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RESUMO

O presente projeto-empresa visa estudar de que forma conseguimos melhorar a retencao
e o0 valor dos clientes em modelos de subscricdo. Este projeto foi realizado em
colaboracdo com a empresa 'The Bam and Boo', um servigo de subscrigcdo de escovas de
dentes de bambu. A marca portuguesa estd no mercado desde Junho, 2017 e atualmente

conta com mais de 22.000 subscritores ativos.

De forma a alcancar os resultados propostos neste projeto recorremos a dados
quantitativos, obtidos através da base de dados de clientes da empresa, e dados
qualitativos, recolhidos de uma sesséo com um grupo focal no qual os participantes
representavam o target da marca. Assim, foi-nos possivel detetar pontos criticos em
relacdo aos padrdes e comportamento dos consumidores, e os seus perfis de compra. As
questdes principais que pretendemos responder neste projeto sd&o — compreender o
momento em que os clientes desistem das suas subscri¢des, por que motivos o fazem e

de que forma a marca pode aumentar o valor e a retencéo dos seus clientes.

Apresentamos solu¢bes em areas como — comunicacao, gestdo e relacionamento com os
clientes, produto e estratégia da organizacao; com o fim de melhorar as taxas de retencao
e os resultados da empresa como um todo. Para isso, a empresa deve reconsiderar algumas
das suas politicas e oferecer um servico mais personalizado e diversificado aos seus
clientes, montar uma estratégia de email marketing mais forte, reconsiderar o seu
portfolio de produtos, e a forma de partilha dos seus valores e missdo com a sua

comunidade.

Palavras-Chave: Subscri¢des, Relacionamento com Clientes, Produtos “Verdes”,
Retencdo

JEL: M31; M130
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ABSTRACT

The present In-Company project aims to study how subscription-based business models
can improve their retention and customers lifetime value. This project was made in
collaboration with ‘The Bam and Boo’ Toothbrush, a Portuguese brand bamboo
toothbrushes subscription service that is in the market since June 2017 and currently

accounts with more than 22.000 active subscribers.

To achieve these project results we have used quantitative data from the company
database reports, and qualitative data collected on a focus group session with a group of
participants that resembles the brand’s target. From this data we were able to trigger some
critical stages of retention and consumption patterns, and valuable insights regarding
consumers behaviors and purchase profiles. Some of the critical questions that needed to
be answered were related to — understand the moment of customers churns, which are the
motives that led customers to make this action, and how is the company able to improve

its customers lifetime and value.

We present solutions on areas such as Communication, Customer Relationship
Management, Product, and Organizational Strategy, in order to improve the company
retention rates and overall results. For that the company should consider delivering a more
personalized service and content to its customers, run a stronger email marketing strategy,

rethink its portfolio, and share the company values and mission with its community.

Key Words: Subscription, Customer Relationship, Green Products, Retention

JEL: M31; M130
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EXECUTIVE SUMMARY

On this project we intend to answer to the following question - How to improve customer
Retention and Lifetime Value on Subscription-Based Models?. For this we have joined
“The Bam and Boo’ Toothbrush, a subscription service of bamboo toothbrushes that has
been in the market since June 2017. Together with the company we were able obtain
relevant data regarding — customers churns, motivations, and live time value. And we
have also run a focus group session in order to achieve more accurate recommendations,

based on relevant feedback from consumers viewpoints.

Subscription-bases models have been growing on its relevance and presence in consumers
daily routines, so we look to this business models as an opportunity for multiple brands
to enter on a new market of subscriptions. With a fresh perspective regarding customer-
centric strategies and a disruptive view with regard to ownership. These new business
models are metrics that become imperative to undertake when evaluating its strategies

and customers, as - Retention, Churn and Customer Live time Value.

On this in-company project we will start by doing an literature review on topics that will
be relevant to our final conclusions and recommendations for the company, our review
will approach the following topics - Subscription-based Model; Subscription Models for
Future generations, Shared Economy and Access-based products; Green Products and
Green Consumption; Customer Relationship Management and Customer Life Time
Value; Retention, Churn Rate and Acquisition Costs; Customer-centric Strategy; and

finally Story Telling as an Engagement Strategy.

With the data collected from the company database we will be able to understand the
main struggle points regarding retention, and also to learn about ‘The Bam and Boo’
customers purchase profiles. Later, we gather this information with the insights collected
on the focus group session and find out some similarities between consumers behavior,

where we will rely our final recommendations.

Taking into account that nowadays the company invests most of its budget on acquisition
we believe that the company has a few of opportunities to be worked on its retention, this

will be more valuable on its long term strategy.

vii
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Exposition of the context of the issue

Today, ‘The Bam and Boo’ which is a subscription-based model of bamboo toothbrushes,
accounts with more than 22.000 active customers and a monthly churn rate of 5,7% (May,
2019). The company invests most of its marketing budget on acquisition, trough social
media platforms campaigns, and so far does not have a clear strategy defined regarding

retention.

The acquisition strategy was essential to enter the market and achieve the results present
today. However, we believe that the company is entering on a new stage where retention
is mandatory to keep business growing. So, ‘The Bam and Boo’ should work with its
existing customers and community to achieve better results regarding retention. By
increasing its relationship with customers in a long term perspective, they could deliver

greater value, and enhance a superior Brand Equity.

Thus, with this project we aim to build a set of recommendations for the company to
undertake on this new stage, when retention becomes an essential indicator of the its

performance.

viii
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1. INTRODUCTION

‘“The Bam and Boo’ is a bamboo toothbrushes subscription brand. This project aims to
provide valuable insights and recommendations to the firms’ managers in order to achieve

better overall results.

The brand has been in the market since June 2017, and currently has more than 22.000
active subscribers. With 99% of its sales coming from European countries, the brand has
a strong strategy of acquisition in countries such as United Kingdom, Portugal, Ireland,
Italy, and Spain. ‘The Bam and Boo’ has a clear value proposition: bring a more
sustainable alternative to a product that every year, in Europe alone, throws more than a
billion of non-biodegradable plastic toothbrushes to landfills and oceans. To do this the
brand offers a subscription-based model to a generation that nowadays has a new

consumption profile, valuing products to be delivered easily and in a practical way.

Subscription-based models have been growing on today’s market. These models assume
that customers pay a periodically and recurring fee for access to a product or service
(MccCarthy et al. 2017). Previously products were traditionally owned, but nowadays we
see a consumption based on access (access-based). Customers pay a certain fee to have
access to a product or service during time, which lead us to a reinforcement of
relationships between the companies and its customers (Gruen, 2017). Looking to Netflix
and Spotify, we may verify how these subscription-based models have been growing over
the past years, from 59 and 18 million active and payed subscriptions at the beginning of
2015 to 151 and 108 million at the end of 2019 second quarter, correspondingly (Statista,
2019a; Statista, 2019b).

On this project we intent to prepare a set of recommendations for ‘The Bam and Boo’
consider and improve its retention rates and decrease its churn rate, that on May 2019
accounted for 5,7% monthly churn. For this, we use data from two sources: (1) Secondary
Data retrieved from customers database records, from Jun 2018 to May 2019; and (2)
Primary Data from a focus group session with a sample of 7 participants representative

of the brands target.
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The research questions that guide this project are:

= What is the moment (i.e., stage) where customers end their subscriptions?
= What are the motivations for customers churn?
= What is the current Customers Lifetime Value, and what keeps customers with

the company?

From the data collected for the analysis, we understood that ‘The Bam and Boo’ has a
few opportunities to work on its retention strategy, considering that for now the firm

invests most of its budget in acquisitions.

There were clearly some fields to be worked and improved to achieve better retention
results. So, with the secondary data collected from the customers' cancellation report, it
was possible to understand that customers have more propensity to churn during the
beginning of their lifetime. This may be explained by multiple factors as we will see in

the secondary data — customer data base section.

There is also a moment when the brand accounts for a significant decrease in its churn,
on ‘The Bam and Boo’ this happens after customers third order. The moment when
customers become more valuable to the company on a long-term strategy. So, it is
mandatory for the company to keep working together with these customers on its overall

retention strategy.

From the focus group session, we gather valuable insights to develop a more accurate set
of recommendations. We understood how consumers value personalized services, user-
friendly processes, having updated services, customer service efficiency, and acquiring

relevant products in an easy manner through a subscription service.

With all these observations we were able to build a final set of recommendations that goes
through 4 main areas: (1) Communication, (2) Customer Relationship Management, (3)
Product, and (4) Organization Strategy. The main findings from this project are - to
improve relationships with the brand customers, increase the relevance from the brand to

its customers, build stronger brand equity, and enhance better retention results.

Therefore, the company could take into their strategy some of the recommendations we

provide on our recommendations and forms of implementation section.



HOW TO IMPROVE CUSTOMER RETENTION AND LIFETIME VALUE ON SUBSCRIPTION-BASED MODELS: IN
COMPANY PROJECT WITH ‘THE BAM AND BOO’ TOOTHBRUSH

To achieve these results, we will start introducing the main topics over analysis on the
Literature Review. With the aim to clarify the main research problem and identify
limitations within the literature. The literature review will be presented on chapter two
and approach the following subjects - Subscription-based Model; Subscription Models
for Future generations, Shared Economy and Access-based products; Green Products and
Green Consumption; Customer Relationship Management and Customer Life Time
Value; Retention, Churn Rate and Acquisition Costs; Customer-centric Strategy; and
finally Story Telling as an Engagement Strategy.

Subsequently, we will present the methodology in chapter three through an identification
of data sources and the appropriate research methods. There will be two data sources -
secondary with mainly quantitative data, and primary data that will provide us qualitative
data for the analysis that will followed on chapter 4. Before presenting this data, in the

same chapter, we will do an analysis and presentation on ‘The Bam and Boo’ brand.

Lastly, on chapter 5 we will present a set of recommendations for ‘The Bam and Boo’
consider on its future decisions. On Figure 1 we have an overview on how this project

will be presented.

Figure 1- Project Diagrama
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2. LITERATURE REVIEW

2.1 SUBSCRIPTION-BASED MODELS

The relevance and popularity of subscription-based businesses have been growing in
recent years. These business models assume that customers pay a periodically and
recurring fee for access to a product or service. Previously this model was dominated by
newspapers, magazines, and telecommunications companies, but subscription-based
models had made strong inroads into consumer software (eg. Microsoft Office 365), food
preparation (eg. Blue Apron), health and beauty products (eg. Dollar Shave Club), and a
large array of subscription-based software-as-a-service enterprises in the business-to-
business space as businesses aim to increase the predictability of their revenue streams
(McCarthy et al. 2017). The same authors account that on subscription-based business
models the primary source of future cash flows are customers. The company’s value will
reflect and incorporate investors’ beliefs regarding the future cash flows that the company
will be able to generate. Data as - customer churn, customer/subscriber acquisition costs,
average revenue per user, and customer lifetime value, become imperative to take under

analysis when evaluating subscription businesses.

When considering intangible goods, a subscription is an exchange of small payments to
have a full access to a product (Zhang and Seidmann, 2010). Popular researches define
subscription as an agreement between two entities (customers and firms) to have a
recurring purchase of a physical product or service (Baxter, 2015), more often authors are
concerned with the managerial dimension of subscriptions (Baxter, 2015; Janzer, 2015;
Randall et al. 2016; Warrillow, 2015).

Subscriptions is a way of differentiation for retailers that operate in a competitive market,
leveraged by the growth of the eCommerce. Most product subscription are based on
surprise subscriptions with hedonic motivations, while others have a convenience-based
(predefined). The risk perception has an important role when people subscribe to
products, thus customers want to minimize their risks (Bischof et al. 2017). On Bischof
study it is concluded that consumers prefer predefined subscriptions in shorter intervals

than surprise subscriptions.
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Rudolph et al. 2017, defines three types of subscription models in retailing, which fulfill
different customer needs. Predefined subscription help customers to overcome daily tasks
that they do not want to take care, as restoking purchases. Surprise subscriptions allows
customers to explore a new category of products and enable them to try different products
and categories of high involvement. Curated subscriptions which combines curiosity and
convenience, is a convenience-oriented surprise based on consumer preferences and adds

an extra value for consumers and simplifies decision-making processes.

There are some studies which search for the how open customers are to subscriptions in
retailing, based on their utilitarian and hedonic demographics (Woo and Ramkumar,
2018). To understand how benefits may increase the appeal of subscriptions, researches
where elaborated in order to explain how utilitarian and hedonic motivations, and the
consumption traits may impact customers attitude towards an offering (Ramkumar and
Woo, 2018).

2.1.1 SuUBSCRIPTION MODELS FOR FUTURE GENERATIONS — SHARED ECONOMY

AND ACCESS-BASED PRODUCTS

A shift in customer needs developed this new concept known as shared economy, where
the traditional B2B2C salesforce sector has been replaced by micro-entrepreneurs and

service providers (Kumar et al. 2018).

This concept has disrupted different industries as taxis or hotels that were already well
established. Bringing a new revival with more convenient and low-cost services without
demanding customers to be the owners of what they are using (Eckhardt and Bardhi,
2015). PWC on 2015 estimated that sharing economy worth $335 billion (PwC, 2015).
This business model has been adopted across companies such as Uber with ridesharing,
Airbnb with accommodation, Machinerylink with farming equipment, etc. (Thomas,
2017)

On academic literature we find different definitions regarding the concept and model of
sharing economy. Belk, 2007 states that it is the act and process of distributing what
belong to us to others for their own use, and de reverse. Sharing economy is also called

as ‘collaborative economy’ or ‘collaborative consumption’, defined as a socio-economic
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model, based on shared usage of commodities that some users need, and others do not.
Also, it is a system where companies encounter the waste and unused resources due to
unequal distribution. So, by reducing cost of access to each product or service companies
would achieve more efficient operations (Botsman and Rogers, 2011). The same authors
feel that this collaborative consumption is the reverse of the past trend of hyper

consumption, led by waste of resources.

Yet, some authors define shared economy as a transfer of ownership trough the demand,
giving access to new users to enter. Described as an access economy where the sharing
aspect is something secondary and companies work as mediators (Sundararajan, 2016;
Eckhardt and Bardhi, 2015). Belk, 2014 added that collaborative consumption happens
when people coordinate acquisition and distribution of resources for a monetary or non-
monetary compensation. Firms and individuals can monitor their underutilized assets
though a short-term rental, focusing on the business and the economic incentive instead
of the collaborative lifestyle (Kumar et al. 2018). The same authors identified the main
differences between the conventional two-side marked and shared economy as we see on
Table 1.

Table 1 — Comparison of the conventional two-sided markets and the sharing economy 69, 147

Table 1
Comparison of the conventional two-sided markets and the sharing economy.

Conventional two-sided market (e.g., eBay with suppliers above and customers Sharing economy (e.g., Uber with service providers above and customers below the value

below the value chain) chain)

Product-focused Service-focused

Revenues generated through sales Revenues generated through short-term rental

Heterogeneity of products under one firm Homogeneity of services under one service enabler
(e.g. variety of products in eBay) (e.g. service of reliable transportation in Uber)

No face-to-face interaction with the customer needed Face-to-face interaction with customer plays a major role

Service quality is secondary Service quality is essential

Marketing initiatives of the focal product toward customers can be executed Marketing initiatives of the focal service toward customers cannot be executed through
through suppliers service providers
(e.g. promoted listings)

Suppliers have low risks associated with their involvement or assets due to transfer Service providers have high risks associated with their involvement or assets due to personal
of ownership nature of the transaction

Source: A strategic framework for a profitable business model in the sharing Economy Industrial
Marketing Management 160

Similarly, subscription-based models emerged as an up-and-coming event in retail
industry enabling shoppers to automatically receive their recurring deliveries of goods
(Bischof et al. 2017).

McKinsey management consulting firm released a study where accounts that consumer

goods subscriptions had annual market growth of over 100%, for consumer goods
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subscriptions which have already reached 15% of e-commerce shoppers and collectively
generated revenues of nearly $2.6B in 2016 (Chen et al. 2018). Actually, 57 consumer
goods subscriptions alone have recently account for a total of $1.4 billion venture capital
funding’s in 2016 (CB Insights, 2016). More, subscription providers are trying to enter
in multiple categories such as food and beverage, beauty and fashion, and home and
living, this was evidenced by the appearance of more than 2.700 subscription box
offerings that are currently advertised on CrateJoy, a marketplace for subscriptions
(Cratejoy, 2018). All these recent examples illustrate how attractive consumer goods
subscriptions are to generate high customer lifetime value on retail industry (Bischof et
al. 2017).

In recent years consumers have been moving from ownership to access-based
consumption. Yet, claims of a ‘post-ownership economy’ (Belk, 2014b) or ‘age of access’
(Rifkin, 2000) have assume a contrarily position to full ownership (exclusive or total
rights to goods) and access-based (limited or temporary use of goods) models of
consumption, had fragmented ownership configurations and the significance of

possession (Watkins et al. 2016).

Digital virtual goods have been remarkable on the movement to access-based
consumption, by liberating consumers from ownership (Bardhi, et al. 2012; Belk, 2013,
2014b; Rifkin, 2000, 2014) and support the communal sharing of goods and services
(Belk, 2010, 2013, 2014b; Giesler, 2006) and short-term use (Bardhi and Eckhardt, 2012).
Access-based products are seen as flexible goods to fulfil consumers’ situational, identity

or functional needs without having to be owned by them (Bardhi et al. 2012).

Nowadays, it has been noticed an emergence for access-based digital models. With
Netflix reaching 44 million of subscribers in January 2014 (Garrahan, 2014), and Spotify
doubling the number of payed subscriptions to 10 million in just 18months before May
2014 (Cooks, 2014). According to Statista last reposts from 2019 on the second quarter
of 2019 Spotify reached 108 million premium subscribers worldwide, up from the 83
million that had on the same quarter of 2018. The number of payed subscribers has
increased dramatically in the latest years, rising from 52 to 108 million over the two last
years (Statista, 2019a). If we look on Netflix last reports, we confirm that this growth has
been also observed over the past years. In the second quarter of 2019, accounted with

over than 151 million paying streaming subscribers worldwide. While Netflix’s streaming



HOW TO IMPROVE CUSTOMER RETENTION AND LIFETIME VALUE ON SUBSCRIPTION-BASED MODELS: IN
COMPANY PROJECT WITH ‘THE BAM AND BOO’ TOOTHBRUSH

service has been recording an increase on its subscription customers number, the
company registered a decline on its DVD section. From 11.17 millions of subscribers
from the United States Netflix’s DVD rental service in 2011, to 2.73 million in 2018
(Statista, 2019b). See appendix 1 and 2.

2.2 GREEN PRODUCTS AND GREEN CONSUMPTION

The subject of Green Products was first introduced in 1992 by American Marketing
Association, to describe products that are safe to be used and environmentally friendly
(Ottman, 1992). These products come from manufacturing processes that search form
minimizing the exploitation of natural resources, minimize the use of toxic materials and
reduce the emission of waste or pollutants during the process (Haws et al. 2014; Lin and
Chang, 2012).

Organizations have been challenged and stakeholders need to take attention to the
ecological phenomena, considering - pollution, climate change, food security, drought

and the choice of resources for a continued growth (Coombs, 2010).

In 1994 Polonsky defined this industrial practice with an ecological meaning and called
it as Green Marketing. The moment when marketers started to concern about green
products, based on customers’ expectations - find environmentally friendly alternatives

from companies (Polonsky, 1994).

Consumer behavior towards ecofriendly and green products is determined by their
thoughts about the environmental and individual consequences of each production
processes (Ramayah et al. 2010). The concern for having environmentally friendly
behaviors has also changed and established a new relationship on customers attitudes

towards purchasing decisions (Gurtoo and Antony, 2007).

So, ecological concerns should be addressed by companies at a practical and localized
level, searching for more sustainable outcomes. New product development processes
might be a good mechanism to offer this ecologic conscious output. Together with
ecological marketing, also known as environmental or green marketing, marketing

processes should focus on credentials which offer a superior ecological performance and
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benefit to new products and services development (Peattie, 1992; Pickett-Baker and
Ozaki, 2008).

Usually eco-friendly products have higher prices than their traditional rivals, being this
cost one of the critical deterrents of opting to eco alternatives (Dale, 2008; Mintel, 2009).
Environmentally friendly products are many times perceived to be less efficient than
regular products (Luchs et al. 2010). Comparing to regular products, green products have
prices between 20 to 25% price premium than the regular products. They tend to be made
of nontoxic materials, being biodegradable, and have a recycled packaging, these are
some of the reasons that justify the price premium that customers are paying (Lin and
Chang, 2012). However not all customers are willing to support this cost to buy more

ethical or eco-friendly products (Mintel, 2010).

2.3 CUSTOMER RELATIONSHIP MANAGEMENT AND CUSTOMER LIFETIME

VALUE

Companies are moving from transaction - oriented/product-centric strategies, to
relationship - oriented/customer-centric marketing strategies. With their emphasis on
customer acquisition, retention, and development. Customer Relationship Management
(CRM) approach intends to understand and influence customer behaviors in order to
improve acquisition, retention, loyalty and profitability (Swift, 2001). In the 90s customer
lifetime value (CLV) has expand its relevance and was defined as “the present value of

the future cash flows attributed to the customer relationship” (Pfeifer et al. 2005).

Customer Relationship Management had his first roots in the 80’s where for the first time
was studied the relationship between sellers and buyers instead of just a transactional
operation by marketing teams (Dwyer et al. 1987). Later some authors begin to focus
their studies on the advantages that can be generated from loyal and long-term customer
relationships, which lead to higher profits (Reichheld and Sasser, 1990).

More recently, CRM was defined into two categories — a Relationship and Operational
strategy. As a relationship strategy, which enables firms to use customer databases and
companies’ analytical tools to find and create new opportunities (eg. cross-selling or

create new products for existing customers) (Richards and Jones, 2008). This is a
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comprehensive relationship strategy and process to acquire, retain and manage
relationships with valuable customers in order to create greater value to the customer and
the firm (Parvatiyar and Sheth, 2001). Some authors reinforce that customer acquisition
and retention strategies allow companies to optimize their Customer Equity (Blattberg et
al. 2001b; Rust et al. 2000). On this strategic perspective CRM is considered as an asset
to firms, built over intangible factors as trust and reputation. For firms this is a
competitive advantage, since it is almost impossible to replicated and hard to measure as
it is an external asset, available to the firm and not owned by the firm (Srivastava et al.
2001).

CRM is also defined as an operational strategy, allowing companies to collect current
data fast to identify their valuable customers. Firms will increase their customers loyalty
by offering customized services and products during time (Rigby et al. 2002). This
operational view helps firms on daily interactions between customers and companies

(Bruggen and Wierenga, 2005).

CLV plays a decisive role on CRM framework, enabling companies to evaluate their
customer portfolios and improving CRM results. With access to relevant information,
technologies and applications, CLV helps firms to discover key customers and segments.
Understanding these valuable customers facilitates to develop long-term relationships
between the company and customers, co-creating value with customers which is the main
goal of CRM (Payne and Frow, 2005:168). CLV goals are aligned with CRM objectives,
deals with customers differently according to their lifetime value (Richards and Jones,
2008). The estimation of CLV is essential to manage marketing decisions (Blattberg and
Deighton, 1996) and to predict the value of each customer present on a firm’s database
(Malthouse and Blattberg, 2005; Venkatesan and Kumar, 2004). With this information
companies will decide their investments based on customer segments (Zeithaml et al.
2001). Several researchers state that CLV should be used to select customers and design
marketing strategies (e.g., Reinartz and Kumar, 2003; Venkatesan and Kumar, 2004; Kim
et al. 2006). This selection would generate higher profits than selecting customers based
on their socio-demographics (Reinartz and Kumar, 2003; Venkatesan and Kumar, 2004).
Managers should be able to work aside as CRM strategies in order to identify business

opportunities and enhance customer value, at the same time as they try to reduce costs

10
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achieving a sustainable competitive advantage. Resulting on a greater profitability at

short and long-term (Bohling et al. 2006).

Customer Lifetime Value was firstly defined as the present value of the expected profit
flow in each timeline of transactions with a customer (Kotler, 1974). Recently CLV was
defined as the present value of a customer future cash flows (Pfeifer et al. 2005). Berger
and Nasr, 1998, define as the sum of the discounted cash flows form an individual or a
segment of customers, generated during customers relationship with a company. Being
the CLV the net present value of all benefits that a certain customer generates during his
fife time, after he has been acquired and deduced the incremental costs - as marketing,

production, service and selling (Blattberg et al. 2008; Dywer, 1997).

CLV frameworks should measure how a change in a customer behavior may influence
this customer’s future profits, and as consequence the firm’s profitability. So, measures
as customer retention or average purchase should be taken into consideration when
predicting CLV (Zhang et al. 2010).

Gupta and Lehmann (2008) asked: “Why do we need CLV in addition to profits, cash
flow and other traditional financial metrics?”” and explained that CLV provides better
insights regarding financial metrics. The advantages of using these frameworks are: (1)
CLV provides a diagnosis regarding a business health; (2) gives access to customer
individual profitability; (3) when traditional financial data, as discounted cash flows or
price-earnings ratio fails for having negative values, CLV still works to value the firm;
(4) uses a structured approach to forecast future cashflows, it is not focused on past

measures, as annual growth from past years or annual average compound.

Customer relationship management strategies highlights the development and
maintenance of long-term relationships and exchanges (Morgan and Hunt, 1994). Since
long-term relationships are more profitable than short-term, it results in an efficient

exchange between the customer and the company (Reichheld and Sasser, 1990).

This paradigm is based on one assumption - satisfied customers turn into a sustainable
competitive advantage for the company, creating a link between the two sides - customer
and organization. Therefore, if organizations analyze the historical records of their

interactions with customers, companies will obtain a valuable information regarding

11
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customers behaviors, understanding and anticipating their needs. Which will impact

directly on business performance (Swinnen & VanHoof, 2013).

Customer-centric paradigm has been documented as one of the leading rules to develop
an effective marketing strategy. With resource to new technologies and customer
relationship management strategies, firms have now available a large amount of customer
and transactional data. CLV emerged as an effective metric for CRM strategies that are
developed from CLV modeling, which have led to positive financial gains in business-
to-business (B2B) and business-to-consumer (B2C) strategies. CLV is highly dependent
on data collected from customers behaviors and transactions, and it has been implemented
in relationship-marketing as one of the most important setting (Sunder et al. 2016). This
metric allows firms to nurture customer profitability. When firms adopt a CLV-based
approach, they can make consistent decisions over time about - which customers they
should and should not prospect to acquire and retain, and the level of resources to spend

in each customer segments (Kumar, 2018).

CLYV refers to the economic value that customer relationship has to the firm, is the present
value of future profits generated from a customer over his or her lifetime with the firm
(Gupta and Lehmann 2005; Venkatesan and Kumar 2004). On today’s market, companies
realized that their most valuable asset is their customer data base (Berger et al. 2002;
Blattberg et al. 2001a; Gupta and Lehmann, 2003). Even the financial community started

to include some customer metrics in financial reports (Persson and Ryals, 2010).

The Financial performance of a company is highly related with understanding who are
the key customers. In today’s competitive world, losing a key customer will have a
significant impact on a company cash inflow (Cermak, 2015). The same author concludes
on his study that the rentability of customers have a significant variation, and the most
profitable group of customers which accounted for 20% generated only 104% of the
company’s profits. Also, concluded that “one-off” customers were more reliable payers

than “regular” customers and more profitable for the company.

12



HOW TO IMPROVE CUSTOMER RETENTION AND LIFETIME VALUE ON SUBSCRIPTION-BASED MODELS: IN
COMPANY PROJECT WITH ‘THE BAM AND BOO’ TOOTHBRUSH

2.4 RETENTION, CHURN RATE AND ACQUISITION COSTS

Retention remains a key construct for service providers, since it is essential for
determining the value of existing and future subscriptions and to make resource allocation
decisions (Schweidel et al. 2008).

If firms improve 1% in retention, margin or acquisition costs, this could lead to 5%
increase on firm’s value. Also 1% improvement on retention rate, can generate five times
greater impact on a firm’s value instead of a 1% change in cost of capital or discount rate
(Gupta et al. 2004).

Predicting the churn rate of a specific customer gives the opportunity to change his
behavior and decision to leave. Acquisition costs to gain a new customer are 6 to 7 times
more expensive than retaining an existing one. Businesses try to identify potential users
with tendencies to churn. Which allows them to perform a series of actions in order to
retain their valuable customers (Berger and Kompan, 2019). Churn prediction is essential
to rule churn management programs. If companies can predict churn before customers
leave, managers and marketers will be able to manage and develop strategies to target
these risky customers (Blattberg et al. 2008; Neslin et al. 2006).

Churn-prone industries usually need to maintain CRM databases that are rich in
knowledge and customers patterns that may be used for acquiring customer information
for a better decision-making practice (Amin et al. 2016). Managers should be able to
nurture and maintain their customers in order to keep their company position in the market
(Doorn et al. 2010).

Targeting customers with a high tendency to churn enables companies to center their
efforts on those who have risk of churning, saving them to make a higher investment on
all customers including the ones who have stayed loyal (Neslin et al. 2006). Companies
should be able to identify these customers and persuade them to stay in the company
(Coussement and Van den Poel, 2008).

All these reasons, made companies change their focus from acquisition to retention,

adopting a ‘retention economic’ perspective of businesses (Ballings and Van den Poel,

2012).
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Customer retention indicates if a customer remains using the same service or buying the
same brand over time, it is not an exact metric or measurement, it is mostly a theoretical
construct (Gerpott et al. 2001). Several previous studies use loyalty and satisfaction as

the main predictors of customer retention (Eshghi et al. 2007).

Satisfaction has become an important focus of corporate strategies; a higher customer
satisfaction leads to a better performance. Thus, many companies have implemented

programs for measuring and improving customer satisfaction (Homburg et al. 2005).

Studies identify that higher levels of satisfaction lead to greater customer loyalty, and
consequently to a positive impact in a company’s profitability (e.g., Anderson and
Sullivan 1993; Bearden and Teel 1983; Bolton and Drew 1991a, b; Fornell 1992;
LaBarbera and Mazursky 1983; Oliver 1980; Oliver and Swan 1989a, b). Also, other
studies indicate that satisfied customers can increase profitability by providing new
referrals and reviews through positive word-of-mouth (Mooradian and Oliver 1997).
Customer satisfaction is also conceptualized as an emotional response to product/service

experiences (Han and Back, 2007)

However, Hunt (1977) states that satisfaction is not the pleasure or feeling generated from
consumption experiences, but the evaluation/judgment if the service/product experiences
were as good as it was expected to be. More, Han et al. (2009) and Havlena and Holbrook
(1986) say that emotions and satisfaction are affective responses to a service/product
usage. And Han et al. (2009) and Oliver (1980, 1997) add that satisfaction is an over-all

judgment process between expectations and experiences.

A shift in emphasis from satisfaction to loyalty became a worthwhile change in strategy
for most firms. Businesses understood the profitable impact of having a loyal customer
base, as demonstrated by the figures provided by the associates of Bain & Company
(Oliver, 1999). So, in a competitive business environment with every growing customer
expectation, firms have become more interested in retaining their most profitable
customers by understanding their behaviors and decision-making processes (Anderson
and Srinivasan, 2003; Han et al. 2009; Ladhari et al. 2007).

Loyalty is a repeat purchasing frequency or relative volume of same brand purchasing
(Tellis, 1988). Loyal customers were those who rebought a brand and considered only

that brand (Newman and Werbel, 1973). But satisfaction does not transform into loyalty
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as much as it has personal determination and social support on this loyalty process
(Oliver, 1999).

Thus, many studies show how satisfaction affects customer retention. Satisfaction is
usually a significant determinant for companies to have a positive word-of-mouth,
recurrent sales, and customer loyalty (Bolton, 1998, Bolton et al. 2000). Satisfied
customers buy more and return to purchase again, also they tend to talk to other people
about their experiences (Fornell et al.1996). This leads to a stronger competitive position,

higher market share and profit (Fornell 1992).

2.5 CUSTOMER-CENTRIC STRATEGY

The primary purpose of customer-centric approaches is to collect, compile and make the
best use of customer information to better manage customer value and firm profitability
(Aksoy et al. 2008). Customer centric strategies, which came from Customer
Relationship Management (CRM) have become one of the major trends in relationship
marketing. This customer-centric approaches allow companies to collect relevant
information when interacting with customers, which leads to improved effectiveness in

customer management and results, increasing firm’s profitability (Kincaid, 2003).

Keiningham et al. (2005) identifies five main objectives of adopting customer-centric
strategy based on CRM model. First, one of the main objectives of CRM is to lowering
customer acquisition costs and increasing customer retention, since customer retention is
much more cost effective compared to customer acquisition. Rust et al. (1995)
conceptualizes that customer retention has the potential to lead and increase revenues and
market share, which will turn into profits. Secondly, CRM wants to increase customer
satisfaction, hence customer loyalty. Studies identify a positive impact of customer
satisfaction on behavioral loyalty measures such as average revenue per customer (Braun
and Scope, 2003; Keiningham et al. 2003; Perkins-Munn et al. 2005), purchase intention
(Mittal et al. 1999; Oliver and DeSarbo, 1988), customer retention (Anderson and
Sullivan, 1993; Bolton, 1998; Ittner and Larker, 1996; Mittal and Kamakura, 2001), and
on firms’ financial performance (Anderson and Mittal, 2000; Rust and Zahorik, 1993).
The third objective is to identify the more and less valuable customers. Keiningham et al.

(2005) recognize that typically customers can be classified into 3 groups: profitable,
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break-even and costly customers. Researchers find that twenty percent of customers
generate between 150% and 300% of total profits, the middle 60-70% of customers are
just about break-even point, and 10-20% of all customers lose 50% to 200% of total
profits (Kaplan and Narayanan, 2001; Lingle, 1995). Fourthly CRM models want to find
up-sell and cross-sell opportunities, by analyzing consumer purchase patterns in terms of
sequence of product purchase and product purchase patterns companies can develop
customer value (Li et al. 2005). Finally, to reduce costs coming from low response rates
(Aksoy et al. 2008).

2.6 STORY TELLING AS AN ENGAGEMENT STRATEGY

Communication managers use stories to ensure that content is aligned with the
communication objectives and that the audience can understand the story meaning
(Harrison, 2011). In 1991 Boje, suggested that storytelling will work as an effective
public relations strategy to deliver communication able to engage and be relevant to all

company stakeholders.

Narrative persuasion comes up as an alternative to the traditional advertising engagement
tools. By transporting stories brands can reach consumers mentally and reduce their
impulse for contradict viewpoints, people are carried into the narrative and their
emotional responses are whip up to the story (Green and Brock, 2002). This transportation
affects story-receivers as cognitive and affective responses, attitudes, beliefs, and
intentions as a result of transposing consumers into a narrative world where their

perception of world origin changes (Gerrig, 1993; Green and Brock, 2002).

The narrative transportation effect has also the ability to last and increase over time,
which allows companies to generate higher returns on advertising investment. This
potential raised marketers’ interest on narrative content (Appel and Richter, 2007).
However, billions of dollars have been invested in these digital histories but only a few
brands have been able to generate meaningful contents to reach consumers interests (Holt,
2016, p. 42). Yet, insufficient understanding about how commercial stories work in
digital environments (Lambert, 2013) and the increase on consumers creativity to produce
their own stories. Make it difficult to engage customers and decreases companies

expected returns. (Arvidsson and Caliandro, 2015; Hughes, Bendoni et al. 2016).
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3. METHODOLOGY

For this in-company project we will use data from two sources: secondary data from the

company customers database, and primary data from a focus group session.

We will first do an analysis and presentation of ‘The Bam and Boo’, in order to understand
its overall strategy and mission. After, we will start by presenting the secondary data
obtained through the company data base and do an analysis on the data collected to
identify the most valuable findings. This data will be quantitative and will give us
valuable insights regarding customers behaviors and purchase profile, as customers

lifetime, average purchase or churn and retention rates.

Later, we will do an analysis on the focus group session that will provide us mainly
qualitative data. The session will produce a perception of consumers behaviors towards
subscription-based products and services, as well as a judgment regarding consumers
interests and attitudes. With the focus group session, we will understand the social reality
of individuals, groups and cultures and establish general laws of behavior across different

contexts.
The leading objectives are:

= Understand the moment of customers churn;
= Identify customers churn motives;

= Learn how does the company will be able to improve its retention.

With the analysis and the main findings obtained from the secondary and primary data,
we will be able to build a set of recommendations for the company enhance the proposed

objectives.
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4. COMPANY ANALYSIS

On the following section we will present the brand ‘The Bam and Boo’, and analyze the
data obtained from the two sources — Secondary Data from the company customers data

base, and Primary Data from a Focus Group session.

The idea is to first present the brand going through several points as — History, Mission,

Customers, Target, Market, Competitive Environment, Marketing and digital Strategy.

After, we will do an analysis on the cancelation reports obtained from the company data
base and a review regarding the focus group discussion that we perform with a sample of

7 participants.

With this data we will identify some weaknesses and improvement areas of how the
company could improve its retention and decrease its churn. As a proposal we will list a

set of recommendations for the company to undertake on its strategy.

4.1 BRAND PRESENTATION, THE BAM AND BOO

“The Bam and Boo’ is a Portuguese brand of eco-friendly bamboo toothbrushes based on
a subscription service, which offers convenience and an alternative to a regular plastic
toothbrush. Also, the brand has recently introduced some new complementary products
to its portfolio as - bamboo straws, bamboo fiber dental floss, cotton buds, toothbrushes

travel cases, and toothbrush stands - we can check the complete portfolio on Image 1.

The brand was created by the two friends and partners — Fernando Ribeiro and Nuno
Catarino. Both with experience on multinational companies from marketing and strategy
departments, they wanted to offer something new to a market that was undertake by the
big players of Fast-Moving Consumer Goods (FMCG) industry. So, they started to think
about the market demands as well as the new generation needs and purchase profiles.
Convenience and sustainability were the keywords that come up to their mind, and so

there was just missing the product.
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‘The Bam and Boo’ came up from the following problem identification:

e Every year in Europe, more than one billion non-biodegradable plastic
toothbrushes are produced and thrown way

e Most people forget to change their toothbrush, dentist recommend changing our
toothbrush every 3 months

The brand is committed to deliver a product that would meet the problems identified
before, with the following mission statement — A convenient way to deliver an eco-

friendly bamboo toothbrush to your mailbox with the frequency you want.

Hence, ‘The Bam and Boo’ was born on July 2017 and currently sells in more than 80

countries, with more than 22.000 active customers worldwide.

Figure 2 - The Bam and Boo Portfolio

Bamboo Travel Case (8,90€)
/ Bamboo Fiber Dental Floss (5,90€)

Bamboo Straws (5,90€) K\

PEERE I i

O
% Cottonbuds (2,90€)

Adult Medium/Soft Bamboo Toothbrushes (4,99€)
Kids Soft Bamboo Toothbrushes (4,99€)

Source: The Bam and Boo Company

411 CUSTOMERS

Presently 80% of the company customers are females between 25 and 35 years old, who
the company define as — Everyday Consciousness Consumers. Defined by Kollmuss and
Ageyeman (2002, p. 240) as a sustainable or pro-environmental behavior with

consciously seeks in order to minimize the negative impact of one's actions.
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There is also some interest that define the company target - family, traveling,

sustainability, green consumption, convenience, mindfulness, yoga, and vegan diets.

Most of its customers are from European countries which accounts for 99% of sales.
If we do a target personification, we end up with the following description —

European working-class mom, with an average income, aware of sustainability
issues with a conscientious consumption behavior. With her age between 25 to 35
years old, she has healthy lifestyle, balanced diet with mostly vegan options. She
values efficiency, simplicity and time quality to spend her hobbies such as

travelling, family, reading, yoga, etc.

412 COMMUNICATION

‘The Bam and Boo’ was built under two fictional characters as we can see on the brands
logo (see Figure 2) — Bam the panda and Boo a 5-year-old girl. Bam is 26 years old and
is a protective and strong panda, he represents the wisdom and the respect for mother
nature. Being naturally introvert, he needs a little push from his best friend Boo to have
the energy and initiative to take a step forward. Boo with her brown eyes, represents an
innocent young sweetheart. She is less aware of the present environment concerns but has
all the energy to make a change and create a better world. Together they represent the
balance between an old and a new generation, with energy and knowledge to make our
world a better place. They want to bring a more sustainable alternative to a product that
every year, in Europe alone, throws more than a billion non-biodegradable plastic

toothbrushes to landfills and oceans.

Figure 3 - The Bam and Boo logo, with characters

S AM
=010,

TOOTHBRUSH

THE

www.thebamandboo.com

Source: The Bam and Boo Company
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They also believe that even the most basic things in life deserve to be rethought to be
more functional and greener. So, they choose bamboo as their main resource, since it is
the fastest growing plant in the world while requiring few resources to grow, it is
considered to be one of the most sustainable raw materials on the planet — the brand uses
Moso Bamboo, which is totally organic and wild. Also, it is naturally antibacterial,
making bamboo the best choice not only for the environment but also for oral health. The
bristles are the only part of the toothbrush that is not 100% eco-friendly- The fact is that
there is not an alternative in the market so far that guarantees ecology and the quality for
oral care. The nylon used is Nylon 6 (BPA free) which is the standard offer by the

traditional toothbrushes market.

The two characters are also used by the company on their communication strategy and
tone of voice. Bam and Boo are the two fictional characters under which the bran runs its
customer service and the handling teams. The packages are always written as if it were
Boo handwriting, as we can see on appendix 3, all the packages are personalized with the
name and a “thank you” note in the client’s language. On the other hand, we have bam
working on customer service and signing all the mailing sent to the company customers.

The idea is to create an environment as if the two were working together on their project.

4.1.3 MARKETING AND DIGITAL COMMUNICATION STRATEGY

Most of the marketing digital strategy (Table 2) is done through social media platforms,
which accounts for 65% of the marketing investment - Facebook and Instagram. There is
also a broader strategy with the resource of other tools such as: Search Engine
Optimization (SEO); Search Engine Marketing (SEM); Customer Relationship
Management (CRM); Content Marketing - Blog; Public Relationships - Influencers.

Table 2 - The Bam and Boo Digital Strategy and Platforms

CRM CONTENT PR
THE BAM AND BOO R E-MAIL MARKETING SEG & SEM MARKETING INFLUENCERS

DIGITAL upfluence

n o’ ~ ﬁ
STRATEGY f@] KLAYIYO a

Source: The Bam and Boo Company
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Each of these tools is being used with different purposes as follows:

= Social media the communication is made on two axes — Sustainability (Figure 3)
and Convenience (Figure 4).

= CRM - the brand uses the email marketing platform Klaviyo mainly with
acquisition purposes

= SEO and SEM — with a clear objective to seize the opportunity of being a trendy
topic (sustainable, eco-friendly, green consumption, etc.)

= Content creation with a Blog is helpful on the overall strategy providing
marketing content to be used on other platforms

= Influencers and PR strategy to helps the brand improving its target audience reach

and social engagement with the brand community.

Figure 4- Plastic-Free Adv

THE
PLASTIC FREE

Source: The Bam and Boo Company

Figure 5 - Change your toothbrush Quarterly Adv

ALWAYS FORGETING
TO CHANGE YOUR TOOTHBRUSH?

Source: The Bam and Boo Company
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4.1.4 MARKET
The market of bamboo toothbrushes is rather new to be accounted on his total value, so
the company opened its scope and considered the value of the Oral Care market. And
uses the outlook demonstrated on Figure 5.

According to this year report from Statista in Europe - “Revenue in the Oral Care segment
amounts to €10,211.2m in 2019. The market is expected to grow annually by 1.8% (CAGR
2019-2023) . In relation to the total population figures each person accounts for 12.04€

revenues generated in 2019.

Figure 6 - The Bam and Boo Market Scope

#4 Personal Care #2 Toothbrushes

Source: The Bam and Boo Company

414 COMPETITORS AND POSITIONING

The brand competitors can be divided into four categories: (1) bamboo toothbrushes with
subscription; (2) bamboo toothbrushes on offline market; (3) plastic toothbrushes on mass
market; (4) plastic toothbrushes with subscription. The biggest differentiating factors
from ‘The Bam and Boo’ are related with being a subscription service and offering an
eco-friendly bamboo toothbrush. With the subscription model it brings the advantage to
increase brand loyalty at a minimum effort and provides a greater value to customers as
they do not need to remember to change their toothbrushes as often as necessary. To
compete with traditional and plastic toothbrushes it is important to highlight the eco-

friendly aspect and the offering of a more sustainable alternative.
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We have combined these two elements to position the brand competitors on a positioning

map — Figure 6.
Figure 7 - Positioning Map, Competition Overview
ECO-FRIENDLY
@ Lo
. HYDRO B A M
georganics PH“_ 3
THE §
HUMBLE THE BAMBOD
CO. BRUSH SOCIETY
NO SUBSCRIPTION SUBSCRIPTION
BOKA
Jordan+ [@ES
OralB v
@) shyn @)
PLASTIC

Source: Own elaboration

‘The Bam and Boo’ was the first mover entering on a subscription market of bamboo
toothbrushes. As we see on Figure 6 quadrant (1) there are some players on the bamboo
subscriptions market, but none focus its strategy only on the subscription model. On
quadrant (2) we have strong competitors on the offline market and online bamboo
toothbrushes with Georganics, the brand looks to these players as strong competitors.
Mostly because their presence on the offline market, which represents a big threat to the
company subscription strategy. On the third quadrant (3) we have the big players on the
plastic toothbrushes mass market, they have the power to make big changes on the
toothbrushes by having strong route-to-market to make change happen. Finally, we have
some subscription of plastic toothbrushes on quadrant (4), represented mainly by brands
that are entering the market of electric toothbrushes. These brands face a good opportunity
on the subscription model, with removable heads toothbrushes, but are not competing on

the eco-friendly toothbrushes market even if they have less plastic than traditional ones.
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4.2 SECONDARY DATA — CUSTOMER DATA BASE

The data used was extracted from ‘The Bam and Boo’ data base. The platform used by
the company is called Recharge, which is a recurring billing app built exclusively for
Shopify. Shopify is the ecommerce platform under which the company has built its online
store. This platform enables users (the company) to manage payments, marketing,

shipping and customer engagement tools, all integrated on the same app.

All the data used for this project was withdrawal from Recharge reports and used for this

analysis. No name or personal data will be used in order to respect customers privacy.

For this study, it has been considered all customers created between the 1st of June 2018
and 31st of May 2019. At the end of the period under analysis, ‘The Bam and Boo’ had
records of 19.251 active customers, where 99% were from European countries. The
company targeted market. Figure 7 illustrates the Topl0 countries where customers
reside. As shown in Figure 7, 24% of customers are from the United Kingdom, the biggest

market where the company is operating.

The company target is mainly female, although this cannot be verified on the data

extracted from the customers database.
Figure 8 - Active Costumes Countries

B United Kingdom

M Ireland
Portugal
Italy

M Spain

M France

B Germany

M Netherlands

M Belgium

B Switzerland

B Other (<350 customers)

Source: Own elaboration

During the period under analysis 23.562 new subscriptions were created, 15.431 of which
remained active at the end of May. So, the company had 8.131 customers that became

inactive. Which means that these customers canceled their subscriptions with the
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company. The number of new customers and inactive customers is well distributed
between each country and follow the pattern of customers nationality as shown on Figure
7.

In order to explore the behavior and patterns of these Inactive Customers, we exported a

report from firms’ customer data base — Inactive Customers Report.

On the data collected it was possible to understand the stage when customers leave and
the average expenditure by customer. As well as the feedback given by customers when

they cancel their subscription.

We identified that on average inactive customers spent 14,60€ during their lifetime on
the company. Table 3, illustrates the percentage of customers that cancel their
subscription after each order. 44% of inactive customers churn on their 1st subscription,
having just one first experience with the brand. This percentage decreases during time,
but 77% of inactive customers churn between their 1st and 3nd purchase. On average an
inactive customer keeps his subscription for 1,94 purchases, being three months the
average length of a subscription frequency. An inactive customer stays on average with

the company for 4,4 months, since a subscriptions frequency length is around 3,2 months.

Table 3 - Inactive customers churn stage

#PastOrders % Inactive cust.

2nd 33,36%

3rd 14,17%

4th 4,88%
0,80%
0,82%

Source: Own elaboration

After, we tried to understand and identify the main reasons why these customers churn
on their subscriptions. ‘The Bam and Boo’ has no loyalty period, so customers can end
their subscription at any time by - email, Facebook messenger or entering on their

personal account.

26



HOW TO IMPROVE CUSTOMER RETENTION AND LIFETIME VALUE ON SUBSCRIPTION-BASED MODELS: IN
COMPANY PROJECT WITH ‘THE BAM AND BOO’ TOOTHBRUSH

When customers cancel their subscription through their personal account, they are asked

to fill a short form and express the reason that makes them cancel their subscription.
There are ten predefined reasons on the form:

= Bristles are too HARD

= Bristles are too SOFT

= | already have more than | need

= | just want the initial order to get the promotion
= | no longer use this product

= | want a different product

= | want to try first before | subscribe

= This is too expensive

= This was created by accident

= QOther Reason

Subscriptions might also be canceled through the customer service team (email or
Facebook messenger). On these cases the reason for canceling will appear below as ‘No
Reason (by CS)’. This is relevant to understand how many cancellations were made via

customer service which account for 24% of the company churns (Table 4).

Another reason why customers become inactive are due to payment failures. Recharge
app makes five attempts to charge the customer, and after these attempts the customer
becomes automatically inactive. Usually these failures are due to insufficient funds on

the card or the card expiration date. This reason is classified as ‘Payment Method Failed’.

Figure 4, illustrates the percentage of cancelation reasons. From these numbers it is
possible to verify that 46% of cancelations are made by the customer service team (24%),
or due to payment failures (22%). The remain 54%, filled the form with the reason that
made them stop their subscription. We will focus the following analysis on the 54% of

customers that reported and gave feedback to the firm.
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Table 4 - Cancelation Form, %

% Inactive
Cancel Reason
Customers

Bristles are too HARD 2%
Bristles are too SOFT 2%
No Reason (by CS) 24%
| already have more than I need 9%

| just want the initial order to get the promotion 0%

I no longer use this product 5%
I want a different product 2%
I want to try first before | subscribe 5%
Payment Method Failed 22%
Other Reason 22%
This is too expensive 4%
This was created by accident 2%
Select a reason (No reply) 2%

Source: Own Elaboration

2% of customers who have canceled their subscriptions, state that the bristles from the
toothbrush are too Hard and the same percentage identified as too Soft. Now the band has
only two varieties of bristles Soft and Medium. Some costumers affirm that they stopped
using the product, around 5% identity ‘I no longer use this product’. This reason is
constant during customers lifetime and fluctuate between 3 and 7% on different stages
from the 1st order and the 8th order abandonment stage. Around 2% of customers wants
a different product than the one they ordered with the company. 9% explained that they
already had more products than needed, 60% of times this happens between the 2nd and

the 3rd order. Probably due to short frequency periods.

With respect to subscriptions there are also several customers that do not want to be
subscribed before trying the products. This represents 5% of the reasons why inactive
customers cancel their subscriptions. Also, this accounts for 16% of customers who churn
between the 1st and 2nd Order. There are also customers who do not noticed that ‘The Bam
and Boo’ was a subscription service, around 2% of inactive customers states that ‘This

was created by accident’.

Regarding the price, we get that 4% of customers who churn report that the product is too

expensive for them.
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22% of the customers under analysis choose that was ‘Other Reason’ what made them
quit from their subscription. And only 31,5% of these 22%, 563 customers, have
expressed their reason on the comments section. Taking these comments into a deeper
analysis, it was possible to recognize more 7 reasons why customers churn. The topics
where classified into different clusters with respect to the reasons written in the comments

by customers.

The main areas where customers feel that this product or service was not fulfilling their

expectations or needs were:

= Delivery issues

= Local Store (same or similar product available)
= Footprint Concerns (Related to shipping)

= Didn't liked the product

= Change on the Order

= Moving Away or Traveling

= Find an alternative product

These reasons where identified after reading all comments and clustering them into 7
main subjects, plus other reasons that did not have a significant value and we identified
them as ‘Other’.

The Figure 8 bellow shows how these reviews where shared between the clusters.

Figure 9 - Cancelation Clusters

m Other

= Delivery problem
Local Store
Didn't like the product

= Change Order

= Moving Away

m Foot Print

® Find an alternative

AN

Source: Own Elaboration

As shown , 21% of comments expressed the main reason that leads customers to end their

subscription is because they found similar products on local stores, near to their

29



HOW TO IMPROVE CUSTOMER RETENTION AND LIFETIME VALUE ON SUBSCRIPTION-BASED MODELS: IN
COMPANY PROJECT WITH ‘THE BAM AND BOO’ TOOTHBRUSH

neighborhoods. The majority of these comments classified as ‘Local Store’, identifies the
Footprint impact as a secondary reason, and so customers choose to buy locally instead

of having an online subscription.

Only 3% of comments expresses that the customer is quitting from the service because of
Footprint impact, and do not comment anything related to the local stores. We can
assume that most times, customers prefer their subscription active until they find a local

alternative and switch to buy the product locally.

20% where defined as ‘Other’ reasons, since the tenor of the comment was very diverse.

On the comments it is possible to identify that some reasons are related to:

= One-time purchase for a gift

= Customer does not want to be in a subscription service
= Payment problems

= Price

= Want to make a pause on their subscription

= Customer wanted a longer frequency period

None of the reasons above is representative enough to be identified as a cluster, since

each of them represented less than 2%.

The second biggest reason why customers churn is related with the product. 19% of
comments states that they had some sort of problem with the product itself. For most
customers this is their first purchase of a bamboo toothbrush, being a first trial with this
type of toothbrush. On the comments they add that — they do not like the bamboo feel in
the mouth, the hardness of the bristles, the toothbrush length being too short comparing

with a regular plastic toothbrush.

There is also evidence that Delivery Problems are a reason why costumers quit their
subscription, representing 16% of the sample in hands. ‘The Bam and Boo’ does free
shipping worldwide, and all orders are sent by standard mail with no registration number.
The shipping takes on average 8 to 10 days to be delivered to the customers mailbox.
However, the company is unable to track orders or guarantee that the order will be
delivered on time. Some customers even state that they have never received their

packages therefore they are ending their subscription. From the customer service team
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feedback, we understood that is also recurrent to have problems with the customers
addresses being incomplete and this might explain the delay or why orders do not arrive
to the address. The company sends free replacement orders when the customer has not

received its order, to try to minimize this impact on churn.

Additionally, 9% of comments shares that the customer is temporarily moving or
traveling. These reasons were classified as ‘Moving Away’. These customers are inactive
now, but may reactivate their subscriptions in the future, their reason of churn was not
directly related with the product or service quality. Also, 6% states that they are just
changing their order (‘Order Change’), probably the subscription was canceled but the

customer remain as Active Customers under other subscription account.

The remaining 6% are identified as ‘Find an Alternative’. These customers comment that
they found a better alternative regarding quality or price benefit. Also, on the comments
it is possible to observe that on most of the cases customers change to electric
toothbrushes. Relying on these comments we confirm that electric toothbrushes markets

is an indirect competitor from bamboo toothbrushes.

Furthermore, we analyzed the behavior of customer churn during time in order to

understand the impact of churn rate on the different stages of customers lifetime.

For this, we have used data from new customers created between August 2017 and April
2019, since we needed a longer period to analyze customers behaviors during lifetime.
The objective was to find out the stage where churn decreases, and retention remains

stable.

Table 5 illustrates the data and results from this analysis. We have used the number of
new customers per month and crossed with the number of periods they remained

subscribed with the company (number of orders).

With this data was also possible to re-confirm that the greatest variation is between the
1st and the 2nd order, as it was concluded before. This deviation starts to decrease as the
length and number of orders evolve, and there is a moment where retention become

balanced.

31



HOW TO IMPROVE CUSTOMER RETENTION AND LIFETIME VALUE ON SUBSCRIPTION-BASED MODELS: IN
COMPANY PROJECT WITH ‘THE BAM AND BOO’ TOOTHBRUSH

The main outcome was that at certain stage retention establishes a pattern and it is
possible to establish a pattern on how customers behave during time. On the data we
observed that after the third order the company keeps on average 55% of customers, and
after the fourth order 48% - retention decreases 7%. If we compare with the
results from the first and second order, we get that retention declines from 83% to 65%
between the two first orders — 18%. On May 2019 the company account with a monthly
churn of 5,7%, this number was estimated by dividing the month churns by the total of
active customers on the beginning of the month (excluding all the new customers from
the month).

With the numbers present on Table 5 it was feasible to examine customers value during
time and understand how acquisition and retention costs may be managed during time.
This data will also be relevant to understand which strategies the company should be

using between each customer lifetime stage, in order to improve retention rates.

Table 5 - Customer Retention Status

Month e 1 2 3 4 5 6 7 8 9 | 10 | 11 | 12
New Customers
ago/17 171 81% | 63% | 53% | 49% | 43% | 40% | 37% | 37%| 37%| 37% | 37%| 37%
set/17 233 73% | 54% | 46% | 38% | 32% | 29% | 27% | 27% | 26% | 26% | 26%| 26%
out/17 283 81% | 62% | 52% | 43% | 37% | 35% | 34%| 34% | 33% | 33%| 33%| 33%
nov/17 399 85% | 63% | 52% | 44% | 39% | 38% | 38%| 37% | 37% | 37%| 37%| 37%
dez/17 527 84% | 68% | 59% | 51% | 45% | 42% | 42%| 41% | 41% | 41% | 41%| 41%
jan/18 925 84% | 70% | 59% | 52% | 47% | 45%| 45% | 44% | 44% | 44% | 44% | 44%
fev/18 493 83% | 67% | 57% | 50% | 48% | 46%| 45% | 45% | 45% | 45% | 45%| 45%
mar/18 689 79% | 61% | 52% | 46% | 42% | 42%| 42% | 41% | 41% | 41% | 41%| 41%
abr/18 1350 84% | 66% | 55% | 48% | 45%| 44%| 44% | 43% | 43% | 43% | 43%| 43%
mai/18 1943 84% | 67% | 56% | 51% | 50%| 49%| 49% | 49% | 49% | 49% | 49%| 49%
jun/18 2304 85% | 67% | 57% | 53% | 52%| 51%| 51%| 51% | 51% | 51%| 51%| 51%
jul/18 1808 82% | 66% | 55% | 52% | 51%| 51%| 51%| 51% | 51% | 51%| 51%| 51%
ago/18 2156 81% | 63% | 55% | 54% | 53%| 53%| 53%| 53% | 53% | 53%| 53%| 53%
set/18 1857 82% | 65% | 59% | 58% | 58%| 58%| 58%| 58% | 58% | 58%| 58%| 58%
out/18 2067 81% | 66% | 62% | 61% | 61% | 61%| 61%| 61% | 61% | 61% | 61%| 61%
nov/18 1352 82% | 69% | 67% | 67% | 66% | 66% | 66% | 66% | 66% | 66% | 66% | 66%
dez/18 1458 82% | 73% | 72% | 71% | 71% | 71%| 71% | 71% | 71% | 71% | 71%| 71%
jan/19 2199 86% | 81% | 80% | 80% | 80% | 80% | 80% | 80% | 80% | 80% | 80% | 80%
fev/19 1944 89% | 87% | 87% | 87% | 87% | 87% | 87% | 87% | 87% | 87% | 87% | 87%
mar/19 2228 93% | 93% | 93% | 93% | 93% | 93%| 93% | 93% | 93% | 93% | 93%| 93%
abr/19 1877 96% | 96% | 96% | 96% | 96% | 96% | 96% | 96% | 96% | 96% | 96% | 96%

* 1 Order Frequency = 3,2-month average (e.g. # 6 order = 18 months)
Source: Own Elaboration
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4.2.1 PRELIMINARY FINDINGS — SECONDARY DATA

The main struggle point on retention is on the 1st stage, where 61% are justified by ‘other
reason’ and 16% that they want to try before subscribing to a toothbrush delivery service.

The additional 23% was dispersed between the other remain reasons.

Customer Service takes a crucial role on customers churn, 24% of the total cancelations
have been done by the team. Being imperative for the company to have a clear
communication strategy with these customers, in order to minimize the churn and correct
possible errors or misunderstandings that may occurred with these customers

subscriptions.

Also, 22% of cancelations occur due to payment failures. Now the company sends a
warning email to these customers, advising that was not possible to charge the purchase

amount. However, the company have no action plan to anticipate this situation.

While doing a deeper analysis to the comments written by the inactive customers on their
cancelation form, we found that there are new concerns that the company should account
on its strategy in order to minimize their impact on churn. These reasons where identified
before as (1) Delivery issues; (2) Local Store, same or similar product available; (3) Foot
Print Concerns, related to shipping; (4) Didn't liked the product; (5) Change on the Order;

(6) Moving Away or Traveling; or (7) Find an alternative product.

Further, by observing the fluctuation on retention and churn during a customer lifetime,
it is feasible to map each customer stage and have a different strategy to each moment as

shown before on Table 5.

33



HOW TO IMPROVE CUSTOMER RETENTION AND LIFETIME VALUE ON SUBSCRIPTION-BASED MODELS: IN
COMPANY PROJECT WITH ‘THE BAM AND BOO’ TOOTHBRUSH

4.3 FOCUS GROUP

For this study we also employed a qualitative methodology and used a focus group
technique to collect this data. The main objective was to identify important touch points
with the quantitative data that we used on the previous analysis. Besides, it will be
important to have relevant consumer insights for the final conclusions and
recommendations. Also, with this session we will be able to verify preliminary findings

obtained from literature review acquirements and confirm or refute them.

Focus groups usually range between 6 to 12 individuals and exploits group dynamics in
order to stimulate discussion. Some researchers affirm that the interactivity and
interpersonal nature of this discussions allows to produce information that might not be
collected from a single respondent (Agar and MacDonald, 1995; Albrecht et al., 1993;
Greenbaum, 2003; Kaplowitz and Hoehn, 2001; Kidd and Parshall, 2000). Also,
generates a wider range of points of view and ideas than if we captured them through
individual methods (Kidd and Parshall, 2000; Kitzinger, 1994; Krueger and Casey, 2015;
Powell and Single, 1996; Robinson, 1999). On the other hand, some scholars state that
individual interviews can produce more details than focus groups discussions, by offering
more insights form a respondent’s personal feelings, thoughts, and perspective (Knodel,
1993; Morgan, 1998). Data collected from focus groups may produce superficial data
when comparing to individual data collection (Agar and MacDonald, 1995; Burns, 1989;
Holstein and Gubrium, 1995; Powell & Single, 1996). However, group sessions enable
participants to interact with no restrictions between all co-participants and the moderator,
thus allowing multiple and diverse interactions over the topic and questions made (Jung,
2018).
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4.3.1 Focus GROUP - ANALYSIS

The Focus Group session took place on July 17th, 2019 in Lisbon, Portugal. The session
lasted for one and a half hours. We account with 7 participants and one moderator for the

discussion,

The selection of these 7 participants, was made in order to try to have people who
approaches to ‘The Bam and Boo’ market and target standards. So, we classified them
into - gender, age, education level, household and number of active subscriptions. All this
participant where Portuguese, lived at the metropolitan area of Lisbon and had an income

above the national average.

The age of the participants varies between 25 and 32 years old, and we count with 4 men
and 3 women. Three of the participants where already customers of ‘The Bam and Boo’,

and the rest knew the brand but where not directly related to it.

We also considered important to define the number of active subscriptions that the
participants had at the moment, this number varied between 3 and 5. Between all these
subscriptions the participants had only four that were not related to any online service —
Fruit/Food Subscription, Gymnasium, Magazines and ‘The Bam and Boo’ Toothbrush.
Additionally we ask the participants to define themselves in relation to online
consumption, if they do Frequent (>5 purchases/month), Sometimes (2-4
purchases/month), Rarely (1-2 purchases/month), or Never (<1 purchases/month) do

online purchases, this online purchases exclude their monthly subscriptions recharges.

We identified each participant with a letter to respect their privacy, no real name will be
used on this paper. To begin we will identify with a brief introduction, each of the 7

participants.

= Participant A: has 5 active subscriptions products (food) and online services at the
moment. Also, she considered himself as a Frequent online consumer. Female, 27
years old.

= Participant B: has 2 active subscriptions (online-services only). Is a Sometimes-

online consumer, usually for buying clothes. Male, 25 years old.
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= Participant C: is a customer from ‘The Bam and Boo’ and has 4 active
subscriptions (including the toothbrush subscription, since September 2018). He
Rarely does online purchases. Is a Male, 29 years old.

= Participant D: has 3 active subscriptions and one of them is a fruit delivery
subscription. Rarely online purchaser. Mainly buys things that are not able to find
at the offline market. Male, 28 years old.

= Participant E: has 3 active subscriptions being one of themin a Gym and the rest
online. Considered himself as a Rarely online purchaser. Male, 27 years old.

= Participant F is also a client from the company (since January 2019) and has two
more active subscriptions. Does Frequent online purchases. Female, 27 years old.

= Participant G has also a subscription with ‘The Bam and Boo’ (since June 2018)
and two more active subscriptions. Is a Sometimes-online purchaser. Female, 32

years old.

This session was led by a moderator which had as main objective to guide the participants
through a discussion in order to achieve the main goals of the session. Which were, (1)
to find out common and divergent points between the group; (2) take out insights to
improve company strategy; (3) understand the weaknesses and strengths from the
customers point of view. For this to happen, some questions were previously prepared

(appendix 4)

On the first two questions we intend to understand how familiar the participants were
with the subscription concept and model. All the participants were familiar with
subscriptions and had two or more subscription active. Most of them had subscriptions of

online services and streaming.

The subscriptions services mentioned by the participants were the following:
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= Netflix =  OneDrive

= HBO = Google Drive

= Spotify = Gyms

= Apple Music = Magazines (News and Travel)
= Zomato Gold = The Bam and Boo

= Microsoft Office = One Dollar Shave Club

= iCloud » Fruta Feia

= Dropbox =  Barkyn

As we see above, most of the brands mentioned were online services, streaming, and
clouds. Only 6 of the 16 companies mentioned were related to physical products and from
these 16 only 4 made part of the participants active subscriptions. Also, most participants
mentioned surprise box subscriptions, although they did not remember any specific brand

that provides these boxes.

During the discussion, we noticed that it was not clear that customers stay with only one
provider from similar services or if they rely on more than one. For example, Participant
A had two TV streaming (HBO and Netflix) to get the same service, “the content from
the two services is not the same, so | prefer to keep paying both to have access to a larger
quantity of content”. Further, participant D added that they also had more than one cloud
service active at the moment. He used different services for different purposes. One for
mobile and other on the laptop or “GoogleDrive for professional documents and Dropbox
for my personal data”. Participant E had an adverse opinion, and said that for him, it will
not make sense to have more than one subscription, to get the same service - “I will choose
the brand that for me has a better service, or with which | identify more with the content

provided”. Participant F identified himself with this opinion, one brand for each service.

The main reasons stated by the participants in respect to the advantages of having a
subscription, were the idea that we are paying for a service that will always be updated.
Participant E and A both said that they don’t want to be paying for something that will
get old with them. “For instance, having a CD with my favorite music, | would prefer to
have a playlist with my favorite songs and keep adding music as new music from my
favorite artists as they are launched” said participant A. The same happened to cloud

services versus hard drives, or tv and film streaming against DVDs.
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More, customers trust that the brand that they relied on will provide access to the best
solutions, contents, products and services in the market. They have no need to lose time
searching for new products or services, and they look to this as a time saver, added
participant B. Yet, participant G feels that this is a disadvantage for her, customers
become so loyal that they stop looking for better alternatives and rely only on one brand.
In the long term, she believes that we will probably be stuck with a brand that will not
deliver the best service or content on the market — “No brand lasts forever, and

subscriptions do.”

On the third question we wanted to understand deeper what makes customers stay active
on their subscription services, and convenience was the strongest reason why they do not
quit from these services. Having products and services delivered at their place, not
needing to do more than one first purchase process - “One purchase will last forever”
stated participant E. Participant C added that on subscriptions we have the feeling that we
are paying small parcels to have access to a final service or products — “Subscriptions do
not demand big payments at first” all the group agreed on this subject. Participant A adds
that most of the times, when we pay these fixed fees to have subscriptions working it is

much cheaper than making a big investment at first.

Participant D reinforced that these recurrent fees usually guarantee that we are paying for
an updated service or product, that is not getting out of date as time goes by. Contrarily
this would probably not happen if we pay for the entire product or service at first. Also,
brands that base their business model on subscription services, most of the time are the

first to present innovative products on their markets, adds participant B.

Customer Service quality was also identified as one of the key factors on why people hold
their subscription. Participant F said that she really likes when she can solve problems at
first, not needing to have any bureaucracies or fill specific forms. She values services that
do not have loyalty periods and where people are free to try services or products without

any commitment period. Participant C and G agreed with this statement.

However participant B added that, although he values the quality of customer service, he
said that the quality and compatibility of services or products outweigh the Customer

Service quality. He values how the services and products he acquires work with his
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devices — “I only have Apple Music because it is better integrated with my phone than

other music streaming, not because | prefer this service to others”.

Keeping the subject of retention and churn on discussion, Participant C who is a ‘The
Bam and Boo’ costumer, reinforced that he feels that the connection with a brand started
to fade when novelty and surprise finishes. He suggested that companies should try to
change their speech as time and relationship evolves. The idea that the communication
between customer and brands will change with time and will keep adding novelty and to

recognize and thank this loyal customer for staying with the brand.

This guided the discussion directly to question 8 (see appendix 4), where we asked if
personalization was mandatory on subscription services. There was clearly a different
opinion between genders at first, all the female participants stated that personalization is

a must have and males said that it depends on the products and services.

Where Participant B add a valuable opinion regarding community and the feeling of
belonginess. He agreed that personalization should not be mandatory on subscription
services. Actually, he stated that it is more important the feeling of belonging to a
community who shares the same tastes and interests. Brands could communicate with

customers, sharing this sense of community and belonginess.

He believes that personalization works better on products that would remain trough time
and not on the recurrent products that will be replaced in a certain period of time. Also,

he believes that most of times, personalization is allied to an increase in price.

On the other hand, Participants A, F and G stated that if they pay for a recurrent product
or service, they want to be recognized for their loyalty. So, for them it is important that
brands reward them for being there with a personal note or surprising them with the
content. Participant A argues that she values a lot the playlist of my “discover weekly”

on Spotify giving her access to personalized content based on her interests and tastes.

Based on this last opinion, participant D stated that most of the times “personalization
should work as a facilitator, so customers do not have to take too long making their
decisions”. Subscription companies should work with CRM software, to help them to
define patterns of customers and deliver personalized assortment of products and

contents. So, customers can make decisions more easy and faster, improving the decision-
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making process. Participant E agrees and adds that if a brand takes time on

personalization, it shows that the brand cares about his customers.

C, Fand G all complied that the personalized handwriting on the envelopes in which The
Bam and Boo delivers their toothbrushes makes them fill somehow special for staying
with the brand. Nevertheless, they add that since this is done always, the novelty and
surprise disappear, but if the brand stops, they will need something new to carry their

affiliation.

Returning to question 4, this question wanted to examine if customers are happy with
mono-product subscriptions. The moderator guided them to share their opinion regarding
product subscriptions, since all the participants stated at first that on online services, they
just wanted one service per brand. In respect to products, participant E stated that “One
subscription could account for an entire market section”. One brand could oversee
supplying an entire area of our life - groceries, hygiene products, cleaning products, etc.
All participants agreed that subscriptions would be useful if they take care of all our daily
shopping. Most of the times customers do not get pleasure on this recurrent shopping, so

subscriptions may replace these daily tasks, added participant E.

Participant B introduced also the idea that if a brand provides us multiple services and
products it would increase the level of relationship - “A Brand that takes care of me” adds
the participant. So, the discussion arrives to question 5 where we tried to understand
which products the participants feel that make sense to add to a bamboo toothbrushes
subscription. The main products referred by the participants were the toothpaste, dental
floss, and elixir, as an oral hygiene kit for daily use. This question had the agreement of
all group. Participants A, F and G add that the brand could extend to all hygiene products,

as shampoo, shower gel, lotions, sponges, hairbrush, etc.

Moving to question 6, the idea was to find out which are the main reasons that make
customers subscribe to a service. This question was like the reasons that participants

identified as advantages of subscription services — convenience and access.

What makes consumers become subscribers is to ensure that they have access to specific

content or products with a delivery frequency.
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Participant D says that for him ecommerce facilitates the search for specific products and
has more details about products. This works as an advantage to purchase online, since
decisions are based on a larger amount of information and give access to find specific
products. So, he might be more willing to subscribe particular products that are not easy
to find offline.

We move forward to question 7 where participants point out which markets, they think

that subscriptions have a bigger opportunity and are missing out.

Those where Food, one for the daily groceries that could be a monthly subscription and
other for fresh products, from vegetable to fish and meat that could be weekly. Participant
A and F suggested that this could be a good opportunity for supermarkets to develop their
home deliveries to subscription models. Participant C adds that cleaning products could

also be part of a subscription, since for him is a recurrent purchase with no enjoyment.

Also, participant A suggested an online books subscription, an online platform with
access to multiple digital books. Participant B had a different opinion on this, he stated
that he likes to buy books on local shops and states that for him is a pleasant purchase.
On the other hand, participant D would like to have a book subscription as a surprise
based on his preferences, as well as a subscription of vinyl’s (music) with access to special

editions.

Other area mentioned was clothes and fashion market, participant E and A agreed that
they would be feasible to subscribe to a monthly delivery of clothes based on their

preferences.

Participant G and F thought also about the Pets markets, dog food an shacks could be
delivered at their places. Usually there is no change on the product they are buying so it

would be convenient for them to get it delivered at their door.

We land to question 9 where the moderator introduced the topic of churn, the objective
was to understand why customers end up with their subscription when the service and
product remain equal. The group reported immediately that a change on their income
would be one of the main reasons that would make them end a subscription. Also, if a
better alternative appears on the market, cheapest or with better quality. Or if customers

start to have an alternative near to their households. Participant A explained that ended
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with her vegetables and fruit subscription box when she moved and started to have market

at a walking distance from her house.

Participant E mentioned that sometimes he concludes that the Freemium version is
enough, and he does not feel a need to have a payed subscription to get the service. D and
F add that sometimes they conclude that they do not use their subscriptions so often and
so they end with the subscriptions — “the amount payed does not justified the number of
times | use the service, this happen when | ended my HBO subscription” added participant
F.

Finally, the last question was introduced by the moderator, to examine if demand of

sustainable products is already fulfilled by the offline market and local stores.

There was some disagreement on this subject. Most participants stated that this demand
was not satisfied with the alternatives that they find on supermarkets and local stores. On
the other hand, participants, A and D stated that they can already find good alternatives
on concept stores near to their households. The group concludes that this demand depends
on these sustainable concept stores locations and offers. Big supermarkets still do not
present enough solutions on sustainable products and there is still a gap to fulfill the need

on the online market.

This need ends up being one of the main reasons to buy online, stated participant B, but

if he had the opportunity to buy most of these products on local stores, he would to it.

Nevertheless, participant E disagreed with participant B. He keeps the idea that if there
was a chance, he would prefer that everything would be directly delivered at his house.
Remains the idea that subscriptions would be highly convenient to participant E as well
as participants D and C. For participant G it will totally depend on the product, and this
might change depending on the neighborhood where she lives in.
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4.3.1.1PRELIMINARY FINDINGS — FOcUs GROUP

On this focus group there was an evidence that the top of mind subscriptions was all
related to services, consumers are totally aware of this concept but mainly due to
streaming services or clouds. There is a clear gap of familiarity with products

subscriptions. All the participants were more likely to subscribe a service than a product.

We also realized that on subscriptions consumers search for complete ranges of products,
they want to minimize their effort not needing to search for multiple brands to have
different products to fulfill different needs. However, on clouds and streaming services
there are some participants that mentioned have different subscription for distinct
purposes as personal or work clouds, and different streaming’s to have access to more
content. However, companies could increase their involvement with customers by

providing them the confidence to be the ones in charge to suit a certain set of needs.

Clearly there is a tendency on the group to think about subscriptions as an updated service.
All believed that when consumers subscribe and pay a fixed fee during time, they will be
receiving the latest version of the service. Besides, it should provide them a personalized
content based on their tastes and interests - as we have on Spotify or Netflix, with the
playlists ‘recommended for me’. Yet, there were some criticism that if we became
dependent on a subscription service we can be stuck and not looking for the best
alternative on the market. Customers value a lot not having loyalty periods, as they want

to be able to change easily if a better alternative comes up.

Personalization was also a relevant topic of discussion, that was clearly relevant to
consumers. Consumers like to be valued for being loyal, even more when they have a
subscription and a recurrent automatic purchase. For women personalization was clearly
crucial factor of differentiation, to create a stronger relationship between a brand and its

customers.

This merged with the importance of delivering novelty to keep relationships with
customers. To have an ongoing speech and communication with the customers is essential
to maintain the interest of consumers. Even when we talk about a daily use product,
personalization of the package or having a set of recommended products based on

customers tastes will make a difference on customer engagement.
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Consumers are more likely to subscribe products that are hard to find on brick-and-
mortar, or services that provide them access to exclusive content. Nevertheless, they start
to look to subscriptions as a convenience service. The fact that by doing just one purchase
it guarantees future purchases that customers would inevitably have to do. So,
subscriptions on the convenience perspective would be preferred on daily use products
that cunsumers buy routinely. And, if the brand provides some exclusivity on the product

or service.

The participants have also point out some factors that make them end their subscriptions,
as if they (1) find better alternatives in the market, (2) have a change on their budget
constraints, or (3) are able to find a similar product near to their households. There was a

clear agreement on these three reasons, although the third one was the less significant.

Regarding retention we understood that there are some factors that have a positive impact,
(1) deliver personalized products and services, (2) get access to exclusive contents and
products, (3) creating a strong and unique relationships, (4) having an active brand
involvement with customers, and (5) keep a clear and close communication with

customers.
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5. RECOMMENDATIONS AND FORMS OF IMPLEMENTATION

With the data obtained from ‘The Bam and Boo’ customers database and the focus group
session, we were able to produce a list of recommendations to be considered by the

company. For this we will also consider the knowledges from the Literature Review.

From the secondary data we understood that the company has some weaknesses regarding
retention on the 1st stage, between the 1st and the 2nd, and between the 2nd and the 3rd
order. Which is the moment when the company accounts for more than 77% of churns.
On May 2019 the company churn was 5,7%. Currently, the company does not have any
strategy defined to improve retention rates, most of the investment is on acquisition. The
channels used by the company are mainly social media platforms (Facebook and
Instagram) and google (GoogleAdds and SEO), with a clear strategy of acquisition to
increase their customers database. Acquisition is essential to keep the company on going,
but its costs are 6 to 7 times more expensive than retaining an existing customer (Berger
and Kompan, 2019). So, the company should work together with these existing customers

to understand them and find a solution to face their churn.

We noticed that the majority of cancellations take place before the 3rd order, being the
two first orders critical to the improvement of retention rates. So, we would suggest that
a more personalized service on the first moment should be important to minimize the
chances of churn. Actually, personalization is one of the tools that enables firms to build
long-term relationships based on mutual understanding. The company can personalize
aspects as — product, prices, place, and communication; improving their knowledge about
the customer (Stone and Jacobs, 2001). On the focus group was also evident that

consumer do care about personalization.

At ‘The Bam and Boo’ there is an opportunity to improve its interactions with customers
at the first stage, asking for customer feedback regarding the product and service. In order
to find out critical points that made these customers quit their subscription and make

customers feel that the brand cares about their customers problems and concerns.

Customer engagement could be also improved in order to enhance better retention rates.
We suggest that an storytelling communication strategy may be interesting to test

customers interaction and commitment with the brand. Marketing researchers have
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explored how stories may engage and remodeling audiences (Harmeling et al. 2017).
Stories engage customers over the narrative transportation, where consumers empathize
with story characters and story plots lead consumers through their imaginary (van Laer,
et al. 2014, pp. 799-800). Being the Bam and Boo, two fictional characters the first
interactions may start by presenting these two imaginary members and telling the story
how they started this toothbrush business together. From here the story could start
evolving and demystifying some topics that are still unfamiliar for customers. This could
be done along with the blog articles that the brand launches every 2 months, creating a
stronger sense of community with its customers. Keeping customers linked with the brand
history and providing novelty through the recurrent mailing. This may also improve and

enhance customers relationships, as well as their involvement with the brand.

The tone of voice used by the company is already familiar and uses some storytelling
strategies. However, the mailing is standard and does not change during customers
lifetime. On appendix 5 we can see the mailing copies and format used by the company
currently. We suggest a new copy with a new approach where the two characters take a
central role and provide more content regarding the brand, sustainability and facts related

to the products. On appendix 6 we can see proposal of a copy for the 1st order mailing.

Thus, by integrating a new mailing strategy to improve retention it would allow the
company to manage personalized emails for each customers stage by providing new and
different content during time. Building a sequential story to keep customers interested
until they receive their next order. The email marketing platform used by the company —

Klaviyo —would be able to do this mailing list management by tracking customer records.

There are also several reasons why the company should intensify its email marketing
strategy. First, it represents small cost comparing to other acquisitions and retention
mechanisms. Chittenden and Rettie (2003) have shown that email marketing has a cost
of $26,500 per 5,000 customers, compared with $69,600 per 5,000 customers when doing
a direct mail campaign. And proved how emails can generate faster responses, where

customers and potential customers can easily start an interaction with the company.

The improvement of the cancelation form may be also a good tool to offer customized

responses to customers. Presenting more detailed and complete alternatives to customers
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when filling their reason of churn. Some actions could be introduced to recover these

customers by tracking a more accurate feedback.

Our recommendation is to improve the cancelation form, based on the customers
feedback that we have analyzed from the comments section on the secondary data section.

We suggest the following list of reasons for the form:

= Product quality issues — bristles or handle damages

= Bristles are — too Hard or too Soft - for me

» This was a one-time purchase (eg. A Gift, Initial Promotion, ...)
= Changed for a different product

= | want to try before subscribing

= Do not want a subscription / Did not notice that this was a Subscription service
= Footprint issues, | want to minimize my footprint impact

= Found similar product on a Local Store

= Delivery problems with my orders

= This is too expensive

= | already have more than I need

= | am moving away

= Other reason — add your comment

The purpose of this improvement is to link automatic replies and actions to each
evaluation. On Table 6 we suggest an action to each reason of churn, with the objective

to deliver a personalized answers to each customer.

By doing this the company will enlarge the probability to retain some customers and
consequently improve retention rates. All the actions offered by the company must be

based on our customer data knowledge and personalized as much as possible.
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REASON OF CHURN

Table 6 - Cancelation Form proposal, E-mail and Expected Results

ACTION - E-MAIL

EXPECTED RESULT

Product quality issues —
bristles or handle damages

Bristles are — too Hard or too
Soft for me

This was a one-time purchase
(eg. Gift or Initial Promotion)

Changed for a different
product

I want to try before
subscribing

Do not want a subscription /
Did not notice that this was a
Subscription service
Footprint issues, | want to
minimize my footprint
impact

Found similar product on a
Local Store

Delivery problems with my
orders

This is too expensive

| already have more than |
need

I am moving away

Other reason — add your
comment

Just send us an email to info@thebamandboo.com
And we will let you know why this happened to your toothbrush.

Did you know that we have Soft and Medium Bristles available? You
can edit this on your account — ‘Product Variant’

For the future if you want to do a one-purchase only, you can use the

link - thebamandboo.com/products/b2b

If you have a chance, just tell us what we can improve in the future or
add to our portfolio.

We hope that you enjoy our products and come back to The Bam and
Boo family. At any time, you want to come back you can use the code

WELCOMEBACK?20 and subscribe at: thebamandboo.com/account/login

For the future if you want to do a one-purchase only, you can use the

link - thebamandboo.com/products/b2b
Just check our blog article - thebamandboo.com/blogs

Where you can find why and how we ship our orders by standard mail
worldwide.

We are happy to know that you will keep using an eco-friendly
toothbrush.

Just check our blog to learn more about the advantages of our

subscription service - thebamandboo.com/blogs

Could you give us more details about what went wrong? We will keep
working in order to improve our shipping quality in your country.

If you have a family subscription, just send us an email so we can check
your family discount.

At any time, you want to come back you can use the code

WELCOMEBACK?20 and subscribe at: thebamandboo.com/account/login

Did you know that we have free shipping worldwide?
At any time, you want to come back you can use the code

WELCOMEBACK?20 and subscribe at: thebamandboo.com/account/login

Just gives us your feedback on the comments section to help us to keep
improving and learning together with our customers ©

Source: Own Elaboration

Create an opportunity to replace a potential damaged product.
Objective - Keep the customer active.

Inform customers regarding product variants and offer them an
alternative.

Objective - Keep the customer active.

Keep considering this customer to future promotions and new products
communication.

Objective - Keep as a potential customer

Assemble feedback for future product improvements and upgrades.
Objective — Gather customers insights for future improvements or strategic
changes.

Offer a special deal to potential subscribers.
Obijective — Recover the customer

Keep considering this customer to future promotions and new products
communication.
Objective - Keep as a potential customer

Inform customers regarding the company shipping policy and process.
Obijective - Keep as a potential customer

Inform customers regarding the advantages of company subscription
service.

Objective - Keep as a potential customer.

Trigger critical factors on the distribution channels and partners. Objective
- Improve service quality.

Offer better deals to customers with multiple subscriptions.

Objective - Keep the customer active.

Offer a special deal for customers who already have been with the
company.

Objective — Recover the customer

Offer a special deal for customers who already have been with the
company.

Objective — Recover the customer

Collect feedback to find brand weaknesses and improvement points.
Objective — Gather customers insights for future improvements or strategic
changes.
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This strategy should also be included on the customer service procedures, so the brand

can have a stronger retention strategy on all its channels.

Equally important is to keep working on the company’s most valuable customers, which
are the ones that remain for a period greater than 6,5months - more than 2 orders. We
previously concluded that retention increases, and churn decreases after customers 3rd
order, being these customers the ones who keep adding value to the company at a long

term.

Hence, we had some learnings from the focus group session as our sample shared some
important take outs regarding retention. On the focus group it was raised that consumers
relate subscriptions to an updated service, mainly on online services, and the diversity or
complementarity of products offered by the company. One of our suggestions is to try to
replicate this idea to a physical product, on this case to an oral care product. By
introducing new products to its bunch of products, as a larger toothbrushes portfolio, a
toothpaste or an elixir the company can specialize itself as an expert of oral care. Offering

a complete subscription service with a full range of oral care products.

With a larger variety of toothbrushes with more technical specifications, the brand will
also position itself as an expert and a professional brand of toothbrushes. This project
could be developed together with a dental clinic or institute in order to have all the
products certified by oral care specialists. The objective is to offer a broader toothbrushes

range to suit better customer’s needs.

‘The Bam and Boo’ could launch also a Toothpaste and an Elixir to integrate them on
their portfolio, under a subscription model. With these two complementary products the
brand will enter a broader market and a more competitive environment. But will have the
opportunity to change its strategy to compete on the oral care segment as a whole.
Offering a full range of products and taking care of its customers oral hygiene, there could
be also a shift on its communication strategy — An eco-friendly subscription that takes

care of your oral hygiene.

The brand has already a data base of at least 22.000 active customers, 73,9k on Instagram
and 53,9k Facebook followers to communicate these new products launch. This will be a
competitive advantage, since it will work as a facilitator to achieve a percentage of its

potential market. With the help of the CRM platform already used by the company, there
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is an opportunity to cross sell these products at first by offering to the existing customers
the chance to be the firsts to add these new products to their subscriptions at a special

price.

Our suggestion when the company does the launch of a new product, is to first
communicate to its existing customers and ask for their feedback and launch them only
after this period. This way the company will make the existing customers feel part of the
change, and to have the opportunity to make potential product improvements on the
products. As a customer-needs—driven CRM strategy is designed to encourage relational
exchanges, as an ongoing process (Dwyer et al.1987). Relationship management is a way
of building together technical resources of one company by using the technical resources

from the counterpart (Hakansson, 2000, pp. 76-77).

We fill also a need from the brand to have certifications from its partners and products.
“The Bam and Boo’ customers will demand a guarantee that they are buying from a
company that ensures their values. Limited information regarding eco-friendly products,
is likely to reduce marketability and consumer confidence to buy green products (Mamun
et al. 2018). The company should guarantee certifications regarding the sustainability of
resources and raw materials used on the production process, as well the warranty that its

manufactures follow Fair Trade policies.

Further, the company should start thinking on a corporate social responsibility (CSR)
strategy, aside with some local and worldwide organizations. Having a budget allocated
to support projects that meet the company's mission and values — as ocean cleaning,
sustainable education, or environmental protection organizations. This cloud leverage

quality and content of brands communication with its community.
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6. CONCLUSIONS

From this in-company project we claim that ‘The Bam and Boo’ has several opportunities
to improve its retention strategies. The company is still attached to an acquisition strategy
to keep its customers data base growing and investing most of its marketing budget on

social media platforms with acquisitions purposes.

If we focus on retention, there are a few areas where the brand can invest to enhance
better results. On the data collected form the customers data base and the focus group
session we understood that there are some opportunity steps that the company should take

in a near future.

Therefore, we divided these opportunities in four main areas: (1) Communication, (2)
CRM, (3) Product, and (4) Organization Strategy.

Regarding the (1) Communication strategy we understand that the company could use a
more personalized approach to its customers on the recurrent mailing. We suggest that
storytelling might fit the brands profile and build a stronger relationship with its
customers. By disclosing different contents during time, customers will remain closer to
the company history. The main objective is to improve customers engagement with the
brand history and consequently strength the relationship between the brand and its

customers.

This led us to the improvement of the (2) Customer Relationship Management strategy,
where today the company has no clear strategy defined regarding retention. We propose
an improvement on the cancelation form, so the brand can meet each reason of churn with
a different action and solution. With a main purpose of keeping this customers
relationship with the brand, even if they stopped their subscription. The company should
keep working with these customers and if possible, recover them to their active
customers. For this the company should reinforce its customer-centric strategy, with

resource to CRM and email marketing platforms reach these potential subscribers.

With respect with the (3) Product we suggest that a larger portfolio specialized on oral
care, will build a competitive advantage for the company. There is an opportunity to be
enter the oral care market, increasing the relevance of this subscription to the final

customer - An eco-friendly subscription which takes care of your oral hygiene. Building
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a stronger Brand Equity. On this project we understood how content is important for

consumers, that prefer brands and services that will be able to satisfy multiple needs rather

of just one at a time.

Finally, we understood how relevant it is for the overall (4) Organizational strategy to
have CSR strategy defined. As well as the guarantee that all the products and business
partners are certified and respect the same values and mission as the brand. Nowadays,
consumers who choose green products tend to value more details regarding the brand
procedures. The content regarding social responsibility would be relevant to add to the
company blog or communication, boosting the power of community and inviting

customers to be part of the change that the organization is committed to achieve.

On Table 7 we summarize the main conclusions and recommendations that we left to be

considered by ‘The Bam and Boo’ managers.

Table 7 - Project Conclusions and Recommendations

Study Objectives:
Increase 'The Bam and Boo’ Retention

Analysis of the company and data
1

I
Secondary Data:
Company Customers Database

Primary Data:
Focus Group

‘ IMPROVEMENT AREAS |

Communication

CRM Strategy

Product Portfolio

Organization

Provide diversified
content to enhance
customer
engagement.

them.

Keep working on
the customers who
churn.

Oral Care Market,
with a larger set of
products.
Increase Brand

Equity.

Strategy Strategy
Offer specialized Defi CSR
Personalization to Face customers and professional St?'ell?: a
improve churn and offer products. gy.
relationship. solutions to recover Compete on the Guarantee that all

partners and
processes are
certified and follow
the brand values
and mission.

Source: Own elaboration

We hope that with this project the company has enough acquirements to undertake
decisions to improve its final results. On the beginning of this project we have seen how
subscription models have been growing its importance in recent years — according to

McKinsey consumer goods subscriptions had an annual market growth of over 100%,
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and already reached 15% of e-commerce shoppers and collectively (Chen et al., 2018).

So, we believe the ‘The Bam and Boo’ faces a big opportunity with its business model,

and by marketing sustainable products that have been growing on their popularity among

consumers - green consumption and green products.

In conclusion, our ambition with this project is to have the competence to suit ‘The Bam
and Boo’ needs, as well as other brands that are embracing subscription-based models.
There are still some limitations, since all recommendations and conclusions have been
undertaken by the observation of ‘The Bam and Boo’ data reports. Nonetheless, we
believe that there should be a correlation between these brands business models,

challenges and strategies — Increase their customers Retention and Lifetime Value.
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APPENDICES

Appendix 1 —

Number of paying streaming subscribers from 3ra quarter 2011 to 2nd quarter 2019 (in millions)

Number of Netflix paying streaming subscribers worldwide from 3rd quarier
2011 to 2nd quarter 2019 (in millions)
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Appendix 2 — Number of Spotify premium subscriber’s worldwide from 1st quarter 2015
to 2nd quarter 2019 (in millions)
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Appendix 3 — The Bam and Boo shipping envelopes personalization
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Appendix 4 — Focus Group Script

Q1: Do you know the Subscription concept? Are you subscribed to any service at this moment?

Q2. To which brands do you associate to subscription models? Which are the advantages of these
business models?

Q3. What features do you value on a subscription? And what leads you to quit or keep a
subscription? (eg. innovation, customer service quality, products and servisse quality,... )

Q4. Do you agree that brands with a bigger portfolio, increase the chances for you to stay with a
subscription?

Q5. If you think on a bamboo toothbrushes subscription, which products in your opinion make
sense to add to this service?

Q6. What makes you subscribe to a service? (eg. convenience, surprise and novelty, have access
to uncommon product, ...)

Q7. Is there a marker where you feel that subscription models may have an opportunity?

Q8. Is personalization essential on subscription products?

Q9. If we keep quality, price and service constants, what led you to churn from a subscription?

Q10. In your opinion do you feel that already exists a wide range of sustainable products in the
market? Or this demand is not already satisfied? This demand is mainly satisfied online or offline?

Q11. Any topic that you want to add to this discussion?

Thank you!
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Appendix 5 - ‘The Bam and Boo’ email copy

Hi Maragarida!
Bam is just finishing a snack. We will prepare your
order right away! :)

This is your order charge confirmation for your subscription or single

purchase at The Bam & Boo Toothbrush. We're getting your order ready and
it will be shipped in the next couple of days. We will notify you when it has
been sent.

Our orders are shipped by standard mail. Please allow 8-12 days inside
Europe and 14-18 days to the rest of the world.

Thank you for your support Maragarida. We invite you to check here our blog
for more about our toothbrushes and how small steps can lead to big
changes :)

View your order or Visit our store

Order summary

Adult / Soft / Random

““ 1 Bamboo Toothbrush Subscription x 1 €4.99

Source: Company The Bam and Boo

N
o)

Eég ORDER #113

Your order is on the way

Thank you once again, hope you enjoy our eco-friendly toothbrushes.

Our orders are shipped by standard mail, please allow 8-12 days inside
Europe and 14-18 days for rest of the world.

In the meantime click here and check how to dispose of your old bamboo
toothbrush in 3 easy steps.

View your order or Visit our store

Items in this shipment

““ ‘ Bamboo Toothbrush Subscription x 1
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Appendix 6 — Proposal for New e-mail copy
Hi <customer name>,

Thank you for your 1st order with The Bam and Boo. Me and my best friend Boo will take care

of your order during these next days and send it to your beautiful hometown,
<customer address>
The shipping should take around to 8 — 12 days to be delivered.

We would like also to thank you for giving your first step on our journey. And we will take this

opportunity to tell you a bit more about our history and how this project was born.

I’m Bam, a panda with 26 years old. I’ve lived all my live on the forest, but some years from now
I’ve noticed that my habitat was changing. So, I started to search for the reason that was making

this happen...

... The next chapter of this story will continue with you next order ©

See you in a few months!

Bam <3
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