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Abstract

The Pareto-NBD model developed by Schmittlein, Morrison and Colombo (1987) and applied by Reinartz and Kumar (2000) is the usual methodology for computing customer lifetime value (CLV) in a non-contractual setting. According to this model, customers are either active or inactive and the activity of a customer is constant while active. Initially, all customers are active and remain in that state for a period of time that is specific to each individual. During the active period, each customer has a constant mean activity until they switch to the inactive state where they stay forever.
The model specifications of these authors do not take into account the acquisition of new customers, nor do they consider the growth of each customer through marketing activities such as cross-selling, up-selling fidelization, or other activity. 

In this paper we present a dynamic version of the Poisson – Gamma model. Our model allows the activity of customers to evolve over time in order to capture changes introduced by marketing actions, economic fluctuations, or any other influence that may have an effect on customers’ short-term behavior. The main difference with previous static models found in the direct and database marketing literature is the dynamic specification, which allows the parameters of the usual models to evolve over time. Although the dynamic specification has already been considered in other disciplines like economics and statistics, the application to marketing constitutes an innovation.  For the development and cases of the class of models presented in this study to other disciplines see Harvey (1989) and West and Harrison (1989).
We apply the proposed model to a store and compute the CLV of its customers. 
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