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Part 1: The Basics of Referral Marketing 

Using your existing customer base, referral marketing is a way to pre-select and attract the right new clients 

as brand advocates.

The mechanics are simple: Let's imagine you own an online store that sells sunglasses. You have a 

customer base with 1,000 people in it, including Jeff, your most loyal customer who's been with you from 

the beginning. 

So, you come up with a referral offer.

Jeff gets a special promo code that gives his friends $10 off their first order. Now, whenever someone asks 

Jeff where he got his sunglasses, he can tell them about your store and that you provide a $10 discount for 

everyone who comes through his referral link.

Suddenly, you've got five new customers that have used Jeffs promo code. What do you know about these 

new customers? They know Jeff, they trust him, and now they know about you through Jeff . 

. , 
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Part 1: The Basics of Referral Marketing 

Even better? Now they're telling their friends about your brand and sharing their personal referral 

links. And now you have an expanding web of engaged customers that all started with Jeff. 

➔ What Is Referral Marketing (and What Isn't)

Jeff's story is a perfect example of a basic referral campaign with a one-sided incentive.

Referral marketing, by definition, is a manageable and customer-centric marketing channel that uses 

incentivized referral offers to encourage your existing customers to become brand advocates (and 

ultimately win you more customers). 

Brand advocates share referral links with their friends, family, and networks. 

. , 

The end goal of a referral marketing strategy is to turn referrals into a strategic, incremental, and

dependable customer acquisition channel that builds your business in an authentic way .
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Part 1: The Basics of Referral Marketing 

➔ What Isn't Referral Marketing

Getting referred to by someone is not the same as referral marketing. 

Word-of-mouth, as it is, spreads in a chaotic manner and cannot be consistently influenced or 

predicted, no matter how powerful it is. Referrals, however, can transform word-of-mouth into a solid 

customer acquisition strategy. 

With referral campaigns, you're at the wheel and your advocate is driving their friends' behavior. 

In other words, you're practicing referral marketing if you can track and influence the performance of 

an advocate's sharing. 

Having a referral strategy allows you to affect how many of your customers become brand 

ambassadors, how often they share your referral offer, and how many of their friends become new 

clients. 

It's all about building relationships in a way that benefits  you and your customers. 

If you were able to impact this kind of behavior, how would you set benchmarks, decide on 

campaigns, and determine calls to action to improve KPls? 

Well, that's what we're here to teach you . 

. , 
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➔ What Else Is Not Referral Marketing?

Another common mistake is to confuse referral marketing and affiliate marketing. 

While both types of marketing rely on other people to promote your brand, affiliates are different from

brand advocates in the following ways: 

➔ They might not be your customers.

➔ They are marketing professionals.

➔ They have no personal connection to the 

target audience.

➔ The traffic they drive to your website is 

typically low quality.

➔ You have little control over the content they 

associate with your brand.

➔ They tend to have low cost-per-action

(CPA) benchmarks because ROI is also low.

➔ They bring higher fraud risks.

., 
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➔ The Place for Referrals in Your Marketing Strategy

Referral programs are not only a great addition to any marketing mix; they can also support and 

drive your entire strategy when implemented and managed effectively. 

Because referral marketing is personal, it has higher conversion rates than other customer 

acquisition programs (with a lower customer acquisition cost). Need proof? Talkable's enterprise 

clients get 10 times higher ROI with their referral campaigns than comparable paid advertising 

and affiliate marketing campaigns. Applied strategically and consistently, refer-a-friend campaigns 

can serve as both stand-alone and supporting channels for acquiring new customers, increasing 

repurchase rates, and launching new products. 

The extent of your referral marketing reach will depend on the size of your company's customer 

base. A successful strategy is sustainable over time when referrals are treated as incremental 

building blocks. Each referral is a new, highly qualified 1:1 relationship with a client. This can 

systematically turn the client into an advocate — thus, a source of new customers — through

thoughtful and strategic management. For these reasons, we recommend our clients integrate 

referral marketing into their existing marketing strategies incrementally in order to begin 

., 
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tracking changes in customer behavior when given a quantifiable way to share your products —
and benefit from doing so. In most cases, our clients enjoy a swift increase in ROI for their 

remaining marketing channels thanks to the ripple effect of building a referral program. 

., 
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Part 11: How Referral Marketing Is Done 

➔ Advocates

Advocates are users who share your referral offer with their network. 

Before you launch your referral campaign, decide who your most powerful brand advocates will be. The 

most natural targets for brand advocates are: 

., 

➔ Clients who have made

at least 1 purchase

➔ Registered users

➔ Website visitors
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• NEW CUSTOMERS 

• LAPSED CUSTOMERS 

• EXISTING CUSTOMERS 

13 
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Who to Choose? 

We know it's tempting to make your referral offer available to as many people as possible, and many 

companies do this. But we advise against it. 

Placing a gate on your offer in the form of a registration, subscription, or completed purchase is a way 

to verify users and lower the possibility of fraud. It also qualifies your leads. 

How to Measure? 

Advocacy rate - This constitutes 

how many people act upon and 

share your offer after viewing it. The 

best ways to get better advocacy 

rates are to test different incentives 

and offer placements. Launching 

different test campaigns may seem 

labor- intensive, but it pays off. 

Besides, it isn't difficult if you use 

referral software . 

. , 
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Share rate - This constitutes how many times one advocate shares your offer on average. 

Talkable's 
guidance for 
. . 

1ncreas1ng your 
share rate has 
2steps: 

#1

Look at performance by channel 

and find which channel shows 

the highest conversion rates 

#2

Test different share page designs to 

discern the best way to point advocates 

toward the most effective share channels 

You can test as many different design layouts and copy drafts as you like without having to 

involve designers or developers. Just use the software! 

., 
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Part 11: How Referral Marketing Is Done Friends 

➔ Friends

Friends are those who receive invites to join your referral program from brand advocates. 

They represent the middle and bottom parts of the referral marketing funnel. 

You can improve your performance with these friends by optimizing the following: 

➔ Invite delivery channels - Find channels with the highest friend conversion levels.

➔ Custom invite copy- Choose messages that drive the best open rates and CTRs.

➔ Claim page - Remove any gates on the claim page and auto-apply user promo codes to their purchase.

How to Measure? 

We judge how well our sharing channels and messages perform with these metrics: 

➔ Open Rate - how many friends open brand advocates' messages

➔ CTR- how many friends click on the links

➔ Conversion - the percentage of friends who become customers

., 
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➔ Case Study

Referral campaigns are all about 

optimizing each step of the funnel 

and maximizing your return on 

every offer. 

Our James Allen case study shows how 

you can get 1OO times ROI from your 

referral program by A/B testing each step of 

the funnel and optimizing the campaign. 

It's important to determine which KPls are most effective for reaching your business goals and to test 

different approaches to find the best referral tactics for your business. 

James Allen had a referral program before starting with Talkable, but it wasn't actively managed, effectively 

promoted, or properly optimized for rewards. The eCommerce diamond retailer wanted to leverage its 

powerful word-of-mouth promotion to its f u lie st. 

., 
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Part 11: How Referral Marketing Is Done 

Talkable launched James Allen's new optimized referral campaign, conducting A/B testing for every stage 

of the referral funnel. 
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Our tests concluded that a version of the retailer's referral page, equipped with Facebook and Google 

login options, increased program sign-up by 8% . 

. , 
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We gamified the referral experience by of fering 

customers a choice of rewards and sign-up 

options. On mobile, the referral program's 

gamification features included a widget that 

tracked a customer's purchase progress. In 

contrast to the default layout, the progress 

tracker prompted customers to share 15% 

more often, resulting in 30% more 

purchases! 

., 
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Once a referred friend arrived to claim their discount, they were presented with a landing page. When this 

page included a message of a limited-time offer, JamesAllen.com saw 62% more site visits from these 

referred friends . 

. , 
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➔ Referral Offers

There are three main types of referral campaigns. 

➔ One-sided- ongoing invite campaigns that offer rewards only for advocates or only for friends

➔ Double-sided - referral programs that reward both advocates and friends. When choosing between

one-sided and double-sided rewards, we always recommend the latter. After testing many 

campaigns with and without friend rewards, we discovered something surprising: If you run a 

campaign where a friend's reward is bigger than an advocate's, your advocacy rate will raise. 

➔ Burst campaigns - referrals with limited-time offers and usually bigger rewards. We recommend running

them at least once a quarter for no longer than a week. Burst campaigns, followed by blast promo 

activities, will help activate those customers who have yet to join your referral program and motivate your 

advocates to send out more invites. They're a great way to increase advocacy and share rates! 

., 
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➔ Incentives

Incentives are the rewards you offer to the participants of your referral program. 

➔ Free products

➔ Store credits

➔ Discounts

Talkable's best practice for incentives 

is to start off with rewards that equal 

20% of your average order value. A/B 

test your rewards in both percentages 

and dollars, then choose the option 

that performed best. 
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Fig. #4, left to right: Free products, Store credits, Discounts 
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➔ Influencers

Marketers love referral programs, chiefly because they create a ripple effect: One customer refers your 

brand to another, and your marketing campaign becomes a self-replicating user acquisition machine. 

Contrary to common conceptions, your referral campaign doesn't need a skyhigh advocacy rate to yield 

significant revenue gains. 

Our practice suggests the top 1 % of most active brand advocates generate, on average, up to 20% referral 

revenue. Up to 15% of sales will happen through your top 10 advocates. 

➔ Gamification

Leaderboard campaigns and 

advocate dashboards are a great 

way to recognize your most involved 

sharers and encourage even more 

activity with gamification 

techniques. For example: 

., 
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••• 
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Part 111: How to Launch Referral Marketing in Your Company 

➔ Get to Know Your Customers

When launching a referral marketing strategy, take a moment to look at your target audience. Unlike 

most other types of marketing, with referrals, you must define two different target audiences: one for 

your brand ambassadors and another for their friends. It's likely these groups will have similar buyer 

profiles and value, but different approaches are still required for both. 

Below are the crucial steps for defining customer portraits of potential advocates: 

., 

#1 Identify and segment your 

most loyal customers. 

#4 Identify how your referral 

program can complement 

their needs. 

#2 Learn as much as you can 

about their buying patterns. 

#3 Try to find and break down 

the feedback they've 

given about your service. 

#5 Create a buyer's profile. Then, fill in their personality, values, and how 

they communicate with their friends, family, and network. 
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➔ Case Study

The referral strategy we designed 

for Outdoor Research is a perfect 

example of how studying your 

target audience can enhance 

your campaign results. 

Story 

Outdoor Research is a niche brand of 

award-winning technical outdoor apparel 

and accessories. Their most loyal customers 

are professional athletes and adventurers. 

A while ago, Outdoor Research started a PRO program as a way to acknowledge its influencers 

advocating within their niches . 

. , 
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Results 

The separate campaigns — designed specifically for each customer segment — showed an incredible

increase for Outdoor Research's KPls: 

., 

17% 
Advocacy rate 

(2x higher than 
average) 
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➔ Marketing Team Roles

To launch referral marketing for your company, you'll need people in place to manage campaigns and adjust 

tactics if something doesn' t turn out as expected. 

To develop your own software solution for running a referral program, here's a list of team roles you'll need 

to fill: 

➔ Team of developers {an architect, backend and frontend developers, iOS/ Android developers} - 

This team will help develop your own solution. This requires a diverse team of developers, involved in 

the process for months, to develop and integrate the basic tools.

➔ Data scientist- A data scientist will study customers behaviors, make reports on campaigns 
performance, and interpret the data.

➔ Marketer

➔ Copywriter

➔ Designer- Needed for redesigning your layouts for A/B testing

On the other hand, with Talkable, you can accomplish these things with a single marketing hire, fully 

dedicated to managing referrals. Talkable's solution allows any marketer with no programming knowledge 

or designer skills to launch, manage, and analyze campaigns and A/B tests within an intuitive interface. 

You'll only need developers to help integrate Talkable with your system. Our in-house marketing experts 

and growth partners will do the rest. 

. ,
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Part 111: How to Launch Referral Marketing in Your Company 

➔ Checklist for Choosing Vendors

If, in the end, you don' t partner with Talkable as your referral software vendor, we still advise against  

developing your own system: It would be more expensive and less effective than going for a ready-built 

solution.

Here's a checklist of things you should pay attention to when choosing your referral software:

D 

., 

Software that integrates with your system 

The ability to segment your customer base and 
adjust campaigns for different segments 

Capacity to support multiple campaigns at a time 

Ability to offer different incentive types

A/B testing tools that don't require involving 
designers and developers for launching 

Dedication to data-driven approaches 
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Advanced data analytics options 

Support for leaderboard campaigns and loyalty 
programs 

Efficient fraud-prevention services 

33 





Part IV: The Worksheet 
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What's Your AOV? 
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➔ Why Fraud-Prevention Is Important

In referral marketing, there are two types of fraud you're likely to encounter: account cycling and self-

referrals. 

Account cycling- Users cancel their subscription and register new accounts as soon as their offer runs 

out; most common with subscription services. 

Self-referrals - Users create multiple fake accounts to take advantage of your offer without actually 

sharing with new people. 

There are many ways to detect fraud. Here 

are the most common fraud indicators we 

see with our clients' campaigns at 

Talkable: 

., 
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Combination of different factors 19% 

Same email address -

Similar email address 26% 

Cookie tracking -

IP address and user agent match 33% 
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