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Moving from Managing Customer Relationships to
Increasing Customer Engagement

The financial services industry has undergone a radical change as today’s customers are
online, networked, well-connected and embracing Web 2.0 applications. This shift in
customer behavior has forced banks to rethink their strategies and slowly but steadily
build their presence on social networks in order to understand their customers better.
One of the biggest shifts that has taken place is banks'limitation in managing customer
relationships. Customer dialog, which was controlled by banks and was once the
biggest driver of customer loyalty and satisfaction, has moved out of banks’ control
because of social media. In this environment, banks have to shift focus from managing
the customer relationship to fostering customer engagement within and outside the
bank ecosystem. Some banks have looked at social media as a technology play or
customer service play and have responded by setting up Facebook and Twitter
accounts, with a few service associates monitoring social media messages. We believe
that this is going to prove inadequate, as a new Customer Engagement Strategy
requires transformation across the enterprise, and establishment of a new mindset
which is focused on transparency, speed of response and communication processes
spanning beyond banks’ immediate ecosystems. We believe that the right Customer
Engagement Strategy will differentiate the winners from the losers in a financial services
business where, due to regulation, the customer will be forced to consolidate service
providers and go for bundled products and services.

the banks’ ability to understand and influence

Banks Need ‘H(y)elp’in the their customers. The radical concept of the 90s

Time of Social Media was strategies built around Customer Relationship

Management (CRM). The key idea was that banks

should know their customers well and have a

Before the 1990s, the dialog between banks and  dialog instead of a monologue with the customers.
customers was a one-way communication limiting ~ The CRM strategy is focused on three pillars:



1. Know the Customer

CRM is to know the customer including
profile, transaction and communication
information. The emphasis is on a
360-degree view of the customer.

2. Listen to the Customer

The other CRM focus is on creating
channels to listen to and respond to the
customer. This is to ensure that the one-
way communication is changed to a bank-
owned dialog.

3. Keep Communication Alive

Keep an open line of communication
through closed-loop  CRM.  Start
communication from marketing through
sales and service, and have a complete
view of the communication process.

Since the quality of a customer relationship
is a key driver for customer loyalty—which
has been seen to drive customer profitability
—effective  management of  customer
relationships and positive brand perception
has been critical to success for banks.
However, while CRM has and continues to
provide deep value to banks, a fundamental
shift has occurred in how customer loyalty
and positive brand value can be maintained
due to the emergence of social media.

In an effective CRM strategy, the emphasis
is on the dialog between the bank and the

was “word of mouth” The social media
revolution has expanded the power of
“word of mouth” multifold through the
“word of finger” This has created a need
to move the emphasis from managing the
customer relationship to managing the
“word of finger”. This one dialog has changed
to multiple dialogs between customers
and banks. Since banks cannot control this
dialog, managing client loyalty and positive
brand perception requires a new mindset.

Parallely, there have been other shifts in the
financial services industry calling for new
strategies. These are because of both rapidly
changing customer profiles and changes
brought over because of the recent financial
turmoil.

« Secular Trends in Customer
Behavior: Customers have been
exposed to other industries
which are rapidly getting more
connected. Retail, Media, and
Telecommunication industries have
pioneered many services where
customers are more connected

to the enterprise. This has raised
customer expectations from all service
providers. Some of the expectations
are around rapid response to
customer issues, ability to find
information and make comparisons
on products and services, mobility-

customer; however, the conversation is driven applications, and bundled
still controlled by the bank. The part that products which reward loyalty to the
banks could not control but tried to influence, enterprise.

Shift in Communication Figure 1
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e Impact due to the Financial
Crisis:  The 2008-2010 financial crisis
has also created an impact on brand
perception, as well as regulatory
environment changes. The financial
services industry brand has been
tarnished and customer trust has been
lost. Additionally, financial regulations
are impacting the industry. One of
the impacts is that banks’ ability to
charge fees is reduced. It is expected
that this will also reduce banks’ ability
to offer many free services such as
free checking, etc. This will force the
customers to consolidate their financial
services products to fewer bundles and,
therefore, to fewer service providers.
In essence, this means that banks will
have to compete more fiercely for
customers, and the customer churn
cost will become very high.

These changes create challenges and
opportunities calling for deeper customer
engagement, which is focused on improving
brand perception, understanding customer
needs, co-creating products, and, thereby,
increasing loyalty.

The World of “Word of Finger”

There has been an explosion in the
growth of social media platform membership
and usage. The leading platform, Facebook,
has more members than there are
citizens in any country other than China
and India. Stretching Metcalfe’s Law on
Value of Networks to social media, we can
surmise that there is an exponential increase
in the power of social communication and
its impact. Social communication using

Growth of Social Media

this platform is becoming not only a
tool for customer service or brand building,
but also a tool for statecraft, with Secretary
Hillary Clinton advocating it as a tool for
United States foreign policy.

Banking products are special in the way that
they are, in most cases, ongoing engagements
blurring the lines between sales and service.
These products are, therefore, a very good
fit for social media which itself is all about
continuous engagement.

In such an environment, ignoring the
impact of social media can only be done at
a bank’s own peril. However, according to a
recent report from market analyst
Datamonitor’s technology arm, almost
two thirds (60%) of the world's retail
banks have no plans in place to use
social media in any way. Currently, just
6% of retail banks use social media to deal
with customer queries, and only a further
1% envisage using it in this way between
2011 and the end of 2012. Meanwhile,
only 14% currently use it for marketing,
with a further 12% planning to use it to
promote their business by the end of 2012 2.

We believe, that to succeed in the fast-
changing marketplace, banks need a
comprehensive ~ Customer  Engagement
Strategy. This strategy has to go beyond
having Twitter accounts or Facebook
pages. While developing the Customer
Engagement Strategy, it would behoove
banks to first understand the difference
in the world of social media and the
old paradigm of Customer Relationship
Management.

+ Active Two-way Engagement: Social
media engagement is not only two-

Figure 2

» 517 Million  Facebook Users

» 700 Billion Minutes Spent on Facebook Monthly
» 90 Million Tweets per Day

» 165 Million  Twitter Users

—
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way, one-to-many, the customer
is an active participant and “owns”
the conversation. Banks can have
some influence on it, but are more of
participants than managers of this
engagement.

« Communication is Public: The social
media communication is public and
is available to everyone, thus making
this medium powerful and dangerous
at the same time. A customer could
be discussing a bank in social media
without any control by the concerned
bank. Banks can be participants or, in
some cases, the ones hosting these
conversations.

- Deeper Level of Engagement: The
social media participants are deeply
invested in these conversations. They
are not just consumers of information,
but also creators of information.
A deeper level of engagement tends
to amplify positive or negative
perception about the brand.

- Customer Attention is a Scare
Resource: The information availability
and continuous communication causes
an information overload. This means
that the consumer has less time to be
deeply involved in any one area, product,
brand, or communication platform.
Under this scenario, those businesses
that can gain customer attention, win.

* Customers are Aware of their Power:
Customers are realizing that they have
a newfound power. They are not
hesitant to use it for getting better
service or deals or opposing changes to
the products they love.

The Customer Engagement Strategy has
to take into account the above-mentioned
shifts along with ensuring that the strategy
fits with the company’s prospective and
existing client base. It should ensure
continuous dialog and must be in line with
the bank’s brand. Banks need to imbibe this
strategy across the organization and allocate
enough time and resources to it.

What Should Banks Do?

The Customer Engagement Strategy has to
be an enterprise-wide strategy. Neither can
it be a marketing tool or a customer service
tool in isolation, nor can it be a technology
play of having social media portals or
accounts. Realizing that managing customer
perception through direct actions of a bank
is going to decrease in effectiveness, calls
for a fundamental shift in how banks deal
with their customers and, therefore, requires
a wholesale change in organizational
behavior. On the organization behavior
dimension, banks need to:

e Inculcate high sensitivity on how all
customer contact channels interact
with customers, keeping in mind how
easily a message can go viral

* Encourage different parts of the
organization to engage through social
media; emphasize quality, not just
quantity

« Consistently update their social media
presence; customers who are dealing
with a bank are deeply engaged,
and they expect the same level of
commitment—setting up a Facebook
page that never has a status update or a
Twitter account with no updates can do
more harm than good

° Engagement cannot be skin-deep;
further, it is not a campaign that can be
turned on and off—true engagement
means full engagement in the channels
where a bank chooses to invest

There are some pioneers who have done well
on certain dimensions vs their peers. National
Australia Bank (NAB) recently launched a
campaign offering potential clients no fees
for moving their mortgage product to NAB.
NAB offered to pay for the break-up fee.
However, the whole campaign was run using
social media. NAB used blogs, Twitter and
YouTube extensively to launch this “Break-Up”
campaign.
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Pioneer Examples - SunTrust Bank’s Initiatives in Social Media

Figure 3

Initiatives taken by Sun Trust to Engage Customers

» Blogs (Bank Statements Blog) - to help the customers manage their financials

YouTube Channels
Twitter Presence - AskSun Trust
Facebook Page - the LiveSolid Facebook Page

vVvyy

In the US, some banks have responded to the
customer engagement needs using social
media channels. SunTrust Bank leveraged the
various social media tools to provide advice
and counsel to existing and prospective
customers.

Other major financial services firms are
focusing more on virtual communities. Virtual
communities are a good avenue for financial

Pioneer Examples — Banks Having Virtual Communities

services firms to facilitate social commerce,
which enables peer-to-peer transactions.

Niche communities are being used on a large
scale in the B2B financial services space
and there are tremendous opportunities in
the B2C space too, which financial services
firms must tap. "With more than 400 million
users globally, Facebook s a great environment
for B2C marketers looking to scale their

Figure 4

» Charles Schwab has a virtual community focused on its active trader clients
» Bank of America has an online community meant to help small business owners
» American Express has launched OPEN Forum, an online resource and networking site for

business owners

Banks Can Achieve Multiple Benefits from Customer Engagement

Figure 5

Monitor the brand identity and regain the customer confidence
that was lost during the financial crisis

Test and get feedback on new products

Develop conversations and build trust

Launch innovative service

Increase loyalty
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community efforts and marketers such as Bank
of America and J.P. Morgan Chase have taken
advantage."

However, these examples are few and far
between. More importantly, not all the
responses seem to be part of a cohesive
Customer Engagement Strategy. We believe
that banks have to go beyond the hesitant
steps and completely adopt customer
engagement as the mantra for the next
generation enterprise. Customer engagement
should impact the complete value chain
design. It has to have a play in product-
creation, marketing and campaigns, sales
processes, and customer servicing. More
importantly, we believe that customer
engagement should be the end objective
in itself, as it would drive organizations to
reinvent themselves into customer-centric
organizations with the ability to address new
needs.

Banks need to work across strategy, people,
process, and technology to achieve deep
customer engagement.

Strategy: Banks should have deep customer
engagement as a strategic objective.
The business strategy has to account for
continuous customer engagement. The
customer engagement initiatives need to
have C-Level support and monitoring. We
believe that the office of Chief Customer
Officer has to drive the Customer Engagement
Strategy, and integrate all functions across
the value chain.

People: People are going to be the most
critical dimension of adopting deeper
customer engagement as the key operating
philosophy. This is a fundamental change
and has to be recognized and dealt with
accordingly. The customer-facing arms of the
organization definitely have to be sensitive
to the challenges, risks, and opportunities
posed by social media but, in the world of viral
videos and MMS , every part of the enterprise
has to be social media aware. We believe that
for banks, social media calls for organization
design changes too, though it will depend
on the sub-sector and each bank’s unique
needs. The three functions which are going to

overlap more and more for financial services
industry are marketing, sales, and service. The
distinction between those, especially for B2C
businesses where product complexity is lower
and bundling is the key source of product
differentiation, is that the sales and service
functions would overlap significantly. In an
environment of deep customer contact, some
banks may find new organization designs to
merge these functions together to be more
appropriate.

Process: Traditionally, product creation and
management has been an internal function.
Deep customer insights are gathered through
multiple channels including surveys, focus
groups, and customer feedback. In the world of
continuous and deep customer engagement,
we believe that there is an opportunity for
product co-creation. We expect the product
lifecycle management processes to be deeply
impacted by social media. As mentioned
above, the distinction between sales and
service would continue to decrease for
financial services products and product
bundles and, therefore, process changes
would be required in these dimensions too.
Customer service is an area where customer
complaints will be solved more through
Twitter than through a call to a call center.
Today, banks have social media desks for
monitoring key words and responding to
service issues as an adjunct to the traditional
servicing channels. We believe this is going
to change with social media-driven servicing
playing an increasingly larger role. These
processes would need adjustment, specially
connecting assisted service to social media
service in a seamless fashion. Banks need
to become Web 2.0 companies or at least
think like them to provide a different (higher)
level of service through social media than
through traditional media. Our position is
that currently many banks are going that
route. Banks’ service processes need retooling
to ensure that consistency of service is
maintained across all channels.

Technology: This, we believe, is the easier
part of the challenge. There are multiple
avenues available for banks to have presence
and action in social media. Some banks are
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adopting external platforms such as Blogs,
Facebook, and Twitter, while some are trying
to host their own virtual communities. We
are not partial to either a bank-hosted model
or participation through existing platforms.
The right technology answer is perhaps, a mix
of both. In cases where banks are adopting
hosted communities, being transparent and
fair is going to be the key.

On the technology dimension as well as
the biggest differentiator is going to be the
analytics that can be built around hosted and
public domain conversation. Adopting the
right metrics and measuring them though
smart analytics which can process troves of
data and natural language-coded information,
will be critical.

Conclusion

The old paradigm of managing customer
relationship is passé. In the new social
media-driven ecosystem, deeper customer
engagement has to be the key. This focus from
bank controlled relationship management
to more open customer engagement can
help banks meet customer expectations and
market challenges, and also allow them to
capitalize on the opportunities provided by
Internet and social media. However, customer

engagement is neither a customer service
play nor a technology play. This requires a
complete change in mindset, processes, and
capabilities and, in some cases, organizational
change. Banks need to have comprehensive
Customer Engagement  Strategies not
unlike the 1990's CRM strategies that called
for changes in all parts of the enterprise.
By deploying such cohesive Customer
Engagement Strategy-driven capabilities,
banks will be able to connect better with
their customers. Banks will be able to use
this deeper connection with their customers
to co-create new innovative products,
have a pulse on changing customer needs,
manage brand perceptions, service
customers better, and increase overall loyalty.
In the expected consolidation of financial
products and bundled products, customer
loyalty driven by this deeper customer
engagement will differentiate the winners
from the losers.
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