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�RELATIONSHIP MARKETING

IN THE FINANCIAL SERVICES INDUSTRY



S U M M A R Y





Through frustration with traditional marketing approaches, financial services providers continue to look for new marketing models to enhance their competitive position.



This search has never been more important as demand for many financial services remains depressed, and competitive intensity increases.



Relationship marketing is, in theory, an appropriate marketing model for the financial services industry.  Developed by academics in the early 1980s, the model is based upon the idea that companies responding to their customers as individuals are likely to be rewarded by greater loyalty and superior financial performance.



Relationship marketing, therefore, takes the concept of market segmentation one step further.  It calls for the development of continuous relationships with individual customers across a range of related products, in personalised form.  It requires, as a minimum, a good customer database, highly targeted and personalised communications and consistently high levels of personalised service.



In this research study, a quantitative analysis of 40 financial services companies, we have sought to:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Identify the extent to which such companies recognise the term relationship marketing, and its perceived benefits.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Understand the practices underlying the concept.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Gain insight into the progress being achieved, and any barriers to progress.



Despite the apparent applicability of the concept to the financial services industry, our research suggests that adoption of relationship marketing is sporadic.  This situation reflects failure on the part of marketing academics to go beyond theory, and to recognise the major cultural implications of relationship marketing.  It also reflects the degree of influence typically exerted by marketing staff within the financial services industry.



The understanding of relationship marketing appears quite superficial.  There is widespread familiarity with the term and the basic theory (although the term itself is little used), but there is no common understanding of how relationship marketing is applied in practice.



As a result, companies appear to be stumbling towards adoption of the philosophy, not consciously embracing it.  Although many report significant progress with the basic 'building blocks' such as database development and identification of cross-selling opportunities, there remain many problem areas.



Relatively few companies are able to measure customer profitability and customer lifetime value.  Indeed a high proportion are unaware of the duration of their existing relationships.  Many have no objectives for customer retention, although retention is the primary goal of relationship marketing.



Few companies have fully personalised dialogues with customers, which in part results from a lack of information regarding customers' needs and preferences.



These findings do not undermine the inherent value of the relationship marketing concept, but they do suggest that the theory is much better understood than the practice.



Relationship marketing requires major changes in business practice across the organisation.  Progress has undoubtedly been constrained by poor information systems, but our research suggests that organisational culture and capabilities remain equally significant barriers to progress.
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Introduction



Background



'Relationship marketing' (RM), the practice of developing continuous relationships with individual customers across a range of products, is a term which has attracted significant publicity in marketing circles, and particularly within the financial services industry.



Although there appears to be no common definition of the term, advocates of RM believe that it will replace not only the traditional marketing model, but also the role of the Marketing function within the company.  This would be achieved through greater integration of activities which impact customers' experience of a provider, such as customer service, quality and marketing.



This report provides a brief overview of RM from a theoretical standpoint before concentrating upon the key findings from research undertaken amongst senior marketing staff within the financial services industry.  



The report seeks to address two issues.  



Firstly, how is RM being interpreted by the financial services industry?



Secondly, what are financial services companies doing about RM?



Objectives



The objectives of the report, and the research on which it is based, are as follows:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	To understand the financial services industry interpretation of RM and its perceived benefits.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	To identify key activities which companies undertake to engage in RM.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	To identify the characteristics of successful and unsuccessful RM practitioners.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	To understand how companies assess the effectiveness of RM activities.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	To identify success factors associated with RM and barriers to its development.



�Approach



Our observations in this report are based on a structured, two-stage research programme carried out during August and September 1994.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Qualitative research



	In order to understand the key issues and language pertaining to RM, we initially conducted a small number of qualitative interviews.



	The output of these interviews was used to design a questionnaire for use in larger scale quantitative research.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Quantitative research



	The quantitative research comprised 40 interviews among managers and directors whose role gave them exposure to their organisation's marketing activities.  A standard questionnaire was used for all the interviews, the majority of which were conducted by telephone, with a small number completed by post.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Sample



The research sample comprised 40 companies, selected randomly from across the retail financial services industry, encompassing banks, building societies, insurers and credit card companies.



To enable comparison, we sought a relatively even split between banking/lending businesses (22) and those which are predominantly insurance-based (18).



	The breakdown of respondents was as follows:



Table 1



SAMPLE FRAME���Marketing Manager/Controller, Group Marketing Manager�12��Marketing Director/Commercial Director/Head of Marketing/Head of Financial Services�9��Direct Marketing Manager�7��Marketing Services Manager/Research Manager�6��Customer Communications/Customer Strategy Manager�4��Corporate/Strategic Planning Manager/Director�2��Total�40��



�The Relationship Marketing Concept



The origins of the concept



The term RM originated in America as far back as 1983, and was largely an academic response to concern over the usefulness of the 4Ps model  (Product, Price, Promotion, Place), and indeed its subsequent expansion to 5 or even 7Ps.  In particular, the latter was seen by many practitioners as being inappropriate for service industries for two reasons.



Firstly, it was felt to focus on discrete, rather than continuous, activities.  Secondly, it was felt to over-simplify marketing decisions, with little or no reference to the rest of the organisation's role in satisfying customer needs.



Indeed, several academics suggested that the 4Ps model made marketing a rather clinical process which, ironically, made marketers remote from both customer needs, and from the rest of the organisation.



This perceived flaw in the applicability of the traditional marketing model is illustrated well by the huge range of customer service and customer care programmes which were a major feature of the 1980s, often as part of a wider quality initiative.



Arguably, if marketing departments had been really effective during this period, many such one-off programmes would have been unnecessary.  But to quote Swedish academic Gummesson: 



"The boundaries of marketing responsibility are dissolved, and are no longer identical with the marketing department ... a new paradigm is required."



What does relationship marketing mean?



Academics believe that RM represents the new paradigm, enabling organisations to move from a transaction-based approach, via a targeted marketing approach, ultimately to 'one-to-one' marketing, illustrated as Figure 1, overleaf.



By tailoring all interfaces between the company and its customers to take account, where possible, of individual customer needs, retention will be increased and profitability enhanced.



The basic premise of RM, therefore, is that it is at least as desirable to retain a customer as it is to attract one, a concept which is now well-understood and documented in many studies.  As a result, there are several definitions of the term, but we believe that the following two statements best capture the spirit of the philosophy.



"RM is attracting, maintaining and ... enhancing customer relationships ... The marketing mindset is that the attraction of new customers is merely the first step in the marketing process."

(L L Berry)



�"RM combines elements of general advertising, sales promotion, public relations and direct marketing, to create more effective and efficient ways of reaching customers, by centreing on developing continuous relationships across a family of related products, being above all a personalised form of communication."

(J R Copulsky and M J Wolf)



Figure 1



�



Relationship marketing and financial services



Given the huge degree of change experienced by the financial services industry in recent years, it is unsurprising that organisations have looked for 'new' marketing models.



If the role of Marketing Departments was under scrutiny in consumer good markets, the issues facing financial services marketers were yet more serious.  Although not a comprehensive list, these issues continue to include:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Increasing customer sophistication and the desire for choice.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	An ever-widening range of providers to satisfy this desire.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Increasing costs of customer acquisition, as greater numbers of providers pursue similar customer groups.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	A proliferation of distribution channels, each with its particular strengths and limitations.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Fragmentation of what was previously perceived as a mass market.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	A level of regulation which often undermines customer orientation.



If one adds in the further fact that financial products are largely intangible, and that the perceived quality of the product is highly dependent upon the service elements (such as personal interactions), it is not surprising that new marketing approaches were considered important.



As the pace of change and level of competition have increased, financial services companies have moved increasingly towards:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Market segmentation, to identify 'attractive' customer groups.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Targeting techniques, to achieve cost-effective customer acquisition and cross-selling.



Whilst these elements of marketing practice draw largely on classic marketing thinking, they draw less on the 4Ps model.



In pursuing segmentation and targeting, financial service providers have gradually recognised the potential benefits of building lasting relationships with customers and of providing further products and services, tailored to individual needs where possible. 



The key requirements have, therefore, become:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Customer databases, incorporating up-to-date, accurate information.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Targeted communications, often driven by the database.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	High and consistent levels of customer service.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Increasingly personalised service, at a time convenient for the customer.



Arguably, the last two items have taken on increasing significance as many providers have recognised the potential limitations of competing either on price or product.  In turn, this development is making further demands on employees to contribute more directly to delivering value for customers.



For many, the activities described above represent the building blocks of RM, the use of which, over time, will allow organisations to move to a position where:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Customers are assigned a lifetime value.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Dialogue with customers is two-way.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Interaction with customers is truly personalised to their particular situation.



Our research has sought to gauge the progress being made by financial services providers in achieving this goal.  It has also sought to identify the benefits, if any, which are being experienced, for example, in terms of customer satisfaction, customer retention, cross-selling and resource allocation.

�Key Findings



Introduction



The findings have been analysed under separate headings as follows.  



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	What does the term relationship marketing mean for companies?



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	What is involved in relationship marketing, and what makes for success or failure?



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	What progress is being made?



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Who are the leaders in relationship marketing?



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	The role of IT



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Measuring customer retention and lifetime values



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Operating relationship marketing at a segment, rather than individual, level



The data has also been grouped into two categories - those companies whose core activity is insurance related, and those companies whose core activities are banking and/or savings and lending - which in addition to banks, includes building societies, credit card companies and other financial services retailers.  Where there appear to be differences between these two categories, these have been highlighted.  Otherwise, unless stated, there were no significant differences found.



What does the term 'relationship marketing' mean for companies?



�SYMBOL 183 \f "Symbol" \s 11 \h�	High awareness and reasonable understanding



Of those questioned, 88% were familiar with the term, and were able to describe their interpretation of RM.  



Unprompted, there was a wide variety of responses regarding what constituted RM.  However, the majority of respondents, although not using these precise words, indicated that they saw it as one of the following:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Developing long term relationships with targeted customers.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Using information systems to manage interaction and communication.



	"RM is linking the customer database to develop a marketing strategy, around the individual customer."



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Treating customers as individuals through one-to-one relationships.



�Several respondents were rather cynical about the term, mainly because they saw it as being a re-cycled idea.  The following quotes illustrate this point well:



"There is nothing new in RM, it is similar to the 'man from the Pru' but with a database."



"RM is just good marketing ... nothing really new."



"RM is old fashioned marketing, using the computer to do what was done 10 years ago."



"Customers are still treated on a product and not individual basis."



�SYMBOL 183 \f "Symbol" \s 14 \h�	Limited use of the term



Despite this apparent degree of familiarity with the term, only 6% of respondents actually use the term 'RM' to describe any element of their marketing activities.  Of those who do not use this term specifically, other phrases such as customer relationships, and relationship building are in common use.



This suggests two conclusions:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Firstly, that marketing terminology in financial services can be ambiguous.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Secondly, that companies are implementing aspects of RM, without actually realising it, ie they are not consciously following the RM philosophy.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Prompted understanding: much common ground



To assess understanding of the term, respondents were asked to select one description of RM from a range of academic definitions.  These definitions were not intended to be mutually exclusive and, therefore, there was no single correct response.



Unsurprisingly, there were similarities to the unprompted responses.  As can be seen from Figure 2 overleaf, 80% of those questioned selected two, quite similar, definitions from the list of five.



50% of respondents felt most comfortable with the idea that RM is about 'developing continuous relationships with customers across a family of related services'.



30% of respondents selected a rather lengthier interpretation - 'an integrated effort to identify, maintain and build up a network of individual customers and to continually strengthen the network to the mutual benefit of both sides, through interactive and individualised valued added contacts'.



Clearly there is some common ground within the two definitions.  Both are concerned with building, maintaining and strengthening relationships, with one emphasising the provision of further services (cross-selling).



�Figure 2

�EMBED ExcelChart \s  \* mergeformat���

KEY



A	-	The new model that will replace the old outdated concept of marketing.

B	-	Developing a continuous relationship with customers across a family of related 			services.

C	-	A marriage, with asymmetrical responsibilities between the supplier and customer. (Theodore Levitt).

D	-	An integrated effort to identify, maintain and build up a network of individual customers and to continually strengthen the network to the mutual benefit of both sides, through interactive and individualised valued added contacts.

E	-	A combination of general advertising, sales promotion, public relations and direct marketing to create more effective and efficient ways of reaching customers.





Interestingly, having completed the questionnaire, over 90% of respondents stated that their perceptions of RM had not been changed as a result of participating in the survey, and discussing the concepts associated with it.  This would suggest that organisations are at least considering, if not actually implementing, some facets of the RM philosophy.  Indeed, there is some enthusiasm for the concept.



"RM is the way forward."



"RM is the difference between product pushing and responding to customers' needs."



However, as was seen earlier, they may be doing so without any conscious reference to the term itself.



�What is involved in relationship marketing and what makes for success or failure?



�SYMBOL 183 \f "Symbol" \s 11 \h�	Practical interpretation



It was felt important to understand better organisations' practical interpretation of RM.  Respondents were asked to indicate those activities which they felt to be part of RM implementation.  A prompted list of activities was provided as follows:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Database Marketing



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Lifestyle Marketing



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Customer Loyalty



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Direct Marketing



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Customer Service



There was a highly uniform response, with at least 90% of respondents indicating that all of these activities are components of RM.  This finding appears to corroborate academic thinking on RM.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Critical success factors in implementing relationship marketing



Respondents were provided with a list of potentially important factors in implementing RM, and were asked to select the two most important.  Findings are shown in Figure 3 overleaf.



The two most important factors, by some margin, were:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	The commitment of senior management (77%).



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	The need for modern information systems (54%).



Surprisingly, 'skilled and trained staff' attracted only a 6% response.  This finding is certainly not in line with the experience of Abram, Hawkes, when often we have found that the management of human resources to be critical to improved marketing practices, and to establishing greater customer focus.



�Figure 3

�EMBED ExcelChart \s  \* mergeformat���

KEY



A	-	Senior Management Commitment

B	-	Service Quality Culture

C	-	Skilled and Trained Staff

D	-	Company Wide Marketing Philosophy

E	-	Modern Information Systems



�SYMBOL 183 \f "Symbol" \s 11 \h�	Key barriers to implementing relationship marketing



Respondents were asked about the key barriers to the successful introduction of RM, again using a prompted list of factors, but also allowing the respondent to specify any others of their choice.



Responses focused heavily on information system constraints.  Over 75% of respondents indicated that information technology was a barrier, as is illustrated by the following quotes.



"The problem with RM is obtaining the customer information, and putting it into a usable format."



"There is much being said, but little being done, due to an IT deficiency."



The development of databases and integrated communications has enabled companies to get closer to customers; yet, at the same time, the limitations of the systems are restricting the advancement of customer relationships.  This response, more than any, indicates that RM is not yet a reality, with many companies experiencing problems in this increasingly important area.



The other, less common barriers identified, revolved around financial/resource constraints and cultural issues.



Given both the huge investments made by organisations in IT, and the necessity for good customer information in order to implement RM, it is unsurprising that the IT issue dominates.



However, this 'fixation' on IT suggests that perhaps organisations have not fully understood the implications of an RM philosophy.  Although IT is clearly important, the creation of a genuine customer focus and the delivery of appropriate, consistent service and communications are equally vital.  Perhaps therefore, organisations are focusing on IT as an end of itself, at the expense of training in customer relationship development.



On a more positive note, despite the obvious difficulties outlined above, all respondents believed that RM had a role to play in their organisations.



What progress is being made?



Respondents were asked to indicate the degree of progress which they believed their organisation had made in terms of the various components of RM.  The findings are shown in Figures 4 and 5 below and overleaf.

Figure 4

�EMBED ExcelChart \s  \* mergeformat���

COMPONENTS

A	-	Customer Retention Planning

B	-	Appointment of Relationship Managers

C	-	Cross Selling

D	-	A Customer Based Information System

E	-	Use of the Database for Direct 			Marketing�F	-	Two Way Customer Dialogue

G	-	Relationship Rather than a Transaction 		Orientation

H	-	Segmented Approach to Customers

I	-	Measures of Customer Profitability

J	-	Delivering Personalised and/or 			Differentiated Communication���Figure 5

�EMBED ExcelChart \s  \* mergeformat���

COMPONENTS

A	-	Customer Retention Planning

B	-	Appointment of Relationship Managers

C	-	Cross Selling

D	-	A Customer Based Information System

E	-	Use of the Database for Direct 			Marketing�F	-	Two Way Customer Dialogue

G	-	Relationship Rather than a Transaction 		Orientation

H	-	Segmented Approach to Customers

I	-	Measures of Customer Profitability

J	-	Delivering Personalised and/or 			Differentiated Communication���SYMBOL 183 \f "Symbol" \s 14 \h�	Progress within banking



Overall, banking-related businesses (as defined earlier) appear to have made greater progress than those businesses which are primarily insurance-related.



For 'banking' respondents, the areas of high progress are felt to be:

�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Ability to segment customers (41%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Use of database for direct marketing (41%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Development of a customer-based information system (38%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Cross-selling (38%)



More problematic areas (low progress) are judged to be:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Measuring customer profitability (42%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Establishing a relationship rather than transaction orientation (42%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Developing '2 way' customer dialogues (42%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Delivering personalised communication (38%)



�SYMBOL 183 \f "Symbol" \s 11 \h�	Progress within insurance



For insurance-related businesses, the pattern of response is similar, but the incidence of high levels of progress is generally lower cf:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Measuring customer profitability (at 40%, higher than for banking respondents)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Cross-selling (32%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Development of a customer-based information system (32%)



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Delivering personalised communications (32%)



Areas of lowest progress, as indicated by 40% of respondents, are:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Use of database for direct marketing



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Developing '2 way' customer dialogue



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Establishing a relationship rather than transaction orientation



A further area of very limited progress is the use of Relationship Managers but we believe that, for many respondents, this component of RM is probably irrelevant.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Cross-selling and measuring customer profitability



An important finding of the study is the general lack of progress made in these two areas.  Part of the supporting argument for RM is that enhanced customer relationships will enable the easier and cheaper provision of further services, thereby improving profitability.  However, an inability to measure customer profitability, which is undoubtedly linked to shortcomings in IT, clearly hinders the adoption of an RM philosophy.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Banking versus insurance



We believe that three factors may explain the greater progress of RM within the banking organisations:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Firstly, more frequent interaction with the customer.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Secondly, a more direct relationship with the customer - many insurance businesses still have indirect (intermediary-based) customer relationships.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Thirdly, banking-type businesses have traditionally had easier access to up-to-date customer information, even if they chose not to use it.



However, as direct insurance provision (which requires significant information systems) grows, these differences should narrow.



Who are the leaders in relationship marketing?



In order to understand possible role models amongst RM practitioners, respondents were asked to name organisations which they believed were actually implementing RM.



Of those questioned, 60% felt that, at present, there were no organisations undertaking RM as they perceived it.  The majority of these respondents did, however, believe that several organisations were making progress towards implementing RM, albeit not fully.  Firstdirect and American Express were by far the most commonly quoted.



For the 40% who did feel that some organisations were successfully undertaking RM, it was again Firstdirect and American Express who were the most frequently mentioned companies.  Interestingly, only two respondents nominated their own organisation as having successfully implemented RM.  Other organisations mentioned more than once included Direct Line and Coutts.



These findings are difficult to interpret.  Given that there is not a common, uniform understanding of the term RM, the companies mentioned may, or may not, be embracing RM principles.  A common characteristic of several of the companies mentioned is that they are recent market entrants and/or 'high profile' within the financial services industry.



Although few respondents could attribute the apparent success of some of these organisations to any particular factor, it does seem that the facility to start from scratch with a new organisational model and IT infrastructure is very significant.



The role of IT



�SYMBOL 183 \f "Symbol" \s 11 \h�	Information held



The importance of information systems in adopting RM principles has been illustrated by the earlier findings.  As a further indicator of the progress being achieved in RM, we explored the sophistication of the customer databases within respondents' organisations.



Respondents were asked what information was held at an individual customer level in order to undertake marketing programmes (Figure 6).  A high proportion of respondents, 80% and higher, claim that their organisations hold information on:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Source of business



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Product holdings



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Duration of relationship



�Many, however, report problems in actually using the data.  Indeed, some state that their databases are still product-orientated:



"Customers are still treated on a product and not individual basis."



More significant, though, are the following findings:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Less than 30% hold information on customer needs and preferences.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Only 20% hold information on customer lifetime value.



We believe these are crucially important findings which indicate well the progress being made in RM.  



The basic thesis of RM is that through a close understanding of customer needs, based on two-way dialogue, an organisation will be able to increase its share of a customer's lifetime value.  Yet the reality is that a relatively small number of companies are holding information on either item.



Figure 6

�EMBED ExcelChart \s  \* mergeformat���

KEY



A	-	Source of Business

B	-	Product Holdings

C	-	Relationship Duration

D	-	Socio-demographic Information�



E	-	Psycho Graphic Information

F	-	Personal Details

G	-	Customer Preferences

H	-	Customer Lifetime Value

I	-	Complaint and Mailing Response History��

��SYMBOL 183 \f "Symbol" \s 11 \h�	The importance of databases



Only 60% of companies questioned stated that their database was a central component of their marketing strategy.  It would therefore appear that there is considerable unexploited potential given the present constraints indicated above.  



30% of respondents saw database marketing simply as being "used alongside other activities such as advertising", although there was an expectation that the database would become increasingly significant.



Measuring customer retention and lifetime values



�SYMBOL 183 \f "Symbol" \s 11 \h�	Retention planning



As was seen earlier, approximately 75% of companies questioned indicated that they had made medium or high progress on customer retention.  However, more than 50% of respondents actually have no customer retention objectives in place.



Therefore, many organisations have yet to put RM principles into practice.  It is only through the establishment of retention objectives, expressed, for example, in terms of retention period; cross-sell rates; or levels of customer satisfaction, that an organisation can claim to be planning for customer retention.



Interestingly, the limited penetration of retention planning does not appear to be due to a lack of data.  Almost 80% of respondents claim to hold information on both the duration of the relationship and on product holdings.



However, when asked about trends, the picture was more confused.  40% of respondents were unsure as to what changes their company was experiencing in both the duration of customer relationships and number of cross-sold products;  while 36% believed that they were seeing an increase in both.



These findings suggest that either:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Management information systems are failing to address the marketing needs of the business.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Marketing staff are not always clear on what performance indicators to monitor.



The research explored this topic in more detail by asking respondents about their organisation's programmes to combat customer attrition, as a proxy for the level of commitment to customer retention.



Just over 50% of respondents indicated that they had some kind of programme in place to combat attrition.  Those that do, are generally using or developing some kind of model based on key predictable characteristics drawing on previous experience.  However, many respondents reported problems introducing these programmes on a company-wide basis, due primarily to incompatible data sources.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Understanding customer lifetime value



Respondents were asked whether they were able to define the lifetime value of a customer, based on their likely needs and product holdings.



70% are 'working towards' this goal, with 20% of respondents already able to define lifetime value at present.  Given that this subject area is quite complex, we believe that 20% is encouragingly high, and it seems to indicate a gradual move towards the treatment of customers as individuals.



However, when asked in which area their company could best build long term relationships in the future, whilst 55% believed that focusing on individual's needs was key, 40% indicated service quality to be of greater importance.  



Whilst some may argue that these are different sides of the same coin, the RM philosophy calls for treatment of customers as individuals.  However, we suspect that this approach may be conceptually too demanding for businesses still trying to apply basic segmentation techniques.



Operating relationship marketing at a segment, rather than individual, level



The findings from the preceding section would suggest that many respondents see segmentation as the basis for building long-term relationships, ie they will initially choose to interpret RM at a group, rather than individual, level.



Anticipating that this might be the case, the survey also focused on understanding the information which companies hold to assist their segmentation efforts.



Figure 7, overleaf shows the key findings, and it can be seen that the majority of businesses are still dependent on traditional measures such as geography, demography, and product behaviour.



Segmentation variables such as customer needs and preferences, and the age of the relationship, which are particularly important in RM, are less well-used.



�Figure 7
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It is perhaps not surprising, therefore, that only 20% of respondents regularly deliver personalised, differentiated messages to their customers, based on the preferences and behaviour of those customers.



Once again, it seems that the ability to put RM into practice is constrained by a lack of customer knowledge, which itself may result from a difficulty in acquiring, storing and retrieving such information.



�Conclusions



Understanding the term



Our findings are paradoxical.  On the one hand, there is widespread familiarity with the term.  On the other hand, there is no common understanding of it, and actual use of the term is extremely low, suggesting that RM is:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	An ambiguous term, which has become something of a 'catch all' expression, embracing many other marketing concepts (for example, database marketing).



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Still, largely, an academic concept.



Application of the concept



Many organisations are actively pursuing some of the concepts associated with RM, without necessarily realising it.  We believe there are two factors which explain this situation:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Good business sense:  organisations are gradually realising the value of keeping and developing customers, a development which probably owes little to arcane academic concepts.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Progress with information systems, affording unprecedented opportunities to build intimate understanding of a customer's current (and likely future) needs, preferences and behaviour.



As stated earlier, whilst this situation can be attributed largely to academics' failure to market the concept of RM, we believe there are many challenges facing organisations which simply 'stumble upon' the RM philosophy.



In order to implement RM principles successfully (even if the term itself is never actually used) requires substantial change in the way an organisation views its customers and interacts with them.



It is, therefore, not simply enough to invest in a database.  Success is also heavily dependent on factors such as:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	The overt commitment of senior management



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Levels of investment in training.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Levels of investment in information technology generally.



From our research, it seems that none of these areas have yet been fully addressed.



�Progress



�SYMBOL 183 \f "Symbol" \s 11 \h�	In general



Whilst many respondents report significant progress in areas such as database development, customer segmentation and cross-selling, there remain several problem areas.  Relatively few organisations have fully addressed the measurement of customer profitability, and many still feel that their relationship with customers is one way (from the provider to the customer), thereby restricting the degree of personalisation in any communication.



Much of this lack of progress can be attributed to:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Inadequate information, particularly regarding individual customer's needs and preferences.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Poor knowledge of a customer's lifetime value.



However, there is a wider issue which concerns marketing practice.  Despite the various activities in which organisations are engaged, and despite the apparent belief in RM, a significant proportion of organisations:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Do not actually set any customer retention objectives.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Have no programmes to combat possible attrition.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Banks vs insurers



Banking type businesses appear to have made slightly more progress than insurance businesses, which we attribute to the greater frequency of contact and greater information traditionally available to the former.



�SYMBOL 183 \f "Symbol" \s 11 \h�	Leaders



Given the inherent complexity of the philosophy, it is not surprising that few organisations are seen as having successfully applied the principles.  Those perceived as being at the 'leading edge', however, are recent entrants to financial services, Firstdirect and Direct Line, in addition to American Express and Coutts.



Final remarks



The picture that emerges from this research is one of an industry adopting at least some of the principles of RM, consciously or otherwise.



Whether the progress that has been made is the result of genuine strategic intent, or of a series of ad hoc tactics, is unclear.



However, it does seem that the financial services industry has only been partly influenced by academic theory.  Rather than attempting to instil a 'new way of doing business' it has gradually 'picked off' various elements of RM.



Whilst this represents a highly practical approach and one which can overcome the barriers created by organisational structure, we believe it has several potential pitfalls:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Firstly, there can be difficulty in integrating the various elements.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Secondly, there is a risk that each element is seen simply as a tactic, rather than part of wider, coherent strategy to 'do business differently'.



The financial services industry still has some way to go in adopting an RM philosophy.  It would be easy to under-estimate the challenge, were it not for the fact that RM is concerned with changing business practices, and there is therefore no quick fix.  Priority areas for all companies will include:



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Understanding the role and importance of information:  determining what is needed, how it will be used, and how it will be maintained and accessed.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Developing appropriate information systems.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Establishing genuine customer focus across all parts of the business which impact a customer's experience.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Potentially, establishing process rather than function-based organisation structures, removing the traditionally isolated, and often badly-informed, marketing department.



�SYMBOL 45 \f "Times New Roman" \s 11 \h�	Setting measurable objectives by which to assess the organisation's progress in building lasting customer relationships.
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