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Predicting Attrition in Telecommunications

By Derek Glass

Introduction
Predicting ahead of time that someone is about to “attrite”, or switch to another carrier, is viewed by many marketing executives in telecommunications as the “holy grail” of their customer retention strategy. 

In this article, the basic methodology for predicting attrition is given. But, explaining how to create a predictive attrition model is pretty straightforward. Using what you learn from these models is the tricky part. 

So most of this article discusses not how to do a predictive attrition model, but what is commonly learned and what kind of strategies usually emerge, both good and bad. Examples of how different carriers have dealt with these challenges are given. 
The most important thing to keep in mind is that predicting attrition involves the use of various probability calculations which tell you that some customer segments are more or less likely to disconnect than average. But, probablility-to-disconnect is neither definitive nor customer specific.

In other words, you can’t predict that Joe will quit in February. You’ll only know that Joe is like a whole bunch of other people who are 20% more likely to quit in the summer. And, it’s most likely that Joe won’t quit at all.  
This makes it difficult to craft cost-effective retention strategies. Many efforts turn out more costly than they’re worth. Included below are some helpful ways to spot and avoid the most common mistakes.
Something akin to the 80% - 20% rule applies. 80% of the time, you’re better off doing nothing. Let the customer “blink”. Wait for them to quit and then aggressively move to win them back.
But 20% of the time, and in corollary, the 20% of your customer base that creates 80% of your profits, you will find that predictive attrition modeling, and the strategies that flow from such analyses are quite valuable.
Successful retention strategies using predictive attrition models tend to target the top billing 20% of your customer base. For the remaining 80%, a strategy emphasizing winback usually makes more sense.
* * *
First, Don’t Do It This Way…
One day, you identify a customer segment with a higher than desired attrition rate, and you test and identify an offer that successfully reduces said attrition within this segment.

Then, someone comes along and tells you that the incremental value generated by the enhanced tenure of each customer is less than the cost of the program you created. 

What went wrong? The problem is that you’re giving away an inducement to stay to too many customers who would have stayed anyway. 
Here’s a typical example:

You identify 1,000 customers. Each customer’s lifetime value is $200. Their attrition rate is typically 3% per month, but jumps to 5% per month in the summer. Because, more people move in the summer. 

You do some testing, and you settle on a promotion that commences in December offering a $5/mo. bill credit that runs thru February. Attrition drops to 3% through the summer. This simple promotion erases the “summer-mover-attrition problem” that many telcos wrestle with. Looks like a success.
It’s not. Here’s the how the math works out:
Before



After ($5/mo bill credit)
1,000 Customers


1,000 Customers

5%/month attrition rate

3%/month attrition rate

143  Disconnects 


87 Disconnects

(after 3 months)



(after 3 months)





$14,555 Cost of bill credits






(@ $5/customer for 3 mo.)





56 Incremental customers retained






(143 less 87)





$11,200 Value of Retained Customers






(56 customer x $200 LTV/customer)





($3,355) Net Value of Program

The problem is that, with a 5% attrition rate (which is high), 95% of your customers are still going to stay with you that month. 

When you give 100 customers a $5 bill credit, it costs $500.

When that makes your attrition rate drop from 5% to 3%, you “save” 2 customers for every 100 bill credits issued. 
If each saved customer is worth $200, then you only generate $400 in value for every $500 spent.

This is the most common mistake made when people predict attrition and then try to prevent it in a strategic way. Here are some tips to avoid this kind of outcome:

1) Look for variables that generate large changes in attrition rates – In the example above, the attrition rate dropped 40%, from 5% to 3%. That’s not good enough. You need to look for very large changes in attrition rates in order to make pre-emptive action profitable. 
Start with variables that are causing attrition rates to be 2, 3, or even 10 times the normal rate, and then find ways to get that rate down to almost nothing for a period of time. 

That’s how dramatic the shifts need to be in order to “pay out”, because the vast majority of people you are spending money to “retain” weren’t going to leave to begin with.
2) Focus on Customer Usage in Early Tenure  – Don’t look for        things that “cause” attrition. Instead, focus in on customers who bill high in the first month or two. Their previous carrier also knows they bill high and is sending them aggressive winback offers. This makes them both very valuable and very likely to attrite.
3) Don’t offer the average customer much for staying – As you can see above, a rather modest $5/month bill credit is still too expensive an offer to make in a pretty typical case. Successful strategies employ very inexpensive tactics. Or, they target very high billing customer segments.
Typical Causes of Attrition, and How To Predict It
Below are some of the most common database variables that impact attrition for a typical consumer telecommunications carrier. Many executives working in telecommunications marketing will be familiar with some or all of these factors.


Tenure


Age


Marital Status


Presence of Children


Home-Ownership


New Movers & Length of Residence


Legacy Rate Plans, (rates that are higher than current promotions)

Marketing Channel


Contract Expiration Date (if any)

Participation in New Customer Referral Programs


Seasonality


Multiple Product Usage (Landline + Mobile, for ex.)


Feature Usage (such as SMS, ringtones, etc.)
Previous Disconnect Activity
Postal Code

And carriers typically add their own “disconnect reason codes” when an account is closed. Depending on what type of information is noted, some of these codes are useful in predicting attrition.
But as we all know, no one thing predicts anything. It’s usually a combination of factors. To understand that better, many carriers build predictive attrition “models”. 
These typically involve taking a sample of current customers and a sample of disconnected customers, and running a multi-linear regression model to identify which factors, or combination of factors, would have most accurately predicted the attrition of the disconnected sample group.
Some predictive attrition models work better than others. Most often, when they come up short, it’s because of data-integrity. The data in the database is messy or incomplete. 

For example, I know of carriers that don’t keep all their disconnect records, or don’t keep complete information. They don’t periodically update who has come back and who is still disconnected. This can “dirty” the two sample groups of current customers and disconnected customers.
Another common problem is that database codes get changed and updated over time, and the analyst doing the model isn’t given the complete list of codes that covers the entire time frame in question. This skews data-samples.   

With consumer telco databases, there are lots of ways that customer data can be perfectly fine for billing and customer service purposes, but woefully inaccurate and incomplete for analytical purposes. When embarking on any project like this, data “hygiene” is an important consideration, as is the structure of the database itself. You’ll need to determine these problems and “scrub” the data accordingly, before you run the analysis.
What Have Other Telcos Learned About Predicting Attrition?

Tenure -- plays the biggest role in predicting attrition. Most of the customers you’ve had for more than 18 or 24 months are disconnecting at less than 2% per month, if not less than 1%. Doing something that drops their attrition rate in half rarely pays off, because so few of them were going to leave in the first place.
Attrition is very high in the early months of a customer’s tenure. 10%, even 20%/month in some cases, are common attrition rates in the first 3 months of service. Most of your retention dollars are best spent at the beginning of the customer relationship.

New Customer Acquisition – some of the most profitable strategies using predictive attrition analyses apply to new customer acquisition, not retention. 
If you change the type of customer you’re acquiring in the first place, you can dramatically change your attrition rates down the road. Here are a few examples of that:

New Movers – attrition analyses often show that new movers have a much higher attrition rate than normal in the first 6 months of service. If you use lifetime value (LTV) calculations, you should ask that a special LTV be calculated for new movers.

Like many high-churn acquisition sources, new movers also respond to telecommunications offers at 2 to 3 times the rate of the general population, making them less expensive to acquire.

Typically, new movers have a lower lifetime value and a lower cost-to-acquire. But they don’t mutually offset each other. Unless separate LTV’s are calculated, you’re probably spending about 50% too much to acquire new movers, and you could probably cut the bottom half of your spend in that category.

Marketing Channel – The marketing media used to acquire a customer is tremendously predictive of future attrition. Generally, the more “interrupting” the media is, the higher the attrition. The hierarchy looks something like this:

Telemarketing (Highest Attrition/Lowest LTV)

Direct Sales


Direct Mail


Direct Response TV/Print


Retail


General Advertising


Referred by a Customer (Lowest Attrition/Highest LTV)

Of course, when you look at the corresponding cost-to-acquire by channel, one often finds that while telemarketing and direct mail might have higher attrition rates, the cost per new customer is also lower. 

But when you calculate the channel specific LTV and compare it to the channel specific cost-to-acquire figures, you inevitably find sensible ways to adjust your marketing spend.

Customer Referral Programs – predictive attrition analyses often show that the most loyal customers are those who have referred another customer to sign up for your service. 
When you succeed at convincing someone to “recruit” for you, you not only get the value of the new customer they acquired, you also roughly double the value of the current customer who made the referral. The likelihood that they’ll disconnect drops dramatically.
And unlike most retention schemes, you can afford to offer very attractive promotions to get more customers participating in referral programs.

When the math is all done, you usually discover you can spend 3 to 4 times the money to acquire a referral customer than using other marketing channels. The value of a referred customer is often that much higher.
A common example of this strategy is the “Friends Call Each Other Free” offers, which are big in Australia, the U.S. and throughout Europe, in various forms. Most of these promotions run at extremely high ROIs, and are often seen as profit centers. 
A predictive attrition model usually demonstrates how to scale these programs out, and turn them into cost-effective engines for customer growth.
The single most profitable strategy that follows from predictive attrition modeling is an aggressively marketed referral program combined with generous on-network discounts.
Predicting Attrition the Easy Way

Complex data analysis is great to do, but fraught with its own challenges. You have to compete for scarce analytical resources with colleagues and other departments. The analysis can be done wrong. The data may not be complete or easily available. And it can take a long time. 

Assuming you face some or all of these challenges, here are a few more typical findings of predictive attrition models, and some easy strategies that follow from the learning.

Moving Residence – the more often someone moves, the higher their attrition rate. In the typical predictive attrition model, this manifests itself in a whole slew of variables that predict attrition in much the same way. The most common are:


Age


Postal Code


Home Ownership


Marital Status


Presence of Children

Younger people move more often. Urban customers move more often. People who rent move more often. Single people move more often, and moving with children and finding them new friends and a new school they’ll be happy with is a bad idea if it can be avoided, as any parent knows.

All five variables work in the same way. The lower the customer’s age, the higher the attrition rate. The more children present in the household, the lower the attrition rate. And so on.
Combine variables together in clever, easy ways – For example, combine three of the known facts from the discussion above:
1) Only about 20% of your customer base is worth pre-emptively saving, and 

2) Customers with early Tenure are most likely to disconnect

3) Customer who move frequently are more likely to disconnect

And the three “principles” might lead you to create the following targeted segmentation of your customer base:


Select:



Tenure = 3-6 mo,



Months 1 & 2 Usage  = Top 20% 



Presence of Apartment Number in Billing Address
And to those customers, you give them an immediate bill credit of $10 in month 3, and tell them a $20 bill credit is coming at month 7.

A targeting scheme like that is crude and it’s not “comprehensive”. Nevertheless, it’s do-able. You can target customer segments like this easily from your existing data and knowledge.
Differential Customer Service Levels – many companies offer different levels of customer care depending on how much the customer spends, how often they buy, etc. The perks served up by airlines to their most frequent fliers (free flights, lounges, upgrades, etc.) is an example of this.
Typically, when an organization deploys its customer care resources in a differential way, the tendency is to offer up the best service to the highest spending and longest tenured customers. As the most valuable customers, it makes sense to treat them best.

The opposite is actually the case, when you look carefully at the results of a typical predictive attrition study. You can spend more on customer service for your higher valued customers, but their attrition rates are so low to begin with that the extra cost usually isn’t justified.

Instead you get a much better return by spending more on customer service with your lowest tenured customers. They’re churning like mad, usually. Bringing that down, even a little, pays off big. Spending the most on customer care at the beginning of the relationship is usually the winning strategy.
If you deploy your customer service resources in a differential way, you should deploy greater resources to your lowest tenured segments, not your most valuable customer segments. This is contrary to what many executives conclude and mandate when they consider the issue. But, it’s easier to see why when it’s sorted out for you by a predictive attrition model.
Use Your Brand for The Masses – Retention “promotions”, as noted above, have to be very inexpensive to work, even when they’re well targeted. A meager $5 retention promotion is usually too expensive.
But what about your economies of scale? If you take this kind of strategy to its logical extreme, and assume you retain only the top 20% of your customer base, then in time your fixed costs would throw various parts of your business into disarray, which is not at all factored into these predictive attrition models, usually.

And for all sorts of other reasons, most telecommunications marketing executives need to create some kind of retention program for a broadly defined segment of their customer base. And they need to do it cost-effectively.  

One common tactic that’s overlooked is the use of a simple note that thanks the customer for their business and reinforces all the reasons they signed up in the first place. Use an existing asset, your brand, and reinforce its values.
These notes can be mailed by themselves for less than $1, but get even less expensive if placed as an insert in the customer’s monthly bill. It costs almost nothing if the message is printed in the bill as an “additional-bill-message”. It’s also almost free to email this message to online billers, and those you have permission to email. 

I’ve seen one such scheme set up roughly like this:

Segment 



Communication

Top billing 20% 


Solo Letter

of customers in Month 1


Top billing 21% to 40%

Bill Insert


Top billing 41% to 50%

Bill Message


Top billing 70% of Online

Email Message 


Billers.

For the more broadly defined segments of your customer base, an inexpensively delivered re-articulation of the values of your brand should perform well for you. 

Impact of Behavior by Competitors

Competitors have a big impact on your attrition, and it’s not easy to model and measure that. Here are two examples:
Winback -- the biggest factor influencing your attrition is your competitor’s winback programs. 

Most winback programs run for about 6 months after disconnect date. That’s one reason why attrition for new customers is so high in the first 6 months.

Also, winback programs don’t target just anyone. They target higher billing customers.

Usage gives you an “early warning” sign that a customer is being targeted by a competitor’s winback program. Look at month 1 billing activity. The top billing 50% of your new customers in month 1 are probably being targeted by your competitor’s winback program. The top billing 20% in month 1 are definitely being targeted, usually with very attractive offers. Focusing your retention spend at this juncture is highly recommended.
Discounting by Competitors – When a competitor launches a new, lower rate plan, it’s hard to “predict” what will happen to attrition. Particularly when it’s an aggressively priced offer by a new entrant trying to buy market share.
When a competitor does this, it’s common for telecommunications marketing executives to reasonably assume that attrition will rise among your customers who are paying a higher rate than what this new competitor is now offering. These customers are sometimes referred to as “legacy-rate-payers”.

A common pre-emptive response to this threat is to contact legacy rate payers and let them know that you’ll match any rate a competitor is offering, just ring us up.

I’ve seen this done by several telcos. One, however, had the good sense to segment out a “control group”. When the new competitor entered the market, there was no retention effort made to this control group.

Six months later, the control group had a lower attrition rate than the rest of the customer base, which received a “we’ll match any competitor’s price” message. By merely telling their customers that there might be a better deal out there, they were aggravating their attrition instead of lowering it.

That does not mean you should do nothing in the face of a competitive threat. You should definitely do something, but create a “control” group to confirm that your strategy is actually working. 
Summary
A predictive attrition analysis entails creating a multi-linear regression model from two customer groups – active and disconnected customers. You need good data access, hygiene and integrity, as well as a skilled analyst.

These models are very valuable in helping you retain your most valuable customer segments. 

Most winning strategies focus on your highest billing customers in their first six months of tenure, during the period when your competitor’s winback program is trying to get them back.

Predicting attrition is an ambitious and rewarding endeavor for any telecommunications professional. The strategies that flow from these analyses often yield insights into your customer base that dramatically transforms your entire marketing strategy.
