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FOREWORD

I have known Bernardo for quite a long time now—we have worked
together in many countries, across many professional roles. Some years
ago, he wrote another inspiring book, The Future of Fintech. 1 consider
this book to be an outstanding sequel. Bernardo now tackles a new,
yet connected, topic—how to push and support digital transformation
in banking.

It was about time for such a book. The beginning of the so-called
“Fourth Industrial Revolution” goes back to 2012. In 2021, however,
many financial institutions continue to operate almost unchanged and
seemingly unaware of what is happening around them. A few of them
launched new companies and business models. Others failed, some-
times dramatically. The digital world has disrupted entire sectors, such
as publishing, media recording, commerce, and manufacturing, among
others. The financial services sector is not being spared.

“Digital transformation” has been on the agenda of many executives
and board rooms for quite a long time. But beyond the buzzword, it
is often not clear what “digital transformation” means. Financial services
have often interpreted “digital transformation” only as a means to provide
access to some products via digital channels, online or mobile, or, alter-
natively, as a pure cost reduction initiative. Digital transformation is much
more than that: it is an entire change in the company’s business model.
It involves putting the customer at the center and using digital platforms
to build a new business and operating model around that, using both
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own or external products and services. Such a transformation involves all
dimensions such as products, processes, people, partners, and platforms.

In the last few years, we have heard statements such as: “banking
is necessary, but banks are not.” This approach has spurred a number
of studies to understand what digital transformation means for banks.
Surprisingly, some financial institutions have yet to embrace the change.

Bernardo advocates putting the customer and their needs at the center
and building on that using three steps: intuition, demonstration, and
experiment. He also introduces certain exciting ideas about how “bank-
ing” should change, emphasizing the evolution from offering “products”
to “services,” and the fundamental importance of “platforms.” The text
is also full of insightful cases in which digital transformation has been
experimented with and implemented.

The book also stresses another critical aspect: the increasing importance
for financial institutions of data and data management. The crisis caused
by the pandemic has underscored this point by not only giving it a new
sense of urgency, but also by showing that banking can operate in a much
more digital and agile way than we thought.

To date, bankers must use all available tools to grow, protect them-
selves, and better plan for the future. The most effective way to do this is
through the strategic use of data, artificial intelligence, and robotic process
applications in symbiosis with our talents. These solutions are essential in
order to understand the customer and protect the institutions from expo-
sure, as well as mitigate the associated risks. Unfortunately, in some cases,
the probability of fraudulent transactions, dictated by despair, increases as
well.

At the same time, bankers must do responsible banking, taking into
account the ESG—Environment, Society, and Governance.

Analysis tools will play an essential role in this recovery, providing
bankers with all the information they need to limit their exposure,
promote new offers, and enrich their services.

It is fascinating to go through the various chapters of this book because
the financial institutions that have started implementing the digital trans-
formation state that their work is only the beginning of what is to come.
There is a need for a continuous digital transformation.
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A financial institution’s question is not “if” to do it, it is “when” to do
it. The time is now, and the success will be with the hard work pioneers.

Madrid, Spain Ramon Billordo
March 2021 Senior Global Banking Executive, Financial
Services, Digital Transformation, Global

Fintech
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CHAPTER 1

Introduction

Banking is necessary; banks are not.
Bill Gates

The global recession and the pandemic hit hard. They have affected
all organizations and functions. After these crises, it is vital to develop
and manage innovative strategies in banking. Except for fintech orga-
nizations, banking has almost remained outside of the trend of digital
transformations.! Some financial institutions have begun to innovate,
create new business models, invest in emerging technologies, and partner
with fintech organizations, either financing or buying them.? Accenture,
in a survey, found that only 1 in 10 banks were committed to digital
transformation; 4 in 10 were trying to transform but had no integrated
strategy, and 5 out of 10 were not making any progress.> Meanwhile, an
IDC analysis estimates that 70% of all digital transformation initiatives do

1 Uusitalo, J. (2019). Strategic insurance in the face of uncertainty (Master’s Thesis).
University of Jyviskyld, Finland.

2 Generali. (2018, February). Le assicurazioni tutto connesso. www.generali.com/it/info/
discovering-generali/all /2018 /A-fully-connected-insurance. Accessed 2 November 2019.

3 https: //newsroom accenture.com/news,/only-half-of-banks-globally-are-making-signif
icant-advancements-in-digital-transformation-resulting-in-lower-market-valuations-accent
ure-report-finds.htm. Accessed 3 March 2021.
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not reach their goals.* Of the USD 1.3 trillion spent on digital trans-
formation in 2018, it was estimated that more than $900 billion went to
waste. If this is the scenario, financial institutions need to design and offer
customers products and services relevant to them. At the same time, they
did not base most of their innovations on customer centrality. This book
has the objective to present this approach and calls it banking 5.0.

Bill Gates was clear: “Banking is necessary, banks are not.”® This state-
ment forecasts potential scenarios. These innovative approaches or visions
are banking 5.0. This book underlines that the functions, disciplines,
and activities of banking 5.0 can change financial institutions to support
organizational efficiency, effectiveness, ethics, and economics within a
long-term and sustainable perspective.

The sequence of industrial revolutions is:

e The steam engine characterized the first industrial revolution. The
engine initially revolutionized the textile industry and then other
sectors.

e The introduction of electricity brought about the second industrial
revolution. It, combined with the introduction of mass produc-
tion, created another change that spread from industry to social and
political environments.

e The computer characterized the third industrial revolution, which
again revolutionized work and extended into the social world.

e The mass diffusion of the internet characterized the fourth industrial
revolution. It allowed the introduction of devices such as mobile
phones with enormous impacts not only in the industry but in the
social and political spheres.

At this point, one might wonder what the probable fifth industrial revolu-
tion will be. The answer is not easy and might tempt to say: let complete
and use the full potential of Industry 4.0 and then think about the future.
What the sequence of industrial revolutions proves is that their life cycle

4 https://thefinanser.com /202010 /the-difference-between-cloud-based-and-cloud-nat
ive.html/. Accessed 3 March 2021.

5 Amberber, E. (2015). Banking is necessary, banks are not. 7 Quotes from Bill Gates
on Mobile Banking.
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is getting shorter. It is therefore likely that the fifth industrial revolution
is upon us.

The fifth industrial revolution can be expected to be characterized by
the spread of solutions such as Artificial intelligence (AI), robots, and
actions on sustainability. A broad fifth industrial revolution, based on
technologies, such as robots, attention to sustainability, mobile phones,
Al /cognitive computing, and predictive modeling, would affect the entire
banking business model. These innovative solutions enable new ways of
communicating, information sharing, and banking. There is a need for
a new vision of banking. This vision is called banking 5.0 in this book.
Innovative solutions have generated researchers’ interest in very different
fields: computer and management science, organization theory, law, and
economics. An integrated vision is missing. This book shows why and
how banking 5.0 can change in an integrated way banking. Banking 5.0
is potentially the engine and starting point of the customers’ increasing
need for innovative banking services and solution models.

This book analyzes the significance, development, and application of
banking 5.0, to banking’s digital transformation. The word digital in
digital transformation might be misleading. A digital transformation is a
definition and implementation of a new business model. In implementing
this new business model, a digital solution will be relevant but not exclu-
sive. This innovative approach should be transparent (almost invisible).
As in the famous Turing test,® the customer should not understand if a
person, a robot, or a mix of the two supplies banking.

There are important messages in this book. The first one is that
banking is not necessarily done in banks. Banking should become part of
the business activities and functions of all organizations and individuals.
Ordinary activities should incorporate banking, whenever and wherever
necessary. Non-financial transactions should embed banking transactions
transparently to the customer. This situation does not mean that all the
business or individuals should become banks. It means that the banking
transaction should be part of their ordinary activities. The provision and
processing of this transaction should be made usually by an external entity
that, if necessary to the transaction, would have a banking license to assure
the customer of the reliability and trust in the transaction. In other words,

6The Turing test was born as a criterium to determine if a machine is can behave as
a person. Alan Turing suggested this criterium in the article Turing, I. B. A. (1950).
Computing machinery and intelligence-AM Turing. Mind, 59(236), 433.
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at the center of a transaction, there should be a customer and his/her
needs, not the bank.

From an internal point of view, the operations should be provided
by an actor who could be a robot, a person, and in most of the cases,
a combination of the two (a cobot). The robot should have Artificial
intelligence (AI). This vision implies the importance of person—machine
collaboration. In this new vision, Al is fundamental. Banking 5.0 is born
out of an industrial revolution determined by Al, like the earlier four
industrial revolutions were determined by other enabling technologies.

The 2020 pandemic is pushing even more to embark on the banking
5.0 transformation and become more agile, responsive, and connected
enterprises. In a survey of Fortune 500 CEOs, 63% said that the Covid-
19 crisis would accelerate their technological investment despite financial
pressures.” One legacy of the pandemic could be the acceleration of the
financial institution’s transition to banking 5.0. This transition entails
challenges.® Figure 1.1 summarizes some of these challenges.

7Jacobides, M. G., & Reeves, M. (2020). Adapt your business to the new reality.
Harvard Business Review, 98(5), 74-81.
8Tansiti, M., & Lakhani, K. R. (2020). Competing in the age of Al: Strategy and

leadership when algorithms and networks run the world. Harvard Business Press, Brighton,
MA.
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Banking 5.0 will bring a cultural transition to the customers.” The
growth of banking for a financial institution will come from a change
of approach. This approach must be transformed from merely passive
to preventive and proactive, with a range of new services and products,
new business models, and more considerable attention to prevention for
defaults. Customer needs, knowledge, and expectations have expanded
exponentially over the past years. Financial institutions need to adapt to
their customers’ needs. In an age of immediacy, continuous changes, and
overwhelming choices in which loyalty is no longer a certainty, the sector
must extend beyond its main products and services if it wants to keep and
increase its customer base. It must innovate and change its approach. It
is critical to understand who the banking customers are, and their needs
expressed or implicit.!?

In a highly competitive environment, current financial institutions can
no longer rely on organic growth or internal innovation. As a result,
mergers and acquisitions, equity partnerships, and collaborations are
essential. The winners are the financial institutions able to launch and
grow an ecosystem, with alliances with innovative start-ups, teaming up
with fintech organizations, and joining even with some of their competi-
tors. Merger and acquisitions (M&A) activity will focus on key markets
and products. Access and use of solutions that allow improvements within
the sector will come through acquisitions or partnerships. These poten-
tial opportunities require a holistic view of innovation. It would include
distribution, new products, credit management ability, or improvements
in the default settlement process.

The winners will be the ones which would invest in innovative plat-
forms. They should rethink and revise their business model. A rapidly
changing market and evolving industry require an unprecedented ability
to do banking. Technological changes are essential. They are not enough.
Knowing these changes and using them in the best way are different
things. Financial institutions should use analytics, AI, and robots to
benefit and use them as a basis for a radical banking 5.0 transformation.

9 www.insuranceup.it/it/opinioni/deloitte-4-trend-per-le-assicurazioni-nel-2020 /.
Accessed 25 December 2019.

1OParasuraman, A., Berry, L. L., & Zeithaml, V. A. (1991). Understanding customer
expectations of service. Sloan Management Review, 32(3), 39—48.
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Financial institutions are pure service providers that are highly data-
founded. Digitization can influence financial institutions.'! Already, large
parts of the banking industry are robustly affected by digitization. In
particular, the distribution is becoming heavily digitized. Digitization
should strengthen the entire value network of the banking industry.!?
Digitization will change the profit and loss account of the financial
institutions in three ways through new business models:

e Lower costs.
o Added revenues.
e More agility.

Digitization can impact pricing and competition. The real question is
whether digitization-driven changes such as distribution accesses, compe-
tition types, and so on, be allowed under new regulations. The compli-
ance framework should not restrict competition. Instead, the customer
and data protection should be at the center of considerations.

A close relationship between the persons and the robots will charac-
terize the fifth industrial revolution. The word robot in this book does
not refer to the humanoid robots seen in the movies. Robots can be
physical but also virtual. They can allow operators to act more rationally
and with less operational effort. The joint and integrated work between
the persons and the robots can supply the maximum benefits. This book
considers industry 5.0 as the personalization of a solution and the need of
a new relationship between persons and machines from this perspective.
From the customer’s point of view, the ultimate benefit is mass person-
alization. The two words are apparently in contrast, but they represent a
goal not far in the future.

WUprognos, A. G. (2017). Digitalisierung in der Versicherungswirtschafy. Studie. Hg. v.
vbw Vereinigung der Bayerischen Wirtschaft e.V. Miinchen, Germany.

121n the case of banking, the traditional concept of the value chain does not apply.
Due to the importance of the information, it is necessary to consider a value network
of banking. The term value “network” emphasizes the notion that a critical determinant
of value to any particular user is the set, or network, of other users that are connected.
In a value network, value is created through linking: the organization and facilitation
of exchange between users (Stabell, C. & Fjeldstad, @. [1998]. Configuring value for
competitive advantage: On chains, shops, and networks. Wiley, Hoboken, NJ).



