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Customer Expansion Marketing
and Sales Conference

elcome to the inaugural Customer Expansion Marketing
and Sales Conference.
Part of the Journal's mission is to support global
sales leaders with robust original research that not only
benefits sales organisations in their efforts to serve their customers,
but will also enhance the profession as a whole.

However, research on its own is not enough; understanding
how to apply it is essential — which is why we are delighted to be
welcoming an impressive array of high-calibre speakers from industry
and academia to explore the optimal messaging approaches to
deploy in a variety of selling situations.

Key studies

Distinguished academic Professor Nick Lee will walk us through a
series of landmark studies that quantified how best to engage with
customers under circumstances ranging from communicating a price
increase to boosting customer loyalty following a service failure. He is
joined by experts from Corporate Visions, who will interpret how sales
leaders can best leverage the results of these studies to optimise our
sales messaging in practice.

Industry view

We will also hear from a series of practitioners who will complement
the research findings with their own real-world experience. Marketing,
Sales and Customer Success leaders from Gainsight will explain how
they work together to make Customer Expansion a shared effort at
their company, while BT Global Services head of sales enablement
Robert Sorrell will approach customer expansion from an industry
perspective.

Join in
There will be plenty of opportunity for delegates to get their
questions answered during Q&A and panel sessions, over lunch, and

during breaks, so please do join in with questions and views — your
contribution will significantly enhance the conference.

Feedback

Finally, the Customer Expansion Marketing and Sales Conference
is your conference, and we want to make it as useful as possible for
participants. Please do let us know your views on the conference
programme, content and speakers: what you found useful, what we
should change, and what you would like more of.

Have a great day.

CORPORATE VISIONS

Conversatrions That Win®

v Nick de Cent: Editor-in-chief, International
Journal of Sales Transformation

- Tim Riesterer: Chief Strategy Officer,
Corporate Visions
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Delivering your most effective
customer renewal message Is
your best opportunity to drive
profitability. But what should
that message be?

hen I last wrote for this

publication, my piece

addressed a messaging and

skills approach for succeeding
in what many B2B salespeople regard as
the hardest but most rewarding type of
sale: new customer acquisition. The skills
approach I outlined in that piece dealt
with messaging and selling effectively
when you are the outsider trying to get in.

One of the most important
takeaways in connection with this
acquisition conversation is that,
oftentimes, your biggest enemy isn't who
you think it is. Contrary to what many
sellers think, the other competitors in
your industry aren’t the biggest threat to
your success. In reality, when you're the
outsider trying to acquire a new customer,
your most powerful adversary—the force
you most need to defeat—is your buyer's
status quo bias. That is, their aversion to
doing something different from what they're doing
today.

Your story, then, isn't so much
about why a net new prospect should
choose you. It's about why that prospect
should change—why they should make
a leap and leave their current situation
in exchange for something different. The
heart of your “why change” acquisition
story—as I argued, and as our research
confirmed—is a message based on what
[ call your prospect’s “unconsidered
needs.” These unconsidered needs are
the challenges or missed opportunities
your buyer doesn’t yet know about. By
identifying and introducing unconsidered
needs, you create the urgency to change
by revealing inconsistencies in their
current situation and demonstrating clear
contrast between your solutions and their
status quo.

That, in a nutshell, is the disruptive
story that defeats “status quo bias,” which
you need to tell when you're the outsider.

But what about when you're the insider?
What if you are the status quo, the
incumbent, and the story you need to tell

isn't “why change?” but “why stay?” What
if you already have significant market
share, and a big part of your success
depends on getting great customers to
renew with you?

For many salespeople or account
managers, executing well in this
conversation is essential to hitting your
numbers and driving growth. Also, for
many companies, renewals are often
where the customer starts to generate
more profitability, as suppliers frequently
spend considerable money to acquire and
over-serve customers to achieve customer
satisfaction during the initial contract.

Just as I laid out a research-backed
approach for telling a more compelling
acquisition story, I'm also about to
share new study results that focus on
developing, delivering and reinforcing the
most effective renewal message.

To accomplish this, my company,
Corporate Visions, once again contracted
with Dr Zakary Tormala, an expert in
messaging and social influence, to
conduct a pair of studies designed to
assess the effectiveness of various types
of renewal messages. (Separately, Dr
Tormala is a professor of marketing at the
Stanford Graduate School of Business).

At a time when provocative messaging
and insights-based approaches are
sweeping the sales world, it’s easy to
think these methods are universally
applicable, and will serve you equally
well in any selling situation. But how
effective do these disruptive approaches
hold up when you already have, and
you're trying to protect, existing customer
relationships? Does your “why stay”
message framework need to differ from
your “why change” story approach?

That's what we wanted to test. Here's
how we set up the study.

The online experiment included 402
individuals. At the outset of the study,
they were instructed to imagine that
they ran a small business and that

about two years ago they'd signed up
with a 401 (k) benefits* provider to help
promote their company’s retirement plan
to employees. The hope was that getting
more employees signed up would boost
employee satisfaction with the company
and increase employee retention.

Participants were told to imagine
that two years ago, only 20% of their
employees subscribed to the 401(k) plan.
In the two years since then, participation
had risen to 50%, a positive sign, but
still short of the 80% goal. During that
same period, employee retention rates
had improved, but it was difficult to say
how much of that could be attributed to
the company’s promotion of its 401 (k)
benefits plan.

Participants were then asked to
imagine they were trying to make a
decision about whether they should
renew with their current provider or look
elsewhere. When participants clicked
through to the next screen, they received
a message, or “pitch”, from their existing
provider. What participants didn’t know is
that they were being randomly split up
and assigned to one of three different pitch
conditions.

The opening paragraph was the
same for all participants, but then each
message differed in important ways:

e Status quo reinforcement condition —
In this condition, participants received
an encouraging description of how the
plan was working to date, and how the
company was making progress toward
its ultimate goals. They then received
an additional message designed to
reinforce the causes of the status
quo bias (ie causes that make people
averse to change). This additional
piece emphasized how much effort

*Editor's note: a 401(k) plan is a US retirement savings plan
sponsored by an employer.
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went into selecting the current provider
originally, while highlighting the risks and
costs associated with changing providers

of questions designed to assess their ¢ 13% increase in intentions to renew,
reactions to the messages and measure compared with the two provocative
the persuasive impact within the renewal messages (see Figure 1). To measure

confidence instilled by the provider's
message.
Perhaps most importantly,

are now part of the ongoing operating
budget. People believe change costs
more than staying them same, and

on how to apply them to your renewal
message:
¢ Preference stability — Remind

now.

Provocative pitch condition — In

this second condition, the message
documented the results to date before
introducing a new idea that challenged
their current approach. In this case, the

13

Provocative messaging

context. These questions focused

on participants’ intention to renew,
attitudes toward the vendor, likeliness to
switch, and vendor credibility. Each was
accompanied by a scale ranging from

this, participants were asked how
likely they would be to renew with
their current provider and how likely
it was that they would stick with that
provider.

Figure 1: Intention to renew across three different messages.

participants also answered three
questions designed to measure to what
extent they intended to switch providers
or look elsewhere after hearing each

pitch. Once again, there was a statistically

significant effect. But, as illustrated in

Figure 2, this time it went in the opposite

direction, with the study finding that
participants in the provocative conditions
were 10% more likely to switch or

shop around than participants in the

customers of the long, difficult
process they went through to make
their original decision to choose
you. People prefer to keep their
previous decisions and preferences
understood as valid and stable. You
must deliberately reinforce this in your
renewal messaging.

Perceived cost of change — Take
them through the startup costs and
other resource requirements that

you'll do well to reinforce that.

¢ Anticipated regret and blame —

Remind them of how much progress
they have made to date. Also, recount
for them how much effort has it taken
to ramp up the new solution, onboard
everyone, manage the changes, and
get the implementation running well?
Another change risks stalling or taking
a step backwards and only leaves them
vulnerable to these same potential

Intention to Renew conditions that reinforced the status quo. were invested but, now been returned failure points again.

could actually backfire when 8 - through improved performance and * Selection difﬁculty; ConTede that
. . most other solutions on
it comes to convincing the market provide similar
customers to renew with : . . ” capabilities, and that

7 Figure 2: Likelihood to switch across three conditions. the competitors haven't
you changed significantly

. . . . since the original
SWItChlng LIkeIIhOOd purchase decision. People
message noted that it can be harder to 6 1 8 - struggle to change if they

move from 50% to 80% participation

than it was to move from 20% to

50%. Making that move, the message

continued, might even require different

tactics, such as switching the plan

from an “opt-in” approach to an “opt-

out” one that defaults all employees 4 |

into participating in the 401(k) plan.

The provider would help make this

change, pushing the company toward

achieving its goals. 5
¢ Provocative pitch with upsell —

This message was the same as the

provocative pitch above, with one

small difference: the message offered

participants a series of online tools

for employees that ostensibly would

increase their engagement in reaching

their goals. These new tools would

add 5-15% to overall programme costs,

with an anticipated payback in less

than 12 months.

After hearing their respective

pitches, participants answered a series

don’t see enough contrast
between alternatives.

And, while it may seem

7 1 counter-intuitive, there

is less pressure to prove
competitive differentiation
during a renewal

6 discussion. In fact, it

may be more optimal to
demonstrate that you are
more alike. >

Status Quo Provocative Provocative + Upsell

1 to 9, labelled such that higher scores * 9% boost in positive attitudes,
indicated higher values on the dimension compared with the other two message
assessed. Responses to these questions conditions. Participants had much 4 |
were then averaged to form a composite higher impressions of the provider
index for each dimension. than in either of the messages that
Across all measures, the challenged their current approach with
status quo reinforcement message a new idea.
outperformed the provocation and * 7% boost in credibility, compared
upsell messages by statistically with the two provocative conditions.
significant degrees. The message that Participants answered three
documented success and reinforced the questions that assessed credibility,
status quo bias showed a: trustworthiness and the level of

Status Quo Provocative Provocative + Upsell

If there's one overarching takeaway
to draw from this study, it's that the
provocative messaging approaches
seemingly so in fashion today might
not hold up as well within a renewal
selling context. (Unlike in our previous
research, which showed these approaches
will be effective in a net new customer
acquisition selling scenario). In other
words, provocative messaging could
actually backfire when it comes to
convincing customers to renew with you.

In his study “The Psychology of
Doing Nothing: Forms of Decision
Avoidance Result from Reason and
Emotion,” Christopher Anderson
proposes four causes of the status quo
bias that tend to hold people back from
committing to change.

To tell a compelling renewal story,
companies will want to consider how
to reinforce these causes — and thus
reinforce themselves as the status quo.

Below are the four causes of the
status quo bias, and some commentary

Research into customer lifecycle messaging

In a recent article in this journal we covered research looking at the concept of
developing and delivering a more effective customer acquisition or “why change”
story (see “Have you thought about this?” in the International Journal of Sales
Transformation 1.2, July 2015, pp 38-39). It spoke to the power of introducing
“unconsidered needs” to disrupt the status quo.

After that work was published, companies kept asking us what if anything
would be different in communications with existing customers, as they sought
to ensure their business. This article examines brand new research focused on
finding the most effective approach to the customer renewal or “why stay” story.

We are also enthusiastically announcing an extension of all this research with a

new research project in partnership with Warwick Business School professor,
Nick Lee, and this journal. The goal of that forthcoming research is to address
the next tricky conversation that salespeople will inevitably have, which is:
“What'’s the best way to communicate a price increase or “why pay” story? The
results of that study will appear in the next issue of this publication.

Meanwhile, we’ve also put together an industry survey that deals with important
themes connected to communicating price increases. We invite you to take the
survey here (link is case-sensitive): http://cvi.to/PriceSurvey




» Conference

A framework for renewal
messaging: how to reinforce
the status quo when you are
the status quo

While our research revealed that
reinforcing the four causes of the status
quo bias are superior to provocative
messaging in a renewal setting, we
wanted to get more specific and prove an
exact framework that works best. That was
the focus of a follow-up study.

Methodology

For this online experiment, also
conducted with Dr Tormala, we recruited
380 individuals. The participants were
given the exact same hypothetical
situation as those in the previous study.
But this time, all of the pitches focused
on reinforcing the four causes of status
quo. Instead we manipulated certain
parts of the message to test various
frameworks for any statistically significant
differences.

The first dimension we tested was
whether the renewal framework should
document performance results before or
after messaging that reinforces the status
quo.

The second dimension we tested
was whether the framework should give
more or less explicit detail on any ongoing
improvements made to the solution
during the initial terms of the contract.

All told, the study included four
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If there’s one overarching
takeaway to draw from

this study, it’s that the
provocative messaging
approaches seemingly so in
fashion today might not hold
up as well within a renewal
selling context

different message conditions, each with
a different combination of information
order and level of detail.

The questions participants
answered after receiving each pitch were
designed to assess switching intentions,
willingness to pay, trust and message
quality. Overall, the data indicated
that: (1) documenting results before
reinforcing the status quo was a more
effective strategy than reinforcing the
status quo before documenting results,
and (2) offering more detail about recent
advances was a better strategy than
offering less detail. More specific results
are described below.

Switching intentions

First, to assess switching intentions, three

questions asked participants how likely
they would be to shop around for other
providers, to switch companies and try a
new provider, and to consider discounted
offers from competitors. Responses to
these questions were averaged to form a
composite index of switching intentions.
Results indicated that although order did
not have a statistically significant effect
on switching intentions, there was a
tendency for participants to be less likely
to switch when the provider documented
results first as opposed to reinforcing the
status quo first.

Moreover, there was a statistically
significant effect of detail on switching
intentions. Participants indicated that
they were less likely to switch or shop
around for a new provider when the
message contained more explicit detail.
On average, participants were 7.36% less
likely to switch in the more- compared
with less-detail condition.

Willingness to pay

Participants also reported how much
they would be willing to pay monthly

to renew with their current provider. In
this case, responses were provided on a
scale ranging from 0-100% of their current
rate, in 10% increments. This measure
revealed a significant effect of the order
manipulation, such that participants
were willing to pay 6.59% more when the
provider documented successful results
before reinforcing the status quo (73.61%

>

How do you most effectively reinforce the status quo?
Below is the situation, as well as the winning and losing
message conditions, from the study.

Situation

Imagine you're running a small business and, two years
ago, you decided that you needed to improve your
employee satisfaction and retention rates, because your
turnover is too high and it's expensive to have to hire and
train new people.

You took several steps, including signing up with a vendor
who could help promote your 401k retirement plan to

your employees. You hoped that increasing employee
participation would boost employee satisfaction and

reduce turnover. At the time, only 20% of your employees
subscribed to the 401k, plan, and you hoped to get that to
80%, which is a benchmark for businesses with world-class
employee retention rates.

You went through a rigorous process to evaluate providers.
Most were similar, but you found a company that seemed
like they could meet your needs. You signed a two-year
contract and now it’s time to renew with them, select
another vendor, or go back to handling it yourself.

The vendor did a nice job kicking off the programme and
creating buzz. You had expected them to do more to
promote the programme the entire two years, but they
generally provided good customer service to you and your
employees.

Employee participation improved to 50% (from 20%), but
you fell short of your goal of 80% participation. Employee
retention rates also have gone up, but it’s hard to say

how much of that was because of the change in how you
handled and promoted 401k plans. You've met recently
with some of the other providers you originally considered
to see what’s changed in the last two years, and make an
informed decision. They’ve all made improvements and
introduced new features. Some have appealing capabilities,
but nothing that stands out. Keep this in mind as you listen
to your current provider tell you why you should continue
doing business with them.

Winning condition

Document results — You have made great progress on
your goals over these last two years. You've seen 401k
participation grow from 20% to 50%. Your employee
satisfaction scores are up, and you’ve said some
employees have even taken the time to thank you for the
changes you’ve made. In addition, your employee retention
rates have started to improve, which you said was the
ultimate goal of making these changes.

Preference stability — \When you signed up two years ago,
you really did your homework and looked at a lot of options
before getting your entire team to come to a consensus and
choose our company. It was a long process that involved a
lot of people, but you ultimately arrived at a big decision to
bring this program on board.

Anticipated regret/blame — As you look at making a
renewal decision, it’s important to realize that you are at

a critical point in this journey and that it's important to
maintain momentum to achieve your ultimate participation
and retention goals. Any change to the programme at this
point could create an unnecessary risk of losing the positive
gains you’ve made.

Perceived cost of change — Not to mention that bringing
in another vendor would require you to invest time in getting
them up to speed and money on implementation costs and
other changes that you won'’t have to spend if you continue
working with us.

Selection difficulty — \We've also continued to update and
tweak your programme over the last two years to make
sure you are keeping pace with anything else available

in the market today. Specifically, you will get two new
features designed to help improve your goals of employee
participation and satisfaction:

The first is a monthly report that shows how many tax
dollars your 401k participants saved versus those who
aren’t in the 401k. You can share this with your employees
monthly to provide a gentle nudge to get into the
programme for the tax benefits. Second, we’ve also added
a new smartphone app with retirement planning calculators
and budgeting tools to help your employees make more
informed decisions, and feel like they’re making progress on
their goals.

You’re making great progress. Stick with our programme
for another two years, and | know you'll get to your 80%
participation goal and further increase your employee
retention rates.

Losing provocative condition

Documented results — You have made great progress on
your goals over these last two years. You've seen 401k
participation grow from 20% to 50%. Your employee
satisfaction scores are up, and you’ve said some
employees have even taken the time to thank you for the
changes you’ve made. In addition, your employee retention
rates have started to improve, which you stated was the
ultimate goal of making these changes.

Provocative insight — This is great progress, but we've
seen that for many companies it can be harder going from
50% to 80% than it was going from 20% to 50%. The latest
research shows that it's no longer just about improving
communications of the benefits of contributing to the 401k.
In fact, companies that achieve world-class participation
rates are actually “flipping” their approach to enrolment.
Instead of the traditional “opt-in” approach to enrolment
where people sign up for the plan, these companies are
automatically enrolling their employees in the 401k plan, and
requiring them to fill out a form to “opt-out” of participating.

New and improved solution — We can switch your
programme over to this “opt-out” approach and waive any
additional set-up and administrative costs in exchange for
renewing our partnership for the next two years. We're
looking forward to working with you over the next two years
to adopt this approach and reach the world-class goals
you've set.
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of their current rate) rather than vice versa
(67.02% of their current rate). There was
no effect of level of detail on willingness
to pay.

Participants also indicated how
trustworthy they found the provider to
be. On this item, there were statistically
significant effects for both order and level
of detail. Participants reported greater
trust in the provider when the provider's
message first documented successful
results (rather than reinforcing the status
quo) and when it offered more rather
than less detail about recent advances.
On average, the “results first” messages
outperformed the “status quo first”
messages by a margin of 5.49%, and the
more detailed messages outperformed
the less detailed messages by a margin
of 4.72%.

Finally, participants rated the provider's
message on several scales assessing how
thorough it seemed to be, how much
evidence it contained, and how unique

it was. There was no effect of order on

these ratings, but there was a significant
effect of level of detail. Participants rated
the message as higher quality (more
thorough, more evidence-based, more
unique) in the more detail condition
compared with the less detail condition.
On average, the more detailed messages
outperformed the less detailed messages
by 6.36% on this index.

Across multiple dimensions, the

“document results first” and “more detail”

messages proved more persuasive than
the “status quo first” and “less detail”
messages, respectively. Although there
were differences across measures in
terms of which effect reached statistical
significance, the overall pattern of results
points to the greater effectiveness of
documenting results at the outset of
the message and using more explicit
detail in highlighting recent advances
when employing a message focused on
reinforcing the status quo.

Stay tuned: This research is a kick-off
study for an additional piece of research to be

conducted with (and unveiled in) this publication.

The follow-up study will focus on one of hardest
conversations salespeople ever have: How to
effectively communicate price increases with
customers.
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When challenging the

customer backfires

# Nick Lee & Tim Riesterer

There’s a proper time to
provoke the customer — it’s
Jjust not when you’re trying to
keep them or get them to pay
more, research shows.

rovoking the customer,
challenging the status quo,
leading with an unexpected
insight: these kinds of message
are the lifeblood of the disruption-
minded story you need to tell when
you're the outsider intent on convincing

your prospect to change and choose you.

This “why change” story is highly
effective at unseating your prospect’s
incumbent provider and winning new
business. An article in the previous
issue of this publication referenced
Corporate Visions research which
revealed that identifying and introducing
an “unconsidered need” — as opposed
to responding only to prospects’ stated,
known needs — can give you a significant
edge in terms of creating the urgency to
change.

However, new customer
acquisition isn’t the only selling
situation practitioners face — far from
it. Sometimes, you're the insider.
Sometimes you are the status quo.

What subsequent research
confirmed is that the provocative,
insights-driven approach — which
fared so well in terms of acquiring new
customers — didn't hold up when it came
to securing renewals (what we've called
the “why stay” conversation). In fact,
as was covered in the previous issue,
the provocative approach performed
far worse in the context of renewals
compared with a messaging approach
— or framework — that documented
business results to date and reinforced
the causes of status quo bias.

The research wasn't an indictment
of provocation-based selling approaches
per se, which enjoy so much popularity
today. Rather, the study was an
acknowledgement of the limits of
that approach, a warning sign about
the dangers of applying those selling

Figure 1.

How confident are you that the way you structure and deliver your
price increase message is the most effective for communicating price
increases and creating positive outcomes?

Less than half are
confident in their
price increase

messaging [ 1SR4

8.47%
We’re very confident that
our approach is effective.

36.95%
We're confident our approach
is effective.

techniques to every selling scenario you
face.

Building on that research, we
wanted to learn more about a related
customer dialogue that often goes hand-
in-hand with renewals: price increases
- or what we're calling the “why pay”
message.

“I need you to pay more”

No matter how you spin it, that

message is one of the trickiest, most
delicate that salespeople will ever have
to communicate to customers, not

least because it can veer in the wrong
direction, and fast. Yet, for companies
with aggressive growth goals who need to
get more value from their top accounts,
it's also one of the most essential.

55% are unsure about
the effectiveness

or appropriateness
515140 of their message

2.071%

Not at all; we have zero confidence that
our approach is best for communicating
price increases.

14.92%
We have little confidence
in our effectiveness.

36.95%
¢ We're somewhat confident.

As a precursor to the academic
research around communicating price
increases, Corporate Visions partnered
with this publication to conduct a joint
survey to get a read on how customers
were handling price increases today.
What the survey uncovered, among many
things, is that this is a conversation that
matters to B2B organizations — though
you might not know it given the lack
of messaging strategy and structure
companies are putting toward it.

The survey found that nearly two-
thirds of B2B professionals believe
price increases are “very important”
or “mission critical” for maintaining
desired profitability and revenue
growth (Figure 1).

But get this: Fewer than half of
respondents (45 percent) are confident
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in their approach to communicating
price increases. This probably explains
why nearly four out of five companies
(79%) want a more formal and
strategic approach to how they handle
this message.

That’s no surprise, given how
poorly this message is going over with
customers. Almost 70% of companies
(69%) in our survey say their success
rate is “50-50” or worse in terms of how
it is being received by customers. That
leaves less than one-third of companies
(31%) feeling good about how their price
increase messaging is going over
(Figure 2).

Figure 2.

to begin inching the price back up to
respectable rates.

In other words, ongoing investments
in servicing accounts and improving
solutions — not to mention the rising
cost of goods — all end up in the same
spot: a post-purchase price increase
conversation.

If the survey results reveal anything,
it's that companies appear to know
they're leaving money on the table,
getting less than they want or even
need from customers. That's why we
collaborated on original research that
would provide answers to the following
questions: What is the most effective

When you communicate price increases to your customers,

Less than a third of
respondents say price
increases are going over
well with customers.

Pretty good. 26.10%

31%

Excellent. 5.42%

The consequences of this
conversation going poorly aren’t hard
to imagine. At worst, it could mean
concerning levels of churn. At best, it
could mean you're forced to negotiate a
much lower increase than the one you
requested — or no increase at all — just
to keep your customers. Besides your
profitability being on the line, a poorly
executed price increase message carries
the additional risk of damaging customer
loyalty in a way that makes customers
susceptible to a competitive alternative.

Strategic importance

The strategic importance of handling
price increases well shouldn't be
underestimated, either. Companies often
make decisions to get new business in
the door that include offering too-good-
to-be-true pricing and concessions,
hoping to then “land and expand”.
Recovering whatever discounts you might
have had to offer to win business in the
first place might involve cross-selling
and up-selling additional services, but

it might also call for a strategic effort

how well does it go over?

69% describe price increase
requests as 50-50 or worse
in terms of how well they go
over with customers.

Terribly. 2.03%
Pretty bad. 13.56%

It’s 50-50. 52.88%

message for communicating a price
increase? In other words, what is the
best way to pass along a price increase
to expand revenue while minimizing
risk?

The study: Testing the best
message for communicating
price Increases

The experiment we developed was
structured to assess three areas critical to
the effectiveness and reception of a price
increase message: attitudes; how likely a
customer is to renew; and how likely they
are to switch to a different vendor.

Here’s how we set it up. To begin,
we recruited 503 participants to take part
in an online experiment. At the outset of
the study, participants were instructed to
imagine that they ran a small business
and that two years ago, they needed
to do something to improve employee
satisfaction and retention rates because
employee turnover was high and it was
too expensive to keep hiring and training
new people.

One of the steps these business
owners took included signing up with
a vendor who could help promote
the company’s health and wellness
programme for employees. The hope was
that increasing employee participation
would also increase employee
satisfaction and reduce turnover. At
the time, only 20 percent of employees
subscribed to the health and wellness
programme. The goal was to increase
that to 80 percent: the benchmark for
businesses with world-class employee
retention rates.

The two-year contract signed by the
company was nearing its conclusion, and
it was time to renew with that vendor or
choose an alternative.

Participants were told they'd
recently met with some of the other
providers they originally considered to
see what's changed in the past two years:
they've all made improvements and
introduced new capabilities; and, while
some of the improvements are appealing,
nothing really stands out. In addition,

pricing appears to be similar to what they

are already paying.

However, the current vendor
partner is now asking for a price
increase for the next two-year
agreement.

But here’s what participants didn’t
know: they were divided randomly into
six groups and placed into different
message conditions, each of which took
a different approach to framing the price
increase. Importantly, in each condition,
the message opened by documenting the
business results to date, and all of them
proposed the same 4% rate of increase to
the annual cost of the programme. The
six approaches (figure 3) are described
below:

1. Introduce Unconsidered Need — This
message introduced new research that
revealed a new opt-out approach to
increase plan participation, whereby
the company would “flip” its current
opt-in approach and all employees
would be automatically enrolled. It
explained that this would require
some new services, which cost 4%
more, but assured the customer that
they would recover that within a year
based on improved performance.

2. Improved capabilities with anchor
— This message explained how the
customer would be getting new
capabilities as part of their renewal to
increase performance and progress on
their top goals. It explained, however,
that these new, advanced capabilities
would add 8% to the annual cost of
the plan. However, the vendor would
agree to reduce that by half because
they were a good customer, resulting
in a 4% increase.

3. Improved capabilities without
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Figure 3.

Introduce Unconsidered
Need - This message
introduced new research
that revealed a new opt-
out approach to increase
plan participation,
whereby the company
would “flip” its current
opt-in approach and all
employees would be
automatically enrolled.

It explained that this
would require some

new services which cost
four percent more - but
assured the customer that
they would recover that
within a year based on
improved performance.

v

Each opened by documenting business results to date

Improved Capabilities
with Anchor - This
message explained

how the customer
would be getting new
capabilities as part of
their renewal that will
increase performance
and progress on their
top goals. It explained,
however, that these new,
advanced capabilities will
add eight percent to the
annual cost of the plan.
But, the vendor agrees
to reduce that by half
because they are a good
customer, resulting in a
four percent increase.

v

anchor — This message was the same
as the one above, except there was

no “anchoring” of a higher price point
to begin with. It simply presented the
new capabilities and performance as a
justification for a 4% price increase.

. Improved capabilities with anchor

and time-sensitive discount —
Again, this introduced the improved
capabilities in the same way, and
explained how they would increase
performance; and, it described how
this would add 8% to the annual cost.
However, it then offered a time-
sensitive discount that said, if you
renew before the end of the month,
those additional costs would be
reduced by 50%, for a net 4% increase.

. Cite external cost factors — This

message blamed the price increase on
outside cost pressures. Specifically,
regulations and responses that
necessitated an 8% cost increase. In

a friendly gesture, this approach used
an anchor, explaining that the vendor
was willing to absorb half of that extra
cost burden, but must pass along

the remaining 4% percent increase in
annual programme cost.

. Reinforce status quo bias — This

message justified the price increase
by reinforcing status quo bias —
reminding customers about the
potential risks of making a change,
and about how much time and
energy bringing in a new vendor
could require. It also introduced

Improved Capabilities
without Anchor - This
message was the
same as the one to

the immediate left,
except there was no
“anchoring” of a higher
price point to begin
with. It simply presented
the new capabilities
and performance as a
justification for a four
percent price increase.

Improved Capabilities
with Anchor and Time-
Sensitive Discount

- Agian, this introduced
the improved capabilities
in the same way, and
explained how they will
increase performance.
And, it described how this
will add eight percent to
the annual cost. But it
then offered a time-
sensitive discount that
said: If you renew before
the end of the month,
those additional costs will

be reduced by 50 percent,

for a net four percent
increase.

v v

the new and improved capabilities

and expected positive impact on

performance, while proposing a

straight 4% price increase associated

with the advanced solution and

anticipated improvement in results.

After participants received their

respective messages, they answered a
series of questions designed to assess its
impact. The questions were accompanied
by scales ranging from one to nine,
labeled such that higher scores indicated
higher values on the dimension assessed.
Responses to the questions were then
compared across the groups.

Cite External Cost
Factors - This message
blamed the price increase
on outside cost pressures,
specifically regulations
and responses that
necessitate an eight
percent cost increase. In
a friendly gesture, this
approach used an anchor,
explaining that the vendor
is willing to absorb half

of that extra cost burden,
but must pass along the
remaining four percent
increase in annual
program cost.

¥

Results

Reinforce Status Quo
Bias - This message
justified the price by
reinforcing status

quo bias—reminding
customers about the
potential risks of making
a change and about how
much time and energy
bringing in a new vendor
could require. It also
introduced the new and
improved capabilities
and expected positive
impact on performance,
along with a straight four
percent price increase
associated with the
advanced solution and
anticipated improvement
in results.

Same 4% price increase rate in every case

The experiment revealed that the
provocation-based message that
introduced an unconsidered need was
the least effective in terms of framing a
price increase — just as it was found to
be least effective in the study focused on

securing renewals.

Participants in the provocative
condition were found to have:
¢ 18.8% less favorable attitudes
toward the message, compared to
participants in the new capabilities
with timed discount condition, which
performed the best in this regard

(figure 4).
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In addition, participants in the
provocation-based message were (figures
5&6):

* 15.5% less likely to renew with
their current vendor, compared with
participants in the new capabilities
with time discount condition, the
highest-performing message in this
area.

* 16.3% more likely to switch
to another vendor, relative to
participants in the status quo bias
reinforcement condition, which
performed the best in this measure.

Another thing the research revealed:
two of the least-used approaches — as
identified by our survey — are the most
effective approaches when it comes to
communicating price increases.

Only 7% of survey respondents
said they anchored a higher price before
providing a discount when introducing
a price increase. And, only 18% of
respondents currently try to justify a

N

price increase by reinforcing the cause
of status quo bias. According to the
research, both of these approaches are
critical factors in terms of executing a
price increase message with maximum
effectiveness.

The winning “why pay”
messaging framework

The results reveal that the winning
messaging framework embodies two
things:

1. First, it will reinforce the status quo
biases while introducing key, new
capabilities to solve existing needs —
not introduce new needs.

2. Second, it will also anchor high with
the new price, before giving a timed,
loyalty discount to sign the renewal.

Below is an example of the best-
performing messages in the study (it is
not meant to be a script, but a framework

for your consideration):

Document results to date: “You
have made great progress on your
goals over these past two years. You've
seen health and wellness programme
participation grow from 20% to 50%. Your
employee satisfaction scores are up,
and you've said some employees have
even taken the time to thank you for the
changes you've made. In addition, your
employee retention rates have started to
improve, which you said was the ultimate
goal of making these changes.”

Reinforce causes of status quo
bias: “When you signed up two years
ago, you really did your homework and
looked at a lot of options before getting
your entire team to come to a consensus
and choose our company. It was a long
process that involved a lot of people, but
you ultimately arrived at a big decision to
bring this programme on board.

As you look at making a renewal
decision, it's important to realize that
you are at a critical point in this journey
and that it's important to maintain
momentum to achieve your ultimate
participation and retention goals. Any
change to the programme at this point
could create an unnecessary risk of losing
the positive gains you've made.

Not to mention that bringing in
another vendor would require you to
invest time in getting them up to speed
and money on implementation costs and
other changes that you won't have to
spend if you continue working with us.”

Introduce new capabilities:

“Over the past two years we've been
developing new capabilities to drive more
satisfied participants, as well as give

you confidence that your programme is
keeping pace with anything else available
in the market today. As you consider your
renewal with us, we wanted to let you
know about two new services we think
can have a tremendous impact on your
goals:

“The first is a new weekly report
that shows non-participants in the
programme how much benefit that those
who are participating are seeing in terms
of their fitness and wellness, as well as
how much they are saving, and benefiting
in terms of healthcare, by being part of
your plan versus the alternatives. This
kind of communication, on a monthly
basis, will provide a gentle nudge to
help encourage them to get into the
programme for the great benefits.

“Secondly, we've also added a
new smartphone app with online tools,
including automatic result tracking, and
integration with popular fitness trackers.
In tests, these touches have been shown
to help your employees get more benefits
from health and wellness programmes,
and feel like they're making progress
on their goals. The result has been
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shown to create higher employee plan
satisfaction.”

Anchor price increase high,
introduce loyalty discount: “These
new services and functionality will add
approximately 8% to the annual cost of
your plan. However, if you renew before
the end of the month, we will reduce the
price increase by 50%, making it just a
4% overall increase to get this level of
service.

“You're making great progress. Stick
with our programme for another two
years, and I know you'll get to your 80%
participation goal and further increase
your employee retention rates.”

Conclusion

There’s an appropriate time to challenge

$

s
I

your buyers — it’s just not when you're
trying to renew them and convince them
to pay more. The results of the study are
clear and compelling, and it’s rare to see
such strong and consistent results across
such a large sample audience and so
many different conditions and categories
of measurement.

Above all, the findings serve as
confirmation that communicating with
prospects and customers across the
buying lifecycle isn't a one-size-fits-
all thing. While a disruptive message
plays well when you're trying to defeat
the status quo bias and displace an
incumbent, it shouldn't be applied
universally — no matter how popular the
approach might be.
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New research identifies how best to handle
upselling or cross-sell conversations.

(( hat about this selling situation?” That’s typically
the first question we hear whenever we've
conducted a study that sheds light on the buyer
psychology of some critical moment in the

purchase cycle. There’s always somebody waiting with the next

question that needs to be run through the research gauntlet.

In our first article in this journal, we described the best
message framework for telling a great “Why change?” story. This
is the story you tell when you're the outsider trying to displace
an incumbent vendor, and you need to disrupt their status quo
and convince them you're different and better than what they're
doing today.

More recently we published the findings of a study to
determine the best way to tell a “Why now?” story. This is the
one you need to get executive buyers to take action sooner
rather than later — decide rather than defer.

Those studies validated an effective message for when
you're trying to defeat the status quo. What it didn’t address
is what to do when you are the status quo. What if you're
the “insider”? Do you still need to disrupt, or do you need
to reinforce your position as the status quo? In other words,
what is the best way to increase customer retention (“Why stay
with you?”) and communicate a price increase to expand the
per-account value of your partnerships (“Why pay more if I do
stay?”)?

What this research revealed, in sum, is that the message
you need to displace an incumbent (the “Why change?” story) is
nearly the inverse of the message you need to retain them (“Why
stay?”) and convince them to pay more.

It might've seemed only natural that these stories would
oppose each other, given their very different aims. But, at a
time when provoking and challenging the customer everywhere,
all the time, is accepted as if it were a philosophical principle,
it becomes essential to see research that clearly shows how
buying psychology changes when you're communicating with
prospects as opposed to existing customers.

The big takeaway is that your message can’t be one
dimensional — it can’t be a one-size-fits-all thing. Different
situations across the buying cycle demand different messages
and different skills, because what might work beautifully in one
situation could well backfire in another.

A research gap identified: upsell/cross-sell

Despite what these studies uncovered about which messages
work best in these key situations, there were still gaps in the
research with respect to some other vital questions. One of
them is this: How do you sell more to an existing customer? In other
words, how do you best handle what are traditionally known
as the upsell or cross-sell conversations, when, for instance,
you might need to convince existing customers to migrate to
higher-value solutions and services, either in the event of a
significant upsell opportunity or due to a material change in a
base product?

We're calling this the “Why evolve?” story. And one reason
it begs for a study is that it appears to be something of a
hybrid between the “Why change?” and “Why stay?” stories,
requiring techniques and skills that borrow from these two
strikingly different situations. Another reason? More than 86% of
respondents to a recent Corporate Visions industry survey said
this moment is “important” or “very important” to their revenue
success and their ability to retain customers. Nearly 60% of
respondents, however, said they are only somewhat satisfied or
worse when it comes to how well they convert customers to new

solutions — both in terms of how fast they convert them and how
many are converting.

Convincing your customers to migrate to newer,
superior solutions and services seems like it should be
an easy ask. Too bad it seldom is. That's because a whole
range of hidden challenges and complexities that you might
have underestimated in the beginning can rise to the fore,
threatening to scuttle big opportunities to cement higher-value
relationships with your customers.

Here's what'’s really on the line: If you're successful in
this moment, you can lay the groundwork for better customer
experiences and longer-lasting partnerships, allowing your
customers to take maximum advantage of the most impactful
solutions and services you can deliver. But if you stumble at
getting customers to evolve to higher-value services, your
partnerships can stagnate. And when that happens, plateauing
revenue isn’'t your only problem.

If you aren't offering your customers your most remarkable
experiences, they become more susceptible to the overtures of
your competitors, who can potentially disrupt you out of the
equation with promises of better customer experiences that
they can deliver. The problem isn’t necessarily that you don't
have those capabilities. It's that you haven't effectively seized
the opportunity to provide them.

There’s clearly a lot at stake here. And, this situation is
important enough that it shouldn’t be settled with educated
guesswork or untested nostrums, but with actual research.
That's what we set out to do. The study, just completed, is
covered below.

Researching the “Why evolve?” question

For this research we continued our collaboration with Professor
Nick Lee at Warwick Business School. He has spent nearly 20
years drawing from social psychology, cognitive neuroscience,
economics, and philosophy to develop insights into salespeople
and selling. Our aim was to develop a study that responds to
the most difficult challenges salespeople face when trying to
sell higher-value solutions and services to existing customers.

The five key challenges of this situation are described
below:

1. Different enough? It's hard to overcome all the noise in
the market and be seen as different enough to require
action. So how do you create a message that’s not what the
customer expects — that’s unusual enough to pique their
interest?

2. Important to success? Part of selling is to create a buying
vision in the minds of your prospects. You want to shape
their vision of a future in which you and your solutions play
a big role in their success. How do you craft a message that
gets them to see your solutions as vitally important to all
that?

3. Personally convincing? People look out for themselves
first. So how do you craft a message that not only shows the
value of their business, but also convinces them to become
personally invested in doing something to propel their
business forward?

4. Willingness to change? With many priorities and fires
to fight, buyers need to be willing to take this on and be
willing to move to a better solution. How do you craft a
message that makes that case?

5. Intention to purchase? In the end, the only thing that
matters in sales is whether they purchase or not. Even a 1%
uptick in the likelihood of success is welcome. So how do
you craft a message that increases the likelihood of your
customer buying?

The best message condition for the “why evolve” moment
is the one that's most effective at helping salespeople overcome

32 Q32019

these challenges and answer the questions they raise.
Determining the framework for that message was the basis for
the study itself, which was conducted online and included 426
participants whom we put into a business-to-business decision-
making simulation.

Here’s how we set up the study:

At the outset, participants were randomly assigned to a
range of different test conditions. They were told to imagine
they were decision-makers in a discussion with a sales rep from
their long-term software vendor, who is trying to convince them
to upgrade from a legacy on-premise version of their business
intelligence software to their new cloud-based business
analytics solution.

The five conditions tested reflected the following message
types, summarized below:
¢ Product as the hero — This was based on the type of

message many companies deploy to announce new

solutions. It's product-oriented and heavily predicated on
highlighting the new and improved product features and
benefits.

¢ Relationship reinforcement and emotion — In a nutshell,
this message uses emotional language to lean into the
idea that the company and vendor are partners. It's
unafraid to have a frank conversation about challenges and
opportunities befitting a long-term partnership.

¢ Why change? - This message has already been proven in
our past research to be the optimal message for unseating
an incumbent vendor and converting new prospects into
customers. It's provocative, a little edgy, and we wanted to
test it in this “Why evolve?” scenario.

e Why stay? — Our previous research confirmed this message
is the most effective at convincing existing customers
to renew at the end of a contract. We wanted to see how
it would hold up in the middle of an existing customer
contract, with an upsell hanging in the balance.

¢ Social influence - This message was designed with the
idea that peer pressure is a powerful motivator. It shows the
buyer that many of their peers are taking action and making
strides and that they can’t afford to get left behind.

Participants only viewed one of the five message
conditions. Afterward, they were asked to respond to a series of
questions addressing the key challenges mentioned earlier, all
critical to the selling situation at hand.

So which condition proved most effective in the areas of
greatest concern to this scenario?

Study results: the best “Why evolve?” message

In a combined score reflecting the overall performance of
each message across all 20 questions assessed in the study,

the message that performed best was the relationship
reinforcement and emotion condition. In terms of overall
performance across all positive areas in the study, this message
outperformed the others by a range of 4.3-5.8% (Figure 1).

Message performance
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Figure 1: The relationship reinforcement and emotion condition
outperformed the others.

Next, we wanted to look at the five key challenges
highlighted earlier in this article, specifically with an eye
towards the urgent questions they raise inside the upsell
scenario. These questions include: how unusual your message
is; how important you are to your customers’ future success;
how convincing your message is on a personal level; how willing
your customers are to take action as a result of your message;
and, when all is said and done, how likely they are to actually
make a purchase.

Once again, the relationship reinforcement and emotion
condition consistently outperformed the other conditions
across the most meaningful areas assessed in the study. The
results are set out in figures 2—6.

How unusual or unexpected was this pitch?
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Figure 2: How unusual or unexpected was this pitch?
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How important does this decision seem to your success?

——— T.7% - 16.2% Advantage ————

Ematicnal Wity Chage ||'I'|'||' Sty Poosfiact Mo
Palakasn

Figure 3: How important does this decision seem to your success
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Figure 4: How convincing is this company’s case for you to move to the
new software?

Given the consistently strong performance of this message
across these key areas, it appears this selling scenario demands
a different kind of message than the product-oriented hero
story, not to mention the strictly provocative story best suited
to new customer acquisition (“Why change?”), or the status quo
reinforcement story that’s optimal for handling renewals (“Why
stay?”).

As you'll see in the example below, the winning message
borrows ingredients from the more disruptive “Why change?”
approach and from the more protectionist “Why stay?” one.
This strongly suggests that a hybrid message — not a message
that strictly challenges their situation — is most appropriate for

Highlight

Evelving
Pressures

Quantify the tenure
and impact of your
partnership. Recap the
goals you've helped
them achieve to date

Describe shifting
internal and external
pressures as a
legical progression
or evolution not a
surprize or disruption

The Winning “Why Evolve™" Message

Describe the potential Emphasize
missed opportunities
both internally and
externally from your
vantage point as a

trusted partner keeping up

Figure 5: How willing are you to move to the new software?

How likely are you to purchase the new software?
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Figure 6: How likely are you to purchase the new software?

performing well in an upsell or cross-sell scenario.

After all, this message isn’'t designed for driving big
changes or getting a customer to renew. It's about getting
the customer to evolve, both in terms of their vision and
their buying behaviours. This message ensures they don’t
get complacent, lulled into the habit of using your old-guard
solutions instead of your boldest and newest and highest-value
innovations.

The research reveals that a winning “why evolve” message
is based on a five-part framework, illustrated in the visual
below:

Risk of
Ne Change

Use personalized “you"
language to transfer
ownership of the solution
and all of the internal
and external benefits for
making the change

the potentially
harmful risks and
repercussions of
not evolving or
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(1) Documented Results — Quantify the tenure and
impact of your partnership. Recap the goals you've
helped them achieve to date.

(2) Highlight Evolving Pressures — Describe shifting
internal and external pressures as a logical
progression or evolution, not a surprise or disruption.

(3) Share “Hard Truths” — Describe the potential missed
opportunities both internally and externally from your
vantage point as a trusted partner.

(4) Risk of No Change — Emphasize the potentially
harmful risks and repercussions of not evolving or
keeping up.

(5) Upside Opportunity — Use personalized “you”
language to transfer ownership of the solution and all
of the internal and external benefits for making the
change.

The winning “Why evolve?” message

Here's an example of the “why evolve” message that
performed best in our research simulation, with the
components aligned to the pillars above.

[Documented Results] Over our nine-year
partnership, we have worked together towards your goals
of creating organizational efficiency, increasing customer
satisfaction, and protecting and growing revenue.

[Highlight evolving pressures] As with anything,
business needs change and technologies evolve. Externally,
you face a customer base that wants personalized solutions
and instant answers. Internally, you have a changing

>

Validating the “Why stay?” framework

When it comes to increasing customers’ likelihood of sticking
with their current solution, it comes as little surprise that the
“Why stay?”-oriented story proved the most effective message
type. This is consistent with our past research into the customer
retention moment, which found that reinforcing status quo bias
— as opposed to introducing new or provocative information
— is a major component of the optimal message for renewing
existing customers.

That a “Why stay?“-like message was once again effective
at getting customers to stick with their current solution
further validates the power of these types of messages within
a customer renewal context. As both studies show, these
messages are effective at convincing customers to entrench
themselves in their current situation. That's great for customer
renewals, but not so great for the demands of the up-sell and
cross-sell scenarios you need to navigate in the “Why evolve?”
moment.

Likelihood of staying with current solution

IIIIE
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Dr Nick Lee, Professor, Warwick Business
School, comments:

These findings make good sense — but then, the best ideas
usually do make good sense once you've discovered them!
However, when you think about it, the “upselling” situation we
are looking at here is one of those situations where it seems
like many different approaches could work. The relationship
reinforcement message that does come out on top here
combines a number of key psychological tools that are likely
to be the reason for its success. In particular, you're building
trust here in several ways: first, by creating the impression of
a partnership, but also reinforcing that by taking what could
be seen as a risk; and second, by laying out some “hard truths”
about the existing situation. So you come across like you are
“walking the talk” of being a genuine partner, interested in the
customer as much as (if not more so) than yourself. It really
removes the feel of a cynical “upsell”, and brings in the idea
that you have the customer’s best interests at heart.
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workforce that wants the newest tools and greater work
flexibility.

[Share “hard truths”] As partners, it's tempting just to
focus on all the positives, but the role of a good partner is to
also share hard truths. The fact is, we've heard from your teams
that they like our software, but they are frustrated at having to
dedicate time consolidating data from different sources. Then
once the data is consolidated in your system, they feel limited
because your current version has a limited set of standard
reporting views available.

[Risk of No Change] These areas of inefficiency can
make it difficult for your hard-working teams to identify areas
of waste, which means the organization continues to waste
time. Not only does this make your employees frustrated and
dissatisfied, but it can lead to clients becoming irritated that
they aren’t getting the personalized information and immediate
experiences they desperately crave. This frustration has the
potential to lead to more employee turnover and less customer
loyalty.

[Upside Opportunity] But you can ensure your team
has the latest version of the software that is so critical to your
business. By upgrading to our new cloud-based solution you'll
get faster, simpler and more flexible business management
capabilities that allow you to acquire and analyze multiple data
sources easily from a single app. You'll also tap into the power
of artificial intelligence and be able to produce more than 50
standard reports that can be customized to your business.

All this to improve the speed of your operations, the
usefulness of your insights, while increasing both internal team
and external customer satisfaction.

And that's why we’d like you to allocate the budget for
the one-time installation fee similar to what you paid for
the original software install as well as the 20 percent annual
maintenance increase needed to make the jump to our
powerful, new BCS-18 business analytics solution.

In closing

Don’t guess when it comes to messaging for a customer
conversation as important to your success as this one. The
upside of the upsell is — needless to say — tremendous. It can

mean better customer experiences, longer-lasting partnerships,
more satisfied clients, and a lot more revenue for you. The
downside is also significant. The risk isn’t just that your
customer relationships will stagnate; it's that this stagnation
will leave you vulnerable to the messaging of outsiders who can
approach your customers with something materially better than
the experiences you're providing them today.

Don't let that happen. Don’t leave this conversation
to chance. By bringing some much-needed research and
messaging rigour to the “why evolve” moment, our hope is that
you won't have to.

About the authors

Tim Riesterer is Chief Strategy and Research
Officer, Corporate Visions and Joe Collins is Senior
Consultant, Corporate Visions.
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New research reveals a formula for
communicating an apology that generates
greater customer satisfaction and loyalty after
a service failure.

Have you ever had a service problem with a customer and
worried about the negative impact it would have on your
relationship and long-term revenue prospects? Maybe they
won't renew. Maybe they won't buy more. And, worse, maybe
they will spread the word throughout their network and
negatively impact other prospect or customer decisions.

On the flipside, has it ever happened where you put a
recovery plan in place and you were able to improve customer
loyalty after the failure? Perhaps at even higher levels of
satisfaction than before you had the issue?

If this has ever happened to you or your company, you have
entered the service recovery paradox (SRP): the situation in which a
customer thinks more highly of you after you have corrected a
problem than if they had never had a faulty experience with you
(Figure 1).

Most companies spend a lot of time and effort to avoid
problems and provide non-faulty service to ensure customer
satisfaction and loyalty. But, it turns out it is possible to get
an even better outcome if you handle a failure properly. In
other words, the inevitable customer crisis can become one

Customses with service tailure
and successhl recovery

Customer Loyalty

=" Customer without
. sereice failure

1

Sevice failure 4— Service recovery

Time

Figure 1: The service recovery paradox.

of your best opportunities to build greater levels of customer
commitment.

This article will look at the existing research around what
it takes to evoke this so-called service recovery paradox, which
includes the importance of formal apologies. Then, we’ll take
it one step further and provide you with the results of a new,
original research study on the optimal framework for your
apology messaging.

At the end of this article, you will have a tested, proven
messaging tool for improving engagement with your customers
when they experience a problem with your solution. An
approach that will increase your odds of experiencing the
service recovery paradox.

The service recovery paradox has been well documented in

consumer settings, but only recently was this phenomenon

validated for the B2B environment. A study appearing in

the February 2018 edition of the Journal of Business & Industrial

Marketing was the first to prove its existence, and provide

a preliminary model for achieving the SRP with business

customers (“The service recovery paradox in B2B Relationships,”

Hibner, et al).

According to the research, the recovery model for inspiring SRP

contains four components:

¢ Initiation — Speaks to the willingness to engage in recovery
actions even if the problem isn't caused by the failing
provider directly, rather a sub-contractor or other third party.
Your customer believes you hold full responsibility and
expects you to resolve it with professional rigor regardless of
who is to blame.

¢ Response Speed — Relates to the timeliness and
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responsiveness of recovery actions, especially when service

failures affect companies where every second of downtime costs

big money. Taking immediate recovery measures once a problem
is detected — or even anticipated — increases your chances of
recovering from a problem compared with those who do not.

e Compensation — Refers to the allocation of financial and
physical resources by the failing provider. For B2B customers
the most appreciated compensation comes in the form of
additional free-of-charge resources to resolve the service
failure as fast as possible. Delayed financial compensation
doesn’t make up for their losses, especially losses in internal
and external trust.

¢ Apology — Describes how service providers convey remorse
to the affected customer parties in a way that positively
influences the perception of the service recovery episode: the
propensity of a service failure to result in an SRP increase
when you communicate your efforts to eliminate the root
cause of service failures and convince the customer it won't
happen again.

Focusing on the apology

Three of the four components described above (Initiation,
Response Speed and Compensation) are no doubt vital to
achieving SRP. They must take place to get a customer back up
and running, while minimizing calculable damage.

But, unless those three recovery activities are well
documented and communicated effectively in the right apology
framework, you reduce the possibility that everyone inside
your affected customer will appreciate and give you credit for
your efforts, thereby hampering your ability to raise customer
satisfaction and boost customer loyalty above pre- or non-
failure levels.

Apologies have been a reasonably well-studied area. For
purposes of our research, we focused on foundational findings
in the paper “An Exploration of the Structure of Effective Apologies,”
(International Association of Conflict Management Research,
Lewicki et al, 2016).

Their research identified and demonstrated five individual
elements that contribute to an effective apology:

COMPONENT SIMULATION TEXT

1. Acknowledgement of responsibility — a statement which
demonstrates you understand your part in the service failure

2. Offer of repair — a statement extending a way you plan to
fix the problem and work toward rebuilding trust with your
customer

3. Explanation of the problem — a statement in which the
reasons for the failure are explained to the customer

4. Expression of regret — a statement in which you, the
violator, expresses how sorry you are for the problem

5. Declaration of repentance — a statement in which you
express a promise to not repeat the problem

Missing research: what’s the best order to
express an apology?

While each of these five elements were proven to contribute
individually to an effective apology, in our opinion there was
one missing, important study still to be done. In reviewing

the existing apology science literature, we found no research
to determine if there is a best order for these elements. Not
only that, the literature studied only general “effectiveness” of
apologies, with no specifics of the apology’s impact on tangible
sales and customer success outcomes. In other words, there is
no official “I'm sorry” apology messaging framework that can be
proven to have greater impact on SRP-related questions.

So, we created a test scenario (see Sidebars 1 and 2)
and recruited 500 people across North America and Europe
to imagine themselves in a service-failure situation, and then
measure their responses to important questions related to SRP.
We asked them to imagine they were the manager in charge of
an HR Benefits Enrolment system that failed during the most
critical time of the year — benefits enrolment. And, we told them
that the problem had a significant and wide-ranging negative
impact on others in the organization, including the senior-most
executives.

After reading the description of the service failure, we
asked everyone to rank the intensity of their negative feelings
toward the supplier in the story. The question read: “How would
this incident impact your perception of your supplier?” (Scale of 1-9

Acknowledgement
of responsibility

The software outage was entirely our fault. It should not have happened at all, let alone during such a critical time for your
business. We take full responsibility and are committed to ensuring it will not happen again.

Offer of repair

| want to attempt to repair any possible problems this outage caused for you, your team, or your employees. First, | have

been approved to provide your company with a one-month refund, twice the length of your benefits sign-up period. It is

an expanded refund in recognition that this happened at a peak time for your company. | have also directed our customer
service team to manually check all sign-ups that occurred after the software came back online to be sure they were captured
accurately. | will let you know the outcome as soon as it is complete, no longer than one week from now.

Explanation Your software went down after a major power outage at one of our data centres. Your workload was re-routed to our other
data centres, as part of our back-up plan and service agreement. However, the second centre your content was assigned to
was down due to preventive maintenance and a hardware update. This caused your system to go down for a period as the
system re-configured to find the next alternative for your workload. We have now updated our redundancy system to avoid

anything like this in the future.

Expression of regret

| am exceptionally sorry for this outage, and as soon as | knew about it, | was in constant communication with our technical

teams until it was resolved. On behalf of our company, | would like to apologize not only to you, but your leadership team

and all affected employees.

Declaration | fully regret that this outage occurred, and our teams are making the necessary changes to make sure it does not happen

of repentance
on both accounts in this situation.

again. Our outages should be reserved for planned down-time, with advance communication, and we regret that we failed

~ Figure 2: Text for apology components.
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Sidebar 1: Service failure scenario - your
software application goes down at the worst
possible time

For the purposes of this study, we asked the participants to
imagine that they were responsible for their company’s HR
benefits programme. Then, we told them about the following
service failure:

“Near the end of the benefits sign-up period, the software your
employees use to sign up for benefits goes down for an extended period.
Employees are emailing you directly with questions and frustrations,
especially with the deadline looming. They are also submitting requests for
support to IT, which cannot rectify the problem because it is an issue with the
software supplier itself.

“Your HR leadership team and other managers are repeatedly asking
you for updates regarding when the problem will be corrected. The software
ultimately comes back online, and the sign-up period ends. But, this results
in a much higher workload for you and your team to ensure all employees
have the necessary benefits. You're also fielding numerous questions and
concerns from company leaders worried about the impact this experience will
have on employee satisfaction.”

The participants were then asked a key question: “How
would this incident impact your perception of the supplier?”

where 1 = the most extreme negative perception)

We then took only the most extremely negative
respondents (those who rated their perceptions after the service
problem as 1 or 2) to see how they reacted to the various
apology messages. The goal was to determine the apology
framework that had the most positive impact on the most angry
and frustrated “customers”, figuring this would be the ultimate
test for any “I'm sorry” message framework.

In Figure 2, you'll see we drafted a sentence or two
for each apology component. We then created multiple test
conditions by re-ordering how the components appeared and
were communicated to the customer, each defensible based on
how effective any one apology component was proven to be in
the existing research.

Four different combinations of the five elements were
created to test for the best approach. A fifth test condition
only used two of the five elements to create a control (Figure
3). Specifically, we used just the two most factual apology
components and eliminated the more emotional elements.
Oftentimes, people in B2B environments argue that emotional
content only works in B2C and that just the facts matter in
conversations with B2B customers. So, we attempted to see how

(1-9 scale with 1 = most negative). Existing research
demonstrates that SRP kicks in only when the underlying service
failure exceeds what Hubner et al. call the “zone of indifference.”
In other words, SRP isn’'t about the small day-to-day missteps
and token apologies that litter a supplier-customer relationship.
To truly test apology effectiveness, we needed to ensure that
study participants felt particularly acute pain, with the proposed
scenario severe enough to impact a wide range of potential
customer stakeholders.

Next, the participants were randomly assigned to one of
the five apology messaging conditions, and were told:

“You are about to meet with the software supplier for the first time
since this serious incident put your department in such a difficult position.
What follows will be the written text of their response to the situation.”

Then, they read the apology as text and were asked a series
of questions. The responses from the most angry and frustrated
participants (those who initially rated their perception of the
supplier the lowest) were used to compare the impact of the
various apology approaches. The objective was to determine
which message could improve the reactions of the “saltiest”
customers and provide a clear winning formula for you to follow
when you encounter a customer problem.

a factual account of the problem and description of the remedy
would compare to the emotionally laden test messages.

At first glance, you might not think that such subtle
configuration changes, using elements already proven to be
individually effective in previous apology science studies, would
produce a single, consistent winning framework.

On the contrary, we discovered one of these approaches
did outperform all the others, across every question asked.
(Remember that we were looking specifically at the responses
of the most infuriated customer.) The one clear and
consistent winner was test Condition #3 (Figure 4). While, the
emotionless, just-the-facts approach consistently landed at or
near the bottom on every question.

Service recovery paradox-related results

Looking at the questions best-related to the service recovery
paradox, you will see this winning approach measurably
improves your ability to increase customer satisfaction and
loyalty even after a service failure. We didn’t ask the question of
satisfaction or loyalty directly, but instead asked behavioural

CONDITION #1 CONDITION #2 CONDITION #3 CONDITION #4 CONDITION #5
Acknowledgement Offer of repair Offer of repair Expression of regret Explanation of problem
of responsibility

Offer of repair Declaration of repentance Acknowledgement Declaration of repentance Offer of repair

of responsibility

Explanation of problem Acknowledgement

of responsibility

Declaration of repentance

Explanation of problem

Expression of regret Expression of regret

Explanation of problem

Acknowledgement
of responsibility

Declaration of repentance Explanation of problem

Expression of regret

Offer of repair

~ Figure 3: The different apology combination test conditions.
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outcome-type questions related to willingness to continue considering any other approach.
buying or buy more from the supplier. We also asked questions A final set of questions and results are more tied to
related to advocacy and willingness to recommend or serve as a perceptions of the message itself, considerations such as the .
. . L . ' . How Credible Was The Apology? i 7
reference for the supplier. All this was asked after “experiencing” credibility and overall effectiveness of the message. Again, you bt i pology? How Effective Was Tha Apgiogy?
the failure and reading the apology (Figures 5-8). will see the same clear winner is Condition #3 (Figures 11-14). 8 80
As you can see in the figures, Condition #3 is the clear, Again, due to the inconsistencies displayed by the other
consistent winner. Meanwhile, there’s so much variability in the messaging approaches, there is one, clear winner and no clear T 78
other approaches that you can’t even pick a clear second place second choice when it comes to the perceived quality of your o I e | et e e e e
winner. This, despite the fact that the first four conditions all apology. il | 76
use the exact same content just presented in a different order. _
This proves the power of story choreography. It’s not just what i T
you say, but how you say it. 2l ) ———
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that the problem will not happen again. Even in this case, you'll 1. Offer of repair Cosdiion #1  Condition 82 Condilion #3  Condilies #4  Condition 85 Comdilion #1  Condition 82  Condilion #3  Condéliem #%  Condition 45
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configuration you should apply to get the best SRP-related 5. Expression of regret
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Figure 5 Figure 7 “I want to attempt to repair any possible problems this outage caused preventive maintenance and a hardware update. This caused your system to

for you, your team, or your employees. First, | have been approved to provide — go down for a period as the system reconfigured to find the next alternative
your company with a one-month refund, twice the length of your benefits for your workload. We have now updated our redundancy system to avoid
sign-up period. 1t is an expanded refund in recognition that this happened anything like this in the future.”

at a peak time for your company. 1 have also directed our customer service “I am exceptionally sorry for this outage, and as soon as | knew about
team to manually check all sign-ups that occurred after the software came it [ was in constant communication with our technical teams until it was
back online to be sure they were captured accurately. 1 will let you know the resolved. On behalf of our company, 1 would like to apologize not only to
outcome as soon as it is complete, no longer than one week from now. you, but your leadership team and all affected employees.”

“The software outage was entirely our fault. 1t should not have
happened at all, let alone during such a critical time for your business. We
take full responsibility and are committed to ensuring it will not happen
again. 1 fully regret that this outage occurred, and our teams are making

How Likely Are You To Buy More? Likely To Provide a Reference For Others?

The inevitable customer service failure doesn’t need to be

g e | — Py A2.1% = the necessary changes to make sure it does not happen again. Our outages a time of panic or dismay. The service recovery paradox
-16.1% -12.7% should be reserved for planned down-time, with advance communication, demonstrates it may be an opportunity to increase customer
! 42 4 and we regret that we failed on both accounts in this situation. satisfaction and loyalty to levels greater than if your customer
Condilion #1 Condition 82 Comdilion #3 Conddien 74 Centlition 85 Cosdition #1 Candilion B2 Condition #3 Condslion #4 Condition 85 “To let you know what OCCLH'I’(Zd, your software went down after a never experienced a problem with you.
major power outage at one of our data centres. Your workload was re-routed But, there are better and worse ways to engage your
to our other data centres, as part of our back-up plan and service agreement. ~ customer to achieve this result. In this study, you can see that
Figure 6 Figure 8 However, the second centre your content was assigned to was down due to there is a clear and consistent apology framework you can use
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Sidebar 2 - How important are apologies to you?

As part of the study on apologies we also conducted an industry
survey to understand how important companies believe
apologies are to their customer relationships, and how well they
think they are doing in terms of delivering effective apologies
when their customers experience the inevitable product or
service failure with their solution.

More than 78% said apologies are very important and that
their customer retention rates and revenue growth absolutely
depend on delivering a convincing apology. Another 18% said it
was important that they respond to problem situations quickly
and effectively to mitigate potential damage to the customer
relationship. Companies recognize that apologies will indeed
occur, with a large impact on revenue success. No one expects a
completely flawless customer experience (Figure A).

How important to your company's success is your ahility to apologize convincingly
and effectively to your current customers when they experience a major product or
service tailure with your selutien?

s |

apelagies are
impavkant

- Figure A

Even though it is very clear that companies believe
apologies are critical to their customer and business success, it
was interesting to see what they had to say about their current
efforts to develop and deliver effective apologies. The majority
(54%) say their approach is either “ad hoc” or they “wing it”
which means they leave it up to the individuals on the account
to determine what they need to say and how they need to say it.
Only 13% say they take a highly formalized approach, including
a documented structure for their apologies, one where everyone
knows exactly how to communicate with customers after a
major problem (Figure B).

to build and deliver your apology message — and positively
affect even your most angry and bitterly disappointed
customers.

No more guesses or opinions about how to apologize.
And, no more vague advice telling you to be authentic,
transparent and empathetic. (How do you know for sure when
you are even doing that?) Based on this research, you now
have a specific, detailed, science-backed apology messaging
framework for more effectively dealing with the most difficult
parts of sales and customer service — apologizing for a service
failure.

About the researcher

Nick Lee is Professor of
Marketing, Warwick Business
School.

How formal is your process for apologizing to clients for major
product service lailures they experience with your solutions?

Highly Fermal

- Figure B

That means there’s a big gap between how important
companies feel apologies are to their success and how much
structured effort they put into ensuring their apologies are
effective. This led to a third question in our survey to find out
how confident they are that their company is delivering good
apologies despite lacking a formal approach.

It turns out just 18% of companies are completely
confident in the effectiveness of their apologies, which
corresponds closely to the 14% that approach them with
a highly formal strategy (Figure C). The rest (81%) are not
completely confident in their apologies.

How confident are you in the effectiveness of your customar
apelogies after a major product service Eailures they experience
with your seluticas?
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- Figure C

This survey seems to prove the industry would benefit from
a tested, proven framework for consistently developing and
delivering the most effective apologies.
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academic sales research in a way that is
informative and relevant to practitioners’
day-to-day roles. With over 35 years’
experience as a business journalist
(specialising in sales, IT, pharma and
finance), de Cent also spent almost 20
years leading a multi-award-winning
creative agency. He is a freelance editor
for the world's top strategy consulting
firm and for global executive search and
consulting firm, Heidrick & Struggles.

He has also edited and written content
for national newspapers and numerous
business publications in a freelance
capacity.
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Customer Expansion
Marketing and Sales Conference

25th September 2019 - London

Acquisition == Expansion

Introducing a Marketing and Sales Conference Focused on Expansion

Analysts now estimate that 70-80 percent of the average company's revenue comes
from existing customers. Yet, customer acquisition and demand generation continue
to get all the love when it comes to commercial spend and resources.

It's time for a change!

Whether you're in Marketing, Sales, or Customer Success, this conference is packed
with new research and insights for tailoring your conversations and driving more
revenue from your existing customers, including:
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REGISTER NOW: https://cvi.to/IJST-CVI-Expand2019
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