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An Individual Level RF Analysis based on Consumer Behavior Theory:

A Hierarchical Bayes Framework on the Pareto/NBD Model

ABSTRACT

This research extends a Pareto/NBD model of customer-base analysis using a hierarchical
Bayesian (HB) framework to suit today’s customized marketing. The proposed HB model presumes
three tried and tested assumptions of Pareto/NBD models: (1) a Poisson purchase process, (2) a
memoryless dropout process (i.e., constant hazard rate), and (3) heterogeneity across customers,
while relaxing the independence assumption of the purchase and dropout rates and incorporating
customer characteristics as covariates. The model also provides useful output for CRM, such as a
customer-specific lifetime and survival rate, as by-products of the MCMC estimation.

Using two different types of databases --- music CD for e-commerce and FSP data for a
department store, the HB model is compared against the benchmark Pareto/NBD model. The study
demonstrates that recency-frequency data, in conjunction with customer behavior and characteristics,
can provide important insights into direct marketing issues, such as the demographic profile of best

customers and whether long-life customers spend more.

Key words: CRM, One-to-One Marketing, Bayesian method, MCMC, data augmentation
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‘ WREET — & 0.63 0. 62
FHEAMREK HET— X 1.00 0.98
RREET — & 2.57 2.61
MSE -
WET — X 0.64 0.58
EE L~V DFEE
REET — ¥ 55.2 97.5
N ~ l —
SRl HeET— & 68.2 167.6
RMS —
ETF—X 61.9 136.7
X 4. CDNOW : EBIRMEY v°— MEEK
5000 T T T
4500 | T
4000 - T
3500 i
= 3000 -
2 2500 .
&
§ 2000 T
L]
1500 | _
1000 | g _
i
L W — Actual _
500 VA | — - Parsto/NBD
=5 | """ HE
OO 10 20 a0 40 50 [a]8] 70 a0

Week

FEHEE LUV OREEE L, HEEWIM OEE R T L ICEE Z 7 V—F{k L, BEEME T
WERA 7y LK S D b HTHICHER TE 5, RO 7 7 71X Fader, Hardie and
Lee (20053, b) CHEH T 5,
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5. CDNOW : #EE M i B [EIBUIT A T2 /R FEHA ] 0 #4558 B B4

fra)
T
=
5L 4
2
i
=
R=g |
2
2
ki
&
'_
e
B2t -
&
?
<L
1F i |
— Actual
— - Pareto/MBD
-#- HB
0 ! 1 1 1 ! I I
0 1 2 3 4 (5] & T+

# Transactions in Weeks 1-30

FIIEHBETNDNRT A =L OREERRER LT b DT, FHRFEE & H v aNITHERERR %
DOHZELE LT 25%E 97.5%DFHEIEI /R IILTWND, LIIAEuDORETH D Z LITHEES
VAW LAN

3 3. CDNOW : EF /L DOHEERE R

(B> 2NOEFIE 25% & 975% DiEEEFKT)
* X5 % THEEZERT

HB

IEEEE A -4.19
(-4.33,-4.06)

A HEE &% 3.16*
($ 109 (1.54, 4.79)

Bl =R i)as -4.36
(-4.60, -4.15)

M PIHEE S8 -0.042
($10% (-1.15, 1.06)

EIESES -0.07
(log(™), log(w) ) (-0.34,0.26)

JE AR BE -1385
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BIER &

ME—DFAZE R TH 2 01 E S5EIT, HEIH L THRBICIEE 2> TW5, RYIOHEE S

FREVBRIZE, TO®RIVHEIIEE T2 2 L 2B T 5, Z OFEEITBEEN SR Ik

LCIEAE TRV, YIS SFENE < THIRLS THERIXFERRICHER - 2@ micd 5,
Flo, NA N NT 2A—=ZOILGHATHIN BE D LT log(h) & log(w) DFEESA3-0.07 T, AE

TRNZENGND, 2O &I, K6 IZ/RS 472 4000 B[O MCMC A7 v 7 big bl

FBERE DM THHRTE D, K 7TIIHBEON &w (i=1,...,2357) D HEL ) 2 HifiX &

LTC7ay hLizbDThHD, MEEEE ST A — X VNOEIZBEBL S ST A —Z u & g U C
BRIZ LD RERBVNRH AN, 2D 20035 XA —F ORI BIRIT R T e,
ko T, Z®OF—% TiL Pareto/NBD & T )VDARE T HAE pnD oA OIS 7= ST

WHEEFR LI,

X 6. CDNOW : MCMC ¥ CTHEE &7z log(\) & log(p) DAREMREE D E R N 7T A

00 Histogram of Caorrelation between logllarmday and loglrmu?
T T T T T T T T T

200

400

Freque ncy
(]
o
S

200

100

-05 —0.4 —0.3 -02 -01 0 01 0z 03 04 05
Correlation
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X 7. CDNOW : A& nOEE B ¥ DOBAIX

Posterior MMean

001 1 1 1 1 1 1 1 1
0

AT, N L DFEBRTYE) RAEEE RO IR EFRFR, 1 FEROMERFR BUHIKE TR
TOELFHEER, MEEIFE P ORI & W9 6 SOOI EHME 2 . WIS [m 502 B
LTRABRIOET—A K 10D 20 ADRBERIZK L TRLIEZLDTH D, £ ED 3471,
ZNEI 2357 ND 6 DOFFEDFEIE, H/ME, mKEZERT, 7oL 21X, B Tk
#5.(9/30/97) DAELFREFR D)L 0. 628 TH DY, BHEIZL T 0.007 725 1.000 &3EL,
FRAEII 39 3 M P o A RS E MBS . P13 0. 75 A1 Td B A8, fx/hs 0. 03 [0 & B K 25. 01
e RESERD, ZNOLORFHEIZ, BEET 70T 2R EEETHENTHL, B
ETVTIE MOMC A7 > FORIEW & L THEZ &Ik & OB ELILLD T, ki &w
DR TER SN DHEHE B 2ILQR)A) ThITZDHMbEHEIZRKRD biLd, £4 DKk
DAFNDOFEHES ., DXL TRDZ, ZHUTxt LT SMC X, F%&ED 2 FOFEFHHE %
BHERES N OEE TNPRRLOERRTHDLERBLLTWVD (EHDOmILH D
(11)~(13)= & (22)), MCMC 3£ TIHSHEEE Cld7e < XTI A =X O Ai HIER S L5 72D
(B 21X 4), FERHGGREZEAT 5 Z L RS TH D,
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BaIER  EA

4 RZAMNI0EELTV—R 10 BEEDHFHE

BEIVY | BR¥Y | T | HREEY | 120 | BARTHRA | REEHEGO
») W FDFE Herrx TOEFEE | HEEERK
%)
1 0.793 0.0117 1.88 0.573 0.998 25.01
2 0.708 0.0117 1.91 0.572 0.996 22.28
3 0.523 0.0124 1.78 0.554 0.994 16.21
4 0.494 0.0118 1.84 0.570 0.998 15.59
5 0.442 0.0118 1.84 0.569 0.990 13.80
6 0.397 0.0123 1.81 0.558 0.985 12.27
7 0.386 0.0124 1.79 0.557 0.980 11.82
8 0.458 0.0128 1.69 0.546 0.757 10.61
9 0.330 0.0120 1.78 0.562 0.994 10.30
10 0.325 0.0121 1.85 0.563 0.992 10.15
2348 0.015 0.0157 1.44 0.486 0.503 0.18
2349 0.016 0.0162 1.38 0.476 0.493 0.18
2350 0.015 0.0158 1.40 0.479 0.496 0.18
2351 0.015 0.0155 1.48 0.493 0.512 0.18
2352 0.014 0.0159 1.37 0.481 0.512 0.18
2353 0.015 0.0159 1.45 0.484 0.505 0.18
2354 0.015 0.0164 1.41 0.477 0.495 0.18
2355 0.015 0.0159 1.41 0.482 0.502 0.18
2356 0.015 0.0161 1.39 0.478 0.500 0.18
2357 1.097 0.0165 1.36 0.471 0.007 0.03
FEi 0.038 0.0149 1.51 0.502 0.628 0.75
B/ 0.014 0.0117 1.33 0.463 0.007 0.03
=X 1.097 0.0169 1.91 0.573 1.000 25.01
4.2. T/X—FDFSPF—%
ZOTFT—RIIARDOFT R— MIBITLHFSPA U N—DIEEBERECH D, 1)IEH»LOT —

ZTHDHN,
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107mT ROl TR, KA, Wi B, ItE, J ARl s
FIERMFESLOME MBI N TV D, BRI 2000 427 A 1 H25 2001 46 H 29 H
ETO 52 WETH D, FHELEOEENS, 2000 ££ 7 A FUTFSPD A L /X— (272 - 2% D
H2 5 400 A& T X AITHI L, S oxtgel Lic, &P & &% 26 B TT — 4 %
FNENHEER EMEERIZS T T, R B OB L > — ME 1 BEOBE (EEHEEHR) & LTiE




HEETBHERICHLESOEEALARLD RF 24
L. BO&HE (KR E) BEEEKE LTh Yy FLkhotc’, #EERT —% OtakHt
FIRRSITRIN TS, U B — MEEEHEXIZOEZ 17T ANDA101[EE WO BEE BB |
IHBESOHWICHE L TV OBE D ZHW D, BEEERE A O 54 2 BEIIZH~D &
BERFEE A DO EZ L TWDHZ D, ZOBE 7o IR T Y AREEMIZ L TW5D
DR TE D,

K5 T/A—b o T—FORRBHE

T BRERE =/ =N
JE—FEBEH 16.02 16.79 0 101
SRR T (B%) 171.24 8.81 151 181
)—too— (T-t) (A %) 24.94 42.82 0 181
FHEEEEE (x10°yen) 0.067 0.120 0.0022 1.830
FOOD 0.79 0.273 0 1
AGE 52.7 14.6 22 87
FEMALE 0.93 0.25 0 1

T I N—ACEEN DB RECE T 2F W, . FRLERTH D, BEDEL N
W) - WERTFOFEVIZ OB Z OT /38— MIF D728, EFT &l & OB 72 BT
P LHIE~DT 7B ZADORG S EBFELTWARY, 2 2 TIERaifmEEk o a5 & A
L7ZahIE S OB G 2 A5 FOOD L EFE L, ZNZIEHH~OT 78 AD LT & 2 £ 37
B E L TETMTHBRAAT, L35> TFOD 1% 0226 1 Offi, & LEENETOIES
P CREMAEE L TWhiu 1, 2EOFRICK L TEMOBE N 1 BOE S THR 0.5,
ETOIEHFHTRMZ —ELHEE LWL 0, 2745, b9 —DOBERMELKL
LT, T—=FX_X=2Znb 1 [EPY72 0 OFHIEE@EEEole, ERD A r— V%% HZ
Bz, FEIEEAFIL 101, BRI 10 FORNLE 2o TN D,

6 1%, HEEH L WEEHT — Z1281F 5 Pareto/NBD & HB EF /LD L~UL & JEEEFH L
NDT 4y bR LebDThHD, MFOETNVEBRIZL S RREETHLMR, B £T /v
DI NETEN TN D, HEEHF O E R Z L @R % 70— 7 b URGEI R C o
EBE¥EZ7ey FLEKS TH, 2 00FT VA LR E 2o T,

ORESCCI, TRAR) & THEE ) ZRIEICHE S,
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BaIER  EA

#£6. TNX—F :ETFNADT 4k

R Pareto/NBD | HB M3
FEEF LNV DR
FHEBMRE WREET — 0.90 0. 90
WET — X 1.00 1.00
MSE REET — 58.2 58.6
WETs—4 1.22 1.16
EH L~V DOIEE
iR 51 REET — ¥ 222.1 213.6
RMS WET —# 3745 326.1
2T —H 307.9 275.6

B8, 78— b HEE RN ORISR AR AR O RS IS

15

T

>
i
i
>
% 10} -
=
£
o
=
=}
B
[
2
o
=
# 5 B
Bl
o
2
<1

* — Actual

* —#* - Parsto/NBD

-%- HB
O 1 1 1 1 1 1 1 1 1 1 1
0 1 2 3 4 5 5 7 8 g 10+

# Transactions in Weeks 1-26

K TIE, ZOHBET /LM OMIZ, G/ DI E 2 ODFAERD I Z IR AT 2 DD
TET LML, M2) OHEERERZ R LI b DO T D, EEEZMZ TH/NT X — X OHEEH
ZELTWD, FIRMBEEEICL D ERZANETIIEMS Lo TS, BEEMEE & B
KO/RT A—=FOMEIE-0.12 THETIEARY, ZOZLiE, BELEwz 7y hLE
9 DEAID LR TE D,
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#£7. FR—b: BEFNVOHEER

(v aRNOETFIT 2.5% & 97.5% DK% ET)

* I5% THEERT

HB M1 HB M2 HB M3
-0.89 -1.92 -2.09
il (-1.00, -0.79) (-2.27, -1.56) (-2.62, -1.56)
) -0.18* -0.19*
B S JEE A% (-0.32, -0.05) (-0.33, -0.05)
1.44% 1.43*
N FOOD (1.05, 1.84) (1.02, 1.84)
0.08
AGE (-0.58, 0.72)
0.15
FEMALE (-0.22, 0.52)
o -8.74 -8.87 -8.75
(-10.60, -7.50) (-11.53, -6.70) (-10.79, -6.77)
) -0.33 -1.24
B BEE 4% (-2.39, 0.78) (-2.53,0.72)
-0.73 -0.59
FOOD (-2.77, 1.40) (-3.14, 1.56)
# AGE 20.39
(-2.73,1.92)
-0.58
FEMALE (-2.34,1.33)
FHBEEREL -0.14 -0.19 -0.12
(log(X), log(w) ) (-0.55, 0.29) (-0.57, 0.20) (-0.51, 0.33)
JAIL R AE -1695 -1682 -1650

BJ9. F8— b AL pOBERIFR OB

x107

Posterior Mean




BT &P
W BB TR U TR ZARIT, FHIEE R L FOOD Th D, 4 & MRS B A
IR L TR, EEERR IR LT, AERGHEARITE) 72, DF V| BEEF
R EAE E @40, FOOD, 4. MERI TR B,

ZZTCORBRIT, RREE OB ENEVERE L 1 RS-0 OFHEEESFEDMEOERIE EE
WEBHBIGIND EWVW) ZEThD, ZHUE. ZOT = FDOYR—V ¥ —IZxT 51 4
Eo—ToOXRE., RMWAZIL 1R OESFIRV A, HBEIOEMHZMT 57
DEELRBE EHEHL WD &b BT 5, BRMEIT7ryvary, 77890 — KH -
WEESL L BT 5 &~ — P U B RN, ZNET TIEHFRICRIRICR 220, LML Z 0T
SN NI FERE A E 0T 57201, EF, @il 7V ARCEHA M 2D fii 2 TR
BHLh 7 a7 &2 RxmlcgeiE L,

5. fEEm

A OBERUIERI B S Ry, B33 — v — &l o TR A (21 3 » AlE
B2 T UTBERD) IS8 > T, ZOHEE T LTV DDORBURTH 5, AL TlE, BEFED
RE AT BEBEITEEGR IS WIEE T VA MARAT Z L2k - T, WEEDOREMEEZE
BL, ZoBll S 2VWEEOREZHEETE 52 L 2R L,

COMETIREINTE B T VIE, BEO~Y—FT 4 VIHETHIICRIES L
Pareto/NBD EZ L THHWVHNTWHHEZITEIORE : ()ART7 YV VR v X, (2)
NN Y ot 2 (BT —RET V), QW7 AB T H@EDOREN, #E
WTW5, LavL, BELEHR 0t 20T XA —Z NS ICH ML TWD &9
Pareto/NBD ET VORI ZR I RN oD, KO FMARET LV ERSTND, RO RGN
I%. Pareto/NBD EF/WIZEKIT HIRADMORDVIT, WEESA XOFSHA & FHiT/340 &
LU CHAAEND T2, MOMC HEE WD Z LI L o> TREHZ E Db 2 MR Ry A E &
%%, AUy M LTI, (OBEE, HE, RO, 2)ET VO, (3)FEE
BoOMEANHEE, (1) EfERiiZofE., G)BEEET L~DIEME, (6) EXRAA XD/
THEA L, REBETND,

HB &7 /L1 Pareto/NBD 7 /L & [RRIC T —Z 27 4 » b T D2 LN 2DDET =2 b
RESNT, ETADT U Ty b LT M & OFRTE) | SR il B LR o 7 A 7R
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1 FR OMERESE B TR S COAFESR, Bt r oME RIS &, EEo~—
&?4Vf&ETﬁ§ﬁﬁ§%ﬁﬁMWC%E%®WF%&LT%E%60:ﬂ%@%ﬁ%
Pareto/NBD BT /LB EHET HIZIE, BEZ L. HiE WM BERE 7 TR T
ECANSYAAN

AN R OB LIPS E T T L0 DI, B E S A OB RS R O B W R
DR, 72 & ZIZ N ORI ERSC 1 [ERY 72 0 O E SFE O BIRO L 5 72 T8 %
HipL, Dy hy— U e v—bT 0 7 THRABRMAB SN, £/ HB ET /LT
X, EE LB R R DT A —Z PS5 AGT H LD Pareto/NBD £ TV OARE &
HRFICHME LY, M tm 2R E LT r Y b5 2 LIk > TREMARZH 217>
7eVTHTENARRTH D, AEIT. ZORENRE G OT —H Thilo SATWD Z & D3R
ST,

ZOMZEDIRA & LTI, & 112, BIEOBENRITBA S oWz, HEE S ZBERO
ZUMEENCITFTM CTE RN ERET D, TNERRT 272010, KX TIEET
NAOREEE LTI 4 SICERR SN TS 3 DA A7z, JEEE L~ TORS R
& LT, BEBNCHEE S 7o E R & FEEICBU S 7= [ O FE BAGR 5 & 18y SRk =
(MSE) & iV, & B ICHEEMIM OBEE R Z &K & 7V — 7 b L TREESIE T O EE
B A i U7, 724G LUV TORERE & LT, 5o BRFEE B RI% 4 RMS THE
fili L7z,

52 ORML, HEEITHORE 1 & 2 DY TUTE L RUVRPLTIX, Pareto/NBD E7 /LK
HB &7 /U SERE L 72 Z & 2328 1F 415 (Chatfield and Goodhardt 1973), L7223- T, ]
RERSAT TV —ZB/IRL | GLRHE 72 ETIRENMIE SN TWEINET =y 7 $T52 8
MWEETH D,
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BIER A
fhk ©  AFHERE LERBKOEN

T B SN - BEEBENSBENELE L TWAHEREZ A ZOERICESNT (AR
ko FET,

P(r>T | 4,1, x.t,T) = P(AETE | BIE)

_ P77 & JRIE) )
P 1)

_ PUBEE| A7) P(AA7)
PRIE & /4 17)+ P(RIE & JE1°)

T2 L, EEHRAEE RO T
P(AE7E)=P(r>T)=e"
LD, EbIT,

P(/& I | 4:15) = P(xH] H O E AU X 2 &[t, TICHEE 23 X 72\
_ ﬂxtkl e—/l t Xe—/l(T—t)
I'(x)
_ /*lxtx—l .

(%)

P(/EIE & FE1-) = f P(xal B OB E AU = 2 &[t, yICE AR & 720 & y e [t, TRTFET Jdy
=;“§?;e”*xe*W”x;mﬁﬁw
X
_ATT T ey
" T uf ey
_ /;XEX_; lﬂ {e—(ﬂ,+y)t _ef(,n,J)T}
X) A+ u
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Z(ADRUIRATHE, TOXRELND,

X4 X-1
At o AT
'(x)
2 0T a-AT 20w {e—(iﬂz)t _e—(/1+,u)T}
I'(x) I'(x) A+u

x e T

P(c>T| A u,%1T)=

B 1

1+ /jﬂ {e(mm—t)_l}

F7-. LEBEEIT (Al) RODGEEONRT XA —ZIHKIFET HE5 72D T, FORD L HI2EYE
éo

L(xt,T | 4, ) o P(BIE)

X4 X—1 X4 X—1
_ At AN At H {e—(uy)t _e—(l+y)T}

T I(x) T(X) A+ u
_ 2 A GO H p (At
r'(x) |A+u A+u

W t ik 2B RIEIILL T CERE D,
quo|z¢4=AEm]=i@feﬂﬁ where 77 = min(z, t) . (5)
y7,
Z DDA 7R

%%ﬁ%u%®%ﬁ$ﬁ%%=%

1EE% OAEFHER=exp(-524). Z Z TIXMOBEMITETH 5,
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