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INTRODUCTION

At first glance, a possible facetious question, or maybe a confronting theory.
When Australia’'s payments community gathered at a Sydney round table
recently to unpack and explore this theme, it quickly evolved into an existential
question for banking as we know it today. Technology has radically changed the
landscape in the last five years and continues to do so at an ever-accelerating
rate. Many of the things that were hard have now been solved. Are banks as we
know them in a slow but in terminal decline? What does the future of banking
look like when you apply a technology lens, and does it need to radically evolve to
maintain relevance and become more customer-centric? Bill Gates's words of
1994, “Banking is necessary, but banks are not” were hard to understand at the
time but now seem prescient.

By session end, the prevailing presumption, that banking is of course bigger, with
bigger balance sheets and a wide array of financial services did not stand up to
scrutiny and could well be under threat as new trends emerge from fintechs to
tech giants that will almost certainly erode their % of total financial assets, their
balance sheets, and their role in the lives of consumers and businesses.

Whilst on many metrics, banking is clearly bigger than payments right now, the
conclusion of our round table is that this is rapidly evolving with tectonic shifts
occurring in this tightly coupled and symbiotic relationship, in a complex
ecosystem with many moving parts. There is a mutual dependence, banks can't
exist without a payments facility as it is the payments channel that is moving
funds around the balance sheet. It is also driving much innovation. Yet banks
bookend every payments transaction as the first and last leg - and one can't
participate in the payment system without banks.

There is the sense we have barely scratched the surface especially as the
examination of the impact of digital currencies and instantaneous blockchain
movements is only just beginning and other trends, such as embedded loT
systems and digital ID, are yet to be explored.

As in many of our conversations recently, it all comes down to trust. We say that
data is the oil of the economy, but without trust, will the supply of data drain?

Who do we trust - payments or banking?
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THE THREE FI'S (FINANCE)

Kristofer Rogers, GM of Mambu ANZ, and our host for the evening, set the
scene to frame our discussion with an overview of the 3 Fis of banking:

1) Emerging Finance - which is all about the technology

2) Embedded Finance - which deals with the “Platformification” of Payments and
Banking and

3) Alternative Finance - which looks at new ways of servicing the customer.

Emerging Finance technology has changed everything in this landscape from 5
years ago, but there is general agreement that banking, in particular, with its
legacy monolithic technology in core banking, is lagging behind and just not
moving as fast as the peripheral parts of the ecosystem.

Payments has manifested itself as the poster child of where technology can take
a sector, with evolving technology and better connectivity driving Real-Time
Payments, and is far more innovative than where banking currently sits. Change is
tangible and rapid and 2020 expedited the embrace of new customer
behaviours. Tap and Pay increased in Australia last year by more than 60%.

Embedded Finance is driving huge change. More and more customers are not
going to a branch and not interfacing with banks. Consumers expect to trigger
payments in social networks and banking services through different eco systems
and again through different platforms.

Do consumers even care how a payment works or where a banking
service originates?

Overlaying all this is Alternative Finance: including payments such as Buy Now
Pay Later (BNPL,) which are increasingly prevalent and redesign what Financial
Services actually are.

But will the current market trend in Banking as a Service
announcements lead to saturation, or are we seeing market validation
and viability becoming the way in which we on sell our license for non-

financial service providers to provide financial services?
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IT'S ALL ABOUT TRUST

Trust was an abiding theme and, whilst clearly important to consumers, there is
also a view that this can be easily traded for value such as convenience. There is
large scale apathy, and regulation perhaps becomes a proxy for trust.

We may not trust banks but do we trust Big Tech with our key chain and access to

platforms? It's probably fair to say we do trust banks to keep our money safe even
if the customer experience is often poor.

Do we trust them with our data?

Do we trust that the bank has our best interests at heart?
Do they know us and acknowledge our habits?
Reward us?

Help us achieve our goals?

These are all new elements and expectations of trust evolving quickly, especially
for digital natives, though generational difference in the uptake of banking and
payments technology has eroded somewhat in 2020 with the need for everyone
to embrace the use of COVID-19 check in apps. Once consumers of any
generation have a positive, digital self-service experience - they don't go back.

Many people, especially older generations, still believe we need a custodian of
our financial well-being - but is that the banks anymore? Will younger
generations trust any large institution? And as banks recede from the front-end
consumer interaction, it is not clear if consumers, especially digital natives, widely
understand or value the surety in the regulatory framework that protects their
money if something goes wrong.

There is an accelerating trend for large vertical and enterprise plays to provide
financial services because they own a trusted customer relationship where every
payment for now ultimately begins and ends with a bank. Embedded Finance now
means there is huge potential for banking services to be offered in services and
applications by other trusted brands such as telcos, which is a growing trend in
overseas markets.

Does Banking as a Service open this potential?
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THE PLACE BANKING PLAYS

Recent Google research concluded the average consumer visits their branch 10
times a year, which seems extraordinarily high, makes 300 digital and mobile
banking visits, and has 3,000 touchpoints with digital payment ecosystems -
underlying the theory that banks are getting further from their customers.

The primary function of a bank was considered and ultimately, it's about a safe
harbour of assets and a provider of credit. Everything else is a permutation of
different business models and is increasingly open to other players, perhaps
eventually leading to fewer banks with a focus on core banking and backend
services, leaving fintechs and others leveraging new business models to cherry-
pick lucrative services - as we already see in cross border payments and other
vertical offerings focused on lending and tailored credit.

This primary value and purpose is not widely perceived as exciting, nor its'
complexity and associated risks fully understood. A fundamental theme emerged
about the perceived value and customer experience.

We don’t buy trust.
We buy value.

We may not trust Big Tech, but their customer experience is often fabulous and
consumers want the value of that experience. Big Tech provides new distribution
channels into the banks payments , but they arent becoming banks and getting
licenses - for now at least.

It can be argued that we are seeing the same trend on enterprise value,
especially for SME's, where anything as a service is selling like hotcakes. But will
there be a slowdown on this trend with the heightened awareness of
Cyberthreats? A topic that was not explored at this event, but which we will revisit.

Macquarie Bank in Australia has stated publicly that they are building an eco-
system today with Google where they expect that in 5 years from now, 90% of
their transactions won't be through a Macquarie bank property, either with the
website or their app. They are designing for the embedded finance world. Big
Tech players will be central to this world, but there is an increasing number of
players in this ecosystem.
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THE PLACE BANKING PLAYS

The challenge for banks is to understand what value they offer to their customers
in this increasingly digital world, as they move further away from end touch
points, where customers tangibly perceive value. BNPL players, for example, are
closer to what consumers are doing in their lives. Furthermore, Embedded
Finance means banking services can be distributed widely, and in services and
brands where customers might not previously have expected.

Do we even care how a payment works or where a banking service
originates or just what brand is actually enabling the payment we need?

A lot of new players like the neo banks (and mutual banks with Banking as a
Service (BaaS)) are taking a bet that we are flexible with our trust and can
dispense with our loyalty if it makes our lives are easier.

Central to that trust and value equation is the rich data treasure generated in the
payments ecosystem. Consumers are unaware of just how much value this mass
data offers. With fee income from payment transactions trending downwards and
costs rising, how can banks extract value from the payment flow to inform other
decisions or be commercialised without breaching trust?

What will consumers get in return for their data?

Collaborate to Innovate

Is PAYMENTS
bigger
than banking?

EP/ ) MAMBU

ASIA

Quote of the Month with Kristofer Rogers May 2021 - YouTube
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https://www.youtube.com/watch?v=_M6TwKFq044

WHO OWN'S THE CUSTOMER?

The ecosystem is getting more complex and value will flow to the players
providing the best Customer Experience, generally this means the most
frictionless and most helpful. Customers ultimately gravitate to whatever makes
their lives easier and may use many payment apps to solve specific needs. This
means multiple validation and fraud checks and there maybe scope in the
industry to leverage technology to look at how all this comes together to ensure
optimum customer experience is protected.

Emerging Finance technology empowers consumers with choice, and the
disrupters are winning crucial business providing more effective customer service
without the yoke of legacy technology. Customers main need for money is still to
borrow, to save and to transact. Therefore, what's really shifting is how services
are being offered, and by whom, and there is a growing shift away from
traditional banking products to customer value proposition.

Will banks retreat from the front end and leave it to faster nimbler
players solving possibly niche and specific problems packaged up in an
excellent and compelling customer experience?

A fascinating example shared in our round table was South Korea's first internet-
only bank emerging from a text messaging app Kakao Talk. Having established a
strong user base, they took advantage of the new regulations and got a banking
license and launched to digital natives. Within two weeks they converted 2 million
customers to banking customers, and were profitable in their 2nd year as a bank.

So, it seems the bank's grip on the customer journey is loosening and they no
longer own the customer. Yet ultimately, from a regulatory perspective, they do
own and must know the customer (KYC).

Technology puts ownership squarely back to the consumer and enables
them to own their own journey and they will decide on which payment
app, digital wallet or other service on their phone they will use.
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CONCLUSION

It's hard for the banks to ignore the noise that fintech is generating. Not only is
fintech innovating around every aspect of the existing banks technology base,
butthey arealso growingsignificantly faster in value, and there are seismic shifts
ahead with huge potential for increasing disruption.

But the topic that continues to evolve is around understanding the core strength
of the banks and how their future role will be defined. They carry the regulatory
responsibility and deliver on banking security and compliance with all its inherent
costs and overheads. Core Banking has to be robust.

Without a doubt they still retain a sticky customer relationship, and they
are a secure trusted provider - but for how long?

Banking as a Service (BaaS) is increasingly being embraced by existing and new
players. New cloud core banking systems can be implemented as quick as 3 to 6
months. The call to action for traditional banks is now to re-imagine how they can
play. To consider potential new revenue streams, and product lines, as they lose
ground to the usurpers in an environment where more change is the only
guarantee. Most recently BPNL(Buy-Now-Pay-Later) has been a huge

disruptor and the industry wonders where the next big innovation will come
from. As has been seen, new entrants move much quicker than regulatory
bodies.

We always turn to the experts for sponsorships

Thank you Mambu for making this event possible

) MAMBU
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CONCLUSION

Message from EPA Asia

This article highlights a theme that is core to the payments community.
Traditionally payments have been exclusively at the core of banking, but as this
document highlights there is a growing momentum towards payments becoming
specialised and focused in their innovation, and hence why we explore the very
topic of ‘payments bigger than banking'.

Since we held this session the world continues to change rapidly in payments,
and one story that came to the fore in the UK in July 2021 was the news that
Tesco (UKs largest supermarket chain) was closing its bank. But the real story is
that in closing the bank they are shifting the payments function to become part of
the Tesco Clubcard’ scheme. This move is expected to reduce costs, reduce
compliance burden while giving the customers more of what they require. So the
story is not about closing the bank, but in fact leading with Payments.

Given the interest spurned in this broad topic EPA Asia will be including this on
the future agenda to watch the payments and banking trend. And this paper will
form the basis of future events, including plans for a regional event in Q4 2021,
which will see EPA Asia from Singapore will be focusing on how ASEAN is seeing
this trend.

If you want to get involved to know more then reach to us at
info@emergingpaymentsasia.org.

EPAA would like to thank Marie Holmes
for her support in creating this report.

Marie is a business leader with extensive
experience scaling high-growth technology
businesses in APAC with a

strong focus on new and

transformational &V
technologies, strategy and S
innovation. She has a ‘\‘* .
strong interest in the

payments ecosystem.
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