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FUTURE OF BANKING
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Just how much consumer
confidence is there in banks
now? This infographic explores
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Embedded finance makes
borrowing simpler than ever,
but is it responsible?
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What we lose when bank

branches disappear

During COVID-19 we became accustomed to the
sight of shuttered bank branches. Now, as lockdown
eases, what a bank is for and who it serves has come
under greater scrutiny than ever before

Chris Stokel-Walker

he UK high street has come out of
o the coronavirus pandemic looking

a little different. One of the stark-
est changes, typifying city-centre shopping
inrecent years, has been the disappearance
of banks. Barely a week goes by without
news of another casualty to closure and the
abandonment of city centres due to COVID-
19 has only exacerbated the trend.

Almost 4,200 bank branches have closed
since 2015, according to consumer watch-
dog Which? That’s around 50 every month.
Most recently, Santander announced 111
branch closures across the country by the
end of August, which is one in five of its
bank network. For the bank, like many,
reality is biting.

“More and more people have gone dig-
ital and banks are running quite expen-
sive physical bank infrastructure for a
dwindling number of people,” says Natalie
Ceeney, chair of Innovate Finance and
head of the Access to Cash Review, which
tracks how we use money and where we
need support.

But, for the overwhelming majority of
people, physical banks are still an impor-
tant facilitator of access to cash. While the
pandemic shifted our shopping habits so
much that one in three pounds was spent
online in 2020, according to the Office for
National Statistics, that still means two in
three were spent on high streets.

“A lot of people who are most depend-
ent on cash are the poorest, often the most
rural, and they are more likely to have dis-

abilities than people who are happy with
digital,” says Ceeney.

Joel Lewis, policy manager for consumer
and financial services at Age UK, says:
“Whether you’re working or getting a pen-
sion, not having access to a bank means
you're excluded from society. It means you
can’t access your money, or make decisions
about new or existing products or services.”

For some, the physical bank branch is
somewhere they go to conduct every sin-
gle banking transaction. This could be
because they don’t like the idea of tech-
nology, worry about cash being lost in
the ether or can’t afford to bank through
some ATMs.

According to Ceeney, the average coun-
ter transaction has half the value of the
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More and more people
have gone digital and
banks are running quite
expensive physical
bank infrastructure

for a dwindling

number of people

THE BRITISH BANKS CLOSING THEIR DOORS

The number of bank branch closures and scheduled closures in the UK, between 2019 and 2021

TSB 260
Barclays 260
Santander 193
HSBC 16
Lloyds 110
RBS 54
Nationwide 34
Halifax 33
Virgin 31
M&S Bank 29
Yorkshire 27
Bank of Scotland 23
Co-op 18
Bank of Ireland 15
Clydesdale 12
Danske 4
Coventry 2
Which 2021
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The new CEO of Monzo on what
sets neobanks like his apart
from the crowd
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Messenger-based banking could
offer a whole new way to keep
customers engaged
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average ATM one: some people can only
afford to take out £10 from their account and
many ATMs don’t offer anything less than a
£20 note.

But for others, a physical branch and a
human being on the other side of the counter
offers an assurance for big life decisions.

“There is a much broader church of people
who, at certain moments of truth - someone’s
died, or getting a mortgage or fraud on your
account - still want to see a human person,”
says Kat Robinson, customer experience
director at Metro Bank, which opens a hand-
ful of what they call “stores” every year. “We
are human and there’s something about face-
to-face human contact in terms of empathy
and accountability,” she says.

It’s for that reason that Metro Bank offers
customers a cup of tea or coffee when they
enter a store or branch. Banks offer lifelines,
comfort and support to people who are
often at their most vulnerable. And, after a
year of turmoil, the bank’s role at the hub of
acommunity is more important than ever.

Bank staff are trained to spot signs of
fraud, abuse and coercion, and to step in and
gently support people they suspect are fall-
ing victim to a scam.

“If you limit these face-to-face interac-
tions with people, it limits the ability of
trained staff to spot people being in the midst
of scams or someone being vulnerable and
doing with extra support,” says Lewis. “That’s
tangible information you can’t pick up from
an online banking transaction or potentially
even from a customer who can use telephone
banking support.”

It’s also important to maintain a physical
presence to support representation for all a
bank’s customers. “There are a wide variety
of reasons people might want to go indoors
and use a counter with a real human being,”
says Ceeney, citing people with visual
impairments who may not feel comfortable
counting their cash out on the street after
an ATM transaction.

But banks don’t just support people,
they also support businesses. Metro Bank
looks at the number of small businesses in
an area when deciding where to locate its
stores. That’s because a bank does more
than serve its retail customers. It also pro-
vides a place for businesses to store cash
takings every night.

“If you think back a decade, retailers
would take their cash at the end of the day,
pop over to their bank branch and deposit
it,” says Ceeney. If the bank branch doesn’t
exist, they have a dilemma.

“Do they leave money in the till overnight?
That breaks their insurance rules,” she
explains. “Do they drive somewhere to pay in
the money? That loses them valuable time.”
If businesses can’t bank, they can’t accept
cash and if they can’t accept cash, they shut
off access to a whole raft of customers.

It’s for such reasons that banks need to
maintain access to physical branches, even
as the financial incentives to do so disap-
pear, because banks are more than a place
where people keep money: they’re a com-
munity hub as vital as any charity. ®

Designing the modern

high street bank

The modern bank needs to change. Here’s what it could look like.

O Customer centric: Metro Bank
offers its customers a cup of tea
or coffee when they arrive, to show they
care. Small touches ease the challenge of

negotiating difficult financial decisions.

O Service oriented: Small counter

offerings, where people can
deposit and withdraw money, are still
needed, but people look for personal
support in making big financial choices
such as mortgages.

O Speedy: One of the main users

of bank branches are businesses
looking to deposit their takings every
night. For this, banks could have a
dedicated reverse ATM to count money
quickly.

0 Partnerships: High street banks

located their branches before
digital banking, with costly city-centre
rents. To make ends meet, banks can
partner with other businesses to share
the load. Natalie Ceeney, chair of
Innovate Finance and head of the Access
to Cash Review, is developing a pilot with
the Post Office to offer a counter service
for banks in post offices.

0 Working together: Traditionally

fiercely independent, banks may
have to start working together in order
to survive. "What people need is a safe
indoor space where they can get help
making transactions and the most cost-
efficient way of doing that is for banks to
share services,” says Ceeney.
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4?% FUTURE OF BANKING
After the 2008 financial crisis, banks have been slowly rebuilding

B

D
trust among consumers, and many had gone a long way to redeeming
themselves when the pandemic struck. Now, to restore confidence in
financial institutions once again, it is crucial that banks take the time
to understand their customers and start delivering on what really
matters to them

CONFIDENCE IN BANKS TAKES A TUMBLE Edelman 2021 BUT BUILDING TRUST TAKES TIME Edelman 2021

Trust is declining across sectors, with financial services down 5 percentage points since last year Financial services is one of the lowest-scoring sectors in terms of the percentage of people who say they trust it, though this has
improved over the last decade

Social media

44% 47% 49% 48% 52% 55% 55% 57% 56% 53%
@ DISTRUST . . . . ’ , , . ’ .

Financial
services

Fashion

’ NEUTRAL

Consumer
packaged goods

Professional

services
DISTRUST NEUTRAL

Retail

Education

HOW CUSTOMERS CHOOSE BANKING SERVICES BANKS MISSING A
CX TRICK

Healthcare

Global banking consumers share the three most important factors to them when
choosing a debit or credit service provider

Manufacturing

Technology Low or no fees/low APR
50%
© TRUST (y
" Strong and trustworthy brand O
42% 4
i

WHERE ARE THE WORLD’S MOST TRUSTED BANKS? banks do not leverage
third-party consulting
Easy online/ expertise to understand

mobile experience customer dynamics
4%

Bank consumer trust worldwide 2021, by country, according to Statista’s trust index, where the highest score is 5

Great online 61
customer service (y
32% (0]
7.

7

firms lack a dedicated
Physical branches/ customer experience

human contact management team
29%

Protection against bank
insolvency/compensation scheme
26%

51‘7
Rewards/points/loyalty scheme O
AVA
i
Good ethical practices

%@. 18% incumbents fail to map
and visualise end-to-
end customer journeys

Flexible payment terms
17%

Trustpilot 2021 Capgemini and Efma 2021

GAP IN EXPECTATIONS COULD SPELL TROUBLE

Expectations and priorities differ between global customers and banking executives

B Customer expectations Bank priorities

Omnichannel experience

_ 76%

58%

Focus on transparency, ethics and social responsibility

INDONESIA | 4.40 - 65%

25%

SOUTH AFRICA | 4.26
On-demand, anywhere anytime customer service

UNITED STATES | .25 | pee

SWITZERLAND | 4.15 ————— 66%

UK | 4.10 Reduce cost/charges of products and services

o,
GLOBAL AVERAGE | 4.02 - 48%

24%

AUSTRALIA | 4.00

Provide value-added FS services

e [ — a7

RUSSIA | 3.83 4%

SOUTH KOREA | 3.71 Improve customer support services

] 31%
JAPAN | 3.66

12%

Statista 2021 Capgemini and Efma 2021

WHAT CONSUMERS VALUE IN THEIR BANK

Percentage of global banking consumers who chose the following as the most important factor to them when they thought about their bank

Trust Terms and Customer Financial
conditions service advice

Statista 2021
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future: optimising risk
management and
resilience in the digital age

Technology may be the great enabler for banks and their customers,
but to achieve holistic risk management, culture change and education

are equally important

Oliver Pickup

What is the current state of personal-

isation in banking in the UK and
around the world?

Last year's events have accelerated

some of the trends already emerging
in banking. These include the increased use
of automation and digitalisation and the
concept of "the bank in your pocket".
Branch networks will remain important, but
increasingly we see demand-led interaction
around digital and that's something we need
to satisfy. A greater digital focus creates
both risk and opportunity from a stability
and resilience perspective. There are some
risks, both technical and ethical, but if we
get it right, it could be a win-win scenario
for the bank and the customer. We are at an
exciting juncture.

In the next decade, affording custom-

ers immediate and secure access to
their data in the same way they have access
to their money will become a requirement,
rather than a "nice to have". If you, as a bank,
cannot offer that connectivity or applica-
tion programming interface (API) capability,
you will be like a town the railroad missed
out, and you will weaken and die. Customers,
including small and medium-sized enter-
prises, are not going to do business with a
bank that relies on paper processes.

What makes a good bank is how fast

they reach the customer, to solve their
problems and provide financial services
conveniently, efficiently and responsively.
Therefore, the concept of a bank is evolving
from the traditional bricks-and-mortar
bank to an “embedded finance” model.
Driven by the demand for high-quality
seamless customer experience and fintech
partnerships, banks will become hubs

66

There is clearly a real
focus on operational
resilience in the digital
age from those in the
financial services space

where products can be plugged in and out.
When you think about banks' business
models, that's pretty revolutionary. The
whole system is changing and it's an exciting
time to be involved in operational resilience.
| agree that we are at an inflexion point
in banking: if we don't change the tra-
ditional way of delivering products and ser-
vices to clients, we will be redundant in the
digital age. We see ourselves as a bank that
connects clients, products and markets. To
do this we utilise digital offerings to tap into
the digital needs of our clients. Three pillars
to build this: innovative partnerships explor-
ing disruptive business models; investment
in fintechs; and, arguably the most challeng-
ing element, greater internal innovation.
The definition of where a bank starts
and  finishes is  transforming.
Previously we have been constrained by
physical infrastructure and analogue sys-
tems. As we emerge from a post-pandemic
world, the march to digital is inevitable.
However, as we move towards a world
driven by open banking and APls, you lose
control of when demand hits. People trust
banks and | think now it is obligatory to
ensure we deliver more value to customers
than just a current account, a loan, a mort-
gage and a card. It's a unique position to be
custodians of customer data and leverage
that trust, and it means we, as banks, can
offer them more connectivity.
We talk with our financial services cus-
tomers all the time. The same topics
are discussed; the drive for greater automa-
tion and data analytics is taking centre stage
because of the need for connectivity. It's
imperative to leverage technology, but
improved risk management in corporate
strategy is required and the pandemic has
exacerbated the need for better reporting.

What are banks' biggest operational

challenges in 2021and what problems
are on the horizon?

The last year emphasised the impor-

tance of banks as a transmission
mechanism of government policy to support
individuals and businesses through the
coronavirus crisis. We have effectively done
years of lending in a few months, at an
unprecedented level. Managing the exit
from government support schemes will be a
significant operational challenge for HSBC

and the industry, this year and next, par-
ticularly in the UK. Customers' payment hol-
idays will end, but some will be unable to
resumerepaymenton theirdebt. Historically
banks have been worried about cash and
keys, and now they should treat data and
systems as crown jewels and focus on build-
ing resilience for the latter. The operating
model and technologies need to support
that, as well as meeting regulatory and soci-
etal expectations.

To keep pace with those expectations,

it's essential to have the architecture
to operate faster. It's often thought that for
banks there is a seesaw-like balance
between security and reliability on the one
side and speed of delivery on the other. At
Starling Bank, we have constructed a system
that makes these two things mutually rein-
forcing. We rapidly deploy feature changes,
new products and services, and seek bugs

daily to increase resilience. This system will
be vital as we look to enter new markets
globally in 2021.

Standard Chartered Bank has moved

to a cloud-first strategy and we are
looking to shift our core banking platform
into the cloud by 2025, subject to regulatory
approvals. Regulators are beginning to
become more comfortable with banks' evo-
lution to digital and familiar with safe data
storage. Certainly, the strides made by
Starling Bank and others are fabulous for the
industry and the customers we serve.
Partnerships with technology specialists are
critical to our strategy because we know
clunky platforms and traditional banking
methods are not sustainable, frankly.

Today, 90 per cent of TSB's customer

services are digital, as is 70 per cent of
our sales. In terms of operational resilience,
it is very important to have a multichannel
approach because you want to comfort and
support customers and be readily available.
We are marching to the cloud and, as net-
works become much smarter and 5G is
more widespread, we can push more con-
tent through the pipes into the hands of
devices customers hold. That capability
gives us the ability to educate customers
and improve financial literacy. A key impera-
tive, though, is to become more holistic in
our management of risk.

| agree that banks need to embrace

holistic risk management and think
about processes differently. At Citi, our pri-
orities lie in better understanding our cli-
ents' experience of using our services and
improving upon it. As an industry, we have to
move away from the mindset that cyberse-
curity, for example, is only a tech expert's
responsibility. That approach causes a dis-
connect concerning operational risk
because, in today’'s digital economy, the
fundamental commodities at risk are trust,
data and connectivity, not just money. If we
want to manage cyber risk properly, we are
going to have to have far greater engage-
ment from the client relationship managers,
the user experience designers, and the

Marc Leaver
European chief operating officer,
Standard Chartered Bank

Suresh Viswanathan
Chief operating officer, TSB

product sales and development teams, and
not just within banking, but in the public
sector as well.

Considering the customer's viewpoint

is a perfect way to look at risk holisti-
cally. Every department in a bank is respon-
sible for risk. Thus, silos need to be broken
and communication between the different
functions improved, and this can now be
enabled by technology.

How can technology help optimise

risk management?

Increasingly, we feel there are some

challenges in using data from an ethical
perspective. How do we ensure we don't end
up with unintended consequences due to
modelling our customers' data? For instance,
if we become more sophisticated at model-
ling the propensity of a customer to commit
financial crime, or pose a compliance risk, do
we end up inadvertently becomingless inclu-
sive and less able to target the unbanked at a
time when probably we should be trying to do
the complete opposite? There is also the
question of staff surveillance; what is legal
but fails on the “creepiness” test?

The debate about vaccine passports

has dominated the news recently,
showing that the ethics of handling cus-
tomer data is no longer a horizon risk. As
banks, we are grappling with the same chal-
lenges: we know if we use data-driven
insights, we can make better business deci-
sions and we can improve the way we serve
our clients. But what is the tipping point?
While customer data protection has long
been part of the design of a bank’s pro-
cesses and systems, with increasing digitali-
sation, data management best practice
needs to be embedded into its DNA.
Ultimately, the customer's data is a gift and
we must keep it secure.

We think of cybercriminals as compet-

itors who are trying to steal our busi-
ness, so we combat them by making it too
expensive for them to spend time trying to
hack our systems. A security bug is a big
draw because it allows you to hit multiple

RACONTEUR.NET@

people all at once and in banks no one has
coded everything from scratch. Chaos engi-
neering is going to become more prevalent
in our industry. We deliberately attack our
systems in a controlled manner to test and
prove we are resilient.

There is a lot of artificial intelligence

(Al) and machine learning in the bank-
ing industry, though some applications are
more mature than others. Smart partner-
ships that drive innovation will be vital to
delivering super specialisation, for example
if you want to optimise the noise-to-signal
ratio in ATM fraud. It's about adding value to
the customer, but not at the cost of impact-
ing operational resilience. For this reason,
we need to be bold, be innovative, fail fast
and move on.

There are so many shiny new tech toys

andit's easy to think a bank has to have
the latest gadgets and be deploying the
latest piece of Al, but without actually
understanding why. It's critical to go back to
basics and back to your first principles. Ask
yourself, "What benefit is this bringing to
either the business or my customerse¢” It's
an exciting time to be involved in resilience
and risk management because it means
looking carefully at your organisational
structure and culture.

Itisindeed an exciting time and there

is clearly a real focus on operational
resilience in the digital age from those in
the financial services space. There are
many challenges, but a bank's technology
stack must support the desired outcomes.
It will be fascinating to see how the ethics
and compliance concerns evolve in the
coming years.

For more information please visit
riskonnect.com

riskonnect.

THE CURRENT USE OF OPEN BANKING PLATFORMS IN THE UK IS GROWING EACH MONTH, OFFERING OPPORTUNITIES AND CHALLENGES ALIKE
FOR COMPANIES IN THE FINANCIAL SERVICES INDUSTRY

The number of regulated open banking account

providers and third party providers (TPPs) in the UK

from February 2020 to November 2020
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The share of open banking products available on app stores for UK consumers as of February 2021

Personal finance tools

Bank account aggregators

33%

19%

Product comparison

8%

Credit file enhancement

Microsavings/account

7%

sweeping

7%

Financial safeguarding

Charitable giving

6%

Debt advice

5%

Investment tools

5%

Loans/automatic

5%

overdraft borrowing

4%

Foreign exchange

3%

Mortgages

2%
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APIS & GLOBAL BANKING

How APIs
can transform
global bankin

Business-to-business application programming
interfaces are moving banks closer to clients on
the value chain, but there are a host of hurdles
that must be overcome first

ith companies expanding into
o new regions and doing more trade

with the rest of the world than
ever before, global transaction banking has
become critical to their success.

Traditionally, major banks have pro-
vided these essential services, covering
everything from transfers, payments, and
cash and asset management, to financing
and global trade.

It’s a money spinner that generates almost
$1 trillion in global annual revenues and is
expected to grow to $7.2 trillion in ten years,
according to industry estimates.

Previously, banks had relied on legacy sys-
tems and technologies, such as host-to-host
file transfer, to integrate their services with
clients’ systems. However, while working
well for single-step transactions, they strug-
gle with more complicated real-time func-
tionalities such as reconciliation, trade ser-
vices, collections and supply chain finance.

In the face of increasing competition
from more nimble rivals, notably fintechs
and digital banks, banking institutions
have had to up their game. Enter busi-
ness-to-business (B2B) application pro-
gramming interfaces (APIs), which enable
banks to simplify transactions and provide
clients with a seamless service.

But what are the key challenges involved
in migrating to this new technology and how
can banks overcome them? What has been
the effect of regulation? And how can they
capitalise on the biggest growth areas?

APIsworkin closed networks that integrate
banks’ services with their clients’ enterprise

systems and workflows. They allow banks to
scale complex operations and eliminate the
need for brokers or service bureaus.

Banks including Goldman Sachs, J.P.
Morgan and the Bank of America have
already taken the lead. Yet, as a technology,
it’s still in its relative infancy, with a lack
of clearly defined industry standards, and
is restricted by clunky infrastructure and
governance protocols.

The biggest challenge is in developing a
platform that is both user friendly and com-
patible with clients’ systems. Too many
APIs, however, are let down by poor or over-
complicated designs, due to lack of develop-
ment expertise.

“API banking is a product with unique
design constraints and challenges in the
same way mobile or web banking are,” says
David Jarvis, co-founder and chief executive
of Griffin, a banking-as-a-service provider.
“You need to build out that expertise inter-
nally and none of the banks have invested in
this to date.”

They also need to be fully secure, well doc-
umented and meet ever-evolving regulatory
changes. Then there is the considerable cost
involved too, as well as overhaul of existing
systems and processes.

To overcome these issues, banks must
embrace technology and change, with a
dedicated team focused on developing a
strategy and rigorously testing their APIs.
They should also collaborate with clients
and partners, including fintechs, thus
spreading the cost of innovation and reduc-
ing time to market.

WHAT ARE APIS BEING USED FOR?

Number of open banking APIs by product category globally

Payments 822
Accounts 778
Bank/ATM/Locations 292
authentication 245
Credit scoring/ 195
loan pre-approvals
Utilities 77
Credit cards 73
Trading 73
Data products n
FX 68
Loyalty/rewards 32
Other 19
Axway 2020
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J.P. Morgan, Goldman
Sachs and Bank of
America are three of
the banks-who have
taken thelead on using
APls for global banking

As an absolute basic first step, banks need
to invest in a digital banking platform that
links their gateway and product processors
and functions to enable their APIs. That plat-
form informs all the modification, authen-
tication, authorisation and consent-man-
agement capabilities, as well as connecting
multiple information sources.

Société Générale has achieved this by
building its B2B SG Markets platform. It pro-
vides everything from cash management,
financing and security services to global
marKkets and private banking.

“By implementing machine learning and
combining our cash management and FX
[foreign exchange] within our platform, we
have created a one-stop shop,” says Société
Générale’s head of execution platforms and
UK chief digital officer Sohail Raja. “It ena-
bles clients to do everything from managing
their transactions to taking cash positions
on different currencies.”

Citi, meanwhile, has partnered with
treasury software providers including FIS,
Kyriba, Oracle and SAP to embed its API
functionalities into their core products. This
month, its CitiConnect platform reached one
billion calls from corporate clients since its
launch in 2017, while API volume grew 60 per
cent in 2020.

“APIs are great for real-time treasury ser-
vices to enable our clients to have the most
optimal digital banking experience,” says
Mayank Mishra, managing director and
global head of digital channels at Citi treas-
ury and trade solutions. “Open bankingis an

You need to build out that
expertise internally and
none of the banks have
invested in this to date

extension of this, but one that helps enable
an entire market or industry vertical.”

UniCredit has also teamed up with FinDy-
namic to build its platform, which allows cli-
ents to automatically view invoices through
aweb-based or mobile platform and approve
invoices for payment. In September 2020, it
launched the first open banking API with an
IBAN check to enable clients to verify their
customers’ account details.

The move to APIs is being fuelled by
open banking regulations, such as the
European Union’s Revised Payment Ser-
vices Directive (PSD2), and the introduc-
tion of the United Payments Interface in
India. PSD2 has required banks to release
their data in a secure, standardised form,
so it can be readily shared between author-
ised parties online.

“Industry needs, like smart personalisa-
tion and corporate banking, are driving the
conversation beyond banking directives
now,” says Vikram Gupta, global vice pres-
ident at Oracle Financial Services. “These
capabilities need access to premium infor-
mation beyond regulatory mandates that
give banks an opportunity to tap into new
revenue streams and provide better services
to their customers as well maintain cus-
tomer stickiness.”

Simultaneously, artificial intelligence
(AI) and automation have vastly improved
risk and liquidity analytics and forecast-
ing within treasury management systems.
Blockchain and distributed ledger technol-
ogies have also driven the digitalisation of
trade and supply chain finance.

“Banks need to accept that the future of
finance is decentralised and integrate block-
chain and Al into their overall digital trans-
formation strategy,” says Inpay’s head of
financial institutions Stan Cole. “They can
remain a central part of society by capital-
ising on the tremendous opportunities tech-
nology brings in terms of an incomparably
higher speed and lower cost.”

The biggest growth areas over the next
three years will be cash management and
trade finance. More than 85 per cent of
respondents to a McKinsey survey plan to
invest in cash management APIs in the next
three years and almost 50 per cent want to
expand their trade finance APIs.

Banks can support this by upgrading their
API capabilities to allow clients to initiate
self-service transactions directly. They can
also cater to clients in different time zones
with real-time payment processing, liquid-
ity, risk and fraud management, cash-flow
forecasting, reporting and pricing.

Open Banking
Payments

Trustly redefines the speed, simplicity
and security of Account-to-Account
payments, letting consumers pay
merchants directly from their online
bank accounts.

trustly.com
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Banking enters its

era of openness

Open finance is enabling big banks to innovate and adapt at
greater speed, and facilitating a new banking ecosystem, powered

by APIs, that will transform the customer experience

he banking sector has had to evolve
° significantly over the last decade,

but the pace of change is only
accelerating. The global financial crisis sig-
nalled a need for something different, which
combined with the emergence of powerful
digital innovation triggered a surge in small
upstarts seeking to disrupt incumbents with
niche, differentiated services across the
banking spectrum.

Spoiled by slick experiences from the likes
of Amazon, Uber and Deliveroo, consumers
desire instant gratification and personalised
services from their banks too. Their expec-
tations, however, are more likely to be met
by the newer market entrants that, unbur-
dened by legacy infrastructure or vendor
lock-in, can innovate and adapt to trends in
a faster, more agile way.

“"Technology enables banks to deepen
their relationships with consumers and
create a stickier, more customer-centric
service, but they need to find a way to deal
with legacy,” says Liad Bokovsky, open
finance specialist at Axway, a tech com-
pany which gives heritage IT infrastructure
new life to help organisations to digitally
transform. “With lots of new competi-
tors focusing on products like mortgages,
insurance, banking or foreign exchange,
big banks have to figure out how to deal
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We are going to see

all sorts of companies
implementing different
APIs in the open
finance ecosystem

with that, viewing technology as a symbi-
otic relationship.”

The key to innovating fast enough to keep
up with customer expectations is through
open finance, which is about using and shar-
ing customer data in a holistic way to enable
a better service. Open finance is a vision
for a much bigger ecosystem that includes
more information about the financial status
of an individual, but also connects with
other platforms and companies. A smart-
watch, for instance, can tell you about both
your health status and your spending status.

Nationwide Building Society has created
an incubator programme, Open Banking
for Good, to help people avoid getting into
debt. By utilising data and embracing the
principles of open finance, which is about
achieving a 360-degree customer view, the
programme enables people to better see if
buying something or taking money out the
bank might get them into trouble, by using
tooling that can help them avoid financial
traps and pitfalls.

Axway powers digital transformation by
integrating all the legacy and modern tech-
nology applications in banks, with application
programming interface (API) management
that allows them to build marketplaces and
ecosystems, which help them to grow. The
company also removes complexity for devel-
opers of banking applications by automating
their processes so they can concentrate on
transformational frontend tasks rather than
legacy integration at the backend.

“Customer churn is a very expensive
cost for banks. Providing a better customer
experience keeps people loyal and reduces
that churn,” says Anthony Badger, finan-
cial services lead at Axway. "But it is very
hard for big banks to introduce new inno-
vative financial products. Many of them are
not going to change their backend, those
systems of records. We provide a way to
integrate with them so they can adapt and
respond more quickly to new trends and

customer expectations. Our middleware is
an innovation layer that exposes this data
to consumers.”

The sheer breadth of the open finance
ecosystem is exemplified by Axway’s work
with a leading automotive manufacturer
resulting in financial integration, which
means when somebody purchases a car they
can simply press a button to get insurance
for their first seven days, without having to
provide any more information.

In the future, these drivers will also be
able to subscribe to a service whereby
their car can find, choose and pay for their
parking space, or order and pay on their
behalf when going to coffee drive-throughs.
The financial ecosystem will be such that,
for some customers, it might not even
begin with an interaction with a financial
services organisation.

“We are going to see all sorts of compa-
nies implementing different APIs in the open
finance ecosystem,” says Badger. “"Banks will
invite companies to be part of their ecosys-
tem - a co-creation of APIs - and there will
be a unified catalogue of all APIs available.
But banks won't be like an island, they will
also be part of other ecosystems. There will
be more integrations between organisations
and more offers available to consumers.

“Axway will help organisations create
those catalogues and co-creation capabil-
ities, and expose these assets in a secure
way. We are part of the core journey for
both the customer and the financial ser-
vices companies.”

For more information please visit
https://blog.axway.com/industries/

axway »
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Personalisation in
banking can better
serve society

The direction of travel in financial services is clear.
Consumer super apps and portals for smaller
businesses are on the horizon, and technology
and data-driven insights will shape the customer
journey, but education is required to sustain trust

Oliver Pickup

What is the current state of personali-

sation in banking in the UK and around
the world?

We are at the dawn of an exciting new

age. Until now personalisation was based
on a customer's engagement with their finan-
cial institution. Today people and businesses
have a bank that genuinely partners with them
and can assist with remittances, online pay-
ments, pensions, mortgages and more. Now
greater personalisation and richer experiences
can be driven by all those data insights.

For personalisation in banking to work,

trust is essential. Whether £5 or £5 mil-
lion, if you're going to give your money to some-
body else to protect it, you have to trust that
they have your best interests at heart. We are
seeingan interesting trend with younger people,
where they rely on technology and expect
instant gratification, but also they are self-aware
that the way they pay for things doesn't give

them a sense of control. They can wave their
phone in front of a terminal or touch a button on
their smartphone and suddenly the money dis-
appears. For them, part of the personalisation is
digital notification, at the very least.
Personalisation is a lot about having
control. Customers want to have confi-
dence with their money. We saw considera-
ble shifts in consumer behaviour during the
pandemic around payments and digital and
app-based banking.
The pace of change is accelerating and,
to increase personalisation in banking,
education is vital. We help Citi clients under-
stand unstoppable trends: artificial intelli-
gence, cloud, internet of things and more.
These multi-year, secular long-term trends
create tremendous opportunities. However,
they also require us, as an industry, to inform
and share with our clients how they and parts
of the community, including the unbanked
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and underbanked, can derive benefits.

There are alot of pitfalls with the person-

alisation trajectory that everyone's on.
Because a bank's traditional customer base
goes from 18 to 80 year olds, broadly, there is a
tendency to load up a banking app with as many
features as possible. But depending on their
age, customers will want different experiences.
Be obsessed with improving your customers'
experiences, but keep it simple, is my advice.

How are technology and data-driven
insights delivering better services for bank-
ing customers?
The combination of technology and
open banking provides a fantastic
opportunity for the industry to innovate and
create sophisticated digital products that
would previously not have been available to
customers walking into a branch, while also
running fraud out of the market. A lot of com-
plex mapping is possible now, bridging a jour-
ney from high-end, white-gloved corporate
finance products, so they are available, as
microservices, to anyone with a smartphone.
As an example, at TSB, we have
recently trialled a product created in
partnership with ApTap that suggests to
customers ways they could be saving
money. We have found that customers can

Matt Hammerstein
Chief executive, Barclays UK

Philip Watson
Global head of the investment lab and chief
information officer, Citigroup

save hundreds of pounds in minutes by
switching broadband providers, for
instance. It's a no-brainer to help our cus-
tomers use their data to drive insight and
get a sweeter deal.
For a long time, the banking industry
used technology poorly. There was a
centralised system that disempowered local
teams who needed to support customers.
Decisions and authority were taken out of
their hands by tech. Now, with technological
advances and the availability of data, the situ-
ation is totally different. Local teams are
re-empowered and better informed, and
therefore make better decisions. But the big
andimportantissuethat sitsacross everything
we've talked about is people feeling like they
have the ability to not just have the technology
available, but know how to use it effectively.
Open banking is built on the premise
that banks have to open up the cus-
tomer data to anyone and everyone, but then
the data and experiences the customer uses
with fintechs are closed to the banks. That
doesn't make sense to me. Everybody should
have access to that data to create a thriving,
innovative environment.

What does the future of banking look and
feel like for customers?

There is a cultural shift happening in

financial institutions about how we
think about our products, our services, our
customers. There's a real growth in curiosity
when we think about our customers' lives,
what they're trying to achieve, the data our
customers share with us and what we can
observe from that to help them manage their
money better.

| think we're going to see more financial

institutions investing in creating their
path towards building their own ecosystems,
becoming “super apps". And | would bet a lot
of that will be achieved through partnerships.

Partnership is about complementing

the skills and capabilities you have.
When you have found that customer pain-
point, it's not necessarily the latest technol-
ogy that solves it. Often banks can get a
much faster path to market by partnering,
rather than buildingin-house. Thisapproach
allows you to do something with more
incredible speed, with lower costs, poten-
tially, and it enables you to test and see if
these are the right solutions quicker. It's
essential to get it in front of the customers
and see if it works or not.

Partnership addresses our collective

challenges that are too big for any one of

RACONTEUR.NET@

Pella Frost
Director of everyday banking products, TSB

Chirag Patel
Executive vice president and global head of
digital payments, Santander

us to handle. At Citi Ventures, for example, we
partner with leading companies with cut-
ting-edge solutions to explore, incubate and
co-create solutions to best support clients. By
working backwards and thinking about the
roles we all play, we can encourage wide-rang-
ing collaboration and deliver a more equitable
and sustainable society.

There's stillalot to do in terms of support-

ing individuals, as lots of people still rely
on cash to help manage their lives. Solving this is
a social issue because we can’t leave people
who are reliant on cash behind, so we all have an
interest in playing a part on cash access. When it
comes to small businesses, | do think the next
wave on working with banks is already building.
Small-business owners want to spend their time
running their business, not doing banking.
Finding ways to take the effort and the admin
out of their banking is critical to helping them,
and you can find a way to bring all that together
in particular through partnerships.

For more information, please visit tink.com
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EMBEDDED FINANCE

Making borrowing simpler than ever

Consumers and smaller
businesses no longer
need to rely on overdrafts
or credit card debt

to access short-term
finance as companies
start embedding loan
offers into their

digital platforms

hen Jet’s Pizza store owner Nick
Q Woods had finished refurbishing

his new restaurant in Hartland in
the US state of Michigan, he was strapped
for cash. Worried he wouldn’t be able to pay
for any emergencies, such as an oven break-
down, say, he noticed his credit card proces-
sor Worldpay was offering him a working
capital loan through its online portal.

The loan was, in fact, being provided by
small business lender Liberis. This was an
example of embedded finance, a way for
businesses to seamlessly integrate finan-
cial services products into their own plat-
forms as if they were providing the prod-
ucts themselves.

“We bring business finance to our part-
ners by integrating into their ecosystems, so
we do the onboarding of customers through
their own platform, under their own brand,
and we do the underwriting and we do the
lending as well,” says Rob Straathof, chief
executive of Liberis.

In the case of Jet’s Pizza, the loan did
cover an emergency, the coronavirus pan-
demic, giving Woods a financial cushion to
keep his business afloat until he received a
COVID loan from the US government.

Liberis provides so-called revenue-based
financing for small businesses like Jet’s
Pizza, pre-approving borrowers for short-
term loans based on their transactional data
and allowing that money to be repaid as a
percentage of future cash flows.

“Because you’re pre-approved, you don’t
need to go through a whole underwrit-
ing cycle because we’ve already done that
based on all the data we get from our part-
ners like Worldpay and, in as little as ten
minutes, the money hits your bank account.
So it’s fully integrated and completely fric-
tionless,” says Straathof.
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Such embedded finance tools could poten-
tially reshape how small and medium-sized
enterprises (SMESs) access short-term finance,
for instance by replacing the need for overdrafts.

“Overdrafts are a blunt instrument that lend
money on a short-term basis at a fixed rate, but
if you actually know what somebody needs that
money for - buying machinery or computers
or paying salaries - they are all specific financ-

ing needs with different risk profiles,” says
Nigel Verdon, co-founder and chief executive
of Railsbank, which provides the tech that ena-
bles companies to embed financial products
into their own platforms.

“Buying a computer can be asset-backed
lending, so why use an overdraft that is priced
at unsecured lending rates when it could be
priced as secured lending?”

By working with merchants and embrac-
ing embedded finance, lenders can get real-
time data on those transactions and offer
credit that is priced accordingly at the point
of purchase, enabling SMEs to borrow at
more flexible rates.

But itis notjust SMEs that can benefit from
embedded finance, other platforms are also
providing buy-now, pay-later

THE GROWING POWER OF EMBEDDED FINANCE
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2025
1.4
2020 5 16.1
|
Consumer
Lightyear Capital 2021 lending Insurance Payments

Ezra Bailey via Gettylmages

products for consumers. Kuba Zmuda, chief
strategy officer at Modulr, says a good exam-
ple is Butter, an app that allows shoppers to
buy from major high street brands using a
virtual card and then spread the cost of the
purchase through an instalment plan.

“For consumers, it offers a new and con-
venient way to access credit, while for the
lenders, this increases their understanding
of their clients and their needs,” he says.

Miriam Wohlfarth, co-founder of Banx-
ware, a German embedded finance platform
that acts as a bridge between banks and
ecommerce and payments platforms, says

embedded finance could mean banks

have a less customer-facing role in the
future, instead acting as an infrastruc-
ture and finance provider behind the
scenes. This could also change the tra-
ditional narrative about fintechs compet-
ing with banks.

“A lot of press in the past has been about
fintechs versus banks, but embedded
finance is much more about banks and fin-
techs working together,” says Wohlfarth.

This backdrop is creating opportunities
for banks that are willing to innovate. Silvia
Mensdorff-Pouilly, head of banking solu-
tions for Europe at FIS, says banks could

use embedded finance to develop smarter
budgeting tools that help customers make
more informed credit decisions at the point
of purchase.

“As a consumer or an SME, it’s not that
useful just to see my current balance; it
could be that tomorrow I have a direct debit
that will wipe out my balance, but my bank

Alot of press in the past
has been about fintechs
versus banks, but
embedded finance is much
more about banks and
fintechs working together

knows that and they also know what’s com-
ing in,” she says. “If you’re a forward-think-
ing bank, you can provide your customer
with a budgeting tool to help make a decision
on whether they can buy something with
available funds and, if the answer is no, offer
them an alternative way to buy.”

However, developing more frictionless
ways to borrow money is making regula-
tors uneasy. Currently if borrowed funds
are repayable within 12 months, and they
are free of interest and fees to the con-
sumer, they currently fall outside the
Financial Conduct Authority’s regulatory
remit, says Nikki Worden, partner at law
firm Osborne Clarke.

“Because these products are not regulated
these lenders have been able to embed them-
selves and make these customer journeys
really frictionless and smooth,” she says.

As a result, such products are likely to be
regulated in the future. “The Financial Con-
duct Authority is concerned that if you make
credit too easy to apply for, then people will.
So the FCA wants friction to be introduced
into these journeys,” says Worden.

Those concerns might have become more
acute during the coronavirus pandemic
given the pressure on consumer finances
and the ease with which such platforms can
provide credit, but lenders, whether it is for
consumers or SMEs, are still committed to
lending responsibly, Wohlfarth adds. “We
don’t offer loans where the business is going
down; we only want good loans,” she says.
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Open banking momentum
hints at more exciting future

As user numbers pick up,
open banking advocates
its aim to transform
financial services

fter a plodding start, open bank-

ingis finally gaining speed in the

UK. Users grew from 1 million

in January 2020 to 2.5 million this year.

It’s still way off target and lags behind

countries such as South Korea, which has

20 million open banking users. But it is

encouraging given open banking’s poten-
tial to revolutionise financial services.

The revised payment services directive

(PSD2) that initially drove open banking is

three years old. Its goal was to level the play-

ing field for customers by giving third par-
ties digital access to bank infrastructure.

Despite the lumbering start, UK banks
and fintechs are excited about what open
banking can do in future.

Some say it has achieved much already,
especially in helping thousands of strug-
gling companies and individuals find
credit during the coronavirus pandemic.
It did this by allowing credit providers to
make more informed and timely decisions
using real-time current account data.

But open banking can go much further,
for example in enabling instant mortgages
and open access to savings, pensions and
other financial products.

Dan Weaver, open banking expert at
Equifax UK, says the industry should cap-
italise on this momentum and drive fur-
ther innovation. In particular, for mort-
gage applications, he thinks real-time
access to bank account information and
payments data could support ID verifica-
tion, and provide more timely and accu-

rate views of complex affordability cases
compared to current methods. It could
also make processes safer, fairer, quicker
and less susceptible to fraud, says Weaver.

“Given the right platform, open bank-
ing can improve financial services
greatly and make feats such as instant
mortgages a reality,” he says. “But it is
vital that more credit providers, includ-
ing banks, utilities, insurance, auto-fi-
nance and telecommunication compa-
nies, accelerate its adoption.”

There are 102 offerings already avail-
able in the UK open banking ecosystem.
But we are only starting to see where this
technology can take us.

Dan Globerson, head of open banking
at NatWest, says consumers have already
benefited from open banking via reduced
costs and consumer protection built into
payment cards. Card schemes are also
evolving to integrate loyalty points and
faster payments to merchants.

“But we have only scratched the surface,”
he says. “In the medium term, we will be able
to obtain more products and services outside
bank channels, perhaps during ecommerce,
sales or accounting journeys. Accounting
platform integration with banks, particu-
larly for startups, is improving.

“We haven’t disrupted payments yet,
though it was in PSD2’s crosshairs. But I
can see that happening and embedding
something bigger than just payments, for
example electronic contracts.”

Globerson agrees that instant mort-
gages are possible, as open banking can
quickly enable banks to obtain income
verification, affordability and credit
data. Only the land registry confirma-
tion would slow it down, but perhaps that
too could be more integrated.

In the longer term, shared customer
data will also speed up and reduce the
cost of onboarding other products such as
pensions, he says.

Dr Oliver Prill, chief executive of busi-
ness banking platform Tide, agrees the
biggest current impacts for open bank-
ing are in linking credit, payments and
accounting solutions with bank accounts
and, in the future, that will include sav-
ings and investments.

Open banking has already allowed sav-
ings platforms like Plum to grow to more
than a million users. Plum estimates that
automatic, real-time optimisation of utility
bills, savings and investments could save
the average user £186,000 over 40 years.

One reason for open banking’s slow ini-
tial uptake was the focus, for many banks,
on compliance with PSD2 instead of com-
mercial opportunity. Prill blames the reg-
ulators for obliging banks to open their
data for free.

“No one would expect a credit rating
agency to provide their data for free,” he
says. “Why would you want banks to? The
big banks, therefore, do the minimum
possible to comply.

“Open banking needs to become mar-
ket-led and allow banks to offer pre-

Given the right platform,
open banking can
improve financial
services greatly and

make feats such as instant
mortgages a reality, but

it is vital that more credit
providers accelerate

its adoption

mium services for a charge. When their
data becomes a profit line, resources
will flow to improve services. We only
need the regulator to stop oligopolies
and abusive pricing.”

Post-Brexit, the UK government can
gain an advantage by introducing such a
market-led system, adds Prill.

Another big barrier to take-up has
been public trust in the security of data.
In other industries, customers will share
data if they can see the benefits. So adop-
tion rates could accelerate further if pro-
viders can communicate benefits better.

Stephen Noakes, chief digital and
transformation officer retail, at Lloyds
Banking Group, says: “Longer term, open
banking will create a more diverse, inno-
vative market with more complex, high-
er-value products.

“The challenges to this include poten-
tial risks to customers, particularly
where third parties are enabled to trans-
act on their behalf. But more complex
open banking propositions can succeed if
banks and third parties work together to
highlight benefits.

“We agree open banking will best flour-
ish if firms have the right incentives to
participate. The infrastructure support-
ing open banking should also be fair and
encourage firms to work collaboratively.”

Ricky Knox, chief executive of Tandem
Bank, says another exciting development
is that open banking will help providers
segregate risk types by understanding
credit, fraud and anti-money laundering
information. This will lead to much more
streamlined services.

“It could also help provide automated,
insightful real-time advice on all your
finances,” says Knox. “Open banking has
some detractors, so one question is how
much appetite the UK government has for
this. But, ultimately, innovative startups
will drive further developments.”

If they get it right, the cantering pace of
the last year could grow to a gallop.
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‘Knowledge is power: the
more consumers know about
their financial lives, the more

empowered they will be to
control and manage them’

igital technologies have
driven rapid growth in the
amount of choice open to

consumers for managing their per-
sonal finances. In the last decade, new
fintech players have emerged, offering
aslicker user experience based on their
digital and mobile app-first approach.

Lookingafter your personal finances
is complicated. With so many products
and options for managing money, you
could argue it’s harder than ever to
understand your financial life.

Consumer demand, combined with
a new wave of technology, is driving
the next big change in money manage-
ment, one which promises to make tak-
ing control of our financial lives a gen-
uine prospect. It will be underpinned
by three innovations: artificial intelli-
gence (AI), big data and open finance.

Before getting into these trends, it’s
worth understanding how coronavirus
shifted the way we interact with our
money. Lockdown gave us more time,
but less opportunity to spend money.
Combine this with interest rates reach-
ing fresh lows, it is little surprise that
we looked at our bank accounts and
wondered how we could make our
money work harder.

Consumers are more open to shop-
ping around and willing to try new
players. Some of the most well-known,
such as challenger banks Monzo, Rev-
olut and Starling, are providing a gen-
uine point of difference to the current
accounts offered by traditional banks.

However, fintech providers go far
beyond current accounts. There are
digital wealth managers, foreign
exchange, money transfer services and
insurance providers. Add to this the
plethora of platforms to help manage
and amalgamate your pension, build
or improve your credit score and sup-

port those previously excluded from
the banking system, and you start to
appreciate the momentum behind this
exciting innovation.

Traditional players are rapidly mov-
ing to a digital-first approach too,
with some even joining forces with
fintech players.

The upshot of money management
going digital is the exponential growth
of easily accessible data. This data
has two major uses. First, if properly
assembled, analysed and explained,
it can tell us huge amounts about our
financial lives. Second, when fed into
sophisticated Al programes, it can start
to give us ideas about how we might
manage our money more efficiently.
This use of data can increase access
to financial products tailor-made to
suit our individual circumstances
and goals.

Sharing data is at the heart of open
finance. A brainchild of UK financial
regulators, governments and the finan-
cial services industry, open finance
will give consumers the option to share
information securely with financial
services providers.

The first step towards open finance,
known as open banking, exists already.
Consumers are using it right now to get
a better picture of their bank balances
and financial transactions.

Openbanking has given rise to a host
of new services that help people see
their financial situation in one place.
Companies such as Moneyhub and Yolt
are helping people with saving, budg-
eting and achieving financial goals. It
is working too: 82 per cent of people
who are using open banking-enabled
apps say it has helped them improve
how they manage their money.

Regulators now want to take the
next logical step from open banking

to open finance. This will see financial
players beyond banks, including insur-
ers, investment managers, lenders and
consumer credit companies, engage in
this data-sharing with consumers.

We can then see how basic finan-
cial advice, which so few have access
to, can be delivered to the consumer.
With a true and complete picture of
their financial situation, AI-powered
services can start to nudge consum-
ers to make their money work harder.
That advice could be to switch to a bet-
ter deal, to invest a little more to take
advantage of tax-efficient schemes or
basic retirement planning.

Knowledge is power: the more con-
sumers know about their financial
lives, the more empowered they will be
to control and manage them. The com-
bination of data, AI and open finance
are starting to bring better, more per-
sonalised and more inclusive financial
servicestous all. @

Charlotte Crosswell
Chief executive,
Innovate Finance
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Open banking is a death
knell for card payments

The coronavirus pandemic has accelerated a shift
to frictionless digital money transactions

ith any kind of retail, the payment
experience is crucial. It's why
Amazon has been trialling cashier-

less grocery stores in the UK. No physi-
cal payment card is needed. Shoppers put
items in their basket and leave. During the
pandemic, consumers abandoned cash for
contactless. The next move is towards open
banking, allowing money to move directly
from people’s accounts.

Cashless and mobile payments, more
online debit card usage, as well as the growth
in ecommerce, were around before the coro-
navirus hit. Yet COVID-19 has accelerated the
shift to more frictionless digital money trans-
actions. More than 12 months since the first
lockdown and an increasing number of “digital
firsttimers” are purchasing online. Now every-
one is used to this new normal.

“The public’s behaviour has shifted into the
future. Many more consumers expect speedy,
simple, secure and convenient payment expe-
riences. There is no going back to greater fric-
tion. An increase in the UK’s contactless pay-
ment limit helped. Open banking payments
are now a natural progression. It's why it’s one
the fastest-growing payment methods in the
UK and Europe,” explains Ciaran O'Malley, vice
president of partnerships at Trustly, a global
leader in open banking.

Trustly, a fast-growing unicorn, which pro-
cessed more than $21 billion in transactions
globally during 2020, is powering the shift to
acardless society.

of 16 to 24 year olds prefer to use
fingerprint or face ID rather than enter
card details to make payments

Among millennials and Generation Z shop-
pers, there’s even greater movement when
it comes to payments. More than half of
16 to 24 year olds and 45 per cent of 25 to
35 year olds now use fingerprint or face ID
rather than enter card details to make pay-
ments, according to a Europe-wide survey
of 10,000 consumers. In China, the value of
cardless payments is now greater than the
rest of the world’s debit and credit card
payments combined.

“"Open banking payments using a consum-
er’s bank login to authenticate the user is a
natural progression for multichannel pur-
chases in a post-COVID world. If | want to
buy something online and pick it up in-store,
flexibility when it comes to payments is cru-
cial. This is true if goods are delivered to my
home and | pay for what | keep, or for more
experiential retail where | access different
services in-store,” says O'Malley.

“Payments are increasingly merging with
digital identity for ease of use, involving biom-
etrics. This also eliminates identity fraud.
It’s the new frontier. Fees are also going up
for credit and debit card payments, which
impacts retailers. The cost of cross-border
transactions are rising as well; regulatory
issues around Brexit haven’t helped.

“Trustly supports more than 6,300 banks
and enables over 525 million consumers to
pay at 8,100 merchants across 30 coun-
tries. By bypassing the card rails, the open
banking leader can offer payments that are
free for consumers and up to 50 per cent
cheaper for merchants than cards. This is
Trustly’s secret sauce.”

For businesses to grow internationally, they
need to be able to make frictionless transac-
tions, not pay up to 1.5 per cent or more for
cross-border charges. What could also drive
further adoption of open banking and online
banking payment services is instant refunds.
This differs from payments made by card
where a refund can take several days to arrive
after the returned goods have been received
by the merchant.
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Open banking payments
are a natural fit for

the 21st century
shopping experience

“lt’'sanunderinvested areathatcanimprove
customer experience. This feature has proven
to increase revenue and customer loyalty. If
consumers are offered instant money back,
they will choose this so they can make new
purchases right away. The fact is, payment
processes don't need to be complex, they just
need to work really well,” says O'Malley.

In the future, legacy physical cashier tills
in stores could become irrelevant. More cus-
tomers will click online and pick up in-store
knowing that a payment is made when they
cross the threshold. It’s a world where trans-
actions are not limited by the shopping chan-
nel consumers use. Large stock inventories
won’t necessarily be needed in stores. This
will enable retailers to offer a greater range of
services, products and seamless experiences.

"Open banking and online banking pay-
ments are a natural fit for the 21st century,
omnichannel shopping experience. This
evolution provides ultimate flexibility for
the customer,” says O'Malley. "This is what
it’s all about.”

For more please go to www.trustly.com

"z Trustly
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NEOBANKS

The magic of Monzo:
leading a challenger

bank in times of crisis

Monzo boss TS Anil believes the spirit of neobanks is
their emphasis on the customer, which has stood them

in good stead during the pandemic

RACONTEUR.NET@

customers currently use Monzo

is the average customer age,
demonstrating the brand’s undeniable
millennial appeal

Monzo 2021

hat is abundantly clear about
Q TS Anil, global chief executive of
Monzo, is his pride in the UK chal-
lenger bank and its distinctive culture. Dis-
cussing the hurdles facing the business this
year, Anil attributes its subsequent success
to the strength of his staff, the bank’s mis-
sion and what he describes as “the magic of
Monzo”. His passion for the company can-
not be overstated. “Our pride comes from
the fact that we are doing the right things
for our customers,” he says.

Born in India, Anil attended the pres-
tigious Indian Institute of Management
Ahmedabad. To Monzo, he brings more
than twenty-five years of banking experi-
ence, with roles at Visa, Citibank, Stand-
ard Chartered and Capital One. The veteran
banker replaced Monzo’s co-founder Tom
Blomfield in May 2020 after a stint as chief
executive of Monzo US.

Now Anil faces the crucial task of setting
Monzo on track to be both profitable and
sustainable. A goal which, he says, is not
new to the business.

“The reason to be profitable is so you can
continue to service millions of customers
and continue to grow. If you’re not profit-
able, you simply can’t do that. We aren’t
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We don't want to
be part of the future
of banking.

building something for the short term; we
want Monzo to be around forever,” he says.

Anil stresses that this profitability should
not come at the expense of customers,
through penalty fees, for example. Instead,
Monzo is aiming to build a model that
meets the needs of consumers and in pro-
viding “products that truly delight them”.

The fintech made good headway with
this goal during the pandemic, relaunch-
ing Monzo Plus in July 2020 and introduc-
ing Monzo Premium the following October.
Acrossthese schemes, the neobank garnered
more than 130,000 customers between Sep-
tember 2020 and February 2021.

So what is driving this extraordinary suc-
cess? One possible answer is all too obvious:
the undeniable competitive advantage of
being digital-first. Comparing neobanks to
traditional banking structures is like “com-
paring night and day”, says Anil. “For bank-
ing services, to not have been digitalised is
to have been lagging.

“We get the balance right in continuing to
be a fast-paced technology company while
also operating at scale and being a regu-
lated bank.”

Traditional banks have, however, rec-
ognised the competition in fintechs such

as Monzo. JPMorgan Chase recently
announced the opening of a digital-only
bank in 2021, hot on the heels of Goldman
Sachs which launched Marcus, an online
savings account, in 2018.

The reason to be profitable
is so that you can continue
to service millions of
customers and continue

to grow. If you’re not
profitable, you simply
can’t do that

- said no bank ever.

Enter the future by building seamless
customer payment experiences.

Monzo sits alongside several UK challeng-
ers, including Revolut and Starling Bank,
each of which Anil believes have “shaken
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up and disrupted the incumbent banking
industry”. When it comes to these potential
rivals, he welcomes the competition, believ-
ing their presence pushes each company to
raise their own standards of service.

“If someone tells me a bank is doing
something similar to Monzo, I actually
applaud it because that means our strategy
is working. We set out to make money work
for everyone. It raises the bar for the whole
industry,” he says.

This year, however, has brought chal-
lenges for challenger banks. The corona-
virus pandemic placed Monzo’s ability to
continue operating in peril. Worldwide
lockdowns led to a lack of travel and less
customer expenditure abroad.

In mid-2020, like many of its peers,
Monzo furloughed some 300 employees.
Harder still, their Las Vegas customer sup-
port office was shut down in April 2020,
resulting in the loss of 165 jobs.

In spite of this, Anil believes they are a
stronger bank for all the tests that COVID-
19 has thrown their way. “The COVID crisis
tested us and we’ve come out significantly
stronger. That is super exciting to see,”
he says, remaining optimistic about the
bank’s future.

“In the time of COVID, we launched three
new products, with each of them doing bet-
ter than we expected them to. Our revenues
are now 30 per cent higher than they were
at pre-pandemic peaks, despite the fact that
there are enormous headwinds from a reve-
nue perspective.”

Concurrent to the turbulence caused by
the pandemic, Monzo’s valuation fell by 40
per cent. At the discounted rate, the bank
raised around £60 million in funding in
June 2020. That December a further £60
million was raised, placing its value at more
than £1.2 billion, with new backers includ-
ing Novator, Kaiser and TED Global.

The onslaught of funding is said to have
been raised due to the performance of the
bank despite the COVID challenges. The
increase in customers even during the
pandemic meant investors felt confident
enough in the bank to part with vast sums.

What Anil believes truly sets Monzo apart
is the bank's steadfast emphasis on the peo-
ple they serve: their customers. “Corona-
virus poses a difficult environment for our
customers,” he says. “We had to ensure to
be there for our vulnerable customers and
make sure we were there through their time
of pain.”

This commitment to customers, and the
financial issues that can plague them, can
be seen very clearly in Monzo’s “gambling
block”. This feature, of which Anil is tre-
mendously proud, allows users to self-ex-
clude from gambling, in a time when this
particular addiction is on the rise. Since its
launch in 2018, a quarter of a million Monzo
customers have enabled it.

Not content with features on its plat-
form, Monzo is now lobbying the govern-
ment to require all UK banks to enable
customers to block betting transactions.
So far eight other banks currently offer
some form of a gambling block or similar
tools, but Monzo is urging the industry as a
whole to follow suit.

Anil says Monzo is seeing a steady
increase in people choosing it as their pri-
mary account. Many customers get a Monzo
card as a trial, later finding themselves
switching to the bank permanently.

Before the pandemic, many were reluc-
tant to join Monzo due to the lack of phys-
ical branches, a reservation that has since
been largely swept away. The digitalisation
of customers’ lives increased, Anil explains,
and this now applies to their financial pref-
erences too. “During the pandemic, people
worldwide experienced a truly digital life,”
he says.

All in all, the future looks promising
for the global chief executive. “I feel very
blessed to be at a company where the cus-
tomer is always at the heart of what we do,”
says Anil. “We are at a stage where we are
large enough to matter to all constituents
and that comes with responsibility. It’s not
something we take for granted.”

| _orivion

‘Risk is in the eye of the
beholder and those who
don’t see it, don’t see it’

iskused to be asimple thing.
A guard at the door and a
lock on the vault. In finan-

cial services, and its offshoot fintech,
the risks have changed as consumer
behaviour has changed.

It is fundamentally impossible for
services designed to be rendered in
minutes or seconds to be executed by
anything other than an algorithm.
Programming services and prod-
ucts have expanded their reach and
made them easier to use. However,
anything that can be coded and con-
nected to the internet can, in the-
ory, and all too often in practice,
be hacked.

You only have to look at the Solar-
Winds breach, Facebook’s latest data
leak or the Hafnium attack on Micro-
soft’s Exchange service to see the
danger is real.

And the size of the larder is draw-
ing more wolves to the door. Accord-
ing to data from payments firm ACI,
more than 70.3 billion real-time pay-
ments transactions were processed
globally in 2020, a surge of 41 per
cent compared to 2019. These trans-
actions totalled $92 trillion, up 32.8
per cent from 2019.

Efforts by regulators, such as the
UK’s Financial Conduct Author-
ity, to establish operational resil-
ience requirements are a step in
the right direction. So too is the
work being done on security stand-
ards for financial-grade application
programming interfaces (APIs) by
the Open Banking Implementation
Entity. Also, much of the financial
services industry is rewired to be
accessible via APIs and JSON Web
Tokens further secure API-based
financial services.

But it hasn’t been enough.
Cloud-computing provider VMWare
reported a 238 per cent increase in
cyberattacks against financial insti-
tutions in the first two months of the
coronavirus pandemic in the United
States. The FBI’s 2020 Internet Crime
Report showed a 69 per cent increase
in complaints filed compared to 2019,
with losses exceeding $4.1 billion.

Part of this is because, as more
people — the FBI report highlights
older people specifically — are con-
ducting their financial business
online because of lockdown restric-
tions, they have yet to learn proper
security behaviours.

It is also due to an automation of
the tools available to hackers. Find-
ing and exploiting a vulnerability in
a system has often been directed by
and dependent on human insight.
Fuzzing, as it is known within the
cybersecurity industry, requires
hackers to generate multiple inputs
to identify an exploitable vulnerabil-
ity. Traditionally, this was time- and
labour-intensive, limiting its useful-
ness for attackers seeking quick wins.
The addition of machine learning to
fuzzing has changed that calculus.

Attackers can now automate the
scanning of a financial service’s
code for vulnerabilities and train
the machine-learning programme to
identify, prioritise and test vulnera-
bilities for their potential value. Such
automated sourcing increases the
likelihood that vulnerabilities are
exploited, and quickly.

Making financial services secure
is harder than ever. Even now,
Deloitte reports financial institu-
tions spent an average of 10 per cent
of their IT budgets on cybersecurity

in 2019, equal to 0.2 to 0.9 per cent
of company revenue, or between
$1,300 and $3,000 on cybersecurity
per employee.

Nothing less than a proactive pos-
ture is required to secure an increas-
ing volume of digital transactions.
Long pursued as a means of earning
revenue on a lower cost base, digital-
isation requires those cost-savings to
be reinvested in proactive cybersecu-
rity efforts. And where many finan-
cial firms begin by securing systems,
products and then staff, this exten-
sion must continue to customers.

As populations age in the UK and
other developed countries, invest-
ments must be made in protect-
ing and securing older customers,
out of moral obligation, but also
to strengthen the weakest link in
the chain. @

Will Haskins
Content director,
Money20/20
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What are the opportunities in
messenger-based banking?

High street banks are
pouring all their digital
investments into self-
made apps, but what
about those which
already hold customers’
attention?

Ruby Hinchliffe

ith the majority of high street

banks’ digital transformation

well underway, customer engage-
ment metrics centre firmly on the mobile
apps they continue to iterate and not the
branches being shut down. In January,
HSBC revealed just 10 per cent of customer
contact happens through its branches.

But driving customer engagement on a
banking app isn’t easy. It’s a hurdle both
incumbents and digital disruptors face on
a daily basis. As Silvia Mensdorff-Pouilly,
banking solutions head for Europe at FIS,
points out: “Ninety-five per cent of the
population globally just doesn’t want to
think about banking.”

But what if banks didn’t only offer their
services to customers through a closed-
loop app? Messenger services is one com-

munication channel a small, but growing,
number of banks and fintechs are explor-
ing. And the technology is already taking
anumber of forms.

French banking challenger Zelf inte-
grates with the likes of Facebook-owned
Messenger and WhatsApp, displaying
“balance” and “send money” buttons at
the bottom of the apps. Meanwhile, Israeli
fintech PayKey embeds banks’ services
into consumers’ keyboards, working a lot
like a GIF (graphics interchange format) or
emoji keyboard.

Other players have introduced the two
services side by side, as opposed to blending
them. Japanese messenger service LINE, as
well as Russian digital bank Tinkoff, have
divided messenger and banking services
between different tabs in their apps.

Unlike banking apps, messenger ser-
vices own much larger portions of people’s
attention spans. Sheila Kagan, PayKey’s
chief executive, estimates that “a user
spends up to 30 minutes in a banking app
each month versus up to three hours a day
within mobile-messaging environments”.

According to Facebook, 100 billion
WhatsApp messages were being sent each
day by the third quarter of 2020. That’s
equal to 69 million a minute. In the UK,
regulator Ofcom’s data from 2019 found
49 per cent of the population use instant
messaging communications weekly.

“Messenger-based banking gives you an
opportunity to challenge the consumer,”
says Mensdorff-Pouilly. “Banks can use
messenger-based banking interactions
to really trigger customers to think about

the banking aspect of what they're doing
at that point.” If a customer used a key-
word, such as “owe” or “broke”, banks
could use this as an entry point to suggest
how their services could help.

Currently, the technology isn’t enjoy-
ing huge investments from incumbent
banks in the UK, beyond in-app chatbots
designed to replace customer service call
centres. Experts, instead, point further
afield to Southeast Asia, Latin America
and Spain as areas exploiting the potential
of messenger-based banking innovation.
Despite still being in the embryonic
stages of development, early movers in
the messenger-based banking industry
have already managed to collect insights
on which services customers are using.
PayKey, which licenses its technology to
banks, including Standard Chartered

Korea, lists payment transfers as

the most used feature, shortly fol-

lowed by account balance checks
and then billing.

LINE, which launched its digital

bank LINE BK in Thailand, with the
help of Kasikornbank in October 2020,
now receives 20,000 personal loan appli-
cations a day. The Japanese messenger
giant has persuaded two million of its
Taiwanese users to interact with the inte-
grated banking services so far. For approx-
imately 30 per cent of its approved loan
applicants, this is their first credit line
from a financial institution.
Digital banking challenger Zelf, which
is live in France and gearing up to launch
in Spain, currently facilitates transac-
tions between the £15 and £20 range.
“Users are exchanging money through
the same medium they discuss their
gigs,” says Zelf’s chief executive Elliot
Goykhman, pointing to the ease of pay-
ing invoices via messenger platforms. He
suggests the technology offers a route into
business customer demographics, as well
as peer-to-peer spaces.

For Tinkoff, its messenger feature,
launched through its banking app last
year, serves as an indirect marketing
channel. “I don’t think anyone at Tink-
off thinks we have the next WhatsApp,”
says Neri Tollardo, the Russian neobank’s
strategy director. “We see it as a viral
mechanism through which customers can
recommend products to each other.” Cur-
rently 1.3 million customers use Tinkoff’s
messenger service, some 10 per cent of its
overall customer base.

As Zelf’s offering proves, messen-
ger-based banking isn’t necessarily a suit-
able solution for higher transaction-based
services. “At some point, you have to
step out of it and take it seriously,” says
Mensdorff-Pouilly. “I can't imagine, you
know, agreeing to a mortgage on messen-
ger-based banking.”

Connecting banking services with mes-
senger apps also fuels concerns around
customer privacy. Back in May 2020, Chi-
nese messenger giant WeChat announced
its intention to offer credit scoring to its

A SAVVY WAY TO REACH
YOUNG CUSTOMERS?

Share of Facebook Messenger’s 35,510,000
users who fall into each age group

o,

1317 2%

[

137

18-24 e

25-34

h -
17%

45-54

55-64

ﬁilll
65+

NapoleonCat 2021

600 million users. It raised concerns over
how users’ messages might be used. For
example, if a user sends something “anti-
state”, can WeChat use this to negatively
impact a credit score?

More generally, the linkage between
Big Tech platforms and banks sparks wor-
ries around trust. “If only Facebook man-
ages it [independent of the banks], there
would be a problem,” says Kagan. In July
2019, the US Big Tech paid a record $5 bil-
lion fine to settle privacy concerns. In the
same breath, Kagan acknowledges “banks
need to be in front of customers, regard-
less of the platform”.

Ultimately, it seems banks will have
to weigh up the potential for increased
profit against the likelihood of new data
risks. As LINE BK’s chief executive Tana
Pothikamjorn explains: “The potential
of social banking is the ability to analyse
financial and social activities in a symbi-
osis.” This, in turn, enables banks to get
more personalised lending, investment
and insurance products right in front of
the customer. Privacy issues aside, the
business case of messenger-based bank-
ing is compelling .®
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