AER strategies (e.g., how acquisition may affect retention)

Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London., p. 95.
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MYTH VERSUS REALITY

Source: Fader, P.S. & Toms, S.E.. (2018): The Customer Centricity Playbook - Implement a Winning Strategy Driven by Customer Lifetime Value, Wharton 
School Press, Philadelphia, PA, pp.  43/44.
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CUSTOMER LIFETIME VALUE 

Understanding: CLV is the monetary value of a customer relationship based on the 
present value of the projected future cash flows from the customer relationship.     

Purpose: CLV is an important concept that encourages firms to shift their focus 
from quarterly profits to the long-term health of their customer relationships.    

The geometric series in the preceding equation can be rewritten as:

Sources: Bendle, N.T., Farris, P.W., Pfeifer, P.E., Reibstein, D.J. (2016): Marketing Metrics - The Manager’s Guide to Measuring Marketing Performance, Third 
edition, Pearson, Upper Saddle River, NJ, pp. 173 et sqq.; Gupta , S. (2020): Quantitative Analysis in Marketing, Harvard Business School Publishing, 
Boston, MA, pp. 6/7.
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CLV € = ! Margin in period t (€) ∗ Retention Rate (%)Period t

(1 + Discount Rate % )Period t
	- Acquisition Costs

T

t=0

CLV € =
Margin (€) ∗ (1 + Discount Rate (%))
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• Direct marketers have been using a simplified version of the CLV for 
decades, targeting customers to receive expensive catalog mailings. 
They use three readily available customer behaviors: 

- Recency or time elapsed since last purchase 

- Frequency of purchases in last period 

- Monetary purchases in last period 

• These RFM (recency, frequency, and monetary) variables put 
customers in rank-ordered groups, based on their value in the past 
year (not by modeling but by rank-order sorting) 

• Using the profits generated from a test mailing to a few customers 
from each group, direct marketers then mail the catalog only to the 
groups with an acceptable return on investment 
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Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London., p. 96.
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Customer is in 
main target 

segment

Customer is not in 
main target 

segment

Lost Customer Analysis 
Informs AER Strategies

• A firm contacts customers that have migrated away, to identify the 
cause for this change, then works backward to fix the problem and 
ensure other customers don’t leave for the same reason.  

• Takes a significant number of lost customers before a firm recognizes 
that it isn’t just “normal” customer churn but rather an indication of an 
underlying problem.
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Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, p. 92 et sqq.

Contacting lost 
customers

THREE-STEP PROCESS

‣ A choice model can benefit the lost customer analysis, and can 
inform analyses across all AER stages, because it predicts the 
likelihood of observed customer choices/responses, using data 
about that customer’s characteristics and past behaviors, as well as 
the firm’s marketing interventions
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Choice Models

• Analysis approach that attempts to determine the 
impact of different factors (price, promotion) on 
consumer’s individual choices (joining, cross 
buying, leaving): 
• Most popular individual-level response model; 

• Uses past behavioral data; 

• No need to survey or get customer input (infers 
weights from past customer's behaviors); 

• Determines probability of choices and elasticities of 
marketing variables. 

• While regression analysis: 
• Is not an individual model and uses continuous 

outcomes; 

• Gives weights of inputs, but not probabilities or 
elasticities; 

• Does not use “logit model,” which is better predictor 
of how people act by capturing diminishing effects 
(inputs have less effect as you do it more).
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