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Abstract While Australian financial institutions have recognised for many years the

need to segment their customer base and develop niche marketing strategies, those that

are listed on the Australian Stock Exchange appear to have ignored a substantial and

powerful pool of potential customers — their shareholders. This paper reviews the
shareholder marketing strategies adopted by 12 listed Australian banks and building
societies. It looks at the cost of customers, the value of converting shareholders to

customers and reviews the shareholder loyalty programmes being offered. This paper

argues that banks in Australia are ignoring this important pool of potential customers.
The author develops the view that the banks and building societies have failed to

maximise shareholder value as they have few processes in place to target this

important sector.

Keywords Shareholders, customer value, Australian banks. cost of customers,

shareholder loyalty, shareholder value

SCOPE AND TERMINOLOGY

Australia tollows the Standard & Poors
Global Industry Classitication Standard
(GICS) for listed companies. The
Australian Financial Insticution Scctor 1s
divided into six categories: Banks.
Consumer Finance. Diversihed Financial
Resources, Multi-Sector Holdings and
Insurance. This paper focuses on the Bank
category, which comprises cight banks and
four building socicties. (Table 1) To make
the report How. “bank” refers to both

banks and building societies.

INTRODUCTION

In the post-deregulation eras Australian
banks appear to have torgotten the

changing demographies and socio-

ceonomic condition ot thetr customers.
Gone are the davs when customers would
have only one bankmg relationship.
Increased competition trom a plethora of
new entrants, the contnued attermath of
banking deregulation and the high lending
interest rates of the carly 19905 have seen
to that. Years of cost cutting, mergers and
other meernally focused activities have
resulted i the commoditisation of
banking services. The resule s that, from a
CUstomer's pomt of view, there s litede
perceived ditterence between tinancial
institutions with local, regional or natonal
markets.

To the banks” detriment a farge number
of customers have become shoppers who
view banks as providers of sigle services,
rather than compantes wanting to build a

relationship that provides a complete
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Table 1 Financial institutions reviewed
Institution Customer base derived Background Listing  Market No. of
from year capital shareholders
A$m 2004
(Dec 04)
Adelaide Bank South Australia Merger of a building 1992 972 23,265
society and credit
union
Australia New National Full service bank, base 1969 36,761 252,072
Zealand Bank in Victoria
Bank of Queensland Queensland, State-based bank 1971 1,008 33,403
increasing branches using franchises to
in New South Wales increase branch
and Victoria network in other
states
Bendigo Bank Victoria, moving into Collection of 1985 471 47,332
rural centres community-based banks;
nationally local banks owned by
communities
Commonwealth Bank National, originally Originally owned by 1991 40,153 714,492
government owned federal government
largest branch
network
Home Building Western Australia Mutual organisation 2002 93,154 6,846
Society
Mackay Permanent Regional Queensland  Mutual organisation 2000 24,604 663
Building Society
National Australia National Full service bank, 1974 44,707 385,506
Bank base in Victoria
Rock Building Society Regional Queensland  Mutual organisation 1992 61,116 3,164
St George Bank New South Wales, Credit union 1992 12,730 122,128
increasing presence
in other states
Westpac National Full service bank, base 1970 33,790 225,646
in New South Wales;
oldest Australian bank
Widebay Building Regional Queensland  Mutual organisation 1994 137,934 2,637

Society

Source: Australian Stock Exchange and company websites

banking solution. Aided by the federal
government's drive to introduce
compulsory superannuation, retail banking
customers are changing their banking
habits. With working Australians now
having to fund their retirement their
relationship to savings and investment is
changing.

Morcover. the Australian cconomy,
over the past decade, has experienced a
sustained period of growth, scemingly
mured to the trends and problems of Asia
and USA. Combined with the focus on
compulsory superannuation the Australian

mvestment Ill;ll'}\’k‘( 15 awash with moncey.

This 1s contirmed by the Australian Stock
Exchange 2003 Share Ownership Study
which shows that 51 per cent of Australia’s
adult population (7.4 million) own sharcs
cicher directly or indirectly through a
managed fund or self-managed
superannuation tund. Further, since 2002
the average portfolio value has increased
14 per cent to AS40.800."

GROWTH

While Australian banks have been very
successtul m demonstrating growth in
sharcholder value’, the same cannot be said

arketing vol. 9, 3 287- 295

«

Henry Stewart Publications 1363-0539 (2005)

Lo e .n‘:ll 1IFLI

I..d}.'l'f e ial ] -y Brormmnliall ¥

er. Further reproduction prohibited without permissionyzw\w.manaraa.com



Shareholders: An unexplored opportunity for Australian financial institutions

tfor their relationship with their customer/
sharcholder base. The fallout trom the
deregulation of the Austrahan banking
sector has resulted ma deep-seated cynicism
about banks. In TY83_ just 6 per cent of
Austrahians surveved thought banks were
‘doing a poor job for Australia’. As the
impact ot deregulation was tele, however,
with the subsequent merease in tees, and
when the properey market crashed i the
carly 19905 atatudes changed. By 1992,
43 per cent of those surveyed thought banks
were doing a poor job. Despite a concerted
ctfort on all fronts to improve the image of
the banks. by 2000 44 per cenesull did not
approve ot banks.” The continuation of
these attitudes bas allowed mnto the market a
numbcer of new entrants with the abiliey to
be selective mthe serviees they otter. This
competition has exacerbated the banks”
needs to continue to produce substantial
profits to maintain growth i sharcholder
value.

Essentiallv, there are four wavs a retail
bank can grow its revenues:

Derive more fees trom its customer
base

Reduce dehivery and service costs
ACquire new custoners via mergers
and;or acquisitions

Attract new customers from other
banks and/or mcrease the retention rate
of 1ts customers.

Retail banks made some serious mistakes
when i the reaction to high mterest rates
and the poor lending practice of the carly
19905 they opted to tocus on the first three
options. The collective tocus by all banks
on structural changes and the
implementation of technology-driven
projca‘t\ failed to consider the broader
implications ot the ulomate outcome: a

pool of highly cynical customers.

More fees
Under the banner of “user-pavs’. banks

signiticanty increased the fees charged for

the services they provided over the past
decade. Examples range trom the
mtroduction of “over-the-counter
transaction tees. to withdraswal tees 1f
using another bank™s ATM nerwork, to
additional fees for using 1 ercdic card. The
problem is that with every introduction ot
new charges the banks opened the doors
to new competitors who have none ot the
cost base or Jong-term baggage that
surround the established bricks-and-mortar

banks.

Reduce costs

Fechnology mite many forms has been a
major agent of change i altering retail
customer behaviour. The problem 1 that
by reducing the human clement.
however, technology turther
commoditises banking services. e becomes
a double-cdged sword because even
though technology Towers transaction
costs. 1t reduces the barriers to entry tor
non-bankimyg mstitutions.

In 2004, the cost of income tor tive
major banks (mcluding St George)
mcereased and non=interest imcome as
proporton of total mcome decreased.
which indicates that significant cost savings
and revenue mitiatives are becoming
harder to find. Combined with the
continued dechine momterest margins, this
leads to the conclusion that the only way
to maintain profitabihey and growth at
historic levels will be to mmercase market

share.”

Acquire new customers by
merger or acquisition

Deregulation was supposed to mcercase
competition by creating a4 more ctheient
svstem that offered better opportunities tor
savers as well as Tower costs for borrowers.
The late 19808 and carly 19905, however.
saw the four major banks
(Commonwealch Bank. Australia and
New Zealand Bank. The Natonal Bank
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and Westpac) merge with or acquire
almost every state-based bank. The long-
term impact ot the reduction in
competition has been a rise m customer
activism and the reluctance of the
Australian Federal Government to endorse
the merger of any of the tour major
banks. The central problem is that
deregulation did not deliver nercased
competition simply because the
concentration made entry ditheult for new
competitors. This was particularly
apparent during the dot com cra when,
unlike in Europe and the USA. no internet

banks were launched.

New customers and increasing
retention rates

The Australian banking scctor is already
highly compentive as a resule ot the small
population base of 21 million and the fact
that since the late 19905 Auseralia’s
population 1s growimg by just over | per
cent. The real sting 1s in the 2003 forecast
by the Australian Burcau of Statistics
(ABS) that thiy rend will only continue
tor the nexe 4 15 vears because without an
INCIease 1 net OVerseas migration to
compensate, Australian population
numbers will actually decline.”

The underlving reason why banks want
to build o relationship wich customers is an
cconomic one. Fundamentally. banks
vencerate better sharcholder value/returns
when they work to win new and/or retain
their most profitable customers because
they deliver two important benetits. Firse.
there is areduction i marketing costs, as
tewer dollars need to be spent replacing
new customers. Secondly, as the
relationship lengthens a bank ideally
should understand 1es customers’
requirements beteer. At the same time
custonmers understand what their bank can
do for them, and the banks become beteer
cquipped to idenaty and sacisty cheir

custoniers’ requirements protitably.

CUSTOMER RELATIONSHIPS

[n the last two decades. competitive interest
rates. lower account fees and other
meentives engineered to acquire new
customers have resulted i even the most
loval ot customers shopping around to find
the best products with the lowest fees or
highest returns. The problem that banks
have ereated for themselves is that they have
done little to build meanmgtul relationships
with their customers. The banks, of course,
will argue differently, pointing to various
relationship structures and management
processes. yet, outside the introduction of
private banking, which aims to build an
all-encompassing relationship with high
net worth individuals (HNWI), they have
continued to 1ignore the main retail base.
The KPMG 2003/04 report into
tiancial msttutions” performance
cominents on the status of the wealth
management busimess of the banks, stating
that “investors are smarter and more
demanding ... they are typically less loval
custonrers .o and will switeh when they

pereerve greater value elsewhere.™

Profitable customers

One of the major trends in evaluating the
value of a customer 1s to look at their
literime value. The agreed profile of a
protitable customer is one who holds a
range ot accounts with the bank. Ideally,
the customer would have a mortgage. a
credit card and even a personal loan,
supported by a high-value cheque account
and some additional savings accounts. The
problem with this model is that it does
not take into account the ability of the
customer to inHuence other customers’

banking decisions (company bankin

.
company and/or staft superannuation
funds. msurance. broking cte). This
shortsighted approach to “whole of wallet’
customer management is seen at all levels
of Australia’s retail banks.
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Table 2 Effect of customer retention on customer base

Year Bank A 95 % customer retention Bank B 90% customer retention
Existing base New customers Total Existing base New customers Total customers
customers

2000 1,000 100 1,100 1,000 100 1,100
2001 1,045 100 1,145 990 100 1,090
2002 1,088 100 1,188 981 100 1,081
2003 1,129 100 1,229 973 100 1,073
2004 1,168 100 1,268 966 100 1,066

Cost of winning new customers of new customers cach vear, atter four
vears Bank A wall have 19 per cent more

There are vast amounts of rescarch that customers than Bank B.
attempt to quantity the true cost ot Additionally it this model s extended to
acquiring new customers. Almost every 4 vears. the customer retention rate of
business has to invest money up front to Bank A transhates to o doubling ot the
ateract new customers. Most of these costs customer base of Bank B. It the retention
are casily identitiable: adverusing directed differental 1s mercased by ten pereentage
AU DWW CLUSTOICeTs. commniissions, sales foree pomts the customer base of Bank A
overheads, direct mail cee. Additionally, doubles m seven vears. Theretore, banks
there are many hidden costs such as back- need to tocus on the retention of existng
office costs to process the applicavions. The customers and recruitment ot new
reality is that the number 1 higher than customers who have strong protfi
management expecets. The St George Bank potential, A< Tong as o bank has the
quotes an acquisition cost of cight to ten appropriate cost and tee structure in place
times higher than the retention cost.” then a farger customer base delivers better
The major advantage the banks have 1 business returns.

that the services they offer are not one-oft

surchases. A customer opening an account .
f . }. o Attracting new customers
whatever the tvpe 1s making a

commitment for some period of tme. So Fo gain new customers banks must

the longer the bank can keep a customer motivate thom to leave themr existing

the Tonger 1t can continue to generate rclatonship. This drive to change
revenues. Good stable customer ultimately comes trom two sources: the
relationships mean predictable revenues existing bank 1selty usually the resule of
and subsequently, protit streams become consistent poor service or 1 change m the
MOTe secure. customet’s pereeption of the loss ot value

due to an mercase f.k‘k‘\; O an L‘.\lL‘l'l)\l]

. . source such as another bank or non-
Increasing customer retention rates

traditional organisation otferimg better

Reducing the rate of detection ot value for money.
customers naturally mercases the revenue The rise of mortgage brokers shows that
base ot a company. Table 2 compares two mainstream banks were notable to react
banks: Bank A has a customer retention appropriately to customer demands. Sice
rate of 95 per cent and Bank BB has a their arrival i the 19808 brokers have
customer retention rate of Y0 per cent. So managed to grow their market share so
it both banks start from an identical that by 2004, brokers wrote 35 per cent ot
customer base and add the same number all restdential nmrtg.lgc»" Though one
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thmg banks do count on iy that the
majority of custonmers recognise that
changing banks has an inherent cost and
are reluctant to mmvest the tme and etfort
to change. This strategy 1s supported by
the tact that the Australia New Zealand
Bank (ANZ) 1s the only major bank that
has reduced the problems of switching
banks by providing automated forms to
notity the relevant parties.

Locating new customers

Theretore. in Australia there 1s a pool of
very seeptical customers who are
becommyg more demanding and less loval,
who have embraced technology thereby
using the banks” own tools to build
barriers to prevent the establishment ot a
proactive bankmg relationship. This leaves
the banks. who are faced with rising costs
of mncome and falling interest margins,
competing with cach other for what s a
limited pool of profitable customers. Yet
the banks tail to recognise that, sitting on
their doorsteps, there is a much neglected
group of potential andjor existing
customers their sharcholders.

While the Austrahan populadon is
growing by just over | per cent the number
of Australian investors who directly held
shares in the banks and credit unions
covered by this report increased by 10 per
cent between 2002 and 2004 (1,653 million
to 1.817 million.)” With just over 17 million
bank customers this means around 10 per

- . 8
cent of customers own shares in banks.

SHAREHOLDERS

Sharcholders must be viewed tor what
they are: sources of capital as well as
sources of protit. The fact that they are
already sharcholders has two mherent
advantages: they have already made a
favourable decision about the potential of
the bank, and management can casily
ascertain who they are. For unlike the
USA. Canada and Europe. Australian

sharcholder registers are matters of public
record. While stitutions have a tendency
to shield their identry behind nominee
names andjor third parties, retail
sharcholders in this author’s experience
rarcly do so.

The rony is that bank management
teams have become almost obsessed about
dehvering value to sharcholders, yvet they
have failed to do anything to improve
their loyalty. Most corporate managers can
casily quantity the cost of mvestors by
addmg dividends. cost of maintaining the
register, cost of annual reports and other
investor activities. Yet there is no sign in
any of the rescarch this author has
conducted that shows the banks measure
the amount of value that Hows from

sharcholders o the bank.

Shareholder profiles

The Australian Stock Exchange 2003 Share
Ownership Study notes that in the key
savings group — H)-63-vear-olds — over
40 per cent own shares directly in
companies. The survey also shows that as
income rises the percentage of people who
invest direetly incrcases to the extent that in
2004, 60 per cent of those with an income
of more than AST00.000 invest directly.
The survey notes that direct share
ownership is still more evident among the
higher educated and higher income carners.

If this is combined with an carlier
comment that an average size of a share
porttolio of those surveyed is AS40,800
there can be litde doubt that sharcholders
have many of the characteristics of what
banks would call “profitable” customers.
Addinonally, rescarch by The Australian
Financial Review indicates that smee 1983
the proportion of Australians in the prime
savings years of therr life — those aged
40-035 vears has mereased trom 33 per
cent to 46 per cent.”

Supporting this contention is the aging
of the Australian population and the

292 Journal of Financial Services Marketing vol. 9, 3 287-295
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mtroduction of compulsory
superannuation. This means many
mvestors are looking for companices
providing dependable dividend polictes as
a part of their retrement mcome. These
types of mvestors are meerested i stabilicy
and dependability and are more inchned to
mvest tor the long term ignoring the day-
to-day fluctuanions that are the hallmarks
of day traders. Morcover, unlike
institutional investors whose investment
decisions are driven by a host of other
tactors, retail investors have a longer
imvestment horizon.

In the 2003-2004 financial year the
National Australia Bank (NAB) increased
the number of sharcholders by 18 per cent
at a time when there have been many
management and performance issues in the
press. [t would be appropriate to speculate
that the steep rise i the number ot retail
sharcholders 1s a resule of msatunional
mvestors selling down mto the retail
market.

SHAREHOLDER PRIVILEGE/
LOYALTY PACKAGES

All bank management teams will say that
they want loval investors but none of the
banks surveyed for this report have done
more than pay basic lip-service to building
a loyal retail investor base. Consider the
following: only five of the banks surveyed
(Westpac, ANZ., NAB. Bank of
Queensland, Bendigo Bank) have
mstituted what they call sharcholder
lovalty or privilege packages. The
problem is compounded by the fact that
the privileges do not change for cither the
number of shares held, or the longevity of
the sharcholding. So loyalty 1s a word
rather than an actual concept.

Cost of entry

Typically, the sharcholder benetit is only

avatlable to sharcholders who hold a

minimum number ot shares. The ANZ.
sets the Timic at 300 shares while for the
rest of banks che Tevel 18 300 shares. Doing
the calculations, this means the amount
sharcholders need to “spend’ to access these
benetits ranges trom just under AS5.000
for Bendigo Bank up to over AST4H800
tor the NAB. The author speculates that
the actual number of shares was set at a
tme when market capitalisation was much
lower and has not moved to retlect the
mcreased mvestment sharcholders may
have to make.

When the Commonwealth Bank (CBA)
was questioned about why it did not offer
a range of meenuves, its comment was
that with a sharcholder base of over
700,000 1t was not cconomically feasible to
develop such a package of services. Yetaf
1t adopted the same benchmark ot 500
shares, a sharcholder will have outlaved
over ASTS.A00 to access these benetits. In
the general scheme of things this would
appear a relatively small amount of money
but it banks considered that the percentage
ot dircet nvestors who now hold more
than seven companies i their porttolio of
companies has risen from 9 per cent in
1998 to 28 per cent i 2003 they may
arrive at a very different conclusion.’ Tt is
this narrow approach to customer
protiling that restricts the banks™ abihey to
maximise their growth. There are no
indications that the banks take a “whole of

wallet” view of therr sharcholders.

The packages

A review of the published sharcholder
packages finds the benetits the banks are
offering are very similar. The beneties
typically range trom higher mrerest rates
on some form of deposits, to discounts on
msurance products, to a reduction m some
Joan tees. All of the ofters are couched in
tvpical banking linguage and there 1s no
attempt to develop a protile that quantties

the potential savings. In more than one

@
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case a sharcholder actively has to scarch
the company’s website to locate the details
ot the benehies package.

Additionally. the banks do nothing o
encourage the sharcholder to take up the
privileges. All of the banks state in cherr
marketing brochures that 1t 1s up to the
sharcholder to activate the benetits. There
18 no proactvity from any of the banks to
contact sharcholders to encourage them o
take up the otter and/or to transter their
accounts.

None of the five investor relations)
corporate aftairs departments could or
would detail the pereentage of their
sharcholders that had tken up the
sharcholder packages. They all commented
that 1t was not possible to measure the
response and they did not keep those
statistics. Westpac takes 1t one step turther,
stating 1 1ts sharcholder benetits brochure
that “there 1s no direct link between their
sharcholder database and the Westpae
customer or product databases’.

During the rescarch, none of the banks
atcempted to idenuty retail sharcholders
who did or did not have thewr principal
banking rclanonship with them. This s
the ultimate m non-relagonship
management. Here is a known group ot
pcoplc who for the best part have deaded
to mvest therr diseretionary funds in shares
mn a bank and the management of the
bank has shown little interest in cultivating
a relationship. Yer the purchase of shares
stignals that the mvestor believes that this
bank offers superior returns when all other

similar mvestments are considered.

COMMUNICATING WITH
SHAREHOLDERS

Despite the many thousands ot dollars cach
of the companies spend on their annual
reports (millions of dollars i the case of
the Targer banks) there is little sign that the
banks recognise that the annual report
otters them an opportunity to convert

sharcholders into customers. The annual
reports, whether concise or complete. tocus
on the radinonal messages of operating
revenues, profits and mercases in
sharcholder value. Most of them contain
general markenng messages that centre
cither on changes i service standards
(Westpac) or trumpet therr success (St
George Bank). Only one bank (Bendigo
Bank) attempts to use its annual report to

discuss the range of products it offers.

MAXIMISING REVENUES
Taken to its Togical conclusion, if
sharcholders are serious about their

mvestment they should back cheir

Judgment by transterring cheir accounts to

that bank. Undoubtedly part of the
problem lies with sharcholders not
extrapolating tully their investment
deasion. Namely, that by transterring
their accounts to the bank in which they
have purchased shares they are
contributing directly to ensuring the
bank’s continued growth: this can translate
to mncreased protits, which can translate to
mcreased dividends. Furcher, the payiment
of dividends actually oftsees the fees the
customer pays, as the dividends are
derived in part from the profits carned
from customer fees paid.

Similarly, 1f banks thought it through
they should want to maximise the
retention of dividends paid out. By not
working to have all ot their sharcholders’
accounts with them they are undermining
their own profie results, for the dividend
mcome that is transterred to other
tinancial institutions becomes deposit
mcome that contributes to the success off
their competitors. In other words, it is like
buying a BMW but investing in the Ford
Motor Company.

WHERE TO FROM HERE?

What can be seen is that although
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Australian banks prefer to have loyal
customers and loval sharcholders they have
not put the necessary effort into translating
these thoughts into action. Banks cannot
achieve investor lovaley simply by
delivering more and more value to all of
thoir investors. With a limited pool ot
custoniers, a rising cost of incone and
reduced interest margins, banks who want
to maintain historical Tevels of returns need
to view their investors creatively.
Considering the great diversity of
sharcholders” investment strategics, a bank
will do better by segmenting its investors,
By dividing sharcholders into smaller
scgments based on similar characteristics.
banks can build suitable relationship
packages.

e future ot retail banking lies in the
cffectiveness of the banks™ ability to fulhl
their customers” financial wants and needs.
One strategy to hedge the contimuous
customer movement between products,
services and mstitutions is to change the
tocus trom the products and services and
concentrate on achieving an end goal with

the bankmg customer.

Tradiconallyv, ereating sharcholder value
has been seen as a How trom a company
to ity sharcholder. perhaps 1o s now time
to think about the value that Hows from

the investor to the company.
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