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Regaining Service Customers
Costs and Benefits of Regain Management

Bernd Stauss
Catholic University Eichstaett, Germany

Christian Friege
Doubleday Direct, Inc.

Service markets are increasingly competitive while at the
sametime customer |oyalty decreases. To succeed inthese
markets, service providers have to address not only pros-
pects and existing customers but also lost customers as a
distinct target group for their customer management. This
article develops a conceptual basis for “ regain manage-
ment” aimed at winning back customers who either give
notice to terminate the business relationship or whose re-
lationship has already ended. Regain management offers
service providers profitable acquisition by adopting a spe-
cific management process consisting of regain analysis,
regain actions, and regain controlling. Essential for this
process is a customer database that allows segmentation
of lost customers and a segment-specific variation of re-
gain dialogues and regain offers.

Traditionally, marketing in general and services mar-
keting specifically focused on acquiring new customers.
Only during the past few years has customer retention
been recognized asacritical strategictask for serviceman-
agers (Rust, Zahorik, and Keiningham 1996, pp. 312-15,
332-35). This is particularly the case in mature markets
with little or no growth. Here, new customers can only be
acquired at high cost and any loss of customersboth weak-
ens one’' s own business and strengthens a competitor.

Marketing research hasrevealed repeatedly that invest-
ments in customer retention are profitable, especialy in
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comparison to expensesfor the acquisition of new custom-
ersor cost-cutting programs (Fornell and Wernerfelt 1987;
Heskett et al. 1994; Reichheld and Sasser 1990; Reichheld
and Teal 1996). The reasons for the profitability of cus-
tomer retention strategies are evident: Tomaintain astable
level of business, for each customer lost, a new customer
hasto berecruited, entailing costsfor advertising and pro-
motion activities. Furthermore, a customer’s profitability
increases with the duration of the businessrelationship, as
ingeneral the customer’ spurchaseintensity grows, theop-
erating cost declines, and positive word of mouth leadsto
additional sales (Gronroos 1990, p. 137; Page, Pitt, and
Berthon 1996, p. 822; Reichheld and Sasser 1990;
Zeithaml, Berry, and Parasuraman 1996, p. 32).

Higher customer retention (and that means areduction
of customer defection) hasapositiveimpact onthe compa-
ny’ sprofit. Thishas been the consistent conclusion of sev-
eral empirical studies. Hallowell’ s (1996) research among
12,000 bank clients reveals that “customer loyalty is re-
lated to profitability at thebank” (p. 36). Reichheld (1993)
names various examples of calculations conducted by in-
dividual companies. According to hisdata, the credit card
company MBNA, for example, wasabletoincreaseprofits
by 60% within 5 years due to a 5% increase of the cus-
tomer retention rate (Reichheld 1993, p. 65). Inthelifein-
surance business, a5% increase of customer retentionled to
acost reduction of 18% per policy (Reichheld 1993, p. 71).

As more and more companies recognize the relevance
of customer retention they devel op retention strategiesthat
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in general have two different goals. The first goal is to
strengthen the relationship with satisfied customersin or-
der to avoid dissatisfaction and to consolidate customer re-
tention by increasing the value of services(e.g., by club or
card concepts). A second goal of customer retention strate-
giesis the stabilization of endangered relationships with
dissatisfied customers, for example, by an active recovery
policy.

Although in theory achievable, retention management
will in reality never economically avoid all customer de-
fection. Therefore, it seems reasonable to complete this
management approach with acustomer-regaining strategy
that aims at rebuilding the relationship with customers
who explicitly quit the business relationship. Thisregain-
ing strategy—which so far has been neglected almost
completely—is a specific area of customer management
and can clearly be differentiated from traditional recruit-
ment and retention management. Whereas traditional re-
cruitment is directed to prospects who lack experience
with the service offered and whose purchasing behavior is
relatively unknown, regain management aims at former
customerswho have experience with the serviceand apur-
chasing history with the service provider. Thus, in tradi-
tional recruiting, segmentation is solely based on
externally acquired data and communication is directed
mainly one-way toward the prospect; with regain manage-
ment, however, marketing can rely on a proprietary data-
base for segmentation and communication is more often
initiated by the expired customer.

Retention and regain management havein common the
fact that they deal with customers who are experienced
with the service provider. But whereas for retention man-
agement current customers are the target group, regain
management aimsat lost customers. Thisleadsto different
goals for segmentation and communication. For regain
management, segmentation can be based on database in-
formation reflecting past purchasing behavior. However,
communication to the lost customer also needs to address
thereason for terminating the rel ationship. And thisinfor-
mation will be gathered only through interaction with
those expires (see Figure 1).

To clearly differentiate between regain management
and retention management we need to di stinguish between
current and expired or lost customers. Customersare “ ex-
pired” or “lost” whenever they either cease to purchase or
explicitly terminate therelationship. When, for example, a
dissatisfied customer complains and is retained through
adequate recovery policy, then thisrecovery is considered
successful retention management, because the customer
neither stopped purchasing nor explicitly terminated.
However, if the dissatisfied customer defectswithout hav-
ing complained, all efforts to rebuild the relationship are

efforts of regain management. It could be discussed
whether customers who give notice of termination but are
legally till tied tothefirm areexpired or not. Thesewill be
considered aslogt, rather than current, customers here, be-
cause they decided to cease the relationship and took all
steps necessary to do so.

Elements from both traditional recruitment and reten-
tion management have to be blended into a specific regain
management concept. Special analytical effortshaveto be
made to identify different segments of lost customers. To
assess the profitability of regain management, specific re-
gain actions have to be developed and a separate control-
ling system isrequired.

The purpose of this article is therefore to develop the
conceptual basis for regain management, to describe the
individual tasks within the regain management processin
more detail, and to indicate how the profitability effects of
segment-specific regain actions can be calculated. This
conceptual framework will be complemented by a case
study.

BASICS OF REGAIN MANAGEMENT

Regain management encompasses the planning, reali-
zation, and control of all processes that the company puts
in place to regain customers who either give notice to ter-
minate the businessrel ationship or whose relationship has
aready ended.

The general goals of regain management are to make
use of the experiences gained by both parties during the
preceding business relationship in order to regain profit-
able customers, to minimize the negative impacts of the
defection of dissatisfied customers, and to gain informa-
tion for the improvement of services and internal process-
es by analyzing the causes of customer defection.

The following specific objectives can be derived from
these general goals:

« realizing potential sales and profitsin the future by
rebuilding the business relationship,

* minimizing acquisition cost,

» avoiding negative word of mouth by customerswho
defect dueto their dissatisfaction with one aspect of
the company’s offers,

« uncovering defects in the service production to re-
duce failure costs, and

» improving the service product by using all informa-
tion that leaving customersvoiceasreason for walk-

ing away.

These objectives of regain management can only be
achieved if an information basis is created by a thorough
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FIGURE 1
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customer analysis, if regain actionsto facilitate customer-
specific dialogues (and accordingly modified regain of-
fers) aredesigned andimplemented, and if the profitability
of regain management is controlled. Thus, the main tasks
of regain management are regain analysis, regain actions,
and regain controlling.

THE REGAIN MANAGEMENT PROCESS

The regain management process consists of analysis,
actions, and controlling, each containing a set of specific
tasks that will be discussed in more detail below (see Fig-
ure?2). Basically, fulfilling thesetasksimposeshighrequire-
ments on the company with regard to information technol-
ogy and personnel as well as organizational structures.
Comprehensive customer databases are indispensable and
they must be maintained thoroughly. Organizational units
for customer communication—mainly call centers—are

needed. Quiteoften call centersposeachallengefor regain
management, because given current levels of training and
pay, doubts may arise asto whether theemployeesareable
to handle regain calls. Experience shows that even within
traditional customer service call centers, routines can be
implemented for handling calls from terminating custom-
ers (see below, Regaining Customers in the Termination
Phase). However, more complex businesses, a broader va-
riety of reasonsto terminate, or morediversewaysto solve
customer problems would lead to other solutions. These
calls would be forwarded to either agroup of specifically
trained customer service representatives within the call
center or to an outside serviceprovider. Basically thesame
applies to outbound calls.

Regain Analysis

Regain analysis comprises determination of customer
value and investigation of main reasons for termination of

Downloaded from http://jsr.sagepub.com at SAGE Publications on December 3, 2009


http://jsr.sagepub.com

350 JOURNAL OF SERVICE RESEARCH / May 1999

FIGURE 2
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the businessrel ationship. Based on thisanalysis, lost cus-
tomers are segmented. Finally, the scope and extent of
segment-specific regain activities are determined.

CUSTOMER VALUE ANALYSIS

With regard to each regain strategy the following ques-
tion has to be answered: Should terminating or lost cus-
tomers be regained at all? This requires a systematic and
differentiated analysis of the customer value. Today, sev-
eral methodologi cal approachesto determinethe customer
value are at hand, although they are not always adequately
used by service companies.

Anevaluation of customers based on revenue and adif-
ferentiation into A, B, or C customers according to their
purchases often dominates. During the past few years, fre-
qguency programs (e.g., frequent-flyer programs) have
gained wide acceptance in service companies (O’ Brien
and Jones 1995). Here, the amount of services purchased
determines the customer value.

It is much more meaningful to calculate the customer
value according to the current customer net profit rather
than merely using sales figures (Rust, Zahorik, and Kein-
ingham 1995, p. 65). Inthiscase, for each customer, thedi-
rect cost is deducted from the sales to this customer and it
is determined whether a positive contribution remains to

cover thefixed costs. Thisisof specia importance for re-
gain management as customer-specific cost of communi-
cation or resolution of complaints can thereby be taken
into account. Determining a customer-specific contribu-
tion requires detailed accounting of customer relation-
ships and their related cost. For this reason, customer
contribution analysis has gained acceptance especially in
consumer goods industries with regard to key accounts
and in serviceindustrieswith regard to services belonging
to the type of formal “membership” relationships (Love-
lock 1996, p. 40). In “membership” relations, purchasers
receive service continuously on the basis of a contractual
relationship. Therefore, the customer is automatically
identified through a customer or account number so that
customer-specific purchase histories are gained. Exam-
plesof serviceindustriesthat fulfill theserequirementsare
mail order companies, telephone companies, newspaper
and magazine publishers, financial service companieslike
insurance companies or banks, and all service companies
working with customer cards. For the discussion follow-
ing, it isassumed that the prerequisites of thisservicetype
are givens.

Additional refinements of the customer value analysis
aremade, when, asfar asthe content isconcerned, qualita-
tive dimensions of customer attractiveness are taken into
account. Especialy for business customers, this seems
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very sensible, as customers are not only valuable because
of the net profit obtained but also because of their referral
and innovation potential. Each company hasto make deci-
sionsabout relevant criteriaof attractiveness, their relative
importance, and procedures to aggregate the different
qualitative and quantitative dimensions into a single at-
tractivity ratio.

Regarding time, it has to be considered that the cus-
tomer value is represented not only by past or present
transactions but also by the potential profit from thisrela-
tionship inthefuture. | nterpreting customer attractiveness
as net profit (which seems rather plausible for customer-
oriented services), the lifetime value (LTV) of a customer
isthe net present value of all profits that can be expected
from the business relationship. To determine LTVs, a
number of approaches exist. The basic idea of these ap-
proaches is to discount the periodic profits during the ex-
pected life of the businessrel ationship and to calculate the
net present value of therelationship (Blattberg and Deigh-
ton 1996; Dwyer 1989; Jenkinson 1995, pp. 74-76; Hanso-
tiaand Wang 1997; Wayland and Cole 1997, pp. 101-13).

This basic concept has been applied repeatedly in re-
fined or modified forms by many “membership” services.
Jackson (1989) discussesthe application of LTV inthein-
surance industry and concentrates on the question of what
amount of repeated business a customer will do with a
company to determine the amount the company can spend
to acquire that customer. Keane and Wang (1995) discuss
the LTV approach in the context of newspaper publishers
and Hughes (1996, pp. 233-50) in retailing. Andon, Baxter,
and Bradley (1998) describein case studiesthe determina-
tion of LTV for customers of ahealth insurance and amo-
tor insurance company. McDonald (1998) presents an
LTV calculation for a credit card company (pp. 391-95).

In their meticulous review of existing literature on the
calculationof LTV and, inaddition, taking into account the
results of their case studiesin Austral asian service compa-
nies, Andon, Baxter, and Bradley (1998) conclude that the
respective LTV concepts reveal some common basic ele-
ments across a broad variety of industries (pp. 728-29).

The LTV isdoubtlessly the most sophisticated concept
for determining customer value. Most of al, it focuses on
future value rather than only the past performance. His-
toric profitability profiles of single customers are retro-
spective: They do not adequately anticipate changes in
customer usage patterns and do not take into account that
profitability recorded in a given performance period may
incompletely describe the value of the customer, because
thismight only reflect some portion of therelationship life
cycle (Carroll and Tadikonda 1997, p. 78; Wyner 1996,
p. 38).

Thequestionto ask inorder to segment expired custom-
ersis: Could he or she be a good customer in the future?
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Mining existing customer data is essential for answering
this question. Aggregate data about service purchase be-
havior lead to the identification of purchase patterns. In
combination with other data available, customers can be
segmented. Recorded purchases in the past for any indi-
vidual customer can then be related to these patterns and
lead to amorerefined forecast of future purchase behavior.
For example, a young executive might have a lower
“gpent-to-date” on his credit card when he cancelsthan an
elderly man, but because of purchase patterns in the past
and the available demographic data, his expected cus-
tomer value will be higher.

To determine customer value in the context of regain
management, the LTV of theterminated relationshipisnot
appropriate. Only thevalue of theregained customer inthe
future is of interest. Accordingly, through data analysis,
expected length and expected profitability of rebuilt rela-
tionships have to be assessed. To distinguish this from
LTV inthe origina relationship, this LTV will be caled
second lifetime value (SLTV).

CUSTOMER LIFE CYCLE ANALYSIS

Customer value does not remain constant in the course
of abusiness relationship but varies over time. Customers
in the acquisition phase are essentially unprofitable and
becomeincreasingly profitablethelonger therelationship
continues. At the same time, diminishing marginal sales
and decreasing profit contribution can be evidence of an
ending relationship. Therefore, it becomes important to
gain insight into the typical customer life cycle. The cus-
tomer life cycle represents the development of the net
profit of acustomer per period throughout the businessre-
lationship. In analogy with the product life cycle concept,
different phases are distinguished, offering an explanation
for the various growth rates of the net profit of a customer
per period and providing the basisfor alife cycle-specific
treatment (Dwyer, Schurr, and Oh 1987; Schulz 1995, p. 73).
Thus, for example, a prospect phase, a new customer
phase, a growth phase, a saturation phase, a degeneration
phase, and a phase of passive customer relations can be
distinguished. Analyzing acustomer relationship includes
determining the average duration of a customer life cycle
aswell as customer value in the specific phases.

To be meaningful for regain management, this simple
model needsto bemodifiedintwoways. First, becausethe
examinationisof expired customers, with whom the com-
pany is starting anew life cycle, the average life cycle for
first-time customer relations seems inadequate. For re-
gained customers, a“ second life cycle” needsto be deter-
mined. There are many reasons to argue that this second
lifecyclediffersgreatly fromthe“first lifecycle” interms
of length of phases, absolute customer profit, and distribu-
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FIGURE 3
Phases in the End of the Relationship Life Cycle
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tion of customer value among the phases. Among these
reasons are that the customer is already familiar with the
service offered, the service provider has a lot more data
about thelikesand dislikes of thisparticular customer than
about any first-time customer and can offer a more tar-
geted service, the personal recognition of the customer in
the course of the successful regain could lead to adifferent
salesperformance than that generated by any more anony-
mously recruited first-time customers, and the length of
the" prospect phase” and the “ new customer phase” would
arguably be shorter inthe second life cyclethan in thefirst
one. Subsequently, the SLTV could differ greatly from the
LTV. Eventheregain offer could influence the second life
cycle and thus the SLTV. Only adetailed analysis of cus-
tomer datawill reveal for eachindividual businesswhether
the LTV is smaller, the same, or greater than the
SLTV—and this might even differ between different cus-
tomer segments.

Second, for regain management purposes, a more de-
tailed description of the (first) customer lifecyclephasesis
necessary. The division into fiveto six phasesis normally
not precise enough. The end of the customer life cycle,
whichisof interest here, isseparated into two phasesonly:
adegeneration phase, which is characterized by adecreas-
ing customer-specific net profit rate, and a phase of a pas-
sive customer relationship, in which the customer stops
purchasing. Here, amore detailed analysisrevealsthat itis
more meaningful to differentiate among four phases.

It isimportant to identify typical “break points’ within
the business relationship by analyzing the defection pat-
terninthe past. Thisinformation supportsretention efforts

to stabilize threatened businessrel ationshipsin the endan-
gering phase.

In addition, especially with services of the formal
“membership” type, a termination phase can be noticed.
In this phase, customers have already made their decision
to terminate the business rel ationship (Roos and Strandvik
1997) and have communicated this to the company. Often
these customers will still be bound legally to the service
provider. For the purpose of regain management, it isim-
portant that this activity of the customer givesa*hook” for
targeted communication. Here, the customer started com-
municating and the service provider can take advantage of
this.

Furthermore, it seems advisable to differentiate those
customerswho finally broke off the relationship. Some of
these expired customerswill never bewilling to renew the
business relationship due to external circumstances (e.g.,
relocation) or high dissatisfaction. Others might be re-
sponsive after a phase of absence, for example, because
their personal situation and needs have changed again or
becausethey aredisappointed by acompetitor’ sservice. In
this phase of revitalization, arelationship with expired or
“lapsed” customers (Hansotiaand Wang 1997, pp. 17-18)
can berebuilt. However, the service provider hastoinitiate
the communi cation process. Figure 3 showstheserelevant
parts at the end of the customer life cycle.

For purposes of regain management, the phase of termi-
nation and the phase of revitalization are decisive. Cus-
tomers in the termination phase (who have just given
notice to terminate the relationship) and in the revitaliza-
tion phase (who are responsive again) show remarkable
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differenceswithregardtotheintensity of thebusinessrela-
tionship and their attainability and thereforerequirediffer-
ent treatment. Thus, regain management in the termination
phase is different from regain management in the revitali-
zation phase.

TERMINATION ANALYSIS

The fundamental goal of the termination analysisisto
identify the causes of defection. Here, important hints can
be taken from research into the termination of businessre-
lationships and exploration of switching behavior (Heide
and Weiss 1995; Keaveney 1995; Roos 1998; Roos and
Strandvik 1997). However, thisdiscussion focuses mainly
on customers who switch because of dissatisfaction. A
more detailed analysis shows that the termination of a
businessrelationship can comefrom agreat variety of rea-
sons (Hughes 1996, p. 191). Therefore, we need to distinguish
between intentionally pushed-away customers, uninten-
tionally pushed-away customers, pulled-away customers,
bought-away customers, and moved-away customers.

Intentionally pushed-away customers. This segment
comprises customers with whom it is not economical to
continue the relationship. These customers render a nega-
tive profit contribution, they are identified as troublemak-
ers, or they impose ahigh risk of bad debt. Here, contracts
will not beprolonged or the servicelevel will bereducedin
such away that customersdefect by themselves. The analy-
sis of data on these intentionally pushed-away customers
will lead to anidentification of patternsthat will beusedin
theacquisition processto avoid the costly establishment of
problematic and cost-intensive business relationships.

Unintentionally pushed-away customers. These cus-
tomers get lost because the company’ s performance does
not meet the customers' expectation, the service provider
doesnot respond to the customers' desires, or because cus-
tomers are treated badly. Such information will indicate
defects in quality and therefore comprise an important
source of ideasfor theimprovement of service quality and
processes. It can also be viewed as valuable input about
how customers can be regained through the solution of a
former problem or the application of a certain recovery
technique.

Pulled-away customers. By offering a better service,
the competitor pullsthe customer on hisside. In this case,
information about |ost customers containsdetailsconcern-
ing the competitor's performance. They show service
variations and innovations of the competitor, which cus-
tomersvalue so highly that they terminate the relationship
with the former service provider. Keaveney’s (1995) criti-
cal incident study gives an impression of this. Many cus-
tomers switched to competitors who were more

Stauss, Friege/ REGAINING SERVICE CUSTOMERS 353

personable, more reliable, or provided higher quality:
Many switched even when the new provider was more ex-
pensive or less convenient. The interpretation of such in-
formationisanimportant element of competitionanalysis.
Results can strongly stimulate creative processes to im-
prove one’'s own performance. In addition, they contain
ideasasto how customerswho intend to defect can be kept
by a customized adjustment of normally standardized of-
fersthat thereby match or exceed the competitor’ squality.

Bought-away customers. A specific group of customers
defecting to a competitor are the bought-away customers
(or “switchers”). They do not primarily switch because of
asuperior quality of the competitive offer but because of
“bribes’ the competitor offers to “buy” these customers.
Bribescanbe"introductory offers’ aswell asspecific, oth-
erwise not obtainable, price advantages. Defecting cus-
tomers are considered bought-away customers when they
are attracted by the bribe and when they are basically dis-
loyal and open to switching providers back and forth.
Identifying this group is especially important, because
these customersmost often will not stay long enoughtore-
cover the cost of regain.

Moved-away customers. They drift apart from the ser-
vice provider either as a consequence of relocation or asa
result of changing needs dueto their age, their position in
the family life cycle, or anew lifestyle. An exampleis a
married couple with grown-up children terminating their
membership in a book club for children and in a youth-
hostel organization or canceling their subscription to a
family magazine. Dataanalysisof “moved-away” custom-
ers gives insights into changing customer needs, which
can be used for the development of new, cross-selling
offers.

SEGMENTATION OF LOST CUSTOMERS

Customer value analysis and termination analysis are
the basis for the segmentation of lost customers. A two-
step procedure is suggested.

The first step encompasses the selection of customers
relevant to the service provider to be regained profitably
and, as a consequence, the identification of unprofitable
relationships, which have to be sorted out. For these pur-
poses, the results of the customer value analysis can be
used. Out of the varied methodsintroduced, it seemsto be
most reasonable to adapt LTV and specifically SLTV as
basic concepts.

For example, on the basis of their SLTV, expired cus-
tomers can be split into the four segments: A (best 10%),
B (second-best 20%), C (next-best 30%), and D (last
40%). Thisisillustrated in Figure 4. Obviously, these seg-
ments will be handled according to their profitability as
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FIGURE 4
Segmentation of Lost Customers
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represented through the SLTV. At the sametime, it is evi-
dent that with increasing net present customer value, the
cost recoverable for regain processes rises as well. Ac-
cordingly, thereare moreresourcesavailablefor regain ac-
tivities with regard to the attractive customersin group A
than to customers in group B.

On the basis of this selection a second step hasto focus
ontheanalysisof thereasonsfor terminationto further dif-
ferentiate lost customers with regard to their reasons for
defection.

Expired customers who were “intentionally pushed
away” can be excluded from analysis because they defi-
nitely should not be regained. Regarding the remaining
customers, it is particularly important to identify custom-
ers who are “bought away” or “moved away.” “Bought-
away” customers can be regained only with expensive
bribesand at the sametimeareat risk of defectingagainas
soon as possible. Given the expensive up-front offer and
the expected short life cycle, it seems rather unlikely that
these customerswill ever become profitable. In particular,
those customerswho have been regained before haveto be
identified in the database. Bought-away customers should
not be pursued further. This applies to moved-away cus-
tomers as well, because it will be barely profitable to re-
gain them—if they can be regained at all (Pitt and Page
1993, p. 182). Here, it isimportant to identify the reason
for termination as quickly as possible and then stop there-
gain dialogue. As aresult, of al expired customers, only
those who were “pulled away” and “unintentionally
pushed away” will be followed up on.

Taking into consideration both customer value and ter-
mination analysis, that is, quantitative and qualitative data,
lost customers can be segmented asillustratedin Figure4.

The differentiation according to the customer value
leads to the decision as to whether regaining a customer
should be attempted and with what intensity these activi-
ties should be conducted. Whether the expired customers
belong to the group “unintentionally pushed away” or to
the group “pulled away” determineswhich regain actions
are applied. Supposedly, regain actions for pulled-away
and unintentionally pushed-away customers result in dif-
ferent costs.

Regain Actions: Customer Dialogue
and Customer-Individual Regain Offer

Essential elements of regain actions are the customer-
specific regain dialogue and the related customer-specific
regain offer.

Terminating customers have given the strongest signal
possible that they will leave the relationship. They did not
walk away, but they voiced their intention to do so. More
often than not they will be responsive to targeted commu-
ni cati on as opposed to an anonymous soli citation that does
not addresstheir reason for defecting. Usually, aphonecall
will be an appropriate reaction to thetermination notice, be-
cause aphonecall allowsfor animmediate categorization
of the customer as “unintentionally pushed,” “pulled,” or
“moved” away and grants flexibility in proceeding. Con-
versations with moved-away (and possibly bought-away)
customers need to be finished in an appreciative and
friendly but quick manner to keep regain costs low.
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In the case of unintentionally pushed-away customers,
thematter isto clarify the problem that caused thetermina-
tion and to ask the customer which way of solving the
problemisacceptable. Onthisbasis, an offer must bemade
that not only satisfies the customer but lets him withdraw
the notice to terminate while still on the phone or to agree
to take up the business relationship anew.

Thisimpliesthat the call center staff hasimmediate ac-
cess to the customer database with information about the
customer’s purchase records and an evaluation of cus-
tomer value. Moreover, itisnecessary that the staff isaccu-
rately informed exactly about the company’s principles
and techniques related to complaint policy. They need to
be empowered to make decisions about the solution of a
problem or giving compensation (e.g., the cash amount of
a reimbursement coupon) depending on the customer
value. If the problem cannot be solved immediately or if
the customer needstimefor reflection, standard processes
to initiate the solution of the problem and to trigger a
follow-up contact at alater time have to be provided.

With pulled-away customers, the reasons for the per-
ceived superiority of the competitor’soffer must beinves-
tigated. Subsequently, it has to be determined to what
degree the competitive offer can be matched or exceeded.
This will be feasible only if the offer of a service variant
does not require costly system modifications. Still, cus-
tomersfrequently want to defect from abusiness relation-
ship for reasons of price (e.g., account maintenance
charge) or certain terms and conditions (e.g., purchase
commitment in a book club). Depending on customer
value, the offer can accommodate the customer’s wish
wholly orin part if asufficient degree of opacity can been-
sured to conceal these customer-individual adaptations of
the service offered from the majority of customers.

Withregardto both groups of expired customers, there-
gain offer can include an upgrading (Schulz 1995, p. 259).
For arenewa of the business relationship, customersin
these cases could be enrolled in a higher customer class,
which would usually require alonger period of member-
ship or exceeding acertain purchasing volume. Thisrating
is attractive as it grants access to certain additional ser-
vices, events, or discounts.

The investment in customer dialogue (i.e., humber of
attemptsto reach alost customer by phone) again depends
on customer value, and so doesthe effort undertaken to re-
gain the customer (i.e., value of the offer to settle dissatis-
faction). So, call center staff must be supplied with
information on the cost effects of regain actions and pro-
vided with action limitsdepending on the customer value.

For taking up contact with customers who defected
some time ago and have reached a phase of revitalization,
similar considerations apply. Still, addressing them is
more complicated. First, thereisno current businessgoing
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on; customer files will be outdated, and future customer
value is more difficult to assess. Furthermore, regain ac-
tions can hardly refer to the reasons for terminating the
business relationship some time ago. Thus, it seems rea-
sonableto contact these customers primarily by astandard
letter or a standard telephone call. Still, revitalizing cus-
tomers bears the advantage that these are presel ected ac-
cording to their expected SLTV and that they have their
own experiencewiththe serviceprovider, arefamiliar with
the company, and know what to expect. With an attractive
service product, these expires can more easily be con-
vinced to rebuild the relationship than prospects in tradi-
tional recruiting can be convinced to set up a new
relationship.

Regain Controlling
BASIC MODEL OF REGAIN PROFITABILITY CALCULATION

Resources for regaining customers are not reasonably
employed unless they are profitable and yield a higher
profit thanin alternative usage, for example, intheacquisi-
tion of new customers. Thus, thereisaneed for regain con-
trolling that informs about the cost and benefits of regain
actions and provides basic information regarding the opti-
mal budget for regain management.

Basically, regain profit (RP) can be defined as the dif-
ference between regain benefits (RB) and regain cost
(RC).

RP=RB - RC. 1)

What are these regain benefits? Generally, one can ex-
pect regain management to lead to the following positive
effects. sales benefit, communication, and information
benefit.

Sales benefit (SB) represents the expected net profit of
the customer during the reestablished business relation-
ship. Communication benefit (CB) results from the fact
that successful regain actions help to avoid negative word
of mouth from lost customersand to initiate positive word
of mouth from those regained. If theinformation obtained
in the regain dialogues is systematically collected, ana-
lyzed, and applied, information benefit (IB) arises for the
company, the effects of which may be substantial. In cases
of unintentionally pushed-away customers, cost reduc-
tionscan be expected if the use of thisinformation leadsto
an optimization of internal processes, reductions of pro-
cessing time, or increased productivity, and finally if ex-
pensesfor lawsuits, insurance, and product liability can be
avoided. Over and above this, an increase in revenue can
be expected in cases of unintentionally pushed-away—
and pulled-away—customers, if, based on complaint
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analysis, product variations and innovations can be
achieved that turn out to be marketable.

RB =SB + CB + IB. (2

To assessthe economic value of thevarious benefitsre-
mainsdifficult. Some suggestions have been published for
determining the monetary value of positiveword of mouth
and customer-specificinformation processing (Staussand
Seidel 1998, pp. 283-300). To keep thisdiscussion assim-
ple as possible, we will focus on the sales benefit.

SB comprises the number of customers regained (CR)
multiplied by the expected net profit of these, that is, the
SLTV. Accordingly, SB isdefined as

SB=SLTV * CR. ©)

Customers regained (CR) can be viewed asaratio (re-
gain ratio = rr) of all customers attempted to regain (lost
customers attempted to regain = L):

CR=L*rr 4

Because the expected net profit varies from customer
segment to customer segment, SB hasto be cal culated seg-
ment specific and added up (for i segments):

S8=y L0 OSLTV, ©)

Regain benefits have to be compared to regain costs.
These arise whenever measures to regain customers are
carried out. Basically, there are three different kinds of re-
gain cost. First, customer communication costs (CC) arise
when lost customers (L) are contacted. These include the
cost of responding to notices of termination aswell as set-
ting up communication with all expired customers whom
the company attempts to regain. Direct cost of communi-
cation hasto be included as well as personnel, applicable
cost of the database, and all other overhead cost. Offer
costs (OC) only arisefor customers successfully regained.
They will probably differ for pulled-away and uninten-
tionally pushed-away customers. Regaining pulled-away
customers(L p) probably leadsto upgrading costs (UC) for
improved service offers. Regaining unintentionally
pushed-away customers (L u) leadsto a solution cost (SC)
incurred by solving those service problems that led to the
termination of the relationship.

RC=CC+ OCfor OC=UC+ SC, (6)

RC=cc*L+uc*Lp+sc* Lu, @)

where

CC = average communication cost,
uc = average upgrading cost, and
sc = average solution cost.

These costshaveto beviewed in segment-specificform
(i = segment index). At the same time, the amount of con-
tact, upgrading, and solution cost influences the probabil -
ity that customerswill beregained; that is, theregainratio.

rr,=f (RC). (8)

Tobeableto comparetheinvestment in regain manage-
ment with other investments, specifically investmentsin
acquiring prospects or retaining existing customers, are-
turn onregain management (ROR) can becal culated asthe
ratio between regain profit and regain cost. The ROR can
also be hel pful in determining the optimal mix of manage-
ment efforts for increasing the customer base.

ROR=__P ©)
CC+0C

More specific statements about the trend of the
function—which will aboveall differ according to the seg-
mentation—reguire acompany-specific analysisof regain
cost and regain ratio.

Basically, service companies applying regain manage-
ment (and limiting the benefit in the equation to the sales
benefit) have to optimize this function:

RP= Z SLTV,OL, Orr, (RC, ) - icci 0L, (10)

_iuci OLp, —iszci OLu, O max.

There is one important qualification for maximizing this
function.

Companies will basically want to gain a minimum re-
turn on investment or on sales. Taking thisinto considera-
tion along with the potential risks of regaining customers
(i.e., whether the SL TV will, infact, berealized entirely), a
minimal regain profit (MP) or aminimal regain profit by
segment (Mp,) will bedefined, and ultimately theROR can
be related to the minimum return on investment (MOR):

RP > MP or RP, > MP, respectively. (114)

ROR > MOR or ROR > MOR, respectively. (11b)
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FIGURE 5
Relation Between Offer Cost and Regain Ratio per Segment
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EXEMPLARY CALCULATION OF
REGAIN MANAGEMENT PROFITABILITY

Toillustrate the model described above, wewill outline
asimple, hypothetical application of regain management.

Imagineaservice provider of theformal “ membership”
type (e.g., amagazine publisher or an insurance company)
receiving 10,000 noticesto terminate per annum. The seg-
mentation follows the approach suggested above (best
10%, second-best 20%, next-best 30%, and last 40%). Ac-
cordingly, 1,000 of the lost customers can be assigned to
the attractive Segment A of expires with a high average
SLTV ($200), 2,000 belong to Segment B with medium
average SLTV ($100), 3,000 belong to segment C withlow
average SLTV ($50), and 4,000 customers belong to the
last category where the SLTV only amounts to $4.

Because communication cost (including all costs of
overhead) amount to an average of $5, whichishigher than
theaverage SLTV of Segment D, this segment will not be
considered further.

Looking into previoustests of regain offersand analyz-
ing existing dataleadsto assumptionsregarding theregain
ratio, which depends on the offer cost for the remaining
Segments A, B, and C. Thetrend of the function for these
three segmentsisillustrated in Figure 5. (To avoid getting
overly complex, thereisno differentiation in thisexample
between functions for pulled-away customers and for un-
intentionally pushed-away customers; such differentiation
would have to take into account either upgrading cost or
solution cost.) Obviously, aminimum investment isneces-

sary toregain customersat all. Without taking into consid-
eration communication cost, increasing the value of the
offer leadsto first, an increasing and second, adecreasing
gradient of theregainratioin thisexample. Achieving are-
gain ratio of morethan 60% does not seemto befeasible—
disregarding how much the company is prepared to spend
on the offer.

For all three segments, three different offers will be
analyzed. Offer 1 representsalow-cost variant, with an of -
fer cost of $20. The regain ratio achieved with thisoffer is
between 15% (Segment A) and 25% (Segment C). A more
valuable offer (Offer 2) yields regain ratios between 30%
(Segment B) and 35% (Segments A and C) at an offer cost
of $50. The third regain offer included in this analysis
costs $80 and leads to regain ratios between 45% (Seg-
ment C) and 60% (Segment A).

How these various offers influence the total regain
profit and the ROR is shown in Table 1. The sum of com-
munication cost (column 5) and offer cost (column 7) re-
sultsin the total cost per customer regained (column 8 in
Table1). Comparingtotal cost per customer regained with
the customer’s SLTV (column 3) leads to the total regain
profit per ssgment (column 10) and the ROR per segment
(column 11).

Assuming that the absolute regain profits are decisive
in the end, Offer 3in Segment A yields the highest profit
($67,000); regarding Segment B, Offer 1 is most success-
ful (total regain profit: $22,000). Offer 1leadsto apositive
total regain profit ($7,500) in Segment C, too. Summing
up, the three most profitable offer/ssgment combinations
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TABLE 1
Calculation of Regain Profit
Second
Lifetime
Value per Total Regain Total Return
Customer Customer Cost per Profit per Regain on Regain
Lost Regained Regain  Communication  Customers Offer Customer Customer Profit per Management
Segment Customers (L) (SLTV)  Ratio(rr) Costs(CC)  Regained (CR) Costs(OC) Regained (rc) Regained (rp)  Segment (RP) (ROR)
=cc*L =L*rmr =oc*CR =(cc*L+oc =SLTV-rc =rp*CR =RP/
* CR)/CR =SLTV*CR (CC+0C)
=(CC+0C)/ -CC-0C
CR
cc=$5
Dimension Number $ % $ Number $ $ $ $ %
Offer 1 ($20)
A 1,000 200 15 5,000 150 3,000 53.33 146.67 22,000 275.0
B 2,000 100 20 10,000 400 8,000 45.00 55.00 22,000% 122.22
C 3,000 50 25 15,000 750 15,000 40.00 10.00 7,500% 25.00
Total 6,000 22 30,000 1,300 26,000 51,500
Offer 2 ($50)
A 1,000 200 35 5,000 350 17,500 64.28 135.71 47,500 211.11
B 2,000 100 30 10,000 600 30,000 66.66 33.33 20,000 50.00
C 3,000 50 35 15,000 1,050 52,500 64.28 —14.29 —15,000 —22.22
Total 6,000 33 30,000 2,000 100,000 52,500
Offer 3 ($80)
A 1,000 200 60 5,000 600 48,000 88.33 111.67 67,000% 126.42
B 2,000 100 50 10,000 1,000 80,000 90.00 10.00 10,000 11.11
C 3,000 50 45 15,000 1,350 108,000 91.11 —41.11 -55,500 —45.10
Total 6,000 57 30,000 2,950 236,000 —21,500
a Preferred offer according to the total regain profit.
lead to atotal regain profit of $96,500 and an average ROR CASE STUDY

of 96% (see Table 1). If the absolute number of customers
regained (CR) isto be maximized, Offer 3will beextended
to al segments. Basing amanagerial decision onthe ROR
will lead to Offer 1 to all lost customers whom the com-
pany wants to regain.

Theactual ROR will even be higher, for the calculation
isnot complete and negl ectsthe communication and infor-
mation benefits of regain management.

Factoring in qualificationsor other decision rulescould
lead to adifferent scenariointhisfictitiousexample. Given
other investment opportunities, a minimum ROR of 30%
would rule out investments in Segment C. To administer
regai n management efficiently, an absolute minimum total
regain profit per segment might be another decision rule
that could changethe offer/segment combinations. And fi-
nally, inamore sophisticated analysis, offer cost should be
split into solution cost and upgrading cost to come to an
even more finely tuned regain approach.

Although thisexampleiscompletely made up, it shows
how, prior torolling out with regain management, very de-
tailed planning isessential. Clearly, the SLTV, thecommu-
nication strategy, the offer to be made, and the expired
customer’s cause of termination are the key variables.

The case study presented hereisdrawn from the exten-
sive experience book clubs have gathered about regaining
lost customers. To make the point, afew words about suc-
cessfactorsinthisbusinesswill precede the description of
regaining customersin thetermination phaseandinthere-
vitalization phase (see below).

Introductory Remarks About the
Book Club Business at Doubleday Direct

Book clubsclearly fall into thecategory of membership
services. Because extensive customer data are obtained in
direct mail businesses and asit isinherent to the business
to communicate over the phone or by mail, this industry
was chosen for a case study.

The example is drawn from Doubleday Direct, Inc.,
which has been serving the public with book clubs for al-
most 70 years. Today, al their 30 clubs operate as
“negative-option” clubs. This means that the member ac-
cepts a front-end offer of, for example, six books for 99
centsand commitsto buying another four books at regular
club prices (e.g., up to 65% below suggested retail prices)
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during the next 2 years. The member receivesaclub mail-
ing about every 3 weeks and can refuse the main selec-
tions, which each mailing recommends, by sending back a
reply postcard. If this postcard isnot sent back in time, the
main selection will be shipped automatically.

Recruiting new members is the biggest single cost in
thisbusiness. Thetotal cost per order (CPO) canbeashigh
as$100. Obviously, thereisgreat leverage in the customer
acquisition cost. Book clubsfirst extended their traditional
recruitment to regain management in the revitalization
phase, because direct mail packages needed to be adapted
only alittle, and all systemsin place could be used for both
traditional recruiting and rebuilding relationships. Later,
the termination phase was added and new systems of cus-
tomer communication were implemented. Given the very
attractive offers up-front, retention has proven to be a par-
ticularly difficult topic.

Regaining Customers
in the Termination Phase

Because acquisition is very costly, Doubleday Direct,
Inc. has taken steps to “save amember” (SAM) wherever
possible. Memberswho call into cancel their membership
are asked by telephone representatives for the reason why
they want to leave the club. The representatives can access
all relevant dataabout the member online, and they areem-
powered to offer solutionsto most problemsvoiced unless
the member isin an intentionally pushed-away segment.
Roughly 60% of the cancellationscan beaverted. Of these,
almost all are unhappy about the automated shipment of
the main selection whenever the reply postcard is not sent
back in time or about the frequency of the mailings. They
are either converted to a positive option (books will be
shipped only when explicitly ordered by the member) or
suspended fromall mailingsfor acertaintime. Other prob-
lems are mainly service problems that are solved through
offering a toll-free telephone number or coupons for free
books. Even though these members are purchasing below
average, SAM is still profitable because of comparatively
low acquisition costs. Cancellations, which aremailed in,
aretreated similarly. Either afollow-up letter offersasolu-
tion to the problem or a telephone marketing representa-
tive calls the customer.

Regaining Customers
in the Revitalization Phase

Regaining customers in the book club business began
by using listsof expired membersin direct mail. Thesecan
be segmented according to previous purchases, the ad-
dressee is familiar with the service offered, and potential
salesin the future can be estimated using purchasing pat-
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TABLE 2
Exemplary Comparison of Response
to External Lists Versus Expired Members

Gross Net Net
Contribution Contribution Contribution

Mailing Total CPO*  per Order per Order on Investment
External list $57 $70 $13 23%
Expired members $28 $88 $60 214%

a. CPO = cost per order.

terns of similar members reenrolled in the past. The eco-
nomicsbehind regaining membersisillustratedin Table 2.
Two separate mailings to externally acquired addresses
(“external list”) and expired members are compared. Both
mailings used the same creative treatment and offered six
books for $1 and a premium or a seventh book for $4.98
(the latter counting toward the commitment to buy four
more bookswithin the next 2 years). However, theletter in
the package varied in that the external prospects were in-
troduced to the club, whereas the expired members were
“invited to come back.”

Thetotal CPO includes the cost for the package (crea-
tive execution, printing, handling, postage), the cost for
renting the address (total rental and electronic data proc-
ng [EDP] cost for the mailing divided by members en-
rolled for the external addresses: total EDP cost per
mailing divided by members enrolled for the expired
members), the cost for the books/premium lessall revenue
from the offer (up to $5.98 plus shipping and handling).
The gross contribution per order isthe difference between
all expected purchases by amember and all direct costsin
the future. Gross contribution per order minus total CPO
equal sthe net contribution per order for aspecific mailing.
Relating the net contribution per order to theinitial invest-
ment (total CPO) leadsto anet contribution oninvestment.
This figure should not be misinterpreted as a profit rela-
tion, but it isvery useful in determining whether or not re-
cruitment efforts are marginally profitable. Regain efforts
to memberswith alow expected gross contribution per or-
der will not beundertaken unlessthe CPOissolow that the
expected net contribution on investment is still positive or
meeting the return on investment (ROI) objectives that
more and more companies set up. The expected net contri-
bution oninvestment isalso useful in prioritizing the vari-
ous efforts—be they in traditional recruiting, retention
management, Or regain management.

MANAGERIAL IMPLICATIONS

The conceptual considerations and experiences in ad-
vanced service companies show that customer retention
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policy in service compani es needs to be complemented by
regain management. Through regain actions, potential fu-
ture salesand profits can be secured, acquisition cost to re-
place lost customers can be minimized, negative word of
mouth from customers can be reduced, and valuableinfor-
mation for improving the service offers and internal pro-
cesses can be obtained.

To reach these goal's, a specific management processis
necessary consisting of the elements regain analysis, re-
gain actions, and regain controlling. The essential core of
thisprocessisadatabase that allows customer value deter-
mination. Here, it becomes particularly important to fine-
tune methods to determinethe SLTV. Therefore, account-
ing systems, which are still product focused in many ser-
vice companies, need to be consequently geared toward
customer-based accounting to process customer-specific
communication and offer cost. Finally, segmenting cus-
tomers on the basis of economic criteria needs to be com-
plemented by segmentation according to reasons for
defection. This s the precondition for really understand-
ing theinterdependence between regain offer and problem
solution on onehand and regain ratios on the other hand. In
the end, thiswill lead to amore targeted investment in re-
gain actions as well as a more differentiated approach to
lost customers.

In additionto adjusting and expanding the customer da-
tabase systems toward the needs of regain management,
the organizational prerequisitesfor continuously contact-
ing lost customers (e.g., call center) need to bein place.
They haveto be staffed with employees using professional
skills and able to sensitively and flexibly handle expires.

Although regain management in “membership ser-
vices” can be implemented as described in this article,
other services industries pose additional problems. These
are above all the lack of aclearly communicated termina-
tion of the relationship and more often than not, insuffi-
cient databases about the customers and their purchase
history. However, adapting some techniques of “member-
ship services’ such as customer cards or even simply col-
lecting addresses and main purchases of the best
customers could befirst stepsby which restaurants, barber
shops, and garages could lay the groundwork for regain
management.

Based on practical experience, it seemsvery likely that
investment in the establishment of professional regain
management will be worthwhile and that, especially for
serviceprovidersfromtheformal “ membership” type of
businessrelationship, regain management will be one of the
most profitableformsof direct customer communication.

FUTURE DIRECTIONS OF RESEARCH

Itisquite obviousthat regain management isan impor-
tant complement to acquisition and retention of customers.
Compared to these areas of management, thereisalack of
knowledge and a great need for further research in regain
management. And this need for research appliesto all ele-
ments of regain management.

Regarding customer value analysis, there have been
major advancesrecently. At the sametime, Andon, Baxter
and Bradley (1998) come to the conclusion in their over-
view article that a number of questions remain unan-
swered. There is a need to further research industry-
specific detailsof LTV. Besides, thereisno research at all
about differencesand similaritiesof (first) LTV and SLTV
and their respective customer life cycles.

Regarding termination analysis, our knowledge in ser-
vice management and marketing research has been greatly
increased during the past few years. However, there is a
lack of a consistent and empirically researched typology.
The typology suggested here needsto be verified as well.
In addition, research needs to address the question of how
thereason for complainingislinked to the behavior of cus-
tomers, specificaly their communication behavior and
their willingness to renew the relationship. Also, the en-
dangering phaseisan important topic for further research,
both for marketing science and service providers. This
research could lead to identifying endangering incidents
and the development of preventive actions for avoiding
the defection of the customer. And thisleadsto theimpor-
tant research topic of balancing retention and regain
management.

Regarding regain actions, the drivers for successfully
winning expiresback need to beresearched. Here, itispar-
ticularly important to explain the differences in the reac-
tions of lost customersto various ways of communication
and various regain offers.

Regarding the calculation of regain profits, there are a
number of issuesto be addressed in further research. Here,
themost important isthe devel opment of methodsto quan-
tify communication and information benefit. This is the
precondition for avoiding the methodical underestimation
of regain benefits. And it needsto be determined in which
way arefined activity-based costing can beemployedtodlo-
cate contact and offer costs down to the individual customey.

It is hoped that further research overlaying services
marketing, relationship management, and direct marketing
will lead to increased understanding and ultimately to an
improved theoretical foundation for regain management.
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