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or the fifth straight year, Senteo has conducted a market study of retail banks in Russia to rate
how appealing banks are to their customers based on five key elements that make up the Senteo
Customer Experience Methodology. Since 2007, the Customer Experience Index (CEl) has helped
fo elevate the awareness and recognition of the term “customer experience” among retail
banking executives, and many bankers have thanked us for the insight and value they have received
from our study. For some banks, their scores in our index have even become key performance indicators
for the feams managing their retail businesses. This careful consideration of the customer represents a
significant change from the mentality of retail bankers | met when | first moved to Russia in 2001.

Today'’s retail banking market is undeniably different, and even with
continued pressure, both from internal sources and external (e.g. Since 2007,
the European financial crisis), the development continues. Russian
bankers have recognized that the Russian customer has continuously

the Customer

and steadily gained more influence. The choices that consumers EXperieﬂce |ﬂdeX (CE|)

make about their financial services providers confinue o require
more effort from retail banks in order fo acquire, retain, and grow

are worried not only about how to attract new customers, but also how
to keep them. This indicates an important evolutionary change in the

has helped to elevate
customer relationships. With this in mind, most Russian bankers today 'I'he awdareness Oﬂd
recognition of the term

Russian retail banking market and illustrates a new focus on building “customer eXperieﬂce”

relationships with customers and, ultimately, loyalty.

While the CEl was designed mainly fo measure a bank’s appeal to potential customers, we have included
some additional measures in this year's study fo recognize this fransition. As well, in the near future, we will
launch new research components fo illustrate the strength of Russian consumers’ relationships with their
banks and the overall effects on the banks’ financial performance.

As a result, we have placed more focus on the quality of commentary and depth of analysis in this five-
year anniversary CEl study. With the data that we have collected over the past five years, we are able to
make several inferesting conclusions and identify frends in the market or even within individual banks in
the market. We are able fo see the resulfs of those banks that are striving to improve and the lack of results
for those banks that have not made a concerted effort to become customer-centric.

In past versions of the study, Senteo outsourced the mystery shopping portion of the study fo other
consultancies, such as PwC and KPMG. This year, however, we chose fo make the investment of using
our own consulfants fo do the mystery shopping fo maintain tighter quality standards and guarantee the
accuracy of the mystery shopping scores. As well, this year we have chosen to expand the report with
various arficles outlining key developments and trends along with our forecasts for the future development
of the Russian Retail Banking Market.

We are sure that this year's Customer Experience Index report will be both interesting and insightful.
Please enjoy.

Michael Ruckman,
Founder and President, Senteo, Inc.
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slwrite in “Beyond ‘Products & Services' in Banking,” my full article for this publication, we
are shifting the world to an Experience Economy where goods and services everywhere
are being commoditized — and no more so than in financial services. What banks must
do therefore is stage financial experiences atop their unexciting services.

Few companies understand that better than Senteo and few people better than its CEO, Michael
Ruckman. | first met Michael at the BAI Retail Delivery Conference almost a decade ago. |
infroduced him to the benefits of the Experience Economy, while he infroduced me to the joys of
hookah and to the work he and Senteo were already doing to design and implement wonderful

banking experiences.

| got to know Michael further as he became Certified
Experience Economy Expert #012 out of now hundreds of such
Cerfified Experts around the world, and | learned even more
about Senteo’s many fruitful experience projects and design
methodology. No company has better taken the concepts that
| have written about in The Experience Economy and my other
books and applied them to the banking industry. The results of its
many clients demonstrate how they have successfully designed,
implemented, measured, and now manage compelling financial
experiences.

I have also followed Senteo’s work on the Consumer Experience
Index (CEl — although, | might personally prefer "CXI" as a better

No company

[other than Sentfeo]
has better taken the
concepts that | have
written about in The
Experience Economy
and my other books and
applied them to the

acronym) over the past five years. This index provides a clear baning indUSTry.
reading of how potential consumers view their experiences with

banks — something that you ignore at your peril. The CEl's focus on banking customers’ experiences
and ifs sfandardized methodology enable you to compare yourself fo your peers in a way you
cannot get anywhere else.

This year’'s CEl adds even more value to what Senfeo has provided in the past, with its added
contfent, analysis, and opinion pieces, all geared to helping banks understand the research itself
and to expand their view of their relationships with customers. These great new additions will further
help you realize what the results mean for the development of banking in general as it shifts further
into the Experience Economy, and what it means for your bank in particular.

B. Joseph Pine I,
Co-Founder, Strategic Horizons LLP
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by B. Joseph Pine |l, Strategic Horizons LLP

you will find that a cup of coffee costs just

No industry has more
commoditized itself over the past
three decades than banking

two or three cents for those who freat it
as a commodity. When a manufacturer
roasts, grinds, packages, and pufs those
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Banks pushed people out of branches to
use automatic teller machines in order to
reduce personnel costs. They pushed them
out of branches — the one physical space
where they could actually control the
experience provided to customers — to use
telephone response systems, again in a bid
to save money. They pushed them out of
branches and onto the Internet to further
reduce transaction costs. That's no way fo
create a lasting relationship. Is it any wonder
consumers treat financial offerings as mere
commodities to be bought and sold on
price, price, price?

Consider, however, a true commodity: the
coffee bean. If you convert its commodity
price from a per ton to a per cup basis,

same beans on a grocery store shelf,
furning them into a physical good, the
price jumps to between five and 25 cents
a cup (depending on brand, quality, and
package size). Brew the ground beans in
a vending machine, kiosk, or corner coffee
shop somewhere and that service now sells
for fifty cents to a dollar, maybe $1.50 per
cup.

But serve that coffee at a Starbucks or
other experiential coffee shop — where the
ordering, creation, and consumption of the
cup happens with a sense of theatre and
within an inviting environment where people
want to hang out — and consumers gladly
pay anywhere from $2 to $8 for each cup.
Businesses that ascend to this fourth level
of value beyond commodities, goods, and
services establish a distinctive experience



Frontier.

that envelops the purchase of the coffee,
increasing its value (and therefore its price)
by several orders of magnitude over the
original commodity.

A New Level of Economic Value

Experiences are in fact a distinct economic
offering, as distinct from services as services
are from goods. Experiences result when
a company uses tangible goods as props
and intangible services as the stage for
engaging each customer in an inherently
personal way, and thereby create a
memory, the hallmark of every experience.
Experiences include vacationing at one

B. Joseph Pine Il

Co-founded Strategic Horizons LLP, a thinking studio based
in Aurora, Ohio, USA. He is the author of Mass Customization
and co-author of Authenticity, The Experience Economy, and
Infinite Possibility: Creating Customer Value on the Digital

He can be reached at bjp2@SirategicHorizons.com and
found on Twitter @joepine

of Disney’s theme parks around the world,
dining at theme restaurants such as the Hard
Rock Cafe, staying at boutique hotels like
one of lan Schrager’s properties, shopping
at experiential destinations, such as Times
Square in New York — and sipping a cup of
coffee at the ING Direct Cafe.

Dutch bank ING’s North American arm (now
owned by Capital One) decided that the
industry was so commoditized that it didn’t
even bother to create branches, choosing
to work with customers over the phone and
the Internet as so many had become ac-
customed. But it did want to create places
where people actually wanted to spend
time talking with bankers, so it created a

(continues on page 56)

The Progression of Economic Value

Customization O TRANSFORMATIONS

€ EXPERIENCES

J Commoditization
J Commoditization
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THE RELATIONSHIP-
CENTRIC BANK

by Michael Ruckman

Learning what

your customers really q ¢ o
want just might be i Y\
the key to creatinga A N, i
relationship-centric . ] |
bank —~=x 8 -

i ),



According to a Gallup survey in 2009, only
about half of customers surveyed could
strongly agree that their banks performed
the sorts of actions that likely would keep
customers coming back, such as “making
me proud of where | bank”, or "keeping
me informed of new opportunities”, or
even “understanding my financial goals™'.
And a desire for repeated contact with a
provider is just the beginning of a healthy
relationship. Another survey conducted by
Forrester in 2010 asked respondents if they
agree with the statement, “my financial
services provider does what is best for me
not just its own bottom line"2. Results showed
that a majority of respondents simply don’t
frust their banks.

Gallup has done extensive research on
customer engagement (how and why
customers have a strong emotional tie
to products and brands). According to
Gallup’s methodology, described in the
article "Bankers, Meet Your Customers”
(published in 2009), “the baseline
requirement for customer engagement
is rafional satisfaction, which comes from
meeting a customer's needs, such as price,
speed and efficiency.”® Companies that
fulfill these needs are more likely fo have
loyal clients who renew and refer business.
However, the “real difference in customer
behavior and profitability comes from going
beyond rational satisfaction to emotionally

Michael Ruckman

Michael Ruckman is the Founder and President of Senteo. During his 20+ year
career, he has worked as a banker and consultant for retail banks in more than
30 countries. Michael has delivered a variety of successful projects ranging
from business strategy to the launch of fully transformed retail institutions. His
professional experience includes large-scale projects for brands such as Abbey
National (Santander), Alfa-Bank, Atlantico (Millennium BCP), Banco Venezolano,
BNP-Paribas, Citibank, ING, Vneshtorgbank, Bank Menatep SPb, Nadra Bank
and many others. Michael regularly lectures in graduate business programs
on the topic of Customer Experience, Customer Relationships, and Loyalty in
various educational institutions. In addition to his native English, Michael is fluent
in Russian, Czech, and Spanish.

engaging customers with your products
and services"4. | would venture further to
say that every customer contact that is
positive, fulfilling, and emotionally engaging
contributes to the health of the relationship,
and, thus, the loyalty that a person feels
toward the other party in that relationship.

Why is a healthy, loyal customer relationship
valuable for banks2 Few would dispute the
benefits, and many different studies show
that loyal customers are less price sensitive®,
hold higher deposit balancesé, use more
credit products’, and also are better at
credit repayment® with the banks that have
won their loyalty.

Gallup has proven that customers who
are fully engaged in their relationships
“delivered a 23% premium over average
customers in share of wallet, profitability,
revenue, and relatfionship growth, while
actively disengaged customersrepresented
a 13% discount on the same measures'™.

Most bankers will rate loyalty and develo-
pment of customer relationships fairly high
on their list of priorities, yet customers seem
to be unhappy with the quality of those
relationships. Somewhere there is a serious
disconnect, and the seriousness is reflected
in a 2009 survey by Deloitte entitled, “Re-
building the Relationship Bank”. For exam-
ple, the study concluded that only 36% of

(continues on page 57)
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O

THE OPERATIONAL AND MANAGEMENT

DILEMMA

FOR RUSSIAN BANKERS

by Miroslav Boublik

Over its 4000 year history, banking has undergone a
set of major transformations

From an early Assyrian merchant lending out money
fo his neighbor, recording the debt and collecting it
himself, fo today's multinational behemoths covering
every financing need from an individual’s credit card
fo a major government’s complex derivative, the
inside of banking —its operating model — has changed
beyond recognition.

As have many other industries they touch, banks have
specialized core tasks, computerized key functions
and subsequently cenfralized theirinternal operations.
Unlike regulation, which seems to be cyclical and not
always constructive, or product innovation, which
can lead to unforeseen consequences, changes
in bank operatfing models have led fo results which
can be viewed as largely positive. Let us look at
the operating model along three dimensions — the
organization of operations, the approach to business,
and the management model.

CEI2012 12

Organization of Operations

Starting with the first area, the simpler of the three,
accepted operating standards and common
practices emerged which are rarely viewed as
confroversial. Although | have met some executives
who tried to dispute the benefit of moving towards
centralized operations, real experience has proven
them unequivocally wrong.

The path to centralization consists of three distinct
evolutionary stages — the “autonomous branch”
model, the "branch back office” model, and the
“centralized operations” model.

Autonomous Branch Model

Banks have historically starfed with  a  fully
decentralized model in which each branch operated
almost like a small, completely separate bank, with its



Miroslav Boublik

Miroslav Boublik is a Partner at Senteo and also manages the Senteo
Business Ventures program. In addition to board level Alfa Bank and BNP
Paribas Ukraine, he has held senior level positions in IT companies, and
consulting firms in the USA, Russia, Czech Republic and Ukraine. Miroslav has
consulted top-level executives of Fortune 500 companies on key strategic
and operational matters, managed operations and IT divisions of large
commercial banks, and managed large scale business transformations. He
holds an MBA from the Harvard Business School and speaks Czech, English,
Polish, German, Slovak, Russian and Ukrainian.

own customer staff, accounting, and generall
ledger. Customers were fied to a specific
branch and could not access their accounts
at other branches. Branch staff performed
both customer-facing and, what we would
consider today, back office tasks. Work was
mostly organized by customer files, with the
head office accounting function being the
only “"back office”. Customers may have
considered the service personal, because it
was — one person was taking care of them
and that person knew them well. In terms of
controls, banks relied on the frustworthiness
and professionalism of their staff and on the
occasional random inspection. While such
a model worked initially, it did not scale
beyond a small operation; and today, in a
world of centralized competition, this model
cannot be sustained due to high cost and,
potentially, high risk of internal fraud.

Branch Back Office Model

As the number of customers served by a
single branch grew, the banking industry
was faking a cue from manufacturing.
Specialization began to emerge with
customer-facing activities allocated to one
group of employees, while sales support and
back office tasks were assigned to another
group. By specializing, each group could be
picked to closely match the job requirements:
extrovert communicators thrived when selling
to customers, while meticulous infroverts were
better suited for back office rigor.

In this model, with conscious effort from the
head office, controls have improved as back

office staff could counterbalance the sales
staff's enthusiasm for a particular customer
or deal. Nonetheless, having back office
report to a branch manager who needs to
be driven by sales targets can also lead to
weakened controls, and locating back office
staff in branches is unnecessarily costly.

Centralized Operations Model

Once customer-facing tasks are separated
from non-customer-facing tasks and work
is “dematerialized” (i.e. represented as
electronic data or as scanned representation
of physical documents), activities once
located in a branch can and should be
centralized and moved to a single location.
This allows for capturing economies of
scale by pooling work, provides for better
standardization of processes by improving
their physical monitoring, and limits the
opportunity for internal fraud, since back
office staff is no longer reporting to a sales
target-driven branch manager nor are they
exposed to peer pressure by sitting next to
sales staff.

Furthermore, once most back office person-
nel is removed from branches, new locations
can be made smaller, thus lowering the ove-
rall real estate cost of expanding a network.
Having a centralized operations center or
two (for redundancy) is significantly cheaper
than locating back office staff in branches
both because staff can sit more efficiently
in a large open space layout and because
operations centers are normally located in
less expensive areas than retail branches.

(continues on page 60)

CEl2012 13



CcEl2012 14

CUSTOMER EXPERIENCE INDEX 2012

O

BRAND AND

COMMUNICATIONS:
PAST, PRESENT AND FUTURE

by lan Newman

The evolution of branding and communications in
Russia characterizes the very nature of this fast-growing

emerging market

As a long-fime professional in this field,
| would lke to offer some views and
observations that would hopefully paint
a fair picture about how branding and
communications have developed in
Russia’s retail banking sector over the past
10-12 years, and indicate trends that will
likely shape the future.

The Past

We often like to say, “Brand is not a logo,
nor is logo a brand”. And sfill, in the early
2000s, especially among the retail financial
institutions operating in Russia, a “brand”
was manifested primarily though the
corporate name and a logo. A sign that
read "“Bank” offered instant recognition of
the nature of the business and customers
had generally undifferentiated views about
this or another bank. To them it made no
difference: a bank is a bank.

Of course, the consumers by virtue were
not very sophisticated at the time. Yet, the
banks lacked the same quality, owing to
the fact that they were entirely product-
oriented. And since most banks offered
pretty much the same service, the use of
their brands was primarily limited to one
goal: name recognition.

Infernal PR departments tended to be the
ones in charge of managing the corporate
brand, which basically came down fo
advertising and promotion. It wasn't unfil
later that banks started to even have
brand managers as a full-fime job function.
Meanwhile, the marketing departments did
mainly research.

Ad campaigns were run through traditional
above the line (ATL) channels (TV, radio,
billboards, newspapers and magazines),
while forms of customer communication
were often limited to just brochures and,
occasionally, posters. Aimost no one really
measured campaign effectiveness by, for
instance, looking at how much was spent
to acquire a single customer. So, the main
purpose of branding and communications
in the past was two-fold: get name
recognition and advertise products.

The price of a product or a service was
the key message used to compete for
customers. Because of the lack of customers’
association with any banking brands, the
brand alone had hardly any value.

The Present

During the last five or six years there has
been tremendous progress bringing the

(continues on page 61)



lan Newman

lanis a co-founder of Senteo, with more than twenty years of experience
across a diverse portfolio of retail and brand experience projects in
more than 15 countries which has given him an in-depth understanding
of all aspects of the creative industry and the way that transformation
4 projects need to be delivered.

Over the last 15 years lan has been working with some of the biggest
financial services companies in the world which includes 12 years
working and regularly visiting Russia.
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STUDY REPORT

The present-day economy in Russia
is far from what it was 20 years ago.

Customers are more picky. The

|”

issue of “appeal” is now at the
forefront of almost every decision.
For the same reason, retailers and
service providers are under intense
pressure to create that unique
appeal that would help them to
lure customers and compete with
their peers. Sure, one brand of
dishwasher may have the same
functionality as any other brand,
but there is something about that
new “Bork” or “Bosch” machine
(popular brands in Russia) that
makes people want to spend
extra.

16

Are banks really any different?
Shouldn't they also worry their
appeal to customerse Our answer
is unequivocally "Yes” and this
year's study is dedicated to this
very important topic.

Tom Mouhsian

Study Coordinator

Partner & Managing Director (Russia/CIS)
Senfeo Inc.
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WHAT IS CUSTOMER

EXPERIENCE INDEX,
WHAT IS NEW IN 2012 AND
WHAT IS COMING NEXT?

The Customer Experience Index (CEl) creates a new
benchmark for retail banks and a tool for measuring
the quality and consistency of experiences created
for potential new customers to the bank.

CEI2012 18

The CEl measures the performance of banks
based on key areas that are of particular
importance to potential customers, such as:

¢ Brand - How appealing is the brand
and its positioning directed at custo-
merse How well can customers identi-
fy with the brand’s perceived values?

¢ Communications — How effective are
set advertising and promotional acti-
vities at generating customer intereste
How clearly are values and benefits
communicated to the customer?

* Environment - How accessible, intui-
five, easy to use, and consistent are
customer touch points?2

* Offering — How well does the offering
meet the needs of the customer?
How well is the product packaged to
create value for customers?2

e Culture - How efficient is the organizo-
fion in creating an internal customer-
centric culture? How well do bank
employees interact with customers?

These five elements are very important
in appealing to any potential customer
considering initiating a relationship  with
a particular bank. During this process of
considering one bank, or many different
banks, each customer goes through a
number of steps that ultimately help to make
achoice "tobuy” or *notto buy” the products
offered. It is extremely important for banks to
measure their effectiveness in appealing to
potential new customers. After all, the ability
to aftract new customers directly affects the
overall growth and profitability of the bank’s
retail business.

Inreality, customershave therightto “choose”
the bank that they will use on a daily basis
and the bank (or banks) that they will use to
help them solve their problems or realize their
goals. Therefore, we have to acknowledge
that customers will choose the bank or banks
that they need based on a shopping process,
just like any other good or service they buy.
When a customer experiences a bank for
the first time, they go through simple stages
of discovery. They will first see the brand and



Brand

Communications

communications and form an opinion about
potential benefits if they contact that bank.
Then they will make contact through one of
the customer fouch points (environment).
This could be a physical channel, such as a
branch or point of sale, orit could be through
one of the virtual channels, such as the
call center or the Internet. And if that initial
contact is pleasing, they wil move on to
understand the offering of the organization
and experience the culture of the people
with whom they are interacting. Only then
will they make a decision to purchase or not
to purchase from that bank.

These areas of discovery for the customer
also represent distinct areas in which a
bank can lose those customers; therefore,
measuring the effectiveness of these
elements provides a very valuable indicator
for banks. We have found, through using this
stfudy in multiple countries, that the banks
that are more effective and advanced
in these five elements are generally more
effective at attracting new customers and
rely much less on price as their main tool

Enviroment

Offering
O Purchase
-0r-
Culture No Purchase

o

to atftract those customers. In other words,
banks that create a better inifial experience
for potential customers are able to attract
more customers that are wiling to pay a
higher price for a better quality experience
overall.

What Is New In 2012?

As you may already know, Senteo has been
conducting the Customer Experience Index
study in Russia since 2007. Usually this study
was performed in partnership with audit
firms such as KPMG (in 2007) or PWC (2008-
2010). The role of the partners was mostly
limited to information gathering in the form
of mystery shopping visits to bank branches.
However, due to such partnerships, we
were often limited in the content that could
be presented in the final report and in the
methods we publicly communicated the
study’s results to the market and the press.

Due to these and a number of other
reasons, we have decided to conduct this
year's study independently and, for the first

CEI2012 19
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the Customer Experience Index
is based on mystery shopping
visits in which people act as potential

customers who come into contact
with the bank for the first time

CEI2012 20

time, offer it in the form of a publication
that resembles a business magazine in
its style and look. The magazine features
“thought leadership” editorial articles,
expert commentaries, mystery shopper
commentaries, key facts, and study
findings. We hope that this publication
will offer readers a more engaging and
interesting material in a format that is more
enjoyable and experiential.

Another change from all previous years is
that we have added additional elements
fo the publication. Since this year's study
marks the 5" year anniversary of the CEl,
it presented a perfect opportunity to
provide a historic look at some of the
banks' customer experience performance.
By doing this we were able to observe
performance consistency and make
appropriate conclusions.

The CEl study is limited only to top retail
banks in the country, based on the
size of their assets, credit portfolio, and
branch networks. Due to volatility in these
criteria, in addition to other factors such
as mergers, market exits, re-branding, etc,
the composition of the study participants
naturally changes from year to year.

What Is Coming Nexi?

If you are a regular reader of our
publications, you may already know that
the Customer Experience Index is based
on mystery shopping visits in which people
act as potential customers who come into
confact with the bank for the first time.
This naturally presents a certain limitation,

because this approach does not allow
us to assess the quality of the experience
for existing customers. Nor does it provide
us with data about how do the banks
develop customer relationships in the long
term and, as a result, how do they profit
from it.

In the coming years, we plan fo expand
the scope of the study to rates the
strength of relationships with customers.
The methodology for this type of ratfing is
currently being tested and applied on a pilot
scale in multiple countries. The preliminary
results of our testing in Russia has provided
very useful insight as to how the Russian
consumers value their current relationships
with a banking provider and what they seek
from that relationship in the future.

This would provide a significant added
value to banking professionals who follow
our research, because the relationship
strength model would offer a better analysis
of the factors that influence customer
loyalty and retention. In addition, we
would like to integrate profitability stafistics
into our research methodology, which
would then give us the ability fo measure
and assess the intricate links between:

e The experience of potfential custo-
mers before the purchase

* The banks’ effectiveness at develo-
ping sfrong relationships with custo-
mers

¢ The effect of the above on the banks
overall profitability

The combination of these three key
elements will help us to further enhance the
value of our study to banking executives
and stakeholders and hopefully guide
them on a path to future success. B
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1 Alfa-Bank 4.10 1 -
2 Raiffeisenbank 4.02 4 2
3 Home Credit Bank 3.84 22 19
4 UniCredit Bank 3.75 13 9
5 Promsvyazbank 3.73 1" 6
3 VIB24 3.71 5 -1
7 Citibank 3.69 2 -5
8 Nomos-Bank 3.68 14 [
9 Renaissance Credit 3.68 - - -
10 Sberbank 3.47 19 9
1 NB Trust 3.46 15 4
12 Credit Bank of Moscow 3.41 9 -3
13 Bank Zenit 3.34 26 13
14 Absolut Bank 3.31 3 -1
15 OTP Bank 3.29 23 8
16 Bank of Moscow 3.26 20 4
17 B&N Bank 3.26 17 -
18 Russian Standard Bank 3.25 21 3
19 Gazprombank 3.18 34 15
20 Rosevrobank 3.17 - - -
21 Bank Uralsib 3.09 10 -1
22 Openbank 3.06 - - -
23 MTS Bank 3.00 12 -1
24 Rosbank 2.94 25 1
25 Bank Vozrozhdenie 2.92 24 -1
26 TransCreditBank 2.88 32 3
27 Probusinessbank 2.84 16 -1
28 Bank Soyuz 2.83 30 2
29 MDM Bank 273 7 -22
30 Master-Bank 2.64 28 -2
31 Bank Petrocommerce 2.60 31 -
32 Orient Express Bank 2.60 38 7
33 Rosselkhoz Bank 2.48 - - -
34 Bank of Khanty-Mansiysk 2.32 - - -
35 Uniastrum Bank 2.31 34 -1
36 Investiradebank 2.21 - - -
37 Sviaz Bank 2.20 - - -
38 Sovcombank 2.18 1 3
39 Transcapitalbank 2.08 40 1

RATING CHART
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KEY PROOFS OF CONCEPT

Over the past 8-10 years, the term “Customer Experience”
has become a popular buzz phrase in businesses around
the world. Companies love to proclaim their devotion

to customers and pack their marketing campaigns with
luring promises of an excellent experience. But when we
pose the question, “How would you define ‘customer
experience’'e” we are often met by silence.

CEI2012 22

At Senteo we define Customer Experience
as “a positive, engaging and fulfilling
contact with a provider”. This seems simple,
but to build, measure, and manage a
business that is designed to consistently
deliver positive, engaging, and fulfilling
confacts is still a bit of a perplexing ftask
for most companies. Many companies
have tried cosmetic tactics to make their
businesses more experiential, and, after
much investment and flaccid rewards,
finally made holistic and systemic changes
to their operating models.

Banks are no different. We have seen
many “experiential” innovations in the past
several years. Unfortunately, most of these
attempts have been mainly cosmetic.
Some of the most visible examples of that
frend were seen in Deutche Bank’s Q110
concept, Washington Mutual’'s Occasio
branches, ABN-AMRQO's Financial Centers,
Umqua Bank's Community Centers, ING's
Direct Cafés, Jyske Bank's branches, etc.
Even Sberbank has recently infroduced its
own rendition of a “Branch of the Future”.

The variety of the so-called “experiential”
elements that we have seen in banks
around the world includes many things that
were once unheard of in a bank setfting:

Branch sound systems with different
content schedules in different zones

Sound domes and Panphonic Sound Sig-
ns to isolate sound to specific small areas

Digital merchandising systems with local
messaging and information

Touch-screen video walls, interactive
projection walls, and video facades

Coffee, cookies, candies, popcorn, and
even water bowls and dog biscuits for
people that bring their dogs intfo the
branch

Lifestyle and life stage themed product
packages and zones in branches

Childrens’ play areas complete with
Playstations, Wii game consoles, and
Lego play tables

Touch screen tables and kiosks with in-
teractive content, streaming video, and
even internet café areas

Smell generators capable of generating
different smells in different zones and at
different times.

Beautiful, innovative, even futuristic de-
sign of the environment and communi-
cations



e Experientfial (sometimes even con-
troversial) communications, such as
human billboards, “random acts of
kindness”, and “"WooHoo moments”
(Washington Mutual)

But the real question is: "Are such
innovations financially justified2” Obviously,
it is impossible to imagine that such costly
endeavors can be rolled-out through
entfire  distribution networks. Therefore,
these experiences, although they certainly
do create a “wow" effect, cannot be
replicated for all customers. Oftentimes,
they simply serve as showrooms to illustrate
technological advancements and set the
ground for disappointment when customers
return to visit the “regular” branches.

True or False?

The experiential innovations that we have
seen to date have not generated financial
results sufficient to justify the investment

Answer: Both

It is, indeed, frue that customers do
appreciate  the positive  experiences
after witnessing such innovations. When
customers come intfo contact with a bank
that features cool technological gadgetry,
pleasant surroundings, a nice smell, and
even a comfortable place to just sit down
and have a coffee, while surfing the bank’s
interactive web-portal on WiFi, it generates
a certain "Wow" effect and the potential
to create a positive and a memorable
experience. But, do those customers buy
more? Are they less price sensitive? Are they
more likely to choose their primary bank
based on a positive initial contact with a
bank?

Obviously, there is a lot of skepticism about
whether the investment in “experiential
innovations” isreally justified financially —and
rightly so. Many of the innovations that we
listed above along with their “experience
centers” failed to generate the expected
results, and, therefore, were never rolled-out
to their corresponding network of branches.

At the same time, we do know that
people have a choice, and, in most cases,
customers will choose an appropriate
match of quality and price. We also know
that a percentage of the population (not
a small percentage, either) is wiling fo pay
more for a consistently better quality of
contacts with their bank.

For that reason, we would like to offer a
couple of proofs of concept, based on
facts and publicly available statistical data.

Proof of Concept #1:
Pricing and Sensitivity

Throughout the last six years, we have
studied the Russian banking market in an
attempt to prove the link between those
banks that score well on an initial customer
experience and the level of price sensitivity
from their customers. During that time we
have made a number of very interesting
observations that we would like to expand
upon here.

Each year, since 2007, we have compared
the pricing practices of Russian banks
that have scored at the top and at the
bottom of our annual Customer Experience
Index. As a basis of comparison, we used
standard offerings like the Visa Classic and
MasterCard Standard debit cards that are
commonly classified as a “mass market”
product. When comparing the annual fees

Standard debit card pricing
(top-5 vs. bottom-5 banks)

Top-5 banks price premium (incremental)

CEl2012 23



\ CUSTOMER EXPERIENCE INDEX 2012

Comparison of average price for Gold Debit Cards

(top-5 banks vs. bottom-5 in the CEI-2012)
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Annual fees
(by 5-bottom banks)

Annual fees
(by 5-top banks)

that the top-5 performing banks charge
their customers to the fees charged by
the banks who placed in the bottom 5
positions of the CEl study, we've always
discovered a notable difference in pricing.
This observation led to the conclusion that
better performing banks can charge higher
fees for standard products and still be
successful in sales. The same holds true this
year. Banks in the top 5 have maintained
pricing levels 61% higher than the lowest 5
banks in the study.

This year, we also chose to look at the mass
affluent segment, which seems to have
become a special interest to all bankers in
the past 12 — 18 months. When we make
the same type of price comparison in
the mass affluent segment — we observe
the same scenario. The customers in this
segment are generally more demanding,
while at the same time less price-sensitive.

In 2012, the price differentiation among
the same group of banks, but for the mass
affluent segment, indicates a notable
price premium advantage for the fop-
5 performing banks in the CEI study (see
graph on next page). Using the Visa and
MasterCard Gold debit cards as the basis
of comparison, we see that the annual
commission fees (in U.S. dollars) at the top-
5 performing banks are 1.62 times higher

than in banks that placed in the lowest 5
positions in the study.

This observation suggests that mass affluent
customers are also wiling to pay higher
fees at those banks that offer additional
value emanating from a better overall
customer experience. So, in response to
the question, “are customers sensitive to
price” — the answer is absolutely *“yes”!
But are they willing to pay more in return
for better experience? The answer is also
“yes"”. People will always have some level
of sensitivity to price, but there is a large
portion of the population that is willing to
pay a bit more to have a more pleasant
experience with their bank. The banks in
the top 5 in the study have recognized this
and tailored their business to that particular
segment of the population.

Proof of Concept #2:
Share of Demand Deposits

Most bankers today use Demand Deposit
Account (DDA) balances, in combination
with  some other key performance
indicators, to identify those customers
with a primary banking relationship (i.e.
those customers that use the bank to
manage their day-to-day finances). DDA
balances are usually interest-free or low-
interest accounts. So, generally, customers
will keep DDA balances in the amount
that they need for management of their
day-to-day financial obligations. Other
amounts, not needed in the immediate
future, would usually be moved to higher
interest and/or longer term financial
instruments. We tend to believe that the
dynamic between demand deposits and
term deposits reveals interesting truths
about how customers choose their primary
bank relationship (the bank that they use
for day-to-day money management).

Using the same approach as last year,
we've analyzed the volumes of demand
deposit balances in proportion to term
deposit balances at each of the banks in



the top-5 positions in the CEl study; and
compared these figures to banks that have
placed in the bottom of the ranking. The
data used for this anaalysis was obtained
from official Central Bank sources for the
fiscal years of 2010 and 2011 (according o
the latest available information).

As in the last CEl report, we were able to
confirm that banks with a better customer
experience rafing  outperform  their
colleagues from the opposite side of the
rating chart, showing a 24% higher share of
demand deposits vs. total deposits (please,
refer to the next graph).

In addition, the gap in DDA balances
has significantly widened since 2010,
indicating that the top 5 banks in the CEl
have experienced a 12% growth in DDA
balances, while the lowest performers in
the CEl study have shown only 3% growth in
DDA balances.

This indicates that customers are more
likely to keep their day-to-day financial
relationships consolidated in those banks
that provide a more positive experience,
which represents a significant advantage
for those banks that score high. Statistically,
those customers that keep higher demand
balances in a bank (generally indicating a

Share of demand deposits vs. total deposits (%)
(Based on reported retail deposit data from the Russian Central

Bank for the most recent two years, i.e. 2010 and 2011)

35%
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Bottom-5 banks

day-to-day banking relationship) are also
likely to be better at re-paying loans with
that bank. Also, customers that are happy
with their day-to-day banking relationship
are also less likely to shop for solutions from
other banks when they have additional
needs. As a result, they may begin to
consolidate their financial relationship with
one provider, which will represent a higher
number of products per customer, lower
credit risk, and more overall profit. The
benefits are definitely interesting to most
bankers today. @

Top-5 banks

ce

<

CUSTOMER
EXPERIENCE
CERTIFICATION

OMHAHCOBOrO YHMBEPCUTETA MPU
MPABWTENBCTBE POCCUVICKOM ®ELEPALIMN

experience is

senteo

everything
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THE TOP-10 IN 2012

The Senteo Customer Experience Index (CEl) was not
designed to rate banks based on their size or financial
performance. To the contrary, the CEl was designed

to measure each bank’s performance among the
elements that generally increase its appeal to potential

customers.

Therefore, understanding that there are
many things that are important for the
proper function of a bank internally (funding
structure, anti-fraud systems, fransfer pricing,
CRM systems, core banking systems, risk
management, etc.), we have chosen to
focus this study on the elements that would
make a bank more or less interesting fo a
potential customer seeking a new banking
relationship. (please refer to page 18, featuring
the article "What is Customer Experience...”)

CEl 2012 Top-10

Alfa-Bank

Raiffeisenbank

—O—1
Home Credit Bank
UniCredit Bank
Promsvyazbank
V1B24
Citibank
—O0—

Nomos-Bank
Renaissance Credit

Sberbank

Mindful of this context, let us take a closer
look at this year's top-10 list in search of
answers. This year’s leader group is crowded
with new members; six to be exact. The
composition of this group is quite interesting
because it represents a number of confrasts.
There are government-owned banks and
private banks; Russian banks and foreign
banks; giant banks and relatively small
banks. The top-10 has never been so diverse
during all five years of the history of the CEl.

410 1 -
4.02 4 2
3.84 22 19
3.75 13 9
3.73 n 3
3.71 5 -1
3.69 2 -5
3.68 14 3
3.68 new new
3.47 19 9




Mystery Shopper comment

Products are available at an

Internet bank. Employees work

fast, but they could be more
attentive to my needs.

Alfa-Bank

Alfa-Bankis stillthe leaderin the CEl, consistently
since 2007. The bank’s performance strength
can be aftributed to its keen customer-
oriented focus, simplified branch processes,
appealing product offerings, attractive
branches, friendly service culture, and smart
marketing that continues to attract customer
attention. However, it seems that Alfa-Bank
has somewhat slowed its innovative practices
that have once helped to set it far apart from
the rest. Its competitors are at the very door-
step and only a breath away, evidenced by
the fact that in this year's Index Raiffeisenbank
performed better than Alfa-Bank in the
Communications and Environment categories
and trailed closely behind in Brand, Offering
and Culture.

]@MM[

Mystery Shopper comment
Even though the price was
high, the bank’s employee

offered a packaged solution
that made me want to become
a client.

Raiffeisenbank

Raiffeisenbank consistently appears in the top-
10in the CEl since 2007. It is customer-oriented,
provides a solid level of service to customers,
has a well-recognized international brand,
has overall nice and conveniently located
branches, friendly branch employees, and is
quite competitive. The only reason why it has
not been rated as number one in the Index
is because of Alfa-Bank’s strong hold on the
top position in the rating, confimed each
consecutive year.
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Mystery Shopper comment
There is a quality-control
console in the branch that

makes me more confident
about this bank.

CUSTOMER EXPERIENCE INDEX 2012

3

Home Credit

Although a well-recognized retail bank in Russia,
Home Credit has never been a consistent
performer in the CEl. This year, Home Credit
moved up by 19 spots (the highest level of gain
in 2012) in order to earn the third position. The
only bank that has ever demonstrated such a
remarkable year-on-year gain is MDM Bank in
2008 (gain of 22 positions). Home Credit Bank
historically has been known for its strong POS
lending business. Its branch network, therefore,
has never been used as the primary channel for
establishing customer relationships. However, in
recent fimes, the bank has shifted towards more
active deposit taking throughiits branch network.
It is safe to assume that it is due to this shift that
Home Credit's performance in CEl has starfed
to improve. Yet, the bank sfill shows quite a low
level of demand deposits (DDA) in comparison
to its overall deposit
portfolio (3%). This
would indicate
that Home Credit
is stil not viewed
by most customers
as a “day-to-day”
bank (please, refer
fo page #595).
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Mystery Shopper comment
Those who came before and
even 5 minutes after the

closure of a branch got full
service.

UniCredit Bank

While one can probably argue that UniCredit
naturally belongs in the top-10 due fo ifs
infernational brand and the appealing design
of its branches, its performance over the
years would raise a few concerns. This year,
UniCredit has regained ifs standing in the fop-
10 (3rd spot in the overall rating) by gaining
nine positions since the last CEl study. UniCredit
Bank improved in all five categories of the
Index (Brand, Communications, Environment,
Culture and Offering) and also demonstrated
a high level of day-to-day relationships in
its retail business thanks to a 56% DDA ratio
(top-3 in Russia). It would be interesting to
observe UniCredit’s future performance in the
CEl in order tfo conclude whether it can be
consistent.
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Promsvyzbank

Promsvyazbank is making notable progress on
the banking market in Russia. It has also been
showing a steady, although somewhat slow,
improvement in the CEl since 2007. The bank
now places a keener focus on retail customers
according to its public statements over the
recent years, creafing further diversification
from its fraditionally  core business
concenfration in corporate banking. For the
first fime, Promsvyazbank enters the CEl's top-
10 group with commendable results shown
in most categories and a few innovations,
such as Wi-Fi zones in its branches. However,
it continues o lag behind in the sophistication
of its offering and culture, areas that can
probably help build longer-term stability in the
bank’s bid fo maintain a formidable position in
the CEl rafing.

Mystery Shopper comment
There was an error in an
electronic queue; people who

came after me were served
before me. Staff didn’t notice
me for 10 minutes.

[]EEEEEIE[]

Mystery Shopper comment

A greeter meets you
and directs you to

another employee.

VTB24

VTB24 is no stranger to the top-10, but it is
notficeably giving ground to the competition.
The bank’s performance in  CEl-2012
demonstrated drops in all but one category
in the rafing: Environment. As a government-
owned bank, VTB24 benefited during the crisis
from the common perception that it is a stable
bank and place where customers can safely
keep their savings. However, during the period
of economic recovery, one of the bank’s main
sources of concern was customer retention
and loyalty. While VTB24 consistently shows a
respectable level of performance, we believe
that its future fate will be closely related to the
bank’s ability to establish and sustain a strong
relevance to retail customers; specifically, why
should people keep their financial relationship
at VIB24, and not somewhere else, beyond
the fact that they are obviously a government-
backed institution.
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Citibank

Citibank has long history, a bright brand,
and a solid reputation. But despite these
things, it has never been at the very top and
it has proven to be rather inconsistent for a
bank of such stature. Citibank demonstrated
negative dynamics in all categories of the
study, except Offering, and as a result lost five
positions, clutching to seventh place in 2012.
Most notably, Citibank’s branch staff Culture
was hit the most, causing the bank to lose
ten positions in the Culture rating at #16, the
worst score among foreign bank brands. This is
quite a negative development for a bank that
fraditionally prided itself on customer service
and relationship building.

Mystery Shopper comment
Employees are helpful but
don’t necessarily show

enthusiasm and initiative.
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Mystery Shopper comment
Employees show interest
towards clients but don't act to
identify customer needs.

Nomos-Bank

Among the newcomers to the top-10 is
Nomos Bank. In direct contrast to Citibank,
Nomos-bank improved in all categories, and
especially in Culture (up by 10 positions in
Culture, placing 3rd overall). Since the last
study was released in 2010, Nomos Bank has
been in development mode, widening its
retail business and infroducing a number of
significant improvements. The most visible
upgrade is perhaps felt through the Bank’s
redesigned retail branches. But at the same
fime, the courtesy of the branch staff has
given the Bank a new bulwark to be proud of.
Hopefully, this positive trend will contfinue in the
coming years. History shows that even such
impressive leaps forward can be momentary
if unsupported by a long term commitment
fo the type of things that boost customer
experience.

]EEEBEIB[

= V|0 N D WN=

4

2088
2007 2008 plelel)



Renaissance Credit

Renaissance Credit made a surprise enfrance
info the top-10 list, showing outstanding results for
someone who is new to the study, and beating out
its rivals OTP Bank and Russian Standard Bank. The
Bank captured the 9th overall spot in the rating,
and showed top-10 scores in all but one category
- Environment. Perhaps, the most fteling story
about Renaissance Credit’s CE-2012 score is its
performance in the Culture and Offering categories,
the toughest of the five categories. If the bank
continues on the same path, it wouldn't be hard to
imagine Renaissance Credit firmly rooted among the
best banks in the country. However, in order to show
visible improvements, it really needs to focus on the
consistency of its retail branches. The gap between
the best and the worst performing branches was so
vast that it placed Renaissance Credit in the 27th
position, near the bottom of the branch consistency
ratings (please see page 37).

Mystery Shopper comment
Despite the rainy weather, the
branch was very clean and the

staff maintained it without
being obtrusive.

]Eﬂ@@[

Mystery Shopper comment

The manager treated me

attentively. She described all

product features, explained

advantages, and offered
additional services.

Sberbank

Probably the most significant addition to the
group of leaders in the CEI-2012 is Sberbank.
Forget everything you know, or you think you
know, about Sberbank. The fact is: Sbrebank
is changing and the bank’s massive efforts
to reform and transform is finally starting to
bear fruit, at least in Moscow. While it is hard
to underestimate the giant, Sberbank is sfill
the underdog in so many ways. Ifs branch
inconsistency (next to last in the entire study,
or #38) suggests that the bank still has a long
way to go to fruly enfrench itself in the top-
10. But considering its steady progress over
the last three years and the speed with which
Sberbank was able to turn around, one has
to recognize its notable accomplishment.
If Sberbank manages to earn a genuine
reputation in the market as a customer-friendly
bank, it will generate tremendous competition. B
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SALES EFFECTIVENESS

As we have seen in the past year's study, there is a
direct correlation between Customer Experience
and the types of behavior that would indicate

a Sales Effectiveness

Graph 1: Correlation between the Sales Effectiveness scores and CEl scores
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Sales Effectiveness.

In other words, banks that have higher
scores in Customer Experience also exhibit
proactive sales behavior and aftention to
customers that would generally make them
more effective at making sales. While we
aren’t measuring the actual sales numbers
in each bank, this correlation between the
overall experience for a potential customer
entering the bank and the type of behavior
that would likely lead to a successful sale,
represents a powerful tie (please see the
graph below).

For a full table containing the Sales
Effectiveness scores for this year’s study
participants, please refer to page 55.

Sales Effectiveness

5

4

0

1 2 3 4 5

Customer Experience Index

During the branch visits, each mystery
shopper inquired about a specific retail
banking solution arising from a personal
situation; for instance, a desire to save
money for purchasing a car, a wish to fund
a trip abroad, an aim to acquire financing
for education, a plan to purchase furniture
tfo renovate an apartment, etc. Mystery
shoppers sought to interact with the sales
consultants in order to identify a possible
financial solution; and in the meantime,
they assessed the consultant’s level of
readiness, ability, and interest to strike up a
relationship and offer a suitable answer to
their particular need.

Some of the factors that played a role in
the assessment included the following:

* Isiteasyto getasalesperson’s attention?

e |s there a clear separation between the
sales and service functionse

e Are bank employees proactive when
dealing with customers?

e Do bank employees ask appropriate
exploratory questions to initiate «a
conversation?

¢ Do bankemployees make an attempt to
cross-sell or up-sell the bank’s services?2

As an added benefit, the scorecard
also contained a number of additional
elements that aimed to reveal the
connection between sales effectiveness
and relationship-building. We also took note
of any customer-oriented sales approaches
that were used by the bank employees.



More often than not, we observed a passive
response to specific customer needs or a
lack of genuine desire fo provide assistance
that required more effort and personal
attention. In general, the sales consultants
tended to point the customer to various
product brochures, the internet site and
other sources of product information, as
opposed to actively guiding the customer
to a solution. But mostly, the trouble was
found to be in the general lack of proper
fraining in how to interact with potential
customers.

&2 e @ &
& ‘boio& & O'io&'
1 Alfa-Bank 3.50 1
2 Nomos-Bank 3.23 8
3 Home Credit Bank 2.63 3
4 Absolut Bank 2.63 14
5 Renaissance Credit 2.50 9
é Gazprombank 2.42 19
7 VTB24 2.42 [

8 B&N Bank 2.33 17
9 Sberbank 221 10
10 Citibank 2.13 7

As the above chart suggests, seven out of
ten banks that appear in the top-10 of our
Sales Effectiveness rating are also in the
top-10 of the overall Customer Experience
Index. It may seem strange that this year's
siver medalist, Raiffeisenbank, is not in the
top-10 in terms of sales effectiveness (only
#12), butitis not too far behind. This confirms
our earlier statement that banks that create
an experience for potential customers also
tend to display the type of behavior that
makes them better at sales.

Market Trends

As the banking industry becomes more
prone to competition from non-traditional
market participants (i.e. non-banks), it is
now even more important to make every
effort to play a relevant role in customers’
day-to-day lives. A passive aftifude and a

lack of genuine interest in what customers
have to say, whether there is a ready-made
shelf-product for them or not, is a sure way
to alienate potential customers or even lose
existing ones.

There are numerous examples around the
world that attest to the emergence of a
new trend in the financial services sector.
For instance, new web-resources like
www.smartypig.com, www.mint. or www.
simple.com are conducting an aggressive
attack on ftraditional banks, threatening
tfo soon make banks completely obsolete.
Simple.com’s welcome message bluntly
reads, "Get ready to leave your bank!”
And indeed, the value-proposition that
websites like these offer to customers can
and will tear into the banks’ market share.
Whye Because they offer a value-added
service at almost no cost to the customer;
for example, financial advice and planning
tools.

The same thing is already happening in
Russia, non-banking companies utilize
the web as a channel to attract and sign
up customers who wish fo manage their
personal finances. For instance, 4Konverta.
ru (which in English means “4 envelopes”),
zenmoney.ru, and easyfinanceru are
in many ways similar to their American
and European counterparts. All of them,
essentially, offer customers to do what their
banks should logically be doing for them.

Since a lot of retail banking customers
nowadays rely heavily on online-banking,
it is not very hard to imagine that active
banking customers can easily migrate
their relationships to these new, low-cost,
internet-based  and, essentially  non-
financial institutions, especially, if there is a
perceived added value. The problem for
banks is that their offerings are beginning to
look standard and increasingly obsolete.

Even today, in Russia, we see signals of a
frend that traditional banks no longer have
the monopoly on retail banking customers.
Without a doubft, traditional banks are
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under atftack from new enfrants into the
financial services field from other industries.
A good example of that in Russia is
Svyaznoy Bank (www.svyaznoybank.ru), an
affiliate of Svyaznoy Group, a large mobile
and electronics retailer founded by self-
made businessman Mr. Maxim Nogotkov. In
a relatively short time span, Svyaznoy Bank
was able to penetrate Russia’s top 10 in
credit cards with a portfolio of over 12 billion
RUB, according to one market study. Of
course, Svyaznoy's 2700 retail outlets play
to Svyaznoy Bank’s advantage, because
it uses its established brand recognition
and physical presence throughout the
enfire country to collect deposits and
offer consumer credit, while encouraging
customer loyalty through the use of bonus
points that can be applied to a purchase
of any electronic device sold through
Svyaznoy's network.

Yet another method of competing against
fraditional banks was successfully employed
by Tinkoff Credit Systems (TCS; www.fcsbank.
ru), which specializes in credit cards.
Founded by Oleg Tinkov, a businessman
better known for his self-branded brewing

company that was later sold to global
giant InBev, TCS utilizes direct mail, online,
DSAs, and partnerships to promote its
offering rather than maintaining costly
retail networks. Through a combination of
ING-Direct and CapitalOne-style business
models, TCS was able to find a key to a
vast number of retail customers. By its own
report!, TCS has built a credit card portfolio
at 20 billion RUB, firmly placing itself in an
elite group of traditional banks with such
well established names as Sberbank,
VIB24, OTP, Home Credit, and Russian
Standard Bank, which in the past was the
near undisputed market leader in this field.
Perhaps, it is the ire of being associated with
the alcohol business, but Russian Standard
Bank’s founder Rustam Tariko (founder of
the “Russian Standard Vodka”) certainly has
gained a competitor in Oleg Tinkov's TCS.

But coming back to the subject of sales
effectiveness found in Russia’s top retail
banks, our study results show an alarming
problem. Unfortunately, we confirmed the
same negative tendencies as in our last
CEl study. Not only did the banks perform
poorly in general sales effectiveness,
judging by the low average score (1.54 out
of the possible 5.0), but they continued to
show the same lack of genuine interest in
developing customer relationships. During
the interaction with customers, bank
employees generally continue to exhibit an
indifferent attitude, especially if customers’
“shopping appetites” don’t easily and
immediately fit the product that they're
frying to “push,” based on sales targets
passed down from the management.
Customers can quickly sense the absence
of genuine interest and are left to make
choices purely on rational triggers such as
price, convenience, speed, and self-service
- the very same things that embolden
companies like Simple.com and that further
denigrate the role of the traditional banks in
people’s lives. B

1 “Russia’s Credit Card Market in 2011"; Tinkoff
Credit Systems; February 8, 2012; www.tcsbank.ru
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change your perspective
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Customer Experience Study Tour

“New ideas came to mind during
each part of the trip!”

Ukraine
“Plenty of real-world examples
about other companies and busi-
ness models; many fresh ideas.”

Poland
“Original and non-traditional
approach - the best business

program that I've ever had.”
Saudi Arabia

For futher details, please contact us at
any tfime either by email at
info@senteo.net

or visit us online at
www.senteo.net/experiencetour.
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PERFORMANCE
CONSISTENCY

Doing something well once is easy, while doing something
well consistently presents a certain challenge.

This is particularly relevant to our study, which
has been conducted in Russia since 2007.
Over the lost five years we have observed
a very dynamic performance from the
banks participating in the study. Some banks
have leaped or dropped in the rankings,
while others, more or less, maintained a
steady and consistent course. Given the
vast amount of data that we have been
able to accumulate over the last few years,
now is a perfect opportunity to look back
and analyze how consistent the banks
were and determine whether there are any
noteworthy trends in the market.

We view performance consistency from
two different angles: branch performance
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consistency within  the same bank and
overall historic consistency in the Customer
Experience Index (CEl) studies over the last
five years (for those banks that have been
included in the study each consecutive year).

Branch Performance Consistency

It holds no surprise to anyone that some
bank branches, even within the same bank,
perform better than others. There are many
human, technical, geographical, and time-
specific factors that came info play when
a customer makes a visit. The experience
gained after coming into contact with a
bank at one of its branches is essentially an
isolated event. In other words, there is no
absolute guarantee that each customer will
receive the same experience at different
branch locations.

Since the CEl rankings are based on
cumulative scores received after combining
the results obtained from mystery shopping
visits to a select number of branches, each
bank’s standing in the rating doesn’t tell the
entire story. Sometimes, even the leading
banks have vast inconsistencies within their
distribution network, which can potentially
cause a reputational problem among
regular banking customers. The following
chart displays a list of this year's study
participants and their respective *high” and
“low” marks between different branches.

The logic behind this analysis is that the
smaller the difference between the highest
and the lowest value (i.e. Customer



Branch Network Consistency Rating

CEI-2012
[] Rating Bank Name min. value max. value deviation Rating []
1 B&N Bank 3.04 3.44 0.40 17
2 Bank Uralsib 2.88 3.48 0.60 21
3 MDM Bank 244 3.04 0.60 29
4 Sovcombank 1.84 2.56 0.72 38
5 Bank Petrocommerce 2.20 3.04 0.84 31
6 Rosevrobank 2.76 3.44 0.88 20
7 Credit Bank of Moscow 2.80 3.72 0.92 12
8 NB Trust 2.96 3.88 0.92 1
9 Probusinessbank 2.40 3.32 0.92 27
10 MTS Bank 2.44 3.48 1.04 23
1 Promsvyazbank 3.20 4.24 1.04 s
12 Alfa-Bank 3.48 4.56 1.08 o
13 Citibank 3.32 4.40 1.08 -
14 UniCredit Bank 3.28 436 1.08 4
15 Absolut Bank 2.84 3.92 1.08 14
16 Bank of Khanty-Mansiysk 1.60 2.72 1.12 34
17 Gazprombank 2.64 3.80 1.16 19
18 Russian Standard Bank 2.56 3.76 1.20 18
19 VTB24 3.12 4.32 1.20 e
20 Openbank 2.36 3.56 1.20 22
21 Home Credit Bank 3.36 4.60 1.24 B
22 Investiradebank 1.44 2.68 1.24 36
23 OTP Bank 2.76 4.00 1.24 15
24 Rosselkhoz Bank 1.80 3.08 1.28 33
25 Bank ZENIT 2.92 4.28 1.36 13
26 Uniastrum Bank 1.80 3.16 1.36 35
27 Renaissance Credit 3.04 4.44 1.40 -
28 Rosbank 2.32 3.72 1.40 24
29 Orient Express Bank 1.96 3.40 1.44 31
30 Master-Bank 1.72 3.32 1.60 30
31 Sviaz -Bank 1.48 3.08 1.60 37
32 TransCreditBank 2.08 3.80 1.72 26
33 Transcapitalbank 1.36 3.08 1.72 39
34 Raiffeisenbank 3.16 4,92 1.76 [
35 Nomos-Bank 2.72 4,52 1.80 8
36 Bank Vozrozhdenie 1.68 3.48 1.80 25
37 Bank Soyuz 1.96 3.96 2.00 28
38 Sberbank 2.28 4.28 2.00 -
39 Bank of Moscow 1.76 4.08 2.32 16

- Banks from CEI'12 Top-10
cel 2012 37
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Experience score for individual branches),
the more “consistent” that branch network
is in delivering a consistent or the “same
level” of experience. However, it would be
misleading fo look at this factor alone.

Obviously, itisimportant to look af the overall
picture. Some banks can be consistent, but
at the same fime “mediocre”. Others can
be simply consistently bad. Therefore, one
should use this information with care in order
to make a proper conclusion.

What's infteresting within the context of
this information is that some of the top-10
banks in this year's CEl offer customers quite
inconsistent experiences from branch to
branch. Perhaps, this is a problem related to
roll-out implementation quality, or employee
culture inconsistency, or unfinished branch
network transformation; whereby some
branches are new and beautiful, with well-
frained staff and new technologies, while
the old branches are still....well, “old".

Although Raiffeisenbank is among the best
retail banks in the CEl (consistently in the
top-10), its branches, to our surprise, are still
quite different from each other in terms of
the quality of the experience. This finding is
based on a substantial fluctuation between
branches that received the highest and the
lowest scores after the mystery shopping
visits. In fact, judging on the mystery shopping
results, one of Raiffeisenbank’s branches
received arecord-high score of 4.92 (the best
score for any single branch visited during the
CEI-2012 study) out of the maximum value of
5.00. This near perfect branch experience,
however, was dampened after visits to other
branches that did not have the same effect.
The shock of going from a “great” to a
“bad" experience, and vice versq, is always
very emotional to a customer. Therefore,
getting on the positive side of that emotion
will be a worthwhile effort for Raiffeisenbank
going forward. This would require a thorough
network audit, as a first step, and then, a
targeted effort aimed at raising the bar
for customer experience throughout the
entire branch network. Being renowned

for its knack in implementation efficiency,
Raiffeisenbank can probably address this
problem quickly, unlike Sberbank that has a
massive and vastly heterogeneous network,
in ferms of quality.

The branch performance consistency issue
is very visible at Sberbank (#10 in the CEl;
and #38 in the level of branch performance
consistency). It would be unfair and even
foolish not to recognize the impressive
progress that propelled Sberbank to leap
info our Top-10 list in 2012, precisely due to a
revitalization of its Moscow branch network.
However, given the sheer size of the branch
networkin the city of Moscow alone, the new
branch concept (i.e. branch design, format,
service culture, technologies, merchandising,
etc.) has not yet arrived at most of the
locations. Therefore, it is not surprising that
Sberbank has such inconsistencies. It would
be inferesting to see the level of progress
Sberbank makes next year.

A similar situation is observed at Nomos
Bank (#8 in the CEl and #35 in branch
performance consistency). Nomos Bank has
recently refreshed its brand and introduced
a new concept of branches. Besides the
visual improvements, Nomos Bank made a
commendable effort aimed at enhancing
its front-line staff culture, its product
offerings and alternative channels. And
yet, the pace of change is somewhat slow
and complicated. Observing the general
tendency among banks in Russia, it is safe
to conclude that sustaining a high level
of performance after a quick furn-around
is going to be a challenge. Nomos Bank
probably realizes this, so the question is going
to be: “can it sustain a top-10 place in the
CEl next yeare”

For the group of banks who show consistently
poor performance in all of their branches,
needless to say, the obvious conclusion
is that they are not doing too much fo
improve their image. Here, a consistently
negative appeal may lead to even bigger
problems affecting the banks’ retail business
at the core.



Historical Performance Consistency

From the perspective of the historic
developments observed through our CEl
study over the last five years, we are in
a unique position to begin making some
inferesting conclusions. For example, which
of the banks are the most consistent, which
of them have established a trend, and which

Historic CEl Performance Rating

have been lagging behind? In order to
undertake this analysis, we took the statistical
data available for each of the years of
the study and compared each individual
bank’'s own performance, based on the
bank’s position in each annual CEl ranking
since 2007. The main criteria for determining
historic performance consistency in the
rankings is the level of deviation or change

e Ny N N N N A"}éo
) \‘O& '\Q“OQ Q»*oo q@\ QQ“OQ O S
& & & & & & & g
[] <& A % (@) (@) (@) % Q Y [‘
1 Alfa-Bank 1 1 1 1 1 0 4.10
2-3 Raiffeisenbank 3 ) 2 4 1 1 4.02
2-3 VTB24 13 13 4 5 6 1 3.71
4 B&N Bank 5 10 13 17 17 12 3.26
5 Russian Standard Bank 10 12 14 21 18 14 3.25
) Citibank 4 3 7 2 7 15 3.69
7 NB Trust 26 19 16 15 1" 15 3.46
8 Uniastrum Bank 20 27 27 34 35 15 231
9 Bank Vozrozhdenie 9 16 18 24 25 16 2.92
10 Bank Petrocommerce 26 37 31 31 31 17 2.60
n Bank of Moscow 1 23 22 20 16 19 3.26
12 Rosbank 20 31 32 25 24 20 2.94
13 Absolut Bank 8 5 8 3 14 22 3.31
14 Bank Uralsib [ 14 10 10 21 23 3.09
15 OTP Bank 23 22 15 23 15 24 3.29
16 Bank Soyuz 15 33 29 30 28 25 2.83
17 UniCredit Bank 2 8 3 13 4 30 3.75
18 MTS Bank 7 7 19 12 23 30 3.00
19 Gazprombank 30 24 23 34 19 33 3.18
20 Promsvyazbank 17 28 1 " 5 34 3.73
21 Nomos-Bank 29 38 33 14 8 39 3.68
22 Master-Bank 25 45 37 28 30 39 2.64
23 Sberbank 14 32 21 19 10 40 3.47
24 MDM Bank 24 2 6 7 29 49 2.73
25 Bank ZENIT 19 47 34 26 13 62 3.34

* (Shows only the banks that have consistenly participated in the CEl Study since 2007)
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Five Most Historically Consistent Banks

CEl rating

(3]

CE2012 40
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between the respective spots each bank
occupied in all five consecutive years. The
smaller the deviation — the more consistent.

The interesting detail that is coming through
after looking af this chart is that, oftentimes,
behavior can be deceiving. Almost
immediately, it begs the question: “what
frend did the banks follow in the five years
of the CEI2"

Alfa-Bank is undisputedly the most historically
consistent bank because of maintaining the
lead position in the CEl rating over the years
(zero deviation, as indicated in the above
table). Raiffeisenbank and VTB-24 have also
performed consistently well. Whereas, B&N
Bank and Russian Standard Bank can hardly
take pride in this particular
area, because their relative
consistency only means that
they have been consistently
mediocre and even getting

]@MM[

46 positions over the period of 5 years. That’s
enough space to leapfrog from the bottom
of the rating to the top and then back to the
bottom again. In fact, this is exactly what
happened to MDM Bank, which began as
the 24" seed in the CEl study in 2007, then it
placed 2 in 2008, and then began to slide
down the rating. In 2009, MDM Bank placed
6';in 2010 - 7™; and in this year's study MDM
Bank has sadly dropped to the 29" position —
back to “square one”, so to speak.

We can't say the same for Sberbank, which
has been gradually improving over the
last three years. However, the amount of
catching-up Sberbank had to do and the
complex circumstances in which Sberbank’s
mammoth network has to operate create
a very tough environment for the bank’s
development agenda. Sfill, one can't
overlook or underestimate the waking giant.

The sheer force of the competition felt
from Russia’s largest retail bank easily
overshadows the rivals. Going head to
head against Sberbank can fruly become a
suffocating burden for most banks in the very
near future. The main conclusion that can
be made in this context is that not a single
bank in the Russian market today can afford
to sit idly and wait while Sberbank is gaining
momentum. It is time to act now, because
this giant is not likely to slow its advance. B

Five Least Historically Consistent Banks

worse by the year.

Nomos-Bank
Sberbank
1 Bank Zenit

MDM Bank
Master-Bank

21
In contrast, when looking at 55
the trends observed among 8 }g
the least consistent banks, one 20
can easily characterize their 25
performance as somewhat 30
chaotic. Between this group 35
of five banks, the average 22

level deviation (i.e. number of 50

positions lost or gained) is almost
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EXPERIENCE MAKEOVER:
GENUINE OR FALSE®

Plato once said, “Whatever deceives men seems to
produce a magical enchantment.” Sometimes statistics
reveal only a part of the real story. What stands behind
the numbers is often more interesting than the numbers
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themselves.

This year’s CEl study is the fifth since 2007.
Over these years, a number of banks
demonstrated quite remarkable ups and
downs. This subject is captured more fully
on page 32 in the article ftitled “Sales
Effectiveness”.

When looking at this year's results (see
table below), one can’t help but wonder
“haven’'t we seen this before2” Banks’

CEI-2012: The Biggest Gains and Losses

& O

A
&

Home Credit Bank 3.84 3 22 19
Gazprombank 3.18 19 34 15
Bank Zenit 3.34 13 26 13
UniCredit Bank 3.75 4 13 9
Sberbank 3.47 10 19 9
Absolut Bank 3.31 14 3 -11
Bank Uralsib 3.09 21 10 -11
MTS Bank 3.00 23 12 -11
Probusinessbank 2.84 27 16 -1
MDM Bank 2.73 29 7 -22

performance tends to fluctuate wildly
every year, except a handful of banks,
including Raiffeisenbank and Alfa-Bank,
who have consistently scored at the top of
the ratfings in each consecutive year since
the beginning of the study in 2007.

The more interesting story is, indeed,
about these banks’ ability to establish and
maintain customer relationships in the long




run. Due to the nature of the study, the
mystery shoppers can only act as potential
customers. Therefore, their experiences
after coming into contact with the banks
were based on isolated moments during
the “purchase” process. However, these
experiences cannot accurately predict
how satisfying the relationship with the bank
might be following the initial purchase.
Again, old Plato’s phrase comes to mind
as the CEl scores may be enchanting, but
we must look at other indicators as well to
determine the fruth.

Let's look at these two groups of banks
separatfely, using a number of additional
criteria in order to determine whether
their growth or decline may reveal any
additional, interesting details about their
relationships with customers.

Group #1: Banks that have
demonstrated the highest level of
improvement in 2012

For the purpose of selection, we would
like to use the following criteria: Sales
Effectiveness, Demand Deposit Account
(DDA) ratio, Branch Performance
Consistency, and Historic Performance
Consistency.

Criteria #1: Sales Effectiveness Scores
and Rating

&
4
* e Do &
e € O
S & &SRS
RN < & &GS

Home Credit Bank 2.63 3 3 Yes
Gazprombank 2.42 é 19 No
Sberbank 2.21 9 10 Yes
UniCredit Bank 2.13 11 4 Yes
Bank Zenit 1.88 13 13 Yes

From this view, it is safe to say that all
except Gazprombank showed relatively
consistent  performance, judging by
their Sales Effectiveness scores and their
respective CEl standing. As we already

mentioned on page 32, Sales Effectiveness
and Customer Experience are closely fied,
and there is almost a direct correlation
between these two measurement criteria.
In case of Gazprombank, its rating in Sales
Effectiveness and the overall CEl rating
are greatly different (a deviation of above
10 positions), suggesting that there is an
inconsistency in the way the bank performs
during the isolated sales process and in
the overall experience that the customer
feels, based on Brand, Communications,
Environment, Culture, and the Offering.

Criteria #2: DDA Ratio

Next, let's apply another layer of selection:
the share of demand deposit account
balances, compared to the overall retail
deposit portfolio.

Xe) X
& A
A U o0
N2 Q NO &
S \g B &
&° & &

UniCredit Bank 56% 3 4 Yes

Gazprombank 24% 10 19 No*
Sberbank 16% 21 10 No
Bank Zenit 7% 30 13 No
Home Credit Bank 3% 36 3 No

* See explanation below.

From this quick analysis UniCredit Bank is
the only bank whose DDA ratio reflects its
high CEl standing.

Gazprombank’s consistency is question-
able because its relatively low CEl ratfing
indicates the lack of visible progress in
overall customer experience, despite im-
provements in sales effectiveness during
the initial sales process.

Moreover, there is a strong possibility that
Gazprombank’s relatively healthy DDA
ratio can be attributed to salary projects
resulting from its affiliation with the oil and
gas industry, whose employees enjoy
relatively good job stability and level of
income. Since the bank relies heavily on

its corporate business, the share of the
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retail customers from “salary projects”
is assumed to be higher than regular
“walk-in" customers. Therefore, it is not
immediately obvious that Gazprombank
is, indeed, consistent in terms of its ability
to retain and expand loyal customer
relationships, judging by the available
statistical information.

Criteria #3: Branch Performance
Consistency

The next criteria is Branch Consistency,
which allows us to observe customers’
feelings of consistency about their quality
of experiences after visiting bank branches.

The key determinant in this category is the
difference between the best and the worst
performing branches. The lower the differ-
ence, the higher the rating; and, therefore,
more consistent are the branches.

e &
S N 0‘\ é\w& &
Qoeo Qes\% \\ OO

UniCredit Bank 1.08 14 4 No
Gazprombank 1.16 17 19 Yes
Home Credit Bank 1.24 21 3 No
Bank Zenit 1.36 25 13 No
Sberbank 2.00 38 10 No

Criteria #4: Historic Performance
Consistency

For the purpose of factoring in the historic
performance of these banks in the CEl
studies since 2007, the data was compiled
in the table below.

(9
X

UniCredit Bank 2 8 3 13 4

Gazprombank 30 24 23 34 19
Sberbank 14 32 21 19 10
Bank Zenit 19 a7 36 26 13
Home Credit Bank* N/A 17 17 22 3

* Home Credit Bank did not participate in the 2007
CEl study.

¢ @

Group #2: Banks that have
demonstrated the worst level of
decline in 2012

This group of banks includes five banks whose
scores in the 2012 Customer Experience
Index have indicated the worst level of
decline from the previous study, i.e. 2010.

Using the same logic, let's take a look at
this group in more detail.

Criteria #1: Sales Effectiveness Scores
and Rating

Absolut Bank 2.63 3 14 No
Probusinessbank 1.83 14 27 No
MDM Bank 1.25 24 29 Yes
MTS Bank 0.83 29 23 Yes
Bank Uralsib 0.33 37 21 No

Judging by the figures obtained during the
study, the only bank that shows a good
level of sales effectiveness is Absolut Bank.
However, due to its decline in the overall
CEl rating in 2012, it appears that its sales
process is inconsistent, which, if considered
by itself, places it at the top 5.

The rest of the group is either generally
inconsistent or consistently bad. For in-
stance, both MDM Bank’s and MTS Bank'’s
scores in sales effectiveness match its over-
all customer experience performance, but
being quite low, it's safe to say that there is
noft much to be proud of.

In the case of Uralsib, whose sales
effectiveness is among the worst in the
study, there is not much that can be
said positively about its overall customer
experience.

Probusinessbank’s average sales effec-
fiveness and far below-average CEl rating
lead to the disappointing conclusion that
it is performing well below its full potential.



Criteria #2: DDA Ratio

As one of the key indicators of arelationship
with existing customers, let's consider
the share of demand deposit account
balances, compared to the overall retail
deposit portfolio, observed in this group of
banks.

XN
&\o \Qo
RS g o

Bank Uralsib 21% 14 21 Yes
MTS Bank 21% 15 23 Yes
Absolut Bank 18% 19 14 Yes
MDM Bank 9% 27 29 Yes

Probusinessbank 1% 39 27 Yes

Based on the information in the table, it is
easy to see that these banks are generally
consistent in their level of DDAs and
customer experience scores. We may,
however, assume that in the case of banks
such as Uralsib and MTS, a good portion of
the DDA balance may be attributed to the
salary projects, similar to Gazprombank,
mentioned before. The rest of the banks
on this list unfortunately show both a low
level of customer experience and DDA
ratios, further indicating the probability of
not having established strong customer
relationships.

Criteria #3: Branch Performance
Consistency

Looking at the branch consistency criteria,
it is interesting to note that none, except
Absolut Bank, show any consistency in how
their branches perform, taking into account

S >
$O<’°0 S 500
& @ A) @ &2 NO &
<& < € LS

Bank Uralsib 0.60 2 21 No
MDM Bank 0.60 3 29 No
Probusinessbank  0.92 8 27 No
MTS Bank 1.04 10 23 No
Absolut Bank 1.08 14 14 Yes

the best and the worst of the branches in
terms of customer experience.

In case of Absolut Bank, unfortunately, this
consistency only means that its branches
are just “average”. In case of Uralsib and
MDM Bank, however, the contrast is quite
substantial. Everyone in this group, except
Absolut Bank, is unequivocally consistently
in poor shape, compared to the peers in
the first group of banks (most improved).

Criteria #4: Historic Performance
Consistency

According to the last criteria, historic
performance consistency, we observe a
steady decline among all of the banks found
in this group. In the case of Probusinessbank,
who parficipated in the study in all years
but one (2007), performance has been
negative and flat.

\!
$§,&° RN \&‘*c;a 3 e\&‘)oe X
Absolut Bank 8 5 8 3 14
Bank Uralsib [ 14 10 10 21
MTS Bank 7 7 19 12 23
MDM Bank 24 2 [ 7 29
Probusiness Bank N/A* 26 26 16 27

*Probusinessbank did not participate in the 2007 CEl
study.

To betterillustrate the trends, please refer to
the graphs and commentaries on the next

page.
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Historic Performance Trends: Group 1, Most Improved Banks in 2012
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UniCredit Bank (slightly declining)

UniCredit is consistently among the best-
rated banks in Russia, but its trend shows a
slight decline. In order to shift to a positive
frend, the bank will need to maintain positive
momentum it achieved in 2012.

Gazprombank (improving)

Gazprombank is improving over the years,
and it is rebounding after a very low level of
performance in 2010.

Sberbank (steadily improving)

Sberbank has demonstrated a steady frend
of improvement since 2008. If Sebrbank
continues on thisroad, it willnot only improve
its reputation but play an even stronger role
in market competition in Russia.

Bank Zenit (steadily improving)

Bank Zenit is showing steady improvement
since 2008, however, it has begun its road
from the bottom of the ratings. There is still
much work ahead.

Home Credit Bank (improving)

Home Credit Bank is showing a notable
improvement over the past four years of its
participation in the CEl. However, its sharp
rise to the top in 2012 is not a clearindication
of the future. Not yet, at least.
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Historic Performance Trends: Group 2: Worst Performing Banks in 2012

Absolut Bank (declining)

In the past, Absolut Bank performed well
above the average, but has fallen sharply
in this year's study. The overall frend shows
a decline.

Bank Uralsib (declining)

Bank Uralsib has been steadily declining
during the last five years, with its sharpest
decline (to below average position)
observed in this year's Index.

MTS Bank (declining)

Formerly MBRD

Formerly known as MBRD (Moscow Bank
for Reconstruction and Development), MTS
Bank has shown a consistent decline over
the years, placing it in the below- average
terriotory.

MDM Bank (declining)

Probably the worst fate of any bankin the CEl
since its beginning in 2007 was experienced
by MDM Bank. The level of performance
demonstrated this year unfortunately marks
the bank’s worst decline.

Probusiness Bank (slightly declining)

Since 2008, the first fime when Probusinessbank
was included in the CEl, the bank has shown a
flat and, at the same time, poor performance.
A brief moment of hope in was seen in 2010,
but the bank consistently receives below-
average scores in all CEl categories.
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—(HOT or NOT )-

«
Q\O

UniCredit Bank

A high ratio of DDA balances and a good
sales effectiveness performance indicate
that the potential customers are likely to
have a relationship with this bank after
opening an account here. UniCredit
Bank’s return to the top-10 is justifying a
lot of expectations for this bank.

Gazprombank

Maybe this bank does not have the
kind of reputation that it deserves. It has
gotten a lot better at making a positive
impression during the sales process and
its DDA balances indicate somewhat
loyal relationships. Perhaps the bank’s
government dffiliation and a great
number of salary projects helps.

S

MDM Bank

A very low level of DDA balances and
poor sales effectiveness scores suggest
that this bank is not doing well in
aftracting new customers or keeping
day-to-day relationships with existing
ones. This represents a disappointing
change from 2008-2009, when MDM Bank
was at the top-10 of the CEIl. Time has
revealed that the bank’s surprise success
was somewhat of a fluke.

( ) Probusinessbank

The lowest level of DDA balances in this
year's group demonstrates the bank’s lack
of day-to-day relationships and apparent
reliance on term deposits.. Probusiness-
bank stagnated to 27th place in the CEl,
overdll. It seems that the bank is compet-
ing almost exclusively based on price and
w= has little to show in terms of experience.

Based on the same logic, it is hard to say
how Home Credit Bank will fare in the
next few years. Obviously, the bank's CEl
rating this year demonstrated fremendous
progress in all categories, in addition to
strong sales effectiveness performance.
On the other hand, based on its demand
deposit ratio, it is clear that Home Credit
Bank is mostly acquiring term deposit
customers. This makes sense, in light of the
Bank's known plans to utilize its customer
deposits to fund its POS-lending activities.

The profit margin received this way
justifies the move; however, the long
term relationship with these customers
is still under question. For that reason,
and partly because of Home Credit's
prior performance in the CEl studies, it is
uncertain whether this year's “magical
enchantment” can be interpreted as a
move towards greater focus on long-term
relationship building with its retail customer
base. ®




APPENDIX 1
APPROACH TO CONDUCTING THE STUDY

As it was already mentioned, the Customer Experience Index (CEl) was created to measure the
performance of banks in key areas that are of particular importance to potential customers.

This study targets large retail banks in Russia, based on a number of criteria,

Retail deposits (must be in the top-80 nationwide, according to 2011 Central Bank data)
Retail loans (must be in the top-80 nationwide, according to 2011 Central Bank datal)
Retail network (nationwide presence and minimum 5 branches located in Moscow)

Using this method of selection, 39 banks were quadlified to be included in this year's CEl study.

The study uses data collected as a result of mystery shopping visits made to bank branches.
The branches were randomly selected and verified for the availability of both sales and service
functions. The target number of branches for each bank was determined respectively, based on
the size of the retail branch network within Moscow. The total number of branches to be visited
during the mystery shopping process (almost 300) was calculated based on certain proportions
that would allow us to arrive at a fair reflection of the overall branch network performance for
each bank.

The targeted branches were mystery shopped multiple times, by multiple individuals and at different
periods in order to ensure greater consistency and accuracy of the results. Branches that received
either extremely low or exiremely high scores (i.e. "+/-" one full point, based on a scale of 1.00 to
5.00) were checked again and again, as necessary, by different individuals and at different times,
until the margin of potential error was negligible. Each bank branch was visited at least twice; some
were visited 3 or even 4 times.

In addition, any of the banks whose final performance was significantly different from our last study
conducted in 2010 (i.e. “+/-" 10 positions in the rating) were, likewise, revisited, in order to confirm
and verify our findings.

The mystery shoppers utilized a specially designed score-card containing 30 different questions on
a scale of 1 to 5. The mystery shoppers engaged with the branch staff using both sales and service
type interactions and made inquiries using several standard case scenarios. An average branch
visit fook 20 to 30 minutes during primarily off-peak hours of operation, in order to avoid making
potential misjudgments during unusually high customer fraffic volume at the branches that could
have a negative effect on customers’ experience.

Mystery shoppers also collected various personal memories and observations which were later used
as testimonials, giving further insight about each branch visit (see Appendix 2).

The final performance assessment was made after a careful review and data analysis, ranking
banks according to cumulative scores obtained from each of their respective bank branches.
AVE (Brand + Communications + Environment + Offering + Culture)

5

Total Score =

Considering that this year marks the 5th time that we have conducted this study in Russia, this unique
report offers additional value in the form of comparative analysis of prior performance (especially
for banks that have appeared in the CEl before), notable trends and informative conclusions (see
Appendix 2).
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APPEN DIX 2 Scores & Ratings 2012

Brand
SCORES & RATINGS
& &£ O S &2 &
o 6‘“\; R &“\\ § & §
S o S S d L S o
0-0 O—=0—0—0-0-0——

1 Alfa-Bank 4.30 1 - 2 1 1
2 NB Trust 4.13 16 14 18 22 25
3 Raiffeisenbank 413 5 2 1 4 3
4 Citibank 4.04 -2 6 2
5 Sberbank 3.99 10 5 12 19 n
6 VIB24 387 4 -2 4 7 9
7 Home Credit Bank 3.83 22 15 1 15 -
8 Promsvyazbank 3.82 9 1 14 27 21
9 Renaissance Credit 3.80 - - - - - -
10 UniCredit Bank 3.73 1 1 3 8 2
1 Rosevrobank 3.58 - - - 34 -
12 OTP Bank 3.47 15 3 15 21 23
13 Credit Bank of Moscow  3.47 8 -5 21 17 -
14  Nomos-Bank 3.44 17 3 32 38 31
15 Russian Standard Bank 3.43 21 6 9 12 16
16  Bank Uralsib 3.43 12 -3 13 9 10
17 Bank of Moscow 3.31 18 1 22 16 15
18 Bank Zenit 3.23 30 12 34 46 21
19  Absolut Bank 3.20 3 16 7 3 4
20 Rosbank 3.16 32 12 28 23 18
21  Gazprombank 3.15 37 16 25 40 25
22  B&NBank 3.15 14 -8 17 13 8
23 Openbank 3.00 - - - 14 -
24 MTS Bank 3.00 13 -10 27 10 5
25 Orient Express Bank 3.00 40 17 - - -
26 Bank Vozrozhdenie 2.88 31 5 18 28 13
27  TransCreditBank 2.83 28 1 3 3 -
28 Probusinessbank 2.77 23 -5 24 35 -
29  MDM Bank 2.73 3 23 8 3 12
30 Bank Soyuz 2.63 26 -4 35 3 7
31 Master-Bank 2.58 26 -5 37 48 23
32 Bank Petrocommerce 2.50 24 -8 31 37 19
33 Rosselkhoz Bank 2.38 - - - - -
34 Investtradebank 2.33 - - - 39 -
35 Uniastrum Bank 2.25 33 -2 30 24 27
36 Bank of Khanty-Mansiysk  2.23 - - - - -
37 Transcapitalbank 2.18 39 2 - 43 -
38 Sovcombank 2.10 M 3 - - -
39 Sviaz Bank 1.83 - - - 26 13
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Scores & Ratings 2012
Communications
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Raiffeisenbank
Alfa-Bank

Home Credit Bank
NB Trust

UniCredit Bank
Nomos-Bank

VTB24

Citibank
Renaissance Credit
Promsvyazbank
OTP Bank
Gazprombank
Credit Bank of Moscow
Sberbank
Openbank
Rosevrobank
Absolut Bank

Bank of Moscow
Bank Zenit

Bank Uralsib
Rosbank

MTS Bank
TransCreditBank
B&N Bank

Russian Standard Bank
Bank Vozrozhdenie
Bank Soyuz
Master-Bank
Rosselkhoz Bank
MDM Bank

Sviaz Bank
Uniastrum Bank
Bank Petrocommerce
Probusinessbank
Orient Express Bank
Sovcombank
Investiradebank

Bank of Khanty-Mansiysk

Transcapitalbank

25
17
1
15

12
14
27
10
18

elele>>]>] €]

BERaa

eleleleleld]el>]el>]>] €]

€]

D> €f>] €]

€]

-16

13
20

34

14
1
30
10
18

28
37

27
22
32
17
15
16
23
36

19
31
35

12
20

33
1

21
24
39
18
30
14
32

25
50

26
19
37
10
12
16
36
43

33
22
33
47

27

45

18
26

13
10

19
1
15
24

26
12
17
22
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Scores & Ratings 2012
Environment

1 Raiffeisenbank 384 8 7 2 6 3
2 Citibank 3.84 1 -1 7 3 4
3 VTB24 3.72 6 3 4 13 13
4 Alfa-Bank 3.71 2 -2 1 1 1
5 Promsvyazbank 3.66 13 8 1 28 17
[} Home Credit Bank 3.60 21 15 17 17 -
7 Credit Bank of Moscow  3.49 1 4 12 20 -
8 UniCredit Bank 3.43 20 12 3 8 2
9 Bank Zenit 3.43 19 10 36 47 19
10 NBTrust 3.40 14 4 16 19 26
1 Nomos-Bank 3.40 17 6 33 38 29
12 Renaissance Credit 3.35 - - - - -
13 Russian Standard Bank 3.35 24 1 14 12 10
14 Gazprombank 3.25 29 15 23 24 30
15 OTP Bank 3.19 26 n 15 22 23
16 Bank of Moscow 3.17 23 7 22 23 1
17 Rosevrobank 3.15 - - - 21 -
18  Absolut Bank 3.10 3 -15 8 5 8
19 Bank Vozrozhdenie 3.08 15 -4 18 16 9
20  TransCreditBank 3.03 34 14 35 39 -
21 B&N Bank 3.03 12 -9 13 10 5
22 Bank Uralsib 2.98 18 -4 10 14 6
23 Openbank 2.96 - - - 1 -
24 MTS Bank 2.93 7 -17 19 7 7
25  Sberbank 2.91 31 6 21 32 14
26 Bank Soyuz 2.85 25 -1 29 33 15
27  Master-Bank 2.78 28 1 37 45 25
28  MDM Bank 2.75 5 23 6 2 24
29 Rosbank 2.68 33 4 32 31 20
30 Probusinessbank 2.67 10 -20 26 26 -
31 Orient Express Bank 2.60 32 1 - - -
32 Rosselkhoz Bank 2.53 - - - - -
33 Bank Petrocommerce 2.36 35 2 31 37 26
34 Investtradebank 2.20 - - - 30 -
35 Bank of Khanty-Mansiysk  2.17 - - - - -
36 Sviaz Bank 2.08 - - - 40 22
37 Sovcombank 2.00 40 3 - - -
38 Transcapitalbank 2.00 41 4 - 49 -
39 Uniastrum Bank 1.88 27 -12 27 27 20
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Scores & Ratings 2012
Offering

O 4 ) O
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1 Alfa-Bank 3.97 1 - 1 1

2 Raiffeisenbank 3.93 3 1 2 6 3
3 Promsvyazbank 3.72 1 8 1 28 17
4 Renaissance Credit 3.65 - - - - -
5 UniCredit Bank 358 18 13 3 8 2
[} Home Credit Bank 3.53 29 23 17 17 -
7 Citibank 3.52 7 - 7 3 4
8 Nomos-Bank 352 9 2 33 38 29
9 VTB24 3.37 5 -4 4 13 13
10 Absolut Bank 3.35 8 -2 8 5 8
1 Credit Bank of Moscow 3.29 15 12 20 -
12 Sberbank 3.26 17 5 21 32 14
13 Bank Zenit 3.18 35 22 36 47 19
14 Russian Standard Bank 3.15 19 5 14 12 10
15  B&N Bank 3.15 28 13 13 10 5
16  Bank of Moscow 3.03 20 4 2 23 N
17 Rosbank 2.94 10 -7 32 31 20
18 Bank Uralsib 2.88 2 -16 10 14 [}
19 OTP Bank 2.81 32 13 15 22 23
20  NB Trust 2.80 13 -7 16 19 26
21  Gazprombank 280 33 13 23 24 30
22 Rosevrobank 2.80 - - - 21 -
23 MTS Bank 277 22 -1 19 7 7
24 Probusinessbank 276 14 -10 26 26 -
25 Openbank 2.74 - - - 11 -
26 Bank of Khanty-Mansiysk  2.73 - - - - -
27 Bank Petrocommerce 2.68 30 3 31 37 26
28  Bank Vozrozhdenie 2.65 31 3 18 16 9
29 Bank Soyuz 2.63 33 4 29 33 15
30  MDM Bank 2.55 12 -18 6 2 24
31 Master-Bank 2.51 27 -4 37 45 25
32 Orient Express Bank 243 37 5 - - -
33 TransCreditBank 2.28 25 -8 35 39 -
34 Sviaz Bank 2.18 - - - 40 22
35 Investtradebank 217 - - - 30 -
36 Transcapitalbank 2.10 40 4 - 49 -
37 Uniastrum Bank 2.03 24 -13 27 27 20
38 Sovcombank 1.98 4 3 - - -
39 Rosselkhoz Bank 1.95 - - - - -
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Scores & Ratings 2012

Culture
R & @ R
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1 Alfa-Bank 4.20 2 1
2 Home Credit Bank 413 27 25
3 Nomos-Bank 4.10 13 10
4 UniCredit Bank 4.03 15 1
5 Raiffeisenbank 3.90 5 -
6 Renaissance Credit 3.85 - -
7 B&N Bank 3.80 22 15
8 Sberbank 3.73 18 10
9 Promsvyazbank 3.72 14 5
10  VIB24 3.72 7 -3
11 Bank Zenit 3.58 28 17
12 Absolut Bank 3.58 -3
13 Probusinessbank 3.50 -4
14  Bank of Moscow 3.47 24 10
15 OTP Bank 3.36 37 22
16  Citibank 3.30 3 -10
17 Credit Bank of Moscow 3.29 3 -14
18 Openbank 3.24 - -
19 Russian Standard Bank 3.20 23 4
20  Gazprombank 3.20 35 16
21  MTS Bank 3.07 12 -9
22 TransCreditBank 3.05 38 16
23 Bank Soyuz 3.05 28 3
24 Rosevrobank 2.95 - -
25 Bank Petrocommerce 2.94 26 1
26 NBTrust 2.93 16 -10
27 Bank Vozrozhdenie 2.93 32 [}
28  MDM Bank 2.90 4 -24
29 Bank Uralsib 2.88 10 -19
30 Uniastrum Bank 2.88 19 -10
31 Rosselkhoz Bank 2.75 - =
32 Rosbank 2.66 20 -12
33 Bank of Khanty-Mansiysk  2.60 - -
34 Master-Bank 2.54 31 -3
35 Orient Express Bank 2.53 17 -18
36 Sovcombank 2.48 39 3
37 Transcapitalbank 2.38 40 3
38 Sviaz Bank 2.33 - -
39 Investtradebank 2.23 - =
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Scores

Demand Deposit Accounts' Share of Total
Deposits (data from the Russian Central Bank)

N < @
R S E°
1 Alfa-Bank 58% 1
2 Citibank 57% 7
3 UniCredit Bank 56% 4
4 TransCreditBank 43% 26
5 Raiffeisenbank 32% 2
[} Rosevrobank 31% 20
7 Bank of Khanty-Mansiysk 29% 34
8 Rosbank 29% 24
9 Master-Bank 24% 30
10 Gazprombank 24% 19
1 Russian Standard Bank 24% 18
12 Sviaz Bank 23% 37
13 Bank Vozrozhdenie 21% 25
14 Bank Uralsib 21% 21
15 MTS Bank 21% 23
16 Bank of Moscow 19% 16
17 Bank Petrocommerce 19% 31
18 OTP Bank 19% 15
19 Absolut Bank 18% 14
20 VTB24 18% &
21 Sberbank 16% 10
22 Promsvyazbank 16% 5
23 Nomos-Bank 14% 8
24 Rosselkhoz Bank 13% 33
25 B&N Bank 10% 17
26 Transcapitalbank 10% 39
27 MDM Bank 9% 29
28 Renaissance Credit 8% 9
29 Bank Soyuz 7% 28
30 Bank Zenit 7% 13
31 Uniastrum Bank 7% 35
32 Openbank 6% 22
33 NB Trust 6% 1
34 Credit Bank of Moscow 5% 12
35 Orient Express Bank 4% 31
36 Home Credit Bank 3% 3
37 Investiradebank 2% 36
38 Sovcombank 2% 38
39 Probusinessbank 1% 27

Scores & Ratings 2012
5 Elements

2007 =2008 = 2009 =2010 = 2012

& Ratings 2012

Brand 3.40 3.37 340 3.30
Communications 3.47 3.30 3.50 3.42
Environment 325 3.32 330 344
Offering 3.10 3.31 335 3.39
Culture 3.39 3.44 348 3.58
AVERAGE 3.32 3.38 341 343

3.13
3.18
2.98
2.88
3.18

3.07

Scores & Ratings 2012
Sales Effectiveness

N A

Average

Scores & Ratings 2012
5 Elements

Yr

e
‘“Z@ \S&“ & '9%
\gt V@ o

R RS K
1 Alfa-Bank 3.50 1
2 Nomos-Bank 323 8
3 Home Credit Bank 2463 3
4 Absolut Bank 2463 14
5 Renaissance Credit 250 9
[} Gazprombank 242 19
7 VTB24 242 4
8 B&N Bank 233 17
9 Sberbank 221 10
10 Citibank 213 7
1 UniCredit Bank 213 4
12 Raiffeisenbank 200 2
13 Bank Zenit 1.88 13
14 Russian Standard Bank 1.83 18
15 Probusinessbank 1.83 27
16 Bank of Moscow 1.76 16
17 OTP Bank 1.71 15
18 Promsvyazbank 1.70 5
19 Credit Bank of Moscow 1.50 12
20 Rosevrobank 1.50 20
21 NB Trust 1.38 11
22 Bank Soyuz 129 28
23 Openbank 127 22
24 MDM Bank 125 29
25 TransCreditBank 1.13 26
24 Bank Vozrozhdenie 1.00 25
27 Uniastrum Bank 1.00 35
28 Rosselkhoz Bank 0.96 33
29 MTS Bank 0.83 23
30 Master-Bank 0.78 30
31 Bank of Khanty-Mansiysk 0.78 34
32 Transcapitalbank 0.75 39
33 Bank Petrocommerce 0.70 31
34 Sviaz Bank 0.63 37
35 Rosbank 0.53 24
36 Investtradebank 0.50 36
37 Bank Uralsib 0.33 21
38 Orient Express Bank 025 31
39 Sovcombank 0.25 38

Culture
Commu
Brand

nications

Environment

Offering
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(from page 9)

BEYOND “PRODUCTS & SERVICES” IN
BANKING

number of cafes in the US where
“financial baristas” serve coffee as
they engage visitors in conversa-
fion about their financial needs and
explain ING Direct’s capabilities for
savings accounts and mortgages.
The cafes work, generating scores
of millions of dollars in new accounts
every year at zero cost to ING Di-
rect, for it created places so worth
experiencing that customers gladly
pay for their coffee, tea, biscotti,
and sundry items of memorabilia
(mugs, pens, hats, bags, and the
like) — so much so that the purcha-
ses cover the cost of the places.

Most banks around the world find
themselves so far removed from
this fourth level of economic value
that they must heed a fundamental
principle: The easiest way to turn a
service into an experience is to pro-
vide poor service - thus creating a
memorable encounter of the un-
pleasant kind. And the surest way
to provide poor service is to treat in-
dividual clients via rote, impersonal
activities that do not vary no mat-
ter who they are or what they rea-
lly need. Customers have received
such treatment ever since service
providers embraced the very same
principles of mass production that
manufacturers used fo dramatically
lower costs. And it's become even
worse as the forces of commoditi-
zation that hit manufacturing now
attack services.

But the opposite principle holds
frue: mass customizing a service
can be a sure route fo staging a
positive experience. If you design
a service that is so appropriate for
each particular person, a service
that is exactly what the customer
wants and needs at this moment
in time, then you cannot help but
make him go “Wow!"” and turn it into
a memorable experience. And that
is key to forming lasting relationships
with consumers. It's not about the
“products and services” you want
to push out to consumers (espe-
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cially since banks actually have no
“products” and generally commo-
ditized services); it's about creating
unique experiences within them ba-
sed on knowing more about consu-
mer wants and needs than anyone
else — perhaps even more than they
know themselves.

Going Beyond Experiences

So what happens when you custo-
mize the experience itselfe When
you customize an experience to
make it is just right for an individual
— providing exactly the experience
he needs right now, at this moment
in fime — you cannot help but turn
it infto what we often call a "life-
fransforming experience,” one that
actually changes that individual. As
the accompanying figure makes
clear, this fifth level of economic va-
lue is fransformations, which com-
panies build on top of experiences
just as they build experiences on top
of services.

With transformations, the economic
offering of a company is the indivi-
dual person or company changed
as a result of what the company
does. With transformations, in other
words, the customer IS the product!
The individual buyer of the transfor-
mation essentially says, “Change
me"”. The company's economic
offering isn’t the materials it uses, nor
the physical things it makes. It's not
the processes it executes, nor the
encounters it orchestrates. When a
company guides a transformation,
the offering is the individual.

That is what consumers fruly seek
with their finances — even if they ro-
rely look to banks for it foday — for
the simple reason that money is a
means to an end. If you provide
the end - helping individual cus-
tomers understand and then fully
realize their aspirafions regarding
their selves, their lives, and their fa-
milies — rather than the means, then
you will create much more value
for your customers, and therefore
much more economic value for
your bank.

So consider how you can combine
mass customized solution packages
with personal guidance and aspi-
rational advice to help customers
achieve their aspirations.

Such outcomes rarely result from
one life-fransforming experience,
but rather from a number of ex-
periences that guide customers to
meet multiple goals over several
periods of time. Think of it in terms
of a three-stage process. First co-
mes diagnosis, where you elicit
from your customers what their frue
aspirations are, and then agree
on where they are today. With the
knowledge of that gap, you can
then design the right solution pac-
kage and series of experiences —
the second phase — that in sum to-
tal yield the transformation they so
richly desire. Do not forget the third
phase: follow-through. You need to
follow through with your individual
customers to ensure that the frans-
formation takes hold, that they do
in fact achieve their aspirations as
circumstances change (including
the overall market) over time, and
sustain that transformation through
fime. And as you do so, you will also
find that their aspirations grow and
expand info new arenas, giving you
ever-more opportunities thanks to
the lasting relationship you have fi-
nally created by focusing on your
customers’ frue needs, rather than
on pushing your “products and ser-
vices."”

From Contractual Obligations
to Lasting Relationships

Most bank dealings today provide
the opposite of this. They are pu-
rely contractual, just as with true
commodities. As ING Direct and
other such banking experience
exemplars show, however, moving
from services to experiences provi-
des the opportunity to get close to
consumers and create lasting rela-
fionships with them. And how much
more will consumers desire that re-
lationship when you not only give
them the experiences they desire
but guide them intfo achieving their



heartfelt aspirations for why they
save, borrow, and use money in the
first place?

If you start with your consumers
rather than your products and ser-
vices, you can create a virftuous cy-
cle. As you learn more about what
each individual consumer wants
and needs, you can better customi-
ze to meet those desires. When you
mass customize your services, expe-
riences, and transformations to con-
sumers, they benefit greatly. When
they benefit, they are much more
likely to come back to you when
next in need, which means you
have the opportunity to learn more
about them and mass customize to
them. They benefit even more and
therefore come back fo you again,
and so on and so forth until you sha-
re a very tight learning relationship.
Such a relationship grows and dee-
pens over time based on what you
know about your customers and
what you can do for them.

The benefits of such relationships
with banks are many. Your custo-
mers tend to consolidate their fi-
nancial lives with you, and you gain
increased loyalty and revenue. You
fulfill more of your customers’ needs
with your offerings, reduce risk ba-
sed on a clearer picture of each
customer’s financial life, and have
less to worry about with competiti-
ve offers from other banks, as your
customers become less sensitive to
pricing and much more sensitive to
getting what they want and need.

Perhaps the greatest benefit,
though, from staging financial ex-
periences and guiding financial
fransformations is that you thereby
change the world, one customer at
afime. ®

(from page 11)
THE RELATIONSHIP-CENTRIC BANK

the consumers surveyed were very
satisfied that their primary bank un-
derstood their needs. And, when
related fo a major life event, such
as getting married, having a child,
nearing retirement, or moving to a
new home, only 18% of the consu-
mers surveyed reported that their
primary bank had contacted them
to suggest appropriate products.'®
Shouldn't understanding customer
needs and helping them through
maijor life events be some of the
primary activities for a bank?2

Why Banking Relationships
are Different

Customers have regular contacts
with many businesses that intersect
with their lifestyle, yet banking rela-
fionships are a bit different. Signing
for almost any banking product will
commit the customer to ongoing
contact with the bank for months,
years, possibly even decades, so
the psychology of the purchase
must be different from that of other
service industries - restaurants, ho-
tels, airlines - that do not require
such a long-term commitment. In
fact, if we map different industries
based on the level of difficulty of
changing providers and the level of
confractual commitment fo provi-
ders, banks are clearly in an advan-
fageous position.

Purchasing a bank product is inhe-
rently an act of attachment, and
banks fall info the group of busi-
ness that we refer to as “Join” bu-
sinesses. In "“Join” businesses, the
products are similar to those of a
membership in that their purcha-
se will initiate ongoing or semi-on-
going contact with the provider. In
this sense, an inherent relationship
begins with the sale.

Many banks understand this con-
cept, and some even refer to their
customers as members, which is a
huge step in the right direction. Un-
derstanding that healthy relations-

hips with customers must include
benefits outfside of the minimum
confractual obligation is the begin-
ning of understanding how to build
loyalty. We often draw inspiratfion
from Maslow's Hierarchy of Needs
(originally articulated by Dr. Abra-
ham Maslow in a paper that was
published back in 1943)'" to better
understand the building blocks of a
healthy relationship. However, con-
sidering that the banking relations-
hip is an ongoing collection of con-
tacts and interactions between the
bank and the customer, we would
build the bank relationship hierar-
chy of needs with a slightly different
twist, as follows:

Self- Growth &
Actualization Transformation

Esteem Status / Esteem
Love / .
Belonging EEmEie]
Safety Trust & Security
Physiological Relevance

These five elements represent levels
of a relationship with a bank that
illustrate a hierarchy growing to a
more fulfilling relationship with the
bank as you move through each
stage. Moving through these stages
would indicate that the relationship
would become more fulfilling to the
customer and would create the
desire for closer confact.

Throughout the course of the rela-
tionship, the customer may purcha-
se and use many different bank
products, and there is a distinct di-
fference between the benefit that
a customer receives from each
individual bank product and the
value and benefit of the ongoing
relationship. Therefore, we must
view the ongoing relationship with
different characteristics and assess
the health of the overall relationship
separately from the quality of pro-
duct usage. Our Banking Hierarchy
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of Needs shows the progression of
the relationship in ferms of the value
that it can bring to the customer.

* Relevance - Is there a relevant
reason for contact with the bank
outside of purchasing and/or using
a bank product? If not, then the re-
lationship will simply remain that of
user/provider. If banks wish fo deve-
lop deeper relationships with cus-
tomers, especially with the hyper-
connected, self-serving customers
today, then they will need to find
relevant reasons for confact ouftsi-
de of sales activities and servicing
products that they already sold.
Contacts related to planning, bud-
geting, advice, education, special
events, etc. would help to create
relevant reasons for contact outside
of sales and service.

e Trust & Security - Is the bank a
frustworthy and reliable source for
these types of contacts and can
the bank be frusted to be impar-
tial and act in the best interest of
the customer?2 Many banks offer
some kind of advice, but it is usua-
lly very strongly fied to the sale
of a partficular product that they
are pushing. In fact, most advice
that we come across when visi-
ting different banks is designed fo
highlight a particular product that
the bank is selling rather than iden-
fify and act on the frue needs and
goals of the individual. Some advi-
ceis given before even asking ques-
fions about the individual's needs
and goals. This will surely generate
some level of distrust and create a
barrier for the customer to pass this
stage in the hierarchy.

* Belonging - Does the customer
feel that they belong in the relation-
ship with the bank?2 This has a few
different implications: 1) understan-
ding different customer groups and
personality types so that the bank
can inferact with them approprio-
tely, 2) ensuring that customers feel
welcomed at any point of contact
and that the staff is genuinely in-
terested in creating a positive and
fulfiling contact for the customer,
and 3) creating aspects of a club-
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like atmosphere where customers
can participate in events or activi-
ties with people that are in the same
customer group or share the same
interests.

* Status/Esteem - How does the
customer feel about the relations-
hip with the bank when they are not
interacting with the bank? Are they
proud of their relationship2 Do they
talk about benefits that the relation-
ship brings? Do they feel increased
status when using the bank card
or talking about the relationship?
Banks will need to focus more on
how customers feel about the rela-
tionship. If customers are unable to
feel good about themselves when
thinking about the relationship, then
the relationship will always be aft risk.

¢ Growth & Transformation - How
does the bank relationship help the
customer to achieve their dreams,
goals, and aspirations? People do
not dream of arelationship with their
bank, or a mortgage, or a car loan.
They do, however, wish they could
have a better day-to-day quality
of life, help solving a problem, and
help realizing goals and dreams. If
a bank can play a role in helping
with these items, with the growth
and fransformation in a person’s life,
then the frue meaning of Maslow’s
self actualization can be achieved.
If not, then the relationship will be
unfulfilling for the long-term. In other
words, the bank customer may be
satisfied with the quality of usage of
the product that they purchased,
but the relationship will not fulfill one
of the key components of the hie-
rarchy of needs.

If banks begin to view their rela-
tionships with customers with the
possibility of helping their customers
achieve their dreams, goals, and
aspirations, this is a much more ap-
propriate use of Maslow's Hierarchy
of Needs. As it applies to the ban-
king relationship, we could almost
view it as a marriage of sorts. And
to extend this idea even further, it
is possible that customers, happy
and fulfilled with the relationship,
might choose to consolidate their

financial activities in one place - in
effect transitioning simple loyalty
(which allows a customer to be lo-
yal to more than one provider) to
monogamy (loyal to and consoli-
dated into one relationship).

This marriage would be nirvana for
bankers - lower operating/infras-
fructure costs, lower risk, lower cost
of acquisition per customer, lower
customer aftrition, higher profit per
customer, higher deposit balances,
and higher number of products per
customer. What banker would ar-
gue with these benefits?

What Customers Really Want

A while back, a friend told me that
he would move back to cash and
completely avoid banks if he could
survive without owning bank pro-
ducts. His exact words, “My bank
provides no significant value for
what | pay, and usually, they make
my life more difficult.” | started
asking other friends, co-workers,
aquaintances if they felt the same
way about their banking relations-
hip, and my search revealed similar
feelings. When | asked people why
they hadn't already left their bank
for another, the answer staggered
me: “The others will probably be
just as bad.” This answer had mul-
fiple variatfions, but the basic result
is that people’s banks are satisfying
only the most basic, rational requi-
rements to retain their business, and
it seems that people have simply
learned not to expect much from
their banks.

With this in mind, we started spea-
king with our clients and bankers at
conferences and asked if they sur-
veyed their customers to see what
they really wanted from their bank.
The result was that customers want
good quality service at a low pri-
ce, preferably free. Big surprise! Is
it simply that customers cannot ar-
ficulate what they would like to get
out of a banking relationship, oris it
that they just cannot imagine that it
is possible (i.e. they expect so little



that they wouldn't possibly say so-
mething bold like, “I want my bank
to be there for me when | have a
problem and to help me to achieve
my goals in life.”)?

We started working with clients to
ask the question a bit differently
and asked bank customers fo com-
plete the following open-ended
statement:

“As a result of my relations-
hip with my bank, my life is

"

The answers usually come back hea-
vily weighted to the negative side
and with very logical and thoughtful
explanations of why they answered
in that manner. Customers feel that
their banks are not doing what they
should to help, and, in most cases,
they are making life more difficult,
rather than understanding their
role as a helper, facilitator, enabler.
It gets even worse if you ask custo-
mers to choose from a list of adjecti-
ves to describe how they feel about
their current relationship with their
bank and how they would like to
feel about that relationship.

We then started using surveys with
scales related to different aspects
of the bank relationship and asking
customers to rate what they are
currently getting out of their bank
relationship and what they think
they should be getting out of the
relationship both in rational and
emotional ferms. The results showed
that there is clearly a gap between
the benefits that people would like
fo have and what they are getting
today. It also showed that there is a
large segment of the population wi-
lling fo pay more for those benefits.

Maybe there are customers out the-
re who are just looking for good ser-
vice at a low price, but we found,
repeatedly, in several different
countries, that there is a significant
portion of the population that is
seeking more from their banking
relationship and are willing to pay
for it. It seems there is a need for
this relationship-centric  approach

that has not been covered by
sales-force effectiveness, operatio-
nal effectiveness, service quality,
and all of the other methodologies
that are designed to improve sales
and service. It seems that a signifi-
cant market exists for those banks
that are structured to engage in
meaningful relationships with cus-
tomers. And these customers are
seeking an easier fime managing
day-to-day finances, as well as help
solving problems when they arise,
reaching their goals, and achieving
their dreams. They want to feel that
they belong with their bank part-
ner, they want to feel good about
the relationship, and they seek the
growth and fransformation that a
bank can offer. But they clearly are
noft finding it today.

B. Joseph Pine Il and Jim Gillmore
illustrate this for us once againin their
recently updated version of “The Ex-
perience Economy”'? by showing
the highest level in their Progression
of Economic Value when organizo-
fions can use a series of positive and
engaging customer experiences
fo guide a fransformation in the life
of the customer. We look at this as
the goal of the ongoing relationship
between customer and bank.
The customer will purchase and
use many different bank products
throughout the course of the rela-
tionship. Those contacts (purchase-
related and usage related con-
tacts) can be engineered to be
experiential in the sense that each
individual contact can be positive
and engaging, possibly even me-
morable. But the sum of those con-
tacts, and the resulf for the customer
in the ongoing relafionship, must be
that the customer s “better off” than
they would have been without that
relationship.

“As a result of my relationship with
my bank, my life is better than it
would have been without them.”
How many people can say that?
We have found, again repeatedly,
that there is a significant portion of
people who believe that it is possible
even though they cannot answer in
this manner today.

As mentioned in the article “The
Operational and Management Di-
lemma...” on page 12 the coming
decade could be a period in which
Russian retail bankers could pioneer
new models of customer inferaction
and engagement. This new fronfier
of relationship-centricity surely re-
presenfs an interesting ferritory for
confinued exploration and develo-
pment. Which Russian bank will be
the first fo design a retail business
that is capable of consistently deve-
loping healthy, mutually beneficial
relationships with their customers? B
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(from page 13)

THE OPERATIONAL AND
MANAGEMENT DILEMMA FOR
RUSSIAN BANKERS

Having a centralized operations
group allows for a major leap in both
productivity and control. New tools
and approaches can be introdu-
ced. One client bank has been able
to implement an operations dash-
board which aggregates over 700
parameters and provides an “early
warning system” for identifying
potential issues. This hierarchically
organized dashboard serves as a
focal point for discussions between
front and back-office units and as
a management tool for top and
middle management in Operations.
Discussions have moved from sub-
jective assigning of blame to objec-
five collaboration aimed at systemic
solufions.

Another bank with a large len-
ding operation across credit card,
mortgage, auto and point-of-sale
businesses was able to pool all un-
derwriting resources and dynami-
cally assemble an identification
and verification process of varying
complexity depending on a matrix
of risk parameters. Resource savings
topped 30% while, at the same time,
cost of risk diminished.

After the introduction of computers,
the design of operations in banks
has followed a similar trajectory in
all market economies, albeit on
different schedule. Due to the ac-
ceptance of past experience and
global best practices, the later the
transformation started, the more
compressed the full cycle became.
Often, foreign acquirers or expatria-
fe hires have brought with them the
latest know-how and frained local
falent whose mobility then distribu-
ted best practices into the market.

In the U.S., the transition from an au-
fonomous branch to foday's cen-
fralized model has taken roughly
50 years, in Western Europe - 30
years, and in Central Europe - 10
years. In CIS countries, and speci-
fically in Russia, the fransition is still
under way, but the leading institu-
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tions have completed the fransition
in less than 5 years. For the rest of
the market, it will be increasingly
difficult to compete without cat-
ching up. Those Russian banks that
are not actively and systematically
moving forward with this evolution
of their operating model will likely
feel the "choke" of capacity and
quality problems shortly, if they do
not feel this already.

Approach to Business

The second dimension of any ope-
rating model is the approach to bu-
siness. This aspect is more country-
specific and several models tend
to coexist in any given market. We
have identified four distinct stages of
development:

1. Balance sheet-centric - this was
the starting point of most Russian
banks. Business is generally split info
asset and liabilities silos without con-
sideration for the customer or pro-
duct grouping. Products do not form
a coherent offering and sometimes
tend to cannibalize each other. Pro-
duct or customer profitability is often
not measured.

2. Product-centric - products are
split into their natural groups and
organized by business line, e.g. Re-
tail, Corporate or Investment Bank.
Product profitability may be unders-
tood, but customer segment profita-
bility is often not.

3. Customer-centric — business lines
are organized info product factories
and distribution channels. The or-
ganization focuses on contact and
product quality, but customer con-
tacts are still freated as separate,
one-off events. Bank initiated con-
tacts are almost entirely sales-focu-
sed. Measurement of both product
and custfomer segment profitability
should be standard practice.

4. Relationship-centric — few orgao-
nizations globally have finalized this
fransition, and none in Russia have
achieved this level. The organization
in this state has a fierce focus on pro-
duct and customer interaction qua-
lity and views a customer holistically,

freating each confact as part of a
larger, ongoing relationship. A bank
at this stage actively identifies op-
portunities fo reach out to the custo-
mer outside of sales contacts to sup-
port relationship building. The custo-
mer views himself as being better off
as a result of the relationship and is
less price sensitive on individual pro-
ducts when considering the added
value derived from the ongoing
relationship. In addition to product
and customer segment profitability,
the bank estimates the lifetime va-
lue of different customer segments
and develops separate business
activities (outside of selling and ser-
vicing products) to strengthen and
enhance customer relationships.
(See article "The Relationship-Centric
Bank" on page 10 for more information
on relationship-centricity)

Management Model

The fransformations in the organi-
zation of operations and the ap-
proach to business must correspond
with the transformation of the ma-
nagement model of the bank. Too
often, banks try to “squeeze” these
new practices into existing manage-
ment models designed for previous
evolutionary stages — which almost
guarantees difficulties, if not failure.

Another common problem is the
"developer / manager” syndrome.
As banks move through the opera-
tional and business transformations,
a separation must emerge between
those that “develop” and improve
the bank and those who "mana-
ge” the day-to-day activities of the
bank. Often, business and opera-
tions managers are too busy with
day-to-day activities to create an-
ything other than incremental im-
provements to their business. This, in
almost all cases, leads to very slow
development and has contributed
to loss of competitive advantage
for many banks around the world as
other banks develop and innovate
at a faster pace.

With an organizational structure
and management model thatis ca-
refully designed for the appropriate



evolutionary stage of a bank, along
with a market strategy and a detai-
led tactical implementation plan,
banks are much better positioned
fo gain market and competitive
advantage through a carefully
choreographed chain of improve-
ments and innovations.

The Russian Market

The main difference between Rus-
sia and other markets is the speed
in which these transformations are
taking place in operating models
(operational organization, busi-
ness approach, and management
model). Today’s Russian banks are
fransforming at a pace 10 fimes fas-
ter than the U.S., 6 times faster than
Western Europe, and at least twice
as fast as their Central European
neighbors — often skipping one or
more of the evolutionary stages al-
fogether.

The second difference between
Russia and other marketfs is the
complexity. Being a country with
11 tfime zones, significant cultu-
ral diversity, and varying levels of
socioeconomic development al-
ready presents substantial difficul-
fies in infrastructure development,
expansion, management, efc. Af
the same time, we consistently hear
about the problems developing a
healthy, productive internal cultu-
re amongst the people developing
the business and a skilled, relation-
ship-centric workforce on the front-
line. And finally, the market itself
has become much more complex
both in terms of the competition
(see “Sales Effectiveness” article on
page 32 for more information on
non-fraditional competition in the
Russian market) and also the cus-
fomers - who have varying, and of-
fen inconsistent, expectations from
banks related to quality and price.

Going forward, these transforma-
fions will not become easier. In
many areas, the leading Russian
banks are moving into a territory
that will soon be ahead of their
Western counterparts, mainly be-
cause they are less limited by lega-

cy technology and decades-old
management models. Many of
today's Russian banks will have the
opportunity over the next decade
to pioneer in several different deve-
lopment areas as they implement
new technologies and transition to
a relatfionship-centric business ap-
proach. Unfortunately, these deve-
lopments are accompanied by an
additional layer of complexity and
a higher degree of uncertainty. A
normally prudent “test and learn”
approach no longer works since
the market changes too fast to
draw relevant conclusions from a
small test.

Our forecasts show that the com-
petition amongst Russian retail
banks will infensify in the coming
years. Therefore, those banks that
are currently frailing behind the lea-
ders in developmental terms should
take this moment very seriously if
they hope to survive the next wave
of development and transforma-
tion in the Russian market. A “test
and learn” mentality for banks sfru-
ggling to catch up is surely inap-
propriate at this time. Yet, a “big
bang” approach without an ex-
perienced guide brings even more
risk. Learning from mistakes, and
bearing the cost of fixing them, will
only delay development and wi-
den the evolutionary gap between
the leaders and the laggards. B

(from page 14)

BRAND AND COMMUNICATIONS:
: PAST, PRESENT AND FUTURE

Russian retail banking industry clo-
i ser to international standards, as
¢ far as branding and communica-
¢ fions are concerned.

¢ The newer and refreshed logos are
{ now accompanied by catchy slo-
gans, the visual imagery is more
1 aesthetfically pleasing, brands are
: being positioned in the marketplace,
¢ and everyone seems to have adop-
i ted a practice of setting brand va-
¢ lues and missions.

¢ As far as organizational structure and
¢ functions, there is now a greater level
of integration between departments
. that work on market research, PR,
¢ brand management, and commu-
i nications.

: At the same fime, customer com-
: munications have become more
: graphic, creative, and sophisticated
: with the use of a proper media mix
¢ that includes above the line (ATL)
. and below the line (BTL) marketing,
: merchandising and literature. Pro-
motional campaigns, direct mail, lo-
: cadlized campaigns, internet banners,
¢ emails, and viral marketfing have he-
* ralded the age of modernization and
greater professionalism. Some of the
: banks have even learned to measu-
¢ re campaign performance and the
effectiveness of their marketing bud-
1 get.

As one of the notable developments,
¢ the key message for retail customers
¢ has shifted towards making informa-
i five statements about service bene-
. fits and product features. However,
¢ the main focus is still on the product
: (its price, features, terms and condi-
i fions) and not the customer. Hardly
: any communications that we obser-
. ve today speck about the benefits
that customers would experience
: from the relationship with their bank,
¢ which franscends the use of a single
: product, such as a deposit, a credit
i card, or an auto loan. Banks still ad-
. vertise products and they tend not
¢ to talk much about the value of the
relationship. Popular slogans and
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general image-building statements,
such as “we are always with you”,
“customers come first”, “we're just
around the corner”, do not ade-
quately capture the relationship
aspect, other than making a certain
limited promise.

Moreover, retail banks in Russia, fo a
large extent, do not use segmented
brand and communication stra-
tegies. They simply separate their
overall marketing strategies into
retail and corporate client groups,
perhaps adding the VIP segment
that focuses on the high-net-worth
population. Essentially, the segmen-
tafion approach for branding and
communication, if any, focuses on
income levels and other basic de-
mographic characteristics.

But things are quickly changing,
offering a view of what the future
may hold.

The Future

What took the West over several de-
cades, in ferms of historic evolution,
has taken place in Russia in just seve-
ral years. The future seems to arrive
here very fast, whether by importing
international best practices or by
innovation. Russia is fruly an exciting
marketplace.

Following the footsteps of general
retailers, FMCG, and telecom sec-
tors, the retail banking industry alll
over the world is gradually shifting to
more emotional content in its bran-
ding and communications. Some
are even parting ways with the word
“bank™ in their name. The sharp
confrast, suggested by this depar-
ture from the traditional way of po-
sitioning themselves in the market,
indicates that banks are undergoing
a certain evolution. Indeed, after ex-
periencing the jolt of the internatio-
nal economic crisis, banks are eager
tfo change. The level of heightened
competition for loyal customer rela-
fionships is forcing the banks to look
outside the box, even if it means
adopting revolutionary methods
and making drastic changes. There
are enough examples, even in Rus-
sia, that offer a glimpse of the future.
As it concretely relates fo banking
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brands and the style of customer-
oriented communications, retail
financial institutions will inevitably
have fo adjust in order to create
an emotional appeal to a diverse
group of customers. It will require
them to properly recognize each
customer segment and what drives
and motivates customers in not just
day-to-day life, but also long term.
This means that banking brands and
their positioning will need to shift
towards a relationship-centric mo-
del that focuses on the benefits and
outcomes gained by the customers
due fo the relatfionship with their
choice provider of banking services.

Communication campaigns and
literature, regardless of their type or
form, will need to be fine-tuned to
deliver a clear message to custo-
mers that banks actually can play a
more substantial role in life than just
offering this or that isolated product
or service. As a result, the value pro-
position itself will change.

A proper brand construct should
include a brand story, a personali-
ty, distinct attributes, a tone of voi-
ce, and a visual style that combine
to form a unique brand identity.
When talking about brands, | often
make an analogy to a human. The
brand is a live organism. It is not just
a drawing on a piece of paper. If
has a past, a present, and a futu-
re like any other live being. It has a
certain attitude, and it appeals fo a
certain group of people who form a
circle of friends that associate with
it. Brands, just like people, can have
friends (i.e. customers) of different
backgrounds and social standings.
But more importantly, these “friends”
can find something in common in
terms of their opinions, aspirations,
and dreams. That is why friends like
to hang out together; because they
share a common interest and also
because they help each other. And
if that friendship is good and regu-
larly rewards both sides with positive
experiences, the relationship is likely
to last for a long time.

All loyal friendships are based on a
stfrong and trusting relationship that
is forged during good times and
bad. It certainly does not come

overnight. And it most certainly does
not originate from just one or two iso-
lated instances of cooperation over
a set term or within a certain deadli-
ne. That is why banks must eventua-
lly reform themselves and put away
their product focus in order to deve-
lop loyal customer relationships. This
kind of thinking must visibly manifest
itself through brand and customer
communications.

Furthermore, a truly successful rela-
tionship must play a genuine and re-
levantrole in each partner’slife. The-
refore, each contact or an event
where the two sides come to meet
should be meaningful. If one side so-
licits the other on a regular basis with
useless or irrelevant information, the
other side will naturally grow distant
and distracted up to a point where
that relationship may deteriorate
and wither. To approach this cha-
llenge, companies should carefully
construct and integrate internal
functions to support the brand or-
ganism and use effective communi-
cations to promote the relationships
with all of its many “friends”, regard-
less of their size, shape, and gender.

In addition, since we are talking
about building loyal customer rela-
tionships, the banks will need to pay
much more attention to post-pur-
chase communications. Presently,
too much attention is given to at-
fracting new customers and driving
sales, as opposed fo retaining cus-
tomers and expanding their already
existing relatfionships fo create more
attachment. For that purpose, | think
the future methods of communica-
tion will tend to be more targeted
and use an even greater variety of
delivery methods, especially digital
communications.

The internal organizational structure
that would support the future ap-
proach will have to be more sensi-
five to customer segments. Essen-
tially, as the supporting functions for
the overall “retail” business line, the
appropriate departments will begin
to adopt a segmented model, whe-
reby their work deliverables will have
to correspond to respective custo-
mer segments (as indicated in the
illustration on page 15).



Obviously, purely cosmetic changes
alone, through graphic rebranding
or refreshment, often witnessed in a
form of new logotypes, color sche-
mes, photographic images, and
various other design elements, will
remain just that: cosmetic changes.
In other words, putting a new sticker
on the same old car is not going to
make it more comfortable to drive.
Personally, | find the “lipstick on a
pig” analogy more amusing. While
it is funny, it is also absolutely true.
Too often we see companies apply
lipstick to cover up what, in essence,
has still not changed. As Steve Jobs
once famously said, “Some people
think design means how it looks. But
of course, if you dig deeper, it'sreally
how it works.”

In the near future, retail banks will
have to learn to be as agile and
open-minded as their peers in other
retail sectors. | would like to particu-
larly mention the telecom industry
as just one example, because they
seem to be much more "“in tune”
with consumers.

Telecoms tend fo have a massive
and, at the same time, very diver-
se customer base. To be successful,
they have to appeal to each seg-
ment in a different way. They cons-
tantly innovate, adjust their offering,
infroduce various perks and rewards,
use modern and sophisticated tech-
nologies, and generate some of the
most creative campaigns. They are
just constantly on the move. It is the
nature of their business, especially
given the ease with which customers
can switch from one provider to the
next. So, the fun never stops for the
tfelecom companies. Nevertheless,
in terms of brand management and
the style of their communications, |
would venture to say that telecom
companies are way ahead of their
retail banking colleagues who share
many similar challenges.

While | do not expect most of the
refail banks in Russia fo transform
overnight, | believe a few prime can-
didates will drive change and force
others to follow. Today, we already
see clear signs that the market is ripe
for change and that customers are
more than ready fo receive it. B
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Moscow, Russia, 127055

T: +7 495 937 46 88

E: info.russia@senteo.net

SENTEO LONDON
Northcross Road

London, SE22 OPZ, UK

T: +44 78 13 96 00 38

E: info.europe@senteo.net
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