
Case Study

Defining the Customer Relationship Management Strategy and Architecture at Royal Bank of Canada 
How to prepare a case
In case preparation, there is no single way, which works for everyone. Some general guidelines can be offered:
1.
Go through the case almost as fast as you can and ask yourself: “What types of  information am I being given to analyse?”
2. 
Read the case and the tasks carefully again, underlying key facts of interest
3. 
Note the key problems and questions
4. 
Develop a set of recommendations supported by your analysis of the case
5. 
Discuss your analysis with your group and try to find a common result
6. Prepare the discussed results for the presentation
Royal Bank of Canada

RBC Royal Bank is Canada’s largest bank and global financial services organization with assets of CAN$294 billion. RBC Royal Bank serves more than 11 million personal and commercial banking customers through 1,300 retail branches, more than 4,800 ATMs, telephone and Internet banking, and point-of-sale terminals. It provides personal and commercial banking, credit card services, wealth management services, insurance, corporate and investment banking, and transaction processing on a global basis.

Business Objectives

Unlike most banks, RBC Royal Bank has well understood the need to leverage the economic value of customer information for many years. Since the late 1970’s, the bank has searched for and found innovative ways to use its customer data to improve its business performance and better serve clients. In fact, RBC Royal Bank was one of the first to realize the powerful capabilities of data warehousing and by the early 1990’s it had implemented a first-generation data warehousing solution.

The data warehouse effectively captured millions of daily client transactions, and performed broad client segmentation, but Royal, always on the leading edge, sought new ways to assess and manage customer relationships – at the individual client level. Royal’s emerging CRM vision was confirmed by a 1997 study that challenged conventional thinking – that key differentiating factors for banks amounted to a 24/7 call center and a branch on every corner.

The study revealed that customers wanted a banking relationship where they were

well understood, their needs anticipated and their business was valued. In this

environment, mass marketing to huge customer segments simply wouldn’t work.

Vision of Royal Bank of Canada

Always earning the right to be our clients' first choice

Goals

To be a leading North American financial services organization, recognized as:

The undisputed lead provider of integrated financial services in Canada

A best in class provider of personal and business financial services in the United States

A premier provider of selected global financial services

Strategic Priorities

Superior client experience

Strong fundamentals

North American expansion

Cross-enterprise leverage

Values

Excellent service to clients and each other

Working together to succeed

Personal responsibility for high performance

Diversity for growth and innovation

Trust through integrity in everything we do

RBC - Global Private Banking (GBP)

Private Client Services
Global Private Banking is the private banking and wealth management arm of Royal Bank of

Canada with some $ 94.2 billion assets under administration. Global Private Banking has offices in 24 financial centres around the world and clients in over 150 countries making it the largest Canadian provider of international private banking services.

The prime objective of Global Private Banking is to help individuals and corporations make

the most of their wealth. They accomplish this objective through sound investment strategy,

global expertise and a range of products and services to meet the financial needs of any individual or corporation.

Their products and services can be categorized into three broad areas: International Banking, International Investment Management and Trust and Custody.

One principal advantage GBP offers its clients can be described as "local access-global

presence". It means that clients are able to enjoy seamless service and local access to

GBP’s entire range of offices. This leveraging of global expertise and combining it with local

knowledge gives GBP and its clients an important edge in the world of wealth management.

Your Own Private World

Royal Bank of Canada Global Private Banking units are expressly concerned with helping

their clients to broaden their involvement in international markets and jurisdictions and

showing them how the strategic use of financial products and services outside their country

of residence could play a significant part in the following key areas of planning:

The Preservation of Wealth

The Security of Estate

The Management of Investments

The Retention of Business Interests

The Transfer of Assets to Heirs

A World of Specialized Planning

The design of capital preservation, estate and investment plans can all benefit from the specialised analytical processes and advisory relationships extended to private clients.

RBC confers with its clients and advisors on a regular basis in order to determine how

Global Private Banking's experts can contribute, resulting in a closer understanding of their

clients situation and financial expectations.

A World of Products and Services

International Investment Services

GPB investment strategy is driven by the collective capability of its Royal Investment Strategy Committee comprised of investment managers, portfolio specialists and multi-disciplined teams located in important financial centres around the world.
International Trusts

An increasing number of individuals and corporations use an international trust as a cornerstone of their financial strategy.

International Company Formation and Administration

Estate and tax planning frequently involve the use of private companies incorporated in offshore financial centres.

International Banking Services

GPB Bankers assist their clients to access a wide range of banking services specifically designed to meet their international financial needs. The customized private banking products and services may include any or all of the following:

Multi-currency banking services

Unique private banking client card

Unlimited chequing

Platinum or equivalent Visa* in either CDN or US dollars

Funds transfers between accounts

Overdraft protection

Consolidated account reporting

Foreign currency cheque handling

Interac e-mail money transfers, two monthly

Traveller’s cheques

Money orders and drafts

Regular-size safe deposit box

ATM machine usage

Internet and telephone banking

Flexible short- and long-term investment vehicles

Residential and investor mortgages.

Overall CRM Strategy of RBC

RBC has been developing its CRM strategy to improve customers’ experiences and involvement with the Bank. Central to its approach has been the development of new metrics and analytical techniques to allow it to offer a more one-to-one service. Having begun to collect customer data in 1978, the first steps towards one-to-one marketing were taken in 1992. Royal Bank went on to formulate a CRM strategy, which had several drivers. The most important was the need to be increasingly responsive and customer-focused in an aggressively competitive environment – one characterized by increasing sophistication of both clients and Bank competitors, and the levelling effect of evolutions in technology and regulatory frameworks. Like most Banks, Royal Bank has reached the conclusion that differentiation depends on its ability to realize CRM, and to build a unique relationship with each individual client.

Becoming Customer-focused
The first segmentation of the customer base by profitability was carried out in1992 with the

goal of aligning sales and service staff, and to improve retention. The analysis of client profitability assigned average product values to each individual and segmented the customer base in three, simply named A, B and C.

Cathy Burrows, senior manager of relationship marketing says: “The goal was to segment

by average contribution in a simple way. It was a useful first step to align sales with

customer variables.”

The segmentation was used by both back-office functions, such as marketing, credit, and

front office, such as branch-based sales staff. New metrics were introduced to monitor the

number of high-value segment customers acquired and any reduction in the low-value segment.

The client profitability segmentation was in use by marketing, product management,

finance, costing, risk, treasury, service delivery, and network management. However, the

Bank realized that:
the system was not precise enough for relationship pricing

it did not provide a measure of potential value

it could not be used as a performance measure.
A gap analysis among the Bank’s customer base in 1997 revealed that there was a highly

positive view of the Bank, especially its multiple access channels which allow banking to be

conducted whenever and wherever the customer chooses. However, it also revealed that

RBC was not delivering what clients really wanted – to be treated as individuals, to have

their needs anticipated and to have the value of their business reflected.

It therefore targeted a new approach that would improve its ability to meet these goals. Under the first system, profitability measures were taken by aggregating customer transactions into the general ledger and then apportioning profit to customer segments, products and the organization as a whole. A start was made on building a sample profitability prototype using spreadsheets – this helped to produce a clear vision of what was needed. 
At the same time, the Bank adopted an integrated test-and-learn culture, driven by its data warehouse. This ensured that marketing, account decisions, credit management, customer retention and

debt recovery were all working from a consistent view of the client. This is a looped process,

which defines strategies, executes them at the point of customer contact, gains feedback

and then uses this to inform future planning.

The main focus was on marketing to six-life stage segments through direct mail and telemarketing, together with testing and learning more about the sales process via the personal bankers in branches. An important early step in developing this process was to establish the direct marketing budget as being customer-focused, rather than assigned to individual product lines.

Managing the budget involved regular meetings of representatives of different channels and

product groups to decide common goals and the most effective way to deploy the budget.

Burrows admits: “that this involved “a struggle” or what might more politely be described

as a change management process to achieve. The business strategy and

business rules were built into the decision support engine within the IT infrastructure.”

The results from each direct marketing campaign were run through the system to set the following month’s goals and objectives. Having made this move towards CRM and client value modelling, RBC began to examine how to evolve further. It identified a requirement for a behavioural- based solution focused on the customer and account. The approach had to be flexible, allowing profitability to be aggregated to user-defined levels – typically, these would be:

product and product group

customer segment

geography

channel.
Developing Customer Value Management (CVM)

The breakthrough in RBC’s move towards Customer Value Management (CVM) was its implementation of a new software application called “Value Analyser”. Value Analyser is a

foundation application for understanding and assessing clients’ information, behaviors and

relationships. Client value assessments were evaluated on a monthly cycle, with a rolling

12-month and annual total value being calculated. The application is a bottom-up way of assessing customer value based on individual accounts.

It uses transactional data to produce a value metric for each account, allowing this measure

to be used not only for individual customers but also at every level of the enterprise. Aggregation to product or channel level is easy to carry out but remains consistent across the Bank because individual identifiers are attached to each account or set of events, which

have been used to generate the base value metric.

The application was championed in the first instance as a way to start improving the segmentation process. Product managers quickly saw great value in the resource in financial terms. They now have consistent product-related profitability measures that Value Analyser produces, in addition to customer-based profitability.

It is also seen as a boon to risk management, which uses historical models but had not been

able to analyse the impact of their decisions on a portfolio of customer relationships. A report has now been written into the system, which shows the impact at a customer level, not just at a gross profit level.

Says Burrows, “the system will become common data. It has opened unexpected

doors.”

Because of the CRM process already in place in RBC, it was recognized that the Bank needed to be able to look at client profitability at a transaction and account level, not using

averages. It also needed to understand the dynamics of its customers and see what the impact was on the customer profile of discretion at branch and delivery channel level.

A three-dimensional profit metric is now used within the Bank. At an organizational level, it is

able to deliver financial statements on the following:
assets, liabilities and equity

income and expenses

contingencies

inter-company transfers.
These can be examined by total bank, non-bank subsidiaries, and shareholder. Product level metrics are taken on the same financial dimensions across each product line – loans,

savings, accounts, insurance, etc. The customer-level segments the financials by personal

account, with corporate and small business accounts under development.
One of the difficulties initially encountered in determining profitability on a product such as

customer loans was to disaggregate the financial data into meaningful values at a customer

level. Previously, this information had been averaged out. This was where the processing

power of Value Analyser proved its worth, because it allowed individual transactional and

event records to be examined. The system has also made it possible to develop improved

activity-based cost drivers and assign these to individuals and events.

As a result, it was recognized that some previous assumptions were faulty. For example,

many of the Bank’s younger customers operate a savings account with low balances and

few transactions and no bank card.
Inputs into CVM

Five areas of cost have been used as inputs into the client value metric produced by Value

Analyser:

1. Net interest revenue – income derived from interest paid on outstanding credit balances

and loans.

2. Event costing – using ABC and transactional costing to understand profit by channel

and activity.

3. Non-interest revenues – these show the fees paid by customer. This information

can often be buried in an operational system, such as within credit card balances on

the data warehouse. Where it is not directly available, it can be modelled to assign a

value, which provides an indicator of the actual income derived from a customer’s

activity.

4. Risk provision – dynamic risk scores are used to understand the level of risk a customer

represents compared to profitability.

5. Indirect costing allocation – this assigns an element of organizational overhead,

such as marketing, to each customer appropriate to the level of activity a customer

might be subject to.

These five measures allow the company to see customer profitability and what drives it, as

well as return versus assumed risk, channel costs and whether channels are profitable.

CVM has allowed the Bank to become more sophisticated than before in its analysis of profitability.
The Bank had been storing transactional data for more than five years in its data warehouse

because it recognized that a customer’s value to the organization is affected by the type and

frequency of event, the balance of their accounts and their channel usage. This account level information is associated with customer files from RBC’s marketing system.

However, work on costing some products still remains to be done:

Burrows explains: "One of the difficulties initially encountered in determining profitability

on a product such as customer loans was to disaggregate the financial data

into meaningful values at a customer level. Previously, this information had been averaged

out.”
This was where the processing power of Value Analyser proved its worth, because it allowed individual transactional and event records to be examined. The system has also

made it possible to develop improved activity-based cost drivers and assign these to individuals and events.
As a result, it was recognized that some previous assumptions were faulty. For example,

many of the Bank’s younger customers operate a savings account with low balances and

few transactions and no bank card.
Says Burrows: “We are looking at the costs they are being assigned – it was a full allocation

of the ATM and point of sale costs, which was effectively over-assigning

costs to these accounts.”
Current and Future Needs Assessment

The complexity of profit measurement being used is plotted by NCR on a continuum, in order to allow Value Analyser to be customized to the Bank’s requirements. This proved to be pivotal to the success of the project because it helped to locate current practice and future goals.

As Burrows says: “It pushed us. We actually ended up further along the continuum

from where we initially thought we’d be.”
New Marketing Strategies

One area of strategy change has been the re-evaluation of low value, low potential customers with a view to repricing opportunities. On some deposit accounts, the Bank has had to redefine its pricing because clients were not paying any fees.

Burrows explains: “So we are looking at ways to reprice or reduce so we are not losing

as much money.”

Internal reporting has also developed and become more sophisticated. RBC has started

creating income statements and balance sheets for customers and portfolios of customers.

That is important for the development of the customer view in the organization:
Burrows admits: “We can see net income after the cost of capital, essentially consistent

with product-level reporting. It has also built credibility for our customer-driven

strategy. CVM has not been completely adopted at an individual level, however, we

are looking at segment level, and still using product profitability”.

Key Learning Points for RBC
1. 
Initial profitability segmentation was carried out which divided the customer base into

three tiers. This was used by front-line sales staff as well as back-office functions like

marketing and finance. While aligning the customer view across the Bank, the approach

was not precise enough and should not be used as a performance metric.
2.
A new approach was adopted using aggregated profitability and a six-tier segmentation.


A customer, rather than product-based marketing budget was adopted, with


business rules driving campaign strategy. From this, the Bank learned what it


needed to evolve towards a fuller CRM approach.
3. 
A partnership arrangement to develop an analytical CRM package, which leveraged


the data warehouse, was central to the shift towards customer value measurement.

This allowed individual transaction and account data to be used as a basis for profitability calculations.
4. 
A combination of direct and indirect costs as well as risks was used as inputs to the


model. Where cost data was unavailable, modelled attributes were substituted and


will be enhanced later.
5. 
The success of the project was based on cross-functional team working and support,


together with a detailed analysis of the bank’s needs, both current and future.
6. 
As a result of analysing profitability at an individual level, previous assumptions have


been recognized as flawed. Customer segments which were assumed to be lossmaking


and to have little potential, are now being remarketed and repriced and are


showing significant gains.

Tasks to prepare for Presentation
The Chief Customer Officer (CCO) of RBC is aware of the fact that it is essential to take into

consideration the specific needs and requirements of the private banking business (GPB) in

order to fully benefit of the CRM strategy of RBC. He therefore wants to launch a “CRM Initiative”.
Therefore he asked you to describe the main Value Driver in Global Private Banking and to define a CRM Architecture in order to utilise the benefits of the CVM System.
You will present the Case to the Management of GPB and the CCO for approval.
· Define the Impact of CVM to the CRM Strategy

· Specify the requirements for a CRM Architecture 

· How can you use the CVM Results in the campaign management process?
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