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Calculating the Markup
When times are tough, bankers need to review their pricing 

-
tomers. In this article, the authors explore a list of initiatives 
that will help banks achieve these ends in these troubled eco-
nomic times. These consumer-focused tactics can be utilized 
by pricers in myriad industries. This article originally appeared 
in ABA Bank Marketing. Jens Baumgarten is head of Banking 
in North America and managing partner in the New York of-

and David Vidal, senior consultant, are also in the New York 

kucher.com. 

T
he current financial crisis is arguably the worst most 
banking managers have experienced in their profes-
sional lives. But remember that markets and indus-
tries are redefined in times of shake ups, not in times 

of stability.

The current crisis should actually have a positive impact on those 
who develop the right strategies and take the right actions.

From a broader perspective, banks will be forced to review their 
business models, “pull back from riskier endeavors and refocus 
on optimizing their core businesses. Above all, managers must 
maximize the profitability of their current customers. This re-
quires some fundamental changes in banks’ pricing and mar-
keting practices. This article lists some of the most important 
initiatives banks should undertake. 

Re-establish trust and improve price image
Some can argue that banks have developed a poor image among 
consumer and commercial clients from years of dubious and 
poorly communicated pricing practices. Now, to re-establish con-
sumer confidence, these institutions must quickly shift towards 
customer-friendly pricing.

First, a clear “pricing identity” must be developed by answering 
the following fundamental questions:

• How easy is it to navigate through our offers and prices? Do 
our sales teams as well as our customers understand why we 
price the way we do?

• Are our offering and price structures simple and clear (again, 
for our own sales reps as well as for our customers)?

• Is the pricing in line with our bank’s value positioning?

What are the price promises made to the customer (for example: 
always offer a fair price; be low-cost provider; charge a premium 
for premium quality/service and so forth)?

Is the customer fully reassured? How confident is he of having 
made the right choice?

Only when a bank has addressed the answers to these questions 
will be able to develop trust. Online and direct banks (like Schwab 
or INGdirect) have been particularly successful in capturing mar-
ket shares because they were able to communicate a clear price 
promise, simple pricing messages and so forth – in short, they 
have a clear pricing identity.

Second, banks should focus on rewarding customers for their 
business and loyalty. The current “bonus” approach, which pro-
vides rewards to customers in the form of points, airline miles 
and cash back, has now developed into a “must have” in many 
product segments and is no longer sufficient to develop real cus-
tomer loyalty, due to the poor differentiation between offers. To 
achieve real customer loyalty, banks now have to pro-actively 
recognize the overall relationship a customer has with the bank 
(i.e., not only product by product). Today, when customers request 
discounts for every additional product they have with the bank, 
negotiations are too often at the sole discretion of the relation-
ship managers and result in poorly controlled price concessions 
that are not employed strategically to grow the overall customer 
relationship.

A leading regional bank, with approximately $11 billion in assets 
recently launched a “loyalty pricing scheme,” to reward custom-
ers for their overall relationship. The bank combined two dimen-
sions, a “static” and a “dynamic” one. The “static” dimension 
recognizes the customer’s status (based on income, assets and so 
forth of the customer), the “dynamic” one is a recognition of the 
customers’ activity (based by the number of transactions made by 
the customer or the growth of his/her assets). The bank achieved 
a significant increase in customer loyalty as measured by growth 
of assets and transactions from customers repatriating assets and 
consolidating their activities previously done with other banks.

Such smart “power-pricing” concepts not only hold immense 
profit potential for banks from increased up-selling and cross-
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selling, but also help minimize the risk of further commoditiza-
tion of their services.

For many banking services, customers rarely pay list prices, as 
discounts are prevalent. While these agreements can severely 
cut into a bank’s profitability, the processes used to negotiate 
and approve discounts are often arbitrary, poorly analyzed and 
far from optimal. Banks must create a systematic approach for 
managing discounts reinforced by a sound, professional pricing 
system. Three steps must be undertaken:

• Understand what drives customers’ sensitivity to prices for
your products and develop like-minded “pricing segments.” 
Usually the most important drivers include the competitive 
intensity in the specific area where the customer is located, 
customer size and behavioral 
characteristics, and any val-
ue-added services included
in the product offering.

• Determine how each of these 
drivers impacts customer 
sensitivity to prices. In other 
words, what is the elasticity 
effect of each driver? There
are many methods to mea-
sure this, from pragmatic ap-
proaches based on structured 
expert judgment to customer 
surveys assessing elasticities using direct and indirect price ques-
tioning.

• Based on the identified “pricing segments” and their respective 
elasticity, the optimal rate must be determined for each seg-
ment, and then communicated as a guideline to relationships 
managers (although flexibility to adjust rates should be lower 
with such an approach, relationship managers still need some 
room to maneuver).

This approach will reduce the gap between listed and realized 
prices and lead to the capture of additional income.

A niche lender with about $16 billion in assets recently followed 
this approach to better differentiate prices based on customer 
price elasticity. After intense portfolio analysis to identify pric-
ing segments and drivers of elasticity, price recommendations 
were rolled out to relationship managers through a tool used 
to “score” each deal from a “value” perspective, in addition to a 
“risk” perspective. Based on the scoring and the database of past 
deals and rate elasticities, the tool provides relationship managers 
with a target rate. The approach has led to an increase in the net 

interest margin on loans by 8 basis points and kept loan volume 
almost constant.

Currently, many banks’ products and services (and their accom-
panying rate and fee structures) are poorly differentiated for the 
specific needs of different customer segments. Especially when 
considering complex services like financial planning or asset
management, it is imperative that banks tailor their offering to 
the specific needs and willingness to pay of different segments. 
Some of the most successful and customer-oriented schemes to 
do that are:

• Bundling: Rather than individually priced products, the cus-
tomer is offered a combination of products with a discounted, 
group price. “Open bundling” has developed as an especially 
powerful alternative to prepackaged offers, as customers can 

select the banking products
they really need and get a 
customized price. The most
widely advertised and best 
known example of this are 
CapitalOne credit cards.
Customers can choose sev-
eral features from “personal-
ized card images” to “reward” 
and “card type” and, as a re-
sult, the customers’ annual
percentage rate or “price” is 
slowly narrowed down.

• One retail banking division recently developed an online
platform on which customers are able to choose their bank-kk
ing products (credit card, debit card, checks, savings account, 
insurance and so forth) and ancillary offers associated with
those products (for example: types of rewards for the credit 
card, level of insurance coverage and so forth). The platform 
automatically calculates and clearly communicates the result-
ing price benefit of adding a new product to the package (bun-
dling) and of choosing the premium levels of each product. 
This customer-centric, open bundling approach fueled the 
growth of the customer base, significantly improved cross- 
and up-selling as customers chose products they previously 
did not recognize and improved the sales force’s motivation 
by supporting the selling process.

• Nonlinear pricing: This can take the form of a basic rate with
a bonus depending on the product usage (assets, loan volume,
transactions), or of tiered rates. This is especially useful to re-
ward and encourage customers to do more business with the 
bank. One example is fund providers who offer breakpoints 
in sales charges when certain investment amounts are reached. 
One effective way to increase your number of customers is to 

“Open bundling” has developed as 

an especially powerful alternative to 

prepackaged offers, as customers can 

select the banking products they really 

need and get a customized price.
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offer these discounts on the consolidated assets of a related 
group of people (for example: family members), giving cus-
tomers an incentive to motivate others to use their provider 
(so called “multiperson discounts”).

• Channel-related product and price differentiation: A suc-
cessful way to attract new customers by catering to the spe-
cific needs of different segments using specific channels. In
addition, attractive offers can be clearly separated (“fenced”) 
against the standard offer (for example: when attractive rates 
are only offered on deposits that are exclusively managed on-
line), provided the rates are optimally set for each option.

Focus on value, not price
All the approaches described above aim at reinforcing the focus 
of customers on the value delivered by their bank’s products and
services, rather than the price they pay for them. In addition to 
that, it is important that relationships managers avoid concen-
trating on pricing in negotiations with their customers. In order 
to achieve this, frontline sales personnel must be able to clearly 
communicate the advantages of their products and services, and 
explain how these answer the individual needs of a customer.

Some banks have developed checklists for each type of product 
that relationship mangers can use consistently to explain the value
of their products in a systematic way and more easily defend a 
specific rate level or price. For instance, there is a regional U.S. 
loan provider that has instituted a sales tool that allows sales as-
sociates to enter in terms and penalties associated with their loan 
offer compared with other loans a customer is considering. This 
lender adds value through greater flexibility on payment dead-
lines and fluctuating premium payments. The tool shows how, 
with just a few late payments, the other providers’ penalties would 
mitigate their slightly lower premium rates. 

Another useful approach is for banks to structure the exchange 
of best practices. By introducing a formal head of pricing, Credit 
Suisse is one of the rare examples of banks that institutionalize
a sharing process of best practices across different markets and
product areas. The simple principle is that some relationship 

managers are better than others at defending the product value
and prices (we call them “value sellers”), and banks should set 
up appropriate processes, tools and platforms to spread these 
most efficient selling approaches to the rest of the staff. These 
can be most easily implemented through monthly or quarterly 
workshops as well as more quantitatively with peer-pricing in-
centive systems. Such systems reward the sales staff or a sales
group for their performance against other relevant teams. This
will result in a stepwise increase of effective sales and margin
increases. 

Overall, banks must refocus their efforts on their most important 
asset – their customers. This requires that institutions walk a fine 
line. They must foster innovation in order to develop new and 
exciting offerings and customer-centric pricing strategies while
also making sure these enhancements always serve their custom-
ers’ fundamental financial needs. Innovation should always be
applied both upstream (through products and price configura-
tions based on customers’ financial needs) and downstream (by 
improving the communication and delivery of a product’s value-
to-customer).

Another useful approach is for banks 

to structure the exchange of best 

practices. By introducing a formal 

head of pricing, Credit Suisse is one 

of the rare examples of banks that 

institutionalize a sharing process 

of best practices across different 

markets and product areas.




