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The implementation of CRM doesn’t
always happen in a stable
environment. A large minority of
firms have gone through a merger or
takeover. There may therefore be a
lack of alignment between the CRM
technologies and methodologies
used by the different parties.
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Expectations
and surprises

In this section, we look at the expected responses and compare them
with the actual qualitative and quantitative results.

General

The results suggest that most organisations have a patchwork quilt
of CRM technologjes, with none indicating that they have achieved
CRM ‘Nirvana’. With the level of consolidation throughout the FS
industry, the fragmentation of CRM systems is unsurprising.

We were expecting more central direction over the choice of CRM
technologies used. We found that firms are more willing to have an
incremental approach to the introduction and integration of CRM
technologies across amalgamated companies.

Business

We expected respondents to have multiple product anchors; that the
largest holders of products would be professional/corporate customers;
and that organisations would be trying to move towards a more
modern, customer-focused/segmentation approach.

Respondents indicated that they wanted to improve their customer
focus in the future, whilst in reality their focus is principally on sales
and profitability. They are therefore only likely to make a decisive move
towards customer focus when their current product-focused approach
starts to have a negative impact on the bottom line. The impact of
attrition is apparent but combating it seems a long way down the
companies’ priority list.

Organisational

We have one recent example of a firm rationalising its IT platform,
with one of its aims being to give tools for marketing and the business
that they can configure and use independently.

Despite our expectations, there is still a heavy dependence on IT either
for development of CRM technologies or for providing IT support within
marketing departments. We expect this to change in the medium to
long term.
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Technical

CRM techniques

In recent years, banks have adopted various CRM approaches and
techniques to enhance customer focus, customer interactions and
support marketing campaigns. We expected organisations to have
been implementing CRM 2.0 to enhance customer centricity, as it
represents what customers want from companies!

Although banks are aware of the strategic importance of CRM
techniques, their focus is on short term (ad-hoc) analysis. This
generates poor response and low conversion rates. Due to opt-out
laws, these techniques also have negative impacts on the target-base
of the companies.

Channels

We expected banks to be moving more and more to ‘cheaper’
channels (such as call centres and the Internet) for marketing
activities, rather than the more ‘expensive’ channels with face-to-face
contact.

However, face-to-face and/or personal contact is still used frequently
by retail banks. They have signalled their intention to continue using
multiple channels to interact with customers: including branches, call
centres and direct mail. The use and importance of the personal
advisor is set to increase over the next two or three years. Traditional
channels will continue to be used but banks will also expand their
delivery into newer channels, such as the Internet and SMS.

11
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Trends

In our analysis we found four major topics that banks need to address:
1. The potential for CRM 2.0
2. The need for banks to be fast-moving

3. The problem of misalignment
4. The ability of banks to ‘pick their channels’

The potential for CRM 2.0

An exploration of the way in which CRM is organised; the use of specialist techniques; and the
maintenance of CRM concepts shows that there is an opportunity to grow to the next level of maturity.
Current approaches and techniques are ad-hoc and generate poor response and conversion rates. The
consequence of ad-hoc and short term analysis that isn’t based upon a clear CRM strategy is very high
customer opt-out rates.

If firms continue to approach CRM in this way, the customer base for marketing campaigns will become
thinner and thinner. For example, one Western European bank can now only contact 25% of its customer
base, as the other clients have opted out of any contact.

Yes, there is life for CRM 2.0, but companies must first re-organise their working practices (and must use
the right tools for the right job). The focus has to change from short term ‘sales boost’ successes to long
term solutions that target a valuable relationship with both current and prospective clients. When the
right campaigns are selected, the technique follows easily. The patchwork nature of CRM systems;
misalignment between mother and daughter companies; IT and ‘the business’ costs; and wasted effort
in trying to achieve effective CRM implementations are all unsustainable and unproductive.

Future targets. Our results show that companies must now align departments, focus on more
sophisticated analytics (models/events) and generate much higher levels of response and sales conversion!
They need to develop a CRM strategy and make sure that all parts of the organisation are aligned as they
seek to achieve this.

The need for banks to be fast-moving

Banks simply aren’t ‘fast-moving’- yet. They have a quite traditional product portfolio, with the main anchor
product being the bank account. Although banks know that price is a major ‘switching’ trigger for some
clients, a third still don’t vary pricing based upon risk. Furthermore, their services aren’t valued sufficiently
to maintain customer loyalty.

Many of these findings could be changed with little effort. Banks have the tools needed to improve their
service, market their products, and introduce risk-based pricing. But why don’t they just do it? Unless
internal KPIs change, there is little reason for a change in emphasis. Without a scorecard measure that
reflects customer loyalty, there is no incentive for managers to introduce novel products or to move towards
their stated intention of increasing customer focus.

Future targets. Companies need a CRM strategy... FAST!
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The problem of misalignment

Banks want to be based more around customer excellence but this is hard to achieve. Most feel that
service and then price are key to customer loyalty rather than the product or bank, and that in the future
customer excellence will become increasingly important.

Only 20% of the banks position their business with this in mind, although 90% of respondents state that
this is where they plan to be. Despite most respondents indicating that service and price are key to
customer satisfaction, there is little evidence to suggest that banks are making significant progress in the
transition from transaction excellence to customer excellence. Although they seem to understand what’s
needed and have a plan to do it (sometimes), the question is: when will this be - and will it be in time?

The focus of CRM activities appears to be mostly on profitability and sales (first and second in the ranking)
rather than on attrition/churn (fifth out of six). This is despite the fact that service and customer satisfaction
are identified as important. Marketing departments, however, see customer satisfaction as a key and
major part of their objectives.

To achieve customer centricity, companies must become customer-focused throughout their whole
operation. This is an ambitious and difficult goal when most organisations are highly introspective. Their
external ambition to gain customer satisfaction is not often translated into key objectives. Our study
provides evidence of a misalignment between a company’s ambition and the objectives it translates into
KPIs (and thus score cards). To really change, a company has to reward different behaviour in their
workforce and introduce different indicators to support this.

Future targets. Develop a CRM strategy; move fast; set firm objectives and make sure that the whole
organisation is aligned behind them.

The ability of banks to ‘pick their channels’

Face-to-face and/or personal contact is still used frequently by retail banks. Our research confirms that
they continue to expect branches to be a core channel alongside contact centres and direct mail. The
role of personal advisors will continue to be important.

In the future, all channels will be used for outbound marketing. Instead of one or two channels (e.g. the
Internet with a call centre), there will increasingly be a multi-channel approach. Although traditional
channels will continue to be used, banks will also expand their delivery into newer channels such as the
Internet and SMS.

Response and conversion rates show that banks are choosing their channels wisely. Human interaction
is more effective in changing a lead into an actual customer than anonymous channels (such as online
and DM campaigns).

Future targets. Develop a CRM strategy with clear, customer-focused business objectives and remember
the importance of human interaction in a multi-channel approach.
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Effective CRM

Key strategies and approaches

What are the key strategies and approaches that will ensure more productive and effective
outcomes when implementing CRM systems within European FS institutions?

There are four key messages from the quantitative data that we collected:

1) Link customer objectives, business objectives and KPIs. If a company really wants to
become more customer—centric, this should be reflected in the way that sales are rewarded
(rather than focusing on particular products). It should also reward behaviours that enhance
customer satisfaction. The inclusion of KPI measures that identify and reward customer/product
retention would also be a positive step in the right direction. These changes should be made in
conjunction with a drive to introduce more event-driven techniques.

2) Replace product push with a focus on customer needs. Companies need to take positive
steps if they want to become more customer-centric. Our results show that traditional techniques
affect customer retention and increase the number of customer opt-outs. Ad-hoc, poorly focused
product-based 'targeting’ in response to commercial rather than customer needs must become
a thing of the past. More thought must be given to designing sales processes and CRM systems
around event/trigger-based marketing techniques.

3) Choose the right technologies to improve targeting. Firms should be migrating towards
the use of techniques and technologies (such as event/trigger-based targeting) that will boost
positive customer feedback, reduce customer attrition and increase the sales conversion rate.

4) Avoid approaches that generate negative responses or opt-out. Badly formulated, ‘knee
jerk” ad-hoc targeting based on commercial pressure to meet product-based sales targets (rather
than customer needs) leads directly to customer dissatisfaction, opt-out and attrition. Companies
should avoid this approach and migrate to more sensitive techniques as quickly as possible.

We also conducted qualitative interviews with key European FS institutions. These gave us greater
insight into the practical operation of CRM projects and how they can be more successfully
organised. Here are five key factors you should consider when rolling out your next CRM project:

1) Understand your scope: Don’t expect all your systems and tools to be integrated across all
products and customers straight away. You are unlikely to achieve this in the initial stages and
others will become disaffected if you bite off more than you can chew by setting unrealistic goals.
People’s perception of the success of these projects is important and early setbacks could cause
lasting damage. Remember: it's a marathon, not a sprint!

2) Measure your success: When building a business case, considerable resources can be
expended on identifying target ROIs and expected benefits. Some firms see this as an important
aspect of justifying the cost of delivering an effective CRM system; others prefer a more flexible
approach, confident that the benefits speak for themselves. Whatever your approach, it must fit
into your own organisational culture and structures. Companies that have a more mature and
confident approach to marketing and regard themselves as customer-led may feel happier with
a more flexible approach.
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3) Visionary leadership and buy-in: CRM requires a significant amount
of cross-organisational change, involving multiple silos. Many different
people will want to be involved in discussing the best way of
implementing the technology, and may have differing views about
marketing methods and the best end result. Strong leadership with a
clear vision that encompasses business, customer and product
propositions will help to deliver success.

4) Situational analysis: You need to understand the context of CRM
implementation. Our case studies show that there is more than one way
of implementing CRM effectively. What works for one organisation may
not work for another. Smaller, more agile, firms can focus on bespoke,
home grown solutions that can yield significant benefits quickly and
easily. More mature businesses may need a greater investment in
technology - especially if they are a product of mergers and acquisitions,
with disparate CRM systems. In this case, supplier selection and
integration will be more important factors.

5) People and technology: The implementation of technology is not
the end goal in itself: it’'s a means to an end. The effective alignment of
the marketers and IT technicians that deliver the functionality is essential.
Ultimately, CRM systems are used by people; their buy-in to the need
for change shouldn’t be taken for granted, so professional change
management is an important component of any CRM implementation.

15
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Sales managers ave
rewarded on “lotal
Sales KPI'. They
focus on customer
needs rather than
on selling
individual products.
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Case studies

To supplement our quantitative research, we interviewed some key
industry practitioners. We wanted to understand:

* The latest cutting-edge initiatives within CRM
* The drivers of success when implementing CRM
* How CRM fits into each company’s vision of the future.

The resulting case studies provide some valuable lessons on CRM
implementation:

1. Western European bank — the event driven bank

Profile. joint market-leading Western European retail bank with 35-40%
of the market. Its market aim is to provide stability, certainty and longevity
through close customer relationships.

Background. The company had twice previously attempted to implement
a CRM system, but with little success. It doesn’t have a transactional
Internet presence.

Approach. The key to a successful CRM system was simplicity. The focus
was on providing good quality, event-driven interactions with customers
in a timely manner across a limited number of communication channels
(branch and call centre). The firm describes its approach as customer-
centric.

Its competitors’ approach to CRM is to use high grade technology to push
products to customers and to reward specific types of product sales
(mortgage, current account, personal loan). In contrast, this company
uses a lower grade technology solution that is simple to use; training is
easy; and sales managers are rewarded via a generic ‘Total Sales KPI
measure’. It has banned marketing based on specific products and has
adopted an event-driven approach that focuses on meeting customers’
needs at key stages of the customer lifecycle.

Results. The success of this approach is clear, with 500,000 leads
having been generated at a conversion ratio of one sale for every four
leads. The project achieved four times its first year target and is on course
to achieve full payback within 18 months. Its success is attributed to
significant executive input, with buy-in and involvement from all relevant
parties, including Marketing, Sales and IT.

Comment. Whilst this might not be the best model for all companies,
this bank has clearly identified the ingredients for success in its
situation. Significant executive influence; appropriate project scoping;
a clear understanding of an event-driven, customer-centric
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philosophy; learning lessons from previous failures; and alignment
of the project with the firm’s overall strategy have all contributed
to the success of this CRM implementation. Organisations with a
global presence or inherited CRM systems may have different
challenges. However, this example gives some valuable insights
into the main ingredients of a successfully delivered CRM project.

2. Western European assurance bank — the measuring bank

Profile. Leading Western European multi-national assurance bank,
selling multiple banking and assurance products across national
boundaries in several countries.

Background. Unlike the first case study, this bank didn’t starting with
a blank sheet of paper. It has inherited legacy systems from a number
of previous organisations. A significant part of its challenge is therefore
its network of non-integrated systems and tools. It believes that it is
catching up with the bigger retail banks in the development of its CRM
systems but is behind some of the more nimble, niche, single channel
players.

Approach. The success of the company’s CRM programme is very
much a function of its ability to deliver the right product to the customer
at the right time. This is similar to the first case study but the business
environment is more complex, involving multiple channels (branch, call
centre and online). The firm sees a multi-channel capability as one of
the main vehicles for satisfying customers’ needs - and as an area in
which it is currently failing.

The bank is very focused on achieving measurable success in its CRM
programme but realises that it is not going to do this all at once. It has
selected a Siebel CRM solution because it believes that this will reduce
management costs by replacing the existing bespoke solution and will
offer greater functionality. Its existing system lacked functionality as it
was too focused on sales management rather than campaign
management.

Results. The new system has yielded much better qualification of leads
through an improved understanding of their economic value. This has
led to more effective targeting of resources and higher value sales
activity. It has also produced better management information, giving
greater insight into the value of the sales funnel and identifying
opportunities for decreasing churn. Whilst it’s too early to tell whether
the economic benefit in the original business case has been achieved,
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The bank is very
focused on achieving
measuvable success.
The new system has
improved its
understanding of
the customer’s
economic value.
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Its cutting edge marketing
enables it to deliver simple,
competitively priced products

through the customer’s

channel of choice.
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improvements in customer satisfaction have already been detected by
telephone surveys. The bank also has evidence of a greater share of
wallet and has identified cost savings with the decommissioning of the
legacy CRM system.

Importantly, the firm doesn’t see the current CRM system as being the
final version. Further phases over the next two or three years will
include functionality that both facilitates multi-channel integration and
uses socio-economic/’extra banking’ data to drive online marketing.

Comment. This approach to technology is very different from the
first case study, with its desire to purchase a ’big ticket’ software
solution to manage customer relationships. This firm has evolved
to such an extent that it has outlived the home-grown approach,
necessitating a more robust technology solution. However, its
underlying philosophy is very similar, with a desire to be customer-
centric and a concentration on event-driven marketing rather than
product push.

3. Western European mega-bank — the aligned bank

Profile. This company engages in asset management, insurance and
retail banking across Europe. It is best known for its strong direct
marketing retail banking brand but also has a separately branded retail
branch outlet in its main ‘local market’.

Background. With its strong brand heritage and extensive branch
presence, the company expects to be able to leverage its large
customer base to cross-sell products in a cost effective manner. It
wants to achieve a true multi-channel capability. It sees itself as a
leader in direct marketing and intends to use its considerable
experience in this field to market its products to customers in the retail
branch network.

Approach. The firm doesn't restrict itself by having internal organisation
silos based around individual channels which have ownership of
customers. Instead, it has a customer profitability ethos that allows it
to market more effectively, independently of the delivery channel. This
makes its campaighs more effective.

It has a mature understanding of CRM: it doesn’t see one type of
technology as the answer; it uses information to market effectively to
customers. Most importantly, the marketing effort focuses on ensuring
that each customer receives a personalised ’offer’. This is positioned
through the customer’s channel of choice, based on analytical and
predictive modelling of their behaviour. Real time modelling of
behaviour is seen as the next logical step for enhancing interactions
with customers.
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Results. The firm has a strong tradition of cutting-edge marketing and
has made sure that its business (strategic), customer (marketing) and
product (manufacturing) propositions are all aligned. This means that
it can deliver simple, competitively priced products through the
customer’s channel of choice.

There doesn’t seem to be an identified end-point for its CRM project
or a particular desire to 'nail down’ and record the benefits achieved.
It has a visionary approach to CRM, assuming that valuable benefits
will arise irrespective of the measurement and achievement of a pre-
defined ROI.

Comment. Many companies say that they want to achieve a multi-
channel customer experience, but are impeded by poor
organisation. This firm adopts a structure and method of
understanding customer profitability that will help it to realise its
strategic desires. Again, strong leadership buy-in is an important
ingredient of success, especially where organisational change is
required to ensure that strategic goals can be delivered. This
company also demonstrates a leading-edge marketing capability
that is firmly alighed with clear strategic goals.

4. Western European post office

Profile. This large Western European post office has multiple branches
across its key local market. These engage in strategic relationships
with other organisations to expand its reach to an even wider customer
base and to supplement its core capability with specialist expertise
(e.g. private banking). It has its own asset management arm and
insurance division. Its retail bank is the leading savings products
supplier, with 60% of the market. The company is currently engaged
in accelerating the development of its ‘remote banking’ facility.

Background. This firm regards CRM as the key to maintaining contact
with its massive customer base (10 million core and 19 million
peripheral clients) in a market where the client relationship is saturated
and where customers don’t wait for their banks.

Approach. The two primary objectives of the bank are to use its CRM
system:

* To leverage the loss-making banking services that it provides and to
cross-sell other products in its portfolio (saving, loan, credit,
insurance). The key to predicting customers’ needs is the effective
anticipation of client events.

* To focus on marketing to younger clients, using the close relationship
that the bank has with this type of customer.

i m i
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The firm vecognises that
a change from product
push/replacement to a
customer needs culture is
its main challenge.
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The bank’s immediate challenges include gathering pertinent
information about customer activity, structuring this data and then
using it to make appropriate product offers at the right time and
through the best channels. The bank is involved in various projects
designed to meet these issues head-on.

It currently uses event-based marketing techniques to contact
customers, using specialist financial advisers. In the medium to long
term, CRM will need to optimise the use of all channels when
managing customer relationships as it moves towards a true, multi-
channel approach.

Results. In comparison with its competitors, the bank believes that
it's quite well positioned in the use of CRM technologies to interact
with customer. It has avoided the mistakes of the 1990s, when the
questions to be answered were very poorly framed.

By investing in the development of its CRM and multi-channel
capability, the bank has become very focused on achieving the ROE
and performance objectives that it laid down at the outset. These are
measured in terms of loyalty and the exploitation of the client portfolio.

The bank believes that all of its workforce has a clear future view of
CRM and an integrated multi-channel strategy. It’s just a question of
resources and the right choices to meet the clients’ needs.

The CRM challenge is to optimise the capabilities of the various
channels, taking into account the preferences of its clients and
managing their expectations of interaction on a ‘real time’ basis.

Comment. This relatively mature bank has a forward-thinking
approach to the technology it uses and the techniques it employs.
It has a good understanding of the immediate priorities for the
development of its CRM systems and techniques and of how to
avoid getting left behind. This is an example of a firm making the
transition from the use of product push techniques/technology to
more modern methods. It is investing heavily but wisely in more
customer-centric approaches.

5. Western European mutual — from product focus
to customer focus

Profile. This Western European mutual organisation represents the
union of a number of regional banks. They all provide a broad spectrum
of services, including retail banking, general insurance, life insurance,
property and mortgages, wealth management, corporate banking and
investment management. Its core business competence lies in the
credit finance area.
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Background. Many of the partner companies within this bank have historically
concentrated on one "anchor’ product line. With a large base of approximately 28 million
customers, there is a massive opportunity to cross-sell other products from its portfolio.
This explains why the firm is involved in a large number of CRM projects, designed to
ensure that it makes the best use of the opportunities available.

Approach. The organisation wants to unify the IT application used by its 4,000 branches
to improve engagement with its customers. Various other CRM projects are under way
to extend its interaction with customers through multiple channels (including call centres
and the Internet), to facilitate distance banking.

The new CRM IT project will cover technical capability, campaignh management, relational
marketing, data analysis and targeting across all channels, starting with event-based
campaign management using 50 client profiles. The organisation wants a multi-producer
architecture that will enable it to make attractive and targeted client packages.

Results. The choice of IT solution provider was made jointly with all relevant stakeholders
(marketing, IT and the heads of each partner bank) to ensure that it met both technical
and business needs. The main project should be completed in 2012, with the aim of
providing a full 360° integrated, multi-channel experience. The company believes that
it is behind the competition in the implementation of CRM 2.0. However, it believes that
it has avoided some of its competitors’ mistakes by adopting a more careful and well-
considered approach. Only 25% of the required spend has been allocated, with the
remainder due to be applied by 2012.The firm recognises that a change from product
push/replacement to a customer needs culture is its main challenge, as well as engaging
with its staff to ensure that they use the system once it’s available.

Comment. This company is committed to developing its CRM and is prepared to play
the ’long game’. It is supported by serious levels of investment; is meeting the
integration challenge head-on; understands the key challenges; and knows the
forward-thinking methodologies it needs to adopt to succeed.

6. Global multi-national bank — the technology approach

Profile. This is one of our larger respondents. It has a global reach, with a base in a
larger Western European market. Its broad scope covers corporate and investment
banking, global investment management services, commercial and consumer credit
finance, insurance and retail, and retail banking. It operates in over 82 countries, with
more than 150,000 employees delivering revenues of over 22 million euros.

Background. There has been considerable drive for a co-ordinated approach from the
different stakeholders involved in CRM. IT wanted to know the key players in the business,
whilst Marketing and the business wanted to demonstrate the significant work carried
out in developing their approach to targeting, segmentation and new channels.

Approach. The result of the co-ordinated approach, driven with strong leadership from
the management board, was a multi-channel distribution strategy and an implementation
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In comparison with its
main competitors, its
CRM approach is
mature and flexible.
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plan. The key focus centred on creating and agreeing a shared vision
for the CRM environment.

This confirmed that the firm should:
* Be more customer-centric

* Communicate effectively and make contact with clients through all
available contact points

* Develop operational approaches that encourage loyalty and capture
new clients

* Monitor CRM operations to ensure that they are aligned with the
Strategic vision

The vision led to some key operational objectives:

* Create an effective organisation structure for the distribution and
product functions within a clearly defined operating model

* Build a target map for the CRM environment within the retail bank

* Define the implementation projects and a plan that will take account
of the business priorities and constraints arising from the
transformation of the organisation, sustained by large human and
IT resources

Results. Since the instigation of the CRM project seven years ago, a
major branded technology solution was selected. The company has
followed through with its strategy to develop a multi-channel approach,
reducing its expenditure on middle office and building new channels
(including four new call centres).The firm believes that the technology
is sufficiently flexible to cope with the further evolution of CRM in line
with new marketing innovations. For example, it has recently provided
secure messaging for all of its retail banking clients. It is also planning
to implement technologies that will explain and monitor customer and
financial advisor behaviours.The company believes that in comparison
with its main competitors, its CRM approach is mature and flexible.
Other firms within its market suffer from undifferentiated services or
have fragmented organisational structures that inhibit a co-ordinated
approach to customer engagement.

Comment. This firm’s commitment to its CRM approach is
unquestionable, as it has so far spent over 150 million euros. Its
methodical approach to organising its stakeholders is an important
contribution towards an effective outcome. For companies of this
size, monitoring performance against the vision is vital. Our report
shows that financial institutions are good at setting a goal of
customer centricity, but are prepared to admit that they aren’t quite
there yet!
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7. Western European mutual — the right KPls drive
the right approach

Profile. Another Western European multi-region, mutual co-operative.
Its activities include retail banking, property and real estate
transactions, private banking, and corporate and investment banking.
The bank has over seven million customers, more than
3,000 branches and a presence in over 70 different countries.

Background. This bank’s major challenge is that it doesn’t have an
integrated CRM solution. It has a major project involving the delivery
of an integrated solution that will enhance the bank’s relationship with
its customers. Although it's prepared to spend money on CRM, it wants
to ensure that the new system will bring benefits to both the bank and
its customers.

Approach. CRM is seen as the vehicle for generating more contact
opportunities for advisors and a more personalised relationship with
clients. Advisors are regarded as the central means through which
CRM can deliver the greatest commercial benefit. Effective training of
these advisors is therefore particularly important, and is seen as a
major contributory factor to the ultimate success of the CRM enterprise.

Over the coming years, the company expects to develop its CRM
solution to include multiple communication channels. It will also be
used to track the development of the customer relationship and to
monitor the progress of individual customer transactions. In the longer
term, the CRM system should provide a greater understanding of client
needs throughout their life cycle and the improved personalisation of
client offers.

Results. The firm understands the impact of inappropriate KPIs when
setting rewards for the sale of products. It therefore adopts a portfolio
approach for KPIs rather than setting specific product targets and
incentivises the promotion of customer satisfaction/loyalty through KPI
at a corporate level.

Comment. Although this company has a good idea of what it needs
to do to arrive at greater customer centricity, it acknowledges that
it is taking longer to arrive at this destination than some other
firms. This is perhaps a reflection of its organisational and
governance structures, based on its co-operative heritage. However,
it shows a deep understanding of the negative impact that poor
KPIs can have in driving inappropriate sales behaviours.

m i ty to i ntimacy

The firm undevstands the
wmpact of inappropriate
KPIs. It adopts a
portfolio approach for
KPIs rather than setting
specific product targets.
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Questionnaire results

Is there life for CRM 2.0?

In recent years, banks have adopted various CRM approaches and techniques to
enhance customer focus and interactions and to support marketing campaigns. Studies
show that the first wave of CRM adaptation in retail banking was relatively limited.
However, developments in the financial services industry suggest that an ability to gain
an updated, enterprise-wide view of a bank’s customer is now more vital than ever .
This view must also be capable of being queried in real time so that it can form the
basis of marketing decisions.

But do banks lose their appetite for CRM approaches and techniques or move to a
second wave? The question we answer in this section is: “Is there life for CRM 2.0?”

Overview of results

Looking at how CRM is organised, it’s noticeable that national firms are often beholden
to controlling parent companies. These may be based in a different country and have
different cultural ideas about how the customer relationship should be managed.

Some 35% of respondents indicated that their parent company doesn’t dictate their
choice of CRM technologijes. This either represents responses from the larger national
retail banks or from those who view consistency in CRM technologjes across national
boundaries as being unachievable. They prefer to choose their own system whilst
accepting that this has some limitations. The fact that parent companies don’t always
dictate the CRM technologies used may go some way to explaining why a number of
firms have more than two marketing systems. Some companies are the product of a
merger/acquisition, so this is another key driver of a patchwork quilt of CRM
technologies.

We discovered that banks are clearly aware of the growing strategic importance of
adopting CRM techniques. The adaptation of these techniques vary but most banks use
a form of segmentation, ad-hoc queries and modelling/scoring. Many of the lists created
are based upon segmentation and ad-hoc queries, which could indicate that most of
the techniques are used for ad-hoc campaigns instead of for planning marketing actions.
We can see that ad-hoc lists generate poor response rates whereas more sophisticated
analytics (models/events) generate much higher levels of response.

The trend for most banks to use ineffective ad-hoc queries becomes even more
pronounced when we look at sales conversion. The less targeted the lead is, the greater
the level of opt-out. This reaches a peak with ad-hoc leads, data mining and
segmentation. More sophisticated techniques such as modelling and events generate
lower levels of opt-out.

24



From p

Conclusion

Although we expect firms to be driving towards the roll-out of CRM
across their businesses, this isn’t always a simple exercise and there
are many and varied barriers that inhibit it. By looking at the
organisation and the use of specialist techniques and maintenance
within banks, it is clear that there’s an opportunity to grow to the next
level of maturity. Yes, there is life for CRM 2.0, but before companies
sell new technical products they must re-organise themselves. They
need to focus on long term solutions and select techniques that reflect
this focus.

There is currently a patchwork of CRM systems, with no internal
alignment between IT and ‘the business’, represented by the
Marketing and/or Sales departments. In addition, the campaigns
mostly use ad-hoc analysis which generates poor response rates and
high opt-out rates. If banks continue to work like this, the customer
base for marketing campaigns becomes thinner and thinner. Our data
show the need to align departments, focus on more sophisticated
analytics (models/events) and generate much higher levels of response
and sales conversion!

r o X
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Questionnaire results: is there life for CRM 2.0?

Our parent company dictates our choice of CRM technologies for everyone
(for example, with a global supplier contract).

M Stongly disagree

M Quite disagree

M Disagree
e _ o

W Agree ~
<
I Quite Agree go
i
[ Strongly
0% 10% 20% 30% 40% 60% 70% 80% 90% 100% Agree

We currently have
two different marketing systems.

43%
M Yes
M No

57%

What is holding up integration?

13%

[ waiting on merger

M waiting on IT
integration

87%

Of the firms that have more than one system (57%), 88% are waiting for integration.

What is your relationship with products?

We have product managers
and are product-focused.

23%

77%

26

We have segment managers
responsible for packaging offers
for customer segments.

35%

65%
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Product managers

Segment managers
direct campaigns

direct campaigns

44%

51% 49%

56%

t o

These diagrams show a slight move away from purely product-focused campaigns to
segment—based campaigns.

The even split reflects the diverse population of respondents and the fact that many
firms are moving from a product focus to a segment focus. This is possibly in line with

their stated intention to be more customer-focused and their interest in delivering
customer satisfaction.

What is your relationship with ‘the business’?

We decide the products/services
for the business/channels
to deliver.

by the business/channels

24%

44%

56%

76%

Our objectives are aligned with

Our objectives are specific to
those of the business/channels

marketing: those of the business
10% are similar but not the same.

47%

90% 53%

25

We provide the services requested
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In all charts
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These questions were designed to test the respondents’ perception
of their relationship with ‘the business’ to see if there is a lack of
connection between Marketers (perhaps located in a Group Marketing
function) and the business channels they support.

The figures suggest that Marketing departments are generally well-
aligned with the businesses they serve, but that they have their own
independent objectives. This may be a reflection of previous
responses, indicating the Marketers’ belief that a customer satisfaction
objective is more important than sales and profitability, in contrast to
that of the wider company.

CRM techniques

This section covers the types of marketing approaches used within
the studied banks and the results that they generate.

Definitions of different marketing approaches

*Data mining is typically the mathematical analysis of data to find
associations that were unknown or unspecified by rules. Examples
include clusters of customers.

* Segmentation is typically a selection of customers based on
rules. For example, customers with salaries between
25,000 euros and 35,000 euros, with a credit score of xx and
a risk score of < yy.

* Ad-hoc queries are similar to segmentation but are one-off and
used to answer specific business questions (e.g. Males, 25-
35 years old without a credit card living in a metropolitan area).

Modelling/Scoring is used to provide lists of customers based on
analysis data and data changes. Modelling usually predicts what
is likely to happen (e.g. attrition). Scoring usually ranks customers
according to a parameter (e.g. profitability or risk).

Events/Triggers are changes in individual customer circumstances
that signify a need for communication. Typically they involve a
daily analysis of a customer’s transactions.

Inbound service communications are sometimes used as the
basis for switching into sales/marketing calls. To do this, a
communication suggestion (next best offer) is presented to the
teller/agent.
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Although banks are aware of the strategic importance of adopting

CRM techniques, their focus is on short term (ad-hoc) analysis.

[l Segmentation
[ Ad-hoc queries
B Modelling / Scoring

M Events / Triggers

communications

70%
60%
50%
40%
30%

20% -
10% -
0

Figure 19

H m =

. 60%
50%
40%
30%
20%
10%

Figure 20

The survey and interviews show that
banks realise the growing strategic
importance of adopting CRM
techniques. The percentage of lists
generated with these techniques is
around 10-20%.

All of the respondents create
campaign lists for cross-selling and
up-selling but only 54% for
customer service. A total of 60% of
the lists created were for cross/up-
sell and 15.4% for service. Both
results conflict with the response
that service was a key driver for
satisfaction and loyalty. Of course,
cross/up-sell  directly links to
sales/profitability, in line with their
stated objectives.

Interestingly, one bank generates 30%
of all campaign lists for customer
service and its responses/results are
approximately double those of other
respondents.
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R Most specialist models are used by

>>> e the banks to measure response, risk

and profitability. Again, we see that
banks aren’t yet as customer-
focused as they would like to be.
Churn and lifetime value (indicators
i " " . of customer loyalty) could help with
. . . «
(o

the better retention of customers
within banks but aren’t specialist
models used frequently in the
studied group.

Figure 21

Poor (ad-hoc) analysis generates poor response rates

Positive response Respondents were asked to give the response rates

S for their techniques. The tables here show positive
25% — . . i .
o p— \ response; negative response; and sales conversion.
15% // \\ The positive response rate depends upon the
0% " § techniques used to generate the leads (for ALL
&% ~ ES respondents).

1 2 3 4 5 6 7 We can see that ad-hoc lists generate poor response

rates, whereas more sophisticated analytics
(models/events) give much higher levels. It is

Negative response interesting to note, however, that most of the banks
- —— use ad-hoc queries.
%E; " N\ o This trend becomes even more pronounced when we
R I S S S ?_:, look at sales conversion, and the negative responses
L = Q@oo“’ .QQ\°-° A 2 generated for the same techniques. The latter are high
M for ad-hoc leads and low for models/events.

Opt-out

The results show that the less targeted the lead, the

. greater the level of opt-out.
Sales conversion

What we can infer is that the more accurate the

# a
1 NG approach (models/events) the higher the response
1 i — AN .
- — Ne—— rates and sales conversion - and the lower the opt-
B S out. We can also see that the worst performer is the
& & & & < o> [ f h li f h li
& use of ad-hoc lists — yet from the responses earlier
N
° & these are the most commonly used.
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Positive response| Sales conversion | Negative response Opt-out
Data mining 7,39 3,56 42,00 3,42
Segmentation 23,14 8,73 37,00 5,22
Ad-hoc queries 22,14 9,06 43,33 5,02
Modelling/Scoring 24,50 7,33 25,00 1,75
Events/Triggers 25,80 18,60 21,43 0,55
Inbound commu 8,67 3,21 37,50 0,78
Other 3,75 1,60 0,00 0,03

Conversion rates: geographical

Eastern European (EE) countries have sales rates of
over 10% using segmentation and data mining
compared with an average of 6% for Western Europe
(WE). This trend is reversed for events — probably
because most EE banks don’t deploy events.

Negative response rates are generally higher in EE
across the board. Two other points of interest are the
spikes for ad-hoc and inbound for WE banks.

Most of the analysis shows that the targeting and
effectiveness of ad-hoc techniques is poor and these
seem to bear this out.

Inbound selling (Sugging and Mugging) seems to get
a very negative response from customers — unless
handled very delicately.

35%

30% /‘\
25% / \
20%
15% / A \\ = Eastern Europe
10‘:{; 1 %ﬁ : ﬁ * \\\ —— Northern Europe
5%
S 5 5 ~~ Southern Europe
o © 5 < N &
v,é“e\ \§&° (\\6&’ gg,O(\ Q;lé\ .oo"o o —l— Western Europe
° < ,‘\Q\ )
o “9@9 6°\\\
o

—&— Eastern Europe

~—— Northern Europe

~~ Southern Europe

—fl— Western Europe

12%
10%
89

&% A\
4%
2%
S 5
s <

= Eastern Europe

~—l— Northern Europe

~~#— Southern Europe
S « S &
& é‘(\\ 2° & ee“ & 0\“0 —Hl— Western Europe
g @ \
2 &
O S 6@\\\«
&
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Legislation has great power

Opt-out (with EU privacy laws) is becoming a major factor in marketing, as it limits the
number of contacts that can be made.

For example, with opt-out running at 5.2% for segmentation, and sales conversion
running at 8.7%, the overall benefit is 3.5%. However, only 94.8% of the database is
now contactable.

This section splits the respondents into geographical regions to see if this is a factor.
In general, EE/SE participants had fewer banks using events and more using
segmentation and modelling.

Again we can see that the less targeted the lead, the greater the level of opt-out. This
reaches a peak with ad-hoc leads, data mining and segmentation. More sophisticated
techniques such as modelling and events generate lower levels of opt-out.
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CRM Maintenance

What is your relationship with IT?

In marketing, we have our own We use IT for technical
technical expertise work/development.

4%

46%

54%

96%

Firms maintain IT expertise within their own ...Whilst IT is used to develop CRM technologies.
departments, predominantly for support...
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We manage the CRM operational
services (day to day running, etc.)

IT manages CRM
operational services

46%
1% 49% °

Business — Products and packaging:
how fast-moving are banks?

For products and packaging, we expected that banks would want to offer innovative
products that appeal to a broad target group to win market share. This is because banks
can ‘steal’ customers from competitors with different products, a strong pricing strategy,
and value-added servicing.

The use of risk-based pricing was expected, and products being combined with value-
added servicing to enhance customer loyalty.

The question we would like to answer is: ‘How quickly do banks move under different
conditions?’

Overview of results

Our study shows that local banks experience a reasonable level of autonomy in product
offerings and packaging. Autonomy in business processes and product design is
unsurprising given the fragmented regulatory framework that exists across the
geographical regions represented in this survey. This autonomy seems to exist largely
to ensure the creation of suitable products for the legal and economic environment
within each country. As the legal framework for the sale and administration of retail
services products becomes homogenised across both Eastern and Western Europe,
firms should benefit from efficiencies and improved customer service throughout their
retail operations.

Most of the banks have quite traditional portfolios, with ‘anchor’ products. A third of
respondents (34%) indicate that ‘all’ of their products are the relationship anchor with
clients. It's unclear what is driving this response, but it could be due to those
respondents who are ‘product agnostic’ and who focus on selling to meet the needs of
their clients at key events. These respondents represent those who have successfully
tackled an overbearing product focus and organisational silos to ensure that they can
sell any product to the client at any point of contact, according to their need.
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Alternatively, it could be a reflection of the product sales focus (discussed later) of some
companies, indicating that they will use any product holding as a means of cross-selling
another product.

Unsurprisingly, the largest relationship anchor is the current account (20%) followed by
the mortgage (16%). The current account is still the main entry-level product for
customers commencing a relationship with a retail bank, but other products (such as
mortgage and credit cards) are also important. The use of some of these products as
anchors will often reflect their relative importance to the overall business proposition.
Building societies in the UK that have become retail banks still have, for instance, a
high dependence on their mortgage business, which makes up a large part of their
heritage. Others have shed that dependence on one main product and have become
traditional retail banks, with multiple customer propositions based around a mixture of
anchor FS products that reflects their ability to cross-sell from any starting point.

In terms of pricing strategy, we know that banks could win more business by
variable/customer-based pricing, based on profitability or relationship. Our study shows
that customers value pricing as one of the reasons for loyalty to a bank. And 2/3 of
banks now offer this. Variable/channel-based pricing based on the cost of services or
transactions is almost 50:50. For retail banks, pricing based upon services or
transactions is rare.

Our results show how the respondents’ propositions are positioned in the market in
comparison with their intended positioning. Banks are still some distance from where
they would like to be in terms of a focus on customer excellence rather than product
and transaction excellence. So, although customer service drives loyalty and satisfaction,
firms recognise that they have some way to go before this is achieved. Only 20% of the
banks currently position their business on this point.

Conclusion

Banks are not at all ‘fast-moving’- yet... They have a quite traditional product portfolio,
with the main anchor product being the bank account. Although they know that price
is @ major ‘switching’ trigger for some clients, a third of the banks don’t vary their pricing
based upon risks. In addition, their services aren’t valuable enough to keep their
customers loyal.

Many of these factors could be changed with little effort. Banks have the tools to
implement a better service, market their products more effectively, and introduce risk-
based pricing. So why not just do it? We feel that internal KPIs are arguments to stay
on the same track. The scorecard doesn’t reflect customer loyalty, and there’s no
incentive to introduce novel products or add customer focus to services.
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Questionnaire results: products and packaging: how ‘fast-moving’ are banks?
What are the main product(s) that you sell
and use as the relationship ‘anchor'
with your customers?
AN
M Current account
[ Credit card
M Mortgage
16% <
M Deposit ¥
M Insurance L‘]‘f_"
20% @ Other
- This diagram shows the minimum, average
On average, how many products do your customers hold? and maximum number of products held, split
12% by segment (mass, affluent, etc.). These
10% /\ /\ figures are broadly as expected, with
&% — — customers who are Ii.kely to have more
£X ~ N —— Min complex needs and requirements (professional
& > 2 . = :
i ‘\‘/ — ~ o B and corporate) having the greatest level of
Ny g W w = product holdings.
“Q‘p | \0‘&@\ | 99\0‘&\ | Q(\’p\e | c}‘@ ‘&o U@Q L?_f]
<° Q‘o@ <
. A significant minority of firms don’t use or
Do you use variable/customer- ) :
.. aren’t capable of using customer-based
based pricing (e.g. based on

pricing. This will inhibit their ability to market

profitability or relationship)? to existing customers based on relationship.

M Yes
37%

H No

63%
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Variable/channel-based pricing based on the cost of services or
transacting is almost 50:50.

It’s interesting to note the regulatory pressure that is being brought
to bear in the UK market in relation to product design and pricing.
MPPI and current account ‘scandals’ in the UK are forcing firms to re-
jig the pricing of current accounts and credit cards as they seek to fill
revenue gaps left in the wake of these scandals. A drive towards
greater pricing transparency means that products that were perceived
(or were being positioned erroneously) as ‘free’ are now being charged
directly to customers.

In terms of pricing by channel, there is a continuing desire to price in
a way that reflects the costs of using the channel selected by the
customer. Whilst this is a financially sound approach, it may not be
sustainable if the larger firms are successful in developing a customer
experience that facilitates movement across channels in the
purchasing process. Companies who rid themselves of the shackles
of channel-based pricing are likely to be more successful in employing
a multi-channel strategy.

Whilst contingent sales are
generally discouraged for some of
the more heavily regulated
environments, firms are still using
product bundling as a way of
cross-selling products.

Do you use variable/customer-
based pricing (e.g. based on
profitability or relationship)?

42%

58%

‘Do you use and do your customers
value product bundling?




Service and then price are key to customer loyalty,
rather than the actual product design or branding.
The implication is that companies that don’t
appropriately price or service the products they sell
are in danger of losing customers. We will see later
in this report that respondents to the survey, on
average, lose one customer for every two they gain.
These figures suggest that alignment around price
and service will help them to tackle this problem.

Again, service is a key driver of customer
satisfaction. Although it’s clear that customers want
good service at low cost, it's less clear how they
mentally trade off service against price at the
purchase and post-purchase phases in the
product/customer lifecycle.

Service is seen as a key driver of both customer
satisfaction and customer loyalty but is this reflected
in respondents’ marketing strategies?

From p
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In your sector, what is the main
threat to customer loyalty?

Price Product Service Brand

300

250

200

150
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In your sector, what is the main contributor
to customer satisfaction?
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Where do you want to be?

How do you position your business in your market?

M Txn Excellent
How do you position

" M txn Good
your business

M Txn OK

M neutral

H Ccust OK
M Cust Good

[ Customer
i i i i i i i i i i | Excellence

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Where do you want to be?

How do you position your business in your market?

How do you position

C M Product Excellent
your business?

M Prod Good
¥ Prod OK

M neutral
M Cust OK
[ Cust Good

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

¥ Customer
Excellence

In order of importance to the company,
please rank the following issues.
350
300
250 -
200 -
150 -
100 -
50 - g
o
o ‘ ‘ )
Sales Profitability Customer Customer Attrition / Product i
acquisition  satisfaction churn holding
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These responses give a clue as to why customers are not where they
would like to be in terms a focus on customer excellence against
product and transaction excellence. Although service and customer
satisfaction figured as the highest customer leverage in previous
questions, the company focus is clearly still on profitability and sales.
Becoming a customer-centric organisation is therefore not something
that will happen overnight - especially if this involves significant capital
expenditure on renewing/reinvigorating CRM technology. Case studies
indicate the iterative approach that some respondents are taking:
implementing pieces of the CRM jigsaw incrementally rather than in
one big bang.

For companies who try to change their focus, it's important to rapidly
and successfully implement CRM technologjes that don’t harm sales
or profitability.

In order of importance to the company,
please rank the following issues.

300

250

200 -
150 -
100 -
50 -
0 - T T T T T

Sales Profitability Customer Customer Attrition / Product
acquisition satisfaction churn holding

Unsurprisingly, in contrast, Marketers view the achievement of
customer satisfaction as being the firm’s most importance objective.

r o X
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Channels & communication
How do banks pick their channels?

There is a real battle to win the customer going on within retail banking. It's said that
customers are more and more critical, and ‘want it all’. This makes the case for providing
channels that the customers want to use. They want to compare product, pricing and
companies through the Internet. If they have a question whilst on their laptop, they
want an ‘urgent’ answer 24/7.

To purchase a mortgage, they walk into a branch for professional guidance. Following
the purchase, any transactions must be safe and simple. Money can be taken out of
the ATM and transactions made with Internet banking.

As said previously, in terms of pricing by channel, there’s a desire to price in a way which
reflects the costs of using the channel selected by the customer. However, companies
that move away from channel-based pricing are likely to be more successful in using a
multi-channel strategy.

So, how do the banks respond? Which channels do they use for targeting this multi-
channel consumer? Do they provide all channels? Or, do they choose their channels
according to the campaign and target group? How eager are the banks to use ‘new
techniques’ such as SMS?

Overview of results

Currently, face-to-face and/or personal contact methods are still used frequently by
retail banks. In future, banks say that they will keep using branches, call centres and
direct mail. Remarkably, the use of a personal advisor is very low, but will probably
increase in the next two or three years.

Results on the use of channels show that in future, all channels will be used for
outbound marketing, instead of one or two channels (e.g. Internet with a call centre).
It will increasingly become a real, multi-channel approach.

Conclusion

Response and conversion rates show that banks are choosing their channels wisely.
The use of human contact is more effective than anonymous channels such as online
and DM campaigns. Although traditional channels will continue to be used, banks will
also expand their delivery into newer channels, such as the Internet and SMS. The
‘human’ touch is a key component of CRM delivery (part of the sales cycle) as opposed
to lower cost channels BUT lower cost channels are liked by customers for transactions.
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Questionnaire results: how do banks pick their channels?
The following channels are currently used by banks for outbound marketing :

- 120%

100%
80%
60%
40%
20%

M Now

M 2-3 years

Figure 44
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M 2-3 years

Figure 45

[ All channels used

Agency / 3rd party

[ Skype
W sms

¥ Email
M Internet

M Personal advisor

ma cy

A closer look at the services provided within call
centres shows that the best product prompts are
provided mostly within the branch. Banks will be
using more channels in the next two or three years,
and almost all banks will have call centres.

It's surprising that the branch is used to this extent.
All of the answers indicate that both now and for
the next two to three years, banks won’t change to
one or two channels (for example, Internet as the
main channel).

This chart indicates that more
valuable clients (such as private
or corporate clients) are serviced
by more expensive channels
(such as the personal advisor).
The study shows that banks value
multi-channels but most don’t
choose to use ALL channels.
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Also surprising is that the distribution strategy varies greatly per segment. We expected more consistency
in the use of channels (e.g. in business-business or business-consumer).

Lower Large
Mass / Family affluent / Afﬂue'nt/ . Sr_nall business /
. Professional |Private segment business
segment Potential Corporate
segment segment
segment segment
Branch 79 74 81 38 71 40
Call centre 71 67 45 29 57 26
Direct mail 71 67 60 31 64 29
Personnal 17 36 67 67 48 67
advisor
Internet 64 60 60 40 50 36
e-mail 45 43 43 36 43 88
SMS 36 31 24 17 19 2
Skype 0 0 0 0 0 0
Agency/
Sl i 29 26 21 2 10 0
ALL chanels 26 24 19 17 19 14
used
Channels results
There is a difference in customer responses based on the channel used. All of the results underline the
fact that customers like to deal with human beings - and the more personal the contact is, the better
they respond. Conversely, the less personal it is, the worse they respond.
Positive response Sales conversion
70% 60%
60% Zg://a e
PN /\ o\
40% 10%
RN / N\ e D :\/"\AQ- —
: \\A Q¢ a‘\d\
1 2 3 4 5 6 7 ¥
Negative response Opt-out
v ~— A E—
TN— — - os% : N N—o ——————s L
0@(\" &o‘@ & 6“"0 °‘o°\ Q«é‘\ o o 6"’(\6 \oe,&“@ é\(@\ J’&B‘ e‘x@\ ‘o‘&\ o 9\5& Rl g
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