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BEAUTY – OR THE BEAST?

To cut, or to invest. That’s the question

So is the financial crisis over? 

Some observers claim to see the first signs that a recovery may be under way: shaky possibly, but a recovery nonetheless. In support, they look at house prices, which seem to be stabilising in countries like the US and the UK, which had experienced a price bubble, and the strong increase in share values in global markets. They also point out that prudent customers are paying down debt, and that households are saving rather than spending. Let’s breathe a sigh of relief, say these optimists: we’re past the worst of it.

Others aren’t so sure: they interpret the same signs very differently. They note that house prices have still not fallen as far as they could in terms of affordability, that countries like Spain are still facing collapsing property prices, and that the recent stock market surge isn’t entirely supported by the fundamentals. What’s more, they argue that those prudent savers are jeopardising retailers and manufacturers who need them to spend. The pessimistic view? Any upturn which may be happening is likely to be short-lived.

But on one aspect of the crisis, both schools agree: the financial services industry will never be the same again.

So those of us in the payment card business have to face facts: the Golden Age is over. The question we all have to answer is “What will be the new normal?”

Two approaches are emerging – and they couldn’t be more different. One group of observers feels that the pressures on revenue (falling billings, soaring debt write-offs, squeezed interest margins, tumbling interchange, the pressure on fees) are permanent, and that the new strategy should be to slash all costs. The other school of thought agrees that revenues will never be the same again, but argues that the best way to sustain profitability is to attract and retain profitable customers.

By way of evidence, consider the experience of one ordinary card-holding family. They happen to be in the UK, but the principle holds good in all markets. The husband holds a free super-prime card which features generous cash-back without caps, plus a valuable range of free insurance offers, including collision damage waiver on hire cars and worldwide travel insurance. His wife holds a Gold card from a different issuer, with standard classic benefits.

This past month, both received letters from their card companies (we’ll leave the issuers anonymous, to spare their blushes). His letter announced, without apology or explanation, that all the insurance covers were cancelled. Hers offered an upgrade to a Platinum card, with significantly improved benefits.

Two approaches, prompting two simple questions: 

· Which issuer has strengthened its relationships with its customers?

· Given a choice, which card will be more likely to be cancelled?

In their own way, these two experiences illustrate in miniature the two broad strategies we’ve already outlined: work to cut your costs right across the board or work to retain your most valuable customers.

Effectively they’re two ways of looking at the business: cost-cutters essentially are taking the short term view, investors take a longer term perspective.

Now, that’s not to say that cutting costs is wrong. Far from it: at any time, wise managers keep a watchful eye on expense. At this time above all others, that’s a necessary policy. The issue is, which costs do you cut? And the argument being made here is that you don’t cut the costs of delivering good service to your best customers.

In fact, there’s solid evidence that companies grasping the opportunities of a recession do better than those which hunker down: a study by Bain, a management consultancy, showed that more than 70% of the companies that made big strides during the previous recession in the 1991-92 downturn preserved their gains during the subsequent boom. By contrast, fewer than 30% of the companies that lost ground were able to make it up
.

The message is clear.

And perhaps it has never been better expressed than by Craig Barrett, responsible for making Intel a global giant: “You can’t save your way out of a recession; you have to invest your way out.”



















































“Two approaches are emerging – and they couldn’t be more different””








� The Economist, 4 October 2009





