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Neo-Classical versus Behavioral Economics

Behavioral Economics ~ Neo -Clasggal Egpnomics

A Rationality has limits 7 it =~ A Pe l' e are
i's fiboundedo (Herb rat

| S VPG |

4 People have limited A
access to information and
limited capacity and
ability to process it.
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The Gallup Dally uses a behavioral economics design providing
l nsights into the nemotional o

Three Gallup Dally Attitudinal/Behavioral Economic
Indicators:

A Consumer Mood

A Consumer Spending

A Job Creation/Job Loss

Behavioral design created with consultation of Daniel Kahneman,

Nobel Prize Winner in Economics and Gallup Senior Scientist
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Ratings of current economic conditions improved slightly in
August and September compared

[ How would you rate economic conditions in this country today - as excellent, good, only fair, or poor? ]
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Ameri canso future economic exX|
Il n August and September compali

[ Right now, do you think that economic conditions in this country, as a whole, are getting better or getting worse? ]
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Behavioral measurement of consumer spending shows average
daily spending plunged over the past year

Ne xt ,

webd | i ke you to think about your spending

vehicle, or your normal household bills. How much money did you spend or charge yesterday on all other
types of purchases you may have made, such as at a store, restaurant, gas station, online, or elsewhere?
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Gallup Daily: Job creation/losses show modest improvement

Based on what you know or have seen, would you say that, in general, your company or employer is --
hiring new people and expanding the size of its workforce, not changing the size of its workforce, or letting

40%
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people go and reducing the size of its workforce?
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Standardizing consumer confidence and spending clarifies that the
two are NOT positively related (by monthly average since Jan 2008)

Monthly Consumer Confidence Scores and
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Job market conditions predict about 69% of the change in average
consumer spending among lower income (ess than $60,000 a year)

Monthly Job Creation Index Scores and Monthly

Spendin
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Lower income respondents are those who report making less than $60,000 per year.
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Job market conditions predict about 61% of the change in average
consumer spending among mid-income ($60,000<$120,000 a year )

Monthly Job Creation Index Scores and Monthly
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Middle income consumers are those making more than $60,000 but less than $120,000 per year.
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Job market conditions predict about 29% of the change in average
consumer spending among upper income ($120,000 or more a year)

Monthly Job Creation Index Scores and Monthly
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Upper Income respondents are those who report making at least $120,000 per year.
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A Has consumer spending changed in the wake of the
financial crisis and economic downturn?

A What variables account for any observed changes?

A Have there been any structural changes in the U.S.
economy 1 or any stable shifts in attitudes about spending?

A Do these structural or attitudinal changes account for
observed changes in spending?

A Are there any demographic or psychographic subgroups
who have not reduced spending or reduced spending
significantly less?

Copyright © 2009 Gallup, Inc. All rights reserved
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More Americans say they enjoy
In 2008 and April & July 2009

[ Are you the type of person who more enjoys spending money (or who) more enjoys saving money? ]
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Gallup recently incorporated many new spending questions
Into the Daily Poll (data from September 21-27, 2009)

Do you have enough money to buy
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Are you watching your spending

100%
75%
50%
25%

0%

very closely?

S RREEEEEEE 8%
T 12%
Yes No

GALLUP CONSULTING

16



A Consumerso6o attitudes as wel | a !
saving have shifted. They will spend on things they need but
have reduced spend on things they want. Emotional connections
throughout the value chain will matter in the years ahead.

A Spending is closely aligned to consumers perception of the job
market 7 invest your time and capital wisely until the job market
thaws.

A Companies need to understand consumer attitudes on spending
as a critical input to their market knowledge i as consumers
spend less, they will buy only from brands and products they are
engaged with.

GALLUP CONS
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Improving Financial Performance

There are three ways an organization can improve its
financial performance:

Reduce

Grow

Acquire or

Costs Divest

Organically

GALLUP CONSULTING
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Gal |l upos Focus: Dri ving

Acquisitions are notoriously risky. Experts estimate that
most acquisitions end up hurting, instead of helping, an
organi zationds financial per

ACOUITEIQY,

[DIVest

Many organizations have already leveraged approaches
REJUCE like Six Sigma and Lean to take advantage of the most
(COSTS substantial cost cutting opportunities.

Organic growth offers the best opportunity to improve
financial performance for the long term.

Grow

Organically Gal lupbdés mission is to help
by leveraging the principles of Behavioral Economics.

GALLUP CONSULTING
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The Three Paths to Organic Growth

There are three primary ways an organization can
grow organically:

Acquire Enhance Retain

Attract new Yexisting customers
customers J
customers longer

GALLUP CONSULTING
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Customers who are Fully Engaged
@ have a strong emotional bond with
your company.

Q They are more likely to be behaviorally
| oy al and are your c

valuable and profitable customers.

And the starting point for building Customer Engagement is
your or ganBranddRramesa.0 s

GALLUP CC
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Per -Customer Contribution
Indexed Performance (Average = 100)

123

' Fully Engaged

@ Engaged

Not Engaged

‘@ Actively
‘ Disengaged

Our research reveals that 8 across B2B and B2C companies of different types 8 customers who are
Fully Engaged represent an average 23% premium in share of wallet, profitability, revenue, and
relationship growth. In contrast, Actively Disengaged customers represent a 13% discount*.

107

99

87

* Source: a business impact analysis of 21 different measures of revenue, drawn
G \ I LUP \‘ el TIN o~ from 8 companies that represent 5 different industries, conducted in 2002.
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A Brand Promise is an implicit statement that tells the world what your
organization stands for, what makes your products or services different from the

competition, and why youob6re worthy of ©be
\
How is your Brand Promise expres
AWho are the ads AHow do you position AHow do your AHow are you
targeted to? your organization on- employees talk about perceived by the
AWhat are t he¢ line? the organization? marketplace?
core messages? AWhat is your stated AAre the messages ADoes your
AAre the ads credible Mission? What are consistent and organi zati ol
connecting, and ’ your stated Values? credible? intended Brand
compelling:? Promise match the
mar ket 6s pei
GALLUP CONSULTING
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Exercise 1:
What Is Your Brand Promise?

-

tio'nc“)s Brand

0s ’Brand
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Your organizationos Brand Pr ol
key constituencies

How do Customers perceive your Brand
Customers —} Promise, and how does it affect how much
they buy and how long they stay with you?

. How do Potential Customers perceive your
How Potential —} Brand Promise, and how does it affect their
consistently Customers willingness to try your product or service?

IS your
Brand Promise How do Stakeholders perceive your Brand
Stakeholders —} Promise, and how does it affect the way they
impact your organization?

being
experienced
across these

groups? Employees —} Promise, and how does it affect their ability
to be effective Brand Ambassadors?

How do Employees perceive your Brand

. How do Potential Employees perceive your
Potential —} Brand Promise, and how does it affect their
Employees interest in working for your organization?
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Exercise 2:

How Is Your Brand Promise Experienced?

Describe how your

\ 2R 2R T AR

organi zationos

Br and

Pr omi se

s

«
R
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INDUSTRY |—} Business Solutions Provider

This client was searching for a way to differentiate in a highly
competitive marker that they did not lead. Added complexity was
caused by a corporate brand positioning mandate that needed to be
adhered to.

BUSINESS
ISSUE -»>

GALLUP _} A market assessment of key drivers of engagement identified unmet
SOLUTION market needs that this client could credibly deliver on.

Repositioned brand positioning led to new advertising and
OUTCOMES _> communication plan and greatly improved employee morale

GALLUP CONSULTING
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Customer
Engagement
represents the
degree to which a
meaningful bond,
both rational and
emotional, has
been established
between an
organization and its
customers.



