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SETTING THE SCENE
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In the last 20 years almost every part of our lives
has been transformed. We have expearienced two
decades of digital revelution. The internet, social
media and mobile devices have changed the way
we interact with friends and family, the way we buy

entrants an:l shallengers have begun to transform
sonsumer expactations Consumears camfortable
with a fast and painless mobile and chgital retal
experienca expact banks o offer something sinalar

and consume music, films and television, and the Fratty soon the executives 3t thea 1o of oo mapor retal
way we read books, newspapers and magazines. banks will ba 1oobing aouns and waridzing who ats
thein lunch

This revalution has takan longer 1o penetrate andd
transformy financial services, but increasingly the same The numibers speak for themsalves At 31 Dacember
forzes are rashaping how and why we intarazt with our 2013 19 2bn was held in PayFal azcounts® and
banks as well as tha typas of arganisations we expact 1o FayPal transacted 7 115 total paymeant vohime?
perform some of the most basic banking funcuans suzh evaly s2cond dunn g the third cquarss of this ysar
as lenchng money, taling Jdeposits and handling paymeants

Lisheve banking s approsshing wihat | eall it “shact

At tha sama time several ‘challanger brands’ have entared
the bankbing market with many havng built a business

mornent” Thers ara stiond paallsls with the rezent
chsruptions in pubbshing and the Boalb markst whers

around st 3 new approach whather that's digital-only
peer-lo-paar (P2P) services or a more customer-origntesd
Adata-dnven approach indeed develepments m handing
data that allow banls to predizt and map behaviours

ara allwina some of these challengers to tale an
evidence-based approach to shapg future services

Weaanwhile new paymeant systams and chantal currsnizs
mmiean the way sonsumers interact with their proviary

the combination of powerful new entrants 12 the markst
espeaially Amazore and changing consumpuan pattams
dven by naw tachnckagy G parvcul ar ereatlers such
3s the binclte) have ransformad tha business Five
years a3 35 1% of books were sold n printed format
bt by 1ast vear that had fallen to 85%32 with just

47 saldin physical storss? 10s a eough mims 1 be

wi i dzpan dant boobztors at the mdment How i
Eatora gtz sz a tough umes 1o b a v retal Danl

banking provides is changgng As in other markets new

Did you know...?

Starbey cics
$9 2 bilhon
Closer to homa, there’s £120m sitting dormant Slabiion e ek
on Oyster cards in London?, which is equivalent to 200

£12 per person living in 3reater London. Meanwhile
£ dbn was loaded onto Starbucks cards in the

first quarter of Z014%. All these numbers arg on the
increasa. In comparison canduct related costs by
tha hig banks since 2011 have amaonted to £545 per
aclult living in the UK. While nona are ravolutionary
i theniselves, all of these developments speak

to 3 dramatic long-term shift in consumers
relationships with monay and their bank
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£12 Der 50

Basclays, RBS, Lioyds,
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Source: htip: it &
Source hup filsa
Soulck: NI Fawna w /B
Sours: http Paaw Selan/medialS imhied el LN Book-Saler-5ou 0e-of-F wchese-2000. 2011 pdt
Soums: T nmmmnd-dnwmmﬂmm4mnmmummmmmum-anan him|
Sours’ Starbucks £iat QuarsrEamingy Releme, Jonusry 206 hitpifin him =00 %1 ady
Souroe® KPMG pubicaton Bank to the Futwe, Sept 2010

Dk S 0sy/37 207 3W00% 045108 5083- M- 1071065088 Tikg palt
rach fabiay/37 2074 3100x0c707730/808.40000- 5210409433041 196.720497 T PayPal Q) T0_Graghical FaFacm Fvat et
e 20012003 patt

© 313 FPMGLLP & L i ded sty parioan b and & membar im of The KPMG retwort of mdapenient menilee hme o fidisd wah EPRAG Internaicns o {rPmG

), & St entsy AJ nghty mae g



The pomtis that the farces combining 1o challenga

the positton of the established big name retal banks

are the same fastors that ara shifung the balance of

power in many other markets. This process is what
Harvard Business School’s Clayton Christensen dubbed

digital disruption”. Mew challengar organisstions

hanks need ta embraze the hest elameants of the
new busmeass modeals and combine these with the
stronyg existing custamar relatuonships thay hiave n
this way disrupuon can be harmessed as a positive
driver of innovation as well as a challenge

The three pronged attack on retail banking

This report considars the threa fundamentals of
retall banking ~l=ncling deposits and payments —
and in each casedenufies some af the threats
challenges and opporwiniues that lie ahead for
all those operating i the retail banking markst
It proses tough questions for bank leaders atxout
the sort of organisations that will survive and
thrive not only in the short 1o mediun term, hut
also into the more distant, long-term future

from banlks to peer-to-pesr lenders to FayPal and
Bitcoin. arz smialler. more ajile and quicker 1o respand
ta changing trands. With few or no legacy systems
and greater responsivaness to customer neecs

and with few requirements to offer full-service
solutions 13 non-prafitable custamers), they can
attract affluent intelligent and profitable consumers.

These challengars are not looking 1o eat the whale

maal Thay will simply pick off the bast bits

Many of thase shallengers are free of any lagacy or
hangaver from the financial cnisis. They are mere lightly
regulated and have much lowsr costs While much of
the focus in the matn retall banks remans on extensive
remnediation activity and reputation rebuilding, these new
arrivals are percaivad as a braath of “fresh air™. fres (for
the time being) of the taint of scandal or corruption

But thers ars also cpporturaties for any banks prepared
to foak 13 the challengars as beacons of oppartunity

a2 examiplars of what s possibls rather than just a
threat offenng services they can't match. The major
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PAYMENTS

PayPai
] Wallels
Crypto cornancies

eg. Bitcain

n arder to fully apprectate that challengas and dangers
to their business can come from unexpected quarters
itis vatuable for those at the top of the big banks ta
learn to think disruptively themselves and to look to
other sectors tolearn lessons for retsil banking.

In the face of this new wave of disruption it 1s mare
than likely that the major banks, with their smart
employees and deep wallets, will swiftly develop the
procducts and services that allow tham to become
‘fast followers" that with their long-establizhed
customer relationships snd brand reach will make
them strong challengers to the challengars.

—

Warren Mead
Head of Alternative Banking KPMG
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THE LENDING
ENVIRONMENT

The big éve banks (Barclays, HSBC, Lloyds
RBS and Santander) could lose over 10% of
their lending market share from 2010 to 2020,
if current grow th rates continue.
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No longer is the local bank manager necessarily the first port of call when a small company
is seeking working capital or expansion funds. The move away from the major high-street
banks as lenders of choice has not yet tumed into a stampede but the evidence is building
that the days of their complete market dominance may be coming te an end.

Peer-to-peer lenders

Consider the growth in peer-to-peer
lenders such a3 Funding Circle and Thin
Cats By the end of 2014 they will have
lent £1 74bn 2 around 7000 small and
medium-sized companias That represents
2 4% of all bank lending to SMEs®. still &
vanishingly small shice of the market but
one that 1s growing at a formidable pace
And this pictura is repeated far the wider
retall fending environment as a whole

If current growth rates continue, the major
retall banks could losa over 10% of their
lending market share in the next five years

Minimum regulatory
Fequirements = [ess
consfraint and lower
costs -

oul be lixely o
ach a P2P lending
orm even 1f a bank
1 offer simlar Bim

Autornated under-
writing process =
lower cost base

Challengers are focussing on services absent or underplayed in large banks

The main gsing are likely 12 be mada by the
challenger banks a5 they adopt different business
models focusing an cempetitive drivers that

are absent or under-played in man banks,

Reverse decline in bank branch usge

Metro Bank, which aims to have 200 branches in Greater
Landon by 2020, sesks to reverse the decline in bank
branch uss by revolutonising servize to clisnts gpening
for longer hours, providing in-branch services such as free
use of cein counting machines and free dog biszuits.

Capitalizing on mobile first mentality

In 10 yaars’ time we will be laaking at a drasncally
different retail banking ndustry not just in terms of
the number of players in the market, but bacaussa aof
tha move from the local branch to laptep and now
one step further to mohile This trend is only going
1o Increase as technology improves and mare and
more peopte become comfartable with the internet.

T Py de-atte mative-ti

Diversified product range

The big banks will remein dominant in current account
banking but the challengers will score customer wins

by offering produats other than current azcounts or by
targating niche markets that the main banks have often
averlooked For examiple, Tiadas, which attrasts customeans:
who are locking for “ethical anking” and pubhshes details
of avery organtsation it tends 1o as a unigue selling paint

Customer savvy flair

The challenger banks are seamingly bettar at being
customear savvy. The Swedish-ownad challenger
Handalsbanken Ut for example, makes a point of
detegating 1oan decisions to branch managers close
to the customier. By giving their experienced branch
teams everyday dacision-making power, they ara able
to serve each customer individusally wath care and
onsistency In a similar move, HSBC 15 allocating
£5bn of new lending direct 1o its 52 regicnal business
centres empowenng local relationshiz managers to
identify and wark with ambitious companies diresthy?®
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The major players will not give up market share without a 2giht

(S [aread
“n5s BLisinsss
xpzois the i s

Spotlight on: Zopa

For Giles Andrews, co-founder of Zopa, the world's first peer-to-peer lender, the concept came about
through a classic entrepreneurial process of loaking at existing markets and spotting the potential in a gap.

"Wde looked at the way bug businasss: 1w banger wer weel £ lbn Fearto-peer lanzng relies on S|ArEncy
1o the banks for finanzs but mstead weent du=2 ] sfhanfarmiation 12 be effe tive antl Zopais about 13
the bon d mark et We 13 e quvaler spEn s ente lencing oot ap far pubkhs scratny
wumers, B bus
anicl thu*‘ : : BASLIE “Transparansy s cruzial forus wa b
ore it worthiness iy, We w b trost and wee abways ook 1 I:ke %
whathar we sould do sorathing sivilar for the | 23’ Limagn
imier market We slzo laoked at the 3 much detal on ther Fzan b j.:Jl wnl‘n ALy One
ay whizh w e se 4 weas bullt bargely on the
il pazt of the business This was in the z t for srnall sh
days befare Fazebaol butit was clea that pe oy o sicls i+ thers ar2ancheation tha Z- EERLE
angayed the shanna and cormmunity J. exte sachint ar=35 with moarta
didate for s n
i th Je ainze launch Z:; 3 has
srangth t2 swanath (and b din [I|-=- markat by “Zopa desls i pard bazlb vonstalimen
some 53 ather pasr-to-pesr fman;e providers in the while at the n ant that mens thise ty five y
UK alane and by the 2nd of this yesr will have lent there's o re xson it 2oubin't e over 25 yaars’

Seure hitpidatzets cplal cabnel o Alee giv Lbfeied oS Jebs b1 310 1541883000005/35 L 1E-m port_final pdt
Sours i p et g8l 00 L A poontentfupig 13 1A V00N e e on pl!

A0 20715 5 FRAG LLP & U kntibsd i Bl ¢ partste mhip 476 8 rember brm o 1ae P PL G 06 Te-or b 0l snors pandant membor fimns aftlated wah EPLLG et rctneal Coapirstye 7! PIAG Imerndanal ), aG k1 amiy A ashn siseed




Lo

“P2Plendingiis an exciting. . inf
sector andit’s right that i:wQe§{01~ howX
to lend money via P2P platfekms should b&
able to holdithese loans irj tlh_e:,i'r?:I‘S,ﬂ\ alongsicle S8 «
more traditionalinvestments.”

David Gauke, FinanciabSegretary.tothe Treasury




If the Organisation for Economic Co-operation and
Devrlopment {OECDY is right then British households
will 'save just 3.3% of their disposable income in 2015,
That is better than the 2.2% they saved in 2008, the
year of the financial crisis, but worse than the 23% in
2012, the best year since then. In a world league table

of savings rates, Britain remains in the relegation zone.

Sinse the Second World War Entish households
have on average saved around 3% of thair dispasable
i corne carmpara:d with typizal European figures

of betwaen 11% and 15% So blaming the lach of
surrant saving on the unpresedentad stretch of rock-
hottom interasi rates is only part of the story

Whan David Blake professar of pensions gconcimics at
the Cass Business School, says that the country has last
1ts savings cultura? j11s impaitant to remermbar at this
point that the culture was naver vary strong Blake, whois
also direstsr of the Pansions Instiwite, Hamss some of the
racent dacling on the easy availability of lowAnterest 1oans.

But a detated stacly he conducted earliar this yaar with
Alstar Haig, a research fellow at the Edinburgh University
Businass Schodl, throws samie woreying ight on the
hances of stimulating a future savings culwre Blaka
hzcovared that just un der half of bus respandants <lame:l
they saved reqularly. He atso found that tao many savers
hasa a "recHass conservatism” in seehing to attan their
Dng-tarm savings g2als Either thay don't save enough
or thiey fail 1o tal 2 encugh ivesiment nsk to ensure
modest 2avings g m line with thair bangetarm targst

Elale's tamely for this sonun o better designed
wvestment products vath clear nsk objetives - sush
as lefined valsulity dawnsicdz risk o outcome

targets — wh b are aligne dwith the savings goals an
rab appatiss of different savers. He says "Recant
rezponses from the fund management industry
mizleding nsk-targetad funds. target Jate funcls
dversihed growth funds and mzeome targzung funds
are axamplas of the ndustry's efforts to aczommadate
incdvidual rish praferen zes anc savings goals”

But slthough procucts such as thase could help moars
savars maet thair goals — andiead to a lona-term
mrevemant it the naton’s savings culturs - the financial
satvicas iIncustry 15 strugJling b getits messags across
t> an audience of potenual customers who are suspicious
sboutntsgnty and intznusns. A stning of scandals

such as PPl nus-selling has not blighted all banks and
finan=ial instiutions acually, bt it has blackened the
image of financial servicas as g whole. In 2017 the
govarnment is due 1 reviaw the progress of the auto-
enrolment pensions pracess and the parfarmance of the
Mational Employment Savings Trust [NEST). Ideally. by
then the industry should have demonstiated a vigaraus
detarmination to refarm itsalf. Butif the industry has
falled 1> male substanus! rogress in Promoting more
savings by then, the govarnment should stepin The
challenge weuld then be 19 weik out what tegslation
and regulanon would deliver a transformiational rather
than incramantal change in attitusdes Hwards saving

Changes are afoot

The growth of interest in peerto-pear lending has
stimubated some mainstream playars (o reassess
their approazh 1o this new market. Earlizt this yex
Santander UK farmigd a parmership with pesr-to-peer
lender Funckng Circle Santander exscutive chairman
and formar UK chief executive] Ana batn says:
"Faer-ta-paer finanzing is a usaful way 1o ntraduce
peapls ta the consept of mvestng I entrepreneurs
anmportant element in a healthy econcmy”

LA P
If'l":

This area of iInvestmentis on the riss Lroow that
most savers cite Interast rates as the Ley determaning
fastar of whare they place theh money and peopls using
F2P sites aznarally €amn highsr rates onnvestments
Alth zugh there s alse a higher craditnsd attazhead

This chstinzusn betwaan a savings produst andd F2E
whikch 15 an mvastmant 1= an impartant ans Mot all
sansumens ara aware of the differanza and therafare
the mdustry nesds to tread cautiously The current
players are somawhat hampered by a bach of pubsliz
awareness something the mapor bank s with thair bz
astabhshed customer relationships dan't suffer from
This suggests the growth patanud when awarenass

15 bughar i3 enarmeous and an nar2ase in adverticing

and brand recogration wall 1it eby fusl fastar growth

Alternative finance playsrs hiave certanly H2un 1o atrast
zignifizant numbars of invastars Zopa far exampls has
rmors than 52 03D acuve savers with an average of £5 590
i than acscunts? Zepa's chigf axacunve Giles Andrews
says: "By cutting oot the hanks and offering retumns of 5%
— compared 1o bank savings rates typizally undsr 15 —ws
are rewarding paapls for being sensible with thait mcney™®
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The alternative €énance industry has tackied two key conédence issues head on

e , ) | . .
First, it has taken steps 19 calm savers' concerns about On tep of this the British Business Bank has teamed

lozing their money. Earlier this year the Peer?Pear up with several alternativa finance providers and P2P
Finanze Association, which represents the major players, platfarms to male the most of its funding. whils the
adapted & new standard for calzulating default rates on Treasury has announced a consultation on plans for a
loan=. A standard measure which helps ensure that data third ISA [alongside cash and stocks and sharas), which
15 presented in a transparent and fair way an ensures would be exclusively for P2F investments. This would
that 2an ¢lafault data is also honastly presentsd. he an enormous boost for the sector, as the |SA market

remains a core part of the UK's savings landscape.
Sezandly, some alternative finance providers have

hegur ta pazkage saving products with the spacific aim Critical for the incustry though is the need to continue
of attrazting savers who are looking for a guaranteed to educate investors about the risks involvad in P2P
return on s modest investment. For example, Wallesley investments and that they are not the same as FSCS
Financa, Isunched by serial financial servicas entrepreneur  guaranteed savings products. Failurs to manage this
Graham Wellaslay in 2013, offers a savings bond properly could spall the downfall of the whcle industry

for & minimum investment of £100 at an interest
of up to 7% gross for a fixed term of five vears.

A fundamental need to promote a savings culture

Market innovaton may play some role in encauraging If savings as a whaole da natimprove as the economic
pacgle 1o save maore moneay. But there is a central recavery strengthens. banking needs 1o laok long and hard
fact that haunts policy makers who want to promate al the lind of further changes it should make 1o encourage
a mare vigorous savings culture in a time of austerity — o compel - pezple to put more in their piggy banks

They must create the sconomic conchitions which
encourage saving - anvd that will always lye a challenge
while real wage growth remains negative
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The Royal Mint iz in the middle of a four-

year programme that will replace 3.8 billion

5p ceinz and 1.6 billien |'l0p coins with new
money made cut of cupronickel alloy. Itis a
reminder that coin of the realm will be jangling
in peoples’ pockets for many years to come,

But i the longar term, could the growth of
electronic payimant systems. cryplo-currencies

and local tracling exchanges send tracdivonal money
the way of the groat the madiseval four pzence
which finally disappeared in Victonan times?

Fundits have been predicting the nse of the cashless
sanety since cradit cards st appearad in the Woin 1335
A survey af 2 000 Bntish zonsumears by Ralixa Fro n June
2014 found it could Be coming) claser Vet the thanging
worldl af money raises some impartant gquesuons Mot
lzast among these is whether we any longsr know what
we mean by money For years aconomists and business
planniers have used the Bank of England's MO “narrow
rmonay” inotes and cains plus bank operational depasits
at the Bank of England) and M4 “broad monsey™ (notes
and coins plus bank azcount batances! definitions as

a guida to palicy-making and husiness planning

But an eclectic group of chianges means that s onomists
policymakers and businesses may naad 1o start thinking
about money in a complataly different way In no
particular ordar those changes include the launch of
myobila-based “digitsl wallet” apps such as Appzle Fay
and Square mizney being oadad onto prepaymeant

cards the emergence of digital currencies such as
Eitzain the growth of lacal “complementary curencias”
sush as tha Bnstol pownd anch the psputanty of non-
curency tocal exchan = rading schemes (LETS

Rewriting the rules

=oms o these changes will fEWI'IlJ- busmess rules and
crete winners and losers Constdar far axarmple mabile-
bazed “digtal wallet" apps The launch of 2pple Pay

i 2014 cowld be the first skirmish in o battls invalang
rivd app providars and cradit card companies CurrentC

a nival app davelopad by a consortium of big retailers

Jad by Walmart 1s ikely to launch in the USin 2015 If
successful s bound 1o mak e its way to Europe

Meanwhile Twitter co-founder Jack Corsay's digital
paymeant busingss Square has launchad a partnasship
with hot szl app Srapchiat to offer “snapcash” a
simple system that will allow its largely teenags users
1o share money as quickly as they tshare pictures.

Tha statas ui thas battle are ligh: not least the millichs
of pavnds in “swipe" faas whuch credit card cormparias
take whean customers buy from retailers The apps

are sad to celiver & double win — for consumers

who can pray secraly at the pont-of-sale with

theair rmcohile chone and for retalers who stand 1o
pocket some of the 1% to 3% total fees that waouldd
have been taban for processing the transastion

Eut cng of the biggsst posers in the changing waorld
of menay hasn the potantial of “ciypta-cumrancies”
such as Biteoin: They need ta operate as a medium
of exchange, a store of value and a urit of azeount
As amedium of sxchangs Bitcon 1s constranad

by the fazt that so few cutlets accept it in paymeant
Although this s expanding, in the US Blu2 chips such
as Dall Expedia and Ovarstock now azcept Biteoin. It
1S not yat arslialde store of valua because its price
against natcnal currencies can flucteats by as much
a5 23% a day or mor2 in excepticnal circumistances

It 1s howevar vary 2arly days but thare are clase paralizls
with the aarly days of the mternet Bitcomn is ths internat
of money [t would be wrong 1o write it off just yar It's
st its mfancy and will growe With 1ts open architasrura
1zl develop inta samething vary intersstng.
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Spotlight on: Bitcoin

Dacorfaing Bitzom 35 3 “giant pubhs 12 4a20 0 the
Aaud™t Jon Matsme essoutva directar at the
Eatzan Foundancn cbans that there was i reason
that tve eoapor Band 5 Couldin't tap nea the grawing
demand for the pesrtazesr orypta-murency,. “There
e opportumities for the banks to bessms Bizon
evchangas or ta setup rustsd eovaliets. There s
foreason thes nead o be run by t2enadsrs n
thawr bazements Thar2 iz ns fwatary of trust and this
12 someshere banl 2 certamly have an advantags
The st buzmessas the banking businsss ™

Thi= man retal bankb s csuld alsaioat tz operate the
maariant prozessing far retall Bitzon transanons
Al als set up systams of ssxraw for those
ran:a2uans that requrs sush 3 service. Bivzam andd
the burgeaning Bzl chan 2 suromy around s the
raapar dsmupusnoan the world of bankbing “You only
cet rasl hsraption when you chanas the monetary
vt of 3z zount and that's what Bitcom does™

Bitcoin eliminates most of the payment process. It is the internet of money

Conswm er

Spotlight on: Nymi

The future of payment includes all kinds of
clever new technologies, many of them still
in the very early stages of development.
One of these is a project by Canadian firm
Bionym, which has developed what it
grandly calls ‘the world’s first biometrically
authenticated wearable payment solution’
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Other changas in the world of money are the rasult

of a desire to marry socal outcomes to financial ones
rather than be led by tachnology. One example is the
development of local complamentary currencies, such
as the Bnstol Paund, designed 1o work alongside
Sterling rather than replaze it Indsed, users have to
purchase the Bristol currency an a pound for pound
lzasis with Sterling Because the Bristol pound is not
lega! tender, traders wha accept it do so valuntarily.

Complementary cumencies segk 10 genarata extra

trade for [ocal SMEs at the same time as reducing the
social exclusion of disadvantaged groups. The Bristol
Pound is used to encourage people to sat up food
buying groups which can negotate discounts with
suppliers. The same kinds of sacial objectives are
behind near-money projects such as local exchange
trading systems [LETS) or community-basesd mutual help
natworks in which people exchangs gaads and servizes
by using community cradit pomnits rather than monay

Comiplementary currencies and LETS uszo thair sozial
obyactives to change the way pecple think and use
maney. Butit could he that some of the bhiggest
behavioural shifts will be generated where technolagy
changes the nature of an indwiclual’s persenal finanaial
transastions. Paying with comns and notes was always an
anonymaus process Paying with digital mecha won't be.
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The brand consubtancy Mathod condusted an expeniment
to discaver what weuld happen when people’s private
spendir(g habits become common knowladget. The
expenment’s volunteers weare told to keep arecord

of every purchase na matter how small by taking

an Instagram picture of it 1t soon bacame clear that
maost of the volunteers found the process so ntrusive
they wantad to became anonymous 3gain. The
conclusion: whan pecpile’s spending becoines maore
visible they sesl 10 hehave as they helieve peaple
would want them to behave rather than how they do

Banks are aware of these trends and the challenge wall
be 1o use the next twe ta three years to build capabiliues
and flexibihty whilst managing the priorities of regulatory
change and lagacy systams, and 1o use thaw full trusted
brands. If the digitisation of money makes pesple’s
spending 2o transparent, it could be they will be sticking
with thosa notes and coins for some time to come
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/ LESSONS FROM
PREVIOUS
DISRUPTIONS

The impact of technology will be
fundamental in shaping the UK's retail
banking industry between now and 2024,
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Harvard Professor Clayton Christensen points outin
his book, The Innovators Dilemima, that no matter
how carefully you watch for it, you are l.!mlikely to see
the future coming and that the biggest companies
fail because they don't see the disruption coming.
They are busy innovating in existing product areas,
often at the more sophisticated, complex and
expensive end of a market and fail to spot new,
younger, cheuper and simpler entries that end up
stealing huge chunks of their core business.

Sorne of the main challengers in the retall banling
space arg not banks in any trazditional sense of the
word Retail hanks are competng with start-ups,
superrnarkets tech giants and coffee shops

As companies tend 1o innovate faster than then
customers' ngeds evolve Most organisattons
aventually end upz producing products ar services that
ars too sophistizated, expensive and complicated

for many of then customers This has certanly

been the case mretail banking whare more

praduct complexity hasn't led o greater customer
satisfaction or hetter customer experiences.

' Soume: The Futum of Retall Banking Consmnos, Movember 20

Disruptions within niche customer segments

Christensen defined a disruptive innavation as one
that allows a whole new population of consumers
at the bottom of a market access to a product or
service that was historically only ascessible to
conswmers with a lot of money or a lot of skill.

Charactaristics include lower gross margins, smaller
target markets and sunpler products and services.

Thase products may not apear as stlraclive as existing
solunons offered by traditional providers and may indeed
be within miche or lower end customer segmeants.

Some of the major disruptions in retail banking are
aimad at the lower end of the payment markat. Harce
tha likely success of the tie up batween Square and
Snapchat, The ability to exchangs manay betweaen
friencts instantly and simply is not a product likely to
excite the heads of innovation at the major banks. There
is simply not encugh margin to make it profitable. And
$0 a generation emerges with little or no sanse of

their bank as the key provider of payment services.
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Digital dizruption through intelligent uze Changing conzumer habits
of data drive dizruption
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AN EXCITING FUTURE
OF POSSIBILITIES

Major banks have faced minor disruptions for decudes,

from the invention of the ATM through to the arrival
of previous challsnger brands and new technologies,
such as IE Egg and First Direct. The difference is that
these innovations came from within the large banks
and most ware driven and directed by the banks
themselves. The current wave of disruption affecting
the industry is more profound. This is partly because
it is occurring {and being fuelled by) market reactions
to the financial crisis. Consumers, unimpressed with
the worst excesses of the large banks, have begun
te embrace new challenger brands and platforms,
particularly where these are built on direct peer-to-
peer interactions, rather than being controlled by
large, faceless institutions. These innovations and
developments are therefore more consumer-led.

The miajer banks need to respond guickly and react
mmbly, and vet they are increasmgly hampered not

anly by their lagacy systems and data management

but also by the increased costs of regulatory controls
and the need to focus so much enargy on remediation
There 1s therefore a widening gap hetween the desire
for change eon the part of consumers an«d the inability to
serve their changing neads on the part of the established
banks This has attracted the attention of a new wave

of finanoisl picneers. Entrepreneurs from all sorts of
different backgrounds, perhaps most notably tachinclogy
have leapt at the chance to develop new modals and
build new businesses that meet the unmet neads of
consumers. With so many davelopments and challengers
coming from outside the industry, itis not surprising
that the msjor players haven't reacted very quickly. As

i most industries the largest players spend the most
time watching each other and developing products and
sarvicas to match those of their nvals. ltis sasier to
launch a new kind of current account 1o match a close
rival’s new offering than 1o work out the opportunities
that a digital currency such as Bitzoin presents or 10 see
the value in social media or biometric authentication.

Shiould the current pattern of changes in markat
share conunue the g banks stand to lose a total of
10% myarket share by 2020 This would be painful but
not fatal for any of the main banks. However there
are clear indications that the rate of changa and tha
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davalopment of challengsrs will azcalerate Should
that projected 10% market share loss i nto 20%
30% o1 40% then wa'll be i a vary differsnt cimate

Regulators will conunue to pile the pressure on 1o ensure
that hanks develop sufficient protections 1o prevent

a further finangial coliapse, But thay will also have (o
start to take note of some of the new challengars

Its therefore encouraging to see them showing

positive signs towards investgatng the potential of
digital curencies Indesad the Treasury has launched 5
consultation on digital cumencies and set up a payments
regulatar. The form and effest of regulation remains 1o
be seen butit is unlitely to act as a major brake on the
arowth of new idess naw services and new ways for
consumers to interaszt financislly with each other and wath
retalsrs. not 1o mention their money and their bank

The future of retal banting 15 mvsre uncartam than it

has b=en far a generation but that future is also highly
exciting and full of possibiliues. To succeed | believe the
major banks will have 10 overcorne existing legasy issues
and embrace new maodels of behaviour and new ways

of mteracting with their customers. Offering great value

for money and excellent customer service have been
prerequisites for genuine success in banking far all eternity
and wiil remain at the heart of those who succeed in this
brave new world of banking. Beyond those certainties, the
rest s up for grabs While it is templing 1o see the current
challengers as presanting huge threats to established
banking players. it has to be remembered that these
nstitutions have survived many pravious disruptions. Theay
are full of smart people and have deep wallets relative 1o
the smaller players With intelligent leadership, it is nat
beyond the major banks to develop new sarvices or indaadl
to buy up challengers to become fast followars and protect
their market share well into the next decade and heyond.
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