
How Canadian Banks can Retain, 
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Banking is a tough business. More so in countries 
like Canada, where a small market size offers 
limited potential for growth. The Canadian 
banking industry is highly advanced. As per a 
report made in 2008 by the World Economic 
Forum, Canada's banking system was rated the 
soundest in the world, and was among those 
with the highest usage of phone and online 
banking, ATMs and credit cards. 

While all of this is good news, it creates a huge 
challenge for banks seeking to strengthen their 
position in that market. As significant customer 
acquisition is unlikely, Canadian banks must focus 
on refining their strategies to retain, sustain and 
grow existing relationships.

Research shows that it costs much more to 
acquire a new customer than hold on to an old 
one. What's more, the expenditure required for 
customer retention is inversely proportional to 
relationship longevity. Hence, there is a huge 
incentive for banks to defend their customer 
base. In times past, certain banks in the United 
States and Canada, which suffered a higher 
churn as compared to their West European 
counterparts, brought it down to a manageable 
12 percent by deploying tactical measures such as 
free offers of checking accounts, online banking 
and bill pay services. 

However, banks will need a more thought-out, 
long term game plan for growing their business 
in future, based on strategies to retain, sustain 
and extend their customers.

Customer retention becomes particularly tricky 
when clients bank with more than one 
institution, and can therefore move their business 
around with ease. It is also harder to assess 
retention levels accurately when customers don't 
close accounts, but simply do less with them 
instead. In the United States, for example, an 
average banking user holds a little more than 10 
products split across 4 banks. A study of over 
1,400 banking clients in Canada some years ago 
revealed that those who were favourably 
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disposed towards their bank owned 3 products in 
that particular institution as opposed to 2.5 
among those who were not. Significantly, the 
profitability of products held by the former group 
was over 20 percent higher than that of the 
latter. Clearly, the goal of customer retention 
cannot merely be to maintain the status quo – 
rather, the bank must target to become every 
existing customer's sole financial services provider 
and convert every client into an enthusiastic 
advocate.

The usual retention tactics, driven by product, 
channel or pricing innovation, are easy to copy, 
and hence do not sustain competitive advantage 
in the long run. Banks looking to entice 
customers from rival institutions while tightening 
the hold on their own, need to launch a creative 
and powerful drive that will make every client 
feel special. That emotive factors have a 
dominant role to play in customer retention is 
illustrated in the findings of the study mentioned 
earlier in which such factors correlated strongly to 
high customer advocacy.

Banking customers' expectations are no different 
from any other – they want their bank to value 
their opinion as well as their business.  They 
appreciate those product and service offerings 
that are relevant to their needs. Therefore, banks 
that reorient their existing product or customer-
segment led approach to successfully deliver 
offerings that are specific to each customer and 
more importantly, perceived that way, will win 
the day. However, maintaining a vast product and 
service menu can be an expensive and inefficient 
proposition. Instead, a simple and effective 
solution to plug the gaps in their portfolio is to 
offer third party products through their network, 
for example Bancassurance, and reap dual 
benefits of higher customer stickiness and 
revenue. Most importantly, being agile and 
flexible to offer what the individual customer 
wants, is a clear differentiator.

 Customer-
specificity can be extended to each banking 
transaction by making it contextual, using tacit 
information acquired during previous interactions 
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as well as assessing its impact in online real time 
basis with the customer. However, to translate 
customer retention into a common goal across 
the organisation, first of all, senior management 
must communicate the bank's vision, strategy, 
business objectives and execution plans to people 
at all levels including to people at the operational 
level. 

Some of this information, along with product, 
service and pricing specifics must be documented 
for customers in a manner that is transparent and 
easy to understand.

 

In fact, product and service offerings should be 
simplified as well. Studies across different 
industries suggest that customers are more loyal 
to simple products and services. Moreover, a 
mere 5 percent increase in loyalty can boost 
profits between 25 to 85 percent. 

 Customers must be 
rewarded for the relationship value that they 
bring to the bank. Typically, the top 20 percent 
customers generate 80 percent of profits. A lesser 
known statistic is that the bottom 30 percent 
customers actually eat into the profit pool. This 
calls for twofold action by the banks – rewarding 
profitable customers with preferential service, 
lower pricing and higher negotiation power, 
while systematically weeding out loss-leading 
clients. A giant U.S. bank did precisely that when 
they offered cash rewards to sub-prime credit 
card customers who retired their cards.

In a market as fiercely 
competitive as Canada, customers are spoilt for 
choice, and hence have low tolerance for 
unimaginative products and inefficient service.  
Continuous product innovation and service 
improvement is vital for protecting market share, 
and banks must have the foresight and agility to 
deliver these expectations before they are actually 
articulated by their clients, such that the quality 
of customer experience is maximized. 

In order to stay ahead of customer expectations, 
banks must ensure that their product innovation 
efforts are aligned – on all parameters relating to 
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design, development, distribution and delivery – 
with market requirements.  Therefore, product 
design must conceive of a set of basic offerings 
that are economically viable to manage, yet can 
be individually modified to cater to the needs of 
different customers. Product development must 
enable innovation such as the bundling of 
different products to make the best package for 
each customer. Similarly, while distributing and 
delivering products, banks must anticipate 
customer preferences in terms of channel and 
service level expectation, and strive to meet them 
as best possible. Through such pro-active 
measures, banks can fortify their image in the 
eyes of their customers and further strengthen 
the relationship.

How can banks go a step further to sustain 
customer relationships over the long term? 
Perhaps the answer lies in a metric called 
“Customer Lifetime Value”. As the term 
suggests, a customer's relationship with a bank 
must not be viewed as a static quantity rooted in 
the present – rather, an assessment must be 
made of how much business he can bring to the 
bank over his lifetime. Thus, banks must 
endeavour to fully engage with their customers in 
order to secure their sworn loyalty, and also that 
of their family members. 

One of the ways this can be achieved is through 
a comprehensive loyalty strategy that not only 
rewards customers for the size of their business, 
but also their behaviour in terms of the channels 
they use or the advocacy they build. Clearly, this 
is a win-win situation for both.

It is very important to institutionalise relationships 
so that customers relate to their banks first and 
foremost, and not the people they are dealing 
with. This will ensure that a customer account is 
sustained beyond the tenure of the relationship 
manager assigned to handle it. Again, customer 
information, especially of the tacit kind, must be 
made uniformly available across channels, 
locations and time zones so that consistency is 
maintained in the interaction regardless of how 
the customer transacts or who he transacts with. 
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Service excellence could become a sustainable 
advantage provided it is visibly differentiated. 
Customer service is now a tired mantra, and only 
significant changes demonstrated by a marked 
improvement in customer experience will make 
users sit up and take notice. By adhering to the 
4E framework of educating, empowering, 
embracing and extending customers on an 
ongoing basis, and aligning the organisations' 
processes and resources towards service 
excellence, banks can hope to differentiate the 
experience they provide from those of their rivals. 
Those that succeed will find themselves on a firm 
footing, as service excellence is proprietary and 
immune to duplication.

Of course, banks must also look for additional 
ways to engage their clients – the establishment 
of customer forums is gaining popularity, driven 
by the Web 2.0 groundswell. By exposing 
themselves to both criticism and positive 
feedback on social networking sites, banks are 
not only creating a greater connect with their 
customers, but also gaining true and 
instantaneous customer insight. Moreover, this 
technology provides a mechanism for banks to 
quickly relay customer feedback within their 
organisation and mount swift and effective 
action in response. It has been found that some 
banks have been rewarded for their efforts with a 
significant reduction in customer churn.

A tired but true marketing cliché is that 
customers rarely recollect what is said to them 
but always remember how they were made to 
feel. If banks are able to view every transaction 
within its specific context, they might discover 
hidden opportunities to exceed customers' 
expectations and consequently, acquire them for 
life. This is particularly relevant in the current 
stressful environment. For instance, if a client 
defaults on loan repayment after having lost his 
job, rather than resorting to strong-arm recovery 
tactics which will yield nothing, the bank could 
suggest options such as restructuring the tenure 
or deferring a few instalments until the borrower 
is in a position to pay.   Sensitivity shown to 
clients in times of difficulty will reap enormous 
benefits in terms of loyalty and passionate 
advocacy in the long term.

Growth Strategies

Royal Bank of Canada – An Example of Success

 
Given the limited scope for customer acquisition, 
increasing share of wallet and revenue among 
existing customers becomes imperative for banks 
doing business in Canada. They also need to 
evolve a customer-specific product-mix which will 
drive greater profitability in the future. All of this 
points to the need for a customer-specific right-
sell strategy. 

Once again, banks need to clearly establish each 
customer's overall context, defined by his 
demographic, financial and psychographic 
parameters, which are recorded either as hard 
facts or tacit information. That accomplished, 
banks will be in a position to proactively create a 
right-selling strategy for each customer – which 
could be to cross-sell, up-sell or even down-sell.

While cross-sell and up-sell opportunities are 
certainly attractive to banks, they must not 
undermine the value of down-selling when it is 
called for. Every now and then, a customer may 
have unreasonably high expectations from his 
bank, which are not commensurate with his age, 
financial status or risk profile. Rather than be 
pressured to extend terms which increase risk 
exposure, it is better for the bank to pro-actively 
suggest their best offer to the customer. While 
this could mean that less business is to be had in 
the short term, it will boost profitability in the 
long run.

Royal Bank of Canada has shown the way by 
taking a highly customer-specific approach in 
their business. They used intense statistical 
analysis to understand customer potential and 
growth prospects to ultimately arrive at their 
“lifetime value”. The analysis also enabled them 
to predict the need for additional products and 
services among different customers, based on 
which they were able to extend highly 
customized offers. At the same time, preventive 
measures were initiated to retain customers who 
were most vulnerable to attrition. The strategy 
paid off handsomely, with the Bank being able to 
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increase penetration and contribution by as much 
as 10%.

By pursuing a concentrated strategy to retain, 
sustain and grow existing customers, as discussed 
above, banks vying for the Canadian market can 
also enjoy similar success.
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