CALL IT THE FLIGHT TO QUALITY

For the payment card industry, it’s probably the most compelling consequence of the credit crunch. In card issuers’ boardrooms, the mood has changed dramatically. No longer is senior management demanding, “How do we get more customers?” Now they’re asking, “How do we get good quality customers – and at the same time, hang on to the ones we already have?”

Well, you could follow the example that’s been set by one issuer: Egg, part of the giant Citibank empire, has recently written to 161,000 credit card accounts in the UK saying that their accounts have been terminated. These customers – around 7% of the total – were deemed to be “unacceptably high risk” (Precision Marketing, 12 February 2008). That may be so, but at least some of those customers claim that they paid off their accounts in full every month, and that the consequent lack of profitability through interest income was the real reason they were cancelled. Egg strenuously denies this allegation.

Whatever the truth is of the claim and counterclaim in the Egg case, it’s not a route that will appeal to every issuer. There are less controversial methods of getting to the same goal of better quality business.

The quickest way is to set tougher standards for would-be new customers. Minimum credit scores can be changed almost overnight, and in fact there’s evidence that acceptance criteria have been tightened very sharply: banks who were previously happy to turn down only 30% of credit card applications, are now setting decline levels of 50%. At the same time, there’s a much greater emphasis on targetting: prospect lists are being very carefully scrutinised to ensure that potential accounts are likely to have a sound financial history. And, of course, there’s one prospect list about which banks know more than any other: their existing customers.

The result? People with strong credit records are receiving ever-increasing numbers of solicitations from marketers getting more worried by the day about whether they going to hit their business targets. 

Now, put yourself in the position of one of these prospects: which direct mail piece are you going to open today? Which ad are you going to respond to? All of them? None of them? Predictably enough, the intense competition for the best quality customers is setting a high premium on offers which will cut through the clutter to get a prospect’s attention.

Take a hard look at your current new business campaign. Are you really confident that it has that special spark?
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