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Welcome to
The Forecast

Tosay we areliving through a time of unprec-
edented economic turmoil is something of an
understatement. Therecessionis here and now
and according to economists across the world the
UK will suffer the most deep, long and damaging
downturn of the major global economies.

In times of economic trouble it is more impor-
tant than ever for organisations to focus on their
customers and their customer strategies. The
mantrain 2009 is about customer retention and
gaining market share rather than customer acqui-
sition. Thatis why Customer Strategy is launching
The Forecast at this time.

AtCustomer Strategy our agendaistoset the
agenda for our senior levelreadership across the
enterprise. The Forecastis anindustry sector-by-
sector guide to the strategies organisations willneed
now andin the future to gainagreater understanding
of their customers'needs and tobein the best possible
place for when therecovery comes -anditmay take
some timebut therecovery will eventually come.

Whatever area of business you work in The
Forecast is essentialreading. In addition to our
customer sector guides you will benefit from
the wisdom of some of theleading economic and
strategic minds in the business. Keep The Forecast
tohand as you will find it aninvaluable reference
throughout 2009 and beyond.

Steve Hurst, Editor Customer Strategy b K
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Customer strategy
in2009-it'sall
about market share

Leading economist Roger Martin-Fagg gives his take on the
economic prospects for 2009 and sees good prospects for

organisations that get their customer strategies spot on

naworditisgrim.Hereiswhy.
I Most Western Banksare practically

insolvent. Thisisbecause of theloss
invalue of houses and commercial prop-
erty.If abankhaslent more than 90%
of thevaluein the past twoyearsthen
they willbe charging their capitalbase
withthatloss. Thisreduces their ability
tolend. Forevery £1 of provisions, the
ability tolendisreduced by £10.

Therate of credit creation was

running at 14% a year until August
2008, thenitbegantofall. Nowitis
barely growingat 3.8% yearon year.
This why the Bank of England has
droppedinterestrates to 2%. However
LIBOR, therateat whichbankslend
toeachotherislikely toremainat
between3and 4 %. Anditisn't price
whichisthe problem, its thelack of
capital. Weneed money supply to grow
above 7% for a growing economy.

Customer wealth todropby a third
Next yearreal GDPis likely to shrink by
2%, and unemployment will be close
to threemillionby 2010. Most business
willneed to get their break-even
pointdownby about10 % througha
combination of priceincreases (yes
eveninarecession)and head-count
reductions. Retail sales volumes will
benegative, and value growth willbe
betweenoneand two percent. Thisis

worse than1990-93.

The collapsein Sterling will help
exportersmarginsbut at the same
time trashimporters margins. And
given the global demand picture
volume growth willbe constrained.

The wealth of the average Brit
willdropby a thirdin2009. His or her
incomeinreal termswillbe flatif they
arestillinwork. They willalsoraise
theirsavingsrate due tofearand
uncertainty. This will take about £30
Bnoff consumer spending. The Govern-
ment willbeborrowing £140Bn. Thisis
theright thingtodo toavoid a depres-
sionbutit willnot stop therecession.

Soinpictorial termsitlookslike the
figure opposite. The chartisforecast-
ingaUshapedrecession. What does
all thismeanif youareresponsible for
abusiness unit, or a team of customer
facing employees?

Valuedrives marketshare
Growth willbeat the expense of others.
Itwillbeallabout taking shareby
havinga superior value proposition.
Now more than ever the quality
of leadership willmatter. Thereis
atendency for the Board togointo
purdahbecause they think they must
come up with the solution. Sojust
when their presenceisrequired by the
employees, they areabsent. The fact

The wealth of the
average Brit will
drop by a third in
2008. His or her
incomeinreal terms
will be flat if they
are still in work.
They will also raise
their savings rate
due to fear and
uncertainty. This
will take about £30
billion of consumer
spending. The
governmentis
borrowing £140
billion which should
avoid depression but
not adeep recession



U-shaped recession

NN UK REAL M4 GROWTH - ANNUAL % CHANGE*
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Average LIBOR interest rate
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isthat thisrecessionis different from
previous ones and cooperative deci-
sionmakingis the only way success
cancome through. Thismean Leaders
have toshare with the followers the
situationand ask for possible solutions
and then make ajudgement call. The
collective wisdom will alwaysbe
superior to the wisdom of one. The big
question willbe"how can weimprove
our value proposition’ The toxic
assumption willbe'by reducing price’
And therearemany alternatives,
butleaders willneed to get amongst
their employees to find out what they
are, they need to ask the questions

andlistento theanswers, then
choose thebest option. Inareces-
sionleaders tend to goleft brainand
becomeruthlessly analytical, when
whatisrequiredisarightbrain, intui-
tiveresponse to the customer and
how they view value. To slash prices
isclassicleft brain behaviour.
Soweareenteringavery tough
year which willrequire organisations
todriveinnovative customer service
tosucceed. There willbelosers, but
they willreleaseresources for the
superior value creators. History shows
thatreally good businesses make good
returnsinashrinking economy. ®

Roger Martin-Faggisrecognised as one
of the world'sleading economists and
thinkers. Heisleading economist and
director at Henley Management College

o0—
% change in FT all share index

We are entering

a tough year

which will require
organisations to
drive innovative
customer service
There will be losers,
but they will release
resources for the
value creators.
History shows

that really good
businesses make
healthy returnsina
shrinking economy
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Some customers more
equal than others

Frank Kirwan from the University of Edinburgh
Management School sees along and bumpy
road ahead asin true Orwellian fashion some
customers willbecome more equal than others

hegoodnews-and thereisn't
T much of that - is thatinflation
isdropping as energy and

commodity prices fallandinterest
rate cutsreduce mortgage payments.
This process stillhas some way to
go-andinflation may actually turn
negative forafew months.

Thebadnewsis that outputis
alsofalling. All the major components
of spending, with the exception of
government, are contracting. Consum-
ers'expenditure, investment spending,
inventorybuildingand exportsareall
detracting fromdemand in the UKand
USright now. These processesalso
have some way togoasunemployment
rises, household incomes contract and
uncertainty undermines confidence.

The UK government has
announced a major stimulus package.
Inthe absence of similar packages
frommost of its trading partners,
however, much of the stimulus will
leak throughimports, stimulating
the French and German economies as
much as that of the UK.

The final piece of bad newsis
that the world maybe at a geo-
politicalinflection point, triggered by
unprecedented instability in energy-
producing countries, theunknown
implications of Russia'sresurgence,
the continuingrise of India and China,
threats tomajor shipping lanes and
other factors. The world of 2015
may look very different from the US
hegemony of thelast 50 years.

Itisdifficult to see how things will
quickly getbetter. While output may
ceasetocontract - whichis very differ-
entfromarecovery -in2010, thereis
arealdangerinflation willrise again,

drivenby the hugeinjections of liquid-
ityrequired by bailoutsand stimulus
packages.Independent centralbanks
withmandates to controlinflationare
likely toreactbyraisinginterestrates,
dampeninganyrecoveryinthe process.
Should that happen, many govern-
mentswill havelittle further capability
tostimulate their economies. The debt
and tax consequences of the 2008-9
stimulus packages will pre-empt
further tax cutsorincreasesin public
spending. Thereisarealdanger that
the second stage of this crisis willbe
characterised by stagflation - stagnant
outputandrisinginflation.

Downturnset tobe deeperand
longer

Some fundamental politicaland
economicissuesarealsolikely tobe
broughtintostarkreliefin the coming
years, with potentially serious effects
ontherecovery either throughthe
supply of credit, throughindustrial
action, or through political conflict.
Possiblefriction pointsinclude whether
asectoras critical tosociety asbanking
canbe privately-owned, and would
publicownership, and consequent allo-
cation of capital, bebetterat promoting
stability and economic growth?

How can theinternational financial
sectorberegulated tobalancerisk to
society andreturn to capitalists? Can
ashrunken private sector, whose own
pension provision falls well short of
whatisrequired, continue to fund
index-linked, final-salary public-sector
pensions?

Forallthereasonssetouthere,
itisdifficult toavoid the conclusion
that thedepth and duration of this

downturnarelikely tobe greater
than generally appreciated. Thisis
currently both a crisis of liquidity,
where companies struggle to find
enough cashor credit to pay thebills,
andsolvency, where assets exceed
liabilities if both are marked to market.
Public policy canaddressliquidity,
andreduce the possibility of viable
businesses failing due tolack of credit,
much morereadily than solvency.
Tackling the solvency crisisis
more difficult because prices of many
categories of assetsare uncertain
toanunprecedented degree. Thisis
particularly the case with property
and property-related financial
instruments.Inmany cases, thereare
simply nobuyers and prices cannot
be established. Marking tomarketis
impossiblein such circumstances.
Inaddition, no-oneis clear who
holds the dud assets. Thisuncertainty
undermines confidence and trade
contracts, the current shrinking of
theinterbank marketbeing the prime
example. Itislikely that the true scale
ofinsolvency has yet toemerge.

Crises - lots of crises
Thereare calls for governments to
purchasethedudassets, thereby
removingtheuncertainty and puttinga
floor on prices. But many governments
havealready guaranteedliabilities far
inexcess of their nationalincomes, so
their scope todomoreislimited. The
markets have thus far not explicitly
challenged governments'ability to pay
if theseguaranteeseverhavetobe
honoured. Should markets turnmore
sceptical, there might wellbeliquidity,
solvency and currency crises simulta-
neously, particularly involving those
currencies, such assterling, whichare
not part of amajor currency bloc.
Government scope to stimulate the
economy further through monetary
policyislimited. While centralbanks
everywhere arereducinginterest
ratesinanattempt toencourage
consumer and investment spending,
and toreduce thelikelihood of debt
defaultsandinsolvency, the scope to
dosogetssmallerasrates get closer



Don't recruit new customers
indiscriminately. A larger percentage of
those available will have been shed by
your competitors, who will be working
hardest to keep their best prospects.
Beware of picking up their discards

Customer Service Strategies: What to do now

For astart, compa-
nies need tore-ex-
amine how customer
valueisassessed.
The old metrics may
wellbe misleading
as therecession
radically changes
thedistribution of
disposable income.
Asinterestrateson
savings falland stock
markets and pension
funds tumble, older
customer segments,
whichhavebeen
disproportionately
profitable for some
firms, may see their
purchasing power

reduced dramatically.

Don’‘trecruit new
customersindis-
criminately. Alarger
percentage of those
available willhave
beenshedby your
competitors, who will
be working hardest
tokeep theirbest
prospects. Beware
of picking up their
discards.

Focus more of the
marketing spendon
generating customer
referrals. Customers
already on thebooks
arethebest prospects
in terms of propensity
topurchaseand cost
toacquire. Divert
some of the conven-
tional advertising
budget toreferral
generation?

Actively manage
(deter?) unprofitable
existing customers,
but note the caveat
on historic profit-
ability above. Price
such customers out
atrenewal where the
purchaseisanannual
one, suchasinsur-
ance.Downgrade
service to themif this
canbe done without
damage to thebrand.
Force them onto
automated channels.
Be acquisition-
ready. Acquire the
walking wounded,
butbeware of

straying outside
your ownindustry
and expertise. Some
of your competitors
will fail, or make
distressed sales of
part of their opera-
tions. If youhave
husbanded your
cashand managed
your operations
efficiently, there will
be scope to capture
these customers,
whether through
atraditional M&A
route or through
adept marketing as
customers defect
from afailingrival.
Butbefore embark-
ingon M&A, first
satisfy yourself that
marketingisnotbea
more effective way
of acquiring such
customers.
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tozero, which they arealready nearing.

Interestrates cannot gonegative. While

centralbanksarereducingrates, the sheer

scale of bondissuanceimplied by state
bailoutsand budgets will tend to push
interestratesup. There may be further
decoupling of official from marketratesas
aresult, with thelatter being significantly
higher. So, givenall the challenges, how
canbusinessesrespond? Here's a five point
plan:

1. Theobviousimmediatestepis to
minimise debtors and maximise cash.
Investment in creditor and debtor
management islikely to be wellrepaid.

2. Make the cost base as variable as
possible. Where labour costs are alarge
proportion of the total, exploit the
scope for profit-related remuneration
to the full. Use part-time and casual
labour wherever possible, introduce
sabbaticals and unpaid leave.

3. Startcharging for the things that have
hitherto been free, or where charges
havebeen waived, it all bolsters cash.

4. Examine the basis of how your product
isdifferentiated from the competitors.
The middle-ground (neither bargain
basement norluxury)is the most likely
battlegroundinadownturn - sodon't
be caught there with a ' me too’ offering.

5. Don't cut R&D or product development;
ifnothingelse, it's cheaper to fund
asinterestrates fall. There is some
evidence, albeit from milder down-
turns, that firms able to maintain such
investments see greaterincreasesin
market share and profitability in the
first years of recovery than their more
risk-averse, or cash-constrained, rivals.

There willbeanupturn. There always

hasbeen.But thisonemay takelonger

toemerge and may bemoremuted. The
important thingis tobeamongst those
left standing whenitdoes. ®

FrankKirwanis a highly
respected economistand
commentator from the
University of Edinburgh
Management School and
isafomerbusinessleader
inhisownright
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Industry sectors -
anoverview

David Smith, chief executive Global Futures and
Foresight sets the scene for a sector by sector guide
to the challenges being faced and the customer
strategies that need to be taken up by organisations

he UK consumer is faced
with evolving changesand
trends thathave farreaching

consequences for every business
segment today. The changesand
trends occurringare not random
eventsbut have theiroriginsina
complexinterplay of ever advancing
technological progress, deep seated
social changes and economic events.
Inthe summer of 1997 the UK
generated enough GDP to coverits
outstanding amount of consumer
debt. Ten yearslater UK consumer debt
totalled £1,345billion, signallinga
decisive societal shift towardsinstant
gratification and deferred payment
thatin October 2008 culminatedin
afl.44trillionhole. With therise
indebt fuelled spending came an
increasein personalinsolvencies that
in1997 amounted to some 24,000 a
year. By 2006 thishad increased to
107,000 with estimates for the end
of 2008 made at thebeginning of the
yeararound 130,000. Furthermore
itisestimated that about one million
Britons have ‘problem’unsecured
debtsthat total £25bn - anaverage
of £25,000 each. The credit crisisand
declining house values across the U.K
have the potential to alter the attitude
thathasseen these debts mount.
“Ithink thereisamood of auster-
ity,” Vince Cable, finance spokesman
for the Liberal Democrat party, saidina
recent speech, talkingabout society as
awholeaswellas thebanking system.
"Areactionagainst greed, excess,
waste, tax cheating and selfish,
self-indulgent behavior.“Indeed, there
isevidence that Britainis tacklingits
debt problems now that the credit
crisisisimpacting thereal economy.

Over half (55 per cent) of UK adults

are takingaction toclear their debt
accordingtoaLloyds TSBreport. 32 per
centhaveincreased theamount they
pay off eachmonth, with a further 19
per cent focusing on paying off more of
theirdebt borrowed on higherinterest
rates, such as store cards.

With unemployment set torise up
to 2.7 millionby late 2010 and credit
remaining expensiveit is far from
assured that theserecent consumer
actions willinsulate against the
effects of recession. If consumer confi-
denceisanythingtojudge, it would
appear that the economic situation
willimpact U.K consumers strongly.

A Gfk NOP survey charting anindex
measuring ‘fears for personal
financial wellbeing over the next
12months'inJuly shows the public
mood tobe at thelowest point since
1994.However the feelings about the
general economic situation faced in
the UK are thelowest everseen.

The new reality
Thenew financialreality isleading
many consumers to theinternetin
anattempttosave money or at the
very leastlimit expenditure. ‘Thisis
thefirstreal economic downturn to
have occurred during the Internet
age, and Hitwise data provides some
fascinating insightsinto how people
arereacting,'commented Robin Goad,
Research Director for Hitwisein the
UK.'As youwould expect, people are
using theInternet to find cheaper
goods and services, butalso to find
information on everything fromthe
reasons behind the credit crunch to
money savingDIY tips .

Alook at thedata shows UK

internet visits toretail price compari-
sonsitesincreased by 20 per cent
between July 2007 and 2008 following
atwo year period of declining visits.
Likewise, summer sales searches
increased threefold this year
compared withlast, while consumers
searching fordiscount vouchershave
ledtoal30percentincreasein traffic
tospecialist voucher websites.

Thedataalsoreveals thatinter-
net searches for ethical consumer
products such asfair trade and organic
haveremainedstaticover thelast
12months, perhapsindicating price
sensitivity on premium products.
However searches for pragmatic
money savingitems haverisen - terms
suchas’loftinsulation’and ‘'underfloor
heating'have more than doubled over
thelast12 months. Similarly, UK Inter-
net traffic to the websites of gasand
electricity providers has also doubled
over the same period, as consumers
hunt to find the best deal.

Theuseof theinternet formore
complex consumptionandinteraction
willbe wellunderway by the end of
2011. Thisiswhen Gartner believe 80
percentof active Internet users (and
Fortune 500 enterprises) willhave
a"secondlife”, but not necessarily in
Second Life.Datamonitor similarly
predicts27.1 million Britons willbe using
socialnetworkingby 2012, almosta
trebling of today'susagefigure.

New technologies are not only
allowing people a different way to
track financial outgoings and search
for discountedratesbut are facilitat-
ing deep seated socialchange. A
Yellow Pages survey of 2003 found
that 85 per cent of respondents
nationwide felt that the UK's 9-5
culturewasindecline. Almost 90 per
cent agreed that the UK lifestyle had
becomeincreasingly 24/7 over thelast
five yearsand 86 per cent felt that this
gave them the flexibility to do what
they want, when they want.

Blend rather than balance
The24/7 society is thus characterised
notsomuchby awork/life balance but
awork/lifeblend. Inability to escape



work, essentially through a combina-
tion of one or more new age communi-
cationmediumsisleading toincreasing
stress. Over 50 per cent of working
Britonsbelieve theirjobisbecoming
increasingly stressfuland thisisset
toincrease already worrying figures.
Work-related stressaccounts for overa
third of allnew incidences of ill health,
andin2006/07, atotal of 13.8 million
workingdays werelost to work-related
stress, depression and anxiety accord-
ing to Professor Smith of the School of
Psychology at Cardiff University.

The social effects of feeling time
pressured and stressed areby no
means confined to the office. The
average Brit getsjust over six-and-a-
half hours of sleep every night, about
30minutes short of therecommended
amount. 26 per cent of people struggle
tosleepbecause of work place stress.

work, with 53 per cent of those saying
they find it hard to concentrate on their
job.48 per cent of people havelittle
ornomotivationand 35 per cent feel
irritable and moody. More than 39 per
cent of people argue with their partner
because theyaresotired. The effects
for companies stemming from thisone
changealone aremultifold. Consumers
withlesstime, lessattention spanand
potentially reducedrationality donot
behave as economic models would
dictate.Compounding these social
consumer trendsis one thatbusiness
hasyet topaydueattention tobutone
that willincreasingly shape the UK
consumer. A minimum of twelve British
townsand cities willhave nosingle
ethnicgroupinamajority withinthe
next 30 years. Leicester willbecome
thefirst ‘super-diverse' city in 2020,
thenBirminghamin 2024, followed by
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percentin1991to59.5 per cent today. By
2016 the white population willmake up
52.2 per cent of the population, falling to
44 5percentby2026.

Britainisbecomingincreasingly
diverse, notjustasawholebut withinthe
immigrant populationitself. Individual
citiesare experiencingdifferentrates,
fromdifferingregionsand together this
createsacomplex challenge for those
responsible for successfully managing
the country’schanging population. It also
createsachallenge for thoseresponsible
for tailoring goods and services, not only
intheir targeting of the customer, but
also themeans of communicating with
that segmentor person. ®

David Smithis chief
executive of the highly
regarded Global Futures
and Foresight group. He

The effects of thisshouldn't be under- Sloughand Luton.. isthe author of all the
estimated; half say theirlack of sleep Leicester hasseen the proportion of following industry sector
hasaneffectonthequality of their itswhite population decrease from70.1 guidesin The Forecast
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Competence of staff 76 78 74 76 76 76 71 73 72 67 67 66
Treated like a valued customer 73 77 7.2 73 74 71 6.7 6.7 6.5

Professionalism 76,5 784 74.9 754 76.1 76.4 71.2 729 70.9 66.4
Reputation 8.0 8.0 7.9 7.8 7.9 7.6 74 6.8 7.0 71 6.7 6.0
Price/cost 79 73 77 7.4 6.8 6.6 5.5 5.6

Product/service quality

Billing 8.0 7.7 7.8 7.6 7.5 7.1 7.5 7.1 7.2 7.0 6.3 .

Quality & Efficiency 794 766 785 757 744 728 732 682 687 694 624 598
Continuity of staff 7.4 7.7 7.2 7.1 7.4 73 6.7 7.0 6.9 6.2 6.2 6.3
Product/service range 8.2 7.8 8.0 7.8 7.9 76 7/ 7.2 71 7.4 6.7 6.4
Information/advice 77 77 7.6 7.6 7.6 7.4 73 7.2 7.0 6.8 6.5 6.4
Ease of doing business 79 79 79 77 76 7.3 7.6 6.9 73 6.6 6.4 6.0
Tangibles 7.9 7.8 7.8 7.5 7.9 7.8 7.4 7.1 7.1 7.3 6.9 6.9
Ease of doing business 78.7 77.7 773 760 768 746 731 709 705 685 653 638
Handling of enquiries 7.6 7.6 7.4 A5 iS5 7.2 71 6.9 6.8 6.5 6.4 6.2
Being keptinformed 75 75 74 74 73 7.2 71 6.7 6.7 6.5 6.2 5.9
The outcome of the complaint 515 4.5 5.4 4.2 5.4 4.5 5.1 4.1 4.1 4.8 4.3 3.8
Handling of the complaint 5.0 4.1 5.1 3.8 5.2 3.9 4.8 3.8 3.9 3.8 3.6 3.2
Problem solving 755 755 741 743 737 717 706 682 676 646 63.2 60.2
Speed of service 7.4 77 73 75 73 71 7.0 6.6 6.9 6.4 6.3 5.9
On time delivery/solution 7.6 7.7 7.6 7.5 7.5 71 7.2 6.7 6.8 6.6 6.4 5.9
Timeliness 74.1 770 737 751 738 709 709 66.2 686 647 637 587
csl 774 773 761 755 754 739 720 702 697 675 644 626
Retention 8.4 7.8 8.4 7.4 7.6 7.6 7.7 8.0 7.4 7.0 6.4 71
Recommendation 8.1 7.6 8.0 74 7.6 6.9 7.2 7.0 6.9 6.5 5.8 5.7/
Repurchase 8.4 75 8.3 71 7.6 6.8 75 7.2 7.0 6.3 5.5 5.8
Loyalty index 827 765 822 728 760 711 745 747 711 663 594 614
Complaintsindex 71.7 670 699 660 727 624 682 612 624 594 611 57.1
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Financial Services

Regaining customer trust the new imperative as
the sector turns to customer retention strategies

stheindustry segment
widely blamed for the credit
crisisandimpendingreces-

sion, the financial services sector is
undergoing creative destruction on
analmostindustry wide scale. The
quick-fire sales or else destruction
of several prominent USinstitutions
havereshaped the global financial
landscape. Thelack of trust already
embeddedin U.K consumersrelat-
ingtosecurity of information and
additional chargeslevied by banksis
being compounded.

Research from a September 2008
survey by Mintel finds that (whilsta
stilllow) 25 per cent of adults say they
trust NS&I, only an average of 16 per
cent trust high streetbanks. Coming
atatime whenbanks and insurance
companies are struggling to adapt to
successfully incorporate new forms
of technology, theincreasing decline
intrustrepresentsthe single biggest
long term challenge for players that
emerge fromthe crunchin the finan-
cial servicesindustry. How to assure,
build andrestore trust requires such
amultifaceted approach fromboth
individual companies andregulators
that thelengthrequired to do this will
probably last years.

Indeed an October 2008 poll shows
that UK consumers havelittle faith
intheability of banks andretailers to
look after confidential information.
S0per centsay they don't think the
personal dataheld by companiesis
completely secure. The poll, by insurer
RSA, alsofound that 46 per cent
believebanksandretailersarenot
doing enough to protect personal data.

Inaddition, people are becoming
increasingly worried about their data,
with 56 per cent of respondents more
concerned now aboutidentity fraud
and the security of their personal
information than they were sixmonths
ago. Dissatisfaction with the current
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bankingsystemisamajorreason
behind therise of sociallending firms
like Zopa. Zopa aims to sidestep banks
withits“sociallending”internet-
enabled peer-to-peer borrowing
scheme that offersbetterinterestrates
thanwouldbe found atabank.Zopa
assesses credit scores, lenders make
offersandborrowers size up therates
and enterintolegally binding contracts,
eBay-like, with theirlenders.

Between 2005 and October 2008
it facilitated loans worth some £27
millionbetween some 200,000 users.
Atatimewhen‘bread and butter’
bankingisrepeatedly predicted to
become more prominent, itis vital that
banks concerned appropriate new
methods of lending. To highlight this
needisthe growth of Zopa during the
credit crisis - Zopa says that between
July and September an average of
3,700 borrowers joined per month,
compared to 2,500 amonthinthe
previous quarter and thatlendersare
joining atarate of 500 amonth, well up
from previous standards of 300.Inthe
U.S, peer-to-peer lending through sites
suchasProsper, Loanio and Lending
Clubare forecast to top $S5billion a year
by 2010, up from $282 million in 2006.

It would be easy tobe pessimistic
about the future of financial services
given therise of new forms of service
and the current shakedown
and subsequent govern-
mentinterventions.
Indeed there will
bewinnersinthe

industry. A StrategicInsightreport
suggeststhatasinvestors seek
greater transparency, the mutual
fundsindustry looks set to benefit.
‘Despite lower salesand a flight to
safetyinthenear-term, the global
financial crisisisan opportunity for
the many benefits of mutual funds -
including transparency, liquidity and
diversification - tobecome evenmore
accepted worldwide, says thereport.
Impendingrecession complicates
mattersbut the need for new financial
products and of renewed growth circa
2010 will giveimpetus to the sector.
Thebiggerissueis how they
fundamentally reconnect with people.
Research (November 2007) under-
takenby Fujitsu Servicesinto the
experiences of retail financial services
customers across Europe suggests
points to potential starting points.
Theissue of technical supportis
unsurprisingly important tomany
consumers. 65 per cent said that they
now prefer online, with face-to-face
contactinabranch (53 per cent)aclose
second. Call centre contact over the
phone was third choiceat43
per cent.Indeed automated
services were found to
actually inspireloyalty - 37
per cent of allrespondents
said thatagood



Thereis evidence
that bank
nationalisations
willrestore some
trust. Mintel
concludes that
UK consumers
feelmore

secure putting
their money in
government run
by banks

experience of automated services was
mostimportant, withless thanhalf that
number (18 per cent) citing security of
personaldetailsasthe primary factor.
While customers placed value for
money (43 per cent) and customer
service (41 per cent) at the top of their
wishlistsin characteristics of abank,
industry providers were found to
believe that therange of products -
and the number of products that the
customer has with one provider - has
thebiggestimpact on their customers'’
loyalty. Consumers strongly disagree;
indeed therange of products scored as
theirjointlowest priority (important
for11 per cent of respondents). Under-
standing the core needsand wants of
the customeris essentialif providers
aretoregain the trust of consumers
whohaveeverincreasing optionsavail-
able thanks to the spread of technology.
Internet useisoftenusedin
researching products, and thisan
area where financial services could
offer advice that would enable
tailored products and services whilst
alsoregaining trust. An18 month
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consumer project, undertakenby
Aegon, highlightsadvice concepts
thatappeal to consumers.

Helping customers to help them-
selvesthroughimpartialinformationis
oneareathat shouldbelooked at - possi-
bly througha createdrole of ‘financial
guru’:anindependent expert providing
holisticand personalised advice, who
isnotsolely selling products. Other
adviceincludes theintroduction of
‘dropincentres ' where the provider
offersservices for people with specific
problemsand a ‘personal shopper' who
simplifies the choicesavailable.

Thereisevidence that therecent
banknationalisation willrestore
acertaindegree of trust. Mintel
concludes that British consumers feel
more secure putting their money into
institutionsbacked by the Govern-
mentrather than privately-runbanks.
Together withimprovedregulatory
standards, better knowledge of and use
of technology and anattempt tosatisfy
consumers wishes, this should enable
theindustry torestore some essential
consumer trustand confidence. ®

o % % 9, & &
% % O, % &%, o, . &,
G o R By GO Yo U Ky %y N %

%5 % ) . Qe % 0x  Si % % o &)

O S R SN o + K
Professionalism 76,5 820 869 78,0 76.1 76.6 773 76.6 756 765 75.6
Quality & Efficiency 728 800 731 773 764 729 727 729 727 717 706
Ease of doing business 746 805 770 769 761 754 751 75.0 746 741 729
Problem solving 717 799 752 727 735 735 715 728 70.8 713 70.2
Timeliness 709 80.7 73.8 69.1 73.2 69.9 71.8 71.4 71.4 69.8 70.9
CSI 73.9 80.8 76.0 75.8 75.4 74.3 74.3 74.2 734 73.2 72.6
Loyalty index 711 759 740 782 739 694 735 711 69.8 689 681
Finance - Insurance
2
LA N 0, 2
25, 8% % < S, % % g/
G o gl o o Y9 N S %,
S G 9, S () % ® & Os. %
no, 2 %, < <, e % %
% % %, y 7 KN & 02

Professionalism 765 831 869 781 782 767 744 772 768 75.0 731
Quality & Efficiency 75.7 85.8 79.3 79.2 77.8 77.5 76.8 759 76.9 73.8 73.6
Ease of doing business 760 849 814 788 76.6 781 772 772 762 748 715
Problem solving 743 855 749 788 76.7 76.7 772 753 76.4 726 69.8
Timeliness 751 846 782 78.8 76.8 77.2 77.0 77.5 76.4 70.5 71.9
CSl 755 847 788 78.7 77.4 773 76.7 76.5 76.5 73.9 72.3
Loyalty index 72.8 84.8 77.8 773 76.5 76.8 73.2 728 731 777 68.1

»

Confirmit.

everywhere



10
Q&A - Gary Schwartz

QsAspecial - Gary Schwartz, Confirmit

The key challenge for the financial services sector is maintaining customer
relationshipsin a climate where it is more difficult to acquire new customers

Q The financial services sectoris in turmoil Gary. What
do you think are the key challenges the sector facesin
2009in terms of its customer strategies?

R Thekey challenges for the financial services sector
aremaintaining customer relationshipsina
climatein which constrained lending stan-
dards andlower savingsinterestrates make
it more difficult to acquire new customers.
Thenet effectis that ascustomersleave, it
becomes more difficult toreplace them.

Thatmakesinvestmentin customer
retention strategies paramount for 2009. The
key to thisisin understanding why customers
leave - bothonanindividualand aggregate
basis. One can create a compelling ROImodel
based on seeking customer complaints. Imention “seeking”
complaintsbecauseresearch by TARP shows that only 2%
of people proactively complain to a company who's provided
poor service. Instead they reduce spend or close accounts,
while telling their friends, family and colleagues.

If alarge segment of a customer baseis dissatisfied, we can
monetise the value of keeping their business and compare
that tothe cost of afeedback management program that
alerts the details of dissatisfied customersinto the business
sothat they canberecaptured and saved. TheROIcanbe
significant. Arelatively smallspend canbringalargereturn.
Q Latest Forresterresearch suggests UKbanksreceive
thelowest customer advocacy scoresin Europe. How can
the sectorbegin toregain the trust of its customers?

A Trustbegins with proper setting of expectationsand
thenmeeting or exceeding those expectations. Banks
work hard to set customer expectations, butin order to
properly measure the success of thoseinitiatives they need
toask their customers whether they've succeeded. If they
haven't, then they need toact on customer complaints, at
anoperationallevel with each disaffected customer, and
atasystematiclevel when aggregate customer opinion
indicates that they need to modify processes.

The trust comes from communicating back to custom-
ersthat they've heard and are acting on the feedback.
Research by Gartnerindicates that while as many as 95%
of companies collect feedback from customers, only 10%
actonthat feedback while merely 5% bother to tell their
customers that they've done anything with that feedback.

Becoming part of that elite 5% is the opportunity for
Financial Services providers to differentiate themselveson
thebasis of service quality and trust relationships.

»
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Q Where does the FSA's Treating Customers Fairly
complianceinitiative fitinto all of this?

A The TCFinitiative mandates that financial servicesinsti-
tutions create a process to manage customer complaints and
that they candemonstrate that they follow the
process. It encourages FS providers to consider
inaprogrammatic way how they treat their
customers and to considerretentionasan
important strategic businessissue. Irecently
attended ameeting ata well-known high street
bank at which amember of theretailboard
stated that for the first time they're consider-
ing customerretentionatboardlevel. TCF,
combined with the current economic climate,
musthavehad animpact on that thinking.

Q In terms of retention and acquisition strategies
where do you think customer service will be positioned
as akey differentiator?

R Let'stakealookat carinsurance. Theindustry has
conditioned us to demand the best price possible for
insurance. Comparisonsites abound, and we allremember
the famous “Quote me happy” ad campaign from Norwich
Union. Two things about that:

First, the happiness stopson theinitial quote. I've never
received arenewal quote that was competitive with a quote
fromanew insurer. Soinsurersaren't conditioningustobe
long term customers. That can't be good for business.

Second, there's extremely little if any differentiation
onthebasisof service. I think thisis the opportunity
forinsurers going forward. A personalstory - last year!
renewed with my current insurer for the first timein years.
They were more expensive, so why that decision?

Simple - it wasbased on product/service differentiation.
My wifeandlhave youngchildren, and my insurer was the
only one who allowed specification of a 4-door carasa cour-
tesy car while our car wasin forrepairs. We hopenot toeven
need that featurell Butit was the singularreasonIchoseto
pay more. Fortunately, their customer serviceisalso excellent.

The opportunity to differentiate on service exists when
aninsurer solicits feedback after, for example, a customer’s
claim.

If they canlearn about a poor experience with the
claims department or therepair, they have more time to fix
the problem and the customer's attitude before renewal.
Andif they doso, they'llhave amuchbetter customer
experience upon which toreflect before they leave for the
nextcompany that quotes them happy.



Q What's your take on therecent Gartner and Aberdeen
researchinto customer feedbackin the sector?
Gartnerreported in November that Feedback Manage-
ment technologies willbe the topinvestment made in
2009 toimprove the customer experience (please see
attached pressrelease). Aberdeen’sresearchindicates
thatinayearinwhichoverallIT spend will decrease,
spend on Feedback Management technologies will
increase. Infact, Aberdeen demonstrates that those
companies who are “best in class” withregard toimple-
mentation of feedback management strategies find a
26% increasein customer satisfaction. More importantly,
they are 26 times more likely to increase customerreten-
tion as compared to those classified as “laggards”

Theresearchindicates that enterprises take very seri-
ously the concept that actionable customer feedback can
make a significant impact on business prospects and merit
spend eveninadown economy. Further, theyindicate that
customerretentionis the focus for this potentially very
different economic climate.

Q Lookinginto your crystalball Gary where do you

think financial services and its customer strategies will

be ayear fromnow?

A From the FSA website: By the end of December 2008,

allfirmsare expected tobe able to demonstrate tous

and to themselves that they are consistently treating

their customers fairly and delivering against all the TCF

outcomesrelevant to their business.

This section provides materials, which will help firms
tothink about what they need to do to meet the December
deadline. They will have to:

1. Demonstrate that seniormanagement haveinstilleda
culture within the firm whereby they understand what
the fair treatment of customers means; where they
expect their staff toachieve this at all times; and where (a
relatively smallnumber of) errors are promptly found by
firms, putright andlearned from;

2. Beappropriately and accurately measuring performance
againstall customer fairness issues materially relevant to
their business, and be acting on theresults;

3. Bedemonstrating through those measures
that they are delivering fair outcomes; and

4. Havenoserious failings - whether seen
through management information (MI)
or known to usdirectly - includingin
areas of particular regulatory interest
previously publicised by the FSA.

In our experience many financial services

providersare using feedback management

technology toassist themin meeting the

standardssetby the FSA. If they can successfully

demonstrate that they adhere to these standards

they willfind anincreased trustrelationship between

themselves and their customers, and more enduring

customerrelationships. I'm optimistic. ®
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The sector will face growing pressure to reduce
its prices - likely to be resisted - while customer
satisfactionis running at an all time low

verage monthly energy
billshaverisenby 110
per cent since 2003/04.

Furthermore the domestic sector
wasresponsible for 27 percent of UK
carbon dioxide emissionsin 2005
whilst energy demandin the sector
grew 17.5 percent from 1990 to 2003.

Within this time frame climate
change hasbecome amajor concern,
solidified by the Stern Report, and
by the government commitment to
a 60 per cent (possibly rising to 80
per cent) cutin greenhouse gasesby
the middle of the century. ABBCpoll
shows that 70 per cent of UK consum-
ersbelieve that major steps mustbe
takenvery soontoavert catastrophe
whilst only 3 per centbelieve that no
actionisnecessary.

Theinterplay between economics
and theenvironment hasat timesbeen
acontentiousone. Price sensitivity
hasbeenshowntobeanissueinretail
patternstoadegreeit could beargued
that the economic downturnisindeed

havingaclearimpact on ethical choices.

Thisinterplay willundoubtedly shape
public thought withregardsto the
future of utility provision.

The overall sentiment hasbeen
towards nuclear and renewablesin
recent years.In 2005, 58 per cent
of the public wanted areductionin
nuclear generating capacity, yet the
figure had dropped to 38 per cent by
2007.Concern for the environment
isone obvious factorin the shift, as
isconcernsover the continuity of
energy supplies. 66 per cent cited this
asaconcern, ostensibly following the
geo-politicisation of gasby Russiain
conflicts withits neighbours.

Atthe same time many more
people thanbefore (42 per cent)
believe nuclearis a safe source of
energy. However, the one consumer
concernrunning counter to thisis cost
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based. Before the credit crunch had
evolvedintoadirect threat to thereal
economy 44 per cent said they weren't
prepared to pay a single penny more
forgreen energy in the same KPMG
survey. Green, and increasingly
nuclear, are broadly supported but not
necessarily at any cost.

Constantpricerises that saw energy
billsincrease by 32 per centin 2006
aloneand 38 per centin 2008 haveno
doubtreduced any publicacceptance of
any furtherrisesassociated with clean
energy. Thatisnot tosay that the
consumer ispowerless however;
asinmany other markets, the
internetisbeing used tosave
money. 51 per cent of house-
holdssay that they have
changed their utility supplier
atleast once, makingsavings
of some £1.7billion. uSwitch
estimates thatanother
changeinsupplier couldreveal
further savingsin theregion
of £1billion. It alsoreveals that
costsavingsarenot thesolereason
behind consumers switching providers
-9percentsaid they switched because
of poor customer service with their
utility provider. Indeed, poor customer
serviceisawidely reported problem
withintheindustry.

A September 2008 survey by
Which? found that five of the big six
energy companies posted customer
satisfaction scores below 50 per
cent. Two primary reasons concern
mistakes withbilling and poor
channels through which to contact
staff. Indeed, data gathered by
moneysupermarket found that 17 per
cent of peoplein the UK havereceived
autility billwithanerroronitinthe
last three months, and that only 50
per cent check theirbills as direct
debit becomesincreasingly popular.

Medium term future forecastsall



Further increases
in fuel poverty
look inevitable
given the medium
term forecasts and
reduced consumer
spending. Itis
unlikely that given
the governement's
commitment to
green energy that
that consumer
sentiment will
trump the market
and its high prices

indicaterising prices throughout the
utilities sector. Water bills willincrease
even faster than expected over the
next five years due to the credit crunch
raisingborrowing costs for companies
needingtoraise the £27bnof invest-
ment they need. The projectedrisein
energy billsis thereal concern though.

Atatime when consumer energy
prices arealready rising, anew
report from Ernst & Young - Costing
theearth? - hasestimated that the
typical UK domestic energy bill will
needtoincreaseby anadditional 20
per cent, and probably more, to pay
for the cost of meeting the EU's 2020
emissions targets.

Thiswilllead toa totalannual cost
of £5.3bn to UK consumersin 2020.
The 20 per centriseis the minimum
additional contribution each domestic
household willhave to make through
theirenergybill, tofund the £100bn
plus capitalinvestmentrequired for the
UK tomeet emissionsreductionand
renewable energy targets for 2020.

Indeed consumers face a triad
of increased utility bills. Long term
rising fueland oil prices, the costs
of climate change mitigation, and
inaddition, investment required to
become more energy efficient - for
example by insulating the home.
‘However, the average consumer does
not appear torealise that this addi-
tional costis going to hit their wallets.

Utilities
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There seems tobeaworrying degree
of apathy among consumers toreduce
energy consumption, despite daily
headlines about rising fuel bills, says
Simon Harvey of Ernst & Young.

A YouGov poll conducted on behalf
of Ernst & Young echoes his senti-
ment. 50 per cent of British consum-
erswere found tobe unprepared to
reduce their energy consumption,
evenif their bill was to go up by £200
ormoreover a year. The poll also
revealed that just over two-thirds
of consumers aren't prepared to pay
anything more for their energy bills to
combat climate change.

Such sentiment willalmost
certainly have to change toavoid
further contraction in consumer
spending, or at an extreme, to avoid
fuel poverty- the heat or eat scenario.
Thelatest official figures show that
3.5million households in the UK
werein fuel poverty in 2006, but
that figureis thought tohaverisen to
around 5 million.

Furtherincreasesin fuel poverty
lookinevitable given the medium
termincreases forecast and reduced
consumer spending. It is unlikely
given the government's commit-
ment to green energy that consumer
sentiment will trump the market and
itshigh prices - indeed consumers
willincreasingly have to adapt their
behaviour to meet the market. ®
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Q&A - Mike Porter

o&Aspecial- Mike Porter, Vertex

Itislikely that therecent falls in crude oil prices will be mirrored by downward price
movements in the gas and electricity markets as the recession bites harder

Q Whatdoyou think are the key customer strategy chal-
lenges for 2009 and beyond facing the energy sector Mike?
A It'slikely that therecent fallsin crude oil prices will be
mirrored by downward price movementsin the gasand
electricity markets as therecession bites.
Energy suppliers will come under increasing
political and media pressure to passreduc-
tionson, solthink that the main focus for
businesses will centre on the twinissues of
customer acquisition and retention.

Thiswillinevitably mean that the quality
of customer service provision will matter more
thaneverbeforeif an energy businessis to
safeguardits existing consumer base while
attracting andretaining new customers.

Q Whatare thekey customer strategy challenges for 2009
andbeyond for the water sector?

A [think that the overriding priority for water companiesis
totellabetterstory to their customersabout the quality and
value for money of the service they provide. Afterall, the
average UK consumer paysjust 90p per day for cleanand
waste water supply and service. I think customers - and the
media - would think this was good value for money if only
thesector delivered their message acrossinabetter way.

This should be part of amore holistic shift that water
companies need to take. They need tolearn fromother
markets about how tobetter engage proactively with their
customers. This couldimprove the chance that future price
increasesto pay for service improvements receives amore
positiveresponse from customers.

Q Theenergy sectorhasbeenaccused of being quick to
increase prices to consumers and slow to decrease them.
Doyouthink that this criticismis fair?

A Thepositionadopted by the Energy Retail Association
-thatlower priceslagbehind fallsin energy wholesale
costsbecause of forward purchasing - isa plausible one,
butit'sanargument that cutslittleice with consumers or
themedia. Why? It'sanissue of trustand perception; few
energy companies have beenreally successfulinbuilding
customerloyalty and advocacy, so thereislittle goodwillin
thebank todraw on. Neitheris there much transparency
around costs for different customer segments, particularly
the premium that Pre-Payment customers have to pay for
theirenergy. Yetitis much easier to contrast this with the
current high profitability of energy suppliers. Make an effort
toestablish greater customerloyalty and advocacy, and it
could be easier for suppliers to deflect criticismin thisarea.
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Q What willbe theimpact of smart metering on the
energy sector?

A If youaccept that theadvent of smart metering will
ultimately assist customers to make better choices about
energy usage, it will transform the business
model of all energy suppliers. Drivenby the
need toreplace margin, it'slikely tobe the spur
thatseesthemevolveintobroader energy
services businesses - selling a mix of products
that use energy more efficiently. Asimpor-
tantly, the switch to smart metering across
thenexteleven yearsalmost certainly means
thatenergy companies willneed toreplace
obsoleteinternal billing systems as customers
aremigrated tonew meters that are more
flexible in terms of tariff support and a wider portfolio of
goods and services.

Q With the water companiesstillin effectinamonopoly
situation, what can they doin terms of creativity and
innovationin their customer strategies?

A They shouldlook beyond their sector to discover how
other markets and otherbusinesses have embraced
creativity and innovation to maximise customer advocacy.
Asl'vealready mentioned, the UK's water serviceisareal
bargain - yet the vast majority of customers have absolutely
norecognition of thisfact. If you probe alittle deeper, water
customersreally aren't that demanding; what they want
ispredictability of service. When they call their water
provider, it'susually about either their bill, or if they've
moved, or someissue todo with their supply. They want
their callanswered promptly, and they want their query
resolvedinone call wherever possible.

Q Whatsingle winning strategy should organisationsin
the utility sectorimplement to gain competitive customer
advantagein2009?

A Frontline customer service agents should be given the
tools, techniques, technology, and the empowerment to
ensure that they can effectively deliver the level of service
that consumers experience and expect from virtually
every other market sector they engage with.

The quality of dataand the operating systems deployed
by many utilities businesses remains poor, andit's often
years - if not decades - out of date when compared to other
industries. Therealityis that customers notice this differ-
ence, and they already think that theyre paying enough for
thisnot tobe the case. There'sareal opportunity for pioneers
inthesector to grasp thisand move things forward.” ®
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Above inflation price rises will have to be countered
with improved services, less overcrowding and

customer focus

nsurprisingly, given the
volatile price of oil that
peaked at historicallevels

during the summer, one of the major
challenges for public transport for
consumersis cost. One effect of high
oil prices afflicting airlinesas well as
motorists, analysts pointed to the
relatively cheap and environmentally
friendly option of the train. However,
two major consumer gripes, surround-
ingovercrowdingand above inflation
priceincreases are set tointensify.
Inthe past decade passenger
numbers have grownby 45 per cent
and theamount of freight carried by
trains has grown by 60 per cent. But
constraintson the capacity of the
network have meant that the number
of trainshasrisen by only about 20
per cent. In October the National
Audit Office warned that overcrowd-
ingonLondon's servicesis going to
get worse despiteincreasesin ticket
prices, atleastin the medium term.
Anew £10billion capacity-boosting
programme, comprising an extra
1,300 carriages and longer platforms
isset for completion around 2014.
Until then consumers can expect
anythinguptoa42percentrisein
ticket prices. By law train companies
canraiseregulated faresbyinflation
plusone per cent, based on the RPlin
July, which was 5.3per cent this year.
They alsohaveatwo per centleeway
toincrease some fares by more so
some tickets could go up by more than
eight per cent. Fares on Southeastern,
which serves London could even see

rises of around 10 per centin 2009.
Risesinnon-regulated fares have
beenhovering around the six to seven
per centmark onaveragein previous
years, according to the National Audit
Office. Rising prices, overcrowding
and delays conspire to what Commons
Public Accounts Committee chairman
Edward Leigh saysis'still too often
anunpleasant experience’. Even
soitisanexperience that doesnot
come cheap - asurvey of train prices
across Europe found the cost of a
typicallong-distancerail journey
in Britain worked out at 55p amile,
compared with17pamilein France
and Germany, 16p amilein Spainand
just1llpamileinlitaly. Furthermore
Britons spend 15 per cent of dispos-
ableincome on transport. Of that, 3.8
percentison fares.Both figuresare
roughly double the average of the

quartet of continental European coun-
tries aforementioned. These statistics
aremirrored in consumer opinion; 86
per cent believe that public transport
costsareeither ‘High' or'Very High'.
This doesn't mean that consumers
willor canavoid train traveland other
forms of public transport, particularly
inthe citiesand when other options
aremore expensive still. For example
a YouGov poll, commissioned by
National Express, shows that 60 per
cent of people whodrive or useacar
are considering using public transport
owing to high fuel prices at the pump.
The figure might be higher still if it
wasn't for perceived danger in using
transportservices. According to the
Department of Transport, 11.5 per
centmore journeys would be made by
public (instead of private) transport if
people felt safer. Investment in public
transport hasindeed been high,
which hasmassively increased the
number of public transport options.
Subsidising buses, has for example,
resultedinthe UKbeinghometoa
quarter of all the busesin Europe with
105,000. They are however reckoned



Asurvey of train
prices across
Europe found the
costof a typical
long-distancerail
journey in the UK
worked out at 55p
amile. compared
with 17pamile

in Franceand
Germany, 16pa
mile in Spain and
justllpamilein
Italy

tobe 35 per centless productive than
20 years ago - because of limited use.
Indeed Britain spends £2.5bn of public
money onbus services, but excluding
London, councils havelittlesayin
what orhow services are provided.
Busoperatorsare free toset the fares,
routesand vehicle. Analystsbelieve
‘thisneeds to changeif we are to get
value for money inreturn for public
investment and provide the stability,
reliability and affordability that is
needed to turn around decades of
decliningbususe.

National Express forecasts thatby
2020 travel within the UKis forecast to
increaseby afurther 19 percent. The
need for the majority of this tobe via
public transportis pressing when one
considers the Climate ChangeBill; the
U.Kiscommitted to CO2reduction of 20
per centbelow 19901evelsby 2010 and
a60 per centreduction by 2050.

Eventhoughroad transport
accounts for about 84 per cent of
CO2 emissions from transport, air
travel hasattracted far more media
attention. By 2020 aviation willbe
contributing 10 per cent of the UK's
carbon dioxide emissions, whilst
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expansion plans have been mooted
for London’s Stansted, Heathrow and
City airports. Current EUROCONTROL
long-term growth forecasts that

the number of flights per yearin UK
airspace could increase by between
50 per cent and 90 per cent by 2025,
indicating heightened consumer and
commercial demand. As much public-
ity asitattracts however, theissue of
carbonisoverwhelmingly one of road
transportation.

Second generation biofuels might
helpreduce theimpact of automotive’'s
majority share of Co2 emissions but
with everincreasingroad congestion,
the consumer willbecome ever more
receptive topublic transport should
it meet certain criteria. Affordability,
punctuality and an adequate provision
of services are needed to ensure this.

Signs of this emerging do exist;
the UK transport systemis gradually
introducing new technologies for
example. Although transportICT
expenditureislow in comparison to
other public sector areas, therate of
increaseis high. Total ICT expenditure
isforecastat 10 per cent per annum,
reaching £1.2bnby 2009/10. ®
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The lack of consumer spending power will further
decimate the sector - with online growth
benefitting from low cost and green credentials

K consumer spending power
hasfallensubstantially due to
alargeriseinthe costofliving,

researchby Ernst & Young suggests.
Results from the Annual Discretion-
ary Income Study reveal the average
householdis 15 per cent worse off than
itwasfive yearsago. After household
billsand tax, it found the typical family
hadlessthan 20 per cent of its gross
incomeremaining - compared with 28
percentin2003.Inmonetary terms
thisequatesto £772.79, compared
with £609.84 in 2003. With necessi-
tiessuchastransport, housingand
utilities alllargely fixed toa certain
pointintheir cost, retailis emerging
asa victim of the enforced cutbacksin
spending. Signs of impaired consumer
spending appeared before the
financial turmoil of thelate summer.
Forexample department store chain
JohnLewisannounced that sales
weredown 8.3 per cent during the
week to 28 June compared with the
same weeklast year, withhomeand
electrical goods seeing the largest falls.
At thesame time Marks and Spencer
similarlyreporteda 5.3 per centdrop
inlike-for-like UK salesin the prior
threemonths.Indeed Stuart Rose
believes consumer spending
willremain pressured for two
years. Electrical FMCG DSG,
owner of Currys, Dixons
and PCWorld for example
reporteditslike-for-like sales
weredownseven per centin
the 24 weeks to18 October with
computer salesfalling11 per cent.
Recessionis far from systemic
however, as evidenceis emerging
of price sensitivity in the food retail
sector thatisdrivingincreased traffic
atdiscount stores. Overall theamount
of food and drink bought in super-
markets and other stores fell 0.1 per
centinthe three months from June to

September compared with the same
periodlast year.

However Aldi hasregistered 20 per
centgrowthandLidland Netto have
alsoreported promising figures, with
almost a third of Britons changing to
discount stores. The shift towards
thriftis furtherillustrated in those
thathaven't traded downin terms of
location, a new GfK NOP survey found
42 per cent have changed tobuying
supermarket ownbrandsrather than
branded goods. Premium sectors
within the grocery market are also
showing signs of slowdown.

The UK has thethird largest market
fororganic food and drinkin Europe
with total sales worth £1.9bnin 2007.
Salesareexpected toslow to5per
cent growth this year, wellahead of
theindustry average of 1-2 per cent
but far below the 30 per cent growth
registeredin previous years.

Well established changesare set
todeepen, in particular, therole of
theinternetissettoexpand. The
accentuation of thiswhichistobe
expected duringrecessionary times

doesnotbode well for companies who
stilllargely rely onaphysical pres-
ence.Retailersinthe UKexpect22.4
per cent of turnover by 2012-15tobe
viainternet sales. Evenif purchases
remain predominantly in-store,
especially with future technological
additions, the contribution of the
internet shouldn't be dismissed. 45.3
per cent of consumersare thought to
carry out pre-purchaseresearch using
thelnternetand thisis expected torise
to71.3percentby2012-15.

Thenumber of internet shoppersis
unsurprisingly atanall time high with
online spending growingatits fastest
rate for six years.In 2007, online spend-
ingby consumersonretail purchases
totalled £14.7 billion, anincrease of
35 per cent. Importantly this growth
ratewasalmost 10 timeshigher than
that experienced by the total UKretail
market at thistime, indicatingincreas-
ing consumer awareness of priceand
convenience offered online.

Analysts forecast strongonline
growthisset to continuereaching
£44.9billionby 2012. The breakdown
of online activityisalso telling; the
electricalsand food and grocery
segments made up just under half of
allonlineretail spendingin 2007, with
electricals accounting for amajority
25.1per centshare. However, witha
faster online growthratein2007



and much lower maturity, the food and
grocery sector is on course to succeed
electricalsas the top seller, witha
share of 29 per cent of all online sales
in2012 compared to 22 per cent for
electrical. Online sales will quadruple
to £162bn by 2020.

Partof theincreaseinspendis
undoubtedly associated with value
available ononline goods. Average
online savings average 13 per cent on
groceryitems, 21 per cent on services
and 15 per cent on travel and leisure
activities. Itisestimated that UK
consumers could saveasmuchas
£13bn annually by shoppingonline -
which equates toa £500 saving per
household. Theadvent of recessionis
already witnessingincreasing hitson
price comparisonsitesandislikely to
accelerate thistrendin the short term.

Despite the overwhelminginfluence
economic and technological trends
areimparting upon theindustry, the
environmentisanother factor that
retailers shouldincreasingly consider.
According toaNielsen Global Food
Packaging survey, nearly onein two
global consumers would give up all
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forms of packaging provided for conve-
nience purposesif it would benefit
theenvironment. The poll of Internet
respondents from 48 nations showed
that wasteful food packagingisamong
the fastest-growing environmental
concerns for shoppers worldwide with
most consumers willing to cut back.
A study by Mintel backs Nielsen's
findings further. British consumers,
itsays, aremoreinterestedinseeing We]l es tablShEd
recyclinginformation onl f(?od labels Changes are Set
thanfat, sugarand calorieinforma- i .
tion. 84 per cent of respondents to contin ue, 1mn
saylng they ar.e now looking at partlcu]ar the I‘Ole
recycling details. s
With the economy souringand Of the in ter I‘let
the habllt of st'loppllng oln the 1nt§met IS Set tO e Xp an d
already ingrained in price conscious s
consumers, theinternetmay havean Th eacc EI era tII‘l g
evenmore centralrole toplayin future tI—e n d 1 n t h jS t] me
retail. Recession may well ensure price )
becoming moreimportant thanever. Of recessiorn does
For thatreason alone and for the envi- I‘lOt bOde We” fOI—
ronmental consciousnessincreasingly s
established in the public, packaging comparies who
and other environmentalissues will St] H I-e]y ] a I—ge ly ona
continue toshape theindustry asgoing s
greenbenefits thebottomline. ® ph_VSI Ca] pf esence
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Ageing population presents challenges and
opportunities with growthin eco-tourism and
customer demand for personalisation

sthe world ages, family
structures change, and
risingindividual affluence

createsanincreasing demand for
personalisation, the expectations and
use of tourism are changing at arapid
rate. Overseas travel grew from 25
million tourists in 1950 to 803 million
in2005,and by 2030itis estimated
that there willbe 1.9 billion interna-
tional travellers spending US $2 tril-
lion. US $5billion will be spent every
day by tourists, with USS2 billion
being spent in Europe and US$1.5
billionin Asia. Cost and consumers’
increasing desire for new experiences
will shift tourism consumption ever
eastward, and by 2030 no part of the
globe willremain untouched.

One of thelargest consumer-led
changes will be the ageing of British
society. By 2030, almost 50 per cent
of the world's population willbe over
50, and this cohort will hold 75 per
cent of the UK's wealth. The contin-
uedrise of international tourism
combined withincreasing percent-
agesof baby boomer held wealth
providesimmense challenges and
opportunities to thosein theindustry.

Major technological, logistical and
infrastructural adaptations will need
tobeincorporatedinorder tohandle
this demographic shift. Theindustry
will alsoneed to adjust its mediums of
communicationin order to effectively
engage these consumers. Another
considerationis therestructuring
of families from being horizontal to
vertical, with Britshaving fewer
children, but alsobeing moreinclined
togoonmultigenerational holidays.
Destinations willneed tobe able to
accommodate all agesif they are to
retainbroad appeal.

Inthe adoption of 24/7 culture the
boundaries between play and work
havebecomeincreasingly blurred.

If this trend accentuates further, a
likely outcomeis for people to take
more breaks of shorter duration, as
theyjuggle demanding work and
schedules. If improvementsin trans-
portation evolve swiftly, thismay
little alter present tourism patterns
onitsown, butif the social trend
outpaces therate of technology there
isthe potential for arealignment of
theindustry, withlocalandregional
markets set tobenefit assuming their
offeringisinline with demand.
According to the “World of Travel”
study conductedin 2006, tourism
will shift tobeing more "experience-
driven”’, with a desire to“do"rather
than"have” which will coincide with
the doubling of consumers flying. The
experience economy will fragment the
traveland tourismindustry, accen-
tuating some of its niche segments.
Emotional and cultural experiences,
suchasquality time with family, oran
authentic experience with different
cultures willbe the new “luxury.”
Asaresult, travel companies will
need toreinvent their luxury packages
tobeingless product-driven and more
focused on the particular desiresand
passionsof theindividual. Providing
trips full of “"what money can'tbuy”,
that not only fulfilscustomersona
deeper levelbut alsobypasses the
stresses of modern travel, willbea
new niche forluxury travel.
Eco-tourismisanincreasingly main-
stream example of a hither-toniche
segment that has experienced major
growth.Increased media coverage of
climatechangeand thelossof pristine
habitats worldwide are major catalysts
inthismarket. 5 percent of consumers
willhead for sustainable destinations
by 2024, and many willgo to places that
protect or benefit the environment.
However British travellers are four
times more price sensitive than they

were a year ago, and despite ethical
tourismbeing fashionable, many
consumers unashamedly seek out
thelowest prices and cheapest deals.
With greater choice come greater
expectations not only of being able to
expressindividual beliefs and morals,
but also of being able to find more
convenience at abetter price.

Another developing segment is
medical tourism, whichhasseena
rapid increase due to high medi-
calcostsand/or lengthy waiting
timesin core Western markets.
Over 50,000 people spending £161
million travelled abroad last year
for medical treatments.

Inthe United Statesaloneitis
predicted that the number of medical
tourists willrise from
750,0001ast year to
6 millionby 2010,
and willreach10
millionby 2012.

Therevenuefrom

this coremarket

alone willbringin

USS21 billion annually in
four years'time. Eastern
Europe and especially

Asia willbenefit the most
frommedical tourism, with
Asiahavingacompound
annualgrowthrateof17.6
per cent from 2007-2012. This
consumption of health care
willradically alter
touristmarketsas

holiday timeis
ofteninbuiltinto
thepackageto
helpthepatient
recuperate.

The
eastward shift
of traveland
tourismhas
manyimplica-
tions. Consum-
erswilldesire
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totravel toplacesthatupuntilrecently
would nothavebeen considered as
destinations, particularly in the east.
Thiseastward shift has the potential to
notonly createnew destinations, but to
alsoengender cultural clashes. In1995,
long-haul travel accounted for 18 per
centof allinternational trips. By 2020,
itwillbe 24 per cent.

Owing to cultural complexity and
differences, Western consumers will
increasingly find that they may no
longerbe the target market at desti-
nations. By 2020, China will provide

TI—a Ve] COmpanies over 100 million outbound tourists.

. Thereorientation of airline travel to
WI” have tO theeast couldresultinareorganisa-
I-ejnvent thejr tionin the balance of aviation power,

resultingin unforeseen implications
IUXUI’y paCkages to for hubs such as London, and conse-
bejng Iess product_ quently for Western travellers.

. The UN's World Tourism Organisa-
df 1ver and more tion, or UNTWO, summarises the
focused on th e challengeslying ahead for theindustry.

. . Given tourism'simportancein the
paI' tI C UIHT d esires global challenges of climate change
an d p a SSiO ns Of and poverty reductionit says, thereisa

. .. need tourgently adopt arange of poli-
the m d-l Vld ua] ' cieswhich encourages truly sustain-
PI—O V.ld 1 n g tf.l p S fu 1 ] able tourism that reflects a“quadruple

, bottomline” of environment, social,
Of Wha t mon ey economicand climateresponsiveness.
Can't buy’fUIﬁulng Fitting these priorities with those

of the consumer and their wish for
CUStomerS ona personalization, new experiences
deeper ]evel WIH be and alow cost will determine the
. winners andlosersin theindustryin
d newnIChe the21st century. ®
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Social networks to become more influential
with increasing citizen power through greater
transparency and information sharing

hen Tony Blair left office,

60 per cent of voters

did not trust politicians,
whilstan October 2008 study puts the
figureatastartling 97 per cent. The
hollowing out of trust runs concur-
rently withadeclinein voter turnout
with a Mori poll suggesting only 39
per cent of 18to 24-year-olds voted
inthe general election of 2001. The
issue of how toreconnect with voters
hasdrawn heavily on the concept of
e-democracy, or e-government.

Indeed, the government has prom-
ised‘'Universal access to high quality,
public service content through appro-
priate mechanisms fora converged
digitalage.'Evenso, research has
indicated thatonly 10.8 per cent of all
MPsuse social networkingsites.
Furthermore the May 2008 data

shows that 32.4 per cent of social

Public Sector

networkingsites were provided by
MPsinmarginal seats, yetonly 13.6
per cent of all seats can be classified
assuch. Co-author Dr Lilleker states
that“Only a few MPs are using their
social networking site as a strategic
communication tool to enterinto
two-way dialogue with constituents
onlocalissues of interest such as post
office closures, anditisno surprise
thatitis these sites which have most
traffic.” The authors also pointed out
that whilst a close election might see
increased use of such sites, they are
unlikely to eclipse politicians personal
websites as the hours needed to
maintain social networks are numer-
ous and cannotreally be delegated.
Nevertheless, analystsat Gartner
believe that social networks will
complement and in someinstances
replace some government functions.

Governmental divisions and boundar-
iesareblurringat everylevel whichis
driving the uptake of social comput-
ingasameans of sharinginformation.

Horizontal business processes
such asfinancial management, HR
and procurement are subject to
increased sharing across agencies
and evenjurisdictions, resultingina
loss of ownership or control on behalf
of government agencies and in some
cases, the government itself.

Instead they arebecomingclients
tootherorganisationsleadingto
increased adoption of social media
according to Gartner. “The future
of governmentisavery different
governmentand, in some cases, no
governmentatall,” says Mr Di Maio, vp
at Gartner. He cites governmentinitia-
tives such as Diplopedia, a wiki created
by the US State Department to support
collaboration acrossintelligence and
foreign affairsagencies, aswellas
externalstartupssuch as‘timebanks’
that through volunteering provide
anarray of social services. However
inrestoring public trust more mustbe
done than using these mediums well.
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Results from the Citizenship
Survey that concluded in March 2008
reveal thatinthelastyearjust 38
per cent of respondents felt able to
influence decisionsin theirlocal area.
Only 1 per cent more wereinvolvedin
some kind of civic participation.

Despite, or perhapsbecause of this,
more councilsarebecomingactively
engagedin developing online commu-
nity techniques within councils'own
web services. For example, Redbridge
hasusedonline pollsandinteractive
forums to track feedback on post
office closures. The effect on the public
hasn't asyetbeen quantified, butany
expansion of medium suchasweb 2.0
through which people can have their
say issurely abeneficial one.

Councilsareindeedincreasingly
usingsocial media to engage with
hithertounreached age cohorts.
Durham County Council for example
recently used Facebookinanattempt
togetresidentsnot touse their cars
foraday. The 'Doitdifferentday’'was
partof acollaborativeinitiative with
Channel Four.

Likewise Essex County Council
used Facebook tolobby for support
inits campaign against Post Office
closures. The council created group
‘Fighting for Essex’s Post Offices’
allowedresidents and others opposed
to post office closure toregister their
discontent following the Post Office’s
announced plans to close 31 branches
throughout the county.

Further evidence of anemerging
two way dialogue betweenlocal

government andresidentsisin more
councilshavingblogs. CivicSurfis the
name of a campaign by Norfolk County
Councilthatisattempting toget coun-
cillorsblogging - amoveincreasingly
used throughout the country.
Increasing volumes of online
bureaucratic contact are clearly
welcomed by the public. Over 80 per
cent of employershave filed their
end-of-yearreturns online says HHM
Revenue & Customs- anincrease of
around 10 per cent compared
tothe 2007 figure.
Thisdoesnot however
indicate the extent of the
government's ostensible
desire for e-government.
The Prime Ministersplan
centreson the creationofa
massive programme of data
sharingbetweengovern-
mentdepartments. The
collated volumes of
informationallows the
governmenttocreatea
notionally ‘personalised
service for public-
service users.
JillKirby of the Centre
for Policy Studies says
that theunderpinning
philosophy of the strategy
is‘that thereisnoneed to
break down the monolithic
structures of Whitehall-
managed public services
becauseinformation technol-
ogy will provide the substitute
for personal contact’.
Thegovernment'sInforma-
tion Sharing Vision Statement 18
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monthsago, saiditis‘important that
people are confident that their personal
dataiskeptsafeandsecure’. Following
theloss of 25 millionrecordsby HM
Revenue & Customers, such confidence
appearsinshort supply. Surveys
suggest that only 22 per cent of people
arehappy with the prospect of the data
recording whilstamere 11 per cent
trust thedata willbe kept confidential.
Infact, serious flawsinthe
reliability of the technology and its
implementation have allbut moth-
balled the prospect of e-votingin the
UK. “Serious concerns persist about
thesecurity and transparency of
e-voting systems and their vulner-
ability to organised fraud.”
Government must clearly pick
the correct technology for the
situationand notuseit forits
ownsakeifateverylevel,
trustistoberestoredand
atwoway dialogue
established with the
population. ®
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Sector under intense pressure through customers no

longer buying new cars and using public transport -
trend towards hybrid and electric vehicles

heautomotive sectorisamajor
I partof the British economy,
employing some 600,000

peopleinover 69,000 businesses. 33
million vehicles are on theroadsas of
June 2008, signifying thereliance on
personal transportation of the British
economy. Two factors point to higher
ownershipratesinthe future. Thefirst
isagrowing population; the Office for
National Statistics (ONS) estimatesa
figure of 71 million by 2031. The second
isanincreasingrate of ownership per
1,000 people;in2002it stood at 515
vehicles per 1,000 people and thisis
forecast torise to 685 per1,000. There
are however five variables that may
alter this consumer behaviour -road
congestion, environmentalissues,
risingrunning costs and the provision
of public transport. Thelastis the
impact of recession.

Commuting timeshavedoubledin
thelastfive years, with 20 per cent of all
journey timesnow spent ata standstill.
The frustration of gridlock hasled to the
UKhaving theworld's second highest
rateof roadrage (after South Africa),
with 80 per cent of drivers having
experiencedroadrage in some form.
Right-wing think-tank Policy Exchange,
estimates traffic congestionis costing
the UK economy £20billionayear.

ADepartment for Transportreport
suggests this figure may climb to £22
billion by 2025. Offsetting these losses
isobviously advantageous toboth the
consumer and government - requiring
eitheraradicalre-think on tollroads
forexample; over 50 per cent believe a
national system of road user charging
would make them use their carsless.

Ahuge shift to public transport or
elsearapidly expanded road network
are other possible solutions. Consider-
ation and successfulimplementation
of any of these solutionsis however,
unlikely to evolve quickly enough to

deal with theimmediate problem.In
theshort to medium term, conges-
tionmay thereforebe a disliked yet
unavoidable feature for consumers.
However the high contribution of
road transport, stationary or other-
wise, to the UK's carbon emission total
haslead to governmentintervention.
Around 22 per cent of the UK's CO2
emissions come from transport, with
13 per cent of these from private cars.
Gordon Brown has suggested that
punitive taxation will help ensure that
by 2020 allnew carssold in Britain will
be electric, or hybrid vehicles produc-
inglessthan 100 grams of carbon
dioxide per kilometre.
Tothisend the Depart-
ment for Transport has
announceda £100m
packagetoboostthe
market for electric
vehicles.

Consumer sentiment it would appear
islargely supportive of suchactions,
withdatashowing41 per cent of adults
(18.9million peoplein total) would pay
more foravehicle that pumped lower
emissions. 85 per cent seereducing car
useas‘important’or ‘veryimportant'in
combating climatechange.

Risingrunning costs may well speed
up thedrive toelectricand hybrid
models. Research from eSurereleased
in October shows 48 per cent of UK
motoristsarebeing forced to consider
downscaling tojust one vehicle per
household, inaneffort to combat the
rising costsof runninga car. Research
fromthe RACnotes that heightened
petroland diesel costshave contributed
toal7percentincreaseonlast year's
overall cost of motoring.

Combined with the credit crunches
myriad effects, thishasled toincreas-
ingdepreciationby amassive 35 per
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cent. Thenetresultis that motorists
arefacinganincreased averageoverall
costof motoring of £6,133 tokeepa car
ontheroad-al9percentincrease from
2007.The current cost of runningacar
isestimated tobe £47 a week. Arise to
£68, theRACbelieves, would be enough
fortheaveragedriver to consider
giving up their car.Indeed, consumer
behaviour hasalready shiftedinreac-
tion to higher costs. Recent falls
inprice of oilcan only be seenas
temporary measures, asdemand
isexpected toput pressure on
supplies once againand prices at
the pumps willinevitably
riseagain. World
demand for energy,
and oilin particular,
willbedrivenby fast
growingeconomies
likeChina, India, Russia,
MexicoandIndonesia.
In2006, 60 per cent of journeys
were single occupancyrising to 85
per cent forboth commutingand
business car tripsaccording to the
Department for Transport statistics.
TheRACreportnotesa25per cent
now share their car more with
friends and family whilst 43 per
cent of UK motorist would consider
car-sharing. A higher proportionis
considering (36 per cent)is considering
buyingacarthatischeaper torunthan
their current model.
More farreaching changesare
alsobeing considered by the public.

Automotive
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The YouGov poll, commissioned by Commutlng Umes
National Expressin the summer of .
2008, shows that 60 per cent of people ha ve dOUb]@d in
wfllo drive f)r useacarare considering the ]ast ﬁve years
using public transport due to escalat- .
ing costs. Inaslight twist, 83 per cent wi th 20 Per Cent Of
say ’Fhey would happily use. their cars aﬂjourn ey times
lessif public transport wasimproved. .
Towhat extent these sentimentsare nowa t das tan ds UH
enacted dgpends precisely up.on pl.'lblic Th e U K n ow h as
transportimprovements, which might ,
notbe forthcoming for train services the wor, 1 d SSec Ond

atleastuntil2014.

Thelast factorisrecession. New car
purchasesdropped some 19 per cent
between August 2007 and September
2008 and overallsales this yearare
forecast tobe some 100,000 lower
thanthisyearat2.16 million. The
depthand severity of therecession
will complicate all other factors
aforementioned and to thisextent
isanunknown. Howeveritis clear
that the consumers'relationship with
the automobile willundergo some
profound changesin the coming years
and thesituationisacomplex one.

Ashift tocleaner modelsisa
given, both owingto government
pressure and public displeasure at our
exposure to the possibility of high
petrol prices again. Whether conges-
tion can be effectively managed
will ultimately decide the future of
personal transportationin the UK as
consumers measure time, costand
convenience againstanincreasingly
investmentrich public transport. ®

highest rate of road
rage (after South
Africa) with fourin
fivedrivers having
experienced road
ragein some shape
or form
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Recession will depress demand with the decline
that setin during 2008 set to continue throughout
the year - move towards the experiential economy

he UK's service economy,
encompassing such diverse
segmentsasreal estate,

environmental consultancy, anti-
aging andinformation servicesis
worth some £1 trillion. This translates
to some 75 per cent of the economy
andit has considerableroom to
improve this figure as the Treasury
reckonsit tobea thirdless productive
thanmanufacturing. Any imminent
expansion would appear fanciful
however, as declining service demand
isleading the UK recession.

Underpinning Britain's consumer
spending power hasbeen therelentless
risein house prices. The value of UK
private housing stock more than tripled
between 1997 and 2007 toreach a total
of £4 trillion (4,000 billion) at the end
0f 2007. Thishugeincreasein worth
translatestoanaverage UK pricerose
of more than £130,000in the same
periodand assuchhadahugeimpacton
consumer spending.

Asconsumer spendingis the
biggest component of Aggregate
Demand, accounting for 66 per
cent, increasing house prices lead
indirectly to higherrates of economic
growth. However the crashin hous-
inghasresultedin theaverage house
being worth 14.6 per cent less than it
wasayearagoin October 2007 - an
equivalent of £30,000. New housing
startsareat theirlowestlevels for
60 years thanks to tightening credit
markets which promise todrive the
pricedown further. Indeed some
economistsbelieve a further 10 per
cent fallislikely in 2009.

Theeffectonservicesisalready
being felt, notleast, unsurprisingly,
inreal estate. Construction sector
output hasdeclined by arespective
0.5and 0.8 per centin quarters2and
30f 2008. Distribution, hotels and
restaurants fellby 1.7 per cent alone

inQ3-infacttheonly service sector
torecord any growthin Q3 wasthe
‘government and other services’.

Asawhole, theservices sectorhas
beenindecline for five straight months
through October. Any broad improve-
mentintheservicessectorislikely to
depend onahousingrecovery which
isnotexpected toreach peak 2007
levels againuntil 2013, leaving some
2.5million homeownersinnegative
equity. Thereisreason tobelieve
that consumers willnot have to wait
thislongtoincrease service sector
spending however as the housing
marketis due tobegin
recoveringin 2010.

[tisuncertain
howeverifabusi-
nessasusual
scenario will
prevail after
the credit-cri-
sessubsides,
indeed Mervyn
King, the
governor of the
Bankof England,
hasrepeatedly
said he wouldlike to
seea tebalancing’

of theeconomy. His sentimentsare
echoedby othersat the Bank; Andrew
Sentance, one of theindependent
members of the Bank's Monetary
Policy Committee believes that 'strong
domestic demand and a strong pound
need to give way to a period of weaker
growth of domestic demand, accompa-
nied by amore competitive currency’.
Headded: ‘This process of rebalancing
islikely tobenefit sectors more heavily
dependent onoverseas demand, such
asmanufacturingindustry.
Macro-economicrestructuring
may well benefit certain service
sector organisations andre-orient
consumer spending. Steve Radley,
chief economist
attheEEF



Services will

obviously remain

immensely
important but
with social,
technological,
economic,
environmental

and even political
changesinfluencing

the consumer,

successful future
services will more
than ever need to
personalise their

offerings

Services

Professionalism
Quality & Efficiency
Ease of doing business
Problem solving
Timeliness

csl

Loyalty index

explains that 'Manufacturersdon't
just produce goods any more. They
also offer services, and are focusing
moreoninnovationand design. The
lines arebecomingblurred between
companies manufacturingand
companies that offer services.’

The UK's target of 15 per cent
renewable energy by 2020, an
increasedrecyclingrate of 50 per
centagainst the presentrate of 27
per cent and other environmental
oriented goals arelikely torequire
environmental consultancy services
as wellas technological prowess. In
the short term this sectoris forecast
tobe worth some £21 billion by 2010.

Other sectors that will benefit
fromablurring of service and product
will be the £51.9 billion communica-
tions sector which, given the correct
circumstances, could grow by as much
as £35billion by 2018 according to
eSkills. A general shift towards green
consumption and a desire to have
quicker, more holistic communication
mediums donot have a monopoly
on future consumer wants though.
Whilst aging isbecoming a major
concern for pension funds, business
succession planning and those who
faceanincreased taxbill through
higher dependency ratios, the service
marketis set tobenefit enormously.

Globally the anti-agingindustry
isworthanestimated worth US$97
billionat present - afigure thatisset
toincreaseby 2010 to US$115.5billion.
A 2008 YouGov pollrevealsonly 4 per
cent of British women are opting to
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undergo cosmetic surgery but that 40
per cent would consideritin the future.
Furthermore the globalspaindustryis
estimated tobe worth some $255billion
andintheU.Salone predictions abound
of a$400billion to $1 trillion marketin
"wellnesslifestyles” that will comprise
segments of the health, beauty, food,
fitness, medicine, spirituality and, of
course, spaindustries.

Services will obviously remain
immensely important but with social,
technological, economic, environ-
mental and even political changes
influencing the consumer, successful
future services willmore than ever
need to personalize their offerings.

Ultimately in 2020 ‘the top quintile
of consumers willincreasingly rank
their time andleisure over their money,
andreward businesses that recognise
this. They will value products and
services thatare tailored tolifestyle
andlife-stage needs, particularly
healthand ageing, believes Global
Agendamagazine. Consumers will
‘despitea growingdisparity among
incomes, increasingly, ateverylevel
exhibit crossover behaviours, ensuring
welldefined market segments harder
thanever toidentify.

Services, regardless of their field,
that choose the correct technologies
on offer and balance it with ever more
tailored options have the potential to
prosper. As thebusiness organisation
evolves, itis probable for the majority
of services that their marketing needs
totransform the mostin order to meet
the experiential economy. ®
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Technology advances blurring the sector and the
distinction between customers’ work and play as
convergence is the name of the game

heshiftinuse tomodern
mobile telecoms haslong
hadastrongsocial utility -in

2000Ipsos MORIreported that 81 per
cent of 15-24 year-old used SMS to
coordinate social arrangements. This
hashelped propel the 24/7 lifestyle
to the point where telecommunica-
tion accessories accompany many
an executive on holiday, blurring the
distinction between work and play.

However Moore's law, promising
exponential technological progress
haslong outstripped social accep-
tance of the possibilities springing
forth. Keyissuesrevolve not around
whatisactually possible but to where
the publicis happy tolet the telecoms
2.0 eratake them.

Convergence, ‘the merging of the
individual communicationsindustries
(IT, broadcasting, telecommunications
etc)intosingle converged market has
longbeen the talk of the technological
world. The tools of convergence are
already with us, as witnessed in appli-
cations such as the mobileinternet.
Indeed they are already supplanting
the old world of telecoms with Mintel
announcingin 2008 a weakeningin
demand for fixed line services.

This comes aslittle surprise with
85 per cent of the British population
owning amobile phone. This figure
means some nine million people, or
16 per cent of the United Kingdom's
population, donot ownamobile
phone, leaving those thatdo withan
average 1.44 mobile phoneseach.

Broadband connection amongst
UKhouseholds now stands at 56
per cent, up from 51 per cent
ayearago,accordingto
the Office for National
Statistics. Including
dial-up services
16.46m (65 per cent)
UKhouseholdhave

accesstothe web, anincrease of1.23m
last year, with the vast majority (86
per cent) being broadband connec-
tions. eMarketer estimates that by
2011, Britain'sbroadband penetration
willincrease tonearly 76.8 per cent, or
20million households.

The 2008 National Statistic
Omnibussaid that 15 per cent of people
access the web viaa GPRS mobile phone
witha further 4 per cent via 3Gmobile.
Asinternet penetrationincreasesso
the cost of internet enabled telephony
willdecrease, inatrend that will surely

seethemobileinternet riseamongst
consumers craving on-demand
information, connectivity and access.
Googlehasstatedin the past that
they believe that mobile search would
soongenerate the highestadvertising
revenueinthe future.

Indeed, figuresreleased by
comScorereveal that mobile search
hasgrowninleapsandboundsoverthe
last year. According to comScore, 20.8
millionusersintheU.S.and 4.5million
usersin Europe used mobile searchin
themonth of June 2008. This equates to
a68per centand 38 per cent growth of
mobilesearch over thelast yearinthe
tworegionsrespectively.

New report from Juniper Research
supportsthe claim of rising use of
applications on mobiles. Thereport
says that more than 330m mobile
users worldwide willownbroadcast
TV-enabled handsetsby 2013, but



Asinternet
penetration
increases so the
cost of internet
enabled telephony
will decreasein

a trend that will
surely see the
mobile internetrise
among Consumers
craving on-demand
information,
connectivity and

access

estimates thatlessthan 14 per cent
will opt for mobile pay TV services.
This stillequates to amobilebroadcast
TV market of some $2.7 billionby 2013.
Either way consumer preference will
decide the fate of themarket.
Depending upon levels of techno-
logical uptake amongst businesses
and consumersin general, it has
been estimated that the covergedIT/
telecomsindustry could generate £35
billion over the decade to 2018. Given
that current market sizeis some £51.7
billion, the market could wellbecome
amajor vector of growthin the UK.
Still several consumer issues
remain for the telecomsindustry. The
firstistoacknowledge differentrates
of social acceptance amongst differ-
ing demographic groups. Arevoo.com
survey of some 30,000 mobile phone
userssuggests, for example, that
look and size are the mostimportant
featuresfor many when purchasing
anew mobile phone; thelesson for
theindustryisclearin thatbasicsand
usability must not be forsaken for the
availability of applications.
Anotherissue surrounds the
sheerssize of demand being gener-
ated and theneed toincrease
bandwidth. Phil Smith, chief execu-
tive of CiscoinIreland and the UK,
notes the significant challenge that
Europe facesin terms of IP growth.
Citing astatistic that claimsby 2012
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theinternet willbe 75 timesits sizein
2000 with over 400 times the traffic
,hiswarningis one noted by others.
Someindustry insiders suggest
$130bn of investment is needed
improve the network worldwide to
avoidreaching the physical capacity
of theinternet by 2010.

Privacy mattersarealsoaprime
concern of consumers. A converging
infrastructure threatens to spread
therisksinherentin theinternet.
Cybercrimein the UKrose by more
than9percentin2007 according
toanewreport produced by online
identity firm Garlik's. It claims that
more than 3.5 million online crimes
were committedin the UK last year.

The second privacy concernarises
from government plans foradatabase
that would amongst other things,
requireapassport tobe shownwhen
purchasing amobile phone. The huge
proposed telecoms database of all
phone and e-mail trafficremains deeply
unpopular with surveys suggesting
thatonly 22 per cent of people are
happy with the prospect of thedata
recording whilstamere 11 per cent
trust thedata willbe kept confidential.

Privacy of dataisan absolute must
if telecomsis to completeits conver-
gence withIT - the future of several
consumer sectors such as mobile
banking, not to mention the prospects
of telecoms themselves, rest on this. ®
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The Forecast - The Killer Question

Here at The Forecast we asked a number of key industry figures for their response
to thebig question on everybody's lips in 2009 - that question is:

Whatin your view

is the single biggest
challenge facing
organisationsin
developing their
customer strategies
in times of economic
uncertainty and how
can they best meet

that challenge?

rganisations, notjustin the UK, but across the

world, will have to overcome some daunting

challengesin 2009if they are tosurvive and
thrive. If 2008 has taught usanything, I thinkit's that the
unthinkable can actually happen. Thismeans that new
ways of working must be on the agendaif businesses are
going tomove forward, and radical strategies that would
have neverbeen considered seriously before might justbe
thereal catalyst for future success.

I'think that the scale of the challenge ahead would also
indicate that organisations simply can't doit all on their
own. Noone company can excelinevery function that's
critical to their future development, and no one company
hasaccesstolimitless funds or sources of expertise to
bebrilliant at things that potential partners specialise
in. So, as strategic partners, Vertexis excited by 2009
andbeyond. We think therules of the game are being
re-written, and we're already seeing a shiftin the mindset
of businesses who'rerecognising that creative thinking
around effective partnershipsis part of their future stra-
tegicdevelopment - and we'relooking forward to playing a
partinhelping them get there.

Mike Porter, managing director, Vertex

tobedecidingwhere they should focus customer

strategies. Inayearin which spend seemstobeset to
reduceacross theboard the key is tomaximise theimpact of
any spend, particularly on marketing technology. Given that
customer acquisition costs more than customer retention
wethink that thebiggestreturnoninvestment willbein
customerretention strategies.

We are already seeing thisin the case of high street
banks who have told us that for the first time they consider
customerretention as akey businessimperative.

Thebest way for companies to meet this challenge and
todifferentiate themselves from their competitionis to
proactively solicit customer feedback in order to measure
each customer experience. The differentiationis achieved
by being one of the only 5% of companies who actually
respond to the feedback they receive.

Enterprise Feedback Management technology has
developed to the point that the entire workflow process
canbeautomated, and in most cases withoutIT involve-
ment. The value of recapturing customers at risk of
defectingis measurable and can be significant.

Gary Schwartz,SVP marketing, Confirmit

F or many organisations thebiggest challengeis going



hereinlies therub. Thereis no single biggest
challenge - but there arelots of smaller ones!If an
organisationisstilldevelopingits customer strate-
giesthenit's probably toolate for this particular recession.
And, if an organisation thinksit needs a different customer
strategy forarecession, thenit probably doesn't have the
right customer strategy in the first place.
OK, duringarecession, customer strategies will probably
need tobe tweaked round the edges but the basicsremain
asalways -dobest what matters most to customers. That
means payingreal attention to strategy & culture, people
and processes.
Ask yourself these questions:
STRATEGY & CULTURE
® Are the top people committed to superb customer service?
® Does the whole organisationreally live its Mission, Vision
and Values - and not just have a wall poster?
® [sinternal customer servicejustasimportantasexternal
service?

® [sservice delivery measured in robust ways?

Are wereally customer-centric or willit do until the next

fad comes along?

Do we keep our promises - no matter how tough?

Do we empower our people to do what's right?

How well do we react to complaints?

Do we value and protect our reputation?

PEOPLE

® Arewejustinterestedin bumson seats or do wereally
recruit for attitude and train for skills?

® How welldo weinduct our people into the organisation?
Do we just shake their hand and put them in front of
customers?
® Do we make sure we take them from competent to excel-
lent?

® Dowedoeverythinginour power to keep our best people?

® Do we haveretention strategies for everyone (not just
the CEQ)?

® [sservice partof thereward package?

® How often have you heard of companies who espouse the
service philosophy......and then reward only sales!!!

PROCESSES
® Areour processes designed around the customer or

around our ownrequirements?
® Have we created an environment where continuous

improvement flourishes?
So, these are the things we need to concentrate on,
whether we areinarecessionornot. Yes, inarecession,
we need to pay more attention to good housekeeping but
customers don't come back to usbecause we've cutdown
onloorolls.
They come to usbecause we have great people, because we
put the customer first and because we work hard to keep
theirbusiness.
Robert Crawford, chief executive
Institute of Customer Service
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nnovationis thekey. A period of economic downturn can

be the worst of times and the best of times. Cutting costs,

pricesand margins and pushing for salesis toughand
notnecessarily thebest environmentin which toinnovate,
butinnovate we must. Offering our customers the same
productsandservicesat discountedrates, and even atlower
quality toachieve this, can only take ussofar. Thisisa time
torethink our propositions, tounderstand our customers
new pressures and needs and meet those new needs through
innovative offers, channels and charging models. In the B-2-B
world successful providers will be able to demonstrate how
they have adapted their offers toalign themselves with
their clients new business paradigm. They will be able to
offerinsight on how to help their customers customer during
the economic downturnand addreal value by so doing. For
organisations with offersdirect to consumers, the opportu-
nity exists for new products and services that address their
customers new situation and answer their unarticulated
needs for solutions to their new circumstances. Indownturn
wearelikely tobe under economic pressure, butitisatime
when we candraw breath, take in the new opportunities the
situation presents and apply our wisdom and knowledge to
finding new products and services our markets will want.
David Smith, chief executive
Global Futures and Foresight

heoverall spend in the UK economy has grown
consistently since 1992 at 6% year on year. For the
next three years this growthrate willdrop tono
better than 2% asunemployment soars to over 3 million by
2012, and households begin to save again.
Thebig challengeis to guess how thisbig changein
economic conditions will effect the customers definition
of value for money. Will they become very price sensitive,
(ie price moves up thereason to purchaselist) Or will they
becomeless price sensitive but look for outstanding service
and spend more per item but less frequently. In previous
recessions it was the middle, undifferentiated market
which suffered most. Thereassuringly expensive and the
cheap as chips marketsboth did relatively better.
Allcompanies need tobe completely clear on their value
proposition, and ensure that all customer facing employees
know what this proposition means for theirbehaviour. Ryanair
havethe clearest value proposition; a cheap safe seat. Pound-
land also, everyitemapound. But what was Woolworths value
proposition? And MFI? Isuggest they didn't haveaclearly
articulated oneand they havelost tobetter competitors.
Beware the toxicassumption. Thisis the assumption
thatismade about what customers value whichis passed
between employeesbut has neverbeen tested or revisited.
Theonly survivors over the next three years willbe those
who have tested and adjusted their value proposition so
that they haveasustainable advantage.”
Roger Martin-Fagg, leading economist and Director
Henley Management College
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Recession acting as a fillip
to customer service

Customer service is improving across the UK - and as organisations are being
forced to concentrate on customer retention and market share therecession
looks like being an important contributory factor

ith consumers seeking value-for-money
products and services, companies are making
greater efforts toimpress their customers,

keep them happy and prevent themslippinginto the
clutches of competitors.

Thefirst signsofreal serviceimprovementappearina
major new survey from the Institute of Customer Service (ICS)
-themost wide-reachingmeasure of customer satisfaction
throughout the UK. Despite concerns over the economy, more
customerssay they are pleased with the way they are treated.

Customer service key to survival

With satisfied customers much morelikely toreturn and
remainloyal, good customer serviceis vital to survive the
recession, saysICS executive director Robert Crawford.

“Thisrisein customer satisfaction shows that compa-
nies are getting serious about service - as they must
be - and are taking steps toimprove. Offering excellent
customer serviceis the only differentiator left today.
Consumers areincreasingly looking for better value-for-
money, so providing great serviceis the best way to ensure
they choose abusiness ahead of its competitors.”

AndBritainisbest worldwide according to the survey,
with 42%rating the UK as thebest country and only the
USA achieving a notable share of the vote with 31%.

The UK Customer Satisfaction Index (UKCSI) asked
more than 24,000 people torate how well or how badly
companies and organisations performedin 12 key public
and private sectors. Overall satisfaction levels continue to
increase toa UKCSI of 72 out of 100, compared to a score of
71when the previousindex was published in July 2008.

Stillnot there yet

The surveyreveals 72% of consumers expect organisations
toimprove furtherin the coming months. And although

26 organisationsreceived a CSIover 80, Robert Crawford
believesanaverage satisfaction level of 80 must be achieved
before the UK can claim to provide world-class service. The
survey asked consumers toratebusinessesand organisa-
tionson key areas such as complaint handling, profession-
alism, quality, and competence and friendliness of staff.
Graham Clark, from Cranfield Business School, said: "Inany
economic climate, organisations that succeed are built on

sound management principles. Thelatest UKCSI provides
compelling evidence for continuing investmentin service
excellence - it should convince managers to concentrate on
service developmentrather than take knee-jerk decisions
to concentrate on cutting costs.

Success stories

The top 10 highest scoring organisations measured for
UKCSIare:

® JohnLewis (88)

® The Ambulance Service (87)

® [loydsPharmacy (85)

® |Vaitrose (85)

® Saga(85)

® Marks & Spencer (food) (85)

® Boots (84)

® Autoglass(83)

® PremierInn(83)

® Marks & Spencer (non-food) (83)

The fullresults of the survey are available online at
www.ukcsi.com.

UK CSI League Table
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