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Overview

Acquiring customers is difficult enough, but preventing the most valuable
ones from leaving is what really keeps marketing executives up at night.
Managing – and maximizing – the “lifetime value” of customers has emerged
as the primary challenge of telecommunications providers, media companies,
and similar subscription-based businesses.

As these industries mature, executives realize that they can no longer rely
solely on customer acquisition to drive growth. Instead, they need to think
more broadly about managing the entire customer lifecycle – from when a
potential customer first considers signing up for a service to when he or she
leaves (and, occasionally, comes back).  The customer’s value over this lifetime
is driven by a number of discrete factors, all of which have a quantifiable
effect on revenue and cost.

However, the true economics of these drivers, and the interplay among them,
remain opaque to many executives.  A marketing manager may launch an
aggressive acquisition program, for instance, without a clear understanding of
the downstream costs to serve these new customers, or the bad debt they will
leave behind.  As a result, traditional programs to boost revenues or lower
costs are often unsustainable. 

Our research into the economics of the customer lifecycle, particularly in the
U.S. wireless sector, clearly indicates the need for companies to take a more
scientific approach to managing customers.  Companies adopting this
emerging discipline, known as customer lifecycle management, or CLM, need
to incorporate five basic principles into their marketing approach:  

Look beyond typical market research to segment customers

Quantify the lifetime value of each customer

“De-average” customer segments and offers

Avoid “big bang” IT investments

Pay special attention to organization and metrics

Implementing a more CLM-savvy approach has clear benefits.  Companies
we have worked with have shown EBITDA1 improvements of 3 to 5 percent
over the first 12 months of a CLM program, with gains of 20 to 25 percent
by the end of the second year.
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Billing problems.  Misrepresentation by sales agents.
Poor customer service.  These and other repeat
transgressions have made wireless phone carriers the most
frequent target of customers who complain to the Better
Business Bureau.  Given the scope of these criticisms, it’s
easy to see why the burning growth issue for the wireless
industry – indeed, for any maturing subscription-based
sector – is not acquiring new customers, but keeping
them on board, and happy.

A subscriber-based business has multiple “touch points” with
customers, each of which presents opportunities to create – or
destroy – value.  Exhibit 1 illustrates the main drivers of customer
lifetime value, along with their associated costs and revenues. 

Subscriber-based businesses tend to develop programs around one
or two of these drivers, to spur acquisition, perhaps, or to reduce
churn.  But the piecemeal nature of these efforts often leads to
unsustainable gains or, worse, activities that destroy value instead of
increasing it.  The traditional marketing practices that executives
rely on to guide their marketing decisions do not provide
dependable insights into the economics of the individual value
drivers or the interplay among them. Furthermore, the data required
to better understand what offers to make to specific customers is
extremely difficult to obtain and even harder for most companies to
act upon.  Heavy investments have not helped because CRM
solutions alone often fail to address two fundamental challenges: a
poor understanding of customer economics and an organizational
approach that relies on overly broad customer segmentations.

To help CEOs and marketing executives take on this challenge more
effectively, we surveyed more than 3,000 customers of the top seven
U.S. wireless carriers, collected data from their bills, and calculated
an estimate of the customers’ overall lifetime value, enabling us to
benchmark results across the carriers.  Separately, we collaborated
with the Council of Better Business Bureaus to analyze 20,000

2



complaints about wireless service to probe the deep-rooted causes of
customer dissatisfaction and their impact on various value drivers.
Although this research is specific to the wireless telecom industry,
we believe it has implications for any subscriber-based service.

Finding the Gaps – and the Opportunities

Our findings show several gaps between wireless companies’
perceptions of their customer base and the hidden opportunities that
lie within.  For example, wireless carriers have aggressively
promoted “family plans” that give discounted rates for households
with multiple cell phones.  But our research shows a high prevalence
of households with multiple carriers – some with three or more –
which suggests that family plans remain a tremendous untapped
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Exhibit 1:  Customer Value Drivers
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source of value (Exhibit 2).  A company that redoubles its efforts to
convert multiple-product households to a single plan could
potentially reap millions of additional revenues annually.  In
wireless, this can translate into $150 million a year, and conceivably
much more.

A second example involves the cost to serve customers.  Examining
wireless customers’ preferences for transacting business unearths
some interesting insights (Exhibit 3).  A surprising percentage, for
instance, go to a store to pay their bills (7 percent of respondents)
or report service problems (8 percent); conducting these transactions
in person drives up the costs of serving these customers and may
reduce companies’ abilities to enforce policies for treating customers
who make certain requests.  A company needs to think about

Exhibit 2:  Lifetime Value Analysis Unearths  
                 Hidden Opportunities  
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uncovering its customers’ preferences and migrating lower-value
customers to less expensive channels, such as paying bills by mail or
on-line, while devoting more resources to the preferences of higher-
value customers. 

Marketing managers also require a better understanding of how
customer dissatisfaction drives up costs.  Among wireless carriers,
billing problems and service interruptions are common and,
surprisingly, carriers’ responses to these complaints often compound
the issues instead of resolving them.  Our analysis with the Better
Business Bureau showed that each customer complaint contained an
average of 3.5 offenses – with one topping out at 13 – including
such objectionable carrier responses as an inability to quickly rectify

McKinsey on Marketing 5

Exhibit 3:  Uncovering Costs to Serve  
Preferred channel by wireless customer activity
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a problem, disconnections during a service call, or escalating fees
resulting directly from the problem. 

These patterns of misbehavior lead to increasingly dissatisfied
customers, who in turn increase costs not just by making more calls
to customer service, but by becoming less loyal as well.  Unhappy
customers are more likely to churn, and when they do, they are
likely to take other customers – friends, family, and associates –
with them. 

These examples demonstrate how a detailed analysis of the
customer base can expose important insights into customers’
economics.  In general, our research unearthed three key learnings
about customer lifetime value: 

Companies’ intuitions about the relative size and importance 
of value drivers are flawed. Because of their misperceptions, 
companies make sub-optimal trade-offs regarding resources 
and customer treatment.  Segment-level data may lead a
company to target a retention program to all customers in that
segment, for example, when a targeted campaign to up-sell
“family plans” to a subset of that segment would create far
more value. 

Individual customer behavior and preferences lead to 
different economics. Relying on traditional marketing 
segmentations based on demographics or attitudes may be 
useful for an acquisition campaign, but it is ineffective for 
examining a value driver such as cost to serve, which 
requires tailoring the services provided to customers to reflect
actual differences, for example, in customer usage patterns. 

Companies cannot effectively determine customer lifetime 
value unless they make a concerted effort to break it down 
to an individual customer level. Doing so is vital to 
understanding the most profitable customers – by revenue, 
churn propensity, cost to serve, and other factors – as well as 
the ones that destroy the most value.
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Five Practical Steps

How can marketing executives develop a more customer-centric
view of their business?  Successful companies have adopted a
rigorous approach to quantifying customer value, evaluating
potential moves, and taking the concrete steps that lead to
sustainable improvement.  A more holistic customer lifecycle
management (CLM) program requires a company to develop deeper
insights into how to manipulate key value drivers, and then use
those insights to prioritize its moves based not on improving
subscriber growth, but on maximizing customer lifetime value. 

CLM provides a framework for understanding the true value of
customer satisfaction as it affects buying behavior, migration, and
loyalty.  Lowering the frustration levels that lead to the types of
complaints we analyzed with the Better Business Bureau can have
a significant impact on customer lifetime value.

Where to begin?  We see five basic principles that companies should
adopt. 

1. Look beyond typical market research. Companies cannot afford
to keep using traditional demographic or attitudinal segmentations
to make decisions about differential treatment of existing customers.
It is not enough, for example, for an organization to target the
“youth segment,” because this group encompasses customers with a
wide range of usage and spend patterns – and its members may not
be accurately identifiable in the first place. 

Instead, companies must create “micro-segments” that provide a
closer view of customer types and vary by value driver.  These
micro-segments can be developed incrementally, using customer
information data that very likely already exists on various databases
throughout the organization.  Getting this data into a single data
mart is the first step; from there, it can be groomed, updated, and
redeployed to all the key areas of customer contact, including call
centers, retail outlets, and the company’s Web site.  As more data is
gathered and updated, its usefulness grows.
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2. Quantify the lifetime value of each customer. As these micro-
segments are developed, a company can begin to determine value at
an individual customer level rather than by product or revenue.
This requires rigorous analytics, which will help executives make
decisions based less on intuition and more on facts.  Data for this
purpose can be drawn from a number of sources, including the
billing system and customer service records.  A company must
disaggregate cost and billing data and must resist the temptation to
average costs over the entire customer base – a practice that can
lead to profoundly mistaken conclusions about customer
profitability.  This level of analysis will help minimize the number of
decisions made that unwittingly increase costs instead of revenues.
For example, the marketing team may reconsider an acquisition
campaign if it learns that prior initiatives brought predominantly
unprofitable customers on board (Exhibit 4).

3. “De-average” customer relationships. A core tenet of CLM is
segmenting customers more effectively across the drivers of lifecycle
value.  For example, there is a wide variation in value attributed by
customers to product bundles. As bundles increase in popularity,
companies need to learn more about the customer-level economics
of the entire bundle, not just the individual products.  Bundles can
be a significant source of revenue growth – or a value destroyer if
mismanaged.

Although a bundle makes some customers “stickier,” for instance,
the discounting of individual products included in the bundle can
take a bite out of revenues.  In addition, for some customers, costs
increase along with the complexity of providing customer service
around a package of services, because they expect that a single call
will resolve an issue with any or all services in the bundle. 

Marketing executives, therefore, need to ensure that they are
targeting only those customers whose likelihood and economic
benefits of adopting bundles outweigh the marketing and other
costs of providing them.  These targeting decisions should be
revisited frequently and revised as necessary, as results come in and
the competitive environment changes.
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4. Avoid “big bang” IT investments. After proving the strategic case
for CLM, which helps to determine the type of data needed and
how it will be used, a company can begin adapting its IT systems to
support the new methods.  This may seem a daunting proposition
for any organization stung by previous IT projects that did not bear
the intended fruit.  But we believe, based on our research and work
with clients, that implementing CLM analysis and modeling
methods does not require expensive IT upgrades. Incremental
investments in existing systems – including CRM implementations –
should be sufficient for developing more detailed analyses, turning
them into actionable tasks, and deploying them to frontline
personnel.

Exhibit 4:  Customer Value Can Be a New Lens 
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As many companies have learned the hard way, IT should be a tool
to help execute on a strategic plan – it should not be the plan.  A
hefty investment in a sophisticated CRM solution won't pay
dividends if the underlying business processes are not in place to
properly analyze the data the software is gathering. 

More important – and more valuable – than a major IT overhaul is
the speed of the implementation.  It is critical to begin getting the
right data into the hands of the right people as quickly as possible,
even if it means manually gathering data into a spreadsheet file that
summarizes monthly usage patterns or other customer behavior.  As
“low tech” as this solution seems, it will help managers begin
painting a more comprehensive picture of customer value.  Over
time, the IT systems can be upgraded to automate field-tested,
value-maximizing processes. 

5. Pay special attention to organization and metrics.  A CLM
program is not a one-time event.  A successful transition to a more
customer-centric company requires ongoing adjustments to the
organization’s capabilities and processes and, more importantly, to
the mind-sets and behaviors of all personnel. 

Change begins at the top, with the CEO developing a case for
change that can be cascaded throughout the organization.  A
consistent, clear story – one that resonates equally with marketing,
finance, call centers, and frontline personnel – will foster the
understanding and conviction needed for the CLM approach to gain
traction. 

The change story must be reinforced through formal mechanisms.
New business processes, such as structured campaign design, must
be created to reflect the CLM transition.  Performance targets for
the marketing organization must be aligned to optimize value
creation, not subscriber growth.  Compensation programs for
marketing executives must be adjusted to metrics with aggregate
value creation in mind. 



McKinsey on Marketing

Existing personnel may not have the right talent and skills to execute
on such a broad-based change initiative.  Therefore, formal training
programs, supported by informal coaching and on-the-job
instruction, must be put in place to give marketing executives and
frontline personnel the skills they need to turn the marketing
organization into an analytic center of excellence.  Over time, the
organization's recruitment, hiring, and retention policies must evolve
to replace “shoot-from-the-hip” skills with analytical expertise. 

Finally, top executives and other key influencers within the
organization must act as role models for this new customer-centric
approach.  The messages communicated from top management will
be meaningless unless backed up by the positive public actions of
these influencers (e.g., by discussing with employees the positive
impact of new initiatives on customer lifetime value).  Their
performance will lend credibility to the program and help propagate
it throughout the organization.

***

Understanding true customer economics is the foundation for an
effective CLM transformation.  Defining opportunities across the
entire customer lifetime will help an organization prioritize the
moves it must make.  Targeting a few “quick wins” will create
momentum – and funding – for a broader rollout across the
organization. The result: a business ingrained with a differentiated
approach that is ready and able to ride a continuous cycle of
improvement. 

1EBITDA – earnings before interest, taxes, depreciation, and amortization

For additional information or copies,
please call (203) 977-6800 or e-mail
mckinsey_marketing_practice@mckinsey.com

11

– Adam Braff is an Associate Principal and William Passmore is a
Principal in McKinsey & Company’s Washington, D.C., office.
Michael Simpson and Ashley Williams are Associate Principals in
the firm’s Stamford and Atlanta offices, respectively.




