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Aman Narian, global head of digital with Standard Chartered Bank, sums 
up this vast uncharted territory well: 

 We are at the beginning of the beginning when it comes to mobile . . . 
we have still not used the hardware and software integration of a 
mobile phone—voice message tags, talk to your mobile banking 
app . . . biometrics with touch ID coming to iPhone . . . there is 
much to do. . . .”2

 Aman sums up how much of the banking industry thinks about mobile—
as a vast uncharted territory. Consider ING DIRECT Canada (recently re-
named Tangerine). Eighteen percent of today’s banking transactions are 
happening on mobile phones; that number was zero two years ago. More 
than 12 percent of all money transfers, 18 percent of all bill payments, and 
17 percent of e‐mail money transfers are now conducted using mobile phones.  3

 Mobile devices are becoming consumers’ primary computing device, and 
with that, a new set of possibilities open up for fi nancial institutions interested 
in capturing new markets. These new markets come about as a result of the 
unique software and hardware attributes associated with a mobile device.

 Customer expectations have skyrocketed now that mobile can bring 
rich, personalized experiences to any smartphone. And as a result, it’s more 
important than ever for fi nancial institutions and commerce companies to 
operate with a “mobile fi rst” mind‐set. We are already seeing examples of 
how users are leveraging their mobile devices to disrupt the traditional re-
tail commerce paradigm in the form of “showrooming.” Consumers will
look in physical stores, and then simply look up the item on the mobile 
phone and order it. The Comscore survey shown in Figure   1.1    helps explain
why people are showrooming—72 percent simply fi nd a better price online.

FIGURE 1.1       “Showrooming” Is Driving More Spending Online
  Source: Business Insider, Comscore.
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pure online retail continues to be very small, and pure offl ine retail is ac-
tually shrinking, although it is over 10 times larger than online shopping
today—approximately $3 trillion in the United States. Online shopping, in
contrast, will account for just 10 percent of retail sales by 2017 according 
to Forrester Research.

  However, what continues to grow signifi cantly is multichannel shop-
ping, which is six times greater than online shopping. That requires 
payment providers, retailers, and the fi nancial services and commerce eco-
systems to think deeply about how they can unite their channels. Mobile 
will most often be the connection point, the bridge between the world of 
physical and digital because, as we’ve seen, mobile is something that is
always with most people, even when they sleep! All of these innovations 
point to the fact that with the invention of new ways to interact in a com-
merce context come with fundamental changes in the way we shop and 
pay for things. The mobile phone can allow the consumer to engage with 
the merchant when they walk in the store and know signifi cantly more—
your potential wish lists, how often you shop, what you shop for, and what 
promotions might be most relevant to you at the moment. It can make the 
process of shopping and connecting to the store much more personal. In 
the process, your card might already be on fi le, and at some point, as new 
ways of tagging inventory become available, payment could take place 
automatically upon leaving.

 We also see blurring between offl ine and online with mobile applications
that allow us to complete transactions for things in the physical world. For 

FIGURE 1.2       Total U.S. Retail Revenues 
Sources:  PayPal, Milo.com, Forrester Report (“U.S. Online Sales Forecast: 
2008–2013,” February 2, 2009).  
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recognizing that mobile is the convergence point among commerce, the In-
ternet, and traditional shopping at physical locations. 

 Square and PayPal both started out in a very similar manner, address-
ing a signifi cant small business pain point—how to accept payments in a 
frictionless manner. Both saw an opportunity to help small businesses that 
often did not pass the underwriting criteria to obtain a merchant account 
to accept payments, usually because they were too new or too small. In the
case of PayPal, its initial focus 15 years ago started with enabling online 
businesses to quickly accept payments in a secure manner. Square’s initial fo-
cus started with serving underserved microbusinesses in the physical world 
that also needed an ability to accept credit card and debit card payments 
(see Figure   1.3   ). Serving these customers required completely altering the
underwriting criteria used to assess merchant credit risk, and a deep un-
derstanding of design—a mobile or online experience that could be signifi -
cantly better than anything on the market today. Economically reasonable,

 FIGURE 1.3   Square Wallet’s Virtual Punch Card 
  Source:  Jim Bruene, Online Banking Report.  
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the next time you are near the merchant, Square will automatically
remind you (via popup message) to come back and buy from that 
merchant. And even if it’s six months later, you get a second punch
on that virtual card. And if all goes well for the merchant, the in-
cremental sales mount up, and you are well on your way to a com-
plimentary mocha. And all your previous transactions, with fully 
itemized receipts, are available within the Square app. It’s truly the 
future of payments. . . .   

 How might a bank consider partnering with Square? Consider the recent 
announcement by U.S. Bank to add Square to its digital wallet options avail-
able to customers via their iOS and Android smartphones (see Figure   1.4   ). 
As mentioned in a recent article: 

 Customers can link their U.S. Bank credit, debit, or prepaid account 
to the Square application to make purchases from their smartphone. 

 FIGURE 1.4   Receiving Money in Your Bank Account through Square 
  Source: Dan Schatt (screen shot of author’s Citibank account credited from Square).  
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 FIGURE 1.6   PayPal Mobile App 
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Money originates with a bank customer and arrives in a recipient’s PayPal
account, which can be opened immediately if the recipient does not have 
a PayPal account.  15   What’s more, PayPal’s highly innovative partnerships
with companies such as MoneyGram allow the recipient to deposit or with-
draw cash at many locations simply using their mobile phone. In the case 
of MoneyGram, a customer can simply indicate to the MoneyGram agent 
where they would like to pick up the cash, and can immediately withdraw
money. What makes these innovations particularly interesting is that the 
banks can now charge their customers for real‐time international money 
movement at a fraction of the rate of a normal wire transfer. What’s more,
the banks can, to a large degree, control the user experience on their mobile 
channel and can partner with a trusted provider, who can help them navi-
gate the myriad of complex money transmitter laws. Often, technology
companies such as PayPal can more easily architect their systems to help 
banks meet and exceed various regulatory requirements required of them.

    Mobile Commerce through Tokenization 

 We’ve just discussed how banks can align with tech companies such as Pay-
Pal and Square to keep mindshare with their customers and develop pos-
sible revenue streams. While PayPal and Square both continue their push to 
unite e‐commerce, m‐commerce, and physical commerce, other democratiz-
ing elements of mobile commerce are beginning to light up that will allow 

 FIGURE 1.7   Mobile Screenshots
  Source:  Dan Schatt (iPhone screenshots of banks utilizing PayPal).
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phone architecture, it could also alleviate the need to have a signifi cant 
number of ecosystem participants that would have to be involved to 
securely load credentials on a secure element. Cherian Abraham, an 
expert in the space and longtime commentator, recently wrote the fol-
lowing in his blog: 

  . . . It had become absurd that one must enquire upon Carrier, Plat-
form, Issuer and Device support before installing an NFC payment 
app, much less use it. Talk about fragmentation. This was a problem 
only Google could begin to fi x—by removing the absurd limitations 
put in place in the name of security—but in truth existed because of 
profi t, control and convenience. 22

 FIGURE 1.8   Discover Card 
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rules of payments within its ecosystem. In the physical world of com-
merce, of the many things Apple’s future points to, many hope that the ini-
tial release of Apple’s fi ngerprint sensor signals the demise of future user 
IDs and passwords. Could we be looking at a future environment where 
payments are only a fi ngerprint away? Quite possibly, but Apple hasn’t 
made any defi nitive moves yet. While banks may be concerned about the 
subjugation of the brand inside Apple’s Passbook application, the reality 
is that the digitization of payments offers just as many potential opportu-
nities. We’ll discuss some of the other notable developments with Apple 
in later chapters, but there are quite a few opportunities in store for the 
banking industry to leverage Passbook for offers and promotions similar 
to retailers. Consider Texas Roadhouse, a Texas restaurant chain that re-
cently promoted its offers through texting, and got people to install their 
offer on Passbook. They claim to have generated a 37 percent installation 
rate, with 32 percent of users who clicked through actually redeeming 
the offers. These offers are particularly powerful when combining them 
with the location‐aware feature of passes that alerts users when they’re 
within a certain distance of the restaurant to redeem the offer. The loyalty 
club achieved a 45 percent net growth rate during its fi rst six months and 
a 17 percent average offer redemption rate.  24   Now imagine if a bank’s 
card is promoted in the same way. As my friend Jim Bruene has said, 
“The main reason Passbook is such a big deal, besides the Apple halo 

 FIGURE 1.9   Apple’s Passbook 
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     THE UBER-IZATION OF MOBILE 

 Uber is a very fast‐growing transport services company, accessed through an 
application on a smartphone (see Figure   1.11   ). It is also the poster child in 
describing how the mobile phone is revolutionizing industries and the cus-
tomer experience. Need to get somewhere? Want a car within the next few 
minutes? Push a button on your Uber mobile application, and within 5 to
15 minutes a driver will show up at your door and take you anywhere you
need to go. Once you’ve arrived, simply get out of the car and leave. There’s 
no need to pay since your credit card is on fi le with your Uber account and
you’ll be automatically charged. This “one‐click” experience has inspired a 
host of other one‐click services that take friction out of many daily things 
consumers do. Watching your Uber driver approaching your location on 
GPS changes the experience of taxis and limos, while at the same time pro-
viding total transparency throughout the value chain, from dispatcher to
driver to fl eet manager.

  As apps with frictionless experiences continue to increase in popular-
ity, we see that consumers are not afraid to spend signifi cant amounts of 

FIGURE 1.10   Consumers Are Purchasing Higher‐Ticket Items with Their 
Smartphones
Source:  Data from maxymiser.com.
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money using their mobile phone. eBay’s new eBay Now application (see 
Figure   1.12   ) allows consumers to receive their merchandise in an hour 
or less in a very personalized way. Thanks to location‐based services, the 
courier who is immediately assigned for delivery can deliver the item to 
wherever the consumer happens to be. Not only do you know who your 
courier is, you can track them every step of the way, just as they can 
track exactly where the delivery should come. Not everything requires 
a real‐time experience, but we’ll see a growing number of use cases 
where real‐time services can be incredibly valuable. More than once, I’ve 
landed in New York and forgot my iPhone charger. I don’t want to have 
to fi nd a store to buy it. I want it delivered to me so I can get my phone 
charged. In this case, not only is this a terrifi c experience, but mobile has 
fundamentally reshaped how distribution is done—a mobile‐to‐mobile 
delivery marketplace can provide signifi cant effi ciencies, and the delivery 
happens directly to the mobile device, so a courier can’t miss where the 
recipient is. If the recipient walks across the street, the delivery person 
knows exactly where they are. 

 FIGURE 1.11   Uber App
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    “TOP OF WALLET” TO “TOP OF MOBILE”

 What is the relationship between Uber, eBay, and the impact of a growing 
mobile commerce trend on the fi nancial services landscape? Today, compa-
nies like Braintree, which help enable the one‐click payment services, may
be some of the biggest potential partners for banks that need to fi nd ways
of encouraging use of debit or credit card accounts with their customers and 
the growing use of mobile apps their customers use. As it becomes increas-
ingly easy to make purchases for any good or service, consumers will no 
longer have a need to reach inside their physical wallet and actively think
about which payment instrument they intend to use. Over time, consumers 
will become immune to the marketing messages of various payment cards 
because they will no longer be consciously choosing which payment instru-
ment to pay with; in many cases, the card will have already been uploaded
to a cloud‐based service. While companies like Uber make the payments 
experience nearly invisible to the consumer, the impact to issuers of credit 
and debit cards can be startling. How can a fi nancial institution that issues 

 FIGURE 1.12   eBay Now 
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when paying on their mobile phone. Certainly, key partnerships with com-
panies like eBay, Google, and Facebook (to be discussed later) can be impor-
tant in this respect, to ensure that a bank’s customers can permit their card 
to be used automatically in as many places as possible. 

 We haven’t yet discussed what is happening in the case of face‐to‐face 
transactions, what I refer to as proximity payments.  Those transactions re-
quire a common way of interacting with many legacy point‐of‐sale systems. 
And as we have seen from Apple’s Passbook, perhaps the easiest technology 
to make universally available is the QR code. Although the bar code has
been around for over 30 years, it is making a comeback in a big way, now
that smartphones can tokenize the information and make it available on a 
high‐resolution screen. As you can see from Figure   1.13   , PayPal has been 
active with QR codes, having signed an agreement with McDonald’s France
that ultimately allows customers to pay at the point of sale by having the 
cashier simply scan the QR code in the application. 

    WHAT BANKS CAN LEARN FROM STARBUCKS 

 Starbucks is arguably the most advanced retailer in the United States when it 
comes to the number of their consumers that are using their mobile applica-
tion to make payments at Starbucks locations (Figure   1.14   ). CEO Howard

 FIGURE 1.13   PayPal’s Mobile Experience at McDonald’s France 
  Source:  PayPal.  
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Schultz has gone so far as to declare that a combination of mobile payments
and social networking are central to the company’s blueprint for growth. 

  Starbucks is a unique retailer that is able to take advantage of its recurring, 
caffeine‐addicted user base and its tremendous retailing competency. There is a 
lot banks can learn from its mobile payments success. Today, mobile payments 
account for a full 10 percent of all in‐store purchases.  27   These purchases are7

done by holding the phone up to a scanner at the register, similar to how grocer-
ies are scanned. Given the high resolution associated with smartphones, and the 
general availability of scanners, QR codes have come back in force.

 How can banks take advantage of this trend? Some companies such as 
Paydiant allow banks to build QR codes into their mobile banking experience, 
enabling them to present cards in this digital format. Paydiant does not have 
a consumer brand; its entire business model is associated with the building of 
a platform and a white‐labeled solution for banks and retailers. Its message to 
banks is that it can help them launch their own mobile payment applications 
instead of letting wireless carriers, payment processors, and Internet compa-
nies get between banks and their banking customers. 

 While this can allow consumers to leave their wallet at home, it doesn’t 
necessarily lead to more convenience—swiping a card is still faster than 
taking your phone, entering your password, and having the barcode appear. 

 FIGURE 1.14   Starbucks App 
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service. Although small, its recent partnership with Heartland Payment Sys-
tems should give it a larger reach into restaurants and convenience stores. It 
offers a combined loyalty, rewards, and payment experience that can poten-
tially deepen bank relationships with its customers through more personal-
ized offers. Its signature product offers deals and discounts at participating
merchants. Users locate offers they’d like, and they generate QR codes on 
their phones that are scanned at the point of sale. 

   Consider how a $600 million asset bank, First Trade Union Bank, recently 
leveraged LevelUp’s platform to drive consumer engagement on their mobile 
application. The bank released a mobile payment and loyalty app called FT
Pay. The bank matches the savings from merchant discounts and deposits up 
to $25 as a new account bonus deposited directly into its customers’ check-
ing accounts. Existing bank clients can increase their savings by sweeping
merchant credits into their savings accounts.  28

 Why is this interesting for banks? We continue to see new, innovative 
technologies that can generate more valuable commerce—more sales for the 
merchant and more money‐ and time‐saving offers for consumers. While 
banks should really look to become a part of others’ offerings, they shouldn’t 
neglect the fact that they can take advantage of some compelling white label-
ing of their own. To stay relevant to consumers in this mobile‐centric envi-
ronment, you need to make sure you are everywhere they want you to be. 
Some might be interested in using their bank applications to take advantage 
of their commerce needs, and many more still will be interested in having 
their bank’s payment capabilities integrated into other valuable time‐ and
money‐saving applications. How valuable could a mobile banking applica-
tion that leverages partners like LevelUp be for banks? Today, LevelUp claims
that its solution accounts for 4.5 percent of the volume a merchant sees when 

 FIGURE 1.15   LevelUp App 
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marketing information, or getting “Likes”—this is about becoming relevant
to customers who may never plan to use a bank branch or would prefer to 
interact with their fi nancial information through a nonbank. It’s a neces-
sity to connect with the younger generation since close to 90 percent of 
Gen Y has a social media profi le.4   Consumers today who have an active
Facebook account spend over 6 hours per month on Facebook versus a little 
over 4 hours on Google. Even more important, they spend over 11 hours on 
Facebook mobile (see Figure   2.1   )!5

  The idea is that banks don’t have to wait for their customers to come to 
them; they can meet them where they are in the Web/mobile/social world. 
We have only seen the very beginning of social banking, but there are al-
ready some terrifi c examples from around the world. Germany’s Fidor Bank
used Facebook to tempt users into helping with its online promotion. The
more Facebook likes it receives, the more interest users have on their sav-
ings. Danish Danske has used social media to ask how they could improve 
their mobile banking app. Their “Idebank” received hundreds of ideas and 
comments. They ask how to generate better consumer experiences and regu-
larly engage with their customers to help defi ne their product road map. 
American Express just rolled out a new feature that pushes alerts to its card-
holders’ Facebook pages. 6   Signing up will allow customers to receive notifi -
cations on Facebook when their statement is ready, when they need to make 
a payment, and when the payment has been received. American Express 
has also leveraged Twitter in some innovative ways, allowing customers to 
connect their American Express account to Twitter, allowing consumers to
receive offers and purchase items using special hashtags. DenizBank from
Turkey (now owned by Sberbank) launched a Facebook application that 
actually allows customers who have a Facebook account to transfer money 
24/7 and monitor their credit card, deposits, and credit accounts.  7

 FIGURE 2.1       People Spend Lots of Time on Social Networks 
  Source:  Nielsen Social Media Report 2012.  
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 GAMIFICATION

 Increasingly, we have seen more companies using “gaming” techniques to keep 
their customers engaged on their channels, and learning more about their busi-
ness. Grow Financial, a credit union in the United States, installed a giant video 
screen outside a branch that allows passers‐by to play a game and win money 
using interactive graphics on their mobile phones and a mirror that captures 
motion.  8   In Bulgaria, DSK Bank created an application that allows its custom-
ers to earn points redeemable for concerts and sporting events. Customers earn 
the points by setting up savings goals and learning about the bank’s products.  9

mBank of Poland has made its entire user experience a type of game that can 
earn the consumer points as they learn fi nancial management skills, as shown in 
Figure   2.2   . Increasingly, if fi nancial institutions are to attract the next generation 
to their online and mobile channels, gamifi cation partnerships will become an 
important component of innovation, no different than any other retailer looking 
for creative ways to stimulate customer interest and engagement. 

 FIGURE 2.2   mBank of Poland 
  Source:  thefi nancier.uk.
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The Financial Circles dictate the levels of account sharing access. So, for 
example, a child may have no access but a trusted fi nancial adviser full ac-
cess to a particular account. Tandem is especially compelling for people who 
are remote, such as kids in college, siblings and parents in different states, or
friends and relations across the country and world. They can collaborate on 
shared expenses, ask for reimbursements, contribute to group goals, moni-
tor others’ accounts, and send cross‐border remittances. 

 FIGURE 2.3   Yodlee’s MoneyCenter Application 
  Source:  Yodlee.

 FIGURE 2.4   Tandem 
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Brett King, CEO of Moven and best‐selling author of Bank 2.0,  to discuss 
what he thinks about the changing landscape and some of the social capa-
bilities he has incorporated into his virtual bank: 

Question:       Can you share your perspective on some of the larger trends 
impacting fi nancial services?  

King:       If you think about where banking sits right now and where it’s
going, everyone is focused on omnichannel or multichannel—serving 
the customer with less friction. We’re entering a different phase of 
delivery of banking services. In the past, the branch was dominant, 
but now there is a major shift in consumer behavior. In the 1990s, 
I’d visit a branch twice a month; today, it’s twice a year! We’ve seen 
a 90 percent contraction in activity! Today, to deposit a check or to
send money to someone, you don’t need to go to a bank. You can
use Moven for a Facebook person‐to‐person payment!     

 Banking is becoming more of a platform—the thing that mobile 
does that is different is that it enables context. The problem of 

 FIGURE 2.6       Venmo person to person
payments app owned by PayPal
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 SOCIAL BANKING IN EUROPE AND ASIA

 Around the world we are seeing innovative use cases in the way fi nancial 
services companies are engaging with social media to stay relevant with their 
customer base. Three compelling European examples include Erste Bank in 
Austria, mBank in Poland, and DenizBank in Turkey. All three have found a 
way to leverage Facebook to interact directly with its customers. In the case of 
Erste, it has set up a virtual branch where clients can chat and get information 
in a fun way 24/7. mBank in Poland can now deliver special offer to custom-
ers directly in their Facebook account, personalized based on their transaction 
history. DenizBank in Turkey makes money transfers available on Facebook. 

 These banks are all fi nding ways to become more of a consumer’s digital 
fi nancial life. Fidor Bank in Germany offers a terrifi c set of examples of 
this (see Figures   2.7    and   2.8   ). Not only are they integrated into social ap-
plications, but they understand that very quickly, consumers will have many 
assets of digital and social value that they will need to manage beyond the 
basics. Commonwealth Bank of Australia can also make peer‐to‐peer pay-
ments to Facebook friends using their mobile phone number and address, 
as well as request payments, check balances, and transfer money between 
accounts. In India, ICICI Bank gives its customers account information 
through Facebook. The Facebook application is actually hosted on the 
bank’s servers and requires a debit card number and password before it can 
be accessed, all without leaving Facebook.  13

 FIGURE 2.7       Fidor Bank Screen Shot of Virtual Credits It Manages for Its Customers 
  Source:  Finovate Europe Conference.
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     SOCIAL LOGIN, SHARING, AND TOP OF WALLET 

 We’ve already seen how many forward‐looking virtual fi nancial institutions 
are leveraging their customers’ natural inclinations to use their social net-
working credentials as a way to log in and share information. Research
from Gigya  14   reported that 52 percent of all logging and sharing preferences
are with Facebook and skyrocket to nearly 89 percent of preferences when 
logins and sharing preferences occur at e‐commerce sites, as Gigya’s chart 
in Figure   2.9    demonstrates. Forty‐one percent of consumers said they pre-
ferred using a social login to creating a new user account or using a guest 
account. 15

  There’s clearly an opportunity for banks to take their customers’ pref-
erences to heart and offer the ability for their customers to log in any way 
they feel comfortable. While customer preferences may refl ect a somewhat 
different preference when it comes to how they log in to their bank versus 
their retailer, it’s clear that a substantial segment of the population is com-
fortable enough with privacy to go through a Facebook login process with 
their bank. Moven has mentioned upward of 40 percent of its customers log 
in using their Facebook credentials. Beyond logging in, we’re now seeing
institutions interested in becoming the payment button of choice, much like
PayPal. It’s not just Facebook, and it’s not just social networks now interested 
in the payment button. It’s companies such as Amazon that have already

 FIGURE 2.8       Fidor Bank’s Interface to Manage a Customer’s Digital Financial Value 
  Source:  Finovate Europe Conference.
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announced their intentions to bring their “one‐click” payment enablement 
to other web sites. Why? The data, of course. These companies can see ev-
erything their customers are doing, even when they are not on their web site. 
It’s a reality that many customers are likely to be comfortable logging in to 
a web site through Amazon or Facebook. Gigya research shows that many 
customer segments naturally favor convenience over privacy. What does that 
mean for retail banks, many of which derive a signifi cant percentage of their
revenue from payment card usage? Two things—fi rst, advertising accuracy 
with Facebook and others is likely to go up, making them more important
networks to leverage for marketing. More important, it will become increas-
ingly important to allow a bank’s credit or debit cards to be part of other 
payment “wallets” like Amazon or Facebook. These companies are also in a
position to bring signifi cant assets to industry security. One interesting thing
to consider is how vast Facebook’s database is on fraud behavior and how it
very well might be in a position to underwrite payment fraud or other types 
of risk in the future.    

 FIGURE 2.9 Facebook dominates so-
cial logins on third party Websites
  Source:  © Gigya. All rights reserved.
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 TABLE 2.1     Common Observations in the Financial Services Business

A growing number of 
consumers will expect to: Banks should therefore consider:

Interact with banking services
through social media.

 ■     Take advantage of social media APIs for login. 
 ■    Enable transactional capabilities through these 

channels. 
 ■    Build peer-to-peer payment services linked to 

social networks. 
 ■    Offer social banking/personal fi nancial man-

agement such as Yodlee’s Tandem products.

Engage bank based on context.  ■     Partner with companies that produce popular ap-
plications offering one‐click payments (e.g., Uber/
Braintree). 

 ■    Think about future custodial needs for manag-
ing customer’s fi nancial digital life, including 
Bitcoin.  

Borrow and lend their money
more directly.

 ■     Originate loan partnerships with peer‐to‐peer 
marketplaces. 

 ■    Partner with peer‐to‐peer marketplaces like 
Lending Club—sell their originated loans to
your customers.  

Use mobile applications for a
variety of different uses.

 ■     Offer services to other channels—tiny/all‐mobile 
applications that could make use of fi nancial ser-
vices (real estate tools, car comparison tools, etc.).  

Have more “one‐click” 
experiences with payments.

 ■     Partner with Braintree/PayPal, Google, any in-
stitutions offering digital wallet capabilities to
their customers—they often infl uence payment
preference.  

Consume banking services the 
same way they consume services
on the Internet.

 ■     Create mobile/digital signature products that 
enable documents to be signed digitally.

Open bank accounts as easily as
PayPal, Amazon, or Google.

 ■     Leverage mobile and new verifi cation techno-
logies to make on‐boarding a better overall user 
experience.  

    NOTES   

   1.  Harris Interactive, “The Harris Poll 2013 RQ Report,” www
.harrisinteractive.com/vault/2013%20RQ%20Summary%20Report%
20FINAL.pdf. Accessed February 4, 2014.
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 ENTREPRENEURS, DEVELOPERS, AND FINANCIAL SERVICES 

 Since tablets have become an important part of the of the POS landscape, it 
has given access and power to developers to build new software capabilities 
in the form of apps that can better help retailers attract consumers; plug in 
more deeply into a retailer’s supply chain to help them manage inventory,

POS incumbents fear displacement
“What do you view as the biggest risk posed by new entrants to the

merchant acquiring industry?”*

Incumbents show preference to partner with
innovators to remain competitive

“What is your strategy to adapt to the new competitive environment?”*

Partner with new
entrants to enhance

offering to merchants

New technologies displacing
merchant acquiring 43%

29%

21%

7%

47% Develop and offer own

tablet/smartphone-based
solutions

34%

Other

10%

Reduce pricing to compete

with new pricing models

5%

No change, this too shall pass

*Question posed to merchant acquirers, ISOs, and POS providers, N = 80

4%

Market share losses to
new entrants

Pricing

Other

 FIGURE 3.1   The Changing POS Landscape
Source: Goldman Sachs, ETA-GS Survey on New Entrants in Payments the 
incumbent perspective, January, 2013.
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payment information it has on fi le to retailers that utilize iPads as POS
terminals, which run on the latest Apple operating system, its merchants 
will have the ability to get paid. Consumers who gradually adopt the latest 
iPhone handsets with fi ngerprint authentication technology will be primary
candidates to make frictionless “thumbprint” payments in the future. Out-
fi tting a retailer with iBeacons could very well be incredibly cost effective 
as well; rather than embedding store inventory with RFID sensors, it could
simply enable users to scan QR codes and show the security guard their 
digital receipt on the way out. It is also much larger range than NFC techno-
logies, and given that most phones have Bluetooth and very few have NFC, 
it looks like Bluetooth could very well become a prevailing standard for 
retailers and banks alike. It also appears to be lower cost; a recent article 
looked at the cost of outfi tting a Macy’s department store with iBeacons 
and concluded that while iBeacons would cost the store $5,000, outfi tting a 
store with NFC tags could cost up to $100,000. 5

 As fi nancial institutions look at new ways of creating value from their 
physical locations—branches and automated teller machines (ATMs)—
iBeacon could be a very powerful way to reconnect with customers and

 FIGURE 3.2   EasyPay
  Source:  Author’s iPhone screen.



106 VIRTUAL BANKING

DDNc03 106 25 June 2014 8:46 PM

institution could be doing right now, given the proliferation of wallet pro-
viders that offer largely complementary business models. Next, we’ll discuss 
some of the major digital wallet players today and how the fi nancial services 
industry might think of them.    

 THE WHO’S WHO OF DIGITAL WALLETS

 Financial institutions, carriers, and retailers are all looking to own a piece 
of the digital wallet pie, and all three are critical in making the digital wal-
let a useful, seamless, everyday part of life for the consumer. In the case 
of fi nancial institutions, payment instruments are simply not enough of a 
value to keep with a digital wallet. Rich data that can allow a retailer to 
identify a consumer simply by having a consumer’s name and face show up 
on a screen, or the ability to instantly provide targeted offers that can be 
redeemed with the payment were never contemplated as part of a payment
network (see Figure   3.4   ). As such, it has never been more important than it
is today for banks to look at partnering with those companies that are pro-
viding a strong consumer value proposition that goes signifi cantly beyond 
just facilitating a payment in a new way. While some credit card companies

 FIGURE 3.4   Digital Wallets 
  Source:  Google.  
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a picture of the bar code. For certain merchants, you can view your loyalty 
status and rewards point balance, and Google Now will notify you when
you have a saved loyalty program nearby. Offers are another notable part 
of the Google Wallet experience. Google Wallet customers can obtain offers
from a variety of Google properties in the Google Maps app, Google Search, 
Google+, or Google Offers, and they will be visible and redeemable in the 
Google Wallet app at checkout.

 Part of the promise of the digital wallet will be how payments, offers, 
and coupons come together in a seamless way across multiple commerce
channels. Google Wallet still has a largely separate payment proposition 
when it comes to payments and offers at the physical point of sale, but
this will surely change in the months and years ahead and should drive 
continued adoption. As more consumers gravitate to Google Wallet, it will
become an important partner to consider, one that could infl uence the fi nan-
cial instruments your customers use. As we discussed in Chapter   1  , Discover
enables its customers to load their cards directly into Google Wallet. Intro-
ducing Google Wallet directly from an online or mobile banking platform 
and enabling a payment card to be added could do much to help a bank
retain mindshare with its customers as they use Google.   

 LifeLock (formerly Lemon Wallet) 

 LifeLock has some unique and compelling capabilities that are likely to make 
it increasingly valuable to customers. Adding a credit card to LifeLock is as 

 FIGURE 3.5   Google Wallet 
  Source:  Google.  
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point of sale, or checking in with a mobile application in a store). While it 
is challenging to utilize legacy payment networks to create the rich future 
experience envisioned that combines payment facilitation, along with re-
demption of coupons and offers, those retailers that have gravitated directly 
to new POS systems with PayPal already integrated, or those that leverage 
PayPal’s native application through their iPad or Android device can cre-
ate some pretty compelling customer experiences (see Figure   3.6   ). PayPal’s 
next‐generation digital wallet is being designed to carry everything from 
traditional payment instruments to gift cards, loyalty cards, airline miles,
offers, and coupons. How can banks consider partnering with PayPal? The 
company has shown receptivity to offering “Powered by PayPal” services
to banks, allowing banks to incorporate PayPal services within mobile and 
online banking applications. There is a strong complementary opportunity 
for banks to partner with PayPal as the digital wallet becomes increasingly 
important. PayPal can help the banking industry by including a bank’s pay-
ment card as a funding source in a newly created or existing PayPal account.
In return, banks can help PayPal by helping with customer acquisition.    

 Carriers

 In North America, carriers have historically been challenged in providing a 
digital wallet, since they tend to subsidize the cost of devices for consumers
who are billed monthly for services. In most other countries, carriers do not 

 FIGURE 3.6   PayPal’s Three‐Pronged Approach to Point of Sale 
  Source:  PayPal.  
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 FIGURE 4.1   Radius Helps Financial Institutions Get More Business by Focusing on
Businesses with More Social Media Presence
  Source:  Radius.  

PARTNER SAW SALES INCREASE FROM BUSINESSES
W/A SOCIAL MEDIA PRESENCE
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 FIGURE 4.2       Radius Helps Financial Institutions Achieve Higher Response Rates by 
Targeting Businesses with More Reviews
  Source:  Radius.  
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 TABLE  4.1   Leveraging New Partners with New Data Elements and Insights Can 
Benefi t Financial Institutions 

Historic Use of Data Led
to Poor Results

New Solutions through 
Innovative Partners 
Can Be Impressive (e.g., 
Radius)

 Direct Mail Reliance on traditional
providers and internal
customer data. Stale
data often result in
low response rates
and wasted marketing
dollars.

Rely on partners
who can normalize
30,000+ public and
proprietary data sources. 
Signifi cantly greater
accuracy and net new
records.

 Industry
Categorization

Reliance on Standard
Industrial Classifi cation
(SIC), North American
Industry Classifi cation
System (NAICS),
and internal vertical
categories for market 
segmentation, market
research, and reporting.
Information is too
often determined upon
the establishment of 
a business, and is not 
typically updated when a
business pivots in its life
span.

Utilizes new categories
found on sources like
Facebook, Google+, 
Yelp, Foursquare, and 
any other consumer‐
facing site that a
business is listed on. 
Consumer‐facing
category trends that
allow for more usability
when crafting a pitch to
an industry and specifi c
business.

 Underwriting and
Risk Analysis

Banks rely on date
business was established, 
business life span, 
DUNS number, Uniform
Commercial Code, 
secured party data, 
revenue size, and head
count. These data are
limiting when evaluating
the velocity of a business.

Offers predictive lifetime
value for emerging
businesses via Web and 
social assets, operational
sophistication, digital
foot traffi c, online review
ratings and popularity
measures, and various
other business activities. 
Alternative data sets can
indicate a propensity
for growth and are
early indicators for Y/Y
revenue increases.
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Historic Use of Data Led
to Poor Results

New Solutions through
Innovative Partners 
Can Be Impressive (e.g., 
Radius)

 Account 
Management

Account data is housed
and updated for
businesses upon new
inquiries and activity. 
Business information
may change after last
updates, wasting time
and money on sales and
marketing campaigns.

Allows for current
account imports and
bidirectional customer 
relationship management 
synchronization to
ensure account data
are as fresh as possible.
New information is also
appended to accounts
to offer more insight to
upsell conversations.
Results in higher response 
rates in marketing and
sales campaigns to
current accounts. Overall 
increase in insight into the
information, activity, and 
personality of a business.

 Client Data and 
Analysis

Companies have
traditionally relied on
segment clusters from
fi rm data and activity. 
Simplistic modeling
regarding “who” the
business is and “why” 
they have received a
loan.

Identifi es new attributes 
to current customer such 
as Web and social assets,
advertising activity, and
operational sophistication. 
Unique trends and
attributes from current 
customers determine new
criteria for more effective
market segmentation and 
lead generation.

presence. Traditional data might not tell you that companies that have a 
strong Twitter presence are far more likely to sign up for a particular credit 
card product, but new companies like Radius can help fi nancial institutions
unearth data and make it highly insightful. 

   Table   4.1    illustrates even more how fi nancial institutions can take ad-
vantage of new data to strengthen their business. Underwriting has received 
quite a bit of attention, since it is so directly impacted by data. New data 
can offer some predictive behaviors such as the potential lifetime value of 
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 FIGURE 4.3       Credit Agricole’s App Store
  Source:  Finovate Conference 2013.  



Math-Based Currencies 151

DDNc05 151 23 June 2014 7:35 PM

make money on currency exchange fl uctuation. And there are those who 
have learned through bitter experience that national currencies can go off 
the rails and have learned to move to other, more stable or appreciating 
currencies, to protect their assets. For some, frustrated by national cur-
rency controls that hinder currency conversion, bitcoin is assuming that 
role despite its novel, all‐digital nature. 

 These are heady times for Bitcoin’s backers as popular unease over gov-
ernment monetary policy in the United States and European Union (EU), 
never mind Cyprus and Argentina, has brought Bitcoin to the attention of a 
wider audience. The currency has been endorsed by mainstream luminaries 
like Al Gore and Internet celebrities like the Winklevoss twins. 

 For many, interest in Bitcoin and MBCs is hardly irrational. Even 
fi nancial technology professionals and payments industry leaders are sur-
prisingly bullish on the future of MBCs in general and the Bitcoin ecosys-
tem in particular. A survey of these payment professionals conducted by 
Glenbrook Partners during the summer of 2013 found that 31 percent of 
the predominantly American respondents believe that Bitcoin will replace 
how money is moved in 10 years. While 27 percent thought Bitcoin will 
be forgotten in three years, the remaining 73 percent believe it will still be 
part of our thinking for a very long time. While the majority is uncertain of 

 FIGURE 5.1   What Is Bitcoin?
Source: Glenbrook Partners
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every bitcoin. Cryptographic methods protect access to a specifi c address 
where a bitcoin unit has been sent and resides. 

 A bitcoin is a very particular string of bits that exists only on the memo-
ry of a computer, on a hard drive, a thumb drive, or even as a long string of 
letters and numbers printed onto a piece of paper. A bitcoin is just data, very 
special data. And it’s not a coin. It’s a highly divisible unit.

 Besides preventing counterfeit value and the double spending of bitcoin, 
that algorithm limits the total number of bitcoins that can ever be produced 
to 21 million. There were some 12.6 million bitcoins in existence in April 
2014. Each bitcoin can be subdivided to eight decimal places; the smallest 
unit, 0.00000001, is called a satoshi, in honor of the Bitcoin designer. Bitcoins 
possess the attributes of both commodity and currency. The commodity char-
acter results from both the hard upper limit for bitcoin creation (21 million) 
and the fact that bitcoins are created through a computationally intensive 
process that is algorithmically throttled to create one one new block of bit-
coins every eight to 10 minutes and no faster. This creates scarcity.

 Perhaps the most controversial Bitcoin aspect is the fact that there is 
no Bitcoin, Inc. There is no Bitcoin central authority guiding bitcoin value 
exchange process or its supply. There is no 800 number to call if you want
to dispute a transaction. Only the scheme’s design and software, maintained 
by a collection of programmers who enhance what is open source software, 
guides its usage. In the truest sense, Bitcoin users have shifted from institu-
tional trust to trust in the Bitcoin algorithm. 

 FIGURE 5.2   Bitcoin Ecosystem: Core 
Source: Glenbrook Partners
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graphics processors increased performance considerably. These two ap-
proaches are now hugely obsolete. In the equivalent of a bitcoin mining 
arms race, a third generation of computing platform, in the form of 30‐GHz 
application‐specifi c integrated circuits (ASICs), has emerged to run the min-
ing algorithm at far faster speeds. Bitcoin mining requires quite a lot of 
power. Some bitcoin mining operations, located in sophisticated data cen-
ters, are using highly advanced cooling methods simply to keep their power 
consumption down. 

  Why do miners mine? They’re in it for the bitcoin they compete to 
generate, of course. Twenty-fi ve bitcoin at $400 is a $10,000 win. But min-
ers perform another critically important function. They provide transaction 
processing services. Every new bitcoin block contains the transaction histo-
ry carried out during the prior 8 to 10 minutes. Every one of those transac-
tions needs to be uniquely processed into a valid block and that block needs 
to be recreated on the block chain so that everyone is operating off of the 
same ledger. Miners are rewarded a small transaction fee of approximately 
fi ve cents, a compensation rate that may drop in the months ahead. 

 It should be clear that Bitcoin is a mathematically strong system (see 
Figure 5.3). Within its operational domain, it works very well. More than 
one cryptographer has described Satoshi Nakamoto’s design a “a thing
of beauty.” Others have called it “as important as the Internet.” Bitcoin’s 
combination of counterfeit‐proof currency, Internet‐based peer‐to‐peer 

 FIGURE 5.3   How Miners Find the Next Block 
Source: Glenbrook Partners
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      BITCOIN USE CASES IN PAYMENTS 

 As facilitators of value exchange, MBCs have, of course, multiple opportu-
nities in the payments industry. Let’s look at a few examples.

 MBCs as Payment Rails 

 One of the immediate applications for Bitcoin and the MBCs that are 
emerging in its wake is its potential as a new set of payment rails. Rather 
than the incumbent card industry’s reliance on the four-party model with
its hierarchy of providers, authorization messages, and settlement steps that
are necessary to complete a payment, Bitcoin and other MBCs promise a 
simpler cashlike process. 

 It’s not quite that simple but it’s not far off. Call it the two‐and‐a‐half 
party model. There are, of course, the payer and the payee. The other half 
are payment service providers offering services such as currency exchanges, 
cash‐in services to purchase bitcoins, trading desk, secure bitcoin storage (in
a vault), and more. 

 Because Bitcoin is all about push payments between two end points, 
these facilitators of the Bitcoin ecosystem avoid most settlement risk. 
There’s no authorization message and/or hours‐long settlement lag. 
Once value is converted into BTC, transactions run over the peer‐to‐peer 

 FIGURE 5.4   Bitcoin Ecosystem Enablers
Source: Glenbrook Partners
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     MOVING AHEAD WITH MBCs

 It’s all about partnering, of course. No one expects a fi nancial institution to 
build its own Bitcoin tools. 

 What to Look For 

   1. Strong, licensed exchanges . Well‐fi nanced, highly available, low‐cost, 
regulation‐loving exchanges have to exist. And, for the most part, they 
are just coming on the scene now. CoinBase and Circle Internet Finan-
cial, founded by experienced entrepreneurs and backed by well‐known 
venture capitalists and investors, are examples of the kind of business
the MBC ecosystem requires. 

   2.  For large institutions, lower Bitcoin volatility and faster settlement of 
Bitcoin to local currency could lower cost. 

   3. Anti–money laundering and KYC expertise . These operational skills are
table stakes. While compliance skills were once a differentiator, they 
have to be part of the provider’s DNA today. Money transmitter licenses 
have to be in place.   

 What to Look Out For 

   1. Amateurish operation . Waving a red fl ag at a bull is a good idea only if 
you’re an experienced matador, and even then it’s fringe behavior. Con-
travening long‐standing money service business regulations or frustrating 

 FIGURE 5.5       Block Chain as Asset Register
Source: Glenbrook Partners
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compete. Most fi nancial institutions will need to partner with companies 
that are driving the next generation of powerful experiences in prepaid. This 
means that banks must consider becoming the very best account custodians 
for prepaid, even if it means leaving innovation and branding to others.   

 PREPAID NATION: REDEFINING WHAT A BANK CAN BE  2   

 Matt Harris knows a thing or two about prepaid. He is an infl uential ven-
ture capitalist and thought leader in the fi nancial services industry, who 
often invests in business models that can be considered disruptive to the 
banking industry, including prepaid. Currently he is a partner at Bain Capi-
tal Ventures, and he is also the cofounder and managing general partner 
of Village Ventures. Matt concentrates on the growing penetration of non-
fi nancial institutions into the fi nancial services industry. Some of his key 

 FIGURE  6.1   Many Traditional Banking Products Can Now Be Substituted with 
Prepaid Products
  Source:  Jim Bruene, Online Banker.  
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 MONEYGRAM: AN EXAMPLE OF EXPANDING A BANK’S
FOOTPRINT THROUGH PARTNERING 

 MoneyGram (MGI) has had relationships with many banks for years and 
offers a good example of how banks can expand their footprint and product 
arsenal through partnering. Globally, MGI has 327,000 agent relationships 
in over 200 countries. As fi nancial institutions look at opportunities for ex-
pansion, MGI offers bank partners a very broad suite of products, including: 

 ■    Walk‐in money transfers (globally) 
 ■    Walk‐in bill payment (United States and Canada)
 ■    Money orders (United States)
 ■    Online money transfers via affi liate and virtual agency relationships 
(globally) 

 ■    Online bill payment (United States and Canada)
 ■    Offi cial checks (United States)
 ■    Cash payout services (business to consumer)   

 Increasingly, MGI sees money transfer customers looking for tailored 
money transfer services, and its enhanced services can help a bank improve
throughput and reduce costs. The inclusion of money transfer services into
a bank’s core range of product offerings brings new customers to the banks 
and directly onto banks’ web sites. 

 For many banks the formal engagement process in engaging MGI 
starts with the traditional request for proposal (RFP) process. Key re-
quirements commonly covered in the RFP process fall into four distinct 
buckets:  

Network Coverage/Product
Offerings

Integration with Key 
Banking Platforms

 ■     MGI global coverage
 ■    Agent types by region
 ■    U.S. coverage
 ■    Channel options: Online coverage/

mobile options/Self Service Inc. 
kiosk and ATM 

 ■    Consumer value proposition
 ■    Competitive pricing/servicing 

for consumers
 ■    Rewards offerings for

consumers 

 ■     MGI ability to deliver a solution that 
can be seamlessly integrated into their
core banking platforms

 ■    Integration with bank overall cash 
banking strategy and product suite

 ■    Single enrollment and ability to inter-
act with banks’ KYC (know your cus-
tomer) processes

 ■    Integration into a single teller interface 
 ■    Integration into a single customer 

transaction receipt 
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Agent Support Regulatory

 ■     Compliance support
 ■    Customer and agent support 

availability
 ■    Marketing support
 ■    Financials/Compensation
 ■    Daily settlement process 

(single cash drawer) 

 ■     Compliance
 ■    Dodd‐Frank 
 ■    Fraud/Anti–money laundering man-

agement
 ■    KYC processes/integration with bank-

ing processes 

 Once a bank completes its due diligence of MoneyGram’s offerings, dis-
cussions usually turn to key revenue, investment, and fi nancing components,
which include: 

 ■    Commission rates—generally ramps with volume.
 ■    Marketing—a key part of the negotiation of any contract. In general, 
MoneyGram requests all its agents (including banks) to contribute to 
marketing based on a proportion of volume. 

 ■    A comprehensive rollout and support strategy with dedicated technical 
and account management resources during and after deployment. 

 ■    A dedicated account manager.   

 In the United States, mainstream banks have been slow to adopt the 
addition of core money transfer services into their mainstream consumer of-
ferings; this has been particularly prevalent since the fi nancial crisis in 2008. 
Prior to 2008, many banks were pursuing an aggressive acquisition strat-
egy targeting the underserved/unbanked consumer. Following the economic 
crisis, many of these initiatives shut down, and only in the past couple of 
years have mainstream banks started to relook at the potential for targeting 
underserved consumers. 

 Many prepaid companies have utilized the MoneyGram Virtual Agency 
concept to embed MGI’s core service offerings for money transfer and bill 
payment into their web sites or mobile apps. Over the past two years, MGI
has seen interest from mainstream banks in incorporating offerings directly.
Among core banking activities, service charges on deposit accounts have
become a critical source of non–interest income for banks; however, these 
fees are also attracting increased scrutiny by legislators and regulators, and
this strategically important source of revenue for banks is in decline. As a
result, banks are actively engaging in reevaluating their consumer deposit 
pricing strategies and are searching for new revenue opportunities. In addi-
tion, banks are faced with the challenge of realigning their delivery channels 
to meet consumer demand and changing practices (e.g., driven by electronic 
payments via online/mobile). 
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 A few years later, Hagel and Singer from McKinsey & Company came 
to a similar conclusion in their Harvard Business Review  piece, “Unbun-
dling the Corporation.” They even used very similar wording to describe
Customer Relationship Management, Product Innovation, and Infrastruc-
ture Management, as seen in Table   5.1   . 

  It’s kind of a strengths‐based leadership approach for companies—
improve your weaknesses enough to prevent failure, but the only path to 
greatness is to focus on your strengths. 

 I believe that a fi nancial service is a customer relationship management 
business. Many bankers probably agree with this, but if we’re honest about 
the activities that get the most energy and attention, it really seems that most 
have taken an infrastructure management approach. Look at some of the de-
scriptors for that strategy: “battle for scale,” “a few big players dominate,” 
“cost focused, “stresses standardization, predictability, and effi ciency.” 

 I would argue that very few banks to date have taken a product in-
novation approach, and I doubt that more than a handful are truly capable 
of being true innovation leaders—at least not in the vein of Mint, PayPal, 
Square, and other poster children for fi nancial innovation. 

 TABLE 5.1     Unbundling the Corporation  

 Product Innovation 

 Customer
Relationship
Management

 Infrastructure
Management

 Economics Early market entry
enables premium
prices and acquiring
large marketing
share; speed is key.

High cost of 
customer acquisition
makes it imperative
to gain large wallet
share; economies of 
scope are key.

High fi xed costs
make large volumes
essential to achieve
low unit costs;
economies of scales
are key.

Competition Battle for talent; low
barriers to entry;
many small players
thrive.

Battle for scope;
rapid consolidation;
a few big players
dominate.

Battle for scale;
rapid consolidation;
a few big players
dominate.

Culture Employee centered;
coddling the creative
stars.

Highly service
oriented; customer‐
comes‐fi rst
mentality.

Cost focused;
stresses
standardization, 
predictability, and
effi ciency.

  Source: Adapted from Hagel and Singer, “Unbundling the Corporation”  Harvard Business 
Review , March 1999.   




