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Figure 1: Global study of pricing power in banks

Primary Banking: The Solution to  
Low Pricing Power in Retail Banking

Retail banking is known to be 
one of the most complex pric
ing environments of all indus
tries. The last 5 years has seen 

the retail banking industry come face 
to face with an unprecedented wave of 
challenges as a result of the global melt-
down in the finan-
cial system, start-
ing from the earliest 
days of the credit 
crunch, back in 
2007. At that stage, 
regulation was part 
of everyday bank
ing, with new gov
ernment regulatory 
changes on every 
bank’s agenda. Since 
the credit crunch, 
the number of regu
lations has only in
creased, with a spe
cific focus on retail 
banking. In the U.S., 

for example, the CARD Act and Reg E 
emerged to provide greater transparency 
on pricing and forced banks to adopt 
rigorous lending practices. The waves of 
regulation in mature markets continue. 

In the UK, the Retail Distribution Re
view ensures that transparent pricing 
and advisory practices are adopted by the 
retail investment providers; guidelines on 
product bundling are being developed 
by the Financial Services Authority and 
banks are being forced to sell branches to 
increase the level of competition in the 
market. These regulatory reforms have 
collectively reduced the number and 
flexibility of pricing levers available to 
banks to structure new products. It is 
without doubt that regulatory reform is 
essential in the wake of the credit crisis 
and the principles are honorable. How
ever, a consequence is that the drive to
wards the harmonization of consistent, 
responsible and transparent pricing prac
tices has led to retail products becoming 
more ubiquitous and commoditylike. 

A recent global survey of 544 banking 
professionals dissected the challenges 
faced by banks with low pricing power  
the ability to use price as a lever of com
petitive advantage (figure 1). In summa

ry, 69% of respondents considered that 
their bank had low pricing power  an 
indication that they were in the midst 
of a price war. The primary reason cited 
(76%) was that the pricing environment 
was aggressive. This is a common ob
servation during a price war. For banks, 
this is also a strong indicator that eco
nomic conditions are reducing custom
ers’ willingness to pay as they have lower 
levels of disposable income. 

Customers’ bargaining power was the 
second most cited reason for low pricing 
power (41%) followed by product ubiq
uity (33%). This demonstrates that prod
uct ‘pull’ and ‘push’ factors are not the 
primary drivers of the aggressive pricing 
environment. This, too, demonstrates 
that regulatory reform is not the major 
driver for the commoditization of bank
ing products  it is more likely to be one 
of a number of contributing factors be
hind product ubiquity.

The banking industry is faced with a 
fundamental challenge today. Banks 
are competing to offer financial prod
ucts and services to a proportionally less 
wealthy populous. Historically low in-
terest rates and relatively high rates of 
inflation have led to real-term wealth 

The retail banking industry is one of the 
most complex for pricers, and recent reg-
ulatory changes have collectively reduced 
the number and flexibility of pricing le-
vers available to banks to structure new 
products. For banks to respond to cur-
rent economic and regulatory challenges, 
their efforts are best served in developing 
innovative, needs-based primary bank-
ing propositions, as the authors explain. 
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Figure 2: Banks offer pricing incentives to customers who hold more products

deflation, compounded by the fact that 
customers are tackling high levels of 
personal debt. For banks to respond to 
these challenges, their efforts are best 
served in developing innovative, needs
based primary banking propositions. 
Customers tend to look to their check
ing account provider for savings, invest
ments, loans, credit cards and mortgag
es. 

For banks to win customer relationships, 
they need to understand the needs of 
customers from a primary banking rela
tionship and construct accounts that of
fer utility features (salary, payments) as 
well as a number of benefits that stand 
out from the competition (higher inter
est rates on higher balances, insurance 
addons, fee waivers for higher usage of 
the account e.g. through bill payments, 
discounts with retail partners, cash back 
on spending, etc.). 

In addition to the proposition, banks 
would do well to help customers with 
the process of forming primary rela-
tionships. Make switching easier; make 
the sales process easier; clearly demon
strate the value of the new proposition 
to customers at the point of enquiry. The 
use of online product selection tools, an 
underutilized technique, helps change 
the dynamic of sales from ‘product push’ 
to ‘product pull’. 

Customers are presented with 5 to 10 
questions about their banking needs 
(number of payments, use of branches 
vs. internet, attitudes towards saving 
etc). The ‘best fit’ product is then pre
sented to them. While customers are free 
to browse the entire product range, the 
automated selection is preconfigured to 
meet their needs. This means that cus
tomers are more likely to be satisfied 
with the product choice early on in the 

sales process and this increases the likeli
hood of completing the sale. 

Once a customer is secured through the 
primary checking account, intelligent 
loyalty programs can be developed to 
deepen the relationship (figure 2). Using 
the principle of “quid pro quo,” custom
ers can be presented with offers for other 
products at more attractive prices. For 
example, a customer selecting a checking 
account, credit card and mortgage might 
be offered a higher rate on a term depos
it than a customer who selects only the 
checking account. This form of price in
centive can be optimized to ensure that 
customers’ needs are met (and they have 
the opportunity to receive a full financial 
service) and corporate profits increase. 
This pricing philosophy is called the 
“Fair Value Exchange.”




