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Asia Pacific domestic and regional
schemes will threaten international
card scheme dominance

Analyst view: Before the invention of smartphones and mobile connectivity, cardbased payment networks such as Visa and Mastercard dominated the payment
space all over the world. However, recent market developments are threatening this
decade-long duopoly, and nowhere more so than in Asia Pacific. Conditions are
increasingly favoring reginal interconnectivity, thanks to mobile connectivity and the
smartphone markets around Asia, strengthening trade links within the Asian region
(especially given the formation of the Regional Comprehensive Economic
Partnership trading bloc on November 15, 2020), and general supply chain
dependence within the region.
With adoption and acceptance of mobile payments so prolific in Asian markets, it
only makes the possibility of a regional connected mobile payment network more
viable. In the near future we will see full regional interoperability of mobile
payments – most likely, under a new regional payment scheme that will seriously
threaten Visa’s and Mastercard’s international payments dominance.

E-commerce merchants selling through Shopify are now able to accept payments
from Alipay following a partnership between the pair. Previously merchants on
Shopify had to use third-party providers to accept Alipay, but the partnership
allows them to bypass this process – making it more efficient to tap into the vast
market of Chinese e-commerce users shopping internationally.
Analyst view: Alipay reportedly has over 1 billion active users in China alone. With
its expansion into other Asian markets and its influence on the e-commerce
environment in Asia, it is expected that its number of users – especially in the ecommerce space – will only grow from this point. Alibaba’s recent 2020 Double 11
shopping festival beat its 2019 record, totaling $74bn in gross merchandise value
this year. Given such figures it is no surprise that e-commerce platforms will want
to team up with Alipay in order to offer their merchant partners the opportunity to
sell into the massive Chinese e-commerce market.
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Across Asia Pacific, mobile payments have become the default option for cashless
payments. China and India are the most prominent mobile-dominated markets,
but the region as a whole is rapidly moving towards a similar level of mobile
payment saturation. As markets in the region mature, specific schemes –
Alipay/Tenpay in China; UPI in India – are emerging as the domestic standards for
electronic payments. These domestic schemes are not only out-competing the
international card schemes in their own markets, but their moves to expand out of
their home markets are leading to regional exclusion of the major card schemes.

Shopify partners with Alipay to enable
merchants to take advantage of Chinese
cross-border e-commerce

As payments across Asia become more integrated and interconnected, we should
only expect more partnerships in this vein. As the dominance of Visa and
Mastercard wanes in international payments, it will become critical for payment
gateways to offer as many options to merchant partners as possible – all in one
platform – in order to capture international e-commerce.
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The digital currency race accelerates with
Facebook eyeing Q1 2021 launch of Libra

Analyst view: The Libra project has been beset by opposition from central banks
and regulators since it was announced in 2019, and it’s not difficult to see why
given the prospect of Facebook controlling a chunk of the world’s monetary
supply. As it stands, the project has already had to scale back its ambitions to peg
its putative digital currency to multiple international currencies, instead opting for
a single US dollar-backed currency. It has also lost some of its key partners, most
notably the international card schemes, following the initial round of regulatory
scrutiny.
Despite these setbacks, Libra continues to recruit staff, drawing on the
considerable resources of Facebook to build a team of highly experienced
financial services executives (and most recently, a veteran financial lawyer in exCredit Suisse counsel Saumya Bhavsar). Despite the initial impressions that Libra
was dead on arrival, it seems the company is continuing to push ahead. It is highly
unlikely that regulators will be anything but hostile to Libra going forward, as it
poses a direct threat to monetary sovereignty, especially in countries where
people already choose safe havens (such as the US dollar) over their own national
currencies. This news will likely accelerate timelines for digital currency projects
worldwide.

The buy now pay later (BNPL) market in Australia has become increasingly (and
vocally) competitive, with CEOs from Afterpay and Klarna engaging in a war of
words. This discord bodes well for consumers.
Analyst view: In November 2020, the CEO of Klarna accused Afterpay and Zip of
“gouging” merchants for charging service fees at an average of 4.1%. Afterpay’s
co-CEO hit back by accusing Klarna of not being transparent with its own fee
structure, claiming Klarna is actually charging 5.49% rather than its stated 2.1%.
This is clearly a sign that the BNPL market in Australia is becoming more
competitive. To win business, BNPL providers are going public with how their
own service is better and cheaper than rivals – and this will lead to price cuts in
the near future from all sides.
However, this argument also reveals the lack of transparency in BNPL fee
structures, which will likely cause regulators to step in and create a framework
for these companies to operate in. We are at least a few months away from
action being taken, given the timescales under which regulators generally
operate, but it is certain that this fast-growing market will find itself under
regulatory constraints in 2021 (or 2022 at the latest).
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The Financial Times has reported that Facebook’s stablecoin project Libra is to
be fully launched in January 2021. This report has been met with some alarm by
central banks, especially the European Central Bank. These banks are concerned
that if Libra takes first-mover advantage in the race for digital currencies, it
would lead to international monetary instability – especially for markets
without stable central bank-issued currencies.

BNPL competition heats up in Australia,
setting the stage for lower fees
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BNPL’s record growth this year will put
pressure on other forms of consumer
lending – especially credit cards

Analyst view: The BNPL sector continues to go from strength to strength, buoyed
by the mass migration of purchases to the online channel in 2020. This year saw
the launch of PayPal’s Pay in 3 in the UK and Pay in 4 in the US, Klarna’s recordbreaking valuation, and Affirm filing for an initial public offering following a $500m
series G funding round earlier in 2020. Under these conditions, not only will the
industry inevitably become more competitive (and ultimately, more regulated),
but it will also come to displace the traditional means of short-term borrowing by
consumers at the point of sale – the credit card.
It is certain that we will see more banks than ICICI and Chase looking to create
their own BNPL services in order to retain customers who will otherwise look to
borrow from the likes of Klarna or Afterpay – to not do so would be to abandon
revenue from credit cards in the long term. Even if they do manage to retain their
customers, they will find their revenues from credit card interest and missed
payment fees curtailed by the generally much less punitive BNPL revenue model
adopted by specialist players.

The European Payments Initiative (EPI) was announced in July 2020 as a challenge
to Visa’s and Mastercard’s dominance of digital payments within the EU – the
latest of many efforts by the EU to break up the schemes’ duopoly. The EPI, which
has the backing of some of the eurozone’s biggest banks (and as of November
2020, processors Worldline and Nets) will be a card-based scheme that also offers
mobile and P2P payments.
Analyst view: The European electronic payments market is defined by payment
cards in 2020, despite the presence of numerous would-be disruptors. As a result, it
seems natural to present consumers with a “card” when directly challenging the
international card schemes. However, the key to disrupting the schemes is to rework
the rails on which they operate – reduce the number of participants, speed up
transactions, and make the whole system cheaper and faster, especially for
merchants (who already resent the expense of the Visa/Mastercard system to a
famously litigious degree). Thus, the real step forward will only be taken when the
back-end systems pivot away from the traditional card-based model and towards
the faster and cheaper real-time payments model under SCT Inst.
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The BNPL sector recorded impressive growth this Black Friday in Europe,
doubling its usage compared to 2019 according to an industry survey by online
payment gateway Mollie. November also saw several product launches in the
BNPL space, with ICICI Bank and Chase Bank putting out their own short-term
installment credit options, ICICI Bank Cardless EMI and My Chase Plan
respectively.

EPI is a stop-gap measure on the road to
the real-time payment revolution

We have already seen home-grown card schemes disrupt Visa’s and Mastercard’s
hold on domestic payments in markets including Russia (when Mir was launched),
Turkey (TROY), and India (RuPay) – so what the EU aims to do here is certainly
possible. However, given the prevailing trends of growth in e-commerce and realtime payments for P2P and bill payments, the EPI “card” should be a stepping stone
to a more fully digital, transfer-based system.
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Real-time payments are now industry
standard – but overlay services haven’t
caught up

Analyst view: Instant payment system launches are accelerating worldwide. With
this infrastructure now in place, it is incumbent on banks to create the products that
will bring the speed and convenience of instant credit transfers to consumers and
merchants – before the fintech scene seizes the opportunity from them. Real-time
payment systems are currently mostly used for P2P payments, but there is a major
opportunity to move into the retail payment space with these tools, due to their
speed and low cost (making them especially attractive to merchants).
It is inevitable that a real-time payments-based market would result in lower
revenues from payments – because interchange (and all the fees associated with it)
would not apply. But the reality is that with open banking regulations, banks are
rapidly going to find themselves without a choice in the matter, as third parties use
this framework to offer consumers (and merchants) real-time payments from their
bank accounts anyway. Banks should instead take the lead here, defining the
emerging revenue models on their own terms – or else the terms will be dictated to
them by fintechs.

Payment cards made of materials other than plastic have made headlines this
year, with November 2020 seeing the launch of a “corn” card (made of 80%
biodegradable polymer PLA) from UBS, as well as challenger bank TreeCard’s
launch of its eponymous wooden card in the UK. Currently, these launches are
mostly small-scale and isolated from the mass market, which remains based on
traditional plastic materials for payment cards.

Analyst view: Plastic cards are landfill in the making, and with their usually short
lifespans they are not sustainable in the long term. In 2020, consumers are more
aware than ever of the need for alternatives to plastic products – and with that in
mind, banks are exploring alternative materials to plastic in the creation of payment
cards, or eschewing physical cards altogether for virtual cards. However, the green
credentials of some of these initiatives are questionable. Cards made of wood are
biodegradable by virtue of the material used (although the electronics and plastics
inside such cards are not), while the “80% biodegradable” PLA material is
biodegradable only on paper as it requires very specific conditions to degrade.
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Iceland and Brazil announced real-time payment system launches in November
2020, as the pace of adoption of these services ramps up worldwide. More
services are expected to roll out in December and early 2021 across the globe –
Egypt is expected to launch its system this year, while Turkey, Saudi Arabia, and
Indonesia are all forecasting 2021 launches for their systems. Additionally, in
November 2020, Singapore announced it was opening up its system to non-bank
financial institutions.

Wooden and biodegradable cards are
mostly headline-grabbing gimmicks

Of course, that does not mean no effort should be made to create “green” payment
cards – but banks and fintechs can do much more than produce a non-plastic card to
grab headlines. Virtual cards should be pushed as hard as possible (smartphones are
also environmentally problematic, but that is a separate conversation), and green
initiatives should take their cues more from TreeCard – with its commitment to
reinvesting profits in reforestation – than UBS’s box-ticking.
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The fintech scene is fertile ground for future
scandals in the wake of Wirecard

Analyst view: The fintech sector has, for the last decade, been the golden child of financial services
– the fast-moving, tradition-shucking, innovative force in a staid, hidebound market of big, slow,
and unimaginative corporate banks. That assessment is true – fintechs have brought much-needed
innovation to the sector and transformed remittances (via companies such as TransferWise), online
payments (e.g. PayPal), and short-term lending (e.g. Klarna), among many other sectors. However,
its focus on speed, attracting investments, and operating outside of traditional regulatory
structures that slow down incumbents has led to one major fraud scandal this year – with many
others guaranteed to be discovered in the near future.
The lax regulatory oversight of the sector has led to key innovations, growth, and profit – but
fintech is now maturing, and should be treated as such. Companies offering financial services
products – or purporting to – should be treated the same by regulators whether they’re banks or
newly-launched brands, in order to avoid the creation of a new wave of Wirecard scandals.
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Following the Wirecard scandal earlier this year, new reporting from the Finance Innovation Lab
and the European Funds Recovery Initiative (EFRI) points at the sector as needing urgent scrutiny
from regulators. The Finance Innovation Lab takes a more general look at the issues inherent in
fintech companies’ access to and use of customer data, while the EFRI is specifically aiming to
expose alleged financial fraud at ING-owned Payvision, which it refers to as “the Netherlands
Wirecard.”
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Samsung to stop insuring new coal
projects

Analyst view: Companies that embrace sustainability efforts will outperform their
peers. Throughout 2019, AXA, Chubb, QBE, and Aviva were among the leading insurers
to explicitly state they will stop working with unsustainable businesses such as the coal
industry by a certain date.

Sustainability is a key issue in the insurance sector both for its image and its future
profitability. Insurance is one of the leading industries in the global economy, and
therefore needs to be seen as a leader on key sustainability issues such as climate
change.
Perhaps more importantly for the industry, the impact of climate change is already
being seen – and is having a major impact on profits. Severe weather events, such as
the Australian wildfires in early 2020, have cost insurers and reinsurers millions, and as
the issue gets worse events like these will become more common. The situation makes
claims significantly higher and consequently premiums harder to price.

General Motors (GM) has launched its own insurance agency, OnStar Insurance
Services, which leverages data from its own OnStar service to provide customers
with insights into their driving behavior, personalized vehicle care plans, and
insurance discounts. The service will initially be offered to GM employees in Q4
2020, before expanding to the general public in early 2021.

Analyst view: This move follows a similar one by Ford, which recently partnered
with Allstate to allow some customers to directly share data with the insurer.
Previously, usage-based insurance provider ByMiles launched a connected car
insurance policy with Tesla, which claimed to be the first policy to take data directly
from the car without any black box.
While connected car insurance has traditionally relied on data collected by a thirdparty device, the switch to data supplied directly from the car manufacturer is a
growing trend. This places original equipment manufacturers (OEMs) in a stronger
position in the insurance value chain, as they are the ones holding the valuable
data as opposed to insurers.
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South Korea’s largest insurance conglomerate, Samsung Life Insurance and Samsung
Fire and Marine Insurance, will no longer be involved in insurance coverage for coal
power-related projects. According to the Korea Sustainability Investment Forum, the
two Samsung insurers were the biggest coal financiers in the country, investing a
combined £9.5bn into 40 coal-fired power stations since 2008. If the company goes
through with its decision it would make Samsung the first Asian insurer to stop
insuring new coal projects.

GM launches its own connected car
insurance agency

It is expected that more OEMs will follow suit in the near future. COVID-19 has
shone a light on the way motor insurance is priced, with interest in usage-based
insurance rising as individuals continue to stay at home and use their cars less. As
newer, connected cars continue to replace older models, more OEMs will leverage
the data they collect to form partnerships with insurers and become a key
distribution channel in the motor insurance industry.
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COVID-19 claims remain a sticking point
The insurance industry is continuing to fight clams for millions of COVID-19
lockdown-related payments, despite earlier indications insurers would pay out. It
was reported in the summer that pressure from the Financial Conduct Authority
(FCA) had made leading insurers U-turn on fighting payouts, and that the
industry would pay out business interruption claims, but this latest story from
The Guardian suggests the issue remains ongoing.

RSA has agreed to a £7.2bn takeover from Canadian insurer Intact Financial and
Scandinavian insurer Tryg. Tryg will pay £4.2bn and gain control of RSA’s Swedish
and Norwegian business, while Intact will pay £3bn to take over its Canadian, UK
and Ireland, and international business. The two firms will co-own RSA’s Danish
business. According to Intact Financial job cuts will be minimal, with the Canadian
insurer expecting to cut 2% of position across its entire business post-deal. Tryg
expects 10% to 15% of jobs to be cut across its Swedish and Norwegian business.
The deal marks the largest acquisition of a UK-based company in 2020.
Analyst view: The acquisition of RSA’s Canadian business will strengthen Intact
Financial’s position in the Canadian market even further. It is currently the largest
property and casualty provider in Canada, and the RSA acquisition will strengthen its
presence in Canada by 30% according to Intact Financial’s CEO. Intact will also gain a
foothold internationally. The insurer currently only operates in the US and Canada,
but by acquiring RSA’s international book it will be able to service its existing
customers in the international regions in which they operate.
Through RSA’s business, Intact will also immediately acquire a leading position in the
UK market. RSA holds a strong position in both commercial lines and personal lines,
with the latter serviced by its More Than brand. In 2019, RSA was the fourth-largest
insurer in the UK, generating £2.8bn in gross written premiums. It was the largest
household and commercial motor insurer in the UK in 2019 and the sixth-largest
commercial property and general liability insurer. The acquisition will therefore be a
key driver in supporting Intact’s international expansion, helping it become a major
player outside of North America.
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Analyst view: This news will come as a blow to UK businesses and the FCA. The
FCA appeared to be nearing a resolution to this complicated matter in June. It
approached 56 UK insurers and convinced many to U-turn on their decisions to not
pay out claims. The issue had been quiet since then, but The Guardian reported in
late November 2020 that the situation has not been resolved. It stated that
insurers are considering a second test case, after they lost the first bid to fight
claims for business interruptions caused by the pandemic. Had the first test case
succeeded in the High Court, it would have nullified every claim for business
interruption lodged due to COVID-19.
The most important thing for the industry now is that a quick solution is found.
Claims will be vastly expensive to pay out due to the scale of the lockdown, and
that is why insurers are fighting. However, the reputational damage this ongoing
fight is causing to the industry – and the individual players involved – is also
significant. This has been an extremely tough year for businesses, and those
fighting insurers to receive business interruption payouts will likely switch
providers or even cancel at renewal. It is something of a lose-lose case at present,
as insurers face millions of pounds in payouts or a backlash from customers, and
possibly both. On the other hand, insurers that can pay out or have been paying
out on business interruptions claims are likely to see strong renewals and new
business as a result.

RSA’s £7.2bn takeover by Canadian and
Danish consortium
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Argentina increases availability of
medical marijuana

Saving for retirement remains the leading
financial concern for UK consumers
Findings from our 2020 UK Insurance Consumer Survey indicate that the leading
financial concern among individuals is saving for a comfortable retirement, with
16% of respondents identifying this as their main financial concern. Evidently this is
an opportunity for the insurance industry to highlight its expertise in the pension
space, as well as other markets where products offer financial protection.

Analyst view: While the legislation will help tackle Argentina’s existing problem of
home-growing of marijuana and self-medication, it leaves a number of issues
unanswered. It is unlikely that health insurance policyholders will benefit from the
change in legislation right away. Even though the therapeutic use of cannabis has
been legalized, it will still be classified as a “controlled substance,” and its use for
recreational purposes will still be illegal. It is customary for health plans to draw
exclusions for illegal substances, meaning secondary health issues resulting from the
use of cannabis may not be covered in the policy.
In addition, health plans will only cover medications listed in their drug formulary. It
is unlikely health insurers will add medications that have not been clinically proven
to be safe and effective to treat specific health conditions, which usually requires
lengthy clinical trials to satisfy the requirements of regulatory bodies. Until
Argentina’s authority for the approval of medical products, medicines, and foods
(ANMAT) recognizes and approves the use of cannabis-based drugs for specific
health conditions, it is unlikely insurance policies will cover these.
It is possible that not all physicians can prescribe marijuana-based treatments, with
only physicians with specific medical specialities being able to do so. As such, it
could be that the use of medical cannabis is mostly recommended rather than
prescribed. Thus while the legislation was intended to improve access to and the
commercialization of medical cannabis, it may fail to do so in the short term.

Analyst view: Given the current economic climate, individuals will undoubtedly be
concerned about their ability to save for retirement. For many consumers, financial
pressures in the near term will have been increasing as a result of the COVID-19
pandemic, thus impacting their ability to plan for their longer-term financial situation.
According to the survey, individuals are currently placing greater focus on their ability
to meet shorter-term financial obligations, with one in 10 respondents citing paying
monthly bills or paying their mortgage/rent as their top financial concern.
All of these concerns create potential opportunities for the insurance industry to
engage with individuals, as in many cases there are relevant insurance products which
may help relieve the stress associated with these financial commitments or concerns.
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A new decree recently passed in Argentina allows pharmacies to sell a range of
medicinal marijuana products, while also regulating the self-cultivation of
marijuana for medical purposes. It expands on a 2017 law that legalized the use of
medical marijuana to treat refractory epilepsy in children, increasing the scope of
ailments. The new regulation requires insurance providers to cover marijuanabased medications for patients who obtain a prescription.

The income protection market is a clear area that could benefit consumers, given
their financial concerns. Products designed to help should individuals be unable to
work – because of accident, illness, or in some cases redundancy – will help relive
financial strains associated with day-to-day living. Some products even offer
payments that are specifically linked to mortgages. The insurance industry should
look to highlight the benefit of such policies, particularly given that the COVID-19
pandemic has led to many individuals becoming increasingly aware of their
vulnerability to any sudden change in their income.
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Employers’ liability insurers see COVID-19related cancellations and switching
Our 2020 UK SME Insurance Survey found that 14.8% of those who canceled their
employers’ liability policies in 2020 did so because of the pandemic. Furthermore,
58.7% of those who switched employers’ liability provider in 2020 did so because
of COVID-19. 34.8% said that COVID-19 was a factor but not the sole reason, while
23.9% switched purely because of the pandemic.

Travel insurers should focus less on
price and more on cover

Analyst view: Employers’ liability insurance is a legal requirement for businesses in
the UK, so SMEs cannot cancel it as a cost-cutting measure just because budgets are
squeezed. However, other factors arising from the pandemic – such as rising
unemployment and increasing company liquidations – mean the size of the market
for employers’ liability insurers will shrink.

Analyst view: Our 2019 UK Insurance Consumer Survey found that price
comparison websites are the leading distribution channel for travel insurance with a
45.5% share. Yet as Squaremouth reports, due to COVID-19 customers are
increasingly becoming more cover-oriented than price-driven when purchasing a
travel insurance policy.

The furlough scheme is set to continue in the UK until March 31, 2021. This means
that even companies not needing to make redundancies yet can reduce their
employers’ liability costs, and potentially delay renewals, until staff return to work.
There is an expectation that unemployment will rise once the furlough scheme
ends. The Office for Budget Responsibility forecasts that the unemployment rate will
hit 7.5% in the middle of 2021.

As a result, the share of policies sold through the direct channel could rise. This is
because customers may increasingly feel the need to check the terms and
conditions of their cover directly with their insurer.

This will trigger more COVID-19-related cancellations of employers’ liability policies.
Therefore, commercial insurers need to prepare for a tough 2021 – even as we
continue to see positive news regarding vaccinations.
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COVID-19 is changing the way consumers view travel insurance. The Financial
Ombudsman Service reports that during the initial stage of the pandemic (April to
June) there was a 32% increase in complaints against insurers. This was due to
customers not understanding what they were covered for when booking a trip or
traveling aboard. As travel restrictions continue to change, Squaremouth reported
that 70% of its travel insurance sales since COVID-19 was declared a pandemic have
been going to insurers that offer the most protection for COVID-related claims,
such as canceling a trip last minute.

Consumers will undoubtedly feel a sense of loyalty towards travel insurers that
were able to provide the cover they needed to travel amid the coronavirus –
especially since a number of travel insurers temporarily ceased selling travel
insurance immediately after COVID-19 was declared a pandemic. This left an
insurance gap in the market when customers arguably needed cover the most.
Insurers that are taking on greater levels of risk by providing a range of flexible,
cancellation, and medical cover aimed at COVID-19 could see an increase in loyal
and returning customers.
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Insurers must maintain strong
communication with SMEs during
UK’s second COVID-19 lockdown

Analyst view: This will be encouraging for SME insurers, as in difficult times such
as these, maintaining contact and a positive relationship with clients is essential
to retaining them. It is key for SMEs in the UK to know exactly where they stand
with their insurance, what they are covered for, and what they are not as they
continue to work under heavy restrictions. This data indicates that insurers have
been doing a good job so far. However, the survey was carried out before the
announcement of the second lockdown. This will cause further problems for
many SMEs and insurers, with claims likely to rise again as many businesses are
prevented from operating. Therefore, it is essential that insurers maintain (if not
improve) this level of communication, as retentions next year – amid squeezed
budgets and stories of failures to pay out claims – will be challenging.

The need for cyber insurance policies has long been identified in the commercial
space, where reliance on technology for day-to-day business activities has grown at
an exponential rate. But individuals too have also become increasingly dependent
on technology. With their exposure to cyber risks growing, the personal cyber
insurance market is burgeoning.
Analyst view: Findings from our 2020 UK Insurance Consumer Survey indicate that
one in five individuals are interested in purchasing a cyber insurance policy. At
present the personal cyber insurance market is targeted towards high net worth
(HNW) individuals, with cover often sold alongside or provided as an add-on to
home insurance. Yet with a considerable number of individuals showing an interest
in purchasing this type of cover the situation should change, particularly as 58% of
those interested have a household income of less than £50,000.

Chubb is one insurer that is well placed to capitalize on this burgeoning market,
having launched a standalone personal cyber insurance policy for UK consumers in
October 2020. Chubb has been able to leverage its position as a leading provider in
the HNW home insurance market. Elements of personal cyber insurance cover have
already been developed and offered alongside its home policies, helping cement
Chubb as an early developer of standalone protection for the mass market.
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A rare positive for insurers from the pandemic is that SME customers believe their
communication with regards to COVID-19 has been strong. This will remain
essential as the UK enters another lockdown. Insurers have received criticism for
excluding pandemic cover in a range of products, but our data shows that over
half of SME customers are satisfied to some extent with insurers’ communication
during this trying time.
As per our 2020 UK SME Insurance Survey, 63.6% of all SMEs in the UK are either
“somewhat satisfied” or “very satisfied” with their insurer’s performance in terms
of communication about the impact of coronavirus on insurance cover.
Meanwhile, 34.2% of respondents were “very satisfied.” Only 9.4% were
unsatisfied with the communication they had received.

1 in 5 UK consumers would be interested
in purchasing a cyber insurance policy

Yet providers should not look to exclusively offer personal cyber insurance policies
as standalone products. Our research indicates that 71% of those who are
interested in purchasing a cyber insurance product already hold home insurance
cover. With the business case for selling cyber insurance products alongside or as
add-ons to home insurance already established in the HNW market, providers
should not rule this out as a means of reaching out to their existing customer base.
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HSBC launches Global Money Account to
rival TransferWise and Revolut
Global Money Account is designed to better challenge digital banks that are
branching into more and more areas of finance, such as Revolut – which has
shifted from an increasingly popular currency exchange option to a full-time bank.

In the last two years digital banks and fintech platforms have begun to aggressively
pursue social media marketing strategies. This approach has offered different platforms
the exposure and growth necessary to be valued at hundreds of millions of dollars.
Increasingly, such players are teaming with influencers as part of their marketing efforts.
In last month’s edition, we covered TikTok influencer Charlie D'Amelio teaming with US
children’s digital bank Step. Now US challenger bank Current has partnered with
YouTube vlogger David Dobrik to promote its platform across his channels.
Analyst view: In the past, the likes of Klarna, Starling, Revolut, N26, Chime, and Bo have
partnered with celebrities to promote their services. Now, the rate at which influencers
are promoting services within the financial industry is increasing substantially as digital
banks and fintech platforms realize they can dominate platforms where incumbents have
little to no outreach efforts. Yet the efficacy of using marketing budgets to buy support
from influencers – as opposed to advertising via traditional channels – is still being
questioned. The consumers these influencers typically speak to are on average under 24
years old, and are likely the least affluent demographic. Consequently, while such
marketing efforts can drive growth they might not help profitability – which is what digital
banks and fintech platforms are currently chasing.
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Analyst view: HSBC’s new proposition has been launched in the US, with expansion
to other countries expected in 2021. On the surface the new account promises a
great deal. It offers a free real-time service allowing customers to hold money, make
cross-border transfers, and pay for bills and purchases throughout 20 different
markets – but crucially only allows the service between HSBC customers. While the
new offering will close the gap between HSBC and players such as TransferWise and
Revolut, Revolut currently offer a more comprehensive service with access to 30+
countries and commodity and cryptocurrency options. Yet this is still a step in the
right direction for HSBC, and helps reduce the actual and perceived technological
advantage challenger banks have over incumbents.
GlobalData’s 2020 Banking and Payments Survey found that globally, consumers
have better opinions of digital banks than incumbent banks with regards to rates
offered and digital functionality, scoring +38% and +25% respectively. HSBC’s new
account will likely go some way to close these gaps and allow it to catch up in areas
where consumers are most likely to use digital banks or fintech platforms. The areas
with the greatest consumer propensity to try out alternative providers are
budgeting (54%) and currency exchange (49%), creating a back door for digital and
non-bank providers to encroach on incumbent banks’ market shares and revenues.
For incumbent banks to feel safe again, they will need to reduce the technological
gap by competing in these more vulnerable spaces, as it will be far more difficult for
incumbents to persuade customers to stay if they can see a wide gulf in the benefits
their new rivals offer.

“Fin-fluencer” boom continues as Current
signs up YouTuber David Dobrik

In addition, if we look at the track record influencers have had there is no strong
correlation between their involvement and user acquisition. In the case of Bo, NatWest
partnered with 300 influencers who had over 100,000 followers on Instagram, but despite
this was unable to generate substantial interest in its offering. Meanwhile, Tandem
decided against an influencer-led campaign, finding it expensive and almost impossible to
measure the success of. And in the coming years, influencer marketing is likely to come
under threat from regulatory watchdogs given that such advertising is now reaching
younger and more vulnerable audiences. Most recently, Klarna has come under fire as
many have suggested it does not include sufficient warnings about debt.
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DBS to transform a third of its branches
with 24/7 self-service banking kiosks
DBS, Southeast Asia's largest banking group, has announced that a third of its branch
locations will now include self-service banking kiosks that can be accessed 24/7.
Customers will still be able to complete more complex transactions with bank managers
and staff, but will also have the option of carrying out a greater range of tasks outside
normal banking hours at these repurposed branches.

Purple Dot helps fashion brands reduce wasted inventory and profit erosion. It sits
alongside BNPL financing options, with customers paying a lower price upfront
and then waiting to have the purchase confirmed if a retailer is unable to sell all
their inventory at their list price.
Analyst view: The growing popularity of BNPL has led to the emergence of
platforms that share the spirit of allowing customers to manage their cash flows,
but that work in slightly different ways. For example, Hyperjar allows customers to
designate funds to particular jars associated with different retailers, enabling users
to earn interest that can then be used at the specified retailer. Purple Dot operates
in a similar manner. Users pay for an item upfront at a discounted rate, ensuring
they have first claim if the retailer is unable to clear their inventory during a select
period. This model not only offers potential savings for customers but also provides
retailers with greater certainty in terms of the revenue and profit they can expect to
generate, which in turn allows them to price items with a greater understanding of
demand. The "worth-the-wait" price does not usually fall below 10–20% of the retail
price, which is higher than end-of-season discounting but offers customers the
guarantee of knowing it will be to their specifications. Purple Dot is already in talks
with a number of major UK and US high-street brands, and believes it can offer
significant cost savings to high-end designer labels. One example is Burberry, which
reportedly destroyed around £90m worth of goods between 2013 and 2018 due to
inventory mismanagement. For such brands the ability to discount items can be
employed as a strategy to clear inventory, but the exclusivity of their brand can
suffer as a result – which makes Purple Dot’s model all the more attractive.
It will be interesting to see if established financial services providers decide to
partner with Purple Dot, given the brand boost it could give both parties at a time
when customers are looking for service providers that can help them achieve their
goals and when they are spending more online than ever before. GlobalData’s 2020
Financial Services Consumer Survey shows that 53% and 59% of customers aged 18–
24 and 25–34 purchase three items of clothing online each month.
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Analyst view: COVID-19 has accelerated the rate at which banks around the world are
pursuing digital transformation. Digital-only banks and fintech platforms were already
showcasing leaner business models that cut out the costs associated with having physical
locations. Across Asia – where the rate of digital penetration is high and the average age of
populations is low – the emphasis placed on more cost-effective business models has
significantly increased this year. While some banks have announced widespread branch
closures, others have attempted to repurpose branch networks due to the ambassadorial
importance they have – especially in more rural, non-urban communities.
DBS is branding its move as “phygital” as it combines elements of both the physical and
digital experience. As part of this revamp, DBS will offer its “financial pharmacy” on a
digital touchscreen, allowing customers to browse financial planning tips, as well as kiosks
with expanded services such as being able to request a new card. DBS's approach goes
further than many of its competitors, as it will also begin to share space with other retail
stores – further decreasing costs and attracting footfall that will begin with DBS sharing
space with pharmacies. DBS’s digitization of branch services appears to indicate it is
focusing on a functional approach to service, rather than a relationship approach.
While retaining branch networks has some rationale to it, if they remain unprofitable
wholesale changes will be needed. Our 2020 Financial Services Consumer Survey shows
that customers in Singapore (and Asia more widely) are less inclined to use branch services
for financial health checks than markets in Europe, with customers more comfortable
doing so via online, mobile, and instant messaging channels.

“Worth-the-wait” payment plan
Purple Dot raises €1.5m
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HSBC UK and Young Money release
financial education hub

Analyst view: With COVID-19 focusing the minds of parents about the importance
of financial education, this is a good time for HSBC UK to launch this product. The
hub appears to be primarily marketed to parents, with most of the tools designed
to position the bank as a trusted source of information.
The bank is on to a popular idea. Our 2020 Banking and Payments Survey shows
that teaching about money management and finance is considered the most
important aspect of a children’s banking proposition, with over a third of parents
typically choosing this option. Additionally, HSBC UK has not forgotten that
children themselves will need to like it for the overall offering to work.
However, to be successful in schools the bank will have to challenge NatWest/RBS,
which has offered educational resources in schools for the last 25 years via its
MoneySense program. And to retain young customers after age 11, HSBC UK will
need an engaging proposition that can compete with challenger banks, offering
both tools and an image that will keep them customers as teenagers.

Digital bank Starling has added extra functionality to its business marketplace,
adding a furlough navigator and other HR tools to increase workflow efficiency that
has been disrupted by the COVID-19 pandemic.
Analyst view: Starling Bank has partnered with BrightHR to offer a new range of
features to companies during the coronavirus pandemic. BrightHR specializes in
human resourcing software, and will be integrating its services with Starling Business
Marketplace. Businesses will be able to get instant access to company-related
information (including HR updates) and manage it via their Starling banking app. The
combination of different tools in one location will allow companies to streamline their
operations, such as when they request support from HMRC. Unlike other digital banks
– many of which have struggled during the pandemic period – Starling has thrived in
2020 and has been a key channel of government financing to businesses. The addition
of HR tools to the Starling platform will further cement its position and popularity with
its business customers and ensure that migration from other platforms to Starling
becomes long term.
However, the inclusion of BrightHR services on the Starling platform is not free of
charge. It will cost businesses between £8 and £150 per month depending on the
number of employees they have and the level of service they choose. Three plans are
currently available, the cheapest of which includes basic software to track holidays,
log absences, and plan rotas. The most expensive plan offers HR software as well as
24/7 employment law helplines, a program to boost employee wellbeing, and access
to expert advice on COVID-19 health and safety regulations. Irrespective of the news
surrounding vaccines and the expectation that the end of the pandemic is on the
horizon, it is likely that we will see long-term trends of more businesses working
remotely. As such, the integration of HR services into business banking platforms will
likely increase in popularity as the nature of the modern workplace evolves.
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The partnership between the bank and the charity will provide a learning
platform for children aged three to 11 to improve their financial education
knowledge over the next few years. For parents, the platform gives access to a
parent guide and regular podcasts featuring experts on financial education,
parenting, and wellbeing. Teachers will be able to track the child’s progress via
audit tools, as well as connecting with parents to share the child’s learning plan.
And children will be able to play family-friendly games at home.
The partnership hopes to add additional features, including free teacher training
for over 500 primary schools over the next few years, as well as storybooks
available both in print and online from well-known authors.

Starling Bank partners with BrightHR to
offer new tools for businesses
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Virgin Money launches new savings
account via Home Buying Coach app
Virgin Money has launched a savings account designed to help first-time buyers save
for a deposit and the other expenses associated with purchasing their first property.
The Regular Saver Account offers an interest rate of 1.75%; it is available via Virgin’s
recently launched Home Buying Coach app, which aims to educate and simplify the
mortgage and property buying experience.

Linking digital engagement to rewards is proving to be a sure-fire way to improve the
customer experience at a time when banks are commonly being viewed as less
sophisticated and customer-oriented than digital-only banks. This launch demonstrates
to consumers how Virgin Money can add significant value in helping them achieve their
financial goals. Given the mortgage buying process can be daunting, the platform serves
to put customers at ease and help Virgin Money develop much deeper long-term
relationships. It will also help improve the risk profile of Virgin’s mortgage customers, as
their overall financial profile and health should improve due to the educational tools
integrated into the app.

Virgin Money has launched a range of current account switching incentives, including
offering new customers wine worth £180 from Virgin Wines and savings worth £225
on selected Virgin Media packages.

Analyst view: This move is partly due to the impact of COVID-19 on bank profitability.
Most recently, Virgin Money profits were down 77% compared to last year, with
provisions in excess of £500m. As a result, Virgin Money has announced the closure of
52 branches and 1,500 job cuts. At such uncertain times – when cost-cutting measures
are being implemented across the board – it appears that Virgin Money is aiming to
reduce the cost of acquiring new customers by not offering the cash bonuses many of
its competitors (such as NatWest and HSBC) have successfully used to boost
acquisition over the past year.
Another reason for Virgin Money offering these types of incentive is the newfound
importance placed on cross-selling Virgin services at a time when customers are less
open to switching in general, due to the inherent risk the pandemic has placed on
household finances. Bundling services is a way to increase market share and growth
across product areas, as well as dissuading customers from switching due to the
extent of their relationship with a company. CEO David Duffy hopes to broaden
current account perks to include other Virgin Group services, such as holiday
packages, gym memberships, and insurance. This new approach to incentives means
Virgin is aiming to increase its share of the current account market from 2.5% to 3.5%.
However, the conditions to access incentives and perks may hamstring growth goals
given how stringent and specific they are. To earn the signup bonus and be eligible for
some of the discounts, customers must apply online, move their account through the
official Current Account Switch Service, register for mobile banking, and set up two
direct debits (which they must maintain until the offer code for their wine comes
through). They must pay in £1,000 to a linked savings account, and also cannot
currently hold another Clydesdale account or have been a customer with the bank
since September 2020.
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Analyst view: Customers who use Virgin’s Home Buying Coach app receive exclusive
access to the new Regular Saver Account via a new feature called Coach Credits. Coach
Credits allow customers to earn credits for completing different tasks associated with
getting to know the property buying process. Typically this includes completing items on
the app’s checklist, which requests that customers read suggested articles designed to
enhance customer familiarity and understanding of the home buying process.
Completion of tasks unlocks access to new benefits and products, which can also be
used to access exclusive Virgin Money mortgage deals. This includes an 85% LTV
mortgage that offers £250 cashback. Since launching in August 2020, the Home Buying
Coach app has reported over 10,000 signups, suggesting the offering has been well
received by first-time buyers.

Virgin Money offers new incentives to
customers to switch current accounts
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Google Pay gets major revamp and update
amid expansion into financial services
Google Pay has undergone its largest update to date, transforming from a simple
mobile payment wallet to a full-blown financial management service, and from 2021
a full banking service. Currently available in the US, the redesigned Google Pay on
both Android and iOS offers bill splitting tools, as well as personal financial
management tools that allow users to categorize and sort their spending.

NatWest has announced the launch of Green Mortgages with preferential interest
rates for properties that are energy efficient. The launch comes following an
internal survey of NatWest customers that revealed 70% want to do more to
combat global warming and climate change. Our own 2020 Financial Services
Consumer Survey found that when choosing a provider ethical causes rank as the
least important attribute customers consider, although this has been growing in
importance in recent years.
Analyst view: NatWest’s Green Mortgages will include discounted interest rates for
customers purchasing properties that are energy efficient. In the UK every home is
given an Energy Performance Certificate (EPC) when it is built, sold, or rented.
NatWest’s Green Mortgages will be available to customers purchasing properties in
the most efficient certificate bands as the bank attempts to take the lead on
combating climate change. As part of its environmental, social, and governance
(ESG) commitments, the bank has pledged to reduce the number of properties on
its mortgage book designated as C and below on the EPC scale. It has set a target for
50% of its mortgage book to be above a C rating by 2030. The new mortgage
product will be available for all residential homes and new builds; preferential rates
will be available at 60%, 75%, and 85% LTVs.
This move follows the launch of NatWest’s partnership with fintech app CoGo,
which allows customers to track the carbon footprint of their spending habits so
they can better understand their impact on the environment and take action to
reduce it. While NatWest’s commitment to environmentally conscious business
practices is admirable, no details on the size of the discounted rate being offered
have been made, which suggests it may be marginal. Going forward it will be
interesting to see if NatWest partners with platforms similar to Allium, the green
financing provider recently acquired by Tandem, or if it launches a similar product
in-house to cater to existing mortgage holders.

Financial Services Briefing: November 2020

Analyst view: The updated Google Pay has three main tabs. The Pay tab includes P2P
payments and transaction history. The Explore tab allows users to explore new deals
and discounts. The Insights tab allows users to connect accounts to see a searchable
overview of their finances. The revised app will also allow users to access connected
Gmail inboxes and Google Photos to search for receipts automatically. Additionally,
Google Pay will show recent activities as well as provide quick access to reward cards
and offers, as well as allowing customers access to new security features and
verification methods in a bid to prevent fraud.
This appears to be the first stage of Google expanding into financial services, having
agreed to partner with 11 banks in the US from 2021 for its Plex bank account. The
likes of Citi, BMO, and BBVA will run the back-end operations of customers’ accounts,
while Google will focus on the front-end interface and technology side. Plex accounts
will offer deeper and better integrations for savings goal nudges, spending alerts, and
deposit alerts, as well as the range of features that have debuted in the new Google
Pay app.
Our 2020 Financial Services Consumer Survey shows that US customers are fairly
inclined towards propositions developed by big tech, despite the fact that customers
are yet to significantly interact with their offerings. This trend is particularly significant
in the 18–44 demographic. The only current impediment is that mobile wallets – the
first product most customers use from big tech companies – have struggled to gain
traction in the US, as 41% of customers do not want to pay by phone.

NatWest launches Green Mortgages in
response to climate change concerns
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Ant Group’s woes leave state-backed banks rejoicing
Initially anticipated to take place around two years ago, Ant Group’s initial
public offering (IPO) has suffered another setback as its dual listing on the
Shanghai and Hong Kong stock exchanges was pulled after Chinese
authorities cited “major issues.” While no specific infringements or details
have been made public, two variables are being pointed to as the likely cause
behind the postponement of the most anticipated IPO of the year.
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The biggest winners are China’s state-backed banks and lenders. These incumbents now have
the opportunity to compete on a more even footing with new fintech and digital banks, which
until now have had considerable advantages from a regulatory standpoint. Critically, this will
include online lenders having to provide at least 30% of the funding when they offer loans, as
opposed to the current figure of 2%. Proposed regulatory changes have led to the share price
of banks across China soaring to record highs, while Alibaba Group (which owns an
approximately 33% stake in Ant Group) is down 6%.
Market concentration data from our Global Retail Banking Analytics shows that over the last
decade the concentration of personal loans provided by the top five banks in China has fallen
42 percentage points. This loss of market share has been devastating for the likes of ICBC,
which in 2010 controlled a fifth of the Chinese personal loans market but accounted for just 3%
in 2019. Compared to the likes of Singapore, the US, and Australia, the position of the five
largest consumer credit providers has been significantly disrupted, with market concentration
increasing in both Singapore and Australia and only decreasing 4 percentage points in the US.
Regulatory alignment between companies as well as improved technology and digital offerings
from incumbent banks could see these firms regain market share in the coming years.
Going forward, intervention of this kind by state authorities will only serve to undermine
business and investor confidence in the Chinese market. As a result, regional rivals such as
Malaysia, Thailand, and Vietnam will become all the more attractive to foreign investors
concerned about the growing risk and uncertainty in China.
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Market share of the five largest banks, 2010–19

Analyst view: One variable is the size of Ant Group, which has gone largely unregulated due to
its software company-esque business model. This has enabled it to avoid the same capital and
liquidity requirements state regulators expect of traditional financial institutions. The other
possible cause is the unflattering comments made by founder Jack Ma at the Basel Accords
banking summit. In railing against regulation and its impediment to innovation and
entrepreneurship, his comments may have jolted authorities into action.
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PNC buys BBVA’s US arm for $11.6bn as BBVA enter talks to merge with Sabadell
PNC has agreed to buy the US operations of BBVA for $11.6bn. The all-cash deal is expected to be finalized
in 2021, and would make PNC the fifth-largest bank in the US by assets. On the back of the announcement,
BBVA confirmed it is in talks to merge with Sabadell – the fifth-largest bank in Spain.
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Analyst view: PNC’s purchase of BBVA’s US arm will give it a presence in 29 of the US’s 30 largest markets, and
allows PNC access to markets in Texas, California, Florida, and Arizona, where it has previously lacked retail
operations. BBVA has around 640 US branches, 50% of which are in Texas and 25% of which are in California
(the two largest states by GDP in the US). Consequently, the synergies and opportunities for growth in these
markets are expected to be significant. PNC will be financing the deal with cash from its stake in asset
manager BlackRock, which it sold for $17bn this summer. The aim of the acquisition will be to push PNC past
the $700bn asset mark (although at the current valuation this is unlikely to be achieved). Following PNC’s
purchase of Royal Bank of Canada’s US operations in 2011, PNC’s ambitions to become a national goliath are
clear; the bank is already larger than U.S. Bank and Truist.
For BBVA the deal is seen as a win, as it allows it to exit the US market (where the bank has conceded “others
operate better”) and significantly cut costs. It also allows it to focus on digital transformation and competing in
Europe, where consolidation within the sector has significantly increased. A BBVA-Sabadell merger would
create a Spanish megabank with €600bn ($710.5bn) in assets in Spain and a market value of €26.7bn
($31.9bn). However, it would still trail the likes of Santander, which is aiming to strengthen its position by
acquiring technology assets and employees from the wreckage of failed German fintech platform Wirecard.
The BBVA-Sabadell merger is also important for BBVA given the September 2020 news of a proposed merger
between CaixaBank and Bankia, both of which rank within the top five banks in Spain by size.
With the prospect of recession on the horizon around the world, consolidation may help Spain's banks
become better capitalized and less prone to needing bailouts. Furthermore, the overlap in operations would
better allow cost-saving measures to be implemented such that the merger would almost certainly trigger
branch closures. Relative to other markets, Spain has considerably more branches per 100,000 people. The
opportunity for the sector to reduce excess, become more efficient, and be less exposed to risk is seemingly
behind the rationale of regulators allowing considerable consolidation since 2008.
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Revolut partners with TrueLayer to bring
open banking to Germany

Digital mortgage platform Koodoo
partners with Credit Kudos
Digital mortgage platform Koodoo has announced a partnership with
challenger credit reference agency Credit Kudos as its open banking provider.
Koodoo currently works with over 40% of UK mortgage lenders and provides
analytics for 45% of the UK price comparison market.

Analyst view: Revolut’s latest open banking offer has been developed in partnership
with London-based fintech TrueLayer, whose platform ensures that account information
from major German incumbent banks is securely transferred, incorporated, and
presented in real-time on the Revolut app in a user-friendly and accessible manner. This
will allow German customers to transfer money between German bank accounts and
the accounts of family and friends via the Revolut platform, eliminating the need to log
into the dated legacy online banking systems of incumbents.
These services will be free of charge for all Revolut users, and will likely help improve
customer acquisition in Germany. The importance of Revolut developing open banking
methods in the country cannot be downplayed, as relative to other markets Germans
are extremely skeptical about open banking. Our 2020 Financial Services Consumer
Survey found that 32% of German customers aged 18–44 – the most likely age group to
use neobank services – would not be open to sharing data with third-party platforms.
This makes Germany one of the most conservative markets towards open banking
among advanced economies, with only 8% open to account aggregation services.
Following the Wirecard fraud that led to Germany’s prize fintech being put into
insolvency, the need to build trust in a risk-averse market is more essential than ever.
As Revolut attempts to secure a full banking charter in San Francisco to go from fintech
to fully fledged digital bank, its performance in terms of increasing the trust and
confidence customers have in the banking and financial system will likely aid its quest
when it seeks a European banking licence.

Analyst view: Credit Kudos provides real-time bank transaction data to generate
analysis and insight for lenders on borrowers’ financial health and risk profile.
Using smart analytics, Credit Kudos can decrease the application time when a
borrower applies for a loan. Credit Kudos also makes the experience easier for
customers, as its open banking setup allows it to verify customers’ identities via a
trusted third-party platform, as opposed to having customers upload
documentation manually. The integration of open banking and mortgage lending
will likely have significant consequences for the industry. Simplifying and
speeding up the process will be key to improving the experience for customers,
whose criticisms often revolve around the time and complexity traditional banks
take for what appear to be simple and routine checks and interactions.
The partnership makes particular sense in the context of COVID-19, given that
individuals’ credit scores will likely be affected by unemployment, missed
payments, and increasing consumer debt. Using open banking data as part of a
credit profile allows lenders to better understand their customers and treat them
in a more unique manner than the one-size-fits-all approach existing credit
bureaus have, which often excludes financially healthy customers from the
financial system.
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Revolut announced it will be launching open banking services on its platform in
Germany, having successfully unveiled similar services in Ireland earlier this year. The
changes will allow German customers to connect bank accounts with Comdirect,
Commerzbank, Deutsche Bank, ING, and Sparkasse to the Revolut app, and view all
their finances in a single platform from their mobile device.
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Banks look set to directly compete with
BNPL platforms

Analyst view: In India, faced with the arrival of BNPL players such as Sezzle, Simpl, and
LazyPay, Indian bank ICICI released a mobile-only BNPL option for in-store purchases,
in addition to its online pay later option. The bank has partnered with Indian merchant
platform Pine Labs to let customers convert high-value purchases into three to eight
monthly installments.
Traditionally, the two main reasons lenders have avoided offering this product is
market share and credit card worries. Until recently, BNPL has not been popular
enough to warrant providing the service. Banks also feared offering their own BNPL
proposition would make credit cards more difficult to promote, given both are
consumer credit.
Yet as the popularity of BNPL increases and it becomes one of the fastest-growing
lending markets, the absence of incumbent bank products makes less and less sense –
especially since credit cards and BNPL plans can complement one other. The former’s
strength lies in offering flexibility and rewards, while the latter offers a fixed credit
option at minimal cost. This allows the two offerings to attract very different
demographics, which is the reason Klarna offers both a free BNPL option as well as a
more flexible credit card-like product. Rather than compete with an existing credit card
business, BNPL can be a great way for lenders to introduce a range of credit products
to customers in ways that are affordable, responsible, and already increasingly popular.

NatWest announced its Housemate app has entered its pilot phase. Aimed at those
in the rental space, the app has been designed to make household bills and other
shared finances easier to divide between individuals who are living together.

Analyst view: Available to customers of all UK banks, Housemate aims to make
payments between cohabiting individuals easier by using open banking tools to
recognize payments and rent as part of a customer’s credit history. The app also has
additional features such as rent recognition, which allows users to build a credit history
via their rental payments (which are often excluded by credit bureaus and ratings
agencies).
The app’s features are unique among incumbent banks in the UK, and Housemate has
the potential to attract younger renters and students. However, similar bill splitting
tools have been integrated into the platforms of rival digital banks.
Compared to other standalone UK-based bill splitting apps such as Split The Bills,
NatWest has an obvious advantage in that it does not charge a fee for its service. Yet a
key difference between these platforms is that the NatWest app still requires tenants
to organize the bills themselves. On the Split The Bills platform, users set up all their
utilities; if one tenant does not pay within seven days then the rest of the tenants are
charged, and Split The Bills chases up tenants who have not paid directly.
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In the last few years, BNPL has swept to global prominence. With a mix of new
lenders as well as more established players such as Klarna – with 85 million
customers across 17 geographies – the BNPL sector looks set to take a larger share of
the pie away from incumbent lenders. Rather than fear creating competition for
their own credit card ventures, banks should view BNPL as a way to introduce new
consumers to their wider suite of credit products and as a tool to fend off market
challengers.

NatWest pilots new bill splitting app
for renters

NatWest’s app is still in the early phases, but the bank should consider a fee-paying
option plus other incentives. This will take Housemate to the next level – and if
executed well, other traditional players may follow suit.
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New digital bank Bella launches in the US to shift
banking culture with technology and community
New fintech bank Bella launched in the US on November 30. It is designed to promote compassion and good
karma, and positioned as a break from the current “soulless monolithic banking services.”
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Analyst view: Bella has two distinct features that it hopes will enable it to thrive in what is becoming an
increasingly saturated market. Firstly, its platform has integrated a command line into its interface, which allows
customers to type commands such as “send money” instead of navigating via a fixed application map. The feature,
named “Socratex,” enables customers to not have to find the right menu and hit the right button, but instead
interacts with users based on the sentences they use to express their intent.
The second interesting feature Bella has launched is the Karma Account, inspired by the Italian tradition of “caffè
sospeso,” where an individual opts to cover the cost of someone else’s coffee when buying their own. Through
the Karma feature, customers can choose to deposit up to $20, which will then be randomly sent to another user
as a surprise gift.
Similarly, as part of its launch Bella has announced it is designating $1m of its marketing budget towards surprise
real-time cashback events for customers who join during the opening four-week window. This initiative will
continue long term via a randomized cashback program, whereby customers can receive surprise cashback of 5–
200% (up to $2,000) gifted at random on occasional everyday purchases. CEO Angelo D’Alessandro has stressed
Bella’s mission as to “inject love, beauty and empathy into the banking industry,” and to treat clients like family.
The COVID-19 pandemic has caused severe financial distress to households all over the world, and its long-term
effects on the future of the labor market make a proposition like Bella’s all the more necessary as individuals step
in where governments are slow or unable to do so. Post-COVID-19 it will be interesting to see how Bella continues
to develop, and whether incumbent banks latch on to ideas like Bella’s to appeal to customers who are placing
greater importance on ESG principles when deciding who to bank with.

29

Wealth Management

Wealth Management Contents
UBS launches UBS Next to pursue fintech investments

32

Neobank Douugh launches financial wellness app in the US

33

Avaloq launches ESG investment solution targeted at wealth
managers

33

StashAway launches in the UAE

34

Dow Jones breaks the 30,000 mark, further driving equity
investments

34

Commonwealth Financial Network introduces Commonwealth
Connect

35

HSBC supports female entrepreneurs at FoundHER summit

35

BEA launches SupremeGold Private

36

DBS plans to increase family office assets to $10bn by 2025

36

31

Wealth Management

UBS launches UBS Next to pursue fintech investments
UBS increases its fintech focus with the launch of UBS Next – a $200m strong portfolio that targets investments in the fintech and broader tech ecosystems.

Proportion rating 'an excellent digital service' as the most important
attribute they look for in a financial services company

Financial Services Briefing: November 2020

Analyst view: UBS Next will allow the private bank to further
engage with fintechs and the broader tech ecosystem. The group
will invest $200m in digital ventures to ensure its continued
relevance among its client base. Technological leadership is
becoming an increasingly important criterion in the provider
selection process – especially among younger consumers.
Partnerships with fintechs will allow UBS to remain digitally and
technologically innovative. Data from our 2020 Banking and
Payments Survey shows that 8.3% of millennials regard “excellent
digital service” as the most important attribute when looking for a
financial services company. This proportion drops to 4.7% among
baby boomers.

Global banking customers, 2020

Source: GlobalData’s 2020 Banking and Payments Survey
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Neobank Douugh launches
financial wellness app in the US

Avaloq launches ESG investment
solution targeted at wealth managers
Avaloq launched an environmental, social, and governance (ESG) investment
solution aimed at banks and wealth managers. The tool allows providers to
design tailored, personalized ESG-compliant portfolios for clients.

Analyst view: Effectively a banking and money management app, the
neobank’s positioning – leveraging the financial wellness theme – comes at an
opportune time and is likely to resonate with struggling Americans. Financial
wellness has emerged as an increasingly important topic over the past few
years – further pushed into the foreground thanks to the impact of COVID-19
on people’s financial situation. Data from our COVID-19 Tracker Consumer
Survey shows that since the end of the pandemic lockdowns in May, 61.8% of
Americans are “quite concerned” or “extremely concerned” about their
financial situation; another 23.5% are “slightly concerned,” leaving a mere
14.7% of respondents who voiced no concerns at the end of October 2020.

Analyst view: Avaloq’s new offering will allow wealth managers to bring ESG
solutions in-house as demand is on the rise. In 2019, 55.8% of US wealth
managers reported “quite strong” or “very strong” demand for socially
responsible investments. Within only one year this proportion has increased to
more than two thirds. Yet our data shows that only a third of wealth managers
have an in-house proposition. As demand is on the rise (67% of wealth
managers servicing HNW investors expect demand to increase over the next
12 months), Avaloq’s solution allows providers to service clients more
effectively without the need to partner with external providers. Advisors can
match client needs through a range of filters and tools such as standardized
scorecards, green benchmarks, exclusions, norms-based screening such as the
UN Global Compact or the OECD Guidelines, and thematic investments.

How concerned are you about your personal finances?

Source: GlobalData’s COVID-19 Tracker Consumer Survey and 2020 Global Wealth Managers Survey

Financial Services Briefing: November 2020

Via a partnership with Mastercard, Douugh has been in beta with select US
consumers since early 2019. It has now officially launched its financial wellness
app to the wider market. The app applies AI and machine learning to a user’s
personal income and spending data to tailor an individual financial solution
that helps users spend wisely, save more, and build wealth.
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StashAway launches in the UAE
Singapore’s StashAway, a wealth manager targeted at retail and professional
clients, launched in the Dubai International Financial Centre. It is the first
digital wealth manager to receive an asset management license from the Dubai
Financial Services Authority with retail endorsement. The platform is available
to local and international clients in the region.

“Which channel do you use most when arranging investments?”

Bucking the economic downturn, the Dow Jones broke the 30,000 mark amid
hopes for the release of a COVID-19 vaccine and subsiding political turmoil as
the Trump–Biden transition commences.

Analyst view: A fear of missing out will continue to drive equity investment
uptake among already heavily exposed Americans as the Dow Jones broke a
new record, hitting 30,000 in November. Data from our Global Wealth
Managers Survey shows that US HNW investors are keen equity investors, with
capital appreciation opportunities a key driver. However, demand is not only
limited to the HNW segment. As per our Retail Investments Analytics, retail
investors allocated a noteworthy 37.2% of their liquid wealth to this asset class
at the end of 2019. With another 32.8% held via mutual funds, this has
rewarded investors with decent returns even as the US economy struggled.
However, on the flipside, should markets falter again the effect on total retail
wealth will be significant.

Financial Services Briefing: November 2020

Analyst view: The global robo-advice market has become increasingly crowded
over the past few years. However, strong demand in the UAE will support
StashAway’s growth aspirations in the country. As per our Investor Insights:
Channel Selection Analytics, 13.7% of UAE retail investors used a robo-advisor
most when arranging their investments, compared to 8.4% globally. We expect
more launches of standalone robo-advisors in the UAE, targeting the local (expat
and Emirati) market as well as other Gulf Cooperation Council markets.

Dow Jones breaks the 30,000 mark,
further driving equity investments

Retail holdings, end of 2019

Source: GlobalData’s 2020 Banking and Payments Survey, Investor Insights: Channel Selection Analytics,
and Retail Investments Analytics
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HSBC supports female entrepreneurs
at FoundHER summit

Commonwealth Financial Network, a US-based broker dealer, launched a
digital platform focused on fostering connections among advisors affiliated
with the firm. The tool allows its network of more than 2,000 advisors to find
each other based on location, niche clientele, interests, and hobbies.

In partnership with AllBright, HSBC Private Banking ran its third edition of
FoundHER in 2020, following summits in Singapore and New York in September
and October. The week-long event brought together female entrepreneurs with
the objective of providing them with practical tools, master classes, and
valuable connections to strengthen their confidence to launch businesses.

Analyst view: The tool is likely to have a positive effect on the company’s bottom
line, addressing one of wealth managers’ key concerns in the US. Data from our
2020 Global Wealth Managers Survey shows that 75% of wealth managers in the
HNW space believe that competition from other wealth managers for HNW
clients has increased compared to last year (2% disagree). As such, it comes as
little surprise that almost two thirds of wealth managers regard retaining their
current advisor base as a key threat to their business.

Analyst view: Males account for the vast majority of the HNW population in
Hong Kong, with only 15.8% female. However, with fewer dedicated services
available, providers able to reach out to the female HNW segment are unlikely
to encounter trouble picking up new business, especially as more female
entrepreneurs are expected to join the HNW segment in the coming years.

Providing advisors with tools to network with their peers and exchange opinions
and perspectives should create goodwill and have a positive effect on employee
satisfaction, deepening their connection to the firm and each other. This in turn
will minimize the risk of them changing networks.

Hong Kong’s entrepreneurial scene remains dominated by male investors. 35%
of male HNW investors in Hong Kong have sourced their wealth through
entrepreneurship; this proportion drops to 22% among females. However, the
gap is narrowing. 9.5% of males in the special administrative region have
started a business in the past two years or plan on doing so in the coming two
years. This compares to an almost equal proportion of 8.8% among females.

Financial Services Briefing: November 2020

Commonwealth Financial Network
introduces Commonwealth Connect

As Hong Kong’s female entrepreneur segment grows, events such as FoundHer
will allow HSBC to achieve the positioning required to appeal to this
increasingly attractive target market.

Source: GlobalData’s 2020 Banking and Payments Survey
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BEA launches SupremeGold Private
The Bank of East Asia (BEA) launched SupremeGold Private, a new service
targeted at affluent clients with assets under management of HK$5m
($645,000) or more.

Our proprietary data shows distinct service requirements between wealth
tiers. For example, 12.9% of individuals in Hong Kong hold deposits or
investments overseas. This proportion increases to 33.7% among those with
liquid assets of more than $500,000.
BEA’s tailored approach will allow the bank to service its affluent client base
more effectively, especially when it comes to their international banking
needs. Providing customers with access to offshore markets will be highly
appreciated. A noteworthy net 86.3% of wealth managers in the HNW space
expect demand for offshore investments to increase in Hong Kong.

Singapore’s DBS Group has unveiled plans to increase family office-related
assets under management to $10bn in the next five years.

Analyst view: According to a Bloomberg report, DBS’s family office unit aims to
achieve annual growth of 20% for the following three to five years to triple its
asset strength by 2025. This goal seems ambitious; however, it will be
supported by strong market growth and DBS’s foothold in the Asia Pacific
wealth market.
Data from our Wealth Markets Analytics shows that wealth growth is expected
to bounce back in Asia Pacific in 2021 as the market recovers from a COVID-19induced downturn. We forecast liquid assets held by HNW investors to record
a CAGR of 6.3% over the next five years. In particular, a focus on the UHNW
segment is bound to pay off, with a forecast CAGR of 8.0% in the $10m+
segment.

Financial Services Briefing: November 2020

Analyst view: A crowded Hong Kong market calls for a differentiated offering.
BEA has responded with its SupremeGold Private proposition, offering
customized wealth management services and global banking support.

DBS plans to increase family office
assets to $10bn by 2025

While DBS will have to record above market growth to meet its target, this will
be achievable if the bank maintains its momentum. The bank reported to
Bloomberg that its family office unit registered 40% year-on-year growth,
driven by a surge in wealthy individuals in Singapore.

Source: GlobalData’s 2020 Banking and Payments Survey and Wealth Markets Analytics
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