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ABSTRACTS

This report presents the summary of findings of African Banking Corporation Zimbabwe Market

segment.

The overall objective of using a market segmentation strategy is to improve your company’s

competitive position and better serve the needs of your customers. Some specific objectives may

include increased sales, improved market share and enhanced image.

There are five major benefits of market segmentation analysis and strategy:

Designing responsive products to meet the needs of the market place

Developing effective and cost-efficient promotional tactics & campaigns

Gauging your company’s market position- how your company is perceived by its customers and
potential customers relative to competition

Fine tuning current marketing strategies

Carving out a market niche for your company by positioning. This may be accomplished by
searching out unique marketing advantages, seeking new market segments that competitors are
not cultivating, or developing new approaches to old problems. Your positioning should be
based on a real (e.g. lower cost, superior quality) or intangibles (e.g. company reputation)

competitive advantage.
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CHAPTER ONE

1.1 Introduction

Over the past several years, many industries have found that pleasing the regulators has given way to
pleasing customers. Choice, for example, is now being introduced into the banking industry, requiring

banks to change their entire way of thinking.

Deregulation introduces price differentiation and at the same time creates product "bundles.”
Deregulation in the Banking industry is expected to bring lower prices, increased customer choice, new

products and services, and greater attention to customer satisfaction

In a newly deregulated marketplace, what will drive customer choice? Which offerings and marketing
messages will appeal to the largest and most profitable segments? The answer to these questions and

the marketing programs that result will determine which banks survive and which do not.

To address the challenges brought by deregulations firms are continuously seeking new ways to forge
close relationships with their most valuable customers. They know these loyal customers are the source
of most of their profits and that any slowing of the rate of defections helps grow the customer base and
ultimately the bottom line. (Reichfield 1996, Zeithland 2000) Reichfield (1996) further contends that
there is even more motivation to move closer to customers when internet makes price comparison

easier, opens the market to new competitors and threatens to undermine customer loyalty.

Successful organizations must leam to utilize their customer data in new ways. Deregulation and
technology will enable companies to build marketing data marts for mining and segmentation. These
analytic tools will target directions for new business tactics and provide benchmarks to measure

financial returns resulting from such initiatives,

Is the cost of implementing such systems worthwhile? As Jack Noonan of SPSS says, "For Banking
executives, the question they must look at is the tradeoff between customer lifetime value,
infrastructure cost and whether they invest in more R&D for new products versus a higher retum from

an existing customer base. So the challenge is segmentation of the customer base and the prediction of

retums."



Under the umbrella of segmentation strategies, firms are urged to integrate customer data from different
departments and channels, use the information to learn which customers have greatest profit potential
and then tailor their communications and offering to accommodate those customers. Commercial banks
are sometimes accused of having a lack of common vision about building customer relationships
(Management first: 2001). There 1s no wholesome view the customer across the organization therefore
there is no consistence in the treatment of customers from one department to another let alone in the
packaging personalized products for customers. This lack of wholesome view of customers does not
strengthen relationships, as the value proposition is weak: (Ennew, Watkins& Wright: 1998). Most
international banks such as Citibank, Royal bank of Canada and Lloyds have realized this shortcoming

and are addressing it through market segmentation and customer relationship management.
1.2 Background of the research

Over the last few years many banks have been opened in Zimbabwe and these created new challenges
for the established banks. They had to come up with strategies to retain their customers in the face of
stiff competition. The main strategy was segmentation and the retaining of the profitable customers
through personalized service. Research has shown that totally satisfied customers are six times more
likely to repurchase a company’s products over a span of one or two years than merely “satisfied”
customers. Furthermore a 5% reduction in customer defection can result in profit increases from 30 to
85% (Management first: 2001). This study will seek to establish the extent to which merchant banks
have been able to use segmentation to retain their existing customers and increase the utilization of

thetr products.

[n our local market, the major banks, Standard Chartered, Barclays, Stanbic, Jewel and NMB Ltd have
introduced segmentation. In this way they hope to stay close to their customers and strengthen
relationships through tailor made products. Internationally, National Australia Bank has developed
highly sophisticated analytical software that provides ability to maximize customer lifetime value and
the ability to coordinate all customer access points. According to (Swift 2001) the combination of all

these segmentation processes and enablers has resulted in an increase in profitability of 19.8% during
year 2000.
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1.2.1 What is Segmentation?

Market segmentation is one of the most fundamental concepts in marketing and one’s choice of

which approach to adopt will directly affect the impact ot segmentation on a business.

To compete successfully in today’s volatile and competitive business markets, mass marketing is
no longer a viable option for most companies. Marketers must attack niche markets that exhibit
unique needs & wants. Market segmentation is the process of partitioning markets into groups of
potential customers with similar needs or characteristics who are likely to exhibit similar purchase

behavior.
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Figure 1: Segmentation variables

Market segmentation is the foundation on which all other marketing actions can be based. It

requires a major commitment by management to customer-oriented planning, research,

implementation & control.
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The overall objective of using a market segmentation strategy IS to improve your company’s
competitive position and better serve the needs of your customers. Some specific objectives may

include increased sales, improved market share and enhanced image.

There are four major benefits of market segmentation analysis and strategy:

®
Designing responsive products to meel the needs of the
marketplace

& . , . . .
Developing effective and cost-efficient promotional tactics &
campaigns

e : , .
Gauging your company’s market position — how your
company is perceived by its customers and potential customers
relative to the competition

@

Fine-tuning current marketing strategies

Carving out a market niche for your firm by positioning. This
may be accomplished by searching out unique marketing
advantages, seeking new market segments that competitors are
not cultivating, or developing new approaches to old problems.
Your positioning should be based on a real (e.g., lower cosl,
superior quality) or intangible (e.g., company reputation)

competitive advantage.

Market segmentation, correctly applied, is about understanding the requirements of customers and,
therefore, how they decide between one offer and another. This insight is used to form groups of
customers who share the same or very similar value criteria. A company is then able to determine
which groups of customers it is best suited to serve and which product and service offers will both meet

the requirements of its selected segments and outperform any competition.
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The primary objective of segmentation, therefore, must be how to win and retain the customers you

want to serve.

"Market Segmentation’ definition

The process of splitting customers, or potential customers, within a market into different groups, or
segments, within which customers have the same or similar requirements satisfied by a distinct
marketing mix.

o
Marketing mix, the 'tools' or means available to an organization to improve the match between benefits

sought by customers and those offered by the organization. Often referred to as the 4Ps, this is usually
the appropriate mix of product features, price, place (service and availability) and promotion. For the
customer, this manifests itself as benefits, cost, convenience and relevant image; in other words, a

customer value proposition.

A customer's view of segmentation - meet my needs!

Customers take no notice of how companies segment their market(s). When choosing between
competing offers, customers select the offer that meets their needs better than any other. To win market
share, therefore, a company must ensure that their offers meet these needs better than any other and are
perceived as being the most attractive customer value propositions. As this is how customers operate in

a market, then a segmentation project should have this as its segmentation criteria.

On its own this approach to segmentation, while able to provide an invaluable insight into how to win a
customer's business, still requires one to know how to reach them. The input to this part of the equation,
provided by a detailed understanding of who the customers are and where they are to be found, is
clearly very important. In addition, by really understanding what underpins a customer's choice we gain

an insight into their motivations, their psychographics, which will lead you to understand what

promotional stance to take.
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Segmentation therefore focuses on effectively tuming information into intelligent business knowledge
so that customers can be better understood and managed (Sue & Morin: 2001). By understanding which
customers are worth while to acquire, which customers to keep, which have untapped potential, which
are strategic and which should be abandoned altogether, a company will better be able to determine
how to sell and service each customer’s unique needs (Lovelock Vandermerwe & Lewis: 1999).
Segmentation is about developing and retaining satisfied loyal customers, achieving profitable growth

and creating economic value in a company’s brand.
1.2.2  Challenges

Firms face challenges from three angles when deciding and implementing segmentation strategies.
First, a strategy of building close customer relationships is neither appropriate nor feasible for every
market or customer. Customers choose beneficial relationships and only a few are likely to be of a close
and committed nature (Fournier, Dobscha & mick 1998). In Zimbabwe banks have selectively applied
relationship management through customer segmentation. Through segmentation banks are able to
focus on specific markets, which they give personalized service. Second, the loyal and valuable
customers of one firm are attractive prospects to be pursued by the firm’s rivals and vice versa. Any
new loyalty programmes developed by one firm are quickly copied by competitors (Kaplan and
Sawhney 2000).

In Zimbabwe there is intense rivalry among banks in the High Net Worth [ndividual segment and in
attracting the Multinational Corporations. Revenue margins in this sector are squeezed as banks
undercut each other in pricing. Third, the organizational capability needed to provide a seamless and
personalized experience to each customer is much harder to master than a transactional or product
focused approach where the future of the relationship 1s not an over-ruling consideration (Tully 2000).
The obvious steps of copying best practices, deploying the latest software, assembling a customer
database and proclaiming good intention are not enough to over come a weak capability (Griffith
1999). The battlefield has changed to achieving differentiation through intangibles such as service and

customer relationship management programmes.
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Segmentation and the resultant relationship marketing can formally be described as “an integrated
effort to identify, maintain and build up a network with customers and to continuously strengthen the
network for the mutual benefit of both parties through interactive, individualized and value added

contacts over a long period of time.” (David Shani and Sujana Chalasani).

The main focus here is the development of a continuing relationship with customers with the main
objective being to foster a bond with each customer for mutual benefit. In the Zimbabwean
environment, segmentation has been successfully adopted by companies in the banking, services,
arrline, hospitality and retail industries which include National Merchant Bank, ABC, Century Bank,
Trust Bank, Standard Chartered Bank, Barclays Bank, Holiday Inn Hotel, Zimbabwe Sun, British
Airways, South African Airways, Lufthansa, Qantas, Edgars, Greatermans, Barbours, Meikles and

Clicks, to name a few.
This brings us to the topic of this research:

Market segmentation and strategic implications in a deregulated banking services sector in

Zimbabwe.

To obtain a thorough understanding of segmentation in the merchant-banking sub-sector, we need to
understand the benefits that have accrued to those who have implemented the strategy together with the
obstacles encountered. This study will highlight the fact that in an increasingly fragmented market like
Zimbabwe today where everything comes in a plethora of brands, packaging and prices, market

segmentation is a key element for increasing profitability and market share.

1.3 Motivation for the research

Given the current stiff competition for customers amongst financial institutions, there is need to
identify options for survival, segmentation being one. Banks also have to bear in mind that ‘It is not
enough to be skillful in attracting new customers, the company must keep them’. Segmentation offers

an opportunity to do this Kotler (2000) as quoted by Palmer, McMahon-Beattie and Beggs (2000:9).
Kotler goes on to state that: -
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d)

Acquiring new customers can cost 5 times more than the costs involved in satisfying and retaining
current customers.

The average company loses 10% of its customers each year.

A 5% reduction in the customer defection rate can increase profits by 25% to 85% depending on the
industry.

The customer profit rate tends to increase over the life of the retained customet.

This study will address all these key questions and aspects. Conclusions will then be made based on

findings and recommendations on the impact of segmentation on the financial sector in general and

merchant banks in particular. This study will also articulate the benefits obtained from segmentation as

a competitive selling tool for merchant banks.

1.4

Value of the project

This study seeks to:

1.

To develop a body of knowledge that can be used in the marketing of merchant bank products,
which can be used by both bank marketing practitioners and academics in Zimbabwe. If this study
establishes a positive relationship between segmentation and organizational performance of
merchant banks, then the banking industry can have a sound body of knowledge that can be used in
product development and training of relevant personnel. Bankers can also use this body of

knowledge to develop reliable selling and marketing skills.

To contribute to the growth of knowledge on the marketing of finance. The marketing concept as an
integral part of any business entails teamwork and focus on profitability and satisfaction of
customer needs. Therefore establishing a relationship between segmentation and organizational
performance would be a significant contribution to the growing body of knowledge on market

segmentation in developing countries like Zimbabwe.

The significant results of this study would also contribute practically to the design of better

marketing programs of bank products.
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1.5 Problem statement

|. Do merchant banks understand the concept of market segmentation?
2. What are the benefits and problems associated with segmentation in the banking sector?

3. Are the benefits worth the effort and resources invested?

1.6 Objectives of the study

1. To establish the extent to which market segmentation has been adopted by merchant banks

2. To identify the problems and shortcomings of the segmentation strategy

3. To ascertain the relevance of segmentation in driving incremental sales volume growth for
Merchant Banks.

4. To determine the effect of segmentation on market share and to establish the relative market shares

in the merchant-banking sub-sector.

1.7 Research Methodology

The research will be quantitative, with the resultant sample broken down as

- 30 internal ABC customers

- 30 external ABC customers subdivided into 50% high net worth and 50% medium
Data collection procedure will involve face-to-face interviews with each qualifying respondent for the
following reasons taking into account the time constraints:

e Higher response rate

¢ Interview explanation and additional questions

o Check for validity

e Controlled environment

The sample comprises of both corporate and individuals in the case of external customers.

17



1.7.1 Data Collection

All interviews will entail the making of appointments followed by visits to the respondent. In the case
of companies, qualifying respondents will be senior managers or their assistants. As the study seeks to
draw conclusions that will be applied to the entire financial services community, a random stratified
quota system will be employed. The Likert scale will be used in some areas of the questionnaire in

order to determine opinions on an agree-disagree scale.

Al) interviews will be conducted in Harare, as the capital city is the best representation of what happens
in the rest of the country. As such there will be no incremental gain to be obtained by making the study
nationwide. The face-to-face, one on one interviewing format will be adopted for the research because

of its numerous advantages over the other methods of data collection as discussed below.

1. Face-to-face interviews — interviewer visits respondent’s office or home, asks the relevant
questions and records respondent’s answers on a structured questionnaire. This approach
enables the interviewer to verify facts, including body language on the spot and it is easier for
respondent to clarify unclear issues. We will use a structured questionnaire, which seek to
identify comparative images of Merchant Banks in Zimbabwe. This will allow us to determine

the respective positioning of the different Merchant Banks.

2. Telephone — interviews over the telephone are cheaper but in Zimbabwe there is a low
incidence of telephones and as such only few people can be reached. Although in the case of
this study the target respondents were people with access to phones, the cost of conducting a 45-
minute questionnaire would have been prohibitive. Besides, the respondents would not have that

much time to speak on the phone, and then each question needed at least a minute of thought

before answering.
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3. Mail (including e-mail) — also a cheap method but experience has shown that few people care

to fill in questionnaires and to post/send them back, even when retum envelop and postage

stamp are supplied.

Having stratified the universe to make the sample random, questionnaires will then be administered to
the qualifying respondents by random identification. The targeted sample of 60 is considered adequate
by the researcher because it allows a robust base from which to draw conclusions, and even when cross
analyzing by customer type, one would still have a sufficient number of respondents to draw

conclusions from.

1.7.2  Quality control

Quality of data is key in any research exercise. As such quality will be ensured at all stages of the
research process by putting in place upfront several quality control measures. Besides 100% post check

of completed questionnaires, the following further mechanisms will be effected:

% Thorough training and briefing of all people involved in the exercise
% Piloting of survey instruments

% Double punching of data at data processing stage

1.7.3 Data Analysis

Data analysis is an integral part of any research process, such that without the analysis procedure it is
npossible to come up with any meaningful findings. The data analysis will be done with a statistical
analysis computer package called Statistical Package for Social Sciences (SPSS), which is a leading
desktop statistical package. Tt is available for mainframe and personal computers and can be constantly

updated to satisfy user needs. It has a comprehensive range of data manipulation tools.
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SPSS has the added advantage of allowing one to score and analyze quantitative data in various ways
with the greatest amount of speed. This is a package that is strong on its statistical capabilities and
offers one of the best environments in which to do detailed statistical analysis. This is a package that

eliminates most of the data limitations found within some of its competitors.

1.7.4 Limitations of SPSS
e It can only handle a maximum of 500 variables
e Cannot run on a computer with less than 32 mega bites

e The cost of the software 1s prohibitive
1.8 Limitations of the Study
This study will be limited to merchant banks only and the study area will be Harare. This means that
marginal tendencies may not be picked up in the study. A bigger sample may also produce more stable
results but due to time and cost constraints a bigger sample is not feasibie.

1.9 Structure of the study

CHAPTER |

This chapter covers the general background to the research, the problem statement, a summary of the

methodology used, the objectives, and ends with the organization of the study.

CHAPTER 2

A review of the relevant literature gathered is carried out in this chapter. The idea is to come up with a

clear theoretical framework to be used in analyzing the findings. A summary of the specific conclusions

on each item of literature reviewed will also be given,
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CHAPTER 3

This covers in more detail the methodology used in carrying out the research. The selection of the
method is justified and the content or environment in which the research is carried out defined. Other
items covered are the sample unit, selection and size determination, instrumentation, data collection

methods and procedures on data analysis and presentation,
CHAPTER 4
Reporting and discussion of results.

CHAPTER 5

Conclusion and recommendattons.

1.10 Summary

“If you are not thinking segmentation you are not thinking at all” Levitt made this provocative
observation a number of years ago, and it is even more true now, as markets have become more diverse
and dynamic. Market Segmentation is the process of partitioning a market into groupings of firms that

have relatively similar requirements and preferences Jor market ofterings.

Whatever bases ot segmentation business market managers decide on, they should apply the following
four criteria to judge validity of their proposed seginentation scheme.

Measurable- Can the size, growth, and market potential of a segment be measured

Profitable- How profitable is the marketing eftort likely to be? What is the payof from cach segment?
Accessible- can segments be identified and reached successtully?

Actionable- can effective marketing and sales programs be formulated for attracting and serving the

segments?
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CHAPTER 2

LITERATURE REVIEW

2.0. INTRODUCTION

This chapter reviews the literature available on the concept of market segmentation. The chapter goes
on to establish the linkages between segmentation and other key marketing strategy variables such as
positioning and customer relationship management. Thereafter the chapter reviews literature and other
publications on the development and adoption of segmentation by the merchant bank sector in
Zimbabwe. Finally, focus is made on the pros and cons of segmentation with focus on merchant banks.
Study will also be made of segmentation by merchant banks in other economies both in developed and
developing countries. This will enable appreciation of the applicability of segmentation in different

environmental settings.

21 THEORETICAL LITERATURE REVIEW

(Ries and Trout 2002) noted that to compete successfully in today’s volatile and competitive business
markets, mass marketing is no longer a viable option for most companies. Marketers must attack niche
markets that exhibit unique needs & wants. Market segmentation is the process of partitioning markets
into groups of potential customers with similar needs or characteristics who are likely to exhibit similar

purchase behavior

Market segmentation is the foundation on which all other marketing actions can be based. It requires a
major commitment by management to customer-oriented planning, research, implementation & control.
The overall objective of using a market segmentation strategy is to improve your company’s
competitive position and better serve the needs of your customers. Some specific objectives may

include increased sales, improved market share and enhanced image.
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Customer Needs Identification and Segmentation
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Segmentation provides companies with an opportunity to identify
and understand the distinct demographic or needs profile of
different potential customer groups and identify optimal offerings
and approaches needed to successfully build business with those

segments.

While harder to complete, a motivation based segmentation
strategy allows companies greater insight in to the needs and
decision-making process of their customers, allowing companies
to de.termine which segments they can effectively target while
providing the greatest value to both the customer and the

company.

With this focused customer base in mind, companies’ can then
proceed with developing a targeted strategic business direction
around their customers' needs. Along with developing an in-depth
knowledge of current and potential customers, this type of

segmentation strategy can help companies:

e Understand their competitive position in the industry;
e Differentiate themselves in the marketplace;
e Streamline marketing and sales efforts; and

e Develop a customer-centric business strategy.

(Source: Bright Path Strategies, Inc)
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2.2 BRAND POSITIONING & SEGMENTATION

Ries and Trout 2002 noted that product positioning is an important strategy for achieving differential
advantage. Positioning reflects the "place” a product occupies in a market or segment. A successful
position has characteristics that are both differentiating and important to consumers. Every product has
some sort of position — whether intended or not. Positions are based upon consumer perceptions,
which may or may not reflect reality. A position is effectively built by communicating a consistent
message to consumers about the product and where it fits into the market — through advertising, brand

name, and packaging.

I'igure 2.2: Brand positioning

Positioning is inextricably linked with market segmentation. You can’t define a good position until

you have divided the market into unique segments and selected your target segments. Three key

research 1ssues must be addressed:
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1 What is vour current position?

What does the "space" look like — what are the most important dimensions in the category?
What are the other products in that space and where are they?

What are the gaps, unfilled positions or "holes" in the category?

Which dimensions are most important? How do these attitudes differ by market segment?

2 What position do vou want to have?

Some of the positioning opportunities for a product include:

Finding an unmet consumer need — or at least one that’s not being adequately met now by competition
Identifying a product strength that is both unique & important

Changing consumer usage patterns to include different or additional uses for the product

Identifying market segments, which represent the best targets for a product

3 Create a new positioning
2.3 MARKET SEGMENTATION FOR CUSTOMER ORIENTATION

In today’s intensely competitive banking environment, where customers are more demanding and
competitors are just a click away, the only lasting competitive advantage comes from segmenting the
market and the strength of the customer relationships. Creating strong relationships is the goal of
customer relationship management (CRM), a business-driven strategy that optimizes revenue,
profitability and customer satisfaction by recognizing the value of customers (Reality Research &

Consulting, 2001: 2)

This relationship management concept is changing the face of banking across the world and
Zimbabweans have followed suit. Banks in Zimbabwe were traditionally in the “business of banking”
namely borrowing from one market and lending to another. However, in the 1990’s their orientation
has become the “business financial services”, with a much wider focus on relationship management. In
pursuant of building strong relationship management capabilities banks during the past five years have
invested millions of dollars into buying and enhancing CRM systems. This trend is set to grow as banks

fight for market share.
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There have been many articles, discussion papers and presentations on CRM and each tend to

emphasize different aspects of CRM in their definitions.
Some of the concepts are briefly discussed below.

Meline Stone and Neil Woodrock define Customer relationship Management as a term, which describes
the methodologies, technologies and e-commerce capabilities used by companies to manage and
improve customer relationships (The chartered institute of marketing 2001:300). CRM is about shaping
customer behaviors, and not simply about enhanced customer service and cost saving. Once a firm
understands its customer base (who they are and how they behave), it can begin to segment its

customers into groups that reflect profitability (Meridian Research, white paper April 10 2001).

Emphasizing on the need for CRM to be customer centered rather than organization focused Dr Jim
Hamill Of Internet Export Resource Limited argues that CRM is not about database marketing, loyalty
programs, customer bribes, or selling. It is about building one to one, Jong term and sustainable
relationships that add value to both the customer and the company. It focuses on creating a compelling
customer experience and building the relationship that provides lasting value. (Internet supported CRM,
Discussion 2001: 2)

Keith Thompson, Lynette Ryals & Simon Knox of Cranfield University contents that CRM calls for the
re-organization of the entire bank around its customers. They state that the purpose of CRM is to
integrate marketing, sales and service functions through business process automation, technological
solutions and information resources to maximize each customer contact. In this way CRM systems
facilitate relationships among enterprises, their customers, suppliers and employees and so provide the

technological means to put relationship- marketing philosophy into practice.

CRM has a number of benefits to banks as propounded by I-flex solutions Ltd (Volume 3):

Implemented well CRM can assist banks in:
¢ Customer acquisition
¢ Cross-selling and up-selling

e Customer retention

26



e Competitive differentiation and barriers to entry

e Conducting all these activities profitably

Kathleen Khirallah in her article “CRM case study: The Analysis that power CRM at Royal Bank
of Canada®, found out that in addition to the above CRM benefits banks through:

e Identification of your most valuable customers

e Intimate knowledge of customer needs through establishing learning relationships

e Improved value delivery and more efficient marketing and sales actions

Besides benefiting the banks, CRM presents a number of benefits to customers
e Improved response time to customer requests for information
e Delivered product meets customer requirements
e Reduced costs of buying the product/ service
e (Greater breadth of solution options

e More responsive technical support

Research has established that, Converting a prospect to a customer is not only time consuming and
effort intensive but also more expensive than cross- selling another product to an existing customer. It
has also been found that the longer a customer stays with a financial institution, the more likely he is to
avail of other products. (I-flex solutions Ltd 2001, volume 3). This feature translates directly into
higher profitability over the long run. In fact a pragmatic view of CRM is that a financial institution

should be able to sell all its products to its customers during their life span, also referred to as life cycle

marketing.

According to Meridian Research, Inc (2001), an estimated $6.8 billion would be spent on relationship
management, by retail financial services institutions in year 2001, an amount that is expected to grow
by 14% a year for the next several years. While there seems to be no evidence of a significant slow
down in CRM spending, many financial services institutions are beginning to question what they are

achieving with the investments they are making.
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This difficulty in measuring progress stems from an unclear understanding of where the institution
started and what the measure for customer management performance was before these investments
were made. Lacking this baseline, many firms adopt simple measure of performance that are often
based on program or department activities, such as call duration, cross sell ratios, or campaign response
rates. The base line of comparison is often anecdotal. While these are not inappropriate measures, they
fail to acknowledge the interdependency of CRM strategies and the alignment of business processes

across the enterprises that must take place for an organization to truly center its strategies on customers.

Many firms tend to use ROl analysis to determine if an investment has produced desired impact. Return
on investments includes cost saving as well as revenue growth, but the process of developing an ROI
analysis produces other benefits as well by requiring that the institution consider other investment
variables such as intangibles and assumptions, risk and timing (Ronald S. Swift, NCR Corporation

2001).

Traditional business thinking is that shareholder value is derived from products and services.
Accordingly most financial institution have targeted their CRM programs on enhancing products and
on reducing cost in customer service. This is because cost benefits are often based on experience, have
clear origins, and a proven “cause and effect” and so can be reasonably precise. But revenue benefits

are often based on unsubstantiated anecdote, with little or no experience and often-imprecise origins.

However in their paper (A strategic Framework for CRM 2001), Patrick Sue & Paul Morin argue that
customers rather than products and services drive shareholder value. Customers determine both revenue

and cost by their choices, behaviors and by how these behaviors consume resources. What the
traditional thinking has not considered before is that shareholder value is determined almost entirely by

the types of customers a company attracts.

Their line of argument is that once we have accepted that customer behavior, not a product or service,
determine a company’s shareholder value, it quickly becomes apparent that the objective of a CRM
strategy is to influence that behavior. And because customers are not equally profitable, shareholder
value is determined almost entirely by the types of customers an institution attracts. Not all customers

are created equally, nor will each customer provide an equal return for the same investments.
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CRM thus becomes an investment in targeting the right type of customer, getting those customers to
adopt a specific set of beliefs and consequent behaviors, and retaining those customers throughout the
life time of thetr profitability. Without ability to measure shifts in these behaviors over time, a firm
cannot determine the efficacy of its strategy, decision-making, or supporting investments.
The argument that shareholder value is driven by the type of customer is further developed by Meridian
Research (White paper 2001), who suggest that if financial institutions are to measure the return on
CRM 1nvestments, then, they need to set tools that can address the following tasks:
1. Idenufy targeted behaviors
2. Measure the impact of shifting those behaviors
3. Size the investments accordingly
4. Categorize and segment customer behaviors for analysis and treatment
5. Track customer performance against goals
6. Adopt a common language
e For comparing alternative investments
¢ For setting priorities
e For measuring progress
* For connecting “cause and effect”

¢ For testing assumptions
2.4  THE BENEFITS OF SEGMENTATION & CRM

Firms are continuously seeking new ways to forge close relationships with their most valuable
customers. They know these loyal customers are the source of most of their profits and that any slowing
of the rate of defections helps grow the customer base and ultimately the bottom line. (Reichfield 1996,
Zeithland 2000). Reichfield (1996) further contents that there is even more motivation to move closer

to customers when internet makes price comparison easier, opens the market to new competitors and

threatens to undermine customer loyalty.
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Under the umbrella of CRM strategies, firms are being urged to integrate customer data from different
departments and channels, use the information to learn which customers have greatest profit potential
and then tailor their communications and offering to accommodate those customers. Commercial banks
are sometimes accused of having a lack of common vision about building customer relationships
(Management first: 2001). There is no wholesome view the customer across the organization therefore
there is no consistence in the treatment of customers from one department to another let alone in the
packaging personalized products for customers. This lack of wholesome view of customers does not
strengthen relationships, as the value proposition is weak: (Ennew, Watkins& Wright: 1998). Most
international banks such as Citibank, Royal bank of Canada and Llyods have realized this shortcoming

and are addressing it through Customer Relationship Management.

Over the last few years many banks have been opened in Zimbabwe and these created new challenges
for the established banks. They had to come up with strategies to retain their customers in the face of
stiff competition. The main strategy was to retain the profitable customers through personalized
service. Research has shown that totally satisfied customers are six times more likely to repurchase a
company’s products over a span of one or two years than merely “satisfied” customers. Furthermore a

5% reduction in customer defection can result in profit increases from 30 to 85% (Management first:

2001).

In our local market, the major banks, Kingdom Bank, Trust Bank, Standard Chartered, Barclays,
Stanbic Bank, Jewel Bank and NMB Ltd have introduced various forms of relationship management. In
this way they hope to stay close to their customers and strengthen relationships through tailor made
products. The form of relationship management and whether they are achieving their intention is an
interesting area of study. Internationally, National Australia Bank has developed highly sophisticated
analytical software that provides ability to maximize customer lifetime value and the ability to
coordinate all customer access points. According to (Swift 2001) the combination of all these CRM

processes and enablers has resulted in an increase in profitability of 19.8% during year 2000.
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What is CRM?

CRM is defined from various angles as it touches every aspect of the business. A few of the definitions

are examined below:

CRM is set to integrate sales, marketing, service enterprise resource planning and supply chain
management functions through business automation, technology and information resources in order to
maximize each customer contact (Firth & Swason: 2001). CRM, therefore, is about transformation of
the entire enterprise and how 1t views and conducts business with its customers (Galimi : 2000). It
enables banks to identify individuals and to tailor make products to suit individual need. After all, what
hope is there for the future of a bank if it treats customers of ten years the same as brand new ones?

(Dyche: 2001).

CRM focuses on effectively tuming information into intelligent business knowledge so that customer
relationships can be better managed (Sue & Morin: 2001). Thus, there is a heavy bias towards
Information Technology driven, CRM strategies. By understanding which customers are worth while to
acquire, which customers to keep, which have untapped potential, which are strategic and which should
be abandoned altogether, a company will better be able to determine how to sell and service each

customer’s unique needs (Lovelock Vandermerwe & Lewis: 1999).

CRM is a technology enabled business strategy whereby companies leverage increased customer
knowledge to build profitable relationships based on optimizing value delivered to and realized from

customers (Sue & Maurin 2002). CRM 1s about acquiring, developing and retaining satisfied loyal

customers, achieving profitable growth and creating economic value in a company’s brand.
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2.5 SEGMENTATION & CRM: THE CHALLENGES

Fimms face challenges from three angles when deciding and implementing CRM strategies:

First, a strategy of building close customer relationships is neither appropriate nor feasible for every
market or customer. Customers choose to beneficial relationships and only a few are likely to be of a
close and committed nature (Fournier, Dobscha & Mick 1998). In Zimbabwe banks have selectively
applied relationship management through customer segmentation. Through segmentation banks are

able to focus on specific markets, which they give personalized service.

Second, the loyal and valuable customers of one firm are attractive prospects to be pursued by the
firm’s rivals and vice versa. Any new loyalty programmes developed by one firm are quickly copied by
competitors (Kaplan and Sawhney 2000). In Zimbabwe there 1s intense rivalry among banks in the
High Net Worth Individual segment and in attracting the Multinational Corporations. Revenue margins
in this sector are squeezed as banks undercut each other in pricing. Third, the organizational capability
needed to provide a seamless and personalized experience to each customer is much harder to master
than a transactional or product focused approach where the future of the relationship is not an over-
ruling consideration (Tully 2000). The obvious steps of copying best practices, deploying the latest
software, assembling a customer database and proclaiming good intention are not enough to over come
a weak capability (Griffith 1999). The battlefield has changed to achieving differentiation through

intangibles such as service and customer relationship management programmes

2.6 PERSPECTIVES ON CRM

CRM is a cross-functional process designed to achieve a continuous dialogue with customers across all
their contact and access points. It is also meant to foster personalized treatment of the most valuable
customers and to increase retention and the effectiveness of marketing initiatives (Rousseau, Sitkim &
Camerer 1998).

Derived from above are the overlapping perspectives on CRM found in practice and in the literature

namely:

Reciprocal Connections
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This perspective emphasizes the reasons that draw a buyer and seller together and keep them
connected, namely, mutual benefit, mutual commitments trust and connective links (Bagozzi 1995).
CRM programmes are designed to foster close relationship by emphasizing areas of mutual benefits in

product development and cooperation in undertaking certain projects.

While it is helpful to understand why two parties have a relationship, it does not explain what has to be

done to initiate and sustain this relationship. This is achieved through the second perspective, which is:

Operational Entanglements

The perspective is based on relationship specific assets that create” switching costs” (Dyer and Singh
1998) through joint ownership and interlinked production. The assets would be location of assets in
close proximity, tailoring of physical assets, and human assets through co-specialization and shared
knowledge. A local example is the relationship that exist between ZISCO and Buchwa Iron Mines,

where there is an intricate rail system linking the two companies. The third perspective is:

Infrastructure integration

This perspective seeks to wield information from all customer touch points- including direct sales,
telesales, websites, customer service, resellers and channel partners- to get a coherent view of the
customer. The information is used to ensure the organization has a wholesome view of the customer
and the customer receives the same experience when dealing with the different units of the

organization. The final perspective is the strategic resource.

Strategic Resource

Here the firm highlights the economic value of each customer- relative to other customers to allocate
resources toward the retention and growth of the most valuable customers (Pepper and Rogers 1997).
The value of the customer is the NPV of all future profits from that customer considering margin
earned, customer specific servicing costs and profits earned on referrals by that customer. The current
customer base is a major resource for companies and companies tend to focus more investment into

retaining existing customers and increasing business with them.

The perspective assumes that growth in the aggregate value of the customer base is a key driver of

economic profit and shareholder value. The strategic priorities are 1o reduce the rate of defection and
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increase longevity of the relationship. Secondly, to devise strategies to enhance the growth of these
valuable customers by expanding “Share of Wallet” with cross-selling activities or new products and
services. Thirdly dea! with low potential value customers, who will probably never eam enough profit
to justify the expense of serving them, by creating incentives to make them more profitable or

encourage them to buy from somewhere else.

The intent of all these perspectives 1s to make the firm so easy to do business with, that the customer

has no incentive to switch, and it becomes difficult for a rival to duplicate the level of personalization.

Customer Management

CRM enables organizations to effectively manage their customers. In particular it allows organizations
to identify their most valuable customers, have intimate knowledge of customers needs through
establishing leaming relationships, improve value delivery and more efficient marketing and sales
actions (Harrison 1993). CRM also assists in customer retention and loyalty, customer up selling,
customer cross selling, new customer acquisition, increased customer profitability, competitive

differentiation and barmiers to entry (Singer 1999).
2.7 CRM DRIVERS
A number of drivers have contributed to the growing importance of effective CRM as a source of

sustainable competitive advantage. These can be divided into market, customer, economic and

technology drivers (Hamill 2000)>
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Market Drivers

According to Hamill (2000) the operating environment is becoming more competitive as functional
barriers are broken. In mature markets such as the Zimbabwean commercial banking sector, there is
competitive rivalry, aggressive pricing and low switching cost. Regulations have made it possible for
banks and building societies to issue same products, creating new players in the market. CRM is now
critical to achieving differentiation and customer loyalty. In Zimbabwe most Commercial banks have
segmented both their business and personal accounts. For business accounts it is mainly according to
nature of business and size of balance sheet. This allows banks to take advantage of economies scope

due to in depth knowledge of customers.

Customer Drivers

The end of mass marketing and the growing importance of one relationship are fuelling growth in
CRM. As a consequence of the end of mass marketing “customer rules supreme” (Peppers, Rogers &
Dorf 1999). Customers expect faster transactions speeds, access to a broader range of products and
services, personalized to individual needs, convenience of purchase, high level of after sales service
(Verdict Research 2000). The four Ps of the traditional marketing mix (Product, Price, Place and
Promotion) have been replaced by the four Cs of relationship marketing- Customer needs and wants,

Costs, Convenience and Communication (Hamil 2000).

Economic Drivers

CRM has significant contribution to the econoriies of a firm. It is more costly to acquire new customers
than retain existing ones. Therefore, companies should focus on enhancing loyalty in order to grow
profits (Deshpanile, Rohit 1999). Most companies fail to exploit CRM opportunities because they focus
on improving the efficiency of their value chain rather than building the relationships that deliver
enhanced value to customers. Banks such as Standard Chartered have deliberately slowed down on
acquiring new customers, focusing rather on increasing business on the existing client through cross

selling and increasing product utilization.
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Technology Drivery

CRM is driven by the emergence of customized interactive communication tools including call centers,
data mining and front office solutions (Leverick, Littler, Bruce & Wilson 1998). IT and Internet
provide the enabling channels for achieving increased retention of profitable customers and reduction in

cost of serving the less valuable customer.
2.8 CAPABILITIES FOR FORGING CUSTOMER RELATIONSHIPS

The resource-based view is that differences in firm performance are attributable to heterogeneity 1n
assets and capabilities. A capability is a source of sustainable competitive advantage when it 1s superior
to capabilities of rivais, valuable in the market, difficult to imitate and unlikely to be trumped by a
different resource (Bamey 1991). It is a complex bundle of skills and accumulated knowledge,
combined with investments in systems and databases (Collins and Montgomery 1995)

There are a number of capabilities that are required in the system/ organization for CRM to succeed.

These can be summed up as follows:

Superior Capability

The supenor capability is achieved through positional superiority. This requires reliable provision of
superior value to customers, on the attributes they judge important when they make a choice. Whether
there is a relational advantage per se depends firstly on the customer’s judgments that having a close
relationship with a service provider confers benefits that exceed the costs (Teece, Pisano & Shuen
1997).

Typical relationship benefits include time savings, trustworthiness, technical assistance, assurance of
performance, access to latest developments (in software and technology, for example), superior
responsiveness to service requests or problems and a superior fit to the customers needs because of

personalized solutions.
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One way to measure a positional advantage is with customer equity, defined as the total lifetime of a
firm’s customer base (Rust, Zeitham! & Lemon 2000). This comprise value equity, the customer’s
objective assessment of the brand’s utility (based on perceptions of what 1s given up for what is
received). Brand equity, which is the customer’s subjective and intangible assessment of the brand
above and beyond it’s objectively perceived value and retention equity, which reflects a customer’s

tendency to stick with a brand beyond their objective and subjective assessment of the brand.

The strongest positional advantage is obtained when there is information exchanges and cross firm co-
ordination of interdependent activities such as new product development, relation specific investments

or adoption of common interface standards (Blanknburg, Erikson & Johanson 1999).

Market Relating Capability

In (Grant 1996), s view, this capability is a knowledge acquisition, sharing and application process,
with three interdependent components of orientation, information and configuration.

Orientation provides the guidance mechanism and reveals the organization’s priorities towards
customer retention.

Information is the raw material.

Configuration encourages and enables the application of the information. (1) It in cooperates all
relevant activities such as solving problems jointly or addressing individual customer requirements and
customizing offering, (2) each component has a competitive referent which takes into account the
possibility that a high level of demonstrated ability may still only be at parity if the rivals are equally
effective, (3) there is a contingency relationship between this source of advantaged and the ensuing
positionai advantage.

A market relating capability is of greatest value in markets where there is a high personalization
potential (McKenna 1991, Wayland & Cole 1997, Peppers and Rogers 1997-1998). This is the

capability, which drives the Private banking business in most banks most in Zimbabwe and abroad.
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2.9 INTERNET SUPPORTED CUSTOMER RELATIONSHIP MANAGEMENT

Literature on the emerging thinking covering the topic of Intemmet supported CRM and the implications
to emerging e-business and strategy reveal that internet technology is critical to the implementation of
an effective CRM According to (Gemini 2000) Strategic integration will be required among the various

areas of the business such as:
Front Office Software: - to allow the information of sales, marketing, after sales and support function.

Back Office Tools: -consisting primarily of databases, decision- support, marketing data marts, data

mining and query tools and collaborative and workflow solutions

Customer interaction channels: - which include traditional channels such as retail point of sale; field

sales force and new channels mainly call centers & Intemet (Gemini 2001).
The Major IT tools and applications supporting an effective CRM strategy include: -

I. Data management technology: - which allow the interaction of customer data from different
source and distribute that information within the organization.

2. Data mining and analysis: - technologies that allow an organization to detect and produce
buying pattems, drive future marketing efforts and improve customer satisfaction through
analyzing its customer data.

3. Campaign management Technology: - which allow companics to automate the planning,
execution, tracking and evaluation of marketing campaigns.

4. Customer interaction centers: - advanced call centers which integrate phone, mail, fax, internet
and e-mail to directly communicate with customers and perform sales and customer service
functions.

5. Sales Productivity Tools: - to deliver integrated customer and prospect information to field sales

associates, call centers and sales offices.
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Intermet provides companies with new opportunities for achieving sustained competitive advantage
through leveraging the interactive tools of the web for supporting the customer relationships. Internet
provides banks with opportumity for integrating, sales, e-commerce and customer service through a
single customized website 1.e. a web site that recognizes a repeat online visitor and personalizes the

information it contains according to that visitor (Dyche: 2001).

The overall benefit of e-crm strategy is that it provides seamless integration of every area of the
business that touches the customer- marketing, sales, customer service and field support etc- through
integration of people, process and technology, taking advantage of the revolutionary impact of the

internet (Hamill: 2001).
2.10  SEGMENTATION, RELATIONSHIP MARKETING AND TECHNOLOGY

Customer relationship management has its roots in relationship marketing, which is based in tumn on the
formative work of R. Berry: 1983. It aims to integrate marketing and service functions through business
process automation, technological solutions and information resources to maximize each customer
contact (McDonald and Wilson 1999). However the use of technology on its own is not sufficient and
firms must combine developments in IT with re-organization of the entire firm around its customers

(Ferguson and Shaw, 1996).

Properly used, this information can be used to benefit selected customers by taking product/ service
offers to them specifically or in micro segments. This adds value and can lead to greater loyalty
(Mitchell, 1998). Conversely customer data, analysis and profiling also enable an organization 1o
identify the customer it does not want to serve. The Pareto rule suggests 80% of profits are generated
by 20% of customers. The Pareto rule is further strengthen by the discovery by some Commercial
Banks that 10% of their current account customers are responsible for more than 100% of their profits.

i.e. the other 90% are on average loss making (Stone, McFarlane, Visram & Kimmel 1996)
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In their collaborative studies, Keith Thompson, Lynette Ryals, Simon Knox of Cranfield School of
Management and Stan Maklan of C.S.C. Computer Sciences Corporation, they discovered that the key
Principles involved in relationship marketing include gathering, co-coordinating and analyzing accurate
data on customers, and the development of marketing strategies that personalize the relationship and

maximize the benefit to the organization by focusing greater resources on higher value.

This calls for a “one to one” marketing strategy. The four keys step for putting a “one to one”
marketing programme to work are: Identifying Customers, differentiating among them, interacting with
them, and customizing the products or services to fit each individual customer’s needs (Peppers, Rogers
and Dart: 1999).

The above 1s achieved through use of advanced technology. A comprehensive CRM system comprises

four main technology components.

= A data warehouse with customer, contract transaction and channel data.

* Analysis tools data to examine the databank and identify customer behavior pattern.

= (Campaign management tools to allow the marketing department to define communication and
facilitate automatic generation of time communications

* Interfaces to the operational environment to maintain the marketing database and

communications channels to deliver the messages.
However, IT is not a relationship Marketing panacea: organizations must get the basics right. In the
service industry poor after sales service and inconvenient and unreliable delivery (Verdict Research
2000) put off most clients.

2.11  CREATING INCREASED PROFITABILITY THROUGH SEGMENTATION & CRM

[t 1s estimated that US $6.8 billion would be spent on CRM during the year 2001 by companies, an

amount expected to grow by 14% a year for the next several years (Meridian Research: 2001)
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Despite growing expenditure on CRM, there are still questions on how to measure the contribution of
CRM to the bottom line. The difficulty in measuring stems from an unclear understanding of where the
institution started and what measure of customer management performance was before these
measurements were made (Hewson Consulting Group: 2001). Furthermore, there are too many other
independent variables and many benefits are soft or intangible and hard to quantify (Hewson consulting

group 2001).

There are several approaches to predicting benefits or ROI on CRM investments. One methodology is
for determining ROI from normative information about the business. This will requires information on:
- Increased business volumes such as

e Product volume increases

e Up-sales ordering

e Version Re-ordering

e Cross selling

¢ New product buying

e Referrals

Increase in customer retention

Increase in customer net present value (NPV)

Lifetime value of clients

The highest level of customer profitability is achieved from the loyal customer, who is retained for long
periods. If the LTV value of a customer can be projected, the firm can quickly determine the maximum

amount to invest to develop the relationship.
2.12 STRATEGIC FRAMEWORK FOR CRM
Patrick Sue and Paul Morin examine why CRM is important to organizations and propose a framework

from which a CRM strategy can be developed and analyzed from a business perspective. They explore

the linkages between CRM initiatives and desired outcomes.
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For this purpose CRM is defined as a “technology — enabled business strategy whereby companies
leverage increased customer knowledge to build profitable relationships, based on optimizing value

delivered to and realized from their customer (A strategic Framework for CRM 2001:2).

The above definition emphasizes the links between customer knowledge and increased profits; it also
makes 1t clear that CRM is infact about creating value for customers. Technology makes it possible to
integrate the volumes of customer information that are required for CRM, and to efficiently transform

this information into useful knowledge (Blodgett 2000).

Although technology enables a company to interact with its customer in ways that provide value to
customer, leveraging this customer knowledge to make better business decisions and to be responsive
to customers, remains the responsibility of individual managers and applies at all levels within the

company (Bagozzi, Richard .P.