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In its 2002 annual report entitled * State of Online Retailing 5.0,”
the key finding by Shop.org was that profitability has become the
normin online retailing, with more than 50% of retailers reporting
positive operating margins.

Improved marketing effectiveness was key to this success.
Specifically, participants reported that customer acquisition costs
decreased by 63% from 1999 to 2001, while order conversion
rates improved by 72% and repeat purchasing increased by 71%
in the same period.

Marketing optimization plays a central role in helping businesses
improve their online operations and reaching their business goals.
Fortunately, Web anal ytics makes online marketing optimization a
surprisingly simple process. This document serves as a guide for
using simple and proven Web analytics techniques to help e-
commer ce managers improve their site marketing initiatives.

10182 Telesis Ct.

San Diego, CA 92121
www.websidestory.com
Phone: 858-546-0040
Fax: 858-546-0480




What is Web analytics?

Web analytics refers to the measurement, analysis and reporting of Web site
usage by visitors. The information helps site managers better understand the
effectiveness of their site initiatives and helps them optimize their Web site. This
optimization process could occur in a number of ways, including site content,
media and promotional mix, merchandising, functional efficiency (such as
measuring the effectiveness of internal search tools), site process designs and
much more.

While traditional Web analytics packages concentrated on clickstream analysis
(page by page or sequential behavior of visitors), the return on such analysis has
been mediocre; however, it has opened the door for a new generation of Web
analytics solutions that are geared more for business reporting, including:

marketing campaign analysis, ROl measurement, process analysis and more.

This publication serves as a guide for Web analytics best practices, with
emphasis on proven ROI. Web analytics can be an integral part of marketers’
goal to optimize their acquisition, conversion and retention strategies. By
minimizing the guesswork, marketers can better plan their activities and achieve
more accurate forecasts than before. This publication is therefore not meant to
cover the entire potential of Web analytics as it stands today.




Web Analytics for E-commerce M anagers

This new generation of Web analytics solutions has the ability to provide detailed
reports centered around online marketing and Web site goals. This reporting
flexibility provides e-commerce managers with the ability to test and measure
every single Web site initiative. The downside; however, is that they can test and
measure every single Web site initiative and end up with too much information to
distill. Fortunately there are specific areas of an e-commerce Web site that
provide the highest impact on either top or bottom line. The goal behind this
document is to shed some light on those key areas that e-commerce managers
should focus on when using Web analytics to optimize their online sales.

More specifically, this document discusses the use of Web analytics in optimizing
the customer lifecycle. The lifecycle spans from the moment a company reaches
its target market, all the way through to becoming a loyal customer.

For an e-commerce operation, the areas of concentration in the customer
lifecycle include:

1. Targeting and reaching the right audience

2. Creating the right messages for marketing campaigns
3. Maximizing home page effectiveness

4. Designing and optimizing visitor conversion processes
5. Optimizing the checkout process

6. Improving product placement

7. Increasing customer conversion and retention using segmentation




1. Targeting and Reaching the Correct
Audience

The first thing your prospects have to do in order to interact with you is find you.
There are a multitude of channels available to marketers today in order to help
them reach customers. These include search engines (organic or paid
placements), banner advertising, shopping engines, such as DealTime and
mySimon, offline promotions, catalogs, affiliate programs, and partner sites..

Marketers often rely on a promotional mix that includes some or all of the options
mentioned above. While in the offline world, determining the optimum marketing
mix is more art than science, the situation is different in the online world, where
each promotional element can be tied to the final purchase event. The marketer's
goal in the online world is therefore to differentiate each source based on their
performance.

To be specific, each source of acquisition (such as a referring domain for an
affiliate or partner site, search engines and keywords for search engine
placements) should be observed in terms of acquisition (number of visits or click-
throughs generated), conversions (purchases and associated revenue) and
retention (lifetime value of those customers). To illustrate the effectiveness of this
technique, refer to the example below.

Example: Search Engine Keywords

A manager of a large retail site is in charge of keyword placement at paid search
engines. To analyze the value of each keyword, the manager will need to assess
the performance of each keyword in terms of acquisition, conversion and
retention. To correctly assess his/her goals, it is critical for the Web analytics tool
to measure and report lifetime valuation of acquisition sources. The final analysis
of keywords looks like the following, where each keyword is assessed against
the four measures which include visits, orders, revenue, and lifetime value of
customer. From these four measures, two more can be derived which include

browse-to-buy ratio and visit value. These are represented in table 1.




Visit Value | Lifetime Value

%

- Browse Vil % Revenue
Visits) Orders Revenue to b'u value Above er Above
ratio Average| customer | Average
1 luggages 2,115 31 $3,829.48 1.47% $1.81 | -0.08% $125.29 -24.98%
2 samsonite 883 28 $2,686.31 | 3.17% $3.04 | 67.88% $206.20 23.47%
3 american traveler 1,218 20 $1,776.65 1.64% $1.46 | -19.51% $189.43 13.43%
4 wallets 824 19 $1,884.05 | 2.31% $2.29 | 26.17% $177.21 6.11%
5 leather wallet 1,487 19 $1,960.91 1.28% $1.32 | -27.23% $176.30 5.57%
6 Leather bags 509 17 $2,066.15 | 3.34% $4.06 | 124.00% | $176.67 5.79%
7 hand bags 540 16 $1,337.77 2.96% $2.48 | 36.71% $181.10 8.44%
8 travel luggage 354 14 $1,075.42 | 3.95% $3.04 | 67.64% $180.94 8.35%
9 traveling bags 282 14 $1,555.38 | 4.96% $5.52 | 204.36% | $172.34 3.20%
10 durable luggage 360 13 $1,769.91 | 3.61% $4.92 | 171.30% | $163.23 -2.26%

Table 1: Acquisition, conversion, retention assessment of keywords

The above table becomes an integral part in the media buyer’s decision making
process. If the company’s marketing goal is to increase branding, then high
acquisition (visits) keywords are critical to their success. If customer conversion
is the key factor, then browse-to-buy ratio (ratio of orders to visits) and visit value
are the important indicators. Visit value is the revenue derived from each visit,
measured in currency. Finally, if customer retention is the goal — as it often is —
then customer lifetime value should carry the heaviest weight during the decision

making process.

One often overlooked observation among managers is the comparison between
the above data and the overall site average. For example, if the goal of a
keyword campaign is to increase conversions, then keywords with visit values
above the site average should be given first consideration in the purchase
process. In the example above, the keyword “traveling bags” has a visit value
that performs 204% above site average, but a lifetime customer value that's only
3.2% above normal. In other words, it will result in high conversions and average

retention rates.

The same exercise can and should be conducted with all other acquisition
mechanisms. This will result in the attraction of the most targeted audience and

creation of the highest ROI.




2. Creating the Right M essage for
Marketing Campaigns

Once the target audience has been identified, using the process mentioned in
the previous section, the next step is to use a messaging or promotional mix
specific to that audience or segment.

Consider a visitor who is looking to buy ski boots. After finding a Web site using a
search engine, the visitor is taken directly to the home page where prominent
displays of summer-wear and swimsuits highlight the site's summer collection.
On the other hand, if the visitor was taken to a specific landing page highlighting
ski boots and related accessories, there would be a higher likelihood of visitor
conversion. Personalizing the experience, on the other hand, should help visitors
more easily find the right product and often results in higher conversion. There
are a number of easy steps that marketers can take in order to personalize the
experience of the visitors they acquire through marketing campaigns, including:

Search keywords: Use search keywords, especially those resulting in

high click-through rate to customize the user experience. With your Web
analytics solution, identify the actual products purchased from each
specific keyword. Once identified, create gateway pages for high-traffic
keywords that specifically include the items of interest.

Banner placements: Test and measure various messages, banner

designs and placements. The comparison should include the response
or click-through rate, as well as the conversions and the conversion
rate. With the ultimate goal being conversion, each message, design or
placement should be measured with the goal in mind. In addition,
identify customers' propensity to buy your top products and prominently
display them in your landing pages.

Once the proper marketing channels have been identified, the next step in
optimizing the acquisition process is to customize the message to the audience.
Use your Web analytics solution to identify conversions by campaign attributes
(such as message, design, and placement) and product performance of each
campaign. Push the high-converting products within the campaign gateway
pages and customize the content to provide the best user experience possible.




3. Maximizing Home Page Effectiveness

Your home page is undoubtedly the most valuable real estate on your Web site.
Traffic to the home page of a typical e-commerce site varies from 4% to 20% of
the overall site traffic. It is the first impression and interaction most visitors will
have from a site, and therefore immediately determine and define their online
experience. It will make or break the site success at converting browsers into
buyers. For these reasons, maximizing the effectiveness of your home page as it
relates to conversion has become one of the most cost effective areas of
improvement for e-commerce managers.

To maximize the effectiveness of your home page, a few critical questions need
to be answered, including:

1. How many visitors are browsing past the home page?
2. Where are they going next? What is the click-through rate of each link?

3.  What is the conversion associated with each link, and the associated

amount of revenue?

The first question above is surprisingly powerful and yet very simple to answer
using the “single-access ratio” metric. This is the ratio of visits that do not go past
the landing page and is measured by dividing “single-access pages” with “entry
pages”. If the single-access ratio is high, then the home page should be
optimized through either design changes or placement modification with the goal
of decreasing it. There is no standard as to what the right single access ratio
should be. The benchmark should be based on business objectives and site
conversion goals that should be established by business managers.

The next step is to optimize the page design and context. This can be done by
understanding the actual links that people click on within the home page. This
type of information is readily available within most Web analytics solutions and
should be utilized, as it reveals areas of interest among site visitors. There are a
number of ways to measure the areas of interest to users, which include analysis
of traffic on various sections of the site, assessment of internal search terms
typed by visitors and product category purchases. Once measured, these areas
should be made more prominent on the home page to ease visitors' navigational

experience. In addition, underutilized links should be modified or removed.




The final step is to measure home page links in terms of conversions. Again, the

goal is to utilize existing traffic to the home page and measure each home page

link based on conversions and revenue, as demonstrated in Table 2 below.

Resultin Resultin Conversion | Revenue
Link __throughs Orders Revenue |  Rate per click_
Link 1 1,265 $956.65 1.4% $0.76
Link 2 1,145 22 $1,543.20 1.9% $1.35
Link 3 1,065 21 $1,342.23 2.0% $1.26
Link 4 951 16 $876.32 1.7% $0.92
Link 5 751 12 $801.21 1.6% $1.07

Table 2: Assessment of home page links

The resulting table above makes it easy for the designer to maximize the

effectiveness of the home page, because links can be easily assessed against

revenue. In the above table for example, link 1 is the least effective at converting

visitors and has lower revenue per click than others, despite having a higher

click-through than others. Reprioritizing home page real estate towards the other

links should result in higher overall conversions for the site.




4. Designing and Optimizing Visitor
Conversion Processes

Once on the site, visitors typically have to navigate through many site offerings in
order to complete their transactions. This requires a series of steps that should
be easy to find and complete. In the past, many Web analytics users have tried
to measure the effectiveness of their site processes using clickstream or path
reports. The return on their effort has been questionable because there are a
large number of different permutations that visitor clickstream can produce in any
given site. Instead, managers should take a process measurement approach
with the goal of increasing conversions. The process measurement framework is
extremely simple, as illustrated below.

1. Managers start by defining the business goal in mind

2. Once the goal has been defined, they lay out the steps or processes
that visitors have to take, which may include sections of the site that
they have to traverse through

3. The Web analytics solution will measure the effectiveness of the goal
described above at all steps of the process, with the end goal of
identifying bottlenecks

The benefit of this approach is that measurement is centered around site goals
and objectives and can immediately identify roadblocks along the way. To better
illustrate this framework, consider the following example of internal search
process measurement.

Example: Internal Search Process

As an e-commerce manager, you're interested in assessing the effectiveness of
your site's internal search engine. More specifically, you're interested in
understanding its usage and conversion rate, its ability to drive people to the
shopping area of your site and ultimately, the checkout section. In addition, the
manager wants to identify the specific products of interest to users of the tool. To
do so, you start by defining your task, followed by the processes involved, as
defined in figure 1.
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Business Task
Sdll Products
< >
Visitor Process

Enter site
Browse product pages
Add product to cart
Proceed to checkout
Compl ete Transaction

Figure 1: Defining a conversion process based on a business goal

Once the process has been defined, Web analytics solutions can pinpoint the
areas of concern. They identify what the process conversion is and at what stage
of the defined process + or funnel of conversion * visitors are abandoning. Even
more specific, they pinpoint the exact product pages that result in drop-offs. The
information then allows you to remove bottlenecks to streamline the process.
Rather than randomly browsing through site clickstream data with the hope of
revealing patterns of behavior, consider a more systematic approach in

identifying your navigational roadblocks.
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5. Optimizing the Checkout Process

Every e-commerce site includes a checkout process consisting of a series of
sequential forms that visitors have to fill out in order to complete the purchase.
The checkout process is one of the most effective ways for managers to increase
site conversions and their bottom-line, by concentrating their site optimization
efforts on a handful of pages, rather than randomly assessing other site

initiatives.

The checkout process is a site conversion initiative that should be observed
regularly using the framework described in the previous section. It should be
measured at each step of the process so bottlenecks can be identified. Most
importantly, each step is a Web form that consists of a number of form fields.
Web analytics solutions can reveal the precise fields that are resulting in form
abandonment. The information tells you how checkout forms should be designed
including, which fields should be omitted and which should be improved based

on abandonment or conversion rates.

Many companies have the tendency to ask for too much personal information
from their prospects during the crucial checkout process. Web analytics solutions
help pinpoint visitor abandonment of the checkout process and provide feedback
to help you pare down, refine or re-focus checkout forms to optimize

conversions.
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6. Improving Product Placement

Effective product placement is a key ingredient in every successful e-commerce
operation. This includes optimal use of merchandising on the home page or other
key pages, display of appropriate products in marketing campaigns and
promotions, and efficient use of real-estate for maximizing cross-sell and up-sell
opportunities.

Optimization of home pages was discussed earlier in this document and the
same practices can be applied for other key site pages, such as, the discounts

page, category pages and specific brand pages.

Use of product placement for marketing campaign optimization was also
discussed earlier. Another key aspect of merchandising optimization is the use of
cross-sells. For a customer purchasing a camera, it is much easier to get them to
add a camera case to their shopping cart than to purchase the case from
scratch. Therefore, product pages are some of the most important and high
conversion real estate on your Web site. The identification of strong cross-sell
opportunities and ensuing optimization of product pages based on information
from your Web analytics solution or e-commerce engine should yield high ROI.

In addition to the points mentioned above, make sure you're using high
converting products to your advantage. Some products have a high propensity to
be added to a shopping cart but have low conversions, while others have the
opposite effect. The product purchasing information should be constantly used to
derive site merchandising decisions. Low converting products are sometimes
indicative of hidden problems such as high shipping costs. High converting
products should instead be utilized to entice purchase. Specifically, products
should be monitored at all purchase levels, including product views, number of
times added to cart, checked out and purchased. Low conversions from checkout
to purchase could be indicative of high shipping fees. Low conversion from view
or cart to purchase may indicate items require additional marketing efforts, such
as discounts, cash back or free shipping. An example of a merchandising
conversion matrix is illustrated in table 3.
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Metric

Browse to
buy

View to cart

Cart
conversion

Checkout
conversion

What isit?

Ratio of
ordersto
product views

Ratio of cart
adds to
product views

Ratio of
ordersto carts

Ratio of order
to checkouts
started

Why doesit matter?

- High converting products should be utilized

to entice purchase. They should be
displayed more prominently on high traffic
areas.

- Low converting products can benefit from

additional promotional efforts (price
discounts, volume purchasss, ...)

- High ratio products are those that are

engaging your visitors. Thisis not the final
conversion metric you need, but you should
utilize these products in engaging your
audience and bringing them to the site.

- Low ratio products are unsuccessful at

engaging visitors.

- High ratio: once added to cart, purchase

likelihood is high. Promote these products
heavily as they can increase your top line.

- Low ratio: items that require additional

selling, such as free shipping or discounts.
Explore promotional salesin conjunction
with their highest cross-sold items.

- High ratio: easy converting products,

demonstrating val ue to the customer. These
are products that can attract visitors to your
site

- Low converters may require additional

selling, such as free shipping, discounts or
coupons.

Table 3: Using conversion rates to determine product placement strategies

An often overlooked area among many e-commerce sites is that of category and

brand conversions. Some product categories and/or brands have a higher

propensity to convert your browsers into buyers. In this case, you should use

keyword and media buys around those product categories and brands to attract

qualified visitors; prominently display them on your key pages and utilize them to

remarket to your existing client base. This information can be easily made

available from Web analytics solutions and should be used as drivers of product

and merchandising placements among e-commerce sites.
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7. Increasing customer conversion and
retention using segmentation

Not all visitors are created equal. Segmentation techniques should be used to
differentiate between different visitor types. Segmentation may be accomplished
using a number of criteria such as demographics, or behavioral aspects.
However, a number of best practices have developed in the Web analytics field

that you should exploit.

E-mail subscribers: this is one of your most captive audiences. They

have opted-in to receive special offers from you. Visitor segmentation
should therefore be used to separate your e-mail subscribers' behavior
from non-subscribers. Find out specifically, what products and product
categories spark their interests and send special offers that provide the
highest likelihood to purchase.

Partner traffic: The traffic that you receive from your partner can be
segmented in order to allow you to understand their behavior and
interests. For example, if you're in a partnership deal with DealTime,
mySimon and Epinions.com, you may want to separate their respective
traffic so that you can see specifically what type of merchandising you
can promote with each source. This will result in higher conversion rates

for each source.

You've identified the right people, used the right messaging and promotional mix
to acquire them, optimized your home page, checkout process and product
placements with the aim of converting them. The next step is to retain them for
subsequent purchases. Repeat customers are often the most profitable segment
for marketers. They have lower order acquisition costs and spend more money
per transaction than first-time buyers. Successful marketers capitalize on this
trend to increase their bottom line. Today's Web analytics solutions help you
improve retention activities by identifying the actual customers in a specific
segment. This powerful functionality lets you conduct targeted marketing
campaigns to a captive audience. Three simple examples are up-sell promotions,

geographic targeting and repeat purchase patterns.

Up-sell promotions: By combining cross-sell reports and individual

customer identification, one can create highly targeted campaigns.
Target the buyers of a certain product, identify the cross-sell
opportunities for the product, and then send discounted offers to

customers to entice repeat purchases.

Geographic targeting: Segmentation can be used to target customers

based on their geographic profile. Web analytics solutions can be
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utilized to identify differences of behavior and purchase by geographic
locations. The information can then be used to create targeted
marketing campaigns in the form of e-mail or direct mail to the customer
base.

Repeat purchase patterns: Segmentation can also be applied to help

identify behavioral differences between new and repeat buyers. For
example, if a product has a higher propensity to be bought by existing
customers than first-time buyers (table 4), then it should be utilized in

existing customer promotional pieces.

All Buyers \ Repeat Buyers
ProductName __ Units | _Units | %
Tech Amphibian Shoe - Mens 215 20 9.3%
Tech Amphibian Shoe - Womens 106 5 4.7%
Minute Sunglasses 141 28 19.9%
Big Smoke Sandal 55 7 12.7%
Smoke Ring Sandal 59 1 1.7%
Big Smoke Sandal 62 18 29.0%

Table 4: Identifying products with high purchase propensity from repeat buyers

Segmentation techniques are now well developed and understood among
marketers. The same techniques apply to visitor segmentation. Today's Web
analytics solutions make it easier to effectively target specific segments of site
visitor or buyers. Although the technical implementation may vary from one
vendor to the next, the capabilities provided by the more mature solutions should
allow you to develop meaningful segments that will help you in your conversion
and retention efforts.
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Conclusion

The Web analytics approach is that of gradual changes and improvements or a
continuous improvement loop consisting of three simple steps: Track, Analyze
and Optimize. Web analytics optimization can therefore be labeled as continuous
evolutionary improvements, and not drastic modifications to the Web site. It is
therefore important for users to constantly monitor their site behavior, but more
importantly, their site changes and improvements over time. More importantly,
site changes should be mapped to their effect on the company's top line of
customer conversion and retention, with the goal of constantly improving one's

performance.

Finally, there is a tendency among marketers to compare their performance to
others using market research studies and aggregate services. Such data points
may not always provide the value needed. A floral Web site, for example, has a
very different audience than an outdoor retailer. Although both may have the
same KPIs + key performance indicators, such as conversion rate, cart
conversion rate, average selling price and more + the numbers will vary
drastically. A better comparison may be that of industry peers, but due to the
competitive nature and sensitivity of data, competitors are unlikely to share their
KPIs with others.

Instead, the goal should be to constantly optimize one's own performance. Start
with an objective + such as increase conversion rate by 5% + and then use Web
analytics to see where you can achieve the highest results for your efforts. Apply
the changes and then measure the results, until the objective is met. It is through
these exploratory actions that you can fully optimize your customer lifecycle.
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