MAXIMISE THE RETURNS FROM YOUR MARKETING BUDGET

What effective card marketing programmes all have in common

It’s likely that many card marketers will look back on the industry a few years ago as The Golden Age.

Creditworthy customers scrambled to get cards, revenues burgeoned, charge-offs were low, and budgets were generous. What a change from today, where incomes are being slashed, costs are under huge pressure, and profitability is sagging.
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INCOME Component Key drivers Goal Strategy suggestions

Fees

Annual Fee level Maximise pricing level Monitor competition charges

Understand cost base

# of plastics Maximise sales Careful list selection

Train branches in prospecting and selling

Establish "Champion and Challenger" DM strategy

Consider Balance Transfer offers

Consider APR offers

Consider annual fee waiver

Maximise # of additional cards

Renewals Minimise attrition Monitor monthly

a: Voluntary attrition   Identify precursor behaviours and mail accordingly

Consider profitability-related pricing

Create Retention Strategy

Create Welcome Back offers for profitable attritors

Evaluate line of credit strategy*

b: Involuntary attrition   Feed back into list selection criteria

Additional services # of services offered Maximise take up Research customer needs 

Establish "Champion and Challenger" communications strategy

Fee level Maximise pricing level Monitor competition

Negotiate best deal with suppliers

Renewals Minimise non-renewals Pre anniversary mailings

Create attractive offers for non-renewers

ATM Availability to CHs Maximise # of authorised CHs Feature in mailings

# of transactions Feature in mailings

FX  Charging regime Affected by Euro billing Consider in prospect targeting

# of transactions Maximise number Consider in prospect targeting

Interest* Maximise APR Establish with reference to competition and any legal constraints

Maximise interest bearing balances Feature in mailings

Late payment* Establish with reference to competition and any legal constraints

Overlimit* Establish with reference to competition and any legal constraints

Billing

Billing volume # of transactions Maximise number Offer insurance protection

Build share of wallet

Encourage recurring payments

Manage credit lines pro-actively*

Average transaction value Maximise value Promote high value T&E and business purchase usage

Interchange % Maximise average level Stimulate use in restaurants, hotels, high value retail etc.

EXPENSES Component Key drivers Goal Strategy suggestions

Cost of sales

Cost per approved card # of applications Maximise number Careful prospect targeting

Establish Champion and Challenger DM strategy

Train branches and manage performance

Evaluate channel performance and allocate resource accordingly

Approval rate* Maximise in light of risk Feed portfolio performance back into list selection

Review score card performance regularly

Operational costs

Incentivise electronic MIS, billing and payment

Notes

* These aspects must  be developed in consultation with Risk Management

Ignores financial costs - funding, debt management, and fraud

CHECK LIST FOR BUILDING CARD PROFITABILITY

To be considered with 

Risk Management
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But when the going gets tough, the toughest marketers get going. Today’s best-in-class card managers are focussing relentlessly on three key questions:

· How do I cut my acquisition costs?

· How do I find my most profitable customers – and keep them?

· How can I increase spend to compensate for falling fees and interchange?

To strengthen profit performance, it’s helpful to remind ourselves of the main streams of income and expenses. For a credit card, they look something like this: 
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*Ignores financial expenses


The check list which follows breaks out these streams – fees, billing revenues, cost of sales and operational costs – into their main elements, identifies the key drivers for each element, and proposes practical strategies to improve performance on every one of them:



Source: Marketing Planning for Financial Services, Roy Stephenson, Gower, 2005

Let’s take a couple of examples of how this might work out in practice: leaders in anti-attrition strategies know that customers are much less likely to defect if their card gives them access to services which they see as valuable, or a nuisance to change. Valued services might include privileges at golf clubs, preferred access to airport lounges, or competitive rates on travel insurance. Services which would take time and effort to change might include recurring payments such as internet or magazine subscriptions. (It’s worth noting that, as well as increasing product “stickiness”, many of these features also make a useful contribution to account spend levels.)
Data-driven issuers have gone a step further than across-the-board offers: they’ve analysed past defector behaviour to predict accounts at risk in the future. For credit cards, one powerful example of precursor behaviour is paydown of balances owed without corresponding purchase debits. Profitable customers exhibiting these patterns are contacted with offers directly related to a resumption of activity (“Keep your account balance over £1000 for 12 months, and win this MP3 player”) or simply a Thank You on an account anniversary or client birthday. One Brazilian bank sends its most valuable customers a gift with a personally signed letter from the Division President on their birthdays. Other issuers organise special shopping nights at favoured stores, or tickets to special concerts and sporting events.
If all these efforts fail, win-back programmes target the most valuable defectors.
What all these efforts have in common is focus and discipline: focus to determine where the priorities lie, and discipline to implement strategies, measure performance, adjust, and execute again. When there’s a profit squeeze, there’s no substitute for clear thinking and controlled action.
© Roy Stephenson 2007
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� Barclaycard net down 14% in H1 of 2006 LONDON (Reuters) Thu Aug 3, 2006





