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In a challenging year, proactive measures to boost the top line are preferable to a
strict focus on cost control, and their benefits can easily extend into 2012 as well.

Revenue Jump Start

BY RICK SPITLER

ajor retail banks are under
M extreme pressure as they
contend with an increasingly
pinched revenue outlook for 2011.
On top of other challenges, the
industry now is bracing for the
implementation of debit fee
restrictions stemming from the
Durbin Amendment. It is a perfect
storm that has created great urgency

for management action.

Realistically, only a few priority initiatives can
be brought to fruition yet this year. Decisions over
the next few months could have a pivotal impact on
2011 financial performance. In the quest for incre-
mental revenues, there are four avenues of invest-
igation that leading banks are working on now:

1) Credit cross-sell — working through the
branch network to provide more mortgage, auto
and revolving credit to established customers.

2) Pricing - reviewing loan and deposit
pricing strategies, both to maximize
returns in areas of stronger demand
and lift any unrealistically low floors.
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3) Fee strategy — reviewing the Strja’“t“
overall framework for fee-based e

és the effort to acquire new-to-the-bank
gl customers, and it is in keeping with

businesses, including new services, price incentives
to influence channel usage, and strategies and
practices for usage and exception fees.

4) Balance sheet posture — beginning to re-
position the deposit portfolio in anticipation of a
potential rising rate environment.

These proactive measures are preferable to a
strict focus on cost control, and their benefits can
easily extend into 2012 as well. The call to action is
clear. Along with the challenge of tepid credit
demand in a crawling economy, retail banks are
dealing with flat margins and a big drop in fee
revenues following restrictive new checking
overdraft regulations. Meanwhile, there’s a
dwindling performance cushion from falling loan
loss provisions, and a further blow will come with
new restrictions on debit card fees.

Credit. Despite all of the recent turmoil with
residential mortgages and consumer credit, there
still is a base of healthy demand from resilient U.S.
households that avoided over-extending themselves
and still have solid employment. There will be
heavy competition for this business, however, and
winning banks will be the ones able to capture
greater “share of wallet” by more fully serving each
household, individual and small business.

Cross-selling to established customers offers
one of the best ways for retail banks to tap the

ongoing market for mortgages, auto
loans and credit cards. This is a more
‘( O efficient type of sale, compared with
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the philosophy of relationship expansion.

Pricing. While retail banks have made great
strides in pricing strategy for deposit portfolios, a
high level of expertise is now broadly required
across all business lines, certainly including
consumer credit products and various fee-based
businesses. There are many more opportunities, for
example, to refine pricing in accordance with local
market variations, product variations and customer
segment variations.

Some institutions have already launched top-to-
bottom pricing reviews, and we expect that many
others will follow suit. This work is being done in
the spirit of preserving the franchise in challenging
times. Myriad pricing practices that seemed “okay”
back when the market was roaring now need to be
re-examined in detail.

Fees. Clearly there is a need for an updated
strategic framework at many banks. Given the flat
prospects for net interest income, fees strategies are
essential to success.

In the near term, banks are examining the
options for this year. More fundamentally,
however, the current challenges call into question
the entire fee strategy: Should the bank emphasize
fees for high-value services, low-visibility fees for
basic everyday services, or exception fees? How
does the fee revenue strategy fit with the company’s
brand positioning? How can the bank use fees to
influence customer behavior in ways that will help
to reduce costs? Finally, there is the whole question
of finding innovative new services that customers
will gladly pay for.

The ship may be prove difficult to turn, given
new regulations and consumer expectations for
“free,” but work on fee revenue strategies should
begin now.

Balance sheet. It is not too early for retail
banks to begin consider how they should reposition
deposit portfolios in anticipation of rising rates.
The key considerations are the balance levels and
maturity structure of the rate-based book. The
question is whether to heavily promote money
market deposit accounts today or emphasize
certificates of deposit rates to lock in term deposits.
Much depends upon management’s view of
forward rates, as well as the willingness to forgo
current profits for future profits. A scenario
analysis of balances, interest obligations and the
future yield curve is needed.

These four factors need to be sorted out early
this year, and they are preferable to a single-minded

“Efficiency ratios have revenue
as the denominator, and
without revenue optimization,
costs are all the more difficult
to manage.”

focus on cost. Clearly it is important to keep costs
in line. But efficiency ratios have revenue as the
denominator, and without revenue optimization,
costs are all the more difficult to manage. There is a
certain defeatist element in pure cost control,
moreover, almost like saying the institution is
totally at the mercy of the market, which certainly
is not the case for the many competent management
teams in retail banking.

The way forward, we believe, is to focus on a
tight set of revenue priorities that: 1) have promise
of more immediate impact; and 2) are directionally
in line with strategies for a changed retail banking
market. But even at that, prompt action is needed
in order to realize tangible benefits yet this year.

Rick Spitler is co-Chief Executive in the New York
office  of Novantas LLC, a management
consultancy.

NOVANTAS

Novantas LLC

485 Lexington Avenue
New York, NY 10017
Phone: 212-953-4444
Fax: 212-972-4602
www.novantas.com

Novantas LLC

311 South Wacker Drive
Chicago, IL 60606
Phone: 312-924-4444
Fax: 312-924-4440
www.novantas.com

As Seen in BAI Banking Strategies, February 2011





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




