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Welcome, and thank you for coming to this session today.

Somehow Banking and boring are synonymous terms.  I will do my best to counter that view today.

While Banking is by its nature boring, its also essential.  I daresay everyone here has accounts, loans, credit cards with Banks, but also accounts with Paypal, money gram, post offices.  Perhaps some accept payments on your own site, so will use Paypal, or Google Checkout.

So Banking and finances are inextricably linked to our lives.  You cannot stay at the hotel here in Geneva, or anywhere, unless you have some means of payment, and transferring money.

I would also suggest you each have your own horror story about how Banks' have failed your service expectations once, or many times.

Its not a great time to be a Bank.  What about the profits you may ask.  Think steel makers, ship builders, Newspapers – all had a hey day.

Internet is killing business models

So where are we today.  Internet is changing everything – thats obvious.  But the why isn't as apparent or agreed on by all. 

Retailing:

· Amazon – selling books, or anticipating your needs

· ebay – selling auctions, or providing global access to trust

And lets not forget, Internet is also highly disruptive.

News

· Printed newspapers are not the prime source of news for many, and depending on the demographic not at all

· retailing - books, music, clothing

· research - free papers online;  how many consultants are just good at searching?

· Marketing & advertising

Most industries have been affected, but what about Banks?  Have they survived?  They are held up as surviving examples because of the high number of people using online banking.  I believe that statistic is irrelevant.  

Banks are lulled into a false sense of security, because customers say they are very satisfied with online banking.  Yet they are generally less happy with their bank.

Banks motivation for online banking

Pure cost reduction play, at significant incremental cost.  Who can remember etoys and other dot com fiasco's which had no basis other than improving the cost position of the company, or other financial motivation.  Not that financial is bad ...  but the core must be a customer value proposition.

Banks don't get internet

Banks just introduced fees to solve the rate problem.  Banks are being squeezed financially, and new costs associated with online banking made the problem worse for them.  New entrants (from old models) are adding to the pressure with high interest rate offers.  This is a sign of desperation, and further suggests, to me, that Banks haven't figured out the customer value proposition online.

Message #1

Banks are vulnerable because of their built in cost structure, arising from technology and branches

Meantime new Internet models

As we spoke of earlier, the common theme with successful online models, Amazon, Ebay, Flickr, Youtube, Skype, is the creative use of online to make it much more compelling that the old face to face interaction.  This is not a price thing.  This is a business model/ business process thing.  Amazon implemented collaborative filtering from day 1.  

Perhaps few have heard of tool (present company excepted).  All we need to know is that magically Amazon know what you like and make subtle appropriate suggestions.

Ebay ... participants are obsessed with their star rating.  Any suggestions of a bad rating, and people go to extraordinary lengths to address the problem.  This is compelling stuff.  This is the secret sauce of ecommerce.

Banking.  Imagine lending money to a complete stranger, and being quite happy about it, and in fact, feeling rewarded.  Rewarded beyond the interest reward.  Rewarding rewards.

This is the promise of Open Source Finance, and now we are seeing P2P lending, social lending.  Some examples shown here are doing it. Prosper in the US have $29 million in loans outstanding, and 150k participants in their network. This is real money lent to real people.  No Bank involved.  Zopa in the UK – same idea.

Cost base that Banks can only dream of

These company's start with a clean slate ... a new premise

Disintermediation .... elimination of the middle man.  But also re-engineer parts of the middleman process that are valuable, and lever social/ P2P.  For example advice.  Advice is still required, and sought.

The new model sees Borrower and lender get the same rate.  Spread is not squeezed – it is ELIMINATED!  Back to Banks' structural problem ...  no amount of discounting can deal with zero spread!

Startups with no legacy ... no cost base of branches, systems, and monthly payrolls that would choke small governments.

Must recommend The Starfish and the Spider.  

Its one of those word of mouth books.  Brafman and Beckstrom do an excellent job of describing the unstoppable power of leaderless organization.  Survival in these disruptive times.  Think Google, vs Microsoft, or Zopa vs Barclays Bank, as you read it.

How can this be accomplished?

is there a better way to provide Banking that levers social activity to provide guidance, assistance, and advice?

Message #2 – online banking is not adequate

... to survive.  Online banking is not ecommerce.  Yet Bank's continually convince themselves that it is.

Generational change just makes the problem worse

By 2010, Gen X and Gen Y (computer generation), will outnumber baby boomers in the key earning stages of life.  Outnumbered!

Online service from end to end for most matters is a requirement.

The Cluetrain effect

Internet models have something else in common – internet!  Its ok to have branches, but if those branches and the people in them are shielded from the 'net, this is a problem.  Bank security people have consternation about employees using email, because of confidentiality, and loss of privacy risks.

Meanwhile every successful online company has risen to the challenge and solved it.  Banks speak of 'multi channel integration' which sounds good, but is so horribly expensive that no-one, has successfully mastered it yet.  Some are coming closer, but not mastered yet.  And the scary part is that even if mastered, it may not be cost effective.

Networked employees and networked customers.  If your business requires employees see that as an advantage and at least provide the same capabilities to them as their customers have.  

So ... who is getting this right – lets switch gears for the last few minutes, and look at the positive real examples of what I believe offers clues to the right approach

Small, iterative, incremental steps

The web 2.0 way.  The 37 Signals way.  A small operation in Chicago that is changing the way companies go online.  They exemplify the new way ... they have a revenue model, they build web applications, they sell books, they introduced the best way to write web apps, in Open Source ...  their business exemplifies their philosophy and approach.  

Nothing new, yet impressively appropriate, for the web in these disruptive times:

· focus,

· don't over build

· constant improvement

· keep it simple

Wesabe:  what do they do?  Online financial advice – from peers – setting up a will, use cash instead of credit cards.  Personalised advice relevant to you.  Sufficient debate to ensure its the right advice – group interaction, ensures the relevance.

Quicken.ca – anything you need, mortgages, advice, loans, accounts, financial planning.  One stop, but loaded with value add.

Is this believable?

Financials are beginning to show up, and with an interesting twist.

With the exception of renegade Wells Fargo, my examples are all small banks and Credit Unions.  These examples have one thread – local.  They have local, neighborhood common interests.  

This is the final message for today

Message 3 – Local is natural way to start to build social financial services

This is bad news if you are a global or national bank.  Much harder there.

Who are V

During the storms of last December, Verity Credit Union were speaking to their customers through a blog.  Which branches were open, what to do in an emergency .... they were THERE together.

Change Everything – VanCity

A social network that works for the good of the city, the community.  Helping the local food bank, talking about environmentalism, talking about keeping fit, talking about making their city a better place.  Never tries to sell banking services.  Yet how do those participants feel about VanCity?  Pretty darned good i would suggest.  Rewarding rewards.

Student LoanDown  - Wells Fargo

I have to admire Wells for their efforts.  Its just so much harder for a large Bank to get into this space, because of internal politics.  Yet Ed at Wells is successfully steering a course that is getting them accustomed to the space, to the  environment.  Focus, small iterative steps.  Incremental improvement.

Ufirst

Plattsburg, New York State.  Possibly many here were not even aware there is a New York State.  Highly rural, and very local.  Natural community, compelling need and desire to look after their neighborhood.

Ufirst have a blog, composed by their Board of Directors.  They talk about internet security, fraud, tax refunds, family finance.  They have open comments, link to Flickr to follow their new branch.  Its done on Typepad.  Probably costs them next to nothing, and they might even be having fun ... Its an outstanding example, and my best example to date.

What i like about Ufirst blog ... its simple, and its a pure blog.  Open conversation, written from a person, and in context of the interests of the customers, not the bank.  I can anticipate customers suggesting new services here  .. and I hope Ufirst listen and take action.  What power is there in that?

To wrap up ... and allow for any questions – Banks are starting to show signs of change, but those Banks' so far, with one exception, are small, local and regional banks.  The lead and the opportunity is there for social applications side of internet to be introduced into Banking, and gain happy customers as a result.

