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“[The branch] remained 
the preferred channel 

for consultative service 
interactions, and it was the 

most important channel for 
new customer acquisition

Last year, as part of a significant project on omni-
channel planning for a Midwest community bank, 
we projected the future impact of mobile and 
online channel adoption on the branch network.

We began the process by projecting the likely 
increase in digital transactions within the 
bank’s customer base, factoring in customer 
channel preferences and the changes in market 
demographics, and modelling the financial 
impact of downsizing the branch network to 
serve the changing needs of customers. (See chart 

below.) We also factored in the importance of the 
branch network to new household and account 
acquisition (See earlier research by Galapagos:  
“Cut Your Branch Network by 75% in Five years.”)

The results were startling. The bank services 
34,000+ customers with 22 branches. If a branch 
were to be closed, we estimated that up to 44% of 
the customers it served would attrite. In five years, 
however, the likely attrition rate for a closed branch 
dropped to 9%. Under this scenario, the bank would 
be able to service 85%, or 29,000, of its customers 
with only five branches and achieve a net annual 
improvement in earnings of $4.5 million.

Omni-Channel Update

Theory Put to the Test

Earlier this year, the bank initiated Phase I of its 
channel realignment strategy and closed three 
branches. Galapagos was engaged to monitor 
and measure the impact with the long-term goal 
being to test the strategic assumptions of the 
omni-channel model.

What we needed to determine was how important 
the branch will be in retaining, servicing and 
acquiring new customers and whether the significant 
cost-savings achievable in downsizing the branch 
footprint would be offset by customer attrition.

Our study has focused on measuring three factors:

1. Household and account attrition from the 
closed branches

2. Identifying at-risk households with reduced 
balances and relationships

3. The impact on new household and account 
acquisition within the markets formerly served 
by the closed branches
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The Potential Impact of Branch Closings
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The Takeaways?

Based on this small sample, the relatively 
insignificant impact of the branch closings does 
little to dampen the potential upside of the 
improved financial performance to be achieved 
from downsizing the branch network. Given the 
fact that the bank wanted to establish a “worst-
case scenario” benchmark and, therefore, did not 
promote the availability and benefits of online and 
mobile banking to the affected customers prior 
to the closings, one could argue that the attrition 
impact might have been minimized further with 
such pre-closing marketing. 

Of greater concern in the near term – and this 
is an issue shared by virtually all community 
banks – is the bank’s overall inability to leverage 
its investment in its most expensive distribution 
channel. Sales performance at the branch is 
anemic, with an average of just seven new 
households per branch per month and 73% of 
these being single service. Numbers that hardly 
make the case against branch optimization.

As customers become more comfortable 
performing the majority of their transactions via 
digital and electronic channels, the role of the 
branch has to be redefined. If branches are to 
perform a primarily consultative service role in 
your omni-channel strategy, supporting more 
complex products and services, then you may not 
need as many. If branches are to remain a primary 
sales channel, then their performance has to be 
overhauled. And in either case, a sound strategy of 
increasing customers’ use of digital and electronic 
channels will be required. 

Household Attrition

Since closing, attrition at all three branches has 
increased. At two of the branches, attrition has 
increased 12% over historical run rates with account 
run off remaining at historical levels. The third 
branch, which serves a primarily low balance, 
branch-dependent customer base and is less well 
supported by nearby branches, has seen attrition 
triple, albeit from a very low rate, and account run 
off increase 48%. In total, however, the increased 
attrition accounts for only five lost households per 
month over the bank’s historical rate. 

At-Risk Households

Non-transaction-dependent accounts, such as 
mortgages and consumer loans, savings accounts 
and CDs, have not been affected by the branch 
closings. Balances held in both retail and small 
business checking accounts at the three branches 
have seen very modest run off – less than 2 percent.

Customer Acquisition

Year-to-date, new household acquisition within 
the trade areas formerly serviced by the closed 
branches is down 33%. However, this does not 
equate to a significant number of new households 
and accounts because the trade areas had already 
been experiencing low- to no-household growth. 
The net decrease in new households following the 
branch closures has been four per month.

To measure the performance of your branch network or to discuss how to begin 
the development of an effective omni-channel strategy for your institution, please 
contact Jeremy Kane at (616) 608-7359 or jkane@galapagosmarketing.com.

“As customers become 
more comfortable 

performing the majority 
of their transactions via 

digital and electronic 
channels, the role of the 

branch has to be redefined.”


