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Digital Transformation and Banks
Trends and Pitfalls

Playing a game of catch up, banks have accel-
erated their digital banking transformation ef-
forts. They have invested increasing amounts
of capital and human resources into data
and advanced analytics, innovation, modern
technologies, back-office automation, and a
reimagined workforce with a mission to im-
prove the customer experience while reduc-
ing the cost to serve.

Much of the motivation is because the fintech
and big tech competitive landscape continues
to expand, offering simple engagement and
seamless experiences, causing customers to
fragment existing relationships with their ex-
isting bank providers.

The good news is that there are a multitude
of options available to work with third-par-
ty providers that can deploy solutions fast-
er than can be done if developed internally.
Incumbent institutions can also partner with
fintech and big tech competitors while mod-
ernizing their existing systems and processes
at the same time.

By : DR. ANDRE GHOLAM *

With every financial institution looking
to become more digitally future-ready, it is
more important than ever to understand the
evolving financial industry landscape. Each
organization will need to determine which
trends and priorities work within the param-
eters of existing and desired business models.
There is definitely pressure on traditional fi-
nancial institutions to act quickly and deci-
sively. Here are some of the most important
digital banking trends.

1. The Pursuit of Quick Wins

Banks must continue to invest heavily in dig-
ital banking transformation. The priorities of
where to invest depend on the current state
of digital maturity at each institution and
what investments can impact the customer
experience the most and the fastest.

Banka are aware that consumer expectations
are increasing at a pace faster than most in-
stitution’s ability to deliver.

Essential Components of Digital
Banking Transformation Success

Upgrade
systems and

Leverage modem
technologies

Become a data
and analytics leader

Foster innovation

* Consultant Informatique - PHD, CISA, CISM, CRISC, Professeur a L’US]J.
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While the essential components for digital
banking transformation success have not
changed, the strategies and tactics to achieve
success have shifted, with a great deal of
emphasis on ‘quick wins’ that can provide a
strong foundation for future advances.

For instance, a great deal of attention is being
placed on improving customer acquisition
and retention using data, analytics, and re-
imagined back-office operations supplement-
ed with process automation. The goal is to
reduce the time of new digital account open-
ing and loan application from a dismal 10-12
minutes to a much more consumer-friendly
speed of under 3 minutes.

Another area of emphasis will be how to
increase customer engagement across all
channels by introducing innovative product
offerings, providing enhanced financial man-
agement tools, expanding the availability of
compelling and contextual content, and in-
creasing proactive recommendations using
data and artificial intelligence (AI).

Digital banking transformation is a long-term
strategy with many short-term challenges.
According to Gartner, “The transformation
journey is taking most organizations at least
twice as long and costing twice as much as
originally anticipated” In large part this is
due to a lack of cultural readiness.

2. Data and AI Will Differentiate Winners
from Laggards
Data and analytics is the fuel that pow-
ers all other components of digital bank-
ing transformation. It is expected that the
combination of data and AI will be the most
important differentiator between winners
and losers in the marketplace. Customers
expect their financial institution to know
them, understand them and reward them - in
real-time — based on their daily lives and
changes in their financial profile. Using
internal resources, and partnering with
third-party solution providers, financial
institutions will be able to replicate the
intelligent experiences customers became
accustomed to during the pandemic with

Netlix, Instacart, Google, Amazon and others.
These experiences will become even more
ubiquitous as conversational AI makes
many consumer’s basic banking interactions
more proactive and human-like. Bank
of America has a significant lead in this
capability with their Al-powered virtual
assistant, Erica, while Wells Fargo just
announced the addition of an Al-powered
virtual assistant next year.

3. Shift to Mobile-First Customer Focus
Mobile-first digital banking transforma-
tion strategies are replacing legacy processes
across the majority of financial institutions.
Not to be confused with a mobile-only per-
spective, mobile-first digital transformation
means improving products, delivery and ex-
periences through a mobile lens. The impact
is to change business models to reflect chang-
ing consumer and business mobile banking
trends around simplicity, speed and engage-
ment. This is not just a UI/UX endeavor,
but a rethinking of everything (internal and
external) that impacts the customer.
Mobile-first is not an additional channel to
add to the digital transformation strategy, in-
stead, it should be acknowledged as the cat-
alyst for customer-centric applications and
future development.

This simple shift to a mobile-first perspective
opens up the innovation floodgates around
how to deliver insight-driven solutions that
can increase customer acquisition, custom-
er engagement, relationship expansion and
loyalty. Beyond this competitive edge, a mo-
bile-first approach will help to increase effi-
ciencies through the integration of Al, loca-
tion data, robotic process automation (RPA),
biometrics, etc. These enhancements are not
about the device as much as about how to
leverage the capabilities the device can un-
lock.

Mobile-first digital banking transformation is
an opportunity to ensure that your business
model is aligned around the customer and
that is has the ability to support digital bank-
ing products and solutions into the future.
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In most cases, applying the transformation
across both online and physical channels is
comparatively easy. In some cases, financial
institutions bypassed legacy branch process-
es, deploying digital devices to staff for im-
proved internal and external experiences.

4. Reinventing Back-Office Processes

While consumers are increasingly focused
on experiences that are driven by digital de-
vices, far too many financial institutions are
still supporting processes that rely on peo-
ple, paper and severely outdated back-office
processes that inhibit the deployment of fast,
simple and seamless solutions.

Instead of making existing back-office pro-
cesses digital, financial institutions should
‘start from scratch’ using new technologies
and automation to increase efficiency and
improve experiences. But how easy it is ?

By reworking IT architecture, leveraging data
and analytics, and automating repetitive pro-
cesses, financial institutions can have much
smaller units run value-added tasks, such as
deal origination, know your customer (KYC)
validation, basic collection and distribution
of data, etc.

Robotic process automation (RPA) provides
the benefits of cost reduction. increased ef-
ficiency, enhanced accuracy, improved cus-
tomer experiences, and seamless flexibility.

5. Increased Emphasis on ESG and DEI

The newest digital banking transformation
trend is an increased emphasis on environ-
mental and social issues that are more im-
portant than ever. As the number of con-
sumers, investors, and job seekers consider
an organizations” sustainability efforts as an
important criteria for doing business, digital
banking must be created with ESG (Environ-
mental, Social and Governance ) and DEI
(Diversity, Equity and Inclusion) in mind.
Data and analytics will support these initia-
tives, as they will allow financial institutions
to get results from their ESG projects that can
be reported to the public. As a bank realizes

that ESG is more of an opportunity than a
risk, the emphasis on climate change, social
issues, and other components of sustainabili-
ty will only increase.

Demands for greater gender and racial diver-
sity at management and board levels resulted
in many financial institutions pledging to re-
port on their DEI figures as well in an effort
to increase transparency.

6. An Evolving Workforce Model

According to Gartner, nearly three-quarters
of jobs had more than 40% of their required
skills change between 2016 and 2019. While
the shift to digital banking and the use of new
technologies are driving the need for new
skills, many of the new careers will require
soft skills, not just hard skills. “Financial in-
stitutions need employees who can collabo-
rate, innovate, adapt, and persevere through
business disruption,” Gartner states.

At the same time, close to three-quarters of
financial service employees increased their
work-from-home status, with 60% of finan-
cial service employees continuing to work
in a hybrid or remote environment. As in-
dicative of the term “The Great Resignation”,
millions of workers are abandoning the tradi-
tional work environment in favor of either a
hybrid working option, becoming part of the
gig economy, or leaving the active workforce
altogether.

As part of the digital banking transformation
evolution, financial institutions will need to
recognize that more than two-thirds of em-
ployees in all industries will consider flexible
working arrangements to be a differentiator
when selecting an employer. For many banks,
this will require a complete rethinking of
existing workforce models.

7. More of the Same ... With Increased Ur-

gency
This year difference in digital transformation
is the urgency to move forward and the im-
perative of speed.

While some organizations have kept pace
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with the changing marketplace, many others
have fallen further behind despite taking ac-
tion on many of the issues mentioned. The
problem remains that many organizations
continue to evaluate and deploy solutions at
the pace they have done traditionally. An-
nual plans need to be deployed in a quarter.
Monthly updates need to be done in days.
To remain competitive, the financial services
industry must embrace digital banking trans-
formation at digital speed. Internal and ex-
ternal modernization provides banks with
advantages that are broader and respond to
defined marketplace needs.

But what about pitfalls during the digital
transformation journey ?

It is a given that banks will embark on a dig-
ital transformation journey. But not every
institution will arrive at the destination they
expected.

Digital transformation efforts at some insti-
tutions do reach significant rewards in cus-
tomer retention, cost reductions and, most
importantly, positioning the organization for
a digital future. Other institutions seem lost,
stumbling around and implementing digital
initiatives seemingly without purpose. Still
others have a good handle on technology but
are taken aback when they realize they have
no control over rapid economic disruptions
that impact their business.

That is because implementing technology
is only one piece of successful digital transfor-
mation. Bankers also need to prioritize what is
most impactful, combine new technology with
legacy values and experiences, leverage part-
nerships and embrace a challenger mindset.
Why banks often lose their way on their
digital transformation journey and what
they should do to stop sabotaging their hard
work ? Some pitfalls were identified.

1. Shed Bad Habits
Because legacy financial institutions and their
infrastructures are so complex, digital trans-

formation costs a lot of money and requires a
lot of human capital and creativity.
Unfortunately, bankers bring a lot of baggage
to digital transformation that makes it chal-
lenging to achieve their objectives. One is a
culture that rewards action, not results.
Traditional banking culture is not compati-
ble with innovation. Bankers are trying to do
what they do faster or add things to the mix,
but they really need to rethink banking from
the core. Taking everything that your insti-
tution does today and moving it to the cloud
does not make your institution better.
Technology is rarely the obstacle for digital
transformation. More often, it is organiza-
tional, cultural and mindset issues that doom
transformation efforts.

2. Get Motivated to Change

Bankers are victims of their own success
since success does not create the motivation
to change. When nothing seems broken, it’s
difficult to see how broken things really are
Just because you have accounts does not
mean that you are not losing the relationship
to companies outside the traditional banking
industry.

Bankers seem not recognize the severity of
disruption until it is too late. Banks have to
realize that fintechs are not going to take
them on head on, but will bite away at their
value chain piece by piece.

3. Understand Platform Economics
Banking-as-a-service (BaaS) is a related trend
that will disrupt the industry the most. Every-
one is talking about this new business mod-
el but unfortunately, the majority of bankers
do not get yet how BaaS will fundamentally
change financial institutions’ relationships
with consumers.

The combination of open finance plus API,
messaging and data standardization puts the
consumer in control and pushes banks fur-
ther away. Consumers may not even know
what bank they are dealing with.

Winning at BaaS$ is all about leadership, not

rrr ol /7 Agaill Alagll




nnl calalg

technology. To do BaaS and have it coexist
alongside your traditional bank, you must un-
derstand the economics. This is a completely
different way to make money. It is complicat-
ed and you need the courage to drive a brand
new set of capabilities.

Not to mention that there will not be room
for everyone who wants to join the BaaS train.
There are too many banks and the world does
not need that many platforms.

4. Assume You Are Wrong

By now most bankers have heard the term
“fast fail” But it is human nature to keep
plugging away at something, even if it does
not appear to be working. And bankers are
no exception.

Anticipate that it is entirely possible that you
are wrong and plan accordingly.

Another mistake that bankers often make is
that they think they are innovating when they
are not. Often, they try to align innovation
with the bottom line, but innovation is less
about revenue and more about experimenta-
tion. And finally, bankers tend to aim for per-
fection. When you overthink a process, you
fall further and further behind. Perfection
works against innovation.

5. Make Banking Exciting to Attract Talent
As banks move from legacy systems to the
cloud and other newer technology platforms,
they need employees with new skill sets. But
these employees don’t want to work in bank-
ing. They would rather work in what they
consider more exciting or impactful indus-
tries like fintech or gaming. Let us face it:
Banking is not the hottest prospect for those
with marketable and in-demand technology
skills.

To attract talent, shift the job description
to make it more appealing. Emphasize that

employees will work on solving one of the
biggest problems humanity is facing or will
help build systems that can scale to serve five
billion customers at low cost and increase fi-
nancial inclusion.

Of course, to retain these employees, banks
have to deliver on that vision.

6. Move Transformation Out of the Shadows
Digital transformation traditionally takes
place in a dedicated business unit or depart-
ment responsible for specific projects but
digital transformation in a bubble does not
work, not because employees are not doing
good work, but they may be chasing their tail.
Instead, involve the entire institution by ask-
ing a deceptively simple question: Why am
I doing this ? How do these transformation
initiatives help my institution operate and re-
main viable in the fully digital economy ?
Digital transformation is not about what you
are going to do next but hitting the brakes
and recognizing that in a digital economy;,
having five different systems that don't talk to
each other is a serious problem.

It is not about bringing your legacy environ-
ment into the future, but about defining what
you want to become.

7. Build an Emotional Brand

Disney. Apple. Nike. Consumers are willing
to pay a premium for these brands because
they have an emotional connection to them.
Banks can also create brand awareness and
connection that goes beyond transactions
and is based on emotion.

The key is to focus on providing service to
consumers. There is a huge opportunity for
financial institutions to be both purposeful
and profitable at the same time.

Source : the Financial Brand
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The Economist- September 5th 2022 : yi.al)
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The Economist, 25 August 2021. How to avoid
energy rationing Politicians should pay at
tention to the latest economic literature.
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