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Breaking Up
Should Be
Hard to Do

Understand your customers to reduce churn.

By Lawrence A. Croshy, Bruce A. Corner and Cheryl G. Rieger

CUSTOMER CHURN is a stomach-
churning experience for managers. How
can we manage this phenomenon? Some
insights can be gleaned from a 20-year
tradition of research that supports the
notion that customer relationships
follow a natural lifecycle (Palmatier,
Robert W. (2008), Relationship Marketing,
Cambridge, Mass.: Marketing Sciences
Institute). Knowing the relationship
stage a customer is in, and having

the right metrics on hand, provides a
roadmap to properly manage customer
relationships—and reduce that churning
feeling.

Relationship Dynamics

While there is debate about the
number and nature of the relationship
lifecycle stages, a comprehensive listing
would include: awareness, exploration,
expansion/build-up, commitment, ma-
turity, decline and dissolution. Each of
these phases provides opportunities and
risks for customer management.

Consider retail banking as an exam-
ple. Suppose young Mr. and Mrs. Smith
move to a new town, and begin to look
for a bank for their checking account. Af-
ter becoming aware that Bank X seems to

141 MM January/February 2009

have a branch on just about every corner,
they move into the exploration phase. At
this stage, they are probably paying clos-
er attention to advertising, investigating
Web sites, asking neighbors, visiting a
branch to discuss account options and so
on. From these explorations, the Smiths
may gain a favorable attitude toward
Bank X—leading them to actually open
an account. During the ensuing expan-
sion/build-up phase, the couple gains
experience using the bank—and tests
the delivery of its brand promise. If their
experiences meet expectations, they are
likely to develop a higher degree of trust
and emotional attachment to the brand.
This may result in an increasing share of
wallet (e.g., a rising average balance and
volume of transactions) and purchases in
adjacent categories (perhaps opening a
credit card account).

With increased emotional-based trust
and a belief that the bank is seeking a
mutually beneficial relationship, the
Smiths may be ready for the next step.

In the commitment phase, they might
identify the bank as their primary bank,
begin to advocate for the bank with other
consumers and seriously consider the
full range of products/services the bank

offers. The wise bank may take advan-
tage of this stage by offering bundled
services. Such efforts might include

lower mortgage rates to customers who
are also willing to maintain certain
minimum balances in their checking and
savings accounts, or creating an even
closer relationship by offering a personal
banker.

The maturity stage is often character-
ized by customers who have a multi-fac-
eted relationship with the brand. In this
phase, customers may exhibit coopera-
tive behaviors that benefit the brand,
partly because they have internalized the
brand’s goals (e.g., moving to a paperless
checking statement or conducting more
banking business on-line). In general,
customer relationships vary in the time
it takes to reach the maturity stage—
and they can also linger in that stage for
a long time. But it is also at this stage
where marketers can become complacent
and fool themselves into thinking that
the more products/services customers
buy, the more locked-in they are—the old
“fishhooks” analogy. But the broader the
relationship, the greater the opportunity
for the firm to communicate poor quality
or a lack of customer focus.



There is also some research evidence
that the maturity phase is marked by
decreased levels of commitment. Why
might that occur? Perhaps in the custom-
ers’ minds, they are giving the brand a
major piece of their business and may
start to question the equity of that rela-
tionship. For example, the Smiths may
want reassurance that the bank appreci-
ates their business and is really doing
its part to earn their loyalty. Otherwise,
they may begin to reconsider alternative
banks looking for something better or
new.

In our example, suppose Bank X did
a very poor job of handling a mortgage
application, closing or payoff experience.
Even though the Smiths are “satisfied”

What’s in Your Database?

Effective management of relationship
lifecycle experiences needs more than
theory; it needs metrics. Successful com-
panies already know that the ability to
classify customers by relationship stage
facilitates one-to-one marketing. Often
though, a company’s internal data may
not be up to the task. The first require-
ment is to have integrated systems that
provide a total view of the customer
relationship (e.g., transactions, interac-
tions, services used and balances). And
there is probably a need to supplement
this information with third-party data re-
lating to customer characteristics, such as
cohort membership and total wallet size.
Primary research may also be required

Successful companies already know that the
ability to classify customers by relationhip stage
facilitates one-to-one marketing.

with the other products/services they
have been receiving, poor performance
in this one aspect of the relationship
could foretell the beginning of the de-
cline phase. While the immediate effect
could be “disadoption” of the service
where the failure occurred, the real
problem is the lowering of relationship
quality. Like a collapsing deck of cards,
this reduction in relationship quality can
trigger a death spiral where the custom-
ers begin to reduce share of wallet and
peel away portions of their business to
other competitors. Unfortunately, this
decline phase can be a “silent killer” in
many businesses—with no customer an-
nouncements or warning flags from the
database. And at some point, the Smiths
may go away altogether (dissolution).

to assess the significance of database
indicators, by correlating them with cus-
tomers’ stated attitudes and intentions.
Through the analysis of this combined
information, classification rules can be
developed, and customer records can
be marked and monitored as they move
through life-cycle stages. Resulting
insights should inform both customer
relationship management systems and
front-line relationship managers.

What’s on Your Dashboard?

The company’s performance man-
agement system also needs to reflect
the relationship life-cycle approach. At
a minimum, “dials” on the company/
brand dashboard should include an
attraction metric (to help gauge the

brand’s ability to pull customers into the
exploration and expansion phases) and a
loyalty metric (to help gauge the brand’s
ability to move customers into the com-
mitment and maturity stages). Perhaps
more difficult is developing the right
indicators to gauge movements into the
decline and dissolution phases. Luckily,
some best practices are developing for
life-cycle dashboard metrics.

Be aware of pitfalls of single-measure
loyalty key performance indicators
(KPIs). Although popular for many
reasons, single-measure loyalty metrics
(such as those based only on recom-
mending) can mask entry into the
decline and dissolution phases. This is
particularly true when the shift is caused
by changing customer needs. Customers
may answer an unequivocal “yes,” when
asked: “Would you recommend Insur-
ance Firm Y to a friend or relative?” This
could be due to many years of satisfac-
tory service—even though they are plan-
ning to terminate most of their own Firm
Y policies, because they are now empty
nesters.

Attend not only to your loyalty KPI,
but also the entire metric distribution
and full spectrum of customer attitudes
and intentions. For example, a favorable
overall customer loyalty index (CLI)
might hide “hostages” to your brand—
locked in by high switching barriers.
Given freedom of choice, these custom-
ers may be ready to defect at the drop of
a hat. Or, a CLI may track only the per-
centage of customers who are passion-
ately loyal (say, based on top-scores in
their survey questions). While helpful in
measuring the proportion of customers
who are in the committed / mature stages
of the relationship, this type of index
misses a “polar effect.” This occurs when
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the opposite poles of the loyalty distribu-
tion are headed in opposite directions
(i.e., simultaneously increasing percent-
ages of loyalists and defectors with a
corresponding drop in the “neutrals”).
Evaluate the predictive fit between
your CLI and actual churn statistics. To
be useful in the management of defec-
tions, changes in a CLI should be a
leading indicator of changes in churn. If
they are not highly correlated, consider
adding a customer risk index (CRI) to
your dashboard. In most cases, this is
simply the flip side of your CLL. Howev-
er, it also may include special questions
specifically designed to measure other
behaviors—like a customer’s propen-

sity to shop competitive products and
services. It is also helpful to diagnose the
drivers of your CRI, as they may be dif-
ferent from the drivers of your CLI. We
have seen companies use CRI measures
to first develop five-year plans against
defection—and only then work on strate-
gies to improve loyalty.

Manage Churn

The relationship lifecycle provides
a valuable framework for developing
strategies and tactics around customer
management. But more is needed to
manage churn: Database and dashboard
metrics should help managers provide
the right experiences at the right time to

customers. With a sound framework
and valid metrics, churn relief becomes
a realistic goal. m

About the Authors

Lawrence A. Crosby is the chief

loyalty architect of Synovate Customer
Experience; he may be reached at
larry.crosby@synovate.com. Bruce A.
Corner is the global director for research
and development for Synovate Customer
Experience. He may be reached at
bruce.corner@synovate.com. Cheryl G.
Rieger is global director of knowledge
management, Synovate Customer
Experience. She may be reached at
cheryl.rieger@synovate.com.

No Two Marketing Fields are Alike

Get the latest
news to help you
make your mark

%' Brandweek understands that each marketing

mark in your field,

discipline has its own unigue characteristics.
That's why we're introducing 8 NEW eMewsletters spacific to

8 different marketing disciplines, Bringing vou top-line, brealking
news from the Brandweek editors—and helping you make your

/newsletters

» Digital = Direct = CRM « Shopper Marketing *
* Packaging & Design Incentive # Licensing * Promotion *




