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Customer Intangible Value in a Social Network
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BIZYZL ARRRE AlolollM 3d HfeS
7FXZ = Linkedln AOIEE AHAle] 45}4]
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Fo] Fatol digh AelM= Aol viA F
IR 10y 37 e ALE WA
(Goldenberg, Libai and Muller 2001).
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315172t St Reichheld(2003) AA 14
AN FFollA BATE HFHOZ FH
& ALR ofF T3 Y& 15 (promoters)
o] ¥l&3 HATE Al FHsA 4L B
&5 A9 kAl 15 (detractors) &) ¥l &S
vy A7esith o] A ol A dolH
£ 4% 23 dE 719l 7R e £
ZHpromoter) £9 < HI&(FYA H]& - H]
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UM 2AF2 AFgelAl 199993 2002
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A= FRAJN A FAAEY &5 Y|
F°] 3A FHZR 7HA 9 dds] UL
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and Hanssens(2006)< ®lA® &Foly +4
= B3 1A4E g5sk= AukEe 14 At
(customer equity)®] &35 3o}s}r] 9Ja)
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< UEYA #x8 AZ4AMH o dFE
HENT F27F 1 VEHT | RE9 5§
o 9% Fo AW Utk Granovetter
(1973)= UEHY3A W9 92 ZAx=7t +49
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St VEYA YoM AN FAJES #9
g A+ES T8I H(Krackhardt 1987,
Wasserman and Faust 1994). 3] A}3] A=
< FAY 7 ARYAlolAde MEYT ARE
S B3} (Bavelas 1948, 1950, Bavelas and
Barrett 1951) 7+ 7§Q1E°] WIES A StollM &
vht F28 98E slevke Sk 749
Z9/d (member centrality) & Al%3lstAct +
A9 F94(member centrality)2 ZB]A o]
EQT X QA 7+ FAYEY 9483 54
< Hoal7] 9 AREE AEE AR]A )
E9Ae F4ellA dg o] JUrH(Borgatti
2005). THRANEE TAHYEY A5S 9FY
olgh= SN metain, FIl 2ETE
AATe] FUol AR B2 7o FAAYE
# AZso] ok 49 vESA W HF
o WM FHYE FIEE B 7HA Ees
ot 4= gtk UEYA oM 9] 79 o
g2 AFs & 5 de A 7R AE—7]
(popularity), %<(access), 54l (control)—=ol
gt A9 o33} ZoH(Freeman 1979).

(1) 9448x F9%(Degree Centrality) -
Q17](Popularity) : Q2RE FX4S +4KLY
8% 5 (activity level) S 9v|gitt Q2=
FIHL 54 F490] d3FLs = ARE
o] £ARA YEA AelA A 7HAE
F4se 7H AFAR] Axoltt. Aeold=9
A% FALY & FE Y F3 7N
299 7A$ FHAL 7N & 7HA AER
A A7 255 FAYY Q719 F37HA
7} 53¢ 9udit AFRE T AT
VIEYI ¢lolAe TA47tx]e] FAE wlelx
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# o] 2= (Myspace.com)oll 3+ HZ 7]Al]
Eht dth(Economist, July 29, 2006). ©] 7)A}
= FUHEHE A28 234U Axe AFS
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 viA Tl ol 48S & + Utk

(2) 28 %4 (Closeness Centrality) - A
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(3) w7l 54 (Betweenness Centrality) -
FA(Control): w7} FH3L 7ol & F
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T8 AEE g3 Zo] xEA
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= A7 "N aAA|7HX(CLV) 9
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Customer Intangible Value in a Social Network

Han, Sangman”
Lee, Jieun**

Abstract

Social networks can be a powerful force in marketing because they provide new ways to market
to young generation. Though many studies on evaluation of customer lifetime value have been
conducted, it is not clear how to assess the value of members within social networks. The purpose
of this study is to evaluate members based on customer intangible value as well as customer
lifetime value. Customer network value in terms of the power and influence within a network is
analyzed through network structure analysis. Using Cyworld log file data, this study have shown
that high percentage of members are very influential in terms of spreading or withholding
information even though their CLV is low. It is expected that the findings of this research
contribute to understand the interactive behaviors of members within networks and to provide

valuable implications on new product launching and customer management strategies to marketers.

Key words: Social Networks, Customer Intangible Network Value, Customer Lifetime Value,
WOM
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1. Introduction

Researchers and practitioners have expressed
great interest in customer profitability and customer
lifetime value(CLV). Because CLV has weakness
of focusing on customer purchasing power only,
customer value from advertising and word of
mouth perspective has not incorporated properly.
Customers within social networks interact and
are related each other. The fact that one
particular customer's activity in social networks
influences on other members has been found in
many studies on customer satisfaction and
word of mouth. Therefore we need to consider
intangible customer value as well as CLV to
estimate overall customer value properly.

The purpose of this study is to estimate network
value of members using network structure
analysis and compare this with customer monetary
value. This dual value perspective suggests that
customers who have high network value with
low CLV can be valuable for the company,
which contrasts to the assertion of traditional
CLV perspective.

II. Theoretical Background

Many studies on evaluation of customer value
have been conducted as markets become more
and more competitive and the importance of
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customer relationship management has increased.
Definition of CLV differs among researchers.
Gupta and Lehmann(2003) described CLV as
‘the net present value of the stream of future
profits expected over the customer's lifetime
purchases’. CLV calculations provide a formal
quantitative framework for planning customer
investment and help marketers adopt a long-
term perspective,

An important feature of social networks is
word of mouth and the number and nature of
communications between different members.
People to people communication is of great interest
to marketing researchers and companies because
word of mouth is considered credible source for
product information and diffusion of new
products(Katz and Lazarfield 1955, Katz and
Price 1987). Therefore, social networks in the
form of wvirtual online communities can be a
valuable resources for companies. Even though
previous studies have shown that word of
mouth has economic implications, real interactive
behaviors among members within networks
need to be studied.

Diverse measurers such as network size, clustering
coefficient, path length, and centrality have
been used to understand network structure.
Centrality is very popular measure in network
analysis(Borgatti 2005) because it enables to
find out the roles and characteristics of members
within a network. Centrality measures adopted
in this study are degree centrality, betweenness
centrality, and closeness centrality.



While degree centrality has the disadvantage
of focusing on a member’s immediate neighborhood,
closeness and betweenness centrality combine
structural characteristics of the full network.
Closeness centrality and betweenness centrality
are more important to evaluate powers and
influences within networks, therefore, members
with high closeness centrality and betweenness
centrality are regarded as the most valuable for
the network. These intangible customer value
derived within networks can be contrasted to
the tangible customer value, customer lifetime
value,

[lI. Results

The mean of closeness centrality(0.27) is
relatively high compared to the mean of degree
centrality and betweenness centrality, both of
which are about 0.04. Among 77 members,
mean numble of connected neighborhood was
approximately 3. The relationship between
network measures and CLV is very low(-0.06
~ -002). The correlation between degree
centrality / betweenness centrality and CLV is
-0.06, whereas correlation between closeness
centrality and CLV is -0,02. This finding again
shows that there is clear distinction between
tangible and intangible customer value. Low
correlation between intangible customer value
measurers and CLV suggests that intangible

customer value can be a valuable tool of
measuring customer value from new perspective,

This study divided customers into high vs.
low on two dimensions of network value and
CLV and found out that there are many
members whose intangible customer value is
very high, but CLV is low and vice versa.
Members can be segmented into 4 groups
based on CLV and network value. First, the
most valuable members are customers who
belong to high CLV and high network value
cell. They have high CLV and play an important
role in reaching other members quickly and in
communicating information among members.
Again, these members are significant for the
unity of the network. Second segment is
customers with high CLV and Low network
value. These members are not important
within networks, but they are profitable for the
company. They are in the periphery of the
networks. Third, customers with low CLV and
high network value constitute another segment.
From the traditional CLV perspective, these
members are considered to be trivial because of
low purchasing power. However, they are very
important as gatekeeper of information within
networks. They also play an critical role in
spreading word of mouth. The fourth segment
is customers who fall in low CLV and low
network value cell. These members are marginal
and least profitable customers. They are also
members placed in the periphery of the network.

Knowledge on customer value derived from
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tangible and intangible customer value framework
can provide marketers with valuable insights in
several ways, First, customer value framework
enables marketers to identify influential customers
in terms of spreading WOM or diffusing of
new products regardless of the level of CLV.
Base on this information, marketers can identify
more effective target, Second, it can help
marketers understand how much value each
group generates and develop effective marketing
strategy such as new product launching strategy
and communication strategy targeting appropriate
customers. Lastly, it can help company accomplish
successful customer relationship management
by providing new type of customer value, intangible
network value.

IV. Conclusion

The purpose of this study is to estimate
intangible customer network value by quantifying
customer relationship power and influences
within networks, This study borrows centrality
measures from past social network studies.
Using centrality measures, this study figures
out how close a member to other members and
how much a member can control information
within networks,

We use data from Cyworld and classify
members into 4 groups based on high/low of
network value and CLV. It is found that there
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are many members whose network value is
high with low CLV. From the CLV perspectives,
these customers are not valuable at all. However
this study suggests that marketers need to
further segment customers with low CLV but
high network value and strategically target
them for the spread of word of mouth or the
diffusion of new products,
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