Who are your customers—Angels or Devils?

By Paul Herbig

A recent marketing trend is to recognize that not all customers are created equal and the old mantra of getting new customers, any customer, no matter, just does not hack it any more.  To recognize this simple statement is one matter, to actually act upon it is another.

A currently popular dichotomy making the rounds in marketing circles today is angel customers and devil (or demon) customers. Larry Selden, a professor at Columbia University's Graduate School of Business, has produced research tying a company's stock-market value to its ability to identify and cater to profitable customers better than its rivals do. At many companies, Mr. Selden argues, losses produced by devil customers wipe out profits generated by angels.

Best Buy has put this theory into reality and made bold moves to its customers into two these categories. Each day, about 1.5 million customers come into a Best Buy store. Best Buy wishes some of them wouldn't Best Buy's rationale is simple: Angel customers are profitable; devils are not. Why commit valuable resources to win devil customers? Best Buy figured out it wasn't about the best price, but about giving the customer the best buying experience. Best Buy's angels are customers are savvy, but not price motivated. These customers boost profits at the consumer-electronics giant by snapping up high-definition televisions, portable electronics, and newly released DVDs without waiting for markdowns or rebates.  

The devils are its worst customers. They buy products, apply for rebates, return the purchases, then buy them back at returned-merchandise discounts. They load up on "loss leaders," severely discounted merchandise designed to boost store traffic, then flip the goods at a profit on eBay. They slap down rock-bottom price quotes from Web sites and demand that Best Buy make good on its lowest-price pledge. At dozens of Web sites like FatWallet.com, SlickDeals.net and TechBargains.com, they trade electronic coupons and tips from former clerks and insiders, hoping to gain extra advantages against the stores. Devils will go to heroic lengths to save a dime. They'll even return merchandise to purchase it later at an open-box discount."They can wreak enormous economic havoc," says Best Buy’s CEO Brad Anders.on. Best Buy estimates that as many as a fifth of 500 million customer visits each year are undesirable. And the CEO wants to be rid of them. He says the strategy is based on a theory that advocates rating customers according to profitability, then dumping the up to 20% who are unprofitable. The new approach upends standard practice among mass merchants, who typically seek to maximize customer traffic

In 2003-4, , Best Buy rolled out its new angel-devil strategy in about 100 of its 670 stores. It is examining sales records and demographic data and sleuthing through computer databases to identify good and bad customers. To lure the high-spenders, it is stocking more merchandise and providing more appealing service. To deter the undesirables, it is cutting back on promotions and sales tactics that tend to draw them, and trimming them from marketing mailing lists. Best Buy began working on ways to deter the customers who drove profits down. It began enforcing a restocking fee of 15% of the purchase price on returned merchandise. And to discourage customers who return items with the intention of repurchasing them at an "open-box" discount, it is experimenting with reselling returned items online. Shunning customers is a delicate task. Mr. Anderson says Best Buy will first try to turn its bad customers into profitable ones by selling them warranties or more profitable services.

Companies typically find that the best 20 percent of their customers account for 150 percent of total profits! The worst 20 percent typically lose money equal to 75 percent of profits, while the remaining 60 percent of customers account for the rest. Knowing which customers are angels and which are demons presents an enormous opportunity

Will Best Buy’s new strategy work? Mr. Anderson says early results indicate that the pilot stores "are clobbering" the conventional stores, with sales gains running nearly double those of the traditional stores.  Best Buy is expanding the concept as quickly as it can. Stay tuned for more.
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