What happened to all the good ideas?

Maximising profit the right way

In a surprise move, Lloyds TSB in the UK will now charge £35 for little-used accounts where the balance is paid off in full each month.

Sandra Quinn, spokesman for national payments industry body APACS is very clear about what’s happening: 'This - the introduction of annual fees - is a natural outcome to the work the Office of Fair Trading did last year on default charges,' she said. 

'If you have lost one area of income, all credit card issuers will be looking at other ways to get income. They are not charitable organisations. The message is either use your card or cut it up.' (Daily Mail 21 February 2007).
There’s no doubt about the message, Ms Quinn. But is it really the best the industry can do?

Because, make no mistake about it, if financial regulators in your market haven’t decided to investigate payment card fees and charges, they soon will. And under those circumstances, it’s entirely understandable that issuers will follow Ms. Quinn’s advice, and start looking for other sources of income. 

With this in mind, a recent review of the 2007 marketing project list in a leading European bank was a real eye-opener: without exception, every campaign was designed to extract more profit from card-holders. From straightforward decreases in days’ grace, to more subtle changes in when transactions are credited or debited, each project aimed at building the bottom line. 

But it’s hardly an approach calculated to build customer confidence and trust. Surely there must be a better way?

Let’s start with the basics: Yes, the industry will have to find new revenue streams to replace the ones that it’s losing (and, by the way, that’s not necessarily a bad thing: a little more transparency in charges is perhaps overdue). That could well mean charging a fee. 

But older hands in the business will remember that we’ve been here before. Back in the 80s, in a bid to re-build profits, UK banks began to charge an annual fee for credit cards. It didn’t last too long: first one issuer, then another, broke ranks by launching free cards, and pretty soon annual fees were a memory. Unless competition in your market is particularly weak, this is a likely outcome for any issuer who dares to charge fees without giving something valuable in return.

And that’s the key: rather than simply looking at more-or-less nuanced ways of squeezing profits out of existing accounts, wiser issuers are considering how they can add value to their products – value which will make customers happy to pay a fee. 

Right now, super premium cards carry annual charges starting at around £250: many go much higher. Why? It’s not just because the high net worth people who have them can afford them or enjoy the prestige they confer: it’s because they value the top-end concierge services and other goodies that these cards offer. Why not apply the same principle further down the line?

For every group of customers, there’s a product or service which they value which you can bolt on to your card and charge a fee for.

In essence, what all this is about is helping cards to break out of the commodity trap: so long as your card performs in exactly the same way as your competitor’s, and delivers nothing more in the way of valued services than his, so long will it be very difficult, and maybe even impossible, to charge a fee and make it stick. 

But find a way to distinguish your card that excites your customers and makes sense to them, do it in a way that makes it tough to copy, and you have a real chance of driving sustainable new income to your bottom line.

So here’s a prediction: sometime in the next twelve months, a major issuer will launch a mid-market acquisition programme offering added value for an annual fee. 

Who’s going to be first off the mark where you do business?
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“Wiser issuers are considering how they can add value to their products – value which will make customers happy to pay a fee.”














