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Banks get customers' numbers 
By CHRIS SERRES, Staff Writer 
With sophisticated software, some of North Carolina's largest banks have begun measuring the profitability of each of their customers. And they are using that data to determine what level of service to provide, and to whom. 

Consumer advocates say the technology -- used by such banks as Bank of America, RBC Centura Banks and Central Carolina Bank -- could lead to discrimination and invasions of privacy. The banks say it's no different from airline frequent flier miles or supermarket loyalty cards. 

For instance, RBC Centura of Rocky Mount, which has 243 branches in the Carolinas and Virginia, has created three classes of customers: A, B and C. 

Those in the A category are considered "highly profitable" and might qualify for lower rates on loans and credit cards. B customers are somewhat profitable; they can get some fees waived on occasion. And C customers are barely profitable or cost the bank money, which means they can expect more direct mail offers and sales calls as the bank tries to move them up to A or B. 

Phil Jeffries, an RBC customer from Garner, suspects he's a C. On three occasions over the past several months, the retired tow truck driver has opened his mailbox to find mail from RBC. He also has received a telephone call from an RBC banker who wanted to discuss his financial future. 

"I knew something was up because my bank never contacts me," Jeffries said. 

For banks, profit measuring is new territory -- and it's stirring up controversy. There is still a widespread view that banks should provide comparable service to everyone -- from the millionaire retiree to the minister. After all, they argue, banks are supported by taxpayers through the Federal Deposit Insurance Corp., which guarantees $100,000 in deposits per customer in case a bank or thrift fails. 

"Once banks start measuring the dollar value of each customer, they will start denying service to the very people -- low-income households, primarily -- that need it most," said Edmund Mierzwinski, consumer program director with the U.S. Public Interest Research Group based in Washington, D.C. 

Privacy is also a concern. To measure profitability, banks are gathering and storing more data on their customers and their transactions; that information can be distributed throughout the bank and can be sold to other companies -- including telemarketers. 

Banks insist they aren't trying to sell information to third parties or to penalize money-losing customers. The primary goal is to identify their best customers and do a better job of keeping them. What's more, bankers say, the software enables them to target their marketing, which should reduce the number of mailings and sales calls customers receive. 

Trust and technology 

"Banking is based on trust," said Margaret Vermeersch, RBC's program director for customer relationship management. "If we use this technology to violate that trust, then we will lose customers." 

During the 1990s, measuring profitability was not a priority for banks. The focus was growth --adding branches, automated teller machines and Internet banking. Integrating transaction data from this expanding network was a herculean task, which consumed bank technology departments. 

But software is changing that. In December, NCR Corp. of Dayton, Ohio, unveiled a software package -- Teradata Value Analyzer -- that can attach a dollar value to every customer, based on their accounts and transaction behavior. The bank can enter a person's name and find out how much that person made or lost for the bank over a given period. 

A dozen banks in North America, including Bank of America in Charlotte, have Teradata. "It answers a very basic question: 'Am I making money or losing money on this person?' " said Jim Donovan, vice president of financial services marketing at NCR. 

One of Teradata's first customers was RBC Centura. Last fall, RBC used it to analyze the profitability of its 650,000 customers in the Carolinas and Virginia -- and found that it was losing money on 55,000 of them. 

RBC then sent a list of the unprofitable customers to branch managers, who were asked to call each one. With conversation-starters such as, "How can we help you reach your goals and objectives?" RBC hoped to nudge customers into changing their type of account or using more bank services such as IRAs or home equity loans. 

The result was RBC's most successful marketing campaign. Twenty-five percent added bank products or switched to accounts that were more suitable for them and more profitable for the bank. That's roughly 25 times the normal response rate of an advertising campaign. 

But customers don't always benefit from profitability analysis. In some cases, banks use the data to justify higher fees. 

In 1998, Wells Fargo & Co. of San Francisco discovered that it was losing a lot of money on older customers who were on Social Security. To recoup some of it, the bank raised checking and overdraft fees for Social Security recipients. 

Other embarrassments involve privacy issues. Since Congress passed new bank privacy regulations in 1999, banks have created elaborate privacy policy statements designed to make their customers feel more secure. But information continues to leak into the wrong hands. 

Last month, Citigroup paid $1.7 million to settle a lawsuit filed by 27 states accusing the bank of sharing customer data with telemarketers. According to the suit, those telemarketers then charged customers for products and services -- such as discount buying clubs, dental plans and roadside assistance --that they never agreed to buy. 

"Banks are so giddy about the technology, about their new ability to gather and analyze data, that they haven't thought enough about the privacy issues," said Kim Collins, research director at Gartner, a technology consulting firm in Stamford, Conn. "The bottom line is, the more information that banks collect the greater the possibility that it will land in the wrong hands." 

'Be polite to everyone' 

That's a scenario that National Commerce Financial, the Memphis-based parent company of CCB of Durham, wants to avoid. 

Like RBC, the company uses software to divide its customers into three groups -- "very profitable," "profitable," and "neutral to not profitable." Branch managers got lists of all their "very profitable" customers, and they were encouraged to call them at least once a year. 

But information on the other two categories is not disclosed to any of the bank's tellers, lenders, asset managers or branch managers. "We want our tellers to be polite to everyone," said John Ramsey, executive vice president of retail support services at National Commerce. "If they see that a person is unprofitable, they may not give them the attention they deserve." 

In addition, National Commerce has a policy of not sharing customer information with third parties. And customers can request that their information not be shared among the bank's divisions and business lines. 

At RBC, customer data is not shared with outside companies. But the bank sees no reason why it should keep the data secret within the bank. 

The bank's parent company, Toronto-based Royal Bank of Canada, distributes "gold" and "platinum" cards to its most profitable customers. Bearers of these cards have their own teller lines, and their phone calls are routed to special centers staffed with the bank's most qualified customer service representatives. In some cases, the bank will waive certain fees or lop half a percentage point off loans. 

RBC is considering offering the cards in the United States within three years. "Of course, before we introduce anything like that, we would go out and test it," Vermeersch said. "But if it can work in Canada, then I can see no reason why it can't work here." 
Staff writer Chris Serres can be reached at 836-4906 or cserres@newsobserver.com. 

[BACK] 



© Copyright 2000, The News & Observer. All material found on newsobserver.com is copyrighted The News & Observer and associated news services. No material may be reproduced or reused without explicit permission from The News & Observer.
