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PREFACE 
Is It Time to Attack or to Retreat?

At the time we are writing this book, the world is faced with unparalleled economic challenges not seen since the Great Depression. Firms, especially in the financial services industry, are going out of business, people are unemployed, and even the most fortunate of firms are tightening their belts. Simply put, rough economic seas require a good captain to navigate through tough choices. Even when things are going well, targeting, segmentation, and branding, all topics that are described in detail in this book, often do not receive the attention they deserve. When times are tough, these topics typically get even less attention. Marketing academics commonly joke that the field of marketing is cyclical. When things are going well, marketing generates revenue; when things are down, marketing is a cost center to be reduced. Many managers might say, “Is this the time for marketing? Marketing is a cost. We are cutting costs. To stay competitive, we have to cut costs.”

This mindset is unfortunately both commonplace and misguided. We do not mean to say that cost cutting where appropriate is a bad idea. Rather, in this book we emphasize a data-oriented way to assess the return on investment (ROI) of your marketing spending and hence how to think about optimizing that investment. Cut the marketing costs that are not delivering for your business, but maintain or even increase spending on investments that are yielding returns. In this book, we will argue that you often have to trade off short-run profitability to invest in your brand and your customers for the long haul. Thus, efficiency depends on your time perspective. For example, in today’s world of social networks, blogs, and so on, does a customer have to be a heavy buyer to be valuable to your firm? Given the ease of networking and information diffusion, a client with low investable assets could be of high strategic importance. Thus, cutting investments in marketing to these important clients could have a long-term negative effect. Simply put, marketing is not just a cost. Investments made in marketing, even in the worst of economic times, can yield dividends for your practice.

Marketing your financial services practice may require funds (e.g., for pamphlets, an improved Web site, and other such materials). Marketing your financial services firm takes time, and your time is costly and valuable. However, marketing should not be viewed as a cost to be minimized, but rather as a key driver of revenue. Marketing is perhaps the primary driver of new revenue for your practice. Ultimately, you are investing in your business for profits, and at the end of the day, profits = revenues − costs. The purpose of this book is to help you, the financial advisor, improve the profitability of your practice. Our experience has shown that this is most easily accomplished through building the customer relationships you want by targeting the appropriate segments and clients, which when combined, leads to profitability. Marketing is the engine driving that profitability through revenue enhancement.

This leads to the question postulated in the title of this preface: Is it time to attack or to retreat? Let us consider the following framework that will help us answer that question.

IS IT TIME TO ATTACK OR TO RETREAT?

Any marketer who claims to “know” whether to increase investment (broadly defined as time, money, effort, and so on) in marketing during difficult economic times (attack) or to save one’s cash flow for better economic times (retreat) is probably stretching the believability of the word know. However, there is a well-established marketing framework that can offer some guidance:

Market share = f (share of voice × share of distribution × share of preference)

What does this equation mean to you in the financial services industry? There are three main components involved in obtaining your share of the financial services market (see Figure P.1). First comes share of voice. Stated another way, this is the share of marketing communications that your practice obtains relative to that obtained by other practices

Figure P.1 The Three Scales of Market Share
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in your competition set. For instance, imagine a market with four firms where the expenditures of the firms directed toward a given local market segment are $50,000, $30,000, $15,000, and $5,000, respectively. Thus, Firm 1’s share of voice is $50,000/($50,000 + $30,000 + $15,000 + $5,000) = 50 percent. Assuming that distribution and preference are equal, then, Firm 1 will get approximately 50 percent of the market. This, of course, assumes that marketing awareness (“voice”) is proportional to current spending, which may be a rough approximation in mature markets where firms have entrenched awareness. In any event, share of voice (share of relevant spending) is important to know.

What is the implication of this in a recessionary market? Imagine that you are Firm 1 and that you could increase your expenditures to $100,000, but your competitors cannot. Perhaps because of bad economic times, they may even have to cut their expenditures. All of a sudden your share of voice is $100,000/$150,000 = 66.7 percent. Depending on the market size, this might be a very large win scenario for your firm. Furthermore, if your expenditures grow the market for the other firms by bringing in enough people who previously were nonclients to compensate for their loss of share, they may not retaliate against your spending increase. This is the classic “attack” scenario. That is, not only can you increase your share of voice as a result of your budgetary capability, but your competition may even be thankful if you can also grow the pie.

Let us contrast this to more robust economic times is where you might also double your expenditures to $100,000. Because all of your competitors may also be doing well in good economic times, they might also double their expenditures. Now, your share of voice is $100,000/$200,000 = 50 percent, the same as before. The big difference is that your ROI on your advertising spending is lower, as it took you $100,000 to get a 50 percent share of voice as compared to just $50,000 before. This is a classic “prisoner’s dilemma” problem of the sort that we discuss in Chapter 1, where you and your competitors have an incentive to increase your expenditures as long as everyone doesn’t do it. However, since each financial advisor has the incentive to increase spending, most do, and average profit for the industry is lower. Thus, many smart firms see down economic times as a better opportunity than good economic times.

Returning to the three scales of market share, let us now consider share of distribution. Share of distribution (in a conventional marketing channel, say for a consumer packaged good) is the fraction of retail outlets in which your product is available relative to the fraction in which your competition is available. The analogy for distribution in the financial services industry, which we discuss throughout the book, is getting into the consideration set of your potential clients. That is, imagine that you are targeting lawyers in your geographical area who make over $250,000 per year. If this target segment has a population of 1,000, suppose that 500 of them know you. Therefore, you are available, or potentially distributed, to 500 lawyers. What would it take to be in the consideration set for 700 instead of 500? As with the share of voice example, in down economic times, there is an opportunity to become strongly considered by major clients because one’s competition may not have adequate resources to do the same. Furthermore, share of distribution is considered by most to be a very enduring form of competitive advantage, as once you have a given set of clients locked up, or once a given set of clients knows you and considers you, these clients will “always” do so.

Last, but not least, there is share of preference. Share of preference refers to how much you are “preferred” relative to competitive practices. Note that we have put preferred in quotes because there are many aspects of brand and firm preference that we discuss throughout the book. This should not be seen as meaning simply “liking,” as there are many dimensions, such as trust, friendship, loyalty, and admiration, that all contribute to the preference landscape. Clearly, your firm wants to have all of these aspects associated with it, and each is part of your brand. However, just as with share of voice and share of preference, it is relative standing that matters.

With this framework in mind, the questions you should ask are:

Which of the three scales is my weakest link?

How do I know which one to improve first?

While the answer to the first question may seem to imply the answer to the second question, that may not be the right strategy for you and your financial services practice. Let us address each of these questions in turn.

Which of the three scales, share of voice, share of distribution, and share of preference, is the weakest link? The best way to assess this is data based. In particular, a financial services practice should understand its awareness compared to its competitors by surveying its customers. It should understand how seriously it is considered by its top potential clients. This information could be collected by surveys or by one-on-one interviews. Finally, a financial services practice should understand what aspects of its service clients prefer, and which require improvement. This is not information that a practice should collect once and then forget about. Rather, each practice should collect this information continuously, maintaining a current understanding of where things stand. As we describe in Chapter 7, this is the “triage” of marketing—what is the cause of dollar assets under management not being at the desired level, or if it is where you want it to be, how can you improve it?

Which one of share of voice, share of distribution, or share of preference should be improved first?

While the common intuition is to fix the one where you are the lowest, the appropriate answer is to “invest” in the one where your ROI will be the greatest. Whether it is in terms of dollars or in terms of time, which one will improve the most from the extra expenditure? To assess this, a seminal marketing paper on an approach called decision calculus1 was written. In this approach, one takes the following steps:

1. Assemble a panel of 10 or so experts (peers, people who understand your firm, and so on).

2. Ask each individual in the panel to independently answer the following five questions about XXX = {share of voice, share of distribution, or share of preference}, where XXX is one of these three aspects of market share forecasting that you are trying to measure via the decision calculus approach:

Q1. What is your current share of XXX?

Q2. What would your share of XXX be if you were to increase spending on it by 50 percent?

Q3. What would your share of XXX be if you were to increase spending on it by 100 percent?

Q4. What would your share of XXX be if you were to decrease spending on it by 50 percent?

Q5. What is the maximum level of XXX that you could achieve if you were to spend the highest possible amount on XXX?

3. Average these answers separately across the (10-person) panel for each of the five questions and each value of XXX to get a single set of numbers (i.e., five numbers each for share of awareness, distribution, and preference).

4. Based on this information, allocate resources to that aspect that is expected to give you the greatest ROI.

As an example, consider the two curves in Figure P.2, where the curve with the diamonds corresponds to share of voice (SOV) and the curve with the rectangles corresponds to share of distribution (SOD).

As we can see, the firm is currently at about 30 percent for both SOD and SOV, and the greatest improvement would

Figure P.2 Decision Calculus: Your Way to Profitability
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come from increasing expenditures on SOD, as the gain is greater for SOD than for SOV.

This approach has many benefits, including using your financial services partners and experts to aid your business, forcing you and your partners to think about the return on spending, and helping financial services practices understand their weakest link.

SUMMARY: ATTACK OR RETREAT?

So, what should you and your practice do today? Assuming that you can afford it, most likely the answer is “attack.” Although your natural tendency may be to cut costs and avoid risky expenditures, this is exactly the time when the ROI from expenditures is likely to be the highest. This is a time when the competition is least likely to respond. This is a time when potential clients are anxious and feel that they need expertise. This book will give you a complete arsenal for structuring your attack: how to think strategically about your practice, which clients to target, and a set of methods to understand how to build truly profitable relationships with them.

NOTES

1 Leonard M. Lodish, Ellen Curtis, Michael Ness, and M. Kerry Simpson, “Sales Force Sizing and Deployment Using a Decision Calculus Model at Syntex Laboratories,” Interfaces 18, no. 1 (January-February 1988), 5–20.
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CHAPTER 1
TREATING YOUR FINANCIAL PRACTICE LIKE A SMALL BUSINESS

INTRODUCTION:
A SERVICE ORIENTATION

Our experience as academics and our years of teaching people about marketing in the financial services industry have taught us that one fact always holds:

Start treating your practice like a small business or you will be out of business.

This book is intended to help you move from a sales orientation to an entrepreneurial orientation. Marketing is critical to every entrepreneur. To state it in a more provocative way:

If you don’t have time to make marketing critical to your practice, just wait—you soon will.

Those financial advisors (FAs) who want to succeed need to recognize that the financial services industry is just that: a service industry. We have personally conducted surveys of over 800 financial advisors from the top financial firms from around the world,1 and recent surveys from the “World Wealth Report 2008”2 and other major research firms corroborate the importance of service. Over and over again, customer service and understanding the needs of one’s clients shows up as the number one driver of success; delivering high or above-average financial returns to your clients is listed as fourth.

When we state that a marketing orientation is a must, we are not just relying on third-party sources. Through a carefully designed survey that we have conducted over the last five years, we are bringing your voice, the voice of the financial advisor, to the development of a set of best practices. That is, by collecting and analyzing your survey responses with well-established principles of marketing, we are able to provide a detailed set of strategic suggestions and tactics that can improve an FA’s business. There is no better source of field research to determine what has worked and what has not than FAs themselves. This is the unique value proposition of this book that separates it from others that are much less data-oriented.

This book, however, is not just for the “winners.” It would be silly to imagine that only successful financial advisors have that “secret formula.” Thus, we have surveyed financial advisors at all stages of their career. This includes those who are just starting out and trying to build their practices, a time when customer acquisition may be of central importance. We have surveyed individuals and taught executive education courses to clients in that elite group with more than $100 million in total assets under management who focus all of their efforts on ultra-high-net-worth clients (more than $5 million). We have surveyed individuals who have built their practices and now primarily want to maintain their customer base, so that customer retention is of central importance.

Our data and this book also apply to branch managers and those who are looking to brand the various financial services teams that work in their branch offices. It also applies to those assistants and support people at financial services firms who want to understand the role that they can play in making their designated financial consultant or office a success. These valuable men and women act as the gatekeepers for all interactions between clients and the firm and are the first contact a client has with an FA’s practice.

The overwhelming importance of a marketing orientation rather than a high-return orientation may seem like heresy and, further, impossible to believe. In fact, a customer-centric view of your practice will provide you, as we will describe throughout this book, with the ability to achieve all the ultimate goals you desire. That is, a high book value under management does not just happen. Acquisition of high-net-worth clients does not just happen. In fact, data suggest that it takes 1.5 years, on average, to acquire a single high-net-worth client. Reaching elite status in your firm does not just happen. It is the small and meaningful intermediate goals along the way that make it happen. It is these intermediate goals that we lay out that will provide you with a summary marketing plan for success.

Using marketing lingo, we would identify some of these intermediate goals (and we have sections on each of these throughout the book) as:

• Developing a value proposition. What unique product or service does your financial advisory practice provide in comparison to others? What is your point of differentiation?

• Developing that successful initial point of contact. Do you have that 15-second “elevator speech” that tells prospective clients what unique services you provide? In other words, many financial advisors ignore or at least invest too little time in the communication aspects of their job.

• Developing your “three words.” Most individuals will remember at most three basic messages when you introduce yourself to them. What would you like those to be, for you?

• Developing your “word-of-mouth army.” It is no secret that the financial advice business is driven by referrals. Now that you have your value proposition and your three words, whom would you like to have talking about you, especially in your local community?

• Developing a deep understanding of your clients. A fundamental understanding of your clients’ decision-making processes and psychology will aid you in acquiring new clients and satisfying the ones you already have. We will give you insights that will help you get a bigger wallet share, create loyalty, and encourage referrals.

• Developing a niche segment. What target set of clients are you going after? If your answer is “all of them,” then (only somewhat facetiously) you desperately need this book. We will make the case that you have a competitive advantage in acquisition when you are focused on a subset of clients. There are also those clients whose acquisition cost clearly outstrips their value. These clients must not be acquired, and if you have them, you need to fire them. Or, even better, as we will describe, let them fire themselves.

• Developing your positioning statement. Simply put, out of all the choices clients have for selecting a financial advisor, why you? What is so special about you? We have found that many financial advisors, when cold-called in class, asked to think about this in a survey, or asked to state it in a mock initial client meeting, have a very difficult time stating what they bring that is unique. If you cannot clearly and quickly communicate why someone should invest with you, how can you expect your clients to do it when they refer you to others?

• Bringing it all together in a marketing plan. With a value statement, target segment, and positioning statement in mind, how tactically will you achieve your objectives? A marketing plan helps clarify things for you, your clients, your partners, and your staff.

While this might initially seem overwhelming, our intention in this book is to take you through these steps one by one, with the goal that by the end you will be able to construct a marketing plan that is tailored to you. In addition, we will provide you with an outline for a marketing plan that can act as your guide. Now those readers who are familiar with full-service and elaborate marketing plans might, and rightly should, be thinking, doesn’t developing a marketing plan take months and cost hundreds of thousands of dollars or more to employ a firm to do it, and isn’t the plan usually hundreds of pages long? The answer is typically yes, yes, and yes. While we would never (and appropriately so) recommend that a practice not do this, the goal of this book is quite different. Here, the goal we are talking about is a “one-page” marketing plan. This is not to say that everything can be contained in this one page; however, our experience has shown that one can distill the key strategic and tactical elements into a very small amount of space. Furthermore, the development of a plan that is not as daunting increases with its simplicity, as does the likelihood of its not just sitting on your desk as a useless paperweight. This book is a guide to turning your financial services practice into a marketing-oriented business, one step at a time.

We will start this path with the most central organizing concept in marketing, your five Cs and four Ps. We will talk about each of these briefly in general terms (as a generic marketing course would) and then discuss them specifically as they play a role in the financial services industry.

THE FIVE Cs AND THEIR APPLICATION TO YOUR FINANCIAL SERVICES PRACTICE

Before any financial advisor tries to enact positive change, he must take stock of his current situation. It is sometimes useful to think of this through the analogy of a patient walking into an emergency room with a malady (in your case, assets under management that do not reach your objectives) and the doctor triaging (taking stock of) that patient to determine the cause. Examples in the financial services industry can be wide ranging, including poor performance in making initial contacts, converting contacts to leads, converting leads to clients, retention of clients, getting a large dollar wallet share from your clients, and so on. It is exactly this causal analysis for which the five Cs and four Ps framework was developed.

To the untrained, taking stock may lead to either pages and pages of text that are useless at the end because of their lack of structure or loads of spreadsheets that try to capture every micro facet of a business but miss the big picture. Fortunately, the tools that marketing scholars have developed for years3 to organize information into the five Cs and four Ps of any business situation are directly applicable to your financial services practice. Thus, to avoid losing the big picture here, we will lay out these principles one at a time, and with each principle provide sample answers to these questions based on the survey data that we have collected. Our hope is that after reading this chapter, you will find a place in your one-page marketing plan for writing down your five Cs and four Ps.

The basic five Cs of any business can be summarized by an assessment of your:

1. Customers (clients)

2. Company

3. Competition

4. Context

5. Collaborators

Each of these plays an integral role in your practice, and ignoring any one of the five can lead to suboptimal performance.

Clients

The first C is where your financial services practice begins, continues, and ends: your clients. It would be trite to say, “Pay attention to your clients!” and that is not what this C is about. Rather, how many financial advisors have taken a systematic and quantitative look at their clients? Do you have the correct mix of clients? Do you have too many clients? That is possible. In fact, our survey data suggest that the average financial advisor should have no more than 75 to 100 major clients at any one time [we will expand on this later when we talk about client relationship management (CRM) in Chapter 7]. Does each of your clients provide positive net present value (NPV)—that is, financial returns—to your practice, and how do you know this? Which of your clients have strategic value and may be able to act as the aforementioned word-of-mouth ambassadors? While this may be a cold way to look at things, each and every client must be scored on a number of dimensions. This book will lay out those dimensions and provide you the means with which to compute your client “scorecard.”

Furthermore, do you understand the reasons that your clients chose you in the first place, the reasons they stay with you (or leave), and the reasons they refer you? Chapter 5 delves deeply into the client decision-making process to help you gain insights into what drives prospects to choose you and clients to stay with you. However, you know that clients do not always act rationally. Chapter 6 dives deeper into investor psychology to illuminate the underlying reasons for the strange and sometimes frustrating things that clients do or refuse to do. You will increase your value to your clients if you understand them better and help them make better and more optimal decisions. Lastly, Chapter 9 will give you specific approaches (tactics) to collecting client information that will help you formulate your marketing strategy.

Company

If you are taking an entrepreneurial approach and trying to build your business for the long term, then we must define the company as you. There is a growing trend for advisors to become independent. If this is your situation, then you absolutely must treat your practice as a service-based business that you are managing for the long haul. You may also be part of a team or a partnership or have your own small firm, in which case you would define this as the company. Even if you are an employee or closely affiliated with a large financial services company, you should be focused on building your business. Being affiliated with a large corporation has its advantages, but it does not allow you to ignore the long-term impact of marketing. The ultimate responsibility for your portfolio of clients and your future rests with you!

One of the primary tools used to form your marketing strategy is a SWOT analysis. This is an exercise in which you identify the strengths, weaknesses, opportunities, and threats to your company. This exercise is widely used by companies both large and small (this is described more fully in Chapter 2). Strengths and weaknesses are of critical importance because, as we will explain throughout the book, it is critical that you create a match between your strengths and a specific niche of clients. While strengths and weaknesses are internal factors that clearly fall under the company C, opportunities and threats are concerned with external factors, which can include elements of the competition, customers, and context Cs. No matter how you categorize it, the goal is to create a marketing strategy that leverages your strengths, mitigates your weaknesses, capitalizes on your opportunities, and diminishes your threats. This starts with a critical look at yourself. Research on your current clients, as we describe in Chapter 9, will help you implement your SWOT analysis.

In the financial services industry, a firm’s reputation is one of its greatest strengths or potentially greatest weaknesses. Financial products are increasingly viewed as commodities. Prospects and clients are not so much making decisions based on the products that you offer, but rather on your reputation for service and advice. This can be manifested in different ways, but what we are really talking about is your brand. The world’s best companies, like Coca-Cola or Procter & Gamble, treat their brands as assets. They invest in them, build them, and protect them. You should, too. Building and managing your reputation, or brand, is imperative to your success as an advisor. Chapter 4 will spell out the critical elements of good branding and take you through the steps needed for building yours. We will help you identify your core competency and value proposition and, just as importantly, how to communicate them effectively.

Competition

When marketers try to understand the role that competition plays in their business, it usually comes down to one central question: is it a zero-sum game or not? Consider that there are a number of basic ways for you to increase your revenues: (1) raise prices (e.g., fees), (2) increase your client base (i.e., customer acquisition), and (3) increase your dollar wallet share from your current clients. But the question is, how are you going to do that? If one assumes (and in the financial services industry this is a fair assumption) that the number of “attractive” clients and the “total wealth to be managed” is a fairly fixed-size pie, then if you gain, someone else loses. This changes the nature of competition dramatically. Contrast this with a situation in which, because of your own marketing efforts, a lot of nonusers of a given product now buy (this is called category expansion). Then, in fact, your competition may be quite happy that you are advertising your services, since even though their market share might decline (temporarily), it will easily be offset by the growth in the market.

While it is possible that through your efforts you will be able to shift some investors who do not use advisors to doing so (move them from self-managed to managed), it is less likely, and their acquisition costs are likely to be much higher. Thus, competition will clearly play a significant role in the strategy of your practice. A bigger question, however, is, “Who is your real competition?” It does not include every financial advisor in your area. This is too large a set and fails to recognize brand tiers. For instance, someone from a small firm is unlikely to try to attract or have the ability to attract the same clients as someone who works at a large, prominent firm. This is good for both parties! Furthermore, a financial advisory typically has or should have a focus, e.g., retirement planning. This is the basis of segmentation and is a primary tenet of the marketing approach and this book.

So, how do you collect information on who your competitors are? We recommend the following tactics, all of which can be implemented fairly easily and should be part of your larger interest in a data-oriented/driven practice.

• Ask your prospects. It is not unreasonable to ask your prospective clients what other advisory firms they are considering or which they have used in the past. This is a great source of information, and questions like these, which fall under the rubric of “unaided awareness and consideration,” are strong predictors of eventual choice. Although it is possible to get into someone’s unaided awareness set through various forms of advertising, not being in someone’s set at the time the choice is made guarantees that you will not be selected. Furthermore, if you are in someone’s set only at the time of choice, as opposed to prior to choice, this reduces the odds of your attaining that person’s business in the first place. Wouldn’t it be informative to know whether you did not get someone’s business because he knew about you, considered you, and didn’t select you or because he didn’t know about you and hence couldn’t select you? One (the former) is an image problem, and the other (the latter) is an awareness problem. Although we will discuss this later in the book, given a choice, take the latter problem.

• Ask the churning clients. Departing customers are an excellent source of information for any firm. Firms that want to continuously improve should hold exit interviews to understand where their ex-clients are going, the reasons for their departure, and whether they are likely to be a source of negative word of mouth. That is, part of customer relationship management is to “lose customers the good way.” We will discuss this in Chapter 7.

• Ask your board of advisors. You may be saying to yourself, “Who is that? I don’t have a board of advisors.” Well, you should. One of the dominant themes we have heard from the hundreds of financial advisors we have taught is the value of a set of trusted opinions. While this is discussed in Chapter 9, you need to know that there are sources within your local community that can easily help you ascertain your competitive set.

Context

Context refers to the general situation the firm faces at the current time. For instance, what is the economic climate? Are you currently gaining or losing clients? Have you recently had a negative word-of-mouth event, or just the opposite, a great opportunity to brand yourself? The reason why the context is so important to one’s strategy is that it provides a set of real-world constraints. To bring this C to life, consider the following vignettes.

Example 1: Out of Time, Out of Money, and Out of Business

William is a highly successful financial advisor. He determines that a good long-run strategy for him is to focus his efforts on high-net-worth clients, as he has been good at acquiring and retaining them. On the surface, this is a good plan for him. However, William is forgetting the context, which is that the economy is in decline, he is losing clients, and the confidence that his community has in him is waning. Thus, if he still has an active and vibrant practice in two years, then his strategy might be successful. However, current projections suggest that because of the context, he will never be able to reap the benefits. William decides instead to focus on making sure that he retains his current clients and trying to get a larger dollar wallet share of their assets under management because this is a good short- to medium-term strategy.

Example 2: Wrong Time to Advertise

Liz, as a data-oriented financial advisor, has determined that she has an awareness problem. She is tremendous at closing the deal, but many potentially attractive clients just don’t know who she is. Liz determines that she will launch a media campaign to raise awareness, generate leads, and hopefully improve her client base. All of this sounds good on the surface. Unfortunately, Liz’s corporate firm, not her local branch, has recently suffered some public relations issues, and by advertising, she will just bring even greater visibility and salience to these issues in the consumers’ minds. Recognizing this, Liz decides to spend the time she has allocated to marketing efforts to damage control and uses direct client contact, namely meetings, and her word-of-mouth army to bring a positive image to her practice prior to advertising.

Example 3: The Wrong Segment

Ron is a financial advisor with a strong marketing orientation who has decided to refocus his efforts on a target segment that he has never worked with before: physicians. As this is a target market that has significant stored wealth and has a lot in common, especially temperamentwise, with Ron, he is confident that he will have a good rapport with it. On the surface, this is a good plan for Ron. However, Ron is overlooking the competition and has failed to recognize that a different financial advisor in his region also has an MD degree. Whenever the two of them go head-to-head for clients, the other financial advisor is more credible. After his first few attempts, Ron quickly realizes this and changes the focus of his segmentation strategy, as he determines that physicians are not a winnable segment.

Collaborators

“Win-win.” If all of us had a dollar for every time we have heard this, we would be wealthy. Despite being a catchy slogan, however, this does embody the collaborators C. Simply put, who else has to “win” if you are to win? This is something that is commonly overlooked in a financial services practice, as many financial advisors see themselves as the sole masters of their own destiny. This is false. It is false in the financial services industry, and it is false in any industry. For instance, think about how your success is tied to that of your colleagues who serve as part of your team. Think about how your success is tied to your support staff. Think about how your success is tied to people who will hopefully generate referrals for you.

As we described in the section on the company C, you are considered the company even if you work for a large firm. In this case, you need to think of yourself as the company and your parent firm as a collaborator. The more successful you are at building your business, the more benefits are reaped by your parent firm. Additionally, you can position yourself as a small firm that understands the individual needs of its clients (your company) while still having the resources of a large multinational firm at your disposal (your collaborator). Lastly, you can and should develop mutually beneficial relationships with other service providers such as attorneys and accountants, who can generate an excellent referral base.

In any good marketing plan, you should do two basic things: develop a list of collaborators, and develop a plan to solve what is known as the “agency theoretic problem.” That is, how do you give your collaborators incentives to operate in ways that are advantageous to you and not solely to them? This is discussed as part of the best practice tactics in Chapter 9.

THE FOUR Ps AND THEIR APPLICATION TO YOUR FINANCIAL SERVICES PRACTICE

Many marketers think of the five Cs of marketing as one’s “homework,” the work that has to be done to develop your strategy. Then the next step is to assimilate the information collected and determines one’s segmentation, targeting, and positioning, or STP (discussed in detail in Chapter 2). Simply put, what clients will you go after (segment), by what targeted means (how), and with what basic message (positioning)? However, all of this has little to do with the “rubber meeting the road.” That is, you can evaluate your five Cs, determine your STP, be mentally happy with your accomplishments, and put the result on your desk. Doing this will not affect your practice, and nothing will change. Eventually, you need to pull a tactical lever that will affect your clients and your business. The four Ps of marketing—product, promotion, place, and price—are those levers.

However, before getting into the details, we must emphasize the most basic premise of the four Ps of marketing.

Your four Ps must be aligned!

That is, the right product at the wrong price will not sell. The right product at the right price but distributed (placement) through the wrong channel will not sell. The right product at the right price through the right channel but with zero awareness (poor promotion) will not sell. To “sell” your financial services practice, your four Ps must be aligned. In fact, it may be bold of us to say that it would be advantageous for your practice to have the “wrong” four Ps, but aligned, rather than a misaligned set of Ps where some are right and some are wrong. There are no right Ps, ever, if they are not aligned.

Product

If you are a consumer packaged goods company selling cereal, it is fairly obvious what your product is: cereal. If you are a financial advisor in the financial services industry, what is your product? When we teach this material, we commonly start out our lectures with exactly this question: “What business are you in?” While it is a seemingly easy and innocuous question, it always leads to lots of discussion and debate among financial advisors, with little resolution. However, here are the most common answers we have heard:

• I help my clients holistically manage their financial goals.

• I am in the psychology business.

• My product is me.

What is most interesting is that when one merges these three answers, it is hard to argue with this definition of your product. You help individuals and families manage their financial goals. You clearly must act partly as advisor and partly as psychologist (see Chapters 5 and 6). Finally, at the end of the day, your product is you. People invest in you! We always ask how much of your client book would come with you if you were to leave your current company. One measure of a good practice for a financial advisor is a large fraction answer to this question. We would also argue that while a large fraction answer scares many large firms, they should encourage this, as successful financial advisors should be their goal as well.

Promotion

Promotion is the means by which a company informs customers about its product or service. For traditional products, these marketing vehicles include television, radio, print, direct mail, and of course the Internet, to name the major ones. While each of these vehicles is available to people working in the financial services industry, some are more prevalent and likely to be effective than others. We discuss this in detail in Chapter 8. However, for now, let us pose the following question: what would make you most aware of and likely to consider and use someone for an important purchase, like your financial advisor? The answer, suggested earlier, is referrals. Later in this book, we talk about explicit tactics to build your referral network. This is not to say that other promotional vehicles are not important. They are, but referrals are the most influential source that must be utilized as a strategic asset. In Chapter 7, when we talk about customer relationship management, we will further discuss the use of customer-level targeting that can most easily be implemented through a strong Internet targeting engine.

Placement

Placement refers to the distribution channel (e.g., a retail store) through which a customer acquires the given product or service. For the financial services industry, it is not clear that this mapping is too direct. However, let us emphasize the following: although placement (distribution) is the “most forgotten P” in many businesses, it is the most enduring one and can provide a great source of competitive advantage. Consider the following example, and then let us see the mapping to the financial services industry. Imagine a manufacturer of electronics products that strikes a deal with Best Buy to nationally and exclusively distribute its product in a given product category. Then, by definition, Best Buy’s share of the market must be 100 percent. Furthermore, distribution contracts tend to be of a longer-term nature and hence enduring. Now, for someone in the financial services industry, what would be an analogous “locked-up” distribution channel? While these are likely to be less formal or less frequent, an analogous situation might be a financial advisor who has a direct referral arrangement with a particular law firm, a particular university, a given hospital, or some similar institution. In essence, the greater the degree to which you can become the preferred or, even more importantly, the default provider of services for a given channel, the better this will be for your practice.

Price

As with product, for many companies it is obvious what one’s price means—the actual financial amount paid for the product or service. For your practice, there are your fees, but even by this early part of the book, we assume you know that we do not mean just that when we refer to price. Yes, you have fees, and we do not mean to imply that they cannot be a strategic lever. But there are at least three problems with using fees as a strategic lever. Let us start with the two easiest problems first.

First and foremost, many clients are often not directly aware of the amount of fees that they pay, and by positioning one’s practice as having low fees, one is bringing greater salience to a cost. While objectively your fees may be lower, your clients’ overall satisfaction with the firm may not actually be increased. In fact, much literature on customer satisfaction shows that focusing on cost minimization as opposed to customer relationships and revenues decreases satisfaction.4

Second, fees as a form of price have strong reference points.5 That is, the price that you pay today is not evaluated in isolation, but rather in comparison to an internal sense of “fairness/price,” which is affected strongly by your past prices and also by competitors’ prices. The implication of this for your practice is both simple and multifold. If you drop your price, eventually that price (those fees) will become the reference level, and your clients will expect it and gain no extra satisfaction from that price drop. Your margin will feel it, but not your customers. Also, the impact of price changes is asymmetric. While people enjoy price cuts, they abhor price increases. So, imagine a financial advisor who changes his assets under management fee from 2 percent of assets to 1.5 percent of assets and then back to 2 percent of assets. Although this is somewhat counterintuitive, the net utility from these two price changes is likely to be negative because of what marketing/psychologists call prospect theory.6 In Chapter 6, we will discuss the implications of prospect theory for your financial services practice more broadly, but with regard to price it is much easier to drop than to raise prices effectively, and hence once you go down a price-cutting path, it is hard to head back upstream.

The most subtle impact of price cuts has been studied widely in the economics and marketing literature through the concept of a prisoner’s dilemma game.7 Before we discuss this game and its role in the financial services industry, we emphasize that prisoner’s dilemma problems are not just applicable to price, but can be related to things like discounts, service levels, giveaways, coupons, and so on. While we will be using the language and an example here of price, the theory derived by economists in game-theoretic applications is directly applicable to other parts of your practice.

To describe the prisoner’s dilemma problem for the financial services industry, imagine a situation in which there are two clients, each with $10 million to invest (call them Client 1 and Client 2), one of whom is currently a client of the first firm (call it Firm A) and the other is a client of the second firm (call it Firm B). For simplicity, also assume that each firm currently charges the same assets under management fee of 2 percent but is considering lowering its fee to 1.5 percent. Consider the 2 × 2 table of decisions and payouts in Figure 1.1.

Figure 1.1 Both Firms Lose Money because of Price Cuts—Outcome and Payoff Matrix for a Prisoner’s Dilemma Game

[image: Image]

As we can see, if both firms stay with their 2 percent fee, they each earn 2% × $10 million = $200,000 in revenue (the status quo). However, if we look at the payouts for Firm A, then Firm A is better off cutting its fees to 1.5 percent regardless of the actions of Firm B. If Firm B does not cut its fees, Firm A gets both clients, worth a total of $20 million under management; that is, the $300,000 from the [1.5%, 2%] cell is better than the $200,000 it would receive from the [2%, 2%] cell. However, if Firm B cuts its fees, the $150,000 that Firm A would receive from the [1.5%, 1.5%] cell is more than the $0 it would receive from the [2%, 1.5%] cell. Thus, the dominant strategy for Firm A is to drop its fee rate to 1.5 percent. Clearly, since the matrix in Figure 1.1 is symmetric, this is seemingly the optimal strategy for Firm B as well, and hence both firms should rationally drop their fees to 1.5 percent. However, we note that under this scenario, both firms are worse off, as they both end up with 1.5% × $10 million = $150,000 where they earn $200,000 now.

Thus, the prisoner’s dilemma points out the danger of using easily replicable tactics to gain a short-term advantage: the other firm can match that advantage, and both firms are then worse off. Consumers are better off, as they now have to pay only 1.5 percent fees, but both firms lose money. Note that the prisoner’s dilemma problem has been recognized as one factor that has led to the lack of profitability of the airline industry,8 as one firm offers frequent flyer miles that are then matched by a competitor firm (benefiting neither differentially). Then the first firm escalates things and offers frequent flyer miles and bonus miles for booking online, and this is quickly matched and possibly even surpassed by the competing firm. Again, as in Figure 1.1, there is no positive differential gained by either firm, and the consumer benefits at the expense of both firms.

A reasonable question is, how does one prevent prisoner’s dilemmas from happening in your local market in the first place? One way, which is illegal, is explicit collusion. Both firms agree to maintain higher prices (or whatever the variable is), which works to the benefit of both firms. Without the possibility of explicit collusion, it comes down to the basic idea of signaling. For example, imagine that Firm A announces a “low price guarantee” where it states to the world that any price cut made by its competitors will be matched without question. Firm B now has no incentive to cut prices (assuming that the signal from Firm A is credible), and hence prices stay at [2%, 2%]. Thus, ironically, and not well known, lower price guarantees typically lead to higher prices, not lower prices.

A second common mechanism to try to get a market to stay at the “better” solution ([2%, 2%]) is what is known as a tit-for-tat response mechanism.9 That is, imagine that Firm A and Firm B know that they are competing with each other for Client 1 and Client 2 over a long time horizon. A tit-for-tat strategy would say that you must “punish” defectors, and hence if you are Firm A, you must cut fees every time Firm B does, and vice versa. This signals clearly to the opposing firm that any defections from the superior outcome for both firms jointly will be dealt with immediately, again signaling the intent of the firm. While this simplified example in Figure 1.1 highlights just one small fraction of the prisoner’s dilemma problem, it indicates the types of strategic decisions that you must make.

Returning to price more broadly, the reason why we mention that fees are just one part of price is the important role that transaction costs play as a determinant of the “price” of doing business. Imagine that Firm A drops its fees to 1.5 percent but simultaneously raises the amount of time it takes to get called back. Clients 1 and 2 are now trading off fees against service time, for which there is no obvious answer. Thus, when you and your practice are thinking about price, think about the price-to-value ratio that you are providing and try to deliver greater value at a given price level.

WHY A CLIENT-CENTRIC ORIENTATION ALWAYS PAYS

Let us get straight to the heart of the matter now. Will a client-centric orientation lower your costs in the short run? Unlikely. A client-centric orientation is likely to cost you what is possibly your greatest asset, time. Since it takes time to be customer-centric, when acquisition and retention costs are incorporated, in fact it may cost you when you measure yourself on common measures of success (number of clients) in the short run. Will a client-centric orientation generate increased revenue immediately? It’s unclear. A client-centric orientation is about building relationships, which will help you acquire the type of clients that you want and retain them for the long run. That is, in Chapter 7 we will provide a detailed discussion of how a client-centric orientation may raise acquisition costs but also significantly raise the value of the customers acquired and the likelihood of retention. It is this short-term-versus-long-term trade-off that lies at the center of a quantitative look at a client-centric versus a revenue-centric firm. Lastly, it is important to mention that a client-centric orientation does not preclude or reduce the importance of profit maximization, as some may believe; rather, just the opposite. A better way to think about it is that a client-centric orientation recognizes that profitability happens one customer at a time, and a client-centric view of your asset book will focus on the heterogeneity among customers and develop ways to maximize it (including the firing of some of those customers).

LOOKING FORWARD

This chapter has tried to introduce you to some of the jargon and structure of marketing as applied to the financial services industry, as well as to the five Cs (customer, company, competition, context, and collaborators) and four Ps (product, promotion, place, and price) framework for thinking about your practice. However, we have not lost sight of the fact that our ultimate goal is to help you construct a marketing plan to improve your practice. The remaining chapters cover the following aspects of that plan, with the following brief preview.

Chapters 2 and 3: Segmentation and Niche Strategies. Segmentation is the process by which groups of homogeneous clients with similar needs and characteristics are identified. We discuss in Chapter 2 how to use client-level data that are commonly available to financial advisors to form segments of customers. Unlike the ways in which clients are commonly segmented, such as assets under management, we demonstrate an improved set of approaches that allows for superior targeting and product differentiation. Once those segments are formed, you must select the target segment(s) [niche market(s)] on which you are going to focus. Chapter 3 contains both some thoughts on selecting target markets that make the most sense for your financial practice and a description of our survey results that describe a number of niches that our respondents commonly use.

Chapter 4: Branding. In this chapter, we discuss the fundamental role that branding plays in your practice. Branding is that aspect of your practice that uniquely differentiates it from competitors’ practices and allows you to represent your core value proposition. Your brand is your most valuable asset, and we will map out ways to build and enhance it.

Chapters 5 and 6: Decision Making and Investor Psychology. While everyone wants to believe that the drivers of choice for his product or service are mostly unique, data suggest otherwise. In particular, we present here the basic steps of decision choice, including awareness, consideration set formation, preference formation, and ultimate choice, explaining along the way the impact that you can have on each stage. In addition, we recognize that investing is a large-stakes, uncertain series of decisions and that clients do not always act in their own best interest. We will discuss a wide range of psychological research and theory to help you better understand and serve your clients.

Chapter 7: Client Relationship Management. A method central to marketing that allows you to identify profitable clients is the computation of client lifetime value (CLV). This technique is described through hypothetical examples. Furthermore, its application to maximizing financial advisor practice performance is described in detail.

Chapter 8: Advertising and Promotion. As we have described in this chapter, and as will be described in Chapters 5 and 6, it is important to be able to influence clients at various stages of their decision processes. We will describe advertising and promoting yourself and your practice effectively and in a credible way that is entirely consistent with your brand. Our focus will be on describing which forms of advertising are most effective in the financial services industry, depending on the purpose, and suggesting ways to increase the effectiveness of advertising.

Chapter 9: Tactics. While Chapters 1 through 8 discuss both theory and the results of our survey of financial advisors, Chapter 9 presents tactics that you can use to improve your practice in the short term. These tactics include developing your “three words” for branding, constructing your advisory board, and forming your word-of-mouth army, to name a few. This chapter highlights the best practices of the most effective FAs in our surveys.

Chapter 10: Marketing Plan. Obviously, we hope that Chapters 1 through 9 provide you with the details that you need to construct your one-page marketing plan. However, the best way to cement the ideas presented throughout this book is to provide you with a hypothetical sample plan that you can emulate immediately. Chapter 10 provides this and includes advice for starting your transformation to a client-centric practice.

In summary, we return to our goals for the readers of this book. We want you to leave this book with a marketing plan that is concise, provides you with a clear statement of the differential value that you have for a target segment of clients, and allows you to improve your profitability by acquiring and retaining the right customers. This is simply said; now the work begins!
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