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A relationship is a connection between one person and another... That's how many

dictionaries put it. In the economic world, maintaining good relationships is essential

to business success. Therefore, “managing relationships” is high on the marketing

agenda of many companies. Too often, though, people think that they are creating a
good relationship through all kinds of apparently friendly contact programs, involving things like
customer cards, nice letters and memberships... Such efforts are one-sided and supplier driven. They
are often referred to as “customer loyalty programs”. This is where the problem lies: they are not
about loyalty at all. Let’s be frank, they are really about customer retention. That is what this article is
about: an accurate explanation of the terms customer loyalty and customer retention.

In many marketing plans for next year, the “soft” loyalty elements have been replaced with “hard”
arguments to retain customers. From an economic point of view, 2004 will not be a great year. Hence,
“retentional” arguments are going to be communicated loud and clear to customers, to the detriment
of loyalty programs.

In general, are we humans a loyal species? If we look at the rates of failed marriages and broken
friendships, then things do not look good. You would also be surprised at your own disloyalty in
business! And that despite all those frequent-flyer miles, bonus cards, regular customer discounts, sky
boxes and that expensive event your supplier just organized for you. You slap him on the back and
say: “That was fantastic!”. But in the meantime, for tactical and strategic reasons, you carry on doing
business with his competitor. Because it is not sensible to entrust your commercial fate to a single
supplier.

Very few relationships these days are based upon “classic” values such as intellect, mores, character
and the like. The main distinguishing features of relationships in this day and age are economic and
aesthetic. They are about money and appearances. In our modern Western society, we tend to judge
everyone and everything from an economic and an aesthetic perspective : truth and objective value
are no longer criteria for assessment, but subjective taste is. Customer demand is less and less about
reliability or quality, and more and more about attractiveness in the physical and virtual sense.

The durability of a relationship is increasingly based upon the “deal” available at a specific moment,
not upon the relationship itself. What can we gain from one another right now, as a win-win situation?
What can | create at this moment, using image, brands and profiling? How am | going to perform
better now, in everything from my career to improving delivery to the customer’s customer? And so
on.

It is not my intention to paint a negative picture of humanity. What | want is to paint a realistic one.



Loyalty is about the fairly unconditional maintenance of a relationship. For better or for worse. Loyalty
is a mutual matter. Naturally, customer loyalty in a client-supplier relationship is not the same as the
loyalty between friends and within families. But the basis, permanence and mutual respect and trust,
is the same. And that basis is relatively insecure.

Commercialism is forcing itself upon us in more and more situations. The brand has become the
essential bearer of the message. And there seems to be no end to it. The brand is particularly gaining
ground in places that were previously brandless. These days, “brand thinking” is more and more a
part of life. But the louder brand campaigns become, the smaller their effect is. There is a growing
backlash against companies that try to sell things we really do not want. The consumer knows very
well what he or she wants, and is becoming increasingly difficult to tempt. Slowly but surely, we are
developing brand fatigue.

In economically difficult times, we lack the energy to seek out the product which best fits us. To put it
simply, we just want value for money. Nowadays, the need for simplicity is not about a lack of time but
about a greater demand for a simpler way of life, about clarity and understanding and about having
fewer choices rather than more.

No time for image building...

In many dictionaries, the term “loyalty” is defined using words like “sincerity” and “honesty”. “Fidelity”
is described as a — fairly — unconditional and lasting mutual relationship, which takes time to create.
But as the rate at which new brands are appearing increases, the same happens to the rate at which
people switch between styles and forms in many product categories. We have long seen this in
fashion: labels which do not keep up with the trends lose the battle after one season. But we are now
observing this same “switching” behavior in the worlds of cars, holidays and even finance (new types
of investment product, for example). In this environment, new brands are seizing opportunities to
penetrate markets faster than ever before.

You might say that building an image around your brand is not that important anymore. Instead, you
need to be able to respond rapidly to, or even anticipate, trends. You must be able to act upon current
developments in the marketplace and the wishes of your individual customer. That is why successful
companies do not work on their image alone. Brands will soon be exposed as shallow if they
concentrate solely upon their image, without investing in an interactive relationship with their clients.
That investment should result in good interaction and an exchange of information with customers.
Only then will the conditions be created in which meaningful new products and services can be
developed. Products and services which actually sell.

According to the same dictionaries, “retention” literally means “not returning something one has to its
owner”. In that sense, it is a legal term. And there are also medical definitions... In marketing terms,
we define the word from the perspective of the supplier who does not want to lose a customer.
Retention is quite different from loyalty. It is not based upon the principles of fidelity but upon keeping
customers as a result of concrete selling propositions. These can take many forms: a lower price,
better service, better quality, faster delivery, a high trade-in value, and so on. Retention counters
“churn” — the proportion of clients lost as a percentage of the total.

What is churn, and what is its significance? Churn is the rate at which clients disconnect or are
deactivated from their wireless service, and can be voluntary or involuntary (due to non-payment). The
churn metric is reached by taking the number of clients deactivated and dividing that by the average
number of clients on the network. Churn is expressed as a monthly percentage for a given
measurement period. A low churn rate reflects clientsGsatisfaction with their current service provider
and that carrier® ability to attract quality customers. High churn is costly to a carrier because it
signifies lost investment from acquiring a client, lost future revenue from that client and increased
investment to acquire a new client to replace the lost client.

Loyalty versus retention: what to choose?

Should we act based upon past behavior or expected future behavior? In other words, should we



reward those customers who have been very loyal in recent years or those of whom we have high
expectations for the future? If you had to choose now, honestly, would you not go for the latter option?
After all, is potential not more important than the past?

In any case, “being loyal to...” can be regarded as a relative concept. Is there a difference between
“true” loyalty and “routine” loyalty — in other words, repeat purchases? Why do you always buy the
same pack of coffee or bottle of beer? Because of the brand, the flavor, or just out of habit? Be
honest! Many repeat purchases have nothing to do with loyalty, they are simply part of a routine. As a
competitor, you can quite easily break that routine by pitching good arguments against the habitual
purchase.

So there are two reasons already to opt for a “strategy of arguments” rather than for loyalty
elements.

Loyalty is a sense of attachment to or even affection for a company’s people, products or services.
But what does this definition of loyalty say about future behavior? In fact, absolutely nothing. Loyalty is
the client’s intention, having evaluated a particular service or used a particular product, of purchasing
it again in the future. Loyalty is an attitude, and therefore:

not objectively measurable
an unreliable predictor of customer behavior.

More and more companies are replacing their typical loyalty strategies with retention programs, for the
following reasons:

The unmeasurable and “vague” nature of loyalty schemes as opposed to the concrete ability
to define and carry out retention programs.

Measurability.

The direct effect of retention programs upon profits.

A summary of the differences between loyalty and retention

| | Loyalty | Retention
| Interpretation | Scope for different interpretations. | Identical interpretations.
| Psychology | Feeling or intent | Behavior
| Measurability | Not directly measurable. | Directly measurable.
No direct relationship with Direct relationship with
Money ) )
turnover and profits. turnover and profits.
E. J. van Bel

Moreover, retention programs are generally more “cost-friendly” to implement than loyalty schemes.
Loyalty, which is often associated with customer relationship management, requires major
investments in IT and training.

Only a retention strategy ensures that the client remains a client, and a satisfied one. It means always
knowing how to keep the customer, based upon customer-centered arguments. Arguments which can
be pressed home. Not with smiles and vague stories like “we like you and are at your service”, but
with specific promises that you can keep and the customer can rely upon. In times like these, when
we have to pay particular attention to detail and think twice before we invest our hard-earned money,
it is essential to base deals with customers upon solid arguments.

Whether you are in retail or banking, it is all about reaching mutual agreement with the customer.
Which is exactly why | believe that retention-based thinking and retention programs will come to the
fore in 2004, at the expense of loyalty schemes and CRM. There will be more, and more direct,
communication, with clear propositions to spell out exactly which deal suppliers want to reach with
their customers.

Companies which keep pumping their promotional budgets into the same media and resources
without knowing how effective they are, companies which think in terms of mass communications, are
on a hiding to nothing. The successful firms of 2004 will be those which establish a good relationship



by means of direct marketing, public relations and improved service to the customer. Not in isolation
but as a coordinated three-pronged effort to communicate, in the right way, who they are and why
they want to strike which deal with the customer. Direct marketing and thematic mass marketing will
never be reconciled. But DM, PR and customer service are the ideal combination in times like these.
In recent years, many companies have moved away from their primary function. A lot of effort has
been put into activities which are not part of the core business, often with the aim of creating loyalty
and attachment to the organization, the supplier. Hype was king and little or no attention was paid to
simply doing business. But those days are gone for good! Businesses which have not realized that the
market, the client and the competitive environment have changed, and that they need to change with
them, are missing the boat.

Organizations, be they large or small, derive their right to exist purely and simply from being the sole
creator of unique value by perfecting their core business. And then communicating that by stating
precisely what it is that justifies that organization’s position in the market and exactly why you should
become — and remain — its customer. A clear choice, a clear focus and a clear explanation. In other
words, “not trying to be all things to all men, but staying focused upon one single thing for the carefully
chosen client or market segment”.

Share your views on our bulletin board now!
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