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Banks and mobile providers have profoundly different
business models and capabilities. Regardless, the future

of their offerings and their positioning within highly
competitive markets are fundamentally entwined. They
both know that their customers will one day be able to
access the full range of banking and payment services on
a mobile device. This seems like an obvious next step, but
it raises a plethora of tough-to-answer questions about
how two huge industries with developed and divergent
business practices should partner to introduce mobile
banking to their customers. Confronted with a spectrum of
partnering options, from go-it-alone strategies to exclusive
and open partnerships, the winners of this race will be

the ones who pick the model that allows them to quickly
achieve critical mass and offer the best customer value
proposition. Making banks omnipresent and transforming
cell phones from mere communication devices into pocket-
sized bank branches will require smart business and sound
partnerships between the banking and mobile industries.
Players who are able to introduce services that take
advantage of a mobile platform s unique potential and pay
heed to its limitations will be well-positioned to establish
brand leadership and leave fast-followers in the dust.

As behemoth banks and mammoth mobile carriers
consider the next generation of service offerings, mobile
banking! occupies the focal point of growth strategies
in both industries. Indeed, the ability to ta nancial
institution on a cell phone and place it in the pockets
of future users is an exciting idea. The notion, however,
beckons images of elephants and hippos trying to tango
gracefully and begs a legitimate question: could such huge
institutions avoid each other s toes in the marketplace?
Cross-industry convergence is propelling these two big
players endowed with different capabilities and business
models into the mobile banking arena. Confronted
with a spectrum of partnering options, from go-it-alone
strategies to exclusive and open partnerships, banks and
mobile carriers need to evaluate the optimal partnering
model that will allow them to rapidly achieve critical mass
and brand leadership. The trial-and-error and sitting-on-
the-fence approaches de jour will prove fatal in the long-
run. Partnerships that bring key players and capabilities
into their fold rst will exert strong network effects from
rst-mover advantage and consolidate their gains at the
expense of rival initiatives.

*In this report, mobile banking refers to the full range of banking and payment services that customers can access on a mobile device.
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If mobile banking s success hinges on effective partnering,
the design and delivery of compelling value-propositions
to the customer will determine winners and losers. The
mobile banking platform combines payments, banking,
and real-time, two-way data transmission for on-the-move,
ubiquitous access to nancial information and services
(Jacob, 2007). No other payment system  credit cards,
contactless cards, or checks offers these capabilities or
conveniences. Players who are able to introduce services
that take advantage of a mobile platform s unique
potential and pay heed to its limitations will be well-
positioned to exploit this channel.

Current strategies, such as going-solo or forming limited
partnerships, have inhibited the development of a full-
spectrum of mobile-banking services that offer compelling
value to customers. U.S. consumer-skepticism toward
mobile banking is largely driven by a limited suite of
services delivered over poorly designed user-interfaces.
Lacking critical resources or role-sets, individual players or
limited partnerships offer mobile banking services that are
far from compelling for end-users.

Based on best practices in mature mobile-banking markets,
the following services exploit the unique capabilities of the
mobile platform to offer new value propositions:

Secure authentication, transaction and data

transmission, and easy deleting of content in event of
handset loss

Icon-driven, user-friendly interface

Contactless payment that offers quicker checkout at the
point-of-sale and replaces all current payment solutions
(plastics, cash, checks)

Dynamic credit facility and innovative point-of-sale
offers

Dynamic account monitoring and around-the-clock
alerts

Convenience of micro-payments (parking meters,
vending machines)

Real-time access to account information, outstanding
debt, and bill payment

Ubiquitous access to banking services (personal ATM)

A mere fraction of the estimated $587 billion in mobile-
based nancial transactions by 2011 (Goode, 2008)
presents a lucrative business opportunity to banks and
mobile carriers. Cell phone providers, faced with falling
revenues from voice-based services, could nd new
streams of revenues from banks, advertisers, merchants
and customers. For nancial institutions, mobile banking
is more than an addition to fee-based income and cross-
selling; it offers signi cant cost savings vis- -vis ATMs and
brick-and-mortar branches.

Mobile banking represents a compelling new value
proposition that both banks and carriers can use to
attract new customers and retain existing ones. This is
especially true for Gen Y customers. About 40 percent of
18 25-year-olds report that availability of mobile banking
service will be a factor in choosing their banks (Britton and
McGonegal, 2007). Currently, about 10 percent of Gen Y
customers have made a purchase using a mobile-payment
service, and over 30 percent have accessed the Internet
with their mobile device (Mendelsohn, 2006).

However, less than one percent of Americans currently use
mobile-banking services (Kim, 2007), so banks and carriers
cannot afford to design services for the future by looking
at contemporary users predominantly Boomers, Gen X
and Veterans or their preferences. Mobile-savvy college
students, who are using their mobile devices for services
beyond voice, will drive adoption of innovative mobility
services, including mobile banking.

The Internet transformed the face of personal banking,
and the customers who access accounts online are most
likely to adopt more mobile incarnations. By the end of
2007, an estimated 10 percent of online users will take
advantage of mobile-banking services (Kim, 2007). By
2012, TowerGroup estimates that there will be 40 million
U.S. consumers that use mobile banking (TowerGroup,
2007). Currently, more than 241 million mobile devices in
the U.S. (Belifante, 2008) can host some form of mobile
banking, representing 80 percent of the population.

In other words, mobile-banking technology is building

a foundation on a resounding majority of the U.S.
population, which by any account, is a good place to start.

Eight out of the top ten banks and three out of the top
four mobile operators in the U.S. offer some avor of
mobile banking. Many banks and cell-phone providers
belong to more than one alliance to hedge themselves
from an uncertain and evolving mobile-banking ecosystem.



Large intersections between banks and carriers customer
bases would result in ideal conditions for mobile banking,
but an inherent lack of customer overlap between these
two institutions limits their addressable market. As it exists
today, a fragmented mobile-banking market is due to
banks and carriers going solo, seeking limited partnerships,
or assembling coalitions that lack the critical mass of
customers to be viable.

Partnership models on a shared platform with uniform
standards would ensure the largest addressable market.
This, in turn, would generate a high volume of mobile-
based transactions to render service commercially
attractive. Banks and mobile carriers need to evaluate
partnership models now that will allow them to achieve a
critical mass of customers.

So far, several models are bringing banks and mobile
carriers together with varying degrees of success. Go-it-
alone strategies and various partnering models profoundly
impact the extent to which mobile-banking services
become compelling for end-users. Consider the following:

Carriers going solo

By going-it-alone, carriers can speed the introduction

of mobile-payment services since they do not have to
establish and manage partnerships. However, since
carriers do not own banking licenses, they are only able
to provide a limited suite of payment options that lack
signi cant services like inter-bank transfers. Furthermore,
mobile carriers need to establish a nancial relationship
with their customers that doesn t just duplicate existing
interactions with nancial institutions. This will be an uphill
task because carriers are not typically viewed as nancial
custodians by end-users.

Cellular South, for example, provides mobile, peer-to-peer
payments in the U.S. with Obopay, a mobile-payment
service provider. Peer-to-peer payments allow mobile
customers on Cellular South s network to transfer money
through SMS to each other and to others who are
registered with Obopay. Each transfer costs 25 cents and
there is a $200-per-day limit on transfers. Cellular South
trialed contactless payments with 50 retailers in mid-2007,
but it is unclear whether this service will be rolled out to
subscribers.

Going-it-alone is not a viable long-term strategy for
carriers since their lack of banking license signi cantly
hinders their ability to provide compelling, new value
to customers. Carriers going solo are vulnerable to
competition from mobile-bank partnership models that

can support a much richer portfolio of services, such

as access to account balances, inter-bank transfers, bill
presentment, and consolidation of plastics into a single
mobile device. Furthermore, carriers do not exercise the
same clout as banks when persuading merchants to make
signi cant new investments in technologies like Near Field
Communication (NFC) for contactless payments.

Banks going solo

Going-solo strategies allow banks to provide mobile
services directly to their customers without involving
mobile carriers.

The rst-generation of going-solo strategies involved

transposing the online banking model to the mobile
platform. By using mobile browsers and Internet access,
customers connect directly to their bank s online portal,
effectively bypassing mobile carriers. However, navigation
and transactions using the mobile browser is cumbersome,
considering the small form factor of the mobile screen.
Customer experience is poor, and this model only offers a
limited suite of services: balance information, bill payment,
and intra-bank transfers.

Bank of America, Wells Fargo and JPM Chase are examples
of banks that offer mobile banking to their customers

via their online web-portal. Since the services are not
speci cally designed for the mobile platform, they do not
exploit the unique value proposition that mobility offers.
For example, mobile-browser-based solutions are unable
to offer payment services at merchants point-of-sale or
dynamic credit facility. As a result, the rst generation of
bank-led solution will nd little traction among end-users.
The second generation of going-solo strategies offers
improved user-interfaces and an expanded menu of
services. Customers download third-party software for
mobile-banking services from the Internet. Not only does
this software offer superior interfaces, complete with
icon-driven menus, it also allows banks to customize their
services and differentiate themselves from competitors.



For example, mFoundry s Spotlight platform is an attractive
option for nancial institutions because it does not require
proprietary software to support different mobile operators
and devices. Banking and payment services include
balance information, fund transfers, and bill presentment
and payment. mFoundry is also developing support for
contactless payment.

Currently, mobile carriers control customers mobile devices
and determine the availability of various applications

and functionality on a given platform. However, leading
U.S. mobile carriers are transitioning to an open-access
regime that will make it easier for banks and third-party
developers to directly reach mobile customers with their
services. The second generation of going-solo strategies is
viable in the long-run because it allows the introduction of
compelling new value propositions to end-users without
involving mobile carriers. The biggest threat to this model
comes from open-federation models that offer greater
cost-savings and foster innovative new services.

Bank-Mobile exclusive partnership

Exclusive partnerships between banks and mobile carriers
imply that both players are locked into a contractual
relationship to jointly enable mobile banking and payment
services. This strategy allows the partnership to signi cantly
reduce coordination costs and time to market. Additionally,
the interface and user experience can be highly customized
to re ect the capabilities and brand positioning of the
partnership.

However, bank-mobile exclusive partnerships are not a
viable strategy since the addressable market based on
overlap between banks and carriers customer bases is
small. Companies following this strategy will not be able
to acquire a critical mass of customers to make the service

nancially viable. Furthermore, exclusive partnership
models limit new opportunities in a dynamic market.
Strategic in exibility will strain such partnerships in the
long run. Exclusive partnership models face signi cant
threats from open partnerships that can aggregate a much
larger addressable market and use standardized platforms
to reduce costs.

Bank-Mobile open partnership

Open partnership models allow banks and mobile carriers
to connect to each other using standardized interfaces.
Open relationships provide strategic exibility to banks and
carriers, allowing each to exploit emerging opportunities
without incurring signi cant costs while entering or exiting
a partnership. Additionally, open models can create larger
addressable markets than exclusive partnerships.

In an open-partnership model, the full-spectrum of
banking and payment services may not be available to
end-users. Inherently generic services limit opportunities
for differentiation. The possibility of developing a stable
banking and payment platform in an open partnership
model is challenging. Such unstable environments

are unlikely to attract signi cant investment or foster
innovative services.

On the other hand, open partnerships may be viable in the
short-term as banks and carriers gure out their optimal
partnering strategies and assess customer demand for their
initial offerings. The greatest threat to open partnerships
comes from open, federated models that offer larger
addressable markets along with a stable platform for
driving innovation by third-party developers.

Open federation

In an open federation model, a large number of banks
and mobile carriers partner to provide a shared platform
for mobile-banking services. By developing a common
platform and infrastructure, open federation models
reduce the cost that banks and carriers would incur from
investing in proprietary software and infrastructures.

Figure 1 depicts the way open federation models
maximize banks and carriers addressable markets for
mobile banking by increasing the overlap between shared
customers. Open-federation alliance models have the
greatest likelihood of quickly achieving critical mass of
partners and end-users and generating network effects.
Once a federation acquires critical mass, the value of
joining exceeds the cost incurred by new users and
partners. Existing and new mobile-banking users will tend
to move to a federation that hosts the dominant platform
for mobile banking. By creating an industry standard,

the federation will stimulate innovation and third-party
development of applications and services for the platform.
This would make the platform more valuable than existing
mobile banking initiatives, which would reinforce its
dominance and brand leadership in the mobile-banking
space.



Qualcomm-owned Firethorn has used an open-federation
strategy to bring nancial institutions and mobile carriers
together to provide mobile banking and payment solutions
on a standardized, scalable mobile platform. With a
common platform, Firethorn is able to aggregate demand
and provide high volumes of transactions that make the
service commercially attractive.

Although it currently does not provide contactless
payments, Firethorn plans to do so in the future. The
open federation model provides a rich portfolio of services
that comes closest to the best practices found in mature
mobile-banking markets. In the absence of competition
from other open federation alliances or banks going solo,
Firethorn is poised to leverage its rst-mover advantage.

Figure 1: Open Federation Model
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Because Firethorn provides technical integration through
a common platform, this open federation model greatly
reduces coordination costs. Currently, the federation
includes heavy-hitting banks and mobile carriers like
BancorpSouth, SunTrust, Synovus, Wachovia, AT&T and
Verizon.

Firethorn s mobile-banking solutions offer compelling
new value to users. Its Mobile Consumer Wallet is a
downloadable application that supports:

Real-time nancial account balances

Inter- and intra-bank transfers

Presentment and payment of electronic bills
Targeted e-coupons

Single password sign-in to manage all nancial
transactions

Quick clearing of content if a customer loses a mobile
device

Although Firethorn s open federation model hasn t taken
mobile banking to the tipping point in the U.S., New
Zealand has already demonstrated open-federation success
(Simpson, 2007). Initially, banks and mobile carriers in
New Zealand adopted one-to-one partnerships and
go-it-alone strategies. It soon became apparent to the
providers that one-to-one partnerships were duplicating
efforts and narrowing the addressable market. In 2005,
banks and mobile operators decided to support a common
interchange gateway for mobile banking and payments
that would offer a secure, independent, multi-bank,
multi-operator mobile transaction system (Simpson,
2007). The solution was standards-based to attract new
partners and support a full-spectrum of mobile-banking
services.

An open federation model joined six leading banks and
two mobile operators to create a shared nancial-service
gateway (Simpson, 2007). The common shared-service
platform reduced costs and resulted in a rapid uptake of




mobile-banking services. More than 5 percent of New
Zealanders use mobile banking; this gure encompasses
upwards of 40 percent of an individual nancial
institution s total customers. Mobile banking in New
Zealand has resulted in heightened customer retention,
increased self-service and mobile transactions that don t
require additional investments in branches or ATM
infrastructure (Simpson, 2007).

Cross-industry convergence between banks and mobile
providers can transform existing businesses and generate
compelling new services to end-users. While each
partnering model has some merits, banks-going-solo
and open federations are the most probable options

for achieving a critical mass of customers and providing
compelling services. In the long run, banks and mobile
providers, despite their size and their operational
differences, must learn to interact. While this sometimes
seems as intuitive as elephants and hippos engaging in

a graceful tango, open federation provides a conducive
environment for innovating, reducing costs, and achieving
dominance in the mobile-banking space.
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