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Marketing of Financial Services

12 OCTOBER 2001

. Time allowed . Three (3) hours
. Total number of questions : Five (5) questions
Number of questions to be answered . Four (4) questions [25 marks each]

Begin each answer to a new question on a fresh page.

. Answer all questions in English.

. Ablank page is provided at the end of the question paper for rough work.




ANSWER FOUR (4) QUESTIONS ONLY

1. @ Describe the marketing mix for financial institutions. [10]
(b) What are the differences between a sales-driven and a market-driven financial institution? [15]
(Total:25 marks)
2. €) Explain how product development cycle can be applied to your financial institution. [15]
(b) Explain some barriers to innovations in financial institutions. [10]
(Total:25 marks)
3. (a) One of the popular strategies used by marketers is market segmentation. Elaborate on your
understanding of market segmentation. [15]
(b) What are the characteristics required for successful market segmentation? [10]
(Total:25 marks)
4. €) Describe the 4Cs of pricing. [10]
(b) Explain in detail, the “direct” and “indirect” competitors in financial services industry. [15]
(Total:25 marks)
5. Selling is becoming a tool as well as battleground for financial institutions in the 21st century. Critically
identify and elaborate on the key functions of a professional sales force. (Total:25 marks)

- END OF QUESTION PAPER -
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OUTLINE ANSWERSY

Question 1
This question on marketing mix for financial institutions was well attempted and a favourite choice by most
candidates.
1 @ The Ingtitute of Marketing Malaysia defines marketing as business. One of the most potent

toadls avail able for and arganisation is the marketing mix. The marketing mix is attributed to
Neil H. Borden, of the Harvard Business School, and refers to a set of marketing ingredients
used to achieve its objedives. The thrust of a financia industry is more difficult than that of
consumer or industrial goods because it is a serviceindustry. Services are intangible and much
more difficult to padkage, sell or be demonstrated to the consumers.

It isimportant to identify and develop a differential advantage. The differential advantage isto
develop a strategy of favourable positioning for services where perception is ® important to
dedsion making. It is also important to make the service more tangible (e.g. feaures of an
attradive deposit or housing loan). Such tangible positioning gves the austomer a physica
asociation with the service and strengthens the chances of success.

The maao environment comprises six sedors of influence that needs to be caefully
considered when deriving the right marketing mix:

Economy Influences the ways in which scarce resources, such as personal income and
corporate borrowings are used.

Society Influences the shift in personal values and preferences.

Law Laws and regulations govern the mnduct of businessin financial institutions.

Tedhnology Refers to high technology equipment used to enhance or replace manpower
in the provision of services, e.g. ATMs.

Politi cs Dictates the nature and types of financial services to be made available, e.g.
the non-training position for financial services with countries such as Cuba.

Competition | Few organisations are left alone to match their cgpabiliti es with customers’
wants. Competition comes from similar products or different oppatunities,
which all competes for the customers' limited financial resources.

Categories of Marketing Mix:

Product

Financial services products include mortgages, savings acount, fixed depasits, hire purchases,
business loans, overdrafts, export finance, foreign exchange, credit cards, insurance, stock
brokering, trusteeservices, and mutual funds. These ae intangible, difficult to visualise, touch
or smell, and are usually means to an end.

Place

Most financial services are sold thoudh the ‘placé or the branch. As such, financia
institutions have invested heavily in bricks and one inherent advantage of branch outlets is that
the financial institutions become part of the living community, from the social-economic
perspedive.

Nonetheless there gppeasto be ashift from traditional branchesto ather new acessble retalil
outlets. Citibank is experimenting with mobile ‘petrol kiosks-like outlets known as
Citistations in the USA. Standard Chartered Bank has pioneaed drive-in banks in Malaysia,
whichisstill popular with its customersin Kuala Lumpur

Another well-known technologicd development, which is challenging the nature of the place
is the introduction of ATMs as well as shared ATM networks. The next line of development
will be towards homebanking in line with the Multimedia Super Corridor devel opments.

Ingtitut Bank-Bank Malaysia DBFS October 2001 —DP10 3of 14




(b)

Promotion

Financial services nead promotion in order that the products are made known to the
consumers. The methoddogy of promotion varies with the target audience, the design of the
product and the business volume expeded. For example, the use of advertising, branch
displays utilising posters, desktop flyers, brochures, locad promotion at trade exhibitions, and
seminars and public relations with the press and public. Financia services are now
aggressvely promoted through television, radio, and hill boards advertising.

Also, emphasis has shifted from conservative image alvertising to focusing on new products
and feaures, or unique selling points (e.g. Stanchart’s Depositlink, Hong Leong’s Teleloan,
Citibank’ s Mortgage Power.)

Other new diredions for financial services are dired mail campaigns at targeted audience and
the introduction of full-time sales personnel spedalising in marketing of financial services.

Price

The bottomline is what counts in most business For financial ingtitutions, the pricing of
products are refleded in the interest rates and services fees. The interest rates are usually
refleded in the percentage on top d the bank’s base lending rates. Due to regulations, pricing
for some banks' products are undifferentiated and the prime example is the fixed interest rate
for priority lending or mortgage for houses below RM100,000in the purchase value. For such
mortgage products, pricingin interest rate is not a‘ player in the marketing mix’.

For example, the marketing of gold credit cards differs from the normal credit card o the
same heritage. Consumers are willing to pay a higher premium on entrance and subscription
fees in return for the prestige, better service, greaer flexibility and higher credit limits of a
gold card.

People

Selling efforts by financial institutions take both a personal and impersonal form. Due to their
intangible nature, financial services ladk the form and touch of consumer product. The
delivery mechanism is through branch staff and the way they ded with customers is an
integral part of the product itself. Hence, personal selling and courtesy in communicaion and
commitment to serve must be instilled in the personnel.

Services marketing differ from industrial or consumer marketing in at least four ways. First,
services are intangible. They cannot be touched, felt, or seen. Seaond, services are perishable.
They cannot be stored. Third, service suffered from heterogeneity. The quality of service
depends upon who provides it and when, where, and how it is provided. Finaly, the
consumption and production of services take placesimultaneously and are inseparable. These
four fundamental differenceslead to the following urique charaderistics for services.

Nature of the product: Whereas goods are objeds, services are performances.

Customer Involvement in the Production Process For example when a austomer withdraws
money from an ATM, he/she performs several tasks criticd to the production of the service
(e.g. diding card, punching in the personal identificaion number, providing other information,
colleding the cash, recdpt and card, etc.)

People as Part of the Product: Interadions with other customers and the employees. The
quality of a aistomer’s experience in the bank is affeded by the behaviour of the other
customer waiting to be served, and also by that of the bank’s personnel.

Quality Control Problem: Due to the heterogeneity problem, the quality of serviceis difficult
to control. The quality of banking service ca vary from teller to teller, or for the same teller,
from situation to situation depending ypon the teller’ s disposition and fatigue.

Service for Customers to Evaluate: The intangibility of service makes it difficult for
customers to evaluate the quality of the service beforehand. This increases perceived risk. For
example, customers find it extremely difficult to evaluate the quality of financial advice or
insurance palicies.
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No Inventories for Services. Because of the perishability problem, services cannot be
inventoried. This leads to excessive demand at some times, and low demand at others. For
example, there ae long lines of customers in banks during certain times of the day and week,
but idle tell er at other times.

Importance of Time Factor: Many services are delivered in red time. The value of many
financial services depends upon the austomer’s ahili ty to get red-time alvice and information.
Systems must be put in placeto deliver such services.

Different Distribution Channels: Compared to goods, service use non-traditional channel. This
is primarily because of inseparability of production and consumption. Distribution of services
redly implies distribution of production fadlities. Thus, banking services are distributed by
locaing branches and ATM machines close to the consumption point.

Question 2
Some candidates confused this question on product development cycle with product life cycle, but the others

were generally able to answer well.

2. @ One of the cre tasks of retail banking is to develop new products and to revamp existing
ones. Banks should endeavour to pasition themselves in the forefront of the Malaysian
banking arena in terms of quality, innovative and profitable products that apped to their target
customers. As such, every bank must seled a speda team of dedicaed and professonal
personnel who will be apart of steeaing committee (see Figure 1). The ommittee ca med
either fortnightly or monthly, either as a brainstorming session or constructive discussion,
|asting one to two hours.

The objedive of the mmmitteeisto screen al new products of the bank before reacommending
or implementation.

Figurel Product Development Committee

Product Devel opment Manager

Financial Controll er Head Office Branch Manager

Operations Manager Outstation Branch Manager

mIxOOn

Corporate Planning Manager Retail Banking Manager

Public Relations & Advertising
Manager

Training Manager

waomwIm<Z

Management | nformation
Systems Manager
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Product Development Overview
There ae six stages in bank product development as depicted in Figure 2.

Figure 2 Whed of Bank Product Development

Commercialisation

4
Development
& Research

Stage 1 —Idea Generation

The outset of new product development is a highly credive adivity stage where brainstorming
sesgons can produce numerous ideas. New product ideas can come from various ources, such
as management, customers, bank officers and clerks, new technology, competitors and even
government regulations.

During this gage, it is extremely important for bankers to encourage and energise the process
Dynamic leadership is needed to ded with the uncertain and sometimes persona nature of
ideas. On the other hand, if the authoritarian approacd is used, most initi ative of ideas will dry
up, espedally when subjeded to faint criticism, or when one must to fight very hard to get his
idess accepted. The @rred approach in tapping new product idess is to conduct a
brainstorming session where no suggestion is turned down, no matter how absurd it is (see
Table 1).

Table1l Sourcesof new product ideas
(Re: “So you want your new product planning to be productive’, BusinessHorizons, 1980

Sources %

Reseach & Development 20.8
Internal 34.6
User’s suggestions and complaints 14.7
Formal research on users' needs 130
Analysis of competitors products 30.7
Analysis of published information 9.1
Suggestions from suppliers 9.5

Stage 2 —Screening

Thisis a aiticd stage where the proposed ideais <reened to determine whether it justifies
management’s commitment (in terms of time, money and resources). There ae two methods
involved:

e Establishing a list of evaluation criteria which enables the comparison of an idea
generated to determined whether it is compatible with the bank’ s resources and then using
the weighing, ranking, or rating of the idea @jainst the aiteria used (seeTable 2); and

6 of 14

DBFS October 2001 —DP10 Institut Bank-Bank Malaysia



e A simplechedlist of all bank and market features. The new ideais checked against these
to seehow it stands out when compared with some vital fadors (e.g. market size, growth,
level of servicerequired, competition and trends).

However, it isimportant to stressthat there ae no single set criteriathat are gpropriate acoss
the board. The final score should not exclude alarge dement if colledive & well as intuitive
judgement of the steaing committeg i.e. ‘vision of the future'.

Table2

Screen Test/Values Rating Shed for Bank Product ...

Sphere of Performance Weight | 00| 0102|0304 |05|06|07]|08| 09| 10| Ratings | Remarks

Base Total

(A) (AxB)

. Goodwill of Bank

. International strength

. Locaion

AlWIN(F

. Regulations/
Environment

Product Innovation

Apped

. Marketing

Delivery system

©o|lol~lo|;

Manpower

10. Automation

11. Finance

1.0

Stage 3 —BusinessAnalysis

In conducting business analysis of a propcsed product, we ae trying to undertake aqualitative
analysis of the product and its likely chances of success or failure. Therefore, we should also
take into acount the csting and profitability analysis of the proposed product. Other
elements that should be taken into acourt include the impli cations of:

e Human resources;
¢ Businessforecst;
e Competitor’s readion;

¢ Bank Negara Malaysia and the Association of Banks in Malaysia (ABM) regulations,
provisions under the Banking and Financial Institutions Act, 1989 (BAFIA), ethics and
socia rulesand presaures;

e Target market segment;
« Deélivery system to accomplish the marketing goals;
e Pricingpdlicy;

e Service objedive to measure how well a aistomer should be supplied with what he
considers of value;

e Marketing goals; and
e Traning.

This dage antinues throughout product development and should be cntinually re-appraised
and modified as and when necessary before the final implementation of the product by the
bank.

Stage 4 —Research and Development

This gage requires the trandation of the propcsed ideainto actual tangible service product.
During this gage, the steeing committee agrees to the idea ad adopts a pre-defined business
development plan. The product spedficaions are laid down and customer testing may be
required. Total “tangible dements’ including product name, padkaging (brochures and
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application form), advertising and publicity cum promotion materials are to be incorporated to
give birth to new banking products. Spedal attention shall be acorded to the product’s
‘service delivery system’ (manual or automated) to ensure a level of professona and
satisfadory service

Market testing of new service product may not always be posshle, but some bank products
would necessitate extensive market survey and research conducted either internally or through
the assistance of a market survey consultancy firm such as Performance Training and
Consultancy Sdn Bhd.

In the course of undertaking the development of a bank product, a network analysis or atime
frame schedule is drawn wp. It involves listing down all streams of main or subadivities,
which must be undertaken to get the product to the market. The relationship of al adivities
can be mapped and the sequence of getting the job dme is depicted clearly. During the
development stage, many departments of a bank may be involved in one way or the other and
thiscdlsfor close llaboration of the various units.

Stage 5 —Commercialisation

During this gage of adivity, the bank is targeting for a full-scale launch of newly-developed
product or revamped product. It may be amodest launch or one with grea pomp and fanfare
to penetrate or recgture the market. There ae 10 padnters that would contribute to the
successful commerciali sation of a banking product:

e Whentointroduceit?

*  Wheretolaunch it —locd, regional, nationwide or internationally?
* Howtolaunchit?

e Whototarget it at?

¢ Isthe service product delivery system (manpower and equipment resources) trained or
prepared to suppart the product eff ectively?

e What isthe turnover to be atieved over aperiod o time?
* Canthe eact costing and profitabili ty of the product be determined?

* Arethere dfedive @ove-the-line or below-the-line promotional budgets and strategies to
suppart the product?

e Does the product possess unique differential qualities or newness to stand out from its
competitors?

« Are there a1y contingency plans to counterad competitors from caching on with a
similar “metoo product”?

Stage 6 —Feadback

It is imperative for every new bank product to incorporate the mechanism of feedbadk.
Feadbadk is usualy determined by the accetability and performance of the bank product
against standard benchmark. A bank can also continue to monitor feedbadk from “front-line”
staff and through market surveys and competitor’s readion to its product.

One must be fully aware that regular product improvement from time to time is necessary to
ensure the success and competitiveness of a bank. Proper and timely elimination of bank
products is equally important because of the continuous growth of bank products and services
and the ever changing scenario of global bank automation in the retail banking marketplace

Summary

Recatly, Booz Allen & Hamilton suggested a new way to view product development.
According to the new study, products can be caegorised as ‘new’ to the world product (e.g.
home banking terminals), addition to existing lines (e.g. shared ATM network cards),
improvement of existing products (e.g. a repadkage housing loan with complimentary
Mortgage Reducing Term Asaurance) and new products brought on by cost reduction
measures (e.g. two credit cards for the price of one) or by repasitioning existing products (new
children savings acounts with free periodicds, toys, etc.) Table 3 shows the various
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High

Newness
to mark

Low

caegories of products, and their ‘newness’ to the market and the percentage represented by
eadt caegory.

Table3 New categories of products

New to world products - 10%

Improvement of existing Addition to existing
products — 26% products - 26%
Cost reduction — 11% Repositioning — 76

(b)

However careful a bank is in carrying out its product development, there is no fail-proof
methoddogy and management must redi se that despite dl odds, some products may still fail.
According to a recent study, most organisations are now able to turn one of seven new
products into successful ones, compared with one in 58 in 1968 The failure rate is 20% for
industrial products, 15% - 20% for services and 40% for consumer products. Some of the
main reasons are given in Table 4.

Table4 Reasonsfor product failure

Failurereasons % of failure
Inadequate market analysis, e.g. failure to define market, overestimating 45
Product defeds 29
Lack of marketing effort, e.g ineffedive positioning, poar pricing, wesk o5
promotion

Higher cost than anticipated 19
Competitor’s drength or readion 17

Despite dl the precautions one has to take, new product development is the key to survival for
banks in the 21 century. A rich continuous source of new products isimportant for a diversity
of reasons such as projeding a new aggressve or market-oriented image for a bank, achieving
the bottomline sales and profit objedive, matching the competition, outflanking a strong
competitor and utilising excess capadty. Banks that are committed to new ball game of
product development usually organise this function in one or more ways, i.e. products
development department and product steaing committee working in close allaboration with
the automation departments as well as user ‘front-line’ banking offices. Effedive product
development is extremely important as gatistic show that only 2% of new concepts ever reath
the ommmercialisation stage and about 65% of new products ever return a profit.

There have been numerous studies of the successrates of new products. All of them suggest
that most new products fail to achieve areasonable return for the business The failure rate is
particularly high for consumer products. Typicd studies suggest failure rates of 80% for
consumer products, 30% for industrial products and 20% for new services.

Most reseachers believe that failure rates are likely to continue to increase. Fadors causing
thisinclude the foll owing:

e Shortening product life cycles;
« Rising costs of developing new products;
e Increasing environmental and consumer legidation;
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e More new products,
e Increasingly segmented markets; and
¢ Dedining profitabili ty of brand foll owers.

This high and rising failure rate has three implications for management. First, new product
development neals to be caefully planned. Second, since many, or most, new product ideas
will be weeded out before the commercialisation stage, management needs to stimulate alarge
pod of potential new products from which afew winners may emerge. Finaly, as risk taking,
and consequently the accetance of new product failures, is fundamental to the innovation
process management must look for ways to reduce the mst of these failures. Fast resporse,
minimising overheals and controlli ng investment are the means of limiting these downside
risks.

Considerable evidence eists on the causes of new product failure. None of the reasons is
surprising and most of the problems can be avoided, or at least substantially reduced for a
financial ingtitution.

Barrierstoinnovation

Successul innovators introduce many new products and achieve higher success rates. Both
tasks are related and neither is eassy but many financial institutions have experienced barriers
to innovation which are identified below.

(i Development too slow
Managers gredly underestimate the penaty for dow development. Today, with
computing technologies widely available and short product life cycles, speeal to
market is crucial. Banks that are slow to innovate usually end up with a high product
development cost and achieve lower prices. Later entrants rarely obtain a significant
market share or achieve scde e@nomies in marketing.

Speead to market is generaly more important than fine-tuning cost and quality.
Recaitly, Mazda of Japan dedded to re-invest and re-enginea to develop new
models from 3 yeasto a 1-yea cycle. A study by McKinsey suggests launching a
product six months behind schedule will reduce lifetime profits by one-third. In
contrast, spending 30 percent over budget on development will trim profits by only 2
percent (Table5).

Table5 Impact of development problemson profitability

Decreasein lifetime
profit (%)
Introduced 6 months late 315
Quality problems reducing prices by 10% 149
Product costs excealed by 10% 3.8
Development programme st overrun by 10% 2.3
(i) Lack of differential advantage

Products fail when customers do not perceve them as better value than those they are
currently using. This may be due to inadequate functional performance
Alternatively, it may be due to poa competitive positioning — customers do not
perceive the red values possessed by the product. Such problems can be reduced by
consumer reseach and testing.

(iii) Poor planning
New product development is 5 complex, fast moving and competitive that mistakes
will inevitably occur if management does not put in appropriate systems. Poor
planning results in markets not being reseached and segmented, targets and budgets
not being set and monitored, positioning strategies not being tested, product launches
being inadequately implemented. Without proper planning, the result is invariably
failure.

100f 14

DBFS October 2001 —DP10 Institut Bank-Bank Malaysia



(iv) No management enthusiasm

Lack of management enthusiasm is another product killer. Management is often
oriented to past winners and seenew projeds as taking resources away from the wre
business Some traditional banks have been marketing the too generic products and
fea to take risk of introducing new products into urfamiliar grounds. A good
example is, Phileo Allied Bank, who speaheal into the market of stockbroking
services and traditional banking to produce PAL-DIRECT, an unknown territory for
Malaysian bankers urtil | ate ‘90s. Many of today’s established banks are reluctant to
adopt the Internet because they know its development as a banking medium may
cannibalise their existing branches. Short-term is another fador handicgoping may
financial ingtitutions. Where management incentives and focus are on current profit
performance new product development efforts are often saaificed to boost
short-term profits.

Question 3

Some candidates have weak understanding of market segmentation.

3. @

(b)

Market Segmentation is the analysis of the particular total demand into its constituent parts,
so that sets of buyers can be identified and dfferentiated. Detail ed marked segmentation may
differentiate and group customers on the basis of * sets of attributes’ which they possess

Market segmentation utilises the cncept of market targeting; the latter enhances and
develops the basic marketing analysis provided by market segmentation. It allows the
marketer to huild up detailed and acairrate market intelligence dout target customer groups,
for instance in terms of demographic profiles, area aalysis, retail cachment aress, e.g. for
ATM locaion planning.

Marketing targeting fadli ties the planning and focusing of the most cost-effedive promotional
adivity on spedfic target customer segment, e.g. dired marketing where geo-demographic
profile acarately known on the basis of the customer categories (housing, socio-economic
group radal occupation €tc).

Market segmentation may maximise bank’'s sales penetration through its branch distribution
channels by which target customers adually gain acessto products, and whose geographic
position isa aucia determinant of the bank’s marketing success.

A key success fador of bank strategy formulation lies in the proper exeaution of market
segmentation. The most obvious sgmentation strategy in a financial institution for the
example is the different roles played by commercial and retail banking. However, this type of
segmentation in general is insufficient, for example, within the retail market — there ae many
spedfic segmentation, such as high net worth individuals for priority banking, while the
middle to mass market have different banking needs. Therefore, market segmentation is at the
heat of abank’s marketing strategy.

Before atempting to segment a market, the bank need to be &le to measure its potential
successand the three citeriafor success are:

(i The market segment must be distinctive and measurable;
(i) It must be accesble by the bank; and
(iii) It hasthe aiticd volumein terms of potential benefits.

Five diff erent variables can be utilised by bank for market segmentation. They are outline &s:

(i Geographica — by region, city or town or courtry.
(i) Demographic — by age, sex, family size, education, religion, etc.
(iii) Socio-emnomic — by social class occupation, income, etc.

(iv) Psycho graphic — by lifestyle, personality, etc.
(v) Behavioural — by usage rate, purchasing power, etc.
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An example isthe aedit card isaued by a bank. A clea indicaor of the usage of credit card is
the population distribution throughout Malaysia. What the bank needs to know is the
population that can be readed by various targeting measures for geographic segmentation.

As for demographic segmentation, we need to study the population in terms of its sze ad
make up. The number of adults that have the purchasing power to spend and propensity to
aqquire a cedit card.

The socio-eanomic segmentation strategy gives a dea indicaion of the occupation and
income of our potential clients. Are these potentials able to mee the minimum income set by
the bank in order to acquire a cedit card?

Following on from the @ove, lifestyles and personalities can be used to predict what image
the bank’ s targeted customers closely identify with and to this extent the bank can position it’s
credit card to match this perceived image.

Purchasing behaviour is manifested in how a bank customer buys and the volume of their
transadions. In this resped, we @n analyse the purchasing partner of gold and normal credit
cad consumers; to accesswhich ones gives the bank the best returns.

Knowledge aout the consumer behaviour, attitudes and needs will alow banks to develop,
strategies and enhance their relationship banking with existing customers at the same time
develop innovative market driven products to some segments which are not yet met by
financial ingtitutions. Ultimately, the impad of segmentation is most useful for banks that
pursue amarket niche strategy and tail or made its financia servicesto mee the exad needs of
a spedfic group of customers. Given the understanding that services are intangible and
perishable, the quality of service @n be aformidable wegoon in the execution of a market
segmentation strategy.

Question 4

This was the best-attempted question in this paper. However, some @ndidates were not able to list or explain
acaurately the 4Cs of pricing in this question on pricing and competitorsin the financial servicesindustry.

4. @

Price in financial services industry goes under different names, e.g. interest rate, fees,
commisgons. Pricing of financial services, like other products, is subjed same basic
influence. First, the st of producing and delivering the service determines the price floor.
Seoond, the value perceived by customers st the pricing celing. Third, the adions of the
competitors will influence the exad price level chosen by the organisation between the floor
and the celing levels. In a highly competitive market, the price dosen will be doser to the
floor, and in less competitive ones, it will be nea the caling. Finally, the externa constraints,
such as government restrictions and central pdlicies can limit the freedom available to
financial service providers in dedding prices. These factors could be mlledively cdled the
4Cs of Pricing. Each of these isauesis discussed below.

Cost

Cost includes variable and fixed costs associated with producing the service Variable aosts
tend to be relatively small compared to fixed cost in most service organisations including
financial services. In afinancial services organisation, the risk associated with lending money
or writing an insurance palicy could also be included as part of the wsts. The higher the risk,
the higher the “price” needed to cover the “costs’.

Customers

The value of the service & perceived by customers determines the maximum price he/she is
willing to pay for service as it is perceived, not adual value that matters. Obviously, the
organisation benefits, if they are &le to convincethe austomers that the value of their service,
is extremely high. A strong brand name, company reputation, past performance, reliability,
etc. are dl fadors which affeds the value assciated with the service
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Competition

Financial service providers often use competitor's price & benchmark. Three options are
available. Their price ca be higher then their competitors (premium pricing), lower then
competitors (penetration pricing), or at par with the wmpetitors (parity pricing). Highly
differentiated services tend to be premium price In markets where astomers are price
sensitive, companies with lower cost-structures may bewmme successful with penetration
pricing. In others where price @mpetition is injurious (e.g. no company has superior cost
advantage), companies are better off maintaining price parity and competing on other fadors.

Constraints

Financial service industries in many countries are regulated by government and much of
pricing is redly beyond the antrol of the individual firm. Similarly, central bank set the
interest rates and the individual banks may not have lot of freedom in influencing them. The
organisation has to take the price & given and work bacwards to cut down its operating cost
in order to make profits. The final pricing is the product of these four fadors and their
interadions.

(b The nature of financial services had at one point favoured spedali sation because of constraints
such as cgpital requirements, laws and regulations and technicd complexity. The common
fador in the provision of financial services is the management of risk. As there became an
incressed concern about the returns on their current products, banks began to enter other
financial markets, service segments, and likewise; other financial intermediaries are dso
encroaching on the traditional turf of banks.

Direct Competitors

Competition in financial services is greaest among commercia banks, domestic and foreign
owned. Dired competition is best measured or evaluated on the basis of products and services
offered and market served. Competition in form of spedalised financia institutions is aso
increasing, delivering a wider range of financial products and services than in the past. For
example, major finance @mpanies provide one form of fadoring and consumer credit in
addition to their portfolio of traditional products, home mortgages, hire purchase and interest
beaing deposit acaounts.

Non-bank Competitors

The players in this non-bank group can be cdegorised into four mail categories: mass
retailers, large industrials, diversified financial and insurance @mpanies. Mass retailers are
leaders in the small personal loan business $nce retail credit is the crnerstone of retailing
merchandising, for instance, retail establi shments issue over 60% of credit cards in the United
States and satisfy the aedit requirements of approximately 24million more customers than
banks.

Large industrial companies are another caegory of major non-bank competitors. These large
conglomerates have established subsidiaries that offer an asortment that is diredly related to
sale of their parent’s products. Subsequently, they became independent finance mmpanies
with widely accepted individual corporate identity.

Insurance mmpanies make up the last caegory of non-bank competitors. These firms compete
with banks primarily through the investment portfolios that make them particularly
competitive in long-term commercia lending, other products offered by this group that are
competitive against bank products include mutual funds, brokerage, cash managements,
mortgage banking and equipment leasing. Life insurance @mpanies also compete in the
personal loan markets. They offer interest rate becaise the cah value of the pdlicies is
pledged as coll ateral.

Related banking services

In recant yeas, banks are eaer to supplement their interest revenue with income from fees
and commissions; a move from their traditional source of income. They are more aggressve
in competing in related financial services sdors as insurance broking, investment
management, import and export treasury advisory services, merchant banking, unit trusts,
trusteeships and executorships, and tax advice More recently, their interest is focused on
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dired participation in deding with stocks and shares, financial futures, and ather forms of
seaurity; and some have even hastened to establish or aayuire stock broking subsidiaries for
these purposes.

Bank competition presently is not limited to within the banking industry. Other non-bank
financial institutions are becoming a threa to banks as they operate in an environment that is
not as regulated as banks. In order for banks to stay competitive and profitable, they have to
consider the provision of other financial servicesthat till now, have no expertise in them.

Question 5

This was the |east-attempted question in the paper. Some candidates elaborated on the sales cycle rather than the
key functions of a professonal salesforce

5.

As financial institutions in Malaysia experienced the e@nomic meltdown in Asia, the Central Bank
direced financial institutions to merge to stay competitive in view of the forthcoming liberali sation of
the financial services marketplace

American banks like Citibank began to develop market orientation in the 80s and many banks foll owed
suit. In HSBC for example, they are developing a sales orientation culture with executives lely
focusing on sales, who also work through the weekends crossselling their financial products. Locd
banks have been forced to foll ow suit.

Persona selling is indispensable for both corporate and retail banking sedors in view of hyper-
competition. Professonal selling can aso help to raise astomer awareness product accetance
develop goodwill and improve abank’s bottom line. Even in the new Internet economy, cross- and
up-selling is the way for success.

The key function of a professonal sales forceis to focus on selling their products and services. Some
of theimportant functions are asfollows:

*  Prospeding;

e Presenting the product series;
e Overcoming objedions;

¢ Closethe sale; and

e Cross-sdl

Thisisatypicd salescycle scenario. Other adivities that complement the professional selli ng include:
e Ability to segment and target the market;

e Conduct competitive intelligence

e Fedsdling; and

e Tele-selling and marketing.

One aeathat many banks tend to negled is the value-chain of the after-sales suppart. Professor
Michad Porter emphasised that the competitive alvantage, espedally for the serviceindustry liesin the
prime adivities, i.e. customer service It is very easy for banks to emulate one another in terms of
technology, products, advertisement, and promotion media & well as pricing strategy (e.g. when one
bank offers an attradive rates on housing loans, may others will follow). A customer will require sales
suppat and advice Customer serviceis very difficult to copy and this forms the basis for success for
professonal selling of financial services.
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