WhitePaper

The Net Promoter Debate

An Interview with Tim Keiningham,
Senior Vice President, Ipsos Loyalty

UNEDITED VERSION
Reported in Admap magazine, May 2007



Net Promoter is one of the hottest business
metrics of the moment. Firms like General
Electric, Intuit, and American Express em-
brace the formula because of its reported
linkage to growth. This summer, however,
two leading scientific journals will publish
papers challenging the claims to Net Pro-
moter’s predictive powers. Tim Keiningham,
Senior Vice President of Ipsos Loyalty and
the lead author of these papers, discusses
the startling results of these investigations.

1. Net Promoter is a very popular
metric with executives. What exactly
is Net Promoter?

Tim: Net Promoter is a hot business idea at the
moment. Companies such as General Electric, American
Express, Progressive, Intuit, and many others are using
the metric in efforts to grow their businesses. The Net
Promoter Score is even being reported by CEOs to
analysts in their conference calls.

Net Promoter is a very simple metric designed to gauge
the loyalty of a firm’s customers. The metric is calcu-
lated based on customers’ responses to one survey
qguestion, “Would you recommend us to a friend or
colleague?” that customers answer on a scale of 0 to 10.
Responses to this question are grouped into three
categories: Detractors (ratings of 0—6), Passives (ratings
of 7-8), and Promoters (ratings of 9-10). You simply
subtract the proportion of Detractors from Promoters
and you have a Net Promoter Score.

2. Why has Net Promoter become so popular?

Tim: There are three key reasons for Net Promoter’s
popularity. First, it's simple to calculate. Companies only
need to ask a single question of their customers.

Second, Net Promoter was developed and advocated by
noted loyalty consultant Fred Reichheld in partnership
with Bain & Company, and Satmetrix. Mr. Reichheld is
the founder of the management consultancy Bain &
Company’s Loyalty Practice, a best-selling author on
the topic of customer loyalty, and, as the New York
Times reports, the person who “put loyalty economics
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on the map.” So given the stature of the messenger,
it is only natural that executives would give the idea
serious consideration.

Third, and most importantly, Net Promoter was sup-
ported by extensive research conducted by Reichheld,
Satmetrix, and Bain & Company that clearly demon-
strated not only its effectiveness, but also its superiority
to other loyalty metrics in linking to customers’ loyalty
behaviors and to firm growth. In fact, Net Promoter is
reported to be the “single most reliable indicator of a
company'’s ability to grow.” Research that was reported
by Mr. Reichheld in the Harvard Business Review
states that the Net Promoter score “was far and away
the most effective across industries” at predicting a
firm’s growth. The article also asserts that other com-
monly used satisfaction and loyalty metrics were poor
predictors of growth in comparison to Net Promoter.

The evidence in support of Net Promoter, however,
has never been subjected to rigorous scientific scrutiny
or peer review and, to date, no researchers have
attempted to replicate the research methodologies
used by Mr. Reichheld. So given the widespread adop-
tion of Net Promoter, we believed it appropriate to
examine the claims attributed to the metric.

3. What did you find?

Tim: Simply put, we found no support for the assertions
attributed to Net Promoter. Our research clearly shows
that claims of Net Promoter’s superiority in predicting
firm growth, or in predicting customers’ future loyalty
behaviors are false. Based on the evidence we’ve
compiled, it's hard to imagine a scenario where Net
Promoter would be classified as the superior metric.

4. How did you test Net Promoter?

Tim: First, we brought together a team capable of
rigorously examining Net Promoter. My co-authors,
Professor Bruce Cooil of Vanderbilt Owen Graduate
School of Management (USA), Tor Wallin Andreassen
of the Norwegian School of Management (Norway),
Lerzan Aksoy of Kog¢ University (Turkey), and Jay
Weiner of Ipsos (USA) are recognized experts in loyalty,
statistical analysis and modeling. We then sought to



replicate the findings of the reported Net Promoter
research.

Reichheld, Satmetrix, and Bain & Company conducted
both a micro (customer-level) analysis and a macro
(firm-level) analysis as part of their Net Promoter
research. The results of the micro-level analysis revealed:

1. Customers’ stated “likelihood of recommending”
the firm is the single best predictor of customers’
future loyalty behavior, and

2. Using other variables, in addition to “likelihood of
recommending,” does not significantly aid in the
ability to predict customers’ future loyalty behavior.

Results of the macro-level analysis revealed that Net
Promoter was superior in linking to firms’ relative
growth rates within their respective industries.

As a result, we conducted two separate studies: a
customer-level analysis, and a firm-level analysis of
Net Promoter.

5. What were the results of the customer-level
analysis of Net Promoter?

For the customer-level analysis, we examined data from
a two-year study of over 8,000 customers of firms in
one of three industries (retail banking, mass-merchant
retail, and Internet service providers) to explore the
relationship between customers’ survey responses and
their subsequent loyalty behaviors. Individual customer
ratings of common satisfaction and loyalty metrics
were monitored over two years. In the second year of
the study, customers’ purchasing (retention and share-
of-wallet) and recommendation behaviors were also
tracked.

Our research did not support the assertion that “recom-
mend intention” is the “best” predictor of loyalty, or
that it alone will suffice as a predictor of customers’
future loyalty behaviors. When examining the primary
behaviors associated with customer loyalty (retention,
share of wallet, and recommendations) recommend
intention could not be classified as the single best
predictor across all outcomes. Furthermore, models with
multiple variables universally and significantly out-
performed models using only recommend intention.

Without question, “Would you recommend us to a
friend or colleague?” is not the “ultimate question” for
gauging customer loyalty.

These findings are extremely important in light of
Mr. Reichheld’s assertion, “The NPS [Net Promoter Score]
framework was thus built on a foundation of individual
customer behavior. With that structure in place, we
then decided to test its relevance to competitive
strategy.” It appears, however, that the foundation of
Net Promoter is shaky.

6. What were the results of the firm-level
analysis of Net Promoter?

Tim: We conducted two experiments to test the effec-
tiveness of Net Promoter in predicting firm growth. In
the first, we used a comparable dataset representing
over 15,000 consumers and 21 firms for five industries
from the Norwegian Customer Satisfaction Barometer
(NCSB) to calculate each firm’'s Net Promoter score
using Mr. Reichheld’s own methodology. After calcu-
lating and comparing to several other leading customer
satisfaction and loyalty metrics and analyzing the links
to actual revenue growth performance, the findings
indicate no significant correlation between any of the
satisfaction metrics — including Net Promoter — and
relative changes in firm revenue in any of the industries
analyzed, including banking, gas stations, home furn-
ishings retailers, security systems, and transportation.

In the second experiment, we replicated a subset of
Mr. Reichheld’s own data for the three different U.S.
industries — airlines, personal computers, and life
insurance — he cites as exemplars of Net Promoter in
his best-selling book The Ultimate Question. We pains-
takingly replicated the scatter-plot diagrams for these
three industries so that we could directly compare
the relative performance of Net Promoter with that
of the American Customer Satisfaction Index (ACSI),
a national economic indicator of customer evaluations
of the quality of products and services available to
household consumers in the U.S.

Mr. Reichheld specifically states that their examination
of the ACSI showed that it had no correlation what-
soever with firm growth, actually reporting a 0.00
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correlation. When making an apples-to-apples com-
parison using Mr. Reichheld’s own data, however, the
ACSI actually showed a stronger relationship to growth
in two of the three cases. And in all cases, the similarity
between the Net Promoter-ACSI charts was striking
(see example above). We had expected dramatically
different results, given that these industries were pre-
sented as prime examples of the relationship between
Net Promoter and growth, and the ACSI was specifically
examined and singled out as having no connection to
a firm’s growth.

7. What has been the response to the research?

Tim: The journal, Managing Service Quality, accepted
a paper that we wrote based upon the customer-
level research.! The Journal of Marketing accepted
a paper that we wrote based upon the firm-level
research.2 The research has also resulted in a good
deal of media attention, including a Wall Street Journal
article, which is quite remarkable given that the
papers are not yet available.3 We have already received
hundreds of requests for information on our papers.
Because the papers will not be made available until they
are in print, my coauthors and | made a summary
available for download of the firm-level analysis on
www.LoyaltyMyths.com.
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8. What does this research mean for companies
that have adopted Net Promoter?

Tim: That is a difficult question to answer. As com-
plaints about the effectiveness of Net Promoter have
begun to surface, supporters argue that detractors are
missing the point; Net Promoter is simple and gets
companies to focus on customers. That may well be
true, but the research used to support Net Promoter
focused exclusively on growth... in particular, Net
Promoter’s superiority in linking to growth. Few
managers would adopt a metric just because it was
simple. Simple and wrong is simply wrong.

'Keiningham, Timothy L., Bruce Cooil, Lerzan Aksoy, Tor Wallin Andreassen,
and Jay Weiner (2007), “The Value of Different Customer Satisfaction and
Loyalty Metrics in Predicting Customer Retention, Recommendation and
Share-of-Wallet,” Managing Service Quality, vol. 17, no. 4, forthcoming.

2Keiningham, Timothy L., Bruce Cooil, Tor Wallin Andreassen, and Lerzan Aksoy
(2007), "A Longitudinal Examination of Net Promoter on Firm Revenue
Growth,” Journal of Marketing, vol.71, no. 3 (July), (forthcoming).

3Thurm, Scott (2006), “The One Question, and Plenty of Debate,” The Wall
Street Journal, (December 4), B3.
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