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Cards and Payments

China’s digital yuan launch leaves
WeChat and Alipay in uncertain position

Analyst view: Almost no one leaves home without their mobile phone in China
these days because most transactions are paid for using Alipay or WeChat Pay. The
transformation to a cashless society is already well underway in China, and the
digital yuan will only accelerate this process by decoupling digital transactions from
internet connectivity.
So far, it is unclear whether the digital yuan will compete with the major mobile
wallets or not. In its current form, digital yuan can be used for mobile payments
without the need for an Alipay or WeChat Pay account, suggesting this new system
poses a threat to those wallets. However, the Chinese central bank has made
statements to the effect that as a cash equivalent, digital yuan will not compete with
the wallets. It seems most likely that, given the huge customer bases of both
WeChat and Alipay, integration is the more likely of the two outcomes. However, it is
still uncertain what exactly will happen – especially given hints by Chinese regulators
that big tech players in the market are in the regulatory crosshairs.

The central banks of Singapore and Thailand announced they will link the two
countries’ real-time payment (RTP) infrastructure. From mid-2021 Singapore’s
PayNow and Thailand’s PayPrompt will enable real-time cross-border payments to
be made between the two countries at a low cost compared with existing
remittance options. However, not all commercial banks in either country will
participate at launch.
Analyst view: The Association of Southeast Asian Nations’ RCEP trade pact signed in
mid-November 2020 will accelerate inter-Asian cooperation on many fronts. The
linking of PayNow and PayPrompt will be just one of many connections created as a
result of closer ties in the region. Other partnerships of this type were created
throughout 2020, and it is certain that many more will follow in 2021 – ultimately
leading to a fully interoperable system.
An attempt to formulate an inter-regional mobile payment system called VIA was
initiated in late 2018. Wallets from Singapore, Thailand, Malaysia, and Japan all signed
on to the VIA system. Therefore, the question is not whether there will be a pan-Asian
fast electronic payment scheme, but what form it will take. Currently, mobile payment
wallets dominate in the region generally (Japan is a notable exception), so a scheme
like VIA would seem to have higher potential than one based around bank transfers
(especially in markets with lower financial inclusion in the region). Yet it is likely that
some merging of mobile payments and RTP will take place (perhaps with a VIA-type
scheme offering RTP as one of its payment options to users). What is certain is that
these moves will deal a blow to Visa’s and Mastercard’s relevance in the region.
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The Chinese central bank ran a trial of its digital currency in Shenzhen in October
2020, with CNY10m worth of digital yuan distributed. In December 2020, CNY20m
in digital yuan was offered through a lottery for 100,000 residents of the city of
Suzhou – and this trial was followed by an even larger one in January 2021. The
advantage to the digital currency is that no internet connection is required for
offline payments as currency is stored in the phone like physical bank notes in a
wallet.

Linking of Singapore and Thailand RTP
systems is step towards regional payment
interoperability
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PayPay hack is a setback for the push
towards cashless payments in Japan
Japanese mobile wallet PayPay was the target of a massive cyber-attack that stole
data from all of its 2.6 million partner stores across Japan, including bank account
information for all of these businesses. SoftBank, the operator of PayPay,
acknowledged that there was a design flaw in the access authorization in its
system. SoftBank also revealed that the hack originated from Brazil.

SWIFT has announced new developments for its SWIFT gpi fast international
payment system that it hopes will allow it to remain a central piece in crossborder payment settlement. Specifically, Lloyds Bank has become the first bank in
the world to sign up to SWIFT gpi Instant, the new real-time offering from SWIFT
that connects directly to national RTP infrastructure in order to enable real-time
cross-border payment settlement.
Analyst view: SWIFT has historically been a lynchpin for international payment
settlement, although the speed and cost of its services have led to numerous
challengers attempting to make cross-border payment settlement quicker and
cheaper. SWIFT has not ignored these challenges, and through the launch of gpi and
gpi Instant is aiming to stay relevant by bridging the interoperability gap between
national RTP systems for international payments. Even regional schemes such as SCT
Inst and those being developed throughout Southeast Asia will need something like
the gpi service in order to make payments to other regions in real-time.
Despite these positive moves for the company, the development of central bank
digital currencies (CBDCs) threatens to disrupt SWIFT’s business model from an
alternative angle. These fully digitized, blockchain-based systems are no longer a
theoretical challenge either, as China is already in the process of fully lunching its
digital yuan (albeit not without some teething problems – it seems the current
system is far from fraud-proof). In a world of CBDCs, it is possible that SWIFT would
not be as necessary a piece of the cross-border payments puzzle. However, for
something as essential as electronic payment systems, it seems unlikely a network
such as Bitcoin’s – much touted by cryptocurrency enthusiasts – would suffice on its
own, and there is likely still an opportunity for SWIFT’s involvement. At any rate, a
world of CBDCs is still five years off at the very least.
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Analyst view: Japan is already averse to digital payments and very much dependent
on traditional payment tools – especially cash and credit cards. Despite welldeveloped banking and payment infrastructure, payment cards being available in the
market for decades, and an international reputation for technological advancement
in general, consumer attitudes mean Japan remains a cash-dependent market.
Japanese consumers are especially careful. They don’t like to borrow money,
preferring instead to regularly pay off accrued balances, and are extremely wary of
risks such as banking and payment fraud. Around mid-2019, 7-Eleven Japan’s mobile
payment platform 7-Pay was hacked, causing a blow to consumer confidence around
digital payment. As with PayPay, the hack was traced to a design flaw in 7-Eleven’s
security systems.
In light of this, PayPay’s expenditure of over $180m in 2020 for cashback incentives
to encourage consumers to adopt mobile wallets and payments may have been
severely undermined by this hack. It is likely that it will take a long time for Japanese
consumers to fully embrace digital payments, unless security among the key
providers can be stepped up – and even then, there will need to be a strong track
record of flawless security in order to make significant progress.

SWIFT makes moves to stay relevant in a
world of RTP systems and CBDCs
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After open banking we will see “open big
tech”

Analyst view: The recommendations of the ACM are both logical and practical – the
industry should not expect these major international tech companies to be exempt
from regulations that bind the industries they are increasingly a major part of simply
because they are understood to be tech companies rather than financial services
companies. By providing mobile payment services (Google, Apple, Tencent, Alipay),
full financial services (Alipay via Ant Financial), and even international digital
currencies (Facebook), these companies are de facto financial institutions, even if
they do not technically need banking charters. They should thus be expected to
comply with the same laws designed to foster competition and innovation as banks.
China is already looking at some form of regulation to break up the power of its tech
giants, and there is an increasing worldwide appetite for regulating the activities of
these companies as they come to permeate every aspect of consumers’ lives. It is
only to be expected that in the next few years, laws will start to be drafted that
place Google and Apple under the same regulatory structures as the banks whose
business they are increasingly trying to disrupt.

The UK fully exited the EU at the end of 2020, after a short transition period of full
access to the single market and customs union. Thanks to a deal set up in 2019 the
UK remains a participant in the Single Euro Payments Area (SEPA), and thus UK
businesses and consumers have access to SCT Inst real-time cross-border
payments. But this access is predicated on banks and businesses providing the
necessary information in 2021 to maintain access – and also on the UK retaining
enough compatibility in its financial services regulations with the EU to retain
access on an ongoing basis.
Analyst view: Now that the UK has actually left the EU it is currently considered a
“third country” under the rules of SEPA – and as a result there are additional
provisions required for a transfer to work (the name and address of the participant
from the third country is required in the payment instruction). If these provisions are
not complied with, previously functional payment arrangements will cease to work –
leading to a warning from the UK’s central bank in December 2020 that all banks
need to communicate the new rules to their customers in order to ensure continued
service for cross-border payments.
Aside from this additional requirement, the new status of the UK is likely to cause
further difficulties in cross-border payments. Already, consumers who conduct their
financial affairs between the EU and the UK are experiencing fees for cross-border
transfers under SEPA, where these were previously free of charge. These fees are at
the discretion of the participants in the system, and are not guaranteed to be zero
by SEPA rules.
Finally, continued access to SEPA – even with potential extra fees and additional
requirements – is not guaranteed for the UK, particularly if the UK wants to change
its financial services or payment regulations away from EU compatibility.
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The Netherlands Authority for Consumers and Markets (ACM) has put the case
forward that big tech providers – such as Apple, Google, Alipay, Tencent, and
Facebook – should open up their systems to allow the integration of a variety of
third-party payment providers, in the exact same way banks are obliged to do
under open banking legislation. The ACM specifically recommends amending
PSD2 to include these companies within open banking provisions in order to level
the playing field between banks and tech companies.

Brexit will continue to lead to frustration
and disruption in cross-border payments
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Affirm expands BNPL business with
PayBright acquisition

Analyst view: As the BNPL market continues to strengthen its position as a
dominant force in online payments, acquisitions of this type should be expected to
continue. Smaller, domestic specialists in BNPL will be courted and taken over by the
international firms, most likely Klarna, Affirm, Afterpay, and PayPal. These
companies are already in a strong position to compete with credit cards as a means
of short-term borrowing – even given the concerns voiced in the press about how
easy it is to fall into debt using BNPL, the repayment terms and charges BNPL
services levy are much less costly to consumers than most credit cards.
Despite the strong performance of this sector, however, as these companies
continue to grow their presence and value it is certain that regulators will start to
take more of an interest. The sector should aim to demonstrate its more consumerfriendly practices relative to credit cards in order to avoid over-stringent regulation.
It is almost certain that regulators will require more prominent advertisement of the
potential consequences of failure to keep up repayments at the very least.

Facebook’s digital currency project, formerly known as Libra, announced on
December 1, 2020 it would be changing its name to Diem. This change follows on
from the May 2020 announcement that the associated digital wallet, formerly
known as Calibra, would change its name to Novi. Following the Diem
announcement, a European fintech company trading as DIEM (described as a
“digital pawnbroker” by media outlet Sifted) launched legal action against
Facebook for infringement of intellectual property rights.

Analyst view: Since its announcement in 2019, Facebook’s Libra project has faced
nothing but difficulties from regulators, leading to many of its most prominent initial
backers pulling out early in the project. However, it has continued to recruit
experienced payment professionals from across the industry, and the project shows
no signs of being abandoned at this stage.
The many rebrands (acknowledged jokingly by head of Facebook Financial David
Marcus at the Singapore Fintech Festival in December 2020) are a clear attempt to
distance the project from its inauspicious beginnings, but regulators remain hostile.
It’s not difficult to see why: despite Facebook making a show of the transformative
potential of its project, and watering down its initial proposals, what it is aiming to
do is create its own stablecoin – a direct challenge to the monopoly states hold on
monetary supply. Facebook would need to do more than rebrand in order to address
these fundamental concerns.
This latest rebrand may not even stick given the legal challenge brought by DIEM.
Naturally, Facebook has a lot more weight to throw behind a case than the
comparatively small fintech, but even if it does manage to outmuscle the smaller
company, this constitutes yet another hurdle for Facebook to surmount.
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US-based buy now pay later (BNPL) company Affirm has entered into an
agreement to buy Canadian company PayBright, also a BNPL specialist. The deal is
expected to close in Q1 2021, with Affirm paying a total of $264m in cash and
equity for the Toronto-based firm. This acquisition will expand Affirm’s merchant
network from its existing 6,500 relationships to include over 7,000 additional
retailers both within the Canadian market and internationally. Speaking in a press
release announcing the move, Affirm CEO Max Levchin stated that the two
networks are “complementary” rather than overlapping.

Facebook’s digital currency efforts continue
to flounder with Diem rebrand
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Commercial motor insurers are the worst
hit by COVID-19 cancellations

Analyst view: While other commercial lines saw more cancellations for this reason for
SMEs overall, the medium-sized category is particularly relevant as it is where the
biggest contracts are. Therefore, providers of these products would have seen
significant losses in 2020. The positive may be that a lot of these would have been
temporary cancellations while businesses were unable to travel, and delivery fleets
were impacted during the most severe lockdown restrictions due to changing working
conditions in factories. Of course, online shopping has surged, and many delivery-type
businesses are significantly up, so insurers that have lost business may also have
picked up new customers or upsold contracts.
It also means commercial motor insurers will need to be proactive in winning back
customers next year as normality slowly returns. This presents an opportunity to
insurers to win business, as there will be a significant proportion of the market
looking for new insurers. With SMEs’ budgets squeezed, the key is likely to be in the
value proposition of policies, but much can be said for offering flexibility as well, as
uncertainty over future lockdowns and restrictions continues.

In February 2020 IKEA launched HEMSAKER, a comprehensive home contents and
personal accident insurance product. Initially launched in Switzerland and
Singapore, as of December 2020 IKEA now offers HEMSAKER in Malaysia. The
expansion represents an effort by IKEA to deliver digital and cost-effective
insurance in the country. Consumers can purchase the insurance through the IKEA
app or website.
Analyst view: According to a study conducted by HelloSafe, UK home insurers could
save around £47.6m by the end of 2020. Savings are being driven by a decline in
flooding claims, as increased working from home has allowed home owners to detect
leaks before they become hazardous. Burglaries have also decreased, especially
during periods of lockdown, when the majority of consumers have been working from
home.
With restrictions still in place in an effort to curb the spread of the coronavirus – and
with UK individuals stating that they are interested in continuing working from home
even after the pandemic comes to an end – UK home insurance is increasingly
becoming a favorable market for insurers to enter.
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Out of all commercial lines, six motor-based SME insurance products have seen the
highest levels of cancellations among UK medium-sized businesses specifically
because of the pandemic. Our 2020 UK SME Insurance Survey shows that out of the
20 products we asked medium-sized business about, the six most canceled types of
policy because of COVID-19 were all vehicle-based. The highest proportion was for
single van insurance, which saw 14.7% of policies canceled for this reason. These six
products were also the only ones to record double-figure percentages for COVID-19
cancellations among medium-sized businesses.

IKEA enters the home insurance
market in Malaysia

If IKEA were to launch HEMSAKER home insurance in the UK, it would benefit from
the current economic environment. The biggest obstacle IKEA would face is attracting
customers to its platform. As per our 2020 UK Insurance Consumer Survey, the
affinity channel only accounts for 6.1% of home insurance, making it the smallest
purchasing channel.
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COVID-19 triggers long-term shift to
telemedicine

Analyst view: While the rollout of the COVID-19 vaccine will help reduce the risk of
community transmission, telemedicine is here to stay. Three quarters of patients
who used a virtual GP service were either very or extremely satisfied with the
service they received, indicating that most patients who use a virtual service will be
happy with their experience.
However, telemedicine platform providers will need to navigate an increasingly
dangerous cyber space, and privacy and data-sharing concerns will be on the minds
of both healthcare providers and patients. The data collected through these
platforms is extremely personal and sensitive, and any security breaches for a given
platform provider will reduce trust in these services.
Furthermore, as telemedicine expands from consultations to the use of in-home
sensors to help monitor vulnerable patients (for example, sensors used to detect a
fall), the data collected may signal other things like an unoccupied house – valuable
information for burglars. Providers will need to ensure their systems are well
protected in order to make telemedicine ubiquitous.

SnackUp is a new concept borne from a partnership between Singapore-based
insurance provider NTUC Income and Visa. It allows Visa card holders to build
insurance cover for free as they spend on their cards. With SnackUp, customers can
choose to build coverage in term life, critical illness, or personal accident insurance
– or all three – in the form of rebates, with participating merchants contributing
$100 worth of insurance coverage to customers’ individual portfolios.
Analyst view: This concept is promising. On the face of it, Singapore offers all the
right ingredients. The country’s payment card market is well developed, with 3.3
cards per inhabitant as per our Singapore Cards & Payments: Opportunities and Risks
to 2023 report. Singaporeans use cards for payments extensively, rather than just to
withdraw cash at ATMs. But there is one caveat. Domestic scheme NETS dominates
the card payment market, with international schemes accounting for a small
proportion of card expenditure. This means it could take a while for SnackUp to
reach its full potential.
The benefits of purchasing long-term insurance products are often not obvious to
customers. Consequently, many consumers will favor buying physical items or
spending on experiences such as a holiday rather than an insurance product. Thus,
being able to build cover for products that are often not top of mind for consumers
will also be beneficial for insurers. It will improve awareness of the value of these
products.
In addition, there is potential to upsell or even cross-sell insurance products. While
customers build on their sum assured by spending on their cards, they could opt to
arrange extra cover with the insurer. Should uptake prove successful, other insurers
may become interested in adopting similar approaches. The model could well be
rolled out to other countries, particularly given Visa’s presence worldwide.
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With COVID-19 continuing to strain the healthcare system in the UK, the use of
telemedicine has become more popular as patients aim to stay away from clinics
unless absolutely necessary. 27% of UK private medical insurance policyholders
used a virtual GP service in 2020 according to our 2020 UK Insurance Consumer
Survey, compared to 17% of policyholders in 2019.

Spend on your card to build free insurance
cover
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COVID-19 could boost UBI policy numbers

Analyst view: The dramatic drop in mileage should be expected to translate to
a considerable fall in both the cost and severity of claims in the UK motor
insurance market. This should result in a fall in premiums as insurers look to
remain competitive in a market where consumers are extremely price sensitive
and aggregators rule.

The impact of COVID-19 on annual mileage
28.6%

Less than 2,000 miles
2,000 - 2,999 miles
3,000 - 3,999 miles
4,000 - 4,999 miles

In the longer term the impact of COVID-19 could see an increase in the uptake
of usage-based insurance (UBI) propositions. Individuals who drive under
7,000 miles annually should see a financial benefit. If the changes to driver
mileage brought about by the COVID-19 pandemic are sustained then this
should see a large proportion of the motor insurance market become more
suited to a UBI policy.

5,000 - 5,999 miles
6,000 - 6,999 miles

7,000 - 7,999 miles
8,000 - 8,999 miles
9,000 - 9,999 miles
10,000 - 11,999 miles
12,000 - 14,999 miles
15,000 + miles

2.3%

5.5%
6.3%

8.8%
9.2%

15.7%
14.7%

22.0%

26.7%

36.7%
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The COVID-19 pandemic has altered the daily activities of individuals
considerably. With lockdown and social distancing measures implemented in
the UK, one of the daily activities most impacted is the use of vehicles.
Individuals are no longer using vehicles as frequently as many shift to remote
working and their social activities are reduced. Findings from our 2020 UK
Insurance Consumer Survey indicate that almost seven in 10 motor insurance
policyholders expect to be driving less miles annually as a result of COVID19. 73.4% of individuals who expect to drive less believe their annual
mileage will drop by up to 3,999 miles.

4.4%
3.7%
2.5%
1.8%
1.8%
2.3%
1.2%
1.4%
0.7%
1.8%
0.4%
1.4%
0.0%
Driving more impact on mileage

Driving less impact on mileage
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Dinghy policies become available via
Starling Bank’s Marketplace
Starling Bank customers with a sole trader or limited company business account
can now take out and manage a policy from insurtech Dinghy via the bank’s
Marketplace platform. Dinghy offers on-demand professional indemnity, public
liability, and business equipment insurance policies designed with freelancers in
mind.

Meanwhile, COVID-19 is changing the paradigm. Working in the gig economy was
often by choice, with individuals attracted to a better work-life balance, more
flexible hours, and arranging work for times that suited them. However, the COVID19 recession has pushed many into unemployment, and those who do not find
other jobs may enter the gig economy. Companies, too, might become more
interested in gig workers in a bid to cut costs in this uncertain economy. Thus, it is
likely new freelancers and contractors will join the gig economy. Marketing and
distributing insurance that is relevant to these individuals through various channels
will help improve sales.

The COVID-19 pandemic is a leading reason why SMEs switched insurers in 2020.
This is especially true in more niche lines, with businesses realising the
importance of holding insurance and seeking out specialist insurers. Our 2020 UK
SME Insurance Survey found that the top three products for switching due to the
pandemic (excluding vehicle-based products) were private medical, cyber, and key
man insurance. Cyber in particular is a product that has grown in importance
during the pandemic. Staff working from home coupled with a rise in internet and
email scams has piqued SMEs’ interest in the product. Our survey also revealed
that 85% of SMEs said the likelihood of them purchasing cyber insurance had
increased significantly since the start of the pandemic.
Analyst view: Private medical and key man insurance are also specialist insurance
products that have become more relevant because of the pandemic. Key man was
the top product for switching directly because of the pandemic, while private
medical led the way when considering COVID-19 as both one factor and the sole
reason behind switching. Key man insurance protects businesses against losing a
crucial employee, such as a CEO, which is particularly relevant at the moment.
Meanwhile, private medical switching is likely to have been driven by companies
looking into exactly what aspects of the pandemic they are covered for, and
switching for greater coverage elsewhere if they believed their policy was lacking.
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Analyst view: Both Dinghy and Starling Bank offer digital-first solutions, which is
what the freelance and contractor market needs. The nature of the services they
provide means they are often contracted at short notice and are susceptible to lastminute changes on pre-agreed work arrangements. Being able to obtain cover
online from the bank they already use will undoubtedly be a bonus. Digital ondemand insurance that can be turned on and off from an app to match a
freelancer’s work schedule is a far more viable option than the longer-term policies
typically offered by incumbent insurers.

SME switching rises in niche lines as their
importance is heightened by COVID-19

The pandemic therefore presents opportunities and risks for insurers. It is likely to
remain a leading reason for switching, as it will dominate SMEs’ planning
considerations for the foreseeable future. Insurers that are not competitive on
pandemic coverage and that refuse claims will lose customers as a result
.
14

Retail Banking

Retail Banking Contents
New fintech Tred tracks customers’ carbon footprint

17

Danish bank Lunar launches in-app pay later service

17

Deutsche Bank will link management pay to sustainability targets

18

Virtual queuing system launched at NatWest and RBS

18

BNPL provider Klarna to offer live fashion show

19

Facebook and celebrities partake in $50m series B funding round
for fintech Step

19

Digital bank for Asian-Americans launches in the US

20

WhatsApp to introduce insurance and pension products in India in
2021

20

OneBanks aims to make branches relevant again

21

Singapore issues digital bank licences to Grab, Ant, and Sea

21

Capital One stops customers paying off BNPL debt with credit cards

22

Laybuy releases draft Code of Practice for BNPL providers

22

16

Retail Banking

New fintech Tred tracks customers’ carbon
footprint

Analyst view: The concept of Tred takes environmental, social, and governance (ESG)
developments to a new level by allowing customers to take control of their own spending
by showing them their impact on the environment. This allows customers to feel as though
they have taken action to help mitigate a climate catastrophe and may encourage them to
take further steps on other environmental issues.
Although the app itself is the first of its kind in the UK, NatWest came up with a similar
concept by running an eight-week pilot of an app that calculates customers’ carbon
emissions as they spend. NatWest asked participants to join the trial via its online website,
using technology from fintech firm CoGo. The app provided trial participants with access to
a tracker that calculated their carbon footprint in real-time based on their spending habits.
CoGo also offered hints and tips on how to reduce footprints, such as suggesting that
customers switch to renewable energy or buy used clothing.
Interestingly, our survey statistics show that ESG is one of the least important
characteristics when choosing a financial services provider, despite the hype and buzz
around ESG. Consequently, the success and longevity of such offerings from Tred and
NatWest remains uncertain.

Danish challenger bank Lunar has launched a pay later credit plan, giving customers
the option to split all transactions into installments and even postpone an expense
by up to 30 days in the Lunar app. The new feature is available for all users making a
minimum deposit of €270 to their current account every month. The concept
focuses on and is built for customers rather than merchants.
Analyst view: According to S&P Global, the BNPL market is expected to grow by
almost 400% by 2025. Financial services providers that are still reliant on traditional
credit cards and alternate financing methods are set to lose out to the likes of
Klarna and other BNPL options in the market. Lunar is one of few banks to enter the
market, and this move should prove popular among its customers. While the option
will be better than a credit card for most, as Lunar does not rely on merchant
partnerships, the bank will instead charge the customer a small upfront fee as an
alternative to interest rates. The majority of BNPL options do not charge such fees,
so in fact this may be off-putting to customers and lead them to use the likes of
Klarna and Afterpay.
Other companies such as Mastercard and Visa have announced they are working
with payment companies to enable card holders to split transactions into
installments, suggesting a probable increase in the number of banks embedding pay
later options into their business models. With such significant growth in the BNPL
industry, if banks do not make these moves soon they could potentially miss out on
acquiring a substantial number of new customers.
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In the UK, Tred has launched its ESG banking concept. The app shows the environmental
impact of customers’ transactions by calculating how much and what they spend on. It
displays the impact purchases have on the environment by translating spending habits into
the amount of carbon emitted from their production and consumption. The concept is
aimed at helping individuals better understand climate change and adjust their lifestyle
and spending habits by being more carbon conscious. Through open banking customers
have the ability to link all their cards to the app, which will convert every pound spent into
the amount of carbon emitted. The app also lets customers group their spending habits
into useful categories such as “groceries” and “flights.”

Danish bank Lunar launches in-app pay
later service
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Deutsche Bank will link management pay
to sustainability targets
Deutsche Bank plans to join a small number of financial institutions that link
management pay to ESG criteria. The bank has stated that from 2021 management
compensation will be tied to reaching sustainable financial investment targets
based on the ratings it receives from five leading ESG ratings agencies. Management
compensation will also be tied to successfully reducing the bank’s carbon footprint.

One of the most significant changes we are starting to see in the financial services
market is that banks are recognizing the need for ESG movements within their own
firm, while also helping customers recognize the implications of their own behaviors
on the environment. Banks such as HSBC, BNP Paribas, and UniCredit also have
programs in place that link pay to ESG goals, suggesting that this trend is likely to
continue and deepen among other financial services providers in the future.

NatWest has introduced a virtual queue option across its branch network,
including RBS, through a partnership with software developer Qudini. The
system is currently being trialed across 178 branches and is set to be rolled out
across the wider network in 2021. With this technology in place, when customers
do need to visit a branch they can join a virtual queue simply by scanning a QR
code. If a certain branch is particularly busy at the time a customer visits, they
can leave the branch and be sent an appointment time via text message.
NatWest states that it aims to “be the most accessible bank anytime, anywhere.”
Analyst view: The concept of virtual queueing has advantages, as it ensures banks
can implement social distancing while being able to operate as a fully functioning
branch. The announcement of branch closures across the world has led many
banks to go digital with their customer experience and services. However, some
level of branch access will continue to be needed long term. By entering
customers into a virtual queue banks will be better able to offer customers an
omni-channel experience. Yet virtual queueing has a number of drawbacks, one of
which is that it may not be accessible to all demographics. The technology runs on
smartphones, which tends to alienate older and less affluent customers.
Meanwhile, for banks it is much more difficult to cross-sell this way. Previously
branch staff would have had the opportunity to sell other products and services
while a customer sat in a waiting area, potentially reading a product pamphlet of
some kind. This is much more difficult and less likely to succeed if customers are
able to leave the branch and carry out other unrelated activities.
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Analyst view: It has become increasingly common for shareholders and investors to
invest in companies that have strong and realistic ESG targets and practices. This
suggests that more investment decisions are being made depending on non-financial
factors when analyzing growth potential within a specific industry, and that ESG is now
a significant factor in investment decisions. In the past year, many financial services
providers have started to take ESG more seriously, with new players in the market
solely focusing their efforts on the reduction of carbon emissions and looking to tackle
the severe impacts spending habits are having on the environment. As well as linking
ESG to management pay, the German bank has developed a prototype app that can
track its clients’ carbon footprints and help them save money by challenging their
behavior and consumption, similar to the previously discussed concepts launched by
Tred and NatWest.

Virtual queuing system launched at
NatWest and RBS

The COVID-19 pandemic has naturally changed the way bank branches operate
due to the social distancing measures in place. Going forward the risk of using
crowded places and customer adaptation to digital channels may make virtual
queuing concepts a key implementation to keep branches open.
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BNPL provider Klarna to offer live fashion
show
BNPL giant Klarna, Europe's most valuable fintech, is launching a live fashion show
called Livestyle with the help of technology from Bambuser. Customers can now
open up Bambuser’s Live Video Shopping from within the Klarna app. Klarna has
stated that the move is part of its efforts to shift from being simply a payments
provider to taking care of “the entire shopping experience.”

The COVID-19 pandemic has changed the way consumers shop. As a result, the option
to buy via live shows and influencer videos will likely become a growing trend in the
next few years. However, the idea of being able to shop virtually through a series of
live fashion shows will likely add to the scrutiny around BNPL by augmenting the
already impulsive nature of the experience. The BNPL sector has some challenges
ahead, as the industry is not fully regulated. In the UK, MoneySavingExpert founder
Martin Lewis has criticized the lack of regulation around BNPL companies. In addition,
there is growing pressure on the Financial Conduct Authority (FCA) to extend the
same level of monitoring it applies to the credit card industry in order to safeguard
consumers against harmful practices and unsustainable levels of personal debt.

Fintech startup Step announced it has raised $50m in a series B funding round.
The round was led by new investor Coatue Management and a number of
celebrity backers (including Justin Timberlake and Eli Manning) and tech
executives. Founded in 2018, the all-in-one banking app has half a million users
and is geared towards teenagers and young adults, with the aim of helping them
gain financial independence. As well as being an active investor, TikTok star Charli
D'Amelio will promote the product and talk about financial literacy across her
TikTok and Instagram accounts, which at the time of writing had 101.9 million
and 34.4 million followers respectively.
Analyst view: There has been a social media boom among Generation Z and
millennials. Our data shows that 70% of Generation Z and 67% of millennials post or
view social media daily. This has led to a rise in influencer marketing, an approach that
is becoming increasingly popular within the retail banking industry as neobanks
entering the market aim to target a younger customer base. Instagram has seen a
significant number of influencers being paid by new entrants to market their debit
cards and app features through photos and videos on the platform.
Larger banks have also recognized the need to include celebrities in their marketing
campaigns. For example, Chase has run social media campaigns starring popular
athletes. In one edition the bank brought together basketball icon Steph Curry and
tennis star Serena Williams. In the UK, TSB’s latest campaign features Friends star
David Schwimmer. TSB stated that the decision to work with a well-known actor was
informed by the idea that "differentiation and relevance in financial services are more
important than ever." Recognition of these marketing methods is on the rise, with
legacy players looking to jump on the bandwagon in order to acquire and tap into a
new generation of customers.
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Analyst view: In recent months, the BNPL industry has been under greater scrutiny
for the way in which it is quickly increasing debts for young people by allowing them
to purchase goods they may not be able to afford. The idea to make the Klarna app a
one-stop shopping experience is not new – a similar shopping environment was rolled
out by Instagram in Q4 2020. Already Instagram has introduced similar features
whereby customers can make purchases by swiping up on their screens to buy items
modeled by influencers in videos.

Facebook and celebrities partake in $50m
series B funding round for fintech Step
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Digital bank for Asian-Americans
launches in the US

Analyst view: While the concept of having a target audience based on ethnicity may
seem unusual, in the last year there have been a number of other fintechs tailoring
their services to a particular demographic. For example, Greenwood Bank designs its
products and services for underserved black and Latinx communities.
A key difference between the two banks is that OnJuno’s founders have stated that a
reason for targeting this particular audience is because “Asian-Americans are also
typically more averse to risk and credit – meaning they are likely to keep more cash on
hand – and have shown a willingness to embrace technology.” The Greenwood concept
differs, as the idea is to create a general banking concept for black and Latinx
communities while also allowing allies to join.
OnJuno has had some press discussing the concept, but its website is unclear about
who can apply as the marketing language implies it is open to all. Despite this
uncertainty, the interest rate of 2.15% is one of the best on the market. Given that the
current interest rate environment is poor, OnJuno may become one of the more
favored providers. Previously popular options (such as Marcus by Goldman Sachs) have
cut rates on several occasions down to near-0% levels.

WhatsApp is set to roll out health insurance and micro-pension products on its
messaging platform in India via deals with licensed financial services players. In the
first phase, the instant messaging platform is set to partner with SBI General to
launch sachet health insurance cover and HDFC Pension to make National Pension
Scheme products available through the app.
Analyst view: India is one of WhatsApp’s largest markets, with over 400 million users
in the country. The launch of health and life insurance products over WhatsApp will
help and protect the financial security of households, especially amid the pandemic.
This will provide users with access to products that may not have been readily
available to them before. The National Sample Survey study on health expenditure,
conducted between July 2017 and June 2018, found that about 86% of individuals in
rural areas and 81% in urban areas had no health cover – that’s around 1.1 billion
people without cover.
The COVID-19 pandemic will increase the need for health insurance, meaning the
adoption of such services via convenient channels will be on the rise. Increasing
digitization and the natural shift towards digital banking during the pandemic
suggests the launch of such products may prove successful. There has been
speculation surrounding other features and rollouts in the Indian market via
WhatsApp. Recently, ICICI Bank announced that over 2 million users had adopted its
banking services through WhatsApp in India. Offering financial services via WhatsApp
is a concept that will become established in the Indian market – and potentially
across other markets in the longer term.
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OnJuno offers consumers another digital bank option, promising an interest rate of
2.15% on balances of up to $5,000 and a premium "metal" plan that offers the 2.15%
rate for up to $30,000. The metal account comes with a $10 monthly fee that OnJuno
is waiving for the first six months. Both offerings include cashback rewards and nofee ATM access. A cofounder of the bank believes there is a niche for OnJuno among
Asian-Americans and that they differ from the typical US customer.

WhatsApp to introduce insurance and
pension products in India in 2021
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OneBanks aims to make branches
relevant again

Analyst view: For those who prefer a branch style of banking, OneBanks makes branch
banking viable again. It can serve practically every consumer in its local area, rather
than those who have an account with a specific bank, allowing for significantly greater
economies of scale. This also allows for new services that do not yet exist, such as small
business owners changing invoices into cash and splitting them between several
accounts in one branch visit. And with open finance coming, OneBanks could offer
considerably more than transactions, including a branch-based brokerage service for
credit products that customers could apply for in-branch. OneBanks may also present a
serious challenge to incumbents, especially if the startup releases its own products.
Because OneBanks’ model makes branches viable in more areas, customers who
previously had to use digital tools but weren’t ready for them could find themselves
keen to use OneBanks service, before eventually becoming customers of the startup.

Singaporean regulators have granted full digital banking licences to a consortium
between Grab and major Asian telco Singtel as well as Sea, a consumer-based
internet firm covering South East Asia and Taiwan. In addition, the Monetary
Authority of Singapore (MAS) issued digital wholesale bank licences to Chinese
tech giant Ant Group and a consortium of three financial firms (Greenland
Financial Holdings Group, Linklogis Hong Kong, and Beijing Co-operative Equity
Investment Fund Management). The MAS says there were a total of 14 eligible
applications to sort through.

Analyst view: The granting of new banking licenses suggests that Singapore now
seeks to inject innovation and competition into a market dominated by traditional
lenders. Singapore is an unusual market; the level of state control over the
economy is considerable and yet it remains one of the most desirable markets to
do business in across Asia. Ant Group has been involved in a significant amount of
press recently due to its halted listings on the Shanghai and Hong Kong stock
exchanges in December. However, such setbacks do not appear to have caused
the MAS to revaluate its decision, with the regulator stating its sole focus is
looking at Ant’s potential to serve SMEs.
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OneBanks’ open banking model seeks to address branch closures, with the potential
to make branch services viable again in communities that were previously left
behind. In the UK, more branches are now closing due to the impacts of COVID-19.
Over the last five years, banks large and small have closed almost 3,500 physical
operations, leaving increasing numbers of communities with only a few or even no
branches left. OneBanks is aiming to change that. While not yet a bank, the startup
seeks to offer a branch-like service, providing access to cash in underbanked areas
with a thriving small business community, such as its first destination: Scottish town
Denny. Customers simply sign up either online or on-site to use the free service,
allowing them to make withdrawals, deposits, and transactions for all major
incumbent and challenger UK banks.

Singapore issues digital bank licences
to Grab, Ant, and Sea

DBS is one of Singapore’s largest incumbent banks. It is considered one of the
most technologically advanced financial service providers in the market. Although
the new licenses will lead to greater competition for the South East Asian market,
it will be difficult to disrupt DBS’s position. MAS expects the new digital banks to
commence operations from early 2022. In this market, receiving a licence is most
likely the easiest part of the game. The challenge will be how to operate and
create profitability in the retail banking space during such an uncertain time.
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Capital One stops customers paying off
BNPL debt with credit cards
Capital One announced it will no longer allow customers to pay off BNPL debt using its
credit cards due to risks involved with BNPL transactions that have ballooned over the
past year. The provider will still allow customers to use installment lending services with
checking accounts or debit cards.

New Zealand-based BNPL platform Laybuy released a draft Code of Practice,
which it is calling on BNPL providers in the UK to sign up to. The code includes
standards of advertising, assessing, and supporting vulnerable customers,
providing hardship assistance, and handling complaints. It also details a
dispute resolution scheme, although this has yet to be defined and the
document suggests details will be discussed with future signatories.
Analyst view: The BNPL market in the UK is not as large as in Australia and New
Zealand. However, signing up to a code of practice will make sense for many
providers given the growing scrutiny the UK BNPL market has been under and
criticisms of the lack of regulation surrounding it. In Australia there is currently a
delay in establishing a BNPL code of practice, which is being developed by the
Australian Finance Industry Association, as the Australian Securities and
Investments Commission is yet to publish a new report on the sector.
Introducing a code of practice is generally a good way to help customers
understand what they are signing up for and to signal companies’ adherence to
good practices. While BNPL providers describe their business model as liberating
and carefree, having a set of practices in place can give customers reassurance
about their use of a service and provide confidence they are dealing with
accredited companies. A code of practice also sets standards around helping
customers that experience financial difficulties, which is extremely important
given the current economic crisis and high unemployment rates.
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Analyst view: Capital One’s decision to block customers from paying off BNPL debt with
credit cards suggests it is wary of the risk customers are facing from building up
unsustainable amounts of debt. The decision comes as the BNPL sector faces growing
scrutiny and alarm at the rates of debt that consumers (particularly young consumers) are
accruing, with many not fully understanding the costs involved.
The effects of the COVID-19 pandemic and the recessionary environment large parts of the
global economy have entered will have influenced this decision, as permitting such
transactions at a high-risk time could lead to increased levels of defaults and larger losses
when providers have already taken on considerable provisions for bad loans and losses.
While using credit cards for this activity may be risky and Capital One’s decision is likely
sensible, it is unclear how customers will respond – not to mention the impact this move
may have on acquisition and retention. Capital One has stressed that the decision is
unlikely to impact many of its customers. Yet the growth of the BNPL sector as a whole and
the financial strain many are facing may lead customers to switch to providers that allow
BNPL use via credit cards.
The removal of this service gives an opportunity for the bank to implement its own BNPL
services that will give its customers an alternate option to spread the cost of purchases
and subsequently remove competition from other BNPL providers.

Laybuy releases draft Code of Practice
for BNPL providers

22

Wealth Management

Wealth Management Contents
HKEX launched Sustainable and Green Exchange as ESG demand
grows

25

Brexit results in loss of protections for UK retail fund investors

26

RBC Wealth Management partners with iCapital to expand
alternatives access

26

BNY Mellon sells Canadian wealth unit

27

Credit Suisse sells Austrian wealth unit to LGT

27

Swiss consolidation with Rothschild & Co’s acquisition of Banque
Pâris Bertrand

28

Bitcoin reaches all-time high at end of 2020

28

24

Wealth Management

HKEX launched Sustainable and Green Exchange as ESG demand grows
Selected statistics on the provision of SRI, 2020
Current demand for SRI among HNW investors, 2020

Hong Kong Exchanges and Clearing (HKEX) launched Sustainable and Green Exchange
(STAGE), Asia’s first multi-asset sustainable investment product platform with 29
sustainable products, ranging from bonds to exchange-traded funds (ETFs).

Forecast net increase in demand for SRI in 2021

Although demand is growing regionally and locally for such investments, the main
client base for these investments remains outside the region. As the most
internationally connected booking center in Asia Pacific, Hong Kong will be
primarily aiming this investment platform at offshore investors from outside the
region. Other players have been adding to the regional ESG universe recently, with
Credit Suisse and UOB Venture Management raising $60m in a second SRI fund in
December.
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Analyst view: The STAGE platform will help develop Hong Kong as a hub for green
finance, catering to the growing demand for investments incorporating strong ESG
principles. Currently Hong Kong (and to a lesser extent the wider Asia Pacific
region) has lagged in terms of pursuing growing demand for ESG investments,
otherwise known as socially responsible investments (SRI).

Provision of SRI among private wealth managers in market, 2020

Having a single point of contact for ESG investment products will raise the profile of
such investments locally. The initiative includes an investor education center to help
popularize the concept among advisors and investors. This will do much to restore
the booking center’s position in the fiercely competitive and growing offshore
investment market, where ESG investments are already in high demand.

Source: GlobalData’s 2020 Global Wealth Managers Survey
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Brexit results in loss of protections
for UK retail fund investors
The trade deal agreed by the UK and EU offers no additional mechanisms for
compensation or recourse for UK investors in EU-domiciled funds and will not
be covered by the Financial Services Compensation Scheme (FSCS), which covers
the 25% of retail funds available to British investors domiciled in the UK.

RBC partnered with iCapital to provide a platform for end-to-end distribution of
alternatives including private equity, hedge funds, and private credit to its HNW
clients, starting in Asia Pacific but rolling out across its global footprint at a later date.

Analyst view: While alternatives are still the smallest asset class in any of the regions of
the world as a share of the HNW portfolio, their share of wealth has risen, albeit slowly.
Our 2020 Global Wealth Managers Survey shows almost 10% of HNW wealth is in this
asset class. Meanwhile, a net quarter of private wealth managers in the Asia Pacific region
(deducting those expecting a decrease from those expecting an increase) expect to see
growing demand from their clients over the course of 2021.
One of the key barriers to adoption is the relatively differentiated and niche nature of the
products that make up the asset class, unlike equities, bonds, or deposits, which are more
uniform in nature and regulation. This means many alternatives are not economically
viable for wealth managers to offer to even accredited HNW clients, restricting growth
despite demand. Digital platforms such as iCapital help private wealth managers extend
penetration of alternative investments to a greater and more varied customer base.
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Analyst view: Wealth managers need to proactively educate their clients about
the change, before any issues driven by likely market volatility arise with EUdomiciled funds. The UK-EU trade deal agreed at the end of December leaves UK
investors in most mutual funds without formal recourse to the FSCS or the ability
to seek redress via the FCA. These EU-domiciled funds, accounting for 75% of
mutual funds in the UK retail fund market, would have previously been covered by
such protections. As the funds may have been recommended or promoted to
retail investors as offering such protections, local wealth managers need to alert
their clients to such a notable change in their level of risk. Platforms and advisors
that offer these funds remain subject to FSCS, but investors would have to pursue
foreign asset managers or funds in the EU (either in court or via the relevant
regulator).

RBC Wealth Management partners with
iCapital to expand alternatives access

UK retail investment allocation by asset class, 2020
Source: GlobalData’s 2020 Banking and Payments Survey

Source: GlobalData’s 2020 Global Wealth Manager Survey
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BNY Mellon sells Canadian wealth unit
US banking giant BNY Mellon sold its Canadian wealth management advisory
services – amounting to $5.5bn in client assets under management (AUM) – to
Guardian Capital.

For BNY Mellon, the divestment is a small but significant portion of its private wealth
AUM, which amounted to $94.8bn at the end of 2019. Yet this is a fraction of the
almost $2tn if one includes its massive book of business derived from its asset
management operations. This suggests a slight reworking of its wealth management
strategy away from a consolidated and developed Canadian market towards less
mature markets in the Middle East and Asia that offer higher growth and margins, as
highlighted in its 2019 annual report. The bulk of its business lies in the institutional
market, where it remains the world’s leading custodian. This includes its joint venture
with CIBC in Canada, which remains active alongside its other non-wealth arms.

UBS sold its onshore wealth management business in Austria to LGT of
Liechtenstein, resulting in the transfer of €4bn ($4.9bn) in client AUM and creating
the largest wealth manager in Austria.

Analyst view: The pandemic is also expected to have been the catalyst for this
divestment by one of the world’s largest wealth managers, with these onshore
private banking operations sold with an eye on boosting margins. The bulk of clients
are Austrian HNW and UHNW individuals residing in the country.
For LGT, the acquisition represents an opportunity for it to expand its client AUM and
realize some modest cost synergies from consolidating the acquisition into its
existing Austrian operation. LGT has been an opportunistic acquirer in the recent
past, accelerating its growth since the global financial crisis through several
acquisitions. Although it becomes the largest private bank in Austria, the transfer in
assets represents a relatively small portion of existing client assets for LGT, which
amounted to $230.8bn as of June 2020.
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Analyst view: The pandemic is excepted to have accelerated M&A activity driven by a
desire to divest uneconomical units, which this particular deal is an example of. This
marked the third major acquisition for Toronto-based wealth and investment
manager Guardian Capital in 2020; it previously secured a 70% stake in Utah-based
investment manager Alta along with a majority stake in Virginia-based Agincourt
Capital Management. However, this was its only major Canadian deal. The $5.5bn in
Canadian client AUM represents a significant step up in AUM for Guardian Capital but
is not transformational for the wealth manager or the market. For example, the
company remains far behind the wealth units of the big five, which have previously
acquired Canadian competitors as well as expanding south of the border.

Credit Suisse sells Austrian wealth unit
to LGT
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Swiss consolidation with Rothschild & Co’s
acquisition of Banque Pâris Bertrand
Further consolidation has occurred in the competitive Swiss private banking
market with Rothschild’s acquisition of Geneva-based Banque Pâris Bertrand.

Bitcoin reaches all-time high at end of 2020
Coindesk, a blockchain-focused media desk, reported that leading cryptocurrency
Bitcoin hit an all-time high of $29,280.05 the day before New Year’s Eve.

Analyst view: In 2020, all cryptocurrencies saw a sustained increase in value after
bottoming out in an initial sell-off at the start of the pandemic, and they were by far
the leading asset class in terms of growth. Bitcoin, the most well-known
cryptocurrency, had an exceptional year with a 300%+ return over 2020. All wealth
managers need to be aware of the asset class and must be able to accommodate or
manage the inevitable client demand for such investments.

The deal is a sizable one for Rothschild & Co, which has increasingly focused its
business on wealth management – primarily in France, the UK, and Switzerland. At
the end of H1 2020 the bank reported AUM of CHF49.9bn ($56.7bn), giving it a
roughly 10% uplift and earning it a place among the top 50 private wealth managers,
albeit towards the bottom of the list and well below the $165bn in AUM that rival
Banque Edmond de Rothschild manages.

However, the asset class is still tiny and prone to wild swings in price, requiring an
investor to have ample risk appetite and high degrees of financial sophistication.
For example, Bitcoin lost 50% of its value in March as part of the COVID-19
pandemic sell-off. Towards the end of 2020, its 300%+ rise was predicated upon
rallies that saw up to 10.6% in value added in one day. Even so, collectively only
1.2% of managed HNW wealth is in any form of cryptocurrency or token according
to our 2020 Global Wealth Managers Survey.

Source: GlobalData’s 2019–20 Global Wealth Managers Surveys
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Analyst view: The Swiss private banking market has long been consolidating as
many undersized boutiques were snapped up by larger rivals. The acquisition of
Banque Pâris Bertrand with total AUM of CHF6.5bn ($7.4bn) fits entirely within this
established trend. The small Swiss bank, although consistently growing its client
AUM, was well below the level considered economic for a private bank in
Switzerland given the current regulatory burden and need for digital investment.
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