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Digital Transformation in the Banking Sector

Banks’ executives are holding a loaded gun
pointed at their feet. The name on the gun
is “digital transformation.” Banks are deluded
into believing they are digitally transforming
their organizations when all they are doing is
deploying new tools for yesterday’s industry.
Digital transformation is an important
trend in banking since a few years. Similar
to its impact on other business domains,
technology is gradually reshaping the financial
services industry in every aspect. However,
the industry has a long way to go, and
banks are still dipping their toes in the
digital water.

Meanwhile, customers have changed too.
Gen-Z and Millennials expect traditional
financial organizations to act in a technol-
ogy-driven way, like Google or Apple do.
As a result, traditional players feel the urge
to introduce innovative and competitive
digital solutions to ensure long-term market
survival.

What Is Digital Transformation?

Digital transformation in banking is a
cultural, organizational and operation-
al change through technologies. In its most
basic sense, digital transformation is the
transition to digital customer services via the
internet. In a broader sense, digital transfor-
mation means improvements in a wide range
of areas related to offerings, process automa-
tion, customer experience, data integration,
organizational flexibility and sales.

This technological trend determines the
direction the industry is taking, and banks
need to consider technological advances in
their strategies. The pandemic-driven crisis

By : DR. ANDRE GHOLAM *

is only increasing the urgency. According to
Gartner, 69% of boards of directors say the
pandemic and the economic crisis are accel-
erating their digital initiatives.

Goal

So how do banks start the clock on their
digital journey ? First, it is important to
determine what effect the banks expect
from digitization. It is not enough to hope
for “good things” to happen. Let us get
specific : Digital transformation in bank-
ing means introducing customer-centricity,
integrationandinclusivity. Withtechnology,the
customer journey gets personal, automated
and cohesive within a single ecosystem.

The ultimate goal of digital transformation is
to understand and fulfill customers’ needs -
e.g., a mobile application becomes a universal
tool whether clients need to pay their bills,
transfer money online, apply for a loan or
receive information at the touch of a button.
This level of convenience helps banks main-
tain a reliable customer retention strategy,
reduce costs associated with attracting new
customers, facilitate onboarding and thus
increase revenue.

Preparation

Secondly, banks have to be aware of the
volume of investments required to achieve
the desired results. As said earlier, technology
plays a critical role in all business operations.
However, their effectiveness depends on how
the business uses these technologies. That
is why coming up with a clearly articulated
strategy is crucial to digital transformation
success.

* Consultant Informatique - PHD, CISA, CISM, CRISC, Professeur a L’US].
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Businesses must correctly assess and
manage the risks associated with digital trans-
formation, most notably possible data leakage,
unauthorized access to data and other
cybersecurity-related risks. Therefore, be-
fore drawing up a step-by-step plan for
digital transformation, it is necessary to
revise current business processes and IT
infrastructure across the board. Departmen-
tal managers have to analyze the security gaps
at the company level and find out how they
can be eliminated using digital solutions.
But don’t get the wrong idea : digital trans-
formation is not solely about the technolo-
gy itself. While developing and improving
customer experience, financial institutions
also establish a culture of innovation for
employees. Work processes automation
implies radical shifts in employee behavior,
so the training of employees should be at the
top of the digital agenda.

Results

Digital transformation initiatives will not
come cheap. The customer-centric mindset
requires constant improvement of technolo-
gies. However, is there a price tag on innova-
tion ? After all, banks invest in their organi-
zation’s future via robust IT platforms. If they
aspire to provide first-rate financial services
and outperform competitors, giving a green
light is a costly yet necessary decision.

Here are the results banks can expect from
digital transformation. First, the unprece-
dented level of convenience, when clients
have easy access to easy-to-use mobile appli-
cations and services. Second, the connectivity
that lets users stay in touch with their bank
24/7. Finally, the innovation that helps bank
institutions keep up with digital trends.

The sector’s transformation means that banks
are beginning to offer fully digital services,
minimize direct interaction with clients and
introduce powerful and agile banking IT
products and systems. This means bank insti-
tutions are becoming technology companies

in their own right. The synergy of IT and
marketing departments within a bank creates
the opportunity to deliver digital products
internally and externally.

This level of technological agility, with flexi-
ble services, new business models and faster
time-to-market is the essence of digital trans-
formation.

Ultimately, digital strategy initiatives by

banks result in:

« Elimination of paperwork.

o Less time spent servicing clients, conduct-
ing transactions and settlements.

« Increased productivity.

 Organizational transparency.

« Effective teamwork.

» Lower operational costs.

o Risk reduction in core activities.

« More revenue.

It is hard to believe that banks are as far along
in their digital transformations as they think
they are. Among other requirements, digital
transformation efforts should be addressing
core system limitations and emerging arti-
ficial intelligence (AI) tools and technolo-
gies—but they are not.

Replacing Legacy Technology

Just 16% of financial institutions said their
core vendors have made “significant” contri-
butions to their digital transformation efforts.
One respondent to a survey commented:
“While fintechs and other vendors tout that
even small institutions can compete digitally,
we are handcuffed by the slowness and un-
willingness of core provider to support inte-
grations. And have found that what is in sales
pitch then has challenges to overcome in or-
der to accomplish, even if possible.”

Another commented:

“The future is not monolithic platforms the Big
3 continue to shove down our throats. The shift
towards the cloud and open APIs is inevitable.
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We need core solutions with fully document-
ed and open REST APIs without needing to
spend an additional seven figures on platforms
like Mulesoft. We also need core vendors will-
ing to put together their own low-code/no-code
software factories so we can easily extend the
core.

The blame cannot be totally pinned on the
vendors, however.

Seven in 10 banks do not plan to replace their
core systems as part of their digital transfor-
mation. In addition, few have deployed - or
plan to deploy - core integration/ middleware
platforms or payment hubs. Without these
platforms and without replacing the core sys-
tem, it is hard to see how digital transforma-
tion can be achieved.

Deploying AI Tools and Technologies
Conversational Al is becoming a foundation-
al technology in banking. Why?

o Process quality. Abandonment rates for
digital product applications in banking are
horrendously high. Even more trouble-
some: just a minority of institutions fol-
low up with would-be applicants within a
business day. That is unacceptable. Banks
need to make conversational Al tools com-
ponents of critical business processes—not
just generic sales and service tools.

o Data. Attempts to codify and store “data”
collected through human interactions—
and even from clickstream data—is in-
complete, generally inaccessible to other
applications that could benefit from the
data, and hard to analyze. Data gleaned
from chatbot interactions can overcome
these shortcomings. Banks need to make
chatbots part of their data management
strategies—not just their sales and service
strategies.

 Personalization. Too many banks think of
personalization in terms of personalized

messages. Smart banks understand that
good personalization requires personalized
conversations. They still wrestle, however,
with getting the data to deliver good per-
sonalization, and creating opportunities to
have personalized conversations.

Banks are Not Transforming for the Future
of Banking

Underlying the shortcomings in banks’ trans-
formation efforts is this one problem: Few are
transforming for the future of the industry,
while most are “transforming” for yesterday’s
industry.

In other words, they are simply playing catch-
up, making investments and changes they
should have made five (or more) years ago.

While the future is uncertain and the end is

always near, there are trends that will lead

to a different banking industry than the one
that exists today, one that include:

1. Embedded finance. Embedded finance -
the integration of financial services into
non-financial websites, mobile apps, and
business processes - will help banks gen-
erate roughly $50 billion in banking-as-
a-service (BaaS) revenue according to an
upcoming Cornerstone Advisors report.
Few banks, however, have identified Baa$S
as a strategic priority for their organiza-
tion.

2. DeFi. In its definition of decentralized
finance (DeFi), ethereum.org says DeFi
“uses cryptocurrencies and smart con-
tracts to provide services that don’t need
intermediaries.” An analyst believes “when
it comes to funding real-world lending
activity, DeFi may excel” and writes: “A
DeFi protocol performs true peer-to-peer
lending. It never holds the asset; it just sets
the price between borrowers and lenders.
It serves the core function of lending at
ultra-low cost because it has almost zero
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fixed costs. In essence, DeFi could cut out
the middleman.”
He goes on to say:
“Many will suggest the goal [of DeFi] is
to cut out the middleman, and that’s not
wrong; I think it just misses the point. I
don’t think we’ll live in a world with no
middlemen (they’re already evolving in the
DeFi landscape). But I do believe [DeFi is]
building an alternative economic backbone
for the digital economy.”

3. Metaverse. In a blog post titled Metaverse,
the end of banking digital transformation?,
CoinYuppie speculates that the metaverse
will change banking in a number of ways
including:

o Identify verification. In the metaverse,
identity verification will be performed via
VR glasses and Metaverse sensor devices
which contain a security chip.

o Real-time creation of financial products.
In the meta universe, virtual product
managers use gestures to drag and drop
the entire process of digital product man-
ufacturing.

« Games and attractions become a source
of bank traffic. Banks can open branches
on Mount Everest, in the Tarim Basin, on
the Kunlun Mountains, or in Jiuzhaigou.
The bank will combine these magnificent
landmarks to fully personalize its branch-
es and display its products.

The Digital Transformation Bottom Line

Bank execs need to stop playing this game
of digital transformation charades, and rec-
ognize that although what they call “digital
transformation” may be beneficial to their in-

stitutions short term performance, it is not
very transformational.

The problem for many banks is that their so-
called digital transformation efforts are not
strategic. In fact, in many institutions, digital
transformation strategy is not even a part of
the organization’s overall strategic planning
process. That does not make any sense.

Then there are the institutions who claim
that digital transformation is about “cultural”
change - not technological change. Really ?
Then you might as believe that the Earth is
flat if you are going to persist with that view.
Management fads all have a life cycle, and the
changing dynamics of the banking industry
is accelerating the end of the digital transfor-
mation fad.

Conclusion

As tech-savvy fintechs enter the market, big
banks are beginning to reap the benefits of
adopting technology. For instance, Bank
of America now receives more deposits via
mobile than its brick-and-mortar branch-
es. Banks must use technology to transform
products, attract customers, empower em-
ployees and optimize operations. Technol-
ogies can shape the future only when they
permeate all internal and external levels of a
bank’s activities.

Contrary to common misconceptions, the
digital transformation will not make tradi-
tional banking institutions go extinct. In-
stead, it is an opportunity to reimagine finan-
cial services, making banks customer-centric,
innovation-driven and future-ready.

Source : Forbes
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