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FINANCIAL SERVICES:
INCREASING YOUR MARKETING
PRODUCTIVITY AND PROFITABILITY

Yoram Wind

A comparative study was made by Coopers
and Lybrand on the importance of various
management areas. Of the executives surveyed
in the early 1980's, only 29 percent perceived
marketing as being most important. In 1985, 64
percent of the respondents felt that the most
important area of the firm was marketing.'

About 30 years ago Peter Drucker said that
the essence of management is marketing and
innovation.: Peters and Austin in their recent
book," A Passion for Excellence, the follow-up to
In Search of Excellence, said: "People accused
us of being oversimplistic in listing 8 principles
when writing In Search of Excellence.® In fact
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we were too complex. Management requires a
focus on two principles — satisfying customer
needs and innovation.” Very similar to what
Peter Drucker said about three decades ago.

The importance of marketing is widely recog-
nized. Yet, too many firms are not marketing
oriented. Rather, they are sales and product
oriented. It is possible, and desirable, however,
for example, for both product coordinators of
financial firms and their brokers to become more
effective marketing strategists.

Transforming product oriented and sales
oriented personnel to marketing strategists is
becoming increasingly important given the rapidly
changing nature of the financial services industry.
Most consumers are confused. They don't un-
derstand many of the products and services nor
their associated benefits and risks. More dis-
turbing is the fact that many of the brokers
being sold to are also not up to date on many of
these products and they are bewildered by the
array of available products and the dramatic
changes in the marketplace.

There are several guidelines that are helpful
for increasing marketing productivity.

The Guidelines

Exhibit 1 lists ten guidelines for increasing

marketing productivity and prefitability.

1. Segment Your Market and Select Target
Segments

The concept of segmentation is based on the
premise that all markets are heterogeneous.
Consider, for example, the Nine Nations of North
America* which provides an interesting view of
the enormous difference among the various
geographic areas of this country. The hetero-
geneity of the market for financial products and
services is not due to geography, however, but
to differences in income, wealth, age, sex, family
life cycle, occupation, education, socic-economic
characteristics, personality characteristics,
lifestyles, and other factors that lead to hetero-
geneous needs, wants, preferences, and behavior.
When considering the market for financial
products and services, one should also consider
differences with respect to the portfolio of assets
held and consumers’ patronage of financial
institutions. How many and which customers
do business only with your firm as opposed to
two or three other firms? Are the other firms
full-line brokerage firms, discount brokers, Sears, .
American Express, etc.? What is the customers’
exposure to financial media and information?
What financial needs, problems/solutions and
benefits do they seek? How do they perceive

Exhibit 1
10 Guidelines For Increased Marketing Productivity

2. Develop benefit-centered positioning.

3. Focus on a product line strategy.

target segments.

and even increased price.)

9. Develop contingency plans.

strategies.

1. Segment your current and potential market and select a portfolio of target segments.

4. Direct your product offerings (including across product repackaging of new offerings) to the needs of

5. Take advantage of changes in your environment—the 6C model.
6. Develop marketing and business strategies for each of your markets.

7. Develop creative marketing mix strategies and executions (focusing on increased sales, reduced cost,

8. Follow an adaptive experimentation approach.

10. View marketing research and models as necessary input for the peneration and evaluation of
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you? What differences are there in customer
response to marketing programs? Who responds
favorably to a direct mail promotion and who to
a personal call? These and similar variables can
be used individually or in various combinations
as a basis for market segmentation.

Given the heterogeneity of all financial markets,
no single strategy can be effective for all
segments. If you want to reach more than one
segment, you have to develop multiple strategies,
even for your own customers; it is unlikely that
your customers constitute only a single segment.
Think about the 20-80 rule. Most likely, 20 percent
of your customers account for about 80 percent
of your sales and profit. It's almost a universal
rule in financial and other industries. This rule
alone suggests four ways of segmenting cus-
tomers: (a) the top 20 percent, (b) those who
have the potential of becoming the top 20 percent,
(c) the candidates for deletion — those that you
will probably be better off without, and (d}) the
balance of the customers.

Positioning is a product’s reason for
being.

In addition to segmenting the broker's (and
firm's) own customers, it is critically important
to select target segments among the nonclients
—those people who are good candidates for
becoming clients. That's the area where a product
coordinator can help the brokers identify what
segment to go after—is it the small business,
the retired person, the upcoming yuppie?

Because of the large number of client and
nonclient segments, it is necessary to prioritize
them and decide how to allocate resources among
them. The 20 percent of customers who account
for 80 percent of profits should not be treated
the same as the ones who account for only a
small fraction of profits.

So far we've talked about segmentation of the
customer base. The same concept of segmentation
applies to the brokers themselves. If you have
200, 500, or 1,000 brokers in your firm, they are
not homogeneous. Most likely, 20 percent of
them are accounting for 80 percent of the sales
of your product also. This fact has major impli-
cations as to whom you would direct your effort.
Also you want to design different strategies for
the different broker segments.

‘The way you decide to segment the client and

broker markets often provides you with initial
direction for your marketing strategy. Let’s
consider, for example, the four basic segments
of a client market: (a) those who are not aware
of your product, (b) those who are aware but
never tried your product, (c) those who tried
your product but discontinued its use, and (d)
those who are currently using the product. It is
quite obvious that you need different strategies
for each segment. If someone is not aware, you
have to create awareness. If someone tried and
disliked the product, you certainly want to
understand why. Can the perceived problems
be overcome, or should you forget this segment?
The users certainly require a different strategy
than the others, and they can and should be
further segmented — light users vs. heavy users,
those who buy only your product vs. those who
also buy competing products, and so on.

If you have a single plan for your product,
you are most likely treating the entire market as
a single segment. However, you cannot expect
people with diverse interests and behavior to
respond the same way. It is more effective to
target specific segments and develop plans for
each segment. Similarly, it is important to
recognize the heterogeneity of the sales force.
Having only one program for all is not as effective
as designing different strategies for different
broker segments.

A critical question, of course, is how to select
target (consumer and broker) segments. The
criteria should include: (a) the likely response
to the firm's offering, including the positioning
of your product; (b) the size of the segment in
terms of the revenue it is likely to generate; (c)
your ability to reach the segment effectively,
and (d) the current and likely competitive
activities directed at the segment. Furthermore,
the competition of a product coordinator also
includes the other products of his firm.

2, Develop Benefit-Centered Positioning

Positioning is a product’s reason for being,
the reason people buy your product. People
typically buy products for the benefits they offer
or problems they solve, not for their features.
One of the better examples showing the im-
portance of benefits is the personal computer
market. Before IBM entered the market, all the
manufacturers focused on memory and other
features of their products, Then, IBM introduced
a series of ads —“How to put the big board on
the small screen,” *How to balance the books,”
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“How to make payroll less taxing,” “How to go
for the gold,” “How to move a paragraph,” “How
to stay on top of your inventory,” and the like.
The driving force in all these ads was the specific
benefits — a reason for buying the product. The
product itself was featured at the bottom of the
ad, with no technical description of the features.
The product was presented in a nonthreatening
way, with a bud vase and rose. Finally, the
marvelous Charlie Chaplin character suggested
that if he can use the product, certainly you, the
reader, can use it. This benefit-centered series
of ads greatly contributed to the tremendous
success of the IBM PC.

Most financial service industries do
not focus on henefits.

Most financial service industries, in contrast,
do not focus on benefits. They stress features.
To change this state of affairs and develop
effective benefit-centered positioning, you have
to consider three things. First, you have to
understand what benefits are sought by the
consumers and what the relative importance of
those benefits is. Second, you have to understand
how consumers perceive you and your product
versus your competitors on these benefits. Third,
you have to know what products and services
they buy and use. This information provides the
necessary input for effective positioning of a
product or service. From this information at
least six generic positioning strategies can be
developed, as outlined in Exhibit 2. These strate-
gies are based on answers to three questions:

1. What is the buyer’s status? The segmen-
tation of the buyers can focus on heavy
vs. light users, loyal vs. split loyalty vs.
switches, and so on, but for the purpose of
illustration, we will focus here on the sim-
plest segmentation: buyers vs. nonbuyers.

2. Which benefits are important?

3. How do the buyers and nonbuyers perceive
you and the other products?

The first two positioning strategies are aimed
at clients.

1. For those who buy your product and
perceive you as having the benefits that
they consider important, use a reinforce-
ment strategy. Reinforce the benefits you
offer that they consider important.

2. For customers who do not perceive you
as having the benefits they consider
important, engage in a reduced vulner-
ability strategy. You have to change their
perceptions of your product before they
drop you.

The next four strategies — for nonclients — focus
on what'’s important for them, how they perceive
their current supplier/products, and how they
perceive you.

3. If they perceive both their current supplier
and you as providing the important bene-
fits, you need an innovative strategy that
will induce them to switch to you. Without
an important new benefit, there is little
reason for them to switch.

4. If they perceive their current product to
offer and your product not to offer the
specific benefits they consider important,
the strategy should be to drop this segment
because their current supplier is con-
sidered superior te you. Consider keeping
this segment only if you can introduce a
new innovative and important benefit.

5. If they perceive their current supplier as
not offering important benefits that you
are perceived as offering, you have a
straightforward attraction strategy.

6. If both their current supplier and you are
perceived as not offering important bene-
fits, you have to try to change the percep-
tion of your product to meet the specific
benefits they desire.

An obvious question here is: “what specific
benefits are we talking about?” Whether we're
dealing with financial services or any other
product, there are basically four sets of benefits
one can consider:

1. Performance benefits. The degree to which
the product or service works, primarily in
terms of meeting the expectations of the
segments being focused on.

2. Convenience. There are a number of
benefits related to convenience. These
include convenience in buying the product,
monitoring the product’s performance,
using the product, and disposing of the
product.

3. Prestige, social acceptabhility, ego, and self-
image. Numerous studies have shown that
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Exhibit 2

Benefit-Driven Competitive Positioning Strategies

Buyer Status

Buyers Of Buyers Of
Brand X Other Brands
Important }( \ % \
Benefits
High High
Perceptions / \ / \
Of Currently
Used Brand As Yes No
Dominant On
gggggfsm Current Or
Likely Per-
ception Of
Yes No Brand X As
Dominant On
The Important
Benefits
Strategy:
\j
Reinforcement Reduced Vulner- Innovate Drop Or
ability By Adding Build On Build On
The Desired Important Important
Benefits To The New New Benefits
Product Offerings Benefits ¢
Attraction Change
Communicate Perception
The Benefits Of Brand X
Of Brand X Focusing
On The
Important
Benefits

Source: Y. Wind, “A Marketing Perspective for Competitive Strategy,”

Analyse, {(Walters-Nordheff, forthcoming, 1987).
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people do not buy products only for their
performance. When they go to Blooming-
dale’s, I. Magnin, or Neiman Marcus to
buy the same shirt they can buy in a
discount store, they're trying to get some-
thing else from the experience. They're
trying to achieve social acceptability, to
satisfy their self-image. These benefits
are largely ignored in the advertising for
financial services.

Too much of the effort of financial
firms is on single products.

4. Price-Value. There is great concern about
discount brokers and price sensitivity.
Nevertheless, every market has a segment
that is price sensitive and other segments
that are not price sensitive. You have to
decide whether you want to go after the
price-sensitive segment. Doing so typically
offers no long-term competitive advantage.
It is not a loyal segment, since its members
are likely to switch to a product or firm
that offers a better deal. In addition, if
the low price strategy is based on cheaper,
more effective operation, economies of
scale, and the like, there can always be a
newer technology that offers more ef-
fective, cheaper products than the one
you offer. The alternative, therefore, is to
look at the price not by itself, but bal-
anced against other considerations — per-
formance, convenience, self-image, and
the like—and to provide value to the
consumer.

If you take the six generic strategies and
combine them with the four sets of benefits,
you can start developing effective positioning
strategies for each target segment. The approach
should thus be: (1) segment the market, (2) select
the segment you want to go after, (3) identify
their needs/benefits sought, and (4) develop a
positioning that will provide the segment a reason
for buying your product.

3. Focus on Product Line Strategy

Too much of the effort of financial firms,
especially those with a product management
structure, is on single products. Given the
heterogeneous markets, however, there is no
single product that can satisfy all the needs of
these diverse segments. Therefore it is important
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to decide on the product by market segment
mix.

Furthermore, the first generation of most high-
technology products rarely succeeds. It is often
the second generation product that makes it.
Even though this trend is not as dramatic in the
financial area, it has some interesting implications.
It is advisable when introducing a first-generation
product to start planning for the next-generation
product. Doing this can give you a significant
lead over the competitors.

Another important consideration in the design
of a product line strategy is the 20-80 rule. Most
likely, 20 percent of your products account for
80 percent of the profitability of the line. This
may suggest that there are some products in
your line that you may want to consider deleting.

The implication of these facts is that you
have to think in terms of a product line (by
market segment) and not a single product. The
four identified product line by segment strategies
are illustrated in Exhibit 3. The pure but un-
realistic case, Case 1, is a single product for
each target segment. Given the complexity of
financial needs, all segments would typically
require a number of products. The more realistic
case is therefore Case 2 — multiple products for
a single segment. A single product for multiple
segments (Case 3), rarely works effectively. Case
4, a hybrid strategy, is probably the most common
for a firm that segments its market. If the products
are selected to meet the needs of each segment,
as in Case 2, Case 4 can be a productive product
line.

4. Direct Product Offerings to the Target
Market

Product offerings should be driven by market
considerations. It is an interesting paradox that
the position of product manager has emerged
historically as the dominant marketing position,
yet, by definition, a product manager who focuses
on selling his or her product is not marketing
oriented. The more energetic and entrepreneurial
the product manager, the less marketing oriented
he or she is. They develop creative ways of
selling their product, not necessarily trying to
design a product that best meets the needs of a
target market segment.

The market for financial products and services
has undergone major changes in the competitive
structure and offerings. This has resulted in
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Exhibit 3
Four Product Line Strategies

(1) A 'Pure’ Product By Segment Strategy

Market
Segment
Product MS1 MS2 MS3
P1 X
P2 X
P3 X

(2) Multiple Products For Each Segment

Market
Segment
Product MS1 MS2
P1 X
P2 X
P3 X
P4 X
P5 X

(3) Multiple Segments Served By Each Product

Market
Segment
Product MS1 MS2 MS3 MS4 MS5
P1 X X X
P2 X X

(4) Hybrid Strategy

Market

Segment
Product MS1 MS2 MS3
P1 X X
P2 X
P3 X X

11
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significant consumer confusion. Thus, it is
essential that a product’s positioning and offerings
be driven by the needs of a market segment.
Products should not be designed without relevant
input from target market segments. A correct
approach is first to identify the needs of the
market, and then on the basis of this and other
relevant input, to select a target segment and
positioning strategy. This should provide the
guideline for the design, the product and services,
and their associated marketing program that
meet the needs of the target segment.

A product manager who focuses on
selling his or her product is not
marketing oriented.

Customer input is essential both for the design
of innovative new products and for the devel-
opment of “me too” products. Even with “me
too” products, it is essential to assess the expected
market demand and likely competitive response
to it.

5. Identify and Capitalize on Opportunities

Many opportunities are generated by the
changes in the marketplace. The 6C Model (See
Exhibit 4) can be used to identify and capitalize
on such opportunities.

Historically, much of marketing focused on
the relation between a company and its customers

(the 2C Model). 1t is critically important to monitor

changes in consumer demographics —age dis-
tribution, geographical! mobility, occupation,
education level, marital and employment status
of spouse, changes in lifestyles —the yuppies,
and other psychographic segments — changes in
sophistication and the like. Such changes in
consumer behavior have major implications for
the design and marketing of products and
services, but this approach is not enough.

The competitive strategy literature realized
the limitation of the 2C Model and introduced
the 3C Model, focusing on the company. cus-
tomers, and competition. Kenichi Ohmae, the
Managing Director of the Tokyo office of Mc-
Kinsey, in his book, The Mind of the Strategies,*
elaborated on the 3C concept. A comprehensive
competitive analysis— conducted as part of an
environmental analysis and including deregula-
tion, economic conditions, technology, and other
exogenous factors —can provide the basis for
identifying the threats and opportunities facing
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the firm. Such an analysis, together with the
internal analysis of the firm’'s strengths and
weaknesses, provides the foundation for the
development of objectives and strategies, as is
illustrated in Exhibit 5.

It is important to analyze the competition not
only as part of the environmental analysis, but
as a dynamic force which can react to any of
your marketing strategies as well as initiate
offensive strategies that can threaten your
position. A careful analysis of the competitive
environment can identify important opportunities
—should vou offer similar products, can you
improve on the offerings, etc.—but before
initiating any strategy you should answer the
question: How are the competitors likely to react
to your strategy? You cannot assume that the
competitors will let you achieve all your objectives
— attract their customers, etc. — without reacting.
One of the three major reasons for new product
failures is unanticipated competitive response.
(The other two reasons are: the product doesn’t
work, and no one wants it.) In designing your
marketing and business strategy, then, you must
explore the likely competitive reaction. You must
have a counterstrategy that outlines how you
are going to respond.

Despite their tremendous importance, these
three C's are not enough. An effective strategy
requires an understanding of the fourth C —the
channels of distribution —the ways in which
you can reach the customer. In this area, the
financial industry is going through major changes,
not unlike changes that occurred in other
industries. Consider, for example, the efforts of
the computer industry to reach the small business
market. In the early 1980’s most of the manufac-
turers tried to reach this segment by using their
own sales force. The limitations of the sales
force as the only channel of distribution were
quite obvious and today they are trying to reach
the small business segment also by using system
houses, manufacturer’s retail stores, manufacturer
business computer centers, authorized dealers
or distributors, office equipment or supply stores,
independent computer stores, franchise computer
stores, direct mail, telephone marketing, and
other channels.

Let’s look at another related industry— insur-
ance. Fifteen years ago insurance was sold
predominantly through agents and salespeople.
Today over 80 percent of all insurance is sold
through direct marketing.
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Exhibit 4
The 6C Model

Culture And Other Environmental Forces And Stakeholders
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Exhibit 5
External And Internal Analysis As Input To Stirategy

Enhancing And Restricting External Environmental Forces

Market

Technological Political/Legal

Competition Marketing

Structure

Cultural Economic

Y

Current And Projected States Of
Individual Forces And Scenarios

v

Likelihood Of Occurrence And
Expected (Positive And Negative) Impact

Corporate, SBU, And Product
Objectives» Strategy-pTasks

Likelihood Of Occurrence And
Expected (Positive And Negative) Impact

A

Current And Projected States Of
Individual Forces And Scenarios

A

Enhancing And Restricting Internal Environmental Forces,
Human, Capital And Other Resources, Managerial Climate, Etc.
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It is unlikely that in the next decade the
dominant way of reaching the financial services
customer will still be the sales force. It is true,
that for certain tasks sales force is the most
effective channel. In the pharmaceutical indus-
try, for example, to intreduce a new product
there is no substitute for the use of sales force
— the detail men. Yet, for promotion of a product
that has been on the market for two or three
years, there are cheaper, more effective methods,
such as telephone detailing and other creative
approaches.

How are the competitors likely to react
to your strategy?

In designing creative distribution strategies
one should capitalize on technology. Consider,
for example, the developments in banking — the
enormous increase in the use of automatic tellers,
which are located not only outside banks but in
office buildings, apartment complexes, and even
supermarkets. Add to this trend banking at home
via telephone, and personal computers, and more
recently the experiments with home delivery of
financial services and the inclusion of financial
services in department stores {Sears), discount
stores (K Mart), and supermarkets, and you can
begin to appreciate the importance of a distri-
bution-driven marketing and business strategy
for financial products and services.

The fifth C is candidates for cooperation. Often
we cannot accomplish our objectives alone. Even
corporate giants such as AT&T, G.M., IBM and
others have been forming strategic alliances.
Cooperative strategy can be with another firm
or with others within your firm. One product
coordinator may have to join forces with another
product coordinator to develop the right offering
to reach a customer segment. At the firm level

some cooperative arrangements may be needed
~—not necessarily merger and acquisitions, but
perhaps co-marketing or other forms of strategic
alliances in order to reach customers effectively.

The sixth C focuses on understanding the
culture and other environmental forces. Changes
in the environment — technology, deregulation.
economic conditions, values, and so on— are
significant sources of opportunities for designing
new products and services and marketing them
effectively to specific market segments.

6. Develop Multiple Marketing Plans

Marketing plans need to be developed for
each of the markets served. A broker has to
develop only a single marketing plan for his
customers. A product coordinator has to develop
two plans — one for the brokers and one for the
customers. In each plan you have to identify
and select target segments of both customers
and brokers and decide on the desired positioning
and associated marketing program. (Not all
brokers are selling your product, for example.)
The selected segment must be provided with a
reason to promote your product.

If you're developing a marketing plan for the
firm, then you have to face additional complexity.
You have to develop plans for integrating the
different marketing activities of all the product
coordinators. You must alse develop marketing
oriented plans for the other business functions
—the research department, operations depart-
ment. compliance department, and other depart-
ments that can benefit by having a marketing
orientation to help accomplish their objectives.
Exhibit 6 outlines the number of plans required
by various organizational actors.

7. Develop Creative Marketing Mix Strategies
and Executions

The emphasis in this guideline is clearly on

Exhibit 6

Multiple Marketing Plans

Brokers:
Product Coordinators:

Firm:

Customers
Customers + Brokers

Customers + Brokers + Marketing + Other
Business
Functions
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creativity. Too often the blinders of our previous
experiences prevent us from looking at new and
different solutions. We are further constrained
by historically conditioned response patterns.
When a competitor lowers its price, the natural
inclination is to respond by lowering ours; if a
competitor increases its advertising, our incli-
nation is to increase ours. These automatic
responses prevent us from exploring more creative
and effective responses. Consistent with the
conditioned responses is the overemphasis on
the leve! of effort. i a competitor increases his
advertising spending or his sales force, we tend
to try to match or even surpass the increase,
rather than focusing on the quality of the
marketing effort, such as a more effective
advertising message, more productive sales force
allocation and presentation, improved content
of seminars. True competitive advantage comes
by lowering the level of expenditures while
increasing the effectiveness of the marketing
strategy by being more creative.

Consider, for example, the physician market.
A typical physician receives an average of about
60 magazines a month. An average magazine is
between 200 and 300 pages. How effective do
you think advertising is in these publications?
Can you see a heavy prescriber who goes through
them and notices, let alone comprehends, the
various ads? Why not try to explore what is the
best way to reach this physician segment? Such
an investigation may reveal that this segment of
physicians have no reading time but most of
them travel a lot by car to and from the various
hospitals they are affiliated with, and most of
these cars have cassette players. The develop-
ment of a cassette program on topics of their
choice, with commercials for the sponsoring
products, is the logical next step. Such a product
was in fact designed and introduced.

Creativity in designing marketing strategies
can be stimulated by the use of various approaches
that are often used to generate new product
ideas (see, for example, the approaches illustrated
in my Product Policy book) and by focusing on
three productivity related questions: (1) how
can I increase sales? (2) can I increase price?
(this is not a trivial question since often, if you
are targeting a non-price-sensitive segment, there
are ways of increasing price), and (3) how can I
reduce the cost of operations?

It is also important to note that it is advan-
tageous if you can develop strategies that have
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a cumulative effect and offer a multiplier on the
marketing investment,

8. Follow an Adaptive Experimentation
Approach

This guideline calls for the acceptance of the
philosophy of adaptive experimentation. Imagine
that I spent a million dollars on advertising and
got X percent market share. The key question
is, what should I do next year? Should I increase
my advertising, keep it at the same level, or
decrease it? Unfortunately. there is no way of
knowing which is the correct decision. This
means that I have wasted a year since 1 am no
smarter at the end of the year than I was at the
beginning. My objective should have been to
increase long-term profitability and thus contin-
uously improve my decisions. Te learn from my
strategies, I should have divided my market into, -
say, three test areas and varied the level of
advertising in each. By comparing the results, I
could have determined the market response to
advertising and decided what would be the
optimal level of advertising. Anheuser Busch,
for example, followed such an approach for over
ten years, which allowed them to be one of the
most profitable breweries in the country.

Given the heterogeneity of all markets,
no single strategy can be effective for
all segments.

The concept of adaptive experimentation is
not limited to advertising. It can and should
apply to all strategies: how often the salespeople
should call on clients, how often you should
offer seminars, what type of brochures you should
offer, what positioning you should select, or any
of the other marketing options you consider.
Regardless what the specific decision is, the
concept calls for a shift from the selection of a
single strategy to the continuous experimentation
with various options. Despite its added costs (of
conducting and measuring the results of the
experiments, and lost opportunity costs for the
nonoptimal experimental cells), such an approach
could ensure the continuous improvement of
strategy so that over time an optimal strategy
could be found.

Adaptive experimentation has one further
advantage. Not only does it offer the benefit of
improved long-term performance. but it makes
it very difficult for the competitor to know what






