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Foreword

By Ron Sandler
There is an urgent need to upgrade standards of financial literacy. This was one of
the principal messages arising from the Savings Review that I led recently on behalf
of the UK Government. Finding ways to deliver effective financial education represents
one of the most important challenges that we face if consumers are ever to become
empowered to make informed financial decisions about their future. It is equally
important that those involved in developing and marketing financial products and
services are properly alert to the interests of their customers. This textbook represents an important step in seeking to align the interests of the financial services consumer, be that a private individual or a business customer, with those of the financial
services provider.
The financial services industry across the globe has a pivotal role to play in facilitating economic development, eradicating the joint scourges of poverty and exploitation, and safeguarding the well-being of all of human kind. These aspirations will
only be realized if products and services are designed such that they meet the genuine needs of customers. Amongst other things, this calls for product design that
emphasizes simplicity and ease of understanding; communication that is concise
and clear; and the provision of advice and information by knowledgeable and confident staff. All of these features must be bound together by a coherent marketing
strategy.
This book has been conceived and written to improve the quality of financial
services marketing. It is intended to have equal value as a core text in a university
setting, and as a training resource in the world of the practitioner. I sincerely hope
you gain personally from studying it and, as a result, are able to contribute further
to the development of a financial services sector that functions well and efficiently,
with all the wider societal benefits that this brings.
Ron Sandler is chairman of pfeg, a charity created to deliver personal finance education in schools. In
2001/02, at the request of the Chancellor, he led an independent review of the long-term savings industry
in the UK. In his business career, he has been Chief Executive of Lloyd’s of London and Chief Operating
Officer of NatWest Group.
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Preface

A formal approach to the marketing of financial services is a relatively recent phenomenon, even within the developed nations of the world. The marketing of packaged goods, such as confectionery, food, soft drinks and toiletries, has been subject
to an enormous investment in classical marketing skills and capabilities since the
early part of the twentieth century. A continuity of investment in marketing has
enabled brands such as Coca Cola, Wrigleys, Gillette, Campbells and Cadbury to
become, and remain, leading brands in their respective sectors from the 1920s and
onwards into the twenty-first century. Competitive pressures have played a major role
in sharpening the marketing appetites of the packaged goods sector. Additionally, the
relative simplicity of the products and the transparency associated with them have
also been catalysts for the development of marketing edge. Cost proximity and the
need for economies of scale have added further impetus to the development of the
marketing skills of this product area.
The financial services sector, on the other hand, has not been subjected to the same
market pressures in order to survive and prosper. Until comparatively recently, the
financial services industry in many countries has operated within a comparatively
benign market environment and, in some instances, has been substantially state
managed and controlled. In contrast to the packaged goods arena, rivalry amongst
financial services providers has tended to be more collegiate than competitive.
Diversity of supply and relatively low individual company market shares have been
particular features of many sectors of financial services. For example, in spite of the
received wisdom of mergers and acquisitions, there were 613 companies authorized
to carry on general insurance business in the United Kingdom in 2004, compared
with 627 some 11 years earlier.
Financial services products, in general, are far more complex than their packaged
goods counterparts. It is fair to say that consumers evidence low levels of knowledge and self-confidence when it comes to comparing and contrasting the range of
products on offer. The issues associated with product transparency serve to further
weaken consumer power, resulting in a less vigorous form of competition. The drive
for economies of scale has been far less of a feature of financial services, and this too
has lessened the need to be at the leading edge of marketing.
Two further factors of note that have played a part in lessening the need for stateof-the-art marketing are the influence of government, and consumers’ attitudes
towards financial products. In many respects, governments have played a crucial
role in the development of new products and the associated promotion of those
products. This is in marked contrast to the packaged goods industry. The introduction
of personal pensions and tax-advantaged savings schemes has presented the industry
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with major new business opportunities. It is salutary to note how, in the case of personal pensions in the UK, this government-initiated product resulted in wholesale
abuse and long-term damage to the reputation of the industry. Arguably, this arose
because the industry was far too sales-orientated and insufficiently customerorientated. It certainly shows up the marketing shortcomings of the sector. Similarly,
the government-induced withdrawal of products and the lessening in tax favourability have acted as highly potent sales promotions.
Turning to consumer attitudes, it is in the nature of financial services products
that consumers do not gain explicit enjoyment from their consumption. On the contrary, a great many financial services products involve a reduction in current consumption pleasure, because money is diverted from such consumption as a
contingency for some future event. You might even say that financial products are
not only boring but also lessen the pleasure to be had from consuming other products that do offer explicit enjoyment. The absence of consumption-associated pleasure and the general level of consumer disinterest have therefore served to reduce the
importance of marketing within the financial services industry.
All too often one senses that, at least for some financial services organizations,
marketing is a term that applies to a department that produces promotional material. As will be seen in this book, marketing is (or should be) a broad cultural and
philosophical approach to overall organizational behaviour, and not some narrow
field of functional competence. This book sets out to present financial services marketing as an overarching set of processes that aim to achieve a balance between the
key components of the wider environment.
Citizens

The Consumption
environment

The state

Providers of financial services
For this reason, this book comprises three core parts. Part I is devoted to the strategy and planning elements associated with marketing. Here, we examine the complex inter-relationships that exist between the financial services industry, the state
and the citizen. A theme that runs throughout this entire text is that a positive-sum
game should be at play in which all three parties are mutually advantaged through
their interactions. Across the globe, we see evidence of financial services industries
that appear to be engaged in a perpetual struggle for the trust of consumers and
confidence of government and regulators. The present authors argue in favour of a
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marketing approach that is consumer-centric and founded upon core values of value
for money, integrity, trust, security and transparency. In our view, the adoption of
such values is axiomatic of good marketing practice and a prerequisite for the development of successful financial services industries throughout the world.
Additionally, Part I describes the participants that comprise the financial services
marketplace. This provides the context necessary for a full understanding of how
the marketplace operates in servicing the needs of customers. Included in this part
are details of the product ranges that comprise the financial services domain. All too
often, both students and those employed in financial services display a lack of
breadth concerning financial services products and providers; this book aims to provide
the necessary knowledge.
Importantly, Part I provides concrete approaches to the processes associated with
developing marketing strategies and plans. These approaches will not only equip
students with a solid grounding in the disciplines associated with strategy, but also
be of real practical value to those actively engaged in working within financial services
organizations.
Part II focuses upon the principles and practices that are associated with becoming a customer of a financial services provider. Traditionally, this has been the primary focus of general marketing textbooks; indeed, it is a key element of this present
one. However, it is grounded in good practices that are in evidence both in the financial services domain as well as in other commercial marketplaces. Of particular note
are the vignettes that have been sourced from organizations throughout the world.
Part III is dedicated to the principles and practices that concern the development
of customer relationships over time. This is of particular importance in the context
of financial services. The incidence of short-term organizational gain, to the longterm detriment of the consumer, has been far too prevalent in the past. Insufficient
attention has been given to how to manage existing customer relationships in favour
of new customer acquisition, and this book hopes to help redress the balance. Again,
examples of good practice from a range of countries are given to make the concepts
and principles more concrete.
In conclusion, this is a book that will help both the student and the practitioner to
develop a firm grounding in the fundamentals of financial services strategy, customer acquisition and customer development. It draws upon both relevant conceptual and theoretical models as well as relevant practical applications. Every effort
has been taken to adopt a style of English that will make this text accessible to the
widest possible audience. Of course, there is a role for special marketing-related
terms; however, these are used within a written context that seeks to be straightforward and free of ‘corporate speak’.
Many people have helped with the development of this book, and we are grateful
for their contributions. In addition to the various organizations that have provided
information and insights into their marketing practices, we also wish to thank Anna
Fabrizio and her colleagues at Elsevier, who provided support and enthusiasm through
the process, and, last but not least, Miranda Hancock and Gerardine McCullough, who
both deserve our gratitude for sterling work in the preparation of the manuscript.
Thank you!
Christine Ennew
Nigel Waite
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1
The role, contribution
and context of financial
services

Learning objectives
By the end of this chapter you will be able to:
● understand the economic and social significance of the financial services
sector
● recognize the diverse ways in which financial services can impact on key
aspects of everyday life.

1.1

Introduction

Product and market context exert a significant influence on the nature and practice
of marketing. Marketing activities that are effective for fast-moving consumer goods
may be wholly inappropriate when marketing fine art. What works in Canada may
be ineffective in China. Accordingly, an appreciation of context is essential in order
to understand the practice of marketing. Nowhere is this more evident than in the
financial services sector. Social, political, economic and institutional factors create a
complex context in which financial services organizations (FSOs) and their customers
interact, and, of course, these in turn may vary considerably across countries. All too
often, discussions of marketing practice fail to recognize the importance of explaining and understanding these contextual influences. The purpose of this current
chapter is to provide an overview of the context in which financial services are
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marketed and to explain the economic significance of the sector. Further detail on
the nature of the sector itself is provided in Chapter 2.
The following sections outline aspects of social and economic activity where the
financial services sector has a key role to play and where its activities have significant
implications for economic and social well-being. We begin with a discussion of the
potential contribution of the sector to economic development in general. The subsequent sections go on to explore the role of the financial services sector in welfare
provision, in income smoothing and in the management of risk. We then explore the
significance of financial exclusion and its potential impact on the welfare of the
poorer groups in society, before reviewing distinctive features of the financial services
industry – namely the coexistence of mutual and joint stock companies. Finally,
there is an overview of the issues relating to the regulation of financial services.

1.2

Economic development

Although economic and political theorists sometimes have very different opinions
on the nature and value of economic development, there is a widely accepted view
that controlled, managed economic development is, on the whole, a desirable means
of furthering the well-being of humankind. Moreover, economic development that
combines the positive aspects of the market economy (particularly innovation and
resource efficiency), with the collectivist instincts and community focus of state legislatures is, arguably, most likely to serve the common good.
Economic development is being pursued by governments throughout the world,
with varying degrees of success. Access to investment capital facilitates economic
development, and a vibrant banking sector has a pivotal role to play in this regard.
The liberalization of financial services in the former Communist countries of Eastern
Europe has enabled inward investment to occur that has allowed many of them to
be successful in joining the European Union. Similarly, many of the rapidly developing economies of Asia are focusing attention on liberalization of their financial
sectors as an aid to economic growth and development.
As well as the provision of investment capital through competitive banking
systems, the development of stock markets has provided a further means for the
raising of capital. In turn, this has broadened the classes of assets that are available
in which financial organizations and individuals can invest.
In addition to its significance at the macro-level in facilitating the process of
economic development, the financial services sector also plays an important role in
delivering social well-being through its impact on the provision of welfare, as the
next section explains.

1.3

Government welfare context

The welfare of humankind, at least for the vast majority of the world’s inhabitants,
is significantly influenced by financial well-being. At a macro-level, nation states,
organizations and individuals all require access to the financial resources necessary
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to safeguard their rights of self-determination. Ever since the time of Bretton Woods,
at which the International Monetary Fund was established, countries that have
sought support from global financial institutions have had to cede an element of, at
least, economic autonomy to such institutions. Similarly, companies that fail to safeguard their solvency and capital adequacy find themselves subjected to the constraints imposed by the financial institutions from which they seek assistance.
However, it is at the level of the individual citizen that we see the relationship
between financial assets and autonomy most acutely. As individuals progress
through the various stages of life, the balance between income/financial assets and
expenditure will vary. In childhood we require money to fund education and health
requirements in addition to the expenses necessary to support everyday life. At the
other end of the lifetime continuum, in old age we require relatively high levels of
healthcare provision in addition to the money needed to support the necessities of
life. Both of these extremes of the human lifecycle are typically associated with the
individual not being engaged in paid employment – at least, not in the developed
countries of the world.
Throughout history, the family has acted as a mechanism for addressing the challenges posed by income and expenditure discontinuities. A feature of the developed
countries of the world is that the family has become of lesser importance regarding
this role. Family size, structures and role definitions have undergone rapid change
since the Second World War in countries such as Italy, the Netherlands and the USA.
Indeed Italy now has the lowest birth rate in the European Union, with around 1.3
children born per female. The diminution in the relative importance of the family as
a self-sustaining welfare system has evolved in parallel with the expansion of welfare systems organized, provided and funded by the state in much of the developed
world. Quite how causality and correlation are at play in this development is a
source of much deliberation and debate. What is not open to debate is that the role
of the state, in matters concerning welfare, advanced significantly during the course
of the twentieth century in countries such as the United Kingdom and USA.
Individual needs such as income during periods of unemployment or retirement,
healthcare and education, were progressively transferred from the private and voluntary domains to the public sector.
Thus, across the world governments have, to a greater or lesser extent, assumed
a significant role in safeguarding the welfare needs of their citizens. During the
period of Communist rule in Eastern European countries, the state was all-pervasive with regard to the provision of welfare services. While the transition process
undoubtedly reduced the role of the state, it certainly did not eliminate its responsibility for aspects of individual welfare. However, in many developing countries
the state remains more at the periphery of welfare provision, primarily as a consequence of limited resources. In such places, the family – and especially the extended
family unit – continues to perform the primary welfare role for its members. It is
interesting to note that the respective contributions made by state and citizen are not
static but dynamic. For example, although the public sector continues to play a significant role, recent years have seen a notable reduction in state welfare provision in
many developed economies and a tendency to redistribute responsibility back to the
private sector. This has significant implications for the financial services sector, and
particularly for products designed to provide benefits such as income protection or
payment for medical expenses.
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A range of factors has exerted influence in the relationship between public and
private sectors in terms of welfare provision, but one of particular note is what
might be termed consumerism. This is allied to the growth of consumer cultures
throughout the world, which has been driven by a growth in real earnings,
increased competition, product innovation, greater sophistication in marketing
practice, and changes in culture and value systems.
The practical consequence of the growth of consumer cultures is that citizens have
become increasingly accustomed to receiving choice, quality, convenience and value
from their experiences as consumers in the marketplace. Thus, consumer expectations have been fuelled predominantly by private-sector suppliers of consumer
goods and services. For the state, this has posed two particular problems. First, citizens are increasingly coming to expect the same standards of consumption experiences from state-provided services as they obtain from the private sector. It is
proving to be increasingly costly and difficult for state bureaucracies to live up to
such expectations. There is the ever-present concern of two-tier delivery of welfare
services such as education and healthcare. It is acknowledged that great disparities
exist in respect of the differentials between state- and privately-funded provision.
For example, the health services provided by, say, France and Germany through
their socially-funded systems are the envy of many other parts of the world.
Nevertheless, those with money can, as a rule, enjoy the freedom to source a much
wider array of health and education facilities than those without. Secondly, the state
has to struggle to maintain standards of living that are increasingly defined by a culture of consumption. This places growing strain on the ability of governments to use
their social welfare budgets to fund appropriate lifestyles for claimants such as
those of retirement age. In recognition of this difficulty, the Thatcher government of
1980s Britain severed the link between increases in the basic retirement pension and
the index of average earnings. Instead, it reviewed pension increases in line with the
(lower) index of retail prices. This in turn forced many individuals to reconsider the
effectiveness of their pension provision, and was one of a number of developments
that stimulated the growth of the private pensions industry.
In summary, then, welfare provision underpins the economic well-being of society. Its provision is increasingly based around a complementary mix of public- and
private-sector activity. Private-sector welfare provision is predominantly dependent
on the financial services sector, and thus the efficiency and effectiveness of this
sector has important implications for the economic and social health of an individual country. This is a theme to which we will refer at various points. For the
moment, it is perhaps most pertinent to note that one essential element of welfare
provision is the concept of income smoothing, and the role of the financial services
sector in this process is explored more fully in the next section.

1.4

Lifetime income smoothing

Both the state and the financial services industry work in a complementary manner
to facilitate the smoothing of income flows throughout an individual’s lifetime.
Typically, during childhood individuals are acquiring the knowledge and skills
upon which their future employment will be based. This is a period in life which is
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all about cost in the absence of any income. Although the family is the principal
source of money during childhood and adolescence, the state plays a significant role
in financing the costs associated with this life-stage. The intergenerational transfer
of funds from adulthood (as parents) to one’s children forms part of the income
smoothing process.
Towards the later stages of life, people (at least in the developed nations of the
world) cease participating in the labour force. As with childhood, this is a period
characterized by considerable cost and no income from employment. This concept
of retirement is a generalization that is becoming challenged to an increasing extent
in countries from the USA to Australia. The stereotypical model of retirement holds
that money is transferred to the pensioner in one of two principal ways. First, there
is a generational transfer of funds via the taxation system (this refers to taxation in
the round, and includes all government-related levies such as National Insurance in
the UK) whereby today’s workers pay taxes that, in part, contribute to the pensions
of those in retirement. Secondly, and to an increasing extent, income in retirement is
funded out of the money that individuals have saved during the course of their
working life in the form of a pension. Importantly, employer-sponsored occupational pension schemes have made a growing contribution to individual’s pension
entitlements during the course of the second half of the twentieth century. In simple
terms, a funded pension scheme involves the transfer of income from an individual’s years in paid employment to the post-employment years. Thus it is a form of
income smoothing that comprises elements of state- and privately-organized money
management.
In many parts of the world life is more challenging, and old age can be simply a
continuation of the toil of an individual’s earlier working life. Again, in many developing countries the family is often the only significant vehicle for supporting the
elderly.
The need to provide an appropriate level of income in retirement is rising up the
agendas of virtually every country. A number of factors have contributed to this
phenomenon, the most significant of which are demographic. In essence, the proportion of the world’s population that is older than 65 years is growing. The principal drivers of this ageing effect are the extension in life expectancy and lower birth
rates. In the UK, for example, the birth rate has fallen more or less continuously
since the mid-1960s, as can be seen in Table 1.1.
The reduction in birth rate appears to be a consistent feature of most countries as
they become more economically developed. This is a consequence of a range of
social, economic and cultural factors, and the changing nature of lifestyle choices
that are in evidence. In contrast, many (but not all) developing economies have
much higher birth rates and relatively young populations, although, as levels of
Table 1.1 UK total fertility rates, 1960–2005
Fertility rate

(%)

1960–1965
1995–2000
2000–2005

2.8
1.7
1.6

Source: Willetts (2003), p 50.

8

Financial Services Marketing

development increase, the number of children per family does tend to fall. An
exception is China which, despite its relatively early stage in the development
process, has a relatively low birth rate, largely as a consequence of deliberate
policies to control the size of the population.
A major consequence of the ageing effect in developed economies is that
the dependency ratio is growing in countries across the globe. This refers to the ratio of
dependants (i.e. individuals who have ceased work) to people in the labour force. With
more retired people and fewer workers, the flow of funds from those in employment
that is needed to support those in retirement is increasingly under pressure. This
issue is set to grow in importance, as currently available projections indicate a continuing trend in the proportion of the population that is elderly.
Another challenge to income smoothing in developed countries is that people’s
working lives have shortened in recent times. Figures released by the National
Audit Office (NAO) in the UK in September 2004 illustrate vividly the growing
trend in labour force inactivity in the years before the age of 65, especially among
men. Whereas more than 70 per cent of men in the age group 60–64 years were in
employment in 1974, that figure has now dropped to just 40 per cent. Thus, not only
is the dependency ratio increasing, but the proportion of an individual’s lifetime
spent in employment is also reducing. Altman (www.rosaltmann.com) indicates
that within a comparatively short timescale this has fallen from 67 per cent of an
individual’s life being spent in employment to 55 per cent. Arguably, Altman’s
analysis is unduly conservative, as it assumes that individuals retire at the age of 65.
On the basis of the NAO data, the average male productivity quotient has fallen to
the order of 47 per cent.
A range of possible solutions is in prospect to address what has been called the
retirement savings gap. However, these boil down to some basic options, namely that
people will have to work for an additional number of years or save more money, or,
more likely, a combination of the two. In any event, the government and private
sector have to work together to address this particular feature of income smoothing.
Having talked about smoothing income flows during childhood and retirement,
what about the in-between period when people are in employment? This represents
a period of challenge and opportunity for the financial services industry.
Notwithstanding societal and cultural variations, consumer needs vary substantially during the early, middle and late career periods of working life.
Indebtedness has assumed an increasing significance for people in the early
stages of their working lives, and this seems likely to become ever more acute. The
growth of the credit-card culture has served to increase young people’s indebtedness across countries. The problem is being further exacerbated by the rising incidence of student debt. In the UK, it is estimated that the typical graduate begins
working life with debts in the order of £12 000. Figure 1.1 illustrates the typical profile of financial assets during an individual’s period in employment.
Figure 1.1 illustrates a typical asset profile, and shows how substantial net assets
only really begin to accumulate relatively late in an individual’s working life. The
financial services industry has an increasing role to play in providing the wide
range of products and services that are necessary to smooth income and expenditure flows throughout that working life.
Alongside the important issues that arise in relation to the variability of
assets, income and expenditure over a lifetime, consumers also face a variety of
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Figure 1.1 Marketing as a facilitator of balance.

short-term risks. The ability to protect or insure against the adverse consequences of
those risks has important implications for social and economic well-being. Section
1.5 explores the role of the financial services sector in managing risk.

1.5

The management of risk

An important aspect of how financial services organizations further the cause of
economic development is through the provision of the means to manage risk. In
simple terms, this is the role played by insurance. General insurance (e.g. insuring
risks to property and possessions), health insurance and life assurance are effective
means of enabling individuals and organizations alike to take on risks associated
with economic advancement. For example, a bank will be unwilling to lend money
to a businessman who wants to invest in additional manufacturing capacity without some form of security. A common type of security is some form of life insurance
that will enable the bank loan to be repaid in the event of the death of the borrower.
In many developing parts of the world we are seeing the development of what is
called micro-insurance. Typically, this refers to general insurance cover of a very basic
level that can provide security from the risks that apply to relatively low-cost yet
high-impact assets. For example, micro-insurance is enabling home-workers in
India to afford to insure productive assets such as sewing machines, as shown in
Case study 1.1. To the Westerner this may not seem a big deal, but an entire family’s
livelihood may depend upon this fairly basic piece of equipment. A common cause
of poverty among the rural poor of countries such as Cambodia is the forced sale of
land to pay for unexpected medical expenses. Again, low-cost forms of health insurance can make a huge contribution to human well-being.
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Case study 1.1
in India

Insurance to improve the lives of poor women

The Self-Employed Women’s Association (SEWA) in India is a trade union with
700 000 members – all poor working women in the informal economy – in seven
Indian states. SEWA started in 1972 in Gujarat, the western part of India, as a
union seeking to unite urban and rural women informal workers on the issue of
‘full employment’, which SEWA defines as work, income, food and social security. The second objective of SEWA is to make its members self-reliant, both individually and collectively, not only economically but also in decision-making. It
has also promoted similar movements in countries like South Africa, Yemen and
Turkey.
SEWA’s experience of years of working at the grass-roots level with women
in the informal economy has shown that social needs, such as health, childcare,
education and housing, are all linked to economic capabilities of the women
workers. They need economic security – a continuous flow of employment
through which they can earn enough in terms of cash and kind to meet their
needs. They also need social security to combat the chronic risks faced by them
and their families. Social security has four main components – healthcare, childcare, shelter and insurance. The insurance programme of SEWA is called Vimo
SEWA (Vimo is a local word for insurance).
In 1992 SEWA started its insurance scheme, which provides insurance for natural and accidental death, hospitalization expenses and asset insurance to
SEWA members. The primary policyholder will always be the SEWA member.
A husband cannot enrol in the programme unless his spouse is an enrolled
SEWA member. Children can also be enrolled by paying additional premiums.
Women must be 18–58 years of age to enrol for annual membership. Life insurance coverage terminates at the age of 70 years.
Vimo SEWA offers two types of payment schemes to its insurance members.
Members can either pay their premium annually or through a fixed deposit
with the SEWA Bank. Under the fixed deposit option, members deposit a lump
sum in a fixed deposit at the SEWA Bank and the interest accrued on this
deposit goes towards the annual premium. Thus, a woman gets continuous
insurance coverage and obtains much-needed, long-term social protection.
As SEWA works with poor, self-employed, informal-sector women workers
who don’t have any income security or work security, they live on a daily basis.
It is very difficult to explain the risk-sharing and risk-pooling aspects of insurance to individuals and convince them of the benefits. Furthermore, regular
contact with ever-growing numbers of the women poses a big challenge, spread
out as they are over a geographically dispersed area.
Vimo SEWA has developed a cadre of local village-level community leaders
for the marketing and education for its insurance programme. In fact, they are
the real workforce of SEWA insurance and also the real hand-holders of insured
members. They organize village or area meetings to explain the importance of
insurance in poor, vulnerable women’s lives and also how the schemes work.
Moreover, when required, they also help the members in collecting required
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Case study 1.1 Insurance to improve the lives of poor women
in India—cont’d
documentation for submitting claims. Currently VIMO SEWA has around 100
such leaders, who are called ‘spearhead aagewans’ (leaders in our language).
After 15 years of experience in insurance, SEWA wants to form its own
women-owned and managed life-insurance co-operative. To achieve this,
SEWA is trying to step towards viability through growing the scale of the business and cost control. According to the projections made with the help of a
Canadian actuary, viability can be achieved by the year 2010.
Source: Shilpa Pandya, Self-Employed Women’s Association.

Finally, it is worth pointing out that governments make extensive use of financial
services instruments as a means of managing public finances. Virtually all countries
use government bonds as a means of raising money. In the UK, National Savings &
Investments is a government-owned organization that promotes a wide range of
retail financial services products that play a role in the government’s fiscal strategy.

1.6

Financial exclusion

A key tenet of the United Nations is that the citizens of the world be relieved of the
scourge of poverty. Indeed, the relief of poverty has been of fundamental concern to
communities for centuries. In Britain, the nineteenth century saw a rapid acceleration of poverty up the agenda of all political parties. It was also a period of rapid
development of charitable and philanthropic endeavours to address the poverty so
graphically commented upon by Marx and Engels and depicted in the works of
Dickens. While Europe may have emerged from the worst of the poverty associated
with industrialization in the nineteenth century, the problem persists throughout
the globe and remains a daunting challenge to national and international policymakers.
As will be discussed in Chapter 2, easing poverty depends not just on the creation
of an income stream, but also on the creation of assets. Exploring the development
of the financial services sector in the UK during the nineteenth century provides an
illustration of the positive impacts associated with the provision of these services.
Nineteenth-century Britain was witness to the development and growth of building
societies and friendly societies. The former aimed at helping ordinary people to
build and own their own homes, whilst the latter were often initially formed to
ensure that working people could afford a dignified burial. In York in 1902, Joseph
Rowntree commenced his pioneering work to help improve the quality of life of the
slum dwellers of that city. The Joseph Rowntree Foundation was founded in 1904, and
in 2004, its centenary year, poverty remained a fundamental aspect of its activities.
In spite of the economic progress seen in countries such as the USA and Great
Britain, these societies remain highly polarized in terms of the gap between rich
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and poor. This issue continues to exercise governments mindful that increasing
affluence has not eradicated poverty. Indeed, in 1997 the incoming Labour government of Tony Blair set out to eliminate child poverty in Britain within a 20-year timeframe. Darton et al. (2003) illustrate graphically that the poorest groups in society
have missed out on the economic growth of the 1980s and 1990s. Their analysis
points to a near-doubling of the number of people in relative poverty in Britain in
the 20 years from 1981, to 13–14 million people by 2001.
Britain is not alone in displaying a significant degree of relative poverty, although
it is towards the upper end of the range in OECD countries. OECD figures suggest
that poverty in member countries ranges from 10 per cent in Sweden to almost 24
per cent in the USA (Foster, 2000). Geography is a significant factor in poverty, with
wide variations in evidence both within and between countries. For example, GDP
per head of population in the town of Acortes in Portugal is less than 25 per cent of
that for Brussels.
In the context of financial services, there are real concerns regarding the incidence
of financial exclusion. By financial exclusion, we mean the lack of access to and
usage of mainstream financial services products and services in an appropriate form
(Panigyrakis et al., 2003). No textbook on financial services marketing would be
complete without paying due regard to this phenomenon. As commented upon
already, financial services perform a key enabling role in advancing economic development and well-being.
There is a real danger of financial services being increasingly the prerogative of
the relatively affluent sections of world societies. In part, this is a consequence of the
rising costs of serving customers. Take the UK as an example. Throughout the twentieth century, working-class communities in Britain were able to gain access to a
range of saving, investment and insurance products through what were termed the
Home Service distribution arms of mainstream providers such as Prudential Plc, the
Co-operative Insurance Society and Liverpool Victoria Friendly Society. Home
Service was based upon having agents who called at the homes of customers to collect payments, often cash, and to provide information and advice. As Knights et al.
(2004: 14) point out, Home Service continued to thrive:
until Financial Services Authority regulations combined with intensified
competition in the sector in the 1990s and began to threaten the viability of
its expensive, labour-intensive door-to-door operations. By late 2003, all
Home Service insurance companies had abandoned new industrial branch
business.
In addition to the withdrawal of Home Service insurance facilities, poor neighbourhoods and rural communities in the UK have seen a reduction in the availability of bank branches. Put bluntly, the pressure to deliver maximum growth in
shareholder value has rendered it uneconomic for mainstream banks to serve an
increasing number of people. In particular, recent research has shown that the
number of bank branches in the UK fell by some 32 per cent between 1989 and 2003,
down from 12 775 to 8681. The highest rate of closure occurred in areas described as
‘multicultural metropolitan’. These are characterized by high unemployment and
having a higher than average proportion of people identifying themselves as black,
Indian, Pakistani or Bangladeshi (Leyshon et al., 2006).
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Thus, a number of contemporary insurance and banking practices are excluding
many thousands of citizens from essential financial services. The Office of Fair
Trading has observed (OFT, 1999) that:
Such people are being left behind in an expanding market where choice is
between a range of complex and highly regulated products primarily aimed at
well-off and low risk consumers.
This results in financially excluded individuals falling prey to non-mainstream
organizations that exploit the vulnerability of such consumers. This is particularly
in evidence with regard to credit and loans, where Knights et al. (2003) refer to APRs
being charged in a range of 116.5–276.4 per cent. Credit unions offer a viable alternative to many such consumers. Unfortunately, all too often they have neither the
resources required to provide the necessary infrastructure nor sufficient promotional muscle. Ideally, financial services should be viewed as providing an inclusive
means for improving the financial well-being of all. That is not to say that companies should be expected to become unreasonably philanthropic to the detriment of
key stakeholders – indeed, it is perfectly legitimate for a provider to operate on a
niche or ‘preferred lives’ basis. However, the means exist to adopt an inclusive
approach to financial services that obviates the need for exploitation of the vulnerable. Policy-makers and regulators must focus on the need for inclusiveness and
avoidance of exploitation within their goals for the development of the financial
services industry.

1.7

Mutual and proprietary supply

Financial services organizations present themselves in two forms as far as ownership is concerned: mutual and proprietary. In simple terms, proprietary companies
are owned by shareholders while mutual suppliers are owned by their customers.
However, this is indeed an oversimplification and, in the UK, a review of the governance of mutual insurance companies carried out by Paul Myners (2004) found
the precise definition of mutuality a rather more complex issue.
A substantive body of literature exists which sets out to compare the operations
of, and outcomes associated with, proprietary and mutual forms of supply. A particular area of focus has been the relative expenses and payouts associated with life
insurance firms. Of particular note are the studies carried out by Armitage and Kirk
(1994), Draper and McKenzie (1996), Genetay (1999), Hardwick and Letza (2000)
and Ward (2002). These and other studies concern the merits and demerits of mutual
and proprietary forms. Underlying many of these studies is the presumption that
the form of ownership is independently implicated in corporate performance. This
is based upon a view that there is an inherent conflict of interest between the interests of shareholders and those of consumers. Therefore, mutuals may be at liberty to
concentrate more effectively on meeting the needs of consumers.
Supporters of the mutual form point to the tangible performance benefits of
mutuality as well as its philosophical advantages. Fundamental to the former is the
argument that the absence of the need to pay a dividend results in tangible benefits
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to customers. Analysis by the Building Societies Association (2001) in the UK indicates that building societies (mutuals) display lower operating cost ratios, lower
rates of interest charged to borrowers and higher rates of interest paid to depositors
than do the so-called mortgage banks that had previously operated under the
mutual form. Analysis performed by the International Co-operative and Mutual
Insurers Federation (ICMIF) compares and contrasts the performance of mutual
with proprietary organizations. The analysis is based upon a sample of 105 insurance companies operating in 11 European countries (ICMIF, 2003). The sample
includes both life and general insurance companies, and is based upon performance
data covering the period from 1995 to 2001. The measures of performance assessed
by the study include:
●
●
●
●
●

growth in new premium income
expense ratios
claims ratios
investment returns
solvency.

The report’s authors conclude that mutuals outperform their proprietary counterparts on almost all measures of performance studied. In addition to the tangible performance advantages claimed for mutual providers there is the philosophical
advantage. The argument centres on the claimed absence of conflict between the
interests of customers and shareholders. Mutuals claim that their single-minded
focus on the consumer is embedded in their culture, and this results in a range of
corporate behaviours that engender consumer trust.
Supporters of the proprietary form point to the powerful influence of shareholders, especially institutional shareholders with their substantial voting power, in
exerting pressure on boards of directors to perform. The argument runs that
the members of mutual organizations lack the power required to bring due influence to bear on boards of directors, and that this results in the potential for underperformance and, possibly, the abuse of power. At worst, the CEO could run the
firm like some form of personal fiefdom. Indeed, critics of mutuality will often cite
the difficulties of Edinburgh-based Equitable Life as an example of how the governance shortcomings of mutuals can have a devastating impact upon consumer
interests.
There is also a view that proprietaries enjoy high levels of consumer trust.
Research conducted by the Citigate Group shows that mutuals featured only twice
in the top-20 trusted investment brands; Standard Life at number 11 and Royal
London at number 20. Interestingly, the brands positioned as numbers 1, 2 and 4
(Halifax, Norwich Union and Scottish Widows) were all mutuals until comparatively recently. Critics of this piece of research argue that it confuses familiarity
with trust. Undoubtedly, there is reason to believe that consumers do tend to view
being a well-known household name as implying trustworthiness. Research carried
out by the Financial Services Consumer Panel in the UK appears to bear out the
point that consumers use brand presence as a proxy for trustworthiness. Thus,
because proprietaries are large organizations with substantial marketing communications budgets, they appear to enjoy a greater degree of consumer trust than
do mutuals which, because of their size, are unable to invest in brand-building to
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the same degree. There is no doubt that branding is becoming increasingly
important in financial services, and the creation of global power brands is likely
only to be achieved by major proprietary concerns. The recent attempt by Aviva
to spend £17bn acquiring Prudential is clear evidence of intent to create a major
global insurance brand. Attractive synergies are to be seen between the two, and
Prudential’s strength in Asia and the USA would complement Aviva’s position in
Europe.
In Britain, steps have been taken to address the concerns regarding the
governance of mutuals as a result of the Myners’ review. For example, the
Association of Mutual Insurers was created in 2004, and one of its first tasks was
to draft a code of conduct for the governance of its members. This code takes as its
core the rules for governance set down by the FSA, which are proprietary-focused,
with its explicit references to shareholders and shareholder interests. It adds
additional requirements aimed at safeguarding the interests of both members (with
ownership and voting rights) and policyholders (who do not enjoy membership
rights).
Arguably, there is a role for both proprietary and mutual providers of
financial services; both forms provide for the diversity necessary to solve the
requirements of the marketplace as it continually evolves. The evidence does seem
to support the view that demutualization has not necessarily been in the long-term
interests of consumers as a totality. There have been short-term gains to directors in
the form of share options, and windfall payouts to those with membership rights.
In practical terms, typical forms of mutual providers that are encountered are as
follows:
●
●
●
●
●

credit unions
building societies
mutual insurers
co-operative insurers
friendly societies.

Case study 1.2 provides an overview of how one mutual provider of financial
services operates. Both mutual and proprietary forms of financial services supply
are to be found in most parts of the world; however, there has been a trend of mutuals converting to proprietary status, most notably in the English-speaking countries
of North America, Australia and UK in recent years. Table 1.2 shows the composition of the US insurance market in terms of ownership form.

Table 1.2 Life insurers doing business in the United States*
In business at year’s end

2002

2003

Stock
Mutual
Other
Total

1,060
99
12
1171

1019
92
12
1123

*Source: American Council of Life Insurers.
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Case study 1.2
(Police Mutual)

Police Mutual Assurance Society Limited

Police Mutual provides financial services to the police family. Originally that
meant just serving officers, but as the police service has changed so has Police
Mutual, and today membership of the Society is open to serving and retired
police officers and police staff and their families (which includes partners, children, parents, and brothers and sisters). In essence, it operates as an affinity
group-based organization and is a compelling example of how cost-effective
and efficient such a model can be. In spite of what would appear to be its somewhat limited market potential, Police Mutual has 176 000 members and manages funds of the order of £1.2 billion.
Police Mutual uses a form of governance that is based upon the delegate
method, and has a President, Vice President and Chairman as well as an 80strong delegate body drawn from the police service. The Society displays an
array of significant relative competitive advantages that arise from its affinitybased model. Of particular note is the strength of real democratic involvement
in the policy-making of the Society through its delegate conference, as well as
the involvement in more operational decision-making through the role played
by the Committee of Management. These structures, and their associated
processes, facilitate the development of extremely close bonds and relationships
between the Society and those it seeks to serve.
The strength of relationships between the Society and its membership is
instrumental in supporting its core means of distribution. Its range of savings,
investments, pensions, mortgages and insurance services are distributed largely
on a direct-offer basis (the launch of an advice service aimed at retiring officers
is the only variant from this model), and distribution is via a number of channels, such as direct mail, on-line, phone-based and through a business development team, but also, uniquely, via a network of volunteers known as
Authorized Officers (AOs). There are over a thousand AOs, the vast majority of
whom are serving police officers, and they perform largely a communication
role in displaying and distributing promotional material and directing people
to Police Mutual’s head office if they have any queries. This role is unpaid and,
as a consequence, Police Mutual has extremely low business acquisition costs.
Its cost–ratio benefits are reduced further by receiving the majority of its premium contributions by payroll deduction.
The Society has an extremely good record with regard to persistency. In the
last FSA survey, the industry 3-year average persistency level for regular premium endowment plans was 84.9 per cent for direct-offer business; Police
Mutual achieved persistency of 90.5 per cent. Industry average figures for other
distribution methods are even lower, at 81.2 per cent for Independent Financial
Advisers and 75.3 per cent in respect of company representatives.
A particular feature of Friendly Societies is their ability to ‘go beyond contract’. What this means is that their philosophy and style of mutuality permits
them to provide benefits to members under certain circumstances that do not
strictly accord with the terms and conditions of any specific policy contract.
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Case study 1.2 Police Mutual Assurance Society Limited
(Police Mutual)—cont’d
A case in point concerns when the ‘Troubles’ of Northern Ireland caused police
casualties that affected morbidity and mortality experience. It was put to the
delegates that this ought to result in members of the Police Service of Northern
Ireland (formerly known as Royal Ulster Constabulary) having their premiums
rated to reflect the higher risk. In the event, the Society decided to maintain a
policy of treating them in the same way as all other members.
It is also important for Police Mutual to be able to react to the needs of the
police market, and, perhaps uniquely, it considers wider issues within the police
family and provides help and assistance where it thinks it will make a positive
difference, even if there isn’t necessarily a direct link to current products.
Affordable Housing is one such example. The cost of housing in the south-east
of England has been a cause for concern for many years. Police Mutual used
their financial expertise to develop a solution to this problem, which affects
many police officers and staff. Funding was secured from business partners and
the scheme helped over 300 people to purchase their homes.
Police Mutual is flexible and innovative, and introduced a stakeholder
pension in April 2001 and a Child Trust Fund in April 2005 – both very soon after
legislation allowed this. Over the past few years Police Mutual has expanded its
own product offerings as well as those offered by business partners, and these
relationships have enabled Police Mutual to provide members of the police
family with access to exclusive, competitive products.
Police Mutual shows the capability of the friendly society model to provide
low-cost, high-value financial services within a highly participative and
democratic regime of governance.

1.8

Regulation of financial services

The need to safeguard the interests of key stakeholders in the financial services
domain has been an important force driving new approaches to regulation around
the world. Governments, trading blocs and various inter-governmental and nongovernmental organizations have been pursuing economic growth and trade liberalization for at least the past two decades. There has been a desire to encourage the
efficient operation of the financial services marketplace through the removal of traditional sector boundaries and the encouragement of competition. In the UK, the
mid-1980s was a watershed in the restructuring of the financial services marketplace
and the approach to regulation.
Before this point in time there were quite clear lines of demarcation between the
range of products and services that were supplied by banks, insurance companies
and building societies. New legislation resulted in the removal of the previous
sector boundaries. In this new unbounded marketplace, banks were free to operate
insurance companies and insurance companies could apply for banking licences.
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During the second half of the 1980s, the government of Margaret Thatcher initiated an ongoing programme of legislation aimed both at the liberalization and regulation of the financial services marketplace. The Financial Services Act 1986 was
aimed at defining and regulating investment business, as well as promoting competition in the marketplace for savings. The focus of the FSA 1986 was the conduct of
investment business and the accompanying provision of advice. As such, it
excluded products such as mortgages, credit card loans, general insurance and
short-term deposits, which were subject to separate legislation. In May 1997 the then
Chancellor of the Exchequer, Gordon Brown, announced his decision to merge
banking supervision and investment services regulation into the Securities and
Investment Board (SIB). Later that same year, the SIB was renamed the Financial
Services Authority (FSA). In December 2001 the Financial Services and Markets Act
was implemented, whereby the FSA became the UK’s highest single financial services regulator. As well as being responsible for the regulation of banks and securities, it also assumed responsibility for the following organizations:
●
●
●
●
●
●

Building Societies Commission
Friendly Societies Commission
Investment Management Regulatory Organization
Personal Investment Authority
Register of Friendly Societies
Securities and Futures Authority.

The scope of the FSA was widened further with responsibility for the regulation
of mortgages in 2004 and general insurance in 2005. The FSA is an independent nongovernmental body which operates as a company limited by guarantee and is
financed by the financial services industry. The FSA has a Board which is appointed
by Her Majesty’s Treasury, and the FSA is accountable to Treasury Ministers and,
through them, to Parliament. The Financial Services and Markets Act lays down
four statutory objectives for the FSA, namely:
1. Market confidence – maintaining confidence in the financial system
2. Public awareness – promoting public understanding of the financial system
3. Consumer protection – securing the appropriate degree of protection for
consumers
4. Reduction of financial crime – reducing the extent to which it is possible for a
business to be used for a purpose connected with financial crime.
The FSA seeks to achieve its objectives by way of a vast array of rules and directives, the contravention of which can result in a range of penalties. It is of the essence
that all those involved in financial services provision have a sound grasp of the rules
that apply to their particular product sector and functional discipline. The rulebook
of the FSA spans an enormous gamut from issues of strategic, overarching significance, such as solvency margins, to matters of fine detail, such as the nature and
wording of individual advertisements.
An area of particular significance in a marketing context concerns the development of regulations regarding the distribution and sale of financial services and the
integral issue of financial advice. The 1986 Act led to the introduction of what might
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be termed the doctrine of polarization. In practice, this meant that financial advice,
and any resulting sale, must be provided by one of two variants of advisers. Thus,
the concepts of Independent Financial Advisers (IFAs) and Tied Agents (TAs) was
initiated. IFAs were to act as de facto agents of the consumer, and were bound to give
‘best advice’ in response to the consumers’ financial needs from all possible sources
of supply in the marketplace. At the other ‘pole of advice’ were the TAs, who could
give advice and sell products purely from one company. TAs were of two primary
forms, namely Company Representatives (CRs) and Appointed Representatives
(ARs). The CRs worked directly for the financial services company upon whose
products they gave advice and sold products. This could be either as a salaried
employee or as an adviser paid on a commission-only basis. Appointed representatives, on the other hand, were staff under the control of a separate company that had
a distribution agreement with a given life insurance company. For example, The
Cheshire Building Society is an AR of Norwich Union, which means that the financial advisers employed by the Cheshire can only give advice on the products supplied by Norwich Union.
Through polarization, it was intended that the consumer interest would be best
served in that consumers would have absolute certainty whether they were receiving completely independent advice or advice on the product of just one company.
Prior to this time there was a plethora of ad hoc distribution arrangements, and consumers were often unclear regarding the degree of independence that was attached
to the advice they received. In practice, the introduction of polarization resulted in
a somewhat unedifying scramble for distribution as life companies vied with each
other to attract AR and CR arrangements. In the short term, it did nothing to reduce
the costs associated with advising on and selling investment products. Moreover,
the need for each company with a TA form of distribution to have a full product
range available for its agents to advise on and sell did nothing to improve the efficiency of the industry. Arguably, the reverse happened as companies filled out their
product ranges with products, some of which were sold in extremely low volumes
and offered relatively poor value for money. Standards of financial advice were also
slow to respond to the spirit of regulation. Indeed, the mis-selling of personal pensions was at its height between 1987 and 1991, resulting in the so-called ‘pension
mis-selling scandal’ which to date has cost the industry in the order of £15bn in compensation and allied administration costs. Other examples of consumer detriment
have arisen since the 1986 Act, including the mis-selling of mortgage endowments
and a number of investment schemes.
In 2005, following a lengthy period of consultation, the polarization rules were
revised to permit a form of multi-tied distribution. To quote the FSA
(www.fsa.gov.uk):
from 2005, tied advisers selling any type of investment (not just stakeholder
schemes) will be able to offer the products of more than one provider if they are
tied to a company which has adopted the products of other providers in its
range.
A critical step forward in improving the consumer interest was the introduction
of new rules regarding the training and competence of advisers in the early 1990s.
This acted as a watershed for the industry by introducing more exacting standards
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of knowledge that financial advisers and their managers could demonstrate. It also
resulted in a significant increase in the costs of employing an adviser. As a consequence, there was a dramatic fall in the number of people involved in advising and
selling life and pension products between 1991 and 1996. Some estimates have suggested that this number collapsed from the order of 220 000 to about 50 000 during
the 5-year period. This has had the effect of forcing incompetent and unproductive
advisers out of the industry, and has thus raised the standard of professionalism of
the typical financial adviser.
The preceding commentary and views of just one narrow aspect of financial services
regulation are intended to demonstrate the paramount importance that the authors
attach to students and practitioners having a sound appreciation of the regulations
that apply in their respective countries and industry sectors. Some examples of how
the regulation of insurance business is approached in a number of other countries
are given in Box 1.1.

Box 1.1

International approaches to insurance regulation

USA: In the USA, each individual state has its own regulator. Their titles vary,
depending on the state, and include commissioner, superintendent or director.
In some states, governors appoint the commissioner; in others, the general
public elects commissioners. The commissioners from the various states
together form the National Association (NAIC) to promote uniformity in regulation. Other officials with some oversight functions include the representatives
of guaranty funds and certain federal government agencies.
Australia: In Australia, the APRA, or Australian Prudential Regulatory
Authority, is the integrated prudential regulator of the Australian financial
services industry. It was set up in 1988, and oversees banks, credit unions, building societies, general insurance and reinsurance companies, life insurance companies, friendly societies and most members of the superannuation industry.
The APRA is funded primarily by the industries it supervises.
Singapore: In Singapore, the Insurance Supervision Department is the primary regulator of the Monetary Authority of Singapore (MAS). The Insurance
Supervision Department (ISD) administers the Insurance Act, its main objective
being the protection of policyholders’ interests. ISD adopts a risk-focused
approach in the prudential and market conduct supervision of insurance companies. ISD carries out its responsibilities by way of both off-site surveillance
and on-site examination, and works with foreign supervisors as part of a holistic supervisory approach. In its standards development role, ISD works closely
with industry associations to promote the adoption of best practices by the
industry.
South Africa: The Financial Services Board (FSB) was established as a statutory body by the Financial Services Board Act (No. 97 of 1990) and is financed
by the financial services industry itself, with no contribution from government.
It supervises the control over the activities of non-banking financial services
and acts in an advisory capacity to the Minister of Finance.

The role, contribution and context of financial services
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International approaches to insurance regulation—cont’d

India: In 1999, the Insurance Regulatory and Development Authority (IRDA)
was set up to regulate, promote and ensure orderly growth of the insurance
business and reinsurance business.
Source: Faye Lageu, Vice President, Intelligence Unit ICMIF.

1.9

Summary and conclusions

The financial services industry has a vital role to play in safeguarding the prospects
for economic development across the globe. At the micro-level, financial services
underpin the overall well-being of individuals. The challenge is for standards of
marketing within the financial services domain to reflect the necessary degree of
market and consumer orientation. An appreciation of the potential offered by financial services marketing requires it to be placed within the context of governmentsponsored welfare systems on a country-by-country basis. The state and private
sectors of financial services have to work in a complementary manner if aggregate
stakeholder interests are to be optimized. Finally, financial services ought to be provided for the benefit of all, not just the affluent few.

Review questions
1. Identify and critically evaluate the respective roles of the state and private sectors
in the provision of healthcare, education and welfare in your country. To what
extent do you consider that the two sectors complement or compete with each
other?
2. What forms of mutual financial services provision take place in your country?
Compare and contrast the ways in which mutuals and proprietary providers
serve the needs of your country’s citizens.
3. Which body (or bodies) is responsible for the regulation of financial services in
your country? What are its principal goals, and to what extent do you think it is
successful in achieving them?
4. How are the provision of financial advice and sale of financial services products
regulated in your country? To what extent do you think those regulations
safeguard the interests of private consumers and business customers?
5. Some people would argue that the resources devoted to corporate social responsibility (CSR) represent theft from the shareholder. How do you feel that CSR
impacts upon the interests of various stakeholder groups?
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2
The financial services
marketplace: structures,
products and participants

Learning objectives
By the end of this chapter you will be able to:
● identify the different types of organizations engaged in the provision of
financial services
● understand the range and diversity of financial services and how they
relate to customer needs
● comprehend the complexity of the industry.

2.1

Introduction

All too often difficulties are encountered associated with the overall use of the term
financial services. A large proportion of the general public – including many consumers – has a limited appreciation of the geography of the financial services landscape. This is partly because of the complexity of the industry and partly because,
for many people, financial services are intrinsically uninteresting. Poor knowledge
and understanding of the sector as a whole and of the product sectors it comprises
also applies to those employed in the area. Research conducted by Alferoff et al.
(2005) revealed that the knowledge base of the typical financial services employee
was limited to his or her narrow field of task expertise:
Many front-line and back office staff did not understand some or all of the
range of investment products. They were in fact little more knowledgeable than
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non-financial services respondents and even less knowledgeable than those
from the Chamber of Commerce or MBA students (other groups comprising the
sample frame of the study).

Equally, there are people within practitioner communities who display only a
partial knowledge of the big picture beyond their functional area.
This chapter aims to provide an overview of the financial services sector from two
perspectives. First, it will set out to describe the geography of supply. The early sections will seek to identify the major groupings of organizations that make up the significant forms of product/service supply. Secondly, the chapter will seek to provide
a solid grounding in the products that comprise financial services. It does not set out
to discuss every possible product type and variant that may be encountered in all
parts of the world; rather, it seeks to identify the major product variants that are
commonly encountered. Prior to exploring the marketplace in detail, the chapter
begins by providing some historical context for the industry.

2.2

Some historical perspectives

Whilst various forms of financial services provision can be traced back many
centuries, the development of commercial organizations of substance and scale
coincided with the expansion of international trade as the eighteenth century
progressed. Indeed, economic development is inextricably linked to the development of allied financial instruments. Banks grew in response to the need for
services such as loans, safe deposit and financing of consignments of exported
and imported goods. Commercial banking in the UK originated in London, based
largely upon the growth of goldsmith bankers in the mid-seventeenth century.
A century later, the number of provincial banks was still in single figures.
However, by 1784 the number had grown to 119 and by 1810 had expanded to
some 650 (information provided courtesy of the Royal Bank of Scotland). Banking
grew similarly apace in Scotland in response to rapidly expanding trade, and
similar trends were in evidence throughout Europe. Interestingly, the great majority of these banks were based upon just one branch; the consolidation process
had yet to commence. The proliferation of banking firms resulted in the need for
the creation of a clearing house in London for the settlement of inter-bank
payments.
Numerous sources across the globe attest to the link between economic development and the expansion of a financial services sector. The changing needs of commerce required banking to adapt. Trinidad is cited as an example of the need for
greater flexibility going back to the latter part of the nineteenth century (Paria
Publishing Co. Ltd, 2000):
In that time of economic growth the Colonial Bank’s old way of doing business
in the West Indies was challenged by the West Indian Royal Commission for
their excessively restrictive lending policies. The commission was told by
several peasant witnesses, black people and ‘cocoa pa-ols’ of the necessity for
loans to expand their small operations.
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In Iran, banking in its modern form also began to emerge in the mid-nineteenth
century. It was not until 1925 that the first bank was established with Iranian capital in the form of the Bank Pahlavi Qoshun. In Ethiopia, the Bank of Abyssinia was
inaugurated in 1906 and was given a 50-year concession period. In short, throughout the world there are well-documented examples of the development of commercial banking from the nineteenth century onwards.
As with banking, insurance too can be traced back to seventeenth-century
London. The Great Fire of London in 1666 must have acted as a major catalyst for
the provision of a suitable form of insurance for perils of this nature. The History of
Insurance (Jenkins and Yoneyama, 2000) observes that some of the earliest companies identified include the Sun Fire Office, Royal Exchange Assurance and Hand in
Hand. In its commentary on the historical development of insurance, the Insurance
Bureau of Canada (www.ibc.ca/gii_history) observes that:
The history of insurance is the story of Western society’s development. As
agriculture gave way to industrial growth it became clear that expansion
depended on capital money that would be risked for the profit it offered. For
those risk-takers, insurance provided a guarantee that all would not be lost
through error, bad judgement or bad luck.
It was during the sixteenth century that the forerunners of Lloyd’s of London met
in Lloyd’s coffee house and devised the means by which risk could be mitigated.
Again, the need to protect the risks associated with international trade was the
primary catalyst for this development. The eighteenth century saw the development
of general insurance in what is now the USA. Indeed, Benjamin Franklin, one of the
signatories to the US Declaration of Independence in 1776, was also the founder of
the Philadelphia Contributorship for the Insurance of Houses from Loss by Fire in
1752. The closing years of the eighteenth century saw the birth in England of a type
of insurance company called a friendly society. Friendly societies grew apace during
the nineteenth century; many of them began as burial societies and, as the name
implies, set out to provide the funds for a respectable burial for their members. By
1910, almost 7 million British citizens were policyholders in friendly societies.
In common with friendly societies, the later part of the eighteenth century saw the
initiation of building societies in Britain. The first known society began in 1775. It was
known as Richard Ketley’s Building Society, and its members met at the Gold Cross
Inn in Birmingham. By 1860 there were in excess of 750 societies in London alone,
and a further 2000 outside of the capital (Building Societies Association, 2001).
Building societies arose and prospered from the desire of ordinary women and men
to finance the purchase of their own homes. The twentieth century saw building
societies go through a process of consolidation into fewer but larger organizations.
Subsequently, during the course of the final decade of the twentieth century, a
number of societies (notably the larger ones) converted to become shareholderowned proprietary companies. Thus, names such as the Halifax, Abbey National,
Alliance and Leicester, Northern Rock, Woolwich, Cheltenham and Gloucester, and
Bradford and Bingley are no longer building societies but operate as quoted banking companies on the London Stock Exchange or have been taken over by other
banking organizations. The Building Societies Association identifies that, as at 2002,
its members numbered some 65 societies with combined assets of over £170bn.
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In an era of suspicion and mistrust of the financial services industry, it is easy to
lose sight of the fact that the product and services it provides make a major contribution to the well-being of citizens across the globe. Economic development and
prosperity cannot flourish in the absence of a suitable infrastructure of financial
services provision. Indeed, it is interesting to note the desire of the Syrian government to promote economic development by breaking the monopoly of its state bank
in 2003 with the award of licences to three privately owned banks, namely the
Banque de Syrie et d’Outre Mer, The International Bank for Trade and Finance and
the BEMO-Saudi-Fransi bank. This is a measured and creative means of introducing
competition in a sector characterized by state control. It is expected that this process
will be replicated elsewhere in the world as currently underdeveloped countries
seek to embrace economic progress.

2.3

The geography of supply

The structure of financial services marketplaces around the world varies according
to local environmental characteristics. Factors such as the stage of economic development, government policy on competition, and regulation all exert an influence on
local market structures. Physical geography, logistics and infrastructural features
such as telecommunications also have a part to play in determining the local evolution of financial services, as do social, religious and cultural factors.
A feature of the recent financial services landscape has been the breaking down of
boundaries between historical lines of demarcation of supply. Deregulation of markets, such as that which occurred in the UK in the mid-1980s, has blurred the lines
that hitherto separated the domains of banking, insurance and mortgage lending.
The Financial Services Act 1986 had two primary purposes: first, it set out to define
and regulate investment business; and secondly, it sought to promote a greater
degree of competition in the market for savings products. The practical consequence
of this and other related legislation, such as the Building Societies Act 1986, was to
create what might be termed ‘unbounded’ financial services markets. No longer
would the current account be the sole domain of the traditional high-street banks,
or mortgages for residential property be limited to building societies, or life assurance and pensions be supplied solely by insurance companies. Instead of product
supply silos we have witnessed the metamorphosis of banks, building societies and
insurance companies into financial services organizations spanning the range of
core money management, loan, pension and investment products. Worldwide, the
most obvious manifestation of this process has been the emergence of bancassurance
(or allfinanz), a distribution system which involves partnerships between banks and
insurers to make insurance products available via bank networks.
The idea of retailers selling insurance has not been a significant feature in other
countries. For example, in the US, regulation is such that it is not allowed. In France,
it is argued that such an approach would not sit well culturally. To the best of the
authors’ knowledge, banks are really the only alternative channel for the rest of the
world. Bancassurance has had major take-up in most European countries. In
Canada, however, by law, any bank selling insurance in its branch is still required to
have a separate sales counter.

The financial services marketplace: structures, products and participants

27

However, in spite of the breaking down of legal lines of product demarcation,
banks, building societies and insurance companies have retained a degree of core
competence that reflects their historical strengths. Thus, breadth and depth is still
vested in the product set of the company’s heritage. For example, whilst Barclays
provides a vast array of retail financial services, it retains a wealth of expertise in core
banking skills which the banking arm of, say, an insurance company would not typically possess. Barclays can offer a far wider range of business-related banking services
than can, for example, Standard Life Bank. Moreover, in spite of remote forms of
banking (such as the telephone and Internet), bank branches remain an important
part of the banking proposition that non-branch based organizations cannot fulfil.
In a similar way, insurance companies retain a degree of capability that the insurance arm of, say, a building society is unlikely to possess. For example, flexibility has
become a growing requirement for the pensions industry, and features such as
pension drawdown and Self-Invested Pensions Plans are a common need of
Independent Financial Advisers (IFAs). Companies such as Legal and General and
Friends Provident have such facilities as part of their core product set. On the other
hand, the Nationwide Building Society has a more basic approach to pensions
(industry jargon often refers to ‘vanilla’ or ‘plain vanilla’) and does not currently
provide that degree of sophistication within its range of pension products. Equally,
the Nationwide offers much wider range of deposit-based savings options than
does, say, Skandia Life.
In simple terms, the geography of product providers is based upon the core elements outlined in Table 2.1.
As already discussed, the marketplace is far more complex than it has been historically, with large, diversified financial services groups spanning many of the
above core product domains. Nonetheless, many companies can be found that are
specialists with a narrow product focus. Sometimes these are specialist arms of
larger organizations – such as the Zurich Financial Services subsidiary Navigators
and General, which specializes in insuring small boats. Equally, there are independent companies that retain a discrete niche focus – such as Cattles Plc, which specializes in providing unsecured loans to the near prime market.

Table 2.1 The geography of supply
Type of activity

Specific forms

Banking
Savings and Loans

Retail banks/Commercial banks
Building Societies (UK)
Credit Unions
National Savings
Life Insurers
General Insurers
Friendly Societies (UK)
Health Insurers
Lloyd’s syndicates
Mutual fund/Unit Trust Companies
Investment Trusts
Pensions providers

Insurance

Investment companies
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A further feature of the geography of supply is the evolution of what are often
termed ‘new entrants’, although they are no longer quite so new. This term refers to
providers with no historical pedigree as suppliers of financial services. For these
companies, the move into financial services is part of an overarching strategy of
brand stretch as a means of diversification. Examples of such ‘new entrants’ in the
UK include Virgin, Marks and Spencer, and leading supermarkets Asda, Tesco and
Sainsbury.
The ‘new entrants’ tend to be based upon fairly simple products that are, typically, bought rather than sold. Examples include general insurance products, such
as motor, travel and home contents insurance, which are commonly found in display racks at the checkouts in supermarkets. There is a feeling that there are limits
to the extent to which the core brand can extend into financial services (Devlin,
2003), and that consumers form a view on the saliency of certain brands and supplier types. Thus, for example, consumers might feel comfortable with purchasing a
basic general insurance product from a supermarket, but may have reservations
about purchasing a more complex, specialist financial service (such as a pension)
from such a non-specialist provider. Consumer perceptions of an organization’s core
competences have important implications for the marketing strategies of those
involved with the supply of financial services.
A further complication concerns the issue of distribution. Whilst many services
are provided to consumers on what might be termed a direct basis, third-party
distribution arrangements are often an important feature of financial services. In
the UK, for example, the Financial Services Act 1986 led to the creation of IFAs
and Appointed Representatives (ARs). IFAs and ARs are deemed to represent
either end of a polarized form of financial advice. At one end of the pole is the IFA,
who acts as the agent of the consumer and must give product recommendations
that represent best advice from sources of supply. At the other end is the AR, who
must give best advice based upon the products of just one provider company.
The AR may be a member of a distribution network owned by the product
provider, such as Nationwide Life (part of the Nationwide Building Society);
alternatively, the AR could be a third-party organization that has an agreement to
advise solely on the investment products of a separate insurance company.
An example of this latter arrangement is to be found in Barclays, which is an AR
of Legal and General. Thus, no understanding of the geography of supply would
be complete without taking due account of organizations involved in product
distribution.

2.4

An outline of product variants

The purpose of this section is to provide a solid grounding of the key product
variants that comprise the domain of retail financial services. Readers wishing to
learn about aspects of the wholesale market are referred to Pilbeam (2005).
It is arguable whether this issue should be addressed from the perspective of
specific products, or the needs such products seek to satisfy. The adoption of a pure
product focus is problematic on both philosophical and practical grounds. From a
philosophical viewpoint, it places undue focus upon the products provided rather
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than the needs of consumers. In so doing, it offends the sensibilities of those who
place consumer needs, as opposed to products supplied, as the fulcrum of a marketing orientation. For such individuals, any intimation of ‘product orientation’ is to be
avoided wherever possible. At the practical level, it is just not feasible to identify
every possible product variant from around the globe in a text of this nature.
Therefore, a pragmatic approach has been adopted whereby significant mainstream
consumer needs are presented together with typical product solutions that are
widely encountered. This approach is summarized in Table 2.2.
The needs and product solutions given in Table 2.2 are representative of those that
are typically encountered throughout the world. It does not set out to be exhaustive,
but gives a sound overview of generally expressed needs and the means of addressing them. The following sections of this chapter set out to tie together consumer
needs with product solutions and the means of supply in order to enable the reader
to develop some sense of the real world of financial services.

2.5

Banking and money transmission

Until the latter part of the twentieth century, the provision of current account
services was the sole prerogative of the high-street clearing banks. The current
account represents the primary means by which salaried employees receive payroll
credits from their employers and manage payments and cash withdrawals.
The extent of current account penetration in a given country typically reflects the
proportion of the population paid by salary. Thus, in the UK some 95 per cent of
the population have bank accounts, while in India the proportion is probably
around 15 per cent and in South Africa it is estimated to be between 30 per cent and
40 per cent ((http://in.rediff.com and www.euromonitor.com, both accessed
January 2005).
In addition to the traditional high-street banks, building societies in the UK also
often provide current accounts. Indeed, those building societies that demutualized,
such as Alliance and Leicester, the Halifax and Bradford and Bingley, became
known collectively as mortgage banks. This term reflects the relative importance
still attached to the provision of residential mortgages, and their orientation
towards the retail sector. As yet, the mortgage banks have not made any material
impact upon the business and corporate banking arena. As previously observed,
there is a saliency issue in that businesses do not yet view mortgage banks as being
credible suppliers of business banking services. Competitive pressure has been
responsible for a great deal more price-competition for personal current accounts.
The payment of interest on current account balances was almost unheard of in the
UK until the second half of the 1980s. It could be argued that the rate of interest paid
on the typical current account is so derisory that many consumers benefit from such
payment to only a limited degree.
Current account supply has broadened ever further in recent years as a consequence of factors such as technological development and the arrival of the so-called
‘new entrants’. Initially, telephone banking, pioneered in the UK by First Direct,
facilitated lower-cost current account provision and the payment of interest on current account positive balances. Costs have been lowered further still by the advent
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Table 2.2 Customer needs and product solutions
Consumer need

Product solution

A secure depository for readily accessible cash
A means of managing receipts of funds and
payment of expenses (money transmission)
A secure depository for cash that pays interest

Current accounts
Current accounts

A simple means of accumulating a fund of
cash on which interest is paid
Tax-advantaged cash savings for the medium term
A means of accumulating a lump sum in the medium
to long term
A means of investing a lump sum for long-term growth

A means of investing a lump sum to generate income

A means of saving for retirement

A means of deriving income from a Pension Fund
A means of financing current consumption from
future earnings or income
A means of financing home purchase
A means of releasing liquid funds from
one’s residential property
A means of protecting outstanding loans
A means of protecting tangible assets from fire,
theft, accidental damage and perils of nature
A means of protecting people and organizations
from claims for pecuniary loss arising from
negligence, oversight or non-performance of duties
A means of protecting human assets from
risks associated with death, illness and
medical conditions

Current accounts
Deposit accounts
Credit Union deposits
Deposit Accounts
High-Interest Current Accounts
Cash ISA5 (Individual Savings Account)
Regular Saving endowments
Regular saving mutual funds, such as
OEICS6 and Unit Trusts
Mutual Accumulation funds
Investment Bonds
Investment Trusts
Corporate Bonds
Government bonds
Mutual Income Funds
Income Bonds
Corporate Bonds
Annuities
Occupational Pension Schemes
Personal Pensions
401k Savings Schemes7
Central Provident Fund8
Annuities
Income drawdown9
Credit cards
Unsecured loans
Secured loans
Residential mortgages
Equity release schemes
Payment protection insurance
Mortgage indemnity guarantees
General insurance
Liability insurance

Life Assurance
Critical illness insurance
Health insurance
Permanent Health insurance
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Box 2.1 Price competition among Internet banking providers
in the UK
When Sainsbury’s bank launched its current account in 1992, it offered an interest
rate of 6 per cent on positive current account balances. This sparked something
of a current account interest rate war, with Tesco offering 6.5 per cent when it
subsequently launched its high-interest rate current account, only to be topped
by the Prudential offshoot, Egg, when it launched in 1995. At the time of writing, Egg is the highest-paying current account provider, paying a gross rate of
5.50 per cent. However, Egg is solely an Internet bank, and consumers must
judge the extent to which this offsets the disadvantages of not having access to
a branch network.

of Internet banking. This new technology has enabled new entrants to offer
so-called high-interest current accounts, as illustrated in Box 2.1.
Technology and changing consumer tastes have also facilitated greater
diversity regarding money transmission and payments. The usage of cheques
has declined significantly in recent years owing to factors such as the growing use of
debit and credit cards. According to the British Bankers Association, the number of
cheques handled by the clearing system has fallen from a peak of 4.472bn in
1990 to 2.454bn by 2004. Cheque usage fell by 39 per cent between 1994 and
2004, and is predicted to fall a further 44 per cent by 2014. This has made it
easier for new entrants and virtual banks to compete in the market for current
accounts.
The introduction of interest-bearing current accounts has served to drive
margin out of these aspects of banking. It could be argued that it has also acted as a
catalyst for suppliers to become increasingly stealthy in terms of how they levy
charges. UK banks and others have come in for growing criticism regarding
what are often considered to be opaque charging practices. Charges for services
such as unauthorized overdrafts and the presentation of cheques on accounts
with insufficient funds have added to a popularly held sense of mistrust in the
banks. The counter-argument is that financial institutions have to find a means
of covering the costs of providing current accounts, given that they are now
interest-bearing. Admittedly, providers of current accounts do advise their customers of their menu of charges from time to time – indeed, they are obliged to
do so by law. However, the overall approach to charging acts to favour the financially astute and well-off, whilst penalizing those who are less affluent and less
financially aware.
The current account has increasingly become a ‘loss-leader’ – that is, it is seen as
acting as a gateway for the sale of other products that offer meaningful margin
potential. Indeed, it has been suggested that the majority of current accounts held
by the typical clearing bank are loss-making. This has resulted in the need to crosssell other products and services via what are termed customer relationship management (or marketing) programmes (CRM for short). This particular marketing
phenomenon will be addressed in full in Part III of this book.
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2.6

Lending and credit

The provision of loans is one of the oldest financial services, dating back thousands of years. In a sense, it performs a key role as a facilitator of income smoothing by enabling consumers to enjoy current consumption from future earnings.
Such a process seems entirely defensible under circumstances where there is an
expectation of future income surpluses to fund prior income deficits. Equally, it
makes eminent sense in respect of purchases of a magnitude well beyond current
income, such as residential property mortgages. The difficulties arise when there is
a mismatch between current consumption expectations and future income surpluses. In short, the affordability of credit has become a major concern through the
world. For example, in May 2004 the Straits Times in Singapore ran a series of
features highlighting the problems of over-indebtedness, especially with regard to
young people.
In addition to affordability, there is a somewhat philosophical concern
regarding the relationship between the timescale of the consumption experience
and the repayment of any accompanying form of loan or credit. The traditional view
was that short-term loans and credit should apply to short-term forms of consumption. Examples of this are, say, loans of up to 12 months’ duration to pay for a
holiday, or short-term credit to fund clothing purchases. The corollary to these
are long-term loans, such as 25-year mortgages to fund home purchase. In between
lie intermediate loans for purchases of cars and consumer durables such as furniture. Traditional practice has been for consistency between the purpose of loan
(in terms of timescale of the consumption experience) and the duration of the
repayment period. In recent years there has been a weakening in this relationship,
principally by individuals obtaining long-term loans for short-term consumption.
Indeed, the Halifax was criticized on the BBC Radio 4 programme Moneybox
(29 January 2005) for a direct mail exercise that offered a mortgage repayment
holiday of up to six months to allow customers to enjoy additional current consumption. Critics of the promotion were concerned at the lack of transparency
regarding the long-term impact upon interest payments. In effect, there were concerns that short-term consumption pleasure would be at the expense of long-term
interest repayments.
Consumers face an enormous array of loan and credit arrangements. In simple
terms, a loan represents the granting of a specific sum of money to an individual or
organization for them to spend personally in respect of some specific, previously
agreed item. Credit, on the other hand, refers to a means of financing an item or
items of expenditure whereby the funds are transferred to the product provider
directly by the source of credit. In this way, the consumer receiving the goods or
services financed by the credit undertakes to reimburse the credit provider for the
principal sum plus any interest that may be due.
The principal types of loans encountered are shown in Table 2.3.
A mortgage may appear to be a straightforward product, simple in design and
pricing structure. In practice, the range of mortgages available has become increasingly complex. In February 2005, the Portman, based in Bournemouth in the UK,
had some eleven separate mortgage products in its home-loan range, as shown in
Table 2.4.
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Table 2.3 Types of loan
Loan type

Key characteristics

Unsecured loan
Secured loan

Relatively high interest rates to compensate lender for lack of security.
Usually secured on the borrower’s residential property equity via a
second (or subsequent) charge, these are known as second
mortgages. Relatively low interest rates charged owing to the
presence of the security.
A loan made for the purpose of purchasing one’s home. Typically a
long-term loan which is at a relatively low rate of interest and is
secured upon the property. In the UK most mortgages are variable,
whereby the rate of interest charged fluctuates as base rates vary.
Many other countries favour the certainty of fixed-rate mortgages.
This too applies to situations in which a homeowner wishes to
replace an existing mortgage with one from another lender.
This normally occurs because the borrower can obtain a home
loan at a lower rate from an alternative lender.
These are loans that are secured upon residential property for older
people. There are two principal variants one by which the lender
secures an interest in the property and the other which does not.

Mortgages

Re-mortgage

Equity release schemes

Consumers are therefore presented with an array of mortgage offers with different terms and conditions and different prices, and Table 2.4 demonstrates the complexity associated with what might be expected to be a relatively straightforward
product. It must be said that the degree of complexity grows when other mortgage
variants are added to the array of possibilities, such as endowment, interest-only
and deferred-interest mortgages.
Business loans are also to be found in both secured and unsecured forms. In contrast to personal loans, business secured loans will consider a much wider range of
assets as potential sources of security.
Principal forms of personal unsecured credit are as follows:
●
●
●
●
●
●
●

credit cards
storecards
unsecured loans
credit vouchers and cheques
pawn-broking
home credit
overdrafts.

The scale of the growth in credit has been dramatic in the UK during this decade,
so far. Total net outstanding lending to individuals broke through the £1 trillion barrier in 2005 and, as can be seen from Table 2.5, has continued to grow.
Secured/unsecured credit provision has grown dramatically in the UK since 1994,
and reached outstanding balances of £1 trillion in 2003. The scale of outstanding
loans was equivalent to £17 000 of debt for every man, woman and child. Put
another way, this level of debt exceeds the whole external debt of Africa and South
America combined. The growth of indebtedness is to be found in many countries, as
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Table 2.4 Portman Building Society mortgage products, 2005
Initial
interest
rate (%)

Changing to
for rest of
term (%)

Overall
cost
rate (%)

2.35%
4.48%
4.85%

6.74%
6.74%
6.74%

6.3%
6.7%
6.7%

4.79%
4.95%

6.74%
6.74%

6.7%
6.6%

5-year fixed

4.89%

6.74%

6.6%

5-year fixed
cash back

4.99%

6.74%

6.35%

2-year discount
2-year discount
cash back

4.48%
4.85%

6.74%
6.74%

6.7%
6.7%

Flexible
tracker

4.99%

5.50%

5.7%

2-year
base-rate
tracker

4.69%

5.50%

5.7%

Product
2-year fixed
2-year fixed
2-year fixed
cashback
3-year fixed
3-year fixed
cash back

Further terms and conditions
£500 acceptance fee
£399 acceptance fee
£250 cash back for valuations
up to £500,000
£499 acceptance fee
No acceptance fee, free
valuation and £250 cash back
for valuations up to £500,000
No acceptance fee, free
valuation and £250 cash back
for valuations up to £500,000
No acceptance fee, free
valuation and £250 cash back
for valuations up to £500,000
£399 acceptance fee
No acceptance fee, free
valuation and £250 cash back
for valuations up to £500,000
£399 acceptance fee, interest calculated
monthly with daily adjustment, no
early repayment charge.
£399 acceptance fee, Early repayment
charge of 4% of balance on which
interest is charged until 31.03.2007

The published terms and conditions specified that:
ALL PRODUCTS (EXCEPT CASH BACK AND EASY REMORTGAGE) AVAILABLE UP TO 95 per cent WITH A HIGHER LENDING CHARGE PAYABLE
OVER 90 per cent.
Table 2.5 Net lending to individuals
% changes on year;
seasonally adjusted

£ millions

2002 Jan
2003 Jan
2004 Jan
2005 Jan
Apr
Jul
Oct
2006 Jan

Secured

Unsecured

595,856
682,417
782,665
882,812
902,964
924,633
947,797
974,582

142,070
157,778
167,627
183,946
186,858
189,367
191,112
193,183

Source: Bank of England.

Total
737,927
840,195
950,292
1,066,758
1,089,822
1,114,001
1,138,909
1,167,765

Secured
10.2
13.6
15.0
12.5
11.3
10.4
10.1
10.6

Unsecured
14.5
15.0
13.8
14.2
13.5
12.0
10.7
8.7

Total
11.0
13.9
14.8
12.8
11.7
10.7
10.2
10.3
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the consumer culture extends its spread. Figures from the Bank of England suggest
that the ratio of household debt to household income in 2003 was around 200 per
cent for the Netherlands; around 140 per cent for the UK, the USA and Australia;
around 120 per cent for Japan; and fractionally above 100 per cent for Germany.

2.7
2.7.1

Saving and investing

Background

Saving and investing represents the reciprocal of lending and credit. Whereas the
latter concerns the allocation of elements of future income in order to finance current consumption, the former concerns sacrificing present consumption in order to
provide for some future consumption event or requirement. It is interesting to note
that disagreements exist between various groups of practitioners regarding the
exact definition of these terms. One group, typically those in the life-assurance sector,
regards saving as referring to a process whereby sums of money are contributed to
some form of saving scheme on a regular basis in order to accumulate a large capital sum at a future point in time. This process of accumulation could see the contributions credited to any of the array of asset classes that are available. The asset
classes could include cash-based deposit accounts, such as bank or building society
accounts, or pure equity-based vehicles, such as a mutual-fund saving product. In
other words, it is the process of making a regular contribution that is deemed to be
saving rather than the characteristics of the asset class into which the contributions
are made. This group of practitioners regards investment as the process by which
lump sums, which have already been accumulated, are deployed to achieve one of
two goals: generation of income or further capital growth. Again, the nature of the
underlying asset class is not the issue, as it could be anything from cash to equities.
By contrast, there is another group, typically found in the banking community, that
uses saving not as a verb but rather to describe a certain class of asset – namely, those
that are cash-based. Investment, on the other hand, concerns the accumulation and
deployment of funds into non-cash asset classes such as bonds, equities and property.
Throughout this book, the term ‘savings’ will be used to describe a process associated with the accumulating of a larger fund through regular contributions, while
the term ‘investment’ will be used to describe the process of managing a lump sum
for the purpose of income or further capital growth.
Numerous studies have pointed to the benefits that accrue to individuals from
having recourse to some form of financial assets, however modest. In the USA, PageAdams and Sherraden (1996) reviewed the finding of 25 studies that addressed the
personal and social effects of asset-holding, including: personal well-being, economic
security, civic behaviour and community involvement, women’s status, and the wellbeing of children. The studies that were analysed indicate the positive effects that
assets have on life satisfaction, reduced rates of depression and alcohol misuse. It was
noted that assets appear to be associated with an individual’s sense of self-direction
and being orientated towards the future. In discussing the beneficial impact of the
Central Provident Fund in Singapore, Waite (2001) noted that there is a positive association between assets and higher levels of social status for women in particular.
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Of particular note is the evidence that points to the beneficial effects of asset-holding on children, especially with regard to children from low-income families. The
USA introduced the Assets for Independence Act in 1998, which has served as a catalyst for the majority of states to introduce asset-accumulation programmes. The
Act was an attempt to address poverty by building wealth among the poorer sections of society rather than just by redistributing income.
The notion that the encouragement of personal financial assets, albeit of quite
modest proportions, represents a social policy goal has resonated with governments
across the globe. In Singapore, the government has introduced an analogue to
America’s IDA called the Children’s Development Co-Savings Scheme. Introduced
in April 2001, this new approach to saving comprises two elements: the Baby Bonus
and the Children’s Development Account (CDA), known as ‘tier one’ and ‘tier two’
respectively. Under the provisions of the Baby Bonus scheme, parents receive a cash
payment of $500S for their second child and $1000S for their third. Every year for
the next five years, the parents will receive an additional $500S and $1000S respectively for the second and third children. Thus, there will be payments totalling
$3000S and $6000S for the second and third children of the family respectively. In
commenting on this scheme, Sherraden observes:
In domestic policy, it {Singapore} is probably the most innovative nation on the
planet ... the baby Bonus and CDA policy is a bold and positive step forwards.
Also in Asia, the Taiwanese government introduced the Family Development
Account in June 2000. The FDA is a matched savings scheme aimed at low-income
families, and forms part of the government’s strategy to relieve poverty.
Research in the UK by Brynner and Despotidou (2000) has corroborated evidence
from the USA regarding the impact of financial assets on life outcomes. Their study
has played a role in the decision by the British government of Tony Blair to introduce the Child Trust Fund and saving gateway. The Child Trust Fund is a scheme
whereby children born after September 2002 are eligible to receive a lump sum from
the government – £500 for those from less affluent families, or £250 for those from
more affluent families. The scheme went live with effect from April 2005, and Case
study 2.1 outlines the responses of one provider, Family Investments.
Thus there is a growing realization of the benefits to be gained from encouraging
the saving habit. The remainder of this section provides some perspectives on the
nature of the savings and investment markets and producers.

Case study 2.1 Family Investments and the Child Trust Fund – an
example of private-sector support for public policy
The Child Trust Fund (CTF) represents the UK government’s most radical
initiative to date in the area of asset-based welfare. The principal aim of the CTF is
to provide every child in the country with a nest egg of savings when they reach
adulthood at age 18. All children born on or after 1 September 2002 and whose parents or guardians are in receipt of child benefit are included in the CTF scheme.
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Case study 2.1 Family Investments and the Child Trust Fund – an
example of private-sector support for public policy—cont’d
The mechanics of the CTF are as follows; when a parent registers for child
benefit, he or she also receives a CTF voucher worth £250, an Inland Revenue
booklet explaining the CTF scheme, and a list of companies which are involved
in its provision. The parent then contacts a CTF provider to set up a CTF
account for the child and sends the voucher to the provider, who then claims the
money from the Inland Revenue to invest in the particular CTF account. Once
this has been done, voluntary savings of up to £1200 per annum can be added
to the account by parents, grandparents or indeed anyone involved in the financial welfare of the child. The government automatically sets up CTF accounts
for children whose parents do not do so. The money placed into a CTF account
accumulates free of income and capital gains tax, and may be invested into
various asset classes, including equities, bonds and cash.
A key feature of the scheme is that money deposited in a CTF account is
owned by the child and will be locked in the account until he or she reaches 18.
Only in extreme cases involving the death or terminal illness of the child can the
money be accessed before the age of 18.
According to Family Investments:
As the leading provider of long-term tax exempt savings for children,
Family Investments sees the CTF as an exciting addition to our product
range.
Our analysis of the market is that, as with anything new, it will take time for
the public to get used to the CTF, especially because of its universal nature,
which means that over half the parents involved will be new to long-term
savings in any form, let alone saving specifically for children. On the other
hand, with an official launch date of 6 April 2005 but eligibility backdated to
1 September 2002, some 1.6 million vouchers have been issued in the first
quarter of 2005, giving a massive kick-start to the CTF scheme.
Despite the best endeavours of the Revenue, which has issued a comprehensive brochure explaining the CTF, many parents remain confused by the
choices available to them. Our approach has been to keep our proposition as
simple as possible. This we have done by solely promoting the CTF stakeholder account, which we believe over 18 years carries the best balance of risk
and return on the money invested.
Secondly, we have used our existing expertise in the children’s savings market
to put our proposals to parents at the right time using our established marketing
style involving the Mr Men characters, with which many parents are familiar.
Thirdly, we have partnered with a number of well-known and trusted brands
whose endorsement will provide confidence to people entering the savings
Continued
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Case study 2.1 Family Investments and the Child Trust Fund – an
example of private-sector support for public policy—cont’d
market for the first time. Our present partnerships include Barclays,
Sainsbury’s Bank and the Post Office, and altogether Family’s CTF has
exposure through more than 18 000 high-street outlets, making it easily the
most widely available CTF.
Finally, we have devised a number of ways to encourage voluntary savings
which we believe are simple to understand and use. We see this as a vital part
of the overall scheme because unless as a provider we are able to help more
people to save, the scheme will have limited meaning.
Our long-term aim is to make the Family CTF as recognizable, as available
and as easy to use as, say, Heinz Baked Beans. These are early days, but the
signs are encouraging.
Source: John Reeve, Chief Executive, Family Investments.

2.7.2

Saving

Deposit accounts
The accumulation of a larger sum from small contributions can be accomplished in
a wide variety of ways. The simplest vehicle for savings is some form of cash-based
deposit account, such as those offered by a wide range of providers in countries
across the world – including post offices, banks, building societies, credit unions
and some of the newer entrants, such as retailers like Sainsbury in the UK. It is
worth pointing out that product innovation has somewhat blurred the boundaries
between current and deposit accounts in recent years. Indeed, many high-interest
current accounts offer significantly higher rates of interest to depositors than those
offered by traditional deposit accounts.
The typical deposit account might be considered to be a somewhat passive
approach to saving in that additional contributions tend to be made on a largely
ad hoc basis. Whilst the facility exists for arrangements such as direct debits to be
used to make regular contributions into a deposit account, this is not the norm. Cash
deposits act as a default option for individuals who either do not want a more
disciplined approach to saving or feel ill-equipped to pursue a more sophisticated
approach to saving for the future.

Pensions
Saving cash sums in a deposit account on an ad hoc basis represents the simplest
form of saving, whereas pensions represent arguably the most complex form of
saving. Indeed, a pension is nothing more than a form of saving for a future event. The
event in question is the time at which an individual ceases full-time employment.
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It is normal for there to be some form of incentive from the government to engage
in this form of saving. The rationale is simple: the greater the extent to which
individuals provide for their own retirement needs, the less will be the burden
placed on state finances and the taxpayer.
It is customary to conceptualize pensions as being either personal or occupational. Whereas the former is a scheme which is entered into on behalf of the
individual, typically by that individual, the latter is a group scheme run on behalf
of an employer.
Occupational pension schemes (OPSs) are principally of two types: defined benefit
(also known as final salary) and defined contribution (also known as money purchase). Defined benefit schemes enable employees to accumulate a pension entitlement that is based upon a proportion of their salary in the 12 months leading up to
their date of retirement, hence the term ‘final salary’. In the typical scheme, each
year of pensionable service will entitle employees to a pension equivalent to
one-sixtieth of their final salary. Such a scheme would be termed a ‘sixtieth’ scheme.
Less generous employers may offer an ‘eightieth’ scheme, whereas more generous
firms may offer a ‘fortieth’ scheme. There are usually rules that limit the maximum
number of pensionable years too; in the case of the UK, this is a pension equivalent
to two-thirds of the employees’ final salary. For example, individuals working for a
company with a sixtieth scheme would have to work for the firm for 40 years to be
in receipt of the maximum pension of two-thirds of their final salary.
A crucial feature of the defined benefits scheme is that the risk for meeting future
pension liabilities rests with the employer. The drop in share prices between
2000 and 2003 has resulted in many OPSs experiencing severe funding difficulties.
For this reason, there has been a marked shift away from defined benefit and
towards defined contribution schemes. The latter variant has much in common with
personal pensions in that contributions from the employee and employer are
credited to the employee’s individual pension account. Upon retirement, the
employee will receive a pension which is based upon the value of his or her personal fund as at the date of retirement. Thus, the fund will reflect the value of contributions made and the performance of the assets into which the contributions have
been allocated. Accordingly, the risk is shifted from the employer to the employee.
This benefits the employer by introducing control and certainty, as its pension liabilities are discharged fully on the basis of any contributions that it makes on behalf
of its staff. In a typical OPS employees contribute in the order of 5 per cent of their
wages to the pension scheme, whereas the employer might contribute of the order
of 7.5 per cent – the actual amount varies considerably from employer to employer.
An associated form of further pension saving within OPSs are AVCs – Additional
Voluntary Contributions. These may be linked to the company’s pension scheme
(known as in-house AVCs) or be a stand-alone arrangement contributed to an independent insurance company (so-called Free-Standing AVCs, or FSAVCs). In-house
AVCs usually offer low costs in a limited range of funds, and are relatively inflexible.
The FSAVC usually offers access to a wider range of funds and gives a greater degree
of individual control; however, these benefits come at the cost of higher charges.
Personal pensions operate in a similar way to defined contribution OPS schemes.
Individuals select a pension provider and then make contributions to a fund of their
choice made available by that provider. At the date of retirement the fund so
accumulated is used to purchase an annuity, and this becomes the source of income
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in retirement. Thus individuals will not be certain of the value of their ultimate pension until they reach retirement, as it will be a function of investment performance
and prevailing annuity rates. This is a simplification of the variants to be found in
the field of pensions. No reference has been made to features such as income drawdown and withdrawal of tax-free lump sums. Details vary enormously from country to country, depending upon local tax regimes and prevailing legislation and
rules. However, it does capture the essence of the major forms of this vital form of
saving.

Savings endowments
A savings endowment is a form of regular saving that in the UK is offered by companies authorized to offer life assurance contracts. Indeed, a defining characteristic
of the savings endowment is that lump sum is payable to the beneficiary in the
event of the death of the customer before the targeted maturity date of the contract.
Most countries have an endowment type of product, although often described
under another name. In Germany, in particular, mortgages and life plans are very
heavily based upon endowment-type vehicles.
Sales of this type of savings scheme have fallen dramatically during the past 10
years in the UK. A major reason for this decline has been the sharp reduction in commission-paid direct sales forces, for which this type of product played a core role. At
the same time, there was a growing view that the high front-end loaded charging
structure made the product poor value for money. This charging structure meant
that initial payments into the scheme were used to cover the costs of providing the
scheme – including commissions to salespeople. As a consequence, it was common
for the break-even point between contributions made and value of fund not to be
reached until the policy was at least 7 years old. Prior to this point, savers would
have done better had the money simply been saved in a deposit account, although
they would have benefited from the lump-sum death payment in the event that they
died before the break-even point was reached. Indeed, the product has experienced
high rates of early surrender, which usually results in customers receiving less back
than they paid in because of the high up-front costs – much of which arose from the
commissions that were paid to salespeople.
A variant on the savings endowment is the mortgage endowment, a product which
has been widely sold in the UK. This has a structure which is virtually identical to
the savings endowment. However, as the name implies, this form of saving performs the dual roles of building up a fund, the value of which is intended to be
equivalent to the mortgage sum provided by the mortgage lender, and acting as a
means of repaying the mortgage in full should the customer die prior to the contractual maturity date of the loan. In common with the savings endowment, sales of
mortgage endowments have fallen dramatically during the past 10 years. The
rationale of this reduction in sales relates to high charges (again to pay for commission) and a sharp worsening in investment returns, as shown in Case study 2.2.

Collective savings variants
Individuals can save on a regular or periodic basis by making contributions to some
form of a collective savings scheme. Examples of this include:
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The performance of mortgage endowments in

Mortgage endowments are designed to build a fund, typically over a 25-year
term, that will match the debt at maturity and thereby ensure the mortgage is
fully discharged. For the duration of the term the borrower typically merely
pays interest on the loan outstanding to the lender of the mortgage funds. The
achievement of the target fund value is based upon assumptions regarding
contributions from the customer, fund performance, and associated charges. As
might be imagined, fund performance represents the major imponderable. In
the UK, the FSA lays down standards for projected future fund growth. For life
products, such as savings and mortgage endowments, provider companies may
use annual investment growth rates in the range of 5–8 per cent. However,
between January 2000 and January 2005 the FTSE 100 (the index of the leading
100 UK companies ranked by market capitalization) fell by approximately
29 per cent. Set against this fall, a mortgage endowment may well have been
assumed to achieve fund growth of the order of 35 per cent during the same
5-year period. This leaves a performance gap of some 64 per cent. The effect of
this performance gap has been to reduce projected maturity values to an extent
that many savers are likely to experience a shortfall in fund value and have
insufficient funds to repay their mortgage debt. Many thousands of consumers
have been notified by their endowment providers that they face the probability
of a deficit in fund value at maturity. The shortfall can be made up by increasing the amount saved into the endowment policy, or by the customer finding an
alternative source of funds at maturity.
There have been many cases of mortgage endowments having been sold to
people in inappropriate circumstances. This had led to what has been termed
the ‘endowment mis-selling scandal’. The consumers’ organization Which? has
been especially vocal on this matter, and has set up a website that consumers
can use to register their concerns and seek guidance regarding how to investigate claims for compensation. Well over half a million hits have been registered
by the website, an indication of the extent of consumer concern.
Mortgage endowments performed well in the past, especially when they
attracted tax concessions, resulting in customers experiencing windfalls when
funds actually performed better than their assumed growth rates. However,
they are now considered too much of a risk for the typical consumer who is
risk-averse and is unwilling to engage in what might be considered a gamble.

●
●
●

unit trusts (mutual funds)
investment trusts
open-ended investment schemes (OEICS).

In a number of countries there may be preferential tax allowances that governments provide in order to incentivize the savings habit. In the UK, the ISA
(Individual Savings Account) is just such an arrangement.
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These types of savings schemes are largely based upon contributions being made
into stock that is traded on the world’s stock markets. As such, savers make their
contributions on the basis that share prices can fall as well as rise, and thus the
schemes carry a degree of risk. For this reason they are not generally suitable for
savers who are either highly risk averse or are saving on a fairly short-term
timescale. By contributing on a regular monthly basis, savers can mitigate fluctuations in share prices. When share prices fall, a given contribution level buys more
units in a fund then when share prices rise. This process is called pound-costaveraging.

2.7.3

Investing

The present authors consider ‘investing’ to more properly refer to the process of
how to deploy a lump sum for the purposes of capital growth or income generation.
By convention, the typical investment vehicles and their underlying assets are specified in Table 2.6.
No discussion of investment would be complete without reference to investment
in property. In many countries, residential property equity represents a substantial
proportion of domestic assets. In short, residential property equity represents the
most significant form of personal financial assets in the UK. This has been a key
driver of contemporary saving behaviour, as the evidence shows that individuals
are choosing to invest in property in preference to other forms of investment and
saving such as pensions and the stock market.

Table 2.6 Investment vehicles and asset classes
Investment vehicle

Underlying asset classes

Deposit account
Direct share holding

Cash deposits that pay interest
Shares from which income is derived in the form of the dividend
and rising share values provide for capital growth
A collective investment medium whereby risk is spread through
the investment of the lump sum in the shares of a range of stock
markets and companies; Assets may also comprise property and cash
Another form of collective investment whereby the bundle of assets
are used to create a closed company
Typically a form of packaged investment comprising equities,
usually presented as income bonds or equity growth bonds
This is a loan that the bond holder makes to the bond issuer;
interest is paid periodically at a given rate, known as the coupon;
the principal is repaid at a specified time
This is a loans made to the government (and sometimes to municipalities)
like corporate bonds, interest and principal are paid/repaid according
to agreed rates and time
An open-ended non-interest-bearing loan to the government where
cash prizes are paid in lieu of interest.

Unit trust/mutual fund

Investment trust
Insurance bond
Corporate bond

Government bond

Premium bond

The financial services marketplace: structures, products and participants

43

Table 2.7 International life insurance market 1998
Premium (US$m)
North America
Latin America
Europe
Asia
Africa
Oceania
Total

2.8

World market share

Premium per capita US$

368032
10693
402348
439020
21668
22396

29.1
0.9
31.8
34.7
1.7
1.8

1224
21
361
24
27
842

1264156

100

145

Life insurance

The term life insurance is somewhat ambiguous in that it is often used to denote the
range of product groups that are supplied by the life insurance industry. As such, it
comprises life and health protection and savings products, pensions and collective
investment schemes. Table 2.7 shows the international life insurance market (1998)
from data supplied by Swiss Reinsurance to the American Council of Life Insurers.
Table 2.7 shows graphically how the global insurance market is dominated by the
continents of North America, Asia and Europe. Within those continents, a few countries are of particular significance. According to data supplied by SIGMA, Swiss Re
(UK), the top five markets by premium income in 2003 were the USA, Japan, the UK,
France and Germany (see Table 2.8).
It is customary for the life insurance market to be segmented according to
whether products are provided on an individual or a group basis. Quite simply, the
former related to policies priced, provided and paid for at the individual consumer
level. The latter refers to pooled arrangements – typically schemes that are provided
to an employer and which provide a given level of cover to all members of staff,
such as a death-in-service benefit of, say, three-and-a-half times salary.
The major categories of protection products are as follows:
1. Life insurance
● whole of life
● level term
● decreasing term

Table 2.8 Leading life insurance markets
Country
USA
Japan
UK
France
Germany

$USbn
480919
381842
154842
105436
76738
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2. Health insurance
● critical illness
● sickness and disability (in the UK this is usually referred to as permanent
health insurance, or PHI)
● private medical health insurance (this is usually treated as a form of general
insurance)
● long-term care.

2.8.1

Life insurance

As the name indicates, a whole-of-life policy provides for the payment of an agreed
sum-assured upon death on an open-ended basis. On the other hand, a term life
policy provides for the payment of a given sum-assured upon the death of the lifeassured within a specified number of years – for example, within a 10-year period
in the case of a 10-year term policy. Compared with whole-of-life, term insurance is
normally considerably cheaper, and thus provides relatively high levels of cover for
comparatively low premiums.
A variant of term insurance is decreasing term insurance. This provides for a
sum-assured to be paid upon death that gradually reduces as the term progresses.
Most commonly, it is used as a form of mortgage protection where the customer
is gradually paying off the debt through what is called a capital repayment mortgage.

2.8.2

Health insurance

Critical illness insurance was first devised in South Africa in the 1970s, and pays out
an agreed sum-assured upon the diagnosis of a life-endangering illness such as
cancer or coronary heart disease. It can be bought as a stand-alone policy or as an
added feature to, say, a term insurance policy, as a means of guarding against a
range of risks.
Permanent health insurance (PHI) is a form of policy that provides for the replacement of lost income should the policyholder be unable to work as a result of an
acute illness or chronic disability. This is particularly important for individuals who
are self-employed or do not enjoy generous sickness benefits from their employers.
In recent years it has been suggested that the policy has been abused by people who
use it as a means of facilitating early retirement.
Private health insurance provides the policyholder with cover in respect of medical
costs. The insurer either reimburses the policyholder for costs incurred, or makes
direct payment to the medical services provider up to an agreed limit. The nature
and extent of private health insurance is closely linked to the state-provided health
services of any given country. For example, the scope of private health insurance in
the UK is comparatively limited, given the role played by the National Health
Service (NHS). In the USA, on the other hand, there is an enormous private medical
health insurance sector whereby more than half of all healthcare funding is
provided by the private insurance sector, compared with just 15 per cent in the UK.
France sits somewhere between the two, with about 28 per cent of healthcare being
funded by the private insurance sector.
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Long-term care insurance is a form of insurance that pays toward the costs
associated with long-term nursing care for the elderly. As with private medical
insurance, the extent of demand for this type of insurance is heavily dependent
upon the scope and extent of provision made by individual countries’ welfare
systems. Even within the UK, long-term care costs are state financed in Scotland and
Wales but not in England.

2.8.3

Annuities

An annuity is the means by which a lump sum, typically a maturing pension fund,
is converted into regular income. Once entered into, it pays a regular monthly
income until death. This is an open-ended arrangement which involves the pooling
of thousands of customers’ funds to arrive at a given level of income. Therefore, consumers (annuitants) bear the risk of losing the bulk of their pension fund if they die
soon after retiring as their surplus fund then remains part of the general pool. As
might be imagined, this is becoming an increasingly contentious matter as people
choose to avoid taking such a risk with their long-term savings.
The level of annuity payable is determined by actuarial calculations, and is a function of variables such as the age at which the annuity commences, gender and health
status. Additionally, there are variations such as whether the annuity is level, escalating or indexed.

2.9

General insurance

In simple terms, whereas life insurance provides benefits in the event of human
death or illness during a prolonged contract period (possibly for the whole of an
individual’s life), general insurance provides for the payment of benefits in respect
of risks to tangible and intangible non-human assets. The typical range of general
insurance risks is as follows:
●
●
●
●
●
●
●
●

motor vehicles
property
personal possessions
liability
financial loss
creditor
marine, aviation and transport
accident and health.

General insurance is normally based upon annual contracts, whereby the premium is paid in respect of a 12-month period of cover. Thus the cover expires at the
end of 12 months, and in order to maintain cover the customer must then either
renew the policy for the next 12-month period or seek cover from another supplier.
General insurance tends to be more price-led than life insurance, and is a fiercely
competitive marketplace. In the UK it remains a highly diverse sector; there were
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some 613 companies authorized to transact general insurance in 2004. In Australia,
with a population less than one-third of that of the UK, there were some 112 general
insurers as at June 2005, according to the Australian regulator APRA.
Motor vehicle insurance has become fiercely competitive, and the introduction of
the telephone and Internet as means of transacting business has served to heighten
the intensity of competition in this price-driven market.
Box 2.2 outlines one form of insurance that is less well known but is of considerable importance – namely reinsurance. This is relevant to all forms of insurance,
both life and general.

Box 2.2

Reinsurance – what is it and how does it work?

Introduction
In simple terms, reinsurance is insurance for the insurance providers. The
obvious question is, why should an insurer, whose business is to underwrite
risk, wish to insure some of the risks that it has accepted?
When it is pricing the risks that it insures, the insurer will rely on historic
claims data and trends in the claims data to derive its best estimate of the future
claims experience. It will rely on its underwriters to ensure that the premiums
charged for insurance are in line with the risks presented. However, even if the
pricing and underwriting processes are properly carried out, this will not guarantee that a portfolio of insurance business will be profitable.
By its very nature, insurance business is unpredictable, and random variations from the pricing basis in either the number of claims or the average claim
size (or both) can have a very significant effect on the profitability of the portfolio. Reinsurance can protect an insurer’s portfolio from these sources of variability, and hence provide a more stable claims experience.
How does reinsurance work?
A portfolio of insurance business is made up of many policies covering
broadly similar risks (in terms of the events covered). If the insured event
occurs, the insurer is liable to make a payment to the policyholder and reinsurance does not affect this liability. Reinsurance works by reimbursing part of
each claim to the insurer under a reinsurance arrangement (often referred to as
a reinsurance treaty). The agreement will specify:
●
●
●
●

the group of policies to which the treaty applies
the rights and obligations of each party under the treaty
what proportion of each claim is payable by the reinsurer
how the reinsurance premium is calculated.

Where a treaty is in place and a policy falls within the group of policies covered
by the treaty, then the insurer must reinsure the business and the reinsurer is
obliged to accept the business.
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Reinsurance – what is it and how does it work?—cont’d

What types of treaty are there?
Treaties are either proportional or non-proportional.
Under a proportional treaty, any claim is shared in the same proportions
between insurer and reinsurer. This is often referred to as quota share reinsurance.
This will damp down (but not eliminate) the effect of the claims frequency
being higher than expected, or the average claim amount being higher than
expected.
There are three situations where quota share reinsurance is common:
1. Where the insurer is expanding into a new business line and has little or no
practical experience of the line. The reinsurer often has knowledge, pricing
data and expertise, and can provide technical help to the insurer as well as
helping to limit the insurer’s risk exposure.
2. Where the insurer wishes to write greater volumes of business to reduce
claims volatility and to increase the portfolio of business across which
it spreads its fixed costs. However, it may have capital constraints (in the
form of solvency requirements imposed by the regulator). By reinsuring
part of the risk, the insurer is able to reduce the capital it needs to hold to
cover the same volumes of business and hence can write higher volumes of
business.
3. Where the reinsurer has a lower cost of capital. This may be because it has
surplus capital and is willing to accept a lower return than the insurer, or
because it has a regulatory advantage in terms of the amount of capital it needs
to hold to cover the same amount of risk as an insurer. The latter often happens, as reinsurers have much larger risk pools than the insurers and hence
lower claims volatility. Regulators therefore require reinsurers to hold lower
margins against an adverse claims experience than their insurer counterparts.
If the insurer’s claims frequency is as predicted, the claims experience can still
be poor if the average claim amount is higher than expected. This can arise
either because all claims are higher than expected by roughly the same amount,
or because there is a disproportionate number of large claims. Non-proportional
reinsurance provides effective protection against the effect of a disproportionate number of large claims.
Under a non-proportional treaty, the reinsurer reimburses the amount of any
claim in excess of a limit defined in the treaty. This limit is known as the
insurer’s retention, and is usually the same for all policies covered under the
treaty. As such the proportion of the total claim that is covered by the reinsurer
will vary from claim to claim, and hence the name ‘non-proportional’. Non-proportional treaties are often referred to as surplus or excess-of-loss treaties.
There is often a limit on the amount that the reinsurer will reimburse. Once
this limit is reached the insurer may meet the rest of the claim, or there may be
additional layers of reinsurance with other reinsurers.
Continued
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Box 2.2

Reinsurance – what is it and how does it work?—cont’d

A different type of non-proportional treaty can protect the insurer from the
effect of catastrophes. A catastrophe is defined as a single event giving rise to a
large number of claims (for example, 9/11 in 2001, the European floods in 2002,
Hurricane Katrina in 2005). Under a catastrophe excess-of-loss treaty, the reinsurer will reimburse the insurer once claims arising from a catastrophe reach a
certain level (the retention level). Again, there is usually a limit on the amount
that the reinsurer will reimburse. Once this limit is reached the insurer may
meet the rest of the claims, or there may be additional layers of reinsurance with
other reinsurers.
The reinsurance market
The global reinsurance market writes in excess of £100 billion in premiums.
This covers both life and non-life reinsurance business. The top five global
players are Munich Re, Swiss Re, Lloyd’s, Hannover Re and Allianz Re. In the
UK, the top five non-life reinsurers are Munich Re, Swiss Re, Faraday,
Transatlantic and XL Re.
The top five life insurers are Munich Re, Swiss Re, GE Insurance Solutions,
XL Re and Revios. The purchase of GE Insurance solutions by Swiss Re,
effective in 2006, brings Hannover Re into the top five.
Source: Will Adler, Head of Marketing, Munich Reinsurance.

2.10

Summary and conclusions

This chapter has outlined the diverse range of organizations involved in the
provision of financial services and provided an introduction to different types of
products that these organizations offer. As such, it provides the background against
which the marketing of financial services takes place. Financial services are
provided by many different organizations, and traditionally, specific organizations
such as banks specialized in the provision of specific services (i.e. banking services).
Increasingly, across the world, these institutional boundaries have begun to
break down, and while organizations continue to be defined by their type (bank,
insurance company) they increasingly offer a much broader range of financial
services.
The products described as ‘financial services’ are many and varied, and while this
chapter has only provided a brief introduction to how these products work, it
should be apparent that they are designed to meet a range of very different financial needs and that many are highly complex. It is perhaps unsurprising, then, that
many actual and prospective customers find such products difficult to understand.
As will be explained further in Chapter 3, the complexity of the product creates
important marketing challenges.
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Review questions
1. What is meant by the term gateway product, and to what extent do you believe
that the current account performs such a role in your marketplace?
2. In what ways has the business-customer sector benefited from new forms of competitor in the fields of banking and insurance?
3. How has technological innovation impacted upon product supply and services
delivery in your country?
4. What incentives does your government give to encourage its citizens to save for
their future?
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3
Introduction to financial
services marketing

Learning objectives
By the end of this chapter you will be able to:
● identify how and why services in general and financial services in particular
are different from goods
● understand the implications of these differences for marketing practice
● understand the way in which services can be classified and the position of
different types of financial services within this classification.

3.1

Introduction

Marketing is an approach to business which focuses on improving business performance by satisfying customer needs. As such, it is naturally externally focused.
However, marketing cannot just focus on consumers; good marketers must also be
aware of and understand the activities of their competitors. To deliver what the
customer wants and do so more effectively than the competition also requires an
understanding of what the organization itself is good at; the resources and capabilities it possesses and the way in which they can be deployed to satisfy customers.
While, in very general terms, marketing processes and activities (such as environmental analysis, strategy and planning, advertising, branding, product development, channel management, etc.) are relevant to all organizations, we should still
note that services in general and financial services in particular are rather different
from many other physical goods. As a consequence, the focus of attention in the
marketing process will be different, as will the implementation of marketing activities. The kind of advertising that works for Coca Cola is probably not right for
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Aetna, and the selling strategy used for Ford cars would not work for a Citibank
Unit Trust.
The purpose of this chapter is to outline how both services and financial services
differ from physical goods, and to explore the implications of these differences for
the process of marketing. The chapter begins by defining financial services; it then
examines, from a marketing perspective, the differences between goods and services.
Building on this discussion, the next section explains the distinctive characteristics
of financial services and their marketing implications. As part of the discussion, a
number of generic principles are identified which can be used to guide financial
services marketing. The chapter concludes with an examination of service typologies, and considers their relevance to financial services.

3.2

Defining financial services

As discussed in Chapter 2, financial services are concerned with individuals, organizations and their finances – that is to say, they are services which are directed
specifically at people’s intangible assets (i.e. their money/wealth). The term is often
used broadly to cover a whole range of banking services, insurance (both life and
general), stock trading, asset management, credit cards, foreign exchange, trade
finance, venture capital and so on.
These different services are designed to meet a range of different needs, and take
many different forms. They usually require a formal (contractual) relationship
between provider and consumers, and they typically require a degree of customization (quite limited in the case of a basic bank account, but quite extensive in the case
of venture capital).
The marketing issues that arise with such a variety of products are considerable:
●
●

●

Some financial services may be very short term (e.g. buying and selling stocks),
while others are very long term (mortgages, pensions)
Products vary in terms of complexity; a basic savings account for a personal consumer may appear to be a relatively simple product, whereas the structuring of
finance for a leveraged buy-out may be highly complex
Customers will vary in terms of both their needs and their levels of
understanding – corporate customers may have considerable expertise and
knowledge in relation to the types of financial services they wish to
purchase, while many personal customers may find even the simplest products
confusing.

With so much variety and so many different types of financial service, it may
appear to be difficult to make general statements about marketing financial services.
Indeed, not all marketing challenges are relevant to all types of financial services,
and not all solutions will work in every situation. The art of marketing is to be able
to understand the challenges that financial services present and to identify creative
and sensible approaches which fit to the circumstances of a particular organization,
a particular service and a particular customer.
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The differences between goods and services

Financial services are, first and foremost, services, and thus are different from physical goods. Like many things, services are often easy to identify but difficult to
define. In one of the earliest marketing discussion of services, Rathmell (1966)
makes a simple and rather memorable distinction between goods and services. He
suggests that we should recognize that ‘a good’ is a noun while ‘service’ is a verb –
goods are things while services are acts.
However, perhaps the easiest definition to remember is that proposed by
Gummesson (1987):
Services are something that can be bought and sold but which you cannot drop
on your foot.
Fundamentally, services are processes or experiences – you cannot own a bank
account, a holiday or a trip to the theatre in the same way as you can own a car,
a computer or a bag of groceries (see, for example, Bateson, 1977; Shostack, 1982;
Parasuraman et al., 1985; Bowen and Schneider, 1977). Of course, we can all talk
about services in a possessive sense (my bank account, my holiday, or my theatre
ticket), but we do not actually possess the services concerned; the bank account
represents our right to have various financial transactions undertaken on our behalf
by the account provider, while the holiday ticket gives us the right to experience
some mixture of transportation, accommodation and leisure activities. Thus, despite
these apparent signs of ownership, financial services themselves are not possessions
in any conventional sense (according to some writers, this absence of ownership
rights with respect to a service is one of the key factors which distinguishes physical goods from services). The bank account details and the holiday ticket are, in
effect, merely ‘certificates of entitlement’ to a particular experience or process.
It is equally possible to argue that most physical goods are simply there to
provide a service, and that the entertainment provided by a TV or the cleansing
provided by washing powder is as much of a process as is using a bank account or
going to the theatre. This argument in itself is something that few would disagree
with. However, it does not automatically discount the case for treating goods and
services as being distinct. Although we can recognize the service element in many
(if not all) physical goods, the ownership distinction remains and the process or
experience element is much greater in the case of services.
It is the fact that services are predominantly experiences that leads to their most
commonly identified characteristic – services are intangible. That is to say, they lack
physical form and cannot be seen or touched or displayed in advance of purchase.
As a consequence, customers only become aware of the true nature of the service
once they have made a decision to purchase. Indeed, the service does not exist until
a customer wishes to consume a service experience, and this is the next characteristic of services – inseparability. Services are produced and consumed simultaneously,
and often (but not always) in the presence of the consumer. One particular consequence of this characteristic is that services are perishable – they cannot be inventoried. The fact that customers’ service needs are different and that service
consumption involves interaction between customers and producers also tends to
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lead to a much greater potential for variability in quality (heterogeneity) than is the
case with physical goods.
This approach to categorizing the distinctive characteristics of services is sometimes referred to by the acronym IHIP (Intangibility, Heterogeneity, Inseparability,
Perishability). Although widely used in services marketing, it has attracted criticism
in recent years. For example, Lovelock and Gummesson (2004) argue that the
framework has serious weaknesses. Intangibility, they argue, is ambiguous. Many
services involve significant tangible elements and significant tangible outcomes.
Heterogeneity (variability) is seen to be less effective at distinguishing goods from
services because variability persists in many physical goods and is being reduced in
many services as a consequence of greater standardization in systems and
processes. Inseparability, though important, is not thought to be able to differentiate
goods from services, as an increasing number of services can be produced remotely
and thus are in fact separable. Similarly, it is argued that some services are not perishable and some goods are. Thus, Lovelock and Gummesson suggest that the IHIP
simply does not adequately distinguish between goods and services. They argue
instead for a focus on ownership (or lack of it) and the idea that services involve
different forms of rental (rental of physical goods, of place and space, of expertise,
of facilities or of networks). Vargo and Lusch (2004) are similarly critical, and also
highlight the inability of IHIP to distinguish between goods and services.
While recognizing that the IHIP framework is open to criticism, it is probably the
dominant paradigm in services marketing and, provided that it is used sensibly,
it remains a useful framework for understanding the differences between goods and
services. Each of the IHIP characteristics will be explored in greater detail in the
following sections in relation to financial services, but at this point it is important
to emphasize that it could be misleading simply to view services and physical
goods as complete opposites. While seeking to maintain a distinction between the
two types of product, many services marketers recognize the existence of a goods–
services continuum with highly intangible services (such as financial advice, education or consultancy services) at one extreme and highly tangible goods (such as
coffee, sports shoes or kitchen utensils) at the other extreme. Then, towards the
centre of this continuum there are many goods which are similar to services (such
as cars) and many services which are similar to goods (such as fast food). Grönroos
(1978), however, is rather critical of this notion because it has the potential to distract
from the idea that fundamental differences do exist between goods and services.
He suggests maintaining a much sharper distinction to enable academics and
practitioners to recognize the need for rather different marketing approaches. As
Box 3.1 shows, this idea has been recognized for almost as long as we have acknowledged the existence of services marketing.

3.4 The distinctive characteristics of
financial services
The discussion above briefly outlined some of the areas in which services are different
from physical goods and introduced some of the basic features of financial services.
This section explores the characteristics of services in more depth and considers
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G Lynn Shostack - ‘Breaking free from product marketing’

Lynn Shostack’s paper in the Journal of Marketing in 1977 is one of the formative
articles in the development of services marketing. Shostack starts by noting the
problems experienced by practising marketers who have switched from product to services marketing. Academic marketing appeared to have no readily
available frameworks which could guide marketing practice in these environments. Shostack’s response is to emphasize the importance of intangibility, not
just as a modifier but as a fundamental characteristic of services – she notes that
no amount of physical evidence (however provided) can make something as
fundamentally intangible as entertainment or advice into something tangible.
A service is an experience rather than a possession.
Of course, physical goods do provide a service, but the distinction between
the two is illustrated with the example of cars and airlines. Both provide a
transport service, but the former is fundamentally tangible but with an intangible dimension, while the latter is intangible but with tangible dimensions. The
car provides transport but is also something that the customer can own; the airline also provides transport but without any ownership element.
Thus, Shostack argues that we should view goods and services as existing on
a continuum from intangible dominant to tangible dominant. She supports this
framework with a molecular model of products which comprises a core or
nucleus and several external layers. The nucleus represents the core benefits
provided to the consumer, while the layers deal with the way in which the
product is made available to the consumer – including price, distribution and
market positioning via marketing communications. The nucleus for air travel is
predominantly intangible, while that for the car is predominantly tangible.
Finally, Shostack considers the marketing implications of her analysis. She
suggests that the abstract nature of services requires the marketing processes to
emphasize concrete, non-abstract images or representations of the service to
provide consumers with a tangible representation of the service which will
make sense to them. By contrast, because consumers can see, picture and feel
physical goods, such tangible images are far less important and marketing programmes can therefore concentrate much more on abstract ideas and images to
attract consumers’ attention.
Source: Shostack, G. L. (1977). Breaking free from product marketing.
Journal of Marketing, 47, 73–80

specifically their implications in the context of financial services. In what follows,
intangibility is considered as the dominant service characteristic; intangibility then
leads to inseparability and this in turns results in perishability and variability
(heterogeneity). Finally, three further characteristics are introduced which relate
specifically to financial services – fiduciary responsibility, duration of consumption
and contingent consumption – and their marketing implications are discussed.
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3.4.1

Intangibility

Since services are processes or experiences, intangibility is generally cited as the key
feature that distinguishes services from goods. In practice, this means that services
are impalpable – they lack a substantive physical form and so cannot be seen,
touched, displayed, felt or tried in advance of purchase. A customer may purchase
a particular service, such as a savings account, but typically has nothing physical to
display as a result of the purchase. In some cases, services may also be characterized
by what Bateson (1977) and others have described as ‘mental intangibility’ – i.e. they
are complex and difficult to understand.
From the customer perspective, these characteristics have important implications.
Physical intangibility (impalpability) and mental intangibility (complexity) mean
that services are characterized by a predominance of experience and credence qualities, phrases used to describe attributes which can either only be evaluated once
they have been experienced or even when experienced cannot be evaluated.
Physical goods, by contrast, are characterized by a predominance of search qualities,
which are attributes that can be evaluated in advance of purchase. Thus, the potential
purchaser of a car may take a test drive, the buyer of a TV can examine the quality
of the picture, and a clothes shopper can check fit and style before buying.
In comparison, the service offered by a financial adviser can only really be evaluated
once the advice has been experienced, leaving customers with the problem that they do
not really know what they’re going to get when they make the purchase decision. Even
more difficult from the consumers’ perspective is not being able to evaluate the quality
of the service. The technical complexity of many services may hinder consumer evaluation of what has been received; a lack of specialist knowledge means that many consumers cannot evaluate the quality of the financial advice they have received, and only
the most fanatical investment enthusiast would really be able to determine whether a
fund manager has made the best investment decisions in a particular market.
Of course, it is possible to argue that, ultimately, a consumer can evaluate
financial advisers or investment managers based on the performance of a portfolio
or a particular product. However, inadequacies in either service may take time to
come to light, and even when a particular outcome occurs – for example, the value
of a portfolio of assets falls – how certain can the consumer be that this failure was
due to poor advice or to unforseeable market problems? In contrast, with relatively
complex products such as a PDA or a TV there are visible manifestations of the quality of the product (information stored and retrieved by the PDA, pictures displayed
on the TV screen), giving the consumer something tangible to evaluate and potentially a clearer idea of the relationship between cause and effect – a poor-quality
picture is most likely to represent a problem with the performance of the TV set.
Overall, the predominance of experience and credence qualities means that financial
services consumers are much less sure of what they are likely to receive and, consequently, rather more likely to experience a significant degree of perceived risk when
making a purchase decision. Thus, financial services marketing must pay particular
attention to ways in which the buying process can be facilitated. The following issues
may be particularly important:
1. Providing physical evidence or some physical representation of the product.
Physical evidence per se may take the form of items directly associated with
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a service (e.g. the policy documentation that accompanies an insurance policy) or
the environment in which the service is delivered (e.g. the rather grand premises
in prime locations occupied by banks). An alternative or even a complement to
actual physical evidence is to create a tangible image such as ‘Citibank – where
money lives’, or to offer physical gifts to prospective consumers.
2. Placing particular emphasis on the benefits of the service – customers do not want
a mortgage as such, but they do want to own a house; they do not want a savings
account, but they do want to be able to pay for their child’s education. Thus, for
example, the Malaysian bank, Maybank, promotes its Platinum Visa card with an
illustration of a Korean vase bought using the card. Similarly, in Hong Kong,
HSBC promotes its PowerVantage banking service as ‘Helping you build better
returns on your life ... on your money ... on your time ... on your opportunities’.
3. Reducing perceived risk and making consumers feel less uncertain about the outcome of their purchase, perhaps by encouraging other customers to act as advocates for the service, by seeking appropriate endorsements or even by offering
service guarantees. For example, the State Bank of India Mutual Fund reassures
prospective customers by drawing attention to its links with the State Bank of
India – ‘India’s premier and largest bank’. In the US, US Bank promotes itself with
the slogan ‘Other Banks Promise Great Service, US Bank Guarantees It’.
4. Building trust and confidence to reassure consumers that what they receive
will be of the appropriate quality. Many financial services organizations make
particular efforts to emphasize their longevity – the fact that they have been in
business for, in some cases, hundreds of years serves as a mechanism for signalling their reliability and trustworthiness. In the US, Bank of America’s private
banking arm emphasizes its longevity as a means of building confidence –
‘For more than 150 years, The Private Bank has been the advisor of choice for the affluent’. Others, such as HSBC and Axa Insurance, emphasize their worldwide
coverage and the size of the organization in order to reassure customers that their
money and business will be safe and secure.

3.4.2

Inseparability

The nature of services as a process or experience means that services are inseparable –
they are produced and consumed simultaneously. As Zeithaml and Bitner (2003: 20)
put it:
Whereas most goods are produced first, then sold and consumed, most services
are sold first and then produced and consumed simultaneously.
A service can only be provided if there is a customer willing to purchase and
experience it. Thus, for example, financial advice per se can only be provided once
a specific request has been made; until that request is made, the advice does not
exist – there is only the potential for that advice embodied in the mind of the adviser.
The provision of a service will typically also require the involvement of the
consumer to a greater degree than would be the case with physical goods. As few
services are totally standardized, the minimum input from the consumer would be
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information on needs and wants. For example, an investment adviser would, as
a minimum, need to know an individual’s attitude to risk, and whether that individual wants to invest for capital growth or income, before advice could be given.
In many instances, the input from the customer will need to be more extensive.
Because the customer actively engages and interacts with the provider, services are
often described as interactive processes. While this interaction has traditionally been
face-to-face, developments in telephone and information technology mean that an
increasing amount of customer provider interaction is taking place remotely.
As a consequence of the interactive nature of services, the way in which the service is performed may be as significant to customers as the actual service itself.
A financial services provider’s staff may be of particular importance in this process.
As the group with whom the customer has greatest involvement, the staff can and
do play a decisive role in customer evaluations of the service experience.
From a marketing perspective, then, inseparability presents some interesting
challenges. Given the interactive and inseparable nature of service provision, the
following issues will be of particular significance:
1. Ensuring that the processes of service delivery are clearly specified and customer
orientated – in effect, the service should be designed to suit the customer rather
than to suit the organization. For example, many banks might find it preferable to
have product specialists – i.e. staff who focus attention only on specific products –
but a customer with multiple services from a particular company will much prefer
to deal with a single individual. Westpac Banking Corporation in New Zealand
stresses to its business customers that it offers ‘One number for all your banking
needs’. United Overseas Bank of Malaysia promotes its ‘Privilege’ banking service,
emphasizing that ‘you need to only deal with one person’.
2. Ensuring that all staff involved in service provision appreciate the importance of
a customer-orientated approach and are empowered to be responsive and flexible
in customer interactions. Pacific Crest Savings Bank in the US reassures its
customers that ‘Premier customer service is delivered by a staff empowered to make
decisions. The Pacific Crest service guarantees ensure that customers receive the high
level of service they are promised.’
3. Identifying methods of facilitating customer involvement in a way which will
enhance the quality of the service provided. This may be as simple as making
clear exactly what information is required from the customer, or may extend to
outlining and explaining the responsibilities of the customer. Most financial
services providers have terms of use which outline customer responsibilities,
although often these are presented in the style of legal documents, which may
limit the extent to which customers really understand their responsibilities.

3.4.3

Perishability

The fact that services are produced and consumed simultaneously also means that
they are perishable. Services can only be produced when consumers wish to buy
them, and when there is little or no demand the service producers cannot ‘manufacture’ surplus services for sale when demand is high. Thus services are perishable
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and cannot be inventoried. If an investment adviser’s time is not taken up on one
particular day, it cannot be saved to provide extra capacity the next day. If the
counter staff in a bank have a quiet period with no customers, they cannot ‘save’
that time to use when queues build up.
This characteristic of perishability presents marketing with the task of managing
demand and supply in order to make best use of available capacity. Issues that
require particular consideration include:
1. Assessing whether there are identifiable peaks and troughs in consumer demand
for a particular financial service. Bank branches, for example, may be particularly
busy during lunch breaks, while tax advisers may experience a peak in the
demand for their services as the end of a tax year approaches.
2. Offering mechanisms for reducing demand at peak times and increasing it at off
peak times. Tax advisers, for example, might consider offering discounted fees for
customers who use their services well in advance of tax deadlines.
3. Assessing whether there is the opportunity to adjust capacity such that variability
in demand can be accommodated (either through changing work patterns or some
degree of mechanization). Many banks employ part-time staff to boost capacity
during periods of heavy customer demand, and ATMs provide many standard
banking services quickly as an alternative to queuing for face-to-face service.

3.4.4

Heterogeneity

The inseparability of production and consumption leads to a fourth distinctive characteristic of services: variability or heterogeneity.
Service variability can be interpreted in two ways. The first interpretation is that
services are not standardized – different customers will want and will experience a different service. This source of variability essentially arises from the fact that customers
are different and have different needs. To varying degrees, services will be tailored to
those needs, whether in very simple terms (such as the amount a consumer chooses to
invest in a savings plan) or in very complex ways (such as the advice provided by
accountants, consultants and bankers to a firm undertaking a major acquisition).
The second interpretation of variability is that the service experienced may vary
from customer to customer (even given essentially similar needs), or may vary from
time to time for a particular customer. In effect, this type of variability arises not
because of changing customer needs; it is primarily a consequence of the nature of
an interaction between customer and service provider, but may be influenced by
events outside the control of the service provider.
The first source of variability is easily understandable as a response to differences
in customer needs. The obvious implications for marketing are as follows:
1. Service processes need to be flexible enough to adapt to different needs, and
the more varied are customer needs and the higher customer expectations, the
greater the need for flexibility. Thus, for example, business banking for small and
medium-sized enterprises will need to accommodate the needs of the longestablished small, local shop and of the fast-growing biotechnology company which
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primarily sells in international markets. Equally, brokers may need to be able to adapt
their service to the person who buys and sells stock infrequently on a small scale and
the enthusiast who tracks the market and trades frequently and/or in volume.
2. It is becoming increasingly important that staff are empowered to respond to different needs and situations, so that processes can be adapted as and when
necessary. Typically, this implies decentralizing service systems and delegating
authority such that non-contentious modifications to a service can be dealt with by
customer-contact staff. Thus, for example, a bank may delegate a range of lending
powers to account managers such that every requested change in the normal terms
of a loan to a small business does not always require head office approval.
The second form of variability provides more problems as it represents fluctuations in the level of quality that the consumer receives, rather than variations in the
type of service. Essentially, this form of heterogeneity arises as a consequence of
inseparability and the importance of personal interaction, but may also be influenced by external events. Customers are different and so are service providers;
customer contact staff are people rather than machines, and will experience the
same range of moods and emotions as everyone else. Differences arise between individuals (from one employee to another) and within individuals (from one day to
another). The service provided by an account manager who is feeling happy, relaxed
and positive at the start of a new week will almost certainly be better than that provided by the same account manager at the end of a long day, suffering from
a headache and feeling undervalued.
From the consumer side, quality variability within and between service experiences
may also arise if customers are not able to articulate their needs clearly. The greater
the willingness of customers to supply appropriate information about their needs
and circumstances, the more likely it is that they will receive the quality service they
expect. Customers who are able to explain clearly their risk preferences, the purpose
of their investment and the characteristics of the rest of their portfolio are likely to
get better advice than customers who simply request advice on an investment that
will give a ‘decent return’.
In addition to the impact of personal factors on quality, it is important also to recognize that there are many factors which are outside the control of a service
provider but which may have a significant effect on the overall service experience
and the quality of the service product. The performance of an investment fund, for
example, may be influenced by broad macro-economic forces which fund managers
cannot change. The major fall in stock markets during the early 2000s had a significant negative impact on the performance of many personal pensions and equitybased investment products, but was outside the immediate control of the
institutions which supplied these products (although many UK-based financial
services providers were criticized following these events for having raised customer
expectations by assuming continued rapid growth in stock markets).
Thus, both personal interactions and uncontrollable external factors can result is
consumers feeling that they have experienced considerable variability in the service
and in some case, an unsatisfactory experience. To address this aspect of variability,
service marketers may need to pay particular attention to the following issues:
1. Motivating and rewarding staff for the provision of good service and encouraging
consistency in approach. Internal marketing campaigns to emphasize the
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importance of good customer service may be one aspect of this – equally important
may be the way in which staff are treated and rewarded. A reward mechanism
based simply on the number of calls taken by a customer service agent for a telephone banking service may create an incentive for the service agent to close calls as
quickly as possible (to maximize throughput) rather than properly addressing the
customer’s needs (which would take longer and mean a lower call throughput).
2. Identifying ways of trying to persuade customers to articulate their needs as
clearly as possible, whether by identifying scripts for use by the service provider
or through marketing communications which specifically ask customers to share
information. The growth in on-line provision of services and on-line quotations
has helped this process by structuring and clarifying the types of information that
customers need to provide – at least for some of the more straightforward financial services such as insurance quotations and standard loans.
3. If a service is relatively simple from the consumer perspective, considering mechanization to limit quality variability. ATMs and self-service banking over the
Internet are one example of this process of mechanization. Automated telephone
banking is another.
4. Considering carefully how a service is presented to customers; being explicit
about the factors which can affect the performance of a product. Most equitybased products do highlight to customers that the value of investments can go
down as well as up, but often such warnings are presented in small print and it
is debatable whether customers read or understand these warnings. It is common
to see companies relying on past performance figures as a way of signalling the
quality of their product, despite the fact that these are largely unreliable as indicators of future performance. Furthermore, research has suggested that the way
in which such past performance information is presented may have a significant
impact on risk perceptions and consumer choice (Diacon, 2006).

3.4.5

Fiduciary responsibility

Fiduciary responsibility refers to the implicit responsibility which financial services
providers have in relation to the management of funds and the financial advice they
supply to their customers. Although any business has a responsibility to its consumers in terms of the quality, reliability and safety of the products it supplies, this
responsibility is perhaps much greater in the case of a financial service provider.
There are probably two explanations for this.
First, many consumers find financial services difficult to comprehend.
Understanding financial services requires a degree of numeracy, conceptual thinking and interest. Many consumers are either unable or unwilling to try to understand financial services. For example, a recent study undertaken on behalf of the
FSA in the UK (Atkinson et al., 2006) reported that, in total, 20 per cent of respondents did not understand the relationship between inflation and interest rates, with
the lack of understanding being much greater among younger and lower-income
consumers. Some customers rely on a professional – whether a bank, an investment
company, an insurer or a financial adviser – to provide them with appropriate financial services; others rely upon the advice they receive from members of their reference group, such as family members, friends and work colleagues.
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Secondly, the ‘raw materials’ used to produce many financial products are
consumers’ funds; thus, in producing and selling a loan product, the bank has a
responsibility to the person taking out a loan but at the same time also has a responsibility to the individuals whose deposits have made that loan possible. Similarly,
insurance is based on pooling risk across policyholders. When taking risks (selling
insurance) and paying against claims, an insurer has a responsibility to both the
individual concerned and to all other policyholders.
Thus, rather than just having to consider responsibility to the purchaser, many
financial services organizations must also be aware of their responsibility to their
suppliers – indeed, it is conceivable that the needs of suppliers may take precedence
over the demands of a customer. For example, because of its responsibilities to its
existing car-insurance customers, an insurer may feel that it cannot respond to
a demand from a customer considered to be high risk. Similarly, a bank may decide
not to offer credit to a borrower if it is concerned that the granting of a loan simply
allows that borrower to build up an even greater volume of debt. Indeed, a failure
fully to appreciate this responsibility has led to heavy criticism of credit card companies in the UK for providing credit cards to individuals who have little prospect
of repaying their debt.
From a marketing perspective, this presents the rather unusual problem of
customers wishing to purchase a particular product (e.g. a loan, insurance, credit
card, etc.) and the organization turning them away and refusing to supply that
product because they are considered too risky.
To recognize the issue of fiduciary responsibility, it is important to consider the
following issues:
1. The process of segmentation, targeting and positioning should be assessed to ensure
that products are not targeted at customers who are unlikely to be eligible. Careful
market targeting can help prospective customers to judge whether the product is
appropriate for them. If market segmentation is clear, this can be a relatively straightforward process – for example, the motor insurer ‘Sheilas’ Wheels’ makes it very
clear that it is an insurance company targeting female drivers (see Figure 3.1). If segmentation is more complex, then targeting the right group can be more challenging.
2. Staff involved in selling financial services to customers must be clearly aware of their
responsibilities not to sell products that are inappropriate to the customer’s needs.
Probably one of the most damaging experiences for the financial services sector in
the UK was the extensive mis-selling of personal pensions to people who could not
afford them or did not need them. When the scandal came to light, it cost the industry billions of pounds in compensation and probably more in loss of reputation.

3.4.6

Contingent consumption

It is in the nature of many financial services products that money spent on them
does not yield a direct consumption benefit. In some cases it may create consumption
opportunities in the future; in other cases it may never result in tangible
consumption for the individual who made the purchase. Saving money from
current income reduces present consumption by the same amount, and for many
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Figure 3.1 Car insurer ‘Sheilas’ Wheels’ makes the nature of its target market very clear.

people present consumption is far more enjoyable than saving. For some individuals,
the level of contributions required to build up a reasonable pension fund at retirement requires just too much foregone pleasurable consumption to provide the
necessary motivation.
In the case of general insurance, most customers would not wish to consume
many aspects of the service – they would hope never to have to make a claim against
a given policy. Similarly, in the case of life insurance, consumers will never be the
recipient of the financial benefits of the contract, given that their payment will only
occur upon their death. Of course, in both cases consumers buy more than just the
ability to make a claim against the insured event; they buy peace of mind and
protection. However, these latter two benefits are particularly intangible, and
consumers may still be left questioning the benefits that they receive compared to
the prices they pay.
Such contingent consumption presents major challenges to marketing executives
as they seek to market an intangible product that reduces current consumption of
consumer goods and services for benefits that may never be experienced. To address
the issue of contingent consumption, the following may be helpful:
1. The benefits associated with the product must be clearly communicated and in as
tangible a form as possible. Marketing strategies for long-term savings plans
(including pensions) might seek to demonstrate the significant benefits and pleasure associated with future consumption while also demonstrating that losses in
current consumption are minimal. Similarly, insurance providers seek to convince

64

Financial Services Marketing

policyholders that they receive the benefit of peace-of-mind from having been
prudent enough to safeguard the financial well-being of their dependents or their
assets.
2. Issues relating to product design which might increase the attractiveness of products designed for the longer term should be considered. For example, some flexibility in payments, the ability temporarily to suspend payments or even the
ability to make short-term withdrawals may help to reduce consumers’ concerns
about their ability to save on a regular basis.

3.4.7

Duration of consumption

The majority of financial services are (or have the potential to be) long term, either
because they entail a continuing relationship with a customer (current accounts,
mortgages, credit cards) or because there is a time lag before the benefits are
realized (long-term savings and investments). In almost all cases this relationship is
contractual, which provides the organization with information about customers and
can create the opportunity to build bonds with them that will discourage switching
between providers. The long-term relationship between customer and provider creates considerable potential for cross-selling, reinforced by the amount of information that providers have about their customers. However, for such a relationship to
be beneficial and for cross-selling opportunities to work, the organization has to
work at the relationship – simply ignoring customers for several years and then
expecting them to make further purchases is unlikely to be effective.
From a marketing perspective, this suggests that the following areas will require
particular attention:
1. Manage relationships carefully. If the product is long term, then regular contact
between organization and customer can help to maintain a positive relationship.
If the product is one that is continuous (e.g. a mortgage), regular communication
is probably an integral feature of the product but should still be managed carefully to ensure that forms of customer contact are appropriate. In both cases there
may be opportunities for cross-selling, but bombarding customers with lots of
different products may be far less effective than carefully targeting a smaller
number of offers.
2. Be prepared to reward loyalty, where appropriate. Valued customers that the
organization wishes to retain should be treated as such.
3. Respect customer privacy and ensure that data that are collected relating to
customers are managed appropriately.

3.5

The marketing challenge

In the discussion above, we have identified a range of marketing challenges
which confront services marketers. Perhaps one of the most commonly recurring
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themes in this discussion has been the importance of people and the ways in which
the service delivery process is managed. In contrast with a discussion of physical
goods, we have placed much less emphasis on the conventional forms of marketing
which involve communications (in their broadest sense) from the organization to
the customer. That is not to imply that the more traditional forms of marketing are
not relevant; they most certainly are, but there are other dimensions of marketing
that are equally important to services marketing. These are neatly summed up by
Philip Kotler in his services marketing triangle, shown in Figure 3.2 (Kotler, 1994).
Service marketing requires external marketing (from the organization to the customer) to present the nature and attributes of the service offer. It also requires internal marketing to ensure that staff have the motivation and information to deliver the
service offered. Of course, interactive marketing between customer and employee
also takes place during every service interaction; in many respects, any service
organization employees who come into contact with a customer will find themselves in a marketing role. The intrinsic quality of the core service is important,
but so is the way in which a service is delivered, and the nature of the service interaction may have a significant impact on the customer’s evaluation of the overall
experience.

3.6

Classifying services

From the discussion so far, it should be clear that there are a number of important
differences between physical goods and services. However, as was emphasized
earlier, these differences appear to exist not so much as absolute differences but

Customers

Interactive
marketing

Staff

Figure 3.2 Services marketing triangle.

Conventional
marketing

Internal marketing

Company
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rather as points on a continuum. Even in that part of the continuum which we
would classify as services, there is considerable variety among different types of
services. In so far as we have argued that many marketing activities are contextspecific, it would be misleading not to discuss some aspects of these variations.
After all, services with different sets of characteristics will present different types of
marketing problems.
Recognizing this issue has encouraged many service marketers to search for systematic approaches to classification in order to provide further guidance on the conduct of marketing. Indeed, this process dates back to the early days of services
marketing. The resulting classification schemes are many and varied, and make distinctions such as:
●
●
●
●
●

professional services versus other services
individual customers versus organizational customers
people-based versus equipment-based services
high or low customer-contact services
public sector or private sector/profit v. non-profit.

Probably one of the most comprehensive attempts to categorize and classify services
was provided by Lovelock (1983). He produced five different classification schemes:
1. The nature of the service act (whether it involves tangible or intangible actions)
and the recipient of the service (people versus things)
2. The nature of the relationship with the service provider (formal or informal) and
whether the service is delivered continuously or on discrete basis
3. The degree of standardization or customization in the core service and the extent
to which staff exercise personal judgement in service delivery
4. The capacity to meet demand (with/without difficulty) and the degree to which
demand fluctuates
5. The number of outlets and the nature of the interaction between customer and
service provider.
The difficulty with Lovelock’s initial framework is that it results in five different
systems for classification, and it may not always be clear which is the best to use
for any given situation. More recently, Lovelock and Yip (1996) produced a much
simpler classification in which they distinguished between the following:
1. People processing services, which are services that are directed towards people
(e.g. healthcare, fitness, transport) and typically require the consumer to be physically present in order for the service to be consumed.
2. Possession processing services, which are services (such as equipment repair and
maintenance, warehousing, dry cleaning) that focus attention on adding value to
people’s possessions. These require the service provider to be able to access those
possessions, but there is often rather less reliance on the consumers’ physical
presence for the full service to be delivered.
3. Information processing services, which are services that are concerned with
creating value through gathering, managing and transmitting information.
Obvious examples include the media industry, telecommunications, consulting and
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most financial services. Although inseparability may be important in some applications (e.g. consultancy, financial services), there is much greater potential for remote
delivery because there is a reduced dependence on physical interactions.
Financial services are essentially directed towards individuals’ assets, and so in
that sense they may be partly possession processing services; some financial services
may also be directed to people (tax advice, financial advice). Most financial services
have the potential to be considered as information-based in the sense that they can
effectively be represented as information and delivered remotely. For example, an
individual can withdraw money from a bank account in Germany using an ATM in
Australia because information can be conveyed to the Australian bank that there are
sufficient funds available to allow the cash withdrawal to be made via the
Australian bank’s system, which is then credited with the appropriate sum by the
German bank. As we shall see in Chapter 6, the idea that many financial services are
essentially information processing services can have important implications for the
ways in which services businesses internationalize.

3.7

Summary and conclusions

Any product, whether it is a physical good, a service or some combination of the two,
exists to provide some mix of functional and psychological benefits to consumers.
Through providing benefits to consumers and delivering long-term satisfaction,
such products should enable organizations to achieve their stated goals. In that
sense, services and physical goods have much in common. They also display some
very important differences, and those differences have significant marketing implications. Services are processes, deeds or acts – they are not something that the consumer
possesses, rather they are something that the consumer experiences. In essence,
services are intangible – they lack any physical form. As a consequence they are also
inseparable, being produced and consumed simultaneously, with the customer
involved in the production or delivery of the service. Inseparability in turn leads to
perishability and quality variability.
As a consequence of these characteristics, services marketing must pay particular
attention to tangibilizing the services and reducing consumer perceived risk.
Furthermore, the process of service delivery also attracts marketing attention
because the involvement of the consumer in the process suggests that the nature of
delivery may have a significant impact on consumer evaluation of the service.
Finally, within that process the ‘people’ element may be of considerable significance,
because it is typically the service provider’s staff with whom the customer interacts.
The rather different elements of marketing in a service business are neatly summed
up by Philip Kotler, who stresses a need for not only external marketing but also
internal marketing and interactive marketing.
Inevitably, not all services are the same, and the degrees of intangibility, inseparability, perishability and heterogeneity will vary considerably. In fact, most service
marketers would probably recognize goods and services as existing along a continuum
rather than as polar extremes. Many attempts have been made to classify services
according to the characteristics they possess and their marketing implications.
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While such schemes are necessarily crude, they do provide useful insights into both
current marketing challenges and areas for new service development.

Review questions
1. Choose a financial services provider and look at examples of how it markets its
services. How does this provider seek to address the issues of intangibility, inseparability, perishability and heterogeneity?
2. What are the differences between external marketing, internal marketing and
interactive marketing?
3. Look at the way in which three insurance companies market life insurance products. How effective are these insurers in conveying the benefits of risk reduction
and peace of mind?
4. Look at the way in which three pension providers market personal pensions.
How effectively do these marketing campaigns deal with the fact that pensions
are long-term products characterized by considerable potential uncertainty?

4
Analysing the marketing
environment

Learning objectives
By the end of this chapter you will be able to:
● understand the key elements of the marketing environment and evaluate
their impact on financial services providers
● analyse key elements in the macro, market and internal environments
● understand the process of SWOT analysis and its role in making sense of
information about the marketing environment.

4.1

Introduction

In Chapter 3, marketing was described as being concerned with satisfying customer
needs, trying to do so more effectively than the competition, and making appropriate
use of the organization’s own resources and capabilities in this process. Accordingly,
one of the first stages in any marketing process is to understand the environment in
which an organization operates. Indeed, the concept of being ‘market orientated’,
originally championed by Kohli and Jaworski (1990) and Narver and Slater (1990),
has at its heart the ideas of gathering, sharing and responding to information relating
to both customers and competitors. Like many other organizations, providers of
financial services operate in a rapidly changing environment. Globalization and
developments in information and communications technology (ICT) combined with
changes in customer needs and government policies create increasing degrees of
complexity and uncertainty. Marketing forces organizations to look outside and to
develop an awareness and understanding of the environment in which they operate.
An organization that understands and responds to its operating environment
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should be able to deliver superior performance through its ability to satisfy customers
more effectively than the competition and to anticipate changes and developments
in its key markets. However, an analysis of the external environment must be
accompanied by a good understanding of the internal environment to enable an
organization to deploy its resources and capabilities most effectively in meeting the
challenges posed by the changing marketplace.
Historically, the financial services sector had always been thought of as very
stable. Heavily regulated, the marketplace did change, but slowly and predictably;
competition was limited and the types of financial services required by, and offered
to, customers were relatively simple. In such an environment marketing was
largely a tactical activity, concerned with determining how best to advertise and
sell the existing set of services. Indeed, in many cases financial services organizations had Advertising and Sales Departments rather than Marketing Departments.
As the pace of change accelerated and uncertainty increased, the marketing function had to take a more active role in understanding the changing environment and
identifying implications for the products and services offered by its particular
organization.
This chapter will introduce the key elements of environmental analysis that are
relevant to financial services providers. The term ‘marketing environment’ is used
to describe the range of external and internal factors that affect the way in which an
organization interacts with its markets. As such it is very broad, and any analysis of
the environment will generate a large volume of information. Thus, effective environmental analysis must be able to distinguish the more important factors from the
less important ones. That is to say, analysing the environment involves first of all
identifying and understanding what is happening, and then assessing which developments are most important to the organization concerned.
The chapter will begin by defining the elements that comprise the marketing
environment. Subsequent sections will review the process of analysing the external
environment (both at a macro- and a market level) and then explore the analysis of
the internal environment, focusing particularly on resources and capabilities.
Finally, the nature of SWOT analysis will be explained as a method for summarizing information about the marketing environment and identifying options for
future strategy. By its very nature, the process of analysing the environment and
attempting to anticipate how a market will develop in the future is not a one-off but,
rather, a continuous process. The nature of the operating environment and the ways
in which it changes is one of the main sources of uncertainty confronting marketing
planners. Environmental analysis cannot remove this uncertainty, but it can help to
reduce it.

4.2

The marketing environment

There are several components in the overall marketing environment. At the simplest
level, we can distinguish between the internal environment (conditions within the
organization) and the external environment (conditions outside the organization).
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The external environment can then be divided into the macro-environment and the
market environment. The macro-environment is concerned with broad general trends
in the economy and society that can affect all organizations, whatever their line of
business. The market environment describes those factors that are specific to the
particular market in which the organization operates. The external environment
may create opportunities for the organization to exploit, or may pose threats to
current or planned activities. An outline of the key elements of the marketing environment is presented in Figure 4.1.
Marketing as a strategic activity is concerned with managing the relationship
between the organization and its environment. This may mean adjusting and
adapting the organization’s marketing activities to respond to external changes in the
environment. It may also mean trying to change the environment to make it better
suited to what the organization wishes to do. That is to say, the environment should
not be viewed simply as a constraint; rather, it should be viewed as something which
can, if necessary, be influenced and changed by an organization. Lobbying for
changes to the regulatory framework is one very obvious example of an attempt to
change the external environment. Equally, mergers and acquisitions serve as a
means of altering patterns of competition and changing the resources and capabilities available to a particular organization. Some forms of marketing communications
may be employed to influence customer needs and expectations, while branding
decisions and distribution strategies can sometimes be used to build barriers
to market entry by potential competitors. The extent to which aspects of the
environment can be managed varies. Typically, macro-environmental factors are
seen as being least controllable, while market environmental factors are most
controllable.

The macro-environment

The market
environment

The organization
(internal environment)

Figure 4.1 The marketing environment.
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4.3

The macro-environment

The macro-environment is concerned with broad general trends within the
economy and society. The macro-environment is typically of much greater relevance
when considering the development of broad strategies, while the market environment is much more important when considering the development of specific
business/product strategies. Traditionally, the analysis of the macro-environment
was referred to as PEST or STEP analysis, where:
●
●

PEST = Political, Economic, Social, Technological
STEP = Social, Technological, Economic, Political.
More recently, these acronyms have been extended to include, for example:

●
●
●

STEEP = Social, Technological, Economic, Environmental, Political
SLEPT = Social, Legal, Economic, Political, Technological
PESTLE = Political, Economic, Social, Technological, Legal, Environmental.

These different acronyms simply serve as an easy way of remembering which
factors to cover. What is most important is that any analysis of the macroenvironment is comprehensive and includes all the factors likely to affect an
organization. The following discussion is structured around the PEST framework, for simplicity. This framework is shown in Figure 4.2 and discussed in
more detail below.

Political

Economic

The organization

Social/cultural

Figure 4.2 The macro-environment.
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The political environment

The term ‘political environment’ is used to cover a range of issues, including party
politics, the political character of the government itself, and also the legal and regulatory system. The financial services sector is, perhaps, one of the more politically
sensitive sectors of any economy because of its role in the economic development
and economic well-being of a country (explained in Chapter 1). The risks, complexities and importance associated with financial services also mean that it is one of the
most heavily regulated sectors of an economy.
The political character of a government, and the potential for change, can have
important implications for business both nationally and internationally. Some political parties may be more favourable to the business community than others, and this
attitude is often reflected in legislation and regulation. The importance of government macro-economic policies is mentioned later, but there is a wide range of
government activities that affect the financial sector, including sector-specific policy
formulation, legislation, decisions on government spending, and partial privatization. For example, the policy of privatizing a range of previously state-owned industries in the UK during the 1980s is widely credited with having changed public
attitudes to share ownership and created demand for small-scale share-dealing
services.
Two aspects of the political environment, defined in its broadest sense, are of
particular relevance to financial services – namely, industry regulation and
consumer protection. Regulation generally refers to a set of rules and legal requirements that guide the operation of the industry and the conduct of firms within the
industry. As such, it is specific to financial services. Financial regulation is typically
concerned with licensing providers, guiding the conduct of business, enforcing
relevant laws, protecting customers, and preventing fraud and misconduct.
Consumer protection refers to a regulatory system which focuses specifically on the
rights and interests of consumers in their interactions with businesses and other
entities. Typically, consumer protection legislation applies across all sectors of the
economy and, consequently, there will be some overlap between industry-specific
regulation and economy-wide consumer protection systems.
Some aspects of financial services regulation were discussed in Chapter 1. In the UK,
for example, the Financial Services Authority is the highest single financial services
regulator with responsibility for building market confidence and public awareness,
providing consumer protection and reducing financial crime across the sector.
Its rule books and directives provide detailed guidance on all aspects of the conduct
of business, and including product design and marketing. It is responsible for the
regulation of deposit-taking, mortgage lending, insurance, investments and financial
advice. However, Britain is also a member of the European Union, and financial
services providers must also be aware of, and understand, the regulations relating
to the single European market in financial services.
In contrast, in the US the responsibility for regulation is effectively split between
the Securities and Exchange Commission (SEC), which regulates all aspects of the
securities industry, and both the Federal Reserve System (FRS) and the Federal
Deposit Insurance Commission (FDIC), which regulate most of the banking sector.
(The term ‘security’ is usually used to refer to any readily transferable investment
and includes company stocks and shares, corporate bonds, government (sovereign)
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bonds, mutual funds and a range of other financial instruments. Typically, such
products are represented by some form of certificate.) The SEC has as its mission ‘to
protect investors, maintain fair, orderly, and efficient markets, and facilitate capital
formation’ (SEC, undated). It places particular emphasis on informed decisionmaking, and requires all public companies to disclosure any meaningful information
so that that all investors have access to the same pool of knowledge on which to base
purchase decisions. The Federal Reserve is the central bank of the US and has, as one
of its responsibilities, the supervision and regulation of the banking and financial
system. It has particular responsibility for domestic banks that choose to become
members of the Federal Reserve, and for foreign banks. The FDIC is the primary
regulator of banks that are chartered by individual states but which choose not to
be members of the Federal Reserve. Its primary function is to promote public
confidence in the financial system of the USA, and one of its best-known policy
instruments is deposit insurance (to a maximum of ($100 000). A similar split
arrangement operates in Australia, where the Australian Prudential Regulation
Authority (APRA) is responsible for the supervision of banks, insurers, credit
unions, building societies, friendly societies and superannuation funds. The APRA
seeks to establish and enforce appropriate standards to create an efficient, stable and
competitive financial system and, as with the FSA, relies on an approach which is
essentially self-regulation – i.e. senior management in regulated institutions
is responsible for compliance with APRA requirements. The Australian Securities
and Investments Commission (ASIC) is responsible for regulating financial markets,
securities, futures and corporations in order to protect customers, investors and
creditors.
Regulations relating to consumer protection cover a wide range of topics,
including (but not necessarily limited to), information provision (particularly advertising), product liability, privacy rights, unfair business practices, fraud, misrepresentation, and other forms of interaction between businesses and consumers.
Regulations for consumer protection vary considerably across countries. In the UK,
national priorities regarding consumer protection are set by the Office of Fair
Trading (OFT) and enforced locally by Trading Standards offices throughout the
country. The OFT is also responsible for regulating one major area of financial services
that is not covered by the FSA – namely consumer credit. All businesses offering
credit or lending to customers have to be licensed by the OFT and are required to
make certain specified types of information available to consumers to aid
with decision-making and to clarify their roles and responsibilities. Similar systems
operate in many other countries. For example, in the US, the Federal Trade commission and the US Department of Justice have responsibility for enforcing federal
legislation, and there are parallel organizations at state level. In Australia, the
Trade Practices Act 1974 and related consumer protection legislation is enforced by
the Australian Competition and Consumer Commission (ACCC), and its work
is supplemented by equivalent state level agencies. In Singapore, the Consumer
Protection (Fair Trading) Act of 2004 is a major component of the consumer
protection regime. Its aim was to create a much fairer trading environment by
identifying a series of unfair trading practices where consumers would have
recourse to the law.
With growing economic integration, the analysis of the political environment
must also consider the role of supra-national organizations such as ASEAN
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(the Association of South East Asian Nations), APEC (the Asia Pacific Economic
Community), NAFTA (the North American Free Trade Area) and the EU (European
Union). As Case study 6.2 in Chapter 6 outlines, the EU has been active in trying to
create a single market for financial services in Europe with a view to increasing
competition in enhancing consumer choice. Similarly, the moves by ASEAN and the
General Agreement on Trade in Service (GATS) to liberalize the financial sectors of
South East Asian economies is often cited as one of the factors that contributed to
the need for much greater consolidation in the domestic banking and insurance sectors.
Specifically in the banking sector, the Basel Committee on Banking Supervision,
which comprises central bankers from thirteen countries, has developed international standards for measuring the adequacy of a bank’s capital with a view to
creating greater consistency in the management of risk across banking systems.
The resulting standards, enshrined in the Basel II Accord, can have important implications for lending decisions.
Of course, when thinking about the political and legal environment we should
also recognize other more general provisions that might affect the operation of
financial services organizations, including health and safety legislation and employment legislation. Not all aspects of work-related legislation and regulation will
directly affect marketing, but good environmental analysis will at least allow awareness of their existence and their potential impact.

4.3.2

The economic environment

The economic environment covers all aspects of economic behaviour at an aggregate level, and includes consideration of factors such as growth in income, interest
rates, inflation, unemployment, investment and exchange rates. Government
economic policy (both actual and intended) is typically a central component of the
macro-environment because of its impact on economic performance. The nature of
consumer demand for financial services will inevitably be affected by economic
performance; higher levels of economic growth will result in higher levels of
demand for existing financial services, as well as creating demand for new ones. The
growth in equity investments by private consumers and the increased demand for
mutual funds is one aspect of this change in patterns of demand. In addition to the
level of income and rate of growth, the proportion of income that is saved is likely
to be another key consideration. For example, the US is currently reporting a
national savings rate of less than 14 per cent, with household savings at less than
1 per cent of income. In contrast, national savings rates are estimated at around
20 per cent in Europe, 25 per cent in Japan and close to 50 per cent in China
(www.businessweek.com/magazine, accessed 27 February 2006). As well as affecting overall economic performance, the savings rate provides an indicator of the
potential size of the market for savings and investment products.
Equally important macro-economic influences will be interest rates and inflation.
High real interest rates (based on the difference between inflation and nominal
interest rates) may encourage savings; low real interest rates will tend to encourage
borrowing. Equally, the current low interest rate and low inflation environment in
the UK and the US constrains the extent to which cost increases can be passed on to
consumers in the form of higher prices.
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Often it is not sufficient to consider individual economic variables by themselves,
as the interaction between variables can be important. It would be easy to assume
that a fall in interest rates will increase demand for mortgages, but if those low interest rates are accompanied by either rising unemployment or falling average incomes
then the expected change in demand may not materialize. Conversely, just because
aggregate income rises we cannot assume that aggregate savings will also rise,
because the savings decision will also be affected by other factors – including
prevailing interest rates and taxation.

4.3.3

The social environment

The social environment is extremely broad and covers all relevant aspects of a society,
including demographics, culture, values, attitudes, lifestyles, etc. The following
discussion will highlight those aspects that may be of particular significance in relation to the financial services sector.

Demographics
The demographic environment encompasses all factors relating to the size, structure
and distribution of the population. The potential market for any product is affected
not only by the number of individuals within the population but also by the age
structure and regional distribution of that population. Although world population
is growing, the pace of change in many Western economies is slow, and in some
cases virtually zero. Population changes depend on both birth and death rates, and
while death rates have been falling worldwide, the fall in birth rates in many
economies has largely counteracted this effect. For example, the birth rate (number
of births per 1000 people) in the UK was estimated at 7.80 for 2005; for Hong Kong
SAR the figure was 7.26 and for the United States, 14.14 (CIA World Fact Book,
accessed on-line at www.cia.gov/cia/publications, March 2006). Countries with low
birth rates typically have ageing populations – a feature that may have important
implications for pension products, health insurance and long-term care insurance.
In contrast, other countries are experiencing rapid growth in population, largely as
a consequence of high birth rates and falling death rates. For example, Oman has a
birth rate of 36.73, Pakistan has a birth rate of 30.42 and Paraguay has a birth rate of
29.43. Even allowing for falling death rates, such countries will have a very young
population and potentially a very different profile of demand for financial services.
There are several other aspects of population structure that might be relevant
to financial services. The regional distribution of the population, and particularly
the balance between urban and rural areas, may be important – particularly so in
relation to retail banking and the distribution of branches. Household structure is
also relevant; in many Western economies such as the UK there has been a tendency
towards a declining household size and an increase in the number of singleperson households as individuals leave home but delay marriage. This trend will
have implications for mortgage products and life insurance products – single
mortgage-holders may feel less need for life insurance cover if they have no
dependants to worry about. Of course, the decline of the extended family in many
parts of the world also creates greater demand for products that provide financial
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support in retirement, including pensions, care insurance and equity release
products.

Culture
Understanding consumer needs is central to any marketing activity, and those needs
will often be heavily influenced by cultural factors. Culture is a complex idea, and
is difficult to define. As a general rule, it can be thought of as a term that defines
‘how we do things here’ – it relates to how people behave, what they believe, what
they value, their customs and traditions, and what is considered acceptable and
unacceptable. Any type of marketing must recognize the significance of culture, and
financial services are no exception. In principle, the biggest challenge that culture
presents is in relation to international markets, where an ability to understand the
prevailing culture and adjust and adapt to it are essential. However, an understanding of culture and cultural changes is also relevant in domestic markets. The nature
of marketing communications, the use of colour and particular symbols can all
touch on cultural sensitivities. Some countries may have a relatively homogeneous
culture, while others can be very diverse. In the US, for example, marketers must be
sensitive to the different heritage and cultures of the Hispanic, African and white
communities. In the UK there is also considerable diversity, with significant proportions of the population being of south Asian or Caribbean heritage. Different
cultural backgrounds may be reflected in different response to marketing communications, different decision-making processes and different product preferences.
One of the strongest elements of culture is religion, and this provides a very clear
example of the way in which culture can affect marketing. Paying or receiving interest (riba) is against the teaching of Islam, and is thus haram (unlawful). Islam forbids
all forms of economic activity that are morally or socially injurious. Riba is harmful
because it is seen as wealth generated purely by the ownership of money rather than
by genuine economic activity. The prohibition of interest in Islamic law (Shari’ah)
presents a major challenge for traditional banks, whose business revolves around
interest margins, but equally presents a major opportunity for the growing number
of specialist Islamic banks. Further detail about Islamic financial services is provided in Chapter 10.

Other social influences
A range of other issues relating to social structures and social values may also be
important for financial services providers, including changing patterns of work,
changing social structures and changing values. These factors may affect the ways
in which people may wish to access financial services – for example, people who are
working longer hours may place greater importance on being able to access their
bank accounts through ATMs, telephone banking and Internet banking. Social influences may also affect the types of financial services demanded. Thus, for example,
with an increasing value being placed on education, prospective parents may seek
financial services that allow them to save for their children’s education. With more
people travelling internationally, demand for internationally recognized debit and
credit cards will continue to increase. Where consumers are concerned about
environmental or ethical issues, there may be a demand for financial services that
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are provided in a way that is consistent with these values. This trend has been
touched on in reference to the earlier discussion on Islamic finance, but its impact
may be broader still if consumers seek to invest in stocks or mutual funds which
have a ‘green’ (environmentally friendly) dimension.

4.3.4

The technological environment

Technology essentially refers to our level of knowledge about ‘how things are done’.
That is to say, understanding this aspect of the marketing environment is much more
than simply being familiar with the latest hi-tech innovations. Technology affects not
only the type of products available, but also the ways in which people organize their
lives and the ways in which goods and services can be marketed. In the financial
services sector, the single most important aspect of technology has been ICT – information and communications technology. ICT has had a dramatic impact on the
delivery of financial services, the types of financial services that can be offered and
the ways in which those services are marketed.
Financial services may now be delivered via ATMs, by telephone and via the
Internet (by either PC or Wap phone). ATMs were first introduced in the US in the
1970s, and at that stage their main function was to dispense cash. As technology
developed and consumer acceptance of ATMs increased, machines were developed
with a much wider range of functions which allow individuals to undertake an extensive range of banking activities. Customers of many banks, including ABN-AMRO,
Standard Chartered and HSBC, can undertake most standard banking transactions
24 hours per day, including withdrawal, deposit, balance updates, balance transfers,
and bill payment and passbook updates. The ICICI Bank in India is one of a growing number of banks with an even wider range of services offered via their ATMs,
including top-ups to pre-paid mobile phones, charity donations, calling cards,
mutual fund transactions and even donations for blessings at selected temples. The
development of ATMs has certainly provided much greater flexibility for consumers
in terms of their access to bank services; it has also served as an additional marketing tool, as banks use the ATM transaction to promote other services.
The telephone has a long history of use in the purchase and management of financial services, supporting interpersonal interactions and paper-based transactions
(for example, customers telephoning to obtain an insurance quotation). Phone banking
was probably the next major initiative in service delivery, with the first systems
appearing in the mid-1980s. Most financial services providers now offer or are
developing phone banking systems using a mixture of automated voice recognition
outside of reasonable working hours, and personal contact during reasonable working hours. In the UK, First Direct was launched in 1989 as the country’s first purely
phone bank, and rapidly became one of its most successful. In another innovation,
First Direct launched text-messaging banking and is currently the UK’s largest
provider of this service.
A growing number of financial services are now available on-line. The development of the worldwide web provided a major impetus for the development of
computer-based banking. Until this point in time, and with a few notable exceptions, computer-based banking was largely restricted to corporate markets. In the
mid-1990s the early adopters launched their Internet-banking services in the
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US, Europe, Japan, Australia and New Zealand. Regions such as South East Asia,
South Asia, the Middle East and South America rapidly followed. Yet, for retail
customers, Internet banking has not replaced the traditional branch – it has become
essentially an alternative, complementary channel of distribution, and the number
of purely Internet banks remains limited. The Internet has also proved effective for
dealing in a range of other financial services, including simple insurance, loans,
mortgages, share trading and mutual fund trading. However, research on customer
attitudes does tend to suggest that more retail customers feel comfortable when
using the Internet for relatively simple products and many are much less comfortable with the idea of using it for more complex products (Black et al., 2001).
Clearly, these technology-enabled distribution channels offer many benefits to
certain customer segments. They also offer significant cost benefits to organizations,
with the cost of Internet-based transactions being estimated at 10 per cent of the cost
of phone transactions and 1 per cent of the cost of in-branch transactions. However,
Internet-based distribution may also pose a marketing problem if fewer customers
visit the branch and there is, therefore, less of an opportunity actively to sell to those
customers. A growing challenge for many banks concerns the management of large
branch networks at a time when more and more of their customers are looking to
alternative forms of delivery.
The impact of ICT developments is probably most visible in relation to external
developments in delivery channels. However, the internal marketing implications
of ICT are considerable. Rapid developments in processing power (based on both
hardware and software improvements) allow financial services organizations to collect
and process huge volumes of customer information. Marketing databases can be
developed based on the information provided by customers in, say, an application
for a credit card or a mortgage. These data can then be used to understand existing
customers more thoroughly, and also to identify the types of consumers most likely
to buy certain products. The nature and importance of customer relationship
management and the significance of effective use of customer information is
discussed in greater detail in Part III of this book.

4.4

The market environment

The market environment focuses on the immediate features of the market in which
the firm operates. Understanding this aspect of environment is of particular importance, as the market environment will have a very immediate impact on an organization’s activity. There are many different approaches that might be used to
understand what is happening in the market environment. One of the most widely
employed is the idea of analysing the five forces that determine market/industry
profitability – an approach that was developed in the 1980s by Michael Porter. This
is shown in Figure 4.3.
An effective marketing strategy will need understanding of how these forces
work together and what they mean for the organization. If a particular market environment is favourable or attractive, then an organization should find it easier to
compete effectively. A market is considered favourable or attractive if the forces
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Figure 4.3 Five-force analysis (source: Porter, 1980).

working against an organization are relatively weak. Where the forces are strong
they impose constraints upon what an organization can do, and marketing strategies
will need to consider how best to neutralize and respond to the problems that the
organization faces. Thus, for example, customers may be in a strong position (high
bargaining power) because it is relatively easy to switch between different providers.
In this situation, a bank may consider focusing attention on marketing strategies
that build a strong relationship with customers (perhaps via cross-selling a range of
products), making them more likely to remain with the bank. If successful, this strategy will make the market more attractive and thus enhance the bank’s competitive
position.
Porter argues that market or industry attractiveness and profitability depends
(as economic theory would suggest) on the structure of the industry, and specifically
on five key features:
1. The bargaining power of suppliers. Powerful suppliers can force up the prices paid
by an organization for its inputs, and thus reduce profitability. Suppliers in
financial services include the suppliers of essential business goods and services
(computing equipment, training, etc.), and to the extent that these suppliers are
in a strong position they can affect the prices paid for relevant goods and thus
affect costs. It could also be argued that, in some instances, the term ‘suppliers’
could also include customers. Customers making deposits with financial institutions are effectively acting as suppliers of certain essential raw materials, and
again, if these suppliers are in a relatively strong position they can impact on the
cost of providing certain related financial services.
2. The bargaining power of consumers. Powerful consumers can insist on lower prices
and/or more favourable terms, which may impact negatively on profitability.
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Clearly, the bargaining power of buyers in financial services varies considerably.
In personal markets it seems that the bargaining power of individual consumers
is relatively weak, although consumer pressure groups may partly counterbalance this – particularly through their evaluations of the performance of financial
institutions. In corporate markets the situation may be rather different, with
relatively large businesses being in a rather more powerful position.
3. Threat of entry. A profitable industry will generally attract new entrants; if it
appears relatively attractive for new organizations to enter a market, profitability
will tend to be eroded. While there are certainly barriers to entry to the financial
marketplace, not least of which are the many regulatory requirements, the financial sector does attract a variety of new entrants. In some cases, these are new
entrants from other sectors of the domestic economy. A growing number of retailers offer consumer credit and store cards to fund consumer purchases. In the US,
General Motors offers credit cards, while in the UK, supermarkets such as Tesco
and Sainsbury offer a wide range of financial services alongside their traditional
grocery products. Richard Branson’s Virgin Group, originally in the music
business, now offers a range of financial services ranging from credit cards to
personal pensions. In many cases these new entrants may still rely on traditional
financial services providers, which are then offered to consumers using the new
entrant’s own brand. Even though they may depend upon existing suppliers of
financial services, they still constitute a significant new source of competition.
The threat of new entry is not restricted to firms in other sectors of the economy;
there is increasingly a very real threat from new entrants from overseas, as is
discussed in greater detail in Chapter 6.
4. Competition from substitutes. The existence of products which are close substitutes
enhances customer choice and provides an alternative way of meeting a particular
need. Thus, in markets where there are close substitutes, the buying power of
consumers is effectively enhanced because they have a much greater degree of
choice. The extent to which there are real substitutes for financial services is perhaps
limited, although in certain sections of the market, such as investment services,
gold, jewellery, antiques and other collectibles may be regarded as substitutes for
investments in mutual funds, equities and other forms of saving. It is interesting
to note the extent to which increasing numbers of people view investment in
property as a substitute for traditional investment in pensions as a vehicle to provide income and capital in old age. This, in part, has fuelled a rapid increase in
what is termed the ‘buy-to-let’ market.
5. Rivalry between firms. Clearly, the greater the degree of competition, the more
likely it is that the industry will be less profitable and therefore less attractive.
While there are few close substitutes for financial services (as indicated above),
there is considerable competition within the industry. Most countries have seen
some degree of consolidation in their financial services sector and, while this has
reduced the number of competitors, the remaining players are often strengthened,
resulting in increased competition. Moreover, as financial markets have liberalized
and the barriers between institutional types have been reduced, competition has
also increased. Insurers no longer compete just with other insurers – they also
compete with banks, savings institutions and investment companies. The development of bancassurance (a term used to describe a system in which banks
broaden their product offerings to include a more extensive range of insurance,
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savings and investment products which would have traditionally been offered by
more specialized companies) in many financial sectors worldwide is just one
example of this type of development. Equally, in the banking sector, current
accounts and housing finance may be offered by companies that traditionally
specialized in insurance. In Malaysia, for example, the insurer AIA now offers
housing finance in direct competition with traditional suppliers. In the UK, the
insurer Prudential launched the on-line bank Egg, which offers a range of traditional banking products with very competitive terms and conditions.

These five forces determine the attractiveness of the industry through their impact
on either costs incurred or prices received, or both. The development of an effective
marketing strategy will depend upon a thorough examination of the market in
order to enable the organization to identify strategic approaches to counterbalance
the effects of these five forces.

4.5

The internal environment

Clearly, the internal environment is the area in which the firm can exercise greatest
control. Understanding the internal environment requires analysis of an organization’s
resources and capabilities in order to understand how these might be used to create
a competitive edge in the delivery of financial services to the organization’s target
market.

4.5.1

Resources

The term resources is used to describe any inputs which are used by an organization in
order to produce its outputs. Resources are normally categorized as either tangible or
intangible. Tangible resources include the following:
1. Human resources, including issues such as the number and type of staff, and their
particular skills and qualities (attributes such as flexibility, adaptability, commitment, etc., may be of particular significance in many organizations). The UK bank
First Direct might point to its staff – their customer orientation, expertise and skill –
as being a key tangible resource.
2. Financial resources, including a variety of factors such as cash holdings, levels of
debt and equity, access to funds for future development, and relationships with
key financial stakeholders (for example, bankers and shareholders). Leading
international banks such as HSBC and Citibank may see their financial strength
as a significant resource.
3. Physical/operational resources, encompassing premises, equipment, internal systems (e.g. IT systems) and operating procedures. CapitalOne, the credit card company, might point to its systems for rapid development and product customization as
being a key resource for the company. For a domestic bank the branch network may
be a key resource, particularly when competing against new international entrants.

Analysing the marketing environment

83

Intangible resources typically do not have any physical form, and some may not
have any obvious monetary value, but for many organizations they can be one of
the key resources that help to create competitive advantage. Examples of intangible
resources might include specialist knowledge or experience, brand names and
brand equity, and the internal culture within an organization. American Express
might cite the strength of its brand as a significant intangible resource; investment
companies might focus on the skills and knowledge of their fund managers in delivering superior returns to customers. Corporate culture, which is typically defined as
the prevailing value system within an organization, is widely recognized as an
important intangible resource. This value system may be one that has arisen
through time, or it may be one that is actively created and managed by senior staff.
A corporate culture associated with rapid innovation and risk-taking will have
different marketing implications to a culture orientated towards high quality and an
exclusive image, and this in turn will differ from an organization with a low-risk
culture looking to follow the market with a standard product.
Some commentators also make a distinction between internal resources, which
actually belong within the organization, and external resources, which are outside
the organization but still under its control (such as formal or informal networks,
personal contacts, locations, surroundings, etc.). Some financial services providers
might look to their relationships with networks of financial advisers as an important
external resource.

4.5.2

Competences/capabilities

The words ‘competence’ and ‘capability’ are often used interchangeably, although
some would suggest that they have slightly different meanings. For our purposes, we
will use the two words interchangeably. They refer to certain skills or attributes that
are necessary in order to be able to operate within a particular industry. Competences
or capabilities would be present amongst most organizations in an industry – without those competences, the organization would not be able to operate. Operating in
the banking industry requires competences in relation to deposit-taking, lending,
service provision, financial management, treasury, etc. Equally, insurers require competences in relation to premium collection and management, underwriting, customer
service and claims management. Key to an analysis of competences is the ability to
identify those in which an organization is noticeably more effective than its competitors. These core competencies or distinctive capabilities provide a basis for delivering superior customer value, and thus creating competitive advantage. A core
competence will typically arise from a combination of resources and competences
which are of value in relation to a particular market. In the US, Wachovia Bank’s
competence in credit, derived from both people and systems, has enabled it to report
much lower write-off rates compared to the industry average, resulting in a significant positive impact on return on equity (Coyne et al., 1997).
The distinguishing features of core competences are that they are only possessed by
the successful organizations in an industry, they are important in fulfilling customer
needs and they are difficult to copy. Core competences provide an organization with a
genuine competitive edge in the marketplace. When properly exploited, core competences are the basis for delivering superior customer value (Prahalad and Hamel, 1990).
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4.5.3

Auditing the internal environment

Analysis of the internal environment requires a careful evaluation or audit of the
organization’s resources and capabilities. This is more than just assessing the quantity
or a resource or capability – it is also about assessing quality. A good audit might
consider the following:
●

●

●

●

Specificity – are the resources/capabilities unique to a particular type of industry or
are they generic? Resources/capabilities that are unique and important to a specific
industry are often more likely to provide bases for developing a core competence.
Substitutability – can this resource/capability be replaced with another?
Substitutability may allow for greater flexibility in the process of delivering value
for customers.
Mobility – could this resource/capability be easily transferred to a competitor?
(For example, staff may be an important resource, but are potentially quite
mobile.) Where resources are mobile, there is a need to think careful about how
to protect them and retain their value within an organization.
Contribution – what is the importance of a particular resource/capability in terms
of adding value to the overall offer? Resources/capabilities with a key role to play
in value added may require more protection and investment than resources that
are not strategically significant.

An internal analysis may also focus on internal structures (for example, how does
marketing relate to other activities?), recruitment and reward systems for staff, the
effectiveness of internal communication and the degree of centralization. Although
these may not be directly related to marketing, they can have important implications for what marketing does. Thus, for example, a bank that rewards a group of
staff based on the number of credit cards it sells or the number of new accounts it
opens may create an incentive for those staff to deal with every customer as quickly
as possible and pressure them into buying. This may yield short-term benefits, but
the danger is that in the longer term the customers recruited in this way will be less
satisfied and perhaps less profitable.

4.6 Evaluating developments in the marketing
environment
The kind of analysis described in the previous sections will generate a large amount
of data. The process of SWOT (Strengths, Weaknesses, Opportunities, Threats)
analysis is one of the simplest techniques for summarizing information about the
marketing environment and guiding the direction of strategy. The information collected in the environmental analysis can be classified as either external (i.e. it relates
to the outside environment) or internal (i.e. it relates to the organization itself).
External information may present the organization with an opportunity, or it may
create a threat. Equally, internal information may describe either a strength or
a weakness. Any evidence produced by the environmental analysis will therefore
belong to one of these groups:
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●
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Strength. Any particular resource or competence that will help the organization to
achieve its objectives is classified as a strength. This may relate to experience in
specific types of markets – for example, HSBC may point to its accumulated
knowledge of Asian markets. Specific skills or abilities may also constitute a
strength, as will resources such as a strong brand image, or an extensive branch
or ATM network.
Weakness. A weakness describes any aspect of the organization that may hinder
the achievement of specific objectives. Weaknesses are often the opposite of
strengths, so, for example, a small branch network, poor internal information systems or an unfavourable brand image may all constitute weaknesses.
Opportunity. Any feature of the external environment that is advantageous to the
organization, given its objectives, is classed as an opportunity. Credit card issuers
may see the growing demand for foreign travel as an opportunity to increase the
sale of credit cards. Insurers looking at the Chinese market might see the current
low take-up of life insurance as an opportunity.
Threat. A threat is any environmental development that will create problems for
an organization in achieving its specific objectives. Opportunities for one organization may be a threat for others. The efforts of the EU to create a single market
in financial services might be classed as a threat by some providers because of its
potential to increase competition.

Once information has been classified in this way, it can be presented as a matrix
of strengths, weaknesses, opportunities and threats. For SWOT analysis to be of
value it is important to ensure that strengths and weaknesses are internal factors
specific to the organization, and that opportunities and threats are factors which are
present in the external environment and are independent of the organization.
A common mistake in SWOT analysis is to confuse opportunities and threats with
strategies and tactics. For example, the ability to contact customers via direct mail is
not an opportunity, it is a marketing tactic. The relevant opportunity would be the
existence of a segment in the market that would respond favourably to promotion
via direct mail.
Given the volume of information, a SWOT analysis should concentrate only on
the most important strengths, weaknesses, opportunities and threats. Whether
something is important depends upon how likely it is to happen and how significant its effect would be. Thus, for example, a provider of housing finance may consider a major economic downturn to be something that would have a big impact on
new and existing business, but if the likelihood of this happening is low, then this
factor should not be seen as a serious threat. In the example in Figure 4.4, the information in each cell is ranked to account for these factors.
Having formulated this matrix, it then becomes feasible to make use of SWOT
analysis in guiding strategy formulation. The two major strategic options are:
1. Matching, which entails finding (where possible) a match between the strengths
of the organization and the opportunities presented by the market. Strengths that
do not match any available opportunity are of limited use, while opportunities
that do not have any matching strengths are of little immediate value from a
strategic perspective. Thus, for example, the bank in Figure 4.4 may consider a
strategy of using its captive account base to pursue a strategy of cross-selling
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Strengths

Weaknesses

1.

Large captive account base

1.

Underdeveloped selling skills

2.

Extensive branch network

2.

High cost structures

3.

Adequate capital for expansion

3.

Inflexible information systems

4.

Considered trustworthy

4.

Historic banking culture

Threats

Opportunities

1.

Competition from non-bank suppliers
of personal financial services

1.

Increased demand for personal
financial services

2.

Consumers becoming more critical

2.

Rising personal wealth

3.

Consumers have higher expectations
of services

3.

Growth in demand from younger
sections of population

4.

Potential for increased competition
from elsewhere in Europe

4.

Easier future access to European
markets

Figure 4.4 SWOT Analysis for a UK clearing bank in relation to the market for personal financial services
(adapted from Ennew, 1993).

other financial products through direct mail campaigns that emphasize the
bank’s trustworthy image.
2. Conversion, which requires the development of strategies that will convert weaknesses into strengths in order to take advantage of some particular opportunity,
or converting threats into opportunities which can then be matched by existing
strengths.
Case study 4.1 shows how the Czech insurer Kooperativa was able to build on key
strengths, relating to staff skills, expertise and willingness to learn, to exploit the opportunities created by liberalization and the low penetration of insurance products.

Case study 4.1

Kooperativa Insurance Company Ltd

Kooperativa pojistovna a.s. (Kooperativa Insurance Company Ltd.) is one of the
largest and fastest-growing insurance companies in post-Communist Eastern
Europe. In just 15 years it has grown from scratch to become the Czech
Republic’s second largest insurance company, with a record-breaking US$1.1bn
of written premiums in 2005.
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Kooperativa Insurance Company Ltd—cont’d

The following factors have been of significance in enabling Kooperativa to
achieve its success:
●

●
●
●
●

the formation of a group of competent and well-skilled staff from the insurance business who were willing to take the risks associated with leaving the
former monopolist company to set up the new venture
support from shareholders, chief of which was Wiener Staedtische
Allgemeinge Versicherung
a favourable backdrop whereby the Czech insurance market was open to new
kinds of insurance
the extensive use of reinsurance to hedge risk
a willingness to gain know-how from foreign shareholders and reinsurers.

Kooperativa strengthened its position as second in the market, and by the end
of 2005 its market share had increased to 22.9 per cent; non-life insurance
accounted for 28.9 per cent of the market. Life assurance written premiums had
grown by 25 per cent to a total of CZK 6 billion. It has more than two million
clients – indeed, Kooperativa insures every fifth Czech citizen. The financial
results are also positive; for example, in 2004 Kooperativa achieved a gross
profit of CZK 765 million (US$30m) and in 2005 it was CZK 1300 million
(US$52m) – a year on year increase in profit before tax of 11.9 per cent and
70 per cent respectively.
Today, Kooperativa offers a complete insurance service for all kinds of clients –
business as well as individuals. Its product range comprises general insurance
and life assurance, including insurance for liability risks. From the beginning,
Kooperativa positioned itself in the market with an individual approach to the
client – a new phenomenon in the Czech insurance market. For the country’s budding new entrepreneurs, it has helped to identify the risks that most endanger
their economic prospects in both their personal and business affairs. It offers
modern contracts drafted in order to inconvenience them as little as possible.
Being simple and quick to complete, they save time and provide a wide range of
insurance coverage according to customers’ wishes, needs and financial possibilities – from its very start the company has always provided insurance to fit closely
both their product and service needs.
Another reason for Kooperativa’s success is the quality of its claims adjustment.
This includes the ability to report losses by telephone, the use of up-to-date methods of communication, and technologies such as digitalization and the Internet.
In 2004, the company acquired four smaller insurance businesses and established the development of a strategic co-operation with the Ceska Sporitelna
Financial Group (one of the biggest Czech banks). These events represented the
company’s response to changes in its business environment – including: the Czech
Republic’s entry into the European Union, new competition, and the continuing
adaptation of the Czech market to the up-to-date insurance trends found in more
commercially advanced countries. This has enabled Kooperativa to respond to the
Continued
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Case study 4.1

Kooperativa Insurance Company Ltd—cont’d

challenges posed by bancassurance and other financial new product developments in an effort to provide for all clients’ financial needs at a single sales point.
Kooperativa’s trade representatives are gradually becoming true financial
advisers, able both to satisfy all clients’ insurance needs and to act as brokers for
other financial services – whether obtaining a credit card or a mortgage, or executing contracts on building savings or supplementary annuity insurance. They are
also able to broker consumer loans for clients, or to assist them in opening a
bank account.
Recently, the company has reaffirmed that the core of its corporate strategy
for the next few years will be based upon:
●
●

●

developing Kooperativa as a large, modern insurance company transacting all
types of life assurance and non-life insurance based on the needs of the clients
continuously improving the quality and comprehensiveness of the services
offered, to transact business swiftly, and to take a flexible and personal
approach to the clients
guaranteeing the clients a considerable level of security based on high registered capital and a high-quality reinsurance programme.

Kooperativa endeavours to be not only an insurer but also a reliable partner,
providing advice and support under all circumstances.
Again, a key strategic objective of the company is to strengthen its position in
the domestic insurance market and increase its market share.
Source: Vladimir Chludil, Kooperativa.

SWOT analysis is probably one of the most widely used tools in marketing and
strategic planning, and is simply a method of structuring information of both a qualitative and a quantitative nature. Its advantages arise from the fact that it is easy to
use, does not require formal training and therefore is accessible to all levels of management across a broad field. This simple technique provides a method of organizing information and identifying possible problems and future strategic directions.

4.7

Summary and conclusions

The environment within which organizations operate is becoming increasingly complex and turbulent and, as a consequence, increasingly uncertain. Understanding the
nature of this environment and its implications for the organizations is a key element in any marketing strategy. The environment must be analysed at a number of
different levels, from broad, macro-factors to market-specific and finally organizationspecific factors. However, although these elements of the environment constrain the
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activities of the organization, it is increasingly important to recognize that the
organization itself, through its marketing activities, can influence the environment
to produce conditions which are more favourable to the success of its strategies.

Review questions
1. Why is it important to understand the external environment? What role does
marketing play?
2. Choose a financial services provider. What are the opportunities and threats that
the macro-environment creates?
3. Choose a market that you know well (e.g. current accounts, mutual funds, credit
cards, housing finance) and analyse the five forces. What are the opportunities
and threats?
4. Prepare a SWOT analysis in relation to an organisation in the market that you
analysed in Question 3. What are the market-level opportunities and threats and
macro-level opportunities and threats that you think may be relevant? Include
them in the analysis.
5. In what ways do factors in the physical environment, such as climate-related
issues, impact upon financial services?
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5
Strategic development
and marketing planning

Learning objectives
By the end of this chapter you will be able to:
● explain the importance of planning marketing activities
● understand the value of taking a strategic approach to marketing
● outline stages in the process of planning marketing
● understand some of the tools and techniques that are used in developing
marketing strategies.

5.1

Introduction

Planning is an essential element of marketing. Planning will help to ensure that an
organization’s marketing activities are consistent with its objectives, with the capabilities of the organization and with the needs of the marketplace. Planning provides
a systematic analysis of what marketing activities are being undertaken, why and
how. Effective planning must establish targets, identify how and when those targets
are to be achieved, and establish who will take responsibility for the relevant
marketing tasks. By stating objectives, procedures, processes and personnel requirements prior to undertaking marketing activities, the plan also provides a framework
for the monitoring and control of marketing.
Planning has always been an important activity, and in the current environment
it is particularly important. Chapter 4 discussed some of the changes that have
occurred in the marketing environment. Change is increasingly common, it happens
quickly and it can often be complex. For example, the European Union’s Financial
Services Action Plan, when launched in 1998, proposed a series of policy initiatives
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to establish a single market in wholesale financial services, to make retail markets
open and to strengthen the rules on prudential supervision. In so doing, it heralded
a period of significant change for the financial services sector. Planning encourages
the organization to think about the future and to adopt a strategic focus, which
means that the organization should be much better placed to respond to a rapidly
changing environment.
The sort of changes described in the previous chapter have created significant
competitive threats for established financial services organizations. At the same
time, many of these changes have also created new opportunities. Faced with this
environment, it would be unwise to adopt an unplanned approach to marketing.
It would be equally unwise to rely on a simple tactical approach, supplying the
same products to the same markets. When faced with a complex, changing and
uncertain environment, it becomes increasingly important for organizations to
adopt a strategic approach to their markets. Such an approach will encourage
careful consideration of products offered and markets served, and should provide
an organization with the means to allocate its resources effectively and efficiently in
the pursuit of specified objectives.
This chapter deals with both strategy and planning in relation to marketing.
It will begin by defining strategic marketing, and will then examine the structure of
a marketing plan and briefly review stages in the planning process. The later sections will examine strategy development and explore the different tools that can be
used to guide strategic thinking. The focus throughout will be on the strategic
aspects of marketing planning, including strategies for growth, sources of competitive advantage and methods for planning the product portfolio.

5.2

Strategic marketing

It is generally thought that organizations in the financial services sector have been
slow to adopt a strategic approach to their marketing activities. For a long time, the
marketing of financial services was largely concerned with how best to advertise
and sell an existing set of products in a given market; indeed, many people think
that this is what marketing is all about. However, there is more to marketing.
A strategic approach to marketing in the financial services sector needs to concern
itself with understanding consumers and deciding how best to respond to their
needs. It must also focus attention on the competition and try to identify how to
outperform key competitors.
The adoption and implementation of a strategic approach to marketing should
impact positively on organizational performance. An understanding of customer
and competitors will enable an organization to deliver superior customer value to the
market. In turn, superior customer value will facilitate both customer acquisition and
customer retention. Successfully growing new business and keeping existing customers will have a positive impact on organizational performance, and particularly
on profit and cash flow. However, for life and pensions business there is the added
consideration of the need for capital to support the new business strain that accompanies growth. This serves to strengthen further the need for effective long-term

Strategic development and marketing planning

93

marketing planning. The concept of the service–profit chain which is discussed in
more detail in Part III of this book, stresses the importance of retention in improving
performance on the grounds that it costs less to retain a customer than it does to
acquire one. More generally, Doyle (2000) argues that investment in strategic marketing in order to increase revenues is a far more effective way of improving shareholder value than trying to reduce costs. The degree to which costs can be reduced
is limited and, while cost control will be important, the best opportunities for
enhancing financial performance arise from growing the volume and/or the value
of sales. Strategic marketing is essential to revenue growth because it focuses the
organization on customers, competitors and the challenges of a constantly changing
marketplace. Central to Doyle’s view is the argument that marketing expenditure
should be viewed as an investment (rather than an annual cost) and its impact monitored over a longer time period. Investment in activities such as brand-building,
establishing new distribution networks or moving into new markets are all
long-term activities. Their initial impact on sales may actually be quite limited; their
longer-term impact could be quite considerable.
Thus, a strategic approach to marketing has at its heart organizational performance
and the idea that performance can be enhanced if the organization is market
orientated , if it understands the changing market environment and can respond in
ways which result in the delivery of a level of value to customers that is superior to
that offered by competitors. In that sense, we can think about strategic marketing as
being a broad, generic approach to marketing. The specific form that strategic
marketing takes will vary across organizations and markets, and will be represented
by the organization’s marketing strategy.
Within any financial services provider, strategies develop at several levels.
A corporate strategy is concerned with the overall development of the business and
will include specific strategies for different areas (e.g. an IT strategy, a human
resource strategy, a marketing strategy). The marketing strategy focuses specifically
on the organization’s activities in relation to its markets.
Like any strategy, marketing strategy is concerned with being both efficient and
effective. Efficiency is about doing a particular activity well. An efficient phone banking operation will be one that is highly cost-effective and reliable. In contrast, effectiveness is concerned with doing the right thing. Thus, an effective phone banking
operation is one that offers the right services to the target consumers – the services
that consumers need and want. To be effective, a financial services provider must
have the right sort of services and be offering them to the right market. This in turn
means that an understanding of the environment is essential, because it is only by
understanding the market, and how it might change, that an organization can be confident that it is doing the right thing. When the Indian banking sector liberalized in
the mid-1990s, the success of one of the early entrants, HDFC Bank, was largely due
to its awareness of changing customer expectations and the identification of a significant group of mid-market customers who were prepared to pay for better service
(Saxena, 2006).
A good marketing strategy will:
●
●
●

identify specific objectives that the organization wishes to achieve
commit resources (money, time, people) to help achieve these objectives
involve a thorough evaluation of the marketing environment
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aim to match environmental opportunities and organizational capabilities
focus on the delivery of superior value.

Delivering superior value to customers lies at the heart of strategic marketing and
the development of a competitive marketing strategy. The notion of ‘superior value’
highlights the importance of outperforming the competition. Indeed, when talking
more broadly about competitive strategy, Porter (2002) notes that:
Competitive strategy is about being different. It means deliberately choosing a
different set of activities to deliver a unique mix of value.
Clearly, delivering superior value starts with the organization itself and the activities in which it is able to excel. What is delivered must then be superior to the competition and relevant to customers. Superior value may arise from reducing costs to
the customer or from increasing benefits, and those benefits may be functional or
emotional. The emotional benefits associated with leading brands (e.g. reduced risk,
increased confidence) may be a particularly important element of value in some
areas of financial services.

5.3

Developing a strategic marketing plan

A marketing strategy is essentially a statement of how an organization plans to compete for business in its particular market, and most marketing strategies will be presented in the form of an overall marketing plan. Philip Kotler (1994) defined
strategic planning as:
the managerial process of developing and maintaining a viable fit between the
organization’s objectives and resources and its changing market opportunities.
The aim of strategic planning is to shape and reshape the company’s business
and products so that they combine to produce satisfactory profits and growth.
Every organization has its own approach to preparing marketing plans, and there
is no single correct approach. However, a good plan does have a number of important features. It should:
●
●
●
●

●
●

have a logical structure
contain explicit marketing objectives which link to corporate objectives
analyse the environment (both internal and external) and the current position of
the organization
based on this analysis, identify which combinations of products and markets the
organization will serve and how it will compete (segmentation, targeting and
positioning)
contain specific decisions relating to key marketing variables such as product,
price, promotion and place (the marketing mix)
conclude with an outline of the appropriate methods for implementing the identified strategy, including issues relating to budget, accountability and evaluation.
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Although the plan needs to provide clear guidelines as to how marketing activities are to be managed, it should have some flexibility to allow the organization to
adapt and respond to unexpected changes.
As we have said, there is no single format for a plan, but one possible approach is
outlined in Figure 5.1. This presents the key elements of a marketing plan and also
highlights the importance of feedback, which may lead to adjustments to the plan
once it has been put into operation.

5.3.1

Company mission and objectives

The mission statement essentially requires that the organization defines the area of
business in which it operates, and defines it in way that will give focus and direction. In effect, the purpose of the mission statement is to outline the goals of the
organization and identify, in broad terms, the ways in which the organization will
achieve those goals. For example, the mission of the Indian based Bank of Baroda is:
To be a top ranking National Bank of international standard committed to augmenting stakeholders’ value through concern, care and competence.
The nature of the corporate mission depends on a variety of factors. Corporate history will often influence the markets and customer groups served – for example, Credit
Agricole’s rural and mutual tradition influences the way in which it approaches its
market. Although it is in no way restricted to serving the agricultural community,

Feedback
Company mission and
objectives

Situation analysis

Marketing objectives

Marketing strategy
Segmentation, targeting and position
Marketing mix
Product, price, promotion, place

Marketing expenditure

Implementation

Figure 5.1 An illustrative strategic marketing plan.
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Credit Agricole’s heritage means that the bank places particular importance on
involvement in the local community, being close to the customer, and the bank prides
itself on having the largest high-street branch network. Similarly, culture in its broadest
sense will also be an important influence – perhaps most notably with Islamic banks,
as is apparent in the mission statement of Malaysian-based Bank Islam:
To seek to operate as a commercial bank functioning on the basis of Islamic
principles, providing banking facilities and services to Muslims and the whole
population of this country, with viability and capability to sustain itself and
grow in the process.
Typically, a corporate mission will be defined in terms of the types of customers
(e.g. Muslims and the whole population), the needs being satisfied (banking facilities)
and the technology used (Islamic principles). This way of defining the mission is
helpful from a marketing perspective, because it forces managers to think about
customers and their needs. Indeed, ideally the mission statement would avoid mentioning a product. For example, an insurance company should perhaps think of its
mission as being ‘meeting consumer needs for risk reduction and financial security’,
rather than simply ‘insurance’. By focusing specifically on needs and not on the product, the mission statement can help to guide the future development of the organization. It can also help the organization avoid ‘marketing myopia’ – a problem that
arises when organizations focus too much attention on their products and not
enough on their customers’ needs.

5.3.2

Situation analysis

In many senses, marketing strategies and marketing plans are concerned with obtaining a ‘fit’ or ‘match’ between an organization and its environment. To be effective, an
organization needs to be able to use its resources and capabilities in an environment
in which they will have most value. Consequently, any marketing plan will require
a thorough analysis of both the external and the internal environment. This analysis
will help the organization to meet customers’ needs more effectively than the competition, and to make the most of its available resources. Details on the process of
analysing the marketing environment were discussed in Chapter 4. The results of a
PEST analysis, a five-force analysis and SWOT analysis all provide essential input
to a good marketing plan.
Marketing research and market intelligence provide much of the information used
in an analysis of the marketing environment. This information may be gathered by
a variety of formal and informal means, ranging from a customer survey through
commercial databases, informal contacts and consultancy reports to, increasingly,
material on the Internet.
It must be appreciated that the SWOT analysis plays a key role in producing
guidance at both the strategic and tactical levels. A well-founded, intelligently
approached SWOT analysis ensures that opportunities are not overlooked and choices
are made that play to the company’s strengths. The quality of the SWOT analysis is a
function of the quality of the Situation Review. Superficial, casually conducted
Situation Reviews result in anodyne, somewhat pointless, SWOTs. A degree of detail is
required that is commensurate to the market or product area in question.
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It is important to grasp the point that when we refer to a strength, we should seek
to identify aspects of the organization’s assets, capabilities and competencies that
represent a relative competitive strength. It is not sufficient simply to identify those
aspects of the company’s operation that it considers it is good at. The search for competitive advantage calls for the matching of external opportunities with a company’s
relative strengths. Similarly, the identification of weaknesses should search for areas
of relative competitive weakness. Such features render the company particularly vulnerable to external threats, and need to be addressed with far more vigour than those
areas in which the company performs no worse than the rest of the industry.
Therefore, SWOTs will often benefit from the degree of focus that can often only
be achieved at the product group level. In the case of a life insurance company, this
might involve separate plans for protection, pension and investment product
groups. Each plan will have to be consistent with the bigger picture, and it is the job
of senior marketing management to ensure that effective co-ordination occurs.

5.3.3

Marketing objectives

Once the nature of the marketing environment has been fully analysed and a suitable
SWOT conducted, it is then possible to specify appropriate marketing objectives.
These marketing objectives are not ends in themselves; they are intermediate outcomes which will lead to the organization achieving its corporate objectives. Thus,
when specifying marketing objectives, it is essential to ensure that they are derived
from and will contribute to corporate objectives. For example, if corporate objectives
emphasize expansion, then marketing objectives may be specified in terms of growing
market share or sales volume or sales value.
Marketing objectives should be clear, measurable, realistic and time-limited.
A particular problem in specifying objectives is the potential confusion between
intended goals and the means by which those goals should be attained. The former
represent objectives, whereas the latter concerns processes. Sometimes, what are
specified as objectives in a marketing planning document are in fact simply a representation of planned activities. Some examples of marketing objectives may serve to
illustrate the point:
●

●

●

●

Example 1: To achieve a 12.5 per cent increase in volume sales of new personal pensions
during the budget year. This example represents a sound objective, as it specifies a
measurable outcome (i.e. 12.5 per cent growth in sales), qualifies that it concerns
personal pension sales volumes and specifies a timescale for achievement.
Example 2: To increase pension sales by year end. This example is still an objective,
albeit one that is poorly drafted. It gives no target level for the increase to be
achieved, nor does it qualify whether it concerns case volumes or premium value.
Finally, it does not specify whether it concerns all sources of pension growth, or
whether it relates to growth from new sales as opposed to securing growth from
existing pension customers.
Example 3: To promote personal pensions through the branch network. This is simply not
an objective – at least not at the level of a marketing plan. Instead, it represents but
one of a range of actions that, in combination, should achieve a given objective.
Example 4: To re-price the personal pension product to improve competitive rating. This
is an example of a process element; not of a valid objective.
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To qualify as a valid marketing objective, the following minimum conditions
must be satisfied:
1. The desired outcome must be specified – for example, growth in sales, growth in
market share, level of consumer awareness, level of customer satisfaction
2. The outcome must be sufficiently well-qualified to eliminate ambiguity and facilitate precise measurement – for example, growth in number of policies sold to
new customers, growth in market share by new business premiums
3. A specific quantum of outcome must be proposed – for example, a 7.5 per cent
growth in new business sales volumes
4. The timescale for achievement of outcome must be specified – for example, by the
end of the second quarter.
Without well-defined objectives, it is impossible to evaluate outcomes properly.

5.3.4

Marketing strategy

Once the environment has been analysed and the objectives set, the market plan
must move on to consider the choice of marketing strategy. Of course, the overall
corporate strategy will affect the choice of marketing strategy, but the marketing
strategy focuses specifically on the choice of markets and how the organization
plans to compete and create value in those markets.
The main component of a marketing strategy is often described as the STP
(Segmentation, Targeting and Positioning) process:
1. Segmentation involves identifying the different groups (segments) of consumers
that exist in the market, and understanding their wants and needs
2. Targeting involves evaluating the attractiveness of different segments, choosing
which ones to target with the organization’s products and services
3. Positioning involves identifying the organization’s competitive advantage, the
way in which it can create value for customers, and how this offer should be presented to customers.

Case study 5.1 Parish National Bank (PNB), New Orleans – segmentation,
targeting and positioning in strategic marketing
The financial services sector in the US has experienced a period of deregulation,
technological innovation and changing patterns of competition. The Financial
Modernization Act of 1999 repealed many of the restrictions that had previously
restricted competition in US banking. Barriers to operating across sectors were
lifted, and at the same time restrictions on interstate and international banking
were disappearing. Regulatory changes, combined with changing market conditions, resulted in increased competition and a trend towards greater consolidation.
Small local and regional banks were increasingly becoming ‘endangered species’.
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Case study 5.1 Parish National Bank (PNB), New Orleans – segmentation,
targeting and positioning in strategic marketing—cont’d
Parish National Bank (PNB) is a small commercial bank operating in four
parishes of New Orleans. Faced with this changing environment, the bank needed
to develop an appropriate response. Some smaller banks had responded by
aggressively looking to grow in consumer markets and thus position themselves
as acquisition targets; others sought to identify particular niches where they could
continue to compete effectively. PNB choose the latter course of action. Among the
different market segments available, the bank identified local small businesses and
small business employees as an attractive market segment. To deliver value to customers in this segment, PNB positioned itself as ‘high tech and high touch’, and
aimed to provide customers with good banking relationships, innovative services
and appropriate use of web-based technologies to support delivery.
Source: Henson and Wilson (2002).

The process of segmentation, targeting and positioning is discussed in more detail in
Chapter 8. Case study 5.1 outlines the efforts of a small US bank to build a successful
marketing strategy through careful segmentation, targeting and positioning.

5.3.5

Market-specific strategy

A market-specific strategy outlines specific decisions about how to market particular
products and services to particular groups of consumers. This stage will include an
indication of the necessary level of marketing expenditure, as well as details on the
product itself and how it will be promoted, priced and distributed (the marketing
mix). These decisions must be guided by the choice of market position. Thus, for
example, if an organization has chosen to position itself as serving wealthy consumers
with a high-value, personalized product, then the market-specific strategy will need
to look for an appropriate (relatively high) price, decide on which product features
to customize, and choose ways of promoting and distributing the product that will
appeal to the chosen consumer groups. These decisions are discussed in more detail
in Part II of this book.

5.3.6

Implementation

Implementation is concerned with how the marketing plan is put into practice.
It must consider budgets, accountability and evaluation. Timescales should be
identified, and some consideration may also be given to contingency planning.
However well thought-out the marketing plan may be, the market is always changing and, consequently, certain planned activities may turn out to be inappropriate
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or ineffective. It is important to be aware of these and be in a position to respond –
i.e. to modify the strategy as new information becomes available.
Effective financial control is essential for the credibility of a marketing
plan – indeed, it is vital for the credibility of a marketing function as a whole.
Budgets need to be produced on an accurate and defensible basis. They require
a sufficient level of detail to facilitate effective control and the pursuit of
efficiency gains. Lack of attention to detail can be a particular problem. For
example, it may be relatively easy to identify the total cost of a direct-mail
campaign, but if cost per individual contacted and cost per sale are ignored,
resources may be badly allocated. For example, one direct-marketing team in the
banking sector established a total budget for a campaign which resulted in them
planning to spend more in terms of cost per sale than the total margin of the
product being promoted.
The plan should make it clear where responsibility and accountability lie for
the different activities within the plan. Ownership should be clarified and
unambiguous and sole ownership for a particular task should always be sought.
It is common to encounter a plethora of shared accountabilities, which results
in an unclear sense of ownership. Indeed, well-defined accountability is a
necessary prerequisite of an appropriate appraisal system and performance
review.
One increasingly important dimension of implementation is internal marketing.
Internal marketing deals with the way in which an organization manages the relationship between itself and its employees at all levels. It plays an important role in
creating and maintaining a market-orientated corporate culture. The process of
internal marketing is seen as particularly important in the financial services sector, not
least because of the importance of people in the marketing process. Internal marketing helps to ensure that staff understand the product itself and believe in what the
organization is trying to do. If an organization’s own employees are not market
orientated, if they do not support the overall corporate and marketing strategies,
then the chances of successful plan implementation are minimal.

5.4

Tools for strategy development

Later chapters will consider many elements of the marketing plan in more detail.
The remainder of this chapter will introduce some of the techniques that organizations can use in order to help develop marketing strategies within the context of the
development of the marketing plan. These tools help managers to think about what
may be the best strategy to pursue. They can provide useful insights and recommendations. However, good marketing managers will use these tools carefully – they
will not provide definite answers and they will not tell you exactly what your organization should do. What they can do is to help you think about the marketing
challenges being faced and about how the organization might respond to these
challenges.
We begin by looking at options for growth, and then consider tools that might be
used when choosing the product portfolio (the mix of products and services to be
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offered to different target markets). Thereafter, the discussion will examine the issue
of competitive advantage.

5.4.1

Growth strategies

An organization that is looking at how best to grow and expand can think about this
problem by considering whether to look at new products or new markets. The available choices are represented in Ansoff’s Product/Market matrix. This suggests four
possible options, which are outlined in Figure 5.2 – market penetration, market
development, product development and diversification.

Market penetration
Market penetration means trying to sell more of the existing product in the existing
market. To do this, an organization may try to persuade existing users to use more,
or non-users to use, or to attract consumers from competitors. There are many
examples of marketing tactics that would support a market penetration strategy.
Promotional offers such as ‘Air Miles’ are designed to encourage existing customers
to make greater use of their credit cards. In Malaysia, Public Bank’s offer of a free
mobile phone to new and existing customers for its ACE account (subject to a
minimum balance) is another attempt at market penetration by encouraging new
purchases from existing and new customers. Usually, a market penetration strategy
is more appropriate when the market still has room to expand. In a mature market
(where most of the likely buyers have already bought the product), market penetration is more difficult because the organization will need to attract customers directly
from competitors, and this is often more difficult than trying to attract new
customers to the market. In the UK, the market for current accounts is largely saturated. One or two of the newer entrants, such as the Internet bank, Smile, have tried
to follow a market penetration strategy by encouraging customers of other banks to
switch their accounts, but most providers appear to be focusing their efforts on
retaining customers and exploiting opportunities to cross-sell.
Products
Existing

Existing

New

Market penetration

Product development

Market development

Diversification

Markets

New

Figure 5.2 Ansoff’s Product/Market matrix.
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Market development
Market development involves the organization trying to identify new markets for its
existing products. Most commonly, this strategy is associated with expansion into
new markets geographically. For example, when American International Group (AIG)
became the first foreign insurer to obtain a licence to operate in China, it was engaging
in market development via geographical expansion. In the US, Morgan Stanley was
originally established as an investment bank. The Glass-Steagall Act prevented an
expansion into other domestic markets, and so Morgan Stanley grew primarily by
overseas expansion. However, deregulation has mean that movement into new
market segments is also an important approach to market development. For example,
following its conversion from building society to bank, the UK-based Alliance and
Leicester pursued a market development strategy by expanding its banking services
into corporate markets.

Product development
Growth through product development means developing related products and modifying existing products to appeal to current markets. The diversity of new mortgage
products that have become available in the UK market provides an example of modifying existing products to make them more attractive to current markets. The history
of American Express is dominated by a series of examples of product development.
Initially, the company focused on money orders, travellers’ cheques and foreign
exchange. In 1958, American Express issued its first charge card. Subsequently the
company also launched credit cards, targeting both new customers and existing
charge-card customers. A strategy of this nature relies on good service design, packaging and promotion, and often on company reputation to attract consumers to the
new product. Case study 5.2 demonstrates the use of product development as a strategy by HBF Health Fund Inc. in Australia.
Case study 5.2

HBF Health Fund Inc.

The Hospital Benefits Fund of Western Australia Inc. was incorporated in 1941
to provide private health insurance services to the people of Western Australia.
Since then, HBF (as it has become known) has grown to be the largest private
health insurance organization in Western Australia, with a 65 per cent share of
the private health insurance market. Incorporated as a mutual organization,
HBF has nearly a million members – which is almost half the total population
of the state of Western Australia. The HBF brand is instantly recognized by over
99 per cent of the population, and the organization is renowned for its service
to members, high ethical standards and sound financial management.
In the late 1980s and early 1990s the emerging global economy, where competitive advantages lie in ever-increasing scale, presented HBF with the challenge of continuing to service the needs of its members whilst competing with
national (and even international) competitors with, in some cases, operations
many times the size of its own.
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HBF Health Fund Inc.—cont’d

Without a member-base or any brand awareness in other parts of Australia, it
was soon realized that attempting to replicate the scale-based strategies of the
major competitors by expanding HBF’s operations nationally would expose the
organization to an unacceptably high level of risk whilst simultaneously
diverting attention away from servicing the needs of its members, all of whom
lived in WA. Rather, a decision was taken to expand the organization’s operations to cover complementary services for members, focusing on the key strategic advantages available to HBF, particularly the relationship it had with its
members.
The first products identified were domestic general insurance products for
home, contents and motor vehicle. However, the general insurance market in
WA was already mature and dominated by a small number of well-established
players. Also, with a history deeply rooted in private health insurance, the HBF
brand had become synonymous with this in WA. Stretching the brand to cover
domestic insurance products was therefore a significant challenge.
The approach taken by HBF was to differentiate its general insurance products from those already in the market by emphasizing the attributes that had
developed around the HBF brand as a provider of private health insurance.
HBF focused on its organizational strengths of service to members, mutuality
and high ethical standards. Whilst the established players in the domestic insurance market clearly held a competitive advantage in the ‘manufacture’ of general insurance products, they were unable to match the depth of the relationship
HBF had with its members.
Although growth in the general insurance portfolio was slow initially, HBF
members who purchased domestic insurance products from the organization
soon discovered that the qualities attributed to the health insurance service
were also present in the general insurance service.
Despite slow growth initially, HBF was able to persevere with its product
development initiative because, as a mutual organization, it is accountable to its
members (customers) and not the capital market. Where the traditional capital
markets would have demanded a financial return from the investment in a new
line of business, HBF was able to take into account the strategic value being
generated, represented by a growing acceptance of the new line of business by
members.
By 2005, HBF’s general insurance business had gained a 12 per cent share of
the market in Western Australia. It is generating annual returns on capital of
approximately 25 per cent and is growing policy numbers by 15 per cent per
annum. The investment in the general insurance business has produced an
average annual return of over 20 per cent after tax.
HBF followed a similar strategy with the launch of a Retirement and
Investment Advisory business in 2003. After only two years of operation, HBF
Financial Services reached an operating break-even. It is projected to generate
positive cash flows by the end of 2006.
Continued
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Case study 5.2

HBF Health Fund Inc.—cont’d

As in the launch of general insurance 15 years ago, HBF emphasized the organization’s strengths, applying them in an industry that had experienced a series
of scandals arising from inappropriate behaviour by existing players. Despite a
complete lack of scale in the financial advisory industry, HBF has been successful in capturing a segment of the market that is seeking the trust and security
offered by a reputable organization.
Source: Paul Italiano, HBF.

Diversification
Diversification tends to be a more risky strategy, as it involves an organization
moving into new products and new markets. Pure diversification may be relatively
unusual in financial services, but the development of bancassurance represents a
form of diversification as established banks move into the provision of insurancerelated products. Similarly, the decisions by traditional banks to offer Islamic banking products can also be seen as a form of diversification.

5.4.2

Selecting the product portfolio

Part of any marketing strategy involves consideration of how to manage a range of
different products. This requires decisions about which products need to be developed, which products need to be maintained and which products should be dropped.
Details of product strategy are discussed in greater depth in Chapter 10, but at
a strategic level there are tools available to help marketing managers to evaluate the
existing range of products and make decisions about what should happen with each
product. Two common approaches which are used to determine product portfolios
are the matrix-based approaches of the Boston Consulting Group (BCG) and the
General Electric (GE) Business Screen, and the concept of a product lifecycle.

Matrix-based approaches
Both the BCG and the GE matrices require a classification of products/business
units according to the attractiveness of a particular market and the strengths of the
company in that market. The BCG matrix bases its classification scheme purely on
market share and market growth, while the GE matrix relies on multivariate measures of market attractiveness and business strengths. In both cases, the appropriate
strategy is determined by the position of a product in the matrix.
A simple example of the BCG matrix is presented in Figure 5.3; the division on the
horizontal axis is usually based on a market share identical to that of the firm’s nearest
competitor, while the precise location of the division on the vertical axis will depend
on the rate of growth in the market – with 10 per cent usually seen as a reasonable
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Markets
Existing

New

High

Market growth rate
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Question mark
Unit trusts

Credit cards

10%

Current accounts
Dog
Cash cow

Low
High

1x

Low

Market share relative to competition

Figure 5.3 The BCG matrix.

cut-off point. Products are positioned in the matrix as circles with a diameter
proportional to their sales revenue. The BCG matrix relies on the assumption that
a larger market share results in lower costs and thus higher margins.
The appropriate strategy for a particular product will depend upon its position
within the matrix. The question mark (or problem child) has a small market share in
a high-growth industry. The basic product is popular, but customer support for the
specific company versions is limited. If future market growth is anticipated and the
products are viable, then the organization should consider increasing marketing
expenditure on this product. Otherwise, the possibility of withdrawing the product
should be considered.
The star has a high market share in a high-growth industry. By implication,
the star has the potential to generate significant earnings currently and in the future.
At this stage it may still require substantial marketing expenditures to maintain
this position, but can be regarded as a good investment for the future. By contrast,
the cash cow has a high market share but in a slower-growing market. The
traditional bank current account probably falls into this category. Product development costs for the cash cow are typically low and the marketing campaign is well
established, so the cash cow will usually make a reasonable contribution to overall
profitability.
Finally, the dog represents a product with a low market share in a low-growth
market. As with the cash cow, the product will typically be well established, but
it is losing consumer support and may have cost disadvantages. The usual strategy
would be to consider withdrawing this product unless cash flow position is strong,
in which case the recommended strategy would be to cut back expenditure and
maximize net contribution.
The BCG matrix is potentially useful, but its recommendations must be interpreted
with care. In particular, it is important to recognize that it focuses only on one aspect
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of the organization (market share) and one aspect of the market (sales growth).
The GE matrix works on similar principles, but concentrates more generally on
trying to measure the attractiveness of the market (rather than just measuring
market growth) and competitive strength (rather than just market share). This
means that the GE matrix gives a broader picture of the strengths and weaknesses of
the product portfolio, although it is often more difficult to construct.
Best (2005) suggests using the GE matrix to guide the choice of offensive versus
defensive strategies, as shown in Figure 5.4. Comparing market attractiveness and
competitive strength results in a series of recommendations about the most appropriate way for the organization to compete in its market. These strategic options are
classified as either offensive or defensive.
Offensive strategies include: invest to grow, improve position, and new market
entry. These are very similar to Ansoff’s growth strategies. Invest to grow involves
marketing expenditure to grow market share or even to grow the overall market.
It is essentially equivalent to a market penetration strategy. Improve position involves
investing resources to enhance the value offered to consumers relative to the value
offered by competitors. Such an approach is analogous to a product development
strategy. New market entry, as the description suggests, is effectively equivalent to
market development and diversification strategies.
Defensive strategies are classified as: protect position, optimize position, monetize, and harvest/divest. A strategy of protect position is appropriate where an organization has a currently strong position in an attractive market, and the aim is to
discourage new entrants and limit the expansion potential of other competitors.
In a market where growth is slowing down, optimize position involves focusing
attention on maximizing the return on marketing investment. Typically, such an
approach would involve trying to focus attention on the profitable customers and
controlling marketing expenditure. Trying to persuade less profitable customers to
make more use of low-cost channels (such as the phone and Internet) and less use
of high-cost channels (such as the branch) is one example of an optimizing strategy.
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Figure 5.4 Offensive and defensive strategies (adapted from Best, 2005).
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Monetize is a more aggressive version of optimize, and focuses on maximizing cash
flow without actually preparing to exit from the market. Finally, a harvest/divest
strategy goes a stage further and involves maximizing cash flow from a product
prior to exiting the market. If there is no opportunity to maximize cash flow, then an
early market exit would be preferred.

The product lifecycle
The product lifecycle (PLC) is widely used as a tool for market planning, in that it
can be employed to guide an organization both in the determination of the appropriate balance of products and in the development of a suitable strategy for the marketing of those products. Its usefulness has been regularly challenged, and clearly
there is a risk that the PLC could oversimplify the evolution of a product. While recognizing these limitations, it remains a potentially helpful way of thinking about the
strategic management of products.
The product lifecycle, as shown in Figure 5.5, suggests that a given product or
service will pass through four basic stages: introduction, growth, maturity and,
eventually, decline. The role of marketing is generally considered to be one of
prolonging the growth and maturity phases, often using strategies of product modification or product improvement, which are frequently regarded as less risky than
developing completely new products.
Assessing the existing product range according to lifecycle position can give some
indication of the balance of the existing product portfolio. Furthermore, according
to stage in the lifecycle, the organization can obtain some guidance as to the appropriate marketing strategy.

Sales

Introduction

Growth

Maturity

Decline

Time

Figure 5.5 The product lifecycle.
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Detailed stages of the lifecycle are as follows:
1. Introduction. A period of slow growth and possibly negative profit, as efforts are
being made to obtain widespread acceptance for the service. Cash flows are typically negative and the priority is to raise awareness and appreciation of the product, with the result that the marketing mix will place a high degree of emphasis
on promotion. Mobile banking is one example of a service in the introductory
stages of its lifecycle.
2. Growth. Sales volumes increase steadily, and the product begins to make a
significant contribution to profitability. Increases in sales can be maintained by
improvements in features, targeting more segments, or increased price
competitiveness. It is at this stage that the new service will begin to attract
significant competition. Growth services currently include telephone banking, and
the more sophisticated types of ATM. Unit trusts and other related types of
investment product have probably also reached the growth stage of the product
lifecycle.
3. Maturity. Sales growth is relatively slow, and the marketing campaign and product are well established. Competition is probably at its most intense at this stage,
and it may be necessary to consider modification to the service and the addition
of new features to prevent future decline. Many bank current accounts are products that can be seen as having reached maturity, and in many cases are being
modified in attempts to prolong their lifecycle.
4. Decline. Sales begin to drop away noticeably, leaving management with
the option of withdrawing the product entirely – or at least withdrawing
marketing support. In the financial services sector product withdrawal may be
difficult, as some products (such as life insurance) cannot simply be withdrawn
because some customers will still be paying premiums. Endowment policies
(life insurance based savings) are probably now in the decline phase of a
lifecycle.
The use of the product lifecycle in marketing planning can provide some
guidelines for the allocation of resources among service products, enabling the
organization to attach high priority to growth products and medium priority to
mature products, and to consider possible withdrawal of declining products.
However, as with the BCG matrix, the recommendations should be interpreted with
care and not simply followed without question. In particular, it is important to recognize that lifecycles will differ very dramatically across product types – they may
be very short or very long. Some products may appear never to reach the decline
phase, while others may never get past the introduction stage. The lifecycle for
a product class (e.g. bank accounts) will typically be much longer than the lifecycle
for a specific brand. Moreover, the marketing recommendations must be interpreted
with care to avoid the potential for the lifecycle to become a self-fulfilling prophecy –
for example, if a product looks as though it has reached maturity and possibly
started to decline, the reduction of marketing support will tend to ensure that the
predicted actually occurs. Finally, it is essential not to think only of a product’s
position in the lifecycle. As Hooley (1995) has shown, strategy and performance
may be driven as much by market position (specifically, market share) as by lifecycle stage.
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Competitive advantage

Identifying the organization’s competitive advantage is an essential part of any
marketing strategy. Michael Porter suggests that to compete effectively, an organization must focus either on low costs or on differentiation. A low-cost strategy relies
on a relatively standardized product, and the organization offers value through low
costs and thus low prices. The differentiation-based approach means that the organization offers a product that is distinctive and offers value to the customers because
of the range of features it possesses. For differentiation to be successful, the higher
price received by the organization must outweigh the costs of supplying the differentiated product. At the same time, the customer must feel that it is worth paying
extra for the distinctive image of the product and the additional features offered.
Using these two routes to competitive advantage and considering the nature
of the target market, Porter identifies three broad strategic options:
1. Cost leadership. A cost leadership strategy involves trying to be the lowest-cost
producer, usually by concentrating on providing relatively standardized
products. Low costs allow the organization to attract customers by offering lower
prices. Such a strategy typically requires up-to-date and highly efficient service
delivery systems. It can be argued that cost leadership was a traditional strategy
in many areas of financial services. However, many organizations are finding it
increasingly difficult to gain a significant cost advantage over their competitors,
and are instead tending to focus more attention on differentiation.
2. Differentiation leadership. A differentiation-based strategy means trying to offer
something that is seen as unique and distinct. A perceived uniqueness and the
associated customer loyalty protect the firm from its competitors, the threat of
entry and substitute products. HSBC, Citibank and American Express may all
attempt to claim a perceived uniqueness based on their global presence and
experience. However, research in the financial services sector suggests that this
goal may be difficult to attain for many providers. Devlin and Ennew (1997) have
highlighted the difficulties that UK providers of financial services experience in
trying to create a clear competitive advantage based on either price or differentiation in a mass market, and also the greater opportunities associated with either
focus or niche-based strategies.
3. Focus/nicheing. This strategy uses either costs or differentiation, but concentrates
on specific segments of the market – market niches. The aim is to identify parts of
the market with distinctive needs which are not adequately supplied by larger
organizations. Differentiation focus is the most common form of focus strategy,
and implies producing highly customized products for very specific consumer
groups. For example, in Malaysia, Scotia Bank pursues a focus strategy in relation
to a range of products. One such product is its housing loan. Like most other
providers, Scotia Bank offers discount rates, but what makes it special is the
way in which the bank tries to build relationships with its customers and tailor
products to their particular circumstances. Profits arise not from housing loans as
such, but from the other products that Scotia Bank can sell to these customers.
Another example of a differentiation-based focus strategy is the UK’s Ecology
Building Society, which specializes in lending that supports sustainable housing,
sustainable communities and sustainable enterprises.

110

Financial Services Marketing

Porter’s analysis stresses the importance of avoiding a situation where the organization is ‘stuck in the middle’ – i.e. trying to be all things to all consumers. The firm
trying to perform well on costs and on differentiation is likely to lose out to firms
concentrating on one strategy or the other. However, this concept of ‘stuck in the
middle’ has been criticized for its ambiguity, and in any consideration of Porter’s
framework it is essential to be aware of the importance of value. Value is a based on
the relationship between the costs to the consumer and the benefits. Superior
value can be created by either adding benefits or reducing costs. Porter’s cost- and
differentiation-based approaches to building competitive advantage can most
sensibly be thought of as approaches to delivering value that concentrate on either
reducing costs relative to a given range of benefits (cost leadership) or improving
benefits relative to a given cost (differentiation).

5.5

Summary and conclusions

The market for financial services has become increasingly competitive in recent years.
Regulatory changes (current and future), developments in information technology,
globalization, and fluctuations in economic performance have resulted in an increasingly competitive market environment. In such an environment, success requires a
planned and strategic approach to marketing. Developing a plan to guide marketing
is of considerable value, because it encourages careful thought and analysis.
The organization must have a clear mission and objectives, it must understand its
operating environment and it must be clear about the products and markets it
serves. In making choices about products and markets, it is essential that the organization tries to develop a match between its own particular strengths and the needs
of the different segments of the market.
There are many different tools available to help an organization develop its marketing plan and its marketing strategy. These tools provide a way of analysing information
about the organization and what it is doing. They also provide recommendations about
strategic choices which, when combined with the marketing manager’s knowledge and
understanding of the environment, can be a useful aid for strategy development.

Review questions
1. Why is it important to plan marketing activity?
2. What is your organization’s corporate mission, and how might this help guide
the future development of marketing activity?
3. What are the essential elements of a marketing plan?
4. What are the differences between market development and product development? Find examples of both from the financial services sector.
5. What is the difference between cost leadership and differentiation leadership?
Using Michael Porter’s generic strategies, how can organizations try to create a
competitive advantage? Identify examples of organizations that you think are
using these approaches.

6
Internationalization
strategies for financial
services

Learning objectives
By the end of this chapter you will be able to:
● identify key drivers of internationalization in the financial services sector
● understand the factors influencing the choice of internationalization
strategy
● identify the marketing implications associated with internationalization.

6.1

Introduction

Internationalization is a broad term. It goes beyond the basic notions of trade and
exporting to encompass all aspects of business activity that extend beyond national
borders. Exporting is often thought of as simply the first stage in this process, which
can extend to the establishment of a fully-fledged business presence in an overseas
market. Most discussions of service marketing, including those relating to financial
services, tend to focus on marketing in a domestic context. Equally, most textbooks
on international strategy and marketing tend to focus predominantly on the activities and issues associated with companies providing physical goods. Yet services
account for an increasingly large share of world trade, and there is a long tradition
of international activity within the financial services sector. World Trade
Organization figures suggest, that in 2003, services accounted for some 20 per cent
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of world trade by value, having grown some 13 per cent on the previous year
(World Trade Organization, 2004). The US-based Citibank has been operating in
France since 1906, Argentina since 1914 and Brazil since 1915. The UK bank,
Barclays, formed its international division in 1925 through the merger of the
Colonial Bank, the Anglo-Egyptian Bank and the National Bank of South Africa.
In the insurance sector, Prudential established its first overseas agencies for the sale
of general insurance products in the 1920s and for the sale of life products in the
1930s. Yet, despite this long tradition of international activity, most discussions of
financial services marketing pay relatively little attention to the activities of firms in
overseas markets.
The purpose of this chapter is to provide an overview of the issues relating to the
internationalization of financial services, and their marketing implications. The next
section explores the relationship between the characteristics of financial services
for the process of internationalization. Thereafter, a brief review of the drivers of
internationalization in financial services is presented. The chapter then proceeds to
outline internationalization strategies and their relevance to financial services.
Finally, there is a brief discussion of the marketing challenges associated with
international environments.

6.2 Internationalization and the characteristics
of financial services
The distinctive characteristics of financial services and their marketing implications
were discussed in Chapter 3. These characteristics also have implications for internationalization. The intangibility of financial services means that actually there is
nothing physical to move from producer to consumer. In principle this intangibility
may make it relatively easy to export some financial services, particularly in
corporate markets. For example, if the investment bank UBS handles an equity trade
in New York for a client in Japan, it is effectively exporting its services – nothing
physical is being transported, but a service is provided remotely. In retail markets,
exporting is often more difficult: consumer reactions to intangibility often make it
difficult to supply financial services without a physical presence in the domestic
market. Inseparability implies a need to focus particular attention on how to
manage interactions with customers in different locations, while heterogeneity
reminds us of the additional challenges associated with providing a consistent service
across different countries. Of course, concerns about fiduciary responsibility mean
that financial services providers also face the challenge of operating in potentially
diverse regulatory environments if and when they internationalize.
In terms of service classifications, financial services are typically heavily information-based services, and in principle are easily digitized. It is this feature that makes
export relatively straightforward in theory. However, the complexity of many financial services suggests that significant interpersonal interaction is often required in
their delivery. This has important implications. First, there is often strong pressure
for a financial services organization to have a physical presence in the market in
which it is delivering its services. Many buyers (particularly those in retail markets)
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feel the need to be able to access their service provider and are reassured by a physical presence (even if they may deal with a provider remotely), and regulators commonly require such a presence. Thus, in comparison with suppliers of manufactured
goods, financial services providers will often be less reliant on exports and much
more likely to internationalize by establishing overseas operations. This in turn
raises important issues in relation to the nature and management of service delivery.
One of the major challenges that organizations face when operating internationally
relates to cultural differences, and the greater the difference in cultures, the greater
the challenges. Cultural differences impact on financial services internationalization
in two ways. First, there are issues related to familiarity and use of financial
products. In many Islamic countries, the prohibition on interest means that creditcard holders will seek to pay off accounts at the end of each month rather than accumulating interest charges. Variable-rate mortgages are widespread in the UK, whereas
many countries in continental Europe have a longstanding tradition of fixed-rate
mortgages. Secondly, culture can impact significantly on interactions where the two
parties have different heritages. Cultural differences can affect the development of
long-term relationships, where the creation of trust plays a central role – for example,
the rather direct negotiating styles of the British and Americans may appear quite
threatening and even rude in Japan, thus inhibiting the development of mutual
trust. In addition, cultural differences are often a source of misunderstanding in
communications, with all sorts of negative consequences for service provision. For
example, Egg, the UK-based Internet bank, invested £280m expanding in France but
withdrew after 2 years; a poorly thought through and culturally insensitive advertising campaign was one of a number of factors that contributed to the failure of this
venture. In contrast, UK banks relying on offshore outsourcing to deliver customer
service to domestic customers from bases in India have invested considerably in
ensuring that local staff are familiar with key aspects of British culture.
Given the significance of cultural differences, it is perhaps not too surprising to
observe that many examples of the internationalization process in financial services
started with moves into environments that are in some respects culturally similar.
It is no accident, for example, that many Spanish banks have tended to concentrate
their international activity in South America, or that many UK financial services
providers initially established overseas operations in countries which were then
colonies and in which there were substantial anglophile market segments. ‘Cultural
proximity’ is a useful piece of shorthand to describe this phenomenon.
Although the nature of financial services presents important challenges to the
internationalization process, it is apparent that there are clear attractions to international operations and these are encouraging many financial services to expand
beyond their domestic market. The next section explores the conditions that influence financial services providers to operate globally.

6.3

The drivers of internationalization

When considering the drivers to internationalization, it is useful to distinguish
between firm-specific and macro-environmental factors. Firm-specific factors are those
factors that create incentives for individual firms to move into international markets.
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Macro-environmental factors are those features of the overall environment that
create conditions which favour internationalization for all firms. Naturally, the two
are related and interdependent.

6.4

Firm-specific drivers of internationalization

At the level of the individual firm, the motives for expanding beyond the
domestic market by a given provider may be divided into ‘push’ and ‘pull’ factors.
Push factors are essentially domestic market conditions that will tend to encourage
a firm to look outside its national markets, while pull factors are features of
non-domestic markets that encourage a firm to consider expanding operations
overseas.
Push factors focus essentially on conditions in the domestic market that may in
some way inhibit a firm from achieving its strategic goals. The simplest example of
a push factor might be slow growth, high costs or high levels of competition in the
domestic market. Cost considerations, for example, have been a major driver of the
decision of many financial services providers to establish call-centres in countries
such as India. Another push factor might well be domestic regulation. For example,
in the US the Glass-Steagall Act of 1933 which, until its repeal in 1999, prevented
banks from engaging in both commercial and investment banking has been identified as one factor that encouraged US banks to expand overseas where they could
engage in activities which were not permitted domestically. In Spain, domestic
competition and pressures on profit margins were identified as one reason why a
number of banks looked to expand into international markets.
More commonly, overseas expansion is thought to be influenced by pull factors
which make overseas markets attractive as places to do business. Probably the
commonest pull factor is the size and growth of markets in other countries.
The liberalization of the economies of India and China has contributed to rapid
growth in both countries, and this, combined with their size, has made these markets highly attractive and has encouraged a large number of financial services
providers to seek to establish a presence in these countries. ING, for example, has
acquired a 20 per cent stake in Vysya Bank in India, while Chase Capital has taken
a 15 per cent stake in HDFC Bank. Banks currently operating in China include
Citibank, HSBC, Standard Chartered, BNP Paribas, Dresdener Bank and the
Industrial Bank of Korea. Both markets are also attractive to insurers because of the
combination of growing incomes and the relatively low levels of expenditure on
insurance products. Cardone-Riportella and Cazorla-Papis (2001) note that the low
level of competition, the low level of banking services and increasing deregulation
in many Latin-American countries has made them attractive target markets for
Spanish banks looking to move overseas. International markets may also be attractive because they provide an opportunity to leverage a particular competitive
strength or because they provide a means of adding value to the company’s service.
For example, many financial services providers moved overseas to follow their
international customers and thus be in a position to offer an integrated service to
those customers.
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While the factors that affect individual firms and create incentives for expansion
overseas are clearly important and need to be fully understood, there are also
broader, macro-level factors which mean that some industries or some sectors may
be more suited to globalization than others. These factors are discussed in the
next section.

6.5

Macro level drivers of internationalization

At the macro-level, there is a series of developments in the business environment
which make internationalization an increasingly attractive activity. The different
forms that such internationalization can take are discussed in greater detail in the
next section, where specific distinctions are drawn between global, international
and transnational strategies.
Yip (1992) originally identified five drivers of globalization, namely market, cost,
technology, government and competition. Lovelock and Yip (1996) subsequently
explored the applicability of these factors in the service sector. The rest of this
section explores the drivers for globalization in financial services, based on Yip’s
framework.

Market drivers
This category refers to those features of the marketplace that encourage globalization.
The following are of particular significance are:
1. Common customer needs. In markets where customer needs are essentially the
same across the world, globalization is thought to be an attractive strategy
because a business can offer a relatively standardized product across a series of
markets. In the global securities business the needs and expectation of investment
houses are generally very similar across countries, and consequently the securities houses that serve those customers are increasingly operating in a global
market.
2. Global customers. If customers themselves operate globally, then again there is an
incentive for the companies that supply them to operate on a similar scale. One
of the important drivers in the internationalization of banking has been the internationalization of the businesses that those banks serve. Equally, in the personal
market, a company such as American Express needs to operate globally because
the customers it serves are effectively global, not just in terms of where they live
but also in the extent to which they travel.
3. Global distribution channels. If channels of distribution are themselves global, then
it is much easier for companies that sell through those channels to operate
globally. Although we tend to think of financial services as being characterized by
relatively short distribution channels, it is important to remember that financial
services are typically information-intensive and that developments in electronic
distribution systems have, in some senses, created global distribution systems.
Networks such as Cirrus, for example, which allow customers to withdraw funds
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from ATMs worldwide, provide a means by which banks can make some aspects
of their service available to customers globally.
4. Transferable marketing. If marketing campaigns developed in one country are
easily transferred to other countries, then global operations are much easier to
implement. Marketing activities which are specific to a particular environment
and not easily transferred increase the costs associated with operating overseas.
Indeed, many companies operating or looking to operate globally pay particular
attention to ensuring that their campaigns are designed to be transferable. The
HSBC brand-building exercise which demonstrates an understanding of cultural
differences worldwide, supported by the claim to be ‘The World’s Local Bank’,
is a case in point. Although the bank aims to localize its services to individual
countries, it gains significant economies from a globally transferable marketing
campaign and a global brand.

Cost drivers
Cost drivers are concerned with the extent to which expansion globally can enable a
firm to reduce its costs. Most commonly, cost drivers are associated with economies
of scale – the cost savings that are associated with expanding the scale of operations.
Such cost savings are often thought to be relatively unimportant in the service
sector, including financial services. However, cost savings may arise in other ways,
most obviously through access to lower-cost resources. In financial services the
developments in IT have facilitated the separation of front- and back-office processing,
and consequently one form of expansion overseas has been in the form of outsourcing
business processes to lower-cost countries. This has more recently been augmented
by the outsourcing of certain front-office functions, including outbound telemarketing
and customer service. In the UK, a range of financial services providers (including
Lloyds TSB, Barclays, Zurich Financial Services, Prudential and Capital One) have
all outsourced a range of activities to India to benefit from lower costs in that
market.

Technology drivers
Technology drivers are in many respects closely related to cost drivers – at least in
a financial services context. Developments in information and communications
technology have supported internationalization by facilitating global distribution
and supporting outsourcing for a range of business processes.

Government drivers
Government drivers to globalization refer to any aspects of government or
public policy that make it easy (or difficult) for foreign firms to operate in a domestic
market. Most commonly, government drivers are the presence or absence of restrictions on market entry, or the presence of regulatory systems which restrict what
foreign entrants may do. Case study 6.1 outlines the consequences of China’s entry
into the World Trade Organization for potential entrants to the banking and insurance
sectors.
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China and the WTO

The World Trade Organization produced the following statement in response to
the conclusions of negotiations on China’s accession.
Banking
Upon accession, foreign financial institutions will be permitted to provide
services in China without client restrictions for foreign currency business. For
local currency business, within two years of accession, foreign financial institutions will be permitted to provide services to Chinese enterprises. Within five
years of accession, foreign financial institutions will be permitted to provide
services to all Chinese clients.
Insurance
Foreign non-life insurers will be permitted to establish as a branch or as
a joint venture with 51 per cent foreign ownership. Within two years of China’s
accession, foreign non-life insurers will be permitted to establish as a whollyowned subsidiary. Upon accession, foreign life insurers will be permitted
50 per cent foreign ownership in a joint venture with the partner of their choice.
For large-scale commercial risks, reinsurance and international marine, aviation
and transport insurance and reinsurance, upon accession, joint ventures with
foreign equity of no more than 50 per cent will be permitted; within three years
of China’s accession, foreign equity share shall be increased to 51 per cent;
within five years of China’s accession, wholly foreign-owned subsidiaries will
be permitted.
Source: WTO (2001).

Competition drivers
Competition drivers relate to a range of factors associated with the nature and level
of competition in different markets. A move into an international market might be
prompted by the entry of a competitor into the home market. Equally, the entry of a
competitor into a new market might create an incentive for a company to follow suit
in order to maintain some degree of competitive parity.

6.5.1 The extent of internationalization in the financial
services sector
Clearly, there are many examples of financial services providers operating internationally and in many sectors of the industry, the macro-environment favours international operations. In particular, financial services targeted towards large
corporates lend themselves to international operations because of the similarity in
customer needs and the fact that many customers themselves are global. In contrast,
personal financial advice is more suited to domestic provision because needs
do vary, distribution is essentially personal and regulations are very different.
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Retail banking is predominantly domestic, but there is a growing number of banks
(e.g. HSBC, Citibank, Standard Chartered) offering their services in a range of markets worldwide; some of the target market may be expatriate staff, but the rest will
be domestic nationals and the service provided is usually broadly similar to that
offered in other countries. Many insurers are following a similar strategy and establishing networks of operations worldwide. Case study 6.2 outlines the experience of
the European Union (EU) in trying to encourage greater international activity in
financial services among member countries.

Case study 6.2 Internationalizing financial services in the
European Union
In 1985 the European Commission published a White Paper, ‘Completing the
Internal Market’, which proposed a series of measures to create a single internal
market among the countries of the then European Community. This was codified in the Single Europe Act of 1986, the first major amendment to the Treaty of
Rome (which had initially established the European Union in 1957). This Act
required that the measures outlined in the 1985 White Paper should be implemented by the end of 1992, and included provision for mutual recognition of
national product standards and a range of other measures to eliminate barriers
to trade within the Union. The Single European Market formally came into being
in 1993, underpinned by the ‘four freedoms’ – free movement of goods, services,
labour and capital.
In the case of financial services, the single European market aimed to eliminate
restrictions on cross-border activity, thus encouraging greater competition, greater
efficiency, lower prices and better service for customers. Given the high level of
regulation in financial services and considerable differences in industry tradition, the single market relied on the principle of mutual recognition – if a financial services provider was licensed to operate in its home market, then it was
effectively free to provide services to consumers throughout the European Union.
Although formal legal restrictions on cross-border activity in financial services
have been largely removed as a consequence of the Single European Act,
progress towards a genuine single market in retail financial services has been
slow. Genuine cross-border trade in financial services failed to grow substantially, and most providers serving non-domestic markets did so by establishing
a physical rather than an export presence, with that physical presence typically
being via mergers and acquisition rather than greenfield developments. In principal, there is no reason why many retail financial services need to be provided
locally; in practice, most are. Take the case of a mortgage; while it is technically
possible for a resident of Germany to obtain a mortgage for a house in Germany
from a Spanish bank, in practice many customers are nervous of non-domestic
providers with no physical presence in the market. Equally, banks may be concerned about lending into a different legal environment where it may prove costly
to recover the security (i.e. the house) in the event of default. Differences in
tax treatment and consumer protection legislation between countries may also
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Case study 6.2 Internationalizing financial services in the
European Union—cont’d
serve as a disincentive to the purchase of savings and investment products
across borders. In business markets, progress has been rather faster and the
degree of integration is much greater, although considerable effort has been
required to address areas such as capital adequacy requirements and accounting standards.
Recognizing some of the particular difficulties with financial services, the
European Commission developed a Financial Services Action Plan (FSAP) in
1998 which focused on eliminating barriers to cross-border trade. The Action
Plan concentrated on developing a genuine single market for wholesale financial services, creating open and secure retail markets, ensuring the continued
stability of EU financial markets and eliminating tax obstacles to financial
market integration. Considerable progress was made in relation to the wholesale markets; progress with retail markets was slow and the scale of crossborder activity remained low.
Subsequently, in December 2005, the Commission published a White Paper,
‘Financial Services Policy 2005–2010’, to outline its policies for the rest of the
decade. The White Paper focused its attention on ensuring that existing policy
changes were implemented and consolidated, improving regulation, enhancing
supervisory convergence, increasing competition between service providers
and expanding the EU’s influence in global financial services.
Source: European Commission (2006), The Internal Market, available at
http://europa.eu.int/comm/internal_market/index_en.htm (accessed 4 March 2006).

As well as there being variety in the extent to which financial services providers
operate globally, there are variations in the approaches that they adopt. The next
section explores in some detail the different ways in which organizations may
choose to operate in non-domestic markets.

6.6

Globalization strategies

Thus far, the words internationalization and globalization have, to some extent,
been used interchangeably. However, researchers in international business would
distinguish between the two and see them as potentially quite different approaches
to operating outside of domestic borders. In particular, Ghoshal and Bartlett (1998)
suggested that the right approach to internationalization would depend on the
extent to which there were:
●

pressures to integrate activities across markets – i.e. pressures to exploit
economies of scale and offer a relatively standardized product which leverages
around particular assets or competences
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Figure 6.1 Different forms of internationalization (adapted from Ghoshal and Bartlett, 1998).

●

pressures to be locally responsive, adjusting and adapting a service offer to local
(country-specific or regional) needs.

This led to the identification of four basic options for internationalization, as outlined in Figure 6.1.

6.6.1

International strategies

An international strategy is, in many senses, a weak or unstable position.
Such a strategy involves doing broadly the same thing in a series of different
markets, but without any attempt to integrate to get costs down or to tailor the
service to the specific market. While pressures for integration or responsiveness
may not be strong, firms following an international strategy will always be
vulnerable to competitors who are able to integrate and outperform them in terms
of costs or competitors who are able to customize and outperform them in terms of
benefits offered to the consumer. Historically, this is probably the strategy that many
financial services organizations operated in the early stages of internationalization.
HSBC, for example, traditionally operated across a range of markets, offering relatively standard banking services but under a different brand and name in each
country. In the UK, HSBC traded as the Midland Bank, in Australia as the Hong
Kong Bank of Australia, in the Middle East as the British Bank of the Middle East
and in the USA as the Marine Midland Bank. In 1998, the bank announced a move
to create a unified brand for all its operations worldwide in order to be able to
integrate marketing activities, improve marketing effectiveness and increase shareholder value. In effect, HSBC was moving away from an international strategy
and towards a global strategy by more fully integrating its marketing activities
worldwide.
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Global strategies

A global strategy essentially focuses on integrating business activities across markets in order to ensure greater efficiency in operations; differences between markets
tend to be discounted and the pressure to be locally responsive is considered to be
weak. Rather than focusing on possible differences in customer needs, a global strategy focuses on similarities and sees different international markets as being essentially homogenous. Typically, such a strategy is associated with manufacturers of
highly standardized physical goods and emphasizes economies of scale in production and marketing. Matsushita is the example cited by Ghoshal and Bartlett (1998),
with 90 per cent of its production concentrated in highly efficient plants in Japan
and yet 40 per cent of its revenue coming from sales overseas.
In many senses, it is difficult for any financial services provider to be truly global
because regulatory regimes vary across countries and limit the extent of true
standardization. However, in retail markets, banks such as HSBC and Citibank are
arguably following something close to a global strategy, with recognized global
brands and strong presence worldwide. The same may be said of American Express,
Visa and Mastercard. In corporate markets, Bank of Tokyo Mitsubishi, with its diversified global network and ability to provide a full range of services to customers
worldwide, is probably also following something close to a global strategy.

6.6.3

Multi-domestic strategies

A multi-domestic strategy arises when the pressures for integration are low and the
pressures for local responsiveness are high. Such a strategy is characterized by operations across multiple markets, but with a high degree of decentralization to ensure
that services are tailored to the needs of those local markets. Any pressures on costs
which might encourage integration are outweighed by the importance of local
responsiveness; if a head office exists, its control is relatively weak and the organization is perhaps best thought of as a federation of semi-autonomous companies.
Multi-domestic strategies are probably most closely associated with manufacturers
of products that are in some way culturally sensitive (such as food and personal
care) and where adaptation is essential. Multi-domestic strategies are relatively
unusual, but in the financial services sector such an approach would apply to relatively information-intensive and people-focused services such as financial advice,
where local responsiveness is essential. For example, De Vere and Partners – one of the
largest chains of independent financial advisers – operates in 30 different countries
worldwide. Differences in regulation and differences among consumers mean that
scope for integration is limited, and that advice must be tailored to customer and
country context.

6.6.4

Transnational strategies

According to Ghoshal and Bartlett, transnational strategies are a relatively recent
phenomenon and have emerged in markets where there are significant pressures to
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keep costs low through global integration, and also a need for a high degree of
local responsiveness. This approach requires a high degree of global co-ordination
and careful management of operations to fully exploit opportunities for increased
efficiency, while retaining the flexibility to tailor the service to a given market.
In principle, a transnational strategy creates a strong competitive position, being
more locally responsive than a global strategy and of a lower cost than a multidomestic strategy. There are probably relatively few examples of genuinely transnational strategies in services, not least because of the difficulty of delivering both
integration and responsiveness. In the service sector more generally, MacDonald’s
is sometimes cited as an example of a service-based company moving towards a
transnational strategy. It uses supply-chain management systems and global branding to ensure a high degree of integration whilst, within this framework, adjusting
the products offered in each country to accommodate the tastes and expectations of
domestic consumers. In financial services, given that IT enables a greater degree of
remote delivery and facilitates the separation of front- and back-office activities,
there may be the potential for some of the providers who are moving towards global
strategies to become increasingly transnational.

6.7

Strategy selection and implementation

From the discussion of different strategic approaches to international markets in the
previous section, it is apparent that the choice of strategy is likely to depend on the
type of service and the nature of the business environment. For example, services that
require a high degree of interpersonal interaction (what Lovelock and Yip (1996)
would describe as people-processing services) will probably be most suited to a
multi-domestic strategy, particularly if cultural or regulatory differences between
markets are significant. In contrast, services that have limited requirements for
interpersonal interaction (information- or possession-processing services) will be
more suited to global or transnational strategies. The choice between the two will
then be driven by the extent to which customer needs differ, and the ability of the
organization to deliver a differentiated service.
In addition to thinking about the right strategic approach to adopt for international
operations, there are three other important decisions that require consideration:
which markets to enter, how to enter those markets, and how to market services
within those markets.

6.7.1

Which markets to enter

In very simple terms, the choice of markets to enter is based on identifying those
that offer the best long-term returns. Superficially this may sound like a straightforward decision; in reality, it is potentially very complex. The factors discussed in
Chapter 5 as being the basis for an evaluation of target market attractiveness
domestically will all be relevant to the choice of target market internationally.
Cultural proximity is frequently a major factor in determining international developments, at least during the early stages of a strategy for overseas expansion.
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However, broader macro-influences must also be considered and factored into the
market selection decision. Factors such as size of population, levels of income and
rate of growth will have important implications for the attractiveness of a market.
One of the reasons why both India and China are attractive to many financial services
organizations is that they are large markets and, although income levels are relatively
low, economic growth rates are high, suggesting considerable long-term potential.
Economic variables are imperative in determining the attractiveness of a market,
but it is equally important to consider the feasibility of operating in a particular
market. Infrastructure is one important consideration, encompassing the quality
and capacity of communications networks, access to essential supporting services
(e.g. market research) and the ability to access suitable premises. Given the importance of people in a service business the availability of appropriate quality staff
must be considered, and this may be of particular significance in cases where there
is a significant cultural difference between home and target market (a high psychic
distance). In financial services, understanding the nature of domestic market regulation and its implications for the conduct of business is essential. Finally, of course,
it is important to remember that some international markets may be strategically
significant and that, irrespective of the other factors, firms need to have a presence
in those markets. For banks operating internationally, a presence in the key markets
of London, Tokyo and New York will probably be essential quite simply because
customers and competitors expect to see them there.

6.7.2

Method of market entry

Methods of market entry are normally divided into three categories: export, contractual and investment. In very simple terms we can think about these forms of market
entry as being distinctive in terms of cost and control, with exporting at one extreme
seen as offering low cost but low control, and investment being high cost but high
control. The choice of entry mode can then be thought of in terms of the extent to
which the firm needs to control the marketing and delivery of its products and services
to customers, and the extent to which it wishes to control costs. Exporting is often
presented as being the first stage in internationalization, because it involves a relatively low resource commitment. As firms build up experience they are thought to
move on to more complex and high commitment method of market entry, such as a
contractual arrangement or direct investment in overseas markets. In practice, of
course, the choices are rarely that straightforward, and the nature of financial services
does tend to constrain the choice of mode of market entry. A helpful overview that
highlights some of the complexities associated with internationalization and methods
of market entry is provided by Whitelock (2002).
The methods of market entry are described below:
1. Export. Exporting involves supplying goods from the home country to customers
located in international markets. Provider and customer essentially remain at
arm’s length. Different regulatory systems and customer preferences for a physical presence make this form of market entry difficult for providers of financial
services, although deregulation within the European Union has sought to encourage increased trade in financial services through a system of mutual recognition.
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Moreover, it has been suggested that high levels of information intensity in some
financial services, combined with the ability to digitize, have increased the potential for service exports (McLaughlin and Fitzsimmons, 1996). Certainly the global
securities business, which relies heavily on digitized information relies on growing volumes of export-style activities with, for example, an investment house in
New York dealing with a securities house in Hong Kong who will then provide a
service remotely, based around information.
2. Contractual: A contractual entry mode involves some form of partnership
arrangement with a domestic provider which typically does not involve any
shared ownership. Contractual entry modes are rather more costly than exporting, but also provide rather more control. The most immediately recognizable
forms of contractual entry are franchising and licensing. Both these arrangements
grant an overseas firm the right to use some of the knowledge and expertise
associated with the firm wishing to internationalize, and, because they draw on
local managerial expertise, can be of particular value when there is a need to be
sensitive to and adapt to local culture. Licensing arrangements are common in the
physical goods sector – a variety of different types of soft drinks and food stuffs
available worldwide are manufactured ‘under licence’, i.e. using licensed recipes,
manufacturing processes etc. Franchising extends the licensing concept to cover
not just the product but also a broader business format. Service businesses such
as Hertz, Hilton Hotels and MacDonald’s rely heavily on franchising as a method
of market entry, but it is relatively less popular in the financial services sector for
internationalization, although it is used in domestic markets for activities such as
financial advice and broking.
3. Investment: Investment-based entry describes any type of operation in which a
control is established over physical assets in an international market. It is the
highest-cost mode of entry and requires considerable commitment, but it also
offers the highest level of control over the conduct of business. Investment-based
entry may involve wholly new developments (sometimes referred to as greenfield developments) or some form of joint venture, strategic alliance or
merger/acquisition. Greenfield developments are costly, but allow the organization to do exactly what it wants. Citibank’s entry to the Japanese market in the
1980s was managed as a wholly new development. Joint ventures and strategic
alliances are less flexible, because they entail working with local partners, but
they do ensure access to organizations with local knowledge (which can be very
important in some markets). In many countries, government regulations require
that foreign entrants operate in a joint venture (see Case study 6.1 regarding
China), so new market entrants may simply not have a choice. Mergers and
acquisitions can be attractive as routes to market, because they provide speedy
access to an existing customer base and save the new entrant the difficulty of
building up the business from nothing. The acquisition of the British-based
Abbey plc by the Spanish Banco Santander is a good example of such an
approach. However, there are clear challenges associated with integrating the
staff and systems of two or more businesses, and this can make mergers and
acquisitions difficult to manage. In general, investment entry modes have been
widely used in financial services; there are numerous examples of joint ventures
where required by regulations and market conditions, but many of the larger
international financial services organizations have reached their position through

Internationalization strategies for financial services

125

a series of mergers and acquisitions. For example, Deutsche Bank became a global
bank through the acquisition of Banca d’America e d’Italia in 1986 (Italy), Morgan
Grenfell in 1989 (UK), Bankers Trust in 1999 (USA), Scudder Investments in 2002
(USA), Rued Blass & Cie in 2003 (Switzerland) and United Financial Group in
2006 (Russia).
The choice of method of market entry is subject to a variety of influences, including the nature of the service, the internal resources and capabilities of the firm, the
regulatory environment and the host-country environment. This means that it can
be difficult to generalize about the best mode of market entry for any given service,
but investment modes do appear to be the preferred route to market for most financial services providers – reflecting, perhaps, the importance of a physical presence
in the market, regulatory considerations, the value of local knowledge and the need
for control over the service itself and the way in which it is delivered.

6.7.3

How to market in international markets

Once a method of market entry has been selected and implemented, the issue of
marketing needs to be addressed. Discussions of international marketing have traditionally revolved around the debate between standardization and customization –
should an organization operate with the same marketing strategies and tactics
across all markets, or should strategy and tactics be tailored to the local market? In
basic terms, this can be thought of as directly analogous to the choice between a
global strategy (low levels of local responsiveness) and a multi-domestic strategy
(high levels of local responsiveness). Although this debate has attracted much attention in academic literature and international marketing textbooks, most academics
and practitioners would recognize that some degree of customization is unavoidable
and that sensible approaches to international markets will involve standardizing
where possible (the brand, advertising messages, logos, use of colour, methods of
distribution) and being prepared to customize where necessary (product
features, creative presentations, use of language, price). The leading global financial
services providers such as Standard Chartered Bank, American Express, HSBC and
Citibank all provide examples of how this is done. Some marketing activities are
adapted to the specific context, but there remains considerable standardization in
terms of the marketing communications, thus ensuring that the brand is recognizable
worldwide.

6.8

Summary and conclusions

This chapter has introduced some of the major issues relating to internationalization
in the financial services sector. Although it is commonly assumed that financial
services are very much domestic markets because of regulatory frameworks and
consumer expectations regarding a physical presence, many aspects of the industry
are highly international. A variety of factors may encourage internationalization.
At a micro-level, we can distinguish those factors which ‘push’ an organization
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overseas and those which ’pull’. At a macro-level, variations in the environment can
make international operations more or less attractive.
A series of broad strategic approaches to international activity can be identified
based on the degree to which there is pressure for integration to exploit economies
of scale and the degree to which there is a need for local responsiveness. As well as
establishing a broad strategic approach to operating internationally, organizations
must also give careful consideration to the choice of markets in which to operate,
the method of market entry, and the right approach to marketing its services once
established.

Review questions
1. Why are banks more international than financial advisers? Why are corporate
financial services more international than retail financial services?
2. What are the benefits to HSBC of the development of a global brand?
3. Compare and contrast exporting and investment modes of market entry for
financial services. Why have investment modes of entry been more widespread?

7
Understanding the
financial services
consumer

Learning objectives
By the end of this chapter you will be able to:
● understand the factors that influence consumer decision-making in financial
services
● recognize the ways in which financial services providers can influence the
buying process
● recognize the differences between final consumers and business consumers
in relation to financial services.

7.1

Introduction

Understanding consumers is central to effective marketing, and yet our understanding of how consumers buy financial services is rather limited. For many personal
consumers, financial services are not seen as particularly interesting or exciting purchases; they are seen as complicated, and often it is difficult for consumers to identify differences between a bank account from, say, HSBC and one from Standard
Chartered, or between an insurance policy from Aetna and one from AIA.
Consumers find it difficult to evaluate their purchase in advance, and consequently
experience high levels of perceived risk. Furthermore, as explained in Chapter 3,
financial services are often seen as uninteresting and consumption is contingent –
that is, the services in themselves do not generate a current consumption benefit;
indeed, they can serve to reduce current consumption pleasure. In some cases
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financial services may create consumption opportunities in the future; in other cases
they may never result in tangible consumption for the individual who made the
purchase (e.g. life insurance). Many consumers regard them as ‘distress purchases’ –
things that they have to buy but don’t want to – and often have little incentive to
learn more about such products. Thus, many personal consumers are often rather
uninterested and relatively passive consumers.
The same may not be true of business customers, many of whom will have
detailed knowledge of financial services and their companies’ financial needs. Their
purchases of financial services will be seen as important factors contributing to the
performance of the business, and consequently they are likely to be much more
active and better informed during the buying process. Of course this is something
of a generalization, care must be taken not to stereotype consumers too much.
However, the comparison helps to show that trying to understand financial services
buying behaviour can be very complicated.
This chapter, which is substantially based on Ennew and McKechnie (1992), aims
to provide an explanation of how consumers make decisions when buying financial
services. The main focus will be on personal consumers, but, where appropriate, the
experiences of personal consumers will be contrasted with the experiences of business customers. The chapter begins with a discussion of consumer decision-making
based on established information-processing models of consumer choice.

7.2

Consumer choice and financial services

It is important to bear in mind that the term ‘customer’ is multifaceted, whereby a
number of roles combine together to result ultimately in consumption. For example,
there is the role of initiating the desire to satisfy a given need; this may be followedup by the role of the influencer and lead on to the decider, purchaser and user. In the
consumer domain all five roles are frequently performed by the same person, especially with regard to what are termed routine purchases. However, in the B2B
domain they are very often carried out by separate individuals or, possibly, groups
of individuals. We call this a decision-making unit (dmu), and it has significant
implications for the organization of marketing activities. It calls for detailed knowledge of the dmu at the level of the individual business entity, and this is a major
challenge when marketing financial services to corporate clients.
There are many different frameworks for understanding consumer behaviour.
Indeed, there is a growing interest in researching consumers from interpretivist perspectives to understand the meaning, nature and significance of consumption of
certain types of goods and services to individuals. However, the majority of research
on financial services consumers has relied on traditional cognitive-based
approaches to understanding consumer behaviour. These approaches to understanding consumers are based on the notion that consumer choice is the result of
some form of systematic processing and evaluation of information. The consumer is
seen as a problem-solver who moves sequentially through a series of stages in a
decision-making process prior to making a purchase. One of the best examples of
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Problem recognition

Information search

Evaluation of alternatives

Purchase

Post-purchase behaviour

Figure 7.1 The Engel–Kollat–Blackwell model.

this approach for final consumers is probably the Engel–Kollat–Blackwell model
(Engel et al., 1991), which is outlined in very simplified form in Figure 7.1.
In essence, the decision process begins when the buyer recognizes a ‘problem’
(that is, a difference between a desired and an actual state) and is motivated to act.
Need recognition may be stimulated by either external factors (e.g. advertising, promotion, awareness of the consumption of others) or internal factors (e.g. hunger,
thirst, need for security). To solve the problem, the buyer engages in a search for relevant information (either from memory or external sources, or from both). Based on
that information, the consumer evaluates the alternative options that are available
and makes a purchase decision based on which option best meets the initial need.
Finally, once the purchase has been made, there will be further evaluation and
responses including, typically, evaluations of satisfaction, willingness to recommend and willingness to repurchase.
Treating consumer choice as a problem-solving process may have a certain intuitive appeal, but it also has a number of weaknesses. In particular, such an approach
assumes a high degree of rationality in purchase decisions; it assumes that decisionmaking is very logical and linear, and it assumes a degree of consistency in behaviour. It is important to recognize these limitations and to be aware that consumer
choice in financial services is potentially a very complex process. However, the
simple framework outlined in Figure 7.1 is helpful as a way of structuring the discussion of consumer choice in financial services. In particular, it is useful as means
of understanding some of the different ways in which marketing can and does influence the choice process. It should be appreciated that not all five steps in the
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Engel–Kollat–Blackwell process need necessarily apply sequentially to all purchase
occasions. In some cases, and for frequently purchased and simple products, consumers might proceed directly from problem recognition to purchase because they
are familiar with the means of satisfying a given need. Given that financial services
are complex and infrequently purchased, it might be reasonable to expect that
the choice process may be more thorough and considered, although, in practice,
anecdotal evidence suggests that some consumers may actually make quite impulsive purchases, not least because of a lack of interest in the product.

7.2.1

Problem recognition

This is concerned with understanding the needs and wants of consumers and the
extent to which they are motivated to satisfy those needs and wants. Needs and
wants for personal customers will vary according to personal circumstances,
whereas the needs of business customers will depend upon the stage of development and the situation of the business. For personal customers there is a range of
‘needs’ that may be satisfied through the purchase of financial services, including
the need to make payments (e.g. cheques), the need to defer payments (loans, mortgages, credit cards, etc.), the need for protection (house insurance, health insurance,
life insurance, etc.), the need to accumulate wealth (managed funds, stocks, life
insurance based savings, etc.) and the need for information and advice (tax/financial
planning, etc.). For many personal consumers, ‘needs’ of this nature are intrinsically
uninteresting; there is often also a preference to ignore certain ‘needs’ which may be
associated with unpleasant events such as burglary, illness or death. Because financial services are often products which consumers would prefer not to think about,
there is a danger that they will not recognize a need for a financial service. The
relatively low take-up of products such as critical illness insurance (which pays out
on the diagnosis of a life-threatening condition) may in part be due to consumers’
reluctance to consider the possibility that this will happen to them. Equally, the
complexity of many financial services and the lack of transparency in marketing
may mean that customers are unable to recognize the ways in which those services
might meet their needs.
As a consequence of the lack of intrinsic appeal and the complexity of the range
of financial services available, it is often argued that consumers do not actively
recognize that they have ‘needs’ for various financial products; rather, they remain
essentially passive participants in a decision process until the point of sale
(Knights et al., 1994). At this point, the marketing process then starts to focus on the
identification and activation (some would even suggest creation) of those needs.
This raises a number of issues. Clearly, marketing is much more difficult in those
instances in which customers are largely uninterested and unaware of the benefits
of the product. It becomes impractical to rely to any degree on consumer ‘pull’,
and instead many organizations will place considerable emphasis on ‘sales push’ –
i.e. actively pushing products to consumers and persuading them of the benefits
of purchase. This comparatively greater reliance on sales push is reflected in the
widespread use of personal selling, particularly for the more complex products.
A reliance on sales push does create potential problems – a situation in which
customers have limited knowledge and interest combined with an industry which
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has to rely heavily on active selling creates considerable potential for mis-selling
(i.e. selling products that are clearly inappropriate for the person concerned).
The difficulties that consumers experience in relation to problem recognition are
often compounded by a lack of transparency in marketing. A common source of
complaint in many parts of the world is that key aspects of product design and pricing are not clearly displayed and explained. Transparency is the word applied to this
form of openness.
In recent years there have been great strides forward in a range of countries as
regulators seek to make products more transparent. However, it is particularly
difficult to achieve the desired degree of transparency in an area which is often characterized by variable and uncertain outcomes, product complexity and relatively
poorly informed consumers. Chapter 12 explains the complexity that applies to
financial services, and the range of different pricing concepts with which consumers
need to be familiar in order to make well-judged choices.
In addition to whatever written rules apply to standards of transparency, it is
important that marketing managers embrace the spirit of transparency. This will be
in the long-term interests of providers, as such an approach will result in much
better-managed consumer expectations and enable customers to recognize their
needs and identify suitable products more clearly.
For corporate customers the range of basic needs is likely to be similar, although
many of the products used to satisfy those needs may be more complex, particularly
when the customer represents a large business organization. In addition, business
customers, particularly those from larger organizations, will have a much better
understanding and awareness of their own needs, suggesting that marketing may
need to be less concerned with helping consumers to understand what their needs
are and more concerned with deciding how best to meet those needs.

7.2.2

Information search

Information search describes the process by which consumers gather relevant information either from their own memories of from external sources – whether marketing
communications, from other consumers or from independent third parties. To the
extent that the nature of financial service induces consumer passivity, the degree of
information search is likely to be limited. Even when consumers are willing to be
more active in the purchase process, information-gathering presents problems.
A significant element of information-gathering typically relates to search qualities,
but intangibility and inseparability mean that financial services are low in search
qualities while high in experience and credence qualities (Zeithaml, 1981). Unless
consumers can draw on their own prior experience of the product (and this is likely
to be rare, since most financial services are long term, continuous or both) there will
be a tendency to rely heavily on the experience of others in the form of wordof-mouth recommendations, and on the credibility of the organization as a whole.
Even allowing for the difficulties that consumers face in gathering information,
there are further problems in relation to the validity and accessibility of information.
First, many financial services are long term in nature; consequently, even when
consumers gain vicarious experience from word-of-mouth recommendations, that
experience may be at best very partial since the full benefits of a product (a 10-year
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savings plan for example) may not have been realized. Secondly, since many products are effectively customized to individuals (reflecting health status, age, martial
status, etc.), drawing on the experience of others can be misleading if personal
circumstances differ. Thirdly, the complexity of many financial services means
that many consumers may collect information but not actually interpret it, or may
interpret it incorrectly. The difficulties associated with information search may be
compounded by lack of transparency, as discussed above. In the UK, the financial
services sector has been criticized for lack of transparency in the representation of
so-called guaranteed equity bonds (GEB). Caine (2005) observes that over 200 bonds
of this type were launched in 2005. Caine is particularly critical of the way in which
the guarantee of the return of the initial investment does not always make clear the
opportunity cost of loss of interest that investors should consider. She also argues
that insufficient profile is given to the fact that explicit reference to the respective
role and contribution of dividends as well as pure share price growth is absent.
While information search is clearly problematic, it is important to recognize that
there has been a notable increase in consumer understanding and knowledge of
financial services and considerable expansion in the various sources of independent
information. Most daily papers have sections devoted to personal finance, and there
is a growing number of specialist magazines to provide information and advice to
customers – including Smart Investor (Australia), Outlook Money (India), Investors’
Chronicle (UK) and Money (US). In addition, organizations such as Which? in the UK
and the Consumers’ Union in the US provide regular advice and product comparisons.
In addition, most leading web portals provide a growing amount of financial information. For example, in the UK, Motley Fool (www.fool.com) provides advice about
investment and other financial services, Money Expert (www.moneyexpert.com)
provides product comparisons, and uSwitch (www.uswitch.com) provides product
comparisons and advice on switching. Thus, personal consumers are generally
thought to be better informed now than was the case in the past. However, the
simple availability of information does not necessarily mean that it can always be
used to good effect.
It is probably easier for corporate customers, who have more experience of using
financial services and are better able to evaluate competitor offerings. In addition,
the key decision-makers are likely to have more specialist knowledge, and so information search should be more straightforward, even if the original needs are rather
more complex.

7.2.3

Evaluation of alternatives

If there are difficulties for consumers with respect to the gathering of information,
these difficulties are magnified when the consumer attempts to evaluate alternative
services. Like many services, financial services are processes rather than physical
objects; the predominance of experience qualities makes pre-purchase evaluation
difficult and, where credence qualities are significant, post-purchase evaluation may
also be problematic. Typically, alternatives are evaluated in relation to dimensions
specified in the initial problem-recognition stage; if consumers are in some senses
inert or inactive in relation to problem recognition, then the criteria being used for
evaluation are likely to be poorly defined. However, even accepting that consumers
can make evaluations, the process of so doing will be complicated by a number of
features of financial services. There is a variety of different products that may satisfy
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a particular need; for example, the consumer who wishes to accumulate wealth may
consider a range of products – national savings certificates, guaranteed equity bonds,
unit trusts and simple equity investments. The risk–return characteristics of these
services vary considerably, as do the prices, and there is rarely any easy way to
make direct comparisons across different service types. These problems have been
exacerbated by the lack of transparency in the pricing and promotion of many financial services (Diacon and Ennew, 1996). Although recent regulatory changes regarding
commission disclosure have partly remedied this situation, comparisons across
service types remains difficult.
The presence of credence qualities in many financial services also makes evaluation complex. Products that need a significant element of advice, or which require
‘managing’ over the course of their life, may be difficult to evaluate even after
purchase. In particular, the performance of many long-term investment products is
determined partly by the skill of the relevant fund managers, but partly by economic
factors which are beyond the control of the supplier. Thus, consumers expose themselves to certain risks (both actual and perceived) in purchasing these products, but
will subsequently experience difficulty in determining whether poor performance
was due to company-specific factors or external contingencies. A consequence of
this situation is a tendency for customers to evaluate service providers (rather than
the services themselves) and to rely heavily on trust and confidence as attributes of
those providers. Indeed, trust is a concept that lies at the heart of the relationship
between a financial services supplier and its customers. The fund of trust that a
financial services brand can instil in the public represents a major asset, as observed
by HSBC’s Group CEO Stephen Green (in Ennew and Sekhon, 2003):
If customers have faith in the HSBC brand, they will give us a trusted role in
their lives and help us build our business.
Those involved in marketing financial services must place priority on engendering the
trust of consumers, and avoiding policies and practices that serve to undermine trust.

7.2.4

Purchase

Purchase is normally expected to follow logically as the result of the evaluation
of alternatives, unless any unexpected problems materialize. However, earlier
discussions have suggested that, for many financial services customers, needs are
only created or activated at the point of purchase. Accordingly, the actual process of
purchase will often be the result of an active selling effort by a supplier. Customer
interaction with sales staff is then likely to be of particular significance in the purchase process. Even with developments in relation to the Internet and in ATMs and
telephone sales, the significance of face-to-face interaction is likely to continue in the
medium term. However, while sympathetic, unpressured selling may be highly
effective, the complexity and riskiness of financial services, combined with their
common status as ‘avoidance’ products, means that many customers may be vulnerable to ‘hard’ or ‘over’ selling. There can be little doubt that this has been the case
in the past in some parts of the market (Ennew and Sekhon, 2003), and that it has
resulted in a significant loss of consumer confidence in those parts of the industry
where confidence is so important.
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Furthermore, the purchase process is influenced by the inseparability of production
and consumption in financial services. The frontline service employees play an
important ‘boundary spanning role’ in the production of services, as do the consumers
themselves in their capacity as ‘partial employees’ (Bowen and Schneider, 1988).
Therefore, an important influence on the purchase process will be the interaction
between buyer and supplier. Since services depend upon input from both service
employees and consumers for their production, the quality of the service output
very much depends on the nature of the personal interactions of these parties.
Fiduciary responsibility is often highlighted as an important characteristic which
distinguishes financial services from other services and goods; one dimension of
fiduciary responsibility is that suppliers need to exercise discretion with respect to
the sale of certain products. For example, it would be inappropriate for a bank to
lend money to a business that has few prospects for survival and success. However,
until a consumer has signalled the intent to purchase it may not be possible to identify whether or not it is appropriate to provide that product to that customer. Thus,
the consumer effectively faces the added problem that even if a conscious decision
to purchase has been taken, the financial institution concerned may be unwilling to
provide the product.

7.2.5

Post-purchase behaviour

The post-purchase evaluation of financial services is difficult, for the reasons mentioned earlier. Indeed, it is often suggested that evaluation may place rather more
emphasis on functional aspects of the service (how things are done) than on technical
aspects (what is done) because the latter are more difficult to evaluate (Zeithaml, 1981).
The difficulties of post-purchase evaluation would tend to suggest that the risk of
cognitive dissonance among consumers is high, and that this may subsequently
reduce brand loyalty. Evidence for this is ambiguous; for continuous products such
as bank accounts, a high level of cognitive dissonance might be reflected in high
levels of switching. In practice, the number of consumers changing bank, although
increasing (Burton, 1994; Ennew and Binks, 1996b), is still low. This may reflect
a low level of dissonance; alternatively, given switching costs, consumers may be
willing to tolerate high levels of dissonance before being motivated to act. In the
case of savings and investment products the levels of switching are higher, and
the relatively low proportion of retained customers may reflect the high level of
dissonance experienced.
However, where a high degree of trust is established between buyer and seller,
there can be considerable benefits for both parties. The establishment of trust can
bring about a degree of inertia in buyer–seller relationships. Since an irreversible
amount of time and effort is required by an individual in order to acquire the
necessary experience and information on which to assess an institution’s reliability,
it is usually the case that, once satisfied, a consumer is more likely to remain with
that institution than to incur the costs of searching for and vetting alternative suppliers. This does create a potential problem for marketing, in that organizations may
fall into the trap of assuming that, once acquired, customers will remain with the
organization, resulting in insufficient attention to customer retention and an
overemphasis on customer acquisition.
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The Engel–Kollat–Blackwell model assumes a highly rational approach to
decision-making whereby individuals seek to optimize their well-defined preferences, and mitigate the associated risks through the acquisition of knowledge. Such
a rational approach is more likely to be a feature of the B2B environment, where
purchasing takes place in order to satisfy the financial goals of a company. However,
this model of economic rationality may not hold true to such an extent in the
consumer domain. Factors such as relative financial illiteracy and the often-observed
low level of interest in and engagement with financial services products can result
in consumer behaviour that seems far less economically rational. Behavioural
finance and economic finance are fields of knowledge that seek to explain why it is
that human beings individually and collectively approach decision-making in what
seems to be an irrational and illogical manner. This gathering body of knowledge is
based upon combining relevant concepts from the disciplines of psychology and
economics. Readers interested in learning more about this field are referred to the
work of people such as Daniel Kahneman at Princeton University.

7.2.6

Summary

From the discussion above, it should be clear that there are good conceptual reasons
for expecting consumers to encounter difficulties with respect to the choice of financial services. The severity of these problems will vary across market segments. For
example, the problem of complexity may be rather less important for a corporate
buyer evaluating different leasing companies than for an individual evaluating pension providers. Furthermore, corporate buyers may well be expected to express
needs more actively and accurately than personal customers. Nevertheless, within
the personal market there are clearly some subgroups of customers who are more
actively aware of their needs than are others. Allowing for this variation in the
degree and type of difficulties consumers may experience, there is a number of
themes that seem to be of particular relevance to the choice process. These include
the importance of trust and confidence in the supplier, the concern about customer
passivity, the relative importance of functional aspects of the service product, and
the importance of interaction and contact with people.

7.3 Consumer buying behaviour
in financial services
The previous section has highlighted some of the difficulties that customers
encounter in the purchase of financial services. In this section we examine briefly
some of the existing empirical research relating to buying behaviour, and consider
the extent to which it corroborates the issues discussed in the previous section. The
results of a variety of studies of buying behaviour for both personal and corporate
financial services are summarized in Tables 7.1 and 7.2. Most of the work to date has
emphasized specific aspects of buying behaviour, such as factors affecting the choice
of bank, usage of financial services and customer loyalty, rather than attempting to

Table 7.1 Personal financial services buying behaviour
Author(s)

Field of study

Geographic area

Key finding(s)

Laroche et al. (1986)

Factors influencing choice of bank

Canada

Jain et al. (1987)

Customer loyalty in retail banking

USA

Joy et al. (1991)

Link between ethnicity and use of
financial services
Importance of bank image as a
competitive strategy for increasing
customer traffic flow

Canada

International comparison of bank
customers’ expectations and
perceptions of service quality
Consumer attitudes to independent
advice
Banking services for young intellectuals
Consumer choice criteria in
financial institution selection

UK/USA

Importance of location convenience, speed of service,
competence and friendliness of bank personnel
Customer loyalty is a useful construct; bank non-loyal
segment swayed by economic rationale, whereas greater
emphasis placed on human aspects of banking by bank
loyal segment
Ethnicity should be considered as a construct having strong
potential impact on consumption
Preference for banks amongst students as providers of
financial services; greater confidence in large to mediumsized banks; importance of courtesy of personnel,
competitive deposit rates, loan availability
Very high expectations of service quality and high perceptions
of service received, yet gaps did exist

Leonard and Spencer
(1991)

Lewis (1991)

Ennew (1992)
Chan (1993)
Boyd et al. (1994)

USA

UK
Hong Kong
USA

Harrison (1994)

Segmentation of market for retail
financial services

UK

Burton (1996)

Ethnicity and financial behaviour

UK

More importance may be attached to image and reputation
of an independent financial adviser than their status
Financial sophistication of youth market
Reputation and interest rates (loans/savings) more important
than friendliness of employees, modern facilities, drive-in
service
Distinct segments identified based on financial maturity
(based on likely range of product holdings) and perceived
knowledge of financial services
Evidence of considerable variety in the take-up of pensions
according to ethnic origin; suggests that financial services
providers have not yet accommodated the needs/
expectations of distinct ethnic groups

Goode et al. (1996)

Satisfaction with ATMs

UK

Kennington et al. (1996)

Study of banking habits and bank
choice in a transitional economy

Poland

Levesque and
McDougall (1996)

Determinants of satisfaction
in retail banking

Canada

Veloutsou et al. (2004)

Determinants of bank loyalty

Greece

Verma et al. (2004)

Understanding customer choices
in E-Financial Services
Customer satisfaction and loyalty
across two divergent bank segments

US

Pont and McQuilken
(2005)

Australia

Levels satisfaction and overall usage of services influenced
by customer expectations and by perceived risk
Consumers in a transitional economy select banks using
the same criteria as consumers in other countries, although
pricing concerns do appear to be particularly significant
Satisfaction influenced by service quality, service features,
service problems and service quality; these variables also
affect intentions to switch bank
Examines role of satisfaction, perceived quality and image
as drivers of bank brand loyalty
Suggests customer swilling to pay more for an online service
that gives offline value and online benefit
Investigated retirees and university students; no significant
difference in satisfaction levels between segments, but
a significant difference on three behavioural intentions
dimensions – loyalty, pay more and customer relations

Table 7.2 Corporate financial services buying behaviour
Author(s)

Field of study

Geographic area

Key finding(s)

Turnbull (1982a)

Purchase of international financial
services by large/medium-sized
UK companies with European
subsidiaries
Role of branch bank manager in
bank services marketing
Use of foreign banks by UK companies

UK

Greater effort required to understand the nature of customer
needs and bank/customer relationships through detailed
application of the Interaction theory

UK

Lack of customer orientation amongst bank branch managers

UK

High concentration of decision-making and extent of split
banking; crucial importance of development and maintenance
of a company-bank relationship
Small/medium-sized companies do not always consider major
UK banks as an appropriate source for all financial services

Turnbull (1982b)
Turnbull (1982c)

Turnbull (1983)

File and Prince
(1991)

Relationship between banks’ corporate
customers and their sources of
financial services
Relationship between large companies
and its lead and closest
substitute bank
Corporate customer buying behaviour
for banking services.
Purchase dynamics of SME market
and financial services

Edwards and
Turnbull (1994)
Zineldin (1995)

Current and future use of foreign banks
by UK middle corporate market
Bank–company interactions

Turnbull and Gibbs
(1989)
Chan and Ma (1990)

UK

South Africa

Hong Kong
USA

UK
Sweden

Predominant bank selection criteria: importance of quality of
service, quality of staff and price of services; split banking
common
Great importance attached to banks understanding their clients’
attitudes in order to serve them better
Existence of three distinctive sociographic segments adopting
innovations in bank services: return seekers, relevance
seekers and relationship seekers
Very conservative approach to domestic banking, with foreign
banks used as secondary banks
Smaller companies tend to have stable relationships with a
single bank, but larger organizations operate with a variety
of banking relationships; there is evidence of low levels of
satisfaction among smaller companies

Ennew and Binks
(1996a)
Ennew and Binks
(1996b)
Turnbull and
Moustakatos (1995)

Impact of service quality on
customer retention
Customer involvement in banking
relationships
Empirical research using a sample
of investment banks and their large
corporate customers.

UK

Mols et al. (1997)

European corporate customers’ choice
of domestic cash management banks

Europe

Athanassopoulos
and Labroukos
(1999)
Lam and Burton
(2005)

The nature relationships between
corporate companies and financial
institutions
Bank selection and share of the wallet
among SMEs: apparent differences
between HK and Australia

Greece

UK
UK

HK/Australia

Both product characteristics and service quality affect potential
for small businesses to switch bank
Greater degrees of customer involvement in a banking
relationship result in improved service quality
Suggests likely polarization in industry structures. Major players
will be full service investment banks with a worldwide
capability accompanied by specialist niche players on a
geographical or product basis
Differentiation between the service offering as perceived by
managers towards individual and business customers;
evidence of superior service experience of individual rather
than business customers
Evidence that profitable firms resist cross-selling; need for
relationship marketing to expand scope; product-bundling
not sufficient to ensure lasting relationships
Firms in both countries view a bank’s willingness to
accommodate their banking and credit needs as being
important. Hong Kong firms appear to give this factor higher
priority, while Australian firms appear to place higher
emphasis on long-term relationships.
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examine the buying process as a whole. This largely reflects the difficulties
associated with testing decision-process models in their entirety.
Empirical studies relating to the personal market highlight the importance of
factors such as confidence, trust and customer loyalty. Some of the common choice
criteria in bank selection include dependability and size of the institution, location,
convenience and ease of transactions, professionalism of bank personnel, and
availability of loans. It would appear, therefore, that the personal consumer is more
interested in the functional quality dimension of financial services (i.e. how the
service is delivered) than in the technical quality dimension (i.e. what is actually
received as the outcome of the production process) (see Grönroos, 1984). This is
hardly surprising, given the difficulties consumers have in evaluating services.
In contrast, work relating to corporate customers places much greater emphasis
on the importance of interaction and understanding. This is consistent with the
notion that issues such as passivity, complexity and problems of comparison are
perhaps less important to corporate decision-makers, but that the intangibility and
the lack of search qualities means that personal relationships, trust, confidence and
reliability continue to be important influences within the purchase process.

7.4

Industry responses

The first part of this chapter highlighted some of the problems which confront
consumers when choosing financial services. These difficulties are due partly to the
generic characteristics of services, partly to the unique features of financial services
and partly to the practices employed within the industry itself. Given the existence
of these problems, effective marketing must concern itself with reducing or minimizing the difficulties that consumers face in the purchase process. In order to
examine the current evidence on industry responses, this section considers the
nature of strategies and tactics employed in relation to selected characteristics of
financial services – intangibility, inseparability/perishability, heterogeneity, fiduciary
responsibility and the long-term nature and uncertainty of many of the products.
However, it should be noted that many of these responses can address more than
one service characteristic.

7.4.1

Intangibility

Intangibility is probably the dominant characteristic of any service, and there is a
variety of strategies that can be used to mitigate its effects. The simplest approach
is to find some means of tangibilizing the service. The provision of some physical
evidence (whether essential or peripheral) is probably the most common approach
to dealing with intangibility (Shostack, 1982). Examples of peripheral physical
evidence might include wallets with insurance policies, cheque-book covers, and
even promotional free gifts. Essential physical evidence is typically associated with
branch networks or head offices, with the appearance and layout being used to give
a tangible representation of the organization. Often, physical evidence of this
nature is supported by the use of a tangible image or name. Thus, for example, the
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‘Leeds Permanent’ and the ‘Northern Rock’ are both organizational names that try
to link to an image of stability and security. Equally, a tangible image or association
such as the Black Horse (Lloyds) or Direct Line’s red telephone on wheels can serve
a similar purpose. Using physical evidence or imagery to tangibilize a financial
service is a key element of most marketing strategies. Nevertheless, there are
pitfalls associated with this approach, particularly with respect to the development
of a tangible image. The image developed necessarily creates expectations in the
consumers’ mind and if the organization cannot match those expectations then
customer satisfaction may decrease.
Tangibilizing a service addresses the problem of lack of physical form, but is less
effective in relation to product complexity and lack of consumer interest (a form of
mental intangibility). Two key strategies are important in this respect. First, to
address the complexity issue there is a need to focus on reducing perceived risk
through building trust and confidence; if consumers cannot fully understand the
nature of the service, then they must be able to trust a supplier and feel confident
that their finances are being safely managed. Attempts to build such trust and
confidence often rely on the longevity of the organizations. For example, The Royal
Bank of Scotland claims in its literature that:
You can also be sure that your money is in safe hands. We have been around for
more than 260 years, which gives us a wealth of banking experience.
Similarly, MAA claims in its advertising that it is:
a tried and trusted insurance company with over 30 years’ experience in
protecting the savings of Malaysian families and investors.
Equally important is the use of third-party endorsements to indicate quality and
reliability. Thus Arab Malaysian Unit Trusts Bhd emphasizes endorsements from
Standard and Poor’s Micropal for several of its funds, while China Construction
Bank draws attention to its status as ‘Bank of the Year’ in The Banker Awards.
The lack of consumer interest in many financial services and the fact that
consumption is essentially contingent can often be addressed by focusing on the
benefits gained from the purchase of the product. Thus, promotional material for
personal loans tends to emphasize the purchases which can be made as a result of
the loan (whether cars, hi-fi equipment, holidays or houses). Similarly, marketing
for life insurance and other related protection products will emphasize the benefit
of security for the policyholder’s dependents. Because financial services are generally
products that consumers would prefer to avoid and because they have no obvious
value in themselves, marketing must put extra effort into emphasizing the benefits
that these services provide.

7.4.2

Inseparability/perishability

The fact that they are typically produced and consumed simultaneously means that
financial services are perishable and, most significantly for this discussion, that
customers have considerable difficulties with respect to pre-purchase evaluation.
Although an ex ante evaluation of a particular product may be difficult, consumers
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can evaluate the organization and can draw on the experience of others.
Accordingly, a common theme in the marketing of financial services is to emphasize
the performance and quality of the organization and its people in order that there
will be a halo effect from organization to product. Such approaches are often
reinforced by active attempts to secure word-of-mouth recommendations. American
Express, for example, actively encourages existing customers to recommend new
customers, and rewards those customers who do introduce new members.
Furthermore, given the importance of the interaction between customers and
employees and the potential role of employees in inspiring trust and confidence,
many organizations are increasingly looking at human resource policies, training
and internal marketing as means of building more effective relationships with customers in order to encourage retention and re-purchase. These relationships are seen
as being of considerable significance in reducing the levels of both perceived risk
pre-purchase and dissonance post-purchase. First Direct, for example, when recruiting staff for the launch of its telephone banking service, placed much greater
emphasis on the interpersonal skills of customer contact staff than it did on their
detailed knowledge of banking practice.

7.4.3

Heterogeneity

A logical consequence of inseparability and the important role played by people is
that the quality of service delivery has the potential to be highly variable. Clearly,
the potential for such variability will hinder the process of evaluation by consumers.
Mechanization of service delivery through ATMs, automated phone-based systems
and Internet-based systems, for example, or even through the use of expert systems,
has the potential to reduce quality variability, although this option may not be
available for all services. Where delivery cannot be mechanized, then financial
institutions must emphasize internal marketing and training to ensure higher levels
of consistency in service delivery.

7.4.4

Fiduciary responsibility

The concept of fiduciary responsibility concerns itself with the implicit and explicit
responsibilities of financial institutions with respect to the products they sell. The
impact of fiduciary responsibility is arguably at its greatest at the purchase stage,
when a consumer may find that, despite an active marketing campaign which has
stimulated a decision to purchase, the institution indicates that it is unable to provide the product. For example, a common complaint from both personal customers
and smaller businesses is that banks will actively promote the fact that they offer a
variety of loans, but will then turn down applications from some customers. Similar
issues arise in relation to insurance, where many companies are increasingly looking to sell only to good risks. In part this may simply reflect the overall importance
of profit and an unwillingness to supply loans or insurance when the risk is too high
(Knights et al., 1994). However, we should perhaps note that such decisions may also
reflect an element of fiduciary responsibility in the sense that financial services suppliers are obliged to recognize that many of their ‘raw materials’ are actually funds
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provided by other customers. An extension of the idea of responsibility in relation
to the management of funds is evidenced in the case of the Co-operative Bank. The
bank’s positioning and promotional campaign revolves around its ethical stance
and its commitment to the responsible sourcing and distribution of funds.
The selling process itself is also an area of concern because of the substantial
information asymmetries which exist between supplier and customer. To address
these problems is difficult. The simplest route is perhaps to emphasize honesty and
prudence as themes in promotional campaigns. Consider, for example, the HSBC
campaign which claims:
We believe that the way forward is to offer a range of financial services
honestly, simply and with integrity. That is how we have accumulated 23 million
customers in 81 countries and territories.
Furthermore, there are difficulties for financial service organizations in that fiduciary responsibility means that they may be promoting products to those individuals
who are unlikely to be able to purchase because they are considered to be poor risk.
While clearly this is something that many suppliers seek to avoid, in practice the
identification of exactly who is an appropriate customer is difficult and, even with
sophisticated marketing information systems, this process will be less than perfect.
Finally, with respect to fiduciary responsibility, there is the issue of the purchase
(sales) process itself. Given the information asymmetries that exist between supplier
and customer, many customers are vulnerable to high-pressure selling and bad
advice. Indeed, this is probably the issue that has done most to undermine the
image of the financial services sector in recent years. Nevertheless, there are ways in
which these issues can be tackled both internally and externally. One approach
which a number of organizations have adopted is to reconsider their reward systems
with a view to eliminating or at least reducing the reliance on commission-based
selling. In a number of cases the nature of the reward structure (e.g. ‘our salesmen
aren’t paid just on commission’) is used as a component of advertising in order to
reassure consumers of the high standards of the supplying organization.

7.4.5

The long-term nature and uncertainty of products

Many financial services are either consumed continuously (current accounts, credit
cards) and therefore require a long-term relationship, or only yield benefits in the
longer term, and the precise nature of these benefits may be uncertain. As indicated
earlier, these features of financial services will tend to increase the perceived risk
associated with the purchase and decrease consumers’ ability to evaluate the service both ex ante and ex post. To address this problem, there is again a tendency to rely
heavily on marketing activities that emphasize the longevity of the supplier, trust,
confidence and reliability. A good illustration of this approach is the TV advertising
used by Clerical Medical, which emphasizes the origins of the company during the
early part of the nineteenth century and its success at serving particular customer
groups since that time. More recently, Royal Insurance has used a campaign that
focuses on the relationship between a particular financial adviser and a client; the
advert depicts the two individuals growing older together and seeks to highlight the
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company’s ability to provide a continuous relationship that meets the individual’s
changing financial needs.

7.5

Summary and conclusions

Although there has been a variety of empirical research examining customer choice,
understanding of the buying process for financial services is still limited. However,
what is apparent both conceptually and from existing empirical evidence is that
certain characteristics of financial services present a number of problems for
consumers when they make choices. Financial services are low in search qualities
and high in experience and credence qualities. Information is difficult to collect and
interpret, and there is a tendency to rely heavily on the experience of others rather
than on supplier-provided information. Evaluation is even more complex, partly
because of the lack of search qualities but also because of the complexity of many of
the products and the reluctance of many suppliers to facilitate comparisons across
products. Consumer needs often do not become apparent until the actual point of
sale, and the problems of information search and evaluation mean that buyers are
always likely to be vulnerable to the ‘hard’ sell. Having bought a particular financial service, a customer may still find evaluation difficult, and many buyers experience high levels of cognitive dissonance post-purchase.
There is a variety of strategies and tactics that marketers can use to address these
problematic aspects of consumer choice; they include tangibilizing the service,
emphasizing particular dimensions of image, and investing in staff training and
internal marketing. However, there are also many aspects of the marketing of financial services that have tended to reinforce some of the problems experienced by
consumers. In particular, pricing and product benefits are often not clearly
presented, and the historic reliance on commission-based selling has resulted in a
number of well-publicized and damaging cases of over-selling of certain products.
Some of these problems are being rectified by a combination of company-specific
actions and industry-wide regulation. However, from a marketing perspective it is
crucial that financial services organizations recognize that they operate in a highcontact business where the nature of buyer–seller interactions and the establishment
of long-term relationships based on confidence and trust have real implications for
the successful retention of customers and recruitment of prospects.

Review questions
1. What are the main differences in buyer behaviour between retail and business
consumers, regarding financial services?
2. How might consumers collect information to help them choose between financial
services? How can marketing help this process?
3. Why is it important to tangibilize a financial service?
4. How can financial services organizations build trust and confidence?

8
Segmentation targeting
and positioning

Learning objectives
By the end of this chapter you will be able to:
● explain the different approaches to segmenting a market
● understand the issues involved in selecting a target market
● understand the role of positioning in communicating the value proposition.

8.1

Introduction

The process of segmentation, targeting and positioning is central to effective strategic
marketing. Segmentation is concerned with the process of identifying different groups
of customers who are similar in ways that are relevant to marketing. In order to segment a market, it is important to understand who customers are, why they behave in
particular ways and how they may be grouped together. Targeting decisions can then
be made based on the range of identified segments. In order to choose the most appropriate target markets, it is necessary to understand what different segments want and
the extent to which the organization can supply those wants. Finally, having identified target markets, the organization must then consider how to position itself in those
markets. Positioning refers to the way in which an organization tries to communicate
its value proposition to its target market in order to convince customers that it has a
distinct offer. In effect, positioning is about the way in which the organization tries to
build and communicate its competitive advantage.
This chapter will review segmentation, targeting and positioning. It will begin by
explaining the benefits of market segmentation and targeting for both providers
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and customers. The requirements for successful segmentation will be examined in
general terms, and approaches to segmenting final consumer and corporate markets
will then be explored in more detail. The chapter continues with a discussion of
different approaches to market targeting, and the final sections will explain the key
elements of positioning and repositioning.

8.2

The benefits of segmentation and targeting

Segmentation is essentially a process whereby a provider of goods or services
chooses to group prospective customers together on the basis of a set of common
characteristics that have significant implications for its marketing activity. Common
characteristics that might be used to segment a market include variables such as age,
income, personality and lifestyle. On the basis of those common characteristics, segments are expected to respond differently to marketing activities – they may want
different features, be more or less price-sensitive, respond to particular types of
marketing communications, or use different channels. Targeting is then concerned
with the identification of an appropriate set of segments which the organization
will seek to serve. Implicit in any decision to undertake segmentation and targeting is the realization that no single organization is capable of being all things to all
men. It is inevitable that certain products will have particular appeal to certain
kinds of individuals. At one extreme, each individual customer could be presented as a segment of one because each individual has different needs. In such a
case, the marketing mix is bespoke to match the characteristics and needs of a
single person or organization. This practice is perhaps more common than might
at first be imagined. In retail markets, financial advisers provide a service
encounter that is unique to the individual client – as do private bankers. In corporate
markets, a customized approach is essential when dealing with large corporate
clients. At the other extreme, the whole population could be treated as if it were a
single homogenous segment. Traditionally, banks have treated the personal banking market as homogenous and provided a single standard current account to all
customers. Increasingly, however, there is recognition that customers do have differing banking needs and that there is the potential to develop specific products for
specific segments. Thus, for example, Barclays now offers over ten different current
accounts in the UK market, targeted to a variety of segments – including children,
students, people with very high incomes and people with very low incomes.
Segmentation and targeting is a means by which a number of important benefits
are secured for both providers and consumers of products and services. In summary, the benefits of segmentation and targeting are as follows:
1. It facilitates efficient resource utilization. Indiscriminate use of the marketing mix is
a wasteful use of precious resources. By identifying and targeting discrete segments of consumers (retail or corporate), a company is able to limit the scope of
individual components of the mix and thus reduce costs. To take a simple example, an advertising programme involving the use of the press media will be less
expensive if it involves the use of magazines that are read by a discrete target segment of consumers rather than the entire population. Similarly, products
designed to meet the particular needs of a given segment will not need features
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they do not require. Thus, segmentation results in greater resource efficiency,
which benefits consumers through better value, shareholders through reduced
waste and lower costs, and the environment through resource efficiency.
2. It allows effective targeting of new customers. The logical next step from segmenting
a market is the selection of segments to target for marketing activities. Nowadays,
it is unusual for a company to have a completely indiscriminate approach to targeting new customers. As the costs of customer acquisition have increased and
companies become increasingly focused upon customer profitability, they have to
be selective in respect of which kinds of people or organization they want to be
their customers. It must be appreciated that different customers display different
characteristics and behaviours that impact upon customer value. For example, in
the UK, SAGA targets people aged over 50 for its range of leisure and financial
services. SAGA is able to price its motor insurance premiums very keenly, as the
over-50s represent a low-risk group in terms of propensity to incur motor claims.
Thus, SAGA can be very price-competitive and deliver superior value to this
group of consumers in a way that would not be possible if the company was
trying to serve a mass market.
3. It facilitates competitive advantage. The more specific an organization’s approach to
segmenting the market, the easier it is to establish and maintain competitive
advantage. This arises by virtue of the fact that competitive advantage is a relative concept that involves differentiating an organization from its rivals in the
eyes of its customers. Self-evidently, the more indiscriminate the approach to targeting, the wider the array of competitors against whom an organization will
have to seek to differentiate itself. In the case of SAGA, it is required to maintain
a competitive advantage over those other organizations that also seek to target
the over-50s – such as RIAS. This presents SAGA with a smaller set of key rivals
than if it were to target the entire adult population. In turn, this makes it easier to
achieve and maintain differentiation.
4. It directs the marketing mix. Best practice dictates that each target segment chosen by
an organization should be subject to a specific and relevant marketing campaign.
In this way, marketing is managed to achieve the best fit with each target segment.
Consider the case of the NFU Mutual Insurance Company. Originally aimed at
providing for the insurance needs of Britain’s farmers, it has repositioned itself
to address the insurance and investment needs of the following segments:
●
●
●

farmers
people who live in rural communities
people who live in non-metropolitan towns and have an affinity for the
countryside.

The mix for the farming segment includes insurance products that are specific to
farmers, such as crop and livestock insurance. In terms of promotion, it advertises
extensively in the farming press. As far as rural dwellers are concerned, it uses radio
and television selectively to target those who live in predominantly rural parts of
the country. Its product range is geared towards rural dwellers with a special
interest in country pursuits such as horse-riding.
Some financial service providers are affinity-based, and this allows for particularly close targeting of the marketing mix. The Police Mutual Assurance Society
(PMAS), based in Lichfield, Staffordshire, has a mix that makes full use of its affinity
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relationship with the UK’s police service. For example, it makes use of locally-based
police officers as part of its distribution processes. So-called ‘Authorized Officers’
act as a conduit for communication between serving police officers and civilian staff,
and PMAS. Authorized Officers have introducer status, and this enables PMAS to
enjoy exceptionally low new business acquisition costs. PMAS’s low-cost provision
is further enhanced by the way in which it arranges for deduction of premiums
through the police payroll system. The promotional element of the mix makes full
use of specialist forms of communication, such as police magazines and publications.
The Bournemouth-based Teachers Provident Society enjoys a similar affinity relationship with Britain’s largest teaching union, as does Maif with respect to teachers
in France. Their marketing mixes take advantage of the close relationships they enjoy
with their respective affinity groups in order to achieve a bespoke approach.
5. It enhances customer satisfaction. Segmentation and targeting is an effective means
of enhancing customer satisfaction through the ways in which the mix should
achieve a close match with customer needs and wants. Clearly, the more precisely
a product and its features reflect the characteristics of a given group of individuals, the greater the degree of satisfaction they should experience from its consumption. The corollary to this is that the absence of well-managed segmentation
results in a generalized approach to the market. This results in customers feeling
that a number of product features are irrelevant to them, and that communications messages are ill-judged and lacking real relevance to their personal circumstances and preferences. As a consequence, such consumers will always be
vulnerable to competitors with a more focused approach to segmentation that
enables them to deliver greater customer satisfaction.
Alongside these benefits, there are also costs associated with segmentation.
Identifying, measuring and maintaining a system of segmented markets is a cost in
itself. Additionally, costs are incurred through the development of different products and different marketing campaigns for these different segments. Any exercise
in market segmentation must be aware of these costs, and look to implement market
segmentation only where the benefits outweigh the costs.

8.3

Successful segmentation

There is no best way to segment a market. On the contrary, as will become clear in
subsequent sections, there is a variety of approaches that can be used with varying
degrees of complexity and sophistication. Ultimately, a commercial judgement must be
made to ensure the best fit between the incremental costs that segmentation entails
and the incremental value that can be realized. For an organization to get an approach
to segmentation that is ‘right’ for it depends on a good understanding of the market,
the right skills and knowledge, and careful evaluation of the different options. In
terms of skills and knowledge, the following areas are of particular importance:
1. A sense of touch for the market. Managers seeking to segment a market have to
display a sound understanding of the marketplace in which they operate.
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This understanding should be based upon the ability to integrate all relevant
sources of knowledge to form a cohesive, whole picture of the market. Not only
does this involve hard, objective facts such as market values, number of customers, frequency of purchase, competitors and their respective market share,
but it also involves more subjective and qualitative-based inputs. Such inputs
include an understanding of consumer choice and an awareness of the strategies
of competitors. A sense of touch for the market provides the marketing manager
with the capacity to identify opportunities for differentiation and competitive
advantage.
2. Analytical skills and resources. Access to appropriate data and the ability to manipulate and interpret it is vital. The more varied the data about a market, the greater
the number of options for segmentation. Markets vary considerably with regard
not only to the variety of data sources that are available but also in respect to
recency, frequency, consistency and accuracy of data. The ability to source and
analyse relevant data is a competence that is not always in evidence. Therefore,
there has to be a commitment to developing this competence if it is not already
present.
3. Commercial judgement. A wide range of ‘common characteristics’ can be used in
market segmentation. These vary from basic demographic criteria, such as age
and gender, through to subtle and complex criteria based upon personality traits.
It must be appreciated that choice of target segments is a crucial part of marketing strategy and a key facilitator of competitive advantage. A fine judgement has
to be made regarding the impact that a chosen approach to segmentation is likely
to have on the commercial outcome. This entails careful consideration of costs
and benefits for any given method of segmentation.
4. Creative insight. To be successful, segmentation calls for a combination of elements
of marketing as both art and science. Science is required in terms of the gathering
of factual information, its analysis, and the use of various modelling and simulation processes. Ultimately, a judgement has to be made regarding which approach
is most likely to facilitate effective differentiation and competitive advantage.
This requires a high degree of creative insight if a segment is to be identified that
can be successfully penetrated. It also requires creative intuition regarding how
to translate the company’s aspirations to penetrate a given segment into a
concrete marketing mix that appeals to the segment. It is understood that the
Co-operative Bank chose the ethical consumer segment more on the basis of
creative insight than conventional factual analysis.
Thus, good segmentation combines elements of science and art, elements of the
quantifiably objective and qualitatively judgemental.
In terms of evaluating different options for segmentation, there are several factors that require consideration. Organization-specific criteria relating to fit with
current activity and ability to serve will clearly be important. Equally, it is helpful
to evaluate proposed methods of segmentation in terms of their performance in a
number of key areas. One common approach is to focus attention on the following
criteria:
1. Measurability. This is concerned with the extent to which the preferences, size and
purchasing power of different segments can be measured. Certain segmentation
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variables are difficult to measure, making segment size and purchasing power
difficult to identify. An investment company may identify small investors who
are risk averse as an attractive market segment, but may find it difficult to find
out exactly how many people fall into this category because of the difficulties of
measuring risk aversion. In contrast, the segment of women aged over 60 will be
much easier to measure.
2. Profitability. This is the degree to which segments are large and/or profitable
enough. A segment should be the largest possible homogenous group worth
going after with a tailored marketing programme. Medical students are one very
distinctive and homogenous segment of the market, but it would probably not be
viable for a bank to develop a distinct current account just for this particular
group.
3. Accessibility. This refers to the degree to which the segments can be effectively
reached and served. A bank that wishes to target individuals in social class
AB will usually be able to gather enough information about the television
programmes that such individuals watch and the newspapers that they read,
and this should make such a segment relatively accessible. In contrast, a bank that
has identified the existence of a segment of internationally orientated companies
that it wishes to target with a range of export financing products may find it
more difficult to identify which firms are in that segment and communicate
with them.
4. Relevance. This is the degree to which the common characteristics used to
group customers are relevant to customer decisions. A segmentation system
which groups individuals in terms of lifestyle and establishes that the type of
credit card carried (standard, gold, platinum) depends on an individual’s aspirations and self-concept uses a personality-based characteristic to explain preference. This type of characteristic is likely to be a more relevant predictor of
consumer decisions on which card to carry than, say, a characteristic such as age
or income.
From the discussions so far, it is clear that there is a variety of approaches used to
segment markets. What they all have in common is the search for a set of common
characteristics – i.e. characteristics that all customers in a group share and which are
in some way associated with the way in which those consumers respond to marketing activities. A very simple example of a common characteristic would be age or
income; a more complex example might be personality. The next sections explore the
common characteristics that are used in segmenting customer and business markets.

8.4 Approaches to segmenting
consumer markets
Earlier in this chapter, segmentation was described as grouping consumers around
a common characteristic that is of relevance to marketing. The choice of common
characteristics is crucial in determining a successful outcome when segmenting a
marketplace, since this effectively defines target markets and thus impacts on what
the organization will be expected to deliver to that market. The types of common
characteristics than can be used to segment consumer markets can be divided
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into two broad categories, which give rise to customer- orientated segmentation and
product-based segmentation.

8.4.1 Customer characteristics:
customer-orientated segmentation
This category comprises characteristics that define who the customers are, where
they live, the kind of people they are, the kind of lifestyle they lead and the views
they hold. Thus, it is entirely consumer-centric as an approach to segmentation. In
specific terms, the sort of characteristics used in segmentation can be broken down
as follows.
1. Demographic:
● age
● gender
● family relationships
● ethnic group
● religious affiliations
● life stage
● educational attainment
2. Socio-economic:
● income
● financial assets
● social class
● occupational status
3. Geographic:
● country of domicile
● region or locality
● metropolitan
● urban v. rural
4. Psychographic:
● attitudes
● lifestyle choices
● beliefs
● motives
● personality type.
One increasingly common approach to consumer-orientated segmentation is
based around geo-demographics – a combination of demographics, socio-economic
and geographical information. The underlying principle of geo-demographics is
the belief that households within a particular neighbourhood exhibit similar purchasing behaviour, and have similar attitudes, expectations and needs.
Neighbourhoods can therefore be classified according to the characteristics of the
individuals who live there and can then be grouped together, even though they are
widely separated. Geo-demographics is thus able to target customers in particular
areas who exhibit similar behaviour patterns.
A number of commercial systems for this type of segmentation are available. In
the UK, leading products include MOSAIC (Experian) and ACORN (CACI), both of
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Table 8.1 Distribution of UK households by financial ACORN and financial mosaic classification
Financial mosaic
Adventurous spenders
Burdened borrowers
Capital accumulators
Discerning investors
Equity-holding elders
Farm-owners and traders
Good paying realists
Hardened cash payers
Indebted strugglers
Just about surviving

%
14.5
6.6
6.3
5.1
4.2
6.5
19.5
18.7
4.7
13.9

Acorn
Wealthy investors
Prospering families
Traditional money
Young urbanites
Middle-aged comfort
Contented pensioners
Settling down
Moderate living
Meagre means
Inner city existence
Impoverished pensioners
Unclassified

%
28.7
11.3
13.4
12.9
11.7
5.1
4.1
6.7
2.1
2.2
1.4
0.4

Source: WARC (2003) and Financial Acorn – http://www.caci.co.uk/pdfs/facornprofiler1.pdf (accessed 21st March 2005).

whom offer generalized classification and financial services-specific classifications.
The latter are shown in Table 8.1. These systems are typically constructed on the
basis of census data, which are then updated by each organization on a regular basis
and may also be supplemented with additional information such as consumer surveys. Classification occurs at the postcode level. Thus, users are able to categorize
individual postcodes (usually groups of around fifteen households) into one of the
segments shown below (or into sub-segments) and then profile those segments on a
range of consumer and purchase characteristics.
Elsewhere in the world, Experian provides generic geo-demographic systems in a
range of countries including the US, Australia, Hong Kong, Japan and Spain.
Experian also offers a similar system (SUPERMAP) in China, and a worldwide
product, Global MOSAIC. Acxicom provides geo-demographics in Japan with its
Chomonicx system, and SIG offers its CAMEO system in Mexico.
It must be appreciated that choice of characteristic to use in segmentation is a contextual matter dependent upon the considerations given at the start of this section.
Trade-offs often have to be made, especially with regard to practical issues concerning implementation. Demographic variables are usually the most simple to use, as
they readily lend themselves to requirements of accessibility and measurability,
although they are often weak in relation to relevance as demographics alone rarely
explain why an individual makes a particular purchase. From the point of view
of promotional aspects of the mix, media typically provide data on readership,
listenership and viewership that is based upon demographic variables.
Life stage is an approach to segmentation that is of particular relevance in the
context of financial services. This is because of the long-term nature of many of the
products encountered and the duration over which utility is experienced. The basic
principle upon which the life-stage approach is based is that people progress
through varying stages in their lives, each of which is associated with different
product needs. Figure 8.1 shows schematically a set of typical life stages and the
associated product needs that are indicated.
Looking at Figure 8.1, the role performed by the current account as a gateway
product can be fully appreciated. It also demonstrates the ways in which financial

Lifestage
Single in
Fulltime
Education

Single working

Married

Young Married
with Children

Married MiddleAged with
Children

Married
Middle-Aged
Empty Nester

Married
Active
Retired

Independent
Single
Retired

Dependent
Single Retired

Current A/c
Credit Card
Travel Ins
Loans
Motor Ins
Deposit A/c

Current A/c
Credit Card
Travel Ins
Loans
Mortgage
Life Ins
Content Ins
Building Ins
Motor Ins
Deposit A/c

Current A/c
Credit Card
Travel Ins
Loans
Mortgage
Life Ins
Content Ins
Building Ins
Motor Ins
Deposit A/c
Pension

Current A/c
Credit Card
Travel Ins
Loans
Mortgage
Life Ins
Content Ins
Building Ins
Motor Ins
Deposit A/c
Pension

Current A/c
Credit Card
Travel Ins
Loans
Mortgage
Life Ins
Content Ins
Building Ins
Motor Ins
Deposit A/c
Pension
Investments

Current A/c
Credit Card
Content Ins
Building Ins
Motor Ins
Deposit A/c

Current A/c
Credit Card
Content Ins
Building Ins
Motor Ins
Deposit A/c

Current A/c
Credit Card
Content Ins
Building Ins

Investment
Travel Ins
Annuities

Investment
Travel Ins
Annuities

Product Needs
Current A/c
Deposit A/c

Figure 8.1 Typical life stages and associated financial-product needs.

Deposit A/c
Investments
Power of attorney
Long-term care
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complexity develops as individuals progress from adolescence through to being
middle-aged with children. It is interesting to note how the balance between assets
and liabilities alters at different life stages. By the time an individual has graduated,
he or she can be expected to be in debt to the order of £12 000 in the UK. This indebtedness continues to grow as credit card and unsecured loan debts accumulate. A
major step increase in indebtedness occurs when the individual takes out a mortgage to fund home-purchase. Gradually net indebtedness reduces until a point – typically at an age of between 50 and 60 – where the individual becomes a net asset
holder. This is precisely why the over-50s are the primary target for investment
product marketing activity. Alternative forms of life stage can be designed to reflect
different lifestyles, such as people who remain single, those who marry but have no
children, those who get divorced and so on.
Psychographic variables may offer the greatest potential for differentiation and
creativity in executional terms. However, there are particular challenges in terms of
determining: measurability, profitability and accessibility. Since the early 1990s, the
Co-operative Bank has targeted that segment of the population which has a particular preference for socially responsible banking practices. Thus the bank has set out
to position itself as ‘the ethical bank’. It is an interesting example of a bank using what
is essentially a psychographic variable as the basis of its segmentation strategy.

8.4.2 Customer needs and behaviours:
product-orientated segmentation
This approach comprises variables that define the nature of the utility that
consumers seek to gain from the consumption of a product or service. It also incorporates the nature of the consumer’s interaction with the product. Thus it is more of
a product-centred approach to segmentation than its customer-orientated counterpart. In specific terms, it can be broken down as follows.
Core financial needs
Savings
Investing
Home ownership
Retirement planning
Life assurance
Health insurance
Possessions insurance
Product/service usage
Frequency of service usage
Quantum of purchase
Means of accessing service
Means of purchase
Timing of purchase
Timing of accessing service
Product attributes
Value
Ownership status of provider
Feature simplicity/complexity

Banking

Frequency of purchase

Pricing
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In practice many financial service providers use multivariable approaches to segmentation, which draw upon characteristics that are both customer- and productorientated. For example, an investment company might choose to target a segment
defined in the following terms:
Women in the age group 35 to 60 who want to invest for retirement and favour
an ethical approach to investment.
In such a case, due attention must be paid to matters concerning measurability
and so on, to ensure that the segment is executionally and commercially viable.

8.5 Approaches to segmenting
business-to-business markets
The benefits that accrue from segmentation apply equally within the context of business-to-business marketing. Indeed, the costs of acquiring a new customer in the
organizational business arena are usually considerably greater than in the consumer
arena, and so too are the income flows. This makes effective targeting of marketing
resources all the more important. As discussed elsewhere, managing B2B and B2C
relationships involves points both of comparison and difference. As with the consumer domain, there are various approaches to segmenting the organizational
domain; the following characteristics are those most widely used.
Business demographics
Industrial sector
Retailing: food, clothing etc.
Professional services: management consultancies,
accountants, legal practices
Engineering
Information technology
Organization size
Assets
Funds under management
Number of employees
Fee income
Organizational structure
Branch-based
Ownership
Mutual
Core quoted company
Subsidiary company
Business geography
International
countries represented
Single country
Regions

Financial services: banks, general insurance,
building societies etc.

Turnover

Centralized
Proprietary

Head office domicile
National centralized
Continued
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Business geography—cont’d
Metropolitan
Town
Local/regional
Town
Business processes
Purchasing
Devolved
Decision-making
By negotiation
Individual/committee-based
Choice criteria
Degree of customization
Service intensity
Product/service range
Performance criteria
Image and positioning
R&D and innovation
Business performance
Business growth rate
Return on capital
Market sector growth rate
High margin/low margin
Markets served
Commercial markets
Consumer markets
High net-worth individuals
Mainstream mass market
Lower social-economic groups
Niche markets
Product specialisms

Metropolitan

Centralized
By tender

Lowest cost

As with consumer market segmentation, multivariable segmentation is often
encountered in the B2B domain. For example, a general insurance company might
choose to target a business segment defined in the following terms:
businesses in the hotel, catering and leisure sectors with a turnover of less than
£25m per annum serving high net-worth individuals and with a particular need
for liability insurance.

8.6

Targeting strategies

In addition to choosing the basis upon which to segment a market, choices must be
made regarding which segments to target. This is not necessarily a sequential process.
Indeed, choice of segmentation criteria and choice of targets (i.e. the targeting
strategy) is an interactive and interdependent set of processes which may well
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require a high degree of iteration before a final strategic position is arrived at.
Segments must be evaluated in terms of their attractiveness to the organization,
their profit potential, and the organization’s ability to deliver the required service.
This information can then be taken into consideration when deciding which
segments to target. The basic array of targeting strategies is as follows:
●
●
●

●

Undifferentiated – serves an entire marketplace with a single marketing mix which
does not distinguish between sub-segments of the market
Differentiated – an aggregate marketplace, such as banking, is organized into a
number of segments, each of which is targeted with a tailored marketing mix
Focused – a choice is made to target a small subset of the segments of a multisegment marketplace with a single marketing mix that best suits the needs of that
segment
Customized – each individual that comprises the target market is the subject of a
marketing mix that is tailored in some way to the individual’s specific needs.

8.6.1

Undifferentiated targeting

It should not be assumed that an undifferentiated strategy is necessarily an inherently inferior form. An analysis of customer characteristics may simply reveal the
absence of a compelling variable upon which segmentation could be based. Equally,
it may be the case that the cost of segmenting the market and producing a set of
bespoke marketing mixes is not commercially justifiable.
In the recent past, life insurance companies operating in the UK and using an
essentially commission-only sales-force adopted a largely undifferentiated strategy.
This was sometimes referred to as ‘playing the numbers game’, whereby the low cost
of new customer acquisition and the heavy up-front charges meant that almost any
new customer thus acquired was likely to contribute to embedded value profits. A
range of developments, such as the regulation-induced increase in new customer
acquisition costs, lower product margins and the pressure to improve persistency
rates, have all served to make the life insurance industry more discriminating in its
approach to gaining new customers, and thus there has been a growing tendency to
move away from an undifferentiated approach. Admittedly, the attempts to introduce segmentation have sometimes been somewhat elementary, often based simply
upon a minimum income threshold. Most of the life insurance companies that operated an undifferentiated approach are no longer open to new customers.

8.6.2

Differentiated targeting

This arises when a company has been able to identify a commercially valid basis
upon which an aggregate market can be broken down into segments. The fastmoving consumer goods sector has probably been the best exemplar of differentiated marketing. Differentiated segmentation is gaining in popularity within the
financial services sector. There is a sense in which its development has been held
back by a relative lack of suitable marketing orientation within the sector; however,
the major clearing banks, such as Barclays, Lloyds TSB and HSBC, are showing a
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growing usage of differentiated marketing. Typical generic segments that are
encountered among mainstream clearing banks include:
Business banking marketplace segments
Business start-ups
Sole traders and partnership
Small businesses (typically with 5–50 staff)
Medium business (typically 50–250 staff)
Large business (typically 250–1000 staff)
Large Corporate Market (more than 1000 staff)
Retail banking marketplace segments
Student banking
Ordinary current account customers
High net-worth customers (e.g. earning more than £50 000 pa)
Private banking customers (e.g. have investable assets in excess of £500 000)

The illustrative banking segments shown above reveal a fairly basic approach to
segmentation. In the case of B2B banking, segmentation is typically based on business demographics. As far as B2C banking is concerned, it is typically based upon
demographic or socio-economic characteristics. To a large extent, this comes down
to the practicalities of the typical large clearing bank which, in the UK, might have
over 50 000 staff of whom more than 10 000 are based in some 2000 or more
branches. Segmentation has to reflect the practicalities of gaining the engagement of
a huge and diverse workforce in implementing a segmentation strategy.

8.6.3

Focused segmentation

This approach to segmentation is encountered in circumstances where a company
breaks a market down into a set of segments but chooses to target a small subset of
available segments or, in some cases, only a single segment. A focused approach
may take a number of different forms:
1. Single segment concentration. In this approach, the organization concentrates only
on a single segment in the market and supplies products tailored specifically to
the needs of those customer groups. This approach is often described as niche
marketing. It is potentially highly profitable, because the organization focuses all
its efforts on a particular segment of the market where it has a strong differential
advantage. At the same time there are risks associated with this approach,
because if the segment were to disappear or a new competitor enter the market,
the organization could be vulnerable to a significant loss of business. The general
insurer Hiscox focuses on high net-worth clients, whereas the Ecclesiastical
Insurance Company focuses upon providing general insurance to churches and
allied organizations. Endsleigh Insurance has carved out a niche for itself by
focusing on the student segment.
2. Selective specialization. Selective specialization is another type of niche marketing.
However, rather than concentrating only on one segment the organization
chooses to operate in several (possibly unrelated) segments. This approach to targeting is less focused than single segment specialization, but probably less risky.
3. Product specialization. Most markets can be seen as comprising a number of different
customer groups and a number of different but related products. The organization
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that concentrates on supplying a particular product type to a range of customer
groups is pursuing a product specialization strategy. This approach to market
targeting may be particularly appropriate to organizations with particular
strengths or knowledge in relation to a given technology or product. Thus, Al
Baraka Islamic Bank in Bahrain, Bank Islam in Malaysia and the Islamic Bank of
Britain can be seen to be pursuing a product specialization strategy by offering
Islamic financial services (a particular product type) to a range of different customer groups (segments) which range from retail customers needing very simple
banking products through to businesses requiring very complex financing
arrangements.
4. Market specialization. This approach is the opposite to product specialization.
Rather than concentrating on a particular product, the organization chooses to
specialize in meeting the needs of a particular customer group. This strategy may
be most suitable where knowledge of the customer group’s particular needs is a
particularly important basis for establishing a competitive advantage. Private
banks pursue this type of approach in relation to high net-worth individuals – they
seek to provide a range of different financial products to meet the needs of the
high net-worth customers.

8.6.4

Customized targeting

This approach represents the ultimate manifestation of the segmentation concept,
based as it is upon a separate, tailored marking mix for each customer. Some markets lend themselves more naturally to a customized approach, especially those that
are in service sectors involving a high degree of human interface. In the financial
services sector, customized targeting is most in evidence as part of a hybrid strategy
in which a distinct set of services (such as investment banking) is offered to a
particular segment (such as large corporations) and then the service is customized
to individuals within that segment.

8.7

Positioning products and organizations

Positioning represents a logical step that follows the processes of segmentation and
targeting. Having selected the criteria upon which to segment a market and made
the choice of which segments to target, the company must then decide how best to
present itself, either corporately or as a specific product brand, to the individuals
that comprise the target segments. Positioning is a piece of marketing jargon that
concerns the issue of perception. At the core of positioning lies a brand’s or company’s competitive advantage in terms of how it differentiates itself from the competition and how it delivers value to its customers. Thus, positioning is about how
a company or brand wants itself to be perceived in the minds of the individuals who
comprise its target segments. The choice of position is based upon the agreed form
of differentiation. The objective of positioning is to generate and maintain a clear
value proposition to customers, thus creating a distinctive place in the market for
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the brand or organization. When successful, positioning results in a brand or company being seen as distinctive from its competitors.
To be commercially advantageous, positioning should be based upon product
and service characteristics that:
●
●
●
●

are relevant to the target segment
achieve differentiation from the competition
can be communicated clearly to the market
can be sustained.

Positioning is a truly strategic concept that requires a considerable investment
over a prolonged period of time. It is the primary manifestation of competitive
advantage, and represents a considerable source of brand and corporate value. To
be successful, it requires alignment between how an organization (or brand) wants
itself to be perceived and how it is actually perceived by consumers.
The brand characteristics upon which positioning may be built can relate to
demonstrable product and service attributes or image-related factors. McDonald’s
has historically based its positioning on features concerning fun, food and family,
which is perceived appropriately through the entirety of the consumer’s engagement with the brand. The company employs the tag-line ‘mmmm, I’m loving it’,
which conveys the sense of enjoyment. Burger King, on the other hand, has a positioning that is based on more explicit reference to product quality communicated in
a more serious manner than McDonald’s. L’Oréal is an example of a brand whose
position is based more on image than specific product features. Its hair- and skincare products use the tag-line ‘Because I’m worth it’ to convey the notion of products
that are about self-indulgence, and they are priced accordingly. Designer-label
luxury goods are positioned very much on the basis of an image of exclusivity
rather than the tangible features of the products themselves.
Positioning is less well-developed as a concept in the field of financial services
than in the field of consumer goods. Given the earlier assertion that it takes time to
establish a successful position in the mind of the consumer, it is perhaps rather early
days to give a definitive view on financial services positioning. What we can say is
that financial services positioning operates to an overwhelming extent at the corporate level as opposed to that of the individual product or brand. In this context,
organizations have relied on positioning with respect to product/service attributes
or image-related factors in much the same ways as is observed in the tangible goods
domain. Morgan Stanley’s position is based on product/service attributes and
emphasizes ‘excellence in financial advice and market execution’. Similarly, the Standard
Bank of South Africa aims to be ‘Simpler. Faster. Better’. Examples of approaches that
are more image-based include HSBC, which positions itself as ‘the world’s local bank’
to create the image of a bank that delivers value on the basis of both local knowledge and global strength. Similarly, in Japan, where banks have traditionally placed
most emphasis on serving corporate clients, Shinsei Bank emphasizes its orientation
towards satisfying retail customers and building strong relationships.
The Co-operative Bank is an example of an organization that positions itself on
the basis of an image-related attribute. When it conducted a review of its competitive position in the early 1990s, it anticipated that its future position would be based
upon product or service attributes. Such attributes could have included factors like
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the number of branch outlets, range of services, quality of service delivery, charges,
interest rates, investment returns and so on. This is a fairly predictable approach to
branch-based financial services, and it would have been difficult for the Co-operative
Bank to differentiate itself from its larger rivals on such a basis. A spark of intuition
and judgement resulted in its choice of ‘the ethical bank’ as the basis for its position.
Case study 8.1 shows how Co-operative Bank’s allied financial services business
CIS has reflected an ethical stance in its approach to investment fund management.

Case study 8.1 Ethical investment policies and the
ethically-orientated investor segment – the Co-operative Insurance
Society Limited (CIS)
Headquartered in Manchester, England, CIS is the only Co-operative insurer in
the UK and is one of the largest providers of personal financial services in the
country. A particular point of interest is that the Co-op has developed a strong
affinity with that section of the population that displays a strong ethical orientation towards a range of issues. Indeed, the Co-operative Bank has clearly positioned itself as the ethical bank. What is interesting is the way in which the Co-op
Bank and CIS have adapted their marketing mixes in ways that are consistent
with their approach to segmentation and positioning. Here, we consider how
the needs of the ethically-orientated segment have been reflected in CIS’s
approach to investment management.
As a member of the Co-operative movement, CIS shares this ethical underpinning which, when applied to investment, has always been construed as
requiring the optimization of financial returns for customers. Recognizing the
increasing sophistication of the market, in 1989 CIS introduced a range of unit
trusts (mutual funds) to which was added, in 1990, a fund that screens companies on environmental, health and safety criteria. These positive criteria are
supplemented by negative criteria relating to animal testing, armaments,
oppressive regimes, tobacco and nuclear power. Like other CIS products, units
in this fund, now known as the CIS Sustainable Leaders Trust, are sold through
the Society’s direct sales-force in people’s homes. The availability of this product has extended the interest in social investment within the Society’s customer
base, and the Trust has always been amongst the largest funds of its kind,
although it represents less than 1 per cent of CIS’s overall assets. The managers
of the fund have been able to demonstrate that the adoption of an ethical
approach to a fund’s structure is financially as well as ethically sound. Indeed,
the following data, supplied by S&P Micropal, show how well the Trust has
performed compared with industry acknowledged benchmarks
£1000 invested on 31 December 2002 was, on 31 December 2005, worth:
●
●
●

£1664 if ‘invested’ in the FTSE All-Share Index
£1672 on the basis of the Average UK All Companies Fund
£1733 if used to purchase units in the Trust (assuming the income was
reinvested).
Continued
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Case study 8.1 Ethical investment policies and the
ethically-orientated investor segment – the Co-operative Insurance
Society Limited (CIS)—cont’d
There is a continuing market for screened investments, although the
potentially greater financial risk must be made clear to customers. Nevertheless,
the trend has been towards using enhanced analysis required to integrate
social, ethical and environmental (SEE) considerations with the investment
mainstream. In 1999 CIS launched a programme known as ‘Responsible
Shareholding’, applying to all equity funds and based on engaging with companies on matters of concern. These matters were identified through a customer
consultation exercise, from which an ethical engagement policy was developed
which provides the basis for approaching companies. In part, this represents a
reaffirmation of the Co-operative movement’s democratic roots, but it also
acknowledges the fact that SEE issues are increasingly important in establishing
a company’s social responsibility and future sustainability. This does not relate
only to a company’s community activities, but also to the way in which it develops its workforce, for instance, and above all how it governs itself in the
relationships between management, board, shareholders and other stakeholders. Analysis of corporate governance is an important part of Responsible
Shareholding, and CIS undertakes to vote on every motion put to investee company AGMs (whenever possible), supplemented if necessary by attendance to
raise questions from the floor. Reporting is seen as an essential component of
corporate responsibility, and detailed analysis takes place of disclosure on matters such as executive remuneration and SEE issues, in order to determine how
the Society’s votes will be exercised. Along with some other UK investors, CIS
has been recognized in the press as one of the foremost UK institutions practising Socially Responsible Investment (SRI). It is becoming increasingly accepted
that such activities contribute to investment sustainability – UNEP’s Asset
Management Working Group concluded in 2004 that environmental, social and
corporate governance issues affect long-term shareholder value, sometimes
profoundly. If this is proved, it will demonstrate that an active response by companies to SEE and governance concerns voiced by customers does enhance the
financial returns that they receive.
Source: Robert Taylor, CIS Investment Management (personal communication).

A variant on product/service positioning is positioning that is based upon serving the needs of the distinct target segment – i.e. a focused positioning strategy. By
means of such a strategy, the organization is trying to create the perception that it
has a unique understanding of the needs of the individuals that compromise its
target segment. The implication is that the overall value reposition will be seen to be
superior to that of competitors in the eyes of customers. Police Mutual Assurance
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and Teachers Assurance position themselves as specializing in the needs of employees of the police service and education sector respectively.
Although positioning in the field of financial services is overwhelmingly at the
corporate rather than product-brand level, there is a growing incidence of portfolios
of organizational brands that reside within an overall corporate structure.
Smile.co.uk is positioned as a youthful, approachable high-tech brand within the
Co-operative Financial Services umbrella organization that includes the ethical
Co-operative Bank. HBOS retains the clearly distinctive positioning of organizational
brands such as the Bank of Scotland and Halifax. Similarly, Lloyds TSB continues to
support the distinctive positioning of the Scottish Widows and Cheltenham and
Gloucester brands within its overall brand architecture.

8.7.1

Perceptual mapping

It is important to have some understanding of the type of processes that are used to
determine a company’s or product’s position. One commonly used approach is
perceptual mapping, which relies primarily on information about consumer perceptions of both the organization and its competitors. This information may be based
upon either quantitative research-based data or more subjective judgements. It is
important to remember that it is not simply a product that is being positioned but,
rather, the complete product or corporate offer, including product and service features, image, quality and pricing. Perceptual mapping requires that an organization
first identifies the main feature of a product category available to consumers. The
next step is to establish the relative importance of those features to consumers, and
the relative performance of competing offers. Market research is used to arrive at the
relative importance of features and competitive ratings. Qualitative research methods, such as the use of focus groups and individual depth interviewing, are useful
means of seeking original and insightful new positions.
Through the research and evaluation process, the organization typically tries to
identify two major dimensions of itself or its product that could form the basis of
competitive advantage. This is partly a matter of judgement, but may also be
supported by more detailed statistical analysis of consumer perception. Figure 8.2
presents a hypothetical perceptual map that might apply to the investment fund
management sector. It assumes that the chosen discriminators upon which
Company A wishes to base its position are reputation for investment performance and
concern for the investors’ interests.
Company A has a competitive advantage arising from its position as a company
that is seen to deliver competitively superior investment performance and cares
about its customers. Its nearest rival is Company F, and it needs to maintain a close
watch on F to ensure that Company A continues to maintain a relatively superior
position. Company D is clearly competitively disadvantaged on the basis of its
investment performance and perceived concern for investors’ interests. Company E
displays relatively high levels of concern for its investors’ interests, but fails to
deliver with regard to investment performance. Company B delivers very good
investment performance, but comes across as having an uncaring approach to
investor interests. Finally, Company C is pretty much stuck in the middle, being just
average or both constructs of performance.
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Outstanding reputation for investment performance
B
A
F
C

Displays minimal concern
for investors' interests

Displays highest standards of
concern for investors' interests

D
E

Extremely poor reputation for investment performance

Figure 8.2 Perceptual map for investment fund management companies.

Whatever position is decided upon, it must satisfy some basic tests of its likely
effectiveness. Jobber (2004) identifies a set of four such tests, namely:
1. Clarity – is the basis of the position clear and straightforward to grasp?
2. Credibility – can the position be justified and validated by the evidence available?
3. Consistency – is the essence of the position communicated consistent over time in
all elements of the marketing mix?
4. Competitiveness – does the position result in benefits to the customer that are
demonstrably superior to those provided by its competitors?
The crucial test is whether the company (or brand) is perceived to be distinctive.
Positioning presents particular challenges to the financial services industry, owing
to the intangibility of its products, the absence of patent protection and the ease with
which products and services can be copied by competitors. Arguably, positioning is
still in its infancy in many areas of financial services around the world. There often
seems to be little that discriminates between the mainstream banks and insurance
companies, certainly as far as the perceptions of consumers are concerned. In time
we can expect to see more distinctiveness, but it will require a degree of sustained
consistency that has so often been absent in the past.

8.8

Repositioning

An important aspect of positioning is that it is contextual and impacted upon by
forces within the marketplace. By its very nature, it requires customers to draw
comparisons between the array of competing offers to which they are exposed.
As with any aspect of marketing strategy, positioning needs to be reviewed on
an appropriate basis to ensure that it delivers the required differentiation. Over
time, market forces may exert pressures that threaten the relevance and value of
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the position. Consumer preferences and priorities alter, competitors are continually
creating change, and new ways of satisfying needs arise from the forces of
innovation. Thus, companies must be very vigilant in protecting their competitive
advantage.
However, a given position can sometimes be threatened or, indeed, lose credibility and competitive relevance. Examples of problems with longstanding successful
positions abound in the consumer goods and retailing areas. In the 1980s, the
Guinness brand’s position, based as it was on connotations of health-giving properties within a context of traditional beer drinking, was becoming increasingly irrelevant. At about the same time, Toyota came to realize that, no matter how hard it
tried, it just could not establish and maintain the Corolla brand’s position in the
executive car market. The Tesco of the 1980s also found itself a hostage to positioning based upon a product range with limited consumer appeal and a somewhat
outmoded estate of outlets.
Guinness, Toyota and Tesco have all had to engage in major repositioning activities which have resulted in new positions that have achieved differentiation and
renewed competitive advantages. In the case of Guinness, the brand has been repositioned with new product variants and a somewhat quirky modern style of advertising, initially featuring the cult actor Rutger Hauer. Toyota undertook a far more
radical approach to repositioning itself in the executive car market with the Lexus
brand. In addition to a new brand, a whole new range of vehicles has emerged and
is distributed and serviced through distinctive dealerships. Tesco also embarked
upon a vigorous repositioning exercise, beginning in the late 1980s, and this has
seen it grow to become Britain’s most profitable retailer, accounting for some 15 per
cent of all retail spending.
Jobber has identified four basic repositioning strategies, which are outlined in
Figure 8.3.
The approach illustrated in Figure 8.3 is helpful in enabling managers to conceptualize the nature of repositioning that they could consider should there be concerns
regarding the robustness of their current position. In common with similar such
2 × 2 matrices, a degree of caution should be exercised because a degree of ambiguity can often be encountered when seeking to apply them in practice. The important
learning point is not to get unduly hung up on precise categorization, but rather to
use the model to think though the extent to which repositioning should involve the

Product
Same

Different

Same

Image
repositioning

Product
repositioning

Different

Intangible
repositioning

Tangible
repositioning

Figure 8.3 Repositioning strategies.
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consideration of product/service development, new market development, or a
combination of the two. It might also lead to the conclusion that the answer lies in
creating new perceptions about the product among existing markets – i.e. image
repositioning.
An interesting example of repositioning in the banking sector is afforded by the
experience of Mitsubishi UFJ Securities (MUFJ). In October 2005, Mitsubishi Tokyo
Financial Group (MTFG) merged with UFJ Holdings to create MUFG, the world’s
largest bank, with total assets in excess of US$600bn. Historically, the Japanese
banking market has been dominated by the needs of the business sector – indeed,
according to Standard & Poor’s, retail banking represents just about 30 per cent of
total Japanese banking profits. This compares with 50 per cent for Barclays and
70 per cent for Bank of America. The proportion of MUFG’s business profits that is
accounted for by retail banking is of the order of 15 per cent, and the bank’s management intends to grow the proportion to 35 per cent during the course of the next
few years.
In order to realize this goal, the company has embarked upon a strategy to reposition itself as a consumer-orientated retail banking brand capable of competing on
equal terms with banks such as HSBC and Citigroup. This has required changes to
the marketing mix, comprising elements such as a wider product range, new branch
layouts, new pricing structures, more responsive systems (including 24-hour ATM
access) and, crucially, the creation of a new culture. Reorienting staff to relate more
appropriately to retail customers has required the company to set up an internal
retail academy. Training courses lasting from a single day to over 3 months are
evidence of the seriousness that the company attaches to the people element of the
marketing mix. Independent commentators have made the point that there will also
be a requirement to increase staffing levels to deal effectively with the retail market
sector. It is to be hoped that the anticipated higher margins will be sufficient to offset
the inevitable costs associated with the bank’s repositioning strategy.

8.9

Summary and conclusions

Segmentation, targeting and positioning are at the heart of the development of
any marketing strategy. To compete effectively, an organization must first identify
different groups of consumers or business customers within the market place.
These groups need to be different from each other, but customers within each group
must be relatively similar in terms of their needs and wants – i.e. the common
characteristic.
Few organizations have the resources to serve every segment within the market,
and therefore companies must select a series of market segments to target. These
target markets must be chosen according to the nature of customers’ wants and the
organization’s ability to supply those needs. The decision must also take levels of
competition into account.
Once target markets have been identified, the organization must pay careful
attention to how it wishes to present itself. This means that the organization must
have a clear idea of its source of competitive advantage, and be able to communicate
it effectively to target consumers.
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Review questions
1. What are the criteria for effective segmentation?
2. What variables do you think are most suitable for segmenting the market for
credit cards?
3. What are the advantages of a differentiated approach to market targeting?
4. When will focused market targeting be most appropriate?
5. What factors should be taken into account when trying to develop a competitive
position?
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Customer acquisition
strategies and the
marketing mix

Learning objectives
By the end of this chapter you will be able to:
● understand the relationship between marketing strategy and the
marketing mix
● appreciate the differences and relationship between annual marketing
planning and the strategic marketing plan
● explain the nature of the marketing mix as it applies to financial services
● understand the challenges associated with developing a financial services
marketing mix.

9.1

Introduction

Discussions of marketing have traditionally focused attention on how to attract new
customers – a process typically described as customer acquisition. Increasingly it is
recognized that the retention of existing customers may be every bit as important as
the acquisition of new ones. The elements of marketing used for acquisition and
retention are in many respects very similar, but the ways in which they are used can
be quite different. In Part II of this text we focus upon aspects of marketing management which are particularly concerned with the acquisition of new customers.
Specifically, we focus on the well-established concept of the marketing mix which is
introduced in this chapter and subsequently explored in more detail.
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The marketing mix is a term used to describe the marketing tools that a manager
controls. Managers must make decisions about these different tools in order to
create a clear competitive position in the market for the organization’s products and
services that is consistent with the nature of the overall marketing strategy. The tools
that make up the marketing mix are often referred to as the ‘4-Ps’ – product, price,
promotion and place – although in services marketing this is often extended to 7-Ps
by adding people, process and physical evidence. It is through the marketing mix
that strategy takes practical effect. In other words, the marketing mix is the practical expression of the marketing strategy. Consumers have little or no knowledge of,
or interest in, strategy. What concerns them is the utility they experience from the
contact they have with the marketing mix.
It is important to recognize that decisions about the marketing mix have both
strategic and tactical dimensions. The strategic dimension of the marketing mix is
primarily concerned with decisions about the relative importance of the different
elements of the marketing mix. For example, promotion, and particularly television
advertising, may play an important role in the marketing mix for many retail financial services, but be almost irrelevant for specialized corporate financial services.
Equally, a mass-market financial service such as a standard bank account or mortgage
will need a distribution system that makes it easily available to a large proportion of
the population, whereas a highly specialized product can rely on a far more selective
system of distribution. In contrast, the tactical dimension of the marketing mix is concerned with specific decisions about the individual marketing tools. Thus, for example, once a decision has been taken about the general approach to pricing (e.g.
premium pricing), a specific decision is required regarding the actual price to be set.
The purpose of this chapter is to provide an overview of the marketing mix for
financial services, paying particular attention to the way in which the marketing mix
may be used for customer acquisition. The traditional 4-Ps are discussed more fully in
the following chapters. The chapter begins with a brief discussion of short-term,
annual marketing planning, to set a context for discussion of the mix elements. This is
followed by a discussion of the strategic issues relating to the marketing mix, and the
subsequent section provides an overview of the individual mix elements and their relevance in a financial services context. The chapter moves on to explore the challenges
associated with using the marketing mix for customer acquisition in financial services.

9.2

Short-term marketing planning

In Chapter 5 we considered strategic marketing planning and recognized that its
primary role is to set direction over the medium to long term – typically 3–5 years.
It is upon the platform of the strategic marketing plan that major policy decisions
are made, such as selecting which segments are to be served and establishing how
the organization will differentiate itself in delivering value to customers and thus
achieve competitive advantage. To complement the strategic marketing plan, best
practice dictates that an organization should have an ‘annual marketing plan’. If the
strategic marketing plan is about the setting of long-term direction and the determination of competitive advantage, the annual marketing plan is about achieving a
joined-up and co-ordinated approach to achieving short-term marketing objectives.
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In the way that there is no universally agreed process and template for strategic
marketing planning, there is no such model for the annual marketing plan.
However, it is important that there is consistency between a given organization’s
strategic and annual marketing plans. Moreover, it is important that organizations
that comprise a number of individual strategic business units (SBUs) or business
lines adopt a common approach to marketing planning. For example, a broad-based
financial services provider such as HSBC might choose, say, to produce an annual
marketing plan for its range of mortgage and property finance products. This
may be quite separate from, for example, its pension product range. Whilst both of
these product groups will be guided by the overall corporate positioning statement
of being ‘The World’s Local Bank’, they each nonetheless operate in quite distinct
marketplaces. Therefore, each will have quite different requirements in respect of
the market-specific objectives that they specify, the elements that need to be considered when analysing the marketing environment, and the characteristics of the
segments that they identify and target. For example, the competitor set that applies
to pensions products will vary greatly to that of the mortgage area. This is an
important point, as there are real dangers of conducting a marketing plan at too aggregate a level. There are no straightforward solutions to this difficulty other than to say
that all organizations must approach the issue in a way that best suits their particular
circumstances, such as product range, scope and organizational structure.
The conduct of the annual marketing plan comprises two components, namely:
the process and the written plan itself. It must be borne in mind that there should
not be a strict one-size-fits-all approach to the annual marketing plan; rather, it
should be tailored to suit the particular characteristics of any given organization.
However, the model shown in Figure 9.1 represents a sound core structure for the
ultimate output of the planning process.
The plan should make it clear where responsibility and accountability lies for
marketing objectives and the successful completion of marketing-mix activities.

A brief restatement from
the strategic marketing
plan to ensure
consistency

Mission
Executive summary (for this plan)
Situation review (updated)
SWOT analysis (updated)
Objectives (for the budget year)

Material specific to
the annual plan

Marketing mix

Implementation

Figure 9.1 The annual marketing plan.

Product management and
development
Pricing
Distribution
Promotion
Internal communication
Summary activity schedule
Budget
Accountability and evaluation
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Ownership should be made clear and unambiguous, and sole ownership for delivery
should always be sought. It is common to encounter a plethora of shared accountabilities, which results in an unclear sense of ownership. Indeed, well-defined
accountability is a necessary prerequisite for an appropriate appraisal system
and performance review. This section of the plan can also be used to summarize
the array of key performance indicators (KPIs) that arise from the marketing-mix
activities.
In the discussion of strategic marketing planning in Chapter 5, explicit reference
was made to internal communication. The lack of sufficient emphasis upon this issue
is a major contributory factor to the failure of marketing plans to achieve their objectives. It is very rare for a marketing objective in the field of financial services to be
accomplished without the involvement of people in other functions. In the case of
an insurance company there may be a sales-force to consider; a building society
must take care to inform branch staff. In all types of financial services companies it
is vital that administration staff are made fully aware of marketing activities that
will impact upon their work. Similarly, IT and business systems colleagues need to
know how plans for new products or new product features should be factored into
their own functional plans.
A central component of any annual marketing plan will be decisions about the
marketing mix and details about how key marketing variables will be managed and
controlled. The remainder of this chapter will explore in more detail the concept of
the mix as it applies in financial services.

9.3 The role of the financial services
marketing mix
It is vital to grasp the point that the marketing mix is what determines the customer
experience. Thus, it is the role of the mix to deliver customer satisfaction and result
in a stream of margin that delivers shareholder value. Purchase decisions are made
by consumers on the basis of the overall service offer and how well this meets their
needs. A service offer can simply be decomposed into the elements of product, price,
promotion and place (and even people, process and physical evidence), and these
form the basis of the traditional marketing mix. Marketing managers make decisions about these variables in order to implement a marketing strategy – in particular, they use these variables to create a clear market position and demonstrate how
their product meets consumer needs in the target market. This process is shown in
Figure 9.2.
The remaining chapters in Part II address in detail those aspects of the mix that
have historically been prominent in acquiring new customers. It must be borne in
mind that the same elements of the mix also have a part to play in the retention of
customers, and the range of the mix in this context will form the focus for Part III of
this book.
Each chosen target customer segment should be the subject of a tailored marketing
mix. Unless the organization has chosen to follow an undifferentiated strategy, the mix
must be adjusted to suit the particular characteristics of each individual segment.

Customer acquisition strategies and the marketing mix

175

Chosen competitive position

Product

Price

Promotion

Place

Target customers’ needs

Figure 9.2 Customer needs and the marketing mix.

In addition to segmentation, the strategy will identify the basis of the company’s
competitive advantage. The chosen form of competitive advantage provides a reference point for the marketing mixes designed for each target segment. Thus, there
must be consistency in the design of segment-specific mixes to ensure that the core
competitive advantage is in evidence across the range of mixes employed. All elements of the marketing mix must be designed, presented and delivered in ways that
are mutually reinforcing and faithfully reflect the company’s chosen basis for differentiation.
In practice, there is a range of different marketing tools that marketing managers
can use. Thus, when we use the term ‘the 4Ps’ it is important to remember that each
‘P’ encompasses a range of different marketing tools. Some examples of these are as
follows:
●
●
●
●

Product – includes range of products offered, features, brand, quality, packaging,
warranties, terms and conditions
Price – includes listed price, discounts, payment periods, credit terms
Promotion – includes advertising, personal selling, sales promotion, publicity,
public relations
Place – includes channels of distribution, location, access (opening hours), staffing.

In managing the marketing mix, it is important to remember that each
decision about a particular tool will send a message to consumers. A high price, for
example, may be interpreted as indicating high quality. A limited number of outlets
for a product or service may imply that it is exclusive, as might advertising in
expensive magazines with limited circulation. Thus, if the marketing mix is to be
used to create the organization’s desired competitive position there are two key
requirements;
1. Consistency with position. The decisions about each mix element must be consistent
with the position that has been chosen. Thus, for example, when Maybank
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decided to promote a youthful lifestyle image in Malaysia, it supported that decision with a major promotional event that included a live band, promotional offers
for mobile phones and a competition with a VW Beetle as the major prize. These
were all activities that were seen as being consistent with a youthful image. If the
same event had included a performance by a string quartet, and a Volvo as
the competition prize, many consumers would have found this inconsistent with
the image being portrayed and the promotional event would have been much less
successful.
2. Synergy from mix elements. As well as ensuring that an element of the mix is
consistent with the chosen position, it is also important to ensure that all the
mix elements are consistent with each other. This is important because each
element of the mix presents customers with a very clear message about the organization and its products and services. There are very real synergies generated
when each element of the mix conveys the same message to consumers.
Equally, if elements of the mix send different messages, then consumers may be
confused. For example, the American Express Platinum charge card is associated
with high-income consumers and symbolizes prestige and success. It is the fact
that it is exclusive that makes it attractive. A press campaign in mass-market
media will be inconsistent with the product and the image it projects. There will
be no opportunity for synergy, and the image of the card may be damaged
because the real target market will not recognize the appropriateness of the card
for them.
Thus, an effective marketing mix must aim for consistency and synergy –
consistency with strategic position, and synergy from the individual elements.
Individual elements of the mix should not be viewed in isolation; constant crossreferencing is essential to ensure consistency with other elements in the mix.

9.4 The financial services marketing mix:
key issues
In Chapter 3, the distinguishing features of financial services were identified and
their marketing implications discussed. The main differences between financial
services and physical goods were listed as:
●
●

●

●

intangibility – financial services have no physical form and are often complex and
difficult to understand
inseparability – financial services are produced and consumed simultaneously,
they cannot be stored, and there needs to be significant interaction between
customer and supplier
heterogeneity – the quality of financial services is highly variable because of differences between consumers and a heavy dependence on people to provide the
service
perishability – financial services cannot be inventoried; they have to be produced
on demand.
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To address intangibility, marketing activities might consider:
●
●

making the service more tangible by providing consumers with some physical
evidence (or at least a tangible image)
building trust and confidence through the people that help deliver the service.
To address inseparability, marketing activities might consider:

●
●

training to ensure that staff are friendly and responsive
developing processes for service delivery that are customer orientated.
To address heterogeneity, marketing activities might consider:

●
●

standardizing service delivery processes
managing and training staff to encourage a high and consistent level of quality.
To address perishability, marketing activities might consider:

●
●

automating services features via processes for remote access
managing demand through careful use of staff rosters or by using special price
mechanisms.

Thus, the provision of physical evidence, staff management (people) and the
systems for delivering service (process) are all likely to be important elements of
marketing decision-making for financial services. As a consequence, Booms and
Bitner (1981) proposed that people, processes, and physical evidence should be
added to the original 4-Ps framework to create what is termed the extended marketing mix (7-Ps). The remainder of this book will be structured around the traditional
marketing mix, but a brief description of the elements of the extended marketing
mix is provided below. The decision on whether to adopt the 4-Ps or 7-Ps approach
can only be determined in the light of the specific circumstances of an individual
company or product group. There is little point in being slavish to the 7-Ps model
at the tactical level if the 4-Ps version is perfectly fit-for-purpose. What matters is
that the marketing-mix decisions outlined in the plan serve to identify a range of
actions under suitable headings that will result in the achievement of the desired
outcomes – the objectives.

9.4.1

People

The ‘people’ factor in the marketing mix emphasizes the important role played by
individuals in the provision of financial services. Consumers will frequently find the
precise details of a financial service difficult to understand, they often do not see
anything tangible for their expenditure, and the benefits from many financial services
may only become clear at some time in the future. Furthermore, the provision of
information and purchase of a financial service depends on the interaction between
the consumer and representatives of the organization. These features of financial
services mean that the purchase decision may be heavily influenced by the way in
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which consumers perceive the staff that they deal with and how they interact. The
people who provide a service affect the way in which customers see the product,
how it is promoted and how it is delivered.
In particular, the people component of services marketing is most commonly
associated with personal selling which relates to both the promotion and distribution (place) elements of the marketing mix. It is also relevant to the product element
of the mix, because it can have a significant impact on the quality of service.

9.4.2

Process

Process is concerned with the way in which the service is delivered, including
business policies for service provision, procedures, the degree of mechanization etc.
There are several reasons why process is important. First, the heterogeneity of
services raises the issues of quality management and control. Secondly, inseparability suggests that the process of providing the service may be highly visible to the
consumer and will need to be flexible enough to accommodate potential demand
variations. Thirdly, the intangibility of services means that the process by which the
service is provided will often be an important influence on the consumers’ assessment of service quality. Accordingly, the main concern with process is typically in
the context of distribution, but it also has relevance to pricing decisions.
In developing distribution systems for financial services, the intangible nature of
the product means that there is nothing physical to supply to the consumer; the consumer is paying only for a bundle of benefits and the delivery process will need to
emphasize these benefits. Furthermore, the variability of service quality leads to
pressure for automation in service delivery wherever possible. For some services
(such as money transmission) this is relatively easy, whereas for others (such as
financial advice) this is more complex, although recent developments in expert
systems are assisting with the automation of some of the more complex services.
Although process is important in relation to distribution, it is also relevant to
price through its impact on the monitoring and measurement of production costs.
Careful attention to the process of delivering a service can be of value in understanding the nature of costs and thus developing a sensible approach to pricing.

9.4.3

Physical evidence

Physical evidence refers to anything tangible which is associated with a given
service – it may be the buildings that an organization occupies, the appearance of
staff, or the cheque-book holders or wallets that are provided for documents. The
need for physical evidence within the marketing mix arises directly from the
typically intangible nature of the service. It is generally recognized that physical
evidence can be subdivided into two components:
1. Peripheral evidence, which can be possessed by the consumer but has little
independent value (e.g. a document wallet)
2. Essential evidence, which cannot be possessed by the consumer but has
independent values (e.g. a bank branch).
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The provision of physical evidence is likely to be most obvious in the product and
place components of the marketing mix, but it is also relevant to promotion. In the
product element of the marketing mix, brand-building is important in the process of
tangibilizing a service. Building an image and a brand is seen as increasingly important in the financial services sector, because the brand is a way of reducing risk and
emphasizing quality. Increasingly, brands are accompanied by a variety of forms of
peripheral evidence (cheque books, plastic cards, document wallets, etc.) to reinforce
the brand’s message.
The need for physical evidence is also significant in the context of promotion. The
particular problem facing suppliers of financial services is that they have no physical product to present to consumers. Thus, from a marketing perspective, promotion
must try to develop a message and a form of presentation which makes a service
seem more tangible. It is also interesting that the more successful forms of sales
promotion have tended to be those offering tangible items as free gifts (calculators,
watches, etc.) and competitions rather than simple price promotions.

9.5 Customer acquisition and the financial
services marketing mix
Thus far, this chapter has given an overview of the key elements associated with the
marketing mix for financial services. This section focuses on the challenges which
might confront organizations when trying to manage these elements with a view to
the acquisition of new customers. Case study 9.1 provides an example of how HDFC
Bank in India has effectively integrated its marketing strategy and marketing mix to
promote customer acquisition.
Case study 9.1

Customer acquisition at HDFC Bank

Until the 1990s, the banking sector in India was dominated by two main
groups – the public-sector banks and the international banks. The former dealt
with the mass market, although the quality of products and services provided
was generally considered to be poor. The latter focused on the more wealthy
segments and were typically very selective in terms of accepting new
customers. Liberalization during the 1990s paved the way for the influx of new
private-sector banks, the first of which was HDFC, launched in 1995. The bank’s
research had identified a significant middle-class market, which expected a
high quality of service and was willing to pay for it. These customers were not
prepared to tolerate poor service and long queues in the public-sector banks,
but equally were less trusting of the international banks and less attractive to
those banks because they were outside the very high-income brackets.
As a new entrant, HDFC needed to develop its marketing mix in order to
target these customers and persuade them to switch to HDFC. The basic value
proposition that underpinned HDFC’s approach was that of ‘international levels
of service at a reasonable price’. Specific marketing mix decisions were as follows.
Continued
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Case study 9.1

Customer acquisition at HDFC Bank—cont’d

Product
To meet the needs of the chosen mid-market segment, HDFC offered a
comprehensive range of banking services, comparable to the product range of
international banks. This was supported by the targeting of specific products to
sub-segments based on differences in needs, expectations and behaviours. Staff
were recognized as being of considerable importance, particularly those on the
frontline, and the bank paid particular attention to recruiting staff with good
customer service skills.
Price
HDFC offered its initial bank account with the requirement for a minimum
balance of Rs 5000 – significantly below the typical international bank requirement of Rs 10 000, and so significantly cheaper, but still higher than the publicsector requirement of Rs 500. This ensured that HDFC had the margin to
support the delivery of superior service, while remaining significantly cheaper
than the international banks.
Promotions
HDFC supports its product and service offer with the usual range of above
and below the line marketing promotion, with direct mail, e-mail and SMS
becoming increasingly important. A significant recent innovation has been the
use of sophisticated analytical techniques to test and evaluate campaigns. This
has enabled HDFC to gain a better understanding of how customers respond to
marketing promotions and use this information to develop more effective
campaigns in the future. In addition, this analysis has enabled HDFC to target
its communications more effectively, thus reducing marketing spend and the
costs of acquisition.
Place
HDFC focused attention on the 10 largest cities in India, which account for
close to 40 per cent of the population, and concentrated on gaining maximum
market share in those areas before expanding to other cities. The decision to
operate with a central processing unit allowed the bank to keep the cost of establishing a branch network relatively low, and thus supported more extensive
coverage (around 500 branches in around over 200 towns and cities). Alongside
its branch network, HDFC also delivered its services via ATMs, phones, the
Internet and mobiles to ensure that it met the diverse set of needs of its midmarket customers.
The success of HDFC is evidenced in growth rates of 30 per cent per annum and
a string of awards from AsiaMoney, Forbes Global, Euromoney and many others.
Sources: Saxena (2000); Interview with Ajay Kelkar (available at
http://www.exchange4media.com/Brandspeak/brandspeak.asp?brand_id=811; HDFC
Bank (www.HDFCBank.com).
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However, not all financial services providers have been so successful in managing the mix for consumer acquisition. Historically, the financial services sector has
received considerable criticism for tending to focus on new customer acquisition to
the detriment of existing customers. Indeed, the cynical practice of offering unsustainably attractive benefits to consumers at the time of acquisition, which are subsequently reduced, remains a feature of certain parts of the industry. It is undoubtedly
true that companies have the right to use promotional pricing as part of its new
customer acquisition activities. Promotional pricing is prevalent in virtually every
category of consumer goods and service marketing, so why should financial services be exempt? Promotional pricing does indeed have a perfectly legitimate role to
play in financial services. However, it has to be used with care, given the complexity of the products, the timescale over which they operate, and limited consumer
understanding. With the one-off purchase of, say, a television or a holiday, consumers understand clearly the net price they have to pay and are in a position to
make a well-informed choice. When ‘buying’ a deposit account from a bank or a
building society, consumers may well be in possession of the facts regarding the
short-term price promotion but not in a position to judge the long-term competitiveness of the interest rate. In the field of mortgages, an attempt has been made to
factor-in the effect of special introductory offers through the introduction of the
Annual Equivalent Rate (AER). The key point to grasp is that care must be taken
with the use of new-customer price promotions to ensure the appropriate management of expectations.
In addition to concerns about the way in which marketing mix variables are
used, we must also recognize that the specific features of the financial services
sector may create additional challenges. Chapter 2 devoted considerable attention to the array of products that comprise the domain of retail financial services.
In Chapter 10, we present key models and concepts concerning the successful
management of products. Meanwhile, it is important to appreciate that the relationship between product and process is particularly close in the case of financial
services. When a person ‘buys’, say, a current account; that person is seeking to
secure access to a range of service benefits on a continuing basis. The availability
of Internet banking facilities may be perceived as a product feature or a process
associated with the consuming of the product. However, in the context of customer acquisition – the focus of this part of the book – we should consider process
in terms of how an individual first becomes a current-account customer of a
given provider. It must be borne in mind that the processes associated with customer acquisition comprise things that the organization chooses to require, and
certain things that are imposed by external agents such as the regulator. To continue with the example of a current account, many countries have strict rules
regarding money laundering. This results in the need to provide original forms
of documentary evidence as proof of identify and address. It adds a degree of
complexity to the new customer acquisition process and may cause frustration
for the customer; however, it cannot be avoided, and this must be explained and
managed.
A further aspect of the mix that may be challenging in a financial services
context is place. In the conventional consumer goods context, place is pretty straightforward; it concerns the means by which the consumer gains access to buying the
product – i.e. the channel of distribution. This meaning of the term also applies in
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the case of financial services. For example, IFAs represent the primary means of
distribution by which a consumer gains access to the products of Skandia, the
Swedish-owned life insurer. However, having become a customer of Skandia,
ongoing service contact is likely to be directly with the company via the telephone,
for example. Thus place is a rather ambiguous concept, since it can refer both to the
channel of distribution that a consumer uses to become a customer and to the
means by which a customer engages in service interventions with the provider
company.
Owing to the economics of new customer acquisition, it is becoming increasingly
important for companies to market themselves on the basis that there will be an
ongoing customer relationship in which a number of products will be bought by the
customer over a prolonged timescale. In other words, the profit is in the lifetime
value of a new customer, and not necessarily in the profitability of the first product
purchased. Customer profitability is determined to a large extent by a surprisingly
small group of variables that apply fairly consistently to most forms of financial
services products. Consider the case of, say, a loan that is secured on the value of a
consumer’s home. This type of loan is sometimes referred to as a second mortgage
because, in law, the lender can only gain access to the property’s security value once
any first mortgage debt has been discharged. The profitability of a new secondmortgage customer is a function of:
●
●
●
●
●

the amount of money loaned
the term of years over which repayment of the loan takes place
the likelihood of the customer defaulting on the loan
the interest margin
the purchase of other products from the lending company.

Relatively small changes, either positive or adverse, in one or more of these
variables can exert significant impact on profitability, especially if all five
variables are affected. This model works equally for first mortgages and unsecured
loans.
In the life insurance sector, the profitability of a new customer is a function of:
●
●
●
●
●

the value of the sum assured
the term that the policy remains in force
the likelihood of a claim being made
policy margins
the purchase of other products from the insurance company.

Again, the cumulative impact of positive or adverse variances with respect to
these key variables has a compounding effect upon customer profitability. These
variables should be factored into the plans that are designed to achieve a targeted
level of new customer acquisition. The logic of this thinking indicates a balanced
scorecard approach to new customer target-setting. To target crudely on the basis of
maximizing new customers or products sold in a given budget year is to play a pure
numbers game that invites considerable long-term commercial risks. Case study 9.2
gives some examples to illustrate this point.
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Centralized mortgage lending – a salutary story

The latter part of the 1980s in the UK witnessed the rapid birth, and almost
equally rapid nadir, of what were termed centralized mortgage lenders. Names
such as The Mortgage Corporation, National Homeloans and Mortgage Express
came from a standing start to take of the order of 25 per cent of new mortgage
business by 1990. Their success was based upon a combination of opportune
timing and the unresponsive nature of traditional sources of mortgages, most
notably the building societies.
In terms of good timing, the centralized lenders were able to take advantage
of a period of time during which the cost of funds on the wholesale money
market was cheaper than retail-sourced funds. Building society mortgages were
largely funded by retail-sourced funds – indeed, there were strict limits on the
percentage of their mortgage funds that could be sourced on the wholesale
money market. Being centralized lenders, they had no branch infrastructure
costs to carry and were able to administer new mortgage applications efficiently
from one central administration centre. This gave them additional cost advantages which, together with lower funding costs, gave them a clear pricing
advantage over their traditional rivals.
Three other factors worked together with their pricing advantage to give the
centralized lenders a tremendously strong competitive edge. First, they were
able to process new mortgage applications very fast (often within 24 hours,
compared with the 4–6 weeks that was typical for building societies at the time).
Speed is of the essence for the typical homebuyer as, once a desirable new home
has been found, there can often be a race to cement a deal with the seller of the
property. Secondly, the centralized lenders appreciated the importance of
intermediaries, such as estate agents, mortgage brokers and insurance company
sales agents, in placing new mortgage business. In the late 1980s, in the order of
60 per cent of new mortgages were placed with lenders via intermediaries. This
resulted in a very low cost of new business acquisition compared with the
branch costs of the traditional lenders. Recognizing the role of intermediaries,
the centralized lenders focused their own new customer acquisition activities
upon them. Thus, high volumes of new business were generated at low cost,
and in a short period of time the newcomers were challenging the supremacy of
a well-established incumbent industry. Thirdly, the centralized lenders brought
product as well as service innovation to the mortgage business. They were able
to use their treasury skills to provide new forms of interest rate management,
such as fixed rate and ‘cap-and-collar’ loans.
They began to use securitization as a means of putting their loan books off
balance sheet and thereby enhancing the return-on-capital to their shareholders.
They introduced so-called deferred rate mortgages, most notably the 3:2:1
scheme, whereby the interest rate payable in the first year of the mortgage was
a full 3 per cent less than the standard variable rate (SVR), reducing to a 2 per
cent discount in the second year and 1 per cent in the third year. The ‘6 per cent’
deferred interest arrived at in this way was to be added to the outstanding
loan at the end of Year 3, and the new, higher amount would be repaid at the
prevailing SVR from Year 4 onwards.
Continued
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Case study 9.2
story—cont’d

Centralized mortgage lending – a salutary

The meteoric rise of the centralized lenders was also assisted by three factors
external to their control. First, the house-purchase market in the UK experienced a sustained boom from 1985 onwards. Secondly, interest rates were
falling steadily towards the end of that decade. Thirdly, in 1999 the Thatcher
government gave advance warning that it was going to remove a tax-break
known as ‘multiple MIRAS’. This had the effect of lighting the blue touch paper
on a firework – the housing marketing rocketed property values to stratospheric
levels.
Just as propitious timing had brought about the dramatic growth of centralized lending, so too did a set of negative economic factors result in its almost
equally dramatic demise. During the course of 1990 interest rates began to rise –
indeed, in little over a year the base rate doubled from 7.5 per cent to 15 per
cent. Unsurprisingly, the housing market went from boom to bust within just a
few short months. The centralized lenders’ price-edge evaporated, causing
already declining sales to fall even faster. The rapid rise in interest rates caused
hardship for borrowers, and mortgage payment defaults began to grow. At the
same time, falling property prices rapidly eroded the margins of security of the
lenders. To make matters even worse, many borrowers on deferred-rate mortgage schemes were among the defaulters. This meant that the interest outstanding grew rapidly and added to the losses that would be incurred as security
margins disappeared. It should be borne in mind that the centralized lenders’
‘asset’ base of mortgages was accumulated when property prices were at or
near their historical peak, and that loan-to-value ratios were typically 90 per
cent. In other words, the lenders had a margin of security of just 10 per cent,
while between 1990 and 1992 the average property value fell by the order of
30 per cent. The outcome was that the new lenders withdrew from the market
by ceasing to accept new business in order to limit further potential losses for
their shareholders. All operational focus was upon damage limitation by acting
quickly to gain access to whatever security remained in the valuations of properties in default. Repossessions rose sharply, and so did the financial losses of
the centralized lenders.
Inevitably, it was the more ‘successful’ companies which had built the largest
books of business that suffered most, and the majority of the high-profile
lenders went out of business. Some of the smaller ones managed to survive, and
have carried on at the margins of the mainstream business.

So what is to be learned from this case study? First, it is probable that undue emphasis was laid upon the key performance indicators of volume and value of new customer business. Insufficient emphasis was placed upon the quality of the new loan
books. Secondly, greater caution should have been exercised in assessing the drivers
behind the growth of this new market sector. This should have included the use of scenario planning to stress test the probable impact of adverse environmental factors.
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Thirdly, more detailed analysis of the drivers of the behaviour of intermediaries and
their working practices should have occurred. This would have revealed the impact
of inappropriate remuneration systems and the poor-quality customers with whom
many of the intermediaries dealt. Fourthly, there should have been greater investment
in default mitigation resources and processes, and a greater degree of caution built
into provisions made for bad debts. Finally, the business model should have taken a
more holistic approach to the assessment of new customer value, as described earlier
in this chapter.
Elements of this case study are in evidence in other marketplace settings, such as
the personal pension boom of the latter 1980s and early 1990s, and the dot-com
boom of the mid-1990s. All rapidly expanding new market phenomena should be
subject to a greater degree of scrutiny. Particular attention should be focused upon
developing a thorough understanding of:
●
●
●
●

the underlying drivers that are fuelling the growth
the motives and behaviours of customers
the motives and behaviours of intermediaries and other distributors
the customer value model.

9.6

Summary and conclusions

The effectiveness of any marketing strategy depends on the development of an
effective marketing mix. The marketing mix consists of all the marketing tools that
can be used to communicate an organization’s service offer to its target markets. To
be effective, the elements of the marketing mix must be consistent with the organization’s chosen position and with each other. In financial services, the marketing
mix must recognize and respond to the distinctive features of service products. In
particular, when managing the elements of product, price, promotion and place,
marketers in the financial services sector need to pay particular attention to the
people delivering the service, the process by which the service is delivered and the
physical evidence which represents the service.

Review questions
1. Why is consistency important in the development of an effective marketing mix?
2. What makes the marketing mix for financial services different from the marketing
mix for physical goods?
3. What are the major challenges for financial services providers when developing a
marketing mix for customer acquisition?
4. Which practices on the part of a financial services provider undermine consumer
trust, and which practices and activities can enhance trust?

This page intentionally left blank

10
Product policies

Learning objectives
By the end of this chapter you will be able to:
● explain the nature of financial services products
● explain the operation of key Islamic financial services
● outline the issues influencing product policy
● provide an overview of issues relating to the management of existing products
● develop an understanding of the implications of the product lifecycle concept
for the marketing mix
● outline the issues associated with the development of new products.

10.1

Introduction

By definition, the product is fundamental to any marketing activity, since it is by
consuming the product that a customer experiences enjoyment and utility. Clearly,
a product which does not offer what consumers want at a price they are prepared to
pay will never succeed. Decisions about the products that an organization offers are
both strategic and tactical. The strategic issues associated with the management of
the product portfolio were introduced in Chapter 5, and discussed further in relation
to segmentation, targeting and positioning in Chapter 8. Alongside these strategiclevel decisions about the product, there are also important tactical issues which
must be considered. These relate to the development, presentation and management
of products which are offered to the marketplace. Thus the product element of the
marketing mix deals with issues such as developing an appropriate product range
and product line, as well as considering decisions relating to the attributes and
features of individual products. In this context, the issue of branding is becoming
increasingly important for individual products as well as for the organization as
a whole. The product element of the marketing mix also deals with issues relating
to new product development. Extending product ranges and product lines, either
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by new product development or through the modification of existing products,
is increasingly important for organizations that wish to remain competitive in a
rapidly changing market environment.
This chapter begins by providing an overview of financial services products and
how they present particular challenges for marketing. It introduces the main types of
Islamic financial services which have recently become more widely available. The
next section examines the factors that will influence decisions about the development
of the product element of the marketing mix. Here we revisit the product lifecycle
concept and consider its uses and limitations in further detail. Subsequent sections
deal specifically with aspects of the product range strategy and the process of new
product development in the financial services sector.

10.2

The concept of the service product

In the tangible goods domain the notion of what constitutes a product is pretty
straightforward, as it comprises palpable physical characteristics. However, the
situation is less straightforward when it comes to financial services because product
comprises both utility features and service features. The former concerns the primary
need for which the product was bought – for example, a personal pension to provide
an income in retirement. Amongst the utility features associated with a pension may
be a choice of investment funds, the ability to switch between funds, and an option for
income drawdown. Services features are somewhat analogous to the process element
of the extended marketing mix of the 7-Ps. In the case of a personal pension, it could
include ability to access a fund’s value and make additional contributions on-line, or
perhaps access to information and assistance via a 24/7 call-centre. Sometimes the
boundary between the two types of feature can appear to be somewhat blurred.
An additional dimension to appreciate is the role played by service features where
third-party intermediaries form part of the distribution processes of a product provider.
In these cases, real competitive advantage can be achieved by providing intermediaries
with a range of helpful and responsive service features such as the ability to input
new cases on-line and the provision of connectivity between the IT systems of the
provider and the intermediary.
Thus, when we refer to terms such as product, product management and product
development in the context of financial services, we must ensure that both utility
and service features are given due consideration.
Products are only purchased because they provide these benefits to the consumer.
Therefore, in order to understand products and how they should be managed, it is
important to understand what those benefits are and how they are provided.
Understanding the nature of the service product requires an understanding of both
the needs of customers and the organization’s ability to meet those needs.

10.2.1

What customers want

The majority of organizations offer a range of products to a variety of customer
groups in order to meet a variety of customer needs. In financial services, the prime
customer groups are personal, institutional and corporate. In personal markets,
financial institutions will often separate high net-worth individuals (HNWI) from
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other customer groups. In the corporate markets, banks will typically separate large
corporates from small and medium-sized enterprises. These customer groups
have a wide variety of financial needs. The diversity of customer needs outlined in
Chapter 2 can be classified under six main headings:
1. The need to move money and make payments (e.g. current accounts, ATMs
debit cards)
2. The need to earn a return on money (e.g. savings accounts, unit trusts, bonds)
3. The need to defer payment or advance consumption (e.g. loans, credit cards,
mortgages)
4. The need to manage risk (e.g. life insurance, general insurance)
5. The need for information (e.g. share price information services, product information)
6. The need for advice or expertise (e.g. tax planning, investment planning, advice
on IPOs, advice on mergers and acquisitions).
Box 10.1 outlines the key features of a common but often misunderstood financial
product, namely bonds, which are used to satisfy buyer needs to earn a return on
money and issuer needs to advance consumption.

Box 10.1

What is a bond?

A bond, very simply, is a loan that the bondholder makes to the bond issuer.
Governments, corporations and sometimes municipalities issue bonds when
they need capital. If you buy a government bond you are lending the government
money, and the same with a company. Just like any other loan, a bond pays
interest periodically at a given rate; this is known as a coupon, and it repays the
principal at a stated time. The risk to the bondholder is that the bond issuer may
default in the interest payments or the actual repayment of the loan.
Bond characteristics
A bond can be traded in the secondary open market after it is issued, and its
market price is dependent on a range of variables, including interest rates, supply
and demand and maturity – although, in theory, a bond’s price is supposed to
equal the present value of all future cashflows, including the final redemption.
Bonds are normally issued with face (nominal or par) value of £100, which can
be simply understood as the amount returned to the investor upon redemption.
A bond’s price is normally quoted in pence or cents, depending on which country
and currency the bond is issued in. For example, if a bond is quoted at 99p, the
price is £99 for every £100 of the face value of the bond. If that same bond is quoted
at 101p, the price is £101 for every £100 of the face value. In the first instance, the
quoted or market price of the bond is said to be at a ‘discount’ to (i.e. lower than)
the nominal price (of £100), and money can be made (a ‘capital gain’) on
redemption. In the second instance, the bond is said to be trading at a ‘premium’
(where the quoted price is higher than the nominal price). In this case, money
would be lost (a ‘capital loss’) on redemption. If the bond is at its face value of £100
(meaning the quoted price is 100p), it is then described as trading at ‘par’.
Continued

190

Financial Services Marketing

Box 10.1

What is a bond?—cont’d

Another important character of a bond is its yield. At the most basic level, this can
be understood to be the return an investor can expect from such an instrument. The
‘nominal yield’ is the amount of income the bond generates per year as a percentage of its nominal value. Thus the nominal yield (calculated by dividing annual
income by nominal value) on a £100 bond which pays 5 per cent interest a year is
(5/100) × 100 = 5 per cent. This yield can normally be found in the description of
the security – for example, ‘Treasury 4.25% 2016’, where the nominal yield in
4.25 per cent. Whereas this yield might be useful for someone who buys a bond at
issue or ‘at par’, it cannot be used when a bond is bought at a premium or discount
to nominal value. Here, it is appropriate to use the ‘current yield’, which is calculated by dividing the annual income by the current market price of the bond. If the
above-£100 bond which pays 5 per cent coupon is trading at £95, then the yield is
(5/95) × 100 = 5.26 per cent. The limitation of the current yield is that it only provides a snapshot based on the market price today, and takes no account of a capital
loss or gain made if the bond is held until maturity. The widely used ‘gross redemption yield’ solves this problem and provides a standard with which individuals can
compare many varying bonds of different coupons and maturities, and discover
whether they are at a discount or premium. The aim of the redemption yield is to
show the total return of the bond while taking into account the interest/coupon that
will be paid (before tax), the number of years left until the bond matures, and the
capital loss or gain involved if the bond is bought at the current market price and
held it until it is redeemed. An important thing to note when using gross redemption yield (or yield to maturity, as it is otherwise known) is that the return is calculated based on the assumption that the investor reinvests the coupons received at
the same yield as that at time of purchase of the bond.
The bond price always moves in the opposite direction to its yield, so that
if interest rates rise, bond prices will fall and yields rise – and vice versa. This
relationship between interest rates and price is not a perfect linear relationship,
but a slightly curved one. An imaginary line is then drawn at a tangent to this
curve and the resulting estimate of change in price for a given change in yield is
known as ‘modified duration’. The idea behind duration is pretty simple – for
example, if a bond has a duration of 3 years, then the price of that bond will rise
by 3 per cent for each 1 per cent fall in interest rates or decline by 3 per cent for
each 1 per cent increase in interest rates. Such a bond is less risky than one that
has a 10-year duration. That bond is going to decline in value by 10 per cent for
every 1 per cent rise in interest rates.
There is also another relationship specific to bonds, that between the yield and
time left till maturity, arising from the fact that changes in interest rates affect all
bonds differently. The longer a bond has until redemption, the greater the risk
that interest and inflation rates will fluctuate or rise higher, prompting the
investor to expect a higher yield for taking on the extra risk. A line that plots the
yields of bonds at a given point in time with differing maturities is known as a
‘yield curve’. This curve generally rises from lower yields on shorter-term bonds
to higher yields on longer term bonds. The shape of the yield curve is closely
scrutinized because it helps to give an idea of future interest rate change and
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What is a bond?—cont’d

Yield

economic activity. There are three main types of yield curve shapes: normal,
inverted and flat (or humped). A normal yield curve (Figure 10.1) is one in which
longer-term bonds have a higher yield
compared to shorter-term bonds due
to the risks associated with time.
An inverted-yield curve is one in
which the shorter-term yields are
higher than the longer-term yields,
which can be a sign of impending
recession. This has recently been the
case with the US yield curve, where
the 2-year Treasury bond is yielding
more than the 10-year Treasury bond.
A flat (or humped) yield curve is one
Maturity
in which the shorter- and longerFigure 10.1 The yield curve
term yields are very close to each
Source: Investopedia.com.
other, which is also a predictor of an
economic transition. The slope of the
yield curve is also seen as important:
the greater the slope, the greater the gap between short- and long-term rates.
Credit quality and rating
When evaluating a fixed-income security the credit quality is an important consideration, as the bond may not reach maturity for a number of years and during
which time an investor needs to be secure in the knowledge that the bond issuer
will pay interest payments on schedule and return the nominal value on redeeming said bond. There are many different types of bonds issued by various differing entities, and a credit rating provides a standard way of evaluating the
credit-worthiness and financial soundness of issuers. There are rating agencies
(such as Standard & Poor’s, Moody’s and Fitch) that assign ratings to many bonds
when they are issued and monitor developments during the bonds’ lifetime, measuring the willingness and ability of the issuer to make interest and principal payments when due. The highest rating (i.e. the bond least likely to default on
payment, also known as ‘default risk’) is AAA for S&P and Aaa for Moody’s. It then
proceeds down the rating scale – AA+, AA, AA−, A+, A, A−, BBB+, BBB, BBB−,
BB+, BB, BB− and so on. Any rating equal to or above BBB- is known as
‘investment grade’, and represents those entities with low probability of default.
Ratings equal to or lower than BB+ are known as ‘high-yield bonds’ or ‘junk bonds’.
Types of bonds
There is a broad range of types of bonds, which can be described in the following categories:
●

Bonds issued by governments or sovereign entities, which go by various
titles – UK, Gilts; USA, Treasuries; Germany, Bunds; Japan, JGBs; France, OATs.
Continued
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What is a bond?—cont’d

These securities are thought to pose the least risk to investors, as governments are generally thought of as trustworthy issuers who will provide
interest payments annually and return the nominal value at redemption.
There are, however, many more bonds issued from smaller emerging
market countries, some of which are far riskier, including Columbia and
Ukraine. There is also a class of ‘quasi’ government bonds issued by nongovernmental organizations such as the World Bank and the European
Investment Bank, which are often compared to sovereign debt for their
similar characteristics.
Index-linked bonds. A number of governments also issue index-linked
bonds, which are linked to the rate of inflation. In the US, these are known
as TIPS (Treasury Inflation Protected Securities); in Europe they are known
as Linkers.
Local government bonds. These have virtually disappeared in the UK, but
are more common elsewhere – especially in the US and Canada.
Floating rate notes. These are bonds that can be issued by governments or
companies without a fixed coupon – i.e. the interest payments are not a
fixed amount but usually quoted as some percentage over the rate of
LIBOR (London Interbank Offer Rate).
Corporate bonds. These are bonds issued by corporations to finance their
spending or investment, and currently account for more than 50 per cent of
the UK fixed interest market. It is here in particular that the credit rating of
the issuer becomes important. They are divided into two main rating
categories – investment grade and high-yield bonds – with the rating for each
bond depending on the financial conditions, management, economic and debt
characteristics of the company. High-yield bonds represent higher default
risk, and were established to provide bonds for more speculative and
higher-risk companies. They often trade at either a substantial discount or
higher coupon, to reflect the additional risk being taken by the investor.
Securitized bonds or asset-backed securities. In this area, cash flows from
various types of loans and payments (mortgages or credit-card payments,
for example, and also recording revenues like the famous ‘Bowie’ bond) are
bundled together and resold to investors as securities.

Bonds, although not traded or listed on a Regulated Investment Exchange, which
is the common place for equities, are dealt through dealers who are regulated by the
FSA. The fixed interest market is much larger than the equity markets in most countries; in the UK it is approximately 4.5 times larger. Bonds form a key part of professional portfolio construction, providing income, diversification, protection against
economic slowdown when other investments can be affected, and (for index-linked
bonds) protection against inflation. The asset class, unlike many equity markets, is
still growing with increased popularity from companies of all sizes.
Source: Justin Urquhart-Stewart, Marketing Director,
Seven Investment Management.
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Organizations in the financial services sector concentrate on the development
of products and services which meet these particular needs. However, to be successful it is not enough just to have products that meet these very basic needs.
Organizations must also seek to understand customers’ wants and preferences, and
identify ways in which they can make the product particularly attractive and convince
the customer to purchase. In order to understand how organizations can make
their products attractive to customers, we must understand the nature of the
product itself.

10.2.2

What organizations can provide

Organizations provide products to meet customer needs. One common way of thinking about products is to see them as a series of layers surrounding the central core:
1. The core. The core product represents the basic need that is being provided – in the
case of a bank current account, the core product is money transmission. At the
core-product level, all organizations in the market are basically the same – all current
accounts offer money transmission, all credit cards offer the opportunity to delay
payment, and all unit trusts provide an investment opportunity.
2. The tangible product. The next layer of the product is usually described as the tangible product, and at this level the organization will make the product identifiable
by adding certain features, facilities, brand name, etc. The products of different
organizations will be slightly differentiated although, from the consumers’ perspective, all the features offered in this layer are what they would expect as a minimum
before purchasing. This suggests that it would be difficult really to differentiate
products at this level.
3. The augmented product. The third layer, which is described as the augmented product, is usually used to refer to those features which organizations add to make
their products distinct from the competition, such as the special customer service
offered to holders of platinum credit cards. It is at this level that an organization
hopes to gain a competitive edge by offering attractive features that competing
products do not offer. Of course, as explained in Chapter 3, this is difficult
because of the ease with which the features of financial services can be copied.
4. The potential product. The final layer of the product is described as the potential
product. This refers to features that are either very new or not yet available, but
which can potentially be added to a product to make it very distinct.
An illustration of these different layers is shown in Figure 10.2. In Figure 10.2, the
financial service being illustrated is a unit trust. The core element of a unit trust is
that it provides customers with a way of investing existing wealth and generating
a return in the future. The tangible elements would include an association with a
specific supplier (branding), a choice of investment realization method (income v.
capital growth), projected returns, accessibility, etc. The augmented element would
then incorporate additional features which go beyond those that would be
expected by the consumer. In the case of a unit trust, this might include the option
to invest only in environmentally responsible companies. Finally, the potential
product might include a facility that allows consumers to buy and sell over the
Internet.
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POTENTIAL
AUGMENTED
TANGIBLE
CORE

UNIT TRUST
Provides investment
facility
Reputation, past performance,
choice of fund types
Option to invest only in
environmentally responsible
stocks
Buying and selling online

Figure 10.2 The service product.

Based on this way of thinking about products, marketing managers must:
●
●
●
●

understand the core benefit that their product offers, and the needs of customers
identify the tangible elements that consumers would expect the product to offer
identify augmented product features that would provide the basis for differentiating
the product
monitor developments that could provide the basis for potential future features.

In performing these tasks, it is important to be aware of the distinctive features of
services (discussed in Chapter 3). In particular, there is a clear need to create some
tangible representation of the product for consumers, and also to address the issues
that arise in relation to the variability in quality.

10.3

Islamic financial instruments

In Chapter 2, the range of conventional financial services was discussed in some
detail. Such products are widely available across many different markets worldwide,
and have been so for some time. In addition, over the past 30 years a new range
of financial services has emerged that is structured around Islamic principles.
Islamic financial services in themselves are not new, but their widespread development owes much to the pioneering work of the Central Bank of Malaysia, Bank
Negara (Hume, 2004). The core product for an Islamic financial service is the same
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as the core product for a conventional financial service. Murabaha and a mortgage
will both fulfil the consumer’s need to purchase an asset and pay for it in the future,
but operate in rather different ways. In particular, since paying or receiving interest
is against the teaching of Islam and is thus haram (unlawful), financial institutions
use alternative, non-interest based approaches to providing Islamic financial services
(see, for example, Mills, 1999). The following are examples of some of the main
approaches to the provision of Islamic financial services:
1. Murabaha. This is an alternative to conventional loans, and is sometimes referred
to as cost plus financing. Under Murabaha, the bank purchases the goods which
the customer requires from a third party. The bank then sells the goods to the
customer for a pre-agreed (higher) price with deferred payments. Customers
wishing to deposit money with a bank may make deposits into a Murabaha fund,
and then will share in the returns from such transactions. In Malaysia, Bay Bithamin
Ajil (BBA) is the most common form of Murabaha, with payments being made in
instalments sometime after the delivery of the specified goods. Arab Malaysian
Bank’s al-taslif Visa card is a product based on BBA financing, while Bank
Muamalat offers both house purchase and fixed asset purchase on BBA principles.
In the UK, the Islamic Bank of Britain provides unsecured personal lending based
on Murabaha, while Al Baraka Islamic Bank in Bahrain provides financing for
commercial clients to purchase finished goods, raw materials, machines or equipment on the same basis.
2. Musharakah. This is a form of equity funding (partnership finance) in which both
a business and a bank invest in a particular venture. The profits are be shared
between both parties, and both parties bear any losses. This is probably the purest
form of Islamic financing, with return being uncertain and both parties sharing
the profit and the loss. Jordan Islamic Bank offers Musharakah-based financing to
commercial clients, as does Emirates Islamic Bank.
3. Mudarabah. This is a contract between provider of capital and an entrepreneur.
The provider (referred to as the rabb al-mal, or the sleeping partner) entrusts
money to the entrepreneur (referred to as the mudarib, or the working partner) in
connection with an agreed project. When the project is complete, the mudarib
returns the principal and a pre-agreed share of the profit to the rabb al-mal. Any
losses are borne by the rabb al-mal. The operation of Mudarabah with the bank as
the provider of capital is a basis for making loans. Where the depositor is the
provider of capital and the bank is the entrepreneur, then Mudarabah serves as a
basis for taking deposits – as, for example, with Arab Malaysian Finance’s GIA
Quantum deposit service or Affin Bank’s Tiny Tycoon Savings account.
4. Al-Ijara. This is a form of leasing finance. The bank will purchase the asset
required by the customer and then lease the asset to that customer at a prearranged rate, with the asset to be used productively and in ways that do not conflict with Shari’ah law. Emirates Islamic Bank is one of many banks that provides
leasing for equipment, vehicles, etc. on the principles of Al-Ijara.
5. Qard Hasan. This is a beneficial (interest-free) loan in which the borrower is
obliged to repay the principal to the lender, but any additional payment is
entirely optional. Qard Hasan loans are offered by most Islamic banks, although
are often restricted to particularly needy customers. Qard Hasan loans are usually
funded through some bank capital, and also through zakat donations.
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6. Amanah and Al Wadi’ah. These approaches are both concerned with guaranteeing
and securing a sum of money. In practical terms, products based around Amanah
(in trust) and Al Wadi’ah (safe-keeping) are similar. They all guarantee the return
of the principal (whether an individual takes a loan or makes a deposit), but there
is no additional payment. Affin Bank bases its current account on Al Wadi’ah,
while HSBC bases its Mastercard on Amanah.
7. Al Kafalah. These are effectively documentary credits, but with a non-interest-based
commission. Most commercial banks will offer these letters of credit for a variety
of business activities.
8. Takaful. This is a form of Islamic insurance based on the Koranic principle of
Ta’awon, or mutual assistance. It provides mutual protection of assets and property,
and offers joint risk-sharing in the event of a loss by one of its members. In Takaful,
the equivalent of insurance premiums (donations) are divided between two
funds. A small part of the donation is paid to the mutual fund, and this fund is
used to make payouts should the insured event happen. The larger part of the
donation is paid into an investment fund, and the surpluses from the investment
fund are subsequently equitably distributed between the participants and the
insurer according to the principles of al-mudarabah. The size of individual donations
is dependent upon both risk factors (such as health and lifestyle) and the desired
compensation (amount payable on death).
It should be clear that these financial instruments can meet the same set of financial
needs as conventional products. What makes these financial instruments distinct is
the avoidance of interest payment and a reliance on an approach which is much
closer to equity-based finance, such that both parties effectively share the risk element.
For many Muslim customers this approach to providing financial services is very
attractive, because it is consistent with religious beliefs. Increasingly, products
provided on Islamic principles are also proving attractive to non-Muslim customers.
In Malaysia, for example, it is estimated that as much as 70 per cent of Islamic
finance is actually supplied to non-Muslims (Hume, 2004). At the same time, some
customers are concerned about the apparent risk associated with many Islamic
financial services. While these risks are very small in practice, their existence does
mean that the marketing of Islamic financial services must emphasize safety and
security and try to reduce consumers’ perceptions of risk – particularly if the bank
or insurance company wishes to extend its target market beyond Muslim customers.

10.4

Influences on product management

Financial services organizations will look to develop services that meet some or
all of the financial needs of some or all customer groups. Some organizations will
concentrate on serving a subset of customers (described in Chapter 8 as market
specialization). Some organizations will focus on a subset of needs (described in
Chapter 8 as product specialization). A small number of organizations – typically
the major banks – will attempt to serve the majority of customer groups and meet
the majority of customer needs.
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Table 10.1 Product lines at Southern Bank Berhad
Savings

Investment

Current account

Home loans

Credit cards

Regular Savings
Account
Teen-in-Charge
Maxplus Savings
Maxplus Two-inOne

Regular FD
Golden Time
Deposit
Maxplus Fixed
Deposit

Regular Current
Account

SUMO 1
Home Sweet
Home

Gold Mastercard
Mastercard Classic
Eco Gold Mastercard
Eco Mastercard
Classic
Espre Gold
Mastercard
Espre Mastercard
Classic
Jordan Gold
Mastercard
Honda Gold
Mastercard
Gold Visa
Visa Classic

To meet the selected needs of selected customers requires a range of differing
products. A simple example of the product range that might be offered to personal
customers is presented in Table 10.1, for the Southern Bank Berhad in Malaysia.
The width of the range refers to the number of different broad product types or lines
(savings, investment, credit card). Each type or line will consist of a number of
related products, and the number of such products determines the length of the line.
In the case of Southern Bank Berhad, the credit card line consists of ten different
variants, while the savings line consists of only four different individual products.
A key aspect of product management is to make decisions about the development
of this range to ensure that the organization maintains and improves its competitive
position. As explained in the introduction to this chapter, this involves both strategic and tactical decisions and covers a broad range of activities. For the purpose of
this discussion, product management will be discussed under two broad headings:
1. Management of existing product lines. This includes product design (features, quality,
brand, points of differentiation, etc.), product modification (checking product
performance and making adjustments to product design where necessary) and
product line management (addition of new variants of existing products).
2. Product range management. This focuses on the overall choices regarding the range
of products to offer. Of particular importance in this area are the introduction of
new products and the removal of older, poorer-performing products.
While each of these aspects of product management will be considered separately
later in this chapter, it should be recognized that they are necessarily interdependent;
product attribute decisions have implications for the product range, and decisions
relating to the product range will also have implications for aspects of the new
product development process, managing products over their lifecycle, and product
elimination.
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Chapter 5 introduced the concept of the product lifecycle (PLC). The PLC has many
detractors, whose issues with the concept are threefold. First, there are those who argue
that the progress of a product through the stages from growth to decline and extinction
has more to do with poor quality marketing of the product than with any immutable
law concerning its natural life. This flawed marketing approach is often in evidence in
companies that have direct sales-force distribution. A new product is launched and,
if successful, the product manager responsible is promoted and the product loses
its champion. Additionally, with perhaps an annual rate of sales-force turnover of
40 per cent, within a couple of years most of those present at the initial product launch
have left the company. Meanwhile, another new product has been launched to a largely
new sales-force, and the previous ‘new product’ loses a major part of its distribution
capability. Unsurprisingly, the previous ‘new product’ goes into rapid decline.
The second group of critics is often to be found in the packaged goods domain.
These people simply see no reason why, so long as there is a need for the product
and it is properly marketed, it should not achieve growth on an indefinite basis.
Mars has always been of the view that the PLC does not apply to its brands. Having
been launched in the UK in the early 1930s, the Mars Bar continues to flourish as a
brand over 70 years later. Mars ensures that successive generations of brand managers
conform to what might be termed a policy of ‘brand husbandry’ to ensure that the
legacy of the brand is maintained to ensure its continuing success.
The third issue cited by detractors from the PLC concept is that, with an established
product, it is very difficult to determine at precisely what stage in the lifecycle the
product has reached. For example, if a product’s sales level is at roughly the halfway
point in the growth phase, how can you tell whether it is about to enter its maturity
phase or has several years of continued growth ahead of it?
While noting these criticisms, the PLC has its uses, when handled with due caution,
as a conceptual device to determine how to structure and make adjustments to the
marketing mix in support of a product. For example, the pre-launch mix will place
a great deal of emphasis upon gaining distribution and staff training. During the
launch phase, there will be heavy use of the promotional elements of the mix
to achieve awareness and encourage a desire to find out more about the product.
In the tangible goods field, this is a phase when there may be a lot of money spent
on sampling and special price promotions to encourage trial purchase. As growth
continues, there may come a time when additional features could be introduced to
the product to refresh it and revitalize interest by distributors and consumers. A prolonged period of flat sales may indicate the need to reposition the product, possibly
in conjunction with product performance improvements.
Like any aspect of marketing, the product management process will be influenced
by a range of external factors; in particular, it will be important for organizations
regularly to monitor customers, competitors and the external and internal environments to identify new ways of meeting consumer needs. Equally, of course, product
management must be based on a clear understanding of the organization’s strengths
and weaknesses. Each factor is considered here in turn.
1. Customers. Consumer needs, wants and expectations are a major influence on
product management. In personal markets, factors such as customers’ tastes and
preferences, lifestyles, patterns of demographic change and income levels will be
of particular importance. For corporate customers, marketing managers must
focus on the objectives and strategies of customers and on understanding the
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environment in which customers’ businesses operate in order to identify likely
financial needs. Understanding consumers, particularly retail consumers, can be
very difficult. Financial services are often complex and seen as uninteresting, and are
therefore difficult to research. One important factor to take into consideration is the
idea of trying to understand consumers’ changing lifestyles and the implications
that these will have for customer financial needs. For example, an awareness of
the increasing time pressure on many consumers and the increased desire for flexibility should lead banks consistently to look for ways of delivering service in a more
flexible and convenient fashion (24-hour ATMs, WAP phones, Internet, etc.).
2. Competitors. The regular monitoring of competitors is an important source of
information for product managers, for several reasons. First, changes in a competitor’s product range and product features will indicate a possible change in the
pattern of competition. Secondly, because it is relatively easy to copy financial
services, monitoring what competitors are doing can be an important source of
new product ideas.
3. External environment. The importance of the external environment and its influence on marketing strategy was discussed at length in Chapter 4. Marketing managers must be aware of general trends in the environment so that they can
identify new threats and opportunities. For example, China’s accession to the
WTO created a major opportunity for non-domestic financial services providers
to access a market with one of the highest savings rates in the world. Similarly,
the development of WAP technology provided an opportunity for the development of a new method of distribution. In contrast, the progress of the EU policy
to create a single European market in financial services might be regarded as a
significant threat by many domestic providers.
4. Internal factors. As explained in Chapter 5, understanding internal factors is
important because it defines what is possible. To make good product decisions,
managers must have a clear understanding of the resources available to the
organization and its particular strengths and weaknesses in order to understand
how best to respond to a particular opportunity or threat. Thus, for example,
Prudential’s strengths and track record in life insurance and investment management give the company a strength that it has been able to match to emerging
market opportunities in countries such as Vietnam, Thailand, Indonesia and the
Philippines.
This analysis of self, customers, competitors and the external environment is a
continual process. Marketing managers must keep abreast of these factors and consider how best to respond to key changes. It is not operationally or financially feasible for an organization to react to every change in the marketing environment; at
the same time, no organization can afford to miss key opportunities that may be presented by legislative, social or economic change.

10.5

Managing existing product lines

The management of existing product lines covers two broad areas: the first deals
with decisions about the features to attach to a particular product; the second deals
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with product line management and, in particular, issues relating to product modification and line length modification.

10.5.1

Product attributes

One of the most basic sets of decisions relates to the choice of product attributes
(features, brand name, quality, etc.). These attributes are used to create a tangible or
augmented product, as described earlier in this chapter. Thus, the generic service
product (life insurance, for example) has to be developed into some tangible or
augmented form (General China’s GC Living Assurance Plan, for example) through
the addition of various features such as cover for total and permanent disability,
premium waivers in the event of disability and so on.
The features that are offered as part of a particular service product are one means
of differentiating the service. Thus, for example, the main distinction between
NatWest Current and NatWest Current Plus is that the former pays no interest on
cash balances but has a slightly cheaper overdraft rate and therefore is suited to
consumers who hold small amounts of surplus cash and overdraw regularly.
By contrast, the Current Plus account pays interest but charges a higher overdraft
rate, and therefore is more suited to those customers who have larger cash balances
and do not overdraw.
However, the actual range of distinct features which can be attached to a particular
financial service is limited and may not provide a long-term basis for differentiation,
since such features are easily copied. Offering interest payments on chequeing
accounts will be an extra attraction for customers, but is one that can easily be
copied by competitors. It therefore becomes very difficult to differentiate in terms of
product attributes. Thus, any attempt to differentiate a product at the expected or
augmented level must look beyond simple product features and consider instead
issues such as quality, branding and organizational image.
Quality is regarded as an increasingly important product feature, and refers to the
ability of a product to perform its intended task. As explained in Chapter 15, quality
in the service sector in general, and in financial services in particular, can be a rather
more complex concept. Some researchers (Grönroos, 1984) suggest that customers
should assess service quality based on both technical and functional quality:
●

●

technical (or outcome) quality is concerned with how the product performs
(e.g. does a capital growth investment trust provide an acceptable rate of capital
growth?)
functional or (process) quality is concerned with the way in which the service
is delivered, and might include factors such as the way staff behave towards
customers, and the speed of response to questions.

Often, the way the service is delivered (process) can be every bit as important as
the technical quality of the product itself.
Branding is well developed in the marketing of products, and is now increasingly
important in financial services. Branding has particular value because it provides a
means of creating a clear identity in a competitive marketplace. It is important to recognize that branding is more that just creating a memorable name. Effective branding
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aims to create a relationship between the product and the customer; when that relationship exists, the brand provides a means of communicating information about
quality, differentiating the product from the competition and encouraging customer
loyalty. For many financial services providers, it is the perceived strength of their
brand that provides a justification for the move into bancassurance. Thus, the
strength of the Banco Santander brand in Spain provides a basis for customers to
choose insurance-related products from the bank as opposed to dealing with a
specialist insurance provider.
In the financial services sector, it is arguably the customer’s image of the organization that is the most important type of branding available. Most financial products are identified primarily by the supplier’s name, and where individual product
brands are created (such as Citibank EZ Checking and Citibank Everything Counts),
these are typically a combination of both company name and product name. The
company name is seen as being of particular importance in branding because of
relatively high levels of recognition in the marketplace and the potential to exploit
the overall corporate reputation. Despite the undoubted importance of brand in
financial services, research in the UK suggests that financial services brands are
relatively weak, lack relevance to customers and fail to build a strong emotional
bond with target markets (Devlin and Azhar, 2004). This research highlights the
importance of thinking carefully about the best way to connect with customers and
differentiate a brand from the competition. Making a connection with customers
relies on emotional appeal as well as appeal based on the functional values of products,
and most financial services organizations have not adequately developed such
appeal (Dall’Olmo Riley and de Chernatony, 2000; O’Lauglin et al., 2004).
Traditionally, financial services organizations have relied very heavily on functional
values such as size and longevity. While these are clearly important in building trust
and confidence, they are probably not enough to create a real connection with
consumers. Indeed, Devlin and Azhar (2004) suggest that the relative success of
non-traditional entrants into financial services is that their brands are much better
developed, much more clearly differentiated and much more able to connect with
customers. For example, the Virgin group has seen significant success in the financial
services sector, building on its brand image of unconventional customer champion.

10.5.2

Product modification/product development

Once a product is established, there are two broad areas that require attention: product modification and product development. Product modification is concerned with
changing the attributes of a product to make it more attractive to the marketplace.
Product development involves creating a new variant of an existing product, and is
typically associated with either product-line stretching or product proliferation.
Product modification in financial services aims to improve the performance of an
existing product. This may mean making the service easier to use (fixed annual
repayments on existing mortgages, for example), improving the quality of the service
(personal account managers for corporate clients) or improving the delivery system
(redesigning an on-line banking site to make it more useable). With increases
in competition and with high consumer expectations, product modification is
important for organizations seeking to maintain and expand the customer base.
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Obviously, if a product is at the mature or decline stage in its lifecycle then additional expenditure on that product may be risky. At the same time, trying to develop
completely new products is also risky, so an approach that concentrates on modifying existing products can be very attractive.
Product-line stretching or product proliferation involves adding new services to
an existing service line, and has traditionally accounted for much of the new product
development activity in financial institutions. One widespread example of this form
of activity is the development of premium bank accounts providing customers with
a range of additional services. For example, in addition to its Regular Savings
Account, HDFC Bank in India offers a Payroll Account, a Classic Salary Account, a
Regular Salary Account and a Premium Salary Account, each of which offers a
slightly different set of features and attributes. The rationale for stretching a product
line is to further differentiate existing products in order to appeal to more specific
segments of the market. Since line stretching is a form of new product development in
a market with which the organization is familiar, the risks tend to be relatively low.
There are dangers with line stretching. In particular, it is possible to identify a large
number of segments among the consumers of financial services and develop variants
of existing products to meet the needs of these segments. However, if these segments
are not large enough or distinct enough to be viable, then the effect of line stretching
may be to increase costs but not increase revenue. The organization will have too
many different variants of a product, the product line will be long and difficult to
manage, and this can cause confusion amongst consumers who almost face too much
choice. Accordingly, product line management must be aware of the need to consider
withdrawing existing products as well as introducing new ones. This is a particular
problem in many areas of financial services owing to the extended lives of many
products (see, for example, Harness and Marr, 200). For example, a company might
launch a new mortgage product (let’s call it the maxi-mortgage) and then, some time
later, launch another new mortgage (the mega-mortgage). Unlike the tangible goods
marketplace, the company cannot simply cease manufacture, run down stocks and
remove the maxi-mortgage from its product range. Instead, it has to maintain the
product for those customers who have already bought it and may well wish to continue using it for, say, the next 25 years. Such a product is known as a legacy product,
and the world’s established financial services companies are frequently burdened
with the costs of running a plethora of legacy systems. This is why new entrants to
financial services can often be highly cost-effective compared with their established
rivals: they don’t have to carry the legacy system cost burden. The implication of this
is that new product development and launch needs to be based upon significant new
products that can be expected to have a prolonged life for the provider. It is also
important to design products and contracts in such a way as to facilitate migration of
current products to newer variants in order to mitigate the legacy cost problem.

10.6

New product development

Developing new products is an important aspect of product management because it
ensures that the range is up to date, innovative, and meets changing consumer
needs. The term New Product Development (NPD) covers a range of types of
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innovation; some new products are genuinely new, but others are actually developments of existing product. It should be borne in mind that innovation can be in areas
concerning service features as well as utility features. In this section we will consider
two specific types of new product development:
1. Major innovations, which are products that are new to the organization and new to
the market. As such, while they offer great potential in terms of returns they are also
more risky since they will typically require a much higher level of investment and
the use of different and new technologies. They may also involve the organization
moving into areas in which it is comparatively inexperienced. Such major innovations are rare in financial services. Critical illness insurance, launched in the 1980s,
was one such product, as were equity release and the launch of the Virgin One offset
account in the 1990s, both having spawned a range of variants. Box 10.2 outlines
some of the key features of one of these innovations, namely equity release.

Box 10.2

Equity release as a financial planning option for the elderly

Equity release is a sector of the UK financial environment that is growing rapidly.
For many years it has been common for homeowners to extend their mortgage
commitments in order to release equity from their property. Historically, the
funds released in this way were typically used to fund home improvements
such as building extensions or loft conversions. More recently, household
equity has been released to fund a much wider array of purposes, including the
purchase of second homes, cars and even aspects of current consumption.
However, the focus here is on older homeowners who do not intend to draw
down equity with intent to repay during their lifetime, but instead trade off the
value of their housing asset which would otherwise have been inherited
through their estate. This affords them the ability to enjoy the spending power
locked in their home in the shorter term.
Market drivers
In common with many European countries, in the UK there are increasing
concerns about the adequacy of retirement income provision. Two distinct types
of generic customer have emerged: the ‘needy’, who have a specific and urgent
need for funds not available from elsewhere for property maintenance, medical
care or other pressing requirements; and ‘lifestyle’ customers, who wish to use
releases to improve or maintain their standard of living.
The new generation of retirees are increasingly seeing their home as an
investment that they have worked many years to acquire, and feel it is their
right to draw on its value as an asset rather than pass it on as an inheritance.
These factors combine to create a favourable environment for the development
of equity release.
Market development
The total amount released has grown from £33m in 1995 to £1.5bn in 2005, and
is forecast to grow to £5bn by 2010 (Northern Rock Plc forecast, December 2005).
Continued

204

Financial Services Marketing

Box 10.2 Equity release as a financial planning option
for the elderly—cont’d
There are two main product types that dominate the market as methods of
releasing equity:
1. Lifetime mortgages – interest is allowed to roll-up during the term of the loan
and the total accumulated debt is repaid when the borrower dies, moves into
long-term care or sells the property. The transfer of risk and the long-term
nature of the fixed rate funding mean that interest rates are slightly higher
than for conventional fixed-rate mortgages. For example, in December 2005
a fixed-for-life rate for a typical lifetime mortgage had an interest rate of
5.89 per cent, compared with 5.19 per cent for a 15-year fixed rate for conventional house purchase purposes.
2. Reversions – the reversion provider purchases either all or a share of the
property, so technically the transaction is not a mortgage but a sale. The seller
enjoys the same right of continuing occupation as with a mortgage, but does
not pay rent. Consequently, the purchase price paid by the provider is discounted from the market value; the discounted value is actuarially calculated
to reflect the life expectancy of the seller.
Lifetime mortgage selling standards have been regulated by the Financial
Services Authority since October 2004. Similar regulation will apply to reversions from 2006/2007. When both types of product are regulated, reversions
are expected to represent 10–15 per cent of the market – significantly more than
recently.
Competition
The structure of the market for lifetime mortgages reflects its lack of maturity,
with three dominant lenders, Mortgage Express, Northern Rock and Norwich
Union, each holding approximately 25 per cent market share, the remainder
being split between a number of other lenders. A greater degree of competition
is anticipated as some of the major mortgage brands enter the market. There is
also an increasing amount of innovation in product development taking place,
with Northern Rock being particularly active.
The reversion market is far more fragmented, with business spread across a
number of smaller providers. The absence of any major brands seems to have
inhibited this market; however, the entry of Norwich Union into this sector in
2005 is likely to give it new stimulus.
Similar equity release products to those outlined above have been available
in the USA for a number of years (known as ‘reverse mortgages’), and during
2004/2005 Australia, New Zealand and Sweden also saw the emergence of
similar products.
Source: Bob Wright, Assistant Director,
Northern Rock Plc.
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It is interesting to note that governments have often been the source of major new
product developments for the industry. For example, in the UK the Thatcher government of the 1980s was largely responsible for the huge growth of the personal
pension market. Similarly, that same government also devised the Personal Equity
Plan (PEP) and the Tax Exempt Savings Account (Tessa). Not to be outdone, the
government of Tony Blair has thus far introduced the Stakeholder Pension, the
Individual Savings Account (ISA) and the Child Trust Fund. The so-called Sandler
suite of stakeholder products represents a major initiative on the part of the Blair
government to provide a set of easy-to-understand products that represent good
value for money for unsophisticated consumers.
Britain is not alone in this, as governments around the world play a major role
in product development. The Polish government has introduced the IKE personal
pension account. The IKE is one of the forms of the Polish government’s third level of
pensions, and can be in a form of a life insurance policy or different kinds of bank
investments or investment funds. There are tax allowances – for example, no capital
gains tax is payable when consumers receive their accumulated fund on retirement, but
if they want to withdraw money beforehand then they pay the tax. The Ghanaian
government has brought out a students’ savings account, while in Libya the government has been responsible for the introduction of new tax-advantaged loans for home
purchase.
As well as being responsible for the introduction of new products, governments
also influence product policy in other ways. For example, the stakeholder products
mentioned above place price caps on the charges that may be levied on the products
that comprise the range. Similarly, regulations have had a major impact, notably at
the service feature level, by introducing rules such as hard disclosure of charges and
commissions, and rules regarding fact-finding.
Arguably, it is in the area of service features that innovation has had the most
noticeable effect upon the customer experience. For example, innovation in telephone
and Internet banking, ATMs and call-centres have probably affected customers more
profoundly and directly than utility feature innovation in recent years.
2. New service lines. These are products that are new to the organization but not new
to the market. Sometimes they are referred to as ‘me too’ products, and this aspect
of product development has been more in evidence than wholly original product
development during the past. Since there are competing products already established in the market the potential returns may be lower, but at the same time the
organization is moving into an area with which it is considerably more familiar,
in terms of either the technology or the markets. It is probably one of the most
common forms of NPD in the financial services sector, particularly so as regulatory changes have reduced some of the restrictions on what organizations can do.
For example, a number of competitors have copied the offset account that was
originally devised by Virgin. Indeed, it is impossible to recollect a single new
product that has not been taken up by any number of rival companies. The same
goes for product features and fund variants. No sooner was the first ethical fund
launched in the late 1980s than a range of analogues gradually entered the
market.
The factors that influence the success of new-product development programmes
in financial services have attracted considerable research interest. Athanassopoulos
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and Johne (2004) highlight the importance of customer involvement at an early
stage, and the significance of communications with key or lead customers. The
importance of leadership, teamwork and empowerment were highlighted in a study
of consumer banking in the UK by Johne and Harborne (2003). In the case of
Thailand, Rajatanavin and Speece (2004) have highlighted the important role played
by sales staff as a conduit for customer information, and also the importance of
cross-functional teamwork.
Whether considering genuine innovations or the addition of new service lines,
there are many benefits from operating a structured process to consider which
developments are most suitable. The basic components of a new-product development process are outlined in Figure 10.3.
1. New-product development strategy. A clear strategy is important to ensure that
all those involved understand the importance of NPD and what the organization
wishes to achieve. For example, it is essential that all those involved should
understand whether the process of NPD is to be orientated towards taking
advantage of new market segments, seen as crucial to the continued competitiveness of the organization, required to maintain profitability, or designed to reduce
excess capacity or even out fluctuating demands. The ideas that should be considered are likely to vary according to the purpose of the NPD programme.
2. Idea generation. Ideas may be generated from both inside and outside an organization.
Ideas may be generated internally from specialize NPD teams, from employee
feedback or suggestions. Externally, ideas may be generated based on customer
feedback, market research, specialist new product development agencies or
by copying competitors. One common failing in idea generation is a tendency to

NPD strategy

Idea generation

Idea screening

Development and
testing

Product launch

Figure 10.3 The new-product development process.
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focus on what is possible rather than what the market wants – this has been
particularly apparent with new technology-based products, where too much
attention has been paid to what the technology can do and not enough to what
consumers want.
3. Idea screening. The variety of ideas produced at the idea-generation stage
must be screened to check that they are suitable. This usually means
deciding, in advance, a set of criteria to be used when ideas are evaluated. The
sort of criteria used can vary, but questions asked are likely to include the
following:
● Does the idea fit with the organization’s strategy?
● Does the idea fit with the organization’s capabilities?
● Does the idea appeal to the right market segments?
● Is the idea viable in terms of cost and profit?
Often the screening process passes through several stages; initially all ideas are
screened, using simple criteria to eliminate any obviously unattractive suggestions.
The remaining ideas are then screened much more thoroughly, involving a more
detailed examination of their operational and financial viability, and often some
product-specific market research.
4. Development and testing. Ideas that have survived the screening process are then
worked up into specific service concepts – that is to say, the basic idea for the new
product must be translated into a specific set of features and attributes which the
product will display. At this stage it is common to test this newly defined product
and to identify consumer and market reactions in order to make any necessary
modifications to the product before it is launched. The problem with test-marketing
in the financial service sector is that it gives competitors advance warning of an
organization’s latest ideas and thus offers competitors the opportunity to imitate.
As a consequence, test-marketing of financial services is comparatively unusual.
Many organizations argue that the actual costs of developing new products are
often low, but the losses from giving advance warning to competitors may be
quite high.
5. Product launch. The product launch is the final stage and the true test of any newly
developed product; it is the point at which the organization makes a full-scale
business commitment to the product. At this stage, the major decisions are essentially of an operational nature – decisions regarding the timing of the launch, the
geographical location of the launch and the specific marketing tactics to be used
in support of that launch.
Effective new product development is clearly important to the maintenance of a
competitive position. Consequently, the process of developing new products has
been extensively researched and a number of important practices that contribute to
success have been identified:
1. Maintain regular contacts with the external environment to identify changes in
market characteristics and customer requirement
2. Encourage a corporate culture which is receptive to innovative ideas
3. Operate a flexible approach to management to stimulate and encourage the NPD
process
4. Identify key individuals with specific responsibility for the NPD process
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Encourage a supportive environment
Ensure support and commitment from head office/senior managers
Ensure effective communications both internally and externally
Choose a product that fits well with the company
Develop strengths in selling
Offer product quality
Use market knowledge and customer understanding.

These practices cannot guarantee success, but it is clear that an open, supportive
and flexible approach to NPD, supported by good marketing at product launch, can
contribute significantly to the success of NPD activities.

10.7

Summary and conclusions

The key to successful product management is the development and maintenance of
an appropriate product range. This requires that a financial service be developed
with a set of features which correspond to consumer requirements, and that this
range is constantly monitored so that existing services can be modified and new
services can be developed. The process of new product development in the financial
services sector has tended to concentrate on the redesign of existing products within
an organization’s portfolio, and the development of products which are new to the
organization though not necessarily new to the sector. The perennial problem that
faces the provider of financial service products is the ease with which such products
may be copied and the consequent importance of ensuring rapid market penetration
in the desired segment when new products are launched.

Review questions
1. Choose a product with which you are familiar. What are the different layers in
that product? Choose what you think is the main point of differentiation between
this product and other competing products.
2. Why is line stretching an important part of product management? What are the
risks associated with this approach to product management?
3. What are the key stages in the NPD process? Why is it useful to have an organized
process for developing new products?
4. What are the main types of Islamic financial services? What do you see as the
main challenges when marketing financial services?

11
Promotion

Learning objectives
By the end of this chapter you will be able to:
● explain the basic principles of communication for marketing
● examine the process of planning a promotional campaign
● provide an overview of the strengths and weaknesses of different
approaches to promotion for financial services.

11.1

Introduction

The term ‘promotion’ refers to the range of methods used by an organization to
communicate with actual and potential customers (e.g. advertising, publicity/
public relations, personal selling and sales promotion) in order to evoke an attitudinal position and an appropriate behavioural response. In service businesses in
particular, internal communication and promotion is also important in helping
to build a market orientation. Thus, promotion (or marketing communications)
increasingly focuses attention on employees as well as customers. Marketing communications play a key role in the process of building a brand and giving value
to that brand, both by creating awareness and also by building favourable
images/associations in the minds of customers. Building a clear brand image or
brand association in the minds of consumers (and employees) depends on a high
degree of co-ordination across promotional activities. The message presented by
TV advertising needs to be consistent with what press advertising says, with what
sponsorship implies and with the message communicated by sales staff. As with the
marketing mix overall, if marketing communications are consistent and integrated,
the impact of the overall campaign will be that much greater (synergy). Indeed,
the concept of integration has attracted so much attention in recent years that
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practitioners increasingly refer to ‘integrated marketing communications’ (IMC)
rather than just ‘marketing communications’.
Promoting financial services is very similar to promoting physical products in
many respects. However, financial services organizations do face some significant
challenges. As explained in Chapter 3, they have no physical product to present to
consumers, and consequently a major requirement of promotion is to develop a
message and a form of presentation which allows the organization to present a
product that is essentially intangible in a tangible form. Furthermore, financial
services can be difficult to differentiate, and this can make it difficult for an organization to develop a clear message about the superiority of its own products. Finally,
consumers tend to be relatively uninterested in financial services, and this suggests
that there may be a greater need to attract attention; thus, developing creative
approaches to communication may be particularly important for financial services
organizations.
This chapter addresses the issues surrounding the development of an effective
promotional strategy in financial services. The following sections provide an
overview of the communications process in financial services and examine the development of promotion campaigns. The relative merits of different forms of promotion
are then discussed, followed by a summary and conclusions.

11.2

Principles of communication

From a marketing perspective, the term ‘communications’ refers quite simply to the
way in which organizations are able to send messages to target markets. The communications process is most commonly thought to be concerned with telling consumers about the features, benefits and availability of a particular product and
attempting to persuade them to make a purchase. Increasingly, however, it is being
recognized that communication has a rather broader role to play. In addition to
stimulating consumer interest in a product, the communications process is also concerned with the way in which an organization projects itself and the image and
identity it seeks to create with various interest groups and stakeholders.
The communications process is outlined in Figure 11.1. The main components of
this process are:
1. Source (or sender). The source is whoever sends the message. Usually this is the
organization or its representatives. However, if publicity or public relations is the
chosen form of communication, then the source may be presented as a quasiindependent body giving ‘objective’ support to the particular product or service.
2. Coded message. The idea that the organization wishes to convey through the communications process must then be coded, either verbally or in symbols, in a form
that is understandable to the target audience. For example, Phillips Securities
wishes to emphasize the safety aspect of their Asset Savings Plan, and to do so they
rely on the words ‘As Safe As Possible’ (virtually the same letters as the product
name) and the image of a man with three inflatable life belts.
3. Medium. The medium describes the particular channel through which the
message is transmitted, and may be either personal (sales staff) or non-personal
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Figure 11.1 The communications process.

4.

5.

6.

7.

8.

(advertising, publicity or sales promotion). The selection of an appropriate
medium is crucial to ensure that the message reaches the target audience.
Financial services targeted to a mass market will often rely on media such as TV,
radio and general newspapers, whereas those services targeted at niche markets
are likely to focus on more specialist media (e.g. Investors’ Chronicle, Mortgage
Magazine).
Decoded message. As the message is transmitted, the receiver interprets and assigns
some meanings to the words and symbols that comprise that message. The sender
hopes to encode the message in a way that results in the consumer interpreting
the message in the way that was intended. This can be a particularly difficult task,
since it relies on the sender being able to understand how consumers are likely to
see the world.
Receiver. The receiver represents the target audience for the communications
process. This may be a specific market segment, or the general public as a whole,
or even the company’s employees.
Response. Response describes the way in which the receiver reacts to the message,
based on his or her interpretation of it. Typically, this refers to the sort of attitudes
which the target audience forms in relation to the product.
Feedback. Some of the receiver’s responses will feed back to the sender. Feedback
may be in the form of enquiries or purchase if the message has been successful,
but could equally be in the form of complaints if the message has been a failure
or has been offensive.
Noise. Noise refers to any unplanned interference with the communications
process which distorts the message. The presence of noise in any communications
process is unavoidable. There will be few messages that are not distorted in some

212

Financial Services Marketing

way; the target audience may receive only part of the message being communicated, may interpret it in accordance with their own preconceptions and may
recall only parts of the message. Effective communications will aim to minimize
distortions by keeping messages brief, distinctive, relevant to the target audience
and unambiguous.
Communication is essential in any marketing strategy to ensure that consumers
are aware of what the organization offers (features, benefits, etc.) and how that offer
is positioned in the marketplace. However, any form of communication can be misinterpreted or distorted. Thus, an effective communications strategy requires careful thought and planning to ensure that the organization has a clear and coherent
message to present. This message must be clear, simple, honest and believable.
Finally, of course, it is important that any promotional activity does not promise
something that the organization cannot deliver. Apart from any legal implications
that this might have from the point of view of advertising standards, etc., promising
what cannot be supplied will lead to consumer dissatisfaction with the purchase
and the potential loss of future consumers.
Although it is usual to think of communications as being concerned with particular products or services, a growing number of financial services organizations rely
on communication and promotional activities to build a positive image and reputation for the organization itself. In effect, financial services organizations are placing
greater emphasis on corporate branding, and marketing communications are
becoming an important tool for building the corporate brand.

11.3

Planning a promotional campaign

The previous section highlighted the importance of a well-managed and planned
promotional campaign to ensure that the communications process is effective.
Careful planning is also important to ensure that the different methods of marketing communications are sending consistent messages, and that marketing communications are consistent with other elements of the marketing mix. The simplest way
to think about the planning of a promotional campaign is to think of it as a series of
stages, as shown in Figure 11.2 and described below.

11.3.1

Objectives

Defining objectives is important so that all involved in a promotional campaign
know what they are trying to achieve. Often objectives are specified in terms of
an increase in sales, but other objectives may concern themselves with raising
awareness, creating a particular image, evening out patterns of demand, etc. In
general, there are two broad types of objective that may underpin any promotional
campaign:
1. Influence demand. Promotions may be directed explicitly towards influencing
the level of demand for a service or range of services. Normally, this would imply
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Figure 11.2 Planning a promotional campaign.

increasing the level of demand through attracting new customers away from
competitors, increasing usage by existing customers, and encouraging non-users
of the product to use.
2. Corporate image. Many promotional campaigns are directed towards creating
and maintaining a particular corporate image. Such campaigns are particularly
noticeable in the financial services sector because the characteristics of financial
services (as discussed in Chapter 3) mean that organizations must pay particular
attention to their brand and reputation.
As far as possible, objectives should be quantified. The guidelines given in
Chapter 5 regarding the criteria for a suitably robust marketing objective are equally
relevant for promotional objectives. This may simply mean specifying a target for
increased sales volume or value. Alternatively, in the case of image-based objectives,
targets may be set based on levels of awareness of the organization or on attitudes
towards the organization.

11.3.2

Target audience

The next stage in promotional planning requires the identification of which groups
are to be the target of the promotional activity – that is, which groups are to receive
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the message. At one level, this may simply involve defining the target market for a
specific service or specifying ‘the general public’ (if the promotion is concerned with
corporate image). However, it is also important to recognize that there will be differences between consumers in terms of their knowledge and awareness of an organization’s image and range of services. In particular, researchers have suggested
that consumers pass through four different stages when considering a purchase.
This is known as the AIDA model, because consumers are expected to moved from
Awareness to Interest, to Desire and finally to Action. Defining the target audience
should consider which stage in the AIDA sequence consumers have reached. A promotional message and medium which is concerned with creating awareness of (or
interest in) a product is likely to differ from one that is trying to create a desire to
purchase or stimulate an actual purchase.

11.3.3

Formulate message

Having identified the target audience, the next stage is to establish what form the
message will take. Any message can be divided into two key components – the
message content and the message form. The message content relates to the basic
ideas and information that the sender wishes to convey to the receiver. It should
make clear why the product is different, what benefits it offers and why the consumer should buy this product rather than one of the available alternatives. Once
the basic content of the message has been established, the next stage is to consider
the form this message should take. It is at this point that the creative input from outside organizations such as advertising agencies becomes important. This process
involves finding the most appropriate combination of verbal, audio and visual signals that will present the content of the message in a form which is most suitable for
the target audience. This means that great care must be taken with the process of
encoding, to avoid possible misunderstandings. At the same time, the information
must be presented in a form that will attract attention and maintain sufficient
interest in an advertisement or a leaflet to enable the potential consumer to absorb
the information being conveyed. Sometimes this may involve using humorous
sketches or indirect comparisons with competitors, or it may simply focus on the
product or the organization itself. For example, in the UK, Sainsbury’s Bank uses
a character, ‘Little Bill’, to promote its car insurance, playing on the fact that ‘Bill’
might refer to both a person and also the cost of the car insurance (see Figure 11.3).
Financial services organizations often make heavy use of their staff in the creative
element of advertising to emphasize the personal touch. Thus, for example,
Halifax Bank uses a staff member, Howard Brown, to promote a range of financial
services.
Accuracy and honesty in the design and presentation of a message is essential in
any form of advertising, and arguably particularly so in financial services because
consumers find the products complex and difficult to understand. Most countries
have policies in place to protect consumers from the potentially detrimental effects
of misleading advertising. Nevertheless, the accuracy and honesty of advertising
continues to be a cause for concern. For example, a recent study of financial services
advertising in the UK by business and financial advisers, Grant Thornton,
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suggested that over three-quarters of financial services adverts were misleading and
do not conform to guidelines laid down by the Financial Services Authority (Grant
Thornton, 2006). Particular problem areas were misleading price comparisons,
headline rates for products which in practice were not available to customers,
excessive use of jargon, claims that could not be justified, and a failure to include
warnings about risk.

11.3.4

Budget

A budget must be established for the promotional exercise as a whole, and, at a later
stage, for the individual components of the promotional mix. There are no hard and
fast rules for determining the size of the promotional budget and, even within the
same broad market, organizations will vary enormously in terms of promotional
expenditure. There are a number of different approaches to the formulation of promotional budgets, including:
1. The affordable method. This simply suggests that the organization’s expenditure on
promotion is determined according to what the overall corporate budget indicates is available. The organization basically spends what it thinks it can afford.
2. Sales revenue method. This approach sets the promotional budget as some percentage of sales revenue. By implication, this means that sales ‘lead’ promotion rather
than promotion ‘leading’ sales – which is what might be desired. That is to say,
the size of the promotional budget will be dependent on past sales rather than
desired future sales.
3. The incremental method. The budget is set as an increment on the previous year’s
expenditure. This is widely used, particularly by smaller firms. However, it
offers no real link between the market and promotional expenditure, and
does not allow promotional or marketing objectives to guide the level of
expenditure.
4. The competitive parity approach. This approach focuses on the importance of promotion as a competitive tool, and entails setting budgets to match those of competitors.
5. The objective/task method. This is probably the most logical approach to the establishment of promotional budgets, but perhaps also the most difficult to implement because of the complexity of many of the calculations. As a consequence, it
is not used widely. It relies on specific quantified objectives, and then requires
that a precise cost is calculated based on the activities required to achieve these
objectives. The budget is then based on these costs, so that marketing managers have a precise budget which should allow them to achieve their stated
objectives.
A growing number of researchers argue that the marketing budget in general and a
promotional budget in particular should be seen not as an annual cost but rather as an
investment (see for example, Doyle, 2000). This approach argues that many marketing activities, and particularly advertising, have a cumulative effect and pay a key
role in building the brand. If the effects of promotional expenditure have an impact
over a number of years, then it would be misleading to focus on costs on an annual
basis.
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Choosing the promotional mix

Having determined the appropriate level of promotional expenditure, this must be
allocated between the various promotional tools available to the organization –
namely, advertising, publicity, sales promotions and personal selling. This mix will
vary across organizations, products and markets. While it is difficult to generalize,
retail markets will often make more use of mass-communication methods such as
advertising, sales promotion and public relations/publicity, while personal selling
will be more important to corporate customers. In financial services, as explained
in Chapter 12, personal selling is relatively widespread in retail markets for more
complex financial services. However, mass forms of communication remain popular for the less complex products, such as credit cards, current accounts and savings
accounts.
There is a high degree of substitutability between promotional tools, so organizations must consider the strengths and weaknesses of different methods of communication and choose the combination that is most appropriate to the particular
product and market. The individual components of the promotional mix will be
examined in more detail in the next section.

11.3.6

Implementation and monitoring

As with any plan, the final stage concerns the process of implementation and monitoring. Implementation concerns itself with the allocation of tasks and the specification of timescale. Monitoring focuses on the regular evaluation of the progress
of the promotional campaign and the identification of any areas where changes
may be necessary. The problem that faces many organizations is the difficulty
of measuring the effectiveness of promotional activities. There is a number
of approaches that might be used to assess the effectiveness of promotional
campaigns:
1. Pre-testing. Pre-testing involves demonstrating the promotional campaign to
selected consumers. Based on their response, the organization attempts to predict
the likely effectiveness of a campaign and eliminate weak spots. However, pretesting does not guarantee effectiveness, and many successful advertisements
have failed pre-tests.
2. Ex post commercial market research. Commercial market research once a campaign
has started is widely used to determine levels of recall and comprehension. Recall
and comprehension surveys can indicate whether the basic message has been
conveyed to the target audience, but are less suitable for assessing how effective
a campaign has been in terms of encouraging purchase. Simply because people
say that they have recalled an advertisement or are aware of or interested in a
product does not mean they intend to buy it.
3. Statistical analysis. Statistical analysis is often used to assess the impact of advertising on the level of sales. Basically, this involves a comparison of sales before the
campaign with sales after the campaign. The findings of such studies can often
show a change in sales after the campaign, but it is difficult to demonstrate that
the campaign actually caused the change to occur.
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Thus, evaluating campaigns can be difficult and, ideally, organizations would use
several different sources of information and undertake detailed research with consumers. In practice, the costs of different types of research often lead to a reliance on
general, commercial studies and an acceptance of some loss of detail and relevance
in the evaluation.

11.4

Forms of promotion

As the previous section has indicated, there is a range of different promotional tools
available to suppliers of financial services. This section discusses some of the more
important methods of promotion in greater detail, and highlights their strengths
and weaknesses. In blending together the different promotional tools, it is essential
to focus on the issue of integration – namely, ensuring that the message contained
in each form of promotion is consistent and integrated with other promotional messages. HSBC Bank provides a good example of this approach. The colour combination of red, white and black is consistent across all communication channels, as is
the use of the strap line ‘The World’s Local Bank’. The ‘Cultural Collisions’ series of
TV adverts draws attention to HSBC’s worldwide strength and local knowledge – a
message that is replicated in print media, posters, point-of-sale material, air-bridge
advertising and, of course, on the HSBC website.

11.4.1

Advertising

Advertising is a form of mass communication which is paid for and involves the
non-personal presentation of goods/ideas. As such, it covers television, radio,
Internet and press advertising, along with other approaches such as direct-mail and
direct-response advertising. Advertising is usually classified as being of two types:
1. Above-the-line advertising refers to all forms of advertising where a fee is payable
to an advertising agency, and includes press, TV, radio, Internet, cinema and
poster advertising. The major advantage of above-the-line advertising is that it
enables an organization to reach a large and diverse audience at a low cost per
person. A further strength is that the sponsor (i.e. the organization) retains a good
degree of control over the message content, its presentation and timing. A potential disadvantage is that advertising messages are highly standardized, and as
such advertising can be an inflexible promotional tool. It may also be wasteful,
because it reaches a large number of individuals who are not potential consumers.
2. Below-the-line advertising describes forms of advertising for which no commission
fee is payable to an advertising agency, and includes direct-mail and directresponse advertising, exhibitions and point-of-sale material. In comparison with
the types of media advertising described above, these methods tend to be much
more focused; they reach a smaller number of people at a higher cost per person,
but this is often counterbalanced by the higher degree of accuracy associated with
such methods. Case study 11.1 explains how ING Direct used direct mail to target
new products to its existing customer base.
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A direct-mail campaign at ING Direct

Since bursting onto the scene in 2003, ING Direct has used its high-interest,
hassle-free savings product to win the hearts and wallets of UK consumers.
Demand has remained strong, and the company has become the world’s leading direct savings bank in a short space of time. However, a proportion of ING
Direct’s customer base was flagged as ‘do not mail’. This was preventing the
company from giving their customers the opportunity to hear about (and take
advantage of) promotions and offers that might potentially be of interest. ING
Direct is not alone in encountering problems with the ‘opt-out’ option. Many
financial services companies believe that customers fail fully to understand the
implications of ticking the box marked ‘do not wish to receive further marketing communications’.
At present, ING Direct offers only one product to the UK marketplace.
Although the company’s customers are exceptionally loyal, with 98 per cent
happy to recommend ING Direct (TNS surveyed 1934 customers in September
2004), any future product launches could be hindered by the number of optedout customers. The aim of this test campaign was therefore clear-cut: to open the
door (and the letterboxes) to the potential of cross-selling across ING Direct’s
existing customer base. To re-engage with these customers, the company needed
to communicate directly and present a simple yet compelling reason for them to
re-think their decision not to receive marketing communications.
‘After talking to our Royal Mail Key Account Manager, we discovered that
a financial services company in a similar situation had used a mailing to
achieve the success we were looking for,’ explains Sarah Barnes, Direct
Marketing Manager at ING Direct. ‘So direct marketing, with its ability to
reach and influence named individuals while minimizing cost, was the logical
medium for us.’
The campaign objectives were as follows:
●
●
●
●
●

to invite customers to opt back in to receiving marketing material
to explain how they are currently missing out on future product and service
news, as well as other offers and promotions that could be of interest
to target a random 10 000 customers from the ING Direct database
to encourage the target audience to complete and return a postal response or
call the ING Direct call-centre
to measure the campaign against three key criteria – response rate (%), cost
per customer, and number of complaints received.

The company chose to mail a straightforward A4 folded letter, with a perforated reply slip, in a C5 branded envelope that promised ‘no catches with ING
Direct’. The letter outlined the key benefits that customers would enjoy once
they had decided to opt back in. These focused on being kept up-to-date with
future ING Direct products, services and promotions. To illustrate the point, the
letter spelled out that the customer may have already missed out on the chance
Continued
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Case study 11.1 A direct-mail campaign at ING Direct—cont’d
to celebrate the company’s first birthday on board the Orient Express. The letter
also reassured customers that there were no hidden catches – ING Direct never
passes personal information to other companies, so customers would never
receive unwanted communications from elsewhere.
‘Royal Mail worked very hard to help us with the campaign’, says Sarah Barnes.
‘As well as suggesting the mailing in the first place, they advised us on including
a Business Response envelope to ensure maximum response, something we had
not initially intended. We decided to use Mailsort 2, and are delighted with
the results. The power of Royal Mail is clearly demonstrated by the fact that
every single response was received by post – there was no telephone response
whatsoever.’
ING Direct mailed 10 000 letters at a cost of some £9000. The campaign
achieved an excellent response rate, which means that the company can now
communicate its offers and promotions and cross-sell future products and services with more of their customers.
Source: Leonora Corden, Head of Market Development, Royal Mail.

Advertising is one of the most widely used promotional tools in retail financial
services because of its ability to reach large numbers of customers cost-effectively.
However, the features of financial services do present some difficulties when developing advertising. As mentioned earlier, financial services are intangible, so there is
little to show in an advert. Furthermore, customers often require large amounts of
information in order to make purchase decisions, but many forms of above-the-line
advertising are not very effective at making this information available. Press advertising can provide more information than TV, radio, cinema and poster advertising,
but the quantity of information is still limited. The Internet can provide rather more
information to consumers once they have clicked on a particular advert.
However, to date, Internet advertising has not proved to be very effective for
financial services. In particular, although many organizations have invested in
banner advertising, consumer click-through rates have been disappointing, suggesting that this may not be a very effective advertising medium. In contrast, the organization’s own website may offer much greater potential for communicating with
customers. However, websites provide a very passive form of communication, since
they rely on the customer choosing to visit the site rather than allowing the organization actively to communicate with its customers.
Because customers will often need a lot of information in order to make a decision, above-the-line advertising is often thought to be more suited to the process of
raising awareness and generating interest, while other promotional tools are used to
encourage desire and action (remember the AIDA model discussed in the previous
section). For example, many unit trust companies will operate campaigns to raise
customer awareness of their fund performance and encourage interest. These
adverts provide minimal information – rather, their aim is to encourage
a sufficient level of interest that the consumers will think about approaching the
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company for a prospectus, or alternatively will respond positively if a prospectus is
mailed to them.
Above-the-line advertising can also be particularly effective in building organizational reputation and image, because this type of communication does not require
detailed information but rather focuses on a broad general message. An example of
this latter type of advertising would be Great Eastern’s ‘Great Trust Great Confidence’
campaign, which involved minimal information – just a logo and a message.
Equally, HSBC’s campaign which illustrates the bank’s local knowledge is run
worldwide and plays a major role in building the HSBC brand.
The particular advantage of both direct-mail and direct-response advertising is
that they can potentially provide customers with a lot of the detail necessary to
make a final purchase decision. Indeed, direct mail which is accurately targeted to
the right customer group can be very effective at generating new business, as well
as cross-selling to existing customers. Accordingly, these methods of advertising are
likely to be more effective in encouraging the final stage in the AIDA model –
namely, the purchase (action). In addition, direct mail has the advantage that it is
invisible to competitors. However, the ability to use direct mail effectively does
depend on the organization having a good, accurate and up-to-date customer database, and this can present a problem for many financial services organizations.
Advertising of financial services is carefully regulated in many countries because
of its potential to mislead. The combination of product complexity and limited consumer interest means that some forms of creative presentation can give the wrong
impression. Interest rates are a particular area of concern, because many consumers
do not fully understand different forms of presentation (such as APR and AER) and
their relationship with headline rates (Buch et al., 2002). The presentation of investment performance is another area of concern. Many advertisements rely heavily on
figures about past performance to demonstrate the quality of their products, and
then accompany such adverts with a disclaimer in small print to indicate that past
performance is no guide to what will happen in the future. In addition, the actual
formats used to present investment performance figures may result in the same real
performance being interpreted differently according to style of presentation, as is
shown in Box 11.1.

Box 11.1 Consumer reactions to the presentation of past
performance information
Existing research suggests that past performance of market-based financial
services (e.g. equity-based funds, bond funds, etc.) is of little use to investors as
it does not serve to predict future performance, but it remains widely used by
providers and customers alike. Financial services regulators have long been
concerned about the ways in which companies selling market-based financial
services can present information on past performance selectively in order to
create a more favourable (and perhaps unrealistic) view among customers of
the quality of the products they offer. Past performance is often presented in a
graphical format.
Continued
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Box 11.1 Consumer reactions to the presentation of past
performance information—cont’d
This piece of research used actual past performance charts in a controlled
experiment to assess the impact on customers of different forms of presentations and the use of data over different timescales. The experiment used a choice
of fixed interest v. equity investment fund, with past performance presented as
an annual percentage yield either on investment or on the changing absolute
value of the fund. The results suggested that timescale had no effect on investor
preferences, but presentation format did. In particular, when performance was
charted using annual percentage yields, respondents were less likely to choose
an equity-based fund. Of those respondents who had selected a FTSE-based
tracker fund when shown information based on fund values, around half
changed their choice when shown the same information using annual percentage yield figures. Furthermore, the use of annual percentage yield figures as a
measure of past performance was also found to increase risk perceptions.
Source: Diacon (2006).

Thus, advertising can take many forms, and the type of advertising used by a
financial services organization will be influenced by the stated objectives and the
nature of the target audience. Whatever type of advertising is used, particular attention must be paid to trying to make the service more tangible, reducing customers’
perceived risk, being transparent, and trying to build trust and confidence.

11.4.2

Personal selling

Personal selling is discussed in more detail in Chapter 13. Personal selling has a dual
role to play in the marketing of financial services. It is a channel of distribution and
also a method of communication. Personal selling is probably most common in corporate markets, but is also widely used in personal markets in relation to some of
the more complex financial services.
One of the major benefits of personal selling as a form of communication is that it
allows immediate feedback from the consumer to the organization (or its representative). Other forms of communication are basically one-way, but personal selling is
two-way. The customer can raise queries with the salesperson, and those queries or
concerns can be dealt with immediately. This means that the information communicated can be very accurately tailored to the needs of particular individuals.
Furthermore, because personal selling allows queries and responses, it is often
thought to be very effective towards the end of the AIDA process – in encouraging
action (purchase).
Thus, although personal selling can be a valuable and effective form of promotion,
it is also very expensive. It therefore tends to be used more heavily for relatively
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high-value products and when customers are close to making a purchase.
As well as being expensive, it is also a form of promotion that can be difficult to
manage.

11.4.3

Publicity/public relations

Publicity is normally defined as being any form of non-paid, non-personal communication and, like advertising, it involves dealing with a mass audience. For this discussion, we broaden the concept of publicity to include an additional element,
namely public relations. Public relations is paid for, whereas publicity is assumed to
be ‘free’. However, it is included under this heading because it is concerned more
generally with building and maintaining an understanding between the organization and the general public.
Publicity offers a number of benefits to the organization. It has no major time
costs, it provides access to a large audience, and the message is considered to have
a high degree of credibility. The information is seen as coming from an independent
or quasi-independent source rather than from the organization itself. However, it is
also one of the more difficult forms of promotion to implement and control, since
the final presentation and timing of information about the organization will usually
be edited by the media, such as television, newspapers and online news providers.
Traditionally, publicity and public relations were seen as being centred on producing regular, informative press releases and building up good contacts with journalists. As a consequence, their importance has often been underestimated.
However, with increasing pressure on advertising space and costs, the importance
of publicity seems likely to increase. Two areas merit particular attention – the
creation of a corporate image, and sponsorship.

Corporate image
The importance of corporate image and organizational branding has been mentioned earlier in this chapter. The development of a suitable corporate image is an
aspect of public relations which is of particular importance to financial services
organizations, because the reputation or image of the company has a major impact
on consumer choice. Indeed, corporate image is often seen as one of the most important forms of branding that is available to a financial services organization. Each
December, the magazine PR Week publishes a report on corporate reputation based
upon the extent and nature of public relations coverage that businesses receive in
the UK. Similar reports are to be found in many other parts of the world; however,
it is unusual for financial services companies to feature in the upper echelons of
such surveys. In the Australian 2005 report, the top three places went to Toyota,
Microsoft and Sony respectively. Writing in the Wall Street Journal Online on
6 December 2005, Ronald Alsop reported that the top five companies, based upon
public perception of their reputations, were Johnson & Johnson, Coca Cola, Google,
UPS and 3M.
The factors that contribute to the creation of a favourable image are many and
varied. A clear corporate identity is important, to make the organization instantly
recognizable. An organization’s corporate identity can be represented by a variety
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of visual symbols associated with promotional material, the branch network, and
staff appearance. Other forms of communication can be used to help create an
image and personality. Internal marketing can be used to encourage staff to commit
to the corporate identity and believe in the image that the organization wishes to
create.

Sponsorship
One increasingly important aspect of public relations and the creation of a desirable
corporate image has been the growth in sponsorship. The extent to which this
method of communication is used varies considerably across organizations, but
with increased competition for advertising slots on television and rising media costs
in general, sponsorship is seen as an important and effective way of projecting the
image of the organization.
Particular features of the usefulness of sponsorship include the ability of the sponsoring brand to be associated with the characteristics of the sponsored activity (the
so-called presenter effect), and the facility to be used for corporate hospitality. The
latter feature is why sponsorship is often favoured by financial services companies
involved in B2B marketing. Financial services organizations are involved in sponsorship of a variety of events, including sports events (e.g. football), entertainment
(e.g. music concerts) and cultural events (e.g. art exhibitions). This type of sponsorship can be very effective at getting the organizations noticed by retail customers.
For corporate customers, the sponsorship of local business seminars is also a widely
used technique. The advantage of sponsorship, apart from its cost-effectiveness,
tends to be that it is viewed less cynically by the consumer than are more traditional
forms of advertising.

11.4.4

Sales promotions

Sales promotions in financial services are usually described as being demand–pull
methods of promotion. Demand–pull promotions are specifically concerned with
providing consumers with a direct incentive to try and buy a product. The use of
sales promotions as part of a marketing campaign has increased considerably in
recent years, as is evidenced by the rapid growth in the volume of business
conducted by specialist sales promotion agencies.
There is a variety of techniques available, although the most popular are probably
as follows:
1. Benefits tied to product use. This is one of the most popular forms of promotion
used in financial services and in many other sectors. If the consumer uses/buys a
particular product or service, he or she receives a free or discounted gift. Barclays
has offered new personal pension customers the equivalent of three months’ free
contributions as a promotional tool to encourage new customer acquisition. The
promotion was supported by in-branch promotional material and reinforced by
branch staff in their interactions with customers. Loyalty schemes, which provide
rewards such as Air Miles based on the level of spend on a credit or charge card,
are widely used in financial services, and are another example of promotion
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based on product-use benefits. These schemes are discussed in more detail in
Part III of this book.
2. Reduced price. This constitutes the most direct method of sales promotion, in that
it simply involves offering the product to the consumer at a reduced price. It is
similar to couponing (see below), but is available to anyone rather than being
restricted to those consumers with a coupon. For example, Citibank offered a
1-year fee waiver as a promotional device when they launched their Citibank
Blue Credit Card.
3. Competitions. Competitions are a popular and easy-to-manage form of promotion.
Consumers of the product are offered the opportunity to enter a competition to
win attractive prizes. Citibank’s ’99 Wishes’ campaign was a competition which
allowed card-holders to send their top 9 wishes from a list of 99, and if their list
matched the popular list for that day then the customer’s number-1 wish was fulfilled. As only Citibank customers were able to enter, this can be seen as the kind
of competition that would encourage new customers to Citibank as well as generating publicity. Similarly, Standard Chartered offered prize-draw entry to
anyone who signed up for the Standard Chartered Motorists’ Club Visa.
4. Couponing. Money-off coupons are probably the technique that is most commonly
associated with sales promotions. It is less common in financial services, although
a number of companies will offer particular discounts through direct mailing to
certain target customers, and this can have a similar effect in that it should
encourage purchase. A related concept is that of the introductory offer, and a
growing number of financial services providers are offering either initial discounts
on credit products or introductory interest premia on savings products.
Sales promotions can be very effective towards the final stage of the AIDA
process, as they are designed to encourage the consumer actually to make the
purchase.

11.5

Summary and conclusions

Promotional strategy deals with all aspects of communication between an organization and its customers, its employees and other interested parties. Four main promotional tools are available to an organization – advertising, publicity, sales
promotion and personal selling. The balance between these tools will vary according to the nature of the overall marketing strategy, the characteristics of the product,
the resources of the organization and the nature of the target market. Whatever promotional mix is chosen, the effectiveness of the communications process depends on
the development of a clear and unambiguous message that is presented to the right
target audience, at the right time and through the most appropriate medium.
Promotion has always been important in financial services, but if anything its
importance is increasing. The market for financial services is going through a period
of rapid change, and levels of competition are increasing. Deregulation, increased
consumer sophistication and technological developments have encouraged a rapid
growth in marketing, and particularly in promotional activity. Financial services
institutions now spend significant amounts on communicating a variety of product
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and brand messages to a range of target audiences. With promotion attracting a significant level of marketing expenditure, it is important that promotional activity is
careful planned and implemented and that it is consistent with the rest of the organization’s marketing activities.

Review questions
1. Think of an advertising campaign that an organization has used. What were the
different stages in the communications process? Explain these, using this campaign as an example.
2. What do you understand by the term AIDA? How can this framework be used to
help choose the best method of promotion for a particular financial service?
3. What are the differences between above- and below-the-line advertising? Which
do you think would be most effective for the marketing of a unit trust?
4. What are the strengths and weaknesses of the four main promotional tools?

12
Pricing

Learning objectives
By the end of this chapter you will be able to:
● explain the role of pricing in the financial services marketing mix
● understand the complexities associated with pricing in financial services
● understand the different approaches and methods of setting price.

12.1

Introduction

Of all of the component elements of the marketing mix, pricing is often the most
problematic for marketing executives to manage. Unlike all other constituent parts
of the mix, pricing is concerned with the determination of revenue and plays a crucial role in the derivation of product margins and profit. In many financial services
organizations, price is the one element of the mix that is not under the control of the
marketing function. Indeed, it is commonplace for the marketing team to have little
influence in the setting of prices, but for them to be passive recipients of prices set
in other parts of the organization. In the case of an insurance company, prices are
often prescribed by one of the actuarial functions. In banks, prices are often set by
the finance or treasury division, whilst in building societies it is often the prerogative of the finance team. Thus, pricing is often the source of much internal organizational politicking and must therefore be handled with care to ensure that all relevant
parties participate in the process in a suitably joined-up fashion.
This chapter provides an overview of pricing in relation to financial services. It
begins with a brief discussion of the role and characteristics of pricing and then
moves on to explore in more detail some of the challenges associated with pricing
in financial services. Subsequent sections consider approaches to price-setting, the
issues associated with price discrimination, the process of price determination and
the nature of overall pricing strategy.
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12.2

The role and characteristics of price

Price has been defined as the value of a good or service for both the buyer and seller in
a market exchange. For our purposes price is expressed as a monetary value, and as
such is the metric by which the financial performance of an organization is evaluated.
Thus price is a measure of value for both buyers and sellers, or, rather, customers
and providers. From the customers’ point of view, price performs a number of
functions:
1.
2.
3.
4.
5.

It is used as a yardstick to compare competing options
It is the means by which value is assessed
It may be used as an indicator of product or service quality
It represents the cost of the good or service
It can influence the frequency of purchase or quantum of an individual purchase.
As far as providers are concerned, price is important for the following reasons:

1.
2.
3.
4.

It is a crucial determinant of margin and profit
It influences the level of demand for its products and services
It plays a key role in affecting relative competitive position
It can be adjusted quickly, under certain conditions, to enable the provider to
achieve short-term volume or margin priorities
5. It can be varied at different stages in the product lifecycle in conjunction with
other elements of the marketing mix.
In the conventional tangible-goods marketing texts, it is customary to observe
that price can be changed quickly in response to events in the marketplace or opportunistic situations. However, for some products the changing of price can be
extremely time-consuming and costly. For example, in the life assurance arena the
implementation of a price change can be a complex matter requiring major resource
inputs from actuarial and systems departments. Depending upon the prevailing
systems architecture, a price change can require as much resource as and involve a
lead-time comparable to that of the launch of a new product. However, there are
other products that are highly flexible and responsive to urgent deadlines, such as
certain interest-rate driven products.

12.3 The challenges of pricing
financial services
For the marketers of packaged goods, pricing is a relatively straightforward matter
whereby the cost to the customer is simply the price he or she pays. It is similarly
straightforward as far as the customer is concerned. The emergence of profit is similarly simple to grasp; it is the purchase price minus all direct and indirect costs.
However, pricing is far more complex for financial services; indeed, the terminology
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associated with pricing is itself a complex and diverse issue. For example, consider
the following products and the ways in which price is expressed:
Product

Terms associated with price

Whole-of-life assurance policy
Bid : offer spread
Initial charge
Annual management charge
Policy fee
Early surrender penalty
Market value adjustment
Cost of advice
Reduction in yield
Mortgage
Interest rate
Average equivalent rate (AER)
Early redemption penalty
Unsecured loan
Annual percentage rate (apr)
Current account
Charges – overdraft arrangement fee
Charges – unauthorized overdraft fee
Charges – additional statements
Charges – cheque representation fee
Personal pension
Initial charges
Bid : offer spread
Charges
Policy fee
Annual management charge
Cost of advice
Reduction in yield
Credit Card
Annual percentage rate (APR)
Average equivalent rate (AER)
Late payment charge
Interest charge
General insurance
Excess charge

Premium

Arrangement fee

Interest rate
Overdraft rate

Contribution

Annual fee

Premium

From this set of examples, it can readily be appreciated that customers are faced
with the need to develop a familiarity with a wide range of terms used for expressing price. Additionally, the overall cost to the customer is often arrived at through
the accumulation of several differently expressed charges. In the case of a number
of products, there is the added confusion that arises from the fact that the notional
amount of money paid into certain products represents an investment by the customer from which certain charges will be deducted. Thus, the contributions paid into
a pension, the premiums paid into an endowment savings plan and the investment
made in a mutual fund all represent sums of money that are being invested on

230

Financial Services Marketing

behalf of the customer. They do not strictly represent price, where price means the
sacrifice made by the customer. In these cases, price is represented by the various
charges that are deducted by the product provider. However, in the case of general
insurance products such as home contents and motor insurance, the premium does
actually represent the price to the customer. In such cases there is no investment
content incorporated into the premiums, and thus no return of funds at the expiry
of the contract period. Indeed, there may well be additional charges levied on the
customer, such as the payment of an excess charge should a claim arise.
Term assurance is similar to general insurance in that there is no investment content incorporated into the premiums paid by the customer. Thus the premium
is used in its entirety to provide for the costs of providing the given level of life
protection cover.
The difficulties which consumers face in fully appreciating the price they pay for
certain financial services products are compounded further by a combination of
complexity and the accumulation of charges. We have already observed how complexity arises from the range of terminology that applies to financial services pricing, and from the added confusion surrounding the treatment of the sums of money
that the consumer invests in one form or another. A further issue that must be appreciated is the way in which charges accumulate during the period of the life of the
product. Consider the case of a personal pension, shown in Box 12.1.
Attempts are made to present the cumulative impact of charges during the lifetime of an investment policy. One method is called the reduction in yield (RIY). RIY
operates by showing the impact of charges in terms of how it reduces average

Box 12.1

Personal pension – indicative cumulative effect of charges

Let us assume that a consumer undertakes to contribute £300 per month to a
personal pension (PP) and does so during a 30-year period. Let us also assume
that the PP comprises the following charging structure:
Initial charge
Policy fee
Annual management charge

5 per cent is deducted from each contribution
made
A fee of £2 per month is deducted
An AMC of 1 per cent of the consumer’s
fund value is deducted per annum

Thus, during the course of the 30-year term the consumer will have incurred the
following charges:
Initial charges (£300 × 5 per cent × 12 × 30)
Policy fees (£2 × 12 × 30)
AMC (assumes average annual growth of 7.5 per cent)
Total costs

£5400
£720
£32 730
£38 850

Thus, during the course of the 30 years that the personal pension has been in
force, the consumer will have paid £38 850 in total charges.
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annual returns on the consumer’s investment. For example, if the cumulative
impact of charges on a personal pension have a RIY of 2.8 per cent, it means that
instead of a consumer receiving annual growth of, say, 7.5 per cent from his or her
contributions, the consumer receives an actual return of 4.7 per cent. Looked at
another way, the effect of the 2.8 per cent RIY is to reduce the return on investment
by 37 per cent (2.8 ÷ 7.5 × 100).
The complexity and confusion already discussed contributes to a relative lack of
transparency regarding costs and pricing. Llewellyn and Drake (1995) suggested
that, when considering the pricing of financial services, it might be helpful to distinguish between two main forms of pricing, namely explicit or overt pricing and
implicit or covert pricing.

12.3.1

Explicit or overt pricing

This approach makes the price paid for the service very clear. Consumers are presented with clear and precise figures about what they will pay for this service. When
a bank charges for an ATM withdrawal or a credit card company charges an annual
fee, this is an example of explicit pricing. This approach has the advantage of being
very clear to both consumer and to supplier. The supplier is likely to be better able
to predict likely revenue, and the consumer is much more obviously aware of what
the service costs. Furthermore, an explicit price allows the organization to signal
costs of different services and use price as a way of influencing consumer behaviour.
For example, if branch-based transactions were priced relatively high (because of
their high costs) and ATM transactions were priced relatively low (because of their
lower costs), the organization could use pricing to try to encourage consumers to
move from branch-based transactions in favour of ATMs. However, to operate a
good and efficient system of overt pricing does require a thorough understanding
of the cost base and principles of cost allocation. As explained earlier, this can be a
difficult area for financial services organizations.

12.3.2

Implicit or covert pricing

This is a system of pricing in which the actual price to the consumer is unclear and
appears not to be paid by consumers. The bank that offers free banking but pays no
interest on credit balances is pursuing an implicit pricing policy. Consumers may
not be aware of it, but they are effectively paying a price based on the size of any
outstanding credit balances. Similarly, an organization providing a regular savings
product may not explicitly charge for its services, but will take a share of the initial
payments in order to cover costs and contribute to profit.
Implicit pricing has the advantage of being very simple for both the organization
and the customer, and it is relatively low cost to administer because it does not necessarily require the same sort of detailed understanding of costs. However, there are
significant disadvantages to this approach. First, both the price paid by the customer
and the revenue paid by the bank will vary according to the interest rate or the
amount that consumers wish to save/invest. Secondly, there is no incentive for consumers to move to lower-cost services because all services offered appear to be free
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of charge. Thirdly, implicit pricing creates potential for cross-subsidization. Thus,
for example, the customer with significant positive credit balances will pay a much
higher price for a given service than will the customer with a minimal credit balance.
In effect, the customer with a large credit balance subsidizes the service provided to
the customer with a small credit balance.

12.4

Methods for determining price

A number of elements of economic theory are helpful in enabling us to understand
how price levels are arrived at. The demand curve is useful as an aid to understanding the relationship between price and demand. As we see in Figure 12.1, in simple
terms, the lower the price of the given product the greater the level of demand for
that product.
In Figure 12.1, as price increases from £P1 to £P2, demand falls from Q1 volume
to Q2 volume. From the supply side, the higher the price, the greater will be the
volume of output that manufacturers and product providers are willing to supply.
However, this is an oversimplification, since it assumes economic rationality on
the part of consumers and an ability clearly to identify best value. It also implies
that high price is a proxy for high margin from the supplier’s point of view.
Indeed, the basic economic theory of price implies the characteristics associated
with perfect competition. Fundamental to the notion of perfect competition is consumer sovereignty, whereby the consumer is both highly knowledgeable about all
aspects of the product in question and has full and unhindered access to all forms
of information regarding the entire universe of suppliers. In practice such conditions seldom apply in the field of financial services, and the term information asymmetry is commonly used to describe the balance between consumer and provider
knowledge.

P2
Price (£)
P1

Q2

Q1
Quality demanded

Figure 12.1 The demand curve.
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Nevertheless, under certain circumstances there is little doubt that demand is
stimulated by price reductions, and that price increases can be used to lessen
demand. For example, in September 2005 Fidelity announced that it would be
increasing the charges that apply to new investments in its Special Situations fund
as part of a process of reducing the overall scale of the fund.
Shapiro and Jackson (1978) propose three core approaches to the determination of
price:
1. Cost-based
2. Competitive
3. Market-orientated.

12.4.1

The cost-based approach

In simple terms, the cost-based approach to pricing operates by identifying the costs
associated with a given product and then adding on a profit margin to arrive at a price.
In practice, there are two main variants of the cost-based approach to pricing: full-cost
pricing and marginal-cost pricing. Whereas full-cost pricing takes account of all components of cost (overhead as well as direct or variable costs), marginal-cost pricing
relates just to the direct costs associated with the manufacture of the good or service.
Two examples will help to illustrate these alternative approaches.
Example: Full-cost pricing
Fixed overhead costs
Variable (direct) costs per unit
Forecast sales
Profit margin mark-up
Total costs
Full cost per unit
Mark-up (20%)
Price

£100 000
£25
5000 units
20%
£100 000 + (5000 × £25) = £225 000
£225 000 ∏ 5000 = £45
£9
£54

The advantage of full-cost pricing is that it should ensure that profit is achieved and
that all costs have been covered. However, it suffers from the potentially major disadvantage that it can result in an uncompetitively high price. Such a situation can arise
from two perspectives. First, the adoption of a cautious approach to forecast sales will
limit the extent to which fixed costs can be attributed to units of output. In the above
example, if we had forecast sales volume of 20000 units instead of 5000 we would
have arrived at a materially different set of costs and price, as can be seen below:
Fixed overhead costs
Variable (direct) costs per unit
Forecast sales
Profit margin mark-up
Total costs
Full cost per unit

£100 000
£25
20000 units
20%
£100 000 + (20 000 × £25) = £600 000
£30
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Mark-up (20%)
Price

£6
£36

The difference in the two examples is explained by the reduction in overhead cost
per unit from £20 to £5. Had the provider been more bullish about sales, it would
have opted for a higher sales forecast and thus set a price some 36 per cent lower
than the price based upon the cautious forecast of 5000 units. The second weakness
is that we do not know the price level that applies to the nearest competitor. If we
assume a competing product is priced at £45, it seems reasonable to assume that a
£54 price tag will be unattractive. If such a scenario were to result in actual sales of 3000
units instead of the 5000 forecast, the price would have to be reviewed again as follows:
Fixed overhead costs
Variable (direct) costs per unit
Forecast sales
Profit margin mark-up
Total costs
Full cost per unit
Mark-up (20%)
Price

£100 000
£25
3000 units
20%
£100 000 + (3000 × £25) = £175 000
£58.33
£11.67
£70

Thus, this example shows the creation of a self-fulfilling prophecy whereby price
is based upon conservative forecasts that do not fully reflect what the competition
is charging. It results in a price that is uncompetitive, sales are below expectation,
and this in turn results in a further price increase and commensurately lower sales.
Example: Marginal cost pricing
The marginal cost-based price is arrived at by adding a profit margin onto the direct,
variable costs of manufacture. Taking the earlier example:
Direct cost per unit
Mark-up (20%)
Price

£25
£5
£30

Marginal costing results in a much lower price than the full-cost approach
because no account is taken of overhead cost attribution. It is sometimes used in
highly competitive situations on the basis that so long as the price at least covers
direct costs, it is making a contribution to the fixed-cost overhead. However, in practice it means that the price is set at an unrealistically low level and other products
will, in effect, be subsidizing the direct cost-based product. It is an economic fact of
life that overhead has to be paid for somehow, and there has to be a compelling commercial reason to use marginal cost as a basis for pricing decisions.
Branch-based organizations often have difficulty in arriving at an accurate apportionment of fixed costs to individual products. Banks typically have very wide, diverse
product ranges, and identifying how much of branch costs should be allocated to individual products is fraught with difficulties. Nevertheless, some arbitrary cost allocation
bases can be used to ensure that an appropriate contribution be made to overhead costs.
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The competitive approach

Rather than set price on the basis of cost, with the disadvantages that have been
identified, price can also be based upon competitors’ price levels. Two variants are
commonly encountered: going-rate pricing and competitive bidding.
Going-rate pricing implies that there is little heterogeneity between competing
products, and that providers are in effect price-takers rather than price-setters. The
idea of going-rate pricing seems at odds with strategies based upon product and
service differentiation. Indeed, it suggests a largely commoditized marketplace with
little scope for premium pricing. However, it is undoubtedly true that what we
might term benchmark pricing applies in many commercial areas. There has to be a
very good reason for a price premium being charged in the real estate market, for
example, where a 1.5 per cent fee is a common benchmark. Sometimes governments
and regulators can establish going-rate pricing, such as the 1.5 per cent charge cap
on the Child Trust Fund and stakeholder pension in the UK.
The second basic approach to competition-based pricing is competitive tendering.
In this case, prospective suppliers are invited to submit their most competitive bid to
the prospective customer. Such an approach to pricing is rarely encountered in the
domestic marketplace, and is more a feature of the business-to-business environment.
As can be readily appreciated, such a method is fraught with the twin dangers of
bidding too high a price and failing to get the business or bidding too low, and damaging margins. Success in an area that involves competitive tendering requires great
expertise in understanding both your own organization’s cost base and the cost
bases of your competitors. It can be remarkably difficult to achieve differentiation and
premium pricing in marketplaces that are characterized by competitive tendering.
Once successful with a bid, the service or product provider can render themselves
vulnerable to the customer, who can assume a great degree of power.

12.4.3

The market-orientated approach

The limitations associated with cost- and competition-based pricing have resulted in
the development of marketing-orientated pricing. Marketing-orientated pricing sets
out to reflect a broad range of variables in the determination of price. Significantly, it
recognizes that price has a strong strategic dimension in being closely implicated in
issues such as positioning and competitive advantage. David Jobber (2004) identifies
an array of ten components of a marketing-orientated approach to pricing as follows:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

Marketing strategy
Price–quality relationships
Product line pricing
Negotiating margins
Political factors
Costs
Effect on distributors and retailers
Competition
Explicability
Value to customer.
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Marketing strategy
Pricing presents valuable opportunities for a company to craft extremely subtle
approaches to the implementation of its marketing strategy. This is in part made
possible by the multi-variable nature of financial services pricing. Consider the
example of level term assurance (LTA). This is one of the simplest types of life assurance, and its price (premium) varies from customer to customer depending upon
the following customer attributes:
●
●
●
●
●
●
●
●

amount of sum-assured
duration of term
age
gender
smoker/non-smoker
health status
occupation
leisure pursuits.

The maximum number of permutations, and hence individual prices, that arise
from the above variables will run into thousands. An insurer has to make choices
regarding where it wants to position itself with regard to its competitors for those
thousands of individual prices. Amongst the choices to be made are which competitors to benchmark against. This is far from straightforward, as different groups
of competitors are to be found in different parts of the market for LTA. The answer
lies in adopting a pricing policy that is designed to complement the marketing strategy with regard to target segments, and positioning. Let us consider two hypothetical providers of LTA and the ways in which they can use pricing that are consistent
with their respective strategies.
Example: Hallmark Insurance
Hallmark Insurance is an insurance company that is based in the eastern seaboard
of the USA. It specializes in providing LTA on high sums assured for terms of up to
ten years. A particular field of expertise is the use of Hallmark’s LTA as a loan protection policy for SME company directors who are taking out high-value loans for
purposes such as corporate buy-outs and acquisitions. As such, they target corporate financiers and investment banks to promote their products and services.
Hallmark has designed a pricing strategy to enable it to be competitive in the
following areas:
●
●
●

sums assured from $1m to $20m
terms of 5 to 10 years’ duration
individuals aged 35–55.

Figure 12.2 shows where Hallmark has set its pricing in terms of quartile ranking
on the key variables indicated above. By the term ‘quartile’ we mean 25 per cent –
thus the first quartile means the top 25 per cent of companies ranked on the basis of
price competitiveness.
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Sums Assured – 5–10 years, Age Range 35–55 years
$1m–5m

$5m–10m

Q1
Q2
Q3

$10m–15m

$15m–20m

Hallmark

Hallmark

25

10

Hallmark
Hallmark

Q4
No of
Competitors

200

50

Figure 12.2 Hallmark’s LTA price positioning in preferred sectors.

It can be seen that Hallmark has set its stall out to be highly competitive, the more
so as its sums assured increase. Note how the number of competitors falls as sums
assured increase, thus making positioning all the more important.
Example: Everyman Insurance – a subsidiary of Everyman Bank
Everyman Insurance is based in Melbourne in Australia, and is the bancassurance
arm of one of Australia’s leading high-street banks. An important part of its strategy
is that it seeks to support the bank’s small-business operation, which has the goal of
trebling the size of its loan book during the next five years. The small-business banking operation enjoys close relationships with its customers, who show a high degree
of loyalty to the bank. Part of the Everyman Bank strategy is that its small-business
owners go on to become owners and directors of much bigger businesses in due
course.
Everyman Insurance has designed a primary strategy to enable it to be competitive as part of an overall Everyman loan and insurance package to its small-business
customers. Thus it seeks to be especially competitive in the following areas:
●
●
●

sums assured from $50 000 Au to $250 000 Au
terms of 5 to 10 years’ duration
individuals aged 30–40 years.

Figure 12.3 shows where Everyman Insurance has positioned its prices in quartile
ranking terms according to its preferred business profile.
Figure 12.3 shows Everyman Insurance structuring its price positioning to become
increasingly competitive as the sums assured increase to its optimum position.
At these levels of sums assured, the number of competitors remains almost static.
Everyman’s price positioning in non-target areas of sums assured, term and age are
typically pitched at the mid-point of the third quartile. This enables them to achieve
good margins on business they do not seek to chase.
These two hypothetical examples should give a clear indication of how pricing
can be organized to fit the overall marketing strategy. In a study of the UK term
assurance market conducted on a private basis by one of the authors in the late
1990s, it was noteworthy how random price-positioning appeared to be. Of some
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$25–50,000

$50–100,000

Q1
Q2
Q3

$100–200,000

$200–250,000

Everyman

Everyman

Everyman

$250–400,000

Everyman

Everyman

Q4
No of
Competitors

75

75

75

75

70

Figure 12.3 Everyman Insurance’s LTA price positioning in preferred sectors.

20 insurance companies studied, only 1 demonstrated the kind of logical coherent
approach illustrated in Figures 12.2 and 12.3. Thus, pricing should be used in a
thoughtful and commercially astute manner in a way that is consistent with the
company’s approach to market segmentation.

Price–quality relationships
Consumers form a judgement about the relationship between price and quality. It is
understood that a high-quality, personalized service will incur higher costs to the
provider than will an undifferentiated basic form of commoditized service.

Product line pricing
Product line pricing refers to the need for integrity between all of the products that
comprise an overall product range. Thus an investment management company will
be expected to charge more for a personalized portfolio management service than it
does for managing a packaged portfolio of investments.

Negotiating margins
Negotiating margins apply in circumstances where customers expect to be able to
haggle over prices. Thus, an extra margin is included in the basic list price to allow
for negotiation. The inclusion of negotiating margins is a particular feature of B2B
marketing, where sellers are faced with professional buyers. Such buyers are skilled
at conducting negotiations and usually have personal objectives to achieve, which
include successful negotiation of procurement activities.

Costs
Clearly, costs have to be taken into account when setting price if the company is to
avoid making a loss. Financial services present particular problems in respect of the
allocation of variable as well as overhead costs to individual products. This problem
is further exacerbated in circumstances where the marketing team is on the periphery
of the pricing process. In such circumstances, marketing staff can miss out on the
opportunity to develop a keener sense of commercial judgement. Organizations that
view pricing as a responsibility of the marketing team can be expected to benefit from
marketing executives who have a solid grasp of costs and of how profit emerges.
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Effect on distributors and retailers
Distribution channels can have a profound effect upon pricing, since they require a
level of remuneration that motivates them to work in a vigorous and committed
manner on behalf of the product provider. This argument applies to both direct and
indirect distribution channels. Some forms of distribution become too costly for
product providers to be able to satisfy the remuneration needs of the distributors
and their own profit requirements. It is common for, say, banks and insurance companies to decide not to market certain products, such as stakeholder pensions, insurance ISAs and the Child Trust Fund, because their cost bases do not leave enough
margin for their distributors to earn what they consider to be an appropriate level
of remuneration.
A common dilemma for product providers is that distributors seek to maximize
their remuneration from their distribution activities, yet want to be able to offer a
competitive price to their end customers. We see this in the grocery domain, where
supermarkets seek to negotiate good margins for distributing products yet want
to offer consumers the lowest possible prices. This has tipped the balance of
power very much in favour of the supermarkets and resulted in a weak position
for producers. Thus brokers might also expect to receive high levels of commission for distributing, say, motor insurance, but want to offer low premiums to
their customers. This particular dynamic has been a major catalyst for the development of remote, IT-based distribution methods in a number of areas such as
motor insurance.
It is fair to say that the ability to make sound judgement calls in respect of setting
a price that optimizes distribution margin and customer attraction is a crucial marketing competence. The preferred approach is to argue that lower customer prices
will result in such a high volume of demand that distributors will ultimately earn
more cash, albeit at a lower margin per unit, than they would from selling a lower
volume at a higher margin. Such an approach assumes elements of a perfect market
and price-elasticity-of-demand that are not necessarily in evidence universally in
the financial services sector.

Competition
In some respects, the pricing of financial services has been less influenced by competition than have many other product categories. Until comparatively recently, life,
pension and investment products were priced more to secure distributor support
than to ensure competitive value for money. Importantly, the complexity and lack of
transparency of financial services pricing act as inhibitors to highly competitive
pricing. Fortunately, a combination of regulatory, legislative, technological and competitive development are acting to achieve a significant increase in the role played
by competition in the pricing of financial services.
Competition exerts its most powerful effect in circumstances characterized by
product simplicity, consumer knowledge and confidence, low perceived risk from
buying largely on the basis of lowest cost option, limited product differentiation,
simplicity of purchase process, ease of switching, and a wide number of competing
providers. Thus, it can be appreciated that motor insurance is influenced by competition to a far greater degree than is the provision of banking services to small
companies or critical illness insurance.

240

Financial Services Marketing

Explicability
By explicability, we mean the ability to explain and justify why a product is significantly more (or indeed less) expensive than competing offerings. Products that are
materially cheaper than the norm may attract consumer suspicion in product areas
that are typified by relative consumer ignorance and the risks associated with
making a poor choice. A corollary to this is that, under conditions of consumer ignorance and perceived riskiness, a price higher than the norm may be seen to imply
quality and instil consumer confidence. This is somewhat akin to the so-called
‘Giffen effect’, from the eponymous Victorian economist Sir Robert Giffen.
According to the Giffen effect, under certain circumstances demand increases as
prices rise. This may in part explain the attractiveness of certain exclusive or
designer-label goods.
Explicability is more difficult to achieve the closer market conditions approximate
to perfect competition. The implication for marketers is that those seeking to achieve
a premium price position must invest in an appropriate level of product/service differentiation that can justify the price premium. It is interesting to note that a number
of high-street banks, such as Barclays and Lloyds TSB, have attempted to market
higher net-worth current account banking services at a premium price in recent
years. The impression conveyed is that neither has been particularly successful, as
consumers fail to place sufficient value on the premium price they are charged.

Value to customer
The ultimate test of a price must be the extent to which customers feel they are
receiving fair value and will maintain a mutuality advantageous relationship with
the provider. As discussed earlier, customer value (from the provider’s perspective)
is a function of a remarkably discrete set of variables such as, in the case of a loan:
●
●
●
●
●

value of sum borrowed
duration of loan
incidence of default
cross-sale/purchase of other products.
interest margin

Thus, the retention of customers based upon their perceptions of the value-formoney they enjoy is assuming ever greater importance in companies’ marketing
strategies.

12.5

Price differentiation and discrimination

In many marketplaces there are rules and regulations concerning price discrimination. Discrimination refers to a product or service being offered to a buyer at a lower
price than applies to other buyers. Implicit in price discrimination is the notion that
the buyer presented with the higher price is being treated unfairly. Resale price
maintenance was once a common feature of the consumer goods marketplace in the
UK. However, such a rigid approach to pricing has become increasingly out of step
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with the contemporary competitive environment. In practice, there is a growing
recognition that the charging of differential pricing is a legitimate, and indeed
desirable, feature of a consumer-orientated marketplace. As a component of the
marketing mix, price can be adjusted to suit a range of buying situations. Such variations in price may be a reflection of genuine lower costs that apply to differing
buying scenarios. In the consumer goods domain, for example, buying soft drinks
in bulk quantities involves genuine cost savings to the distribution channel that can
be reflected in a lower cost per unit to the end consumer. Similarly, bulk discounts
are a defensible aspect of the pricing structure that applies to the distribution channels associated with the soft drinks market. A retailer committing to buy a million
cases of Pepsi Cola should expect to receive a better price than one buying just a
dozen cases at periodic intervals.
Equally, it seems perfectly reasonable for a railway company to stimulate higher
levels of off-peak usage of its trains by charging a lower price than applies during the
rush-hour period. In this way differential pricing serves the interests of not only the
supplier and customer but also the wider community, by using resources in a more
efficient manner. In turn, this makes a contribution to the goal of sustainability – an
issue that is assuming ever growing importance in a wide variety of contexts.
Thus, deliberately disadvantaging one group of customers through price discrimination represents a highly undesirable practice. Price differentiation, on the other
hand, has a number of positive features that serve the interests of a wide range of
stakeholders. Differential pricing can be based upon a number of factors, reflecting
both genuine commercial considerations on the part of providers and also customer
characteristics, including:
●
●
●

●
●

lower costs associated with bulk purchase
costs that vary according to different factors, such as geographical variation in
labour costs and rents
costs that vary according to buyer characteristics – for example, people with a
poor credit history indicate a greater propensity to default on loans and therefore
may pay a higher rate of interest
utilization of off-peak capacity
demographic factors – age, employment status, gender.

Arguably, price differentiation is particularly well-advanced in the field of financial
services. The most graphic example is life assurance, where prices vary according to
age, sex, occupation and health status. Price differentiation in this case is based upon
genuine cost-related factors, concerning mortality, that vary with age and so on.
Differential costs associated with different types of customer have acted as the
basis for what are termed preferred lives insurance companies. This is a form of niche
marketing where the company targets a specific segment based upon clearly
defined cost advantages that are in evidence. For example, SAGA Financial Services
offers relatively low premiums on motor insurance because it only sells to the over
50s – an age cohort that has relatively low claims experience. By excluding younger
drivers from its book of business, SAGA is reducing the costs associated with their
higher incidence of claims.
The preferred lives approach can be applied in a number of situations where clear
customer characteristics have a direct and material bearing upon customer value.
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In health insurance, for example, a company might choose to target just those
individuals who have favourable health status. It should be borne in mind that there
some marked differences around the world with regard to the acceptability of preferred lives insurance. For some people and political organizations preferred lives
insurance is seen as an oxymoron, in that insurance should be about the use of pooling in order to best serve the overall public good. This philosophical principle
underpins the approach of the French health mutuals, whose premiums do not discriminate on the basis of age. In South Africa there is hostility to the concept,
because consumers do not like to divulge the kind of information that would be
needed to adopt a preferred lives approach on a mass-market basis. Preferred lives
insurance is at its most advanced in the US insurance market.

12.6

Price determination

Some form of process is required for an organization to arrive at the finally agreed
selling price. Earlier in this chapter we considered the three main bases upon which
price can be developed – namely cost-based, competitive and market-orientated.

Step 1

Decide upon pricing objectives

Step 2

Assess influence of 10 pricing factors

Step 3

Propose indicative pricing approach

Step 4

Model price/demand relationships

Step 5

Assess impact on pricing objectives

Step 6

Assess responses expected from competitors and distributors

Step 7

Consult relevant internal departments and gain agreement to price

Step 8

Set up implementation project

Step 9

Launch price

Figure 12.4 Price determination process.
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However, whichever basis is used, a number of steps need to be considered when
setting price. The nature of these steps will vary according to whether the costbased, competitive or market-orientated approach is used. Here we will consider
a process that might be applied when setting price in accordance with the marketing approach; Figure 12.4 indicates the steps involved, and these are discussed
below.

12.6.1

Step 1: Decide upon pricing objectives

At the outset, there needs to be clarity regarding the financial and non-financial
objectives that are being sought. Typical financial objectives might include:
●
●
●
●

sales value
margin
profit
return-on-capital.
Non-financial objectives may comprise one or more of the following:

●
●
●
●

sales volume
market share
market position
customer value.

12.6.2

Step 2: Assess influence of 10 pricing factors

Having formed a view on the desired pricing objectives, it is important that an
assessment be carried out of how the following 10 factors might be expected to exert
an influence on the final price:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

Marketing strategy
Price–quality relationships
Product line pricing
Negotiating margins
Political factors
Costs
Effect on distributors
Competition
Explicability
Value to customer.

12.6.3

Step 3: Propose indicative pricing approach

Armed with a clear set of price objectives and an assessment of relevant influences,
an indicative price can be proposed. This stage in the process can be relatively complex
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in the case of insurance-related business, where there is a huge array of individual
premiums to be calculated. In such a case, it is recommended that a number of specific headline premiums be proposed that are indicative of key market positioning.
For other sectors of financial services – mortgages, for example – it can be far more
straightforward, as it may simply be a case of proposing a single rate of interest.
This is also the stage where factors such as special promotional pricing are considered. For example, it is commonplace for companies seeking new depositors to
offer a bonus rate of interest for, say, the first 6 months.
Other aspects of price that might also be addressed at this stage are:
●
●
●
●

status requirements – for example, no claims bonuses on motor insurance,
income, occupation, previous financial history, track record
volume-related factors – for example, lower rates of interest charged for high-value
loans
allied charges – for example, penalty fees on overdue payments, unauthorized
overdraft charges
customer contributions – for example, the level of excess payments on general insurance contracts, and early settlement penalties on, say, fixed-rate mortgage loans.

12.6.4

Step 4: Model price/demand relationships

It is advisable to model how price elasticity of demand might operate, given the proposed price. This can be used to make various trade-offs, such as whether a lower
price could result in significantly enhanced results in terms of market share or
sales volumes. Such outcomes will need to be judged in the light of their impact
upon the break-even point and emergence of profit. For a life assurance policy,
this could have a material impact upon new business strain and hence capital
requirements.

12.6.5

Step 5: Assess impact on pricing objectives

The modelling carried out in step 4 is a key input to assessing the likely impact of
the indicative price on the achievement of the desired pricing objectives. An
unfavourable outlook may result in the need to make changes to the pricing objectives or indicative pricing approach. It is advisable to ensure that relevant parties are
aligned at this stage, before committing further resources to the overall process.

12.6.6 Step 6: Assess responses expected from
competitors and distributors
To some extent, certain aspects of this stage will have already been incorporated into
steps 3, 4 and 5. However, this is the point at which a more explicit assessment needs
to be made. Scenario planning may be a useful approach to adopt as a means of
considering the range of distributor and competitor options.
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12.6.7 Step 7: Consult relevant internal departments
and gain agreement
It is expected that an appropriate level of consultation and collaboration will already
have taken place. Many companies have formal pricing and credit committees
whose endorsement is required before the price can be finally agreed.

12.6.8

Step 8: Set up implementation project

There is a wide range of complexity when setting prices in financial services, and in
some cases extensive project management will be required. It is especially important
that pricing events involving a significant amount of IT resources are planned well
in advance – probably well before step 1 of this process. Systems resources are usually key elements on the critical path, and the availability of relevant personnel
has to be scheduled at an early stage if target launch dates are to be met. Staff from
other functions may have an equally significant role to play – pricing actuaries, for
example – and so the expectation of their availability has to be suitably planned for.
Due regard must be paid to gaining the timely involvement of appropriate administration staff. It is by no means uncommon for them to be treated as somewhat of an
afterthought in such activities; such oversights must be avoided. Other requirements that need to be factored into the implementation plan include price lists, documentation and rate books, computerized illustration systems, trade
communication, customer communication and staff training.
Finally, price changes on existing products need to take account of cut-off dates
regarding pipeline business.

12.7

Pricing strategy and promotional pricing

It is axiomatic of all components of the marketing mix that they interact in a complementary and consistent manner to support the chosen product or corporate position. Thus, a premium-quality service can be expected to yield distinctive
value-added features to its customers, and should be promoted in a manner that is in
keeping with its high-quality market position and attract a price that reflects its superior characteristics. Pricing must therefore be consistent with a product or corporate
position, as well as achieving its financial objectives. Indeed, the two are closely
inter-related. In this way, strategies in respect of the use of price must align with the
wider marketing strategy. However, any such adjustments must be made by paying
due regard to overall product positioning and not be used superficially in response to
possible tactical pressures. At the very outset of a new product’s life it can be helpful
to consider the options shown in Figure 12.5 with regard to pricing strategies.
Consideration of the four options presented in Figure 12.5 needs to pay due
regard to product characteristics, such as the degree and value of any competitive
advantages it enjoys, as well as market characteristics, such as the likely timescale
over which demand may be expected to materialize. It also depends upon the
expectations of the company with regard to return-on-investment.
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Low
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Rapid skimming

Slow skimming

Low

Rapid penetration Slow penetration

Price

Figure 12.5 New product: pricing strategies.

An aspect of pricing strategy that is often a source of contention concerns the relationship between prices charged to new, as opposed to existing, customers. In effect,
this is a further variant of the price differentiation discussed earlier in this chapter.
This practice is especially common in the field of savings, loans and credit, and
poses real dilemmas. Take the case of savings deposit accounts. It is commonplace
for deposit-takers to offer higher rates of interest to new depositors than those that
apply to existing depositors.
Arguably, the premium rates frequently offered to new depositors are unsustainably high and imply a degree of cross-subsidy on the part of current depositors
(sometimes referred to as the ‘book’), or that, in due course, the rate offered to the
new depositors will be reduced to a substantially lower rate of interest. In effect, the
advantageous price offered to new customers is an example of promotional pricing
and is a variant of the rapid penetration strategy shown in Figure 12.5. A similar
approach can often be observed when new credit-card customers are offered, say, a
zero rate of interest for the first 6 months. In the mortgage market, it is commonplace for new mortgage borrowers to be offered lower repayment interest rates for
a period of time.
In the early part of this decade, the Nationwide Building Society adopted what it
considered to be the highly ethical stance of having no differential pricing between
new and existing borrowers and depositors (see Case study 12.1). As a result, its
deposit products tend not to appear in any of the best-deal tables promoted in the
consumer financial press. This has had a detrimental impact upon Nationwide’s
market share. However, when presented as a weighted rate to savers over a longer
timeframe – say 3–5 years – Nationwide compares favourably with its peers. Thus
the company has adopted what it considers to be a responsible and morally correct
pricing strategy, and hopes that consumers will recognize this and take a long-term
view of interest rates.

Case study 12.1

Nationwide Building Society’s pricing philosophy

Far from being a building society purely focused on mortgages and savings,
Nationwide competes effectively across all aspects of the financial services
market, including current accounts, credit cards and personal loans.
Nationwide’s approach to its customers is based firmly on the fundamental
beliefs it holds as a mutual organization. It delivers best value to its membership by providing financial services products with competitive interest rates
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Case study 12.1 Nationwide Building Society’s pricing
philosophy—cont’d
and lower fees and charges, and this is all underpinned by a policy of fairness,
honesty and transparency. It has also successfully campaigned on the issues of
greater transparency for credit cards, personal loans and cash-machine charges,
as well as calling on the Treasury to review stamp duty.
Nationwide’s approach to mortgage pricing is based on the belief that existing borrowers should not have to pay higher interest rates to subsidize the lower
rates offered to new customers – as is common amongst many of its competitors.
This fair and transparent approach means that new and existing customers have
access to the same great-value products, which are generally at market-leading
rates. They also have the reassurance of knowing that any fees and charges are
kept to a minimum and, where they are necessary, these are competitive, fair,
and disclosed upfront.
Savings rates offered by Nationwide are subject to a similar philosophy, and
are underpinned by the same brand beliefs of honesty, transparency and fairness. The Society is committed to offering competitive savings rates that represent long-term value. Nationwide, unlike many of its competitors in the savings
arena, does not offer ‘flash-in-the-pan’ introductory bonuses or place unreasonably restrictive caveats on its products. All of Nationwide’s customers have
access to a wide choice of fixed- and variable-rate savings products, and these
are available across a choice of branch, postal and Internet channels. All are
simple to understand and use.
Nationwide has recently launched several products across the savings and insurance fields aimed at the ‘silver generation’; these demonstrate its commitment to
delivering good value and are designed to meet the needs of the older age group.
It has also begun campaigning on the issue of children’s savings, and in December
2005 issued its Children’s Savings report. The report carries with it an action plan
which Nationwide believes will help to change attitudes to saving and the way
people manage their finances. It calls upon the government to do more to encourage people to save, and to promote the benefits of starting from a young age.
Investment products are also offered through its wholly-owned subsidiary,
Nationwide Investment Group. The products have no initial charges and a low
annual management charge – both of which set them apart in the marketplace.
NIG aims to offer customers competitive annual management charges across the
range of products, and strives to ensure that its pricing is both fair and unique
in the marketplace.
Some might think that having a policy of not offering introductory bonuses or
overly-inflated headline rates would stop Nationwide from appearing at the top
of many best-buy tables. While it is acknowledged that many other players
manipulate their accounts and rates to ensure that they appear in best-buy tables
on a regular basis, this doesn’t show the bigger picture to the consumer. Will the
once attractive rate simply slide away to obscurity and be managed down? How
will the customer service and experience stack up? Recently, the compilers of
Continued
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Case study 12.1 Nationwide Building Society’s pricing
philosophy—cont’d
these tables have started applying a different (and some might say fairer)
approach, and in doing so seem to be making some progress towards quietly
illustrating that taking a snapshot of just one feature of a product isn’t always a
good guide to the longer term. Hopefully, in the future more tables will start to
reflect products that offer a good, consistent rate over a period of time – and
when that happens, Nationwide will appear even more frequently.
Source: Stuart Bernau, Commercial & Communications Director,
Nationwide Building Society.

In practice, many consumers choose not to take a long-term view and are
attracted by headline rates offered to them as new customers. Once the promotional
pricing period is over, buyer inertia sets in and the customer reverts to a lower rate
(having become part of ‘the book’). Alternatively, some consumers become serial
new customer deal-chasers (sometimes referred to pejoratively as ‘rate tarts’). These
customers take advantage of special offers on credit cards and deposit accounts, in
particular, to gain maximum advantage.
It is interesting to observe the ways in which financial services companies are
emulating the promotional pricing approaches encountered in the packaged-goods
and high-street retail domains. In December 2005, HSBC used heavyweight promotional displays to communicate a range of price-based promotions with the banner
headline: ‘Up to Half Price Sale and other Great Offers’. The body copy of the promotional leaflet presented the special price promotions as a ‘sale’ that started on
28 December 2005 and ended on 31 January 2006. It included a special promotion on
mortgages that offered:
Up to 50 per cent off, We’ve reduced our six-month fixed rate mortgage by a
massive 50 per cent – down from 5.30 per cent to 2.69 per cent for borrowings up
to £100 000. Taking up this offer is quick and easy, but hurry – it’s only available
while stocks last.
In a somewhat similar vein, Scottish Widows had an in-store promotion in Lloyds
TSB branches promoting:
Save 50 per cent on initial charges for lump sum ISA Investments. From
1 February 2006 to 30 April 2006, Scottish Widows is offering a 50 per cent
discount on the initial charge for lump sum ISA investments.
Not to be outdone, Sainsbury’s had an in-store display showing a special promotion
on loans with the headline of:
Loan sale. Best ever instore rate. 6.1 per cent APR (typical). Ends 31 March.
There’s never been a better time to borrow money. That’s because the
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Sainsbury’s bank loan sale is on now, offering you our best ever instore rate at
just 6.1 per cent APR typical. But hurry, this offer ends 31 March.
And so we see the financial services sector endeavouring to mimic the promotional approaches more typical of the mainstream consumer goods and retail markets. Senior management of banks have often commented that they consider
themselves to be in the retail market and have recruited staff from the traditional
retail sector. Perhaps the above examples are evidence of those new recruits seeking
to transfer their skills from one domain to another. The extent to which such
approaches work in the financial services sector remains to be seen.

12.8

Summary and conclusions

This chapter has highlighted the importance of pricing in the marketing process.
Pricing is the only element of the marketing mix that contributes to revenue rather
than cost, so its importance must not be underestimated. For any organization, the
pricing decision is influenced by a range of internal and external factors. Financial
services organizations do face some additional challenges when dealing with
pricing decisions because of the greater complexity of costing, the need to deal with
risk, the problems of variability, and the difficulties that consumers have in understanding price.

Review questions
1. What role does pricing pay in the marketing mix?
2. What are the particular difficulties that marketing managers face when trying to
set prices for financial services?
3. Explain the difference between implicit and explicit pricing. What are the advantages of explicit pricing?
4. Which type of pricing strategy do you consider most appropriate for banking
services?
5. To what extent do you believe that the price promotion techniques of the fastmoving consumer goods and retail sector transfer to the world of the high-street
bank and supermarket?
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13
Distribution channels:
routes-to-market

Learning objectives
By then end of this chapter you will be able to:
● understand the distinctive nature of distribution in financial services
● explain the different forms of distribution used by financial services
providers
● evaluate the strengths and weaknesses of different distribution channels.

13.1

Introduction

In any marketing mix, the place component (distribution) is concerned with making
sure that a product reaches the target market at a convenient time and place.
In relation to physical goods, distribution decisions are concerned with both channel management and logistics. Channel management refers to all those activities
involved in managing relationships between the producer and the various organizations that distribute the product (e.g. wholesalers and retailers). Logistics is
concerned with the physical movement of products from the place where they were
made to the place where they will be purchased. Within the consumer goods
domain, retailing represents the dominant channel through which goods are
purchased. This channel may operate on a direct basis by which products are
shipped direct from manufacturer to consumer. Supermarkets represent the best
example of the direct distribution channel for consumer goods. Alternatively,
goods can be moved from site of manufacture to the site of purchase on an indirect
basis. Indirect distribution channels may involve some combination of agents,
brokers and wholesalers interposed between producer and retailer. The logistical
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dimensions of tangible-goods distribution is often referred to as supply chain
management. Success in the field of tangible-goods distribution requires expertise
in both the strategy and management of sales channels, and in supply chain
management.
Of course, with financial services there is no physical product, so the logistics
element of distribution is of little relevance. Instead, distribution in financial
services marketing is concerned with how the service is delivered to the consumer,
making sure that it is available in a location and at a time that is convenient for the
customer. In Chapters 3 and 8 we saw the ways in which financial services products
differ from tangible goods, and those differences have important implications when
developing channel strategies and deciding upon routes-to-market. For example, by
virtue of their intangibility, financial services do not involve the logistical aspects of
supply chain management. Similarly, the characteristic of perishability obviates the
need for warehousing and inventory management and control. Other important
features of financial services, such as duration of consumption, uncertainty of outcome, contingent consumption, lack of transparency, consumer financial illiteracy
and fiduciary responsibility, all have important implications for the distribution of
financial services.
This chapter provides an overview of the nature and management of distribution
for financial services. The chapter begins by exploring the distinguishing features of
distribution, then moves on to examine in detail the different channels that may be
used to deliver financial services to the target market and discusses their advantages
and disadvantages.

13.2

Distribution: distinguishing features

As far as financial services are concerned, distribution fulfils the following roles:
1. The provision of appropriate advice and guidance regarding the suitability of
specific products
2. The provision of choice and a range of product solutions to customer needs
3. The means for purchasing a product
4. The means for establishing a client relationship
5. Product sales functions
6. The provision of information concerning relevant aspects of financial services
7. Access to the administration systems and processes required for the ongoing
usage (consumption) of the product or service
8. The means for managing a customer relationship over time
9. The cross-selling of additional products to existing customers.
During the course of this current chapter we will largely focus upon the ways in
which distribution addresses roles 1–6 listed above. In Part III, we will devote
specific attention to items 7, 8 and 9.
As a component of the marketing mix, distribution has a number of distinctive
features that distinguish it from the other elements of the mix; these are discussed
below.
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Cost

The costs associated with distribution may well dwarf the combined costs of all of
the other components of the mix. For example, the real-estate costs of a branchbased retail bank could well be in excess of a billion pounds sterling. Similarly, the
staffing costs associated with a substantial branch network will run into several
hundred million pounds. For a life assurance company, the costs associated with
developing and maintaining a direct sales-force of scale will incur an annual
operating cost well in excess of a hundred million pounds.
The use of the Internet may appear to offer dramatic cost savings to a potential
new entrant to the banking or insurance sector. However, these savings may well be
nullified by the heavy costs associated with marketing communications and promotion aimed at generating awareness and demand, and establishing trust and credibility. Clearly, the costs associated with channel strategy have major implications for
pricing and profitability.

13.2.2

Timescale

The development of certain channels can take a considerable period of time to
come to fruition. Obvious examples of this are the timescales associated with the
creation of a branch infrastructure or of a direct sales-force of scale. Similarly,
once entered into, the timescales associated with certain third-party distribution
arrangements can place limitations on strategic options over a protracted period
of time.

13.2.3

New business strain and capital requirements

The costs associated with the distribution and set-up of a range of investmentrelated products can impose significant pressure upon capital. Take the case of
personal pensions. A new personal pension policy may well not achieve its breakeven point until the policy has been in force for many years. Until break-even point
is achieved, each policy sold will represent a deficit in cash flow terms to the product provider. This deficit is referred to as new business strain, and an appropriate
amount of capital is required to finance the strain until a surplus begins to be
generated.
Thus, product features and the costs associated with certain channels of distribution will have major implications for capital. This, in turn, will influence the structure of the product range, the source of product supply and the method of
distribution. For example, in 1999 Barclays took the decision to cease being the sole
supplier of its life assurance and pensions products and entered into an agreement
with Legal and General for the manufacture of such products. Whilst Barclays
would of course forego the underwriting profits arising from these products in the
long term, the change would reduce the need for capital to fund the associated new
business strain. Thus, Barclays could enhance its internal return-on-capital or divert
the capital thereby saved into other potentially more attractive aspects of its
business – such as, say, business banking.
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13.2.4

Contractual arrangements

The involvement of third parties in the distribution of an organization’s products
may require a commitment to a contract term lasting a number of years. Whilst this
can facilitate a degree of certainty and assist in long-term planning, it does involve
a degree of inflexibility during the term of the contract.

13.2.5

Loss of control

Product providers who distribute their products through third parties, such as insurance brokers, finance brokers and appointed representatives, risk being unable to
exert the required degree of control regarding consistency amongst all distribution
channel members. This may result in damage to the product provider’s reputation
should a material degree of customer dissatisfaction arise. Additionally, it may add to
costs if sub-standard documentation occurs, and can weaken the quality of an overall
book of business if a broker introduces relatively poor-value customers to the provider.
As an aside, the UK pensions mis-selling scandal saw product providers having
to accept full responsibility for compensation in cases where policies had been missold through sales agents directly in their employ. However, consumers who had
been mis-sold by IFAs had to seek redress from the IFAs concerned. In such cases,
product providers could not be deemed to be in a position to have controlled the
selling practices of IFAs.

13.2.6

Interdependencies with other mix elements

The choice of which routes-to-market to employ has potentially far-reaching
implications for all other elements of the marketing mix. These implications arise in
the form of capability, resources and costs and, amongst other factors, timing and
responsiveness.
For example, a general insurance company planning to adopt a purely Internetbased method of distribution might, at least in theory, have the opportunity for a
highly competitive pricing structure. However, such a strategy means that the
organization restricts its potential market solely to individuals that have ready
access to the Internet and are willing to transact their insurance requirements in this
way. It also results in the need to have well-developed skills and competencies with
regard to the use of the promotional mix. Esure is a good example of a new general
insurance brand that has adopted this approach to the distribution of its products.
The company is having to invest heavily in a range of high-profile forms of marketing communications in order to create awareness and stimulate purchase. This has
included a major television campaign featuring movie director Michael Winner,
together with poster advertising in places such as the London Underground system
and press advertising.
The case of telesales as a channel of distribution places heavy demands upon the
people and process elements of the mix. It may also be co-ordinated with a major
investment in the use of direct mail as a means of both stimulating inbound
enquiries for quotations as well as fulfilling post-quotation requirements. This calls
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for significant expertise in the use of direct mail and, possibly, direct-response
advertising in the press.

13.2.7

Product interface

There is an extremely close relationship between product characteristics and route-tomarket. It is in the very nature of certain products that they lend themselves to certain
types of channel or, indeed, rule out other options. Pensions are a classic case of the
need for a channel strategy that involves face-to-face interaction between customer
and seller/adviser (not necessarily product provider). For a number of reasons, consumers appear, for the most part, to be unwilling to buy a personal pension on a
remote basis via the Internet, direct response or, indeed, telesales. Issues concerning
trust, uncertainty of outcome, timescale for delivery of outcome, and consumer financial illiteracy mean that the consumer feels a strong need to be advised by a suitably
qualified individual in a face-to-face setting. This seems to be an obvious example of
risk-reducing behaviour on the part of consumers. As yet, no pension product producer has built a book of business of any scale by relying solely on remote channels
of distribution. On the other hand, motor insurance distributed via remote channels
has been an enormous success. Again, this is very much a function of factors such as
the greater degree of familiarity that consumers have with motor insurance and the
low level of perceived risk that they associate with this type of product.

13.3
13.3.1

Distribution methods and models

Direct versus indirect distribution

Having discussed the role and characteristics of distribution, it is appropriate to
crystallize the array of options available in the twenty-first century environment.
It is customary to make reference to the basic paradigm of direct versus indirect
channels of distribution in texts of this nature – indeed, these alternative modes of
distribution have already been referred to. The concept of direct/indirect distribution is pretty straightforward and unambiguous within the context of tangiblegoods markets. However, it is somewhat less straightforward as a means of
addressing the major approaches for the distribution of financial services. Indeed,
the use of the term direct in the context of financial services is liable to give rise to
confusion, owing to the ambiguity with which it is used.
In purist terms, direct distribution concerns the provision of a good or service
from manufacturer/provider to customer in the absence of an intermediary that is
under separate ownership, management and control. Therefore, it is channel ownership rather than the structure of the distribution channel that determines whether
distribution is direct or indirect. In the case of a direct route-to-market, all of the
steps involved in acquiring a customer and selling a product are owned by the product provider. Indirect distribution, on the other hand, involves the use of agents of one
form or another that are owned by a third-party organization. As can be imagined,
direct distribution facilitates a far greater degree of control over the customer
experience than does indirect distribution. However, that degree of control may be
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bought at the price of a lower level of sales than might occur if some form of indirect distribution is employed. A range of factors must be considered when addressing the issue of direct versus indirect distribution, and these are summarized below.

Direct distribution
The advantages and disadvantages of direct distribution are as follows.

●
●
●
●
●
●
●
●

●
●
●
●

Potential advantages:
Control of brand values
Control of customer experience
Control of corporate reputation
The maintenance of competitive advantage from unique products and features
Control of regulatory obligations
Freedom of action
Strategic flexibility
Clarity and consistency of internal communication.
Potential disadvantages:
Direct distribution limits distribution coverage
It restricts sales volumes
It limits market share
Requires considerable amount of capital.

Indirect distribution
In many ways the potential advantages and disadvantages of indirect distribution
are the obverse of those given above. However, it is helpful to see them presented
as a discrete list.

●
●
●
●
●
●
●
●
●
●

●

Potential advantages:
The provider can focus on core competencies, of which distribution may not be one
The ability to focus on product quality and costs
The avoidance of set-up costs associated with new forms of distribution
Allows for rapid penetration of markets, nationally and internationally
Access to higher sales volumes may result in lower aggregate costs that could
feed into enhanced price competitiveness
The added cachet of having products distributed by high-profile intermediaries
with strong brand reputations
Flexibility to experiment with new sales channels within limited cost parameters
It may limit access to marketplace by competitors
It can enable provider and major distributors to test a working partnership that
could ultimately result in a merger
Can reduce need for capital.
Potential disadvantages:
Lengthy and variable communication arrangements can slow down reactions to
tactical events
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Table 13.1 UK sources of general insurance premiums, 2003
Personal lines

Commercial lines

Marine & aviation

Total

10
5

54
5

88
–

31
5

16

24

4

19

32
3
5
28

7
1
5
3

6
–
2
–

21
2
5
16

National brokers
Chain brokers and
telebrokers
Other independent
intermediaries
Direct
Company staff
Company agents
Other
Source: ABI Statistical Bulletin.

●
●
●
●

Loss of control over brand values, customer experience and reputation
Regulatory risks
Long-term distribution contracts can limit strategic options
Indirect distribution can result in undue reliance on dominant distributors.

Elements of direct and indirect distribution models are to be encountered in most
areas of financial services. However, some areas display a greater tendency towards
one than others. For example, retail banking remains overwhelmingly direct. Life
Assurance has become increasingly indirect in the UK – indeed, in the 12 months to
31 December 2003 some 66 per cent of new individual life and pensions business
was accounted for by IFAs. If we add to this the business introduced by tied agents,
the proportion is of the order of 80 per cent. It is important to note that certain product categories within an aggregate financial services sector display a marked bias
towards either direct or indirect distribution. Table 13.1 shows the ways in which
this bias is displayed in the general insurance sector.

13.3.2

Whether products are bought or sold

Before presenting an overview of currently available distribution methods, it is
important to grasp the thorny issue of whether financial products are bought or
sold. This issue is of fundamental significance to the marketing of financial services,
and was initially discussed in Chapter 7.
Although the needs expressed for the range of financial services are easily understood and readily appreciated, the motivation on the part of consumers to engage in
proactive product search and buying behaviour is more muted. We can all grasp the
benefits of enhanced income in retirement from buying a pension, or the security a
family gains when the breadwinner buys a critical illness insurance policy.
However, the level of expressed demand and proactive purchasing behaviour is of
a relatively low order. A range of factors is implicated in this reluctance, not least of
which is affordability. Additionally, there is the opportunity cost to current consumption of other more pleasure-inducing goods and services. Undoubtedly there
are circumstances in which the consumer does actively seek to buy; this is most
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apparent with mortgages and motor insurance. In the latter example, there can be
simply a legal obligation for motor vehicle owners to ensure they have at least thirdparty insurance cover.
Whilst it is certainly the case that some products are predominantly bought whilst
others fall more generally into the category of being sold, it is far from a productspecific issue. Rather, it is a complex and multi-faceted matter which involves the
interplay of product, customer and situational considerations. An individual might
proactively buy into, say, a mutual fund on one occasion; equally, he or she might
well decide to make an unplanned purchase on another occasion as a result of
proactive sales activity on the part of a product provider or intermediary.
A financial services sector based purely upon products distributed to proactive
buyers would be of a materially smaller scale than one that engages in proactive
selling. It is in the interests of all parties (consumers, providers, intermediaries,
regulators and governments) that proactive sales activity is fully appropriate to the
customer’s circumstances. In other words, great care must be taken to ensure that
the rights of all parties are respected. It is similarly important that all parties are
aware of their responsibilities, and act in ways that are commensurate with those
responsibilities.
Although the role played by intermediaries is notable within the context of life
and general insurance, indirect channels play an important role in other areas,
including:
●
●
●
●
●
●
●
●

mortgages
credit cards
secured loans
unsecured loans
health insurance
creditor protection insurance
hire purchase
share dealing.

13.4

Distribution channels

There is a diversity of channels used in the distribution of financial services. These
include the following:
●
●
●
●
●
●

Specialist financial services branch outlets, such as banks, building society branch
offices, credit union offices
Non-financial services retailers, such as supermarkets, electrical goods, motor
dealers, clothes shops, department stores
Quasi-financial services outlets, such as post offices, real estate agents
Face-to-face sales channels, such as financial advisers, direct sales-forces, credit
brokers, insurance agents
Bancassurance
Telephone selling via both outbound and inbound call-centres
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●
●
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The Internet
Direct mail
Direct-response advertising, including newspapers and magazines, commercial
radio and television
Affinity groups, such as employers, trades unions, football clubs, universities.
The above methods of distribution are described below.

13.4.1

Specialist financial services branch outlets

The branch outlet has until recently been the dominant means of gaining access to
the mainstream products associated with banking and mortgages. In this context,
the branch has performed the dual roles of acting as a retail outlet in which buying
and selling activities could take place as well as providing a range of processing
functions to facilitate the ongoing administration of products. The importance of the
branch network in retail banking is evidenced by the fact that there are very few
banks worldwide which operate without a branch network. For example, HDFC
Bank in India draws attention to the rapid development of its branch network as a
key factor behind its successful market-penetration strategy. However, with the
development of bancassurance, bank branches have become orientated more
towards being product sales outlets and less involved in administrative functions.
This transition from the branch as essentially a customer services outlet to being a
customer sales outlet has not been without its difficulties. For established branch
networks, the culture of the branch has had to undergo a major transformation as
staff have had to adapt to a new sales-orientated role – a process which many
traditional bank staff find challenging (Sturdy and Morgan, 1993).
The branch itself is a complex environment. It is an area where consumers make
routine transactions, staff may try to make sales and a range of back office tasks
have to be accomplished. Traditional branch designs placed very heavy emphasis
on back-office processing, and the traditional bank branch provided a relatively
unwelcoming environment. Recent developments in branch design have placed
much greater emphasis on ensuring a customer-friendly environment and increasing the amount of space available for customers. Thus, banks rely on open-plan
layouts and decoration which is themed according to the bank’s corporate identity.
For example, Standard Chartered’s new ‘Financial Spas’ dedicate the majority of
floor space to customers, the branch is softly lit and it has reading materials,
comfortable seats, computer terminals and television screens.
Many banks have also introduced ‘zoning’. This means that the floor area is
divided up so that there are distinct areas for particular types of banking transaction. Thus, for example, a bank may decided to have a separate ‘self-service’ area for
basic money transmission, balance enquiries, etc., often relying only on ATMS.
A different area of the branch will then be dedicated to standard products such as
account opening, credit-card applications and basic loans. Finally, a third area may
be set aside for customers looking for more complex products requiring detailed
discussions with a member of the branch staff.
Many banks are also looking to expand the range of services available via the branch
in order to make more efficient use of their network. Again, a prime example is
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Standard Chartered’s Financial Spa, which is presented as a one-stop financial management centre or ‘financial supermarket’.
The advantages and disadvantages associated with specialist financial services
branch outlets as a means of acquiring customers are summarized below:
Advantages associated with specialist financial branch outlets as a means of new
customer acquisition are that they:
● represent physical evidence of intangible services
● provide reassurance and represent solidity of the provider
● give confidence to customers that they can gain access to services features
and help
● achieve reinforced awareness of brand
● provide access to face-to-face service and advice
● allow complex transactions to be easily conducted
● facilitate easy deposit and withdrawal of cash and cheques
● are particularly effective as a means of selling complicated products
● are highly effective as a means of achieving so called ‘cross-selling’, i.e. selling
additional products to existing customers.

●
●
●
●
●

Disadvantages associated with branch outlets are that:
rural and poor communities are often poorly served
limited opening hours restrict access to services
branch geography is based on historical usage patterns
they have high costs
pressure on staff to achieve cross-sale targets can cause customer dissatisfaction.

13.4.2

Non-financial services retailers (NFSRs)

A wide range of retail outlets has some involvement in the distribution of financial
services as an adjunct to their core business. Some of these outlets are involved in
the direct distribution of their own manufactured products, whereas others act as
agents for third-party product providers. Additionally, some retailers are hybrids in
that they distribute their own products (direct) as well as products manufactured by
other providers on an agency basis. A characteristic of most forms of NFSRs is that
financial services are not their core business. Table 13.2 provides some examples of
typical NFSRs’ variants.
In the UK, supermarkets such as Tesco and Sainsbury have established their own
banking subsidiaries and have acted as catalysts for greater competition in the
market for current and deposit accounts. Other forms of retailer have provided various forms of finance, such as hire purchase, for many years – indeed, for many it
represents a significant source of margin. However, being a non-core part of the
mainstream business places certain limitations on the scope of financial services that
can be distributed in this way. For example, services tend to be a single product provided by a single provider, such as car finance distributed via an automobile dealership. In this case, motor vehicle finance is viewed by the consumer as a credible
adjunct to the dealer’s own business of automobile sales. The resonance between
a car dealership and automobile finance is reasonably viewed as being salient,
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Table 13.2 Typical NFSRs’ variants
Retail outlet

Typical financial services distributed

Supermarkets

Current banking accounts, general insurance:
motor, health, holiday, unsecured loans, credit cards
Car loans, creditor protection insurance
Finance, creditor protection insurance
Hire purchase, extended warranties, creditor
protection insurance
Own-label credit cards
Hire purchase, creditor protection insurance

Motor dealers
Home improvement companies
Electrical goods retailers
Department stores and clothes-retailing chains
Furniture outlets

or representing a good fit. However, the relationship between a car dealership and
other forms of financial services may not be viewed as having the same degree of
saliency. For example, if the car dealership was considering selling, say, mutual
funds, consumers might be expected to be somewhat resistant because the product
(mutual funds) is not readily associated with the provider (car dealer).
The issue of brand saliency plays a role in the case of supermarkets. They have made
material progress in distributing relatively straightforward products, such as motor
and holiday insurance, but have yet to register a significant breakthrough as a vehicle
for distributing products such as pensions and investments. It is interesting to
speculate on why major retailer branches have stretched into simple financial services
products but not, as yet, into the more challenging areas of financial services. The
answer to this issue may have less to do with brand saliency than with the issue of
whether products are bought or sold. Arguably, brands such as Virgin, Tesco and
Sainsbury can stretch successfully into product areas characterized by the bought
mode of acquisition, but do not yet have the capability to operate effectively in the
sold mode.
There is evidence from research by Devlin (2003) that consumers are willing to
place their trust in brands that are primarily not financial services-orientated as a
source of financial products. This suggests that, at least in the UK, non-traditional
financial services brands could leverage their brand associations into the financial
services arena. However, the extent to which brand saliency or selling capability lies
at the heart of the current limitations on the penetration of major retailing and consumer brands into complex financial services product areas is as yet unclear.

●
●
●
●
●
●
●

Advantages of NFSRs as a means of new customer acquisition are that:
well-respected consumer brands can create high levels of trust and imply value
and dependability
the physical branch presence facilitates low-cost promotional displays
the branch facilitates access to help and assistance
face-to-face help can be provided at relatively low marginal cost
in their role as intermediaries, they can provide access to high volumes of new
customers
they are well-suited to the distribution of complementary products (e.g. car
finance via car dealers
they can be a relatively low cost means of distribution.
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Disadvantages of NFSRs are that:
they may not be seen as credible providers of financial advice
they may not be seen as credible providers of complex products such as pensions,
mortgages and investment funds
loss of control over quality of business is introduced
there is loss of control over the quality of the customer experience
there are the potentially high costs of commission paid to introducers
over-dependence on high-volume producing agents can make a supplier
vulnerable.

13.4.3

Quasi-financial services outlets (QFSOs)

This term refers to channels that, whilst not being traditional financial services
outlets, have a strong affinity with them. The best examples of QFSOs are post
offices and real-estate agents. Throughout the world, post offices are often the channel through which state social security payments are made, and this positions them
as having a money transmission role. As well as making cash payments of state
benefits, post offices are typically used for providing access to state-owned savings
institutions such as National Savings & Investments in the UK. Thus, they may well
be limited in their ability to distribute products supplied by the private sector.
However, in an era of deregulation of financial markets worldwide, this may
become less of a hurdle in the future. Japan is considering privatizing its postal
system, and this could well create new opportunities for the private sector to gain
access to the post-office channel.
We consider real-estate agents as QFSOs rather than NFSRs because of the complex nature of real-estate finance. The financing of a real-estate purchase involves,
potentially, the interplay of a range of complex financial products, including: mortgages, endowment insurance schemes, life protection policies, pensions and critical
illness insurance. Thus, the real-estate channel has the potential to be a highly profitable method of customer acquisition, given the bundle of products that can be
packaged together. Indeed, this was an important part of the rationale of major
banks and insurance companies acquiring real-estate chains in the late 1980s and
early 1990s. Many of those acquisitions foundered as the new owners failed properly to value the chains they acquired and recognize the competencies needed to run
businesses that were outside their previous experience. Unfortunately, it also coincided with a dramatic recession in the UK housing market.

●
●
●
●
●
●
●

Advantages of QFSOs as a means of new customer acquisition are that:
a highly localized branch network of post offices provides ready access to all
consumers
post offices are seen as trustworthy and secure
post offices handle cash sums and have the systems capability for a range of
money transmission options
post offices often have extended opening hours compared with banks
post offices can play a vital role in facilitating financial inclusion
real-estate agents can provide access to high-value sales opportunities
branch outlets are conducive to face-to-face advice and assistance.
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Disadvantages of QRSOs are that:
although well-suited to simple products, QFSOs may be less suited to the distribution of complex products where advice may be required
there is often a lack of privacy which consumers find inhibits the nature of their
transactions
there is often limited space for effective point-of-sale promotion
queues are often a feature of post offices, and this inhibits their usefulness as
distribution outlets
real-estate agents often suffer from a poor reputational image which may undermine
consumer trust
real-estate firms are often led by strong local characters with a highly independent
approach
there is the potential for loss of control re. compliance with regulations and
customer experience.

13.4.4

Face-to-face sales channels

Direct sales-forces have been the backbone of the life assurance industry throughout
the world for decades. However, their role, culture and style of working have
changed radically as more and more markets are adopting strict standards of regulation. For example, during the 1980s it was estimated that in excess of 200000
people in the UK were registered with the then regulator of life assurance direct
sales-forces (LAUTRO; the Life Assurance and Unit Trust Regulatory Organization).
By the turn of the last millennium, this number had reduced dramatically to fewer
than 20000.
Historically, a key driver of the direct sales-force model was the notion that life
assurance, investment and pension products had, fundamentally, to be sold rather
than be bought. Although there is undoubtedly a given level of business that is
bought, the adherents to the sold model argue that it is in the nature of life, pension
and investment products that a significant element of demand is latent rather then
expressed. The primary role of the direct sales-force is to turn latent demand into
real new business through its capability to prospect for new customers. Thus, the
capacity of a direct sales-force to work as a powerful means of prospecting has
been seen as key to its success. Often referred to as ‘a numbers game’, the traditional prospecting direct sales-force was underpinned by a funnel model shown in
Figure 13.1.
It has not been uncommon for the ratio of suspects to prospects to customers to
be of the order of 100 : 10 : 1 – i.e. it takes 100 suspects to produce 10 prospects leading to just 1 customer. Hence, direct selling has sometimes been seen as essentially
a numbers game. The more skilful the individual salesman, the narrower the angle
of the sales funnel. Until the rigours of financial regulation and control began to take
effect, the direct sales-force was driven to increase its headcount year-on-year since,
so the theory went, the bigger the sales-force, the greater the sales volumes.
Unsurprisingly, direct sales-forces can often display extremely high staff turnover
rates. Indeed, in the UK in the late 1980s it was often in excess of 40 per cent per
annum. Thus, a company with a direct sales-force of 3000 advisers would have to
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Suspects:

People who could possible have a need for
life, pension and investment products (lpips)

Prospects:

People who have been identified and
qualified as having a need for lpips

Customers:

People who have become a lpip
customer of the provider company

Figure 13.1 The prospecting funnel.

recruit 1200 new salesmen per annum (assuming a 40 per cent turnover rate) just to
stand still. As can be imagined, the recruitment of 100 new salesmen each and every
month is a challenging task. For this reason, sales managers would spend a disproportionate amount of time sourcing new recruits relative to the time spent training
and developing their existing salesmen and women.
Such a model is clearly highly inefficient, and has resulted in unsustainably high
distribution costs. It is a model which is predicated by the notion that life, pension
and investment products are fundamentally sold rather than bought, and results in
the costs associated with overall prospecting activities being borne by the customer
who actually buys. Thus, in the example of the prospecting funnel given earlier, the
costs associated with the 99 people who do not buy are loaded onto the single
person who does. This had resulted in distribution-related costs that have been criticized for delivering poor customer value.
The means by which direct sales-forces are remunerated has been the subject of
much controversy and debate. In essence there are two basic approaches, namely
commission, or salary plus bonus. However, a number of variations based upon
these two basic approaches are to be found. In the commission-based approach, the
salesperson receives payment purely on the basis of sales made. Thus, an individual who works diligently but fails to make a sale will receive no income. This may
well seem to benefit the provider company, since it results in the avoidance of
certain overhead costs associated with the sales-force. Critics of this method of
remuneration argue that it places undue pressure upon the salesperson to make
a sale, which in turn results in coercive sales practices to the detriment of the
consumer interest (Diacon and Ennew, 1996).
Adherents of the salary-based model argue that this method of remuneration is
more consistent with present-day employment philosophies by recognizing the
professionalism of the salesperson. Importantly, it is argued that a salaried approach
reduces the pressure on the salesperson to make a sale, and that this in turn results
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in better quality of business and greater levels of customer satisfaction. However,
the costs associated with time spent prospecting still have to be paid for, and these
costs are loaded onto the customer who buys in much the same way as in the
commission-based approach. Arguably, the costs are even higher in the salaried
model than in the commission-based model since it results in a higher level of fixed
cost to the provider.
The discussion regarding remuneration so far assumes that the advisory function
provided by the salesperson is available free of charge to prospective customers.
A contrary point of view is that financial advice should be seen to be a professional
service in much the same way as the advice given by a lawyer or an accountant.
Accordingly, the argument runs that prospective customers should be offered the
opportunity to pay a fee for advice, whether or not they subsequently make a purchase. Ultimately, it is presumed that the distribution costs loaded into product
charges will fall as actual purchasers are relieved of the cost burden associated with
prospecting activities. This may well sound good in theory, but in practice the vast
majority of domestic consumers and business customers are, as yet, unwilling to
pay up-front fees for advice. This seems odd, given that consumers seem increasingly willing to pay arrangement fees (frequently of the order of £600) for a wide
range of mortgages. Clearly this is a complex matter concerning human attitudes,
perceptions and behaviours.
In 2005, changes to the sales polarization rules in the UK resulted in IFAs having
to offer their customers the opportunity to choose to pay either an up-front fee for
advice or receive ‘free advice’ on the understanding that it will be paid for in the
commission that the product provider pays to the IFA.
There are instances where salespeople are paid purely on the basis of a flat-rate
salary with no sales-value or volume-related bonus. The advantages claimed for
this approach are that it frees the salesperson from any pressure to sell and results
in good-quality sales and high levels of customer satisfaction. However, the prevailing corporate orthodoxy maintains that some degree of incentive is necessary to
encourage high performance, and thus remuneration based upon sales results
remains the norm.
Since the early 1990s there has been a sharp reduction in the proportion of direct
salespeople who are remunerated purely by commission, and a commensurate
increase in the proportion who are salary-based. This has forced the companies concerned to become far more professional in their approach and achieve significant
improvements in the productivity levels that are achieved by the sales-force. This
latter point is of great importance, as the average number of sales of the typical
direct sales-force in the early 1990s was in the order of one sale per person per week.
In practice, a small cadre of highly productive salespeople were achieving well in
excess of one sale per week, and a disproportionately large group of individuals
were woefully unproductive – the so-called ‘tail’ of the sales-force.
It is worth commenting a little upon the cultural differences that apply to commission and salaried direct sales-forces, since they have far-reaching implications.
Commission-based sales organizations revere high-performing individuals and
have been accused of almost encouraging the cult of the sales prima donna. Such
organizations position the role of the salesperson as a self-employed business
person who enjoys considerable freedom to act. In extreme cases, salespeople enjoy
the freedom to organize their work very much as an independent contractor.
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The value of what are termed ‘renewal commissions’ can be commuted to achieve
a capital value that high-performing advisers can realize in much the same way
as small entrepreneurs can sell their business and realize a capital gain.
Notwithstanding the rigours of regulation, self-employed commission-based
sales advisers set their own target regarding sales performance at a level that satisfies their personal lifestyle aspirations. They are often disdainful of their sales managers, who they consider to be their inferiors in the highly-charged field of life
assurance sales.
The culture of the salary-based direct sales-force represents a far more controlled
business environment. As an employee, the individual salesperson is expected to
conform to the values, style and processes of the employer company in much
the same way as other employee, such as those working in administration or IT. A
more traditional approach to the managerial hierarchy is in evidence, whereby topperforming advisers are not encouraged to feel that they have a direct line to the
Chief Executive. Importantly, strict standards are laid down for the achievement of
input-orientated performance, such as the number of appointments carried out per
day or per week.
It is appropriate to make some additional comments regarding independent
financial advisers. This form of face-to-face distribution has become the dominant
form of distribution for a number of products in the UK. In principle, the IFA is
viewed as the agent of the consumer. This contrasts with Appointed and Company
Representatives (ACRs), who are deemed to be the agents of the provider company.
As a result, IFAs are viewed as having a particular duty of care to provide the bestpossible outcome for the client’s needs from the full spectrum of product providers in
the marketplace. Box study 13.1 provides an overview of the IFA sector in the UK.

Box 13.1

IFAs in the UK

IFAs are organized in a number of ways, from large national sales-forces down
to one-man bands. According to information supplied by Matrix-Data Ltd, the
IFA domain was structured as follows as at mid-2004:
IFA type

Total no. of firms

Nationals
Big IFAs
Regionals
Small IFAs
Total

109
235
560
11 207
12 111

The trade association representing IFAs is AIFA, and it estimates that in the
order of 25000–30000 individual financial advisers are employed by the 12 111
firms shown above. New rules regarding the provision of financial advice were
introduced in June 2005, related to a regulatory initiative termed
de-polarization. The practical effect has been to replace the clear demarcation
between fully independent and tied advice with the addition of multi-tied agents
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IFAs in the UK—cont’d

(referred to earlier in this chapter). The early indications are that IFAs are, by
and large, choosing to remain fully independent. However, under the new rules
IFAs have to allow the customer the opportunity to pay a fee for advice as an
alternative to product-loaded commissions. A firm choosing not to offer the
advice fee option will no longer be able to call itself an IFA; instead, it is deemed
to be a ‘Whole of Market Financial Adviser’ (WMFA) It seems likely that these
developments will serve to create an even greater degree of consumer confusion, given the following array of types of adviser.
1. IFAs:
● must give the most suitable advice from all the products in the marketplace
● must offer the customer the option to pay a fee for advice instead of a
product-loaded commission.
2. WMFAs:
● must give the most suitable advice from all the products in the marketplace
● advice is funded purely by product-loaded commission.
3. Multi-tied agents:
● must give the most suitable advice from the products provided by their
panel of supplier companies
● advice costs are funded by commission.
4. Company representatives:
● are contracted directly to a single supplier company, as either a salaried
employee or a self-employed adviser
● must give the most suitable advice from the product range of their
supplier company
● advice costs are levied on the customer in the form of a product-loaded
commission.
5. Appointed representatives:
● work on behalf of a third-party intermediary distributor and not directly
for the product provider
● may be remunerated by a commission or salary
● must give the most suitable advice from the product range of the supplier
company
● advice costs are levied on the customer in form of product-loaded commission.

13.4.5

Bancassurance

As the name implies, this is a form of distribution that has its origins in France. In
simple terms, it concerns the provision of life, pension and investment products by
a banking organization. Indeed, in many parts of continental Europe bancassurance
has become the dominant distribution channel for products of this nature – in countries such as France and Spain, bancassurance may account for 60–80 per cent of
insurance sales. Bancassurance expanded rapidly in the UK between 1986 and 1992,
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in the immediate post-deregulation period. At that time, many industry pundits
were predicting that bancassurance might capture of the order of 40 per cent of the
market by the second half of the 1990s. In the event, bancassurance peaked at about
15 per cent of the UK life assurance market and has remained at about that level.
Bancassurance has also become an important channel for distribution in Latin
America, Singapore (where it may account for as much as 24 per cent of new life
insurance sales), Australia, Malaysia, India and China. Bancassurance emerged in
India at the end of the 1990s, when the life insurance sector was privatized.
New insurance entrants into both India and China are using bancassurance models
to compete against established insurance companies with their own extensive
branch networks. Both countries are expected to display significant growth in
bancassurance-based distribution over the next 10 years, partly because of the
impact of foreign entrants to the domestic market and partly through the growing
use of this channel by domestic insurers.

●
●
●

The real power of the bancassurance model derives from its ability to:
achieve low customer acquisition costs
maximize cross-selling opportunities
utilize relevant customer data.

Bancassurance comprises elements of both the bought and sold aspects of customer
acquisition addressed earlier. We might term these the passive and active models of
bancassurance.

●

●
●

●

The passive model of bancassurance is as follows
Step 1: A current-account customer decides to solve a financial problem by visiting the bank branch. Most typically, this will concern the need for a mortgage or
loan of some kind.
Step 2: The customer’s primary need (e.g. for a mortgage) is resolved by the
relevant member of the branch’s staff.
Step 3: In the example of a mortgage, some form of loan-related insurance will be
required to provide security to the bank in the event of the death of the borrower
before the loan is repaid. Depending upon the prevailing regulatory rules, the
loan-protection may need to be transacted by a properly authorized financial
adviser.
Step 4: The financial adviser conducts a fact-find and completes the purchase of
the insurance policy. In this way, the bank has gained a customer for its insurance
business.

It can be readily appreciated that this passive model operates reactively to
instigation by the client. Two notable consequences arise from this model. First, the
mix of life, pension and investment products displays a marked bias in favour of
loan-protection insurance policies. Secondly, it fails to engage that proportion of the
total current account customer base which does not proactively use the branch to
engage in suitable problem-solving behaviour.
These consequences were overlooked by the bullish commentators of the early
1990s, and hence their projections were completely unrealistic. Indeed, the
over-reliance of bancassurance on the residential mortgage market was a critical
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weakness in the product sales mix, and explains why its market share fell as the
housing market experienced a sharp period of decline between 1991 and 1995.
The limitations of the passive model of bancassurance gives rise to the active
model. In this model, the bancassurer recognizes the need to achieve the dual goals
of optimizing sales opportunities presented by the current-account customer base as
a whole and achieving a well-balanced product sales mix.
The bancassurance model can only begin to achieve its full potential when it
adopts the active model. However, this requires a different approach to the passive
model, as the organization seeks to make the transition from a customer-pull
method of distribution (the bought approach) more towards a supplier-push method
(the sold approach). In the mid-1990s, Barclays recognized the need to adopt a more
active approach to its bancassurance business. This change of approach required
a well-coordinated programme of change management involving a range of initiatives such as:
●
●
●
●
●
●
●
●
●

strengthening the systems, procedures and resources needed to ensure high
standards of compliance with advice-related regulations
adjusting the remuneration system to lessen reliance of advisers on the passive
model
improving the competitiveness of the product range to ensure good value for
customers and give confidence to advisers
strengthening the effectiveness of in-branch promotional activities of non-loan
related products
communicating proactively with potential customers who do not tend to visit
branches
strengthening sales management supervision to raise the work rate of the
sales-force
increasing the training given to sales advisers and the managers to build upon
their skill base
achieving higher levels of communication between the branch staff and their
management and the bancassurance organization
making better use of data held on existing bancassurance customers.

A key issue to grasp when adopting the active model of bancassurance is the relationship between the insurance and branch banking operations. Although a wide
range of organizational structures is encountered, there is usually some form of
structural boundary that separates the two entities of insurance and branch banking.
A typical model is one in which cashiers and other branch-based customer service
staff perform the role of introducer of prospective customers to the sales advisers of
the bancassurance operation. Therefore, it is of paramount importance that excellent
working relationships are fostered between the two. Indeed, it is the norm that
branch staff have a balanced scorecard of objectives to achieve, and the bancassurance advisers should work closely with them to achieve the valuable synergies that
exist. This requires a high degree of mutual understanding and respect. Organizations
that fail to recognize the importance of managing the introducer–adviser interface
are unlikely to succeed in achieving their aspirations for bancassurance.
When it operates effectively, bancassurance can be a highly successful means of
acquiring new customers for the life, pension and investments organization of a
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banking institution. A typical bancassurance adviser can be expected to achieve
sales productivity levels greatly in excess of the prospecting sales-forces of the
stand-alone life assurance company.

●
●
●
●
●
●
●
●

●
●
●
●
●
●

Advantages of bancassurance as a means for new customer acquisition are that it:
provides access to high volumes of good quality potential customers
has high levels of adviser sales productivity
has potentially lower acquisition costs than prospecting sales-forces
is backed by the reputation of the core bank brand
permits face-to-face advice in the branch, the home or office
can use current account data and transactions as triggers for sales opportunities
has potential for developing a bundled pricing approach involving bank and life,
pension and investment products
has ongoing administration synergies.
Disadvantages of bancassurance are that:
a poor banking reputation can limit customers’ willingness to buy its life, pension
and investment products
a bank brand may not convey sufficient saliency regarding certain products – i.e.
may lack a degree of credibility
overzealous telephone prospecting harms the core banking relationships
overzealous prospecting in branch harms the core banking relationship
face-to-face advice can be expensive for low-margin products
the passive model fails to achieve the expected success.

13.4.6

Telephone-based distribution

The telephone has become a powerful means for the achievement of a range of
purposes in the field of retail financial services. At its simplest, it can act as a costeffective means of prospecting for potential new customers by seeking to secure
sales leads. At its most complex, it can provide a fully-functional banking service. In
between these two extremes sits the use of the telephone as a highly successful
means of product distribution, especially for general insurance products.
During this current section we will focus primarily upon the role of the telephone
as a channel of distribution in the context of new business acquisition. The role
played by the telephone in managing ongoing customer relationships will be
addressed in Part III of this text.
It was during the 1980s that the telephone began to assume major significance as
a distribution channel in financial services; prior to that it had been employed
typically as a promotional tool associated with canvassing for leads for sales people.
However, as the 1980s progressed, advances in telecommunications capability
and data processing facilitated a far more integrated approach to the use of the
telephone as a distribution channel. Throughout the world, these advances have
seen the development of a teleworking industry on an enormous scale. By 1998 the
European Commission guesstimated that somewhere in the region of 1.1 million to
4 million people were employed in teleworking in the EU. The top European countries
identified for teleworking were Denmark (9.7 per cent of the workforce) and the
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Netherlands (9.1 per cent). Since that time telemarketing has become far more
global, with major telephone call-centres established in India and other parts of
Asia. Indeed, Indian-based telephone call-centres have formed the core of the fastevolving offshore outsourcing of financial services.
Two terms that are commonly encountered in the context of telemarketing are
outbound and inbound. By outbound, we mean that the call centre proactively seeks to
make contact with people by initiating the telephone contact. This could take a variety of forms, such as cold calling from telephone lists or in response to an initial
contact prompted by, say, a direct mail shot. Inbound calls, as the name implies,
relate to when the call-centre responds reactively to a call initiated by the consumer.
The consumer may well be calling in response to some forms of stimulus from the
provider company, such as a television or magazine advertisement.
The economics of outbound calling have presented major difficulties. This arises
from practical problems such as low daytime response rates and the relatively high
incidence of engaged lines. Again, technology has helped, with the advent of the
predictive dialler that automatically dials a list of numbers and presents a call to an
agent only when the phone has been answered by the consumer. Even so, outbound
calling tends to be more limited than inbound calling.
As a distribution channel, the telephone has been especially successful with relatively simple products such as motor insurance using the inbound approach.
Originating in 1985, Direct Line has grown to become a major player in the direct
insurance market. Direct Line has evolved its strategy in response to the growth of
Internet usage, and began to distribute its products on-line in 1999.
Telephone-based distribution permits real-time person-to-person interaction
without the need for expensive branch networks or direct sales-forces. However,
there are limitations on the nature of business that consumers are willing to transact
on this remote basis, and it remains firmly based upon relatively simple, low-risk
transactions. However, there is growing use of this form of distribution for a range
of investment products and services on a purely outbound basis, such as broking
services and investing in wine, commodities, and the other non-mainstream asset
classes. Case study 13.1 shows how telephone-based distribution channels have
been used to good effect by a new entrant to the financial services sector, Kwik-Fit
Insurance Services.

Case study 13.1

Kwik-Fit insurance services

Since opening its first Kwik-Fit Centre in Edinburgh back in 1971, the company
has grown to become one of the world’s largest independent automotive repair
specialists and has established its credentials as a leading brand in the field of
motoring. During 1994, Kwik-Fit came to the realization that technology in
terms of advanced telephony and database management techniques provided
an opportunity to address both of the strategic imperatives of defending the
customer franchise and creating cross-selling possibilities. Thus, the idea of
Kwik-Fit Financial Services (KFFS) was born. KFFS signalled a major form of
Continued
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Case study 13.1

Kwik-Fit insurance services—cont’d

diversification for Kwik-Fit. Motor insurance was the obvious first product for
KFFS, and so it set up a panel of motor insurance providers and commenced its
telemarketing operations in 1995.
To begin with, KFFS created an inbound model using significant abovethe-line advertising and promotion to create consumer demand-pull. It did not
take KFFS long to realize that this model presented logistical and commercial
challenges. First, it is difficult to plan the resources needed to handle demandpull telemarketing when using in-house facilities, and KFFS did not wish to
outsource these functions. Secondly, the cost per sale did not make economic
sense. Kwik-Fit responded quickly to this experience and created a wholly new
model. This involved the creation of four separate groupings of telephone call
agents, namely Research, Sales, Customer Service and Claims.
The research team role contacts customers who have used a Kwik-Fit Service
Centre during the previous two days. Following an assessment of satisfaction,
customers are asked whether they would like to receive a quotation for motor
insurance, and a positive response to this line of questioning results in a lead.
The motor insurance lead and relevant customer data are transferred electronically to the sales team, which makes outbound sales calls.
This new model has proved to be a great success solving the problems of
resourcing and cost encountered in the earlier phase. Initially, the research team
contacted some 5000 customers each day; more recently, the company has
adopted a more precisely targeted approach by only telephoning those customers to whom it believes it can offer a competitive deal. By using this research
encounter to obtain leads, Kwik-Fit has driven down the cost of customer acquisition dramatically. At the same time, it can manage sales call resourcing much
more efficiently through the adoption of an outbound approach. This business
model is an example of a service organization leveraging a real source of competitive advantage to achieve what in Ansoff’s terms is a strategy of product
development. An unexpected spin-off from this research–lead–outbound call
process was a material level of inbound requests for quotations as a consequence of word-of-mouth advocacy by ‘delighted’ customers.
So successful has this new business acquisition model become that the company has ceased all forms of demand-pull advertising and promotion. Its sole
form of publicity is advertising in Yellow Pages. As at the end of 2005, some
75 per cent of KFFS’ new customers were sourced from the Kwik-Fit Service
Centres, an additional 15 per cent originated via the directories, and the remaining 10 per cent via the Internet.
The third call agent grouping concerns customer service, and has the role of
dealing with inbound customer service requirements such as a change of
address or including an additional driver on the policy. Customer service call
agents also have objectives – to generate leads to cross-sell other products
which have now been added to the KFFS portfolio, including breakdown insurance, home contents and buildings insurance. In addition to general insurance
products, the company also sells life assurance as an Appointed Representative
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Kwik-Fit insurance services—cont’d

of Legal & General. A further broadening of the product range concerns an
arrangement the company has developed with Scottish Power to sell gas and
electricity on its behalf. Again, calls are monitored frequently to ensure the quality of the call-agent–customer dialogue. The fourth team is responsible for the
initial handling of claims in response to inbound customer contact. However,
the actual claims management process is handed-off to the individual insurance
companies.
KFFS has faced ever more intense competition from a widening variety of
sources, including supermarkets and on-line brands such as Esure and the
HBOS subsidiary Sheilas’ Wheels. It might be imagined that Direct Line poses
the single most important threat. However, Direct Line does not have KFFS’
competitive advantage of low-cost acquisition via the nationwide Kwik-Fit
Service Centre network. Direct Line would appear to be pursuing a somewhat
selective customer recruitment policy, given that it underwrites its own policies. KFFS, on the other hand has an altogether more inclusive approach based
upon its strategy of acting as an intermediary to a range of underwriting
companies.
Now in its eleventh year of operation, it is estimated that KFFS has built an
in-force book of more than 500000 policies, and for the last financial year it
posted an operating profit of £6.8m. Its operation has grown to comprise some
800 employees, and it is considering further product range extensions. The company is believed to have the largest insurance outbound telephone marketing
operation based in the UK. Moreover, KFFS has been rated as one of the UK’s
best 100 companies to work for some four years in a row.
Source: Martin Oliver, Chief Executive, Kwik-Fit Financial Services.

Advantages of telephone-based distribution channels as a means for new customer
acquisition are that it:
● avoids the high cost of a branch infrastructure
● is very flexible and can offer 24/7 access
● allows real time person-to-person interaction
● lends itself to third-party administration (TPA) and outsourcing as a means of
further reducing costs
● complements direct-mail and other forms of direct-response promotions
● makes good use of existing customer relationship and databases as part of a
cross-selling strategy.

●
●
●

Disadvantages of telephone-based distribution channels are that:
it is not as effective as face-to-face for certain products and services
automated call-handling systems can cause customer dissatisfaction
unsolicited outbound sales calls can cause customer dissatisfaction and weaken a
customer’s relationship with the brand.
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13.4.7

Internet-based distribution

The rapid development of the Internet from the mid-1990s onwards has had farreaching implications for financial services. In common with telephone-based
developments, the Internet has resulted in new sales as well as administration
solutions to customer needs. However, a great deal of hype surrounded the development of the Internet around the time of the millennium. In the way that the potential of bancassurance was over-inflated during the early 1990s, so too was the
near-term impact of the Internet some 10 years later. Indeed, some of the more
extreme forecasters were predicting that the Internet (clicks) would make branches
(bricks) redundant within a 5-year period. Both sets of prognoses were flawed
because they were based upon an inadequate appreciation of how consumers and
organizations interact. With regard to the Internet, there was a failure to appreciate
the subtle range of variations in distribution preferences that arise from the interplay of customer need, product and segment. The comparisons between the Internet
and the development of telephony are marked. Both offer lower-cost alternatives to
traditional branch-based or direct sales-force-based methods of distribution.
However, neither are as yet viable alternatives to those situations in which
customers require real-time face-to-face or branch-based service. Small businesses
rely upon the branch to transact much of their cash- and cheque-based business.
There are real concerns regarding security and fraud. Additionally, complex products such as mortgages and pensions have yet to become mainstream products sold
over the Internet.
The Internet has brought consumer benefits in the form of greater access to financial services with the introduction of Internet banking, Internet trading and greater
choice of 24/7 services. It has also resulted in the introduction of products that offer
better value for money in areas such as loans and deposit-taking. However, this has
been complementary rather than a substitute for more traditional forms of financial
services distribution and administration.
The Internet has obvious advantages in countries that are characterized by a
geographically dispersed population and where branch networks are patchy. There
is a growing body of evidence that consumers are using the Internet in growing
numbers as a means of conducting information-gathering, and are then buying
either face-to-face or via the telephone. Such behaviour emphasizes the importance
to the marketer of attractive, interesting and easy to navigate websites. There is also
growing evidence of the competitive superiority of a combined ‘bricks and clicks’
approach to distribution, as opposed to a pure ‘clicks’ approach, for general financial services providers such as banks and building societies. A purely clicks-based
approach is achieving success at the margins and within specific narrow product
categories (the Internet bank Egg, for example, and the general insurer Esure). It can
be expected that the relative importance of a clicks-based approach to product purchase will grow over time as a consequence of greater consumer confidence in transacting business in this way.
At the strategic level, the Internet would appear to have presented two basic
options to providers. First, it has been used by some simply as another means
of accessing their products and services, in much the same way as the telephone was
adopted as a complementary means of distribution. Citibank, the Industrial and
Commercial Bank of China and the ICICI Bank in India are all good examples of this
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approach. Secondly, it has been used to allow financial services suppliers to set up
completely new organizations with a discrete brand identity that is purely Internetbased. The Co-operative bank did this when it set up Smile.com, as did Abbey with
its Cahoot Internet bank. Whichever strategy is pursued, there can no doubt that the
Internet is able to achieve dramatic cost savings, especially with regard to routine
administration functions such as making payments and funds transfers.
An issue that has to be confronted concerns the capabilities required and the costs
associated with generating customer demand for a pure Internet-based brand. As
already established, financial services are not routine purchases in the vast majority
of cases, but are infrequent, high-involvement purchases. The implication of this is
that a provider has to ensure its brand has a consistently high level of awareness and
attraction to coincide with the infrequent purchases of a sufficient number of
people. This indicates a substantial and sustained investment in above-the-line
advertising and complementary promotion through, say, direct mail. Some new
entrants with a purely Internet-based approach have discovered that the heavy
costs of achieving and maintaining brand awareness have cancelled out the lower
administrative costs the Internet offers.
A final point of note is that a material element of cost-saving that accrues from the
use of the Internet arises from the transfer of work (sometimes the complete purchase) from the provider’s administration staff and onto the customer. The complete
purchasing scenario applies to motor and home contents insurance, for example.
It indicates the importance of clarity, ease of use and the clear flagging of how to get
help if problems arise at any stage during the purchasing process. By no means do
all websites conform to a best practice model, and it is not uncommon for an
Internet purchase to take far longer to complete than one transacted via the telephone. Marketers must ensure that all new Internet-based services are subject to
extensive piloting to ensure that what looks good in theory works in practice for the
benefit of the customer.

●
●
●
●
●
●
●
●
●
●
●
●
●
●
●

Advantages of the Internet as a channel for new customer acquisition are that it:
provides customer access anywhere, anytime
enables providers to gain universal distribution
complements other channels
permits cost-effective proactive communication with existing customers
has low administration costs
can be a low-cost purchase channel
encourages diversity and choice through easy entry by new providers
allows consumers to transact business in a completely impersonal and remote
manner
results in lower prices
can allow new products and services to be piloted at low cost, and thus encourages
innovation
allows providers to react quickly to changes in the marketplace
enables customer research to be conducted easily and cheaply
can enable providers to bespoke customer services and move towards more
finely-tuned segmentation
can facilitate development of close relationships through customized communication
lessens demands placed on branch networks and face-to-face sellers and advisers.
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Disadvantages of the Internet are that:
it disenfranchises people who do not have access to the Internet, and thus
exacerbates financial exclusion
concerns regarding security and fraud inhibit consumer purchasing via the
Internet
difficult-to-use sites cause consumer dissatisfaction
it is not well-suited to complex products and customer encounters requiring
person-to-person conversational interaction
it requires a well-known existing brand or high-cost marketing communication
programme for new customer acquisition and product purchase.

13.4.8

Direct mail

In contrast with the recency of the development of the Internet, direct mail is one of
the longest-established forms of distribution. According to its UK trade association,
the Direct Marketing Association (DMA), it is growing at an annual rate of 9 per cent
and accounts for some £13.6bn of marketing budgets. Thus it has not suffered any
decline in the face of the rapid growth of telemarketing and the Internet.
Clearly, direct mail performs a number of roles, from simple awareness-raising
and information-giving through sales-lead generation and onto the actual closing of
a sale. The use of direct mail by the financial services sector has grown on a worldwide basis. In certain respects, this medium has a particularly important role to play
within the context of financial services. For example, product complexity coupled
with regulatory requirements lends itself to the need for hard-copy communication
in many cases.
Advances in the use of databases and the technology associated with direct mail
have facilitated a high degree of personalization. In conjunction with these developments, companies are able to use direct-response mail with respect to both their
existing customers and prospective customers with a greater degree of accuracy and
efficiency than ever before.
Direct mail is a highly controllable means of distribution that lends itself to rigorous analysis of key performance indicators (KPIs) such as cost per individual mailer,
conversion-to-sale rate and cost per sale. Although direct mail is frequently referred
to somewhat pejoratively as junk mail, with high wastage rates, it can nonetheless
be a highly cost-effective means of obtaining sales. Indeed, a number of organizations use it as the primary method for new business acquisition. The successful use
of direct mail hinges upon quite a small array of KPIs, namely:
●
●
●
●

Accuracy of lists used
Creative appeal and impact of the individual mailing piece
Speed and follow-up to responses
Quality of response follow-up.

There is a rapid rate of decay, from the time at which the recipient of the mailshot
posts her or his response, in the recipient’s motivation to engage in any subsequent
follow-up activity on the part of the originator of the mailshot. This is especially
important where a two-stage mailing process is being used, whereby the first
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mailshot is aimed at stimulating an enquiry and the follow-up mailshot seeks to
complete the actual purchase. This rapid decay rate also applies where the initial
direct-mail communication is intended to generate a sales lead which is to be
followed-up on a person-to-person basis by either a direct salesperson or a telephone sales agent. As a rule of thumb, direct-mail responses should be followed up
by the product-provider within 48 hours of the receipt of the response. It is essential
that the user of direct mail has the necessary resources, infrastructure, systems and
processes to ensure rapid follow-up to prospective customer response. The longer
the delay in the follow-up contact, the lower the ultimate sales conversion rate and
the greater the cost per sale.

●
●
●
●
●
●
●
●
●
●
●
●

●
●
●
●
●
●

Advantages of direct mail as a channel of new customer acquisition are that it:
can communicate a great deal of detail
can communicate detailed regulatory warnings and requirements
can be retained for future reference
is a means of providing physical evidence of an intangible product
allows volumes to be controlled to match resources for follow-up
allows messages to be highly personalized
lends itself to a multi-segment marketing strategy
allows costs and efficiency to be finely monitored
can complement other channels, such as telesales, direct sales
can take advantage of opportunities presented by the behavioural cues of existing
customers
permits low-cost entry into a market
allows for experimentation at low cost.
Disadvantages of direct mail are that:
it is a common source of consumer irritation and dissatisfaction
it can place heavy demands upon the literacy skills of recipients
regulatory requirements can result in a large amount of copy and information
that diverts prospects from core sales messages
low response rates can make it uneconomic
there is no opportunity to discuss problems and concerns
it often suffers from a poor image, which can undermine trust in a brand.

13.4.9

Other distribution channels

Direct-response advertising using methods other than direct mail include directresponse radio, television, press, magazine and poster advertising. These forms of
direct response are less controllable and less easily targeted than direct mail, but
offer their own discrete creative advantages. For example, direct-response television
advertising using daytime schedules has become commonplace for organizations
targeting the retired sector of society. Equity release schemes and simple forms of
life insurance plans are of particular note in this regard. Direct-response press
advertising is used extensively by organizations marketing secured loans (sometimes called second mortgages). The preferred media are those aimed at the massmarket, such as The Sun, The Star and The Daily Mirror in the UK. At the other end
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of the societal continuum we see investment products such as investment trusts,
mutual funds (unit trusts and OEICS) and bonds distributed on a direct-response
basis using titles such as The Daily Telegraph and the The Sunday Times.
A final form of distribution is the use of affinity groups such as trades unions and
sports clubs. These often provide a means of access to people, using methods such
as telesales, direct mail and direct sales. As such, they are not so much a distribution
channel as a means of generating sales leads; therefore, they should be more
correctly viewed as forming part of the promotional mix.

13.4.10

Multi-channel distribution

During the course of this chapter we have sought to provide a pragmatic insight
into the real world of financial services distribution. Although the major methods of
distribution have been discussed as individual channels, it is important to appreciate that, to an increasing extent, companies are simultaneously employing a range
of channels. Thus, multi-channel distribution strategies are now the norm for most
mainstream, mass-market financial services organizations. For the typical clearing
bank, such a multi-channel approach will comprise:
●
●
●
●
●
●

the branch network
a direct sales-force
direct mail
the Internet
telemarketing
direct-response advertising.

A typical mass-market life assurance company will employ a multi-channel
distribution strategy comprising:
●
●

direct channels – direct sales-force, telemarketing, direct mail, direct-response
advertising and Internet sales
indirect channels – IFAs and tied agents.

13.5

Summary and conclusions

This chapter has argued that distribution channels play a central role in the marketing
of financial services because they provide the opportunity for a purchase or sale to
be made. Financial services organizations often employ a multi-channel strategy,
using a number of different distribution channels to reach different target markets.
These channels may be the organization’s own direct channels or they may involve the
use of intermediaries (indirect distribution). The range of possible distribution
channels available is determined partly by technology and partly by regulation. Cost,
customer and competitor influences will determine which channels are actually
chosen.
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Of the different distribution channels available, the branch network is still the
most important for traditional current and savings accounts, while personal selling
is probably the most common method of distribution for pensions and investments.
However, new electronic-based channels are developing rapidly, and are likely to
increase in importance over the next 5 years. Already, ATMs, telephone and webbased distribution systems are well established. Web-based distribution is expected
to experience the greatest growth, with the most important developments being
concerned first with the method of access, and secondly with what can be done via
the web. In terms of method of access, it is anticipated that there will be a much
greater variety of ways of accessing the web, with interactive digital TV being one
of the most significant. In addition, as bandwidths increase and infrastructure
improves, there will be the potential for customers to engage in face-to-face interactions with sales staff via the Internet. Such a development will have major implications for the distribution of financial services, because it will mean that traditional
face-to-face selling falls in cost and becomes much more convenient to customers.
Furthermore, for many customers, the prospect of dealing with someone face-toface may reduce some of the resistance to using on-line distribution.

Review questions
1. What is the difference between direct and indirect distribution? Provide one
example of each form of distribution channel for a financial services organization.
2. Which channels of distribution does your organization use? Which are direct and
which are indirect? Which is the dominant channel, and why?
3. What are the factors that influence the choice of distribution channels for a bank
and for a life insurance company?
4. What are the advantages and disadvantages of distributing financial services
through a branch network?
5. What are the advantages and disadvantages of distributing financial services
using the worldwide web? Why might some customers be unwilling to use the
worldwide web to manage their financial affairs?
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14
Customer relationship
management strategies

Learning objectives
By the end of this chapter you will be able to:
● understand the growing importance of relationship marketing and
customer retention in financial services
● understand the interactions between customer acquisition, customer
retention and marketing activities
● understand the nature and significance of the concept of customer lifetime
value
● be aware of contextual influences on the management of customer
relationships.

14.1

Introduction

Until comparatively recently, there has been a presumption that marketing is
principally concerned with the processes surrounding the creation of customers
for a commercial organization. Thus, decisions concerning the use of the marketing
mix were largely geared to this end. In part, this perhaps explains why marketing
and sales are often viewed as being one and the same thing. It is undoubtedly true
that customer acquisition has historically been the dominant purpose of marketing
in the field of financial services. However, from the late 1980s onwards marketing
skills and resources have been used increasingly in the context of the existing
customer base – that is to say, organizations have increasingly focused attention on
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marketing their services to their existing customers, encouraging them either to
purchase more of the same product or to purchase different products from the
organization’s product range. This process is described in a number of different
ways. Some will simply use the generic term ‘relationship marketing’; others will
refer to customer retention or customer base marketing. Increasingly, the term
CRM – customer relationship marketing (or management as some prefer to call it) is
used to describe this form of marketing. Whatever term is used, the important thing
to remember is that we are dealing with that branch of marketing which
concerns the contribution of marketing inputs once the customer acquisition phase
has ended. During the course of the third and final part of this book we will focus
upon marketing as it concerns the retention, management and development of
existing customers. Thus, this section completes the triangle of strategy and planning,
customer acquisition and customer management that forms the basis of this book.
This chapter provides an overview of some of the key issues associated with the
management of customer relationships. Subsequent chapters will deal with issues
relating to service quality, value, customer satisfaction, service recovery and the
management of the marketing mix for customer retention. The chapter begins by
exploring the factors that have encouraged a greater focus on the management of
relationships with existing customers. The subsequent sections consider issues relating to the acquisition and retention of customers who will be both loyal and profitable. Thereafter, the concept of the relationship chain is introduced and the issues
surrounding the management of customers at different relationship stages are introduced. The penultimate section deals with the specific issues that arise when managing customer relationships through an intermediary, and when managing
relationships in an international context. Finally, the chapter discusses issues relating to customer lifetime value and customer data. Throughout this chapter,
the terms CRM, relationship marketing and customer base marketing will be treated
as broadly equivalent and used interchangeably.

14.2

Drivers of change

It is often suggested that the nature of financial services means that providers have
always had relationships with their customers and that marketing is inherently
relational (Stewart, 1998). While there is much truth in this view, it is also the case
that financial services providers have traditionally not managed these relationships
well in a mass-market context. This is clearly changing. A range of environmental factors has contributed to the growing concern about customer retention and development of customer-base (or relationship) marketing in financial services, including:
●
●
●
●
●
●
●

rising costs of customer acquisition
increasing focus upon customer value
competition
consumerist pressures
regulation and legislation
technological innovation
development of relationship marketing in other sectors.
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It is instructive to have some appreciation of how the above factors have influenced
the growth of relationship marketing in financial services.
1. Rising costs of customer acquisition. As the penetration rate of the marketplace
or market segment rises (i.e. the proportion of the total market that is already
purchasing a product or service), the marginal costs of acquiring the custom of as
yet unpenetrated customers increases. Since the 1980s the penetration rates in
most product categories in developed economies have steadily grown, and this
has added to marginal acquisition costs. At the same time, the value of customers
at the margins of a segment can be expected to be of lesser value than those
already served. Rising costs of customer acquisition have affected some areas
more than others, especially with regard to regulation-induced cost increases.
2. Increasing focus on customer value. The economics of marginal customer acquisition
referred to above have acted as a catalyst for an increased focus upon customer
profitability as opposed to product profitability. That is not to say that the management of product margin is not important; clearly, such an assertion would be
foolish. Both measures of value have a role to play in determining commercial
performance. However, it is in the nature of financial services products, notably
the characteristics associated with longevity and timescale, that individual product
margins are of lesser significance than long-term individual customer value. It
makes more sense to appraise the value of a business by reference to its aggregate
customer worth, rather than simply the sum total of its in-force product margins.
3. Competition. The retail financial services sector is a dynamic and diverse arena
with relatively few barriers to new entrants. Innovation in fields such as thirdparty administration (TPA), web-based distribution, call-centre functionality, and
access to capital enable new entrants to participate in what are already highly
penetrated market sectors. Additionally, the previous factors make it relatively
easy for existing financial services organizations to diversify into new areas, as has
happened with, for example, insurance companies setting up banks (Standard
Life’s Standard Life Bank, and Prudential’s creation of Egg). The continual development of the competitive environment in market sectors that are already highly
penetrated means that one company’s newly acquired customer is increasingly
likely to be the lapsed customer of a rival organization. Under such circumstances,
the retention of existing valuable customers becomes even more important.
4. Consumerist pressures. Organizations representing the consumer interest, such
as Which? and the National Consumer Council in the UK, the Consumers Union
in the US and the Consumers Federation of Australia, have long campaigned to
improve the ways in which the financial services industry serves the interests of
consumers. Their campaigns have addressed a range of issues, including product
charges, the use made of orphan funds, mortgage endowments, and overarching
matters of how boards of directors are accountable for serving customer interests.
Indeed, Which? claims to have received in the order of a million hits on its website,
set up to put pressure on the industry to resolve consumer concerns regarding
the selling of mortgage endowments. As a result, companies have become more
sensitive to accusations that they attract new customers with attractive propositions, only to be subjected to detriment once they have become customers. This has
provided further impetus to the need to develop more effective and sophisticated
marketing policies and practices with regard to existing customers.
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5. Regulation and legislation. The range of regulatory and legislative developments
that have occurred since the mid-1980s has had far-reaching implications for the
industry. That they have added to operating costs cannot be denied, and a new
industry based upon compliance has de facto emerged. There is an aspiration that,
in the long run, such costs will be compensated for by the avoidance of costly misselling compensation and more persistent (and hence profitable) product sales.
Meanwhile, the costs of new customer acquisition have been impacted upon by
the costs associated with sales adviser training, competence and supervision,
along with an enormous array of other provisions included in the rule books of
regulators around the world.
In addition to their impact upon costs, developments in this area have also
impacted upon pricing and charging policies and mechanisms. This issue is becoming increasingly important, especially in areas such as life assurance and pensions.
Until comparatively recently, the prevalence of high, up-front product charges
meant that regular premium/contribution-based products could be profitable to the
provider after they had been in force for quite short periods of time. The imposition
of cancellation charges and penalties of one form or another meant that high initial
costs associated with sales remuneration, underwriting and policy issue could be
met and still yield a profit. Pricing policies of this type are becoming increasingly
unacceptable and subject to government and regulatory scrutiny. Indeed, it has been
estimated that the typical stakeholder pension with its maximum charge of
1.5 per cent of the fund’s value takes at least eight to nine years before starting
to achieve break-even for the provider. Under such circumstances, it is even more
important that care is taken to recruit customers who have a high propensity to
remain loyal to their provider.
6. Technological innovation. Innovations in telecommunications, database management
and the worldwide web have had a dramatic impact upon customer management. The careful and detailed capture of appropriate data during the customer
acquisition process provides an organization with the ability to manage the
relationship to far greater effect than was hitherto possible. It is fair to say that
technological innovation has been a major facilitator of customer base marketing.
7. Development of relationship marketing in other commercial sectors. Arguably, the
B2B sector pioneered the concept and practice of relationship marketing because
of the importance of forging genuine buyer–seller partnerships. The information
asymmetry that is said to characterize retail financial services is far less in evidence
in the B2B context. This is because buyers are often professional procurement
executives and are considerably more empowered than the typical financial services
domestic consumer. Indeed, the B2B business areas of major banks have themselves long practised effective relationship marketing processes in the handling of
major corporate-client relationships.
CRM, which is essentially technology-enabled relationship marketing, has increasingly become a vital element of the marketing approach of many consumer goods
markets and the retail sector. The rapid expansion of customer affinity schemes by
supermarkets such as Tesco’s Clubcard perhaps provide the best example of this
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form of marketing in practice. The extensive use of relationship marketing across
the B2B, fast moving consumer goods (fmcg) and retail sectors has added further
impetus to its adoption by financial services organizations.
As a consequence of these pressures, financial services providers across the world
are now focusing much more actively on the development and management of
relationships with their customers. In B2B markets, much of this continues to be
conducted at a personal level. Increasingly, in B2C markets, technology (in the form
of CRM systems) is supporting the creation of more personalized relationships with
customers. Case study 14.1 provides an example of the relationship marketing
approach adopted by Rabobank in the Netherlands.

Case study 14.1 Rabobank – building on domestic and business
banking relationships in the Dutch market
Rabobank is an AAA rated co-operative bank with 5 million retail customers
and a very strong local presence evidenced by approximately 1500 branches.
In 1995 Rabobank was the first to introduce Internet banking, and today holds
the largest number of Internet bank accounts in Europe. The Dutch banking
market has learned that customers are usually unwilling to change from a
trusted brand to a new bank, and this places certain limitations on the strategic
choices that are available to banking institutions. In practice, this means that a
large number of financial institutions opt for a customer penetration strategy,
thus devoting resources to their existing customer base. A combination of this
strategy of penetration, and what Treacy and Wiersema (1996) call customer
intimacy, has proven to be a very successful aspect of the strategy of Rabobank,
one of the top three banks in the Netherlands.
Rabobank has concentrated on being physically close to customers through
both the Internet and a physical branch network. Cross-selling of mortgage and
savings products to current-account customers has allowed Rabobank to become
a market leader in retail banking. Similarly, the removal of restrictions on
bancassurance in 1990 provided further opportunity for Rabobank to expand
the range of services offered to its established customers.
Rabobank’s success is not limited to personal markets. Management built
on the bank’s traditional strengths in agricultural markets and expanded into
the non-agricultural small and medium-sized enterprise market. Rabobank
now has 21 per cent of the small business market in the Netherlands, and is
making solid progress with cross-selling and up-selling to their existing customers. To support the range of services offered to medium and larger companies, Rabobank has built an international network of branch offices, strategic
alliances and acquisitions to ensure that the bank can offer a comprehensive
service to customers operating internationally.
Source: Suzanne Tesselaar, TCI Communications, The Netherlands.
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14.3 Customer persistency – acquiring the right
customers
A feature of a great many businesses is that they simultaneously both acquire new
customers for their organizations whilst losing a number of existing customers.
Such a process of acquisition and attrition can result in a business working incredibly
hard to stand still as far as its numbers of customers are concerned. This has been
referred to as the bucket theory of marketing, a term attributed to James L, Schorr, a
former Executive Vice President of Holiday Inn.
It is axiomatic of any organization that it seeks to achieve growth in the number
of new customers it acquires and a reduction in the number of customer defections,
and thereby to achieve net growth in the total customer base. Unfortunately, the
prevalence of the bucket theory can make it a slow and expensive process. Indeed,
it is by no means uncommon for a company to appear to be standing still as the
number of new customers acquired merely matches the number of those lost.
Faced with this problem, there is an understandable response whereby a company
devises a detailed, and costly, customer retention programme. However, such
programmes can be misplaced if they result in the retention of relatively poor-value
(and possibly negative-value) customers in the process. Some customers have a greater
propensity to maintain a relationship with a product provider than others. From the
provider’s point of view, it is desirable to try to identify customer characteristics
that are associated with a high likelihood of lapsing. The need to do this applies to
organizational as well as domestic customers, because differential lapse rates apply
to customers in both the B2B and B2C domains.
Identifying those characteristics of a customer that are associated with a relatively
high propensity to lapse – or to persist, for that matter – is an important marketing
activity. It requires the determination of which aspects of customers themselves,
as well as of the marketing mix, are causally related to relative persistency. This is
by no means an easy and quick procedure to accomplish. Rather, it calls for thoughtful and detailed analysis of possible causal factors over a protracted period of
time. Thus, it could take years rather than weeks or months to yield truly valuable
insights. In the long run it can have a profoundly beneficial impact upon the bottom
line by increasing average customer value and reducing wasteful marketing and
administration spend. A decision to conduct a customer persistency measurement
programme requires the capture of data that would play a part in influencing
persistency. Such data have to be captured during the customer acquisition process
and be supported by the development of appropriate systems for analysis and
reporting. The characteristics associated with persistency, both causal and correlated variables, differ according to marketplace, customer segment, purchasing situation and so on; there is no one-size-fits-all solution. However, likely candidates
for consideration as possible persistency factors are as follows.
1. Customer characteristics:
● age
● income level
● occupation
● previous history in consuming a given product type
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2. Acquisition process characteristics:
● strength of real need by customer
● whether product was bought or sold (degree of customer proactivity in acquisition
process)
● distribution channel used
● individual, distributor or salesperson
● date of acquisition
3. Other marketing mix characteristics:
● usage of a sales promotion
● source of sales leads
● special price offers
● product feature variants.
The above list is purely indicative of possible factors; each company must resolve
to determine what is appropriate given its particular circumstances. Ultimately,
such analysis should inform marketing planning and result in focusing customer
acquisition activities upon relatively persistent customers. Thus, the key to effective
customer retention is the acquisition of customers who can be presumed to be
persistent in the first place.

14.4

Retaining the right customers

The reasons why customers cease their relationships with product providers are of
four basic types, namely:
1. Customer self-induced – the original need no long exists. For example, a mortgage
loan has been repaid early and therefore the loan protection policy is no longer
required. Another example could be that the customer wants immediate access
to cash, and so surrenders an insurance endowment policy.
2. Customer environment-induced – for example, the customer has become unemployed
and is unable to maintain the premium/contribution, interest payments.
3. Provider self-induced – for example, poor service (service failure) has caused
a level of dissatisfaction that leads the customer to sever the relationship.
Alternatively, pricing changes may have caused the customer to seek a different
supplier.
4. Provider environment-induced – for example, an increase in prevailing base interest
rates may result in some customers lapsing; a fall in stock markets may cause
customers to cash in equity-based investments. It might also be the case that an
appealing competitor offer has induced a desire to switch provider.
The implications of the above are that providers must identify those factors on
which they can exert some influence whilst developing contingency plans for those
outside of their control. Ideally, customer self-induced defections are best mitigated
by careful selection of customers during the initial acquisition process. Where they
do arise, it is probably best to deal with their request to ‘leave’ as efficiently, swiftly
and at as little cost as possible.
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Provider self-induced customer lapsing is a particular cause for concern from a
marketing perspective, since it is associated with a failure to deliver the right
service experience. Research to date has suggested that switching/exit is a process
rather than a response to specific individual events (Stewart, 1998). Triggers for
exit are usually charges, facilities, information and service encounters, and usually
there is an accumulation of negative experience prior to exit. The fact that exit
appears to be a cumulative process would suggest that opportunities do exist for
relationships to be rebuilt (and the ability to respond effectively to complaints is
often one very important part of such a process, as will be discussed in Chapter 15),
although the extent to which financial services providers have been able to capitalize
on these is more debatable. One major challenge associated with customers
who are lost through provider self-induced lapsing is the potential for negative
word of mouth.
Customer environment-induced cases also need to be managed with care.
Difficulties associated with the loss of a job may be insurmountable, and should be
dealt with in a suitably sensitive yet efficient manner. However, unemployment
tends to be a temporary matter, and measures such as contributions holidays or
policy loans may enable the customer to maintain the product until he or she is in
employment again. Careful analysis of key customer variables, such as income
level, occupation, duration of customer relationship, and other products held, is
essential in enabling a sound judgement to be made. It makes no sense to allow
a customer–product relationship to lapse automatically when a request is received
from a customer. Administrative staff must be trained to appreciate the important
role they can play in retaining valid customer–product relationships. This calls for
the development of suitable management information systems to match product
lapse cues with relevant customer data. Such cues might include a missed monthly
payment or, say, a request for a valuation or early surrender value, as well as
written requests to cancel.
In addition to the availability of appropriate management information, a range
of suitable options needs to be easily available to enable the customer to maintain
the relationship with the provider, such as those already mentioned. It is important
that a company has a clear strategy in respect of customer retention and a set of
policies that give guidance to the relevant administration staff. Where customer
administration is outsourced to a third-party administrator (TPA) partner, it is
important that due regard be paid to issues concerning customer retention. In such
situations, care must be taken to ensure that the staff of the TPA have the necessary
mandates to engage in purposeful customer retention activities.
The development of effective customer retention practices raises the need for
the careful identification of the reasons that induced the prospective lapse. Vital
information can be accessed to enable the most appropriate course of action to be
followed. Such an approach can be especially useful when employed in conjunction
with inbound telephone-based lapse enquiries. It is rather more difficult, and potentially more costly, when used in conjunction with lapse-related enquiries that arrive
via the postal system. Internet-based customer-contact processes offer a potentially
powerful means of defending against customer defections. Routines can be devised
that are able to determine the cause of the prospective lapse with a high degree
of reliability. Having identified the underlying cause, customers can be presented
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with a range of options aimed at helping to solve their problem without recourse
to actual product lapsing. This can be a highly cost-effective means of retaining
customers by helping them through what might be a temporary period of difficulty.
Customer defections brought about through the actions of competitors present
particular challenges for financial services companies. This is likely to be encountered
more in some areas than others. For example, credit cards have become a fiercely
competitive arena where customer acquisition is commonly based upon transferring
a consumer’s outstanding balance to the new provider at a highly attractive rate.
In writing about customer retention, Payne (2000), drawing on the work of Reichheld
and Sasser (1990), demonstrates graphically just how sensitive profit is to relatively
small shifts in customer retention levels, as can be seen in Figure 14.1. Box 14.1
draws attention to research findings which have examined the diversity of financial
and non-financial benefits of relationship marketing and customer retention.
The argument that it is much cheaper to retain existing customers than to attract
new ones (sometimes referred to as the economics of customer retention) is a powerful
driver of increased interest in the management of customer relationships. However,
it is important to note that this does not imply that all retained customers are profitable, or that all customers should be retained. As explained later in this chapter,
the lifetime value of customers varies. In research outside of financial services,
Reinartz and Kumar (2002) identified a class of customers who they described as

100
95%
85%

85%
84%
81%

80

75%

60

45%
40

35%

20

Ad
agency

Bank
Publishing
branch
deposits

Auto
home
insurance

Auto
service

Credit
cards

Industrial
distribution

Software

Figure 14.1 NPV profit impact of a 5 per cent points increase in customer retention (based on Reichheld,
1994).
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Box 14.1

Relationships and customer retention – research findings

Empirical evidence on the economic benefits of customer retention in financial
services is limited. However, measuring the direct financial benefits of loyalty
is challenging and, as a consequence, much of the published work focuses
attention on addressing the factors that contribute to relationship quality, to
loyalty/retention and to satisfaction. Selected findings include:
Crosby and Stephens (1987)
Storbacka (1994)
Council on Financial Competition (1995)

Ennew and Binks (1996)

Zeithaml et al. (1996)
Paulin et al. (1997)

Ennew and Binks (1999)

Sharma and Patterson (2001)

Positive impact of relationships on customer
satisfaction and retention
Positive impact of loyalty on profitability
Increasing retention by 5 per cent adds 3 years to
the average customer lifetime and account usage
increases with length of relationship (in Murphy,
1997)
Nature of the customer’s relationship and service
quality have a positive impact on loyalty; distinguish between customers who are genuinely loyal
and those who are only partly loyal (considered
switching but did not)
Highlight the importance of service quality as a
determinant of intention to remain loyal
Positive relationship between perceived strength
of a relationship and customers’ willingness to
continue to purchase, willingness to recommend
and judgements about quality and satisfaction
Customer involvement in the banking relationship
has a positive impact on satisfaction and
retention
Trust and satisfaction have a positive impact
on commitment to a relationship (satisfaction is
particularly significant); high switching costs will
induce commitment even if satisfaction is low

‘barnacles’ – customers who were retained/loyal but unprofitable because they
were relatively costly to serve and did not generate significant revenues. Thus the
challenge for marketers is not customer retention across the board, but rather the
retention of profitable customers.

14.5

Customer retention strategies

Zeithaml and Bitner (2003) have built upon the framework proposed by Berry and
Parasuraman (1991) to develop a useful model for the development of a customer
retention strategy. Zeithaml and Bitner’s model posits that excellent service quality
and value must provide the basis for an effective retention strategy. They proceed to
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identify a sequence of four bonds (financial, social, customization and structural)
which, when operationalized by means of the marketing mix, should result in a high
probability of retaining valuable customers. These are summarized as follows.

14.5.1 Level 1: Financial bonds – volume and frequency
rewards, bundling and cross-selling, stable pricing
At Level 1, the intention is to tie the customer in to the provider through the provision of a range of financial incentives. In this way, the provider is reflecting its
perceived worth of the customer relationship by increasing the economic value that
the customer gains. A straightforward example of this is to be found in the
frequent-flyer programmes operated by airlines such as Singapore Airlines. In the
financial services area, companies such as Fidelity offer discounts on initial charges
to existing customers when they make subsequent purchases of a mutual fund.
General insurance companies will offer discounts to customers who have, say,
a home contents policy when they buy a buildings insurance policy too. Credit-card
companies frequently offer special deals on a range of other services, such as air
travel, hotel accommodation and car hire. Mastercard provides air miles to its
customers as a means of encouraging retention. Stable pricing refers to a provider
shielding its customers from general price increases as a means of lessening the
impact of customer defections.
Financial bonds are relatively easy to implement and straightforward to communicate. For these reasons they are easily copied by competitors, and therefore have
limitations as a means of achieving long-term differentiation.

14.5.2 Level 2: Social bonds – continuous relationships,
personal relationships, social bonds among customers
The types of actions proposed in Level 2 represent an attempt by the provider to
recognize the individuality of the customer. It is based upon interactions that
build upon the financial incentives provided by Level 1 to create a sense of affiliation with the provider. A classic example of this is to be found in the life assurance
sector, where advisers endeavour to meet clients on a fairly regular basis to review
their circumstances and needs. Well-established financial advisers frequently
report that in the order of two-thirds of their new product sales in a given year are
derived from existing customers. In addition, a further one-fifth of their sales arise
from referrals that they receive from their existing customers. Thus, sales to wholly
new customers account for less than one-fifth of the total new product sales of advisers
who have invested in developing successful long-term customer relationships.
The development of social bonds is a particular feature of the B2B area of financial
services. A range of forms of hospitality is frequently encountered, including the use
of sponsorship of sporting and cultural events. Such sponsorship activity can be a
highly effective means of building bonds not only between the provider and its
client, but also amongst the actual client community itself. It is much more difficult
for a competitor to replicate the social bonds that a rival provider may have formed
with its customers.
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14.5.3 Level 3: Customization bonds – customer intimacy,
mass customization, anticipation/innovation
Level 3 strategies involve the two-way flow of information between provider and
customer, with the aim of creating a marketing mix that is tailored to the particular
needs of the customer. Although elements of this process of customizing are in
evidence in Levels 1 and 2, in Level 3 the boundaries are pushed out as detailed
knowledge of individual customer requirements are translated into customerspecific mix components such as product and service features. Zeithaml and Bitner
cite the example of the Zurich Group seeking to build relationships with its
customers through the provision of solutions that are customized to the needs of
individual customers.
Historically, the costs associated with the development of Level 3 strategies meant
that they were a particular feature of the B2B environment. However, advances in
customer database technology have allowed the concept of mass customization
(i.e. marketing to a segment of one) to become a cost-effective reality within the B2C
arena. The Internet has been instrumental in further advancing customization bonds,
by acting as a highly efficient means of communicating with customers.

14.5.4 Level 4: Structural bonds – shared processes and
equipment, joint investments, integrated information systems
The creation of structural bonds between provider and customer represents the
greatest challenge to competitive activity and, in conjunction with activities carried
out under Levels 1, 2 and 3, can achieve long-term differentiation and competitive
advantage. Examples of this can be seen in the way that IT suppliers integrate their
systems with a range of financial services companies. Level 4 strategies afford the
potential for significant synergies to occur as each partner contributes its expertise
to create unrivalled value. From a customer perspective, there is the risk that
such an integrated relationship may in the long term be detrimental. Safeguards
should therefore be considered to ensure that customers can mitigate any potential
long-term disadvantage. Ultimately, a commercial judgement must be made about
the costs, risk and benefits of forming structural bonds with a supplier. Indeed,
this type of risk can work both ways, in that a powerful customer may be able
to exert a high degree of power over the product-service provider in contract
negotiations over the long term.

14.6

The customer relationship chain

So far in this chapter, emphasis has been placed upon the inter-relationships
between getting and keeping customers. It has been established that getting the
right customers in the first place is instrumental in keeping them. Thus, it is helpful
to conceptualize the process associated with customer acquisition and management
as forming component elements of an overarching process that we call the customer
relationship chain, shown diagrammatically in Figure 14.2 and explained below.
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Advocate
Loyal
customer
Repeat
customer
Customer
Prospect
Suspect

Customer acquisition activities

Customer development activities

Figure 14.2 The customer relationship chain.

The customer relationship chain is applicable in both the B2C and B2B domains.
Indeed, in the latter case the financial consequences of the loss of a valuable customer
will be far more significant than in the former.

14.6.1

Suspect

A suspect is an individual who has been identified as being a member of one of the
company’s target market segments. The company will use its marketing mix to try
to attract a suspect’s attention and interest in order to engage them in some form of
dialogue.

14.6.2

Prospect

Once a dialogue has been established, the suspect becomes a prospect. There is a
wide range of behaviours associated with this link in the chain. For example,
a television advertisement aimed at suspects could invite contact via a freephone
telephone number to find out more about the provider company or a given product.
Alternatively, a mailshot aimed at suspects could invite a response to request a
personal financial review.

14.6.3

Customer

Becoming a customer is the obvious outcome of effective prospecting activity.
It may be that the prospect has agreed to buy, say, an insurance policy, or, as can also
be the case, has registered to become a customer without having actually made a
product purchase. This frequently happens in the case of stock-broking firms.
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However, the Singapore-based insurance company NTUC has recently introduced a
marketing model where it sets out to enrol prospects as customers prior to any product purchase taking place, as Case study 14.2 explains.

Case study 14.2

NTUC Singapore

NTUC Income has set out its business strategy for the future, in a document
called ‘Insurance Company of the Future’. It is now building the technology
to support this strategy. This case study sets out the NTUC experience so far
regarding the following areas that support the business strategy:
●
●
●
●
●

Website
Register the customer first
Educate the customer
Simple products
Pull strategy.

NTUC Income’s website was voted the best website in the Asia Insurance
Review Awards 2005. The website (www.income.coop) has 15 million hits each
month. It is easy to use, provides information on NTUC products and practices,
and is available in three languages.
The customer-centric strategy is to register a customer first and to sell products
later. This was successfully implemented 10 years ago with a travel insurance
product. NTUC registers customers first and obtains their particulars. When the
customers travel, they call the hotline and activate their travel insurance. They
enjoy a lower premium (15 per cent discount) and the convenience of immediate,
hassle-free cover.
NTUC handles about 120 000 transactions each year, with a premium income
of US$6 million from an active base of about 500 000 customers. It holds an estimated market share of 25 per cent. Lower distribution costs and expense ratios
allow NTUC to offer a price advantage of 5.5 per cent. The success of this travel
insurance product gave NTUC confidence that the ‘register the customer first’
strategy could work well for other products. The key elements of this strategy
are:
●
●
●
●
●
●

Register the potential customer first
Obtain the contact information, e.g. name, date of birth, gender, contact
number, e-mail address
Send brief materials to educate the customer
Introduce the customer to the website
Invite the customer to attend educational talks on insurance products
Leave the customer to contact the call-centre later.

NTUC places particular emphasis on educating the customer about the
range of insurance products available in the market. Information is provided
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NTUC Singapore—cont’d

via the website, e-mail broadcasts, educational talks, and video and voice on
digital media.
During the past year, NTUC has held an educational talk each week on
products such as medical insurance and investment-linked funds. Typically,
about 150 people have attended each talk. Potential customers who attend a talk
and decide to purchase within 14 days of it are offered special incentives. About
30 per cent of the customers take up the incentive.
Although it is often said that ‘insurance has to be sold’, NTUC believes that
people are willing to ‘buy insurance’ if they are offered simple products that they
can understand, and enjoy a price advantage. Encouraging potential customers
to approach NTUC to buy insurance increases the productivity of sales agents,
and supports lower commission rates and thus lower prices for customers.
In essence, ICT and particularly web-based technology, has enabled NTUC
to build close relationships with customers without initially actively pushing
products to them. By educating customers about financial needs and products,
they are encouraged to approach NTUC as they identify a need. This helps to
keep costs down, relieves sales pressure on consumers and ultimately results
in more satisfied customers and enhanced business performance.
Source: Tan Kin Lian, Chief Executive, NTUC Income.

14.6.4

Repeat customer

A common mistake is the belief that, having bought a product, the customer
becomes part of what is sometimes termed the ‘warm customer base’. As such, this
renders the customer well-disposed towards that provider company. The evidence
indicates that an individual who has bought a financial services product has a high
probability of buying a further product within 18 months of the initial purchase. If
the initial product provider has not secured that subsequent purchase, the relationship weakens and a stronger affiliation is likely to be struck up with the provider of
the subsequent purchase. In such a situation, the customer will, in all probability,
cease to be a warm customer. Indeed, there is evidence to suggest that such customers
become no more responsive to the marketing efforts of the initial provider company
than completely new suspects.
There have been many cases of financial services companies adopting a complacent attitude towards customers who have a single product with them. Effective
marketing should be geared towards ensuring that the new customer buys a second
product from them rather than from an alternative provider, otherwise there is a
strong likelihood of the chain being broken. A hallmark of effective customer marketing at the customer link in the chain is that the provider is proactively trying to
secure that subsequent purchase.

298

Financial Services Marketing

14.6.5

Loyal customer

A loyal customer is one that has two or more products with a given provider and,
when the need arises, takes the initiative to invite the current provider to offer a
solution to that need. Customers may well contact other potential providers too,
and may not necessarily buy from the current provider. However, they will have
experienced a sufficiently high level of satisfaction and confidence in the current
provider to give them the first chance of securing the additional business.
Customer-initiated proactive behaviour is what defines the loyal customer.

14.6.6

Advocate

Advocates are customers who express such a high level of trust in their provider
that they recommend it to any member of their personal reference group should
such a third party raise the fact that they have an appropriate need. Thus, friends,
family members, workplace colleagues and social contacts represent opportunities
for advocacy to take place. Personal recommendations are considered to represent
a particularly important aspect of consumer choice in the field of financial services.
Just consider the potential power offered by having, say, 10 per cent of your
customers become advocates. A company with a customer base of 2 000 000 people
could have 200 000 people recommending that company to their respective reference
group contacts.

14.7

Lifetime customer value

The notion of lifetime customer value is central to the concept of retaining and
developing customer relationships. It moves the thinking about profitability beyond
mere one-off product margins, important though they are, and on to a much broader
appreciation of customer value. It is entirely possible that attempts to maximize
short-term product margins may not result in optimal long-term profitability.
For example, high-quality customers may be deterred from buying an investment
fund with a relatively expensive charging structure if they are not convinced of the
incremental value that the premium price delivers. Instead, they may choose a less
expensive alternative that results in a highly persistent provider relationship.
Therefore, it is axiomatic that strategies based upon the existing customer base are
firmly grounded in a robust model of lifetime customer value.
In simple terms, lifetime customer value involves making a set of assumptions
regarding the following variables:
Revenue variables

Cost variables
Referral variables

Number of products bought
Value of products bought
Duration of individual product persistency
Costs of providing customer services
Other costs (e.g. claims or bad debts)
Number of new customers introduced
Value of referral business
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Knowledge about the likely revenue, cost and referral variables that apply to the
array of consumer and organizational customer types will have already been reflected
in a company’s segmentation strategy. This can be further fine-tuned through the
careful analysis of the performance of customer groups over time. The resultant data
can be used to inform the development of a lifetime customer value model.
An illustrative example of what this might look like is given in Case study 14.3.
A similar approach can be applied to the consumer marketing domain. It is
simply a case of identifying the relevant revenue, cost and referral variable data and
computing the sum. For both final consumers and business consumers, the development of a suitable model of lifetime customer value is essential for the development of effective customer management strategies.
Case study 14.3

Motim manufacturing revenue scenario

Motim Manufacturing has a relationship with Beta Broking, a general insurance
broker that began when Motim sourced a public liability policy via Beta. A
year later, Motim decided to source its Director’s liability cover from Beta. The
following year its all-risks buildings and plant policy came up for renewal, and
Beta secured the business in competition with the incumbent provider. This
was followed by the provision of motor insurance to its fleet of 15 vehicles.
The value of premium income secured by Beta with Motim during a 15-year
period was as follows.
Revenue variables (assuming no annual policy increase for illustrative purposes)
Annual premium (£)
Public liability policy
Directors’ liability
Buildings and plant
Motor vehicle cover

2200
4750
12 250
7500

Term

Total premium (£)

15
14
13
12

33 000
66 500
159 250
90 000

The total ‘lifetime premium income’ was therefore £348 750, and the value of
commission income generated at 20 per cent of annual premium was £69 750.
Referral variables
Number of new clients introduced by Motim (one per year)
Value of referred business (assuming same profile and product mix as Motim itself)
Commission earned from referrals

15
£2 158 000
£431 600

Thus, the lifetime value to Beta Broking of its relationship with Motim
Manufacturing amounted to commission earnings of some £501 350 over the
15-year period.
This illustration gives some idea of the real value of making that initial sale
of a £2200 public liability policy that generated just £440 in commission. It also
underlines graphically just how valuable it is to follow through the customer
relationship chain to achieve customer advocacy. Indeed, in this example the
real value is derived from referrals; during the 15-year period of the example,
88 per cent of the lifetime value accruing to the Motim relationship is accounted
for by the resultant referrals.
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14.8

Relationship marketing in specific contexts

Arguably, the provision of financial services in B2B contexts has always been characterized by a focus on long-term relationships. In mass B2C markets, the focus on building customer relationships and encouraging customer retention has been more recent.
Discussions thus far have highlighted the importance of the careful management of
customer relationships from acquisition through to long-term retention, highlighting
the importance of understanding and focusing attention on those customers who are
likely to be profitable. While these principles have general relevance, their application
can vary according to context. This section focuses attention on two specific contexts,
namely marketing via intermediaries and marketing internationally.

14.8.1

Relationship marketing and the role of intermediaries

Particular challenges are presented in using relationship marketing or CRM approaches
where there is the involvement of third-party intermediaries. Typical examples
might include high-street general insurance brokers, independent financial advisers
(IFAs) or appointed representatives (ARs).
There are inherent conflicts of interest, with the accompanying potential for
mistrust. Much of this surrounds the thorny question of ‘who owns the customer?’
This often depends upon whether any given request by a customer is likely to result
in additional sales revenue/commission or lead to the incurring of some administrative task, and the accompanying costs. The incentive structure (additional sales
means revenue, administration implies costs) means there is a risk that intermediaries will display a preference to think that they ‘own’ the customer when a new sale
is in the offing, or a potential policy lapse that could result in commission
claw-back. By contrast, such intermediaries may defer customer ownership in
favour of the core product provider where a non-income related task is indicated.
It is important to grasp that companies that distribute via brokers may have
spent decades building and maintaining a culture in which the intermediary is
viewed as the primary customer. Indeed, it may seem that the needs of the broker
take precedence over those of the end customer. Therefore, there is a strong cultural
dimension to the development of a relationship or CRM-based approach, whereby
the intermediary sales branches of provider companies have to learn to view
brokers and their relationship to customers in a new light, with the needs of the
end-consumer taking precedence over those of the broker. This may seem straightforward enough, but for some companies and their broker sales support staff it
can represent a radically different way of thinking and behaving.
It could be argued that the provider needs to consider a form of relationship
marketing or CRM that treats intermediaries and the ultimate consumer as separate
customer groups, each being the subject of a CRM programme geared to their
respective needs. However, such an approach calls for protocols that achieve a
balance between the interests of all three parties. Formal customer–supplier agreements are sometimes used for this purpose. Such arrangements stipulate the respective rights and responsibilities of product provider and intermediary in respect
of the array of interactions that could occur with the customer. It can involve the
construction of quite sophisticated models for handling all possible forms of customer
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contact. Perhaps somewhat paradoxically, it is often the case that smaller broking
firms like to be involved more intimately in customer contact than do their much
larger rivals. The latter can display a tendency to adopt a somewhat more remote
and aloof posture regarding customer contact. Those experienced in the intermediary
market will often comment that larger broker firms gear their activities primarily
towards income-generating activities, to the detriment of pure customer service.
The situation is seldom different with regard to group business such as occupational pension schemes. There is considerable anecdotal evidence to suggest that
large firms specializing in the employee benefits market see their role as being one
primarily geared towards selling the scheme to the employer. Therefore, there is
frequently an expectation that the job of signing up the individual scheme members
falls to the staff of the product provider. Indeed, there are situations in which
the intermediary simply ‘sells’ a shell scheme to an employer and expects employee
participation to be managed entirely by the product provider.
In the UK the industry has made some progress in developing common systems
trading architecture, but as yet it remains somewhat basic and limited in functionality. Examples of progress to date include a common approach to commission
messaging, and a common commission statement has been developed. It is perhaps
revealing that the needs of the intermediary appear to have taken priority over
those of the consumer. Without a fully developed common trading platform,
the potential to develop a truly joined-up approach to CRM programmes that seek
to integrate customer–broker–product provider activities will be constrained. A
number of attempts have been made to develop open architecture-based systems
aimed at enabling intermediaries to link up with provider databases on an individual company basis. Providers that have invested in such technology are beginning
to realize material commercial benefits. The corollary is that those who have yet
to make such investments are exposing themselves to risks to their future new
business prospects. Indeed, this might even present risks to their current business as
IFAs migrate to those providers that are more technologically advanced. Such
an outcome would present the laggards with further competitive disadvantages.
It is understood that Friends Provident is one of the most advanced organizations in
this endeavour. However, the general lack of a suitable common trading platform
for the whole industry acts as a brake on this development.
In the absence of the desired common platform, intermediaries tend to design
their own individual set of protocols that they seek to apply to all of the providers
with which they do business. Equally, product providers endeavour to apply their
own set of policies and procedures to all of the intermediaries with which they
trade. As might be imagined, a degree of negotiation takes place as intermediary
and product provider seek to best serve their respective interests.
To conclude, the management of CRM programmes is much more straightforward in those instances in which there is no intermediary involvement in
the business acquisition and ongoing customer management processes. Where
intermediaries are involved, a customer management model is required that:
●
●

positions the end customer as the ultimate beneficiary of the product/service provided and clearly establishes the primacy of their interests
has a robust set of protocols that establishes the respective rights and responsibilities of the provider and intermediary; a suitable level of security must be
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guaranteed such that there are no compromises either to the data protection
rules that apply in any given country or from commercial sensitivities between
intermediaries
clearly identifies the array of possible events in the life of the customer relationship, and specifies the respective roles of provider and intermediary in handling
those events
has a CRM programme geared specifically to address the interests of the intermediary sector, in addition to the CRM programme designed for the end-consumer.

14.8.2 Relationship marketing: some international
perspectives
In Chapter 6 we considered some of the ways in which operating across national
boundaries impacts upon marketing strategy and planning. Operating internationally can give rise to a range of new opportunities and threats, and will require the
development and maintenance of a new set of competences. Similarly, each country
will present its own unique set of opportunities and threats to be matched with
the appropriate set of strengths and weaknesses. Clearly, this adds a material degree
of complexity to strategy development and use of the marketing mix. Doole (1998)
has identified three particular features that are associated with the strategies of
organizations that have competed successfully in international markets:
1. A clear, competitive focus based upon in-depth knowledge of each respective market,
a strong competitive positioning, and a truly international marketing strategy
2. Well-managed organizations characterized by a culture of learning, innovativeness, effective monitoring and control procedures, and high levels of energy and
commitment to international markets
3. An effective relationship strategy, based upon strong customer relations, the commitment to quality products and services, and a high degree of commitment to
customer services across all international markets.
We observe elements of all three of these features in brands such as Singapore
Airlines, Ritz Carlton Hotels and American Express. In the case of financial services,
particular consideration has to be given to issues such as regulation and culture,
as they can vary widely from country to country and be of profound significance,
as Kaspar et al. (1999) observe:
Formulations of relationship marketing based on contemporary western
interpretations may fail if transplanted to overseas countries, where the
cultural and economic environments differ significantly from the country for
which a relationship policy was originally formulated.
These differences are less likely to be of material significance in the businessto-business domain. Again, relationship management is a particularly important
feature of the B2B market. Technology and process innovation have presented new
threats and opportunities to financial services organizations that operate on a global
basis. Additionally, deregulation and the opening up of markets to new forms
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of competition have added to the value attached to effective international CRM
strategies for financial services companies involved in the B2B domain. It is instructive to consider the four relationship bonds proposed by Berry and Parasuraman
(1991) and discussed by Zeithaml and Bitner (2003), presented earlier in this
chapter. These have particular relevance in the B2B, context where financial, social,
customization and structural bonds can be developed in a cost-effective and potentially meaningful way. There are particular opportunities for the development of
customization and structural bonds, these being less easy and cost-effective to employ
in the B2C context.
In both the B2B and B2C contexts, decisions regarding the development and
execution of international CRM programmes have to take account of issues such as:
●

●
●
●
●
●
●

●

Segmentation – which groups of customers are in sufficient numbers and of a value
that it makes sound economic sense to make them the focus of an international
CRM programme (ICRMP)?
Cultural proximity – do the desired target segments for an ICRMP display
sufficient cultural proximity to make the programme a practical proposition?
Devolution – which aspects of an ICRMP should be determined and managed
centrally, and which should be devolved to local management?
Competition – how can an ICRMP protect valuable customers from the overtures
of overseas competitors?
Rewards – how transferable are individual rewards in influencing behaviours
by members of the target segment on an international basis?
Partnerships – how can reward-scheme supplier relationships be leveraged for
mutual benefit, preferably on a global basis?
IT – how can IT be used to increase the cost-effectiveness of an ICRMP, preferably
by achieving interconnectivity between local national customer databases and
central management facilities?
Commercial – does it make strategic and financial sense?

The above set of factors is neither exhaustive nor mutually exclusive but, nonetheless, provides a firm basis for considering the development of an ICRMP. American
Express has acquired significant expertise in managing customer loyalty
programmes on a global scale. In many respects, this is an understandable response
to the phenomenal growth of competition in the credit-card market across the globe.
Case study 14.4 shows how Amex uses its international loyalty programme to
reinforce the relationship it has with its higher-value customers.

Case study 14.4 The American Express international
loyalty programme
American Express is one of the best-known and most respected brand names
in the world. In the 1960s and 1970s it enjoyed a dominant role in the global
credit-card market. However, from the 1980s onwards it has had to respond to
an unprecedented growth in competition in all the territories it serves. In the
face of such competition, the company has had to work hard to earn the loyalty
Continued
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Case study 14.4 The American Express international loyalty
programme—cont’d
of customers and build lasting relationships. American Express has fought back
in recent years, and has invested heavily in new products, expanded its rewards
and loyalty programmes, and strengthened its servicing capabilities to meet
the needs of its customers better. As a result, in 2004 it attracted some 5 million
new cards-in-force and achieved record spending of more than $416 billion – a
wide lead over its competitors in terms of average spending per card.
In sharp contrast to many of its rivals, American Express has generated most
of its growth organically, rather than by mergers and acquisitions. Through this
approach, the company has grown its card-in-force base to 65.4 million.
American Express first introduced a customer loyalty programme in its home
US market in 1991. During the course of the next few years the model proved
its worth and was rolled out to many other markets around the world. By 2006,
the international Membership Rewards Programme (MRP) had expanded
such that it is now operating in 50 separate countries and encompassing some
13 million card holders. In outline, the scheme is as follows.
●

●
●
●

Relatively high-value customers are invited to become members of the
programme. Value is based upon characteristics such as annual credit drawn
down and number of American Express products held by the customer.
Successful applicants pay an annual membership fee which varies from
country to country, roughly in a range from $15 to $50.
Once enrolled in the programme, the member earns points on the basis of the
monetary value of each transaction registered on their card.
The points accumulate in the member’s personal ‘bank account’, and they
can be redeemed for a wide range of goods and services via the Internet or
telephone call-centres located locally.

The local American Express management is responsible for promoting the
programme to card holders in their respective countries, for negotiating local
partnership arrangements with providers of goods and services listed in their
member catalogue and for organizing the fulfilment service.
Overall business management of the programme takes place in London to
ensure that it is achieving its goals and that the brand is being managed in a
consistent fashion. The central function is also responsible for driving new
reward innovations that keep the programme evolving, negotiating supplier
relationships with major strategic partners such as major airlines and international hotel groups, and ensuring that the common systems platform and infrastructure provide the necessary functionality and access to the programmes
being operated across the territories that comprise the MRP.
Partnerships
Some 1300 partners in total provide the goods and services that MRP members
enjoy in exchange for the points they have accumulated. They include brands such
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Case study 14.4 The American Express international loyalty
programme—cont’d
as Canon, Panasonic, Dunhill, Montblanc and Antler, as well as companies such as
Hertz, Eurostar and the De Vere Hotels group. Airlines represent particularly
important partners, and American Express has partnership arrangements with
almost 30 of them, including Virgin Atlantic, Cathay Pacific and Singapore Airlines.
Through becoming a partner with American Express, a company benefits in
a number of ways. First, it receives the value of the goods that the member
receives in exchange for his or her points from American Express. Secondly,
it provides the partner with access to highly desirable customers – currently
some 13 million in the markets covered by the MRP. American Express has
coined the term ‘double-dipping’ to describe the phenomenon by which the
member spends money with the partner company over and beyond the value
of the points that have been redeemed. For example, a member might redeem
sufficient points with, say, Air France to receive a return flight from Paris to
Cairo, and might purchase a further three tickets on his own account for the
remainder of the family to travel with him.
A third benefit that partners gain is access to data about the spending behaviour
of the 13 million MRP members. American Express carries out an enormous
amount of data interrogation to generate insights into how its card holders
consume goods and services. Such analysis examines not only what is bought,
but also through which merchants. Notwithstanding the limitations occasioned
by the various pieces of data protection legislation, partners are able to inform
their individual marketing strategies and programmes by using the behavioural
insights they get from American Express.
Results
Highlights of its corporate financial performance in 2004 are as follows:
●
●
●
●

A record net income of $3.4 billion, up 15 per cent on the previous year
Diluted earnings per share up 17 per cent to $2.68
Record revenues of $29.1 billion, up 13 per cent
A return on equity of 22 per cent, compared with 20.6 per cent a year ago.

Currently, the international MRP has 2.2 million enrolees in Europe, 1 million
in Latin America and 2.6 million in the Japan/Asia Pacific region. These are in
addition to the 8 million-plus enrolees in North America. Recent analysis with
airline partners demonstrates that the yield of MRP members to an airline is, on
average, in the order of 35–60 per cent higher than that of the airline’s average
non-MRP customer. In 2004, the MRP received a Freddie Award for the ‘Best
International Affinity Credit Card Loyalty Programme’. In 2006, it was named
the ‘Best Credit Card Rewards Programme’ by Business Traveller Magazine for
the seventh consecutive year.
Source: Elisabeth Axel, Senior Vice President American Express.
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14.9

Customer data management

It is no coincidence that the increasing importance placed upon marketing to
existing customers has occurred in parallel with innovation in the area of customer
database management. This is because the ability to collect, store, analyse and act
upon meaningful customer data is now firmly established as a critical marketing
competency. Technology has facilitated the means by which vast arrays of data can
be processed to identify events in the provider–customer relationship that have
meaning and implications for both parties.
During the course of the past 10–15 years a new industry has evolved, comprising
software and hardware companies, information-based organizations, telecommunications suppliers and a range of consultancies aimed at transforming customer
information into a highly commercially valuable resource. It is interesting to contrast the relatively sketchy and incomplete data which often typify new customer
acquisition with the richness of data that can typify an organization’s existing
customers. Thus, existing customers present far more potential for accurate and
appropriate data capture and analysis than do prospective customers. The data
on consumers that are available when prospecting for new customers is pretty
much common to all companies that are competing to acquire their custom.
However, information regarding actual customers and their behaviour as customers
is unique to the given provider. It is in the uniqueness of this information that
a company possesses the means for differentiation and competitive advantage.
Storbacka and Lehtinen (2001) conceptualize the collection and organization
of customer data as the creation of ‘customer relationship memory’. To quote from
the authors themselves, ‘This customer relationship memory differs from ordinary
databases in that it is the memory of a specific customer relationship’. This emphasizes the uniqueness that can be attributed to customer base marketing
and the role played by technology in making it cost-effective to market to a segment of one. Data can be used to create knowledge about a customer that results
in unique value being created for that customer; it provides the basis for a long
and mutually beneficial relationship. Knowledge implies more than simply the
awareness of a fact or piece of data. Rather, it implies an understanding and insightful awareness of the circumstances regarding a given subject – in this case, a
customer. The notion of a ‘customer memory’ referred to by Storbacka and
Lehtinen indicates the need for an organization to create customer knowledge
through the analysis of appropriate inputs of data and information. The platform
for the formation of customer knowledge and hence, if you like, a customer
memory, is the customer database.
A basic approach to the component elements of a customer database is that it
comprises four core components:
1.
2.
3.
4.

Customer fact file
Customer product file
Customer transaction file
Customer insight file.
The relationship between these four files is shown in Figure 14.3.
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Figure 14.3 Top-level structure of the customer database.

●

●

●

●

The customer fact file comprises what might be termed the customer’s demographic
profile, which contains data such as name, postal address, telephone number,
e-mail address, gender, age, date of birth, occupation, salary, marital status, number
of children, gender and ages of children.
The customer product file comprises data regarding the products held with the
provider, and includes information such as product name, optional features
selected, value of product holding, funds selected. It also stores data on financial
products held with other providers.
The customer transaction file is where data are stored that provide an audit trail
of the interactions that take place between the provider and customer. It might
include information such as the frequency of using an ATM, the amount of cash
withdrawn per transaction, whether an acknowledgement of transaction is
requested, the place at which the ATM was used. It also stores written communication between the provider and customer and provides a log of all telephonebased contact, for example.
The customer insight file is where data are recorded that give insights into how the
customer views his or her relationship with the provider. For example, information
resulting from the customer’s involvement in a customer satisfaction survey is
stored here. Any complaint-related feedback will also be found in this file.
Importantly, it will allow provider staff a place to record their views about customer
preferences and dislikes – for example, Singapore Airline’s information regarding a
frequent flyer’s food, drink and reading material may be stored in such a file. A
bank might decide to record that a given customer has a preference to deal with a
particular call-centre agent when making a query. It can respond by creating a sense
of familiarity that customers frequently cite as being important to them.

The customer insight file should benefit from inputs from the other three files.
Thus, events in the customer’s life act as a trigger for the creation of customer insights
and the generation of appropriate actions on the part of the provider to add value
to the relationship.
It is important that suitable systems and procedural architecture be devised to
allow for the capture of data to populate the four files shown in Figure 14.3. Clearly
there are cost implications to consider when developing such a framework for the
management of customer information. This underlines the importance of targeting
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customers with the required commercial potential as part of the customer segmentation strategy.
The crucial marketing skill is in knowing how to interpret the range of permutations
of customer data to inform cost-effective interactions. Readers wishing to explore
the use of data warehousing in the pursuit of customer marketing goals are referred
to Ronald Swift (2001) for a more detailed discussion.

14.10

Summary and conclusions

This chapter outlines the environmental factors that have resulted in the development of customer relationship marketing. In particular, it has demonstrated how the
characteristics associated with financial services have a marked resonance with the
features associated with CRM. For example, the long-term nature of many financial
services products makes them a natural context within which CRM programmes
can succeed.
The crucial importance of carefully selecting the right customers in the first place
is presented as a prerequisite for customer longevity and lifetime value. A range of
factors has been discussed that are implicated in customer persistency. Strategies
aimed at facilitating customer retention have been explored, notably Zeithaml and
Bitner’s model concerning the four levels of bonds.
The chapter introduces readers to the customer relationship chain. This model
provides a simple yet effective basis for the ways in which the marketing mix can be
used to facilitate the progression of both domestic consumers and business
customers from suspect to advocate. The value of the customer relationship chain
has been augmented with a demonstration of the importance of placing a value on
lifetime customer value.
Consideration has been given to the implications of the use of intermediaries when
adopting a CRM-based approach, and this led on to some of the particular issues that
need to be addressed when considering the use of international CRM programmes.
Finally, the significance attached to the role played by data has been discussed.
Here, we gained an appreciation of the need for appropriate systems functionality,
competence in data analysis and interrogation within any organization seeking to
pursue a customer development strategy.

Review questions
1. To what extent is customer development a feature of the financial services sector
in your own country?
2. What do you consider to be the relative importance of marketing’s role in
customer acquisition compared with customer development?
3. What are the respective merits of product profitability and customer lifetime
value as measures of new business contribution?
4. In what ways might the design of a customer development marketing mix vary
between the B2B and B2C marketplaces?
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5. What are the customer environment-induced and provider environment-induced
factors that result in customer lapsation in the market for savings deposit
accounts?
6. Identify a business customer segment that you think would lend itself to an
ICRMP. What practical issues need to be addressed in order to increase the likelihood of success?
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Service delivery and
service quality

Learning objectives
By the end of this chapter you will be able to:
● explain the importance of service quality in the marketing of financial
services
● understand the basic principles of the service profit chain
● understand the nature of quality in financial services
● review approaches to the management of service quality
● understand the importance of service recovery.

15.1

Introduction

The previous chapter highlighted the importance of developing and managing
customer relationships and the growing concern with customer retention. One set
of factors that might induce customer switching relate to poor service provision.
Central to any approach to build and maintain good customer relationships is
the management of service delivery to ensure quality and minimize the risks of
service failure. The ability to deliver a high-quality service that meets the needs
and expectations of customers is key to building a competitive advantage in
the financial services sector. Because it is difficult for financial services providers
to gain a sustainable competitive edge just by offering new products or new product features, attention is increasingly being focused on quality – not least because
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the quality of the service that an organization provides is difficult to copy.
Furthermore, research suggests that high levels of quality will lead to higher
levels of customer satisfaction, and higher levels of loyalty. The economics of
customer retention suggests that retained customers will be important to financial
services providers for two reasons. First, retained customers are usually cheaper
to serve because the company already knows something about them and their
needs, and the level of marketing expenditure required to keep customers is much
lower than the cost of acquiring new customers. Secondly, loyal customers can
generate more revenue because they tend to be less price-sensitive, they are likely
to buy additional products and services, and will engage in positive word-ofmouth. While recognizing that some aspects of this argument may be oversimplified, there are good grounds for believing that loyal customers can generate higher
profits. The delivery of a high-quality service is essential to ensuring that customers
maintain a productive relationship with a financial services provider, and in that
sense, service quality can be expected to have a positive impact on organizational
performance. Some research would also suggest that high levels of service quality
can contribute to employee satisfaction as well, since staff are typically happier in
their work when delivering something that is high quality as opposed to something
of low quality.
This chapter provides an overview of service delivery in financial services, and
highlights some of the issues associated with managing quality. The chapter begins
by introducing the concept of the service profit chain as a way of thinking about the
service delivery process and its impact on customers. Thereafter, the discussion
focuses more specifically on quality and begins by defining service quality and
highlighting its key features. The next sections discuss models of service quality,
the service delivery process and the areas where problems may arise with respect
to service delivery. The final section in the chapter examines the outcomes of service quality paying particular attention to the issue of service failure and service
recovery.

15.2

The service profit chain

The process of delivering service, generating customer loyalty and improving
profitability has been conceptualized in the service profit chain (Heskett et al., 1994),
which is illustrated in Figure 15.1. This model starts with internal service quality,
which refers to the extent to which an organization is able to deliver quality
support service to employees to enable them to service customers effectively.
Included in the general concept of internal service quality are factors such as
job design, working environment, reward systems, training and support systems.
Internal service quality will result in higher levels of employee satisfaction, productivity and retention. Employees who are satisfied in their job and wellmotivated will deliver a high-quality service to customers. This high quality is the
foundation for delivering enhanced service value. Value will, in turn, lead to
increased levels of customer satisfaction and retention. Given the economics of
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Figure 15.1 The service profit chain (source: Heskett et al. (1994).

customer retention (see, for example, Heskett et al., 1994), improved revenues
and profit are the expected consequences. In essence, the service profit chain highlights the important links between how an organization manages itself internally,
the impact of this on the experience of customers and the benefits in terms of
organizational performance.
The logic of the service profit chain is very appealing, and the model has been
widely adopted by consultants and managers. In particular, it has been used to
guide a range of managerial interventions, most notably in relation to internal
organization and management, and its usefulness has been demonstrated in a variety of settings (Case study 15.1 demonstrates the application of the service profit
chain in the case of Sears). Systematic research to test this model has proved difficult because of the complexities of data collection. One of the first and most comprehensive studies using the service profit chain was undertaken in relation to retail
banking in the US. Loveman (1998) used secondary, branch-level data, and found
that internal reward systems, the organization’s customer focus and the quality of
management had a positive impact on employee satisfaction. There was rather limited evidence for a link between employee satisfaction and loyalty. Employee length
of service was found to affect customer satisfaction, but the relationship between
employee satisfaction and customer satisfaction was weak. Customer satisfaction
had a positive impact on loyalty to the bank, and loyalty in turn was found to have
an impact on financial performance. Overall, Loveman’s evidence provided tentative support for the key relationships that underpin the service profit chain. More
recently, however, in a retail setting, Silvestro and Cross (2000) noted that that store
profitability tends to be negatively rather than positively correlated with employee
satisfaction, although they did find evidence to support the customer dimension of
the service profit chain.

Case study 15.1

The service profit chain at sears

The alluring logic that links employee and customer satisfaction to hard-nosed
commercial outcomes is particularly well-evidenced by the experience of the
American retailer Sears, Roebuck and Company; one of the world’s best-known
retailing brands, with its origins dating back to the nineteenth century. In 1992,
the company experienced a chronic decline in performance, culminating in a
loss of $3.9bn on a turnover of $52.3bn. A common and understandable
response to such a situation is a radical cost-cutting exercise. Such a response
may well buy an organization some time, especially as far as shareholders and
stock analysts are concerned. However, cost-based retrenchment is unlikely to
result in the kind of competitive advantages that can achieve a sustained turn
around and in performance. That said, Sears’ new Chief Executive, Arthur
Martinez, who joined the company in 1992, carried out a degree of restructuring
and cost-cutting. For example, over 100 stores were closed, as was its lossmaking Sears catalogue. However, a number of shrewd investments were made,
including the realignment of the product range and a major programme of store
refurbishment. These and other actions resulted in a marked turn around in
performance which saw total shareholder return for 1993 of 56 per cent.
The company was anxious to build upon this initial progress, and the CEO
initiated a programme for its long-term revival. Five strategic priorities were
identified, including growth in the core retailing business and greater customer
focus. An overarching change management group, known as the Phoenix Team,
was created, and oversaw the work of a series of task forces. The Phoenix Team
became increasingly exercised by the need to devise a model for the business
that linked employers, customer and shareholders. Central to the model was a
set of three aspirations, namely that Sears should be:
1. For employers – a compelling place to work
2. For customers – a compelling place to shop
3. For shareholders – a compelling place to invest.
The company employed a causal pathway modelling methodology based
upon staff and customer surveys linked to financial performance measures.
Over time, the company came to appreciate that of the 70 questions comprising
the staff survey, 10 had a particularly strong impact on employee behaviour
(and consequently upon customer satisfaction). Moreover, they discovered that
just two dimensions of employee satisfaction, namely attitude toward the job
and toward the company, had a greater impact upon employee loyalty and
behaviour toward customers than all the other dimensions put together.
During the course of something like 2 years, Sears revised its methodology
and modelling to derive an approach that demonstrated causal relationships
between certain key measures of employee attitudes, customer satisfaction and
profitability. To have demonstrated such a link is truly impressive and inspirational. Indeed, this also had a material impact upon the Nationwide Building
Society’s approach to customer and staff satisfaction measurement and the
ensuing actions.
Source: Rucci et al. (1998).
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What the service profit chain does do is highlight the importance of value (with
quality as a key component of value) and the central role of the organization’s
employees in delivering that value quality. What it doesn’t do is provide a detailed
insight into that nature of service quality and the ways in which it should be
managed. This will be the focus of the rest of this chapter. The concepts of value
(as the relationship between quality and costs) and satisfaction will be addressed
in more detail in Chapter 16.

15.3

Defining service quality

Quality is much more difficult to define for a service than it is for a physical
good. With a physical good, quality can often be measured by specifying certain
physical features that the product should possess. For example, the quality of a
laser printer can be specified in terms of the number of pages that will be printed
each minute and the quality of the printed output. This serves as an objective
standard – if the printer reaches this objective standard, then it is considered to
be of a particular quality. In financial services it is much more difficult to specify
objective standards, because service encounters can vary and the needs of customers
can vary.
There is a range of different perspectives on quality. Garvin (1988) suggests that
these can be organized under five main headings:
1. Quality is ‘innate excellence’. This view suggests quite simply that we know excellence from repeated experience of it (either our own or others’). Although it may
be one approach that many people would feel comfortable with, from a management perspective it is vague and imprecise.
2. Quality is product attributes. This approach assumes that quality is a precise and
measurable variable, provided by specified amounts of product attribute (the
fuel consumption of a car, its power, its acceleration, etc.). This approach has
many attractions because of its specificity and measurability, but fails to take into
consideration the needs and preferences of customers.
3. Quality is user-based. This approach proposes that definitions of quality are based
on the perspective of the customer and the extent to which a product meets those
needs.
4. Quality is supply-based. This approach has similarities with the product attributesbased approach in that it centres on conformance to internally developed specifications. This is largely an operations-driven approach, which focuses on
productivity and cost consideration.
5. Quality is value-based. This approach emphasizes the trade-off between performance and price, and is often described as ‘affordable excellence’.
When thinking about service quality, the most common view is that service quality is subjective – that is to say, it is based on the customers’ perception of how well
the service matches their needs and expectations. Service quality is what consumers
perceive it to be.
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15.4

Models of service quality

While recognizing that the user-based view of service quality means that quality is
defined by the customer, any attempt to manage service quality requires an understanding of how customers evaluate the service they receive and which elements are
most important. Because we have adopted a subjective view of service quality, the
most common way to think about how consumers evaluate a service is the idea that
they will have expectations about the sort of service that they will receive. They will
then compare the actual service with the expected service. If the actual service meets
or exceeds the expected service, then the level of quality will be seen to be relatively
high. If the actual service is below what was expected, then consumers will perceive
that the quality of service is poor.
While it is widely agreed that service quality will involve a comparison of expectations and actual service performance, there are different views about the aspects
of service that are important. In general, there are two main ways of looking at
the elements of service quality. In broad terms, attempts to define and understand
service quality have developed in two distinct directions – one stream of research
originated in Europe (largely Scandinavia), while the other developed in North
America. The European stream of research is often described as the Nordic School,
and originates in the work of Christian Grönroos (see, for example, Grönroos, 1984,
1988). This approach tends to be more qualitative, and emphasizes the overall
image of the organization, the outcome of the service (technical quality) and the
way in which it is delivered (functional quality). The North-American stream of
research developed from the work of Parasuraman, Zeithaml and Berry (see, for
example, Parasuraman et al., 1985, 1988); it explicitly defines service quality as the
difference between perceptions and expectations, and measures quality across five
main dimensions – Reliability, Assurance, Tangibles. Empathy and Responsiveness
(RATER). Specifically, Parasuraman et al. proposed a method of measuring service
quality using a measurement model called SERVQUAL. This has since been the
most widely used approach to the measurement of service quality, and SERVQUAL
has been applied to a variety of different services in a variety of different countries.
Each of these two approaches will be discussed in more detail below.

15.4.1

The Nordic perspective on service quality

The framework developed by Grönroos is outlined in Figure 15.2. In this framework,
it is proposed that customers form expectations and make evaluations of service
delivery in relation to both functional and technical quality:
●

●

Functional quality is concerned with the way in which the service is delivered, and
will cover things such as friendliness, helpfulness, politeness, pleasantness,
understanding. etc. It deals mostly with the way in which a service encounter
happens. In the case of, say, a financial planner, functional quality would be concerned with the way in which the planner treats customers.
Technical quality is concerned with the quality of the service outcome – that is
to say, it is concerned with the extent to which the service is performed correctly
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Figure 15.2 The Nordic perspective on service quality (source: Grönroos, 1988).

and accurately. In the case of a financial planner, technical quality would be
concerned with the quality of the actual advice.
Perceptions of functional and technical quality combine to create an image for the
organization, and this drives overall perceptions of quality.
Because overall service quality will be dependent on both functional and technical quality, to deliver a high-quality service will require not just good technical
skills but also require good interpersonal skills. In many cases, research in financial
services has suggested that functional quality may often be more important
than technical quality. It has already been suggested that many personal customers
find financial services complex and difficult to understand. In such situations, there
will be a tendency for evaluations to be based on the quality of the interaction with
the financial services provider rather than the intrinsic quality of the financial
service itself.

15.4.2

The North-American perspective on service quality

The North-American perspective on service quality is based on the work of
Parasuraman et al. (1985, 1988). They explicitly proposed that quality evaluations
were based on a comparison of consumer expectations of what they should receive
with consumer perceptions of what they did receive. They proposed that such comparisons would be made in five main areas:
1. Reliability, which is concerned with the extent to which customers can depend on
the organization to perform the promised service, to do it accurately and to get it
right first time.
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2. Assurance, which is concerned with the extent to which the organization and its
staff are competent, courteous, credible and trustworthy. It also considers the
extent to which the consumer feels secure.
3. Tangibles, which includes the appearance of physical facilities such as the interior
of the branch, the appearance of staff and the appearance and quality of communication materials.
4. Empathy, which is concerned with factors such as accessibility, good communications, understanding of customer’s needs, approachability and
friendliness.
5. Responsiveness, which is concerned with how the organization, through its staff,
responds to customers. Important issues include the extent to which staff are
helpful, prompt and able to solve problems.
In order to measure service quality, data should be collected about customers’
expectations in each of these areas and about their perceptions of the quality that
they receive. Indeed, Parasuraman et al. developed a questionnaire – known as
SERVQUAL – specifically to collect data on these five aspects of service quality.
By looking at the difference between the level of performance and the customers’
expectations, an organization can identify the areas on which it should focus its
attention. Consider the example in Figure 15.3. The graph plots the value of perceptions minus expectations for each of the five dimensions of service quality. Positive
scores indicate that performance is above expectations, and negative scores indicate
that performance is below expectations. In the case of this organization, the tangibles dimension is fine, as is empathy – both exceed customer expectations.
However, performance with respect to reliability and responsiveness is clearly well
below customer expectations. These findings would suggest that, in managing the
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Figure 15.3 Zones of tolerance.
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delivery of service quality, attention should be focused on reliability and responsiveness as the areas most in need of improvement.
The SERVQUAL framework has been used extensively in academic and business
research, and has also attracted a significant amount of criticism (see, for example,
Buttle, 1996). A particular cause for concern has been the idea that service quality is
a difference score (i.e. the difference between perceptions and expectation, P – E).
Implicit in this approach is the idea that when a score is negative, it indicates
poor quality. However, some researchers have suggested that consumers may still
perceive a high level of quality despite recording negative difference scores – for
example, if expectations are very high and score at 7 while perceptions are positive
but score lower at 6. In addition, difference scores do not distinguish between a
situation in which P = 7 and E = 6, which indicates very positive evaluations, and
one in which P = 2 and E = 1, which indicates very poor evaluations. Both would
result in the same quality rating – i.e. 1. Other criticisms have been concerned
with the generalizability of the SERVQUAL questions across very diverse services,
and the adequacy of the coverage of the core service features. Consequently, many
researchers have supplemented SERVQUAL with additional service-specific
questions.
In response to criticisms, Parasuraman et al. continued to develop SERVQUAL.
One important development related to the interpretation of expectations. The initial
work on SERVQUAL treated expectations as being ideals – i.e. measures of what
consumers think they should get. In recognition of the possibility that such ideal
expectations could be unrealistically high, Parasuraman et al. (1991) proposed the
concept of a ‘zone of tolerance’. This approach suggested that consumers might
have two types of expectations; ideal (or should) expectations and adequate (or will)
expectations. In effect, it was argued that consumers would distinguish between
their ideal standard of service and a realistic standard of service. Whereas the latter
concerns the minimal acceptable standard that will provide a solution to their need,
the former represents the level of service that they would like to experience. In Berry
and Parasuraman’s words: ‘It is a blend of what the customer believes can be and
should be’ (Berry and Parasuraman, 1991).
Between the desired and the adequate levels of service is the zone of tolerance.
This represents a range of service performance that the customer will consider
satisfactory. Figure 15.4 provides an example of perceptions measured against zones
of tolerance.
Consider the following example. A building society customer wishes to deposit
some cash in her savings account and expects the entire service encounter, from
entering the branch premises to leaving it, to take 4 minutes (the desired service
level). However, the customer appreciates that a range of other variables might
result in a somewhat longer service encounter. For example, there may be a number
of other customers waiting to be served, one of whom may have a particularly large
quantity of coins and cash to deposit. The customer may be willing to accept a total
service encounter time of 12 minutes, based upon her expectations of likely factors.
In this case, the difference between 12 minutes (the adequate service level) and 4
minutes (the desired service level) represents the zone of tolerance. A service
encounter that is of a duration within the zone of tolerance will result in a positive
assessment of service quality. However, a service encounter that is quicker will
result in a highly favourable impression of the quality of service delivered while,
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Figure 15.4 Perceptions of service quality and zones of tolerance.

conversely, a service encounter falling below the adequate level will result in a
negative assessment.
As can be imagined, the zone of tolerance is a highly flexible concept that varies
not only from customer to customer and according to the nature of the given transaction, but may also vary for the same customer depending upon the circumstances
surrounding a given transaction. Zones of tolerance vary across individuals because
of different personal situations, differences in past experience and different service
philosophies. The zone of tolerance also varies across the five key dimensions customers use in evaluating a service – reliability, assurance, tangibles, empathy and
responsiveness. Reliability, or keeping the service promise, is thought to have a far
narrower zone of tolerance than other aspects of a service. Zones of tolerance may
also be affected by service context – for example, when faced with an emergency situation, zones of tolerance may be narrower than in a non-emergency situation.
Finally, marketing activities may affect the breadth of the zone of tolerance.
Marketing communications place an important role in creating expectations; overpromising in marketing communications can raise the level of ‘adequate’ expectations, and this reduces the size of the zone of tolerance.
The practical consequences of this model are manifold. For example, the development of customer advocacy is likely to result from customer experiences that are
consistently above the upper limit of the zone of tolerance. Companies would do
well to develop a firm grasp of the relative importance of zones of tolerance in
respect of the more critical encounters of primary target segments. As a rule of
thumb, the more crucial a given service feature, the narrower the zone of tolerance
and the greater the likelihood of engendering customer negative evaluations of the
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service. By knowing what the critical service encounters are, a company can take
action to ensure high standards of delivery.
In addition to identifying the areas that are important to consumers when evaluating service quality, Parasuraman et al. (1985) also developed a model of service
delivery to help managers understand how problems might arise in the service
delivery process and how service delivery could be managed to ensure high levels
of quality. This will be discussed further later in the chapter.

15.4.3 Integrating the Nordic and North-American
perspectives
The Nordic and North-American perspectives share many similarities in the way
in which they view service quality. In 2002, Brady and Cronin proposed a framework that sought to integrate the key components of the major models of service
quality. Drawing particularly upon the work of Grönroos (1984), Rust and Oliver
(1994) and Parasuraman et al. (1985), they proposed a hierarchical approach to the
assessment of service experience by consumers. This is shown diagrammatically in
Figure 15.5.
In Figure 15.5, it can be seen that Brady and Cronin propose that there are three
primary direct determinants of perceived service quality – interaction quality, the
quality of the physical environment, and the quality of the outcome of the service
experience. Interactive quality is viewed as being a function of how employees’ attitudes, behaviours and expertise are perceived to influence the quality of a service
interaction. This component of the model illustrates the importance attached to the
people element of the marketing mix, an issue that will be discussed further in
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Figure 15.5 An integrated model of service quality (source: Brady and Cronin, 2001).
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Chapter 17. The role played by the physical environment quality is held to be a function of the design and layout of the environment, the nature of the usage level taking
place (social factors) and the atmosphere that is perceived (ambient conditions). The
ambient conditions are determined by mood-setting devices such as lighting and
music. It is interesting that, in Ireland, Permanent TSB bank has music playing in its
branches in Dublin. It certainly achieves a form of differentiation when compared to
the atmosphere of its rivals in the city.
Finally, outcome quality is held to be a function of waiting time, tangibles and
value. Waiting time is self-evident, and the above explanation regarding zones of
tolerance illustrates how these impact upon customer perception. Tangible evidence
closely relates to the physical evidence component of the marketing mix.
Valence is a term used by Brady and Cronin to express whether the customer considers the ultimate outcome of the service experience to have been good or bad. This
judgement is an overarching evaluation by the customer, irrespective of how he or
she evaluates other components of the service encounter. For example, consider the
case of a consumer approaching a bank for a home-improvement loan. His perceptions of the interaction quality and physical environment will be of no consequence
if his loan application is refused. In other words, the appraisal of whether the core
need was satisfied (valence) takes precedence over the other eight elements that
influence the consumer’s perception of service quality. It should be noted that
the reliability, responsiveness and empathy components of the SERVQUAL model
have been incorporated into the model as descriptors of the nine sub-dimensions of
quality in themselves.
Brady and Cronin have subjected their model to empirical analysis, and the
results provide support for its validity. They have succeeded in consolidating a
range of service quality conceptualizations into ‘a single, comprehensive, multidimensional framework with a strong theoretical base’. The authors recognize
that the model suggests the need for further investigation, particularly with regard
to the issue of valence. They also acknowledge that so far it has only been tested
on a narrow range of the services domain, and may thus risk over-generalization.
Nevertheless, it provides an extremely useful platform for practitioners as they seek
to raise levels of perceived quality. This is important, given the role that service
quality appears to play in influencing market share, relative profitability, customer
loyalty, premium pricing and rates of re-purchase. Managers can use the model as a
means of enabling them to identify what defines service quality, how service quality perceptions are formed, and the significance attached to the place in which the
service experience occurs.

15.5

The gap model of service quality

We have already explained the idea that service quality can be based on a comparison between expectations and performance. Where there is a gap between what
customers expect and what they get, this gap can be related to four other gaps in
the service delivery process. In simple terms, if the delivered service does not meet
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Figure 15.6 The gap model of service delivery (source: Parasuraman et al., 1985).

customer expectations (Gap 5), this can be explained by any of four other gaps in the
service delivery process:
●
●
●
●

Misunderstanding expectations (Gap 1)
Wrong specifications (Gap 2)
Failure to deliver (Gap 3)
Over-promising (Gap 4).

The service delivery process and the gaps are outlined in Figure 15.6.
Delivering a quality service requires a good understanding of what customers
expect. Given their knowledge of what customers expect, managers must then set
appropriate standards for the service and ensure that staff will deliver a service of
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the specified standard. It is important to ensure that what is promised to customers
by the organization’s marketing communications is consistent which what the
organization is able to deliver. Gaps in the service delivery process can arise at key
points throughout this process, as Parasuraman et al. (1985, 1991) explain. Each of
the four main gaps will be discussed in turn. If the management of the service delivery process can focus on these potential gaps and identify ways of addressing them,
then the potential for the organization to be able to deliver the kind of quality that
customers expect will be much greater.

15.5.1

Misunderstanding expectations (Gap 1)

This gap arises when senior management do not understand what consumers
actually expect from the service. There are several reasons why this might
happen. A failure to undertake market research may lead to a poor understanding
of what customers actually want. Equally important as a cause of Gap 1 may be
poor upward communication – frontline employees are in regular contact with
customers, and probably have a good understanding of their needs and expectations. However, if management is unwilling to listen to frontline staff, then this
knowledge and understanding will be wasted. Where organizations have good
relationships with their customers, Gap 1 is less likely to occur because the organization will have built up a high level of knowledge about customer needs and
expectations.
Clearly, then, to deal with Gap 1, attention must be paid to increasing understanding of consumers through additional market research, encouraging flows
of information from frontline staff and to building stronger relationships with
customers.

15.5.2

Wrong specifications (Gap 2)

The second gap (Gap 2) arises if service specifications are not consistent with the
expected service. This would imply that the company specifies and designs a particular service but the features, etc., are not what customers would expect. There are
several reasons why this gap may arise. Some services may be very difficult to standardize; managers may think that customer expectations are unreasonable and
cannot be met. In some cases the commitment to service quality may be missing,
and consequently there will be a lack of interest in setting sensible services specifications. Closing Gap 2 means ensuring that the service that is specified matches the
service that consumers expect. To do this, it is essential to ensure that top management is committed to providing service quality. Once that commitment is present, it
is necessary to ensure that customer service expectations are part of the design
process – that they are built into service development. Key service features must be
identified (what is important to the consumer), and sensible specifications identified
based on consumer priorities. Thus, for example, if customers expect quick service
when making a loan application, then managers must identify what ‘quick’ means
(is it a response in 1 day, in 1 week?). If customers also expect low interest rates and
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flexible repayments, then the relative importance of these should be identified and
more attention paid to the feature that is most important. Where services can be
standardized they should be, as this allows a single set of standards to be used
rather than multiple sets.
Senior managers do play a key role with respect to Gap 2. Demonstrating a firm
commitment to setting and using customer-defined performance standards can
have a major impact on closing service quality Gap 2.

15.5.3

Failure to deliver (Gap 3)

Gap 3 arises when the actual service that is delivered does not match the service
that was specified. Even if a sensible, customer-driven specification is in place,
there is no guarantee that the service that is delivered to the customer will meet this
standard. There are many reasons why Gap 3, failure to deliver, might arise. To
deliver to a certain specification requires that appropriate resources (people, systems,
and technology) exist and are supported. Broadly speaking, Gap 3 may arise
because of problems with human resource policies, customer participation and
intermediaries, because of problems with respect to managing supply and demand.
If employees are not committed, willing and able to do their job well, then problems
will arise with respect to the delivery of the service. If customers do not understand
what they are meant to do, then there will be problems with the service that is
delivered. If a service provider relies on an intermediary to distribute the service,
then there may be difficulties in controlling the quality of what the intermediary
does. Finally, if the organization cannot manage supply and demand, then it may
be difficult to deliver that appropriate quality when levels of demand are high and
staff are under pressure.
Closing Gap 3 requires that considerable attention be paid to staff. To achieve a
high level of performance and ensure that high quality service is delivered requires
that the organization:
●
●
●
●

recruits the right people, with the skills and knowledge to delivery quality service
ensures that there is a sensible reward system, so that employees received
rewards (monetary and non-monetary) for delivering high-quality service.
ensures that there is a good fit between technology and people – i.e. that people
have the right technology for the job
encourages empowerment and teamwork so that staff can adjust and adapt to
differences in customer needs.

Equally importantly, the organization must make sure that customers know what
they should be doing and how they should contribute to the delivery process. This
requires effective communication regarding, for example, what information they
need to provide, what forms they need to complete, etc.
Finally, attempting to synchronize demand and supply will be important to
ensure that resources are not overstretched and quality standards can be maintained. Equally important is the need to ensure good co-operative working relationships with intermediaries to ensure that they will be motivated to deliver the
standard of service that the organization expects.
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15.5.4

Over-promising (Gap 4)

The fourth gap arises when the organization promises a better service than it
actually delivers. This raises customer expectations, and when the delivered service
then does not match those expectations, quality will be assessed as poor. A failure
to deliver what was promised may arise for a number of reasons. The two most
important are poor information and pressure to over-promise. Poor information
flows between marketing and the rest of the organization may result in marketing
having a poor understanding of what the organization will be able to do, and thus
the claims that marketing makes will be inaccurate. Equally, there may be a tendency
to over-promise in marketing communications, to outperform competitors and to
make the organization appear in the most favourable light. Addressing Gap 4
requires that attention be paid to ensuring good, accurate communications between
marketing and those involved in the service delivery process. This communication
should provide clear and accurate information about what consumers can expect,
and the information should then be integrated into all marketing communications
to ensure that customers receive a consistent and honest message.

15.6

The outcomes of service quality

As the introduction mentioned, if an organization can deliver a high quality of service, its customers will receive better value and are more likely to be satisfied. In turn,
satisfied customers are more likely to be retained and to be loyal. The nature of
customer satisfaction and its measurement are discussed in more detail in Chapter
16, as is the nature of value. The remainder of this section focuses on loyalty. The
central role of service quality in delivering customer loyalty and advocacy is widely
acknowledged. Case study 15.2 explains how Cheshire Building Society gathers
data on service quality which it then uses to gain a better understanding of exactly
which aspects of their service are the most important in creating loyal customers.

Case study 15.2 Monitoring service quality at Cheshire
Building Society
Through the regular gathering of member perceptions at the ‘moment of truth’,
Cheshire Building Society has developed a systematic approach to understanding which members rate them highly, which members will remain loyal and
which members are advocates of the organization. The collection of verbatim
member comments also allows Cheshire to determine the drivers of loyalty and
advocacy.

●

The key objectives of the programme are:
to understand the members’ perception of the service delivered to them
corporately and locally on a monthly basis

Case study 15.2 Monitoring service quality at Cheshire
Building Society—cont’d
●
●
●
●
●

to track re-purchase intention and recommendation levels
to improve service quality and uplift product purchase
to provide process owners a monthly feed of information that flags issues and
identifies practical ideas to improve service performance
to benchmark, from a member perspective, performance against best-in-class
service providers
to recognize employees when the member perceives they have consistently
delivered excellent service.

Each month 2000 survey questionnaires are mailed to members whose selection is based on a recent transaction (a telephone enquiry, new mortgage, new
investment or branch visit). Additionally, a control group of members who have
had no contact with the Cheshire in the last 12 months is also sampled. The surveys can also be deployed by telephone or e-mail as different member segments
are added to the programme.
The detailed feedback reports provide a complete analysis of the key member
experiences, identifying strengths and areas for improvement. Managers review the
feedback reports each month, recognizing good performance and focusing attention
and investment on correcting weaker areas. The results to date have resulted in:
●
●
●
●
●

improved service delivery to members, across the channels
development of action plans based on member feedback
improved understanding of key drivers of what drives loyalty and advocacy
improved benchmarked performance against best-in-class providers
improved employee engagement satisfaction through greater recognition
of service excellence.

In addition to the monthly survey, the Society utilizes other feedback mechanisms to build a comprehensive understanding of member views. These include:
●
●
●

‘Have Your Say’ leaflets in branches
website feedback forms
member forums.

The complaint-handling process is also used to improve service delivery.
Members are asked to rate the quality of the complaints process, irrespective of
the outcome of the complaint, with a satisfaction rate in excess of 70 per cent
being achieved during 2005.
Our members prioritize our actions and we can now act ‘knowingly’ rather
than ‘presumably’. The feedback gathered together with market research,
mystery shopping and complaints data gives us an insight to how our members ‘feel’. With this knowledge, Cheshire is able to develop new products and
to further increase member loyalty and advocacy.
Source: Jason Gaunt, Marketing Director, Cheshire Building Society.
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Figure 15.7 Attitudinal and behavioural loyalty. (source: Heskett et al., 1995).

Loyalty is seen as a particularly significant outcome of service quality because of
its impact on profit. However, loyalty is potentially a complex construct – it has both
an attitudinal dimension (i.e. what the customer thinks or feels about an organization) and a behavioural dimension (i.e. what the customer does, and whether there
is a repurchase). Customers may feel very positively towards an organization and
thus be attitudinally loyal, but their situation may mean that no further purchases
are made. Conversely, a customer may feel very negatively about an organization
(be attitudinally disloyal) but continue to purchase, perhaps because of the lack of
alternatives (see, for example, Dick and Basu, 1994). The different configurations of
attitudinal and behavioural loyalty are outlined in Figure 15.7.
Customers classified as ‘Loyal/Apostle’ are those who have positive views about
their experiences with the organization and continue to make purchases.
‘Mercenaries’ may have positive evaluations of an organization but choose not to
repurchase for a variety of reasons – consumers buying mutual funds may, for example, choose to spread their business across a number of funds to spread risk, despite
having very positive experiences of a given investment company. Other customers
may move savings around between different providers in search of the best rates,
and not because they have any negative views of the service provided by an individual organization. Customers in the ‘Defector/Terrorist’ category have a negative
evaluation and decide not to repurchase. Such customers have clearly had very poor
experience with an organization, and are thus more likely to engage in negative
word-of-mouth as a result of their experiences. The final category, ‘Hostage’, consists of those customers who have negative attitudes to the organization but continue to repurchase because of a lack of alternatives. Such customers appear to be
loyal (because they continue to purchase) but are not, and are potentially vulnerable to attractive offers from competitors. For example, many bank current-account
customers are thought to fall into this category – they do not have a positive view
of the service they receive, but do not switch their bank account because the process
is too complex and they perceive few differences between competing banks.
To realize fully the benefits of loyalty depends on having customers who both
continue to repurchase and also have positive attitudes. With such customers, there
is a variety of potential financial and non-financial outcomes which provide the
basis for arguments regarding the ‘economics of customer retention’:
1. Better knowledge of customer needs – which means that the organization is better
able to meet customer needs and at a lower cost (because there is no need to
gather new information).
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2. Positive word-of-mouth – customers who are attitudinally loyal are likely to say
positive things about the organization, and this can be an important (and costeffective) form of marketing, particularly in financial services.
3. Spreading costs of acquisition – financial services organizations spend a lot of
money (marketing expenses) to acquire customers. When a customer is behaviourally loyal, those costs can be spread out over a much longer relationship and
over more transactions.
4. Less price-sensitivity – attitudinally loyal customers are thought to be less
price-sensitive because they value the relationship with the organization.
5. Cross-selling – attitudinally loyal customers are more likely to purchase additional
products from a particular organization.
Overall, then, creating customers who are both attitudinally and behaviourally
loyal can mean reduced costs and higher revenues, and thus can have a positive
effect on profitability, as argued in the service profit chain framework. Discussions
in previous chapters have noted that it may be unwise to assume that all retained
customers are profitable. In particular, Reinartz and Kumar (2002) have suggested
that some retained customers will be ‘barnacles’ – retained but unprofitable. This
may arise because such customers are more rather than less price-sensitive; they are
aware of their potential value to the organization and demand special treatment,
making them more rather than less expensive to serve. If such customers do not
engage in positive word-of-mouth, then the benefits of retention to the organization
may also be curtailed. While it is important to be aware that not all retained customers
are profitable, this should not detract from the importance and value of customer
loyalty and retention to financial services organizations.
As shown in Chapter 14, there is a developing body of research in financial services
that seeks to highlight the beneficial outcomes of service quality. The evidence for
service quality having an impact on financial performance is rather limited, although
Storbacka (1994) and Loveman (1998) have provided evidence of positive relationships
between service quality/customer satisfaction and profitability in banking. Yeung and
Ennew (2001) used data from the American Consumer Satisfaction Index (ACSI) to
provide evidence that customer satisfaction with financial services providers had a significant positive impact on a variety of measures of financial performance across the
period 1994–1999. Other researchers have demonstrated that service quality does have
a positive impact on satisfaction (Crosby and Stephens, 1987), retention (Ennew and
Binks, 1996), and willingness to recommend and willingness to continue purchasing
(Paulin et al., 1997). Thus, while there may be some debate about the precise nature of
the outcomes of service quality, there is strong evidence to suggest significant benefits
for organizations that focus attention on the delivery of high-quality customer service.

15.7

Service failure and recovery

Of course, we should remember that however much attention is paid to ensuring a
high quality of service, there will sometimes be service failures – something will go
wrong, a mistake may be made and customers may complain. For example, there
may be a genuine mistake, staff may be absent (meaning that a particular customer
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cannot be dealt with properly), some aspect of technology may fail, etc. A poor service or a service failure will result in customer dissatisfaction and this in turn will
prompt a variety of responses, which may include complaining, negative word-ofmouth and decisions not to repurchase. If it is impossible to avoid service failures
and dissatisfaction, then it becomes increasingly important for organizations to
understand how to minimize their adverse effects. There is a growing body of
evidence to suggest that effective service recovery can generate a range of positive
customer responses, with complaint handling being seen as a key element in service recovery. Responding effectively to consumer complaints can have a significant
impact on satisfaction, repurchase intentions and the spread of word-of-mouth.
In order to be able to deal with service failure, an organization must first be
aware that a failure has occurred. This means making it easy for customers to complain. All too often, customers experience a service failure but for some reason – too
much effort, or the expectation that nothing will be done – they may choose not to
complain to the provider. They simply switch to another provider and/or engage in
negative word-of-mouth. The absence of a formal complaint means that the organization has no opportunity to address the individual customer’s dissatisfaction and
no opportunity to learn from that customer’s experience. Thus, it makes sense for
an organization to make it easy for customers to complain – perhaps by providing
freephone numbers and complaints hotlines, etc. Thus, for example, ICICI Bank in
India promotes its 24-hour customer care hotline and promises customers ‘We aim
to respond to your complaint with efficiency, courtesy and fairness. You can expect
a response to your complaint within 2 business days.’ Similarly, African Bank
Investments in South Africa stresses a commitment to responding to complaints and
provides customers with a three-stage process for lodging a complaint. Such guidance and encouragement is increasingly common as organizations recognize the
value of responding to and learning from service failures. In addition to making the
complaint process transparent and straightforward, organizations may also
consider active research to check that the service delivery has gone well; this again
provides the consumer with an opportunity to complain if necessary.
If an organization is to learn from service failure, then, in addition to knowing
that a failure has occurred, it is important to have a clear understanding of the type
of service failure. If the failure arises in relation to the service delivery, then the
appropriate focus of attention may be service operations and design. In contrast,
if the failure is a consequence of employee behaviour, then the appropriate response
may be to reconsider human resource management policies and practices. Service
failure can take many forms. Bitner et al. (1990) used the critical incident technique
to identify and classify three main types of service failure:
1. Service delivery failure. Failures in the service delivery system generally fall into
three categories. First, the service may simply be unavailable – an ATM or website
may not work, or a key member of staff may be unavailable to serve a particular
customer. Secondly, unreasonably slow service covers any delivery experience
which is unreasonably slow and includes long queues, a website that is slow
to respond, and any other delay in providing service to a customer. The third
category, other core service failures, is deliberately broad to encompass a range of
core failures including, for example, errors in money transmission, errors in
claims handling and errors in processing service applications.
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2. Failure to respond to customer needs. Customers may have a variety of needs and
requests in relation to a particular service – whether explicit or implicit. The second
category of failure relates to failure to respond to these needs. Implicit needs are
not formally articulated by customers, but are nevertheless important. A failure
to inform customers about a change in the terms and conditions of a service would
constitute a failure to respond to implicit needs. Explicit needs are generally considered to be of four types: special needs, customer preferences, customer errors,
and disruptive others. A failure by a financial adviser to select a product that
matches an investor’s risk preferences would constitute a failure to respond to the
special needs of that individual. Similarly, a failure to amend the delivery system
at the customer’s request, as might occur when a customer requests a different
schedule of loan repayments, would be a failure to respond to customer preferences. The third type of explicit request occurs when the customer makes an error
and the employee fails to respond appropriately, as could occur with a lost credit
or ATM card, or a failure to make a payment on time. Finally, service failures may
occur when employees are required to resolve a dispute between customers.
3. Unprompted and unsolicited employee actions. Service failures may also occur when
employees engage in behaviours that fall outside the normal, expected service
delivery system. Included in this category of service failure are behaviours
such as poor employee attitudes, rudeness, ignoring customers, discriminatory
behaviour, unfairness, and dishonesty.
There is a variety of recommendations about the best way to manage service
recovery. For example, Bell and Zemke (1987) suggested a five-stage strategy for
dealing with customer complaints:
1. Apology. This should preferably be a first-person apology, rather than a corporate
apology, and should acknowledge that a failure has occurred.
2. Prompt response. Once a failure has been recognized, then a speedy response to
attempt to rectify the situation, as far as is possible, is essential.
3. Empathy. The process of dealing with the customer’s complaint should be characterized by an understanding of the customer’s situation.
4. Symbolic atonement. The customer should be offered some form of compensation
that is appropriate to the nature of the failure (e.g. refunding service charges,
small gifts, discounted or free services in the future).
5. Follow-up. This involves monitoring customer satisfaction with the recovery process.
Bitner et al. (1990) suggested a similar approach, focused on four key elements:
1.
2.
3.
4.

Acknowledgement of the problem
Explanation of the reason for the failure
Apology where appropriate
Compensation, such as a free ticket, meal or drink.

In the banking sector, research by Lewis and Spyrakopoulos (2001) has highlighted
the importance of ensuring that service recovery results in consumers getting what
they originally expected, even if this requires exceptional treatment. Empathy and
speed were also identified as important elements in the recovery process. This study
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suggested that consumers’ recovery expectations were generally reasonable,
although customers with longstanding relationships with their bank tended to be
more demanding when they experienced service failures.
Recent research on service recovery has focused attention on the role of perceived
justice in understanding the effectiveness of service recovery strategies (see, for
example, Tax et al., 1998). Perceived justice focuses on the extent to which customers
perceive the process and outcomes of service recovery to be just. Where levels of
perceived justice are high, consumers are more likely to be satisfied. The three
dimensions of perceived justice are the fairness of the resolution procedures (procedural justice), the interpersonal communications and behaviours (interactional
justice), and the outcomes (distributive justice). These are defined as follows:
●

●

●

Procedural justice relates to factors such as the delay in processing the complaint,
process control, accessibility, timing/speed and the flexibility to adapt to the customer’s recovery needs.
Interactional justice refers to the manner in which people are treated during the
complaint-handling process, including elements such as courtesy and politeness
exhibited by personnel, empathy, effort observed in resolving the situation, and
the firm’s willingness to provide an explanation as to why the failure occurred.
Distributive justice focuses on the perceived fairness of the outcome of the service
encounter. In effect, distributive justice is concerned with the level and nature of
apologies and compensations.

A growing number of empirical studies have applied perceived justice to examine consumer responses to complaints. Blodgett et al. (1997) used retail-based
scenarios to demonstrate the importance of interactional justice as an influence on
subsequent consumer behaviour. In a cross-sectoral study, Tax et al. (1998) presented
evidence for the importance of all three dimensions of perceived justice in generating positive evaluations of complaint handling.
One factor that is key to effective service recovery is ensuring that frontline staff
are empowered and encouraged to deal with customer complaints and problems as
they happen. They should be able to use their judgement and take the initiative in
solving customer problems. Indeed, one of the things that distinguishes many of the
world’s best service providers is the ability of their staff to deal efficiently and effectively with service failure. Like service quality, there are good reasons for investing
in service recovery. Successful service recovery can have a positive impact on customer loyalty. In addition, the process of dealing with and resolving customer complaints can provide valuable insights into the nature of the service delivery process
and help the organization to identify areas that may require further attention and
development.

15.8

Summary and conclusions

This chapter has focused attention on service quality as a central component of service value. It has explained that service quality is increasingly important in financial
services, as it provides a source of competitive advantage. It can also contribute to
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higher levels of profitability because high levels of quality can increase customer
satisfaction and loyalty. These benefits mean that organizations must pay considerable attention to managing service delivery and ensuring that customers experience
a high-quality service.
In services, quality is based on the customer’s perception of what is delivered. In
particular, the consumer’s assessment of service quality is based on a comparison of
the service that was expected with the actual service received. There are different
ways of making this comparison; one approach suggests that consumers will consider both functional and technical dimensions of service quality. Another approach
suggests that consumers will make comparisons across aspects of service, such as
reliability, assurance, tangibles, empathy and responsiveness. Whichever approach
is adopted, the assessment of service quality across these dimensions can help managers to identify the areas in which improvements should be made.
To determine how best to manage the delivery of service, it was suggested that we
should think about quality as being a gap between customer expectations of a
service and the service actually received. This gap could then be related to four
problem areas (gaps) – misunderstanding customer expectations, failure to get the
right service specifications, failure to deliver to specifications, and over-promising
about the quality of the service. To manage the delivery of a high-quality service
requires the careful management of people, processes and systems to attempt to
ensure that managers understand what customers want, that they specify the right
service, that staff are able to deliver to specifications, and that marketing makes
accurate promises. This management process should lead to a high level of service
quality, although it is probably impossible to guarantee that the organization will
always get its service delivery right. Some service failures are bound to occur, and
organizations must have a clear strategy for dealing with failures and solving
customers’ problems.

Review questions
1. Why is service quality so important in financial services?
2. What is the difference between functional and technical quality?
3. What are the differences between Gap 1, Gap 2 and Gap 3 in the gap model of
service quality?
4. What are the benefits of customer retention?
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16
Customer satisfaction,
customer value and
treating customers fairly

Learning objectives
By the end of this chapter you will be able to:
● understand the nature of customer satisfaction and customer value
● identify the issues associated with measuring and monitoring customer
satisfaction
● understand the importance of fairness in organizations’ interactions with
their customers.

16.1

Introduction

One of the fundamental principles of marketing is that an organization can enhance
its performance by ensuring that it responds to and satisfies customer needs. This
simple idea is at the heart of the service profit chain that was introduced in the previous chapter. In the long run, businesses that fail to deliver customer satisfaction
go out of business. Thus, there should be no contradiction between seeking to align
the interests of owners and consumers. Problems often seem to occur when attempts
are made to satisfy the short-term needs of one group to the detriment of the other.
For example, a company might seek to achieve above-trend profit growth by a combination of price increases with cost reductions on the input side (e.g. reducing the
number of staff, using less well-trained staff). Product margins might then receive a
short-term boost, but competitors and consumers will gradually figure out what is
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happening and customer defection will occur. On the other hand, a company that is
favouring customer preferences for higher quality at lower prices can be expected
to achieve short-term growth in market share but will jeopardize the business’s
long-term viability if profitability is eroded in the process.
Chapter 15 introduced the concept of the service profit chain, and argued that
the quality of service delivered to consumers is one of the main determinants of
customer satisfaction because of its impact on value. Satisfaction is then expected to
result in increased customer loyalty and improved profits and revenues.
Given that the purpose of marketing is getting and keeping customers, it is
axiomatic that marketing’s success must be judged in terms of how well customer
needs and wants are met. It is not sufficient to rely upon levels of sales as a proxy
for customer satisfaction. A business may well present a superficial appearance of
continuing success based upon performance measures that are essentially financial.
Although financial performance measures such as sales value and product margins
are clearly important, they are merely financial reflections of consumer behaviour.
A bank, for example, may be reporting healthy customer retention rates in a market
where there is little competition, even though its customers actively dislike the company. However, the appearance of a competitor that is capable of providing better
value for money and higher customer satisfaction could well steal significant share
from the incumbent bank.
Therefore, it is vital that organizations develop the means by which they can
acquire a well-founded knowledge of how they are viewed by their customers.
Indeed, information about customer perceptions can yield valuable insights well
in advance of the impact upon levels of sales. This chapter will explore consumer
evaluations of a service with particular reference to both satisfaction and value.
The chapter will begin by defining satisfaction and value and will then move on to
examine specifically how organizations approach satisfaction measurement. The
latter part of the chapter then examines issues relating to fairness and the way in
which organizations treat their customers.

16.2

Consumer evaluations: value and satisfaction

The successful management of relationships with customers depends on ensuring
that consumers have good experiences when they consume a service, that they evaluate that service experience positively and thus have a reason to maintain a relationship with a provider and make future purchases. Chapter 15 focused attention on
service delivery, customer evaluations of quality, and service recovery. Consumer
evaluations of the quality of service provided are clearly an important aspect of their
evaluation of the overall experience of dealing with an organization. More significantly, perhaps, the evaluation of service quality is also an important determinant of
value and of satisfaction, and these latter two outcomes are the focus of attention in
the following discussions.
However, it is important to note that there is sometimes a degree of interchangeability, if not indeed confusion, regarding terms such as customer satisfaction, product and service quality, and value. All three terms concern the ways in which
customers appraise the benefits they receive from engaging in a customer–supplier
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relationship. Service quality is an evaluation of a particular service offer, judged in
relation to customer expectations of the type of service that should be received (i.e.
the judgement is made in relation to the consumers’ expectations of ‘excellence’).
Quality is generally recognized as an antecedent to customer satisfaction. Value is
commonly treated as an outcome of service quality, and involves a comparison of
the benefits received relative to price or cost. This recognizes the possibility that
something which is relatively low quality may still deliver value if the costs of consumption are equally low. Satisfaction is also an evaluation of a service experience,
and is commonly conceptualized as a comparison of expectations and perceptions.
Unlike quality, expectations are based on what customers expect that they will actually get during consumption, thus giving rise to a judgement of the extent to which
consumption has provided fulfilment.

16.2.1

Customer value

Zeithaml (1988) observes that the determination of value is not a simple task, in
that consumers use the term in a number of different ways about a wide range of
attributes and components. She proposes that customers define value in one of four
basic ways:
1. Value is low price. It is undoubtedly true that in some purchasing situations value
is defined primarily in terms that equate to low price, or what we might call
cheapness. Customers buying on the basis that value is low price focus upon the
essential functional aspects of a given good or service, expect a degree of similarity across different product offers and thus focus attention primarily or even
exclusively on low price. It might be argued that in motor insurance this particular approach to value is dominant.
2. Value is everything I want from a service. This describes a purchasing scenario in
which price plays a far less significant role. Instead, customers attach importance
to the extent to which a good or service most closely satisfies their wants as well
as their needs. If value as low price concerns basic need satisfaction, value as everything I want is at the opposite end of the spectrum and concerns the satisfaction of
desires. By their very nature, desires are far more complex and multifaceted than
needs, and are far more personal and subject to customer idiosyncrasies. Private
banking is an example of an aspect of financial services where this concept of
value might be most relevant.
3. Value is the quality I get for the price I pay. This involves, in a sense, a combination
of the previous two approaches to value. It involves customers making a tradeoff between the range and quality of benefits they receive and the financial sacrifice they make. For example, when buying household contents insurance the
customer might want to ensure they have ‘new-for-old’ cover, and pay accordingly for it, but be unwilling to pay for comprehensive accidental damage cover
for carpets and upholstered furniture.
4. Value is what I get for what I give. This assesses value in a particularly quantitative
and measurable way. Under such circumstances, customers assess all of the benefits they receive in detail, as well as all of the elements of sacrifice they make. The
component of sacrifice comprise time and effort as well as money. For example,
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customers might decide that the additional time costs incurred in searching for
the single best mortgage deal are sufficiently high that they may actually reduce
the value associated with the ‘best’ product. Such consumers may perceive themselves to have obtained good value by obtaining acceptable product features with
little or no search costs and a reasonable price.
Zeithaml (1988) suggests that, looking at these somewhat different perspectives
on value, the most appropriate view of value is one which recognizes the trade-off
between benefits and costs, defined broadly as follows:
Perceived value is the consumer’s overall assessment of the utility of the
service based on perceptions of what is received and what is given.
Precise measurement of value is more problematic, and exactly how benefits and
costs combine to produce value is unclear (is it simply the difference between benefits and costs, or is it a ratio?). However, what is clear is that value can be increased
by either increasing the quality of what is offered or reducing the costs of consumption, or by a combination of the two. In both cases, it is important to recognize that
benefits and costs must be thought of in their broadest sense. For example, benefits
are not just functional, they are also emotional – a strong brand that inspires trust
and confidence in consumers (and thus reduces risk) can be an important benefit in
financial services, and may deliver higher value even in the presence of a price that
is high relative to the competition. Similarly, on the cost side, we should consider
not just price paid but other non-monetary costs of consumption – the increased
convenience that telephone banking offers to certain market segments is effectively
enhancing value by reducing the non-monetary costs of consumption.

16.2.2

Customer satisfaction

On the face of it, it might seem that customer satisfaction is a pretty straightforward
concept that readily lends itself to evaluation. However, upon further consideration
it can be appreciated as a complex and multifaceted concept that has attracted enormous attention from both the academic and practitioner communities, not least
because it is recognized as being of great significance to the well-being of individuals, firms and the economy as a whole. In its review for The Prime Minister’s Office
of Public Services Reform, MORI observes that it has been estimated that some
15 000 trade and academic articles were written on the subject in the two decades up
to the mid-1990s, offering a variety of different perspectives on the nature and
meaning of customer satisfaction. One of the most comprehensive reviews of the
nature of customer satisfaction was produced by Oliver (1997), who provided an
extended discussion of definitions, theoretical frameworks, and the antecedents and
consequences of customer satisfaction.
Satisfaction is generally recognized as a pleasurable outcome, ‘a desirable end
state of consumption or patronization’ (Oliver, 1997, p 10). Precise definitions of satisfaction vary, but common themes emphasize that it is a customer’s judgement of the
consumption experience formed through some kind of psychological process that
involves some form of comparison of what was expected with what was received.
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This does not preclude the possibility that interim judgements of satisfaction can be
made (i.e. part way through the consumption process), and also allows for the possibility that satisfaction judgements may be made after specific transactions or in
relation to an accumulated series of transactions. For example, a customer may form
a satisfaction judgement relating to a specific encounter with a financial adviser and
a satisfaction judgement relating to the overall relationship with that adviser.
Similarly, consumers may form satisfaction judgements about specific attributes of
a service (e.g. the responsiveness of staff, the amount of information provided,
branch opening hours, etc.) or about the service overall.
The term ‘fulfilment’ is commonly used in discussions of satisfaction. However,
there is a danger in interpreting such a term too narrowly – rather than thinking of
satisfaction as simply meeting basic customer requirements, there is an increasing
tendency to see satisfaction as being concerned with positive, pleasurable experiences. Some commentators go a stage further and suggest that marketers should go
beyond satisfaction and instead focus attention on ‘delighting’ customers (Berman,
2005). Satisfaction will involve a positive experience and the delivery of a service
that matches (or possibly exceeds) customer expectations; delight goes a stage further, delivering beyond expectations and generating a stronger emotional response.
What is evident in most discussions of satisfaction (or even delight) is that consumer judgements are made by comparing the service that is experienced against
some pre-existing standard. One of the commonest bases for comparison is that of
perceptions against expectations. This is commonly referred to as the Disconfirmation
Model of Satisfaction. In simple terms, when perceptions are less than expectations
the result is a negative disconfirmation, resulting in a negative evaluation and a lack
of satisfaction. Confirmation of expectations or a situation of positive disconfirmation (where performance exceeds expectations) will result in a positive evaluation,
usually satisfaction but perhaps also delight. There are clear similarities between
this perspective on customer satisfaction and the idea that service quality is derived
from the gap between expectations of what should be received and perceptions of
what is actually received. The key difference arises in the way in which expectations
are specified. In the case of service quality, the starting point for a comparison is
some notion of ‘ideal’ expectations (what I should get); in the case of customer satisfaction, the starting point is predicted expectations (what I will get). Expectations
provide only one comparison standard, although probably the most commonly
used. Other comparison standards that may be relevant in satisfaction judgements
include customer needs and a sense of what is fair/reasonable (equity theory).

16.3

Managing customer expectations

From the discussion so far, it is evident that quality, value and satisfaction are all
influenced by the customer’s expectations and perceptions in some form or another.
While perceptions are effectively a product of the service encounter and should be
managed by careful management of service delivery (as discussed in Chapter 15),
expectations (whether ideal or predicted) are formed in advance of experiencing the
service. As Berry and Parasuraman (1991) have shown, there is a variety of factors
that will affect customer expectations.
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The previous experience of the customer will be of importance in determining
expectations. Poor service experiences will tend to reduce expectations, while good
past experiences may raise them. However, previous experience may not necessarily relate directly to the exact product or service in question, but rather relate to analogous consumption experiences. Even when experiencing a service for the first
time, consumers may form expectations based on experiences elsewhere. Customers
visiting a financial adviser for the first time may draw on experiences with their
bank in forming expectations about the nature of the service they will receive and
the nature of interactions with the adviser. It is also the case that customers have
become accustomed to higher standards of quality, choice and convenience in certain areas of commerce and these create benchmarks for completely different product and service categories.
Third-party communication also impacts upon the formation of expectations.
This may arise from a number of sources, including word-of-mouth information
and impressions gleaned from family members, friends, acquaintances and work
colleagues. It also includes the views expressed by journalists and media commentators regarding the positive and negative aspects of a product, service or company.
Other forms of third-party communication might include evaluations carried out by
consumer interest organizations such as Which?. In January 2006, for example,
Which? achieved wide publicity for the research it carried out into home equity
release products and the resultant comments on their true costs and pitfalls. This
information will inevitably have impacted on the expectations of many customers
considering the purchase of such products. Similarly, stockbrokers and analysts produce reports on general industry sectors and the prospects for individual companies
that inform the expectations of the investment management community.
Zeithaml and Bitner (2003) draw attention to the idea of explicit and implicit
service communication as having a role to play in forming expectations. Explicit
service communication refers to the formal written and broadcast messages that a
company communicates regarding the nature of product and service quality and the
performance it provides. The danger here is that a company may make claims about
its products or services that it does not deliver in practice. There is a well-developed
research-based body of literature that demonstrates the ways in which consumers
punish companies that over-promise and under-deliver.
Implicit service communication refers to the range of subtle cues that organizations
put out about the nature of what they do and how they do it. Included in this
are the physical conditions and state of business premises. For example, an untidy
financial adviser’s office with poorly produced and displayed promotional material
could convey an impression of disorganization and amateurishness that may
impact negatively upon customer expectations. Conversely, the elegant marble
entrance halls associated with many traditional bank branches may enhance expectations relating to confidence, reliability, trustworthiness, etc.
The values and beliefs system of individual consumers will also have a bearing
upon their expectations for a given company. Clearly, these influences are highly
variable and subjective. A customer who attaches considerable importance to
social responsibility may have particularly high expectations of this aspect of a
financial service provider’s behaviour. Equally, an individual with a strong belief in
personal service will typically have high expectations of the nature of service provided to customers. Other individual-specific factors may also affect expectations.
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Expectations may vary according to temporary personal circumstances. For example, a consumer who has lost a credit card may have particularly high expectations
about speed of service because of the desire to get the card replaced. A customer
experiencing financial difficulties may have high expectations regarding the flexibility of loan repayments.
A financial services provider may believe that it offers a high-quality service to its
customers, and one that meets their needs at a competitive price. However, customer evaluations are the ultimate arbiter of quality, value and satisfaction. For this
reason, it is vital that organizations have in place a strategy for managing customer
expectations and perceptions. Ultimately, perceptions are managed through the
process of delivering the service to the customer, as explained in Chapter 15. The
management of expectations is equally important. The discussion of the gap model
drew attention to Gap 4 – the difference between what an organization promises
and what it delivers – and highlighted the importance of having a strategy to
manage customer expectations. Such a strategy should comprise the following
components:
1. Objectives. These define how the organization wants to be perceived by its various primary customer segments. This component is closely allied to the notion
of positioning, addressed in Chapter 9. It should not only specify aggregate levels
of perception for the customer experience as a whole, but also should break
it down according to a set of key performance indicators regarding benefits and
sacrifice.
2. Delivery. The expectations of customers should be reflected in product design
and performance. Equally, they should be factored into the service encounters
that customers will experience during the course of their relationship with the
provider. Particular attention should be devoted to service encounters that have
been described as ‘moments of truth’. Importantly, staff must be aware of the
required standards and of their personal role in delivering satisfaction on the one
hand, or dissatisfaction on the other. Similarly, expectations regarding sacrifice
need to be factored into pricing decisions, and systems and process development.
In the case of motor insurance, for example, some companies levy an additional
charge for taking a car on holiday to another country, whereas others do not.
Ensuring that consumers are clear about exactly what they can and cannot expect
from their policy, what is included and what incurs an extra charge, will help
to minimize any dissatisfaction that might arise as a consequence of perceived
poor value.
3. Recovery. As explained in Chapter 15, clear policies and procedures are required
to ensure effective recovery following a failure to deliver with regard to both benefits and sacrifice. Effective service recovery can result in the creation of customer
advocacy if handled well. Indeed, quality failures should be seen as valuable
opportunities to demonstrate empathy and responsiveness. All too often, poor
recovery policies and procedures (or indeed their complete absence) serve to
make a bad situation worse.
4. Communication. The provider must ensure that a programme is in place to communicate the actual levels of benefit that it is delivering to its customers. It is not
sufficient for a company to assume that customers have noticed that it is achieving a service standard above that which it initially promised. Similarly, customers
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may need to be told when a company is holding prices steady for an additional
year or giving them preferential treatment regarding the purchase of an additional
product.
5. Measurement. Processes are necessary that facilitate the tracking of perception
over time in order to identify positive or adverse trends. Ideally, the measurement
process should incorporate the means to gather perception data from a range of
sources, including: formal customer survey, complaints feedback, ad hoc customer
feedback, feedback from staff, and feedback from external sources such as the
media. The latter is important, given the capacity of the media to have a material
impact upon corporate reputations. Expectations regarding benefit delivery and
sacrifice should be established at the outset. Case study 17.2 (in Chapter 17) provides an example of a company that offers tailored solutions for measuring the
experience of customers during their interactions with an organization.
6. Feedback. The results of customer value and satisfaction measurement should be
fed back into relevant parts of the organization and, as appropriate, communicated to customers. One organization involved in business-to-business supply
within the financial services sector undertook a major satisfaction survey. On the
majority of key measures of service the company outperformed its three major
rivals, and on aggregate it was rated number one for service quality.
Unfortunately, a major opportunity was missed by the company’s unwillingness
to devote sufficient resources to communicating this powerful story to its customers.

16.4

The measurement of satisfaction

Most discussions of satisfaction measurement focus primarily on the measurement
of customer satisfaction because of its importance as a performance metric. However,
as the service profit chain shows, both employee satisfaction and customer satisfaction may be relevant as performance metrics, and both will be considered in this
section.

16.4.1

Customer satisfaction

So far in this chapter we have established that customer satisfaction is a multifaceted concept and far from one-dimensional. As such, individual managers must
form a view on the nature of satisfaction for their own organization with regard
to factors such as the need being fulfilled, the degree and variety of competition,
segment variations, and how the resultant data will be used.
As a rule, customer satisfaction is measured by the use of some form of quantitative survey. Owing to the nature of customer satisfaction and the use that is made
of its data, the survey is required to be statistically reliable and robust. For example,
its outputs may be used as the basis for major investment in time, money and systems resources in upgrading elements of service delivery. Managers responsible for
deciding upon and implementing such investments must only do so on the basis of
valid and reliable information. Thus, the sample size and structure of a customer
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satisfaction survey must be of a scale and scope that engenders the necessary
confidence.
The starting point for any customer satisfaction survey must be the identification
of relevant, business-orientated objectives that will produce clear, unambiguous
results. A useful starting point is deciding which business decisions need to be made
and require knowledge regarding customer satisfaction. In common with any data
capture and analysis exercise, there is no point in doing it unless it plays a role in
influencing a business decision. Thus, customer satisfaction should form an integral
part of senior management information flows. In this way it can influence a range
of decisions by answering questions such as:
●
●
●
●
●
●

What do we need to do to improve customer retention?
What do we need to do to get customers to place more business with us?
Which competitors pose the greater threat, and what do we need to do to counter
those threats?
What do we need to do to increase market share?
What opportunities are there to reduce operating costs without harming customer satisfaction?
What should form the basis of future competitive advantage?

The above six business questions are simply indicative of the range of issues
that customer satisfaction information can inform; there are many others besides.
Nevertheless, this illustrates the point that such information lies at the very core of
the big issues that determines sustainable organizational success. The implications
of this are clear: first, the conduct of effective customer satisfaction measurement is
non-negotiable; secondly, the highest level of management must actively engage
with the results of such surveys and be prepared to act upon them. Common failings are the absence of appropriate customer satisfaction measurement, or the lack
of visibility of its findings and ineffective follow-through.
Therefore, the objectives for a customer satisfaction survey (CSS) must be
grounded in the nature of the business decisions it will inform. The following list
gives an indication of the kind of objectives that might be informed by a CSS:
●
●
●
●
●
●
●
●

What do customers expect from the services we provide?
To what extent are customers’ expectations met by the services they receive from
us?
What level of satisfaction do our customers experience from the individual
components that comprise our service?
Which of our competitors do our customers also use for the provision of services,
and what levels of satisfaction do they express for each competitor?
How do levels of customer satisfaction with our services compare with those of
our rivals?
How do customers rate the value for money they receive from our services
compared with our competitors?
Which elements of our service do we need to improve in order to achieve higher
levels of customer satisfaction?
Which aspects of our services do customers gain little value from and consider to
be of little relevance to their experience as customers?

344
●
●
●

Financial Services Marketing

How does satisfaction vary by customer segment?
How have customer expectations changed since we last surveyed their perceptions?
How are customers’ perceptions of our service quality trending over time?

The final point is interesting in that it introduces the concept of trends over time.
The CSS has a major role to play in the identification of performance-related trends
that have important consequences for the organization. For this reason it is
important that, at the outset of a CSS programme, a view is taken regarding variables the organization wishes to track over the long term. Thus, such variables will
be clearly addressed by the initial study in order to establish benchmarks.
Additionally, subsequent surveys should be designed to ensure that wording is
entirely consistent, to ensure that any resulting trend data can be relied upon. In a
similar vein, it is important that the sample frame used over time is consistent with
its predecessors.
Once an organization has some clarity regarding the purpose and objectives it
requires from a CSS, it must then consider the process and methodology deemed
most appropriate. A basic question concerns whether the survey should be conducted using in-house resources or be subcontracted to experienced agents such as
SPSS in the USA or MORI in the UK. Using a specialist agency is usually the best
option, owing to the expertise it possesses in questionnaire design, data capture,
data analysis, interpretation and presentation. Furthermore, such agencies introduce a necessary degree of independence and detachment. Most such agencies also
conduct staff satisfaction surveys (which really should be conducted on an independent basis), and there is a strong logic to combining both forms of survey within
the same external agency. A note of caution is warranted. As with the use of all external agencies, the involvement of a specialist CSS supplier should always be subject
to the development of a written brief. The writing of such a brief becomes relatively
straightforward once there is clarity regarding objectives.
The in-house option may be the viable option where the customer base is relatively small. This might apply in certain parts of the B2B domain, such as where a
provider of company pension schemes wishes to assess levels of satisfaction among
its large corporate clients. Indeed, in such circumstances it may be desirable to
measure satisfaction levels for all customers, given the higher proportion of business accounted for by each corporate client. Although the logistical and analytical
aspects of such CSS activities may be of a scale that would allow the survey to be
conducted on an in-house basis, the need for independence and impartiality argues
in favour of outsourcing to a specialist agency. For those organizations wishing to
consider the in-house option, packages are available that can be used in a wide
range of circumstances, including high-volume consumer markets. For example, in
the USA, AT&T has developed Business Builder as a do-it-yourself package that can
be available from under $500.
Whether conducted on an in-house basis or via outsourcing, a written brief is
essential. In addition to specifying objectives, it should address issues such as:
●

which individual issues it requires data on, such as the specific aspects of service
it wishes to investigate (the nine components of service quality proposed by
Brady and Cronin (2002) might form the basis for this)
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which categorizations of the customers it wishes to use as a basis for cuts of the
data, such as specific; segments; length of customer relationship; whether light,
moderate or heavy users of the service; image of certain competitors, etc.
demographic classification criteria – for example, age, gender, occupation,
income, geographical location
the format of the presentation of results
the timescale and costs.

Once these issues have been fully resolved, the most appropriate methodology
can be considered. Data can be captured in a variety of ways, most commonly by
postal questionnaire, telephone interview or, in recent times, via the Internet. Faceto-face interviewing is often encountered with regard to high-value B2B situations
which may involve discussions with a number of people comprising the decisionmaking unit (DMU) and user community. Each of these four principal methods of
data capture has its respective advantages and drawbacks, and must be considered
in the light of the requirements specified in the brief. For example, the telephone
allows the researcher to speak directly with the customer and respond to any issues
of ambiguity that might arise. However, it is best limited to calls of no longer than
10 minutes as a rule, and can present some problems regarding the use of certain
rating scales. Written surveys administered by the post can permit a greater array of
issues to be investigated. It can also allow certain forms of visual stimuli to be used,
as well as relatively complex rating scales. However, it can result in low response
rates and skewed respondent profiles. The Internet offers much of the functionality
of the postal questionnaire but is low-cost and lends itself to speedy, flexible and
cost-effective data analysis. User group bias may be an issue, particularly in parts of
the world or among segments where usage of the Internet is patchy.
Whichever method of data capture is preferred, it is strongly recommended that
an initial pilot study be carried out. The scope of the pilot study should be such that
it not only tests the appropriateness of the means of data capture and the nature
of the individual questions themselves, but should also test the format of results
presentation. Leading on from the final point should be a simulation of the likely
outputs. This will enable the organization to judge the extent to which the survey,
as proposed, will inform the objectives. As a result of the pilot study, reconsideration may be made of the means of data capture wording of individual questions or,
indeed, the number and nature of questions included. In this way, there is a much
greater likelihood that the CSS will achieve its objectives.
A high degree of rigour is necessary when carrying out CSS activities, as it is by
no means uncommon for research exercises of this nature to be subject to scope
creep and redirection of emphasis in the absence of due rigour and control.
As a final point, the results of customer satisfaction surveys should not only be
communicated extensively among the organization’s own staff; consideration should
also be given to communicating the results back to customers. This is especially
important in the B2B context, which often involves face-to-face interviews with
client staff. In such circumstances there is usually a strong presumption that such
individuals will receive feedback on the survey in consideration of the time they
have contributed to the actual survey.
A customer group that requires particular consideration in the context of
financial services is that of intermediaries and brokers. In many areas of financial
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services – mortgages and pensions, for example – brokers are of fundamental
importance, and the satisfaction they gain from supplier relationships and service
must be assessed.

16.4.2

Employee satisfaction

A complementary activity to customer satisfaction measurement is that of the
assessment of staff satisfaction. In the same way that the acquisition and retention
of customers is important to an organization, so too is the hiring and retention
of high-quality staff. Thus, staff satisfaction surveys can yield valuable insights
that can assist in the development of staff attraction and retention policies and practices. Given the importance of staff morale and motivation to the provision of
good-quality service, it is important that a company possesses a solid knowledge of
staff feelings and perceptions.
As with customer surveys, staff surveys should be subject to due rigour with
regard to their planning and execution. This means that objectives need to be clearly
articulated, data sets specified and classification categories defined. It is particularly
important to incorporate questions regarding aspects of customer service into staff
surveys. For example, staff should be asked what they believe to be the appropriate
expectations of customers with regard to the role that they and their department
perform.
A common belief surrounding the use of staff surveys is that senior management
will not act upon them. Indeed, far from facilitating better staff morale and motivation, badly executed staff surveys that are poorly communicated can do more harm
than good. One company made the results of a staff survey available on its intranet
for a period of 1 week and then it was forgotten about. Worryingly, the perception
of middle-ranking and junior staff was that senior management appeared to have
treated it as a cynical exercise of ‘going through the motions’.
Nationwide Building Society represents an example of extremely good practice
when it comes to assessing, communicating and acting upon its staff satisfaction
survey, as shown in Case study 16.1.

Case study 16.1

Satisfaction surveys at Nationwide Building Society

Nationwide Building Society has been conducting an employee opinion survey
called ViewPoint since 1993. The catalyst for its introduction was the merger
of Nationwide and Anglia Building Societies – two organizations with different
cultures, processes and business systems. A number of years after this merger
had taken place, an increasing unease and uncertainty amongst employees
about its success was perceived. In addition, the UK PFS business climate
was becoming increasingly competitive, with deregulation allowing banks
and insurance companies to compete with building societies for mortgage and
savings business, leading to further uncertainty.
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Satisfaction surveys at Nationwide Building

The objective was (and still is) to give employees a platform from which they
can have their say about various aspects of their work, working environment
and the manner in which they are led, managed and developed. In summary,
where they think Nationwide is doing well and what they believe the Society
could do better. Asking for opinions, however, is one thing but it is vital that in
addition to listening, companies act (and are seen to be acting) on the issues
raised in the survey. Failure to do so will lead to cynicism and apathy towards
the surveying process.
Nationwide’s ViewPoint survey is conducted annually in April by ORC
International, an external consultancy. Using ORCI enables Nationwide to
remain impartial and the data confidential. The survey was paper-based until
2004, when it was made available via the Society’s intranet with a paper-based
option retained. Time is allocated during the working day for completion.
The survey comprises three parts:
1. Employee demographics, including job type, location, age, gender, ethnicity,
sexual orientation, religion, etc.
2. A variety of work-based questions (104 in all) based on a five-point Likert scale
3. A small number of open questions about working at Nationwide, with a
free-form response box to allow comments to be made by employees.
In 2005, 91 per cent of employees (approx 14 000) completed the survey.
The 104 work-based questions are grouped into a number of different themes or
indices, including employee satisfaction, pay and benefits, leadership and group
image, training and development, and employee and customer commitment.
The results are collated by ORCI and reports are produced at Group, divisional, departmental and team levels for distribution to managers across the
business. To retain anonymity and confidentiality, no reports are issued with less
than six responses. The reports include peer and external benchmarking data,
and a comparison to the previous year’s results.
On receipt of the reports, local managers will normally organize team meetings to disseminate the results and form action plans to look into poor scoring
themes or themes showing a decline in results.
At a company level, the results are made available through different media,
including an intranet site and an in-house magazine.
Some of the 2005 results were as follows.
Factor

Favourable response

Employee satisfaction
Employee commitment
Employer of integrity
Satisfaction with work–life balance

77%
83%
87%
78%
Continued
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Using ORCI enables external benchmarking on a number of questions
with other financial services providers and other industries. Generally,
Nationwide benchmarks very favourably. When compared with other financial services organizations, out of the 41 benchmarked questions Nationwide
came top – 11 question scores were the highest, 13 were second, and six were
third.
The survey itself has changed very little over the last 3 years, and there are a
large number of questions that have been there from the beginning. This gives
the survey great power as over time trends can be established in the data that
allow progress or regression to be seen. Similarly, it enables the impact of certain
initiatives to be seen.
Nationwide take the results of the survey one step further than most and
links the data to their customer and business performance data. This research
(Project Genome) has led to the model shown in Figure 16.1.
The links between committed employees, committed customers and better
business performance have been established. The data for satisfaction with pay,
coaching, values and committed people all come from ViewPoint.
Through the model we can say that a 3 per cent shift in employees ‘values’
results in customer commitment increasing by 1 per cent, bringing in an
increased net present value of £6.5 million in mortgage sales. The model allows
line-of-sight from employee behaviours through customer behaviours to the
bottom line. Consequently, the employee opinion survey can be used as an early
warning system to future business performance.

Pay

Member
involvement

Retention
Length of
service

Coaching

Committed
People

Committed
Members

Business
Results

Resource
management
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Customer
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Customer
orientation;
Productivity
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Figure 16.1 Nationwide’s Genome model.
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It is valuable to exercise a degree of caution regarding employee opinion
surveys as they measure employee’s perceptions. These perceptions may be
well-rooted or transient, and may depend on what side of the bed the employee
got out of that morning. The timing of the survey is also very important, as
conducting one during a redundancy period, for example, is highly likely to
skew results. One other point to consider is the ‘say–do’ paradox. Employees
will not necessarily take the course of action they say they will in the survey.
A high response rate and data over time will overcome most of these potential
problem areas.
To have been named as the Sunday Times ‘Best Big Company to Work For’
in 2005, voted for by employees, is a pretty good indication that Nationwide has
come a long way since the unease of the early 1990s. Listening to and acting on
employees’ feedback has been critical to that success.
Source: Stuart Bernau, Commercial & Communications Director,
Nationwide Building Society.

16.5

Treating customers fairly

Central to the concept of satisfaction is that customers feel that they have been
treated fairly. Indeed, there is a close connection between the notion of fairness and
trust, in that people display a willingness to trust individuals and organizations that
they consider to act in ways that are fair. The corollary to this is that resentment and
mistrust are the consequences of customers being exposed to what they consider to
be unfair practices. Set within the context of managing ongoing customer relationships, it is imperative that organizations endeavour to build trust through being
seen to act fairly. To quote from Berry and Parasuraman (1991):
trust requires fair play. Few customers wish to build and continue a relationship
with a firm they perceive to be unfair.
The concept of fairness is assuming growing significance in a range of contexts
throughout the world. For example, fair-trade products have become a feature of
the market for fruit and vegetables and packaged food and drink products on a
global basis. In essence, fairness has to do more with adherence to the spirit of
what is the right thing to do rather than conformance with the letter of the law.
In an environment characterized by fairness, organizations must increasingly strive
to avoid hiding behind punitive and unfair contractual terms. The Office of Fair
Trading in the UK was established with the goal of making markets work well for
consumers. It sets out to make sure that consumers have as much choice as possible
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across all the different sectors of the marketplace. According to the OFT, when
consumers have choice they have genuine and enduring power. To quote from its
website:
As an independent professional organization, the OFT plays a leading role
in promoting and protecting consumer interests throughout the UK, while
ensuring that businesses are fair and competitive. Our tools to carry out this
work are the powers granted to the OFT under consumer and competition
legislation.
It carries out the following activities in pursuit of its goal:
●
●
●

enforcement of competition and consumer protection rules
market studies into how markets are working
communication to explain and improve awareness and understanding.

Fairness has also established itself firmly as part of the agenda of the Financial
Services Authority (FSA). Indeed this is nothing new, as the requirement to treat
customers fairly is clearly laid out in Principle 6 of its Principles for Business, which
states:
A firm must pay due regard to the interests of its customers and treat them
fairly.
It began to address the issue of fairness in earnest in 2001, with the publication of
Treating Customers Fairly After the Point of Sale and its reinforcement through a series
of presentations, along with various formal dialogues and consultations with the
industry. Lying behind this initiative are the FSA’s concerns that rules-focused regulation and market forces have so far failed to safeguard consumers from being
treated unfairly. Writing in its commentary on the FSA’s TCF initiative, Kirk and
Middleton (2004) point out that:
Due to low levels of financial capability and the complexity of financial services
products, customers are often unable to assess effectively where they are being
treated unfairly, and cannot exercise sufficient power to penalize firms who
treat their customers unfairly.
In common with the OFT, the FSA does not propose a definition of what
constitutes fairness, nor does it set out to present a firm set of rules. Rather, it
chooses to address the issue of fairness through its promulgation via a principlesbased approach. Senior management are expected to define and interpret what
fairness means within the context of their own organization. It is for senior management to decide how fairness should manifest itself in terms of strategy, culture and
operations. Moreover, mere compliance with the requirements of the FSA’s rulebook
will not be sufficient to demonstrate that an organization is treating its customers
fairly.
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Figure 16.2 Embedding the TCF principle across an organization’s activity.

The FSA has advised the organizations it authorizes that the TCF principle should
be embedded in all parts of the organization and at all levels. As an aid to appreciating fully the scope and extent of TCF, the FSA has devised the conceptual scheme
shown in Figure 16.2.
In practical terms, TCF should be considered in situations such as:
1. Product design. Many firms make use of consumer research in designing new
products, but they need to ensure that this is used in the correct way.
2. Remuneration. There are areas where salespeople may create risks to TCF, if not
appropriately managed or incentivized.
3. Complaints management. The quality of work to investigate and assess complaints
varies widely from firm to firm.
As part of its TCF programme, the FSA has conducted consumer research which
has elicited the following definitions of fairness:
●
●
●
●
●
●

Give customers what they paid for
Do not take advantage of customers
Offer customers the best product you can
Exhibit clarity in all customer dealings
Do your best to resolve mistakes as quickly as possible
Show flexibility, empathy and consideration in customer dealings.
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Rather than viewing this as yet another imposition that will add to the burden of
overhead costs, the FSA is of the opinion that the industry will ultimately benefit
from embracing TCF, in the form of:
●
●
●
●

more repeat business
greater confidence in the industry
fewer rules
fewer complaints upheld by the Financial Ombudsman Service.

A recent life insurance customer experience management survey and set of discussions with 50 companies, led by Mulberry House Consulting, has shown that
there is wide disparity in the progress life insurance companies are making with
TCF. In most areas, respondents had recognized what needs to be achieved in their
own organization and had plans in place, but the research suggested that progress
was often at an early stage or limited in consistency and scope. According to the
Mulberry House research, the majority of companies that had progressed with TCF
implementation claimed also to be seeing business benefits (sometimes including
improved retention and cross-selling), but few had formal measures in place to track
progress and target process improvements.
It seems that most companies have identified the need for a more structured programme for addressing TCF but are often struggling to put this into place. The
Mulberry House survey showed clearly that, as the FSA would expect, in most companies the CEO is the major sponsor of TCF. However, the internal champions are
often next-level directors, which immediately separates efforts by business silo.
Separation of internal structures and customer management processes typically
work against the provision of a seamless and consistent customer experience.
Although plans are usually in place, the Mulberry House study suggests there is
much still to be achieved to ensure TCF is deployed consistently across all aspects
of participating organizations.
As at the time of writing, Ernst & Young are exhorting companies to respond to
the requirements of TCF most appropriately by:
●
●
●
●

conducting a systematic review of strategy and operations
identifying possible areas of vulnerability
providing detailed documentation of policies and procedures supporting TCF
having plans to build TCF into business-as-usual.

This is wise advice given that the FSA intends to incorporate an assessment of
firms’ effectiveness and ability to show that they treat customers fairly in their
member appraisal process, called ARROW. It will issue further guidance on the subject in 2006, and continue to publish examples of good and bad practice. Again,
Ernst & Young has proposed a useful battery of questions that senior management
would do well to consider when determining their approach to TCF, and these are
presented in Box 16.1.
Whichever country the reader resides in, it is likely that some form of TCF initiative will arise, if indeed it has not already done so. Regulators aside, it is axiomatic
of good marketing strategy and execution that fairness is firmly embedded as a core
principle.
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‘From board room to boiler room’

From our experience, many firms are likely to be surprised by the wide range
of interventions that may be required to ensure they can satisfy the FSA’s expectations; from business strategy and high-level decision-making through to
training of frontline staff and revision of remuneration and incentive systems.
Senior management should be able to answer key questions demonstrating
how they meet their TCF obligations. There is no right or wrong answer to any
question, and the responses should be driven from consideration of the impact
TCF may have on the overall business strategy and how it operates. Without
boundaries and guidance set at a strategic level, ad hoc decision-making at an
operational level risks not treating customers fairly (or, conversely, in trying to
treat customers fairly, ending up treating shareholders unfairly).
Some questions management may want to consider include:
What does fairness mean in terms of your target customers, products and
service promise, and what are the key fairness principles that will guide
action within your business?
● How do you balance the objective of increasing sales and profit with the
requirement to treat customers fairly?
● How do you ensure you have a full understanding of your target market,
considering customers’ financial needs and capability?
● What steps do you take to assess the risks to customers in a product during
the product development process and throughout a product’s lifecycle?
● What steps do you take to ensure marketing materials are understandable
and understood, and that they provide a clear and balanced assessment of
the risks, charges and penalties of the product, as well as the benefits?
● How do remuneration strategies encourage sales and marketing people to
treat customers fairly?
● What steps do you take to check the customer understands and can afford the
product being offered?
● How do you ensure charges are always transparent and understood?
● What steps do you take to keep customers informed about changes in the
wider environment that may affect their product after the point of sale?
● What barriers do you have that may make it difficult or expensive for
customers to exit or switch their products or suppliers?
● What steps have you taken to ensure your complaints handling process is
easy for customers to follow and that it ensures each complaint is treated
fairly?
● What is your process for ensuring you identify and tackle the root causes of
complaints to prevent them re-occurring?
● What management information is available to senior management to track
how fairly customers are treated, and how is this information used?
●

Source: Kirk and Middleton (2004).
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16.6

Summary and conclusions

Central to the marketing concept is the idea that an organization can enhance its
overall performance by taking a customer-orientated view of its business and focusing on the delivery of customer satisfaction. This general idea is encapsulated in the
concept of the service profit chain. Satisfaction and value are both seen as being
important evaluations of the service experience and as determinants of customer
retention and loyalty. Satisfaction is concerned with the extent to which a service is
able to deliver against customer expectations, while value is concerned with the
range of benefits offered by the service relative to its associated costs. As with
service quality, consumer evaluations of satisfaction and value play a major role in
the development of relationships with financial services providers. Customer dissatisfaction and/or poor value are potential reasons for terminating any financial
services relationship.
Careful measurement of satisfaction is an important element of any relationship
marketing/CRM programme. Indeed, in some of the best examples, the measurement of customer satisfaction will be accompanied by the measurement of
employee satisfaction, as the latter can serve as an important determinant of the
former. While there is a variety of approaches available to measuring satisfaction,
there are many benefits to be gained by the use of an external and independent
agency for data collection and analysis. However, the value of such exercises is crucially dependent on the organization’s willingness to use the information that is
generated. Simply undertaking customer and employee satisfaction surveys without a serious commitment to act upon their results will be of little value in managing customer relationships.
In financial services in particular, the management of customer relationships is
increasingly focusing attention on the concept of fairness and the need to treat
customers fairly. Although such initiatives have been prompted by regulatory
bodies and are probably most developed in the UK, it seems likely that the fairness
agenda will increasingly become part of good relationship management across the
financial services sector world-wide.

Review questions
1. Why should financial services organizations be concerned about delivering customer satisfaction?
2. What is customer satisfaction, and how does it differ from service quality and
value?
3. What role do expectations play in relation to customer satisfaction? How should
organizations seek to manage customer expectations?
4. What are the key steps in developing an effective consumer satisfaction survey?
5. Why is fairness so important in the marketing of financial services? In which
areas of marketing is treating customers fairly of greatest significance?

17
Customer relationship
management in practice

Learning objectives
By the end of this chapter you will be able to:
● appreciate how elements of the marketing mix need to be modified when
used as part of a customer development strategy
● appreciate the importance of integrating the marketing mix associated with
customer acquisition and development
● understand how to evaluate the contribution made by marketing to an
organization
● understand marketing’s wider contribution within the contexts of corporate
social responsibility and sustainability.

17.1

Introduction

The appreciation of marketing’s role in managing continuing customer relationships requires a quantitatively different approach to the use of the marketing mix
than applies where customer acquisition is the primary purpose of marketing. It is
interesting to note how much of the language used in connection with acquiring
customers appears somewhat militaristic. Terms such as strategies, campaigns, targets, tactics and marketing armoury all seem to somehow resonate with a notion
that marketing is concerned with a heroic battle to win customers. As commented
upon earlier, objection-handling forms an important element of sales training and is
symptomatic of an adversarial, if not confrontational, mind set. Hopefully, it has
been firmly established that to see marketing just in terms of the single-minded pursuit of new customers deserves to be consigned to the history of the marketing of
financial services.
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By way of contrast, the discourse regarding marketing’s role in customer development has attached itself to the language of social science and anthropology.
Words such as relationships, communities, dialogue, intimacy and advocate are
commonly encountered in the context of the use of marketing to retain and develop
customers following the point of acquisition. This change of emphasis has implications for the ways in which individual components of the marketing mix are used.
Importantly, it has implications for the cultural context within which marketing
activities reside. The coercive customer-acquisition based model of marketing often
seemed to coincide with organizational cultures that were typified as being macho,
male-orientated and somewhat cynical. In such cultures, the rewards and recognition systems were overly biased in favour of new business key performance indicators, such as number of new policies (not customers) issued, value of new
premiums, new loan cases proposed, and value of loans approved.
The existence of the customer funnel has meant that a numbers game based upon
new customer acquisition was the dominant business model for many organizations.
Such a cultural backdrop resulted in practices that over-rewarded elements
within the distribution channels, under-rewarded staff involved in serving the dayto-day needs of customers, and delivered poor value to customers. Sales organizations often wielded undue power and influence, and this rendered organizations
vulnerable to a range of risks and dangers. Poor-quality business, bad debts, missold products and a number of often unforeseen risks have resulted from organizations where cultures were too acquisition-based.
With the emphasis firmly placed upon the maintenance of long-term customer
relationships and the engendering of advocacy, the culture and the marketing mix
must interact to reinforce each other. The remainder of this chapter considers the
implications of marketing’s role in keeping customers in terms of the use of the individual elements of the marketing mix. Additionally, it devotes some attention to
matters concerning the implementation of marketing principles and practices and
how their success might be evaluated. Finally, it considers marketing’s role in the
discharging of an organization’s corporate social responsibility and how marketing
can contribute to the sustainability agenda which is assuming ever more significance.

17.2

People and culture

When the emphasis of marketing becomes orientated more toward the retention
and development of customer relationships, the culture must adapt accordingly.
For example, there has to be a recognition that responsibility for determining the
experience of customers belongs to almost the entire organization. It is no longer
appropriate for sales organizations to wield undue power. In the past this has led to
abuses which have caused detriment to those involved in administering customer
services. However, in the customer-orientated culture of the present and future,
administration staff see themselves as shouldering major responsibility for delivering customer satisfaction. Through their interactions with customers they can
provide valuable feedback to improve elements of service procedures and systems,
and even product design. Those involved in the IT function must perceive that
they are empowered to use their knowledge, skills and resources to improve
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customer satisfaction. Similarly, people involved in, say, procurement can play a
valuable role in improving the quality of bought-in products and services such that
the organization operates more efficiently for the benefit of customers. Such benefits may arise because of improved functionality for customers or, possibly, by
reducing costs and thereby making price reductions possible.
What is indicated is the necessity for all staff to appreciate the ways in which what
they do, and how they do it, impacts upon customer perceptions. In the ideal world,
all members of staff will see themselves as being, to some extent, customer-facing.
Businesses that are based upon the maintenance of long-term customer relationships, as opposed to essentially the one-off sale, see the people element of the mix as
representing a primary, if not the primary, determinant of customer satisfaction and
advocacy. It is interesting to note evidence that the Yorkshire Building Society has
identified regarding the importance of experienced staff in enhancing levels of customer satisfaction. The Society has conducted extensive research into the factors that
appear to be causally and independently associated with high levels of customer
satisfaction and hard-nosed commercial performance. The analysis suggests that
such a causal relationship is in evidence in branches that have relatively low staff
turnover and a high average length of services. Staff in such branches display relatively high levels of commitment to the organization, and this is reflected in relatively superior business results across a balanced scorecard of key performance
indicators. Although not independently verified, such a finding is indicative of the
importance of continuity of staff/customer interaction in the maintenance of mutually beneficial long-term relationships.

17.3

Product considerations

Of paramount importance is that a product should be fit for purpose. This means
that care should be taken to ensure that the features that comprise, and functionality that applies, to a product should be clearly identified at the point of purchase
and be well-evidenced for the lifetime of the product.
Owing to the particular characteristics of financial services products as outlined
in Chapter 3, care has to be taken to ensure that products are presented in as transparent a way as possible. In the absence of sufficient transparency, customers may
unwittingly buy a product that is suitable for their needs or personal circumstances.
Regulators often lay down quite prescriptive requirements with regard to the disclosure of product features at the point-of-sale. However, responsible marketing
should not depend solely on the regulator; it is up to the individual product
provider to ensure that products are presented in a suitably transparent manner. It
is relatively straightforward to carry out a study to establish the degree to which
consumers understand the product features as presented in promotional and pointof-sale material. Such basic research could obviate costly administration queries,
complaints handling and, potentially, compensation for mis-sold or misrepresented
products. Leading on from transparency at the point of initial sale is the requirement
to ensure that the provider is able to deliver the features and functionality that
it promises. In the past, it was commonplace for new products to be launched
even though the systems and administrative infrastructure to deal with a range of
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customer requirements during the lifetime of the product had not been put in place.
The euphemism for these unresolved processes is ‘deferred features’, and their
prevalence was the price that had to be paid for launching new products within an
unrealistically short timescale. There have been examples in which around 50 per
cent of total IT development resource has been devoted to resolving deferred features. An example of such a deferred feature could be the ability to handle, say, a
switch from one fund into another fund in the case of a unit-linked whole-of-life
policy or a personal pension. Deferred features create a range of difficulties for an
organization, and can be a major contributory factor in the lessening of respect for
and credibility of a marketing department. The IT systems development staff find
involvement in deferred features a source of frustration. Administration staff find
themselves having to devise various manual work-arounds while they wait for the
outstanding systems support to be made available. Such a scenario can typically
occur in organizations that are overly orientated in favour of new business to the
detriment of the long-term interest of customers. Indeed, in the long term the interest of customers aligns with the commercial interest of the company itself. Again,
there are cultural implications that can be readily imagined.
Thus, product development should be organized such that what is promised at the
time of initial purchase can be fully supported from the launch date of the product.
A further consideration regarding product is that product design should seek to
provide sufficient flexibility to cope with reasonable changes in a customer’s circumstances during the anticipated lifetime of the product. There are certain changes
which might reasonably be expected to occur with regard to most financial services.
Therefore, the ability to respond appropriately to changing circumstances is an
important aspect of most financial products, certainly those with a duration of more
than 12 months. The lack of sufficient product flexibility results in poor persistency
and poor product profitability. It can act greatly against the customer’s interests
where penalty charges are applied to products that lapse in their early stages.
Clearly, a judgement has to be made regarding the costs associated with proving
flexibility for the duration of a long-term product. However, the failure to do so,
within reason, may result in much higher costs to the organization.

17.4

Pricing and value

Care must be taken to ensure that price is managed in such a way as to safeguard a
long-term, mutually beneficial relationship. There is little point in attracting new
customers with a price that is so low as to be commercially unsustainable. Equally,
the practice of acquiring customers with an attractive price tag only subsequently to
introduce a substantial price rise is a cynical practice that can endanger long-term
relationships. Nationwide Building Society has a policy of behaving in an evenhanded fashion in respect of its pricing policy to new and existing members. In Case
study 12.1 we saw how Nationwide approaches what is a significant philosophical
issue regarding this somewhat controversial matter, and readers are advised to refer
back to it.
A pricing policy that is geared towards customer retention and development
has to address the respective merits of long-term customer value over short-term
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product profitability. This emphasizes the need to model long-term customer value
and evolve a pricing policy that achieves a balance between such value and the
short-term profit requirements of the company. This makes it all the more important
that a company’s systems architecture is able to provide a holistic view of an individual customer’s relationship with the company. By joining up all of the customer’s product holdings, the company can identify opportunities to add value to
the customer through special pricing arrangements. This is consistent with the
model for retention proposed by Bittner and Zeithaml regarding what they term
‘financial bonds’, discussed in Chapter 14.
Such a finely-tuned, customer-based (as opposed to a policy-or account-based)
system also permits effective new product pricing initiatives to take place. For
example, Fidelity was promoting a reduction in the initial charge on three of its
funds from 3.25 per cent to 0.5 per cent for existing customers in January 2006 who
choose to transact their business on-line. By way of contrast, at the same time M&G
Securities Ltd announced the introduction of what it terms the ‘X’ Share Class on its
PEP and ISA products. The ‘X’ Share Class allows the customer to invest at no initial charge, but with a diminishing exit fee, during the first 5 years. M&G points out
that such a pricing policy is consistent with its belief that equity investment should
be for the medium to long term, and typically for a minimum of 5 years. However,
the company additionally offers the choice of investing in the ‘A’ Share Class,
whereby there is no exit fee payable but, depending upon the fund chosen, there is
usually an initial charge. CRM-based marketing places heavy emphasis upon crossselling and up-selling to existing customers, and well-designed use of pricing policies can play a key role in its success.

17.5

Advertising and promotion

A particular feature of marketing in the context of existing customer development
has been the usage of promotional campaigns and programmes aimed specifically
at such individuals. At a very basic level it is obviously important that consistency
is achieved between what is said and presented during the acquisition process, and
that which is said and presented during the lifetime of the customer lifecycle. This
is, at least in part, to do with the issue of expectations, discussed in Chapter 15.
Advertising and promotional devices have a major role to play in activities such as
customer retention, up-selling, cross-selling and advocacy development. Much of
what was presented in Chapter 11 regarding communication and promotion applies
in the context of marketing to existing customers. However, once an individual
becomes a customer there is a presumption that the provider company really does have
in-depth, detailed knowledge about that customer, and that the customer’s needs can
be addressed on a highly personalized basis. To refer back to the concept of zones of
tolerance (see Chapter 15), customers exhibit a relatively narrow zone of tolerance
with regard to the communications they receive. They expect a high degree of relevance, customer knowledge and accuracy. Crucially, there is a presumption that
their custom is valued and that the relationship is appreciated and respected.
In contrast to the acquisition of new customers, direct-response type forms of communication are significantly more important when marketing to existing customers.
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Largely, this is because of the availability of detailed customer data that allows messages and propositions to be targeted on an individual basis with great precision.
Therefore, competencies in direct mail, telemarketing and the Internet are especially
important when using the marketing mix for existing customers. We saw in the previous section how companies such as M&G and Fidelity make extensive use of
direct mail as a means of promoting special offers to existing customers.
One of the most significant developments in recent years has been that of loyalty
programmes. Unlike one-off ad hoc mail-shots and campaigns, the loyalty programme aims to engender the achievement of long-term customer base goals
through the use of the marketing mix. Such goals are typically based upon providing long-term value for money to the customer. Amongst the goals that apply to
such programmes are:
●
●
●
●

customer retention
customer advocacy
increased share of customer wallet
competitive advantage.

In the context of current customers, communication has an important role to play
in providing reassurance that the relationship is in the customer’s best interests.
This relates to the concept of cognitive dissonance. Cognitive dissonance concerns
the feelings of anxiety that are frequently associated with important decisions. Wellchosen and carefully executed messages can aim to reassure customers that they are
exercising sound judgement in maintaining a relationship with the provider company. This has become especially significant in the field of financial services in marketplaces that are close to (or at) saturation point. Such marketplaces result in
customer acquisition strategies that blatantly seek to achieve defections from competitors. Clear evidence of this is to be seen in sectors such as the gas and electricity
market and telecommunication arenas, where defection-based strategies are commonplace. The use of marketing communications programmes to reassure customers of the wisdom of declining the overtures of competitors and maintaining an
existing relationship can work effectively in conjunction with the customer retention
model of Bitner and Zeithaml referred to in Chapter 14. Again, the availability of a
great deal of information about individual customers lends itself to highly focused,
well-targeted customer communication. This may involve media such as direct
mail, the Internet or call-centres. Financial services have to give careful consideration to this aspect of the use of communication, given the long-term nature of many
of its products and the significance of life-time customer value in determining the
profitability of individual companies.

17.6

Distribution and access

In the context of customer development, there are many linkages between people and
place. Take the case of the bank branch; its role is far more significant as a distribution point for existing customers than as a means of securing new customers.
Indeed, it is interesting to note the case of Barclays, whereby its process of opening
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current accounts for new customers requires the customer to arrange an appointment with what it terms a personal banker. Cashiers are not empowered to open new
accounts, unlike at NatWest, HSBC and Lloyds TSB, where counter staff are permitted to open new customer accounts.
The branch is the most visible and potent manifestation of the bank for most of its
personal customers. Thus, the way in which it transacts the requirements of customers has a profound influence upon customer perceptions. Indeed, the branch is,
arguably, the most powerful means a bank or building society has for increasing
customer value by soliciting for product cross-sell and up-sell. In this way, branchbased distribution has a powerful selling resource that is not available to its nonbranch-based, remote rivals. Of course, this capability comes at a cost, and such
organizations are continually evaluating the value-added of individual branches
and adjusting their portfolios of branch outlets.
The role played by branch staff is crucial in satisfying the needs of customers
whilst reconciling this with the needs of the bank itself. This calls for skill and diplomacy in striking the right balance between providing services associated with a
product currently held and endeavouring to introduce the possibility of the customer buying an additional product. For example, a customer may call in at her
branch to pay a bill and the cashier notice that the customer maintains a significant
credit balance. This might indicate an opportunity to sell, say, an investment product of some kind. Skill and sensitivity are needed to introduce this possible crosssell opportunity, such that the customer does not feel that she is somehow being
taken advantage of. To a considerable extent, the answer lies in adopting an
approach that is customer-centric and will demonstrably provide value for her. It is
also important to ensure that such branch staff are skilled and trained in interpersonal skills of a high order. It is fair to say that few things are as likely to cause
customers irritation, dissatisfaction and defection than the perception of being coercively sold to every time they enter a branch.
The use of the branch as a means of distributing additional products to current
customers relies squarely upon the people element of the marketing mix. Other scenarios that also facilitate the role of people are those involving direct face-to-face
sales and service, such as an insurance company’s direct salesforce, or the call agent
in a telephone call-centre.
Direct sales-forces are of immense importance as a means of reinforcing customer
relationships. Insurance agents of all forms, brokers, direct sales advisers and independent financial advisers can all be instrumental in reinforcing the relationship
between product provider and customer. The expressions hunters and farmers are
sometimes used in the context of direct sales-forces. Hunters are advisers that perform the role of acquiring new customers, whereas farmers, as the name implies, are
responsible for looking after the servicing needs and new product requirements of
existing customers. Sometimes companies have a hunting sales team that is distinct
from a separate farming sales team. Such a division of responsibilities, so it is argued,
permits a high degree of focus on the respective goals of acquiring, and developing
customer relationships. There is much to commend such an argument; however, in
practice, customers often build a positive, trusting relationship with the adviser
who initially sold the product to them and resent being handed off to the farming
adviser. For this reason, companies that experiment with the hunting/farmingfocused approach tend to revert to the hybrid model whereby all advisers are
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responsible for both hunting and farming. This latter approach is more in keeping
with the relationship marketing philosophy in that, by having the responsibility for
an ongoing customer relationship, the adviser is more likely to provide only what
he or she knows can be delivered. A well trained, properly resourced, conscientious
direct sales-force is a powerful vehicle for generating both shareholder value and
customer benefits.
The clear separation of hunting and farming roles is more prevalent in the business-to-business environment, where the need for complex, costly and time-consuming new business pitching can make such an arrangement practically and
economically viable. For example, a finance company selling leasing facilities to
used-car dealers may need considerable effort to prospect for business and secure
such a sale. However, the setting-up of the new processes and procedures, and their
continuing review, can be even more complex and time-consuming, and call for a
different skill set requiring a dedicated organizational structure. Thus, the complexity of many aspects of large-scale B2B product service provision frequently calls for
a degree of specialization that makes the separation of sales and client management
roles a necessity.
In Case study 17.1, we see how National Savings & Investments has successfully
integrated elements of the marketing mix concerning both customer acquisition and
development. A particular feature of the NS&I case is that the company has outsourced all of its administration functions to Siemens Business Services.

Case study 17.1

National Savings & Investments

Background
National Savings & Investments is the UK’s third largest retail savings and
investment provider, with an 8 per cent market share and accounting for some
£70bn of invested assets. It has more than 26 million customers who between
them generate something like 60 million transactions each year via the telephone, Internet, post office and mail. In 1999, NS&I outsourced 90 per cent of its
functions (operations, processing and infrastructure development) in the UK’s
largest Public Private Partnership (PPP). The relationship has evolved through
several stages, beyond that of client/supplier to one of co-dependent partnership.
People and processes
The outsourced call-centre and NS&I’s client management teams enjoy close
relationships. Most call-centre staff are recruited from back-office roles, so new
staff have a working knowledge of the business which helps to smooth the
process when customers are changing channels. The Training Team assesses
telephony aptitudes, customer orientation, communication and attention to
detail, and an interview process focuses on business awareness, cooperation
and commitment. Sales and Service Delivery Managers share personal objectives to maximize effectiveness. This approach to partnership development is
summarized in Figure 17.1.
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Results: demonstrate enhanced benefits
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Development build top-quality Relationship
Management Team & develop its role.
Understanding: common business drivers,
strategies, goals, costs & measurement.

Foundation: Contract with best-matched partner to
satisfy stakeholders with the capacity to grow and
meet the anticipated demand.

Figure 17.1 Partnership development.

The partnership’s commitment to staff is evidenced by upper quartile employment terms, including Employee Bonus and Recognizing Excellence Schemes;
Defined Benefit Pensions; and opportunities to influence working environment
and processes. Training is co-ordinated and delivered in-house by a specialist
team. Customer Service Representatives (CSRs) complete a 30-week modular
programme covering 9 key call elements. Employee Opinion Survey outputs are
analysed, and plans put in place to address improvements.
Distribution
The rapid expansion and development of NS&I’s telephony channel has been
a key business aim with achieved growth as follows:
●
●
●
●

Capacity has increased from 160 to 285 seats (120 to 250 FTEs) in the last year
From a standing start annual telephone sales have risen over eight-fold, from
£188m in 2000/2001 to £1399m in 2004/2005
Call volumes have increased from 811 000 to 2 993 000 over the same period,
all handled by a person – not by IVR (interactive voice recognition)
Telephone and Internet sales now make up 30 per cent of all sales but, as the
overall target has also increased significantly, we still receive the same value
of sales from the post office.

Customer management and research
The drive for direct sales growth to support the modernization of the business
was not at the expense of the loyal existing customer base. These results were
achieved by a combination of building awareness of the telephone service plus
building capability by making NS&I’s products available for sale by telephone
Continued
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Case study 17.1

National savings & investments—cont’d

rather than just by post. Overall satisfaction levels have improved from an
already high 90 per cent to 93 per cent.
Market research identified key customer segments which were developed to
grow sales and move lower-cost channels to market – e.g. telephony – without
alienating customers whose preferred channel of choice was postal or branch
(see Table 17.1).
Research and feedback tools are used to understand and anticipate customer
needs, support NS&I’s strategies to exceed customer expectations, complete the
channel and become best-in-class. With 51 per cent of customers matching
groups High AB to C and willing to transact business by telephone or the
Internet, NS&I developed its telephony mobilization initiative closely followed
by the Internet. The project aims to make the customer experience one that they
would wish to repeat, with further enhancements.
Building on research, NS&I will enhance its customer experience to build
customer advocacy as a competitive advantage. The targets going forward are
for 50 per cent of sales to be delivered by telephone and Internet. The following
feedback tools are employed: focus groups and customer panels, frequently asked
questions, whereby customer views are assessed for recurring themes, issues and
Table 17.1 Segmentation at NS&I
Key
telephone
focus

Age profile

Social group
profile

Telephone
propensity

Mature
mainstream

62

A and low DE

Prosperous
retirees

61

High AB

Savvy mature

62

B

Planners

40

B

Career builders

26

B

Established
professionals

40

C

Not a key segment for
telephone but an opportunity
to wean some off traditional
channels
A key segment with a higher
than average propensity to
buy by phone and then
transact by phone
A key segment with the
highest propensity to
buy by phone and then
transact by phone
A key segment with a high
propensity to buy by phone
and then transact by phone
A target segment with a
propensity to buy by phone
and electronic means
A target segment and would
be willing to buy by phone

Likelihood of
telephone use
for segment
Low

Medium

Medium

High

High

High
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National Savings & Investments—cont’d

"As if I was at a
counter talking to
somebody"

Figure 17.2 The customer experience.

improvement areas, and mystery shopper surveys. Additionally, a monthly
customer telephone survey is conducted by MORI in which recent service users are
interviewed for comments on what they consider important, their experience,
and how NS&I compares with other financial service providers.
The customer experience
Independent research is used to evaluate the customer experience
(see Figure 17.2). Some headline facts are as follows:
●
●
●

●

97 per cent of our calls are answered within 20 seconds
99.5 per cent of sales calls and 98 per cent of all calls are answered first time
Low staff churn (c. 11 per cent) ensures that call-centre staff are experienced;
understand products, culture and objectives; and excel at providing
customers with high-quality service
Success in delivering brand values is measured.
Source: Jill Waters, Head Of Direct Sales, National Savings & Investments.
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17.7

Processes

As an element of the financial services marketing mix for customer development,
process plays a role in facilitating the delivery of both service and administrative routines as well as the purchasing of additional products. Although the people element
of the mix has a role to play in providing the sales administrative functions associated with customer development, processes are closely allied. For example, the telephone call-centre and Internet have made an enormous contribution to the progress
of customer development in view of their capacity to perform selling, buying and
administrative roles.
The Internet has empowered customers to satisfy their needs in respect of data
availability and the performance of a range of administrative functions on a 24/7
basis, at minimal cost. As such, it complements the much more costly branch-based
resources of banks and building societies. However, it is important to note that it
performs a complementary rather than a substitutional role, at least at this stage in
the development of the market. The telephone call-centre has been particularly
important as part of the marketing mix for customer development. It is a relatively
low-cost means of providing a range of purchasing and administrative routines. In
recent years, the offshore outsourcing of call-centres, most notably to India, has
played an increasing role for companies such as Fidelity, Norwich Union and GE
Capital. They offer a low-cost means of transacting inbound customer administration and buying requests. However, more controversial is their role in proactive outbound selling to the existing customer bases of a range of industries, not just
financial services. The mobile phone and telecomm sector has been especially active
in using offshore call-centres to make outbound sales calls, and there is evidence of
growing hostility to this form of selling. It is suspected that this hostility has more
to do with its intrusiveness than with the origin of the actual call itself. Nevertheless,
the cost-effectiveness of the use of unsolicited outbound sales calling must be balanced against its negative impact upon overall customer satisfaction levels.
In the case of the use of the Internet and call-centre, aspects of design and process
often serve to frustrate customers and reduce their satisfaction rather then heighten it.
Websites can be difficult to navigate and make presumptions about the nature of
enquiries that may not best reflect the needs of customer or indeed prospective
customers. For example, it is commonplace for such sites to be product-based, rendering it impossible to make enquiries of a general nature. Complaints handling is
often poorly dealt with, and a number that have been reviewed request purely written requests for service and resolution. The absence of appropriate telephone numbers to assist the customer or a failure to respond to calls is a frequent source of
irritation.
Call-centres can result in similar frustrations, as automatic call-handling procedures (IVR) fail to deliver the required degree of service responsiveness. What is
indicated is far greater use of what is termed the customer journey. By this term we
mean that executives should thoroughly test the responsiveness, functionality and
effectiveness of both Internet- and telephone-based processes at first hand. This is
somewhat analogous to the practice of supermarket CEOs devoting considerable
personal time to their customers’ experiences as users of their stores. Such an
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approach has yielded enormous benefits, not only to shoppers but also to the
shareholders of those retail companies.
No matter what elements of the marketing mix are used to develop customer
relationships over the long term, it is vital that effort be expended in assessing their
impact. It is relatively straightforward to measure the impact of the customer acquisition process – a prospect either buys, and thus becomes a customer, or declines the
invitation. Both types of individual can be invited to take part in some form of feedback aimed at informing future policies and practices. However, once a prospect
has become a customer, there is a wide continuum of ways in which the customer
interacts with and is exposed to the provider company. All of the customer’s interactions with the marketing mix have an impact, at both the subconscious as well as
the conscious level, in forming perceptions – negative and positive.
ResponseTek is a company that has evolved a methodology for capturing the
experience of customers as a means of identifying business improvements. It uses
the precepts of gap analysis as a means of identifying areas for improvement. The
goal of engendering higher levels of advocacy also plays a key role in ResponseTek’s
approach. It emphasizes that the voice of today’s customer is a powerful one, made
all the more so by the Internet and via blogs and online chat. In ResponseTek’s view,
companies can choose to maintain their traditional push/pull marketing efforts and
deliver what they think customers need and want. Alternatively, they can adopt
ResponseTek’s Customer Experience Management (CEM) framework that has been
designed to enable them to listen better to their customers and act upon the insights
that arise. Case study 17.2 explains ResponseTek’s approach in more detail.

Case study 17.2
ResponseTek

Customer experience management at

By means of CEM, a company can incorporate the voice of its customers into its
business strategies and operations. The aim is the development of trust and loyalty that will lead to the ultimate goal of advocacy. According to ResponseTek,
it is not sufficient simply to monitor the impact of advocacy and satisfaction of
one’s customers. Instead, it is necessary to take customer advocacy and satisfaction to a higher level of understanding by enabling a company to understand
the root cause of customer satisfaction and advocacy. Once such root causes are
identified, effective, well-focused actions can be implemented to increase satisfaction, advocacy and profitability. ResponseTek claims that its core suite is the
only software platform that delivers a complete set of Customer Experience
Management capabilities, comprising:
●
●
●
●
●

Multi-channel experience collection
Analysis
Reporting
Workflow management
Closed-loop feedback.
Continued
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Case study 17.2 Customer experience management at
ResponseTek—cont’d
The CEM methodology is based upon three core elements, namely:
1. Involve: capture the customer’s experience whenever and wherever it occurs.
This means continuously gathering customer insights – whether customer,
company or event-initiated – from any channel, such as the call-centre, web
or in-store point of sale, when they want, and when their opinions are
formed at the moment of delight or disappointment.
2. Integrate: integrate the customer’s voice into processes and employee activities. Staff, partners and executives need to be able to make informed decisions based on real-time customer-experience information. The right
information needs to be filtered to the right person at the right time, from the
executive level down to frontline employees. Users should be able to communicate improvements or comments back to the customer.
3. Improve: continuously turn customer experience insight into actionable
improvements. The ability to facilitate enterprise-wide communication and
change based on customer experience information is another critical aspect
in achieving the greatest customer experience management benefits.
Actionable, closed-loop communication capabilities enable companies to
align business strategies with customer insights, and in the process create customer advocates.
Figure 17.3 shows how ResponseTek seeks to integrate all aspects of CEM
into a unified conceptual framework described as the customer-driven
enterprise.
Aon Reed Stenhouse (ARS) is one of a number of financial services organizations using ResponseTek’s system. ARS is the Canadian division of AON,
a global provider of risk management and insurance broking services. Faced
with increasing competition and limited understanding of its customers, ASR
was looking for an efficient solution to improve retention, improve understanding of customers and, through that better understanding, improve the customer
experience, this allowing ASR to set itself aside from the competition.
ResponseTek implemented a system of ASR which provided regular monitoring
of real-time customer experiences, a ‘dashboard’ system to provide senior management with daily summaries of the customer experience by segment and by
region, and an early warning system for ‘at risk’ customers (potential defectors)
on a daily basis.
David Cliche, marketing manager for ASR summarized the benefits of implementing CEM:
We had to respond to the changing competitive landscape of the Insurance
industry and look for alternative ways to make better informed business decisions. ResponseTek helped us to accomplish this by integrating the voice of
the customer into our business processes ... We now know a lot more about
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Case study 17.2 Customer experience management at
ResponseTek—cont’d

Completing the customer puzzle
CUSTOMER

What do
they want?
What did
they get?
What should
they get?

RELATIONSHIP

THE
CUSTOMER-DRIVEN
ENTERPRISE

COST OF QUALITY

What are
they?
What do they
buy?
What should
we offer?

CRM

Your
Customer's
view of you

RESPONSETEK

EXPERIENCE

Your view
of the
Customer

COST OF SALES

PROFITABILITY

Figure 17.3 ResponseTek’s customer-driven enterprise framework.

our customers than we did before. Rather than one touchpoint, we are now
able to understand our interactions with customers throughout their lifecycle.
Knowing what our customers want and the complementary products and
services they need is invaluable information.
Source: Yalman Khan and Richard Sharp, ResponseTek.

17.8

Evaluating marketing performance

In this section we will consider issues concerning the implementation of marketing
concepts and practices and how their contributions might be evaluated. By now it
has been firmly established that marketing is less about the practical activities
engaged in by departments bearing that name but, rather, constitutes a business philosophy or orientation. Central to this orientation is understanding the customers’
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problems, needs and wants, and then providing the means by which these may be
satisfied. Quite simply, marketing is about getting and keeping customers, and success in this endeavour demands that the customers’ interests are given paramount
significance. Thus, the truly marketing-orientated organization believes from top to
bottom that delivering competitively superior customer satisfaction leads to the
long-term optimization of all stakeholder interests. Arguably, the CEO of an organization should view him- or herself as the de facto Marketing Director or VP, as the
buck stops with the CEO for the organization’s customer centricity. Thus, marketing
is not simply the tasks carried out by the marketing team; rather, it is the sum total
of all of the organization’s activities that impact upon customer experience.
Any audit of marketing performance should therefore take a thorough, holistic
approach by evaluating the outcomes of all functions that impact upon customer
satisfaction.
In addition to assessing the degree of marketing orientation organizationally,
and the impact of all departments that have an influence upon customer perceptions, there remains the need to assess the contribution of the marketing department
itself. It falls to the marketing team to ensure that the activities of marketing
strategy, customer acquisition and customer development are conducted in an
appropriate, effective, efficient and professional manner. Marketing teams can
easily become responsible for undermining credibility in marketing as a concept, as
well as that of its adherents, by failing to operate to the required standard of effectiveness, efficiency and professionalism. This can arise because of the prevalence of
a number of gaps that are somewhat analogous to those that occur in the
SERVQUAL model. Of particular note in marketing performance analysis are the
following gaps:
●

●
●

●

Gap 1: The external role gap – the difference between the expectations of other
functional management and staff regarding the role of marketing and its actual
role and responsibilities.
Gap 2: The internal role gap – the difference in expectations between marketing
management and staff regarding their roles.
Gap 3: The external delivery gap – the difference between what external
management and staff expect marketing to deliver and what they perceive it to
deliver.
Gap 4: The internal delivery gap – the difference between what the marketing
team set out to deliver and what they believe they actually do deliver.

It may be readily appreciated that all four of the above gaps involve a combination of what is perceived and what can be objectively evidenced. The two constructs
may well not be in alignment if senior marketing management fails to devote sufficient attention to the management of perception. There are many examples of hardworking, productive marketing teams that do a great job of influencing customer
perceptions of their company whilst failing to manage their department’s internal
perception. Too often the assessment of performance by senior marketing management is biased in favour of Gap 4, followed by Gap 2. Scant attention is devoted to
addressing Gaps 1 and 3, and this oversight serves to undermine marketing’s credibility. Therefore, senior marketing staff must ensure that they identify the dangers
inherent in all four gaps and formulate strategies to close them.
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Marketing executives need to be acutely aware of the risks that may be associated
with any given activity or course of action. Indeed, it is probably fair to say that
there are more risks facing the unwary in the field of financial services than in most
other commercial sectors. Financial and regulatory risks present particular
challenges, and failure to exercise due prudence and diligence can in extreme cases
lead to the collapse of an enterprise.
Chief Executives and Marketing Directors frequently struggle to evaluate the
value they gain from their marketing resources. The Canford Centre for Customer
Development has set out to assess marketing’s contribution to corporate goals by
means of the Marketing Mentor®. Through the use of Marketing Mentor®, CEOs
and Marketing Directors have the means to identify which marketing activities they
should:
●
●
●
●

maintain, as they make a valid and worthwhile contribution to corporate goals
and should be continued
improve, as they are performing at a level below that expected of them and
should be the focus for an improvement programme
initiate, as they are not currently in evidence and should be introduced to marketing’s programme of activities
delete, as they add little value to the organization’s goals and should be abandoned.

Central to its methodology is the assertion that marketing performance rests upon
seven core moments of truth, namely:
1.
2.
3.
4.
5.
6.
7.

Marketing strategy
Customer acquisition
Customer development
Product and service management
Communication and perception management
Planning and implementation
People management and development.

Finally, rigour, flair and judgement will come to nought unless the individual
marketing executive is able to make things happen. In spite of the commonplace
mantra of ‘empowerment’, an array of forces acts to prevent marketing-related
change taking place. Numbered among such inhibiting forces are:
●
●
●
●
●
●

Risk aversion
Fear of failure
Individual and group cynicism
Inertia and lack of corporate ambition
Senior management control-freaking
Blame-orientated cultures.

The above list is neither comprehensive nor are the points fully mutually exclusive; however, each captures the essence of the kind of organizational backdrop that
makes it difficult to become a truly marketing-orientated organization.
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17.9

Corporate social responsibility (CSR)

Alferoff et al. (2005) have commented that during the course of the last 20 years a
range of factors have been responsible for profound changes in the operating
climate for contemporary financial service organizations, including the following:
●
●
●
●
●

globalization and/or regionalization
marketization and/or public private partnerships
the speed and transparency of communications
the shift to a service economy
the retreat from, or constraint of, public welfare in favour of private provision.

At the same time, there has been an increased demand from various stakeholders,
including national governments, international bodies and regulators, for a greater
focus on corporate ethics and social responsibility.
Governments worldwide are now looking to create greater transparency, openness and responsiveness in the business sector by introducing both ‘hard’ and ‘soft’
legislation to improve standards of corporate governance in the boardroom and
social responsibility towards internal and external stakeholders. Despite these
demands, made more urgent by several high-profile scandals, major problems surround the very definition of corporate social responsibility, added to which is a lack
of any consensus as to whether it should be a central part of business policy and
practice.
As already mentioned, CSR is assuming ever more importance on the world
stage, and the American life assurer Mutual of America has been furthering its own
CSR agenda for many years through the medium of the Mutual of America
Foundation. In Case study 17.3 we can see how the Foundation has used the
Community Partnership Award as an important element of its contribution to fulfilling its responsibilities to CSR.

Case study 17.3
responsibility

Mutual of America and corporate social

Mutual of America is one of a handful of mutual life insurance companies of
scale still operating in the United States. Mutual of America was originally
named the National Health and Welfare Retirement Association (NHWRA),
and began business on 1 October 1945 offering retirement plans and insurance
coverage.
NHWRA was unique in setting up a retirement system for not-for-profit
health and welfare organizations. Such groups had been generally unable to
obtain coverage from insurance carriers, at the time, due to the small numbers
of people employed. Furthermore, their employees were not eligible to participate in Social Security, which excluded workers in most not-for-profit organizations. Thus an obvious need existed for a new type of retirement organization.
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Case study 17.3 Mutual of America and corporate social
responsibility—cont’d
The Company was originally capitalized in 1945 with a loan from the
Community Chest (now the United Way), and in 1984 became Mutual of
America Life Insurance Company and soon was licensed to do business in all
50 states. At the end of 2005, Mutual of America’s assets totalled more than
US$11bn dollars.
Mutual of America is known today as a company that offers products and
services of the highest quality backed by the financial strength of a first-class
organization. It is a direct writing company in that it does not employ independent or commission-based producers. All of its products are marketed and
serviced by its own full-time salaried professional staff. Another important indication of its approach to mutual ethics is that the company does not sell any
product that incorporates a surrender penalty. Unlike many of its competitors,
Mutual of America encourages its customers to be direct users of its web-based
systems instead of having to gain access to such facilities via the sales agent.
The company has a long history of community-based activities and charitable giving, and in 1996 established the Community Partnership Award (CPA).
Underpinning the CPA is the desire to encourage not-for-profit organizations,
such as charities and community support organizations, to become more professional in their approach and enjoy a greater degree of financial security. Now
in its eleventh year, the CPA is firmly established as an annual national competition for not-for-profit organizations. The CPA scheme aims to encourage
greater partnership between public, private and social sector organizations
devoted to the public good. Such partnerships have addressed issues such as
child abuse, teenage unemployment, homelessness, the mentally ill and a range
of other social and community issues. The CPA’s mission:
recognizes outstanding non-profit organizations in the United States that
have shown exemplary leadership by facilitating partnerships with public,
private or social sector leaders who are working together as equal partners,
not as donors and recipients, to build a cohesive community that serves as a
model for collaborating with others for the greater good.
An example of this is the Boys’ and Girls’ Club of Hartford, Connecticut. The
club was experiencing difficulties in raising funds and securing suitable facilities for its recreational activities. It identified a small plot of land that adjoined
a local college (Trinity College), and successfully negotiated with the college’s
Board of Directors for it to share the college’s own sports facilities. This allowed
the club to offer a wide range of facilities to neighbourhood young people, with
a minimal capital investment. In addition to the provision of sporting facilities,
Trinity College students acted as both sporting and academic mentors to the
young people who were members of the club. In addition to the club’s own
sports, art and computer facilities, its young people have access to Trinity
Continued
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Case study 17.3 Mutual of America and corporate social
responsibility—cont’d
events and facilities: concerts and plays, playing fields, a swimming pool,
library and technology rooms. From Monday through to Friday after 3 pm, and
on Saturday mornings, Trinity students engage in work-study programmes,
internships and volunteer activities at the club. Working alongside Boys’ and
Girls’ Club staff, they help with homework, coach sports, teach art and computer skills, and run programmes in character development, leadership and life
skills for the young people. In this way a vibrant community resource has been
developed which has achieved real synergies for the various stakeholder
groups involved.
The CPA has grown to the point where it receives several hundred applications each year for the competition. An independent assessment panel reduces
this number to a shortlist, and these applications are subject to a more rigorous
appraisal before the winners are finally chosen. An important aspect of the CPA
is that considerable resources are devoted to promoting the ideas and best practices that are identified through the judging process. In this way, knowledge is
shared and added to for the benefit of the wider not-for-profit sector in the
United States.
Source: Thomas Gilliam, Chairman, Mutual of America Foundation.

17.10

Towards a sustainable future

In many respects, marketing and consideration of the future are inextricably linked.
This relationship is in evidence in marketing’s role in seeking to understand the
forces that will shape the marketplace of the future. Strategic marketing planning
describes the processes that formally assess environmental trends, and presents scenarios for responding to those trends in order to sustain an organization’s future
survival and success. Customer relationship marketing is based upon the notion of
continuity and responding to the changing needs of the individual customer over
an extended period of time. Thus, the term sustainability has particular resonance
in the context of marketing. Its significance extends beyond marketing and strikes
at the very core of the organization’s future survival.
It is the authors’ view that marketing can contribute to the issue of sustainability
in two particular ways. First, it has a crucial role to play in ensuring the survival and
future success of the organization itself through the role it plays strategically and
tactically. Secondly, it can play a role in contributing to wider issues regarding social
and environmental sustainability. Let’s call the former internal sustainability and the
latter external sustainability.
As far as internal sustainability is concerned, marketing plays a vital role in maintaining the strategic triangle referred to at various points in the book. Of particular
note is the importance of marketing’s role in environmental scanning. It is only by
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continually refreshing one’s knowledge of the forces that will shape future demand
and supply that organizational survival can be safeguarded. For this reason it is
vital that environmental scanning is suitably wide-ranging to provide the necessary
degree of helicopter vision. This is particularly important in the case of multinational players. For example, if we consider the demographic profile of the world’s
major groupings, we observe that the population of North America, Europe and
Japan (what we might call the old economies) amount to the order of 800 million
people. The population of China is some 1.33 billion, and the combined populations
of the Muslim world stretching from the Atlantic coast of Africa eastwards to the
Indonesian archipelago is greater than 2 billion. Major cultural differences apply
between these three basic groupings, and, clearly, multinational organizations have
to be especially well-tuned to their respective drivers of change. Scenario planning
is a technique that is particularly useful as a means of endeavouring to identify
possible opportunities and threats in the macro-environment of the multinational
organization. Such an approach can serve as a means of stimulating new insights
that challenge received wisdom and the status quo. A world view based purely upon
the conventional mindset of the G8 capitalist democracies may be woefully
inadequate as a basis for shaping strategies in future.
Additionally, marketing has an obligation to discharge its responsibilities in
respect of its use of the marketing mix such that it does not endanger the future
prospects of the organization it seeks to serve. This involves an acute awareness of
the risks associated with marketing activities on the one hand, and the need to exercise sound commercial judgement on the other. As far as the former is concerned, it
calls for a thoroughgoing appreciation of regulatory and legal requirements as well
as sound husbandry of corporate resources. Some years ago, an ill-conceived sales
promotion for Hoover involving free transatlantic flights almost brought about the
collapse of the company. The lack of effective controls concerning the use of the
promotion and the qualification rules cost the company dearly – both financially
and in terms of its reputation.
Sound commercial judgement is vital, and innovation in the fields of market
and product development needs to be able to withstand robust challenges to its
commercial probity before progressing too far.
In March 2006, analysis conducted by Cazalet Consulting (www.cazaletconsulting.com) demonstrated that hardly any net new pensions saving had taken
place in the UK during the previous 4 years. The analysis pointed to the declared
new business results of the industry being based almost entirely upon churning
existing pension investments. Whilst the intermediaries responsible for transacting
such transfers have benefited in terms of the fees and commissions they have generated, this has not served the long-term interests of providers or consumers. The
analysis of single-premium pension sales reveals that it can take some 8 or 9 years
simply to recoup the commission paid from the charges levied on the customer.
If the life company’s own initial costs are added, it can take 10–12 years for the
policy to break even. Curiously, though, the commission clawback period is typically just three years. It might well be concluded that this acts as an encouragement
to churn business, with all the detriment to consumers and providers that this
implies. Cazalet shows that a £40 000 single-premium pension does not reach profitability until year 13. Even worse is the example they give of a £150-per-month regular premium pension. Even making no allowances for discontinuations, such a
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product, using Cazalet’s model of charges, does not become profitable until year 18
of its life. After allowing for discontinuances (lapses of 7.5 per cent and transfers of
2.5 per cent of in-force business each year – better than actual industry experience),
the product is still loss-making in year 25.
If Cazalet’s analysis is accepted, it casts a shadow over business models that are
in evidence in the contemporary UK life and pensions industry. Marketing has a
duty to devote its energies to products, pricing, promotional and distribution practices that best serve the long-term interests of customers and providers, such that
they both enjoy the benefits of a positive-sum game.
Finally, let us turn our attention to the issue of external sustainability. Again, it
should fall to marketing to appreciate the interrelationships between the organization
and variables at play in the external environment beyond the micro-environment
referred to in Part I. There is gathering evidence of an appreciation of how marketing can contribute to broader issues concerning the social and physical environment.
The avoidance of practices that involve polluting the atmosphere and the efficient
use of natural resources, for example, have a role to play in contributing to environmental sustainability. A number of companies throughout the world have become
role models for the adoption of environmental policies. A particularly compelling
example is the Swedish insurance company Folksam. Folksam was one of 19 insurance companies in the world to become the initial signatories of the UNEP
Statement of Environmental Commitment. The Statement now has in excess of 180
signatories from the insurance industry, and the number is growing steadily. Case
study 17.4 provides some interesting insights into Folksam’s approach to environmental well-being and sustainability.

Case study 17.4

Folksam and sustainability

Folksam is a mutual company whose vision states: ‘We work for a long-term
sustainable society in which the individual feels secure’. With over four million
customers, and managing over SEK 130 billion of assets on their behalf,
Folksam has been one of the 10 best workplaces in the Fortune ranking of
European companies.
Reducing carbon emissions
Folksam has been in the vanguard in introducing policies aimed at contributing to environmental sustainability. To ensure that Folksam’s environmental
objectives are made fully clear to all those concerned, parts of the business are
now environmentally certified to ISO 14001. Some years ago, Folksam introduced a staff travel policy to encourage efficient car use in connection with
claims inspections by ensuring that driving schedules are full and by having
special ‘inspection days’. The policy also prescribes the means of transport to be
used on different routes. Additionally, staff are expected to avoid air and car
travel between the company’s main sites in Stockholm and Gotenburg, and to
travel by rail whenever possible. It has calculated how much carbon dioxide
emissions this saves.

Customer relationship management in practice

Case study 17.4

377

Folksam and sustainability—cont’d

For the seventh successive year, in 2004 the Folksam Climate Index measured
Swedish enterprises’ carbon dioxide emissions and the steps they were taking to
reduce them, and the results are published in the public domain.
Ridding the countryside of car wrecks
Up to 350 000 abandoned car wrecks used to litter the Swedish countryside at
any time. Folksam has been working with the Keep Sweden Tidy Foundation to
create greater awareness of the fact that it is an environmental offence in Sweden
to abandon vehicles and leave them in a manner that may harm the environment.
Over 100 000 car wrecks have been recovered so far. Since the campaign began,
the countryside has been cleared of almost one tonne of mercury, 650 tonnes of
lead and 140 cubic metres of battery acid, all of which could have damaged the
environment. Another 60 000 tonnes of metal has been recycled.
Folksam benefits commercially from its environmental policies and makes big
savings by setting high environmental standards. In the period 2000–2004, it has
saved as much as SEK 200 million on car repairs by reusing original parts and
by repairing plastic parts and windscreens. The amount saved through these
practices in 2004 was SEK 62 million – money which is passed on to Folksam’s
customers in the form of lower premiums.
A guide to environmentally conscious house renovation
Each year Folksam spends SEK 800 million on building repairs, which makes
it one of Sweden’s biggest buyers of building materials. As a big client, Folksam
is in a position to make demands on price and on environmental performance.
Another way in which it makes a difference is through an annual publication
called Byggmiljoguiden, a comprehensive guide to building products and materials that spare the environment and safeguard the nation’s health. Bygmiloguiden
has become a unique source of information for builders, property managers,
local councils, architects and home owners. There is no other collection of data
that gives such a comprehensive picture of the environmental impact of building materials, and 100 000 copies of the guide had been distributed by 2005.
Making demands on contractors
Folksam has agreements with 300 building contractors and 1200 car repair
shops and scrapyards. Given that it has 25 per cent of the Swedish home and car
insurance market, many contractors in these industries are anxious to make
agreements with the company. This enables Folksam to impose exacting environmental and quality demands on those selected. Any firm wishing to be considered as a potential contractor must complete a detailed environmental
specification. There are specifications for builders, car repair shops and scrapyards. Thanks to this approach, Folksam has been the first insurance company
in the world to introduce green policy conditions. These represent a promise to
the customer that the company will always pay attention to environmental
considerations when settling claims.
Source: Kjell Wirén, Folksam.
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Summary and conclusions

Strategies to initiate, maintain and develop customer relationships must be supported by appropriate marketing practice and, particularly through the use of the
marketing mix, by developing relationships with existing customers as well as
acquiring new ones. Effective marketing to an existing customer base requires a
thorough understanding of customer needs and expectations, and a willingness to
respond to those needs. This in turn requires a market- or customer-orientated organizational culture which ensures commitment to meet customer needs at all levels
of the organization. However, relationship marketing does not just imply an unconditional imperative to cross- and up-sell to an existing customer base. Requirements
of corporate social responsibility and sustainability imply that marketing managers
must be aware of and responsive to the broader social consequences of the products
and services they provide, and the ways in which they are marketed.
More generally, successful marketing exponents display a heightened appreciation of the fact that good practice represents a combination of a number of factors,
notably:
1. The rigorous application of relevant concepts and tools
2. Creative insight and flair
3. Sound commercial judgement
4. Drive and can-do attitude
5. Social responsibility.
It is to be hoped that this book has made a contribution to at least the first of
the above five factors. Important as that factor is, of itself it is insufficient to ensure
the successful application of marketing to the commercial needs of a financial
services enterprise. The rigorous application of good marketing processes has to be
complemented by creative flair that resonates with the predilections of staff, distributors and customers. Given two very similar options, as humans we will typically
make a choice in favour of that which is the more interesting, attractive and appealing. Again, rigour and flair will fail to guarantee success unless the proposals and
outputs of marketing executives display sound commercial judgement. There is no
place for naivety in those involved in marketing, and credibility is earned by the
demonstration of well-justified and well-argued cases that can convince even the
most sceptical of colleagues of marketing’s value. Yet, notwithstanding the commercial imperative, marketing must be conditioned by and responsive to its social context. Finally, focus must never be lost regarding the simple fact that marketing is
about getting and keeping customers. Ultimately, its success can only be judged on
that basis.

Review questions
1. What are the characteristics of the cultures of companies that seem to be dominated by customer acquisition? Compare and contrast these with those that seem
to be advocates for a relationship-based approach to marketing.
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2. What principles do you think should underpin the pricing policies of financial
services companies to ensure equitable treatment of new and existing customers?
3. Discuss the role that marketing can play in furthering the goal of environmental
sustainability. Do you believe that it is a legitimate use of marketing resources?
4. Identify which banks and insurance companies operating in your country you
believe are the best exemplars of CRM. What in particular impresses you about
their CRM policies and practices?
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