
100

CHAPTER 3

Being There: Preparing for the Future

Conventional wisdom has perceived that cheap retail deposits were a structural
phenomenon rather than something which had to be actively competed for on
the basis of price. Structural solutions (i.e. making the branch network more
efficient or improving the quality of product designs) are bound to predominate
in an environment where the nature of the balance sheet is so complex, not only
in the broad categories of funding and lending maturities, but also by the type
of sources of funds and borrowers; and where the balance sheet structure is
made more complex by processes of irrational pricing, cross-subsidization
across generic product types and business sectors.1

Retail banks make a mistake when they select one or all of these underlying
changes in behaviour and set forth on a technology-driven project that seems
to satisfy sudden market changes without considering the broader implica-
tions of the implementation. Market trends must be viewed within the greater
context of their impact on their ability to drive a customer’s future attitudes
towards his or her own lifestyle and life stages, as previously discussed. The
second context in which these trends must be fully understood is their impact
on the financial institution, the products it offers and, more importantly, the
processes used by the firm to drive value, to which we now turn.

In Chapter 1, we discussed the establishment of a customer dashboard
that aggregates information to indicate progress towards a set of wealth
objectives. The dashboard can be a market differentiator by leveraging the
Internet with the infrastructure of the institution and/or the collective part-
ners within their network of value. Applying the dashboard concept to the
organization delivers data on customer behaviour, the effectiveness of
retail banking products and the result of customers’ actions relative to the
advice given, as illustrated in Figure 3.1. 

As financial services companies migrate towards offering advisory serv-
ices, their advice must be measured against customers’ lifestyle choices,
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goals and objectives. The primary reason for measurement is twofold;
firstly, to assess the effectiveness of the guidance as a hedge against any
unforeseen legal actions by customers in the event that financial goals are
not met; and secondly, to assess customers’ use of the advice given relative
to their life event choices. Utilization of advice by customers must be meas-
ured to ascertain customers’ behaviours, such as their tolerance towards risk
and their ability to adhere to a financial discipline. More importantly,
assessing customers’ use of the bank’s advice provides a lens for filtering
out customers who continually seek advice and subsequently take actions
that effectively ignore the counsel given. These customers represent a
higher total cost-of-customer and might be considered candidates to be
handled by a specialist or guided towards another service offering.

What do these factors mean to your firm?

It is nearly impossible to function in today’s global economy without
having one or more banking relationships. Corporations large and small,
consumers rich and poor, government agencies local and national and
charitable organizations all require some form of retail/commercial
banking services. The traditional boundaries between a retail bank and
commercial banking services are becoming increasingly blurred as tech-
nology makes banking more transparent to customers and business.
Consumers are discovering that adopting a more business-like approach to
personal finances gives them power to control more precisely their
lifestyles. Traditional banking customers are learning that just as cash flow
is the mainstay of business, it is vital for facilitating their lifestyle. Elec-
tronic commerce technologies enable society and business to form rela-
tionships between banking service providers, merchants and customers
that are increasingly based on a network of added value. Financial institu-
tions can capitalize on this phenomenon by placing the relationships they
forge with consumers and business into an economic model that becomes
a seamless selling process, integrating financial and non-financial products
that coexist within the context of a customer relationship. The integration
of computer systems and the continuous process of bringing new products
to market mandates that the institution’s core banking system and delivery
infrastructure should be robust and capable of swapping functional
components. We can argue that in the case of retail banks, the need to
update their core systems more frequently to remain competitive is
increasing, with smaller banks maintaining a competitive advantage over
larger institutions because they can be more aggressive in their approach.
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Smaller retail banks like new market entrants can opt for completely new
back-office systems because there is less organizational inertia to over-
come in order to complete the change. New market entrants are at an even
greater advantage because they come without the pre-existing structural
bureaucracies inherent in delivering traditional banking services.

New market entrants

Organizations outside the retail banking industry will continue to enter the
market and provide customers with services along three distinct lines:
products that are completely new; existing products at a lower cost to the
customer; and products linked to non-banking products. In all three
instances, the introduction of a new market entrant’s product is an indi-
cator of a market opportunity for existing retail banking providers. New
products are typically the result of an advance in technology or the estab-
lishment of a new capability. In 2000, Engler and Essinger noted that the
biggest competitive threat to traditional banks is from non-banking new
market entrants such as retailers, because they present customers with the
dual value proposition of acting as a primary conduit to both money and
goods.2 This trend is confirmed by the successful entry of Tesco and Sains-
bury’s into financial services in the UK. In the US, Wal-Mart and GE’s
moves towards providing retail banking services have been blocked by
regulation. However, proposed changes in legislation would allow them
and securities firms such as Morgan Stanley and Merrill Lynch to offer
services and change the face of competition.3 Other new market entrants
are traditional banks partnering with other financial services providers to
establish new Internet-only banks, such as Japan Net Bank which is a
consortium of Sakura Bank, Sumitomo Bank, Nippon Life, Fujitsu, Tokyo
Electric Power and NTT DoCoMo.4 The high concentration of ATM tech-
nology per citizen in the Japanese banking market is a sociotechnological
phenomenon that presents lessons for the West. With only 4 per cent of the
land mass of the US and 130,000 ATMs compared with 190,000 in the US,
Japanese customers have a greater utilization of technology-based banking
services than other cultures, performing a majority of transactions via
cellular phones and the Internet.5

Market-sensing organizations will evaluate new market entrants’ prod-
ucts against their own to identify the gap in capability or technological defi-
ciency. New products from new sources present an opportunity for retail
banks to reassess their products in a new way, and not just against existing
competitors. When a new market entrant introduces an existing product, at

Being There: Preparing for the Future 103



a lower cost, it signals one of two conditions: the new market entrant is
offering the product at a loss to attract customers and anticipates recovering
the cost over the course of the relationship; or it has a lower operating cost
structure. In the latter case, an existing retail bank now has an opportunity
to re-examine its cost of service through a new lens and, in many cases, will
find that the lower cost can be attributed to a less hierarchical organiza-
tional structure and/or a significantly streamlined business process to
support the lower cost product. The most difficult competitive scenario is
the introduction of a product linked to a product or service that is external
to the banking product. Financial products that are linked to an external
product indicate that the relationship with the customer already exists. To
compete in this environment, the company must woo customers away from
both a product and a relationship. Therefore, the retail bank must expend
additional energy to attract and retain the customer which ultimately leads
to an even higher cost of sales. Industries such as carmakers are realizing
that activities which follow the sales of their product now command a
higher profit margin and are an essential part of the long-term customer
relationship.6 This is important in the case of cars because of the cyclical
nature of the customer transaction. The carmaker wants the customer to
choose them again for the purchase of the next car. Therefore, the more the
relationship remains in the control of the car manufacturer or its consis-
tently branded subsidiaries, the lower the cost of sale on retaining that
customer. The opportunity for retail banks is to partner in this customer
relationship by co-branding products that are seamless to the process, such
as knowing the customer well enough to eliminate the loan origination
process by pre-approving the loan for purchases within the network. A bank
collaborating with a car manufacturer as a node in the dealer network acts
to facilitate loans. A proactive approach links the dealerships to the bank by
assessing customers’ behaviours such as when they show an interest in a
new car by taking a test drive, or, by monitoring their cars’ maintenance
records, a potential new car purchase event can be predicted or even
encouraged by reminding customers that they have a pre-existing line of
credit that requires no loan application. 

However, unlike life events that are to some degree predictable, many
external events such as natural disasters, geopolitical conflicts, civil unrest
and complex family problems can influence customer saving and spending
behaviours in both positive and negative ways. Natural unplanned events,
such as the outbreak of severe acute respiratory syndrome (SARS) in
China and elsewhere do present an opportunity for firms to assist
customers in new ways. Since the outbreak of the virus, a significant
portion of the population has been staying home, working, shopping and
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playing online.7 With the surge of people going online and the subsequent
demand for broadband services, the overall market for eBanking services
has taken a quantum leap towards presenting financial institutions with a
previously non-Internet banking demographic. Even as the spread of the
virus subsides and usage levels recede from the peak generated by the
initial outbreak, homes that were previously not online are now still
online, and they will not be uninstalling the Internet. 

Globalization and the synconomy 

In Synconomy,8 I argued that the nature of business is fundamentally
changing: as business processes begin to interoperate between geographi-
cally dispersed corporate business partners, they are directly influenced by
culture, collaborative actions, co-opetition and the generation of value,
which creates a synergistic relationship between internal business
processes and macro-level economic networks. Put simply, for corpora-
tions to add value in the new century, they must operate in synergy with
the economic values of their business partners. For retail banks and finan-
cial services organizations in general, the capabilities or productive output
gained by combining the core competencies of the individual organiza-
tions and their underlying business processes is greater than the sum of its
parts. In a synergistic economy, the combination of financial products and
services  develop, over time, into a capability that acts separately from the
traditional external forces that previously shaped its corporate behaviour.
A financial services synconomy exists when firms offer retail banking
products, investment services and provide infrastructures that facilitate
commerce. Operating synergistically in a network of value, they generate
a value proposition to customers greater than that which can be achieved
by the sum of the individual organizations. This is critically important to
retail banks because it identifies that few (or no) traditional institutions
will be able to service all markets at all times with all services unless they
are part of a network of value. Therefore, a key lesson is that at some point
a bank can become so big, with such a wide array of services, that it is no
longer effective, which contrasts with the notion of a one-stop-shop
banking experience within a single institution.

When retail banks consider globalization in their strategies, they must
take into account the following context; as said above, in previous
centuries, globalization can be considered an external process of conquest,
in which one faction imposed its cultural rules on a local conquered popu-
lation, maintaining order and propagating a homogeneous social behav-
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iour. A historical oversimplification of the globalization process is that
prior to the end of the twentieth century, globalization was an external
force which determined the commerce, culture and societal structure of a
nation state. However, with the advent of television and later the Internet,
the fundamental process of globalization is no longer based on nation
states conquering one another. Globalization has now evolved into a
process in which ideals, values and social attitudes are more freely
exchanged, resulting in people within a local culture electing to adopt or
attain various aspects of an external culture or imitate other people’s
lifestyles. This process of progressive awareness due to a global intercon-
nected technological infrastructure effectively shifts globalization from an
external process of cultural imposition to an inclusive process taking place
within a nation state by individuals making personal choices. There have
been no reported cases of fast-food restaurants forcing people to eat
hamburgers and fries at gun point. Retail banks must be cognizant of this
social phenomenon and realize that within any local geography there are
groups who will prefer to preserve their national identity, culture and
values. Globalization will undoubtedly foster violent reactions in social
organizations and special interest groups. As people use technology in all
its forms to develop a greater awareness of world affairs, cultures and
beliefs, retail banks will need to strike a balance between the desire to
direct customers to a standard Western-style approach to banking and the
adaptation of banking products to more closely reflect the culture in which
the product will operate. Retail banks must customize products and serv-
ices to deliver maximum product and service appeal to significant market
segments. The imperative for retail banks operating in a synconomy is to
design strategies that focus on optimizing economic motivations, such as
economies of scale and scope, while they also develop tactical initiatives
to leverage cultural aspects such as product preferences or savings and
spending habits. To make this shift, companies must view their lines of
business, the technologies used to support business processes and the
composition of the skills employed in order to construct a business that is
agile enough to change as business conditions continue to evolve in the
global synergistic economy. 

Organization, business processes and skills 

Retail banks and financial institutions, like their non-banking counterparts,
are often founded on a simple premise: to satisfy a consumer need which
manifests itself as a market opportunity. Under a hierarchical corporate
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structure, an organization forms to establish a set of work activities
resulting in an optimally constructed process for fulfilling the market
opportunity as an intermediary with a retail banking product or a service.
The organization forms a value proposition and either by design or accident
establishes a normative business model. At some point in their history, all
retail banking institutions have evolved from this series of business
building events, and through the cycles of customer demand strive to
achieve lower cost optimization of the firm’s operating state. Typically,
retail banks achieve business process optimization by either streamlining
process steps by applying technology for higher transaction throughput or
an increase in the productivity of personnel, or the bank endeavours to opti-
mize the interactions between its customers, other banks and partnerships. 

Today, organizations that are intermediaries in the financial services
industry realize that their perceived ability to add value is beginning to be
questioned by customers. This market trend is causing many companies,
especially those engaged in retail banking, to re-examine their primary
definition of the business model and underlying business processes. Like
their customers, banking service organizations are asking, ‘What is a bank
and where is it going?’ As retail banking organizations review and analyse
the connection between what they do and how they add value, they
discover the relationship between the hierarchical structure of the organi-
zation and the steps in their business processes. Bushe and Shani remind
us that the structure that divides and coordinates labour dictates the behav-
iour of the people within the organization: 

Structures are environments that affect how people behave. They channel effort
and energy in a particular direction. When they are well designed, they support
employees in accomplishing their tasks; when they are poorly designed, they
can get in the way. Since they channel effort, changes in structure can lead to
changes in how people behave at work.9

Keeping the relationship between structure, process and behaviour in
mind, when retail banks revisit their value propositions, they invariably,
although not intentionally, forget a critical factor which governs value
creation – their relative position in the cycle of business and market matu-
rity. As a bank grows and develops, its business processes pass through a
cycle of business maturity. The early stages of business development are
often dominated by a strong leader who establishes the boundaries of the
business, its processes and the limits of the resources employed to fulfil
the immediate goals and objectives. As the organization forms, grows
larger and becomes more complex, the leader is replaced, functionally, by

Being There: Preparing for the Future 107



a strong management team that has embraced the leader’s philosophy of
running the company. Over time, further layers are added to the bank,
more products are introduced, lines of business expand, mergers and
acquisition fuel the growth agenda, and the leadership of the firm
becomes diffused into a lower level in the command and control organi-
zational hierarchy. Suddenly, a series of events result in unexpectedly
plunging the organization into a competitive crisis, such as the arrival of a
new market entrant, a price war or a rapid decline in demand due to
changing customer attitudes. It is at this moment that retail banking
organizations which do not have a clearly stated and defined value propo-
sition fall into a downward spiral of loss of value-generating capacity.
This is often triggered by rising costs that result in the reactionary
manoeuvre of downsizing the organization through redundancies. At this
point of crisis, many organizations struggle under the weight of their own
infrastructure, not realizing that it is an opportune moment to rethink the
fundamentals of the value proposition and reshape the organization.
Companies that have successfully transitioned from this crisis point often
equate their success to one of two essential elements: the return of 
a strong leader, such as Deutsche Bank’s appointment of Josef Acker-
mann;10 or people rally around a common set of initiatives to revive the
organization’s ability to compete. When a firm realizes it may no longer
be competitive can be attributed, in effect, to market isolationism, when
the success of the organization hinders its ability to sense changes in the
market, customers or competitive landscape. Senior managers in retail
banks may not see the warning signs until it is too late. When people in
the firm adopt an attitude of ‘if it’s not broken don’t fix it’, the organ-
ization is signalling its inability to embrace the pace of competition in a
rapidly globalizing economy. In Champy’s view, change is a relentless
force that organizations must embrace, by incorporating change as a
continuous process within the firm’s business process structure: 

In the economic environment of the twenty-first century, where change is nearly
continuous, Darwin’s theory of survival applies to the world of business as well
as it does to the world of biology. Undoubtedly, a company’s capacity to
respond quickly and adroitly to change will surely determine its long-term
success or failure; hence managers must anticipate transitions, sometimes
provoking them, and always embrace them with open arms.11

Therefore, changing business conditions are the catalyst for value propo-
sition redefinition and, if change is indeed continuous, retail banks must
periodically, for example annually, revisit their value proposition to
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customers in order to remain competitive. Organizations that do not antici-
pate changes to the way in which they operate risk having their business
model become irrelevant as market demands present opportunities for
competitors. Gunneson argues that firms must enable processes to be self-
renewing, in which the people engaged in the activities review tasks and
customer obligations daily to determine and make changes in the operating
environment.12 The combination of business process design coupled with
the skills, competencies and structure of the organization provide the means
to use technology in innovative ways to fulfil changing customer needs. 

Retail banks must be cognizant of the fact that the long-term viability of
the firm may rest not on technology, but on the structure of the organiza-
tion and, as conditions change, the structure must be capable of changing
to adapt to the new market conditions, as noted by Tushman et al.: 

As competitive conditions change, fundamentally different organization forms
are required. However, due to organization inertia, many organizations either
do not effectively attend to environmental change or, if the threat is registered,
act to bolster the status quo.13

Tushman et al. make an important point in the identification of organiza-
tional inertia as a force that inhibits the firm’s ability to adapt to changing
business conditions. Countering organizational inertia must be taken into
account when devising strategic initiatives because of its ability to retard
the combined output of the firm. Here again, Gunneson observes that
corporate cultures do not simply change; they must be transitioned.
Managers must be coached and people must be given proper incentives.14

The increased level of competition in retail banking requires that financial
institutions should leverage technology by establishing processes that
aggregate skills into corporate competencies. Retail banks, in order to
remain competitive, must adopt a modular construction by establishing
cross-functional cells of competencies, as Toffler explained: 

the best way to organize is not bureaucratically, but ad-hocratically, so that
each organizational component is modular and disposable, each unit interacts
with many units laterally, not just hierarchically, and decisions, like goods and
services, are custom-made rather than standardized.15

Competencies must be developed not as a hierarchical structure, but as
resources to be applied to the underlying business processes within the insti-
tution. The organization must leverage the diversity of skills within the
workforce by engaging a cross-cultural, multinational pool of talent, using
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technology and physical location as assets to be managed as part of the
value proposition to customers. That said, retail banks must leverage their
technological assets in whatever form and establish processes to aggregate
skills into competencies that sense the market, prioritize opportunities, envi-
sion new business scenarios, adapt processes and adopt new ideas to deliver
value to customers in increasingly new ways, as illustrated in Figure 3.2. 

One of the first steps (and perhaps the easiest place to start) is to develop
the competency of sensing the market and customers. Retail banks have
learned that there is a renewed value in the face-to-face exchange between
customers and branch personnel. This value is based on the creation of a
shared tactile experience, establishing an informal bond between the
customer and the brand identity of the firm such as ‘my banker knows my
name when I walk into the branch’. The physical meeting between customer
and trusted advisor humanizes a relationship that can become sterile and
semi-detached in a relationship based solely on technology. One lesson
learned by business leaders who are separated by great distances in a transna-
tional firm is that efficiency, productivity and higher morale is achieved by
regular, predictable intervals of communications between subordinates and
peers. For retail banking, this translates into increased communications
between the customer and the trusted advisor or relationship manager.

The value of the branch is realized by organizations such as the Finance
and Information Union in New Zealand, which notes that branches are a
vital resource for the future of retail banking only if the nature of the work
performed at the branch is significantly different from traditional retail
banking activities. Retail banks are undergoing a transition from simply
executing transactions to selling financial products and servicing a wider
range of customer needs, demanding increased skills at the branch level,
coupled with the increasing level of experimentation with different forms of
physical presence, such as supermarket banking, mobile managers, kiosks
and so on, and a highly skilled workforce is not a luxury but a necessity.16

The rapidly accumulating data from branch interaction with customers
reveals that high levels of customer satisfaction are also a byproduct of a
satisfied workforce, as Mark Story observes: 
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Research from Citibank’s annual customer and staff surveys claims a direct
link between employee satisfaction and return on equity (ROE) – or profit
generated as a percentage of shareholder funds.17

Citibank’s research also reveals the link between customer dissatisfaction,
poor customer satisfaction levels and the level of knowledge of branch
relationship managers. Interestingly, Citibank’s research brought to light
the direct proportional relationship between the calibre of product knowl-
edge by branch personnel and their comprehension of how to apply prod-
ucts to customer needs. The second interesting aspect of Citibank’s
research is that employee satisfaction is a key driver in increasing
customer satisfaction. 

Achieving higher levels of customer and employee satisfaction can be
attained by improving three key aspects of the branch: the physical design;
redefining the lines of business; and a rejuvenation of branch personnel
through compensation and skills improvement schemes. The ANZ Grind-
lays Bank in Ahmedabad ‘branch of the future’ concept addresses the
physical nature of the branch by incorporating three key functional
components into its floor plan: a relationship manager, a service advisor
module and an information module, in addition to the traditional teller,
branch manager and strong room.18

The physical attributes of new age branch design are not solely for the
satisfaction of customers. Innovative design fosters higher morale in
branch personnel which, when coupled with redesigned compensation
schemes and a programme for continuous skills improvement, acts as a
powerful motivational incentive for branch personnel to excel at forging
more intimate relationships with customers. In an operating environment
of trusted advisors, retaining talent will be more important in the next few
years. To maintain the high degree of customer touch that is the hallmark
of a trusted advisor, retail banks must have a continuous influx of talent to
remain competitive. As I have argued elsewhere, although it is counterin-
tuitive, during times of economic downturn, financial institutions can gain
a competitive advantage by taking action along two lines: the retention of
highly talented personnel, and the recruitment of new talents.19 Traditional
retail banks now realize that, in the banking model of the future, people
are the greatest asset and are integral in the differentiation of banking
products and services with customers. Because any type of company can
acquire technology and perform banking services, when employees leave
the firm for whatever reason, the firm is not cutting costs, but losing an
asset that makes it competitive. So what is the solution for retail banks and
how will they rethink their lines of business to meet the new competition? 
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Rethinking lines of business

Retail banks that are rethinking their traditional lines of business and asso-
ciated products discover that the new globally competitive business must
excel at providing the customer with service convenience and product
clarity. Products must be divorced from the infrastructure that enables the
delivery of the product because they are temporary. A product’s life is
determined by its perceived value to the customer, while the infrastructure,
and its ability to facilitate the use of the products by customers, is valuable
to the organization and its stockholders. The primary objective of infra-
structure is to support the underlying business processes found within each
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line of business. Retail banking products are resources, means and mecha-
nisms used by the processes within each line of business and, as customer
demands change, they are introduced, used, refined and retired.

Rethinking its lines of business, Bradford & Bingley’s advertising and
media campaigns reinforce a ‘marketplace’ theme, which, from the perspec-
tive of branch design, incorporates an interior that brings in the outdoors.
By utilizing canopies and floor finishes that reflect a real outdoor market,
the branch design reflects a fundamental rethinking of the branch experi-
ence and the supporting lines of business. Realizing the appeal of the design
to customers and staff, Bradford & Bingley engaged Claremont Business
Environments to modularize the design, thus reducing the branch of the
future’s refitting cost, with innovations such as individual kiosk areas and a
variety of standard units and furniture that can be combined to accommo-
date the needs of all branches.20 The key to Bradford & Bingley’s approach
is to enable each branch to redesign the physical layout of their location
using modular components, so catering to the needs of local customers
while preserving the core brand identity, as reflected in Figure 3.4.
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When we hear the term ‘mobile banking’ in the retail banking industry,
visions of mobile phone applications, personal digital assistants (PDAs)
and other electronic devices that cater to the mobility of the customer
come to mind. Several banks have rethought the question of mobility by
asking themselves: what if the customer was stationary but located in
geographies not easily serviced by the existing branch network? Several
banks, as illustrated in Figure 3.5, have discovered mobile banking in
which the branch itself is mobile.21 Primarily used for special events as
movable ATMs or remote branch locations, the vehicles are self-contained
and include power, security and wireless communication equipment.

The Citizens Banking Company of Sandusky, Ohio, extended this type
of mobile banking even further when it began offering business
customers a mobile banking courier service, providing businesses with
convenient pick-up and delivery of banking products such as standard
transactions and correspondence seven days a week, crediting most
deposits on the same day. Transactions that originate via the mobile
branch are insured against fire, theft, loss and are FDIC (Federal Deposit
Insurance Corporation) insured at the time of pick-up from the
customer’s business.22

Other approaches to new banking models centre on a higher utilization
of the Internet. I discussed elsewhere the evolution of eMarketplaces in the
financial services industry as taking three distinct paths: a market maker, a
market facilitator and a market integrator.23 Venezuela’s Banco Mercantil’s
personal portal provides an example of the emerging use of banking insti-
tutions as a market facilitator by linking banking activities to shopping.
From the viewpoint of most customers, a bank is simply a place to store
money until it is needed. When customers adopt this mindset, they
commoditize the added value of the bank because the bank is considered a
secondary intermediary. Banco Mercantil’s approach moves the bank to
the centre of the action, making purchases, paying for services, making
plans and doing things. This is evident from the design of the website’s
features to the placement of the bank’s logo at the centre of the customer’s
options, as shown in Figure 3.6. 

Banco Mercantil’s personal portal is a sterling example of how the
Internet can be used to engage banking customers in non-banking activi-
ties.24 The banking relationship is at the heart of the interaction, which is
illustrated by the use of its brand identity on the initial webpage and
throughout the website. The design centres on various aspects of your life,
sprinkled with products designed to facilitate lifestyle choices. For
example, selecting mi casa (my house) enables the customer to look for a
new place to live, obtain a mortgage, purchase insurance, buy furnishings
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and other household goods, even the purchase of goods from the US to be
shipped internationally. Selecting mi salud (my health) provides health
information, health insurance, links to health-related products, medications
and direct links to local chemists. In each category of lifestyle choice, there
is either a link to Banco Mercantil’s retail banking products or an affiliated
service provider. Even mi retiro (my retirement) includes links to special
events and restaurants to help you enjoy your retirement. This engagement
of customers and lifestyles is reflected in the company’s mission statement: 

To provide excellent financial products and services to meet individuals’,
companies, and the community’s expectations, and to ensure that stockholders
and clients receive appropriate return on investments.25 (author’s translation)

Banco Mercantil’s approach uses the bank as the centre of the customer
experience, with links to external banking and non-banking relationships
that introduce ancillary products and services. 

Ancillary lines of business

Ancillary services represent new opportunities for retail banks to expand
their markets, establish new lines of business and engage customers new
and old with additional touch points and transactions. However, when this
happens, the branch is encroaching in other markets and becomes itself a
new entrant into an existing market. Therefore, the value for service ratio
must be clearly understood and deemed higher than profit margins within
the existing lines of business. Retail banking institutions must assess their
entry into mature markets because of the high degree of commoditization
and low margins. Organizations mistakenly assume that by offering travel
services, for example, throngs of new customers will magically appear just
because they are providing a new service. It is true that a certain
percentage of the market will naturally gravitate to the new service;
however, the majority of customers will require a high degree of motiva-
tion to switch from incumbent providers. Therefore, they must be wooed
away from their existing market channel. The cost of customer acquisition
through these ancillary channels must be assessed and monitored as part of
the portfolio of integrated market offerings. As Howcroft and Lavis
pointed out, retail banks, seduced into providing ancillary services as a
means to use up excess branch capacity, have learned, in many cases the
hard way, that these services must be viable entities in their own right or
risk reducing total operating profits.26
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Developing revenue opportunities and fee income

Retail banking consumers and small businesses typically establish a rela-
tionship with an institution that is predicated on receiving good value for
services over a long-term relationship. The majority of customers realize
that changing banks has an inherent cost that is identifiable as inconven-
ient; it causes delays and, more importantly, loss of time that could be
better spent on more productive pursuits. Therefore, to gain customers, a
bank must motivate them to leave their existing banking relationship.
Motivations come from two sources: the bank itself, typically the product
of successive poor performance, or a change in the perception of value
offset by increases in fees; or an external source, such as a traditional bank
offering better value for money or a non-traditional entity providing an
alternative means to link with another product or service. In many cases, a
steady decline in service performance makes customers doubt the value
for money of the retail banking service and they look elsewhere for better
service. Once the seed of discontent is planted, the torrent of media-based
marketing materials triggers customers to switch to a new perceived value
source or they become so overwhelmed with choices that they will attempt
to reconcile the existing relationship. 

Having a long-term relationship with a retail banking customer is not a
gift from the consumer or small business to the institution; it is the product
of a process of customer service. This process, now identified as ‘customer
relationship management’, consists of establishing the relationship, moni-
toring customers’ use of services, measuring the effectiveness of the services
from the customers’ perspective and the profitability from the institution’s
perspective and finally analysing the relationship from a holistic value
perspective. Providing service that enhances the customer relationship is not
simply offering a plethora of banking products which give the customer a
myriad of choices; customer relationships must be optimized so they are
viable, profitable channels to market for the bank. As we can see in Figure
3.7, the optimization of a customer relationship occurs under two funda-
mental and deliberate sets of actions: those that increase revenues to the
firm; and/or those that reduce the cost of maintaining the relationship. 

Like a manufacturing production process, the customer relationship
must have an aim in which deviation can be measured. Each option under
the path of increasing revenues or reducing cost requires a deliberate
action on the part of the organization that must be measured, monitored
and reevaluated periodically, in order to optimize the total customer rela-
tionship relative to the underlying profitability of each market segment.
Understanding the dynamic relationship between these factors is essential
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input information in the formulation of marketing campaigns and other
promotional activities, primarily because it demonstrates quantitatively
and/or qualitatively the effectiveness of loss-leader products or services
and ancillary offerings within each market subsegment. 

In the Philippines, BPI Direct’s approach to ancillary services is an
important model to observe because it places the customer at the vanguard
of a shopping experience, subconsciously bringing customers to the real-
ization that banking is just a layer of administration between their money
and their ability to purchase things (as seen in Figure 3.8). 

Buying goods and services, paying bills and initiating transactions are
all part of living in modern society, and banking is simply a means to an
end but not an end in itself. In simple terms, people like shopping and
buying material goods that are often associated with fun and memorable
experiences, but, at the same time, people loathe banking, which often
conjures visions of tracking down transaction mistakes in your current
account balances. Due to the current structure of banking, people think
that banking cannot be fun. One key feature of BPI Direct is its seamless
integration between cyberspace and terraspace, in which the customer
selects a ‘branch of convenience’, which is the physical BPI branch where
customers pick up their cheque books, ATM cards, sign their account
opening documents and make deposits or withdrawals. 

BPI Direct’s approach integrates the virtual and physical worlds of
banking into a customer experience that is driven, directed and maintained
by the customer.27 The branch works in concert with the Internet compo-
nent of the banking experience. If we follow this line of thinking further, it
is not hard to imagine the physical bank location being expanded into a
pick-up location for goods purchased on the Internet. 

Branding, channels and customer behaviour 

The future of retail banking lies in the effectiveness of the institution’s
brand to facilitate the fulfilment of customers’ financial wants and needs.
To achieve brand effectiveness, the organization must develop a deep
understanding of customers’ purchase and service behaviour, the channels
they use to initiate banking transactions and similarity of need between
customer groups. Retail banking customers have embraced with varying
enthusiasm the use of increasingly different types of technology to
perform basic banking and share trading transactions. As customers move
beyond this initial interest in self-sufficient services, they will look
towards retail banks to add value by being their trusted advisor on finan-
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cial matters. Customers perceive a trusted advisor as a source of counsel
and as a conscience, not someone that is continually selling them a
product. Trusted advisors counsel them on the right products and the right
time to use banking and investment products to support their lifestyles. 

Retail banks that evolve to be a customer’s trusted advisor depend
heavily on their brand identity and the use of their brand to reflect the
values of the firm, such as stability, security, financial expertise, market
awareness and a comprehensive approach to solving financial problems.
However, like products, brands cannot be complacent, unchanging or
perceived to be dated. Retail banking brands are dynamic, incorporating
changes in the marketplace and quickly adapting to reflect changes in
customers’ lifestyle needs. Today’s banks require a cohesive branding
strategy to determine the limits of their global ambitions, the effective
reach of their organizations and, most importantly, the perceived relative
value of their products and services to the local customers they serve. One
key thing to remember when developing brands, channels and customer
product offerings is that all customers are now local.

Without a doubt, at first glance Sir Richard Branson’s Virgin brand
identity reflects a vibrant, youth-related market. In spite of this, under
closer analysis, one realizes that it is more than just a cleverly crafted
Internet presence; it is a present-day example of the future state of the
customer experience, documenting the marriage between banking, retail
and other lifestyle/life-stage services. Virgin’s brand identity and value
proposition is simple, clear and precise 

Virgin’s One Account28 links financial products in a such a way that the
value proposition to the customer sells the product, in contrast to most
other banking products that have to sell the product and explain its value
proposition. Virgin’s banking model goes to the heart of a customer’s
banking dilemma: ‘how do I juggle the five primary banking activities
every month to get the best long-term return on my money without having
to get a degree in economics from Harvard?’ The Virgin One Account opti-
mizes the movement of funds between a customer’s use of debt instru-
ments such as a mortgage, loans and credit cards against the individual’s
short- and long-term assets, for example savings and current accounts. The
Virgin One Account benefits the customer in three ways: any direct
interest is not paid to him or her, reducing income tax liability; actions are
taken on a daily basis, so removing the need to guess and negating any
direct customer action; and the customer controls the rate of repayments as
life events (marriage, birth of a child, divorce, death in the family, reloca-
tion, amongst others) alter financial commitments. The elements in the
value proposition to the customer are:
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■ telephone or online account information

■ one balance representing the big picture

■ an optional breakdown of the balance, giving the traditional view of
individual mortgage, loans, savings and current account balances

■ a monthly financial statement overview

■ a repayment guide

■ an annual review to promote awareness of the full potential of the
account

■ money management tools that enable the customer to analyse his or her
savings and spending to create a monthly budget. 

One of the key ingredients in Virgin’s value proposition is typically
overlooked when retail banks develop similar schemes: the educational
aspect of the account. While the account has some traditional elements
(makes the transition easier), the newer, educational elements of the repay-
ment guide coupled with management tools allow customers to learn at
their own pace and over time fine-tune their account relationship. Herein
lies the clue that the Virgin model is not targeted primarily at the youth
market; if it were, why would they need a traditional view? Perhaps to
explain it to their parents. This sounds similar to the problem of how to set
the clock on the VCR. 

As more non-banking companies offer additional financial services
products, brand identity and a clear value proposition are paramount to the
success or failure of the organization. Taking advantage of the variety of
banking products, niche market players, such as the UK’s Black and White
Mortgage Company, act as both a market aggregator and customer contact
point. With a value proposition designed primarily to reduce the confusion
between mortgage products and other options, the Black and White Mort-
gage Company clarifies industry jargon into language that is easily under-
stood by all its customers and offers the same service for a variety of
insurance needs.29

The examples of Virgin’s One Account and the Black and White Mort-
gage Company illustrate the rising trend of aligning basic value proposi-
tions to customer behaviour. Within the retail banking experience, customer
actions can be categorized into three basic behaviours: transactions which
receive funds, exercise credit and pay bills; precautionary actions such as
time deposits, savings accounts and insurance; and speculative actions such
as share trading and other investment vehicles, as illustrated in Figure 3.9.
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According to Blythe, consumer behaviour is the result of a complex
interaction of many factors, which will vary from customer to customer
and change over time, due to fashion, social conditions and other influ-
encing forces.30 Blythe reminds us that there are very few absolute rules
for behaviour that is repeatedly influenced by new ideas, approaches and
products that are continually adopted. For retail banks, this means that the
formula for market segmentation and the alignment of products to
customer behaviours is a dynamically occurring process and must be re-
evaluated periodically to ensure the highest yield per banking product. 

One strategy to hedge the continuous customer movement between
products is to change the focus from the products themselves and concen-
trate on achieving an end goal with the banking customer. This is seen at
Singapore’s DBS Bank and its Treasures Priority Banking product that is
designed to enhance not just your wealth but your personal well-being too.
DBS Bank’s approach merges two key concepts: long and short-term,
family-focused, financial goals, and the acquisition of services normally
associated with achieving lifestyle privileges. Put simply, the bank’s
offering operates a philosophy that customers enjoy enhancing their
wealth, and therefore the bank should help customers to enjoy doing it.
DBS Bank also offers a variety of private events and access to specialists
at Treasures Centres and Treasures Counters at selected DBS branches.31 It
takes a large degree of planning and execution to bring to the market many
of these visions of the new banking environment and the increasing
number of associated products, which is the subject of the next chapter.
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