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Executive summary

In today’s highly complex and dynamic
market the ability of financial services
providers to retain customers and
cross-sell products and services is of
critical importance. However, traditional
methods of generating customer
insight to achieve these goals continue
to miss a key dimension. The key to
better targeting and treatment is to
gain insight into the relationships
customers have with other people and
the key events and activities in their
lives. Social network analysis provides
a breakthrough in understanding
human relationships and enables
financial services providers to uncover
hidden drivers of customer churn and
viral product take-up in a way that is
simply not possible using traditional
techniques. It has the potential to be a
source of true competitive advantage
and differentiation by reducing risk,
driving up customer value and acting as
the basis for truly innovative product
development. As the economic gloom
deepens, financial services providers
will need to innovate if they are to
stay secure and resilient in the ongoing
market turmoil. If the analytical tools
that they use are stuck in the 1980s
they may well find that they too
become relics of a bygone era.

The missing dimension in
customer analytics

We are witnessing a huge shift in the power
balance between consumers and brands.
Unprecedented access to information is
enabling consumers to become informed
experts when making daily purchasing
decisions. In this highly complex, dynamic
market the ability to retain and cross-

sell to existing customers is of critical
importance when fighting off competition
from both traditional and new providers.

In response to these new market forces,
financial service providers have invested
heavily in their customer insight and
analysis capabilities. By combining their
own analysis of individual buying behaviour
with commercially available segmentation
data, their goal is to predict how likely a
customer will respond to new offers and
products.

However, while this approach has been
effective to a degree, it continues to miss

a key dimension. Many of the factors that
influence customers’ purchasing and churn
decisions are not captured by traditional
customer insight techniques. As social
animals, we prefer to make buying decisions
based on our interaction with friends, family
and colleagues rather than in isolation.

Our need for financial products is driven

by our relationships and life events which
are often invisible to banks and insurers.

All life experiences have an emotional
aspect and good or bad experiences tend

to elicit a greater emotional response when
customers interact with organisations. In
today’s increasingly interconnected world,
it is these experiences that are propagated
exponentially through social networks to
friends, family, colleagues and beyond,
almost instantaneously and potentially
worldwide. Within these social networks are
key players whose opinion and behaviour
influences others significantly. If they
communicate a bad experience, other
members of their network may never deal
with that organisation again.

At the same time, we are witnessing an
explosion in the amount of data generated
by the ever-growing digital economy.

As organisations continue to become
engulfed by data and rely on outmoded
analytical methods, they will have difficulty
responding to the shift in consumer

power. While diversified product lines are
altering the market landscape, the ‘silo’
organisational structure, with poorly aligned
systems and processes, still prevails. It is
now clear that the traditional approach
that financial service providers have taken
to generate customer insight needs to
evolve to match how customers actually
behave.The key to better targeting and
treatment is not to focus on where we live,
or what we buy, but to gain insight into the
relationships we have with other people and
the key events in our lives.

Social network analysis

Social network analysis provides a
breakthrough in understanding human
relationships. This approach enables analysts
to identify, understand and evaluate
normally invisible networks of relationships
between people across disparate and
previously unrelated sources of data. While
its origins are grounded in the security and
resilience arena (where, for example, the
UK’s Insurance Fraud Bureau has used it to
uncover major organised fraud networks),
it is now proving equally valuable for
customer intelligence purposes.

Whereas customer segments are typically
based on demographics, lifestyle and
affluence, social network analysis views
the world in terms of connections between
people. These connections can reveal
relationships and life-stage information
leading to improved targeting as well as
opportunities for new, highly differentiated
products. This forms the basis of what we
call ‘network marketing’. By pooling data
from multiple sources about people and
their transactions, it is possible to link
groups of people into networks of activity.
Social network analysis can discover
previously undetectable family links, from
co-habiting partners and parents who

are financially supporting their grown-up
children through university or the purchase
of their first property through to elderly
relatives and offspring who are supporting



them. By establishing links like these, social network analysis has the
potential not only to provide a fuller picture of the individual, but to
open up new possibilities for organisations to market their services
to groups of relatives, households, friends and colleagues.

Relationships between people can be established by using standard
customer data as elementary as name, address and date of birth.
From this basic data, financial service providers can start to build
up a picture of people who share addresses as well as their likely
relationships to each other. Softer, less direct, links can also be
established from the rich spend data that banks hold from current
accounts and credit cards to identify potentially linked spending
patterns. This might include groups of friends who go skiing
together, regularly frequent the same restaurant, use the same
ATM one after the other or have common payment beneficiaries.
Similarly, insurance data will reveal those customers who share the
same vehicle.

Networks are scored and influential individuals at their centre
identified through a combination of their behaviour and the

number of people to whom they are connected. These individuals,
or ‘network hubs’, may be providing significant financial support to
others on their network — for example, making regular payments to
the same individuals — or have a strong influence over the purchase
decisions of their network neighbours. Research has shown that
network neighbours — customers who are linked to an existing
consumer — adopt a service at a rate three to five times greater than
customers selected using marketing best practice’.
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Social network analysis therefore generates new insight on customers
and the social networks to which they belong. Customer-level insight
includes key influencer score, network role, key social associations,
cluster membership, inferred age and inferred location. Network-level
insight includes network type, network segment, number of customers,
highest influencer and dominant cluster. Because it is based on facts
rather than hypotheses, social network analysis does not try to guess
associations and therefore relies more on data volume than data
quality. In fact, the more data it is given to process the better, as it

is relatively immune to data quality and format issues. This means it
can cope well with situations where data has been corrupted either
accidentally or through systemic error.

Reducing contagious churn

Financial products are often a ‘grudge’ or distress purchase. While there
is a lot of positive emotion invested in buying a new car, for example,
the same cannot be said for the insurance policy that goes with it.
Customers, therefore, tend to be more focused on the transactional
and service elements of the purchase. Good service experiences
generally go unnoticed whereas bad ones can often prompt customers
to share their dissatisfaction with others. The Internet now provides
them with a wider audience than ever to do this.

1 Shawndra Hill, Foster Provost and Chris Volinsky (2006). Network-Based Marketing: Identifying Likely Adopters via Consumer Networks.
Statistical Science, Vol. 21, No. 2, pp 256-276. Beachwood, OH: Institute of Mathematical Statistics.
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One example is given in the extract below where the author and
his wife are now considering changing banks as a result of their
daughter being charged excessive fees for going overdrawn.

NatWest charged my student daughter £38 for a 28p overdraft

"A few days ago, miscalculating the P&P on an Internet purchase, she
overdrew for one day by 28 pence. Yesterday, NatWest informed her
that this trifling oversight has incurred a penalty charge of £38, which
as it happens is just a few pence over 50% of her monthly allowance.../
wouldn’t be surprised if she moves her account in the next few weeks,
and certainly I think the chances of a 50-year relationship have
evaporated entirely. What’s more, her mother and father, both also RBS
Group customers, are furious and disbelieving too.”

Source: http://www.citywire.co.uk/personal/-/personality-finance/they-want-
your-money/content.aspx?|D=300084

Once someone at the centre of a network decides to change
provider, there can be a ‘domino effect’ across the group. In recent
tests carried out in the mobile telecommunications sector we

saw churn rates double when one of a group of linked individuals
switched to another provider in response to a key influencer in their
social network. (In fact the analysis focused on a specific time period
and geography so actual churn figures are likely to have been even
higher.) Clearly there are differences between the two sectors, but
we would expect to see similar scenarios in financial services with
fixed-contract financial products such as home and car insurance,
credit cards (when a favourable interest rate period ends) and
mortgages (when fixed or discounted periods end).

Reducing contagious churn is therefore an area where social network
analysis can add considerable value by improving the accuracy of

Hypothesis: If an influencer in a social network churns,
then others in the network are likely to follow
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conventional churn propensity models. Feeding in key social network
indicators such as the number of network neighbours for a particular
customer, their relative influence and the overall density of the
network enables banks and insurers to be more proactive by:

- preventing key influencers from churning by identifying the most
influential people in the network and then prioritising them for
service treatment and churn management;

«'saving’ other members of the network by identifying those network
members who are at risk should a key influencer leave

Retaining high-value customers with
low-risk profiles

The mortgage industry is coming under increasing pressure as more
and more people come out of their low fixed-rate periods into a much
less favourable market. The challenge for the banks is how to retain
customer share without increasing the risk. To avoid eroding their
margins providers need to understand which customers are worth
keeping and take action to retain them before it is too late.

Social network analysis can help ensure the messages get through to
the right people and could even be used as the basis for differentiated
offers to members of high-profile or high-value networks. One
example would be a special rate that only applies if taken up by
several members of the network. If some customers do begin to
defect, targeted messages to other members of that network could
prevent the churn from spreading.

Re-connecting with the disenfranchised
youth market

Banks have long recognised the long-term value of student accounts.
Research shows that two-thirds of customers who open an account
as a student remain with that bank for life. However, most of the
marketing effort directed at them lasts for a few short weeks in
September and relies on traditional techniques that are far less
effective with this group.

Those in the 18-to-28 age group are difficult to access as they do not
trust traditional media and tend to go online for product information.
As a group they are harder to pin down as they travel and move

jobs more often. Many of them may well not be on the electoral

roll and can ‘slip through the net’ of standard marketing techniques.
Social network analysis can be used to track down this age group by
revealing to whom they are financially linked — for example, through
regular payments from a parent at a shared address (since many of
them continue to use their parents’ address as their main residence)
or as second named driver on their parents’ car insurance policy.

Assume a scenario where a young person in their mid-twenties has

a parent who is a valued customer of the bank. The son uses their
parents’ address while not residing there permanently. Instead, he
works for a few months, lives in temporary rented accommodation
and then goes off travelling. Any mail from banks and insurers that
arrives at his parents’ house will pile up unopened since he banks
online and all his payments are automatic. When he returns, he wants
to get on the property ladder but is struggling to obtain funds and is
unaware of his mortgage options. He will therefore ask his parents,



who have more experience of buying financial products, what to

do. Using standard analytical techniques it is very unlikely that the
parents’ bank will be aware of this particular financial need. However,
if it was aware of this social network and the implicit financial
dependency then it could target the parents with information on a
first-time buyer mortgage or — even better — one which is tailored

to this segment and encourages a parental contribution to the
mortgage to lower the rate for the son and the risk for the bank.

This segment is being targeted aggressively by relatively new
entrants in the financial services market, such as Virgin Money,
who claim to be more ‘in tune’ with the youth sector and more
comfortable communicating via the Internet than conventional
financial services providers.

Reaching out to families and households

Research shows that not only is marriage declining but an increasing
number of married couples are now choosing to keep their finances
separate. Only one in three couples relies completely on a joint bank
account and almost half have three accounts: one each and one
joint. The remainder choose to bank entirely separately. These trends
make it increasingly difficult for marketing analysts to identify even
the simplest family relationship using traditional techniques such

as shared surname, joint accounts no longer being such a reliable
indicator of marital status.

Social network analysis can reveal these links and infer important life
stage information such as whether a customer lives alone or with a
partner and whether they have any dependents. Timing is everything
when selling financial services products and being able to pinpoint
key events in someone’s life, or understand the financial pressures
they are under — saving for a wedding, preparing for a

baby, budgeting for nursery or school fees, or preparing for
retirement — makes it a lot easier to determine which products are
relevant to them.

In the US, Virgin Money has started to target families and friends
with specially designed products that allow them to lend to each
other at agreed rates of interest on commercial terms. The company
administers and manages the loans, arranging collateral, interest
deductions and repayments, with the rate charged typically two to
three percentage points below what the borrower could find in the
commercial sector. This could become attractive in the UK as the
credit crunch bites and it becomes harder for customers without a
strong credit record to obtain finance.

Reducing lending risk for small businesses
and sole traders

There is also considerable scope for using social network analysis
in business banking, especially as a tool for linking personal and
business customers. This would enable banks to gain a better
understanding of the risk position of the business, by linking debts
and assets across business and personal accounts.

Small businesses and sole traders are likely to find the economic
climate increasingly tough as the credit crunch bites. They may turn
increasingly to personal credit cards and loans to fund their business.
They may even turn to partners or parents for additional credit

— either from their credit cards or by drawing down cash on their
mortgages. The link between the business owner’s personal banking
and business banking, plus knowledge of links to family members,
could help the banks form a more accurate view of the risk position
of the business and pre-empt any bad debt scenarios. Social network
analysis could also connect up a business with its suppliers and
customers, allowing the bank to understand the financial needs of
their business customers better and offer more appropriate products
and services.

Measuring customer advocacy more
meaningfully

Many financial services organisations attempt to measure ‘likelihood
to recommend’ as part of their customer advocacy initiatives,
however these measures are largely meaningless unless they can be
followed through to the impact on adoption rates. Social network
analysis provides a means of measuring the impact of customer
advocacy programmes by identifying the key influencers at the
centre of customer networks and analysing the influence they have
over other members of the network.

By revealing networks and patterns of behaviour, social network
analysis shows whether highly satisfied customers — or those with
a high propensity to recommend — are having a positive impact on
those around them in terms of take-up of particular products or
switch-over to other providers. This type of analysis can be used

to assess unprompted behaviour and measure the effectiveness

of particular campaigns by revealing whether the offer has been
passed on ‘virally’ to other parts of the network. Once it has been
established that these influential individuals do exist, and are having
an impact on those around them, then the information can be
used proactively to target the network ‘hubs’ with appropriate viral
marketing campaigns.

Hypothesis: Social networks have a
positive effect on product adoption
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Again, in recent tests carried out in the mobile telecommunications
sector, we have seen social network influencers bring about
significant product adoption in two operators. In one there was an
800% increase in take up when at least one network neighbour had
previously purchased an add-on to the basic product. In another
we saw price plan adoption increasing by up to seventeen times by
using a viral campaign to promote product take-up.

New on-line channels can also be exploited to reach customers in a
network. There is no reason, for example, why banks could not start
to include ‘sharing’ options as part of their on-line banking service
and encourage customers to pass offers on to selected contacts.
Secure chat and messaging could also be useful to consult other
people about the deal. These kinds of enhancements would give

the banks more insight into the recommendation process.

They would also create a virtuous circle of network data as this
communications history would significantly enrich the social
network analysis data pool.

Exploiting viral communication to manage risk

Word of mouth has always had more influence over financial
product purchase than conventional advertising. However, while
organisations have recognised the importance of customer advocacy
and the utility of viral marketing, they have failed to harness its
power effectively. Instead, the more notable examples of the power
of word of mouth tend to be negative. With the onset of the credit

crunch, consumer trust and confidence in financial institutions is at
an all-time low. While the Northern Rock example was an extreme
case, it is a sobering example of just how quickly a problem can
turn into a crisis as rumour and speculation ripple through closely-
coupled social networks like seismic shocks through geological
fault lines.

In an uncertain market it is important to be able to disseminate
positive messages of reassurance to customers as quickly as possible.
Social network analysis provides a way of getting factually correct
communications out to the most influential customers to reassure
them and encourage them to spread the word. Rapid action based
on intelligence from social network analysis could counteract

any false, misleading or inflammatory information circulating in

the media.

From better insight to new ways of working

There is no doubt that social networks play a crucial role in
influencing customer behaviour. By applying social network analysis
to customer data we can uncover the hidden drivers of customer
churn and viral product take-up in a way that is simply not possible
using traditional techniques. Those teams responsible for products,
campaigns, customer analytics and retention can exploit this insight
to answer the really hard questions and devise new strategies for
reducing contagious churn and boosting viral product take-up.

for viral campaigns?

Which influencers
to target?

Can we build
network-level
propositions?

Can we build new
propositions for each
cluster?

Which networks to target
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What should we
offer them?

analysis
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The potential applications of social network analysis sit along a
continuum. The immediate benefits relate to the extra insight

that this technique provides, namely supplementing missing data,
identifying key influencers, tracking viral adoption and contagious
churn, enhancing churn and targeting models and using networks to
enhance customer segmentation. At the next level of maturity, key
influencers in the network can be managed, networks used to drive
acquisition and customers prioritised for treatment by their network
value. Further downstream, social network analysis facilitates

new ways of working by using networks to drive propositions and
campaigns, feeding network data into key performance indicators
and extending the base capability into other areas such as credit risk
and fraud management.

This leap from better insight to new ways of working has already
been demonstrated in the insurance industry. The Insurance

Fraud Bureau has exploited the Detica NetReveal® social network
analysis solution to identify, understand and evaluate networks

of collaborating criminals across pooled industry claims data. By
looking at the identified networks, and the way they evolve over
time and geography, Detica NetReveal® has enabled the Insurance
Fraud Bureau to achieve a step change in identifying and treating
fraudsters with a five-to-one return on investment and a total of 74
arrests in the first year of operation.

Where financial services organisations are potentially missing a trick
is linking the findings of their fraud, risk and marketing analyses in

+ Manage network

» Use networks to

+ Use networks to
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and campaigns
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* Feed network data
into KPIs

drive acquisition

* Prioritise
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customers by
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order to implement a more ‘balanced’ form of customer decisioning
that arrives at a more rational, profit-maximising outcome. In all
three areas the objective is to find some form of needle — be it a
profitable needle or a risky needle — in a very large and complex data
haystack. By applying social network analysis techniques across all
fraud, risk and marketing data, financial services providers can now
create a unique multi-dimensional profile of their customers. This
can significantly lower their risk of selling products to individuals
with a high risk of either defaulting on payments or committing
fraud — something which even normally law-abiding individuals can
do in times of extreme financial stress.

Although segmentation techniques have evolved over the last

ten to fifteen years, they have not changed significantly. For once,
social network analysis represents something genuinely new and
exciting for financial service providers. It adds a new dimension to
traditional customer insight and has the potential to be a source

of true competitive advantage and differentiation by reducing risk,
increasing customer value and acting as the basis for truly innovative
product development.

The financial services sector is not known for its agility, but as the
economic gloom deepens, and belts tighten, banks and insurers

will need to innovate if they are to stay secure and resilient in the
ongoing market turmoil. If the analytical tools that they use are
stuck in the 1980s they may well find that they too become relics of
a bygone era.



