July 09

CRISIS? WHAT CRISIS?

Look closer: not everyone is struggling

Of course, there is a crisis. It would be foolish to deny it. But it’s not affecting everyone in the same way, or to the same extent.

In Europe, for example, the pattern is very mixed. Consider these varying results from some of the continent’s leading banks:

	FRANCE

	BNP Paribas
	


	May 6: France’s biggest bank by market capitalisation posted first-quarter profits well ahead of forecasts

	Crédit Agricole
	


	May 14: France’s biggest retail bank announced 77% drop in net profits 

	Société Générale
	


	May 7: Loss in Q1

	GERMANY

	Commerzbank
	


	May 8: Germany’s second-largest bank reported a bigger-than-expected net loss

	Deutsche Bank
	


	April 28: Net income increases to €1.2bn, above analysts’ expectations and compares with a net loss of €141m in the same period of 2008

	SWITZERLAND

	UBS
	


	May 5: 10,000 job losses planned to help it save up to SFr4bn a year by the end of 2010 

	Credit Suisse
	


	April 23: Strong first quarter earnings of SFr2bn after tax, compared with a loss of SFr2bn for the same quarter last year 

	SPAIN

	Santander
	


	April 29: Biggest bank in the eurozone reported a 5% decline in Q1 net profit to €2.1bn 

	BBVA
	


	April 28: Spain’s second-biggest bank reported a 14% year-on-year decline in Q1 net profits, to €1.24bn


Financial Times, 18 June 2009

In the credit card world, however, there is a much more consistent pattern of response to emerging events: given a choice between cutting costs and building revenue, the vast majority of players have chosen to focus on slashing expense, and reducing exposure to risk. Predictably, the most aggressive actors have been US issuers, who have hiked interest rates and slashed credit limits to the accompaniment of howls of protest from outraged customers, some of whom have posted videos on YouTube and Facebook of themselves destroying their credit cards. In fairness to our American colleagues, it has to be said that part of the reason for these strong reactions was an upswell of customer criticism driving new legislation which has very much reined in banks’ ability to drive up APRs, fees and the like.
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Also, consider the chart at left, which shows graphically how the fortunes of card issuers have declined. Some, indeed, have quit the market altogether: stunned by soaring losses in its small business market niche, Advanta has ceased to acquire new accounts and has put its receivables portfolio into run-off. 

Among the few US issuer groups to have emerged almost unscathed by the banking fire- storm are small regional banks and the credit unions, which traditionally have adopted a very cautious approach. On a much larger scale, the main Spanish banks have also fared a great deal better than their peers in other markets. 

The Economist, 21 May 2009

Rewards programme operators, too, are feeling the pinch: Airmiles UK, owned by British Airways, is telling 1.7 million customers who have not collected any Airmiles in the past two years they must demonstrate some activity or their accounts will be closed. 

But even in the light of the negative forces bearing down on the market, we have to ask whether the “Slash and Burn” approach is the best strategy. Instead of infuriating customers, might it not be possible to woo them?

Not all of them, of course: it can make sense to encourage unprofitable customers to go away. But, accepting that, for the moment at least, acquiring new customers has to be put on hold, why not identify your most valuable accounts, and offer them reasons to continue to do business with you? Because it’s a very safe bet that in these difficult times, customers will be reviewing every business relationship they have to make sure that they are getting the maximum benefit from it.

Two possibilities emerge: 

· Already charging an annual fee? Offer more value by building in some form of product enhancement 

· Having to introduce an annual fee to boost income? Sugar the pill by including added value, perhaps subsidising it to some extent for the first six or 12 months.

It’s an old saying, but a true one: fortune favours the brave. Even in the hard-hit US, at least one card issuer is expanding its rewards programme, rather than cutting it back: trend-setter JP Morgan Chase is re-launching its Freedom and Sapphire cards with the goal of making them industry leaders in rewards.

And, in a crisis, never forget: the rich are always with us. Top-of-the-range tailors in London’s Savile Row report that their most expensive custom-made suits are selling better than ever. A hint for card marketers, perhaps?







