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Climbing the Learning Curve

Understanding Marketing ROl in Financial Services

Despite abundant resources and strong interest
in marketing innovation, financial services
companies have thus far made less progress

in employing their understanding of return on
marketing dollars to unlock marketing value
than companies in other industries. Even though
financial services now ranks as one of the
leading industries in terms of marketing spend,
it lags behind other sectors, such as consumer
packaged goods (CPG), in its ability to understand
the link between marketing investment

and results.

This gap is more obvious than ever as marketing
increases its profile within most financial services (FS)
organizations: The marketing function now acts as a
strategic agent in financial services, driving ambitious
organic growth. More important, marketing’s spending
has increased as well. The top 10 U.S. financial
services companies spent 3.6 percent of their revenue,
or $11.1 billion, on marketing in 2005, and that
number is growing steadily (see Exhibit 1).

In failing to fully understand their marketing
investments, FS companies are leaving money on

the table. By designing, building, and deploying a
marketing ROI capability, they can increase marketing
effectiveness by 15 to 25 percent, resulting in
significant bottom-line savings.

The Extent of the Problem
In the course of our work with FS companies, we

have seen unusually wide variations in marketing ROI,
with some strategies offering a negative 98 percent
return while others are as high as 400 percent
positive—all within a single company’s portfolio of
marketing initiatives (see Exhibit 2, page 2). Financial
services entities may, in fact, find that their marketing
investments follow an 80/20 paradigm, in which just
a few initiatives generate the overwhelming portion of
desired results. Unfortunately, most companies do not
have the metrics in place to make this determination.
Once established, accurate ROl metrics can set up

a positive feedback loop, with each new round of

Exhibit 1
Compound Annual Growth Rate in Marketing Spend 2005

2002-2005 Top Ten Marketing Spend in Financial Services
(Dollars in Billions)
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Exhibit 2
An 80/20 Paradigm?
ROI Ranges, by Initiative, at Sample Large U.S. Bank
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comparative data used to refine the next generation of
initiatives. This is when a financial institution can begin
to claim it is developing a true capability.

To put appropriate metrics in place, FS companies
must be able to answer a series of questions:

= How much are we really spending on marketing?
Although many companies think they know the
answer, there are often elements they neglect to take
into account—from the full cost of staffing, to the
budget for entertaining clients, to the amount spent
on novelties such as promotional calendars and
T-shirts, extending even to such issues as whether
marketing materials are sent by overnight delivery
or regular mail. Furthermore, inconsistent budget
coding also hinders accurate tracking of marketing
organizations’ spending.

= Across the entire spend, how much of a return
are we getting and where is it coming from?
Historically, FS companies have made little headway
in finding answers to these questions, but some

have found success in using metrics adopted from
the CPG industry, which has made great strides in
understanding its marketing ROI.

= Finally, is the marketing strategy aligned with the
sales strategy? Financial services companies
typically employ very large sales forces, and
marketing activities must be aligned to the sales
process or they will undergo the corporate equivalent
of organ rejection.

Gathering this information allows FS marketing
organizations to base strategic decisions on sound
insight rather than estimates (see “When Marketing
Delivers...and Doesn’t,” page 6). We know of one
bank, for instance, that uncovered large differences

in the effectiveness of its marketing vehicles for,
respectively, customer acquisition and customer
retention. It also found, to its surprise, that results it
had previously attributed to marketing were actually
more related to its number of branches per capita.
Another company drew upon its ROI findings to slash
its annual broadcast television budget from $70 million
to $10 million, and shift spending into cable television,
online, and sponsorship channels.

Overcoming the Constraints of FS Marketing

The paradox of FS marketing is that the industry

has access to more marketing data than nearly

any other industry, but it is much more difficult to
capture, analyze, and act on this data. The installed IT
investment base in financial services is huge, and FS
firms have been by far the heaviest investors in the
very data-harvesting tools that have made best-practice
ROI analysis possible. Through control of the payments
business, financial services companies also sit astride
one of the most valuable assets of the information
age: the customer insight embedded in millions of
individual-account histories.

Nevertheless, FS companies struggle to identify
business results that can be directly attributed to
marketing actions. There are certain inherent
structural constraints in financial services not faced
by marketers in, for example, CPG. In that industry,
comprehensive per-unit sales analysis is supported
by the extensive use of coupons, point-of-sale data,
and trade spend information. For the most part, CPG
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companies do not contend with complexities such

as interest-rate climates, variations in customer
profitability, or dependence upon sales force incentives
to drive product mix.

As a result of these constraints, some FS companies’
marketing functions possess only massive quantities
of raw data; others, a surprising reliance on anecdotal
evidence. Some marketing teams still measure
performance armed with only year-over-year comparison
methods, while others use equally simple forecasting
models, based solely upon extrapolating data from the
past 90 days forward to the next 30 days. Financial
services marketing efforts even continue to use
cumbersome “control” markets, which—at the cost

of forgone sales opportunities or diminished brand
presence—are intentionally left out of marketing efforts
in order to measure comparative impact.

Building a Toolbox

Although these sector-specific conditions are
constraints, they are not barriers. We have found
that three ROl methodologies—breakeven analyses,
impact models, and consumer funnels—which are
quantitatively based and decision-support oriented,
will respond to nearly any data scenario at an FS
company (see Exhibit 3). The amount of data that a
particular company has at its disposal will determine
how best to employ some combination of these three
ROl methodologies.

Breakeven Analyses. In cases where outcome data
is difficult to obtain, breakeven analyses are a way of
adding an element of quantitative rigor to marketing
spends. Sponsorships, in which effectiveness is
difficult to assess due to the lack of true outcome
data that can be linked to the spend, offer one
example. Consider the case of a mortgage bank’s $2
million TV show sponsorship. The sponsorship allows
the bank to associate its name and logo with the
show and air several commercials during the show.

A breakeven analysis is used to estimate what sort
of viewer penetration would be needed to justify the
spend: of the estimated eight million people (and four
million households) who regularly watch the show, the
bank estimates that one-quarter are reached by the
sponsorship, given the relative share of voice versus

Exhibit 3
Three Methodologies for Measuring Marketing Effectiveness

Different Measurement Approaches and Their Usage

Increasing Data Availability

Consumer
Funnels

Breakeven Impact
Analyses Models

= Typically used where

= Indicates directional

= Qutcome data is
available and causal
drivers are clear

= Quantifies overall
benefit of an
event/initiative

= Customer data at
several intent/
relationship stages
is available
Quantifies overall
benefit of an event/
initiative, broad
program
= Enables identification
of weak spots in
conversion and
retention

outcome data is
difficult to obtain
(e.g., sponsorships)

success of an
event/initiative

Source: Booz Allen Hamilton

other advertisers. From these one million households,
the bank estimates that 25,000 are in the market for
a mortgage, given that 2.5 percent of U.S. households
took out mortgages in that year.

For this bank, the estimated lifetime value of a
mortgage is $4,000. Therefore, the bank would need
500 new customers from the pool of 25,000 to break
even. As national market share was already 6 percent,
the bank could reasonably expect to “automatically”
get 1,500 of these customers and so would need to
boost its share of this group to 8 percent. Given the
strength of viewers’ loyalty to the TV show and the
implied loyalty to their sponsors, the bank believed
the breakeven target to be achievable and so was very
satisfied with its investment in the sponsorship.

Impact Models. Where good outcome data exists,

as in a product-specific increased-sales initiative,
impact models use classic regression-analysis tools
to offer a picture of the investment’s return. Many FS
companies have already captured the data necessary
to understand their return on marketing investments;
the next step is to generate regular feeds in usable
formats. In these situations, FS companies can use a
five-step process to design and build impact models
that take away noise and isolate the linkage between
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Isolating the Right Drivers

Financial services companies can use these five steps, employing a great deal of data that they have
already, to provide a clearer picture of how each marketing initiative performs.

1. Understand the Initiative In this step, through a process of questioning and consideration, the marketing
and product teams jointly clarify the context of the marketing effort, identify the variables that will affect
outcomes, and articulate the campaign’s objectives. For example, is the goal of the campaign customer
acquisition, customer retention, increased share of wallet, or cross-selling opportunities? What customer
segments are targeted? What mix of marketing channels will be used? What variations in the campaign
are expected across regions, or over time, or in intensity of spend? What specific variables will be
analyzed to define success? The litmus test for successful completion of this step is the clear definition
of objectives, in terms agreed to by all involved parties.

2. Identify Driving Factors and Examine Raw Data The marketing campaign team identifies the internal
or external variables that are beyond its control. For example, to what degree do seasonal or
macroeconomic factors bear upon sales history? How do patterns of competitor activity show up in the
data? What variables within the company—internal influences such as sales force initiatives or branch
footprints—affect activity levels? The key is to design an approach in which variations in marketing
effort or application can be correlated with varying outcomes; for example, analyzing performance across
geographic areas.

3. Establish a Base Level of Sales Using simple regression modeling tools, the marketing campaign team
establishes the relative weight of all variables, then develops a pilot formula to set the comparative
pre-campaign sales baseline. If seasonal indicators play a major role in sales activity for a particular
product, for instance, monthly fluctuations would be filtered out of the regression model. The objective
during this stage is to figure out how to isolate the marketing campaign, by peeling away external or
environmental impact.

4. Determine Sales Lift and Confidence in Estimate Using the same model, the marketing team examines
coefficients on marketing variables to estimate the impact of the initiative on sales, as well as the
precision of that estimate. This is necessarily an iterative process when building the models for the first
time: Insignificant variables are discarded, questionable variables examined further, and refinements
incorporated. This is more than just number crunching. Rather, it is an opportunity to apply business
acumen and check the model for logical coherence.

5. Calculate ROI Based on Lift The marketing campaign team uses the sales lift percentage figure to
determine the number of incremental products sold (directly attributable to the marketing campaign). In
parallel, the team calculates the “lifetime value” of a single sale, using a formula that includes elements
such as the annual discount rate, the average tenure of a customer with a particular product, and the
pretax annual profit per product sold. The goal is to determine actual ROI by multiplying the number of
products sold by the lifetime value figure, and then setting that figure against the marketing investment.
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marketing actions and business outcomes (see
“Isolating the Right Drivers,” page 4).

Consumer Funnels. In cases where FS companies
have a significant amount of data and are using it

to move customers through successive stages of a
desired relationship, they can use a consumer funnel
to examine the progression and identify problems. For
instance, one insurance company employs a consumer-
funnel ROl methodology that factors in marketing
levers such as brand, product promotion, channel
reach, product/features capability, price, and customer
service. This methodology tracks the customer’s
movement through the successive stages of his
relationship with the company: awareness, preference,
intent, purchase, penetration, and retention.

The overall results that the methodology provides

help the insurer identify previously overlooked “choke
points” in the funnel—flaws in the purchase process,
for instance. The company also uses its consumer-
funnel methodology as a budget-planning tool. It might,
for example, decide to continue funding a customer-
awareness campaign with a low short-term financial
return, because it now understands more clearly how
such initiatives drive long-term success in high-return
stages of the relationship, such as customer retention.

Embedding an ROl Perspective in the Organization

No amount of ROl methodology can compensate for

a dysfunctional marketing organization, or for deeply
ingrained cultural biases that may categorize marketing
as a support function rather than a growth driver.

Nor can methodologies offset a lack of alignhment
between marketing, sales, and service functions.
Implementation is a critical part of effective ROI
methodologies. In moving to an ROIl-based decision
framework, sponsoring executives should be prepared
to move through a number of common implementation
steps, taking full account of the cultural, organizational,
and financial implications along the way.

= Install the analytic “engine.” A comprehensive
set of methodologies and analytic tools is needed
across product types and customer segments that

attributes acquisition, development, and retention to
marketing activities.

= Embed the strategic process. To drive sustained,
enterprise-wide benefits, companies must ensure that
marketing ROl metrics are built into target setting,
budgeting, and planning processes.

= Align the organization. Analysis should be ingrained
not only within the organization but within individuals.
Companies that do not have people who are skilled
in sophisticated strategic analysis will need to recruit
and/or train them. Additionally, appropriate decision
rights, accountabilities, and incentives must be put
in place.

= Deploy the systems. Companies must make certain
not only that they are collecting the right data, but
that they are doing it in a way that will facilitate
repeated analysis; for example, by making sure that
cost codes are standardized across the organization.

Measuring the results of marketing investment is

a nascent science in financial services. However, if
methodologies are implemented well, marketing heads
would realize significant benefits from ROl metrics
that align the explicitly stated objectives of the CEO
(e.g., growth in top-line revenue or share), or resonate
laterally with the implicit agendas of other staff-side
functions such as sales operations or IT. Equipped with
the quantitative capabilities we have discussed, the FS
chief marketing officer can engage more productively
with the board, the line, or the back office, in a
common language any stakeholder can understand.

The organizational and cultural legacies within most
large financial services companies ensure that building
these capabilities will not be a simple undertaking. Our
direct experience has shown, however, that it will be

an enormously effective one. These capabilities enable
companies to get a much clearer picture of their
marketing spend and, more important, how well that
spend is truly working for them and how closely their
marketing initiatives are tied to the culture of

the company.
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contribution to results was negligible.

brokerage account sales.

When Marketing Delivers...and Doesn’t

A retail bank with national presence allocated $6 million for a consolidated advertising campaign to
support increased sales for both brokerage and savings accounts. The initial sales figures showed
overall national improvement for both products, but left the marketing team unclear about whether the ad
campaign or economic factors such as stock market strength and interest rates were responsible. When
an ROI analytics model was applied, however, sharp contrasts surfaced: The savings account portion of
the campaign produced more than a 200 percent return on investment, whereas the brokerage account

The ROI exercise illustrates the challenges presented by incorrect hypotheses and incomplete data
analysis. In this case, in order to rescreen the data, some new variable calculations were introduced. First,
broad trends in brokerage products (generally increasing) and savings products (generally decreasing)
were factored. Second, macroeconomic and seasonal considerations affecting the brokerage and savings
products were calculated. Third, the effect of different sales incentives was included.

When the sales data for each of the two products was screened for these and other variables and
the background noise removed, savings products showed a 12 percent lift directly attributable to the
ad campaign. In contrast, results showed no discernable correlation between ad spend and change in
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