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Customer Churn

Definitions:

Customer churn refers to the periodic loss of customers in an organisation.

Classification of Churn

1. External churn is defined as the switching of customers from one service-providing company to another and consists of two main sub-types, involuntary and voluntary. 
Involuntary churn refers to customers who are disconnected by the telecom operator. It is initiated by the telecom company and is due to unavoidable circumstances such as death of the subscriber or disconnection due to fraud, bad debt or under-utilisation. 

Voluntary churn in the telecommunication industry deals with measurement of customer disconnects for personal reasons
like switching to a competitor, cancelling service, transferring from one place to another, etc. The subscriber initiates it and is either deliberate or incidental.
 The deliberate reasons might include pricing, poor customer service or network problems while incidental churn might arise due to financial contingencies, location or major life changes. 
2. Internal churn is defined as the switching of customers from one service to another within the same service provider company, for example, switching from post- to pre-paid service within the same cellular service.

Reasons for Customer Churn in
 Telecom Industry
Churn refers to the tendency of Internet and cell-phone subscribers to switch providers. It is the most common problem faced by telecommunication industry globally. This post discusses on some of the churns faced by the telecom operators in Pakistan, their causes and how to detect and treat them.

1. Equipment envy: Customers want the very latest handset with the most advanced features, the most attractive case and the most entertaining services and in telecom industry, they want new features like internet and built in Facebook etc. 
2. Pricing plans: Annual tariff pricing contracts predominate in immature markets. When pre-paid options come on the scene, customers migrate to the more flexible plans; particularly those willing to pay a premium for privacy and freedom, those with credit problems, or those too young to sign contracts. In telecom sector customers want less price packages.

3. Network performance: More pertinent to newer market participants with developing infrastructures, customers will walk away from a contract when they discover major gaps in so-called blanket coverage. There should be proper geographical coverage and best quality of network in all over the country.

4. Competition stimulation: The customer changes from operator to take advantage of an attractive offer. Like we have in our industry the acquisition trend. The first step to deal with this is by understanding the marketing campaigns of competitors and their impact on churns and then launching loyalty campaign to counterattack the competitor’s offer.
5. Internal churn: The customer’s migration for post-paid tariff plan to pre-paid tariff plan is sometimes seen as a churn. This is one common habit in our industry driven by needs of customers and financial constraints. Such migrations should now be considered as a churn but a record of reasons for such movements must be maintained.
6. Dissatisfaction with post-sales service: This includes all dissatisfactions with the post-sale services. e.g. billing complaints, technical issue complaints. This can be dealt with careful monitoring the complaints call to customer care centres and proactively resolving it.
7. Dissatisfaction with quality of services: This is mostly related to network coverage of the operator. E.g. call drop, voice distortion, cross talk etc. Improving on both the indoor and outdoor coverage will greatly reduce the chances of such a churn.
8. No Portability: Number portability, the ability to migrate your phone number across carriers, further increases customer churn rates. Recent number portability studies reveal that churn could be increased by a factor of 1.6 by portability.
Holistic Approach Helps Cut Churn
When asked, “Who is going to own the customer in a competitive environment?”, Chuck Levin, chief marketing and sales officer of Sony Ericson, stated: “Nobody. The customer is going to make its decision based on their own value perception and best interest.”

Mobile telecommunications customers are becoming more mobile every day, cancelling contracts and switching providers at the first sign of discontent. The phenomenon known as customer churn is prompting Telecom and Mobile companies to replace a remarkable 20-35 percent of their customer base each year.

Industry analysts believe this alarming statistic does not even represent the high end of the curve, since churn rates rise with market maturity and increasing competition. Based on experiences in more mature markets like Asia, it is conceivable that customer churn rates could soar to an astronomical 50 percent. With the cost of customer acquisition already well in the six-figure range (Mobilink paid almost 140000 per customer when it purchased Voice Stream, and Ufone paid nearly 13,0000 for each Mannesmann customer)² , the cost of churn is staggering.

The growing challenge to the remaining fabric of telecom customer loyalty is pre-paid mobile and Sims. Projections show pre-paid mobile and Sims accounting for 50-80 percent of the global telecom customer base by 2009. If this prediction holds true, customers will become price shoppers, flitting from deal to deal when the time comes to recharge their pre-paid units.

Pakistani Companies
Companies in Pakistan are beginning to recognize the strategic importance of curbing customer churn. As a result, some of the leading companies are implementing interesting and new ways of getting Customer Feedback to get some data on customer experiences. While this discussion should generally be a market research conducted over hundreds of companies, Lets analyze two approaches.

Ufone’s Approach to Customer Feedback
You walk into their store to pay the bill or get something done — that transaction is entered into their POS / CRM / Billing / ERP system.

One day later Ufone sends you an SMS hoping your experience was well, and asking a simple question: “Was your experience satisfactory? Send reply ‘yes’ or ‘no’ “.

Simple and to the point:
Ufone Analysis


UFone’s approach is good in that it is a dead-simple feedback form — a Yes / No vote is easy enough that people might reply, and is also enough to form a very simplistic model of using that feedback to improve operations.

The costs of this approach, however, is that Ufone will not know why people are not satisfied, and for this they will have to work closely with the Line or Business Centre managers as well as sort through reports of customer service staff. Even then, they will skew data — in today’s customer experience world, skewed data can be hazardous to a company’s health.

The other major issue with UFone’s approach is that it is an
interruption based approach. If I get an SMS at an odd time, I wouldn’t care if the SMS says “thank you for visiting our store”, it interrupted me and hence has a chance to put me off.

Mobilink

An ORASCOM TELECOM Company

In collaboration of other departments of Mobilink developed Predictive Churn Model

Predictive Churn Model: Designed a model to target the customers who are most likely to Churn. The purpose of this project was to design retention programme & offer incentives to remain active on network.
In this way, Mobilink is trying to convert Prepaid customers into post-paid costumers by offering business post pay packages to its customers and by charging only 30 paisa/ call to the members of the group.
Customer churn Formula

We define our churn as the total number of subscribers who cancel (whether involuntarily due to non-payment or voluntarily, at such subscriber’s request) from our service during the period, expressed as a percentage of the average number of our subscribers during that period.


Example...


We have 60 cancellations. We average 5000 total customers during the month. 60/5000 x 100% = churn

you can do this for yearly too.

Churn rate is subjective, as there are a few ways to calculate due to the various factors other companies through in.

