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Introduction 

Who would spend thousands of dollars on a 

new car, and then deliberately take the 

airbags out or leave the keys in the ignition? 

Alternatively who would buy an expensive 

gym membership, and then assume they will 

get their desired fitness benefits without 

having to lift a finger in effort? Absurd? 

Perhaps. 

Yet deafened by the constant clamour for 

more customers, this is exactly what many 

companies are doing with their customer 

investments. They spend hundreds of dollars 

on elaborately acquiring new customers, but 

then don't take the necessary steps to ensure 

these customers aren’t quickly lost or stolen. 

Despite acquisition costs often equating to a 

12-months “profit” from an average 

customer, some companies still don’t even 

know how many they’ve lost! 

Four years ago McKinsey published an often 

quoted (or depending on your perspective, 

misquoted) report suggesting that it is ten 

times more expensive to acquire a customer 

than to retain them. Yet across many 

industries we are still seeing companies pour 

their money and efforts into aggressive 

acquisition campaigns, while paying little 

attention to they will retain these customers 

long enough to make a profit. Rather than 

changing business focus, has McKinsey’s 10:1 

ratio instead come to symbolise permission to 

reduce the relative importance of retention? 

By way of comparison, let’s look at the two 

extremes of current practice for attempting to 

attract and keep customers. 

1. ‘Offer-based’ approach - focusing on up 
front branding, promises and market-

leading offers 

2. ‘Carrot and stick’ approach - establishing 
back end processes to reward and lock-in 

customers 

 

 

Summary 

� Competition for customers continues to increase across all markets and industries. 
Driven by the need to increase sales or market share, many organisations are still 

viewing customer retention solely in terms of “churn”. This approach risks creating a 
‘death spiral’ from continuous efforts to replace lost customers while reactively 
attempting to ‘save’ or ‘lock-in’ existing ones. 

� Understanding of retention is often limited to assumptions that “it’s the call centre’s 
fault”, or “it’s Marketing’s problem to solve” or “we can fix it with a loyalty 

program”.  In some cases, organisations don’t even know how many customers 
they are losing, why these customers are leaving and how customer behaviour 
impacts profits or growth strategies. 

Taking action 

� To release the substantial money currently being left on the table, organisations 
must take a “whole of business” approach to maximising the retention of new and 
existing customer revenues.  

� This approach must capture and use customer insights to engage both customers 
and staff. Only then can meaningful experiences be delivered that maximise long-
term profits from customers.  
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‘Offer-based approach’ 

Some would say that the “stack it high, sell it 

cheap” approach is sufficient, especially for 

smaller business charged with high growth 

targets. The argument goes that if you make 

your acquisition offers attractive enough then 

they will hook customers that won’t want to 

leave. 

Enticing brands and adverts are created, 

attractive pricing offers made and high 

expectations set. Of course an ‘offer-based’ 

approach to loyalty assumes that competitors 

can’t or won’t respond; or that discounts, 

corporate hospitality and interest-free loans 

can’t be reproduced.  

The UK credit card industry learnt the hard 

way that this approach can’t, on its own, 

deliver sustainable and profitable growth. 0% 

balance transfer offers started out 

successfully acquiring high value card holders. 

But they went on to create a churn pool of 

savvy customers who took each campaign’s 

offer in turn without ever returning a positive 

ROI. 
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Customers lost before the 

breakeven point are costing 

companies money

 

Figure 1: Customer life time value 

 

 

‘Carrot and stick approach’ 

A second school of thought focuses on 

locking-in customers at the back end so that 

they can’t leave. Reward programs and 

contracts with high break fees are popular 

here. Mortgage lenders, Telco’s and Energy 

companies have all supported attractive 

acquisition offers with long-term contracts to 

‘lock-in’ buyers.   

But most consumers want to be free to make 

their own choices, driven by on-going 

relevance and changing lifestyles. The 

popularity of pre-paid mobile phones, and the 

rising uptake of pre-paid electricity meters, 

demonstrates that customers increasingly 

demand flexibility to pick and chose how they 

pay for and use products and services. 

Reward programmes face a different 

challenge, with many suffering from “coffee 

card syndrome”. What behaviour does a ‘buy 

10, get 1 free’ coffee card reward? It’s 

certainly not loyalty to just one coffee shop. 

Most consumers are creatures of habit (or 

just demand flexibility), so they have 

“loyalty” cards for every location they might 

visit rather than changing their purchase 

behaviour.  

Similar issues could exist with implementing 

3rd party rewards programs such as Air Miles. 

If not properly planned and managed, offering 

rewards that are available across multiple 

stores merely drives consumer loyalty to the 

points, and not loyalty to individual brands. 

So rather than increasing loyalty and profits, 

such ‘reward programs’ are just a sunk cost 

of doing business.  

Of course there are reward programs that 

have been very successful, such as Tesco’s 

Clubcard. Their success has been driven by 

having specific and measurable goals for 

gaining customer insights. The purpose of 

Clubcard is to collect data on customer 

purchase patterns and how their behaviour 

and product selection impacts customer 

value. Only then are the points and 

supporting personalised communications used 

to reward valuable behaviour.  

 

The way forward – a whole of business 

approach 

Coffee shops succeeding in changing 

behaviour, and attracting loyal profitable 

customers, are succeeding through taking a 

broader business perspective. Rather than 

stopping at me-too rewards programmes, 

they are also engaging their customers and 

delivering an experience beyond swapping 

cash for a coffee cup.  

And here in lies the secret. Poor customer 

retention is not just “the call centre’s fault” or 

“a billing issue” or just “Marketing’s problem 

to solve”. Likewise it can’t just be ‘fixed’ by 

locking-in customers or offering some 

rewards points. 

Retaining the revenue streams predicted by 

new acquisition campaigns, successfully 
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entering new markets and surviving 

competitive pressures requires a broader and 

clearly defined strategy. A strategy that is 

based on clear insight into which customers 

should be targeted, why they might stay or 

leave, what experiences underpin their loyalty 

and how they can be engaged enough to 

become raving brand advocates at family 

BBQs. 
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Figure 2: Customer Retention Framework 

 

 

Across multiple industries, research is 

showing that: 

• Customers demand that “you know me, 

know my needs and give me what I want” 

- this requires strong insight & flexible 

cross-functional processes 

• Customers agree that a better experience 

would improve their loyalty - but 

delivering a consistent customer 

experience incorporates significantly more 

touch points than the call centre 

• With the advent of web 2.0, customers 

want a greater say in and about your 

business – but to engage customers you 

must first engage your own staff. 

A ‘whole of business’ retention strategy can 

unlock a substantial amount of money 

currently being left on the table by silo’d 

acquisition campaigns and patchwork loyalty 

fixes. When implemented successfully, 

customers will apply their own ‘golden 

handcuffs’ and lock themselves into your 

future business success. 

In subsequent articles we will explore in more 

depth, the themes underpinning Insights, 

Engagement and Experience. 


