CHAPTER – I
INTRODUCTION

CONCEPT:
Marketing strategy is a process that can allow an organization to concentrate
its limited resources on the greatest opportunities to increase sales and achieve a
sustainable competitive advantage. A marketing strategy should be centered around
the key concept that customer satisfaction is the main goal.
Marketing strategy is a method of focusing an organization's energies and
resources on a course of action which can lead to increased sales and dominance of a
targeted market niche. A marketing strategy combines product development,
promotion, distribution, pricing, relationship management and other elements;
identifies the firm's marketing goals, and explains how they will be achieved, ideally
within a stated timeframe. Marketing strategy determines the choice of target market
segments, positioning, marketing mix, and allocation of resources. It is most effective
when it is an integral component of overall firm strategy, defining how the
organization will successfully engage customers, prospects, and competitors in the
market arena of corporate strategies, corporate missions, and corporate goals. As the
customer constitutes the source of a company's revenue, marketing strategy is closely
linked with sales. A key component of marketing strategy is often to keep marketing
in line with a company's overarching mission statement
TYPES OF STRATEGIES
Marketing strategies may differ depending on the unique situation of the
individual business. However there are a number of ways of categorizing some
generic strategies. A brief description of the most common categorizing schemes is
presented below:
¾ Strategies based on market dominance - In this scheme, firms are classified
based on their market share or dominance of an industry. Typically there are
four types of market dominance strategies:

¾ Leader
¾ Challenger
¾ Follower
¾ Niches
¾ Porter generic strategies - strategy on the dimensions of strategic scope and
strategic strength. Strategic scope refers to the market penetration while
strategic strength refers to the firm’s sustainable competitive advantage. The
generic strategy framework (porter 1984) comprises two alternatives each
with two alternative scopes. These are Differentiation and low-cost leadership
each with a dimension of Focus-broad or narrow.
¾ Product differentiation (broad)
¾ Cost leadership (broad)
¾ Market segmentation (narrow)
¾ Innovation strategies - This deals with the firm's rate of the new product
development and business model innovation. It asks whether the company is
on the cutting edge of technology and business innovation. There are three
types:
¾ Pioneers
¾ Close followers
¾ Late followers
¾ Growth strategies -: The following are the different growth strategies.
¾ Horizontal integration
¾ Vertical integration
¾ Diversification
¾ Intensification

Marketing Strategy System
For developing strategies relating to deposit mobilization and improving
customer service, market research has to be conducted for market segmentation and
targeting (as illustrated in Chart 1.1) broadly covering the following categories.
Chart 1.1: Showing the Marketing Strategy System

Determinants of Deposits
There are several factors which influence the growth of bank deposits. Some
of them are:
¾ higher industrial and agricultural production
¾ increasing savings rate in the economy

¾ Development programmes of the government to boost rural economy and
small scale industries.
Factors having adverse effect on deposit mobilization are:
¾ setback in the agricultural sector during poor monsoon years
¾ rising cost of hiring government reducing its budget and restricting money
supply
¾ growing competition from other channels of investment which offer higher
interest rates
¾ government's control on branch expansion of banks
¾ Non-recovery of loans.
A statistical analysis of the determinants of deposits had been performed to
measure the magnitude of influence of different environmental factors on deposit
mobilization. Regression analysis on secondary time-series data has been conducted
at all-India and state levels to achieve the above objective.
Trends and Patterns of Savings and Deposits
This involves estimating current and potential markets for deposits and
segmenting the market in terms of geographical location, customers, socioeconomic
characteristics, and other related factors.
Customer Behaviour, Attitude, and Perceptions
This involves understanding customer profile, their socio-economic and
demographic background, their psychographic make-up, motivations behind their
savings, awareness of and attitude to various modes of savings, and reasons for their
preference for one form of savings over another. This will help bankers in providing
new banking services/products through which even non-bank customers can be
adopted.
Customer Services

Launching new schemes with advertisements attracts new depositors.
However, what ultimately sustains the process of generation of new deposits and
continues the acceleration of deposit mobilization is the quality of customer service as
perceived by customers.
Bank's performance in different banking services like withdrawal of cash,
collection of cheques, quality and adequacy of infrastructural facilities available to
customers, attitudes of bank employees towards customers, promptness, and general
attitude have to be analysed and evaluated before strategy formulation.
MARKETING STRATEGIES OF BANKING INDUSTRY:
Banking Industry is one of the most important service industries which touch
the lives of millions of people. Its service is unique both in social and economic points
of view of a nation. Earlier the attitude of banking service was that it was not
professional to sell one's services and was unnecessary in the sense that traditional
relationships and quality of products were sufficient to carry forward the tasks. Before
the mid 1950's the banks had no understanding or regard for marketing. The bank
building was created in the image of a Greek Temple to impress the public about the
importance of a bank. The interior was austere and the teller rarely smiled. Bankers
maintained austere dignity and they hardly maintained friendliness.
It was in the late 1950's that marketing in banking industry emerged in the
west. It emergence was in the form of advertising and promotion concept. At that
time, personal setting could not get a significant place. Gradually there was a change
in the attitude of bankers, probably in time with the attitudinal change in customers.
The idea of customers' satisfaction began in the late 1950's, flourished in 1960's and
became an integral part of the banking services in the 1970's. But the same trend
could not be applicable, especially in developing countries and to be more specific in
India because of socioeconomic and political reasons.
Marketing came into Indian banks in the late 1950's not in the form of
marketing concept but in the forms of advertising and promotion concept. Soon it was
realized that marketing transcends advertising and friendliness. Till 1950 it was
recognized that personal selling was not necessary. The bankers went out of their way

to avoid being accused of selling. The bankers even eliminated the word 'selling' and
they called the function of customer contact 'business development function'. The
bankers' attitudes and comprehensions about marketing changed in the 1960's. They
began to realize that marketing was a lot more than smiling and friendly tellers. The
idea of customer convenience began in the late fifties and it flourished in the 1960's.
Bankers were beginning to understand the concept of market segmentation in the late
1960's. The bank marketing profession changed dramatically in the 1970's. Marketing
positions in banks were created and marketing was accepted as an organizational
imperative.
To understand how banking services can be marketed better, one must
examine banking as service industry, in the content of a swiftly changing
environment, redefine marketing to suit a banker's needs, analyze how the marketing
of financial services differs from that of other products, identify the tasks involved
there in and set forth a series of steps for effective bank marketing.
When modern managers the world over are busy having their marketing skills,
bankers in India can ill-afford to shrug it off and keep away from global changes in
banking which are in favour of "Optimal satisfaction of customers' wants and creation
of customers for novel products". As a matter of fact competition was not in
existence. On the one side of the fence was the State Bank of India alone, which is
enjoying Government, ownership and on the other side was private Commercial
Banks, local by orientation, primarily servicing the interest of the controlling business
houses. Therefore neither the State Bank nor the others cared much for the public.
Furthermore, their service is confirmed to a limited range of services which included
Current Accounts, Term Deposit Accounts and Savings Bank Accounts in Deposit
Area. In the area of advances, limits were sanctioned on the basis of security by way
of lock and key accounts and bills, purchased limits; their miscellaneous services
included issuance of drafts, collection of outstation cheques, executing standing
instructions and lockers facility at a few centres. It was the phase of class banking and
even the communication through the media was looked down upon with contempt as
something against the tenets of banking culture. Even the advertisements released till
1966 were very few.

After nationalization of 14 major commercial banks in 1969, banking system
in India is no longer the exclusive preserve of a few Industrial Houses or business
families and has become a very important instrument of socio-economic changes.
Bankers, after nationalization, woke up from their splendid isolation and found
themselves placed in a highly competitive and rapidly changing environment with
competition becoming fierce day by day. The traditional description hardly suffices
today's needs. Due to this, banks approaches towards customers and market
underwent changes and focus was gradually shifted to marketing their products.
Even the economist's view that bankers are creditors of money and not mere
purveyors of credit does little justice to the present-day bankers' pivotal role in our
society. Today banks are virtually becoming "Financial Supermarket" for their
customers. Banks were product oriented organizations, placing before the prospective
customer their range of services, expecting him to choose, presuming that the
customer had the knowledge, time, interest and skill to pick out the services that
would suit him. Along with it, banks also became conscious of their corporate image
and its projections and this introduced the public relations philosophy in banks with
the purpose of image projection.
The first major step in the direction of marketing was initiated by the State
Bank of India in 1972, when it recognized itself on the basis of major market
segments, dividing the customers on the basis of activity and carved out four major
market segments. They are commercial and institutional segment, small industries and
small business segment, agriculture segment and personal and services banking
segment. The new organizational framework embodied the principle that the existence
of an organization primarily depends up on the satisfaction of customer needs. The
hallmark of the reorganized setup was customer orientation. It aimed at

•

Having a total view of customers needs.

•

Meeting the identified needs in the best possible manner.

•

Identification of potential customers, and

•

Conducting activities at the branches on the basis of carved out market
segments instead of job wise.

By1974. The environment became more demanding with the emphasis on
mass banking and canalization of credit into priority areas and lending at differential
rates of interest to the weaker sections of the society. This placed strains on the
profitability of banks which led to keen competition, which is detrimental to the
banking system in the ultimate analysis. This time even though banks were talking of
marketing, they were essentially selling. A notable change during the period was
related to two major components, that is product and promotion. The other two 'Ps'
that is price and place were highly controlled by central banking authority. Banking
began to offer profit security regular income, retirement benefits, money for marriage
of the daughter, education tor growing children etc.
It was in the early 1980's that banks realized that marketing was more than
that. They started thinking in terms of product development, market penetration and
market development. Moreover banks also accelerated the process of equipping their
staff with marketing capabilities in terms of both skill and attitude through internal
and external training.
Through the continuous modification and rectification in banking and
implementation of financial sector reforms as per the recommendation of the
committee on Financial system the functioning of banks in India has undergone
dramatic changes. Starting from very conservative traditional banking where the
service of banks was confined to a few in the society, now due to liberalization and
privatization, a 'U' turn has taken place in Indian banking. The hallmark of the
changed concept aimed at having a full view of customers' needs. 'That is, fulfilling
the identified needs in the best possible manner by required service. These splendid
changes have three phases. They are
1. Traditional banking period
2. Development banking period, and
3. Bank marketing period
The above information is shown in the following chart No: 1.2

Chart 1.2: Evolution of bank marketing in India

1.

Traditional Banking
This period is also known as Pre-nationalization period. The basic symbol of

this period was strong accounting orientation of bankers down the time. In other
words, meticulous maintenance of accounts books and an inward-looking approach in
transacting business with the customer. Investment of banks funds is based on
liquidity principles. In loaning, the quality of security is more important and the
requirement of the customer gets least importance. The customer was presented with
readymade banking products with an option to take it or leave it. Due to the limited
banking network then available, the customer had little alternatives. So the banking
business kept prospering even with a limited clientele base and a set of inflexible rules
and regulations meticulously observation both in letter and spirit. During the period
there was strong banker customer relationship but the customers were selected the few
in a society. This period is popularly known as period of class banking.
2.

Development Banking Period

It is otherwise known as post-nationalization period. There was dramatic
change with the nationalization of 14 major commercial banks in 1969. Inspired by
the well-known socio-economic objectives of nationalization went in for phenomenal
branch expansion during the seventies to cover every nook and comer of the country.
Financial assistance on a very large scale was made available to the economically
weaker sections of the society. The sheer magnitude of development banking effort
undertaken by public sector banks during this period remains unmatched by the
banking industry anywhere else in the world. As far as the evolution of bank
marketing is concerned, the bankers came out of their ivory towers and reached out to
the masses. A large number of deposit and loan schemes were developed during this
period according to the requirements of different sections of society as per the
national priorities. Even though bankers reached out to the masses, then, orientation
and mind set still did not evolve much beyond the take it or leave it syndrome of the
pre-nationalization era. The basic reason is that the banker was still operating sellers'
market. The inference of this scenario suggests that the banker of this period never
found it necessary to ascertain what the customer actually wanted. What the banker
did was present a few products to the customers and push hard enough amongst the
customers in order to achieve the predetermined levels of deposits and advances fixed
by the bank. In other words, the bank adopted a selling stance. The discipline of bank
marketing did travel. Some distance much as much as marketing tools like market
segmentation, product diversification and expansion were experimented with. For
instance, the State Bank came out with its market segmentation scheme and
innovative loan products like, IRDP, Differential Interest Rate Scheme and Crop
loans were extensively marketed. But the basic content of marketing had yet to be
absorbed by the bankers at large.
3.

Bank Marketing Period
It is also known as modern period. The frantic pace of branch expansion and

credit disbursement during the development banking period has direct impact on the
health of public sector banks. The real outcome was the proliferation of loss-making
branches. The problem of communication and transport network in the countryside,
rising customer dissatisfaction with banking services, and resultant apathy of bank
staff towards developmental work are the basic reasons for this. The RBI urged

commercial banks to take stock of the state of affairs, to consolidate their gains and go
slow on branch expansion, thus ushering in the period of consolidation. The bank
visualizes the risk inherent in continuing to do business as before. So there is a
growing awareness that marketing was an essential tool in the hands of the banker, an
in escapable necessity without which perhaps survival itself might become difficult in
future.
The most important factors which have given a momentum to the bank
marketing in the country are Financial Disintermediation. The basic job of a banker is
to accept deposits from investors and or depositors and after providing funds for
statutory obligation like SLR and CRR bank extend loan to borrowers. The difference
between deposit interest rate and the loan interest rate is the banker's 'spread'. Thus the
bank acts as an interlinking factor and this is called financial intermediation as in
chart 1.3.
Chart 1.3: Financial Intermediation

In another angle, the banker brings together those who have surplus fund and
those who are in need of it. This has been the process for the last few decades in India.
Now due to the opening of new avenues for both deployment of surplus fund and also
for securing funds, meeting of depositor and borrower via banks are now meeting
without the mediation of bank. There are a number of non banking alternatives for the
depositor like share market, Post-office saving, UTI, mutual funds and company fixed
deposit. All these are investment avenues and many other similar ones have flooded in
to the Indian financial market. Furthermore, it is an unavoidable process of rapid
economic growth. The outcome of these processes is undermining the traditional
banking function of intermediary between investors and borrowers. This is known as
the process of financial disintermediation which is depicted in chart 1.4.

Chart 1.4: Financial Disintermediation
The basic outcome is that the process of financial disintermediation cut the
roof of traditional banking. On the one side, deposit mobilization is threatened
because of alternative lucrative investment avenues are available to depositors.
Similar is the case for lending aspect also because borrowers can now access cheaper
and less cumbersome avenues tor raising resources. In a nutshell, financial
disintermediation has created a serious threat to the very survival and growth of basic
banking activities.
In such a situation, banks have been frantically looking for alternatives to
survive and thrive. It is here that bank marketing came to their rescue. With its
emphasis on the centrality of the customer to entire banking operations, the bank
marketing concept has provided a way out in the form of a host of new banking
services and instruments. Bank marketing has emerged as the principal survival
strategy for banks confronted with an accelerating pace of disintermediation.
Another face of the growth of Indian economy in recent years has been the
fantastic increase in needs and expectation of banking customers, important factors
for this change are
•

The spread of Television, including access to international channels,

•

Rise of Indian middle-class with considerable financial resources and
furthermore, a higher propensity towards consumption,

•

Entry of foreign and private sector banks in India,

•

Break-up of the joint family system in urban India, and

•

Govt. intervention for protecting the interest of consumers.
All these and similar other developments have combined to produce a typical

bank customer who is no longer prepared to accept things lying down. Customer has

started harbouring higher-expectations from banks to fulfill his newfound needs and
has become quite articulate about them". Now due to the change in the attitude of'
customers, banks cannot continue with their "take it or leave it" attitudes. If they do so
they will lose their customers because customers have a number of other options. So
banks must be closer to the customer in order to satisfy them. In other words, this is
exactly what bank marketing is.
An offshoot of economic liberalization is the phenomenal growth in
competition in the banking industry. A number of private sector banks with
considerable financial might and expertise have already made an entry. In addition to
this, foreign banks have also made their presence in the country besides, a large
number of Non-banking Finance Companies as awe11 as recently proposed local area
banks are competing to get the maximum share of the market. So for the first time,
bank customers in India are going to have a choice. This situation brings 'bank
marketing' to increase business and profit.
A popular definition of bank marketing is given by S. Kuppuswami in the
following words, "Creation and delivery of financial services suitable to meet the
customer's need at a profit to the bank. This definition recognizes the imperative need
to satisfy customers, the significant since of both the creation and delivery aspects of
bank services and underlying profit motive.
The most comprehensive definition of bank marketing is given by Deryk
Weyer of Barclays Bank. He calls it as, "Consisting of identifying the most profitable
markets now and in future, assessing the present and future needs of customers,
setting business development goals, making plans to meet them and managing the
various services and promoting them to achieve the plans - all in the context of
changing environment in the market".
Hartley prefers to call bank marketing responsive marketing which suggests an
attuning or responding to the charging needs of customers' society and environment.
Gist look at the social dimensions from a different angle. He says that because
marketing activities lead to the creation of new products and services, because
marketing activities promote new ideas to the society which is being served and

because marketing involves an important persuasive role in the formation of public
opinion, marketing is unavoidably a social concern.
Rajeev K Seth defines marketing orientation in such a way that, marketing
orientation is basically an attitudinal disposition of a banker which enables him to
anticipate customer needs and also inspires him to satisfy that need. Two ingredients
of marketing orientation are
•

an ability to anticipate customer needs and

•

Willingness to satisfy them.

Chart 1.5: Concept of marketing orientation in banking

The customer of a bank today is most discerning. With banks operating in a
buyer's market, the customer looks for a bank which can meet all his present and
future requirements at an affordable competitive cost. He is also increasingly qualityconscious. Almost everyone would appreciate that no two classes of customers are
alike. Therefore in any environment relating to a bank’s branch or region, the
potential clientele can always be classified into different homogeneous segments and
distinct 4 Ps package judiciously offered to each segment. As Alan Roberts observes,
"Market segmentation is the strategy of dividing markets in order to conquer them, a
continuous policy of looking for differences, geographical or otherwise in the total
market and the continuous exploitation of these differences. Market segmentation
differentiates customers with similar banking needs from those with dissimilar needs.
If homogeneity is greater in needs and behavior of a group of customers then it is
easier to understand them. In addition to that, segmentation provides a solid basis
upon which the marketing strategy of a bank can be designed. Furthermore,
segmenting the market also helps to evolve a distinctive marketing package for each
segment based on the needs of different customer segment. This in turn helps the
marketer to cultivate in the customer's mind a perception of psychological
membership of bankers' offerings. A customer is more likely to have a feeling that the
given marketing package has been specially designed for a person like him only, and
not for everyday. This will result in greater satisfaction of customer needs which will

in turn result in to higher return for every rupee spent in marketing. Marketing
literature is teeming with information about the different basis on which market
segmentation may be attempted. Some of the popular basis of segmentation is
geographic, demographic, psychological, volume, benefit etc.
Geographic segmentation in the banking context, one may have variations like
metropolitan, urban, rural, North West, east, south, large city, small city on the basis
of population, hill area, tribal area and desert area. By this segmentation, it is assumed
that customers in a given geographic region would show a high degree of
homogeneity in their banking needs. As geographic region are already demarcated, it
is the easiest way of segmentation.
Generally, geographic segmentation could be further extended on the basis of
demographic segmentation of customers. Typical demographic parameters in use are
age, sex, income, occupation education, social class etc. In India, geographic and
demographic segmentation combined together are likely to yield far more
homogeneous segments than either of them individually.
Another more sophisticated criteria are that a bank may use for segmentation
is psychographic benefit parameters. Amongst psychographic parameters one could
use segmentation variables which reflect personality traits of customers like leaderfollower types, extrovert-introvert types, conservative - liberal types. This type of
segmentation requires in-depth understanding of customer psychology. Even then it
may remain uncertain to what extent these personality traits actually determine
customer needs and behavior. Because of these reasons, psychographic segmentation
may be very difficult to implement in banks.
Segmentation is benefit segmentation. Here segmentation is on the basis of the
benefit that a customer seeks from purchasing a given bank product. For instance,
going for a 'credit card' is seeking the benefit of status. Another going for a loan to a
particular bank is seeking the benefit of economy. Similarly, a third customer is
seeking the benefit of convenience and prepared to pay a price for prompt, efficient
and courteous service. Thus benefits like status, economy and convenience could be
the basis for segmentation the market. In a nutshell, geographic and demographic
basis of segmentation applied in tandem, appear perfectly capable of yielding useful,

specific and Early homogeneous market segment for banks. These segments need to
be tested on the basis of three parameters - measurability, profitability, and
accessibility by each bank before being adopted. Some of the leading segments are
Senior citizens, Students, Domestic tourists, working women, Investors, Community,
Housewives, Defense personnel, Young salaried people etc. They are also known as
house-holding banking segments. None of these segments are totally new to bankers.
But the degree of marketing effort they require is of a high order.
Household and corporate segments display several distinctive characteristics
which are diametrically opposite to each other. In terms of marketing theory, the
household segment has to be approached with consumer marketing principles while
the corporate sector can be best understood through the principles of industrial
marketing.
Understanding the customer is crucial and it is around this the entire gamut of
marketing activities revolve.
Along with segmentation, judicious combination of 'Ps' is essential to satisfy
customers. But when it comes to service marketing the context is different. In service
marketing the human factor has an overriding role to play. Again, due to intangible
nature of service products, tangibilising them becomes important. Furthermore, due to
the presence of the human factor producing quality product is crucial. Such a
combination is termed as marketing mix. Framing a market mix for service industry
like bank is a laborious task. The level of customer satisfaction is not static among
bank customers. The level of satisfaction will vary with the changing level of
standard. It also changes to different customer segments according to their respective
attitudes and aspirations. The multi-faceted development in the socioeconomic fabrics
has made it urgent that Indian banks reframe their marketing mix. Due to increasing
competition from other financial institutions, made it necessary that Indian
commercial banks review the line of banking service. Channels of management
pricing strategies and promotional stages. Investors started to invest their savings in
other avenues of investment, earning 50 to 100 per cent of returns. Furthermore cooperative banks and other non-banking financial institutions also offer attractive
dividend in return. Thus it is high time to think about reframing marketing mix of
banking service.

The First 'P' – Product
First among the PS of bank marketing is product mix. Product stands for both
goods and service combination offered to the public to satisfy their needs. In the
highly regulated banking industry all offered the same type of products. Actually the
bank takes little time and no additional investment to develop a financial product or
service. But the drawback is that no brand can be marketed with unique selling
proposition for long because it can be copied immediately. Thus it is better to focus
on some selected ideas relating to products, which have immediate operational utility
as well as feasibility on banks.
In the evolution of bank products, the products can be categorized into three
groups. They are Core products, Formal products, and augmented product. Core
products are those products, which define the business. For a bank, some of the core
products are Savings Bank Account, Current Account, Term deposit, Recurring
deposit, Cash credit, Term loan, overdraft and the like. This has two basic
characteristics. Firstly, they define the business of a commercial bank that is whatever
banking service was extended these core products are there. Second is that, core
products do not have strong marketing content, that is, the product must be
specifically designed in view of the needs of customers in well defined homogeneous
market segment. Since core products, are used as basic tools of commercial banking
and serve the full range of customer segments or at least a large number of them, their
marketing content cannot be rated as very high. But these core products are
indispensable to any business. Furthermore, these products provide a basis for the
development of more sophisticated and marketing oriented products.

Formal Product
In the line product evolution, the next type of product is Formal product.
Formal product is usually a combination of two or more core products and they have
strong marketing content as they cater to some specific customer needs. During the
last few years oceans of formal products have hit the market due to rising customer
expectation and anxiety to attract the attention of customers.
Sulabha, over draft of Canara bank, Vijayasree units of Vijaya bank, Smart
Money of Hong Kong Bank, two-in-one of Standard Chartered banks, unfixed deposit
of Citibank are some of the examples of Formal products. One of the basic features of
services is intangibility. Tangibilising the intangible service product was a major
challenge to the marketer. In other words, to help the customer in order to form a
metal image of the intangible product is the main function to achieve competitiveness
in service marketing’s. On the other hand, if banks are applying core products alone,
this will create stress upon customers to finalize how to apply core products as
according to the requirement of the customer. That means it will restrict the
application of bank services which results in limited banking business. Contrary to
this, formal product will give right product with specific names as according to the
requirements of customers to boost the banking business.
Augmented Product
This is a further modification of formal product. This is the age of value
addition. Everybody is sold to the idea of value added product and services. Now it is
common in the market that some ancillary benefits are attached. The main advantage
of augmented product stems from its strong marketing content. Because augmented
product is made out of formal product which itself has a strong marketing content.It is
further reinforced through value addition. A very good example for augmented
product is Smart Money Account with Hong Kong Bank. When one opens a Smart
Money Account, an account holder will also get free Any Time Money Card. Or when
one opens a fixed deposit account, then the deposit holder will get the facility of safe
custody free of cost. Chart 1.6 shows the evolution of bank product.

Chart 1.6: Evolution of Banking Product
Even though branches do not have the authority to design new products, they
can operate by using matrix of Core-Formal-Augmented product in an effective
manner. That is why banks are innovating more and more augmented products
through proper value addition in their existing formal products

The concept of product packages is by considering customers' behavior.
Generally, a customer comes to the bank simply for a product but basically for
solving the problems and to satisfy the needs. Customer needs are varied, complex
and multidimensional needs. A bank should offer multidimensional product otherwise
called product package. In the place of offering one or two or a large number of
products to the customers, it is by understanding all bank related needs of a customer
and then evolves a comprehensive product package which can take car of his entire
spectrum of needs. Hence once the bank gives a tailor-made product it will definitely
cultivate a psychological ownership on the customer's mind. Another aspect required
in a product policy is local touch that is, by considering local peculiarities; product
must be local-oriented. Chart 1.7 shows the product package

Chart 1.7: Product Package

The Second 'P' – Price
Price in the case of service, different terms are used for different services like
fees for legal service, fare for transport service, commission agency services,
premium for insurance service, interest for the use of money. Two characteristics,
which have great impact on determining the prices of services are perish ability and
intangibility. In banking industry, price is the amount of money that will determine
the exchange rate of bank product or services between the bank and customers. Price
determination of the banking products or services is subject to regulation either by the
Government or by the Reserve Bank of India. It is a unique feature of the bank price
that the products are mostly designed by the banker while the price is determined by
the RBI and Government of India Due to this, there is uniformity in the price of bank
product through out India. Hence the chance of competition on the basis of price is
almost nil. As a part of the economic liberalization programme of the Government,
pricing in Indian banking is steadily being deregulated.
Successive credit policy pronouncement of RBI during the last few years has
already brought about substantial deregulation and flexibility for banks in evolving
their pricing strategy. Soon after the announcement of the RBI's credit policy in
October 1994, ICICI bank announced a unique price structure for its deposits rate.
The Bank offered 10 per cent for time deposits of '6' months to 2 years and 8 per cent
for 3 years maturity. Even the area of ancillary service charges the raised pricing
structure announced by Indian Bank Association aroused a lot of debate. Even though
complete deregulation of the price regime is still to materialize, price is fast becoming
a strategic tool for bankers for their marketing.
The Third 'P' – Place
The most important element in distribution strategy relate to this issue of
location of the banks to render their service. Distribution means delivery of the
products or service at the right time and at the right place. The place where the
banking products or service are delivered is an important element in bank marketing.
The place strategy of Indian banks has been on the basis of too many parameters.
Prior sanction from RBI and responsibility of banks towards development of banking
habit in remote unbanked areas have been some of the important given parameters. So

from the marketing stand point, place strategy is not fully positive to Indian baulks.
Some of the major trends in this are
¾ The branch licensing policy of RBI is already a thing of the past. This was one
of the first policy responses of the government to the Narasimham Committee
Report on Financial system 1991.
¾ Branch expansion on the basis of social banking consideration has achieved its
objectives substantially. Compared to any nation in the world, India has the
largest bank branch network. Practically it covers every nook and corner of the
country.
Thirdly, banks in India have been experimenting with a few strategies relating
to place. That is, extending their reach through means other than branch expansion as
well. The first such strategy is the concept of extension centre, satellite office etc.
Secondly, the concept of special counters for certain customer segments for example,
for pensioners, non-resident Indian, etc. Thirdly mobile office is also a part of current
banking practice. Through this, the banker came to the doorstep of the customers.
Fourthly, technology has also been deployed by banks for implementing their place
strategy. Home banking and ATM are in Indian banking. Fifthly, a recent innovation
is that of strategic alliance. This trend has been set up in motion mainly by the newly
set-up private banks in order to overcome the draw back arising out of the limited
branch network. Some of these banks entered into strategic alliance with already
established banks having wide branch network. One such alliance is between Global
Trust Bank and Vijaya bank. Chart 1.8 is given innovation in place strategy.

Chart 1.8: Innovation in place strategy
The Fourth 'P' – Promotion
The promotion is to inform and remind individuals and persuade them to
accept, recommend or use of a product service or ideas. Promotion is a demand
stimulating aid through communication. Any marketing promotion campaign has two
objectives. 'They are to inform the prospective customer and then to persuade him.
Due to the inherent intangible nature of services, the customer of banking service
relies more on subjective impression rather than concrete evidence. When a bank
comes out with a new product, it makes its target customer segment aware of it only
through marketing promotion. It may be in various forms like press advertisement,
sales campaign, word of mouth, personal interaction directly mailing. Making the
customer may be enough if the product is unique or in great demand. But this may not
be so always. So the second fundamental objective of a promotion campaign is to
persuade the customer to buy the product in preference to other similar products
available in the market.
Now this persuasion too could be in different ways like by working on an
emotional plan by an objective of presentation of benefit of the product by identifying
the product with some strong need of customers. Along with the above fundamental
objective, it also has some subsidiary objectives like image building of an
organization, promoting the growth of a newly started industry.
The promotive effort for banking services consists of both personal and
impersonal devices. Personal device is purely subjective in nature and it differs from
person to person. Impersonal promotion can be through advertising, publicity and
sales promotion. Personal selling is the responsibility of the bank staff. Impersonal
selling should be done by the respective banks and their association like Joint
Publicity Committee for public sector banks and Indian Bank Association. A study
conducted by Rajagopal reveals that apart from savings bank account and fixed
deposit account, the awareness of other deposit schemes are relatively less amongst
rural savers. Among lending schemes, gold loans, agricultural loans and Government
sponsored lending schemes are very popular in the rural areas. The bank must try to
understand the real needs and aspirations of the society and provide such product or

services which will satisfy their assets. Marketing strategy should be designed to suit
not only the present market but also the potential future market.
The Fifth 'P' – Process
The process is crucial to the bank marketing strategy. It gives value to the
buyer and an element of uniqueness to the product. It is very significant because it
provides competitive advantage to the bank. The importance of process in bank
marketing strategy is based on 'value chain concept' given by Michael Porter. The
concept basically stresses close attention to all the organizational activities which go
into marketing the final product to the customer. In the banking context, a typical
value chain would encompass all activities right from the product conceptive stage
down to its marketing at branch level. All these ultimately leading to the customer's
satisfaction with the product he was purchased. The value chain concept emphasizes
that all these organizational activities have to be closely monitored and reviewed as an
ongoing basis and all those activities which do not add value to the product used to be
reviewed and modified. It is also useful in focusing attention on those organizational
activities or processes which give uniqueness to the product. And the element of
uniqueness in the product is a basic condition for acquiring competitive advantage.
The Sixth 'P' – People
The Indian banking industry is not an exception to the modem forces of
changes and competition. Many new ideas and strategies have been introduced since
the introduction of the new economic policy. Like any other service industry, banking
is a labour intensive industry. The human factor plays a pivotal role in the running of
the business Men unlike machine have varying attitudes, moods, heterogeneous
cultures, feelings and above all, different aspirations. With the presence of strong
human content in banking: business no idea would even get implemented unless it is
taken up wholeheartedly. People are crucial to the success of any business. It is far
more so in a service oriented industry like banking. The point being, stressed here is
not simply the need of human approach towards people in banks. It is also not only
about making available necessary knowledge and skill for servicing the customer
better, but the central point stressed here is that there is a need to market banking
products to own grassroots level people before marketing these products effectively to

customers. Each employee in a bank irrespective of his position in the bank hierarchy
is both a recipient and provider of service. Unless each employee extends support to
his colleagues and also receives support from them, workflow will get obstructed and
the victim will be the customer. In other words to satisfy a customer, people who
participate this must be right and apt ones.
The Seventh 'P' - Physical evidence
Physical evidence is the strategic tool for the bank marketer. Banking products
are intangible. Tangibilising the intangible commodity is a major challenge to the
bank marketer. One among the important methods is the upkeep of branch premises
and interior decor. This is relevant not only from the point of view of physical
evidence but also for tangibilisation strategy. Another strategy is imaginative
designing of bank stationery used by customers. Product packaging could be another
tangibilisation strategy and marketers called it as a separate 'P' of marketing strategy.
Packaging in banking products could take many ways for instance an attractively
designed product brochure or a catchy brand name which a customer can easily
understand or a pictorial design which can represent a particular product. In the case
of these seven elements, they are not of much use in isolation. But an appropriate
blend is the right way for marketing effort.
Modern day bankers have identified another area of activity itself viz,
realizing book debts on behalf of its clients. Such services are commonly known as
factoring services. Factoring is a mechanism of managing, financing, and collection of
receivables by a specialist organization on behalf of business enterprises. In a firm
trade, credit constitutes a significant position of current assets and working capital.
A proper management is essential because it involves a lot of time, cost and
risk. Big and mega organizations can assign credit management and collection to
specialist organizations called factoring organization. Banks in India were permitted
to enter Factoring Service in July 1990. Banks for the convenience of their account
holders introduced the teller system at some of their branches. Under this system, the
time taken in payment is considerably reduced. Usually when a cheque is presented
for payment it passes through a number of persons, for example the ledger keeper,
accountant, cashier etc. which is really a time consuming procedure. Under the teller

system a cashier is designated as teller who makes payment of cheques to specified
amount immediately on presentation of a cheque by the payee.
Another service provided by modern bank is safe deposit vaults. Most of the
banks provide the facility of safe deposit vaults to the public at their branches. For this
purpose, they arrange strong room equipped with safe deposit lockers. A reasonable
rent called lease money is charged for the facility.
Forfeiting is another product developed by commercial banks. It is purchasing
the medium term export receivables from an exporter without resources to him. It is
different from international factoring in as much as it deals with receivables relating
to deferred payment exports while factoring deals with short-term receivables.
Leasing is the next one. Leasing can be defined as a transaction in which the
owner of the asset that is the bank gives the same to the consumer for his uses for a
specified period of time in consideration of payment of lease rentals. Thus in a lease
transaction, the banker retains the ownerships in the assets and the borrower acquires
its possession and use. Banks normally undertake financial lease, operating lease,
leverage lease, sale and lease back.
Next come Hire purchase. Hire purchase is an agreement between the bank
and the borrower under which goods are let on hire. Hire purchase involves delivery
of possession of goods to the hirer. On payment of the last installment, the property
passes to the borrower. Securitization is the process by which the selected pool of
credit assets (loans) of the bank is sold to a trust that is turn issues securities against
banking of such assets and sells the same to prospective investors. Even after sale, the
bank undertakes to service the debts and passes on the recovery to the trust for
distribution among investors. Portfolio management, Bank manages the investment
portfolio of a client which involves investment of a client's fund in stock and
securities and to buy and sell securities with an objective to achieve higher return for
the client.
Custodial service is another product. It is a product offered to the shareholders
whereby the banks undertake to collect dividend on behalf of their clients, arrange for
transfer of shares and attend annual general meeting on their behalf.

Since liberalization and globalization, the foreign exchange market in India is
witnessing a sea change. RBI permitted commercial banks to offer the following
products to its customers to enable them to hedge the risks invo1vc.d in investments
and reduce overall risks significantly.
Currency option
Currency option gives the buyer the option, a right but not the obligation, to
buy or sell a specific quantity of the currency called option amount at an agreed rate
called strike price and for a specific period. The buyer pays the seller a premium
which is collected upfront, for the privilege of being able to buy or sell the currency
without actually being committed to do so.
Interest rate cap
Interest rate cap sets a maximum or cap on the interest payable. The bank here
agrees to compensate the purchase of the cap if interest rate rises over a certain level.
Thus the buyer is protected from adverse movement in interest rate.
Interest rate floor
Interest rate floor provides an effective guaranteed minimum interest rate. If
the interest rate falls below the floor level agreed between the bank and the customer,
the customer is compensated by the bank.
Interest rate collar
Interest rate collar is the simultaneous purchase of a cap agreement and sale of
floor.
Forward rate agreement
Forward rate agreement is another product of the commercial banks. It is an
agreement between banks on the one hand and a borrower or depositor on the other,
the former guaranteeing the latter the interest rate on an agreed future date. The
agreement specifies that the difference between the agreed interest rate and the actual
rate that may be ruling on the specified date will be made good by the bank to the

other party. The recent years witnessed Indian banking on a technological upswing.
Some of the innovations that are made possible on account of infusion of technology
are:
Total Branch Automation
Total Branch Automation (TBA) enables customers to transact all their
banking needs through a single counter instead of going to different counters in the
premises. TBA helps significantly in improving the efficiency of operations.
Automated Teller Machine (ATM)
ATMs are capable of performing the. Function of a bank-teller or a cashier
that is dispensing cash, answering account related enquiries, ordering a new cheque
book, providing statements of account etc.
Electronic Fund Transfer
Banks through the technique of net-working are able to transmit messages at
the push of a button. Now the mail transfers and telegraphic transfers are effected
within a matter of seconds.
Anywhere banking
Thanks to the networking of computerized branches, customers can choose to
operate their account through any branch of the bank once they become the account
holder of a branch.
Anytime Banking
The ATM facilities enable customers to transact with the bank anytime of the
day all through the 24 hours.
Home banking
Under home banking customer can, route most of the transactions through the
personal computer, which will be up-linked with the main frame computer of the
bank.

Tele banking
'Tele banking facilities enable the customer to use Automatic voice recorder
for simpler queries, like balance in the account, request for a cheque book, and
standing instructions. The customer can do many of their non-cash transaction over
phone.

Plastic Card
Credit Card as a method of payment without the use of cash or cheque is
gradually giving way to debit cards and Smart Cards. In the emerging scenario, a
professional banker has to understand the dynamics of new developments taking place
in the field of commercial banking and has to equip himself with the professional skill
and competence to operate successfully in the changing competitive environment.
Banking is essential to a modern economy. But due to the new economic
policy, revolutionary changes are going on in the financial sector of the nation and for
performing banking functions, commercial banks alone need not be essential. Noncommercial banks and nonbanking institutions come to compete with commercial
banks in rendering banking functions. The financial markets are fully ready to bestow
this new on the co-operative banks and non-banking financial institutions. Financial
liberalization, internationalization and technological advances have made possible this
shift of intermediation from commercial banks to other financial institutions.
Marketing of Banking Services -- New Trend
Marketing concept asserts to identify consumers' needs before the product is
produced so that the product developed can meet the needs. It can be said that the
consumer is the pivot around which the whole marketing system revolves. Modem
marketing therefore begins with an understanding of consumer needs. The real
problem is to learn what a consumer needs. The real problem is to learn what a
consumer takes into consideration when he chooses a particular brand. All the
behaviour of human beings during the purchase may be turned as buyer's behaviour.
Factors influencing the consumer behaviour are internal like needs, motives,

perceptions and attitudes as well as external. The major external factors are family
social group, culture economics, business influence etc. These influences are depicted
in chart 1.9.

Chart 1.9: Factors influencing the consumer behavior
Hence the ultimate objective of every consumer should be to come with new
products that will serve the consumer and replace the old products which became
obsolete with the passage of time and consumer likes and dislikes. These factors
influence the bankers to formulate new strategies for retention and attraction of the
new and old customers which in-turns help in development and promotion of the
bank.
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