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(2)The  Boston  Consulting  Group  (BCG)  is  a  global 
 management  consulting  firm  and  the  world’s  leading 
 advisor on business strategy. We partner with clients from 
 the private, public, and not–for–profit sectors in all regions 
 to  identify  their  highest–value  opportunities,  address 
 their  most  critical  challenges,  and  transform  their 
 enterprises.  Our  customized  approach  combines  deep 
 insight into the dynamics of companies and markets with 
 close collaboration at all levels of the client organization. 


This  ensures  that  our  clients  achieve  sustainable 
 competitive advantage, build more capable organizations, 
 and  secure  lasting  results.  Founded  in  1963,  BCG  is  a 
 private company with 77 offices in 42 countries. For more 
 information, please visit bcg.com.


Federation of Indian Chambers of Commerce and Industry 
 (FICCI)  is  India’s  apex  chamber  representing  over  500 
 industry associations and over 2,50,000 business units — 
 small, medium and large — employing around 20 million 
 people.  FICCI  works  closely  with  Central  and  State 
 governments and regulatory bodies for policy change.


Indian  Banks’  Association  (IBA)  is  the  premier  service 
 organization of the banking industry in India. Its members 
 comprise  of  almost  all  the  Public,  Private,  Urban  co–


operative  and  Foreign  banks  having  offices  in  India, 
developmental financial institutions, federations, merchant 
banks, housing finance corporations, asset reconstruction 
companies and other financial institutions.
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(4)(Humble is our lot and ambition high; our only hope is that all good men will be 
 gratified to hear what we say, while the evil–minded may laugh)


— Legendary Poet Tulsidas 
 in the preamble to The Ramcharitmanas
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I
n 2011 we published a report called “Being 5 Star in Productivity”.  

That    study  investigated  five  areas  where  banks  should  strive  for 
 excellence  in  productivity  —  front  office  sales  efficiency,  back  office 
 operational  excellence,  high  performance  organization  design,  new 
 channel excellence, and bad debt management.  This study takes the 
 next step and addresses two more powerful levers which can provide a 
 boost  to  productivity  —  richer  customer  understanding  leading  to 
 customer centric approach and deeper engagement with employees for 
 higher efficiency.  Hence 5 Star to 7 Star.



Why 5 Star to 7 Star?
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executive Summary



P
roductivity  of  Indian  banks  can  be 
 significantly  increased  with  more 
 customer  centric  and  employee  centric 
 approach.  This  is  much  easier  today  than 
 before  through  the  use  of  technology.  BCG 
 research  spanning  14,000  customers  and  
 over 50,000 bank employees has highlighted 
 an action agenda for the industry.


customer centricity: more  Business per customer


CASA is the Holy Grail for banks. It is top of 
 mind.  Some  banks  are  contemplating  costly 
 price  war  for  growth.  Instead,  deeper 
 engagement  with  customers  can  provide 
 more sustainable results.


Engagement of customers has three stages — 
 retention,  satisfaction,  and  advocacy. 


Transacting through multiple digital channels 
 makes customers less likely to shift and more 
 likely to keep higher balances. Some people 
 believe that higher usage of digital channels 
 will  eventually  eradicate  floats  enjoyed  by 
 banks  due  to  efficiency.  Others  believe  that 
 customers who transact more are loss making. 


These wrong notions need correction.


Not  surprisingly,  satisfied  customers  keep 
 much higher balances than others. Satisfaction 
 is critically linked with usage and satisfaction 
 with all channels. Newer digital channels are 
 double edged swords. Poor quality there has 


disproportionate  impact  on  dissatisfaction. 


Today,  adoption  of  digital  channels  (other 
 than ATM) is low (30 percent or below) and 
 dissatisfaction  with  digital  channels  is  very 
 high.  Cutting  across  bank  types,  the  more 
 customers  use  digital  channels,  the  more 
 dissatisfied  they  are.  Lack  of  awareness  is 
 surprisingly the most common reason for non 
 adoption  followed  by  inconvenience,  safety 
 concerns, poor usage experience, and fear of 
 hidden  charges.  All  reasons  are  addressable 
 by  banks.  Given  the  size  of  benefits,  quick 
 pay  back  and  low  investment  &  effort, 
 excellence  in  digital  channels  should  be 
 prioritized by banks.


Among the digital channels, debit cards and 
 call  center  are  lowest  on  satisfaction.  Debit 
 card  usage  in  India  suffers  from  structural 
 gaps.  Merchant  discount  rates  have  been  as 
 high  as  that  for  credit  cards.  We  need  to 
 embrace  the  system  adopted  by  some 
 European  countries  like  The  Netherlands 
 where  appropriate  pricing  has  led  to  a 
 massive increase in electronic payments. This 
 is an industry imperative.


One  lever  that  is  even  more  powerful  than 
channel satisfaction for customer satisfaction 
is  their  experience  with  “non–routine 
transactions”.  Customers  who  have  poor 
experience with such transactions are highly 
dissatisfied  irrespective  of  everything  else 
and  vice  versa.  Bank’s  branches  and  call 



(8)centers  need  to  be  standardized  but  not  so 
 much  that  employees  cannot  understand 
 customer’s infrequent requests.


All  highly  satisfied  customers  are  not  their 
 bank’s  advocates.  The  single  most  powerful 
 lever to make a bank customer its advocate is 
 to  delight  her  in  resolving  her  complaint. 


That is the moment of truth.


So what happens to branches? Branches of all 
 types  of  banks  continue  to  be  used  over  90 
 percent of the time for transactions. This is a 
 very costly drain on the system. Research has 
 shown that branches are critical for emotional 
 engagement with customers to convert them 
 into  advocates.  Customers  who  come  to 
 branches often are more likely to be advocates 
 for  their  bank.  We  are  not  arguing  that 
 customers should be asked to come to branch 
 for  carrying  out  transactions.  Rather,  banks 
 need  to  get  customers  to  transact  through 
 digital  channels  and  get  them  to  visit  the 
 branch  for  advisory  purposes  and  sales 
 counseling. Branch organization needs to be 
 strengthened  to  be  able  to  deliver  proper 
 advice.  Such  interactions  will  lead  to  new 
 sales.  Further,  the  advocate  customers  will 
 act as the bank’s honorary sales force.


Overall,  Indian  banks’  score  on  customer 
 centricity  is  quite  low.  Customers  also  gave 
 poor  feedback  on  loans  and  advisory.  There 
 is  a  lot  of  room  for  improvement.  Certain 
 ignored customer segments like businessmen 
 keep  higher  balances.  Some  banks  can 
 differentiate  themselves  through  a  more 
 customer centric approach.



employee centricity: more  customers per employee


BcG research has proven that people practices 
 have a huge impact on financial performance. 


Engagement levels vary across Indian banks 
 and  there  is  huge  scope  to  share  best 
 practices.


Our  survey  of  57,205  employees  across  31 
 banks  shows  an  encouraging  overall  picture 
 of engaged employees who have faith in their 
 bank’s  HR  practices,  believe  in  composite 
 goals  that  include  customer  service  & 


contribution  to  society,  and  look  forward  to 


next  day  at  work.  More  than  any  other 
 industry,  banks  need  a  balanced  people 
 strategy to create a composite and responsible 
 culture  that  fosters  harmony  between 
 personal  goals,  financial  targets,  customer 
 service and contribution to society / economy. 


The Indian banking industry is by and large 
 on  the  right  side  of  the  balance.  Years  of 
 conservative  regulation  have  set  the  right 
 conditions  to  foster  such  culture.  Biggest 
 challenge  is  to  nurture  this  composite 
 performance  culture  in  light  of  massive 
 induction of talent. Our study estimates that 
 Indian banks will need to hire 9–11 lac new 
 people in next 5 years. Banks need to manage 
 productivity as they onboard massive number 
 of  new  hires  and  simultaneously  inculcate 
 values of responsible banking. 


Overall attrition in the industry at 9 percent 
 is  reasonably  low.  It  is  considerably  high  in 
 Private Sector. Attrition in Private New banks 
 for employees (excluding frontline staff) is 23 
 percent  while  including  frontline  sales  staff, 
 it  is  35  percent.  Public  Sector  Banks  (PSB) 
 have  unprecedented  challenges  —  massive 
 retirements (22 percent of current employees 
 will retire by 2017), generation gap (new hires 
 will  have  bosses  15–20  years  older)  and 
 serious  shortage  in  middle  management 
 (experienced people will retire, new hires will 
 not  be  ready  soon  enough).  What  works  for 
 Private  Sector  will  not  necessarily  work  for 
 Public Sector in HR practices.


We identify seven pertinent and strategic HR 
 imperatives for Indian banks.


Technology  enabled  versatile  manpower 
 1. 


planning: Less than 30 percent banks are 
 creating 5 year manpower plans and these 
 plans  are  underestimating  people  needs. 


Banks  have  heaps  of  transaction  data 
 which should be leveraged to scientifically 
 estimate  manpower  needs  by  level,  by 
 skill and by branch. Public Sector seems to 
 be hiring at about half the required rate.


Round the year recruitment engine backed 
 2. 


by employer brand: Public Sector needs to 
 beef  up  recruiting  departments,  re–


engineer recruiting process to reduce time 
lags,  recruit  year  round  and  tap  new 
sources  of  talent  pool.  Their  conversion 



(9)rates on offers made are lower than that 
 of  their  private  counterparts  by  10–40 
 percent. Primary recruitment pitch has to 
 shift from job security and compensation 
 to  personal  growth  and  employer  brand. 


Banks  need  to  invest  in  building  their 
 brand amongst recruits.


Intrusive  learning  as  new  training  and 
 3. 


onboarding  paradigm:  Making  new  hires 
 productive fast is a top priority. Employee 
 feedback on training and onboarding is not 
 good. Intrusive training technique leverages 
 insights  into  human  learning  behaviour 
 and  retention  of  knowledge.  E.g.  make  it 
 relevant,  provide  choice,  create  rewards, 
 test  post-training,  and  teach.  This  is  a 
 paradigm  shift.  Only  36  percent  banks 
 currently give choice, only 40 percent test. 


Private  Sector  has  over  10  times  more 
 trainers  per  employee  than  Public  Sector 
 by using line staff as trainers. Public Sector 
 can  emulate  to  capture  its  fast  retiring 
 knowledge  base.  New  hires  need  to  be 
 culturally integrated to sustain right culture. 


Less  than  50  percent  banks  do  significant 
 cultural onboarding currently.


Talent management: Getting line to do HR:


4. 


Line managers groom talent — not the HR 
 departments.  Mentorship  in  banks  is  not 
 where it should be. It needs more focus in 
 both  Public  and  Private  Sector.  Placing 
 right  people  in  the  right  job  at  the  right 
 time  can  enhance  employee  productivity 
 by  up  to  30  percent.  Indian  banks  are 
 transferring  30  percent  of  officers  / 
 managers  every  year.  This  provides  an 
 opportunity  to  groom  talent  by  using 
 technology to find optimum postings rather 
 than  adhoc  trial  &  error  method.  20–25 
 percent top talent should be identified and 
 groomed  with  attention.  This  will  need 
 massive  commitment  from  top 
 management.  Public  Sector  needs  to 
 emphasize  professional  growth  as  an 
 attraction for talent retention rather than 
 special trainings or international postings.


PmS:  Balance  the  score  card  and  do  not 
 5. 


forget the feedback: We notice cynicism in 
 larger  banks  regarding  fairness  in 
 performance  assessment.  Objectivity  in 
 performance  measurement  has  to  go  up 


across  the  board.  While  83  percent 
 employees agree that assessment is timely, 
 only 59 percent remember having detailed 
 feedback discussions. Grade inflation and 
 avoiding feedback conversation are natural 
 human  tendencies.  Public  Sector  and 
 Private  Sector  have  different  answers  to 
 these  problems  in  tune  with  their 
 cultures.


Technology  enablement  of  all  aspects  of 
 6. 


Hr: All aspects of HR should be e–enabled 


—  scientific  and  automated  manpower 
 planning,  onboarding  process  tracking, 
 algorithm  based  transfers  and  postings, 
 online Performance Management System 
 (PMS)  and  incentives  system,  e–learning 
 and training calendar, etc. 


Smarter  work  environment:  Reduce 
 7. 


employee time wastage: Work environment 
 has to be made simpler. Employee morale 
 and productivity gets hit by wasteful work. 


Indian banks need three approvals on an 
 average  for  any  decision,  3–7  days  Turn 
 Around  Time  (TAT)  on  decisions,  5–10 
 hours  of  meetings  every  week  per 
 employee  of  which  only  36  percent  is 
 useful. Improved employee empowerment 
 will  lead  to  faster  decisions  and  more 
 productive and engaged staff.



technology maturity: accom- plish more in Less time


A  mature  technology  model  can  make  the 
 ambitious initiatives in customer and employee 
 engagement  reasonably  effortless.  Indian 
 banks operate at less than half the technology 
 cost  of  western  banks.  Some  of  it  is  due  to 
 lower maturity level of their technology. Banks 
 need to act in three areas:


1.  Technology  strategy:  Have  more 
 functionality but with simple architecture: 


Number  of  IT  applications  that  run  in 
banks is very low (lowest only 13 compared 
to average 1,700 globally and 707 highest in 
India).  Few  technology  projects  are 
delivered in a year (lowest only 2 compared 
to approximately 500 as global average and 
621 highest in India). Beyond core banking 
platform,  technology  is  under  penetrated 
in many aspects of bank operations. Banks 



(10)need  to  adopt  technology  in  many  areas 
 and  do  it  in  a  manner  that  their  overall 
 architecture  stays  simple.  Banks  need  IT 
 strategy.


2.  Smart  sourcing:  Develop  vendor 
 management  capability:  vendor 
 management  is  inevitable  in  modern 
 banking.  A  mature  technology  model  will 
 require managing 4–5 times more number 
 of vendors per bank. Many banks manage 
 only 16 vendors compared to average 400 
 in banks globally. Concentration risk on few 
 vendors  is  high.  Banks  need  to  build 
 specialist  skills  in  contract  management. 


Many banks are dissatisfied with what they 
 are able to get from vendors.


3.  IT governance: Ensure business ownership 
 and adoption: A governance model for IT 
 has  to  be  designed  in  such  a  way  that 
 businesses take more ownership for design 
 specification  and  adoption  of  IT  by 
 employees. Research has highlighted major 
 gaps  in  business  —  IT  relationships.  This 
 leads to very low return on IT investment.


Overall, the industry has right objectives from 
 technology.  The  larger  Private  Sector  banks 
 stand out by far in their lead on IT architecture 
 and  vendor  management.  Others  have 
 significant ground to cover.



imperatives for the Government  and the regulator


Government,  the  majority  share  holder  of 
 Public  Sector  banks,  should  ensure  proper 
 focus on employee and customer engagement 
 at the PSB Board level. It needs to enable PSBs 
 to manage new technology purchase processes 
 with sufficient emphasis on quality. In broader 
 public good, the Government needs to invest 
 in market development initiatives on electronic 
 channel adoption. Reserve Bank of India (RBI) 
 needs  to  evaluate  measures  to  unlock  the 
 latent potential in electronic payments through 
 further regulatory interventions, so as to spur 
 development  in  electronic  payments.  RBI 
 should encourage partnerships between banks 


& telecom companies and incentivise banks on 
technology  maturity  &  electronic  channel 
usage.
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Productivity enhancement with  Better customer engagement


A bank’s productivity can be enhanced with 
 better  customer  understanding.  It’s 
 relationship  with  existing  customers  can  be 
 even  more  profitable.  Acquiring  new 
 customers  can  be  much  easier.  This  study 
 examined  such  possibilities  in  Indian  retail 
 banking.


The  hottest  topic  in  retail  bank  productivity 
 is  low  cost  deposits  (or  CASA  in  industry 
 jargon). The new post crisis banking paradigm 
 places an even higher emphasis on stable low 
 cost retail deposits. In the liberalized savings 
 bank interest rate regime in India, a price war 
 has been initiated by some banks to increase 
 their  retail  deposit  base.  However,  price 
 competition is costly. Customers acquired on 
 price  are  rarely  loyal  and  thus  usually 
 unprofitable.  This  study  has  demonstrated 
 scientifically  significant  evidence  of  the 
 relationship between profitability and quality 
 of relationship in Indian savings bank market. 


Deeper the level of engagement of customer 
 with  her  bank,  the  more  profitable  the 
 relationship.  The  most  engaged  customers 
 tend to be advocates of their banks. Advocates 
 are highly effective honorary salesmen.


So what determines quality of relationship of 
 a savings customer? How to gauge customer 
 engagement with the bank? What can banks 
 do for fostering this engagement?



three Levels of customer  engagement: Status of indian  Banks


A  customer’s  engagement  with  her  savings 
 bank grows in three stages. The first stage is 
 retention.  The  customer  is  satisfied  enough 
 with  the  service  provided  and  does  not 
 actively  consider  switching.  Offer  of  better 
 interest rates by competition is not enough to 
 move her. A retained customer may switch to 
 another  bank  for  reasons  other  than  price. 


For  example,  if  a  competing  offer  which 
 addresses an area of dissatisfaction, is made 
 to  her.  The  second  stage  of  customer 
 engagement  is  satisfaction.  Satisfied 
 customers  stay  with  the  bank,  do  more 
 business  with  the  bank,  but  are  not  always 
 the bank’s vocal advocates. Advocacy — the 
 third  and  highest  stage  of  engagement 
 requires  deep  emotional  engagement. 


Advocates actively refer their bank to friends 
 and family. Each of these levels of customer 
 engagement  has  been  systematically 
 measured  and  the  drivers  analyzed  in  this 
 study. 


Exhibit 1 lays out the overall framework for 
 customer engagement along with the metrics 
 that measure each stage and drivers for each 
 stage of engagement. Stage 1 — Retention is 
 measured  on  the  basis  of  percentage  of 
 customers  who  would  never  switch  their 
 accounts  due  to  higher  interest  rate  from  a 
 competitor.  Customers  who  switch  leave 



cuStomer centricity



(12)behind  a  dormant  account  in  the  old  bank. 


Stage  2  —  Satisfaction  is  measured  through 
 an index called ‘Net Satisfaction Score’ (NSS). 


It is the percentage of people who are highly 
 satisfied  with  the  bank  overall  less  the 
 percentage  who  are  highly  dissatisfied. 


Compared  to  a  simpler  metric  such  as 
 percentage  of  satisfied  customers,  we  have 
 found NSS to be more discriminating between 
 banks as it penalizes dissatisfying a number 
 of  customers  even  as  it  rewards  having 
 satisfied  customers.  Stage  3  —  Advocacy  is 
 measured  by  a  metric  called  Net  Promoter 
 Score (NPS). Customers were asked how sure 
 they  were  that  they  will  refer  their  friends 
 and family to the bank on a scale 0 to 10. NPS 
 is  the  difference  between  percentage  of 
 customers  who  rated  9–10  and  customers 
 who  rated  0–6.  NPS  is  a  standard  metric  to 
 measure advocacy across industries.


Exhibit  2  demonstrates  the  overall 
 performance  of  Indian  banking  on  various 
 stages of customer engagement. Overall, the 
 advocacy  level  is  not  encouraging  for  banks 
 as  captured  by  NPS  chart  on  the  left  hand 
 side.  While  advocacy  for  Savings  Bank  is 


reasonably high at 32 percent, that for loans 
 or  investment  advisory  is  quite  low  at  9 
 percent  and  12  percent  respectively.  It  is 
 important  to  note  the  significant  variation 
 between banks. NPS for savings bank ranges 
 from  highest  of  40  percent  to  lowest  of  16 
 percent. Lowest NPS among banks goes to as 
 low  as  (–)5  percent  and  0  percent  for  loans 
 and  advisory  respectively.  Even  the  best 
 banks on lending and advisory are not good 
 enough to create advocates in large numbers. 


Indian banks need to evaluate their business 
 models in retail lending and advisory. That is 
 not the focus of this report.


The right hand side graph of Exhibit 2 delves 
 into details of customer engagement with the 
 Savings  Bank.  Average  NSS  at  52  percent  is 
 higher  than  average  NPS  of  32  percent  as 
 would  be  expected.  Overall,  62  percent  of 
 customers said that they would never switch 
 their saving bank relationship due to higher 
 interest rate from another bank. The range in 
 satisfaction  level  across  banks  as  measured 
 by NSS was lower (43 to 59) as compared to 
 the range in advocacy levels as measured by 
 NPS (16 to 40).


Source: BCG India Customer Survey 2012; BCG analysis.


1% of customers who will never switch to another bank despite increase in savings account interest rates.


2% of highly satisfied customers (score 5) minus % of highly dissatisfied customers (score 1) on a 5 point scale.


3% of Promoters (customers who gave scores 9–10) minus % of Detractors (customers who gave scores 0–6) on a 11 point scale.


Exhibit 1 | Three stages in customer engagement


% of customers who


will never switch1 Net satisfaction score2 Net promoter score3
 Measures in the


survey


Drivers








Channel penetration
 Being primary bank for
 customer — Number of
 interactions with bank








Channel satisfaction
 Quality of non–


routine transaction
 satisfaction








Branch interactions
 Complaint resolution
 satisfaction


Advocacy
 Getting customers


to recommend
 Satisfaction


Meeting customer’s
 expectations
 Retention


Preventing account
 from becoming dormant
 Stages in customer


engagement


1 2 3
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Getting Basics right: trust and  transparency


Savings  Bank  is  a  special  business  dealing 
 with customer’s precious money. Customer’s 
 trust is paramount. It is a basic need. In the 
 post crisis banking paradigm, it is even more 
 crucial for banks to win the trust of customers 
 through  highest  levels  of  transparency  and 
 fairness. The study has tried to identify ways 
 to evaluate the trust that banks enjoy based 
 on the customer’s perception of transparency 
 their banks live up to. Exhibit 3 captures the 
 evaluation of banks in different categories on 
 their  transparency  as  perceived  by  their 
 customers.  The  customers  were  asked  five 
 questions  shown  in  the  Exhibit  3.  A  bank’s 
 score is the percentage of that bank’s primary 
 customers  who  said  “never”  to  all  the  five 
 questions.


On  an  average  60  percent  of  customers 
 perceive their bank as absolutely trustworthy. 


The  range  between  banks  is  high.  The  best 
 rating that any bank has got is 71 percent and 
 worst is 55 percent. No category of bank does 
 singularly  well.  Worst  performers  in  each 
 category  have  got  similar  ratings.  As  one 


would  observe  in  Exhibit  3,  on  an  average, 
 larger banks (PSB or Private Sector) have got 
 lower  rating  on  transparency.  Is  it  due  to 
 diseconomies of scale?


Putting the picture together, Indian banking 
 customers  have  a  high  level  of  satisfaction 
 and  inertia  with  their  current  banking 
 relationships.  However,  banks  have  yet  to 
 convert their satisfied customers to committed 
 loyalists and active advocates.



digital channels: driver (not  Killer) of retention and Balances


What  drives  retention  and  balances?  Several 
 factors were analyzed and causal relationships 
 explored. The extent of channel usage emerged 
 as  a  major  driver  of  retention  and  balances. 


The larger the variety of channels used by the 
 customer,  the  lower  the  propensity  to  switch 
 and the higher the average balances (upto 10–


20  percent  higher).  Exhibit  4  and  5  illustrate 
 this  point.  The  percentage  of  customers 
 expressing  loyalty  to  their  bank  and 
 unwillingness  to  switch  for  higher  interest 
 rates increases from 62 percent to 67 percent 


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


1% of Promoters (customers who gave scores 9–10) minus % of Detractors (customers who gave scores 0–6) on a 11 point scale.


2% of highly satisfied customers (score 5) minus % of highly dissatisfied customers (score 1) on a 5 point scale.


3% of customers who will never switch to another bank despite increase in savings account interest rates.


Exhibit 2 | 62% of customers will not switch banks for price; overall advocacy low though  
 satisfaction is high 
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(14)Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


15 alternate channels (ATM, Debit card, Mobile banking, Call center, Internet) included in analysis. 


2% of customers who will never switch to another bank despite increase in savings account interest rates.


Exhibit 4 | Usage of more channels increases retention


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


1% of customers who have said “never” for each of the 5 parameters pertaining to trust.


Exhibit 3 | Trust in Indian banks 


Percentage of customers that regard their primary bank to be highly trustworthy1
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(15)Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


1SEC – Socio–Economic Classification based on education and occupation of the chief wage earner in the household.


25 alternate channels (ATM, Debit card, Mobile banking, Call center, Internet) included in analysis.


Exhibit 5 | Multi channel customers keep higher balances — up to 10% higher


as the number of alternate channels used by 
 the  customer  increases  from  one  to  three. 


Usage of three or more channels appears to be 
 the crucial tipping point. Similarly, the average 
 balance  maintained  by  customers  who  use 
 three  or  more  alternate  channels  is  10–20 
 percent  higher  than  that  maintained  by 
 customers  using  only  one  channel.  Exhibit  5 
 demonstrates  this  effect  for  Socio–Economic 
 Category (SEC) A and B customers separately 
 thus normalizing for income effect on balances 
 maintained.


So  how  are  the  various  banks  doing  on  the 
 extent  of  multi  channel  usage  by  their 
 customers? Exhibit 6 demonstrates the number 
 of channels used on an average (and the best 
 and worst) by the customers of various banks 
 in five bank categories. No bank has attained 
 a  score  close  to  tipping  point  of  3.  The  best 
 score is 2.3 channels per customer. While there 
 are  differences  between  banks,  there  is 
 opportunity  for  massive  improvement  across 
 the board.


Most banks have struggled to extend the reach 
 of alternate channels beyond the first wave of 


ATM and Debit cards that customers adopted. 


Digital  channels  like  mobile  banking  and 
 internet banking have a long way to go. Some 
 customers  use  a  lot  of  alternate  channels. 


However, the average Indian banking customer 
 (with average alternate channel usage of 1.8) 
 has not tread beyond ATM too much.



transactions: more the merrier


At  this  stage  it  is  worthwhile  to  reflect  on 
 customer  behavior.  While  banks  would  like 
 customers to keep balances in savings account 
 and not move them for extended periods of 
 time,  the  fact  is  that  customers  use  savings 
 account  for  transactions.  Thus  logically, 
 higher transaction needs should drive higher 
 balances.  This  seemingly  counterintuitive, 
 but logical conclusion holds up to the scrutiny 
 of  the  data  collected.  Exhibit  7  shows  that 
 across  Socio–Economic  categories,  the  more 
 interactions  customers  have  with  the  bank, 
 the more balances they are likely to keep. We 
 found that a tipping point exists at about four 
 interactions per month. Customers who had 
 a behavioral pattern of interacting with their 
 bank  more  than  four  times  in  a  month  on 


SEC wise: Saving account balance by number of alternate channels used / customer1 2
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(16)Source: BCG India Customer Survey 2012; Sample size: ~13,900 & ~1,700 respondents with a secondary account; BCG analysis.


1SEC – Socio–Economic classification based on education and occupation of the chief wage earner in the household.


2Interaction is defined as the number of times any of the 6 channels (Branch, ATM, Debit card, Mobile banking, Call center, Internet) is used.


3Analysis only includes customers with 2 or more accounts.


4Distinct points of % of transactions in primary bank are plotted against average % of balance in those accounts (balances include only savings account balances). 


Exhibit 7 | Balances increase with increase in number of interactions


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


Note: Data labels have been rounded off to one decimal point.


15 alternate channels (ATM, Debit card, Mobile banking, Call center, Internet) included in analysis.


Exhibit 6 | Extent of multi channel usage in India remains low across categories of banks
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(17)average  had  a  15  percent  higher  average 
 balance in their savings account compared to 
 other  customers  in  their  Socio–Economic 
 category.  This  insight  is  true  across  Socio–


Economic categories. 


Being the primary bank of a customer is thus 
 a  very  valuable  goal.  About  12  percent  of 
 customers  interviewed  for  this  study 
 maintained  two  accounts  —  primary  and 
 secondary.  The  percentage  of  balance 
 maintained  with  primary  account  is  directly 
 linked to percentage of transactions conducted 
 through the primary bank as shown in Exhibit 
 7. This impact is not limited to savings account 
 only.  The  study  has  revealed  that  about  90 
 percent of customers keep a disproportionate 
 share of their overall balance (Savings Bank, 
 Fixed  Deposits,  etc.)  in  their  primary  bank. 


Clearly it makes strategic sense for banks to 
 ensure that all their customers find the bank 
 to  be  most  convenient  primary  bank  for 
 transactions.


Bankers  have  in  the  past  been  wary  of 
 customers that transact a lot on their accounts. 


Rightly so, as each transaction has a cost and 


the  benefits  of  a  higher  float  can  soon  be 
 outweighed by the costs, and the account can 
 turn unprofitable for the bank. However, with 
 the advent of digital channels, this compromise 
 can be broken. We found that while the base 
 load of transactions is borne by branches, the 
 incremental transactions are all taken up by 
 alternate channels. Exhibit 8 shows that the 
 number  of  interactions  per  month  for  all 
 categories  of  banks  is  taken  up  by  alternate 
 channels beyond the base load of about 1.4 
 to  1.6  interactions.  Interestingly,  for  Private 
 Sector  banks,  the  overall  number  of 
 interactions  with  the  bank  is  higher  than 
 other  banks,  both  for  branches  and  for 
 alternate  channels.  contrary  to  popular 
 belief, a customer of New Private Sector bank, 
 on an average, visits branch marginally more 
 (not less) than that of a PSB. The New Private 
 Sector bank customer uses alternate channel 
 on  an  average  30–40  percent  more  than  a 
 PSB customer.


Creating  avenues  for  customers  to  transact 
 conveniently is a great logical way for banks 
 to improve their overall balances.


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


Note: Data labels have been rounded off to one decimal point.


1Interaction is defined as the number of times any of the 6 channels (Branch, ATM, Debit card, Mobile banking, Call center, Internet) is used.


Exhibit 8 | Private Sector bank customers interact more with their banks — through alternate 
 channels and even through branches
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(18)
channel usage and Satisfaction: 



opportunity to Stand out


We have established that increasing the variety 
 of  channel  usage  is  important  for  banks  to 
 increase their levels of loyalty and retention. It 
 is vital to point out that currently the industry 
 does not do a good job of satisfying the multi–


channel  customer.  While  the  multi–channel 
 customer  tends  to  maintain  higher  balances, 
 Exhibit  9  shows  that  she  is  significantly  less 
 satisfied  compared  to  the  customer  who  uses 
 fewer of alternate channels available. Ironically, 
 more the number of alternate channels used, 
 lower  is  the  customer  satisfaction.  This  is 
 reflective  of  the  relative  immaturity  of  the 
 alternate  channel  offerings  in  India.  Banks 
 must  do  much  more  to  set  up  and  deliver 
 services through alternate channels effectively 
 and intuitively.


As  might  be  expected,  a  satisfied  customer 
 for a bank is more likely to express a desire to 
 stay  with  the  bank  and  also  to  maintain 
 higher balances. This was empirically shown 
 in  our  analysis  of  customer  responses  —  as 
 shown  in    Exhibit  10.  Customers  who  were 
 overall highly satisfied with their experience 


tended to have more than 10 percent higher 
 balances  and  about  20  percent  higher 
 retention. Creating satisfaction is even more 
 powerful  driver  of  balances  and  loyalty 
 compared to number of channel usage.


However,  how  does  one  go  about  creating 
 satisfaction? Logic again drives us to the use 
 of  channels.  Satisfaction  with  the  various 
 channels of interaction with the bank strongly 
 drives  the  overall  satisfaction  of  customers. 


As  Exhibit  11  illustrates,  this  relationship 
 between  overall  satisfaction  with  the  bank 
 and the channel satisfaction is the strongest 
 for  mobile  banking,  call  center  and  internet 
 banking  channels.  Their  correlations  are  70 
 percent  plus.  Customers  who  use  these 
 channels  are  most  likely  multi–channel 
 customers  and  their  experience  with  these 
 channels  strongly  drives  overall  satisfaction 
 with  the  bank.  Conversely,  the  impact  of 
 getting the channel wrong is also the highest. 


Customers  dissatisfied  with  the  interactions 
 with  the  alternate  channels,  tended  to  be 
 more extreme in their dissatisfaction with the 
 overall  institution.  Thus  the  new  digital 
 banking  channels  are  double  edged  swords 


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


15 alternate channels (ATM, Debit card, Mobile banking, Call center, Internet) included in analysis.


2% of highly satisfied customers (score 5) minus % of highly dissatisfied customers (score 1) on a 5 point scale.


Exhibit 9 | Currently in India, satisfaction reduces with usage of more alternate channels


Channel usage wise: Overall net satisfaction score1 2
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(19)with  regards  to  customer  engagement.  The 
 users  of  new  channels  are  more  demanding 
 tech  savvy  customers  who  have  higher 
 expectations.


Exhibit  12  showcases  the  Net  Satisfaction 
 Scores  of  individual  channels  by  customers 
 using  those  channels.  Branch  and  atm  get 
 high  scores  on  satisfaction.  Digital  channels 
 get  low  scores.  Debit  cards  and  call  centers 
 have  the  lowest  satisfaction  scores  by  far. 


Clearly,  the  more  customers  use  digital 
 channels,  the  more  dissatisfied  they  are 
 overall. The primary reasons for dissatisfaction 
 with  debit  cards  are  perceptions  of  high 
 annual fees and safety concerns. Call center 
 satisfaction  levels  are  low  due  to  poor 


experience of customers with call center staff 
 who  are  not  able  to  promptly  resolve  the 
 queries to customer’s satisfaction. Wait time 
 in  queue  on  call  center  line  is  another 
 significant  issue.  Clearly,  there  is  a  major 
 action agenda for industry as regards digital 
 channels.  The  satisfaction  levels  in  Public 
 Sector  and  Private  Sector  are  not  very 
 different.


Low adoption of digital channels by customers 
 is even more worrisome than the dissatisfaction 
 with digital channels. Exhibit 13 demonstrates 
 the adoption rate of various banking channels 
 for  Public  Sector  banks  and  Private  Sector 
 banks.  Branch  and  ATM  are  adopted  almost 
 universally  now  with  roughly  80  percent  or 
 There  are  five  beliefs  related  to  customers  and 


channels that are held deeply by some sections of the 
 banking  industry.  These  beliefs  influence  business 
 choices and productivity of liability franchise of banks. 


Challenging the beliefs can lead to significant uptick 
 in bank productivity.


Myth #1: Usage of digital channels will destroy float 
 in the bank:


Some  executives  mistakenly  believe  that  floats  in 
 CASA stay due to inefficiencies in system. As system 
 becomes  efficient  with  use  of  digital  channels,  bank 
 floats in CASA will come down. This is not true. Usage 
 of digital channels reduces wasteful cash in economy 
 outside  banking  system  and  consequently  increases 
 the balance with the banks. Customers do not have to 
 withdraw  money  in  advance  to  spend  as  cash.  They 
 can keep it in account till the time of expenditure.


Myth #2: Customers who transact more are bad 
 customers:


Some executives believe that if a customer transacts 
 more,  she  is  a  high  cost  customer  and  hence 
 unprofitable.  On  the  contrary,  we  find  that  high 
 transaction customers typically keep higher balances. 


Banks  have  to  navigate  transactions  to  the  right 
 channel  for  profitability.  New  Private  Sector  banks 
 have managed to get relatively high balance customers. 


Contrary  to  popular  perception,  New  Private  Sector 
 bank  customers  not  only  transact  more  on  alternate 
 channels but also in branches.


Myth #3: Branch is redundant with digital channels:


Some  executives  go  to  the  other  extreme  of  writing 
 epitaph  of  branches  with  the  adoption  of  digital 
 channels picking up. We find that branches are crucial 
 to  create  emotional  engagement  with  customers  and 
 create  advocates  among  customers.  Advocates  are 
 necessary to get the crucial new customer referrals. It is 
 important  for  banks  to  get  customers  to  come  inside 
 the  branches  —  not  to  transact,  but  to  get  advice  on 
 their banking and investment matters.


Myth #4: Salary account is the only Holy Grail for 
 savings:


Many  banks  believe  that  the  only  way  to  increase 
 savings balances is to sign up salary account mandates 
 with corporate clients. While this is indeed a powerful 
 strategy,  it  is  not  the  only  strategy.  We  find  that  self 
 employed  customers  typically  keep  higher  balances 
 compared to salaried customers. India has very small 
 fraction  of  its  workforce  in  organized  labor.  Majority 
 are self employed small businessmen!


Myth #5: Investment advisory will destroy SB 
 balances:


Some  believe  that  if  customers  are  advised  to  buy 
 investments  and  insurance,  their  float  in  savings 
 accounts will go down. We find that investment advisory 
 is  a  genuine  need  of  customers  and  Indian  banking 
 sector is getting very poor advocacy scores on advisory 
 due  to  half  hearted  approach  to  this  crucial  (and 
 profitable) service.



FIVE MYTHS



(20)Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


1% of Customers who will never switch to another bank despite increase in savings account interest rates. 


2Customers who have given a rating of 1–4 on a 5 point scale. 


3Customers who have given a rating of 5 on a 5 point scale. 


4SEC – Socio–Economic classification based on education and occupation of the chief wage earner in the household.


Exhibit 10 | Satisfaction is even more powerful than channel usage in influencing retention and 
 balance growth


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


1% of highly satisfied customers (score 5) minus % of highly dissatisfied customers (score 1) on a 5 point scale.


Exhibit 11 | Customer satisfaction linked strongly to channel satisfaction — newer channels are 
 double edged sword
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(21)Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


1% of highly satisfied Customers (score 5) minus % of highly dissatisfied Customers (score 1) on a 5 point scale.


Exhibit 12 | Worst customer feedback on call center and debit cards


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


Exhibit 13 | Massive room for improvement in channel adoption in India — significant productivity 
 gains to be tapped
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(22)more adoption. Adoption falls from 80 percent 
 to  30–35  percent  range  beyond  ATM.  As  can 
 be  seen  in  the  chart,  the  adoption  rate  in 
 Private Sector banks is only marginally higher 
 than that of Public Sector banks and follows 
 the same pattern. SMS based mobile banking 
 penetration  is  already  higher  than  internet 
 banking.  This  demonstrates  the  power  of 
 mobile phone as the medium of digital banking 
 reach in india.


So why is the adoption of digital channels so 
 low? Exhibit 14 highlights the reasons for non 
 adoption  by  channel.  18  percent  of  sample 
 does  not  use  ATM.  For  internet,  call  center, 
 mobile banking and debit cards the non using 
 population  ranges  from  70  percent  to  80 
 percent. This is a massive marketing failure. 


The  return  on  investment  of  the  banking 
 industry on the massive infrastructure set up 
 for digital payments will be difficult to defend 
 with  such  adoption  rates.  The  first  most 
 important reason provided for non adoption 
 is  lack  of  awareness  /  education.  25–50 
 percent  of  non  users  attribute  it  to  lack  of 
 awareness.  Debit  cards  suffer  from  security 
 risk  perception.  Internet  is  found  to  be 


inconvenient by customers — owing perhaps 
 to  the  lack  of  internet  access  to  majority  of 
 customers.  Call  centers  have  given  a  bad 
 experience  to  customers  sometime  in  the 
 past and that prevents adoption. None of the 
 reasons  for  non  adoption  seem  to  be 
 insurmountable for the banks.


The  importance  of  alternate  channels  for 
 overall  productivity  and  the  loyalty  & 


satisfaction  of  customers  cannot  be  over 
 stated. The current situation must change for 
 the  better,  with  banks  making  efforts  to 
 improve the customer satisfaction levels with 
 key alternate channels.


So  what  is  the  action  agenda  for  banks  for 
 improving  the  alternate  channel  customer 
 experience and indeed the overall customer 
 experience?


Banks can pursue a five pronged campaign:


Adoption by employees: As shown in Exhibit 
 15,  a  large  proportion  of  bank  employees 
 admitted  to  never  having  used  the  mobile 
 banking  facilities  themselves.  A  higher 


Source: BCG India Customer Survey 2012; Sample size: ~13,900 customers; BCG analysis.


Exhibit 14 | Several hindrances to channel adoption — ignorance stands out as most prominent  
 across channels
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(23)proportion of employees claim that they have 
 taught mobile banking to a customer. Clearly 
 a  number  of  employees  are  advising  usage 
 without using the channel themselves. This is 
 true for most digital channels. Banks need to 
 create  a  concerted  campaign  to  ensure  that 
 all bank employees understand the nuances 
 of digital channels through personal usage.


Creating  the  right  customer  onboarding 
 process:  Research  has  demonstrated  that 
 customers are most willing to listen to banks 
 within 30–60 days of opening an account. If 
 digital  channel  usage  were  to  be  triggered 
 within this time frame, it can ensure adoption 
 by  the  customer.  Banks  need  to  have  an 
 onboarding  process  wherein  an  account  is 
 not considered fully open unless a minimum 
 number of alternate channels are activated.


Lean processes for alternate channel service 
 delivery: As mentioned earlier, the benefit of 
 using  alternate  channels  to  increase 
 interaction levels comes because these are by 
 design  lower  cost  channels.  Banks  must 
 continually  redesign  processes  for  alternate 
 channels to ensure that the low cost advantage 


of  these  channels  is  maintained  while 
 attempting to meet customer needs.


intelligent outsourcing: While outsourcing or 
 partnerships  to  execute  certain  digital 
 channels  may  seem  like  a  straight  forward 
 solution to get quick rampup, banks need to 
 be smart about the process of outsourcing. A 
 case  can  be  made  for  keeping  some  critical 
 elements  of  the  value  chain  like  customer 
 interface  decisions,  in-house  to  the  bank, 
 rather than outsourcing those too.


Intuitive design of customer interface: as has 
 been  seen  in  other  technologies  driven  by 
 digital  channels  —  for  instance  tablet  PCs, 
 the  design  of  the  customer  interface  can  be 
 the crucial differentiator between the best in 
 class and the also ran. Similarly, in digital or 
 alternate  banking  channels,  we  believe  that 
 banks  must  keep  a  tight  control  on  the 
 customer  interface  and  make  sure  that  it  is 
 the  most  intuitive  and  user  friendly  for 
 customers across categories to use.


Apart from the above, banks need to educate 
 customers and remove any misconceptions.


Source: FIBAC Survey 2012; Sample size: ~57,000 Employees; BCG analysis.


Exhibit 15 | Employees have explained mobile banking to customers but have not used it themselves


Q: “I have explained mobile banking
 to a customer at least once”


Q: “I have used mobile banking
 offered by my bank”
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(24)
non–routine transactions: the  moment of truth for Satisfaction


The study has revealed that the most powerful 
 driver  for  overall  customer  satisfaction  is 
 excellence  in  non–routine  requests.  These 
 requests  happen  once  in  a  while  and  not  on 
 regular basis. As can be seen in Exhibit 16, the 
 average  Net  Satisfaction  Score  for  customers 
 who did not have any non–routine requests in 
 the  past  one  year  is  53.  NSS  for  customers 
 dissatisfied  with  non–routine  transaction  is 
 (–)78.  But  the  NSS  for  customers  who  were 
 satisfied with their non–routine transaction is 
 a whopping 90 percent. This NSS is by far the 
 highest in any segment in the sample. Banks 
 who have overly standardized and documented 
 processes, find it difficult to respond promptly 
 to  non–routine  requests.  Banks  with  young 
 inexperienced  staff  also  find  it  difficult  to 
 respond  promptly  to  non–routine  requests 
 from customers.


16  percent  of  our  sample  of  customers  had 
 experienced one such non–routine transaction 
 in the past year. This is a significant number 
 for  banks  to  systematically  consider  and 
 address.


Banks should consider:


Systematically  analyzing  and  documenting 



•
 the  non–routine  transactions  commonly 
 and uncommonly used by the customers
 Addressing  concerns  through  codifying  the 


•
 processing rules for such transactions

Heightening  employee  awareness  of  the 



•


importance of such transactions for customer 
 satisfaction and training them to be able to 
 address such transactions promptly



complaint handling: moment of  truth for advocacy


Exhibit 16 also shows that customers with poor 
 satisfaction with non–routine transactions have 
 very poor advocacy (NPS) but customers with 
 good experience with non–routine transactions 
 do not have high advocacy (NPS) despite their 
 high satisfaction. Driver for advocacy is different. 


Our  research  with  customers  shows  that 
 handling  the  complaints  of  customers  well  is 
 the key to creating advocates. Exhibit 17 shows 
 that customers who had a positive experience 


Source: BCG India Customer Survey 2012; Sample Size: No non–routine: 9,800 Customers, Dissatisfied with non–routine: 80 Customers, Satisfied with 
 non–routine: 2,200 Customers; BCG analysis.


1% of highly satisfied customers (score 5) minus % of highly dissatisfied customers (score 1) on a 5 point scale. 


2% of Promoters (customers who gave scores 9–10) minus % of Detractors (customers who gave scores 0–6) on a 11 point scale.


Exhibit 16 | Excellence in non–routine transactions gives customers satisfaction, but still does not 
 build advocacy


Net satisfaction score : Overall satisfaction1 Net promoter score : Savings account2


Net promoter score2
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Non routine transactions include:








Asking for old statements
 TDS certificate correction
 Adding name to joint account


No
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Adding nominee to account
 Account closure incase of death
 Overdraft on savings account














Wrong amount dispensed at ATM
 Remittances abroad


Account transfer to another location
 Open PPF account
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